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ACTI ON NARRATI VE

10:17:34 AM

COCHAIR LIZ VAZQUEZ called the House Special Commttee on
Energy neeting to order at 10:17 a.m Representatives C aman,
Wbol , Nageak, Talerico, Tilton, Colver, and Vazquez were present
at the call to order.

PRESENTATI ON:  FI RST | NFRASTRUCTURE

10: 18: 50 AM

CO CHAIR VAZQUEZ announced that the first order of business
woul d be a PowerPoint presentation entitled, "Financing Energy
in Al aska," dated 1/29/15, by Steven Klein, Mnaging Principal,
First Infrastructure.

CO- CHAIR COLVER expressed his interest in hearing information
that may |l ead to | owering energy costs.

10: 20: 02 AM
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The commttee took a brief at ease.

10: 21: 46 AM

STEVEN KLEIN, Mnaging Principal, First Infrastructure, LLC
informed the commttee his conpany is an advising and consulting
firm based in New Jersey. Hi s presentation describes a concept
that is applicable in Al aska, and which has proven to be
feasible - it is a significant departure and innovative - but
not unprecedented. M. Klein acknow edged that Al aska is facing
severe fiscal challenges, however, this is the tine to invest in

Al aska's future economic well-being. 1In order to finance energy
infrastructure, the prerequisites of conprehensive econonic
devel opnment are: the identification of conparative economc

advant ages; private capital for investnment to leverage |limted
state dollars; infrastructure necessary to support devel opnent
including roads, ports, power, energy transm ssion, energy
distribution, energy production, and telecomunications. He
stated that infrastructure devel opnment nust be the priority as
it is a driving force, and the lack thereof is the nost
significant hurdle that prevents or slows econom c devel opnent.

10: 25: 08 AM

MR. KLEIN explained that infrastructure is nost often a public
sector undertaking; on the other hand, when public funds are

scarce, private capital can be utilized. In this process - in
which the state's role is critical - the prerequisites of
private capi tal are: a st abl e, t ranspar ent politica
environment; mnimal political interference in the investnent

process; and a public commtnent. As background information, he
noted that the energy fund narketplace is growi ng donestically

and internationally; in fact, infrastructure and energy funds
are a large and growng category of I nvest ment anong
institutional investors. However, to attract investnent, the
state nust establish the proper framework and incentives. For

exanple, a state-sponsored effort to attract investnment could
involve the Alaska Industrial Developnent & Export Authority
(Al DEA) , Depar t ment of Conmmer ce, Communi ty & Econom c
Devel opnent (DCCED), and he provided a conceptual outline. M.
Klein disclosed that he is a paid consultant to AIDEA on a
nunber of projects, but at this hearing he was not representing
AIDEA, and his remarks are his own. M. Kl ein advised that
AIDEA is the state's econom c devel opment arm and is equipped to
provide the state's financial contribution by sponsoring
financial feasibility, strategic planning, and start-up efforts
that are needed. In addition, AIDEA s strong bal ance sheet can

HOUSE ENE COWM TTEE - 3- January 29, 2015



support this effort. He noted that AIDEA is in a position to
form a separate entity, and holds the statutory legal authority

to form subsidiary corporations. Form ng a separate entity is
critical to provide transparency and status which would attract
|l ong-term private capital i nvest ment . For the funding
structure, he proposed AIDEA dedicate funds in a subordinated
investnment in a fund of approved projects. The "subordi nated
| ayer” assunmes increnental risk beyond that of private

investors, and serves to induce private capital investnents in
Al aska. M. Kl ein briefly described a simlar fund in M chigan
that was fornmed from an initial subordi nated investnent

contribution of $20 mllion from the state. Subsequently, the
investment fund raised nore than $40 million in private capital.
In consideration of the projects needed in Al aska, he
recommended that AlIDEA dedicate $50 mllion contingent upon the

successful raising of at least four tines that anount in the
private market.

10: 32: 25 AM

VR. KLEIN provided the following key principles of an
infrastructure fund that wuld be acceptable to private
i nvestors:

e Must nust be privately operated and governed.
e Mist commit to achieve market returns for its investors.

* Representatives of the state or AIDEA would sit on the
board of directors, but the mpjority of the directors and
the investnent commttee nust be fromthe private sector.

* Investnent decisions nust be nmade inpartially on their
merits, without political considerations in accordance with
the dual objectives of achieving devel opnent needed for
Al aska and produci ng nmarket returns.

* The investnment team nust be professionals in the industry.

e Must be authorized to nmke both equity and subordinated
debt investnents in worthy projects.

e Fund termcomensurate with the life of its investnent.

MR. KLEIN said the aforenentioned are the first steps to
creating a fund to address the long-term capital needs for
energy and infrastructure devel opnent; however, the fund would
not solve the near-termfiscal situation. He concluded that the
organi zation of the fund, raising noney, and review ng projects
are estimated to take one year, but work can begin now to create
a future for Al aska |ess dependent on the demand for fossil fuel
and nore on broadl y-based econom c devel opnent activity.
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10: 36: 14 AM

The comm ttee took an at ease from 10:36 a.m to 10:41 a. m

PRESENTATI ON: RENEWABLE ENERGY ALASKA PRQJECT

10: 42: 07 AM

CO CHAI R VAZQUEZ announced that the next order of business would
be a presentation by Chris Rose, Executive Director, Renewable
Energy Al aska Project.

10: 41: 45 AM

CHRI S ROSE, Executive Director, Renewable Energy Al aska Project
(REAP), said his presentation would explain why an independent
system operator (1SO for the Railbelt is inportant to renewable

energy in Al aska. He informed the conmttee that REAP is a
coalition of over 80 organi zations, including electric
utilities, independent power producers (IPPs), businesses, and

ot her non-governnental agencies, and has been the state's only
organi zati on focused on renewable energy and energy efficiency

since 2004. To explain sonme of the benefits of renewable
electricity, he recalled that in 2010, the |egislature passed
House Bill 306, which created a 50 percent renewable electricity
goal . Al so, renewable electricity is a hedge against rising
fuel prices. For exanple, Anchorage has a lot of natural gas-
fired generation; however, the gas [purchase] contracts do not
extend beyond 2019. Regardl ess of the anmount of fossil fuel

avai l abl e, there are uncertain prices in the future; therefore,
conpani es around the world are hedging against rising prices by
using renewabl e energy. Furthernore, the cost of renewable
energy technology is now approaching parity with other sources
of energy such as coal and natural gas. In fact, the cost of
electricity generated by wind turbines has dropped from $0.90
per Kkilowatt hour (kW) to $0.3 in parts of the M dwest. | owa
and South Dakota both produced nore than 25 percent of their
electricity from wnd; Alaska produces less than 1 percent.

Regarding the instantaneous penetration into a state's
el ectrical grid, Colorado has had 60 percent electrical power on
the grid at one tine and Texas 39 percent. Denmar k, Spain, and

Portugal have denonstrated that it is possible to put a lot of
wind energy on an electrical grid and not suffer unreliability.
In the Lower 48, 60,000 negawatts (MN of w nd power have been
added to a grid without additional commercial storage. This is
possi bl e because there is flexibility in the grid. He pointed
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out that the costs of integrating wind are about $0.005 per kW

in the Lower 48. Gid system flexibility is the result of a
| arge balancing area in which to utilize different sources of
power . Uilities often adjust for the wunpredictability of
electrical demand thus the wvariability of wnd - and the
variability in demand - cancel each other out within a bal ancing
ar ea. However, in the Railbelt, the transm ssion system is
small and "islanded." Furthernore, the system is constrained
and is not one balancing area, but four. There are six

utilities operating an average annual |oad of 600 MW - which
woul d equal one small power plant in the Lower 48 - wth four
bal anci ng areas and seven owners, thus integrating wind is nore
difficult.

10: 46: 46 AM

MR ROSE, in response to Co-Chair Vazquez, explained that a
bal ancing area is an area wthin which a wutility that 1is
bal anci ng the supply and demand of electricity, as well as |oad
and supply. A bigger balancing area has nore sources of
generation and a variety of demands, or | oads. In a small
village it is harder to balance wi nd generation w thout storage;
Kodi ak has a population of 8,000 - a small balancing area - but
they have 9 MWV of wind on the grid and battery storage. Slide
5, entitled "Alaska's Energy Infrastructure" illustrated the
grid between Homer and Fairbanks; there is a bottleneck on the
Kenai Peninsula which |imts the anount of power to Anchorage at
75 MN and another at WIllow which limts the anmount of power at
80 MW Barriers to renewables in the Railbelt are not driven by
technol ogy, but by policy, operations, and contracts; in fact,
there are already dispatchable potential renewable resources in
the Railbelt such as hydroelectric (hydro), geothermal, and
wi nd, which is the resource waiting to get into the grid right
now.

10: 49: 25 AM

CO CHAIR COLVER surm sed the concept of an 1SO is to drop the
barriers that exist due to trade and business considerations,
but the cost of mnmmintaining transmssion is a cost to each
utility's consuners. A regional system would increase the
econony of scale by using one utility for financing, operating,
and nmai ntenance, which is a nore efficient use of the sources of
power .
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MR. ROSE agreed that efficiency is a big factor; however, his
presentation addresses transmission and not unifying the
generation of power.

CO- CHAI R COLVER observed that constrai nts cost consuners.
VR. ROSE opined the utilities work very well t oget her

operationally, although there is not one entity running the
entire grid. An ISO is also known as a unified system operator

(USO . The Alaska Energy Authority (AEA), Departnent of
Comerce, Community & Econonmic Devel opnent (DCCED), spent $1
mllion on a study that supported a regional resource plan,

regi onal generation planning, and regional transm ssion planning
for the Railbelt, and he stated his organization's support for
regional transmi ssion planning that separates transm ssion from
gener ati on. O her issues in the Railbelt that are related to
renewabl es are as foll ows:

e In the Lower 48, there are demand response resources that
utilities can pay to shut off power and bal ance the | oad
for renewabl es.

e Ranp rates are too low to allow the Bradley Lake
Hydroel ectric Project (Bradley Lake) to be used as a
battery to store wi nd energy.

e Take or pay fuel <contracts for natural gas contracts
direct that utilities pay for natural gas even when it is
di spl aced by wi nd or other renewabl es.

« Ad hoc roles of engagenent for |IPPs nean there are no
mar ket rules for |PPs.

* No mandate for integrated resource planning.

* No Feder al Ener gy Regul at ory Commi ssi on ( FERO)
jurisdiction.

MR. ROSE described the wind system on Fire Island that has 11
t ur bi nes. Chugach Electric Association, Inc. (CEA) bought the
power from Fire Island Wnd at the flat rate of 9.7 cents per
kWwh for 25 years. Cook Inlet Region Inc. (CIRI) owns Fire
Island Wnd and has room for 54 turbines, but could not sell
that nuch power after negotiating with nultiple entities. The
Regul atory Commission of Alaska (RCA) approved the power
purchase agreenent; however, although CIR used federal tax
credits to build Phase 1 turbines, it has given up trying to
expand to Phase 2, resulting in a potential [oss of $100 million
of local economc activity. GColden Valley Electric Association
(GVEA) was going to pay 6.3 cents per kW, but after
transm ssion by three utilities, the cost to consuners would
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have been over 20 cents per kWh. He said this is a great
exanple of the need for an 1SO and a wuniversal transm ssion
tariff.

10: 56: 09 AM

COCHAIR VAZQUEZ asked for the boundaries of the Railbelt
utilities.

MR. ROSE answered that Homer Electric Association (HEA) is in
the south and serves the Kenai Peninsula; CEA serves parts of
t he Kenai Peninsul a; Anchorage Muinicipal Light & Power (M&P) is
m dt own and downtown Anchorage; WMatanuska Electric Association
(MEA) starts at Eagle R ver and goes north past Wasilla; GVEA is
at the very end; and then service by the municipal utility of
the Gty of Seward. Currently, there are opportunities for the
Rai | bel t: the utilities have spent over $1 billion on new
nat ural gas generation which provides flexibility to do nore; it
is possible to do sonme transm ssion system upgrades and to
create an 1SO Therefore, REAP has reviewed this situation
extensively and supports the follow ng seven | SO principl es:

A non-profit, non-asset-owning entity governed by an

inpartial, diverse, and independent group of stakehol ders

not dom nated by utility conpani es.

* Mandatory participation of all six utilities.

e (Operational authority over the transm ssion system - but
not the generation system- and regional planning.

* Operational authority over reliability rules for the entire
grid.

» Create a wuniversal transmssion tariff that would be

transparent and that would not nultiply or "pancake" one

rate on top of the other.

e Provide econom c dispatch for efficiency.
* Regul ated by RCA

MR. ROSE said an inportant part of a systemis a transm ssion
conpany (TRANSCO), which is an entity that would own, operate,
mai ntai n, and upgrade transmission lines within the constraints
of the 1SO A TRANSCO nust be under the direction of an |ISO and
would be a for-profit entity that would gain a regulated rate of
return on its investnent in building transm ssion. He
recoomended that the legislature agree to a set of SO
principles and send a clear signal to RCA that its intent is for
RCA to establish an 1SO M. Rose concluded that having nore
renewables in the electrical grid nakes sense; for exanple,
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Norway 1is a gas producer, but has 98 percent renewable
electricity on its grid; Alaska can too, and thereby decrease
its wuse of fossil fuel inports, stabilize energy prices,
di versify the econony, and create jobs.

11: 02: 27 AM

REPRESENTATIVE WOOL surmised in order to introduce nore
renewables the transmssion grid nust be nore unified. He
guestioned whether a nobre robust and accessible grid would
alleviate the problem of the unreliability of wind generation in
Fai r banks.

MR. ROSE responded that increasing the capacity of the grid and
one dispatcher make the balancing area bigger, and areas wth
hi gh penetration have many wind farnms from which to draw power.
I n addition, neteorologists can now predict w nd events.

REPRESENTATI VE WOOL asked whether individual utilities, or
others, are currently responsible for infrastructure to correct
bottl enecks on the grid.

MR. ROSE said that is a good question. The state has built a
ot of transm ssion and sonme is owned by utilities. There has
been a failed attenpt to build a bigger power line on the Kena
Peninsula, and he is aware of a proposed alternative route for a
hi gh voltage direct current (DC) cable from N ki ski to Bel uga.

CO CHAIR VAZQUEZ asked for Alaska's hydro potential, conpared
wi th other states.

MR. ROSE answered that Al aska has the npbst untapped potenti al

for hydro; however, there is a limt to what is realistic
because of its lack of proximty to transmssion, wth the
exception of Southeast. Hydro is a long-term investnent that
requires certainty and predictability. In further response to
Co- Chair Vazquez, he said geothermal is a great resource if
avai l abl e because it is base |oad, dispatchable, and is |ower
mai nt enance than coal, nuclear, or natural gas plants. M.

Spurr is a good prospect for geothernal

11: 07: 15 AM

The commttee took an at ease from11:07 a.m to 11:10 a. m

PRESENTATI ON:  CHUGACH ELECTRI C ASSOCI ATI ON | NC

HOUSE ENE COWM TTEE - O- January 29, 2015



11:10: 50 AM

CO CHAIR VAZQUEZ announced that the final order of business
would be a presentation by Bradley Evans and Brian Hickey of
Chugach El ectric Associ ati on.

11:10: 55 AM

BRADLEY EVANS, Chi ef Executive Oficer, Chugach Electric
Association Inc. (CEA), said he would provide a PowerPoint
presentation entitled, "Status update on the Railbelt Unified
System Qperator (USO Initiative," which is a very significant
industry initiative under consideration in the Railbelt. | f
realized, the initiative would result in substantial savings to
consuners and woul d provide an opportunity for private financing
for infrastructure devel opnment and uniform open access, thereby
elimnating individual tariffs. | ndependent systens have built
up over the years in the Railbelt, but the system has grown to
the point where it needs to evolve. The CEA initiative calls
for a regulatory conpact through RCA leading to the devel opnent
of a universal tariff. He recalled that the initiative has been
presented to legislators, the Regulatory Conm ssion of Al aska
(RCA), utility boards, Renewable Energy Al aska Project (REAP),

state adm ni strators, t he Municipality of Anchor age,
Commonweal th North, and the public. The legislature also funded
an ongoing investigation on this matter by RCA He directed
attention to slide 2, entitled, "Railbelt Transm ssion,"” and

noted other entities that receive transmssion benefits are
Doyon Utilities, the University of Al aska Fairbanks power plant,
the mlitary, and independent power producers (IPPs); however,
the aforenmentioned are not "the utilities that would lead the
effort to do this.™

11:15:54 AM

REPRESENTATI VE WOCOL confirnmed that Val dez and d ennallen are off
the Rail belt system

MR. EVANS said correct. In further response to Representative
Wol , he said there is a capacity-sharing agreenent on
investnments made by the northern utilities to the system that
est abl i shes pernmanent capacity rights to nobve energy across the
Honer system M. Evans returned to the presentation, stating
that the Railbelt is changing fromits historical environnment of

stability. In the early '80s, the state invested $89 mllion in
the Alaska Intertie which connected two nmjor generating
utilities in Southcentral wth Fairbanks. Now there are five
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maj or generation and transm ssion utilities, the operations of
which would be enhanced by a single organization that is

technically experienced and stakeholder driven. Furt her nore,
with a single uniform transmssion rate, there could be a
business structure that supports private investnent in

transm ssion infrastructure. He characterized one difficulty is
paying for the <connection between territories; a utility's
busi ness nodel does not support financing that type of
transm ssion by rate recovery. In addition, CEA believes
consi stent and non-di scrimnatory open access transm ssion rules
are needed along with a regional approach to reliability. Slide
4, entitled "Railbelt 1985-2013" illustrated the |oad-bal ancing
areas of the three utilities. During this time period the
utilities voluntarily adopted reliability, oper ati ng, and
pl anning standards as part of the Alaska Intertie Agreenent,
using a nodel from the Lower 48. O her actions were: Bradley
Lake Agreenments with transm ssion access; the Northern Intertie;
t he Anchorage Loop. Throughout this time period the region was
stable, wthout a lot of developnment, and CEA economcally
di spatched nost of the Railbelt system Hi storically, a lot of
econom cal dispatch was occurring, until now. Slide 5,
entitled, "Current Railbelt structure” illustrated the nore
fractured areas of responsibility and econom c dispatch zones

al t hough sone economic transfers help utilities, the systemis
not unified and thus the transfers are not as effective as
possible. One requirenent of a unified system operator (USO is
t he achi evenent of econom c dispatch across the systemto ensure
substantial cost savings to balance the cost of new investnent.
Adding to the exanples of barriers on the present system that
were nentioned by the previous speaker, he said in addition to
the added costs of "pancaking,"” it is difficult to negotiate
contracts with nmultiple utilities "today in this fractured
system™

11: 23:25 AM

MR. EVANS directed attention to slide 6 entitled,
"Inefficiencies of current structure,” and pointed out there is
no business case for the regional expansion of transm ssion,
whi ch  has nmeant there is underi nvest nent in regional
i nfrastructure. There is a loss of regional econoni ¢
opportunities; for exanple, energy from the Al aska Intertie was
necessary for the devel opnment of the Fort Knox Gold M ne, which
is estimated to have a $3 billion econom c inpact to Fairbanks.
He expressed CEA's concern about the econony, jobs, and further
enterprises which may be lost due to a |lack of power. Anot her
problem as a result of the fracturing of electric utilities, is
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that a | ot of generation has been built - which was not done on
a regional basis - and that has created transm ssion congestion.
For exanple, the transm ssion congestion at Bradley Lake Hydro
limts the access of the northern utilities to the state's

bi ggest renewabl e resource. He said, "But there's no business
nmodel, and no way for ne to make the investnent to unconstrain
it - it doesn't exist - it, it's a dogfight down at the
[ Regul atory Commi ssion of Alaska]...." M. Evans acknow edged

that RCA's workload is increased because of the inefficiency of
the current structure. He returned to CEA s proposal of a USO
and said it was "pretty well synchronized" with that of REAP,
although from a different perspective. Attributes of a USO
i ncl ude:

» stakehol der governance

* ensures systemw de economi c di spatch

* the engine of a systemw de transm ssion rate

* elimnates congestion which limts the use of resources

e enables a greater investnment in transmssion through a
universal tariff if the cost is borne by all who receive
benefits from econom ¢ devel opnent

11:29: 29 AM

BRI AN HI CKEY, Executive Mnager, Gid Developnent, Chugach
Electric Association, Inc. (CEA), informed the commttee he
woul d provide an update on four topics, including the current

status of the initiative. M. H ckey stressed that the intertie
benefits are regional and thus do not accrue to only one of the
six vertically-integrated utilities; sharing of regional costs
creates the uncertainty that prevents the developnent of
i nterregional projects. He advised that his presentation
i ncludes nunbers that are "directionally correct, they' re based
on a very conplex production cost and nodel where we evaluate
all of the wvariables, fuel cost, generation availability,
transm ssion constraints, outages - scheduled and forced - and
we evaluate all of those against a series of sensitivities."
Sensitivities could include the loss of a large conmercial user
or the loss of a |arge generator. After being run through a
nodel, the nunbers presented were for a single test year,
considering that the assets would have a 40-50 year life. A
study by the Alaska Energy Authority (AEA), Departnent of
Commerce, Conmunity & Econom c Devel opnent, indicated benefits
in a range from $75 mllion to $210 million; however, the CEA
study indicated benefits from $75 million to $140 nmillion in
annual fuel savings based on an econonic dispatch scenario.
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Wthout any inmprovenents to the system CEA believes there is
approximately $50 nmillion in benefits and approximtely $50
mllion annually in Railbelt transm ssion costs. He cautioned
that one problem with the economic nodel is that the benefit is
a savings in fuel, but projects cannot be financed by savings.
The wuniversal tariff and rate structure are needed so that
utilities can collect noney to pay for the investnents that save
noney. He stressed that the projected savings are using the
current Railbelt system but dispatched by a USO The system
proposed by AEA - which included a second |ine between Anchorage

and the Kenai Peninsula, and a second line to Fairbanks - is
estimated to cost $880 million.
11: 34: 48 AM

MR HI CKEY continued to explain that an $880 million investnent
over 40 years equals out to a cost of $80-$90 million per year
over a building period of 10-15 years; conpared to an econonic
benefit between $75-$140 mllion per year, the decision to build
i's questionabl e. However, there are the additional benefits of
econoni ¢ devel opnent associated with |ower cost power, such as
construction jobs and construction, and the increased resilience

of the grid. He then described the current limtations to the
grid. In order to acconplish its proposal, CEA |ooked to
i ndependent system operators (1SGs) and regional transm ssion
organi zations (RTGs) in the Lower 48. These systens are a
product of the Federal Energy Regulatory Comm ssion (FERC) and
operate over a region with a universal tariff. Texas is a good
nodel for Alaska because it is a non-FERC regulated |SO He

expl ained CEA prefers a USO system over an |SO system because
ISCs and RTGs in the Lower 48 have a conpetitive commodities
mar ket function, and Al aska does not have conpetitive markets.
Furthernore, the Texas nodel is nmandated by the state public
utilities comm ssion (PUC). He advised that the key to the
financial side of the initiative is the regulatory contract,
which is the assignnment of authority to the USO by RCA to
adm nister the universal tariff. Also, the USO is required to
ensure econom c dispatch, which neans wusing the next nost
efficient megawatt generated every mnute of the day in the

entire region. The regulatory conmpact would al so require non-
discrimnatory open access, a comon set of reliability
standards, long-term planning in interconnection protocols,

reliability conpliance, plan projects, and condition projects.
On the other hand, RCA nust recognize and incorporate the
st andards and protocols devel oped by the USO In addition, RCA
would have to ensure tinely cost recovery which requires the
recovery of debt before the conpletion of a project, or what is
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known as a forward-looking rate structure. Finally, RCA nust
ensure a fair distribution of know edgeabl e stakehol ders on the
USO board of directors. A general USO organization chart
i ndi cated the USO between RCA and various entities (slide 16).

11:41: 40 AM

MR. HICKEY turned to the current status of the initiative and
informed the commttee the Alaska Railbelt Cooperative
Transm ssion Electrical & Electric Conmpany, Inc. (ARCTEC) is
conprised of four wutilities that have organized to address
regi onal issues. The group is planning to reach non-utility
st akehol ders such as REAP, industrials, and comunity economc
devel opnent groups in order to develop the scope on the facets
of the USO to present to RCA O her awaited items are the RCA
report and upcoming directions from RCA requesting statutory
changes to regul ations. M. Hickey concluded that nunerous
resolutions in support of the concept of a USO have been passed,
and this is the tine to coalesce ideas into a single vision

although AEA's ability to transfer state assets into the USO
woul d have to be addressed.

11:44: 05 AM

UNI DENTI FI ED SPEAKER (I ndi sc.)

MR HCKEY said it 1is a fact that vertically-integrated
utilities have their own service territory and are nmandated to
serve their consunmers under a fiduciary obligation; each utility
| ooks at its own business nodel. The issue is that there is no
busi ness nodel for |ooking at regional generation.

UNI DENTI FI ED SPEAKER (I ndi sc.)
MR HCKEY said CEA has a 30 percent non-spinning reserve
requirenment and a 100 percent of the |argest single contingency

spi nning reserve requirenment in the Railbelt.

11: 45: 58 AM

REPRESENTATI VE WOOL assuned that nost of the utilities are in
favor of a USO

MR. HI CKEY acknow edged that the utilities may not have a conmon
vision, but there is nmovenent in that direction.
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REPRESENTATI VE WOOL observed sonme utilities would benefit nore
than others. He asked whether a centrally-located power
generator that has capacity is not in need of the grid as nuch
as ot hers.

MR. HI CKEY said correct. Sone wutilities have not paid for
transm ssion and sone would have nore benefit than others; this
has been at the root of stalemates on other occasions. In

further response to Representative Wol, he cautioned that a
nunber of generators are old and inefficient, thus there is not
an oversupply - but a noderate anount - of nodern and efficient
generati on.

REPRESENTATI VE WOOL surm sed using the nost efficient generation
all of the time would relieve the use of less efficient systens.
For exanple, Aurora Energy's coal power plant in Fairbanks may
not be needed.

MR. HI CKEY agreed, noting that there would need to be a second
power line north to do so. The benefit comes from being able to
use the nost efficient generator wherever it may be.

REPRESENTATIVE WOOL noted that the savings would cone from
ef ficient generation and t he costs from i ncreased
infrastructure.

MR. HI CKEY said nmintenance on existing Railbelt facilities is
about $48 mllion per year.

11:50: 51 AM

REPRESENTATI VE TALERI CO expressed his understanding that if
there is a single payer rate, |PPs have the opportunity to feed
power into the system however, his biggest concern is not
efficiency but cost because his constituents are struggling.
Some ol der facilities operate nore cheaply than newer
facilities, and he questioned whether the USO would have the
"ability to nake those decisions, as well."

MR. EVANS stated there is another factor to econonic dispatch;
efficiencies matter, but so does the cost of fuel. A |ess
efficient engine may run on cheaper fuel and the USO woul d make
t he nost econom c deci si on.

REPRESENTATI VE WOOL asked whether an IPP could easily introduce
power into a system pay a tariff, and sell its product.

HOUSE ENE COWM TTEE - 15- January 29, 2015



MR. EVANS said yes. An | PP using the "highway" system would
know what the access points are - and the cost - wthout
negotiating with five different entities. It is possible to
establish an RTO that is not nandated to do econom c dispatch
but this task has been added to the initiative "because that's
where the savings are.”

11:54: 12 AM

DUFF M TCHELL, Executive Director, Al aska |ndependent Power
Producers Association (Al PPA), addressed the "highway anal ogy”
of open access and non-discrimnation access. He pointed out
that Bradley Lake hydro is currently supplying power to Gol den
Valley Electric Association (GVEA) at |less than the $0.13-3$0.15
per kWh "pancake" rate that GVEA charged to Fire Island W nd.
M. Mtchell asked whether there would be a postage stanp rate
under the initiative. He said, "It's one thing to have open
access, it's another thing to go down the highway, and everybody
pays the sanme toll." M. Mtchell questioned whether the
saneness standard would be provided to all partici pants
regardless of their stature in the initial organization of the
uso

MR. HICKEY assured the committee the wuniversal tariff is a
common rate paid by everyone. He said he was not involved in
t he aforenmentioned negotiations; however, the Bradley Lake hydro
transfer rate contract was signed in 1987. He remarked:

However, in this wuniform system system operator
wor |l d, those contracts would have to go away and every
megawatt that noved woul d, every end-use custoner that
used a negawatt would pay a fixed rate for that
megawatt. So anyone that put their power on the grid,
there would be no, there is no wheeling rate to the
generators in this world. Wat there is is a charge
to every custoner in the Railbelt that is equal to the
power they use - the cost of the transm ssion system
di vided by the amount of power they use. And so it
takes the transm ssion system off of that table and
out of that negotiation, and that's why | believe the
i ndependent system oper at or s, t he regi ona
transm ssion organizations in the Lower 48 have been
so successful in facilitating econom c dispatch.

REPRESENTATI VE WOOL asked for an explanation of a ranp rate.
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MR. HI CKEY answered that the ranp rate is a physical feature of
a particular generator: how fast it can go fromno load to ful
|l oad. A m smatch between generation and | oad can cause out ages.

CO CHAIR VAZQUEZ said the desire of the commttee is to present
information to the community and stakeholders in order to "sol ve
sonme of the issues we've been dealing with for decades.™

11:58: 54 AM

ADJ QURNVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 11:58 a.m
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