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HIGH LOAD FORECAST 
( 11 ,400 GWH IN 2010 )
LOW LOAD FORECAST 
( 6 ,3 0 0  GWH IN 2010 )

5 %  REAL DISCOUNT RATE

I 4 %  REAL DISCOUNT RATE

1
i

2 %  REAL DISCOUNT RATE

’(2617) HIGH CAPITAL COST FOR ALTERNATIVE 
( 20  %  ABOVE ESTIMATE )

•■ 'I'T LOW CAPITAL COST FOR ALTERNATIVE 
( 10 %  BELOW ESTIMATE )
LOW SUSITNA CAPITAL COSTS 
( 03  %  OF ESTIMATE )

"  ■
HIGH SUSITNA CAPITAL COSTS 
( 117 %  OF ESTIMATE )

ZERO CAPITAL COST ESCALATION

HIGH CAPITAL COST ESCALATION 
( 3 . 6 %  / ANNUM )

HIGH BASE COAL PRICE 1 $ 2 .00/MM BTU

L
' . • . . - ■■ ZERO FUEL PRICE ESCALATION

«
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HIGH FUEL PRICE ESCALATION 
( 5 %  TO 2000  , 2 .2  %  TO 2010

1 ; (2979) CHAKACHAMNA ALTERNATIVE
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NET BENEF IT  

1902 \ IN MILLIONS

M U L T I V A R I A T E  A N A L Y S I S

L o w M e d i u m Micjh

L o a d  F o r e c a s t 0.2 0.6 0.2

S u s i t n a  C a p i t a l  C o s t 0 . 6 0 0 . 2 5 0 . 1 5

F u e l  C o s t  E s c a l a t i o n 0 . 2 5 0 .50 0.2 5
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P R E R E Q U I S I T E S  T O  C O N S T R U C T I O N

100 P E R C E N T  D E S I G N  C O M P L E T I O N  F O R  I N I T I A L  C O N T R A C T S .  

A C C E P T A B L E  M A S T E R  L A B O R  A G R E E M E N T .

F I N A L  P R E - C O N S T R U C T I O N  C O S T  E S T I M A T E .

P O W E R  S A L E S  A G R E E M E N T S .

F E R C  L I C E N S E  A N D  O T H E R  M A J O R  P E R M I T S .

E X T E R N A L  R E V I E W  P A N E L  C O N C U R R E N C E  W I T H  D E S I G N ,  S A F E T Y ,  
A N D  M I T I G A T I O N  M E A S U R E S .

F I N A N C E  P L A N  W I T H  F U N D I N G  S O U R C E  E S T A B L I S H E D .

T A X  E X E M P T  S T A T U S  R U L I N G  F O R  R E V E N U E  BO N D S .  

. L E G I S L A T I V E  A U T H O R I Z A T I O N .

P O W E R  A U T H O R I T Y  D E C I S I O N  T O  C O N S T R U C T .

P R O J E C T  L A N D S  A C Q U I R E D .
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L A N D  A C Q U I S I T I O N  S C H E D U L E  .

J A N U A R Y  1930 - D E C E M B E R  1 9 8 2  ° I D E N T I F Y  P R O J E C T  L A N D S

° I D E N T I F Y  L A N D  S T A T U S

•I

M A R C H  - J U L Y  1 9 8 3  ° P R I O R I T I Z E  A C Q U I S I T I O N

° E F F E C T  C O N V E Y A N C E  OF S T A T E
A N D  N A T I V E  S E L E C T E D  L A N D S

J U L Y  19 8 3  - J A N U A R Y  1 9 8 5  ° N E G O T I A T E  W I T H  P R I V A T E
L A N D O W N E R S

0 A C Q U I R E  R O W ,  L E A S E S
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I M P O R T A N T  P A R A M E T E R S

L O W  B A S E  H I G H

L O A D  F O R E C A S T  (in 2 0 1 0 )  6 , 3 0 0  G W h  7 , 8 0 0  G W h  1 1 , 4 0 0  G W h
A N N U A L  G R O W T H  R A T E  (2.8%) (3.5%) (4.7%)

D I S C O U N T  R A T E  ( C O N S T A N T  $) 2% 3% 5%

S U S I T N A  C A P I T A L  C O S T S
( C O N T I N G E N C Y )  0% 20% 40%

C A P I T A L  C O S T  E S C A L A T I O N  0% 2% 4%

F U E L  P R I C E  E S C A L A T I O N *

B E L U G A  C O A L  ( $ 1 . 5 1 / M M B T U ) 0% 2 . 1 % / 1 . 2 %  4 . 2 % / 2 . 2 %
N A T U R A L  G A S  ( $ 3 . 0 0 / M M B T U ) 0% 2 . 5 % / 2 . 0 %  5 . 0 % / 2 . 0 %
O I L  ( $ 6 . 5 0 / M M B T U ) 0% 2 . 5 % / 2 . 0 %  5 . 0 % / 2 . 0 %

* ( 1 9 8 2 - 2 0 0 0 ) / 2 0 0 1 - 2 0 1 0 )
** 1982 P r i c e  E s t i m a t e
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D R A F T  R E P O R T  U N D E R  R E V I E W  

T H R E E  O P T I O N S

S I T I N G , C O N C E P T U A L  D E S I G N , F A C I L I T Y  C O S T  E S T I M A T E S

2 2



C A P A C I T Y

F I R M  A N N U A L  E N E R G Y  

A N N U A L  G E N E R A T I O N  

T O T A L  C O S T (1982 $)

T O T A L  C O S T  E N E R G Y *

C H A K A C H A M N A  P R O J E C T

F E A S I B I L I T Y  S T U D Y

330 M W  

1 , 3 7 4  G W h  

1 , 4 4 6  G W h  

$ 1 . 4 5  B I L L I O N

4 3 . 5  M I L L S / K W h

* I n c l u d e s  15 M I L L S  P E R  K W h  F O R  O + M

U P D A T E

330 MW  

1 , 2 3 6  G W h  

1 , 3 0 1  GWh 

$ 1 . 3 2  B I L L I O N

44 . 5  M I L L S / K W h

2 3
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W A T A N A  D A M  H E I G H T  R E D U C T I O N  

C U R R E N T L Y  U N D E R  S T U D Y

D A M  H E I G H T 835 F E E T 800 F E E T

F I L L  Q U A N T I T Y 62 M I L L I O N  CY 46 M I L L I O N  CY

T I M E  OF  C O N S T R U C T I O N  9 Y E A R S

A N N U A L  E N E R G Y

C O N S T R U C T I O N  C O S T  

($1982)

P R O B A B L E  C O S T  

R E D U C T I O N S

3 4 5 0  G W h

3. 5 8  B I L L I O N

8 T O  9 Y E A R S  

3 0 4 0  G W h

3.2 B I L L I O N

1 0 %

700 F E E T  

29 M I L L I O N  CY 

7 T O  8 Y E A R S  

2 5 5 0  G W h  

2.8 B I L L I O N

2 0 %



T E C H N I Q U E S  F O R  S U S I T N A  C O S T  C O N T R O L

E M P H A S I S  O N  " H I G H  C O N F I D E N C E "  E S T I M A T E  

I N D E P E N D E N T  E S T I M A T E  

E A R L Y  C M  I N V O L V E M E N T

M A X I M U M  P R E - C O N S T R U C T I O N  S I T E  I N V E S T I G A T I O N  

1 0 0 %  D E S I G N  P R I O R  T O  B I D D I N G  

R I G O R O U S  C H A N G E  C O N T R O L  P R O C E D U R E  

M A S T E R  L A B O R  A G R E E M E N T  

F I R M  F I X E D - P R I C E  C O N T R A C T S



P O W E R  A U T H O R I T Y  R E C O M M E N D A T I O N S  

A P R I L  1982

C O N T I N U E  P E R - C O N S T R U C T I O N  D E V E L O P M E N T A L  E F F O R T S  

S U B M I T  A F E R C  L I C E N S E  A P P L I C A T I O N  

I N I T I A T E  D E S I G N
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the /lir W o r ld

F e b r u a r y  1983

T O  A L L  LEGISLATORS:

T h e  Susitna Hydro Project is certainly complex and requires 

a lot of background information.

M a n y  o f : you have asked for a summation or o u t line o f  the project. 

T he attached- article by Dave Hutchens in the F e b r u a r y  issue of 

"Rura'l-ite" is as good a one page summary"as w e ' v e  seen. It's 

caption "Decision Time" is really on target - y o u  are the one's 

that must act n ow for our future needs.

A N C H O RA G E CHAM BER O F  COMMERCE - 415  F STREET. ANCHORAGE, ALASKA  99501 - (907) 272-2401



Dave Hutchens . . . . .  
executive director, 
A laska R ural Electric 
Cooperative Association

Decision Time
. The 1983 Legislature has a very important decision 
to m ake on behalf of electrical consumers throughout 
much of Alaska, from Homer to Fairbanks.

This decision deals with developing a financing 
plan for the  Susitna Hydroelectric Project. Several 
facts make th is decision critical.

R ight now, na tu ra l gas provides the primary 
source of electric generation in this region. Only 
Golden Valley Electric Association and the Fair­
banks Muncipal Utilities use coal to generate power. 
Golden Valley also uses oil-fired turbines for peak 
load generation. Two small hydroelectric facilities— 
Ek lu tna Lake and Cooper Lake—are the only other 
sources of electrical power.

According to the best estim ates of utility m anag­
ers, the proven gas supplies in  Cook Inlet will begin 
runn ing  out of enough gas to generate electricity and 
hea t homes in about 1995—only 12 years away. 
W ithout gas, another source of clean power to gener­
ate electrical energy must be developed and put into 
use before 1395. - .

The alternatives are known. E ither coal-fircd gen­
eration or hydroelectric power. , .

Coal-fircd p lan ts have some advantages. They are 
less expensive to build than  hydroelectric plants and 
they can be built in about seven years as opposed to 
ten years for a project like Susitna. On the other 
hand, :oal-fired plants have h igh maintenance costs, 
high labor costs and generate a ir pollution. Coal-fired 
p lan ts  also have to be replaced in about 35 years as 
their equipment ages and wears out. In the Cook Inlet 
area, coal is available but unless the coal mining 
companies can move larger quantities through 
export channels, the economics of developing a major 
coal field for one or iwo power plants are not 
favorable.

The hydroelectric potential of Susitna, on the other 
hand, is a source of clean power th a t will be available 
on a long.term basis in excess of 50 years. I t will also 
offer the advantage of stable prices. Coal-fired plants

have somewhat variable costs for fuel since labor and 
machinery costs to extract the coal from the ground 
usually, rise over the years. Hydroelectric facilities 
always [have the same source of "free fuel"—the 
water in the river they are built on.‘

The Susitna project also appears to be relatively 
free from major environmental impacts. The river 
itself supports little fish life above the dam sites at 
Devil Canyon and Watana, and apparently there will 
be few long-term effects on salmon runs in Cook 
Inlet. Fishery resources can also be enhanced by con­
struction of hatcheries. The dams themselves are 
designed to minimize changes in the character of the 
river water, another move associated with avoiding 
damage to fisheries resources.

The real benefits of Susitna lie in the area of eco­
nomics. Susitna will provide stable power rates 
which will become less expensive in real terms as 
long as it lasts. From the $35 million study conducted 
by ACRES, there is no doubt th a t the savings to the 
consumers will be enormous over the useful life of the 
Susitna project. The trick is to finance it in such a 
way tha t 3ome of those savings are received in the 
early years.

Employment associated with the Susitna Project is 
also a factor th a t must he considered. During the 20- 
year construction period for both dams there would 
be as many as 3,400 persons di < ctly employed. The 
townsite a t the dame would house the bulk of these 
workers, lessening the impact on communities such 
as Trapper Creek and Talkeetna. Over the long term, 
the northern Susitna Valley can expect a population 
increase due to dam constr action and operation. The 
effects of this population increase remain a source of 
in ten se  d iscussion  in th e  M atanuska-Susitna 
Borough.

In short, construction of the Susitna Project is at a 
'.Tossroads. Proven gas .pplies for power generation 
n the Cook Inlet basin will begin running out in just 
,'welve years. It will take ten years to finish the first 
part of the Susitna Project a t Watana. If construction 
is not approved and a plan of finance approved 
within the next tvrn years, w e  may be the ones freez- 
i> i in the dark, not ti. e people Outside.

Alaska Codes—February 1983—9



Alaska Environmental Lobl
419  6th Street, Suite 328 Juneau, A las l

TO: A l l  L e g i s l a t o r s  M * ' .

F R O M :  J a y  N e l s o n ,  E x e c u t i v e  D i’-^ctor (J 
E r i c  F. M y e r s ,  E n e r g y  S p e c i a l i s t  

RE; U n d e r s t a n d i n g  P u b l i c  O p i n i o n  o n  S u s i t n a

T h e  r e c e n t  D i t t m a n  R e s e a r c h  p o l l  f o u n d  w i d e s p r e a d  s u p p o r t  for 
h y d r o e l e c t r i c  d e v e l o p m e n t  in A l a s k a  g e n e r a l l y  a n d  S u s i t n a  s p e c i­
fic al l y .  T h e s e  r e s u l t s  a r e  h a r d l y  s u p r i s i n g ;  x c  is a d i r e c t  r e­
f l e c t i o n  of t h e  m a s s i v e  m e d i a  b l i t z  s p o n s o r e d  b y  S u s i t n a 'P o w e r  
N o w  a n d  t h e  A n c h o r a g e  C h a m b e r  of C o m m e r c e .  T h e  p o l l  r e s u l t s  w o u l d  
b e  s i m i l a r  if D i t t m a n  h a d  a s k e d  if p e o p l e  w e r e  i n t e r e s t e d  in a 
f r e e  car, a free h o u : c ,  o r  a f r e e  lui. h. T h e  a n s w e r  is o bvious.

T h e  m o s t  s i g n i f i c a n t  f i n d i n g  of  t h e  p o l l  is t h a t  it s h o w e d  h o w  
v i r t u a l l y  n o n e  o f  t h e  r e s p o n d e n t s  h a d  e v e n  t h e  r e m o t e s t  idea of 
w h a t  the S u s i t n a  p r o j e c t  w o u l d  c o s t .  Ever, E r i c  Yo u l d ,  E x e c u t i v e  
D i r e c t o r  of the A l a s k a  P o w e r  A u t h o r i t y  a n d  p r i m e  s p o n s o r  of the 
p r o j e c t ,  a c k n o w l e d g e s  t h a t  t h e  t o t a l  c o s t s  f o r  the p r o j e c t  w i l l  
a m o u n t  to u p w a r d  o f  15 b i l l i o n  d o l l a r s . T h i s  d o e s  n o t  .nclude any 
f i n a n c e  c h a r g e s  o r  t h e  p o s s i b i l i t y  of c o s t  o v e r r u n s .

O v e r  70 p e r c e n t  o f  t h e  p e o p l e  p o l l e d  i n d i c a t e d  that t h e y  e i t h e r  
d i d n ' t  k n o w  w h a t  t h e  p r o j e c t  w o u l d  c o s t  o r  t h o u g h t  t h a t  it w o u l d  
c o s t  less th a n  500 m i l l i o n  d o l l a r s .  O n l y  2 p e r c e n t  o f  the s u r v e y  
h a d  a r e a l i s t i c  n o t i o n  o f  w h a t  t h e  a c t u a l  p r o j e c t  c o s t s  w o u l d  be 
(ie, o v e r  10 b i l l i o n  d o l l a r s )  .

A l s o  n o t e w o r t h y  is t h a t  t h o s e  w h o  i n d i c a t e d  s u p p o r t  for the p r o j e c t  
g a v e  " c h e a p e s t  so u r c e  of p o w e r "  a n d  "need" as t h e i r  m a i n  reasons.
T h e  p r o j e c t  is n e i t h e r  c h e a p e r  th a n  the a l t e r n a t i v e s ,  n o r  is it 
n e e d e d .

I t  is a c k n o w l e d g e d  b y  a l l  p a r t i e s  to the S u s i t n a  d e b a t e  that a l t e r­
nat i v e s ,  p r i m a r i l y  g a s , w i l l  b e  le s s  e x p e n s i v e  t h a n  S u s i t n a  u n t i l  
w e l l  i n t o  the n e x t  c e n t u r y .  In fact, the A l a s k a  P o w e r  A u t h o r i t y  
f e a s i b i l i t y  s t u d y  o n  S u s i t n a  b y  A c r e s  A m e r i c a n  s h o w s  c l e a r l y  that 
e l e c t r i c i t y  f r o m  S u s i t n a  at  30<£/Kwh w o u l d  b e  m o r e  t h a n  t .'ice as 
e x p e n s i v e  as t h e  g a s  a l t e r n a t i v e  a t  1 4 . 5 C / k w h  if a n d  w h e n  the p r o j e c t  
is b r o u g h t  on l i n e  as  s c h e d u l e d  in 1993. O n l y  w i t h  m u l t i - b i l l i o n  
d o l l a r  s u b s i d i e s ,  t h e  A c r e s  s t u d y  c o n c l u d e d ,  c o u l d  S u s i t n a  p o s s i b l y

A L A S K A  C E N T E R  F O R  T H E  E N V I R O N M E N T  • A L A S K A  C H A P T E R .  S I E R R A  C L U B  • A N C H O R A G E  A U n U a u *  t ° C I E T Y  
A R C T I C  A U D U B O N  S O C I E T Y  • D E N A L I  C I T I Z E N S  C O U N C I L  • F R I E N D S  O F  T H E  E A R T H  • J U N E A U  A ' J D U B O N  - J C I E T Y  

K A C H E M A K  B A Y  C O N S E R V A T I O N  S O C I E T Y  • N O R T H E R N  A L A S K A  E N V I R O N M E N T A L  C E N T E R  
S I T K A  C O N S E R V A T I O N  S O C I E T Y  • S O U T H E A S T  A L A S K A  C O N S E R V A T I O N  C O U N C I L
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b e  c o m p e t i t i v e .  T h e  p r o p o n e n t s  o f  S u s i t n a  a t t e m p t  to t r i v i a l i z e  
t h i s  n e e d  for m u l t i - b i l l i o n  d o l l a r  s u b s i d i e s  as "a m a r k e t i n g  
p r o b l e m . "

C o n c e r n i n g  the " n e e d "  f o r  S u s i t n a ,  t h e  m o s t  r e c e n t  c o m p r e h e n s i v e  
a n d  u p - t o - d a t e  w o r k  o n  R a i l b e l t  p o w e r  r e q u i r e m e n t s  b y  B a t t e l l e  
(19 82, revised) s h o w s  t h a t  t h e r e  will, be a n e e d  (in the M o d e r a t e  
o r  " m o s t  l i k e l y "  case) t o  a d d  o n l y  i o m e  200 m e g a w a t t s  to the 
R a i l b e l t  s y s t e m  b y  t h e  e n d  o f  the C e n t u r y .  By  c o n t r a s t ,  S u s i t n a  
is a 1600 m e g a w a t t  p r o j e c t .  S o m e  d a y  S u s i t n a  m a y  m a k e  sense, 
p e r h a p s  by  t h e  y e a r  2050. B u t  for the f o r s e e a b l e  f u t u r e ,  S u s i t n a  
is c l e a r l y  far o v e r s i z e d  for o u r  n e e d s .

C o n t r a r y  to p o p u l a r  b e l i e f ,  t h e  o f f i c i a l  e c o n o m i c  a n a l y s e s  of 
S u s i t n a  d o n e  to d a t e  h a v e  n o t  f o u n d  t h a t  S u s i t n a  o f f e r s  a n y  clear, 
c o s t - e f f e c t i v e  a d v a n t a g e  o v e r  a l t e r n a t i v e s .  In fact, the Acres 
f e a s i b i l i t y  s t u d y  a n a l y s i s  p r e p a r e d  f o r  t h e  A l a s k a  P o w e r  A u t h o r i t y  
r e j e c t s  S u s i t n a  w h e n  t h e  f u n d a m e n t a l  c h a n g e s  in w o r l d  o i l  m a r­
k e t s  a r e  t a k e n  i n t o  c o n s i d e r a t i o n .  W i t h  w o r l d  o i l  m a r k e t s  s t a b l e  
o r  falling, the A c r e s  s t u d y  o b s e r v e d ,  b u i l d i n g  S u s i t n a  w o u l d  be 
a m a s s i v e  m i s t a k e .  T h a t  is, a c o m m i t m e n t  t o  S u s i t n a  w o u l d  co s t  
o v e r  o n e  b i l l i o n  d o l l a r s  m o r e  th a n  d e v e l o p i n g  a l t e r n a t i v e s .  Of 
c o n s i d e r a b l e  s i g n i f i c a n c e  is t h e  f a c t  t h a t  t h e  A l a s k a  P o w e r  A u t h o r i t y  
B o a r d  o f  D i r e c t o r s  h a s  n o t  e n d o r s e d  t h e  c o n c l u s i o n  th a t  S u s i t n a  is 
t h e  m o s t  a t t r a c t i v e  R a i l b e l t  p o w e r  o p t i o n .

T o  r a i s e  q u e s t i o n s  a b o u t  S u s i t n a ,  as the A l a s k a  E n v i r o n m e n t a l  
L o b b y  has, m u s t  n o t  be m i s c o n s t r u e d  as b l a n k e t  o p p o s i t i o n  to A l a s k a  
h y d r o e l e c t r i c  p o w e r  d e v e l o p m e n t .  T o  th- c o n t r a r y ,  the L o bby has 
r e p e a t e d l y  s p o k e n  o u t  in s u p p o r t  of m o r e  m o d e s t l v  s c a l e d  h y d r o  
p r o j e c t s  s u c h  a s  B r a d l e y  L a k e  which, t o g e t h e r  gas, o f f e r s
a f a r  m o r e  e c o n o m i c a l l y  a t t r a c t i v e ,  l o w  r i s k  n a t i v e  to S u s i t n a .
I n d i v i d u a l  p r o j e c t s ,  h o w e v e r ,  m u s t  be careful. o n s i d e r e d  o n  t h e i r  
m e r i t s  —  n o t  o n  t h e  b a s i s  of the s u p e r f i c i a l  b ^ s i t n a  P o w e r  N o w  
p u b l i c  r e l a t i o n s  m e d i a  h ype.

T h e  o b j e c t i v e ,  o f  c o u r s e ,  is to a v o i d  a c i r c u m s t a n c e  like the T y e e  
d e b a c l e .  A l t h o u g h  m u c h  s m a l l e r  t h a n  S u s i t n a ,  the T y e e  p r o j e c t  is 
in m a n y  w a y s  s i m i l a r  to its R a i l b e l t  c o u n t e r p a r t .  T y e e  w a s  d e v e l o p e d
b y  t h e  A l a s k a  P o w e r  A u t h o r i t y  a n d  is far t o o  l a r g e  for the two
c o m m u n i t i e s  ( W r a n g e l l  a n d  P e t e r s b u r g )  it is i n t e n d e d  to serve. N o w  
n e a r l y  c o m p l e t e d ,  it is a p p a r e n t  t h a t  the p r i c e  of p o w e r  f r o m  the 
project; m a y  b e  as h i g h  as  t w i c e  t h a t  c u r r e n t l y  f a c e d  by the c o m m u­
n i t i e s  —  e v e n  w i t h  a b o u t  s e v e n t y  p e r c e n t  of. t h e  p r o j e c t ' s  c o s t  
p a i d  for w i t h  g r a n t s .  N o t  s u r p r i s i n g l y ,  t h e  c o m m u n i t i e s  h a v e  r e­
f u s e d  th i s  e x p e n s i v e  T y e e  po w e r .  A n d  the A l a s k a  P o w e r  A u t h o r i t y  h a s
a 120 m i l l i o n  d o l l a r  w h i t e  e l e p h a n t .

T h e  m o s t  c r i t i c a l  i s s u e  u n d e r l y i n g  the S u s i t n a  d e b a t e  is not w h e t h e r  
y o u  a r e  "for" o r  " a g a i n s t "  S u s i t n a  but, r a t h e r :  H o w  c a n  w e  p r o­
v i d e  r e s p o n s i b l y  —  e c o n o m i c a l l y  a n d  e n v i r o n m e n t a l l y  —  for the 
r e l i a b l y  a n t i c i p a t e d  i n c r e a s e s  in R a i l b e l t  p o w e r  d e m a n d ?  At some 
p o i n t  in the d i s t a n t  f u t u r e ,  the 160C m e g a w a t t  p r o j e c t  m a y  m a k e  
s e n s e  b u t  n o w  is n o t  t h e  time.



T h i s  is p a r t i c u l a r l y  t r u e  i n  l i g h t  o f  t h e  r e v e n u e  p i c t u r e .  It 
m u s t  be  u n d e r s t o o d  t h a t  t h e  E n e r g y  P r o g r a m  f o r  A l a s k a ,  w i t h  its 
m u l t i - b i l l i o n  d o l l a r  s u b s i d y  s c h e m e  p r o p o s e d  f o r . t h e  S u s i t n a  
h y d r o  p r o j e c t , ' i s  a l e g a c y  f r o m  t h e  p a s t  w h e n  r e v e n u e s  w e r e  c o m i n g  
i n t o  t h e  S t a t e  t r e a s u r y  f a s t e r  (almost) t h a n  w e  c o u l d  s p e n d  
t h em. T h e  " p r o b l e m "  in  t h o s e  d a y s  w a s  to t h i n k  u p  w a y s  to  s p e n d  
m o n e y  c r e a t i v e l y .  N o w  w e  a r e  b e i n g  f o r c e d  to r e c k o n  q u i t e  s o b e r l y  
w i t h  d r o p p i n g  r e v e n u e s .  E v e n  w i t h o u t  t h e  a d d e d  f i n a n c i a l  b u r d e n  
o f  t r y i n g  to p r o v i d e  2-3 b i l l i o n  d o l l a r s  in s u b s i d i e s  for Sus i t n a ,  
t h e  S t a t e  is f a c i n g  a s e v e r e  f i s c a l  c r i s i s  i n  t h e  e a r l y  1990's.

W i t h  r e g a r d  to the D i t t m a n  poll o n c e  again, there is one question 
that w a s  c o n s p i c u o u s  b y  v i r t u e  of its absence: W h a t  are people 
w i l l i n g  to give u p  in o r d e r  to s u b s idize Susitna?

E v e n  if p e o p l e  w e r e  t o  e x p r e s s  s u p p o r t  for, say, a 5 or e v e n  10 
b i l l i o n  d o l l a r  e x p e n d i t u r e  f o r  S u s i t n a t h e  q u e s t i o n  r e m a i n s ,  w h a t  
a r e  t h e y  w i l l i n g  to t r a d e  a w a y ?  T o  a g r e a t  d e g r e e ,  t h e  n u m b e r  
w o u l d  b e  i r r e l e v a n t  a n y w a y  b e c a u s e  t h e  r e a l  i s s u e  is: A r e  the 
p e o p l e  of A l a s k a  w i l l i n g  to  g i v e  u p  the P e r m a n e n t  F u n d  D i v i d e n d  
P r o g r a m ;  a b a n d o n  m u n i c i p a l  r e v e n u e  s h a r i n g  a n d  p r o p e r t y  t a x  r e l i e f  
c u t  b a c k  o n  e d u c a t i o n  f u n d i n g ;  d o  w i t h o u t  sewer, w a t e r  a n d  r o a d  
i m p r o v e m e n t s ;  p a y  i n c o m e  t a x e s ?

T h e s e  are the true costs of Susitna, the questions few are willing 
to tal k about.
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See . 4-1.8' i l .  F e a s ib ility  s tu d y  and  fin a n c e  p ln n . (a ) Unless 
the reconnni ancc study has been disapproved by the division o f 
budget and management under AS 44 .83 .179 , the au thority sha ll com­
plete a feas ib ility study and plan o f finance fo r each proposed project.

(b ) A feas ib ility  study sha ll include
( 11 in form ation about the proposed project, including but not lim ited 

to estim ates o f tota l project construction costs, tota l project operating 
costs, the costs o f  transm ission systems and reserve power requ ire­
ments, the lim ing  and amount o f anticipated re tu rns from  the com­
pleted project, o bcncfil-lo-cosl ra tio , the potentia l efTcct o f the project 
on the environm ent o f the area which w ill be served by tire project 
when completed, and the ava ilab ility  o f a lte rna tive  government 
financing ;

(21 a statem ent o f a ll assumptions which nfTcct the economic 
feas ib ility  o f the project, including but nut lim ited to the discount rate 
nnd in terest ra le  r f  amounts o f money to be used for tho project, antic i­
pated fue l prices, an escalation ra te , s la te  and local electric load 
grow th, and estimates o f indirect costs nnd benefits;

(31 a comparative analysis o f o il reasonable a lte rnatives to con­
struction o f the proposcJ project; nnd

(4* in form ation  based on engineering nnd design work which mcols 
the requirements fo r submission o f n license app lication fo r the project 
to the Federa l Energy Rogu ln lory Commission.

tc) The plan o f finonco sha ll Include rccommcndntions o f tho most 
appropr' lie  means to finance n project, Including, but not lim ited to,

(1 ) tho issuance o f revenue bonds o f  the au thority ;
(2 ) the issunnce o f ' t •
(A ) genera l obligation bonds o f the state; or
(ft ) revenue bondsofthc authority which nro guaranteed o r p a rtin lly  

guaranteed by the state;
(3 ) an appropriation from  tho gene ra l fund
(A ) to pay debt service on bonds o r fo r other project purposes; o r
(ID  to reduce the amount o f debt financing fo r the project;

(4 ) a loan  from  the general fund;
(6 ) financing arrangements w ith other entities using leveraged 

lenses o r other finnncing methods;
(6 ) assistance from  any federal agency, including, but not lim ited to, 

the R u ra l E lectrification Adm inistration ;
(7 ) a loan from  the power project fund (AS 44 .83 .170 (a )), or from  the 

renewable resources investment fund (AS 37 .11 .050 ); or
(8) ony combination o f finnncing arrangements listed in this subsec­

tion.
(d) When finnncint assistance from  the sta le  is necessary fo r n 

project to meet financia l feasib ility crite ria , the p lan o f finnnce sha ll 
include an estimate o f the m inimum amount ol financial assistance 
required from  the state. The plan o f finnnce sh a ll include an estimate 
o f the present va lue o r the financia l assistance from  the s la te , com ­
puted as the difference between

.(1 ) a m arke t ra te  o f interest, which is
(A ) the rate determ ined under AS 44 .83 .170 (fi(2 )(B )(i); or
(D) the estimated interest rn le  fo r  revenue bonds to be issued by tho 

m th o rlty  fo r the project; and
(2 ) the effective rate o f interest because o f state financial nssistnnco 

p >vidcd.
\c) The au thority , in consultation with tho division o f budget and 

ti > egemcnt, shn ll adopt regu lations defining
he techniques which it  sha ll apply to determ ine Hint the in fer- 

malic... required by (b) —  (d ) o f this'section is obtained; nnd
(2 ) standard crite ria and monsurcs fo r comparative analysis o f  a lte r ­

native finnncing arrangements. (§ 24 eh 83  SLA  1980; nm 5 G eh 133 
SLA  1982)

E ffe c t o f  am endm ent* . —  The 1902 
nnirndmcnl, effective June 2f», 1902, 
inserted "the cosla o f transmission ajritems

and rraerve power requirement*" in para­
graph (1 ) o f aubflcction (b).

See. 44 .83 .183 . R ev iew  o f  fc n s ib ili ly  stud ies nnd p ln n s  o f  
fin nn ce  by  d iv is io n  o f  b udge t nnd n innngcm cn l. (a ) The division o f 
budget and management in tho Office o f lh e  Governor shnll review tho 
feasib ility study nnd plnn o f finnnco for n project o f tho authority for 
ramplinnco w ith the provisions o f AS 44.83 .181(b ) —  (d).

(b) In  its review under thin section, tho division o f budget nnd 
mnnngcincnt may obtnin nn independent eva luation o f n feasib ility 
ntudy nnd plnn o f  finnnco to dotcrm ino complinr.cc with tho provisions 
o ' AS 44 .83 .181 (b ) —  (d).

(c) When tho division o f  budget nnd management has completed a 
rovicw o f  the fcnsib ilily  study nnd tbi- plnn o f finnnco for n project 
under this section, it  sha ll subm it a ruport to the governor. Tho report 
shn ll cxnminn tho fcnsib ilily  study end plan o f finnnce for compliance 
w ith tho requirements o f AS 44.8a . 181(h) —  (d). Tho report o f the
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5 44.83.185 A l a s k a  S t a t u t e s  S u p p l e m e n t  5 44.83.185 i
division of budget nnd management shnll include a recommendation to 
the governor nnd leg is la tu re fo r npprovnl or disapproval o f the project 
based on the division ’s review o f tbc feasibility study and plnn o f 
finance for compliance with the requirements o f A S  44 .83 .181 (b ) —  (d).

(d ) The report required by (c) i \ this section shn ll be prcpnrcd and 
submitted not Inter than CO days a fter the fcnsib ilily  study and plnn o f 
finance for a proposed project have been received by the division o f 
budget and management.

(c ) The report required by (c) o f this section sha ll include a financia l 
ana lysis o f the proposed project o f the au thority that evaluates 
proposed bond reso lutions or o th e r financial arrangements or financia l 
p lans, security p lans and arrnngcmcnts, cost and demand 
uncertainties, and debt volume, nS they relate to the total direct nnd 
indirect indebtedness o f  the state. In preparing the financia l analysis 
required by this section the division o f budget nnd management mny 
_,sc the services o f outside agencies or institu tions that t , c  not 
otherw ise involved in the project. (§ 24 eh 83 SLA  1080; am 5 7 eh 133 
SLA  1982)

Effect or amendments. — The 1082 
nnirndmcnl, effective June 25, 1982, 
nddrd *ul*scclion (e l.

S ee . 44 .83 .185 . S u bm is s ion  to the le g is la tu re , (n) The authority 
shn ll subm it a feas ib ility study nnd plnn o f finance for n proposed new 
project to the leg is la tu re . When the report o f the division o f budget and 
management exam ining the feasib ility study nnd plnn o f finance is 
completed ns required by AS 44 .83 .183 , it shn ll be submitted to the 
leg is la tu re .

( i l l The nuthority mny not proceed with work on the engineering o r 
design phnsc o f n proposed now project fo r which leg is la tive npprovnl 
is required un til the leg is la tu re npproves the proposed new project.
However, the nu tho iity  mny proceed with the engineering or design 
w ork necessary to meet the requirements for submission o f a liccnso 
application for the proposed new project to the Federal Lncrgy 
Hcgulntory Commission w ithout obtaining leg is ln livc  npp.ovnl o f tho 
proposed new project.

(c) The leg is la tu re shn ll consider nnd must npprovc nil proposed new 
projects except proposed new projects Hint nre exempt under AS 
•14.8.1.187. The leg is la tu re mny npprovo n proposed new project only by 
enacting Inw that nuthorizcs tho project and approves a construction 
cost for that project. (5 24 eh 83 SLA 1980; am § 8  eh 133 SLA 1982)

K ffc c t o f  am endm en t* . — The 10112 ,.,-pro*c» •  conMniellim  m l  for" for
nrnendmci I . effective June 78 , 1082, lub - "« u t lio r li lii |*  In the .eeond lenience o f 
(d iluted "Hint iiu llio rlie r. U ii piojecl m d  luh irc lio n  (cl.

. U I I I i ! ! I H I l l i l l i l i l l i l i l i i l i i i i i i i i i i i i8 f |H i l i l i i i i i i i i i i i i i i i i i l i i i l i i i i i i i lH i i i i i i i |iH i i .  i i i f f i i i i t i i i i i i i i iH i i i i i t i i in in
§ 44.83 .186 S t a t e  G o v e rn m e n t  § 44.83 .230

See. 4 4 .8 3 .18G. F in n l cos t c s lim n lc  nnd rc n u th o r iz n lio n  by the 
leg is la tu re . I f  a project is approved under AS 44 .8 3 .185(c>, the nuthor­
ity shall obtain a finn l cost estimate for the project from  an independent 
source qunlificd to make such an estimate. I f  the fina l cost estimate 
docs not exceed tho construction cost authorized by the legislature 
under AS 44 .83 .185 , adjusted fo r in fla tion , by more than seven und 
one-half percent, the nuthority mny proceed with the construction o f 
the project. I f  the fin a l cost estimate exceeds the construction cost 
authorized by the leg is la tu re under AS 44 .83 .185 , adjusted for in fla ­
tion, by more thnn seven nnd one-ha lf percent, the nuthority sha ll 
revise its feas ib ility study nnd, i f  it determ ines that the project remains 
feasible, the au thority shn ll subm it the revised fcnsib ilily  study and 

. the independent cost estimate to the leg is la tu re . A proposed project 
that is retu rned for reconsideration by the leg is la tu re under this sec­
tion may no t be constructed unless the leg is lnturc reauthorizes it by 
enacting Inw for tha t purpose. (5 9 eh 133 SLA  1982)

E ff r c l lv *  dn lc .i. —  Section 22, ch. 183, June 25, 1082, In etcordence with AS 
SLA 1982, m n k ri thin section effective 01.10.070(c).
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See . 44 .83 .130 . N o n lia b i lity  o n  bond s , (n ) Neither the mcmbc. t o f 
the au thority  n o r a person executing the bonds is liab le persona lly  on 
the bonds or is subject to personal liab ility  o r accountability by reason 
o f the issuance o f  the bonds.

(b ) The bonds issued by the au thority do not constitute nn 
indebtedness o r  o ther lia b ility  o f  the s la te o r o f a political subdivision 
o f the state, except the au thority , but sh a ll be payable so le ly from  the 
income nnd receipts o r o the r funds o r property o f the nuthority . The 
au thority  may no t pledge the fa ith  o r credit o f  the state o r o f  a political 
subdivision o f  the state, except the au tho rity , to the payment o f  a  bond 
and the issuance o f a bond by the nuthority docs not d irectly or 
indirectly o r contingently ob ligate the state o r a po litica l subdivision 
a f  the s la te  to app ly money from , o r  levy o r pledge nny form  o f  taxation 
whatever to the payment o f  the bond. (5 1 eh 278 SLA  197G)

§ 44.83 .300 S t a te  G o v e iin m k n t § 4-1.83.320
A rt ic le  7 . S u s itn a  I l i v c r  H yd ro e le c tr ic  I ’ ro jc c l.

Section  Section
300. Description o f project 3*0 . Annual report
310. Purpose o f  project 350. Legislative and executive oversight
320. P re lim inary reports 3G0. Project financing
325. Ilestric lions on controcling 
330. Construction, maintenance and opert 

otion o f project

See . 44 .83 .300 . D e sc rip t ion  o f  p ro je c t. The Susitna Iliv c r 
hydroelectric project consists o f dams and related reservoirs, and power 
p lants located in the Upper Susitna R iver Basin , and related 
transm ission lines, facilities, and lond centers, as described in the 
A laska Power A uthority ’s report required by AS 44.83 .320 (b ). (5 2 eh 
1GS SLA  1980)

See . 44 .83 .310 . P u rp o s e  o f  p ro je c t. Tho p rim ary purpose o f the 
Susitna R iver hydroelectric project is to generate, transm it and d istrib­
ute electric power in n manner which w ill

(1 ) m inim ize m arket area electrical pov/er costs;
(2 ) m inim ize adverse environmenta l nnd socinl itnpncls whilo 

enhancing environmenta l values to the extent possible; nnd
(3 ) safeguard both life  nnd property. (5 2 eh 109 SLA 1980)
See . 44 .83 .320 . P re lim in a ry  re p o r ts , (a ) By March 30 , 1981, the 

nuthority shn ll prepare nnd subm it to the governor and to the 
leg is lature a p re lim inary report recommending whether work should 
continue on the Susilnn  R ive r hydroelectric project, nnd, i f  the 
recommendation is to continue on the project, the report sh a ll explain 
in detail

(1 ) economic evaluations nnd pre lim inary environmenta l impnet 
assessments for the Susitnn Iliv c r hydroelectric project nnd a ll viable 
a lternatives;

(2 ) tho federal nnd sta le perm its required to bn oblnincd before 
construction can begin and the expected construction s ta rt dntc; nr,d

(3 ) nny other in form ation the authority considers appropriate or 
necessary to adequately inform  the governor nnd thn leg is lature o f the 
status o f the Susitnn Iliv c r hydroelectric project.

(b ) By A p ril 3 0 ,1 9 8 2 , the nuthority shn ll prepare and sub -'it to the 
governor nnd to tho leg is lature a pre lim inary report reco:.,mending 
whether work should continue on tho Susitnn Iliv c r hydroelectric 
project, nnd other viable a lternatives. I f  tho recommendation is to 
continue on the Susitnn R iver hydroelectric project, tho re |io rl shn ll 
explain In detail

(1 ) the proposed conceptual design nnd phases o f construction o f the 
Susitnn I liv c r hydroelectric project,
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02000001020300010200000102000001020300010203000102040911020400010200000102530001020300



S •l'l.«J..)2!> Alaska Statutes § 44.83.340
13) the expected cost o f ouch phase o f construction;
(41 the costs to the sln le- und consumers o f the project under 

u lle riiiilivu  melhnds o f project Unnucini;, including revenue bonds, gen­
e ra l obligation bonds, und general lund appropriations; nnd 

! (51 any other in form ation the au thority considers appropriate or
necessary (o adequately inform  the governor and the leg is latu re o f llie  
status o f the Susitna R iver hydroelectric project.

tel The p re lim ina ry  reports required under (a ) and (b) o f this section
arc in addition to any reports required under AS 44 .83 .180 __
44.83 .224. (S 2 eh 1C9 SLA  19801

See. 44 .83 .325 . R e s tr ic t io n s  on  con tra c t in g . The authority may 
not enter into contracts under AS 44 .83 .300 — 44.83.3G0 other than 
those contracts necessary to complete 111 feasib ility studies, (2 ) the 
pre lim inary reports required by AS 44 .83 .320 . o r (3 ) construction o f the 
Anchoragc-Foirbanks in tc rlic , un til the leg is la tu re approves by Inw 
the p re lim inary report required under AS 44.83 .320(b ). (5 2 eh 1G9 
SLA  19801

See. 44 .83 .330 . C on s tru c tio n , inn in tcnnncc nnd op e ra t io n  o f  
p ro je c t. W ith in one year n flc r approval o f its p re lim inary report 
submitted under AS 44.83.:.'?.0lb), the nuthority mny enter into a 
contract for the construction o f the Susitnn R iver hydroelectric project 
in a manner consistent with the purpose o f the project ns described in 
AS 44 .83 .310 . (IS 2 eh 1G9 SLA 1980)

Sec . 44 .83 .340 . A n n u a l re p o r t , (a ) I f  the Susitnn River 
hydroelectric project is approved by the leg is la tu re under AS 
44.83.320(d ), beginning in 1983 the authority sha ll prepare nn annual 
report which exp lains in detail

111 the status o f construction on the Susitnn R iver hydrocl.cclric 
project;

(21 the completion date o f nny phase o f the Susitnn Ilivc r 
hydroelectric project which has been completed nnd the reasons for any 
deviation between the completion dnlc and the expected completion 
date stated in the p re lim inary report required under AS 44.83.320(b );

(3 ) the actual cost o f nny phase o f the Susitnn R iver hydroelectric 
project which has been completed nnd the reasons fo r nny deviation 
between the actual cost and the expected cost R la lcd in the p re lim inary 
report required under AS 44 .03 .320 (b );

(4 ) the federal nnd sta le  perm its necessary to begin o r conllnun 
construction o f  the Susitnn R iver hydroelectric project, tho actual dales 
on which the federal nnd s la te  perm its necessary I./ begin or continue 
construction were obtained, ami the reasons for nny deviation between 
the ncluul dates nnd the expected dates ntnlcd in the pre lim inary 
report inquired under AS 44 .83 .320 (a ) o r in the en rlic r annua l reports 
rrn u lr r i l under Ibis seel Ion; . . . ------ --------

t, 44.83.350 S ta t e  G ovf .u h m e n t 3 * S.OU.WW -

(5 ) any other in form ation the nuthority considers appropriate or 
necessary to adequately in form  the governor and the leg is lature o f the
status o f the Susitna R ive r hydroelectric project.

(b ) The annua l report required under (a ) o f  this section is in  addition 
to any reports required under AS 44 .83 .180 —  44.83.224 nnd sha ll be 

■submitted, by March 30 o f  each yea r, to the governor nnd to each 
member o f the leg is la tu re . (§ 2  eh 169 SLA  1980)

See . 44 .83 .350 . L eg is la t iv e  nnd execu tive  o v e rs ig h t The 
leg is latu re o r the governor may provide fo r ongoing oversight, I evicw 
and selected in-depth ana lysis c f  the Susitna R iver hydroelectric 
project p lnn o f study. The au thority  sh a ll provide a ll data , annlyscs, 
reports, nnd other in form ation to whomever conducts the oversight, 
review , o r ana lysis activities. Selected in-depth ahclyr.es shn ll include 
assessments o f  the power n ltcrno live s , financing, nnd power marketing 
sections o f  the Susitna R ive r hydroelectric project p lan o f study. (5 2  eh
1G9 SLA  I9 6 0 )

See . 44.83.3G0. P r o je c t  fin an c in g . The Susitnn R iver
hydroelectric project shn ll be financed by general fund appropriations, 
gencrnl obligation bonds, rcvcnuc-bonds, o r other plana o f finance n3 
npprovrd by the leg is la tu re . (§ 2  eh 169 SLA  1980)

A rt ic le  7. S u s itn n  R iv e r  H y d ro e le c tr ic  P r o je c t  
See . 44 .83 .325 . R e s tr ic t io n s  on  con trac tin g .

E d ito r ’ * n n k . ~  Section 21 , e ll. 133, 
SI«A 1902, provides: "Notw ithstanding the 
provisions o f AS 44 .03 .325 , the Alrtnkn 
Power Authority niny enter into conlrncta 
um lcr AS 44 .83 ,309 — 44 .03 .390  fo r pre­
lim inary work without the npprovnl 
re q u ire  by AS 44 .83 .325. In  this section, 
‘preP .n innry work* menus (he p rrpnra lion 
o f p in ts nnd studies nnd the preparation 
nr.d submission o f  license npplicnlions, ns 
well ns other types o f work, ih n l muni he

completed before actual construction o f the 
Sur.ilnn River hydroelectric project, de­
scribed in AS 44.03.300, mny begin. Thla 
rrc lion  does not authorize tho A laska 
Power nuthority to enter into contract* fo r 
the aclunl construction o f the Susitna 
H iver hydroelectric project o r fo r the prep- 
oration o f the site o f  the Susitnn R iver 
hydroelectric project without the approval 
required by AS 44 .0 3 .3 2 5 “

i r n m e i K H i l l t i i l h l i i i i i i i l H l l i i l l l H l i i r
0291910001020200010202000102020001020100010202000102020001020800010202000102



Legis lat ive Digest Feb. 6 , 1983

l o G AT SO;
A. n u mber of bills promoting the S u s i t­

na hydro e l e c t r i c  project face the legisla­

ture this session. Debate on the issue 

promises to be spicier than in previous 

sessions.

, What was in most minds a few years ago, 

simply a m a t t e r  of proving S u s itna was - • 

feasible and then selecting a financing 

method, has suddenly become v a s t l y  more 

complicated. T h e  complications are not 

the usual co n s e7 vationists versus the C h a m­

ber of C o m m e r c e  boosters syndrome either. 

There is, in fact, a good deal of a g r e e­

ment between the two, that the Railbelt 

needs a long term, environmentally ac c e p­

table source of power: Susitna. However,

even ar.ong the v oices who concede .that 

Susitna is our best bet for the future, we 

are beg i n n i n g  to h e a r  dissent about the 

f easibility (economic and social) of b r i n g­

ing S u s itna p o w e r  on line before the next 

century.

Some Argu m e n t s  Against

The arguments being voiced against g o­

ing ahead with Susitna, at least in the 

decade of the 1980s, are: 1) the decline

of oil revenues to finance the $ 10-$ 1S 
billion project, 2) u n c e r t a i n t y  in the le­

vel of long ter m  need for a large quantity 

of power in the Railbelt area, 3) the cost 

and a v a i l a b i l i t y  of alternative fuels 

(natural gas) with which to generate power, 

4) the c o nstruction cost of the project 

and 5) the cbst of financing the hydro pro- 

j e c t .

A  few years ago, oil .revenue analysts 

projected a continual rise in Alaska's oil 

revenue. T he curve was to increase s t e a d i­

ly until 1989 and then begin a gradual d e­

cline to the end of the century. The d e­

cline, b e c a u s e  o f  the fluctuation in world 

oil prices, has a l r eady begun. With our 

income ir. decline, 89 percent of which 

comes from sales of oil, the anticipated 

population and industrial boom of the 

lOP^s r a y  not m a t e r i a l i z e  as predicted.

T he upshot of d e creased : evenues is that 

as oil and gas p r ices fall, less m o n e y  

will be available with which to build the

Page

Susitna project. At the same time, again 

because of falling oil a r d  gas prices, 

Susitna becomes a less feasible source of 

power because of the c h e a p e r  thermal a l­

ternative: natural gas. The pr i c e  of

natural gas will not ris e  as sharply in 

the 1980s and early 1990s as previously 

thought. . .

A  slow down in the m o n e y  supply will a l­

so directly affect one o f  the mo s t  s i g n i f i­

cant factors analysts p o i n t  to as a d e t e r­

minant in the fe a s i b i l i t y  o f  the Susitna 

project: future demand f o r  electricity.

Electrical demand is b a s e d  on the a b i l i­

ty of the state to s t i m u l a t e  industrial 

growth and create jobs. T h e  assumptions 

made by the two state f u n d e d  feasibility 

studies (Battelle and A c r e s  American) tied 

their positive r e c o m m e ndations to go ahead 

with Susitna on p o p u l a t i o n  and industrial 

growth stimulated by, at the very least, 

the construction of the A l a s k a  Gas P i p e­

line and continued state s p e n d i n g  at c u r­

rent levels even in a " l o w  growth" s c e n­

ario. W i t h  the gas p i p e l i n e  project on 

hold and cut-backs in st a t e  spending, c r i­

tics claim it is r i s k y  at be s t  to predict, 

much less project a rat e  o f  growth s u f f i­

cient to justify the project.

N e w  Gas P r i c e

A  mor e  recent fact h a s  p r o d u c e d  concern 

about the project's n e a r - t e r m  feasibility: 

the E n star gas contract. Last December 

Enstar Natural Gas C o m p a n y  negotiated a 

15-year gas contract, w h i c h  would supply 

hugh quantities of low cos t  natural gas to 

Railbelt electrical p o w e r  generators. The 

price ne g o t i a t e d  was not o n l y  much lower 

than anticipated, but c o s t  escalation terms 

and the q u a n t i t y  of gas c o n t r a c t e d  for 

were both u n a n t i c i p a t e d  i n  previous f e a s i­

bility studies. In t e r m s  of price the 

$2.32 per m c f  E n s t a r  n e g o t i a t e d  actually 

computes to about $ 2 . 0 0  p e r  m cf when older, 

cheaper gas is f a c t o r e d  i n t o  the rate. The 

escalation terms b a s i c a l l y  removed natural 

gas from the w i l d l y  f l u c t u a t i n g  world oil 

and gas market b y  ty i n g  t h e  fuel to the 

price m o v e m e n t  o f  #2 T e s o r o  diesel oil

(Continued on Pape 6)



which.is used for home heating. The d i f­

ference between the reality of the Enstar 

contract and the original projections of 

the Battalle and Acres American fea s i b i l i­

t y  studies is that, while Acres predicted 

a 2 percent annual escalation in gas p r i­

ces starting with an anticipated base of 

$3.00, the Battelle report predicted a 6 
percent annual increase at $.64 p e r  m cf 

which adds up to about the same dollar 

f igure Acres came up with when figured 

over a period of years.

Roth the Acres and Battelle studies 

based their assumptions on per KWH cost 

of S u s i t n a  power being comparable to gas 

or coal fired generation b y  the early 

1990s. ^he E nstar contract, which will 

run n e arly to the 21st century, has thrown 

new light on some not so old assumptions.

Actual Cost

A fourth critical concern being voiced 

abwut Susitna is a ques t i o n  about the a c­

tual cost of the dam. The well knoto cost 

o verruns of the T r a n s Alaska Pipeline and 

dozens of other smaller capital projects 

makes this an important point of analysis 

to many. Susitna would be one o f  the 

highest dams in the world and one of the 

single largest efforts of its type. Both 

of these factors, according to c o n s t r u c­

tion analysts, make cost estimation tricky 

and overruns a probability. In defense of 

estimators it is notable that the hugh 

Churchill Falls dam in Canada, which is 

b y  all accounts similar to Susitna, came 

in on tire and near budget. It may he 

that estimators have found the h andle on 

estimating big projects during these in­

flationary times.

NS •• •  • (from page 3)
looking sharply at public utility invest­

ments. The Acres American study, which 

appears the more rigorous of the two r e­

ports, concludes that unless the bonding 

of Susitna were carried out in a tax-exempt 

market at a discount rate f o r '3 percent, 

the project would not be cost effective. 

Currently, the bond market is running at 

4 percent and above. Whether the rate 

will decline to acceptable levels is a c o m­

plete uncertainty.

Despite these criticisms it would be 

hard to find a knowledgable person, inclu­

ding those who would be in direct competi­

tion with Susitna, who would disagree with 

the b elief that at some point we will need 

Susitna hydro power, w h e ther it is the 

high Devils C anyon dam or a combination 

of the Watana and Devils Canyon dams. The 

question critics are asking is: When and

how much?

A l a s k a  has had a long and sometimes p o l­

itically stormy love affair with hydro 

projects. Rampart Dam on the Yukon was the 

big "grand daddy" of them all", and native 

and environmental issue surrounding that 

project contributed to the defeat of U.S. 

Sen. Ernest Gruening in 1968. The project 

also pushed A l a s k a  into the mainstream of 

the growing stream of U.S. environmental­

ism, and oddly, it was that issue that 

pushed Don Young, a Fort Yukon school 

teacher into the political arena (on the 

side of environmentalists against Rampart. 

S usitna in those days was the alternative 

to giant Rampart.

  —   ^

Susitna Hearings
The Senate State Affairs Committee will 

hold hearings on the Susitna Project on 

Feb. 26 in Anc h o r a g e  at the Westward 

Hotel (9 a.m. to 4 p.m.)

The committee hearing will resume on 

March 1st and 3rd in J u n e a u  and will be 

teleconferenced. E xpert witnesses on 

the project are scheduled to appear 

before the panel.

III I l m » n n  ■ I — I .  n .  n i l . < ^

Bonding Costs

T he final of the five factors heard in 

criticism of the Susitna project is the 

currently u n attractive bond market and a 

g enerally soft m a r k e t  for bonding hugh 

public u t i lity projects. The financial 

p roblems encountered by the Washington 

Public Power System which analysts predict 

will run into the biggest financial d e­

fault this country has seen because of 

cost overruns have bonding companies

Page 6
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REVENUE

LESS OPERATINO COSTS

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

__0.0_

0.0
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0.0

0.0

350.0

25.1

433.0

27.3

517 OPERATING INCOME 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 324.9 423.7

214 ADD INTEREST EARNED ON FUNDS 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 3.3

550 LESS INTEREST'OH SHORT' TERH DEBT 0.0 0.0 0.0 old 0.0 O'. O' 0.0 ' <5 /0 0.0 10.'7'

391 LESS IHTEREST ON LOHO TERM DEBT 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 340.7 349.0

340 M£t EARNfNGfi FROM OPERS 

------CASH SOURCE AND USE-----

“0.0 ...... 0.0 o.'o“
...... 87jr

0.0 070' 0.0 0.0 ■=1572' 3074"

5<B CASH INCOME "FROH' OPE'RS' 0.0 0.0 0.0 ' o'.o' ■ o . o'------ ov<r------ J 7 f -  -“T T O - ' -13.2 30.4“

<44 s t a t e  CONTRIBUTION B04.B 413.3 475.3 532.1 154.4 0.0 . 0.0 0.0 0.0 0.0

143 LONO TERM DEBT DRAWDOWNS 0.0 0.0 0.0 0.0 0.0 1275.1 1259.3 047.3 311.4 0.0

240 WORCAP DEBT DRAWDOWNS 0.0 0.0 o : o 0.0 o'. 6 ........ o'.o oTo' — o r r ' 9 1 . 4 1373"

549 TOTAL SOURCES OF FUNDS 004.8 413.3 475.3 532.1 154.4 1275.1 1259.3 847^3 307.0 43.9
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395 LESS PAYMENT TO STATE 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

141 CASH SURPLUS(DEFICIT) 433.5 22.8 04.1 141.2 -411.7 -115.0 0.0 ' 0.0 • *o;o"-----11*. 1
249 SHORT TERM DEBT 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

4 4 4 CASH RECOVERED

------BALANCE SHEET------------
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371 OTHER WORKING CAPITAL 0.0 0.0 0.0 0.0 0.0 0 . "0 oro O '. O ' '30.8 '“'49; 4

454 CASH SURPLUS RETAIHED 454.4 479.4 545.0 7?4.7 115.0 0.0 0.0 0.0 0.0 11.1

370 CUM. CAPITAL EXPENDITURE 373.3
■ ■ t) ■ 01.III.1

7A3.D
, $ j  ( v i J i n i a
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Umtn a u•» » i
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4941.4
• i n *•»■■■■
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4240.0
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441 STATE CONTRIBUTION 004.0 1220.1 1495.4 2247.5 7403.9 2403.9 '2403.9 '2403.9 240379“ “  240377

442 RETAINED EARNINGS 23.1 23. 1 23. 1 23.1 23. 1 23.1 23.1 23.1 7.9 50. 3

555 DEBT OUT ST AND I NO-SNORT TERM 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 91.4 104.0

554 DEBT OUTSTANDI NO-LONG TFRM 0.0 b.o 0.0 0.0 0.0 1275.1 2534.4 3401 .8 371374 3499.7

54? ANNUAL DEBT DRAWWDOWH <1702 0.0 0.0 * 0.0 0.0 0.0 749.7 710.5 457.3 153.4 0.0

543 CUM. DEBT DRAWUDOWN 41902 0.0 0.0 0.0 0.0 0.0 749.7 1400.3 1937.4 209172'' ' 7091.2

519 DEBT SERVICE COVER 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.94 1.10

Option D -- $1.0 B i l l io n  Dedicated From 
Permanent Fund Income 
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2 4 5 .7 7  2 8 4 .4 1  StfT.'Sff 1 3 4 .4 7  1 3 7 .5 7  1.10 .41

1387
4 2 .8 7

J i i . o ; ; '
1 3 7 .7 /

33B7 
4 0 .4 4  

34 0 . 1  
1 4 1 .OR

3387 
3 8 .2 4  

■ 3 7  3 .0 7 "  
1 4 2 .4 4

3387 
3 4 .1 7  

” 3 ? ? .I B -  
1 4 4 .44

37257
0 .0 0

"O.'OO
0 .0 0

4 5 7 .0
2 7 .8

4 5 7 .0
3 2 .4

4 4 7 .7
3 5 .4

4 4 5 .7
3 8 .8

4 4 7 .5  
4 2 .3

•173 .4
4 4 .2

4 7 7 .0
5 0 .4

4B 3 .2  
5 5 .1

4 B 7 .2
4 0 .1

3 0 4 0 .7
4 4 3 .3

4 2 7 .2
5 .7

< 2 4 .4
4 .3

4 2 7 .4
4 .8

4 2 7 .1
7 .5

4 2 7 .1
8 .1

427 .1  
’ B .7

4 2 7 .4
7 .7

4 2 8 .1
1 0 .4

4 2 7 .2
1 1 .4

4 3 7 7 .3  
BO. 5

I f  .1 
3 4 0 .5

1 0 .B
3 4 7 .0

1 2 .4
3 4 5 .3

1 2 .7
3 4 3 .5

1 3 .4  
3 4 1 .5

1 4 .1
3 3 7 .3

1 5 .2
3 3 4 .7

' 117 8" 
3 3 4 .2

I B7 8 
3 3 1 .3

13577
3 7 5 7 .3

*53 .4 "5 8 .4 l o . l5 4 .7 5 4 .4 J 2 .4  ” 1 57B - 4777 7 0 .4 38  47'?

348  CASH IHCOME FROM OPERS 
444 STATE CONTRIPUT IOM 

143 LOHO TERH DEBT DRAUOOUMS 

248 UORCAP DEPT DRAUDOUHS

53 • 4
0 . 0
0 .0
7 .7

5 4 .7
0 .0
0 .0

2 4 .4

5 4 . r  
0 .0  
0 .0  

1 0 .5

5 8 .4  
0 .0  
0 .0  

1 1 . 2

•io . 1 
0 .0  
0 . 0  

i o : 2

" i ' i r r  
0 . 0  
0 .0  

.......0 . ? "

• " i r r a —  
0 .0  
0 .0  

1 3 7 r - '

1 7 7 7 -------- 7 0 7 2
0 .0  0 .0  
0 .0  0 .0  

I T T * --------1 5 7 3  —

-5 8 4 '.'?
2 4 0 3 .7
3 7 1 3 .4

- 2 2 4 7 2
34 ?  TOTAL SOURCES OF FUHPS 4 1 .1 7 7 .4 4 7 .1 4 7 .4 7 0 .4 7 2 .5 7 8 .3 8 2 .1 8 4 .0 4 7 2 4 .3
320 LESS CAPITAL EXPENDITURE 2 7 .3 2 7 .4 3 1 .5 3 3 .7 .14.1 3 8 .4 4 1 .3 4 4 .2 4 7 .3 4 4 0 0 .4
440 LESS UORCAP AND FUNDS 7 .7 24 .4 1 0 .5 11.2 10.2 7 .7 1 3 .5 1 4 .4 1 3 .3 2 2 4 .2
240 LESS DEBT REPAYMENTS 1 5 .0 1 4 .4 10.2 20.0 22.1 2 4 .3 2 4 .7 2 7 .3 '3 2 .3 '2 1 8 .1373 LESS PAYMENT TO STATE 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

141 CASH SURPLUS!DEFICIT) 1 0 .0 0.7 4 .7 .4.4 2 .3 -0.2 - 2 . 7 - 5 . 8 - 8 . 7  . '1.4
24? SHORT TERM DEPT 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0 0

444 CASH RECOVERED 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 O.A

 BALANCE SHEET-

223 RESERVE AND CCHT. FUND 4 7 .7 4 0 .4 7 4 .7 0 1 .5 8 8 .7 7 7 .1 1 0 5 .7 1 1 5 .4 1 2 4 .2 124
371 OTHER UORKING CAPITAL 5 1 .7 7 0 .8 7 5 .0 7 7 .4 0 2 .2 0 3 .7 8 0 .4 7 3 .3 7 0 .0 VO.O

434 CASH SURPLUS RETAINED 2 1 .7 3C .8 3 7 ,7 4 2 .3 4 4 .4 44 . 4 11 .4 3 5 .4 2 4 .7 2 6 .7
370 CUM. CAPITAL EXPENDITURE 4 1 7 8 .4 4 2 0 7 .8 4 2 3 7 .3 4 2 7 3 .0 4 3 0 7 .1 4 3 4 7 .7 4 3 0 7 .0 4 4 3 3 .2 4 4 0 0 .4 4 4 0 0 .4
445 CAPITAL EMPLOYED 4 3 1 4 .9 4 3 7 7 .8 4 4 2 4 .7 4 4 7 4 .3 4 5 2 4 .8 4 5 7 3 .1 4 4 2 4 .7 4 4 7 7 .4 4 7 3 1 .3 4 7 3 1 .3

•  ■>■■ mli ll t J .11* •tltiw 1IUUI.II Jli JUIIBII1IISI .ID llll.I.I ll m UBII'IBD IV i t u a a a a a a ■■■■■■as m t i i a i

•141 STATE CONTRIBUTION 2 4 0 3 .7 2 4 0 3 .7 2 4 0 3 .7 2 4 0 3 .7 2 4 0 3 .7 2 4 0 3 .7 “ !* 40 S '. " ? 2 4 0 3 .7 ’ i W . f f 2 4 0 3 .7442 RET AIHED EARHINOS 1 1 1 .7 1 4 4 .4 2 2 3 .2 7.111.4 14 2 .0 404 .4 447 .4 . 5 3 7 .3 4 0 0 .0 4 0 0 .0
555 DEBT OUISTANDING-SHORT YFRM 1 1 4 .4 1 3 7 .2 1 4 7 .7 1 4 0 .7 1 7 1 .1 1 8 1 .0 1 7 4 .5 2 0 0 .7 224 .2 224 .2
354 DEBT OUTSTANDING-LONG TERM 3 4 0 4 .7 3 4 4 3 .7 3 4 4 7 .7 3 4 7 7 .7 3 4 0 7 .8 3 5 8 3 .4 3 5 5 4 .7 3 5 5 7 ;4 '"34 7 3 .3 3 4 0 5 .1
542 ANNUAL DEBT DRAWUDONH 41702 0 . 0 0 ,0 0 .0 0 .0 0 .0 0 . 0 0 .0 0 .0 0 .0 2071 .2
343 CUM. DEBT DRAUUDOUN 41787 2 0 9 ) . 2 2071 .2 2 0 7 1 .2 7 0 7 1 .2 2071 .7 2071 .2 ? o ? i  . 2 20$ 1'.2 Jo?TT5------HO  1 . :
51? DEBT SERVICE COVER 1 . 10 • . 10 1 .1 0 1. 10 1 .1 0 1 .1 0 1 . 1 0 1 .1 0 1 .1 0 0 .0 0
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E X E C U T I V E  S U M M A R Y

T h e  S u s i t n a  h y d r o e l e c t r i c  prc j e c t  is fac i n g  o b s t a c l e s  w h i c h  
place its s u c c e s s f u l  c o m p l e t i o n  ii d o u b t .  E v e n  if A c r e s  A m e r i c a n ' s  
(the l i c e n s e - p r e p a r a t i o n  c o m p a n y  i n d e r  c o n t r a c t  to the A l a s k a  P o w e r  
Authority) s t u d y  c o n c l u d e s  t h a t  the p r o j e c t  is f e a s i b l e  (from a n  
envi r o n m e n t a l ,  e c o n o m i c  and e n g i n e e r i n g  s t a n d p o i n t )  and if the 
Alaska g o v e r n m e n t  and a c t i v e  i n t e r e s t  g r o u p s  agree, the m a s s i v e  
inter - g r o u p  c o o r d i n a t i o n  r e q u i r e d  of a n y  m a j o r  h y d r o e l e c t r i c  
project c o u l d  d e l a y  this p r o j e c t  to the p o i n t  of j e o p a r d i z i n g  its 
completion. T h e  m o s t  n o t a b l e  of the p i t f a l l s  include: .

r 15 to 20 s t a t e  and l o c a l  g o v e r n m e n t  a p p r o v a l s

a i r  and w a t e r  q u a l i t y  .permits, fish and g a m e  i m p a c t -  
m i t i g a t i o n  m e a s u r e s ,  w a s t e  d i s p o s a l ,  etc.;

0 10 to 1 5 ' f e d e r a l  p e r m i t s

i n v o l v i n g  a t  a m i n i m u m  t h e s e  f e d e r a l  a g e n c i e s :

F e d e r a l  E n e r g y  R e g u l a t o r y  C o m m i s s i o n  (FERC); 
E n v i r o n m e n t a l  P r o t e c t i o n  A g e n c y  (EPA); C o r p s  of 
E n g i n e e r s  (COE); C o a s t  Gu a r d ;  U.S. F i s h  and 
W i l d l i f e  S e r v i c e  (USF& W S ) ;  B u r e a u  of Land 
M a n a g e m e n t  (B L M ); A d v i s o r y  C o u n c i l  on H i s t o r i c  
P r e s e r v a t i o n  .(ACHP); N a t i o n a l  M a r i n e  F i s h e r y  
S e r v i c e  ( N M F S ); and the F e d e r a l  A v i a t i o n  
A d m i n i s t r a t i o n  (F’A);

0 o t h e r  f a c t o r s

u n c e r t a i n  la n d  o w n e r s h i p  p a t t e r n s ,  w a t e r  r i g h t s  
d i s p u t e s ,  a n d  s u b s i s t e n c e  r i g h t s ,  p l u s  p r o b a b i l i t y  of 
i n t r a -  and i n t e r - a g e n c y  c o m m u n i c a t i o n s  b r e a k d o w n s  
c o n c e r n i n g  the a d e q u a c y  and i m p l i c a t i o n s  of the d a t a  
b a s e .

M u l t i - a g e n c y  i n v o l v e m e n t  at  the f e d e r a l ,  s t a t e  and l o c a l  
government l e v els, and the a t t e n d a n t  d e m a n d s  for d i f f e r e n t  i n f o r­
mation and p o s s i b l y  c o n f l i c t i n g  i n t e r p r e t a t i o n s  of data, m a k e  d e l a y  
inevitable. D e l a y s  and r e s u l t i n g  c o n f u s i o n  c a n  c o s t  h u n d r e d s  of  
millions of d o l l a r s .  T h e  t h r e a t  of s u c h  s i g n i f i c a n t  c o s t  i n c r e a s e s  
alone j e o p a r d i z e s  the p r o j e c t .  The p r o j e c t  s p o n s o r s  m ust, 
therefore, s e e k  to m i n i m i z e  d e l a y  and m a x i m i z e  c o o p e r a t i o n .

M a n a g e m e n t  of the r e g u l a t o r y  p r o c e s s  c a n  r e d u c e  d e l a y  and 
confusion s u b s t a n t i a l l y  b y  c o o r d i n a t i n g  a n d  g i v i r g  d e f i n i t i o n  to 
the agency r e v i e w s  and a g e n c y  i n f o r m a t i o n  ne e d s .  A v o i d i n g  a g e n c y  
jurisdiction d i s p u t e s  and p l a n n i n g  to f i l l  a g e n c y  i n f o r m a t i o n  
requirements p r o m p t l y  w i ll, in a v e r y  r e a l  sense, e n s u r e  t i m e l y  
and s u c c e s s f u l  c o m p l e t i o n . o f  the S u s i t n a  h y d r o e l e c t r i c  p r o j e c t .
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A r e g u l a t o r y  i m p a c t  m a n a g e m e n t  s y s t e m  w i l l  g i v e  A l a s k a  the 
appropriate t o ols to s h e p h e r d  the p r o j e c t  t h r o u g h  the b u r e a u­
cratic ma z e  e f f i c i e n t l y  and at  the l e a s t  p o s s i b l e  cost.

Th i s  r e p o r t  c o n s t i t u t e s  the f i r s t  s t e p  of P h a s e  I o f  s u c h  a 
system. It i d e n t i f i e s  and d o c u m e n t s  the p r o b l e m s , b o t h  
regulatory and n o n - r e g u l a t o r y ,  f a c i n g  the S u s i t n a  p r o j e c t .  The 
report m a k e s  s p e c i f i c  f i n d i n g s  and r e c o m m e n d a t i o n s  t h a t  r e q u i r e  
state o f f i c i a l s 1 i m m e d i a t e  c o n s i d e r a t i o n .  F u t h e r m o r e ,  the 
identification o f  i s s u e s  and d e f i c i e n c i e s  p r o v i d e s  a f o u n d a t i o n  
for i m p l e m e n t i n g  a r e g u l a t o r y  m a n a g e m e n t  s y s t e m  in the f u t u r e

E x a m p l e s  of  m a j o r  p r o b l e m s  w h i c h  c o u l d  a f f e c t  the u l t i m a t e  
completion of  the S u s i t n a  h y d r o e l e c t r i c  p r o j e c t  s i g n i f i c a n t l y  
include:

U n s e t t l e d  N a t i v e  l a n d  o w n e r s h i p  d i s p u t e s  in the p r o j e c t  
a r e a  w h i c h  c o u l d  d e l a y  the p r o j e c t  for y e a r s  u n l e s s  
e f f o r t s  a r e  m a d e  to b r i n g  a b o u t  a n e g o t i a t e d  s e t t l e m e n t ;

I n a d e q u a t e  d a t a  b a s e s  c o n c e r n i n g  fish and w i l d l i f e  
r e s o u r c e s  in and a l o n g  the S u s i t n a  River, and the a b s e n c e  
of a n y  a n a l y s i s  of the p r o j e c t ' s  i m p a c t s  o n  s u b s i s t e n c e  
us e s  of s u c h  r e s o u r c e s  by N a t i v e s ;

U n s e t t l e d  j u r i s d i c t i o n a l  d i s p u t e s  a m o n g  f e d e r a l  a g e n c i e s  
c o n c e r n i n g  c e r t a i n  a s p e c t s  of the l i c e n s i n g  and c o n s t r u c­
tion o f  h y d r o e l e c t r i c  d a m s  and a s s o c i a t e d  t r a n s m i s s i o n  
f a c i l i t i e s ;

I n a d e q u a t e  i n v e n t o r y  of p e r s o n s  o r  e n t i t i e s  w h o  m a y  h a v e  
a p p r o p r i a t e d  w a t e r  r i g h t s  o r  w h o  m a y  h a v e  v a l i d  w a t e r  
c l a i m s  a l o n g  the S u s i t n a  R i v e r  w h i c h  c o u l d  be a f f e c t e d  by 
c o n s t r u c t i o n  o f  the d ams; a n d

T h e  a b s e n c e  of a c l e a r l y  d e f i n e d  p o l i c y  g o v e r n i n g  la n d  
use in t h e ' p r o j e c t  area, i n c l u d i n g  an a n a l y s i s  o f  t h e  
s o c i o - e c o n o m i c  i m p a c t s  of the p r o j e c t  o n  the p e o p l e  and 
n a t u r a l  r e s o u r c e s  in the r e g i o n .

The r e m a i n i n g  s t e p s  o f  P h a s e  I o f  the m a n a g e m e n t  s y s t e m  w o u l d  
initiate a r e v i e w  of  all d a ta, s t u d i e s ,  and o t h e r  m a t e r i a l s  w h i c h  
currently are a v a i l a b l e  to i n t e r e s t e d  g r o u p s  and a g e n c i e s .
Initially the d a t a  w o u l d  be c h e c k e d  to e n s u r e  t h a t  it is a d e q u a t e  
to meet the a g e n c i e s *  i n f o r m a t i o n a l  and r e g u l a t o r y  n e e d s .  T h e n  the 
data and c o n c l u s i o n s  w o u l d  be us e d  to p r e p a r e  the v a r i o u s  p e r m i t  
and l i c e n s e  a p p l i c a t i o n s .  A g e n c y  m e m o r a n d a  of  u n d e r s t a n d i n g  (MOUs) 
would be n e g o t i a t e d ,  p r e s e t t i n g  a g e n c y  r e v i e w  by d e f i n i n g  its s c o p e  
and timetable. T h i s  v i l l  r e d u c e  the u n c e r t a i n t y  tjrd c o n f u s i o n  
attendant to a n y  p r o j e c t  of  t h i s  m a g n i t u d e .



Upon f i l i n g  the a p p l i c a t i o n s ,  the r e g u l a t o r y  p r o c e s s  
formally b e g i n s .  To e n s u r e  t h a t  the p e r m i t t i n g  p r o c e s s  s t a y s  on 
track, the s e c o n d  p h a s e  w i l l  f e a t u r e :

0 f r e q u e n t  s t a t u s  r e p o r t s  to k e e p  all p a r t i e s  i n f o r m e d  and 
to s h o w  a g e n c y  c o m p l i a n c e  w i t h  the p r e - a g r e e d  s c h e d u l e ;

0 m a n a g e m e n t  r e p o r t s  to the A l a s k a  L e g i s l a t u r e  to f a c i l i­
tate e f f e c t i v e  o v e r s i g h t  a n d  to e n s u r e  the e f f i c i e n t  use 
of p u b l i c  funds.
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The f o l l o w i n g  i n f o r m a t i o n  on a h i s t o r i c a l  p e r s p e c t i v e  o f  
power  p l a n n i n g  i n  A l a s k a  and t h e  s t a t u t o r y  f r a mewo r k  a r e  
f r o m  t h e  B a t t e l l e  " R a i l b e l t  E l e c t r i c  Powe r  A l t e r n a t i v e s  S t u d y "  
( F e b r u a r y  1 9 8 2 ) .  I t  d o e s  n o t  i n c l u d e  t h e  e v e n t s  o f  t h e  l a s t  
s e s s i o n  and t h e  s t a t u t o r y  amendment  t o  e s t a b l i s h i n g  w h o l e s a l e  
power  r a t e s .

9.2 A HISTORICAL PERSPECTIVE. OF POWER PLANNING IN ALASKA

In Alaska, state involvement in planning and d irec t ly  providing generating 

capacity and transmission f a c i l i t ie s  is a new undertaking. Prior to 1976, 

planning and construction of f a c i l i t ie s  were performed e ither by the ind iv idua l 

municipal or cooperative u t i l i t y ,  or by various federal government agencies.

For example, the Alaska Power Administration (now w ith in the U.S. Department of 

Energy) has owned and operated the Eklutna Hydroelectric project since 1995. 

Chugach E lectric  Association has planned and assumed respons ib i l ity  for both 

constructing hydroelectric projects such as Cooper Lake (1961) and in s ta l l in g  

gas-fired generating capacity, as well as the transmission and d is tr ibu t ion  

systems associated with these projects . Other local u t i l i t i e s  also assumed 

respons ib i l ity  for constructing f a c i l i t ie s  and conducting various fe a s ib i l i t y  

studies. Federal agencies also undertook a variety of f e a s ib i l i t y  and planning 

studies.

Lack of d irect state involvement in the f i r s t  f ifteen  years after 

statehood can be explained by several factor . Perhaps most s ig n if ic a n t ly  

is that l i t t l e  need for such involvement was perceived. Another major factor 

was that the local u t i l i t i e s  were able to plan c.id manage the projects they 

required. Furthermore, federal funds were ava ilab le  and state funds were not.
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In the mid-seventies, however, these factors began to give way to other 

forces. Estimated project costs escalated s ig n if ic a n t ly  because of in f la t io n ,  

government regu lat ion , and the expected growth in demand, which implied bigger

f a c i l i t i e s .  A dd it iona l ly , state revenues were r is in g .  In 1976 these forces

resulted in passage of a b i l l  creating the Alaska Power Authority. The 

le g is la t iv e  f ind ings and declaration of purpose in the enabling le g is la t ion  

reveal the broad purposes and objectives that the le g is la t ion  sought to 

address.

Leg is lat ive Finding and Policy

(a) The leg is la ture  f in d s , determines and declares that

(1) there exist numerous potentia l hydroelectric and foss il 
fue l generating sites in the state;

(2) the establishment of power projects at these sites is 
necessary to supply lower cost power to the state's 
municipal e le c tr ic , rura l e le c t r ic , cooperative e lec tr ic , 
and private e lec tr ic  u t i l i t i e s ,  and regional elect, c
authorit ies , and thereby to the consumers of the stc“.e, as
well as tc supply ex isting or future industr ia l needs;

(3) the achievement of the goals of lower consumer power costs 
and long-term economic growth and of estab lish ing , 
operating and development power projects in the state w i l l  
be accelerated and fa c i l it a te d  by the creation of an 
instrumentality of the state with powers to incur for 
constructing, and with powers to operate, power projects.

(b) I t  is declared to be the po licy of the state, in the interests 
of promoting the general welfare of a l l  the people of the state, 
and public purposes, to reduce consumer power costs and 
otherwise to encourage the long-term economic growth of the 
state, including the development of its  natural resources, 
through the establishment of power projects by creating the 
public corporation with powers, duties and functions as provided 
in this chapter.

To accomplish its objectives the Power Authority was given broad powers, 

including the power to issue bonds, to enter into contracts for the 1

construction, acqu is it ion , operation and maintenance of power projects, and to

transmit and se ll such power. I t  was also authorized to conduct fe a s ib i l i t y  

studies for hydroelectric and foss il fuel power generating projects.

The same le g is la t io n  that created the Power Authority also created the 

Power Project Revolving Loan fund. The Power Authority administered this fund,

which was set up as a "trust fund" to make loans to municipal or public
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u t i l i t i e s  for fe a s ib i l i t y  studies, preconstruction engineering and design, and 

construction of hydroelectric and foss il fuel p lants . For example, in 1977 

S I .6 m i l l io n  was appropriated for the Green Lake Hydroelectric project at Sitka 

and 1540,000 was appropriated to the Power Project Revolving Loan Fund.

Through the fund, loans also could be made to c i t ie s ,  boroughs, v i l la ge  

corporations, v i l la g e  councils and nonprofit marketing cooperatives for meeting 

the ir "energy requirements."

In 1978 the leg is lature s ig n if ic a n t ly  amended its 1976 le g is la t io n . The 

find ings were changed to state that the leg is la tu re 's  policy was to foster 

power projects to supply power at "the lowest reasonable cost . . . ,"  whereas 

the ea r l ie r  find ings had referred only to "lower cost" power. The provision 

re la t in g  to p r ic ing  of power was amended to make certain that the prices at 

which power was sold covered the " fu l l  cost of the e le c tr ic ity  and serv ices .. ."

In 1978 the leg is lature also adopted resolutions approving the sale of 

1300,000,000 in revenue bonds for constructing a coal-fired e lectr ic  generating 

plant at Healy and authorizing the Power Authority to incur indebtedness 

(125,000,000) for Phase I studies for the Susitna Hydroelectric Project. 

A dd it iona l ly , the state Senate adopted a resolution d irecting its Special 

Committee on the Permanent Fund to investigate the use of money from the 

permanent fund as a source of revenues for financing hydroelectric projects.

In 1979 the leg is la tu re  adopted two resolutions related to power. One 

asked the Army Corps of Engineers to use funds from the Small Hydroelectric 

Plants program to investigate the fe a s ib i l i t y  of small-scale hydroelectric 

projects in rura l Alaska as an a lternative to the high cost of delsel-generated 

e le c t r ic it y .  The other resolution approved issuance of S120 m i l l io n  in revenue 

bonds for the Terror Lake Hydroelectric project and 120 m il l io n  for the Solomon 

Gulch pro ject.

The 1980 session of the leg is lature  passed substantial leg is la t ion  

re la t ing  to the Power Authority. Approximately 150 m i l l io n  was appropriated 

for some 35 projects. The major appropriations were 115 m il l io n  for the 

Tyee Lake project at Wrangell and an 118 m il l io n  loan for the Swan Lake 

pro ject. Most other projects received funds ranging from 140,000 to 

12 m i l l io n .

In addition to these direct appropriations, two resolutions authorized the 

issuance of a variety of revenue bonds. The revenues from those bonds woulc be



used for constructing or acquiring generating f a c i l i t ie s  or for financing 

expansion of d istr ibutions systems by local u t i l i t i e s .  The revenues used 

included the fo l low ing :

» i 70 m i l l io n  toward construction of the Tyee Lake project

e i l2 0  m i l l io n  for the Swan Lake project

•  2sll0 m i l l io n  for waste heat power generation f a c i l i t ie s  to be 

constructed by Golden Valley E lectric Association

•  i 15 m il l io n  to finance the Lake Elva (Dill ingham) project

o S30 m i l l io n  for the Bear Lake project (Princp of Wales Island)

•  lesser amounts for Homer E lectric Association, Naknek E lectric 

Association, Matanuska E lectric Association, Glacier Highway E lectric 

Association and Cordova E lectric Association.

In addition to this le g is la t ion  re lat ing  to funding, two b i l l s  were passed 

that again amended substantia lly  the leg is la t ion  creating the Power 

Authority. The f i r s t  b i l l  was a major piece of le g is la t ion  on the general 

subject of energy. Gne part of this b i l l  contained the provisions re lat ing  to 

amendment of the Power Authority statute. These amendments gave the Power 

Authority the power to recommend power project financing through the use of 

general ob ligat ion  bonds--a financing approach that e a r l ie r  le g is la t ion  had not 

contemplated. This b i l l  also amended substantia lly  the provisions creating the 

Power Project Revolving Loan Fund. One change converted the fund from a 

revolving loan fund to a d irect loan program, with funds for loans appropriated 

by the leg is la tu re  to the fund and revenues from repayment deposited in the 

state's General Fund rather than in the Power Project Fund. The purposes for 

which loans could be granted were expanded. A provision that permitted the 

Power Authority to make unsecured loans in some instances also was added. The 

r igh t to forg ive loans was transferred from' the Power Authority to the 

leg is lature  i t s e l f .

A new section was added requ ir ing the Authority to under'ake 

reconnaissance studies to ident ify  power alternatives for communities. Under 

this addition reconnaissance studies must be reviewed by the D iv is ion of Budget 

and Management and submitted to the le g is la tu re . The Susitna Hydroelectric 

project was addressed d irec t ly  in sub ;equent 1980 le g is la t io n .



In 1981 the leg is la tu re  again passed e lectr ic  power le g is la t io n , known as 

SB 25 and SB 25. The le g is la t io n , discussed in Section 9 .3 , relates to the 

Power Authority.

The above discussion is not intended as either a comprehensive review of 

h istory of e lec tr ic a l power planning and development in the State of Alaska or 

a detailed review of t ie  le g is la t ion  re la t in g  to the Power Authority. 

Nonetheless, several relevant observations can be drawn. F irs t , involvement by 

le g is la t iv e  and executive branches of the state government in the planning, 

ana lys is , f inanc ing , and d irect ownership of power generation and d is tr ibu t ion  

f a c i l i t ie s  is a recent phenomenon. Second, although recently involved^ the 

State has c le a r ly  assumed a major ro le in these ac t iv it ie s . I t  has picempted 

s ig n if ic a n t ly  most other efforts by federal agencies and by ind iv idua l 

u t i l i t i e s .  Third , almost yearly the state's involvement has been expanding 

s ig n i f ic a n t ly ,  in terms of do l la r  volume, complexity, and geographic area. 

Fourth, the specific means and parameters that define that involvement have 

changed frequently.

These observations suggest that the analysis of the 1981 leg is la t ion  and 

its  impact upon a lternat ive energy projects , which fo llows, must be viewed with 

some skepticism. Most l i k e ly ,  these laws w i l l  be changed before either the 

Susitna Project or .some a lternat ive can be implemented. Furthermore, because 

the State's involvement has been so f l u i d ,  i f  an a lternative is perceived 

pub l ic ly  as preferable to the Susitna Project, the a lternative most l ik e ly  

cculd be implemented d irec t ly  by changes in the current statutes.

Federal, state, or local governments have become involved in the 

construction and ownership of power generating f a c i l i t ie s  for four general 

reasons. F ir s t ,  government involvement in the decision making process and 

ownership of production f a c i l i t ie s  may be appropriate where market 

imperfections prevent a u t i l i t y  from bu ild ing  the generating capacity i t  needs 

to meet demand. Such imperfections do exist in the capita l markets and also 

may be caused by regulatory r is k s . To address such imperfections, the simplest 

approach is for the government to make ava ilab le  to the u t i l i t y  a grant or loan 

to provide a d irect source o f c ap ita l .  Normally, the government entity would 

not have to take over the decision making process or own th j facil- ity simply to 

correct capita l market imperfections.

A second reason for government involvement is to give recognition to 

"externa lit ies" that resu lt in public benefits but which are not factored into
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an ind iv idua l u t i l i t y ' s  decision making process. Many projects undertaken by 

the federal government are ju s t i i ie d  on this basis . For example, construction 

of Tennessee Valley Au .hority dams was undertaken when public sentiment viewed 

the creation of construction jobs as a public benefit in i t s e l f .  In this 

instance, the government was w i l l in g  to spend money to put people to work on a 

construction project even i f  a private entity was not w i l l in g  to bu ild  the 

pro ject. For dams b u i l t  in the West, the externa lit ies  that constitute public 

benefits ju s t i fy in g  the expenditure of public do lla rs  include making water 

ava ilab le  for ir r ig a t io n  and for protection against f lood ing . Although a 

private u t i l i t y  might not chose construction of a hydroelectric plant i f  

cheaper energy sources are ava i la b le , the hydroelectric p lant may be the "best" 

plant when consideration is given- to the add it iona l public benefits i t  creates.

A th ird  reason fo r government involvement is the decision to effect income 

transfers through the d is tr ibu t ion  and consumption of power. I f  the government

wishes to subsidize the consumption of power, i t  may construct a plant and se ll

the power below its  free market p r ice . The resu lt w i l l  be a subsidy to

e le c t r ic ity  users. Such a subsidy can resu lt in income transfer e ither to end-

uss consumers, to the u t i l i t y  d is tr ibu t ion  companies, or to both.

A fourth reason for government intervention in the decision making or 

production production process is simply to a lte r the free market resu lt for 

p o l i t ic a l  or po licy  reasons. Thus, i f  a private u t i l i t y  w i l l  generate 

e le c t r ic ity  using methods "A" and "B" and the government prefers methods "C" 

anc "D", i t  can intervene to ensure use of methods 'C-" and "D." The 

government's preference for "C" and "D" might resu lt from objectives already 

discussed (such as income red is tr ibut ion ) or i t  might be the result of 

noneconomic ob jective . For one example, a noneconomic objective might be the 

desire to create a local market for coal. I f  th is were a government objective , 

the government might wish to encourage coal-fired power generation ever, i f  that 

method was not the least-cost method.

9.3 THE CURRENT STATUTORY FRAMEWORK IN ALASKA

The legal authority for the state to implement the e lectr ic  energy plans 

is contained in the recently adopted le g is la t ion  that revises the leg is la t ion  

creating the Alaska Power Authority. The provisions creating the Alaskan 

Energy Program, A.S. 44.83.380 et se£ (SB 25), are espec ia lly  important. This 

statute creates a fund, the revenues of which may be used fo r ,  among other
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th ings, reconnaisance, f e a s ib i l i t y  and construction of power projects 

( inc lud ing a l l  related costs of such construction). The fund may not be used 

for operation and maintenance which, as discussed below, creates a s ign if icant 

bias in p lanning. Before the revenues can be used for constructing a project, 

the project must satis fy the fo llow ing conditions:

1. The project must be economically feasib le and after construction, 

must be able to provide revenue su ff ic ien t to return annually to the 

State f ive  percent (5%) of the amount that the Power Authority has 

spent from the fund for the project.

2. The project must provide the lowest reasonable power cost to the 

u t i l i t y  in the market area for the estimated l i f e  of the power 

pro ject, whether operated by i t s e l f  or in conjunction with other 

power projects in the market area.

3. The project must operate either on renewable energy resources such as 

hydroelectric , wind, biomass, geothermal, t id a l ,  so la r , temperature 

d if fe re n t ia ls  o f the ocean, or coa l, peat, waste heat, or foss il 

fu e l .

4. The project must be approved by the leg is lature  and funds 

appropriated by the le g is la tu re .

Because these l im itat ions  are defined pr im ari ly  in economic and p o l it ic a l  

terms and not in terms of engineering or hardware, the statute appears to have 

enough f l e x i b i l i t y  to p e rn t  the Power Authority to adopt any of the four 

a lternative e lectr ic  ene»gy p lans, provided that the plan meets the tests of 

the statute. The exception to th is conclusion is the plan option that requires 

large expenditures fo r conservation of e lectr ica l energy. The statute appears 

to contemplate construction of f a c i l i t i e s  that w i l l  generate e le c t r ic ity .  The 

statute may be interpreted so t/iat certain types of conservation programs could 

be c lass if ied  as "projects;" however, this approach dnui.-v.ful,
Implementating the conservation option appears to require new authorizing 

leg is la t ion .

Although the requirements of A.S. 44.83.384 et seq. do not preclude 

implementing any of the energy option plans (except perhaps conservation as 

mentioned a b o v e ) ,  the circumstances under which the requirements dictate a 

part icu la r option as the only autoori,u-d option cannot be determined with



certainty . Lack of certainty results because the requirements are too general 

and sometimes contradictory to judge d e f in it iv e ly  how the courts w i l l  interpret 

the statute.

The re lat ionsh ip between the requirements set forth in A.S. 44.83.384 

(conditions 1-3 above) and the requirement of le g is la t ive  approval contained in 

A.S. 44.83.380 is not c lear . Leg is lat ive approval appears to be a separate, 

independent requirement and therefore should not be su ff ic ien t to authorize 

construction of a project that does not also satis fy the requirements of 

A.S. 44.83.384. On the other hand, the le g is la t ive  approval must be in 

accordance with A.S. 44.83.185, which requires passage of a law authorizing the 

project. Most l ik e ly  the le g is la t io n  authorizing approv 1 w i l l  e ither make 

e xp lic it  or implied amendments, or i f  necessary, repeal the »quirements of 

A.S. 44.83.384 as to the project the le g is la t ion  authorizes. I f  the 

leg is lature takes this action, then any of the options are possible i f  i t  is 

approved by enactment of a law. While th is analysis seems lo g ic a l ,  i t  renders 

the requirements of A.S. 44.83.384 i l lu s o ry , and for that reason, a court might 

conclude that a project is not properly before the leg is la ture  for approval 

u n t i l ,  the requirements of A.S. 44.83.384 are met.

Application of the standards set forth in the statues requires 

interpretation by the Power Authority. For example, the requirement that a 

project "be able to provide revenue su ff ic ien t to return annually to the State 

f ive  percent (5%) of the amount that the (Power Authority) has spent from the 

fund. . ." is ambiguous. I f  th is quirement is interpreted to mean that a 

project must return f ive  percent (5%) of the amount spent, almost no project 

could qua l ify  because the price the Power Authority charges for power pursuant 

to section .490 expressly excludes cap ita l recovery. This provision must mean 

that five percent (5%) would be returned i f  a f u l l  price is charged. However, 

even this interpretation raises questions. What price and demand assumptions 

should be made to determine i f  the project meets the requirement? Is i t  

re a l is t ic  that a project large enough to meet demand at a low price w i l l  also 

be able to se ll enough power at a much higher price to return f ive  percent 5%) 

per year? What rate of return shoula be assumed for invested capita l? Also, 

i f  the State has a 100% equity posit ion in the project, this reqtirement 

necessarily implies a 20-year amortization of the project.

The statute requires that a project must provide the lowest price by 

i t s e l f  and when operated in conjunction with other power projects in the market 

area. However, a project may be lowest in only one s ituat ion , not both. A ll
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of these uncertainties are problems that are frequently encountered and

hand 1eci by planners and engineers when making decisions about future generating |

additions. Once assumptions are made about market area, future demand, project

l ife t im e and other paramet'-. s , conclusions can be drawn about which project jjj

w i l l  provide the "lowest" cost. In the current statute uncertainty ex ists ,

however, because it  authorizes projects only when certain c r it e r ia ,  such as

"lowest cost," are met. It  does not provide guidance on the assumptions that

are to be used when a rr iv ing  at the f in a l  determination. • jl

Because the statutory requirements are technical and require the Power |

Authority in determining whether they are met, its determination should be j

f in a l unless a court finds that no reasonable basis exists for the the ir 2

f in d in g . This standard maximizes the Power Authority's f l e x i b i l i t y  to evaluate 

a lternat ives , but does not give the Power Authority complete freedom to select 

whatever option i t  wants. I f  the option or base case is not ju s t i f ie d  in terms 

of the statutory requirements, interpreted in a reasonable manner, the option 

or basp case could not be implemented under the existing statute. t

In the statute, other provisions that seeming;y are unrelated to the 

statutory standards t.eate bias in favor of a a r t ic u la r  generation option.

Eecaiise the Power Authority obtains the needed funds for a project from the 

leg is lature and because tne project is expected to be subsidized p a r t ia l ly  with 

Gener',1 Fund revenues, no d irect market accountability exists for whatever 

option the Power Authority undertakes. On the other hand, the Power Authority,

as an agency cf the state, must be accountable to the le g is la tu re , the governor ?

and the people of the state ,nd, to the extent this p o l it ic a l  accountability is. 

a d irect substitute tor market accountability , the Power Authority can be 

expected tc seek out the least-cost approach just as a private u t i l i t y  would.

Conversely, 1f the least-cost objective conflicts with other p o l i t ic a l  j

objectives, the Power Authority may seek to accommodate both the economic and 

p o l i t ic a l  goals to the maximum extent feas ib le .

Section .490(b)(2) of SB 25 states that i f  the leg is la tu re  has not

appropriated $5 b i l l i o n  to the fund, the wholesale power rate shall be the J
higher of e ither 10% of the amount the Power Authority has Invested in power 

projects or the amount of revenues necessary to pay operation and maintenance 

(O&M) costs plus debt service plus safety inspections. I f  O&M costs, debt 

service and safety inspections are less than 10% of investment, which is quite 

l ik e ly ,  then purchasing ut i l i t 1 o t  w i l l  want the leg is la ture  to appropriate the
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2>5 b i l l i o n  to satis fy the condition contained in (b )(2) since they then w i l l  

avoid the r isk of the higher wholesale power costs. To meet the $5 b i l l i o n  

appropriation requirement, the leg is la tu re  w i l l  have to select those power 

projects and energy options that have the greatest i n i t i a l  cap ita l cost. Of 

the option plans ident if ied  in th is  study, only those including construction of 

Susitna appear to meet that requirement. The purchasing u t i l i t ie s  can be 

expected to work aggressively, in the ir own se lf  interest, to persuade the 

Power Authority to choose an energy option that includes construction of 

Susitna, even i f  Susitna is not the least.-cost approach.

The pr ic ing  provision also creates a second kind of b ias . Assuming the 

leg is la tu re  does appropriate S5 b i l l i o n ,  the wholesale price the Power 

Authority charges to purchasers is a function of O&M costs, safety inspections 

and the financing approach used by the Power Authority. Under this prov is ion , 

the price to the purchasing u t i l i t i e s  w i l l  be lowest for those projects having 

lowest O&M and safety inspection costs, regardless of capita l cost, when the 

project is funded by d irect appropriation . I f  the least-cost approach is one 

that includes projects with higher overall long-term O&M costs but less i n i t i a l  

cap ita l investment, the least-cost approch w i l l  not be favored by the 

purchasing u t i l i t i e s  because- i t  results in greater power costs to them (and 

less cost to the State). This bias in favor of the f a c i l i t y  with the lowest 

O&M is s ign if ic an t when considering a lternat ives . Those f a c i l i t i e s ,  such as 

hydroelectric pro jects , with high i n i t i a l  capita l investment but low O&M costs, 

w i l l  be favored by purchasing u t i l i t i e s  because the capita l costs are 

subsidized by the State but O&M costs are not. On the o+her hand, pro jects , 

such coal-fired p lants , which have lower front end costs but higher O&M 

costs, might be the least-cost project ( in  present do lla rs ) but w i l l  not be 

favored by the purchasing u t i l i t i e s  because i t  could result in higher cost 

power to them and to the ir  customers because the State subsidy w i l l  be less.

The extent.to which the statute's p r ic ing provisions create, for the 

purchasing u t i l i t i e s ,  objectives that con f l ic t  with the c r ite r ia  contained in 

other pares of the statute cannot be known un t i l  additional economic, analyses 

of the options are undertaken. Likewise, the extent to which the Power 

Authority's analysis w i l l  be d irec t ly  or ind irec t ly  inflenced by the desires of 

purchasing u t i l i t i e s  Is unknown. Note that the Power Authority is required to 

average prices statewide for a l l  projects . This requirement means that a l l  

purchasing u t i l i t i e s ,  not just R a ilbe lt  u t i l i t i e s ,  w i l l  be impacted by the
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Power Authority's decisions. A ll u t i l i t i e s  which do, or may, purchase power 

from the Power Authority 's , therefore, w i l l  have the same objectives of 

prefering those projects that receive maximum State subsidy whether they 

purchase power from a part icu la r project or not.

The 1982  amendment  (HB 9 )  c h ange s  t h e  s i n g l e ,  s h a r e d  w h o l e s a l e  
p r i . c e  t o  a p r o j e c t  - s p e c  i f  i c c o s t  b a s e d  on e a ch  p r o j e c t ' s  
p r o p o r t i o n a t e  s h a r e  o f  t h e  o u t s t a n d i n g  d e b t  f o r  a l l  p r o j e c t s .  
I n a d d i t i o n ,  a " c a p "  a s s u r e s  t h a t  t h e  e a r l y  p r o j e c t s  w i l l  
" p h a s e - i n "  t o  p a y i n g  t h e i r  p r o p o r t i o n a t e  s h a r e s ,  w i t h  o t h e r  
p r o j e c t s  ma k i n g  up t h e  d i f f e r e n c e .
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MEMORANDUM

TO: Representative Brian Rogers

RE:

FROM: Jack Kreinhedi
Research Staf

Status of Susitna Project Studies 
Financing and Power Sales Proposals 
Research Request 82-157

You requested that we monitor and report o;i the progress of studies and 
oh recent events related to the proposed Susitna hydroelectric project, 
part icu la r ly  those studies dealing with a lternatives to Susitna and 
Susitna fisheries impacts. You also asked that we review new develop­
ments in Susitna financing and power sales contracts.

THE KEY ROLF. OF OIL PRICES AND STATE REVENUES

The outlook for future o i l prices is one of the most important and 
controversial issues regarding the Susitna project today. As you know, 
the power demand forecasts and the power cost analyses presented in
the Battelle Ra ilbe lt E lectric Power Alternatives Study and the Acres
Draft Susitna Hydroelectric F eas ib i l ity  Report were developed before the 
recent downturn in o i l  prices and State revenues. According to Battelle 
and some other ana lysts , th is  downturn, coupled with State forecasts 
of o i l  prices which are much lower than e a r l ie r  projections, indicates 
that Railbe lt power demand and the cost of thermal generation are l ik  iy 
to be substantia lly lower than projected by Acres and the orig\ lal 
Battelle report. These factors could reduce or e lim inate the economic 
benefit of bu ild ing the Susitna project, and also make power marketing 
and project financing more d i f f i c u l t .

Others, including Acres and the Power Authority, maintain that the con­
sensus among nationally-recognized energy forecasters is for continued 
increases in the real price of o i l  averaging about 2 percent annually , 
which is the figure used in the Acres and Battelle reports. Thus, the 
analyses in these reports, which demonstrate that Susitna is the lowest 
cost source of e lectrica l power for the R a i lb e lt ,  remain v a l id .

The price of o i l  and other foss il fuels is important in evaluating any 
proposed hydroelectric development throughout the world because this
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price usually determines the "base case" cost of power against which 
a new hydro project is compared. However, petroleum prices are even 
more s ign if icant for the Susitna project because of the strong l ink 
between petroleum prices, State revenues, and economic act iv ity  in the 
R a i lbe lt . In addition to affecting re lat ive power costs, o i l prices 
also influence load growth and the fisca l capacity of the State to 
appropriate the $2.3 b i l l i o n  ( in  1982 do l la rs ; $3.5 b i l l io n  in actual 
appropriations) which was estimated by Acres to be accessary for 
financing Susitna.

The economic fe a s ib i l i t y  the Susitna project, as i t  is currently 
proposed, depends not only on the increased cost of fossil fue ls , but 
also on substantial growth in Ra ilbe lt e lectrica l demand. The Watana 
and Devil Canyon dams would produce more than twice as much e lectr ic ity  
as is now consumed in the Ra ilbe lt . Although the output from the Watana 
dam could be fu l ly  u t i l iz ed  with only a small increase in e lectrical 
load growth (combined with replacemMt of retired generating un its ) , 
Acres has stated that a modified Devil Canyon r̂ .m appears to be the best 
single-dam development plan.

The economic and population growth which is  necessary to create this 
level of e lectr ica l demand depends s ig n if ic a n t ly  on the level of 
State spending in the Railbe lt over the next 20 years. As you know, 
nearly 90 percent of State revenues are currently derived from petro­
leum taxes and roya lt ies . Increases or decreases in o i l prices trans­
late f a i r ly  d irect ly  into s im ila r changes in  State revenues and spend­
ing , inducing corresponding increases or decreases in economic and 
population growth, which in turn are the primary determinants of elec­
tr ic a l power demand in the R a i lbe lt . Thus, the increase in power 
demand which is necessary to rea lize the f u l l  benefits of the Susitna 
project is also substantially dependent on future increases in o i l 
prices (although subsidized power costs could increase demand, as 
discussed below).

REVISED BATTELLE RAILBELT LOAD FORECASTS

In response to concern ame.ng State o f f ic ia ls  and others that the de­
c line  in current and projected State revenues made Batte lle 's  or ig ina l 
forecasts of demand for power in the Ra ilbe lt  too h igh , B a tt i l le  re­
vised these forecasts based on current (March 82) revenue projections. 
These updated forecasts were issued as an addendum to the executive 
summary of the Battelle report. The calculations for the updated 
projections are approximate and much less detailed than Batte lle 's 
i n i t i a l  work. However, Battelle now believes that Ra ilbe lt load growth 
is l ik e ly  to be substantia lly lower than o r ig in a l ly  projected.
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The revised Battelle forecasts contain a number of poorly documented 
assumptions and calculations. The most obvious case is in the pro­
jection of State petroleum revenues. Although Battelle states that 
the ir revisions were based on Department of Revenue forecasts (ap­
parently the March 1982 report), the revenue figures lis ted in the 
Battelle report d i f fe r  s ign if ic an t ly  fr m the Department's. In 1990 
the Battelle revenue figure is 33 percent higher than the comparable 
Department of Revenue projection.

The revisec "moderate" and "low" forecasts of power demand prepared by 
Battelle are about 20 percent lower than the o r ig ina l forecasts for 
the years 2000 to 2010. In add it ion , Battelle states that because of 
factors which were not quantified in the revised load forecasts, the 
most l ik e ly  case probably l ie s  between the revised low and moderate 
cases. The midpoint between the revised low and moderate cases is 
about 29 percent below the o rig ina l moderate or most l ik e ly  case over 
the 2000 to 2010 period. Battelle concludes that "while ‘.■.till the 
most resistant [energy plan] to in f la t io n  once i t  is completed, 
[Susitna's] power output would be larger than the Ra ilbe lt region 
could readily accommodate."^

It  should be noted that the growth rate of e lec tr ic ity  consumption 
in the Anchorage-Cork In let area during 1981 and 1982 has been con­
siderably larger tnan was forecast by Battelle in the ir  e a r l ie r  work. 
This recent trend has raised concer" over the accuracy of the fore­
casting models, and has been cited as evidence that the revised Battelle 
forecasts are too pessimistic.

One major factor favoring Susitna which was not mentioned in Battel le 's  
revised summary, or in the Tussing/Erickson review (discussed below), 
is  the effect which State investment in Susitna would have on Railbe lt 
power demand. In the ir or ig ina l ana lys is , Battelle estimated that 
demand for Susitna power would be approximately double the level other­
wise expect'd by the year 2010 i f  the State appropriated the fu l l  $5.1 
b i l l i o n  project cost, rather than using 100 percent market financing 
as assumed in the base case.^ This analysis assumed that the cost 
of power to consumers would reflect only the operation and maintenance 
costs of the project, which are very low compared to the costs of debt 
service under the bond financing case.

1 Batte lle , Ra ilbe lt Electric Power Alternatives Study, Newsletter #4, 
December 1982, p. 13

2 Dick Emmennan, D ivision of Policy Development and Planning, The 
Probable Effect of Lower State Revenue Forecasts on the Projection 
of E lectr ic ity  Demand in the R a i lb e lt , September 1982, pp. 5-6.
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Based on this analysis and fu l l  State funding for Susitna, Railbelt 
power demand could be more than o r ig in a l ly  estimated in the Battelle 
Ra ilbe lt alternatives study, even with the decline in o i l price and 
revenue forecasts. It now appears very un like ly  that the State w i l l  
fund the fu l l  cost of Susitna through appropriations; therefore, State 
investment in the project w i l l  probauly have a more moderate effect 
on demand. In any case, this factor '.hould be addressed in any re- 
evaluation of Susitna, as should the higher luad growth rates discussed 
above.

The Power Authority is planning to contract with Battelle for a more 
detailed revision of the ir power demand forecasts, including an update 
of the h istorica l power demand data used in the forecasting models. 
The Power Authority plans to submit a status report on Susitna to the 
Governor and the leg is lature  in March 1983, as required by AS 44.83. 
340. The staff of the Authority believes that a more detailed revision 
of the Battelle forecasts is  necessary to provide an accurate and 
re a l is t ic  update on the status of the Susitna project. The contract 
amount would be about $30,000.

THE TUSSING/CRICKSON STUDY

In Alaska Energy Planning Studies, a report prepared for the Division 
of Policy Development and Planning by Arlon Tussing and Gregg Erickson, 
the authors review both the Acres and Battelle studies mentioned above. 
The princ ipal conclusions of the report are : (1) the change in oi 1 - 
price expectations since 1980 suggests that economic ac t iv ity  and load 
growth in  the Ra ilbe lt w i l l  be substantia lly lower than- projected by 
Batte lle and Acres; (2) the Acres and Battelle estimates of Railbe lt
coal and gas prices are too high because they are based on expert mar­
ket values rather than regional market factors; (3) recent h !gh in ­
terest rates and capital-market conditions raise concerns about the 
r is ks , costs, and financing arrangements of the Susitna project; and
(4) the economic attractiveness of the Susitna- project is s ign if ican t ly  
less favorable than indicated by Acres and Batte lle .

While a thorough discussion of the Tussing/Erickson review is beyond 
the scope of this memorandum, a few observations may be he lp fu l. On 
the whole, the report does a very good job of h igh l ign t in g  the key 
factors affecting the Susitna project, and generally arpears factually 
correct. However, the authors sometimes draw conclusions based on
lim ited data and overlook opposing viewpoints.

For example, the discussion of o i l  prices notes that the Department of 
Revenue forecasted in March 1982 that real o i l  prices would decline- 
through 1998. Wnile this is true, Tussing and Erickson did not mention
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that wel1 head pr.ces were projected to rise in real terms at 0.1 per­
cent annually in the Hjrch forecast and 1. ) percent in the June fore­
cast. Wellhead, rather than .market prices, are the determining factor 
in the level of State o i l  revenues. The 1.7 percent figure is much 
lower than tfw 4.8 percent annual increase in wellhead value forecast 
in June 1931, *1 that the overall point made by the authors is s t i l l  
accurate. However, i t  would seem appropriate to discuss forecasted 
wellhead prices, as well as market values.

Tussing and Erickson also seem to misinterpret the meaning of the Depart­
ment of Revenue 30th percentile or "risk adjusted" revenue estimates, 
which are now used as the basis for the executive budget. The report 
states that the use of the 30th percentile figure "indicates the Depart­
ment's judgment about the probability that actual revenues w i l l  be less 
than the figure shown."3 The use of the 30th percentile figure does 
not mean revenues are anticipated to be less than the mean forecast 
value. Instead the lower figures are used to adjust for the greater risk 
or impact associated with lower than expected revenues. The lov/er 
estimates simply reflect the fact that i t  is more disruptive to the 
budget process to have lower than expected revenues than to have higher 
revenues, and that i t  is prudent to base the State budget on a revenue 
estimate that is  more certain than the mean "50-50" figure .

In the section on financing issues, Tussing and Erickson argue that 
the discount rate used by Acres (3 percent) is too low, and that at 
a discount rate corresponding to current real interest-rate leve ls , 
even the Acres analysis rejects Susitna. In Acres review of the draft 
report, the firm maintained that a project specific discount rate 
ana lys is , as recommended by Tussing and Erickson, resulted in a discount 
rate lower than 3 percent. The authors appear to ignore the Acres 
comments on the discount rate: issue in the f ina l report and reach the 
same conclusion stated above.

Acres and the Power Authority c r it ic ized  the draft Tussing/Erickson 
report for re ly ing almost exclusively on the Department if Revenue o i l  
price forecasts in concluding that Ra ilbe lt electricvty demand is 
l ik e ly  to be .lower than the: lowest Acres and B a tt ' l le  projections. 
Acres cited a number of o i l  price forecasts by major energy-oriented 
firms and agencies which generally supported the 2 percent annual real 
increase used by Acres and Battelle for the ir base case analysis . 
Eric Yould t f  the Power Authority stated that on the o i l price issue, 
Tussing and Erickson "seem to have adopted a somewhat extreme position 
outside the mainstream of informed opinion."

3 Tussing and Erickson, Alaska Energy Planning Studies, November 1982, 
p. 15.
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Tuss i ng and Er i ckson  responded to these comments by n o t i n g  that  none 
of the f o r ecas t s  c i t e d  by Acres were made by o i l  companies and tha t  
four  of the e i g h t  f o r ecas t s  were made by agenc i e s  w i t h  a stake i n o i l  
p r i c e  i n c r e a s e s .  The au tho rs  a l s o  s t a t ed t ha t  i n t e r n a l  f o recas ts  by 
o i l  companies and oi  1-expor t i ng n a t i o n s ,  major decreases i n  d r i l l i n g  
a c t i v i t y ,  and d e c l i n e s  i n  the v a l u e  o f  pe t ro l eum reserves a l l  p o i n t  
to l ower e x p e c t a t i o n s  o f  f u t u r e  o i l  p r i c e s .

Department of  Revenue f o r ecas t s

An important issue raised by this discussior is the accuracy of the 
Department of Revenue forecasts of o i l prices and State revenues, and 
the role of these forecasts in evaluating the fe a s ib i l i t y  of the Susitna 
project. Acres and the Power Authority c learly imply in their comments 
on the Tussing/Erickson report that the Department or Revenue forecasts 
are too pessim istic , do not correspond with the projections of most 
reputable forecasting agencies or firms, and are not a va lid  basis for 
reevaluating the Susitna project. This s ituation is somewhat iron ic , 
given the strong crit ic ism  of the Department of Revenue forecasts which 
was levied by the leg is la ture  and others just last spring because the 
forecasts were too high.

I spoke with Chuck Logsdon, Chief Petroleum Economist for the Division 
of Petroleum Revenue regarding the apparent discrepancies between the 
D iv is ion 's  o i l  price forecasts and the much higher forecasts cited 
by Acres. Dr. Logsdon explained that the D iv is ion 's  projections are , 
in fact, more conservative than those of many other forecasters, in 
part because of the need for prudent revenue estimates in the State 
budget process, and because of the State's recent experience with 
revenue sh o rt fa l ls .  However, the o i l  price projections represent the 
best judgment of the D iv is ion 's  s ta f f , and are not intentiona lly  biased 
downward to provide a margin of error; this margin is provided by the 
use of the 30th percentile revenue estimates, as discussed above.

It would appear to be a d i f f ic u l t  and confusing s ituation for the 
leg is la tu re  (and the Governor) i f  the Power Authority's studies con­
cluded that Susitna was feasible and properly sized, while the revenue 
projections on which che State budget is based suggested that excess 
capacity could prevent the project from being the lowest cost generation 
a lte rna t ive .

While i t  may r< oe possible , or necessarily des irab le , to reach a 
consensus on the j i l  price issue, i t  is important to recognize that 
the forecast(s) used in Susitna fe a s ib i l i t y  updates w i l l  have a major 
effect on the evaluation of the project. The "base case" analysis 
must center on one rate of growth, hut the sens it iv ity  analysis should 
address the effect of a wide range of o i l  prices on both re lative power
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generation costs and load growth. Idea lly , the range of o i l prices 
considered should be continuous, so that the "break-even" point can 
be easily determined, and so that the effect of new developments in 
the o i l price area can be assessed.

I should mention that Susitna is not the only project affected by the 
o i l  price issue; nearly every Alaska hydro project, including those 
under construction, as well as planned projects l ik e  Bradley Lake, would 
show substantia lly lower benefits i f  projections of f la t  or declining 
real o i l  prices were used instead of the positive escalation rates used 
by the Power Authority.

Cook In let Gas Prices

The discussion in the Tussing/Erickson report concerning Cook In let 
fossil fuel prices, and natural gas prices in  p a rt icu la r , emphasizes 
the importance of considering local market conditions and gas contracts, 
rather ^han the export opportunity values derived by Battelle and Acres. 
This point is supported by the recent announcement of the new Enstar 
gas contracts with Shell Oil Co. and Marathon Oil Co. for 470 b i l l io n  
cubic feet of gas at a base price of $2.32 per thousand cubic feet (MCF). 
Although this price is  more than a three-fold increase from Enstar's 
current primary gas price of $0.65 per MCF, i t  is about 25 percent below 
the $3.00 per MCF figure estimated by Battelle and Acres for the cost of 
new gas.

The future gas price under the contracts is tied to the current ratio 
between gas and heating o i l  prices. Only i f  o i l  prices increase more 
than projected by Battelle and Acres would the contract gas price be 
more than 75 percent of the Battelle/Acres projections. Smaller o i l  
price increases would mean lower gas prices. Thus, the future cost of 
gas-fired generation could be s ig n if ic a n t ly  less than estimated b> 
Battelle and Acres.

In responding to the draft Tussing/Erickson report, Acres stated that 
the authors' rejection of Acres export valuation of Cook In let gas was 
a short-term view based on the lack of current gas export development, 
and did not ref lect the long-time horizon for the Susitna project. It 
is true that i t  is d i f f ic u l t  to project future gas markets and export 
opportunities, and i t  may well be appropriate to use the higher 
Battelle/Acres gas prices over the long term. However, the new Enstar 
contracts run unt i l the year 2002, and would appear to be the most 
accurate indicator of Cook In let gas prices for this period.

The marketabi 1 ity  of Susitna power may be more affected by the new 
Enstar contracts than is the economic fe a s ib i l i t y  of the project. 
The Enstar contracts and any new Chugach E lectric contracts with
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s im ila r terms could increase the difference in cost between Susitna 
power and the cost of thermal generation, part icu lar ly  during the f irs t  
few years of Susitna operation. It is these early years that are most 
d i f f ic u l t  from a iivarketing standpoint (reference Acres' discussion of 
the " in flationary financing d e f ic it" ) .

It is important to note that the most recent Enstar contracts affect 
(with respect to e lec tr ic ity  prices) primarily the Anchorage Municipal 
Light and Power u t i l i t y ,  which buys nearly a l l  nf its gas from Enstar. 
Chugach E lectric Association, Inc. (CEA) buys over 80 percent of its 
gas d irect ly  from producers. However, the Enstar contracts give a 
strong indication that producers are w i l l in g  to se ll gas under long­
term contracts at a price substantia lly below the Acres and Battelle 
values.

1 spoke with Tom Kolasinski, Production Manager for CEA, about the 
significance of the Enstar contracts for CEA's future gas prices. Mr. 
Kolasinski believes the Enstar contracts have effect ive ly set a ce il ing  
on Cook In let gas prices, and he expects CEA to be able to negotiate 
new gas contracts at prices less than or equal to the Enstar rates. CEA 
w i l l  be beginning negotiations this month with Chevron and Arco, who 
each have 220 8CF of proven, uncommitted reserves in the Beluga f ie ld .

According to the Acres Susitna fe a s ib i l i t y  study, a State appropriation 
of about $2.3 b i l l i o n  (1982 do lla rs ) is l ik e ly  to be required in order 
to bring the first-year power costs from the Susitna project down to 
the level of thermal generation costs. I f  gas is ava ilab le  in the early 
1990's at a cost 25 percent below the Acres estimate, the State appro­
priation for Susitna may have to be s ign if ic an t ly  higher than $2.3 
b i l l io n  to maintain the marketability of Susitna power.

SUSITNA FINANCING PROPOSALS

Acres is currently developing a series of financing options for the 
Susitna project. These options are in preliminary draft form at th.s 
point and have not been approved by the Authority, but have Keen r°- 
viewed by the Authority's financial advisors, F irst Boston, John Nuveen, 
and F irst Southwest. The financing alternatives include a mix of 
general ob ligat ion and revenue bond issues and State appropriations, 
with the State contributions ranging from $100 m i l l io n  per year to 
$250 m il l io n  per year (in real do lla rs ) from 1985 to 1993-4. Another 
option would rely entire ly  on G.O. bonds until 1987 and then require 
a State appropriation of $306 m il l io n  in 1988 (in 1988 do lla rs ) con­
tinuing through 1994.

The financial advisors concluded in their review of the various options 
that the levels of borrowing proposed in a l l  of the options could be
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achieved without material effect on Alaska's credit rating providing 
that a suffic ient proportion of revenue bonds were issued, no other 
major State borrowing were attempted during periods of peak borrowing 
for the project, and the borrowing were phased to meet market conditions 
preva il ing  at the time. The group of advisors also indicated that the 
options are practicable methods for financing the project. However, 
the advisors emphasized the need for prudent and fu l l  reevaluation of 
financing alternatives with changing economic and financ ia l conditions.

Acres noted that because a l l  of the preliminary financing options appear 
to be technically feasib le , the choice between the options depends on 
other c r i t e r ia ,  the most important of which are:

(1) the financia l v ia b i l i t y  of Watana in its  early years under each 
option, and thus the level of revenue bonds which could be issued;

(2) the percentage of the State funds ava i lab le  for capital and loan 
appropriations which would be required for Susvtna;

(3) the timing of the demands for State appropriations with regard 
to variations in the amount of funds ava ilab le  for capital 
projects and loans.

Althougn Acres did not recommend a part icu lar financing plan to the Power 
Authority, they suggested that the three c r ite r ia  1isted above were best 
met by the two financing options which balance lower levels of appropri­
ations before 1987 against higher amounts from 1988 to 1994.

Because of the preliminary nature of these financing options, i t  would 
not be appropriate to crit ique them in deta il in th is memorandum. In 
general, the options point out the trade-off between the amount of money 
appropriated by the State for Susitna and the amount of G.O. bonds re­
quired for the project, because lower State appropriations reduce the 
f inanc ia l v ia b i l i t y  of the Watana phase and l im it  the amount of revenue 
bonds that the bond markets would he w i l l in g  to purchase.

The financing discussion also indicates that there is a good deal of un­
certainty about the proportion of the project cost that can be financed 
through revenue bonds because th is proportion w i l l  depend on the finan­
c ia l position and credit rating of the State, the power sales contract 
which have beer, negotiated, and other factors. F in a l ly ,  the options 
which Acres favors include higher amounts of State appropriations in 
the later years. This approach seems to run counter to current fore­
casts of Slate revenues, which are expected to decline in real terms 
a fte r 1989.
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FERC LICENSING/PROJECT DESIGN

The Power Authority currently plans to submit a license application for 
construction of the SusiMa project to the Federal F.nergy Regulatory 
Commission (FERC) in February. The firm of Acres American, Inc ., is 
overseeing the preparation of the license application up to the point 
of f i l i n g  the app licat ion . After submission of the application to 
FERC, the jo in t  venture of Harza and Ebusco w i l l  assume responsib’ 1 i ty 
for project licensing and the next phase of project design. Acres 
estimated that i t  would take approximately 24 months for a FERC license 
to be issued a fte r f i l i n g  the app licat ion . Major l it ig a t io n  or a 
requirement for substantial add it ional information could extend this 
peri od.

SUSITNA FISHERIES STUDIES

I spoke with Or. Richard Fleming, who is responsible for environmental 
studies for the Power Authority, regarding the research effort on the 
Susitna f ishe r ies . The fisheries data collected during the summer of 
1982 by the Alaska Department of Fish and Game (ADF&G) is now being 
compiled and w i l l  be released in a draft ADF&G report around January 31. 
A subsequent study to be completed by June w i l l  contain an analysis 
of the "raw" data included in the January report.

The Arctic Environmental Information and Data Center (AEIDC) is respon­
s ib le  for the analysis of probable fisheries impacts from the Susitna 
project. AEIDC is currently developing a model with which to evaluate 
these impacts. It is expected that the model will- be completed by June, 
but no results from the impact analysis w i l l  probably be availab le 
unt il the f a l l  and winter of 1983.

The firm of Woodward-Clyde is preparing "Exhibit E," which includes 
f isheries impacts and m itigation measures, for the Susitna license 
app lication to be submitted in February by the Power Authority to the 
Federal Energy Regulatory Commission (FERC). Although no analysis of 
the 1982 fisheries data w i l l  be ava ilab le  unt i l June, the Authority 
plans to submit the tentative findings from the 1981 research program, 
plus a prelim inary mitigation p lan , to FERC in February. Additional 
submissions w i l l  be made as new information becomes ava ilab le .

The 1982 summer research program was benefitted (although the salmon 
were not) by an unusually dry period in which the Susitna River flow 
dropped below 12,000 cubic feet per second (CFS) for part of the salmon 
spawning period. This flow compares to average summer flows in the 
25,000-30,000 CFS range. This dry period allowed the researchers to 
observe the effects of lower flows, such as would occur from the oper­
ation of the Susitna project, on the spawning patterns of the Susitna
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salmon. A number of negative effects from the low flows were observed, 
including blockage of access in some sloughs and a reduction in the 
size of spawning areas. It should be noted that the effects of these 
low natural flows were more severe than the effects that would be 
caused by comparable flow reductions from the Susitna project. This 
is because the drought reduced flows from tr ibutaries and ground water 
sources, as well as in the Susitna i t s e l f .

Summer r iver flows in the primary spawning areas during operation of 
the Susitna project would be about 8,000 to 10,000 CFS i f  the economic 
benefits of annual power production were to be maximized. The pre lim i­
nary data from 1981 indicated that summer flows of about 19,000 CFS 
would be needed to avoid any s ign if icant impact on salmon reproduction 
(absent any other m itigation measures).

The prelim inary m itigation plan to be submitted to FERC in February w i l l  
be based on a combination of moderate flow increases and intervention 
measures to provide access to spawning areas at reduced flow levels. 
According to Or. Fleming, the research conducted to date suggests that 
flows of 11-12,000 CFS during the c r it ic a l spawning months of August 
and September, combined with habitat modifications, could avoid any 
decrease in salmon stocks. The intervention measures cover a broad 
range of p o s s ib i l i t ie s  and w i l l  not be defined on a specific area-by-area 
basis in the February FERC submission. Possible approaches include 
removal of obstacles, lowering of slough entrances, construction of 
small check dams to increase slough flows, and gravel substrate place­
ment or improvement.

I checked with Carl Yanagawa, the Director of the ADF&G Habitat D iv i­
sion for the Southcentral Region, regarding the Department's response 
to the proposed m itigation measures and FERC license submission. Mr. 
Yanagawa is presently coordinating comments from the d ifferent d iv i­
sions in the Department and stated that no response had yet been 
developed, but that a formal response would be provided to the Power 
Authority by January IE.

The fisheries research program for the summer of 1983 and the winter 
of 1983-84 has not yet been f in a l iz e d , nor have funding levels been 
determined. Scoping meetings with ADF&G and other consultants w i l l  be 
held in January and February to determine what studies are needed. 
Dr. Fleming indicated that he expected the f ie ld  research efforts to 
become more focused as a result of previous experience, and that the 
FY 84 budget may be reduced from the FY 83 leve l.
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SUSITNA ALTERNATIVES STUDIES 

North Slope Gas Studies

Task Force Study. Railbe lt power generation is one of the options 
being evaluated by Booz-Allen & Hami’ton in their study .'or the State 
Task Force on Alternative Uses of North Slope Natural Gas. The Phase 
I report, which was released in November, screened a wide range of 
potential transportation and u t i l iz a t io n  options- and eliminated the 
options which did not pass the screening c r ite r ia .  The Railbe lt power 
generation option was selected as one of five alternatives for more 
detailed evaluation. However, th is option would be in conjunction with 
one of the other a lternatives, i . e . ,  with a conventional gas pipeline 
such as ANGTS, a p ipe line to the Kenai area for LNG production, or 
Fairbanks methanol production. This report should be completed in the 
next two months.

Alaska Power Authority Study

The Alaska Power Authority is analyzing the fe a s ib i l i t y  of three opti<pns 
for generating Ra ilbe lt power from North Slope gas:

(1) construction of a smal 1-diameter gas p ipeline fr xn the North Slope 
to the Fairbanks area, with power generation in Fairbanks and 
transmission of power to Anchorage via the in te rt ie  now under 
development;

(2) generation of power on the North Slope and transmission via new 
high voltage lines to Fairbanks, and then to the remainder of 
the R a i lbe lt .

(3) u t i l iz a t io n  for power generation of low-BTU waste gas from an 
LNG f a c i l i t y  on the Kenai Peninsula, located at the terminus of 
an "al 1-Alaska" gas l in e .

This study, which is being conducted by Ebasco Services Inc. for the 
Authority, is due to be completed in February 1983. Two reports 
reviewing ex isting data and assumptions and system planning studies 
have been released. Ebasco has determined that only about 10 percent 
of the maximum da i ly  Prudhoe Bay gas production would be required to 
meet a l l  Ra ilbe lt power generation requirements, and that combined cycle 
gas turbines would be the most cost-effective generation system using 
North Slope gas. Ebasco estimates that the low-BTU waste gas option 
would be able to meet less than one-third of Ra ilbe lt power needs. No 
information on the cost of power or overall f e a s ib i l i t y  of e lec tr ic ity  
generation from North Slope gas has yet been released.
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Chakachamna Hydro Studies

The Chakachamna project is not an a lternative to Susitna in its e lf  
because of its much smaller generation capacity ( 330 megawatts versus 
1660 megawatts tor Susitna). However, i t  would be a major element, i f  
constructed, of a ny Ra i 1 bel t genera t i an plan not including Susitna. The 
Power Authority has been conducting a s“udy of the Lake Chakachamna hydro 
site since August 1981. According to Eric Marchegiani , the project 
manager, this is not a feas ib i l ity- le ve l e ffo rt , but rather an inceriin 
study. The work is being done under contract to Bechtel and Woodward- 
Clyde and was funded by the Power Authority Board for $800,000 for the 
current fisca l year. Approxiina tely $900,000 was spent on Chak, chamna 
studies during FY 82.

The leg is lature appropriated $3.3 m i l l io n  for FY 83 Chakacf.mna studies 
as part of the $25.6 m i l l io n  authorized for continuation of the Susitna 
project studies. This figure was reduced by the Power Authority Board 
based on a recommendation from the staff that $800,000 was suffic ient 
to carry out the FY 83 study e ffo rts . Mr. Marchiagiani did not wish 
to comment on the adequacy of this funding leve l , but i t  appears from 
the program description that f ie ld  studies and other portions of the 
study were constrained s ign if ic an t ly  by the lim ited funds ava ilab le . 
Also, because FY 83 funds were not authorized until the end of June, 
study efforts during July were l im ited .

Approximately 80-90 percent of the Chakachamna study funds are being 
spent on fisheries research, pr imarily  to determine salmon escapement 
leve ls , major spawning areas, and other ba sel i ne .da ta . This funding 
a llocation was based on the judgment that f isheries impacts were the 
area of primary concern for the Chakachamna s it e ,  with the cost es­
timate for the project another major concern. The development plan 
recommended by Bechtel and Woodward-Clyde would have a power generation 
capacity of about 330 megawatts and would involve a power tunnel from 
Lake Chakachamna into the McArthur River, which is one of the adjacent 
drainages.

Ear lie r studies had indicated that up to 480 megawatts of capacity 
could be developed at the Chakachamna s it e ,  but the current studies 
have found that m itigation of fisheries impacts and other factors l im it  
the capacity of the site to the jJO megawatt f igure . The current 
estimated cost for construction of the project is $1.2 b i l l i o n  (January 
82 d o l la rs ) ,  provided that the power tunnel can be bored rather than 
blasted. Blasting of the tunnel would add about $222 m i l l io n  to the 
project cost.

Bechtel and Woodward-Clyde w i l l  release a report on the ir findings to 
date in February 1983. However, because of the lim ited scop': of the
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studios, no detenni nat ion of project. fe a s ib i l i ty  w i l l  be included in 
this report. Instead, the report w i l l  summarize the fisheries and 
qeotechnic data collected, discuss potential project impacts and pos­
s ib le  m itigation measures, and review the project cost analysis con­
ducted by Bechtel.

The Power Authority requested $2.9 m i l l io n  for Chakachamna studies 
in FY 84. In is  has been reduced to $2.5 m i l l io n  by the Governor's 
Office.

★ * ic *

I hope this summary information on the Susitna project and related 
issues is useful. I f  you have any questions, please c a l l .  Also, i f  
there are other leg is lators who you feel would be interested in this 
subject, we would be glad to provide this memorandum to them.

JK/sj



January 18, 1983

Addendum to Susitna Status Memorandum -- APA Comments

This memorandum was reviewed after its completion by Robert Mohn, 
Director of Engineering and Susitna Project' Manager for the Alaska 
Power Authority. Mr. Mohn provided the following comments on the 
report:

Cook In let Gas Prices. Mr. Mohn indicated that there are several 
add-on charges to the $2.32 base price of the Enstar gas contracts 
which effective ly boost its price to about $3.00/MCF. This is 
about the same as the current gas price used in the- Acres and 
Battelle base case analyses of Ra ilbe lt thermal generation costs. 
The Power Authority therefore does not view the Enstar contracts 
as s ign if ic an t ly  a ltering the conclusions of the Battelle and 
Acres studies. Time did not permit additional research on this 
question by this agency: however, two analysts in the Governor's 
Office of Management and Budget are doing some work on the effect 
of the Enstar contracts which should be completed in the next 
several weeks.

Susitna Fisheries Studies. The memorandum states that no analysis 
of the 1982 fisheries data w i l l  be ava ilab le  to June, in reference 
to the Alaska Department of Fish & Game's report which is scheduled 
to be completed at that time. Mr. Mohn stated that although the 
fu l l  ADF&G analysis w i l l  not be completed unt i l June, there has 
been a substantial amount of analysis conducted on the 1982 f is h ­
eries data by ADF&G and Woodward-Clyde. The February FERC licence 
application w i l l  include- .he results of the analysis conducted to 
date.

Chakachamna Study Funding. There appears to be some dispute on 
the le g is la t ive  intent for FY 83 Chakachamna studies. Mr. Mohn's 
understanding is that there was no clear statement of intent by 
the leg is la ture  that $3.3 mi. l ion of the $25,6 m i l l io n  in FY 83 
Sus.tna funding be used for studies of the Chakachamna project. 
Rather, there was only a general d irective that the $25.6 m i l l io n  
include funding for the study of alternatives to the Susitna 
project, as necessary.

According to George Matz of the Office of Management and Budget, 
who handled this budget request, there was clear intent by the 
leg is la ture  that a fe a s ib i l i ty  level study of the Chakachamna 
project be conducted, as stated in a budget amendment document. 
Both the Power Authority Board and the Policy Review Committee 
overseeing the Battelle study recommended that $3.3 m il l io n  be 
provided for this purpose; however, i t  was not expected that 
these funds would come out of the appropriation for Susitna 
studi es.
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MEMORANDUM

TO: Representative Don Clocksin

FROM: ‘ Jack Kreinheden//'''-
Research S t a f f ) y \  *

RE: Lake Tyee Power Costs and Project History
Research Request 83-39

: • *

You requested that we summarize the current status of. contract nego­
t ia t io n s  for the sale of power from the Lake Tyee hydro pro ject . You 
asked that we address the expected cost of power from the pro ject , 
current power costs in  Petersburg and Wrangell, and a lternat ives fo r 
reducing Tyee power costs to marketable le v e ls . .

The attached le t te r  from the Alaska Power Authority outline* the 
sequence of construction cost estimates fo r the Tyee project and 
the decisions made by the Power Authority Board concerning project 
construction.

I t  is  important to emphasize that the power cost projections in th is  
memorandum are pre lim inary and are currently being revised by the 
Power Authority to re f lect deta iled financing arrangements fo r  the 
Tyee pro ject . These revised cost estimates w i l l  probably be somewhat 
lower than the figures cited here.

SUMMARY OF FINDINGS

The basic power marketing problem for the Tyee project is  that the 
wholesale cost of power from the project in  it s  f i r s t  years of operation 
is  projected to be about 40 percent higher than current power generation 
costs for Petersburg and Wrangell. The Power Authority estimates that 
Tyee power w i l l  cost about 16.5 cents per k ilowatt hour (KWH) in  FY 
1986. Recent press reports have cited claims by Petersburg o f f ic ia ls  
that the re ta i l  cost of power from Tyee would be 100 percent higher 
than current le ve ls . However, these claims are disputed by the Power 
Authority , as discussed la te r .

Power generation in  Petersburg and Wrangell now costs about 12 cents 
per KWH and th is  cost is  not l ik e ly  to increase substan t ia l ly  over 
the next several years unless o i l  prices increase more than expected 
by most forecasters. These communities are understandably not w i l l i n g
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to sign contracts to purchase Tyee power at rates substan t ia l ly  higher 
thanrcurrent generation costs.

I f  no action is  taken by the le g is la tu re  to reduce Tyee rates , i t  
appears that power sales agreements could not be obtained and the
Power Authority wnuld not be able t o .s e l l  the necessary revenue bonds 
to repay the in ter im  f inanc ing fo r the pro ject. Although I  d id not
research the possib le steps the Power Authority might take in  th is
s itua t ion  to avoid a defau lt on the Tyee debt, the Authority would
probably be in  a precarious f inanc ia l pos it ion .

There are several possible approaches to reducing power rates fo r
the Tyee pro ject, most of which require more State money:

(1) Make an add it iona l lump sum appropriation to the hydro
program to reduce the amount of debt f inanc ing required 
fo r Tyee and ether pro jects . About $70-80 m i l l io n  may be 
required to reduce Tyee rates to the level of current power 
costs. I f  des ired , th is  appropriation could be structured 
as a loan , to be repaid to the State a fte r Tyee power becomes
competitive with .the cost of power from present generation
f a c i l i t i e s .

(2) Appropriate a smaller amount of about $20 m i l l io n  only to the 
Tyee project and enact temporary le g is la t io n  which would 
reduce only the Tyee rates. (Under present law , an appro­
p r ia t ion  to any power project would reduce the power rates
by an equal percentage fo r a l l  p ro jec ts .)

(3) Make annual appropriations of about $2-3 m i l l io n  to cover a 
portion of the debt service costs fo r the Tyee p ro ject ,
a l low ing  power rates to be reduced un t i l  the pro ject becomes 
competitive with d iesel generation costs.

(4) Amend the rate structure under present law to spread the 
h igher cost of Tyee power among other power p ro jec ts .

(5) Restructure the long-term debt for the Tyee pro ject to reduce 
debt service costs in the early years of project operation 
(the v i a b i l i t y  of th is  approach is  uncerta in ).
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TYEE POWER COSTS

The fo llow ing  tab le shows projected wholesale power costs fo r the 
Tyee project from FY 85 to FY 90.

PROJECTED TYEE WHOLESALE POWER COSTS 
* • (Cents per Kilowatt Hour)

Fiscal Year_______________ 1985 1986 1987 1988 1989 1990

Power Cost 12.8 16.5 16.7 16.8 17.0 17.2

Power Sales 32.0 32.8 33.6 34.5 35.3 36.2
(M il l io n s  of KWH)

Source: Alaska Power Authority for FY 85-86, 
adjusted by House Research Agency for 
FY 87-90 fo r 4 percent annual increase 
in  debt service cap, 3 percent average annual 
load growth for a l l  APA projects , and 5 percent 
annual in f la t io n  in  operation and maintenance costs.
Debt service calcu lations based on 35-year revenue bonds 
at 11 percent In te res t , with a 1.1- coverage le v e l .

Again, these projections are pre lim inary , and more accurate figures 
w i l l  be ava i lab le  wittiiin a week. These projected rates are probably 
on the high side because they do not account for the interest earned 
on debt reserve funds or the lower-than-expected cost of the interim 
f inanc ing for the p ro ject . The Power Authority's f in anc ia l advisors 
are now working to incorporate these and other adjustments to arr ive  
at more accurate rate pro jections . One uncertainty in these rates is 
that they assume the Wrangell sawmill w i l l  buy about 7 m i l l io n  KWH per 
year —  about 20 percent of total projected power sales from the pro­
je c t .  The sawmill was shut down fo r over a month th is  w inter and 
could be an uncertain buyer of Tyee power.

The Tyee project is  scheduled to be completed in early 1984., and may be 
on l in e  as soon as October 1983 i f  work continues at it s  current pace. 
When the project begins generating power, the i n i t i a l  rate w i l l  be 
set to cover only operation and maintenance costs (4-5 cents/KWH) un t i l  
the start of the1 1985 f isca l year, when the rate w i l l  increase to cover 
the costs of long-term financ ing for Tyee and the Swan Lake pro ject. 
The power rate w i l l  increase again in  FY 86 to re f lec t ths: cost of
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revenue bonds issued fo r  the Terror Lake pro ject. After 1986, the Tyee 
power rate w i l l  probably increase by about two percent per year .*

PROJECT FINANCING

The completed cost of the Tyee project is now estimated at $115 to $125 
m i l l i o n .  Construction of the project has been financed by $82 m i l l io n  
in  appropriations from the le g is la tu re  and $50 m i l l io n  in  interim  
f inanc ing . This interim  financing w i l l  have to be repaid in  the 
spring of 1984 through the issuance of revenue bonds, add it iona l State 
appropriat ions , or a combination of the two. The Swan Lake project 
also has $50 m i l l io n  in  interim financing which w i l l  be repaid at about 
the same time. Terror Lake has $100 m i l l io n  in  short-term debt which 
w i l l  be due in 1985.

HB 9 RATE STRUCTURE

The financing and power costs for Tyee are t ied  to those of other 
Power Authority hydro projects under le g is la t io n  enacted in 1982 
(CCSHP. 9 —  Chapter 155). This statute requires each hydro project to 
pay i t s  "proportionate share" of the tota l debt service costs for a l l  
p ro jects , as determined under a formula in  the statute. Bas ica lly , the 
statute means that i f  the construction cost of Tyee is  25 percent of 
the total cost of a l l  projects in the system, Tyee must pay 25 percent 
of the total debt service costs fo r a l l  pro jects . The wholesale power 
rate fo r each project is  then determined by adding operation and 
maintenance expenses to debt service costs and d iv id in g  :'h!s sum by 
the expected power sales fo r each pro ject.

The H8 9 rate structure replaced the "postage stamp" or s ing le  statewide 
rate formula which was enacted in 1981 by SB 25. The major purpose 
for the change in  the rate structure was to increase the incentive fo r 
bu i ld in g  cost-effective and properly sized pro jects , by l in k in g  power 
costs more d ire c t ly  w ith project construction costs.

When the conference committee on HB 9 reviewed rate projections for the 
four power p ro jec ts , there was concern that the rates fo r the Tyee and 
Swan Lake projects would be excessive under the HB 9 rate structure. 
As a re su lt ,  the committee included in  the le g is la t io n  a l im i t  or cap 
on the debt service cost fo r each pro ject . Under th is  cap.. no project 
must pay more than the average debt service cost for a l l  Power Authority

* The rate ca lcu la t ion  is  complex, but the three main factors that affect 
the project rates a fte r 1986 are: in f la t io n  in  O&M costs, the rate of 
growth fm power sa les , and the 4 percent annual increase in  the HB 9 
debt service cap. The add it ion of the Bradley Lake project or other 
projects could also affect Tyee rates subs tan t ia l ly .
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pro jects , plus a certain percentage which increases each year (8 percent 
in  FY 85, 12 percent in .FY 86, and so on). Although th is  debt service 
l im i t  reduces the power rate fo r  Tyee substan t ia l ly , i t  does not reduce 
the rate to a marketable le v e l .

Becauje the debt service costs are pooled for a l l  projects in  the 
system, an appropriation to Tyee or any other project would reduce 
the power costs fo r a l l  projects by an equal percentage.

PETERSBURG AND WRANGELL POWER COSTS

Current Costs

Exact power costs fo r  Wrangell and Petersburg were not read ily  ava ilab le  
at th is  w r it in g . However, the busbar generation cost (equivalent to the 
wholesale power cost from Tyee) fo r both communities is approximately 
12 cents per KWH. Wrangell generates a l l  of it s  e le c t r ic it y  from 
d ie se ls , while Petersburg obtains about ha lf its  power from the Crystal 
Lake hydro p ro ject , which was b u i lt  many years ago. The Petersburg 
u t i l i t y  apparently has a higher level of debt than the Wrangell u t i l i t y , ,  
which offsets the lower cost of power from the hydro f a c i l i t y .

While most of the recent pub l ic ity  concerning the Tyee project has 
focused on the c ity  of Petersburg, the Power Authority s ta f f  maintains 
that Wrangell would face a la rge r rate increase i f  Tyee power were 
purchased at current projected rates than would Petersburg. According 
to Mike Yerkes, who is  negotiating the Tyee contracts fo r the Power 
Authority , th is  is  because Wrangell would convert entirely- from diesel 
generation to Tyee power, while Petersburg would continue to generate 
about h a lf  i t s  power from the low-cost Crystal Lake hydro pro ject ,
which was b u i l t  decades ago.

Future Costs

The rate of increase in future generation costs for Petersburg and
Wrangell is one of the basic questions' to consider in  determining what 
approach the State might 'take  to the Tyee s itu a t io n . The cost of
diesel fuel is  the largest expense component for these u t i l i t i e s ,  
averaging about 9-10 cents per KWH generated over the past year. 
As you know, the future of world o i l  prices is  h igh ly  uncertain and
the range of forecasts is  considerable. However, the most recent 
department of Revenue forecast projects a 28 percent cumulative decrease 
in  the real pr ice of o i l  through FY 87. In nominal terms, o i l  prices
in  FY 88 are forecast to be about the same as today.

I f  th is  projection is accurate, i t  may be the early to mid-1990s
before diesel generation costs would increase to the leve l of Tyee
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costs. However, an add it iona l consideration is  that Wrangell and 
Petersburg may have deferred expansion of th e ir  generation f a c i l i t i e s  
in  expectation of receiving Tyee power. Therefore,, new generators 
might have to be added to meet- increases in  load growth during the 
80s, which would increase power rates.

• . * * MkVi

Reta il Power Rates :•

Part of the p u b l ic ity  over the Tyee project centered on claims by 
Petersburg o f f ic ia ls  that they would have to add about 9 cents per 
KWH to the wholesale cost of power from Tyee for d is t r ibu t ion  and
overhead costs, thus doubling the re ta i l  power costs from current 
le v e ls .  The Power Authority s ta f f  believe th is  f igure  is  h igh ly  
in f la te d  and does not account for savings in  diesel maintenance costs 
which would occur when Tyee comes on l in e .  The s ta f f  is  preparing 
documented estimates of what they feel are more re a l is t ic  d is t r ib u t io n  
and overhead costs.

Other Concerns

I t  is important to note that the cost of power from current projects is 
not the only concern of Petersburg, Wrangell, and other c it ie s  or
u t i l i t i e s  to be served by Power Authority projects . These groups are 
also concerned that under the current rate structure , th e ir  power rates 
could increase substan t ia l ly  as add it iona l projects are added to the 
system. Whether th is  would occur depends on the level of State funding 
fo r  the add it iona l pro jects . ' I f  the ra t io  of State funding to bonded 
costs fo r new projects is  lower than the average for current projects ,
the rates fo r current projects would r is e .

r
The "Susitnr Blackmail Clause" [AS 44 .83 .398(b )(2 )] is  an add it iona l 
source of concern fo r m un ic ipa l it ies  and u t i l i t i e s ,  as the clause 
could dramatica lly  increase power rates i f  not repealed. This clause 
would increase power rates by requ ir ing  a 10 percent annual return on 
investment to the State i f  $5 b i l l i o n  has not been appropriated fo r 
power pro jegts by 1986.
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POSSIBLE APPROACHES TO THE TYEE RATE PROBLEM

There are several possible approaches to the Tyee rate problem, as 
summarized e a r l ie r .  The choice among them is  complex and depends on 
basic po licy  issues re la t in g  to the power development program. Some 
of the more important factors to consider are discussed below. _•

Lump Sum Appropriation .

This approach would be the most expensive; prelim inary calculations 
ind icate that $70-80 m i l l io n  would be necessary to lower the Tyee power 
rates to the cost of diesel generation.* Although the outstanding 
debt on the Tyee project is  only $50 m i l l i o n ,  the pooling of debt 
service among a l l  projects under the APA rate structure requires a 
la rger appropriat ion to reduce Tyee rates s u f f ic ie n t ly .  A lump sum 
appropriat ion would also lower the power rates for Solomon Gulch, Swan 
Lake, and Terror Lake by an equal percentage (about 40 percent). This 
raises two questions.

F i r s t ,  is  i t  necessary or desirable to reduce the power rates for 
other projects that already have reasonably price power? Second., what 
effect would lowering the rates for a l l  projects now on l in e  or under 
construction have on future projects? Lowering the average power rate 
would reduce the debt/equity ra t io  for current projects and require 
a higher level of State appropriations for future projects unless 
power rates were to be increased for a l l  pro jects .

Special Tyee Leg is lat ion

I f  special le g is la t io n  were passed so that a one-time appropriation 
would be used to reduce only Tyee power rates, roughly $20 m i l l io n  
would be required to provide the necessary rate reduction. However, 
th is  approach could be viewed as creating a precedent for "ba il ing  
out" high-cost projects which might resu lt in s im i la r  problems for 
future pro jects .

Annual Appropriation

In l ie u  of a one-time appropriat ion , the le g is la tu re  could make annual 
appropriations of about $2.4 m i l l io n  to cover the debt service sho rtfa ll 
that w i l l  resu lt i f  power is  sold at 12 cents rather than 16.5 cents 
per KWH. These appropriations would continue and eventually diminish

* I have not included these ca lcu lations here for the sake of brev ity , 
but can provide them i f  desired.
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to zero as the cost of diesel generation increased to match the cost 
of Tyee power or the cost of Tyee power f e l l .  Although i t  is uncertain 
how long these annual appropriations would be required, depending on 
fuel escalation rates and other factors , the tota l cost would probably 
be h a lf  or less the cost of a lump sum appropriation .

The Petersburg and 'Wrangell u t i l i t i e s  would be e l ig ib le  fo r  rate r e l i e f  
under the power cost assistance program,, but only for the portion *•>? 
re t a i l  rates above 16 cents in  FY 86.. . This f lo o r  increases by one ce.ct 
each f isca l yea r . . A lso , cost assistance is  ava ilab le  only fo r the 
f i r s t  600 KWH per month sold to each customer. Therefore, a separate 
appropriation s p e c i f ic a l l y * fo r Tyee debt service might be required 
each year in  order to reduce power rates s u f f ic ie n t ly .

i 1 , , ,
Modification of Rate: Structure

I t  would be techn ica lly  possible to modify the statutory rate structure 
to rea llocate at least part of the Tyee debt service to other lower 
cost pro jects , p r im a r i ly  Solomon Gulch and Terror Lake. The communities 
served by these projects would probably strongly oppose th is  change. 
In add it ion , the bond markets could view th is  ju g g l in g  of the rate 
structure with some concern.

Restructure Project Debt

I t  may be possib le to reduce the debt service costs fo r the f i r s t  few 
years of operation of the Tyee project by borrowing add it iona l funds 
with which to pay part of the interest on the bonds, for several years. 
According to S te r l ing  Gallager of John Nuveen and Associates, i t  is 
le g a l ly  possible to have th is  type of arrangement fo r f ive  years
without v io la t in g  federal arb itrage regu lat ions . However, the f inanc ia l 
v i a b i l i t y  of th is  approach is  uncertain and would require add it ional 
research.

Another p o s s ib i l i t y  would be to use a geometric financing approach, in
which the debt service schedule would be sh ifted so that debt service
costs would be lower in the early years and increase gradua lly  as the 
project power sales increased. This approach has been used in  a few 
u t i l i t y  bond issues, but i t  is  uncommon and would also requ ire more
invest iga t ion  to determine its  v ia b i l i t y  for the Tyee s itu a t io n .
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IMPLICATIONS FOR OTHER POWER PROJECTS

A number of le g is la to rs  and other observers have expressed concern 
about the p o s s ib i l i t y  of the Tyee marketing problem occurring w ith 
S 't itn a  or other hydro projects . This is  a controversial issue w ith 
numerous points of view, but a few observations may be he lp fu l in  
understanding the problem.

I t  is  important to recognize the d ist inc t ion  between the economic
f e a s ib i l i t y  of a hydroelectric project and tne marketing f e a s ib i l i t y  of 
the same pro ject. ; Although the economic fe a s ib i l i t y  of the Tyee 
project is  an issue i t s e l f ,  the point is  that even a c le a r ly  fe as ib le  
hydro project w i l l  usually require some sort of grant or low-cost 
f inanc ing to lower power rates to marketable levels in i t s  ear ly  years 
of operation . After a period of years , increasing power sales and
higher fuel costs for the a lte rnat ive  generation source should resu lt 
in  a break-even po in t , a fte r which the hydro power becomes less
expensive. The i n i t i a l  subsidy to the project can then be repa id , i f  
necessary.

In the case of the Tyee pro ject, the continually increas ing cost
estimates fo r the project made i t  d i f f i c u l t  to determine! how much State 
money was required to achieve marketable power rates. The power mar­
keting problem fo r Tyee is  also accentuated by the fact that Tyee has 
the largest excess generation capacity of the four projects now on 
l in e  or under construction -- only about 215-30 percent of the p ro jec t 's  
capacity w i l l  be used in the f i r s t  years of operation. This lower 
level of u t i l iz a t io n  means that a higher proportion of Statf. ’finds is  
necessary to obtain reasonable power rates,,

A major element of the Tyee problem appears to be that ne ither the 
le g is la tu re  nor the Power Authority placed su ff ic ien t emphasis u n t i l  
recently on the marketing of power from the projects under construction. 
Part of the reason for th is  apparent oversight is  that in  1980 and 
1981, State revenues were increasing rap id ly  and i t  was expected that 
most of the project costs would be *' inded through d irect appropriat ions 
or low-cost loans, r? iher than by revenue bonds. With th is  expectation , 
power marketing was not an issue because of the low power costs. The 
sharp decline in  State revenues has resulted iri more re l iance  on debt 
f in anc in g , causing higher power rates and the marketing problem demon­
strated by the Tyee pro ject.

With respect to the Power Authority , an add it iona l problem was the lack 
of s ta f f  with experience in  marketing and rate issues. I t  was only 
about 10 months ago that the Power Authority hired someone w ith rate 
sett ing  and u t i l i t y  experience. Until then, the focus o f the s ta f f
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was more on the f e a s ib i l i t y ,  design, engineering and financing aspects 
of power development.

A f in a l contr ibut ing factor to the Tyee s ituat ion  was that the revisions 
to the Power Authority rate structure enacted in 1982 by HB 9 were not 
based on a f u l l  assesment of the effect cf these rate revis ions on the 
marketab il ity  of power from Tyee and the other projects.
• , • •• * . • r*

• • v . ' T  ....
The l ik e l ih o od  o f the Tyee rate problem occurring with other power, 
projects is  d i f f i c u l t  to assess. The- Power Authority appears to have 
made good progress' in dealing with thii m*"keting issue. Several 
measures have been taken to avoid the recurrence of the Tyee cost 
escalation problem, and a number of recent bids fo r construction of 
the Terror Lake and Anchorage-Fairbanks projects have been substant ia l ly  
lower than engineering estimates.

In add it ion , the Authority has proposed changing it s  procedures to 
require power sales contracts to be signed before project construction 
begins, and th is  was done fo r the Terror t.akiT'nroject. In the past i t  
has been d i f f i c u l t  to obtain contracts because i t  was uncertain how much 
funding would be provided by the le g is la tu re , and there is a natural 
incentive- for communities to lobby the le g is la tu re  for add it iona l funds 
to reduce th e ir  power rates. I t  may also be d i f f i c u l t  to obtain pre- 
construction power sales agreements for the Susitna project because of 
the long lead time of the pro ject.

The chances of the Tyee power marketing problem occurring with future 
power projects would be reduced i f  the leg is la tu re  mada certain 1t 
had sound estimates of the maximum appropriat ion necessary for power 
marketing purposes before approving construction of a p ro ject , and 
committed i t s e l f  to the appropriat ion of the necessary amount. Any 
changes in  the rate structure should also be made only a fte r  deta iled 
evaluation of the impact on project power rates and m arke tab il ity .

★ * * * ★

I hope th is  information is  use fu l. I f  you have any questions or would 
l ik e  add it iona l in formation , please don't hesitate to c a l l .

JK

Attachment
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Hr. Jack Kreinbeder ' :
House Research Agency
Pooch Y •
Juneau* Alaska 99311 7 . ' L . ‘

Subject: Tyee hydroelectric Project-SpaMry of Estimated Total Costs
• • ■’ ’ ' r4 • * » . *
Dear Jack: .  . .  • . . .’.-.•Vc-

t * . . .  •. *
As per your request, fo l low ing  is a b r ie f  sieuary on the sequence o f  

events on the Tyee hydropower project p r im a r i ly  re latfng  to cost. The 
sutaary o f  Board actions was extracted /row our corporate winutes. Hast o f 
the actions taken by the Board were based on advice fro« myself and *y s ta f f .

•A.,
‘ On Dece^sr 19. 1979. the Alaska Power Authority submitted a revised 

app licat ion  to the Federal Eneirgy Regulatory Ccawission (FERC) fo r  the 
construction o f  the Tyee Hydroelectric Project in  the v ic in it y  o f Wrangell 
and Petersburg, A laska. Our engineers, R.W. Retherford Associates/Inter­
nationa l Engineering Coospany (IECO) estimated the total cost o f the project at 
that ti«e at J39.599.000 (19S0$’s } .  With an allowance fo r  in f la t io n  and 
in te res t during construction tha estimated tota l cap ita l investment at tha t 
ti«e came to J53.333.000.

In September 1930, IECO submitted a revised cost estimate o f $50,976,000 
(August 1980$‘* ) . . >

' • * • \ i'! \ i*
Early in  1981, the Power .Authority retained EBASCO Services. In c . ,  to 

prepare an independent cost estimate. EBASCO subsequently estimated the total 
pro ject cost at $95.693.COO (Hay 193U*s). Escalated to the w idpo int o f  
construction, th is  'would represent a completed cost of approximately $110 
m i l l i o n .  A fter reviewing d ie  EBASCO estimate. IECO conceded that I t s  pre­
vious estimates were low and IECO raised its  estimate to $31,059,000 {June 
1981$'s). EBASCO refuted t h is  revised estimate. :-y. .

Procurement o f long-lead-time turbines began in  Ju ly 7931 in  Antiei- -
pation o f a FERC license . The Board o f Directors was rea ligned by Statute 
in the la t t e r  part o f  July 1981. The FERC issued a license on August 5 ,
1981 and the award o f  several add it iona l procurement and one construction 
contract fo llowed almost Immediately thereafter. :

* i
I ECO continued to «*ke monthly reports on the status o f  the project, 

inc lud ing  esticated tota l p ro ject costs. I t  is  important to note that by 
th« end o f  frirch 1932, IECO had increased i t s  project estimate to $97,072,000,
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i nc l ud i ng engineering costs p r io r  to construction. In the March report the 
overhead transmission l in e  was estimated to cost $12,840,000 plus a 
$6,000,000 contingency. Less than two conths la te r , during the bid opening 
fo r  that contract, IECO provided an engineer's estimate o f  $23,280,287.00—  
an estimate that Is 24 percent above Any previous estitnate, inc lud ing con­
tingency fu n d s . The actual low b id  was even higher at $24,901,466.

Starting with the IECO estimate fro* the March 1932, report , adjusting 
fo r  the actual low bid on the transaission l in e ,  and adding the estimated 
cost fo r  a proposed separate substation construction contract, the estimated 
total project cost was increased by IECO to $110,133,000 (Kay 1982). This 
d id  not include approximately $S m i l l io n  for owner provided Insurance..
During the months that fo llowed , the total project cost has decreased and 
increased, s l i g h t ly ,  as adjustments have been joade for actual bids on re la ­
t iv e ly  small procurement contracts ..

in  December 7982, and again in  January 1983, senior s t a f f  o f  IECO And 
lECO’s parent com p ly . Morrison Knudson (H-K), met with representatives o f  the 
Power Authority to discuss construction management o f the p ro jec t , inc luding 
total, pro ject costs. The la te s t  information from IECO is  that the total pro­
je c t  cost w i l l  not exceed $124,886,100. The Power Authority has asked the 
parent company, K-K. to completely review th is  estimate. A report frtxa the 
H-K s ta f f  1s anticipated the second week o f  March 7983.

A suwsary o f  Board act ions , as extracted frocn our corporate minutes. Is 
as fo l low s :

October 4 ,  7978 Board receives report on Tyee Project ind icat ing  tha t , 
according to the reconnaissance study by Robert W. Retherford Associates, 
(R^R) the Project looks favorable and that Thomas Bay Power Coonission 
(T8RC) w i l l  soon enter in to  contract w ith RWR fo r  Federal Energy Regulatory 
Commission (FERC) work and that TBPC may reguest the ATaska Power Authority 
to take over the pro ject .

November IBJ, 1978 APA Board voted to wake $120,(XXJ loan to TBPC fo r  Tyee--
FERC work- and th is-would Su)5]51e*>ent the $300.D00 available- f fp a  the Hater----
Resources Revolving Loan Fund (WRRLF) in  O rder to cover the $475,000 contract 
with RWR. , _  ..

June 27, 1979 Board makes a loan to TBPC o f  $60,000 fo r  Tyee Project. TBPC 
and Representative E .J . Haugen reguest the APA take over Tyee* The Board 
directed s t a f f  to br ing  in fo rw t lo n  back at next Board ran t ing  fo r Project 
take-over. r

Bepteseber 27, 1979 Tyee Letter o f  Understanding with TBPC adopted by Board.

November 2 , 1979 Board authorized Executive Director to submit FERC license 
app lic a t io n . Also passed K$top-the-clock" resolution needed fo r  bonding.

February 7 ,  1980 Board agreed to extend contract for advanced Engineering
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and Design to IECO For Tyee but I t  was la te r  decided w ith lega l council to 
seek competitive proposals.

A p r i l 18. 1980 Board selects IECO for the Engineering and Design froci among 
three proposals*

October 23, 1980 Board Informed that costs haye increased froci 539>000;000 
to 551,000,000 and has IECO expla in to Board.

A p r i l 20, 1981 Board selects consultant panel as required by FERC.

Kay 14, 1981 . Board awards Bids fo r Turbines.

July 6 , 1981 Board considered awarding contract fo r Steel Towers and Conductors 
but defers "notice to proceed** un t i l a fte r opening o f inajor C1v17 Contract 
so that the Board could get a better fix on the true cost o f  the Project.

August 18, 1981 FERC license has been received. Bids fo r  C iv i l  construction 
were reviewed as were the economics o f the Project based on new cost 
estimates. hotice-to-proceed was giyen on Towers and Corxiuctors. The 
Board was informed that ex is t ing  funds were in s u f f ic ie n t  and that interim  
financ ing would be necessary. Board deferred action u n t i l  the next meeting.

September 10, 7981 Board awards C iv i l  Works contract to Southeast Harrison 
Western (SEHW) a fte r  lengthy debate.

October-2 , T98l Board informed on lega l actions against Tyee construction 
contracts. Heed fo r  Interim  financing was discussed and ind icated a 
proposal would be presented to the Board In  December* 1931. Risk Kaoagesent's 
desire to use '’Wrap-up Insurance** on Tyee Project was discussed and .c t ions
that would be taken to effectuate such a pn>grau.

December 15, 1931 A Finance Plan was presented to the Board. I t  was
recoanendcd that the Board appoint a subcommittee to review the f e a s i b i l i t y ..
o f the Tyee Project based on present knowledge o f the costs . Cojnarfssioners

— Kard..aod K ue lle r  and Dr-.-Weeden we re-appointed to tha. subc'^arfttee. The . - 
Board moved that f1 naT- hnancing'docuraents-for f inanc ing te-prepared.- The 
economics o f  the Project was reviewed.

January 22, 1982 Senator Dankworth and Representative Hauge.i addressed the 
Board and recosr»ended proceeding with in terim  financ ing . Board authorised 
securing o f  550,000,000 in  Interim fin?,5teing. Board awardee’ a contract fo r 
Underwater Cables. _  • .

Hay-25, 1982 The Board awarded the Overhead Transmission t i r e  contingent 
upon the Leg is lature not passing a piece o f  le g is la t io n  fbat was being 
considered but that subsequently was not passed. Thus rn June 3 , 1982 the 
Executive D irector informed the Board o f h is Intent *'j issue the award fo r 
Transmission Tover construction.
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October 22, 1982 The Board awarded contract for T r a n s f o r m .

I trust this information is of assistance to 700. If « > < «  15 “V  

further I n f e c t i o n  you need, please call on

sincerely.

<c ^ s >-
Eric P. Yould 
E xecu tive  D ire c to r

CC:
C. Conway 
Coew. D- Lyon

V . /


