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TYEE POWER COSTS

The f o l l o w i n g  t a b l e  shows p r o j e c t e d  wh o l e s a l e  power  c o s t s  f o r  the  
Tyee p r o j e c t  from FY 85 t o  FY 90.

PROJECTED TYEE WHOLESALE POWER COSTS 
(Cents per  K i l owa t t  Hour)

F i s c a l  Year_________ 1985 1986 1987 1988 1989 1990

Power Co s t  12 . 8  16.5 16.7 15 .8  1 7 . 0  17 ,2

Power Sa l e s  32 . 0  32 .8  33.6 34 .5  3 5 . 3  36 . 2
(Mil l i o n s  o f  KWH)

Sour ce :  Alaska Power Au t h o r i t y  f o r  FY 85-86,  
a d j u s t e d  by House Res ear ch  Agency f o r  
FY 87-90 f o r  4 p e r c e n t  annual i n c r e a s e  
in deb t  s e r v i c e  cap ,  3 p e r c e n t  ave rage  annual  
l oad growth f o r  a l l  APA p r o j e c t s ,  and 5 p e r c e n t  
annual  i n f l a t i o n  in o p e r a t i o n  and ma in t enanc e  c o s t s .
Debt s e r v i c e  c a l c u l a t i o n s  based on 35-year  r e v e nu e  bonds  
at  11 p e r c e n t  i n t e r e s t ,  wi th a 1.1 c o v e r a g e  l e v e l .

Aga in,  t h e s e  p r o j e c t i o n s  a r e  p r e l im i n a r y ,  and more a c c u r a t e  f i g u r e s  
w i l l  be a v a i l a b l e  w i t h i n  a week.  These p r o j e c t e d  r a t e s  a r e  p r o b a b l y  
on the  high s i d e  b ec au s e  t h e y  do not  a c c oun t  f o r  t h e  i n t e r e s t  earned  
on debt  r e s e r v e  funds o r  t he  l ower-than-expec t ed  c o s t  o f  t h e  i n t e r im  
f i n a n c i n g  f o r  t h e  p r o j e c t .  The Power A u t h o r i t y J s~ f i n a n c i a l  a d v i s o r s  
a r e  now working t o  i n c o r p o r a t e  t h e s e  and o t h e r  a d j u s tm en t s  t o  a r r i v e -  
a t  more a c c u r a t e  r a t e  p r o j e c t i o n s .  One u n c e r t a i n t y  i n  t h e s e  r a t e s  i s  
t h a t  they  assume the  Wrange l l  sawmi l l  w i l l  buy abou t  7 m i l l i o n  KWH p e r  
y e a r  -- about  20 p e r c e n t  o f  t o t a l  p r o j e c t ,  1 power s a l e s  f rom t h e  p r o ­
j e c t .  The sawmi l l  was shut  down f o r  o v e r  a month t h i s  w i n t e r  and 
c o u l d  be an un c e r t a i n  buyer o f  Tyee  power.

The Tyee  p r o j e c t  i s  s c he du l ed  t o  be comple t ed  in e a r l v  1984, and may be 
on l i n e  as soon as O c t o b e r  1983 i f  work c o n t i n u e s  a t  i t s  c u r r e n t  p a c e .  
When the  p r o j e c t  b e g i n s  g e n e r a t i n g  power, t he  i n i t i a l  r a t e  w i l l  be 
s e t  t o  c o v e r  o n l y  o p e r a t i o n  and maintenance  c o s t s  (4-5 cents/KWH) u n t i l
t h e  s t a r t  o f  the  1985 f i s c a l  y e a r ,  when the  r a t e  w i l l  i n c r e a s e  t o  c o v e r
the  c o s t s  o f  l ong-term f i n a n c i n g  f o r  Tyee and t h e  Swan Lake p r o j e c t .
The power r a t e  w i l l  i n c r e a s e  aga in  i n  FY 36 t o  r e f l e c t  t h e  c o s t  o f
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r ev enue  bonds i s s u e d  f o r  the T e r r o r  Lake p r o j e c t .  A f t e r  1986, t h e  Tye e  
power r a t e  w i l l  p r o ba b l y  i n c r e a s e  by about  two p e r c e n t  per yea'* .*

PROJECT FINANCING

The c omp l e t e d  c o s t  o f  the  Tye e  p r o j e c t  i s now e s t i m a t e d  at  $115 t o  $125
m i l l i o n .  C o n s t r u c t i o n  o f  t h e  p r o j e c t  has been f i n a n c e d  by $82 m i l l i o n
in a p p r o p r i a t i o n s  from the l e g i s l a t u r e  and $50 m i l l i o n  in i n t e r i m  
f i n a n c i n g .  Th i s  i n t e r im  f i n a n c i n g  w i l l  have t o  be r e p a i d  in the  
s p r i n g  o f  1984 through  the i s s u an c e  o f  r evenue  bonds ,  a d d i t i o n a l  S t a t e  
a p p r o p r i a t i o n s ,  o r  a c omb i na t i o n  -;f t h e  two., The Swan Lake p r o j e c t
a l s o  has $50 m i l l i o n  in i n t e r im  f i n a n c i n g  which w i l l  be r ep a i d  a t  abou t
t he  same t i m e .  T e r r o r  Lake has $100 m i l l i o n  in sh o r t - t e rm deb t  which  
w i 11 be due in  1985.

HB 9 RATE STRUCTURE

The f i n a n c i n g  and power c o s t s  f o r  Tyee a r e  t i e d  t o  t h o s e  o f  o t h e r  
Power Au t h o r i t y  hydro p r o j e c t s  under l e g i s l a t i o n  e n a c t e d  in 1982 
(CCSHB 9 -- Chap t e r  155).  Th i s  s t a t u t e  r e q u i r e s  each hydro  p r o j e c t  t o  
pay i t s  " p r o p o r t i o n a t e  sha r e "  o f  t he  t o t a l  deb t  s e r v i c e  c o s t s  f o r  a l l  
p r o j e c t s ,  as d e t e rm ined  under  a formula iri the  s t a t u t e .  B a s i c a l l y ,  t h e  
s t a t u t e  means t ha t  i f  the  c o n s t r u c t i o n  c o s t  o f  Tyee  i s  25 p e r c e n t  o f  
the  t o t a l  c o s t  o f  a l l  p r o j e c t s  in the  s y s t em,  Ty e e  must pay 25 p e r c e n t  
o f  t h e  t o t a l  debt  s e r v i c e  c o s t s  f o r  a l l  p r o j e c t s .  The w h o l e s a l e  power  
r a t e  f o r  each p r o j e c t  i s  then de t e rmined  by add ing  o p e r a t i o n  and 
maint enance  e x p e n s e s  t o  deb t  s e r v i c e  c o s t s  and d i v i d i n g  t h i s  sum by 
t h e  e x p e c t e d  pcwer s a l e s  f o r  each p r o j e c t .

The I1B 9 r a t e  s t r u c t u r e  r e p l a c e d  the  "po s t ag e  stamp" o r  s i n t j l e_ s t a t ew i d e  
r a t e  f ormula which was e n a c t e d  in 1981 by SB 25.  The major- pu r po s e  
f o r  the  change in t h e  r a t e  s t r u c t u r e  was t o  . . i nc rease  t h e  i n c e n t i v e  f o r  
b u i l d i n g  c o s t - e f f e c t i v e  and p r o p e r l y  s u e d  p r o j e c t s ,  by l i n k i n g  power  
c o s t s  more d i r e c t l y  wi th  p r o j e c t  c o n s t r u c t i o n  c o s t s .

When th e  c o n f e r e n c e  commi t t e e  on HB 9 r ev i ewed  r a t e  p r o j e c t i o n s  f o r  the  
f ou r  power p r o j e c t s ,  t h e r e  was c oncern t ha t  the  r a t e s  f o r  t h e  T y e e  and 
Swan Lake p r o j e c t s  would be e x c e s s i v e  under the  HB 9 r a t e  s t r u c t u r e .  
As a r e s u l t ,  t h e  commi t t e e  i .-cluded in the  l e g i s l a t i o n  a l i m i t  o r  cap  
on t h e  debt  s e r v i c e  c o s t  f o r  each p r o j e c t .  Under t h i s  cap ,  10 p r o j e c t  
must pay more than the  a v e ra ge  debt  s e r v i c e  c o s t  f o r  a l l  Power A u t h o r i t y

* The r a t e  c a l c u l a t i o n  i s  c omp l e x ,  but the  t h r e e  main f a c t o r s  t ha t  a f f e c t  
the  p r o j e c t  r a t e s  a f t e r  1986 are :  i n f l a t i o n  in 0&M c o s t s ,  the  r a t e  o f  
growth in power s a l e s ,  and t h e  4 p e r c e n t  annual i n c r e a s e  in t h e  HB 9 
deb t  s e r v i c e  c ap .  The a d d i t i o n  o f  the Brad l e y  Lake p r o j e c t  o r  o t h e r  
p r o j e c t s  c o u l d  a l s o  a f f e c t  Ty e e  r a t e s  s u b s t a n t i a l l y .
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p r o j e c t s ,  p l u s  a c e r t a i n  p e r c en t ag e  which i n c r e a s e s  each y e a r  (8 p e r c e n t  
i n  FY 85,  12 p e r c e n t  in FY 86,  anc so on).  A l though t h i s  d eb t  s e r v i c e
l i m i t  r educes  the  power r a t e  f o r  Tyee  s u b s t a n t i a l l y ,  i t  d o e s  not  r e d uc e
t h e  r a t e  t o  a marke t ab l e  l e v e l .

Becaus e  the debt  s e r v i c e  c c s t s  a re  p oo l e d  f o r  a l l  p r o j e c t s  in t h e  
s y s t em,  an a p p r o p r i a t i o n  t o  Tyee  o r  any o t h e r  p r o j e c t  wou l d  r e d u c e  
t h e  power c o s t s  f o r  a i l p r o j e c t s  by an equal  p e r c e n t a g e .

PETERSBURG AND WRANGELL F'OWER COSTS

Cu r r e n t  C o s t s

Exact  power c o s t s  f o r  Wrangel l  and Pe t e r sbur g  were not  r e a d i l y  a v a i l a b l e  
a t  t h i s  w r i t i n g .  However,  the  busbar  g en e r a t i o n  c o s t  ( e q u i v a l e n t  t o  t h e  
wh o l e s a l e  power c o s t  from Tyee) f o r  both co i-muni t i es  i s  a p p r o x im a t e l y  
12 c e n t s  p e r  KWH. Wrangel l  g en e ra t e s  a l l  o f  i t s  e l e c t r i c i t y  f rom  
d i e s e l s ,  wh i l e  P e t e r s bu r g  o b t a i n s  about  h a l f  i t s  power  f rom t h e  C r y s t a l  
Lake hydro p r o j e c t ,  which was b u i l t  many y e a r s  a go .  The P e t e r s b u r g  
u t i l i t y  a p p a r e n t l y  has a h i gh e r  l e v e l  o f  debt  than t h e  Wrange l l  u t i l i t y ,  
which o f f s e t s  the l ower  c o s t  o f  power from th e  hydro  f a c i l i t y .

Whi l e  most  o f  the  r e c e n t  p u b l i c i t y  c o n c e rn i n g  t h e  T y e e  p r o j e c t  has
f o c u s e d  on the  c i t y  o f  P e t e r s b ur g ,  t h e  Power A u t h o r i t y  s t a f f  m a i n t a i n s  
t ha t  Wrangel l  would f a c e  a l a r g e r  rat e  i n c r e a s e  i f  T y e e  power  were  
pur cha s ed  a t  c u r r e n t  p r o j e c t e d  r a t e s  than would P e t e r s b u r g .  A c c o r d i n g  
t o  Mike Yerke s ,  who i s  n e g o t i a t i n g  the T y e e  c o n t r a c t s  f o r  t h e  Power  
Au th o r i t y ,  t h i s  i s  b e c aus e  Wrangel l  would c o n v e r t  e n t i r e l y  f rom d i e s e l
g e n e r a t i o n  t o  Tye e  powe , wh i l e  Pe t e r sb ur g  would c o n t i n u e  t o  g e n e r a t e
about  h a l f  i t s  power from the  l ow-cos t  C r y s t a l  Lake hydr o  o r o j e c t ,  
which was b u i l t  d e c ade s  ago .

Fu tu re  Cos t s

The r a t e  o f  i n c r e a s e  n f u t u r e  g en e r a t i o n  c o s t s  f o r  P e t e r s b u r g  and 
Wrangel l  i s  one o f  the i s i c  q u e s t i o n s  t o  c o n s i d e r  in d e t e rm i n i n g  what  
approach  the S t a t e  mig „ t ake  t o  the  Ty e »  s i t u a t i o n .  The c o s t  o f  
d i e s e l  f ue l  i s  t . l a r g e s t  expense  component f o r  t h e s e  u t i l i t i e s ,
a v e r a g i n g  abou t  9-10 c e n t s  p er  KWH gene ra t ed  o v e r  t h e  p a s t  y e a r .
As you  know, t h e  f u t u r e  o f  wor ld  o i l  p r i c e s  i s  h i g h l y  u n c e r t a i n  and 
t h e  range o f  f o r e c a s t s  i s  c o n s i d e r a b l e .  However ,  t h e  mos t  r e c e n t  
Department  o f  Revenue f o r e c a s t  p r o j e c t s  a 28 p e r c e n t  c u m u l a t i v e  d e c r e a s e  
i n  t h e  real  p r * c e  o f  o i l  through FY 87.  In nominal  t e rm s ,  o i l  p r i c e s
in  FY 88 are  l o r e c a s t  t o  be about  the  same as t o d a y .

I f  t h i s  p r o j e c t i o n  i s  a c c u r a t e ,  i t  may be t h e  e a r l y  t o  mid-1990s  
b e f o r e  d i e s e l  g e n e r a t i o n  c o s t s  would i n c r e a s e  t o  t h e  l e v e l  o f  T y e e
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c o s t s .  However,  an a d d i t i o n a l  c o n s i d e r a t i o n  i s  t h a t  Wrange l l  and 
Pe t e r s b u r g  may have d e f e r r e d  e xpan s i on  o f  t h e i r  g e n e r a t i o n  f a c i l i t i e s  
i n  e x p e c t a t i o n  o f  r e c e i v i n g  Tyee  power .  T h e r e f o r e ,  new g e n e r a t o r s  
might  have t o  be added t o  meet i n c r e a s e s  in l o a d  growth d u r i n g  t h e  
80s ,  which would i n c r e a s e  power r a t e s .

R e t a i 1 Power Rates

Part  o f  t h e  p u b l i c i t y  o v e r  t h e  T y e e  p r o j e c t  c e n t e r e d  on c l a im s  by 
Pe t e r s b u r g  o f f i c i a l s  t ha t  t h ey  would have t o  add abou t  9 c e n t s  p e r  
KWH t o  the  w h o l e s a l e  c o s t  o f  power from Tyee  f o r  d i s t r i b u t i o n  and 
ove rhead  c o s t s ,  t hus  d o ub l i n g  the  r e t a i l  power c o s t s  f rom c u r r e n t  
l e v e l s .  The Power Au t h o r i t y  s t a f f  b e l i e v e  t h i s  f i g u r e  i s  h i g h l y  
i n f l a t e d  and does  n o t  a c c oun t  f o r  s a v i n g s  in d i e s e l  ma i n t e nanc e  c o s t s  
which wc o c c u r  when Tyee  comes on l i n e .  The s t a f f  i s  p r e p a r i n g  
documented e s t im a t e s  o f  whet they  f e e l  a r e  more r e a l i s t i c  d i s t r i b u t i o n  
and ove rhead  c o s t s .

Other  Con c e rns

I t  i s  impo r t an t  t o  n o t e  t ha t  th e  c o s t  o f  power from c u r r e n t  p r o j e c t s  i s  
not  t he  on l y  c o n c e rn  o f  P e t e r s b u r g ,  Wrange l l ,  and o t h e r  c i t i e s  o r  
u t i l i t i e s  t o  be s e r v e d  by Power Au t h o r i t y  p r o j e c t s .  1n e s e  g r oup s  a r e  
a l s o  c o n c e r n e d  t h a t  under t h e  c u r r e n t  r a t e  s t r u c t u r e ,  t h e i r  power r a t e s  
c o u l d  i n c r e a s e  s u b s t a n t i a l l y  as a d d i t i o n a l  p r o j e c t s  a r e  added t o  t h e  
sys t em.  Whether t h i s  would o c c ur  depends on the  l e v e l  o f  S t a t e  f un d in g  
f o r  the  a d d i t i o n a l  p r o j e c t s .  I t  t h e  r a t i o  o f  S t a t e  f un d in g  t o  bonded  
c o s t s  f o r  new p r o j e c t s  i s  l ower  than t h e  a v e ra g e  f o r  c u r r e n t  p r o j e c t s ,  
th e  r a t e s  f o r  c u r r e n t  p r o j e c t s  would r i s e .

The "Sus i tna  B lackma i l  C l a u s e "  [AS 4 4 . 83 . 3 98(b)(2) ]  i s  an a d d i t i o n a l  
s o u r c e  o f  c onc e rn  f o r  m u n i c i p a l i t i e s  and u t i l i t i e s ,  as t h e  c l a u s e  
c o u l d  d r a m a t i c a l l y  i n c r e a s e  power r a t e s  i f  not  r e p e a l e d .  T h i s  c l a u s e  
would i n c r e a s e  power r a t e s  by r e q u i r i n g  a 10 p e r c e n t  annual  r e t u r n  on 
i n v e s tmen t  t o  the S t a t e  i f  $5 b i l l i o n  has no t  been app, o p r i a t e d  f o r  
power p r o j e c t s  by 1986.
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POSSIBLE APPROACHES TO THE TYEE RATE PROBLEM

There  a r e  s e v e r a l  p o s s i b l e  approaches  t o  t h e  Tyee  r a t e  p ro b l em ,  as 
summarized e a r l i e r .  The c h o i c e  among them i s  c omp l ex  and depends  on 
b a s i c  p o l i c y  i s s u e s  r e l a t i n g  t o  the  power d e v e l o pmen t  program.  Some 
o f  t h e  more impor t an t  f a c t o r s  to c o n s i d e r  a r e  d i s c u s s e d  be l ow .

Lump Sum Ap p r o p r i a t i o n

Th i s  approach  would be t h e  most e x p e n s i v e ;  p r e l im i n a r y  c a l c u l a t i o n s
i n d i c a t e  t h a t  $70-80 m i l l i o n  would be n e c e s s a r y  t o  l ower  t h e  T y e e  power
r a t e s  t o  t h e  c o s t  o f  d i e s e l  g e n e r a t i o n . *  Al though the o u t s t a n d i n g  
debt  on t h e  Tyee p r o j e c t  i s  on l y  $50 m i l l i o n ,  t h e  p o o l i n g  o f  d eb t  
s e r v i c e  among a l l  e j e c t s  under  t h e  APA r a t e  s t r u c t u r e  r e q u i r e s  a
l a r g e r  a p p r o p r i a t i o n  t o  r educe  Ty e e  r a t e s  s u f f i c i e n t l y .  A lump sum 
a p p r o p r i a t i o n  would a l s o  l ower  the power r a t e s  f o r  Solomon Gu l c h ,  Swan 
Lake,  and T e r r o r  Lake by an equal  p e r c e n t a g e  (about 40 p e r c e n t ) .  T h i s  
r a i s e s  two q u e s t i o n s .

F i r s t ,  i s  i t  n e c e s s a r y  o r  d e s i r a b l e  t o  r educ e  t h e  power r a t e s  f o r
o t h e r  p r o j e c t s  t h a t  a l r e a d y  have r e a s on ab l y  p r i c e  power? S e c ond ,  what 
e f f e c t  would l ow e r i n g  t h e  r a t e s  f o r  a l l  p r o j e c t s  now on l i n e  o r  under  
c o n s t r u c t i o n  have on f u t u r e  p r o j e c t s ?  Lower ing  the  a v e r a g e  power  r a t e  
would r educe  the d e b t / e qu i t y  r a t i o  f o r  c u r r e n t  p r o j e c t s  and r e q u i r e  
a h i g h e r  l e v e l  o f  S t a t e  a p p r o p r i a t i o n s  f o r  f u t u r e  p r o j e c t s  u n l e s s  
power r a t e s  were t o  be i n c r e a s e d  f o r  a l l  p r o j e c t s .

S p e c i a l  Ty e e  L e g i s l a t i o n

I f  s p e c i a l  l e g i s l a t i o n  were pa s s ed  so t h a t  a one-t ime a p p r o p r i a t i o n  
would be u s ed  t o  r e duc e  o n l y  Tye e  power r a t e s ,  r ou gh l y  $2C m i l l i o n  
would  be r e q u i r e d  to  p r o v i d e  the  n e c e s s a r y  r a t e  r e d u c t i o n .  However ,  
t h i s  approach c o u l d  be v i ewed  as - c r e a t i n g  a p r e c e d e n t  f o r  " b a i l i n g  
ou t "  h i g h-c o s t  p r o j e c t s  which might  r e s u l t  in s i m i l a r  p r ob l em s  f o r  
f u t u r e  p r o j e c t s .

Annual Ap p r o p r i a t i o n

In l i e u  o f  a one-t ime a p p r o p r i a t i o n ,  the  l e g i s l a t u r e  c o u l d  make annual  
a p p r o p r i a t i o n s  o f  abou t  $2.4 m i l l i o n  t o  c o v e r  the  d eb t  s e r v i c e  s h o r t f a l l  
t h a t  w i l l  r e s u l t  i f  power i'.', s o l d  at  12 c e n t s  r a t h e r  than 1 6 . 5  c e n t s  
per  KWH. These  a p p r o p r i a t i o n s  would c o n t i n u e  and e v e n t u a l l y  d im i n i s h

* I have not  i n c l u d e d  t h e s e  c a l c u l a t i o n s  he r e  f o r  t h e  sake o f  b r e v i t y ,  
but  can p r o v i d e  them i f  d e s i r e d .
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t o  z e r o  as the c o s t  o f  d i e s e l  g e n e r a t i o n  i n c r e a s e d  t o  match t h e  c o s t
o f  Tye e  power or  the  c o s t  o f  Tyee  power f e l l .  Al though i t  i s  u n c e r t a i n
how Jong t h e s e  annual a p p r o p r i a t i o n s  would be r e q u i r e d ,  d ep end ing  on 
f u e l  e s c a l a t i o n  r a t e s  ar-d o t h e r  f a c t o r s ,  the  t o t a l  c o s t  would p r o b a b l y  
be h a l f  o r  l e s s  the c o s t  o f  a lump sum a p p r o p r i a t i o n .

The P e t e r s b u r g  and Wrangel l  u t i l i t i e s  would be e l i g i b l e  f o r  r a t e  r e l i e f  
under  the power c o s t  a s s i s t a n c e  program, but o n l y  f o r  th e  p o r t i o n  o f  
r e t a i l  r a t e s  above 16 c e n t s  in FY 86.  Th i s  f l o o r  i n c r e a s e s  by one  c e n t  
each f i s c a l  y e a r .  A l s o ,  c o s t  a s s i s t a n c e  i s  a v a i l a b l e  o n l y  f o r  th e  
f i r s t  600 KWH per month s o l o  t o  each cu s t omer .  T h e r e f o r e ,  a s e p a r a t e  
a p p r o p r i a t i o n  s p e c i f i c a l l y  f o r  Tyee  debt  s e r v i c e  might  be r e q u i r e d  
each y e a r  in o rd e r  t o  r educe  power r a t e s  s u f f i c i e n t l y .

M o d i f i c a t i o n  o f  Rate  S t r u c t u r e

I t  would be t e c h n i c a l l y  p o s s i b l e  t o  mod i f y  the  s t a t u t o r y  r a t e  s t r u c t u r e
t o  r e a l l o c a t e  at  l e a s t  pa r t  o f  t h e  Tyee debt, s e r v i c e  t o  o t h e r  l ower
c o s t  p r o j e c t s ,  p r i m a r i l y  Solomon Gul ch and T e r r o r  Lake.  The commun i t i e s  
s e r v e d  by t h e s e  p r o j e c t s  would p r o ba b l y  s t r o n g l y  oppo s e  t h i s  chang e .  
In a d d i t i o n ,  the bond marke t s  c o u l d  v i ew t h i s  j u g g l i n g  o f  t h e  r a t e  
s t r u c t u r e  wi th  some c o nc e r n .

R e s t r u c t u r e  P r o j e c t  Debt

I t  may be p o s s i b l e  t o  r educe  the debt  s e r v i c e  c o s t s  f o r  t h e  f i r s t  few 
y e a r s  o f  o p e r a t i o n  o f  t he  Ty e e  p r o j e c t  by borrowing  a d d i t i o n a l  funds  
wi th  which t o  pay par t  o f  t h e  i n t e r e s t  on the  bonds f o r  s e v e r a l  y e a r s .  
Ac co rd ing  t o  S t e r l i n g  G a l l a g e r  o f  John Nuveeri and A s s o c i a t e s ,  i t  i s  
l e g a l l y  p o s s i b l e  t o  have t h i s  t y p e  o f  arrangement  f o r  f i v e  y e a r s  
w i t h o u t  v i o l a t i n g  f e d e r a l  a r b i t r a g e  r e g u l a t i o n s .  However,  t h e  f i n a n c i a l  
v i a b i l i t y - o f —t h i s  approach i s  u n c e r t a i n  and would r e q u i r e  a d d i t i o n a l  
r e s e a r c h ^   ~  -----

Ano ther  p o s s i b i l i t y  would be t o  use a g e ome t r i c  f i n a n c i n g  a p p ro a ch ,  in  
which the deb t  s e r v i c e  s c h e du l e  would be s h i f t e d  so t ha t  d eb t  s e r v i c e  
c o s t s  would be l ower  in the e a r l y  y e a r s  and i n c r e a s e  g r a d u a l l y  as the  
p r o j e c t  power s a l e s  i n c r e a s e d .  Th i s  approach has been us ed  i n  a few 
u t i l i t y  bond i s s u e s ,  but i t  i s  uncommon and would a l s o  r e q u i r e  more 
i n v e s t i g a t i o n  to de t e rmine  i t s  v i a b i l i t y  f o r  the  Ty e e  s i t u a t i o n .
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IMPLICATIONS FOR OTHER POWER PROJECTS

A number o f  l e g i s l a t o r s  and o t h e r  o b s e r v e r s  have e x p r e s s e d  c o nc e r n  
about  the p o s s i b i l i t y  o f  t h e  Tye e  marke t i ng  p rob l em o c c u r r i n g  w i th  
Sus i tna  or  o t h e r  hydro p r o j e c t s .  Th i s  i s  a c o n t r o v e r s i a l  i s s u e  w i th  
numerous p o i n t s  o f  v i ew,  but a few o b s e r v a t i o n s  may be h e l p f u l  in 
und er s t an d i ng  the prob l em.

I t  ' s  impor tan t  t o  r e c o g n i z e  the  d i s t i n c t i o n  be tween t h e  ec onomi c
f e a s i b i 1i t y  o f  a h y d r o e l e c t r i c  p r o j e c t  and t h e  marke t i ng  f e a s i b i l i t y  o f  
t h e  sane" p r o j e c t .  Al though the economic f e a s i b i l i t y  o f  the  Ty e e  
p r o j e c t  i s  an i s s u e  i t s e l f ,  the  p o i n t  i s  t h a t  even a c l e a r l y  f e a s i b l e  
hydro p r o j e c t  w i l l  u s u a l l y  r e q u i r e  some s o r t  o f  g ran t  o r  l ow-co s t  
f i n a n c i n g  t o  l ower  power r a t e s  t o  marke tab l e  l e v e l s  \n i t s  e a r l y  y e a r s  
o f  o p e r a t i o n .  A f t e r  a p e r i o d  o f  y e a r s ,  i n c r e a s i n g  power s a l e s  and
h i g h e r  f ue l  c o s t s  f o r  t h e  a l t e r n a t i v e  g e n e r a t i o n  s o u r c e  s h o u l d  r e s u l t  
in a break-even p o i n t ,  a f t e r  which the hydro power  becomes l e s s
e x p e n s i v e .  The i n i t i a l  s u b s i d y  t o  the  p r o j e c t  can then be r e p a i d ,  i f  
n e c e s s a r y .

In the  ca s e  o f  the T y e e  p r o j e c t ,  the  c o n t i n u a l l y  i n c r e a s i n g  c o s t
e s t i m a t e s  f o r  t h e  p r o j e c t  made i t  d i f f i c u l t  t o  d e t e rm i n e  how much S t a t e  
money was r e q u i r e d  co a c h i e v e  marke tab l e  power r a t e s .  The power  mar ­
k e t i n g  prob l em f o r  Tyee i s  a l s o  a c c e n t u a t e d  by t h e  f a c t  t h a t  Tyee  has 
the l a r g e s t  e x c e s s  g e n e r a t i o n  c a p a c i t y  o f  t h e  f o u r  p r o j e c t s  now on 
l i n e  o r  under c o n s t r u c t i o n  -- o n l y  about  25-30 p e r c e n t  o f  t h e  p r o j e c t ' s  
c a p a c i t y  w i l l  be used in t h e  f i r s t  y e a r s  o f  o p e r a t i o n .  T h i s  l ower  
l e v e l  o f  u t i l i z a t i o n  means t ha t  a h i ghe r  p r o p o r t i o n  o f  S t a t e  runds i s  
n e c e s s a r y  t o  o b t a i n  r e a s o na b l e  power r a t e s .

A ma j o r  e l ement  o f  t h e  Tyee  prob l em appear s  t o  be t ha t  n e i t h e r  t h e  
l e g i s l a t u r e  nor the  Power Au t h o r i t y  p l a c ed  s u f f i c i e n t  emphas i s  u n t i l  
r e c e n t l y  on t h e  marke t i ng  o f  power from th e  p r o j e c t s  under  c o n s t r u c t i o n .  
Par t  o f  the r eason f o r  t h i s  apparent  o v e r s i g h t  i s  t ha t  i n  1980 and 
1981, S t a t e  r e venue s  were i n c r e a s i n g  r a p i d l y  and i t  was e x p e c t e d  t h a t  
most o f  the p r o j e c t  c o s t s  would be funded through d i r e c t  a p p r o p r i a t i o n s  
o r  l ow-cos t  l o a n s ,  r a t h e r  than by r evenue bonds .  With t h i s  e x p e c t a t i o n ,  
power marke t i ng  was not an i s s u e  because  o f  t h e  low power c o s t s .  The 

- s h a r p  d e c l i n e  in S t a t e  r evenues  has r e s u l t e d  in more r e l i a r . e e  on d eb t  
f i n a n c i n g ,  c a u s i n g  h i g h e r  power r a t e s  and t h e  ma rke t i ng  p r o b l em  demon­
s t r a t e d  by t h e  Tye e  p r o j e c t .

With r e s p e c t  t o  the  Power Au t h o r i t y ,  an a d d i t i o n a l  p r ob l em was the  l ack  
o f  s t a f f  wi th  e x p e r i e n c e  in marke t i ng  and r a t e  i s s u e s .  It was o n l y  
abou t  10 months ago t h a t  the Power Au t h o r i t y  h i r e d  someone w i t h  r a t e  
s e t t i n g  and u t i l i t y  e x p e r i e n c e .  Unt i l  t h en ,  t h e  f o c u s  o f  t h e  s t a f f
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was more on the f e a s i b i l i t y ,  d e s i g n ,  e n g i n e e r i n g  and f i n a n c i n g  a s p e c t s  
o f  power d e v e l opmen t .

A f i n a l  c o n t r i b u t i n g  f a c t o r  U  the Tye e  s i t u a t i o n  was that  t h e  r e v i s i o n s  
t o  the Power Au t h o r i t y  r a t e  s t r u c t u r e  e n a c t e d  in 1982 by HB 9 were not  
based on a f u l l  a s s e sment  o f  the  e f f e c t  o f  t h e s e  r a t e  r e v i s i o n s  on the  
m a r k e t a b i 1i t y  o f  power from Tye e  and the  o t h e r  p r o j e c t s .

The l i k e l i h o o d  o f  the Tyee  r i t e  prob l em o c c u r r i n g  w i t h  o t h e r  power 
p r o j e c t s  i s  d i f f i c u l t  t o  a s s e s s .  The Power Au t h o r i t y  a p p e a r s  t o  have 
made good p r o g r e s s  in d e a l i n g  wi th  the  marke t i ng  i s s u e .  Severa l  
measures  have been taken t o  avo i d  t h e  r e c u r r e n c e  o f  t h e  Tyee  c o s t
e s c a l a t i o n  prob l em,  and a number o f  r e c e n t  b i d s  f o r  c o n s t r u c t i o n  o f  
t h e  T e r r o r  Lake arid Anchorage-Fai rbanks  p r o j e c t s  have been s u b s t a n t i a l l y  
l owe r  than e n g i n e e r i n g  e s t im a t e s .

In a d d i t i o n ,  th e  Au t h o r i t y  has p ropo sed  chang ing  i t s  p r o c e du r e s  t o  
r e q u i r e  power s a l e s  c o n t r a c t s  t o  be s i g ne d  b e f o r e  p r o j e c t  c o n s t r u c t i o n  
b e g i n s ,  and t h i s  was done f o r  the T e r r o r  Lake p r o j e c t .  In t h e  nas t  i t  
has been d i f f i c u l t  t o  o b t a i n  ( o n t r a c t s  be caus e  i t  was u n c e r t a i n  how much 
f und ing  would be p r o v i d ed  by the l e g i s l a t u r e ,  and t h e r e  i s  a na tura l
i n c e n t i v e  f o r  c ommuni t i e s  t o  lobby the  l e g i s l a t u r e  f o r  a d d i t i o n a l  funds  
t o  r educe  t h e i r  power r a t e s .  I t  may a l s o  be d i f f i c u l t  t o  o b t a i n  p r e ­
c o n s t r u c t i o n  power s a l e s  agreements  f o r  the  S us i tna  p r o j e c t  b e c au s e  o f  
t h e  l ong l ead  t im e  o f  t h e  p r o j e c t .

The chanc e s  o f  t h e  Tyee  power marke t i ng  prob l em o c c u r r i n g  w i t h  f u t u r e  
power p r o j e c t s  would be r educed  i f  t h e  l e g i s l a t u r e  made c e r t a i n  i t  
had sound e s t i m a t e s  o f  the  maximum a p p r o p r i a t i o n  n e c e s s a r y  f o r  power 
marke t i ng  purpo s e s  b e f o r e  app r o v i ng  c o n s t r u c t i o n  o f  a p r o j e c t ,  and 
commi t t ed  i t s e l f  t o  the  a p p r o p r i a t i o n  o f  t he  n e c e s s a r y  amount .  Any 
changes  in  the  r a t e  s t r u c t u r e  shou ld  a l s o  be made o n l y  a f t e r  d e t a i l e d
e v a l u a t i o n  o f  the- impact  on p r o j e c t  power r a t e s  and m a r k e t a b i 1 i t y .

★ * ★ * *

I hope t h i s  i n f o rma t i o n  i s  u s e f u l .  I f  you have any q u e s t i o n s  o r  would  
l i k e  a d d i t i o n a l  i n f o rm a t i o n ,  p l e a s e  d o n ' t  h e s i t a t e  t o  c a l l .

JK

At tachment
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Hr. Jack Kreinheder 
House Research Agency 
Pooch Y
Juneau, Alaska 99811

Subject: Tyee Hydroelectric Project-SuoMry o f Estimated Total Costs

Dear Jack:

As per ytvur request, fo llow ing 1s a b r ie f  suanary on the sequence o f 
events on the Tyee hydropower p ro ject p rim arily  re la tin g  to  cost- The 
summary o f Board actions was extracted /row our corporate winutes. Hast o f
the actions taken by the Board were based on advice frocn nyse lf and «y s ta f f .

• •

On December 19. 1979* the Alaska Power A uthority  submitted a revised 
app lica tion  to the Federal Cnerty Regulatory Ccwwisslon (FERC) fo r the 
construction o f the Tyee Hydro*'/ectrfc Project in  the v ic in ity  o f Wrangell 
and Petersburg, Alaska. Our engineers, R.W. Retberfond Associates/Later- 
national Engineering Cotapany (IEC0) estimated the to ta l cost o f the p ro ject a t 
th a t ti«e  a t $39,599,000 (1930$‘ s ) . With an allowance fo r  In f la t io n  and 
in te re s t during construction the estimated to ta l cap ita l investment a t th a t 
ti» e  came to  $53,333,000. *

In September I960. IECO submitted a revised cost estimate o f $50,976,000 
(August 1990$’ s ).

Early 1n 1981, the Power Authority retained EBASCO Services, In c ., to 
prepare an independent cost estimate. EBASCO subsequently estimated the to ta l 
p ro jec t cost a t $96.693.TOO (Kay 1 9 8 1 t's )._  Escalated to the *1dpov.;t of 
construction , th is  would repreie'nT'iTcompleted cost o f approximately $M0 
■111 ion. A fte r reviewing the EBASCO estimate, IEC0 conceded th a t I ts  pre­
vious estimates were low and I E C 0  raised Its  estimate to $8‘ , 0 6 9 , 0 0 0  (June 
1981$'s ). EBASCO refuted th is  revised estimate.

Procurement o f long-lead-tim e turbines began in  Ju ly  1981 in  a n t ic i­
pation o f a FEftC license- The Board o f D irectors was realigned by Statute 
in  the la t te r  part o f Ju ly 1981. The FERC Issued a license on August 5,
1981 and the award o f several additional procurement and one construction 
contract followed almost immediately therea fter.

IECO continued to **ake Monthly reports on tin. i jktus o f the p ro je c t, 
Including estimated to ta l p ro ject costs. I t  is  im fortant to  note th a t by 
the end o f  March 1982, IECO had Increased i t s  project estimate to $97>072,000,
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in clu d in g  e n g i n e e r i n g  c o s t s  p r i o r  t o  c o n s t r u c t i o n .  In the March, r e p o r t  t h e  overhead t r a n sm i s s i o n  l i n e  was e s t i t s a t ed  t o  c o s t  512 ,840 ,000  p l u s  a 
56 , 000 ,000  c o n t i n g e n c y .  L e s s  than two months l a t e r ,  d u r i n g  t h e  bid! o pen ing  
f o r  that  c o n t r a c t ,  IECO p r o v i d e d  an e n g i n e e r ' s  e s t im a t e  o F  $23,,280,887.00-* 
an e s t i t f ' t e  t ha t  i s  24 p e r c e n t  above any p r e v i o u s  e s t im a t e ,  i n c l u d i n g  c o n ­
t i n g e n c y  f un ds .  The a c t u a l  l ow b i d  was even h i gh er  at  524 ,901 ,466 .

Starting w ith the IECO estimate from the March 1982, re p o rt, R u s t in g  
fo r  the actual Tow hid on the transaission lin e , and adding the estimated 
cost for a proposed separate substation construction contract* the estimated 
to ta l pro ject cost was increased by IECO to 5110,133\OCX) (May 138?:). This 
did not include approximately 55 m illio n  fo r owner provided Insurance.
During the months that fo llowed, the to ta l p ro ject cost has decreased and 
increased* s l ig h t ly , as adjustments have been fo." actual bids on re la ­
t iv e ly  procurement contracts*.

In December 1982* and again in January 1983, senior s t a f f  o f  IECO and 
tECO’ s parent co«pany, Morrison Knudson (H-K), wet w ith representatives o f the 
Power A uthority  to discuss construction ranageracnt o f the p ro je c t, including 
to ta l p ro ject costs. The la te s t information from IECO is  th a t the to ta l pro­
je c t  cost w il l  not exceed $124.886,100. The Power Authority h&4; asked the 
parent company, H-K, to  completely review th is  estimate. A rep ttrt frtxa the 
K-X s ta f f  Is  anticipated the second week o f March 1983.

A suwary o f  Board actions, as extracted frow our corporate minutes, is 
as fo llow s:

Ocitober 4 , 1978 Board receives report on Tyee Project I n d i t i n g  th a t, 
according to the reconnaissance study by Robert W. Rttbefford Associates,
(RWft) the Project looks favorable and tha t Thoows Bay Poteer Coflrais'sion 
(TBPC) w i l l  soon enter Into contract w ith  RVR fo r  Federal Energy Regulatory 
Commission (FERC) work and th a t TBPC *ay reguest the Alaska Power A uthority 
to  take over the p ro je c t.

November 18. 1978 APA Board voted to oake $120,CXW loan to TBPC fo r  Tyee _
FERC work and th is  would supplement the $300,DOQ available  fro a  the Water------
Resources Revolving Loan Fund (WRRLF) in  Order to  cover the $475,000 co n trac t 
with RWR.

. June 21, 1579 Board makes a loan to 7&PC o f $60,000 fo r  Tyee P ro ject. TBPC 
and Representative E.J. Haugen request the APA take over Tyee. The Board 
directed s ta f f  to bring Information back a t next Board meeting fo r P roject 
take-over.

September 27s 1979 Tyee L e tte r o f  Understanding w ith TBPC adopted by Board.

November Z, 1979 Board authorized Executive Oi rector to  submit FERC license 
application . Also passed "stop-tbe-clock" reso lution  needed fo r  bonding.

February 7 , 1980 Board agreed to extend contract fo r  advanced Engineering
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an*1 D e s i gn  t o  IECO f a r  T y e e  but  i t  was l a t e r  d e c i d e d  w i t h  l e g a l  c o un c i l  t o  
s e ek  c o m p e t i t i v e  p r o p o s a l s .

A p r i l  18, 1980 Board s e l e c t s  IECO f o r  the E n g i n e e r i n g  and D e s i gn  froa. aimng 
t h r e e  p r o p o s a l s .

October 23, 1980 Board Inarmed ttot costs have increased from $39,000,000 
to 551,000,000 '/ECO explain to Board.

A p ril 20, 1981 Br •' ts  consultant panel as required by FERC.

May 14, 1981 Boat Bids fo r Turbines.

Ju ly  6, 1981 Board cor.^ .idered awarding contract fo r Steel Towers and Conductors 
but defers "notice to proceed" u n til a fte r opening o f major C iv il Contract 
so that the Board could get a better f ix  on the true cost o f  the Project.

August 18, 1981 FERC license has been received. Bids fo r  C iv il construction
were reviewed as were the economics o f the Project based 0^ new cost 
estimates. Notice-to-proceed was given on Tcvers and Conductors. The 
Board was informed that e x is ting  funds were in s u f f ic ie n t  and th a t in terim 
financing would be necessary. Board deferred action u n t i l  th t: next «eeting.

September 10, 1981 Board awards C iv il Narks contract to Southeast Harrison 
Western (SEHVf) a fte r  lengthy debate.

October.2, 1981 Boand infonaed on legal actions against Tyee construction 
contracts. Need fo r In terim  financing was discussed and indicated a 
proposal would be presented to the Board in  December, 1931. Risk Management's 
desire to  use "Wrap-up Insurance" on Tyee Project was: discussed end actions 
tha t would be taken to effectuate  such a program.

December 15, 1981 A Finance Plan was presented to  the Board. I t  was
recotwended tha t the Board appoint a subcommittee to review the f u s i b i l i t y  
o f the Tyee Project based on present knowledge o f the costs. Cowo-lssionerf 
Ward and Mueller and Dr. Weeden were appointed to the subcoenrittee. The 
Board moved tha t fin a l financing docu»ents-for financing be prepared. The 
economics o f  the Project was reviewed.

January 22, 1982 Senator Dankworth and Representative Hauren addressed the 
Board and recommended proceeding w ith in terim  fi"* -,c in g . Board authorized 
securing o f $50,000,000 in Interim  financing. “u awarded a cxmtract fo r 
Underwater Cables.

May 25, 1982 The Board awarded the Overhead Transmission l in e  contingent 
upon the Legislature not passing a piece o f le g is la tio n  th a t was being 
considered but that subsequently was not pa'sed. Thus on June 3, 1982 the 
Executive D irector informed the 8oard o f hi?, in te n t to  issue the award fo r 
Transmission Tower construction.
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October 22, 1|982 The Board awarded contract fo r Transfanners.

1 tru s t th is  iinlfora&ttiorv is  of is s ls tin c e  to pOu. I f  there is  any 
fu rth e r 1nfe,nnatior< you ne-s-d, please ca ll on we.

Sincerely.

■ 9. OLjJl
E ric P. Yould 
Executive d ire c to r

CC:
C. Conway 
Coow. 0- Lyon



APPENDIX A 1

Contract 
Encumbrance 
Number_____

CC082307

CC082304

SCHEDULE OF APA CONTRACTS WITH 
AND PAYMENTS TO BROKERS 

As of June 15, 1982

Description

Alaska Power Construction Program 
(APCOP) - Tyee Lake, Phase I

APA Contract Insurance Review

Contract
Amount

$1,790,000 

$ 40,000

Payments at 
06/15/32

$540,0002 

$ 20,000
I

1 To date, no provisions for Tyee Lake - Phases Il-III have been
appended to the APCOP contract.. These phases were bid net of insurance, 
but how and through whom APA will provide insurance has not been 
finalized.

2 Scheduled payments are: 

10/01/81
Less Premium Discount

08/01/82
02/01/83

$ 640,000
(100,000)

$ 540,000

580.000
570.000

$1.690.000
r*T-
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Loss Type

APPENDIX B

TYEE LAKE LOSSES AND PAYMENTS 
As of May 31, 1982

Estimated
Loss
Incurred

Workers' Compensation 

Property

$111,84620,000
$131.846

Loss
Payments

$33,108

- 0-

$33.108

xs
J

1 As of May 31, 1982, 14 Workers' Compensation claims had 
been submitted for adjustment. Largest estimated loss 
for a single claim was $25,000.
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J
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JAYS. HAMMOND. S3 YEN NOR

DEPARTMENT OF ADMINISTRATION
POUCH C
JUNEAU. ALASKA 99811OFFICE OF THE COMMISSIONER

August  2,  1982

Mr. G e r a l d  W i l k e r s o n ,  CPA 
L e g i s l a t i v e  Aud i t o r  
D i v i s i o n  o f  L e g i s l a t i v e  Aud i t  
L e g i s l a t i v e  Budget  and Aud i t  Commit tee  
Pouch vJ
Juneau,  AK. 99811

Re: Response  t o  a S pe c i a l  Rev iew o f  the  Alaska
Power Au t h o r i t y  Insurance  Programs Admi n i s t e r ed  
Through the Alaska Power Au t h o r i t y  and the  
Department  o f  Adm i n i s t r a t i o n ,  D i v i s i o n  o f  
Risk Management, Dated June 29,  1982

The d e c i s i o n  t o  recommend the  Wrap-up program t o  the  Alaska Power 
Au th o r i t y  (APA) was c omp l e t e l y  t h e  r e s p o n s i b i l i t y  o f  t h e  D i v i s i o n  o f  R i sk  
Management.  Wrap-up i n su ranc e  has been the  normal way t o  c o v e r  l a r g e  
c o n s t r u c t i o n  p r o j e c t s  f o r  the l a s t  3C y e a r s .  T h i s  i s  not  t o  imply  t h a t  
wrap-ups are  not  c o n t r o v e r s i a l  be canse  they  a r e .  T h i s  c o n t r o v e r s y ,  however ,  
does  no t  d e t e r  f rom the  c o s t  r . i T r c c i v e  na tur e  o f  wrap-ups.  Ther e  a r e  t h r e e  
v a l i d  r ea s ons  f o r  no t  c o n s i d e r i n g  wrap-up i nsurance :

1. The c o n s t r u c t i o n  p r o j e c t  i s  no t  l a r g e  enough (50 m i l l i o n  o r  
g r e a t e r ) ;

2.  The Ri sk Management Program o f  the  owner o r  c on t .  j c t o r  i s  not  
s o p h i s t i c a t e d  enough t o  a d e qua t e l y  c o o r d i n a t e  t he  r e q u i r e d  
s e r v i c e s .

3.  The p o l i t i c a l  c o n s i d e r a t i o n s  which have r e s u l t e d  in s e v e r a l  
s t a t e s  p a s s i n g  r e s t r i c t i v e  l e g i s l a t i o n  p r o h i b i t i n g  wrap-ups.

P r i o r  t o  recommend ng wrap-up t o  the  APA, mee t i ng s  were he l d  between Risk  
Management and the  D i v i s i o n  o f  In suranc e .  Even though wrap-ups a r e  a c c e p t a b l e  
in Al a ska ,  the  D i v i s i o n  c f  Insurance  i s  r e s p o n s i b l e  f o r  s e t t i n g  up g u i d e l i n e s  
and i f  r e q u i r e d ,  ad op t i n g  r e g u l a t i o n s .  A f t e r  r e v i ew i n g  t h e  g u i d e l i n e s  and 
d i s c u s s i n g  Ri sk Management' s program, the  D i v i s i o n  o f  I nsurance  d e c i d e d  t o  no t  
a dop .  r e g u l a t i o n s .  Most  o f  t h e  q u e s t i o n s  r e ga rd i ng  wrap-ups hod been answered

J2-B9LH
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s e v e r a l  y e a r s  ago when Alye ska  P i p e l i n e  Co.  was g i v en  approva l  t o  p r o v i d e  an 
owner wrap-up f o r  the  Taps C o n s t r u c t i o n .

B e f o r e  answer ing the  i n d i v i d u a l  r ecommendat i ons ,  we would l i k e  t o  make 
two o b s e r v a t i o n s :  F i r s t ,  the  a tmosphere  su r r ound ing  t h e  i n i t i a t i o n  o f  t h i s
a u d i t  was i n f l ammato ry  in t h a t  t h e r e  were a c o n s i d e r a b l e  number o f  r ancorous  
a c c u s a t i o n s  made a g a i n s t  the  D i v i s i o n  o f  Risk Management* APA and the  APCOP 
b r o k e r s .  We b e l i e v e  t h a t  the  a u d i t o r s  were a b l e  t o  c u t  through the  p e r i p h e r y  
i s s u e s  and produce  a p r o f e s s i o n a l  r e p o r t  which i s  n o t a b l e  f o r  i t s  o b j e c t i v i t y .

Second ,  many o f  t h e  l e g a l  i s s u e s  on c l o s e r  e x amina t i on  d i d  no t  have 
su b s t an c e .  In o r d e r  t o  c o m p l e t e l y  c o u n t e r a c t  the  q u e s t i o n s ,  we had l e ga l  
r e s e a r c h  done on s e v e r a l  o f  t h e s e  l e g a l  q u e s t i o n s  and t h ey  were no t  f ound t o  
be m e r i t o r i o u s .

The c o n c l u s i o n  t ha t  t h e r e  were  no i m p r o p r i e t i e s  a r e  c o nc u r r ed  w i t h .  The 
d e c i s i o n  t o  us e  the  S t a t e ' s  r e c e n t l y  a p p o i n t ed  b r ok e r s  f o r  th e  f i r s t  wrap-up 
program i s  j u s t i f i e d  f rom a Risk Management s t a n d p o i n t  and t h e  b r o ke r s  who 
p a r t i c i p a t e d  in the  RFP unde r s t o od  i t  t o  be f o r  Ri sk Management s e r v i c e s  o v e r  
a t h r e e  t o  f i v e  y e a r  p e r i o d .

The $40,000 c o n t r a c t  r e v i ew  program has r e c e i v e d  more p u b l i c i t y  than i t  
wa rr an t s .  Th i s  c o n t r a c t  r e v i ew  had two f a c e t s :  1. To d e t e rm i ne  what e x i s t i n g
l i a b i l i t i e s  were o u t s t a n d i n g ,  and t o  p r o v i d e  c o v e r a g e  i f  needed .  S i n ce  t h e  
S t a t e ' s  b roke r s  were r e s p o n s i b l e  f o r  p r o v i d i n g  the  c o v e r a g e  ex commi s s i on ,  
t h e r e  was no l o g i c a l  way t o  s e l e c t  a no th e r  c o n t r a c t o r .  A l s o ,  t h e r e  was a 
s e ns e  o f  urgency  due t o  t he  pending a c q u i s i t i o n  o f  the  Solomon Gu l ch  and Swan 
Lake p r o j e c t s  and the  need t o  become immed i a t e l y  i n v o l v e d  in the  c o n t r a c t  
n e g o t i a t i o n s  between the  APA and the  p r o j e c t  a t t o r n e y s .

Recommendat ions

1. The D i v i s i o n s  o f  Ri sk Management,  I n sur anc e ,  and Workers '  Compensa t i on  
shou l d  d i s c u s s ,  in a f ormal  s e t t i n g  i f  n e c e s s a r y ,  the Workers '  
Compensat i on  and o t h e r  i n su ranc e  q u e s t i o n s  t h a t  have been r a i s e d .  Us ing  
a S ta t e- funded  l o s s  r e s e r v e  f o r  non-Sto t e  emp l oye e s  i s  c l e a r l y  a d i v i s i v e  
and un r e s o l v e d  i s s u e .  I t  i s  incumbent  on t h e s e  a g e n c i e s  t o  c l ? r i f y  what  
i s  a v e r y  g ray  a r e a .

Agreed .  A t t a ched  i s  a memo (Appendix I) which has been s e n t  t o  both the  
D i v i s i o n  o f  I nsurance  and the  Workers '  Compensa t i on  Board which shou l d  
r e s o l v e  the  prob l em.  I f  n o t ,  we are  p repared  t o  meet  w i th  a p p r o p r i a t e  
per sonne l  t o  answer any q u e s t i o n s .

2.  APA and Ri sk Management shou l d  mon i t o r  and e v a l u a t e  t he  Tye e  Lake wrap-up 
program in o r d e r  t ha t  some c ompar a t i v e  da ta  be a v a i l a b l e  f o r  f u t u r e
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p r o j e c t s .  T h i s  would e n t a i l  a u d i t s  and a c t u a r i a l  r e v i ew s  oT payments and 
l o s s  r e s e r v e s ,  as w e l l  as an i n d ep e nd en t  e v a l u a t i o n  o f  owner v s .  
c o n t r a c t o r  p r o v i d e d  i n su ranc e .

Agreed .  T h i s  recommendat i on i s  an e x c e l l e n t  one and one in which Risk  
Management i s  q u i t e  i n t e r e s t e d  in p ur s u i ng .  We b e l i e v e  t h a t  the Tyee  
Program w i l l  p r o v e  l o  i«e e x t r e me l y  c o s t  e f f e c t i v e  and w i l l  a l s o  have a 
c o n s i d e r a b l y  b e t t e r  s a f e t y  r e c o r d  than s i m i l a r  p r o j e c t s  o f  t h i s  t y p e .  In 
a d d i t i o n ,  we b e l i e v e  t h a t  we a r e  u s i ng  a maximum o f  Alaska Risk  
Management c o n t r a c t o r s  on the  Program and t h a t  we are  making i t  a v a i l a b l e  
f o r  the  sm a l l e r  Alaska c o n t r a c t o r  t o  p a r t i c i p a t e  by f u r n i s h i n g  raw 
c o v e r a g e  i n s u r an c e  t h a t  t h e  sm a l l e r  c o n t r a c t o r  might, no t  be a b l e  t o  
pur chase  on i t s  own. See Appendix I I  and I I I  f o r  a l l o c a t i o n  o f  c o s t s .

3 .  APA shou l d  d e c i d e  whether  o r  no t  t o  u t i l i z e  owner p r o v i d e d  i n surance  f a r  
enough in advance  t o  i n c o r p o r a t e  t h i s  ' n t o  t he  c o n t r a c t o r  RFP. For  
exampl e ,  c o n t r a c t o r s  c ou l d  submi t  b i d s  w i th  i n s u ran c e ,  w i tho u t  i n s u r an c e ,  
o r  both w i th  and w i t h o u t  i n su ranc e  and then be measured a g a i n s t  some 
pre-de t e rmined  c r i t e r i a .

In a d d i t i o n ,  s u f f i c i e n t  t ime  shou l d  he a l l owe d  t o  go through a b roke r  
s e l e c t i o n  p r o c e s s  on c o n s t r u c t i o n  p r o j e c t s  where APA o p t s  f o r  owner 
p r o v i d e d  i n s u ran c e .

Agreed .  R i s k  Management was l i m i t e d  by t h e  d e c i s i o n  p r o c e s s  t ha t  the  APA 
and i t s  board o f  d i r e c t o r s  were o p e r a t i n g  under .  There i s  no q u e s t i o n  
but  t h a t  the  i n s u r an c e  l anguage shou l d  be i n c o r p o r a t e d  p r i o r  t o  the b i d s  
be i ng  put  o u t .  In a d d i t i o n ,  we would recommend t h a t  a l l  i n s uranc e  
s p e c i f i c a t i o n s  i n c l u d e  the owner wrap-up l anguage  and t h a t  a f t e r  th e  b i d  
i s  l e t  t h a t  the  c o n t r a c t o r ' s  f i r m  be g i v e n  the  o p t i o n  o f  p ro p o s i ng  i t s  
p r i c e  t o  w r i t e  the  c o v e r a g e .  In t h i s  way a d i r e c t  c ompar i s on  o f  
advant age s  o f  owner o r  c o n t r a c t o r  wrap-up c ou l d  be made and a d e c i s i o n  
made a t  t h a t  t ime .

4.  APA and Ri sk Management shou l d  c l a r i f y  t h e i r  r e s p e c t i v e  r e s p o n s i b i l i t i e s  
o v e r  APA p r o j e c t s ,  whe ther  under c o n s t r u c t i o n  o r  c omp l e t e d .  In December,  
19ti l, the  two a g e n c i e s  s i gn e d  a memorandum o f  unde r s t and i ng  o u t l i n i n g  the  
r o l e  each p l a y e d  in p r o v i d i n g  r i s k  management s e r v i c e s  f o r  APA. However,  
t h i s  "unde r s t and ing"  has become somewhat s t r a i n e d .  Fo r  example ,  b roker s  
have been g i v e n  c o n f l i c t i n g  s i g n a l s  o v e r  c e r t a i n  c o v e r a g e s ,  and APA i s  
even c o n s i d e r i n g  emp l oy i ng  i t s  own r i s k  manager.

We would hope t ha t  APA's d e c i s i o n  w i l l  be based on e c onomi c s  and need,  
and w i l l  c o n s i d e r  a l l  t h o s e  i s s u e s  inhere ; . t  t o  wrap-up r e g a r d l e s s  o f  who
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a dm i n i s t e r s  i t .  In any e v e n t ,  u n t i l  and un l e s s  APA e s t a b l i s h e s  i t s  own 
r i s k  management program, the  e x i s t i n g  memorandum o f  unde r s t an d i ng  should  
be f o l l o w e d  t o  ensur e  c omprehens i v e  and c o n t i nu ou s  c o v e r a g e  on APA 
p r o j e c t s .

Agreed .  There  have been mee t i ng s  wi th  t h e  APA and Ri sk , ;nagement s i n c e  
t h t  p r e s s u r e  o f  t he  l e g i s l a t i v e  a c t i v i t y  has been r educ e  The r e s u l t  o f  
the  l a s t  mee t i ng  was t h a t  Ri sk Management would t ake  o v e r  t h e  a dm in i s ­
t r a t i o n  o f  the  c o n t r a c t  between the  APA and t h e  APCOP b r o k e r s .  In t h i s  
way the  APA would no t  be r e s p o n s i b l e  f o r  u nd er s t an d i ng  and a dm i n i s t e r i n g  
a Ri sk Management Program but  i n s t e a d ,  w i l l  pas s  t h i s  r e s p o n s i b i l i t y  t o  
Ri sk Management pending any d e c i s i o n  t o  s e t  up t h e i r  own program.  In 
t h i s  r ega rd  t h e r e  i s  p r e s e n t l y  a Reque s t  f o r  Proposa l  (RFP) f o r  a Ri sk  
Management c o n s u l t a n t  t o  s tudy  the  v/hole wrap-up i n s u ran c e  q u e s t i o n  f o r  
t h e  APA.

Al though i t  i s  d i f f i c u l t  t o  q u a n t i f y  th e  e x a c t  s a v i n g s  t o  th e  S t a t e ,  a 
Federa l  government  s tudy  has v e r i f i e d  s a v i n g s  o f  30-40 p e r c e n t  o f  
c o nv e n t i o n a l  i nsu rance  c o s t s .  Th i s  r e l a t e s  t o  two p e r c e n t  o f  
c o n s t r u c t i o n  c o s t s .  In a d d i t i o n ,  s i n c e  the  S t a t e  h o l d s  on t o  t h e  l o s s  
r e s e r v e s ,  an a d d i t i o n a l  one per  c e n t  o f  c o s t s  i s  r e a l i z e d  through  
i n v e s tmen t  e a r n i n g s .  I f  the  p r e s e n t  c o n s t r u c t i o n  s c h e du l e  o f  the  APA i s  
r e a l i z e d ,  t h e  s a v i ng s  would amount t o  $192,600,U00.

I t  i s  impor t an t  t h a t  th e  c o n t r o v e r s y  su r r ound ing  t h i s  program n o t  o b s c u r e  
t h e  p o t e n t i a l  s a v i n g s  t o  the  S t a t e ,  which would be l o s t  i f  t h e  program 
were t e rm i na t ed .

S i n c e r e l y

i
Commi s s i oner

CB/JH/jbh
3/0802-02/RM2
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MEMORANDUM State of Alaska

T0; Ms. Jackie McClintock 
Director
Division of Workers' Coirpensation 
Department of Labor

TELEPHONE NO:

FILE NO:

DATE: August 2, 1982

465-2180

SUBJECT: Tyee Lake Wrap-up 
Program InsuranceDirector

Division of Risk Management 
Department of Administration

There have been several questions raised as to the details of the 
Workers' Compensation Insurance for the Tyee Lake Wrap-up Program.
There are many ways in which large accounts structure their workers' 
compensation programs and some are more controversial than others.

Due to the unusual level of interest in this program, it was Risk 
Management's decision with the concurrence of Marsh and McLennan and 
Pacific Marine Insurance Company to provide one of the conventional 
forms of coverage.

Consequently, we have negotiated a Retrospective Rating Plan "D" 
ccmbined Workers' Compensation and General Liability. This is an 
incurred loss retro program which puts it in the m? nstream of insurance 
programs.

JH/je
5/0802-06/RM1

02 -0 0 1A (R o v .10 /79 )
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APPENDIX I I  
TYEE PREMIUM ALLOCATION

TOTALS I - Tunnel  & Powerhouse = $1,690,000
I I  - Surnar ine  C a b l e  = 598,000

I I I  - T r ansm i s s i on  L in e  = 1,496,602
TOTAL $3,784,602

PHASE I - Powerhouse & Tunnel C o n t r a c t  - $1,690,000 - T o t a l  Premium

1. Genera l  L i a b i l i t y  & Workers '  Compensa t i on  - 2 y r s  = 974,000

2. In land & Mar ine Cargo = 303,000

3. Non-owned A v i a t i o n  = 61,000

4. C . O . C .  - Bu i l d e r s  R i sk = 181,000

5. E x c e s s  I n surance  = 171,000
$1,690,000"

PHASE II - Submarine Cab l e  C o n t r a c t  - $598,000 - T o t a l  Premium_______

1. Genera l  L i a b i l i t y  & Workers'  Compensa t i on  = 179,400

2. Non-owned A v i a t i o n s  = 32,500

3. C . O . C .  - B u i l d e r s  R i sk = 29,900

4.  E xce s s  I nsuranc e  = 63,980

5. Mar ine In suranc e  = 292,220
'$ 598,000

PHASE I I I  - T r an sm i s s i on  L ine  C o n t r a c t  - $1,496,602 - T o t a l  Premium

1. Genera l  L i a b i l i t y  & Workers'  Compensat i on  = 1,174,327

2. C . O . C .  - Bu i l d e r s  R i sk = 162,100

3. Ex c e s s  In suranc e  11 160,130
$1,496,602“



APPENDIX I I I  
TYEE WRAP-UP BUDGET 

August  22,  1982

I

PHASE

TOTAL

I
I I

I I I

1 ,690,000
598,000

1 . 496 . 602

3 . 784 . 602

PREMIUM

RETENTION 
ADMIN. EXP.
BROKER FEE
EXTRAORDINARY TRAVEL/LEGAL
SAFETY
CLAIMS ADJ
ATTORNEYS
CONTINGENCY
PRESS RELEASE
INSURANCE LIASON
CPA/ACTUARIAL
CLAIMS MANAGEMENT

TOTAL

1 . 242 . 000

1 . 894 . 000  
82,000

119,000
40 .000
78 .000
60 .000
15.000 

207,602
5,000

20.000 
10,000

 12 ,0 00

3,784 ,602

I

I

3/0802-02/RM2

I 
I
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ALASKA POWER AUTHORITY
334 WEST 5th AVENUE ■ ANCHORAGE, ALASKA 99501 Phone: (907) 277-7641 

(907) 276-0001

Mr. Ge ra l d  W i l k e r s on ,  CPA 
Budget and Audi t  Commit tee  
L e g i s l a t i v e  Aud i t o r  
D i v i s i o n  o f  L e g i s l a t i v e  Auc : t 
Pouch W
S t a t e  O f f i c e  Bu i l d i n g  
Juneau,  Alaska 99811

Sub j e c t :  Response  t o  P r e l im i na ry  Audi t  Repor t
Alaska Power Au t h o r i t y  In suranc e  Programs

Dear Mr. Wi l ke r s on :

At tached i s  our r e sponse  o t he  P r e l im i n a r y  Audi t  o f  
June 29, 1532. Mr. Conway r e q j e s t e d  t ha t  I r e spond t o  you d i ­
r e c t l y .  The Alaska Power Au t ho r i t y  has e x p r e s s e d  i t s  agreement  
wi th  each o f  the Audi t  Repor t  Recommendat i ons and has i n i t i a t e d  
a c t i o n  t o  implement the recommendat i ons .

The Power Au tho r i t y  i s  c u r r e n t l y  s e l e c t i n g  an I nsurance  Con ­
s u l t a n t  t o  p r o v i d e  p r o f e s s i o n a l  s e r v i c e s  on i n su ranc e  ma t t e r s .  
This a c t i o n  w i l l  i n c r e a s e  our e x p e r t i s e  and management o f  i n s u r ­
ance r e l a t e d  i s s u e s  and t h e r eb y  m i t i g a t e  the  a d m i n i s t r a t i v e  
conce rns  addr e s s ed  in t h e  L e g i s l a t i v e  a u d i t .

S i n c e r e l y ,

E r i c  P. Yould 
E x e c u t i v e  D i r e c t o r

At tachment :  as s t a t e d



ALASKA POWER AUTHORITY

RECOMMENDATION ONE:

1.  The D i v i s i o n s  o f  Ri sk Management, I n sur anc e ,  and Workers '  
Compensat i on should  d i s c u s s ,  in a formal s e t t i n g  i f  
n e c e s s a r y ,  the  Workers'  Compensat i on and o th e r  i nsu rance  
q u e s t i o n s  tha t  have been r a i s e d .  Us ing a S t a t e- funded  l o s s  
r e s e r v e  fo>' non-State  employees  i s  c l e a r l y  a d i v i s i v e  and 
un r e s o l v e d  i s s u e ,  i t  i s  incumbent on t h e s e  a g e n c i e s  what i s  
a ve ry  g ray  a r e a .

POWER AUTHORITY RESPONSE:

Th i s  recommendat ion i s  not addr e s s ed  t o  the Alaska Power 
A u th o r i t y .

RECOMMENDATION TWO:

2. Power Au t h o r i t y  and Risk Management should  mon i t o r  and 
e v a l u a t e  the T y e ^  Lake wrap-up program in o rd e r  tha t  some 
c ompar a t i v e  data be a v a i l a b l e  f o r  f u t u r e  p r o j e c t s .  Th i s  
would e n t a i l  a u d i t s  and a c t u r i a l  r ev i ews  o f  payments and 
l o s s  r e s e r v e s ,  as we l l  as an i ndependen t  e v a l u a t i o n  o f  owner 
v s .  c o n t r a c t o r  p r o v i d ed  i n su ranc e .

POWER AUTHORITY RESPONSE:

The f i r s t  part  o f  t h i s  recommendat ion ad dr e s s e s  the mon i t o r ­
ing and e v a l u a t i o n  o f  t h e  Tyee  Lake wrap-up program and r e f e r s  t o  
an a ud i t  program.  The Power Au t h o r i t y  agrees  tha t  t h i s  i s  a n e c ­
e s s a r y  and b e n e f i c i a l  a c t i o n  s i n c e  t h e  Tyee wrap-up program i s  
t h e  Power A u t h o r i t y ' s  f i r s t  owner ' s  p r o v i d ed  i n su rance  program.

In o rde r  t o  implement t h i s  recommendat i on,  the  Power 
Au th o r i t y  has i s su e d  an RFP f o r  an Insurance  C o n s u l t a n t .  An 
e v a l u a t i o n  o f  the Tyee  wrap-up w i l l  be a pr imary task o f  the 
C o n s u l t a n t .

The Insuranc e  C on su l t an t  w i l l ,  i f  a p p r o p r i a t e ,  d e f i n e  an 
aud i t  s c ope  and f o l l o w  through wi th an a ud i t  program.

S ec ond l y ,  the Power Au t h o r i t y  I nsurance  C o n s u l t a n t  w i l l  
conduc t  an independent  e v a l u a t i o n  o f  owner v s .  c o n t r a c t o r  
p r o v i d ed  i n su ranc e .

RECOMMENDATION THREE:

3. Power Au t h o r i t y  should  d e c i d e  whether or not t o  u t i l i z e  
owner p r o v i d ed  i n su rance  f a r  enough in advance t o  
i n c o r p o r a t e  t h i s  i n t o  t lie c o n t r a c t o r  RFP. For example .
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c o n t r a c t o r s  c ou l d  submi t  b i d s  wi th i n su r an c e ,  w i thou t  
i n s u r an c e ,  or  both wi th and w i t ho u t  i n su ranc e  and then be 
measured a g a i n s t  some p re-de t ermined  c r i t e r i a .

In a d d i t i o n ,  s u f f i c i e n t  t ime  shou l d  be a l l owed  t o  go through  
a broker  s e l e c t i o n  p r o c e s s  on c o n s t r u c t i o n  p r o j e c t s  where 
Power Au t h o r i t y  o p t s  f o r  owner p r o v i d e d  i n su ranc e .

POWER AUTHORITY RESPONS

Power Au t h o r i t y  a g r e e s  t ha t  shou l d  the  r e v i ew o f  the  
I n sur anc e  C on s u l t a n t  i n d i c a t e  . that owner-prov ided  i n su ranc e  i s  
c o s t  e f f e c t i v e  and in the  b e s t  i n t e r e s t  o f  the Power Au t h o r i t y  
and p r o v i d e d  t ha t  t h e  Power Au t h o r i t y  s t a f f  concur  wi th t h e  
C o n s u l t a n t ' s  o p i n i o n ,  any owner-prov ided i nsurance  programs w i l l  
be i n c o r p o r a t e d  in the c o n t r a c t  i s s uan c e  p r o c e s s .

Power Au t h o r i t y  w i l l  t ake  s t e p s  t o  i n s u r e  tha t  s u f f i c i e n t  
t ime  i s  a l l owed  t o  p r o p e r l y  s e l e c t  a q u a l i f i e d  broker .

RECOMMENDATION FOUR:

4.  Power Au t h o r i t y  and Risk Management shou l d  c l a r i f y  t h e i r  
r e s p e c t i v e  r e s p o n s i b i l i t i e s  o v e r  Power Au t ho r i t y  p r o j e c t s ,  
whether  under c o n s t r u c t i o n  or c omp l e t ed .  In December,  1981, 
the two a g e n c i e s  s i gn e d  a memorandum o f  unde r s t and i ng  
o u t l i n i n g  the  r o l e  each p l ayed  in p r o v i d i n g  r i sk  management 
s e r v i c e s  f o r  Power Au t h o r i t y .  However,  t h i s  "unde r s tand ing"  
has become somewhat s t r a i n e d .  For example ,  b r oke r s  have 
been g i v en  c o n f l i c t i n g  s i g n a l s  o ve r  c e r t a i n  c o v e r a g e s ,  and 
Power Au t h o r i t y  i s  even c o n s i d e r i n g  emp l oy i ng  i t s  own r i sk  
manager.

We would hope t ha t  Power Au t h o r i t y ' s  d e c i s i o n  w i l l  be based 
on economic s  and need,  and w i l l  c o n s i d e r  a l l  t ho s e  i s s u e s  
i nher en t  t o  wrap-up r e g a r d l e s s  o f  who a dm in i s t e r s  i t .  In 
any e v en t ,  u n t i l  and un l e s s  Power Au t h o r i t y  e s t a b l i s h e s  i t s  
own r i s k  management program, the  e x i s t i n g  memorandum o f  
unde r s t and i ng  shou l d  be f o l l ow e d  to ensur e  c omprehens i v e  and 
con t i nuous  c v e r ag e  on Power Au t h o r i t y  p r o j e c t s .

POWER AUTHORITY RESPONSE:

The Power Au th o r i t y  a gr e e s  wi th t h i s  recommendat ion and as 
such the Power Au t h o r i t y  and the D i v i s i o n  o f  Ri sk Management have 
mutua l l y  agreed  t ha t  the  day-to-day a dm i n i s t r a t i o n  and mon i t o r i ng  
o f  Ty e e  "wrap-up" i n su ranc e  program shou l d  be the r e s p o n s i b i l i t y  
o f  Risk Management.  The Power Au t h o r i t y  Tyee  i n suranc e  c o n t r a c t s  
are  in the p r o c e s s  o f  be i ng  assumed by Ri sk Management.  The 
Power Au t h o r i t y  b e l i e v e s  t ha t  the e x i s t i n g  memorandum o f  
unde r s t and i ng  has been c l a r i f i e d  f o r  both p a r t i e s .

J3
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The Power A u t h o r i t y  w i l l  approve  i n s u r an c e  premium payments  
p r i o r  t o  Risk Management making payment .  Payment w i l l  be made on 
t h e  b a s i s  o f  i n su ranc e  premium i n v o i c e d  c o s t  and in a c c o rdance  
wi th  the  terms s p e c i f i e d  by t h e  Power A u t h o r i t y ' s  t r a n sm i t t e d  
RSA.

The e x i s t i n g  memorandum c f  unde r s t and i ng  a p p l i e s  on l y  t o  the  
Tyee  "wrap-up" i n su ranc e  program.  The Power Au th o r i t y  w i l l  r e l y  
on the a d v i s e  o f  i t s  I nsuranc e  C o n s u l t a n t  in e v a l u a t i n g  f u t u r e  
p r o j e c t  i n su rance  r eq u i r emen t s ,



^ ^ ^ A u d ^  Control Number 
#irr.^)2-4l33-83-S - ,

/
)  AUDIT DIVISION 

j  POUCH VV 
/ JUNEAU. ALASKA 99811

THE LEGISLATURE /i
BUDGET AND AUDIT COMMITTEE j

t

January 11, 1933

/

Members of the
Legislative Budget and Audit Committee:

Re: Alaska Power Authority "V7rap-Up" Insurance on Tyee Lake

On June 29, 1982, we completed a review of Alaska Power Au­
thority (APA) insurance programs administered through APA 
and the Department of Administration, Division of Risk Man­
agement (RM) . In follow-up to that review we were requested 
by the Legislative Budget and Audit Committee to obtain or 
develop an estimate of the costs that would be incurred if 
the State cancelled its current brokerage contract and "wrap 
up" insurance program on the Tyee Lake hydroelectric project 
This letter constitutes our response.

Cost Estimate Developed By Div? jion of 
Risk Management, Brokers

At our request, the brokers currently administering the Tyee 
Lake insurance program (Marsh & McLennon, Inc.) and the Di­
vision of Risk Management developed a cost estimate cf can­
celling the Tyee Lake wrap-up insurance program new in place 
They estimate that cancelling the program approximately half 
way through the project would cost the State an additional 
$2.25 million over the $3.82 million currently projected for 
insurance costs. This is illustrated in the following 
schedule:



COST ESTIMATE - CANCELLATION OF
CURRENT TYEE LAKE INSURANCE PROGRAM

Full Tei*m Cancelled
Wrap-Up Wrap-Up
(in millions) (in millions)

v\rap-up costs already incurred
or projected (Note 1) $3.82 $ 1.91

10% "short note" penalty
(Note 2) -0- .38

Non-controlled program costs
(Note 3) -0- 3.38

Gross costs excluding invest­
ment income $3.82 5.67

(3.82)

Excess of Cancelled Wrap-Up
over Full Term Wrap-Up 1.85

Add: Unrealized investment 
income (Note A) .A0

Total excess cost of cancel-
ling Wrap-Up insurance on
Tyee Lake $ 2.25

Note 1

Insurance program costs calculated at A.25% of total project 
cost. Using estimated project cost of $90 million, projected 
wrap-up cost = $90 million X A.25% or $3.82 million. Since 
project approximately 50% complete, wrap-up cost already 
incurred = $3.82 million X 50% or $1.91 million.

Note 2

Penalty for early cancellation, calculated at ]'J% of 
full-term wrap-up cost.

Note 3

RI1 and brokers originally estimated that a contractor or 
"non-control Led'1' insurance program would have run 6.25% of 
total project cost (2% higher than A.25% applied under 
wrap-up program). In addition, they estimate that contrac­
tors and underwriters would increase this rate by an addi­
tional 20% (6.25% X 20% = 1.25%) surcharge for mid-term re­
placement. It is their estimate, then, that "non-control- 
led" insurance costs for the remainder of the project would 
be applied at a rate of 7.5% (6.25% + 1.25%). This rate 
applied to remaining project costs of $A5 million = $3.38 
million.

S T A T E  or A L A S K A D IV I S IO N  O F  L E G I S L A T I V E  A U D I T



”ote A

Assuming approximately 12% rate of return over the remaining 
life of the project.

Comments »n Cost Estimate

The Division of Risk Management and Marsh & McLennon, Inc. 
acknowledge that the above cost estimate is very rough, but 
state that it is, if anything, too low. They point out, for 
example, that the State would be in a poor bargaining posi­
tion to force co- cractors and their underwriters to be cost- 
effective in developing alternative insurance programs. The 
State has already agreed to provide insurance; it cannot now 
dictate that the contractors provide thei'.r own insurance and 
that they do so on the State's terms.

On the other hand, the independent consultant hired by APA 
to review, among other tilings, the insurance program for 
Tyee Lake believes the RM/Marsh & McLennon, Inc. cost esti­
mate for cancelling the current insurance program to be too 
high. In particular, he cites the 7.5% rate estimate for a 
"non-controlled" program (see Note 3) as being inflated, 
particularly since no survey was made of contractors and 
their underwriters to get their input. He does not believe, 
however, that the current Tyee Lake insurance program should 
be cancelled, and agrees that if the program were cancelled 
the State would ultimately incur higher costs.

The APA had no comments on the cost estimate per se, but 
expressed its concern that no additional cost be incurred on 
Tyee Lake since this would in turn result in increased elec­
tricity rates for consumers.

Summary and Auditor's Comments

The cost estimate prepared by the Division of Risk Manage­
ment and Marsh A McLennon, Inc. is presented here because vt 
is the best information readily available to us. As noted 
above, some of the factor.s used in this estimate are very 
subjective and the actual costs of cancelling the current 
wrap-up insurance program in place for Tyee Lake could vary 
considerably from the quoted $2.25 million. There does ap­
pear to be a general agreement, however, that cancellation 
would result in increased costs and would therefore not be 
in the best economic interests of the State. We concur with 
this assessment.

Sincerely,

Cerald L. Wilkerson, CPA 
Legislative Auditor 
Division of Legislative Audit

S T A T E  O F  A L A S K A  D I V I S IO N  O F  L E G I S L A T I V E  A U D I T





ALASKA POWER AUTHORITY
334 WEST 5th AVENUE • ANCHORAGE. ALASKA 99501 Phone: (907) 277-7641 

(907) 276-0001

February  15, 1983

Honorabl e  Ri chard  I .  E l i a s o n
Sena t o r
S t a t e  C a p i t o l
Pouch V
Juneau,  Alaska 99811 

Dear Sena t o r  E l i a s o n :

Per y o u r  r e q u e s t ,  I am e n c l o s i n g  a d r a f t  copy  o f  a p r e l im i n a r y  
r e po r t  on Tyee P r o j e c t  Wrap Up In suranc e  Program by our  Risk Management 
Con s u l t a n t ,  Mr. Dan McCar thy .  We had a meet ing wi th the  S t a t e  Risk 
Manager,  Mr. John Haywood and the  S t a t e ' s  Broker ,  Mr. Dave C a r l s o n  to  
r eq ue s t  a d d i t i o n a l  i n f o rma t i o n .  S i n c e  t h i s  mee t i ng ,  we have not  as 
y e t ,  r e c e i v e d  any a d d i t i o n a l  i n f o rma t i on  and, t h e r e f o r e  canno t  c omp l e t e  
our r e p o r t .

A l s o ,  e n c l o s e d  i s  a s h o r t  r e p o r t  on the  pros  and cons o f  i nsurance  
in g e n e r a l .  I s p e c i f i c a l l y  r e q ue s t ed  our  r i s k  manager c o n s u l t a n t  t o  be 
as b r i e f  as p o s s i b l e .

S i n c e r e l y ,

'Raymond J. B e n r ^ J i ^  
D i r e c t o r  o f  F inance

Enc l o su r e s :  as s t a t e d  

RJC/1a

cc :  Commiss i oner  Dick Lyon



ALASKA POWER AOTHORnY

Report the Wrap-up Insurance. Program for the Tyee Lake Project. 

(Item 3 of Assignment II)

This report will analyze the various components of this Wrap-up 
Insurazce Program and attempt to comment on its value in terms 

of its components and in financial terms.

A  separate comment regarding cancellation of the Program will 
be made, as well as a suggested audit system.

The components include:

1.- Analysis of the various Pac Mar insurance policies.

2.- Analysis of the "rating" plans for Workers' Compensation 

and General Liability.

3.- Comment on the various contracts with the broker, the 
carrier and related fees.

4.- Comment on the system of separate service contracts for 
safety, loss sporting and claims handling and claims 
supervision.

5.- Comment on the selection of carrier and its reinsurance 
for this project; comment on the choice of Pac Mar as the 
carrier, dealing primarily with the class of business in 
which it is engaged, its domicile and the services rendered 

the Project.

G eneral Comment:

The contract with Scott Wetzel Services for safety engineering and 
loss reporting and the contract with Shepard & Associates for 
claims supervision of loss adjusting by Pac War have now been made 
available. Let me hasten to add that I had not specifically re­
quested these, believing they would be made available along with 
the other materials specifically requested to aid in this effort.

Also, not available at this time is the specific request of Pac Mar 
for the contractor payroll reporting system and the periodic 
calculations of contractor and over-all lost ratios. Copies of 
several invoices were provided. (These are forthcoming per Dave 
Carlson's letter of December 1 G , 1982, but not yet received).



As I understand matters, the genesis of this wrap-up program 
is the agreement between State Risk Management and the Alaska 
Power Authority.

Risk Management in turn arranged for broker services employing 
the joint venture of Marsh & McLennand and Corroon & Black / 
Dawson, in a contract between the joint venture and the Alaska 
Power Authority, contract number CC08-2307.

These brokers were engaged in the premise that Star.e Risk 
Management had recently undergone a "broker selection process" 
resulting in the selection of these brokers, not only for other 
State insurance matters, but also for the Tyee Project Wrap-up 
Program.

The jc dopted the acronym (APCOP) meaning Alaska
Power Construction Program.



Analysis of Worker's Compensation Insurance Policies 
(W/C). Issued by Pacific Marine Insurance Company 
of Alaska

Separate Standard W/C Policies have been issued to 
each contractor and subcontractor performing work at 
the site and contracted all necessary extensions of 
coverage including "offshore" exposures and a three year 
Retrospective Rating Plan "D". (This will be discussed 
under item-2, following.)

Four W/C Policies have been provided for review as 
representive of all such policies issued. These are:

Harrison Western Corporation/Southeast 
Drilling Co.

Mitsui and Co. (U.S.A.), Inc. and D.W. Close 
Company, Inc.

Power City Construction, Inc. & Power Constructors,
Inc., Power Two.

Alaska Power Authority. This policy was subsequently 
cancelled "flat",'ie without a premium charge.

At this time there were 21 W/C Policies issued, with 17 
remaining in force. Each policy is numbered sequentially.

In addition to the policy written for APA, one other 
was cancelled "flat" for an unknown reason. Two 
policies were written for a "short term", ie to comple­
tion of the contractor's work.

All policies appropriately provide for each insured's 
own appropriate work classifications and experience 
rating modification to be used in premium calculations. 
Final, total premium for insured is based upon audited 
payroll for this project.

The three policies received for review provide statutory 
W/C limits and a $100,000 limit for Employer's Liability. 
The Maritime limit provided is $.'500,000.



Item 1 - (Continued)

Depending upon each insured's operations/exposures, 
these limits may be inadequate. It is possible that 
the Excess General Liability Insurance provides pro­
tection excess these limits. A review of the evidence 
of insurance for "Subscription Policy" number SOAMC- 
1982-APA-l does not confirm this possibility. This 
evidence indicates that a $35,000,000 limit is 
provided including Worker's Compensation Insurance; 
however, there is no evidence in this form that 
Employer's Liability and Maritime Insurance is 
included,.

This task could have been made easier if a complete 
schedule and description of insurance was provided 
showing primary and excess layers. Copies of various 
materials were voluntarily provided by Mr. Haywood, 
others were specifically requested; most were received.

It was my belief that upon receipt of these policies, 
systems, agreements, etc., that I could properly 
analyze them for this report. But I find that certain 
assumptions must be made at this time in order to 
complete this assignment on any kind of timely basis.

I shall make additional inquiries of Dave Carlson 
regarding these assumptions and supplement uhis report 
at a later date.

Worker's Compensation is a straight forward kind of 
insurance. The review of the sample policies found 
no inadequacies except for the possible rather low 
limit of liability for Employer's Liability and Mari- 

, i time Coverages which will be investigated further.
o '. S



Item 1 (a) - Analysis of General Liability Insurance,
Issued by Pacific Marine Insurance Company 
of Alaska.

The named insureds for this protection is State of 
Alaska/Alaska Power Authority and Prime Contractors 
and their Subcontractors of all tiers.

This approach is proper and can and should be done 
for liability insurance for wrap-up projects.

The limit of liability is $500,000 Combined Single 
Limit for Bodily Injury and Property Damage. The 
limit is per "occurrence” and in the "aggregate".
There is a $5,000 deductible applied to Property 
Damage classes.

Premium is based upon audited payroll for the 
project for insured contractors and subcontractors. 
Advance premium of $35,000 is required.

Policy provisions include:

Broad Form General Liability Extension, which 
provides improved Contractual Liability protec­
tion; Personal Injury and Advertising, Incidental 
Medical Malpractice Insurance among other broad­
ening features such as Premises Medical Payments 
Coverage. As with the W/C Policies, final premium 
is subject to the Retrospective Rating Plan 'D' 
provision.

Although this policy can be considered adequate, there 
is nothing special concerning it. It could have been 
broadened in several additional ways, but probably 
thought to be unnecessary following exposure analysis.

There is a Subscription Policy in affect providing 
$35,000,000 per occurrence of protection for both 
Bodily Injury and Property Damage Liability. The 
subscribing companies are not known. The Evidence 
of Insurance made available does not indicate if the 
coverage afforded is "Following Form" or otherwise.
It does indicate that it provides W/C Coverages, but 
it does not indicate that it provides Employer's 
Liability or Maritime protection.



(Continued)

I am unable to provide Bests Key Ratings because 
the subscribing companies are not listed in the 
"Evidence" provided., However, there is a Broker’s 
Warranty indicating that there are insurances in 
affect in insurance companies totally the indicated 
limit. ir̂



S I

Inland and Marine Cargo

Subscription Policy (companies unknown) 
providing Inland and Ocean Marine Cargo Insurance

Item 1 (b) - Other Insurance:

Limit is $5,000,000 any one vessel (and presumably 
any one land conveyance), subject to a $5,000 deduct­
ible.

The insureds include State of Alaska/Alaska Power A 
Authority, Prime Contractors and their Subcontractors 
of all tiers.

Coverage analysis is impossible in view of receipt of 
the "Evidence" only.

Premium determination is impossible due to lack of 
information.

As with the W/C, Subscription General Liability 
inquiry will be made of Dave Carlson oi; this Sub­
scription Policy for detail to permit adequate 
analysis.

Broker's Warranty is provided.

Builder's Risk/Course of Construction Insurance.

Subscription Policy (companies unknown) providing 
property insurance for the construction at Tyee Lake 
Hydroelectric Project.

Limit is $45,000,000. Phase I - Power Tunnel and 
Powerhouse. There is no deductible indicated in the 
"Evidence" provided, although it would be most unusual 
if there were not one.

The insureds include State of Alaska/Alaska Power 
Authority, Prime Contractors and their Subcontractors 
of all tiers.



Item 1 (b) - (Continued)

Coverage analysis is impossible in view of receipt 
of the "Evidence" only.

Premium is based on value of material on site and 
constructed V i. lue prior to completion. The rate is 
$.06/$100 of zeferenced value on an annual basis.

As with the W/C, Subscription General Liability and 
Subscription Inland & Marine Cargo Policies, inquiry 
will be made of Dave Carlson for details to provide 
an analysis of this Subscription Policy.

Broker's Warranty is provided.



Item 2 - Analysis of Retrospective Rating Plan D
for Worker's Compensation & General Liability 
Insurance.

The standard three year "Rating Plan" has been revised 
to meet the needs of the Project in terms of the 
length of time the Project is expected to be completed.

Plan Expense Factors

The Plan has been further modified in terms of the 
applicable Rating Plan factors. These are improve­
ments in factors as follows:

- Loss conversion factor (LCF) is 1.0, ie no loss 
adjustment charge is made in the plan. This is 
arranged so as to accomodate a separate loss 
adjustment agreement between APCOP and Pac Mar, 
wherein charges for loss adjustment are provided.
This contract will be discussed later in this 
report.

Normally a LCF in Plan 'D' agreements are a func­
tion of the minimum and maximum premium and basic 
premium factors among other considerations; they 
can range from a low of about 1.08 to a high of 
about 1.40 times incurred losses.

State premium taxes are charged under the plan as 
follows: W/C 1.037 and G/L 1.03 times the developed
ratio premium of Basic Premium + (Losses x LCF) x 
taxes of 1.037 & 1.03.

Losses

The Plan provides for a maximum chargeable loss of 
$300,000, any one occurrence, combined W/C and G/L.
A single W/C loss of $300,000 is chargeable if they 
are separate and distinct occurrences.



Item 2 - (Continued)

Basic, Standard, Minimum & Maximum Premiums

The Standard Premium is the premium generated for each 
insured contractor/subcontractor, ie their payrolls 
times their applicable W/C and G/L rates.

The Basic Premium is established at $150,000.

The Minimum Premium is established at the Basic Premium 
of $150,000 x the state tax multiplier of 1.037 or 
1.03.

The maximum premium is $150,000 plus incurred losses.

This plan, as most Retrospective Rating Plans, provides 
for severe penalties in the event the Plan is cancelled 
prior to the completion of the Tyee Project.

The Plan also provides for agreement for final computa­
tion of premium following the completion of the Project.

General Comment:

All the major wrap-up programs with which I have any 
familiarity utilize a retrospective rating of some 
kind. The size of the project and therefore the 
amount of premium along with the broker's ability to 
negotiate determines the favorable or unfavorable 
plan factors.

The Tyee Plan factors are generally acceptable. But 
one must realize that Pac Mar is essentially issuing 
insurance policies and are compensated per terms of 
its agreement with APCOP as well as for certain plan 
costs and receive a premium.



Item 2 - (Continued)

The Tyee Plan contains severe cancellation penalties 
as well as what amounts to an open maximum premium in 
that the maximum premium is established at $150,000 plus 
incurred losses.

While the plan provides for final premium following 
completion of the Project, it also is conceivable that 
large amounts of money could be due and payable if 
severe incurred losses are outstanding at completion of 
the Project.

pr c.vi d
The normal maximum premium protection is obviated by 
this Plan's maximum and final premium provisions.



Comments regarding various contract-./agreements for Services 
for Tyee Project Wrap-up Program.

Tho first agreement to be anali2ed is Standard Agreement Forms 
For Professional Services Contract between Alaska Power Authority 
and the Joint Venture of Marsh & McLennan, Inc./Carroon and Black/ 
Dawson & Co., Inc. (APCOP) - number CC08-2307. All other service 
agreements for the Tyee Project flow from this Agreement.

These are:

The purchase of various insurances referenced above.

Agreement with Pacific Marine Insurance Company of Alaska 

(Pac Mar)

Agreement with Scott Wetzel Services.

Professional Services Contract with Pac Mar for claims 

adjusting.

Claims Consulting Contract with Shepard and Associates.,

Agreement with Lewison £ Associates for technical 
services.

Agreement for Data Processing Services No. 210273C with 
Manus Services Corporation.

APCOP agreement No. CC08-2307

The effective date of this contract is October 1, 1981. Therc- 
have been three amendments to the contract, since its inception.

The basic contract requires the :tor to provide 18 separate
services. Some worthy of note in this analysis are items 8, 9,
10 and 15.

Item 8 states that Contractor will provide Project contractors 
with complete premium and loss summaries on a quarterly basis.

If this is being done for contractors, it most certainly should 
be done for APA as part of an accounting and audit program. For 
the APA, the APCOP should summarize the separate reporting for 
Project contractors.



Item 3 - (Continued)

contract expiration.

This formula necessarily ties-in with the retro agreement with 
Pac Mar and would be affected should the Wrap-up Program be 
cancelled. It should include the contractors own loss exper­
ience but should also be related to over-all Project experience.

Care must be taken in developing such a formula and a pre­
liminary draft should be undertaken as soon as possible for 
APA's review and approval. This draft should be as precise as 
possible in terms of the definitions contained in it.

Item 10 relates, implicitly to the entire wrap-up program and 
particularly to items 8 and 9. Also implicit in this item is 
the proper selection of insurance companies providing protection 

to the Project.

Financial integrity also implies that APA be prepared to pay 
various premiums per Pac Mar contract and the retrospective 
plan in effect for the Project.

Item 15 of this contract delineates the services which may be 
subcontracted and include those referenced above; ie, safety, 
claims adjustment, insurance company selection, etc.

Appendix E of this contract is the appointment of the Brokers 
as Brokers of Record, allowing them to effecticate the insurances 
provided in the Tyee Wrap-up.

There is no specific reference to the fees or other compensation 
to be paid the joint venture under this contract, The APCOP budget 
prepared for the Tyee Project does not contain a provision for 
fees or other compensation to the joint venture. The budget for 
the project provides for total insurance expenditures of 
$3,784,602, plus certain project related expenses, such as travel 
expense incurred by Risk Management.

Amendment No. 3 does provide for a payment of $50,000 to Carroon & 
Black/Dawson for services rendered to August 31, 1982 plus a flat 
fee of $151,000 to Marsh & McLennan for its services for the term 
of the Project.



Item 3 (Continued)

Following execution of its contract, APCOP entered into the 
various contracts/agreements referenced above.

APCOP also entered into an agreement with Pac Mar setting forth 
the fees to be paid Pac Mar, certain of its expenses and the 
establishment of a Trust Account. This will be discussed in 
the analysis of the Pac Mar agreement following. At this point,
I would like merely to raise the question of fees and/or 
commissions to be earned by APCOP.

It is my understanding from Amendment No. 3 that APCOP receives 
$151,000 as its fee for services rendered its contract for the 

term of the Project.

Further I am told APCOP received a brokerage commission (amount 
unknown) for placement of Pac Mar's(reinsurance^for this Project.

The various W/C Policies are stamped 0% commission. No such 
stamp appears on the G/L Policy. Nor does the subscription 
form policies for Inland & Marine Cargo and Builders wisk 

contain this note.

The budget for the Project provides for reimbursement for certain 
expenses incurred by the providers of services to the Project.

These questions of fees, commissions and expenses should be fully 
disclosed in an on-going format. Further the budget should be 
sufficiently detailed to identify all Project costs and provide 
for comparison of budget to actual expense incurred. This reporting 
should be provided at least quarterly and should contain premium 
and losses by contractor with all applicable expenses relating to 
insurance cost clearly identified.



Agreement with Pac Mar

This is a most important agreement. I shall a t t e s t  to 
accurately relate the agreement to the retro agreement 
in detail, particularly in financial terms. This agree­
ment and the retro agreement require payments to Pac Mar 
for services to be performed by it on behalf of insured 

contractor and A.P.A.

It provides for certain fees to be paid Pac Mar in addition 
to certain expenses listed below. It must be considered in 
conjunction with the retro rating plan discussed earlier. One 
must have had a complete understanding of the role of Pac Mar 
in the Project, including what was intended by insurance of 

this agreement and th e  retro agreement.

The agreement is dated and effective September 17, 1982 by and 
between APCOP and Pac Mar.

Before listing payments Pac Mar required under this agreement, 
one should recall that the retro agreement requires payments to 
Pac Mar of a Basic Premium of $150,000; also requires payment 
of premium taxes. It also provides for a minimum and maximum 
premium.

Payments required under this agreement are:

$100,000 - purpose not identified - but is assumed to be a 
service fee for engaging in the Tyee Wrap-up 
Program - PLUS Itoards, Bureaus and Commissions 
Taxes; involvency/Guaranty Funds; assigned risk 
plan funds.

Normally these fees are charged in the insurance premiums or within 
the Basic Premium Charge in a Retrospective Plan as an excess loss 
charges. I find it difficult to understand why Pac Mar chooses 
to pay these charges under this agreement. It is possible that 
duplicate charges are invoked, once in the insurance policy and 
retro agreement and again under this agreement.

These are questions that should be addressed in the proposed 
audit procedure to be developed.



Agreement with Pac Mar (continued)

It should be noted that Pac Mar is compensated separately for 
its loss adjustment services.

It should be noted, that per terms of this agreement that 
Pac Mar receives the investment income on $150,000 required 
by this agreement to form a Trust Account. The purpose of 
this account is to pay claims liabilities. Contributions to 
this account, however, are based on "incurred" claims.

The agreement provides for a "run-off" claims on a 6, 18 and 
30 month basis following completion of <ihe Project or July,
1984. Thereafter Pac Mar requcres a letter of credit equal 
to the difference between $150,000 and estimated determined 
amount of claims to be paid. This done agai \ at 12 months 
following the first determination and the second and third 
determinations. Any excess funds in the Trust account, 
following the third determination are returned to APCOP.

At this important time, Pac Mar assumes all claims liabilities 
for its own account following agreement amount: it, APCOP and 
insured representative as to the estimated amount needed to 
pay these possible future liabilities.

The following two aspects of this agreement puzzles me. First, 
the agreement provides for payment of investment income by 
Pac Mar to APCOP on amounts in excess $150,000 in the Trust 
Account. These payments are $20,000 due July 1, 1983 and 
$20,000 due January 4, 1984. These payments are made in lieu 
of broker commissions, according to the agreement.

APCOP told me it was to receive $151,000 in fees from the Project, 
plus broker commission for placement of Pac Mar's Project insur­
ance. Nothing else.

At best, this arrangement encourages a build-up of funds in the 
Trust account.

Secondly, according to paragraph 6(a) Pac Mar turns funds over 
to APCOP which are in excess of $150,000. What happens to the 
funds, if any, is an unanswered question.

I recomment a meeting with APCOP and APA to pursue a better 
understanding of this agreement, following which understandings 
should be reduced to writing.



Agreement with Scott Wetzel Services (SWS)

The agreement is dated June 14/ 1982 by and between SWS and APCOP

it became effective/ as .to work/ December l r 1981.

This is a straightforward agreement providing safety and fire 

protection engineering services to the Project.

These fees are set forth in amendment to the original contract. 
The amendment also establishes an expiration date to agreement - 
November 30, 1984. The copy of the amendment provided was 

not signed by APCOP.

The safety engineering portion of this contract is often provided 
by the W/C insurance company. Apparently APCOP believed these 
services would best be provided by an outside qualified technical 
organization. Also, apparently Pac Mar may feel its interests 
are best served by a firm such as S.W.S., although a reference to 
this effect is absent in the various policies, retro agreements, 
other documents I have reviewed. This absence of reference may 
be detrimental to Pac Mar in view of the requirement that W/C 
carriers are to provide safety engineering services to their 
insureds. Other arrangements, such as the S.W.S. agreement are 
acceptable when documented.

But this does make one wonder about the order of magnitude of the 
fees charged by Pac Mar in its retro and separate agreement with 
APCOP. Essentially these fees are for : issuance of policies 
and the providing of a Trust Account an .ssuance of claims

Although the agreement references a calendar of visits to the 
Site, it was not attached to the copy provided me. Assuming a 
reasonable frequency of site visits and acknowledging S.W.S. 
technical and practical expertise, the fees appear to be reason­
able. A rough estimate of charges for these services, if 
provided by the W/C insurance company could range from 1/2 of 1% 
to 1% of total standard premium. This range would approximate 
S.W.S. fees and I believe S.W.S. services would be superior.

Phase I fees are 
Phase II fees are 
Phase III fees are

$ 46,000
12.500
19.500

Total fees $ 78,000

drafts



Agreement with Sco-t Wetzel Services (SWS) 

(Continued)

There exists a separate agreement providing data processing 
services. However, I believe SWS provided at least one loss 
run. Such a run was given to me during my visit to Marsh & 

McLennan offices in November.



Professional Services Contract Between Pac Mar and APCOP

The agreement is dated July 6, 1982, and expires June 30, 1982.
It is by and between APCOP and Pac Mar for .loss adjusting services. 
I understand that there was a separate agreement with another loss 
adjusting firm prior to this contract.

This is a straight forward claims adjusting contract providing 
needed services in the adjustment of Workers' Compensation and 
General Liability claims.

The fees are:

Bodily Injury Liability per claim $310.00
Property Damage Liability per claim $150.00
W/C Lost Time, including maritime $310.00
W/C Medical only, including maritime $ 60.00

The contract also provides for reimbursement of airfare and 
receipted expenses for lodging, etc.

Settlement authority is $10,000 to be paid from yet another Trust 
Fund to be established in the amount of $25,000. by the client 
APCOP.

A question immediately arises concerning the excess funds, if any, 
paid by A.P.A. per the schedule of payments to APCOP or risk 
management. Who holds these funds? For whose account are they 
invested if indeed they are invested?

According to the schedule of payments the following have been paid: 

Payments 12/81 $ 540,000.

Total paid today 10/29/82 $1,860,000.

There remains a balance to be paid of $1,914,602 if the estimate of 
premiums for the Project is correct.

$ 580,000. 
$ 570,000. 
$ 180,000.

If A.P./.. has already paid $1,870,000 an audit should be undertaken 
to determine when and where (to whom) premiums have been paid and/or 
expenses have been incurred.



At this point we have learned that: Pac Mar should have
$150,000 in  a: Trust account per retro agreement. Pac Mar 
should have $25,000 in a claims Trust account.

Some premiums have been paid to insurance companies providing:

Excess Liability Insurance
- Non-owned Aviation Insurance 

Inland & Marine Cargo Insurance
- Builders Risk Insurance

Additionally Pac Mar's estimated premiums for work to date 
presumably have been paid. But according to the various 
contracts/agreements reviewed only limited funds are required 
to date.

Certain claims have been paid. But according to a loss run 
(provided by S.W.S.) for the period July 1, 1982, to September 
30, 1982, the following is recorded:

- Worker's Compensation - total incurred $125,614.
State Property ?? - $ 43,500.

Of this amount $15,666 has been icovere leaving a net incurred
of $153,448.

One can assume that some earned fees have been paid from funds 
provided by A.P.A. But the questions arise:

- Which premiums due insurance companies have been paid?
What total losses have been paid?
What fees and to whom have been paid?

If we start with $1,870,000 paid by A.P.A., what deductions should 
be made? What is the remaining balance and when will additional 
funds ($1,914,602) be due and payable.

The fee schedule, in my opinion, is a liberal schedule. Other 
schedules have been at about a 1/3 less rate per claim.

For the period reported, i.e. July 1, 1982 to September 30, 1982, 
there were a total of 23 worker's compensation claims reported.
If Pac Mar adjusts all of these claims the fee totals:

Estimated lost time accidents

$169,114
?

20 x $310.00 
Estimated medical only accidents 

3 x $60.00 
Total fee

$6,200.00

180.00



It is most difficult to es'.imate the los3 conversion factor 
that could have been negot_ated had Pac Mar provided a 
"conventional" retro program. A conservative LCF however 
would be 1.10. Charges for claims adjusting would be made 
6 months following the term of the Project. A conservative 
estimate of reserve to paid claims would be 60Z of incurred 
or about $75,400. 1.10 - $82,940.

The present plan costs for these would be $81,780. In the very 
short term, therefore, the present arrangement is slightly 
($1^160.) more favorable.

Certain expenses, travel, lodging, etc. would be absorbed by the 
insurance company as a cost of doing business.

Recovery of allocated claims expense would be about the same 
under a conventional retro plan.

On balance, I feel that total costs under this arrangement will 
be greater than could otherwise have been negotiated.



Claims Consulting Contract

The agreement is dated August 5, 1982 by and between Shepard and 
Associates and APCOP. It is a continuous contract, until 
completion of the Project; it may be cancelled upon 90 days 
notice.

This is a straight forward claims supervision consulting 
contract relating to claims in excess of $50,000.

The retainer fee is $10,000 for the life of the contract, subject 
to additional fees for "extraordinary" services which may be 
required.

It would a.ppea_r that "normal ai._i prudent expenses" are reimburs­
able.

Appendix A provides for two (2) trips to Alaska, among other 
services.



Agreement Regarding Technical Assistance to APCOP.

The agreement is dated November 1, 1982, by and between Lewison 
and Associates and expires on November 1, 1983.

The essential services to be provided under this contract are:

"Review of monthly progress reports prepared by construction 
managers.

- Preparation of reports shall include major construction 
activity, status of the project and contract costs.

Provide technical assistance as requested by APCOP services."

The fee is $30.00/hour, plus expenses mutually agreed upon.

The agreement does not spell out what constitutes "technical 
assistance" other than indicated above.

I have no idea what this amounts to or of its value to APCOP. 
Information regarding these items could be acquired otherwise 
through a proper system of communication with the Project.

There is no total value shown in the contract.



• i j c  • • • • • - .  • ••

Agreement for Data Processing Services

The agreement is dated October .12, 1982, for Manus and 
October 22, 1982, for APCOP, by and between Manus Services 
Corporation and APCOP. The term is for 1 year with cancella­
tion provisions of 90 day notice. Automatic 1 year extensions 
are provided for.

This agreement provides for an EDP system for what appears to 
be an accounting system.

Exhibit I contains the schedule of services and fees. This 
exhibit appears to be a boiler plate type of schedule and the 
agreement does not specifically indicate what services are 
provided. The headings are for an accounting system and include 
such items as journal entries, budgets, chart of accountb trial 
balances, balance sheet, etc.

The monthly fee could range from a low of $35.00 to a high of 
$195.00 depending upon APCOP's needs.

As with the technical services contract, I find it difficult to 
understand the need for this contract. It appears. APCOP's fee 
of $151,000 is for that of a general manager and all ancillary 
services provided through it are on a service by service fee basis.



Comment on the System of Separate Services Contracts.

A wrap-up program can be organized in several ways. Its 
organization is pretty much a function of its organizer's 

ingenuity.

There ic value in engaging experts in a given discipline under 
separate contract from the insurance contract, although some 
insurance companies have highly qualified and experienced 
people in disciplines such as safety and loss control.

It is my opinion that Pacific Marine Insurance Company probably 
lacks expertise in certain areas of normally provided services. 
Hence APCOP entered into the several contracts for services 
needed for Che Tyee wrap-up. There are three observations on 
this:

First, the selection of the insurance company.
If APCOP had chosen another carrier some of the separate 
service contracts could have been avoided.

- Secondly, the fees allowed in all cases appear to be 
extremely liberal increasing costs and results to A.P.A. in 
APCOP's role being that of a general manager and not a 
servicing broker for its $151,000 fee.

Thirdly, this approach results in a very cumbersome program 
and difficult to understand and in some cases duplicative 
contract arrangement,, again resulting in increased costs to 
A.P.A.

The Pac Mar insurance retro policy and trust agreements are of 
particular concern to me for the following reasons:

For its two separate fees, $150,000 Basic premium and $100,000 
Trust fees, Pac Mar essentially issues two pieces of paper, 
i.e. a policy and a trust agreement.

Pac Mar earns interest on both accounts for its own account.

According to the agreement between APCOP and Pac Mar, APCOP 
:.s paid a fee cr investment income on the trust account on 
funds excess $150,000. (Dave Carlson denies this).

- APCOP placed specific reinsurance for Pac Mar for this wrap-up 
program, indicating its capacity limitations. According to 
Dave Carlson, APCOP received a commission for this placement.



Apart from the above, another concern surfaces, that is the 
concern for accounting for $1,870,000 referenced earlier in 
this report. Based on my meager understanding of this program, 
resulting from reading various documents, there exists the 
possibility that A.P.A. may have over paid actual incurred 
premiums and expenses. If this possibility has merit, the 
question arises, "who holds these funds and for what purpose"? 
Are they invested? If so, for whose account?

As suggested earlier in this report a meeting should be held 
to explore all aspects of this program and require full dis­
closure of all financial aspects of it.



Comment on the Selection of Pacific Marine Insurance Company 
of Alaska for the Tyee Wrap-up Program.

Presumably Pac Mar was selected as the insurance company for 
the basic Worker's Compensation and General Liability Insurance 
because it is an Alaska-company. Its headquarters, however, are 
In Seattle.

The company is a relatively recently formed company having 
incorporated in August of 1979 and licensed in December 1979.

Paid-in capital was $2,500,000 and surplus was established at 
$2,500,000, resulting in total capital and surplus of $5,000,000.

It has had exceptional growth 1,; the short time it has been in 
business. In 1981 it had "net" premium writings of just over 
$19,000,000 with a loss ratio of 841' and underwriting expense 
of 19Z of net premium income. This combined ratio of 1.03Z can be 
considered exceptional compared to most companies in the casualty 
business today.

As of December 31, 1981, Pac Mar had total assets of $33,644,6V7; in- 
occured liabilities amounted $24,658,505. This according to its 
audit firm of Pete, Marwick, Mitchell & Co. The 1981 Annual 
Statement to Insurance Departments reports current assets of 
$28,345,468 on a statutory basis and total liabilities of 

$22,584,802. Paid-in capital i3 unchanged; surplus is $5,023,631 
as of December 31, 1981.

The company will be eligible for Bests Key Ratings in 1985.

Its principal business writings are maritime workers' compensation 
and ocean marine insurance. It i3 licensed in Alaska. Its "net" 
line of risk is $100,000 with a gross line of $5,000,000 indicating 
a prudent amount of reinsurance and a nominal "in-house" retention.
It cedes and assumes reinsurance from foreign insurance companies.

Insuring construction projects appears to be unusual for Pac Mar, 
ar. least prior to insuring the Tyee Lake Project. Insuring such 
projects requires more than usual engineering and claims adjusting 
services.



Pac Mar, one might say, is "In the risk" business as compared 
to being in both risk and service business, as compared to major 
casualty Insurance companies. These other companies have full 
time experienced staff in construction safety engineering.
Their "net line" retention is far in excess of that of Pac Mar, 
thus providing in-house capacity and expertise without the need 
to engage in contracted service for safety engineering, loss 
adjustment supervision, usable data processing.

According to Bests Guide, premium income in Alaska is second 
only to California, i.e. approximately $4,700,000. to $7,030,000. 
This may be because Pac Mar underwrites both maritime and ocean, 
marine risks in greater amounts than other risks.

It would appear, except for the desire to utilize Alaska companies, 
chat another qualified and adequately staffed insurance company 
could have been chosen to insure this major construction risk.



Comment and Evaluate Possible Cancellation -of Tyee Wrap-up 
Program.

Pac Mar's retro plan provides for severe cancellation penalties 
i.e. "Short Rate" penalties are applied to "Standard Premium" 
extended to the estimated completion of the Project.

The retro plan was modified to provide for the terms of the Plan 
to extend to competion of the Project. Originally the plan was 
a Three Year Plan "D".

What this means is that the "Standard Premium" becomes the 
"Minimum Premium" with "Short Rate" penalties applied to this 
premium.

If the Project required less than three years to complete and 
the Retro Plan and policy were terminated, there would be no 
"Short Rate" penalties applied to the "Earned Premium".

If losses were such as to develop a Retro Premium greater than 
the Standard Premium, the premium would be extended pro rata to 
the nominal term with Short Rate penalties then applied to that 
developed premium. Only if the "Maximum Premium" were earned, 
due to incurred losses, would there not be these penalties applied.

To quantify this in terms of dollars at this time is roost difficult 
if not impossible because audited payroll and premium development 
is not available; nor are current losses. Additionally there is 
that separate agreement with Pac Mar establishing a trust fund from 
which losses are paid.

This latter agreement is silent as respects penalties if cancellations 
were affected prior to completion of the Project.- It only provides 
for what is known a.s a "Paid Loss Retro" following completion of the 
Project.

During the November 8 meeting in Marsh & McLennan's offices, Mr. Jim 
Helm of that office made available his estimates of the costs to 
A.P.A. should the program be cancelled.

In a telephone conversation with a member of the Legislative Audit 
Committee, I reported that I cou l d ^ g r e e  or disagree with these 
estimates. I still cannot, although I disagree with the percentage 
of construction costs used in chose esrimaes.



Mr. Helm suggests that wrap-up insurance costs are 4.25Z of 
construction cost3; that if contractors replaced the wrap-up 
program the percentage of construction costs would increase 

to 6.5Z.

He also estimated total wrap-up insurance costs at $3,820,000 and 
if the program were cancelled a 10Z penalty would be applied, 
increasing costs by $382^000.

The estimate of 4.25Z of construction costs is about double the 
wrap-up costs in the lower 48 States. In the lower 48, these 
costs are usually less than i!Z.

I just can't agree that this estimate is accurate. Estimated 
cost of the Project is $130,000,000; 4.25Zx this cost is 
$5,525,000.; yet according to APCOP budgets the wrap-up insurance 
costs are estimated $3,784,602. This figure represents approximately 
2.91Z of const?:uction costs. The 10Z penalty and estimated dollar 
amount of $382,000 is reasonable and probably correct as far as it 
goes. But if all phases of the Project are not now under way, T / 
believe the penalty would be less. <

All other services contracts/agreements I reviewed do not provide 
for short rate penalties.

As to the estimate of 6.5Z should contractors provide the insurance 
I believe is unrealistic. First because majority of the premium is 
in the Worker's Compensation coverages for which the going-in premiums 
would be the -same. The ending premium is a function of losses and 
developed retro premium for the Project which could be less or equal 
contractor premiums. It is true that A.P.A. would probably not 
benefit from a contractor's retro plan refund, if this were not 
negotiated into the various contracts.

It appears that as of November 3, a survey of participating contractors 
relative to this matter was not undertaken. Therefore, it is pure 
conjecture that additional penalties would be invoked by contractors' 
insurance companies, particularly in the current market.

Conclusionary Comment.

Although I cannot agree with APCOP in these assumptions and estimates,
I believe the wrap-up program should remain in affect until completion 
of the Project. 7. hasten to add, however, that extensions of the 
program should not be made under present conditions.



A new undertaking should be made from start to finish should 
A.P.A. decide to continue with the wrap-up approach. This 
includes broker and carrier selection process; a policy of 
purpose and administration of the program; contract preparation; 
safety programs; insurance manual; claims handling/processing; 
medical facilities and services among others required for the 
proper undertaking and administration of a wrap-up program.

Separate wrap-up programs for separate construction projects is 
not feasible.

This program lacks proper communication systems, reporting systems; 
it has a multitude of service contracts. It Just Isn't meeting 
the needs of. A.P.A. in these terms, but I cannot recommend its 
termination at this time.

I feel strongly that the audit system to be developed be implemented 
and the meeting I suggested be held. Among other reasons, the 
construction contracts should be reviewed; an understanding of how
S.W.S. conducts its inspects'^rid contractor contracts should be 
made. This may be the time also to set minimum safety standards 
to be in total compliance with all Federal and State Safety 
Regulations..

Perhaps following this meeting and audit and the establishment of 
a communication and reporting system all involved will be more 
comfortable with the Tyee Wrap-up Insurance Program.



Professional Services Contract APR _ 7 ]qo0 
32-0815 CC08-2307 ALASKA POWER AUTHORirv

The contract between the ALASKA FT.7EP. AUTHORITY and MAnSH u McI£NMAIT "r 
INCORPORATED and CORR0ON and BLACK/DAWSON S CCMPANY INCORPORATED, dated 
22 Deceirher 1981 is amended as follows:

APPENDIX C Exhibit A, Article 4

Consideration:

Change total contractor premium frcm $1,790,000.00 to $1,690,000.00 
premium discount $100,000.00.

All other terms and conditions remain unchanged.

Executed this 2  Z dav of /VI>4- /ZC H_____/ 1982.

FOR CONTRACTOR: OWNER:

£r CO. INC.
ALASKA POWER AUTHORITY

By: Vl
Executive Director

Date: , —  Date:

DEPARTMENT OF COMMERCE AND 
ECONOMIC DEVELOPMENT

Dv: ^

Date:

APPROVED: 

By
Departaerflfof Admihistratrcr..

i\ 'fC \ 0 1 1982

Dep 

Dace:

t u  « .  ii u e  i  • : :  b .  . ___ n< i a.

Original Contract 
Amendment if 1 Premium Discount 
New Contract Total

$1,790,000.00 
- (100,000.00) 
$1,690,000.00



I

ATN 82-0815 
CC 08-2307

AMENDMENT NO. 2

The c o n t r a c t  between the ALASKA POWER AUTHORITY and MARSH & MCLENNAN, INC. and 

CORROON & BLACK/DAWSON & COMPANY INCORPORATED dated December 22, 1981 i s  

hereby amended and agreed to :

APPENDIX C, A r t i c l e  4 - D e l e t e  and s u b s t i t u t e  the f o l l o w i n g :

In^ ' j ^ance payments f o r  s e r v i c e s  p r o v i d ed  under t h i s  c o n t r a c t  s ha l l  be s p e c i ­

f i e d  w r i t t e n  e x h i b i t s  a t t a c he d  to and made a part  o f  t h i s  c o n t r a c t  upon 

agreement o f  a l l  p a r t i e s  to t h i s  c o n t r a c t .  E x h i b i t  A (at tached) r e p r e s e n t s  

c o n s i d e r a t i o n  f o r  s e r v i c e s  a s s o c i a t e d  wi th the major c i v i l  c o n s t r u c t i o n  

c o n t r a c t ,  f o r  the Lake Tyee p r o j e c t ,  between the Alaska Power Au t h o r i t y  and 

Southeas t-Harr i son  Western.  E x h i b i t  B (at tached) r e p r e s en t s  c o n s i d e r a t i o n  f o r  

s e r v i c e s  a s s o c i a t e d  wi th the major  c i v i l  c o n s t r u c t i o n  c o n t r a c t ,  f o r  the Lake 

Tyee  p r o j e c t ,  between the Alaska Power Au t ho r i t y  and Mi t su i  S Company USA Inc.  

& D. W. C l o s e ,  Company, Inc.  J.  V. E x h i b i t  C (at tached) r e p r e s e n t s  

c o n s i d e r a t i o n  f o r  s e r v i c e s  a s s o c i a t e d  wi th the major c i v i l  c o n s t r u c t i o n  

c o n t r a c t ,  f o r  the Lake Tyee  P r o j e c t ,  between the Alaska Power Au t h o r i t y  and 

Tower C i t y  C o n s t r u c t i o n ,  Inc ./Power C o n s t r u c t o r s ,  I n c . ,  0.  V. ,  dba Power Two.



Subsequent e x h i b i t s  may be appended t o  t h i s  c o n t r a c t  from time t o  t ime as 

r e q u i r e d  f o r  s e r v i c e s  p r o v id e d  under  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  subsequent  

c o n s t r u c t i o n  c o n t r a c t s  o r  change o rd e r s  c onnec t ed  w i th  the Lake Tyee P r o j e c t .

Al l  n u t s tand in g  in su rance  payments r e p r e s en t e d  in E x h i b i t s  A, B and C w i l l  be 

t r a n s f e r r e d  from the Alaska Power Au th o r i t y  to  the Department o f  Admin is ­

t r a t i o n ,  D i v i s i o n  o f  Risk Management through a Re imbursab le  S e r v i c e s  Agreement 

(RSA). Risk Management w i l l  be r e s p o n s i b l e  f o r  a d m in i s t r a t i o n  o f  t h i s  c o n ­

t r a c t  i n c lu d in g  but not l im i t e d  to  payments t o  the C o n t r a c t o r .

When b i l l i n g  Risk Management, th e C o n t r a c t o r  sh a l l  r e f e r  t o  the c o n t r a c t  

number and send b i l l i n g  t o :

John Haywood 

Di r e c t o r

Department o f  A dm in i s t r a t i o n  

D i v i s i o n  o f  Risk Management 

Pouch C (MS 0218)

Juneau,  AK 99811

APPENDIX C E x h i b i t  A 

A r t i c l e  4 - C o n s i d e r a t i o n

Item 3 i s  d e l e t e d .

3/0803-19/RM2 -2-



A r t i c l e  4 - C o n s i d e r a t i o n

1. The S t a t e  sh a l l  pay the  C o n t r a c t o r  premium in the amount o f  $598,000. 

Said premium payments sh a l l  c o n s t i t u t e  f u l l  s a t i s f a c t i o n  and payment f o r  

a l l  s e r v i c e s  per formed pursuant to  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  the 

major  c i v i l  c o n s t r u c t i o n  c o n t r a c t  f o r  the Lake Tyee  P r o j e c t ,  between 

Alaska Power A u th o r i t y  and M i t su i  & Company (USA), Inc .  and D. W. C l o s e  

Company, I n c . ;  A J o i n t  Ven ture .

2. S chedu le  o f  Premium Payments:

$598,000.00 March 1, 1983.

APPENDIX C E x h i b i t  C

A r t i c l e  4 - C o n s i d e r a t i o n

1. The S t a t e  sh a l l  pay the C o n t r a c t o r  premium in the amount o f  $1,496,602.  

Said premium payment sh a l l  c o n s t i t u t e  f u l l  s a t i s f a c t i o n  and payment f o r  

a l l  s e r v i c e s  per formed pursuant  t o  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  the 

major c i v i l  c o n s t r u c t i o n  c o n t r a c t  f o r  the Lake Tyee  P r o j e c t  between  

Alaska Power Au th o r i t y  and Power C i t y  C o n s t r u c t i o n ,  Inc ./Power  

C o n s t r u c t o r s ,  In c . A J o i n t  Ven ture ,  dba Power Two.

APPENDIX C Exhibit. B

3/0804-19/RM2 -3-



2 . Schedu le  o f  Premium Payments:

$750,000 August 4, 1982

$745,602 January 1, 1983

FOR CONTRACTOR ALASKA POWER AUTHORITY

By:
Corroon  & Black/Dawson & C o . ,  Inc.

Date: Augus t  6, 1982

O r ig in a l  C o n t r a c t  $1,790,000
Amendment No. 1 D i s c oun t  - 100,000 
Sub To ta l  $1,690 ,000
Amendment No. 2 2,094 ,602
New C on t r a c t  T o ta l  $3,784",502

By:
E x e c u t i v e  D i r e c t o r

03te: August 11. 1982

APPROVED:

B y :  .......................................................................
D ep a r tm en y o r  Adm in i s t r a t i o n

Date:  $ / {

FOR THE c a ; J K C 7  S E E S  C IS S iT T E E a u g  i 2 10

MARSH & MOiNNAN AND _  
CORROON ^Bl/ACK/DAl^ON I A 0 . f/ I

Marsh & McLennanTTnc

3/0804-19/RM2 -4-
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CERTIFIED MAIL NO. P 272 201 215

December 20, 1S82

Mr. John McCadam
Vice  P r e s i d e n t
Spec ia l  C l i e n t  D i v i s i o n
Corroon & Black/Dawson h. Company
P.O . Box C-34201
S e a t t l e ,  WA 98124

AND

Mr. David C a r l s o n
V ice  P r e s i d e n t
Marsh and McLennan, In c .
Norton B u i l d in g  
S e a t t l e ,  VIA 98104

Dear John and Dave:

Re: S t a t e  o f  Alaska
P r o f e s s i o n a l  S e r v i c e s  C on t r a c t  
i?CC 08-2304

This  l e t t e r  o f  agreement is in l i e u  o f  p roposed  Amendment No. 3 t o  the 
Tyee Lake P r o f e s s i o n a l  S e r v i c e s  C o n t r a c t .

in c o n s i d e r a t i o n  o f  a f l a t  f e e  o f  $50,000.00 i t  i s  agreed  th a t  Corroon & 
B lack ' s  r e s p o n s i b i l i t y  f o r  s e r v i c e s  under the r e f e r e n c e d  p r o f e s s i o n a l  s e r v i c e s  
c o n t r a c t  a r e  l im i t e d  a f t e r  December 15, 1982 to  marke t ing  b roker  o n l y ,  as 
d e f in ed  in  s e p a r a t e  agreement, between Corroon and Black and Marsh and 
McLennan, I n c . ,  as r e s p e c t s  c ou r s e  o f  c o n s t r u c t i o n  p o l i c y  number 
PRP-ST-II-AL-F82 (APA) and a v i a t i o n  non-ownership p o l i c y  number S0AAV-F02- A 
(APA).

Corroon & Black i s  hereby au th o r i z e d  to r e c e i v e  payment up t o  $50,000.00 
l e s s  any amount p r e v i o u s l y  r e c e i v e d  f o r  per iod  end ing  December 15, 1982. 
Spec ia l  a s s ignmen ts  o u t s i d e  o f  the o r i g i n a l  marketing r e s p o n s i b i l i t i e s  s n a i l  
be i n d i v i G u a l l y  n e g o t i a t e d  between S ta t e  o f  A la ska ,  D i v i s i o n  o f  Risk  
Management, Marsh ana McLennan, In corpora ted  and Corroon  and Black .

«•



John McCadam and David Carlson - 2 - December 20, 1932

i t  i s  agreed  t h a t ,  pursuant t o  th e  s cope  o f  s e r v i c e s  under the  r e f e r e n c e d  
c o n t r a c t ,  Marsh and McLennan, I n c o r p o r a t e d  w i l l  assume f u l l  r e s p o n s i b i l i t y  
e f f e c t i v e  December 15, 1982, w i th  th e  e x c e p t i o n  o f  marketing b rok er  s e r v i c e  
r e s p o n s i b i l i t i e s  as d e f i n e d  1n a s e p a r a t e  agreement between Marsh and 
McLennan, I n co rp o ra t ed  and Corroon  and B lack .

As th e  c o n s i d e r a t i o n  f o r  per fo rm ing  your  p r o p o r t i o n a t e  share o f  s e r v i c e s  
p r i o r  t o  th e  c l o s e  o f  b u s in e s s  December 15, 1982 and f o r  s e r v i c e s  a f t e r  chat 
d a t e ,  Harsh and McLennan, In c o rp o ra t ed  sh a l l  r e c e i v e  a f l a t  f e e  o f  $151,000.00 
and a d d i t i o n a l  commission income up to $40,000.00 .

Marsh and McLennan i s  hereby  a u th o r i z e d  t o  r e c e i v e  payment, s u b j e c t  to 
the f o l l o w i n g  s c h edu l e :  November 23, 1982 - $121,000.00 ; January 1, 1983 -
$15,000.00; Apr i l  1, 1983 - $15,000 .00; Ju ly  1, 1983 - $20,000.00; and January 
1, 1984 - $20,000.00. The two payments o f  520,000 .00  are  s u b j e c t  t o  the terms 
and c o n d i t i o n s  o f  the c o n t r a c t  between Marsh and McLennan, In c o rp o ra t ed  and 
P a c i f i c  Mar ine Insurance  Company da ted  December 17, 1982.

JH/je
5/1217-02/RM1
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ATN 82-0815
I CC 08-2307

AMENDMENT NO. 2

The c o n t r s c t  between the ALASKA POWER AUTHORITY and MARSH & MCLENNAN, INC. and 

CORROON & BLACK/DAWSON & COMPANY INCORPORATED dated  December 22, 1981 i s  

hereby amended .*nd agreed  t o :

APPENDIX C, A r t i c l e  4 - D e l e t e  and s u b s t i t u t e  the f o l l o w i n g :

In surance payments f o r  s e r v i c e s  p r o v id ed  under t h i s  c o n t r a c t  sh a l l  be s p e c i ­

f i e d  in w r i t t e n  e x h i b i t s  a t t a ch e d  to  and made a pa r t  o f  t h i s  c o n t r a c t  upon 

agreement o f  a l l  p a r t i e s  to  t h i s  c o n t r a c t .  E x h i b i t  A (at tached) r e p r e s e n t s  

c o n s i d e r a t i o n  f o r  s e r v i c e s  a s s o c i a t e d  w i th  the major  c i v i l  c o n s t r u c t i o n  

c o n t r a c t ,  f o r  the Lake Tyee p i o j e c t ,  between the Alaska Power Au th o r i t y  anu 

Southeas t-Harr is on  Western . E x h i b i t  B (at tached) r e p r e s e n t s  c o n s i d e r a t i o n  f o r  

s e r v i c e s  a s s o c i a t e d  w i th  the major  c i v i l  c o n s t r u c t i o n  c o n t r a c t ,  f o r  the Lake 

Tyee  p r o j e c t ,  between the Alaska Power Au th o r i t y  and M i t su i  & Company USA Inc.  

& D. W. C l o s e ,  Company, Inc.  J.  V. E x h i b i t  C (at tached) r e p r e s e n t s  

c o n s i d e r a t i o n  f o r  s e r v i c e s  a s s o c i a t e d  with the major  c i v i l  c o n s t r u c t i o n  

c o n t r a c t ,  f o r  the Lake Tyee P r o j e c t ,  between the Alaska Power A u th o r i t y  and 

Power C i t y  C o n s t r u c t i o n ,  Inc ./Power C o n s t r u c t o r s ,  I n c . ,  J.  V . ,  dba Power Two.

3/0804-19/RM2 - 1 -



Subsequent e x h i b i t s  may be appended t o  t h i s  c o n t r a c t  from time t o  t ime as 

r e q u i r e d  f o r  s e r v i c e s  p r o v id ed  under t h i s  c o n t r a c t  a s s o c i a t e d  w i th  subsequent  

c o n s t r u c t i o n  c o n t r a c t s  o r  change o rd e r s  connec t ed  w i th  the Lake Tyee P r o j e c t .

A l l  o u t s t a nd in g  in su rance  payments r e p r e s e n t e d  in E x h i b i t s  A, B and C w i l l  be 

t r a n s f e r r e d  from the Alaska Power Au th o r i t y  t o  the Department o f  Admin is ­

t r a t i o n ,  D i v i s i o n  o f  Risk Management through a Re imbursab le  S e r v i c e s  Agreement 

(RSA). R isk Management w i l l  be r e s p o n s i b l e  f o r  a d m in i s t r a t i o n  o f  t h i s  c on ­

t r a c t  i n c lu d in g  but n o .  l im i t e d  to  payments t o  the C o n t r a c t o r .

When Kt ' Iir.g Risk Management, the C o n t r a c t o r  sh a l l  r e t? r  to  the c o n t r a c t  

number and send b i l l i n g  t o :

John Haywood 

Di r e c t o r

Department o f  A dm in i s t r a t i o n  

D i v i s i o n  o f  Risk Management 

Pouch C (MS 0218)

Juneau, AK 99811

APPENDIX C E x h i b i t  A 

A r t i c l e  4 - C o n s i d e r a t i o n

Item 3 i s  d e l e t e d .

3/080$-19/RM2



A r t i c l e  4 - C o n s i d e r a t i o n

1. The S t a t e  sh a l l  pay the C o n t r a c t o r  premium in the amount o f  $598,000. 

Said premium payments sh a l l  c o n s t i t u t e  f u l l  s a t i s f a c t i o n  and payment f o r  

a l l  s e r v i c e s  per formed pursuant to  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  the  

major c i v i l  c o n s t r u c t i o n  c o n t r a c t  f o r  the Lake Tyee P r o j e c t ,  between  

Alaska Tower A u th o r i t y  and M i t su i  & Company (USA), Inc .  and D. W. C l o s e  

Company, I n c . ;  A J o i n t  Venture .

2. Schedule  o f  Premium Payments:

$598,000.00 March 1, 1983.

APPENDIX C E x h i b i t  C

A r t i c l e  4 - C o n s i d e r a t i o n

1. The S ta t e  sh a l l  pay the C o n t r a c t o r  premium in the amount o f  $1,496,602.  

Said premium payment sh a l l  c o n s t i t u t e  f u l l  s a t i s f a c t i o n  and payment f o r  

a l l  s e r v i c e s  per formed pursuant t o  t h i s  c o n t r a c t  a s s o c i a t e d  w i th  the  

major  c i v i l  c o n s t r u c t i o n  c o n t r a c t  f o r  the Lake Tyee  P r o j e c t  between 

Alaska Power Au th o r i t y  and Power C i t y  C o n s t r u c t i o n ,  Inc ./Power  

C o n s t r u c t o r s ,  Inc . A J o i n t  Venture ,  dba Power Two.

APPENDIX C Exhibit B

3/0804-19/RM2 -3-



2. Schedu le  o f  Premium Payments:

$750,000 August 4, 1982

$746,602 January 1, 1983

FOR CONTRACTOR ALASKA POWER AUTHORITY

MARSH & MOiNNAt' AND 
CORROON i f  m c K / m f i o

By:
Marsh & McLennahTTncT

By:
Corroon & Black/Dawson & C o . ,  Inc.Date: August 6. 1982_______________________

O r i g i n a l  C o n t r a c t  $1,790,000
Amendment No. 1 D i s c oun t  - 100,000 
Sub To ta l  "$1,690,0(3(T
Amendment No. 2 2 ,094,602
New C on t r a c t  T o ta l  $3,784,602

E x e c u t i v e  D i r e c t o r

Date :  August 11. 19S2

APPROVED

B y :  _ .............................. ........................................
Department/o f  Adm in i s t r a t i o nuepartmeny'or Adpnni strati

D a t e :  $ /f

FGR THE C C i.T S ^ G I s f o  E f f i i l TaffliiiEEAue 1 2  io

3/0804-19/RM2 -4-



CERTIFIED mAIL NO. P .’72 201 215

December 20, 1982

Mr. John McCadam
V ic e  P r e s i d e n t
Sp e c i a l  C l i e n t  D i v i s i o n
Corroon & Black/Dawson a Company
P .O .  Box C-34201
S e a t t l e ,  WA 98124

AND

Mr. David Ca r l s on
V ic e  P r e s i d en t
Harsh and McLennan, Inc.
Norton Bu i l d in g  
S e a t t l e ,  WA 98104

Dear John and Dave:

Re: S t a t e  or Alaska
P r o f e s s i o n a l  S e r v i c e s  C on t r a c t  
#CC 08-2304

Th is  l e t t e r  o f  agreement is in l i e u  o f  proposed Amendment No. 3 t o  the 
Tyee Lake P r o f e s s i o n a l  S e r v i c e s  C o n t r a c t .

in c o n s i d e r a t i o n  o f  a f l a t  f e e  o f  $50,000.00 i t  i s  agreed  chat  Corroon 8 
31 t i e<'s r e s p o n s i b i l i t y  fur  s e r v i c e s  under the r e f e r e n c e d  p r o f e s s i o n a l  s e r v i c e s  
c o n t r a c t  are  l im i t e d  a f t e r  December 15, 1982 t o  marketing broker  o n l y ,  as 
d e f i n e d  in s e pa r a t e  agreement between Corroon and Black and Marsh and 
McLennan, I n c . ,  as r e s p e c t s  c ou r s e  o f  c o n s t r u c t i o n  p o l i c y  number 
PRP-jT-U-AL-FD2 (APA) and a v i a t i o n  non-ownership p o l i c y  number S0AAV-F82- A 
(APA).

Corroon & Black 1s hereby au th o r i z e d  to  r e c e i v e  payment up to  $50,000.00 
l e s s  any amount p r e v i o u s l y  r e c e i v e d  f o r  p e r i o d  ending December 15, 1982. 
S p e c i a l  a ss ignments  o u t s i d e  o f  tn e  o r i g i n a l  marketing r e s p o n s i b i l i t i e s  sha l l  
be i n d i v i d u a l l y  n e g o t i a t e d  between S ta t e  o f  A laska,  D i v i s i o n  o f  Risk 
Management, Marsh and McLennan, . incorporated  and Corrcon and B lack .



John McCadam and David Carlson - 2 - Dacember 20, 1932

I t  i s  a c r e ed  t h a t ,  pursuant  t o  th e  s c op e  o f  s e r v i c e s  under the r e f e r e n c e d  
c o n t r a c t ,  Harsh and McLennan, I n c o rp o ra t ed  w i l l  assume f u l l  r e s p o n s i b i l i t y  
e f f e c t i v e  December 15, 1982, w i th  th e  e x c e p t i o n  o f  marketing b rok er  s e r v i c e  
r e s p o n s i b i l i t i e s  as d e f i n e d  1n a s e p a r a t e  agreement between Marsh and 
McLennan, In c o rp o ra t ed  and Corroon and B lack .

As th e  c o n s i d e r a t i o n  f o r  per fo rm ing  y ou r  p r o p o r t i o n a t e  share o f  s e r v i c e s  
p r i o r  t o  the c l o s e  o f  b u s in e s s  December 15, 1982 and f o r  s e r v i c e s  a f t e r  th a t  
d a t e ,  Marsh and McLennan, In c o rp o ra t ed  s h a l l  r e c e i v e  a f l a t  f e e  o f  $151,000.00 
and a d d i t i o n a l  c o n n i s s i o n  income up to  $40,000.00.

Harsh and McLennan i s  hereby  a u th o r i z e d  t o  r e c e i v e  payment, s u b j e c t  to 
the f o l l o w i n g  s ch edu l e :  November 23, 1982 - $121,000.00; January 1, 1983 - 
$15,000.00;  Apr i l  1, 1983 - $15,000.00; Ju ly  1, 1983 - $20,000.00; and January 
1, 1984 - $20,000.00 . The two payments o f  $20,000.00 are  s u b j e c t  to  the terms 
and c o n d i t i o n s  o f  th e  c o n t r a c t  between Harsh and McLennan, In co rp o ra t ed  and 
P a c i f i c  Marine Insurance Company da ted  December 17, 1932.

JH/je
5/1217-02/RM1



P3
Fcm

M
II.O

K
.1

kO
 

R
E

TU
R

N
 

R
E

C
E

IP
T

, 
R

E
G

IST
E

R
E

D
, 

IN
SU

R
ED

 
A

-

•  ;-£HOER: Complete items 1, 2, 3. arvd 4.
> W  Add your address in ^  "RS’rUfiM TO“ s p e w

on reverse.

(COfOSULT POSTMASTER FOR FEES)
i. The following service is requested (check oae).

Q  Show to whom and date delivered .....................
fel Show to whom, date, and address of delivery.. 

* . □  RESTRICTED DELIVERY
(The restricted delnery fee is charged m addition t# 
the return receipt Tee. I

TOTAL 5_

_e
— e
__ t

3. ARTICLE A00PC32C0 TO:

da.''jld-0~3r'S
/Vto/udA. •». WCj/lai.i

9jjq ±
4. TYPE OF SERVICEr'

□  REGISTERED □  WSUnED

□  CERtlFlEO GcOO
□  e x p r e s s  mail

ARTICLE NUrJOSfl

Az-IA-J'01- 5-/'r
(Alway* ootalii signature  of a d d iy a se e  o r agen t)



Professional Services Contract APR _ y too9
32-0815 CC08-2307 0t-

ALASKA POWER AUTH'^/tv
The con trac t between the ALASKA PCWER AUTHORITY and MARSH i  MCLENNAN
INCORPORATED and COREOCN and BLACK/DAWSON & COMPANY INCORPORATED, dated 
22 December 1981 is  amended as fo llow s :

APPENDIX C E x h ib it A, A r t ic le  4

Consider a tio r..■:

Change to ta l  coi t ra c to r  premium frcm $1,790,000.00 to  $1,690,000.00 
premium discount $100,000.00.

A l l  o ther terms and cond itions remain unchanged.

Executed th is  2  2. **̂ day o f /V I ,4- H , 1582.

AMENDMENT NO. 1 .. _ __ .

FOR CONTRACTOR: CWNER:

^ARSH X M c IJ D ^N a rd  ALASKA FGWER AUTHORITY
corroon &r RiXakToAwso^ & co. n:c.

BV: C X . ;
Executive Direc'to r

DEPARTMENT OF COMRERCE AND 
ECONOMIC DEVELOPMENT

Bv: X

Date:

APPROVED:

By

Date:

D epart^en^of A d in ifiis tjr.ticn  

APR 0 1 1982

t l i i i i h(« jvViii v.MP 1 ........ >. ..tnuM 1 i.—

O rig in a l Contract $1,790,000.00
Amendment If 1 Premum Discount -(100,000.00)
New Contract T o ta l $1,690,000.00



STANDARD AGREEMENT FORM 
FOR PROFESSIONAL SERVICES CONTRACT

STATE OF ALASKA
A  DEPARTMENT OF ADMINISTRATION^,

i.i'Miurc of Authorixoo Otiir.uii ol the Department of Ailimmitr.it’Oi

APPENDIX A

& I A R K A

T ins c o n tra c t,  ivh ich  is e ffe c tiv e  o n ly  i f  i t  is a p p ro v e d  b y  the D e p a rtm e n t o f  A d m in is tra t io n ,  is h n tv /ccn  the S ta te  o f  A laska

ut.'iijf inn.*ni of
Commerce X Economic Development - Alaska Power A u th o r i t y h e re a fte r. The S ta le , and

Marsh a McLennan, In c .  and Corroon  and Black/Dawson 2. C o . ,  Inc. h e re a fte r, the C o n tra c to r

A u ilrc ii Street or P. O. Qo»

. •I.«ik.? (Juimcii Lie onsc Numlicr

State

S e a t t l e ,  Washington
Z.roCoJs

77705723 OfT) TcT( VI
in te rn a l Revenue Service N m niier

a u th o riz e s  the S ta te  to  m ake th is  c o n tra c t. The p a rtie s  to  the  c o n tra c tV ifs is a contract fo r professional services. A  S_ 

agree as fo llo w s :

A R T IC L E  1. Appendices. Appendices referred to in this contract and attached to it are considered part of  it. 

A R T IC L E  2. Performance of Services.

2.1 Appendix  A ,  Articles 1 through 16, governs the performance of services under this contract.
2 .2  A ppendix  B sets forth the services to he performed bv the contractor.

A R T IC L E  3. Period of Performance. The period of performance under this contract begins Octobe r  1
and ends u n t i l  c a n c e l l e d_________ID  . Portormance may be extended for additional periods lay the written
agreement of the parties.

A R T IC L E  4. Consideration.

4.1 In lull consideration of the Contractor's performance under this contract,  the State shall pay the Contractor in
accordance w ith  the provisions ol Appendix C.

4 .2  When hilling the State, the Contractor shall refer to the State Contract Number anti send the hilling to:

Oi*|)uniit«int oi .
C o m m e r c e  & E c o n o m i c  D e v e l o p m e n t T lV a s l< a " ° P o w e r  A u t h o r i  t v

‘3'^^'"V/e's’t"' * 4 1 h  A v e n u e ,  S u i t e  3 1 ,  A n c h o r a g e ,  A l a s k a  9 9 5 0 1

C O N T R A C T O R S T A T E
Namooi Fun. M a r s h  & M c L e n n a n ,  I n c .  

y ')  C o r r o p j i  a n d  B l a c k / D a w s o n  & C o . ,  I n c .

ouparimom or A(i«ncV / u a s k a  P o w e r  A u t h o r i t y ,  D e p t ,  o r  

C o m m e r c e  & E c o n o m i c  D e v e l o p m e n t

f s J i . 'T y 'b  . ( J r - iU lr f 'U t
SigiOituru of CcriilviiCTcIlliciu I 1 \

------------ t  M  ; , J A  _
Tvpoo/oi Wintc.) Name of Auihonrau Reuben tntive y
David D. Ca r l s on  Lynn BurqeSs

T VlJCd or Pimri'il N.nnu ol C«ni|Ln\ii-̂ U<9f /  ✓ S  S
F « i t  i  mil o

t .hcv i c e  President: \ V ic e  P r e s i d en t  
Marsh & McLennan \ Corroon  o Black/D

Tlrlo y  "  '
awson E x e c u t i v e  D i r e c t o r  Deputy Commissioni

APPROVAL BY THE DEPARTMENT OF ADMINISTRATION  

N O T IC E !  This contract has no effec* except as an o iler by the Contractor until it is approved by the Department of Administration.

Article I. Oniinllionc.

1.1. In this conlracl and uppundiciis. "CeiMymq Ollir.cr1 mi.*.in9 H it ;  person wlio signs (Ins contmcl nn Ijuhnll «l iho Department and includes a successor or authorised
lU p lU S U M I.h lV L '

1.2 "Oepnrlmunt" moans Ihc uocncy lor which ".is  course! is lo ot ourloimed and lor which iho Coililying Olllcur acted in signing this cunlracl.

Arricln 2. Inspocrlon *nd n .p o it i .

2 .) Iho Dupanmenl n*ay mspoci. m the manner and in itmsonaBla times il considers nppropualo, all ihi Coniiacior s lacihlies an.l aoiiviiics under lins conlracl

2.2 The Conlrnclor shall inaKu progress and uthci reroils in Iho menner and al (no limes Iho Oepnrtmenl nmsonalily retiuues

1PKUW3KXWLS>15CXUCMWlW'Cfta{iMKXi)t>AV |̂puh!KKi'U<>ilXW;Kv!WMiH;diV(itjiiiiW>iM)i2uW l̂iCiii{aij(CI>>’fwvij0iirn.'n<.'iurv) rVvfuiiihg 
tO'MXWWO :yi>>ip;NXi;XiV}<0Ô<>riX'Cx3 ECiCi>L\,X0i:{.X>4';4CIii>hr<>ii<i>l!ri,Y!rt;r<O(irtfi>;Xiv<K!0.'i|W.hJii!.̂
:<C'’raoLr.o:wMxc<'xxid»:j<T1ty/»:-iWMJ>a<W;K

(OVER)
ijuJI I/ucii



.Any dispute concerning a Question al lacl Wising under tins conlracl which is not disoosnd ol Oy mutual agtccmeni shall bo decided wtlhoul bias by the Duectot ol me 
Department's Division ol Acmmistralive Services lot .1 none me Oepar.. ini s Administrative Oiiicci) who shall i ih Iu c o  h.s decision lo wntmg and mail or otherwise lurnishacopy 
oi ii ii.. me Conliocioi Tha decision ol tnc Ducctoi is hnui end conclusive unless, within 30 days hem mu dale oi icr.iapl oi Ilia; enpy me Conuacloi mans or ome.-w.so lumiinos lo 
me Ceililymy Ctticcr a wntlen appeal addiessed lo meCoirnussionci ol Inc Deoailmcnl T no Commissioner shall appotnl a three-person board iromme Oeoartmem to near mo ap­
peal none ol wf.om may be horn me Own.on oi Admuusiratwe Set vices Tne decision ol Ihe bnnio .s Imal and conclusive, umess it is M ulcm or not supporied by subsranlia! 
evidence In any piocecdmy under this amcie the Contrac.loi nas a ngnt lo be heard by an jMbiased panel and lo oiler evidence in suppoi! oi his appeal Pending anaJ decision ol a 
dispute lln* Comracror shall piocecd diligently won mo pcrlormnnco ni me connacl and in accordance wiln the Director ol me Division ol Adminisrraiivp Services Cecision

4.2 Tins disputes article does not ptisiudo consijc-ratton ol quest.ons ol law in connect...r wilh decisions provided lorin pa/agiaph a I above However. Ihis article does not 
male me decision ol any adniiiiisiiaiive oltaac representmvu di board on a queslton ol eiw Imal or conclusive

Article S. Equal Empioymcn! Opportunity.

s .I The Coniracloi may nol discriminate against any employee oi appacanl loi employment because ol race. religion. color, national origin or because ol ago. physicnl nan- 
(Map. se* oi nuiital siaius, change in manlal sialus pregnancy oi oarenlhood when me r MSonar'o demands ol iho oosilion do nol require distinction on me Oas-scl age. physical 
handicap, sen. ur marnai status changes in manlal status pregnancy oi parenthood The Coniracloi shall take atlnmalive action to insure mat the applicants are emptoyed and that 
employees are treated during employment without regard lo their race, color, religion, national ong-n, ancestry ago. son. cr marital status ThiSact.on must include. But need nol be 
i.ui.iod to die loncwing trinpioymeni. upgrading. demotion transtei. rc-cruitmeni or rocru tment advertising, layoll or termination. rates ol pay or other lorms ol compensation, and 
selection >or naming including apprenncoship Tne Comraclor shall post in conspicuous places, available lo employees and applicants loi empioymeni, nonces selling out the pro­
visions ol tins paiagiapn

5.2. Tito Contractor shall slate, m ail solicitations or advertisements lor employees I ; work on Slate cl Alaska conlracl iobs, thnl ii to an equal opportunity employer and ihal all 
qualified applicants will receive consideiahon lor empioymeni without rcgaio lo race religion, color, national cngin. age. phys.cat handicap. sea. of mr> .lal sialus

5.3 The Contractor snail send lo each labor union oi leoiescnialive ol workers wim which me Conitaclot has a collective Dargammg agreement ot olhei contract or 
unoersianomg a nonce advising me uoor jmon or woikers' representative ol the Ccniracior's commiimens under mis article and oosl copies ol me notice in conspicuous places 
available to ait employees anu applicants lor empioymeni

5.4. The Comraclor shall mcltioe the provisions ol Ihis article in eveiy conlracl, and snail lequna me inclusion ol these provisions in evciy comrncl entered into Oy any ol IIS 
subcontractors, so lltar those provisions will be binding upon each subcontractor For me pu’posc ol including those provisions in any construction, maintenance, or service com 
tiaci m suocoi Itacr. as required Oy Mas connect, coniraclcf" and "suBconhaclor“ may he changed lo rolled appropriately Iho name cr Designation ol me parlies ol Iho connacl 
m suOrtmtracI

5.5. The Connnctoi shall cooperate Surly wilh me othce oi agency ol Inc Slate oi Alaska which souks lo deal with the problem ol untawlut discummalion, and wilh all omer 
Siaio elicits to guarantee lair employment piachces under mis connacl. and promptly csmply wilh all requests and directions lioni me Stale Commission lor Human Rignts or any 
ol its otlicei. or agonls relating '.o prevention ol discnmin3iory empioymeni practices

5.6. Full cooperation in paiagrach 5 5 includes, Oul is not lumledlo. being a wilncsti in any proceeding mvolvng questions oi unlnwlul discrimination it Inal is requested by any 
clliciai oi agency ot me Slate ol Alaska: permitting employees or me Comraclor lo be witnesses or complainants in any prcceccinq involving questions ol unlawful discrimination. 4 
mat s lenueslod bv any olliciai cr agency ol ihe Slate ol Alaska; pariicipaii- g in meet nqs. submitlmq periodic reports on the equal empioymeni asoects ol orosenl and luluro 
empioymeni. jssistu.q in in: "eclion ol the Contractor s taciliiies: and prompt!, complying wilh all stale o-ieclives considered esscni.nl by any oMicoor agency ol the Stale ol Alaska 
iu insuic compliance viih an tedoral and siaie laws, regulations, and policies pertaining lo the prevention ol discriminatory empioymeni practices

5.7 Failme lo perluun under this article constitutes a material breach ol me conlracl 

Article 6. Termination. •
The Coililyi.ig Ollicei o> wultcn no'ice may lerniinale Ihis conlracl m whole or in can when a is in me Ocsl interest ol the Stale The Stale islude only lot payinom in accor 

dance wilh lln; payment p'ovisions ol Inis conlracl lor services rendered bcloie me cilecl'vi; dale ol lerminanoiij

Article 7. No Assignment or Delegation

Tins connacl >s personal and Iho C miracle may nol assign or delegntr) llns conirncl. or any part ol a oi any tight ro any ol Ihe money lo he paid under it, oncept wilh Ihe writ­
ten consent o’ Ihe Certifying Ollir.er

Aiticlu B. No Addlnonul Work or Material •

No cUnm I ;r addilional st-ivicos. nol speed, sally provider in llns conlracl. per termed or I jinished by Ihir Conlinclor. will bit allowed, nor may Ihe Coniracloi do any work or lot- 
msn any maicnal coveted by lliu conlracl unluss Iho work or material is orrlniiMl in wnling by Iho Certifying Olligcr and approvnd by Ihe Department ol Administration

Article 9, Intlcpondenl Comraclor.

lln. Contioclor mid any ngenls and empio/nes nl iho Cb ilraclor act ul an independent capacity and am nol olliccrs or employees pi agnnlsol mo Slate in lliri perloimanco ol 
tins contract.

Article 10. Pnymem nl T o e s .
As a cona I on ol ceiloiniiincu ol mis conlracl iho Contr.'ctoi shell poy ell ledcial s ale and local la«cs incuried Oy the Comraclor and snail lequiio meir payment by any sub- 

conlrncior oi any oilier persons in (he pcrtormance ol this conlrof Saiislaciory performance ol this oarngiaph is a condition precedonl lo payment by the Slate under mu com 
iracl

Article It  Wnrkmen's Cumpensalion Insurance.
During me iile oi this connacl. the Conuacloi shall provide and a am an. lor all omptovoosot the Comraclor engaged in worn under tn: conlracl. workmen 5 compensation in­

surance as iecu-rod by AS 23 30 Tne Comraclor snail icq-i-n.- any suhci’-nirncloi 'o pioy-do and maintain lor its employees workmen -i comoensanan insurance as required by AS 
23 30 Thai coverage must -nmam in larcc Irom Ihe day Servicos Peg n i..nucf this com -act and shall provide lor whiten nonce lo the Certifying Ollicer al least 30 days bclore 
cancellation or non renewal Failure lo lurmsh saiislaciory evidence ol mvu. nee ci Hose ;i the policy is a mnlenal breacn and grounds lc lerimnalion ol me Conuacloi s services 
& .loie peilorming unoci ihis contract. Iho Contracior shall lurmsh mo Con ty ng Oincer v.iih certilicatos ol insurr-nce as prool ol compliance wilh llus article The cerlilicules ol -m 
si,ranee must include an All Stales Qioad Form lindotsemenl

Article 12. Insurance.
Ueloie mis connacl may be appn ved, me Comiuuloi snail lurmsh a ceililica.'c ol liarn uy msuiancn evidencing coverage sanslf-dlnry in me ITmk Manager nl Ine Ocpartrnenl ol 

Adnemstralion.

Article 13. Otvneisnip ol Uocunienls.
All designs. irnwmgs. specihcanons. noies. and olhei woik developed in Ihe peilo. muicn ol this agreement -ire and remain me sou; property ol me Stale ol Alaska and may be 

used Oy ihe SUIc lor any olhei puiposo without additional compensation lo lln; ContraCi v  The Comraclor agrees nol lo assert any mjltls and nul to or.inol’sn any claim on ler Iho 
design patent or copyright laws Tim Ccmrncloi lor a period ol thre e years oiler Imal pay nenl iniditr llns conlracl. agrees lo iurnisn and provide access to all ictmncd maleaals al 
me renuesi ol Iho Cerlilying Ollicer Unless olhorwise directed by the Certifying Oltico*. She Contractor may loiain capies ol all Ihe maiennls

Article 14. C.oiermng Low. * «;* V
lltis connacl is governed by Ihe laws ol Ihe bl.iiu ol Alaska

Article 15. Oirislnls nol to Bonullt.*
No mi-moor oi or delegate lo Congress. United Slates Commissioned oi olhctals ol llm stale i 'eilnutl qovernmnnt inity he ndmiiled lo any Mt tie oi part ol litis comrncl or lo 

•my l.enetil lo in iso tltetoltcm

Article 16. Covenant Against Contingent c ees.
The Contractor w.vrnms mar no poison oi agency has men employed cu retained lo solicit ot Si' iuio llns conirncl upnn an nqieumenl or ur-deistanding lor a commission, 

peicenlago conlingenl tee. or Brokerage e«cepl employees or agencies mismnmed hy the Conuacloi i> r Ii e purpose or securing hnSinnss Fm i r -  bieach oi vioinlion ol Ihis war-
i.nily, llm ut.ilu raay lornunaiu Ihis connacl wiiltuui Imbt.ly ji m ns discretion deduct imm the contrnr pr.cn or consiOcralion the lull amount nl me commission, oercomage. 
pidkerage. or cc-nlingenl tee

Article «. Disputes. ,

’ I h  i»m«J ’ ( t  A i r  t o  V r  U3<*ll O lil/  il Hit* IHO ltt& litim il A tflW ii'I'S  'o n l iA i . I i1 lO U i 'i f t ly  *tiMllO«|

•<



A P P E N D I X  A

The Contractor shall indemnify and hold and save the State, 

its officers, agents and employees harmless from liability 

of any nature or kind, including costs and expenses, for or 

on account of any and all legal actions or claims of any 

character whatsoever resulting from injuries or damages 

sustained by any person or persons or property arising from 

its perj.ormanee of this contract in any way whatsoever.

S t a t e  S a v e d  H a r m l e s s



APPENDIX 3 

SCOPE OF SERVICES

The Alaska Power Authority acting as ov/ner, sponsor and

general contractor for major hydro-electric projects is 

responsible for managing the projects in a cost effective manner. 

As part of this responsibility, it is necessary co provide a safe

and secure work environment at the job sites to control the

magnitude and frequency of injuries and resulting claims and to 

secure broad catastrophic insurance coverage to provide 

protection for both the state and its prime contractors.

The Alaska Power Authority (APA) will use the State R-isk

Management Division as a consultant for Risk Management Services 

which will meet: its objectives. Risk Management has assisted in 

the selection of the contractors to administer the Alaska Power 

Construction Program (APCOP):

The contractor shall provide the following services by 

project which may be subcontracted as needed to carry out the 

provisions of this contract:

1. Provide Risk Management and insurance programs for the Alaska 

Power Authority and prime contractors.

2. Structure services which will maximize the use of Alaska 

based insurance contractors and companies.



P r o v i d e  a c o m p a n i o n  p r o g r a m  w h i c h  w i l l  p e r m i t  local A l a s k a

o p p o r t u n i t y  to p a r t i c i p a t e  in the A P C O P  prog-'am.

P r o v i d e  a d m i n i s t r a t i o n  of A l a s k a  Power C o n s t r u c t i o n  P r o g r a m  

( A P C O P ) .

W i l l  c o o p e r a t e  and c o o r d i n a t e  w i t h  State D i v i s i o n  of Risk 

M a n a g e m e n t  and its b r o k e r s  to p r o p e r l y  i n t e g r a t e  A l a s k a  P o wer 

C o n s t r u c t i o n  P r o g r a m  w i t h  the State Risk M a n a g e m e n t  Program.

W i l l  use the c o m b i n e d  p u r c h a s i n g  p o w e r  of the S tate and the 

p r i m e  c o n t r a c t o r s  to m a x i m i z e  cost e f f e c t i v e n e s s  of the 

program.

W i l l  p r o v i d e  to A l a s k a  P ower A u t h o r i t y  and p rime c o n t r a c t o r s  

a co s t  of Risk M a n a g e m e n t  by project.

W i l l  p r o v i d e  A l a s k a  Power A u t h o r i t y  and p rime c o n t r a c t o r s  

w i t h  c o m p l e t e  p r e m i u m  and loss s u m m a r i e s  on a q u a r t e r l y  

b a s i s .

W i l l  p r o v i d e  A l a s k a  Power A u t h o r i t y  a n d  the p r i m e  c o n t r a c t o r s  

w i t h  safety i n c e n t i v e  formula ^ T o r ^ t o  c o n t r a c t  inception and 

an e s t i m a t e  of the a m o u n t  of the sa f e t y  d i v i d e n d  due the 

p r i m e  c o n t r a c t o r  at c o n t r a c t  e x p i r a t i o n  w i t h  a final 

a d j u s t m e n t  six m o n t h s  a f ter c o n t r a c t  expiration.

c o n s t r u c t i o n  c o m p a n i e b r o k e r s  the



0. Monitor all insurance as respects cost, coverage and 

financial integrity.

1. Furnish other special services as may be periodically 

required by Alaska Power Authority or State Division of Risk 

Management, subject to agreement by all parties.

2. Provide Alaska Power Authority a certificate of professional 

liability insurance prior to any service pursuant to 

agreement on behalf cf the State.

3. See that qualified individuals are available for consultation 

on a daily basis in carrying out the obligations under .this 

agreement.

‘1. Be responsible for continuing risk identification, and 

analysis and make appropriate recommendations to the Alaska 

Power Authority.

5. May subcontract for services which include but are not 

limited to:

a. Claims Adjusting.

b. Loss Control Engineering,

c. Claims Audit.
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d. Premium Audit.

e. Actuarial Services.

f. Financial Audit.

g. Insurance Marketing.

h. Computer Services.

i. i.. .1 Services.

j. Other insurance company services as required.

16. Special projects which are outside the scope of this 

agreement will be submitted to Alaska Power Authority for 

approval prior to incurring costs on behlaf of the State.

17. Alaska Power Authority (APA) shall:

1. Receive State appropriations to cover APCOP Risk

Management costs.

2. Support an active contractor safety incentive proorain.

3. Maintain required funds within Alaska Power Authority 

appropriations to pay APCOP costs.



4. Cooperate and exchange required information with 

contractors administering APCOP.

The contract may be cancelled by either party at any time 

upon 90 days advance, written notice delivered or mailed to 

tne other party. If the contract is cancelled, the 

contractor shall be entitled to pro rata allocation of the 

annual fee. This provision shall be operative in lieu of 

Appendix A, Article 6, which shall have no force or effect.


