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COCHAIR BILL WELECHONSKI called the Senate Resources Wrk
Session to order at 3:35 p.m Present at the call to order were
Senat ors Wagoner, M CGuire, W el echowski.

OVERVI EW RAI LBELT | NTEGRATED RESOURCE PLAN
by Bl ack & Veatch consultants

3:37:42 PM

JI M STRANDBERG, Project Manager, Al aska Energy Authority (AEA),
introduced hinself and Kevin Harper, Black & Veatch project
manager for the Integrated Resource Plan (IRP) project. He also
recogni zed Steven Hi ggi nson, Executive Director of the AEA who
was in the audi ence.

MR. STRANDBERG al so recogni zed his co-project manager at AEA,
Brian Carey. He said that this process not only created an
integrated plan for the Railbelt but reviewed the construction
cost estimate for the Susitna project; M. Carey focused his
work on that particular project. He explained that this is a
state-sponsored integrated planning process that cane about
through the efforts of Representative Craig Johnson and Senator
Joe Thomas. A total of $1 nmillion was directed towards the
integrated planning and the remaining $1.5 mllion of the
appropriation was directed to the Susitna analysis. He
recogni zed the support provided by the Railbelt utilities who
partnered with AEA to conplete the plan. From the outset their

goal has been to create a relevant plan that wll be useful
within the GRETC concept and that has the support of the
Rail belt wutilities. It is a little bit wunusual for a state

agency to conduct an integrated resource plan; this work is
normal Iy done by a utility organization.

MR. STRANDBERG said an IRP is a grouping of defined power
generation and transmssion |ine projects arrayed on a tine
schedul e for developnent that would allow for |eased long run
cost of wholesale power at acceptable levels of reliability.
Because |eased long run cost to power generation depends not
only on the generators but also on the transm ssion |lines and
fuel supplies, this analysis included a thorough integrated
review of the transm ssion systemfor the Railbelt as well as an
exam nation of the potential energy and fuel portfolios for the
power generation that is proposed. He said M. Harper would
di scuss what is included in the plan, how it can be used, what
the key results are and perhaps give them sone insight into how
to interpret them He concluded saying this R RP defines what
energy projects should be constructed in the future in the
Rail belt; and GRETC is a generation and transm ssion (G&T)
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corporation that will be responsible for building these future

energy projects and will imediately nake use of this product
after it is fornmed. It is likely that many of the projects which
urgently need to be undertaken wll be undertaken under the

framework of this | RP.

3:41: 09 PM

KEVIN HARPER, Director, Consulting Division, Black and Veatch,
said he was the overall project manager on this project and that
he woul d provi de an overview of the results.

The first slide (3) showed the amount of energy by different
technol ogies over a 50-year period starting in 2011 going to
2059. He pointed out a significant reduction in the use of
natural gas in the first 15 years and then a slight increase,
but at the end of the period less gas is being used than is
currently in the Railbelt. Second, he noted a yellow "sliver" in
the mddle of the graph that showed existing hydro along wth
two nore that were selected in the plan - Chakachamma, a |arge

project, and dacier Fork. The conbination of generation
resources and related transmi ssion investnments shown in the
"preferred resource plan" represents $9 billion of capital

i nvestment over the next 50 years. He also pointed out that this
resource plan results in dependence on renewable technol ogies
much nore than current dependence which beconmes 62 percent of
total energy requirenments in 2025, and when you |ook at the
whol esal e power costs that cones fromthis resource plan it's a
little bit nore than 17 cent KW including inflation and is
around 12 cent KWh wi thout inflation.

COCHAIR MCGQUIRE said there is a lot of talk about that nunber
and she asked how they got it.

MR. HARPER explained that the relevant nunber to talk about is
the 12 cents because that is wthout inflation and if you
conpare that to current costs which are around 9-10 cents, it
represents the fact that the costs will go up with $9.1 billion
worth of capital investnent that is required to address severa
I ssues, one being the aging infrastructure both on the
generation and transm ssion side, but also in order to neet a
noder at e amount of growth going forward into the future.

3:45:25 PM

CO-CHAIR MCAUJI RE asked what factors he |ooked at for the 9-10
cents.
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MR. HARPER replied that the 9-10 cents was the average whol esal e
power <cost that 1is currently being paid by the Railbelt
utilities' ratepayers. That is all of the costs for generation
and transm ssion using existing resources, but not including the
di stribution costs.

CO-CHAIR MCQUI RE asked if it included Fai rbanks' costs.
MR. HARPER answered yes.

COCHAIR MCGQU RE asked if the analysis included new energy
projects such as M. Spurr and the Fire Island w nd.

MR. HARPER said this resource portfolio is based on an econom c
analysis of all conmercially available technol ogies the Rail belt
could rely on; it includes conventional technologies Iike
natural gas and coal and renewabl e technol ogi es such as w nd and
geothermal . Their nodeling had two types of resources, specific
projects and generic projects. It included Fire Island, M.
Spurr, Healy Cdean Coal, and Southcentral Power Project as
specified projects, essentially using the cost information they
got fromthe utilities or the proponents.

3:48: 13 PM
CO- CHAIR W ELECHOWSKI asked if slide 3 is what he is projecting
wi | | happen or what shoul d happen.

MR. HARPER said this is the "preferred resource plan" in Black &
Veatch's report in ternms of what the generation resource mX
ought to be as well as a series of transm ssion projects that
they recommend be developed by the utilities or GRETC going
forward

3:49: 03 PM
SENATOR WAGONER asked if their plan nade any conparisons to any
ot her geographic area's recommended plan in the United States.

MR. HARPER replied that this plan was designed specifically for
the Railbelt using technologies which are available and using
estimtes about <costs that are relevant to the Railbelt.
However, if you conpare what cones out of this plan to what is
occurring el sewhere, you would see a nunber of simlarities. For
exanple, a nore diversified portfolio of resources which is what
you see elsewhere. O the $9.1 billion approximately $1.6
billion is related to transm ssion investnents. That investnent
woul d get a transmission system with redundancy and reliability
like in the Lower 48. This portfolio has a greater reliance on
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renewabl es, which is consistent with general trends elsewhere
It also includes a fairly significant inpact from demand side
managenent in energy efficiency (DSMEE) prograns, which is
general ly consistent with what happens el sewhere.

3:51:37 PM
COCHAIR MCGQUI RE asked if the dates next to the projects on
slide 4 are fixed dates or what is feasible.

MR. HARPER answered that for each of the available resources
they used a conbination of costs and performance assunptions.
They did not put any constraints on the nodel in terns of which
resources it selected and when it would select them except for,
in sone cases, a particular option would not be available for a

certain period of time. For exanple, large hydro cannot be
sel ected for the next year because it would take around 15 years
for licensing, et cetera. The nodel wusing straight economcs

does a conparison on the lifecycle basis as to which conbination
of resources would result in the |owest cost on a present value
basis. It is a freely chosen resource mx, the only constraint
being the anmpbunt of tinme it takes certain resources to be on
l'ine.

He showed a slide of the &&T projects in their preferred
resource plan wthin the first 10 vyears; the dates in the
parenthesis are the dates that the resource would be on line and
produci ng power. The first resource is a conbination of a nunber
of different DSM EE prograns and neasures. They allowed the
nodel to pick those resources based upon the economcs. As a
result, they have been able to reduce the region's energy | oad
by about 8 percent.

3:54:39 PM

One of their key assunptions was that when people nmake a
decision to lower their energy usage and go out and buy high
efficiency refrigerator they wll pay extra for it. If that is
$100 and there was a $50 rebate fromthe utilities or a regional
entity, the cost in the resource plan is 50 percent of that
incremental cost. On this particular resource they capped the
anount at 8 percent. Wiile a higher rate may be achi evabl e (sone
utilities have achieved 15-20 percent), they didn't think this
first resource plan would be the right place to start, because a

couple of factors are unique about the Railbelt - it has |imted
data and experience with energy efficiency, it is an isolated
network, it has severe weather conditions, and there is a

limted anpunt of electric space heating in the region.
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3:56:19 PM

So they started with 8 percent as a reasonable target, but
acknowl edge that it could go higher. The next projects shown
Wer e:

* N kiski Wnd project conmng on line in 2011 under active
devel opnent

* Healy Clean Coal Plant which is largely conplete in terms
of capital cost

e Fire Island Wnd - 54 MV - $174 million project coming on

line in 2012

e Southcentral Power Plant currently wunder devel opnment by
Chugach and Anchorage M&P - 180 MN a $370 mllion
i nvest ment

e Gacier Fork Hydro project - "run of the river" project

whi ch nmeans there is no dam or storage involved - 75 MV at
$330 mllion under prelimnary devel opnent

e Two nunicipal solid waste projects in Anchorage and Gol den
Val l ey, not under developnent currently - economics are
based upon simlar projects elsewhere; assunptions wth
regards to the amount of solid waste in those two areas
were used - in Anchorage it's roughly a 22 MV plant and in
Golden Valley it's a 4 MV pl ant

* Retrofit at the North Pole facility in Golden Valley -
adding to the existing plant - 60 MAN a $80 nillion
i nvest ment

e M. Spurr Ceothermal 2020 - 2 units at 50 MW each - what
Ormat believes is the potential resource there

3:59: 44 PM

CO CHAIR W ELECHOWSKI stated that O nmat said they would be on
line closer to 2016 and he wondered how they came up with sone
of their dates.

MR. HARPER replied that the nodel is constrained so it can't
pick a resource before it could be on line, but they didn't tell
the nodel to force it to be on line the first year that it could
be chosen. The npdel sets a direction towards higher use of
renewabl es including geothermal and hydro. It picked M. Spurr
for geothermal and 2020 being the best year for it to cone into
production on an economic basis. That's not to say that it
shouldn't come on in 2016 or 2017, because their analysis
assumed no state grants or federal noney on any of the
resources. If the M. Spurr project cones on |line by 2016 it can
take advantage of significant tax credits, and they have
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committed to sharing those benefits with the ratepayers - which
woul d argue for bringing it on sooner than what the nodel says.

4:00: 41 PM
A significant reconmmendation is continuing developnment of
Susi t na/ Chakachamma/ G aci er Fork on a parallel pat h. He

explained that their preferred resource plan includes dd acier
Fork and Chakachamma, but not Susitna. However the quality of
assunptions that were used in the case of Chakachamma and
G acier Fork are not as solid as they are for Susitna because
those two projects have not been studied to the degree that
Susitna has been. Susitna went through significant work in the
early 80s when HDR was hired to resize the projects for the
Rai |l belt and update the capital and operating experience. The
gquality of the input assunptions is better than what they had to
work with for the other two. In their view Susitna efforts
should nove forward in terns of devel opnent and Chakachama and
A acier Fork should continue with a "fatal flaw' analysis.
Chakachama by its nature has sone issues that have to be | ooked
at in nore detail to ensure that capital costs are solid and
that it could be built and operated. d acier Fork estimtes are
inasimlar situation.

SENATOR WAGONER asked what those issues are.

4:05:22 PM

MR. HARPER said in the case of Chakachamma, the detailed
engi neering work hasn't been done. It also noves water from one
river to another and a nunber of environnental issues are
associated with that. In their view, there have not been enough
work and discussion with the resource agencies to understand
whet her that would be acceptable or even if it is acceptable,
what type of constraints would be put on the operations to
address the environnmental inpacts. It's also |located at the base
of a glacier and a volcano which raises further issues. This is
consistent with issues the TDX folks have said need to be
addressed before they know the project is something that can go
f orward.

The last item is related to transmission. AEA s report has
roughly 20 specific transmssion line projects. They fall into
categories; one is projects that are repair or replacenent of
existing transm ssion assets that are required to insure that
the reliability of the existing system is maintained. Another
set of projects is the expansion of the existing transm ssion
system which would allow nore power to be noved up and down the
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grid as well as providing nore redundancy and reliability. Those
conbi ned projects run about $1.6 billion of investnent.

After discussions with the utilities they identified projects
that should be conpleted within the next five years. The first
three are in essence repair and replacenment of existing |lines on
the network - retaining current reliability. The fourth project
is a new line that would be ained at inproving the ability to
nove power up and down on the line. The last three projects are
additional southern Intertie in ternms of routing, an inportant
next step with sonme investnents being made after the first five
years.

SENATOR WAGONER said he didn't wunderstand, for instance, that
Honer Electric buys 10 or 12 percent of the power generated at
Bradl ey Lake. They buy additional power from Chugach Electric
and that power is shipped dowmn the grid to them Does this study
| ook at exchanges of power generation and power capacities even
if Homer Electric has to pay 1 cent Kwh because of the
difference in the production cost instead of |ooking at all the
noney to be spent on transm ssion lines? He knew they would "run
into a lot of trouble”" in trying to increase the size of the
transm ssion line that runs through the Kenai WIldlife Refuge.

MR. HARPER answered that their nodeling effort |ooked at the
tradeoff between having nore transm ssion capability versus
having nore |local generation; and based upon that analysis,
investment in additional transm ssion |line made econom c sense.
But he agreed that there would be challenging issues associated
with whether the line could be built and what the right route of
that Iine would be. Doing that detailed analysis is in essence
what one of the projects is.

4:10: 01 PM

MR. STRANDBERG noted that their team included Electric Power
Systens as a reliability consultant. He said arrangenents to
trade the power |ike Senator Wagoner suggested do exist. But he
said that Bradley Lake is not a large reservoir of water and it
can't put out 110 MWV 100 percent of the tinme. It can effectively
average 30-40 MV over the year; so the Kenai Peninsula wll
still need secure and reliable transm ssion capability.

SENATOR WAGONER said that's why he asked that question. He would
much rather put noney into projects that are directly related to
areas than he would spending hundreds of mllions of dollars on
transm ssion lines running across the state that they may or may
not be able to build.
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MR. STRANDBERG agreed and said the analysis has been to mnimze
the amount of transm ssion that would be required over the |ong
run.

MR. HARPER said the last project listed is Battery Energy
Storage System (BESS). The need for regulation of the frequency
on the transm ssion network becones a greater challenge when you
becone nore dependent upon resource that you cannot control when
they are generating electricity. In other wor ds, non-
di spatchable resources like wind have a greater challenge in
regul ating frequency. He said BESS is in essence a placehol der
of one possible solution for what woul d be necessary. Additional
work is needed to decide exactly how nuch is needed and whet her
this technol ogy or sone other option would be appropriate. It is
an additional cost, however, in the neighborhood of $50 million
plus or mnus 50 percent; and it was inportant to include it in
their total capital program

4:13:19 PM

MR. STRANDBERG added that they always kept the uni qgueness of the
Rail belt system in mnd. The Lower 48 has |arge anounts of
renewabl e energy - wind projects and established procedures and
equi pnent on the grid - it's relatively easy to integrate a w nd
project into a grid there. The regulation of the project can be
secured ei t her pur chasi ng ancillary services or ot her
arrangenent s, but in Alaska the network wll be easily
influenced by large scale wind projects. He said their analysis
isn't done yet.

4:15: 04 PM

MR. HARPER said slide 6 shows the inpact of DSMEE. The top
curve is what the load would be if there was no DSM EE and the
bottom is the result after including the selected prograns. It
i ndi cated roughly an 8 percent reduction in energy requirenents
and about a 10 percent reduction in peak |oad requirenents.

SENATOR WAGONER asked what they calculated into their energy
efficiency figures. Dd they wuse schools or muni ci pal
facilities?

MR. HARPER answered that they used a conprehensive set of
neasures for both residential and conmercial facilities. In the
residential market they |ooked at 50 specific neasures including
switching out lights, weatherization, efficient appliances and
things like that. In the comrercial facilities they |ooked at
simlar things. They did not include any neasures for mlitary
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or industrial facilities, because those are very sight-specific
and it was hard to conme up with generic nunbers to work off.
They also didn't include specific rate design options that are
available to influence behavior; those include real time
pricing, demand response pricing and so forth. Part of that is
just because they are hard to nodel and the data isn't Al aska-
specific to know how consuners would behave if you tell them
that the cost of power peak tinme is nore than off-peak tinme. He
said they covered residential, commercial, school and governnent
buildings well, and that's how they came up wth the 8-10
percent. But because they didn't include industrial, mlitary or
innovative rate designs is why they think nore DSMEE is
possi bl e in the region.

4:19:52 PM
CO CHAIR MCGQUI RE said she assunmed AEA woul d update their nodels
as things |ike the omibus bill passes.

MR. HARPER agreed that wupdating the IRP on periodic basis is
inportant, typically every 3-5 years. Part of the reason is to
reflect new policies and new know edge about uncertainties in
ener gy servi ces.

4:21:36 PM

Slide 7 graphed annual whol esal e power costs over 50 years for a
nunber of different cases; 1A and 1B refer to a scenario of |oad
growh where they took current |load with noderate growh over
time based largely wupon the current |oad forecasts of the
utility. In the case of 1A they allowed the nodel to pick
resources based upon straight economics; in 1B they forced the
nodel to select resources that would result in at |east 50
percent renewables by the year 2025. The reason was to answer
the question of whether there is an incremental cost to
achieving the target put forward by ex-governor Palin.

MR. HARPER noted a major conclusion of the study is that the
cost of the resource plan for 1A and 1B are the same; and what
that says is that there is no increnmental cost to 50 percent or
greater renewabl es by the year 2025.

MR. HARPER said that two cases resulted in |lower costs than the
1A and 1B scenarios; one did not include any CO* taxes and the
second doubled the DSMEE. Their base cases had assunptions
regardi ng what the cost of CO* taxes woul d be and was based upon
the legislation currently working through Congress and econonic
anal ysis done by the Energy Information Admi nistration and the
Environnmental Protection Agency. So they assuned there would be
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a CO tax that would inmpact all fossil fuels. Sensitivity cases
| abel ed 1A and 1B showed a significant reduction in costs if
there are no CO* taxes. Wiat drives that cost is not just the
fact that you don't have those taxes, but a different resource
mx. In fact, the anount of renewables you get by the year 2025
is a little bit nore than 30 percent in that sensitivity case
versus the 63 percent that is in case 1A and 1B. Essentially
that neans that if you have no CO° tax you continue to rely nore
heavily on natural gas than under the assunption that that you
have CO tax.

The other case of lower cost is where they arbitrarily doubled
t he i npact of DSM EE prograns, which results in a little over $1
billion of savings over the 50 years. They cautiously think
there is a potential for that |evel of savings but they wanted
to be conservative and used it as a sensitivity case as opposed
to a base case input assunption.

MR. HARPER said they also |ooked at what happens if you have
hi gher gas prices than what was assuned, what happens if you
don't allow the nodel to pick Chakachamma, and so forth

4:26:17 PM

Slide 8 he referred to as the "capital gap slide" and explained
that as part of the project the AEA hired Seattle Northwest
Securities to do some financial related analysis. They
essentially were asked to do two tasks. The first was to | ook at
the avail able debt capacity of the six Railbelt utilities and
try to answer the question: can they finance the future on their
own. The second question they were asked was to |ook at sone
options for financing and rate design that could help mtigate
the rate inpacts that would result fromthis resource plan.

This slide addressed the first of those two tasks. They anal yzed
the current debt obligations of the six utilities using standard
nmeasures that are used in the financial markets and canme up with
a regional nunber. The bottomtwo |ines have a range of | ow debt
capacity and high debt capacity, which was their estimte of how
much additional debt the utilities could take on. The top line
is the capital expenditure requirenents comng out of the
resource plan that equals roughly $9 billion. Even under a high
debt or optimstic case there is roughly a $5 billion gap. That
was the result of the first question.

How is that gap addressed? The state doesn't have to necessarily

fill it; it's their opinion that if the regional entity, GRETC
is formed and goes to the market as one entity [ooking for
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capital there are benefits rather than having the six individual
utilities going to market on their own. The transm ssion network
is limted as it is today, he explained, not because the
utilities don't understand the value of a redundant transm ssion
net wor k, but because the market is so small that you can't get
the economcs to work out. So their view is that the utilities
on their own wouldn't be able to finance a $1.6 billion
transm ssi on pl an.

CO CHAIR MCGQUI RE asked what role independent power providers
(IPPs) play in their assessnent.

MR. HARPER said they were agnostic as to who owned or who
devel oped projects. That neans when they |ooked at specific
projects they |ooked at the underlying econonics. Fire Island

for exanple, since that is being proposed by an IPP, they took
cost estimates from CIRI that were specific to the project, but
just capital costs and operating performance. They did not
assune that the project would be financed using CIRl noney or
using their sources for a couple of reasons; one is that they
don't have access to that information. In essence they assuned
there would be a utility-type of entity nmaking the capital
investnments in these projects using standard utility capital
mar ket instrunents. This says you can think of this resource
plan as a benchmark. So, suppose another wind project is being
devel oped, you would want the developer to put forward their
best proposal to the utilities or to GRETC, if that deal is
better than what is in the resource plan then it would nake
sense to go with that option. So, this would becone a benchmark
that allows IPPs to cone in wth proposals, and if their
projects make sense, then the devel opers have the opportunity to
come forward and get sel ected.

4:32:19 PM

MR. STRANDBERG added that he expects the way GRETC woul d use the
| RP docunment would be to look at the array of projects and nake
some determ nation about how they would like to procure power
supply. The board would possibly entertain ways of advertising
for power projects. This is the way it is done in the "states."
The GRETC franmework allows that process to occur, but the actual
anal ysis of the projects is done on a straight up econom c basis
wi thout regard to how the thing m ght be built.

COCHAIR MCGQUIRE said she thought it was inportant to assess
along the way how critical certain pieces are. She saw at | east
two projects that were IPPs that are integral to the overall
rate they have.
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MR. HARPER added that projects devel oped by |IPPs represent two
potential opportunities for the region; nunber one it helps to
address this $5-million capital gap. Second is that allows free
enterprise to occur and allow people to cone forward wth
projects; they have to be economc and reliable.

CO CHAIR WELECHOMSKI said this is a good discussion to be
having and tinely because they are westling with the whole
issue of how to regulate and incentivize |IPPs. He asked M.
Harper if he had any insights on how independents should be
handl ed by the state.

MR. HARPER said it's hard to answer that in a generic way
because each project is very specific. Devel opers have their own
sources of capital and can qualify for certain types of federal
i ncentives dependent on technology, timng and the devel oper
t hensel ves. His personal feeling was that putting in place a
solid conpetitive power procurenent process so that they know
what the rules are and that the analysis gets done would be
important; and then providing incentives to specific projects
that help achieve the policies the legislature feels are
i mportant.

CO CHAIR W ELECHOWBKI asked if putting a power procurenent
process in place would be done statutorily and do many states do
t hat .

MR. HARPER answered that a nunber of states do that. For
instance, in Seattle the power conpany he buys his power from
got out of the business of building power plants a nunber of
years ago. So, they go out and have request for proposals (RFP)
for specific types of power at various tinmes and have a process
that is in place. British Colunbia (BC) is another exanple of an
electric utility that has largely gotten out of the business of
generating power. It is a nodel that has been shown to work
el sewhere. They have been structured in a variety of different
ways, but you can learn fromthat as opposed to having to start
from scratch. These things are set up either by statutory
| anguage or regulatory rulings and each state addresses that a
little bit differently.

4:38:18 PM

CO CHAIR MCGQUI RE said she asked Legislative Research to | ook at
regul ation of wholesale transactions by IPPs and briefly they
said that no other state regulates independent power producers
the way Al aska |aw now dictates. IPPs in all of the states they
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researched are regulated by the FERC but are not subject to
state regulation. It is widely viewed that having a second | eve

of RCA regulation is a business disincentive because npbst states
have the same provision Alaska does which says if they are
selling to a utility they have RCA oversight but not of the |IPP
itself. Her concern in the long run is that it wll ultimately
di scourage alternative and renewabl e energy IPPs, in particular,
from getting into the marketplace and Al aska wants nore
conpetition not |ess.

4:40: 01 PM

MR. HARPER agreed. He said regulatory oversight usually comes in
with the power purchase agreenments (PPA) as being prudent or not
on the part of the entity purchasing the power. And to the
extent that there is a conpetitive power procurenent process in
place either by legislative mandate or regulatory ruling that
often neans there is regulatory oversight of the process and
review of the results to ensure that the analysis and sel ection
foll owed the established rules.

4:40: 53 PM

MR. STRANDBERG commented that because nuch of the Lower 48 power
that is produced and transported goes across state lines it is
interstate cormerce. So for many parts of the Lower 48 the FERC
has jurisdiction over the G&T. It has extensive rules and has
created a quasi-conpetitive nmarket. The vast majority of state
regul atory agencies in the Lower 48 really have jurisdiction
over the distribution function with sonme shared jurisdiction for
transm ssion and generation. FERC doesn't have jurisdiction very
much in Al aska because of the lack of state lines; the RCA is
the only regul atory agency here.

COCHAIR MCGQUI RE said it my not be a choice between what we
have now and sinply elimnating RCA;, it mght be a choice of
sonmet hing el se they hadn't considered yet. The chairman and many
consuners are particularly sensitive to t he Enst ar
ConocoPhi | l'i ps debacle; the fact remains that nine years |ater,
no RCA contract was approved and consuners are left in a lurch
with the potential for brown outs. She maintained that if they
woul d have adopted the Henry Hub contract five years ago, they
woul d be at $4.45 today and happy.

She said the chairman rightly points out that the RCA, being the
only ganme in town, asked questions about profit margins and
process, and those comm ssioners did not feel they got the right
answers. She wondered if there is sonme other way to inject by
way of process as opposed to anot her | ayer.
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CO CHAI R W ELECHOWBKI recogni zed that Representative Fairclough
joined the commttee.

4:44. 41 PM

MR. HARPER said slide 9 addresses the issue of commtted units.
This phrase is used to include projects that are currently under
devel opment or being proposed by the six Railbelt wutilities.
These are projects that were selected outside of a regional
pl anni ng process, but they are projects that the utilities are
noving forward with, and in their view, make sense, because the
utilities don't know if GRETC will get forned and they stil
have to keep the power on. These "commtted units" include Healy
Cl ean Coal, the Southcentral Power Plant, a couple of projects
in the Honer area, and several projects in M&P.

They ran a sensitivity case forcing the nodel to accept or
sel ect those projects, and there is a 4-percent cost difference
where the utilities going forward with their current plans would
result in higher cost to the region. This analysis had sone
l[imtations. To have done it correctly each of the six utilities
woul d have had to develop an integrated resource plan to conpare
with the regional one. And that wasn't within the scope or the
budget of the effort. Also two things |ead themto concl ude that
this 4 percent ($450 million) difference is understated. One is
they assumed that the sane |evel of DSM EE would occur in both
cases and they assuned that the sane anmount of transm ssion
i nvestnment and transfer capability would exist in both cases. He
suggested that if the utilities continue noving forward on an
i ndividual basis it's likely they won't reach the DSM EE | evels
because they are asking six utilities to develop six different
progranms which is inherently nmuch nore chall enging than having a
regional entity develop one program And it's hard to imagine
how the individual utilities would be able to spend $1.6 billion
in transmssion. But he said the utilities are doing what 1is
appropriate for themto do until a decision is made with regards
to the regional entity.

4:48:10 PM

MR. STRANDBERG added that they worked very hard to have the
utilities with them as they designed the architecture of the
study. This committed unit issue in particular between MEA, M&P
and Honer Electric is a sensitive one and they recognize and
under stand those sensitivities.

4:49: 06 PM
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MR. HARPER said Seattle Northwest Securities was asked by the
AEA to |look at two issues; one was the capital raising
capability of the individual wutilities and the second was
| ooking at sonme options related to financing and rate design
that would help address the rate inpact of a $9.1 billion
capi tal program

Slide 10 tal ks about that second piece of their analysis. They
| ooked at a base case and an alternative case; their base case
assunmed that all of the capital program would be financed using
standard capital market financing. In the alternative case they
| ooked at the options on the left as ways to address financing
and spread out the rate inpact. These are not recomendati ons on
their part or his part, he enphasized; that was not the purpose
of the analysis and is the subject of additional analysis that
woul d be done in developing a finance plan. These were options
that are in place in other places where they |ooked at the

i mpact .

Those options are first a ratepayer benefit surcharge. This is
essentially starting on the first year all ratepayers would pay
1 cent per KW for the first 17 years (when the really big
upfront capital is done in terns of the transm ssion and hydro).
So that, in essence, creates a pool of noney that reduces the
amount that is needed to get from capital markets. It is
prefunds projects before they are up and running and generating
electricity, which is counter to current ratenmaking procedures
in Alaska (wait until the projects are generating electricity
before you start recovering).

Second is what they refer to as Pavel financing where as you go
to the markets and raise the noney to cover the debt of that
capital. Then over tinme as your capital program becones |ess

you generate nore revenues than you need and that allows you to
pay for future capital projects without going to the narkets.

The third technique is a tool that is used in a nunber of states
where a project is under construction and the utility is allowed
to start charging rates to cover the interest of the capita
that is raised on that project. Then when the project is up and
running they start having rates that cover all of the costs. In
essence what that does is take out the interest that would be
incurred during the construction period so that you wouldn't be
paying interest on interest. Again, this asks ratepayers to pay
before projects are up and runni ng.

4:50:40 PM
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The fourth item was an assunption that there would be a $2.4
billion zero-interest loan from the state npdeled after the
Br adl ey Lake nodel.

MVR. HARPER  again rem nded them that these are not
recommendations either by Seattle Northwest or by Black & Veatch
but these are options that were considered. The inportant take-
away from this is the maxinum rate and the average rate. The
costs are related only to the recovery of capital; it does not
i nclude fuel and O&M The average rate is the sane - 7 cents Kw
and 6 cents in the alternative case (paying 1 cent per Kw and
basically paying the sane average rate). This basically says
there is no free lunch out there. So, even if the state puts up
the noney, as long as there is going to be repaynent of the
noney there will be simlar average rates. The inportant thing
is the maximum rate that goes from 13 cents in the base case
using standard capital market financing down to 8 cents. That
says there are these tools and there are others to be considered
that would allow them to reduce the rate inpact as the |arge
proj ects are brought on.

It also achieves intergenerational equity. If you are bringing a
| arge 100-year hydro project on line and you're recovering al
of the costs for that project in 30 years then in essence you
have custonmers in the last 70 years that are going to pay
significantly less than those in the first 30. Tools |like this
allow that to be spread out over 100 years. He concluded saying
he woul d be happy to answer questi ons.

4:55:50 PM

CO CHAIR W ELECHOABKI  thanked him for a very informative
presentation and adjourned the neeting at 4:55 p. m
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