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Original sponsor: Coghill

IN THE SENATE BY THE JUDICIARY COMMITTEE
HOUSE CS FOR CS FOR SPONSOR SUBSTITUTE FOR SENATE BILL NO. 22 (Judiciary)
IN THE LEGISLATURE OF TKF. STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act exempting certain telephone and electric

utilities and certain transactions from regulation by
8 the Alaska Public Utilities CcTnmission; restricting

the authority of the Alaska Public Utilities Commis-

10 sion in considering certain costs in connection with
1 rates charged by a utility and with calculating power
L cost equalisationj and providing for an effective
23 date.”

“' BE IT ENACTED BY THE LEGTSLafURE OF THE STATE OF ALASKA:

. * Section 1. AS 42.05.431(b) is amended to read:
16

" (b) Except as -provided in (c) of this section, a [A] wholesale
" power agreement between public utilities 1is subject to advance ap-
#h proval of the commission. /[fter a wholesale power agreement is in
191 . . . . .

effect, the commission may not invalidate any purchase or sale obliga-
2 . . . :

tion under the agreement  However, if the commission finds that rates
2 :

set in accordance v ;t: * agreement: are not lust and reasonable, the
2

commission tray o- . the parties to negotiate an amendment to the
23

agreement and if the parties fail to agree, to use the dispute resolu-
24 . . .

tion procedures contained in the contract.
25 . . .

! * Sec. 2. AS 42.05.431 is amended by adding a new subsection to read:
26 j

g (c) A wholesale agreement for the sale of power between the
27!

Alaska Power Authority and a public utility from a project licensed
28

for construction by the Federal Energy Regulatory Commission on or
29

before January 1, 1937, is not subject to review or approval by the
-1- HCS CSSSSB 22(Jud)
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! commiroion,
2 * Sec. 3. AS 42;05.511 is amended by adding a new subsection to read:

3 (d) Power costs incurred by a utility in connection with a con-
4 tract with the Alaska Power Authority that is exempted from commission
> review under AS 42.05.437(c) shall be allowed in the rates charged by
6 the utility.
! * Sec. 4. AS 42.05.717(e) is amended to read:
8l (e) Notwithstanding any other provisions of this chapter, an
. [ANY] electric or telephone utility that does not gross $50,000 an-
nually or that has fewer than 250 retail subscribers is exempt from
]1| regulation under this chapter unless 25 percent of the subscribers
2 petition the commission for regulation. The commission may not com-
| bine the revenue or subscribeni of an electric ard a telephone utility
“ owned bv the same company when determining whether a utility is exempt
st under this_subsection.
0 * Sec. 5. AS 44.83.090(b) is amended to read:
it (b) The authority is not subject to the jurisdiction of tf
“ll Alaska Public Utilities Commission. Nothing in this chapter fAS 44.-
J 83.010 - 44.83.425] grants the authority any jurisdiction over the
2% services or rates of any public utility or diminishes or otherwise
4 alters the jurisdiction of the Alaska Public Utilities Commission with
22i respect to any public utility, including any right the commission may
1 have to review and approve or disapprove contracts for the purchase of
“ electricity by a public utility other than a wholesale power agreement
» for the purchase of power from the authority under AS 42.05.431(c).
% * Sec. 6. AS 44.33.162 is amended by adding a new subsection to read:
z (p) In calculating power coat equalization, the commission may
° not consider validated costs or kilowatt-hour sales associated with a
29

United States Department of Defense facility.
HCS CSSSSB 22(Jud) -2 -



I * Sec. 7. Sections 1, 2, 5,6 and 6 of this Act are retroactive to

June 7, 1986.
* Sec. 8. This Act takes effect immediately under AS 01.10.070(c).
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Alaska PowerAuthority

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 1 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. 1 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).

09/725(1)



SENSITIVITY ANALYSIS

Running a new scenario requires a new base case and a new alternate
case. FEach 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

HRA has ignored the benefits that v/ere not quantified in the
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 SI1.60 per MMBTU, even assuming
that coal prices remain constant at SI1.30 per MMBTU. The capital

and 0&M costs of coal-fired generation are vastly higher than they

09/725(2)



Sam Cotten

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 1is 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 isnow considering producing up to half of its
own electrical requirements through cogeneration. They have a

contract for purchase of electricity from HEA through 1991. HEAand
Tesoro are continuing todiscuss the elements of a mutually

beneficial compromise.

09/725(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

09/725(4)



Alaska PowerAuthority

FROM: Robert E. L
Executive Director

DATE: May 13, 1987

The following two sections arepossible substitutes forSec. 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 constructionat aconstruction cost not to

exceed $105 million 1in January 1987 dollars.
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Alaska Power Authority

State of Alaska

April 17, 1987

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.

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
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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 1is 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.

8785/698/72



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 38-years old in 1991. The average heat rate
reported for the 22 MW coal facility at Ft. Wainwright is

19,000 BTU/kWh, 1in 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, 1in 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.

8785/698/3
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April 17, 1987
Page 4

Base Case Capacity Additions 1in the Fairbanks Area

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 Kkilowatt-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) 1is 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.

Electrical Demand in 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 1in 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

8785/698/4



Mr. Alan Mitchell
April 17, 1987
Page 5

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 I 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

We appreciate the time and thought that are represented by the reviewer 3
comments. Regarding the Hrst question raised concerning the comparison of the
independent vs. joint system religbility, it is important to keep inmind 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
relizbility of the system, we must consider the combined probebilities of outages in both
areas.

Let 3 farst consider the Anchorage and Kenal 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
probabi lity 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 ajoint or simultaneous Anchorage/Kenai outage, which would be seen as a
single outage by the observer. Numerically, this probability is then [.00015332 +
.00102409 - (,00015332x.0002409)] * .0003939. Converted to the days/year form most
often used when citing LOLP 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 3 second question about the 110 megawatt difference in
system nameplate capacity between the intemed 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 gereral, wiien two systems are
combined, the combined system requires a lower reserve margin than the individual
systems to meet u target level of relicbility, 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 CT capacity for reserve purposes.



TO:
FROM:
DATS:
RS:

KS5y.0HANDUH

Kan Johnson (ARECA)
Tom Martin

May 13, 1987
HRA Report on Railbelt Intertiea (May 9, 1987)

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

As discussed in the rebuttal paper to HRAIls
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 thatwas
previously assumed to be picked up by GVEA.

Page 5: The HRA assumption that i1ts study 1iIs barter
than those prepared on behalf of the APA 1is 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 ZzO
downplay the differential to gat a better price,
Severy S statement is self-serving and should be i1g—
nored.

The "undecut"™ could be 70C/MMBTU as easily as 60C cr
50$, Again, HRA 1is 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’ rCIT6Q
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 1ia going up, bo
alao i1a 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 1a limited and that CEA will
not turn over capacity to others without compensation
(which 1a 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 i1s an indication that
they do not understand that peak demand is highly aen-
.sitivo to temperature lows 1in winter and that loaai of
load probability i1a 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 2on 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?”i1t will ba naceesary to
ship the coal aithar north or south at a substantial
cost.

Paga 9: It 1a true that MAPCO pays a fee for insert—
ing #4 fuel oil baok into the pipeline. However, the
implication 1is 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



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



GOLDEN VALLEY ELECTRIC ASSOCIATION INC. Box 1249, Fairbanks, Alaska 99707-1249; Phone 907-452-1151

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 1 received a copy of the referenced analysis. Our reply to this analysis has
been prepared very quickly because the Legislature adjourns in five days. | 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 my 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. |1 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.” Isubmit 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. |1
guess Tm 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, 1 will respond to only a few areas of concern with the Research
Agency analysis. My comments will relate 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.



May 13, 1987
Page 2

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 DEC or, as in the case of #4,
are actually totally inoperable. They have also counted the proposed AEM 25-megawatt
PURPA generation in their capacity calculation. This is absurd. This Callfornia-Ildaho
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 GVEA sign would have resulted in a
$10 million per year rate increase for 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 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 GVEA 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 isalso interesting that
House Research seems persuaded that coal costs will net 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 of 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 of 4 1/2%. Projecting this post-pipeline growth to 2010 would result in
GVEA % peak hitting 240 MW. Adding MUS would .ake 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 of the Research Agency. GVEA connected
900 new services during 1988. Our applications for new services to date iIn 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 GVEA operating oil-Fired generators in winter 1986 related to: @
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 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 GVEA
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units north of Healy shut down. (2 The FMUS Chena 5, 20-MW coal-fired unit was shut
down for much of the past two winters. Attached is a memo from our Dispatch
Superintendent which demonstrates one of many occasions when the present intertie had
insufficient transfer capability to supply all of 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 of price, has the cost of oil in Fairbanks for any 30-day period been lov;
enough to cause GVEA 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 ki lowatt 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 ANS crude because of the cost-plus-margin contract GVEA has
with MAPCO. Our cost runs about $9 a barrel over wellhead. A $10 wellhead creates a
GVEA 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 GVEA 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 MAPCO, will confirm that MAPCO 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 MAPCO determining the actual
cost of crude for each month. (@) GVEA 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
MAPCO, 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 Dome 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 isover 7 cents. We can provide power to the
military for slightly more than half 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 of the matter is that GVEA will be serving additional military loads in the future.

Conclusion

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.



March 10, 1987

To: Bob Orr/Mike Kelly
From: Marvin Riddle
Subject: Alaska |Intertie Usage

On Tuesday, March 3, 1987 we were preparing to shut down the North
Pole generator and purchase power. FMUS’s Chena 5 Plant was shut
down for maintenance.

In scheduling power, we discovered that the economy energy was
available in® Anchorage and it would have been the cheapest source,
but the combined system loads of GVEA and FMUS were 105 MW. The

Healy Plant should have been the only unit being run based on
economics, but the Intertie 1is only capable of transmitting 70 MW,

Therefore, we were transmission line capacity deficient by 10 MW.
Since we could not decorrmit the North Pole unit, the economics
changed and the 1line could not be Qloaded Ffully.

This has reoccurred six other days since March 3 and 1 suspect it
will be a limiting factor through the entire month of March.

JJuLtt
Miyrvin Riddle
5/stem Dispatch S: >t.

- TOTAL ~s
a



Introduced by Har.oski and Kcsch

RESOLUTION 87-39
CITY OF HMVER
HOMER, ALASKA

RESOLUTION OF THE HOMER CITY OQUNCIL SUPPORTING ADOPTION OF
FIN) WHICH WOULD DELETE ALASKA PUBLIC UTILITIES
_|S_ EVIEW OF ERADLEY WHOLESALE POMR AGREEMENTS WITH

HEREAS 0 ity Council has consistently supported
construc\{\rlon of the Bradrely Hydroe%ctrrc Project; ancf V. SUPP

WHEREAS, the Alaska Public U tilities Commrssrons (APUC’)) review . of
Fraéi,l P Lesale oower ar%eements with the Railbelt Utilities may jeopardize
undi the project;

. WHEREAS, CSSB-22 (FIN% would delete Alaska Public U tjlitie s
Commission's.. CAPUCs) review of Bradley wholesale power agreements with the

Railloelt U |||t|es

NOW, THEREFORE BE IT RESOL}/E% &aa th ouncil o(j |he Crr of
Homer resoectfu urges passage of CS €FI would delete A
blic u lltleﬁre Commr sron SAPUCs review of Bradley wholesale power

agreements with Railbelt Utilities
BE IT FURTHER RESOLVED that the City Manager is re[%uested to

distribute co res of this resolution to Governor”Steve Cowper, all'members of
the legislature, the Alaska Municipal League and the Alaska Power Authority,

DATED at Homer, Alaska this 1.1th day of May, 1987.
CITY OF HOVER




ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

P.0. Box Y, State Capitol
Juneau, Alaska 99811-3100
Mail Stop 3100
(907) 465-3991

May 8, 1987
MEMORANDUM
TO: Representative John Sund
ATTN: John Hartle
FROM:  Ginny Fay \J
LegislativeMAnalyst
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 1is conducted by state public utility commissions (PUCs). Rate
filings, terms and agreements are entered before the FERC, which then files
a docket with 1its 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 Il of 16 USC exempts government facilities from FERC regulation of
rates. Part 1, 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 (I0Us). The 10Us often have their own retail
customers in addition to selling wholesale power to other 10Us, 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 1is based on additional supply facilities being consistent with
the statewide plan and the demand forecast. Ina growing number of states,
certification also requires demonstration thatall demand-side management
and reduction options have been utilized and the supply option 1is 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 aslow as possible.

Officials at theNational 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 1is 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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that section three "provides utilities with a carte blanche." Terry Fox,
of the New York Power Authority (NYPA), indicated that he had "never heard
of any provision like that before." He said the New York Public Utilities
Commission in no way exempts or automatically deems prudent any purchases
of NYPA power by New York utilities. The NYPA electrical power contracts
are treated no differently than other wholesale power contracts in the
state.

In regard to state regulation of the APA, it is difficult to compare this
with other states because other states do not have agencies similar to the
APA. The closest approximation is the New York Power Authority. The major
difference between the APA and the NYPA, however, is the fact that the NYPA
does not receive state funding. The NYPA must operate in a competitive
environment; if they cannot compete with IOUs and fully pay for the con-
struction, operation, and administration of state facilities, then they
cannot build them. The NYPA bonds for construction of generating and.
transmission facilities; its own revenues are used to secure the bonds.
The state of New York incurs no expenses or liabilities from the NYPA

Julian Ajelo, of California, suggested that rather than worry about which
state agency has authority over the other, it would make more sense to give
the APUC facility siting authority over all wutilities including the APA
In addition, he indicated that the APUC should perform the state's energy

planning and demand forecasting functions. This would balance the roles
and authority of the APUC and APA, which would result in improved energy
policy and management. He stated that the apparent nature of the APA

results in it acting like a utility and noted that utilities throughout the
country have historically over built generating capacity and overestimated
energy demand. California's certification and planning process eliminates
the ability of utilities to over build.

In regard to the statement that APUC jurisdiction over APA wholesale power
sales agreements would result in APA having a junk bojid rating, Mr. Fred
Eoff stated that this ‘"sounded a little extreme."3 He stated that
financial institutions prefer regulatory stability but are not adverse to

regulatory oversight. Only extreme regulatory oversight that would
jeopardize a financial institution's ability to receive payment would be
avoided. Mr. Eoff did not believe APUC jurisdiction would considered

extreme regulatory oversight. As a historical note, Mr. Eoff said that in
the Washington Public Service Supply Company (WPSSC) situation, over
capacity, the inability to sell electrical power and rate shock were much
larger considerations to financial institutions and resulted in their
withdrawal of financial backing for the Washington projects. The devastat-
ing effect on rate payers and utilities of these projects resulted in the
planning effort currently under way in the Pacific Northwest.

3Fred Eoff is the manager of northwest regional bond activities of
Boettcher & Company, Inc. which is a stock and bond brokerage firm. Mr.
Eoff is located in the firm's Seattle office.
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The APA position paper on SB 22 (attached) states that the statutes as
currently written present a conflict because the APUC has no jurisdiction
over the APA but has jurisdiction over the wholesale power sales agreements

to which theAPA is a party. The APUC's jurisdiction over contracts
involving theAPA stems from its jurisdiction over the regulated utilities
that are party to the contracts. This does not constitute a statutory

conflict; thefact that the APUCdoes not have jurisdiction over the APA
does not imply that it should not have jurisdiction over any activity to
which the APA is a party.

The exemption of wholesale power sales agreements from APUC jurisdiction is
not objectionable from the standpoint of the public interest--PUCs in most
states do not regulate wholesale power sales. However, to extend the
exemption to retail rate setting by automatically deeming prudent all APA
activities and projects is a rather radical provision and, according to the
utility regulators | contacted, is clearly not in the public interest.

Given the current excess generating capacity in the Railbelt, it s
possible that the APUC would consider wutility purchases of relatively
expensive Bradley Lake power imprudent and, thus, would not allow Bradley
Lake costs to be considered in the wutilities' rate structure. In this
sense, the statement that failure to pass SB 22 could kill Bradley Lake is
accurate, but the reason is not that junk bonds will raise the price of
power and prevent an agreement on power sales. In fact, passage of SB 22
does not ensure that Bradley Lake can proceed unhindered by regulatory
oversight.

Removal of APUC jurisdiction over wholesale power sales agreements will not
solve the Bradley Lake power sales agreement problem. One problem with
sales agreements stems from planned Public Utility Regulatory Policy Act
(PURPA) energy projects in the Railbelt (see attached memorandum on PURPA

facilities and their regulation). Because of dockets already filed with
the APUC by PURPA facilities, either the APUC or FERC will be required to
intervene under federal law in the Bradley Power Sales Agreement. In

effect, PURPA requires utilities to purchase power from PURPA facilities
before purchasing more expensive power.

As mentioned above, Part | of 16 USC requires that FERC regulate all FERC

licensees that are not regulated by states. Iri effect, either the State
must regulate its utilities or the federal government will intervene. It
is highly wunlikely that Railbelt wutilities will sign a power sales

agreement for Bradley Lake power unless jurisdictional complexities are
resolved. While passage of SB 22 would remove APUC oversight, the problem
would not be resolved because the FERC would be required to step in and
assert its authority under PURPA and Part | of 16 USC. Ultimately, planned
PURPA facilities and excess capacity in the Railbelt may render the
Railbelt utilities unable to include the purchase of Bradley Lake power in
their rate structure. This conclusion implies that the APA's estimate of a
2 percent interest rate increase could be optimistic; Bradley Lake bonds
may be difficult to sell even at much higher interest rates. The issue is
not who has jurisdiction over Bradley Lake power sales, but that any regu-
latory authority might question the prudence of the Bradley Lake project
because of PURPA facilities and existing over capacity.
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Regulation of Small Electrical and Telephone U tilities

Section 4 of SB 22 provides for the automatic regulatory exemption of elec-
tric and telephone utilities that gross less than $50,000 annually or have
fewer than 500 subscribers. As of June 30, 1986 there were 307 certifi-
cated utilities in Alaska, of which 117 are regulated. This section pro-

vides for the exemption of 17 of these 117 regulated utilities. Under
Alaska Statute 42.05.712, a utility or a cooperative can--by a vote of its
subscribers or members--be deregulated. This statute also allows for

exempt utilities or cooperatives to become regulated by the same process.
At least two of the 17 utilities that would automatically be deregulated by
the passage of SB 22 were previously exempt but voted to be regulated. It
is unclear whether this law would again deregulate them and require another
vote for deregulation It has been suggested that this statutory exemption

removes the financial burden of regulation from small utilities. In cases
where a financial burden does exist, the voting procedure of AS 42.05.712
can deregulate the utility. The APUC currently encourages a deregulation

vote when it determines that the cost of regulation exceeds the benefits.

Removal of Military Costs from Power Cost Equalization Calculations

While the APUC believes that it is reasonable to remove the cost of
military power from power cost equalization calculations, the APUC would
like to conduct a cost of service investigation on a case-by-case basis to
assure that power, cost equalization revenues are allocated fairly between
rural communities with and without military electrical wutility clients.
This is because military power purchases may lower the cost of electrical
services in the community and any cost margin received by the utility,
should also be considered.

I hope you find this information useful. If you have any questions or
would like additional information, please call.

Attachments



ALASKA POMER AUTHORITY
Position Paper

SPONSOR SUBSTITUTE FOR SENATE BILL NO. 22

The Alaska Power Authority supports enactment of SSSB 22. Specifically,
Sections 1, 2, 4 and 5 of the bill, provide for amendments which would
exempt wholesale power agreements between the Alaska Power Authority and
a public utility from review or approval by the Alaska Public U tilities
Commission (APUC). Enactment of this legislation is essential to the
program of revenue bond financing of the Bradley Lake Hydroelectric
Project.

The need for enactment of SSSB 2L is due to a 1986 amendment to APUC
legislation. The amendment gives the APUC authority to review in
advance and approve wholesale power agreements betv/een public utilities.
Once the agreements are in effect, the APUC may also order the parties
to the agreement to renegotiate the agreement if the 'APUC determines
that the retail power rates are not just. Where the parties are unable
to agree to an amendment, the APUC may order the parties to proceed
under the agreement's dispute resolution procedures.

The 1986 amendment was part of a complex, lengthy and controversial
package of amendments within the "sunset" reauthorization bill for the
Alaska Public Utilities Commission. The effect of the amendment on the
Alaska Power Authority, its wholesale power agreements, and the Bradley
Lake agreement in particular, was never addressed to the 1986 Legisla-
ture. Consequently, we are now presented with a statutory conflict.
The Power Authority is exempt by statute from the APUC's jurisdiction.
On the other hand, the APUC has jurisdiction over wholesale power
agreements to which the Power Authority is a party.

Without an amendment, to correct this anamoly, general civil construction
cannot commence this-season. Bond financing will be jeopardized for at
least two reasons. The lengthy hearing process and any subsequent
litigation arising out of the APUC's orders would delay construction of
Bradley and ultimately jeopardized timely bond financing of the project.
Moreover, if the APUC can order negotiation of power sales contracts in
effect, bondholders will not be able to. rely on the power sales con-
tracts and the rates which are the basis for the contracts.

The Alaska Power Authority Board of Directors met on February 27, 1987,
and unanimously adopted attached Resolution 1987-05, which supports
legislation to be introduced during the 1987 Legislative session, for
the purposes of clarification that the Alaska Power Authority and its
wholesale power agreements would be specifically excluded from the
jurisdiction of APUC.

Additional background information outlining the need for enactment of
SSSB 22 is provided in the attached memorandum (dated March 9, 1987)
from the Alaska Power Authority bond counsel of Wohlforth, Flint, and
Gruening.

8629/663/1



Alaska Power Authority

addendum to Alaska Power Authority Position Paper
SSSB 22

If B 22 is enacted:

° Allows Bradley contracts to be signed and executed in a timely

basis for construction to meet utilities' schedules of need.

Provides certainty to wholesale power rate based on terms and

provisions fixed in contract and not subject to future

adjustment.

0 Prevents duplication of review by State agencies. Public
interest already served by Alaska Power Authority involvement.

0 Lowers costs to consumers through lower interest rates on
long-term debt.

° Lowers APUC review costs.

0 Eliminates possibility of conflicting interpretations of
contractual terms by two state agencies both assisted by the
Dept, of Law

o

If not enacted:

° The provision for adjusting rates in the future lowers the
rating of the long-term debt to less than investment grade
(A-rated to "junk" bond."*

° Unable to have former contracts until APUC re-reviews all
power supply option studies already performed by OMB, legisla-
ture, utilities and their respective boards, and Alaska Power
Authority and.its Board (including four commissioners).

° No basis for future decisions.

0 Delaying Bradlfey Lake by one year could increase construction
costs by approximately $10 million (less any additional
arbitrage earnings.)

" eommm ... - = n ]l mmE =

Interest rate could increase 1.5 to 2.Q percent.

Based on $175 million in debt and 8.0 percent and 9.75 percent
interest rate for with and without exemption, respectively,
debt service would increase by approximately $2.7 million per
year - $81 million over life of bonds.

8652/723/1
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ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
RESEARCH AGENCY

P.O. Ook Y. Slate Capital
Juneau, Alaska 99811-5 00
Mail Stop 3100
(907) 465-3991

April 8, 1987
VEMORANDUM
TO: Representative Sam Cotten

FROM:  Ginny Fay
Legislative/Anal.™t

RE: Railbelt Energy Analysis
Research Request 87.114 (Supplemental Information)

As part of this agency's analysis of Railbelt energy, you requested that we
provide additional information on cogeneration and small electrical power
facilities that are covered under the Public Utilities Regulatory Policy
Act (PURPA) of 1978. These faciMties were generally referred to as PURPA
generators in our memorandum of March 18. This memorandum initially covers
the regulatory authority pursuant to PURPA and an overview of how these
alternative energy regulations have affected electrical power generation in
the United States. This is followed by a discussion of the potential
effects of State financing of the Bradley Lake project on these types of
facilities in the Railbelt. This includes a discussion of the role of the
Alaska Publi- Utilities Commission (APUC) and Federal Energy Regulatory
Commission (FERC) in the Bradley Lake Power Sales Agreement.

Regulatory Background and Authority
Precipitated by the Arab oil embargo in 1973 and further accentuated by the

inability of pipelines to deliver natural gas to meet winter demands,
legislation was proposed by President Carter to curb America's use of oil

and gas. The legislation was designed to eliminate the country's
dependence on foreign oil while simultaneously conserving 1scarce" natural
resources, The result of the administration's legislative package was the

passage of the National Energy Acts which were signed ento law by the
President on November 9, 1978.1
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Contained within the Public Utilities Regulatory Policy Act of 1978 (PURPAlL
were two sections regarding small power production and cogeneration/
The PURPA was designed to encourage conservation and efficiency in energy
use, regulate wheeling of bulk power, and provide incentives for industrial
cogenerators and small power producers/

At present, small-scale renewable technologies are not a major factor in
the nation's overall electricity supply, accounting for less than one-half
of one percent of total generating capacity. Traditional utility forecasts
of electricity supplies have not even included these resources in capacity
planning/ Currently, with oil prices falling, renewable energy tax
credits being phased out, and cutbacks in federal research and development
support, there is a tendency to down play the future role of renewable

technologies/ Market penetration of renewable technologies is grow-
ing, however, and most have attractive features— including short lead time,
modular  design characteristics, reduced environmental impacts, and

inflation-proof fuel costs--that make them especially appropriate for
deployment in today's uncertain utility planning environment/

Although the portion of electrical power generation provided by
cogeneration and small power facilities remains small, tremendous growth
has occurred in the application of these technologies during the years
since enactment of PURPA (Figure 1). Whether measured by the increase in
total dollars expended on cogeneration equipment and related systems, by
the number of applications for qualifying facility status filed with the
Federal Energy Regulatory Commission (FERC), or by the increase in the
nation's electrical capacity contributed by PURPA systems, it is clear that
these facilities are beginning to contribute significantly to America's
energy supply and have become an important factor in planning for the
nation's energy needs to the year 2000." Table 1 provides information
regarding potential electrical power production by cogeneration.

ASection 201, 92 Stat. 3134, 16 U.S.C. § 796(16) through (22), and 8210,
92 Stat. 3144, 16 U.S.C. § 824a-3.

ACogeneration is the sequential production of both electrical (or
mechanical) energy and thermal energy from the same primary energy
source.

"The exception to this is California, which has adopted an avoided cost
methodology for electrical capacity production.

AScott A. Fenn, "Renewable Power Generation: Beyond the Shakeout," Pub-
lic Utilities Fortnightly. November 13, 1986, p. 24.

61bid., p. 25.

AMichael J. Zimmer and Beverly E. Jones, "Cogeneration: Boon or Bane to
Consumers?" Public Utilities Fortnightly. June 12, 1986, p. 23.



Source: Fenn, op. cit., p. 27

TABLE 1
Summary af Cogeneration Rotertial Com E‘Fared o Qurrent
Capecity afQuerating Power Plant* « at 1983 (Vegavnatt®)
IOHKTTAL TOTAL CW «yr OOCPt. AS A
INSTALLED INSTALLED rarjrtcr tool

rexrt ccczn. ew ernm  tuc. CKSt+crrta) elcc. OTTcrrr
ALAGMA 1.017 19,199 5.10
A2ASU 115 1.444 12.11
ARIZONA 145 11,015 1.12
AAVMAS 351 1,794 4.01
CMJTOOOA 1.944 19,121 9.90
aoLOfwx) 115 4,501 2.04
ccwrnew 254 4,107 4.2)
DCU>0J«C 111 2.051 9.14
0XSr cr cdomiia 1 ca 0.12
noun* e | 1.O It 11.191 1.19
CXYCXA 920 17.542 5.24
NAMUX 147 1.412 9.92
nwo 21 2,020 1.04
IX1DCIS 1.401 29.710 4.74
DOLAKA 502 11.700 2.44
I0A 412 1.115 5.47
KANSAS 511 9.401 4.14
nynocY 514 15.945 114
1alisiA** 1,291 15.495 21.01
KMXC 529 2,194 22.01
HAAYLA7® 410 9,114 4.11
KV&SAOUSCTTS 511 9,910 5.10
HIOQO* (11 22,051 2.14
nIHtCOTT. 170 1,410 «.)0
mssissim 115 5,125 4.41
KJIS90UKI 271 15.720 1.72
KVTANA 0 1.219 0
KXSRASXA 217 5.195 1.41
KCVAL* 5 4.544 0.11
MTV HAA4MIC 250 1.5)4 14.21
>V JCSTT 1.411 11.715 10.29
WV MD@J'0 204 5.191 1.12
*av roc-* 2.124 12.040 4.44
KIHTH CAACLDU 112 11.419 4.79
ton* QMocnx 221 1.121 5.77
OHIO 2.101 27.447 7.44
CXLAK*A 47) 12.540 171
CRI12> 454 10.576 4.29
rthKsrr'woA 2512 14.124 721
IH U ISLAM) .2 270 30.35
srtrrx cakxxh* HO 12.114 7.79
JOUTH tWCTTA C 2.412 0
Tf>*<ESSLI 414 11.1U 1.40
TEXAS 5.110 57.415 1.17
Imm 72 1.012 2.11
VTHOST ) 949 4.00
VJJCIVU 714 11.511 4.11
WASHIXnCH 700 21.904 1.21
wcerr vdcinla 240 15.154 1.7?
WISCONSIN 1,241 10.721 11.54

104 5.920 5.20
Taals 39,144 Mf 455.44) *# 4.00

KUoS: il ﬁ]n I'WI iw TW@(WVI« d
r|A é&‘?m

*gl»c*tion 61 tour Co- fTClaIIy ***|I<bU Hoix* *rre+it at

U 2UrH >»b»

7 Knnportd by «) udI|ttM to O'wrwnt ot fhwry.
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This growth in cogeneration and renewable energy facilities has not been
achieved without some difficulties. The struggle often has involved a
portion of the energy industry which could stand to gain the most from a
cooperative partnership with these budding technologies--the electric
utilities. The suppliers and developers of these newer energy
technologies have not been dominated by the traditional utility industry.
The utility industry, with a few notable exceptions, has been content to
allow nonutility companies to develop and serve as a proving ground for
these high-risk new technologies. Development of renewable technologies is
being carried out principally by a diverse group of nonutility developers
ranging from multinational aerospace and petroleum companies to small,
entrepreneurial firms founded on the work of a single investor. One of
the principal intents of PURPA was to facilitate the incorporation of these
technologies into the electrical regulatory process and markets and thereby
encourage their development.

The resistance of utilities is, in part, a result of a broader restructur-
ing of the electrical production industry. Traditionally, electric utili-
ties have enjoyed geographic monopolies under conditions of rapidly growing
power consumption. The nationwide decline in growth of electrical demand,
coupled with increased competition from unregulated industries (such as the
producers of insulation and more efficient lighting systems) and other
utilities marketing surplus power, has made the production of electricity a
more competitive industry. Perhaps the most important new form of
competition for electric utilities in the Ilong run, however, is the
emergence of nonutility power producers selling power to the grid under
provisions of the PURPA 0

With the development of PURPA Congress gave tie FERC a mandate to
prescribe rules as it determined nec'ssary to encourage cogeneration and
renewable power production. Those rules were to require electric utilities
to offer to purchase electric energy from PURPA facilities (referred to as
"qualifying facilities"). The regulations were to eosure that the rates
for such purchases would be just and reasonable to the consumers of the
electric utilities and in the public interest, would not discriminate
against the PURPA facility, and would result in a rate which would require
the wutility's customers to pay no more than they would have paid for elec-
tricity bhad the utility produced the electricity or purchased it from
another source. 1 Thus, the price a utility would pay for electricity
produced by a qualifying facility would equal the wutility's "avoided
cost."

8lbid.

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 for electricity purchased from qualifying facilities (QF) by electric
utilities based on avoided costs fall generally into two categories: capi-
tal costs and running or operating costs. The QF is entitled to a capacity
payment when the utility can avoid the capital costs of building a new gen-
erating wunit by purchasing electricity from the QF. Whether or not the
utility must incur capital cost® to supply the needs of its customers, the
utility is expected to save operating costs when it purchases electricity
from a QF instead of producing the electricity from its own plants. The
operating cost savings are intended to be passed on to the QF in the form
of energy payments. 2 The conditions under which capacity costs should
be included in avoided costs calculations has been the source of consider-
able debate on both the state and federal utility regulatory level. The
debate is a result of both the regulatory complexities of determining
avoided costs and the balancing the interests of utilities, qualified
facilities, and electric consumers.

Bradley Lake Project Financing and Power Sales Agreement

The PURPA requires a public utility to purchase electric power and energy
from qualifying facilities at the utility's avoided cost. As mentioned
above, these avoided costs are the cost a utility would avoid by purchasing
power from a qualifying facility rather than generating power itself or
purchasing the power elsewhere. As a result of the State subsidy of the
Bradley Lake project, avoided cost calculations for the four planned
Railbelt PURPA facilities can be expected to be lower than otherwise would
be likely.

The developers of all four of the PURPA projects have filed complaints with
the Alaska Public Utilities Commission (APUC) against the utility to which
they seek to sell power. Each complaint requests the APUC to determine
the avoided cost the wutility is required to pay to qualifying facilities
under PURPA. The complaints, and particularly the SGI complaint, also seek
to prohibit the utilities from making power purchases, such as from the
Bradley Lake project, that would eliminate the need for power from the
private project.

"Robert D. Stewart, Jr., "The Law of Cogeneration in Oklahoma,” Public
U tilities Fortnightly. November 27, 1986, p. 24.

AThe four private sector power projects proposed in the Railbelt include
AEM Corp. with a25 Mw "waste coal" project in Healy selling toGVEA
SGl, Inc. with a 50 Mv waste coalproject selling to AML&P; Mat-SU Energy
Corp. with 20 Mv peat facility selling to MEA, and Valley EnergyCorp.
with a 15 Mwv project fired by woodchips selling output to MEA
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Under current State law--which requires the APUC to review wholesale power
sales agreements--the significance of these filings are twofold, first,
because the qualifying facilities have filed dockets prior to the APUC
review of the Bradley La*e Power Sales Agreement, capital costs of the
Bradley Lake project would be included in the calculation of avoided
costs. The second factor, however, is that because the Bradley Lake
project is the "competing" incremental power purchase, the avoided capital
cost would be reduced to the extent that the State subsidizes the
construction of Bradley Lake. Given the APUC's authority under the
current State law, Bradley Lake capital costs would be included in the
calculation of avoided costs for the qualifying facilities in the
Railbelt.

If Senate Bill 22--which retroactively removes APUC's authority to review
wholesale power sales agreements--is passed, a second scenario results in
which Bradley Lake capital costs would not be included in the calculation
of avoided costs for power purchases from qualified facilities. This is
based on the assumption that the Railbelt utilities will have entered into
the Bradley Lake Power Sales Agreement and will have no further need for
electrical power generation capacity. Once a generating facility (e.g.,
Bradley Lake) has been constructed, its capital cost cannot be considered
part of a wutility's avoided costs. 4 After the completion of the Bradley
Lake project, our analysis of Railbelt demand (see our March 18 memorandum)
indicates that there will be no additional generating capacity requirements
until approximately 1998. Therefore, there would be no avoided capital
costs for PURPA facilities. Removal of capital costs in the avoided cost
calculations can be expected to have a significant, impact on the economic
feasibility of planned PURPA generators in the Railbelt.

Avoided costs are calculated on an individual utility basis. If SSSB 22 is
passed, only operating costs would be included in the calculation of
avoided costs. Because of the complexities and the variability of factors

influencing these avoided cost calculations (such as what portion of each
utility's electrical generation and/or purchases is Bradley Lake power), it
is difficult to estimate the affect of Bradley Lake power on avoided
operating costs in the Railbelt. In a recent letter-,1b Ted Moninski, of
the APUC, indicated that after the seven Railbelt utilities have signed a
contract requiring them to purchase Bradley Lake power, the avoided
operating cost to be paid to a qualified facility would most likely be the
price of Bradley Lake power--providing the purchasing utility required

Even though Bradley Lake will not have been completed, the take or pay
provision of the power sales agreement will commit the signing utilities
to Bradley Lake generating capacity.

15 T.S. Moninski 11, letter to Rep. Kay Brown, March 31, 1987.
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additional power.? The price at which the Alaska Power Authority sells
electricity to the Railbelt utilities becomes the incremental'cost for the
purchase of additional power. |If the utility had no power requirements in

addition to Bradley Lake power, the avoided costs would probably be below
the cost of Bradley Lake power.

The public financing of the Bradley Lake project would lower the cost of

Bradley Lake power. A qualifying facility under private financing might
not be able to provide power at the avoided cost resulting from the public
financing of the Bradley Lake project. Economic theory suggests that

private financing of and production from PURPA qualifying facilities will
be less with public funding of the Bradley Lake project than without.
This implies that, ultimately, the State's financing of Bradley Lake will
probably displace or delay at least a portion of private financing and
construction of PURPA facilities in the Railbelt. This is based on the
assumption that the cost of Bradley Lake power would be considered the the
incremental avoided cost.

It is unlikely that Bradley Lake capital costs would be excluded from
avoided cost calculations, however, because the PURPA also requires the
APUC to enforce the obligated, regulated utilities to purchase power from
gualifying facilities at avoided cost. Because this is a federal
regulation, this aspect of the APUC's review of the Bradley Lake Power
Sales Agreement cannot be eliminated by the Alaska State Legislature's
removal of APUC's authority to review wholesale power sales agreements as
proposed by SSSB 22. |If APUC authority is removed, affected parties would
most likely petition the APUC under the federal statute. Ultimately, the
gualifying facilities would have standing in federal district court and the
matter would pass out ofState jurisdiction to the FERC. It appears that
the State would retainthe greatest level of control over the Bradley Lake
Power Sales Agreements by not passing SSSB 22.

While there are relatively few cases regarding the application of FERC
regulations in a situation analogous to the Railbelt's Bradley Lake project
and qualifying facilities, one similar ruling should be noted. In a docket
pertaining to the Oglethorpe Power Corporation (RE81-56), the FERC decided
that when a wutility sells power at wholesale to utilities who in turn

distribute electricity at retail, it may collectively excuse the individual
retail utilities from the obligation to purchase power from the qualifying
facilities and instead allow the obligation to fall upon the wholesale
generation and transmission company. Under this FERC ruling, the

Oglethorpe Power Corporation was required to purchase power and resell it.
This ruling implies that as part of the Bradley Lake Power Sales Agreement,
the Alaska Power Authority, as the wholesale distributor of electric power,
could be required to purchase and resell power from qualifying facilities.

161t is uncertain, however, why the APUC would consider Bradley Lake
power to be the basis for determining avoided costs rather than any of
the utilities' more expensive increments of power.



The Oglethorpe decision is founded on the idea that the FERC ought to enjoy
considerable latitude in making sure that the goals of PURPA--the fostering
and encouragement of cogeneration and small power production--will not be
compromised. Thus, even though there is no specific PURPA provision or
regulation allowing for a waiver of the obligation to purchase electricity
from a QF the FERC decided that such authority was implicit where
necessary to accomplish the stated statutory objective. In Oglethorpe,
that authority rested upon a catchall clause in PURPA allowing the FERC to
adopt "such rules as it determines necessary" to encourage cogeneration
development. 7

In the case of Oglethorpe Power, the system was operated in such a way that
it was economically practical for the central wholesale arm to coordinate
all @ purchases rather than to incur the expense and inconvenience of
requiring each retail utility to develop and install an administrative and
engineering staff for QF purchase operations. Therefore, the system was
allowed to concentrate QF purchases in one spot.

It should be noted that small hydroelectric projects can be qualifying
facilities under PURPA. The Bradley Lake project, however, exceeds the 80
Mwv capacity limit.

I  hope this information is useful. |If you have additional question, please
do not hesitate to contact me.

17Bruce W Rastford, "Pages from the Editor," Public Utilities Fort-
nightly. November 28, 1985, p. 4.

181bid.
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GOLDEN VALLEY ELECTRIC ASSOCIATION INC. Box 1249, Fairbanks, Alaska 99707-1249, Pnone 907-452-1151

May 13, 1987

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

Dear Legislator:

Ma 12 1987 | received a copy of the referenced analgsrs our, reP \}/ to this analysrs has
een epared verg qurckly because the Legrslature djourns in five das certarnly
under ta d that M Sy was also required to"respond to APA's analysis v quickl

that her experience a socrated wrth electric utilities, and partrcularlﬁ gnneratro and
transmission systems, Is limited, 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 critical areas that
its conclusions must be dismissed:

1. Load growth projections
2. Fuel pgrrce prgdrdtrons

A third area of }/ concern involves the tone of the analysis perhaps more than any
technical consrd%ra jons. For example, when Ms. Fa" assesses the benefits of the present
Interim Intertie between Fairbanks and Anchorage, she states that the State is recejving
no return on Its equity mvestment The retlm on this equity investment Is being
received yteconsum s of the Railbelt every datu submrt that there are rather few
State mvestments whi can emanstrate such ene |ts and yet |m ose no on orn%
E ratronda COSts upon the State because. the users Pajyrng 00% 0st
associated with the investment. The Interties, like roa communrt centers
etc. are |ong-life facrIrtresJ years ) and therefore must be sized mrtrallu
accommodate usarTre levels over theif eniire use-lives. Although the cost-henefit ratio
of the Interties refatjve to direct benefits is near one, the combination of direct and
indirect benefits to the consumers 0, the State of Alasra over é e life of the prerct
makes the mvestmentNPru ent. seven railbelt uti tres and the Railbelt Enérgy
Councr sa%ree with Ms Fa?rs inal conc usion on h) ﬁel that states "...the ecopomic
benefits of radrn% the Anch.orage-Kenal and c orage-Fairbanks interties do not
rustrf the Prorects at this time." | submit that evep if the Research Agency load growth

fuel price assumptions were correct, that the interties are a wise Investment” which
wrll serve over three-quarters of the State's residents now and for several ﬁ;eneratrons I
ﬂuess Tm more than g little bit concerned that the R esearc d cly would submit this
awed analysrs to Iegrslators and |oretend that it should repace he ecommendatrons of
the seven ar belt eectrr% utilities and h Rallbelt nerﬂu Councll concermn
ex e[tdrtures rom the Ra elt Energy Fund., Due to the linfited trme efore th
legislature adgourns | will respond to onIY a few areas of concern with the Research
Agency analysis. My comments will relate_to the Fairbanks area. My fellow utrlrty
managers are responding as quickly as possible to the flaws in the Research Agency’s
analysis concerning the South-Central and Kenai systems.
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Capacity

The Research A encr{ has made several wron assumptrons relative to Fairbanks
capacity,. including bu not limited to counting ena 1,2 3 and 4 as operable units.
These unrts are ancrent an( erther severely restricted b;{ DEC or, as in the case of #4
are actua y totall mo erable. Th ave also counted the proposed AEM 25 megft %t

eneratro elr cap acrt ca culatron Thrs is absurd. This Californ|a-lda
ased outfit d o%s no have asrte p rmit, pe squly or contract with GVEA. We have
been battrn efore the Alaska Pub c Ut ties Commission éAPUC) since 1984
Errncrpaoy ecause the contract th%/ demanded that GVEA sign wquld have resulte 3

n per year rate Increase fgr our consumers. The proposed AEM machine s ouI
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 Central, or participates
n'a new unit with. one of the South-Centralutilities, 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 assumrnq that the cagrtal COStS
as turbrnes and coa fired plants”is Identical. The cost o a coa fired plant 1s
It_chrca 5 to 3 times higher than similarly-sized oas turbine, rs% 0 rnterestrng that
use Research seems Ipersuae that coal costs will not increase. The FMUS coal price
recently increased roughly 40% overnight and GVEA's coal price has trrpled rn 15 years

Load Projections

guse Research predicts %growth between 1986, and 2010 o 1/2% er Zear Thrs IS
idicul ous During 1986 wheén our economy was in the pits, GVEA ta weat er-
a justed 6% in krlowatt hour saes Th efrrstquarter 1987 weathera %uste growth rate
1S 2% Since 1 80, GVEAIp emah has rown from 70-MW MW an annual
rowth rate of 4 1/2% orectrn this post pipeline growth to 20 0_would result n
VEA's peak hrttrng 240 MW, " Adding MUS would take the need to over 275 MW. GVEA's
power requirements study, which was completedb CH2M Hill, was used in the APA Ioad
Pr %ctrons It rs a conservatrve report when comgared wrth past load growth and should

e replaced hy the orseback Ludgment of the Research ency éa connecte
0 new servrces durrn Tp rcatrons or New serv, ces to date In 1987 are
running only five ehrnd Iast year., The Fairbanks economy is not sparkling, but our
utility “expects to continue to experrence steady growth.

Intertie,Usage,

The Research prncy states that "the prrmary reason or the ver%/ low usa e f the
intertie In 1986 as the substantial decline in"the price of dresel N Fairbanks and the
consequent re uctron of economic mcentrve fo purchase over the intertie. Wron ' The
%rrmary re%son for GVEA o(p rating o, rreo \oeneratﬁrs rp winter 1986 rel ted o Q
VEA coul not maintain adequate”volta IS wit Its 25-MW Hea oal ir

unit running and no, GVEA oil-fired generatron runnrng in Farrbanks Durrn Febr ary
1987 we co gleted installation of 32 me%avarf apacrtors aé a cost of $7Ei 000. This
project enablés us to now maintain voltage under peak load conditions with all GVEA
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unrts north of Healv shut down. (2) The FMUS Chena 5, 20-MW coal-fired unit was shut
down for much o ast two wrnters Attached is a memo from our Dispatch
Superintendent whrch de onstrates one o many occasions when the present intertie had
insufficient transfer capabhility to sugpoy all 0f GVEA and FMUS with only the Healy
coal-fired unit on-line. This caused us to continue to run ourorlfrred units, At no trme
re ardless of price, has the cost of ojl in Fairbanks for any vgeno een low

ugh tq cause GVEA to start an oi)-fired %enerator in Farrban s rather than purchase
over the intertle. However, once a unit was started for other reasons, e% 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.

Dunn? Aﬁnl 1987, 24 million kwh were Burchas%d rom the Anchorage area for asavrng
to Fairbanks consumers 0f over § oraoe area consumers made a profit
these same sales of over $150,00 AIIo these_cost and profit dollars were returned to
the Railbelt consumers through automatic electric rate flow-through mechanisms,

Fuel Price

The Research gencv talks about inability to predict the Fairbanks liquid fuel rrce
because of "Impgrfections in the Fairbanks fuel market." GVEA's oil price follow
world-market price of ANS crude because of the cost[ous margrn contract GVEA has
with MAPCO. ~Qur cost runs about $9 a barrel over weIhead 0 wellhead creates a
GVEA price of bout 45 cents per gallon a $15 wellhead creates a rice ot about o7
cents per gallon. A world price of $20 per barrel would meanaGVE costo a out 52
cents per gallon, not 39 cents per gallon as projected by the Research enc
Agency also cites 33 cents per %allon price for liguid fuel in Fairbanks base on
barrel"world oil price.  The actual number is 45 eencs er our ¢ ntract. Mr.
manager of MAPCO, will confirm that MAPCQ has absolute g/no intention of s II ﬂ |ts
liquidfyel below wellhead cost plus transportation. He has a 0 indicated to ust at he |s
developing markets for turbine fue| and although he has of ere some spot rice deals
during' the past year, they must not be relied uo The House: esearc (I] rv(bro abl%l
made” their errars based’ on three factors: g ot prices. gz inaccurate informatio
caused by the fact that GVEA's invoice ce |s an estimate based on previous
months' prices, The ragd price ncrease |n arch 7 through Ma has n t shown
up on GVEA's invoices because of the two-month ea |n MAPCO d etermrnrn the actual
cost of crude for each month, (3) GVEA realizes a3 cent per gallon discount on about
10° million gallons ger %ear of its purchases because of Its assr nment of ro altP{ 0l to
PCO. The Researc Agencx able 4 1s full of errqrs. For examP

rice was 28 cents per gallon, not 12 cents per gallon. The resut o hese errors 13 the
esearch A gencys erroneoys conclusion that nd intertie is needed and that Fairbanks
should gom rrily forth burning oil. The 50,000 residents this Cooperative serves strongly

disagree!
Military Installation Demand

The Research Agenc casuallv dismisses ourpromctron that 30- MW of military electrical
demand wrll be erv by Fai rbanks}utrhtres ngnore the fact that wrt i theﬁ)ast
ear we ave up t e Dome A over the past severa ave
Icked p seve ot er ot base ites. We are currentlv In_negotiations to up the
entire Ioad at Fort Greely and expect success durin e are now ervrng two
megawatts of military housrng at Fort Wainwright which was bu|It during the past year.



The mI|I'[M/ avera(ﬁe cost per kllowatt hour is over 7 cents. We can growde power to the

military tof slightly more than ha thelr cost. GVEA can also help Fort Walnwrl ht

elmlnate a sehé)us envnonmenta pr% lem cause |c§ ? WhICh shuts the Rlehar s?]n
Highway down during very cold weather when the|r con ens %pon generates 03

fact of the matter 15 that' GVEA will be serving additional military loads in the futdre.

Conclusion

The Hoyse Research Agenc concludes that because of insufficient fuel Phce
differentials and Insuf |C|ﬁnt e ands or powel[ the interti sare not Leasmle Bath of
their reasons leading to the conclusions f errors; therefore, their conclusion |
erroneous. The |ntert|es should be uilt from the Railbelt'E ner? Fund as recommende
Bgsstl%e Railbelt Energy Council and all seven Railbelt electric utilities as soon as

Mike KeIM
General Manager



March 10, 1987

To: Bob Orr/Mike Kelly
From: Marvin Riddle
Subject: Alaska Intertie Usage

3, 1987 we were preparing to shut down the North

On Tuesday, March 3, a ng
ato g(ri] purchase power. ~FMUS's Chena s Plant was shut

Pole generator a

down 9or maintenance.

In schedulin we discovered that the economy energy was
available |% % ge and It would have been the cheap%st s%)ﬁrce

but the combme S){ em loads of GVEA “and FMUS were 105 MW, = The
Healy Plant should have been the only ynit bem% 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 deﬁgnrmlt the Nortg Po|?y unit, the etonomics

changed and the line could not be loaded f
This has reoccurred six other da)( since March 3 and | suspect it
will be a limiting factor through the entire month of March.

M /rvif (Elcn)el‘
S/stem D|spatch Supt.

TuThL
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ft 3 U " "N tate OF ALASKA

ALASKA PUBLIC UTILITIES COMMISSION

Before Commissioners Carolyn S. Guess, Chairperson
Melvin R. Weatherly
Susan Me Knowles
Louis E. Agi
Kathleen L. Whiteaker

In the Matter of the Filing of a
Tariff Revision, Designated as
TA45-10, Filed by COPPER VALLEY

ELECTRIC ASSOCIATION, INC., for an
Interim and Permanent Rate Increase

Docket U-B4-69

o N\ N\

STATEMENT OF ISSUE--CITY OF VALDEZ
The City c¢f Valdez (City), by and throughits <counsel,
Hughes, Thorsness, Gantz, Powell & Brunriin, and pursuant to
.I order No-. 4 in the above-captioned docket, submits its shacement

; of issue tothe Alaska Public utilities Commission (Commission).
A review of the tariff revision, designated as TA49-10,
' filed by Copper Valley Electric Association, Inc. (CVEA) yields
5 one overwhelming issue. That issue is whether the Commission
I has the statutory obligation to examine the cost of power of
CVEA and to determine what items within that cost of power
J; should be passed on by CVEA to the ratepayer. As is evident by

FAS 42.05.381/ the Commission is statutorily mandated to protect
r -
the Alaskan ratepayer: !

Rates to be just and reasonable. (a) AIll
rates demanded or received by a public util-

ity, or by any two or more public utilities
jointly, for a service furnished or to be
furnished shall be just and reasonable.

As i.j obvious from an analysis of CVEA's cost of power, the

ratepayers of CVEA are paying for administrative costs which are

Heeiics Thorikee! . ' .
iAKUPOMEILIERANDIN Neither just nor reasonable. The particular costs are complete-
A AT LAW

|0’ gﬁ%l ly unacceptable to valid rate-making practices.

() 2. Te2



ft . . ) ")
Since the coot of power is based upon an agreement
' between CVEA and the Alaska Power Authority (APA), it is neces-
S sary to look at AS 44,83.090 for the authority of the Commission
with respect to power contracts. Aj is evident by subsection
Fo(b):
I
b The authority [APA] is not subject to the
jurisdiction of the Alaska Public Utilities
Commission. Nothing in AS 44.63.010-
44,83,425 grants the authority any juris-
diction over the services or rates of any
public utility or diminishes or otherwise
alfcf,rc, the juricciction of the Altskt. Public
Utilities Commiesion with respect to any
public utility including any right the Con-
mission may have to review and approve or
disapprove contracts for the purchase of
electricity by a public utility.
It io c¢clear from -AS 44 .E3.DSO(b) that the? laair.lnhisro mnintai nnri
the Commission's jurisdiction to protect the ratepayers of
Alaska from overly aggressive cost c¢f POWEr contracts.
After a thorough review of Docket U-82-19, it is
. obvious that the Commission satisfies itself with working out
i
, the methodology of a flow-through cost of power adjustment on an
interim basis and does not look further as to Vvhat specific
j'! items the price per Kkilowatt hour includes. This abdication of
*e *k
; the Commission's duty wunder state law and its obligation to the
j *
= Alaskan ratepayer is unforgivable. In effect, the ratepayer is*
i-
J put in the position of accepting whatever cost of power is
I
I arrived at between CVEA and APA, There has become, through
Commission inaction, a deregulation of cost of power, perhaps (
the most important segment is the entire rate-making procesG.
i e As is indicated by Attorney Hoae's letter of Febru-
ary 26, 1985, to the Commission:
In addition to the need for current adjudi-
cation of the rate redesign, the cost-of-
power adjustment (c?A), Docket u-82-19,
HUOKIJ THORR/USS should also be included in this proceeding
BruNOIN at this time. As of today, there have been
|C|T.drihi£-£lv||'ﬁ\ﬁ/t twelve (12) interim orders issued in Docket
AKCHORACE. AK 77501

(507) 277752



/' U-82-19. The CPA needs to be made a perma—

)
nent rate aG part of CVEA®"s overall rate
redesign. The rate redesign is premised on
a single cost of service category for gener—
ation and transmission and the existence of
an interim CPA iG not compatible with that
design. Simply stated. ;he rate redesign
and the CPA are interrelated and dependent
parts of this rate case.
In essence, each and every interim cost of power adjustment
allowed on an interim, refundable basis, will be determined
appropriate and receive the imprimatur of the Commission without

E any review of the elements included within the price per kilo—
watt hour cost of power figure. The City, as a ratepayer of
CVEA, €£in»- this procedure totally unacceptable.

1 The City respectfully requests, that the Commission
review the cost of power to CVEA. Further, the city requests
that no permanent rate relief be granted CVEA without such a
review. The commission has a statutorily imposed dutyto pro—
tect theAlaskan ratepayers; disavowal of this dutycannot be
tolerated.

Respectfully submitted this 19th day of April, 19E5,
HUGHES, THORSNESS, GANTZ,
POWELL & BRUKDIH
Attorneys for City of Valdez

F
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GAS TURBINE PLANT FRAME 7 GENERAL ELECTRIC CAPITAL COSTS

Turbine 80 MW @270 kw (quoted $254) $20,800,000
Land, 40 acres @ $6,000 per acre 240,000
Gas tap 250,000
Electric tap 250,000
Engineering 250,000*
Site improvements 250,000
Finders fee 200,000
2 automobiles @ $20,000 each 40,000
Tools 50,000
Radio & phone 40,000
Miscellaneous 100,000
Spare parts 6,000,000
Total Capital Costs $28,470,0G0
30,000,000 @7 12 per year 35 years; $191660 x 12 = $ 2,300,000
Labor 5 men @ $50.00 x 1.5 = * 780,000
1 Superintendent @75.00 x 1.5 = 112,500
Miscellaneous expense, oil tools, etc 160,000
Annual maintenance expense 200,000
Annual expense less fuel $ 3,552,500
Gas at 2.40 mcf 80,000 x ,9plant factor t 8760= 630,720,000 kwh
630.720.000 x 12,000 ? 100000 = mcf 7,568,640
7,568640 mcf x $2.40 = $18,164,736
Annual operating cost $21,717,236
$200,000,000 @ 7% 420 pmts in  3b5years = 1,272,712 pmt
12 pmts 15,532,552
630.720.000 kwh @ .01 6,307,200
Annual income 21,639,752
630.720.000 kwh @ .015 = : 9,460,800
Total income $24,793,352

3,000,000 profit per year
over a 35 year period
Bradley Lake cost=  $.05kwh

CEA cost $.07kwh
SO. 05 x 352,000,000 x 35 = $ 616,000,000
$0.07 x 278,720,000 x 35 = 682.964,000
Cost of power for 35 years $1,298,864,000
$0.15 x 630,720,000 x 35 * 331,128,000
Savings with gas turbine $962,736,000

$27,649,600 savings/year



i CUril"/vKl
MEGAWATT GAS TURBINE FOR

Total invested dollars at Bradley Lake $328,000,000.00

Eotfcl invested dollars at Gas Turbine 30,000,000.00
Capital costs at per annum 12 payments/year

B.L. 328,000,000 $25,145,386.00
G. T. 30,000,000 ,2,279,883.00
35 year average operating cost less capital costs.

B.L. " 2,000,000.00
G. T. 1,252,000.00

G. T. average fuel cost
630,p720,000kwh/yr, gas $2.40 mcf
12.000 btu heqtrate = 7,568,640 mcf 18,164,736.00

Total average annual operating costs

G. T. . $£z,"7f1; 3889780
Average annual 1income and kwh cost

B.L. 352,000,000 kwh
G. T. 80,000 x 8760 x .9 = 630,720,000 kwh
.$27,145,386.00 *352,000,000 = $0.07712
$21,716,569.00 * 352,000,000 = $0.0617/kwh
Gas turbine can produce 630,720,000kwh annually.
352.000.000 kwh x $0,039 $13,728,883.00
278.720.000 kwh x $0,039 10,870,080.00
Total cost to utilities $24,598,080,00
Cost of 630,720,000 kwh from B. L. and Chugach Electric
352.000.000 kwh at .07712 827,145,386.00
278.720.000 kwh from CEA at .06(est)_ 16,72372200.00
Total cost to utilities using B.L.R CH? $33,446,400.00
Total yearly savings to utilities $ 8,848,320.00

To make the comparison equal the G.T should be given at
least $200,000,000.00 to use iru pay back at 7% for 35
years. This would reduce the cost of power to the
utilities even 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 1is
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. 1 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
|. 250 OF FEWER SUBSCRIBERS

Name of Electric Utility "Number of Users
HRETHT Sk R e y
érﬁ |eg?

e Pwer Inc.

m% L%gdargwc? b/a h
I [e oocpera Ive. Inc
c?o ectr|c 00 erat|ve Inc.

8[%&% v, 15 Wer Co[npanyl 0
orthw y
ol c t|IﬁLy comqeany

a Bwer ompan

el ower Companyl 3 15
Kama of Telephone U tility Number of Main Access Linas
Whittier Telephone Company 178 /

11,251 TO 750 SUBSCRIBERS

Name of Electric Utility Number of Users
gwﬁggyﬁa %hei Pot\/!llelrtyCognoprgﬁgnylnc 23@

KUtat P wer,
Name of Telephone Utili'ty Number .« Main Access Lines
BH '[QH[ ﬁay Tele%hone gooperatwe Inc. ggﬁf

S Incorporate

eléphone Company

%r atio Henved from, the Alaska Public Utilitioiai Commissionls
| nnual Keport

1 Based on 1984 information
2 Based on 1983 information
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U til tty

ELECTRIC UTILITIES
<1985 Calendar Year)

« Net Plant

(Gross Owatlng Revenue greater than 35,000,000)

Alaska Elactric Lldht &Power (Vwfwny i JO,S2S,45C
Alaska Y llIb(ja Electric Cooperative, Inc/'? 23,664,476
Cbugach Elactrlc Association, Inc. 330,541,250
Copper Valley Electric Aiioclatlon, Ine. 15,310,043
Golden Valley Elactrlc Association, Inc. 122,239,213
Hcmer Electric Association, Inc. 70,947,394
Kodiak Elactrlc Association, Inc, 26,368,364
Matanuska Elactrlc Association, Inc. 99,197,479
Municipal Light & Power faportrcant

Municipality of Anchorage d/b/a 144,442.370

Subtotal

1898,637,063

(Gross Operating Ravanua creator than S1,500,000 but lass than f,5,000,000}

Alaska Power & Telephone Company
Arctic U tilities, Ine.”

Barrow Util It lee and Electric

Cooperative, Inc,
Bethel U ttltttea Corporation, Inc,
Kotzebue Electric Association, Inc,
Nushagak Electric Cooperative, Incl.*

THnfllt-Hflda Regional Electrical Authority

Subtotal

$ 2,902,490

7,732,249

1.105,062
2,731,816
3,363,891
4,044,(143
3,501,162

123,230,713

Rovanui*
Total Nat
Revenues Income Users
| 10,391,330 4 /5B.097 10,710
11.346,022 363,856 4,672
97,031,627 14,333,318 38,713
7,229,017 865,773 2,323
42,647,009 3,373,060 23,059
2(1,477,467 2,635,173 16,165
V2,106,769 2,804,601 4,024
34,021,862 4,316,796 26,678
111,579,459 1,011,063 30,538
SJH),213,102  $30,881,739 178,902
S 11,047,178 S 352,082 1,529
<1,183,866 533,897 23
11,200,760 928,716 1,231
<1,240,333 128,504 1,631
31¥992.394-«  JiE»Jtor B44-*
5:,260,*67 10-1,124 LU*T4
2,864,219 249,277 911 1
531,773,625 $2,690,998 7,353

{,,dhmunltles being furnished electric utility service by Aloika vIHag# Electric Cooperative, Inc.

Alakanuk Itaoper Day
Anbler Huai la
Andreafsky Kaltag

AAvlk Kaslgluk *
Chevok Klana

Eak Ktvallna

El'In Koyuk

Bwwnak Lover Kalskag
Gambell Marshal 1
Goodnews Elay Mekoryuk
Grayltng Hinto

Holy CT9M Hnnntaln Vllisge

~NlInform ation Presented

New Sfuyahak
Hoatek
Noorvik
Nulato
Nunapltchuk
Old Harbor
Pilot Station
Pttkas Point
Culnhagak
St. Marys
St. Michael

Savoonga

for Year Ended S/30/33.

.Scnmnon  Bay
Selawlk
Shagaluk
Shaktoollk
Shisomaref
«Shunjnak
Stebbins
TogInk
Tokfook Bay
Tununak
Upper Kalskag
Watuc
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7 cer Cutilities ¢ )
Il Ugnnnor v>nr;

“o*e '

U tility Net Plant Revenues

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

AnlaK Light and Pomp Company, Inc. $ 314789 $ 618373 $ 83597
O Ui Inc. (Not Reported)
Gwitchyaa Zhaa U tility Company™* 555,659 671,535 (26,331)
Hainea Light « Power Company, Inc. 1.177,642 1,307,237 91,302
I-N-N Elactrlc Cooperative, Inc. 1,535,948 636,877 28,608
HcGrotli Light 1 Power Conpany (Not Reported)
Sand Point Electric Company, Inc/41 (Not Reported)
Touana Puww Company, Inc.. 731,i?/ 00l,v4U 00,0/0
Yakutet Power, Inc. 651,880 744,488 54,336

Subtotal $ 4,907,175 S 4,810,681 $ 283,388
(Gross Operating Revenue lesa than $500,000)
Andreanof Elactrlc Corporation® 1 154533 $ 98,832 J 13,393
Bettlaa Light A Powar, Inc. .303,347 443,071 24,903
Egeglk Light and Power

ttomsr L*a Leonard d/b/n 244.407 187.853 62.769
Levalock Electric Cooperative, Inc.<3) 64,082 135,392 17,863
Manley U tility Company, Inc.{5) 187,974 30,976 (13,710)
.Monokotek Power Company, Ine. (Not Reported)
Nepakiek Ircinaq Power Compary * 124,300 183,175 (4,6"3)
Northway Power & Light, Inc. 194,639 328,334 126,724
Pelican U tility Company (Nat Reported)
Taller Power Corpany

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

Subtotal $ 1,211,200 $ 1,272,443 $ 109,406
TOTALS $928,106,153  $337,,869,831 $33,967,331

17 Inforgotlon Presented for vea* Er.dsil i/30/85.
~ Infarmstlon Presented f M-ronth perloc 7/1/84 - 4/30/35.

*A*Cortltlcaf* vj. 232 =
. .C., In 1¥x

,5,I'nltad Companies, inc.. acqytrod cartroll ing interest o# Manley utility Conpany, Inc.,

Jorroa from rollcan uril I»y Uorseny t« Sand Pal-* Electric

2145 J - 4

P.4

L'sere

170

740

T/B

1,908

37
30

37
70

Not reported
oa

313

188,476 ~

In 1583.
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TELECOmmuNICATIION UTILITIES
(Long Lines and Local Exchange carriers)
(1985 Calendar Yaar)

Main

. Total Net A
Utility Net Plant Revanuas Income LICnCr-,?ga
(Gross Operating Revenue greater than $4,000,000)
Alsscom, Inc. $294,863,699 $290,913,750 $40,896,931 N/A
Anchorage Telephane U tility

MunicCipallty of

Anchorage db/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
Glacier State Telephone*15

Company 81,032,393 38,183,932 6,815,238 26,212
Juneau and Douglas Telephone(z)

tompany 24,131,136 16,318,149 2,328,639 14,878
Matanuski Tolophone -

hssociation " Inc. 84,761,659 BN 2,269,692 >Not Raported'
Sitka Telephone Company*15 17,098,806 7,678,049 394,316 6,350
United Utilities, 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 Ooerating Revenue greater than J1.000,000 but lass than $4,000,000)
Arctic Slope Telephone

Association Cooperative, Inc. 14,301,006 $ 4,390,249 $ 829,683 1,215
Bristol Bay Telephone

Cooperative, Inc. 3,312,409 1,417,223 (277,110 730
Oogper Valley Telephone

ooperative, Inc. ;o 9.366,962 3.398.173 583.213 < 2641
Interior Telephone Company 7,842,077 4,230,172 245,836  -Not Reported*
Netlonal U'tilities, 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. P P 3,306.236 1,698,591 35,403 1,409
Ttlepnone Utilities o0f*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 utllitlos were consolldated Into Telephone Utilities of the Northland, Inc.

(Z)Ar;aslgg&l#gneau and Douglas Telepnone Company was coniolldntud with Telephone Utllitlaa of
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o'm-+15

Sat mant

Utillty

(Cros* Operating Revenue leas than $1,000,000)

Bu*h-Tell( Incorporated $ 1,911,480
Mukluk Teleph ,
LIinl(j:. elephone Compary 2,861,C82
Hhlt+ler Telephoni* Company(S)
Yukon Telephone Company 806,639
Subtotal S 5,579,197
TOTAL $860,562,669

"7, 5T

Ao -y

V»3'J)

0*81
IsvanLas

S 663813

932,099

604,934

J 2,220.842

$313,939,681

Set

I U.081

44,782

<131,7921

S (92,929)

$75,860,609

AW ittier Telpron# Compary »ai purchaiec by Yj<on Telephone Cc-ipa-y In 1935.

AN-nber ot main telephone*.

k

—O>t -9

Uain
ccass
Line*

347

-Mot Reported-

533(4)
680

186,317



4/24/87 REFERRALS: Judiciary

Date referred:
Finance

DATE:
CSSSSB 22 (Fin)

The Labor & Commerce Committee has considered

"An Act exempting certain telephone and electric uuxlities and certain
transactions from regulation by the Alaska Public Utilities Commission; res—
tricting the authority of the Alaska Public Utilities Commission in consid—
ering certain costs in connection with rates charged byfutility and with
[.power cost equalization; and providing for an effective date."

1 replace with [ ] the same title

] attached amendment(s) [ 1 anew title
[ 1 do pass
[ ] do not pass
[/(U] no recommendation
[ 1 individualrecommendations

[ 1 additional referral to the Committee

ADOPTS; C ] letter of intent

ATTACHES HEW FISCAL NOTE(s):

[ ] fiscal impact [ 1 same as previous fiscal note
[ 1 zero fiscal note published
[ 1 zero with analysis (X] same as previous zero fiscal
note published 3 -"N2.--S*7
SIGHXHG DO PASS: SICTttHG OTHER RE"A* ATIONS:
t . Nl S

/TV) /tCO

)*J2py Ke-C
c < w
A0 A&z.

Chairman®s signature



|
J

STATE OF ALASKAFl]é)gA\IEEﬁ(SSFIEATIVE SESSION

REQUEST:
Rewision Dae;

¢ Marki10. 19PT.
Tide: Act exempting certain telephone utn\jg,qs

Bill Vereion:
Publish Date:

Agenoy Aiiesieflt Commerce & Econ. Dev.
Alaska Public

and certain transactions t'rom AHUU*regulations
Components:

Sponsor: _
Requestor

EXPENDITURES/REVENUES:
OPERATING FY 87

PERSONALSERVICES

TRAVEL.

CONrRACTUAL

SUPPLIES

EQUIPMENT

LAND A STRUCTURES

GRANTS. CLAIMS
MISCELLANEQOUS

TOTAL OPERATING -0-

CAPITAL -

REVENUE -0-

FUNDING:

GENERALRIND

FEDERALFUNDS

CITHER

1T71-AL -0-

POSITIONS:

RILL-TIME -n-
PART-TIME
TEMPORARY

ANALYSIS

(Thousands of Dollars)

(Thousands of Pollan)
FY 88 FY 89

FY 90

tESSB 2 7 .c )
3-12--PT7

Uti IlUies CommisiorT
., MPera’MiP.Ps

FY 91 FY 92

Passage of this version of SB 22 will return the Alaska Public U tilities

Commission to the level of activity which 1t had prior to the passage of the
legislation last year concerning AS 42.05.431(b).
increased costs associated with this legislation.

Preparedby: _ T.S., Moninski 11. Executive Director
Alaska PubTAAUtI ljthesI M fflm fsslon

Division:
Approved by Commissioner: s

Distribution (by prepamqQ r
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget

Impacted Agency(ies)
Senate Secretary

5535M31187a

AfTthonV Smith.

Y e

Commissioner Date:
Agency: Qefartjlgr>£ Of...ybnnner.ce.and_Economic Development

Therefore, there will be no

276-6222

Date:._ March 11. 19B7

March 11. 1987

page of

¢



TO: Larrv Crawford QATE: July 1984
Executive Director

Alaska Power Authority pile no: 166-568-84
telephone NO: 276—3550
FROM: Norman C. Gorsuch subject: APUC jurisdiction
Attorney General over APA power sales
Bv: agreements

torney General

You have asked what jurisdiction, 1if any, the Alaska
Public Utility Commission (APUC) has to review .and approve an
agreement in which a Jlocal utility regulated by the APUC
contracts to buy power from the Alaska Power Authority (APA). As
we understand the facts, the APA anticipates selling and five
local utilities 1intend to buy hydroelectric power generated by
the "Four Dam Pool." One of the regulated wutilities has
qguestioned whether the APUC has jurisdiction to approve a
wholesale agreement for hydroelectric power and the rates charged
under the agreement. We conclude that the APUC has statutory
jurisdiction to examine the terms of a local utility"s wholesale
power agreement with the APA only if the APUC has reason to
investigate, as set out in AS 42.05.511, the local wutility"s

management practices involved in entering the wholesale
agreement. The APUC does not have authority to review rates or
practices of the APA, and does not, 1in ordinary circumstances,

approve a utility"s wholesale power purchase agreements.

When the legislature first created the Alaska Power
Authority, it provided that any contracts to sell power would be
subject to review by the APUC. AS 44_.56.090(8). . This provision
was consistent with the APUC"s general authority, set out 1in AS
42.05.370 1/ to review contracts for the sale of electric power
by a public utility because the APA was a public utility as
defined in the APUC Act. -

1/ AS 42.05.370 provides, in part,

[EJvery public utility shall file with the Commission

its complete tariff . _ _ and all classifications,
rules, regulations, and terms and conditions under
which it furnishes its services and facilities . . . to

regulated or municipally owned utility for resale to
the public, together with a copy of every special
contract with customers which 1in any way affects or

(Footnote Continued)
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Two years later, however, the legislature substantially
amended AS 44.56.090 to provide, 1in part, that the APA would not
be subject to the jJurisdiction of the APUC. AS 44.56.090(b)
(Renumbered in 1981 as AS 44.83.090(b). In his April 6, 1977
transmittal letter, Governor Hammond stated that the purpose of
the proposed amendment was to clarify the relationship between
the authority and the APUC by providing that the APUC would not
have jurisdiction over the APA. Committee Report - House
Finance, April 19, 1978 at . A review of the testimony before
both the House and Senate Finance Committees reveals that the
practical effect of this clarification was to eliminate problems
the authority was having 1in financing its projects through the

sale of bonds. Committee Minutes - House Finance, April 10, 1978
at 374; testimony of Eric Yould, Executive Director, Alaska Power
Authority, id at 374, 376; testimony of Argetsinger, ("Bond

people get very nervous when any outside agency gets into
control.").

A second question is whether, in spite of AS
44.83.090(hb), the APUC has jurisdiction to review the APA
wholesale power agreements as part of 1its regulation of the
purchasing utility. IfT so, the intent of AS 44.83.090(b) could
be defeated. IT the APUC has authority to approve or disapprove
a wholesale power agreement that the purchasing utility intended
to sign with the APA, the practical effect would be the same as
if the APA had to submit the agreement to the APUC/ The APA
would not be able to market its bonds and finance construction of
its power projects. Furthermore, while the APUC clearly has the
authority to investigate a utility"s rates when the utility is
the selling utility, we can find no authority in-AS 42.05 which
would permit the APUC to review these wholesale purchase
agreements from the point of view of the utility as a purchaser.
Sea AS 42.05.141 (general powers and duties of APUC include
investigating utility"s rates and making and requiring just, fair
and reasonable rates);- AS 42.05.431 (APUC may TFfix just and
reasonable rate after investigation and hearing).

The APUC does, however, have broad statutory authority
to examine the management practices of a utility,: AS 42.05.511 2/

(Footnote Continued)
relates to the serving utility®"s rates, tolls, charges,

rentals, classifications, services or Tfacilities.

2/ Sec. 42.05.511. Unreasonable management practices, ()
(Footnote Continued)
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This broad authority has never been interpreted by the Alaska
Supreme Court. It is conceivable that the APUC could rely on
this power to investigate the wholesale power purchase agreement
if it perceived that, the wutility had engaged in imprudent
management by entering the A.PA agreement. This action, however,
would have to be considered extraordinary, and be supported by
some evidence of imprudence or inefficiency. Even 1f the APUC
were to conduct such an investigation, it is not clear that
disapproving or setting aside a wholesale power agreement with
the APA would be a permissible remedy.

CONCLUSION
The APUC lacks the authority to approve or disapprove a
wholesale power agreement by which the APA sells its
hydroelectric power to a regulated electric utility. Once the

APA and the purchasing utility have agreed to the sale and the
rates charged under the agreement, no further authorization 1is
necessary to enter into such an agreement. However, this
conclusion does not suggest that the APUC would be precluded from
examining the APA wholesale power agreements wunder 1its broad
"management practices" authority 1in appropriate circumstances.

CEJ;cah

(Footnote Continued)

The commission may investigate the management of a public
utility, including but not limited to staffing patterns, wage and
salary scales and agreements, investment policies and practices,
purchasing and payment arrangements with affiliated interests,
for the purpose of determining 1inefficient or unreasonable
practices which adversely affect the cost or quality of service
of the public utility.

(b) Where wunreasonable practices are found to exist, the
commission may, after providing reasonable notice and opportunity
for hearing, take appropriate action to protect the public from
the 1inefficient or wunreasonable practices and may order the
public utility to take the corrective action the commission may
require to achieve effective development and regulation of public
utility services.



ALASKA POMER AUTHORITY
Position Paper

SPONSCR SUBSTITUTE FOR SENATE BILL NO. 22

The Alaska Power Authority supports enactment of SSSB 22. Specifically,
Sections 1, 2, 4 and 5 of the bill, provide for amendments which would
exempt wholesale power agreements between the Alaska Power Authority and
a public utility from review or approval by the Alaska Public U tilities
Commission (APUC). Enactment of this legislation is essential to the
program of revenue bond financing of the Bradley Lake Hydroelectric
Project.

The need for enactment of SSSB 22 is due to a 1986 amendment to APUC
legislation. The amendment gives the APUC authority to review in
advance and approve wholesale power agreements between public utilities.
Once the agreements are in effect, the APUC may also order the parties
to the agreement to renegotiate the agreement if the 'APUC determines
that the retail power rates are not just. Where the parties are unable
to agree to an amendment, the APUC may order the parties to proceed
under the agreement's dispute resolution procedures.

The 1986 amendment was part of a complex, lengthy and controversial
package of amendments within the "sunset" reauthorization bill for the
Alaska Public Utilities Commission. The effect of the amendment on the
Alaska Power Authority, its wholesale power agreements, and the Bradley
Lake agreement in particular, was never addressed to the 1986 Legisla-
ture. Consequently, we are now presented with a statutory conflict.
The Power Authority is exempt by statute from the APUC's jurisdiction.
On the other hand, the APUC has jurisdiction over wholesale power
agreements to which the Power Authority is a party.

Without an amendment, to correct this anamoly, general civil construction
cannot commence this"season. Bond financing will be jeopardized for at
least two reasons. The lengthy hearing process and any subsequent
litigation arising out of the APUC's orders would delay construction of
Bradley and ultimately jeopardized timely bond financing of the project.
Moreover, if the APUC can order negotiation of power sales contracts in
effect, bondholders will not be able to rely on the power sales con-
tracts and the ratrs which are the basis for the contracts.

The Alaska Power Authority Board of Directors met on February 27, 1987,
and unanimously adopted attached Resolution 1987-05, which supports
legislation to be introduced during the 1987 Legislative session, for
the purposes of clarification that the Alaska Power Authority and its
wholesale power agreements would be specifically excluded from the
jurisdiction of APUC.

Additional background information outlining the need for enactment of
SSSB 22 is provided in the attached memorandum (dated March 9, 1987)
from the Alaska Power Authority bond counsel of Wohlforth, Flint, and
Gruening.

8629/663/1



Alaska Power Authority

Addendum to Alaska Power Authority Position Paper
SSSB 22

If SB 22 is enacted:

0 Allows Bradley contracts to be signed and executed in a timely
basis for construction to meet utilities' schedules of need.
Provides certainty to wholesale power rate based on terms and
provisions fixed in contract and not subject to future
adjustment.

0 Prevents duplication of review by State agencies. Public

interest already served by Alaska Power Authority involvement.

Lowers costs to consumers through lower imerest rates on

long-term debt.

Lowers APUC review costs.

0 Eliminates possibility of conflicting interpretations of
contractual terms by two state agencies both assisted by the

Dept, of Law

o

o

f not enacted:

° The provision for adjusting rates in the future lowers the
rating of the long-term debt to less than investment grade
(A-rated to "junk" bond.!*

‘Jnable to have former contracts until APUC re-reviews all
power supply option studies already performed by OMB, legisla-
ture, utilities and their respective boards, and Alaska Power
Authority and its Board (including four commissioners).

° No basis for future decisions.

Delaying Bradlfey Lake by one year could increase construction

costs by approximately $10 million (less any additional

arbitrage earnings.)

o

Interest rate could increase 1.5 to 2.0 percent.

Based on $175 million in debt and 8.0 percent and 9.75 percent
interest rate for with and without exemption, respectively,
debt service would increase by approximately $2.7 million per
year - $81 million over life of bonds.

8652/723/1
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RESOLUTION 87-05

WHEREAS the Alaska Power Authority is an instrumentality of
the State of Alaska and <created by the legislature , in the
interests of promoting the general welfare and public purposes of
all the people of the state, to reduce consumer power costs and
otherwise to encourage the 'long-term economic growth of the
state, including the development of its natural resources,
through the establishment of power projects;

WHEREAS the Alaska Power Authority is not subject to the
jurisdiction of the Alaska Public Utilities Commission;

WHEREAS the Alaska P-- e« Authority is authorized by statute
to borrow money and issue bonds the ‘'principal and interest on
which are payable from the income and receipts or other money
derived from projects financed with the proceeds of the bonds and
from revenue-producing contracts including a contract providing
for the security of the bonds made by the authority with any

person;

WHEREAS the Alaska Power Authority is currently concluding
negotiations with the Railbelt utilities for the sale of project
capacity and power from the Bradley Lake hydroelectric project;

WHEREAS a portion of the project's construction costs will
be financed with the proceeeds of a $175,000,000 bond issuance by

the Alaska Power Authority:

WHEREAS execution of the Bradley Lake agreement by June,
1987 is necessary in order that civil construction of the project

may commence during this construction season;

WHEREAS, during the 1985 legislative session, the
Legislature enacted AS 42.05.431(b) as part of a complex, lengthy
and controvers i al package of amendments within .the "sunset"
reauthorization bill for the Alaska Public Utilities Commission;

WHEREAS AS 42.05.431(b) provides that a wholesale power
agreement between public utilities is subject to advance approval
of the commission and the Alaska Public Utilities Commission has
ordered Anchorage Municipal Light and Power to submit the Bradley

Lake power sales agreement to the commission for advance
approval;

WHEREAS AS 42.05.431(b) permics the Alaska Public Utilities
Commission to issue a comparable order to other Railbelt
utilities who will be purchasers under the Bradley Lake wholesale

power agreement;

WHEREAS AS 42.05.431(h) further provides that, once a
wholesale power agreement is in effect and the commission
determines that the rates set in accordance with tha agreement



are not just and reasonable, the commission may order the parties
to negotiate an amendment to the agreement, or to use the dispute
resolution procedures contained in the agreement;

WHEREAS there now exists an anomaly between AS 44.83.090(b)
which provides that the Alaska Public Utilities Commission does
not have jurisdiction over the Alaska Power Authority and AS
42.05.720(4)(A) which seemingly gives the commission the
authority to order the Alaska Power Authority to renegotiate its
wholesale power agreements and to proceed under the contract's
dispute resolution procedures;

WHEREAS the effect uf AS 42.05.720(4 )(A) on the Alaska Power

Authority and its wholesale power agreements was never addressed
to the 198G Legislature;

WHEREAS AS 42.05 .720(4)(A) creates a statutory conflict with

the legislation authorizing the authority to finance the
establishment of power projects through the issuance of bonds and
with the legislation exempting the authoiity from the

jurisdiction of the Alaska Public Utilities Commission;

WHEREAS prolonged hearings before the Alaska Public
Utilities Commission and litigation subsequent to the hearings
would jeopardize timely bond financing of the project, and

WHEREAS bondholders would be unable to rely on the rates
agreed upon in a power sales agreement where there is a prospect
of the Alaska Publid Utilities Commission ordering a change in an
agreement already in effect;

IT IS HEREBY RESOLVED that the Alaska Power Authority will
ask the 1987 Alaska Legislature to enact legislation <clarifying
that wholesale power agreements for the sale of project capacity
or power from a public works project of the state are not subject
to review or approval by the Alaska Public Utilities Commission.

IT IS FURTHER RESOLVED that the Alaska Power Authority will

ask for statutory language as provided in Option and
considered today at this meeting.

Arc.103/606/2



The resolution having been submitted to a vote, the vote thereon was
1S foI lows

€ feiton WIuidGA StWfe-, fcWns i
YEAS: r A r” ; 'OuAvl

nNays: 0
ABSENT: 0

3
And the resolution was declared adopted on this the Z| day of
TWfcny , 1987.

ALASKA. POMER AUTHORITY

BY:
Lee R. Nunn, Chairman

BY:
Robert D. Heath, Secretary
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RESOLUTION 87-05

WHEREAS the Alaska Power Authority is an instrumentality of
the State of Alaska and created by the legislature , in the
interests of promoting the general welfare and public purposes of
all the people of the state, to reduce consumer power costs and
otherwise to encourage the long-term economic growth of the
state, including the development of its natural resources,
through the establishment of power projects;

WHEREAS the Alaska Power Authority is not subject to the
jurisdiction of the Alaska Public Utilities Commission;

WHEREAS the Alaska Power Authority is authorized by statute
to borrow money and issue .bonds the principal and interest on
which are payable from the income and receipts or other money
derived from projects financed with the proceeds of the bonds and
from revenue-producing contracts including a contract providing
for the security of the bonds nade by the authority with any
person;

WHEREAS the Alaska Power Authority is currently concluding
negotiations with the Railbelt utilities for the sale of project
capacity and power from the Bradley Lake hydroelectric project;

WHEREAS a portion of the project's construction costs will
be financed with the proceeeds of a $175,000,000 bond issuance hy
the Alaska Power Authority;

WHEREAS execution of the Bradley Lake agreement by June,
1987 is necessary in order that civil construction of the project
may commence during this construction season;

WHEREAS, during the 1986 legislative session, the
Legislature enacted AS 42.05.431(b) as part of a complex, lengthy
and controversial package of amendments within the "sunset"
reauthorization bill for the Alaska Public Utilities Commission;

WHEREAS AS 42.05.431(b) provides that a wholesale power
agreement between public utilities is subject to advance approval
of the commission and the Alaska Public Utilities Commission has
ordered Anchorage Municipal Light and Power to submit the Bradley
Lake power sales agreement to the commission for advance

approval;

WHEREAS AS 42.05.431(b) permits the Alaska Public Utilities
Commission to issue a comparable order to other Railbelt
utilities who will be purchasers under the Bradley Lake wholesale
power agreement;

WHEREAS AS 42.05.431(b) further provides that, once a
wholesale power agreement is in effect and the commission
determines that the rates set in accordance with the agreement



are not just and reasonable, the commission may order the parties
to negotiate an amendment to the agreement, or to use the dispute
resolution procedures contained in the agreement;

WHEREAS there now exists an anomaly .between AS 44.83.090(b)
which provides that the Alaska Public Utilities Commission does
not have jurisdiction over the Alaska Power Authority and AS
42.05.720(4)(A) which seemingly gives the commission the
authority to order the Alaska Power Authority to renegotiate its
wholesale power agreements and to proceed under the contract's
dispute resolution procedures;

WHEREAS the effect of AS 42 .05.720(4) (A) on the Alaska Power
Authority and its wholesale power agreements was never addressed
to the 1986 Legislature;

WHEREAS AS 42.05 .720(4) (A) creates a statutory conflict with

the legislation authorizing the authority to finance the
establishment of power projects through the issuance of bonds and
with the legislation exempting the authority from the

jurisdiction of the Alaska Public Utilities Commission;

WHEREAS prolonged hearings before the Alaska Public
Utilities Commission and litigation subsequent to the hearings
would jeopardize timely bond financing of the project, and

WHEREAS bondholders would be wunable to rely on the rates
agreed upon in a power sales agreement where there is a prospect
of the Alaska Pub!id Utilities Commission ordering a change in an
agreement already in effect;

IT IS HEREBY RESOLVED that the Alaska Power Authority will
ask the 1987 Alaska Legislature to enact legislation clarifying
that wholesale power agreements for the sale of project capacity
or power from a public works project of the state are not subject
to review or approval by the Alaska Public Utilities Commission.

IT IS FURTHER RESOLVED that the Alaska Power Authority will

ask for statutory language as provided in Option and
considered today at this meeting.

Anc.103/606/2



The resolution having been submitted to a vote, the vote thereon was

The, thallls&M .ScWuferyWhman ;
YEAS{j1 4 A

NAYS:
ABSENT: J S
And the resolution v/ias declared adopted on this the A day of
Feb(WW , 1987.
ALASKA POMER AUTHORITY
BY:
Lee R. Nunn, Chairman
BY:

Robert D. Heath, Secretary



MEMORANDUM

To: Rep. John Sund Date: May 7, 1987

Chairman
House Judiciary Committee

Through: Becky Bear
Information Officer
DC&ED

From: /Ted Moninski 11
/yl/ Executive Director
/, 1 Alaska Public Utilities Commission

Subject: CS for SSSB22

This memorandum is submitted as a supplement to the previous
written comments which have been directed at the various versions
of SB22 (copies of the earlier comments which remain relevant are

attached).

In particular, the Commission wishes to present its response to
the recent amendments to the bill which were added during pro—
ceedings before the Senate Finance Committee and are now
reflgcted as Sections 3 and 7 of the Committee Substitute.

Section 3 - Amending AS 42.05.511

In an earlier memorandum to the Senate, the Commission requested
clarification regarding the impact of the Sponsor Substitute
(which would remove all Alaska Power Authority (APA) wholesale
power transactions from Commission review) on the Commission®s
responsibilities under Section .511 of the statute. Section .511
requires consideration of the prudence of utility costs within
the context of a specific rate case. The Commission"s confusion
centered on not having the ability to pass upon the wholesale
power agreements in the first instance, yet at the same time
being required by law to consider the prudence of costs incurred
under those agreements for ratemaking purposes.

While the Commission appreciates the Senate®"s efforts at provid-—
ing the requested clarification, the language of Section 3 simply
goes far beyond any concern for protecting the integrity of costs
attributable to the APA or the income stream necessary to guaran—
tee adequate revenue to service the debt associated with APA
projects. In fact, Section 3 can only be read to "open the
floodgate” which will result in the inclusion of virtually any
utility cost that can even remotely be argued to be associated



with wholesale power transactions and thereby eliminating and
public interest review of these.expenses.

In its previous comments, the Commission estimated that removing
Commission jurisdiction over APA wholesale power transactions
could result in the effective deregulation of up to 50% of a
regulated utility"s revenue requirement (depending on the
specific circumstances of the utility and the degree to which it
relied upon APA generated power). The almost unlimited ability
to flow through costs that would accompany adoption of Section 3
would certainly expand the "deregulation” effect already alluded
to.

The Commission has repeatedly stated that it would not take an
advocacy position regarding the underlying policy questions of
SB22, but Section 3 speaks to a new set of issues which deviate
substantially from the basic intent of the balance of the bill.
The Commission must go on record as opposing the language now
included in Section 3.

Section 7 - Amending AS 44.83.162

Section 7 really has nothing to do with the deregulation of cer—
tain utilities or utility transactions, but rather presents

specific legislative guidance on the method by which the Commis—
sion will calculate a utility"s assistance entitlement under the

state"s Power Cost Equalization (PCE) program. The amendment
would remove the "...costs of kilowatt-hour sales associated with
a United States Department of Defense facility.” (DOD) from APUC

consﬂderation in the PCE calculation.

The Commission believes that it understands the intent of this
provision and does not oppose it on any policy grounds. The
language of section 7 is somewhat ambiguous, however, and may not
necessarily produce the result the sponsor intended. Speci—
fically, both the revenues and the costs associated with such DOD
transactions should be removed from the PCE calculation. Further
the Commission should be required to validate the cost component
by some "cost of service"™ methodology which will ensure the accu—
rate identification of the costs to be excluded.



Alaska Consumer Advocacy Program

13 Wost Seventh (f~ ~ y 366 or 278-3683
ON CS FOR SPONSOR SUBSTITUTE FOR SB NO. 22

Good afternoon, members* of the committee. My name 1is Joel
Rothbsrg, and | an tha staff attorney for the Alaska Consumer
Advocacy Program (ACAP). On behalf of ACAP I would like to thank
the-committee for the opportunity to speak here today.

My purpose 1is to speak Tfirst against adoption of those
portions of the bill before the committee which would remove
wholesale power contracts between the Alaska Power Authority and
a public utility from tha jurisdiction of the Alaska Public
Utilities Commission. Removal of these contracts from APUC juris—
diction would be a severe blow to the interests of Railbelt
utility consumers and of tha public at large.

ACAP also objects to those parts of the bill which would
exempt from regulation utilities with fewer than 500 subscribers
unless 25 per cent of the subscribers petitioned the APUC for
regulation.

The obvious interest of the utilities 1in promoting this
legislation is that its passage would free them to negotiate
wholesale power agreements with the APA for Bradley Lake power
without having to subject those contracts openly to the scrutiny
of the APUC staff, competing power producers, and other energy
production and conservation experts.

Evaluating the benefits of Bradley Lake power necessarily
entails resolving extremely complex questions relating to estima—
tion of demand over long periods of time, the costs of various
power production methods, possibilities for energy conservation,

financing costs, and rates. Difficult as these questions would

- - . a Pkhba of (ho Alm*i Pobllo Inltrou Rooooreh Croup — [ By T i



be were the main 1issue only the cost of Bradley Lake power, they
are greatly complicated by the claims of alternative energy
producers now before the APUC that th6y can produce power at
lower cost than that from Bradley Lake or any existing conven—
tional source.

One of these alternative producers, Valley Energy
Corporation, argues that under the federal Public Utility
Regulatory Policy Act, or PURPA, because the electricity it will
produce from wood chips is more economical than any other source
over a 20-vear period, MEA, which is in the market for power,
must purchase Valley Energy power and will have to do so even if
it contracts for power from other sources. Thus, the effect of
passage of this legislation is that MEA could be obligated to
buy Bradley Lake power under a contract with tha APA at tha same
time that it is obligated to buy Valley Energy power under an
order from the APUC.

Utility consumers ara entitInC Lu wtie dat.ermInaClon or ail
these 1issues by an expert, neutral adjudicator, as it is they who
will pay the cost of unnecessarily expensive power and excess
power. That adjudicator 1is the APUC. It cannot be the APA,
which 1is not empowered to adjudicate competing claims of
utilities and the public and which makes no pretense of expertise
in, for example, demand estimation. The APA certainly cannot
claim neutrality; for months the chairman of the APA and members
of its staff have worked tirelessly to promote Bradley Lake. The
APA has a valuable role to play in the process of deciding whe —
ther utilities should be able to buy power from Bradley Lake but

it must not be the final decision-maker.



There 1is no good reason for removing the APA contracts from
APIIC jJurisdiction. The utilities will argue that the delay

entailed by APUC review will make financing of Bradley Lake

either nerc cxpcnaivc or even unavftilable. That argument Liege
the question of why the people of this state should be denied the
most thorough, expert, 1independent evaluation possible from the
APUC 1in evaluating these contracts.

eJust as entitled to regulatory protection are consumers in

bi 1L&i. a a. itw —fcvictn 500 juWocjs? J.lic.iro, TScV**# io no roouuu Lv
assume that just because a utility is small its service will
always be adequate and 1its rates reasonable.

These small utilities are usually remote and rural 1in
character. An indication of the kinds of problems that can arise
in these settings can be found in the recently issued report of
the APUC staff on AVEC operations. The report shows that al —
though AVEC is improving, numerous problems remain in the areas
of supervision, accountability, and training of village opera—
tors, maintenance, materials management, construction and engi—
neering.

The communities that would lose the benefit of APUC
regulation are similar to those in the AVEC systenm. Without
Commission monitoring or effective competition, when service
problems arise or rates go up, consumers have no alternative but
to take what they are given. In the absence of an indication
from these consumers that they do not need the APUC to deal with
their utilities, the Ilegislature should not turn its back on

them.
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—_— O w - -
S Ss, = S&_. =,
S8= <= Socwotos 2
= QR nE
e|UmanVCna = =D
o Pene. D =

d —_C - —
N o= OS5Po
oIS o2



