





SENATE FINANCE COMMITTEE REPORT
APR | 0 2002

DATE: 3/20/02 FURTHER:

DATE TURNED . .n .,
INTO OFFICE: \O iTpA\

Finance Committee considered SENATE BILL NO. 280

SB 280 WATER/SEAERMASTE GRANTS TOUTLITIES
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FISCAL NOTE

STATE OF ALASKA
2002 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Title: Water/Sewer/Waste Grants to Utilities
Sponsor: Therriault

Requester: Senate Finance Committee
Expenditures/Revenues

Fiscal Note Number:
Rill Version:
(S) Publish Date:

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2003

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous"
TOTAL OPERATING

0.0

CAPITAL EXPENDITURES

0.0

CHANGE IN REVENUES ( )

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Type)
TOTAL

0.0

Estimate of any current year (FY2002) cost:

3OSIT|0NS
-ull-time
&rt-time
'empurary

ANALYSIS: (Attach a separate page if necessary)

Ph

RcT-OITi ED GUT

APR 1 (I 2002
SLVIAT!- Ft'." 'NCE

CS SB 280 (RES)

4/10/2002 Dept. Affected: Environmental Conservation
_BRU: Facility Con struclion and Operation
Component: Facility Construction and Operation
Component Number: 637
(Thousands of Dollars)
FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
0.0 0.0 0.0 0.0 0.0
0.0 0.0 00 0.0 0.0
(Thousands of Dollars)
0.0 0.0 00 0.0 0.0
0.0

ono 465-2327

Dato 4/10/2002
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JM aska 28>iaic legislature Whike* iti

SENATOR Stale Cad.!-'
GENE THERPI M\]LT Juro.au Alaska
Mailing Address: 99801-11P;

119 N Cushman. Suile 101

(907) 465-1797
Fax (907, -Uo-v~?8-s

Fairbanks Alaska 99701
(907,-188-0857

Fax

(907)-188-1271

SenaU’ D'Slnc! Q
Senate

CS SB 280(REYS) "An Act permitting grants to certain regulated public
utilities for water quality enhancement projects and water

supply and wastewater systems."”

Sponsor: Senator Gene Therriault

Sponsor Statement

Under current law, privately owned public water and wastewater utilities are not eligible
to participate in grants made under AS 46.03.030(b), "water quality enhancement, water
supply, sewage and solid waste facilities grants.” This places the ratepayers of privately
owned utilities at a disadvantage when compared to the ratepayers of municipally owned

utilities.

CS SB 280(RES) provides for the inclusion of privately owned water and wastewater
utilities in the State’s water and wastewater grant program if its rates are regulated by the
Regulatory Commission of Alaska. The Senate Resources Committee version removes
criteria inserted in the Senate Labor & Commerce Committee that the utility serve “as the

primary utility fora municipality.”

Regulation by the RCA insures that all of the economic benefits of the grants are passed
on to the ratepayers. The Legislature passed a similar measure in 2000, HB 304, which
provided for participation by regulated, privately owned water and wastewater utilities in

the State’s low interest revolving loan fund.

As is currently the case with municipally owned utilities, the bill would allow privately
owned utilities to ake utility infrastructure improvements without forcing ratepayers to
pay the full burden through increased rates. Additionally, the bill would increase the
ability of the util’ty to expand into areas that are on the peripheral of existing systems,
thereby providing water and wastewater sendees to families that are currently on wells

and septic systems.

CS SB 280 (RES) makes grants available to public water and sewer utilities for water and
wastewater projects only. Grants for solid waste processing, disposal or resource
recovery systems would remain available only to municipalities.

Emml Srn.Hot Gonn. lhorri-iiiirxringr. main fk ij-.



CS SB 280(RES5), “An Act permitting grants to certain regulated public utilities for
water quality enhancement projects and water supply and wastewatei systems.”

Sectional Analysis

Section 1
AS 46.03.030(b)

Allows a public utility as defined in section (i) of the bill, in addition to
municipalities, to receive water quality enhancement, water supply and sewage
facilities grants through the Department of Environmental Conservation. Grants
can be used for water quality enhancement projects; a public water supply,
treatment or discharge system; or a wastewater collection, treatment or discharge

system.

Section 2
AS 46,03.030(¢)
Maintains the current match ratio of:
+ 85% ofeligible costs for a municipality with a population of 1,000

persons or less;
« T70% ofeligible costs for a municipality with a population of 1,001

to 5,000;
* 50% ofeligible costs for a municipality with a population greater
than 5,000
Section3
AS 46.03.030(i)

Defines a utility that is eligible for a grant under 46.03.030(b)(I)-(3) as a public
water and sewer utility whose rates arc regulated by the Regulatory Commission
of Alaska under 42.05. Removes the criteria inserted in CSSB 280 (L&C) that the

utility serve “as the primary utility for a municipality.”



A I a s ka State L egislature

While in Juneau

SENATOR
Gene Therriau!* Siate Capitol
119 S. Cushman Suite 101 Juneau, Alaska
Fairbanks. Alaska 99701 99S0I-1IS:
(907)488-0857 (907)465-179'
FAX (907)465-58X4

FAX (907) 488-1271

Senate
Senate District Q

February 14.2002

G. Nanette Thompson
701 W. 8U Ave, Suite 300
Anchorage, AK 99501

Dear Nan:

Attached is a copy of Senate Bill 280. which Lintroduced February 6. 2002. The bill will allow
privately owned public utilities that are regulated by the Regulatory Commission of Alaska to

apply for grants under AS 46.03.030(b).

Itis my understanding from discussions with the owners of privately owned utilities in Fairbanks
that the stipulation requiring utilitic be regulated by the Regulatory Commission of Alaska in
order to be eligible for a grant, will (...oure that the benefits of the grant are passed on to
ratepayers. | would like to request an opinion from your office as to whether that statement is
correct. Stated another way. would regulated utilities get any depreciation or rate of return on

grant funds expended under this bili?

SB 280 is scheduled for its first hearing Tuesday, February 19. 2002. Ifat all possible. 1would
appreciate a response prior to that time so that I can provide the committee with the information.

Sincerely.

Gene Therriault
Senator. District Q



TONY KNOWLES, GOVERNOR

701 WEST EIGHTHAVENUE, SUITE 300
ANCHORAGE . ALASKA 99501-3469
PHONE: (907)276-6222

FAX:  (907)276-0160

TIY:  (907) 276-4533

February 15, 2002

The Honorable Gene Therriault
Alaska State Legislature
State Capitol (MS 3100)
Juneau, AK 99801-1182

Re: SB 280, "An Act permitting %rants to certain regulated public utilities for
water quality enhancement projects and water, wastewater, and solid waste

systems.”
Dear Senator Therriault:

This is in response to the questions raised in your February 15, 2002 regarding
requlated Bubhc utilities. In that letter, you ask whether requiring utilities to be
requlated by the Regulatory Commission of Alaska in order to be eligible for a
grant will ensure that the benefits of the grant are passed on to ratepayers.

All public utilities that serve 10 or more customers for compensation must he
certificated by the RCA. Al certificated utilities are subject to a_ public
convenience and necessity determination and a fit, willing and able requirement
before they can operate as a public ut|||t?]/. Certificated public utilities are subject
to economic regulation (rate review) by the RCA if they are Fl)nvately owned or do
not otherwise meet the exemption criteria in AS 42.05.711. The Commission
requlates p![)elm_es and utilities to assure reasonable and just rates to the
consumer with fair rates of return to the utilities.

Ensuring that the benefits of the grant are passed on to ratepayers will primarily
be the >asponsibility of the agency administering the grant. For an economically
requlated utility, the Commission would have the opportunity to assess the
benefits of the project through the rate review process, after the project is
completed and in use.



Letter to Senator Therriault
February 15, 2002
Page 2 of 2

You also ask whether regulated utilities get any depreciation or rate of return on
grant funds. The answer'is no. In traditional ratemakmgz depreciation allows the
utility to recover the funds it invested to purchase plant that Is used and useful in
delivering service, Consumers compensate utilities through rates for the costs
incurred by a utility to deliver service. Grant-funded plant acquisitions are not
allowed in'rates because they do not represent an investment by the ut||_|t¥_. To
require ratepayers to reimburse a utility for grant monies and allow the utilities to
earn a return on an investment they have not made would result in higher utility

rates for the ratepayer.

| hope the above provides the informatior you seek. If you have any questions
{/Jvlease call me at (907) 263-2112. | will be in Juneau next Tuesday an

ed?_esday, and will be available at the hearing to answer any additional
questions.

Sincerely,
REGULATORY COMMISSION OF ALASKA



FEB. 19.2002  1."HIPV FNSB MAYOR"S OFFICE  * NO.949 Poui

Fairbanks North Star Borough officeofthel\/tayor
8BPioneer Road RO, Box 71267 Fairbanks, Alaska 99707-1267 - go%%t%%lz)

Email mayor@co.fairbanks.ak,us

February 19, 2002

The Honorable Senator Gene Therriault

ushman, Suite 101
Farrbanis AK 99701

Dear Senator Therriault:

Writing you. to give my support to Senate Bill 280, which would allow privately owned, publi
utrmres togrgcerve ateryan wastewater grants through Vhe Departn?ent o}yEnvrron enta?

Conservation.

The Farrbanl}s North Star Boro [geh IS a second- cla%s Borough and, as s ch) has lim ted owers
in providing for water and wastewater utilities. These utifities can on e provr rough

Citizen approved service areas.

Two out of the 117 servjce areas within the Borough hra e]ected t0 rovrge some |evelo
water and wastewater utrr Nejther service area can afford the cost of provl rrcrlg qg] uti rtg
functions nor can they afio m o, necessarg rmProvements This ha esuﬁe

satet ssues that must be addressed sefvice area in partrc uiar, Ballaine aoreder s

alreadly raised their property taxes to the maximum mil rate allowed hy statute,
Improrye taherr client wastelate DIOCESS, tﬁéy must tum to a private % owned, ptﬂ)lrc utility

company.

The Faj rbanks Noﬁh Star, Borough overnmenth cq |reot ?Jngﬁt assist these two service
reas owev hrs assistance ta es U ublic tgcompames been ina
place to provide this assistance, Improvements coul hav n expe rt

Senate BH 280, would heg rivately.owned, public water an stewatef] util comPames t0
ImProv%t e existin m rastructure Wit ouf pI cing the entrlr(e urcen on the ratepayer. In ouyr
ansion of services as a resuft or SB 280 would allow im rovementst areas wit

ex
marginal, cuPrentsystems or no systems at all, such as Badger Road and Farmers Loop,

Ple d my sypport to thr critical le |s|at|on The anks North Star Borough Assembl
Iwr %e sr}lbmiprt) ng a reso utrron In spport of SB 28 lhrn the next tvvoweeksg )
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February 13, 2002

Senator Ben Stevens _
Chair, Senate Labor and L(llommerce Committee

Sent by fax: 907-465-388

RE: SB 280

Fairbanks Sewer & Water, Inc. (FS'/V) was formed in 1996 to acquire Golden Heart
Utilities, Inc. from_the City of Fairbanks when the City divested itself of it's utiities.
Simultaneously, FSW acquired Collegle Utilities Corporation, which owns and operates
the water and wastewater system on'the west side of Fairbanks. FSW Is the parent of
both Golden Heart Utilities and College Utilities, which serve a combined 8,500

customers.

In 2000 we asked the Le?|sla_ture to allow qur water and wastewater utilities to
participate in the State’s low interest revolving. loan fund, which the Legislature
accomplished through HB304. Because utilities must be reﬁulatedb the Regulatory
Commission of Alaska as a condition of participation, all of the benefifs of the program

are passed on to the ratepayers through' lower rates.

Currently Fairbanks is the only community in the State that cannot participate in the
State's water and wastewater grant program under AS 46.03.030(b$ as under current
law, privately owned, public water and wastewater utilities are not eligible. SB280
remedies this inequity'in the same manner as HB304 mentioned above. Fairbanks was
eligible to participate when the utility was owned by the City of Fairbanks, SB280 .
provides the same henefits to the Fairbanks ratepayers that they enjoyed under City
ownership by including privately owned water and wastewater tilities'in the State's
water and wastewater grant program If the utilities are requlated by the Regulatory
Commission of Alaska.” Regulation insures that all of the’economiC benefits of the

grants are passed on to the ratepayers.

SB280 will -
1. Reduce the burden to our ratepayers of critical improvements to our water and

wastewater ?]ystems,., Like all utilities In Alaska, improvements are necessary for
the continue re_|_|ab|||t¥ of the system.

2. Increase the ability of the utility’to expand its water and wastewater system to
include families and businessés that utilize wells and septic systems. “The vast
maicrity of Fairbanks residents are not hooked up to a public water and
. Water system, Insome cases this causes sanitary problems that could be
| 1] by our utility system. _ ,

3. Pr "1'benefits to our ratepayers that other ratepayers in Alaska enjoy.

U
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Thank ¥ou for the opportum%

to comment on this bill. | can be reached at the telephone
number below if you have a

Itional questions.

AnayWarwick
Chair of Board of Directors

Fairbanks Sewer & Water, Inc.
907-456-1566

ce =d G9SI9Sh i0G-CH
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1£001/001

S. Frank * L. Anderson a 002
77/ae esiesm p. Bel
Uu-.» ta . ««««>

Introduced by: Mayor Thompson
Dots: February 25,2002

RESOLUTION NO. 3976

A RESOLUTION OF THE CITY OF. FAIRBANKS IN SUPPORT OF

SENATE BILL 280, AND SETTING AN EFFECTIVE DATE

WHEREAS. Senate BUI 280 would amend currentlaw to permit state grants to
regulated private utilities for water quaWty enhancementand supply,as well as sewage and
solid waste facilities; and

WHEREAS, regulation by the Regulatory Commission of Alaska (“RCA?*) Insures
thatallofthe economic benefits ofthe grants are passed on to the rate paying public; and

WHEREAS, currently Fairbanks isthe only community that can not participate in this

grant program due to the divestiture ofthe Municipal Utilities System.

NOW, THEREFORE, s & IT RESOLVED that the City Council supports Senate BU
280, and urges fieadoption by the legislature of the State of Alaska.

Passed and Approved this 2002.

oliayes;

- NAYS:
ABSTAIN:
ABSENT..

ADOPTED:

APPROVED AS TO FORM

0 hC.
Carol L. Colp, City Ctertt ' Herbert P. Kuss, City Attorney



TONY KNOWLES, GOVIERNCR

70L WEST FIOHTHAVENUE, SUITE 300

DEPARTMENT OF COMMUNITY AMD ANCHORAGE . A ASKA SOR01-3460
ECONOMIC DEVELOPMENT EE)C()!\JE: (QO7)276-5222
REGULATORY COVMMISSIONOFALASKA ™ Gororesan
April 8, 2002

The Honorable Senator Gene Therriault

Alaska State Senate

State Capitol (MS 3100

Juneau, Alaska 99801-1182

Faxed to 907-465-3884 (attention Wilda Rodman)

Re: SB 280

Dear Senator Therriault;

You asked whether the owners of a utiIitY that received grant funding under this
proposed legislation would receive a profit based on those grant funds if the
utility was ever sold. The briefanswer is no, for the two reasons explained

below.

First, _an_}/ grant funds received by a utility are considered contributed capital and,
with limited exception, a requlated utility'is not permitted to recover contributed
caPltal from its customers. The utility is"also, with the same limited exceptions,
no Be_rmjtted to count the contributéd capital as a portion of its investment in
establishing the amount of return on its investment it may recover from its_
customers. AS 42.05.471(b). Utilities must account for contributed capital in a
manner inwhich it is dearly identified or excluded from the utility's rate base
under the uniform system o0f accounts prescribed by regulations. Utilities with
annual revenues in‘excess of $100,000 are also re%uwed to maintain continuing
property records that reflect this treatment. AS 42.05.461.

Second, markei value for a utility, similar to unregulated enterprises, Is generally
established using the net presenit value of expected future cash flows the
gurchasmg entity will recelve. The cost of purchasing a utility in excess of the net

00k value of the selling utility's assets (an acquisition adjustment) usually
constrains market value, The new owner of a ytility should know that they will not
automatically be allowed tq recqver the ac_%wsnmn adjustment from its customers
through nates and will set the price accordingly.



Senator Therriault April 8, 2002
Page 2

Either the stock or assets of a utility can be sold, and depending on the nature of
the transaction, the prescribed uniform system of accounts will require the book
value of the sefler’s plant to be carried forward by the purchaser rather tha\n
revaluing the assets to market value. At the timé of the utility's next overall rate
review, the RCA is directed by statute to establish the ratebdse for the new
owner using the lower of the purchase price or the value on the selling utilities'
books.. The hook value_regresents_t_he remaining value of the plant after the
depreciation already paid by the utilities' customers has been deducted and the
purchase P“CG represents the market value ofthe utility. The statute requires
rate base to be set at that value if lower so that the customers o' the new utility
are not paying for plant value the utility did not acquire.

The RCA has allowed acquisition adjustments to be recovered from rat,epaYers

by the utility when the new owner provides evidence of public_interest, like lower

rates as the result of the acquisition. The RCA carefully scrutinizes ]proposed

acquisition adjustments that utilities seek to recover through rates. The RCA's

role is not to determine the purchase price ina utility sale, that is left to the

Bames. Rather, we regulate the amount of the purchase price that the utility will
e allowed to recover from its ratepayers.

| hope this information is helpful to you. Please contact me if you need any
further information.

Nanette Thompson
Chair

GNT:dea
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SB 280-WATER/SEWER/WASTE GRANTS TO UTILITIES
SENATE FINANCE COMMITTEE

SIGN-IN
NAME: C & H Subjecl/Bill No: *S-2SQ
Co./Dept./Title: mE£j(Vr r Vghorv  Phone:
Address: 41Q LOtHo-gcj-btj Ave; Tiirvpaii. zip: ¢)0B o)\
Do you wish to testify? Yes No Respond To Questions
NAME: Subject/Bill No:
Co./Dept./Title: Phone:---mmemmmeemv
Address: Zip:
Do you wish to testify? Yes No Respond To Questions
NAME: Subject/Bill No:
Co./Dept./Title: Phone:-----ms--mmmem-
Address: Zip:
Do you wish to testify? Yes No Respond To Questions
NAME: Subject/Bill No:  -------
Co./Dept./Title: Phone:
Address: Zip:
Do you wish to testily? Yes No Respond To Questions

- 4/10/02

SFC



SB 2S0-WATER/SEWER/WASTE GRANTS TO UTILITIES
SENATE FINANCE COMMITTEE

SIGN-1IN
NAME: Subject/Bill No:C96&
Co./Dept./Title: r"nA yd (-tvi. (.Orv™.-Pt VVj1ic.Tv Phone: 161
Address: A\(\ I>liUrny.-'A tv. A »>AQV>)t . hie.. Zip:’ °Pim\
Do you wish to testify? ‘A Yes No .Respond To Questions
NAME: Subject/Bill No:
Co./Dept./Title: Phone:-------------
Address: Zip:
Do you wish to testify? .Yes No Respond To Questions
NAME: Subject/Bill No:
Co./Dept./Title: Phone:-----memmmv
Address: Zip:
Do you wish to testify? Yes No Respond To Questions
NAME: Subject/Bill No: -
Co./Dept./Title: Phone:
Address: Zip:
Do you wish to testify? Yes No Respond To Questions

SFC -1- 3/26/02



SITE: ANCHORAGE LIO
COMMITTEE: SFIN

DATE: 3-26-02

DO YOU WANT



SITE: FAIRBANKS LIO SUBJECT OF MEETING:

_ SB 280
COMMITTEE: Senate Finance
UPDATE #; 1
DATE: March 26, 2002
PLEASE SI1GN | N
DO YOU WANT
P R I N T YOUR NAME ADDRESS (MAILING & ZIP)
Andy Warwick Here to answer questions

Email address:

Email address:

Email address:

Email address:

Email address:

Email address:

REPRESENTING

Fbx Sewer & W ater

TO TESTIFY?
Y or N
Here to answer

?’s on SB 280





