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IFI :cli Downgrade* Chugach EUc Assoc Bondi to ‘A*; Credif Watct^Ncg

Fi ch—NY— October 30,2003: Fitch Ratings has dov/ngraded Chugac t Electric

‘A +-’ to 'A', and placed the debt on Credit Watch Negative. Tl

ur ierlying rating as the bonds are insured by MBIA Assurance

e rating represents an 

orp., \®iosc financial

stt :ngth is rated ‘AAA* by Fitch. /̂rhc downgrade reflects a mo
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res ult.

T Hi

e negative position on 

pan of the Regulatory Commission of Alaska (RCA) with r< gard to ts regulatory 

irsighi o f  Chugach, and the likely tighter projected financial j rotecticn measures as a

IFitch expects to resolve the Credit Watch status over th next 6

prbjcct< d impacts of thea t leeling with Chugach management to review in greater deiai 

RC A’s 2003 rate orders.

torically, Chugach has benefited from consistently solid fina cial pei ormancc,

e regulatorycompetitive electric retail rates, diversified customer base, and a favorab 

fra nowork. In addition, long-term, firm natural gas supply cont acts ha\ e helped support 

go< >d operating generation assets and, along with two hydroelect ic powc r purchase 

contracts, have met the needs of a moderately growing service tc Tilery.
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'ormancc had been very stable through 2001, with debt scrv-.ii cpvcrige ranging from 

)x-l,S5x, and times interest earned ratio (TIER) at 1.35x or h gher. C tugach’s 

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

nl among its;e since 1997, Chugach’s key concern had been the ongoing diccont 

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 A ssoc  Bonds to ’A*'
ife Dec 2003 4:23 PM (EST)

S ta b le  O u tlo o k
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Rich Ratings-New Vork-December 12,2003: Fitch Ratings has dow 
A ssociation, Inc.'s (Chugach) $330 million In outstanding senior u nsJ I ired bo 
a id has removed the Negative Rating Watch. Fitch has assigned a v able Re' 
r: ting represents an underlying rating as the bonds are Insured'by M HA Assu 
fi tanclal strength Is rated 'AAA' by Fltch. The downgrade reflects a ni 
F egulBtory Commission of Alaska (RCA) toward Chugech In 2003 ar i tighter 
p otectlon measures as a result. The rating downgrade and removal -om Ne 
ff lo w s  a recent meeting wjth management updating Chugach's flnar ilal proj< 

■nagement's prospective business and rate strategy.

rlc retail rates, diversified customer baBe, and a supportive redU
storlcally, Chugach has benefited from consistently solid financial fferformarfce. competitive

Itory fra 'Sdwnrk. In addition, 
operatlrto generation 

ie  needs of a 
very sta )le through 2001, 

earned ratio

gpEerm, firm naturaPgas supply'contfactshaveheiped support soli 
sets and, along with two hydroelectric power purchase contracts, ffeve met 
odorately growing service territory. Financial performance had beer 
th debt service coverage ranging from 1.50-1.85 times (x), and tlm i f  Interes 
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 th e iitillty h a w  nnt hoon successful/Beginnipg i i earn 

ders ensued which were unchanct* ’*-‘jcally negative for Chugach 
idlt rating downgrade?Un July 1 , 1, Chugach filed a genera!
eking aT>.5%rate increase, or net n rglns of $11.9 million. The' a 
eded to help fund'capltal expenditures, meet rising operating expei

radBd C nugach Electric 
ids to 'A-' from 'A', 
ng Outlook. The 
ance Corp., whose 

gative s^n ce  taken by the 
rejected financial 
tlve Rating Watch 

or\sanq, IJr |'l ,

2003, a 
d eve

series of RCA rate 
tuallv led to the

ses, anc build equity to 
%, Chugach was also requesting an Interim rate increase of 4 % /A le r  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.

ft'*!
A llow ing ari updated rate case'fillng by Chugach

MVij -■***, iV**-!*
on April 15,2002, ’ reflect

R arest expense includable In the revenue requirement, (3) lowering scoveral 
expense on variable rate securities, end (4) shifting a larger portion i. margin I urdcn on retail 
u iers by reducing he allowable TIER for wholesale customers to 1.1 x from  1 15x . In addition, 
Cpugach would have to refund the interim rate Increase collected sln< e Implen entation 
(approximately S1.8 million for 2001 and 2002).

icreasec ists for refinancing, whereby Chugach requested a lower base rate 
o iginally filed, the RCA rendered Its Initial decision (Rate Order No. 5 3). RCA 
r< solved certain Issues in Chugach's favor, but the financial adjustme its were 
h >avlly weighted again9t Chugach including: (1) reduction in overall 1 
1088 In margins of about $1.3 million), (2) requiring that capitalized Int

case rith the RCA 
itional n venues were

atfT"j
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ER from 
rest be

iwer interests 
5.7%) than 
rdor No. 26 
y and large moreI.

jirsuant to Order No. 26, Chugach's financial performance fell beloyAhe 1.10 
^ulrement and resulted in a net loss of $2 million for 2002. If the C r rema
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
Reconsideration on Feb. 28, 2003. Several RCA orders followed v Uch rev< "sed and/or 

irlfled 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 d to 3.8% level,

allow^-snd a p p ro v e d t to incr« »e*of 
ofwaie rate decrease o f 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 Includable1.
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[19-Ieb-2004] Update on U.S. Electric Cooperative Sector Ratings

5<ff

fcoup defaulted payment* from nondefaulting members. This can be accfi
budget adjustments,

Page 3 o f 4

mpli$hec| through Intrayear

G#«U-

Despite the budgetary and ratemaking tools that are generally available to to -o p s , s ; fuel and electricity 
prtees rose sharply In recent years, net revenues Loverage of debt obllgalftns sllppt d at several G&T co­
ons that were reluctant to adjust wholesale rates to preserve the financial shlon a  soclated with excess 
mjrglns. In turn, the degradation of the cushion eroded bondholder and 111 Jer'pfofr rtlon at these co-op6. 
Affected co-op6 Included Hoosler Energy and Seminole Electric, whose fA  ratings w :re assigned negative 
rajngs outlooks. Hoosler later Implemented a power-cost tracker to reduct Its marki I exposure. Alabama 
Electric's rating was lowered to ‘BBBV a s  a  result of degraded coverage rr srgins thi [ reflected Increased 
costs and the burdens created by its investment In a propane business. S< f-regulati in and the ability to 
eclust rates can only provide value that translates into creditor protection I a utility's >oerd demonstrates 
^Iv^l^to.yxeccieeiUjatau^fity^by.BdJu^tinB ra les to preserve aound crec .quality. "<>' • •

In some cases, ratemaking flexibility has been constrained by outsiders. R gulatory iversight of 
rafemiiklng has proved to be a  challenge for several rated and unrated co- >p3. Ove' lime, the Inability of 
s o r e  G&T co-ops to fully recover costs through rates because of regulatoi r barrier;1 .as led to 
bankruptcies ofrG&T orvd distribution oo-epsJi|te Wabash Valley, Cajun EI«tric, andR/errnont Electric Co­
op V,Regulation does not necessarily lead to such drastic results and many — —El '----------------bgu la to rl have been supportive 
of the co-ops that era under their Jurisdiction. Nevertheless, there is suffici4tt eviderwe of ra s e s  where 

f K ]iq was layered  and the outlook
s  for intelest coverage that the

regulation has had credit Implications. For example, Chugach Electric's rati 
reif alns negative following the regulator's reduction of the permitted margl 
util ty could earn on its debt.

Qdjestlons often arise as to how to best measure a  co-op's financial performance. Th i highly leveraged 
capital structures ot G&T co-ops reflect their Inability to access capital m a i t t s  for ec jlty. This makes It 
difficult to drew comparisons between a cooperative'6 financial metrics anA ho  metri s  u6ed to gauge the 
pej 'ormBnce of investor-owned utilities, Comparability wtth Investor-owne/Stility me ics is further 
ob: cured by the predominant U6e of amortizing debt within the co-op s e c tu l a s jp6m; ared with investor- 
ow led utilities use of nonamortizing debt. Consequently, the financial an a l« ls  of co- p utilities largely 
tra ks the rating methodology employed for municipal utilities and public p ^ e r  joint- tdlon agencies that 
als i rely on amortizing debt and lack access to equity capital markets. The 
Ch igach Electric that heavily relies on nonamortizing debt with bullet matui 
the Incorporates elements derived from the rating methodology for both piAl

^nalysla | f  a co-op such as 
ties requl-es e hybrid analysis 
lie pow eland  investor-owned

(t-To,»chlaue a giver eating i-SUodafd & .Poor's expectera uttlrty IHkt ffi^s’a mainlrtgfiJI arndtM'of7'
service p e n  v/ould be 
end capfal market access are

noiamortlzing debt to exhibit considerably stronger coverage of annual d e ti 
exoected of n utility whose debt amortizes like a mortgage, Refinancing risk 
bIs^ factored Into the analysis of utilities that use nonamortizing debt.

[amortizing debt of many co-ops Is governed by mortgage indentures fi 
Vice of the U.S. Department of Agriculture. Under these Indentures, the 
Drmence Is frequently a "margins-foMnteresr (MFI) or “tlmes-lntere»t-e| 
fidend & Poor's view that these ratios do not adequately reflect a utility's 
: " ring principal and Interest payments and do not paint a full picture of 
action. Consequently, Standard & Poor's does not limit Its analysis to th§

ihioned t ( the Rural Utilities 
rinclpol i a s su re  of financial 
med" (T :R) ratio. It Is 
Inancial i apaclty to cover 
nanclal i apacity and creditor 
MFI am TIER metrics.

Irrespective of whether a utility Is legally bound to satisfy the requirements 
oovfcrage test, Standard & Poor's exam ines each utility’s financial capacity 
principal and Interest. Although the MFI and TIER tests are calculated with 
statement, Standard & Poor's analy6i6 focuses on the Income statement a, 
In c ilculatlng debt-servico coverage, consHoratlon is also given to fixed 
nec jssarlly reflected on the balance sh- icluding those related to 
pur hased-power agreements and long-i. m lease pByment6. However, pa 

uant to defeased lease agreem ents are viewed a ;  mitigated by amount] 
ded rated to the payment of lease transaction obligations. Webash Valley p 
wht re flnanclnl metrics were adjusted to impdt© debt and debt seryloe 

merit/eeehfk*i*r W a n e d ‘sttdet.'and financial ratios were adjusted'to 
allone that It has Incurred under purchased-power agreements.obli

obtj
i capacfy

an all-lrfd 
produce 

Terence 
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etions
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In th e  firs t se ss io n  o f th e  2 3 rd  A la s k a  S ta te  L e g is la tu re , th e  E n e rg y  P o licy  T a sk  F o rce  
(E P T F ) w a s  e s ta b lis h e d  by c o n c u rre n t reso lu tio n  to :

1. D e v e lo p  a lo n g - te rm  e n e rg y  p la n  to  e f f ic ie n t ly  e n h a n c e  A la s k a ’s  e c o n o m ic  
fu tu re .

2 . R e v ie w  a n d  a n a ly z e  th e  s ta te ’s  c u r r e n t  a n d  lo n g - te rm  e n e rg y  n e e d s .

3. C o n s id e r  h o w  besc to  in c o rp o ra te  s ta te -o w n e d  R a ilb e lt  e n e rg y  a s s e ts  as 
p a r t  o f  th e  s o lu t io n  f o r  th e  R a ilb e lt ’ s c u r r e n t  a n d  lo n g - te rm  e le c t r ic a l n e e d s .

4. A d d re s s  e le m e n ts  o f  A la s k a ’ s lo n g - te rm  e n e rg y  n e e d s  th a t  c a n  b e  s o lv e d  
th ro u g h  a c t io n  o n  th e  p a r t  o f  in d u s t r y  a n d /o r  g o v e rn m e n t  a c t io n s ,  s u c h  a s  
p o o lin g  a n d  in te g ra te d  re s o u rc e  p la n n in g .

F ina l f in d in g s  re g a rd in g  a R a ilb e lt e n e rg y  p lan  w e re  to  b e  re p o rte d  to  th e  le g is la tu re  
by D e c e m b e r 31, 2003 . R e p o rts  o f ta sk  fo rce  fin d in g s  fo r  n o n -R a ilb e lt a re as  sha ll be 
s u b m itte d  by M arch  31 , 2 0 0 4 .
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I. A LONG-TERM ENERGY PLAN TO ENHANCE 
ALASKA’S ECONOMIC FUTURE

A . V is io n  S t a t e m e n t
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 .  M is s io n  S t a t e m e n t
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:

• Prom ote reliable and se cu re  electric pow er s y s t e m s
• Prom ote the low est c o st for c o n su m e rs
° Stim ulate the eco n om y
• Provide em ploym ent opportunities for A la sk a n s
• Im prove the quality of life for all A la sk a n s
• Prom ote w orkforce developm ent, including training A la sk a n s, for

A la sk a ’s  utility secto r.
•- E n h an ce  the State’s  so c ia l, cultural, econom ic and environm ental 

a s s e ts

C . G o a l s  (Listed in no particular order)
• Promote unified operation of Railbelt generation and transmission 

system .
• Develop A laska’s  position as a leader in competitively priced and 

reliably available electricity.
• Develop A laska '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.

P a g e  3  o f 2 5



D. R e c o m m e n d a t io n s
1. W orkforce
Provide proper and fo cu se d  w orkforce training to m eet the challeng es of 
21st century energy in d u strie s.

Executive:
Perform an assessm en t of the opportunities for A laska 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 em phasis on jobs for A laskans.

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.

P rivate Sec to r:
Work with the DOLAA/D in its asse ssm e n t 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. En e rg y G eneration
A recent draft Railbelt Energy Study (R E S ) 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 
em issions per kilowatt-hour of generation are reduced. The R E S  shows there 
is a surplus of power generation capacity on the Kenai Peninsula, with 
deficiencies projected in other areas of the Railbelt. A laska 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

A s s is t  the private se cto r in its efforts to develop energ y generation 
capacity.

Executive:
Exam ine the ability of public bodies, including the A laska Energy Authority 

(AEA), to a ssist 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 A laskans.

Report on the RAILBELT -  2/2/2004
Findings and Recommendations of the Alaska Energy Policy Task Force
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Utilize A la sk a ’s  abundant renew able re so u rc e s in the production of 
hydrogen.

Executive :
Convene a workshop to discuss the potential for A laska’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. En e rg y Infrastructure
The T a sk  Fo,ce s goals and strategies focused on matters including, but not 
limited to: (1) infrastructure; (2) transm ission 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.

Stim ulate private-sector participation in its energ y infrastructure to allow 
greater energy export capability to meet state, regional, and national 
energy dem ands.

Executive :
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 A laskans to benefit from projects funded through the use of tax 
exempt financing.

Work with A laska’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 transm ission infrastructure to increase economic 
development activity.

Conduct an a sse ssm e n t  to identify the State ’s  energ y infrastructure 
se cu rity  needs.

Executive:
The RCA should include in their deliberations the issue of cyber-security.
Private S ec to r:

P a g e  5  o f 2 5
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Continue in the joint planning process to identify the State’s  energy 
infrastructure needs.

Encourage adequate and secure transm ission infrastructure to increase 
economic development activity.

Continue to promote adequate fuel delivery infrastructure.

A s s e s s  the potential for the developm ent of a locality into a su sta in ab le  
energ y com m unity that utilizes novel distributed and/or renewable 
energ y sy s te m s  for re sid e n c e s and com m ercial e n te rp rise s.

Executive:
Examine the potential for the development of an Alaska locality into a 

sustainable energy community.
Leg is lative :
Examine opportunities to proviue support for the development of such a 

community.

A laska  regional tra n sm iss io n  p lann e rs sho uld  w ork to becom e leaders in 
energy infrastructure developm ent.

Private sec to r:
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
Stream line all licensing , perm itting, and regulatory p ro c e sse s  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.

Leg is la tive :
Enact appropriate legislation for the implementation of best practices 

regarding the licensing, permitting, and regulatory processes of energy 
projects.

Private sec to r:
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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II. CURRENT AND LONG-TERM ENERGY NEEDS

A . C u r r e n t  E n e r g y  N e e d s  
F in d in g s
The electrical needs of the Railbelt are currently served by six utilities, 
consisting of four cooperatives and two municipal utilities. T h e se  are Golden 
Valley Electric Association (G VEA), 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  (S E S ). These utilities, along with state-owned asse ts, 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 C anada nor to the 48 
contiguous states. Power can neither be imported nor exported. Because it is 
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 w as 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 w as 721 MW. See Appendix E.

Railbelt T ra n sm iss io n : There are two main transm ission 
interconnections in the Railbelt. The Anchorage to Fairbanks Intertie, a 300- 
mile transmission system  that operates at 138kV, is composed of segm ents 
owned by MEA, C EA , A EA  and G V EA . The other is the Anchorage to Kenai 
area transmission line, owned by HEA and C EA , and operated at 115kV. 
Transfer capacity on both lines is limited to approximately 70 MW. See 
Appendix E.

B .  C u r r e n t  R a ilb e lt  P r o je c t s
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 .  L o n g - t e r m  E n e r g y  N e e d s  
Fin d in g s
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The T ask  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 w as determined that Alaska needs to:

• Create secure and reliable transm ission between load centers
• Provide energy in fras tructu re fo r econom ic 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. R e c o m m e n d a t io n s
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 .  L o n g - t e r m  R a ilb e lt  P r o je c t s
For details see Appendix D.

III. STATE-OWNED RAILBELT ENERGY ASSETS

F in d i n g s
The T a sk  Force supports the transfer of AIDEA/AEA electrical asse ts in a 
manner that recognizes existing contracts. Current state ownership of energy 
asse ts should be transferred to a Unified System  Operator to support the 
cooperation of the utilities in that endeavor. The T ask  Force recommends the 
state should provide financing through AIDEA/AEA to assist development of
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future generation and transm ission. Through AIDEA/AEA, the State owns 
three Railbelt energy asse ts, as follows:

A . T h e  B r a d le y  L a k e  P r o je c t
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 transm ission lines. The project, which cost approximately 
$328 million (including reserve fund balances), went into commercial operation 
in 1991. Homer Electric Association under contract with A EA  now operates the 
project. Bradley Lake se rve s A laska’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 . A l a s k a  In te rt ie
The 170-mile transm ission line that runs approximately between Willow and 
Healy is the state-owned portion of the 300-mile Anchorage to Fairbanks 
transm ission system . It is rated at 345 kV and operates at 138 kV. The Intertie 
allows G V EA  to purchase lower cost energy from Anchorage and the Kenai 
generated from natural g as and the Bradley Lake hydroelectric project. C EA  
and ML&P generate revenue from the sale of economy energy to G V EA . The 
Intertie Operating Committee oversees operations and maintenance duties.

C . H e a ly  C le a n  C o a l  P r o je c t  ( H C C P )
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 w as one of 48 applicants 
selected for 13 grants. The project is located adjacent to G V E A 's existing 
Healy No. 1 power plant, which w as constructed in 1967. General 
construction of the power plant began in May 1995 and w as conripleted on 
November 21, 1997. A 90-day test of the power plant w as completed in 
December 1999. H CCP 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 G V EA  Boards have mutually agreed to focus on 
getting the H CCP up and running.

D. R e c o m m e n d a t io n s
• 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.

• 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 asse ts to reduce bureaucracy, thereby reducing state expenses 
and offering utilities the benefits of long-term ownership.

• Any divestiture of state-owned Railbelt energy asse ts should be 
consistent with the above.

• Future grants and financing should give priority to Railbelt projects 
endorsed by the Railbelt unified system  operator.
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IV. INDUSTRY AND /OR GOVERNMENT ACTIONS

F in d in g s
To efficiently energize A laska's economic development, the T ask  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 syste m s operations may be used by the various utilities. The 
T ask  Force proposed the following examples.

A . U n ifie d  S y s t e m  O p e r a t io n s
Pow er Pooling:
Definition: "Two or more interconnected elect, ic system s planned and 
operated to supply power in the most reliable and economical manner for their 
combined load requirements and maintenance program.”
Source: Edison Electric Institute
Power pooling system s are usually set up in one of two w ays; 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: R. W. Beck Railbelt RES Scope of Work 
The greatest benefit from a power pool assu m e s the utilities jointly meet 
capacity requirements and jointly dispatch as if they were one utility.

Jo in t Action A g e n cy (JA A ):
Defined in A S 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 transm ission facility and to 
secure financing for carrying out the design, construction, operation, and 
maintenance of the facility. A JA A  may request AIDEA to issue revenue bonds 
for projects of the agency. A joint action agency has the.powers of a public 
utility under A S 42.05." The statute broadly defines “public utilities"— includes 
any corporation or cooperative that owns, operates, m anages, or controls any 
plant, pipeline, or system  for furnishing, by generation, transmission, or 
distribution, electrical service to the public.

P a g e  10 of 25



Generation tra n s m is s io n  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 
system s. The G&T governing board consists of m embers from each member 
utility. It is owned by several distribution utilities to provide for their power 
supply needs, including in som e c a se : ownership of generating plants and 
transm ission lines. This is the method of unified operation that is most 
commonly employed by distribution cooperatives acro ss the United States.

B . O th e r  T o o l s
Integrated Resource Planning (IRP):

The National Energy Policy Act (N EPA - 1992) defined integrated resource 
planning and directed states to use that process a s  the starting point. "The 
term 'integrated resource planning' m eans.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."
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V. OTHER TOPICS FOR FUTURE CONSIDERATION

F in d in g s
The T a sk  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 P ro tec tio n  (CIP)
Homeland security efforts to list priority infrastructure includes the utility 
asse ts. Utility groups and representatives from associated sectors such as 
telecommunications must continue to cooperate to provide reliable power with 
due regard for changing dem ands of security.

B. E n erg y  E ffic ien cy , C o n se r v a tio n  a n d  th e  E n v iron m en t
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 m eans. Environmental benefits 
are direct; if energy use is avoided, then the environmental impacts are 
avoided as well.
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C. E m erg in g  E n erg y  a n d  E n viron m en ta l T e c h n o lo g ie s  
Exam ine 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. R e n e w a b le  E n ergy
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. A s with other 
technologies, tidal power is deve.oping and it will be som e 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. T h e se  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. C E A  and ML&P is 
studying a large wind project on Fire Island.
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G l o s s a r y

A laska E nergy  A u th o r ity  (AEA) h ttp ://w w w .a id e a .o rg /a e a .h tm
The A laska Energy Authority was a state agency responsible fo r the adm inistration of various 
state power projects and programs. The AEA was dissolved by State statute in 1993. Most of 
its rural program s moved to the Department of Com m unity & 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.

A laska  In d u s tr ia l D eve lopm en t and E xp o rt A u th o r ity  (A ID EA ) h ttp ://w w w .a id ea .o rg  
The Alaska Industrial Development and Export Authority (AIDEA) is a State agency that 
assum ed the functions of the dissolved AEA, with AIDEA's Board of D irectors replacing the 
AEA Board.

A laska  P ow er A s s o c ia tio n  (APA) h ttp ://w w w .a re ca .o rg
Statewide trade association for electric cooperatives. Form erly known as the Alaska Rural 
Electric Coop: ative Association (ARECA).

C apac ity
The maxim um  am ount of power, norm ally expressed in m egawatts, that a given system or 
subsystem  can carry or produce at a particular moment, and is typ ically used to represent the 
real production capability rating of a generation or transm ission system.

C ogenera tion
The sim ultaneous production of power and therm al energy, such as burning natural gas to 
produce electricity and using the heat produced to create steam  for industria l use.

C o in c id e n t 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.

C om b ined  C yc le  (CC)
An electric generating technology in which additional e lectric ity is produced from otherwise lost 
waste heat exiting from the gas turbines.

C o m b u s tio n  T u rb in e  (CT)
A m achine that generates rotary mechanical power from  the energy of a stream of fluid. 

C oo pe ra tive
A group organized to supply electricity to a specific area; a cooperative ly owned electric utility. 
A non-profit u ti'ity owned by its m embers.

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

D is trib u te d  G enera tion
This term generally refers to sm all-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. D istributed generation is most com m only used to insure that sufficient energy !s 
available to m eet peak demand. It may also be used as part of a fuels d iversity program.

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

Generation
The process of producing electric energy by transform ing other form s of energy. It also refers 
to the amount of e lectric energy produced, expressed in m egaw att-hours (MWh).

Generation and Transmission Company (G&T)
Term for u com pany that provides both energy production and facilities for transmitting energy 
to wholesale custom ers.

Giqawatt (GW)
A unit of measure equal to one billion watts or one thousand m egawatts.

Integrated Resource Planning (IRP)
This term refers to a p lanning 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 Utility
A utility owned privately (or by stockholders) and operated as a for-profit company.

Kilovolt (kV)
A unit of m easurem ent 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 m ost comm only used electrical measurem ent equal to 1,000 watts for one hour.

Load
The m om ent-to-m om ent m easurem ent of power requirem ent 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 m axim um  power requirement of a 
system at a given time, or the amount of power required to supply custom ers at times when 
need is greatest. They can refer either to the load at a g iven m om ent (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 com m issioned a study on the Railbelt. The purpose of the study is to identify the 
location and type of generation asset that satisfies future growth w ithin the Railbelt.

Regulatory Com m ission of Alaska (RCA) h ttp ://w w w .sta te .ak.us/rca /
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Formerly known as the A laska Public Utility Com m ission. The RCA is the State's regulatory 
body overseeing utilities.

R oadbe lt
That part of A laska that is road-accessible, but not connected ' to the Railbelt grid, like 
Glennallen.

T ra n s m is s io n  L ine
A set of conductors, insulators, supporting structures, and associated equipment used to move 
large quantities of power at high voltage.

Vo lt
The unit of electrical m easurem ent, which is sim ilar to “pressure” , that pushes current through 
a conductor.

W att
A unit of electrical m easurem ent used to determ ine the rate of energy delivered at some point. 
W atts = Voltage x Am peres
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A P P E N D IX  A

P r o c e s s  a n d  A p p o in t m e n t s

The Energy Policy T ask  Force (E P T F ) convened its first meeting on Tuesday, 
September 23, at the AIDEA/AEA boardroom in Anchorage.

T he  T a s k  F o rce  c o n s is ts  o f n ine m e m b e rs . C h o s e n  a s  p ro s c rib e d  in HCR 21 , no 
le g is la to rs  c o u ld  se rve , no u tility  co u ld  h a ve  m o re  th a n  o n e  re p re se n ta tive  a n d  a t leas t 
one  m e m b e r on  th e  E P T F  w as  to  be  from  a n o n -R a ilb e lt e le c tr ic a l u tility .

G o v e rn o r F ra n k  M u rko w sk i a p p o in te d  R ic k  E c k e r t  o f  H o m e r, In te rim  G e n e ra l 
M a n a g e r of H o m e r E le c tr ic  A s so c ia tio n  a n d  W a y n e  C a rm o n y  o f  W a s illa , G e n e ra l 
M a n a g e r of M a ta n u s k a  E le c tric  A s s o c ia tio n .

S p e a ke r o f th e  H o u se  P e te  Kott a p p o in te d  fo rm e r  L t. G o v e rn o r  H .A . “ R e d ’*
B o u c h e r  o f  A n c h o ra g e ,  a b oa rd  m e m b e r o f C h u g a c h  E le c tr ic  A sso c ia tio n  and  D ave  
C a r ls o n  o f P e te rs b u rg , In te rtie  C o o rd in a to r o f th e  S o u th e a s t C on fe re nce .

S e n a te  P re s id e n t G e n e  T h e rria u lt a p p o in te d  S te v e  H a a g e n s o n  o f  F a irb a n k s , 
P re s id e n t and  C E O  o f G o lde n  V a lle y  E le c tr ic  A s s o c ia tio n  and  R o b e r t W ilk in s o n  o f 
G le n n a lle n , C h ie f E xe cu tive  O ff ic e r o f C o p p e r V a lle y  E le c tr ic  A sso c ia tio n . In 
a c c o rd a n c e  w ith  th e  la n g u a g e  o f H C R 2 1 , M e e ra  K o h le r  o f  A n c h o ra g e , P re s id e n t 
and  C E O  o f A la s k a  V illa g e  E le c tr ic  C o o p e ra tiv e , w a s  a ls o  se le c te d  by the  S e n a te  
P re s id e n t fro m  a lis t o f th re e  n a m e s  su b m itte d  b y  th e  m in o r ity  leade rs .

T h e  A la s k a  E n e rg y  A u th o rity  (A E A ) m e m b e r is M ik e  B a r ry  o f  A n c h o ra g e , C h a irm a n  
o f th e  A ID E A /A E A  B oard , w h o  w a s  a lso  e le c te d  C h a ir  o f th e  E P T F . T he  D e p a rtm e n t 
o f R eve nu e  m e m b e r is T o m  B o u t in  o f  J u n e a u , D e p u ty  C o m m is s io n e r of R eve nu e .

B e cky  G ay, s ta ff to  R e p re s e n ta t iv e  J o h n  H a r r is ,  p ro v id e d  co o rd in a tio n  and 
le g is la tive  s ta ff s u p p o rt th ro u g h  th e  Jo in t L e a d e rs h ip  O ff ic e s  o f S p e a k e r  o f  th e  
H o u s e  P e te  K o t t  and  S e n a te  P re s id e n t  G e n e  T h e r r ia u l t .  B e rn ie  S m ith , P ro je c t 
M a n a g e r at A ID E A /A E A  and  a fo rm e r R e g u la to ry  C o m m is s io n e r, p rov ided  re se a rch  
and  re g u la to ry  g u id a n ce .

T h e  T a s k  F o rce  w a s  h e a d q u a rte re d  a t A ID E A /A E A  a n d  he ld  m o s t of its m e e tin g s  in 
A n c h o ra g e . T h e  T a s k  F o rce  m et e ve ry  tw o  w e e k s , w ith  p re s e n ta tio n s  by th e  a ll o f the  
R a ilb e lt u tilitie s  a n d  o th e rs  se tting  the  s ta g e  fo r d is c u s s io n . In te re s ted  pub lic  w a s  
e n c o u ra g e d  to  m a ke  bo th  w ritten  and  p u b lic  c o m m e n ts . P re se n ta tio n s  by fe d e ra l and  
s ta te  a g e n c ie s  w e re  in co rp o ra te d . Long  te rm  w a s  d e fin e d  to  be  20  years  o r m o re  fo r 
p u rp o s e s  o f th is  rep o rt. T h e  R a ilbe lt E n e rg y  S tu d y  (R E S ) c u rre n tly  be ing  u n d e rta k e n  
by five  u tilitie s  h a s  b a s ic  in fo rm a tio n  th a t w a s  re c e iv e d  b y  th e  T a s k  Force a n d  w ill be 
c o m p le te d  e a rly  in 2 0 0 4 . A w e b s ite  w as p ro v id e d  a nd  ke p t c u rre n t by A ID E A /A E A  at 
www.aidea.orQ /EnergvTaskForce.htm .
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A l a s k a  E n e r g y  P o l ic y  T a s k  F o r c e  M e m b e r s

C h air: Mike Barry, C h airm an  of th e  B oard  
A ID E A /A lask a  E n erg y  A uthority (AEA) 
w w w .a id e a .o r a

V ic e  C h air: H.A.  R ed  B o u ch er , A la sk a  W ir e le s s  T e c h n o lo g y  
B oard  M em b er, C h u g a c h  E lectric  A s s o c ia t io n  (C EA ) 
w w w .c h u q a c h e le c tr ic .c o m

T o m  B outin , D ep u ty  C o m m iss io n e r  
S ta te  of A la sk a -D e p a r tm e n t of R e v e n u e  
w w w .s ta te .a k .u s

D a v e  C a r lso n , Intertie C oord in ator  
S o u th e a s t  C o n fe r e n c e  
w w w .s e c o n fe r e n c e .o r g

W a y n e  C arm on y, G e n e ra l M a n a g er  
M a ta n u sk a  E lectric A ss o c ia t io n  (MEA)  
w w w .m a ta n u sk a .c o m

Ri ck E ckert, G en era l M a n a g er  
H o m er E lectric A ss o c ia t io n  (HEA)  
w w w .h o m e r e le c tr ic .c o m

S t e v e  H a a g e n s o n , P r e s id en t/C E O  
G o ld en  V alley  E iectric  A ss o c ia t io n  ( GVEA)  
w w w .g v e a .c o m

M eera  K ohler, P r e s id en t/C E O
A la sk a  Vi l l age E lectric  C o o p e r a tiv e  (A V E C )
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APPENDIX B 
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 LEG ISLATURE OF THE STATE OF ALASKA:

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

04 energy is a basic necessity; and

05 W HEREAS other infrastructure elem ents such as water, wastewater, transportation,

06 and te lecom m unications systems are dependent on an adequate, reliable, reasonably 

priced,

07 and safe supply o f energy; and

08 W HEREAS m eaningful econom ic developm ent and technological advancement

09 cannot occur in Alaska w ithout an adequate, reliable, safe, and reasonably priced energy

10 supply; and

11 W HEREAS over 85 percent o f the state's electrical consum ption occurs in the

12 Railbelt; and

13 W HEREAS the needs of the non-Railbelt areas o f the state include more electrical

14 infrastructure and less expensive power; and

15 W HEREAS it would be beneficial to exam ine how electricity is generated,

16 transm itted, and distributed in A laska in order to meet the state's existing and future 

electrical

01 needs in the safest and most efficient m anner; and

02 W HEREAS the financial resources o f the state are limited;

03 BE IT RESOLVED that the A laska 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 o f 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 governm ent, or both industry and governm ent 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 econom ic future; and be it

15 FURTHER RESOLVED that the task force shall be com posed o f nine members as

16 follows:

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

18 by the directors;

19 (2) the comm issioner of revenue or the com m issioner's designee;

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

21 legislature;

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

23 o f the legislature, one of whom m ust be from a list o f three nam es proposed jo in tly  by the

24 m inority 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 o f representatives;

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

27 are not members of the legislature; and be it

28 FURTHER RESOLVED that mem bers shall be chosen in such a m anner that a

29 u tility w ill not have more than one representative on the task force, but at least one m ember

30 w ill be from a Railbelt electrical utility, and at least one m em ber w ill be from a non-Railbelt

31 electrica l utility; and be it

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

02 am onr' themselves; and be it

03 FURTHER RESOLVED that task force m em bers who are not state employees are

04 entitled to per diem and travel expenses as for members o f boards and comm issions under

05 AS 39.20.180; and be it

06 FURTHER RESOLVED that a staff m em ber 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 subm it a report o f 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 o f its finding

12 regarding energy plans for areas o f the rta te  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 term inated at 11:59 p.m. on April 15,

15 2004.
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APPENDIX C 
Current Railbelt Projects

• . Eklutna tra n sm iss io n  line replacement project: This $19,300,000
project is in the design phase.

• A laska Intertie E xte n sio n : This project will upgrade and extend the 
Anchorage to Fairbanks power transmission Intertie to the Teeland 
substation.

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

• Cooper Lake Hydro re-licensing: Chugach’s  Cooper Lake Hydro, 
commissioned in the 1950’s, w as recently overhauled and upgraded 
and is currently in the process of a F E R C  license renewal application.

• ML&P is acquiring property for Plant III.

• MEA is preparing thermal generation plant site at Hollywood Road.
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Long-term Railbelt Projects

• . Em m a Creek E n e rg y Project: Usibelli Coal Mine Inc. has proposed a
$421 million, 200MW power plant at its mine near Healy #2.

• G V E A ’s  North Pole E x p a n sio n  (N PE) 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 
G V E A ’s largest generating facility. The new N PE 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.

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

• C h ug ach : Chugach’s  five year construction improvement plan includes 
a new South Anchorage bulk transmission station, and a 138kV 
transm ission 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.

• M L&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.

• B rad le y Lake R e p airs: Repair and upgrade of the Bradley Lake 
Hydroelectric Project’s  governor.

• H CCP: Healy Clean Coal Project (HCCP) retrofit.
• Donlin C reek Exploration: Construction of power supply for the 

potential Donlin Creek Mine in Western Alaska, Calista region and/or 
Bethel area.

• Military Pow er U pgrades: 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 A FB, and Ft. Greeley. Missile defense 
system  offers opportunities and requirements. Ft. Richardson and 
Elmendorf A FB  are undertaking privatization efforts.

• C opper Valley intertie: This Intertie has been proposed to link the 
Copper Valley area to the Railbelt Intertie system .
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Current Energy Resources
Source: Railbelt Energy Study (RES) 2003 draft

2002 GENERATION
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Therm al R eso u rce s

O w ner Name

T e ch n o l
ogy

C ategory

M ax im um
C ap ac ity

(MW ))

CEA Beluga Unit 1 CT 19.6

CEA Beluga Unit 2 CT 19.6
CEA Beluga Unit 3 CT 64.8
CEA Beluga Unit 5 CT 68.7
CEA Beluga Unit 6/8 CC 109.0
CEA Beluga Unit 7/8 CC 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
C E ' 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
M L&P P lan tl Unit 
1 CT 16.2

ML&P
M L&P P lan tl Unit 
2 CT 16.2

ML&P
ML&P P lan tl Unit 
3 CT 19.5

ML&P
ML&P P lan tl Unit 
4 CT 33.6

ML&P
ML&P P lan t: Unit 
5&6 CC CC 49.6

ML&P
ML&P Plant2 Unit 
7&6 CC CC 107.8

ML&P
ML&P Plant2 Unit 
8 CT 85.0

H ydro  R esources

Name

M axim um
C apac ity

(MW)
Bradley
Lake 120
Cooper
Lake 20
Eklutna 40

CT = Combustion Turbine 
CC= Combined Cycle
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A P P E N D I X  E ,  c o n t .

C u r r e n t  E n e r g y  R e s o u r c e s
Source: Railbelt Energy Study (RES) 11/2003 draft
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2 0 0 2  L O A D

2002
Peak
Load
(MW)

1 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).

2 0 0 2  T r a n s m i s s i o n

Major Railbelt Transmission l ines

Name From To
Pole
Miles

Capac
ity
(kV)

Limit
(MW)

Owned
by

Operate
d
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 IOC
Southern
Intertie Anchorage Quartz Creek 90.4 115 75 CEA CEA

Kenai
Peninsula

Quartz Creek Soldotna

-  300

115 HEA CEA

Soldotna
Bradley
Junction 115 HEA CEA

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

P ag e  24 of 25



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

Email friendly version
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 — Fitch Ratings

♦ ' ► ♦ D o w n g r a d e d  f r o m  ‘ A ’  t o  ‘ A - ’

■  R e f l e c t e d  n e g a t i v e  s t a n c e  t a k e n  b y  t h e  

R C A  t o w a r d  C h u g a c h  a n d  t i g h t e r  f i n a n c i a l  

m a r g i n s  a s  a  r e s u l t

■  N o t e d  C h u g a c h ’ s  s t a b l e  f i n a n c i a l  

p e r f o r m a n c e  t h r o u g h  2 0 0 1  i n c l u d i n g

•  D e b t  S e r v i c e  C o v e r a g e  1 . 5 0 - 1 . 8 5 x

•  T i m e s  I n t e r e s t  E a r n e d  R a t i o  1 . 3 5 x  o r  h i g h e r

•  S o l i d  E q u i t y  R a t i o  2 5 % - 2 9 %



Bond Ratings — Standard &  Poor’s

^ ► ♦ D o w n g r a d e d  f r o m  4 A ’  t o  A A

■  C r e d i t  c o n c e r n s

•  R e l i a n c e  o n  r e g u l a t o r y  a p p r o v a l  o f  r a t e s

•  W e a k  f i n a n c i a l  p e r f o r m a n c e  i n  2 0 0 2

•  R e l i a n c e  o n  n o n - a m o r t i z i n g  d e b t

■  C r e d i t  s t r e n g t h s

•  S o l i d  e q u i t y  c a p i t a l i z a t i o n  o f  2 5 %



Bond Ratings — Moody’s

" > N o  c h a n g e  i n  A 2  r a t i n g

■  C r e d i t  c o n c e r n s

•  R e c e n t  p r e s s u r e  o n  t h e  r a t i n g  d u e  t o  a n  

u n s u p p o r t i v e  d e c i s i o n  b y  t h e  R C A

■  C r e d i t  s t r e n g t h s

•  E q u i t y  l e v e l s  m a i n t a i n e d  a t  a b o u t  2 5 %

•  P r o v i d i n g  r e g u l a r  r e t u r n s  o f  c a p i t a l  t o  

m e m b e r s



Bond Ratings - Regulation

t * A c c o r d i n g  t o  S t a n d a r d  &  P o o r ’ s

■  “ T h e  r e g u l a t i o n  o f  p u b l i c  u t i l i t i e s  i s  t h e  

d e f i n i n g  e l e m e n t  o f  t h e  i n d u s t r y  a n d  i s  

o f t e n  t h e  d e t e r m i n i n g  f a c t o r  i n  t h e  r a t i n g s  

o f  a  u t i l i t y ”



COMMENTS ON RCA POSITION PAPER ON JAA REGULATORY 
EXEMPTION

W ith  re g a rd  to  th e  “ s ta rk  con tra st”  b e tw een  p a s t u n re g u la te d  new  
g en e ra tion  an d  the  p o ten tia l f o r  n ew  un re g u la te d  g en e ra t ion  ad d it io n s , it is 
in te res tin g  to  n o te  th e re  w ere  fo u r  m a jo r  g en e ra tion  and tran sm is s ion  r e so u rc e  
ad d it ion s  o v e r  th e  la s t 2 0  years . T h re e  w e re  n o t r e v iew ed  b y  re g u la to rs : B r a d le y  
L a k e  H y d ro e le c t r ic  g en e ra tion  s ta tion , th e  A la s k a  In tertie  arid  the N o r th e rn  
In te rtie . O n e  w as re v iew ed  and  a p p ro v ed  b y  re g u la to rs : H e a ly  C le a n  C o a l P ow e r  
P lan t. T h e  th ree  u n re v iew ed  m a jo r  p o w e r  sy s tem  im p rov em en ts  are a  su cce ss . 
T h e  on e  the C o m m is s io n  re v iew ed  and a p p ro v e d  is an  a b je c t  fa ilu re .

It is n o t tru e  tha t there w o u ld  b e  n o  d ire c t m e ch a n ism  to  c o n tro l o r  qu es tion  
th e  s iz in g  o f  p r o p o s e d  p lan t investm en ts o r  th e ir  fu e l s o u r c e s . A c tu a l ly  the  
le g is la t io n  is c a re fu l ly  c ra fte d  s o  that e x em p tio n  f r o m  re g u la to ry  ov e rs ig h t is 
a v a ila b le  o n ly  to  ow ners  o f  the J A A  i f  th e  a re  e ith e r  c o o p e ra t iv e s  o r  m u n ic ip a lly -  
ow n e d  u tilit ie s . U n l ik e  the  R C A , the o v e rs ig h t th is  le g is la t ion  en v is ion s  w ill b e  
p e r fo rm ed  b y  rep re sen ta tiv e s  e le c te d  by  th e  m em b e rs  o f  th e  J A A ’ s ow n ers .

T h e  o n ly  w a y  the J A A  c o u ld  w o rk  is i f  it h a s  c on tra c ts  in  p la c e  b e tw een  
i t s e lf  an d  its ow n e rs  to  su pp o rt the p ro je c ts  it un dertake s  to  ow n . T h e s e  con tra cts  
w o u ld  b e  v o lu n ta ry . N o  on e  w o u ld  h av e  to  b u y  p o w e r  o r  o th e r  s e rv ice s  from  the  
J A A  w h o  d id  n o t w an t to . F o r  th is re a son , it is a ls o  un tru e  that an y  an d  all 
expen ses  w o u ld  b e  in c lu d e d  in the w h o le s a le  ra tes  to  b e  c h a rg e d  to  p ow e r  
d is tr ib u to rs  on  a  tak e  it o r  le a v e  it b a s is .

W h e n  d id  the leg is la tu re  em p ow e r  the R C A  to  “ c on tro l o r  q u e s tion ”  the 
s iz in g , c o s t , s itin g  o r  fu e l su p p ly  o f  p ro je c ts  b e fo re  th ey  are  b u ilt?



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

1. Regulatory review of new generation has been the exception, not the rule.
O ver the last 2 0  years there were fo u r  m a jo r generation and transm ission resource  

additions in the R a ilb e lt. T h ree  were no t review ed by regulators: B rad ley  Lake  
H yd roe le ctric  generation station , the A laska Intertie and the Northern Intertie. A ll three 
are m a jo r  pow er system  im provem ents and are successfu l. T he  fourth was H ea ly  C lean  
C oa l P ow er Plant, so far an ab ject fa ilu re . T h e  on ly  other significant new generation 
during these years was the fou r generation p r o je c t  associated w ith the F ou r D am  P oo l 
and these were also exem pted from  regu latory review .

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

It is not true that there w ou ld  be no direct m echan ism  to control or question the 
sizing o f  proposed plant investments o r  their fuel sources . T h e  legislation is carefu lly  
crafted  so  that exem ption  from  regu latory oversigh t is available on ly to owners o f  the 
J A A  i f  they are either cooperatives o r  m un icipa lly -ow ned  utilities. T h e  oversight w ill be 
perform ed by representatives e lected  by the m embers o f  the J A A ’ s owners.

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

A ll JA A  pro jects and investments w ill be based on contracts between itse lf and 
the ind iv idual JA A  m em ber utilities. T h ese  contracts w ill specify  the terms o f  the 
pro jec ts , each utilities rights and ob ligation s , and prov ide fo r ju d ic ia l enforcement o f  the 
con tractua l terms. T hese  contracts w ou ld  be voluntary, as is participation in the JA A .
N o  utility w ould  have to buy p ow er o r o ther services from  the J A A  unless its utility 
govern ing body chose to do so .

4. RCA retail rate regulation of the individual utilities would remain.
W hen  did the legislature em pow er the R C A  to "control o r question”  the sizing, 

cos t, siting o r  fuel supp ly o f  pro jects be fo re they are built? W e  d o  not believe the R C A  
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 JA A  participant is and w ould continue to be regulated by the R C A  
fo r  retail rates. T h e  R C A  w ou ld  also con tinue to regulate w holesale transactions between 
JA A  members o r  the JA A  itse lf and utilities not part o f  the JA A .

6. New generation is needed and unnecessary regulation will simply slow the 
process and increase the cost.

T h e  average age o f  generation is over 3 0  years. T h e  utilities are in the best 
position  to determ ine need and resource fac ility  levels.
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M„ ch 29,2004 jW K jJ* .
kpaHjcf@pa1tonboj3p.com

VIA FACSIMILE: f907I 465-3799

T h e  H o n o r a b l e j o h n  H a r r i s  

C o - C h a i r ,  H o u s e  F i n a n c e  C o m m i t t e e  

S t a t e  C a p i t o l ,  R o o m  5 1 3  

J u n e a u ,  A l a s k a  9 9 8 0 1  - 1 1 8 2

VIA FA CSIM ILE: f9071 465-3793

T h e  H o n o r a b l e  B i l l  W i l l i a m s  

C o - C h a i r ,  H o u s e  F i n a n c e  C o m m i t t e e  

S t a t e  C a p i t o l ,  R o o m  5 1 5  

J u n e a u ,  A l a s k a  9 9 8 0 1 - 1 1 8 2

R E :  C S  H 1 5  4 5 3  ( L & C )  — " A n  A c t  e x e m p t i n g  f r o m  r e g u l a t i o n  u n d e r  t h e  A l a s k a  P u b l i c  U t i l i t i e s

R e g u l a t o r y  A c t  w h o l e s a l e  a g r e e m e n t s  f o r  t h e  s a l e  o f  p o w e r  b y  j o i n t  a c t i o n  a g e n c i e s  t o  

p u b l i c  u t i l i t i e s  t h a t  a r c  p a r t i e s  t o  t h e  a g e n c y  a g r e e m e n t ,  i n c l u d i n g  c e r t a i n  e l e c t r i c  

c o o p e r a t i v e s ,  a n d  c o n t r a c t s  r e l a t e d  t o  t h o s e  a g r e e m e n t s ,  a n d  j o i n t  a c t i o n  a g e n c i e s  

c o m p o s e d  o f  p u b l i c  u t i l i t i e s  o f  p o l i t i c a l  s u b d i v i s i o n s  o r  u t i l i t i e s  o r g a n i z e d  u n d e r  t h e  

E l e c t r i c  a n d  T e l e p h o n e  C o o p e r a t i v e  A c t  o r  b o t h . ”

D e a r  C h a i r m e n  H a r r i s  a n d  W i l l i a m s :

O n  T h u r s d a y ,  A p r i l  1 ,  2 0 0 4 ,  t h e  H o u s e  F i n a n c e  C o m m i t t e e  i s  s c h e d u l e d  t o  c o n s i d e r  C S  H B  4 5 3  

( L & C ) .  O n  b e h a l f  o f  M a t a n u s k a  E l e c t r i c  A s s o c i a t i o n  (“ M E A ” ) ,  w e  h a v e  c o m p l e t e d  a  r e v i e w  o f  

H B  4 5 3  a n d  a s s o c i a t e d  m e m o r a n d a  p r e p a r e d  b y  L e g a l  S e r v i c e s ,  a n d  w c  w r i t e  t o d a y  t o  c l a r i f y  

s e v e r a l  i s s u e s  a n d  c o n v e y  o u r  c o n c e r n s  r e g a r d i n g  t h e  e f f e c t  o f  t h e  p r o p o s e d  l e g i s l a t i o n .

I t  i s  o u r  v i e w  t h a t  H B  4 5 3  c o u l d  r e s u l t  i n  s i g n i f i c a n t  a d d i t i o n a l  i n c r e a s e s  i n  t h e  r a t e s  p a i d  b y  a l l  

c o n s u m e r s  o f  e l e c t r i c  p o w e r  i n  s o u t h - c e n t r a l  A l a s k a  a n d  a l o n g  t h e  R a i l b e l t  t o  a n d  i n c l u d i n g  

F a i r b a n k s .  A s  e x p l a i n e d  b e l o w ,  H B  4 5 3  w o u l d  a l l o w  d i e  m e m b e r s  o f  a  J o i n t  A c t i o n  A g e n c y  t o  

u n d e r t a k e  a n y  p r o j e c t  a n d  i n c u r  a n y  e x p e n s e ,  a n d  t h e n  p a s s  t h o s e  c o s t s  o n  t o  e l e c t r i c  u t i l i t y  r a t e  

p a y e r s  i n  t h e  s t a t e ,  w h o l l y  w i t h o u t  a n y  i n d e p e n d e n t  r e v i e w  o r  o v e r s i g h t .

A s  w r i t t e n ,  H B  4 5 3  w o u l d  a l l o w  i n t e r e s t e d  u t i l i t i e s  ( b o t h  m u n i c i p a l  a n d / o r  c o o p e r a t i v e )  t o  j o i n  

t o g e t h e r  t o  e s t a b l i s h  a  s o - c a l l e d  " J o i n t  A c t i o n  A g e n c y ” . P r o j e c t s  p u r s u e d  b y  t h a t  J o i n t  A c t i o n  

A g e n c y  w o u l d  t h e n  b e  e x e m p t  f r o m  R e g u l a t o r y  C o m m i s s i o n  r e v i e w  a n d  o v e r s i g h t .  I n  e f f e c t ,  

t h a t  w o u l d  a l l o w  t h e  J o i n t  A c t i o n  A g e n c y  t o ,  a m o n g  o t h e r s  t h i n g s ,  d e s i g n ,  s i t e  a n d  b u i l d  a  n e w

W "fctoilVV1 u" I Not them V Iig mm .< | Dollar | Dun vim | A ih h im .h| i’ | Until. O.imi
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e l e c t r i c  p o w e r  p l a n t ,  a n d  t h e n  e s t a b l i s h ,  c h a r g e ,  a n d  c o l l e c t  r a t e s  i t  d e e m s  n e c e s s a r y  t o  r e c o v e r  

t h e  c o s t s  a s s o c i a t e d  w i t h  c o n s t r u c t i o n  o f  t h a t  n e w  p l a n t  — a l l  w i t h o u t  r e g u l a t o r y  r e v i e w  o r  

o v e r s i g h t 1

W e  a g r e e  t h a t  H B  4 5 3  w o u l d  n o t  e x e m p t  t h e  i n d i v i d u a l  u t i l i t i e s  t h a t  a r e  m e m b e r s  o f  a  J o i n t  

A c t i o n  A g e n c y  f r o m  R e g u l a t o r y  C o m m i s s i o n  j u r i s d i c t i o n .  See generally  L e g a l  S e r v i c e s  m e m o r a n d a  

d a t e d  F e b r u a r y  2 7  a n d  M a r c h  3 ,  2 0 0 4  ( a t t a c h e d ) .  H o w e v e r ,  i f  H B  4 5 3  w e r e  e n a c t e d ,  n o  s t a t e  

a g e n c y  w o u l d  b e  e m p o w e r e d  t o  r e v i e w  t h e  w h o l e s a l e  r a t e s  c h a r g e d  f o r  t h e  p u r c h a s e  o f  p o w e r  b y  

t h e  J o i n t  A c t i o n  A g e n c y  w h e n  d e t e r m i n i n g  w h e t h e r  t h e  r e t a i l  r a t e s  c h a r g e d  b y  t h o s e  i n d i v i d u a l  

u t i l i t i e s  t o  t h e i r  c u s t o m e r s  a r e  j u s t  a n d  r e a s o n a b l e .

F o r  e x a m p l e ,  U t i l i t y  A  a n d  U t i l i t y  B  j o i n  t o g e t h e r  t o  c r e a t e  a  J o i n t  A c t i o n  A g e n c y .  T h a t  J o i n t  

A c t i o n  A g e n c y  t h e n  d e r i d e s  t o  c o n t r a c t  f o r  t h e  c o n s t r u c t i o n  o f  a  n e w  p l a n t .  A t  t h e  t i m e  t h a t  

n e w  p l a n t  i s  r e a d y  t o  c o m e  o n - l i n e ,  t h e  J o i n t  A c t i o n  A g e n c y  s e t s  t h e  w h o l e s a l e  r a t e  i t  w i l l  c h a r g e  

i t s  m e m b e r s h i p  ( U t i l i t i e s  A  a n d  B )  f o r  t h e  p u r c h a s e  o f  p o w e r  f r o m  t h a t  n e w  p l a n t  U t i l i t i e s  A  

a n d  B  t h e n  u s e  t h a t  w h o l e s a l e  r a t e ,  a s  e s t a b l i s h e d  b y  t h e  J o i n t  A c t i o n  A g e n c y  ( a g a i n ,  w h o s e  

m e m b e r s h i p  i s  U t i l i t i e s  A  a n d  B )  a s  t h e  b a s i s  f o r  t h e  r a t e s  t h e y  w i l l  t h e n  c h a r g e  t h e i r  c u s t o m e r s  

(e.g., t h e  r e t a i l  c u s t o m e r s  o f  U t i l i t i e s  A  a n d  B ) .

A s  w r i t t e n ,  t h e  R e g u l a t o r y  C o m m i s s i o n  w o u l d  h a v e  n o  a u t h o r i t y  t o  r e v i e w  t h e  w h o l e s a l e  r a t e  

p a i d  b y  U t i l i t i e s  A  a n d  B  t o  t h e  J o i n t  A c t i o n  A g e n c y  w h e n  d e t e r m i n i n g  w h e t h e r  t h e  r a t e s  p a i d  b y  

t h e  c u s t o m e r s  o f  U t i l i t i e s  A  a n d  B  a r e  j u s t  a n d  r e a s o n a b l e .  U n d e r  H B  4 5 3 ,  t h e r e  w i l l  l>c n o  

i n d e p e n d e n t  r e v i e w  o f  w h e t h e r  t h e  n e w  p l a n t  c o n s t r u c t e d  b y  t h e  J o i n t  A c t i o n  A g e n c y  w a s  

n e c e s s a r y  o r  p r u d e n t ,  a  s t a n d a r d  i n q u i r y  i n  a n y  r a t e  p r o c e e d i n g .  T h e r e  w i l l  b e  n o  r e v i e w  o f  

w h e t h e r  t h e  c o s t s  a s s o c i a t e d  w i t h  c o n s t r u c t i o n  o f  t h a t  n e w  p l a n t  w e r e  r e a s o n a b l e ,  a g a i n  a  

s t a n d a r d  p o i n t  o f  i n q u i r y  i n  a n y  r a t e  p r o c e e d i n g .  M o r e o v e r ,  t h e r e  w o u l d  b e  n o  i n d e p e n d e n t  

r e v i e w  o f  t h e  o p e r a t i n g  c o s t  c o m p o n e n t  o f  t h e  J o i n t  A c t i o n  A g e n c i e s  w h o l e s a l e  r a t e  t o  d e t e r m i n e  

w h e t h e r  t h o s e  c o s t s  a r e  r e a s o n a b l e ,  p r u d e n t ,  o r  e v e n  r e l a t e d  t o  t h e  f a c i l i t y .

R a t h e r ,  H B  4 5 3  w o u l d  a l l o w  U t i l i t i e s  A  a n d  B ,  u n d e r  t h e  g u i s e  o f  a  J o i n t  A c t i o n  A g e n c y ,  t o  

c o m m i t  t o  t h e  c o n s t r u c t i o n  o f  a  n e w  p l a n t  ( w h e t h e r  t h a t  p l a n t  i s  n e c e s s a r y  t o  m e e t  d e m a n d  o r  

n o t ) ,  p a y  a n y  c o s t  f o r  t h e  c o n s t r u c t i o n  o f  t h a t  p l a n t ,  d e r i d e  w h a t  o p e r a t i n g  c o s t s  t o  r e c o v e r  

( r e g a r d l e s s  o f  p r u d c n c y  o r  r e a s o n a b l e n e s s ) ,  a n d  t h e n  e s t a b l i s h  t h e  w h o l e s a l e  r a t e  i t  w i l l  c h a r g e  i t s

* W e no te  that H B  453 is not lim ited to new pow er projects developed by a jo in t A ction Agency. T here 
is no th ing  in HB 453 to  prevent a m em ber o f  a Jo in t Action Agency from  transferring existing assets to 
the Agency. As detailed in the example developed in the text above, u nder 1IB 453, investm ent derisions 
related to  the m aintenance o f  any assets transferred to a jo in t  Action Agency, as well as die costs 
associated with the operation o f  those assets, w ould  also be exempt from  Regulatory Com m ission review.
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m e m b e r s h i p  f o r  t h e  p u r c h a s e  o f  p o w e r  f r o m  t h a t  p l a n t  —  a l l  w i t h o u t  A N Y  i n d e p e n d e n t  r e v i e w  

o r  o v e r s i g h t  S u c h  l a t i t u d e  i n  t h e  a r e a  o f  p r o v i d i n g  u t i l i t y  s e r v i c e  t o  t h e  p u b l i c ,  w h e t h e r  i t  b e  

e l e c t r i c ,  t e l e p h o n e ,  w a t e r ,  e t c . ,  i s  u n p r e c e d e n t e d ,  a n d  w o u l d  l e a v e  e l e c t r i c  u t i l i t y  r a t e p a y e r s  i n  

A l a s k a  o p e n  t o  s u b s t a n t i a l  r a t e  i n c r e a s e s  w i t h o u t  a n y  o p p o r t u n i t y  t o  a c h i e v e  r e a l  r a t e  r e l i e f  i n  a  

r e g u l a t o r y  p r o c e e d i n g . 2

A s  a  p o i n t  o f  c l a r i f i c a t i o n ,  w e  a l s o  w o u l d  l i k e  t o  a d d r e s s  a n  i s s u e  r a i s e d  i n  t h e  L e g a l  S e r v i c e s  

m e m o r a n d u m  d a t e d  F e b r u a r y  2 7  , 2 0 0 4  ( a t t a c h e d ) .  R e p r e s e n t a t i v e  H e i n z e ,  t h e  s p o n s o r  o f  

H B  4 5 3 ,  a s k e d  L e g a l  S e r v i c e  w h e t h e r  H B  4 5 3  w o u l d  “ a f f e c t  e x i s t i n g  c o n t r a c t s  b e t w e e n  i n d i v i d u a l  

u t i l i t i e s . ”  Q u o t i n g  j V r t ic le  I ,  S e c t i o n  1 5 ,  o f  t h e  A l a s k a  C o n s t i t u t i o n ,  L e g a l  S e r v i c e s  c o n c l u d e s  t h a t  

‘‘ [ g j e n e r a l l y  a  n e w  l a w  w i l l  n o t  o p e r a t e  t o  m o d i f y  e x i s t i n g  c o n t r a c t s .  . .  .  T h e  l e g i s l a t u r e  c a n n o t  

r e t r o a c t i v e l y  c h a n g e  r i g h t s  t h a t  a r c  f i x e d  u n d e r  a  c o n t r a c t . ”  W e  d o  n o t  d i s a g r e e  w i t h  t h a t  

s t a t e m e n t ;  h o w e v e r ,  w c  w o u l d  l i k e  t o  p o i n t - o u t  t h a t  t h e  l o n g - t e r m  p o w e r  p u r c h a s e  a g r e e m e n t s  

t h a t  a r e  c o m m o n  a m o n g  t h e  v a r i o u s  c o o p e r a t i v e  u t i l i t i e s  o p e r a t i n g  i n  s o u t h - c e n t r a l  A l a s k a  w o u l d  

n o t  n e c e s s a r i l y  p r o t e c t  t h e  u t i l i t i e s  p u r c h a s i n g  p o w e r  u n d e r  t h o s e  c o n t r a c t s  f r o m  t h e  c o s t  

i n c r e a s e s  l i k e l y  t o  r e s u l t  f r o m  t h e  c r e a t i o n  o f  e x e m p t  J o i n t  A c t i o n  A g e n c i e s .

W e  a r c  l o n g - t i m e  c o u n s e l  t o  M E A  a n d  a r e  v e r y  f a m i l i a r  w i t h  t h e  p o w e r  p u r c h a s e  c o n t r a c t  

b e t w e e n  M E A  a n d  C h u g a c h  E l e c t r i c .  T h a t  c o n t r a c t  i s  a n  a l l  r e q u i r e m e n t s  c o n t r a c t  w h e r e b y  

M E A  i s  o b l i g a t e d  t o  p u r c h a s e  a l l  o f  i t s  p o w e r  f r o m  C h u g a c h  E l e c t r i c  t h o u g h  2 0 1 4  (i.e ., M E A  i s  a  

c a p t i v e  c u s t o m e r  o f  C h u g a c h  E l e c t r i c  f o r  t h e  l i f e  o f  t h e  c o n t r a c t ) .  T h e  M E A / C h u g a c h  E l e c t r i c  

c o n t r a c t  d o c s  n o t  e s t a b l i s h  t h e  r a t e  M E A  p a y s  C h u g a c h  E l e c t r i c  f o r  t h e  p u r c h a s e  o f  p o w e r .  

R a t h e r ,  t h e  c o n t r a c t  s i m p l y  e s t a b l i s h e s  t h e  m e t h o d o l o g y  f o r  c a l c u l a t i n g  t h e  w h o l e s a l e  r a t e  

C h u g a c h  E l e c t r i c  c h a r g e s  M E A .

I n  o t h e r  w o r d s ,  M E A 's  l o n g - t e r m  p o w e r  p u r c h a s e  a g r e e m e n t  w i t h  C h u g a c h  E l e c t r i c  w o u l d  n o t  

n e c e s s a r i l y  i n s u l a t e  M E A  ( a n d  i t s  m e m b e r s h i p )  f r o m  a n  i n c r e a s e  i n  p o w e r  p u r c h a s e  c o s t s  w e r e  

C h u g a c h  E l e c t r i c  t o  j o i n  a  J o i n t  A c t i o n  A g e n c y  f r o m  w h i c h  C h u g a c h  E l e c t r i c  t h e n  p u r c h a s e d  

p o w e r  f o r  r e s a l e  t o  M E A .  A s  i n  t h e  e x a m p l e  d i s c u s s e d  a b o v e ,  w e r e  C h u g a c h  E l e c t r i c  t o  j o i n  a  

J o i n t  A c t i o n  A g e n c y ,  M E A ,  a s  w e l l  a s  t h e  a p p r o x i m a t e l y  7 0 , 0 0 0  C h u g a c h  E l e c t r i c  r e t a i l  

c u s t o m e r s ,  w o u l d  h a v e  n o  o p p o r t u n i t y  t o  q u e s t i o n  t h e  r e a s o n a b l e n e s s  o f  t h e  i n v e s t m e n t

2 W c question w hether H B  453 is the appropriate  vehicle for exem pting electric utilities from  Regulatory 
C om m ission review and oversight. As 42.05.711(h) and AS 42.05.712 establish the procedure for die 
m em ber/ow ners o f  an electric cooperative (i.e., Chugach Electric A ssociation, H om er Electric 
A ssociation, G olden Valley E lectric A ssociation, Matanuska Electric Association, etc.) to elect to  exempt 
their cooperative from Regulatory C om m ission jurisdiction. I f  those utilities prom oting  passage o f  
HB 453 are sincere about their stated in te rest in doing w hat is best for their m em b er/o w n ers , they should 
be direct about their intent w ith this effort and pu t it to a  vote o f  their m em ber/ow ners.
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d e r i s i o n s  o r  o p e r a t i n g  c o s t s  o f  t h e  J o i n t  A c t i o n  A g e n c y .  R a t h e r ,  i n  a  r a t e  p r o c e e d i n g  a t  t h e  

R e g u l a t o r y  C o m m i s s i o n ,  M E A  ( a n d  C h u g a c h  E l e c t r i c ’s  o t h e r  c o n s u m e r s  o f  w h o l e s a l e  p o w e r ,  

i n c l u d i n g  i t s  o w n  r e t a i l  c u s t o m e r s )  w o u l d  b e  l i m i t e d  t o  r e v i e w i n g  C h u g a c h  E l e c t r i c ’s  g e n e r a l  

c o r p o r a t e  a d m i n i s t r a t i v e  c o s t s ,  a n d  t h e  c o s t s  r e l a t e d  t o  a n y  g e n e r a t i o n  a n d  t r a n s m i s s i o n  a s s e t s  

C h u g a c h  E l e c t r i c  r e t a i n e d  i n  i t s  o w n  c o r p o r a t e  n a m e  ( e g . ,  d i d  n o t  t r a n s f e r  t o  t h e  J o i n t  A c t i o a  

A g e n c y ) .

A g a i n ,  i n  o u r  o p i n i o n ,  t h e r e  i s  n o t h i n g  i n  H B  4 5 3  t h a t  w o u l d  b a r  a  u t i l i t y  f r o m  t r a n s f e r r i n g  a l i  o r  

s o m e  o f  i t s  e x i s t i n g  g e n e r a t i o n  a n d  t r a n s m i s s i o n  a s s e t s  t o  t h e  J o i n t  A c t i o n  A g e n c y ,  t h u s  r e m o v i n g  

t h o s e  a s s e t s ,  a n d  a l l  c o s t s  a s s o c i a t e d  w i t h  t h e  o w n e r s h i p  a n d  o p e r a t i o n  o f  t h o s e  a s s e t s ,  f r o m  

i n d e p e n d e n t  r e g u l a t o r y  r e v i e w  a n d  o v e r s i g h t .  N o r  d o  w e  s e c  a n y  s a f e g u a r d s  a g a i n s t  a  p a r t i t i o n i n g  

o f  a s s e t s  a n d  c o s t s  t o  i n d i v i d u a l  m e m b e r  u t i l i t i e s  w i t h i n  t h e  J o i n t  A c t i o n  A g e n c y  f o r m a t  T h e  

e n d  r e s u l t  o f  t h i s  p r o p o s e d  l e g i s l a t i o n ,  t h e r e f o r e ,  c o u l d  w e l l  b e  t h a t  t h e  l a r g e s t  c o m p o n e n t  o f  t h e  

e l e c t r i c  r a t e s  p a i d  b y  t h e  m a j o r i t y  o f  s o u t h - c e n t r a l  A l a s k a ’s  c o n s u m e r s  -  t h e  c o s t s  o f  p o w e r  

g e n e r a t i o n  a n d  t r a n s m i s s i o n  — w o u l d  b e  b e y o n d  t h e  s c o p e  o f  a n y  r e g u l a t o r y  p r o t e c t i o n s ,  b e c a u s e  

a l l  a m o u n t s  p a i d  b y  t h e  m e m b e r  u t i l i t i e s  o f  t h e  J o i n t  A c t i o n  A g e n c y  i n  t h e  f o r m  o f  t h e  J o i n t  

A c t i o n  A g e n c y ’s  w h o l e s a l e  r a t e  w o u l d  b e  e x e m p t  f r o m  R e g u l a t o r y  C o m m i s s i o n  r e v i e w .

I n  d o s i n g ,  w e  n o t e  t h a t  e l e c t r i c  u t i l i t i e s  i n  A l a s k a  e n j o y  a  s t a t e - s a n c t i o n e d  m o n o p o l y  i n  t h e  f o r m  

o f  e x d u s i v e  s e r v i c e  t e r r i t o r i e s .  I n  e x c h a n g e  f o r  t h e  s t a t e  l i c e n s e  t o  o p e r a t e  a  m o n o p o l y ,  t h e  s t a t e  

r e q u i r e d  t h a t  t h e  v a r i o u s  e l e c t r i c  u t i l i t i e s  s u b m i t  t h e m s e l v e s  t o  s t a t e  r e g u l a t o r y  o v e r s i g h t  s o  t h e  

s t a t e  c o u l d  e n s u r e  t h a t  t h e  u t i l i t i e s  w e r e  n o t  a b u s i n g  t h e i r  c x d u s i v c  l i c e n s e .  W e r e  t h e  l e g i s l a t u r e  

t o  e n a c t  H B  4 5 3 ,  t h e  r a t e  p a y i n g  p u b l i c  w o u l d  n o  l o n g e r  e n j o y  t h e  s t a t e ’s  p r o t e c t i o n  i n  t h e  s i n g l e  

m o s t  e x p e n s i v e  a r e a  o f  p r o v i d i n g  e l e c t r i c  s e r v i c e  -  p o w e r  g e n e r a t i o n  a n d  t r a n s m i s s i o n .  O n  

b e h a l f  o f  M E A ,  w e  u r g e  y o u  t o  r e j e c t  H B  4 5 3 .

S i n c e r e l y ,

K W P /m w

c c : M a r k  J o h n s o n ,  C h a i r  R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a

A tta c h m e n ts
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'  L E G A L  S E R V I C E S

M B M Q IA N D P M  ifc ,A 3 ,2004

SUBJECT i IM tC SH B  453( ); pectiee go * joint action agency agreement
and iafolatk» by the RCA (Woek QnJar No. 23-LS1601\D )1

TO i Kepcweotadvc C tagfl Hchae
Alta: loo Bittner

FKGMi B*rtaraR.Qr*ver
\C a a n iJ y y 'Le|iiU tta<

You ̂ avc aaked whether eocdon 2 o t dktft’CSHB 453( X .vwion D, mikee the p«U« to 
t  Joint action agency agreenunt auopt frtan Regulatory Commtaion o f Alaska (RCA) 
regoMan. Tint bill Motion pnridsG

•8ec*2. AS 4105,71 l(o ) li  amended to road:
(o ) A Joint action agency cetabUibed under A3 42,45.310 U 
m m apt from  repJetton under this chapter, i&oludjng the 
aeqataeimnt to obtain a oarttflrmo o(  pdbHc oanventaoa and 
n rrw ity under AS 41Q9.221, for dm opewHan af, sale o f power - 
from, and attar aottadee.edited to ita power project tho Joint 
action agency parefcaM ban dp Alaafca Energy Aodjcdty until 

* dm wholesale apaenwt tod any related contaotaaeipMd by the 
n ttad ty taonanaa re ject to review- or appauval by dm ; 
caeriadoe under AS 42.0343L I t a  sumption provided by thia . 
aobaaotion oxtoada to npdxs and improvement! to tho power 
project dm jo ta  action aganoy f i r i i n n  ftom tta authority but 
doM not extend to any ottar power,project or other activity o f the 
joint action agency.
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■piMMBt whiok foam  Am Jatot totfaa ipnoy a  t  iapn to  n itty : "1  leinf

  1 ~ Aiido from
l nl|te&uw jd  ooutndioa a f 4m m tonc*, th*1 ptajptor m b  V  n b d m m  thto 
cxatnptin to f i r  the Jdot action ifcncy ady, A&oofh it to a y  ttronf opinion Hi* 
additional Mfitnoe to *oc n m w ij .  4ds mb n o t  ccnld be added to follow the

I f  Im iy  be o f ltothei'uilitiooe, plana advtoa,
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L E G A L  S E R V I C E S

m m A M M  Jim w.iyM tailN i.11ll
1*16*3101 Mhttta* to 10# • * ML, ftn. Ifiti t• «• • •

»

M E ^ tO lA N D U M  Febpmy 27,2004,
• • * t * *

SUBJECT! HB 453 n d  Joint Action Agoeta (Work Older 2MJ1601VA)
i *

TOt RepnsontadvaCSiRynB^axa
Attn: Jos B taw

FROM i Befban R. Caver
..jfU lltiv o  O K U tT y ^

You have tiksd for an legal opinion on two qoM&mi in ragud to HB 453..'' The 
question# lie;

1) Do (he cxnoptam |tvao to joint Ktian ̂ >od« in thii b& apply to the retail 
tiIm  a f the Individual ndlitiee ud  coopentivti who m  nwnben o f the agency?

2) W® tU i blU aflWct eaiating contact* batwesu Individual ctiHtie§7 

sIybb in J ^ .i flttnnifBnfliw h y j j h ^ a a l^ a f  r*au atm  o f
i i . ,

No. • Both Modena o f tUa faiA tppty aawbatvaly to Joint action agendea, which an  
lapcnte lega1 eettttee from t o  aaabtts o f the agency. Under AS 4&45.300, a jedat 
notion agency n ay  only be fanned "ft* the pvpcae o f pertidpetion in the dcdgn, 
conateaction, oflersticn. ■dtnatnteatnce c f i  gramting or tnnaxqiaaion fa c Q ltf l Ztia 
my mdcoamfing that gqavattog a d  cwmhttng electricity doei not fnaiode- retail 
diatribotim, tfaua a Joint action agency does not oondact zsddl mIwl However, aa legally 
•epartte wddaa, egch masher a t the agency opiating u  a pdbtto otittty or in  electrical 
oopponttve cootiaoei to be ngobted asbefov in regard to Itaxeiall tales o f power. ThU 
bin does not change that
1  W inthU H n*ftoM *i*H iw 0'*hw *h*w ^inA M A idT*nttiP m ’> ~
QaeoOy a new law will not opiate to modify tetadng oooimofa. fa fast, i f  a law hea 
bat eflbot, it may be found to violate Article I  Section 15, o f the Alaska Gonatitettoa 
which provides: *. . . no law lxopdiinf the obtigatioea# contract*. . . duObe^uied 

.. . The legUlatuxe cannot retroactively dbaop rigbii that ce flxad under a ocotrtot
mm ' ' i

IflraaybedJfURW I iWaunce, ptoaie adviia. '
»

BRCmed.’odr
04*240jned ' .



j J n s f c l  C  Written Comments

/ \  -f - ^  j  By Joe Griffith, CeIo  Chugach Electric Assoc,. Inc.

i^ J ^ 6 4 -T e s tim o n y  in favor of HB 453 
Exempting economic regulation o f wholesale agreements by joint action agencies to public 

4 ]  j -y z r p ir /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 jo int 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.

• i he 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.

• The jo int action agency is comprised o f only cooperatives and municipal utilities. 
Representatives o f the utilities will sit on the agencies board o f directors.

• Member utilities will approve all power sales agreements between the JAA and the
member utility. The addition o f 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 P ro jec t^  +3 &0 J  .
• Bradley Lake has been a good example o f utilities working together for the benefit o f all. 

Cooperation; not regulation has been the key to this success.
• Governance o f cooperatives and municipal utilities serve at the pleasure o f  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 o f 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 o f 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 the joint 
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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FAX NO. 19075615547 P, 01

A C T I V E  M E M B E R S

Rural electric cooperative corporations, municipdlly-ownfcil electric 
utilities, regional electric authorities, or jo int action agencies 

organized under the laws o f the State o f Alaska w ith  annual sales of
at least 800 m w li.

» 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. (BUECt)
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 U tility System (NJUS)
North Slope Borough Power &  Light (NSdPL)
Nushagak Cooperative, Inc. (NUS)

fl^ ^ T r xi i  mm  ill i I I  — I  i w l i i m ' ‘
Seward, City o f Light A Power Division (SL&P) _ *
Thomas Bay Power Authority (TBPa ) ly ^ i^ fe . t  • to d p

i».m î i 'n 'r rtl \ \ W T >Tiw ^iLH i ida Kegiomi l Hr vt iiL.rf~Autlnmty iTi i m A) 
Unalaklcct Valley Electric Cooperative (UVEC) 
Yakutal Power, Inc. (YPI)
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March 26,2004

To: The Honofsble Fran 
Governor 
State of A luka

The Hone 
President 
A luka S tle  Legist Ju re

Speaker L

We the underslgnei 
energy infraatructu 
serving these custo 
Railbelt Energy Fu 
of projects:

Anchorag

iH CEA lXECUTIVE FAX NO, 1 907 562 6994

TheHcmo iblePcte

.Hwe o f R
Alaska St t 1 *>gislf ure

support

Murkowskl

hble Gen 
l&ska StAe Senate

Therriault

<ott
prweutatives

P, 01

tog $68 million in grants for a group of projects that will improve electri&l 
t for A la ran! throughout the Railbelt and in the Copper River basin. The utilities [ 
ten  are eithitr not-for-profit member owned cooperatives or municipal systems. The 
d Is the # i r c e  of the monies for the grants. Our proposal is for the following packjlgc

$22 millic i to Chim
and Coo

$9 milllor to Homei 
Cooper L  idinganc
$1.5 mlll'j
$4 milliosito Coppe

Additional project 

We respectfully urie your su

S16 millic itoA ID I \/AEA for improvements to the Alaska Intertle 
$15.5 milfon to Mapnuska Electric Association for transmission and distribution work

ch Electric Association to rebuild portions of its transmission line betwec 
er Landing
Electric Association to rebuild portions of its transmission line between ' 
Soldotna ,

j  to the CJty of Seward to construct a transmission line 
Valley Electric Association for system projects

lformatlc i is contained in the attached document.

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/

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

A  u tility ’ s credit rating is a proxy for its cost o f  borrowing.
Electric utilities, particularly those with generation and 
transmission assets, re ly heavily on long-term borrow ing to finance 
projects.

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

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

For example, being regulated is viewed as constraining a u t ility ’ s 
ab ility to respond to changes in financial conditions. I f  a u tility  is 
not free to address these issues, and a regulator has oversight, a 
rating analyst cannot be certain that the utilities financial goals, 
polic ies or projections w ill come to fruition.

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

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

The most d ifficu lt situation is that where there is a precedent o f 
negative regulatory treatment. This creates a great deal o f

l
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uncertainly as to the financial future o f 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 o f  this.

A  recent example o f  this is the downgrading o f 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 R C A ’ s 
support as indicated in their write up from January 2002:

As is evident from these reports, the actions and interactions o f the 
R C A  d irectly impact the credit rating and hence the cost o f capital 
that Chugach pays.

As the R C A  position paper points out, the electric u tility business 
is the most capital-intensive industry in Alaska. W ith Chugach 
supplying power to 2/3rds o f A laska and with M L & P  supplying a 
large portion o f  the remainder, all o f  A la ska ’ s electric consumers 
benefit from these public utilities having strong credit ratings to 
facilitate cost-effective financing o f  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 A la ska ’ s 
regulatory environment does not support this th inking creates an 
even greater red flag for the rating agencies.

Everything that I have said here and attributed to S & P  is echoed by 
Fitch Ratings, another leading independent provider o f credit 
ratings. F ilch  also took ratings action with respect to Chugach in
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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 o f 
capital. Nationally, the regulatory environment has been cited as a 
constraint to financial flex ib ility:

C O N C LU S IO N S

Regulatory oversight is viewed as a constraint to financial 
f le x ib ility  and tim ely responsiveness in what has become an 
evolving, dynamic energy marketplace.

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

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

A  credit rating below A - w ill cost ratepayers 
substantially more.

B y  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 o f  whom have a direct vested interest in the 
financial stability and strength o f the utility.

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

3
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Subjecting the new Ra ilbe lt J A A  to state regulatory oversight w ill 
cost electricity consumers in the Ra ilbe lt in the form o f  higher 
energy bills.

4



m A  A l a s k a  S t a t e  L e g i s l a t u r e

HOUSE OF REPRESENTATIVES

O f f i c i a l  B u s i n e s s  S t a t e  C a p i t o l

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 a reputation 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 

Rep. Beverly Masek 

Rep. Vic Kohring 

Rep. Bill Stoltze 

Rep. John Harris

Q rfM —



State Capitol, Room 416 
Juneau, Alaska 99801-1182 
(907) 465-4930 Tel 
(907) 465-3834 Fax

SESSION INTERIM 
716 W. Fourth Avc. 

Anchorage, Alaska 99501-2133
Te! (907) 269-0174 
Fax (907) 269-0177

April 13th 2004

To: Chair W illiam s Chair Harris

CC: V ice-Chair M eyer Representative Chenault
Representative Fate 
Representative Hawker 
Representative Croft

Representative Foster 
Representative Stoltze 
Representative M oses

Representative Joule 

From: Representative Heinze

Re: Legislative Legal M emo regarding the R C A ’s authority under CSHB
453 (L&C).

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

M EA  had asserted that Chugach/M L&P/Golden Valley could shift their 
generation and transmission assets to a JAA and then sell back to themselves 
at an inflated price w i t h o u t  r e g u l a t o r y  o v e r s i g h t ,  thus causing rates to go up 
w ithout an adequate check and balance. This assertion was presented in a 
letter from  Patton Boggs on behalf of MEA.

The Alaska State L egislature’s Legal Department categorically refutes 
M E A ’s argum ent (see attached memo) that the utilities could sell wholesale 
pow er effectively w i t h o u t  r e g u l a t o r y  o v e r s i g h t .

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

Web Site: www.ukrcpublicans.org/lttiiire/ • E-mail: Rcprescntatlvc_Clieryll_Hcin:e@lcgis.statc.ak.us

http://www.ukrcpublicans.org/lttiiire/
mailto:e@lcgis.statc.ak.us


SgSStQNState Capitol, Room 416 
Juneau, Alaska 99801-1182 
(907) 465-4930 Tel 
(907) 465-3834 Fax

INTER JM 
716 W. Fourth Ave. 

Anchorage, Alaska 99501-2133
Tel (907) 269-0174 
Fax (907) 269-0177

Fu rth e r, s in ce  m y  b ill w o u ld  lim it  the exem ption  fro m  re gu la tio n  to 
w h o le sa le  agreem ents betw een a J A A  and its m em bers, the R C A  w o u ld  
re ta in  the a utho rity  to regu la te  w ho lesa le  agreem ents betw een u tilities  
o u ts id e  the J A A .

C S H B  4 5 3  ( L & C )  p rov id e s a narrow  and needed exem ption  s im ila r to the 
o ne  p ro v id e d  to the fo u r-d a m  p o o l, w ith o u t m ateria lly  a ffe ctin g  the R C A ’s 
a b ility  to  regu late  rates in  A la sk a .

I f  y ou  have any fu rth er q ue stion s, please fee l free to co n ta ct m e at any tim e. 

T h a n k  you ,

R e p re se n ta tiv e  H e in ze

Web Site: www,nkrcpublleans.org/liehi:r/ • li-m.iil: Reprc»ent.itivc_Chcryll_Ucinic@lcgls,state.ak.us



L E G A L  S E R V I C E S

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329

M E M O R A N D U M  April 9, 2004

S U B J E C T : Param eters o f the exem ption from  R egulatory  C om m ission
o f  A laska oversight given to jo in t action agencies in 
CSHB 453(L& C ), (W ork O rder No. 23-LS1601\H )

T O : R epresentative Cheryll B oren H einze
Attn: M ike Paw low ski

F R O M : Barbara R. C raver
Legislative Counsel

In your A pril 2 com m unication, you have asked
1) "w ould the R C A  [Regulatory Com m ission o f A laska] have the authority to 

pierce the corporate veil in regulating the w holesale contracts betw een utilities as they are 
affected by the unregulated contracts conducted with a JA A  [joint action agency] 
exem pted  by CSH B 453 (L& C)?"; and

2) "under CSH B 453(L& C ), w ould the R C A  m aintain regulatory authority  over 
the u tilities as they ex ist outside o f the JA A ?"

Question 1
T ransm itted  w ith the tw o questions you have asked was a copy o f  K yle Parker's 
M arch 29 letter to the H ouse Finance Com m ittee co-chairs. M r. Parker voices objection 
to the bill because, from  his reading, it appears to allow utilities to transfer key assets to a 
jo in t action agency, "thus rem oving those assets, and all costs associated with the 
ow nership  and operation o f those assets, from  independent regulatory review  and 
oversight." H is explanation includes a hypothetical involving a pair o f  utilities, A and B, 
that jo in  together to create a jo in t action agency.

Let m e borrow  M r. Parker's hypothetical. Consider that U tility  A 1 and Utility B2 have 
en tered  into a w holesale pow er agreem ent. U tility B is a m em ber of B X JA A , a jo in t

1 U tility  A is a public  u tility  that sells electricity to consum ers. U tility  A is an electric 
cooperative organized  under AS 10.25. It buys pow er under an "all requirem ents 
contract" from  U tility  B, another electric cooperative organized under AS 10.25. The 
requirem ents con tract does not set the price of w holesale pow er, but provides a 
m ethodology to calculate the rate charged by B to A.

: U tility  B is a public utility that sells electricity to consum ers and also generates power 
which it sells w holesale to various o ther utilities. At the sam e tim e, u tility  B is a m em ber



action agency, and B X JA A  sells wholesale power back to U tility B . Under this 
hypothesis, may the R C A  examine B 's  power costs, including B 's  cost o f buying power 
from B X JA A , in order to determine whether the A-B contract rates are "just and 
reasonable" to protect A 's  retail customers?

RCA review o f wholesale power agreements. Under existing law, specifically 
A S  42.05.431(b), the wholesale power agreement between U tility A  and U tility B  is 
subject to advance approval o f the R C A . However, A S  42.05.431(c)(2), added by section 
1 o f C SH B  4 5 3 (L& C ), provides that the wholesale power agreement between Utility B  
and the joint action agency o f which it is a member, B X JA A , is "not subject to review or 
approval by the com m ission."3

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

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

. . .  A  municipality may covenant with bond purchasers regarding rates 
o f 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 o f the 
bonds. The financial covenants contained in mortgages and other debt 
instruments o f cooperative utilities organized under A S  10.25 are also 
valid and enforceable, and rates set by the commission must be adequate 
to meet those covenants.........................

Representative Cheryll Boren Heinze
April 9, 2004
Page 2

of B X JA A , a jo in t action agency formed under A S  42.45.300. The members o f this JA A  
are utility B  and utility X . This JA A  is composed o f public utilities owned by a political 
subdivision o f the state cooperatives organized under A S  10.25, or by a combination of 
the two.

3 The initial phrase o f A S  42.05.431(c) is "notwithstanding (b) o f this section," which 
means that the wholesale power agreement between B  and B X JA A  is not subject to R C A  
review and approval under (b).



(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 o f 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

Representative Cheryll Boren Heinze
April 9, 2004
Page 3

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 42.05.43l(c)(3.
5 AS 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...............

6 AS 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.



[power sales contract] costs . . .  in the rates7 charged by the utility." The operation of the 
exception is limited: only the Four Dam Pool8 wholesale 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, I 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). I 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

Representative Cheryll Boren Heinze
April 9, 2004
Page 4

7 The 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." I am assuming that AS 42.05.431(e) thus refers to 
wholesale rates as well as retail tariffs, as the term "tariff," also defined s.v (7) of that 
section, refers specifically to compensation for service to the public.

8 The Four Dam Pool is the joint action agency formed under AS 42.05.310.



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:lmb:mdr
04-101.1mb

Representative Cheryll Boren Heinze
April 9, 2004
Page 5
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1 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)
P ag e  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."1 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 comment.3 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

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

2The 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)
P ag e  2 of 18
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1 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)
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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 Pool.6 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)
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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.8

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.

9Modeling 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.

11Executive 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.
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1 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

utility restructuring 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)
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1 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:

1<1The 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.

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

16Aurora Energy, LLC (Aurora), located in Fairbanks, is the lone exception. 
Aurora supplies a very small fraction of overall Railbelt supply.

17lt 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.
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1 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. § 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).

19See The Black and Veatch "Power Pooling / Central Dispatch Planning 
Study," October 1998, Docket U-97-140.
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1 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

20Aurora Energy, LLC, operates a 27-mw coal fired power plant in Fairbanks, 
Alaska.
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1 • 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 market.22 The

21Our 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.

22The 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.
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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 

liquid 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.

23The Study, p. 11.3.

2ASee Tables 9 and 10 of the Study, p. 11.11.

25British Thermal Unit.

26The Study, p. 2.6.

27The Study, p. 2.5.
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1

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.

B usiness S tructure C onversions
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1 The skeleton presentation offered to us raises more questions than it 

answers.28 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)
P ag e  16 of 18



JS g  ss
<8co 'f

c m 05 P  
.2 S ra g
a) c jc Si, 0) 0) (/)~  > ro >-

l ^ - E

>»UJ Q (£) 
*r ^  r- I
I  s | s  
| 5 < "0)t-
0) o  o  CC I'' 05,

1

2

3

4

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

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.
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Fitch Downgrades Chugach Elec Assoc Bonds to 'A-1; Stable Outlook
1 2  D e c  2 0 0 3  4 :2 3  P M  (E S T )

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 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 1.1 Ox 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 ‘o 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 
1.1 Ox, 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 a result, 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.
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Summary: Chugach Elec Assoc, AK; Utility, Wholesale Electric
Publication date: 08-Aug-2003
« . . . .  , Leo Carrillo, San Francisco (1)415-371-5077; Swami Venkataraman, San Francisco (1) 415-371-
Credit Analyst: 5071

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.

Ci edit 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=&oi *pulT>pc... 2/20/2004
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Chugach ha1. 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 refjnd 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.

■  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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ST A N D A R D R A T I  N G S D I R E C T

S P O O R ’S

R e s e a r c h :
Return to Regular Format

Chugach Electric Association, AK Underlying Rating Placed on 
Watch Negative
Publication date: 28-Feb-2003

Leo Carrillo, San Francisco (1)415-371-5077; Kathryn Mock Masterson, San Francisco (1)415- 
e rean  A na iys i. 37^5999

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 www.standardandpoors._om; 
under Fixed Income in the left navigation bar, select Credit Ratings 
Actions.

Copyright <& 1994-2004 Standard & Poor's, a division of The McGraw-Hill Companies. 1--------------------------------------------------
All Rights Reserved. Privacy Policy 1  J3ara5«toi-'. 
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STANDARD R A T I N G S D I R E C T
& PO O R’S

R e s e a r c h :
Chugach Electric Association, Alaska; Utility, Wholesale Electric
P u b lic a tio n  date: 24-Jan-2002
„  ... A . . Christopher C Loop, CFA, San Francisco (1)415-371-5003; Swami Venkatariim an, San Francisco
c re d it A nalyst. 415-371-5071

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 util 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.

■ 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 pi ices 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 o. service over a wider base.

Standard & Poor’s notes that should MEA not rent <ts 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 >ct 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.

■ 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% t j 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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