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bear in mind the partial mismatch described above in fiscal year recording
- a portion of loan requests and commitments in FYO5 (for example) will
result in loan disbursements during FYO06:

TABLE 2
Fiscal Loan Loan Loan
Year Requests Commitments  Disbursements
2001 2,990,905 2,440,330 2,042,098
2002 2,624,902 2,326,351 2,324,474
2003 4,396,210 3.005,673 2,536,452
2004 6,136,703 5,155,009 3,508,730
2005 0,997,460 6,205,574 5,282,842
GRAPH 3

Loan Requests, Loan Commitments,
and Loan Disbursements

2001 202 2003 201 2005
Fiscal Year
[-¢-Requests Commitments -A-Disbursements J

For this study, a choice must be made between “loan requests” and “loan
disbursements" as the appropriate measure of program demand. If the
focus is on "loan requests,” it might appear that program demand has
already exceeded the program’s lending capacity: AEA logged in $9.0
million of loan requests during FYO5 compared with the Fund’s net assets
of $8.2 million. The financial reality, however, is that the Fund still had



nearly $3 million in excess lending capacity because the actual loan
disbursements in FY0O5 amounted to only $5.3 million.

Despite the timing problems of the two data sources discussed above, and
the distortion that introduces when comparing requests, commitments,
and disbursements within individual years, it is true that AEA has
disallowed a significant number of requests in recent years as suggested
in Table 2 ana Giaph 3. Among the reasons for this are:

loss of municipal revenue sharing, which weakened the financial
position of many small communities;

a higher incidence or increased collection of tax liens among
BFRLF applicants; and

the requirement under the new Bridge Loan Program3that all
applicants for a bridge loan must first apply for a BFRLF loan and
be turned down before a bridge loan request is considered. This
requirement prompted a number of BFRLF loan requests from
applicants who expected their request to be denied due to known
problems with credit or collateral, but who needed to apply in any
event in order to access the resources of the Bridge Loan Program.

The amount by which requests exceed commitments and actual loans
should not be included in the measure of program demand. The BFRLF
need not be sized to accommodate whatever safety margin may be built
into some requests in an uncertain environment with respect to fuel price
and required volumes; nor need it be sized to accommodate the
proportion of applications that, on average, will not be approved duo to
insufficient credit or collateral.

As a result, “loan disbursements" (i.e. actuu, -ans) will be considered in
this study to provide the best measure of past program demand and to
provide the most useful take-off point for projecting future demand. Graph
a below shows the increase in BFRLF loan disbursements from FYO1

through FYO05:

' See page QOin this lepoit for a detailed discussion of tho Pudge Loan Program
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GRAPH 4

BFRLF Loan Disbursements
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Number of Borrowers and Average Loan Size

Table 3 and Graph 5 below show Ihe number of BFRLF borrowers and the
average amount loaned per borrower in fiscal years 2001 through 2005.
The number of borrowers may be less than the number of loans since
some borrowers receive more than one loan in a fiscal year. The $300,000
limit (and the lower annual limits that preceded it) pertains to the total
amount loaned to a borrower in a fiscal year, not the size of an individual

loan.
TABLE 3
FY 01 FY 02 FY 03 FY 04 FY 05
Number of Borrowers 37 34 39 46 53
Ave. per Borrower 55.2 68.4 65.0 76.3 99.7

($ thousands)
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Number of Borrowers
A 8 8

B B 8

GRAPH 5

BFRLF Number of Borrowers and
Average Amount per Borrower
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Clearly, the number of borrowers and the average amount loar.ed per
borrower per year has gone up since FY03. Among the factors, that might
have contributed to the increase in the number of borrowers are the

following:

An ncrease in the usefulness of the program to larger bulk fuel
purchasers due to the increased limits on annual borrowing.

An increase in the cost of fuel, which presumably led some bulk fuel
purchasers to seek debt financing who may otherwise have had
sufficient cash to do without a loan.

An increase in the availability of BFRLF funds due to the $5.0
million increase in BFRLF capitalization in February 2002.

A reduction in the availability of credit or cash from other souices.
Growing familiarity with the program in rural Alaska. (Although the
program has been in existence for 25 years, turnover in the

management of rural businesses and institutions tends always to
erode a portion of the local knowledge base.)
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Increased tank farm capacity allowing some additional borrowers to
acquire and store a minimum 6 months supply of fuel.

A closer look at the specific borrowers in each year suggests that more
borrower-specific factors are involved as well. For example, there were 7
more borrowers in FY04 than in FYO03, but this is the net result of the

following:

10 FYO3 borrowers did not obtain BFRLF loans in FY0O4. These 10
had borrowed $923,600 from the BFRLF in FY03.

(How these 10 FYO3 borrowers financed their FY0O4 bulk fuel
requirements has not been determined for this study.)

17 FYO'lborrowers did not obtain BFRLF loans in FY0O3. These 17
borrowei $1,240,941 from the BFRLF in FY04.

The net increase due to these movements in and out of the program was
therefore $317,341, or about 33% of the increase in loan disbursements

between FYO3 and FYO04.

Looking a little more closely at the 17 additional borrowers in FY04, 12 of
the 17 had not obtained a previous BFRLF loan during the prior 3 fiscal
years. Of these 12 "genuinely new" borrowers, 9 continued to borrow from

the BFRLF in FYO5 while 3 did not.

For the 9 "genuinely new" borrowers in FY0O4 who continued lo borrow
from the program in FYO5, the aggregate amount loaned to them in each

fiscal year was as follows:

FYO4 loans to 9 new borrowers: $665,818
FYO5 loans to these same borrowers: $820,083

The addition of these new borrowers in FY04 and their continuing use of
the program in FYO5 might therefore represent a substantial and ongoing

increase in annual loan demand.

Comparing now the number of borrowers in FY04 and FYO05, the data
show a net increase of 7 borrowers as a result of the following:

10 FYO04 borrowers did not obtain BFRLF loans in FY0O5. These 10
had borrowed $958,699 from the BFRLF in FY04.

(Again, this study has not uncovered how these 10 FY0O4 borrowers
financed their FYO5 bulk fuel requirements.)



17 FYO5 borrowers did not obtain BFRLF loans in FY0O4. These 17
borrowed $1,833,"04.

The net increase of these movements in and out of the program was
therefore $875,005, or about 49% of the increase in loan disbursements

between FY04 and FYO5.

Again examining the 17 additional borrowers in FY05, 10 of the 17 had not
obtained a previous BFRLF loan during the prior 4 years. These 10

"genuinely new" borrowers accounted for $1,155,072 in FY0O5 loans. How
many of these “first time" BFRLF borrowers will remain with the program in

FYO6 and beyond remains to be seen.

It is difficult to isolate the contribution of new borrowers to increased
program demand because of the offsetting factor of past borrowers
dropping out of the program. Why they dropped out is unknown, as is the
likelihood and timing of their possible return to the program in the future.
Similarly, we don’t know whether or for how long the new borrowers will
remain with the program. However, the available figures indicate that a
third or more of f’e increase in BFRLF loans over the last two years is
associated with the net increase in the number of borrowers. Further, the
fact that 9 of the 12 "first time" borrowers in FY04 returned in FYO5 for
another BFRLF loan suggests that the program is successfully meeting the
needs of the preponderance of new borrowers. The subject of future
growth in program demand will be taken up again in later sections of this

report.

As shown in Table 3 and in Graph 5, not only the number of borrowers has
grown since FYO03 but the average size loan per borrower has grown
substantially as well from approximately $65,000 per borrower in FY03, to
576,300 per borrower in FY04, to $99,700 per borrower in FY05. Factors
that may contribute to the increase in average loan per borrower include

the following:
Increase in wholesale, delivered fuel prices.
Increase in the gallons of fuel financed by borrowers, which could
coriespond to increased consumption in the subject communities.
It could also mean, for those bulk fuel purchasers who finance their

purchase in part with cash and in part with a BFRLF loan, that the
loan portion is growing and the cash portion is shrinking.

Increase in the maximum amount per year of debt financing that
each borrower may obtain from lhe program.

These three factors are discussed in tho sections below:
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Impact of Diesel Fuel Prices

Delivered fuel prices certainly increased during this period and must have
affected the financing requirements of bulk fuel purchasers. The most
comprehensive record of historical, wholesale fuel prices in communities
that are eligible for BFRLF loans is found in the annual statistical reports of
the Power Cost Equalization (PCE) program. These reports show the
average price of fuel delivered to the electric utility bulk fuel tanks in each

community for each fiscal year.

Diesel fuel prices for electric utilities were obtained for each PCE
community for 5 years: the prices reported in the PCE statistical reports
were used for FYO1l through FYO4, and the most recent price of fuel
delivered to each community's electric utility was used for FYO5"\

Because BFRLF loans are available only for use in communities with
population under 2000, PCE communities with populations above this level
were removed. In order to gain a regional perspective on fuel prices, each
remaining community was assigned one of the following region codes:

1 = Aleutians

2 = Kodiak

3 = Southwest Coast

4 = North Slope Borough
5 = Southeast Alaska

6 = Southwest River

7 = Interior

8 = Northwest Coast

9 = Southcentral

10 = Road Access

There are close calls in assigning communities to one of these regions:
for example, a community several miles upriver from the Southwest Coast
could have been assigned either code "3" or code "6."

It is acknowledged that, especially for FYO5, these prices are likely to be
lower than prices paid by many BFRLF borrowers. Among the reasons for

this are:

This report is being prepared in an environment of rapidly
increasing fuel prices. Even the fuel price most recently rcpoitcd

1The PCE statistical repoit for FYOO showing average fuel prices for each utilily paid throughout
lhe fiscal year will not ho available until roughly the mid point of FYOG. For this reason, the most
recent fuel piice paid in FYOG by each PCE utility (which is available now in PCE records) was

used rather than an FYOG average.
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for PCE may be out of date, especially if it reflects prices for
deliveries in fall 2004.

In many cases, though not all, electric utility prices may be more
favorable than prices available to the average BFRLF borrower.
For example, AVEC may be able lo obtain a lower price than a
particular fuel retailer due at least in part to its larger presence in
the market and its record of making timely and complete payments

to fuel suppliers.

On the whole, however, itis reasonable to use the electric utility fuel price

records for purposes of this study: todocument historical diesel fuel price

trends by region and across the state, and lo help develop rough

estimates of the total cost of diesel fuel and gaslJine in BFRLF

communities. The focus of this report is not on short term developments

but on long term trends.

Table 4, which is spread across the following 7 pages, shows the PCE fuel
price data sorted by region and, within regions, alphabetically by

community:
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Uility
(FY04 Report)

Akutan Blectric Uility
Andreano- Hlectric Corp.
Chignik Eectne (10)

Chignlk Lagoon Pover Uility

Chignik Lake

G&K

False Pass Hledtric Assoc.
King Cove. Gty of

W\étson Lagoon tiec. Goop.
Unmak Power Corrpany
Perryille, Gity of (3)

Filot Point Blectrical

Port Heidin. Gity of (10)

aano Point electric company

(veigmeu oy population)

Adick
Altiiq Povier Corrpany

Larsen Bay Uility Conpany

AVEC
Quarkie, Ciya

iveigruea by population)

Community
(FYD4 Report)

Adek
Akutan

Atka

Chignik

Chignik Lagoon

Chignik Lake

Cold By

False Pass

King Cove

Nelscn Lagoon

Nikolgi

Permwille

Pilat Point

Port Heiden

sand point

ALBUTIANS

vit. ave tuel price

Ahick

Kariuk

Larsen Bay

Old Harbor

uuziikiq

KCDIAK
wt. ave tuel price

Region

PRPRRPRPPR AR RR R R R bR

DN DN N

TABLE 4

Total Fuel
Used
Pop (gallons)
63004 FYo4
(ELEC UTIL
OLY)
&0
£ 49724
102 33,053
77 53192
89 46,722
136
10 221,4%
e 44,394
o5 1072%
> B3
a 20379
m 23912,
76 39,29
103 61,217
glb 299430
35% 103287
eq
2 14845
107 8041
229 64271
19 jbo,D05
B 125712

Most

Rocent  Awvg Price Avg Price Avg Price Avg Prico

Diesel

of Diesel

of Diesel

of Diesel

of Diosol

Price  Fuel FYO4 Fuel FYO3 Fuel FYQ2 Fuel FYOL

FY5

267
2@

19
26

223
2.3t

215

205
230
232
226

29
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163
223
124
173
224
14
1%
14
213
18
183

143
l.do

1%
1n
12%6
1%

14t

134
193
n
146

225
078
108
136
1A
1n
157
153
163

14

1n
148
12
148

13

10
113
108

112
12

161
200
114
182
22,

133
115

223
212
128
1%

19

1y

174
15

I,

Region Koy

1=Aleutians

j -KaohK

3=SW Coasl
#i=North Slope Borough

6 =SWRwr
7= Interior

9=8C Coest
10=Road Access



Total Fuol Most
Recont AwvgPrice Avg Price A Price Avg Price

Uility Community Pop (gallons) . . . . . .
(FYO! opor) PosRpoy T emor A0 RS G RGk Aol @ R R Rel A iy
oY) FY
Aldachek Niv. Conmrunity Hee - Akiachak 3 67 12051 198 17, 151 16C 158 1=Aleutians
Adek Gty of Adak 3 3C 71572 20: 14 147 187 158 2 =Kodiak
AVEC Alakanuk 3 60 13969 12 138 11 12 120 3=SWCoasl
Alelnagik 3 219 4 =North Slopo Borough
Atrautluek Joint Uilities Atmeutlusk 3 21 50,08 1C 18C 134 158 14 5=Southeast
Nterkeq Light Plmt Cheformak 3 49 e.77C 307 18 148 13 13 6=SWRwr
AEC Chevak 3 84 20129 10 138 115 123 119 7= Interior
AEC Eek 3 21 55417 12 117 124 119 8=NWCoesl
Eoegik Ligt and Power Egegik 3 & 65,182 205 148 1% 148 13 9=SC Coast
bkwok tieciric thkv/ok 3 13 32284 260 21 260 260 260 10 = Road Access
AEC Emmonak 3 745 201.846 1&® 144 113 123 125
AEC Gocdnews bay 3 2z 36,0401y 139 108 125 1191
AVEC Hooper Bay 3 1075 179,955 1.3 114 124 130
lgiugig Hectric Company loiugig 3 21314 295 1% 153 147 14
AEC Kasigluk 3 527 -
Kipnuk Light Plant Kipnuk 3 64 129,64? 2.00 166 12 106 113
Koliganek \llage Council Koliganek 3 18 38,004 2.60 18 1 17 169
Fuvumag Povier Conpany Kongiganak 3 K3) 87430 1C 162 139 1% 13
Katlik Bledtric Services Katlik 3 63 154730 207 1) 18 19 K7
Kiig Pover Corrparny Kigilligok 3 3 63,622 157 13 156 12
IVanokotak Povier Company Vandkolak 3 404 113521) 23 18n 141 131 146
AVEC VEkoryuk 3 24 65.633 138 14 14 1223
AEC Mountain Millage 3 Ul 19954 1M 13% 117 124 12
Naknek Hedtric Association Naknek 3 1155 1437581 1% 1ad o 0911 095
Unausrag Povler Conpany Nevitok 3 36 R’ 151 147 148 149
AEC Nightrrule 3 24 49.745 136 1681 14 12
Nunam loua Hectric Corpary Nunam Igua 3 04 56,597 1% 161 13 153 137
Platirum City of Platinum 3 K14 28615 221 120 12 12 257
AEC Qurrhagak 3 512 127,587 1® 1 110 117, 127
AEC Scammon Bay 3 451 85,500 1M 133 113 14 15
St George Sl. George 3 137 197 17
S Paul Municipel Hec. Uil. S Paul 3 5 371,910 250 188 168 12 1%
AEC Stebbrrs 3 5% 1089% 15 13 100 113 118
AEC Togiak 3 o 210,093 175 13 115 Wil 128
AEC Toksook Bay 3 55 105570 15 1% 112 1% 12
AEC Tununek 3 ® 62,890 12 114 125 117
iwm Hils Mllage Courcil iwin Hils 3 A 211% 190 19 231 216
SWQOAST 16077 48301%4

(weighted by population) Wt ave fuel orice 1% 145 127 1% 13
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Uility
(FYD4 Roport)

Anigk Ligt &Power Co.
AVEC

MKEC

MKEC

AVEC

AEC

Kinethluk. Inc. (11)

Levelock Hectric Cooperative
AVEC

AVEC

Nepekiak Ircinrag Powfer Co.
Nepeskiak Hledtric Uility
AVEC

AEC
AEC
AEC
MEC
AEC
AEC
MEC

AEC
M<EC

Community
(FY04 Roport)

Aniak

Ak
Chuathbatuk
Crooked Creek
Gayling

Holy Cross
Kinethluk
Levelock
Loner Kal
Marstall i
Narakiak
Nepeskiak
New Stuyahok
Nurepilchuk
Filat Station
Pitkas Poirt
Red Davil
Russian Mission
Shageluk
SlestmulQ

St Mhry's. Andreafsky
Storty River

Tuluksak Tragitional Power Ulity Tuluksak
X@Iiak Comunity Service A Tuntutuliak

(eighted oy population)

Upper tsaisag
SWRMVER

Wt ave tuet price

Region

6
6
6
6
6
6
6
6
6
b
G
6
6
6
6
6
6
6
6
6
G
6
6
6
b

Pop
6/30/04

92 98 sEEwBEER35H 88x8REEsEa

'\II\)
3

Total Fual
(gatlons) Rocont  Avg Prico Avg Prico Avg Prico Ag Prico
v Dloscl  of Dloscl  of Diosol  of Diosol  of Diosol
(ELEC UTL Prico  Ful FY04 Fuol FYO3 Fuol FY@2 Fuol FYOL
oY) (2703

192576 180 1 115 146 148
38474 1 14 1% 147
220C 170 166 190 19

25,256 16 1% 1m 1

46,352 15 133 140 1
54,340 151 131 145 1
2,219 204 186 198 172 165
3684 154 150 166 189
90,870 12 113 12 12
f9,71u la 130 118 12 121
74,001 273 160 14 1% 175
R,667 24 130 117 133 136
1981% 12 13 116 125 21
125276 1n 130 117 139 12
1440C 183 167 180 187
59875 176 12 106 119 120
31,506 169 1% 1e2 147
25314 18 166 187, 19
225,36 181 138 115 127 131
1394 169 163 177 161
50,286 327 167 142 1M 228
12 153 166

1582953

21 199 146 140
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Region Key

1=Aleutians

* i L

3=SW Coasl
4 =Muth Slope Borough

5 =Southeast

6=SW Rwer

7= Interior

8 =N Coasl

9=SC Coast
10=Road Access



Uility
(FY04 Roport)

AVEC

Buddand, Gity of (10)
Ipnatchiag Blectric Conmpany
Diomede Joint Uilities
AVEC

AVEC

Golovin Power Uilities
AVEC

AVEC

AVEC

AVEC

AVEC

AVEC

AVEC

AVEC

AVEC

AVEC

Teller Power Company (10)
Unaiaklect Valley Hec. Coop.
AEC

White Mountain Uilities

(weigrteu oy populeLo

Community
(FYD4 Roport)

Bravig Mission
Buckland
Degring
Dionede
Him
Gantell
Golovin
Kiaa
Khdlirna
Koyk
Noatak
Noorvik
Savoonga
SHanik
Sektoolik
Shishrraref
<. Mdiedl
Teller
Unaiakdect
Wiles
wnite Mbuntain
NWQOAST

Wt. ave tuel price

J

Region gy

00 00 0O 0O 00 0O CO 0O 0O CO CO CO OO 0O 0O OO0 OO OO OO 0O OO

BARBHEYBIR U858 RERRY

w'\)
S

| Total Fuol

Usod
(gallons)

Y4
(ELEC UTIL

awy)
69,644
%572
26l
42,600
90,492
141,13
64,557
120552
87.7%
Bo1U
109521
150578
150,804
206,272
GL083
128589
100221
49,287
36,134
4792
421
2,244,485

Most

Rocont Avg Prico AvgPrico A Prico Avg Prico
Dicsol  of Disol  of Diosol  of Diosol ~ of Dicsol
Prico  Fuol FY04 Fuol FYO3 Fuel FYQ2 Fuol FYOL

FY5

165
201
221
221

18
228
225
251
1&

31C

12
17G

128
171
1n
161
121
119
184
171
167
15



Uility Community

(FY™4 Roport) (FYD4 Roport)
ARC Allakaket, Alatra
AEC Arbler
Avrctic Mllage
Beaver Joint Uilities (9) Beaver
ARC Bellies, Bvarsville
Birch Creek
Central Hextric, Inc. Cenlral
Cralkyitsik Mllage Energy Syslen Crelkyitsik
Ghwitchyaa Zhee Utilities Fort Ylkon
ocaiena, Qy a Gaiena
APC Hedly Lake
Hughes Power &Light Hughes
AEC Huslia
AEC Kaltag
Kook \alley Blectric Conpany Kok
Koudk Qyd (1) " Kok
Lirre Millage Hectric Uility Lirre Millage
MGrath Light &Povier MGrath
Nikolai Light &Power Nikoai
AEC Nulato
Riy. Gityof ) Rby
AVEC Sliungnak
Takotna ConTrunity Assoc.
Utilities T+ona
Tanana Power Conyany Tanana
Verelie Millage Bledtric Vereiie
INTERIOR

twieignteu by populatioy  wt. ave tuel puce
|

Chenega IRAMIlage Council  Chenega By
I-\NHN Bectric Cooperative Wﬂ%h1 o

Kokhanok Millage Gourcil Kokhanok

Pedro Bay Millage Council Pedro By

Taralian Hlectric Cooperative  Port Alsworth

Tatillek Hectric Utility Tatntek
SOUTHCENTRAL

(weighted oy population) Wt ave tuel price

Roglon

NN N NN N N NN N N g N N

~~

©O© O O O © ©

1 Total Fuol

Pop

63004 |

83de BRERS~EERNBe w iBeRagyERS

»H

SEEsRE g

Most

(galﬁgrdls) Rocont A Ploo AvgPrice AwgPrice Avg Prico
o1, Do of Diosol of Diosol  of Dicsol ~ of Dicsol
Ploo  Fuol FY04 Fiol FYQ Fudl FY@ Fuol FYaL

(BLEC UL
aLY) FY05
53,77 146
1633C 24C
3143C 287
58,368 14
50104 147
207,698 227
[24,ule
14,39 160
37,35 276
77,648 224
57,498
20820 1€
9101
221.65C 1%
39,182
85,982
24801
107,998 ggﬁ
28219 2XC
104,270 1G
2,059,744
216
258 265
5381C 215
26,408 251
20413 27
53C 27
263
177.78C

-22.

241

219
12

1@
14

12

189
18

161
230
22
210
18

190

206
215
127
109

lal
173

1%
1A
22
224

178

211
23

12
18

148
214
216
25

178

200
187

206
12

167
1

148
254
198
25

13

Roglon Koy

1=Aleutians
2=Kailirk

4 =Nuarth Slope Borough
5=Soulhcasl

6 =SWRwer

7= Interior

9=S5C Cossl
10=Road Access



ol Fuol ) g
Usad . . )
1 Rocont AwgPrice AwgPico AwgPrice Ag Prico

Utility Community . Pop (callons) - : ; : : .
(FY04 opor) PoiRpon I G0 P08 B R Gk A AQ Rl @ Ral L ooy
L) j FY®B
APC Chislochina 10 & 25576 145 17 1 0%! 124 1=Aleunms
Chitina Hectric Inc. Chitina 10 13 30416 22 16C 147 1271 139 2 =Kodiak
Circle Hedlric Utlity Cirde 10 & ARC 201 174 114 112 15 3=SW Coesl
APC Do Lake 10 Y 4 =North Slope Borough
APC Eagle, Eagle Millae 10 152 58474 16C > 113 1201 120  5=Soulheasl
Minley Uility Corrpeny Manley Hat Springs 10 7 26,772 15 114 114 129 106 G=SWRwr
APC Menlasta 10 1% 34.2% 16C 1% 112 0% 124 7=Interior
AEC Mnio 10 25 56,366 200 113 103 108 12 3=NWCoest
APC 10 2’ 121565 160 15 107 1@ 12 9=SC Coesl
APC leilm " 142 4h,/82 161 141 141 119 139 10=Road Access
APC Ink 10 1444 861,311 12 15 106 090 113
ROAD ACCESS 2812 12072711

(weignted oy popullation; Wt ave tuel price 1l6c 12 ; rot Lifc
IPEC Angoon 5 5 151724 1% 1c 108; 106 123
IPEC Chilkat \dley 5 26 1% 098 1
APC Coffrren Cove 5 161 57,572 116 103 092 119
APC Qaig 5 152 141,958 106 1 061 12
Hlin Cove Hedlric Uility Hfin Cove 5 2 3B712 265 12 « 166 161 1n
Gub(3us Electric Corpany Gustavus 5 vival 13832 197 1% 147 137 145
APC Haines 5 1372 47,306 15 11k 1M 20 106,
APC Hollis 5 150 848 106 103 091 116
IPEC Hooneh 5 88 AT 1% 1k 115 1% 1%
APC Hydbburg 5 Ik 102,543 12 1 100 12
IPEC Kae 5 70 285.247 1% 123 110 106 128
AC Klanock 5 843
IPEC Kluwen 5 m 1%

Vetlaail- 5 1370
APC Neuiali 5 110 44577 190 1056 100 092 117
Pelican 5 16
APC Skagnay 5 1 13006 1 116 106 112 12
Tenakee Springs. City of Tenakee Springs 5 % 36235 315 17 154 14 162
APC Thorme Bay/Kasaan 5 %8 106 13
APC Whale Pass 5 62 218k i 112 103 114 K
Yekuiat Haner Yokutat 3 80- 401%1 1% 115 107 130
SOUIHEAST ne2 1921m
(wegnieti oy population; Wt ave tuel price I/t 12 11 lJel - '4'
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Total Fuol

Used

Uility Community  pecion b (gallons)

FYO4 Roport FYO4 Report 6004 P04
( ) (FY04 Report) Ao

O\LY)
NSB Avekimk Pass 4 w5
NSB Altgpsuk 4 2B 470
NSB Kektovik 4 W B
NSB Nuicst 4 43 BBk
NSB Point Hope 4 W 359
NSB Poirt Lay 4 X% 248548
NB " Wainwright tt o 3rtasL
NORTH SLOPE BOR 27C 2560750

(weighted Dypopulation) vt avo tuel puce

Recent AwgPricc AwgPrice AwgPrico  Awg Price
of Diosol  of Diesel
ruol FYG3 Fudl FY®2 Fuel PYOL

Most

Diesel of Diosol  of Diesel

Prico  Fuol FYQ4

20
09 166
161 1%
132 138
121 12
130 138
130 138
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l.Jo 14

Thereare gpproximetely 15 additional communities with less than 2.000 population thet were nat included inthis spreadsheet because
theywere nat ickrtified in the PCE data. The tatal population of these addilional comrunities is approximately 1.500.

Note on Region Key: 9 = Southcentral Inland (e.g. lliamna) as well as Southcentral Coast (e.g. Port Graham)
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As shown in Table 4. a weighted average price of diesel fuel was
calculated for each region and each fiscal year. The population of each
community was used to provide the weights, meaning that the price
incurred by larger communities within a region was given proportionately
greater weight than the price incurred by smaller communities. These
weighted average prices for those regions with the most BFRLF borrowers
are shown in Graph 6 below:

GRAPH 6

Wholesale Diesel Fuel Prices
(Weighted Average by Region)
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Two observations are apparent from Graph 6:

Average diesel prices were essentially flat from FYO1 through
FY0O3. Lyen in FY04, average piires were not appreciably higher
than the prior 3 years although they were on an upward trend. The
most recent prices reported for FYO5 reflect the sharp increases
that occurred everywhere during that time period.

Prices for communities on the Southwest coast are consistently
lower than prices in the Interior, with prices for delivery on the
Northwest coast and in the Southwest River regions falling roughly
in between. This rank order of average prices makes sense in the
context of barge transportation costs. Deliveiy cost to the
Southwest coast would typically be less than the Northwest Coast,
whiie delivery lo upriver communities would be more costly than

either coastal region.



As expected, this diesel price trajectory corresponds quite well with the
historical pattern of world crude oil prices. The Alaska Department of
Revenue publishes its “Revenue Sources Book" twice each year, and
includes historical crude prices along with its own price projection for
revenue planning purposes. Graph 7 below compares two sets of prices
on two different axes in order to compare upward and downward trends;

The first series is the historical price of diesel fuel delivered to bulk
fuel purchasers in the 5 regions shown in Graph 6, weighted by the
population in each region. As before, this series runs from FYO01
through FYO05.

The second series is the historical and projected crude oil price5
published by the Department of Revenue in its Spring 2005
Revenue Sources Book. The historical series runs through FY04
while the projections begin in FYO05, since actual prices throughout
FYO5 are not yet known when the Spring 2005 Revenue Sources
Book is published.

GRAPH 7

Diesel Price vs. Historical and Projected Crude Qil Price
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Observations ftom Graph 7 include the following:

I lie benchmark crude used by the Department ol Revenue is West | exns Intermediate* both
Ihe diesel price and crude prices seucs are expressed in nominal dollars
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The wholesale price of diesel fuel delivered to bulk fuel purchasers
in rural Alaska follows the world price trajectory quite well.

The one anomaly in the graph occurs in FY02, during which the
world oil price dropped yet the weighted average wholesale diesel
price remained constant. On the other hand, in FY03 the diesel
price dropped while world oil prices went back up.

The Department of Revenue spring 2005 forecast anticipates that
world oil prices over the next 3 years will fall back lo $27.50 per barrel,
roughly where they were before the price increases began in FY04.

This general expectation is evidently shared by the Energy
Information Administration (EIA) within the U.S. Department of
Energy. Inits “Annual Energy Outlook 2005," EIA published its
"reference case"” forecast of the average price of all petroleum
products to all end-users expiessed in real (i.e. inflation-adjusted)
dollars.'l In real terms, EIA’s forecast of $9.91 per million BUi in
2010 is below the historical price they repoit for 2003 - $10.51 per
million Btu.

It hardly needs repeating that oil price forecasling is a hazardous
business.7 However, at least these two institutions think it most
likely that today's high prices will not last - presumably, their view
rests in large part on the idea that market factors will force the price
back down through demand and supply responses.

Table 5 compares the percentage increase in the average BERLF loan
size since FY03 with the percentage increase in the weighted average
diesel price shown in Graph 7 above:

TABLE 5

Peicontano Increase

Ave. BFRLF Weighted Ave.
Loan Size Diesel Price
FYO3 to FY04 17% 12%

FY04 to FYOG 31% 31%

" Sec page 144, Table A3, of EIA's 2005 Annual Energy Outlook

} From tho mid-70's lo the mid-OU's, nearly all published opinion agiccd that oil piices would
continue lo rise over the 10iuj term at whatever the most recent trend seemed to indicate, yot the
prico crash in 1986 and the mostly low prices that followed for almost 20 yoars proved lhem all
wrong Given this past experience, published opinion on fulliic oil prices tends lo bo more varied

today
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These two trends - BFRLF average loan size and weighted average diesel
price - for FYO1 through FYO5 are compared in Graph 8 below:

GRAPH 8

Weighted Average Diesel Price vs.
BFRLF Average Loan Size
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Both Table 5 and Graph 8 show a close correlation between average
diesel price and average loan size, and we can safely conclude on the
basis of this record that diesel price is a dominant factor in explaining the
historical changes in average loan size. Itcould explain virtually all of that
change if the identity of the borrowers and their volume requirements
remained the same from year to year. But these factors do not stay the
same and so there may be additional causes of change in average loan

size that are worth considering,
Gallons Financed per Borrower

To estimate average gallons financed per borrower per fiscal year, the
piice per gallon paid by the borrower is needed to divide into the loan
amount. These prices are not entered into the BFRLF data base and it is
impractical to go into 5 years of loan files to ferret them out. So, to arrive
at an estimate, tho loan amounts for each borrower have been divided by
the diesel piices obtained from PCI£ records for each borrower »~ mmunily
and fiscal year. Imperfect though this is, the methodology shol be
adequate to uncover major trends.



The estimated gallons financed per borrower per fiscal year derived in this
fashion are shown below and are plotted on Graph 9:

FYO1 FYO2 FYO3 FYo4 FYO5

Gallons Financed per Borrower 37.3 44.3 43.6 49.2 50.7
(Thousands)

GRAPH 9

Average Gallons per Borrower
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Returning to the question of average loan size and the possible causes of
its long term increase, Graph 10 compares average gallons financed per
borrower with average BFRLF loan size:

GRAPH 10

GFRLF Ave. Loan per Borrower and
Average Gallons per Borrower
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As expected, not only changes in diesel price blit also changes in average
gallons per borrower - both showing a substantial increase between FYO01
and FYO5 - are correlated with and contribute to the increase in average
BFRLF loan per borrower. Itis assumed that, averaged across all
borrowers, the percentage of borrower requirements that has been
financed vs. the percentage that has been paid for in cash has not
changed appreciably over the 5-year period, and that therefore the
increase in gallons per borrower represents primarily an increase in the
borrowers' volume of fuel requirements. This assumption is based on the
fact that gallons per borrower increased from FYO1 through FYO04, during
which fuel prices were relatively stable, but did not increase from FY04 to
FYO5, when prices increased sharply. If the increase in gallons financed
per borrower were primarily due to a need to finance a greater share of
fuel requirements due to their increasing cost, then the opposite pattern
should be observed.

Impact of Increased Loan Limit

As noted before, an individual borrower has been limited by statute to the

following maximum loan amounts:
5100.000 per fiscal year in FYO1l and FYO02.
5200.000 per fiscal year in FY03.
5300.000 per fiscal year in FY0O4 and FYO5.

Graphs 11 and 12 show the number of borrowers and total amounts
loaned by loan size bracket over the last 5 fiscal years:



GRAPH 11

Number of Borrowers By Loan Size
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GRAPH 12

Total Loan Outlays By Loan Size Bracket
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Thus far, only 1 borrower (a local government new to the program) has
been loaned the full $300,000 that has been allowed over the past 2 years.

This occurred during FYO5,

Only two additional borrowers were loaned $200,000 or more during FYO5:
one borrowed approximately $212,000 and the other borrowed $207,000.

Clearly, FYO5 saw a significant increase in the number of loans and total
amount loaned in the $100,000 - $199,000 bracket. About 2/3 of these
borrowers had received loans from the program for several prior years
whie the other ,13 were new borrowers in FY0O4 or FYO05.

Following the increase in boi rower limit to $200,000 that look effect in
FYO03,Uthe response both in borrowers artu amounts loaned was relatively
modest for a couple of years but then, in FY0O5, became very significant.
Clearly, the sharp increase in fuel prices contributed to this but there may
also be a lag effect in the response of bulk fuel purchasers to the

increased limit.

AEA does not aggressively market the program in an effort to attract more
borrowers. Some might aigue that such efforts should be made so that
program benefits - access to financing, low interest rates, and prompt
payment to fuel suppliers9- would be shared by more people. Others
might argue that the Stale should not entice people into long-term reliance
on its programs, or that building greater demand for the program will at
some point require the State to increase the Fund’s capitalization. In any
event, it presumably takes time for potential borrowers to learn that annual
limits have been increased, and it may also require a jolt such as the sharp
increase in fuel prices to change existing piactices with respect to bulk fuel

financing.

There has dearly been a response, though somewhat delayed, to
increasing the limit to $200,000, and this has contributed to the increase in
average BFRLF loan size. There has been very little response during the
last two years to the increase to $300,000. A lagged response similar to
what happened with the increase to $200,000 could certainly occur
sometime in the next several years. Or there could be other explanations.
Foi example, perhaps the larger bulk fuel purchasers are better
established in their financing arrangements - whether those arrangements

" As shown in Graphs 11 and 12, ALA loaned over 5100,000 to several borrowers in FY02
although the increase in the annual limit from 5100,000 to 5200,000 took effect at tho beginning of

I Ins reason for (Ins discrepancy is that Ihe borrower limit per fiscal year is applied by ALA

to loan commitments, not to loan disbursements.
" Fuel suppliers can be expected to offer lower prices lo customers who have arranged for prompt

payment compired with customers to whom tho supplier must extend credit or whose full and
timely payment may be uncertain
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involve cash up front or credit from another source - and therefore have
less need for the BFRLF option compared with smaller purchasers. Such
questions will contribute to the uncertainly in projecting program demand,

-33-



SECTION 2

ANNUAL VOLUME AND WHOLESALE COST OF DIESEL FUEL AND
GASOLINE DELIVERED TO COMMUNITIES THAT ARE ELIGIBLE FOR
A BFRLF LOAN

To estimate the potential market for BFRLF loans, to understand the extent of its
current role in financing bulk fuel acquisition in eligible communities, and to
understand how much is purchased or financed by other means, the total annual
consumption of diesel fuel and gasoline in these eligible communities must be
estimated. For this study, the methodology initially selected to do this was to first
estimate the average consumption of diesel fuel and gasoline per person and to
then multiply that average by the population in eligible communities.

AEA has been engaged fora number of years in the construction of new,
consolidated bulk fuel storage facilities in rural communities. One of the first
steps in designing such facilities is to determine the amount of fuel storage
capacity that the community will need. These determinations are found in the
conceptual design reports ("CDRs") that AEA commissions. For many of the
CDRs, the engineers begin by estimating the annual consumption of diesel fuel
and gasoline in the community based on available records and estimates from
local people involved with bulk fuel acquisition, storage, and use.

Table C shows the estimates developed in 12 CDRs for communities that are
eligible for BFRLF loans. The last two columns of the table show the population
estimates for each community and the estimated gallons per person derived by
dividing total consumption by population:

TABLE G

Annual Consumption

Diesel | Diesel Diesel Gasoline Pop In  Estimated
Date of Electric Other or Not year of  Gallons pet
Community CDR Utility Schools Specified TOTAL CDR Person

Igiugin Nov-01  (met in “cilier") 16.000 3.6.000 15,000 60.000 62 9G8
Koncjiganak Jan-00 62.200 4 1.BOO 50,700 57.300 212,000 346 609
Kokhanok Oct 01 30,000 30.000 22.000 16.500 106,500 174 612
Koyukuk Oct-01 @i, '1in “'other™) 13,000 36,000 33,600 64.300 101 638
Kotlik Jan-00  (mcl in “ottioi*") 34.000 196.000 145.000  377.000 579 651
Nowtok Nov 03 36.000 29.000 34.500 50.000 149.500 326 459
Nunapitchuk Jun 00 89.490 22,600 63 000 71.300  266.390 471 566
Toksook Bay Oct-O0 00 600 17.200 69.300 55200 260,300 513 507
Tununak Doc-00 64.700 19.600 56,400 30,000 170 700 331 516
Kiana Jun-99 110.000 43.000 93.000 55,000 301 000 396 756
Buckland Dec-99  (metin "other) 39.500 135.000 50.000  224.000 426 525
Ulim Sep-9/ 60.000 21.0U0 65.000 50.000 196,009 301 651



Based on these numbers alone, the population weighted average consumption
per person is 597 gallons. But this number appears to be much too low for the

following reasons:

Other recent estimates of diesel fuel use for electric utilities alone in rural
Alaska are about 360 gallons per person per year. For example, the FY04
PCE Statistical Report includes the following summary figures for all PCE

communities:

Total fuel oil consumed = 28,476,898 gallons
Total population served = 78,166

Dividing fuel oil consumed by population yields 364 gallons per

person per year.

This was corroborated in a presentation by the Institute of Social and
Economic Research to the Rural Alaska Energy Conference in September
2002 on the cost of power in rural Alaska. ISER used essentially lhe same
360 gallon per person estimate for electric utilities on PCE. This was
probably taken from an earlier PCE statistical report, but ISEP's use of it
suggests tha* the figure is consistent with other energy studies they have

conducted.

If total use of diesel fuel and gasoline in rural Alaska were 597 gallons per
person, this electric utility estimate would i.iodn that about 60% of a rural
community's total fuel consumption is for electric power alone - an
implausibly high percentage.

Table 6 itself suggests that this percentage is implausibly high. There are
8 CDRs in Table 6 that present a separate figure for eleclric u .lily use.
Gallonage sums for these 8 CDRs are as follows:

Total for electric utility use = 550,990 gallons

Total diesel fuel and gasoline for all uses = 1,662,390

For Ilhe 0 CDRs, electric utility use is therefore estimated as 33% of

total gallonage - not 60%.

There are significant qualifications stated in some of the CDRs with
respect to their estimates of annual consumption, One states that fuel
used in the washeteria is excluded from the estimate. Others indicate that
certain estimate components are “winter only." Slill others are confusing in
whether all school use is included in the estimate.

A number of the CDRs note upcoming developments such as new schools
or other public facilities that would create more fuel use per capita.



Consistent with this, AEA staff reports the continuing growth in village
infrastructure, particularly the increasing number of new water and sewer
projects requiring significant and ongoing energy inputs.

Finally, an estimate of the total market for diesel fuel only (not including
gasoline) for western Alaska and the Arctic Slope appears in an April 2001
report prepared by Northern Economics for the Alaska Industrial
Development and Export Authority (AIDEA). The relevant excerpt is
quoted below:

"The total market for healing and diesel fuel in Western Alaska

(west of 154° W longitude and all of the Arctic Slope, excluding
military and oil and gas operations on the North Slope) is about 160
lo 185 million gallons a year. Of this amount, the fishing industry
(processing plants and fishing fleets at Unalaska/Dutch Harbor, and
other processing plants and vessels elsewhere on the Alaska
Peninsula and Aleutian Chain) accounts for about 90 million
gallons. Of the remaining 75 to 90 million gallons, very little is not
bought under a cooperative or organized group purchase (Dwight,

2000).”10

To rephrase, the 2000 estimate reported by Northern Economics is 75 to
90 million gallons of diesel fuel only in western Alaska and lhe Arctic
Slope, excluding military, oil and gas operations, and the commercial
fishing industry. From the same document (and the same page), it
appears that an additional 12 million gallons should bo deducted from this
estimate to account for usage at the Red Dog Mine, leaving a range of 63 -
78 million gallons of diesel fuel for non-industrial healing and power

generation.

The population in this region (including communities over 2,000 population
that are excluded from Table 4) can be estimated as follows:

,uThe excerpt appears in "Screening Report for Alaska Rural Energy Plan,” Noitiiem Economics
Inc., April 2001, page 3-4. The icfcrence to ""Dwight, 2000" is an August 30, 2000 personal
communication between Noithern Economics Inc. and Jim Dwight of Ciowley Maiitirne Inc
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Region or Community Source Population

Aleutians Table 5 3.535
SW Coast Table 5 16,077
SW River Table 5 7,552
NW Coast Table 5 8,397
Interior (70%)1 Table 5 3,491
Southcentral12 Table 5 797
North Slope Borough Table 5 2,790
Barrow State Demographer 4,351
Bethel FY04 PCE Stats 5,786
Dillingham FY04 PCE Stats 2,749
Kotzebue FY04 PCE Stats 3,107
Nome FY04 PCE Stats 3,493
Unalaska FY04 PCE Stats 4,051
TOTAL 66,176

The per capita use of diesel fuel for heating and power generation derived
from these estimates is as follows:

70.5 million gallons (mid-point of 63-78 million gallon range)
Divided by

66,176 population =

1,065 gallons of diesel fuel per poison (excluding (lasoline).

Based on these different approaches and given the various conflicts in the data,
the judgment applied here is that the per capita estimate of diesel use and
gasoline from Table 6, which was based solely on the CDRs, should be
approximately doubled: from 597 to 1.200 gallons per person per year.

In estimating the market for BFRLF loans, there is at least one adjustment that
should be made to the per capita consumption figure: the amount of fuel
purchased in bulk by rural school systems. The school districts operate on
budgets that permit them lo pay cash for their bulk fuel orders. Fuel consumption
by school districts should therefore be excluded from the potential maiket for

BFRLF financing.

" Some Inleuot communities (e g Fort Yukon, Tanmin, Venotie) are east of 154" W longitude,
though most are not (e g Galena, McGrath. Nulalo, Iluslia, Ambler). 70% of Interior population in

Tablo 5 assumed in “western Alaska
rj Minus Tatitlek and Chenega Day
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Rcyion
Code

LT ONTWOWN

Some of the flaws in Table 6 have been discussed above, one of which is that
fuel consumption for one or more of the schools in a community might not be
included in the "school" figure shown. The total school consumption for all 12
CDRs shown in Table 6 comes out to 14% of the total consumption shown for
diesel fuel and gasoline. Reducing the estimate of 1,200 gallons per person by

14% vyields a revised estimate of 1,032 gallons per person.

Rounding this down a

little in view of the apparent exclusion of some school consumption in the CDRs,
1.000 gallons per person per year is adopted herein for use in estimating the
total, potential market for BFRLF financing in eligible communities.

This is obviously imprecise but the purpose for which the number is used in this
study does not require precision. That purpose is to develop a rough estimate of
how much diesel fuel and gasoline constitutes the total, potential market each
year for bulk fuel financing. And the purpose of that is to estimate how much of
the total market is currently served by the BFRLF and, at least in theory, how

much room for growth there might be in BFRLF demand.

Table 7 shows the application of this 1,000 gallon per person estimate to the

population of communities that meet the BFRLF eligibility criteria:

Region Population
Aleutians 3535
Kodiak 028
SW Coast 10.07/
SW River 7.552
fJW Coast It.397
Inieiiof ‘1987
Southcentral 095
Road Access 2812
Southeast 11072
fJorth Slope norounh 2790
Otlier not in PCF data 1004

IOIALS

UFRLF loans |S Millions}

UFRLF loans as % ol total wholesale cosl

Gallons In,wood by BFRIf loans (Millions)
BFRI Foallonsas' \of fot.il cligiblegallons

Adjusted
Pop *

3.535
028
10.077
7.552
8.397
4987
995
1400
5911

1,004
01,092

TABLE 7

BFRLF POTENTIAL MARKET

Annual
Annual Fuel
Tuel Per (Millions
Person ofgal)
1.000 35
1.000 00
t.oco 101
1.000 70
1.000 04
1.000 00
1.000 10
1.000 14
1000 59
1000 00
1000 10
011

Wholesale
Cost"
FYCO
($ Millions)
70
14
313
159
103
o
24
24
104
00
32

101 7

53
52A

27
531

Wholesale
Cosl «*
FYo4
($ Millions)
on
09
234
112
130
84
19
11
72
00
25

707

35
10%

Wholesale
Cost “
FY03
($ Millions)
50
09
204
10?
123
80
10
11
65
00
27?
004

25
37%

Wholesale
Cost "
Fyo2

(S Millions)

Wholesale
Cosl"
FYOI

(S Millions)

*Adjustment Road Access and Southeast pofxiUitiun cut in halt to account for coimnnitics that receive bulk tuel shipments
more ficxiucntly than every n - months  tlurih Stupe Uortxi'jh reduced to zero based on lhe assumption tiwt BFRI (
Int. many will nut txj needed fen tin foreseeable Mute

«' lIns equals gallons ol diosol tuel and y isolme multiplied by tho average Uicscl prico estimated Fir the r.|iecjlied yem
Hus ai'pfoxiimtion is used sinoid<ev I luol acuourils lor ovei hail llm total and detailed data on wli/os-nto gasoline
puces by icyon mid year mu not readily avtiii.iblu Piimi fix "olhci” equals | apuhitioii weighted aveiaqo lor all cornuuHlies
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The estimate produced by this methodology is that the current potential market
for bulk fuel financing in communities that meet BFRLF eligibility criteria is
roughly 50 million gallons of diesel fuel and gasoline, the delivered, wholesale
cost of which in FY05 was roughly $100 million. Despite the issuance of BFRLF
loans to 53 borrowers in FY05 and the significant recent growth in loan outlays,
an estimated 95% of the diesel fuel and gasoline purchased in this potential
market is financed in some other way. As shown in Table 7, based on all of the
assumptions and calculations described above, BFRLF financing in FY05
accounted for only 5.2% of the market for bulk fuel financing in eligible

communities.

One of the constraints that limits the use of BFRLF financing is the program's
$300,000 annual limit per borrower. As shown above, very few borrowers tiave
thus far approached that limit, However, a significant portion of the 50 million
gallons included in the potential market is accounted for by entities that need to
order considerably more than $300,000 worth of fuel per year. The Alaska
Village Electric Cooperative (AVEC) is a case in point. According to the FY04
PCE statistical report, AVEC used about 5.0 million gallons of fuel during that
year at a cost of $7.4 million. And during FY05, AVEC's cost of fuel is estimated
at closer to $10 million.13 Since this far exceeds the amount that AVEC could
borrow from the BFRLF, AVEC's requirements cannot be considered part of the
market that the BFRLF could serve under current law.

The portion of the 50 million gallons estimated above that could be financed
within the current $300,000 limit per borrower is unknown since there is no data
base that shows all of Ihe bulk fuel purchasers in eligible communities along with
their annual fuel purchases. Among tho relevant considerations, however, are

the following:

Using figures from the FY04 PCE statistical report. PCE electric utilities
seiving communities with less than 2,000 population (and excluding the
Noith Slope Borough) consumed about 15.3 million gallons during that
year. However, PCE utilities with less than $300,000 of fuel expense
during that year consumed only 3.8 million gallons. In other words, of the
15.3 million gallons consumed by electric utilities in eligible communities,
only ;:5% was accounted for by utilities with less than $300,000 per year of

fuel expense.

Of the remaining 75%, most is accounted for by multiple-village utilities
including AVEC, Alaska Power Company, and Inside Passage Electiic
Cooperative, which together consumed about 7.5 million gallons. The
balance of lhe 75% is accounted for by the larger stand-alone utilities that
soive relatively high electrical demand compared with most PCE

communities.

13 Mcera Kohler. Alaska Village Electnc Cooperative Personal communication with Emerman
Consulting. July 2005
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In short, at least in the electric utility sector, the $300,000 limit per
borrower excludes the major share of fuel consumption from possible

financing through the BFRLF.

On the other hand, there are at least three factors that suggest there still
exists a considerable untapped market for BFRLF financing that would fit

within its current structure:

i. A bulk fuel purchaser may need to borrow some but not all of the
cost of its annual fuel requirement. For example, a purchaser with
? 500,000 annual requirement might pay half in cash up front and
Ljrrow the remainder from the.BFRLF. It is not uncommon for bulk
fuel purchasers to pay what they can from cash in hand and finance
the rest. This means that the potential market for BFRLF loans
currently extends well into the ranks of bulk fuel purchasers with
annual fuel requirements that exceed $300,000.

il As shown in Table 8 and Graph 13 in the next section, in most
communities where BFRLF loans have recently been issued, these
loans finance only a relatively small share of the community's fuel
requirement - less than 30% in most cases. This, plus the fact that
a number of borrowers move in and out of Ihe program periodically
as dictated by their financing needs, plus the fact that almost no
communities have yet exceeded $200,000 per year in BFRLF
borrowing, suggests that there is significant room for growth among
current and prior BFRLF borrowers.

iii. As shown in Table 9 in the next section, there are as many
communities for which a BFRLT loan has never been issued as
there are communities for which a BFRLF loan has been issued
over the last 5 years. These "non-borrower" communities span the
full range of eligible sizes (i.e. from very small up to 2,000
population) and are found in all regions.

Overall, an assumption is needed on how much of the 50 million gallon ($100
million) market could be served by the BFRLF as presently constituted. Applying

the points raised above:

If the entire maiket for bulk fuel in eligible communities mirrored the
electric utility sector, only 25% of the market would consist of purchasers

who require $300,000 or less to purchase fuel each year.
On the other hand, in most communities foi which BFRLF loans have been

issued, at least 70% of their fuel is financed by other means and the size
distribution of these other purchasers could be much different than the size
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distribution of electric utilities. Many bulk fuel purchasers who require
more than $300,000 per year should still be considered potential BFRLF
borrowers assuming they can pay cash for whatever they need in excess
of a $300,000 loan. And there are as many eligible communities of all
sizes for which 110 BFRLF loan has been issued as there are "borrower

communities,"

Given these considerations, this study adopts the assumption that 25 million
gallons (valued during FYO5 at approximately $50 million) constitutes the
potential market for BFk I F financing under current law.'1 This is half of the total
market for diesel fuel and gasoline defined above for eligible communities.

* As noted earlier in this report, it is recognized that hulk fuel prices for delivery to many
puichnsers in fall 2005 may be higher than tho prices reported lo rural electric utilities in I;Y05.

471 e



distribution of electric utilities. Many bulk fuel purchasers who require
more than $300,000 per year should still be considered potential BFRLF
borrowers assuming they can pay cash for whatever they need in excess
of a $300,000 loan. And there are as many eligible communities of all
sizes for which no BFRLF loan has been issued as there are "borrower
communities.”

Given these considerations, this study adopts the assumption that 25 million
gallons (valued during FYO05 at approximately $50 million) constitutes the
potential market for BFRLF financing under current law.  This is half of the total
market for diesel fuel and gasoline defined above for eligible communities.

,1As noted earlier in tins report, it is recognized that bulk fuel prices for doliveiy to many
purchasers in fall 2005 may be Inkier than the prices reported to mral electric utilities in FY05
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SECTION 3

DEMAND PROJECTIONS FOR BFRLF LOANS ASSUMING NO CHANGES IN
THE PROGRAM

For this study, the first stage of program demand projections is to estimate for the
next 10 years how much the program would issue in loans assuming:

No change in program law or regulation (including no change in the
S300.000 limit), and

No restriction on how much money the BFRLF has to lend. Demand
projections that exceed the program’s current lending capacity serve to
demonstrate how much additional capitalization may be needed in order to
avoid rationing of loan funds or rejection of loan applications due lo
inadequate lending resources.

To be consistent with this study's estimate of the potential market for BFRLF
loans under current law, the demand projection cannot - at least in the near term
- exceed 25 million gallons.

The first stage projection begins by.

identifying the communities that are currently served by the BFRLF;

estimating how much of the demand for diesel fuel and gasoline in these
communities is currently financed by BFRLF loans; and

identifying the communities that have not been served by the BFRLF
during the last 5 years.

Each community for which a BFRLF loan was issued in FY04 or FYO5 is listed in
Table 8 below. To better understand the table, please note:

In some communities there were 2 separate borrowers (for example, both
a local government and a village corporation), while in other communities
there was only one borrower. In Table 8, all BFRLF borrowing within a
community is combined regardless of the number of borrowers,

For most of the communities, BFRLF loans were issued in both FY04 and
FYO0S5 although for some communities loans were issued for only one of
the two years. When BFRLF loans were issued for both years, the
average of the two yoars appears in Table 8. When a loan was issued for
only one of the two years, the amount issued for that year appears in



Table 8 (despite the heading in column A suggesting that all the figures in
that column are two-year averages).

Although there must be significant variation between communities and
between regions in Ihe per capita consumption of diesel fuel and gasoline,
a very rough "Reference Index" is constructed in Table 8 to get some idea
of how reliant the community is on BFRLF financing. The "Reference
Index" consists simply of the community population multiplied by 1,000
gallons per person, which represents (albeit with widely varying accuracy)
the general magnitude of diesel fuel and gasoline that might plausibly be
financed. The second to last column of Table 8 shows the percent of total
gallons (i.e. the percent of the "Reference Index") that was financed with
one or more BFRLF loans either for the year in which the loan was issued
or for the average of the last two years.

Within each region, the communities are sorted according to the "BFRLF
% Of Reference Index” - that is, according to the extent of estimated
reliance on BFRLF financing.

Finally, the last column shows whether the electric utility in that community
was one of the large, multi-village regional utilities: AVEC (Alaska Village
Electric Cooperative), APC (Alaska Power Company), or IPEC (Inside
Passage Electric Cooperative).10

" lliorc* was some thought earlier in this study that the prosonco of one of those electric utilities
might have some bearing on whether a BFRLF loan was requested from and issued lo a borrower
in that community Ilie mfonnation is picsenled m Table 9 and also in lable in. but no clear link
between the piesencc of these utilities and the issuance of a BFRLF loan was found

<13



Community

Ekwok
Koliganek
Akiak
Atmautluak
Kongiganak
Scammon Bay
Tununak
Alakanuk
Kollik
Akiachak
Mountain Villago
Toksook Day
Kv/igillingok
Nunam Iqua
Emmonak
Necwtok
Chefoinak
Kasigluk

Levelock

Napaskiak
funtutuiiak

MKEC Coinnuimtics
Kwethluk

Napakink

Katskag

ruluki.ik

St Maiy s

Pilot Station

Golovin
Koyuk
relief
Sclawik
Unaiakleet
Gamt>cll
Noorvik

NVOLI
lakolna
McGrath
Kalt.w
Koyukuk

Pedro Hay
Port Graham
Kokhanok
Nan.valrk

Port tleiden
Chignik

Pilot Point
Nv'y.n Lagoon
N moJski

Perry ville

Kuluk
Laisen May
Old Harbor

l.ihn Cove

Region

SW Coast
SW Coast
SW Coast
SW Coast
SW Coast
SW Coast
SW Coast
SW Coast
SW Coast
SW Const
SW Coast
SW Coast
SW Coast
SW Coast
SW Coast
SW Coasl
SW Coast
SW Coast

SW River
SW River
SW River
SW River
vW Rive
SW River
SW River
SW River
SW River
SV/ River

NW Coasl
NW Co ast
NW Coast
NW Coast
NW Coast
NW Coast
NW Coast

Inlcnoc
Interior
Interior
Interior
Interior

Southcentral
Southcentral
Southcentral
Southcentral

Aleutians
Aleutians
Aleutians
Aleutians
Aleutians
Aleutian?

Kodiak
Kodak
Kodmk

Southeast

Pop

3A
291

491

C59
633
622
757
519
337
01
745
326
419
527

400
377
429
693
353
508
461
688
640

148
329
247
778
757

677

=)

46
407
221
101

4,
153
174
703

77
76
70
41

71
107

37

TABLE 8

Avoiayo Borrower
From BFRLF Per
Community
Per Year

5122,382
5141.667
S183.76J
5179.151
$175,851
S14GA7G
5/5.747
S144.605
S149.665
S151.103
5135.797
5110 135
$60,000
$37,098
5106.417

4B 514

$09 999

558 303

5100,000
5144.087
5105.224
5135 089
5180.479
576 621
579 500
512999
536,631
S0.405

S150.600
5144 128
599 414
5300.000
$47867
524.329
$27917

$94 374
S37 601
5700.000
$90,000
S39 228

5>1.600
SOB 799
S'™M 160
$36,370

$306 977
S148 030
$131 hi4
$69 036
Jia; 444
$17.; 141

$74 1°3
$117811
>11 (101

>74. 11"

| Approx Gallons
1 Financed Per
Year By BFRLF

51.114
02,64t
10G.90C
95.791
92,552
92,227
52.4G9
104,787
85.67F
79.906
80,605
62.773
34,572
19,024
GA4.717
27,943
30,737
33.102

47.393
(9.303
58,282
64.402
101,333
42.502
43 417
19,760
19.005
4690

30640
85.563
69 529
167.698
34.234
15.239
14 600

49 040
19 260
'42.867
49.314
19012

11 465
34 400
30 231
m 116

117 431
06 Ilifl
02 270
60 37/
7/646
00 777

633

49 048
h 19

31037

Relerenco Index

Total Gallons Per

Year That May Be

Financed

114.00L
186.00C
340,00C
291.00C
359 000
491,000
323.000
659,000
G33.000
622.000
757.000
549.000
337,000
204.000
745,000
320,000
419,000
027.000

84.000
408 000
377.000
429.000
693 000
353,000
500.000
401.000
G000
546.000

148,000
329.000
247.000
770.000
767.000
639.000
677,000

12U.U0

49.000
407.000
223.000
101.1K0

46.000
163.000
174 000
203 000

108.000
77.000
76 IKK)
70.000
41000

111 ooo

73 QP
197 ecO
7. itlio

37 IKK)

BFRLF % Of
Relerenco
Index

56%
17%
15%
16%
15%
12%
9%
*r.0
3%
1%

46'
26%
24%
27%
5%
2%
2%

41

36%
2 v
70%

76%
27,
22%

9%

100%
86%
82%
2%
67%
64 o

16)
46%

1116%

Elec Utility

AVEC
AVEC
AVEC

AVEC
AVEC

AVEC

AVEC

AVEC
AVEC
AVl C
AVF.C
AVEC

AVEC
AVEC

AVl C

AVI h



Among the observations from Fable 0 are the following:

Index

Percent of Reference

As shown in the second to last column, of the 54 communities listed only 9
show an extent of reliance on BFRLF financing exceeding 50% of the
potential financing market. (All 9 are shaded in the second to last column.)
Almost all of these - 8 of the 9 - are small communities in the Aleutian,
Kodiak, and Southeast regions, suggesting that their relatively large fuel
acquisitions have something to do with providing fuel for commercial
fishing vessels and may not be accounted for simply by power generation,
heat, and transportation within the community.

It is apparent that the extent of reliance on BFRLF financing in most of the
other communities is relatively low. Graph 13 shows the extent of reliance
(i.e. the percent of Reference Index consumption financed by the BFRLF)

plotted against community population for the 4 primary regions served by

the program: SW Coast, SW River, NW Coast, and Interior. This includes
the first 40 communities listed in Table 8. For 31 of these 40 communities,
the BFRLF percent of Reference Index is below 30%:

GRAPH 13

Community Population and
Reliance on BFRLP
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In most of the communities for which BFRLF loans are issued, it appears
that nost of the diesel fuel and gasoline that is purchased in bulk is still

financed by oilier means.

It is surprising that, despite all the factors that create variation both in total
fuel consumption in these communities and in the amount financed with
BFRLF loans, a correlation still appears in Graph 13 that roughly links
community population with the extent of reliance on the BFRLF. Among
those communities for which BFRLF loans are issued, the smaller
communities tend to finance a higher proportion of their requirements
through the BFRLF while the larger communities tend to finance a smaller
proportion. But the R2value for this regression is only .48 - suggesting
little significance - and it isn't clear what this weak correlation tells us or
what use we can make of it.

Table 9 lists the communities in each region for which no BFRLF loan has
been issued during the period FYO1l through FY05.10

10 For sever.il ot tin; communities listed in Fable 10, n loan application was received during the
last 5yeais but was rejected
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TABLE 9

Elec Util Elec Ulil.
Community Region Pop IQ\E/E.C:N Community Region Pop IQ\E/E.(:(;r
APC APC
Naknek SW Coasl 1.1b Ihamna, Neyvhalun.
lloopcr Hay SW Coast 1.07  AVEC Nondalton Southconiral e
Togiak SW Coasl 80- AVEC Port Alsvvortl> Southccenlral 1K
Kipnuk SW Coasl A< Talillok Southcentral 10C
Stebbins SW Coast fifld AVIiC CheneguUay Southcentral
Uuinliagak SW Coast 5/i AVEC
it Paul SW Coasl b3ii Sand Point Aleutians 91!
Manokotak SW Coast no- King Covo Aleutians 791
Eek SW Coast 29 AVEC Akutan Aleutians 741
Goodnews Uay SW Coast 232 AVEC Cold Uay Aleutians 11
Aleknagik SW Coast 2H Alka Aleutians 102
Mekoryuk SW Coast 20- AVEC Chignik Lagoon Aleutians 89
St George SW Coast 13; Ealso Pass Aleutians
Egegik SW Coast 08
twin Hills SW Coast '(i Oul/inkio Kodiak fa'.
Igiugig SW Coast 52 Akhiok Kodiak 8u
Platinum SW Coast 3?
Haines Southeast 1.8/2 APC
Amak SW River Craig Southeast 1,502  APC
New Stuyahok SW River 419 avec Metinkalla Southeast 1.3/0
Marshall SW River 3G4 AVEC Hoonnh Southeast see IPEC
Russian Mission SW River 328 AVEC Klav/ock Southeast 848 APC
Holy Cross SW Rivet 2¥ AvEc Skagway Southeast 841 APC
Grayling SW River 19? avec Yakutal Southeast 808
Shogeluk SW River 119 AVEC Kake Southeast 700 " IPEC
Anvik SW River 1(9 AVEC Inerne Hay/Knsaan  Soutl mast 958 APC
Pitkos Point SW River thi Anguon Southeast 942 IPEC
Guslavus Southeast 421
Savoonga NW Coast bill lAVEC’ Hydaliuig Southeast 364 APC
Shislinmel NW Coast 580 "AERC Ciiilknt Valley Southeast 226" IPEC
Noatak NW Coast 459 AVEC Collman Covo Southeast 101 APC
Kiaria NW Coast 395 AVEC Ilollis Southeast 151 APC
St Michael NW Coast 30 avec Pelican Southeast 118
Kivalina NW Coast % AVEC Klukwnn Southeast 111 IPEC
Elim NW Coast 3@ AVEC Naukali Southeast 110 APC
Urovig Mission NW Const ? avec I ennk.ee Springs Southeast a1
Shaktootik NW Coast 21h AVLC Whale Pass Southeast 02 APC
While Mountain NW Coast 214
Wales NW Coast 165 Avt.C Point Hope Nonh Slope <09
Ueonng NW Cu.isl 129 Wainwnghl Nor 111 Slope 513
Diumeoe NW Coast 18 Njigsut Notlli Sloiie -143
Knklovik Nuilh Slope 300
loit Yukon Interior (0511 Anaktuvuk Pass North Slope 302
Nuialo Interior 36 ACC f'oini lay North Slope 560
Ambler Mtenor 2. AVEC Atgasuk Ninth Slope 231
I (uslin nlcnor % "AVEC
ranana nterior 278 lok toad System 1,444 aih;
Shumjmik ntenor " 719 AVEC Noittnvay toad System 262 APC
Ruby ntonor 10 Miiito toad System 729 AVEC
Venetie ntenor IBB lagio lagio Village toad System 15? APC
Allakakel Alatna ntenor 10?  APC agiiil Road System 14?  APC
Arctic Village ntonor 110 Montnsla toad System 139 ' APC
Kobok ntonor "173 Chitina <uid System " HI
Central nterior 170 cliislpdniiu to ut System Ul Al'C
Chalkyitsik ntenor 8l Circle <0 id System 84
Hoover ntonor S Manley Hut Springs  toad System /.
Hughes ntenor (D lint t oko <uid System b? Al'C
Mottles Evansville ntonor 08 APC
lllicit Clock ntenor 4j
Limo Village ntenor 41
lioaly I ake intenor 31 AlC
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As expected given the low percentage of potential bulk fuel financing arranged
through the BFRLF, there are more communities with no loans from the program
over the last 5 years than the number of recent "BFRLF communities." The "non-
BFRLF communities” listed in Table 9 are spread throughout the state and

throughout the eligible size distribution.

It might be useful to find a relationship between the size of a BFRLF community
and the actual amount it tends to borrow from the BFRLF for fuel acquisition.
Regardless of the "extent of reliance" discussed briefly above in conjunction with
Graph 13, it might help in considering demand projections if it turned out that
larger BFRLF loans lend to be associated with larger communities. But the
available data do not help much in this regard. Graph 14 below is a scatter
diagram showing the amount of BFRLF financing disbursed for each community
in FYO5 along with the population of that community. Only those communities
located in the four main regions (SW Coast, SW River, NW Coast, and Interior)
are included to avoid distortions that could be introduced by the anomalous
borrowing patterns of small communities in the Aleutians, Kodiak, and Southeast,

as discussed eatrlier:

GRAPH 14

FYO5 BFRLF Amount Borrowed Per Community
vs. Community Population in Four Main Regions
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No relationship is apparent in the data on Graph 14. Graph 15 below is the same
as Graph 14 except that it shows for FY05 the amount of BFRLF financing per
borrower in the four main regions rather than the amount per community:

GRAPH 15

FY05 BFRLF Amount Disbursed Per Borrower
vs. Community Population in Four Main Regions
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The most striking feature of the Graph 15 scatter diagram is that almost all of the
borrowers in the four main regions continue to borrow less than the previous
5200.000 annual limit, although that limit was raised to $300,000 at the beginning
of FYO4. There is no obvious explanation for this - as noted before, maybe there
is a lag in borrower response to increased BFRLF loan limits and, within Ihe next
few years, a significant number of borrowers will break the 5200,000 barrier.
Whatever the explanation, it does show once again that there is considerable
room for growth in the annual amount loaned per borrower within the current

5300.000 limit.

Before proceeding lo the "first stage" demand projection for BFRLF financing,
one more factor to consider is whether, and to what extent, tho aggregate
demand foi cneigy among eligible communities is increasing. While a historical
series of data on overall energy consumption in eligible communities is not
available, a reasonable proxy measure that is available in the PCE statistical
reports is the total kWh of electricity sold in the four main regions. 1tiese figures

are presente J below in Table 10 and in Graph 10:
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Eleclric Utility

Akiachak Niv. Community Dec
Akiak, City of

Alaska Power Company
Alaska Power Company
Alaska Power Company
Alaska Village Eleclric Coop
Aniak Light & Power Co
Atmautluak Joint Utilities
Diomede Joint Utilities
Egegik Light and Pc.ver
Ekwok Electric

Gwitchyaa Zhee Utilities
Hughes Power S Light
Kipnuk Light Plant

Koliganek Village Council
Kotlik Eleclric Services
Levelock Electric Cooperative
Lime Village Electric Utility
Mnnokotak Power Company
McGrath Light S Power
MKEC

Nnterknq Light Plant

Nikolai Light a Power

Nunam Iqua Electric Company
Plotmum. City ol

Puvurnaq Power Company
St Pad Municipal Elec Util

Takotna Community Assoc Utilities

Tnnnna Power Company
Tuluksak Traditional Power Utility
Unaiakleet Vattoy Etec Coop

Unqusrng Power Company
While Mountain Utilities

Community

Akiachak

Akiak
Allakokel, Alalna
Bellies, Evansville
HcalyLako

All communities
Aniak
Atmautluak
Diomede
Egegik

Ekwok

Fort Yukon
Hughes

Kipnuk
Koliganek
Kolhk

Levelock

Lune Village
Manokotak
McGrath

All communities
Chefornak
Nikolai

Nunam Iqua
Plalinum
Kangiganak

S| Paul
Takotna
Tnnnna
Tuluksak
Unatnklcot

Jewlok
While Mcmnl.nn

TOTALS

Region

N NN W ow

mwmo\l\nwwmw\lwo\;w\lrﬁwww\l\nwwowm

TABLE

Pop

62;
34C
ig;
5=
31
21,205
539
291
126
88
14
501

407

08
410
120
204

37
359
533

49
278
401
757

320
214

10

FY04
kWh Sold

111G73E
708,439
584.45C
624,810
131.73G
G1,97.9GG
2.00G.549
579,034
460,434
655,673
400,039
2.527.978
214,699
160G724
427.645
1.010,900
333,015
76.487
1,048,007
2,570 95.
803,140
649,723
377,416
644,125
139,536
095,416
4,511.557
225,073
1203.547
521,653
3,767 770

307,000
759,726

94,604,430

EYO3
kWh Sold

1,015,09:
772.71C
567,54;
G57.52E
126,425
59,766,790
2,111,744
571,405
407,97'.
661.952
304,430
2,143,535
201,08e
1,591,192
393.207
1.609.045
356,127
67,591
1,120,900
2.027.495
816.629
646,571
374 477
650 124
121,941
837.474
3.240,237
211.109
1,169.122
411,272
3.741.70C
367,427
093,376

90,538,202

FYo2
kWh Sold

1,129,085
024.70C
539,628
698,46C
134,720
50.681.907
2,159.233
593.011
478,915
605.994
434,812
2,276.006
193 777
1.5G8.279
466,141
1,512.612
414,209
75396
871.00G
2.775,721
030.220
653,505
401,2C3
602,336
130,703
004.708
3,612.523
233343
1107,750
423923
3.052.485

349.775
625.223

90,139 009

FYol
kWa Sold
1.070,525
782,072
520,455
701,972
106,91G
55.302,709
2210.15G6
541,G59
523,971
715.905
439.533
2 374,099
180,242
1<171,057
300.057
1302.449
170357
GO.G03
357,201
2.780.409
551,102
537 249
128 646
>05.257
127.785
42,33/
3.150.095
'64,736
1.266.137
307.757
3.844,004

145.846
'16.807

06 2.17.240

Table 10 Notes: Only utilties with all \? months icporled for all 5 years are included. Nal nek

excluded due to disproportionately high loads and variations Irom large commercial / institutional

customers Only BFRLF eligible communities included from four main regions: SW Coast, SW
River, NW Coast, and Interior. As noted carliei, the FY05 PCE statistical repoit is not available

as of tins writing

The toLil kwh'’s sold for these utilities for FYOO through FY04 are plotted below in

Graph 10:

-00-

FYOO
kWh Sold

1,037,902
774.741
303,174
704,916
175,109
54.027,637
2,275,322
6G0.751
403.428
7C2.971
429,829
2,566,922
190,267
1.469,518
549.553
1,341,712
432,732
60,897
902,993
2770.442
054.293
512.076
330.030
432.030
110.40r:
657.193
3,651,224
2251327
1,410,969
304.020
4.074 649

338,975
600.04,

05.502.609
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Total KWh Sold: BFRLF Communities in
Four Main Regions

Within these total figures are many individual ups and downs, and many
explanatory factors including but not limited to changes in population,
infrastructure, and weather. Overall, however, the picture is one of gradual
growth in aggregate kWh sold, which likely reflects gradual growth in aggregate
energy demand and fuel demand. The average annual growth rate in kWh sold
over this period for the utilities included in Table 10 is approximately 2.5%.

Projected BFRLF Demand Assuming No Change in Program

Following is a list of factors to take into account in forecasting demand for BFRLF
loans over the next 10 years:

BFRLF loan disbursements have increased from $2.5 million in FY03, to
$3.5 million in FY04, lo $5.3 million in FY05. Contributing factors include,
but are not necessarily limited to, the increase in fuel price, increase in the
number of boirowers. increase in gallons financed per boirower, and
increase in the average amount loaned per borrower.

Fuel prices increased sharply from FY04 to FY05. The Alaska Department
of Revenue and the U.S. Department of Energy have both recently
published their expectation that oil prices will come back down over the
next 3 to 5 yoars to roughly FYO3 levels. However, since oil price
forecasts have been notoriously unreliable over the past few decodes, it
makes sense lo consider future BFRLF demand under on alternative oil

price scenario as well.



For this study, the second scenario will be based on the assumption that
oil prices charged to BFRLF borrowers in FY06 will be 20% higher than

the weighted average electric utility prices reported to the PCE program for
FY051, and will remain at that FY06 level in nominal terms for the rest of
the projection period (which does imply a gradual price reduction in "real”
inflation-adjusted terms).

The number of BFRLF borrowers has increased from 37 in FYO1 lo 53 in
FYO05. This is an average annual increase of 9.5% per year (with nearly all

of it occurring in the last 2 years).

The average annual amount loaned lo each BFRLF borrower has
increased from $55.2 thousand in FY01 to $99.7 thousand in FY05. This

is an average annual increase of roughly 16%.

Average gallons financed per borrower has increased from 37.3 thousand
in FYO1 to 50.7 thousand in FY05. This is an average annual increase of
about 8%.

9 of the 12 “first time" borrowers from the BFRLF in FY04 came back for
additional loans in FY05. This suggests a tendency to stay with the
program once an initial loan is issued and the borrower understands how
the program works and what needs to be done to obtain the loan. It also
suggests that the program is workable and successful in the judgment of
its borrowers, and this is likely to create a certain amount of long-term
program growth as that experience is communicated to others.

There was a lag of about 2 years from the time that the BFRLF limit was
raised from $100,000 to $200,000 before there was a significant increase
in the number of loans exceeding $100,000. The $300,000 annual limit
has nov/ been in place for 2 years but there are still few borrowers seeking
over $200,000 per year. It is unclear why this is so but it does indicate that
llieie is still significant room for growth in loan size under the existing

$300,000 cap.

The BFRLF finances only a small percentage of its potential market

among bulk fuel purchasers in small communities. Most borrowers finance
less than half of their community’s fuel requirements from the BFRLF, and
there are more "non-borrower communities” (i.e. communities that are
eligible to use the BFRLF but have not done so in at least the last 5 yoars)
than there are "borrower communities."

I ho population weighted aveiage price reported to date for the PCI: program in I-Y05 iu$2 01
per gallon, which is well below the prices now faced by many BFRLF borrowers |Ins reflects the
fact that larger communities (which are weighted moic heavily) typically face lower fuel costs, anti
lhe fact that many of the most recent prices reported to PCE at the time of this writing were
associated with fall 2004 deliveries, alter which prices continued to increase sharply.
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Among eligible communities overall, there has been gradual aggregate
growth in energy demand (as evidenced by the gradual increase in
electricity sold) between FYOO and FY04. The annual rate of increase in
kWh sold over this period was about 2.5%,

Other relevant factors could include the bulk fuel financing alternatives that are
available lo bulk fuel purchasers in eligible communities. For example, high oil
prices tend to create additional demand for BFRLF financing due to the increased
cost of fuel supplies. On the other hand, high oil prices create less budget-cutting
pressure on the State and may be correlated with appropriations for local
governments (such as the "small municipality energy assistance" program
enacted to help pay for fuel during FY05). The availability of State grant funds
makes it easier for communities to pay cash up front for their fuel supplies, or at
least to reduce the amount of debt financing they need to acquire those supplies.

While these financing alternatives may evolve, there is no current indication that
they will change quickly or significantly in the foreseeable future. As a result they
are unlikely to have a major effect on the BFRLF demand projections. A
discussion of these financing alternatives will be taken up in the next section.

Below are two BFRLF demand projections that assume no program changes.
The key difference between the two is the assumption on future oil prices, which
in turn influences certain other assumptions. Each demand projection is provided
at 3 year intervals (i.e. FYOO. FY 11, and FY 14).

Demand Projection if I:

Assumptions:

i. By FYOO, diesel fuel prices will return to FY02 levels in nominal
terms and will tnen inciease at an assumed inflation rate of 4% per
year for the duration of the forecast period. The weighted average
delivered diesel piice in FY02 among BFRLF eligible communities
was $1.45 per gallon (as shown in Graph 7 derived from PCE utility

data).

. The number of BFRLF borrowers will remain constant through FYOO
al 53 but will then resume giowth at a rale of 3 borrowers per year.
This is based on the assumption that tho rapid growth in borrowers
over the last 2 years was strongly related to tho sharp increase in
fuel price, with Ihe increasing cost of fuel supplies having greater
influence on BFRLF borrowing than the availability of State grant
funds Declining fuol prices would eliminate this upward pressure
on Ihe number of borrowers, but countervailing factois would tend
to keep the number from falling - factois that would include the



declining availability of State grant funds as well as the long-term
growth of energy demand and the large pool of potential borrowers
into which the program can expand.

Once the assumed fuel price levels out (i.e. in FY08), the
resumption of gradual growth in the number of borrowers is based
on the continuation of long-term upward pressures including long-
term growth in energy demand, reduced availability of Stale grant
funds, and growing familiarity with the BFRLF program among
potential borrowers.

The average number of gallons financed per borrower will increase
throughout the forecast period. As noted above, the growth in
gallons financed per borrower has averaged 8% per year over the
last 5 years while the annual growth in electricity demand has been
closer to 2.5%. This projection assumes a continuing 5% increase
in gallons financed per borrower from the FYO5 level.

These assumptions produce the following outlook:

FYO08:

FY11

FY14

Delivered fuel price = $1.45 per gallon
Number of borrowers = 53
Ave. gallons per borrower = 58,692

Amount boirowed from BFRLF = $4.5 million

Delivered fuel price = $1 63
Number of borrowers = 62
Ave. gallons per borrower = 67,943

Amount borrowed fiom BFRLF = $6.9 million

Delivered fuel price = $1.83
Number of borrowers =71
Avo. gallons per borrower = 78,653

Amount borrowed from BFRLF = $10.2 million

Demand Projection 112

Assumptions:

Delivered diesel fuel prices in FYOO will be 20% higher than the
weighted average price from PCI£ records for FYOO, and will then
remain constant at the assumed FYOO level in nominal dollars.
Specifically, tho weighted average diesel price will increase fiom



$2.01 to $2.41 per gallon, am men stay at $2.41 throughout the
forecast period.

. Continuing high fuel prices will bring continuing increases in the
number of BFRLF borrowers. There has been a net increase of 14
borrowers over the last 2 years, or an average of 7 per year. The
assumption for this scenario is that the number of borrowers will
increase at 4 per year from the FYO05 level of 53, beginning in FYO06.

iii. Overall energy demand will increase more slowly with high fuel
prices, which would tend to depress the total volume requirements
of individual bulk fuel purchasers. However, continuing high prices
might also tend to alter the mix of BFRLF borrowers by bringing
more purchasers lo the program who have higher volume
requirements than the average among the previous mix. In other
words, high prices might act as a spur to bring more borrowers to
the program seeking loans in the $200,000 - 5300,000 range.

Given these conflicting pressures and possibilities, it is assumed in
this scenario that the average number of gallons per borrower will
increase at the same rate assumed in the prior scenario - 5% per

year.

These assumptions produce the following outlook:

FYOQ: Delivered fuel price = $2.41 pot gallon
Number of borrowers = 65
Ave. gallons per borrower = 50,692

Amount borrowed from BFRLF = $9,2 million

FY 1l Delivered fuel price = $2.4 |
Number of borrowers = 77
Ave. gallons per borrower = 67,943

Amount borrowed from BFRLF =512.6 million

FY 14 Delivered fuel price = $2.41
Number of borrowers = 09
Ave. gallons per borrower = 78,653

Amount boirowed from BFRLF = $16.9 million

The existing annual limit of $300,009 per boirower is not considered to be
an obstacle to the realization of either of these scenarios. Both assume a
gradual increase in average gallons per borrower that, at least for the most



part, should be accommodated within the current $300,000 limit. Neither
scenaiio assumes or requires a radical increase in the size of individual
loans.

The 25 million gallons estimated earlier as the potential size of the BFRLF
market under current law is not approached in either scenario. In the
highest volume year - FY14 in projection //2 - the total volume financed
with BFRLF loans is 7.0 million gallons.

To summarize, the projected BFRLF demand under the 2 scenarios described

above are:
(Millions of Dollars)

FY08 Fyll FY14
Scenario #1 (declining fuel prices) $4.5 $6.9 $10.2
Scenario U2 (current fuel prices) 9.2 12.6 16.9

Additional capitalization of Ine BFRLF would be needed lo meet loan demand
under either scenario given that the current net assets of the Fund are

approximately $8.2 million.

Despite all of the data and speculations coveied lo this point, it should be
remembered that AEA actually logged in $9.0 million of BFRLF loan applications
during FYO05. Although only $5.3 million in actual loans were disbuised, it is
worth revisiting the histoiy of requests presented in Table 2 and Graph 3, and
asking whether something big is being missed by all of this. Again, the history of
BFRLF loan applications shows the following for the last 4 fiscal years:

Fiscal Year BFRLF Requests
2002 $2.6million
2003 4.4
2004 6.1
2005 9.0

A program manager or othci interested party clinging to tho forecasts shown
above for scenarios Ul and it?. might understandably be nervous when looking at
that history of requests. Perhaps the whole exercise oris significantly on the low
side. On the other hand, given no changes in the program it seems reasonable
to think that:

If fuol prices come down by roughly 28% over the next 3 years (from $2 01
to $1.45 per gallon), BFRLF demand will decline by roughly 15% (from
$5.3 to S4.5 million).
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If fuel prices stay roughly at today's level in nominal terms, BFRLF
demand (i.e. actual loan disbursements) over the next 3 years will
increase by nearly 75% to $9.2 million.

In the interest of caution and concern over unknowns, the higher scenario might
be the safer outlook to use for planning purposes. Several factors contribute to

this judgment:

In its long-term oil price forecast, the Alaska Department of Revenue might
prefer to be wrong (if it must be wrong) on the low side under the
philosophy that it is belter to forecast lower prices and revenues and then
be pleasantly surprised than lo forecast higher revenues and come up
short. Maybe this affects the ADOR forecast and maybe not.

In contrast, program management for the BFRLF might prefer to bo wrong
on the high side under the philosophy that it is better to prepare for a
higher volume of loans and be able to satisfy loan demand with a margin
to spare than to plan on significant oil price reductions and soon be
required lo turn down loan applicants due to insufficient funds in the

BFRLF.

There are some Alaska-specific factors that may contribute lo upward
pressure on delivered diesel prices in rural Alaska that are not captured in
the world oil price outlook. One such factor is the upcoming federal
requirement for "ultra-low sulfur" diesel fuel for use in communities on the
road system. Alaska refineries are planning investments in the hundreds
of millions in order to produce this fuellband will need to recover their
investment. It is not clear if the refineries will continue lo also produce
their current grade of diesel fuel, in part due to the cost of maintaining
separate storage facilities and distribution infrastructure. If, within the next
several years, rural Alaska is faced with no practical option but to
purchase the new diesel fuel, it is likely to add 10-15 cents per gallon to

the price.

Another Alaska-specific factor is the gradual retirement of "single skin"
barge transportation vessels and their replacement with new double wall
vessels to meet federal requirements.11 The amount this investment will
add to delivered prices is uncertain but the upward pressure it will exert is

not.

Simon Tailor and Justin Charon Yukon Fuel Company. Personal communication with
IHmommn Consulting July 2U0S,

IbicJ
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SECTION 4
BULK FUEL FINANCING ALTERNATIVES

Although some specific information is available from organisations and
institutions involved with bulk fuel financing in rural Alaska communities, sufficient
information was not available overall to estimate what portion of the total market
is financed by each alternative. Listed below are the various alternatives that
were reviewed or noted during the conduct of this study, and a brief discussion of

each;

Cash in advance or 0ll delivery. There are any number of ways that bulk
fuel purchasers can put aside the cash reserves needed lo pay for their
fuel deliveries in full. Aside from generating sufficient revenue from sales
to create the necessary reserves, government grants to local governments
can sometimes be used including State grants appropriated for this
purpose (such as the "small municipal energy assistance program”
enacted to help pay for fuel in FY05), discretionary State grants like
municipal revenue sharing (although such funds have not recently been
appropriated), and discretionary federal grants such as PILT funds
(payment in lieu of taxes).

Purchasers who are able to pay the fuel supplier in full in advance or upon
delivery are likely to obtain the best price that still covers the supplier's
cost of fuel acquisition and delivery. Higher prices are associated with
later payments or payment uncertainty, as they are with any factor that
creates higher costs for the supplier.

Fuel distributors extend a limited amount of credit to reliable customers
with whom they have had a sufficiently long and good relationship.

Similarly, commercial banks extend credit lo bulk fuel purchasers who
meet the stringent credit requirements typically associated with a
commercial lender.

The Bureau of Indian Affairs, through its "Alaska Resupply" program,
purchases fuel and arranges for its delivery lo rural Alaska purchasers,
including but not limited to village corporations and local governments.
Key aspects of the current program aie as follows:*0

I. The BIA accepts ordcis from bulk fuel purchasers and books the
fuel for delivery by one of the private bulk fuol distributors operating

in rural Alaska.

“"All information on tho UIA pro]Jram was obtained from UIA Alaska Resupply staff lll Seattle
Personal communication with I'moimnn Consulting July 2005.
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iv.

Vi.

Vil.

Upon delivery, the BIA pays the fuel distributor for the fuel from its
own account. At the same time, the BIA sends an invoice for
payment to the recipient of the fuel in rural Alaska.

The invoice for payment includes the cost of the fuel already paid
for by the BIA plus an administrative fee of 10 cents per gallon. The
recipient has 90 days without interest to pay the full amount of the
invoice. To any balance that remains unpaid after 90 days, the BIA
adds a 6% charge. All amounts due must be paid within 180 days.
If any amount remains unpaid after 180 days, the file is sent to
"Treasury" for collection, and Treasury adds a large fee to the
unpaid balance - on the order of 30-40%.

Purchasers whose accounts are sent to collections typically will not
be permitted to order their fuel through the BIA program in the

future.

The BIA program in recent years has typically served between 15
and 30 communities. The aggregate amount of fuel supplied
through the program has averaged about 800,000 gallons per year.
(For perspective, assuming S2.0J per gallon, this implies a program
on the order of $1.6 million per year.)

The BIA received a federal appropriation for this program in 1992
but since then has not received additional appropriations for this
purpose. Their program therefore operates like a revolving fund
and the administrative fee is necessary lo maintain program staff.

Their fund is large enough to allow them to serve some number of
additional customers - they have not had lo turn down any
applicant due to insufficient money in the BIA account. BIA staff
believes that more customers are not attracted to the program
because, at least for many of them, the fuel price through the BIA
program is no lower than they could otheiwise obtain, a» d the
primary reason for that is the 10 cent per gallon administrative fee.

The Alaska Native Industries Cooperative Association (ANICA), with its
corporate headquarters in Seattle, was briefly discussed in the 2001
"Screening Repoit on Alaska Rural Energy Plan." As stated in Section 6
below, ANICA serves about 25 rural communities and purchases about 2
to 3 million gallons of fuel per year on behalf of retail establishments
operated by village corporations or village tribal councils.



The Bulk Fuel Bridge LoanZl program was created last year to provide bulk
fuel financing for a number of communities that were ineligible for a loan
from the BFRLF due to credit problems but nonetheless needed to acquire
fuel. The Stale and the Denali Commission acted to establish a "last
chance program" to assist these communities. An initial grant of $0.5
million was provided by the Denali Commission and AVEC was selected
as the program manager. AVEC, in turn, opted to subcontract program
management lo Rural Alaska Fuel Services, an organization that had
recently been established to assist in the operation and maintenance of
new tank farms constructed with Denali Commission funds.

The basic structure of the Bridge Loan program is as follows:

i. To be eligible, any borrower must first apply lo the BFRLF and be
rejected, The program is intended specifically for these

communities.

i. If a Bridge Loan is approved, it carries zero interest and must be
repaid in 9 months. The community can receive a Bridge Loan for
no more than 3 consecutive years, by which time it is expected to
have resolved whatever credit problems led to its BFRLF rejection

in the first place.

iil. The Denali Commission has adopted the policy that it will provide
no further assistance to a community that defaults on the terms of

its Bridge Loan.

The Stale has contributed an additional $350,000 to the program, bringing
its total assets lo about $850,000. All of these funds were used in issuing
Bridge Loans to 12 communities. At this writing, no additional funds are
available either to piovide loans to additional communities or to finance
higher fuel costs for these same communities in their second year of

borrowing.

JLAIll information in this subsection regarding the UulK | uel bridge Loan program was obtained
from Del Conrad Rural Alaska Fuel Services Personal communication with Fmeiman

Consulting July 2U05

~GO0



SECTION 5

CREATING BULK FUEL PURCHASING COOPERATIVES AND PROJECTED
IMPACT ON FUEL PRICE AND BFRLF DEMAND

There is an extensive history of effc ts to consolidate bulk fuel purchasing in rural
Alaska with the goal of achieving fuel price savings. The earliest example cited
here is an impressive handbook on cooperative fuel purchasing published by the
former Department of Community and Regional Affairs in 1989, and appended to
this study as Attachment 3. The handbook details the various ways that rural
bulk fuel purchasers can consolidate their efforts and includes step by step
instructions, advice, and many sample forms, bids, contracts, and other relevant
documents. If anything it was perhaps too thorough but it was clearly directed at
a rurai community audience and was widely distributed.

Subsequent efforts to establish formal bulk fuel purchasing cooperatives have
been unsuccessful although some alternative consolidation strategies have fared
better. A "formal bulk fuel purchasing cooperative" refers to an entity organized
under AS 10.15 that serves as the single agent for all its members in issuing
requests for bids, contracting with winning bidders, and issuing payment to fuel
suppliers. The cooperative itself has one or more employees, incurs
administrative costs as well as the costs of fuel procurement, and charges all its
members the amounts necessary to cover these costs. While the fuel supplier
still delivers fuel to the same multiple locations for each of the cooperative’s
members, it deals only with the cooperative management on matters pertaining to
lo the fuel supply contract and payment, thereby simplifying the supplier's
administrative task and reducing the supplier’'s cost in that respect.

The success of the cooperative depends not only on the skills of its management
and members, but even more on the timely and full payment to Ihe cooperative
by all of its members of their respective cost shares. The goal, of couise, is to
reduce the price of fuel to the members by reducing the supplier's administrative
cost as noted above, and by requesting bids for a laiger oveiall volume of fuel,
which could result in savings by achieving volume discounts and/or by attracting
greater competitive interest among potential suppliers. To be of benefit to the
members, these savings must exceed whatever fees arc charged try the
cooperative to cover its own administrative cost, and also compensate for
whatcvoi cost might be associated with the reduction or loss of direct
communication with and access to the suppliers.

The details of what happened to each of the various attempts to establish formal
bulk fuel purchasing cooperatives have not been researched for this study but a
lough sketch of numerous efforts can be presented.
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In the early 1990s |Ihe Slate appropriated funds to AEA to issue as grants to help
establish bulk fuel cooperatives. Grants and, in some cases, AEA staff
assistance were provided to six grantees:

Council of Athabascan Tribal Governments
Coastal Yukon Mayors Association

Western Alaska Bulk Fuel Cooperative

Rural Alaska Power Association

Kodiak Island Village Utility Cooperative
Kuskokwim Delta Regional Utility Association

With the exception of the Western Alaska Bulk Fuel Cooperative, none of these
efforts resulted in the establishment of a lasting bulk fuel purchasing cooperative
although some efforts apparently got off the ground for a while before activity fell
off. The Western Alaska Bulk Fuel Cooperative evolved into the informal
Western Alaska Fuel Group composed, as of 2001, of the electric utilities in
Kotzebue, Nome, Unaiakleet, Dillingham, Naknek, lliamna, and Igiugig. A single
bid request is issued for the combined requirements of these utilities but no utility
is bound to purchase fuel from the winning bidder, each utility negotiates
separately for its own fuel supply contract, and each pays the supplier directly for

its own fuel delivery.

Another effoit during the 1990s to establish a formal bulk fuel consolidation
strategy was made by Calisla Corporation, which establish a for-profit subsidiary
called Nunat Uquutiit, Inc. (NUI). The concept for NUI was to build and operate
tank farms in a number of Calista region communities, to procure fuel for all of
these facilities at reduced pri> es by issuing a consolidated bid request, and io sell
the fuel al prices that would cover their costs of tank farm construction, operation,
and fuel acquisition. It soon became apparent that NUI would not be able to
charge prices high enough to recover these costs and so Calista Corporation, not
wishing to subsidize NUI from other corporate funds, eliminated its ties to NUI
which then evolved into "NUCI" (Nunat Uquutiit Cooperative, Inc.) Among the
things that NUCI tried lo do was to serve as a bulk fuel purchasing consolidator
for its member*. Foi whatever masons, NUCI failed to suivive.

Meanwhile, Calista Corporation established Western Alaska Village Enterprises
(WAVE), of which WAVE Fuels was a component. The purpose of WAVE Fuels
was lo acquire fuel at a discount for many retailers in Calista region villages - its
acquisitions were estimated at about 5 million gallons per year - which would
then allow the retailers lo pass along tho savings to its customers. Again, for
whatever reasons, WAVE Fuels did not survive.

This backdrop of failed efforts does not suppoit much optimism about Ihe
prospects foi r.ew, formal structures lo consolidate fuel purchasing. Perhaps the
administrative costs and associated fees that such organizations must charge
tend lo offset whatever cost savings they might achieve. Or maybe they are
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typically established with insufficient reserves, possibly due to reluctance on the
part of its members lo pay substantial start-up fees, and therefore cannot survive
if one or more of their members fails to pay its full cost share on a timely basis.
(Concern about this possibility could certainly factor in to the reluctance of a
prospective member to pay a substantial start-up ft r.) Maybe logistical hurdles
and personnel turnover make it especially difficult for isolated villages to establish
and maintain formal contractual relationships over an extended period of years.

For reasons like these and because of the history cited above, it seems much
more likely for informal consolidation to be achieved and to survive since it places
a lower administrative and financial burden on its members and also places little
or no financial risk on the coordinating entity. This is the approach taken during
the past year by the Northwest Arctic Borough (NWAB). A brief discussion of the
NWAB fuel purchasing consolidation program is presented below:”*

The NWAB has established a loosely knit consortium of independent bulk
fuel purchasers within the Borough. At the present time, about 10
purchasers located in 5 villages participate in the consortium, including
certain local governments, fuel retailers, and one "stand-alone" electric
utility. The consortium does not include AVEC or the school districts,
which are currently committed to multi-year fuel purchasing arrangements.
Although AVEC is likely to remain outside the consortium in future years,
the NWAB believes it would be both possible and helpful to all concerned
if the school districts were to participate in the consortium after its multi-
year commitments have expired.

A key requirement of the NWAB is that no Borough funds be expended or
placed at risk as a result of these coordination efforts. Consequently, the
Borough docs not intend to set up a formal structure under which it could
be obligated to pay for all or part of a participant’s fuol, or pay for
administrative costs out of its general revenues, or be perceived as a
possible financial backstop by any participant

The basic operating pM is as follows:

i. For all participants who have documented secure financing for their
bulk fuel orders, the Borough advertises a single bid request foi
their combined volume.

. Upon receipt of bids and selection of a supplier, the Boiough
executes separate purchase agreements with each participant
Once these agreements are executed, the Borough issues a
purchase order to the supplier.

v All Information and views on llio NWAI3 piogmm piosontcd in this subsection wore piovidod by
Tom Dolm Northwest Arctic Botoutjh I'oisonal communication with Emcrman Consulting July

2005
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iii. Upon delivery of fuel lo (he participants, the supplier issues asingle
invoice to the Borough. Upon receipt of the supplier's invoice, the
Borough sends separate invoices to each participant. Once.the
Borough receives payment from the participants, the Borough then

pays the supplier.

V. Even as an informal consortium, the Borough is incurring
administrative costs to perform its coordinating role. As a result, the
Borough now intends to add a 10 cent per gallon administrative fee
to all fuel purchased through the consortium mechanism. For
illustration, if the delivered fuel cost to a participant is currently
S2.50 per gallon, this administrative fee would add 4.0% to the

price.

There are several reasons lo think that tho consortium arrangement will
result in lower fuel prices to its participants:

i. Although the supplier must still incur all the same costs lo physically
deliver the fuel to each participant, its administrative costs should
be reduced because it now invoices and receives payment from a
single entity - the Borough - as opposed to 10 different entities

. Because the Borough has ensured through its effoits that each
participant has secure financing sufficient to make full and timely
payment to the Borough, the supplier can be confident it will receive
full and timely payment for the combined oi ir from the Borough.

. Whatever volume discounts are extended by the supplier for
combined orders can now be lealized, a subject discussed in
greater detail later in this section.

Among these possible sources of fuel piice savings, the Borough
representative believes that the credit enhancement provided by the
Borough's efforts to ensure secure financing is the biggest factor. Tho
suppliers place significant value on the assurance that they will be paid on
time and in full. As the combined dcliveiy volumes climb into the hundreds
of thousands of gallons, further volume discounts are not likely to be

significant.

One important method the Borough is liying to use to guarantee payment
is to steer paiticipants into using AEA’s BFRLF. If AEA approves a BFRLF
loan for a participant (and if the participant pays the lemaining 10% of its
fuel cost directly to the Borough), timely payment for that participant's fuel
delivery can bo assured. With regard to this strategy:



i. Any participant that previously financed its fuel purchases through
credit arrangements with the supplier is likely to save additional
money due lo the relatively low interest rates charged by the
BFRLF compared with supplier rates.

i. This approach to assuring timely payment to the Borough -
essentially using AEA lo screen the participant’s credit and to
accept whatever credit risk is associated with approved loans - has
the potential to increase the demand for BFRLF loans. Since this is
the first year of the NWAB consortium, it is too early to predict how
significant this may turn out to be.

iil. Participants in a financial position to pay for their fuel from cash
reserves presumably can document that ability and are not being
induced to borrow from the BFRLF instead. However, the NWAB
program is serving to better familiarize bulk fuel purchasers in that
region with the BFRLF and that alone may result in higher demand
for BFRLF loans. The Borough plans for its consortium lo include
additional members in future years.

Regarding proposals to increase the borrower limit for BFRLF loans, the
NWAB does not plan to create a formal cooperative structure under AS
10.15 and therefore would not be affected if borrower limits for
cooperatives were raised. However, the Borough representative drew
attention to the fact that some of its participants have fuel requirements
exceeding $300,000 and could take advantage of higher limits for

individual borrowers.

Overall, a long term goal shared by the Borough is to foster greater
financial solvency and financial self-reliance am-ng its member villages.
This will require charging prices for goods (such as fuel) sufficient not only
to cover their full costs but also to build up cash reserves. As a matter of
long term policy, allowing greater reliance on debt over the long term might
not be the best way to improve a member's financial position.

Given these considerations, the Borough representative suggested that a
useful alternative to a peimancnt increase in the borrower limit might be to
index the borrower limit lo fuel prices. This could help the larger borrowc rs
cope with short term spikes in fuel prices but, since the limit would come
down when the prices subside, it might avoid the pitfall of higher debt

reliance over tho long term.

Volume Discounts

The NWAB experience suggests that assurance of and timely payment may
be a bigger factor than volume discounts in the pursuit of favorable fuel prices.
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But volume discounts are typically the main reason put forward for efforts lo
consolidate fuel purchasing and the subject warrants further consideration.
Higher volumes may result in lower unit prices not only because suppliers often
seek to expand market share but also becm »supplier's fixed costs can be
spread over more units of product. The gei t held view is notjust that
volume discounts are available from suppliers but that these discounts can be
achieved even by informal collectives such as the NWAB consortium described

above.

A discussion of the potential savings from consolidation of fuel purchases
appears in the "Screening Report for Alaska Rural Energy Plan" (April 2001),
prepared by Northern Economics, Inc. for the Alaska Industrial Development and
Export Authority. A substantial excerpt of this discussion is reproduced in
Attachment 2 of this study. Among its conclusions are the following:

"Refineries in Alaska do not offer volume discounts to buyers... Fuel
distributors are the entities that offer volume discounts to purchasers in

rural Alaska."

Based on discussions with Crowley Maritime, Northern Economics
presented the following table displaying a “typical discount program in
Western Alaska:"

Typical Discount Procirnm for Fuel Sales in Western Alaska

Volume Purchased Approximate Discount
(No of Gallons) (Percent Reduction from Price for Minimum Volume)

(Minimum Volume) 5,000 Not Applicable

20.000 5
50.000 10
100,000 15

More than 100,000 Negotiable, hut may ho additional 2 to 4 percent

"Administrative costs charged by fuel consolidatois, or membership fees
for cooperatives, can reduce potential savings... A WAVE membei
purchasing 5,000 gallons could save about 7 to 9 cents per gallon over the
cost of purchasing directly fiom another supplier, if membership fees are
ignored. However, a customer that purchases more than 100,000 gallons
may pay more if it purchases fuel through WAVE because the
administrative charge may be greater than the potential savings that
WAVE could provide, compared to purchasing from another supplier.”

"Communities in much of Inteiior and Southeast Alaska do not belong to
organizations that consolidate fuel purchases. It ma'lbe that many
communities in these regions could benefit fiom consolidated fuel

purchases."
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It is less costly lo a supplier to deliver 100,000 gallons to one location than to
deliver 20,000 gallons to five separate (and comparable) locations. Therefore,
the customer who arranges for 100,000 gallons delivered to one location can
expect to pay a lower price than the five customers at the five separate and
comparable locations (all else being equal, such as payment terms). Would the
five customers obtain a price break comparable to the 100,000 gallon customer
merely by pooling their orders, allhough the supplier's cost to provide fuel to the
five villages is unaffected? Not everyone would agree23.

Management policies of the suppliers are subject lo change. If management is
oriented towards increasing market share and is willing to reduce or eliminate its
margins (or even take a loss) in pursuing that goal, then volume discounts for
multiple purchasers might be offered even if the supplier's cost is unaffected by
the pooling arrangement. On the other hand, if margins are already slim and the
supplier has more profitable avenues for investment, management may be
unwilling to cut margins further in hope of expanding into the less profitable
market. Looking at it this way, volume discounts disconnected from supplier
costs might be available sometimes from some suppliers and not available at
other times - not something to count on. Further, there are many factors that
influence the delivered price of fuel, not all of them apparent to the purchaser.
Sometimes a purchaser may attribute favorable prices to volume discounts
obtained through consolidation of fuel purchases, when in fact a lower-than-
expected price may be due lo cosl factois known only to Ihe supplier.

But the task remains for this study to estimate the impact of increased bulk fuel
purchasing consolidation on the cost of fuel and on demand for loans from the
BFRLF. The following illustration might help:

Assume that 3 new bulk fuel purchasing "cooperatives" aie formed, all of
the informal kind similar lo the Western Alaska Fuel Group and the NWAB

consortium.

Assume that tho paiticipants me relatively small purchasers, each of which
averages about 50,000 gallons pci year. Examples of bulk fuel
purchasers among electric utilities whose annual requirement is about
50,000 gallons include the following (from the FYOd PCE Statistical

Report):

«' Tho suggestion:, that volume discounts ire widoly misinterpreted, Hint the key factor is the cost
incurred by the supplier, and Hint management goals of tlio supplier are also important and are
subject to change, wore made by Shaen fatter and Justin Charon, Yukon Fuels, personal

communication with Emerman Consulting, July 20U'j
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Utility Community Population Gallons

Atmautluak Joint Utilities Atmautluak 291 59,033
Ipnatchiaq Electric Co. Deering 129 55,2-19
Nunam Iqua Electric Co. Nunam Iqua 20" 56,597
Tuluksak Trad. Power Util.  Tuluksak 461 50,2 3G
Unqusrag Power Co. Newtok 32G 38,820

Assume that each cooperative consists of 10 members, bringing the tobl
pooled requirement to 500,000 gallons.

Assume that a price reduction is achieved of 8% based on the table above
for a "typical discount program.” Further assume that this reduces the
delivered price to these communities from S2.50 to $2.30 '8% of $2.50 =
$0.20).

Finally, assume that any further savings attributable lo credit enhancement
as discussed for the NWAB consortium is neutral’zed by the cooperative's
administrative fee.

Based on all these assumptions, the total savings realized by these 30
purchasers would be:

$0.20 X 1.5 million gallons = $300,000

A savings of $0.20 per gallon would be a significant amcunt for consumers, and
510,000 would be a significant annual savings for bulk fuel purchasers of t tis
size. In terms of the overall cosl of fuel in rural Alaska, $300,000 would have to
be seen as a significant number but a small percentage of ihe maiket.

In terms of its likely impact on borrowing fiom tho BFRLF, total fuel cost savings
of this magnitude would be small compnied with the aggregate size and range of
uncertain projections for the piogram over the next 10 years.



SECTION 6

PROPOSALS TO RAISE THE BFRLF ANNUAL BORROWING LIMIT AND THE
PROJECTED IMPACT ON BFRLF DEMAND

The Rurai Energy Action Council (REAC) created by Governor Murkowski issued
its findings and recommendations in a report dated April 15, 2005. Among the
Council’'s recommendations are the following:

The Slate sho.. d provide staff and financial assistance to help develop
more bulk fuel purchasing cooperatives in rural Alaska. The rationale cited
in support of this strategy is that such cooperatives, by consolidating the
bulk fuel purchases of multiple parties, might acquire fuel al lower cost as
a result of volume discounts.

The statutes governing the BFRLF should be amended to increase the
annual borrower limit above $300,000 per year as follows:

i. For bulk fuel purchasing cooperatives, the annual limit should be
based on the number of communities belonging to the cooperative.
While the recommendation is not explicit, the implication is that
cooperatives should be able to borrow each year up to the
individual limit times the number of member communities.

. For individual borrowers, the repoil discusses (but stops shoit of
formally recommending) an increase in the annual limit lo $650,000.

During the 2005 legislative session, a bill was introduced21that would enact a
variation on REAC's recommendations with regard lo the BFRLF. The bill is
being held over the interim for fuither consideration in the 2006 session. In its
present form, tim bill would raise the annual borrowing limit for the following two

types of organizations:

A "cooperative corporation organized under AS 10.15"
An “elecliic coop rative organized under AS 10.25."

For each of these two categories of borrowers, the annual borrowing limit would
be raised to “$300,000 multiplied by the number of communities on whoso behalf
the bulk fuol is to be purchased, or $1,000,000, whichever is greater."25

*4SI3 103 sponsoied by Senator Olson
"The analysis that follows was based on tin:; existing language in the bill | or example, since

AVLC serves 50 villages, the bill would raiso AVEC's borrowing limit to $15 million Alter
reviewing the draft of this report. AEA observed that Ihe apparent intent of the bill was to raise the
limit for cooperatives lo $300,000 limes the number of communities, oi $1 0 million, whichever is
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A review of ihe corporations data base maintained by the Department of
Commerce, Community and Economic Development shows the following existing

organizations that would be directly affected by this legislation:

ANICA

AVEC

(Alaska Native Industries Cooperative Association) This is
the only existing cooperative corporation organized under AS
10.15 that purchases bulk fuel on behalf of multiple
communities under 2,000 population, that disburses more
than $300,000 per year doing so, and therefore could be
affected by the proposed legislation.

As reported by Northern Economics, Inc. in 2001 ,ANICA
serves "about 25 communities, predominantly in Western
Alaska. According to Crowley Maritime, the cooperative
purchases about 2 to 3 million gallons of fuel per year on
behalf of retail establishments operated by village
corporations or village tribal councils, which then sell the fuel
lo consumers in their communities."

An ANICA representative contacted for purposes of this
study stated that, although some of its members have
borrowed from the BFRLF in the past and may do so again in
the future, ANICA itself has no interest in borrowing from the
BFRLF under any circumstances that are presently foieseen,
regardless of the program's borrower limit. The
representative was not willing to describe or discuss ANICA’s
current program, its method of procuring fuel for its
members, or its current bulk fuel financing arrangements.2'

(Alaska Village Electiic Cooperative) AVEC, as well as the
other electiic utilities listed below, is an electric cooperative
organized under AS 10.25. AVEC supplies power to 50
communities, each with a population under 2,000, and could
therefore under this legislation borrow up to $15 million per
year fiom the BFRLF. As noted eailier, AVEC's estimated
cost of fuel in FY05 is approximately $10 million.

loss Substituting "less" for “greater” would set AVEC's hypothetical borrowing limit at $1 U
million, not $15 million A subsection has been added on pages 73-74 discussing the impact of

this possible change in tho language ol the bill
11 “Screening Repoit foi Alaska Rural Energy Flan " Apnl 20Ut Prepared by Northern Economics

for tho Alaska Industrial Development and Lxpoit Authority P 3-3.
" Infoimalion in this paragraph from Hill Kuhr Alaska Native Industries Cooperative Association

(ANICA) Personal communication with Lmeiman Consulting July 2005
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AVEC in the past has not borrowed money to purchase fuel
but instead has paid for fuel from its cash reserves.8
Assuming there were sufficient funds in the BFRLF to
accommodate it, AVEC could be interested in borrowing for
some or all of its requirements if the interest it would pay on
a BFRLF loan were lower than the rate it earns on its cash
reserves, or if its cash reserves for some reason were
insufficient. Given its present earnings level on cash
reserves, AVEC would gain from a zero or very low interest
rate loan, but not from a loan at 5% or at current municipal
revenue bond rates. On the other hand, if interest rates (and
therefore earnings on its cash reserves) were to go back up
to much higher levels, a BFRLF loan at 5% would at some
point make financial sense.

An additional issue to consider is the requirement in existing
BFRLF statutes that a borrower such as AVEC obtain the
written endorsement of the governing body of every
community that would be served by the fuel Obtaining 50
such written endorsements each year could prove to be a
costly administrative hurdle. Yet, if it made financial sense
and if it were easy to obtain, say, 25 endorsements, AVEC
could be interested in a BFRLF loan to fuel their powerplants
in those 25 communities.

Finally, AVEC management is aware of the need that many
communities have for BFRI F financing. Unless there were a
change in management philosophy, AVEC would be unlikely
to seek a BFRLF loan if too much of the Fund were thereby
soaked up and communities in need of such loans were shut

out as a result.

IPEC (Inside Passage Electric Cooperative). IPEC serves 5
communities with population under 2,000 in southeast
Alaska, and paid approximately $1.5 million for fuel in

FYO05.2

All IPEC communities have year-round access to fuel
delivery and obtain fuel supplies moic frequently than once
eveiy Gmonths. As a result, IPEC is not eligible for BFRLF
loans In addition, IPEC pays for fuel deliveries from its cash

w' Information and views in tins subsection supplied by Moera Kohler Alaska Village Electric
Cooperative Personal communication with Emorman Consulting July 2005
Estimator! cosl based on 784.203 gallons reported for | YO4 multiplied by the most recent IPEC

price (51.95 per gallon) lepoitcd for’ 705.
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reserves and has no plan at this time lo incur debt for this
purpose.d

Naknek Electric Association. While NEA serves 3 communities (Naknek,

South Naknek, and King Salmon), the proposed legislation
would raise its borrowing limit to $1.0 million. In FYO5, its
fuel cost was approximately $2.0 million.3L Until this year,
NEA purchased its fuel entirely from its own cash reserves.
This year, however, because of the recent sharp increase in
fuel prices, NEA needed to augment its cash reserves with
borrowed funds in order to pay for its fuel supply. After
determining that the $300,000 borrower limit was below the
amount they needed, NEA borrowed the funds from CFC
(the Cooperative Finance Corporation). Had the borrower
limit for the BFRLF been $1.0 million instead, and assuming
that the cost of debt from the BFRLF was more favorable
than CFC, then NEA may well have applied to the BFRLF
this year lo augment its cash reserves.

NEA is seeking to build up its cash reserves and would
prefer to avoid debt financing in connection with its bulk fuel
acquisitions. The fuel surcharge currently built into its rate is
Ccents per kWh - a high amount compared with past fuel
surcharges. Assuming lhe borrower limit were raised, NEA
could seek one or more substantial loans from the BFRLF if
fuel prices remain high and if cash reserves remain
inadequate. However, if NFA has sufficient cash in the
future to buy the fuel they need, then debt financing through
the BFRLF would presumably depend, at least in part, on the
cost of BFRLF debt compared with the earnings rate on
NEA'’s cash reserves (as discussed above for AVEC).

Unaiakleet Valley Electric Cooperative (UVEC). Although this electric

cooperative serves only the community of Unaiakleet. the
proposed legislation would raise its annual BFRLF bo rowing
limit to S1.0 million It has not borrowed from the BFRLF
during the past 5 years although its annual cost of ;uel during
that peiiod was mostly in the $300-d00,000 rangc. However,
given the recent jump in fuel piices (now al $2.20 per gallon

" Informn'ion in this paragraph supplied hy Jodi Mitchell Inside Passage Electric Cooperative

Personal communication with Lmeiman Consulting July 2005
" Information anil views in this subsection supplied by Donna Vukicli Naknek Eleclnc

Association

Personal communication with Emerman Consulting July 2005
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for UVEC), their current annual fuel cost is closer to
$700,000.2

Historically UVEC has paid for its fuel from the cooperative’s
cash reserves and has done so again for its most recent
deliveiy. But these reserves were significantly depleted this
year to cover the full cost of the fuel. If prices remain high or
go higher, UVEC could find it necessary in the future to
supplement its cash reserves with debt financing, and it
would consider using the BFRLF in that event.

Despite this possibility, UVEC does not presently plan to
supplement its cash payments for fuel with debt financing. If
that became necessary, however, it is anticipated that the
supplemental amount needed would fit within the current
$300,000 per year borrower limit.

It appears that these are the only 5 existing organizations that would be directly
affected by the proposed legislation. There are additional electric cooperatives
organized under AS 10.25, but cither their annual fuel requirements are below
$300,000 in any event, or they serve communities with over 2,000 population.

Impact of Changing the Language of the Bill on Maximum Borrower Limit

The borrower limit for these cooperatives under the proposed bill would be
significantly lov/er if, as discussed in footnote 2d, the bill's language were
changed to establish $1.0 million as the maximum amount that could be
borrowed each year rather than $300,000 limes the number of communities
served by the cooperative. Based on the information piesented in the section
immediately above, the impact of that change would likely be as follows for the

cooperatives directly affected by the bill;
ANICA: No change given no interest in borrowing fiom the BFRLF.

AVEC: With roughly $10 million in annual fuel cosl, setting the borrower limit at
$1.0 million (rather than $15 million in AVEC's case) would make it even less

likely that AVEC would seek a BFRLF loan.

IPEC: No change us IPEC is not eligible for BFRLF loans as discussed above.

Naknek Elechic Association: Since NEA servos 3 communities, its BFRLF
borrowing limit each year would be $900,000 if tho bill's language were changed

" Current fuel price and subsequent information and views in this subsection supplied by Isaiah
Towarnk Unaiakleet Valluy Electric Coopeinlivo Personal communication with IZmcrman
Consulting July 200D. Estimate of curient annual fuel cosl denved by multiplying cunenl fuel
price (S2 20 per gallon) limes I'YOd gallons (JOS, 13*1) ropoilcd in lhe FYCM PCL statistical rcpoit
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as described above ralher than $1.0 million under Ihe present language. This
minor difference is unlikely to affect the prospects of NEA becoming a BFRLF

borrower in the future.

Unaiakleet Valley Electric Cooperative: Since UVEC serves only 1 community,
its BFRLF borrowing limit each year would be $300,000 if the bill's language were
changed as described above ralher than $1.0 million under the present language.
However, the amount that UVEC might be interested in borrowing from the
BFRLF if cash reserves become inadequate is expected to be less than $300,000
in any event. So again, changing the bill's language in this manner would be
unlikely to affect the prospects of this cooperative becoming a BFRLF borrower.

Although changing the bill's language on borrower limit is not likely to affect any
of these cooperatives in the foreseeable future, it clearly would eliminate the
possibility of AVEC or ANICA submitting multimillion loan requests that could
drain all or a large portion of the Fund's lending capability should either or both of
these cooperatives become interested in this financing option in the future.

BFRLF Demand Projections Assuming Changes in Annual Borrower Limits
The starting point for this section is the BFRLF demand projection produced
earlier assuming no changes in the program (and assuming adequate funds are

available in the BFRLF). That demand projection took the form of two scenaiios
based on two different oil price outlooks and is reproduced below:

BFRLF Demand Projections
Assuming No Chances in Program

(Millions of Dollars)

FYOO FY1l FY14
Scenario #1 (declining fuel prices) $4.5 $6.9 $10,2
Scenario 112 (current fuel prices) 9.2 12.6 16.9

The icst of this section will consider how these two scenaiios might change if the
BFRLF annual borrower limits are changed.

A Passage of SB 188 in its Present Foim

There are 2 basic issues to consider:
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Would any of the 5 existing organizations listed above be likely to
obtain financing through the BFRLF if the borrower limits were
raised as discussed above?

Are new bulk fuel purchasing cooperatives, or broader cooperatives
whose activities include the purchase of bulk fuel, likely lo be
organized under AS 10 15 and become BFRLF borrowers?

Among existing cooperatives, this study has found that none anticipate
becoming borrowers under the BFRLF whether or not the borrower lim't is
raised. The most likely candidate to become a borrower would be Naknek
Electric Association, which did consider supplemental financing from the
BFRLF this past year and may well have submitted a loan request lo AEA
(rather than CFC) if the borrower limit had been 3900,000 or $1.0 million
rather than 5300,000. As stated above, NEA plans to replenish its cash
reserves to the point that it can resume paying for its fuel without resort to
debt. Given this intent, it should be expected that NEA will at least be able
to reduce its supplemental financing requirement even if it does not
eliminate that requirement right away. UVEC could also become a BFRLF
borrower if prices go higher and its funds run short although it continues to
pay for its fuel from cash reserves and plans to continue lo do so.

Absent a need to bonow money due to inadequate cash reserves, these
cooperatives are unlikely to benefit from becoming borrowers under the
BFRLF unless shoit-term interest rates go p to levels not seen in many
years. As discussed above in the case of AVEC, it would make financial
sense for these cooperatives to borrow fiom the BFRLF only if the rate of
earnings on their cash reserves - which would correspond most closely
with shoit-term interest rates - was significantly highei than the interest
rate charged by the BFRLF. In that case, their membership would be
better off boirowing at comparatively low interest from the BFRLF while
realizing relatively high interest on their cash icseives.

As noted earlier, the BFRLF statute sets tho intcicst rate at the average
long-term municipal revenue bond rate unless lhe administering agency
determines that a late reduction is needed based on the community’s
ability to pay. The program regulations establish a presumption that zero
interest is charged on a borrower's initial loan, 5% on the second loan, and
the municipal levenue bond rate on all subsequent loans (3 AAC 10G.320).
Ilowcver, the regulations do not remove the agency’s discretion to set the
lates within the parameters established by statute.

As discussed in the previous section, it does not seem likely that new,
foimal bulk fuel purchasing cooperatives will be created in the foreseeable
future under AS 10.15. What is more likely is that efforts to cor ;olidatc
fuel pmchase orders will be directed towards informal consortiums along
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the lines of the Western Alaska Fuel Group or the recent efforts of the
Northwest Arctic Borough.

It appears possible but unlikely that SB 108 in its present form would result
in an increase in BFRLF demand.

Increases in the Annual Limit for All Borrowers Above $300,000

How would the BFRLF projections change if the proposal considered by
the Rural Energy Action Group to increase the annual borrower limit for all
BFLRF borrowers were enacted? The amended limit discussed in the
REAC report is $650,000.

Points raised earlier in this study that are relevant to the question include
the following:

Although the annual borrower limit was raised from $200,000 lo
$300,000 for FY04 and FYO05, only 1loan for $300 000 was issued
during those 2 years. In FY05, in addition to the single $300,000
loan, only 2 other borrowers exceeded the previous $200,000 limit:
one borrowed $212,000 and the other $207,000.

There is no data base that shows all of the bulk fuel purchasers in
BFRLF eligible communities along with their annual gallonage
requirements. It is therefore difficult to estimate how much of the
potential bulk fuel financing market consists cf purchasers who
acquire more than $300,000 of fuel each year, let alone how many
would become eligible and interested in BFRLF financing at
alternative annual borrowing limits. This study adopted the
assumption that 25 million gallons (valued during FYOO at
approximately $50 million) constitutes tho potential market for
BFRLF financing given the current annual borrower limit of
$300,000. If the annual borrower limit were eliminated, the potential
market was estimated at 50 million gallons (or about $100 million at

FYO5 prices).

What this study can present are illustrations of what might plausibly
happen to BFRLF- demand if annual borrower limits aie mised. Those
illustrations consist of the 2 basic scenarios already presented, to which
are added an increment of borrowing that might occur as a result ol higher

borrower limits.

Alternative Borrowing Limit 11 I: Assume that the borrower limit is
increased to $400,000 beginning in FY07. The following assumptions are
adopted lo illustrate its possible impact on the 2 basic demand scenarios:
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In Scenario #1, fuel prices decline over the next 3 years to FY02
levels and then rise at the rale of inflation. This price outlook would
relieve what appears to he the major source of pressure bringing
new bulk fuel purchasers to the BFRLF program.

In view of the experience so far with the increase in limit from
$200,000 to $300,000, the assumption adopted for scenario #1 is
that an increase in the borrower limit to $400,000 would result in the
addition of | borrower every other year, beginning in FY08. Each of
these additional borrowers draws the maximum of $400,000 per
year. The impact on Demand Projection #1 would be as follows:

FY08: 1 additional borrower drawing $400,000.

Amount borrowed from BFRLF = $4.9 million

FY 11: A second borrower is added drawing $400,000

Amount borrowed from BFRLF = $7.7 million

FY14: Two more borrowers are added, each drawing $400,000

Amount borrowed from BFRLF = $11.8 million

In scenario #2, fuel prices increase by 20% from FYO05 to FY06, and
then lemain constant in nominal terms for the rest of the projection
period. It is assumed for this illustration that the higher fuel price
will result in tv/ice the impact shown for scenario //'l. In other
words, one new boirowei drawing $400,000 is added to the BFRLF
piogram (.'very year beginning in FY07 (not eveiy other year). The
impact on Demand Projection 112 would be as follows:

| YO8: Two additional borrowers each drawing $400,000

Amount borrowed from BFRLF = $10.0 million

FYIT Five additional borrowers each drawing $400,000

Amount borrowed from BFRLF = $14.6 million

| Y I4: Eight additional borrowers each drawing $400,000

Amount boriowod from UFRLF = $20.1 million

The following table summarizes how this differs from the “No Change"
scenarios.
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BFRLF Demand Projections for Two Fuel Price Scenarios
No Change in Borrower Limit vs. Increase lo $400,000

(Millions of Dollars)

FYO08 FY11 FY14
Scenario #1 (declining fuel prices)
No Cnange in Borrower Limit $4.5 $6.9 $10.2
Increase to $400,000 4.9 7.7 1.8
Scenario #2 (current fuel prices)
No Change in Borrower Limit $9.2 $12.6 $16.9
Increase to $400,000 10.0 14.6 20.1

Alternative Borrowing Limit 1t2: Assume that the borrower limit is
increased to $600,000 beginning in FY07. The same pattern of
assumptions are adopted lo illustrate its possible impact on the 2 basic

demand scenarios:

' In scenario 111, an increase in the borrower limit lo $600,000 would
result in the addition of | borrower every other year beginning in
FY08. Each of these additional boriowers draws the maximum of
$600,000 per year. The impact on Demand Projection #1 would be

as follows:
FYO08: 1 additional borrower drawing $600,000.

Amount borrowed from BFRLF = $5.1 million

FY 11: A second borrower is added drawing $600,000
Amount bonowed from BFRLF - $8.1 million
FY14: Two more boriowers are added, each drawing $600,000

Amount borrowed fiom BFRLF = 312.6 million



lii scenario 112, one new borrower drawing $600,000 is added to the
BFRLF program every year beginning in FYO7 (not every other
year). The impact 0ll Demand Projection #2 would be as follows:
FYO08’ Tv/o additional borrowers each drawing $600,000

Amount borrowed from BFRLF = $10.4 million
FY11: Five additional borrowers each drawing $600,000

Amount borrowed from BFRLF = $15.6 million

FY14: Eight additional borrowers each drawing $G00,000

Amount borrowed from BFRLF = $21.7 million

The following table summarizes how those alternatives differ from the "No
Change" scenarios:

BFRLF Demand Projections for Two Fuel Price Scenarios
No Chnncic in Boirower Limit vs. Increase to $400,000 or to $600,000

(Millions of Dollars)

FYOO FY1l FY14

Scenaiio 111 (declining fuel prices)

No Change in Boirower Limit $4.5 $6.9 $10.2

Increase to $400,000 4.9 7.7 11.8

Increase to $600,000 51 8.1 12.G
Scenario 112 (current fuel prices)

No Change in Boirower Limit 39.2 $12.6 $16.9

Increase to $400,000 10.0 14.6 20.1

Increase to $600,000 104 15.6 21.7
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ATTACHMENT 1

Original Statute Establishing the Bulk Fuel Revolving Loan Fund
(SLA 1980, Chapter 83)

Current BFRLF Statute (AS 42.45.250)

Current BFRLF Regulations (? AAC 106.300)



Original Statute Establishing the Bulk Fuel Revolving Loan Fund
iISLA 1980. Ch. 83)

Sec. 41. AS 45 is amended by adding a new chapter to read:
CHAPTER 87. BULK FUEL

Sec. 45.87.010. BULK FUEL REVOLVING LOAN FUND ESTABLISHED. There
is established in the Department of Commerce and Economic Development the bulk fuel
revolving loan fund to assist communities in purchasing bulk fuel. A community, or a
private individual who has written endorsement from the governing body of the
community, is eligible for a loan from the bulk fuel revolving loan fund for a bulk fuel

purchase.

Sec. 45.87.020 LOAN TERMS FOR BULK FUEL PURCHASES, (a) Loans
made from the bulk fuel revolving loon fund to one borrower in any fiscal year

(1)  may not exceed $50,000;
(20  shall be repaid in one year or less: and
3) may not exceed 90 percent of the wholesale price of thefuel

purchased.

(b) Interest may be charged on a loan made from the bulk fuel revolving loan
fund. Interest shall be charged on a loan at a rate equal to the percentage of the
average weekly yield of municipal bonds for the 12 months preceding the dale of the
loan, as determined by the commissioner of commerce and economic development from
municipal bond yield rales reported in the 30-year revenue index of the Weekly Bond
Buyer. However, if the commissioner finds that a community cannot afford to repay a
portion of interest on a loan, and makes a determination in writing, he may reduce or

eliminate the interest rate applicable to the loan.

(© Repayments of the principal on a loan fiom the bulK fuel revolving loan
fund shall be paid by the commissioner of commerce and econonvc development into

the bulk fuel revolving loan fund

Sec 4587 030 POWERS OF THE DEPARTMENT. The department may
contract fcr the administration of the bulk fuel loan program established in this chapter.

Sec. 45,87.040. DEFINITIONS. In this chapter

) bulk fuel storage facility means a storage tank capable of holding
at least 10,000 gallons of petroleum fuels;

2 "community” means an organized municipality or an
unincorporated village which is a social unit, with a population under 2,000;

3) "department” means tho Department of Commerce and Economic
Development



Current BFRLF Statute

Sec. 42.45.250. Bulk fuel revolving loan lund.

(a) The bulk fuel revolving loan fund is established in the authority to assist
communities, utilities providing power in communities, and fuel retailers in communities
in purchasing bulk fuel to generate power or supply the public with fuel for use in
communities. A community, or a person generating power or selling fuel in a community
who has written endorsement from the governing body of each community for which a
loan from the fund is sought, is eligible for a loan from the bulk fuel revolving loan fund
for a purchase ofan emergency supply or a semiannual or annual supply of bulk fuel lo

be used in the community.

(b) Money in the fund may be used by the legislature to make appropriations for

costs of administering this section.

(c) The foreclosure expense account is established as a special account within the
bulk fuel revolving loan fund. Ihis account is established as a reserve from fund equity.

(d) The authority may spend money credited to the foreclosure expense account

when necessary to protect the stale's sec lily interest in collateral on loans made under

this section or to defray expenses incurred during foreclosure proceedings alter a default

by an obligor.

(e) Loans made from the bulk fuel revolving loan fund to one borrower in any llscal

year
(1) may not exceed $300,000;
(2) shall be repaid in one year or less; and
(3) may not exceed 00 percent ofthe wholesale price of the fuel purchased.

<f) Interest may be charged on a loan made faun the bulk fuel revolving loan fund.
Interest shall be charged on a loan at a rate equal to the percentage of the average weekly
yield of municipal bonds for the 12 months preceding the date of the loan, as determined
by the authority from municipal bond yield rates reported in the 30-year revenue index ol
the Weekly Bond Buyer. However, if the aulhoiity liiuls that a community cannot afford
to repay a portion of interest on a loan, anil makes a determination in writing, the
authority may reduce or eliminate the interest rate applicable to the loan.

(9) Repayments of the principal, the interest, and the money chargeable to principal
or interest that is collected through liquidation by loieelosure or other process on a loan
made under this section shall be paid into the bulk fuel revolving loan fund. lhe fund is

not a dedicated fund.



(h) The authority may contract for the administration of the hulk fuel loan program
established in this section.

(i) The authority shall dispose of properly acquired through default or foreclosure of
a loan made under this section. Disposal shall be made in a manner that serves the best
interests of the state, and may include the amortization of payments over a period of

years.

(j) The authority may adopt regulations necessary to carry out the provisions of this
section, including regulations to establish reasonable fees for services provided and

charges for collecting the fees.

(k) The authority may collect the Ices and collection charges established under (j) of
this section and shall deposit the money in the general fund.

() In this section,

(n "community" means an organized municipalny or an unincorporated village that
is a social unit, with a population of less than 2.000 people.

(2 "person” has the meaning given in AS 01.10.000 and includes a corporation, a
cooperative, ajoint venture, and a governmental entity.



Current BFRLF Regulations

Article 3
Loans From Bulk Fuel Revolving Loan Fund

Section

300. Application process.

305. Examination.

3 1t). Elimhilitv.

315. Financial and credit record.

320. Ability to rcnav.

325. l.endimz practices.

330. Disbursement of loan money.
335. Supervision ol’loans.

340. Costs.

345. Assuinptions.

350. Modifications.

355. Reconsideration of a loan request.
360. Confidentiality of loan information.
363. Definitions.

3 AAC 106.300. A])|)liealion nrocess

lo apply lor a loan for the purchase and transportation of bulk fuel, an applicant shall file
with (lie authority

(1)a completed application for a bulk fuel loan, on a form provided by the authority;
(2) proof that the application is for a community with a population under 23)00:

(1) written endorsement from lhe governing body of the community, if the applicant is a
person generating power or selling fuel in the community :



(4) a letter of intent, on a form provided by the authority, staling the amount requested,
the intended use of the proposed loan money, and how the community intends to finance

10 percent of the total fuel cosl.
(5) abulk fuel loan agreement, on a form provided by the authority:
(6) a bulk fuel promissory note, on a form provided by the authority;

(7) if the applicant is a Native village council, a resolution waiving sovereign immunity
on a form provided by the authority;

(8) a resolution by community or corporate applicants approving the purchase of bulk
fuel, on a form provided by the authority;

(9) a $25 nonrcfundablc application fee;

(10) information about the condition oflhe fuel storage tanks where the fuel is to be kept;

(11) any other information requested by the authority to demonstrate the applicant's
eligibility for a loan.

History: Eff. 2/16/96, Register 137; am 3/25/2005, Register 173

3 AAC 106.305. Examination

(&) The authority will process the material described in 3 AAC 106.300 and evaluate the
eligibility of the community and the applicant's eligibility, financial and credit records,
ability to repay the loan and any other relevant information. Additionally, the authority
will evaluate the information provided under 3 AAC 106.300( 10).

(b) On the basis oflhe evaluation described in (a) of this section, the authority will

(I) inactivate the application, if the applicant fails to provide the information required by
3 AAC 106.300:

(2) deny the application, if the applicant is ineligible: or

(3) approve the applicant's loan request: such approval may include modification:; to the
request.

(c) The authority will fix. within the limitations set In AS 42.45.250 , the terms of a lean
and repayment schedule.

(d) If aloan request is denied or significant!) modified by the authority, the authority will
provide the applicant with a statement of the reasons for the action and the information

relied upon by the authority for the denial or modification.



(e) A material misstatement or omission of lact made by an applicant constitutes grounds
for denial of a loan request.

History: Eff. 2/16/96, Register 137
3 AAC 106.310. Elinihililv

To be eligible for a loan,

(D an applicant must intend to use the loan for purchase of fuel for an emergency or
annual or semiannual supply, including the necessary costs of transporting the fuel:

(2) the applicant must agree to repay the loan in one year or less, according to a
repayment plan determined by the authority;

(3) the amount borrowed may not exceed 90 percent ol' the wholesale price of the fuel
purchased plus the c\ st of transporting the fuel;

() the amount of the loan, added to the amounts of all other bulk fuel loans to the same
borrower in the same fiscal year, may not exceed $300,000.

History: Eff. 2/16/96, Register 137; am 3/25/2005, Register 173

3 AAC 106.315. Financial and credit record

The authority will, in its discretion, consider the following factors in evaluating an
applicant's financial and credit record:

(1) existing and prior debts:

(2) credit reports untamed from creditors and private credit reporting services;
(3) prior loan history with the authority:

(4) timeliness in making payments on loans and other debts;

(5) prior bankruptcies:

(6) existence of tax liens;

(7) unpaid judgments and prior foreclosures: and

(,;3) financial and credit reputation.

History: FIT. 2/16/96, Register 137



3 AAC 106.320. Ability to repay

(a) The authority will determine the interest tale to he charged on each bulk fuel loan
based on the ability oflhe borrower to repay the loan. If the authority makes a written
determination that a borrower cannot afford to repay all or part of the interest on a loan at
the rate required by AS 42.45.250 , the authority will, in its discretion, either eliminate or

reduce the interest rate.

(h) The following rebuttable presumptions will be considered by the authority in making
determination oflhe ability of a borrower to repay interest on a buik fuel loan:

(1) a borrower is presumed unable lo repay interest on its first bulk fuel loan;

(2) a borrower is presumed unable lo repay more than five erccnt interest on its second
bulk fuel loan; and

(3) a borrower is presumed able to repay the entire interest computed at the rate required
by AS 42.45.250 on its third, and successive, bulk fuel loans.

History: Eff. 2/16/%, Register 137

3 AAC 106.325. l.cndinn practices

(@) The loan period will be (ixed by the authority based on the needs of the borrower.
However, loans must be repaid within one year.

(h) No proceeds of a bulk fuel loan may be used to

(1) purchase aviation gas. unless lhe borrower certifies in writing that the aviation gas
will be used only for local ground or water transportation, such as snow machines and

outboard motors;

(2) purchase fuel other than bulk petroleum fuels;

(3) subsidize a business: or

(4) make a prolit. unless the prolil is used to putchase additional community fuel

supplies.
History: Eff. 2/16/96, Register 137

3 AAC 106.330. Disbursement of loan numev

(@) 1 oan money will be disbursed after the borrower has complied with the provisions of
the loan documents and the requirements of this chapter by the authority.



(b) Loan money will be disbursed upon receipt by the authority, division ol' energy ol’
delivery bills and fuel invoices.

(e) No loan money will be disbursed until the loan agreement, the borrowing resolution,
the promissory note, and the resolution waiving sovereign immunity, when applicable,
have been signed by the authorizing signatories and received by the authority.

History: Eff. 2/16/96, Register 137

3 AAC 1(16.335. Supervision ol'loans

Il a loan is in default, the authority will, in its discretion, require the borrower to furnish
annual financial statements, reports of bulk storage tank facility earaeity, a .d a schedule
of change of village council members, or community officials or officers. The authority
will, in its discretion, also require an audit or audits to determine whether the borrower

has complied with the provisions of the loan.
History: Eff. 2/16/96, Register 137

3 AAC 106.340. Costs

(a) An origination fee of one-half percent of the total loan amount is due from the
borrower when all provisions of 3 AAC 106.330 have been met.

(b) The authority will, in its discretion, charge to the applicant expenses incurred by the
authority in processing an application. These expenses include the cost of title reports and
insurance, recording fees, appraisals, surveys, travel, and other direct costs.

History: LIT. 2/16/96, Register 137

3 AAC 106.345. Assumptions

(a) Assumption of a loan made under AS -12.-15.25f) and 3 AAC 106.300 - 3 AAC
106.365 is not permitted.

<b) Wraparound financing that includes a loan made under AS -12.-15.250 and 3 AAC
IP0.300 - 3 AAC 106.365. is prohibited and constitutes a default on the loan.

History: LIT. 2/16/96, Register 137

3 AAC 106.350. Modifications

A request for a modification to a loan made under AS ¢12.-]5.251) and 3 AAC 106.0)0- t
AAC 100,363 will be | rocessed in the same manner as a loan application. Ihe authority
will, in its discretion, require the applicant lo provide one or more of the items specified

in 3 AAC 106.300.



History: Eff. 2/16/96, Register 137
3 AAC 106.355. Reconsideration of a loan 1 eoncst

(a) If a loan request is denied, inactivated, or significantly modified by the authority, an
applicant may file a written request for reconsideration with 30 days after receipt of

notice of the authority's decision.

(b) The authority will consider a request for reconsideration if the applicant submits
information to show that

(1) there has been a substantial change in the circumstances leading to the authority’s
decision;

(2) additional relevant information can be provided lo the authority that was not initially
available; or

(3) administrative errors were made by the authority.
History: EfT. 2/16/96, Register 137
3 AAC 106.361). Confidentiality of loan information

(a) The following information is not confidential and is available for public inspection
upon request:

(1) a document that is already a public record including deeds ol trust, financing
statements, warranty deeds, bills of sale, mortgages, liens, and vehicle titles:

(2) general information regarding loans, including the original loan amount, loan terms,
personal guarantees, and disbursement and repayment schedules:

(3) insurance matters, including title insurance policies and correspondence with
insurance companies or borrowers regarding losses, accident reports, and nonpaymeu’ ol

premiums; and
(*I) foreclosure and default proceedings.
(b) The following information is confidential and is not subject to public disclosure:

(1) personal and linancial information, including income tax returns, linancial statements,
business income statements, pro lorma prolit and loss statements, credit information
obtained directly from banks and olhci creditors, and reports obtained from consumer

reporting agencies;



(?) loan review staff notes containing information relating to credit worthiness of an
applicant; and

(3) the payment history on a loan, unless the loan is in default.

(c) Information not described in (a) or (b) of this section may be subject to public
disclosure. A request for disclosure must be made, and disclosure will be determined in
accordance with 6 AAC %i Upon receipt of a request for disclosure, the authority will
notify the loan applicant and other persons with a privacy interest in the request, lo permit
them to present reasons why the requested information should not be disclosed.

History: Eff. 2/16/96, Register 137

3 AAC 106.365. Definitions

Unless the context requires otherwise, in 3 AAC 106.300 - 3 AAC 106.360.

(1) "bulk fuel" means bulk petroleum fuels;

(2) "default" includes a violation of any provision of AS 42.d5.250 . 3 AAC 106.300 - 3
AAC 106.365. or the loan documents, failure lo make a necessary payment within 15
days after it is due. or failure to maintain the insurance required by the authority:

(3) "wraparound financing" means a contract that includes the balance due on an existing
debt and an additional amount to cover the difference between the selling price and the

cxisiinu debt.

History: EIf. 2/16/96. Register 137



ATTACHMENT 2

Excerpts from "Screening Report for Alaska Rural Energy Plan,” Northern
Economics, Inc., April 2001, Section 3.3.2 (Consolidation of Fuel Purchases).



(Excerpts from "Screening Report for Alaska Rural Energy Plan,” Northern
Economics, Inc., April 2001, pages 3-3 to 3-6.)

3.3.2 Consolidation of Fuel Purchases

Overview. Consolidation occurs when several entities purchase fuel together.
Transactions may involve an administrator who coordinates the purchase and
delivery arrangements. Consolidated fuel purchases offer the greatest benefit to
entities that purchase small volumes of fuel. For example, an organization that
purchases about 20,000 gallons per year could save 10 to 15 percent on the fuel
price through consolidation, minus any administrative costs charged by some of
the organizations that consolidate fuel purchases. Larger purchasers
(organizations that purchase more than 250,000 gallons) could save about 2 to 4
percent of the fuel price, minus any administrative costs if the organization is
purchasing through a fuel consolidator.

In a typical rural community, a number of entities may purchase fuel from the
same vendor independently of each other. Each entity purchases fuel to meet its
own requirements. The fuel price to these entities is a function of th ?price of fuel
at the refinery gate and the cost of delivery to each purchaser, as well as the
price when the order was p'aced. Prices per gallon decline with larger fuel
orders, in part because of the reduced delivery cost per gallon and the suppliers
desire to capture a larger portion of the market. If all entities in a community
place one consolidated ore! 7r, their combined market power can lesult in lower
costs for each entity even if the deliveries are to separate storage tanks.

Several organizations consolidate fuel purchases to reduce fuel costs in Alaska.
Some of the organizations are formal cooperatives, while others are brokers that
consolidate fuel purchases. The organizations include the following:

. Alaska Native Industries Cooperative Association (ANICA) is a
cooperative that serves about 25 communities, predominantly in Western
Alaska. According to Crowley Maritime, the cooperative purchases about
2 to 3 million gallons of fuel per year on behalf of retail establishments
operated by village corporations or village tribal councils, which then sell
the fuel to consumers in their communities (Dwight, 2000).

AVEC purchases fuel for the electric utilities that it operates in 51 villages
in rural Alaska. The cooperative has establ shed seven regions for fuel
consolidate n and issues separate bids for each region. The Northwest
Arctic Borough School District. Lower Yukon School District, Lower
Kuskokwim School District, St. Mary's School District, and Kashunamuit
School District (Chevak). consolidated their fuel purchases with AVEC in
2000. AVEC purchases about 6 million gallons annually (Kohler, 2000;

Petrie, 2000).



Western Alaska school districts are consolidating fuel purchases to
obtain lower prices. The districts make a consolidated purchase of about

4.5 million gallons per year (Dwight, 2000).

WAVE Fuels and Transportation is a subsidiary of Western Alaska
Village Enterprise (WAVE), a Native-shareholder-funded company that
operates primarily in the Calista region of Western Alaska. WAVE Fuels
and Transportation purchases fuel on behalf of its customers and solicits
bids from suppliers to deliver the fuel.. WAVE serves more than 60
customers in about 45 communities (Hess, 2000). Its primary market area
is in Southwest Alaska. The organization purchases about 5 million
gallons of fuel on an annual basis and sells the fuel to stores and other
retail establishments for subsequent sale in the villages. (Dwight, 2000).

. Western Alaska Fuel Group is an informal purchasing group composed
of the electric utilities in Kotzebue, Nome, Unaiakleet, Dillingham, Naknek,
lliamna, and Igiugig. The group purchases about 6 miliion gallons
annually with a single combined bid request (Kohler, 2000; Dwight, 2000).

. Other major fuel purchases are made by the fuel terminal operators at
Naknek, Bethel, Dillingham, Nome, and Kotzebue. The terminals
function as the primary fuel suppliers in these larger communities, and as
storage depots for purchases by nearby villages in the event of a
shortage. The terminals are owned by major fuel distributors. For
example, Bristol Fuels operates one of three terminals in Dillingham;
Crowley Marine and Bonanza Fuel each operate a terminal in Nome; and
Crowley Marine Services cwns and operates the terminal in Kotzebue.

SKW 1 Eskimos, Inc. operates as a fule purchaser for its own account
and functions as the bulk fuel purchase coordinator for the North Slope
Borough in communities from Point Hope to Kakto.ik.

. The Red Dog Mine is also a substantial fuel purchaser in Western Alaska,
accounting for about 11 to 12 million gallons annually. Proposed
expansion of the mine could increase fuel consumption to 17 to 18 million
gallons per yea, (Northern Economics, 1098).

The balance of fuel consumption consists of independent purchases by various
cities and village corporations, small retail establishments, aviators, tour guide

companies, and construction companies

Analysis. The total market for heating and diesel fuel in Western Alaska (west
of 154" W latitude [sic] and all of the Arctic Slope, excluding military and oil and
gas operations on the North Slope) is about 160 to 185 million gallons a year. Of
this amount, the fishing industry (processing plants and fishing fleets at Unalaska
/ Dutch Harbor, and other processing plants and vessels elsewhere un the



Alaska Peninsula and Aleutian Chain) accounts for about 90 million gallons. Of
the remaining 75 to 95 million gallons, very little is not bought under a
cooperative or organized group purchase (Dwight, 2000).

The organizations listed above serve a number of communities in Western
Alaska. Communities in much of Interior and Southeast Aiaska do not belong to
organizations that consolidate fuel purchases. It may be that many communities
in these regions could benefit from consolidated fuel purchases.

Refineries in Alaska do not offer volume discounts to buyers (Boltz, 2000; Noel,
2000; Payne, 2000). Fuel distributors are the entities that offer volume discounts
to purchasers in rural Alaska. The breakpoints for lov/er prices vary by
distributor. Table 3-1 shows a typical discount program for fuel sales in Western

Alaska.

Discounts of about 15 percent arc available for purchases of more than 100,000
gallons, as compared to purchases of less than 5,000 gallons (Dwight, 2000).
Further price reductions for purchases greater than 100,000 gallons result from
competition among distributors for market share. According to Yukon Fuels,
distributors evaluate the potential transportation cost to the location or locations
that must beserved and prepare bids based on riskand expected transportation
costs (Tagliavento, 2000). There are no setbreakpoints at thesehigher
volumes. The price reductions for fuel purchases greater than 100,000 gallons
are typically only a few cents per gallon (Dwight, 2000).

Table 3-1. Typical Discount Program for Fuol Sales in Western Alaska

Volume Purchased Approximate Discount
"No of Gallons) (Percent Reduction from Price for Minimum Volume)
(Minimum Volume) 5,000 Not Applicable
20.000 5
50.000 10
100,000 15
More than 100,000 Negotiable, but may be additional 2 to 4 percent

An electric utility that consumes 20,000 gallons of diesel in a year could save
about $2,000 per year if it could obtain savings of 10 cents per gallon by
consolidating its purchasing with other organizations to exceed to the 100,000
gallon threshold Assuming an average diesel generating efficiency of 12 kWh
per gallon foi communities with this level of fuel consumption, tho savings of 10
cents per gallon from consolidated fuol purchasing would result in savings of
about 0.0 cent ($0 008) per kWh; lower generating efficiency would reduce this
savings. A utility that consumes 100,000 gallons could save $2,000 to $4,000 if
its purchase was consolidated with purchases by other organizations to obtain
further price reductions because of larger volumes, Assuming an average diesel



generating efficiency of 14 kWh per gallon for communities with this level of fuel
consumption, potential savings of 3 cents per gallon ($3,000 divided by 100,000
gallons) results in savings of about 0.2 cents ($0,002) per kWh.

Administrative costs charged by fuel consolidators, or membership fees for
cooperatives, can reduce potential savings. For example, WAVE Fuels charges
about 10 cents per gallon for purchases of 5,000 gallons and about 5 cents per
gallon for purchases of 400,000 gallons or more (Hess, 2,000). Members
reportedly have paid $200,000 in fees to join the cooperative, but that fee can be
amortized over a wide range of goods that WAVE provides, including fuel. A
WAVE member purchasing 5,000 gallons could save about 7 to 9 cents per
gallon over the cost of purchasing directly from another supplier, if membership
fees arc ignored.* However, a customer that purchases more than 100,000
gallons may pay more if it purchases fuel through WAVE because the
administrative charge may be greater than the potential savings that WAVE could

provide, compared to purchasing from another supplier.*

" Assumes a base fuel price of 31 per gallon, minus 17 to 19 cents per gallon savings for lhe
consolidated fuel purchase by WAVE plus 10 cents per gallon for WAVE'S administrative charge
" Assuming a base fuel price of 31 00 per gallon. WAVE can provide a discount of 17 to 19 cents
per gallon plus the administrativel chargo of 5 cents per gallon lor 2\ net discount of 12 to 14 cents
per gallon for a very small customer A large purchaser could obtain a discount ol 15 cents per
gallon by buying directly fiom another supplier



ATTACHMENT 3

Handbook Entitled “Cooperative Purchasing: A Way to Save When Buying Fuel
for Rural Communities," Alaska Department of Community and Regional Affairs,
September 1989.



