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SWALLING _ & ASSOCIATES

Ccrll[lel:l Pul‘nllc Accounlunls & Buslness A(Ivlscrs

REPORT OF INDEPENDENT AUDITOR

Bradley Lake Project Management Committee
Anchorage, Alaska

We have audited the accompanying special-purpose balance sheets of the Bradley Lake Project
Management Committee (a project management committee) Operating and Revenue Funds as of
June 30, 2011 and 2010, and the related special-purpose statements of revenues and expenses,
and of cash flows for the years then ended. These financial statements are the responsibility of
the Bradley Lake Project Management Committee. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

The accompanying special-purpose financial statements were prepared for the purpose of
complying with, and in conformity with the accounting requirements specified in Note A, and are
not intended to be a presentation in conformity with generally accepted accounting principles.

In our opinion, the special-purpose financial statements refetred to above present fairly, in all

material respects, the assets, liabilities and surplus of the Bradley Lake Project Management

Committee Operating and Revenue Funds as of June 30, 2011 and 2010, and its revenue and .
expenses and its cash flows for the years then ended, on the basis of accounting described in

Note A.

This report is intended solely for the information and use of the Bradley Lake Project
Management Committee and is not intended to be and should not be used by anyone other than

this specified party.
Sumlling ¥ Qosoccntly P.C.

December 15,2011

3201 C Streel. Suile 405 . Anclmrage. Alaska 99503
'S Independent memhber of DFK Internationol - o worldwide associatlon . .
of independent accounting firms and business advisers PL 907.563.7977 - an 907.561,7683 - www.swa“lugcpas.com




BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE
OPERATING AND REVENUE FUNDS

BALANCE SHEETS
June 30,2011 and 2010
2011 2010
ASSETS
Cutrent assets:
Investments (Note B) $ 3,169,225 $ 3,122,820
Other receivable (Note A) 190,270 -
Prepaid expense 5.640 5,640
Total assets $ 3.365,135 $ 3,128,460
LIABILITIES AND SURPLUS
Current liabilities: ,

' Due to AEA (Note D) $ 710,685 h -
Accounts payable . 743,177 1,414,920
Payable to utifities (Note E) 1,373,372 280,994
R & C repayment (Note A) 537,901 1,432,546
Total liabilities $ 3.365,135 $ 3.128.460

See accompanying notes to the financial statements.
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BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE

OPERATING AND REVENUE F UNDS
- STATEMENTS OF REVENUES AND EXPENSES
Years ended June 30, 2011 and 2010

2011
Variance
Favorable 2010
Budget Actual nfaverable) Actual
Revenues:
Utility contributions,
net of surplus refund $16,997,417 $15,814310 $ (1,183,107) §$ 16,989,106
Interest receipts 1,904,508 1,905,127 619 1,780,630
Other miscellaneous - - - 700
Total revenue 18,901,925 - 17,719,437 (1,182,488) 18,770,436
" Expenses, fixed asset
replacements, transfers
and debt service: .
Operations and maintenance 5,479,525 4,976,939 502,586 5,396,561
Debt service 12,273,150 12,105,450 167,700 12,402,072
Arbitrage transfer - 250,000 229,976 20,024 216,349
Fixed asset replacements 802,000 - 309,822 492,178 689,454
Interfund transfer. 97,250 97,250 - 66,000
Total expenses, fixed
asset replacements,
transfers and debt
service 18,901.925 17,719,437 1,182,488 18,770,436
Excess of revenues over
expenses, fixed asset
replacements, transfers
and debt service $ - $ - $ - 3§ -

See accompanying notes fo the financial statements.
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BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE

OPERATING AND REVENUE FUNDS
STATEMENTS OF CASH FLOWS
Years ended June 30, 2011 and 2010

Cash flows from operating activities:

Excess of revenues over expenses,
fixed asset replacements, transfers
and debt service

Adjustments to reconcile excess of revenues

over expenses, fixed asset replacements,

transfers and debt service to net cash provided

by (used in) operating activities:
Decrease (increase) in accounts receivable
Decrease in prepaid expense
(Decrease) increase in accounts payable
(Decrease) increase in amounts due to other funds
Increase (decrease) in payable to utilities
Increase (decrease) in R & C repayment

Net cash provided by operating activities
Available cash and cash equivalents, beginning of year
Available cash and cash equivalents, end of year

Supplemental disclosure of cash flows information:
Interest paid

See accompanying notes to the financial statements.
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2011 2010
$ -8 :
(190,270) 68,204

. 560

(671,743) 594,021
710,685 (79,892)
1,092,378 (3,751)
(894,645) 131,086
46,405 710,228
3,122.820 2412.592
$ 3160225 § 3,122,820
$ 5044722 $ 6,127,050




BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE

OPERATING AND REVENUE FUNDS
NOTES TO FINANCIAL STATEMENTS
June 30, 2011 and 2010

NOTE A: SIGNIFICANT ACCOUNTING POLICIES

Description of Business: The Bradley Lake Project Management Committee (the Committee)
was established pursuant to Section 13 of the Agreement for the Sale and Purchase of Electric
Power (Power Sales Agreement) dated December 8, 1987. The purpose of the Committee is to
arrange for the operation and maintenance of the Bradley Lake Hydroelectric Project (the
Project), which became operational in September 1991, and the scheduling, production and
dispatch of power. The members of the Committee include the Alaska Energy Authority (AEA)
and the five purchasers under the Power Sales Agreement - Chugach Electric Association, Inc.;
Golden Valley Electric Association, Inc.; the Municipality of Anchorage (Municipal Light &
Power); the City of Seward (Seward Electric System); and the Alaska Electric Generation &
Transmission Cooperative, Inc. (AEG&T). AEG&T assigned its rights pertaining to Homer
Electric Association, Inc. (HEA) under the Power Sales Agreement to Alaska Electric and
Energy Cooperative, Inc. (AE&EC) in 2003. HEA and the Matanuska Electric Association, Inc.
(MEA) are additional parties to the Power Sales Agreement but are included as power purchasers
for purposes of representation while AEG&T and AE&EC have no direct vote as a consequence
of the individual representation of HEA and MEA.

Section 13 of the Power Sales Agreement delineates other Committee responsibilities, including:
establishing procedures for each party's water allocation, budgeting for annual Project costs and
calculating each party's required contribution to fund annual Project costs. Committee approval
of operations and maintenance arrangements for the Project, sufficiency of the annual budgets
and wholesale power rates and the undertaking of optional Project work requires a majority
affirmative vote and the affirmative vote of AEA.

The Power Sales Agreement extends until the later of: 1) 50 years after commencement of
commercial operation or 2) the complete retirement of bonds outstanding under the AEA Power
Revenue Bond Resolution along with the satisfaction of all other payment obligations under the
Power Sales Agreement. Renewal options for additional terms exist.

Establishment of Trust Funds: Article V, Section 502 of the Alaska Energy Authority's Power
Revenue Bond Resolution established a Revenue Fund and an Operating Fund, including an
Operating Reserve account, to be held by AEA. In actuality these funds, along with the Debt
Service, Excess Investment Earnings (arbitrage), and various construction funds related to the
Bradley Lake Hydroelectric Project are all held by the Corporate Trust Department of US Bank
in Seattle, Washington.




BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE

OPERATING AND REVENUE FUNDS
NOTES TO FINANCIAL STATEMENTS (Continued)
June 30, 2011 and 2010

NOTE A; SIGNIFICANT ACCOUNTING POLICIES (Continued)

All deposits, including utility contributions and interest transferred from other funds, are made
into the Revenue Fund, which transfers amounts approximately equal to one-twelfth of the
annual operating and maintenance budget into the Operating Fund on a monthly basis.
Additional transfers are made from the Revenue Fund to the Debt Service Fund in order to
satisfy semiannual interest payments and annual principal payments on the Project's outstanding
bonds payable.

Interest earnings available for operations and maintenance are derived from the following funds:
Debt Service Fund; Operating Reserve Fund; Operating Fund; Revenue Fund; Capital Reserve
Fund; and the Renewal & Contingency Fund when the fund balance is $5,000,000 or greater.

Revenue and Expense Recognifion: Utility contributions are recognized as revenue when due to
be received under the terms of the Power Sales Agreement. Transfers from other funds are
-recognized when the transfer is made and interest eatnings are recognized when received.
Operating and maintenance expenses are recognized when incurred, while transfers to Debt
Service Fund and Excess Earnings Funds are recognized when the transfer is made. At the end
of June 2010 an additional transfer of $131,922 was made to the Debt Service Fund for July
2010 interest on Series 5 Bonds defeased in early August 2010 with proceeds of Series 6 Bonds
issued in eatly July 2010. The transfer was made per a Committee approved budget amendment.
Purchases of fixed asset replacements are expensed when purchased. The Operating Fund
reimburses the Renewal and Contingency Reserve Fund (R & C Fund) for capital costs over a
four year period. Transfers to the R & C Fund for repayment of funds withdrawn for capital
costs are equal to the cumulative total of one-fourth of the amount of expenditure incurred each
year. The balance due to the R & C Fund at June 30, 2011 and 2010 is $1,127,757 and
$2,022,296, respectively.

Estimates: The preparation of the special-purpose financial statements of the Operating and
Revenue Funds requires management to make estimates and assumptions that affect the reported
amounts of assets and Iiabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

In fiscal year 2009, the Federal Energy Regulatory Commission (FERC) land use fee increased
significantly due to a new methodology for estimating the fee. The increased 2009 fee of
$378,141 was paid to FERC and the Committee participated in litigation to dispute this new
methodology. In fiscal year 2010, $380,000 was accrued for the fee, but was not paid pending an
outcome of the litigation. During fiscal year 2011, the dispute was settled and the new land use
fee methodology was discontinued. The fees for fiscal years 2009, 2010 and 2011 were
estimated to be the same amount billed prior to the new methodology resulting in a refund
receivable of $190,270 at June 30, 2011 that was received in September, 2011. Additional
information regarding the refund of FERC fees is contained in footnote E, Surplus Refund.
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BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE

OPERATING AND REVENUE FUNDS
NOTES TO FINANCIAL STATEMENTS (Continued)
June 30, 2011 and 2010

NOTE A: SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes: The Bradley Lake Project Management Committee is exempt from income
taxation under Section 501 (a) of the Internal Revenue Code. Therefore, the Committee had no
deferred tax liabilities or assets or tax canryforwards as of June 30,2011 and 2010 and no current
or deferred tax expense for the years then ended.

NOTE B: INVESTMENTS

Substantially all of the balances in the following funds are invested in collateralized investment
agreements with JP Morgan Chase Bank through the trust department of US Bank. The specified
interest rate for monies from the Operating and Revenue Funds invested in the agreements is
7.38% per annum. Balances at June 30, 2011 and 2010 are as follows:

2011 201
Operating Fund ' $ 944,100 $ 972,947
Revenue Fund 2.225.125 2.149.873
Total investments $ 3,169,225 $ 3,122,820

Investments are sold as needed to cover operating requisitions submitted to the trustee and are
therefore considered to be shott-term and available for sale. Investments are presented at

aggregate cost,

For purposes of the cash flow statements, management considers the full amount of the
investment balance to be cash available for operations.

NOTE C: MAJOR CONTRACTS AND AGREEMENTS

During May 1994, the Alaska Energy Authority entered into the Master Maintenance and
Operating agreement with the Committee. The purpose of the agreement is to establish contract
administration and budgeting procedures for maintenance and operation contracts of the Bradley
Lake Hydroelectric Project and to provide for the lease or other use of facilities and equipment in
a manner consistent with the requirements of the Power Sales Agreement. The term of the
Master Agreement is indefinite, remaining in effect until termination of the Power Sales
Agreement or until AEA no longer legally exists. This agreement authorizes AEA to enter into
any contracts necessary to perform operating or maintenance-type services to the Project, subject
to the approval of the Committee. '




BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE

OPERATING AND REVENUE FUNDS
NOTES TO FINANCIAL STATEMENTS (Continued)
June 30, 2011 and 2010

NOTE C: MAJOR CONTRACTS AND AGREEMENTS (Continued)

On behalf of the Committee, the AEA entered into an agreement with Chugach Electric
Association, Inc. (CEA) in August, 1996, for the provision of all services necessary to dispaich
the Bradley Project's electric power output. The dispatch agreement runs concurrently with the
wheeling and related services contract entered into by and among the parties to the Power Sales
Agreement in December 1987 and remains in effect for the term of the wheeling agreement
unless CEA ceases to be the output dispatcher.

In August 1996, the Alaska Energy Authority entered into an agreement with CEA on behalf of
the Committee for the provision of maintenance services for the Daves Creek and Soldotna SVC

Substations.

An operation and maintenance agreement dated February 11, 1994, was executed between
Homer Electric Association, Inc. and the Alaska Energy Authority. This agreement provides for
the operation and maintenance of the Bradley Lake Hydroelectric Project by Homer Electric
Association, Inc. The agreement, as amended effective July 1, 2008, is through June 30, 2013
and automatically continues in successive five year terms thereafter unless terminated by either
party as set forth in the amended agreement. Generally, to avoid an automatic, successive five
yeat term extension, notice of termination by either party must be given two years in advance of
the termination date. HEA is to be reimbursed for costs associated with the operation,
maintenance and repair of the Project as determined in advance through the submission of an
annual budget based upon prudent estimates and anticipated operation and maintenance costs.

In August, 1996, the agreement was amended to separate the maintenance of the transmission
facilities from the hydroelectric project. The transmission agreement continues from year to
year, except upon written notice to terminate by either party. Notice of termination must be given
six months in advance of termination dates. In June, 1999 the transmission agreement was again
amended to require HEA to provide communication setvices in addition to the other services.




BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE

OPERATING AND REVENUE FUNDS
NOTES TO FINANCIAL STATEMENTS (Continued)
June 30, 2011 and 2010

NOTE D: RELATED PARTY TRANSACTIONS

During the years ended June 30, 2011 and 2010, costs incurred under the various contracts with
related parties described in Note C were as follows:

011 2010
. Homer Electric Association, Inc. — operation,
maintenance, communications and fixed
asset replacements $ 2,406,762 $ 2,571,939
Chugach Electric Association, Inc. — substation
service maintenance $ 361,591 $ 181,933
Alaska Energy Authority — administrative fees $ 200,000 $ 200,000

For the years ended June 30, 2011 and 2010, Chugach Electric Association, Inc. provided
dispatch services to the Committee at the agreed upon amount which is zero.

Amounts payable to related parties at June 30, 2011 and 2010 were as follows:

2011 201

Included in accounts payable:
Homer Electric Association, Inc. $ 375194 $ 638,763
Chugach Electric Association, Inc. $ 5,514 $ 73,594
Due to others:
Alaska Energy Authority — shori-term :
borrowings for vendor payments $ 710,685 $ -




BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE

OPERATING AND REVENUE FUNDS
NOTES TO FINANCIAL STATEMENTS (Continued)
June 30, 2011 and 2010

NOTE E: SURPLUS REFUND AND UTILITY CONTRIBUTIONS RECEIVABLE

The $280,994 surplus at June 30, 2010 was refunded to member utilities in fiscal year 2011
pursuant to the Power Sales Agreement and direction of the Committee.

During fiscal year 2011, the Committee approved a fiscal year 2011 budget amendment and
refund to the utilities of $360,000 as a result of increased interest earnings, reduction of the
FERC land use fee, and net of an increase of expenses to the Daves Creek SVC Cooling System
repair, An additional refund of $442,623 was paid during fiscal year 2011 and a refund of
$190,270 was payable at June 30, 2011 for overcharges of FERC land use fees it prior years.

The $1,183,102 surplus at June 30, 2011 will be 1'efunded to member utilities in fiscal year 2012
pursuant to the Power Sales Agreement and direction of the Committee.

NOTE F: SUBSEQUENT EVENTS

The Committee has evaluated subsequent events through December 15, 2011, the date the
financial statements were available to be issued, and did not identify anything requiring
additional disclosure.
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SWALLING & ASSOCIATIS

Cerlified Public Accountanls & Business Advisers

REPORT OF INDEPENDENT AUDITOR ON ADDITIONAL INFORMATION

Bradley Lake Project Management Committee
Anchorage, Alaska

Our report on our audits of the special-purpose financial statements of the Bradley Lake Project
Management Committee Operating and Revenue Funds for the years ended June 30, 2011 and
2010 appears on the page preceding the balance sheets. Those audits were conducted for the
purpose of forming an opinion on the special-purpose financial statements taken as a whole. The
supplemental special-purpose Statements of Expenses are presented for purposes of additional
analysis and are not arequired pait of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audits of the special-purpose financial
statements and, in our opinion, is fairly stated in all material respects in relation to the special- -
purpose financial statements taken as a whole, '

WFW)P-C-

December 15, 2011

3201 C Street, Suile 405 - Anchorage, Alaska 99503
a Independent member of DFX [nternationol -0 worldwide association : :
of independent accounting Ffirms and business advisers P]] 907.563.7977 - Fﬂx 907.561.7683 - www.swallingcpas.com




BRADLEY LAKE PROJECT MANAGEMENT COMMITTEE
OPERATING AND REVENUE FUNDS

STATEMENTS OF EXPENSES

Years ended June 30, 2011 and 2010

2011 _
Variance
Favorable 2010
Budget Actual (Unfavorable) Actual
Expenses: '
(Generation expense:
Operation supervision
and engineering $ 250283 % 226,863 $ 23,420 % 232,929
Hydraulic operation 92,619 88,703 3,916 71,844
Electric plant operation 201,203 180,216 20,987 164,045
Hydraulic power : '
generation operation 567,785 434,727 133,058 489,116
FERC land use fees 62,623 62,623 - 380,000
Structure maintenance 276,339 266,257 10,082 209,292
Reservoir, dam, and '
waterway maintenance 97,498 198,343 (100,845) 50,032
Electric plant maintenance 369,824 242,543 127,281 264,320
Hydraulic plant maintenance 173,909 104,058 69,851 119,394
System control and load dispatching 376,984 501,615 (124,631) 339,665
Substation operation '
" and maintenance 313,249 361,591 (48,342) 181,933
Overhead line maintenance _ 313610 289,202 24,408 177,768
Total generation expense 3.095.926 - 2,956,741 139,185 2,680,338
Administrative, general and
regulatory expense:
Insurance 615,340 563,516 51,824 570,411
AEA administrative fee 200,000 200,000 - 200,000
PMC cosis : 65,950 79,157 (13,207) 62,028
Regulatory commission:
FERC administrative fees 277,674 291,640 (13,966) 186,766
FERC licensing and study 136.000 82.960 53.040 48,306
Total administrative, general
and regulatory expense 1.294.964 1,217,273 77.691 1,067,511
Total operations and
maintenance expenses,
before capital project
reimbursement 4,390,890 4,174,014 216,876 3,747,849
R & C Fund repayment ’ ' 1.088.635 802,925 285,710 1,648,712

Total operations and .
maintenance expenses $ 5479525 § 4976939 § 502,586 $  5,396.561
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