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ACTI ON NARRATI VE
8:04: 22 AM

CO CHAIR CHARI SSE M LLETT called the House Special Committee on
Energy neeting to order at 8:04 a.m Represent ati ves Hughes,
Nageak, |saacson, and MIllett were present at the call to order.
Represent ati ves Josephson and Foster arrived as the neeting was
i n progress.

HB 340- RCA: RAILBELT ELECTRIC UTILITY REPORT

8: 05: 09 AM

CO- CHAIR M LLETT announced that the only order of business would
be HOUSE BILL NO 340, "An Act directing the Regulatory
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Comm ssion of Alaska to provide a report to the legislature
relating to electrical transmssion in certain areas of the
state; and providing for an effective date.™

8: 06: 06 AM

BRADLEY EVANS, Chi ef Executive Oficer, Chugach Electric
Association, Inc. (Chugach), said HB 340 is visionary and
requires changes in the operations, governance, and fiduciary
controls of the utilities in the Railbelt. The bill calls for a
recommendation and a plan to be developed by the Regulatory
Comm ssion of Alaska (RCA) which would require RCA to establish
a record with the participation of the utilities. The plan and
recommendation would then be  brought back before the
| egi sl ature, and he cautioned that inplenmenting the |egislation
would not be easy. M. Evans directed attention to the
Power Poi nt presentation entitled, "Railbelt |ndependent System
Qperator (1SO" and said the presentation would include a brief
overvi ew of independent system operators (1SGCs) and their place
in the electric industry, the present Railbelt grid, and how the
structure of an 1SO would work in the Railbelt. He began with a
statenment of support for the plan to form an independent entity,
sayi ng that support comes from the engi neers, mechanics, and the
governing board at Chugach. The aforenentioned independent
authority would neet the followng requirenents: hold authority
over the transmssion grid; provide nondiscrinmnatory open
access; adopt, mintain, and enforce reliability standards;
pl an, coordinate, and condition new facilities; establish a
single operator; and establish a universal transm ssion tariff
[slide 2].

8:10: 32 AM

REPRESENTATI VE NAGEAK asked whet her there has been "buy-in" from
the other operators within the Rail belt.

MR. EVANS stated that letters of support from nost of the

utilities in the Railbelt are in the commttee packet. A
uni versal transmssion tariff neans there would be one rate for
the entire system from Fairbanks to Honer. This would | ower

barriers in contract negotiations because the transm ssion grid
becones | ess conplex. Although there may be system constraints
to address, the universal tariff would be developed by RCA -
working with the industry - to service existing debt and perform
oper ati ons.
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REPRESENTATI VE | SAACSON asked how i ndependent utilities fit into
the wuniversal transmission tariff and economic dispatch as
envi si oned.

MR. EVANS expl ained that the universal transmission tariff cones
froma total of all costs divided by kilowatt (kW hours. The
utilities nust pay, thus econom c devel opnent and growh of the
electrical demand is helpful to reduce the tariff. For exanple,

providing a reliable power supply to a gold mne creates nore kW
hours to be divided into the cost of transm ssion, and |owering
the rate for all users.

8:14:10 AM

REPRESENTATI VE | SAACSON referred to the debt |oad of existing
utilities and posed a scenario in which one utility |ocated far
from a user can deliver electricity for less than a utility
| ocat ed near by. He inquired as to how econom c dispatch woul d
function in this case.

MR. EVANS said the user would issue a request for proposal (RFP)
for power supply and judge responses on their econom cs. He
stressed that a universal transmission tariff and an |1SO woul d
not nake an uneconom c project econom c, although they may | ower

some barriers. In further response to Representative |saacson
he clarified that the situation is the same for the utility -
even with the transmission costs out of the equation - the

| owest-cost electrical provider will be the nost attractive.

CO CHAIR | SAACSON noted that there has been sone negative
response to establishing an 1SO or a regulated transm ssion
conpany (TRANSCO due to the wutilities' existing debt service
He asked how a wutility would be able to conpete if it is
carrying a debt | oad.

MR. EVANS was not sure if the existing debt load is a barrier.
The transmi ssion charges could be nore or less, but adjustnents
are made during the transm ssion period when the benefits of a
unified system such as economc dispatch, reap operating
of fsets.

8:18: 08 AM
COCHAIR M LLETT offered to distribute to the conmttee research
on the Texas regional transm ssion organization (RTO that was

used as a nodel. She observed that HB 340 is the first step to
conplete the SO, which wll take many years.
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REPRESENTATI VE HUGHES asked how the bill evol ved.

COCHAIR MVLLETT recalled a RTO for the Railbelt has been
di scussed for about 15 years. The first tinme the utilities
worked together was on the Geater Railbelt Energy and
Transm ssion Corporation (GRETC) [House Bill 182, introduced in
the 26th Al aska State Legislature], which was not passed by the
| egi sl ature; however, HB 340 is based on a nore successful
nodel .

8:20:11 AM

MR. EVANS returned to Co-Chair Isaacson's question, adding that
additional barriers are the fears that the utilities will have
to pay nore, and that establishing an I SO neans there will be a
"l et-go" nonent, because an 1SO enters into the governing body
of an independent entity. In fact, the utilities will not be

alone in a governing position in an |SO He opined there are
two types who will argue against HB 340, those who feel they
will lose an econom ¢ advantage and those who fear change. M.
Evans assured the conmttee that existing costs would continue
to be paid under the I1SO system after a "slight rebal anci ng" by
RCA. He recalled that Chugach first investigated |SCs 25 years
ago when he looked at the history of 1SCs in the M dwest.
| ndependent System Qperators have proven to be reliable, and
after two years of study the best nodel was chosen. Slide 3 was
a map of 1SCs in the Lower 48 and Canada; the Texas nodel was
driven by independent wutilities and addressed simlar issues
such as congestion, access, and renewables. The Texas
organi zation was put in place by the Texas state |egislative
body, although 1S0s can be put in place by the Federal Energy
Regul at ory Comm ssion (FERC) [slide 4]. He explained that a RTO
and an [1SO are identical. Also, a significant difference
bet ween GRETC and HB 340 is that an | SO does not own any assets
or require assets to be transferred, as it is very difficult to
do so.

8:26: 46 AM

REPRESENTATI VE HUGHES observed that in Texas |SCs were formed by
the state legislature, and asked why Al aska utilities have not
pursued that path.

MR. EVANS explained that for the past 30 years, Chugach has had

| arge whol esal e power contracts and thus controlled 80 percent
of the grid; however, this situation is comng to an end.
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CO-CHAIR M LLETT added that Texas is simlar to Alaska in that
the utilities do not cross state or national boundaries, thus
there is one |legislature and one electrical grid involved.

MR. EVANS added that an organization that crosses state Ilines

becomes nore conplex - which is a situation Al aska can avoid -
and he noted that choosing an existing 1SO for a nodel is a
decision that will be nade |ater. He directed attention to
slide 4, which illustrated the characteristics of an 1SO as
follows: ensures nondiscrimnatory access; has possession of
operational authority for all of the facilities wunder its
control; has a regulatory conpact to facilitate RCA's

devel opment of one transmssion tariff; and |ooks at project
devel opnent to coordinate and plan new facilities across the
system

8:31: 38 AM

CO CHAIR | SAACSON asked about the inpact of an [1SO on fuel
surcharges and non-regul ated fees from each utility. He then
referred to the 1SOs planning of projects, and asked whether
transm ssion and generation projects would be included when the
| SO doesn't own assets, but the utilities do.

MR. EVANS answered that the 1SO | ooks at the inpact that a new
power project would have on the system and if there is a

negative inpact RCA wll question its approval for the recovery
of rates for the project; therefore, the 1SO creates a barrier
to "doing things wong" because projects will be part of a

public discussion. This type of public review is comon within
| ocal and state governance, but not in the electric industry.
Regardi ng generation, he said the |SO does not take into account
the type of fuel used by a power project, but only |ooks at the
effect the new generation will have on the grid. The econom cs
of the project are left to the devel oper. Regardi ng fuel
surcharges, M. Evans explained that fuel surcharges sonetines
have the purchase power conponent included and dependi ng on how
RCA inplenents the tariff, "all the bills that were being paid

for yesterday will be paid for tonmorrow, so it'll flow sonewhere
t hrough your bill."™ Further, if econom c dispatch is achieved,
fuel surcharges will go down.

8:38: 00 AM
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CO CHAI R | SAACSON pointed out there is already a charge on the
bill for RCA, and inquired as to whether utility customers wll
pay anot her charge for the | SO

MR. EVANS acknow edged there wll be a transition plan to
consi der the costs. Currently, many of the duties of the 1SO
are being handled by other entities, and are being paid for. He
opined the RCA's transition plan wll be part of the

recommendat i on mandat ed by HB 340.

CO-CHAIR M LLETT informed the commttee RCA is not avail able for
comments at this tine.

MR. EVANS concl uded that 1SO s are a proven solution for several

i nportant reasons, nost inportantly to maintain the utilities'

A" rating which Jlowers their borrowi ng cost for new
transm ssion projects [slide 5]. Additionally, 1SCs are common
t hroughout the Lower 48 and are scalable to the Railbelt in
Al aska.

8:42:13 AM

BRI AN HI CKEY, Executive Mnager, Gid Developnent, Chugach,
directed attention to slide 6, and pointed out key features of
the Railbelt interconnection, or grid, that covers the region
from Honer to Fairbanks. One key feature is that the three
| arge load centers on the Kenai Peninsula, in the Anchorage and
Mat anuska- Susitna (Mat-Su) area, and in Fairbanks, are connected
by single transm ssion lines, upon which all of the energy is
transmtted. He informed the conmttee a grid operates as a
single machine, for exanple, the generators at Bradley Lake and
at North Pole operate "locked in synchronism and respond to

changes in the demand for power anywhere in the Railbelt. The
"thin" transm ssion lines that connect the large |oad centers
are a cause for concern. In addition, at every nonent of the

day, electrical generation nust equal the denmand |oad because
t he energy cannot be stored, but nust be produced when required.
From 1985 to Decenber 2013, there were three vertically

i nt egrated utilities: Chugach, Gol den Val | ey El ectric
Associ ation (GVEA), and two areas of Anchorage Minicipal Light &
Power (M.&P). During that tinme, Chugach controlled economc

di spatch through a series of wholesale power agreenments wth
Honer Electric Association (HEA), and Matanuska Electric
Association, Inc. (MEA), and a non-firm energy agreenent wth
GVEA, except for the area controlled by M&P. There were
reliability "rules of the road" that had been enbodied in the
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Al aska Intertie Agreenent in 1985, and agreed to with voluntary
conpl i ance between the three operators. Later on in the '80s
and '90s there were other agreenents that allowed utilities
north of the Kenai Peninsula to access energy from Bradl ey Lake.
This was possible because Chugach provided dispatch for the
entire area, and the power did not have to travel the line to
Anchorage because Chugach displaced power from Bradley Lake to

serve the Kenai |oad, and generated other power for the
utilities located north. Therefore the line did not require
upgrading at that point in tine, even though the original Iline

was designed for a project one-tenth the capacity of the Bradley
Lake project [slide 7].

8:49: 45 AM

MR. H CKEY continued to slide 8, and stated that at the end of
2013 the whol esale contracts broke apart causing mjor changes.
Post 2014, there wll be five separate | oad-bal ancing
authorities: GVEA, Chugach, MEA, two areas for M&P, and HEA
This new situation requires nore coordination of |oad and
generation, and the previously agreed-to reliability rules are
no |onger effective. The Al aska Intertie Agreement was anended
in 2011 to inplenent open access, and other participants are
being invited to use the transm ssion system The addition of
new generation has put different stresses on the system such as
unecononi ¢  di spatch, reliability problens, and potential
bl ackout s. He noted that the Bradley Lake transm ssion access
congestion cones from the new generation by HEA, MEA, Chugach,
and ML&P that now has to travel on the single transm ssion line
and integrated planning is critical; in fact, the output from
Bradl ey Lake nmust now traverse the line from Kenai to Anchorage
and cannot do so under certain conditions which prevents |ow
cost and efficient power from being used. In addition,
i ndependent power producers (IPPs) want access to the system
whi ch requires coordination. M. Hickey described the savings
in infrastructure possible through reserve sharing, which kept
rates lower prior to 2014, but now will have to be recovered.
He related his extensive investigation of 1SOs in the Lower 48,
and advised that an 1SO is a good nodel to follow for the
Rai | belt because it would elimnate the five | oad-balancing
authorities and provide independent |ong-range planning [slide
9].

8:55:51 AM

CO-CHAIR M LLETT asked M. Hickey to describe the structure of
an | SO
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MR. HI CKEY explained that the utilities would remain intact with

di stribution | oads, service territories, and boar ds of
directors, and would still own the transm ssion facilities in
their service territories. The wutilities would not decide on

i nterregional planning because each utility would focus on its
own service territory, and would cede control of the operation
of the transm ssion system to an overarching entity that has no
assets. The new entity would econom cally dispatch the system
choosi ng the | owest cost generator.

CO CHAIR | SAACSON cautioned that in the future the Railbelt
transm ssion area will need to be expanded to Copper Valley and
Gennallen in a loop back to Anchorage. He asked if the 1SO
would facilitate expansion to acconplish greater economc
di spat ch.

MR. HI CKEY provided an exanple of how a wind farm was integrated
in West Texas. After given direction fromthe |egislative body,
t he Texas | SO studi ed the probl em and undertook the project.

8:59: 30 AM

REPRESENTATI VE HUGHES inquired how IPPs fit into the structure
of the |SO

MR. HI CKEY said IPPs and utilities are treated identically under
the proposed |1SO nodel; in fact, the 1SO studies the system and
determines how the |IPP wuld connect, wi t hout causi ng
reliability or congestion problenms along the grid, follow ng
protocols previously established by the stakehol der groups.

REPRESENTATI VE NAGEAK observed the state is considering building
a gas pipeline, which would provide a source of fuel and support
the formation of an | SO

MR. EVANS agreed that the construction of a gas pipeline is
fortuitous, al t hough  deci si ons have  not been made  on
conpression, or whether excess power can be sold to the grid.
Al ternatively, conpression on the gas pipeline could be
electrified by power from the grid. The 1SO would provide
greater flexibility so there would be I|ess angst over the
| ocation of interconnections and over tariffs. Anot her benefit
of an 1SO structure is that it facilitates econom c devel opnent,
as has been denonstrated in the Lower 48.

9:04: 36 AM
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MR. HI CKEY expl ai ned that pancake rates are |layers of costs; for
exanpl e, as power crosses individual power systens, individual
rates are charged each tinme and the rates pile up like a stack
of pancakes. Wth an 1SO structure, there is one single rate:
All of the transm ssion costs in the Railbelt are divided by all
of the kilowatt hours, and there is one rate charged to all.

CO- CHAIR | SAACSON asked who wll develop the rules for the
transm ssi on system

MR. HI CKEY said, wunder [ISO nodels, all of the stakeholders
participate in the devel opnent of the protocols to govern the
system which will take one to two years.

CO- CHAIR M LLETT added that followi ng the exanple of Texas, wth
the help of RCA, the legislature would appoint a board that
includes IPPs and utilities.

REPRESENTATI VE HUGHES asked whether rates are tied to distance
or the anmount of power transmtted.

9:08:24 AM

MR. HI CKEY advised that currently the rate is based on the
nunber of kilowatt hours noved across the system There is no
di stance charge, because the systemis "one single machine.” He
confirnmed that this is a "postage stanp rate ... you put a stanp
on a letter and it goes wherever it goes.”" M. Hickey returned
to the needs of the Railbelt which were illustrated on slide 9,
and restated the need for wuniversal reliability standards; an
i ndependent authority to enforce the rules; |ong-term planning
whi ch precipitates savings from econom c dispatch; and regiona
operations to support transfers of power from one region to the
next . Slide 10 illustrated the following Transm ssion
Chal | enges: transm ssion constraints that limt power transfer
and econom c dispatch; the business nodel for individual |oca
utilities and cooperatives does not notivate utilities to
devel op infrastructure beyond their i ndi vi dual service
territories thus preventing regional transnission projects or
econonmi ¢ di spatch; and multiple transmssion tariffs and
operating rules make interconnection uncertain. Slide 11 |isted
studies - beginning in 1998 - that have identified mllions of
dollars in savings from econom c dispatch by an 1SO M. Evans
cautioned that the emnent fragnentation of the system neans
costs will continue to increase.
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9:13:24 AM

CO CHAI R | SAACSON questioned whether there is the danger that HB
340 is just addi ng anot her study.

MR. EVANS acknow edged there is a danger; however, nany of the
i ssues have been addressed regarding asset transfers, the
governance nodel, the structure, and financing. He expressed
his hope that the governing boards of the utilities wake up to
the benefits of lowering the cost of power and achieving
reliability.

CO- CHAI R | SAACSON affirnmed that the previous studies lead in the
right direction, but may not offer a plan.

MR. EVANS said the studies go no further than exploring the ISO
concept and its effect on econom c dispatch. These studies are
not working business nobdels upon which to nmake a business
decision or to determne tariffs.

REPRESENTATI VE NAGEAK observed that HB 340 is a plan and a
concept .

MR. EVANS agreed that HB 340 calls for an actionable plan - not
a study - and tasks RCA to establish a record of need in order
to nmake a recommendation, based on need, which can be
i mpl enent ed.

9:16: 44 AM
REPRESENTATI VE NAGEAK stated his support for HB 340.

MR. EVANS directed attention to slide 12 which illustrated the
structure of an 1SO and its governing nodel. The organi zation
is support ed by st akehol ders such as cooperatives,
muni ci palities, the Alaska Energy Authority (AEA), investor-
owned utilities, |PPs, renewables, and others. He provided an
exanple wherein the 1SO governing board was established by a
formal hiring system because the board nenbers nust be very
knowl edgeable fromthe outset. Also, newto Alaska, is the role
for board nenbers to represent the interests of [|PPs and
renewabl es. The board will be self-sustaining and bal anced by
t he regul atory conpact.

COCHAIR M LLETT stressed that the state's goal of 50 percent

renewabl e energy by 2025, acknow edged by RCA, ensures that the
| PPs and renewabl es have a role.
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9:20: 30 AM

MR. EVANS shared the following vision of the Railbelt 1SO
st akehol der governance; under RCA jurisdiction; caretaker of
reliability and interconnection standards; plans and conditions
projects; enforces standards; has regulatory conpact; ensures
nondi scrim natory open access; develops tariff working wth RCA
responsible for reliability; and responsible for system econom c
di spatch [slide 13]. M. Evans restated that the |egislation
and path forward is through HB 340, which asks RCA to reconmend
a plan to the legislature by 1/1/2015 to establish an
i ndependent entity to provide a business structure and neet the
stated objectives [slide 14]. Furt her, part of t he
recommendation from RCA is to suggest the legislation and
statutory changes needed to inplenent the plan.

CO-CHAIR M LLETT pointed out the legislative change needed in
Texas was a subject of |engthy debate.

MR. EVANS opined there will be those who testify against the
bill. He closed with the summary illustrated on slide 15.

REPRESENTATI VE JOSEPHSON asked whether RCA has accepted the
change fromthe original report due date to 1/1/2015.

MR. EVANS said the new date is achievabl e because RCA' s task has
been clarified and fewer details are needed. He cautioned that
to wait [until 7/1/2015] during this time of transition would
add conplications if gas contracts are executed; however, he
deferred to the chair of RCA

COCHAIR MLLETT stated that she nade that change after
di scussions with RCA

9: 25: 46 AM

REPRESENTATI VE JOSEPHSON asked whether RCA should give the
Regul atory Affairs & Public Advocacy (RAPA), Departnent of Law,
an affirmative role in its action plan, or if consunmer needs are
protected by existing statutes.

MR. EVANS expressed his understanding that a consumer advocate
could be placed on the board or in another position. He
deferred to RCA to nmake a reconmendati on. He stated that there
is a general understanding that consunmer advocacy has a place in
t he new busi ness structure.
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9:27:23 AM

COCHAIR | SAACSON nmoved to adopt the proposed conmittee
substitute (CS) for HB 340, |abeled 28-LS1408\N, Naunman,
3/ 12/ 14, as the working draft.

9:28: 05 AM
CO- CHAIR M LLETT objected for the purpose of discussion

REPRESENTATI VE NAGEAK directed attention to the bill beginning
on page 2, line 13 which read:

(7) has the power to
(A) mandate the wuse of a nondiscrimnatory
el ectrical transm ssion system

REPRESENTATI VE NAGEAK asked for an explanation of the above
subpar agr aph.

MR. HI CKEY explained that the SO is responsible for short-term
reliability within the system and if - due to transm ssion
constraints - a generator nust be utilized that is not the |east
expensive, but is needed for reliability, the 1SO has the
authority to do so, because its order of dispatch is reliability
bef ore economi cs. The cost difference would be determ ned for
the higher cost generator and all the parties would share the
cost in order to preserve reliability.

9: 29: 58 AM

GENE THERRI AULT, Deputy Director, Statewde Energy Policy
Devel opnent, Alaska Energy Authority (AEA), Department  of
Commerce, Conmunity & Econom c Devel opnent, directed attention
to the PowerPoint presentation entitled, "Al aska Transm ssion
| ssues. " He said the distance of the Railbelt Transm ssion
System from Honer to Fairbanks is 580 mles, and the system
consists of a collection of independently-owned transm ssion
assets that |ink the Bradley Lake facility to the GVEA
distribution system in the Healy area [slide 2]. The Al aska
Transmi ssion System is a portion of the Railbelt system that
runs 170 mles fromWsilla to Healy that is owned by the state,

and is operated in conjunction with the utilities. Yet to be
resolved for the Railbelt Transm ssion System are governance and
infrastructure issues [slide 2]. Over the past two years, AEA

has expended $800,000 to conplete an economic review of the
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current system in order to determne how to increase the
capacity of the system and to benefit the consumer. The review
| ooked the infrastructure of the system in three segnents, the
first of which affects the southern end of the system at Bradl ey
Lake. Unconstraining Bradley Projects are needed to ensure that
Bradl ey Lake power can be transmtted to the utilities at the
times it is nost needed. The upgrades to the conponents needed
to increase the capacity and the reliability of the system are
estimated at [$402.2] mllion [slide 3].

9:34:15 AM

MR. THERRI AULT continued to the second segnent, Southcentral
Projects, which affect Chugach, MEA, and M&P in the Anchorage

bow area. In order to ship nore power along the system two
substations need upgrades, which are estimated to cost [$20.5]
mllion [slide 4. The third segnent was identified as Northern

Projects, which are located north of the Anchorage bow up to
the GVEA system and the total to increase capacity, ensure
generation, and facilitate IPPs in that portion is estimated to

cost [$480.7] mllion [slide 5]. He noted that AEA believes
that inprovenents to the system will enable the use of economc
dispatch and thereby notivate economc developnent in the
Rai | bel t.

CO CHAI R | SAACSON asked whether the inprovenents will grow into
a system that connects the Copper River Valley to GVEA in order
to provide power to develop the natural resources in the area.

MR. THERRI AULT acknow edged that providing links to the Copper
Ri ver Valley system have been studied. In fact, the present
effort to expand capacity in the Railbelt and to establish a
governance system would neke future expansion to the Copper
Val | ey easier because issues such the location of the actual
connecti on, reliability st andar ds, structure, and
synchroni zati on woul d be addressed.

CO CHAIR M LLETT asked whet her AEA supports HB 340.
9: 39: 08 AM

MR. THERRI AULT said yes, and spoke in support of the changes
proposed by the CS. However, the proposed legislation is a |low
threshold to attain and would not result in a final plan,
therefore, additional work by the legislature wll still be
needed. He returned to the presentation of the cost benefit
anal ysi s which assuned all of the proposed work was done by 2015
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[slide 6]. The total cost of all the inprovenents to the three
segments of the transmission systemis [$903.4] mllion [slide
7] . Slide 8 displayed the base assunptions nmade by the study:
capital expenditures (CAPEX) of $903 mllion; yearly operating
expenditures (OPEX) of the expanded system of $18.1 mllion,
based on an industry standard of 2 percent; interest rate of 5
percent; 30-year bonds; cost of output is spread over all of the
kil owatt hours produced; and an inflation factor of 2.5 percent.

9:42: 00 AM

CO CHAI R | SAACSON observed that narket prices and bonding ternmns
may change, and asked how these changes would affect the cost
benefit anal ysis.

MR. THERRI AULT answered that if costs go up, the potential
savings to consuners go down; however, he assured the conmttee
that AEA would be utilizing the backing of the state to secure
favorabl e financing and keep the overall costs down.

REPRESENTATI VE NAGEAK noted that the upgrades will be entirely
funded wth commercial rates and asked for an explanation.

MR. THERRI AULT said AEA's initial evaluation indicates that the

Rai | belt consunmers wll bear the expense, but once the
i nprovenents are paid for, the consunmers will realize a savings.
Al t hough AEA has estinmated savings will range from $146 mllion
to $241 nmllion, the utilities have estimated savings of $100
mllion. The nodel used by AEA to cal culate savings included
information from the wutilities; in addition, other scenarios
that reflected changes in demand | oad were expl ored. Even with

the potential <changes in demand |oad, annual savings are
estimated to be around $60 million throughout the Railbelt
system Also, the estimted savings are "hard dollar" fuel-cost
savi ngs, but other savings are possible; for exanple, saving on
expenses by avoi ding bl ackouts and by sharing spinning reserves.

9:46: 44 AM

MR. THERRI AULT continued to slide 10, which illustrated the net
effect on the cost of kilowatt hours after the inprovenents are
paid for. Depending on the type of financing, an average
consuner could save from $0.013 to $0.033 per kilowatt hour.
Slide 11 illustrated the costs of each of the three segnents
over 35 years, and the annual savings for consunmers in nom na
and 2013 doll ars. He stated that AEA believes the savings
justify the expenditures on the infrastructure, and savings wll
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be realized even if project costs increase. M. Therriault
cl osed his presentation, saying that AEA supports funding for a
nmore stream ined system of governance for the entire Railbelt
Transm ssion System conponents of which are owned by individual
utilities and the state. The existing intertie operates under
reliability standards that have been built for the operation of
the Alaska Transmi ssion System and the state has relied on
voluntary adherence to those standards by the utilities for the
rest of the system However, the lack of an entity to enforce
reliability standards is a problem when considering increasing
the capacity of the intertie. The state owns - through AEA -
the Bradl ey Lake system generation conponents, and a section of
the intertie, thus the |egislature nmust ensure that the consuner
receives the optinmm benefit from generation on the Kenai, so an

i nproved transm ssion system is needed. Further, AEA believes
the investnent in infrastructure and the acconmpanyi ng governance
system will facilitate econom c developnent, such as a large

mne, in the Railbelt [slide 12].
9:51:19 AM

REPRESENTATI VE JOSEPHSON asked whether there are funds in the
capi tal budget for enhancenent of the Railbelt interties.

MR. THERRI AULT answered at this tinme there is no noney in the
governor's budget for the proposed plan. In 2011, $56 mllion
was directed to the Railbelt system and AEA has been working
with the utilities to advise on how the allotnent has been spent
in order to handle specific problens within the system He
pointed out that policymkers may question the nethod of
governance for the system thus the portion of HB 340 that
addr esses governance woul d assure |legislators in that regard.

CO-CHAIR | SAACSON inquired as to how nuch of the $56 mllion
allotnment is still available to be put toward the abovenentioned
proj ect s.

MR. THERRI AULT answered that all of the $56 mllion has been

encunbered for projects by the utilities, under the guidance of
AEA.

COCHAIR | SAACSON surmsed the projects are Unconstraining
Bradl ey Projects, Quartz Lake, or in the Kenai area.

9:53: 24 AM
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MR. THERRI AULT advised that the suggested expenses in the
econom c review are "above and beyond the $56 nmillion that has
primarily already been spent.”

CO- CHAIR M LLETT recalled that in 2011 the governor vetoed about
one-half of the funds requested by the Alaska Railbelt
Cooperative Transm ssion and Electric Conpany (ARCTEC) for nine
projects, but did not veto specific projects. The reduced
all ocation flowed through AEA, thus AEA made the decisions on
whi ch projects to fund. The purpose of HB 340 is to establish a
governance body to advise so that agreed-to projects are fully
funded through the capital budget, and thus avoid regional
battl es.

MR. THERRI AULT added that the presentation was on the first part

of the econom c study; the second portion will ook at how to
stage the proposed projects over a 10-year build out. An 1SO
woul d be able to review advancing technology to save costs and
make recomendations year-to-year. He rem nded the conmttee

that the contractual arrangenents nmade between the utilities
over the years are expiring, and additional delay wll
necessitate that individual utilities execute contracts between

t hensel ves, which wll remove the current flexibility.
Furthernore, individual utility boards are |ooking at serving
their constituents, but the legislature has a larger
responsibility to the entire state. M. Therriault stressed

that nost of the utilities in the Railbelt agree that there nust
be a change to the structure of the system

9:58: 24 AM
CO-CHAIR | SAACSON returned attention to the cuts to the 2011

al |l ocation, and asked whether HB 340 woul d succeed if funds were
severely limted.

MR. THERRI AULT said, "it's not ... if we do 10 percent of the
investment we'll get 10 percent of the savings, it doesn't work
that way." The goal is to create a governance system and a

suite of funding tools that can assure progress from year one to
year ten. The state's support could vary, but the system would
have governance and financing ability tools in place to assure
pr ogr ess.

CO CHAI R | SAACSON surm sed the system of governance woul d enabl e

efficiencies, and asked what the charge to the consunmer woul d be
for the operation of the |ISO
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MR. THERRI AULT said he was unsure. Currently, there is sone
redundancy in the system which may cover the operation of the
| SO.

CO CHAI R | SAACSON suggested the savings from redundancy will be
di sproportionate.

MR. THERRI AULT agreed and observed that other areas [as
described by the | SO nodel s] have "phased in" the cost structure
and savings until all areas benefit. He cautioned that making
the investnent w thout changing the governance would not accrue
savi ngs for the consuner.

10: 02: 36 AM

STUART GOERI NG Assistant Attorney General, Commrercial and Fair
Busi ness Section, Cvil D vision (Anchorage), Departnent of Law,
representing RCA, offered to answer questions.

CO- CHAIR M LLETT pointed out that the fiscal note [identifier
HB340- DCCED- RCA- 03- 14- 14, prepared by RCA] was for $1 million
and asked why it was so high.

MR. GOERING said RCA reviewed the costs of previous studies in
order to conpare the scope of work required within the tinmefrane
mandated by HB 340. In further response to Co-Chair MIllett, he
said the $0.5 nmillion requested in Fiscal Year 2016 (FY 16) was
to accommobdate the July 15, FY 15 filing date of the report
which falls in the following fiscal year. Thus noving the date
pl aces the request all in FY 15. Oiginally, the due date would
fall across two fiscal years.

CO- CHAIR M LLETT then asked for RCA's position on HB 340.

10: 05: 08 AM

MR. GCERI NG advised that in order to take a position, RCA rmnust
convene an open neeting, discuss the matter, and take a vote of

the conm ssioners. In his experience, RCA has always been
responsive to requests from the |egislature that contain clear,
unanbi guous directions and adequate resources. In further

response to Co-Chair MIlett, he said he could not say what the
comi ssioners' concerns would be with the |anguage in HB 340,
but, speaking as an advisor to RCA, his concerns fall into two
cat egori es. First, the bill has a narrow scope and it appears
that sone prelimnary decisions have been nmade about the entity
created in the bill. Second, sone of the assunptions made in
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the bill are inconsistent with existing regulatory concepts and
need clarification. |If the legislature wishes to change the |aw
so that there is a different approach to an ISO than there is to
a general ratemaking proceeding in a regular utility or pipeline
matter, the change should be made explicitly.

CO- CHAIR M LLETT expressed her understanding that the authority
for RCA to oversee an |ISO would be an additional responsibility
that is not currently in statute.

MR. GOERING agreed, however, if the assunptions in the bill
inmplicitly change the way an entity is regulated, changes in

statute should follow He offered to assist the drafters -
wi thout making major changes in the wording of the bill - to
clarify that the bill does not intend to change the status quo.

CO- CHAIR M LLETT requested that M. Goering provide his witten
recommended changes to the co-chairs for consideration.

10: 09: 35 AM

JOE CGRIFFITH, General Manager, MEA, lauded the efforts of the
committee and the presenters. He said HB 340 is a heroic step
in the right direction, and urged for the passage of the bill as
soon as possible. The pursuit for a change to the Railbelt
Transm ssi on System has continued for 25 years. As the Railbelt
has changed, the creation of an 1SO will not be easy; although
at this time MEA and Chugach are working to create a TRANSCO
which will limt the nunber of area crossings needed to nobve

power. M. Giffith urged the commttee to act now.

10: 11: 33 AM

MARI LYN LELAND, Executive Director, Al aska Power Association
(APA), informed the commttee APA is the statewide trade
associ ation for t he el ectric utilities whi ch i ncl udes
cooperati ves, muni ci pal , and investor-owned utilities that

provi de power to over 500,000 Alaskans throughout the state.
Ms. Leland agreed that the idea of an |1SO has been tal ked about
and studied by the state and the utilities for many years. She
stated that in Decenber, 2013, the APA board of directors
unani nously passed a resolution asking the Alaska State
Legislature to support the efforts by the Railbelt electric
utilities to wunify the regional transm ssion system The
menbers of APA |ook forward to working with RCA and the
| egislature to create an | SO
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[ HB 340 was hel d over.]

10: 12: 55 AM

ADJ QURNVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 10:12 a.m
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