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CHAI R CATHY ENGSTROM MJUNQZ called the House Conmunity and
Regional Affairs Standing Committee neeting to order at 8:05
a.m Representatives Foster, Austerman, D ck, Saddler, Gardner,

and Munoz were present at the call to order.

Overvi ew. Regul atory Conm ssi on of Al aska (RCA
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8:05: 28 AM

CHAI R MUNQZ announced that the only order of business would be
an overvi ew of the RCA

8:05:44 AM

ROBERT PI CKETT, Chairman/ Conm ssioner, Regulatory Comm ssion of
Al aska (RCA), Departnent of Commerce, Comunity & Economc
Devel opnent (DCCED), began by informng the conmttee that the
RCA is a five-nenber board with a staff of 50 professionals in
Anchor age. Each conmi ssioner is appointed for a six-year term
by the governor and confirmed by the |egislature. M. Pickett
opined that the RCA's work is not fully wunderstood by the
publi c. In AS 42.05, the utility statute, and AS 42.06, the
pi peline act, the legislature has charged the comm ssion with a
nunber of activities to strike the right balance between the
peopl e who pay for a nonopoly pipeline for utility services and
the actual provider of those services. He pointed out that the
nost effective form of true regulation is conpetition. In a
conpetitive market place, there is no need for regulation, save
some very broad guidelines. Wthout that conpetition, there
needs to be sone counter veiling force to achieve the
appropriate bal ance. M. Pi ckett opi ned that it's a
m sconception to interpret the RCA's mission to push for the
absolute lowest rates in all circunstances. There are those in
the public who sonetines believe that the RCA is a rubberstanp
for those J[utilities] that want to obtain nore noney by
increasing their rates. However, the truth is nore conplicated
and is sonmewhere in the mddle. Frequently, the RCA finds
itself antagonizing both the public and the utilities, but it's
being done based on very fornmalized proceedings and the
devel opnent of sound records that can be defended in court.
Above all, it's a fair, open, transparent, and understandable
process, he said.

8:09: 58 AM
MR. PICKETT, turning to his presentation, directed attention to

slide 2, which outlines where the RCA receives its statutory
authority. The RCA, created in 1999, is the successor agency to

the Alaska Public Uilities Commssion (APUC). He then
hi ghlighted the definition of a public utility, which is fairly
broad, as evidenced in AS 42.05.990(4) on slide 3. The

definition of a public utility describes the type of activities
public utilities perform and when they are covered by AS 42.05
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as well as specifying the size. M. Pickett explained that the
RCA issues certificates of public convenience and necessity
(CPCN), of which there are about 600 in the state. The CPCN is
a license to do business for that type of activity and w thout
it an entity has no |egal authority to collect anything in rates
from anyone.

8:11: 03 AM

REPRESENTATI VE AUSTERMAN asked if sone utilities are able to
exenpt thensel ves from RCA s regul ati on.

MR. PICKETT replied yes, adding that later slides will describe
specifically what those exenptions are and when they are in
ef fect.

8:11: 32 AM

MR. PICKETT pointed out that one of the triggers is on slide 6,
whi ch continues the definition a public utility. He hi ghlighted

the follow ng |anguage: "electrical service for use within an
area that 1is certificated ... sales of electricity exceeds
$50, 000" . The definition continues on slide 7. Slide 8

di scusses the CPCN for both AS 42.05, public utilities, and AS
42.06, pipeline act. The key for a CPCN is that the RCA has to

find that the applicant is fit, wlling, and able. The
af orenentioned applies to all applicants, whether it's an
economcally regulated entity or otherw se. Slide 9 relates
some statutory exenptions that address electric utilities. For

those electric utilities that make less than $50,000, statute
makes a provision for a joint action agency (JAA). Furthernore,
t he Federal Energy Regul atory Comm ssion (FERC) has a qualifying
facility designation that exenpts [JAAs] from the state's

jurisdiction. Slide 10 relates the statutory exenptions for
electric [utilities] from econom c regulation. The exenptions
are as follows: a utility owned by a political subdivision,

except a utility conpeting with a regulated utility; utilities
maki ng between $50,000 and $500,000 that have a deregulation
el ection; cooperatives that have a deregulation election; and
utilities that receive a qualifying facility designation from
FERC.

8:13: 37 AM

REPRESENTATI VE SADDLER inquired as to whether many wutilities
avai |l thensel ves of the aforenenti oned exenptions.
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MR. PICKETT replied yes. For exanple, there are about 150
communities served by 127 electric utilities in the state. The
RCA economcally regulates about 37 of those. The electric
utilities that the RCA regulates tend to be the larger entities.
He noted that the RCA doesn't regulate nost nunicipally owned

utilities, although they still have a CPCN The RCA becones
involved if there is a service problem dispute, or the utility
col | apses. Once the RCA is involved there is a show of cause

heari ng regardi ng whether the certificate should be revoked.

REPRESENTATI VE AUSTERVAN related his understanding that Kodiak
is a cooperative and elected to deregulate itself, and therefore
isn't regulated by the RCA

MR. PICKETT remarked that it's a fairly low threshold for a
cooperati ve. He further remarked that there are reasons why an
entity would choose not to be deregul at ed. M. Pickett opined
that it's fair to say that the RCA strikes a bal ance. The RCA
is entering into difficult times as the pressure on ratepayers
is intense, while simultaneously utilities and ©pipeline
conpani es face aging infrastructure and huge needs for nassive
capital investnents. Utimtely, the ratepayers are asked to be
responsible for the repaynent of debt, building of capital,
i ncreased operating expenses, etcetera. As nentioned earlier,
the role of the RCAis to strike the appropriate bal ance.

8:16:16 AM

MR. PICKETT nmoved on to slide 11, which provides a general
overview of general issues that are of great concern. The top
concern is the Cook Inlet natural gas supplies. Although it's a
regional issue, it inmpacts a large part of the state. This has
been developing over a 10-year period, and therefore it

shoul dn't be a surprise. Recently, there was an announcenent
that the ConocoPhillips and Marathon |iquefied natural gas (LNG
export facility would be closing. Some view [the
aforenentioned] as a benefit to the gas situation in South
Central Al aska. However, he opined that such a view isn't
taking into consideration the entire systemas it's a very snall
market. The incentives are fairly tenuous. He highlighted that
one still needs a place to sell the gas and the utility market
is limted in size. The RCA, he pointed out, doesn't have

anything to do with LNG The RCA is involved with the gas
supply agreenents with utilities. However, the RCA inpacts the
mar ket pl ace because one nust have all the pieces working well
t oget her. Therefore, there nmay be a point at which utilities
cone forward with proposals to inmport LNG for the short-term
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The responsibility of the RCA is to ensure that the utilities
can continue to provide the service they are certificated to do.
Therefore, he predicted sone very challenging tines.

8:18: 43 AM

REPRESENTATI VE AUSTERVMAN asked if the RCA regulates what
consuners in Anchorage pay for natural gas.

MR PICKETT clarified that the RCA doesn't regulate the
producers, but it does approve gas supply agreenents that the
utilities negotiate wth the producers. He informed the
commttee that House Bill 280 included a provision that as the
RCA evaluates gas supply agreenents, it nmust consider the
alternatives if it rejects those agreenents the utility
negotiated with the gas supplier. There are only a handful of
pl ayers in the Cook Inlet gas market, at this point.

REPRESENTATI VE AUSTERVAN asked if a natural gas supplier that
wants to increase its rates woul d approach the RCA

MR. PICKETT replied yes, adding that there are different factors

that propel rate increases. In the case of natural gas and a
| ocal gas distributor, such as Enstar, about 80 percent of the
custonmer's bill is the actual cost of the gas and the 20 percent

remaining is the conpany's overhead and investnment in the
system Wth flow through, rural utilities, and PCE and fue
charges for which the fuel charge can be docunented, the RCA has
provisions that allow it to flow through with the tariff filing.
He opined that it doesn't make sense to have expensive
litigation in rate cases for things that can nerely be reviewed
to ensure they're supported and the utility used diligence.

8:21:18 AM

CHAIR MJUNOZ asked if the RCA has the ability to review a
specific rate of return on a capital investnent when review ng
rate increases.

MR. PICKETT replied yes. In further response to Chair Minoz

M. Pickett hesitated to specify a standard rate of return for a
for-profit utility on a large capital investnent as it's
dependent upon nany factors. He pointed out that the RCA

reviews the return on equity, overall capital, debt structure
and the overall return for the utility as a whol e.

8:22:15 AM
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MR. PICKETT, continuing his presentation, enphasized that the
dollar figures for the large infrastructure needs of electric

utilities are staggering. He recalled that the RCA did an
approval for the recovery of costs for a gas plant in Anchorage
wi th Chugach Electric last sumer. Bet ween Chugach Electric's
share, about $200 million, and Municipal Light & Power it
amounts to about a $300 million project. The various energy
studies relate staggering anounts of noney. For exanple, the
entire depreciated rate base of the electric utilities in the
Rail belt is about $1.6 billion. There are proposals that could
doubl e the aforenentioned. The ratepayers will likely be a
| arge part of paying for it or folks will seek assistance from

the | egislature. He then turned to the PCE program which the
RCA adninisters cooperatively with the Al aska Energy Authority
(AEA). For the PCE program the RCA is charged with calcul ating
the rates, even for the noneconomcally regulated utilities.
The PCE subsidy is calculated by the RCA reviewing a cost
structure for PCE as if it were a regulated entity in order to
determ ne the cost per kilowatt hour (kWh) wth a baseline of
Anchorage, Fairbanks, and Juneau. The PCE program is very
inmportant to rural Al aska and was significantly expanded in 2008
when energy prices skyrocketed and conmunities were struggling.

MR. PICKETT nentioned that he wll be neeting with Senator
Hof fman's staff on the following natters. The renewabl e energy
grants have created a high |evel of expectations regarding who

will actually benefit, and thus he anticipated collision of
expectations as the projects come on |ine. He highlighted that
renewabl e projects that offset high priced diesel wll [|essen
the inpact to the PCE program which is good. However, he

rem nded the conmittee that the PCE program only covers the
first 500 kwWh and doesn't help businesses. When state funded
renewabl e energy projects are put in place and a custonmer can't
trace through to a positive inpact on his/her bill, it wll
likely elicit questions about the program

8:25:51 AM

REPRESENTATI VE SADDLER inquired as to the regional factors
utilized in PCE

MR. PICKETT, noting that these aren't total swag nunbers, stated
that it's not unconmmon to perform the PCE calculations as if it
was an economcally regulated utility and the cost of producing
the power is 54 cents per kWh. The RCA then reviews the annua
cost [of that energy] in Anchorage, Fairbanks, and Juneau, which
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will likely be close to 12.5 cents per kWh. The PCE subsidy is
based on the difference for the first 500 kWh. Sonme conmmunities

charge nmuch nore than the actual cost, whi ch  causes
consternation, he noted. Those conmunities aren't economcally
regul ated by the RCA and it doesn't have the statutory authority
to address that. However, the community is accountable to its

residents, he pointed out.
8.27.:21 AM

REPRESENTATI VE AUSTERMAN noted that his district contains about
14 communities that are considered rural. One of the conplaints
he hears nost often is that one community will be diligent in
maintaining its equipnment and keeping its cost down, while
anot her comunity doesn't and the energy cost is higher. The
nore efficient community |oses PCE funds, whereas the nore
i rresponsi ble community is given nore PCE funds.

MR. PICKETT explained that the RCA engineering staff wutilize
various calculations, such as line loss calculations, to
encourage efficiency. He acknowl edged that Representative
Austerman had hit on a very good point. However, he pointed out
that the responsible comunity is benefiting the community as a
whol e because there are many businesses and individuals who
utilize nore than 500 kWh. He explained that the PCE filings
are paper filings and the annual in-depth reports provide a nore
t horough analysis that reaches the non fuel costs. Still, the
RCA doesn't perform any field audits. Al t hough AEA does have
circuit riders to ensure the systems are working, AEA doesn't
have much staff to do so. Wthin DCCED there is a rural utility
busi ness assi stance program which is an inportant program M.
Pi ckett expressed concern with regard to the state of many rural

utilities. Between the state and the federal governnent,
there's likely been in excess of $3 billion invested in various
types of infrastructure over the last couple of years. The
infrastructure depends wupon a well functioning, reasonably

af fordabl e electric utility.
8:30: 18 AM

REPRESENTATI VE AUSTERVMAN surmised that the issue isn't being
addressed within the rate structure of PCE

MR. PICKETT said, "Not as well as it should be." One of the
main problens is that 15-20 communities have difficulty filling
out a two-page form to be eligible for PCE Personal ly, M.
Pickett remarked that a community's inability to fill out a two-
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page form <calls into question how well a comunity is

mai nt ai ni ng t he generation and transm ssi on systens.
Unfortunately, the RCA doesn't know until there is a problem at
a certain level, which is a poor manner in which to create

public policy.
8:32:19 AM

REPRESENTATI VE DI CK pointed out that along the Kuskokw m River
villages are sold electricity fromutilities and there is also
delivery of fuel via the river. He asked if what's being
di scussed applies to the delivery of fuel as well.

MR, PICKETT answered that it could conceivably. He told the
committee that a couple of years ago in Adak, the city owned the
electric utility. After the city manager advised the residents
to | eave the island because the utility wasn't going to function
that winter, the RCA held a show cause hearing regarding
possi bl e revocation of the certificate. Al though it wasn't an
entirely clear cut desirable response, there is an argunent that
delivery of fuel could be covered. However, to date the RCA
hasn't entered into such

REPRESENTATIVE DICK clarified that he's referring to the
delivery of petroleum products on the Kuskokwi m River and asked
if that's what M. Pickett is speaking about. He expressed his
desire for those utilities receiving the petroleum products to
have input regarding the delivery of petrol eum products.

MR. PICKETT infornmed the commttee that simlar argunments have
been made wth petroleum distributors on the road system
al though these are isolated comunities. He offered to provide
the commttee information from the Adak proceeding, which may
provide insight into the matter.

8:36:10 AM

REPRESENTATI VE GARDNER asked if it would be appropriate to refer
or require sonmeone from the Departnent of Envi r onnent al
Conservation (DEC) or the Rural Al aska Fuel Services (RAFS) to
review the local system when the RCA receives a poorly
conpleted report or application or other sign that the | ocal
comunity isn't nmaintaining its energy systens.

MR. PICKETT related that the RCA works closely with the circuit

riders of AEA, which does what it can with its staff as is al so
the case with the Rural Utility Business Analyst (RUBA). He
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opined that it's a matter of people, just as it is with the RCA,
whi ch has faced trenmendous staffing chall enges. In fact, about
four years ago there was a joint legislative and executive
branch task force regarding the RCA's [staff level], but nothing
cane of it. Therefore, the RCA is confronted with fairly
significant staff turnover in certain areas and "pancaking [the
Trans- Al aska Pipeline Systeml TAPS rate cases and strategic
reconfiguration.” Sinmply put, M. Picket said he has to nmake
deci sions regarding where the staff resources are allocated. At
this point, TAPS is quite inportant.

REPRESENTATI VE GARDNER surm sed then that nechanisnms such as
what she described are in place, but staffing is a problem
Therefore, there is a lack of efficiency and thoroughness and
noney could be saved and the PCE program could have a greater
inmpact if these communities knew how to maintain their equi pnent
and foll ow t hrough.

MR. PI CKETT opined that AEA does a good job, but it doesn't have
unlimted staff and resources. At sone point, he opined that it
woul d behoove the legislature to take a broader |ook as there
are many interrelated issues. Wen the RCA regulates a utility,
it reviews the entire picture. The RCA has various regulatory
structures, such as depreciation expense, in order to ensure the
utility is operating on a sustainable basis per the |aw and that
it plans and perforns mai ntenance and plans future replacenents.
M. Pickett enphasized that although there has been a
significant amount of investnent [in utility infrastructure] and
it's still fairly new and better engineered than in the past,
there still wll be a day when the aforenentioned rural utility
issues will cone to the forefront.

8:39: 35 AM

REPRESENTATI VE GARDNER recalled nention of the potential debt
| evel and increased costs for Enstar and Chugach Electric and
that their consunmers mght face very high rate increases. She
further recal | ed mention  of the possibility that t he
aforenentioned mght result in a request for state assistance.
If PCE is calculated as a ratio of the wurban areas, then a
dramatic increase in rates in the urban areas would cause PCE
val ues to drop, she surm sed.

MR. PICKETT cautioned the commttee because it could potentially

set in stone inefficiencies with no nechanisns to encourage
efficiency. The aforenentioned is the problemwth subsidies.

HOUSE CRA COW TTEE - 9- February 24, 2011



8:41: 02 AM

REPRESENTATI VE SADDLER asked if there's a requirenment for a
regulated entity to have a proactive set aside for future
capi tal needs.

MR. PICKETT clarified that he wouldn't characterize it as a set
asi de. He explained that when there is a rate case, the
[utility] has to prove up a revenue requirenent. A conponent of
the revenue requirenent is a determnation of the rate base for
the utility. The rate base cal cul ations consider the physica
assets the utility has and there is also a depreciation study,
in terns of how the assets are declining. M. Pickett said that
the RCA reacts to the filings and doesn't demand utilities do
speci fic things. However, if there are patterns/concerns, the
RCA has the ability to investigate on its own notion. In
further response to Representative Saddler, M . Pi ckett
confirmed that a set aside for future capital needs is a factor
not a mandate. He added that well-managed utilities do so as
it's part of how business is done.

8:42: 44 AM

REPRESENTATI VE FOSTER asked if the earlier testinony regarding
the renewabl e energy fund was neant to relate that as grants are
made, the benefits aren't al ways passed on to the consuner.

MR. PICKETT said that there are a few different scenarios and
it's dependent upon the recipient of the funds. The independent
power producers are one of the allowable recipients for the

funds. He explained that the independent power producers have
to enter a power sale agreenment with a utility. Wen the RCA
calculates the PCE for a particular community, the [independent
power producer] is treated as any other factor. If the result

of the power sale agreenent is to decrease the cost of a certain
block of kW it will cause the PCE subsidy to that conmunity to
decr ease. There will be a benefit to the non PCE [entities],
the entities using over 500 kWh and businesses. M. Pickett
opined that this information hasn't been clearly presented to
conmuni ti es.

8:.44.20 AM

MR.  PICKETT, continuing his presentation, reviewed slide 12
entitled "RCA Role in Cook Inlet GGas." He highlighted that
al though the RCA doesn't regulate the producers of natural gas
in the Cook Inlet, it does evaluate the Gas Sale Agreenents
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(GSA) between the wutilities and the producers. M. Pickett
clarified that the RCA reviews whether utilities behaved
prudently. However, he clarified that the RCA isn't trying to
set a price per unit of gas. House Bill 280 provided direction
for the RCA, he noted. Mywving on to slide 13, which relates the
electric utilities infrastructure needs, he highlighted that the
Al aska Railbelt Electrical Gid Authority (REGA) Study of 2008
estimates [cunulative capital] investnent requirenents ranging
from$2.5 to $8.1 billion over the next 30 years. Mich of that

investnment is frontloaded over the next 10-15 years. Slide 14
relates the assunptions of the Railbelt Integrated Resource
Pl an. The pie chart on slide 15 illustrates the existing

installed Railbelt generation, which is mainly natural gas. The
chart on slide 16 relates the existing generation versus

proposed generation in the Railbelt. He noted that some of the
natural gas generation at the Beluga Field will be retired in
2014.

MR. PICKETT remarked that the state has set an aggressive goa
for renewabl e energy. However, the aforenentioned causes sone
issues from a regulatory perspective in ternms of firm versus
non-firm power supplies, the definition of which is related on
slide 17. Firm power, base |oad power, is power that a utility
can dispatch 24/7 365 days a year and it has a particul ar val ue.
Non-firm power s wunpredictable and has a different value

because the capital investnment for base |oad power can't be
di splaced with non-firm power; the [base |oad power] generation
has to remain in place. Wth adequate storage, hydro can be

included in the firm power portfolio because the reservoir would
be considered the battery. Therefore, hydro has a higher value
than a series of wndmlls that provide power only 30 percent of
the tine. In certain locations, the two can be conplinentary.
M. Pickett noved on to slide 18 entitled "Geater Railbelt
Energy & Transmi ssion Conpany (GRETC)" and infornmed the
commttee that although the legislature declined to do anything
with GRETC |ast year, the factors notivating and propelling it
remain. In fact, five of the utilities in the Railbelt formed a
generation and transm ssion cooperative that is authorized under
current statute. The RCA will review various projects in the
future. He opined that [GRETC] can |imt redundancies, achieve
economes of scale, and be a wuseful long-term planning and
execution vehicle. Slide 20 reiterates continuing Railbelt
energy issues. Slides 21-22 provide a brief overview of the PCE
program which the conmttee has already discussed.

8:50: 04 AM
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MR. PICKETT, referring to slide 23, infornmed the commttee that
the RCA has a nunber of federal nandates, such as the Energy

Policy Act of 2005. The aforenentioned act required state
regulatory authorities to consider adoption of five new
st andar ds. The basic notivation of the aforenentioned act was

to encourage the developnent of small and alternative energy
sources. The standards the RCA addressed are listed on slide 24
and include net netering, fuel sources, fossil fuel generation
ef ficiency, demand response and tine-based netering, and
i nt erconnection standards. After the RCA opened a rule-nmaking
docket on the aforementioned, the RCA declined to adopt any of
the federal standards as they stood because they didn't fit
Al aska wel | .

8:51: 04 AM

REPRESENTATI VE GARDNER requested an explanation of denmand
response and time-based netering.

MR. PICKETT nentioned the smart grid and smart neter and rel ated
that the idea is to get technology and the systemto a point at
which it's nore feasible to have nore dynamc pricing

Therefore, it may be based on the tine of day when the
generation resources are available but underutilized, such as in
the mddle of the night, and a price signal is provided to
consuners to make decisions. In response to Representative
Austerman, M. Pickett pointed out that forthcomng slides wll
di scuss net netering in Al aska.

8:52:40 AM

MR. PICKETT reiterated that the RCA declined to adopt any of the
federal standards. However, based on the proceedings over a
two-year period it was obvious that there was a high |evel of
i nt erest in net nmetering and interconnection standards.
Therefore, the RCA opened rule-making dockets for those two
st andar ds. In response to Representative Foster, M. Pickett

stated that in the 2005 federal act there are no ranifications
for the RCA not adopting the standards.

8:53:40 AM

MR. PICKETT, continuing his presentation, directed attention to
slide 26, which references the two dockets the RCA opened to
consider net netering and interconnection standards. Wth
docket R-09-1, net netering, the RCA tried to create an Al aska
rule that woul d encourage [the devel opnent of distributed small -
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scal e renewabl e generation, while namintaining system integrity
and fairly apportioning costs anong consuners and
consuner/ producers]. He opined that although the RCA's goals in
t hese dockets are essentially the sane as those of the federal
standards, the federal standards are too restrictive for the

conditions in Al aska. The RCA approved the net netering
regul ations and the effective date on those regul ations was June
16, 2010. The regulations apply to economcally regulated

utilities with total retail sales of 5 mllion kW or nore and
the affected wutilities are required to interconnect wth
eligible custoner generation systens. The aforenentioned
regul ations applied to about eight or so wutilities throughout
t he state.

8:54:32 AM

CHAIR MUNQZ asked if the aforenentioned regulations nean that
Representative A son's legislation is unnecessary.

MR. PICKETT related his understanding that Representative
O son's legislation is simlar to the RCA's regul ations, but he
wasn't sure of the sponsor's intent. Because the regulations
have been in effect |less than nine nonths and the utilities are
still filing their tariffs, it mght be appropriate to let the
regul ations go forward, especially since regulations are easier
to change than statute. |In further response to Chair Minoz, M.
Pickett rem nded the commttee that the regulations have a size
[imtation. Referring to slide 28, M. Pickett opined that this
net netering regulation is tightly contained. The problem is
that if there's a small utility and a sufficient surge of energy
at a point in the system it could cause stability issues wth
the system Rather than try to foresee all the possible
problens, it's better for a utility to determne the problens
and review the work the RCA perforned and adopt parts of it.
The larger utilities are better positioned to nmake [net
met eri ng] work. He noted that with the net netering docket
there was vigorous participation from an array of entities for
about a year.

8:57:04 AM

CHAIR MUNOZ surm sed then that the regulations are in place for
the larger utilities and individual consuners can partici pate.

MR. PICKETT confirnmed that to be the case, and added that many

of the larger utilities have already filed their tariff
provisions to inplenment these [regulations] with the RCA
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8:57:24 AM

MR. PICKETT, in response to Representative D ck, explained net
nmetering as follows. Many renewabl e energy producers produce an
anopunt of energy in excess of their needs, and therefore they
wanted the ability to sell that excess power back to the utility
and would either receive a credit on their bill or a check.
[ The RCA] created a formof credit on the bills.

8:58:45 AM

REPRESENTATI VE AUSTERVMAN returned to the portion of the
regul ations that apply to economcally regulated utilities with
total retail sales of 5 mllion kWh or nore and inquired as to
Kodi ak' s position.

MR. PICKETT answered that since Kodiak isn't economcally
regul ated, it's not mandated to participate [in net nmetering].

8:59:21 AM

REPRESENTATI VE FOSTER recalled M. Pickett's coments regarding
Representative Oson's net netering legislation and asked if
Representative A son's office has worked with the RCA

MR. PICKETT replied yes.
9: 00: 02 AM

REPRESENTATI VE AUSTERVAN surm sed then that since Kodiak is a
non regulated community, it would be up to the nenbers of the
cooperative to deci de.

VR. Pl CKETT agr eed W th Representati ve Aust erman’' s
under st andi ng, but added that the cooperative could review the
RCA' s regul ations and use them as a nodel .

9: 00: 36 AM

REPRESENTATIVE DICK opined that in his small village feeding
energy back into the power system wouldn't provide a savings to
anyone. He posed an exanple of a 25 kWh generator that burns 10
gallons at full I|oad, whereas at a half load it burns 9.5
gall ons. Therefore, punping energy back into the system doesn't
help because the pistons still have to turn and everyone's
electric bill would increase. Therefore, the benefit of feeding
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energy back into the system woul d depend upon whether the |arge
utility has the ability to save fuel as a [consuner] returns
energy to the system If there's no fuel savings, it seens to
just be an illusion of savings, he renarked.

MR. PICKETT acknow edged that there are elements of truth in
Representative Dick's comrents. Directing attention to slide
28, he pointed out that the net netering cap is very restrictive
cap as it's capped at 1.5 percent of the average retail denmand
for the entire system of that wutility. Furthernore, 25 kW was
t he maxi mnum size for any generation unit. M. Pickett opined
that [net nmetering] isn't going to have a significant inpact on
the operations of the six to seven largest utilities in the
state.

REPRESENTATIVE DICK surmsed that whether there 1is actual
savings or the illusion of savings is dependent upon the
generating systemof the main utility. The savings is dependent
upon whether that energy returned to the system causes the fue
the utility uses to provide energy decreases.

MR. PICKETT agreed that there is truth in that, and added that
savings would be related to the efficiency of the utility. The
University of Alaska's Center for the Study of Power has
received U S. Departnent of Agriculture (USDA) funds to study

wi nd-di esel hybrid systens in the Bush. The aforenmentioned is
appropriate because thus far mainly anecdotal information is
avai |l abl e. If the state is going to continue to give renewable

energy funds, the aforenentioned is the type of Dbaseline
information that's necessary.

9:03: 50 AM

MR.  PICKETT, returning to his presentation, directed the
conmittee's attention to slide 29 entitled "R-09-2
| nt erconnection Standards". Wth these new distributed
renewabl e sources, interconnection 1is «critical and greatly
concerns the utilities, he opined. Referring to slide 30, M.
Pickett informed the conmttee that the RCA will soon consider
draft interconnection regul ations. He then turned attention to

slides 31-33 regarding the Energy |ndependence and Security Act
of 2007 (ElSA). The new Public Uility Regulatory Policies Act
of 1978 (PURPA) standards in EISA include integrated resource
pl anning, rate design nodification to pronote energy efficiency
i nvestnments, consideration of smart grid investnent, and snart
grid information. The RCA opened a docket on the aforenentioned
and took comments through Decenber and the docket will be taken
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up at a public neeting in the near future. Referring to slide
34 entitled "Challenges Ahead for the RCA'", M. Pickett pointed
out the challenge of telecomunications. The RCA is involved
with the incunbent | ocal carriers that are economcally
regulated as well as the Federal Universal Service Fund (USF)
and provide certifications to the Federal Comruni cati ons
Comm ssion (FCC) annually. Most people don't realize the
significance of USF to the State of Al aska. However, he
highlighted that it's a subsidy approaching $200 nmillion per
year to support the state's tel econmunications system He noted
that the national broadband plan may have a significant inpact
on the telecomunications income stream if there 1is no
recognition as to Alaska's unique nature. He also nentioned the
challenge of mmjor capital investnents by utilities and the
struggling rural wutilities. He related his concern for the
struggling rural utilities, which he opined needs to be
addressed rather than waiting to address broken Jutility
equi pnent and systens].

9:06:17 AM

REPRESENTATI VE  SADDLER recal |l ed M . Pi ckett's testi nony
regarding the major capital investnments by utilities in the
amount of $8.5 billion over the next 15 years or so. He asked
if there 1is anticipation of other Jlarge investnents in
infrastructure for energy generation. He also asked whether
it's necessary to choose a direction in ternms of the type of new
capacity generation there will be and whether that wll drive

the mpjor capital investnents by utilities or are they fungible
what ever the source.

MR. PICKETT pointed out that the capital investnent anobunt to
whi ch Representative Saddler referred was from the AEA study.
M. Pickett then highlighted that utilities have to nake
decisions in real-time because there are real needs now. To
date, the state's energy plan or goals are nore aspirational in
nature rather than a plan of executable specific action steps
with tinmelines and dollar figures attached. If the state does
beconme involved in a major energy project and invests its own
resources in it, the nore tinmely such a decision is nade the
better in order to avoid potential utilities nmaking investnents
in the next few years that would ve potentially nade different
deci sions had other tracts been noving faster.

REPRESENTATI VE SADDLER surmsed then that the sooner the
decisions are nade, the better. However, the RCA has to make
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decisions based on the current situation or the reasonably
foreseeabl e future.

9:08: 10 AM

MR. PICKETT, returning to his presentation, characterized the
state's renewable energy goal as very aggressive and
aspirational . The state's goal of producing 50 percent of the

state's energy from renewable sources by 2025 could only be
achieved with a significant commtnent to |arge scale hydro, he
sai d. The Cook Inlet gas situation will remain a challenge.
Wth regard to the TAPS cases he nentioned earlier, the RCA has
j oi nt hearings wth the FERC in  Cctober to address
reconfiguration issues on TAPS and setting the tariff. Another
chal l enge is the continuing RCA staffing issues.

9:09: 07 AM

REPRESENTATI VE AUSTERMAN, referring to the pie chart on slide
15, directed attention to the Bradl ey Lake Hydro project and the
percentage of energy it supplies to the Railbelt. He then
suggested that the nenbers consider the Susitna Hydro project
and the potential energy it would ve supplied versus the Bradl ey

Lake Hydro project. Representative Austernman related that [the
pie chart] illustrates why one nust think 20-30 years in the
future. Still, he noted his appreciation for the Bradley Lake

Hydro project as it forced the Four Dam Pool hydro projects.

MR. PICKETT related that the Bradley Lake Hydro project is the
cheapest power in the portfolio of the utilities that invested
init.

9:10: 51 AM

REPRESENTATI VE SADDLER inquired as to the questions nenbers
should ask the FERC comm ssioners regarding the TAPS strategic
reconfiguration.

MR, PICKETT clarified that the FERC structure is very different
than that of the RCA as the FERC del egates a |ot of authority to
the admnistrative |aw judges. At this point in the
proceedi ngs, the FERC likely won't have a whole |lot of specific
information and have restrictions regarding what they can
di scuss in ternms of an open docket.

9:11: 58 AM
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CHAIR MUNCZ thanked M. Pickett for his help with a couple of
i ssues in Juneau. She then sought comment from M. Pickett
regarding the upcomng Alaska Electric Light & Power (AEL&P)
rate increase proposal.

MR, PICKETT clarified that he can't speak to any particular
facts or nerits of the case. However, he related that the RCA
decided to have the hearing in Juneau [the week of My 9th] and
is currently trying to find a suitable venue. Once the details
are avail able, those in Juneau will be inforned.

9:13: 07 AM

CHAIR MUNQZ nentioned the need for pay phones at sone points of
entry, such as ferry termnals and airports. She related her
under standi ng that the RCA has opened a docket on that issue.

MR. PICKETT said that the RCA opened a docket about a year ago
when the Al aska Communication Services (ACS) began renoving pay
phones. A simlar situation is occurring in Anchorage with the
removal of private pay phones that are owned by the telecom
company. After thorough research, it has been determ ned that
the RCA's authority is very limted by the FCC regarding what it
can do. The RCA will address this matter next week and nake a
determ nation going forward. He explained that public pay
phones are subsidized pay phones that are funded through sone
public fundi ng nechani sm As Chair Minoz nentioned, there may
be good reason to consider whether there should be a certain
nunber of public subsidized pay phones in certain |ocations.
Al though the docket hasn't vyet been opened, it wll be
consi dered next week.

9:15: 03 AM
ADJ OURNNMENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Conmmttee neeting was
adj ourned at 9:15 a. m
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