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PCSI TI ON  STATEMENT: Speaking on behalf of Representative
Col ver, Co-Chair, House Special Comrittee on Energy, sponsor,
provi ded a PowerPoint presentation entitled, "Issues Associated
with an Independent Systens Operator [or Unified Systens
Qperator] Governing Electrical Transm ssion in the Railbelt Area
of Al aska," dated 2/2/16.

ACTI ON NARRATI VE

10:18: 36 AM

CO- CHAIR JI M COLVER cal |l ed the House Special Committee on Energy
neeting to order at 10:18 a.m Representati ves Col ver, Nageak,
Wol , and Talerico were present at the call to order.
Representatives Tilton and Claman arrived as the neeting was in
pr ogr ess.

HB 187- RAI LBELT ELECTRI CAL TRANSM SSI ON AUTH.

10: 18: 48 AM

CO CHAI R COLVER announced that the only order of business would
be HOUSE BILL NO 187, "An Act creating the Railbelt Electrical
Transm ssion Authority; and relating to the duties of the
Regul at ory Conmi ssion of Al aska."

10: 20: 00 AM

STEVE KONKEL, Staff, Representative Jim Colver, Al aska State
Legi sl ature, and staff to the House Special Commttee on Energy,
said he would address the issues of an independent systens
operator (1SO - and its alternative, a unified systens operator
(USO - along wth electrical transmssion issues in the
Rai | belt area of Al aska, as related to HB 187. He advi sed t hat
the foregoing subjects have been of great interest to the
Regul atory Comm ssion of Alaska (RCA) and the legislature for

the past two years. The topics of the presentation were as
foll ows: el ectrical transm ssion and region-w de generation;
utilities in the Railbelt area: four electrical cooperatives
and two nmunici pal utilities; previous studies on grid
unification; RCA report to the legislature issued on 6/30/15;
transm ssion conpany (Transco) proposal; independent systens

operator; wunified systems operator; benefits and chall enges of
| SO or USO nechanism for pooling and economi c dispatch [slide
1] . M. Konkel noted that the electrical wutilities in the
Rai | belt are connected by an integrated transmission line to
Gol den Valley Electric Association (GVEA), WMtanuska Electrical
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Association (MeA), Chugach Electric Association (CEA), Homer
El ectric Association (HEA), Anchorage Minicipal Light & Power
(M.&P) and [City of Seward, Seward Electric Systen] [slide 2].
Gid unification has been discussed since the passage of the
Public Uility Regulatory Policy Act of 1978 (PURPA) because of
the benefits to the electrical wutility industry garnered by
separating transm ssion and generation in the Lower 48; however,
in Alaska, the system differs. There have been studies of the
benefits of an integrated transm ssion system - known as a
Transco - and testinony frominterested parties was heard during
the 1/28/16 hearing on HB 187. He explained that a Transco
would either be a for-profit or a nonprofit entity whose nain
task would be to invest in transm ssion upgrades, planning,
construction, and mai ntenance [slide 3].

10: 23: 48 AM

REPRESENTATI VE WOOL asked whether a Transco can function in
either a for-profit or a nonprofit status.

MR. KONKEL advised that the proposals are submtted from
conpanies which are established as one or the other; for
exanpl e, the Anmerican Transm ssion Conpany (ATC) is a for-profit
conpany, and the Al aska Railbelt Cooperative Transn ssion and
El ectric Conpany (ARCTEC) have both submitted proposals. He
said, "It could be either for-profit or parts of it could be
for-profit, parts of it could be profit ... this would have to
be regulated by the RCA, and the RCA, if [the Transco] invested
additional nmoney in the Railbelt grid, would allow a rate of
return.”

REPRESENTATI VE WOOL expressed his understanding that ARCTEC is
not a transm ssion conpany but is a USO. However, the status of
"a Transco, a conpany that's going to ... build infrastructure
or, you know, inprove our transm ssion lines" is predeterm ned;
for exanple, ATCis a for-profit conpany.

MR. KONKEL agreed. He returned attention to slide 3, noting
that for the proposed Transco approach, financing is very
i mportant, and studies have shown that additional investnent is
needed to nove electricity through the service territories, and
the rate of return would be based on regulation by RCA M .
Konkel provided a brief history of recent activities related to
the generation of electricity in the Railbelt: in 2014 the
| egi sl ature appropriated $250,000 to RCA for a study which was
conpleted by the Al aska Center for Energy and Power (ACEP); RCA
sent a letter to the Alaska State Legislature on 6/30/15 which
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outlined five key findings and recommendations in terms of the
benefits of an integrated grid and econom c di spatch; benefits
of an integrated grid and econom c dispatch flow to consuners;
econonm ¢ dispatch as a direct result of PURPA saves consuners
mllions of dollars; PURPA has been updated; nondiscrimnatory

access to the grid is also an issue; maj or savings from grid
integration are estimated by ACEP to be $50 nmillion to $150
mllion, which is of great interest in this budget climate. In

addition, formng a Transco is an approach to grid integration,
and RCA set two deadlines: 9/30/15 for the first status report
from the wutilities, and [Decenber 31, 2015] for the second
status report. Both reports have been signed and subnmtted by
all of the utilities and are included in the commttee packet.
[ Regul atory Conmm ssion of Al aska] also expressed interest in the
concept of region-wide rmanagenent, planning, and integrated
resources planning, thus another deadline of 1/31/16 was set for
submttals related to recommendati ons conparing the concepts of
an 1SO to those of a USO M. Konkel rem nded the conmttee
that according to previous testinony, the key ternms for formng
an 1SO or a USO are "independence" and "governance" related to
whet her the menbers of the board of directors for either are
focused on the benefits for the region, or on specific service
territories [slide 4].

10: 30: 16 AM

CO-CHAIR COLVER asked for the difference between an |1SO and a
USoO.

MR. KONKEL opined there is a philosophical difference in the
anmount of utility representation on each respective board. A
USO board could consist of al | utilities and nenbers
representing the public interest; an |1SO envisions it would have
the capability to run a region-wide system wth the
participation of wutilities, but wthout wutilities having a
majority interest on the board.

CO CHAIR COLVER asked for an explanation of the briefings
requested by RCA, and its intent in this regard.

MR. KONKEL expl ai ned that RCA made findings and recomrendati ons.
The findings are that there are benefits from integration and
econoni ¢ dispatch which can be realized, and that RCA prefers
that the utilities working together develop a voluntary approach
to do so. However, RCA also said it would work wth the
| egi slature and the executive branch toward inplenmentation if
the voluntary approach does not make sufficient progress.
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Further, RCA expects to see - from the reports requested from
the utilities - the progress made by each and their
arrangenents.

CO- CHAIR COLVER opined barriers between the utilities are being
broken down and they are now looking for comon ground to
facilitate econom c dispatch

MR. KONKEL agreed that is true for sone. However, participation
from all of the parties is needed in order to nove power
t hroughout the system and to add renewable power where it is
needed.

REPRESENTATI VE WOOL surm sed independent power producers (IPPs)
will be included along with the utilities. He recalled that
recently sonme of the utilities downplayed the estimted savings
from econom c dispatch, and asked whether all of the utilities
agree that savings from economc dispatch could reach $50
mllion to $100 million

10: 35: 29 AM

MR. KONKEL expressed his understanding that all of wutilities,
ARCTEC, and ATC, agree with RCA that there are substantial
benefits from grid integration and econom c dispatch; however,

utilities want to recover costs for their ratepayers. He
assured the House Special Conmttee on Energy that he has heard
that all of the utilities agreed that there should be

nondi scrim natory access for qualifying facilities.

COCHAIR COLVER asked M. Konkel to explain why utility
executives testified recently that a systens operator and a
Transco are needed because the utilities have incurred
substantial - but unequal - debt to increase generation
capacity. He asked:

Did you talk with many of the executives and the fol ks
in utilities on how they're trying to balance cash
flows, and that they felt |ike they needed both of
t hose systenms to be in place for it to work?

MR. KONKEL said he nmet with sone utility representatives but did
not discuss specific plans for financing and the recovery of
debt . The aforenentioned problem has devel oped over four
decades during which utilities have invested in new facilities

thus there is excess capacity and needed rates of return to pay
for said facilities. Al though the point of unequal debt is
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pertinent, another point 1is how to redistribute regiona
benefits. Modeling is one answer, but there needs to be a
negoti ated settlenent anong the utilities. The savings from an
integrated system are sufficient to allow utilities to recover
from their investnents, and also to provide a direct economc

benefit to consuners in the Railbelt. He relayed that nost of
the utilities urge for patience, due to conplex negotiations and
that working groups wll progress at different rates. M

Konkel opined a road map and mlestones are needed, with the
exception that all have agreed with the idea of a Transco to
deal wth grid integration. However, there are still the
foll owi ng key questions: How to approach integrated resources
pl anni ng? How much generation is needed? Are the new investnents
environnental |y acceptabl e? Does the project pay for itself? Do
peopl e want the project? Unquestioned is the need for an |SO or
a USO

10: 41: 01 AM

REPRESENTATIVE TILTON referred to the concept of wnners and
| osers, and inquired as to whether a "win-win" type of
settl enent has been proposed.

MR. KONKEL suggested that the negotiations could be structured
through RCA as a single-text negotiation, using the RCA letter
to the |egislature. He opined the letter was very clear and
articulated a plan and m | estones, although a change of culture
may be required.

CO- CHAIR COLVER said the situation is simlar to the successfu
negotiations related to gas-balancing agreenents on the North
Sl ope. He renarked:

Because there's di fferent anount s of savi ngs,
dependi ng on who's got the cheapest power, so they
told us ... that you needed the transmission entity
and the independent system operator and then there has
to be benefits that flow from each because each
individual wutility has different cost structures. And
so that the benefits need to flow, you need both of
themto make it work. ... There's different cash flows
i nvol ved. ... You can't just do a transmssion
cooperative that nay benefit sone utilities, and
burden ot hers, but wth the independent system
operator and in conbination wth the transm ssion
[ cooperative] ... benefits can flow to both.
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CO CHAIR COLVER added that the governance structure is also an
i ssue and he was al so told highly-paid professional nenbers were
needed on an i ndependent board of directors.

MR KONKEL sai d:

That's exactly the point behind the Public Utilities
Regul atory Policy Act, 1is this separation between
t ransm ssi on. And open conpetitiveness and open
access is good for renewables, but it's, it's good for
the system systemw de, and it's good for the cost of
power production, and nore level, nore of a |evel
playing field, and the governance issues are huge.

10: 45: 08 AM

REPRESENTATI VE CLAMAN expressed his understanding that a USO is
conprised of power conpanies wthout a consunmer presence on its
governing board; a "pure" 1SO wuld have no utilities
represented on its governing board. He surm sed the commttee
is discussing a conbination of a USO and an ISO w th consuners
and utilities on the board, and with the utilities holding a
mnority position.

MR. KONKEL agreed. He said:

One other way to think about governance ... is 'How do
we nmaximze the benefit to Railbelt consuners? So,
if sonebody brings to the board expertise in power-
pooling ... that could help increase that benefit from
reducing the cost of power and distributing, and what
we don't want is people with a special interest that
want to be on the board to protect [their special
interest] because that will nean the region-w de view
will have to be conprom sed.

REPRESENTATI VE CLAMAN observed that nationally, groups wth
specialized interests are often the power generators, but in
Alaska there are individual consuners and |arge conmerci al
entities, such as mning conpanies, that fit wthin the
definition of power consuners.

MR. KONKEL advised that Alaska can benefit from experience
gl eaned el sewhere; however, Alaska know edge is inportant in
order to expand the electrical grid wthout subsidizing
uneconom c projects.
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10: 48: 57 AM

REPRESENTATI VE WOOL asked whether the estimated $900 million in
needed infrastructure includes the Susitna-Wtana Hydroel ectric
Project (Susitna-Watana). He expressed his understanding that a
Transco would build the infrastructure and the projects would be
paid for by charges to ratepayers through increased rates.

MR. KONKEL responded that the estimated $900 mllion does
i ncl ude Susitna- Wt ana. Benefits from grid integration and
investnments would reach to all ratepayers, and are of relatively
| ow cost when conpared to a mmjor investnent in generation such
as Susit na- Wt ana.

REPRESENTATI VE WOOL observed that four of the six utilities are

cooperatives, and system integration wll save the ratepayer
noney. He questioned whether the fact that four utilities are
nmenber - owmned cooperatives, which are not trying to maximze
profit, is beneficial to system integration, rather than six

private, for-profit entities trying to maximze profit.

MR. KONKEL stated that cooperative utilities in Al aska have

evolved historically due to |ower electrical | oads. In the
Lower 48, there would be one or two entities for electrical
| oads of simlar size. He opined there is a clear vision of

grid integration and econom ¢ di spatch.

CO CHAI R COLVER described the ownership of the grid, and pointed
out there are bottlenecks at Bradley Lake that inpede econonic
di spatch between the utilities. One hurdle to grid managenent
is that sone utilities have nore invested in infrastructure than
others thus it is difficult to balance ownership and equity.
Anot her question is the role of the Alaska Energy Authority
(AEA), Departnment of Commerce, Community & Econom c Devel opnent
(DCCED), in the ownership of the system

10: 55: 02 AM

MR. KONKEL observed that noving electrons throughout the grid
efficiently is inportant to Ilowering costs; however, the
transm ssion of power through multiple service areas adds cost
t hrough pancaking, which is a series of tariffs that add
transm ssion costs at each area. A Transco approach can solve
this problem by developing a postage stanp rate, which is one
rate for each electron put into the grid, or by a unified system
of tariffs, which is close to one price, but that allows for
slight adjustnents in rates.
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CO- CHAIR COLVER inquired as to whether the solution could be the
creation of a cooperative that would develop internal tariffs
related to the distance of transmi ssion, and that would share in
the cost of upgrades to the system O another solution could
be to bring in a fully capitalized entity and negotiate for
contributing capital and shares thereof.

MR. KONKEL agreed that a cooperative is possible, but to expand
and strengthen the grid wll require financing based on an
acceptable rate of return and regulated by RCA In further
response to Co-Chair Colver, he opined the role of AEA would be
to continue to be responsible for feasibility studies on
Susi tna-Watana and on integrated resources power planning. He
noted that AEA "takes positions on these things ...." Further,
AEA's testinony to RCA was that there are benefits to grid
integration and to econom c dispatch. M. Konkel cautioned that
AEA's testinmony may be affected by its board of directors and
its role that can be simlar to that of a utility. He returned
to the presentation, noting that three key mlestones that RCA
set out inits 6/30/15 letter to the |egislature were:

o first status report on Transco was issued 9/30/15
and was signed by all of the utilities

e second status report was issued 12/22/15 and
reported on progress

e third report dated 1/31/16 is currently being
interpreted by RCA

MR. KONKEL, in response to Co-Chair Colver, said for the third
mlestone RCA is looking for insight into how an |ISO and USO
woul d take advantage of the benefits of grid unification - from
the prospective of the utilities - along with a progress report

within a timefrane. O her challenges recognized by RCA are
bal kani zat i on, the many contested regulatory proceedings,
probl ens W th novi ng power t hr ough vari ous service

jurisdictions, and the institutional structure of the region
whi ch necessitates a culture change related to grid integration,
econom ¢ di spatch, and open conpetition [slide 5].

11: 03: 28 AM

REPRESENTATI VE WOOL asked whether sone ratepayers will pay nore
or less due to their proximty to electric generation.

MR. KONKEL acknow edged that this is an issue that still needs
to be resolved; in fact, the exact |level of the benefits of grid
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unification to ratepayers is undeterm ned, although there has

been progress. He continued to slide 6, and pointed out that
benefits from a nore efficient operation of the regional system
are estimated to be greater than $50 m | lion annually.

MR. KONKEL advised establishing an I1SO or a USO is a critical
and conplicated issue, although RCA has set up two dockets, |-
15-001, and 1-13-001, which deal wth grid integration and
transm ssion, qualifying facilities for renewable energy, and

access to the grid. In addition, RCA has established that the
Rai |l belt electrical region needs a non-asset owning entity - an
| SO or a USO - in conjunction with a Transco. He said creating

the Transco is progressing, but creating an |1SQO USO has been
slow and uncertain; although the utilities "seem to be wlling
to go forward" many questions have been raised. One approach
RCA can take is to pause and see what the utilities acconplish,
or it can ask for legislative authority to address the 1SO
i ssue. He concluded that the transm ssion "side" is noving and
does not require new |egislation, but does need agreenent
between the utilities. Policies of the executive and
| egi sl ative branches of government need to involve all of the
parties [slide 9].

11:11:17 AM

CO-CHAIR COLVER asked M. Konkel to contact AEA and familiarize
the comnmttee with its various projects and assets, so that the
committee can make recomendati ons. He added:

So that we can |ike maybe have a recomendation on
what role they would have, going forward. ... W have
oversight over what they're doing and to a certain
extent, it's a state-owned asset.

MR. KONKEL said he is well-versed in this field through his
experience with power plant construction and at the Cak Ridge
Nat i onal Laboratory, U S. Departnent of Energy, and noted that
AEA has issued its nost recent Renewable Energy Fund (REF)
report. He spoke to the value of conpetitiveness in the
el ectrical energy marketplace in Al aska.

REPRESENTATI VE WOOL returned attention to the response to RCA
from the wutilities, dated 9/30/15, found in the conmttee
packet. On page 3, paragraph 2 read [in part]:

| ndependent Transm ssi on Conpany
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Governance of the Transco nust bal ance the need to
effectively operate and invest in the Railbelt's
transm ssion infrastructure ...

REPRESENTATI VE WOOL surmised the Transco would be making
i nvest ment deci sions about the overall transm ssion system and
inquired as to the governance of the Transco.

MR. KONKEL said the Transco is not governed by an |SO but works
in conjunction wth regional planning for generation; the
Transco may buy all of the transmssion assets from the
utilities, or follow one of many busi ness nodel s.

REPRESENTATI VE WOOL directed attention to the sane docunment on
page 6, paragraph 4, which read [in part][original punctuation
provi ded] :

Gover nance
The Governance Subgroup has been tasked with creating
the Transco's governance and organizational structure

REPRESENTATI VE WOOL observed that the foregoing relates to the
structure of the Transco, the conpany that owns the transm ssion
lines, and not the systens operator.

MR. KONKEL said correct. He added that the Transco's tasks are
straightforward such as econom c dispatch, integrated resources
pl anni ng, and "the |ike."

11:15: 35 AM

REPRESENTATI VE CLAMAN explained that the legislature has a
choice to advance a bill that would dictate what an |SQO USO
| ooks like in Alaska, or to let the utilities continue a process
through RCA to develop an 1SO that responds to representation
fromthe interests of consunmers and utilities. He advised that
the Alaska State Legislature can take action if there 1is
consensus to do so.

MR.  KONKEL agr eed. In further response to Representative
Claman, he agreed that if Susitna-Watana were renoved from the
estimate of needed transm ssion upgrades, the cost would be
reduced significantly.
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REPRESENTATI VE TILTON supported allowing the utilities to work
t oget her and make progress through RCA In addition, she said
the ultimate winners in this endeavor shoul d be the ratepayers.

MR. KONKEL agr eed. He opined RCA wants to see m | estones such
as identifying problens, viable alternatives, an open grid, and
econoni ¢ di spatch, which are in the best interest of consuners.

CO CHAIR COLVER concluded that the commttee highly regards and
supports the | eadership of RCA, and its efforts to nake progress
toward an |1SOQ USO and a Transco. After further filings from
RCA, the conmittee will reviewthe findings with its staff.

[HB 187 was hel d over. ]

11: 20: 19 AM

ADJ OURNVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 11:20 a.m
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