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 I.  Executive Summary 

This Business Operating Plan (the “Plan”) provides a guideline for the Manokotak Power Company’s maintenance, operation and sustainability of the Manokotak Electric Utility Upgrade (the “Facility”).

The Manokotak Power Company, owned by Manokotak Natives Limited, will be responsible to operate and sustain the newly installed Facility and associated electric power generation equipment.  This plan has been developed to assist the Manokotak Power Company with that effort and estimates the minimum resources required to sustain the Facility; however, this plan does not include discretionary expenses that may be incurred by the Primary Operator, which are not required for the primary function of electric power generation and distribution.  For the new Facility, the plan includes minimum estimates of operation and maintenance needs and costs, renewal and replacement needs and costs, a per kilowatt hour (KwH) surcharge for residential and commercial users, and total electrical costs.  For the Utility, Table A: 40 Year Estimated Utility Net Income and Cashflow includes projections of utility revenues and expenses with resulting annual net income and cashflow as well as the estimated retail price per kilowatt hour.

The Rural Power System Upgrade Program will construct a New Electric Power Generation Facility in Manokotak that will consist of four diesel engine generators, automated switchgear, fuel handling, and a step-up transformer bank.
The Facility will be turned over to the Primary Operator after the satisfactory completion, as determined by AEA or its representative, of a 14-day test period.  After this test period, AEA will provide written notice (Certificate of Substantial Completion) stating that the Facility is ready for Beneficial Occupancy.  Upon receipt of this Certificate, the Manokotak Power Company will become the Primary Operator and will assume responsibility for the use, day-to-day operations, and long-term maintenance of all Facility components, except those noted elsewhere in the plan.  When the Project has been completed (the Facility is complete, crews have demobilized, invoices have been paid and there are no outstanding issues), the AEA will issue, through its Grants Manager, a Notice of Project Completion.

Document Interrelationships
The Business Operating Plan is a plan, not an agreement.  Attached to this Plan are four documents: 

· Secondary Operator Agreement

· Site Control Documents

· Grant Agreement

· Invested Escrow Agreement

The Secondary Operator Agreement and Invested Escrow Agreement reference the Plan, and include language requiring the plan be followed.  Acceptance of the Plan by execution of the Secondary Operator Agreement is pre-requisite to funding from the Denali Commission (the “Commission”).

II.  Background 

The Denali Commission was established by the Federal Government to fund improvement projects within the State of Alaska, including the Rural Power System Upgrade Program.  The Alaska Energy Authority is a state-owned corporation that assists in the development of safe, reliable, and environmentally sound energy systems for Alaska’s communities.  AEA will coordinate the planning, construction and funding of the Manokotak Electric Utility Upgrade Project, which is to be partially funded by the Commission.

The village of Manokotak is located 25 miles southwest of Dillingham on the Igushik River.  Transportation to the village is by air or water, with regular charter flights available from Dillingham.  Currently, Manokotak has a 2,740-foot gravel airstrip that is owned and maintained by the State of Alaska, Department of Transportation and Public Facilities as well as a 5,000-foot seaplane base.

The population of Manokotak, predominantly Eskimo, has grown steadily over the past fifty years and the economy of the area is primarily focused on fishing and subsistence activities.  Water is derived from two wells, is treated and stored in a 150,000-gallon storage tank.  A piped water and sewer system serves all households.

The City of Manokotak provides water and sewer services and the Manokotak Power Company, owned by the village corporation of Manokotak Natives Limited, operates the electric utility.

Selected demographic and historical data for the community is provided below:

Selected Statistics – Manokotak
	Population
	

	2000
	399

	1990
	385

	1980
	294

	1970
	214

	1960
	149

	1950
	120

	Housing (2000 Data)
	

	Occupied Housing
	93

	
Vacant Housing Due to Seasonal Use
	2

	
Other Vacant Housing
	11

	Economic Data (1990 Data)
	

	
Unemployment Rate
	16.1%

	
Median Household Income
	$ 20,500


III.  Facility Upgrade 

The Rural Power System Upgrade Program will construct a new Electric Power Generation Facility in Manokotak that will consist of four diesel engine generators, automated switchgear, fuel handling, and a step-up transformer bank.

Electric Utility Upgrade Description

The AEA contracted with LCMF, Inc. to develop a Conceptual Design Report (CDR), which was submitted to AEA on February 14, 2002.  The purpose of the CDR is to provide a concept design and construction cost estimate for upgrades to the electrical generation system for the community of Manokotak.  This Plan is predicated upon the information contained in the CDR and its acceptance by the community. 

The preliminary construction estimate for the Facility, as developed in the CDR, is approximately $1,676,000.

The new Electric Power Generation Facility will be located in close proximity to the existing power plant and tank farm.  The Facility will consist of four diesel engine generators, automated switchgear, fuel handling, and a step-up transformer bank.  

Project Exclusions
Neither AEA nor the Commission will take responsibility for the following, which are not a part of this project:

· Off-site fuel storage

· Abandonment or decommissioning of existing facilities
· Environmental cleanup

The AEA and the Commission will not provide any guarantees, warrantees or ongoing support, other than that which is defined in the Plan.  However, manufacturer warranties will be transferred at the time of project turnover (defined in Section IV. Primary Operator).  

Electric Power Generation Facility Capacity

The proposed capacity of the Facility will be 1,000 Kw, using four generators, which is based on an increase from the existing capacity, taking into account the additional load of the new school and peak loads as determined by metering.  The generators will be sized so the largest generator can handle peak loading during the winter.

The Facility’s power generation capacity is in excess of its present usage.  The Commission guidelines dictate that extra capacity is provided to account for 10 years of growth in electric power requirements.  The initial annual estimated KwH consumption by the community is estimated to be 900,000 KwH; growing to 918,000 KwH by year five and 940,000 KwH by year ten.

IV.  Primary Operator 

The Primary Operator for the Manokotak Electric Utility is the Manokotak Power Company, which owned by the village corporation Manokotak Natives Limited.  A detailed statement of qualifications for the Primary Operator is included as Appendix A: Primary Operator Statement of Qualification.

Contact Information
Manokotak Power Company

Primary Contact Name:  Nels Franklin, Manager

Phone: (907) 289-1062 Fax: (907) 289-1007

Address:  P.O. Box 65, Manokotak, AK 99628

Turnover and Assumption of Responsibilities/Sustainability
The Facility will be turned over to the Primary Operator after the satisfactory completion, as determined by AEA or its representative, of a 14-day test period.  After this test period, AEA will provide written notice (Certificate of Substantial Completion) stating that the Facility is ready for Beneficial Occupancy.  Upon receipt of this Certificate, the Manokotak Power Company will become the Primary Operator and will assume responsibility for the use, day-to-day operations, and long-term maintenance of all generation facility components.

When the Project has been completed (the Facility is complete, crews have demobilized, invoices have been paid and there are no outstanding issues), the AEA will issue, through its Grants Manager, a Notice of Project Completion.  This Notice is included in the Grant Agreement, see Additional Related and Attached Documents.

The Primary Operator is responsible for the long-term sustainability of the Facility for the benefit of the local community.  The complete Facility will be maintained according to guidelines outlined in this plan, all manufacturers’ recommendations for maintenance, and all State and Federal laws, codes and regulations governing operation.

The Primary Operator is responsible to establish and manage accounts for the O&M and R&R to ensure that sufficient resources exist to sustain the Facility as specified in the Plan.  

Staffing and Training 

The Primary Operator will designate an Operations and Maintenance Manager (the “Manager”) for the Facility.  The Manager will be the point of contact for communications between the Primary Operator, the Commission and all other interested parties.  The Primary Operator will name the Manager prior to the start of operation and will inform the Commission in a timely fashion whenever a Manager is to be replaced.  The Manager will manage the Primary Operator 's enterprises and will be given complete responsibility for operating the Facility in compliance with this Plan.

It is recognized that there will be, from time to time, turnover in various operational, maintenance and administrative positions.  Because all functions are essential to the successful operation of the Facility, replacements will be recruited and trained as necessary.  The Manager will be responsible for maintaining adequate staffing and training at all times, and when the Primary Operator lacks trained operators and administrative staff, training will be obtained to ensure sustained Facility operation.

The Primary Operator will utilize the AEA Circuit-Rider Training Program for on-site, hands-on training, as well as other training programs offered by AEA, the Alaska Vocational Technical Center (AVTEC) in Seward, the Commission, and others.

Financial Responsibilities

There are two cost categories that will be incurred in the ongoing operation and upkeep of the Electric Utility equipment – O&M and R&R.

The Primary Operator will incur a number of expenses relating to the O&M of the equipment.  O&M items are defined as expenses that are incurred on a regular basis (administration, audits, etc) and maintenance expenses that are incurred on an annual basis.  O&M expenses are detailed in Table C:  Annual O&M Schedule and a narrative detail is provided in Section VIII: Financial Information to address estimates and assumptions.  

R&R costs are those expenses defined as items costing greater than $5,000 and/or that are not replaced on an annual basis.  Table G:  40 Year R&R Schedule details the anticipated items, the frequency of their replacement and their present day value.  

The Primary Operator will maintain separate O&M and R&R accounts and will maintain a sufficient account balance to meet the O&M and R&R financial goals in this Plan.  The O&M account may be an active non-interest bearing account.  The Manager will be authorized to draw against the O&M funds for routine expenses of the Facility; however, individual expenditures in excess of $5,000 will require authorization of the Primary Operator’s management or governing body.  See Appendix A:  Statement of Qualifications for an overview of the Primary Operator’s fiscal controls and accounting procedures.  The R&R account must be an interest-bearing, managed savings account, which requires two signatories and a community resolution for withdrawals, until such time as the cash balance makes an escrow account more cost effective; then the R&R account must be transferred to an interest-bearing invested escrow account that is acceptable to the Denali Commission.  See Attachment 4:  R&R Fund Account -- Sample Documents, for examples of acceptable R&R account agreements and a sample community resolution that limits the use of the funds to R&R expenses only.

At least once a year, no later than May 31, the Primary Operator will develop a budget for the upcoming fiscal year, July 1 through June 30, for both O&M and R&R.  This will include an update of actual expenses and projections and assumptions used in this Plan, as described in Section VIII, Financial Information, Subsequent Operating Year Revisions.  Additionally, Tables A-H should be updated.
Operations and Maintenance Guidelines 

The Primary Operator will establish an account to fund the Facility O&M so that the O&M schedule can be completed and the Utility operations can be sustained into the future (this is anticipated to be an active non-interest bearing account).  Section VIII: Financial Information provides Table C:  Annual O&M Schedule and Table D: 40 Year O&M Schedule as a guide to plan for annual maintenance activities.

Renewal and Replacement Guidelines
The Primary Operator shall establish a managed savings account or interest-bearing invested escrow account acceptable to the Denali Commission, which will ensure capitalization of an amount sufficient to maintain the R&R Schedule.  Section VIII: Financial Information provides Table G:  40 Year R&R Schedule as a guide to plan for annual R&R activities and Table H: 40 Year R&R Cashflow as a guide to estimated annual R&R required contributions.  These costs are based on the R&R cost estimate provided by HMS, Inc.  See Appendix B:  O&M and R&R Cost Estimate.

The Primary Operator will use the estimates in this Plan for year one contributions, and in subsequent years will recalculate contributions based upon actual costs.

Audits and Reporting
The Primary Operator will arrange for an annual financial audit that is conducted by qualified, independent auditors.  The Primary Operator will provide an annual report of operations to the Commission that includes a summary description of O&M and R&R projects; annual O&M and R&R budgets, expenditures and account balances; a projection of future O&M and R&R cash flows; and, any other information appropriate to the Utility.  The Commission will review the reports and the annual financial audits of Utility operations and will actively monitor the Primary Operator’s ability to operate consistent with guidelines outlined in this Plan.  The Commission has reserved the right to visit the site and to access all books and records related to the Utility at any time upon written request.

V.  Secondary Operator 

The Primary Operator agrees that, if the Primary Operator is not operating the Utility in compliance with the terms and conditions of the Plan, the Commission may designate a Secondary Operator to assist the Primary Operator or to take over such functions of the Utility operations that the Commission determines are necessary for such time as it determines is necessary, pursuant to the terms and conditions of Secondary Operator Agreement, which is included as an attachment to the Plan.

VI.  Insurance 

The Primary Operator is required to be insured for General Liability and Property; estimates are included in the annual O&M costs.  For more specific information see the insurance quote included as an attachment to this Plan.

VII.  Regulatory Requirements 

The Primary Operator is responsible for ensuring adherence to all applicable State and Federal regulations.  The Utility will be provided with, and will have on-site, if applicable, any of following spill response and related regulatory plans that need to be implemented:

· Environmental Protection Agency (EPA) Spill Prevention Control and Countermeasures (SPCC) Plan (40 CFR Part 112) – This plan confirms compliance of the Facility with the spill prevention and operating requirements of 40 CFR Part 112.  A Registered Professional Engineer must certify the plan.

This plan will also include operator guidelines for spill training, drills, prevention and response and other related environmental information to ensure the environmental integrity of the Utility and the community.

This plan includes commitments and guidelines for spill prevention, response, and other related environmental information to ensure the environmental integrity of the Facility and the community.  The plan will be developed near the end of Facility construction.  The Primary Operator will participate in development and review of the plan as requested.  

The Primary Operator must be certificated by the Regulatory Commission of Alaska.

The Primary Operator will apply to the State of Alaska, Department of Environment Conservation for a Construction Permit prior to facility construction and for a Diesel-Electric Generator Facility General Operating Permit. 

VIII.  Financial Information 

All estimates and assumptions contained in this Plan are preliminary and are anticipated to change as the Project progresses.  Actual expenses may vary throughout the life of the Utility and, therefore, should not be considered as final estimates.

Key Financial Assumptions

· Annual inflation rate of 1.5%.

· Annual investment rate of 3%.

· R&R funds may be deposited into an interest bearing invested escrow account.  Fees are assumed to be 1%.
· Annual collections rate of 85%.

· Detailed assumptions regarding labor rates, required labor hours, and other operating costs are provided in the tables that follow.

· Fuel costs for the first year are estimated to be $1.21 per gallon.

· Annual KwH usage is estimated to grow at .5% per year.

Key Operating Assumptions

· Line loss and unbilled production are assumed to be 12% per year.

· Initial first year power generation is estimated to be 900,000 KwH.

· Initial annual billed KwH is estimated to be 792,000 KwH..

· Energy is produced at 12 KwH/gallon on average.

Explanation of Financial Terms

· Total Annual Billed KwH – The annual estimated KwH of demand from all users groups (residential, community, commercial, etc) that is billed for payment.

· Assumed Annual Collectable KwH – The annual estimated KwH that is deemed to be collectable upon billing for payment.

Electric Power Generation Facility Funding
This Plan is not a commitment; however, it is anticipated that project funding will be provided by the Denali Commission.  For funding details see the Grant Agreement included as an attachment to this Plan.

Subsequent Operating Year Revisions
Starting with the second year, as operating experience specific to this Utility is obtained, the projections and assumptions upon which the plan is based will be reviewed and modified.  The following guidelines are for use in subsequent operating years in updating and modifying plan projections and assumptions:

Step 1:  Review previous years’ O&M, G&A and R&R costs and compare to current projections

Step 2:  Adjust O&M, G&A and R&R projections and assumptions based upon actual experience

Step 3:  Recalculate per KwH O&M surcharge based upon updated demand estimates

Step 4:  Recalculate per KwH R&R surcharge based upon updated demand estimates

Step 5:  Update Table A, 40 Year Estimated Utility Net Income and Cashflow.

Step 6:  Establish updated retail rate per kilowatt hour.

Table A.  40 Year Estimated Utility Net Income and Cashflow

Table B:  Power Generation and Consumption Summary

Table C.  Annual O&M Schedule

Table D.  40 Year O&M Schedule

Table E.  Fuel Costs

Table F.  Annual G&A and Depreciation Expenses

Table G:  40 Year R&R Schedule

Table H.  40 Year Renewal and Replacement Cashflow

Appendix A:  Primary Operator Statement of Qualification  

The Primary Operator Statement of Qualification includes:

1.  A description of the Primary Operator, its personnel and experience, and its responsibilities and functions.  This discussion includes a description of the ability and history of the Primary Operator to operate an electric power generation facility and utility as a business and/or its history of operating other business enterprises, as well as a description of the Primary Operator’s fiscal controls and accounting procedures.  This discussion details organization history, management and structure; identification of key personnel, their experience and responsibilities; and, proposed organization of the electric utility management and operations, including an organizational chart.

2.  A description of the Primary Operator’s, if any, staffing or training needs.

3.  A description of the training plan proposed by the Primary Operator to address current and future needs.

  Appendix B:  O&M and R&R Cost Estimate
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