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Representative Bill Williams April 22,2004
House of Representatives

State Capitol

Juneau, Alaska 99801-1182

Subject: 11B-453
Dear Representative Bill Williams:

I am opposed to HB 453, and | would like to provide you with some reasons why this bill
is not good for Alaskans.

For years land others have been trying to sell renewable power to CEA or to MEA. |
have offered this power to MEA at well below what CEA is selling it to them. MEA
states that they cannot purchase our power as they have an all requirements contract wiih
CEA.

CEA states they will buy our power at their avoided cost. This is the law. They claim
their power production costs are a little more than one-half of the price they charge MEA.
Therefore, CEA charges MEA a large amount to administer their contract and without
RCA can charge them any amount they choose. CEA proposes to sell their own
renewable power but fails to offer or make us part of the pool. That is, only they can own
wind turbines or only they control govemmentally subsidized hydroelectric plants. No
one else need apply. To the maximum extent they are trying to monopolize all power
production in the railbelt. if they truly had the consumer’s interests at heart they would
have a standard offer with their actual avoided cost as a benclimark. They would then sell
power at the blended rate from all producers including themselves. This blended amount
would always be less then the amount they now charge MEA or their own consumers.

CEA does not want competition, and it functions as a monopoly. It wants their guys in
and others out. About 66% of the money spent by a typical utility is in generation and
transmission. It is a lot more fun and more lucrative for their employees to play in this
puddle. CEA is in actual fact an EOC. That is an employee owned company. Consider
the wages they pay for even low level jobs. They have been overcharging MEA and
Homer Electric and their own consumers for a long time.

If it were not for RCA there would be no restraint whatsoever on their activities. | am not
a great fan of RCA as they do not always do what is right but they have the potential to
improve and are sure better than the alternative.

Ifyou care to discuss this whole matter in more detail 1am available.

Earle Ausman, PE
Attachment: Williams Article

1503 WEST 33RD AVENUE « SUITE 310 « ANCHORAGE, ALASKA 99503
PHONE (907) 258-2420 « FAX (907) 258-2419 « HOMEPAGE www.polarconsull.nel


http://www.polarconsull.ne1

For your infonnation | have done feasibility and economic studies, designed and built
power plants, both hydro and thermal, and have worked on wind generation, and 1have a
strong preference where feasible for environmentally sound alternatives.

I have included part of an article by Walter Williams who discusses why the populace as
whole does not always lookout for itself in situations like this. This information discusses
“narrow well-defined benefits and small widely dispersed costs”. It explains why a
relatively small group of people can hijack a cooperative such as CEA and why CEA,
MOA and GVEA need oversight by the RCA and by the State Legislature.

CC: Anchorage News, Daily Frontiersman, MEA, HEA, CEA Board.
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Pete Kott

Speaker of the House

Memorandum

April 23, 2004

Representative Bill Williams
Co-Chair Finance

RepresentauW&jfcte Kott
Speaker of|//nouse

HB 453

Interim: (Jane-Dec)

716 West 4th Avenue, Suite 600
Anchorage, AK 99501-2133
(907)269-0155

(907) 269-0154 Fax

I want to take my name off ajoint letter that was sent to you on April 21 in opposition to
HB 453.1 do, in fact, support the bill.
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2004 LEGISLATIVE SESSION Bill Version: CSHB 453(L&C)
(H) Publish Date: 3/24/04
Revision Date/Time (Note if correction): Dept. Affected: DCED
Title Joint Action Agencies _ROU Regulatory Commission of Alaska (3%9)
Component  Regulatory Commission of Alaska
Sponsor Representative Heinze
Requester House Labor & Commerce Component No. 2417
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES
CHANGE IN REVENUES ( ) I 0.0 0.0 0.0 0.0 0.0

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health
1141 - RCA Receipts

TOTAL 0.0 0.0 0,0 0.0 0.0
Estimate of any current year (FY2004) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor’s FY 2005 budget proposal:
POSITIONS
Full-time 0 0 0 0 0
Part-time
Temporary

ANALYSIS:  (Attach a separate page if necessary)

This legislation would have no direct fiscal impact on the RCA in the immediate future, although it likely
would require long-term adjustments to agency operations in later years.

Prepared by:  Mark K. Johnson, Commissioner. Chair Phone (907) 276-6222
Division Regulatory Commission of Alaska Dale/Time 2/27/04 2:38 PM
Approved by: Edgar Blatchford, Commissioner Date 2/27/2004
Agency Department of Community & Economic Development
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The Honorable John Harris, Co-Chairman The Honorable Bill Williams, Co-Chair
House Finance Committee House Finance Committee

State Capital, Room 513 State Capital, Room 515

Juneau, Alaska 99801-1182 Juneau, Alaska 99801-1182

ReprRSfinlallve Dill Williamsffilcois stoln.alc.iw

Re: HB 453 [CSHB 453(L&C)]
Dear Chairmen:

On behalf of Homer Electric Association, Inc, (Homer Electric) | am responding
to the letter of Ronald Saxton of the firm of Ater Wynne LLP, The letter was written on
behalf of Chugach Electric Association, Inc. (Chugach), Anchorage Municipal Light &
Power (ML&P), and Golden Valley Electric Association, Inc. (GVEA).

| represent Homer Electric in certain of their matters before the Regulatory
Commission of Alaska (Commission). | have practiced in Alaska in the area of
regulatory law for over 35 years,

Homer Electric depends upon Chugach to supply the power for its members.
Homer Electric will be adversely affected if CSHB 453 (HB453) is passed. HB453
removes Commission review of wholesale power contracts between ajoint action
agency (JAA) and Its members. It generally exempts the JAA from regulation by the
Commission. While the letter referred to above suggests the legislation will not alter
the ability of the Commission to review any rate charged by the utility for service under
the Jurisdiction of the Commission, the letter also makes dear the Commission cannot
review or alter any rate between the JAA and the member utility (page 3, paragraph 4,
last sentence). What this means is that the Commission might look at rales being
passed on to the consumers of a JAA member; i.e., examine them, but it con do
nothing about them.

I will, in this letter, deal with a point by point discussion, and where appropriate,
refutation of the Issues raised by the letter of April 15,2C04.

The first argument on page 2 is that HB453 removes unnecessary impediments
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to building new generation. The first paragraph suggests one of the impediments
being removed is the ability of the Commission to inquire into the reasonableness of
new construction costs and rates, arid whether they should be passed on to the rate
payer. Simply stated, the bill affords no independent review of construction costs or
their effect on rates. In other words, no body can protect the rate payer. The letter
suggests the passage of the hill will merely Insure the members of the new JAA will
bring the new generation on line in the same efficient manner present utilities enjoy.
That may be true as far as it goes; left unsaid, however, is that no independent body,
such as the Commission, can review the prudency of construction, financing
arrangements or operating costs of these new projects and decide what rates the rate
payer should pay.

This argument further notes the JAA would not need a Certificate of Public
Convenience and Necessity (CPCN). It suggests that such a requirement would be
redundant. Of course, the legislature is never advised what the CPCN review
requirements are, and to suggest they are simply redundant, is incorrect.

The last paragraph of the first point observes that the Alaska railbelt will need
significant investment in the next 25 years. This is true. But a solution involving only
the three largest generating utilities (Chugach, ML&P, and GVcA) and ignoring the
utilities serving the Kenai Peninsula and the Matanuska-Susitna Valley, two of the
most significant population blocks In the railbelt, is not the way to address the need.

The second point, beginning at the bottom of page 2, is that no one should fear
JAAs because they will have the same success as the Four Dam Pool and Bradley
Lake projects. It is true the projects are free from direct oversight of the RCA.
Distinguishing factors between the Four Dam Pool and the Bradley projects and the
current situation are that the participants in those projects are the only consumers of
the power from the projects, buying the power from themselves; the contracts among
the participants were negotiated before the exemptions were granted; and the
exemptions were approved by 100% of the users. It is also true tho projects provide
extremely cost efficient power; however, that has more to do with the fact that the
projects were heavily subsidized with state money, than any organizational
efficiencies.

In order to allay the concerns of the Legislature about supervision of the JAAs,
as its third point the letter suggests member elected boards of directors or the
Municipal Assembly will protect the public. While it might be true In tiro case of a
disastrous project some board or assembly members might be removed, regardless oi
what happens politically, the ratepayers will still have to pay rates sufficient to pay the
debt on the project. AS 42.05.431(c)(3) requires the Commission to honor any rate
covenant by a public utility to establish, charge, and collect rates sufficient to meet its
obligations under a wholesale power contract [see legislation at page 2, lines 19-20].

The assertion that the interests of the consumers of power from Chugach are
represented by the board of directors is false. The Chugach board is not "publicly
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elected." Chugach generates power for nearly 115,000 consumers in southcentral
Alaska. Approximately 50,000 of those consumers are not members of Chugach and
have no right to vote on any Chugach Issues. The Chugach board regularly attempts
to impose high rates on these customers (who don't elect the board), to benefit the
rates of its own retail customers (who do elect the board). If dissatisfied with the
utility's "reliability, price, service or strategic planning,” the wholesale customers of
Chugach have no recourse except to the RCA. If Chugach makes a greater return on
its services than predicted, it can keep the wholesale customers' money as long as it
wants.

The last point on page 3 is most telling. First, the argument Is made that the
legislation will not eliminate the Commission's review of existing wholesale power
agreements but the legislature is not told what happens when these wholesale power
agreements expire. Second, the argument is made that although the Commission
cannot review or alter the rates established In the wholesale power agreement
between the JAA and its member, it could “examine” the rates if passed on In a
subsequent wholesale power contract between a JAA member and a non-JAA
member. Such an “examination” of rates would futile at best. If a rate can't be
analyzed, reviewed or altered, the power to "examine” the rate is of little value.

The assurance that Commission will continue to play an important role In
protecting rate payers and the public at large is hollow if this legislation is passed. The
Commission will be stripped of any meaningful role in protecting rate payers from
excessive generation and transmission costs.

If Alaskans are embarking on a $5 billion 25*year program to improve the
railbelt generation and transmission needs, then more than ever before, there needs to
be some impartial third party oversight of these decisions. Homor Electric, while it
represents over 20,000 members, has but one vote in Chugach’s elections. There has
to be some independent review of Chugach or JAA decisions that affect tho
relationship between Chugach and Homer Electric, and its rate payers and, for that
matter, all rate payers including those of Chugach, ML&P, and GVEA. HB 453 should
not be passed out of committee.

Very truly yours,

HARTIG RHODES HOGE & LEKISCH

By:

cc: Homer Electric Association, Inc.
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Position Paper
Regulatory Commission of Alaska

HB 453 - “An Act exempting from regulation under the Alaska Public
Utilities Regulatory Act wholesale agreements for the sale of power by joint
action agencies and contracts related to those agreement, and joint action
agencies composed of public utilities of political subdivisions and utilities
organized under the Electric and Telephone Cooperative Act.”

The Regulatory Commission of Alaska is opposed to HB 453. This legislation holds the
potential to exempt from regulatory oversight most new electrical generation in the
Railbelt in future years. The only effect of HB 453 is to provide an exemption from all
forms of regulatory oversight - this legislation docs nothing to otherwise enhance the
functioning ofjoint action agencies or define their operations. From the perspective of
the RCA, HB 453 provides no tangible or measurable benefits to the consuming public
while at the same time creates significant potential for the abuse of monopoly power in
Alaska’s most capital intensive industry.

The principal joint action agency under Alaska law is the entity created to manage the
“four-dam pool” assets which were built with direct state appropriations in the 1980’s.
This agency has functioned reasonably well, but this has been the case because of the
unique circumstances which caused its formation. Underpinning the formation of the
four-dam pool joint action agency was the fact that all of the assets which were and arc
subject to agency management were already constructed and that agreements were
already in place for the purchase and sale of wholesale power from those projects. In
summary, the State, with heavy Legislative involvement, determined that these
investments were appropriate and that management under the joint action agency concept
was the preferred course for the administration of these facilities. AS 42.05.431 (c)
grants an exemption to the four-dam pool agency from RCA juris fiction but that
exemption is of limited duration.

In stark contrast, the exemption proposed in HB 453 would extend to an unknown
number of new joint action agencies for an undefined number of projects which have not
yet been planned, constructed, financed or operated. Further, the exemption would be of
unlimited duration.

If exempt from RCA jurisdiction, new electrical generation facilities in the Railbelt
constructed under the auspices of one or more new joint action agencies would not be
subject to ANY independent review as to (1) their necessity or prudence; (2) the
reasonableness of their operating expenses; or (3) the rates to be charged for power
produced from these facilities. The RCA believes that a grant of such sweeping
authority would be unprecedented in Alaska’s history.



A variety of problems could arise under this legislation which would be very difficult to
correct once significant resources had been invested in a particular project. One area lies
in the scope of projects which might be undertaken. For example, the potential exists that
a self-governed, unregulated joint action agency could determine that the provision of
generation or transmission facilities might include the construction of extensive private
roadways, pipelines or even railroads. No independent mechanism would exist to
control or question such decisions or investments. Similarly, no direct mechanism would
exist to control or question the sizing of proposed plant investments or their fuel sources.

In the arena of operations and maintenance, no agency could review the reasonableness
or prudence of expenses ofjoint action agency facilities. Any and all expenses would be
included in the wholesale rates to be charged to power distributors on a “take it or leave
it” basis.

The Legislature should understand that while joint action agencies are identified in the
final report of the Energy Policy Task Force as a method for unified system operation, the
Task Force Report does not mention or endorse the exemption of such agencies from
RCA regulation. The RCA agrees with the Energy Policy Task Force recommendations
that joint action agencies can play a useful role in the planning, constniction and
operation of new generation and transmission facilities. In the view of the RCA,
constructive use of the joint action agency concept must include statutory provisions as to
the scope, governance and operation of such agencies. The complete exemption of such
agencies from RCA jurisdiction docs not solve any identifiable problem except to satisfy
a general desire for the It sening of regulatory burdens.

The Legislature should understand that regional interests of one utility could induce
generation and transmission decisions which, while favorable to one utility, are not in the
overall public interest. The State needs to retain oversight of major infraslructure
decisions, and continued rate-making jurisdiction. Decisions on major infrastructure
projects are best reviewed either by the Legislature or through an agency charged with
siting and cost analysis that embraces the Railbelt as a whole. This will ensure major
infrastructure decisions are made in the public interest.

Multiple and serious costs to the consuming public would arise from the blanket
exemption proposed in HB 453. HB 453 should not be enacted by the Legislature.

2-26-2004a
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Alaska Power Association

703 West Tudor Rond, Suice 200

Anchorage, Alaska 9950-3

Pin 907-561-6103, Toll-free: 1-877-992-7322
Pax: 907-561-5547, URL: VAVWv.alaskapowcr.org

March 31,2004

Representatives line Croft
House Pinnace Committee
Capitol Building, Room 519
Juneau, Alaska 99801

Subject: Attvska Power Association’s Support of House Bill 453
Dear Representative Croft:

Alaska Power Association (APA) strongly supports House Bill 453, which would crcato ajoint
action agency for Railbelt electric utilities. The purpose for this new entity is to share the
ownership and management of the Bradley Lake Hydroelec ric project and Alaska Intertic assets,
which could bo acquired from the Alaska Industrial Development and Export Authority and its
affiliate Alaska Energy Authority.

Although owned by the State, the Bradley Lake project and the Alaska Intcrtie are currently
managed and funded by the Railbelt utilities through the Intertle Operating Committee and the
Bradley Lnkc Project Management Committee, respectively, It is important to note that all the
Railbelt utilities are either consumer-owned cooperatives or municipal systems that ore directly
responsible to their customers.

AIDEA has expressed an interest in divesting Bradley Lake and the Alaska Intcrtie to interested
utilities in the Railbelt. The APA Board of Directors believes that it is m the best interest of the
Ruilbcli utilities to have common ownership of these projects, to provide a funding mechanism
for the projects’ maintenance, capital improvements and repair. Please be aware that there is a
difference of opinion on 1B 453 among APA’s members in the Railbelt. Chugach Electric
Association, Anchorage Municipal Light & Power and Golden Valley Electric Association
support the bill. Homer Electric Association and City of Seward Light & Power Division oppose
it.

Attached is the APA resolution supporting authorization of ajoint action agency for stale electric
infra,structure assets.

Sincerely,

Eric P. Yould
Executive Director
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Alaska Power Association Resolutions 2004

INFRASTRUCTURE

5.1) A Resolution Supporting the Authorization of a JAA for State Electric
Infrastructure Assets

The Alaska Industrial Development and Export Authority/Alaska Energy Authority is the owner
of the Bradley Lake Hydroelectric Project and Alaskan Intcrtie. These assets arc currently
managed and funded by the Railbelt utilities through the Intcrtie Operating Committee and the
Bradley Lake Project Management Committee, respectively, The Railbelt utilities are made up
of a combination of cooperatives and municipalities.

AIDHA lias expressed an interest in divesting itself of these electrical projects to interested
utilities in the Railbelt. Ttwould be in the best interest of the Railbelt utilities to have common
ownership ot these electrical projects that will provide a funding mechanism for necessary
maintenance, capital improvements and repair of these projects. The Joint Action Agency is a
formal organization recognized by the State of Alaska that is particularly useful for organizations
that include municipalities and cooperatives. Alaska Power Association strongly supports the
authorization of a Joint Action Agency as a new entity to share ownership and manage assets (hat
may he transferred front AIDRA/ALA.
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Sponsor Statement

HB 453

“An Act exempting from regulation under the Alaska Public Utilities Regulatory
Act wholesale agreements tor the sale of power by joint action agencies and
contracts rela'H to those agreements, and joint action agencies composed of public
utilities of political subdivisions and utilities organized under the Electric and
Telephone Cooperative Act.”

With transmission lines dating back to the 1950°s and generation assets that are
20-30 years old Alaska’s Energy infrastructure is in desperate need of an upgrade.
According to the Railbelt Energy Study the cost of these upgrades would be at least $5
billion. The House and Senate recognized this when they passed House Concurrent
Resolution 21 establishing the Joint Energy Policy Task Force. HCR 21 mandated the
review and analysis of the state’s long-term energy needs, and asked the Task Force to
develop a long-term energy plan to efficiently enhance Alaska’s economic future.

One of the major recommendations made by the JEPTF was that the Slate
“promote unified operation of Railbelt generation and transmission systems.” A Unified
System Operator would, by coordinating the resources of the various Railbelt utilities, be
in a position to undertake the enormous financial obligation of upgrading the Railbelt.
The demands of these infrastructure upgrades are beyond the financial capability of any
single utility. This bill is a tool that would give a Joint Action Agency the financial
stability to fulfill the role of a Unified System Operator.

HB 453 makes slight changes to existing statutes that permit certain entities to
create what is called a Joint Action Agency under AS 42.45.300, a business organization
of similar structure to an “S” or “C” corporation, partnership, cooperative or limited
liability corporation (LLC). Specifically, language is added to AS 42.05.431(c) and AS
42.05.71 1(0) to exempt contracts by such an agency (a JAA) from regulation. This is
altogether fitting and proper in that the entity that is exempted by this change to statute
(the JAA) can only be made up of cooperatives under AS 10.25 or entities owned by a
political subdivision of the stale, both of whose governing bodies are publicly elected.

Further, contracts consummated by a JAA with another public utility for the sale
of power, wheeling, storage, regeneration, or wholesale repurchase under a wholesale
agreement would be an agreement between two or more willing and capable parties. Any
dispute would be handled in superior court according to contractual law. For these
reasons | strongly urge you to support HB 453.

Web Site; ww.ak repblicas.oyliciiisY <«  E-mail:Hoprolotalive ClicrylLHi"in:cq@lc(Gis.state.ak us
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA

FAX (907) 465-2029
Mail Stop 3101

State Capitol

Juneau, Alaska 99801-1182
Deliveries to: 129 6th St., Rm. 329

MEMORANDUM March 23, 2004

SUBJECT:

TO

FROM:

Joint Action Agencies, CS for HB 453(L&C)
(Work Order No. 23-LSI601\H)

Representative Tom Anderson
Attn: Josh Applebee

Barbara R. Craver
Legislative Counse

Enclosed is CS for HB 453(L&C). | want to point out that the second amendment made

to HB 453 is problematic.

I do not see how anything in AS 42.05.431 can modify the

general exemption provided in AS 42.05.711(0). Amended by the committee, section 2
of the bill now reads:

*Sec. 2. AS 42.05.71 I(0) is amended to read:

(o) A joint action agency established under AS 42.45.310
is exempt from regulation under this chapter, including the
requirement to obtain a ceaificate of public convenience and
necessity under AS 42.05.221, for the operation of, sale of power
from, and other activities related to the power project the joint
action agency purchases from the Alaska Energy Authority until
the wholesale agreement and any related contract assigned by the
authority becomes subject to review or approval by the
commission under AS 42.05.431. The exemption provided by this
subsection extends to repairs and improvements to the power
project the joint action agency purchases from the authority but
does not extend to any other power project or other activity of the
joint action agency. A joint action agency established under
AS 42.45.300 that is formed by public utilities owned by a
political subdivision of the state, by cooperatives organized
under AS 10.25, or by a combination of the two is exempt from
regulation under this chapter as specified in AS 42.05.431,
including the requirement to obtain a certificate of public
convenience and necessity under AS 42.05.221.

(italics added to indicate amendment #2 changes)

The language added by the amendment refers to AS 42.05.431 which concerns the power
of the Regulatory Commission of Alaska to fix rates. | do not understand how *‘is exempt



Representative Tom Anderson
March 23, 2004
Page 2

from regulation under this chapter, including the requirement to obtain a certificate of
public convenience and necessity under AS 42.05.221" can be modified by "as specified
in AS 42.05.431."

There is an earlier reference to AS 42.05.431 in the first sentence of AS 42.05.71 I(0):

A joint action agency established under AS 42.45.310 is exempt from
regulation under this chapter, including the requirement to obtain a
certificate of public convenience and necessity under AS 42.05.221, for
the operation of, sale of power from, and other activities related to the
power project the joint action agency purchases from the Alaska Energy
Authority until the wholesale agreement and any related contract
assigned by the authority becomes subject to review or approval by the
commission under AS 42.05.431.

(italics added). The reference to AS 42.05.431 here operates as a condition that will
terminate the exemption from rate regulation when the events described in
AS 42.05.431(c) occur. AS 42.05.431(c) applies only to certain wholesale power
agreements "‘entered into between the Alaska Energy Authority and one or more other
public utilities or among the utilities after October 31, 1987, and before January 1,1988.""
These specific contracts as assigned and amended are the subject of AS 42.05.431(c)
which allows those contract prices to be exempt from rate regulation *‘until all long-term
debt incurred to pay the purchase price to the Alaska Energy Authority is retired.”

Section 2 of CSHB 453(L&C), currently drafted with the second amendment to
HB 453, does not make sense. You may wish to forward this memo along to the next
committee of referral so that committee can consider the issue discussed in this
memorandum.

If I may be of further assistance, please advise.

BRC:med
04-312.med

Enclosu e
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MEMORANDUM February 27, 2004

SUBJECT: HB 453 and Joint Action Agencies (Work Order 23-LS1601\A)

TO Representative Cheryll Heinze

Attn: Jon Bittner

FROM: Barbara R. Craver
Legislative Counse

You have asked for an legal opinion on two questions in regard to HB 453. The
guestions are:

1) Do the exemptions given to joint action agencies in this bill apply to the retail
rates of the individual utilities and cooperatives who are members of the agency?

2) Will this bill affect existing contracts between individual utilities?

1. Do the exemptions given to joint action agencies in this bill apply to the retail rates of
the individual utilities and cooperatives who are members of the agency?

No. Both sections of this bill apply exclusively to joint action agencies, which are
separate legal entities from the members of the agency. Under AS 42.45.300, a joint
action agency may only be formed "for the purpose of participation in the design,
construction, operation, and maintenance of a generating or transmission facility”". It is
my understanding that generating and transmitting electricity does not include retail
distribution, thus ajoint action agency does not conduct retail sales. However, as legally
separate entities, each member of the agency operating as a public utility or an electrical
cooperative continues to be regulated as before in regard to its retail sales of power. This
bill does not change that.

2. Will this bill affect existing contracts between individual utilities?

Generally a new law will not operate to modify existing contracts. In fact, if a law has

that effect, it may be found to violate Article I, Section 15, of the Alaska Constitution

which provides: . . no law impairing the obligation of contracts . . . shall be passed
. ."" The legislature cannot retroactively change rights that are fixed under a contract.

If | may be of further assistance, please advise.

BRC:med:mdr
04-240. med
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A CONSERVATIVE VOICE FOR ALASKANS

W hat happens if the lights go out?

By REP. CHERYLL HEINZE

Here’ a question for you: Will the
dwindling natural gas supplies and an
agcigg e(lgétrical grid result in L%ture
widespread power outages in Anchorage
and elsewhere?

The subject was front and center be-
fore a legislative meeting in Juneau
last week.

The House Economic Development
Committee was the forum for a debate
on whether Kenai Peninsula and
Cook Inlet gas, on which Anchorage
depends, will be depleted before the
ggmg electrical grid could be upgrad-

The problemis real. Eric Yould, exec-
utive director of the Alaska Power Asso-
ciation, posed this question:

“1fwe spend millions in the next few
years upgrading the aging transmis-
sion lines and generators and have no
gas to power the generators, then
what?*

And this scary forecast came in a
letter to the committee fromTony 1zzo,
president of Enstar Natural Gas Co.:

“Preliminary results from the De-

rtment of Energy show that as ear-
gogs 2013 declining reserves in the

k Inlet may not be enough to sup-
port home heating and power genera-
tion ..

And that, he added, could be the case
even ifthe existing liquefied natural gas
and fertilizer plants on the peninsula
are closed and are no longer using big
natural gas supplies.

A potential shortage of natural gas is
far fromthe only threat

Joe Giriffith, CEO of Chugach Elec-
tric, said 22 generators power the entire
electric grid that seive3 this area

“Twenty of these,” he said, “were
built in the 1960s and have upwards
of 200,000 hours on them. Just to re-
place the rotors in one of these genera-
tors costs over $2.5 miillion; to replace
each generator would cost as much as
$50 million each.

“Multiply that by 20 and you see
the nature of the challenge."

Not only that, he said, “some of our

transmission lineswere builtin 1958

Are there alternative sources of pow-
er generation?

Not right away, in so far as commit-
tee member i can determine.

Chugach Electric and Anchorage
Municipal Light & Power are doing
some investigative work onwind power,
but the prospects are unclear.

Some suggest hydrogen r could
be the salvat?on. Wg trouble is, the ex-
perts say, hydrogen I coets nore to
produce than it yielas. Until better tech-
nology comes along, thats no lifesaver,
however.

Jack Eckstrom, representing Ev-
ergreen, told the committee his com-
pany’s plan to develop coal bed
methane in the Matanuska Valley
and other places in the state could
offer an interim solution in a rela-
tively short time.

The Anchorage Times
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According to Evergreen, coal bed
methane reserves in Alaska might pro-
vide one-third to one-halfof the 115 bil-
lion cubic feet of natural gas needed in
the future.

_That’s the amount of natural gas that
will be needed in just six to eight years,
according to the experts.

i The truthis that we're running out of
ime.

Wk dont have the answers we need,
but *<Jre going to keep looking.

Ore of the concerns is future finan-
cial stability of the various utilities,

_ To that end, well be holding addi-
tional hearings by the first part of
March to examine actions by the Regu-
latory Commission of Alaska with re-
spect to rates and operating margins.

Cheryll Heinze is a Republican member
of the state House of Representative!) from
Anchorage.
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INFRASTRIJCTU IE
Vi

5.1) A Resolution Supj jortinptba Authorization of a JAA for State Electric Infrastr icture
Assets

The Alaska Industrial Dcvflopmep and Export Authority/Alaska Energy Authority is the owner f the Bradloy
Luke Hydroelectric Projee and Al*ikan Intertic. These assets are currently managed and funded by the Railbelt
utilities through the Intern Opera; ng Committee and the Bradley Lake Project Management Cotimittce,
respectively, The Railbclt| utilities ire made up of a eoinbination of cooperatives and municipalities,

AIDEA has expressed an  tcresti - divesting itself of these electrical projects to interested utiiitls in the
Railbelt. It would be inti  best inLresl of the Railbelt utilities to have common ownership of thisc electrical
projects that will provide fundin' mechanism fer-recessary maintenane-eapita)-ifhprovemnts and repair of
these projects, ‘Hlie Joint » «ction/icncy is a farmal organization recoghized by the State of Alaim that is

* fiartictiTtirty iiscfut for orgJnizétiofi that include municipalities and cogjperiadivies. mAhuka.l’oun

strongly stPB6A tha BulRIFZA{HG b e Joint Actisn ABBREY BS & MW Ehtity t6 ehare BUMEFSHIb 1id manage
assets that may be tntnsfcfcd fron AIDBA/AIA.

5.2) A Resolution Urgj |ng SU nort for Development of Regional Electric Energy Pi Djects

A stable and affordable cl ictrie it, j.istructurc is vital to the economic stability of Alaska’s comrr unities and to
their abilities to compete Jeonomi ally in national markets. Tho development of large projects, i jch us regional
transmission intertics and capita’ i tensive power projects that allow communities to realize ccoi omy of scale
from such projects, are wt|ll beyor 1the financial capability of individual utilities and their ratcp; ycrc. In
addition, many rural eomij hunitics lave no foreseeable opportunities to interconnect to a trnnsmi; sion system
that will allow them to si JiilHcnn, i lower electric rates. The economic health of these communi ics is very
dependent on the rate reli I that P wer Govd Equalization helps to provide.

The Stale of Alaska has r|ab)ishc| a comprehensive Electric Energy Task Force to develop Railbell and Rural
ElectricEnergyPlans. Aliska PoTcr Association (APA) strongly endorses this action by die Stflc, and looks to
the Governor and Legislature to provide tho requisite appropriations needed to implement the re ional
infrastructure elements oljthe plaj énd to continue full funding ofPCE.

ASSOCIATION
b

o MJ M

6,1) A Resolution HoJormg Hie Memory of Representative Ramona Barnes

Ramona Barnes served | years if the Alaska State Legislature, representing the citizens of Disticl 22 in
Anchorage, During that me, shJggcnme familiar with the challenges of the electric utility Industry and

evolved into a staunch su porter Ylrural electric utilities in their overriding goal of supplying nijordabilc,

rcliahle electric power to heir owtcr-membcrs.

The Alaska Power Association B ard of Directors and members will deeply miss Rcprcscntaiivl Barncs--her
staunch support for the Rlilbclt e orgy fund, her compassionate support for the Power Cost Eqi»liztifion
fund for rural Alaska, anf icr ten ioious dedication to her constituents throughout the entire slat* She was
the first female Speaker i‘thc Hclise; the first female to have held every leadership position in me Alaska
Legislature, and tho long st servilg woman legislator in stale history. Alaska Power Associalior expresses
its deepest condolences t the ianjily of Ms. Barnes and it remembers the legacy this great legislator Icfl for
nil Alaskans.

2004 Alaska Power Assodatfcn Rcsolilions PagcO
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March 8, 2004 * o

Representative Tom Anderson, Chau-
House Labor and Commerce

Alaska State Legislature

State Capitol (MS 3100)

Juneau, AK 99801-1182

Re: House Bill 453
Dear Representative Anderson;

Please accept this letter of opposition to House Bill 453 from the City of Seward, Alaska
for the following reasons;

1. We have no objection and will encourage wherever we can the formation ofjoint
action agencies ( JAA’s) to construct new generation;

2. We are definitely opposed to exempting JAA from RCA regulations. We’ve been
told such action would have no effect on retail rates, but if wholesale rates
(contracts) are unregulated, the JAA can charge what they wish and the rate to the
purchasers will go up, forcing us to raise retail rates. We are certainly willing to
pay a fair price, but not at the expense o f supporting retail customers of the JAA;

3. Ifthe City of Seward is not a member and participant of the JAA, then regulation
by RCA is a necessity.

Thank you for considering our concerns regarding House Bill 453. Ifyou have any

further questions, please contact either myselfand or Dave Calvert, Manager of the

Seward Electric Utilities for further information.

Sincerely,
C

Philip C. Shealy
City Manager

cc: Mayor and City Council, Kent Dawson, Dave Calvert.



Railbelt Energy Study

1%BEEo



Alaska Journal of Commerce: Energy group suggests sing... http://www .alaskajoumal.com/stories/022304/loc_20040.

Alaska Journal of Commerce
on your Palmpllot k
» Click Here « N

Business Calendar Monday, February 23, 2004

1B Home mviryoint O » s 8
m Focus B Profile '
[In this Issue B Cartoons
\B Gvnilar < contmet us 1N this issue
= BuUntin Bomd
Adverti
IMovers & . V/it\;]elrjslse Web posted Monday, February' 23, 2004
__Shakers
iBBtif.Inc":.? . .
Histq 12* BAoout Us Energy group suggests single Railbelt
Archiv
ed .. msubmit operator
= U Around the Classifieds
i\livc%re!?s & m Oil ®Gas By Tim Bradner
Classifieds Alaska Journal of Commerce
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short-term issues.

Eight representatives of Alaska power utilities, including
several from the Railbelt, were named to the task force last
year by Gov. Frank Murkowski along with Barry, who is also
chairman of the state's Alaska Energy Authority.

Barry told legislators that the major long-term
recommendation on which the group reached consensus in the
first report was that a single operating entity should be formed
among the Railbelt utilities to operate the grid as a single
system.
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Alaska electric power assets like the Bradley Lake hydroelectric plant
Oil & Gas near Kachemak Bay and the aging electric intertie which
transfers power from Southcentral to Interior Alaska.

Reporter _ )
Another recommendation by the task force is that the state
and the Railbelt utilities address replacement of aging power
i generation and transmission facilities, some of which are
vCcnali nearing 50 years of age, Barry told the House committee.
Peninsula
The task force also urged the state to assist the utilities in
renewing their aging skilled workforce by investing more funds
in technical education and training. Many skilled workers In the
electric power industry are nearing retirement and there are
not enough young people entering training to replace them.

Online *

However, the task force avoided one pending power generation
issue because there would be disagreement. That is what to do
with the mothballed 50 Megawatt Healy Clean Coal Project, a
new-technology coal power plant at Healy that is owned by the
state.

The plant has been Idle since late 1999 because of an ongoing
disagreement between the state and Golden Valley Electric
Association, the Interior Alaska utility which had agreed to
operate and buy power from the plant.

Barry told the House committee that a single operating entity
for the Railbelt grid could take responsibility for the system as
a whole. The different utilities, such as GVEA In the Interior
and Chugach Electric Association in the Southcentral region,
now have responsibility for their own areas.

There are a number of cooperative agreements for power
sharing among the utilties but the contracts differ, which is an
Inefficient arrangement.

"This is one power grid and we have to make sure it works," he
said. "We need to have a centralized system, so that every
time we have to finance a replacement or repair we don’t get
Into a complex renegotiating of amendments to existing
contracts."”

"When that happens the utilities are tempted to try to gain
advantages over each other, and the state may not have the
expertise to broker these disputes," Barry said.

?2r>n 2/25/2004 2:55 PM
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The utilities have the expertise to operate the grid on a
day-to-day basis but it should be done by one entity, he said.
A single operator organization could be done in several ways,
but the utilities also have sharp differences among themselves
over different ways of doing it.

Barry urged the Legislature to let the utilities work out the
disagreement among themselves and make a recommendation
for a single operator arrangement to the state because it will
require legislation.

Some Railbelt utilities are now lobbying legislators to adopt
their favored versions of single operator arrangements, but on
behalf of the task force Barry warned against the Legislature
imposing one or another type of single operator arrangement
on the Railbelt utilities.

The task force is now working on a set of recommendations on
power generation issues outside the Railbelt, Including rural
Alaska. That is due in March

Rep. Cheryll Heinze, R-Anchoragv, chairman of the House
special committee, told Barry the task force should also
consider sources of energy in its discussions, including the
pending shortage of natural gas in Southcentral Alaska.

Another member of the committee, Rep. Harry Crawford,
D-Anchorage, said he would like to see more discussion of
renewable energy.

Barry said the task force will have more information on
renewable energy in its second report in March. Renewable
energy is important for several rural Alaska utilities, he said.
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EXECUTIVE SUMMARY

During June 2003, five of the six Railbelt utilitiesl agreed to jointly undertake a
Railbelt Energy Study (RES). At the request of the utilities, the law firm Ater Wynne
LLP contracted with the economic/engineering consulting firm R. W. Beck in August
2003 to perform the study. This report is a summary of the activities completed
during the study, and the results of these activities.

Background and Objective

The participating utilities have several motives for conducting the RES:

m  All of the thermal generating capacity in the Railbelt is more than 20 years old,
and much of it is more than 30 years old. The utilities need to determine during
the next several years whether to retire these units or make the investments in
them required to extend their lives. If they decide to retire the units, they also
need to decide what new generating capacity, if any, they should build to replace
the units.

m  During the next few years, several of the utilities may need to build new capacity
to satisfy load growth.

m  The utilities recognize that it may be both less costly and less risky to develop and
operate new generating units jointly or collectively than to undertake these efforts
separately.

m  The utilities have several opportunities, such as restarting the Healy Clean Coal
Project, constructing the Southern Intertie, and developing the Emma Creek Coal
Project, that would provide benefits to (and impose costs on) more than one
utility. As a result, the utilities recognize that decisions about these opportunities
should reflect the joint or collective interests of the Railbelt utilities.

The objective of the RES r to identify the combination of generation and transmission
(G&T) capital investments in the Railbelt through 2033 that 1) minimize future power
supply costs and 2) maintain current levels of power supply reliability. The
investments are to be identified taking into account uncertainty about future loads, fuel
prices, and resource options, and assuming that the six Railbelt utilities act
collectively. There are three important points to make about this objective:

m  The RES is astudy, not an Integrated Resource Plan (IRP). Each utility will still
need to perform an IRP or Power Supply Plan, in order to identify appropriate

1 The five participating utilities are Anchorage Municipal Light & Power (ML&P), Chugach Electric
Association gChugachj, Golden Valleé Electric Association (GVEA), Homer Electric” Association
(HEA), and Seward Electric System (SES). Matanuska Electric Association (MEA) was invited to
participate but declined. _Althoug[h MEA did not participate in the study, data for it has be.-n included in
the study, and the identified G&T capital investments reflect the need to serve its load.
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Report on the RAILBELT 12/2003
Findings and Recommendations of the Alaska Energy Policy Task Force

Utilize Alaska’s abundant renewable resources in the production of
hydrogen.

Executive:;

Convene a workshop to discuss the potential for Alaska's leadership in
hydrogen production. Such a workshop could serve as an educational tool
and a platform for discussion between public, university research and private
sector individuals and organizations.

Direct the University of Alaska and executive agencies to inventory ideal
locations for future renewable energy generation sites that could be used as a
source of hydrogen for in-state use and export.

3. Energy Infrastructure

The Task Force's goals and strategies focused on matters including, but not
limited to: (1) infrastructure; (2) transmission and distribution; and (3)
economic efficiency. As the electrical system ages, increased concerns about
reliability and stability and needs for technology-driven system improvements
will be required. In addition, the long-range need for a hydrogen-based
infrastructure to support fuel cell technologies provides yet another opportunity
for expansion in energy infrastructure. There must exist within the State the
capacity to deliver resources and energy to end-users, whether within or
outside of the State’s boundaries.

Stimulate private-sector participation in its energy infrastructure to allow
greater energy export capability to meet state, regional, and national
energy demands.

xecutive:

Provide tax-exempt bonding to fund projects, much like the Bradley Lake
Hydroelectric financing model, with the Stale retaining only the obligations that
cannot be transferred to the participating utilities.

Through AIDEA/AEA, support and encourage the formation of a Railbelt
unified operations model that would operate in a consolidated manner and
allow the most Alaskans to benefit from projects funded through the use of tax
exempt financing.

Work with Alaska’s Congressional delegation to provide financing or
economic incentives to promote energy infrastructure development.

Encourage Railbelt utilities to establish a unified system by providing
incentives such as conduit financing for Railbelt infrastructure.

Encourage adequate transmission infrastructure to increase economic
development activity.

Conduct an assessment to identify the State’s energy Infrastructure
security needs.

Executive:
The RCA should include in their deliberations the issue of cyber-security.

Page 5 of 28



Renort on the RAILBELT 12/2003
Findings and Recommendations of the Alaska Energy Policy Task Force

Private sector;

Continue in the joint planning process to identify the State’s energy
infrastructure needs.

Encourage adequate and secure transmission infrastructure to increase
economic development activity.

Continue to promote adequate fuel delivery infrastructure.

Assess the potential for the development of a locality into a sustainable
energy community that utilizes novel distributed and/or renewable
energy systems for residences and commercial enterprises.

Executive;

Examine the potential for the development of an Alaska locality into a
sustainable energy community.

Legislative:

Examine opportunities to provide support for the development of such a
community.

Alaska regional transmission planners should work to become leaders in
energy infrastructure development.

Private sector:

Establish energy infrastructure development projects that will promote the
reliable transportation of electricity throughout Central and Interior Alaska, both
on and off the Railbelt system, that meets the State's energy, environmental
and economic needs.

Define and establish a unified system operator for the Railbelt.

4. Regulatory
Streamline all licensing, permitting, and regulatory processes of energy
projects.

Executive;

Review agency practices regarding the licensing, permitting, and
regulatory processes of energy projects. These agencies could also review the
licensing, permitting, and regulatory processes of energy projects in other
states so as to develop a study of best practices regarding these issues.

Establish and maintain regulatory processes that are consistent and have
defined processing timelines and encourage utilities to maintain long-term
financial health.

Legislative:

Enact appropriate legislation for the implementation of best practices
regarding the licensing, permitting, and regulatory processes of energy
projects.

Private sector:

Provide input to the Executive and Legislative Branches to implement best
practices regarding licensing, permitting, and regulatory processes of energy
projects.

Page 6 of 28



Report on the RAILBELT 12/2003
Findings and Recommendations of the Alaska Energy Policy Task Force

C. Long-term Energy Needs

Findings

The Task Force adopted the definition of long-term as 20 years or more. The
energy requirements of the Railbelt are expected to increase 39% over that
time. Certain needs emerged from Task Force discussions and public
testimony. Within the next 20 years, it was determined that Alaska needs to:

Create secure and reliable transmission between load centers
Provide energy infrastructure for economic development
Identify and evaluate long-term fuel sources

Establish a unified system operation

Connect new areas to the Railbelt grid

Replace aging generation

Replace an aging workforce

D. Recommendations
Specific recommendations of how to fulfill future needs were as follows:

Structure implementation of a unified Railbelt system operator.
Support increased vocational trade schools, higher education and
training of technical and professional utility career staff and
management.

State grants or financing should give priority to unified Railbelt system
operation and expanding the grid along the road system, i.e., the
"Roadbelt.”

Where common projects are identified as the most cost effective energy
solutions, encourage financial risk sharing among utilities through a
model similar to the Bradley Lake Project agreement.

Increase the proportion of renewables in long-term fuel sources.
Renewables include hydroelectric generation.

Loop the existing Railbelt energy grid to improve system reliability and
serve new markets. See map for details.

Advance the physical and cyber security of the critical electrical
infrastructure in Alaska.

Strive to have nationally competitive electrical rates.

E. Long-term Railbelt Projects
For details see Appendix D.

Page 9 of 28
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B STATE-OWNED RAILBELT ENERGY ASSETS

Findings

The Task Force supports the transfer of AIDEA/AEA electrical assets ina
manner that recognizes existing contracts. Current state ownership of energy
assets should be transferred to a Unified System Operator to support the
cooperation of the utilities in that endeavor. The Task Force recommends the
state should provide financing through AIDEA/AEA to assist development of
future generation and transmission. Through AIDEA/AEA, the State owns three
Railbelt energy assets, as follows:

A. The Bradley Lake Project

The Bradley Lake Project is located in south central Alaska at the southern end
of the Kenai Peninsula. The project includes a 610-foot long, 125-foot high
concrete-faced and rock-filled gravity dam, a 3.5-mile power tunnel and steel-
lined penstock. The project transmits power to the state's main power grid via
two parallel 20-mile transmission lines. The project, which cost approximately
$328 million (including reserve fund balances), went into commercial operation
in 1991. Homer Electric Association under contract with AEA now operates the
project. Bradley Lake serves Alaska’s Railbelt from Homer to Fairbanks as well
as the Delta Junction area. The Bradley Lake Project Management Committee
oversees operation and maintenance duties.

B. Alaska Intertie

The 170-mile transmission line that runs approximately between Willow and
Healy is the state-owned portion of the 300-mile Anchorage to Fairbanks
transmission system. Itis rated at 345 kV and operates at 138 kV. The Intertie
allows GVEA to purchase lower cost energy from Anchorage and the Kenai
generated from natural gas and the Bradley Lake hydroelectric project. CEA and
ML&P generate revenue from the sale of economy energy to GVEA. The Intertie
Operating Committee oversees operations and maintenance duties.

C. Healy Clean Coal Project (HCCP)

The Healy Clean Coal Project grew out of a nationwide competition sponsored by
the U.S. Department of Energy (DOE) to test new technologies aimed at solving
the international problem of acid rain. Alaska was one of 48 applicants selected
for 13 grants. The project is located adjacent to GVEA'’s existing Healy No. 1
power plant, which was constructed in 1967. General construction of the power
plant began in May 1995 and was completed on November 21, 1997. A 90-day
test of the power plant was completed in December 1999. HCCP has been idle
since the completion of that test. After several engineering studies, AIDEA
continues to pursue all options for getting HCCP into opc-ation and selling power

Page 10 of 28



Report on the RAILBELT 12/2003
Findings and Recommendations of the Alaska Energy Policy Task Force

. INDUSTRY AND IOR GOVERNMENT ACTIONS

Findings

To efficiently energize Alaska’s economic development, the Task Force
believes that the Railbelt utiliiies should develop a unified system operation. If
there are legislative or regulatory issues, utilities should work cooperatively to
determine actions needed to implement the unified system details. Different
forms of unified systems operations may be used by the various utilities. The
Task Force Droposed the following examples.

A. Unified System Operations

Power Pooling:

Definition: “Two or more interconnected electric systems planned and
operated to supply power in the most reliable a nd economical manner for their
combined load requirements and maintenance program.”

Source: Edison Hedtric Irstitute

Power pooling systems are usually set up in one of two ways; a member of the
system takes on the role of the system operator or an independent operator is
established. Power pools allow for better utilization of resources to meet the
aggregated load. Better utilization of resources leads to lower production
costs and more economical capital improvement plans. Power pools
inherently share knowledge, which if transition to competition is imminent, will
help smooth the process and automatically create a more level playing field.
Source: RWBeck Raillelt RES Scope of Wik

The greatest benefit from a power pool assumes the utilities jointly meet
capacity requirements and jointly dispatch as if they were one utility.

Joint Action Agency (JAA):

Defined in AS 42.45.300 as "Two or more public utilities may form a joint
action agency for the purpose of participation in the design, construction,
operation, and maintenance of a generating or transmission facility and to
secure financing for carrying out the design, construction, operation, and
maintenance of the facility. A JAA may request AIDEA to issue revenue bonds
for projects of the agency. A joint action agency has the powers of a public
utility under AS 42.05." The statute broadly defines "public utilities"—includes
any corporation or cooperative that owns, operates, manages, or controls any
plant, pipeline, or system for furnishing, by generation, transmission, or
distribution, electrical service to the public.

Generation &Transmission Cooperative (G&T):

A G&T is a cooperative organization comprised of one or more utilities that
plan, operate and maintain G&T facilities for the benefit of the member utility
systems. The G&T governing board consists of members from each member
utility. It is owned by several distribution utilities to provide for their power
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supply needs, including in some cases ownership of generating plants and
transmission lines. This is the method of unified operation that is most
commonly employed by distribution cooperatives across the United States.

B. Other Tools
Integrated Resource Planning (IRP):

The National Energy Policy Act (N EPA-1992) defined integrated resource
planning and directed states to use that process as the starting point. "The
term 'integrated resource planning' means a planning process for newenergy
resources that evaluates the full range of alternatives, including new
generating capacity, power purchases, energy conservation and efficiency,
cogeneration and district heating and cooling applications, and renewable
energy resources, in order to provide adequate and reliable service to electric
customers at the lowest system cost.”

Page 13 of 28



Title 42 of the Alaska statue authorizes the formation
of aJAA (Joint Action Agency)

Joint Action Agency: Sec. 42.45.300

Two or more public utilities may form ajoint action
agency for the purpose of participation in the design,
construction, operation, and maintenance of a
generating or transmission facility and to secure
financing for carrying out the design, construction,
operation, and maintenance of the facility. A joint
action agency may request the Alaska Industrial
Development and Export Authority to issue revenue
bonds for projects of the agency. A joint action
agency has the powers of a public utility under AS
42.05
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DARD RATINGSDIREDT
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P iblic Finance Report Card: Public Power )
Pu illcatlon data: 21*Jan-2004 '
Cri dit Analyst:  Peler V Murphy, New York (1) 212-438-2065; Devid Bodek, Nei York(1) 2-438-7969

Ra ing trends for the public power sector remain stable despite the Increas d risk an uncertainty in the
overall U.S. power industry. Standard & Poor's Ratings Services has 235 r; tings in tl e public power
seotor, with the overwhelming majority carrying Investment-grade ratings, e id only fi e ratings below
investment-grade. Of the five ratings below Investment-grade, four ere Callprnia irrig itlon districts and
wa if agencies whose bond9 are rated 'B+' based on contracts with PacinJpas and =lectric Co. for the
out >ut of a specific power project The other non-Inve6tment-grade-rated af-Jil Is Gu|m Power Authority,
rat d ‘BB+/CreditWatch Negativel Thi overall credit strength of the public flower Is fi rther demonstrated
by he rating distribution, with about 80% of credits rated at least 'A-’ and 2 % of ratlrbs reaching the 'AA1
cat igory. The public power sector Includes municipally owned electric utilitt s and co nbined, or mulli-
se$ nent. utilities, as well as Joint act’on agencies consisting of two or more oartlclpat ng utilities, Ratings
are as of Jan. 20,2004.

>* Wl
VejSdfTcardi "(‘Rub'lic Finance Report Cord:’Public Power end “ooperat es’, RatingsDIrect,

Mar 27, 2003), the sector has continued to experience overall credit stabilit , with on >a handful of rating
chdiges, despite ongoing Industry turmoil on the inve9tor-owned and mercl ant sectcls. Acide from the
sec oris traditional strengths, the stability of the sector in the past year resuled from i 1'atlvely low volatility
In ¢ immodlty prices for both fual and power a6 compared with the prior tr< years, Sid from Improved
heF ring activity that mitigated the Impact of price swings. Rising power and uel price ha'd resulted In

wei Koning coverage and liquidity, and consequently, slight rating deterloratfcn, In 201 1 and 2002.

Tra rtlonal strengths of the sector that provide a solid credit foundation Indite the eu onomy of pubttcj
utilifea' governing bodies in late-setting and recovering costs (although thei iare exc ption*, such es the
Irement that Tennessee Valley Authority (TVA) distributors gain epprov | of TVA or rate increases

aboie 2% and the state of Wisconsin, wtioso municipal slectric utilities mus file rate <ases); the focus on
cord businesses and core mission to serve their customers: and for the moi part, the absence of
competftion_lor¥etail customersJThe)aksence oTstate orTederal raie reaula >nenabl 5these utilities to

T @nact“and Implement rate increases jw rate cuts quickly and aE necessary i  espon9< to a changing oost
or competitive ntnirtumn prn riweri-ttir-nlllinjnnnB la rin i n evliti This ism i often rfct the case for their

® 4rive itor-owned counterparts. Most public power utilities continue to operate as verticE y integrated utilities

and either own or have secured, through long-term contracts, sufficient gen”atlon to ieet natlve-load
derr and, which is generally their main focus.

With regard to retail competition, Where deregulation of the retail electric Ind stry has hoved forward, the i

ensiling lodslallon hes not Wuir®d.m"ok3jpally.onmi”NutANF« to compete < rctty fallhelrhetl\/fc P> ir it
emiurl iivfert. K&, UTese public utilities May choose open their service terrlt ries, a re e occurrence. As a

resu t, the customer bases In the public sector have remained intact, which i verysuf Jortive of credit'

qual ty. However, in cases where public utilities' service territories have histc ioelly be<gs multiply certified,

the nportance of being able to compete op price and cn other measures ha becom ightened. Notable

Inih sregard Is Lubbock Power and Light (LP&L), the electric utility owned b sthe city f Lubbock, Texas,

For er 80 years, LP&L hBs competed directly with an Investor-owned utility (Southwi st Public Service,

or Sl S, a unit of Xcel Energy Inc.) and typically held m strong market share 1the poa year, however, due

to ar uncompetitive cost structure and competitive pressures that affected N -makins decisions, LP&L

expe lencod operating losses and greatly reduced liquidity, and saw more thin 5% of  customers switch

to its direct competitor. Consequently, the rating was lowered to 'BBB-1from fi+'. In co trast, Cleveland,

Ohio olio competes directly with an Investor owned utility but retains a rate ldvantagr and has posted net

gain in tho number of meters. Cleveland's electric revenue bond* are rated

http://w vw.raringsdiiect,cont/Apps/RU/controller/Arucle?id,c355587(5ityle-ifeouit utTypc... 1/23/2004
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Survey 01 State Regulators Re /eals Focus on UU™ Utilities’ Financial

Strength

S

Credit Analyst R« hard W. Conrlght Jr., New York (1) 212-435-7005
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A recently completed survey of slate.regulator by.Fjtk® “"eseacoh”Co«H)Iti»)9i#R,.-
'TTefialFot SfeHaa.cl fiTl=d5r's'*atings Services ivealed significant shifts In regulator
priorities since the previous survey of January 2001. Tt e feedback from the interviews,
which polled 47 different Jurisdictions, placed f nancial: (sues as the most important
consideration for regulators, followed by feders I-state j$.isdlctional disputes, and
generation and transmission resource adequa” y. Other topics Included reliability and
power quality issues, service obligations, and ubsidizs ion of affiliate transactions,
Regarding concerns over the next five to 10 y~rs. res ndents focused on
Jurisdictional clarity and resource adequacy, wiich wou Jindicate that financial
concerns are expected to dissipate in this timeframe. 1 ho years ago, the primary
issues noted by regulators were considerably different: he development of distributed
generation and service reliability led the list, fclowed transmission issues

The responses Indicate that utilities' financial jW.Ttles matter greatly to state regulators,
at least In the shod term. Regulators overwheli ilngly st ted that utilities need to

maintain strong financial profiles. In fact, regulf tors higt lighting this concern Increased
Jhreefokf finri mnre than a third expressed ex* ?me-cor iem-fom tiHtiealfwonalal

m—heditfT7TE)iupoifrd with lot > ttwn 10%-in 2001. llong Mtfc this position was the view by

almost half of the respondents that utilities had veaken g dgring .ttje pasj thr*e years,.
particularly those in the Midwest and Se We6t. Reason cited for this included the
economic downturn, bad investment decisions, holding ompany/affiliate transactions,
and the fallout from the California and Enron C rp. ens . However, about half of the
Northeastern state regulators believe that utiliti s have | dually strengthened reflecting
the conversion of many utilities to basically low r-risk tn nsmisslon and distribution
companies. Not surprisingly, only half of all cor misslom rs said they had as much
confidence in the integrity of utility financial stai iments <ompared with a few years ago.
Interestingly, a measurable number-17%--indi( bled a hpher confidence level In
financial statement quality; 26% have less conf ience.

Stat- Julators clearly expectto be more invo ed in m nitoring utilities in their
Jun\. ons. However, while utilities' financial c&pdltlemsi and more specifically, their
insulation from nonregulated activities, ranked B 4 amor j the most pressing issues,
opinion is evenly divided regarding whether curfent laws srovide the appropriate

enabling authority for regulators to ensure that i tilities ai j not adversely affected by
unregulated affiliates.

Other Issues of note Include:
nE o

+ Deep jurisdictional disputes with the FEF C over f Jandard Market Design
(SMD). The majority consider SMD fatal flawec ind that It will lead to wide
Inequities between high- and low-cost el ctricrty i :gions. Respondents

highlighted ~flexibility, cort-shifting amo g state” and whether any compelling

689SEOKT nx:xn t-nnz/7T/pa
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SIAM HARD RATI NQSIiDtRECT
&POOKS

Research: Rium JoRyubr Fomet

Chugach Electric Association, AK Underlying R ting placed on

Watfch Negative
Publication date: 2B-Feb-2003
CredittAnaiyn: 3%.%66@'0’ San Francisco (1) m15-371-5077; Knthryn Mock*l\/‘tatprson Pan Franclsoo (1) 415-

SAH FRANCISCO (Standard % Poor's) Feb. 28, 2003—Standard & loor's Ifctings
Services said today it placed its 'A' underlying rating (SPUi
apjvtoxiffiaitely. $3s4 jnillion,,id A
I PV oufBtEndIng on CreditWatcn with negative implications/psrtia,
latest rate order from the Regulatory Commission of AWska (4ca!l
insured ratings on the bonds remain unaffected by the Creditnatch
r~' The latest RCA rate order is expected to reduce debt sarvice
I and c>uld trigger a violation of Chugach"a rate covenante. Sfiandard
Poor il had already expressed concern that Chugach's covorageljol Intefresc
was r ilatively weak for a utility with mostly non-amortizing ebc ahfe that
lower c vverage margins could result in Ipwe-r rsHnor." said Aco Carrtllo,
t"Eedl : analyst with Standard & Poor's. V"in addition to subat~rtiallyf
Pweake ilng debt service coverage, the RCA'3 rate order signal heightemed”
L-regul tory end refinancing risk for the utility.1 1
hugach has petitioned the commission to reconsider its peciciol, which
the RCA hat partially granted. A final determination may comJ ea ear; y as
tho sf.d of March 2003. If a oufficiently favorable order is aot
forthcoming, Standard & Poor's expects that it will downgradA the ut lity.
<hugach is an electric cooperative serving two-thirds rS Alaska s
populi tion. it faces no competition from investor-owned util& les; i; S
i only meaningful competition is the municipal utility serving finchora e,
Anchorage Huncipal Light t Power.
cmploco ratings Information is available to subscribers! of
RatihJoDirect, Standard & Poor's Web-based credit analysis s~fctem

ij WWMMillratingsdirect.aom. All ratings affected by this rating aAion ca be
i 'POor"a-poblic'Web'rite at WWW. BthndardanixiaorB .'cfft/*
under md Income in the loft navigation bar, select Credit tracings
Actior
|

&ﬁ .nohtE 1994'%0 4.StandF;1rﬁ &Poor', a diviaion of The McGraw-Hill Companies.
ignts Fkiarvad. Privacy Polloy

ft*1 =Jn- * »'un< i e

http://wwi.ratingsdirect,com/Apps/RD/controllcr/Articlc7ifl=inn777™  n#>-1p14 . AIITAAA j
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JOS-Aug 2003] Chugach Electric Association; U tility, Wholesale Elec i

50

Ch igach has approximately $394 million in bonds outstanding as of D c¢. 31,21
urmcured obligations of Chugaoh, supported by revenues from its wh lesale a
operations. Permissive legal provisions exempt Chugaoh from malntaii ing a de
acaount on any of Its unsecured debt.

VAT K > ' - T F W UMees
Page 2 uf5

32. The bonds are
d retail power sales
t service reserve

ChLgach's business profile score is a ‘4‘ on Standard & Poor's 10-poin scale, wfth "1“ being the highest

scare. Chugach Is Alaska's largest electric utility, with 61,000 retail ous omers a

d approximately 50%

of the state's total generating capacity in a region with no outside trans nisslon ~cess. Chugach serves

a moderately urban and growing service territory, with retail sales accc inting to
2001 and residential customers accounting for 32.9% oi revenues. Chi pach lac
Inv :stor-owned utilities, and Its only meaningful competition Is the mu ftpat Utill

64.8% of revenues In
3 no competition from
y serving Anchorage,

Anchorage Municipal Light & Power (MLP). Although Chugaoh's rates.”l 4.9 cefts per kwh, are only

slic itly above the regional average, contentious relations with the utlllh S (\NO |
ou: tomers continue to distract management. The two wholesale custor >era havi
rec jlatory and legal action In an effort to suppress Chugach's wholesa 2rales.

0P U|DW)Porma3Ke| a»werk In2Q02, with mmrgln-fee interest <xwe age baa
ss than 'l.Ix. Financial margins and Interest coverage have dimini: ted ovorl
tlve to historical levels. MFI coverage averaged 1.3xfrom 1996 to f 300, befd
1 and 2002. Net operating margins (after Interest) averaged $7.3amillion fi

;us only $3.6 million in 2002.

Irecent decline In financial margins and the relaxing by regulators ¢ Chugac
96 concern regarding regulatory support for “he maintenance of Ch gach's h
icial profile. In January 2003, the RCA issued a rate order that redi csd Chu
test earned ratio (TIER) coverage level to 1.30x from 1.35x, requiring a rate
rcollection In 2000 and 2001. Following an appeal by the utility, the 1CA revi
jcing the cost of the rate refund from an estimated $7.1 million to $ .6 miltior
cost of the refund through Its cash reserves, which exceeded $7 mi ion as 0

Chi gach expects to achieve MFI coverage of around 1.2x in 2003. Beftid 200!
ren alns above 1.3x, based on assumptions of 3% rate increases In 2Gi 4 and 2(
als< assume tnat the RCA will pass through to customers any Increase in idler*
Chi gach's variable Interest rale debt. Standard & Poor's continues to'rfgard the
cov srage a3 thin for a utility with mostly non-amortizing debt.

Sta idard & Poor's considers the debt structure lItself to be aggressive, bugach
norf-amortizing debt Introduces a significant level of refinancing risk to 1 1 other

pro”le. The use of variable rate debt contributes to Interest rate risk, es ecially ,
dependence on regulatory approval for recovery of rls’'ng Interest rate ¢ >sts. Ch’
varj*ble-rate debt represents 15% of Its overall debt burden. With Incre sed refii
rati* risk, inherent in Its new debt structure, Chugach’s need (or financial ‘lexIbllity

Ovt rail liquidity Is adequate, but cash reserves remain low, given the ui l.ys relc
finai iclal profile. Total liquidity, including unrestricted cash and undrawn credit lin
mlllifcn, or 214 days' cash, as of Dec. 31,2002. Chugaoh maintains ove $70 mill
with CoBank and National Rural Utilities Co-op Finance Corp, against v ilch ove
unt; pped as of fiscal year end 2002, Cash reserves have romained flat It historic
unri stricted cash reserves of around $7.3 million, or 22 days 0' operatl  expen
Chi jach does not maintain a dbbt service reserve fund, and has no pi. 5tO dei
with which to prepay principal payments on its non-amortizing debt. Int. est ea

casl reserves wlil do little to dampen rising interest rate costs on the ill ty's $60
deb

Ou look

Inanclal margins going forward. Rating stability will hinge on Chi. ach's ti
pert *manco and evidence of a clear strategy for managing risks assocl ted with

Intp:/:j\/vv\(/vdS| .ratingsdircct.coin/ApDs/RD/conrroller/Articlt:?id=3277STEr" /v = «¢+
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Ancl~ra ~ AnchQrage Municipal Li*ht*"Povver (ML&P). a>

Cflugach is unlike other G&T cooperatives Standard & Poor's rates in Jioth its ilrlque strengths and the
ohillenges it faces. Chugach differs In that half ot Its sales are to retailresidantfl meters, whereas

mi st G&Ts are wholesalers only. Standard & Poor's viows this as a cridrt streifith, as the margins from
se ving these customers can he greater than those derived from wholesale or commercial Industrial

stu 6. Furthermore, In the event of retail choice (whloh does not apped Imminent in Alaska), residential
cultomers ere less likely to choose an alternate provider than industry and commercial customers.

Re all oustomers in 2001 consisted of 47% residential and 53% comr Irclal and Industrial. Distribution
co >peratives, mainly Matanuska Electric Association (MEA) and Homqg Electric Association (HEA),
talje the other half of Chugach's power.

Clljgach differs further from other G&Ts in that it has only one all-reqgiirements contract: it Is with MEA
anp ends In 2014. Most other G&Ts sell their wholesale power ihrougllall-requl ement oontracts
extending for the life of outstanding debt. MEA purchased about 52% A Chuga* h's wholesale power in
20fcl. The contract with HEA Is a take-or-pay contract of 73MW and ;|ko oo m fgawatt-hours (MWh)
aniually (42% of the wholesale energy sold in 2001).

ChLgach’s relationship with MEA Is strained as It Is In litigation with MaA In rateleases and the courts,
Thfc Superior Court of Alaska recently granted summary judgment to C tugach m several claims MEA
flletl, though MEA Intends to appeal these to the state's supreme courtlater In 2B02. While these issugs

runwiba'smalHniewfWofpot~ntlal'monetafy darmgeB to Chugach, therserve' tfvhghllghtirte « « ' r'rt"
adversarial nature of the relationship and the potential for further acrlmony In thl years ahead, both of
whfch serve to distract management focus.

Chigach's rates are set not by It but by the RCA, whereas many other*j&Ts J6&Meir own. This
deletion leads to the ¢ “ncern that regulators could set Chugach's rat' s 3uch tlat Its financial
covenants are mot and no more, though experience to date suggests tflat regulators are generally
sudportive of credit quality.* = edu?

ThJ series 2002A terni bond, like 6erles 2001, Is non-amortizing debt, ipproximf tely 70% of Chugach's
out itrnding principal will mature In 2011 and 2012. Bullet maturities al® expose bondholders to
refi lancing risk, which many other cooperatives do not face because o|thelr am frtizing debt.

Chugach's finances are distinguished by high MFI, debt service coverrli, and (Aulty ratios. These

rat'ts are estimated (through November 2001) at 1.20 times (x), 1.7 3xadd26% respectively, down

si ntly from 1.35x, 1.73x, and 29% In 2000. The drop can be attributoc to a wan | first quarter In 2001,

a ojjlay in getting a rate Increase from the RCA, Increased labor rates) nd the 2 >01 refinancing.
Projections forecast continued high debt service coverage over the nex five yea s, but mainly because
molt of the outstanding principal comes duo In 2011 and 2012. Standa i & Pooi 3will expect oontnued
strong coverage ratios; Chugach's coverage of Interest Is actually some ‘/hat thirffior a utility with mostly1
ncrvamortizing debt. Therefore, degradation of coverage margins, everjby small amounts, could result

In lefwer ratings.

ChJpach's business position is a '4' on a scale ol 1-10, with '1' being th strongest. The score reflects
thefleoperatlve's operational, managerial, and financial strength, but al|o reflect the difficult relations
wlittiMEA and the lega' difficulties In which It Is embroiled,

Ou look

Theljstable outlook reflects expectations that Chugach will continue to r*oive retaliatory support for
MFI ratio consistent with an 'A’ rating for a utility with non-amortizing de; t, and th tcurrent litigation w
not larm the cooperative s financial health. The outlook also reflects ex|ectation that Chugach will
marjage the now-9Ubstantlal refinancing risk it faces through..market purlha6es ol outstandingdebt,
acc'mulation of funds, maintenance of strong liquidity, or some combirj'on of tt|» above.

S Management

A seyon-member board elected at large Irom Chugach's retail members] ip overs os the cooperative.

) nks
689GE9IJ3T 0i:20 pggs/zileq
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Position Paper

Regulatory Commission of Alaska

HB 453 - “An Act exempting from regulation uncfcr the laska Public
Jtilities Regulatory Act wholesale agreements for tha sale d power by joint
action agencies and contracts related to those agreement, a id joint action
agencies composed of public utilities of political sub iivisic is and utilities

organized under the Electric and Telephone < bperat ve Act.'

Tlhe Regulatory Commission of Alaska is opposed toHB 453..iThis le| slation holds the
potential to exempt from regulatory oversight most new clcctr.wd genei ijion in the

Ryjiilbelt in future years. The only effect of HB 453 is to provid ¢ nption from all
fgrms of regulatory oversight - this legislation does nothing to jtherwis: enhance the
Anctioning ofjoint action agencies or define their operations, perspective of

tl sRCA, HB 453 provides no tangible or measurable benefits | >the eo: stuping public
~wamatinieNTgaayaignificitBt potential fifr the abasi tJftno:

A wkalsmost capital intensive industry. %1

T e principal joint action agency under Alaska law it the entity xeated >manage the
“I jur-dam pool™ uieii which were built with direct date approj nations m the 1980’s.
Ti is agency has functioned reasonably well, but this has been tfc : case b icause of the
ur ique circumstances which caused its formation. Underpinnir ;th fo nation of the
fo ir-dam pool joint action agency was the fact that all of the ass u whic iwere and are
su >ject to agency management were already constructed and thw agrees cnts were
already in place for the purchase and sale of wholesale power fr nj thos projects. In

P summary, the State, with heavy Legislative involvement, determ ncd tha these
investments were appropriate and that management under the joi \i actior agency concept
wis tha prefenred course for the administration of these facilities AS 42 35.431 (c)
grants an exemption to the four-dam pool agency from RCA juri diction >ui that
exemption is of limited duration.

In it&rk contrast, the exemption proposed in HB 453 would rr:ei 1to an i nknown *

foxpftttflafjoint.ac tion agencica for an undefined number offrcjectsfrwcb have-notl
yet been planned, constructed, financed or operated. Furth :r, the xempt )n would be of
uni mitcd duration.

If g :empt from RCA jurisdiction, new electrical generation facili es in th Railbelt
Con itructed under the auspices of one or more new joint action ag melts v Quld not be
sub ect to ANY independent nview as to (1j their necessity or pn denee; |2) the

reifii hablenesa of their operating expenses; or (3) the ratea to be charged > power
pro l_Jcod from these facilities. The RCA believes that a grant ot sych f\W 3eping
audfciriry would be unprecedtnred in Alaska’s history,

I t/u4
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Fl :cli Downgrade* Chugach EUc Assoc Bondi to ‘A*; Credlf Watct”Ncg
Fi ch—NY—October 30,2003: Fitch Ratings has dov/ngraded Chugac t Electric
>t
‘A +to 'A', and placed the debt on Credit Watch Negative. Tl e rating represents an
ur ierlying rating as the bonds are insured by MBIA Assurance orp., \®iosc financial
stt :ngth is rated ‘AAA* by Fitch./rhc downgrade reflects a mo e negative position on
£:l1i pan ofthe Regulatory Commission of Alaska (RCA) with Kgard to ts regulatory
oY irsighi o f Chugach, and the likely tighter projected financial j rotecticn measures as a
result. Fitch expects to resolve the Credit Watch status over th next 6 Iweeks, pending

atleeling with Chugach management to review in greater deiai prbjoct< d impacts of the

RC A’s 2003 rate orders.

Hi torically, Chugach has benefited from consistently solid fina cial pei ormancc,
competitive electric retail rates, diversified customer base, and a favorab e regulatory
franowork. In addition, long-term, firm natural gas supply cont acts ha\ e helped support
go<>doperating generation assets and, along with two hydroelect ic powc rpurchase
conitracts, have met the needs of a moderately growing service tc Tilgry. ‘inancial

Pet *ormancc had been very stable through 2001, with debt scrv-.ii cpvcrige ranging from
1,5)x-1,S5x, and times interest earned ratio (TIER) at 1.35x or h gher. Ctugach’s

bal mcc sheet was similarly solid, with cquity-to-total capitalizat in in th 24%-26%

raﬁ esince 1997, Chugach’s key concern had been the ongoing diccont nl among its
wh .lesaie customers, but their attempts to change Chugach’s opt -aliens id/pr acquire

the'"* utility have consistently failed.
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Hitch Downgrades Chugach Elac Assoc Bonds to ’A* Stable Outlook
ife Dec 2003 4:23 PM (EST)

Rich Ratings-New Vork-December 12,2003: Fitch Ratings has dow radBd C nugach Electric

A ssociation, Inc.'s (Chugach) $330 million In outstanding senior unsJl ired bo ids to 'A-' from 'A’,

aid has removed the Negative Rating Watch. Fitch has assigned a v able Re' ng Outlook. The

r: ting represents an underlying rating as the bonds are Insured'by M HA Assu ance Corp., whose

fi tanclal strength Is rated 'AAA' by Fltch. The downgrade reflects a ni gative s"nce taken by the

F egulBtory Commission of Alaska (RCA) toward Chugech In 2003 ar i tighter rejected financial

p otectlon measures as a result. The rating downgrade and removal -om Ne tlve Rating Watch

fflows a recent meeting wjth management updating Chugach's flnar ilal proj<  or\sang, Wy,
mnagement's prospective business and rate strategy.

storlcally, Chugach has benefited from consistently solid financial fferformarfce. competitive
rlc retail rates, diversified customer baBe, and a supportive redU Itory fra'Sdwnrk. In addition,
gpEerm, firm naturaPgas supply'contfactshaveheiped support soli operatlrto generation
sets and, along with two hydroelectric power purchase contracts, ffeve met ie needs of a
odorately growing service territory. Financial performance had beer very sta )le through 2001,
th debt service coverage ranging from 1.50-1.85 times (x), and timi f Interes earned ratio
IER) at 1,35x or higher. Chugach's balance sheet was similarly sol I. with ei ulty-lo-tolal
r.itallzatlon in the 25%-29% range since 199C. Chugach's key cone »m had t een the ongoing
content among He wholesale customers, but their attempts to char ae Chug ich's operations
for acquire theiitillty haw nnt hoon successful/Beginnipg ii earn 2003, a series of RCA rﬁﬂ']
ders ensued which were unchanct* "™jcally negative for Chugach d eve tuallv led to theC -
dIt rating downgrade?Un July 1 , 1, Chugach filed a genera! case rith the RCA I
eking aT>.5%rate increase, or net n rgins of $11.9 million. The'a itional n venues were
eded to help fund'capltal expenditures, meet rising operating expei ses, anc build equity to
%, Chugach was also requesting an Interim rate increase of 4% /Aler rend< -Ing two ratB
clslons, the RCA eventually approved an Interim rate increase of 3 97% (effective Nov. 1,
01), but the RCA's decisions quickly deteriorated for Chugach thur after.
VM -9 j\foste
Allowing ari updated rate case'fillng by Chugach on April 15,2002, ' reflect iwer interests
c ists for refinancing, whereby Chugach requested a lower base rate icrease 5.7%) than
o iginally filed, the RCA rendered lts Initial decision (Rate Order No. 5 3). RCA rdor No. 26
< solved certain Issues in Chugach's favor, but the financial adjustme its were [y and large more
h >avily weighted again9t Chugach including: (1) reduction in overall 1 ER from 1.35X to 1.30X (a
D88 In margins of about $1.3 million), (2) requiring that capitalized Int rest be ffset against
Rarest expense includable In the revenue requirement, (3) lowering scoveral e Interest
expense on variable rate securities, end (4) shifting a larger portion i. margin | urdcn on retail
uiers by reducing he allowable TIER for wholesale customers to 1.1 xfrom 1 15x. In addition,
Cpugach would have to refund the interim rate Increase collected sin< e Implen entation
(approximately S1.8 million for 2001 and 2002).

jirsuant to Order No. 26, Chugach's financial performance fell beloyAhe 1.10 TIER
Aulrement and resulted in a net loss of $2 million for 2002. If the C rrema led as Is.
ugach would not meet the 2003 TIER requirement as well. Chugac wsubser jently filed a
itlon to stay the Order (Feb. 13, 2003), which the RCA granted in p (1, and £ so filed a Petition
Reconsideration on Feb. 28, 2003. Several RCA orders followed v Uch rev< "sed and/or
irffled Rate Order No. 26. Key changes to Order No. 26, which wen general >positive for
ugach, included: recoverable variable rate debt Interest expense w is return dto 3.8% level,
allow™-sndapprovedt toincr« »etof
ofwaie rate decrease of 7.9% (+0.8 million annually, In aggregate) Conven sly, the RCA did

n|t alter the lowering of overall TIER to 1.30x, the lowering of wholes: e custor iers' TIER to

- Ox, and the requirement that capitalized Interest be offset against! terest e jense Includable
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feoup defaulted payment* from nondefaulting members. This can be accfimpli$hec|through Intrayear
budget adjustments,

Despite the budgetary and ratemaking tools that are generally available toto-ops, s ; fuel and electricity
prtees rose sharply Inrecent years, net revenues Loverage of debt obllgalftns slippt d at several G&T co-
ons that were reluctant to adjust wholesale rates to preserve the financial  shlona soclated with excess
mgrglns. Inturn, the degradation of the cushion eroded bondholder and 111 Jer'pfofr rtlon at these co-op6.
Affécted co-op6 Included Hoosler Energy and Seminole Electric, whose a ratings w :re assigned nega ve
rajn(f;s outlogks. Hoosler later Implemented a power-cost tracker to reduct Its marki Iex#)osure.AIa ama
Electric's rating was lowered to ‘BBBV as a result of degraded coverage rr srgins thi [reflected Increased
costs and the burdens created by its investment In.a propane business. S< f-fequlati i and the ability to
eclust rates can only. provide value that translates into creditor protection | a utility's >oerd demonstrates
L MMt yxeccieeiUjataufity“by. BdJu™tinB rales to preserve aound crec .quality. D

Insome cases, ratemakmgoflexmlllt)rhas heen constrained by outsiders. R gulatory jversight of
rafemukln_? has proved o be a challenge for several rated and unrated co- >p3. Qve' lime, the Inability of
sore G&T co-0ps to fully recover costs through rates because of requlatoi «barrier:L .as led to
bankruptcies offtG&T ond distribution 00-e sh?te Wabash Valley, Cajun El«tric, andR/errmant Electric Co-
opV,Requlation does not necessarily lead fo such drastic results and'many. b?ulateir ave heen-stppertive
of the co-ops that era under their Jurisdiction. Nevertheless, there 1s suffiCidtt eviderwe of rases where
regfulation kas_had credit Imﬁhcanons. For example, Chugach Electric's rati]iq was Ia?/ere and the outlook
reifalns negative foI_Iowmg the regulator's reduction of the permitted margl s for intelest coverage that the
util ty could"earn on its debt.

Qdjestlons often arise_as to how to hest measure a co-op's financial performance. Th | h|ghIK_Ieveraged
capital structures ot G&T co-ops reflect their Inability to access capital m aitts for e¢ jlty. This makes It
ditficult to drew comparisons between a cooperative'6 financial metrics anAhq metri 5 uGed to gauge the
pej ‘ormBnce of investor-owned utilities, Comparability with Investor-owne/Stility me ics is further
ob: cured_by the predominant Ube of amortizing debt within the co-op sectul as’jpém; ared with investor-
ow led utilities use ofnonamortlzm? deht, Consequently, the financial anal«Is f co- P utilities Iar_gely{
tra ks the rating methodology empfoyed for municipal dtilities and public p e joint- tdlon agencies that
als irely on amorhzmghdeb_t and Jack’access to equity cagltal_markets. The "nalysla |f a co-0p such as
Ch I?aCh Electric that heavily relies on nonamortizing debt with bullet matui ties requl-es e hybrid analysis
the Tncorporates elements derived from the rating methodology for both piAllie poweland investor-owned
. (t-To,»chlaye agiver eatingi-SUodafd &.Poor's expectera, uttlrty IHkt ffi*s’a mainirtgfiJl arndtM'of7’
nmamort?zmg (%btto BXhibit Consi erably stronger coverage of annual deti service pen viould be
exoected of 1T utility whose debt amortizes like a mortgage, Refinancing risk end captal market access are
bls" factored Into the analysis of utilities that use nonamortizing debt.

La}momzmg debt of many co-ops IS governed b mortga(ie indentures fi ihioned t (the Rural Utilitigs
ice of the U.S. Department of Agriculture. Under these Indentures, the ~rinclpol i assure of financial
Drmence s frequently a "margins-foMnteresr (MFI) or ‘times-Interext-e| med” (T :R) ratio. It1s
fidend &Poor's view that thesé ratios do not adequately reflect a utility's Inancial i apaclty to cover
" ring principal and Interest payments and do not paint a full picture of nanclal I apacity and creditor
action. Consequently, Standard” & Poor's does not limit Its analysis to th§ MFI am TIER ‘metrics.

Irrespective of whether a utility Is legally bound to satisfy the requirements — an all-Irfdebt-servico
oo_vfc_raqe test, Standard &Poor's exaniines each utility’s financial capaclt% produce excess coverage of
principal and Interest. Although the MF| and TIER tests are calculated with Terence jo a utility’s income
statement, Standard &Poor's analy6i6 focuses on the Income statementa, :he statfment of cash flows.
In¢ ilculatng debt-servico coverage, consHoratlon is also given to fixed obtjetions ~ Bre not
nec jssarlly Teflected on the balance sh- — icluding those related toicapacty payme ts required under
pur hased-power agreements and |0nP-I. m lease pByment6. However, pafnenfs th t must be made
uant to defeased lease agreements are viewed a; mitigated by amount| held ini screw accounts
d?]d rat?d t0 \he rga?/ment of [2age transaction obhgaﬂons. ebash Valley p fesvides at exemple of a utility
wht re tinancinl inetrics were adjusted to impdt© debt and debt seryloe °  of the, Bt)yeh.._ltf Inpome. n m
. merit/egehfk*i*rW aned Sttdet.'and financial ratios were ad[Justed'to led theplbstantial fixed
obli- allone that Ithas Incurred under purchased-power agreements

http://"~vw,ratingsdirect.com/Apps/RD/contro]ler/Aiticle?id=360012&tjjc=&oui3utType... 2/20/2004
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Legislative D irective

In the first session of the 23rd Alaska State Legislature, the Energy Policy Task Force

(EPTF) was established by concurrent resolution to:

1. Develop along-term energy plan to efficiently enhance Alaska’s economic

future.

2. Review and analyze the state’s current and long-term energy needs.
3. Consider how besc to incorporate state-owned Railbelt energy assets as
part of the solution for the Railbelt’'s current and long-term electrical needs.

4. Address elements of Alaska’s long-term energy needs that can be solved
through action on the part of industry and/or government actions, such as

pooling and integrated resource planning.

Final findings regarding a Railbelt energy plan were to be reported to the legislature

by December 31, 2003. Reports of task force findings for non-Railbelt areas shall be

submitted by March 31, 2004.
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L A LONG-TERM ENERGY PLAN TO ENHANCE
ALASKA'S ECONOMIC FUTURE

A. Vision Statement
Alaska holds a worldwide leadership role in energy supply, delivery and use

solutions and environmental stewardship. Alaska will have reliable, economic,
sustainable and secure power supplies for its citizens.

B. Mission Statement

Electricity is essential to meeting Alaska's economic, environmental, and
educational development goals. The State will conduct its activities affecting
energy in such a manner as to:

Promote reliable and secure electric power systems

Promote the lowest cost for consumers

Stimulate the economy

Provide employment opportunities for Alaskans

Improve the quality of life for all Alaskans

Promote workforce development, including training Alaskans, for
Alaska’s utility sector.

Enhance the State’s social, cultural, economic and environmental
assets

C. Goals (Listed in no particular order)

Promote unified operation of Railbelt generation and transmission
system.

Develop Alaska’s position as a leader in competitively priced and
reliably available electricity.

Develop Alaska's electrical infrastructure while maintaining
competitively priced energy.

Ensure security of physical and cyber energy infrastructure.
Promote research, development and demonstration of clean and
renewable energy technologies.

Promote conservation and energy efficiency across all of Alaska.
Develop Alaska as a world leader in using and exporting competitively
priced and reliably available fossil fuels

Ensure standardized and consistent permitting and regulatory
processes.

Establish Alaska as a national leader in developing energy projects
using its natural resources, including its workforce.
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D. Recommendations
1. Workforce
Provide proper and focused workforce training to meet the challenges of
21st century energy industries.

Executive:

Perform an assessment of the opportunities for Alaska workers in the
resource development and energy sectors and, based upon these
opportunities, examine the deployment of a portion of its resources toward
training and retraining of the workforce in these sectors.

Amend Department of Labor/Workforce Development (DOL/WD)
regulations to facilitate the ability to develop training and internship programs
with an emphasis on jobs for Alaskans.

Fund education to ensure that Alaska workers have the education and
skills required to maintain energy’s role in our economy.

Update certificate of fitness requirements for utility linemen to enhance
workforce availability and better track the successful practices of the other 49
states.

Ensure that Alaska workforce regulatory practices conform to national
practices.

Private Sector:

Work with the DOLAA/D in its assessment of opportunities for the Alaska
workforce in the energy and utility sectors.

Maximize internship programs that will allow entry into the Alaskan
workforce.

Encourage development of new energy and energy related businesses in
Alaska.

2. Energy Generation

A recent draft Railbelt Energy Study (RES) indicates that electric power
generation needs of the Alaska could grow by 39 percent from 2008 to 2028.
During that time, reliance on fossil fuels could grow by 90 percent, while
emissions per kilowatt-hour of generation are reduced. The RES shows there
is a surplus of power generation capacity on the Kenai Peninsula, with
deficiencies projected in other areas of the Railbelt. Alaska must be active in
its pursuit of developing new generation technologies to improve the
efficiencies of present and future energy generation facilities and must be self-
sufficient due to the lack of any electrical interconnections outside of Alaska

Assist the private sector in its efforts to develop energy generation
capacity.

Executive:

Examine the ability of public bodies, including the Alaska Energy Authority
(AEA), to assist the private sector in efforts to develop adequate energy
generation capacity funded through conduit bonds and grants to keep the
energy costs low for all Alaskans.
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Utilize Alaska’s abundant renewable resources in the production of
hydrogen.

Executive:

Convene a workshop to discuss the potential for Alaska’s leadership in
hydrogen production. Such a workshop could serve as an educational tool
and a platform for discussion between public, university research and private
sector individuals and organizations.

Direct the University of Alaska and executive agencies to inventory ideal
locations for future renewable energy generation sites that could be used as a
source of hydrogen for in-state use and export.

3. Energy Infrastructure

The Task Fo,ce s goals and strategies focused on matters including, but not
limited to: (1) infrastructure; (2) transmission and distribution; and (3)
economic efficiency. As the electrical system ages, increased concerns about
reliability and stability and needs for technology-driven system improvements
will be required. In addition, the long-range need for a hydrogen-based
infrastructure to support fuel cell technologies provides yet another opportunity
for expansion in energy infrastructure. There must exist within the State the
capacity to deliver resources and energy to end-users, whether within or
outside of the State's boundaries.

Stimulate private-sector participation in its energy infrastructure to allow
greater energy export capability to meet state, regional, and national
energy demands.

xecutive:

Provide tax-exempt bonding to fund projects, much like the Bradley Lake
Hydroelectric financing model, with the State retaining only the obligations that
cannot be transferred to the participating utilities.

Through AIDEA/AEA, support and encourage the formation of a Railbelt
unified operations model that would operate in a consolidated manner and
allow the most Alaskans to benefit from projects funded through the use of tax
exempt financing.

Work with Alaska’s Congressional delegation to provide financing or
economic incentives to promote energy infrastructure development.

Encourage Railbelt utilities to establish a unified system by providing
incentives such as conduit financing for Railbelt infrastructure.

Encourage adequate transmission infrastructure to increase economic
development activity.

Conduct an assessment to identify the State’s energy infrastructure
security needs.
Executive:
The RCA should include in their deliberations the issue of cyber-security.
Private Sector:
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Continue in the joint planning process to identify the State’s energy
infrastructure needs.

Encourage adequate and secure transmission infrastructure to increase
economic development activity.

Continue to promote adequate fuel delivery infrastructure.

Assess the potential for the development of a locality into a sustainable
energy community that utilizes novel distributed and/or renewable
energy systems for residences and commercial enterprises.
Xecutive:

Examine the potential for the development of an Alaska locality into a
sustainable energy community.

Legislative:

Examine opportunities to proviue support for the development of such a
community.

Alaska regional transmission planners should work to become leaders in
energy infrastructure development.

Private sector:

Establish energy infrastructure development projects that will promote the
reliable transportation of electricity throughout Central and Interior Alaska, both
on and off the Railbelt system, that meets the State's energy, environmental
and economic needs.

Define and establish a unified system operator for the Railbelt.

4. Regulatory
Streamline all licensing, permitting, and regulatory processes of energy
projects.

Executive:

Review agency practices regarding the licensing, permitting, and
regulatory processes of energy projects. These agencies could also review the
licensing, permitting, and regulatory processes of energy projects in other
states so as to develop a study of best practices regarding these issues.

Establish and maintain regulatory processes that are consistent and have
defined processing timelines and encourage utilities to maintain long-term
financial health.

Legislative:

Enact appropriate legislation for the implementation of best practices
regarding the licensing, permitting, and regulatory processes of energy
projects.

Private sector:

Provide input to the Executive and Legislative Branches to implement best
practices regarding licensing, permitting, and regulatory processes of energy
projects.
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L CURRENT AND LONG-TERM ENERGY NEEDS

A. Current Energy Needs

Findings

The electrical needs of the Railbelt are currently served by six utilities,
consisting of four cooperatives and two municipal utilities. These are Golden
Valley Electric Association (GVEA), Chugach Electric Association (CEA),
Matanuska Electric Association (MEA), Homer Electric Association (HEA),
Anchorage Municipal Light & Power (ML&P) and the City of Seward Electric
System (SES). These utilities, along with state-owned assets, serve roughly
75% of Alaska’s population and account for over 85% of the electricity
generated in the state. The Railbelt grid, spanning from Homer to Fairbanks,
Is not connected to other parts of Alaska, to the grid in Canada nor to the 48
contiguous states. Power can neither be imported nor exported. Because itis
unacceptable to come up short in arctic conditions, reserve requirements are
higher than in the rest of the country.

Railbelt Generation: In 2002, total generating capacity was about 1,374
MW. Generation is fueled by natural gas (67%), coal (5%), hydro (15%), and
fuel oil (13%.) All of the electricity is produced by the six utilities or purchased
from the State (Bradley Lake hydro) or Aurora Energy, which is an investor-
owned coal-fired plant in Fairbanks. The oldest thermal units were installed in
the early 1960s. Most of the thermal generation is considered aged and may
need to be replaced within the next decade or so. See Appendix E.

Railbelt Load: In 2002, total peak load was 721 MW. See Appendix E.

Railbelt Transmission: There are two main transmission
interconnections in the Railbelt. The Anchorage to Fairbanks Intertie, a 300-
mile transmission system that operates at 138kV, is composed of segments
owned by MEA, CEA, AEA and GVEA. The other is the Anchorage to Kenai
area transmission line, owned by HEA and CEA, and operated at 115kV.
Transfer capacity on both lines is limited to approximately 70 MW. See
Appendix E.

B. Current Railbelt Projects

For details see Appendix C. A road/rail map showing current loads and
generation capacity, with transfer limitations noted between load centers, is
available in a separate attachment file for this email friendly version. Dotted
lines indicate transmission that are needed, but not built.

C. Long-term Energy Needs
Findings
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The Task Force adopted the definition of long-term as 20 years or more. The
energy requirements of the Railbelt are expected to increase 39% over that
time. Certain needs emerged from Task Force discussions and public
testimony. Within the next 20 years, itwas determined that Alaska needs to:

« Create secure and reliable transmission between load centers

e Provide energy infrastructure for economic development

« Identify and evaluate long-term fuel sources

« Establish a unified system operation

« Connect new areas to the Railbelt grid

* Replace aging generation

e Replace an aging workforce

D. Recommendations
Specific recommendations of how to fulfill future needs were as follows:

e Structure implementation of a unified Railbelt system operator.

e Support increased vocational trade schools, higher education and
training of technical and professional utility career staff and
management.

» State grants or financing should give priority to unified Railbelt system
operation and expanding the grid along the road system, i.e., the
“Roadbelt."

 Where common projects are identified as the most cost effective energy
solutions, encourage financial risk sharing among utilities through a
model similar to the Bradley Lake Project agreement.

* Increase the proportion of renewables in long-term fuel sources.
Renewables include hydroelectric generation.

* Loop the existing Railbelt energy grid to improve system reliability and
serve new markets. See map for details.

e Advance the physical and cyber security of the critical electrical
infrastructure in Alaska.

e Strive to have nationally competitive electrical rates.

E. Long-term Railbelt Projects
For details see Appendix D.

B STATE-OWNED RAILBELT ENERGY ASSETS

Findings

The Task Force supports the transfer of AIDEA/AEA electrical assets in a
manner that recognizes existing contracts. Current state ownership of energy
assets should be transferred to a Unified System Operator to support the
cooperation of the utilities in that endeavor. The Task Force recommends the
state should provide financing through AIDEA/AEA to assist development of

Page 8 of 25



Report on the RAILBELT - 2/2/2004
Findings and Recommendations of the Alaska Energy Policy Task Force
Email friendly version

future generation and transmission. Through AIDEA/AEA, the State owns
three Railbelt energy assets, as follows:

A. The Bradley Lake Project

The Bradley Lake Project is located in south central Alaska at the southern
end of the Kenai Peninsula. The project includes a 610-foot long, 125-foot high
concrete-faced and rock-filled gravity dam, a 3.5-mile power tunnel and steel-
lined penstock. The project transmits power to the state’s main power grid via
two parallel 20-mile transmission lines. The project, which cost approximately
$328 million (including reserve fund balances), went into commercial operation
in 1991. Homer Electric Association under contract with AEA now operates the
project. Bradley Lake serves Alaska’s Railbelt from Homer to Fairbanks as
well as the Delta Junction area. The Bradley Lake Project Management
Committee oversees operation and maintenance duties. ¢

B. Alaska Intertie

The 170-mile transmission line that runs approximately between Willow and
Healy is the state-owned portion of the 300-mile Anchorage to Fairbanks
transmission system. It is rated at 345 kV and operates at 138 kV. The Intertie
allows GVEA to purchase lower cost energy from Anchorage and the Kenai
generated from natural gas and the Bradley Lake hydroelectric project. CEA
and ML&P generate revenue from the sale of economy energy to GVEA. The
Intertie Operating Committee oversees operations and maintenance duties.

C. Healy Clean Coal Project (HCCP)

The Healy Clean Coal Project grew out of a nationwide competition sponsored
by the U.S. Department of Energy (DOE) to test new technologies aimed at
solving the international problem of acid rain. Alaska was one of 48 applicants
selected for 13 grants. The project is located adjacent to GVEA's existing
Healy No. 1 power plant, which was constructed in 1967. General
construction of the power plant began in May 1995 and was conripleted on
November 21, 1997. A 90-day test of the power plant was completed in
December 1999. HCCP has been idle since the completion of that test.
Several engineering studies have been completed and AIDEA continues to
pursue all options for getting HCCP into operation and selling power as soon
as possible. AIDEA and GVEA Boards have mutually agreed to focus on
getting the HCCP up and running.

D. Recommendations
e Provide Railbelt utilities the opportunity to obtain grants and tax-exempt
financing for electrical infrastructure that provides the lowest cost of
power to members and efficient operation.
e All other considerations being equal, projects should in general not be
owned, operated or maintained by the State. The State should
encourage Railbelt utilities to accept ownership of state-owned Railbelt
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energy assets to reduce bureaucracy, thereby reducing state expenses
and offering utilities the benefits of long-term ownership.

e Any divestiture of state-owned Railbelt energy assets should be
consistent with the above.

e Future grants and financing should give priority to Railbelt projects
endorsed by the Railbelt unified system operator.

M. INDUSTRY AND /OR GOVERNMENT ACTIONS

Findings

To efficiently energize Alaska's economic development, the Task Force
believes that the Railbelt utilities should develop a unified system operation. If
there are legislative or regulatory issues, utilities should work cooperatively to
determine actions needed to implement the unified system details. Different
forms of unified systems operations may be used by the various utilities. The
Task Force proposed the following examples.

A. Unified System Operations

Power Pooling:

Definition: "Two or more interconnected elect, ic systems planned and
operated to supply power in the most reliable and economical manner for their
combined load requirements and maintenance program.”

Source: Edison Hectric Irstitute

Power pooling systems are usually set up in one of two ways; a member of the
system takes on the role of the system operator or an independent operator is
established. Power pools allow for better utilize .ion of resources to meet the
aggregated load. Better utilization of resources leads to lower production
costs and more economical capital improvement plans. Power pools
inherently share knowledge, which if transition to competition is imminent, will
help smooth the process and automatically create a more level playing field.
Source: RWWBeck Railbelt RES Scope of Wrk

The greatest benefit from a power pool assumes the utilities jointly meet
capacity requirements and jointly dispatch as if they were one utility.

Joint Action Agency (JAA):

Defined in AS 42.45.300 as “Two or more public utilities may form a joint
action agency for the purpose of participation in the design, construction,
operation, and maintenance of a generating or transmission facility and to
secure financing for carrying out the design, construction, operation, and
maintenance of the facility. A JAA may request AIDEA to issue revenue bonds
for projects of the agency. A joint action agency has the.powers of a public
utility under AS 42.05." The statute broadly defines “public utilities"—includes
any corporation or cooperative that owns, operates, manages, or controls any
plant, pipeline, or system for furnishing, by generation, transmission, or
distribution, electrical service to the public.
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Generation transmission Cooperative (G&T):

A G&T is a cooperative organization comprised of one or more utilities that
plan, operate and maintain G&T facilities for the benefit of the member utility
systems. The G&T governing board consists of members from each member
utility. Itis owned by several distribution utilities to provide for their power
supply needs, including in some case: ownership of generating plants and
transmission lines. This is the method of unified operation that is most
commonly employed by distribution cooperatives across the United States.

B. OtherTools
Integrated Resource Planning (IRP):

The National Energy Policy Act (NEPA - 1992) defined integrated resource
planning and directed states to use that process as the starting point. "The
term 'integrated resource planning' means.a planning process for new energy
resources that evaluates the full range of alternatives, including new
generating capacity, power purchases, energy conservation and efficiency,
cogeneration and district heating and cooling applications, and renewable
energy resources, in order to provide adequate and reliable service to electric
customers at the lowest system cost."

V. OTHER TOPICS FOR FUTURE CONSIDERATION

Findings

The Task Force either touched on these subjects or found it did not have
sufficient time to address these and form valid recommendations for the
Legislature under the deadline given.

A. Critical Infrastructure Protection (CIP)

Homeland security efforts to list priority infrastructure includes the utility
assets. Utility groups and representatives from associated sectors such as
telecommunications must continue to cooperate to provide reliable power with
due regard for changing demands of security.

B. Energy Efficiency, Conservation and the Environment

Efforts to use energy resources more efficiently can reduce energy costs and
benefit the environment. Energy efficiency is broader than simple energy
conservation, or eliminating unnecessary energy use. Efficiency involves
achieving necessary goals, while minimizing energy requirements. Efficiency
should not compromise comfort, performance or productivity, but rather meet
those requirements through more proficient means. Environmental benefits
are direct; if energy use is avoided, then the environmental impacts are
avoided as well.
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C. Emerging Energy and Environmental Technologies

Examine the establishment of public/private partnerships that benefit Alaska
research institutions and commercial ente. prises that engage in the
commercialization of energy and envitonmental technologies.

D. Renewable Energy

Renewable power can be competitive. There are a number of technologies
considered renewable and these include: hydroelectric, solar, biomass,
geothermal, tidal and wind.

Solar, biomass, geothermal and tidal are in various stages of technological
development and do not currently contribute, to a great extent, to the national
energy supply. Solar at this time is expensive and because of Alaska's latitude
isn't considered a likely candidate for large-scale energy production. There are
some geothermal resources in the state. The closest geothermal site to the
Railbelt is approximately 10 miles west of Chugach Electric’s Beluga Power
Plant. Tidal power is still early in its development and being studied as a
potential resource in conjunction with a Knik Arm crossing. As with other
technologies, tidal power is deve.oping and it will be some time before it
becomes a significant and competitive generation resource. However it is
prudent for energy planners to continue to monitor the development of this
technology.

Wind power is being studied as a potential renewable generation resource for
the Railbelt. The technology is the beneficiary of more than 20 years of intense
research and development. Large-scale wind projects are being installed
across the country and around the world. These projects use large turbines
and are installed on a scale that allows for the power to be priced
competitively. Smaller turbines have been used for rural generation
applications in the state and have been shown to be rugged and reliable. For
Railbelt applications, larger turbines and projects would be required to achieve
economies of scale and subsequently competitive pricing. CEA and ML&P is
studying a large wind project on Fire Island.
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Glossary

Alaska Energy Authority (AEA) http://www.aidea.org/aea.htm

The Alaska Energy Authority was a state agency responsible for the administration of various
state power projects and programs. The AEA was dissolved by State statute in 1993. Most of
its rural programs moved to the Department of Community & Regional Affairs, Division cf
Energy. All existing projects, contracts, etc., remain with AEA under the guidance of the
Alaska Industrial Development and Export Authority (AIDEA). Authority to construct or acquire
new projects was repealed.

Alaska Industrial Development and Export Authority (AIDEA) http://www.aidea.org
The Alaska Industrial Development and Export Authority (AIDEA) is a State agency that
assumed the functions of the dissolved AEA, with AIDEA's Board of Directors replacing the
AEA Board.

Alaska Power Association (APA) http://www.areca.org
Statewide trade association for electric cooperatives. Formerly known as the Alaska Rural
Electric Coop: ative Association (ARECA).

Capacity

The maximum amount of power, normally expressed in megawatts, that a given system or
subsystem can carry or produce at a particular moment, and is typically used to represent the
real production capability rating of a generation or transmission system.

Cogeneration
The simultaneous production of power and thermal energy, such as burning natural gas to
produce electricity and using the heat produced to create steam for industrial use.

Coincident Peak

When two or more systems or subsystems place demand on another system at the same
time, it is referred to as a coincident peak. The term is used to describe energy demand at any
time when these parties' needs coincide with each other. It does not to refer to a specific peak
occurring during the time when both parties use the same energy source.

Combined Cycle (CC)
An electric generating technology in which additional electricity is produced from otherwise lost
waste heat exiting from the gas turbines.

Combustion Turbine (CT)
A machine that generates rotary mechanical power from the energy of a stream of fluid.

Cooperative
A group organized to supply electricity to a specific area; a cooperatively owned electric utility.
A non-profit uti'ity owned by its members.

Demand

The rate, expressed in megawatts (MW), at which electric energy is delivered to or by a
system, part of a system, or piece of equipment at a given instant, or averaged over a
designated period of time.

Distributed Generation

This term generally refers to small-scale energy generation spread among several producers,
but it can also refer broadly to any type of energy generation that is spread among multiple
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producers. Distributed generation is most commonly used to insure that sufficient energy !s
available to meet peak demand. It may also be used as part of a fuels diversity program.

Distribution Line
A power line which delivers electricity throughout urban and rural areas. Typically tetween
2,300 and 25,000 volts.

Generation

The process of producing electric energy by transforming other forms of energy. It also refers
to the amount of electric energy produced, expressed in megawatt-hours (MWh).

Generation and Transmission Company (G&T)
Term for ucompany that provides both energy production and facilities for transmitting energy
to wholesale customers.

Gigawatt (GW)
A unit of measure equal to one billion watts or one thousand megawatts.

Integrated Resource Planning (IRP)

This term refers to a planning method that takes into account all resources available to or
required to meet supply needs within an area or region that produce to the lowest possible
cost.

Intertie
A tie permitting a flow of energy between the facilities of two electric systems.

Investor-Owned Ultility
A utility owned privately (or by stockholders) and operated as a for-profit company.

Kilovolt (kV)
A unit of measurement of electrical force of pressure equal to 1,000 volts.

Kilowatt (kW)
A unit of power equal to 1,000 watts.

Kilowatt-Hour (kwh)
The most commonly used electrical measurement equal to 1,000 watts for one hour.

Load
The moment-to-moment measurement of power requirement in the entire system.

Megawatt (MW)
One thousand kilowatts or one million watts.

Peak Load. Peak Demand

These two terms are used interchangeably to denote the maximum power requirement of a
system at a given time, or the amount of power required to supply customers at times when
need is greatest. They can refer either to the load at a given moment (e.g. a specific time ol
day) or to averaged load over a given period of time (e.g. a specific day or hour of the day).

Railbelt Energy Study (RES)
Five utilities commissioned a study on the Railbelt. The purpose of the study is to identify the

location and type of generation asset that satisfies future growth within the Railbelt.

Regulatory Commission of Alaska (RCA) http://www.state.ak.us/rca/

Page 15 of 25


http://www.state.ak.us/rca/

Report on the RAILBELT - 2/2/2004

Findings and Recommendations of the Alaska Energy Policy Task Force

Email friendly version

Formerly known as the Alaska Public Utility Commission. The RCA is the State's regulatory
body overseeing utilities.

Roadbelt
That part of Alaska that is road-accessible, but not connected'to the Railbelt grid, like
Glennallen.

Transmission Line
A set of conductors, insulators, supporting structures, and associated equipment used to move
large quantities of power at high voltage.

Volt
The unit of electrical measurement, which is similar to “pressure”, that pushes current through
a conductor.

W att

A unit of electrical measurement used to determine the rate of energy delivered at some point.
Watts = Voltage x Amperes
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APPENDIX A
Process and Appointments

The Energy Policy Task Force (EPTF) convened its first meeting on Tuesday,
September 23, at the AIDEA/AEA boardroom in Anchorage.

The Task Force consists of nine members. Chosen as proscribed in HCR 21, no
legislators could serve, no utility could have more than one representative and at least
one member on the EPTF was to be from a non-Railbelt electrical utility.

Governor Frank Murkowski appointed Rick Eckert of Homer, Interim General
Manager of Homer Electric Association and Wayne Carmony of Wasilla, General
Manager of Matanuska Electric Association.

Speaker of the House Pete Kott appointed former Lt. Governor H.A. “Red’*
Boucher of Anchorage, a board member of Chugach Electric Association and Dave
Carlson of Petersburg, Intertie Coordinator of the Southeast Conference.

Senate President Gene Therriault appointed Steve Haagenson of Fairbanks,
President and CEO of Golden Valley Electric Association and Robert Wilkinson of
Glennallen, Chief Executive Officer of Copper Valley Electric Association. In
accordance with the language of HCR21, Meera Kohler of Anchorage, President
and CEO of Alaska Village Electric Cooperative, was also selected by the Senate
President from a list of three names submitted by the minority leaders.

The Alaska Energy Authority (AEA) member is Mike Barry of Anchorage, Chairman
of the AIDEA/AEA Board, who was also elected Chair of the EPTF. The Department
of Revenue memberis Tom Boutin of Juneau, Deputy Commissioner of Revenue.

Becky Gay, staff to Representative John Harris, provided coordination and
legislative staff support through the Joint Leadership Offices of Speaker of the
House Pete Kott and Senate President Gene Therriault. Bernie Smith, Project
Manager at AIDEA/AEA and a former Regulatory Commissioner, provided research
and regulatory guidance.

The Task Force was headquartered at AIDEA/AEA and held most of its meetings in
Anchorage. The Task Force met every two weeks, with presentations by the all of the
Railbelt utilities and others setting the stage for discussion. Interested public was
encouraged to make both written and public comments. Presentations by federal and
state agencies were incorporated. Long term was defined to be 20 years or more for
purposes of this report. The Railbelt Energy Study (RES) currently being undertaken
by five utilities has basic information that was received by the Task Force and will be
completed early in 2004. A website was provided and kept current by AIDEA/AEA at
www.aidea.orQ/EnergvTaskForce.htm.
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Alaska Energy Policy Task Force Members

Chair: Mike Barry, Chairman of the Board
AIDEA/Alaska Energy Authority (AEA)
www.aidea.ora

Vice Chair: H.A. Red Boucher, Alaska Wireless Technology
Board Member, Chugach Electric Association (CEA)
www.chugachelectric.com

Tom Boutin, Deputy Commissioner
State of Alaska-Department of Revenue
www.state.ak.us

Dave Carlson, Intertie Coordinator
Southeast Conference
www.seconference.org

W ayne Carmony, General Manager
M atanuska Electric Association (MEA)
www.matanuska.com

Rick Eckert, General Manager
Homer Electric Association (HEA)
www.homerelectric.com

Steve Haagenson, President/CEO
Golden Valley Eiectric Association (GVEA)
wWww.gvea.com

Meera Kohler, President/CEO
Alaska Village Electric Cooperative (AVEC)
WWWw.avec.org

Robert Wilkinson, CEO

Copper Valley Electric Association (CVEA)
wWww.cvea.org
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HCR 21 (Resolve 24)

BILL ID: HCR 21
00 SENATE CS FOR CS FOR HOUSE CONCURRENT RESOLUTION NO. 21(FIN)

01 Relating to establishing the Alaska Energy Policy Task Force.

02 BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

03 WHEREAS an adequate, reliable, reasonably priced, and safe supply of electric

04 energy is a basic necessity; and

05 WHEREAS other infrastructure elements such as water, wastewater, transportation,
06 and telecommunications systems are dependent on an adequate, reliable, reasonably
priced,

07 and safe supply of energy; and

08 WHEREAS meaningful economic development and technological advancement

09 cannot occur in Alaska without an adequate, reliable, safe, and reasonably priced energy
10 supply; and

11 WHEREAS over 85 percent of the state's electrical consumption occurs in the

12 Railbelt; and

13 WHEREAS the needs of the non-Railbelt areas of the state include more electrical
14 infrastructure and less expensive power; and

15 WHEREAS it would be beneficial to examine how electricity is generated,

16 transmitted, and distributed in Alaska in order to meet the state's existing and future
electrical

01 needs in the safest and most efficient manner; and

02 WHEREAS the financial resources of the state are limited;

03 BE IT RESOLVED that the Alaska State Legislature establishes the Alaska Energy
04 Policy Task Force to review and analyze the state's current and long-term energy needs;
and

05 be it

06 FURTHER RESOLVED that the task force shall consider how best to incorporate

07 state-owned Railbelt energy assets as part of the solution for the Railbelt's current and
long-

08 term electrical needs; and be it

09 FURTHER RESOLVED that the task force shall also address those elements of the
10 state's long-term energy needs that can be solved through action on the part of industry.
11 government, or both industry and government working together, such as through pooling

and
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12 integrated resource planning; and be it

13 FURTHER RESOLVED that the task force shall develop a long-term energy plan

14 for Alaska that will efficiently enhance the state’s economic future; and be it

15 FURTHER RESOLVED that the task force shall be composed of nine members as

16 follows:

17 (1) one member from the directors of the Alaska Energy Authority, selected

18 by the directors;

19 (2) the commissioner of revenue or the commissioner's designee;

20 (3) two members chosen by the governor who are not members of the

21 legislature;

22 (4) three members chosen by the president of the senate who are not members

23 of the legislature, one of whom must be from a list of three names proposed jointly by the
24 minority leaders of the house of representatives and the senate, and the appointment from
the

25 list shall be made after consultation with the speaker of the house of representatives;

26 (5).two members chosen by the speaker of the house of representatives who

27 are not members of the legislature; and be it

28 FURTHER RESOLVED that members shall be chosen in such a manner that a

29 utility will not have more than one representative on the task force, but at least one member
30 will be from a Railbelt electrical utility, and at least one member will be from a non-Railbelt
31 electrical utility; and be it

01 FURTHER RESOLVED that the members of the task force shall select a chair from

02 amonr' themselves; and be it

03 FURTHER RESOLVED that task force members who are not state employees are

04 entitled to per diem and travel expenses as for members of boards and commissions under
05 AS 39.20.180; and be it

06 FURTHER RESOLVED that a staff member and other resources shall be provided

07 to the task force, as necessary, by the legislature; and be it

08 FURTHER RESOLVED that the task force shall submit a report of its findings

09 regarding a Railbelt energy plan to the legislature by December 31, 2003, and may make
any

10 interim reports on Railbelt energy issues it considers advisable; and be it

11 FURTHER RESOLVED that the task force shall submit reports of its finding

12 regarding energy plans for areas of the rtate other than the Railbelt to the legislature by
13 March 31, 2004, and may make any interim reports it considers advisable; and be it

14 FURTHER RESOLVED that the task force is terminated at 11:59 p.m. on April 15,

15 2004.
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APPENDIX C
Qurrent Rarlelt Projects

e . Eklutna transmission line replacement project: This $19,300,000
project is in the design phase.

* Alaska Intertie Extension: This project will upgrade and extend the
Anchorage to Fairbanks power transmission Intertie to the Teeland
substation.

* Alaska Intertie: Maintenance repair/replacements are required to
address foundations problems and replace Static VAR Compensation
(SVC) equipment. In addition, a long-term fix to the uneven snow-
loading events should be evaluated.

e Cooper Lake Hydro re-licensing: Chugach’s Cooper Lake Hydro,
commissioned in the 1950’s, was recently overhauled and upgraded
and is currently in the process of a FERC license renewal application.

e ML&P is acquiring property for Plant IIl.

e« MEA is preparing thermal generation plant site at Hollywood Road.
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APPENDIX D

Long—-term Railieelt Projects

. Emma Creek Energy Project: Usibelli Coal Mine Inc. has proposed a
$421 million, 200MW power plant at its mine near Healy #2.

e GVEA’s North Pole Expansion (NPE) project: Using combined-cycle
technology to add a 57MW highly efficient gas combustion turbine at
the existing 120MW North Pole power plant site (built in 1975), which is
GVEA's largest generating facility. The new NPE project would entail
installing a 43MW gas turbine equipped with a waste heat boiler on its
exhaust stack. The boiler would produce steam to power a 14MW
steam turbine.

e Southern Intertie: Proposed new construction of a 62-mile segment to
increase reliability and to provide redundancy to the Quartz Creek
transmission line,

e Chugach: Chugach’s five year construction improvement plan includes
a new South Anchorage bulk transmission station, and a 138kV
transmission loop that ties the new Bulk station with International and
University substations. In addition, load growth in the Airport and
South-East Anchorage necessitate the addition of two new distribution
substations. Chugach is currently performing an Integrated Resource
Plan (IRP) to identify generation and transmission requirements over
the next 25 years. Chugach is also looking at development of a wind-
farm on Fire Island.

e ML&P: Plans for the long term future include developing a robust grid,
integrated resource planning, reliable sources of natural gas,
developing wind power and green pricing.

e Bradley Lake Repairs: Repair and upgrade of the Bradley Lake
Hydroelectric Project’s governor.

e HCCP: Healy Clean Coal Project (HCCP) retrofit.

e« Donlin Creek Exploration: Construction of power supply for the
potential Donlin Creek Mine in Western Alaska, Calista region and/or
Bethel area.

e Military Power Upgrades: Retrofit of the military's various coal
generation plants, in the Fairbanks area. A Greater Fairbanks Regional
Energy Study of Military Installations for long-term heat and power at Ft.
Wainwright, Clear, Eielson AFB, and Ft. Greeley. Missile defense
system offers opportunities and requirements. Ft. Richardson and
Elmendorf AFB are undertaking privatization efforts.

e Copper Valley intertie: This Intertie has been proposed to link the
Copper Valley area to the Railbelt Intertie system.
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APPENDIX E

Qunrent Bnergy Resources

Source: Railbelt Energy Study (RES) 2003 draft

2002 GENERATION

Thermal Resources Hydro Resources
Technol Maximum Maximum
ogy Capacity Capacity
Owner Name Category (MW)) Name (MW)
Bradley
CEA Beluga Unit 1 CT 19.6 Lake 120
Cooper
CEA Beluga Unit 2 CT 19.6 Lake 20
CEA Beluga Unit 3 CT 64.8 Eklutna 40
CEA Beluga Unit 5 CT 68.7
CEA Beluga Unit 6/8 CcC 109.0
CEA Beluga Unit 7/8 CccC 106.6
CEA Bernice Lake 2 CT 19.0
CEA Bernice Lake 3 CT 26.0
CEA Bernice Lake 4 CT 22.5
CEA International 1 CT 14.1
CE' International 2 CT 14.1
CEA International 3 CT 18.5
GVEA
(Contract) Aurora Chena Steam 23.5
GVEA Healy 1 Steam 25.0
GVEA North Pole 1 CT 60.5
GVEA North Pole 2 CT 60.5
HEA Nikiski CT 46.5
ML&P Plantl Unit
ML&P 1 CT 16.2
ML&P Plantl Unit
ML&P 2 CT 16.2
ML&P Plantl Unit
ML&P 3 CT 19.5
ML&P Plantl Unit
ML&P 4 CT 33.6
ML&P Plant: Unit
ML&P 5&6 CC CcC 49.6
ML&P Plant2 Unit
ML&P 7&6 CC CcC 107.8
ML&P Plant2 Unit
ML&P 8 CT 85.0

CT = Combustion Turbine
CC= Combined Cycle
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APPENDIX E, cont.

Current Energy Resources
Source: Railbelt Energy Study (RES) 11/2003 draft

2002 LOAD

2002

Peak

Load

(MW)
GVEA CEA ML&P MEA HEA SES
179 227 145 114 95 10

The electrical needs of the Railbelt are served by six utilities; four cooperatives
and two municipal utilities. Golden Valley Electric Association (GVEA),
Chugach Electric Association (CEA), Matanuska Electric Association (MEA),
Homer Electric Association (HEA), Anchorage Municipal Light & Power
(ML&P) and City of Seward Electric System (SES).

2002 Transmission

Major Railbelt Transmission | ines

Capac Operate
Pole ity Limit  Owned d
Name From To Miles (kV) (MW) by by
Fairbanks Fairbanks Healy 103.2 138 GVEA GVEA
Northern
Intertie Fairbanks Healy 97 230 GVEA GVEA
Alaska
Intertie Healy Willow 170 345 75 AEA I0C
Southern
Intertie Anchorage Quartz Creek 90.4 115 75 CEA CEA
Quartz Creek Soldotna 115 HEA CEA
Bradley
Kenai Soldotna Junction 115 HEA CEA
. - 300
Peninsula Bradley
Junction Homer 115 HEA CEA
Soldotna Homer 115 HEA CEA

The Alaska Intertie includes a 170-mile, 345 kV transmission line between Willow and
Healy and voltage control devices at Teeland, Healy and Fairbanks. The line was build
with State grant funds, went into operation in 1985 and is operated at 138 kV. All of the
operating and maintenance costs of the Intertie are paid for by the utilities (83.5% from
energy transfers and 16.5% from reserve sharing). The Intertie Operating Committee, set
up by the Intertie Agreement among AEA, GVEA, CEA, ML&P and AEG&T (MEA & HEA),
oversees the operation and maintenance of tho line. The current agreement does not
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provide a mechanism for financing capital repairs or improvements to the line. Certain
repairs have been postponed for a lack of financing mechanism.

Chugach’s single 115 kV transmission line, which has a stability-limited capacity of 75
MW, connects the Anchorage and Kenai areas. This line is over 50 years old and will
require significant rebuilding to keep it in service. The limited capacity of these single lines
limits the amount of generating reserves that may be shared between areas of the
Railbelt.

GVEA recently completed construction of and energized the Battery Energy Storage
System (BESS) and the Northern Intertie (a second line between Healy and Fairbanks)
which reduced line losses, increased the transfer capacity and improved reliability. The
line is rated at 230 kV and operates at 138 kV. This would allow energy from HCCP and
GVEA's Unit 1, as well as energy transfers from Anchorage, to be simultaneously
t'ansferred to Fairbanks.

end
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Bond Ratings — Standard & Poor’™s

m C redit concerns
e R eliance on regulatory approval of rates
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COMMENTS ON RCA POSITION PAPER ON JAA REGULATORY
EXEMPTION

With regard to the “stark contrast” between past unregulated new
generation and the potential for new unregulated generation additions, it is
interesting to note there were four major generation and transmission resource
additions over the last 20 years. Three were notreviewed by regulators: Bradley
Lake Hydroelectric generation station, the Alaska Intertie arid the Northern
Intertie. One was reviewed and approved by regulators: Healy Clean Coal Power
Plant. The three unreviewed major power system improvements are a success.
The one the Commission reviewed and approved is an abject failure.

It is not true that there would be no direct mechanism to control or question
the sizing of proposed plant investments or their fuel sources. Actually the
legislation is carefully crafted so thatexemption from regulatory oversight is
available only to owners of the JAA if the are either cooperatives or municipally-
owned utilities. Unlike the RCA, the oversight this legislation envisions will be
performed by representatives elected by the members of the JAA's owners.

The only way the JAA could work is if it has contracts in place between
itself and its owners to support the projects it undertakes to own. These contracts
would be voluntary. No one would have to buy power or other services from the
JAA who did not want to. For this reason, itis also untrue that any and all
expenses would be included in the wholesale rates to be charged to power
distributors on a take it or leave it basis.

When did the legislature empower the RCA to “control or question” the
sizing, cost, siting or fuel supply of projects before they are built?



Comments on RCA position paper on JAA regulatory exemption (HB 453)

1. Regulatory review of new generation has been the exception, not the rule.

Over the last 20 years there were four major generation and transmission resource
additions in the Railbelt. Three were not reviewed by regulators: Bradley Lake
Hydroelectric generation station, the Alaska Intertie and the Northern Intertie. All three
are major power system improvements and are successful. The fourth was Healy Clean
Coal Power Plant, so far an abject failure. The only other significant new generation
during these years was the four generation project associated with the Four Dam Pool
and these were also exempted from regulatory review.

2. Adequate oversight and safeguards exist without an additional layer of

regulation.

It is not true that there would be no direct mechanism to control or question the
sizing of proposed plant investments or their fuel sources. The legislation is carefully
crafted so that exemption from regulatory oversight is available only to owners of the
JAA if they are either cooperatives or municipally-owned utilities. The oversight will be
performed by representatives elected by the members of the JAA's owners.

3. Contracts will provide additional protection and recourse to courts if

necessary.

All JAA projects and investments will be based on contracts between itself and
the individual JAA member utilities. These contracts will specify the terms of the
projects, each utilities rights and obligations, and provide forjudicial enforcement of the
contractual terms. These contracts would be voluntary, as is participation in the JAA.
No utility would have to buy power or other services from the JAA unless its utility
governing body chose to do so.

4. RCA retail rate regulation of the individual utilities would remain.

When did the legislature empower the RCA to "control or question” the sizing,
cost, siting or fuel supply of projects before they are built? We do not believe the RCA
has authority other than that given by the legislature and the legislature has not given this
authority.

5. The RCA would continue to regulate retail rates and any wholesale
transactions between the JAA and utilities not a part of the JAA.
Each expected JAA participant is and would continue to be regulated by the RCA
for retail rates. The RCA would also continue to regulate wholesale transactions between
JAA members or the JAA itself and utilities not part of the JAA.

6. New generation is needed and unnecessary regulation will simply slow the
process and increase the cost.
The average age of generation is over 30 years. The utilities are in the best
position to determine need and resource facility levels.



tied imAoim
\i IR Al
|||||r6tS a .- |-I'-|Im|||1t,|M,tbOTUJ
I iiLi7=k3 two
Inrsimilt! tilt/ ;ii;i in-ts
W

M,, ch 29,2004 WK jI*.

kpaHjcf@paltonboj3p.com

VIA FACSIMILE: 9071 465-3799 VIA FACSIMILE: f9071 465-3793

The Honorablejohn Harris The Honorable Bill Williams

Co-Chair, House Finance Com m ittee Co-Chair, House Finance Com m ittee

State Capitol, Room 513 State Capitol, Room 515

Juneau, Alaska 99801-1182 Juneau, Alaska 99801-1182

RE: CS H15 453 (L& C) —"An Actexempting from regulation under the Alaska Public U tilities

Regulatory Act wholesale agreements for the sale of power by joint action agencies to
public wutilities that arc parties to the agency agreement, including certain electric
cooperatives, and contracts related to those agreements, and joint action agencies
composed of public utilities of political subdivisions or utilities organized under the

Electric and Telephone Cooperative Actor both.”

Dear Chairmen Harris and W illiams:

On Thursday, April 1, 2004, the House Finance Com m ittee is scheduled to consider CS HB 453
(L& C). On behalfof M atanuska Electric Association (“M EA "), we have completed a review of
HB 453 and associated memoranda prepared by Legal Services, and wc write today to clarify

several issues and convey our concerns regarding the effect of the proposed legislation.

It is our view that HB 453 could result in significant additional increases in the rates paid by all
consumers of electric power in south-central Alaska and along the Railbelt to and including
Fairbanks. As explained below, HB 453 would allow die members of aJoint Action Agency to
undertake any project and incur any expense, and then pass those costs on to electric utility rate

payers in the state, wholly withoutany independent review or oversight.

As written, HB 453 would allow interested utilities (both municipal and/or cooperative) to join
together to establish a so-called "Joint Action Agency”. Projects pursued by that Joint Action
Agency would then be exempt from Regulatory Com mission review and oversight. In effect,

that would allow the Joint Action Agency to, among others things, design, site and build a new
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electric power plant, and then establish, charge, and collect rates it deems necessary to recover
the costs associated with construction of that new plant — all without regulatory review or

oversightl

W e agree that HB 453 would not exempt the individual utilities that are members of a Joint
Action Agency from Regulatory Com mission jurisdiction. SeegenerallyLegal Services memoranda
dated February 27 and M arch 3, 2004 (attached). However, if HB 453 were enacted, no state
agency would be empowered to review the wholesale rates charged for the purchase ofpower by
the Joint Action Agency when determining whether the retail rates charged by those individual

utilities to their customers are just and reasonable.

For example, Utility A and Utility B join together to create aJoint Action Agency. ThatlJoint
A ction Agency then derides to contract for the construction of a new plant. At the time that
new plant is ready to come on-line, the Joint Action Agency sets the wholesale rate it will charge
its membership (Utilities A and B) for the purchase of power from that new plant Utilities A
and B then use that wholesale rate, as established by the Joint Action Agency (again, whose
membership is Utilities A and B) as the basis for the rates they will then charge their customers

(e.g., the retail custom ers of Utilities A and B).

As written, the Regulatory Com mission would have no authority to review the wholesale rate
paid by Utilities A and B to the Joint Action Agency when determining whether the rates paid by
the customers of Utilities A and B are just and reasonable. Under HB 453, there will I>c no
independent review of whether the new plant constructed by the Joint Action Agency was
necessary or prudent, a standard inquiry in any rate proceeding. There will be no review of
whether the costs associated with construction of that new plant were reasonable, again a
standard point of inquiry in any rate proceeding. M oreover, there would be no independent
review of the operating cost componentoftheJoint Action Agencies wholesale rate to determine

whether those costs are reasonable, prudent, or even related to the facility.

Rather, HB 453 would allow Utilities A-. and B, under the guise of alJoint Action Agency, to
commit to the construction of a new plant (whether that plant is necessary to meet demand or
not), pay any cost for the construction of that plant, deride what operating costs to recover

(regardless of prudcncy or reasonableness), and then establish the wholesale rate it will charge its

* We note that HB 453 is not limited to new power projects developed by ajoint Action Agency. There
is nothing in HB 453 to prevent a member of aJoint Action Agency from transferring existing assets to
the Agency. As detailed in the example developed in the text above, under 1IB 453, investment derisions
related to the maintenance of any assets transferred to ajoint Action Agency, as well as die costs
associated with the operation of those assets, would also be exempt from Regulatory Commission review.
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membership for the purchase of power from that plant — all without ANY independent review
or oversight Such latitude in the area of providing utility service to the public, whether it be
electric, telephone, water, etc., is unprecedented, and would leave electric utility ratepayers in
Alaska open to substantial rate increases without any opportunity to achieve real rate reliefin a

regulatory proceeding.2

As a point of clarification, we also would like to address an issue raised in the Legal Services
memorandum dated February 27, 2004 (attached). Representative Heinze, the sponsor of

HB 453, asked Legal Service whether HB 453 would “affect existing contracts between individual

utilities.” Quoting jVrticle I, Section 15, of the Alaska Constitution, Legal Services concludes that
““[gjenerally a new law will not operate to modify existing contracts. .. . The legislature cannot
retroactively change rights that arc fixed under a contract.” We do not disagree with that

statement; however, wc would like to point-out that the long-term power purchase agreements
that are com mon among the various cooperative utilities operating in south-central Alaska would
not necessarily protect the wutilities purchasing power under those contracts from the cost

increases likely to result from the creation of exem ptJoint Action Agencies.

W e arc long-time counsel to M EA and are very familiar with the power purchase contract
between MEA and Chugach Electric. That contract is an all requirements contract whereby
M EA is obligated to purchase all ofits power from Chugach Electric though 2014 (i.e, MEA is a
captive customer of Chugach Electric for the life of the contract). The M EA/Chugach Electric
contract docs not establish the rate M EA pays Chugach Electric for the purchase of power.
Rather, the contract simply establishes the methodology for calculating the wholesale rate

Chugach Electric charges M EA .

In other words, M EA"'s long-term power purchase agreement with Chugach Electric would not
necessarily insulate M EA (and its membership) from an increase in power purchase costs were
Chugach Electric to join a Joint Action Agency from which Chugach Electric then purchased
power for resale to MEA. As in the example discussed above, were Chugach Electric to join a
Joint Action Agency, MEA, as well as the approximately 70,000 Chugach Electric retail

customers, would have no opportunity to question the reasonableness of the investment

2 Wc question whether HB 453 is the appropriate vehicle for exempting electric utilities from Regulatory
Commission review and oversight. As 42.05.711(h) and AS 42.05.712 establish the procedure for die
member/owners of an electric cooperative (i.e, Chugach Electric Association, Homer Electric
Association, Golden Valley Electric Association, Matanuska Electric Association, etc.) to elect to exempt
their cooperative from Regulatory Commission jurisdiction. If those utilities promoting passage of
HB 453 are sincere about their stated interest in doing what is best for their member/owners, they should
be direct about their intent with this effort and put it to a vote of their member/owners.
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derisions or operating costs of the Joint Action Agency. Rather, in a rate proceeding at the
Regulatory Com mission, M EA (and Chugach Electric’s other consumers of wholesale power,
including its own retail customers) would be limited to reviewing Chugach Electric’s general
corporate adm inistrative costs, and the costs related to any generation and transmission assets
Chugach Electric retained in its own corporate name (eg., did not transfer to the Joint Actioa

Agency).

Again, in our opinion, there is nothing in HB 453 that would bar a utility from transferring ali or
some ofits existing generation and transmission assets to theJoint Action Agency, thus removing
those assets, and all costs associated with the ownership and operation of those assets, from
independent regulatory review and oversight. Nor do we sec any safeguards againsta partitioning
of assets and costs to individual mem ber utilities within the Joint Action Agency format The
end result of this proposed legislation, therefore, could well be that the largest com ponentof the
electric rates paid by the majority of south-central Alaska’s consumers - the costs of power
generation and transmission —would be beyond the scope ofany regulatory protections, because
all amounts paid by the member utilities of the Joint Action Agency in the form of the Joint

Action Agency’s wholesale rate would be exempt from Regulatory Com mission review .

In dosing, we note that electric utilities in Alaska enjoy a state-sanctioned monopoly in the form
of exdusive service territories. In exchange for the state license to operate a monopoly, the state
required that the various electric utilities subm it themselves to state regulatory oversight so the
state could ensure that the utilities were not abusing their cxdusivc license. W ere the legislature
to enact HB 453, the rate paying public would no longer enjoy the state’s protection in the single
most expensive area of providing electric service - power generation and transmission. On

behalfof M EA,we urge you to reject HB 453.

Sincerely,

KWP/mw

cc: M ark Johnson, Chair Regulatory Com mission of Alaska

Attachments
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jdnsfcl C Written Comments

JANE BN By Joe Griffith, Celo Chugach Electric Assoc,. Inc.

i"JA64-Testimony in favor of HB 453
Exempting economic regulation ofwholesale agreements by joint action agencies to public
41 j -yzrpir/j'fs utilities that are parties to the agency agreements.

Before
House Finance Committee
April 1,2004 1:30 PM
CO-CHAIR Representative Harris and Representative Williams

* Chugach Electric supports House Bill 453

* House Bill 453 is simply a tool that the legislature can provide to joint action agencies to
reduce regulatory uncertainty and reduce financing costs for future electrical
infrastructure.

* The Railbelt Energy study identified that over 5 billion will be spent in the next 25 years
on Railbelt electrical supply. This includes fuel, operations and maintenance expenses
and the capital necessary to replace aging generation and meet new electrical demands.
Five billion is a major contributor to Alaska’s economic future.

* ihe Legislature has told the utilities that they should not count on the state providing
grants for future infrastructure needs.

» House Bill 453 helps the utilities fill the gap without burdening the state with government
subsidy and continued bureaucracy.

» Thejoint action agency is comprised of only cooperatives and municipal utilities.
Representatives of the utilities will sit on the agencies board of directors.

* Member utilities will approve all power sales agreements between the JAA and the
member utility. The addition of RCA oversight is not necessary as the utilities have a
voice in the project operation, maintenance and cost recovery.

A model that is working well today is the Bradley Lake Project” &0 J .

» Bradley Lake has been a good example of utilities working together for the benefit of all.
Cooperation; not regulation has been the key to this success.

» Governance of cooperatives and municipal utilities serve at the pleasure of the
membership. The member/owners have the ability to change the governance if they don’t
agree with the reliability, price and service they receive from their utilities.

« Joint action agencies will be comprised of members who have common interest and share
common goals. All will have a voice at the table and all will be free to make their own
choices.

» Chugach, Golden Valley Electric, and Anchorage Municipal Light & Power are the initial
members of the joint action agency. It is Chugach’s desire to see the other utilities join as
they sec benefit in this process.

» As we have seen in the past, all of the utilities don’t see eye to eye. We hope thejoint
action agency process will provide a better framework for future project development.

* Supporting HB 453 will help maintain low-cost reliable power by giving utilities the
tools they reed to attract low-cost financing to build Alaska’s future electrical
infrastructure.
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ACTIVE MEMBERS

Rural electric cooperative corporations, municipdlly-ownfcil electric
utilities, regional electric authorities, or joint action agencies
organized under the laws of the State of Alaska with annual sales of
at least 800 mwli.

» Alaska Electric & Energy Cooperative (ACCC)
Alaska Electric Generation and Transmission Cooperative, Inc. (ACG&T)
Alaska Milage. Electric Cooperative, Inc. (AVEC)
Anchorage Municipal Light & Power (Mt.&P)
Barrow Utilities & Electric Cooperative, inc. (BUECY)
Chugach Electric Association (Chugach)
Copper Valley Electric Association, Inc. (CVEAJ
Cordova Electric Cooperative, Inc. (CEO
Four Pam Pool Power Agency (FDPPA)
Galena, City of (Galena)
Golden Valley Electric Association, Inc. (GVEA)
Homer Electric Association, Inc. (HEA)
INN Electric Cooperative, inc. (INN)
Kodiak Electric Association, Inc. (KEA)
Kotzebue Electric Association, Inc. (KOTZ)
Lovelock flectric Cooperative, Inc. (LEO
Middle Kuskokwim Electric Cooperative, Inc. (MKCC)
Naknek Electric Association, Inc. (NCA)
Nome Joint Utility System (NJUS)
North Slope Borough Power & Light (NSdPL)
Nushagak Cooperative, Inc. (NUS)

fIn AT rxiimmillill — Tiw liim
Seward, City of Light A Power Division (SL&P) _ *
Thomas Bay Power Authority (TBPa) ly*itfe. t etodp

TiwALH iida Kegiomil Hr vtiiL.rf-Autldi® B ard - \\W T >
Unalaklcct Valley Electric Cooperative (UVEC)
Yakutal Power, Inc. (YPI)
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March 26,2004

To: The Honofsble Fran Murkowskl
Governor
State of Aluka

The Hone hble Gen Therriault
President 1&ska StAe Senate
Aluka Stle LegistJure

TheHcmo iblePcte <ott

Speaker L Hneof R proeutatives
Alaska St t 1*>gislf ure

We the underslgnei support tog $68 million in grants for a group of projects that will improve electri&l
energy infraatructu tfor Ala ran! throughout the Railbelt and in the Copper River basin. The utilities [
serving these custo ten are eithitr not-for-profit member owned cooperatives or municipal systems. The
Railbelt Energy Fu d Isthe #irce ofthe monies for the grants. Our proposal is for the following packjlgc
of projects:

S16 millic itoAID1 \VAEA for improvements to the Alaska Intertle

$15.5 milfon to Mapnuska Electric Association for transmission and distribution work

$22 millic ito Chim ch Electric Association to rebuild portions of its transmission line betwec
Anchorag and Coo er Landing

$9 milllor to Homei Electric Association to rebuild portions of its transmission line between *
Cooper L idinganc Soldotna ,
$1.5 mlll'j j to the CJty of Seward to construct a transmission line

$4 milliosito Coppe Valley Electric Association for system projects

Additional project Iformatlc i is contained in the attached document.

We respectfully urie your su port for this package proposal.

Dave Calvert, Utility Manager
City of Seward

Robert Wilkinson, CEO
Copper Valley Electric Associa ion
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Testimony of Christine Pihl (Seattle Northwest Securities)
Before the House Labor and Commerce Committee/

Given the importance that reliable and affordable electricity plays
in our lives, it is in the public interest to insure that electric utilities
are of sound financial health and have access to capital at cost-
effective rates.

A utility’s credit rating is a proxy for its cost of borrowing.

Electric utilities, particularly those with generation and
transmission assets, rely heavily on long-term borrowing to finance
projects.

Credit ratings by national rating agencies provide an independent
opinion on the financial health/position of a utility, particularly in
comparison to other utilities.

The regulatory environment is one of several key factors evaluated
by rating agencies to assess the credit worthiness of a utility.

For example, being regulated is viewed as constraining a utility’s
ability to respond to changes in financial conditions. If a utility is
not free to address these issues, and a regulator has oversight, a
rating analyst cannot be certain that the utilities financial goals,
policies or projections will come to fruition.

If there is a history of favorable regulatory treatment, the effects of
regulation can be somewhat muted.

In a situation where the regulatory body has a history of being
neutral, the threat of regulatory interference may be somewhat
lessened but its potential effect is still acknowledged.

The most difficult situation is that where there is a precedent of
negative regulatory treatment. This creates a great deal of



uncertainly as to the financial future of a utility to existing and
potential lenders, despite solid planning, clear financial strategy
and goals and the desire to maintain a favorable credit rating. The
regulatory environment can undermine all of this.

A recent example of this is the downgrading of Chugach Electric,
in 2003 by the credit rating agencies. Negative regulatory
treatment was sited by both agencies as the reason for the
downgrades.

This is in sharp contrast to S&P’s observations on the RCA'’s
support as indicated in their write up from January 2002:

As is evident from these reports, the actions and interactions of the
RCA directly impact the credit rating and hence the cost of capital
that Chugach pays.

As the RCA position paper points out, the electric utility business
Is the most capital-intensive industry in Alaska. With Chugach
supplying power to 2/3rds of Alaska and with ML&P supplying a
large portion of the remainder, all of Alaska’s electric consumers
benefit from these public utilities having strong credit ratings to
facilitate cost-effective financing of these large capital
expenditures. To the extent that a regulatory body takes action to
cause a decrease in financial stability or creates an unfavorable
regulatory environment, it impacts all ratepayers’ in the Railbelt.

Furthermore, as it becomes more evident that State regulators have
increasing interest in financial profiles, to the extent that Alaska’s
regulatory environment does not support this thinking creates an
even greater red flag for the rating agencies.

Everything that | have said here and attributed to S&P is echoed by
Fitch Ratings, another leading independent provider of credit
ratings. Filch also took ratings action with respect to Chugach in



2003 with a two-notch downgrade (Oct 03/Dec 03) from A+ to A-.
again largely attributable to regulatory action and the effects
thereof.

You have the complete reports before you.

In Alaska, regulation is costing ratepayers due to higher costs of
capital. Nationally, the regulatory environment has been cited as a
constraint to financial flexibility:

CONCLUSIONS

Regulatory oversight is viewed as a constraint to financial
flexibility and timely responsiveness in what has become an
evolving, dynamic energy marketplace.

A negative regulatory environment casts a long shadow over the
credit quality of those bodies it regulates.

A lower credit rating means higher borrowing costs, which
translates into higher rates for ratepayers.

A credit rating below A- will cost ratepayers
substantially more.

By and large around the nation, public utilities are not subject to
the state regulatory oversight but rather are left to oversight by
elected boards, members, or customers and customer
representatives, ail of whom have a direct vested interest in the
financial stability and strength of the utility.

It is incumbent upon the regulatory body to be cognizant of the
capital market ramifications and credit rating agency responses to
its actions, as they are scrutinized carefully by these parties and
directly affect the cost of capital for these capital-intensive utilities.



Subjecting the new Railbelt JAA to state regulatory oversight will
cost electricity consumers in the Railbelt in the form of higher
energy bills.
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O fficial Business StateCapitol

Juneau, AK 99801-1182

Dear Representative Williams, Co-Chair Finance: 04/21/04

We represent consumers of Matanuska Electric Association. Our electric utility is the
oldest, fastest growing, second largest electric cooperative in Alaska. MEA has also
earned areputation for efficiency and low rates. MEA is subject to a 25 year all
requirements wholesale power contract with Chugach Electric Association in Anchorage.
The contract expires December 31, 2014.

Currently, generation and transmission cost from Chugach Electric make upjust over 60
percent of the bill every MEA member pays for power. HB453would create a new
standard for some or all of Chugach generation and transmission cost. HB453 would make
a radical change in State law to exempt Joint Action Agencies from regulation by the
consumer protection agency, the Regulatory Commission of Alaska.

MEA would be at the mercy of whatever price the Joint Action Agency charged Chugach
Electric for generation and transmission.The Energy Policy Task Force did not recommend
this change in state law in their Railbelt report filed with the Legislature this year. None of
the utilities seeking this radical change in state law asked the Energy Policy Task Force to
recommend exempting generation and transmission from consumer protection regulation.
HB453 is premature and the issues involved should be considered at length, not pushed
through over the objections of the Regulatory Commission of Alaska, Homer Electric
Association, the City of Seward and Matanuska Electric Association.

We respectfully request that you join us in opposing HB453.

Sincerely,

Rep. Carl Gatto

Rep. Nancy Q rfM

Rep. Beverly Masek

Rep. Vic Kohring

Rep. Bill Stoltze

Rep. John Harris
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State Capitol, Room 416 716 W Fourth Avc.
Juneau, Alaska 99801-1182 Anchorage, Alaska 99501-2133
590 465-4930 Tel Te! (907) 269-0174

907) 465-3834 Fax Fax 59073 269-0177

April 13th2004

To: Chair Williams Chair Harris

CC: Vice-Chair Meyer Representative Chenault
Representative Fate Representative Foster
Representative Hawker Representative Stoltze
Representative Croft Representative Moses

Representative Joule
From: Representative Heinze

Re: Legislative Legal Memo regarding the RCA’s authority under CSHB
453 (L&C).

In the last hearing in Finance on HB 453, Representative Hawker asked if
the RCA would be able to “pierce the corporate veil” in regulating rates.

MEA had asserted that Chugach/ML&P/Golden Valley could shift their
generation and transmission assets to a JAA and then sell back to themselves
at an inflated price withoutregulatory oversight, thus causing rates to go up
without an adequate check and balance. This assertion was presented in a
letter from Patton Boggs on behalf of MEA.

The Alaska State Legislature’s Legal Department categorically refutes
MEA’s argument (see attached memo) that the utilities could sell wholesale

power effectively without regulatory oversight.

Current statutes give RCA the explicit authority to consider “contracts
affecting” the rates a utility charges another utility for power.

W\&b Site: www.ukrepublicans.org/lttiiire/  « E-mail: Representative_Clieryll_Heinze@logis.statc.ak.us
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Further, since my bill would limit the exemption from regulation to
wholesale agreements hetween aJAA and its members, the RCA would
retain the authority to regulate wholesale agreements between utilities
outside the JAA.

CSHB 453 (L& C) provides a narrow and needed exemption similar to the
one provided to the four-dam pool, without materially affecting the RCA’s
ability to regulate rates in Alaska.

If you have any further questions, please feel free to contact me at any time.

Thank you,

Representative Heinze

Web Site: www,nkrcpublleans.org/liehi:r/  +  li-m.iil: Repre»ent.itive_Chcryll_Ucinic@Icgls,state.ak.us
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MEMORANDUM April 9, 2004
SUBJECT: Parameters of the exemption from Regulatory Commission

of Alaska oversight given tojoint action agencies in
CSHB 453(L&C), (Work Order No. 23-LS1601\H)

TO: Representative Cheryll Boren Heinze
Attn: Mike Pawlowski

FROM: Barbara R. Craver
Legislative Counsel

In your April 2 communication, you have asked

1) "would the RCA [Regulatory Commission of Alaska] have the authority to
pierce the corporate veil in regulating the wholesale contracts between utilities as they are
affected by the unregulated contracts conducted with a JAA [joint action agency]
exempted by CSHB 453 (L&C)?"; and

2) "under CSHB 453(L&C), would the RCA maintain regulatory authority over
the utilities as they exist outside of the JAA?"

Question 1

Transmitted with the two questions you have asked was a copy of Kyle Parker's
March 29 letter to the House Finance Committee co-chairs. Mr. Parker voices objection
to the bill because, from his reading, it appears to allow utilities to transfer key assets to a
joint action agency, "thus removing those assets, and all costs associated with the
ownership and operation of those assets, from independent regulatory review and
oversight." His explanation includes a hypothetical involving a pair of utilities, A and B,
thatjoin together to create ajoint action agency.

Let me borrow Mr. Parker's hypothetical. Consider that Utility Aland Utility B2 have
entered into a wholesale power agreement. Utility B is a member of BXJAA, ajoint

1Utility A is a public utility that sells electricity to consumers. Utility A is an electric
cooperative organized under AS 10.25. It buys power under an "all requirements
contract"” from Utility B, another electric cooperative organized under AS 10.25. The
requirements contract does not set the price of wholesale power, but provides a
methodology to calculate the rate charged by B to A.

: Utility B is a public utility that sells electricity to consumers and also generates power
which it sells wholesale to various other utilities. At the same time, utility B is a member
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action agency, and BXJAA sells wholesale power back to Utility B. Under this
hypothesis, may the RCA examine B's power costs, including B's cost of buying power
from BXJAA, in order to determine whether the A-B contract rates are "just and
reasonable" to protect A's retail customers?

RCA review of wholesale power agreements. Under existing law, specifically
AS 42.05.431(b), the wholesale power agreement between Utility A and Utility B is
subject to advance approval of the RCA. However, AS 42.05.431(c)(2), added by section
1 of CSHB 453(L&C), provides that the wholesale power agreement between Utility B
and the joint action agency of which it is a member, BXJAA, is "not subject to review or
approval by the commission."3

RCA authority in setting regulated rates

This bill does not change the RCA's authority to set "just and reasonable" rates under
AS 24.50.341(a). That subsection grants very broad review powers in regard to regulated
services. "When the commission . . . finds thata . . . contract affecting [a rate subject to
RCA regulation] ... is unjust, unreasonable, unduly discriminatory or preferential, the
commission shall determine ajust and reasonable rate ... to be observed or allowed and
shall establish it by order. So while the RCA has no authority over the B-BXJAA
contract, it may consider the effect of that contract on the A-B contract and the effect on
A's retail customers. The RCA may look at the wholesale power rate set by B in the A-B
contract and B's costs and any "contract affecting” the rate charged. This would seem to
encompass B's whole operation, beyond the wholesale power agreement with BXJAA.

Covenants under AS 42.05.431(a). The RCA is directed under AS 42.05.431(a) to
consider certain covenants made by utilities when setting rates:

A municipality may covenant with bond purchasers regarding rates
of a municipally owned utility, and the covenant is valid and enforceable
and is considered to be a contract with the holders from time to time of the
bonds. The financial covenants contained in mortgages and other debt
instruments of cooperative utilities organized under AS 10.25 are also
valid and enforceable, and rates set by the commission must be adequate
to meet those covenants........

of BXJAA, ajoint action agency formed under AS 42.45.300. The members of this JAA
are utility B and utility X. This JAA is composed of public utilities owned by a political
subdivision of the state cooperatives organized under AS 10.25, or by a combination of
the two.

3The initial phrase of AS 42.05.431(c) is "notwithstanding (b) of this section," which
means that the wholesale power agreement between B and BXJA A is not subject to RCA
review and approval under (b).
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(emphasis added.) The court found that this section required that the RCA set rates so as
to assure that the existing bond covenants of a municipality could be met. Alaska Pub.
Utils. Comm'n v. Municipality of Anchorage. 555 P.2d262 (Alaska 1976).

Would the RCA also be required to assure that the rate that A pays B in the A-B contract
is adequate to allow B to pay the rate agreed to in the B-BXJAA contract4? While the
covenants in (c)(3) are different kinds of covenants than the municipal bonds mentioned
in (a), the same "valid and enforceable” language is used. There is no reason for that
language except to mean that the RCA cannot disregard the covenant. In regard to bond
covenant, it has been held that AS 42.05.431 “specifically provides that the covenants are
'valid and enforceable.” Id. at 267. The validity of the bond covenants thus requires the
Commission to respect the provisions of the covenants, and insure that they will not be
breached.” Id.

Power of the commission to set rates; validated costs. The general purpose of
AS 42.05.431 is to authorize the RCA to set rates that are "just and reasonable.”
AS 42.05.431(a).5 However, one provision of that section, AS 42.05.431(e),6 not
amended by CSHB 453(L&C), currently provides that the RCA must allow "validated

4". . .a wholesale agreement or related contract described in (1) or (2) of this subsection
may contain a cove :ant for the public utility to establish, charge, and collect rates
sufficient to meet its obligations under the contract; the rate covenant is valid and
enforceable.” AS 42.05.43I(c)(3.

5AS 42.05.431(a):

When the commission, after an investigation and hearing, finds that a rate
demanded, observed, charged, or collected by a public utility for a service
subject to the jurisdiction of the commission, or that a classification, rule,
regulation, practice, or contract affecting the rate, is unjust, unreasonable,
unduly discriminatory or preferential, the commission shall determine a
just and reasonable rate, classification, rule, regulation, practice, or
contract to be observed or allowed and shall establish it by order...............

B6AS 42.05.431(e):

Validated costs incurred by ., utility in connection with the related
contracts described in (c)(1) of this section must be allowed in the rates
charged by the utility. In this subsection, "validated costs" are the actual
costs that a utility uses, under the formula set out in related contracts
described in (c) of this section, to establish rates, charges for services and
rights, and the payment of charges for services and rights. This subsection
does not grant the commission jurisdiction to alter or amend the formula
set out in those related contracts.
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[power sales contract] costs ... in the rates7charged by the utility.” The operation of the
exception is limited: only the Four Dam Pool8wholesale power sales contract costs are
required to be taken as a given, or as a "validated cost,” so the RCA must approve a rate
that allows for the wholesale power costs of the Four Dam Pool without alteration.
CSHB 453(L&C) does not propose a change or amendment to AS 42.05.431(e) that
would add the wholesale contracts in the new (c)(2) as "validated costs" not subject to
RCA alteration.

Because AS 42.05.431(e) does not specifically include the "new JAAs" of (c)(2) within
the Four Dam Pool "validated costs” exemption, | don't think that RCA would be
required to accept the wholesale power sales contract costs and provide for these costs
without examination when reviewing a wholesale rate under AS 42.05.431(b). | reach
this conclusion on ai. application of the principle that the legislature's decision not to
extend the "validated costs" exemption is intentional, not an oversight, and that the
review and approval of these costs when considering the rate is consistent with the
narrow application of the exclusion and consistent with the general obligation of the RCA
under AS 42.05.431. In the hypothetical developed in this memo, that would mean that
the RCA, when reviewing the wholesale power agreement between Utility A and Utility
B, would not be required to accept B's costs under the B - BXJAA contract without
question; the commission could review and pass upon the justness of the rates that
incorporate those costs. However, the RCA could not alter the terms of the B-BXJAA
wholesale power agreement.

So, while CSHB 453(L&C) insulates the wholesale power agreements between B and
BXJAA from RCA review, the RCA maintains its ability to look at the "big picture” in
reviewing the rates set in the A-B contract, while still being required to respect the
provisions of the B-BXJAA contract.

Question 2

CSHB 453(L&C) does not change my previous analysis, which is that the bill's
amendments to AS 42.05.711(o) very clearly only apply to >he described joint action
agency and do not also apply to the individual parties to the agreement which form the
joint action agency as a separate entity: "A joint action agency ... is exempt from
regulation under this chapter. Aside from the straightforward construction of the

7The term "rate” is defined at AS 42.05.990(5) as including "each rate, toll, fare, rental,
charge, or other form of compensation demanded, observed, charged, or collected by a
public utility for its services.” | am assuming that AS 42.05.431(e) thus refers to
wholesale rates as well as retail tariffs, as the term "tariff,” also defined sv (7) of that
section, refers specifically to compensation for service to the public.

8The Four Dam Pool is the joint action agency formed under AS 42.05.310.
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sentence, the singular verb "is" reinforces that the exemption is for the described joint
action agency only.

My analysis in this memo is based primarily on statutory construction. The regulation of
public utilities is one which requires expertise and practical knowledge of the regulated
entities as well as the goals of regulation. Thank you for sharing the opinions provided
by others working in this area.

If I may be of further assistance, please advise.

BRC:med:Imb:mdr
04-101.1mb
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STATE OF ALASKA
THE REGULATORY COMMISSION OP ALASKA

Before Commissioners: G. Nanette Thompson, Chair

Bernie Smith
Patricia M. DeMarco
Will Abbott

James S. Strandberg

In the Matter of Regulations Defining the Future
Market Structure O Alaska’s Electric Industry ) R-97-10
ORDER NO. 8

ORDER TABLING ELECTRIC MARKET STRUCTURE ISSUES
AND CLOSING DOCKET

BY THE COMMISSION:
Summary

Through hearings and extensive comments from interested persons, we
have examined the electric market structure study that we commissioned jointly with
the Legislature. The Commission Staff (Staff) proposed an analysis of Railbelt electric
contracts with input from concerned persons. After consideration of all the collected
information and noting the guidance from the Legislature, we decide to defer any
further consideration of retail electric utility restructuring and competition in Alaska.
Projections of any potential benefits are too speculative at this time. Important factors
such as natural gas supply, power transmission capacity, and technological
improvements may significantly change the dynamics for future competition. We lake
no action now other than continuing to monitor the regulated Railbelt electric market.

We close this Docket.

R-97-10(8) - (9/28/01)
Page 1 of 18
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Background

We opened this Docket to "determine the appropriate roles for
competition and regulation in Alaska's electric industry and implement the actions and
changes the Commission finds appropriate.”t Together with the Alaska State
Legislature,2 we selected the firm of CH2M Hill to prepare a "Study of Electric Utility
Restructuring in Alaska" (the Study). CH2M Hill submitted a draft of the Study on
April 4, 1999.

We released the Study for comment3 All Railbelt electric utilities4
submitted comments, as did Kodiak Electric Association, Inc. (KEA); Copper Valley

Electric Association, Inc. (CVEA); and the Alaska Rural Electric Cooperative

10rder R-97-10(1), dated April 30, 1999 (hereinafter Order No. 1), p. 1

ZThe Legislative Joint Committee on Electric Utility Restructuring, a special
committee of the Alaska State Legislature, heard testimony in two separate sessions
during the 1999 and 2000 sessions. The Committee also issued two letters stating
that electric utility restructuring is a public policy question that the Legislature should
decide. (Letter from Representative Bill Hudson, Chair, House Utilities Restructuring
Committee et al., dated May 7, 1999, to the Alaska Public Utilities Commission, and
letter from Representative Bill Hudson, Chair, House Utilities Restructuring Committee,
et al., dated April 20, 2000, to Governor Tony Knowles.)

3See Order No. 1.

4By the "Railbelt utilities" we mean the interconnected utilities of Chugach
Electric Association, Inc. (Chugach); Golden Valley Electric Association, Inc. (GVEA);
Homer Electric Association, Inc. (HEA); Matanuska Electric Association, Inc. (MEA);
and the Municipality of Anchorage d/b/a Municipal Light & Power Department (ML&P).
Alaska Electric Generation and Transmission Cooperative, Inc., is a wholesale
supplier to HEA and MEA. The City of Seward’s electric system is a nonregulated
municipal utility included within the Railbelt interconnection.

R-97-10(8) - (9/28/01)
Page 2 of 18
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Association, Inc. (ARECA).5 Generally, all commentors supported CH2M Hill's
recommendation that electric restructuring must be approached with caution and only
after thorough analysis of all of the potential risks and benefits.

ARECA commented that the Study presented a useful and informative
description of the primary issues that policymakers must address when deciding
whether to pursue electric restructuring in Alaska. HEA believed it is unclear that
competition is appropriate for Alaska but stated that we should emphasize and further
study market power and the status of wholesale power contracts. HEA stated the
Study did not address how the existing wholesale contract would be affected by
competition. HEA asserted the effects of those wholesale contracts must be evaluated
in any approach to competition.

GVEA stated Alaska should not baso its electric industry market
structure policies on the conclusions set forth in the Study. GVEA asserted the Study
did not address the uniqueness of Alaska or the level of success the electric industry
in Alaska has achieved in providing low-cost power to consumers. GVEA further
asserted that the Study did not provide a sound basis with which to move forward on
efforts to promote different forms of competition. = GVEA concluded that the
expenditure of millions of dollars is unwarranted based on a study that shows, at best,
marginal benefits and does not address the true cost of implementing the proposed
alternative to the current system.

ML&P asserted that no quantitative analysis has yet been performed that

demonstrates the existence of net positive benefits to consumers from restructuring.

50rder No. 1 set a closing date of May 28, 1999, for comments on the Study,
and required pe«r reviews of the document. Orders R-97-10(2), dated June 4, 1999;
R-97-10(3), dated June 21, 1999; and R-97-10(4), dated June 21, 1999, extended the
comment deadline.

R-97-10(8) - (9/28/01)
Page 3 of 18
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CVEA stressed that the concerns of rural Alaska were not addressed adequately by
the Study. CVEA pointed out that Alaskan utilities, notably most cooperatives, are
changing the way they do business under the threat of competition. Because of this
threat, CVEA asserted some discussion on this issue would be beneficial.

KEA pointed out that the study failed to discuss mid-size rural utilities,
which are larger than "bush” utilities but not interconnected. A good portion of these
utilities’ total customer load consists of large industrial customers. Many are
connected to the Four Dam Pool6 KEA also pointed out that competition for these
large industrial loads would have substantial, negative consequences on the
residential ratepayers.

The Study’s authors made several presentations to the Legislative Joint
Committee and to us to explain their analysis and conclusions. The final version of the
Study, dated June 30, 1999, was submitted to us on July 6 , 1999.

The Study considers retail electricity competition within what has become
the standard framework for restructuring the industry. In this model, a centralized,
nonprofit power exchange purchases electricity from generators and then sells the
power to those who will ultimately market it to retail consumers. Transmission and
distribution service continues to be regulated in the traditional manner. This
restructuring template leaves open whether bilateral contracts between generators and
marketers would be permitted, alongside sales to the central exchange.

Chugach, like most commentors on the Study, opposed creating a

centralized power exchange. However, Chugach was alone among commentors in

6During the 1980s, four of Alaska's hydroelectric projects, Swan Lake, Terror
Lake, Solomon Gulch and Tyee Lake were combined into one unit called the Four
Dam Pool. These hydroelectric facilities are located in Petersburg-Wrangell, Kodiak,
Valdez, and Ketchikan.

R-97-10(8) - (9/28/01)
Page 4 of 18
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encouraging the Commission to move rapidly towards retail competition. An outline of
Chugach’s favored approach was appended to its comments to us7 without
elaboration.  Instead, Chugach suggested that we initiate informal round-table
discussions to develop a procedural timeline for addressing issues that we believe are
worthy of further consideration.s

The Study proposed three different policy "packages"” or paths the state
can travel regarding future retail electric market structure:

. work within the current regulatory scheme to improve efficiency;

. move aggressively towards an open market in electricity with
minimal regulatory oversight; or

. move more slowly but deliberately towards a competitive market
but with considerable regulatory and legislative involvement at
regular intervals.

The Study assumes the second and third paths would both yield the
same competitive market structure but over a different time period and with a different
level of regulatory oversight. Possible benefits and costs of restructuring the electricity
market along the latter two paths are modeled.9 Projected net benefits up to year
2017 range from $25 million to $250 million, with stranded costs of $35 million to

$200 million. Estimated costs to consumers from the exercise of market power go as

7See Appendix A to Chugach’s Comments, dated June 1,1999.
8Chugach Comments, p. 2.
Modeling was generally over the period 1996-2017.

R-97-10(8) - (9/28/01)
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high as $350 million. The wide range in possible net benefits is the result of
uncertainty surrounding the future evolution of market structures.10
The Study included a "roadmap” for restructuring, including four discrete

phases of transition: 11

Restructuring Regulation - Conducting rulemaking, integrating
agency activities, reviewing rate regulations to allow aggregation.

Preparing for Competition - Conducting cost studies, resource
planning and acquisition processes; studying and designing a market for
commodity energy.

Implementing - Unbundling rates; developing market power rules,
reliability standards, pro forma tariffs, and governance rules; transferring
operations to central dispatch authority; considering contract reformation;
developing stranded-cost mitigation plan.

Start Up - Launching power exchange and Independent System
Operator, initiating market power oversight and enforcement.

The Study assumes significant input from the Legislature in the
Restructuring Regulation phase and the Preparing for Competition phase, including
statements of legislative intent, general legislative authorizations, legislative mandates,
and appropriation of funds and tax legislation.

While the Study concludes that this is the appropriate time to begin

preparing for competition in the electric utility industry, the Study excludes rural Alaska

10Executive Summary, p. ES-20.
1IExecutive Summary, Table ES-1.

R-97-10(8) - (9/28/01)
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from consideration for competitive market restructuring. Focusing on the Railbelt, the
Study suggests a limited regulatory reform agenda aimed at maximizing the potential
for market success and seizing short-term benefits available through the introduction
of market-informed changes. The Study concludes that the Railbelt region is not yet
ready for implementation of fully deregulated competition but recommends a gradual
approach to restructuring.12

To help define the Railbelt market structure, we required Staff to
assemble a summary of railbelt bilateral contracts. We released for comment a Staff
work paper dated November 20, 2000, that summarizes existing Railbelt contracts for
fuel, wholesale electric power, and transmission service (Contract Summary).13
Comments were helpful in clarifying the wholesale power contract structure. We have
incorporated industry comments in the Contract Summary, and the revised document
has been used to address the existing bilateral contracts in Railbelt electrical otructure,
which was not detailed in the Study.

At our direction, Staff reviewed the Study, and on June 1, 2001,
submitted its analysis and recommendation (Report). We released Staff's Report for a
thirty-day period to afford all interested persons an opportunity to review it and file
comments. (See Order R-97-10(7), dated June 22, 2001.) Numerous comments were
timely filed in response to Staff's Report. In general, the comments supported Staff's
analysis and recommendations although CH2M Hill voiced its objections to Staff's

conclusions.

12Executive Summary, p. ES-20.
13See Order R-97-10(5), dated November 27, 2000.

R-97-10(8)- (9/28/01)
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At the August 15, 2001, public meeting, we considered the comments
received in response to Staff's Report, At that meeting, we determined that these
additional comments do not change our view that the overall record in this Docket
supports the motion that was passed at the June 20, 2001, public meeting. At the
June 20, 2001, meeting, we moved to adopt a conclusion that there is insufficient
evidence in the record to justify initiating retail electric competition for any area of
Alaska and closed the Docket.

Discussion

The Legislature has asserted that electric utility restructuring is an
important public policy question that it should decide. We acknowledge the
Legislature’s leading role in determining such important public policy. But, as a
commission, we have expertise in engineering, economic, and regulatory policy to
contribute. We also have a record, developed in this Docket, including the Study, the
Contract Summary, comments in our public meetings, the Staff Report, and briefings
from the participating entities. This Order states our reasons for concluding that it is
not appropriate at this time to initiate regulatory changes to promote retail electric
competition in the electricity market.

As a starting point, we believe it is appropriate for us to initiate electric
utilityrestructuring only if we are convinced it is in the public interest. The public
interest is a flexible concept that we tailor to the unique conditions of Alaska's electric
market. We must find: first, that ratepayers will not be harmed and in fact will reap
benefits; second, rates will be truly competitive and no entity will have market control;
and, third, reliability and quality of service will remain high.

The Study indicates that while retail competition is inevitable for Alaska,

we should pursue competitive market restructuring only after further, more careful

R-97-10(8) -(9/28/01)
Page 8 of 18
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modeling work.14 We disagree that retail competition is inevitable. Alaska faces
neither legal nor economic pressures experienced by other States. Alaska is different
from the contiguous Lower 48 states because, without interconnection to another
state's energy transmission grid, Alaska does not need to respond to the actions of its
neighbors. Also, many Lower 48 utilities have a large percentage of their power
consumption load from industrial and large commercial customers. In contrast, large
industrial and commercial users comprise less than two percent of the Alaskan Railbelt
load. Most customers receiving service are residential and small business consumers.
National data suggests that these kinds of customers benefit the least from retail
electric competition. 15

The Study projects potential savings from retail competition of $41 million
over the 20-year modeling time horizon. However, we find the model does not

address:

KThe Study states:

Though it seems to proceed in fits and starts, the march of
restructuring appears generally steady. This sets up a fundamental policy
question for decision-makers in Alaska. On the one hand, the longer
Alaska waits to move into restructuring, the better the base of knowledge
and the experience from which to draw. On the other hand, delay may
compromise Alaska’s ability, and the ability of its electric industry, to
harvest the potential benefits of a more competitively structured
industry.... That is, Alaska policy makers can come to terms with how
to accomplish electric utility restructuring in a manner that best serves the
interests of the people and the State, while recognizing that there will
continue to be debate about when restructuring should occur.

Executive Summary, p. ES-3.

15ran Sevel, The Consumer Response to Public Utility Competition, National
Regulatory Research Institute (June 2001).

R-97-10(8) - (9/28/01)
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» the myriad long-term contracts for fuel and service that would need to
be divested to create competitive markets;
» ownership of the Railbelt utilites: all are either member-owned
cooperatives or municipalities; they are not investor-owned;16 and
» the lack of transmission infrastructure and the concentrated ownership
of generation resources, which could seriously impede competitive
market formation.
Therefore, we find that, without additional detail considering unique Alaska factors
such as these, the Study’s modeling work is not sufficient to rely on.17
Utility Business and Infrastructure

Alaska's Railbelt utilities have secured a series of long-term contracts for
both fuel and wholesale power. Some of these contracts will continue through the
year 2014. |If left in place, the contracts would limit the scope of competition and
largely predetermine competitive market outcomes. Therefore, to capture the
efficiency benefits that retail competition might theoretically offer, the contracts would
need to be renegotiated. However, renegotiations of the existing contracts could be
harmful and expensive. We believe these contracts have served Railbelt utilities and
their customers well within the present context; they only pose difficulties in the context

of a short-term competitive regime.

1AAurora Energy, LLC (Aurora), located in Fairbanks, is the lone exception.
Aurora supplies a very small fraction of overall Railbelt supply.

1At should be noted that the Study authors did recommend “retail simulation
modeling as a part of the decision to move to a full retail competition pilot or retail
competition." Executive Summary, p. ES-4.

R-97-10(8) - (9/28/01)
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Railbelt power companies are primarily member-owner cooperatives or
municipally owned. This also contrasts with the situation in the Lower 48 where
investor-owned utilities are the predominant service providers. Cooperatives and
municipally owned utilities enjoy low cost sources of debt and are tax exempt.
However, both cooperatives and municipally owned utilities have limitations on the
amount of power they can sell to nonmembers if they are to maintain these
advantages.18 Accordingly, a transition to retail competition might require these
utilities to convert to investor-owned business structures that wouic! .iave higher costs
of debt and greater tax burdens.

We question whether the Railbelt boasts sufficient redundancy and scale
of both infrastructure and demand to facilitate competitive markets in the near- to
medium-term. Implementing a competitive market place requires a minimum number
of providers that can compete to provide power on an equal basis. The Railbelt does
not appear to meet this minimum threshold. At present, two providers in the
Anchorage vicinity, Chugach and ML&P, generate over 85 percent of the electricity
consumed in the Railbelt. Chugach by itself provides over 60 percent of the Railbelt’'s

needs.19 GVEA is largely responsible for the generation that is north of the Alaska

18Cooperatives that enjoy tax-exempt status may not derive more than 15
percent of their income from non-members; see 26 U.S.C. 8 501 (c)(12)(B) (1999).
Although strictures have been somewhat relaxed by a temporary IRS rule, many types
of commercial sales may violate the terms of the tax-exempt bonds of municipally-
owned utilities; see 26 U.S.C. § 142(f) (1999).

1See The Black and Veatch "Power Pooling / Central Dispatch Planning
Study,"” October 1998, Docket U-97-140.
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Range, it purchases some power from a private power producer20 in the Fairbanks
area.

Likewise, the Railbelt infrastructure for power transmission is neither
extensive nor robust. Existing transmission constraints increase the possibilities that a
major power producer would wield market power if a competitive regime were
imposed. While the transmission backbone of the Railbelt system connects all users
together in the same network, there are serious capacity issues. There are no
duplicative transmission routes between major population centers. Moreover, it is
unclear whether the transmission line between Fairbanks and Anchorage could be
used to provide firm power. Similar transmission constraints exist to the Kenai
Peninsula.

The limitations on sales to nonmembers faced by the cooperatives, the
location of generation facilities, and the inadequate transmission grid make creation of
an Alaskan competitive market an extremely difficult and expensive proposition. We
conclude that implementing retail competition in a way that creates a level playing field
and effectively fosters competitive outcomes would require at least the following

changes to the Railbelt:

. restructuring of long-term fuel supply and power supply contracts;
. upgrading of transmission lines both for reliability and capacity;
. increasing the number of power producer companies in the power

supply market to guard against market power abuse; and

2Aurora Energy, LLC, operates a 27-mw coal fired power plant in Fairbanks,
Alaska.

R-97-10(8) - (9/28/01)
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. modifying the current restrictions on member-owned cooperatives
and municipal utilities that limit their ability to sell power to non-
members.
We conclude that these barriers, both practical and economical, are sufficient to strip
away any potential for retail competition to confer benefits on ratepayers in the near- to
medium-term.
Restructuring of Fuel and Power Supply Contracts

We have no evidence of the cost of buying out or dissolving the existing
long-term supply contracts. These contracts inhibit the operation of a workably
competitive market. However, these contracts have provided economic efficiencies
and stability in Alaska’s energy market. The scale of demand and supply in the
Railbelt may not be sufficient to justify the expense and disruption to the existing
market that would be necessary to eliminate the long-term supply contracts and
replace them with an open exchange.21

Upgrading the Transmission Lines both for Reliability and Capacity

There are no known cost estimates to make the present network

adequate and reliable for the operation of a competitive retail power market22 The

210ur authority to approve Icng-term power supply contracts is set out in
AS 42.05.431(b). Once we have approved such a contract, we can then modify it only
for rates purposes. The Legislature would need to modify this statute before we could
terminate such contracts or revoke our authority to review such contracts altogether.

2ZThe Study at p. 11.3 notes that present transmission constraints are
considered. However, the constraints may lead to market-power abuse, which the
Study did not assume to occur in base cases. Such market-power abuse is alleged to
be occurring in California, which is similarly transmission constrained. We do not
consider the present transmission infrastructure adequate to facilitate -efficient
markets.

R-97-10(8) - (9/28/01)
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present transmission link is capacity-constrained23 and does not have the ability to
transmit firm power, which we feei is necessary for retail competition to flourish.
Further, these transmission constraints only serve to exacerbate problems of market
power.24

Increasing the Number of Power Producer Companies

To combat the problems of market concentration, the Study suggested
the possible creation of a BTU25 market, in which both electricity and natural gas is
traded.26 However, natural gas supply is not amenable to being allocated through
liqguid markets; virtually all Cook Inlet gas is already committed to long-term contracts
for electricity, heating, or export. Therefore, creation of such a market presently
appears impractical. The Study also introduced the idea of reducing the size of
contracts traded in a competitive power exchange to only 500 kilowatt-hour.27
However, trading in smaller units would not reduce the concentration, and hence
market power, of those who initially own those tradable units.

Short of forced divestiture of generation assets, we see no way to reduce
the concentration of generation assets in the Railbelt for the foreseeable future. It is
not clear that such divestiture would be either practical or economical, compared to
maintaining the status quo. Given the small population and relatively slow growth of
the interconnected Railbelt, the problem of producer concentration and market power

make an efficient retail power market unattainable.

2ZThe Study, p. 11.3.

2/See Tables 9 and 10 of the Study, p. 11.11.
2British Thermal Unit.

XThe Study, p. 2.6.

ZiThe Study, p. 2.5.
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Business Structure Conversions

It is expected that because of prohibitions on the sale of power to non-
members, and other debt covenants, both cooperatives and municipally owned utilities
would need to change to alternate business structures to be able to participate in retail
power marketing. Railbelt cooperatives and municipally owned utilities now enjoy
sources of debt that have low cost, and the entities are tax exempt. Conversion away
from current structures would entail higher costs of debt and a greater tax burden.

Chugach Proposal

We deal with Chugach’s proposal to implement competition, included in
its June 1, 1999, filing as Appendix A. Strictly speaking, Chugach did not present a
proposal for retail restructuring to us. It offered a recommendation that we quickly
move towards retail competition and suggested that Chugach convene informal
discussions with interested persons to address the major questions it believed needed
to be resolved. However, Chugach did append to its comments a presentation that it
made to the Legislature on retail competition.

The essence of the Chugach proposal is to impose price-cap regulation
on retail customers, and to deregulate sales to large commercial customers. It also
suggests fully deregulating wholesale transactions (but with the proviso that existing
wholesale contracts remain in effect). The experiment would be allowed to run two to
three years, and a blue-ribbon panel would then recommend reversing, modifying, or
continuing the measures. Chugach asserts that its proposal protects small customers,

protects against the misuse of monopoly facilities, and is both safe and simple.

R-97-10(8) - (9/28/01)
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The skeleton presentation offered to us raises more questions than it
answers.2B The lack of detail makes critical analysis difficult since there are so many
unresolved issues. We have accordingly confined our discussion of retail competition
to the institutional structure envisioned by the Study.

That said, there is no concrete indication that the retail competition as
envisioned by the Chugach proposal will confer benefits to most Railbelt customers. It
is not obvious that it is either simple or safe. Absent direction from the Legislature, we
see no pressing need to "do it now," as Chugach suggests.

Conclusion

The CH2M Hill Study has provided generalized modeling and analysis
conclusions that have been helpful in our decision. While the Study’s modeling did not
yield firm monetary costs and benefits, it did focus important market issues and
constraints that we discussed above.

Having considered the issues highlighted by the Study and all the
additional information we gathered, we find there is insufficient evidence in the record
showing that retail electric competition is in the public interest for any area of Alaska.
There is no compelling evidence that rates can be lowered. Retail competition would
require extensive investment to create a well-functioning power market; it might also

require significant divestiture of Railbelt utility assets, both contractual and physical.

28Chugach's proposal is contained on six Power Point slides of the Appendix
that it attached to its Comments.

R-97-10(8) - (9/28/01)
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The transition to competition from the present regulated environment would expose
ratepayers to significant risk.

Without convincing evidence of benefits, we will continue to monitor the
dynamics that will influence policy, specifically the natural gas supply and
improvements to power transmission up and down the Railbelt. Should the Legislature
again take up policy concerning electric utility restructuring, we will assist it to achieve
the greatest public benefit.

Allocating Costs

With the above determinations, all other substantive and procedural
matters in this proceeding have been disposed of with the exception of the allocation
of costs in accordance with AS 42.05.651 and 3 AAC 48.157. Inasmuch as this is a
rulemaking proceeding, the allocable costs will be borne by the Commission.

Therefore, this Docket should be closed.

ORDER
THE COMMISSION FURTHER ORDERS:
1. No action will be taken on implementation of retail electric competition
for Alaska at this time.
2. The allocable costs of this proceeding will be borne by the

Commission.

R-97-10(8)-(9/28/01)
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Fitch Downgrades Chugach Elec Assoc Bonds to 'A-1 Stable Outlook

12 Dec 2003 4:23 PM (EST)

Fitch Ratings-New York-December 12, 2003: Fitch Ratings has downgraded Chugach Electric
Assaciation, Inc.'s (Chugach) $330 million in outstanding senior unsecured bonds to 'A-* from 'A,
and has removed the Negative Rating Watch. Fitch has assigned a Stable Rating Outlook. The
rating represents an underlying rating as the bonds are insured by MBIA Assurance Corp., whose
financial strength is rated 'AAA' by Fitch. The downgrade reflects a negative stance taken by the
Regulatory Commission ot Alaska (RCA) toward Chugach in 2003 and tighter projected financial
protection measures as a result. The rating downgrade and removal from Negative Rating Watch
follows a recent meeting with management updating Chugach's financial projections and
management's prospective business and rate strategy.

Historically, Chugach has benefited from consistently solid financial performance, competitive
electric retail rates, diversified customer base, and a supportive regulatory framework. In addition,
long-term, firm natural gas supply contracts have helped support solid operating generation
assets and, along with two hydroelect, ic power purchase contracts, have met the needs of a
moderately growing service territory. Financial performance had been very stable through 2001,
with debt service coverage ranging from 1.50-1.85 times (x), and times interest earned ratio
(TIER) at 1.35x or higher. Chugach's balance sheet was similarly solid, with equity-to-total
capitalization in the 25%-29% range since 1996. Chugach'’s key concern had been the ongoing
discontent among its wholesale customers, but their attempts to change Chugach's operations
and/or acquire the utility have not been successful. Beginning in early 2003, a series of RCA rate
orders ensued which were uncharacteristically negative for Chugach, and eventually led to the
credit rating downgrade. On July 10, 2001, Chugach filed a general rate case with the RCA
seeking a 6.5% rate increase, or net margins of $11.9 million. The additional revenues were
needed to help fund capital expenditures, meet rising operating expenses, and build equity to
30%. Chugach was also requesting an interim rate increase of 4%. After rendering two rate
decisions, the RCA eventually approved an interim rate increase of 3.97% (effective Nov. 1,
2001), but the RCA's decisions quickly deteriorated for Chugach thereafter.

Following an updated rate case filing by Chugach on April 15, 2002, to reflect lower interests
costs for refinancing, whereby Chugach requested a lower base rate increase (5.7%) than
originally filed, the RCA rendered its initial decision (Rate Order No. 26). RCA Order No. 26
resolved certain issues in Chugach's favor, but the financial adjustments were by and large more
heavily weighted against Chugach including: (1) reduction in overall TIER from 1.35x to 1.30x (a
loss in margins of about $1.3 million), (2) requiring that capitalized interest be offset against
interest expense includable in the revenue requirement, (3) lowering recoverable interest
expense on variable rate securities, and (4) shifting a larger portion of margin burden on retail
users by reducing the allowable TIER for wholesale customers to 1.10Ox from 1.15x. In addition,
Chugach would have to refund the interim rate increase collected since implementation
(approximately $1.8 million for 2001 and 2002).

Pursuant to Order No. 26, Chugach's financial performance fell below the 1.1 Ox TIER
requirement and resulted in a net loss of $2 million for 2002. If the Order remained as is,
Chugach would not meet the 2003 TIER requirement as well. Chugach subsequently filed a
motion to stay the Order (Feb. 13, 2003), which the RCA granted in part, and also filed a Petition
for Reconsideration on Feb. 28, 2003. Several RCA orders followed which reversed and/or
clarified Rate Order No. 26 Key changes ‘o0 Order No. 26, which were generally positive for
Chugach, included: recoveiable variable rate debt interest expense was returned to 3.8% level,
recovery of certain legal expenses was allowed, and approved retail rate increase of 3.5% and
wholesale rate decrease of 7.9% (+0.8 million annually, in aggregate). Conversely, the RCA did
not alter the lowering of overall TIER to 1.30x, the lowering of wholesale customers' TIER to
110x, and the requirement that capitalized interest be offset against interest expense includable



in the revenue requirement. The RCA's approved final rates on November 7, 2003, and Chugach
does not plan to file any new rate requests with the RCA for sometime.

On a net basis, Chugach is projecting net margins of $8.0 million for 2003, and approximately $6
million per year through 2006. (Based on the 2003-2007 Business Plan projections) TIER is
estimated at 1.34x for 2003, ard 1.20x-1.25x for 2004-2006 (Based on current financial
projections contained in the 2003-2007 Business Plan). Equity to total capitalization is projected
to be rise from 25% currently to 28% by 2006. Actual equity levels will vary, however, depending
upon annual operating results, capital expenditure levels and patronage capital distributions.
(Currently, a 2004-2008 Business Plan is being developed). For 2003, patronage capital
distributions are zero, due to lack of net margins generated in the prior year.

There are three new commissioners (and new associated staff) among the 5-member appointed
RCA. As aresult, given the untested and uncertain direction of the new members of the RCA, the
regulatory risk remains a concern. Partially offsetting this risk are the following factors: Based on
current financial projections, Chugach should not need rate relief until 2006, Chugach is working
with RCA and the legislature to address the power supply issues facing the state. While Chugach
has the option under Alaska statute to request its members' approval to eliminate regulation by
the RCA, Fitch believes this may be very challenging. Lastly, while Chugach's financial
performance ratios are reasonable and not out-of-line with straight 'A' level cooperatives, the
regulatory uncertainty and certain ongoing wholesale cus” ler discontent brings the rating down
to the 'A-' level, with a Stable Outlook.

Chugach is the largest electric utility provide" in Alaska, serving either directly or through
wholesale sales roughly two -hirds of all electric customers in the state, or appr ~ximately 175,000

users.

Contact: Lina Santoio +1-212-908-0522 or Alan Spen +1-212-908-0594, New York.



[08-Aug-2003] Summary: Cl*pich Elec Assoc, AK; Utility, Wholcsale”ctric Page |1 0f3

STANDARD RATINGSDI RECT
&POOR’S

R e s e a rc h : R « »» R e9- F» » ,

Summary: Chugach Elec Assoc, AK; Utility, Wholesale Electric
Publication date: 08-Aug-2003

. Carrillo, San Francisco (1)415-371-5077; Swami Venkataraman, San Francisco (1) 415-371-
6reditAnaIyst: 56(71 @ (1)

Credit Profile

DOWNGRADED, OFF CREDITWATCH To From
$120,000 mil. Chugach Elec Assoc new bnds ser 2002A dtd

02/01/2002 due 02/01/2012 AAAZA-(SPUR) A
$60,000 mil. Chugach Elec Assoc new bnds ser 2002B dtd

02/01/2002 due 02/01/2012 AAA/A-(SPUR) A
$150,000 mil. Chugach Elec Assoc 1st lien rev bnds ser 2001A

dtd 04/17/2001 due 03/15/2011 AAA/A-(SPUR) A
OUTLOOK: NEGATIVE

M Rationale

Standard & Poor's Ratings Services has removed from CreditWatch and lowered the underlying ratings
on Chugach Electric Association, Alaska's revenue bonds to 'A-' from 'A’, based on a recent decline in
financial margins, the decision by regulators to lower its interest coverage target for the utility, and
challenges associated with Chugach's exceptionally large amount of non-amortizing debt. The insured
ratings on the bonds remain unaffected by the downgrade.

The underlying ratings on Chugach Electric Association, Alaska's revenue bonds are based on the
following credit concerns:

» A reliance on regulatory approval of rates and the implications for credit quality of the Regulatory
Commission of Alaska's (RCA) recent decision to reduce its interest coverage target for the
utility;

» Weak financial performance in 2002, with a margin for interest (MFI) ratio of less than 1.1x
versus 1.20x in 2001; and

* Heavy reliance on non-amortizing debt, with 70% of total outstanding principal due in 2011 and
2012.

Ciedit strengths include:

» Chugach's dominant market position, competitive rates, and relatively diverse service territory
near Anchorage, Alaska;

» Chugach's dominant market position, competitive rates, and relatively diverse service territory
near Anchorage, Alaska;

* The RCA's historic support for a quarterly-reset fuel cost adjustment charge, and statutory rate-
setting controls that require compliance with Chugach's bond covenants; and

» Solid equity capitalization, accounting for 23% of assets as of Dec. 31, 2002, with no current
plans for long-term debt issuance, apart from refundings.

Chugach Electric Association (Chugach) is a vertically integrated electric cooperative that provides
electricity through its retail and wholesale operations to roughly two-thirds of Alaska's population,
around Anchorage, the Kenai Peninsula, and the "Railbelt" corridor between Anchorage and Fai.uanks.

liltp://ww\v.rating.sdircct.comMpps/P")/eontrollcr/Article?id=327754&typc=&o0i *pul T>pc... 2/20/2004
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Chugach hal approximately $394 million in bonds outstanding as of Dec. 31, 2002. The bonds are
unsecured obligations of Chugach, supported by revenues from its wholesale and retail power sales
operations. Permiesivp legal provisions exempt Chugach from maintaining a debt service reserve
account on any of its unsecured debt.

Chuga ih's business profile score ;s a '4' on Standard & Poor's 10-point scale, with "1" being the highest
score. Chugach is Alaska’s largest electric utility, with 61,000 retail customers and approximately 50%
of the state's total generating capacity in a region with no outside transmission access. Chugach serves
a moderately urban and growing service territory, with retail sales accounting for 64.8% of revenues in
2001 and residential customers accounting for 32.9% of revenues. Chugach faces no competition from
investor-owned utilities, and its only meaningful competition is the municipal utility ser.'ing Anchorage,
Anchorage Municipal Light & Power (MLP). Although Chugach's rates, at 4.9 cents per kWh, are only
slightly above the regional average, contentious relations with the utility's two largest wholesale
customers continue to distract management. The two wholesale customers have a history of pursuing
regulatory and legal action in an effort to suppress Chugach's wholesale rates.

Financial performance was weak in 2002, with margin for interest coverage based n audited financials
of less than 1.1x. Financial margins and interest coverage have diminished over the past two years,
relative to historical levels. MFI coverage avera; -dd 1.3x from 1996 to 2000, before falling to 1.2x or less
in 2001 and 2002. Net operating margins (after interest) averaged $7.3 million from 1996 to 2000,
versus only $3.6 million in 2002.

The recent decline in financial margins and the relaxing by regulators of Chugach’s coverage target
raises concern regarding regulatory support for the maintenance of Chugach's historically strong
financial profile. In January 2003, tho RCA issued a rate order that reduced Chug.ich's target times
interest earned ratio (TIER) coverage level to 1.30x from 1.35x, requiring a rate refind Tor
overcollection in 2000 and 2001. Following an appeal by the utility, the RC/ revised its rate order,
reducing the cost of the rate refund from an estimated $7.1 million to $1.6 million. Chugach is absorbing
the cost of the refund through its cash reserves, which exceeded $7 million as of Dec. 31, 2002.

Chugach expects to achieve MFI coverage of around 1.2x in 2003. Beyond 2003. MFI coverage
remains above 1.3x, based on assumptions of 3% rate increases in 2004 and 2006. The projections
also assume that the RCA will pass through to customers any increases in interest cost associated with
Chugach's variable interest rate debt. Standard & Poor’s continues to regard the forecasted interest
coverage as thin for a utility with mostly non-amortizing debt.

Debt is high, but manageable, with a total debt-to-capital ratio of 75% as of Dec. 31, 2002, although
Standard & Poor's considers the debt structure itself to be aggress™o. Chugach's heavy icliance on
non-amortizing debt introduces a significant level of refinancing risk to an otherwise moderate debt
profile. The use of variable rate debt contributes to interest rate risk, especially given the utility's
dependence on regulatory approval for recovery of rising interest rate costs. Chugach's $60 million in
variable-rate debt represents 15% of its overall debt burden. With increased refinancing and interest
rate risk inherent in its new debt structure, Chugach's need for financial flexibility has increased.

Overall liquidity is adequate, but cash reserves remain low, given the utility’s relatively aggressive
financial profile. Total liquidity, including unrestricted cash and undrawn credit lines, amounted to $77.3
million, or 214 days’ cash, as of Dec. 31, 2002. Chugach maintains over $70 million in lines of credit
with CoBank and National Rural Utilities Co-op Finance Corp, against which over $50 million remained
untapped as of fiscal year end 2002. Cash reserves have remained flat at historical levels, with
unrestricted cash reserves of around $7.3 million, or 22 days of opeiating expense at fiscal year's end.
Chugach does not maintain a debt service reserve fund, and has no plans to develop a sinking fund
with which to prepay principal payments on its non-amortizing debt. Interest earnings from $7 million in
cash reserves will do little to dampen rising interest rate costs on the utility's $60 million in variable-rate
debt.

m Outlook

The negative outlook reflects Standard and Poor's concern regarding Chugach's ability to achieve
sound financial margins going forward. Rating stability will hinge on Chugach's future financial
performance and evidence of a clear strategy for managing risks associated with the utility's non-
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amortizing and variable-rate debt. Management plans to address these risks in its revised debt
management policy, due for release in early 2004. Sound debt management policies could include:
limiting growth in the utility's debt burden, periodic market purchases of outstanding debt accumulation
ofdebt amortization funds, and maintenance of strony liquidity. However, even with sound policies,
chronically weak coverage margins could result in lower ratings.

Copyright© 1994-2004 Standard & Poor's, a division of The McGraw-Hill Companies. | . . E |
All Rights Reserved. Privacy Policy | JMMcGraw-Hill Companies 5%
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SAN FRANCISCO (Standard £ Poor®"s) Feb. 28, 2003--Standard £ Poor"s Ratings
Services said today it placed its "A" underlying rating (SPUR) on Chugach
Zlectric Association, Alaska®"s approximately 5391 million in bonds
outstanding on CreditWatch with negative implications partially due to the
latest rate order from the Regulatory Commission of Alaska (RCA). The
insured ratings on the bonds remain unaffected by the CreditWatch listing.

"The latest RCA rate order is expected to reduce debt service coverage
and could trigger a violation of Chugach®s r_te covenants. Standard £
Poor®s had already expressed concern that Chugach"s coverage of interest
was relatively weak for a utility with mostly non-amortizing debt and that
lower coverage margins could result in lower ratings,"” said Leo Carrillo,
credit analyst with Standard £ Poor®s. "In addition to substantially
weakening debt service coverage, the RCA"s rate order signals heightened
regulatory and refinancing risk for the utility.”

Chugach has petitioned the commission to reconsider its decision, which
the RCA has partially granted. A final determination may come as early as
the end of March 2003. If a sufficiently favorable order is not
forthcoming. Standard £ Poor"s expects that it will downgrade the utility.

Chugach is an electric cooperative serving two-thirds of Alaska®s
population. It faces no competition from invest jr-o /ned utilities; its
only meaningful competition is the municipal utility serving Anchorage,
Anchorage Muncipal Light £ Power.

Complete ratings information is available to subscribers of
RatingsDirect, Standard £ Poor®s Web-based credit analysis system, at
www. ratingsdirect.com. All ratings affected by this rating action can be
found on Standard £ Poor®s public Web site at ww.standardandpoors._om;
under Fixed Income in the left navigation bar, select Credit Ratings
Actions.

** She McGrawHIll Companies' |
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Credit Profile

$60 mil muni debt muni issue ser 2002B due 2012 A
Sale date: 29-JAN-2002
$120 mil muni debt muni issue ser 2002A due 2012 A

Sale date: 29-JAN-2002

AFFIRMED

$194,139 mil. Chugach Elec Assoc A

$150,000 mil. Chugach Elec Assoc 1st lien rev bnds ser 2001A

dtd 04/17/2001 due 03/15/2011 AAA/A(SPUR)
OUTLOOK: STABLE

H Rationale

The A’ rating on Chugach Electric Association, Alaska's revenue bonds reflects:

 Solid finances, inc'uding a strong margin for interest (MF!) ratio (a limes interest earned ratio-like
statistic) and equity as a percent of assets at 23%;

» A dominant market position, with approximately 50% of the total capacity in the railbelt region;

« Low likelihood of deregulation in the near term and, since the electric system is geographically
isolated, little chance of competition from other parts of the state or from Canada; and

A substantial (49% of total kilowatt-hour (kwh) sales in 2001 and 64% of revenues) retail sector.

These strengths are offset by the following weaknesses:

» Heightened use of bullet maturities, meaning increased refinancing risk, since 72% of
outstanding principal is due in 2011 and 2012;

« Contentious relations with its two largest wholesale customers, which accounted for 48% of
energy sales in 2001;

» Only one all-requirements contract cus.omer, ending in 2014, before the anticipat retirement of
currently outstanding debt obligations as well as the ultimate maturity of debt obligations that are
anticipated to be rolled over in 2011 and 2012; and

» Reliance on the Regulatory Comm' asion of Alaska (RCA) to approve rates-many generation and
transmission cooperatives (G&Ts nave the authority to set their own rales.

Offsetting this concern is the support th i RCA has lent Chugach by allowing it .ates that achieve higher
levels of coverage than required by its covenants.

The not revenues that Chugach deriver from energy sales secure the bonds. Chugach is an electric
cooperative serving two-thirds of the peculation of Alaska, mainly around Anchorago, the Kenai
Peninsula, and, through an economy ei ergy wholesale customer, north to Fairbanks. Chugach faces
no competition from investor-owned ultil ties; its only meaningful competition is the municipal utility
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serving Anchorage, Anchorage Municipal Light & Power (ML&P).

Chugach is unlike other G&T cooperatives Standard & Poor's rates in both its unique strengths and the
challenges it faces. Chugach differs in that half of its sales are to retail residential meters, whereas
most G&Ts are wholesalers only. Standard & Poor's views this as a credit strength, as the margins from
serving these customers can be greater than those derived from wholesale or commercial industrial
sales. Furthermore, in the event of retail choice (which does not appear imminent in Alaska), residential
customers are less likely to choose an alternate provider than industrial and commercial customers.
Retail customers in 2001 consisted of 47% residential and 53% commercial and industrial. Distribution
cooperatives, mainly Matanuska Electric Association (MEA) and Homer Electric Association (HEA),
take the other half of Chugach's power.

Chugach differs further from other G&Ts in that it has only one all-requirements contract: it is with MEA
and ends in 2014. Most other G&Ts sell their wholesale power through all-requirement contracts
extending for the life of outstanding debt. MEA purchased about 52% of Chugach's wholesale power in
2001. The contract with HEA is a take-or-pay contract of 73MW and 350,000 megawatt-hours (MWh)
annually (42% of the wholesale energy sold in 2001).

Chugach's relationship with MEA is strained as it is in litigation with MEA in rate cases and the courts.
The Superior Court of Alaska recently granted summary judgment to Chugach on several claims MEA
filed, though MEA intends to appeal these to the state’s supreme court later in 2002. While these issues
may be small in terms of potential monetary damages to Chugach, they serve to highlight the
adversarial nature of the relationship and the potential for further acrimony in the years ahead, both of
which serve to distract management focus.

Chugach's rates are set not by it but by the RCA, whereas many other G&Ts set their own. This
distinction leads to the concern that regulars could set Chugach's rates such that its financial
covenants are met and no more, though experience to date suggests that regulators are generally
supportive of credit quality, including past resistance to efforts by MEA to reduce Chugach'’s rates to the
then-minimum covenant requirement of 1.20x the MFI requirement.

The series 2002A term bond, like series 2001, is non-amortizing debt. Approximately 70% of Chugach's
outstanding principal will mature in 2011 and 2012, Bullet maturities also expose bondholders to
refinancing risk, which many other cooperatives do not face because of their amortizing debt.

Chugach's finances are distinguished by high MFI, debt service coverage, and equity ratios. These
ratios are estimated (through November 2001) at 1.20 times (x). 1.73x, and 26%, respectively, down
slightly from 1.35x, 1.73x, and 29% in 2000. The drop can be attributed to a warm first quarter in 2001,
a delay in getting a rate increase from the RCA, increased labor rates, and the 2001 refinancing.
Projections forecast continued high debt service coverage over the next five years, but mainly because
most of the outstanding principal comes due in 2011 and 2012. Standard & Poor's will expect continued
strong coverage ratios; Chugach's coverage of interest is actually somewhat thin for a utility with mostly
non-amortizing debt. Therefore, degradation of coverage margins, uven by small amounts, could result
in lower ratings.

Chugach's business position is a *4 on a scale of 1-10, with "I' being the strongest. The score reflects
the cooperative's operational, managerial, and financial strength, but also reflects the difficult relations
with MEA and the legal difficulties in which it is embroiled.

B Outlook

The stable outlook reflects expectations that Chugach will continue to receiv j regulatory support for an
MFI ratio consistent with an 'A' rating for a utility with non-amortizing debt, and that current litigation will
not harm the cooperative's financial health. The outlook also reflects expectations that Chugach will
manage the now-substantial refinancing risk it faces through market purchases of outstanding debt,
accumulation of funds, maintenance of strong liquidity, or some combination of the above.

m Management
A seven-member board elected at large from Chugach's retail membership oversees the cooperative.
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Elections are staggered, and members serve three-year terms. Chugach does sell on a wholesale basis
to distribution cooperatives, but these customers do not have a seat on the board and have limited
influence In Chugach's operations. The wholesale members have a vote in general affairs, but their
vote-though they purchase considerably more energy-is a single vote, just as each of the
approximately 59,700 retail customers have only one vote.

The board may convene at any time to review rates and may initiate a base rate change at any
meeting, though the RCA must approve the change. In practice, fuel surcharge adjustments have been
on a quarterly basis. Chugach's base rates have not been increased since 1994 but, on a quarterly
basis, the utility has adjusted fuel costs and chugach has never been denied the rates it sougnl to be
set for adjusted fuel costs. Chugach's fuel piices under its contracts are adjusted based on three
indices, which incorporate a natural gas component, a crude oil component, and a home heating oil
component.

Chugach benefits from strong, forward-looking leadership. Management prepares annually a power
requirements study, a rolling five-year business plan, and a construction plan. Chugach conducts
quarterly surveys to monitor customer satisfaction. Even so, acrimonious relations with MEA, with
seemingly little prospect for improvement, continue to distract Chugach. Most recently, in November
2001, the state's superior court granted summary judgment to Chugach on several important
outstanding legal issues, though MEA intends to appeal the judgment to the state supreme court as
soon as a final matter regarding the process by which Chugach internally determines rates is decided,
perhaps in Af ril 2002. These issues will probably not have much impact on Chugach's finances c*
operations, but they do divert management attention.

MEA's all-requirements contract with Chugach ends in 2014, but MEA must give notice as to whether it
would like to continue the contract in 2007. Although relations are poor, Chugach, MEA, and HEA (with
which relations in the past have also been somewhat difficult), in fact, need each other: MEA ard HEA
can only obtain sufficient capacity for their load from Chugach, and Chugach needs the sales it makes
to the other two utilities to spread its costs 0. service over a wider base.

Standard & Poor’s notes that should MEA not rent  <s contract with Chugach and should Chugach
refinance its 2011 and 2012 bullet maturities, a large portion of Chugach's sales would be, in effect,
merchant, since they would not be under contract. Chugach's only all-requirements contract is with

MEA,; all-requirements contracts are a traditional strength of cooperative (G&T) systems.

Standard & Poor's believes that the more worrying disputes between Chugach and its wholesale
customers are MEA's and HEA's appeal of test years 1998 and 2000. A test year is a full calendar year
used as a basis for setting electric rates. The three cooperatives signed an agreement in 1996 in the
hopes of avoiding con >a and providing rate stability. The agreement has clearly broken down, and
both 1998 and 2000 a, a before the RCA for adjudication. The RCA issued an order for the 1997 test
year, which ruled that Chugach make rebates of less than $1 million. While HEA is not contesting the
order, MEA may appeal it through judicial channels. A decision against Chugach on the 1998 test year
would require Chugach to offer credits or make refunds to customers. Because one year's rates serves
as the basis for the n"xt, a decision against Chugach in the 1998 case could snowball into larger credits
or repayments over successive years. No decision has been reached on either the 1998 or the 2000
test year case. The 2000 test year case could take years to decide. In the meantime, Chugach is
allowed to charge what is known as interim refundable rates, reflecting the fact that Chugach may have
to offer credits should decisions move against it. Chugach has made no provisions for the possibility
that these cases could go against it.

m Business Profile
Chugach's business profile score of '4' reflects:

» A dominant position within the state as the largest electric utility;

« The presence of the generally higher margin distribution business, which offers Chugach not
only better margins but some protection should deregulation occur;

¢ Lack of movement toward deregulation in Alaska; and

* The favorable operational profile of Chugach's generation assets.
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These favorable characteristics are somewhat offset by the legal issues with which management
grapples, described above, with its main wholesale customer.

M Regulation
Recent events in California have derailed deregulatory efforts in Alaska. Chugach was one of the few
proponents of retail choice, with none of the other local utilities or trade organizations supporting the
effort. Until such time that deregulation occurs, utilities in Alaska serve their own service territories
exclusively.

Chugach is nonetheless pursuing a legal route to try to introduce deregulation. Drawing upon anti-trust
law, Chugach has argued before the state supreme court that service areas are not exclusive. Were
Chugach to win this case, the result would be to overturn the underpinnings of regulation in Alaska,
This case has been briefed and a ruling is expected later in 2002.

The RCA is the primary regulator for Chugach and approves all requests for rate increases, including
those for fuel adders, While Chugach is allowed to institute quarterly fuel adders with concurrence from
the RCA, Chugach has never been denied the RCA's formal approval. The RCA almost always delivers
its decision within the 45 days allotted for the process.

The RCA has demonstrated a fair degree of regulatory support for Chugach. While state law requires
that the RCA approve rale levels to meet the cooperative's financial covenants (including the MFI
covenant), the RCA has discretion on authorizing rates at higher levels. In practice, though, the RCA
has recognized the need for financial strength and granted rates to allow Chugach to set rates at a
times interest earned ratio (TIER) of 1.35x when its covenant was 1,20x. This history alleviates some of
Standard & Poor’s concerns that, with the lower threshold of 1.10x, the RCA may lower allowed rates.
Furthermore. MEA has proposed in the past that Chugach's rates be reduced to meet only the minimal
covenant-required MFI ratio, but the RCA has ignored the proposal. In fact, Chugach has applied for a
permanent base rale increase of 6.5%, sufficient to generate a 1.44x MFI using a proposed rate of
return method of calculation. A hearing on the increase is scheduled for August 2002 with the final
order expected during the fourth quarter of 2002.

Additional evidence of regulatory support can be found in recent interim base-rate increases the RCA
granted. The RCA granted a 1.6% increase in September 2001 and, after further deliberation,
increased it to 3.97% two months later, very close to the 4% Chugach had originally requested.

M Finances

Chugach's finances are bolstered by the significant distribution market it serves and the rates the RCA
allows in order to meet a 1.35x target TIER. Highlights of the utility's finances include:

» A high MFI, over 1.25 for the past five years, though slightly lower in 2001, at 1.20x, because of
a warmer January and higher interest, depreciation, and labor costs;
» A better than 23% ratio of equity-to-assets; and

» Good liquidity, with a current ratio generally over 1,0x through 2006 and, when accounts

receivable from distribution customers are included, days' cash-on-hand equals more than 60
days.

Chugach benefits from serving a higher margin retail distribution sector. The G&T side is allowed a
TIER of 1.15x, meaning that the distribution side is required to make up the difference to meet the RCA-
allowed 1.35x amount. This aspect of Chugach is a distinct strength and sets it apart from other G&T
cooperatives. The retail component was 49% of energy sales through November 2001, with 47% of this
to residences and 53% tj commercial businesses Wholesale power and economy energy constitute
the remainder of total energy sales. In terms of venues, retail sales are 64% of total revenues and
wholesale plus economy sales are 36%.

Standard & Poor's has reviewed Chugach's projections and finds them reasonable. Key assumptions
include the expectation that MEA will continue to purchase all its requirements from Chugach, despite
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an option to convert to a net requirements customer by giving five years' notice. As discussed above, it
does not appear likely that MEA would find an economical replacement source for its needs. Load
growth is expected to occur at an overall compounded rate of 2.1%, with the retail sector increasing at
1.6% and the wholesale at 2.6%. The result is that the projections anticipate a continuation of the trend
of high MF' and equity. MFI is projected at 1.25 in 2002 and beyond, and equity is projected to increase
to over 26%. These ratios are strong for the cooperative G&T sector. Debt service avenge is very
high at over 2.0x, but this is because nearly all of Chugach’s debt is non-amortizing. Projected funds
from operations coverage of interest is much lower, ranging from 1.40x to 1.70x over the next five
years, and is actually somewhat thin for a utility with largely non-amortizing debt, as described below.

Chugach Eloctric Association, Alaska's Ratios

1996 1997 1998 1999 12000 Through November 2001

Equily/assets (%) 21.7 225 237 23.6 239 23.6
Equity/capitalfzation (%) 253 259 272 26.7 292 26.3
Current ratii /) 1.07 134 112 121 053 1.05
Debt/equity (x) 3.27 313 293 295 259 2.95
Accounts receivable/operating revenues (%) 11.4 16.7 122 126 14.0 12.0
Cash/operating exoense (%) 6.8 5.7 26 45 1.6 3.2
Days' cash 25 21 10 17 6 12
Receivables collections period (days) 42 61 44 46 51 44

M Debt and Debt Structure

One of Chugach's strengths Is that it will fund virtually all of its capital expenditures through internally
generated cash after the issuance of series 2002. Available cash more than covers anticipated capital
expenditure from 2003 to 2006. Capital expenditures average about 530 million pa year, fairly evenly
apportioned between distribution, generation, and transmission projects. The largest projects are for
work on the Beluga 6 and 7 units and a contribution toward the Southern Intertie and South Anchorage
t-.nsmission project. Chugach does not expect to need a meaningful amount of new capacity until after
2010, and even then it could curtailits interruptible or economy sales or even dip into its 30% reserve
requirement.

The cooperative's overall debt structure changes substantially with the issuance of series 2002,
continuing a trend toward greater reliance on bullet maturities and the refinancing risk they present, and
away from a traditional amortization structure. The issuance of the $150 million series 2001 introduced
refinancing concerns when, with its issuance, 40% of total principal then outstanding matured in 2011.
Series 2002A exacerbates this concern in that it is a 5120 million bullet due in 2012, resulting in 39% of
total outstanding debt due in 2011 and 33% in 2012. Even so, it is important to note that Chugach's
debt sen/ice schedule after the issuance of series 2002 remains virtually the same through 2010 as it
was after the issuance of series 2001.

No other cooperative has assumed refinancing risk to the degree that Chugach does with its series
2001 and 2002 bonds. Standard & Poor’s does not take rating action at this time to reflect the increased
risk bocause of Chugach's historically strong finances, access to credit markets (including lines o. credit
from institutions dedicated to serving the cooperative sector), the remoteness of the need to refinance
(nine years), and the fact that Chugach includes depreciation in its rates, suggesting that over the
course of the decade to come, the cooperative could generate sufficient cash to repay the bullet if it
chose to do so.

The issuance of series 2002 releases Chugach from its existing indenture and allows the amended and
restated indenture dated April 1,2001, to lake effect. Please refer to the March 9, 2001 analysis on
Ratings Direct on Chugach for a full review of the implications of the amended and lestated indenture.
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Chugach's Amortization Schedule
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Standard & Poor's Ratings Services maintains published ratings on about one-third of America's electric
generation and transmission (G&T) cooperatives. The wholesale electricity generated and procured by
these utilities serves the energy needs of their member distribution cooperatives' retail customers. All of
the G&T co-ops rated by Standard & Poor's have investment-grade ratings (see table). More than half of
the ratings assigned by Standard & Poor's to G&T co-ops are in the 'A’ rating category. The weakest rating
currently assigned to a G&T cooperative is 'BBB' and the strongest is 'AA". This ratings distribution reflects
operational and financial profiles and business strategies that have largely insulated these utilities from
some of the extreme volatility that has plagued many energy companies in recent years.

U.S. Electric Co-op Ratings

Rating Outlook

Associated Eloctric Co-op Inc. AA Stable
Central Electric Power Co-op Inc. AA Stable
Georgia Transmission Corp. AA Negalive
Dairyland Power Co-op AA- Stable
Arkansas Electric Co-op Corp. AA- Stable
Buckeye Power Inc. A Stable
Old Dominion Electric Co-op A+ Stable
Basin Electric Power Co-op A+ Stable
Central lowa Power A Stable
Oglethorpe Power Co-op A Stable
Seminole Electric Co-op A Negative
Tri-state Generating & Transmission Assoc. A Stable
Hoosier Energy Rural Electric Co-op Inc. A Negative
Wabash Valley Power Inc. A- Stable
Brazos Electric. TX A- Stable
Chugach Electric Assoc. A- Negative
Alabama Electric Co-op Inc. BBB+ Stable
Western Farmer's Eleclric Co-op BBB+ Stable
Great River Energy BBB Developing

G&T co-ops were created through the pooled efforts of electric distribution cooperatives. By banding
together to build G&T assets to serve the amalgamated load of a group of utilities, distribution co-ops have
achieved economies of scale that would likely have eluded them ,f‘hey had each separately built the
generation or transmission assets needed to meet their custoi  j needs or individually negotiated
agreements for the purchase of generation and transmission services.

Although some cooperatives have seen a portion of their rural service territories transformed into
prosperous suburbs of major metropolitan areas, for the most part electric co-ops serve far-flung, sparsely
populated areas that exhibit below-average income levels. Many G&T cooperatives' credit ratings
transcend the weak demographic profiles exhibited by the retail distribution systems that form the
backbone of their levenue streams. Moreover, the G&T ratings tend to eclipse the ratings assigned to
investor-owned utilities.
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Several factors explain the differences in credit quality between G&T cooperatives and investor-owned
utilities. Some of the leading reasons are:

¢ Absent a severe economic dislocation in a G&T's service territory that either results in customer
migration or renders customers unable to afford electric service, the requirements contracts
between a G&T and its members should provide a secure revenue stream that supports trade and
debt obligations if the requirements contract, as is most often the case, mirrors the term of the
utility's debt;

* Revenue stream stability is also reflective of usage patterns and low customer density tliat tend to
make electric cooperative loads unattractive to competitive suppliers;

» Unlike investor-owned utilities, many distribution and G&T cooperatives have autonomous rate-
setting authority and are free from regulatory oversight, including the delays and political vagaries
associated with rate regulation;

« Ratemaking authority empowers cooperative utilities to implement timely cost recovery in response
to volatile fuel and electricity markets;

e Co-ops benefit from access to low-cost, amortizing debt available from the federal government and
cooperative lending institutions;

¢ Itis rare for co-ops to pursue noncore businesses to enhance revenues because the cooperative
ownership structure removes the profit motive that influences investor-owned companies' business
strategies; and

e There is an element of positive self-selection among those cooperatives that use credit ratings.

These attributes that are common to co-ops with sound credit quality were distilled using the analytical
framework employed by Standard & Poor's in its evaluation of all electric utilities, including electric
cooperatives. Standard & Poor's analytical evaluation of utilities, regardless of ownership structure,
focuses heavily on qualitative factors that define the strength of the financial performance that a utility must
demonstrate to support a given rating. The quantitative assessment of all utilities is predicated on the
qualitative analysis of six principal areas:

¢ The utility's operational profile;

¢ An examination of the markets served by the utility;

¢ The utility's competitive posture;

« An examination of the regulatory environment where the utility operates, including the ratemaking
flexibility available to the utility;

« The strengths that the management team brings to the table; and

¢ The strength of the bondholder or lender protections provided by the bond indenture or other
financing documents.

The application of these principles has by and large translated into sound credit quality for rated co-ops.
However, the positive characteristics that are shared by many cooperatives are not ubiquitous. Over time,
Standard & Poor's has lowered the ratings of a number of G&T co-ops and assigned negative outlooks to
the ratings of others. These rating actions were taken in response to eroded creditor protections and were
attributable to different causes.

Several utilities' credit ratings were reassessed because of weakening or weakened debt-service
coverage. Bondhoid -- and lender protection are closely linked to the capacity of the revenue stream to
consistently provide excess coverage of amortizing debt service. Co-ops tend to exhibit margins that are
narrower than those of vertically integrated utilities with similar ratings. Therefore, an erosion of coverage
can have a pronounced effect on credit quality.

Standard & Poor's traditionally has correlated co-ops' modest excess coverage with sound ratings
because of the autonomy that permits them to quickly adjust rates in response to deviations from projected
levels of revenues and expenses, as well as the benefits provided by the breadth of their customer bases.
The G&Ts rated by Standard & Poor's serve either directly or indirectly an average of 28 distribution
cooperatives. This level of diversity is viewed as protective of creditors. It is Standard & Poor's opinion that
the risk of multiple simultaneous defaults among a diverse pool of distribution co-ops is slim. Importantly,
should a distribution co-op fail to discharge its financial obligations to the G&T, the G&T typically can
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recoup defaulted payments from nondefaulting members. This can be accomplished through intrayear
budget adjustments,

Despite the budgetary and ratemaking tools that are generally available to co-ops, as fuel and electricity
prices rose sharply in recent years, net revenues coverage of debt obligations slipped at several G&T co-
ops that were reluctant to adjust wholesale rates to preserve the financial cushion associated with excess
margins. In turn, the degradation of the cushion eroded bondholder and lender protection at these co-ops.
Affected co-ops included Hoosier Energy and Seminole Electric, whose 'A' ratings were assigned negative
ratings outlooks. Hoosier later implemented a power-cost tracker to reduce its market exposure. Alabama
Electric's rating was lowered to 'BBB+' as a result of degraded coverage margins that reflected increased
costs and the burdens created by its investment in a propane business. Self-regulation and the ability to
adjust rates can only provide value that translates into creditor protection if a utility's board demonstrates
the will to exercise that authority by adjusting rates to preserve sound credit quality.

In some cases, ratemaking flexibility has been constrained by outsiders. Regulatory oversight of
ratemaking has proved to be a challenge for several rated and unrated co-ops. Over time, the inability of
some G&T co-ops to fully recover costs through rates because of regulatory barriers has led to
bankruptcies of G&T and distribution co-ops like Wabash Valley, Cajun Electric, and Vermont Electric Co-
op. Regulation does not necessarily lead to such drastic results and many regulators have been supportive
of the co-ops that are under their jurisdiction. Nevertheless, there is sufficient evidence of cases where
regulation has had credit implications. For example, Chugach Electric’s rating was lowered and the outlook
remains negative following the regulator’s reduction of the permitted margins for interest coverage that the
utility could earn on its debt.

Questions often arise as to how to best measure a co-op's financial performance. The highly leveraged
capital structures of G&T co-ops reflect their inability to access capital markets for equity. This makes it
difficult to draw comparisons between a cooperative’s financial metrics and the metrics used to gauge the
performance of investor-owned utilities. Comparability with investor-owned utility metrics is further
obscured by the predominant use of amortizing debt within the co-op sector, as compared with investor-
owned utilities use of nonamortizing debt. Consequently, the financial analysis of co-op utilities largely
tracks the rating methodology employed for municipal utilities and public power joint-action agencies that
also rely on amortizing debt and lack access to equity capital markets. The anlysis of a co-op such as
Chugach Electric that heavily relies on nonamortizing debt with bullet maturities requires a hybrid analysis
that incorporates elements derived from the rating methodology for both public power and investor-owned
utilities. To achieve a given rating, Standard & Poor's expects a utility that uses a meaningful amount of
nonamortizing debt to exhibit considerably stronger coverage of annual debt service than would be
expected of a utility whose debt amortizes like a mortgage. Refinancing risk and capital market access are
also factored into the analysis of utilities that use nonamortizing debt.

The amortizing debt of many co-ops is governed by mortgage indentures fashioned by the Rural Utilities
Service of the U.S. Department of Agriculture. Under these indentures, the principal measure of financial
performance is frequently a "margins-for-interest” (MFI) or "times-interest-earned” (TIER) ratio. It is
Standard & Poor’s view that these ratios do not adequately reflect a utility's financial capacity to cover
amortizing principal and interest payments and do not paint a full picture of financial capacity and creditor
protection. Consequently, Standard & Poor's does not limit its analysis to the MFI and TIER metrics.

Irrespe:tive of whether a utility is legally bound to satisfy the requirements of an all-in debt-service
coverage test, Standard & Poor's examines each utility's financial capacity to produce excess coverage of
principal and interest. Although the MFI and TIER tests are calculated with reference to a utility's income
statement, Standard & Poor's analysis focuses on the income statement and the statement of cash flows.
In calculating debt-service coverage, consideration is also given to fixed obligations that are not
necessarily reflected on the balance sheet, including those related to capacity payments required under
purchased-power agreements and long-term lease payments. However, payments that must be made
pursuant to defeased lease agreements are viewed as mitigated by amounts held in escrow accounts
dedicated to the payment of lease transaction obligations. Wabash Valley provides an example of a utility
whose financial metrics were adjusted to impute debt and debt service as part of the analysis. Its income
statement, cash flows, balance sheet, and financial ratios were adjusted to reflect the substantial fixed
obligations that it has incurred under purchased-power agreements.
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Western Farmer's Electric Co-op exemplifies the need for an analysis of coverage of total debt service and
the shortcomings of reliance on MFI and TIER tests. In the 1970s, Western Farmers purchased an interest
in a proposed nuclear power plant, the Black Fox Station. The purchase was debt financed. Upon the
plant's 1982 cancellation, Western Farmers' investment was lost, but acquisition debt balances remained
on its balance sheet for many years. That debt has been extinguished. The plant’s cancellation left
Western Farmers without a depreciable asset, which had implications for financial metrics until the Black
Fox debt matured.

Depreciation expense is the budgetary vehicle that co-ops use for recovering amortizing principal in
wholesale rates. In the years following Black Fox's cancellation, Western Farmers established wholesale
rates and budgets based on its projected income statement. In the absence of a Black Fox depreciable
asset, depreciation expense failed to serve as a proxy for the Black Fox component of Western Farmers'
overall debt amortization. Deprecation expense reflected the debt-service requirements associated with
the capitalization of Western Farmers' investments other than Black Fox. Revenue requirements
calculated with reference to projected income statement operating and depreciation expenses repeatedly
satisfied Western Farmers' interest coverage test, even though the income statement-based budget did
not givo effect to the cash flow necessary to amortize Black Fox debt. As a result, operating cash flow
provided weak coverage of total amortizing debt. Standard & Poor's examination of all-in debt service was
an important element of the 'BBB+' rating assigned to Western Farmers.

The factors cited in this article reflect some of the principal considerations that are incorporated in
Standard & Poor’s credit analysis of electric G&T cooperatives. While not an exhaustive review of all
factors that influence co-ops' credit quality, the goal has been to provide insights into fundamental
elements of Standard & Poor's ratings criteria for electric co-ops. From lime to time, Standard & Poor’s will
communicate its views on the cooperative sector to further elucidate our ratings methodology for the
benefit of those who engage Standard & Poor's to provide ratings on co-ops as well as for those who rely
on Standard & Poor's electric co-op ratings when doing business with or investing in electric cooperatives.
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Public Finance Report Card: Public Power
Publication date: 21-Jan-2004
Credit Analyst: Peter V Murphy, New York (1) 212-438-2065; David Bodek, New York (1) 212-438-7969

Rating trends for the public power sector remain stable despite the increased risk and uncertainty in the
overall U.S. power industry. Standard & Poor’s Ratings Services has 235 ratings in the public power
sector, with the overwhelming majority carrying investment-grade ratings, and only five ratings below
investment-grade. Of the five ratings below investment-grade, four are California irrigation districts and
water agencies whose bonds are rated 'B+' based on contracts with Pacific Gas and Electric Co. for the
output of a specific power project. The other non-investment-grade-rated credit is Guam Powe- Authority,
rated 'BB+/CreditWatch Negative'. The overall credit strength of the public power is further demonstrated
by the rating distribution, with about 80% of credits rated at least 'A-' and 21% of ratings reaching the 'AA’
category. The public power sector includes municipally owned electric utilities and combined, or multi-
segment, utilities, as well as joint action agencies consisting of two or moie participating utilities. Ratings
are as of Jan. 20, 2004.

Since the last report card, ("Public Finance Report Card; Public Power and Cooperatives", RatingsDirect,
May 27, 2003), the sector has continued to experience overall credit stability, with only a handful of rating
changes, despite ongoing industry turmoil on the investor-owned and merchant sectors. Aside from the
sector’s traditional strengths, the stability of the sector in the past year resulted from relatively low volatility
in commodity prices for both fuel and power as compared with the prior three years, and from improved
hedging activity that mitigated the impact of price swings. Rising power and fuel prices had resulted in
weakening coverage and liquidity, and consequently, slight rating deterioration, in 2001 and 2002.

Traditional strengths of the sector that provide a solid credit foundation include the autonomy of public
utilities' governing bodies in rate-setting and recovering costs (although there are exceptions, such as the
requirement that Tennessee Valley Authority (TVA) distributors gain approval of TVA for rate increases
above 2% and the state of Wisconsin, whose municipal electric utilities must file rate cases); the focus on
core businesses and core mission to serve their customers; and for the most part, the absence of direct
competition for retail customers. The absence of state or federal rate regulation enables these utilities to
enact and implement rate increases or rate cuts quickly and as necessary in response to a changing cost
or competitive structures, provided the willingness to do so exists. This is most often not the case for their
investor-owned counterparts. Most public power utilities continue to operate as vertically integrated utilities
and either own or have secured, through long-term contracts, sufficient generation to meet native-load
demand, which is generally their main focus.

With regard to retail competition, where deregulation of the retail electric industry has moved forward, the
enabling legislation has not required municipally owned utilities to compete directly for their native
customers. Rather, these public utilities may choose open their service territories, a rare occurrence. As a
result, the customer bases in the public sector have remained intact, which is very supportive of credit
quality. However, in cases where public utilities' service territories have historically been multiply certified,
the importance of being able to compete on price and on other measures has become heightened. Notable
in this regard is Lubbock Power and Light (LP&L), the electric utility owned by the city of Lubbock, Texas.
For over 80 years, LP&L has competed directly with an investor-owned utility (Southwest Public Service,
or SPS, a unit of Xcel Energy Inc.) and typically held a strong market share. In the past year, however, due
to an uncompetitive cost structure and competitive pressures that affected rate-making decisions, LP&L
experienced operating losses and greatly reduced liquidity, and saw more than 5% of its customers switch
to its direct competitor. Consequently, the rating was lowered to 'BBB-' from 'A+\ In contrast, Cleveland.
Ohio, also competes directly with an investor-owned utility but retains a rate advantage and has posted net
gains in the number of meters. Cleveland's electric revenue bonds are rated 'A-'.
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Chart 1

Public Power Ratings Distribution
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M Key Issues
Despite these inherent strengths and the sector's stable credit profile, public power faces heightened
risks through its required interaction with the wider industry. Exposure to counterparty risk, even
through a limited dependence on wholesale purchases: uncertainty over the future of transmission
capacity and availability; and asset and fuel diversification continue to pressure many public power
entities to maintain liquidity and establish flexible rate structures with energy or fuel adjustment
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mechanisms.

The sector continues to watch carefully and participate actively in the evolving debate regarding federal
restructuring of transmission. Public power is concerned that changes implemented at the federal level
could result in cost increases and operational uncertainly if firm transmission rights are not retained.

Despite surplus capacity in the industry, public utilities continue to plan and build additional generation
to accommodate growing demand and to avoid exposure to the often volatile wholesale markets at a
time when other energy companies are still faced with liquidity concerns, over-leveraged balance
sheets, and limited access to capital from the equity markets. This drive toward local generation tends
to be regionalized. In California, public power entities such as Turlock Irrigation District (Walnut Energy
Center), Modesto Irrigation District (Ripon Generation Station), and certain members of Southern
California Public Power Authority (Magnolia Project) are at various stages of development of gas-fired
generation. While these moves will result in decreased exposure to often volatile wholesale power
markets, these utilities are consequently increasing their exposure to natural gas price volatility. In the
Midwest, the Municipal Energy Agency of Nebraska, Lincoln Electric, Neb., and others are issuing debt
to finance their investments in new coal-fired capacity.
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Existing Law regarding the RCA’s Authority to consider costs in
determining just and reasonable rates.

Sec. 42.05.431. Power of commission to fix rates.

(a) When the commission, after an investigation and hearing, finds that a rate
demanded, observed, charged, or collected by a public utility for a service subject to the
jurisdiction of the commission, or that a classification, rule, regulation, practice, or
contract affecting the rate, is unjust, unreasonable, unduly discriminatory or
preferential, the commission shall determine a just and reasonable rate, classification,
rule, regulation, practice, or contract to be observed or allowed and shall establish it bv

[42.05.431 (a) specifies that the RCA does indeed have the authority to evaluate
the costs asset ted in the Patton Boggs letter. The RCA would not, under 11B 453
have the ability to consider the internal wholesale relationshipformed between
afAA and its member utilities. However, a new or existing contract between a
utility which is not a member ofthe JAA and a utility which is a member ofthe
JAA would still be subject to review under AS 42.05.431]

(b) A wholesale power agreement between public utilities is subject to advance
approval of the commission. After a wholesale power agreement is in effect, the
commission may not invalidate any purchase or sale obligation under the agreement.
However, if the commission finds that rates set in accordance with the agreement are not
just and reasonable, the commission may order the parties to negotiate an amendment to
the agreement and if the parties fail to agree, 10 use the dispute resolution procedures
contained in ihe contract.

[42.05.431 (b) recognizes the primacy of contracts in disputes overrates.]

Web Site: www.akrcpublicans.org/licinsc/ E-mail: Represen(ntive_CIK'rvll_Hcin:c@ie|>Is.siatc.ak.us


http://www.akrcpublicans.org/licinsc/

Testimony of Christine Pilil (Seattle Northwest Securities)

Before the House Labor and Commerce Committee/

Given the importance that reliable and affordable electricity plays
in our lives, it is in the public interest to insure that electric utilities
are of sound financial health and have access to capital at cost-

effective rates.

A utility’s credit rating is a proxy for its cost of borrowing.
Electric utilities, particularly those with generation and
transmission assets, rely heavily on long-term borrowing to finance

projects.

Credit ratings by national rating agencies provide an independent
opinion on the financial health/position of a utility, particularly in

comparison to other utilities.

The regulatory environment icone of several key factors evaluated

by rating agencies to assess the credit worthiness of a utility.

For example, being regulated is viewed as constraining a utility’s
ability to respond to changes in financial conditions. If a utility is
not free to address these issues, and a regulator has oversight, a
rating analyst cannot be certain that the utilities financial goals,

policies or projections will come to fruition.

Ifthere is a history of favorable regulatory treatment, the effects of

regulation can be somewhat muted.

In a situation where the regulatory body has a history of being
neutral, the threat of regulatory interference may be somewhat

lessened but its potential effect is still acknowledged.

The most difficult situation is that where there is a precedent of

negative regulatory treatment. This creates a great deal of



uncertainty as to the financial future of a utility to existing and
potential lenders, despite solid planning, clear financial strategy
and goals and the desire to maintain a favorable credit rating. The

regulatory environment can undermine all of this.

A recent example of this is the downgrading of Chugach Electric,
in 2003 by the credit rating agencies. Negative regulatory
treatment was sited by both agencies as the reason for the

downgrades.

This is in sharp contrast to S&P’s observations on the RCA’s

support as indicated in their write up from January 2002:

As is evident from these reports, the actions and interactions of the

RCA directly impact the credit rating and hence the cost of capital

that Chugach pays.

As the RCA position paper points out, the electric utility bu

is the most capital-intensive industry in Alaska. With Chugach
supplying power to 2/3rds of Alaska and with ML&P supplying a
large portion of the remainder, all of Alaska’s electric consumers
benefit from these public utilities having strong credit ratings to
facilitate cost-effective financing of these large capital
expenditures. To the extent that a regulatory body takes action to
cause a decrease in financial stability or creates an unfavorable

regulatory environment, it impacts all ratepayers’ in the Railbelt.

Furthermore, as it becomes more evident that State regulators have
increasing interest in financial profiles, to the extent that Alaska’s
regulatory environment does not support this thinking creates an

even greater red flag for the rating agencies.

Everything that | have said here and attributed to S&P is echoed by
Fitch Ratings, another leading independent provider of credit

ratings. Fitch also took ratings action with respect to Chugach in



2003 with a two-notch downgrade (Oct 03/Dec 03) from A+ to A-,
again largely attributable to regulatory action and the effects

thereof.

You have the complete reports before you.

In Alaska, regulation is costing ratepayers due to higher costs of
capital. Nationally, the regulatory environment has been cited as a

constraint to financial flexibility:

CONCLUSIONS

Regulatory oversight is viewed as a constraint to financial
flexibility and timely responsiveness in what has become an

evolving, dynamic energy marketplace.

A negative regulatory environment casts a long shadow over the

credit quality of those bodies itregulates.

A lower credit rating means higher borrowing costs, which

translates into higher rates for ratepayers.

A credit rating below A- will cost ratepayers

substantially more.

By and large around the nation, public utilities are not subject to
the state regulatory oversight but rather are left to oversight by
elected boards, members, or customers and customer
representatives, all of whom have a direct vested interest in the

financial stability and strength of the utility.

It is incumbent upon the regulatory body lo be cognizant of the
capital market ramifications and credit rating agency responses to
its actions, as they arc scrutinized carefully by these parlies and

directly affect the cost of capital for these capital-intensive utilities.



Subjecting the new Railbelt JAA to state regulatory oversight will
cost electricity consumers in the Railbelt in the form of higher

energy bills.
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Anchorage, Alaska, United States

Ratings

Category IMoodly's Rating

HrstMortgage Bonds A2

Bkd Senior Secured Aaa
Contacts

Analyst Phoo

Kevin G. Rose/New York 1.212.553.1653

James Hempstead/New York
John Diaz/New York
Opinion
Rating Rationale
Chugc -hsAaa ralimgon isbonds refledsthe 1. jrance policy provided by MBIA Insurance Gorporation,
providing farthe payment of prircipal and interestwhen due. The A2 underlying ratirg farthese bonds has
come under some pressure recatlly due toan unsyportive decision by the Regullatory Commission of Alaska
(RCA) nthe co—0p3 recantly concluded rate case. This rate case outcome i Ihamtrast o largely syportinve
regulatory treatment provided to Chugach inthe reoent pest. Chugach s standalone aedit fundamentals il
berefit from itsdominance inthe Alaskan market, its lovrisk operating pofile, and gereral ly consenvative
firacial strategies. We also note tret although some 30% of Chugach”™s total revenues come from two
custarers, these custarers have signed efttera take and pay or artial requirerents antractwath the co-p.
We note tret allhough Chugacn isa srall co-, Eisdill the largest pover provider nAlada, serving oer
two-thirds of the Railleltand oamniing a majority of Ire transmission assets inSouthoentral Ales@a. Most of e
Q0-Op"s gererating cgpecity comes from ges-firad plants tret are near Ihevellhead, making fiel costs more
affordeble. Although certaiin fiel aoslls are gdlial, Chugach has typicallymanaged other costs and rolled on
increases Nsales o minimize the need Tor rate incresses. Also, equity levels have been maintained al about
25%, while providing regular retums of cpital to members. Lastly, any effarts to establish electric competition
inAlaska are eltectively at a stadstill.
Recent Developments
Chugach™s reguest fara 5. 7% rate increese and a "'hange inthe rate settirg methodology were denied inan
order issued by the RCA on 2/6/03. Rrelimirerily, Chugach estimates revenue refunds required by tre rate
decisionwould cause an gperating loss of about S2MM far fisal 12/31/2, causing a sortfall inmeeting te
required 1.1 interest coverage under tre Rate Covenant inChugach™s bond inderture. Furthermore, Chugach

would need toachiovo aost savings or otherwise compensate for the rate reduction 1o restore conpl iance with
the Rale Covenant in2003. Inportantly, noncompl iance with the Raite Covenant Interest coverage test isrot



causo for acceleration of Ihe obligations. Also, wo note lhat on 2/18/03, the RCA agreed lo slay some aspects
of the order, including any change in rates, pending the outcome of Chugach's planned filing of a motion for
reconsideration of the order on or before 2/28/03.

Rating Outlook ¢ Stable

The outlook for the Aaa rating is stable as the bond Insurance policy stands behind repayment of the
obligations. We will continue to monitor the pressure on Chugach's underlying rating. The extent of relief will
depend in pari on the degree to which Chugach can be successful In obtaining a more supportive outcome
through a planned filing of a motion for reconsideration of Ihe 2/6/03 rate order.
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Rationale

Standard & Poor's Ratings Services has removed from CreditWatch and
lowered the underlying ratings on Chugach Electric Association, Alaska's
revenue bonds to 'A-' from 'A’, based on a recent decline in financial margins,
the decision by regulators to lower its Interest coverage target for the utility,
and challenges associated with Chugach's exceptionally large amount of non-
amortizing debt. The insured ratings on the bonds remain unaffected by the
downgrade.

The underlying ratings on Chugach Electric Association, Alaska's revenue
bonds are based on the following credit concerns:

* A reliance on regulatory approval of rates and the implications for
credit quality of the Regulatory Commission of Alaska's (RCA) recent
decision to reduce its interest coverage target for the utility:

* Weak financial performance in 2002, with a margin for interest (MFI'
ratio of less than 1.1x versus 1.20x in 2001; and

* Heavy reliance on non-amortizing debt, with 70% of total outstanding
principal due in 2011 and 2012.

Credit strengths include:

Chugach's dominant market position, competitive rates, and relatively
diverse service territory near Anchorage, Alaska;

Chugach's dominant market position, competitive rates, and relatively
diverse service territory near Anchorage, Alaska;

The RCAs historic support for a quarterly-reset fuel cost adjustment
charge, and statutory rate-setting controls that require compliance
with Chugach's bond covenants; and

Solid equity capitalization, accounting for 23% of assets as of Dec.
31, 2002, with no current plans for long-term debt issuance, apart
from refundings.

Chugach Electric Association (Chugach) is a vertically integrated electric
cooperative that provides electricity through its retail and wholesale
operations to roughly two-thirds of Alaska's population, amend Anchorage,
the Kenai Peninsula, and the "Railbelt" corridor between Anchorage and
Fairbanks. Chugach has approximately $394 million in bonds outstanding as
of Dec. 31, 2002. The bonds are unsecured obligations of Chugach,
supported by revenues from its wholesale and retail power sales operations.
Permissive legal provisions exempt Chugach from maintaining a debt service
reserve account on any of its unsecured debt.

filo:///E|/BusDov/327753/final/3277531.hIm| (1 of 6) (8/11/2003 8:56:11 AM]
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Chugach's business profile score is a '4' on Standard & Poor’s 10-point
scale, with "1" being the highest score. Chugach is Alaska's largest electric
utility, with 61,000 retail customers and approximately 50% of the state's total
generating capacity in a region with no outside transmission access.
Chugach serves a moderately urban and growing service territory, with retail
sales accounting for 64.8% of revenues in 2001 and residential customers
accounting for 32.9% of revenues. Chugach faces no competition from
investor-owned utilities, and its only meaningful competition is the municipal
utility serving Anchorage, Anchorage Municipal Light & Power (MLP).
Although Chugach's rates, at 4.9 cents per kWh, are only slightly above the
regional average, contentious relations with the utility's two largest wholesale
customers continue to distract management. The two wholesale customers
have a history of pursuing regulatory and legal action in an effort to suppress
Chugach's wholesale rates.

Financial performance was weak in 2002, with margin for interest coverage
based on audited financials of less than 1.1x. Financial margins and interest
coverage have diminished over the past two years, relative to historical
levels. MFI coverage averaged 1.3x from 1996 to 2000, before falling to 1.2x
or less in 2001 and 2002. Net operating margins (after interert) averaged
$7.3 million from 1996 to 2000, versus only $3.6 million in 2002.

The recent decline in financial margins and the relaxing by regulators of
Chugach's coverage target raises concern regarding regulatory support for
the maintenance of Chugach's historically strong financial profile. In January
2003, the RCA issued a rate order that reduced Chugach's target times
interest earned ratio (TIER) coverage level to 1.30x from 1.35x, requiring a
rate refund for overcollection in 2000 and 2001. Following an appeal by the
utility, the RCA revised its rate order, reducing the cost of the rate refund
from an estimated $7.1 million to $1.6 million. Chugach is absorbing the cost
of the refund through its cash reserves, which exceeded $7 million as of Dec.
31,2002.

Chugach expects to achieve MFI coverage of around 1.2x in 2003. Beyond
2003, MFI coverage remains above 1.3x. based on assumptions of 3% rate
increases in 2004 and 2006. The projections also assume that the RCA will
pass through to customers any increases in interest cost associated with
Chugach's variable interest rate debt. Standard & Poor's continues to regard
the forecasted interest coverage as thin for a utility with mostly non-
amortizing debt.

Debt is high, but manageable, with a total debt-to-capital ratio of 75% as of
Dec. 31,2002, although Standard & Poor's considers the debt structure itself
to be aggressive. Chugach's heavy reliance on non-amortizing debt
introduces a significant level of refinancing risk to an otherwise moderate
debt profile. The use of variable rate debt contributes to interest rate risk,
especially given the utility's dependence on regulatory approval for recovery
of rising interest rate costs. Chugach's $60 million in variable-rate debt
represents 15% of its overall debt burden. With increased refinancing and
Interest rate risk inherent in Its new debt structure, Chugach’s need for
financial flexibility has increased.

Overall liquidity is adequate, but cash reserves remain low, given the utility's
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relatively aggressive financial profiie. Total liquidity, including unrestricted
cash and undrawn credit lines, amounted to $77.3 million, or 214 days' cash,
as of Dec. 31, 2002. Chugach maintains over $70 million in lines of credit
with CoBank and National Rural Utilities Co-op Finance Corp, against which
over $50 million remained untapped as of fiscal year end 2002. Cash
reserves have remained flat at historical levels, with unrestricted cash
reserves of around $7.3 million, or 22 days of operating expense at fiscal
year's end. Chugach does not maintain a debt service reserve fund, and has
no plans to develop a sinking fund with which to prepay principal payments
on its non-amortizing debt. Interest earnings from $7 million in cash reserves
will do little to dampen rising interest rate costs on the utility's $60 million in
variable-rate debt.

QOutlook

The negative outlook reflects Standard and Poor's concern regarding
Chugach'’s ability to achieve sound financial margins going forward. Rating
stability will hinge on Chugach's future financial performance and evidence of
a clear strategy for managing risks associated with the utility’s non-amortizing
and variable-rate debt. Management plans to address these risks in its
revised debt management policy, due for release in early 2004. Sound deot
management policies could include: limiting growth in the utility's debt
burden, periodic market purchases of outstanding debt, accumulation of debt
amortization funds, and maintenance of strong liquidity. However, even with
sound policies, chronically weak coverage margins could result in lower
ratings.

Regulation

The RCA retains oversight authority over Chugach's rates, including fuel
adders, whereas many other generation and transmission cooperatives
(G&Ts) set their own rates. While state law requires that the RCA approve
rate levels sufficient to meet Chugach's debt covenants (including the MFI
covenant), the RCA has the authority to set rates at higher levels.

Standard & Poor's cited the RCA's historical regulatory support as a key
credit factor in affirming the utility's rating at the time of Chugach's debt
restructuring in 2001, which reduced the utility's rate covenant to 1.1x from
1.2x, and converted its debt obligations from mortgage to unsecured debt. By
that time, the RCA had historically demonstrated a fair degree of regulatory
support for Chugach through its rate-setting policies and its adopted rates.
The RCA has consistently adjusted Chugach's rates to meet or exceed its
target TIER of 1.35x, rebuffing repeated appeals by the utility's wholesale
customers to reduce financial margins down to Chugach's previous 1.2x MFI
interest coverage rate covenant. The RCA again demonstrated its regulatory
support in November 2001, when it granted Chugach an additional 2.37%
interim refundable rate increase in addition to the 1.6% interim base-rate
increase awarded two months later. The two rate increases totaled 3.97%,
just under the 4.0% rate increase that Chugach originally requested.

However, recent regulatory action by the RCA suggests that its support for
Chugach's credit quality has declined. The revised RCA rate order reduces
Chugach's target TIER covn. ge level to 1,30x from 1.35x and requires that
Chugach refund to ratepayers approximately $1.6 million for overcollection in
2001 and 2002. The last round of ratepayer refunds occurred in 2000, when
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the RCA ordered Chugach to refund $1,9 million in relation to the 1996 test
year filing and $1 million in relation to the 1997 test year filing.

Standard & Poor's is also concerned that, in adjusting Chugach's rates, the
RCA may be relying on financial metrics that do not take into account the
challenges of servicing Chugach's largely non-amortizing debt burden. Since
the restructuring of the utility's debt in 2000 and 2001, the RCA has adhered
to its traditional interest coverage metrics. However, the conversion of
Chugach's debt to largely non-amortizing debt naturally boosts the utility's
coverage ratios, due to the shifting of principal payments over many years to
principal payments in only a few years. As a result, TIER and MFI ratios may
be misleading indicators of financial performance.

Despite the trend toward weakening margins, several favorable regulatory
support mechanisms and policies remain in place. Foremost is the RCA's
ongoing support for Chugach's fuel surcharge adjustment factor. The RCA
granted Chugach this surcharge, reset quarterly, to address the utility's fuel
risk. Under its fuel supply contracts, Chugach's fuel prices are adjusted
based on three indices, incorporating a natural gas component, a crude oil
component, and a home-heating oil component. To date, the RCA has not
denied Chugach the rates it sought to be set for adjusted fuel costs, and the
agency usually issues its decision on fuel adders within the allotted 45-day
deadline.

Management

A seven-member board of directors, elected at large from Chugach’s retail
membership, oversees the cooperative. Elections are staggered, and
members serve three-year terms. Chugach does sells wholesale electricity to
several distribution cooperatives, but these customers have limited influence
on the rate-setting or governance of Chugach. The wholesale members do
not have a seat on the utility's board of directors and wield only a single vote
a piece, with no more weight than those of any of Chugach’s 61,000 retail
customers. The board may convene at any time to review rates and may
initiate a base rate change at any meeting, though the RCA must approve
the change.

Competitive Position

Chugach faces very little competition in its generation, transmission or
distribution services. There are no investor-owned utilities within its service
area, and the service area is not interconnected wilh the rest of the state.
The energy needs of Chugach's wholesale customers far outstrip their own
generating resources. The only meaningful competition Chugach faces is the
municipal utility serving Anchorage, Alaska, MLP. Chugach's rates are
average relative to other providers in the area, but slightly higher than MLP's.
In 2003, Chugach's average residential rate of 10.6 cents per kWh was about
9% higher than MLP's. The gap between commercial rates was even
narrower, with Chugach's 8.0 cents per kwWh rate only 3% higher than MLP's
rate.

Markets

Chugach serves a relatively urban service area in tho Kenai Peninsula, the
suburbs of Anchorage, and, through its economy energy customer, Golden
Valley Electric Association (GVEA), an area south of Fairbanks. Alaska and
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Chugach's service territory is heavily dependent on primary commodity
products, particularly the price of a barrel of oil. The state government
receives a large portion of its general fund revenues from petroleum taxes
and royalties. This reliance is tempered somewhat by the substantial federal
government presence. There are several large military bases in Alaska, and
the administration of the approximately 60% of Alaskan land set aside as
parks or other protected spaces demands considerable personnel. The
diversity of Anchorage's economic base compares favorably with that of
other Alaskan cities. Anchorage is the headquarters for development and
production of petroleum resources in the North Slope and the Cook Inlet.
Anchorage also hosts about two-thirds of the tourists visiting the state. Per
capita income in Anchorage is about 130% of the national average, but the
cost of living is also higher.

Chugach's markets are divided among its retail and wholesale operations in
a manner that sets it apart from most G&T cooperatives. Half of its sales are
lo retail residential meters, whereas most G&Ts sell to distribution
cooperatives only. Chugach sells the remaining half of its power to three
wholesale cooperatives, mainly MEA, Homer Electric Association (HEA), and
Seward Electric System (SES).

Chugach's retail operation accounted for about 48% of both sales and
revenues in 2002. Chugach's retail operations can be characterized by a lack
of concentration both in terms of energy sales and revenues derived. The
largest customer, the City of Anchorage, accounted for 2.1% of revenues and
1.1% of sales in 2002. Chugach has a meter per line mile ratio of over 150,
which is high relative lo those of most cooperatives. Retail revenues were
roughly split between residential and commercial meters at 33% and 32%,
respectively, of total revenues in 2002. Chugach has no large industrial
customers.

Wholesale energy sales totaled approximately 52% of total sales in 2002.
MEA and HEA are the two largest offtakers, at 22% and 19%, respectively.
The contracts with MEA and HEA extend until 2014. Chugach also makes
what it calls "economy" (or non-firm) energy sales to GVEA, which serves
about 36,000 meters. Chugach has a contract to furnish economy energy to
GVEA through 2008. Power to GVEA is not included in Chugach's forecasts
due to its interruptible nature. Chugach has only one all-requirements
wholesale power customer, whereas most othe; G&Ts sell their wholesale
power exclusively through all-requirement contracts extending for the life of
outstanding debt.

Operations

Chugach is the dominant electric utility in the State of Alaska, and owns or
purchases 654 MW out of the "Railbelt" region's total of approximately 1,200
MW. Chugach also operates 402 miles of transmission line, 1,590 miles of
distribution line, and owns or contractually operates 467 MW of capacity.
Chugach's generation consists of numerous small turbines and plants, which
generally exhibit strong availability factors. The Beluga Station, a 326 MW
gas-fired station composed of seven turbines, is the largest generating
station in Alaska and Chugach's most important generating asset; it accounts
for 62% of Chugach's total capacity. System peak was 415 MW In 2002.
Chugach plans for a 30% reserve, double that Standard & Poor’s usually
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sees, due to its isolated location. Current capacity is expected to be sufficient
until 2009 or 2010.

The cooperative's power supply portfolio is heavily weighted toward gas-fired
generation (around 90%), with hydroelectric resources contributing the
remainder. Chugach has long-term contracts for its natural gas supply
through what is known as the Beluga producers (which operate the Beluga
gas field, on top of which the Beluga unit is located) and Marathon Oil.
Chugach predicts that, given its current gas consumption, its contractual
allocation of gas production will be exhausted by 2012 in the case of the
Beluga Producers and 2008 with Marathon. Current pricing is based on a flat
fee plus tracking indices that match those it files with the RCA, thus
effectively passing on fuel costs to end customers. In roughly 2008 (projected
based on current consumption), the fuel-pricing mechanism will shift to one
that is entirely market based. Before that time, Chugach hopes to renegotiate
its pricing with the producers to insulate itself from some of the volatility
associated with the natural gas market.

Published by Standard & Poods, a Division of The McGraw-Hill Companies, Inc. Executive
offices: 1221 Avenue of the Americas, New York, NY 10020. Editorial offices: 55 Water
Street, New York, NY 10041. Subscriber services: (1) 212-438-7280. Copyright 2003 by The
McGraw-Hill Companies, Inc. Reproduction in whole or in part prohibited except by
permission, All rights reserved. Information has boen obtained by Standard & Poor's from
sources believed to be reliable. However, because of the possibility of human or mechanical
error by our sources, Standard &Poor's or others, Standard & Poor's does not guarantee the
accuracy, adequacy, or completeness of any information and is not responsible for any
errors or omissions or the result obtained from the use of such information. Ratings are
statements of opinion, not statements of fact or recommendations to buy, hold, or sell any
securities.

The McGraw-Hill Companies

file:///E/BusDuv/327753/final/327753f htm! (6 of 6) [8/11/2003 8:56:11 AM)


file:///E|/BusDuv/327753/final/327753f.html

uo



Fitch Downgrades Chugach Elec Assoc Bonds to ’A-'; Stable Outlk

Fitch Ratings—New York-December 12, 2003: Fitch Ratings
has downgraded Chugach Electric Association, Inc.'s
(Chugach) $330 million in outstanding senior unsecured
bonds to 'A-' from 'A', and has removed the Negative Rating
Watch. Fitch has assigned a Stable credit outlook. The
rating represents an underlying rating as the bonds are
insured by MBIA Assurance Corp., whose financial strength
is rated 'AAA' by Fitch. The downgrade reflects a negative
stance taken Ly the Regulatory Commission of Alaska
(RCA)toward Chugach in 2003 and tighter projected financial
protection measures as a result. The rating downgrade and
removal from Negative Rating Watch follows a recent meeting
with management updating Chugach's financial projections
and management's prospective business and rate strategy.

Historically, Chugach has benefited from consistently solid

financial performance, competitive electric retail rates,
diversified customer base, and a supportive regulatory
framework. In addition, long-term, firm natural gas supply

contracts have helped support solid operating generation
assets and, along with two hydroelectric power purchase
contracts, have met the needs of a moderately growing
service territory. Financial performance had been very
stable through 2001, with debt service coverage ranging
from 1.50-1.85 times (x), and times interest earned ratio
(TIER) at 1.35x or higher. Chugach's balance sheet was
similarly solid, with equity-to-total capitalization in the
25%29% range since 1996. Chugach's key concern had been
the ongoing discontent among its wholesale customers, but
their attempts to change Chugach's operations and/or
acquire the utility have not been successful.

Beginning in early 2003, a series of RCA rate orders ensued
which were uncharacteristically negative for Chugach, and
eventually led to the credit rating downgrade. On July 10,
2001, Chugach filed a general rate case with the RCA
seeking a 6.5% rate increase, or net margins of $11.9
million. The additional revenues were needed to help fund
capital expenditures, meet rising operating expenses, and
build equity to 30%. Chugach was also requesting an
interim rate increase of 4%. After rendering two rate
decisions, the RCA eventually approved an interim rate
increase of 3.97% (effective Nov. 1, 2001), but the RCA's
decisions quickly deteriorated for Chugach thereafter.



Following an updated rate case filing by Chugach on April
15, 2002, whereby Chugach requested a lower base rate
increase (5.7%) than originally filed, the RCA rendered its
initial decision (Rate Order No. 26). RCA Order No. 26
resolved certain issues in Chugach's favor, but the
financial adjustments were by and large more heavily

weighted against Chugach including: (1) reduction in
overall TIER from 1.35x to 1.30x (a loss in margins of
about $1.3 million), (2) disallowance of capitalized

interest as interest expense, (3) lowering recoverable
interest expense on variable rate securities, and (4)
shifting a larger portion of revenue requirement on retail
users by reducing the allowable TIER for wholesale

customers to [.10x from 1.15x. In addition, Chugach would
have to refund the interim rate increase collected since
implementation (approximately $ million for 2001 and
2002).

Pursu'nt to Order No. 26, Chugach's financial performance
fell below the |.10x TIER requirement and resulted in a net
loss of $2 million for 2002. If the Order remained as is,

Chugach would not meet the 2003 TIER requirement as well.
Chugach subsequently filed a motion to stay the Order (Feb.
13, 2003), which the RCA granted in part, and also filed a
Petition for Reconsideration on Feb. 28, 2003. Several RCA
orders followed which reversed and/or clarified Rate Order
No. 26. Key changes to Order No. 26, which were generally
positive for Chugach, included: recoverable variable rate
debt interest expense was returned to 3.8% level, recovery
of certain legal expenses was allowed, and approved retail
rate increase of 3.5% and wholesale rate decrease of 7.9%
(+0.8 million annually, in aggregate). Conversely, the RCA
did not alter the lowering of overall TIER to 1.30x, the
lowering of wholesale customers' TIER to |.10x, and
disallowance of capitalized interest as interest expense.
The RCA's final rate order was rendered Sept. 18, 2007, and
Chugach does not plan to file any new rate requests with
the RCA for sometime.

Consequently, on a net basis, Chugach is projecting net
margins of $8.0 million for 2003, and approximately $6
million per year through 2006. TIER is estimated at 1.34x
for 2003, and 1.20-1.25X for 2004-2006. Equity to total
capitalization is projected to be rise from 25% currently
to 28% by 2006. Actual equity levels will vary, however,
depending upon annual operating results, capital
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