
















































































































































































































































































10.

11.

12.

13.

Water resource studies --- development of stream
flow data; reservoir operation; glacial movement,
flooding, ice, sedimentation, etc. ($1,826,000)

Seismic studies -— seismic risk analysis, and
development of seismic design criteria for dams,
transmission 1lines and access roads. ($1,139,000)

Geotechnical exploration —-— data collection and

analysis for surface and subsurface geology and geo-
technical conditions. ($3,620,500).

Design development === development of preliminary
engineering design and cost information for Watana
and Devil Canyon damsites. ($1,769,000)

Environmental studies --- assessment of alterna-
tives for power generation, access road and site
facility locations and power transmission corridors;
preparation of FERC license application exhibit.
($6,570,300)

Transmission =--- selection of transmission route,
preliminary engineering designs, and cost esti-
mates. ($729,300)

Construction cost estimates and schedules --- cost
estimate summaries and construction schedules
suitable for the application to FERC; analysis of
possible delays, changes and their effects on
costs and schedules. ($185,000)

Licensing --- preparation and assembly of all
necessary documentation for the application to FERC.
($293,500)

Marketing and financing --- examination of finan-
cial feasibility and development of a financing
plan. ($383,100)

Public participation =--- establishment of a public
information office; conduct of public workshops and
meetings; and preparation of information, materials,
and action lists. ($383,000)

Administration =--- project management. ($467,700)
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Information for decision-making.

The Study Plan assumes that the Power Authority will
base a choice between the Susitna project and one or more
alternatives on the findings of a Power Alternatives Study

Report to be completed 11 months into the overall study,

containing ---

"load forecasting for the Railbelt region;

"selection of alternative energy and/or
power generation scenarios;

"evaluation of viable expansion sequence
scenarios; and the

"recommended expansion sequence."

This first phase of the study is thus its most vital
element from the standpoint of deciding whether or not the
state should concentrate its efforts on developing the
hydropower potential of the Susitna River or pursue other
alternatives in earnest. Unfortunately, this phase seems to
be both the most superficially considered part of the Acres
plan, and the least adequately funded, accounting for only
1.2 percent of the total study budget ($359,200).

The gravest defect in the current plan of study is the
fact that neither Acres' findings nor the Power Authority's
decision regarding Susitna's viability would be based on
its economic or financial feasibility. This is not a fault
that Acres or the Authority can remedy simply by providing
more funds or a more sophisticated work plan fo: ' some of the
study subtasks but is, rather, one that demands an overhaul
of the organization and scheduling of the study as a whole.

As it now stands, the Acres plan proposes to choose
among alternative generation strategies before making any
cost, scheduling, or contingency analyses of the Susitna
project itself. The contractors would not begin making
even preliminary cost and scheduling estimates for the
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project until the 73rd week --- five weeks after all other
alternatives have been rejected --- nor does it begin to
consider "potential contingencies/risks and to evaluate
their effects upon cost estimates and schedules" until the
115th week. The study plan, moreover, would begin consider-
ing the marketability of Susitna power and the project's
financibility only after the Power Authority had made a
decision to proceed.

The contractors would look at cost and risk comparisons
for alternative methods of electric generation (to Susitna)
in the power alternatives study prior to the go/no-go
decision, but according to the plan information on even the
alternatives would be "developed for each technology
(cost/unit energy) based on . . . existing studies." [em-

phasis added] The sources that the plan explicitly refer-
ences are 1976 documents, while the whole work tasks of
analyzing alternative power generation strategies and
determining the optimal plant mix account for only 4/1000 of
the total project budget ($126,000). Even if this infor-
mation on alternatives were adequate for making a choice
among them, it is hard to see what use it would be in the
absence of cost, scheduling, and risk estimates for the
Susitna project itself.

Demand studies.

The "need" for Susitna power, its marketability, its
cost to consumers, and the project's financibility all
depend upon the total amount of electricity demanded by
residential, commerical and institutional, and industrial
consumers in the Railbelt. In order to choose the best
combination (or indeed, even a workable combination) of
generating facilities, power system planners need to know
two dimensions of future demand: (1) the total demand for
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electrical energy, which is usually measured in megawatt-
hours over the course of a year, and (2) the peak load,
which is the highest number of megawatts demanded at any
time during the year.

In the Acres plan, the Institute of Social and Economic
Research of the University of Alaska (ISER) will prepare
forecasts of total demand, while Woodward-Clyde- Consultants
are to produce peak power demands and load duration curves
"in a manner which is consistent with the economic, social,
pelitical, and technical assumptions made by the ISER when
developing their energy consumption forecasts."”

ISER's demand scenarios. This report does not review

or criticize the scope or methodology of the ISER study.
It is important, however, to recognize one crucial limit-
ation of the "scenario" approach to demand projection used
by ISER and most other forecasters. The scenario method
uses an economic model to produce results that are consis-
tent with some set of assumptions about (say) future oil
discoveries or petrochemical development in Alaska, world
energy prices, federal regulations regarding the end-uses
and pricing of natural gas, and the like. But the scenarios
themselves will say nothing about the truth or even the
likelihood of such assumptions, and most forecasting tech-
nicians hesitate to express strong opinions on their
truth or likelihood.

Using the sc=anzrio method, therefore, ISER will surely
present several forecasts of future electricity demand, some
of which will seem to argue in favor of, and others against
building the Susitna project, but Acres and the Power
Authority will have to decide which, if any, of these fore-
casts they should take seriously in planning new electrical
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generating facilities for the Railbelt. If a rational
decision is ever to be made, in other words, somebody
ultimately must (1) make an implicit or explicit judgment
which scenario describes Alaska's future most plausibly, and
(2) be prepared for that judgment to turn out quite wrong.

In our judgment the most likely scenarios for the
state's future are ones that no recent power demand forecast
(including ISER's 1976 study) has even mentioned, let alone
formally considered: scenarios in which no combination of
existing and new basic industries can equal or replace
government revenues from Prudhoe Bay oil and gas as a source
of Alaska income and employment. In these scenarios, the
inevitable decline in Prudhoe Bay production will mean that
the Railbelt's business activity, employment, population ---
and electricity demand --- will peak in the late 1980's or
early 1990's, and fall sharply for at least several years.

We do not expect the Alaska Power Authority to agree
with our judgment that this is the most probable course for
Railbelt electricity demand, but it is wvital for power
planners in Alaska to recognize that it is a wholly plausi-
ble course, and to consider the implications for the State
of a decision to build Susitna if power demand did actually
begin to decline at just about the time the project was
completed.

It would be a relatively simple matter for ISER to add
one or more boom-and-bust scenarios to the demand forecasts
if such scenarios are not already part of ISER's program.
OQur more serious concern is that the Study Plan does not
seem to deal systematically with anvy kind of uncertainty or
risk (demand forecasting errors, delay or non-completion
risks, construction cost overruns, uncertainties regarding
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the availability of alternative fuels, or interest rates and
other financial risks) in choosing among different strate-
gies for providing electricity to the Railbelt.

Forecasts of peak loads and load duration curves.

The amount of generating capacity a region requires in a
given year stems directly from (1) the need to meet the
highest anticipated peak load for the year, and (2) the need
for sufficient reserve capacity to serve unanticipated
peaks, while allowing for scheduled and unscheduled equip-
ment outages. Estimates of total annual requirements for
electrical energy by themselves reveal very little about
the need for peaking and reserve generating capacity.

A utility's total energy demand and its peak demand are
both functions of population, per capita income, climate,
the regional industrial mix, and the like. 1Its load factor
--- the ratio between the average annual demand for electri=-
cal energy and the annual peak load --- also depends on all
of these variables, and moreover, can be powerfully influ-
enced by the utility's rate structure, and by wvarious "load
management"” measures. While the Study Plan discusses a
number of arcane theoretical issues in the forecasting of
load duration curves, the meager funding for this subtask
implies that Woodward-Clyde must derive its peak 1load
forecasts and load duration curves from ISER's projections
of annual demand for electrical energy, on the apparent (and
unwarranted) assumption that peak loads and load patterns
are are a relatively simple function of total demand.

The total annual demand for electrical energy can

always be derived from a load duration curve, but Woodward-
Clyde will not be able to make forecasts of future load
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duration curves or peak loads consistent with ISER's assump-
tions without working from the original data and methodology
for each of ISER's scenarios =--- in other words, without
repeating ISER's work and adding new analyses to it. But
the Acres study plan provides only $43,700 for this effort.
No credible forecast can be produced for this sum, and we do
not believe that any credible firm would offer to produce
one for this amount.

Peak-responsibility pricing and load managemznt.

Peak-responsibility pricing and other techniques of 1load
management can reduce costly peak loads, enhance the opera-
ting efficiency of base-load generating capacity, and
provide a partial substitute for reserve generating capa-
city. While these measures are relatively novel in the
United States, European experience suggests that they can
reduce the need for total generating capacity by 20 to 30
percent, and thereby postpone the need for new investment
for several years.

Conceivably, peak-responsibility pricing and 1load
management might eliminate any need in the forseeable future
for new large-scale generating facilities to serve the
Railbelt, and at the same time spare consumers large rate
increases necessary to help finance new construction.
Federal law now requires utilities and the federal and state
agencies that regqulate them to consider such measures, and
the failure of the Susitna planning process to give them
sufficient attention could, at the very least, jeopardize or
delay the project's ultimate approval. The Acres plan does
consider rate design and load management, under the heading
of "non-hydro alternatives," but as with peak-load fore-
casting, their placement and funding level suggest that they
are being treated only as an afterthought or parenthesis,
rather than as central issues in assessing the need for new

generating capacity.
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Selection of new generating facilities.

Acres plans to combine the ISER and Woodward-Clyde
demand forecasts with existing capital and operating cost
estimates for various power alternatives (but not, apparent-
ly, for Susitna itself), by means of a mathematical model
that will " . . . determine the total system costs of
selected future Railbelt expansion sequences, both with and
without incorporation of the Susitna Hydroelectric Project,
and rank the preferred generation expansion scenarios . . ."
according to the cost of electricity.

The program Acres has selected for choosing among the
various generation strategies would combine " . . . system
reliability evaluation, operations cost estimation, and
investment cost estimation.™ Even the most sophisticated,
state-of-the art planning model of this type would be
wasted, however, on the incomplete or questionaable infor-
mation inputs Acres intends to process. In the context of
the current study plan, therefore, the model's output will
be of little use to the state in making an informed decision
on Susitna. The fact that Acres plans to spend only one-
tenth of one percent of the project budget ($30,000) for the
systematic comparison of generation alternatives is a
dramatic signal of the contractor's lack of regard for the
entire power alternatives study task.

Financial Feasibility.

As we pointed out earlier, the current Acres plan would
begin to consider the marketability of Sustina power and
the project's financial feasibility only after the Power
Authority had made its decision whether or not to proceed.
Even so, the plan's approach to financing is based upon two

/
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assumptions that are doubtful at best and which, in any
case, warrant a close and early examination. The first is
that the Susitna project can be financed by revenue bonds
(preferably tax-exempt), and the second is that the electric
utilities of the Railbelt will voluntarily enter into
full-cost-of-service take-or-pay contracts for Susitna power
with the Alaska Power Authority.

In recent years, a substantial number of electrical
generation projects (fossil-fueled and hydro, as well as
nuclear) have foundered in mid-construction because of
design faults, poor management, revised demand forecasts, or
legal and regqulatory hurdles. It is not surprising, there-
fore, that financial institutions are reluctant to buy bonds
whose only security is project revenue. There has never
actually been any utility venture as large as the Susitna
project whose construction has been project-financed entire-
ly, or even as much as 75 percent, with non-recourse debt
(that is, with revenue bonds). While there have been many
attempts at such financings, sponsors in each case have had
to choose between pledging their "full faith and credit”
(that is, by selling general obligation bonds), finding
third-party guarantors, or abandoning the project. This has
been the case even for projects of proved design in familiar
environments, facing guaranteed markets.

Rightly or wrongly, lenders are bound to perceive the
Susitna project as bearing even greater risks of non-comple-
tion, extended delays, cost overruns, or market deficiencies
than the Lower-48 projects they have already declined to
finance on a non-recourse basis. Moreover, since Salomon
Brothers first reported to the state on possible methods of
project financing for the Susitna proposal, inflation has
severely damaged the bond markets; and unless economic
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conditions improve radically between now and the time a
Susitna financial plan is completed, debt in the quantities
it requires may be unavailable at any price, on any terms.

Thus, it is very likely that the state will be faced
with the choice between financing Susitna with a direct
appropriation, guaranteeing the project's bonds, or compel-
ling Railbelt power consumers to begin paying for Susitna's
enormous capital costs in their electric bills many years
before they receive any power from the project. It is
probably imprudent to count on selling revenue bonds as the
principal means of financing Susitna and even more imprudent
to assume that the costs or availability of financing will
not influence the project's wviability or merits. Although
we are considering a facility project whose completion is at
least ten years away, the feasibility of project financing
may indeed be an important consideration in choosing a
power supply strategy for the Railbelt.

Marketability.

The second assumption, concerning the utilities' will-
ingness to enter into take-or-pay contracts, should not be
taken as given. Railbelt utilities are not a single
entity, and unless the legislature is willing to impose
Susitna power on reluctant utilities and their customers,
the Alacska Power Authority will have to negotiate individual
contracts with each utility. Non-recourse financing,
moreover, would require all-events contracts (compelling
consumers to pay for Susitna whether or not they ever got
Susitna power, and no matter how much it turned out to cost)
prior to construction. Since Susitna power is likely to be

more expensive than conventional Railbelt power generation,
at least at the outset, the Power Authority could face a
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buyer's market, especially if gas prices remain relatively
low or if Beluga coal development proves economically
feasible.

Chugach Electric Association is by far the biggest
electric utility in the Railbelt, and its service area
together with the service areas of its wholesale customers
encompasses the region in which most of the future growth of
population and power demand in Alaska is likely to occur.
Susitna power may or may not be the lowest-cost alternative
for Chugach customers, but it is very likely that, absent
Chugach and its customers, Susitna power will not be market-
able or financially feasible and that, as a result of the
project's underutilization, it would not be the lowest-cost
alternative for anybodv.

Chugach Electric Association has not thus far been an
enthusiastic backer of the Susitna project, and its manage-
ment is not now convinced that Susitna power is the lowest-
cost or most practical way of serving its customers --- who
are the owners of the utility and elect its management.
Curiously, these realities have not yet been mentioned in
any of the public literature on the feasibility of Susitna,
and it is not alluded to even indirectly in the Acres plan
of study.

Study findings, incentives, and credibility.

The Plan of Study dces not explicitly presume that the
Susitna project is feasible, and its introduction explicitly
rejects any such presumption. The substance and sequence of
work tasks, however, strongly imply that Acres and possibly
the Power Authority have already decided that Susitna
is in fact the best generation alternative for the Railbelt,
and that the project should go ahead.
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Clearly, the $13.5 million already spent on the study
at the time the power alternatives report is issued will
create substantial momentum for the contractor and sub-
contractors to complete their work in progress. Even more
importantly, the $16.1 million remaining to be spent if and
only if the initial go/no-go decision is affirmative cannot
help but be a powerful incentive for the study team to
arrive at a favorable conclusion.

The current study plan's treatment of economic, finan-
cial, and institutional issues is consistently inadequate,
and it does not provide the funding necessary for timely
and professionally competent demand forecasts, cost and risk
analyses, or studies of marketing and rate design, reli-
ability and load management, or financial feasibility.

The Acres plan apparently does not even intend that its
cost, risk, and scheduling analyses, or its study of market-
ing and financing, be used for decision-making in Alaska.
The place of these studies in the project schedule, and the
language of the Plan itself, state implicitly and explicitly
that the main or only reason for including the studies is
the fact that FERC requires them as part of a power facility
license application.

This strategy, if endorsed by the Power Authority, the
governor, and the legislature, means that Alaska is willing
to postpone any realistic and credible analysis of Susit-
na's feasibility to the FERC licensing proceeding, and to
delegate the real go/no-go decision on Susitna to FERC and
other federal agencies.

As it approaches construction, the Susitna project will
become more rather than less controversial. It will arouse
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controversy within the state's utility industry, in the
legislature, and among the public at large; before FERC,
EPA, and other federal agencies involved in the licensing
process, and possibly in the Congress; and it will be
controversial at best in the financial community. If the
project is indeed the best alternative for the Railbelt,
an inadequate information-base or patently biased decision-
making process at the state level will hinder rather than
speed the federal review process, and it will not make
ultimate approval any more likely. On the other hand, if
the project is unsound, Alaskans ought to find out earlier
rather than later, and in a study process that they control,
rather than in adversary proceedings before federal regula-
tory bodies.

The established philosophy of Alaska's capital budget-
ing procedures is that planning, and particularly the
projection of capital needs, can be objective and rational
only if they are independent of the parties that have a
material interest in construction. The 1legislation that
established the Alaska Power Authority explicitly set out
such a procedure, placing the responsibility for power
facilities planning in the Department of Commerce and
Economic Development, and requiring a thorough executive-
branch review of any major power project the Power Authority
proposes for legislative approval.

The current study plan and decision-making schedule for
the Susitna project are quite inconsistent with this philo-
sophy. The Division of Energy and Power Development in the
Department of Commerce and Economic Development has appar-
ently not yet attempted to assert the role the legislature
contemplated for it, and the division's staff and funding
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have in any case been inadequate for that role. As a
result, forecasting and planning responsibilities have
fallen by default to the one party the legislature intended
should not bear them --- the Power Authority. And the Power
Authority has, through the Acres contract, delegated these
responsibilities to a consultant group that has a compel-
ling material interest in approval of the Susitna project.

Under the present plan, the Governor is scheduled to
make his recommendation to the legislature in late 1980
whether to concentrate the state's effort on Susitna or on
some other alternative. There is now a serious danger that
the information available at that time will not be (or
appear to be) objective, credible, or even wholly relevant
to informed decision-making on this issue,

Recommendations.

We therefore recommend four major changes in the Study
Plan and decision schedule:

A. Decision date. The initial go/no-go decision
should be delayed until about the end of 1981. There is
virtually no possibility that sufficient information will be
available for an informed decision before that time. This
recommendation does not mean that study tasks currently
scheduled by Acres for 1981 should be postponed until the
later decision date, but only that neither Susitna nor any
of its plausible alternatives should be rejected before that
date.

B Divorcement of forecasting and analysis from

construction design and management. The combination of

demand forecasts and analyses of power alternatives into a
facilities investment strateqy should be directed by, and
responsible to, someone other than Acres or the Power
Authority.
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The location and administration of these studies for
bookkeeping purposes is not at issue, nor is the need for
the contractors to coordinate their assumptions and method-
ology with Acres and its subcontractors. 1In the absence of
an established power planning capability anywhere else in
state government, timely attention to the issues identified
in this report probably demands a continuity of effort that
can be achieved oﬁl& within the framework of the existing
Acres contract, but the Plan should be restructured so that
the analysis of generation alternatives, and the input to
that analysis, is more independent of the Power Authority
and Acres, both in fact and in appearance.

One way of achieving this independence might be for the
Power Authority to contract (or Acres to subcontract)
management of an expanded "power studies" phase to a consul-
tant firm that has no other role in the study, and for that
firm to be responsible for its assumptions, methodology, and
results to an interdepartmental task force in the executive
branch or to a joint executive-legislative task force,
rather than to Acres or the Power Authority.

c. Scope and funding of power studies. The "power
studies" phase of the Susitna feasiblity study needs to be
expanded in scope and funding, at the same time as it is
extended and made more independent of entities that have a
material stake in the study outcome. The following recom-
mendations for additional time and funding are little more

than preliminary, intuitive estimates, but we offer them in
order to indicate the shift in emphasis we believe is
necessary to an adequate, objective study plan:

1. Total and peak loads, and load duration curves,
must be derived in a single coordinated effort, and

-100-



6-

must explicitly take into account the potential
impact of peak-responsibility pricing and load
management on the need for peak and reserve gene-
rating capacity. A credible effort would require
at least $250,000 and one year.

Preliminary cost, risk, and scheduling analyses for
alternative Susitna scenarios should be available
as inputs to the decision on generating strategy.
These preliminary analyses would cost at least
$300,000, and require one year.

Cost, risk, and scheduling analyses for the most
promising alternatives to Susitna identified at in
the initial study phase should be as thorough and
reliable as those for Susitna itself. At least
$150,000 and six months would be necessary.

The potential of natural gas liquids and fuel-grade
methanol as turbine or boiler fuel should be added
to the 1list of generation alternatives to be
studied. Initial consideration of these alterna-
tives (at least sufficient to determine whether or
not to reject them summarily) would cost about
$30,000.

Preliminary marketing and financial analyses are
necessary as inputs to the demand, cost, risk, and,
scheduling studies, and to any practical decision
regarding Susitna. The cost of these studies would
probably be about $75,000 over six months.

A multidisciplinary panel of contractor, subcon-
tractor, agency and outside experts should examine
and reexamine the major assumptions used in the
demand, cost, risk, scheduling, marketing, and
financing studies. The views of these experts
should be translated into probability distributions
and systematically incorporated into the assump-
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7.

8.

tions by means of "Delphi" or comparable methods.
This process would cost on the order of §$75,000,
and run concurrently with the other studies men-
tioned here.

The program used to rank expansion strategies for
Railbelt electrical generating capacity should take
account of all of the information generated in the
power studies, and should be operable within a
"Monte Carlo" framework so that its results can be
expressed in terms of probabilities. Operating a
state-of-the-art power planning model with the
information described here would cost at least
$100,000.

The results of the decision model should be "run
backward" through the process that led to those
results. That is, those strategies that the model
identifies as having the greatest expected net
benefit, or having the greatest benefit in the most
likely scenario, should be analyzed under other
plausible assumptions in order to compare (say) the
consequences of not building Susitna if it turned
out to be "needed", with the consequences of
building the facility if its power turned out to be
unmarketable. The costs c¢f this process are
incorporated in the previous figures, which total
(at minimuem) $980,000.

Because circumstances and knowledge about the
Susitna project and its alternatives will change
substantially during the overall study period, all
of the assumptions, methods, and results of the
preliminary study phase should be reevaluated and
updated before any construction actually takes
place. This process is likely to cost about
one-fourth the original studies, or $250,000.
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D. Fallback strategy. It is likely that the Alaska
Power Authority, the governor, and the legislature will

choose Susitna hydropower over other Railbelt generating
alternatives at each decision point in the present study
schedule. The project may nevertheless fail to obtain a
federal license, sales contracts with Railbelt utilities, or
financing on terms that are acceptable to Railbelt con-
sumers or Alaska voters. Even with a license, sales
contracts, and financing commitments, actual construction or
operation may be delayed indefinitely by regulatory inde-
cision or litigation. For this reason, the state and the
utilities of the Railbelt should always keep alive one or
more fallback strategies that involve smaller fixed invest-
ments and shorter lead-times. The study of alternatives, in
other words, should never be totally given up.
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ALASKA POWER AUTHORITY

T 4th AVENUE - SUITE 31 - ANCHORAGE, ALASKA 99501 Phone: (907) 277-7641
oL (907) 276-2715

May 2, 1980

Mr. Arlon R. Tussing

Arlon R. Tussing & Associates, Inc.
2720 Rainier Bank Tower

Seattle, Washington 98101

Dear Mr. Tussing:

We have had the opportunity to examine your review draft entitled
"Susitna Hydropower: A Review of the Issues" and appreciate the opportunity
to offer our comments before your preparation of the final version. In this
response we initially summarize the purpose of the Susitna Plan of Study
(POS) and discuss its intended philosophy. This is followed by a discussion
of some specific issues raised in your Report.

The Susitna Plan of Study is a dynamic document which has been and will
continue to be modified and expanded as the concerns and needs of various
agencies and the general public become known. There are obviously a number
of courses of action which the Power Authority and the utilities might take
over the next decade to meet the future electric power needs of the Railbelt
Region. As presently conceived, the Susitna POS embodies but one of these
courses of action. The scope of work will:

- establish the criteria by which the technical, economic, financial and
environmental feasibility of the Susitna Project should be measured;

- assess whether Susitna or some other alternative future Railbelt generation
expansfon plan satisfies such criteria; and finally,

- if such criteria are satisfied, pursue the FERC licensing of the Project.

In other words, the study will establish whether the Susitna development
is appropriate and if so, how best to proceed with that development.

The POS has since its inception undergone a continuing process of

~ ‘evolution in satisfying the overall objectives. At the same time, provision
has been made for tapping the input of those concerned through reviews,
public meetings and the action 1ist. As a result, the scope and direction of
the Susitna study may be changed at any time or the study even terminated,
should the evidence indicate that some other course of action should be
pursued instead. :

B Your Report constitutes probably the most detai?ed assessment yet made
: of the POS, and is welcomed as a positive contribution to the development of

an acceptable course of action. By and large, it is well prepared, thought-
ful, and well written, but a significant flaw is its preoccupation with
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Mr. Arlon R. Tussing
Page Two
May 2, 1980

making explicit judgements about the Project before all the evidence is in.
Many of the comments may prove to oe valid, but until studied, cannot be
verified. More specific comments follow.

1. The Report seems to be based on a misunderstanding of the Go/No Go
decision points. In the POS there are essentially three such decision
points. During the proposed 30-month study period, each of these
decision points relate to "continue-to-study" or "not-continue", rather
than "build the project". We wholeheartedly agree with you that a
project as large as Susitna requires extensive study and cost expendi-
tures to fully determine whether it is the appropriate course of action.
In our judgement and that of Acres, a 30-month period and at least a $30
million expenditure is necessary for a license application decision to
be made which adequately considers all issues involved. Nevertheless,
it would clearly not be cost effective to defer an obvious No-Go decision
until the end of the 30-month period. The Power Authority has not only
fiscal responsibility, but also cannot delay its power generation expansion
planning activities for that long. The first Go/No Go decision in early
1981 will consequently be mad2 on the basis of an initial comparison of
alternatives essentially based on available information and considerable
well-informed judgement.

There is no question that, with the constraints imposed on data collection,
. load forecasting, alternative energy studies, etc., it will be difficult
- enough to make the decision whether or not to proceed with the study
within one year; it would be entirely impractical and imprudent to make
the much more profound decision regarding whether or not to build at
tha: ti?e. unless some overwhelming factor(s) intervene (either for or
against).

‘2. Nowhere does the POS propose that "Woodward-Clyde will derive . . . ioad

duration curves from ISER's projections". The first paragraph of Page
5-11 of the POS states that various recognized methodologies and their
“ . applicability will be studied for the problem at hand.

3. Contrary to the assertion that peak load pricing is not mentioned in the
POS, Subtask 1103 has toad management activities as an integral part.

=&,: In reﬁhdnse‘to'jbur'concern regarding the lack of'snme sort of probability
© .. assessment for ISER's scenarios, it should be noted that the ISER contract

calls for an evaluation of " . . . the probability of each of the pro-
jections generated . . .".

5. Your Report presents a useful overview of the planned Susitna hydro-

; electric project in relation to likely future developments and economic
trends in Alaska's Railbelt Region. In this regard, however, the Report
seems biased towards a general scenario which sees preferential pricing
of natural gas continuing into the next century and a resource-depletion-
Ted slow-down in the mid 1990's. This bias strongly influences the
arguments presented in relation to the marketability of Susitna power
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and energy. Further, the Report seems to view Susitna hydroelectric
development as a single project coming into operation all at once. 1In
fact, the present proposal is for a two stage development phased to meet
market area requirements, and we are pursuing studies to assess the
possibility of more numerous smaller stages. While there is some support
for the cautionary attitude regarding competitiveness of Beluga coal and
other alternatives, the situation regarding these must certainly be

taken at the time as "not proven". The level of relative competitiveness
with Susitna hydroelectric power production will be only partially
established one year from now when the decision is taken whether or not
to proceed with the study (let alone the project).

The lack of support for Susitna development from the management of
Chugach Electric is readily acknowledged, but Chugach can hardly be
expected to commit itself to the Project in advance of completed feasi-
bility studies. At the same time, it would be foolish to drop further
consideration of Susitna because Chugach has not committed itself; to do
so would be to accept a Catch-22 situation. Also overlooked in your
assessment of marketability is the opportunity to provide power to
industries which now produce their own power. Certain marketing arrange-
ments are conceivable that would induce the purchase of Susitna power to
the benefit of all Susitna power customers.

6. The content of Task 11 as proposed in the POS does not appear to be
properly understood. You state with emphasis that "Susitna's viability
will not be based on either its economic or financial feasibility".
This is incorrect. Task 11 requires incisive studies and reports on:

- "Possible Economic Limits to Project”
- "Overrun Possibilities"
- = "Security of Project Capital and Structure”
- "Evaluation of Alternative Markets of Susitna Output"
' 'Eva1uation of Alternative Options for Meeting Railbelt Power Needs"

All of these are to be completed before the third GolNo Go decision
point and before a decision is made on submitting the license application.

7. It is fully realized that one of the problems to be faced with a capital
intensive development such as a hydropower plant is that the cost of
servirc with the project in the system is 1ikely to exceed the cost of
service without the project in the system for the first several years
(probably 8-10). Particular attention will be necessary to find ways
and means of alleviating the burden on Alaskan consumers in this century
of costs of service which will benefit the next generation. This is a
very major issue which will require review of a number of options and it
should not be readily assumed that past practices will prevail.
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In two places in your report, the burden imposed on consumers by the
Construction Financing burden (AFUDC) is referred to. It is suggested
that the consumers will pay in advance for electricity they may not
receive for 10 years or, in your words, "if ever". Capitalization of
AFUDC is yet another issue that will be exhaustively studied and treated
in the marketing and financing tasks. It is quite improper to assert at
this stage that "non-recourse financing would require all-events contracts
!conpel1ing consumers to pay for Susitna whether or not they ever got
usitna Power and no matter how much it turned out to cost) prior to
construction”. The statement is correct if the words in parenthesis are
omitted; but the inference with the words left in is, to say the least,
provocative and misleading. You may claim that under Alaska PUC rules
this has occurred in the past on other arrangements between wholesaler
and utility delivering to consumers, but it 1s a gross assumption that
it is necessarily to be the approach for Susitna.

In closing, I want to reiterate my sincere appreciation for your helpful
review of our Susitna Plan of Study. While I believe there were a number of
inaccuracies or misunderstandings in the review draft, there were also a
number of very worthwhile suggestions. A revised plan of study has already
been prepared and presented to the Legislature and to the Administration for
their consideration. If approved and funded, I think it will be extremely
responsive to your recommendations.

Sincerely,

& e l/—jfL/ ’0?(
Eric P.-Yould
Executive Director
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