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I N  THE  SENATE  B Y  THE  J U D I C I A R Y  COMMITTEE

HOUSE CS F O R  CS F O R  S PONSOR  S U B S T I T U T E  F O R  SENATE  B I L L  N O .  2 2  ( J u d i c i a r y )

I N  THE  L E G I S L A T U R E  OF  TKF. S TA TE  OF  ALASKA  

F I F T E E N T H  L E G I S L A T U R E  -  F I R S T  S E S S IO N  

A B I L L

F o r  a n  A c t  e n t i t l e d :  ” A n  A c t  e x e m p t i n g  c e r t a i n  t e l e p h o n e  a n d  e l e c t r i c

u t i l i t i e s  a n d  c e r t a i n  t r a n s a c t i o n s  f r o m  r e g u l a t i o n  b y  

t h e  A l a s k a  P u b l i c  U t i l i t i e s  C c T n m i s s i o n ;  r e s t r i c t i n g  

t h e  a u t h o r i t y  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s ­

s i o n  i n  c o n s i d e r i n g  c e r t a i n  c o s t s  i n  c o n n e c t i o n  w i t h  

r a t e s  c h a r g e d  b y  a  u t i l i t y  a n d  w i t h  c a l c u l a t i n g  p o w e r  

c o s t  e q u a l i s a t i o n j  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e

d a t e . ”

BE  I T  ENACTED  B Y  THE L E G T S L a f U R E  OF  THE STA TE  OF  A L A S K A :

*  S e c t i o n  1 .  AS  4 2 . 0 5 . 4 3 1 ( b )  i s  a m e n d e d  t o  r e a d :

( b )  E x c e p t  a s  - p r o v i d e d  i n  ( c )  o f  t h i s  s e c t i o n ,  a  [ A ]  w h o l e s a l e

p o w e r  a g r e e m e n t  b e t w e e n  p u b l i c  u t i l i t i e s  i s  s u b j e c t  t o  a d v a n c e  a p ­

p r o v a l  o f  t h e  c o m m i s s i o n .  /. f t e r  a  w h o l e s a l e  p o w e r  a g r e e m e n t  i s  i n  

e f f e c t ,  t h e  c o m m i s s i o n  m a y  n o t  i n v a l i d a t e  a n y  p u r c h a s e  o r  s a l e  o b l i g a ­

t i o n  u n d e r  t h e  a g r e e m e n t  H o w e v e r ,  i f  t h e  c o m m i s s i o n  f i n d s  t h a t  r a t e s  

s e t  i n  a c c o r d a n c e  v ; t : * a g r e e m e n t :  a r e  n o t  l u s t  a n d  r e a s o n a b l e ,  t h e

c o m m i s s i o n  t r a y  o -  . t h e  p a r t i e s  t o  n e g o t i a t e  a n  a m e n d m e n t  t o  t h e  

a g r e e m e n t  a n d  i f  t h e  p a r t i e s  f a i l  t o  a g r e e ,  t o  u s e  t h e  d i s p u t e  r e s o l u ­

t i o n  p r o c e d u r e s  c o n t a i n e d  i n  t h e  c o n t r a c t .

*  S e c .  2 .  AS 4 2 . 0 5 . 4 3 1  i s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e c t i o n  t o  r e a d :

( c )  A w h o l e s a l e  a g r e e m e n t  f o r  t h e  s a l e  o f  p o w e r  b e t w e e n  t h e  

A l a s k a  P o w e r  A u t h o r i t y  a n d  a  p u b l i c  u t i l i t y  f r o m  a  p r o j e c t  l i c e n s e d  

f o r  c o n s t r u c t i o n  b y  t h e  F e d e r a l  E n e r g y  R e g u l a t o r y  C o m m i s s i o n  o n  o r  

b e f o r e  J a n u a r y  1 ,  1 9 3 7 ,  i s  n o t  s u b j e c t  t o  r e v i e w  o r  a p p r o v a l  b y  t h e

- 1 -  HCS  C S S S S B  2 2 ( J u d )
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*  S e c .  3 .  AS  4 2 ; 0 5 . 5 1 1  i s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e c t i o n  t o  r e a d :

( d )  P o w e r  c o s t s  i n c u r r e d  b y  a  u t i l i t y  i n  c o n n e c t i o n  w i t h  a  c o n ­

t r a c t  w i t h  t h e  A l a s k a  P o w e r  A u t h o r i t y  t h a t  i s  e x e m p t e d  f r o m  c o m m i s s i o n  

r e v i e w  u n d e r  AS  4 2 . 0 5 . 4 3 7 ( c )  s h a l l  b e  a l l o w e d  i n  t h e  r a t e s  c h a r g e d  b y  

t h e  u t i l i t y .

*  S e c .  4 .  AS 4 2 . 0 5 . 7 1 7 ( e )  i s  a m e n d e d  t o  r e a d :

( e )  N o t w i t h s t a n d i n g  a n y  o t h e r  p r o v i s i o n s  o f  t h i s  c h a p t e r ,  a n  

[A N Y ]  e l e c t r i c  o r  t e l e p h o n e  u t i l i t y  t h a t  d o e s  n o t  g r o s s  $ 5 0 , 0 0 0  a n ­

n u a l l y  o r  t h a t  h a s  f e w e r  t h a n  2 5 0  r e t a i l  s u b s c r i b e r s  i s  e x e m p t  f r o m  

r e g u l a t i o n  u n d e r  t h i s  c h a p t e r  u n l e s s  2 5  p e r c e n t  o f  t h e  s u b s c r i b e r s  

p e t i t i o n  t h e  c o m m i s s i o n  f o r  r e g u l a t i o n .  T h e  c o m m i s s i o n  m a y  n o t  c o m ­

b i n e  t h e  r e v e n u e  o r  s u b s c r i b e  n i o f  a n  e l e c t r i c  a r .d  a  t e l e p h o n e  u t i l i t y  

o w n e d  b v  t h e  s a m e  c o m p a n y  w h e n  d e t e r m i n i n g  w h e t h e r  a  u t i l i t y  i s  e x e m p t
I!

u n d e r  t h i s  s u b s e c t i o n .--------------------------
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* S e c .  5 .  AS 4 4 . 8 3 . 0 9 0 ( b )  i s  a m e n d e d  t o  r e a d :

( b )  T h e  a u t h o r i t y  i s  n o t  s u b j e c t  t o  t h e  j u r i s d i c t i o n  o f  t h e  

A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n .  N o t h i n g  i n  t h i s  c h a p t e r  fA S  4 4 . -  

8 3 . 0 1 0  -  4 4 . 8 3 . 4 2 5 ]  g r a n t s  t h e  a u t h o r i t y  a n y  j u r i s d i c t i o n  o v e r  t h e  

s e r v i c e s  o r  r a t e s  o f  a n y  p u b l i c  u t i l i t y  o r  d i m i n i s h e s  o r  o t h e r w i s e  

a l t e r s  t h e  j u r i s d i c t i o n  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  w i t h  

r e s p e c t  t o  a n y  p u b l i c  u t i l i t y ,  i n c l u d i n g  a n y  r i g h t  t h e  c o m m i s s i o n  m a y  

h a v e  t o  r e v i e w  a n d  a p p r o v e  o r  d i s a p p r o v e  c o n t r a c t s  f o r  t h e  p u r c h a s e  o f  

e l e c t r i c i t y  b y  a  p u b l i c  u t i l i t y  o t h e r  t h a n  a  w h o l e s a l e  p o w e r  a g r e e m e n t  

f o r  t h e  p u r c h a s e  o f  p o w e r  f r o m  t h e  a u t h o r i t y  u n d e r  AS 4 2 . 0 5 . 4 3 1 ( c ) .

*  S e c .  6 .  AS 4 4 . 3 3 . 1 6 2  i s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e c t i o n  t o  r e a d :

( p )  I n  c a l c u l a t i n g  p o w e r  c o a t  e q u a l i z a t i o n ,  t h e  c o m m i s s i o n  m a y  

n o t  c o n s i d e r  v a l i d a t e d  c o s t s  o r  k i l o w a t t - h o u r  s a l e s  a s s o c i a t e d  w i t h  a  
U n i t e d  S t a t e s  D e p a r t m e n t  o f  D e f e n s e  f a c i l i t y .

HCS C S S S S B  2 2 ( J u d )  - 2 -
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*  S e c .  7 .  S e c t i o n s  1 ,  2 ,  5 ,  a n d  6  o f  t h i s  A c t  a r e  r e t r o a c t i v e  t o  

J u n e  7 ,  1 9 8 6 .

*  S e c .  8 .  T h i s  A c t  t a k e s  e f f e c t  i m m e d i a t e l y  u n d e r  AS  0 1 . 1 0 . 0 7 0 ( c ) .
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A l a s k a  P o w e r  A u t h o r i t y

TO: Representative Sam Cotten
Chairman 
House Resource

FROM: Robert E. LeResch
Executive Directo'

DATE: May 13, 1987

RE: House Reseaich Agency "Railbelt Intertie Analysis"

The following are comments regarding the House Research Agency's 
"Analysis" of the proposed Kenai-Fairbanks interties.

As in all such analyses, assumptions made drive the conclusions 
reached. The Power Authority analysis was done by very competent 
economists, using the most sophisticated load-management moael 
available in the world. 3ut this analysis, like the more cursory 
and simplified review by HRA, is only as good as its assumptions.

This is why the Power Authority has a thorough feasibility and 
reconnaissance analysis process it applies to every pr feet 
authorized by the Legislature. As I have testified several times, 
any intertie authorized by the Legislature will undergo this 
thorough analysis before construction begins.

At the direction of the Alaska Power Authority Board of Directors, 
we are providing amendments to SB 206 to ensure that this analysis 
does occur. I hope you will favorably consider these amendments.

LOAD FORECAST

The House Research Agency (HRA) estimates increases in electricity 
demand over the next 24 years totaling 10 percent in Anchorage and 
11 percent on the Kenai Peninsula. In contrast, the increase in 
electric energy generation over the 20-year period from 1965 through 
1985 for Southcentral Alaska was 700 percent (i.e. ai. 8-fold 
increase; see attached intertie economic study, page 19).

Similarly, HRA estimates Fairbanks demand increasing by a total of 
10 percent over the next 24 years. However, Fairbanks electricity 
demand increased by 325 percent during the 20-year period from 1965 
through 1985 (i.e. more than a 4-fold increase).

0 9 / 7 2 5 ( 1 )
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SENSITIVITY ANALYSIS

Running a new scenario requires a new base case and a new alternate 
case. Each case requires 6 (six) model runs, stepping sequentially 
through the interconnected Railbelt system. HRA underestimates the 
time and expense of sensitivity analysis.

BENEFIT-COST RATIO

f  HRA has ignored the benefits that v/ere not quantified in the
v. analysis in calculating a B/C ratio. These additional ben°cits are

significant.

NA'iURAL GAS PRICES

Comments regarding fixed transportation costs of natural gas is 
given in the April 17, 1987, Alaska Power Authority letter to Alan 
Mitchell ^attached).

Regarding the placement of additional generating capacity at Beluga 
rather than the Kenai Peninsula, Anchorage Municipal Light & Power 

| (AML&P) has expressed a willingness to buy economy energy from
Beluga to displace its own downtown generation, but has also 
expressed reservations about locating its own base load generation 
at Beluga with primary reliance on the existing Chugach transmission 
system. Consequently, in the study's base case (i.e. no trans­
mission improvements), a substantial increase in gas turbine capacity 
was assumed at Beluga which displaced a considerable amount of AML&P 
generation through economy sales. However, it was also assumed that
AML&P base load, combined cycle capacity would not be relocated to
the Beluga area due to the reservations expressed regarding the 
prudence of concentrating virtually all of the area's productive 
capacity at one location.

RESERVE SHARING

The reserve sharing benefits can be seen in Tables 36 and 37 of the 
intertie economic report. These consist of avoiding the installation 
of two 50 MW combustion turbines in the Anchorage/Beluga area, one 
in 1993 and the other in 2006.

FAIRBANKS-ANCHORAGE FUEL PRICE DIFFERENTIAL

There is no basis for a belief that coal-fired generation can 
compete with natural gas priced at SI.60 per MMBTU, even assuming 
that coal prices remain constant at SI.30 per MMBTU. The capital 
and O&M costs of coal-fired generation are vastly higher than they

0 9 / 7 2 5 ( 2 )



S a m  C o t t e n

are for natural gas. The economic study said absolutely nothing 
about air quality considerations. (See pages 25-26 of the intertie 
economic report).

A $ .33 per gallon price of Number 4 fuel oil ($2.36 per MMBTU) 
given by HRA would have been valid a couple months ago. The price 
paid for April was $ .39 per gallon ($2.78 per MMBTU). The current 
estimate from Golden Valley Electric Association (GVEA) is that the 
price for May will be between $ .40 and $ .45 per gallon (i.e. 
between $2.86 and $3.21 per MMBTU). These prices are obviously 
being reached prior to crude oil prices reaching $20 per barrel.
The correspondence of $ .48 per gallon ($3.40 per MMBTU) with $20 
per barrel was a factor obtained from the staff of GVEA, based on 
information they had obtained from their suppliers.

A separate HRA report entitled "Energy Project Financing" maintains, 
on page 7, that the price differeitial between Cook Inlet natural 
gas and Number 4 fuel oil in Fairbanks is reflected in recent prices 
which HRA gives as: $2.25 pe^ MMBTU for natural gas and $2.34 per
MMBTU for Number 4 fuel oil. The issue of Number 4 fuel oil price 
is discussed above. Regarding the natural gas price, a recent 
letter from Dale Teel of Enstar Natural Gas Company states that the 
1987 delivered price to AML&P will be $1.81 per MMBTU. He has 
agreed in testimony that a long-run wellhead value of $1.60 per 
MMBTU is a reasonable estimate to use for planning purposes.

MILITARY DEMAND

Sales to the military would allow the fixed costs of the generation 
and transmission system to be spread over a broader base, thus 
reducing costs to all consumers. GVEA has analyzed this factor, if 
more information is required.

KENAI PENINSULA DEMAND - TESORO COGENERATION

HRA report states that Tesoro refinery "intends" to cogenerate its 
own electrical power, and to "stair-step off their demand to reduce 
the shock to the already financially troubled HEA". Kent Wick (the 
manager of Homer Electric Association) states that no decisions have 
yet been made. Tesoro has a need for additional steam in its 
refining process, and is now considering producing up to half of its
own electrical requirements through cogeneration. They have a 
contract for purchase of electricity from HEA through 1991. HEA and
Tesoro are continuing to discuss the elements of a mutually
beneficial compromise.

0 9 / 7 2 5 ( 3 )



Further, Mr. Wick states that HEA is not in financial difficulties. 
They have the third lowest rates in the state (behind Chugach and 
AML&P), and their rates today are no higher than they were a year 
ago. It is not rate increase that leads Tesoro now to consider 
cogeneration, but rather their need for additional steam. •

Attachments

cc: The Honorable Steve Cov/per
All Members of the House of Representatives 
Alaska Power Authority Board of Directors

0 9 / 7 2 5 ( 4 )



A l a s k a  P o w e r  A u t h o r i t y

FROM: Robert E.
Executive

DATE: May 13, 1987

The following two sections are possible substitutes for Sec. 9 of
CSSB 206(R1s):

* Sec. 9. In accordance with AS 44.83.185(c), the upgrade of the 

Anchorage-Fairbanks intertie is authorized for construction at a 

construction cost not to exceed $125 million in January.1987 dollars.

* Sec. 10. In accordance with AS 44.83.185(c), t^e Anchorage-Kena 

intertie is authorized for construction at a construction cost not to

exceed $105 million in January 1987 dollars.

L
Director



Sieve C c w c e r

A
Alaska Power Authority

Sta te o f A laska

Mr. Alan Mitchell 
Analysis North 
3511 Tanglewood, # A 
Anchorage, Alaska 99517

Dea«r nr. Mitchell:

We have reviewed your critique of our preliminary economic analysis 
of the Railbelt Intertie proposal, and would like to convey to you 
our thoughts regarding the various issues you have raised. Our 
remarks are organized by subject in the same order as they are 
presented in your paper dated March 30, 1987.

A p r i l  1 7 ,  1 9 8 7

ANCHORAGE/KENAI PENINSULA INTERTIE

Gas Transportation Cost

The Power Authority assessment of benefits is concerned solely with 
benefits that would accrue to Railbelt consumers. It is assumed in 
the study that the cost of transporting gas to generating plants in 
Anchorage is a cost that can be avoided by Railbelt consumers over 
the long run if gas-fired generation in Anchorage were displaced by 
electric generation sited elsewhere. It is our view that the study 
methodology is sound in this respect to the extent that the 
specified cost of gas transportation is in fact avoidable by 
Railbelt consumers.

There are basically two ways in which this assumption could be 
borne out:

1) Costs are generally fixed to a much greater extent in the 
short run than they are in the long run. Significant 
differences in long run demand expectations for natural 
gas delivered to Anchorage can produce significant 
differences in long run capital expenditures on the 
delivery system as well as differences in conventional 
variable costs. The assumption of transportation cost 
saving is supported to the extent that the aggregate costs 
of building, maintaining, and operating the gas delivery 
system are in fact responsive to alternative demand levels 
over the long run (i.e. in the case of our analysis, over 
the next 33 years).

8785/698/1

Z  PO. Box A M  Ju n e a u ,  A la sk a  99811 (907 ) 465-3575
Z  PO. Box 190869 701 East Tudor R o a d  A n ch o ra g e . A laska 99519-0869 (907)561-7877



Page 2

2) To the extent that long run aggregate costs are not 
responsive to alternative demand levels, it is plausible 
that economic returns to the owners of the natural gas 
transportation system would be reduced. This too would 
serve to satisfy the assumption that gas transportation 
costs now paid by electric utilities can be avoided by 
Railbelt consumers if the delivery requirements of the 
electric utilities are reduced at some time in the future.

A cursory analysis of the Cook Inlet natural gas production and 
transportation industries is not sufficient to identify precisely 
where these gas supplies are going to come from over the next 33 
years. Without that information, the full extent of avoidable cost 
in the gas delivery system cannot be known. For purposes of a 
preliminary analysis, we are left with the assumption that the 
current charge paid for gas delivery bears some relationship to the 
long run discretionary cost of providing that service.

Avoided Generation Capacity

It was concluded by Lotus Consulting Group that about 110 MW of 
installed capacity could be avoided in the Anchorage area as a 
result of the proposed Anchorage/Kenai Peninsula intertie. In the 
final expansion plan developed for the analysis, exactly 100 MW of 
installed capacity in Anchorage was actually removed from the 
projected supply system for the calculation of reserve sharing 
benefits.

The methodology used by Lotus Consulting Group to estimate these 
capacity benefits has been reviewed by Railbelt utility planning 
engineers, who have judged it to be reasonable and proper. A reply 
by Lotus to your particular concerns is attached. It is entirely 
possible to replace 100 MW of reserve capacity in Anchorage with a 
firm connection to the entire Kenai Peninsula system, even though 
the excess of capacity over peak demand on the Kenai Peninsula is 
less than 100 MW. This is because the new connection provides 
access to all of the installed capacity on the Kenai Peninsula 
throughout the year rather than access to the peak hour reserves 
alone. The key issue is the availability of adequate generating 
capacity throughout the year (calculated as loss of load 
probability) in the intertied vs. non-intertied cases, not simply 
the comparison of peak demand and peak hour capability in the two 
areas. Combining Anchorage and the Kenai Peninsula with the 
proposed intertie would have two major impacts on the availability 
of adequate generating capacity throughout the year:

1) Outage diversity among generators throughout the region 
would be increased.

8 7 8 5 / 6 9 8 / 2



Page 3

2) The reliability of the hydroelectric capacity on the Kenai 
Peninsula is substantially better than the reliability of 
thermal generating capacity in the Anchorage/Beluga area. 
The proposed intertie would allow Anchorage to have access 
to this more reliable generating capacity throughout the 
year.

Timing of Benefits

It is agreed that the benefits quantified in the analysis are low 
until 1999, the year in which it is assumed in the study scenario 
that substantial gas-fired capacity presently sited in Anchorage 
will be replaced by gas-fired capacity sited on the Kenai 
Peninsula. There are othe>‘ benefits, however, that were not 
quantified in the analysis that would be realized as soon as the 
intertie project is completed. These benefits include:

1) Improved system reliability.

2) Increased utility coordination.

3) Distribution of Bradley Lake benefits.

4) Enhanced competition among fuel suppliers.

ANCHORAGE/FAIRBANKS INTERTIE UPGRADE

Treatment of Military Demand/Supply

The coal-fired units currently in regular service were installed in 
1953, and will be 3 8 -years old in 1991. The average heat rate 
reported for the 22 MW coal facility at Ft. Wainwright is 
19,000 BTU/kWh, in contrast to the assumed rate of 11,000 BTU/kWh 
used in your example. Further, your example is based on a 
minemouth coal price, not the price of coal delivered to the plant. 
The current delivered price to the plant at Ft. Wainwright is 
$2.64/MMBTU, in contrast to the $2.05/MMBTU price used in your 
example.

The existing generating capacity owned by the military in the 
Fairbanks area is old and inefficient. There is no reason to 
believe that its inclusion in the long run power supply plan would 
alter the outcome of the analysis.

8 7 8 5 / 6 9 8 / 3
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A p r i l  1 7 ,  1 9 8 7

P a g e  4

Combined cycle units are practical to install for base load 
applications but not for load following or peaking applications.
The operating characteristics of these units are such that it is 
impractical to substantially vary their output on a daily or hourly 
basis. Capacity factors in the range of 50% are typically too low 
for effective operation of a combined cycle unit.

The relative fuel prices assumed in the analysis produce an 
incentive for Fairbanks to import as much energy as possible from 
the southcentral area. This means that Fairbanks would be 
purchasing as many kilowatt-hours over the intertie as Fairbanks 
demand can absorb. Therefore, the Anchorage/iairbanks i.itertie is 
the primary resource for supplying base load requirements to the 
Fairbanks area. In addition, a minimum of 25 MW of coal-fired 
capacity is maintained in the Fairbanks area throughout the 
analysis period. As a result, a minimum of 95 MW of base load 
capacity (including 70 MW from the intertie) is maintained in the 
"base case." This 95 MW is sufficient to satisfy all or most of 
the base load requirements estimated for the Fairbanks area 
throughout the study period. There is no room in that plan for 
sizeable increments of additional base load capacity such as an 
oil-fired combined cycle unit.

B a s e  C a s e  C a p a c i t y  A d d i t i o n s  i_n t h e  F a i r b a n k s  A r e a

Electrical Demand i_n the Fairbanks Area

The analysis incorporates the load forecasts produced by the two 
Fairbanks utilities, which anticipate growth in electric energy 
requirements between 1986 and 1991 averaging 3.1% per year, and 
growth in peak demand over this same period averaging 4.9% per 
year. Factors contributing to anticipated growth in the Fairbanks 
area include planned expansion of the military in addition to 
continued growth in tourism and support sector employment.
Although State government employment is expected to decline, the 
Fairbanks economy is believed to be less sensitive than the 
Anchorage economy to the State government sector. Finally, it is 
anticipated that direct employment in the petroleum industry will 
pick up again over the next few years as oil prices recover and 
stabilize.

Timing £f Benefits

It is agreed that the benefits of the proposed upgrade grow in 
proportion to Fairbanks electrical demand, .ind that its 
construction over the next few years would be in anticipation of

8 7 8 5 / 6 9 8 / 4
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future growth. It should be noted that project deferral generally 
carries with it increased construction costs, and that investing 
the funds that would be committed to this project in financial 
securities for an extended period of time does not appear to be a 
realistic alternative.

Sincerely,

J / f

Robert E. LeResche 
Executive Director

RE:REL:nc

8785/698/5



To: Dick Emcrman
Alaska Power Authority

From: Rich Albert
Lotus Consulting Group

Date: April 6, 1987

Subject: Reply to reviewer’s comments on reserve sharing

W e  appreciate the time and thought that are represented by the reviewer’s 
comments. Regarding the First question raised concerning the comparison of the 
independent vs. joint system reliability, it is important to keep in mind that the reliability 
index is a measure of outage events. The key point is that an outage in the Kenai 
Peninsula is a separate occurence from an outage in Anchorage, even when the systems 
are linked by the upgraded transmission system. An outage in one area does not 
necessarily imply an outage in the other. Therefore, when we calculate the joint 
reliability of the system, we must consider the combined probabilities of outages in both 
areas.

Let’s first consider the Anchorage and Kenai systems as two independent, non­
tied systems. The Anchorage reliability index or loss of load probability of .056 days per 
year corresponds to a probability of .00015332 that an observer watching the system 
would in one year see an event in which one or more customers would experience an 
outage. Similarly, the Kenai loss of load probability of .088 days per year yields a 
probability of .0002409 that one would see such an event on the Kenai Peninsula.

What is the probability that the observer would see a loss of load event watching 
both areas? By the Addition Rule of probability theory, this probability is the probability 
of an Anchorage outage plus the probability of a Kenai peninsula outage minus the 
probability of a joint or simultaneous Anchorage/Kenai outage, which would be seen as a 
single outage by the observer. Numerically, this probability is then [.00015332 + 
.00i02409 - (,00015332x.0002409)] * .0003939. Converted to the days/year form most 
often used when citing L O L P  statistics, the loss of load probability is .1439 days per 
year, as stated in the report

The reviewer is correct to point out that the LOLP index measures only the 
probability of occurrence of an outage event, and says nothing about the magnitude of 
such an event It is for this reason that in addition to LOLP, the value of expected 
unserved energy was estimated in each scenario. An unserved energy penalty of $100 
was assigned to each megawatt-hour of expected unserved energy, and added to total 
production costa.

. Concerning the reviewer’s second question about the 110 megawatt difference in 
system nameplate capacity between the interned and non-intertied cases, note that the 
relevant comparison is not between Anchorage and Kenai peak hour capability and 
demand, but rather between considering the two systems as independently dispatched and 
considering the two systems as jointly dispatched. In general, wiien two systems are 
combined, the combined system requires a lower reserve margin than the individual 
systems to meet u target level of reliability, due to outage diversity among generators. 
Furthermore, when transmission intertie restrictions are relaxed, the joint dispatch in 
effect permits more reliable Kenai Peninsula hydro capacity to displace leu reliable 
Anchorage C T  capacity for reserve purposes.
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TO: Kan Johnson (ARECA)

FROM: Tom Martin

DATS: May 13, 1987

RS: HRA Report on Railbelt Intertiea (May 9, 1987)

Page 2 : Adding a transformer at Pt. Mackenzie or
Teeiand will not improve transfer capability to
Anchorage or Fairbanks —  contrary to HRA raport.

As discussed in the rebuttal paper to H R A 1s 
Economic Analysis of the Railbelt Intertiea, the load 
forecast prepared by HRA for the utilities is arti­
ficially low. Ho rigorous analysis was performed to 
arrive at HRA's forecast of demand.

The statement that Tesoro "intends" to aelf- 
generate is without any basis as yet. The assumption 
that this load will be lost is far-fetched.

Page 3 : Kelly Bhould comment on the load that was
previously assumed to be picked up by GVEA.

Page 5 : The HRA assumption that its study is barter
than those prepared on behalf of the APA is ridiculous 
given the time and expertise they have had at their 
disposal. ("Cast not the first stone")

Page 6 : Railbelt Energy demand —  HRA's analysis has
no basis in either expertise nor modeling capabili­
ties.

Page 7 : The statement regarding contact with Stava
Savory of Marathon was at the least disingenuous. Cf 
course, thay (oil and gas producers) are going zo 
downplay the differential to gat a better price, 
S e v e r y‘s statement is self-serving and should be ig­
nored.

The "undecut" could be 70C/MMBTU as easily as 60C cr 
50$, Again, HRA is in no position to estimate these 
costs and should admit to it.

«

Using the EnBtar argument that the delivery cost is not avcidti 
and therefore that this is not a savings to ratepayers i ^ r  C  IT6  Q 

tht fact that it is  really an Enstar stockholder problem. 5ir.ce



noBw of the distribution costs are picked up by recall customers 
of E.jPtar and since the power generator UBers of Enstar gas dc 
not 7/ay for much of Snstar's distribution system, the realloca­
tion issue is not so significant as Enatar makes cut.

The argument also ignores the fact that over the Bamc time that 
an electricity generator using non-Enatar gas ia going up, b o  

alao ia Enatar'a own retail gaa requirement.

The argument that new generators could be placed at Beluga to 
avoid building the Intertie from Anchorage to Kenai ignores the 
fact that:

1) The capacity of this line ia limited and that CEA will 
not turn over capacity to others without compensation 
(which ia not accounted for).

2) Only one or two unite can be added at Beluga before 
another line must be built anyway.

3) Having all generators essentially at Beluga violates 
every principle of prudent planning by not spreading risks.

Page 8 : The HRA argument about the reserve sharing
value of the interties again is an indication that 
they do not understand that peak demand is highly aen- 

. sitivo to temperature lows in winter and that loaai of 
load probability ia the principle barometer for deter­
mining timing of capacity addition in the industry.

Using the HRA's own Figure 3 indicates that the capac­
ity shortfall occurs in 2006 rather than 2 o n  aa indi­
cated for the Kenai Pennisula in the body of the re­
port.

fQuestion: when did reserve sharing benefits first
show up in the Lotua report?)

The argument that GVSA's coal price of $1.3i/mmBTV 
will remain constant is absurd. GVEA will net likely 
be able to increase the capacity at Haaly when this 
price occurs. Ae a result”, it will ba naceesary to 
ship the coal aithar north or south at a substantial 
cost.

Paga 9 : It ia true that MAPCO pays a fee for insert­
ing #4 fuel oil baok into the pipeline. However, the 
implication is that it effectively costs MAPCO money 
to get rid of this oil. Actually, MAPCO still earns 
money, but less, due to the penalty and transporta­
tion. HRA statas that the price for oil at $20/331 
should be 39<r/gal since the price of this oil ia cur­
rently 33d/gal in Fairbanks while the world oil price

- 2 -



if S17/3BL. Actually, GVEA pays now a price cf 415 
while the world oil price is about S18/33L.
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May 13, 1987

RE: Response of Golden Valley Electric Association to House Research Agency
"Railbelt Intertie Analysis - Research Request 87.253"

Dear Legislator:

May 12, 1987 I received a copy of the referenced analysis. Our reply to this analysis has 
been prepared very quickly because the Legislature adjourns in five days. I certainly 
understand that Ms. Fay was also required to respond to APA's analysis very quickly and 
that her experience associated with electric utilities, and particularly generation and 
transmission systems, is limited. This is meant as a compliment tr .»e hard work she 
expended in preparing the analysis.

The Research Agency analysis is so seriously flawed in the following critical areas that 
its conclusions must be dismissed:

1. Load growth projections
2. Fuel price predictions

A  third area of m y  concern involves the tone of the analysis perhaps more than any 
technical considerations. For example, when Ms. Fay assesses the benefits of the present 
interim intcrtie between Fairbanks and Anchorage, she states that the State is receiving 
no return on its equity investment. The return on this equity investment is being 
received by the consumers of the Railbelt every day. I submit that there are rather few 
State investments which can demonstrate such benefits and yet impose no ongoing 
operational costs upon the State because the users are paying 100% of the costs 
associated with the investment. The interties, like roads, bridges, community centers, 
etc. are long-life facilities (35-50 years) and therefore must be sized initially to 
accommodate usage levels over their entire use-lives. Although the cost-benefit ratio 
of the interties relative to direct benefits is near one, the combination of direct and 
indirect benefits to the consumers of the State of Alaska over the life of tne project 
makes the investment prudent. All seven railbelt utilities and the Railbelt Energy 
Council disagree with Ms. Fay's final conclusion on page 10 that states "...the economic 
benefits of upgrading the Anchorage-Kenai and Anchorage-Fairbanks interties do not 
justify the projects at this time." I submit that even if the Research Agency load growth 
and fuel price assumptions were correct, that the interties are a wise investment which 
will serve over three-quarters of the State's residents now and for several generations. I 
guess T m  more than a little bit concerned that the Research Agency would submit this 
flawed analysis to legislators and pretend that it should replace the recommendations of 
the seven Railbelt electric utilities and the Railbelt Energy Council concerning 
expenditures from the Railbelt Energy Fund. Due to the limited time before the 
legislature adjourns, I will respond to only a few areas of concern with the Research 
Agency analysis. My comments will relate to the Fairbanks area. M y  fellow utility 
managers are responding as quickly as possible to the flaws in the Research Agency's 
analysis concerning the South-Central and Kenai systems.



Capacity

The Research Agency has made several wrong assumptions relative to Fairbanks 
capacity, including but not limited to counting Chena 1, 2, 3 and 4 as operable units. 
These units are ancient and either severely restricted by D E C  or, as in the case of #4, 
are actually totally inoperable. They have also counted the proposed A E M  25-megawatt 
P U R P A  generation in their capacity calculation. This is absurd. This Callfornia-ldaho 
based outfit does not have a site, permit, fuel supply or contract with GVEA. We have 
been battling them before the Alaska Public Utilities Commission (APUC) since 1984 
principally because the contract they demanded that G V E A  sign would have resulted in a 
$10 million per year rate increase for our consumers. The proposed A E M  machine should 
not be counted. The 70-megawatt Fairbanks intertie should also not be counted as 
capacity since, unless G V E A  builds a 70 -M W generator in South Central, or participates 
in a new unit with one of the South-Central utilities, or purchases firm capacity from 
South Central utilities, the intertie is not able to be counted as G V E A  capacity.

The Research Agency makes some very serious errors in assuming that the capital costs 
of gas-turbines and coal-fired plants is identical. The cost of a coal-fired plant is 
typically 5 to 8 times higher than a similarly-sized gas turbine. It is also interesting that 
House Research seems persuaded that coal costs will net increase. The F M U S  coal price 
recently increased roughly 40% overnight and GVEA's coal price has tripled in 15 years.

Load Projections

House Research predicts a growth between 1986 and 2010 of 1/2% per year. This is 
ridiculous. During 1986 when our economy was in the pits, G V E A  grew at a weather- 
adjusted 6 %  in kilowatt hour sales. The first-quarter 1987 weather-adjusted growth rate 
is 2%, Since 1980, G V E A  peak demand has grown from 70-MW to 85-MW, an annual 
growth rate of 4 1/2%. Projecting this post-pipeline growth to 2010 would result in 
G V E A ’s peak hitting 240 MW. Adding M U S  would .ake the need to over 275 MW. GVEA's 
power requirements study, which was completed by C H 2 M  Hill, was used in the A P A  load 
projections. It is a conservative report when compared with past load growth and should 
not be replaced by the horseback Judgment of the Research Agency. G V E A  connected 
900 new services during 1988. Our applications for new services to date in 1987 are 
running only five behind last year. The Fairbanks economy is not sparkling, but our 
utility expects to continue to experience steady growth.

Intertie Usage

The Research Agency states that "the primary reason for the very low usage of the 
intertie in 1986 was the substantia^ decline In the price of diesel In Fairbanks and the 
consequent reduction of economic incentive to purchase over the intertie." Wrong! The 
primary reason for G V E A  operating oil-fired generators in winter 1986 related to: (1) 
G V E A  could not maintain adequate voltage levels with only its 25-MW Healy coal-fired 
unit running and no G V E A  oil-fired generation running in Fairbanks. During February 
1987 we completed installation of 32 megavars of capacitors at a cost of $750,000. This 
project enables us to now maintain voltage under peak load conditions with all G V E A
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units north of Healy shut down. (2) The F M U S  Chena 5, 20-M W  coal-fired unit was shut 
down for much of the past two winters. Attached is a m e m o  from our Dispatch 
Superintendent which demonstrates one of many occasions when the present intertie had 
insufficient transfer capability to supply all of G V E A  and F M U S  with only the Healy 
coal-fired unit on-line. This caused us to continue to run our oil-fired units. At no time, 
regardless of price, has the cost of oil in Fairbanks for any 30-day period been lov; 
enough to cause G V E A  to start an oil-fired generator in Fairbanks rather than purchase 
over the intertie. However, once a unit was started for other reasons, eg: voltage support 
or because the intertie capacity is insufficent, then the incremental cost from our North 
Pole unit was, during certain periods last winter, competitive with delivered Anchorage 
gas-fired kilowatt hours.

During April 1987, 24 million kwhs were purchased from the Anchorage area for a savings 
to Fairbanks consumers of over $300,000. Anchorage area consumers made a profit on 
these same sales of over $150,000. All of these cost and profit dollars were returned to 
the Railbelt consumers through automatic electric rate flow-through mechanisms.

Fuel Price

The Research Agency talks about inability to predict the Fairbanks liquid fuel price 
because of "imperfections in the Fairbanks fuel market." GVEA's oil price follows the 
world-market price of AN S  crude because of the cost-plus-margin contract G V E A  has 
with M A P C O .  Our cost runs about $9 a barrel over wellhead. A  $10 wellhead creates a 
G V E A  price of about 45 cents per gallon; a $15 wellhead creates a price of about 57 
cents per gallon. A  world price of $20 per barrel would mean a G V E A  cost of about 52 
cents per gallon, not 39 cents per gallon as projected by the Research Agency. The 
Agency also cites 33 cents per gallon price for liquid fuel in Fairbanks based on $17 per 
barrel world oil price. The actual number is 45 cents per our contract. Mr. Wright, 
manager of M A P C O ,  will confirm that M A P C O  has absolutely no intention of selling its 
liquid fuel below wellhead cost plus transportation. He has also indicated to us that he is 
developing markets for turbine fuel and, although he has offered some spot price deals 
during the past year, they must not be relied upon. The House Research Agency probably 
made their errors based on three factors: (1) spot prices. (2) Inaccurate information 
caused by the fact that GVEA's invoiced fuel price is an estimate based on previous 
months' prices. The rapid price increase in March 1987 through May 1987 has not shown 
up on GVEA's invoices because of the two-month delay in M A P C O  determining the actual 
cost of crude for each month. (3) G V E A  realizes a 6 cent per gallon discount on about 
10 million gallons per year of its purchases because of its assignment of royalty oil to 
M A P C O ,  The Research Agency's Table 4 is full of errors. For example, the July 1986 
price was 28 cents per gallon, not 12 cents per gallon. The result of these errors is the 
Research Agency's erroneous conclusion that no iritertie is needed and that Fairbanks 
should go merrily forth burning oil. The 50,000 residents this Cooperative serves strongly 
disagree!

Military Installation Demand

The Research Agency casually dismisses our projection that 30-MW of military electrical 
demand will be served by Fairbanks utilities. They ignore the fact that within the past 
year we have picked up the Murphy D o me AFS and over the past several years have 
picked up several other off-base sites. We are currently in negotiations to pick up the 
entire load at Fort Greely and expect success during 1987. We are now serving two 

megawatts of military housing at Fort Wainwright which was built during the past year.
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The military average cost per kilowatt hour is over 7 cents. We can provide power to the 
military for slightly more than half their cost. G V E A  can also help Fort Wainwright 
eliminate a serious environmental problem caused by ice fog which shuts the Richardson 
Highway down during very cold weather when their condensing pond generates fog. The 
fact of the matter is that G V E A  will be serving additional military loads in the future.

The House Research Agency concludes that because of insufficient fuel price 
differentials and insufficient demands for power, the interties are not feasible. Both of 
their reasons leading to the conclusions e full of errors; therefore, their conclusion is 
erroneous. The interties should be built liom the Railbelt Energy Fund as recommended 
by the Railbelt Energy Council and all seven Railbelt electric utilities as soon as 
possible.

Conclus ion



March 10, 1987

To: Bob Or r/ Mi ke Kelly

From: Ma rv in Riddle

Subject: A l as ka Intertie Usage

On Tuesday, M a r c h  3, 1987 we were preparing to shut down the North 
Pole generator and purchase power. F M U S ’s Chena 5 Plant was shut 
down for m a i n tenance.

In sche du li ng power, we discovered that the economy energy was 
available in' Anchor age and it would have been the cheapest source, 
but the combined system loads of G V E A  and FMUS were 105 MW. The 
Healy Plant should have been the only unit being run based on 
economics, but the Intertie is only capable of transmitting 70 MW,

Therefore, we were transmission line capacity deficient by 10 MW. 
Since we  could not decorrmit the No rth Pole unit, the economics 
changed and the line could not be loaded fully.

This has re oc curred six other days since March 3 and I suspect it 
will be a limiting factor through the entire mo nth of March.

J J u L t.t>
Miyr v i n

5/stem Di sp atch S: >t.
R i ddle

V _ _ ___________
TOTAL ~ •

----------  -------------------- — — — — — a



Introduced by Har.oski and Kcsch
RESOLUTION 87-39

CITY OF HOMER 
HOMER, ALASKA

A RESOLUTION OF THE HOMER CITY OOUNCIL SUPPORTING ADOPTION OF
CSSE-22 (FIN) WHICH WOULD DELETE ALASKA PUBLIC UTILITIES
COMMISSION: S REVIEW OF ERADLEY WHOLESALE POWER AGREEMENTS WITH
THE RAILBELT UTILITIES.
WHEREAS, th e  Homer C i t y  C o u n c il has c o n s is te n t ly  supported 

construction  o f the Bradley H yd roe lec tr ic  P ro je c t; and
WHEREAS, the Alaska Pub lic  U t i l i t i e s  Commission's (APUC’ s) review o f 

Bradley wholesale cower agreements w ith  the R a ilb e lt  U t i l i t i e s  may jeopard ize 
funding o f the p ro je c t; and

WHEREAS, CSSB-22 (FIN) would d e le te  A laska P u b lic  U t i l i t i e s  
Commission' s CAPUCs) review o f Bradley wholesale power agreements w ith  the 
R a ilb e lt U t i l i t i e s .

NCW, THEREFORE, BE IT  RESOLVED th a t the Common Council o f the C ity  o f 
Homer re s p e c tfu lly  urges passage o f CSSB-22 (FIN) which would de le te  Alaska 
P u b lic  u t i l i t i e s  Commission's (APUC's) review o f Bradley wholesale power 
agreements w ith  the R a ilb e lt  U t i l i t i e s .

BE IT  FURTHER RESOLVED th a t  the  C ity  Manager is  requested  to  
d is tr ib u te  copies o f th is  re so lu tio n  to  Governor Steve Cowper, all'members o f 
the le g is la tu re , the Alaska Municipal League and the Alaska Power A u th o r ity ,

DATED a t Homer, Alaska th is  1.1th day o f May, 1987.
CITY OF HOMER



May 8, 1987

P.O . Box Y, State Capitol 
Juneau, Alaska 99811-3100 

Mail Stop 3100 
(907) 465-3991

A L A S K A  S T A T E  L E G I S L A T U R E  

H O U S E  O F  R E P R E S E N T A T I V E S  

R E S E A R C H  A G E N C Y

MEMORANDUM

TO: Representative John Sund

ATTN: John Hartle

FROM: Ginny Fay VJ
Legislative^Analyst

RE: Alaska Public Utilities Jurisdiction and Senate Bill 22
Research Request 87.291

You requested that we analyze the effect of Senate Bill 22 (SB 22), 
attached on the Alaska Public Utilities Commission's (APUC) statutory 
authority to regulate utilities in the public interest. You were specific­
ally interested in: the regulatory process for setting wholesale power 
rates; the role of other states' public utility commissions in regulating 
wholesale electric power sales agreements; and whether state public utility 
commissions can annul or retroactively change wholesale power rates. You 
also asked that we provide information regarding the Alaska Power Author­
ity's (APA) statement that failure to pass SB 22 would "kill" the Bradley 
Lake project because t'ne APA's bonds would be considered "junk bonds" by 
financial institutions.

Senate Bill 22 would affect the regulation of utilities in Alaska in the 
following ways:

1. exempting wholesale power sales agreements between the APA and 
public utilities from the APUC's jurisdiction (Bill Section 1; 
Alaska Statute 42.05.431);

2. statutorily providing that all costs incurred by a utility in 
connection with a contract with the APA are prudent and allowable 
when the APUC sets that utility's rates (Bill Section 3; Alaska 
Statute 42.05.511);

3. exempting small electric and telephone utilities from APUC regula­
tion unless 25 percent of the utility's subscribers petition the 
commission for regulation [Bill Section 4; AS 42.05.711(e)]:



,
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4. exempting the APA from APUC regulation by specifying that the APA is 
not a utility (Bill Section 5; AS 42.05.711); and

5. specifying that military costs or kilowatt-hour sales are excluded 
from power cost equalization sales calculations (Bill Section 7; 
Alaska Statute 44.83.162).

Jurisdiction Over Wholesale Electrical Power Sales

Wholesale Power Rate Setting. In the contiguous states, all wholesale 
electrical• power sales transactions are regulated by the Federal Energy 
Regulatory commission (FERC). The FERC was given jurisdiction over whole­
sale power rates as a result of a 1964 U.S. Supreme Court decision. The 
Court's decision was based on the physical property of electricity--that 
one electron is indistinguishable from another. When electricity is sold 
at wholesale across state boundaries on large, integrated power grids, the 
state of origin--and thus, the state with regulatory jurisdiction--is 
indeterminable. As a result of this decision, the "bright line rule" was 
established; the role of the FERC is wholesale jurisdiction while retail 
jurisdiction is left to . e states.

The FERC sets wholesale power rates in much the same manner as retail rate 
setting is conducted by state public utility commissions (PUCs). Rate 
filings, terms and agreements are entered before the FERC, which then files 
a docket with its rate determination. It is not unusual for state public 
utility commissions to appear before the FERC to present state regulatory 
policy and practices to assure coordination of wholesale and retail rates. 
Part II of 16 USC exempts government facilities from FERC regulation of 
rates. Part I, however, provides for FERC regulation of all FERC licensees 
which are not otherwise regulated under state jurisdiction. Wholesale 
power sales agreements between the APA and regulated public utilities would 
fall under the jurisdiction of FERC if APUC regulatory jurisdiction is 
removed.

Role of PUCs in Other States. In all states, public utility commissions 
have full jurisdiction over retail rate setting of regulated utilities. 
The majority of regulated utilities in this country fall into the group of 
investor-owned utilities (IOUs). The IOUs often have their own retail 
customers in addition to selling wholesale power to other IOUs, public 
utilities, municipal utilities, and electrical cooperatives. Most whole­
sale power sales agreements are indirectly regulated by public utilities 
commissions through the planning and retail rate setting process. Because 
they have control at the planning and retail stages of power production, 
PUCs are generally not concerned about jurisdiction over wholesale rates.

^Robert Fitzgibbons, Associate General Counsel, Federal Energy Regula­
tory Commission, personal communication, May 7, 1987.



In contrast to Section 3 of SB 22, utilities in other states are held 
accountable for any "mistakes" made in wholesale agreements; the retail 
rate setting process includes a review of wholesale agreements for pru­
dence. Because PUCs do not directly regulate wholesale agreements, they 
cannot annul or retroactively change these agreements.

Most public utilities commissions coordinate or conduct statewide planning 
and demand forecasting and have the authority to certify the construction 
of electrical generation facilities and transmission lines. Certification 
by the PUC is based on additional supply facilities being consistent with 
the statewide plan and the demand forecast. In a growing number of states,
certification also requires demonstration that all demand-side management
and reduction options have been utilized and the supply option is the 
least-cost option. In California, Wisconsin, and the Pacific Northwest, 
compliance with the statewide energy plan assures that additional supply 
capacity will be considered "prudent"--and therefore eligible for inclusion 
in the utility's rate base. The policy of these states implies that if 
only required supply facilities are constructed and these are consistent 
with the long-term objective of preventing expensive over-capacity, then 
wholesale and retail electrical rates will be as low as possible.

Officials at the National Association of Regulatory Utility Commissions
(NARUC), National Conference of State Legislatures (NCSL), and in Wiscon­
sin, New York, California, and the Pacific Northwest states indicated that 
portions of SB 22 reflect Alaska's lack of energy planning and poor organi­
zational structure of energy agencies.2 They believe that the bill 
attempts to pass the cost of poor planning on to consumers by removing the 
APUC's authority to regulate. Section three of SB 22 results in the 
effective removal of APUC retail regulatory authority. They believe it is 
unlikely that federal laws and regulations will allow such a drastic meas­
ure or that this is ultimately in the public interest.

All of these officials were most concerned about section three of the 
bill. That section provides that all utility costs associated with APA 
contracts and/or projects are prudent. Charles Gray, with the NARUC, 
called it a "drastic provision that takes all possible authority away from 
the commission [APUC] and is not very desirable." Jerry Mendel, of Wiscon­
sin, referred to it is an automatic carry through--something that most 
states are actively trying to prevent. Mr. Mendel stated that "more impor­
tantly, this type of guarantee will make it hard to avoid sweetheart deals 
between the State and utilities." Julian Ajelo, of California, stated that 
section three "hamstrings the public utilities commission and essentially 
does away with the APUC. The basis of utility regulation is the 
determination of prudence and the ability to make that determination is in 
the public interest." Tom Foley, with the Northwest Planning Council, said

2These states were contacted because their regulation of public utili­
ties have been identified as models for the country.
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th a t  section  three "provides u t i l i t i e s  w ith  a ca rte  blanche." Terry Fox, 
o f  the New York Power A u th o r i ty  (NYPA), ind ica ted  th a t  he had "never heard 
o f  any p rov is ion  l i k e  th a t  be fo re ."  He said the New York Public U t i l i t i e s  
Commission in  no way exempts or au tom atica lly  deems prudent any purchases 
o f  NYPA power by New York u t i l i t i e s .  The NYPA e le c t r ic a l  power contracts 
are t re a te d  no d i f f e r e n t l y  than other wholesale power con tracts  in the 
s ta te .

In regard to  s ta te  re g u la t io n  o f  the APA, i t  is  d i f f i c u l t  to  compare th is  
w ith  o th e r s ta tes because o ther states do not have agencies s im i la r  to the 
APA. The c lo ses t approximation is  the New York Power A u th o r i ty .  The major 
d if fe re n c e  between the APA and the NYPA, however, is  the fa c t  th a t  the NYPA 
does not receive s ta te  funding. The NYPA must operate in  a competitive 
environment; i f  they cannot compete w ith  IOUs and f u l l y  pay fo r  the con­
s t ru c t io n ,  opera tion , and adm in is tra tion  o f  s ta te  f a c i l i t i e s ,  then they 
cannot b u i ld  them. The NYPA bonds fo r  construc tion  o f  generating and. 
transm ission f a c i l i t i e s ;  i t s  own revenues are used to secure the bonds. 
The s ta te  o f  New York incurs no expenses or l i a b i l i t i e s  from the NYPA.

Ju l ia n  A je lo ,  o f  C a l i fo rn ia ,  suggested th a t  ra th e r  than worry about which 
s ta te  agency has a u th o r i ty  over the other, i t  would make more sense to  give 
the APUC f a c i l i t y  s i t in g  a u th o r i ty  over a l l  u t i l i t i e s  inc lud ing  the APA. 
In a d d it io n ,  he ind ica ted  th a t  the APUC should perform the s ta te 's  energy 
planning and demand fo recas ting  func tions . This would balance the ro les 
and a u th o r i ty  o f  the APUC and APA, which would re s u l t  in  improved energy 
p o l ic y  and management. He stated th a t  the apparent nature o f  the APA 
re s u lts  in  i t  ac ting  l i k e  a u t i l i t y  and noted th a t  u t i l i t i e s  throughout the 
country have h i s t o r i c a l l y  over b u i l t  generating capacity and overestimated 
energy demand. C a l i fo r n ia 's  c e r t i f i c a t io n  and planning process e lim inates 
the a b i l i t y  o f  u t i l i t i e s  to  over b u i ld .

In regard to  the statement th a t  APUC ju r is d ic t io n  over APA wholesale power 
sales agreements would r e s u l t  in  APA having a junk bojid ra t in g ,  Mr. Fred 
E o f f  s ta te d  th a t  th is  "sounded a l i t t l e  extreme."3 He stated tha t 
f in a n c ia l  i n s t i t u t io n s  p re fe r  regu la to ry  s t a b i l i t y  but are not adverse to  
r e g u la to r y  o v e r s ig h t .  Only extreme re g u la to ry  overs igh t th a t  would 
jeopard ize  a f in a n c ia l  i n s t i t u t i o n 's  a b i l i t y  to receive payment would be 
avoided. Mr. E o ff d id  not believe APUC ju r is d ic t io n  would considered 
extreme re g u la to ry  o ve rs ig h t.  As a h is to r ic a l  note, Mr. E o ff said th a t in 
the  Washington P u b lic  Service Supply Company (WPSSC) s i tu a t io n ,  over 
capac ity , the i n a b i l i t y  to  s e l l  e le c t r ic a l  power and ra te  shock were much 
la r g e r  considerations to  f in a n c ia l  in s t i t u t io n s  and resu lted  in  th e i r  
withdrawal o f  f in a n c ia l  backing fo r  the Washington p ro je c ts .  The devastat­
ing e f fe c t  on ra te  payers and u t i l i t i e s  o f  these p ro jec ts  resu lted  in the 
planning e f f o r t  c u r re n t ly  under way in the P a c if ic  Northwest.

3Fred E o f f  i s  the  manager o f  northwest regional bond a c t i v i t i e s  o f
Boettcher & Company, Inc. which is  a stock and bond brokerage f i rm . Mr.
E o ff  is  located in  the f i r m 's  Seattle  o f f ic e .
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The APA p o s it io n  paper on SB 22 (attached) s ta tes  th a t  the s ta tu tes  as 
c u r re n t ly  w r i t te n  present a c o n f l i c t  because the APUC has no ju r is d ic t io n  
over the APA but has ju r is d ic t io n  over the wholesale power sales agreements 
to  which the APA is  a pa rty . The APUC's j u r is d i c t io n  over contracts
invo lv ing  the APA stems from i t s  ju r is d ic t io n  over the regulated u t i l i t i e s
th a t are p a rty  to  the con trac ts . This does not c o n s t i tu te  a s ta tu to ry
c o n f l i c t ;  the fa c t  th a t  the APUC does not have ju r is d i c t io n  over the APA
does not imply th a t  i t  should not have ju r is d ic t io n  over any a c t i v i t y  to  
which the APA is  a pa rty .

The exemption o f  wholesale power sales agreements from APUC ju r is d ic t io n  is  
not ob jectionab le  from the standpoint o f  the p u b lic  interest--PUCs in most 
states do not regula te  wholesale power sales. However, to  extend the 
exemption to  r e t a i l  ra te  s e tt in g  by autom atica lly  deeming prudent a l l  APA 
a c t iv i t ie s  and p ro je c ts  is  a ra th e r  rad ica l p rov is ion  and, according to  the 
u t i l i t y  regu la to rs  I contacted, is  c le a r ly  not in the  pu b lic  in te re s t .

Given the c u r re n t  excess generating capacity in  the R a i lb e l t ,  i t  is  
possible th a t  the APUC would consider u t i l i t y  purchases o f  r e la t i v e ly  
expensive Bradley Lake power imprudent and, thus, would not a llow  Bradley 
Lake costs to  be considered in the u t i l i t i e s '  ra te  s tru c tu re .  In th is  
sense, the statement th a t  f a i lu r e  to  pass SB 22 could k i l l  Bradley Lake is  
accurate, but the reason is  not th a t  junk bonds w i l l  ra ise  the p r ic e  o f  
power and prevent an agreement on power sales. In fa c t ,  passage o f  SB 22 
does not ensure th a t  Bradley Lake can proceed unhindered by regu la to ry  
overs igh t.

Removal o f  APUC ju r is d ic t io n  over wholesale power sales agreements w i l l  not 
solve the Bradley Lake power sales agreement problem. One problem w ith  
sales agreements stems from planned Public U t i l i t y  Regulatory Po licy  Act 
(PURPA) energy p ro je c ts  in  the R a i lb e l t  (see attached memorandum on PURPA 
f a c i l i t i e s  and t h e i r  re g u la t io n ) .  Because o f  dockets already f i l e d  w ith  
the APUC by PURPA f a c i l i t i e s ,  e i th e r  the APUC or FERC w i l l  be required to  
intervene under federal law in the Bradley Power Sales Agreement. In 
e f fe c t ,  PURPA requires u t i l i t i e s  to  purchase power from PURPA f a c i l i t i e s  
before purchasing more expensive power.

As mentioned above, Part I o f  16 USC requires th a t  FERC regula te  a l l  FERC 
licensees th a t  are not regulated by s ta tes . Iri e f fe c t ,  e i th e r  the State 
must regulate  i t s  u t i l i t i e s  o r  the federal government w i l l  in tervene. I t  
is  h ig h ly  u n l i k e l y  t h a t  R a i lb e l t  u t i l i t i e s  w i l l  sign a power sales 
agreement f o r  Bradley Lake power unless ju r is d ic t io n a l  com plexities are 
resolved. While passage o f  SB 22 would remove APUC o vers igh t, the problem 
would not be resolved because the FERC would be required to  step in  and 
assert i t s  a u th o r i ty  under PURPA and Part I o f  16 USC. U lt im a te ly ,  planned 
PURPA f a c i l i t i e s  and excess capacity  in the R a i lb e l t  may render the 
R a i lb e l t  u t i l i t i e s  unable to  include the purchase o f  Bradley Lake power in  
t h e i r  ra te  s t ru c tu re .  This conclusion implies th a t the APA's estimate o f  a 
2 percent in te re s t  ra te  increase could be o p t im is t ic ;  Bradley Lake bonds 
may be d i f f i c u l t  to  s e l l  even at much higher in te re s t  ra te s . The issue is  
not who has ju r is d ic t io n  over Bradley Lake power sa les , but th a t  any regu­
la to ry  a u th o r i ty  might question the prudence o f  the  Bradley Lake p ro je c t  
because o f  PURPA f a c i l i t i e s  and e x is t in g  over capac ity .
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Regulation o f  Small E le c tr ic a l  and Telephone U t i l i t i e s

Section 4 o f SB 22 provides fo r  the automatic regu la to ry  exemption o f  e le c ­
t r i c  and telephone u t i l i t i e s  th a t  gross less than $50,000 annually or have 
fewer than 500 subscribers. As o f  June 30, 1986 there were 307 c e r t i f i ­
cated u t i l i t i e s  in  Alaska, o f  which 117 are regula ted. This section pro­
vides fo r  the exemption o f  17 o f  these 117 regulated u t i l i t i e s .  Under 
Alaska Sta tute  42.05.712, a u t i l i t y  or a cooperative can--by a vote o f  i t s  
subscribers or members--be deregulated. This s ta tu te  also allows fo r  
exempt u t i l i t i e s  or cooperatives to  become regulated by the same process. 
At le a s t two o f  the 17 u t i l i t i e s  th a t would au tom atica lly  be deregulated by 
the passage o f  SB 22 were p rev iously  exempt but voted to  be regula ted. I t  
is  unclear whether th is  law would again deregulate them and requ ire  another 
vote fo r  deregulation I t  has been suggested th a t  th is  s ta tu to ry  exemption 
removes the f in a n c ia l burden o f  re g u la tio n  from small u t i l i t i e s .  In cases 
where a f in a n c ia l  burden does e x is t ,  the vo ting  procedure o f  AS 42.05.712 
can deregulate the u t i l i t y .  The APUC c u r re n t ly  encourages a deregulation 
vote when i t  determines th a t  the cost o f  regu la tion  exceeds the b e n e f its .

Removal o f  M i l i t a r y  Costs from Power Cost Equalization C alcu la tions

While the APUC believes th a t i t  is  reasonable to  remove the cost o f  
m i l i t a r y  power from power cost equa liza tion  c a lc u la t io n s , the APUC would 
l i k e  to  conduct a cost o f  service in v e s t ig a t io n  on a case-by-case basis to 
assure th a t  power, cost equa liza tion  revenues are a lloca ted  f a i r l y  between 
ru ra l  communities w ith  and w ithou t m i l i t a r y  e le c t r ic a l  u t i l i t y  c l ie n ts .  
This is  because m i l i t a r y  power purchases may lower the cost o f  e le c t r ic a l  
services in  the community and any cost margin received by the u t i l i t y ,  
should also be considered.

I hope you f in d  th is  in form ation use fu l.  I f  you have any questions or 
would l i k e  addit iona l in fo rm ation , please c a l l .

Attachments



ALASKA POWER AUTHORITY 

P o s it io n  Paper 

SPONSOR SUBSTITUTE FOR SENATE BILL NO. 22

The Alaska Power A u th o r i ty  supports enactment o f  SSSB 22. S p e c i f ic a l ly ,  
Sections 1, 2, 4 and 5 o f the b i l l ,  provide fo r  amendments which would 
exempt wholesale power agreements between the Alaska Power A u th o r i ty  and 
a public  u t i l i t y  from review or approval by the Alaska Public U t i l i t i e s  
Commission (APUC). Enactment o f  th is  le g is la t io n  is  essentia l to  the 
program o f  revenue bond f in a n c in g  o f  the Bradley Lake H ydroe lec tr ic  
P ro jec t.

The need fo r  enactment o f  SSSB 2L is  due to  a 1986 amendment to APUC 
le g is la t io n .  The amendment gives the APUC a u th o r i ty  to review in 
advance and approve wholesale power agreements betv/een pu b lic  u t i l i t i e s .  
Once the agreements are in  e f f e c t ,  the APUC may also order the p a r t ie s  
to  the agreement to renegotia te  the agreement i f  the 'APUC determines 
th a t the r e t a i l  power rates are not ju s t .  Where the p a r t ie s  are unable 
to  agree to  an amendment, the APUC may order the p a r t ie s  to proceed 

3  under the agreement's d ispute re s o lu t io n  procedures.

The 1986 amendment was pa rt o f  a complex, lengthy and co n tro ve rs ia l 
package o f amendments w i th in  the "sunset" re a u th o r iz a t io n  b i l l  f o r  the 
Alaska Public  U t i l i t i e s  Commission. The e f fe c t  o f  the amendment on the 
Alaska Power A u th o r i ty ,  i t s  wholesale power agreements, and the Bradley 
Lake agreement in  p a r t ic u la r ,  was never addressed to the 1986 L e g is la ­
tu re . Consequently, we are now presented w ith  a s ta tu to ry  c o n f l i c t .  
The Power A u th o r i ty  is exempt by s ta tu te  from the APUC's ju r is d i c t io n .  

- - On the o ther hand, the APUC has ju r is d ic t io n  over wholesale power
agreements to  which the Power A u th o r i ty  is  a p a r ty .

Without an amendment, to  c o r re c t  th is  anamoly, general c i v i l  cons truc tion  
cannot commence th is-season. Bond financ ing  w i l l  be jeopardized fo r  a t 
le as t two reasons. The lengthy hearing process and any subsequent 
l i t i g a t i o n  a r is in g  out o f  the APUC's orders would delay co n s tru c t io n  o f  
Bradley and u l t im a te ly  jeopardized t im e ly  bond financ ing  o f  the p ro je c t .  
Moreover, i f  the APUC can order ne go t ia t io n  o f  power sales con trac ts  in  
e f fe c t ,  bondholders w i l l  not be able to. re ly  on the power sales con­
tra c ts  and the rates which are the basis fo r  the co n tra c ts .

The Alaska Power A u th o r i ty  Board o f  D irec tors  met on February 27, 1987, 
and unanimously adopted attached Resolution 1987-05, which supports 
le g is la t io n  to be introduced during the 1987 L e g is la t iv e  session, f o r  
the purposes o f c la r i f i c a t i o n  th a t  the Alaska Power A u th o r i ty  and i t s  
wholesale power agreements would be s p e c i f i c a l l y  excluded from the 
ju r is d ic t io n  o f APUC.

Add itiona l background in fo rm ation  o u t l in in g  the need fo r  enactment o f 
SSSB 22 is  provided in the attached memorandum (dated March 9, 1987) 
from the Alaska Power A u th o r i ty  bond counsel o f  W ohlforth , F l i n t ,  and 
Gruening.

8629/663/1



A l a s k a  P o w e r  A u t h o r i t y

addendum to Alaska Power A u th o r i ty  P os it ion  Paper
SSSB 22

I f  SB 22 is  enacted:

° Allows Bradley co n tra c ts  to be signed and executed in a t im e ly
basis fo r  co n s tru c t io n  to  meet u t i l i t i e s '  schedules o f need.

° Provides c e r ta in ty  to  wholesale power ra te  based on terms and
prov is ions f ix e d  in  co n tra c t  and not sub ject to fu tu re  
adjustment.

0 Prevents d u p l ic a t io n  o f  review by State agencies. Public
in te r e s t  a lready served by Alaska Power A u th o r i ty  involvement.

0 Lowers costs to consumers through lower in te re s t  rates on
long-term  debt.

° Lowers APUC review costs .
0 E lim inates p o s s ib i l i t y  o f  c o n f l i c t in g  in te rp re ta t io n s  o f

con trac tua l terms by two s ta te  agencies both assisted by the 
Dept, o f  Law

I f  not enacted:

° The p ro v is io n  fo r  a d ju s t in g  rates in  the fu tu re  lowers the
ra t in g  o f  the long-term  debt to less than investment grade 
(A -ra ted  to " ju n k "  bond.^*

° Unable to have former con trac ts  u n t i l  APUC re-reviews a l l
power supply option  stud ies a lready performed by 0MB, l e g is la ­
tu re ,  u t i l i t i e s  and t h e i r  respective  boards, and Alaska Power
A u th o r i ty  a n d . i ts  Board ( in c lu d in g  fo u r  commissioners).

° No basis f o r  fu tu re  dec is ions.
0 Delaying Bradlfey Lake by one year could increase cons truc tion

costs by approximately $10 m i l l io n  ( less any addit iona l 
a rb it ra g e  e a rn in g s .)

■ — ̂  ••■■■....... ■■ ■ ■ ■ ■ 1 ■ ■■ ■ i ■■■ ■ ■——

In te re s t  ra te  could increase 1.5 to  2.Q percent.
Based on $175 m i l l io n  in  debt and 8.0 percent and 9.75 percent 
in te r e s t  ra te  fo r  w ith  and w ith o u t exemption, re s p e c t iv e ly , 
debt se rv ice  would increase by approximately $2.7 m i l l io n  per 

. year -  $81 m i l l io n  over l i f e  o f  bonds.

8652/723/1
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A L A S K A  S T A T E  L E G IS L A T U R E  
H O U S E  O F  R E P R E S E N T A T IV E S  

R E S E A R C H  A G E N C Y

P.O. Ook Y . Slate Capital 
Juneau, Alaska 99811-5 00 

Mail Stop 3100 
(907) 465-3991

A p r i l 8 ,  1 9 8 7

MEMORANDUM

TO: Representative Sam Cotten

FROM: Ginny Fay
L e g is la t iv e /A n a l.^ t

RE: R a i lb e l t  Energy Analysis
Research Request 87.114 (Supplemental In form ation)

As part o f  th is  agency's analysis o f R a i lb e l t  energy, you requested tha t we 
p rov ide add it iona l in form ation on cogeneration and small e le c t r ic a l  power 
f a c i l i t i e s  th a t are covered under the P u b lic  U t i l i t i e s  Regulatory Policy 
Act (PURPA) o f  1978. These fa c iM t ie s  were genera lly  re fe rre d  to  as PURPA 
generators in our memorandum o f  March 18. This memorandum i n i t i a l l y  covers 
the regu la to ry  a u th o r i ty  pursuant to  PURPA and an overview o f  how these 
a l te rn a t iv e  energy regu la tions  have a f fe c te d  e le c t r ic a l  power generation in 
the United States. This is  followed by a discussion o f  the potentia l 
e f fe c ts  o f  State financing  o f the Bradley Lake p ro je c t  on these types of 
f a c i l i t i e s  in the R a i lb e l t .  This inc ludes a discussion o f  the ro le  o f  the 
Alaska P ub li-  U t i l i t i e s  Commission (APUC) and Federal Energy Regulatory 
Commission (FERC) in the Bradley Lake Power Sales Agreement.

Regulatory Background and A u tho r ity

P re c ip i ta te d  by the Arab o i l  embargo in 1973 and fu r th e r  accentuated by the 
i n a b i l i t y  o f  p ipe lines  to de live r n a tu ra l gas to meet w in te r  demands, 
le g is la t io n  was proposed by President C a r te r  to  curb America's use o f o il
and gas. 
dependence 
resources, 
passage o f  
President on

The le g is la t io n  was designed to e lim ina te  
on fo re ign  o i l  while s im ultaneously conserving 1 

The re s u lt  o f  the a d m in is tra t io n 's  le g is la t iv e  
the National Energy Acts which were signed 
November 9, 1978.1

the country's 
scarce" natural 
package was the 
•nto law by the



Contained w i th in  the Public U t i l i t i e s  Regulatory P o licy  Act o f 1978 ( PURPA1 
were two sections regarding sm all power production and co g e n e ra t io n /  
The PURPA was designed to encourage conservation and e f f ic ie n c y  in energy 
use, re g u la te  wheeling o f  bulk power, and provide incentives fo r  in d u s tr ia l  
cogenerators and small power p ro d u ce rs /

At present, sm all-sca le  renewable technologies are not a major fa c to r  in 
the n a t io n 's  overa ll e le c t r i c i t y  supply, accounting fo r  less than one-ha lf 
o f  one percent o f  to ta l  generating capacity. T ra d i t io n a l  u t i l i t y  forecasts 
o f  e l e c t r i c i t y  supplies have not even included these resources in  capacity 
p la n n in g /  C urren tly , w ith  o i l  prices f a l l i n g ,  renewable energy tax 
cred its  being phased out, and cutbacks in federal research and development 
support, th e re  is  a tendency to  down play the  fu tu re  ro le  o f  renewable 
te c h n o lo g ie s /  Market penetration o f  renewable technologies is  grow­
ing, however, and most have a t t r a c t iv e  features— in c lu d in g  short lead time, 
modular design c h a ra c te r is t ic s ,  reduced environmental impacts, and 
in f la t io n - p r o o f  fue l c o s ts - - th a t  make them e s p e c ia l ly  appropriate fo r  
deployment in  today 's  uncerta in  u t i l i t y  planning e n v iro n m e n t/

Although th e  p o rt ion  o f  e le c t r ic a l  power generation provided by 
cogeneration and small power f a c i l i t i e s  remains sm all, tremendous growth 
has occurred in  the a p p lica t io n  o f these technologies during the years 
since enactment o f  PURPA (Figure 1). Whether measured by the increase in 
to ta l  d o l la r s  expended on cogeneration equipment and re la ted  systems, by 
the number o f  app lica tions  fo r  qua lify ing  f a c i l i t y  s ta tus  f i l e d  w ith the 
Federal Energy Regulatory Commission (FERC), o r  by the increase in the 
nation 's  e le c t r i c a l  capacity contributed by PURPA systems, i t  is  c le a r  th a t  
these f a c i l i t i e s  are beginning to  contr ibute  s ig n i f i c a n t ly  to America's 
energy supply and have become an important fa c to r  in  planning fo r  the 
nation 's  energy needs to  the year 2000.' Table 1 provides in form ation 
regarding p o te n t ia l  e le c t r ic a l  power production by cogeneration.

Representative Cotten
April 8, 1987
Page 2

^Section 201, 92 S ta t.  3134, 16 U.S.C. § 796(16) through (22), and §210,
92 S ta t.  3144, 16 U.S.C. § 824a-3.

^Cogeneration is  the sequential production o f  both e le c t r ic a l  (or
mechanical) energy and thermal energy from the same primary energy 
source.

^The exception to  th is  is  C a l i fo rn ia ,  which has adopted an avoided cost 
methodology fo r  e le c t r ic a l  capacity production.

^Scott A. Fenn, "Renewable Power Generation: Beyond the Shakeout," Pub- 
1ic U t i l i t i e s  F o r tn ig h t ly . November 13, 1986, p. 24.

61bid., p. 25.

^Michael J .  Zimmer and Beverly E. Jones, "Cogeneration: Boon or Bane to 
Consumers?" Public U t i l i t i e s  F o r tn ig h t ly . June 12, 1986, p. 23.



Source: Fenn, op. c i t . ,  p. 27
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This growth in cogeneration and renewable energy f a c i l i t i e s  has not been 
achieved w ithout some d i f f i c u l t i e s .  The struggle  often has involved a 
port ion  o f the energy industry which could stand to gain the most from a 
cooperative partnership w ith  these budding techno log ies--the  e le c t r ic  
u t i l i t i e s .  The suppliers and developers o f these newer energy
technologies have not been dominated by the t ra d i t io n a l  u t i l i t y  industry . 
The u t i l i t y  indus try , w ith  a few notable exceptions, has been content to 
a llow n o n u t i l i t y  companies to develop and serve as a proving ground fo r
these h ig h - r is k  new technologies. Development o f  renewable technologies is
being ca rr ied  out p r in c ip a l ly  by a diverse group o f  n o n u t i l i t y  developers
ranging from m u lt ina t iona l aerospace and petroleum companies to small, 
entrepreneuria l firm s founded on the work o f  a s ing le  in ves to r. One o f  
the p r in c ip a l in te n ts  o f  PURPA was to  f a c i l i t a t e  the incorpora tion  o f  these 
technologies in to  the e le c t r ic a l  regu la to ry  process and markets and thereby 
encourage t h e i r  development.

The resistance o f  u t i l i t i e s  is ,  in pa rt,  a re s u lt  o f  a broader re s t ru c tu r ­
ing o f  the e le c t r ic a l  production indus try . T ra d i t io n a l ly ,  e le c t r ic  u t i l i ­
t ie s  have enjoyed geographic monopolies under conditions o f  ra p id ly  growing 
power consumption. The nationwide decline in growth o f  e le c t r ic a l  demand,
coupled w ith  increased competition from unregulated in du s tr ie s  (such as the 
producers o f  in su la t io n  and more e f f i c ie n t  l ig h t in g  systems) and other 
u t i l i t i e s  marketing surplus power, has made the production o f  e le c t r i c i t y  a 
more com petitive  indus try . Perhaps the most important new form o f  
competition fo r  e le c t r ic  u t i l i t i e s  in the long run, however, is  the 
emergence o f  n o n u t i l i t y  power producers s e l l in g  power to the g r id  under 
p rov is ions o f  the PURPA. 0

With the development o f PURPA, Congress gave t i e  FERC a mandate to 
prescribe ru les  as i t  determined nec'ssary to  encourage cogeneration and 
renewable power production. Those ru les were to requ ire  e le c t r ic  u t i l i t i e s  
to o f fe r  to  purchase e le c t r ic  energy from PURPA f a c i l i t i e s  (re fe rre d  to  as 
" q u a l i fy in g  f a c i l i t i e s " ) .  The regula tions were to  eosure th a t  the rates 
fo r  such purchases would be ju s t  and reasonable to  the consumers o f  the 
e le c t r i c  u t i l i t i e s  and in  the pub lic  in te re s t ,  would not d isc r im ina te  
against the PURPA f a c i l i t y ,  and would re s u lt  in a ra te  which would require  
the u t i l i t y ' s  customers to  pay no more than they would have paid fo r  e lec ­
t r i c i t y  had the u t i l i t y  produced the e le c t r i c i t y  or purchased i t  from 
another source. 1 Thus, the p r ice  a u t i l i t y  would pay fo r  e l e c t r i c i t y  
produced by a q u a l i fy in g  f a c i l i t y  would equal the u t i l i t y ' s  "avoided 
c o s t . "

8 Ib i d .

9Scott A. Fenn, "Renewable Power Generation: Beyond the Shakeout,"
p. 26.

101bid . ,  p. 24.

1^PURPA § 210(b), 16 U.S.C. § 824a-3(b).
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Rates fo r  e le c t r i c i t y  purchased from q u a l i fy in g  f a c i l i t i e s  (QF) by e le c t r ic  
u t i l i t i e s  based on avoided costs f a l l  genera lly  in to  two categories: cap i­
ta l  costs and running or operating costs. The QF is  e n t i t le d  to a capacity 
payment when the u t i l i t y  can avoid the ca p ita l  costs o f  b u ild in g  a new gen­
e ra ting  u n it  by purchasing e le c t r i c i t y  from the QF. Whether o r not the 
u t i l i t y  must incur cap ita l cost^ to  supply the needs o f  i t s  customers, the 
u t i l i t y  is expected to save operating costs when i t  purchases e le c t r i c i t y  
from a QF instead o f  producing the e le c t r i c i t y  from i t s  own p lan ts . The 
operating cost savings are intended to be passed on to  the QF in the form 
o f  energy payments. 2 The conditions under which capacity  costs should 
be included in avoided costs ca lcu la t io n s  has been the source o f  consider­
able debate on both the state and federal u t i l i t y  re g u la to ry  le v e l .  The 
debate is  a re s u lt  o f  both the regu la to ry  complexities o f  determining 
avoided costs and the balancing the in te re s ts  o f  u t i l i t i e s ,  q u a l i f ie d  
f a c i l i t i e s ,  and e le c t r ic  consumers.

Bradley Lake Pro ject Financing and Power Sales Agreement

The PURPA requires a pub lic  u t i l i t y  to  purchase e le c t r i c  power and energy 
from q u a l i fy in g  f a c i l i t i e s  at the u t i l i t y ' s  avoided cos t. As mentioned 
above, these avoided costs are the cost a u t i l i t y  would avoid by purchasing 
power from a q u a l i fy in g  f a c i l i t y  ra th e r  than generating power i t s e l f  or 
purchasing the power elsewhere. As a re s u l t  o f  the State subsidy o f  the 
Bradley Lake p ro je c t ,  avoided cost ca lcu la t io n s  fo r  the fou r planned 
R a i lb e l t  PURPA f a c i l i t i e s  can be expected to  be lower than otherwise would 
be l i k e l y .

The developers o f  a l l  four o f  the PURPA p ro jec ts  have f i l e d  complaints w ith  
the Alaska Public U t i l i t i e s  Commission (APUC) against the u t i l i t y  to  which 
they seek to  s e l l  power. Each complaint requests the APUC to determine 
the avoided cost the u t i l i t y  is  required to pay to  q u a l i fy in g  f a c i l i t i e s  
under PURPA. The complaints, and p a r t ic u la r ly  the SGI complaint, also seek 
to p r o h ib i t  the u t i l i t i e s  from making power purchases, such as from the 
Bradley Lake p ro je c t ,  th a t would e lim ina te  the need fo r  power from the 
p r iv a te  p ro je c t .

^R o b e r t  D. Stewart, J r . ,  "The Law o f  Cogeneration in  Oklahoma," Pub!ic 
U t i l i t i e s  F o r tn ig h t ly . November 27, 1986, p. 24.

^The fo u r  p r iv a te  sector power p ro jec ts  proposed in the R a i lb e l t  include 
AEM Corp. w ith  a 25 Mw "waste coal" p ro je c t  in  Healy s e l l in g  to GVEA;
SGI, Inc. w ith  a 50 Mw waste coal p ro je c t s e l l in g  to  AML&P; Mat-SU Energy
Corp. w ith  20 Mw peat f a c i l i t y  s e l l in g  to MEA; and Valley Energy Corp.
w ith  a 15 Mw p ro je c t f i re d  by wood chips s e l l in g  output to MEA.
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Under current State law--which requires the APUC to review wholesale power 
sales agreements--the s ign if icance  o f these f i l i n g s  are twofold, f i r s t ,  
because the q u a l i fy in g  f a c i l i t i e s  have f i le d  dockets p r io r  to the APUC 
review o f  the Bradley La*.e Power Sales Agreement, cap ita l costs o f  the 
Bradley Lake p ro je c t would be included in  the ca lcu la t io n  o f  avoided 
costs. The second fa c to r ,  however, is tha t because the Bradley Lake 
p ro je c t  is  the "competing" incremental power purchase, the avoided cap ita l 
cost would be reduced to the extent tha t the State subsidizes the 
construction  o f  Bradley Lake. Given the APUC's a u th o r i ty  under the 
cu rren t State law, Bradley Lake cap ita l costs would be included in  the 
c a lc u la t io n  o f  avoided costs fo r  the q u a l i fy in g  f a c i l i t i e s  in  the 
R a i lb e l t .

I f  Senate B i l l  22--which re t ro a c t iv e ly  removes APUC's a u th o r i ty  to review 
wholesale power sales agreements--is passed, a second scenario re s u lts  in 
which Bradley Lake cap ita l costs would not be included in the ca lcu la t io n  
o f  avoided costs fo r  power purchases from q u a l i f ie d  f a c i l i t i e s .  This is  
based on the assumption th a t the R a i lb e lt  u t i l i t i e s  w i l l  have entered in to  
the Bradley Lake Power Sales Agreement and w i l l  have no fu r th e r  need fo r  
e le c t r ic a l  power generation capacity. Once a generating f a c i l i t y  (e .g . ,  
Bradley Lake) has been constructed, i t s  cap ita l cost cannot be considered 
part o f  a u t i l i t y ' s  avoided costs. 4 A f te r  the completion o f  the Bradley 
Lake p ro je c t ,  our analysis o f R a i lb e lt  demand (see our March 18 memorandum) 
ind ica tes  th a t there w i l l  be no addit iona l generating capacity requirements 
u n t i l  approximately 1998. Therefore, there would be no avoided cap ita l 
costs fo r  PURPA f a c i l i t i e s .  Removal o f  cap ita l costs in the avoided cost 
ca lcu la t io n s  can be expected to have a s ig n if ican t,  impact on the economic 
f e a s i b i l i t y  o f  planned PURPA generators in the R a i lb e l t .

Avoided costs are ca lcula ted on an ind iv idua l u t i l i t y  basis. I f  SSSB 22 is  
passed, only operating costs would be included in  the c a lc u la t io n  o f  
avoided costs. Because o f  the complexities and the v a r i a b i l i t y  o f  fac to rs  
in f luenc ing  these avoided cost ca lcu la tions  (such as what p o rt ion  o f  each 
u t i l i t y ' s  e le c t r ic a l  generation and/or purchases is  Bradley Lake power), i t  
is  d i f f i c u l t  to estimate the a f fe c t  o f  Bradley Lake power on avoided 
operating costs in  the R a i lb e l t .  In a recent le t te r - ,1 b Ted Moninski, o f  
the APUC, indicated th a t a f te r  the seven R a i lb e l t  u t i l i t i e s  have signed a 
con trac t re q u ir in g  them to  purchase Bradley Lake power, the avoided 
operating cost to be paid to a q u a l i f ie d  f a c i l i t y  would most l i k e l y  be the 
p r ice  o f  Bradley Lake power--providing the purchasing u t i l i t y  required

Even though Bradley Lake w i l l  not have been completed, the take or pay 
prov is ion  o f  the power sales agreement w i l l  commit the signing u t i l i t i e s  
to Bradley Lake generating capacity .

15 T.S. Moninski I I ,  l e t t e r  to Rep. Kay Brown, March 31, 1987.
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addit iona l p o w e r .^  The price  at which the Alaska Power A u thority  se lls  
e le c t r i c i t y  to the R a i lb e l t  u t i l i t i e s  becomes the increm enta l'cost fo r  the 
purchase o f  add it iona l power. I f  the u t i l i t y  had no power requirements in 
add it ion  to Bradley Lake power, the avoided costs would probably be below 
the cost o f  Bradley Lake power.

The pub lic  f inancing o f  the Bradley Lake p ro je c t would lower the cost o f 
Bradley Lake power. A q u a l i fy in g  f a c i l i t y  under p r iva te  f inancing might 
not be able to  provide power at the avoided cost re s u lt in g  from the public  
f inancing o f  the Bradley Lake p ro je c t .  Economic theory suggests tha t
p r iva te  f inancing o f  and production from PURPA q u a l i fy in g  f a c i l i t i e s  w i l l  
be less w ith  pub lic  funding o f  the Bradley Lake p ro je c t  than w ithout. 
This im plies th a t ,  u l t im a te ly ,  the S ta te 's  financing  o f  Bradley Lake w i l l  
probably d isplace or delay a t le a s t  a p o rt ion  o f  p r iv a te  f inancing and 
construction  o f  PURPA f a c i l i t i e s  in  the R a i lb e l t .  This is  based on the 
assumption th a t  the cost o f  Bradley Lake power would be considered the the 
incremental avoided cost.

I t  is  u n l ik e ly  th a t  Bradley Lake cap ita l costs would be excluded from 
avoided cost c a lc u la t io n s ,  however, because the PURPA also requires the 
APUC to  enforce the ob liga ted , regulated u t i l i t i e s  to purchase power from 
q u a l i fy in g  f a c i l i t i e s  at avoided cost. Because th is  is  a federal
re g u la t io n ,  t h is  aspect o f  the APUC's review o f  the Bradley Lake Power 
Sales Agreement cannot be e lim inated by the Alaska State L e g is la tu re 's  
removal o f  APUC's a u th o r i ty  to  review wholesale power sales agreements as 
proposed by SSSB 22. I f  APUC a u th o r ity  is  removed, a ffec ted  pa rt ies  would 
most l i k e l y  p e t i t io n  the APUC under the federal s ta tu te .  U lt im a te ly ,  the 
q u a l i fy in g  f a c i l i t i e s  would have standing in  federal d i s t r i c t  court and the 
matter would pass out o f  State ju r is d ic t io n  to  the FERC. I t  appears th a t
the State would re ta in  the g reatest leve l o f  con tro l over the Bradley Lake
Power Sales Agreements by not passing SSSB 22.

While there are r e la t i v e ly  few cases regarding the a p p lica t io n  o f  FERC 
regu la tions  in  a s i tu a t io n  analogous to  the R a i lb e l t 's  Bradley Lake p ro jec t 
and q u a l i fy in g  f a c i l i t i e s ,  one s im i la r  ru l in g  should be noted. In a docket 
pe rta in in g  to the Oglethorpe Power Corporation (RE81-56), the FERC decided 
th a t when a u t i l i t y  s e l ls  power a t wholesale to u t i l i t i e s  who in turn 
d is t r ib u te  e le c t r i c i t y  a t r e t a i l ,  i t  may c o l le c t iv e ly  excuse the in d iv id u a l '  
r e ta i l  u t i l i t i e s  from the o b lig a t io n  to  purchase power from the q u a l i fy in g  
f a c i l i t i e s  and instead allow the o b lig a t io n  to f a l l  upon the wholesale 
generation and transmission company. Under th is  FERC r u l in g ,  the 
Oglethorpe Power Corporation was required to purchase power and re s e ll  i t .  
This ru l in g  implies th a t  as part o f  the Bradley Lake Power Sales Agreement, 
the Alaska Power A u th o r ity ,  as the wholesale d is t r ib u to r  o f  e le c t r i c  power, 
could be required to  purchase and re s e ll  power from q u a l i fy in g  f a c i l i t i e s .

16I t  is  uncerta in , however, why the APUC would consider Bradley Lake 
power to be the basis fo r  determining avoided costs ra th e r  than any o f 
the u t i l i t i e s '  more expensive increments o f power.



The Oglethorpe decision is founded on the idea tha t the FERC ought to enjoy 
considerable la t i tu d e  in making sure tha t the goals o f  PURPA--the fos te r ing  
and encouragement o f  cogeneration and small power p ro d u c t io n - -w i l1 not be 
compromised. Thus, even though there is  no s p e c if ic  PURPA prov is ion  or 
regu la tion  allowing fo r  a waiver o f the o b lig a t io n  to purchase e le c t r i c i t y  
from a QF, the FERC decided th a t such a u th o r i ty  was im p l ic i t  where 
necessary to accomplish the stated s ta tu to ry  o b je c t ive . In Oglethorpe, 
tha t a u th o r i ty  rested upon a ca tcha ll clause in PURPA allow ing the FERC to 
adopt "such ru les as i t  determines necessary" to encourage cogeneration 
development. 7

In the case o f  Oglethorpe Power, the system was operated in  such a way tha t 
i t  was economically p ra c t ic a l fo r  the centra l wholesale arm to  coordinate 
a l l  QF purchases ra th e r  than to  incur the expense and inconvenience o f 
re q u ir in g  each r e ta i l  u t i l i t y  to develop and in s ta l l  an a d m in is tra t ive  and 
engineering s t a f f  fo r  QF purchase operations. Therefore, the system was 
allowed to concentrate QF purchases in one spot.

I t  should be noted th a t  small hyd roe le c tr ic  p ro jec ts  can be q u a l i fy in g  
f a c i l i t i e s  under PURPA. The Bradley Lake p ro je c t ,  however, exceeds the 80 
Mw capacity  l i m i t .

I  hope th is  in form ation is  use fu l.  I f  you have add it iona l question, please 
do not hes ita te  to contact me.

17Bruce W. Rastford, "Pages from the E d i to r ,"  Public U t i l i t i e s  F o r t­
n ig h t ly . November 28, 1985, p. 4.

181bi d .
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Introduced by Hanoski and Kosch
RESOLUTION 87-39

CITY OF HOMER HOMER, ALASKA

A RESOLUTION OF THE HOMER CITY COUNCIL SUPPORTING ADOPTION OFCS5B-22 (FIN) WHICH WOULD DELETE ALASKA PUBLIC UTILITIESCOMMISSION'S REVIEW OF BRADLEY WHOLESALE POWER AGREEMENTS WITHTHE RAILBELT UTILITIES.
WHEREAS, the Homer C ity  Council has consis ten tly  supported construction of the Bradley Hydroelectric Project; and
WHEREAS, the Alaska Public U t i lit ie s  Commission1 a (APUC's) review of Bradley wholesale power agreements with the Railbe lt U t i lit ie s  may jeopardize funding of the project; and
WHEREAS, CSSB-22 (FIN) would delete Alaska Public U t i l i t i e s  Commission's (APUC's) review o f Bradley wholesale power agreements with the Railbe lt U t i li t ie s .
NOW, THEREFORE, BE IT RESOLVED that the Common Council of the City o f Homer respectfu lly urges passage of CSSB-22 (FIN) which would delete Alaska Public u t i l i t i e s  Commission's (APUC's) review of Bradley wholesale power agreements with the Railbelt U t i lit ie s .
BE IT FURTHER RESOLVED that the City Manager is  requested to distribute copies of this resolution to Governor Steve Ccwper, a l l  members of the leg is la tu re , the Alaska Municipal League and the Alaska Power Authority.
DATED at Homer, Alaska this i lth  day o f May, 1987.

CITY OF HOMER

ATTEST:
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HRA Raoort on R a i lb e l t  In t e r t ie a  (May 9 , 1987)

Kan J o h n s o n  (AR2CA)

Page 2 : Adding a t ra n s fo rm e r a t P t . Mackenzie o rTaeland w i l l  not improve t r a n s fe r  c a p a b i li t y  to  Anchorage o r Fa irbanks —  con tra ry  to  HRA rep ox t,
a

As discussed in  the re b u t ta l paper to  HRA's Economic A na lys is o f  the  R a i lb e lt  In t e r t i e a ,  the load fo re c a s t  p repared by HRA f o r  the u t i l i t i e s  i s  a r t i ­f i c i a l l y  low . No r ig o ro u s  a n a ly s is  was performed to  a r r iv e  a t HRA's fo re c a s t  o f  demand.
The statement th a t  Tesoro " in tend s" to  s e l f -  genera te i s  w ithout any b a s is  as y e t . The assumption 

th a t  t h is  load  w i l l  be lo s t  ia  fa r - fe tc h e d .
Page 3 : K e l ly  Bhould comment on the lo ad  th a t wasp re v io u s ly  assumed to  be picked up by GVEA.
Page 5 : The HRA assumption th a t i t s  study is  b e tte rthan those prepared on b e h a lf o f  the APA i s  r id ic u lo u s  g iven  the time and e x p e r t is e  they have had a t t h e i r  d is p o s a l. ("C ast no t the f i r s t  s tone")
Page 6 : R a i lb e lt  Energy demand — HRA's a n a ly s is  hasno b a s is  in  e ith e r  e x p e rt is e  no r modeling c a p a b i li ­t i e s .
Page 7 : The statement regard ing  con tac t w ith staveSavory o f  Marathon was a t the le a s t  d isingenuous. cf cou rse , they ( o i l  and gas producers) are going to  downplay the d i f f e r e n t i a l  to  get a b e t te r  p r ic e . S eve ry 's  statement ia  s e lf - e e rv in g  and should be ig ­nored .
The "undecut" cou ld  be 70C/MHBTU as e a s i ly  as 60C c r 30d. Again, HRA ia  in  no p o s it io n  to  estim ate these coa ts and should admit to  i t .
Ena ta r argument th a t the d e liv e ry  c o s t i s  not a v c id t i o re  th a t th is  is  not a savings to  ra tep aye rs  ignores 
h a t i t  i s  r e a l ly  an Enatar s to ckh o ld e r problem . since



most o f -he d is t r ib u t io n  coBta a re  picked up by r a t a l !  customers o f Znstar and since the power g ene ra to r uaera o f  Enatar gas dc not pay f o r  much o f E na ta r'a  d ia t r ib u t io n  system, tha r e a l lo c a ­t io n  issue  i s  not ao s ig n i f ic a n t  aa Enatar makes ou t.
The argument alBO ignores the fa c t  th a t over tha same time th a t an e le c t r i c i t y  g ene ra to r using non -Ensta r gas is  going up, so a ls o  ia  E n a ta r'a  own r e t a i l  gas requ irem ent.
The argument th a t  new genera to rs cou ld  be p laced  a t Belugu to  avo id  b u i ld in g  the In t e r t i a  from Anchorage to  Kenai ignores the 
fa c t  th a t :

1) The capac ity  o f t h is  l i n e  ia  lim ite d  and th a t  CEA w i l l  
not tu rn  over capac ity  to  o th e rs  w ithout compensation (which ia  not accounted f o r ) .
2) Only one o r two u n ita  can be added a t  3e luga b e fo re  another l in e  muat be b u i l t  anyway.
j )  Having a l l  g enera to rs e a a e n t ia l ly  a t  Beluga v io la te *  every  p r in c ip le  o f prudent p lann ing  by not spreading r is k s .

Page 8 : The era argument about the re se rv e  Bharingv a lu e  o f the  in t e r t ie a  again ia  an in d ic a t io n  th a t th ey  do not underatand th a t  peak demand ia  h ig h ly  sen- a i t i v e  to  temperature Iowa in  w in te r and th a t  lo s s  o f lo a d  p ro b a b i li t y  ia  the p r in c ip le  barom eter f o r  d e ta r- m ining tim ing o f cap ac ity  a d d it io n  in  tha in d u s try .
Using the HRA'a own F igu re  3 in d ic a te s  th a t tha capac­i t y  s h o r t f a l l  occurs in  2006 ra th e r  than 2011 as in d i­cated f o r  the Kenai Penn isu la  in  the body o f  tha ra -  p o r t .
fQ uestion i: when d id  re s e rv e  sharing  b e n e fits  f i r s tshow up in  the Lotus re p o r t? )
The argument th a t GVEA's c o a l p r ic e  o f  $ 1 .3i/nm3TV w i l l  remain constant ia  absurd . GVEA w i l l  net l i k e ly  be ab le  to  in c rease  the capac ity  a t  Healy when th is  p r ic e  occu rs . As a r a s u lt ,  i t  w i l l  be necessary to sh ip  the c oa l e i th e r  n o rth  o r south n t  a su b s ta n t ia l c o s t .
Page 9 : I t  i s  t ru e  th a t  MAPCO pays a fe e  f o r  in s a r t -ing #4 fu e l o i l  baok in to  the p ip e lin e . However, the im p lic a t io n  is  th a t  i t  e f f e c t i v e ly  c o s ts  MAPCO ncnty to  ge t r id  o f th is  o i l .  A c tu a lly , MAPCO s t i l l  earns money, but le s s , due to  the p en a lty  and t ra n s p o r ta ­t io n .  HRA s ta te e  th a t the p r ic e  f o r  csil a t $20 /3bl shou ld be 390 /g a l s ince the p r ic e  o f  th is  o i l  is  c u r­r e n t ly  33C /gal in  Fa irbanks w h ile  the w orld  o i l  p r i c e
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i f  S17/3BL. A c tu a lly , GVEA pava now a p r ic e  c f 
w h ile  tha world o i l  p r ic e  ia  about S18/33L.
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GOLDEN V A L L E Y  ELECTRIC A S S O C I A T I O N  INC. Box 1249, Fa irbanks, A laska 9 9 7 0 7 -1 2 4 9 , P no n e 9 0 7 -452 -1 151

May 13, 1987

RE: Response o f Golden Valley E lectric Association to House Research Agency
"Railbe lt Intertie Analysis -  Research Request 87.253"

Dear Legislator:
May 12, 1987 I received a copy o f the referenced analysis. Our reply to this analysis has 
been prepared very quickly because the Legislature adjourns in five days. I certainly 
understand that Ms. Fay was also required to respond to APA's analysis very quickly and 
that her experience associated with electric utilities, and particu larly generation and 
transmission systems, is lim ited. This is meant as a compliment to the hard work she 
expended in preparing the analysis.
The Research Agency analysis is so seriously flawed in the following critica l areas that 
its conclusions must be dismissed:

1. Load growth projections
2. Fuel price predictions

A third area o f my concern involves the tone o f the analysis perhaps more than any 
technical considerations. For example, when Ms. Fa^ assesses the benefits o f the present 
interim intertie between Fairbanks and Anchorage, she states that the State is receiving 
no return on its equity investment. The return on this equity investment is being 
received by the consumers o f the Railbelt every day. f submit that there are rather few 
State investments which can demonstrate such benefits and yet impose no ongoing 
operational costs upon the State because the users are paying 100% o f the costs 
associated with the investment. The interties, like roads, bridges, community centers, 
etc. are long-life facilities (35-50 years) and therefore must be sized initially to 
accommodate usage levels over their entire use-lives. Although the cost-benefit ratio 
o f the interties re lative to direct benefits is near one, the combination o f direct and 
indirect benefits to the consumers o f the State o f Alaska over the life  o f the project 
makes the investment prudent. A ll seven ra ilbe lt utilities and the Railbelt Energy 
Council disagree with Ms. Fay's final conclusion on page 10 that states "...the economic 
benefits o f upgrading the Anch.orage-Kenai and Anchorage-Fairbanks interties do not 
justify the projects at this time." I submit that even i f  the Research Agency load growth 
and fue l price assumptions were correct, that the interties are a wise investment which 
will serve over three-quarters o f the State's residents now and fo r several generations. I 
guess Tm more than a lit t le  bit concerned that the Research Agency would submit this 
flawed analysis to legislators and pretend that it should replace the recommendations o f  
the seven Railbe lt e lectric utilities and the Railbelt Energy Council concerning 
expenditures from the Railbelt Energy Fund. Due to the limited time before the 
legislature adjourns, I w ill respond to only a few areas of concern with the Research 
Agency analysis. My comments w ill re late to the Fairbanks area. My fellow utility 
managers are responding as quickly as possible to the flaws in the Research Agency's 
analysis concerning the South-Central and Kenai systems.



Capacity
The Research Agency has made several wrong assumptions re lative to Fairbanks 
capacity, including but not limited to counting Chena 1, 2, 3 and 4 as operable units. 
These units are ancient and either severely restricted by DEC or, as in the case o f #4, 
are actually tota lly inoperable. They have also counted the proposed AEM 25-megawatt 
PURPA generation in their capacity calculation. This is absurd. This Californla-ldaho 
based ou tfit does not have a site, perm it, fue l supply or contract with GVEA. We have 
been battling them before the Alaska Public U tilities Commission (APUC) since 1984 
principally because the contract they demanded that GVEA sign would have resulted in a 
$10 million per year rate increase fo r our consumers. The proposed AEM machine should 
not be counted. The 70-megawatt Fairbanks Intertie should also not be counted as 
capacity since, unless GVEA builds a 70-MW generator in South Centra l, or participates 
in a new unit with one o f the South-Central u tilities, or purchases firm  capacity from 
South Central utilities, the intertie is not able to be counted as GVEA capacity.
The Research Agency makes some very serious errors in assuming that the capital costs 
o f gas-turbines and coal-fired plants is Identical. The cost o f a coal-fired plant is 
typically 5 to 3 times higher than a sim ilarly-sized gas turbine. It is also interesting that 
House Research seems persuaded that coal costs w ill not increase. The FMUS coal price 
recently increased roughly 40% overnight and GVEA's coal price has tripled in 15 years.
Load Projections
House Research predicts a growth between 1986 and 2010 o f 1/2% per year. This is 
ridiculous. During 1986 when our economy was in the pits, GVEA grew at a weather- 
adjusted 6% in kilowatt hour sales. The first-quarter 1987 weather-adjusted growth rate 
is 2%. Since 1980, GVEA peak demand has grown from 70-MW to 85-MW, an annual 
growth rate o f 4 1/2% . Projecting this post-pipeline growth to 2010 would result in 
GVEA's peak hitting 240 MW. Adding MUS would take the need to over 275 MW. GVEA's 
power requirements study, which was completed by CH2M Hill, was used in the APA load 
projections. It is a conservative report when compared with past load growth and should 
not be replaced by the horseback judgment o f the Research Agency. GVEA connected 
900 new services during 1986. Our applications fo r new services to date In 1987 are 
running only five behind last year. The Fairbanks economy is not sparkling, but our 
utility expects to continue to experience steady growth.
Intertie Usage.I- «•< »

The Research Agency states that "the primary reason fo r the very low usage o f the 
intertie in 1986 was the substantial decline in the price o f diesel in Fairbanks and the 
consequent reduction o f economic incentive to purchase over the intertie." Wrong! The 
primary reason fo r GVEA operating oil-fired  generators in winter 1986 related to: (1) 
GVEA could not maintain adequate voltage levels with only its 25-MW Healy coal-fired 
unit running and no GVEA oil-fired  generation running in Fairbanks. During February 
1987 we completed installation o f 32 megavars o f capacitors at a cost o f $750,000. This 
project enables us to now maintain voltage under peak load conditions with a ll GVEA

May 13, 1987
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units north o f Healy shut down. (2) The FMUS Chena 5, 20-MW coal-fired unit was shut 
down fo r much o f the past two winters. Attached is a memo from our Dispatch 
Superintendent which demonstrates one o f many occasions when the present intertie had 
insufficient transfer capability to supply a ll o f GVEA and FMUS with only the Healy 
coal-fired unit on-line. This caused us to continue to run our oil-fired units. At no time, 
regardless o f price, has the cost o f oil in Fairbanks fo r any 30-day period been low 
enough to cause GVEA to sta rt an oil-fired  generator in Fairbanks rather than purchase 
over the in tertle . However, once a unit was started fo r other reasons, eg: voltage support 
or because the intertle capacity is insufflcent, then the incremental cost from our North 
Pole unit was, during certain periods last winter, competitive with delivered Anchorage 
gas-fired kilowatt hours.
During April 1987, 24 million kwhs were purchased from the Anchorage area fo r a savings 
to Fairbanks consumers of over $300,000. Anchorage area consumers made a p ro fit on 
these same sales o f over $150,000. A ll o f these cost and p ro fit dollars were returned to 
the Railbe lt consumers through automatic e lectric rate flow-through mechanisms.
Fuel Price
The Research Agency talks about inability to predict the Fairbanks liquid fuel price 
because o f "Imperfections in the Fairbanks fue l market." GVEA’s o il price follows the 
world-market price o f ANS crude because o f the cost-plus-margin contract GVEA has 
with MAPCO. Our cost runs about $9 a ba rre l over wellhead. A $10 wellhead creates a 
GVEA price o f about 45 cents per gallon; a $15 wellhead creates a price o f about 57 
cents per gallon. A world price o f $20 per barre l would mean a GVEA cost o f about 52 
cents per gallon, not 39 cents per gallon as projected by the Research Agency. The 
Agency also cites 33 cents per gallon price fo r liquid fue l in Fairbanks based on $17 per 
barre l world oil price. The actual number is 45 eencs per our c ntract. Mr. Wright, 
manager o f MAPCO, w ill confirm that MAPCO has absolutely no intention o f selling its 
liquid fu e l below wellhead cost plus transportation. He has also indicated to us that he is 
developing markets fo r turbine fue l and, although he has offered some spot price deals 
during the past year, they must not be relied upon. The House: Research Agency probably 
made their errors based on three factors: (1) spot prices. (2) inaccurate information 
caused by the fact that GVEA's invoiced fu e l price is an estimate based on previous 
months' prices. The rapid price increase in March 1987 through May 1987 has not shown 
up on GVEA's invoices because o f the two-month delay in MAPCO determining the actual 
cost o f crude fo r each month. (3) GVEA realizes a 8 cent per gallon discount on about 
10 million gallons per year o f its purchases because o f Its assignment o f royalty oil to 
MAPCO. The Research Agency's Table 4 is fu ll o f errors. For example, the July 1986 
price was 28 cents per gallon, not 12 cents per gallon. The result o f these errors i3 the 
Research Agency's erroneous conclusion that no intertie is needed and that Fairbanks 
should go merrily forth burning oil. The 50,000 residents this Cooperative serves strongly 
disagree!
M ilitary Installation Demand
The Research Agency casually dismisses our projection that 30-MW o f m ilitary electrical 
demand w ill be served by Fairbanks utilities. They ignore the fact that within the past 
year we have picked up the Murphy Dome AFS and over the past several years have 
picked rp several other off-base sites. We are currently in negotiations to pick up the 
entire load at Fort Greely and expect success during 1987. We are now serving two 
megawatts o f m ilitary housing at Fort Wainwright which was built during the past year.



The military average cost per kilowatt hour is over 7 cents. We can provide power to the 
m ilitary fo r slightly more than h a lf their cost. GVEA can also help Fort Wainwright 
eliminate a serious environmental problem caused by ice fog which shuts the Richardson 
Highway down during very cold weather when their condensing pond generates fog. The 
fact o f the matter is that GVEA w ill be serving additional military loads in the future.

The House Research Agency concludes that because o f insufficient fuel price 
d iffe rentia ls and insufficient demands fo r power, the interties are not feasible. Both of 
their reasons leading to the conclusions are fu l l o f errors; therefore, their conclusion is 
erroneous. The interties should be built from  the Railbe lt Energy Fund as recommended 
by the Railbelt Energy Council and a l l seven Railbelt e lectric utilities as soon as 
possible.

Conclusion

Mike Kelly 
General Manager



M arch 1 0 , 1987

T o : Bob O r r /M ik e  K e l l y
F rom : M a rv in  R id d le
S u b je c t :  A la s k a  I n t e r t i e  U sage

On T u e sd a y , M arch  3 , 1987  we w e re  p r e p a r in g  to  s h u t down the N o rth  
P o le  g e n e r a t o r  and p u rc h a se  p ow e r . FMUS' s Chena 5 P la n t  was sh u t 
down f o r  m a in te n a n c e .
In  s c h e d u l in g  p ow e r , we d is c o v e r e d  th a t  th e  economy e n e rg y  was 
a v a i l a b l e  in ' A n ch o rag e  and i t  w ou ld  h ave  been th e  c h e a p e s t s o u r c e , 
bu t th e  com b ined  s y s tem  lo a d s  o f  GVEA and FMUS w ere 105 MW. The 
H e a ly  P la n t  s h o u ld  have been th e  o n ly  u n i t  b e in g  run  b ased  on 
e c o n o m ic s , bu t th e  I n t e r t i e  i s  o n ly  c a p a b le  o f  t r a n s m i t t i n g  70 MW,
T h e r e f o r e ,  we w ere  t r a n s m is s io n  l i n e  c a p a c i t y  d e f i c i e n t  by 10 MW. 
S in c e  we c o u ld  n o t deconrm it th e  N o r th  P o le  u n i t ,  th e  econ om ic s  
changed  and th e  l i n e  c o u ld  n o t be lo a d e d  f u l l y .
T h i s  has r e o c c u r r e d  s i x  o t h e r  days  s i n c e  M arch 3 and I s u s p e c t  i t  
w i l l  be a l i m i t i n g  f a c t o r  t h r o u g h  t h e  e n t i r e  month o f  Ma r ch .

JJ v*1Ma/rvin
S /s tem  D i s p a t c h  S u p t .

• (hOL
R i d d l e

_______________
T u T h L



T e s t i m o n y  o f  R a l p h  ( A n d y )  J o h n s o n  
M a y  8 ,  1 9 8 7  H o u s e  J u d i c i a r y  C o m m i t t e e  

S B  2 2

M y  n a m e  i s  R a l p h  ( A n d y )  J o h n s o n .  I  a m  a  N a t i v e  A l a s k a n  b y  
b i r t h  a n d  i n h e r i t a n c e .  I  a m  n o w  a - r e t i r e d  p o w e r  e n g i n e e r  w h o  h a s  
o v e r  f o r t y  y e a r s  o f  e x p e r i e n c e  i n  t h e  p r o d u c t i o n ,  t r a n s m i s s i o n ,  a n d  
d i s t r i b u t i o n  o f  e l e c t r i c i t y .  I  r e c e i v e d  m y  t e c h n i c a l  e d u c a t i o n  
f r o m  c o l l e g e  e x t e n s i o n  c o u r s e s ,  c o r r e s p o n d e n c e  c o u r s e s  a n d  h o m e  
s t u d y .

M y  p o w e r  p l a n t  e x p e r i e n c e  s t a r t e d  i n  a  s m a l l  h y d r o - e l e c t r i c  
p o w e r  p l a n t  a t  S i s t e r s  L a k e  o n  C h i c h a g o f  I s l a n d  i n  1 9 4 1 .  ( I  h a d  
w o r k e d  a s  a  l i n e m a n  f o r  O . E .  S c h o m b e l  i n  H a i n e s ,  A l a s k a  b e f o r e  
t h a t . )  1 9 4 2 - 1 9 4 7  i n  o w n  o i l - f i r e d  s t e a m  p o w e r p l a n t  o n  J a p o n s k i  
I s l a n d ,  S i t k a .  1 9 4 5 - 1 9 5 3  e l e c t r i c a l  c o n t r a c t o r ,  S i t k a  a n d  
A n c h o r a g e .  1 9 5 3 - 1 9 7 3  C h u g a c h  E l e c t r i c  A s s o c i a t i o n  i n  A n c h o r a g e ,  
K n i k  A r m ,  1 9 5 3 - 1 9 6 6  c o a l - f i r e d  s t e a m ,  1 9 6 6 - 1 9 7 3  g a s - f i r e d ,
1 9 5 7 - 1 9 7 3  c o n s t r u c t i o n  a n d  o p e r a t i o n  o f  C o o p e r  L a k e  H y d r o .  1 9 6 1  
a n d  1 9 7 3  B e r n i c e  H o t  S p r i n g s  p o w e r  p l a n t ,  o i l  t h e n  o i l  o r  g a s - f i r e d  
g a s  t u r b i n e  w i t h  w a s t e  h e a t  b o i l e r .  1 9 6 3 - 1 9 7 3  I n t e r n a t i o n a l  
S t a t i o n  p o w e r  p l a n t  i n  A n c h o r a g e ,  o i l ,  t h e n  o i l  o r  g a s .  1 9 6 5 - 1 9 7 3  
B e l u g a  p o w e r  p l a n t  n a t u r a l  g a s  f i r e d  t u r b i n e s ,  c o n s t r u c t i o n  a n d  
o p e r a t i o n .

I n  a  u t i l i t y  t h a t  w a s  g r o w i n g  a s  f a s t  a s  C E A  w a s ,  w e  c o u l d  n o t  
g e t  m o n e y  f a s t  e n o u g h  a n d  w o u l d  u s e  u p  a t  l e a s t  t w o  y e a r ' s  m o n e y  
e v e r y  y e a r .  W e  g r e w  f r o m  a  9  m e g a w a t t  p e a k  i n  1 9 5 3  t o  a n  1 8 0  
m e g a w a t t  p e a k  i n  1 9 7 2 .  P a r t  o f  m y  j o b  a t  C E A  a t  t h a t  t i m e  w a s  t o  
e s t i m a t e  t h e  c o s t  o f  h y d r o ,  d i e s e l ,  s t e a m  a n d  g a s  t u r b i n e  p o w e r  
p l a n t s ,  r u n  t h e m  o n  p a p e r  t o r  t h i r t y - f i v e  y e a r s ,  c h e n  r e c o m m e n d  t o  
t h e  g e n e r a l  m a n a g e r  w h i c h  t y p e  t o  b u i l d ,  b e c a u s e  o f  t h e  b i g  
d i f f e r e n c e  i n  c a p i t a l  c o s t s  o f  e a c h  t y p e .  T h e  d i f f e r e n c e  i n  
i n t e r e s t  c o s t s  m o r e  t h a n  b o u g h t  t h e  f u e l  f o r  a  g a s  t u r b i n e .

I  w a s  p r e s i d e n t  o f  C I R I  ( C o o k  I n l e t  R e g i o n ,  I n c . )  1 9 7 3  t o  
1 9 7 5 .  U n d e r  m y  l e a d e r s h i p ,  t h e  c o r p o r a t i o n  c h a n g e d  f r o m  o n e  
e v e r y o n e  t h o u g h t  w o u l d  f a i l  t o  a  s t a r t  o f  w h a t  i t  i s  t o d a y .

1 9 7 5 - 1 9 7 9  I  w a s  G e n e r a l  S u p e r i n t e n d e n t  f o r  H o m e r  E l e c t r i c a l  
A s s o c i a t i o n .

1 9 7 7  t o  p r e s e n t  I  a m  P r e s i d e n t  o f  S a l a m a t o f  N a t i v e  
A s s o c i a t i o n ,  I n c .

A f t e r  D a l e  T e e l s  i n t r o d u c t i o n ,  I  m u s t  s a y  I  a m  a  f r i e n d  o f  M r .  
T e e l  a n d  t h a t  I  h a v e  n o  c o n n e c t i o n  w i t h  h i s  c o m p a n y .  I n  f a c t ,  i n  
1 9 5 9 ,  b e f o r e  A n c h o r a g e  N a t u r a l  G a s  w a s  i n  e x i s t e n c e ,  I  t r i e d  t o  g e t  
C E A  t o  b u i l d  a  g a s  t u r b i n e  p o w e r  p l a n t  i n  K e n a i  u s i n g  c h e a p  K e n a i  
g a s .  T h e  e n g i n e e r  f o r  C E A  a n d  t h e  m a n a g e r  a t  t h a t  t i m e  c o u l d n ' t  
s e e  a  p l a n t  i n  K e n a i .  B u t  B u d  S c h u l t z  p u t  t h e  p l a n  i n  o p e r a t i o n  i n  
B e l u g a  w h e n  h e  b e c a m e  m a n a g e r .

R e g a r d i n g  B r a d l e y  L a k e ,  t w o  y e a r s  a g o ,  I  p r o p o s e d  t o  b u i l d  a  
g a s  t u r b i n e  p o w e r e d  p l a n t  i n  K e n a i  i f  t h e  S t a t e  o f  A l a s k a  w o u l d  l e t  
m e  u s e  t h e  $ 2 5 0  m i l l i o n  f o r  t h i r t y - f i v e  y e a r s .  I  w o u l d  h a v e  g i v e n  
t h e  u t i l i t i e s  t h e  3 5 2  m i l l i o n  K W H  B r a d l e y  L a k e  w o u l d  p r o d u c e ,  s e l l  
t h e m  2 7 0  m i l l i o n  a t  $ . 0 2  p e r  K W ,  t h e n  g i v e  t h e m  b a c k  t h e  $ 2 5 0  
m i l l i o n  a n d  t h e  p o w e r  p l a n t .



I  m a d e  a  s l i g h t l y  d i f f e r e n t  p r o p o s a l  t h i s  y e a r ,  c o p i e s  o f  
w h i c h  I  a m  g i v i n g  t o  y o u  f o r  l a t e r  r e a d i n g ,  p l u s  a  c o s t  c o m p a r i s o n  
I  m a d e  o f  U r a d l e y  L a k e  v e r s u s  a  g a s - t u r b i n e .

I  a m  n o t  h e a r  t o  s p e a k  o n  a n y  o f  t h e  p r o p o s a l s .  I  a m  h e r e  t o  
s p e a k  a g a i n s t  t h e  p a s s a g e  o f  S B  2 2 .

F i r s t ,  I  a g r e e  w i t h  w h a t  M r .  B a r n e s  a n d  M r .  T e e l  h a v e  a l r e a d y  
s t a t e d .

S e c o n d ,  t h e  s t a t e  o f  t h e  a r t  h a s  p r o g r e s s e d  t o  t h e  p o i n t  w h e r e  
g a s  t u r b i n e s  w i t h  r e g e n e r a t i o n  a r e  t h e  m o s t  c o s t  e f f e c t i v e  a n d  
e f f i c i e n t  t h e r m a l  g e n e r a t i o n  u n i t s  t o d a y .  C E A ' s  p l a n t  a t  B L P P  w a s ,  
t h e ,  o r  o n e  o f  t h e ,  f i r s t  g a s  t u r b i n e s  t h a t  w a s  u s e d  f o r  b a s e  l o a d  
p o w e r  g e n e r a t i o n .

I  a m  n o w  g o i n g  t o  c o m m e n t  o n  s e v e r a l  s t a t e m e n t s  m a d e  b y  
p r e v i o u s  s p e a k e r s .  A  s t a t e m e n t  w a s  m a d e  t h a t  t h e  p r o d u c t i o n  o f  
B r a d l e y  L a k e  ( 4 0  M W  f i r m ,  9 0  M W  p e a k )  w a s  i n s i g n i f i c a n t  i n  t h e  
t o t a l  R a i l b e l t  p o w e r  s y s t e m .  I  a g r e e  w i t h  t h i s ,  b u t  w h y  s h o u l d  i t  
c o s t  a l m o s t  a s  m u c h  a s  a l l  t h e  r e s t  o f  t h e  s y s t e m .  W e  n e e d  t h e  
A P U C  t o  b e  o u r  w a t c h d o g  a n d  p r o t e c t  u s  f r o m  t h i s  k i n d  o f  
m a n a g e m e n t .

A  s p e a k e r  s t a t e d  t h a t  n o t  k n o w i n g  w h a t  t h e  A P U C  w o u l d  d o  a b o u t  
B r a d l e y  L a k e  c a u s e  t h e  u t i l i t i e s  t o  b u i l d  S o l d o t n a  N o .  1 ,  a  p l a n t  
t h a t  i s  n o t  g o i n g  t o  b e  n e e d e d  a n d  c a n n o t  b e  e c o n o m i c a l l y  r u n  f o r  
a t  l e a s t  t h r e e  y e a r s .  T h e n  h e  s t a t e d  t h a t  t h e  R E A ' s  w e r e  v e r y  g o o d  
a t  l o o k i n g  o u t  -  t h e i r  c o n s u m e r s  a n d  a  m a j o r i t y  o f  t h e m  w e r e  i n  
f a v o r  o f  t h e i r  „ m  o f  m a n a g e m e n t .  A l l  t h e  G e r m a n s  w e r e  f o r  
H i t l e r ,  b u t  w a s  h i s  m a n a g e m e n t  g o o d ?  W e ,  t h e  c o n s u m e r ,  h a v e  t o  p a y  
f o r  a l l  t h e  m i s t a k e s  R E A  m a n a g e m e n t  m a k e s ,  s o  a g a i n ,  w e  n e e d  a n  
u n b i a s e d ,  p r o f e s s i o n a l ,  A P U C  w a t c h d o g .

T h e  r e p o r t  b y  t h e  L e g i s l a t i v e  R e s e a r c h  A g e n c y ,  d a t e d  3 / 1 8 / 8 7 ,  
o n  p a g e  2 5 ,  s h o w s  c o n s t r u c t i o n  c o s t  o f  a  g a s  t u r b i n e  a t  3 5 0  K W  a s  
$ 3 2 5  m i l l i o n  a n d  B r a d l e y  L a k e  a t  $ 2 4 4 . 6  m i l l i o n .  N o w h e r e  i n  t h e  
r e p o r t  c a n  I  f i n d  h o w  t h e s e  f i g u r e s  w e r e  d e r i v e d .  A n  8 0  M G W  G T  
i n s t a l l e d  c o s t  $ 3 0  m i l l i o n  t o d a y .  G a s  t u r b i n e  l i f e  h a s  b e e n  l i s t e d  
a s  2 0 - 2 5  y e a r s .

B o t h  C E A  a n d  A n c h o r a g e  M u n i c i p a l  U t i l i t y  h a v e  g a s  t u r b i n e s  
t h a t  a r e  o v e r  2 5  y e a r s  o l d  a n d  c o u l d  b e  u s e d  a s  l o n g  a s  n e e d e d .  A s  
l o n g  a s  t h e  p r o p e r  a n n u a l  r e p a i r s  a r e  m a d e ,  a  g a s  t u r b i n e  w i l l  l a s t
a s  l o n g  a s  a  h y d r o  p l a n t .

P r o p e r  m a n a g e m e n t  o f  a  g r o w i n g  u t i l i t y  d i c t a t e s  b a s e  l o a d i n g  
t h e  m o s t  e f f i c i e n t  u n i t  a n d  u s i n g  t h e  o l d e r ,  s m a l l e r  ( u s u a l l y )  u n i t  
f o r  p e a k i n g .  T h e r e  w i l l  u s u a l l y  c o m e  a  t i m e  w h e n  t h e  s m a l l e r  u n i t s  
a r e  s o  i n s i g n i f i c a n t  t h a t  t h e  s p a c e  t h e y  o c c u p y  i s  m o r e  v a l u a b l e  t o  
b e  u s e d  f o r  s o m e  o t h e r  p u r p o s e .

U s i n g  e x i s t i n g  p r o p o s e d  c o n t r a c t  p r i c e s  t o d a y ,  a n  8 0  M W  g a s  
t u r b i n e  w i t h  s w i t c h  g e a r  a n d  t r a n s f o r m e r  c a n  b e  t u r n - k e y e d  f o r  $ 3 0  

m i l l i o n .  I f  t h e  b a l a n c e  o f  t h e  $ 2 5 0  m i l l i o n  B r a d l e y  L a k e  c o s t s  i s  
i n v e s t e d  a n d  t h e  i n t e r e s t  u s e d  b y  t h e  p l a n t ,  6 3 0 , 7 2 0 , 0 0 0  K W H  c a n  b e  
p r o d u c e d  f o r  t h e  s y s t e m  f o r  $ 0 , 0 1 5  e a c h  a n d  s a v e  t h e  c o n s u m e r s  o f  
t h e  R a i l b e l t  a b o u t  $ 1  b i l l i o n  i n  3 5  y e a r s ,  t h e n  r e t u r n  t h e  $ 2 5 0  
m i l l i o n .

T h e  f a c t  t h a t  a  g a s  t u r b i n e  o f  8 0  M W  c a p a c i t y  w h i c h  c a n  p e a k  
a t  9 0  M W  a n d  p r o d u c e  a l m o s t  t w i c e  a s  m a n y  K W H ' s  a s  B r a d l e y  L a k e  h a s  
n e v e r  m e n t i o n e d  i n  a n y  o f  t h e  r e p o r t  s e e m s  t o  m e  t o  b e  a  d e l i b e r a t e
o m i s s i o n  t o  m a k e  B r a d l e y  L a k e  l o o k  b e t t e r .



P e o p l e  s a y  g a s  i s  t o o  v a l u a b l e  f o r  o t h e r  p u r p o s e s  t o  b u r n  f o r  
e l e c t r i c a l  g e n e r a t i o n ,  b u t  i t  i s  o k a y  t o  s e n d  i t  t o  J a p a n  t o  u s e .  
W h y  s h o u l d n ' t  w e  b e  a b l e  t o  u s e  i t  f o r  c h e a p  p o w e r  g e n e r a t i o n ?

E v e r y o n e  s a y s  t h a t  B r a d l e y  L a k e  w i l l  b e  c h e a p  p o w e r  a f t e r  
f i f t y  y e a r s .  W h o  k n o w s  w h a t  w e  w i l l  b e  u s i n g  f o r  p o w e r  f i f t y  y e a r s  
f r o m  n o w ?  M a n y  t h i n g s  t h a t  a r e  c o m m o n p l a c e  t o d a y  w e r e  n o t  e v e n  
d r e a m e d  o f  f i f t y  y e a r s  a g o .  W e  m i g h t  b e  u s i n g  f u s i o n ,  s o l a r ,  o r  
e v e n  d r o p p i n g  r o c k s  i n  a  b o x .

P l e a s e  d o n ' t  r e m o v e  w h a t  l i t t l e  p r o t e c t i o n  a  c o n s u m e r  h a s  
b e t w e e n  h i m  a n d  t h e  u t i l i t i e s .

N o  g o v e r n m e n t  d a m  h a s  e v e r  b e e n  b u i l t  w i t h i n  t h e  e s t i m a t e d  
c o s t .  S o m e  o f  y o u  a r e  q u i t e  f a m i l i a r  w i t h  F o u r  D a m  P o o l ,  s o m e t i m e s  
r e f e r r e d  t o  a s  t h e  F o u r  D a m n  F o o l s .  D o  y o u  w a n t  t o  s u b j e c t  u s  t o  
t h e  s a m e  p r o b l e m s ?

H e l p  u s  t o  k e e p  a  w a t c h d o g  b e t w e e n  u s  a n d  t h e  R E A  o r  A P A .
D o n ' t  p a s s  S B  2 2  o r  a n y  o t h e r  b i l l  t h a t  f i n a n c e s  B r a d l e y  L a k e .

I t  w a s  a l s o  b r o u g h t  o u t  i n  t h e  t e s t i m o n y  o f  t h o s e  f r o m  t h e  
R a i l b e l t  t h a t  t h e y  w o u l d  n o t  s i g n  a  " t a k e  o r  p a y "  c o n t r a c t  w i t h o u t  
t h e  i n t e r t i e  l i n e ,  a n o t h e r  $ 2 0 0  m i l l i o n .  T h e  i n t e r t i e  i s  s o m e t h i n g  
t h a t  w i l l  b e  n e e d e d .  W h y  b l a c k m a i l  t h e  p e o p l e  i n t o  p a y i n g  f o r  
B r a d l e y  L a k e  t o  g e t  i t ?

W h y  s h o u l d  w e  s p e n d  $ 5 0 0  m i l l i o n  d o l l a r s  t o  g e t  c h e a p e r  g a s  
t u r b i n e  g e n e r a t e d  p o w e r  u p  t h e  R a i l b e l t ?

I f  t h e  s t a t e  h a s  m o r e  m o n e y  t h a n  i t  k n o w s  w h a t  t o  u s e  i t  f o r ,  
b u i l d  B r a d l e y  L a k e  a n d  t h e  i n t e r t i e .

I f  y o u  w a n t  t o  d o  s o m e t h i n g  t h a t  w i l l  h e l p  A l a s k a ,  s t o p  
B r a d l e y  L a k e .  B u i l d  t h e  i n t e r t i e  a n d  p a y  f o r  i t  o u t  o f  t h e  s a v i n g s  
i n  t h e  n e x t  3 5  y e a r s .

A d d e d  o n  M a y  1 0 ,  1 9 8 7

I  s e e  b y  t o d a y ' s  p a p e r  t h a t  t h e  F i n a n c e  C o m m i t t e e  a p p r o v e d  
$ 4 . 3  m i l l i o n  t o  s t u d y  a  s t e a m  p l a n t  ( 1 0 5  M W )  a t  N e n a n a ;  t o  l e t  t h e m  
s p e n d  $ 2 3 4  m i l l i o n  i n  r e v e n u e  b o n d s  t o  g i v e  6 0 0  p e o p l e  t h r e e  y e a r s  
o f  c o n s t r u c t i o n  a n d  5 0 0  p e o p l e  p e r m a n e n t  j o b s ,  t h i s  i s  w h a t  w e  c a n  
e x p e c t  i f  S B  2 2  i s  p a s s e d .  A n o t h e r  e x a m p l e  w h y  w e  n e e d  a  w a t c h  
d o g .  I s  t h e r e  n o  e n d  t o  w h a t  t h e  e l e c t r i c a l  i n d u s t r y  i s  t r y i n g  t o  
d o  t o  u s  c o n s u m e r s ?  A s  l o n g  a s  a n y t h i n g  c a n  b e  p a r t  o f  t h e  r a t e ,  
t h e r e  i s  n o  h o p e  f o r  u s .

R a l p h  A .  J o h n s o n  
B o x  7 0 3 1
N i k i s k i ,  A l a s k a  9 9 6 3 5  
P h o n e :  7 7 6 - 8 7 0 1
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B e f o r e  C o m m i s s i o n e r s C a r o l y n  S .  G u e s s ,  C h a i r p e r s o n
M e l v i n  R.  W e a t h e r l y
S u s a n  Me K n o w l e s
L o u i s  E .  A g i
K a t h l e e n  L.  W h i t e a k e r

I n  t h e  M a t t e r  o f  t h e  F i l i n g  o f  a 
T a r i f f  R e v i s i o n ,  D e s i g n a t e d  a s  
TA4 5 - 1 0 ,  F i l e d  b y  COPPER VALLEY 
ELECTRIC ASSOCIATION, I N C . ,  f o r  an

)
) D o c k e t  U - B 4 - 6 9  
)

I n t e r i m  a n d  P e r m a n e n t  R a t e  I n c r e a s e  )
)

S T A T E M E N T  OF I S S U E - - C I T Y  OF V A L D E Z

The C i t y  c f  V a l d e z  ( C i t y ) ,  by  a n d  t h r o u g h  i t s  c o u n s e l ,

H u g h e s ,  T h o r s n e s s ,  G a n t z ,  P o w e l l  & B r u n r i i n ,  a n d  p u r s u a n t  t o
•i

order No-. 4 in the a b o v e - c a p t i o n e d  doc ke t,  s u b m i t s  its shacement

; o f  i s s u e  t o  t h e  A l a s k a  P u b l i c  u t i l i t i e s  C o m m i s s i o n  ( C o m m i s s i o n ) .
:ii

A r e v i e w  o f  t h e  t a r i f f  r e v i s i o n ,  d e s i g n a t e d  a s  T A 4 9 - 1 0 ,  

' f i l e d  by  C o p p e r  V a l l e y  E l e c t r i c  A s s o c i a t i o n ,  I n c .  (CVEA) y i e l d s
ij

5 one  o v e r w h e l m i n g  i s s u e .  T h a t  i s s u e  i s  w h e t h e r  t h e  C o m m i s s i o n  

I! h a s  t h e  s t a t u t o r y  o b l i g a t i o n  t o  e x a m i n e  t h e  c o s t  o f  p o w e r  o f
*i

CVEA a nd  t o  d e t e r m i n e  w h a t  i t e m s  w i t h i n  t h a t  c o s t  o f  p o w e r  

j; s h o u l d  b e  p a s s e d  on by  CVEA t o  t h e  r a t e p a y e r .  As i s  e v i d e n t  by
i;
]■ AS 4 2 . 0 5 . 3 8 1 /  t h e  C o m m i s s i o n  i s  s t a t u t o r i l y  m a n d a t e d  t o  p r o t e c t  
I'

t h e  A l a s k a n  r a t e p a y e r : i

Hueiics Thorikce! 
iAKU POWtlLl EkVNDIN 
ATTORNtVS AT LAW 
|C» Mt(T TKIKP tvtkur 
INCHOKAdE,AK C E 60 I 
(((7) 27A.7E22

R a t e s  t o  b e  j u s t  a n d  r e a s o n a b l e .  ( a )  A l l  
r a t e s  d e m a n d e d  o r  r e c e i v e d  by  a  p u b l i c  u t i l ­
i t y ,  o r  b y  a n y  two  o r  mo r e  p u b l i c  u t i l i t i e s  
j o i n t l y ,  f o r  a s e r v i c e  f u r n i s h e d  o r  t o  b e  
f u r n i s h e d  s h a l l  be  j u s t  a n d  r e a s o n a b l e .  . . .

As i . j  o b v i o u s  f r o m  a n  a n a l y s i s  o f  CVEA' s  c o s t  o f  p o w e r ,  t h e  

r a t e p a y e r s  o f  CVEA a r e  p a y i n g  f o r  a d m i n i s t r a t i v e  c o s t s  w h i c h  a r e  

n e i t h e r  j u s t  n o r  r e a s o n a b l e .  The  p a r t i c u l a r  c o s t s  a r e  c o m p l e t e ­

l y  u n a c c e p t a b l e  t o  v a l i d  r a t e - m a k i n g  p r a c t i c e s .
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: S i n c e  t h e  c o o t  o f  p o w e r  i s  b a s e d  u po n  a n  a g r e e m e n t

!' b e t w e e n  CVEA a n d  t h e  A l a s k a  P o w e r  A u t h o r i t y  ( APA) ,  i t  i s  n e c e s -  

iS s a r y  t o  l o o k  a t  AS 4 4 , 8 3 . 0 9 0  f o r  t h e  a u t h o r i t y  o f  t h e  C o m m i s s i o n
"i

w i t h  r e s p e c t  t o  p o w e r  c o n t r a c t s .  As i s  e v i d e n t  by  s u b s e c t i o n
• *

!; (b ):
ii!•
;•! The a u t h o r i t y  [APA] i s  n o t  s u b j e c t  t o  t h e

j u r i s d i c t i o n  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s
C o m m i s s i o n .  N o t h i n g  i n  AS 4 4 . 6 3 . 0 1 0 -
4 4 , 8 3 , 4 2 5  g r a n t s  t h e  a u t h o r i t y  a n y  j u r i s ­
d i c t i o n  o v e r  t h e  s e r v i c e s  o r  r a t e s  o f  a n y  
p u b l i c  u t i l i t y  o r  d i m i n i s h e s  o r  o t h e r w i s e  
a l f c e r c  t h e  j u r i c c i c t i o n  o f  t h e  A l t s k t .  P u b l i c  
U t i l i t i e s  C o m m i e s  i o n  w i t h  r e s p e c t  t o  a n y  
p u b l i c  u t i l i t y  i n c l u d i n g  a n y  r i g h t  t h e  C o n -  
m i s s i o n  m a y  h a v e  t o  r e v i e w  a n d  a p p r o v e  o r  
d i s a p p r o v e  c o n t r a c t s  f o r  t h e  p u r c h a s e  o f  
e l e c t r i c i t y  b y  a p u b l i c  u t i l i t y .

!l
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I t  i o  c l e a r  f r o m  - A S  4 4 . E 3 . D S 0 ( b )  t h a t  t h e ?  1 a  a  i  r . 1 n  h  is r  o  m n i  n t a i  n n r i

t h e  C o m m i s s i o n ' s  j u r i s d i c t i o n  t o  p r o t e c t  t h e  r a t e p a y e r s  o f  

A l a s k a  f r o m  o v e r l y  a g g r e s s i v e  c o s t  c f  p o w e r  c o n t r a c t s .

A f t e r  a t h o r o u g h  r e v i e w  o f  D o c k e t  U - 8 2 - 1 9 ,  i t  i s

o b v i o u s  t h a t  t h e  C o m m i s s i o n  s a t i s f i e s  i t s e l f  w i t h  w o r k i n g  o u t
!!i*
, t h e  m e t h o d o l o g y  o f  a f l o w - t h r o u g h  c o s t  o f  p o w e r  a d j u s t m e n t  on an 

i n t e r i m  b a s i s  a n d  d o e s  n o t  l o o k  f u r t h e r  a s  t o  v.’h a t  s p e c i f i c

j! i t e m s  t h e  p r i c e  p e r  k i l o w a t t  h o u r  i n c l u d e s .  T h i s  a b d i c a t i o n  o f
, *• **
; t h e  C o m m i s s i o n ' s  d u t y  u n d e r  s t a t e  l a w  a n d  i t s  o b l i g a t i o n  t o  t h e
j *

=• A l a s k a n  r a t e p a y e r  i s  u n f o r g i v a b l e .  I n  e f f e c t ,  t h e  r a t e p a y e r  i s *
i •
J-' p u t  i n  t h e  p o s i t i o n  o f  a c c e p t i n g  w h a t e v e r  c o s t  o f  p o w e r  i s
j;
I a r r i v e d  a t  b e t w e e n  CVEA a n d  APA, T h e r e  h a s  b e c o m e ,  t h r o u g h  

C o m m i s s i o n  i n a c t i o n ,  a  d e r e g u l a t i o n  o f  c o s t  o f  p o w e r ,  p e r h a p s  

t h e  m o s t  i m p o r t a n t  s e g m e n t  i s  t h e  e n t i r e  r a t e - m a k i n g  p r o c e s G .

• As i s  i n d i c a t e d  by  A t t o r n e y  H o a e ' s  l e t t e r  o f  F e b r u ­

a r y  2 6 ,  1 9 8 5 ,  t o  t h e  C o m m i s s i o n :

I n  a d d i t i o n  t o  t h e  n e e d  f o r  c u r r e n t  a d j u d i ­
c a t i o n  o f  t h e  r a t e  r e d e s i g n ,  t h e  c o s t - o f -  
p o w e r  a d j u s t m e n t  ( c ? A ) ,  D o c k e t  u - 8 2 - 1 9 ,  
s h o u l d  a l s o  b e  i n c l u d e d  i n  t h i s  p r o c e e d i n g  
a t  t h i s  t i m e .  As o f  t o d a y ,  t h e r e  h a v e  b e e n  
t w e l v e  ( 1 2 )  i n t e r i m  o r d e r s  i s s u e d  i n  D o c k e t

(
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U-82-19. The CPA n e e d s  to be made a p e r m a­
nent rate aG part of C V E A' s overall ra te  
redesign. The rate r e d e s i g n  is p r e m i s e d  on 
a single cost of s e r v i c e  c a t e g o r y  for g e n e r­
ation a nd t r a n s m i s s i o n  and the e x i s t e n c e  of 
an i n t e r i m  C P A  iG not c o m p a t i b l e  with that
design. S i m p l y  stated. ;he rate r e d e s i g n
and the CPA are i n t e r r e l a t e d  and d e p e n d e n t
p ar ts  of this rate case.

In essence, each and e ve r y i n t e r i m  cost of p ow er  a d j u s t m e n t  

a llow ed  on an interim, r e f u n d a b l e  basis, will be d e t e r m i n e d  

a p p r o p r i a t e  and r e c e i v e  the i m p r i m a t u r  of the C o m m i s s i o n  w i t h o u t  

any r e vi ew  of the e l e m e n t s  i n c l u d e d  w i t h i n  the p r i c e  per k i l o­

watt hour cost of power figure. The City, as a r at e payer of 

CVEA, £in»- this p r o c e d u r e  t o t a l l y  unaccept ab l e.

The City r e s p e c t f u l l y  requests, that the Co mm is si on 

revi ew  the cost of p o w e r  to CVEA. Further, the city requests 

that no p e r m a n e n t  rate relief be g r a n t e d  CVEA w i t h o u t  such a 

review. The c o m m i s s i o n  has a s t a t u t o r i l y  i m p o se d duty to p r o­

tect the A l a s k a n  r a t e pa ye rs ; d i s a v o w a l  of this d u t y  cannot be

tolerated.

R e s p e c t f u l l y  s u b m i t t e d  this 19th day of April, 19E5,

HUGHES, THORSNESS, GANTZ, 
P O W E L L  & B R U K D I H 
A t t o r n e y s  for City of Valdez

By



*  G a s  T u r b i n e  r e p o r t  g i v e n  a t  t h e  N i k i s k i  C h a m b e r  o f  C o m m e r c e  
o n  J a n u a r y  1 5 ,  1 9 8 7  b y  R a l p h  A .  J o h n s o n

' - ■ i
* ’ , ; ■ ‘ • •) '. .v 1 l. . • • _ . r i • • ,

I n  m a k i n g  a  c o m p a r i s o n  b e t w e e n  t h e  c o s t  o f  B r a d l e y  L a k e  H y d r o - p r o j e c t  a n d  a  g a s  

t u r b i n e  i n  t h e  K e n a i  a r e a  a l l  t h e  f i n a n c i a l  p e r s o n s  a n d  r e p o r t s  t h a t  I  s a w  s e e m e d  

t o  u s e  t e r m s  t h a t  t h e  a v e r a g e  l a y  p e r s o n  c a n ' t  s e e m  t o  m a k e  m u c h  s e n c e  o u t  o f ,

s u c h  a s :  d i s c o u n t - r a t e s ,  n e t  p r e s e n t  v a l u e ,  n e t  f u t u r e  v a l u e ,  " e t c . .-  • •

I  a m  g o i n g  t o  u s e  c o n f i r m e d  q u o t a t i o n s ,  c o s t s  w i t h  e s t i m a t e d  . e s c a l a t i o n  a n d  w i l l  

t a l k  o n l y  a b o u t  t o d a y s  d o l l a r s .  L a b o r ,  t a x e s  a n d  m i s c e l l a n e o u s  e x p e n s e s  a r e  

t h e  o n l y  t h i n g s  a n d  t h e  o n l y  q u a n t i t i e s  t h a t  w e r e  c a l c u l a t e d  i n  t h i s  m e t h o d  a n d  

I  u s e d  a  D a n i s h  d i v i a t i o n  d i g e t  o r  a  S W A G  ( s c i e n t i f i c  w i l d  a b s o l u t e  g u e s s )  f o r  

t h o s e  v a l u e s .  I  t h i n k  t h a t  i t  i s  o n l y  f a i r  a n d  r e a s o n a b l e  t o  u s e  t h e  s a m e  p a r ­

a m e t e r s  i n  a l l  c o s t  a n a l y s e s ,  s o  I  s a i d  t h a t  t h e  S t a t e  o f  A l a s k a  w o u l d  h a v e  t o  

p u t  u p  $ 2 0 0 , 0 0 0 , 0 0 0  t h e  s a m e  a s  i t  w i l l  h a v e  t o  d o  f o r  B r a d l e y  L a k e .

T h e  f i g u r e s  t h a t  I  a m  q u o t i n g  w i l l  v a r y  s o m e w h a t  f r o m  t h e  g a s  t u r b i n e  c o s t s  

q u o t e d  b y  t h e  A P A  i n  t h e i r  r e p o r t  t o  M i k e  N a v a r r e  d a t e d  1 - 2 - S 7 .  I  v . s e d  o n e  o f  

t h e i r  c a l c u l a t e d  k w h  r a t e s  o f  $ 0 . 0 5  p e r  k w h .

E n e r g y  p r o d u c e d  b y  a  g a s  t u r b i n e  v a r i e s  c o n s i d e r a b l e  i n  c o - t  w i t h  t h e  p e r c e n t a g e  

o f  l o a d  t h e  t u r b i n e  c a r r i e s  h e n c e  t h e  p a r t - l o a a  o p e r a t i o n  o f  t h e  t u r b i n e ,  w i t h  

t h e  r e s t  o f  t h e  c a p a c i t y  b e i n g  c a r r i e d  a s  s p i n n i n g  r e s e r v e  i s  m o r e  e x p e n s i v e  

t h a n  r u n n i n g  i t  a t  h i g h  l o a d  w h i c h  w i l l  s u p p l y  t w i c e  a s  m a n y  k w h  t o  t h e  s y s t e m  

a s  B r a d l e y  L a k e .

I  h a v e  a  q u o t a t i o n  f r o m  G e n e r a l  E l e c t r i c  C o m p a n y  t h a t  t h e y  w i l l  i n s t a l l  a  t u r n  

k e y  8 0 M w  I S O ,  F r a m e  s i z e  7  g a s  t u r b i n e  f o r  2 5 0  p e r  k w .  T h i s  w o u l d  i n c l u d e  a  t u r b i n e ,  

b u i l d i n g ,  f u e l  s k i d ,  t r a n s f o r m e r  a n d  c i r c u i t  b r e a k e r .  I  h a v e  u s e d  $ 2 7 0  p e r  k w h  c o  

b e  s a f e .  .

I  h a v e  a  g a s  p r i c e  q u o t e  a t  $ 1 . 7 0  p e r  m c f ;  w i t h  e s c a l a t i o n  o f  4 C  p e r  y e a r .

W i t h  s i t e  i m p r o v e m e n t s ,  p o w e r  l i n e  a n d  g a s  l i n e  c o n n e c t i o n s  t o t a l  i n v e s t e d  c o s t s  

w i l l  b e  $ 3 0 , 0 0 0 , 0 0 0 .

U s i n g  t h e s e  c o s t s  I  c a n  a n d  w i l l  b u i l d  a n  8 0 M W  g a s  t u r b i n e  p o w e r e d  e l e c t r i c  g e n ­

e r a t i o n  p l a n t  a n d  s u p p l y  t h e  e l e c t r i c a l  c o n s u m e r s  o f  s o u t h  c e n t r a l  A l a s k a  w i t h  

6 0 0 , 0 0 0 / 0 0 0  k w h  p e r  y e a r  f o r  t h e  n e x t  3 5  y e a r s .  T h e  p l a n t  w o u l d  o p e r a t e  a t  a  

9 0 %  p l a n t  f a c t o r  a n d  h a v e  a  9 0  M W  p e a k i n g  c a p a c i t y .  T h i s  w i l l  s a v e  t h e  p e o p l e  o f  

s o u t h  c e n t r a l  A l a s k a  a b o u t  $ 1 , 2 5 3 , 0 0 0 , 0 0 0  o v e r  t h e  c o s t  . o f  B r a d l e y  L a k e  p o w e r ;

W i t h  a  s l i g h t  m o d i f i c a t i o n  o f  t e r m s  I  w i l l  d o  t h e  s a m e  t h i n g  a n d  r e t u r n  t h e  . 

$ 2 0 0 , 0 0 0 , 0 0 0  i f  a  f i f t y  y e a r  t e r m  i s  u s e d .



G A S  T U R B I N E  P L A N T  F R A M E  7 G E N E R A L  E L E C T R I C  C A P I T A L  C O ST S

T u r b i n e  8 0  MW @270 kw  ( q u o t e d  $ 2 5 4 )  $ 2 0 , 8 0 0 , 0 0 0
L a n d ,  4 0  a c r e s  @ $ 6 , 0 0 0  p e r  a c r e  2 4 0 , 0 0 0
Gas  t a p  2 5 0 , 0 0 0
E l e c t r i c  t a p  2 5 0 , 0 0 0
E n g i n e e r i n g  2 5 0 , 0 0 0 *
S i t e  i m p r o v e m e n t s  2 5 0 , 0 0 0
F i n d e r s  f e e  2 0 0 , 0 0 0
2 a u t o m o b i l e s  @ $ 2 0 , 0 0 0  e a c h  4 0 , 0 0 0
T o o l s  5 0 , 0 0 0
R a d i o  & p h o n e  4 0 , 0 0 0
M i s c e l l a n e o u s  1 0 0 , 0 0 0
S p a r e  p a r t s  6 , 0 0 0 , 0 0 0

T o t a l  C a p i t a l  C o s t s  $ 2 8 , 4 7 0 , 0 G 0

3 0 , 0 0 0 , 0 0 0  @ 7% 12 p e r  y e a r  35 y e a r s ;  $ 1 9 1 6 6 0  x  12  =  $ 2 , 3 0 0 , 0 0 0
L a b o r  5 men  @ $ 5 0 . 0 0  x  1 . 5  =  * 7 8 0 , 0 0 0
1 S u p e r i n t e n d e n t  @ 7 5 . 0 0  x  1 . 5  =  1 1 2 , 5 0 0
M i s c e l l a n e o u s  e x p e n s e ,  o i l  t o o l s ,  e t c  1 6 0 , 0 0 0
A n n u a l  m a i n t e n a n c e  e x p e n s e  2 0 0 , 0 0 0

A n n u a l  e x p e n s e  l e s s  f u e l  $ 3 , 5 5 2 , 5 0 0

Gas  a t  2 . 4 0  m c f  8 0 , 0 0 0  x  , 9  p l a n t  f a c t o r  t  8 7 6 0 =  6 3 0 , 7 2 0 , 0 0 0  k w h
6 3 0 . 7 2 0 . 0 0 0  x  1 2 , 0 0 0  ?  1 0 0 0 0 0  =  m c f  7 , 5 6 8 , 6 4 0
7 , 5 6 8 6 4 0  m c f  x  $ 2 . 4 0  =  $ 1 8 , 1 6 4 , 7 3 6
A n n u a l  o p e r a t i n g  c o s t  $ 2 1 , 7 1 7 , 2 3 6

$ 2 0 0 , 0 0 0 , 0 0 0  @ 7% 4 2 0  p m t s  i n  35 y e a r s  =  1 , 2 7 2 , 7 1 2  p m t
1 2  p m t s  1 5 , 5 3 2 , 5 5 2
6 3 0 . 7 2 0 . 0 0 0  kw h  @ . 0 1  6 , 3 0 7 , 2 0 0
A n n u a l  i n c o m e  2 1 , 6 3 9 , 7 5 2
6 3 0 . 7 2 0 . 0 0 0  kw h  @ . 0 1 5  = , 9 , 4 6 0 , 8 0 0

T o t a l  i n c o m e  $ 2 4 , 7 9 3 , 3 5 2

3 , 0 0 0 , 0 0 0  p r o f i t  p e r  y e a r  
o v e r  a 35 y e a r  p e r i o d  
B r a d l e y  L a k e  c o s t =  $ . 0 5 k w h  
CEA c o s t  $ . 0 7 k w h

SO.  05  x  3 5 2 , 0 0 0 , 0 0 0  x  35 =  $ 6 1 6 , 0 0 0 , 0 0 0
$ 0 . 0 7  x  2 7 8 , 7 2 0 , 0 0 0  x  35  = 6 8 2 . 9 6 4 , 0 0 0

C o s t  o f  p o w e r  f o r  35  y e a r s  $ 1 , 2 9 8 , 8 6 4 , 0 0 0

$ 0 . 1 5  x  6 3 0 , 7 2 0 , 0 0 0  x  35 * 3 3 1 , 1 2 8 , 0 0 0
S a v i n g s  w i t h  g a s  t u r b i n e  $ 9 6 2 , 7 3 6 , 0 0 0

$ 2 7 , 6 4 9 , 6 0 0  s a v i n g s / y e a r



i CUril'/vKl

M E G A W A T T  G AS T U R B I N E  FOR

Total i n v e s t e d  d o l l a r s  at Bradley L a k e  $ 3 2 8 , 0 0 0 , 0 0 0 . 0 0  
Eotfcl i n v e s t e d  d o l l a r s  at Gas Turbine 3 0,000,000.00

C a p i t a l  c o s t s  at p e r  annum 12 p a y m e n t s / y e a r
B.L. 3 2 8 , 0 0 0 , 0 0 0  $ 2 5 , 1 4 5 , 3 8 6 . 0 0
G. T. 3 0 , 0 0 0 , 0 0 0  2,2^9,883.00

v •

35 y e a r  a v e r a g e  o p e r a t i n g  cost less c a p i t a l  costs.
B.L. " 2,000,000.00
G. T. 1 , 2 52 ,0 0 0. 00

G. T. a v e r a g e  f u e l  cost 
6 3 0 , p 7 2 0 , 0 0 0 k w h / y r ,  gas $2.40 mcf
1 2 . 0 0 0  b t u  h e q t r a t e  = 7,568,640 m c f  18,1 6 4, 73 6. 00  

Total a v e r a g e  a n n u a l  o p e r a t i n g  costs

G. T. . $ £Z,'7fl; 3§§9?8o

A v e r a g e  a n n u a l  i n c o m e  and k w h  cost
B.L. 3 5 2 , 0 0 0 , 0 0 0  kwh
G. T. 8 0 , 0 0 0  x  8760 x  .9 = 6 3 0 , 7 2 0 , 0 0 0  k w h
.$27,145,386.00 * 3 5 2 , 0 0 0 , 0 0 0  = $0.07712
$ 2 1 , 7 1 6 , 5 6 9 . 0 0  * 3 52 ,0 0 0 , 0 0 0  = $ 0 . 0 6 1 7 /k wh

G a s  t u r b i n e  can p r o d u c e  6 30 ,7 2 0, 00 0 k w h  annually.
3 5 2 . 0 0 0 . 0 0 0  k w h  x  $0,039 $ 1 3 , 7 2 8 , 8 8 3 . 0 0
2 7 8 . 7 2 0 . 0 0 0  k w h  x  $ 0 ,039 1 0 , 8 70 ,0 80 .0 0
T o t a l  c o s t  to u t i l i t i e s  $ 24 ,5 98 ,0 8 0, 00

C o s t  o f  6 3 0 , 7 2 0 , 0 0 0  k w h  from B. L. and C h u g a c h  E lectric
3 5 2 . 0 0 0 . 0 0 0  k w h  at .07712 8 27 ,1 4 5 , 3 8 6 . 0 0
2 7 8 . 7 2 0 . 0 0 0  k w h  from CEA at .06 (est)_ 1 6, 72 3 ^ 2 0 0 . 0 0
T o t a l  c o s t  to u t i l i t i e s  u s i n g  B.L.R CH? $ 3 3 , 4 4 6 , 4 0 0 . 0 0

T o t a l  y e a r l y  s a v i n g s  to ut i li ti es  $ 8,848,320.00

To m a k e  t h e  c o m p a r i s o n  equal the G . T  s h o u l d  be given at 
l e a s t  $ 2 0 0 , 0 0 0 , 0 0 0 . 0 0  to use ir-.ud p a y  b a c k  at 7% for 35 
y e a r s .  T h i s  would r e d u c e  the cost of p o w e r  to the 
u t i l i t i e s  ev en  more.



May 4, 1987

MEMORANDUM

To: Representative Donley,
House Labor and Caimerce Carmittee

Frctn: Senator Jack Coghill

Re: CSSSSB 22 (Fin), "An Act exempting certain telephone and elecuric
utilities and certain transactions from regulation by the Alaska Public 
Utilities Commission; restricting the authority of the Alaska Public 
Utilities Commission in considering certain costs in connection with 
rates charged by a utility and with calculating power cost equalization; 
and providing for an effective date."

My original sponsor substitute was two-fold in purpose, the Senate 
Finance Carmittee version includes APUC dealings with certain power 
equalization calculations.

I will address each purpose separately. First, my original concept was 
to exempt small electric and telephone companies, those having less than 
250 subscribers, frcm regulation by the APUC. The exemption now is 
raised to 500 subscribers. Presently the existing law specifies that 
small utilities with less than $50,000 gross annual income are exempt 
fran regulation. This bill expands the definition to include 
subscribers. The high costs of energy in the rural areas still means 
low subscriber levels.

Many small electric and telephone companies have contacted me in the 
last two years to vent their frustrations concerning the cost of 
regulation. These utilities have to go through much the same process 
that the big companies do. These costs have been passed along to the 
consumer. Many others can not even afford to begin the process, so they 
are saddled with uneconomical rate structures.

I believe that if the APUC can not come up with a reasonable process to 
assist these small owners, then they should be exempted. I believe that 
consumers are more apt to petition the APUC for regulation if rates 
become outrageous, than petition to ask for deregulation.



Secondly, within the last month, a serious problem has developed between 
the APUC and the Alaska Power Authority. Secs. 1, 2, 3, 5, and 6 
address this problem.

Up until last year and the passage of HB 314, the APUC "sunset" 
legislation, a wholesale power purchase contract between the APA and a 
regulated utility was not within the jurisdiction of the APUC. Under AS 
42.05.431(b) the Commission now has the authority to approve power 
purchase contracts. Included in your packet is an attorney general's 
opinion on the issue.

This legislation restores the jurisdictional balance -that existed before 
1986 legislation and again exempts wholesale power sale contracts frcm 
APUC jurisdiction and specifies that all costs incurred by a utility in 
connection with a contract with the APA are considered prudent.

Leaving this situation unchanged will seriously affect the Bradley Lake 
hydroelectric project and future large project financing through revenue 
bonds. It also could allow the APUC to retroactively call for review of 
any old APA wholesale power agreements, for example the four dam pool.

Sec. 7 removes United States Department of Defense facilities from power 
cost equalization calculation.

I urge you to support this bill.



ELECTRIC AND TELEPHONE UTILITIES IMPACTED BY SB 22
I .  250 OF FEWER SUBSCRIBERS

Name o f  E le c t r ic  U t i l i t y  ' Number o f  Users
Andreanof E le o t r ia  C orpo ra tion  37Aniak L ig h t & Power Company, Inc-. 170A rc t ic  U t i l i t i e s ,  In c . 25B e t t ie s  L igh t & Power, In c . 50
Egegik L ig h t and PowerHomer Lea Leonard d /b /a  65I-N -N  E le c t r ic  C oopera tive , In c . 226Lave lock E le c t r ic  C oopera tive , In c . 57Manley U t i l i t y  C o m p a n y ,  In c . 70McGrath L igh t & Power Company1 220Northway Power & L ig h t , In c . 91P e lic a n  U t i l i t y  company2 76Tanana Power Company, In c . 178T e l le r  Power C o m p a n y 1 73 I 5

Kama o f  Telephone U t i l i t y  Number o f  Main Access Linas
W h it t ie r  Telephone Company 178 /

I I .  .251 TO 750 SUBSCRIBERS
Name o f  E le c t r ic  U t i l i t y  Number o f  U sers

•

Gwitchyaa Zhee U t i l i t y  Company 296Haines L igh t & Power Company, In c . 740Yaku tat Power, In c . 298 -
Name o f  Telephone U t i l i ' t y  Number a t  Main Access Lines
B r i s t o l  Bay Telephone Coopera tive , In c . 730
B u sh -T a ll, In co rp o ra ted  347Yukon Telephone Company 333
In fo rm a tio n  d e rived  from, the A laska P u b lic  U t i li t io ia i Commission1 s 1985 Annual R epo rt.

1 Based on 1984 in fo rm a tion
2 Based on 1983 in fo rm a tion
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ELECTRIC UTILITIES 
<1985 Calendar Year)

Rovanui*

U t i l  t ty • Net P lant
Total

Revenues
Nat

Income Users

(Gross O w a tln q  Revenue greater than 35,000,000)

Alaska E la c tr lc  L Idht !> Power (Vwfwny i  JO,S2S,45C I  10,391 ,<330 4 /5B.097 10,710

Alaska Y I I Ib(ja E le c tr ic  Cooperative, I n c / '^ 23,664,476 11.346,022 363,856 4,672

Cbugach E la c tr lc  Association, Inc. 330,541,250 97,031,627 14,333,318 38,713

Copper Valley E le c tr ic  A iio c la tlo n , Ine. 15,310,043 7,229,017 865,773 2,323

Golden Valley E la c tr lc  Association, Inc. 122,239,213 42,647,009 3,373,060 23,059

Hcmer E le c tr ic  Association, Inc. 70,947,394 2(1,477,467 2,635,173 16,165

Kodiak E la c tr lc  Association, Inc, 26,368,364 V2,106,769 2,804,601 4,024

Matanuska E la c tr lc  Association, Inc. 99,197,479 34,021,862 4,316,796 26,678

Municipal L igh t & Power faportrcant 
M un ic ip a lity  o f Anchorage d /b/a 144,442.370 •111,579,459 1,011,063 30,538

Subtotal 1898,637,063 SJH),213,102 $30,881,739 178,902

(Gross Operating Ravanua crea tor than S I,500,000 but lass than f,5,000,000}

Alaska Power & Telephone Company $ 2,902,490 S II, 047,178 S 352,082 1,529

A rc tic  U t i l i t ie s ,  I n e . ^ Z ,732,249 <1,183,866 533,897 23

Barrow U til I t  lee and E le c tr ic  
Cooperative, Inc, 1.105,062 I ! ,200,760 928,716 1,231

Bethel U t t l t t te a  Corporation, Inc, 2,731,816 <1,240,333 128,504 1,631

Kotzebue E le c tr ic  Association, Inc, 3,363,891 31*992.394- •
e t a  # « • „ „ ,Jl£»J*0 B44-*

Nushagak E le c tr ic  Cooperative, Inc.
I *

4,044,(143 5:,260,*67 10-1,124 l,U*T4

T H n fllt-H fld a  Regional E le c tr ic a l Authority 3,501,162 2,864,219 249,277 911 1

Subtotal 123,230,713 531,773,625 $2,690,998 7,353

{ , , C0nmunltles being furnished e le c tr ic  u t i l i t y  service by Aloika V IHag# E le c tr ic  Cooperative, Inc.

Alakanuk Itaoper Day New Sfuyahak .Scnmnon Bay

Anbler Huai la Hoatek Selawlk

Andreafsky Kaltag Noorvik Shagaluk

AAvIk Kaslgluk * Nulato ShaktoolIk

Chevok Klana Nunapltchuk Shlsomaref

Eak KtvalIna Old Harbor •Shunjnak

El In Koyuk P ilo t Station Stebblns

Bwwnak Lover Kalskag Pttkas Point Tog Ink

Gambel1 Marshal 1 Culnhagak Tokfook Bay

Goodnews Elay Mekoryuk S t. Marys Tununak

Grayltng HInto S t. Michael Upper Kalskag

Holy CT9M Hnnntaln V lllsge Savoonga Watuc

^ I n f o r m a t i o n  P r e s e n t e d  f o r  Y e a r  E n d e d  S / 3 0 / 3 3 .
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7 • • • • C utilities ( . )

i i  Ugnnnor v>nr;

U til ity Net Plant
“o*e

Revenues
..............  'Ja­

in cone L'sere

(Gross Operating Revenue greater tnan J3C0.0S0 but lass than $1, 500,000)

AnlaK Light and Pomp Company, Inc. $ 314,789 $ 618,373 $ 83,597 170

O U i  Inc. (Not Reported)

Gwltchyaa Zhaa U t il ity  Company^* 555,659 671,535 (26,331) 296

Hainea Light & Power Company, Inc. 1.177,642 1,307,237 91,302 740

I-N-N Elactrlc Cooperative, Inc. 1,535,948 636,877 28,608 226

HcGrotli Light 1 Power Company (Not Reported)

Sand Point Electric Company, In c /41 (Not Reported)

Touana Puwwr Company, Inc.. 73l, i? / OOI,V4U 00,0/0 T/B

Yakutet Power, Inc. 651,880 744,488 54,336 298

Subtotal $ 4,907,175 S 4,810,681 $ 283,388 1,908

(Gross Operating Revenue lesa than $500,000)

Andreanof E lactrlc Corporation^ 1 154,533 $ 98,832 J 13,393 37

Bettlaa Light A Powar, Inc. .303,347 443,071 24,903 30

Egeglk Light and Power 
ttomsr L*a Leonard d/b/n 244.407 187.853 62.769 63

Leva lock Electric Cooperative, lnc.<3) 64,082 135,392 17,863 37

Manley U t il i ty  Company, lnc.{5) 187,974 30,976 (13,710) 70

.Monokotek Power Company, Ine. (Not Reported)
* i

Nepakiek Irclnaq Power Company * 124,300 183,175 (4,6^3) Not reported

Northway Power & Light, Inc. 194,639 328,334 ■ 26,724 ' 91

Pelican U t i l i ty  Company (Nat Reported)

Taller Power Company 
Helen H. and Robert R. Blodgett d/b/a (Not Reported)

Subtotal $ 1,211,200 $ 1,272,443 $ 109,406 313

TOTALS $928,106,153 $337 ,,869,831 $33,967,331 188,476 ~

17) In forgot Ion Presented for vea.* Er.dsil i/30/85.

^  Infarmstlon Presented f  ■ »-ronth perloc 7/1/84 -  4 /30/35 .

*4*C ortltlcaf* v j. 232 •• /orroa from rollcan u ril !»y Uorseny t« Sand Pal-* Electric 
Company, . c ., In 19(»<

,5,l'nltad Companies, inc.. acqytrod car tro ll ing interest o# Manley u t i l i t y  Conpany, Inc., In 1583.
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TELECOmmuNICATIiON UTILITIES
(Long Lines and Local Exchange carrie rs ) 

(1985 Calendar Yaar)

U t i l i t y Net Plant
Total

Revanuas
Net

Income
Main
Acceaa
Llnea

(Gross Operating Revenue greater than $4,000,000)
Alsscom, Inc. $294,863,699 $290,913,750 $40,896,931 N/A
Anchorage Telephone U t i l i t y  

M unicipalIty  of 
Anchorage d /b /o 194,981,783 101,332,244 19,722,151 115,324

General Telephone Company 
at Alaska 11,507,374 7,409,69'* 892,607 9,667

G lacier State Telephone*15 
Company 81,032,393 38,183,932 6,815,238 26,212

(2)Juneau and Douglas Telephone 
tompany 24,131,136 16,318,149 2,328,639 14,878

Matanuski Tolophone 
Association, Inc. 84,761,659 ^ I tm ie » *•6‘f»Q*HJ,CT/ 2,269,692 >Not Raported'

S itka Telephone Company*15 17,098,806 7,678,049 394,316 6,350
United U t i l i t i e s ,  Inc. 10,907,615 5,130,301 484.279 3.160
t Subtotal $819,384,837 $>92,033,016 $73,824,353 176,191

(Gross Ooeratlnq Revenue g reater than J l . 000,COO but lass than $4,000,000)
A rctic Slope Telephone 

Association Cooperative, Inc. 1 4,301,006 $ 4,390,249 $ 829,683 1,215
B risto l Bay Telephone 

Cooperative, Inc. 3,312,409 1,417,223 (277,110) 730
Oopper V alley  Telephone 

Cooperative, Inc. ; ; 9.366,962 3.398.173 583.213 < 2.641
In te rio r Telephone Company 7,842,077 4,230,172 245,836 -Not Reported*
Netlonal U t i l i t ie s ,  Inc. 1,271.048 1,303,041 279,430 1.00)
Nushagak Telephone 

Cooperative, Inc. 3,678,303 1,606,325 223,807 1,120
0TZ Telephone Cooperative, 

Inc. 3,306.236 1,698,591 35,403 1,409
Ttlepnone U t i l i t ie s  o f*2) 

Alaska, Inc . 2,,620,392 » 1.638,047 206,915 1,450
Subtotal $35,398,635 $19,6*3.823 $2,129,185 9,646

(1) In 1986, these u t l l l t lo s  were consolIdated Into Telephone U t i l i t ie s  of the Northland, Inc.
In 1986, Juneau and Douglas Telepnone Company was coniolIdntud with Telephone U t l l l t la a  o f 
Alaska, Inc.

(2)
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U t i l I t y Sat ■'’’ ant
0*81

IsvanLas
S e t
ineoffa

Uai n
ĉcass

Line*

(Cros* Operating Revenue leas than $1,000,000)
B u*h-TelI( Incorporated
Mukluk Telephone Company, 

inc.
H hlt+ ler Telephoni* Company 

Yukon Telephone Company 
Subtotal

(3 )

$ 1,911,480 

2,861,C82

806,639

S 663,813 I  U.081

932,099

604,934 <131,7921

S 5,579,197 J 2,220.842 S (92,929)

347

44,782 -Mot Reported-

533 (4 )
680

TOTAL $860,562,669 $313,939,681 $75,860,609 186,317

^ W i t t i e r  Telpron# Compary »ai purchaiec by Yj<on Telephone Cc.-ipa.-iy In 1935. 
^ N -n b e r  ot main telephone*.

!«
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D a t e  r e f e r r e d :  4 / 2 4 / 8 7 R E F E R R A L S : J u d i c i a r y
F i n a n c e

L a b o r  & C o m m e r c e

D A T E :

C o m m i t t e e  h a s  c o n s i d e r e d
C S S S S B  2 2 (Fin)

T h e ________________________________________  ________________________

" A n  A c t  e x e m p t i n g  c e r t a i n  t e l e p h o n e  a n d  e l e c t r i c  u u x l i t i e s  a n d  c e r t a i n  
t r a n s a c t i o n s  f r o m  r e g u l a t i o n  b y  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n ;  r e s­
t r i c t i n g  t h e  a u t h o r i t y  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  i n  c o n s i d­
e r i n g  c e r t a i n  c o s t s  i n  c o n n e c t i o n  w i t h  r a t e s  c h a r g e d  b y f u t i l i t y  a n d  w i t h

[.power c o s t  e q u a l i z a t i o n ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

[ ] t h e  s a m e  t i t l e

[ ] a n e w  t i t l e
] r e p l a c e  w i t h

] a t t a c h e d  a m e n d m e n t ( s )

[ ] d o  p a s s

[ ] d o  n o t  p a s s

[/(T] n o  r e c o m m e n d a t i o n

[ ] i n d i v i d u a l  r e c o m m e n d a t i o n s

[ ] a d d i t i o n a l  r e f e r r a l  t o  t h e C o m m i t t e e

A D O P T S ; C ] l e t t e r  of intent

A T T A C H E S  H E W  F I S C A L  N O T E ( s ) : 

[ ] f i s c a l  i m p a c t

[ ] z e r o  f i s c a l  n o t e

[ ] z e r o  w i t h  a n a l y s i s

S I G H X H G  D O  P A S S :

[ ] s a m e  a s  p r e v i o u s  f i s c a l  n o t e  

p u b l i s h e d  __________________________

( X ]  same as p r e v i o u s  zero fiscal 

n o t e  p u b l i s h e d  3  - ̂ 2.-- S' *7 

SICTttHG O T H E R  R E'•A* A T I O N S :

t - ^ 1 >----
•

/TV) /tCO

c <  w
)*J2py Ke-C

A'O A & z .

C h a i r m a n ' s  s i g n a t u r e
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STATE OF ALASKA 1987 LEGISLATIVE SESSION 
FISCAL NOTE

B ill Vereion: t£SSB 2 7 . C )
R E Q U E S T : Publish D ate : 3  - / 2 - - P 7
Revision Date: March 10. 19P7. Agency Ait'ccted: Commerce & Econ. Dev.I\brniwil uruiL. » «P ! . \* I I — IV I ! AdenCV n.in.T.ii.Tj t
T id e : Act exempting c e r ta in  telephone u tn \ jg ,q s  Alaska P u b lic

and c e r ta in  tra n s a c t io n s  t'rom AHUU*regulations
! Sponsor: _  
j Requestor

_________  Uti I U ie s  CommisiorT

Components: , ^ Pe r a ^.iP.Ps ................

j E X P E N D IT U R E S /R E V E N U E S : (Thousands o f P o lla n )
OPERATING FY 87 FY 88 F Y  89 FY 90 FY 91 FY 92

PERSONALSERVICES
TRAVEL.
CONrRACTUAL
SUPPLIES
EQUIPMENT
LAND A STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

•

TOTAL OPERATING -0- . -n~ __ -0- —  -0- -n- -n-

CAPITAL ioi -0- -0- -0- -0- - 0 -

REVE N U E -0- -0- -0- -0- -0- -0-

FUNDING: (Thousands o f Dollars)
GENERAL RIND
FEDERALFUNDS
CJTIIER
1T7I-AL -0- -0- -0- - u - -0-

_ _ „ 0 „

P O S IT IO N S :
RILL-TIME
PART-TIME
TEMPORARY

-n - . -n- -n. -n.
•

A N A LYS IS  :
Passage o f  t h i s  ve rs ion  o f  SB 22 w i l l  re tu rn  the  A laska P u b lic  U t i l i t i e s  
Commission to  the le v e l o f  a c t i v i t y  which 1 t had p r i o r  to  the passage o f  the 
l e g is la t io n  la s t  year concerning AS 4 2 .0 5 .4 31 (b ).  T h e re fo re , th e re  w i l l  be no 
increased costs  associated w ith  t h i s  le g is la t io n .

Prepared b y : ___T.S., Moninski I I .  Executive D ire c to r  Vhnnm. 276-6222
D iv is ion : A la s k a  P u b T ^ ^ U t i  l j t ^ e s J ^ f f lm f s s l o n  D a te : ._____ M arch 1 1 . 1 9B 7

Approved by Commissioner: S AfTthonV Smith. Comm iss ion e r D ate :
Agency: ________Qe£artj1gr>£_Of...ybnnner.ce.and_Economic Development

Distribution (by preparn Q r
Legislative Finance . . .
Legislative Sponsor 
Requestor
Office o f Management and Budget
Impacted Agency(ies) page
Senate Secretary

M arch  1 1 .  1 9 8 7

of
*!//•*>rV**■ *'• rj ■ •.* V

• ».V#

5535M31187a
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T0: L a r r v  C r a w f o r d
E x e c u t i v e  D i r e c t o r  
A l a s k a  P o w e r  A u t h o r i t y

0ATE: J u l y  1984

p i l e  n o : 1 6 6 - 5 6 8 - 8 4

t e l e p h o n e  N O :  2 7 6 - 3 5 5 0

subject: A P U C  j u r i s d i c t i o n

o v e r  A P A  p o w e r  s a l e s  
a g r e e m e n t s

G e n e r a l

FROM:

Y o u  h a v e  a s k e d  w h a t  j u r i s d i c t i o n ,  i f  any, the A l a s k a  
P u b l i c  U t i l i t y  C o m m i s s i o n  (APUC) h a s  to r e v i e w  . a n d  a p p r o v e  a n  
a g r e e m e n t  i n  w h i c h  a l o c a l  u t i l i t y  r e g u l a t e d  b y  t h e  A P U C  
c o n t r a c t s  to b u y  p o w e r  f r o m  t h e  A l a s k a  P o w e r  A u t h o r i t y  ( A P A ) . As 
w e  u n d e r s t a n d  t h e  facts, t h e  A P A  a n t i c i p a t e s  s e l l i n g  a n d  f i v e  
l o c a l  u t i l i t i e s  i n t e n d  to b u y  h y d r o e l e c t r i c  p o w e r  g e n e r a t e d  b y  
t h e  " F o u r  D a m  P o o l . "  O n e  o f  t h e  r e g u l a t e d  u t i l i t i e s  h a s  
q u e s t i o n e d  w h e t h e r  the A P U C  h a s  j u r i s d i c t i o n  to a p p r o v e  a 
w h o l e s a l e  a g r e e m e n t  f o r  h y d r o e l e c t r i c  p o w e r  a n d  the r a t e s  c h a r g e d  
u n d e r  t h e  a g r e e m e n t .  W e  c o n c l u d e  t h a t  t h e  A P U C  has s t a t u t o r y  
j u r i s d i c t i o n  to e x a m i n e  t h e  t e r m s  o f  a l o c a l  u t i l i t y ' s  w h o l e s a l e  
p o w e r  a g r e e m e n t  w i t h  t h e  A P A  o n l y  i f  t h e  A P U C  h a s  r e a s o n  to 
i n v e s t i g a t e ,  as s e t  o u t  i n  A S  4 2 . 0 5 . 5 1 1 ,  t h e  l o c a l  u t i l i t y ' s  
m a n a g e m e n t  p r a c t i c e s  i n v o l v e d  i n  e n t e r i n g  the w h o l e s a l e  
a g r e e m e n t .  T h e  A P U C  d o e s  n o t  h a v e  a u t h o r i t y  to r e v i e w  r a t e s  or  
p r a c t i c e s  o f  t h e  APA, a n d  d o e s  n o t ,  i n  o r d i n a r y  c i r c u m s t a n c e s ,  
a p p r o v e  a u t i l i t y 's w h o l e s a l e  p o w e r  p u r c h a s e  a g r e e m e n t s .

W h e n  t h e  l e g i s l a t u r e  f i r s t  c r e a t e d  t h e  A l a s k a  P o w e r  
A u t h o r i t y ,  it p r o v i d e d  t h a t  a n y  c o n t r a c t s  to s e l l  p o w e r  w o u l d  b e  
s u b j e c t  to r e v i e w  b y  the A P U C .  A S  44. 5 6 . 0 9 0 ( 8 ) .  . T h i s  p r o v i s i o n  
w a s  c o n s i s t e n t  w i t h  the A P U C ' s  g e n e r a l  a u t h o r i t y ,  set o u t  i n  A S  
4 2 . 0 5 . 3 7 0  1/ to r e v i e w  c o n t r a c t s  f o r  t h e  s a l e  o f  e l e c t r i c  p o w e r
b y  a p u b l i c  u t i l i t y  b e c a u s e  t h e  A P A  w a s  a p u b l i c  u t i l i t y  as 
d e f i n e d  i n  t h e  A P U C  Act. -

1/ A S  4 2 . 0 5 . 3 7 0  p r o v i d e s ,  i n  p a rt,

[ E J v e r y  p u b l i c  u t i l i t y  s h a l l  f i l e  w i t h  the C o m m i s s i o n  . 
. . its c o m p l e t e  t a r i f f  . . . a n d  a l l  c l a s s i f i c a t i o n s ,
r u l e s , r e g u l a t i o n s , a n d  t e r m s  a n d  c o n d i t i o n s  u n d e r  
w h i c h  it  f u r n i s h e s  its s e r v i c e s  a n d  f a c i l i t i e s  . . .  to 
r e g u l a t e d  o r  m u n i c i p a l l y  o w n e d  u t i l i t y  for r e s a l e  to 
the p u b l i c ,  t o g e t h e r  w i t h  a c o p y  o f  e v e r y  s p e c i a l  
c o n t r a c t  w i t h  c u s t o m e r s  w h i c h  i n  a n y  w a y  a f f e c t s  o r

( F o o t n o t e  C o n t i n u e d )

N o r m a n  C. G o r s u c h  
A t t o r n e y  G e n e r a l  
B v :

t o r n e y
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T w o  y e a r s  later, how e v e r ,  the l e g i s l a t u r e  s u b s t a n t i a l l y  
a m e n d e d  A S  4 4 . 5 6 . 0 9 0  to p rovide, i n  part, t h a t  the A P A  w o u l d  n o t  
b e  s u b j e c t  to t h e  j u r i s d i c t i o n  o f  the A P U C .  A S  4 4 . 5 6 . 0 9 0 ( b )  
( R e n u m b e r e d  in 1981 as AS  4 4 . 8 3 . 0 9 0 ( b ) .  In h i s  A p r i l  6, 1977 
t r a n s m i t t a l  l e t t e r ,  G o v e r n o r  H a m m o n d  s t a t e d  t h a t  the p u r p o s e  o f  
t h e  p r o p o s e d  a m e n d m e n t  w a s  to c l a r i f y  the r e l a t i o n s h i p  b e t w e e n  
t h e  a u t h o r i t y  a n d  the A P U C  by p r o v i d i n g  t h a t  the A P U C  w o u l d  n o t  
h a v e  j u r i s d i c t i o n  o v e r  the AP A .  C o m m i t t e e  R e p o r t  - H o u s e  
F i n a n c e ,  A p r i l  19, 1 9 7 8  at . A  r e v i e w  o f  the t e s t i m o n y  b e f o r e  
b o t h  the H o u s e  a n d  S e n a t e  F i n a n c e  C o m m i t t e e s  r e v e a l s  that the 
p r a c t i c a l  e f f e c t  o f  this c l a r i f i c a t i o n  w a s  to e l i m i n a t e  p r o b l e m s  
t h e  a u t h o r i t y  w a s  h a v i n g  in f i n a n c i n g  its p r o j e c t s  t h r o u g h  the 
s a l e  o f  b o n d s .  C o m m i t t e e  M i n u t e s  - H o u s e  F i n a n c e ,  A p r i l  10, 1978 
at 37 4 ;  t e s t i m o n y  o f  E r i c  Yould, E x e c u t i v e  D i r e c t o r ,  A l a s k a  P o w e r  
A u t h o r i t y ,  i d  a t  374, 376; t e s t i m o n y  o f  A r g e t s i n g e r ,  ("Bond
p e o p l e  g e t  v e r y  n e r v o u s  w h e n  a n y  o u t s i d e  a g e n c y  g e t s  into 
c o n t r o l . ").

A  s e c o n d  q u e s t i o n  is w h e t h e r ,  i n  s p i t e  of A S  
4 4 . 8 3 . 0 9 0 ( b ) ,  t h e  A P U C  has j u r i s d i c t i o n  to r e v i e w  the A P A  
w h o l e s a l e  p o w e r  a g r e e m e n t s  as p a r t  o f  its r e g u l a t i o n  of the 
p u r c h a s i n g  u t i l i t y .  I f  so, the i n t e n t  o f  A S  4 4 . 8 3 . 0 9 0 ( b )  c o u l d  
b e  d e f e a t e d .  I f  t h e  A P U C  has a u t h o r i t y  to a p p r o v e  o r  d i s a p p r o v e  
a w h o l e s a l e  p o w e r  a g r e e m e n t  that t h e  p u r c h a s i n g  u t i l i t y  i n t e n d e d  
to s i g n  w i t h  t h e  AP A ,  t h e  p r a c t i c a l  e f f e c t  w o u l d  b e  t h e  same as 
if t h e  A P A  h a d  to s u b m i t  the a g r e e m e n t  to t h e  A P U C /  T h e  A P A  
w o u l d  n o t  b e  a b l e  to m a r k e t  its b o n d s  a n d  f i n a n c e  c o n s t r u c t i o n  o f  
its p o w e r  p r o j e c t s .  F u r t h e r m o r e ,  w h i l e  the A P U C  c l e a r l y  has the 
a u t h o r i t y  to i n v e s t i g a t e  a u t i l i t y ' s  r a t e s  w h e n  t h e  u t i l i t y  is 
th e  s e l l i n g  u t i l i t y ,  w e  c a n  f i n d  n o  a u t h o r i t y  i n - A S  4 2 . 0 5  w h i c h  
w o u l d  p e r m i t  t h e  A P U C  to r e v i e w  t h e s e  w h o l e s a l e  p u r c h a s e  
a g r e e m e n t s  f r o m  t h e  p o i n t  o f  v i e w  o f  the u t i l i t y  as a p u r c h a s e r . 
S e a  A S  4 2 . 0 5 . 1 4 1  ( g e n e r a l  p o w e r s  a n d  d u t i e s  o f  A P U C  i n c lude 
i n v e s t i g a t i n g  u t i l i t y ' s  r a t e s  a n d  m a k i n g  a n d  r e q u i r i n g  j ust, f a i r  
a n d  r e a s o n a b l e  rates);- A S  4 2 . 0 5 . 4 3 1  (APUC m a y  f i x  j u s t  a n d  
r e a s o n a b l e  r a t e  a f t e r  i n v e s t i g a t i o n  a n d  h e a r i n g ) .

T h e  A P U C  does, h o w e v e r ,  h a v e  b r o a d  s t a t u t o r y  a u t h o r i t y  
to e x a m i n e  t h e  m a n a g e m e n t  p r a c t i c e s  o f  a u t i l i t y , :  A S  4 2 . 0 5 . 5 1 1  2/

( F o o t n o t e  C o n t i n u e d )
r e l a t e s  to the s e r v i n g  u t i l i t y ' s  ra t e s ,  tolls, charges, 
r e n t a l s ,  c l a s s i f i c a t i o n s , s e r v i c e s  o r  f a c i l i t i e s .

2/ Sec. 4 2 . 0 5 . 5 1 1 .  U n r e a s o n a b l e  m a n a g e m e n t  p r a c t i c e s ,  (a)
( F o o t n o t e  C o n t i n u e d )
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This b r o a d  a u t h o r i t y  has n e v e r  b e e n  i n t e r p r e t e d  b y  the A l a s k a  
S upreme C o u r t .  It is c o n c e i v a b l e  t h a t  the A P U C  c o u l d  r e l y  on 
this p o w e r  to i n v e s t i g a t e  the w h o l e s a l e  p o w e r  p u r c h a s e  a g r e e m e n t  
if it p e r c e i v e d  that, the u t i l i t y  h a d  e n g a g e d  i n  i m p r u d e n t  
m a n a g e m e n t  b y  e n t e r i n g  the A.PA a g r e e m e n t .  T h i s  a c t i o n ,  h o w e v e r ,  
w o u l d  h a v e  to be  c o n s i d e r e d  e x t r a o r d i n a r y ,  a n d  b e  s u p p o r t e d  by 
some e v i d e n c e  o f  i m p r u d e n c e  o r  i n e f f i c i e n c y .  E v e n  i f  the A P U C  
w e r e  to c o n d u c t  s u c h  a n  i n v e s t i g a t i o n ,  it is n o t  c l e a r  that 
d i s a p p r o v i n g  o r  s e t t i n g  a s i d e  a w h o l e s a l e  p o w e r  a g r e e m e n t  w i t h  
the A P A  w o u l d  b e  a p e r m i s s i b l e  remedy.

C O N C L U S I O N

T h e  A P U C  l a c k s  the a u t h o r i t y  to  a p p r o v e  o r  d i s a p p r o v e  a 
w h o l e s a l e  p o w e r  a g r e e m e n t  b y  w h i c h  the A P A  s e l l s  its 
h y d r o e l e c t r i c  p o w e r  to a r e g u l a t e d  e l e c t r i c  u t i l i t y .  O n c e  the 
A P A  a n d  t h e  p u r c h a s i n g  u t i l i t y  have a g r e e d  to t h e  s a l e  a n d  the 
rates c h a r g e d  u n d e r  t h e  a g r e e m e n t ,  n o  f u r t h e r  a u t h o r i z a t i o n  is 
n e c e s s a r y  to e n t e r  i n t o  s u c h  an a g r e e m e n t .  H o w e v e r ,  this 
c o n c l u s i o n  d o e s  n o t  s u g g e s t  t h a t  the A P U C  w o u l d  b e  p r e c l u d e d  f r o m  
e x a m i n i n g  t h e  A P A  w h o l e s a l e  p o w e r  a g r e e m e n t s  u n d e r  its b r o a d  
" m a n a g e m e n t  p r a c t i c e s "  a u t h o r i t y  in a p p r o p r i a t e  c i r c u m s t a n c e s .

C E J ;cah

( F o o t n o t e  C o n t i n u e d )
The c o m m i s s i o n  m a y  i n v e s t i g a t e  the m a n a g e m e n t  o f  a p u b l i c  
u tility, i n c l u d i n g  b u t  n o t  l i m i t e d  to s t a f f i n g  p a t t e r n s ,  w a g e  and 

salary s c a l e s  a n d  a g r e e m e n t s ,  i n v e s t m e n t  p o l i c i e s  a n d  p r a c t i c e s ,  
p u r c h a s i n g  a n d  p a y m e n t  a r r a n g e m e n t s  w i t h  a f f i l i a t e d  i n t e r e s t s ,  
for the p u r p o s e  o f  d e t e r m i n i n g  i n e f f i c i e n t  o r  u n r e a s o n a b l e  
p r a c t i c e s  w h i c h  a d v e r s e l y  a f f e c t  the c o s t  o r  q u a l i t y  o f  s e r v i c e  
o f  the p u b l i c  u t i l i t y .

(b) W h e r e  u n r e a s o n a b l e  p r a c t i c e s  a r e  f o u n d  to e x i s t ,  the 
c o m m i s s i o n  m a y ,  a f t e r  p r o v i d i n g  r e a s o n a b l e  n o t i c e  a n d  o p p o r t u n i t y  
for h e a r i n g ,  t a k e  a p p r o p r i a t e  a c t i o n  to p r o t e c t  t h e  p u b l i c  f r o m  
the i n e f f i c i e n t  o r  u n r e a s o n a b l e  p r a c t i c e s  a n d  m a y  o r d e r  the 
p u b l i c  u t i l i t y  to t a k e  the c o r r e c t i v e  a c t i o n  the c o m m i s s i o n  m a y  
r e q uire t o  a c h i e v e  e f f e c t i v e  d e v e l o p m e n t  a n d  r e g u l a t i o n  o f  p u b l i c  
u t i l i t y  s e r v i c e s .
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The Alaska Power A u th o r i ty  supports enactment o f  SSSB 22. S p e c i f i c a l l y ,  
Sections 1, 2, 4 and 5 o f  the b i l l ,  provide f o r  amendments which would 
exempt wholesale power agreements between the Alaska Power A u th o r i ty  and 
a pu b lic  u t i l i t y  from review or approval by the  Alaska P ublic  U t i l i t i e s  
Commission (APUC). Enactment o f  th is  l e g is la t io n  is  e ssen tia l to  the 
program o f  revenue bond f in a n c in g  o f  the Bradley Lake H yd ro e le c tr ic  
P ro jec t.

The need f o r  enactment o f  SSSB 22 is  due to  a 1986 amendment to  APUC 
le g is la t io n .  The amendment gives the APUC a u th o r i t y  to  review in  
advance and approve wholesale power agreements between p u b lic  u t i l i t i e s .  
Once the agreements are in  e f f e c t ,  the APUC may a lso  order the p a r t ie s  
to  the agreement to  re n eg o tia te  the agreement i f  the 'APUC determines 
th a t the r e t a i l  power ra tes are not ju s t .  Where the p a r t ie s  are unable 
to  agree to  an amendment, the APUC may o rd e r  the p a r t ie s  to  proceed 
under the  agreement's d ispute  re s o lu t io n  procedures. .

The 1986 amendment was p a r t  o f  a complex, leng thy  and c o n tro v e rs ia l  
package o f  amendments w i th in  the "sunset" re a u th o r iz a t io n  b i l l  f o r  the 
Alaska P u b lic  U t i l i t i e s  Commission. The e f f e c t  o f  the amendment on the 
Alaska Power A u th o r i ty ,  i t s  wholesale power agreements, and the Bradley 
Lake agreement in  p a r t i c u la r ,  was never addressed to  the 1986 L e g is la ­
tu re . Consequently, we are now presented w i th  a s ta tu to r y  c o n f l i c t .  
The Power A u th o r i ty  is  exempt by s ta tu te  from the APUC's j u r i s d i c t i o n .  
On the o th e r  hand, the APUC has ju r i s d i c t i o n  over wholesale power 
agreements to  which the Power A u th o r i ty  is  a p a r ty .

Without an amendment, to  c o r re c t  th is  anamoly, general c i v i l  co n s tru c t io n  
cannot commence th is^season. Bond f inanc ing  w i l l  be jeopard ized  f o r  a t  
least two reasons. The lengthy hearing process and any subsequent 
l i t i g a t i o n  a r is in g  out o f  the APUC's orders would de lay co n s tru c t io n  o f  
Bradley and u l t im a te ly  jeopard ized t im e ly  bond f in a n c in g  o f  the p r o je c t .  
Moreover, i f  the APUC can order ne go t ia t io n  o f  power sales co n tra c ts  in  
e f fe c t ,  bondholders w i l l  not be able to  r e ly  on the power sales con­
tra c ts  and the r a t r s  which are the basis fo r  th e  co n tra c ts .

The Alaska Power A u th o r i ty  Board o f  D ire c to rs  met on February 27, 1987, 
and unanimously adopted attached Resolution 1987-05, which supports 
le g is la t io n  to  be introduced during the 1987 L e g is la t iv e  sess ion, f o r  
the purposes o f  c l a r i f i c a t i o n  th a t  the Alaska Power A u th o r i ty  and i t s  
wholesale power agreements would be s p e c i f i c a l l y  excluded from the 
ju r i s d i c t io n  o f  APUC.

A d d it io na l background in fo rm ation  o u t l in in g  the  need f o r  enactment o f  
SSSB 22 is  provided in  the attached memorandum (dated March 9 , 1987) 
from the Alaska Power A u th o r i ty  bond counsel o f  W oh lfo r th , F l i n t ,  and 
Gruening.

8629/663/1
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Addendum to  Alaska Power A u th o r i ty  P o s it io n  Paper
SSSB 22

I f  SB 22 is  enacted:

0 Allows Bradley con trac ts  to  be signed and executed in  a t im e ly  
basis f o r  co n s tru c t io n  to  meet u t i l i t i e s '  schedules o f  need. 
Provides c e r ta in ty  to wholesale power ra te  based on terms and 
p ro v is io n s  f ix e d  in  c o n tra c t  and not su b je c t to  fu tu re  
adjustment.

0 Prevents d u p l ic a t io n  o f  review by State  agencies. Pub lic
in te r e s t  a lready served by Alaska Power A u th o r i ty  involvement.

° Lowers costs to consumers through lower im e r e s t  ra tes  on
long-term  debt.

° Lowers APUC review costs.
0 E lim ina tes  p o s s ib i l i t y  o f  c o n f l i c t in g  in te r p re ta t io n s  o f

co n tra c tu a l terms by two s ta te  agencies both a ss is ted  by the 
Dept, o f  Law

I f  not enacted:

° The p ro v is io n  f o r  a d ju s t in g  ra tes  in  the fu tu re  lowers the
ra t in g  o f  the long-term  debt to  less than investment grade 
(A -ra ted  to  " ju n k "  bond .!*

: 'Jnable to  have former con trac ts  u n t i l  APUC re-rev iew s a l l
power supply o p tion  s tud ies a lready performed by 0MB, le g is la ­
tu r e ,  u t i l i t i e s  and t h e i r  respective  boards, and Alaska Power
A u th o r i ty  and i t s  Board ( in c lu d in g  fo u r  commissioners).

° No basis fo r  fu tu re  dec is ions .
0 Delaying Bradlfey Lake by one year could increase c o n s tru c t io n

costs by approxim ately $10 m i l l io n  ( less  any a d d it io n a l 
a rb i t ra g e  e a rn in g s .)

In te r e s t  ra te  could increase 1.5 to  2.0 percent.
Based on $175 m i l l io n  in  debt and 8.0 percent and 9.75 percent 
in te r e s t  ra te  f o r  w ith  and w ith o u t exemption, r e s p e c t iv e ly , 
debt serv ice  would increase by approxim ately $2.7 m i l l io n  per 
year -  $81 m i l l io n  over l i f e  o f  bonds.

8652/723/1
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RESOLUTION 87-05

WHEREAS th e  A l a s k a  Power  A u t h o r i t y  i s  an i n s t r u m e n t a 1 i t y  o f  
t h e  S t a t e  o f  A l a s k a  and c r e a t e d  by t h e  l e g i s l a t u r e  , i n  t h e  
i n t e r e s t s  o f  p r o m o t i n g  t h e  g e n e r a l  w e l f a r e  and p u b l i c  p u r p o s e s  o f  
a l l  t h e  p e o p l e  o f  t he  s t a t e ,  t o  r e d u c e  c o n s u me r  power  c o s t s  and 
o t h e r w i s e  t o  e n c o u r a g e  t h e  ' l o n g - t e r m  e c o n o m i c  g r o w t h  o f  t h e  
s t a t e , i n c l u d i n g  t h e  d e v e l o p m e n t  o f  i t s  n a t u r a l  r e s o u r c e s ,  
t h r o u g h  t h e  e s t a b l i s h m e n t  o f  power  p r o j e c t s ;

WHEREAS t h e  A l a s k a  Power  A u t h o r i t y  i s  n o t  s u b j e c t  t o  t h e  
j u r i s d i c t i o n  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n ;

WHEREAS t h e  A l a s k a  P-- • A u t h o r i t y  i s  a u t h o r i z e d  by s t a t u t e
t o  b o r r o w  money and i s s u e  bonds t h e  ' p r i n c i p a l  and i n t e r e s t  on 
w h i c h  a r e  p a y a b l e  f r o m  t h e  i n c ome  and r e c e i p t s  o r  o t h e r  money 
d e r i v e d  f r o m  p r o j e c t s  f i n a n c e d  w i t h  t he  p r o c e e d s  o f  t h e  bonds and 
f r o m  r e v e n u e - p r o d u c i n g  c o n t r a c t s  i n c l u d i n g  a c o n t r a c t  p r o v i d i n g  
f o r  t h e  s e c u r i t y  o f  t h e  bonds  made by t h e  a u t h o r i t y  w i t h  any 
p e r s o n ;

WHEREAS t h e  A l a s k a  Power  A u t h o r i t y  i s  c u r r e n t l y  c o n c l u d i n g
n e g o t i a t i o n s  w i t h  t h e  R a i l b e l t  u t i l i t i e s  f o r  t h e  s a l e  o f  p r o j e c t
c a p a c i t y  and power  f r o m  t h e  B r a d l e y  Lake h y d r o e l e c t r i c  p r o j e c t ;

WHEREAS a p o r t i o n  o f  t h e  p r o j e c t ' s  c o n s t r u c t i o n  c o s t s  w i l l
be f i n a n c e d  w i t h  t h e  p r o c e e e d s  o f  a $ 1 7 5 , 0 0 0 , 0 0 0  bond i s s u a n c e  by 
t he  A l a s k a  Power  A u t h o r i t y :

WHEREAS e x e c u t i o n  o f  t h e  B r a d l e y  Lake a g r e e m e n t  by J u n e ,
1987 i s  n e c e s s a r y  i n  o r d e r  t h a t  c i v i l  c o n s t r u c t i o n  o f  t h e  p r o j e c t  
may commence d u r i n g  t h i s  c o n s t r u c t i o n  s e a s o n ;

WHEREAS, d u r i n g  t h e  1985 l e g i s l a t i v e  s e s s i o n ,  t h e  
L e g i s l a t u r e  e n a c t e d  AS 4 2 . 0 5 . 4 3 1 ( b )  as p a r t  o f  a c o m p l e x ,  l e n g t h y  
and c o n t r o v e r s  i a l  p a c k ag e  o f  amendment s  w i t h i n  .the " s u n s e t "  
r e a u t h o r i z a t i o n  b i l l  f o r  t h e  A l a s k a  P u b l i c  U t i l i t i e s  Co mmi s s i o n ;

WHEREAS AS 4 2 . 0 5 . 4 3 1 ( b )  p r o v i d e s  t h a t  a w h o l e s a l e  power
a g r e e m e n t  be t ween  p u b l i c  u t i l i t i e s  i s  s u b j e c t  t o  a d v an c e  a p p r o v a l  
o f  t h e  c o mmi s s i o n  and t h e  A l a s k a  P u b l i c  U t i l i t i e s  Commi ss i on  has 
o r d e r e d  An c h o r a g e  M u n i c i p a l  L i g h t  and Power  t o  s u b m i t  t h e  B r a d l e y  
Lake power  s a l e s  a g r e e m e n t  t o  t h e  c o m m i s s i o n  f o r  a d v an c e
a p p r o v a l ;

WHEREAS AS 4 2 . 0 5 . 4 3 1 ( b )  p e r m i c s  t h e  A l a s k a  P u b l i c  U t i l i t i e s  
Commi ss i on  t o  i s s u e  a c o m p a r a b l e  o r d e r  t o  o t h e r  R a i l b e l t  
u t i l i t i e s  who w i l l  be p u r c h a s e r s  u n d e r  t h e  B r a d l e y  Lake w h o l e s a l e  
power  a g r e e m e n t ;

WHEREAS AS 4 2 . 0 5 . 4 3 1 ( b )  f u r t h e r  p r o v i d e s  t h a t ,  once a
w h o l e s a l e  power  a g r e e m e n t  i s  i n  e f f e c t  and t h e  c o m m i s s i o n  
d e t e r m i n e s  t h a t  t he  r a t e s  s e t  i n  a c c o r d a n c e  w i t h  t h a  a g r e e m e n t



a r e  n o t  j u s t  and r e a s o n a b l e ,  t h e  c o m m i s s i o n  may o r d e r  t h e  p a r t i e s  
t o  n e g o t i a t e  an amendment  t o  t h e  a g r e e m e n t ,  o r  t o  use t h e  d i s p u t e  
r e s o l u t i o n  p r o c e d u r e s  c o n t a i n e d  i n  t h e  a g r e e m e n t ;

WHEREAS t h e r e  now e x i s t s  an a n o ma l y  b e t we e n  AS 4 4 . 8 3 . 0 9 0 ( b )  
wh i c h  p r o v i d e s  t h a t  t h e  A l a s k a  P u b l i c  U t i l i t i e s  Commi s s i o n  does 
n o 1- have j u r i s d i c t i o n  o v e r  t h e  A l a s k a  Power  A u t h o r i t y  and AS 
4 2 . 0 5 . 7 2 0 ( 4 ) ( A ) w h i c h  s e e m i n g l y  g i v e s  t h e  c o m m i s s i o n  t h e  
a u t h o r i t y  t o  o r d e r  t h e  A l a s k a  Power  A u t h o r i t y  t o  r e n e g o t i a t e  i t s  
w h o l e s a l e  power  a g r e e m e n t s  and t o  p r o c e e d  u n d e r  t h e  c o n t r a c t ' s  
d i s p u t e  r e s o l u t i o n  p r o c e d u r e s ;

WHEREAS th e  e f f e c t  u f  AS 4 2 . 0 5  . 7 2 0 ( 4  ) ( A)  on t h e  A l a s k a  Power  
A u t h o r i t y  and i t s  w h o l e s a l e  p o we r  a g r e e m e n t s  was n e v e r  a d d r e s s e d  
t o  t h e  19 8 G L e g i s l a t u r e ;

WHEREAS AS 4 2 . 0 5  . 7 2 0 ( 4 ) ( A ) c r e a t e s  a s t a t u t o r y  c o n f l i c t  w i t h  
t h e  l e g i s l a t i o n  a u t h o r i z i n g  t h e  a u t h o r i t y  t o  f i n a n c e  t h e  
e s t a b l i s h m e n t  o f  power  p r o j e c t s  t h r o u g h  t h e  i s s u a n c e  o f  bonds and 
w i t h  t h e  l e g i s l a t i o n  e x e m p t i n g  t h e  a u t h o i i t y  f r o m  t h e  
j u r i s d i c t i o n  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n ;

WHEREAS p r o l o n g e d  h e a r i n g s  b e f o r e  t h e  A l a s k a  P u b l i c  
U t i l i t i e s  Co mmi s s i o n  and l i t i g a t i o n  s u b s e q u e n t  t o  t h e  h e a r i n g s  
wo u l d  j e o p a r d i z e  t i m e l y  bond f i n a n c i n g  o f  t h e  p r o j e c t ,  and

WHEREAS b o n d h o l d e r s  w o u l d  be u n a b l e  t o  r e l y  on t h e  r a t e s  
a g r e e d  upon i n  a power  s a l e s  a g r e e m e n t  whe r e  t h e r e  i s  a p r o s p e c t  
o f  t h e  A l a s k a  P u b ! i d  U t i l i t i e s  Commi s s i o n  o r d e r i n g  a change  i n  an 
a g r e e m e n t  a l r e a d y  i n  e f f e c t ;

I T  IS HEREBY RESOLVED t h a t  t h e  A l a s k a  Power  A u t h o r i t y  w i l l  
ask  t h e  1987 A l a s k a  L e g i s l a t u r e  t o  e n a c t  l e g i s l a t i o n  c l a r i f y i n g  
t h a t  w h o l e s a l e  power  a g r e e m e n t s  f o r  t h e  s a l e  o f  p r o j e c t  c a p a c i t y  
o r  power  f r o m  a p u b l i c  w o r k s  p r o j e c t  o f  t h e  s t a t e  a r e  n o t  s u b j e c t  
t o  r e v i e w  o r  a p p r o v a l  by t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n .

I T  IS FURTHER RESOLVED t h a t  t h e  A l a s k a  Power  A u t h o r i t y  w i l l
ask f o r  s t a t u t o r y  l a n g u a g e  as p r o v i d e d  i n  O p t i o n  ___  and
c o n s i d e r e d  t o d a y  a t  t h i s  m e e t i n g .

A r c . 1 0 3 / 6 0 6 / 2



The re s o lu t io n  having been submitted to a vo te , the vote thereon was 
1 s f  ol 1 O W S

fb€ f e i t o n  Wlui&GA . S t W f e - ,  f c W n s  i
YEAS : r A r ^ ; !0uAvl _____________

NAYS: 0
ABSENT: 0

o lu t io n  was aeciai 
T W f c n y __________, 1987.
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And the re s o lu t io n  v/as declared adopted on th is  the Z l day o f

ALASKA. POWER AUTHORITY

BY:______________________
Lee R. Nunn, Chairman

BY:_____________ ______________
Robert D. Heath, Secretary
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TO: Mr. Robert E. LeRescheExecutive D ire c to r  A laska Power A u th o rity
FROM: W oh lfo rth , F l i n t  &  Gruening
RE: Sponsor S ub titu te  f o r  Senate B i l l  No. 22

«

DATE: March 9 , 1987

Enactment o f  the above 3111 , which would exempt w holesa le  power agreements between the A laska Power A u thority  and a pub lic  u t i l i t y  from review  o r approval by the A laska P ub lic  U t i l i t i e s  Commission, i s  e s s e n t ia l to  the program o f revenue bond fin anc ing  o f  the B rad ley  Lake H yd ro e le c tr ic  P ro je c t .
The $267 ,500 ,000  o f  V a ria b le  Rate Demand Bonds issued in  October, 1985, are p re s e n t ly  ou tstand ing to  p rov ide sh o rt-te rm  fin anc ing  f o r  the B rad ley  Lake H yd ro e le c tr ic  P ro ­je c t .  These V a riab le  Rate Demand Bonds, which are secured by L e tte rs  o f  C red it from th ree  la rg e  Japanese banks, i n i t i a l l y  a re  due in  199:1 and are su b je c t to  two one-year extensions .In  o rd e r f o r  su ccess fu l long -te rm  tak e -ou t fin anc ing  to  be marketed so as to  r e t i r e  the V a ria b le  Rate Demand Bonds, power s a le s  agreements w ith the u t i l i t i e s  to  be served must be en te red  to  secure the long -te rm  debt.
Revenue bond fin an c ing  o f  power generating f a c i l i ­t i e s  throughout tho r e s t  o f  the country i s  t y p ic a l ly  secured by power s a le s  agreements, such as those which are in  course o f  n eg o tia t io n  w ith the u t i l i t i e s  to  be served by B rad ley Lake. The pub lic  body which ia  the au th o riz in g  e n t i ty  and the p a r t ic ip a n t  u t i l i t i e s  must be f r e e  to  'en te r in to  the wholesa le



WO H L F O R T H ,  FLI NT & G R U E N I N G

Mr. Robert E. LeResche 
March 9 , 1987 Page 2 .

power agreements u n fe tte re d  by re g u la to ry  powers o f  a pub lic  
u t i l i t i e s  commission. Power sa le s  agreements p ledged to  secure long  term debt, once entered in to , cannot be d is tu rbed  while  the debt i s  ou tstand ing . The p ro v is io n s  o f  AS 4 2 .0 5 .-  0 3 1 (b ) , which p rov id e  f o r  i n i t i a l  approva l and con tinu ing  Commission ju r is d ic t io n ,  would s e r io u s ly  impede and perhaps make im poss ib le  conven tiona l revenue bond fin an c ing  secured by power s a le s  agreements o f  the B rad ley Lake P ro je c t . Enactment o f  Sponsor S ub s titu te  f o r  Senate B i l l  No. 22 , e lim in a tin g  these p ro v is io n s , i s  th e re fo re  e s s e n t ia l to  fin an c ing  o f  the p ro je c t  pursuant to  power sa le s  agreements w ith the u t i l i t i e s .

SEW:jg
Enc losu re : Sponsor S ub stitu te  fo rSenate B i l l  No. 22 .



RESOLUTION 87-05

WHEREAS t h e  A l a s k a  Power  A u t h o r i t y  i s  an i n s t r u m e n t a l i t y  o f  
t h e  S t a t e  o f  A l a s k a  and c r e a t e d  by t h e  l e g i s l a t u r e  , i n  t h e  
i n t e r e s t s  o f  p r o m o t i n g  t h e  g e n e r a l  w e l f a r e  and p u b l i c  p u r p o s e s  o f  
a l l  t h e  p e o p l e  o f  t h e  s t a t e ,  t o  r e d u c e  c o ns umer  power  c o s t s  and 
o t h e r w i s e  t o  e n c o u r a g e  t h e  l o n g - t e r m  e c o n o mi c  g r o w t h  o f  t h e  
s t a t e ,  i n c l u d i n g  t h e  d e v e l o p m e n t  o f  i t s  n a t u r a l  r e s o u r c e s ,  
t h r o u g h  t h e  e s t a b l i s h m e n t  o f  power  p r o j e c t s ;

WHEREAS th e  A l a s k a  Power  A u t h o r i t y  i s  n o t  s u b j e c t  t o  t h e  
j u r i s d i c t i o n  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n ;

WHEREAS th e  A l a s k a  Power  A u t h o r i t y  i s  a u t h o r i z e d  by s t a t u t e  
t o  b o r r o w  money and i s s u e  .bonds t h e  p r i n c i p a l  and i n t e r e s t  on 
w h i c h  a r e  p a y a b l e  f r o m  t h e  i ncome and r e c e i p t s  o r  o t h e r  money 
d e r i v e d  f ro m  p r o j e c t s  f i n a n c e d  w i t h  t h e  p r o c e e d s  o f  t h e  bonds and 
f r o m  r e v e n u e - p r o d u c i n g  c o n t r a c t s  i n c l u d i n g  a c o n t r a c t  p r o v i d i n g  
f o r  t h e  s e c u r i t y  o f  t h e  bonds nade by t h e  a u t h o r i t y  w i t h  any 
p e r s o n ;

WHEREAS t h e  A l a s k a  Power  A u t h o r i t y  i s  c u r r e n t l y  c o n c l u d i n g  
n e g o t i a t i o n s  w i t h  t h e  R a i l b e l t  u t i l i t i e s  f o r  t h e  s a l e  o f  p r o j e c t  
c a p a c i t y  and power  f ro m  th e  B r a d l e y  Lake h y d r o e l e c t r i c  p r o j e c t ;

WHEREAS a p o r t i o n  o f  t h e  p r o j e c t ' s  c o n s t r u c t i o n  c o s t s  w i l l  
be f i n a n c e d  w i t h  t h e  p r o c e e e d s  o f  a $ 1 7 5 , 0 0 0 , 0 0 0  bond i s s u a n c e  by 
t h e  A l a s k a  Power  A u t h o r i t y ;

WHEREAS e x e c u t i o n  o f  t h e  B r a d l e y  Lake a g r e e m e n t  by J u n e ,
1987 i s  n e c e s s a r y  i n  o r d e r  t h a t  c i v i l  c o n s t r u c t i o n  o f  t h e  p r o j e c t  
may commence d u r i n g  t h i s  c o n s t r u c t i o n  s e a s o n ;

WHEREAS, d u r i n g  t h e  1986 l e g i s l a t i v e  s e s s i o n ,  t h e  
L e g i s l a t u r e  e n a c t e d  AS 4 2 . 0 5 . 4 3 1 ( b )  as p a r t  o f  a c o m p l e x ,  l e n g t h y  
and c o n t r o v e r s i a l  p a c k ag e  o f  amendments w i t h i n  t h e  " s u n s e t "  
r e a u t h o r i z a t i o n  b i l l  f o r  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n ;

WHEREAS AS 4 2 . 0 5 . 4 3 1 ( b )  p r o v i d e s  t h a t  a w h o l e s a l e  power
a g r e e m e n t  be t ween  p u b l i c  u t i l i t i e s  i s  s u b j e c t  t o  a d v a n c e  a p p r o v a l  
o f  t h e  c o m m i s s i o n  and t h e  A l a s k a  P u b l i c  U t i l i t i e s  Commi s s i o n  has 
o r d e r e d  A n c h o r a g e  M u n i c i p a l  L i g h t  and Power  t o  s u b m i t  t h e  B r a d l e y  
Lake power  s a l e s  a g r e e m e n t  t o  t h e  c o mmi s s i o n  f o r  a d v an c e
a p p r o v a l ;

WHEREAS AS 4 2 . 0 5 . 4 3 1 ( b )  p e r m i t s  t h e  A l a s k a  P u b l i c  U t i l i t i e s  
Commi ss i on  t o  i s s u e  a c o m p a r a b l e  o r d e r  t o  o t h e r  R a i l b e l t  
u t i l i t i e s  who w i l l  be p u r c h a s e r s  u n d e r  t h e  B r a d l e y  Lake  w h o l e s a l e  
power  a g r e e m e n t ;

WHEREAS AS 4 2 . 0 5 . 4 3 1 ( b )  f u r t h e r  p r o v i d e s  t h a t ,  once a
w h o l e s a l e  power  a g r e e m e n t  i s  i n  e f f e c t  and t h e  c o m m i s s i o n  
d e t e r m i n e s  t h a t  t h e  r a t e s  s e t  i n  a c c o r d a n c e  w i t h  t h e  a g r e e m e n t



a r e  n o t  j u s t  and r e a s o n a b l e ,  t h e  c o mmi s s i o n  may o r d e r  t h e  p a r t i e s  
t o  n e g o t i a t e  an amendment to  th e  a g r e e m e n t ,  o r  t o  use t h e  d i s p u t e  
r e s o l u t i o n  p r o c e d u r e s  c o n t a i n e d  i n  t h e  a g r e e m e n t ;

WHEREAS t h e r e  now e x i s t s  an a n oma l y  . bet ween AS 4 4 . 8 3 . 0 9 0 ( b )  
w h i c h  p r o v i d e s  t h a t  t h e  A l a s k a  P u b l i c  U t i l i t i e s  Commi s s i on  does 
n o t  have j u r i s d i c t i o n  o v e r  t h e  A l a s k a  Power  A u t h o r i t y  and AS 
4 2 . 0 5 . 7 2 0 ( 4 ) ( A)  w h i c h  s e e m i n g l y  g i v e s  t h e  c o m m i s s i o n  t h e  
a u t h o r i t y  t o  o r d e r  t h e  A l a s k a  Power  A u t h o r i t y  t o  r e n e g o t i a t e  i t s  
w h o l e s a l e  power  a g r e e me n t s  and t o  p r o c e e d  u n d e r  t h e  c o n t r a c t ' s  
d i s p u t e  r e s o l u t i o n  p r o c e d u r e s ;

WHEREAS t h e  e f f e c t  o f  AS 42 . 05 . 7 2 0 ( 4 )  ( A ) on t h e  A l a s k a  Power  
A u t h o r i t y  and i t s  w h o l e s a l e  po we r  a g r e e me n t s  was n e v e r  a d d r e s s e d  
t o  t h e  1986 L e g i s l a t u r e ;

WHEREAS AS 4 2 . 0 5  . 7 2 0 ( 4 )  ( A)  c r e a t e s  a s t a t u t o r y  c o n f l i c t  w i t h  
t h e  l e g i s l a t i o n  a u t h o r i z i n g  t h e  a u t h o r i t y  t o  f i n a n c e  t h e  
e s t a b l i s h m e n t  o f  power  p r o j e c t s  t h r o u g h  t h e  i s s u a n c e  o f  bonds and 
w i t h  t h e  l e g i s l a t i o n  e x e m p t i n g  t he  a u t h o r i t y  f r o m  t h e  
j u r i s d i c t i o n  o f  t h e  A l a s k a  P u b l i c  U t i l i t i e s  Co mmi s s i o n ;

WHEREAS p r o l o n g e d  h e a r i n g s  b e f o r e  t h e  A l a s k a  P u b l i c  
U t i l i t i e s  Commi s s i on  and l i t i g a t i o n  s u b s e q u e n t  t o  t h e  h e a r i n g s  
w o u l d  j e o p a r d i z e  t i m e l y  bond f i n a n c i n g  o f  t h e  p r o j e c t ,  and

WHEREAS b o n d h o l d e r s  wo u l d  be u n a b l e  t o  r e l y  on t h e  r a t e s  
a g r e e d  upon i n  a power  s a l e s  a g r e e m e n t  wher e  t h e r e  i s  a p r o s p e c t  
o f  t h e  A l a s k a  Pub!  i d  U t i l i t i e s  Commi s s i on  o r d e r i n g  a change  i n  an 
a g r e e me n t  a l r e a d y  i n  e f f e c t ;

I T  IS HEREBY RESOLVED t h a t  t h e  A l a s k a  Power  A u t h o r i t y  w i l l  
ask  t h e  1987 A l a s k a  L e g i s l a t u r e  t o  e n a c t  l e g i s l a t i o n  c l a r i f y i n g  
t h a t  w h o l e s a l e  power  a g r e e me n t s  f o r  t h e  s a l e  o f  p r o j e c t  c a p a c i t y  
o r  power  f ro m  a p u b l i c  wo r k s  p r o j e c t  o f  t h e  s t a t e  a r e  n o t  s u b j e c t  
t o  r e v i e w  o r  a p p r o v a l  by t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o mmi s s i o n .

I T IS FURTHER RESOLVED t h a t  t h e  A l a s k a  Power  A u t h o r i t y  w i l l
ask  f o r  s t a t u t o r y  l a n g u a g e  as p r o v i d e d  i n  O p t i o n  ___  and
c o n s i d e r e d  t o d a y  a t  t h i s  m e e t i n g .

A n c . 1 0 3 / 6 0 6 / 2
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The re s o lu t io n  having been submitted to  a vo te , the vote thereon was

The, tfoJJusr&M . ScWufery Whman ;
YEAS:j1 4 ^ _____________________

NAYS:

ABSENT: J S
And the re s o lu t io n  v/as declared adopted on th is  the ^  day o f 

F eb(W W __________, 1987.

ALASKA POWER AUTHORITY

BY:______________________
Lee R. Nunn, Chairman

BY:___________________________
Robert D. Heath, Secretary



MEMORANDUM

T o : R ep . J o h n  Sund D a te :  May 7 , 1987
C hairman
H ouse J u d i ci ar y Committee

T h r o u g h : Becky Bear
I n formation Officer 
DC&ED

Subject: CS for SSSB22

This m e m o r a n d u m  is submitted as a supplement to the p revious 
w r i t t e n  comments w h ic h have been di r ec te d at the vari ou s  ve rsions 
of SB22 (copies of the earlier comments w hi ch  remain rel ev an t are 
a t t a c h e d ) .

In particular, the Commission wishes to pre se nt  its re sponse to 
the recent amendments to the bill which were added d u ri ng  p r o­
ceedings b e fo re  the Senate Finance Committee an d  are n ow 
reflected as Sections 3 and 7 of the Committee S u b s t i t u t e .

i

Section 3 —  Amen di ng  AS 42.05.511

In an e a r l i e r  m e mo ra n du m to the Senate, the Commi ss io n r e qu ested 
cla ri fi ca ti on  regarding the impact of the Sponsor S ubstitute 
(which w o u l d  remove all Alas ka  Power Au th o r i t y  (APA) w h o l e s al e 
p ow er  tr an s actions from Commission review) on the Commission's 
r e sponsibilities un de r Section .511 of the statute. S e c t io n .511 
requires c onsideration of the prudence of util it y costs w i t h i n  
the context of a specific rate case. T he Commission's confusion 
c entered on not ha ving the ability to pass upo n  the w h o l es al e 
power agreements in the first instance, ye t at the same time 
b eing re qu ir ed  b y  law to consider the prudence of costs incurred 
u nder t hose agreements for ratemaking purposes.

While the Commission appreciates the Senate's efforts at p r o v i d­
ing the re qu ested clarification, the language of Section 3 simply 
goes far b ey on d any concern for prote ct in g the integrity of costs 
a t tr ibutable to the A P A  or the income stream ne cessary to g u a r a n­
tee adeq u at e revenue to service the debt associated w i t h  A P A  
projects. In fact, Section 3 can only be read to "open the 
floodgate" w h i c h  will result in the inclusion of v i r t ua ll y any 
u t i li ty  cos t that can even remotely be argued to be assoc ia te d

From: / T e d  M o n i ns ki  II 
/ y l /  E xe cu ti v e Director 

/ ,  1  A l a s k a  Public Utilities C ommission



w i t h  w h o l es al e p o w e r  transactions and thereby elim i na ti ng  and 
publ i c interest review of t h e s e .expenses.

In its p revious comments, the C ommission estimated that removing 
C om mi ss io n jurisdiction over A P A  w ho le sa le  p o we r  transactions 
c ould resu lt  in the effective deregulation of up to 50% of a 
r e gu lated utility's revenue requirement (depending on the 
specific circumstances of the utility and the degree to w h i c h  it 
reli ed  up o n A P A  ge ne rated p o w e r ) . The almost u n l i mi te d ability 
to flow thro ug h costs t ha t  w ou ld  accompany adoption of Sect io n 3 
w o u l d  ce rt ai n ly  expand the "deregulation" effect alre ad y alluded  
to.

T h e  C om m is si on  has repeatedly stated tha t  it w o u l d  not ta ke  an 
a d v o ca cy  p o s i ti o n regarding the u nd e r l y i n g  p o licy questions of 
SB22, but Section 3 speaks to a n ew set of issues wh ic h deviate 
s u b st an t ia ll y from the basic intent of the balan ce  of the bill. 
Th e Commis si o n m u s t  go on record as o pposing the language now 
i ncluded in Section 3.

S ect io n 7 —  A m e n di n g AS 44.83.162

Sec t io n 7 really has nothing to do w i t h  the der eg ul a ti on  of c e r­
tain uti li ti es  or utili ty  transactions, bu t  rathe r presents 
s p ecific legislative guidance on the m e t h o d  b y  w h i c h  the C o m m i s­
sion wil l calculate a utility's assistance e n titlement un d er  the 
state's Power Cost Equalization (PCE) program. The am e ndment 
w o u l d  remove the "... costs of kil o wa tt -h ou r sales associ at ed  w it h 
a U n i t e d  States D epartment of Defense facility." (DOD) from APUC  
c o n s id er a ti on  in the PCE calculation.

i

The C om mi ss io n  believes that it understands the intent of this 
p r o v i s i o n  and does not oppose it on any p o l i c y  grounds. The 
language of section 7 is somewhat ambiguous, however, and m a y  not 
n ec es s a r i l y  produ c e the result the sponsor intended. S p e c i­
fically, b o t h  the revenues and the costs a ssociated w i t h  such DOD 
tran sa ct io ns  should be removed from the PCE calculation. Further 
the Co mm is si on  should be required to v a l i d a t e  the cost component 
b y  some "cost of service" methodology w h i c h  will ensure th e  a c c u­
rate identification of the costs to be excluded.

-  2 -
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Good afternoon, members* of the committee. My n am e is Joel 

R o t h b s r g ,  and I a n  tha s ta f f a t t o r n e y  for the A l a s k a  C o n s u m e r  

Advocacy Program (ACAP). On behalf of ACAP I would like to thank 

the-committee for the opportunity to speak here today.

M y  p u r p o s e  is to s pe ak  f i r s t  a g a i n s t  a d o p t i o n  of t h o s e  

p o r t i o n s  of the b il l b e f o r e  the c o m m i t t e e  w h i c h  w o u l d  r e m o v e  

wh ol es al e power contracts betwe e n the Alaska Power Authority and 

a p u b l i c  u t i l i t y  f r o m  tha j u r i s d i c t i o n  of t h e  A l a s k a  P u b l i c  

Utilities Commission. Removal of these contracts from APUC juris­

d i c t i o n  w o u l d  be a s e v e r e  b l o w  to the i n t e r e s t s  of R a i l b e l t  

utility co n sumers and of tha public at large.

A C A P  a l s o  o b j e c t s  to t h o s e  p a r t s  of the b i l l  w h i c h  w o u l d  

e x em pt  from regulation utilities w it h fewer than 500 subscribers 

u n l e s s  25 p e r  c e n t  of the s u b s c r i b e r s  p e t i t i o n e d  the A P U C  for 

regulation.

The o b v i o u s  i n t e r e s t  of the u t i l i t i e s  in p r o m o t i n g  this 

l e g i s l a t i o n  is t h a t  its p a s s a g e  w o u l d  free t h e m  to n e g o t i a t e  

w h o l e s a l e  p o w e r  a g r e e m e n t s  w i t h  the A P A  for B r a d l e y  L a k e  p o w e r  

w i t h o u t  having to subject those contracts openly to the scrutiny 

of the A P U C  staff, c o m p e t i n g  p o w e r  p r o d u c e r s ,  a n d  o t h e r  e n e r g y  

production and conservation experts.

E v a l u a t i n g  the b e n e f i t s  of B r a d l e y  L a k e  p o w e r  n e c e s s a r i l y  

entails resolving extremely c o m p le x questions relating to e s t i m a­

tio n  of d e m a n d  o v e r  long p e r i o d s  of t im e , the c o s t s  of v a r i o u s  

p o we r production methods, possibilities for energy conservation, 

financing costs, and rates. Difficult as these questions would

-■—  . .  . — .  a  PkHoci of (ho AIm *i  Pobllo In ltrou Rooooreh Croup — ■— ■w i ■■ i



be were the main issue only the cost of Bradley Lake power, they 

are g r e a t l y  c o m p l i c a t e d  b y  the c l a i m s  of a l t e r n a t i v e  e n e r g y  

p r o d u c e r s  n o w  b e f o r e  the A P U C  that t h 6 y  c a n  p r o d u c e  p o w e r  at 

l o w e r  c o s t  t h a n  t h a t  f r o m  B r a d l e y  L a k e  or a n y  e x i s t i n g  c o n v e n­

tional source.

O n e  of t h e s e  a l t e r n a t i v e  p r o d u c e r s ,  V a l l e y  E n e r g y  

C o r p o r a t i o n ,  a r g u e s  th at  u n d e r  the f e d e r a l  P u b l i c  U t i l i t y  

Regulatory Policy Act, or PURPA, because the e le ctricity it will 

produce from woo d  chips is more economical than any other source 

o v e r  a 2 0 - v e a r  p e r i o d ,  MEA, w h i c h  is in the m a r k e t  for p o w e r ,

I
m u s t  purchase Valley Energy power and will have to do so even if

I
it c o n t r a c t s  for p o w e r  f r o m  o t h e r  sources. Thus, t h e  e f f e c t  o f  

p a s s a g e  of t h i s  l e g i s l a t i o n  is th a t M E A  c o u l d  be o b l i g a t e d  to 

buy Bradley Lake po we r under a contract with tha APA at tha same 

t i m e  t h a t  it is o b l i g a t e d  to b u y  V a l l e y  E n e r g y  p o w e r  u n d e r  an 

order from the APUC.

Utility co ns um er s  ara entitlnC Lu wtie dat.ermlna’Clon or ail 

these issues by an expert, neutral adjudicator, as it is they w ho 

w i l l  p a y  the c o s t  of u n n e c e s s a r i l y  e x p e n s i v e  p o w e r  a nd e x c e s s  

p o w e r .  T h a t  a d j u d i c a t o r  is the APUC. It c a n n o t  be t he APA, 

w h i c h  is n o t  e m p o w e r e d  to a d j u d i c a t e  c o m p e t i n g  c l a i m s  of 

utilities and the public and w hi ch  makes no pretense of expertise 

in, for e x a m p l e ,  d e m a n d  e s t i m a t i o n .  The A P A  c e r t a i n l y  c a n n o t  

claim neutrality; for months the chairman of the APA and m e m b e r s  

of its staff have worked tirelessly to promote Bradley Lake. The 

A P A  h a s  a v a l u a b l e  r o l e  to p l a y  in the p r o c e s s  of d e c i d i n g  w h e ­

ther utilities should be able to buy power from Bradley Lake but 

it mu st  not be the final decision-maker.
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There is no good reason for removing the APA contracts from 

APllC j u r i s d i c t i o n .  T he u t i l i t i e s  w i l l  a r g u e  t h a t  the d e l a y  

e n t a i l e d  by A P U C  r e v i e w  w i l l  m a k e  f i n a n c i n g  of B r a d l e y  L a k e

e i t h e r  n e r c  c x p c n a i v c  or e v e n  unavftilable. T h a t  a r g u m e n t  Liege 

the q u e s t i o n  of w h y  the p e o p l e  of this s ta t e s h o u l d  be d e n i e d  the 

m os t thorough, expert, independent evaluation possible from the 

APUC in evaluating these contracts.

•Just as entitled to regulatory protection are consumers in

-b i  1 L -fa i. a  a. itW -fcVictn 5 0 0  j u W o c j s ?  J.lic.iro, T S c V ' * #  i. o  n o  r o o u u u  L v

a s s u m e  t h a t  j u s t  b e c a u s e  a u t i l i t y  is s m a l l  its s e r v i c e  w i l l  

always be adequate and its rates reasonable.

T h e s e  s m a l l  u t i l i t i e s  are u s u a l l y  r e m o t e  and r ural in 

character. An indication of the kinds of problems that can arise 

in t h e s e  s e t t i n g s  c a n  be f o u n d  in the r e c e n t l y  i s s u e d  r e p o r t  of 

the A P U C  s t a f f  on A V E C  o p e r a t i o n s .  The r e p o r t  s h o w s  t h a t  a l­

though AVEC is improving, numerous problems r emain in the areas 

of s u p e r v i s i o n ,  a c c o u n t a b i l i t y ,  a n d  t r a i n i n g  of v i l l a g e  o p e r a­

tors, maintenance, materials management, construction and engi­

neering.

T h e  c o m m u n i t i e s  t h a t  w o u l d  l o s e  t h e  b e n e f i t  o f  A P U C  

r e g u l a t i o n  are s i m i l a r  to t h o s e  in the AVE C s y s t e m .  W i t h o u t  

C o m m i s s i o n  m o n i t o r i n g  or e f f e c t i v e  c o m p e t i t i o n ,  w h e n  s e r v i c e  

problems arise or rates go up, consumers have no alternative but 

to tak e w h a t  t h e y  are given. In the a b s e n c e  of an i n d i c a t i o n  

from these consumers that they do not need the APUC to deal with 

t h e i r  u t i l i t i e s ,  the l e g i s l a t u r e  s h o u l d  n o t  t u r n  its b a c k  on 

t h e m .
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MEMORANDUM •

TO: Sen. Don Bennett Date: A p r i l 2 , 1987
Sen. Johne B in k ley  Co-ChairmenSenate Finance Committee

Through: • Becky Bear,' "‘In fo rm a tio n  O f f ic e r  DC & ED .

Sub jec t: Impact A na ly s is  -  SSSB22

Attached i s  the APUC's impact statement f o r  the above re fe ren ced  b i l l .  A lso  a ttached i s  a copy o f  the Commission's re p ly  to  a l e t t e r  from  Rep, Kay Brown which addresses some o f  th e  same sub stan tive  is su e s  eva lu a ted  in  the impaot sta tem ent. The Commission had p re v io u s ly  submitted separa ta f i s c a l  notes f o r  the o r ig in a l b i l l  and the sponsor su b s t itu te . To avo id  c on fu s io n , I  have merged th ese  two no tes and have inc luded the  new, combined f i s c a l  note w ith  t h i s  impact statement.
I t  i s  my understand ing th a t  the Senate Finance Committee w i l l  con s id e r SSSB22 du ring  a Committee hearing  new scheduled f o r  Tuesday, A p r i l 7 , 1987 , a t  9 :00  a.m. This h ea ring  w i l l ,  I  am advised , be te le c on fe re n c ed  through the L e g is la t iv e  Te lecon fe rence Network. I  would app rec ia te  you r d is t r ib u t in g  th is  memorandum and i t s  attachments to  the o th e r members o f  the Finance Committee a t  you r e a r l i e s t  convenience.
In  l i g h t  o f  th e  fa c t  th a t  a form al case touching upon many o f  the same issu es to  be considered  in  SSSB22 i s  now pending b e fo re  the Commission, no Commissioner, w i l l  p rov ide testim ony on Sec tion s 1 ,2 ,4 ,5  and 6 o f  th e  B i l l .  P r io r  testimony, .on S ec tion  3 has been given and fu r th e r  comment on Section  3 i s  inc luded  w ith th is  impact sta tem ent.
The Commission has asked th a t  I  be p resen t to  p rov id e  any necessary testim ony o r  c la r i f i c a t i o n  f o r  the  a ttached m a te r ia ls .I  w i l l ,  th e re fo r e , be a v a i la b le  f o r  comment a t  tha Anchorage LIO a t the date and time re fe renced  above. P lea se  in fo rm  me o f  any schedule changes o r  any o th e r in fo rm ation  you may re q u ire  p r i o r  to  the Committee meeting.

Execu tive  D ire c to rA laska P u b lic  U t i l i t i e s  Commission



The fo llow in g  i s  an e v a lu a t io n  o f  the p robab le  impacts o f  adopting o r no t adopting the p o lic ie s  contained in  the above re fe ren ced  sec tion s  o f  SS&B22, The Commission's comments a re d ire c ted  a t i t s  own re g u la to ry  r e s p o n s ib i l i t ie s  and a re  not # intended to  r e f le c t  a comprehensive c on s id e ra tion  o f a l l  is su e s .
I f  Passed;

* • %

W holesale power s a le s  t ra n sa c tio n s  between regu la ted  u t i l i t i e s  and the APA a re  exempt from  Commission o v e rs ig h t. The p u b lic  in t e r e s t  r e s p o n s ib i l i t y  f o r  e va lu a tin g  these tran sa c tio n s  would re s id e  s o le ly  w ith the APA and the v a riou s  review  mechanisms used to  eva lu a te  s p e c i f ic  p ro je c t  p rop o sa ls .R ega rd less o f  i t s  o th e r m e rits /d em e rits , th is  approach would la c k  tha b roade r overview  of- power supp ly d ec is ion s which cou ld  be p rov ided  by the  Commission.
A lso , th is  B i l l  does no t p u rp o rt to  a l t e r  the .Commission's a u th o r ity  to  judge the prudence o f  a u t i l i t y ' s  J purchased power cos ts  a t  tha time o f  a s p e c i f ic  ra te  case , underi AS 4 2 .0 5 .5 1 1 (a ) . 1 However, even i f  the  Commission continues tohave the a u th o r ity  to  make c a s e -s p e c if ic  ad justm ents, ra tepaye rs and u t i l i t y  owners o f  coop e ra tive  and m unicipa l u t i l i t i e s  are one

C
and the same, making any a fte r?* th e> fac t d isa llow ance o f   ̂ A PA -re lated c o s ts  f o r  these e n t i t ie s  r e la t i v e ly  meaningless.

The proposed ju r i s d ic t i o n a l changes would a f fe c t iv e ly  -remove-from Commission review  a -sub stan tia l percentage o f  a u t i l i t y ' s  co s ts  which, as s ta ted  above, might be d i r e c t ly  passed through to  tha ra tep aye rs  by op e ra tion  o f  law . For r e t a i l  u t i l i t i e s  under the four-dam  p oo l arrangement, f o r  example, th e re  a re  in stances o f  APA-supplied- power co s ts  which account f o r  as much as 50 p e rc e n t-o r more o f  a u t i li t y .! i : .  r a t e s . . fo r  s e rv ic e .Sven--under f i r s t - c u t  •Ah'd'conservative p ro je c t io n s  f o r  B rad ley  •Lake-supplied power, the range o f  impact, assuming sign-up o f tha f u l l  complement o f  r a i l b e l t  u t i l i t i e s ,  appears to  be between 8 pe rcen t and 20 pe rcen t o f  a u t i l i t y ' s  ra te s .

. -*:.v.-.-:iThe-Commission-believes--that t h is  issue, needs fu r th e r  c on s id e ra tion  and c la r i f i c a t i o n  to  determ ine-whether the Commission- can,' in  fa c t ,  d is a llow  APA con tra c t costs  in  ra te s  a f t e r  the c on tra c ts  a re  in  p la c e , o r  whether a l l  APA-related costs  must be inc luded in  ra te s  w ithou t any Commissic- review o r adjustment-.-



To the ex ten t th a t tha purpose o f  t h i s  b i l l  i s  to  e lim in a te  a l l  Commission ove rs ig h t f o r •c on tra c tu a l t ra n sa c t io n s  in v o lv in g  an APA p ro je c t , th a t o b je c t iv e  may not be achieved . Under th e  fe d e ra l P ub lic  U t i l i t i e s  Regu la to ry  P o lic ie s  Act (PURPA), a u t i l i t y  i s  requ ired  to  purchase power from a "Q u a li fy in g  F a c i l i t y "  (Q F ). By Congressiona l d e le g a tio n , the  Commission i s  re sp on s ib le  f o r  en fo rc ing  th a t o b lig a t io n . Because o f t h i s ,  even i f  the a u th o r ity  ove r A F A -u t i lity  c on trac ts  i s  removed by le g i s la t i v e  ac tion  in  A laska, tha Commission may s t i l l  be re o u ire d  to  a c t under fe d e ra l law to  p ro h ib it  purchases by re g u la te d  u t i l i t i e s  where such, purohasas would th rea ten  to  subvert th e  in te n t  o f  the fe d e ra l s ta tu te s , q f ' s cou ld  a ls o  seek' a remedy in  the fe d e ra l cou rts  o r  b e fo re  the F ede ra l Energy R egu la to ry  Commission to  ensure th a t t h e i r  r ig h ts  a re  p ro te c ted . Thus,, the  ju r i s d ic t i o n a l l im it s  on the Commission e s tab lish ed  by th is  b i l l  do not guarantee that th e re  w i l l  be no impediments to  APA c on tra c t in g  o r  fin an c ing .
I f  Not Passed :

The Commission would have to  approve a l l  fu tu re  w ho lesa le  power c on trac ts  between regu la ted  u t i l i t i e s  and the APA.
The c on tra c t review  p rocess would e n t a i l a p u b lic  n o tic e  p e rio d  o f  t h i r t y  days, p re lim in a ry  s t a f f  in v e s t ig a t io n  o f  the c on tra c t and Commission ac tion  based on any p u b lic  comment and the i n i t i a l  S t a f f  a n a ly s is . The Commission may approve, r e je c t  o r  suspend the c o n tra c t , s ta t in g  i t s  fin d in g s  and conc lu s ion s f o r  ta k in g  a c t io n . Assuming the request f o r  app rova l con ta in s s u f f i c i e n t  in fo rm a tio n , the Commission cou ld  taka  a c tion  w ith in  45 days o f  th e  date o f f i l i n g .  In  the event a p a rty  o b je c ts  to  Commission app rova l o f  the c on tra c t , p rocedures to  e f fe c t  an a d ju d ic a to ry  p roceeding would ensue.



COMMISSION POSITION STATEMENT RE* SECTION 3 OF SSSB22
Under S ec tion  3 o f  the b i l l  (th e  o r ig in a l SB22 as amended), which would d e regu la te  c e r ta in  e le c t r ic  and te lephone u t i l i t i e s ,  the Commission continues to  b e lie v e  th a t as a m atte r o f  p u b lic  p o lic y , tha  s ta tu to ry  procedure a lr e a d y  in  p lace  i s  su p e rio r to  autom atic d e re g u la t io n .. AS 4 2 .0 3 .7 1 1 ( f )  g ive s  consumers a choice o f  what le v e l  o f  re g u la to ry  p ro te c t io n  b es t se rves t h e i r  in d i­v id u a l circum stances through an e le c t io n . Consumers o f f iv e  u t i l i t i e s  a f fe c te d  by th is  b i l l  have h e ld  d e reg u la tio n  e le c t io n s . Of, th e . five^^the..consumers.,of. two., u t i l i t i e s  ,..Tanana 'Power and Iliamna-Newhalen E le c t r ic  C oopera tive , I n a . ,  have voted to  r e t a i n ' re g u la t io n . I f  Section  3 i s  adopted/ i t  i s  no t c le a r  what con­t in u in g  e f f e c t  the p rev iou s vo te  to  continue APUC ju r is d ic t io n  would have in  l i g h t  o f  the "b lan ke t" d e re g u la t io n  provided f o r  in  t h is  p ro p o s a l. However, i f  adoption o f  t h is  s e c t io n 're s u lt s  in  t h e i r  d e re g u la t io n , i t  w i l l  be in  d i r e c t  c o n f l i c t  w ith a demo­c r a t ic  v o te  o f  the a ffe c te d  consumers.


