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CHUGACH ELECTRIC
ASSOCIATION, INC

EUGENE N. BJORNSTAD, P.E. 
G jc w o I Manoger

February 7, 1996

Representative Mark Hanley 
Room 507 Siale Capitol 
Juneau, AK 99801-1182

FAX: 465-2418

Dear Representative Hanley:

Chugach has been following the legislative progress o f Senate Bill 54 and with its recent passage 
in the Senate wc feel that the public should know our concerns and position.

The Chugach Board o f  Directors on February 1, 1996. unanimously passed a m otion opposing 
passage o f  thus bill unless there is some “sunset" provision attached. Our view is based on the 
concept that competition in the electric utility industry is inevitable and will result in benefits for the 
consumer. We believe that all electrical utilities must prepare for competitive forces sooner rather 
than later. IPSB54 is passed as currently drafted and exclusive service areas are established, we 
think opportunities for competition will be significantly decreased. Adoption o f SB54 sets Alaska 
on a policy course that is opposite to what we think is a  nationwide deregulation trend. 
Significantly, the airline industry, the natural gas industry, the banking industry, and most recently 
the telecom m unications industry, have headed down the deregulation road. Alaska needs to look 
to the future for economic development opportunities with the realization that our business products 
and services also have lu face and compete against other places with different costs and procedures. 
We can do that voluntarily now or wait for tbc competitors from outside to get the advantage.

Chugach is also cognizant o f  either views which suggest that there is danger if  exclusive service areas 
arc not strengthened. There arc potentials for increased costs and stranded investments which could 
result from customers having the ability to make a choice on their electrical service provider. Wc 
believe Chugach. as an organization with its employees, can meet these challenges. Our recent 
benchmarking efforts indicated areas where cost-savings are possible. Implementing changes which 
could achieve these savings will make Chugach m ote competitive, provide better values In our 
custom ers, and cnliancc prospects for economic developm ent

W c also believe Chugach can work cooperatively with other utilities in transitioning to a competitive 
environment. A dialogue am ong Alaskan utilities, before tbc Alaska Public U tilities Com m ission 
will be needed to bring the benefits o f  competition to Alaskan electric consumers.

5601 Minnesota Drive • R Q  Box 196300 • Anctxxoge, AJosko 99519-6300 
Phono 907-563-7494 • FAX 907-562-0027
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In order lo help us achieve ihese benefits for our consumers, we would ask that SB34 be passed witli 
a modification to include a rsunset” provision so that in the year 2000, an opportunity will exist for 
rc-cvaluation by the people of Alaska and their legislative representatives.

Sincerely,

Eugene N. B jom stad 
G eneral M anager



ON SENATE BILL S4

P O S I T IO N  O F T H E  A LA SK A  P U B L IC  U T I L I T I E S  C O M M IS S IO N
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The Commission does not support Adoption ct  sections 1, 4 

end 5 of Senate B ill 54; the sections that make a ll existing 

certificated  electric u til i ty  service areas exclusive.

The Alaska supreme Court concluded that ce rtificate* issued 

under the current statute do not confer an exclusive right to  

serve customers within the defined area. Chugach Electric 

Association v. City, of Anchorage. 426 P .2d 1001 (Alaska 1967). 
This b ill ia an attempt to change that precedent.

Since the chuqeah case was decided, the Commission has not 

authorized direct competition oetwaan electric u til i t ie s .  Each 

time the question has been presented to the commission, the 

Commission ha3 evaluated the potential impact of allowing 

competition on rates and service and decided to not allow 

competition. I f  the legislature adopts th is h il l ,  the commission 

would lose th< a b ility  to  analyze each case presented to i t  on an 

individual basis.

Adoption of th is  legislation would set Alaska on a policy 

course th at is directly opposed to the nationwide trend. Alaska 

ie unique, and the adoption or nationwide trends here should be 

done only a fte r thoughtful analysis; but the reason* for the 

change elsewhere in the country are equally applicable here. A



recent survey by the national Association of Regulatory U tility  

Commissioners indicates that in nora than halt of the states, 

competition between electric u tilitie s  is either already allowed 

or is  under consideration. As technology changes, the 

trad itional reasons far allowing u tility  service to be provided 

by monopolies may no longer apply. Other states have found that 

consumers reap the benefit of reduced electric rates and improved 

service when competition is  introduced into the market structure 

and u tilitie s  must make investment decisions to increase customer 

satisfactio n  and maXo their operations more cost e fficient.

In Alaska, the Power Cost Equalization program subsidizes 

the cost of power for residents of rural Alaska where the cost of 

generating power is much higher than in urban areas. Any 

legislation that is  more likely to increase the  amount of that 

subsidy in the future by creating a disincentive to the more 

e ffic ie n t generation of power should be rejected by the 

legislature.

Conferring the exclusive tight on electric u tilitie s  to 

serve customers in their certificated areas also creates new 

issues for the Commission to addreaa. what impact w ill th is 

legislation have on a u til i ty 's  obligation to extend service to 

a ll  customer* within their certificated areas? I f  customers who 

live  far from an existing line are le ft without the option of 

ollaborating with a group of neighbors to produce their cvn 

power, w ill the u tility  be required to pay more of the cost of 

lino extensions to remoto areas7
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In summary# tha Commission is opposed to th is  b ill because 

i t  eliminate© the opportunity for tha Commission to analyze the 

potential benefit* of competition and eliminate* a potential fo r 

choice of service options by consumers.

Section 2 of SB 54 adds "two commission special assistants'* 

to the l i s t  of p artially  exempt positions at tha Commission. The 

Commission supports the addition of special assistants to  th is  

statute# but opposes tha inclusion of "two." Defining the number 

of special assistants is  inconsistent with the treatment of tha 

other position© named in th is saction (hearing officers, 

administrative law judges). The Commission's needs may change 

over e period of years# and its  budget# as approved by the 

legislature, is  the appropriate place to determine the number of 

positions necessary to meet the current need.

The commission supports the adoption of section 6 because i t  

would eliminate the issues created by "lame duck" appointments to 

the commission.

The Commission attaahed a rero fisc a l note to  th is  b ill.

The adoption of th is legislation may create more work fo r the 

Commission, but the Commission cannot now adequately define th a t 

impact. I f  th is  legislation passes, there are like ly  to be more 

proceedings to modify service areas boundaries, and proceedings 

where u tilitie s  are required to show cause why their service 

areas boundaries should not be modified because they have fa ile d  

to offer service. The Commission may also receive more consumer
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complaints. Tha impact of these potential filin g s on the 

Commissions existing workload ia too speculative to define in • 

fi» c « l note. Because the b ill contain* no deadlines, the 

additional work would he absorbed but might result in an overall 

slowdown of the commission's ab ility to serve u tilitie s  and the 

public that is  too speculative to define in  a fisc a l note.
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A L A S K A  R U R A L  E L E C T R IC  C O O P E R A T IV E  A S S O C IA T IO N703 West Tudor, Suite 200March 20, 1995

Senator Tim Kelly, Chairman Senate Labor & Commerce Committee Juneau, AK Dear Senator Sharp:Thank you for introducing and scheduling SB 54 for hearing in the Labor and Commerce Committee.The purpose for this legislation is to give direction to the Alaska Public Utilities Commission to maintain the historic regulatory system for electric utilities. This historic practice has been for each electric utility to be assigned to a separate service area, and for rates to be set by the commission in lieu of competition, except in those instances in which the customers of the utility have opted not to have the rates set by the commission. This has been an efficient and orderly system which has served the public well.This practice has been based on AS 42.05.221 which presumes that the commission will provide for separate service areas. This section was enacted at the time the commission came into existence in its present form, and it was the policy that this section embodies that accounted largely for the creation of the commission. The factual situation at that time was that electric utilities were engaged in fierce and wasteful competition. In an attempt to maximize their market shares, electric utilities located in the same community built lines adjacent to each other throughout much of the area. This was a horrible misallocation of resources. Section 221 directed the commission to separate the utility service areas.At this time, the task of consolidating the electric utilities into separate service areas has essentially been completed. Now that the factual situtation has changed, it would be appropriate for the legislature to recognize this change by amending Section 221 to clearly direct the commission to keep electric service areas separate. That clear directive is contained in Section 2 of CS SB 54(STA).

ARECA S ta te m e n t
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We think this policy statement by the Legislature is particularly important at this time because of the national debate that is underway regarding "retail wheeling." There has been a lot of talk, but very little action, on this subject around the country. But the idea behind it is that the larger consumers want to be able to make their own deals for electricity from a power supplier other than the utility certificated to serve the area where the large consumer is located. This necessarily places the smaller consumers with less bargaining power at a disadvantage. This approach contrasts sharoly with the historic regulatory system in Alaska in which periodic cost of service studies are required so that each customer class pays its own fair share of the cost of serving the area."Retail wheeling" may or may not be workable in some jurisdictions, but it breaks down entirely in the Alaska setting. The distinctive and unique characteristic of Alaska electric utilities is that most of them are physically isolated from any neighboring utility. Because they are electrically isolated, they have had to invest in their own generation facilities rather than buying power from someone else. Because they are small, it is a constant struggle for them to achieve economies of scale sufficient to permit them to offer rates comparable to those taken for granted anywhere else. If independent power producers are permitted to come into the area being served by an electric utility and serve only the largest customers, it may be able to offer lower rates to those most desirable customers, but all the other customers will have to pay higher rates. In some cases, feasibility for the very existence of the electric utility may be destroyed.Section 3 of this bill removes some language that has been interpeted as permitting independent power producers the opening to do the very things we are most concerned about. The language being repealed was inserted several years ago as a "compromise" in a hot fight between a gas company and an electric company on the North Slope. That dispute no longer exists, and this section needs to be amended to be consistent with Section 2 of the bill.Section 1 is an intent section added in the State Affairs Committee at the request of GCI.We understand the commission has proposed a fiscal note of nearly $100,000 to accompany this bill. The whole purpose of this bill is conservative, in the sense of keeping things the way they are, so any increase in expenditures to administer this bill are unfounded. We recommend the committee adopt a zero fiscal note.Sincerely,
ni \

David Hutchens Executive Director



WHY WE NEED SB 54
Back in the "bad old days" in Alaska, electric utilities openly competed any way they could. A neighboring utility would build "spile lines" down the same street already served by its competitor. This practice resulted in a waste of resources, rates were higher than they could have been, and service area maps looked like overlapping plates of spaghetti.The legislature decided that this should be ended, and created the Alaska Public Utilities Commission to oversee the mission of separating a utility's service area from that of its neighbors. The APUC statute gave instructions to the commission as to how to separate service areas. That task essentially has now been completed.It seems that those who don't remember the past arc doomed to repeat it. Some at the commission are infatuated with the latest "hula hoop" they hear everybody tulking about when they go to NARUC meetings -  "retail wheeling." The theory is that this would be a new kind of retail competition which would be regulated by slate commissions. Instead of each utility building its own duplicate distribution facilities, a utility could be ordered to deliver electricity to a customer in its service area who chooses to buy electricity from someone else. This would prevent the re- emergence of "spite lines" and the problems they entail.Several states are talking about entering that brave new world, and a very few are experimenting with it on a limited basis. In the national debate that is raging on this subject, "stranded investment" is the prii tary concern of those who urge caution. The idea is that electric utilities have made investments necessary to serve their existing and anticipated customers, and if that utility is deprived of the revenue from some of those customers because another utility is mnking the sale, the host utility then has "stranded investment." The result is higher rates per KWH for everyone else in that utility’s service area because the utility has to spread the same fixed costs over fewer KWH sales.The problem of "stranded investment" certainly applies in Alaska, but the overall problem is different and much more serious here. By national standards, all the utilities in Alaska arc very small. For the interconnected systems in the Railbell, the greatest opportunities for economies come from cooperative planning and economic dispatch at the wholesale level. If each of those utilities is a potential predator looking for sales in the service areas of its neighbors, the willingness to enter into cooperative arrangements effectively disappears. Costs, and therefore rates, as a whole will go up. Those increased costs will be spread unevenly. Large retail customers with the greatest bargaining power may sec their rates go down while everyone else has their rates go up enough to pick up all the increased costs as well as the portion of existing costs being avoided by the big customers.The problem is even more severe in the small isolated systems scattered across the Alaska subcontinent. In those cases, the potential competitor would likely be an independent power producer rather than a neighboring utility since there is none. If an IPP were able to coinc into a small community and serve the school and all the other larger customers, the stranded investment

(Draft Commentary by David Hutchens for ARECA Newsletter)



problem could become so severe lluit the utility could lose its feasibility to provide central station electric service. The ability or the utility to serve the rest or the community could be jeopardized.Unfortunately, when the legislature told the commission to separate electric service areas many years ago, it did not include a clear directive to keep them separate. The legislature undoubtedly thought that was unnecessary, but that oversight arguably now leaves the door open for the commission to tinker with some soil of retail competition in which the commission itself—rather than the marketplace- would determine who makes which sale. That is extremely dangerous, and must be prevented.SBM would preserve the current pattern of separate service areas for retail sales by each electric utility. To the extent that it isn't restrained by existing contracts, we now have wholesale competition in Alaska which would not be affected by this bill. Wc need to let places like Wisconsin, Michigan and California do their experimenting with "retail wheeling" while we watch carefully. My prediction is that retail competition will emerge in some form, but it is likely to be quite different from what is now being proposed. As that process unfolds, there may be some developments which we can use in Alaska, but this is one "cutting edge" wc should not try to ride. Above all else, Alaska's consume s need reliability. Our developing utility network is too fragile at this time to withstand that kind of assault.



■ i•FINANCIAL FORECAST-RATIOSKODLAK ELECTRIC ASSOCIATION, INC.
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Testimony on SB  54 , March 7, 1996

M y name is Robert Martin, Jr. I  am the General Manager o f  T H REA  which 
serves six rural communities in SE A laska: Hoonah, Angoon, Kake, K law ock, 
Kasaan and Chilkat V a lley , with headquarters in Auke Bay.

There seems to be a national trend toward more competition in the generation 
and transmission part o f  the utility business, and as a result, strong e ffo rts to open 
up access to transmission lines. In other states, these efforts would a llow  
generation sources access to new markets, and a llow  small utilities—or those 
surrounded by larger utilities—to gain access to competitive sources o f  energy.

However, it is important to remember that the E N T IRE  C O N T IN EN T , 
including Canada and M exico, are jo ined  together in a massive, interconnected grid 
o f  transmission and distribution lines.
EX C EPT  FO R  A LA SK A  !

W holesa le producers lite ra lly  can enter the continental grid anywhere and either 
feed o r draw energy from  the grid, assuming o f course that a ll regulatory, 
operating and administrative requirements are met.

In A laska, on ly  one community in the entire state is connected to the continental 
grid: Hyder, which is actually served by Stewart, B .C .

In fact, outside o f  the Railbelt, the predominant situations are small, isolated 
distribution systems, each with central generation. This is massive duplication o f 
e ffo rt, and it is very expensive. Even Juneau, which has the second largest system 
in A laska--the Railbe lt grid being the largest--is a very small isolated system. The 
system I manage consists o f  six separate generation systems, six distribution 
systems, five tank farms and six sets o f  power house operators.

Now , there is no doubt that certain types o f  electrical loads are less expensive to 
serve, no matter where they are located. Large, steady loads use lots o f  energy 
received from  a single service and through a single meter. The difference between 
low  and high demand is small and generators can be sized to serve the load more 
effic iently . Administrative costs are the same as fo r a residential load. By 
themselves, those large loads, such as businesses, industry and government facilities 
add econom ies-of-scale to any system, large or small.
In the “ new w orld ”  o f  competition, it is those large, steady loads that w ill be fought 
over by neighboring utilities and also by new, independent power producers (IP P ). 
No one w ill figut fo r small, individual residential o r commercial consumers.
The established utility, saddled by statutory requirements to serve a ll consumers in 
the area, especially residential consumers which are the most expensive to serve, 
w ill have great d ifficu lty to compete.
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The successful entity w ill en joy the benefits o f  the large load.
The large load customer may en joy slightly low er rates/

This process is known in the utility industry as “ cherry picking.”
On the down side, the unsuccessful utility w ill lose an important load.
Their investment in generation, transmission and distribution necessary to serve 

the load w ill be stranded.
Their generation units w ill lose their base load, w ill then be too large, w ill then 

have to meet larger fluctuations, w ill then have increased maintenance costs and 
low er e ffic iency (measured in kW h/ga llon ).
A N D , the real losers in this cherry-picking process w ill be the residential and small 
commercial consumers, who w ill have no options, and whose rates w ill necessarily 
rise.
In the rural areas, like those areas which are served by TH REA , the results w ill be 
devastating, because in many cases, there are on ly one or two large loads in the 
community: the school and the v illage store. Some communities have large fish 
processing plants. W ere a neighboring utility , o r an IP P  to come in and arrange to 
serve O N LY  the large loads, they could do so easily as a result o f  the benefits I 
described. Even with diesel generation, they could sell energy at a rate we could 
not match because the IP P  would have a ll o f  the advantages o f  economies o f  scale 
and carry none o f  the disadvantages! Disadvantages which include:

generators which are too large and le ft to operate in an inefficient range.

The remaining load w ill have:
increased fluctuations in demand; 
increased operating and maintenance expenses.

The losing utility w ill have:
stranded investments; 
stranded administrative costs.

THEN , what would happen is:
a ll rates would necessarily rise to meet existing fixed costs. Remaining 

consumers w ill necessarily use less.
Low er consumption would lead to another rate increase.
And so on: in the industry this is a process known as the death spiral.

2
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W e support passage o f  SB 54  because it would protect rura l utilities from  unfair 
competition. Utilities which are natural monopolies and thus are:

heavily regulated by many agencies; 
have a statutory responsibility to serve;
at least in A laska, utilities are predominantly P U B L IC  utilities which are 

answerable to their consumers.
In  our region, TH REA  has taken several steps to increase economies o f  scale and to 
low er operating costs. Steps which could be emulated by others.
1. W e are workingd h a r / t o  add new communities to our system. W e have added 
Chilkat V a lle y  recently, and have served Yakutat on a contract basis.

W e have talked to K lukwan, Thome Bay, Tenakee Springs and Gustavus about 
jo in ing  our system.

W e have studied adding two additional communities now without service: Port 
A lexander and Port Protection.

W e have studied or supported studies to extend lines to the ferry terminal and 
K illisn oo  Island in Angoon, a transmission line from  Chilkat V a lley  to Haines, a 
transmission line from  Juneau to Hoonah, a transmission line from  Petersburg to 
Kake, a transmission line from  Thorne Bay to Kasaan, a transmission line from  
K law ock to Thom e Bay, a private hydroelectric plant in Angoon and a resulting 
transmission line to Greens Creek, and even a transmission line from  Ketchikan to 
Prince o f  W ales Island.
2 . W e have reduced rates to the absolute minimum on very large loads in our 
system because:

lowest rates help industry and businesses to compete, and help schools to survive 
with reduced revenues;

large loads consume many kW h and thus reduce fixed costs per kW h--a reversal 
o f  the death spiral;

large loads provide job s to our other consumers; 
large loads are economic development.

3. W e are encouraging other small utilities to fo rm  regional utilities, o r to jo in  
established regionals. Likew ise, we have encouraged the state to promote regional 
utilities and transmission lines, the two most effective ways to reduce energy costs 
in rural A laska. The current A laska D ivision o f  Energy has been most responsive 
in this regard.

3
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4 . A t the same time, the utility industry has been disturbed by the A laska Public 
Utilities Comm ission (A PU C ) when it stated that the Certificate o f  Convenience 
and Public Necessity, which the A PUC  has statutory authority to issue, does not 
im p ly  exclusive authority to serve the area defined by the certificate.
T H REA  has been forced to spend tens o f  thousands o f  do lla rs to defend itse lf and 
its service territory from  actions by the A PUC  and a neighboring utility, because 
m ore than 30 years ago, the A PUC  mistakenly awarded a service area to the 
neighbor which overlaps our own service area. The area was not in the certificate 
application, o r could it have been, given that the neighbor did not meet any o f  the 
requirements. Y e t today, the A PUC , apparently anxious to begin “ regulated 
competition”  in A laska, has fought diligently to give ou r service area to the 
neighbor. An action which would severely damage the remaining five 
communities which we serve.
5 . It is important to remember that experience with deregulation in other 
industries has lead to decreased service and higher costs in rura l areas. The prime 
example is the airline industry. Rura l areas went from  je ts to props — fo r  more 
money.

It is not easy to run a rural A laskan utility.
It is expensive 
It is thankless
W e are over-regulated with “ one-size-fits-a ll”  regulations which accomplish 

nothing more than the expenditure o f  scarce dollars.
Our options are few 
It is not getting easier.

W e do not need, nor can we a ffo rd , regulated competition in A laska.
W e do not have a grid system outside the Railbelt.
Residential and small commercial consumers do not have options.
On beha lf o f  a ll o f  our consumers, we urge your favorab le consideration o f  Senate 
B i l l 54.
Thank you fo r the opportunity to testify today. I  w ould be glad to answer some 
questions.

4
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M a tan u sk a  E le c tric  
A sso c ia t io n , In c .

P.O. Box 2929 
Palmer, A laska 996*5 
Telephone: (907) 7*5-3231 
Fax: (907) 745-9328

March 7,1996
Testim ony  to the H ou se  C om m un ity  and R eg ion a l A f fa ir s  C om m ittee  f ro m  B ru c e  D . 
Scott, C R E C , D ire c to r  o f  M em be r and P u b lic  R e la tion s  f o r  M a ta n u sk a  E le c tr ic  
A ssoc iation , In c .Ladies and gentlemen. I thank you for this opportunity to say a few words about Senate Bill 54 to the House Community and Regional Affairs Committee. My name is Bruce Scott and I'm director of member and public relations for Matanuska Electric Association, Inc., called MEA by its members.Incorporated in 1941, MEA is a nonprofit electric cooperative that serves about 29,000 members in Southcentral Alaska. Our service area is 3,360 square miles, nearly the same size as the 2.2-million-acre YeP -wstone National Park, twice the size of Delaware and three-fifths the size of Connecticut.We have nearly 33,000 active accounts and more than 2,716 miles of line. Last year, we built 73 miles of new line and 1,154 new services, or hookups, and look forward to continued growth in 1996.MEA’s revenue from the sale of electricity totaled $42.6 million in 1995.Because we are a member-owned <'ooperative. our rates are designed so that each customer pays his or her “fair share ’ of our total costs -  no more, no less.Each customer’s fair share of costs includes four general types of costs:1. The cost of running the system (i.e. operations, maintenance, general and administrative expenses);2. The fixed costs of the physical plant in service (interest on debt and depreciation);3. The wholesale cost — what we pay to our supplier — of the electricity a customer purchases; and4. A contribution to our margin, or bottom line, which is a function of our interest expense on debt.If wc lose a customer, only one of these four types of costs — the wholesale cost of energy — goes down. Our remaining costs, including our margin requirement, stay the same. This means that these remaining costs must now be recovered through fewer units of sales, fewer kilowatt-hours, which translates into higher rates for our remaining
customers.



Testim ony by B ruce^^Sco tt, C REC  
fo r  M atanuska E lectric Association, Inc.
Page 2
M arch 7 , 1996

M EA  is a rural electric cooperative w ith urban sectors. This means that although 
we serve three population centers -  Eag le R ive r, Pa lm er and W as illa  -- we a lso serve 
customers in  areas where there is com parative ly ve ry little popu lation, areas such as 
Ek lu tna, Sutton, Sheep Mountain, Ch icka loon , Butte. W illow , Talkeetna, T rapper C reek 
and some areas too small to c la im  a name. Consequently, the few  large commercia l 
customers that we do provide service to are ve ry  important to M EA  and its members.

O u r largest customer represents a lm ost 3%  o f  our to ta l sales.

I f  M EA  were to lose this one customer, its largest, the electric rates that ou r 
remaining customers pay w ou ld  have to be increased by about 1 .4%  to cover the share o f  
remaining expenses this large customer w ou ld  no longer be paying.

O u r six largest customers -- six  customers out o f  n e a r ly  3 3 .0 0 0  -  represent 10%  
o f  ou r total sales.

I f  M EA  were to lose its six largest customers, our remaining customers' b ills  
w ou ld have to be increased by a lm ost 5%  to cover remaining expenses.

A l l  o f  ou r members have invested m oney over the years to bu ild the infrastructure 
which serves these large customers. They a lso  have bu ilt the infrastructure to serve new 
customers which m ight be attracted to M EA ’s service area. I f  there is some future 
com m erc ia l development in, fo r  example, Hatcher Pass o r Po in t M acKenzie , then a ll 
M EA  members w ill benefit because the large commercia l customers w ill p ick up a share 
o f  the fix ed  costs o f  p rovid ing electrica l service.

I f  another company were to be ab le to "p ick up" the large customers h i M EA 's 
service area, either the new  ones o r existing customers, the co-op's other members w ou ld 
be damaged in the fo rm  o f  higher rates.

W e  ca ll this selective competition "che .ry  picking" and those who w ou ld  engage 
in  it "raiders" or, less p o lite ly , "predators." There has been a little  ta lk , but no specifics, 
about maybe protecting cooperatives from  this practice by establishing some sort o f  
"w heeling" rate — a fee the cherry-p icker w ou ld  pay the u tility  fo r  transporting electricity 
ove r the utility's transm ission and/or distribution lines. H owever, there is no way this rate 
cou ld be high enough to make the o rig ina l utility's members "w hole" and still a llow  the 
predator to o ffe r low er rates to the customer it is raiding.

The practice o f  “ cheny pick ing”  p rim e accounts at the retail leve l — whether 
th rough predatory pricing by the m a jo r producers o r other means — serves no on e ’ s best 
interests. I t  means that revenues ju s t get shu ffled  between utilities, to  the huge detriment 
o f  the los ing  utilities and the m inor benefit o f  the winners.

MAR or '96 12;03PM P.3. 5
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The most lik e ly  predators fo r  M E A ’ s customers are the two large Anchorage 
utilities w ith generation facilities.

W e  are a “ captive”  m arket fo r one o f  them -  Chugach E lectric  Association, our 
w holesa le supplier.

Im agine that the "Anchorage D a ily  News" did not own its ow n printing presses. 
Im agine, instead, that the printing presses were owned by its largest competitor. This is in 
fact the situation that existed in the ea rly Eighties before M cC la tchy Newspapers G roup 
purchased a m ajority interest in the "D a ily  News" from  M s. K a y  Fanning. The 
"Anchorage T imes" contro lled when the presses ran. what the press operators were paid, 
bartered fo r  newsprint and ink. and passed on the costs w ith a markup to the "D a ily  
N ew s." U nder this arrangement, the "D a ily  News" had a d ifficu lt time existing, le t a lone 
competing with the "T im es.” Now . o f  course, the News has its own press and computers, 
its own advertising staff, and a lo t o f  Outside capital from  M cC la tchy-- and the "T imes" 
is a ha lf-page m emory on the "D a ily  New s’" editoria l page.

The situations are not stric tly analogous. At M EA , we’re in a m ore restrictive 
production environment than the "D a ily  News" o f  the ea rly  E ighties. Chugach E lectric 
A ssociation owns and/or controls several generating units and has f le x ib ility  in 
determ ining which units to use and when. M EA  owns none. Som e o f  these generating 
units are m ore efficient than others; some are less e ffic ien t and m ore costly . Chugach 
makes the ca ll on which to use and whether to buiid m ore o r repa ir aging ones -- and 
passes a substantial portion o f  the cost on to us, along w ith a markup.

O u r wholesa le supply contract requires us to purchase a l l o f  ou r pow er needs from  
Chugach through the year 2014 . I f  this and the other w holesa le pow er supp ly contracts 
were to be set aside, i f  M atanuska E lectric  A ssociation and the other distribution 
cooperatives were free to  negotiate fo r  wholesa le pow er in  a competitive market, i f  there 
were a lso investor-owned utilities to compete fo r  a share o f  the pow er supp ly market — a 
situation that exists in a ll 4 9  o f  the other states, but not Southcentral A laska  -  the p laying 
fie ld  w ou ld  be c loser to being a leve l one. Open competition at the re ta il leve l m ight then 
make sense. B u t w ithout competition at the generation and transm ission leve l, non­
power-generating utilities w ou ld be at a distinct disadvantage in  competing fo r  retail 
customers.

The other Anchorage u tility  w ith production resources is owned by the 
M un ic ipa lity  o f  Anchorage and is supported by the strength o f  the Anchorage 
M unicipa lity .

It would be unfair and illogical to allow our supplier and/or a government-backed 
utility to compete head-to-head with us. The playing field is not level. This is not how 
we view the public interest.
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H ow  do we view  the public interest? The A laska Pub lic U tilitie s Com m ission 
(A P U C ) is currently investigating whether it should become invo lved  in forc ing jo in t 
p lanning and operation o f  the production and transm ission resources contro lled  by the 
various u tilitie s .1 This is where the real money is to be saved.

Southcentral A laska  currently has a huge surplus o f  generation capacity, which is 
about to get even worse when the H ealy C lean C oa l P ro jec t in the In te rio r comes on line .

In  w ritten comments submitted last month to the A laska Pub lic  U tilities 
C om m ission2, D on  Edward ’s, corporate counsel fo r  Chugach E lectric A ssociation, stated 
that the peak electricity demand in the R ailbe lt in 1995 was projected to be 641 
Megawatts (M W ). M r. Edward ’s said the installed electrical capacity in the R a ilb e lt a fte r 
the H ea ly C lean C oa l P ro jec t is completed w ill be approxim ately 1 ,330 Megawatts. Th is 
means there w ill be 689  M W  more than is needed -  6 89  m illion  "extra" Watts o f  
insta lled capacity. Even i f  you take the Healy p ro jec t out o f  the equation — ju s t pretend 
fo r  the m oment that it is not being built -  the R a ilb e lt today w ou ld s till have nearly 100%  
m ore capacity than the 1995 peak demand.

W hy do the utilities have this excess capacity? Because each o f  the suppliers is 
pursuing its ow n interests, with little i f  any coord ination between them. As a result, tire 
costs o f  this excess generation capacity are built into the rates fo r  e lectricity that everyone 
pays.

In  summation, Matanuska E lectric Association requests that the Community and 
Reg iona l A ffa irs  Comm ittee pass Senate B i l l 54  [C S SB  54 (R L S ) A M ]. A llow  the 
utilities to preserve their retail loads and avoid counterproductive and un fa ir cherry 
picking.

Further, we encourage the Legislature to focus on the rea l opportunity fo r  savings 
-  coordinated p lanning and operation o f  generation facilities. W e ask that you  encourage 
the A P U C  to v igo rou s ly  pursue the investigation it has opened in  D ocke t R -9 6 -1 , to start 
w o rk  on reducing the excess o f  generation capacity. This is where the public interest lies. 
It is a re la tive ly  pain less opportunity fo r everyone to rea lize significant savings.

Thank you  fo r  this opportunity to speak.

q\conunimity\polilics\JbSa

1 APUC Docket R-96-1.J APUC Docket R-96-1, Feb. 13,1996, "In the Matter of the Consideration of Standards To Address a Coordinated Energy Resource Conservation and Efficiency Program for Regulated Electric Public Utilities".
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201 A rctic  Slope Avenue. Suite 200 Anchorage, Alaska 9 9 5 1 8 -3 03 0
STEPHEN T. LEWISChairman / C.E.O

The Honorable Ivan Ivan, Co-Chair 
House Community & Regional Affairs 
Alaska State Legislature 
State Capitol (MS 3100)
Juneau, Alaska 99801-1182

Re: SB No. 54 [Granting Exclusive Service Areas to Certificated Public Utilities)

Dear Representative Ivan:

We are very concerned about Senate Bill No. 54, which would grant exclusive service 
areas to public utilities that provide seiwice under certificates of public convenience and 
necessity issued pursuant to AS 42.05.1

Since under AS 42.05.221(a), all public utilities must be certificated in order to be 
compensated, granting exclusive rights; to all certificate holders will preclude 
competition in the public utility industry in the State of Alaska. We believe this is 
contrary to public policy.

We have three concerns about this bill. First, we strongly believe that competition — or 
the threat of competition -- can be a major factor in holding down electric rates. At 
present, rates are regulated by the Alaska Public Utilities Commission ("APUC") and 
by law must be just and reasonable, but, in addition, if a utility keeps its rates too high, 
and someone is able to offer lower rates, rates will tend to come down. If the bill 
passes, the APUC will be the only restraint against high rates, and an "entrenched" 
utility will not have to worry about competition. We believe that competition should be 
the primary safeguard against excessive electric rates in Alaska, and that it should be 
encouraged, not forbidden. As discussed below, the APUC already has ample power to 
control competition where it harms the public interest; SB 54 would eliminate all

'S B  5 4 , which passed out o f  the Senate by a 14 - 6  votes, w ould add the fo llow ing  new section 
"g " to the "pub lic convenience and necessity" p rovisions o f  the A laska Pub lic  U tilitie s Act:

(g ) A certificate issued w ide r this section to a  pub lic  utility 
p rov id ing  e lectric service that includes the direct re ta il sa le  o f  
e lectric service establishes an exclusive service a rea  f o r  the pub lic  
utility f o r  the p rov is ion  o f  that e lectric service.

[N ew ] A S  4 2 .0 5 .2 2 1 .
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competition and create total monopolies out of our existing utilities to the detriment of 
rate payers.

Second, given the very broad definition of public (under both the existing statute and 
the proposed amendment), the exclusive rights that the SB 54 would give to certificated 
utilities could prevent an industrial concern from obtaining power privately simply 
because it is in the "certificated” service area belonging to the local utility. In Alaska, 
there are many situations in which private pov/er sales make economic, logistical, or 
environmental sense; SB 54 could raise insurmountable hurdles to such sales taking 
place in the future.

Finally, "if it ain 't broke, don't fix it." The APUC already has full power to deal with 
situations where competition actually harms the public interest; AS 42.05.221(d) gives 
the APUC broad remedial powers if  it determines that "two or more public utilities are 
competing to furnish identical utility service and that this competition is not in the 
public interest."

The national trend in the power industry is to favor increased competition as a means of 
obtaining increased efficiency and lower prices. In Alaska, competition is even more 
important than it is outside. U n ’er current statutes, free market competition is the 
normal state of affairs, and the APUC can step in and fix those rare situations where 
competition is harmful. SB 54 would turn things on their head: no competition would 
be the new "normal" state of affairs, and the only protection against the abuse of 
monopoly privileges would be the APUC, which could be strongly influenced by lack 
of any alternative competitor.

For all the foregoing reasons, I respectfully urge you to oppose SB 54 when it comes 
up for consideration in the House.

Thank you for your attention. Please give either me or Richard Curtin (in this office) a 
call if you have any comments or questions.

Sincerely,

S
c :e o
Petro Star Inc.



Monopoly move
S t a t e  S e n a t e  p r o t e c t s  s p e c i a l  i n t e r e s tAlaska’s state Senate has passed one of the more odious pieces of special-interest legislation to hit the Capitol this session. In a 14-to-4 vote, senators blessed a bill protecting the state’s electricity utilities from competition in the retail end of their business.Being able to choose between competing electricity companies may seem fanciful and far-off, but it isn’t. Under federal law, utilities no longer enjoy a monopoly over generating electricity. Federal . .  regulators are about to deregulate the transmission ofelectricity at the wholesale level (where current is i carried long distances over high-voltage lines),sS according to Bob lohr, executive director of thei. Alaska Public Utilities Commission.^  Competition at the retail level isn’t far behind,thanks to an arrangement known as “ retail wheeling." With "wheeling,” various power firms ^  will compete for the right to provide retail service.But rather than build their own costly and redundant ^  power lines to each customer; the competing firmswill pay a fee for using the wires the existing power company has already installed, j  More than half the states either allow retailcompetition or are moving in that direction, according to Mr. Lohr. That helps explain why the commission A  strongly opposes the ban on competition.Surprisingly, the state’s largest electricity utility ^ also opposes the bill. Gene Bjornstad, generalmanager of Chugach Electric Association, says the firm considers competition inevitable and wants to ^  gear up to meet it. At most, Chugach would support a0 moratorium on competition, Mr. Bjornstad says.I t  Backing the controversial no-competition bill is0  Dave Hutchens, a well-connected Juneau insider who“2  directs the trade group representing nonprofit rural

<£ electric utility cooperatives. Mr. Hutchens says thebill is intended to prevent "cherry-picking,” in which competitors enter small communities, pick off the most profitable customers (like schools or other larger users), and drive up costs for homes and other users stuck with the existing utility.Mr. Hutchens raises a legitimate concern, but as Mr. Lohr of the utilities commission says, "Legislation to prevent cherry-picking would look very different from this.”It will take careful state oversight to capture benefits of competition without jeopardizing universal electricity service. That oversight properly rests with the state public utilities commission. But the commission won’t be able to do its job if the legislature heeds the pleas of special interests that want to be shielded from the rigors of competition.
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