
  
March 27, 2012 
 
On Monday night KMPUD completed a major 
milestone - the new powerhouse went live and the 
temporary generators that have been providing 
power at Kirkwood since the fire on Jan 1, 2010 are 
now a thing of the past. 
  
We should take a minute to reflect on the 
accomplishments of KMPUD and the community 
over the last two years: 

• Raised $22M in a successful bond offering 
• Purchased Mountain Utilities from Kirkwood 

Meadows Resort 
• Upgraded electric meters so estimated 

billing will no longer be necessary in winter (completed just in time for the driest winter in 20+ 
years!), and verified that all meters are properly measuring all customers 

 

 
The new engines started powering 
Kirkwood on Monday evening, March 
26th. 

• Transitioned to a new KMPUD General Manager 
• Finalized the EIR/EIS document that will enable Kirkwood to connect to the grid if we 

decide it is in our best interest 
Most importantly to us, we have transitioned to active community involvement with regular 
participation. Last year, the committee structure of the KMPUD Board was redesigned to enable 
regular community involvement and contribution to decision-making and strategy. This year the 
Board decided to move regular Board meetings from Thursday evenings to Saturday morning to 
allow more community participation. 

 

 State of the art emission control 
systems will be clearer and quieter. 

We can all be proud of these accomplishments. 
Looking forward, we would like to comment on three 
critical next steps that will take place in 2012/2013: 

1. Complete long-term financing 
2. Decide whether to build the Out-Valley 

project or commit to long-term, local diesel 
generation 

3. Begin to reduce long-term electricity rates 
These topics are regularly discussed at the KMPUD 
Board meetings. The next meeting is coming up 



thisSaturday at 4PM, March 31st. You are invited to attend – either in person (winter is back and 
skiing this coming week should be excellent) or via the web. 
  
Complete Long-term Financing 

KMPUD is currently operating with $22.1M in debt financed through an interest-only loan due in 
May of 2013. The funds were used to (1) purchase Mountain Utilities, (2) build a replacement 
powerhouse, (3) fund the Out-Valley project design and environmental work, and (4) retire prior 
debt. 
  
There are two approaches for long-term financing. The first, and most desirable is financing 
through the Federal Government “Rural Utility Service” (RUS). Communities like Kirkwood with 
less than 20,000 people and very high electricity costs are eligible to apply for RUS financing. The 
two main benefits of RUS loans are (1) very low interest rates – currently under 3% and (2) ability 
to pay-down the loan early with no penalties. 
  
The second alternative would be a Municipal Bond (Muni) financing. It is likely that interest rates 
for a Municipal Bond would range between 6% and 7.5%. To achieve the lower end of the Muni 
interest rates, KMPUD would probably need to provide some form of “back-up security” tied to 
property taxes so even a 6% rate would be complicated and difficult to obtain. 
  
At the March 31st KMPUD Board meeting, the Board will consider and presumably approve 
resolutions allowing the RUS application to proceed. It is reasonable to expect a decision from 
RUS by September 30th. If approval is not forthcoming, then a Muni financing is the back-up 
strategy. 
  
Decide on Out-Valley 

With the publishing of the final, approved EIR/EIS, the District has the approval to build the Out-
Valley project. The estimated cost of the project is $34.5M and it will likely require two summers 
to complete the construction. If the construction starts in spring of 2013, the system would be 
operational in November of 2014. 
  
A ten-year forecast will be presented at the Board meeting. This will be the first opportunity to 
see how a combination of the Out-Valley project, low cost RUS financing and expected growth in 
electricity usage will affect long term rates. 
  
Begin Reducing Electricity Rates 

The four biggest factors under our control affecting electricity rates are: 
1. Reduce operating expense. Every $68,000 in annual operating expense adds 1 cent to 

the rates. 
2. Reduce capital expenditures. Every $1,000,000 in capital expenditure adds 1 cent to 

rates, assuming RUS interest rates of 3%; or 2 cents assuming muni rates. 
3. Secure RUS financing. RUS refinancing of the existing $22.1M debt is likely to be 30 

cents/KWH less expensive than an equivalent Muni financing. Note that RUS financing of 
$55 million in debt for both In-Valley and Out-Valley projects results in similar rates as 



Muni refinancing of $23 million In-Valley debt (assuming the District receives a BBB credit 
rating). 

4. Proceed with Out-Valley. Out-Valley with RUS financing reduces the variable cost of 
providing a KWH by 24 cents but adds debt financing costs. Each year financing costs can 
be reduced by using any surplus cash generated from rates to pay down principal beyond 
the minimum required. Of course a reduction in diesel prices would make this 
comparison less attractive. Out-Valley provides a stable, declining price of power that is 
initially comparable (i.e., 2013/2014) to In-Valley costs. 

The following factors outside of KMPUD control will have the biggest impacts on rates: 
1. Interest rates. RUS rates have ranged from 2.50% to 2.65% over the past 60 days. Each 

0.1% increase in interest rates (10 basis points) adds about 1 cent to the rates. The District 
will have the ability to fix interest rates on the RUS debt for up to 35 years at the time of 
each capital draw. 

2. KWH sold. KMPUD’s fundamental problem is a very large fixed cost that must be spread 
over a very small base. Electric demand will only increase with increased real estate 
development, more skiers or more lifts. A 10% increase in demand reduces rates by 6 
cents. Correspondingly, a 5% decrease in demand increases rates by 3 cents. 

3. Diesel prices. Should the Out-Valley interconnection project not move forward, diesel 
price fluctuations will have a major impact on the price of electricity in the future. For In-
Valley generated power, a $1.00 per gallon increase in diesel costs roughly translates into 
an 8 cent per KWH increase in electric costs. 

Summary 

We believe the combination of RUS financing, the Out-Valley connection to the grid, and modest 
growth in demand in electricity through the expansion of the Kirkwood ski business will provide 
all of us with the lowest cost and cleanest power. We are basing our conclusions on the modeling 
that will be presented at the March 31st Board meeting. 
  
After the March 31st Board meeting, we will provide an analysis of the data presented at the 
meeting in a subsequent letter to the community. 
  
With the new powerhouse running, winter coming back, and Vail coming in, things are looking 
up! 
 
Thanks for your interest and involvement. 
  
Bob Epstein & Standish O’Grady 
 


