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change addresses the potential problem created by

customer classes. This
this

the original language of section 2; the far reaching language 1in
section eliminates the APUC"s ability not only to approve or disapprove
to allocate costs among customer classes. The original
language of section 2 goes beyond providing for the automatic flow-through
of Bradley Lake costs; it allows utilities to attribute more than an
appropriate share of total costs to Bradley Lake, thereby by passing the

regulatory process.

costs, but also

I hope this information 1is useful. Please do not hesitate to contact us if
you have additional questions.

Attachments



ATTACHMENT A
House Bill 356



10

11

12

13

14

15

16

17

18

19

20

*>1

22

23

24

25

26

27

28

29

go00!68h

Finance
BY THE RULES COMMITTEE 3Y
IF THE HOUSE REQUEST OF THE GOVERNOR
HOUSE BILL NO. 356
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the authority of the Alaska

Public Utilities Commission in connection with cer-
tain activities of the Alaska Power Authority and in
connection with calculating power cost equalization;
and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATF OF ALASKA:

* Section 1. AS 42.05.431 is amended by adding a new subsection to
read:
(c) Notwithstanding (b) of this section,

(¢D) a wholesale agreement for the sale of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1937, entered i".co between the Alaska Power Authori-
ty and one or more other public utilities after October 31, 1987 and
before January 1, 1988, and related contracts for the wheeling, stor-
age, regeneration, or wholesale repurchase of power purchased under
such an agreement, and any subsequent amendments to the wholesale
agreement or related contract, are not subject to review or approval
by the commission; and

(2) a wholesale agreen- nt or related contract described in

(1) of this subsection m»" a covenant for the publ.ic utility
to establish, charge, ar. mct rates sufficient to meet its obliga-
tions under the contract; such a covenant 1is valid and enforceable.

* Sec. ? AS 42.05.511 is amended by adding a new subsection, to read:

(d) All costs incurred by a utility in connection with a

HBO356A -1- HB 356



wholesale agreement or contract described in AS 42.05.431(c)(1),
including, without _Limitation, power and other —costs incurred under
such an agreement or contract, must be allowed 1in the rates charged by
the utility.
* Sec. 3. AS 44.83.090(b) 1is amended to read:
(b) The authority 1is not subject to the jJurisdiction of the
Alaska Public Utilities Commission. Nothing in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority any jJurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431%«;(!).
* Sec. 4. AS 44.83.162 1is amended by adding a new subsection to read:
(p) In calculating power cost equalization, the commission may
not consider validated costs or kilowatt-hour sales associated with a
United States Department of Defense facility.
* Sec. 5. This Act 1is retroactive to November 1, 1987.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c)-

HB 356 -2- HBO356A



ATTACHMENT B
Comparison of the Four Dam Pool
and Bradley Lake Power Sales Agreements



TABLE 1
COMPARISON OF THE FOUR DAM POOL AND BRADLEY LAKE POWE®" SALES AGREEMENTS
FOUR DAM POOL BRADLEY LAKE

State loan: more flexible repayment Bonded indebtedness: 30 year payments
and rate reopener

Project managed by Project Project managed by Project
Management Committee comprised Management Committee comprised
of a member from each purchasing of a member from each purchasing
utility utility
Project Management Committee has Project Management Committee has
similar duties to the Bradley similar role but APA has required
Lake Project Management Committee affirmative vote in some cases
Debt rate reopener on debt service Set debt payments over 30 years, no
component only rate reopener on debt service
State equity = $293.3 million State Equity provided = $181 million*

State Loan $191.2 million, 45 year Bonded Debt up to $175 million

term, 4.3 cents/kwh current debt
service component
No excess payments Excess Payments of up to 4 cents/kwh
for the years 31-50, present
value of payments equals approximately
$10 million
Debt service and 0&M charged for Take-or-pay contract for 100% of
power sold, any additional sales project power

increases revenues to the State

* Based on estimated construction costs.

Note: These provisions are based on a review of the Bradley Lake Hydroelectric
Project, Agreement for the Sale and Purchase of Electric Power and
Long-Term Power Sales Agreement, Four Dam Pool - Initial Project of the
Alaska Power Authority.

Prepared by the House Research Agency, January 1988, (88.119).
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BILL ROOT: HBO0356
BILL NUMBER: HB 356 INTRODUCED: 1/13/88 REFERRED:

Judiciary and Finance

CpnMCHfiD.
BY THE RULES COMMITTEE BY
REQUEST OF THE GOVERNOR

HOUSE BILL NO. 356
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL

"An Act relating to the authority of the Alaska
Public Utilities Commission in connection with cer—
tain activities of the Alaska Power Authority and in
connection with calculating power cost equalization;

and providing for an effective date.™

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 42.05.431 1is amended by adding a new subsection to
read:
(c) Notwithstanding (b) of this section,

(1) a wholesale agreement for the sale of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, and related contracts for the wheeling, stor —
age. regeneration, or wholesale repurchase of power purchased wunder
such an agreement, and any subsequent amendments, entered into be —
tween the Alaska Power Authority and one or more other public utili—
ties after October 31, 1987 and before January 1, 1988, [AND
RELATED CONTRACTS FOR THE WHEELING, STORAGE, REGENERATION, OR WHOLESALE
REPURCHASE OF POWER PURCHASED UNDER SUCH AN AGREEMENT, AND ANY SUB-—
SEQUENT AMENDMENTS] are not subject to review or approval by the
commission; and

(2) a wholesale agreement or related contract described in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet the Alaska
Power Authority®"s financial [ITS] obligations under the contract; such
a covenant is valid and enforceable.

* Sec. 2. AS 42.05.511 1is amended by adding a new subsection to read:
(d) [ALL] Power and transmission costs incurred by a utility
in connection with a wholesale agreement or contract (escribed
in AS 42.05.431(c)(1), [INCLUDING, WITHOUT LIMITATION, POWER AND
OTHER COSTS] 1incur"ed under such an agreement or contract, must be
allowed in the rates charged by the utility.



Sec. 3. AS 44.83.090(b) 1is amended to read:

(b) The authority is not subject to the jJurisdiction of the
Alaska Public Utilities Commission. Nothing 1in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters che jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431(c)(1).

Sec. 4. AS 44.83.162 is amended by adding a new subsection to read:

(p) In calculating power cost equalization, the commission may
not consider validated costs or kilowatt-hour sales associated with a
United States Department of Defense facility.

Sec. 5. This Act is retroactive to November 1, 1987.

Sec. 6. This Act takes effect immediately under AS 01.10.070(c).
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BILL ROOT: HBO356
BILL NUMBER: HB 356 INTRODUCED: 1/13/88 REFERRED:

Judiciary and Finance

cpnMcnR-

BY THE RULES COMMITTEE BY
REQUEST OF THE GOVERNOR

HOUSE BILL NO. 356
IN THE " "cSilaLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL

"An Act relating to the authority of the Alaska
Public Utilities Commission in connection with cer—
tain activities of the Alaska Power Authority and in
connection with calculating power cost equalization;
and providing for an effective date.™

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

read:

Section 1. AS 42.05.431 is amended by adding a new subsection to

(c) Notwithstanding (b) of this section,

(1) a wholesale agreement for the saleof power from a
project licensed by the Feoeral Energy Regulatory Commission on or
before January 1, 1987, entered into between the Alaska Power Authori—
ty and one or more other public utilities after October 31, 1987 and
before January 1, 1988, [AND RELATED CONTRACTS FOR THE WHEELING, STOR-—
AGE, REGENERATION, OR WHOLESALE REPURCHASE OF POWER PURCHASED UNDER
SUCH AN AGREEMENT, AND ANY SUBSEQUENT AMENDMENTS TO THE WHOLESALE
AGREEMENT OR RELATED CONTRACT, ARE NOT SUBJECT TO REVIEW OR APPROVAL
BY THE COMMISSION; AND]

(2) a wholesale agreement [OR RELATED CONTRACT] described in
(1) of this subsection may contain a covenant for the public utility
to establish, charge, and collect rates sufficient to meet its obliga—
tions under the contract; such acovenant is valid and enforceable.

S:c. 2. AS 42.05.511 1is amended by adding a new subsection to read:

(d) [ALL COSTS INCURRED BY A UTILITY IN CONNECTION WITH A
WHOLESALE AGREEMENT OR CONTRACT DESCRIBED IN AS 42.05.431(c)(1l),
INCLUDING, WITHOUT LIMITATION, POWER AND OTHER COSTS INCURRED UNDER
SUCH AN AGREEMENT OR CONTRACT, MUST BE ALLOWED IN THE RATES CHARGED BY
THE UTILITY.]

(d) The commission shall allow related contracts, including subsequent
amendments, between utilities sufficient to enable performance under
the wholesale power agreement described in (c)fll above.



* Sec. 3. AS 44.83.090(b) 1is amended to read:

(b) The authority 1is not subject to the jJurisdiction of
Alaska Public Utilities Commission. Nothing 1in this chapter [AS 44_-
83.010 - 44.83.425] grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431(c)(1) and AS 42.05.011 (d).

Sec. 4. AS 44.83.162 1is amended by adding a new subsection to read:
(p) In calculating power costequalization, thecommission may
not consider validated costs or kilowatt-hour sales associaced with a

United States Department of Defense facility.

Sec. 5.This Act 1is retroactive to November 1, 1987.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

the
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BILL ROOT: HBO0356
BILL NUMBER: HB 356 INTRODUCED: 1/13/88 REFERRED:
Judiciary and Finance

cpnMcnp*
BY THE RULES COMMITTEE BY
REQUEST OF THE GOVERNOR

HOUSE BILL NO. 356
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL

"An Act relating to the authority of the Alaska
Public Utilities Commission in connection with cer—
tain activities of the Alaska Power Authority and in
connection with calculating power cost -equalization;

and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* L .-ction 1. AS 4?.05.431 is amended by adding a new subsection to
read:
(c) Notwithstanding (b) of this section,

(1} a wholesale agreement for the sal-* of power from a
project licensed by the Federal Energy Regulatory Commission on or
before January 1, 1987, entered into between the Alaska Power Authori—
ty and one or more other public utilities after October 31, 1987 and
before January 1, 1988, [AND RELATED CONTRACTS FOR THE WHEELING, STOR-—
AGE, REGENERATION, OR WHOLESALE REPURCHASE OF POWER PURCHASED UNDER
SUCH AN AGREEMENT, AND ANY SUBSEQUENT AMENDMENTS TO THE WHOLESALE
AGREEMENT OR RELATED CONTRACT, ARt NOT SUBJECT TO REVIEW OR APPROVAL
BY THE COMMISSION] AND 1is not subject to review or approval by the

commission.
(2) a wholesale agreement [OR RELATED CONTRACT] described in

(1) of this subsection may contain a covenant for the public  utility
to establish, charge, and collect rates sufficient to meet its obliga—
tionsunder the contract; such a covenant is valid and enforceable.

* Sec. 2. AS 42.05.511 1is amended by adding a new subsection to read:

(d) [ALL COSTS INCURRED BY A UTILITY IN CONNECTION WITH A
WHOLESALE AGREEMENT OR CONTRACT DESCRIBED IN AS 42.05.431(c)(1),
INCLUDING, WITHOUT LIMITATION, POWER AND OTHER COSTS INCURRED UNDER
SUCH AN AGREEMENT OR CONTRACT, MUST BE ALLOWED IN THE RATES CHARGED BY
THE UTILITY.]

(d) A contract for wheeling, storage, regeneration, or wholesale
repurchase of power purchased under a wholesale agreement in (c)(1),
is not subject to commission review except as to the costs and their
allocation through rates.



Sec. 3. AS 44.83.090(b) 1is amended to read:

(b) The authority 1is not subject to the jJurisdiction of
Alaska Public Utilities Commission. Nothing 1in this chapter [AS 44.-
83.010 - 44.83.425] grants the authority any jurisdiction over the
services or rates of any public utility or diminishes or otherwise
alters the jurisdiction of the Alaska Public Utilities Commission with
respect to any public utility, including any right the commission may
have to review and approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale agreements and
contracts described in AS 42.05.431(c)(1) and AS 42.05.511(d).

Sec. 4. AS 44.82.162 is amended by adding a new subsection to read:

(p) In calculating power cost equalization, the commission may
not consider validated costs or kilowatt-hour sales associated with a
United States Department of Defense facility.

Sec. 5. This Act is retroactive to"November 1, 1987.

Sec. 6. This Act takes effect immediately under AS 01.10.070(c)-



Alaska Public Utilities Commission
Comments on HB356

January 26, 1988

X. overall Analysis

The Commission concurs that exemption of the wholesale power con—
tract between the Alaska Power Authority (APA) and purchasing
utilities from Commission review and approval 1is necessary to
meat the construction schedule for the Bradley Lake Hydroelectric
Project (Bradley Lake) established by the APA. Therefore, if the
Legislature supports this schedule, HB356 Bhould be enacted in—
sofar as it provides that "a wholesale agreement for the sale of
power from a project licensed by the Federal Energy Regulatory
Commission on or before January 1, 1987, entered into between the
Alaska Power Authority and one or more other public utilities
after October 31, 1987, and before January 1, 1988...[is] not
subject to review or approval by the commission."

nhe Commission also believes that the foregoing exemption pro—
tects the APAle bondholders by obligating the Commission to honor
through rates tha terms and conditions negotiated between the APA
and the utilities. Therefore, the provision in HB356 which
states that the wholesale power agreement may contain a valid and
enforceable covenant for the utility to establish rates suffi—
cient to meet its obligations under the contract appears to be
redundant but is certainly not objectionable insofar as it con—
cerns the wholesale power agreement between the APA and the pur—
chasing utilities.

However, the Commission has questions regarding the provisions of
HB356 which exempt from Commission review and approval tha "re-—
lated contracts for the wheeling, storage, regeneration, or
wholesale repurchase of power purchased under such an agreement
and any subsequent amendments™ to those contracts. The Commis—
sion understands that "related contracts”™ are the services agree—
ments between the utilities purchasing Bradley Lake power which
focus on arrangements for the transmission of the power. The
saope of "subsequent amendments™ is not defined.

The Commission believes that five basic questions 3hould be an—
swered before these agreements are exempted from Commission re—
view. First, 1is total exemption of tha agreements from Commis—
sion review necessary in order for the construction of Bradley
Lake to proceed on schedule? Second, are there public policy
reasons not to exempt totally the related contracts from Commis—
sion review? Third, are there regulatory policy reasons not to



exempt totally the related contracts from Commission review?
Fourth, should the rata covenant provisions be extended to the
"related contracts? Fifth, what, if any, exemption status 1is
appropriate for "subsequent amendments" to related contracts?

The Commission does not believe that it is necessary to exempt
totally the related contracts from Commission raview in order for
Bradley Lake construction to proceed on schedule. The APA is not
a signatory to the related contraota and the costs for services
pursuant to the related contracts are not part of the financial
commitments to bondholders. Therefore, it is not nacessary to
extend to the related contracts tha same rate covenant and cost
reaovery provisions which apply to the wholesale power agreement
between the APA and the utilities. Tha Commission is unaware of
any other legal requirement for total exemption of the "related
oontraots."

The Commission also believes that it would be poor public policy
to exempt totally tha related agreements from Commiesion review.
Because the APA 1is not a signatory to the related contracts, the
APA Board of Directors has not reviewed the contraota in the same
public process or with the same diligence as tha wholesale power
agreement itself. The related contracts are the type of agree—
ment wiwch are typically subject to regulatory oversight and an
exemption in this aase would be contrary to the public policy
established in AS 42.05 regarding the Commission"s regulation of
utilities.

Finally, the Commission believes that total exemption of the re—
lated contracts from Commission review presents significant reg—
ulatory problems. The "related contracts" affect the overall
operation of the contracting utilities and involve faoilitien
which are not dedicated solely to Bradley Lake but which are com—
mon facilities used to provide services to all cuetomers. As
such, the agresaents raise basic issues with respect to dividing
costs between regulated (non-Bradley Lake) and unregulated
(Bradley Lake) funotione. To illustrates

-1 exemption extends to facilities used or expenses incurred
to regenerate, wheel, store and transmit Bradley Lake Power and
non-Bradley Lake power, the generation and transmission opera—
tions of the regulated signatory utilities are essentially exempt
from economic regulation.

-If exemption means that only non-Bradlsy Lake facilities
and expenses are jurisdictional to the Commission, significant
rate implications arise. Setting aside the arguments and chal —
lenges associated with allocating investment and expenses between
regulated and unregulated portions of a whole, there is no as—
surance that the sum of the unregulated and regulated parts would
equal the whole, thereby creating a situation of either cver-
recovery or undarreoovery for the affected utilities. In other
words, tha customers of a purchasing utility could pay too much

3>



or not enough depending on the particular oircumsté&nca, with tha
result that the customers of the transmitting utility would

either be subsidized or be subsidizing the customers of the pur—
chasing utility. It has been this Commission®s experience that
the issue of which customers should bear what share of an invest—
ment or expense is usually more important than the question of

the total cost which must be paid.

-1 exemption means that the Commission or any consumers
cannot challenge the "relatedness"™ of a subsequent investment or
expense relating to Bradley Lake, a substantial "hole™ in the
Commission®s current jurisdiction would exist.

The Commission also believes that the provision ensuring the* en—
forceability of rate oovanants should not be extended to "related
contracts.”" Those contracts are solely between utilities; utili—
ties should not be allowed to establish, Isy private contract,

rate covenants which would be binding on the Commission.

While the Commission believea that it is important that ita
jurisdiction to regulate tha rates for services provided under
tha related contracts be preserved, the Commission alao recog—
nizes that the utilities purchasing Bradley Lake power must be
assured that the power can be transmitted from the project site
to their service area or that, alternatively, there can be an
"administrative" or "paper" transfer of tha power. Therefore,
the Commission believej that the related contracts between the
utilities, to the extent that they establish operational methods
to assure such delivery of power, are necessary and appropriate
and should be exempt from Cramisaion review. Thus, the Commis —
sion recommsnds that HB356 provide that the operational aspects
designed to assure delivery of power be exempt from Commission
approval, but that the Commission®s authority to evaluate costs
and establish rates for se>*vioes be preserved.

1. Response to House judiciary Committee Inquiries

There are four major differences between 3B22 and HB356, other
than elimination of sections regarding utility deregulation.

The first, and most significant, difference i3 that SB22 exempted
from Commission review and approval only the wholesale power con—
tract for Bradley Lake power and did not exempt "related con—
tracts for the wheeling, storage, regeneration, or wholesale
repurchase of power and any subsequent amendments." These "re-—
lated contracts and subsequent amendments,” were not mentioned in
3B22 and would have remained under Commission jurisdiction under
SB22.

The second major difference concerns the provisions which assure
that utilities recover costs associated with Bradley Lake. SB22
stated simply that "power costs incurred by a utility in connec—
tion with [purchase of Bradley Lake power] shall be allowed 1in



the rate® charged by the utility."” HB356 enlarges this provision
significantly. It state® that "all costs.including, without
limitation, power and other coat®" incurred in connection with an
agreement to purchase power from Bradley Lake must be included in
ratea. That broader provision could be interpreted to require
recovery of costs associated with Bradley Lake that are normally
excluded from rates by statute, such as lobbying and advertising
expanses (AS 42,05.381 ). The legislation should make clear
whether the contemplated exemption extends to every section of
the Commission®s existing etatuta.

The third major difference is that HB356 includas a complately
new provision which provide® that both the wholesale power agree—
ment and related contract! may include rata covenants®and such
covenants are valid and enforceable. The Commission understands
the term "covenant™ to mean that utilities can "promise" the APA
and each other, by contract, that they will establish rates at a
specified level in order to make payments to the APA or other
utilities. Because such a covenant is "valid and enforceable,"
the Commission assumes that it would be required to get ratea
sufficient to allow the utility to meet all expanses, even those
imprudently incurred or unreasonable in amount; 1in other words,
tha Commission interprets '"covenant"™ to mean that it could not
disallow expenses or investment for any reason whatsoever, if it
would cause a breach of the rata covenant,

The fourth major difference is that SB22 inoluded a provision
that the APA 1is not a public utility under AS 42.03. That provi —
sion is not included in HB356. Tha effect of the exclusion is
that wholesale power contracts between the APA and other public
utilities, other than those specifically exempted by HB356. will
remain under the jurisdiction of the commission,



HOUSE BILL NO. 356 (APUC)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act relating to the authority of the
Alaska Public Utilities Commission 1in
connection with certain activities of the
Alaska Power Authority and in connection
with calculating power cost equalization;

and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE 0? THE STATE OF ALASKA:

* Section 1. AS 42.03.431 is amended by adding a new

subsection to read:

(c) Notwithstanding (b) of this section,
€D a wholesale agreement for the sala of power from

a project licensed by the Federal Energy Regulatory
Commission on or before January 1, 1937, entered into
between the Alaska Power Authority and one or more other
public utilities after October 31, 1987, and before January
1, 1988, [AND RELATED CONTRACTS FOR THE WHEELING, STORAGE,
REGENERATION, OR WHOLESALE REPURCHASE OF POWER PURCHASED
UNDER SUCH AN AGREEMENT,] and any subsequent amendments

thereto [TO THE WHOLESALE AGREEMENT OR RELATED CONTRACT],



are not subject to review or approval by the commission;

and

(2) a wholesale agreement [OR RELATED contract]
described in (1) of this subsection may contain a covenant
for the public utility tc establish, charge, and collect
rates sufficient to meet its obligations under the contract;

Buch a covenant is valid and enforceable; andC.1

(3 the operational provisions of a related contract
entered into prior to January 1, 1988, and technical or
clarifying amendments thareto, which ara nacé&saary for tha
wheeling, storage, regeneration, or wholesale repurchase of
power purchased under an agreement described in (1) of this
subsection are not subjact to approval by the commission;
provided, however, that tha commission shall have the
authority to determine the cost of and establish ratea for

any services provided pursuant to auch a related contract.

[ SECTION 2, AS 42.05,511 IS AMENDED BY ADDING A NEW

SUBSECTION TO READ:

() ALL COSTS INCURRED 3Y A UTILITY IN CONNECTION WITH A
WHOLESALE AGREEMENT OR CONTRACT DESCRIBED IN AS
42.05.431(C)(1), INCLUDING, WITHOUT LIMITATION, POWER AND
OTHER COSTS INCURRED UNDER SUCH AN AGREEMENT OR CONTRACT,

MUST BE ALLOWED IN THE RATES CHARGED BY THE UTILITY.]



Section 2 [3], AS 44.83.090(b) 113 amended to read:

(b) Tha authority is not subject to tha jurisdiction
of the Alaska Public Utilities Commission, Nothing in this
chapter grant* the authority any jurisdiction over tha
services or rates of any public utility or diminishes or
otherwise alter* the jurisdiction of the Alaska Public
Utilities Commission with respect to any public utility,
including any right the commission may have to review and
approve or disapprove contracts for the purchase of
electricity by a public utility other than wholesale
agreements and contract* described in AS 42.05.431(c)(1l) and

AS 42.05.431(C)(3).

Section 3 [4], AS 44.83.162 is amended by adding a new

subsection to read:

(p) In calculating power cost equalization, the
commission may not consider validated costs or
kilowatt-hour sales associated with a United States

Department of Defense facility.

Section 4 [5], This Act is ratroactiva to November 1, 1987.

Section 5 (6]. This Act takes effect immediately under AS

01.10.070(C).
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BILL ANALYSIS
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"An Act relating to the authority of the Alaska Public Utilities Commission...."
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other aoinou affected it mu.

Alaska Public Utilities Commission

organizational support for iiu.

FISCAL IMPACT: O NON! 0O FISCAL NOTE ATTACHCD

SACXOAOUNCVLfOISLATr | INTINT W - - - - * Ay (S ——
As a resu t of a 1986 amendment to APUC legislation, the APUC was provided wi

regulatory authority to review and approve wholesale power agreements between utilities.
The effect on the Alaska Power Authority has been demonstrated with those agreements and
related contracts associated with the Bradley Lake project. The project has been unable
to move Torward because of the regulatory change adopted through the 1986 amendment. The
intent of this bill is to provide the necessary exemption language to allow for construc-

ANALYSIS OF BJLUPROGRAM EFFECTS
The amendments in Sections 1-3 (as described below) will provide the necessary APUC

regulatory exemption for wholesale power agreements and related contracts associated with

the Bradley Lake project. This amendment serves to clearly exempt these specific con—
tractu without removing APUC"s -jurisdiction over all other power sales agreements between
the Power Authority and utilities on future Power Authority power projects. These amend—

ments provide the statutory exemption language necessary to allow for the Bradley Lake
Hydroelectric project to proceed as planned, although now on a vrevised construction
SCHEDULE (see attached). Proposed amendments 1in Sections 1-3 provide the necessary
statutory authority to insure that long-term financing of the project 1is possible.

The amendment 1in Section 4 will not provide substantive change to the Power Cost Equaliza-—
tion (PCE) program. The amendment will provide necessary statutory clarification which
will assist in maintaining the current PCE level of a local utility supplying power to a
U.S. Department of Defense facility without increasing the cost of power to the residen-

amenoments proposed -
The proposed amendments in Sections 1-3 of the above referenced bill AS 42.05.431,
AS 42.05.511 and AS 44.83.090(b) respectively. Amendments to AS 42.05.431 and
AS 42.05.511 will provide statutory authority to allow the Power Authot ity to contract
with utilities to guarantee that the utilities will charge sufficient rates to cover the

Power Authority®s bond obligations on the Bradley Lake Hydroelectric project. These
amendments also serve to expand the scope of the Bradley Lake project regulatory exemption
to include secondary contracts that are associated with the project. Although not speci—

fically named in the bill, these related contacts include anfci agreement for Wheeling and

FUASt ATTACH A 10AAATLIWWT TO* AOOTTTOMM COMMOTO 0* AMALTM.
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BILL ANALYSIS
January 25, 1988
Page 2

BACKGROUND/LEGISLATIVE INTENT (Continued):

tion of the Bradley Lake project to commence this year (See attached sheet on 988 Con-—
struction Schedule).

Section 4 of this legislation provides the necessary statutory change which will serve to
clarify that APUC may not include the kilowatt-hour sales to a U.S. Department of Defense
facility when determining if a utility is eligible for PCE program benefits. This amend —
ment will resolve a pending question regarding Naknek Electric Association®s sale of power
to King SaJ/mon Air Force Base. The same potential question exists with the City of
Galena and their future sale of power to the Galena Air Force Base.

ANALYSIS OF BILL/PROGRAM EFFECTS (Continued):

tial customers of the utility. This amendment provides compliance to the Federal SWAP Act
of 1980 which allws for a U.S. Department of Defense facility to purchase power from a
local utility, with the purchase resulting in a cost savings to the local utility without

increasing costs to other consumers of power.

AMENDMENTS PROPOSED (Continued):

related services between BradleylLake power purchasers and Chugach Electric Associa—
tion, Inc., and an agreement for the sharing of transmission facilities between Bradley

Lake power purchasers and Homer Electric Association, Inc.

The proposed amendment to AS 44.83.090(b) clarifies the existing statutory authority of
the APUC to exempt from APUC review and approval only those wholesale power agreements and
contracts described in AS 42.05.431(c)(1). (The Bradley Lake Hydroelectric project
agreements and contracts).

Section 4 amends AS 44.83.162 and stipulates that APUC may not consider validated costs or
kilowatt hour sales to a U.S. Department of Defense facility when determining if a utility
is eligible for Power Cost Equalization (PCE) program benefits. This provision will
prohibit PCE calculated from including rates paid on military bases wutilizing power

generated and sold by a local utility.

1491/816(2)
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TO: Rap. John Sund
FROMi Erio Redman, of lavyers for

Chugach Electric Association, Inc.

DATE: January 27, 1288

SUBJECT: Sarvicas Agreement ForBradlay Lake Energy

This memorandum 1is to confirm formally a point made by Com-
misBioner Susan Knowlas of tha Alaska Public utilities Commission
("APUC") and by me in our raapactiva oral testimony before your
Committse during hearings today on HB 356.

Tha wheeling rate for Bradlsy Lake Energy undar tha above-
captionad Agreement 1is required, by tha Agreement, to be deter—
mined in accordance with Appendix A of the Agreement in tha con-—
text of Chugach "rata adjustment proceeding®."™ Appendix A con—
tains a formula for computing the wheeling rate, using specified
Chugach costs, specified quantitiee of energy, and a constant.
By design, tha specified costs are those which the APUC must ro-
viaw and approve (or disapprove) in any event in the oourac of
Chugach®s periodic rate adjustment proceedings. Similarly, the
quantities of energy used in the formula can or must be deter—
mined in such proceedings in order to review and approve (or dis—
approve) Chugé&oh®s rates generally, not juet Chugaoh®"s wheeling
rate for Bradley Lake Energy.

Thus, as Appendix A ehovid have made olear, the parties re-
oognize and intend that that tha costs and the quantities of en—
ergy used to establish tha wheeling rate under Appendix A- a®
distinct, from ths formula itself and the constant used in that
formula- would oontinue to be subject to APUC reyiev in Chugach®s
rate proceedings, as they are today, regardless of HB 356"» en-—
actment.



The reason Appendix A does not specifically Mention the APUC
ia laimply that the parties wished to avoid a potential future
diepute about whether Appendix A would continue to bind the par—
(possible but unforeseen) event that APUC oeasoe to
(or disapprove) Chugaah"s rates at some point
life of the Agreement, The intent of the par—
should remain binding even in that

ties in the
review and approve
during the 50 yoar
ties wee that Appendix A
event.

I hope this formal olarifioation will be of aeeietance to

you.

0ff.1/198801



Homer Electric Association, Inc.

CENTRAL OFFICE: 3977 LAKE STREET 8 HOMER, ALASKA 99603 - (907) 235-8167

February 1, 1988

Rep. C. E. Swackhammer
Alaska State Legislature
P. 0. Box V

Juneau, Alaska 99811

Dear Swack:
REF: HB 356

It is my understanding that HB 356 was passed out of House
Judiciary Committee last Friday wi”h some minor modifications.
From the information |1 have been aba to obtain Homer Electric
supports HB 356 as amended by the Judiciary Committee, and we
hope that the Finance Committee will approve it and pass it on.
I am sending a copy of this letter to John Sund to thank him
and the rest of the Judiciary Committee members for their
support and efforts to make HB 356 a workable Bill.

Sincerely yours,

BKW:em

cc: John Sund



STEVE COWPER, GOVERNOR

REPLY TO:
/ DEPARTMENT OF LAW | (34031 W 4h AVENUE
/ ANCHORAGE. ALASKA 99501-1994
OFFICEOF THEATTORNEY GENERAL / PHONE: (907) 276-3550
January 29, 1988 o 1st NATIONAL CENTER
100 CUSHMAN ST
SUITE 400
FAIRBANKS. ALASKA 99701-4679
Chairman John Sund o P.0. BOXK-STATE CAPITOL
*House Judiciary Committee JUNEAU. ALASKA 99811-0300
Alaska State Legislature PHONE: (907) 465-3600
House of Representatives
P.O. Box 4
Juneau, Alaska 99811
Re: Bradley Lake Power Sales Agreement

-- Excess Payments
Dear Chairman Sund,

Robert LeResche, Executive Director of the Alaska Power
Authority ('the Authority"), has relayed your request for an
opinion on the meaning of section 29 of the Bradley Lake Power
Sales Agreement '"the Agreement™).

The Bradley Lake project 1is a hydroelectric project
within the energy program for Alaska. Sec. 20, ch. 133 SLA 1982.
Money received by the Authority for the sale of power from
projects constructed under the energy program for Alaska must be
transmitted to the commissioner of revenue for deposit in the
state general fund unless the money has been pledged to secure
bonds. AS 44.83.398(c).

Section 29 of the Agreement provides that the power
purchasers of the Bradley Lake hydroelectric project will make
payments in excess of actual debt service once the construction
bonds have been retired. These "excess" payments will be made to
the Alaska Power Authority for deposit into the Railbelt Energy
Fund.

As you already know, the Railbelt Energy Fund 1is a
special fund treated as an account in the general fund. AS
37.05.153. The fund 1is managed by the Department of Revenue.
Interest received on money in the fund may be appropriated into
the fund annually. Id. AS 37.05.153 specifically provides that
"the legislature may appropriate money from the fund to assist 1in
meeting Railbelt energy needs." Id.

Notwithstanding any agreement entered into between a
state agency and a second party, only the Legislature may with-
draw money from the state treasury. AK Const, art. 1IX, sec. 13.
Thus only the legislature mav appropriate money from the Railbelt
Energy Fund. Nor can we expect that the Railbelt Energy Fund

03-C5LH



Chairman John Sund January 29, 1988

House Judiciary Committee Page 2
will exist in perpetuity. With certain exceptions not applicable
to this discussion, the Alaska Constitution prohibits the dedica-
tion of public revenues. AK Const, art. 11X, sec. 7. In this

case, a legislature meeting 1in the year 2038 may appropriate
money from the Railbelt Energy Fund for expenditure on a public
purpose other than -ailbelt energy.

It is my opinion that section 29 of the Agreement would
still be enforceable if the legislature withdrew from the
Railbelt Energy Fund moneys deposited there under the provisions
of the Agreement. 1 attended all the negotiation sessions
leading up to the Agreement. I personally advised all the
participants that neither the Legislature nor the Authority could
dedicate these excess payments Tfor Railbelt energy needs. Nor
could the Authority make any promises for the Legislature.

The utilities were quite conversant with the dedicated
funds prohibition of the Alaska Constitution. They wished,
however, to express 1in section 29 their very strong sentiments in
favor of having the excess payments used for Ffuture Railbelt
energy needs and in favor of a Kenai-Fairbanks intert-ie. All the
negotiators interpreted section 29 as a statement of intent and
not as a contract condition on which the excess payments were

contingent. In fact, the contract specifically provides that
"[t]lhe Purchasers®” obligations to make payment under this Section
29 are not contingent upon the success of ... continued efforts

to obtain a satisfactory intertie between Fairbanks and the Kenai
Peninsula.

In summary, should moneys earned under this Agreement
be deposited in the Railbelt Energy Fund, the Legislature may
appropriate the moneys for Railbelt energy needs or as the
Legislature deems appropriate. The Purchasers®™ obligation to
make excess payments under the Agreement is not contingent upon
dedication of these excess payments to expenditures on Railbelt

energy needs.
Please call me if I can be of further assistance.
Very truly yours,

GRACE BERG SCHAIBLE
ATTORNEY GENERAL

By:

"-dc: Robert E. LeResche



e Vv\*“

FEB 05 '88 12554 LIO - ANCH 277-6112 P.2/2

February 4, '98&

Representative Albert Adams
Chairman, House Finance Committee

Dear Chairman Adams and Mouse finance Committee:

The Alaska Consumai Advocacy Program (ACAP), a utility consumei advocacy

group, objects to the passage 0l House Bn NO. 8b6 in Its ament format because it removes
the consumers' Chertf (I'n Ala<-iva Public Utilities ~omirikTlon) ftnm the itjlc moking one!

determination process.

However, ACAP believes that the amendments to H.B. 858 proposed by the House
Judiciary Committee are in the consumers’ best interest and if clarified, would ease some of
tha ratepayers' concern In regard lo this.hill,

The following comment pertains to Section 2 (d), pagej.
ACAP Dbelieves the Houso Judiciary Committee's intent in Inserting the phiass
"validated costs, except those disallowed under AS 42.05.881 (a)", and tha subsequent
deletion of the phrase "without limitation, power and other costs incurred under such an

agreement or contract”, was to permit only validated costs to be included in the rates
charged hy utilities: tor i-iractloy uitoi power. A oomontico onongo would help ©mure this

goal. ACAP offers to this committee the following language changes, Beginning on page 1,
line 29, (d): Only validated costs, except those disallowed under arid on page 2,
line Z described In AS J2.05,431 (c)(1), shall be allowed...

A second point of concern to consumers Is the language relating to the time period
for which the APUC is excluded from the fate making process. ACAP views the current
language as vague, it can be inferred that any long term debt which is acquited wiit, over its
retirement period prevent the APUC from reviewing or approving the wholesale agreement
or contracts. ACAP believes the intent of this amendment was to put acap on the length of
time In which the APUC was to be excluded. This cap was to bo in affect only up to the
time whan the debt service for the construction and financing of the dam as it is currently
contracted for and taking Into-sccount any refinancing schemes, was retired. ACAP urges

the House Finance Committee to amend this language in such a manner that the time period
for APUC ©y.clusion inoludoo only tho kirno fmmr-t logijirrtf.5 iri t.iHto n-a cl*bi wviviw > InlUwi

costs as described above.

ACAP thanks Chairman Adams and the House Finance Committee for the oppoiiunity
to yiuvide me curisurnarslpsrepocnve in these discussions and it urges thorn to include these

comments. ACAP's objective is to keep oversight over a project which has the potential to___
create a large adverse Impact on consumers' electric rates.

Sincerely, k
m W

v John D. i-"oss
Okaff Eicon., mist
Alaska Consumer Advocacy Program
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Alaska Consumer Advocacy Program
513 West Seventh Avenue « P.0. Box 103111 « Anchorage, Alaska 99510 « (907) 272-6355 or 278-3663

AN 2 9 100q
EQB IddEQIAIE RELEASE JaouacY 2Q+ 1288

UTILITY CONSUMER GROUP
OBJECTS TO BILL TAKING APUC

OFF BRADLEY LAKE PROJECT
The Alaska Consumer Advocacy Program (ACAP) today released a
letter of objection sent to Governor Steve Couper, Neil Davis -
Chairman ct the APA and the House Judiciary Committee regarding
the introduction of House Bill NO* 356* The bill, uhose prime
sponsor is Governor Couper, uould remove revieu and approval
authority by the Alaska Public Utilities Commission over the
uholesale pouer agreements betueen the Alaska Pouer Authority and
the Railbelt utilities relating to Bradley Lake and also over any

future APA projects.

ACAP, a statewide consumer advocacy group objects to this
bill because it removes a check and balance on the consumer's

right to least cost electricity.

cc: Governor Steve Couper
Representative John Sund Chairman, House Judiciary Committee
Dr. Neil Davis Chairman, Alaska Pouer Authority Board

A Project of the Alaska Public Intcrost Research Group



January 20, 1988

Representative John Sund
Chairman, House Judiciary Committee

Dear Chairman Sund and House Judiciary Committee:

The Alaska Consumer Advisory Program (ACAP), a utility
consumer advocacy group, objects to House Bill No. 356,
introduced at the request of Governor Couper, because it uill
adversely affect the rights of consumers in the Railbelt to have
electricity costs accurately reflected in their electric bills.
This bill exempts all costs pertaining to uholesale pouer
contracts betueen the Bradley Lake Hydroelectric Project and the
Alaska Pouer Authority plus soy fuiuce APA projects from either
revieu or approval by the Alaska Public Utilities Commission.

This bill goes far beyond the original stated intent of the
legislation. From the consumers* perspective, exempting all
projects in uhich the APA is involved from APUC revieu, including
those projects uhich interrelate uith public utilities, is

setting a reckless precedence.

In the recent State BUD2ElI ADDRESS,Governor Couper referred

to his administration’s and legislators* efforts to exempt
Bradley Lake from the APUC’s revieu process as a removal of
"unnecessary government revieu". ACAP argues that this revieu
process is a key ingredient to ensuring that consumers receive

the least-cost electricity possible.

ACAP points out that there are three types of studies uhich

are associated uith projects such as Bradley Lake. The first
type of study determines uhether the project is feasible from an
engineering perspective. The second type determines the
financial/economic viability of the project. The '.hird type of
study evaluates the costs of the project and determines the
effect on consumers’ utility bills - it analyzes uhether they are
fair and just. Each of these studies employs distinct types of

analysis and measures different outcomes.

The feasibility and financial/leconomic analyses have been

completed and revieued by the proper agencies. The analysis of
the impact on consumers’ utility bills (to be completed by all
participating utilities) and the terms of the uholesale pouer
contracts (signed only tuo months ago) have not had any
iffiRaciial expert evaluation or revieu. H.B. No. 356 uill deny
this revieu process. This revieu process is currently mandated
by Alaska Statutes and the task is completed by the APUC. The
APUC’s duties include ensuring that all regulated utilities”’
rates, either demanded or received shall be fair, just and
reasonable and based on actual, reasonable costs.

ACAP believes that this legislation bypasses the consumer’s
only meaningful check on his/her electric bills. For example, if
H.B. No. 356 is passed, the Bradley Lake contracts stipulate that



each participatng utility shall be able to charge rates

sufficient to meet their debt service and all other costs or
expense obligations deemed applicable, including any subsequent
amendments over the 50 year life of the contracts, without any
review or approval by the APUC. ACAP is concerned that without
proper oversight, a tendency to insert excessive or improper
costs into this "inviolable™ project may develop among utilities.

Current ACAP estimates for Municipal Light and Power’s and

Chugach Electric Association’s levelized Bradley Lake ~cost
obligations is $5 million and 5.9 million per year, respectively,
for a fifty year time period. ACAP believes that it is in both
the consumers’ and governments’ best interest to keep the APUC in
the review process, especially when dealing with a $350 million
project. A "No" vote on H.B. 356 does not curtail Bradley Lake.
It only allows this project to be impartially reviewed just like

any other power source while keeping the APA within the review
process.

Sincerely,

John D. Hines
Staff Economist
Alaska Consumer Advocacy Program



RESOLUTION NO. 87-19

A RESOLUTION of the Project Management Committee ("PMC") providing for the
adoption of an open meetings policy.

WHEREAS, the members of the PMC desire to conduct their business 1n public;
and

WHEREAS, the six parties to the Agreement establishing the PMC all routinely
conduct business 1in open meetings; and

WHEREAS, while the PMC may not be a governmental unit,neither 1sit entirely
a "private" entity, as that term is commonly used; and

WHEREAS, Alaska public policy favors openness and public access; and

WHEREAS, opening meetings to the public may have a positive substantive
impact on the deliberations of the PMC by 1insuring thatimportantdecisions
are made with adequate information; and

WHEREAS, public exposure may deter misconduct, discourage hasty decision—
making, and enhance consumer acceptance of PMC actions; and

WHEREAS, Section 7(d) of the Agreement empowers the PMC to enact procedural
rules.

NOW, THEREFORE, BE IT RESOLVED by the PMC as follows;

Section 1.

All formal meetings of the Committee and its subcommittees shall be open
to the public except as otherwise provided in these bylaws. Except when
voice votes are authorized, all votes shall be conducted 1n such a manner
that-the public may know the vote of each person entitled to vote.

Section 2.

If excepted subjects are to be discussed at a meeting, the meeting shall
first be convened as a regular or special meeting and the question of holding
an executive session to discuss matters that come within the exceptions
contained 1n Section 3 of this rule shall be determined by a majority vote of

the Coirmittee. No subjects may be considered at the executive session except
those mentioned 1n the motion calling for the executive session unless
auxiliary to the main question. Formal action may not be taken during the
executive session. Only members of the Committee and designated alternates,

attorneys for members of the Committee and members of the Technical Standards
Committee may attend an executive session, unless the motion calling for the
executive session specifies other persons who are to present information to
the Committee.

007/C5/5
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Section 3.

The following excepted subjects may be discussed in an executive
session:

(A) Matters the 1immediate knowledge of which would clearly have an
adverse effect upon the finances of the Committee, the Initial
Project, or any of the individual parties represented on the

Committee]

(&) Subjects that tend to prejudice the reputation and character
of any person, provided the person may request a public
discussion;

(C) Matters which by law are required to be confidential;

(D) Matters discussed with an attorney retained by the Committee
members, or with a consultant retained by such attorney, the
Immediate knowledge of which could have an adverse effect on
the legal position of the Committee, the Initial Project, or
any of the parties represented on the Committee.

Section 4,

Reasonable notice shall be given for all regular or special meetings of
the Committee,

Section 5.
Sections 1, 2, 3 and 4 shall not apply to:

(A) Meetings at which a quorum is not present;

(B) Informal discussions, by telephone or otherwise, among
members of the Committee, at which votes are not taken and
official business 1is not conducted;

(C) Meetings and discussions, formal or Informal, of Committen
members in which all participants indicate they are acting
individually as representatives of the parties to the

Agreement and not as the assembled Committee, and at which no
Committee business 1s conducted and no votes are taken.

007/C5/6
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DATED this /2 day of C m1987*
x PROJECT WANAGEMENT COMMITTEE

ATTEST:

By:

APPROVE!) AT PROJECT MANAGEMENT COMMITTEE MEETING
HELD JULY 29-30, 1987.

007/C5/7









APPENDIX A

Computation Of Wheeling Rates

Rates for wheeling services provided under Section 4 of
this Agreement are intended to be computed on a fully allocated
cost basis and to apply to all Wheeling Utilities in a "postage
stamp" manner, 1in accordance with the following principles:

1. Basic Wheeling Rate.

() Formula. The basic wheeling rate shall be computed
each Chugach rate adjustment proceeding in accordance with the
following formula, using actual values for each variable as de—
termined for the ratemaking test year applicable to that rate
adjustment proceeding:

s A+ B+ C D+ E X K

R = The basic wheeling rate to be charged during
the rate period;

A = Chugach O & M expense allocated to transmis—
sion (currently REA Accounts 556 through
573), less such 0 & M expense properly al—
located to Chugach®"s Beluga to Point Mac—
Kenzie transmission segment;

B > Chugach A & G expense allocated to transmis—
sion (currently REA Accounts 920 through
932) , Ifess such A & G expense properly al—
located to Chugach®s Beluga to Point Mac—
Kenzie transmission segment;

C > Chugach taxes allocated to transmission
(currently REA Account 408), less such taxes
properly allocated to Chugach®s Beluga to
Point MacKenzie transmission segment;

D = Chugach depreciation allocated to transmis—
sion (currently REA Account 403), less such
depreciation properly allocated to Chugach®s
3eiuga to Point MacKenzie transmission seg—
ment;

SERVICES AGREEMENT FOR 3RADLEY LAKE ENERGY
APPENDIX A — Page 1

In
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E = Chugach interest expense and generation-and-
transmission TIER (or other applicable gen—
eration and transmission margin requirement)
allocated to transmission, less interest
expense and generation and transmission TIER
properly allocated to Chugach®"s Beluga to
Point MacKenzie transmission segment;

F = The sum in kilowatthours of (i) Chugach's
total generation (exclusive of generation
for economy sales) plus purchases, and (ii)
the Bradley Lake Energy of the Wheeling
Utilities;

and
K = The applicable phase-in factor or constant
as set forth below 1in Provision 2 of this
Appendix A.

(b) Notes on specific variables.

() The Point MacKenzie Substation 1is not part of
Chugach"s Beluga to Point MacKenzie transmission segment,
and thecosts of that Substation shall not be excluded in
determiningthe values for those variables from which the
costs of that segment are excluded.

(i) Chugach®s transmission 0 & M expense and A & G
expense associated with Chugach®"s Beluga to Point MacKenzie
transmission segment are not (and at this time cannot be)
specifically identified and isolated from Chugach®s total
transmission 0 & M expense and A & G expense. Therefore,
in computing "A"™ and "B"™ 1in the foregoing formula, reason-—
able estimates of Chugach®"s transmission 0 & M expense and
A& G expense associated with Chugach®s Beluga to Point
MacKenzie transmission segment shall be used. Such esti—
mates may be based on reasonable proxy variables, such as
the percentage of tothl recorded annual hours of transmis—
sion 0 & M labor represented by recorded annual hours of
transmission 0 & M labor on Chugach®"s Beluga to Point Mac-—
Kenzie transmission segment.

(i) As provided in Section 13 (cc) of this Agree—
ment, neither HEA nor AEG&T on behalf of HEA is a Wheeling
Utility for purposes of this Agreement (except, potential—
ly, as a successor or assignee of another Wheeling Utili—
ty"s Bradley Lake Energy). Thus, "F" in the formula set
forth above shall not include or be increased by any Brad-—
ley Lake Energy of HEA or AEG&T on behalf of HEA, even if
such Energy 1is wheeled by Chugach pursuant to Section 8 (f)
of this Agreement at wheeling rates established under this
Exhibit A.

SERVICES AGREEMENT FOR BRADLEY LAKE ENERGY
APPENDIX A — Page 2



2. Phase-In Factor fYears 1-15) And Constant (Later Years).

Beginning with the calendar year in which the Project,
achieves Commercial Operation, and in each of the next fourteen
calendar years (Calendar Years 1 through 15 in the table below),
the applicable wheeling rate shall be determined by multiplying
the then-applicable base wheeling rate (as computed above) times
a phase-in factor 1in accordance with the following table:

Calendar Year Phase-In Factor
L e 3333
2 e e e e eeeeemeaaan 3333
1 S 3333
4 e 3305
D e 4278
- J 4750
2 5222
K 5694
O e 6167

10 e 6639
1 7111
1 7583
R 3056
1 3528
1 T 9000

Beginning on the first day of the next calendar year after Cal—
endar Year 15, and 1in all succeeding calendar years, the base
wheeling rate (as computed under heading 1 above) shall be mul —
tiplied by 0.9000 as a constant. Any 1increase in the applicable
wheeling rate resulting from an increase in the phase-in factor
in accordance with the table above shall become effective with—
out the need for any regulatory approval other than approval cf
this Agreement.

SERVICES AGREEMENT EOR BRADLEY LAKE ENERGY
APPENDIX A — Page 3



Official Business

Alaska State Legislature

Senate

P.O. BOX V
State Capitol
Juneau, Alaska

January 27, 1987

The Honorable Jan Faiks
President of the Senate
Alaska State Legislature
P.O. Box V

Juneau, Alaska 99811

Dear President Faiks:
Chapter 30, SLA 86 (HCS CSSB 468 Loans) creating the Railbelt Energy
Council mandates that the Council report its reccrrmendations to the

Legislature by February 15, 1987.

This enclosed report was unanimously adopted at a meeting held January 24,
1987, at which all merrbers of the Council were present.

Respectfully submitted,

Senator Jan Faiks,
- Chairman, Railbelt Energy Council

JF-.KSD: la |

99311



REPCRT CF THE

RAILBELT ENERGY COUNCIL

TO THE

FIFTHTEENTH ALASKA STATE LEGISLATURE

FIRST SESSION

January 24, 1987



RAILBELT ENERGY COUNCIL MEMBERSHIP

LEGISLATIVE IVBrBERS
Senator Jan Faiks (Chairman, REC), Anchorage
Senator Jack Coghill, Nenana
Representative Sam Gotten, Eagle River

Representative Steve Frank, Fairbanks

GOVERNOR'S APPOINTEES
iMano Frey, Executive President, Alaska State AFLsCIO

Steven Lewis, President, PETRO5TAR

UTILITIES' AEM3ERS

RCNGARZINI, City Manager,
Seward Electric System

VIRGIL GILLESPIE, General Manager,
Fairbanks Municipal Utilities System

MIKE KELLY, General Manager,
Golden Valley Electric Association

RICK NEW1AM), General Manager,
Chugach Electric Association

JAMES PALIN, General Manager,
Matanuska Electric Association

TCM STAIR, General Manager,
Anchorage Mjnicipal Light 5 Power

KENT WICK, General Manager,
Homer Electric Association Utili ties
(Vice-Chairman, REC)
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EXECUTIVE SLMWWRY

In 7986, the Alaska Legislature created the Railbelt Energy Council
(REC) and charged it with addressing five areas of concern dealing with
the Railbelt energy needs (Ch 30, SLA 1986). The Council membership
consists of two members appointed by the Governor; two senators appointed
by the President of the Senate; two members of the House of
Representatives appointed by the Speaker of the House; and one
representative from each of the seven interconnected Railbelt utilities.
The Council was to report its recommendations to the Legislature by

February 15, 1987.

The Council addressed the organizational and financial aspects as
well as reviewed various alternatives for meeting the futu e energy needs
of the Railbelt. The Council was unable to conduct the review of the
alternatives in as great a detail as originally anticipated because of a
freeze placed on the $2.5 million appropriation to the Alaska Power
Authority (APA) for that specific purpose. Despite these difficulties
further exacerbated by the declining oil prices and state revenues, the
Council has addressed the major issues and unanimously approved its

findings and reccnmendations. They are surmarized below.

FINDINGS:

1. DECREASING OIL PRICES AVD STATE REVENUES ARE CAUSING SIGNIFICANT
CHANCES IN THE FORECASTED RAILBELT ENERGY REQUIREMENTS FCR THE NEXT
SEVERAL YEARS. THE IMPACT CF THESE DEVELOPMENTS CN LCNG-TERM GROWTH

IS UNCLEAR.



5.

7.

A PCRTICN CF THE RAILBELT ENERGY FUND SHOULD BE APPROPRIATED FOR THE

COMPLETION CF THE ANCHCRACE-KBAI PENINSULA A d ANCHORAGE-FAIFBANKS

INTERTIES IN CONJUNCTION WITH THE COMPLETION OF THE BRADLEY LAKE

PROJECT.
THE EURCBH OF FRCCF FOR DEMONSTRATING A COMPELLING NEED FOR ANY

ACDITICWL ENERGY FROJEOT BEYOND BRADLEY LAKE Ad THE RAILBELT
IS

INTERTIES, FOR WHICH STATE FINANCIAL ASSISTANCE IS BEING SOUGHT,
CN THE PROJECT SPCNSCR(S) Ad SHOULD INCLLDE A CREDIBLE PLAN CF

FINANCE AS WELL AS FUBLIC POLICY CONSIDERATICMS JUSTIFYING THE STATE

ASSISTANCE.
AN ENERGY PROJECT REVOLVING FUND SHOULD BE ESTABLISHED, UTILIZING ANY

MONIES REMAINING IN THE RAILBELT ENERGY FUND. A METHOD TO REPLENISH
THE FUND SHOULD BE DEVELOPED WITH AFFCRABIL1TY TO THE RATEPAYER AS

THE KEY TO ANY SUCH REPAYMENT PLAN.



work, the Legislature placed all of the remaining Susitna Project funds
into the Railbelt Energy Rind (REF) (Chapter 29 6 41, SLA 1986) while
retaining the sole authority for making appropriations from it. Rjrther,
as a way of assisting the Council, the Legislature appropriated $2.5
million from REF to the APA for conducting a review and evaluation of

Railbelt electric power alternatives (Chapter 42, SLA 1986).

While the Council has addressed the five areas mandated by statute,
the report is not as conprehensive as desired largely because of two
unplanned events. First, the previous Mninistrati on froze most of the
$2.5 million appropriation to the APA that was to be used to review and
evaluate Railbelt electric power alternatives. Second, the decline of
economic growth has substantially delayed the need for future generation

facilities in the Railbelt.

Despite these obstacles, the Council has been able to forge unified
positions on a number of major issues dealing with the Railbelt energy
problems. The Council feels that implementation of its recommendations
will go a long way toward assuring Railbelt consumers—who represent three
fourths of the State's population—of more reliable and low cost
electrical energy. Further, utilization of the REF for energy projects in
the Railbelt wi 11 restore seme of the regional equity originally

envisioned under the Energy Program for Alaska.
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EXECUTIVE SLMvARY

In 1986, the Alaska Legislature created the Railbelt Energy Council
(REC) and charged it with addressing five areas of concern dealing with
the Railbelt energy needs (Ch 30, SLA 1986). The Council menbership
consists of two members appointed by the Governor; two senators appointed
by the President of the Senate; two meirbers of the House of
Representatives appointed by the Speaker of the House; and one
representative from each of the seven interconnected Railbelt utilities.
The Council was to report its reccrrmendations to the Legislature by

February 15, 1987.

The Council addressed the organizational and financial aspects as
well as reviewed various alternatives for meeting the future energy needs
of the Railbelt. The Council was unable to conduct the review of the
alternatives in as great a detail as originally anticipated because of a
freeze placed on the $2.5 million appropriation to the Alaska Power
Ajthority (APA) for that specific purpose. Despite these difficulties
further exacerbated by the declining oil prices and state revenues, the
Council has addressed the major issues and unanimously approved its

findings and reccnmendations. They are sunrarized below.

FINDINGS:

1. DECREASING OIL FRICES AND STATE REVENUES ARE CAUSING SICNIFKANT
CHANGES IN THE FORECASTED RAILBELT ENERGY REQUIREVENTS FCR THE NEXT
SEVERAL YEARS. THE IMPACT CF THESE DEVELOPMENTS CN LCNG-TERM GROWTH

IS UNCLEAR.



2. CUE TO EUXETARY LIMITATIONS, STATE PARTICIPATION IN FUTURE EHERGY
PROJECTS WILL BECOME WORE CONSTRAINED.

3. INCREASING THE UTILIZATION AMD EFFICIENCY CF THE EXISTING RAILBELT
GENERATION AMD TRANSMISSION RESOURCES REPRESENTS THE BEST SOLUTION IN
THE NEAR TEFM.

H. I'WVFRCVING COOPERATION AMD COORDINATION AMONG RAILBELT UTILITIES WILL
INCREASE THE RELIABILITY AVD COST EFFECTIVENESS CF THE REGION'S
ELECTRIC SYSTEM.

5. THE LEGISLATURE ESTABLISHED THE RAILBELT EHERGY FUMD FOR THE SOLE

FURKSE CF FINANCING ENERGY FROJECTS IN THE RAILBELT REGION.

MAJOR RECCVIVEMIAT ICNS5:

l. CREATION CF A RBGICNAL GENERATION AMD TRANSMISSION TYFE UTILITY
ORGANIZATION IS IN THE BEST INTEREST CF THE RAILBELT CONSUMERS AVD
SHOULD CONTINUE TO BE SUPPORTED BY ALL CONCERNED.

2. THE ALASKA POWER AUTHORITY SHOULD CONTINUE TO PERFORM IT5 RAIL3ELT
FUNCTIONS UNTIL THE LEGISLATURE AMD ADMINISTRATION COMPLETE THEIR
REVIEW AMD DETERMINE THE APA'S FUTURE ROLE AMD STRUCTURE.

3. THE COUNCIL RECCMVECS THAT THE UTILITIES SHCULD HAVE REFRES5EHTATICN
CN THE ALASKA POMER AUTHORITY ECARD CF DIRECTORS.

4. CCNSTRJICTICN CF THE ERACLEY LAKE HYDROELECTRIC FROJECT SHOULD
CONTINUE IN ACCORDANCE WITH A FLAN CF FINANCE AMD POMER SALE
AGREEMENTS FRE/ICUSLY APPROVED OR AS W  BE MODIFIED SE7WE3H APA AVD
THE RAILBELT UTILITIES. ALL RAILBELT UTILITIES SHCULD BE GIVEN AN

OPPORTUNITY TO PARTICIPATE IN THP RRAT.IFV | AKE PROIO-~T.



A PORTION CF THE RAILBELT ENERGY FUND SHCULD BE APPROPRIATED FCR THE
COMPLETION CF THE ANCHORAGE-KENAI PENINSULA AND ANCHORAGE-FAIRBANKS
INTERTIES IN CONJUNCTION WITH THE COVPLETICN OF THE BRADLEY LAKE
FROJECT.

THE BURDEN OF PROOF FCR DEMONSTRATING A COMPELLING NEHD FCR ANY
ADDITIONAL ENERGY PROJECT BEYOND BRADLEY LAKE AND THE RAILBELT
INTERTIES, FCR WHICH STATE FINANCIAL ASSISTANCE IS BEING SOUGHT, IS
CN THE FROJECT SPCNSCR(S) AND SHCULD INCLUDE A CREDIBLE PLAN CF
FINANCE AS WELL AS FUBL1C POLICY CONSIDERATIONS JUSTIFYING THE STATE
ASSISTANCE.

AN ENERGY PROJECT REVOLVING FUND SHCULD BE ESTABLISHED, UTILIZING ANY
MONIES REMAINING IN THE RAILBELT ENERGY RIND. A METHOD TO REPLENISH
THE FUND SHCULD BE DEVELCPHD WITH AFFORDABILITY TO THE RATEPAYER AS

THE KEY TO ANY SUCH REPAYMENT PLAN.



INTFCCLCTICN

The Railbelt Energy Council was created by the Alaska Legislature
(Chapter 30, SLA 1936) during the 1986 Legislative session. The Council
was created in response to requests from the Railbelt utilities and other
interested parties concerned that with the demise of the Susitna River
Hydroelectric Project (Watana and Devil Canyon dams) early in 1986, the
Rai Ibelt's energy needs would not be met. The terms of financing for the
Susitna project were found to be unacceptable due to its large capital
cost and decreasing State revenues, although the project stiil appears

economically feasible over the long run.

The demise of the two-dam Susitna project left the Railbelt Energy
Program in question and with the problem of how best to utilize seme $280

million designated as part of the state's equity in that project.

Mother issue that had to be addressed dealt with the perception
that the cooperation and coordination among the Alaska Power Authority and
the seven interconnected Railbelt utilities was not as effective as deemed
necessar/ for formulating the most efficient solutions to Railbelt energy

needs.

In general then, the Council was created to address the
organizational, generation, transmission and financial issues as they
related to the Railbelt energy problems. Tne statutorily specified issues

are addressed later in this report. Pending completion of the Council's



work, the Legislature placed all of the remaining Susitna Project funds
into the Railbelt Energy Fund (REF) (Chapter 29 & 41, SLA 1986) while
retaining the sole authority for making appropriations from it. Further,
as a way of assisting the Council, the Legislature appropriated $2.5
million frcm REF to the APA for conducting a review and evaluation of

Railbelt electric power alternatives (Chapter 42, SLA 1986).

While the Council has addressed the five areas mandated by statute,
the report is not as conprehensive as desired largely because of two
unplanned events. First, the previous Administration froze most of the
$2.5 mi lIlion appropriation to the APA that was to be used to review and
evaluate Railbelt electric power alternatives. Second, the decline of
economic growth has substantially delayoa the need for future generation

facilities in the Railbelt.

Despite these obstacles, the Council has been able to forge unified
positions on a nurber of major issues dealing with the Railbelt energy
problems. The Council feels that inplementation of its reconmendations
will go a long way toward assuring Railbelt consigners--who represent thre&
fourths of the State's population—of more reliable and low cost
electrical energy. Further, utilization of the REF for energy projects in
the Railbelt will restore some of the regional equity originally

envisioned under the Energy Program for Alaska.



The Findings and Reccmrendations of this report are keyed to the five
specific reporting requirements of the statute (Ch. 30, Sec 2, SLA 1986).
Each of the five parts under Findings & Reccmnendations is headed with one

of the statute requirements, which is underlined for easier



ma.

1. Reconmend the best optic for planning, financing, constructing,
and managing electric power facilities in the Railbelt area.

A.

Planning. The Railbelt Energy Council finds that a well
coordinated planning effort among those responsible for
supplying the service is absolutely essential to assure that
the Railbelt customers will have the most reliable,
efficient and economic electric supply system. While there
are many interested parties thac have much valuable input to
offer to the planning process, THE FfICT REMAINS THAT THE
RESPONSIBILITY FCR SUCH PLANNING REMAINS WITH THE RAILBELT
UTILITIES AK) THE ALASKA POWER AUTHORITY. The Counci |
should not be expected to become a substitute for such a

planning entity.

THE COUNCIL BELIEVES THERE MJST EXIST A FORMAL ORGANIZATION
of all interconnected Railbelt utilities. The creation of
such a regional utility organization should continue to be
supported by the responsible agencies, the Legislature and
the Administration as being in the best interest of the

Railbelt consumers.



While the Council recognizes that in the long-term the
optimal solution would be a regional generation and trans-
mission (G&T) utility organization, it is also aware that
technical and political considerations may preclude such a
solution in the short-term. Therefore, as an interim

solution the Council reccmnends that:

1. The Railbelt utili ties and APA work di ligentiy
toward establishing a regional organization as soon as

possible.

2. Pending any change in its role and/or structure,
the APA should continue to administer and perform its

existing programs and functions relative to the Bradley

Lake and the Railbelt interties projects.

3. The APA Board of Directors be immediately

reorganized to include direct utility representation.

The Counci | reccmnends that the role of APA be re-evaluated.
Two issues that should be taken into consideration in this
review are the pending formation of a regional GoT utility
and a significantly smaller state budget. Such a review by
the Legislature and the Administration should begin curing

thp 1Qa7 /\TV] orovide fOf the Pai !belt uti *lay o irnAU.



Financing. The Council finds that it is not appropriate to

reccnmend financing options w'tthout first having a specific

project proposal. In general terms, the Counci | believes
that each project will have some unique aspect and the
optimal financing plan will have to be custom tailored after

specific economic feasibility and all relevant financial
factors have been identified and public policy aspects con-
sidered. The Council recognizes that new State capital
project funds will most likely remain scarce in the imme-

diate future..

Therefore, THE COUNCIL REGOVWWENDS THAT THE LEGISLATURE
OCNSIDER THE FINANCING OPTIONS FCR EACH NEW FROJECT
SEPARATELY M |) ENSURE OPTIMAL USE OF THE STATE MD FRIvATE

EQUITY FUNDS.

Specifical 'y, THE COUNCIL RECEMvVBCS THAT THE LEGISLATURE
CONTINUE TO SUPPORT THE FREVICUSLY APFRCVED BRADLEY LAKE

HYDROELECTRIC PROJECT” NOW UNDER CONSTRUCTION.

The Bradley project has already been deemed € jncmically and
environmentally feasible and has received licensing approval
from the Federal Energy Regulatory Commission. Construction
was begun in tite summer Of 1986. The State of Alaska has
appropriated approximately *168 million for the project, $50
mi 1lion of wh'ch was frozen after the 1986 Legislative

session.



Tne Railbelt Energy Council unanimously supports timely
ccnpletion of the Sradley project and supports full
additional funding of $50 million for a total appropriation
of $218 million as previously approved by the Legislature
and which was in effect at the time of the signing of
conditional power sales agreements. Changes to the existing
plan of finance should be contenplated only after a careful
evaluation of the irrpact they would have on the existing
power sale agreements, but with the recognition that all
seven interconnected Railbelt utilities should have direct
access to the Project through completion of the

Aochorage-Fairbanks and Anchorage-Kenai Peninsula interties.

Further, THE CCUNC1L RECCMvBCS THAT A PCKT1CN CF THE
RAILBELT ENERGY FUND BE USED TW CO/P.LETE THE ANCHCRACE TO
FAIRBANKS /AND ANCHCRACE TO KENAI PENINSULA INTERTIES. The
Council finds that the ccnpletion of these interties will
allow al I of the Railbelt utili ties to more equally share
the benefits of the Bradley Lake project as well as
provide more reliable and less costly electric service to

all consumers in the region.

Constructing. The Counci | fines that the owner or owners of
a power project should retain the responsibility and
authority to decide how best to construct it. Unless and

ijptji |+5 rO|e and/or structure are changed the -apa chnnin
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retain responsibility for the ccnpletion of the Bradley Lake
Project and the Interties. The APA should closely

coordinate its activities with the Railbe 1l utilities.

If at sane future date there should CdV€ into being a
regional utility organization, then any projects constructed
by it should be accomplished totally under that

organization's control.

D. ftenaging. The Council finds that in general the
utilities are best qualified to operate and maintain the
power supply facilities and recommends that the APA policy
of contracting out such operations to local utilities be
continued. The Counci | further recommends that management
decisions, which are normally the prerogative of the owner
and which could impact ratepayers, be closely coordinated

among the owners, operators and users.

Ch the issue of divestiture, the Council finds that; the
transfer of the federal Eklutna Hydroelectric project to
local utility or utilities makes sense only if the purchase
price and terms are favorable to consumers and other
interested parties. Accordingly, the Counci | reccnmends
that the appropriate Railbelt utilities continue to pursue
the divestiture process until the sale is consunated or it
bsccrnss ¢ 193r that ths procsss w?!l not bs successful duo to
S

political and other constraints.
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Examine all alternatives and recommend the best method for
meeting projected Railbel: energy demand”

As previously mentioned, the Council was unable to thoroughly
examine a wide spectrun of energy alternatives because funds for
energy alternative studies were frozen. In addition, the Council
finds that the dramatic decline in oil prices since the end of
the 1986 Legislative Session has had a profound effect on near-
term Railbelt energy forecasts. For the near future, this seems
to indicate that unless there is a significant upturn in the
economy, there may not be a need for major new power plant
additions after the completion of the Bradley Lake and Interties

projects and excluding any existing plant replacements.

Given these circumstances, THE COUNCIL FIfCS THAT THE PFLCENT
STrATBCY TO FCUjCW AT THIS TILVE IS TO INCREASE THE UTILIZATION
AND OPERATIONAL EFFICIENCY CF THE EXISTING RAILBELT GENERATION
AND TRANSMISSION FACILITIES AND THCSE UNDER CONSTRUCTION.
Specifically, this should include timely ccnpletion of the
Bradley Project, constructing a new Anchorage-Kenai Peninsula
intertie, upgrading the Anchorage-Fairbanks intertie,
implementation of various conser/ation measures and extending the

life of existing power plants.

There are many benefits of an improved transmission system. Seme
of these are not easily quantifiable into dollars. Examples of

such benefits include i“p~o~ed re! iabilit'/, decreased



standby generation requirements, flexibility of buying from
lowest cost generation source, the increased competition due to
greater access to alternative generation methods and facilitation
of general economic development requirements. THEREFORE, THE
COUNCIL REOCMeDS THAT THESE RJBLIC POLICY ISSUES BE CONSIDERED
AS AN IMPORTANT PART CF THE DECISION MAKING PROCESS IN AUDITION

TO THE TRADITIONAL BBJEF1T/CCST ANALYSIS.

The Council finds that electricity has become a necessity and a
prerequisite to improving the quality of life for the rural
residents. V\hile the Council recognizes that extending the
electrical service to aM rural residents is neither practical,
nor desired by seme of them, it finds that extension of such
services along state routes and interties, on a priority basis,
would be highly desirable. Accordirigly, the Council believes
that the Legislature and the Administration should adopt policies
and appropriations designed to achieve that goal, thereby
enhancing the economic development potential of the rural

residents while concurrently improving their quality of life.

Recommend alternative financing plans for assisting the private
sector and pUb|ic utilities to meet the fucure energy needs of
the Railbe 11 arei~!

The Council has in this report made specific reccnrmendations
covering methods of financing for Bradley Lake and the Interties.

The Council recognizes that State revenues have severely declined

and that no new generation, in addition :0 the Bradley Lake and



Interties projects may be needed in the near future. The Council
generally supports construction of future power supply projects

by the rrunicipal ities, utilities or the private sector.

The Counci | further reccmnends that the burden of proof for

making a cancelling case for State participation in any project
rest with the project sponsor(s) to include demonstrating that
private financing is not feasible or available and that public

policy considerations warrant financial assistance by the State.

THE CCUNCIL FIICS THAT THE USGISLATURE ESTABLISHED THE RAILBELT
ENERGY FUND FCR THE SCLE FLRFCSE CF FINANCING ENERGY FROJECTS IN
THE RAILBELT REGION. Accordingly, THE CCUNCIL REOCVMBCS THAT A
PLAN CF FINANCE BE DEVELOPED TO ASSURE THAT THESE FUNDS ARE USED
SOLELY FCR THEIR INTENDED RJRPCSE AMD THAT REPLSNIS-MENT CF THE

FLICS BE CONSIDERED A KEY ELEMENT IN ANY SUCH PLAN.

4. Determine whether a regional generation and transmission
utility organization can operate to the best interests of utility

consumers.

As alluded to under Finding 1A, the Council is aware that

previous studies have demonstrated that a regional power supply

utility organization is in the best interest of consumers.
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Currently, work is being pursued by the Railbelt utilities toward
a regional generation and transmission utility organization.

This includes a formal generation and transmission organization
study and a possible modification of the existing Alaska Electric
Generation & Transmission cooperative by-laws to accommodate

further expansion.

The Council is convinced that a regional generation and trans-
mission utility organization makes sense and that the goal is
worthwhile pursuing despite potential implementation problems.
Pending a successful resolution of the issue, the Council recom-
mends that the APA become a formal marioer of any organization

designated to deal with the Railbelt energy issues.

Cooperate with the Alaska Power Authority to examine the fea-

sibility and desirability of energy projects.

The Council notes that APA and the utilities are already cost
sharing in the study of the /Vichorage-Kenai Peninsula Intertie
feasibility. The Council finds that freezing of the $2.5 million
(except for the $150,000 for the /Vichorage-Kenai Feninsula
Intertie feasibility study) designated for stucyirg the Railbelt
electric power alternatives limited the Council's ability to
review and evaluate Railbelt electric power alternatives such as

coal, gas, conservation. Devil Canyon, and other hydro generation

ryry+ ione
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Should the Legislature desire additional analysis to determine
whether any of the above options are desirable, the Council would
recommend that a highly qualified team be asserrbled to prepare
plans of finance to determine whether the projects are able to be
financed before proceeding with a feasibility analysis. The
Council believes that this sequence would preclude needless
expenditure of funds on detailed feasibility studies for projects
which are not able to be financed despite being economically

feasible.

tthi le the Counci | finds that restructuring the APA Eoard of
Directors is the best solution to assuring improved cooperation
and coordination between the Railbelt utilities and the APA,
should the Legislature desire to extend the life of REC for any

reason, then the APA should be made a full member.

-16-
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RAILBELT ENERGY PLAN

April 8, 1987

Last year, after the Susitna Hydroelectric Project was cancelled, the Legisla-
ture established the Railbelt Energy Fund and the Railbelt Energy Council.
The purpose of the Ra'lbelt Energy Fund was to reserve approximately $280
million, previously earmarked for Susitna, for other Railbelt energy projects.
A major purpose of the Railbelt Energy Council was to recommend such
projects.

In creating the Railbelt Energy Fund and the Railbelt Energy Council, legisla-
tors and administration officials made one thing very clear to the seven elec-
tric utilities in the region: They needed to agree on a plan of action and
they needed to work with and through the Railbelt Energy Council.

This has been done.

For the first time ever, all seven Railbelt utilities, which together serve more
than three quarters of the State's population, have agreed on a Railbelt ener-
gy development plan. That plan consists of two basic elements: Completion of
the Bradley Lake Hydroelectric Project and completion of a solid Railbelt
transmission intertie system.

The plan was unanimously recommended by the Railbelt Energy Council in its
January 24, 1987, report to the Legislature. Moreover, the planhas been
endorsed by a broad Railbelt coalition that includes business, labor and gov-
ernment leaders. Many local governments and chambers of commercethrough-
out the Railbelt have passed formal resolutions of support.

Among the governmental entities are the Anchorage Municipal Assembly,
Fairbanks City Council, Matanuska-Susitna Borough, Wasilla City Council,
Palmer City Council, Kenai Peninsula Borough, Homer City Council, Kenai
City Council and Soldotna City Council, as well as the Kenai Caucus and Uni-
fied Fairbanks organizations. Labor supporters include the Alaska AFL-CIO
and its 48 unions and affiliates, including the International Brotherhood of
Electrical Workers Local 1547, and Teamsters Union Local 959. Local chambers
of commerce that have passed resolutions include Anchorage, Fairbanks,
Wasilla, Palmer, Big Lake, Willow, Talkeetna, Kenai, North Kenai and Homer.
The Alaska State Chamber of Commerce has made the Bradley Lake project
and the intertie system one of its highest legislative priorities.



-- Regional cooperation and coordination will be improved, as already
evidenced through the establishment of the Railbelt Energy Council
and the Railbelt energy coalition.

BRADLEY LAKE

The major benefit of the Bradley Lake project is the assurance of a stable,
long-term supply of low-cost power, to be shared throughout the Railbelt uti-
lizing the proposed intertie system. Because of higher capital costs, hydro-
electric power is initially more expensive than that from fossil fuel plants.
However, Bradley Lake energy is expected to become cheaper than the
least-cost alternative of natural gas within the first five to seven years of
Bradley's operation. The real payoff is that hydroelectric projects like
Bradley Lake will last up to 100 years, compared to 20 or 30 years for gas
turbines and other fossil-fuel generation facilities.

It is very important to remember that Bradley Lake will be more than an ad-
ditional power source for the Railbelt. It will also be replacement power, be-
cause many of the region's existing gas-fired generation units will be wearing
out in the early and mid-1990s.

The current plan, agreed to by all seven Railbelt utilities, is for the State
and those utilities -- through long-term power sales agreements -- to split
the cost of the project. Under the current $350 million cost estimate, the
State's contribution would be $175 million, which is $43 million less than a
previously agreed-to state equity share of $218 million. Should the cost of
Bradley drop further, as many expect it will, the State's contribution would
be reduced proportionately.

Of the $175 million from the State, $118 million already has been committed to
project. The Governor has introduced legislation -- S.B. 159 and H.B. 165 --
to appropriate an additional $50 million from the Railbelt Energy Fund, to re-
place $50 million previously approved from the general fund but later rescind-
ed. With the $118 million, the $50 million will bring the State's Bradley Lake
contribution to $168 million, or within $7 million of the currently proposed
$175 million. It is expected that the final $7 million will be appropriated by
the current Legislature for fiscal 1988. Approximately $50 million already has
been spent on the project, much of it for site preparation and support facili-
ties.

THE INTERTIES

Construction has not yet begun on the interties, but studies are well under
way. An economic analysis on both the southern and northern interties has
been completed. So has a preliminary engineering feasibility study on the
southern intertie, with the final report due in the very near future. An en-
gineering feasibility study on the northern intertie is in progress, with a fi-
nal report due in early May. It is important that environmental work com-
mence this year so the transmission system can be in place when the Bradley
Lake project comes on line, or as soon afterward as possible.
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Another very important general benefit of the interties is that they will facili-
tate economic development and commerce, the results of which will be felt
even beyond the Railbelt. In this respect, the interties are analogous to a
highway, whose contribution to economic development and commerce is easily
understood yet difficult to model. Where a highway carries motor vehicles,
the interties will carry an equally essential commodity -- electric energy.
Like good roads, a good electric transmission system is essential to a region’s
development.

SUMMARY

The program to complete the Bradley Lake project and the Railbelt interties is
sound. 7 he projects will benefit the majority of Alaska’s consumers, and
there is unprecedented support from a broad spectrum of interests, including
every electric utility in the region as well as labor, business and local gov-
ernment.

Both the Bradley Lake project, and the interties are bona fide public works
projects, and they will pay long-term dividends. The Railbelt's power supply
network will be strengthened in a number of ways, including reliability and
lower-cost generation in the future. The regional arid statewide economies --
including the job sector -- will be stimulated during construction and for
many years to come.

While there inevitably is disagreement over how best to use public funds, es-
pecially during times when revenues are less plentiful, there is a demonstra-
ble need for the Bradley Lake project and the intertie system. This program
fulfills a high public purpose.

:rbprog



present transfer capability of 70 MVto a full capability
of 350 MA.  No other change in the transmission system is
assumed.

4) Full Railbelt Intertie Proposal: Both of the transmission
improvements described above are assumed: the
Anchorage/Kenai Peninsula Intertie and the
Anchorage/Fairbanks upgrade.

The benefits that were quantified in this analysis are defined as
the reduction in system cost that occurs as a result of a given
transmission improvement. For example, th® quantified benefit of
the full Railbelt Intertie proposal is defined as the difference
in system cost between scenario #1 and scenario H, i.e. the base
case cost minus the system cost given the full Intertie proposal.
As discussed in greater detail in the report from Lotus Consulting
Group, the value of the benefits identified in the system modeling
exercise are as follows:

Sum of Benefits ~ Net Present Value

in 1986 Dollars of Benefits*

(millions) (millions)
Full Intertie Proposal $423.2 $204.6
Anchorage/Kenai Only 209.4 102.2
Anchorage/t<.irbanks Only 210.6 101.2

* The base year for the net present value calculation is 1987,
8549/723



Approximately 25% of the identified value of the Anchorage/Kenai
Peninsula intertie is attributable to an estimated 100 MN of
capacity cost savings made possible by reserve sharing. The other
5% of value is due primarily to siting flexibility for new plant
capacity and economy interchange. It should be noted that the
entire output of the Bradley Lake project is absorbed by the system
in every scenario, including the base case. The effect of the
intertie project on Bradley Lake would be to increase the
distribution, not the amount, of Bradley Lake power sales.

The identified value of the Anchorage/Fairbanks upgrade is due
primarily to the increased displacement of oil-fired generation in
the Fairbanks area by natural gas-fired generation from the
southcentral area. The key factors that contribute to this
estimate are the assumed differential between the natural gas price
and the fuel oil price, and the assumed electricity demand forecast
over the long run for the Fairbanks area.

Other Benefits

* System Reliability: Strengthening the transmission links
between load centers creates a more resilient interconnected
system that is better able to recover from disturbances such
as the loss of a major generating unit. The existing
transmission links between Anchorage and the Kenai Peninsula

8549/723



and between Anchorage and Fairbanks will result in a
separation of the three areas from one another if a
significant disturbance occurs. This will usually result in
the loss of load in at least two of the three areas. This
separation occurs precisely at the time when it is most
important to maintain the connection between areas to enable
generating reserves to be transported to the area where the
disturbance has occurred.

A stronger interconnection between the three load centers
would reduce the probability of islanding (where one area
loses its interconnection with another area", and
consequently reduce the probability or magnitude of an outage.

* Enhanced Competition Among Fuel Suppliers: Though the
magnitude of this benefit to Railbelt consumers is
particularly difficult to assess, it could be one of the
most significant aspects of the Intertie project. An example
might help to illustrate the potential. A conservative
estimate of natural gas consumption for electric generation
during the early years of the study period is 30 BCF per year.
At $1.60 per MVBTU, the cost of that gas in 1986 dollars would
be $48 million per year. If enhanced competition resulted in
a reduction in the wellhead price of 5 cents per MVBIU, the
annual savings in fuel cost would amount to about $1.5 million
per year. Extending that benefit over the 30 year study
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period from 1991 through 2020, the total saving achieved in
this  manner would be $45million, with a present valueof
about $24 million. Qil and coal suppliers would be faced with
similar competitive pressures.

Comparison of Costs and Benefits

There are two routes that are presently under consideration for a
new Anchorage/Kenai Peninsula intertie. The best construction cost
estimates currently available are about $§76  million for oneroute
and about $96 million for the other route. Because the
construction cost is not the only consideration in route selection,
a decision on a preferred route has not yet been made. For
purposes of this preliminary comparison of costs and benefits, a
construction cost of $86 million is assumed based on the average
cost of the two routes.

A study aimed at careful development of a cost estimate for the
Anchorage/Fairbanks upgrade is scheduled to take place during the
month of April, 1987. Until that study is complete, the best
figure available continues to be a rough estimate of $100 million.
Therefore, the construction cost of the full Railbelt Intertie
proposal is assumed to be $186 million (in 1986 dollars) for
purposes of this comparison. Further, it is assumed that these
costs would be spread over a two year construction period,
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specifically that half of the cost would be incurred in 1989 and
the other half in 1990,

The annual operations and maintenance (O&M) cost of a new
Anchorage/Kenai Peninsula line has been estimated at 1.5% of the
construction cost by the firm that performed the preliminary
engineering and design of those alternatives. Applying that 1.5%
factor to the estimated construction cost of thefull Railbelt
Intertie proposal yields an estimated annual O8Mcost of about $2.8
million (in 1936 dollars).  For this comparison,it is therefore
assumed that a $2.8 million Q&M cost is incurred for the full
project for each year between 1991 and 2020.

The sum of the construction and QM costs described above for the
full Railbelt Intertie proposal is approximately $270 million (in
1986 dollars) over the period 1989 through 2020. The present value
of those costs is approximately $210 million. (5)

The sum of the benefits identified in the modeling exercise is
therefore approximately $150 million higher (in 1986 dollars) than
the sum of the estimated costs (i.e. $423 million in benefits vs.
$270 million in costs). However, because most of the costs are
incurred before most of the identified benefits are realized, the
present value of costs and identified benefits are approximately
the same. If the benefits not captured in the modeling exercise
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were brought into thii comparison, then the present value of
benefits would exceed the present value of costs.

As stated earlier, the goal of this study was to produce an
understanding of the benefits of both transmission proposals
sufficient to judge whether they are promising with regard to
economic feasibility criteria. On the basis of the analysis
performed, it is concluded that the proposed transmission projects
are capable of delivering economic benefits in excess of their
costs, and consequently warrant further consideration.
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FOOTNOTES

It is recognized that Chugach Electric Association, which
operates the Beluga generating station, still has access to
significant quantities of old gas at Beluga at prices in the
vicinity of § .30 per MMBTU. In the initial modeling runs
performed for this study, the Beluga gas price (in 1986
dollars) was assumed to ramp up from $L.04/MMBTU in 1991 to
$1.60/MMBTU in 2003, remaining constant at $1.60 thereafter.
The price prior to 2003 represented a blend of old and new
gas with a declining proportion of old. It was assumed that
gas at the blended price was available to generate power for
economy sales to other utilities, though such sales to
Anchorage Municipal Light and Power (AML&P) were limited by
forcing the AVL&P units to run. (AML&P operates most of the
"Anchorage area" generating capacity.) The basis for this
constraint was the Chugach policy of reserving its limited
supply of old gas for the benefit of its own customers.

In the final modeling runs, however, the Beluga gas price
(in 1986 dollars) was assumed to be $1.60 in 1991 and to
remain constant in real terms thereafter. By ignoring the
declining quantities of old gas, production costs are
overestimated for the early years of the study, but are
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overestimated equally in the base case (with the existing
transmission system) and in the alternate case (with the
improved transmission system). The benefit of ignoring

the old gas for purposes of the modeling is that the price
of energy for economy sales from Beluga will always reflect
the price of new gas at $1.60, which is more realistic than
the assumption used initially. By assuring that economy
sales from Beluga will be based only on the new gas price,
It became possible to remove the "must run" requirement for
the AML&P units.

Further, the analysis incorporates the assumption that natural
gas will be available in sufficient quantities at wellhead
prices at Beluga and on the Kenai Peninsula, and at wellhead
plus transportation in Anchorage, to meet all estimated
demands at these locations through the year 2020. Variations
regarding the natural gas supply assumption could produce
alternative patterns of use for the proposed transmission
projects.

(2) The estimated increase in the minemouth price to $1.60/MMBTU
for the Healy plant in 1995 is based on the following
observations:

1) The current minemouth price for coal paid by
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Fairbanks Municipal Utility System is $34.48 per
ton, which is approximately $2.20/MMBTU.

2) The current minemouth price for coal paid hy
the U.S. military at Fort Wainwright is $31.79
per ton, which is approximately $2.05/MMBTU.

3) The prices noted above were recently negotiated, and
suggest that the price of coal for the Healy power
plant will be subject to upward pressure when the
current contract expires. However, particularly as
a result of the Anchorage/Fairbanks intertie, the
extent of such increase will be limited by
competition. The assumption of a moaerate increase
was therefore adopted in balancing these
considerations.

(3) The high existing reserve margins in the Railbelt are, in
large part, due to the more hostile operating environment,
the relatively large size of certain generating resources
with respect to the loads of the individual systems, and the
limited extent of interconnection among the utilities. Most
of the existing generating capacity was installed prior to
the construction of the Anchorage/Fairbanks intertie and also
before the establishment of a high capacity interconnection
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in Anchorage between Chugach Electric and Municipal Light and
Power. Mild winters in recent years have also contributed to
the appearance of high reserve margins.

(4) Although the reserve margins used in this analysis are
considered reasonable for modeling purposes, actual reserve
requirements may well depart from these general estimates
according to the specific determinations and judgments of the
utilities.

(5) For clarification, costs of the Intertie proposal were
estimated as follows:

COST
YEAR (Millions of 1986 Dollars)
1989 $ 93.0 Construction
1990 93.0 Cost = $186 million
1991 2.8
1992 2.8 08M Cost =
$2.8 million / year
for 30 years
2020 2.8
(Net Present Value =
TOTAL $ 270.0 $209.8 million)
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BRADLEY LAKE HYDROELECTRIC PROJECT

TRANSMISSION SHARING AGREEMENT

by and among

The HOMER ELECTRIC ASSOCIATION, INC.,
and

CHUGACH ELECTRIC ASSOCIATION, INC.,
The CITY OF FAIRBANKS d/b/a FAIRBANKS MUNICIPAL
UTILITIES SYSTEM,
The GOLDEN VALLEY ELECTRIC ASSOCIATION, INC.,
The MUNICIPALITY OF ANCHORAGE d/b/a MUNICIPAL LIGHT & POWER,
The CITY OF SEWARD d/b/a SEWARD ELECTRIC SYSTEM.

and

Prepared: November 6, 1987
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AGREEMENT FOR SALE OF TRANSMISSION CAPABILITY

THIS AGREEMENT is entered 1into by and among HOMER ELECTRIC
ASSOCIATION, INC, ("HEA™), CHUGACH ELECTRIC ASSOCIATION, INC.
("Chugach™), the CITY OF FAIRBANKS d/b/a FAIRBANKS MUNICIPAL
UTILITIES SYSTEM ("FMUS"™), the GOLDEN VALLEY ELECTRIC ASSOCIATION,
INC. ("GVEA™), and the MUNICIPALITY OF ANCHORAGE d/b/a MUNICIPAL
LIGHT AND POWER  ("ML&P™), each an electric cooperative or a
municipality duly organized and with its principal offices located
in the State of Alaska.

WITNESSETH:

WHEREAS, each Party hereto is an electric utility or operates
an electric utility; and

WHEREAS, each Party has determined that its purchase of
electric power from the Bradley Lake Hydroelectric Project
pursuant to a Power Sales Agreement among the Alaska Power
Authority and all other Parties is prudent under the <cir—
cumstances, and that over the expected useful life of the Project
such power 1is likely to produce net economic benefits for the
electric ratepayers served by that Party; and

WHEREAS, the Parties have simultaneously herewith executed a
Power Sales Agreement under which they will purchase power
produced by the project from and after the Date of Commercial
Operation (as defined in the Power Sales Agreement); and

WHEREAS, the delivery of Bradley Lake energy and power from
the Project to the Parties requires use of electric transmission
facilities; and

WHEREAS, HEA intends to construct, and is willing to comnmit
to construct, between the Bradley Junction and the Soldotna
Substation, a distance of approximately 46.8 miles, a 556 ACSR,
115 kv transmission line, at an approximate cost of $14.1 million;
and

WHEREAS, HEA is willing to convey to the parties a portion of
the transmission capability of the line described above, to assist
in the delivery of the energy pursuant to the terms hereafter set
forth;

NOW THEREFORE, IN CONSIDERATION of the mutual covenants set forth
herein, the Parties agree as follows:



SECTION 1. PARTIES

The Parties to this Agreement are HOMER ELECTRIC ASSOCIATION,
INC, ("HEA"™), CHUGACH ELECTRIC ASSOCIATION, INC. ("Chugach"™), the
CITY OF FAIRBANKS d/b/a FAIRBANKS MUNICIPAL UTILITIES SYSTEM
("FMUS™), the GOLDEN VALLEY ELECTRIC ASSOCIATION, INC. ("GVEA™),
and the MUNICIPALITY OF ANCHORAGE d/b/a MUNICIPAL LIGHT AND POWER
("ML&P™) .

SECTION 2. CONSTRUCTION OF TRANSMISSION LINE

(a) Construction Schedule. HEA shall construct the
Transmission Line in accordance with the schedule set forth in
Attachment D, and place it into service on or before 90 days prior
to the scheduled date for completion of the Project.

(b) Capacity. HEA shall construct and place into service
such addition®ll1 facilities, including capacitors, and shall
provide or procure sufficient generation capability, to the extent
that it is economically feasible, to provide voltage support to
the line so that the capacity of the Transmission Line will be not
less than 135 megawatts. HEA shall consult with the purchasers
prior to the commencement of any such construction and shall allow
the Purchasers to review its plans for such facilities.

(c) Failure to Provide Voltage Support. Notwithstanding the
foregoing, HEA may elect not to provide the voltage support
required by Section 2(b), or it may elect to provide voltage
support, but to a lesser degree or at a later date, but unless and
until HEA does provide such support, the right of HEA to use the
Transmission Line shall be subordinate to the right of any
Purchaser to use the Transmission Line to wheel that Purchaser®s
Bradley Lake energy, to the extent of the Purchaser®s share of the
capability of the Transmission Line. Any failure of HEA to
provide voltage support sufficient to increase the capacity of the
Transmission Line to the amount required by Section 2(b) shall not
relieve a Purchaser of its obligation to pay for its share of the
cost of providing any lesser amount of voltage support.

SECTION 3. SALE OR LEASE OF CAPABILITY

(a) On the Date of Commercial Operation, HEA shall sell
lease and each Purchaser agrees to purchase or lease a share of
the capability of the Transmission Line 1in an amount (stated 1in
megawatts) equal to that Purchaser®s Percentage Share (stated in-—
megawatts) of the Bradley Lake Project. For the purposes of this
Agreement, Chugach®"s share of the capability of the Transmission
Line shall be an amount equal to the combined Chugach. MEA and

Seward Percentage Shares (stated in megawatts).



(b) HEA shall operate the Purchaser®s Transmission Line
capability as if it were part of HEA"s system and make the
Purchaser®s Transmission Line capability available for the use of
the Purchaser to deliver energy and power in the manner directed

by the Purchaser. HEA shall be compensated for line losses, if
any, resulting from power of the Purchasers flowing over the
Transmission Line. The Project Management Committee will

determine the amount of [line losses and the appropriate amounts
and manner of compensation.

(c) Use of Capability. Nothing in this Agreement is
intended to limit or restrict the use of the transmission ca—
pability by the Purchasers for transmitting power in addition to
Bradley Lake Power.

SECTION 4. PAYMENT

For —capability purchased pursuant to this Agreement, each
Purchaser shall pay amortization costs and operation and
maintenance expenses as further set forth herein.

(a) Amortization Costs. Within one year of the Effective
Date, each Purchaser shall elect in writing whether to pay
amortization <costs through direct payments pursuant to Section
4(a) (1) or through installment payments pursuant to Section
4(a)(ii). A Purchaser failing to make such an election shall be
deemed to have elected to pay through direct payments pursuant to
Section 4 (a)(i). Amortization costs shall thereafter be paid by
each Purchaser 1in accordance with its election pursuant to the
schedule described in Section 4(d).

(i) A  Purchaser electing to pay amortization costs
through direct payments shall pay a fixed portion of the
Construction Cost as determined by the formula set forth in
Attachment A.

(ii) A Purchaser electing to pay amortization costs
through installment payments shall pay a portion of HEA"s monthly
payments on the Construction Loan as determined by the formula set
forth in Attachment B.

(b) 0O & M Expense. In addition to making amortization
payments, each Purchaser shall reimburse HEA in each month f-r a
portion of HEA"s actual expenses associated with operatmi and
maintaining the Transmission Line in accordance with the f "rmula
set forth in Attachment C. Such expenses shall include but -hall
not be limited to all expenses vrelated to providing necessary
voltage support equipment for the Transmission Line installed at
or between Bradley Junction and Soldotna Substation, arvl all



