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HOUSE BILL NO. 39
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-EIGHTH LEGISLATURE - FIRST SESSION
BY REPRESENTATIVE EDGMON

Introduced: 1/7/13
Referred: Prefded

A BILL
FOR AN ACT ENTITLED

"An Act relating to the power cost equalization program.™
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 42.45.110(b) is amended to read:
(b) An eligible electric utility is entitled to receive power cost equalization
(1) for sales of power to local community facilities, calculated in the
aggregate for each community served by the electric utility, for actual consumption of
not more than 70 kilowatt-hours a month for each resident of the community; the
number of community residents shall be determined annually by the latest figures of
the United States Bureau ofthe Census or other population data that the Department of
Commerce, Community, and Economic Development determines is reliable; and
(2) for actual consumption of not more than 600 [500] kilowatt-hours a
month sold to each [RESIDENTIAL] customer in all classes served by the electric
utility except
(A) customers of the utility covered under (11 of this

subsection;
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(Bl customers that are state or federal offices or state or
federal facilities; and
(Cl nonresidential customers of the utility that consume

more than 2,400 kilowatt-hours a month.

*Sec. 2. AS 42.45.110(d) is amended to read:

HB 39

(d) An electric utility whose customers receive power cost equalization under
AS 42.45.100 - 42.45.150 shall set out in its tariff the rates without the power cost
equalization and the amount of power cost equalization for each [PER] kilowatt-hour
sold. The rate charged to the customer shall be the difference between the two
amounts. Power cost equalization paid under AS 42.45.100 - 42.45.150 shall be used
to reduce the cost of all power sold to local community facilities, in the aggregate, to
the extent of 70 kilowatt-hours a [PER] month for each [PER] resident of the
community, and to reduce the cost of the first 600 [500] kilowatt-hours for each [PER
RESIDENTIAL] customer a month for all other classes served by the electric
utility except state and federal offices and state and federal facilities and
nonresidential customers of the utility that consume more than 2,400 kilowatt-
hours a [PER] month.

- HBO0039%a
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Sponsor Statement

HB 39
Power Cost Equalization

HB 39 proposes to restore certain components of the Power Cost Equalization (PCE)
program that existed prior to 1999. It would raise the consumption cap on residential
power covered by the program from 500 kWh to 600 kWh per month, and it would
include small-business rate payers inthe pool of entities eligible for PCE, also at a cap of
600 kWh per month. These small commercial customers are clearly defined as only those
who presently consume no more than 2,400 kWh per month. Presently, such businesses—
which are important contributors to bush economies— are not eligible to receive PCE
benefits.

HB 39 addresses the near-term survival of our rural communities. In recent years, the state
of Alaska has created and supported energy programs that in time will significantly
improve the long-term sustainability of our remote towns and villages. The legislation you
have before you is an important interim measure to stabilize those same communities while
permanent solutions are established.

Throughout the year, rural residents strive to conserve power and remain below the
present 500 kWh ceiling. Infact, on average PCE-eligible customers consume less than
400 kWh per month— more than 40 percent less electricity than the average urban
Alaskan consumer. Researchers have described rural electricity consumption as survival-
level— scarcely sufficient to power what in urban areas would be regarded as the most
basic household functions. In winter, it is particularly difficult to maintain such
extraordinary levels of conservation.

HB 39 seeks to extend a lifeline to rural Alaskans during the harsh winter months. At the
same time, it will support small business owners, strengthening their viability as local job
creators and enabling them to make goods and services more affordable in remote

communities.

Iwould be grateful for your support for this bill.

Prepared by the Office of Rep. Edgmon



Legislative Research Report

December 16, 1999 Report Number 00.022

Power Cost Equalization, 1981-1999

Prepared By Kevin O’Sullivan, Legislative Analyst

You requested an update of Legislative Research Report 95.159, a legislative history of the
Power Cost Equalization Program (PCE). As enacted in 1981, the program was designed to
reduce the electric rates paid by rural consumers to levels comparable to those paid by
consumers in Anchorage, Fairbanks, and Juneau. The program also makes grants to eligible
utilities to improve the performance of the utility. Operating under four different names over the
past twenty years, the program has evolved in various ways. Because 95.159 provided a
detailed history for the years 1981-1995, we focus in this report on developments from 1995 to
the present.1

Significant Changes Since 1995

An amendment to AS.42.45.110 effective July, 1999, increased the entry rate from 9.5 cents/kwh
to 12 cents/kwh and decreased the consumption cap for residential customers from 700
kwh/month to 500 kwh/month. As a result, the subsides paid to rural utilities will decline. A
second significant change removed commercial customers and public schools from the energy
subsidy program.2 Especially affected by this change are rural school districts who must now
absorb the cost of lost PCE credits out of their operating budgets, while still meeting the
requirements of AS 14.17.520 to spend at least 70 percent of their operating budget on
instructional functions.3

During the past five years, the Legislature appropriated approximately $17 million annually to the
Power Cost Equalization and Rural Electric Capitalization (PCE-REC)4 This is in keeping with the
Legislature’s intent to flat-fund the power cost equalization program at a minimum of $17 million

1For a detailed history of these four prograrrs between 1981-1995, see Legislative Research Report 95.159.
2Sec. 58ch 93 SLA 1990

3For more informetion, see Legislative Research Report 99.086, “Use of the PCE Program by School Districts.”
4 Statistical Report of the Power Cost Equalization Program, Division of Energy for fiscal years 1996-199.
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annually through the year 2013.5 Bert Tarrant, PCE program coordinator for the Division of Energy,
reports that PCE program costs without commercial customers and schools are approximately $15.7
million. If appropriations are insufficient for payment in full to program participants, statutes direct the
Department of Community and Economic Development (DCED) to divide these appropriations on a pro
rata basis among the utilities.6

The following tables summarizes the main differences in the programs over the years.

Changes in PCE Program Requirements

FY 94-FY 98  FY 99-Present

Power Cost Power Cost

Equalization Equalization
and Rural and Rural

FY 81 FY 82-FY85 FY 85-FY94
Power Production  Power Cost Power Cost
Cost Assistance  Assistance Equalization

Electric Electric
Program Program Program Capitalization ~ Capitalization
Fund Fund
Entry Rate 1 7.65 cents/kwh 12 cents/kwh 85 cents/kwh 95 cents/kwh 12 cents/kwh

Ceiling Rate 2 40.0 cents/kwh 450 cents/kwh 525 cents/kwh 52,5 cents/kwh 52,5 cents/kwh

Percentage of Eligible
Costs Reimbursed & percent Hpercent  Hpercent %5 percent 95 percent

Eligible Costs in Excess
of the Ceiling Rate Paid Yes No No No No

Consumption Cap for

Residential and
Commercial None 600 kwh/month 750 kwh/month 700 kwh/month 500 kwh/month
Customers3
Consumption Cap for None 55 kwhmorth 70 kwhv/morth - 70 kwh/nonth - 70 kwh/month
Community Facilities per resident per resident per resident per resident
NOTES:
1 Entry Rate: A rural utility is reimbursed a percentage of its costs when those costs exceed the mininum
amount per kilowatt hour.

2. Ceiling Rate: A rural utility is reimbursed a percentage of its costs when those costs are below this
maximum but above the entry rate.

3. Customer eligihility is defined in statute and based on actual power use. State and federal offices and facilities
are excluded from PCE. Recent changes to AS 42.45.110 made commercial customers and public schools
ineligible for PCE credits. Residential customers are now eligible for PCE credit up to 500 kwh/month, while
community facilities, as a group, continue to receive PCE credit for up to 70 kwh/month multiplied by the number
of residents in the community.

SOURCES: Department of Community and Economic Development, Division of Energy (Bert Tarrant), personal
communications, December 1999; Sec. 5-8 ch 93 SLA 1999; Legislative Research Report 95.159.

I hope you find this information useful. Please do not hesitate to contact us ifyou have questions
or need additional information.

SChapter 18, SLA 1993,

6Chapter 58, SLA 1999 transferred responsibility for administering the PCE-REC program to the Departrment of
Community and Economic Development, Division of Energy, fallowing the dissolution of the Departrrent of Community
and Regional Affairs. PCE pro rata reduction is required by AS 42.45.110 ().

Legislative Research Report 00.022 December 16,1999-P age 2
PCE 1981-199



Legislative Research Report

September 19, 2005 Report Number 06.016

Power Cost Equalization Program

By Kathleen L. Wakefield,Legislative Analyst

You asked that we update Legislative Research Report 00.022, Power Cost Equalization, 1981-
1999, which was itself an update of an even earlier report (95.159, Legislative History of the
Power Cost Equalization Program).

As you know, legislators established a rural electrical rate subsidy program in 1980 called the
Power Production Cost Assistance (PPCA) program (now known as PCE, or the Power Cost
Equalization program). The program was created to provide subsidies to utilities to reduce the
electrical rates paid by rural residents to levels comparable to rates in Anchorage, Fairbanks, and
Juneau. The Regulatory Commission of Alaska (RCA) determines the equalization rate for each
utility, using fuel expenses (including transportation) and non-fuel expenses such as salaries,
insurance, taxes, and other “reasonable costs.”l Eligible utilities then submit monthly reports to
the Alaska Energy Authority (AEA), documenting the amount of power sold.2 AEA then
calculates the amount of equalization assistance due and reimburses each utility for the subsidy
the company has already provided to its customers. AEA also determines the eligibility of
customers and community facilities.3

1*Highlights of the Power Cost Equilization Program,” Statistical Report of the Power Cost Equalization Program,
Fiscal Year 2004, Decermber 2004, p. 3

2AS 42.45.115 excludes any electrical utility “‘iwhose primary source of power for sale to customers is one or more of
the power projects that were part of the former initid project”fromthe PCE program The “former initidl project” refers to
the Four Dam Poal hydroelectric facilities (Tyee Lake, Swan Lake, Solomon Gulch, and Terror Lake).

3For exanple, 3AAC 107.270 defines ‘tustomers”as including “an eligible electric utility’s residential custormer of
energy for a single-family or multi-farrily dwelling, or residential housing unit™ Inaddition, 3 AAC 107.260 reguires thet
customers make “timely payments”to the electrical utility. “Community facilities” indude water and sewer facilities, public
outdoor lighting, and other conmrunity buildings apen to the public. AS 42.45.150(1).

O
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Over the years, legislators have made a number of modifications to the program, while
maintaining the initial intent of reducing rural electrical costs. The following information shows the
evolution of the program:

¢ FY81: Legislators established the Power Production Cost Assistance
Program under the Alaska Power Authority.4 The program reimbursed
utilities for a percentage of eligible power costs that exceeded the “entry
rate™—85 percent of eligible costs in excess of 7.65 cents per kwWh. The
“ceiling rate,” or maximum rate, was 40 cents per kWh—PPCA reimbursed
utilities for 100 percent of costs that exceeded the maximum rate. Eligible
costs included only production and transmission costs.

¢ FY82: The program’s name was changed to the Power Cost Assistance
Program. The entry rate was increased to 12 cents per kWh, and the ceiling
rate was increased to 45 cents. Eligible costs were expanded to include
administrative and distribution costs. Utilities received reimbursement for 95
percent of eligible costs, but no reimbursement for costs in excess of the
ceiling rate. In addition, legislators imposed “consumption caps” of 600 kwh
per month for residential and commercial consumers, and 55 kWh per month
per resident for community facilities.

¢ FY85: The program’s name was changed again, to the Power Cost
Equalization Program (PCE). The entry rate was reduced to 8.5 cents per
kwh, and the ceiling rate increased to 52.5 cents. Utilities received
reimbursement for 95 percent of eligible costs, but no reimbursement for
costs in excess of the ceiling rate. Consumption caps were increased to 750
kWh per month for commercial and residential users, and to 70 kWh per
month per resident for community facilities.

¢ FY94: Legislators established the Power Cost Equalization and Rural
Electric Capitalization Fund (PEC-RECF).5 They capitalized the fund
through an appropriation from the Railbelt Energy Fund. In addition,
legislators stated their intent to continue to support rural electrical subsidies
by maintaining the fund at a minimum of $17 million dollars each year
through 2013.6

The legislation also transferred responsibility for all rural energy programs
from AEA to the newly created Division of Energy in the Department of
Community and Regional Affairs. AEA retained responsibility for the state’s
hydroelectric and intertie projects, under the auspices of the Alaska Industrial

4In FY91, the Alaska Power Authority became the Alaska Energy Authority.

5The fund allows AEA to award grants to eligible utilities for up to 75 percent of costs for small powner projects
designed to reduce the cost of providing electrical power. According to AS 42.45.180(b), total grants may not exceed
three percent of the available fund balance in any one year. I addition to the initial $67 rillion appropriation fromthe
Railbelt Energy Fund, further deposits to the fund include annual appropriations for electrical subsidies and grants,
appropriations fromthe National Petroleum Reserve-Alaska special reserve fund, appropriations fromthe Power Cost
%Lglzlzz{ag(l)go( Elt’)\)dw\nent Fund, interest, and “any gifts, bequests, contributions from other sources, and federal money.”

BSection 1(0), Ch. 18, SLA 1993,

Legislative Research Report06.016 September 19,2006—Page?2
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Development and Export Authority (AIDEA). The PCE entry rate was
increased to 9.5 cents per kWh, but the ceiling rate remained the same, as
did the percentage of reimbursement. Consumption caps were reduced to
700 kWh per month for residential and commercial users, and remained at
70 kwWh per month per resident for community facilities. The legislature,
however, eliminated the subsidies for federal and state government facilities.

¢ FY98: Governor Knowles established the PCE Blue Ribbon Committee to
“consider and recommend an overall policy on the future of PCE.”7 The
committee was composed of legislators, industry representatives, and one
public member. Among the committee’s recommendations were the
following items:

¢ The legislature should extend PCE or an alternative rate support
program into the future;

¢ Rate support should be available only for residential consumers and
for community facilities that are directly related to public health and
safety; and

¢ The legislature should establish a stable source of funding for the
program.8

¢ FY99: The entry rate for PCE was increased to 12 cents per kwWh, and the
consumption caps were reduced to 500 kWh per month for residential users.
The consumption cap for community facilities remained at 70 kwWh per month
per resident. Legislators abolished subsidies for commercial users and
schools. The legislature approved HB 40, which reorganized several state
departments, abolished the Department of Community and Regional Affairs,
and transferred the agency’s responsibilities to other departments.9 Rural
energy programs, including PCE, were transferred to AEA, with AIDEA
oversight. Former Division of Energy staff became AIDEA employees.

¢ FYO1l: |Legislators established the Power Cost Equalization Endowment
Fund (PCE-RECF) to support the PCE and Rural Electric Capitalization
Fund.10 The endowment fund consists of legislative appropriations and any
interest earned by the fund. Lawmakers appropriated $100 million from the
Constitutional Budget Reserve Fund as the initial capitalization for the fund.
The proceeds from the sale of the Four Dam Pool and the balance of the
Four Dam Pool Insurance Fund were deposited into the fund in 2002,
bringing the total deposits into the fund to approximately $192 million.

7“Introduction,” Power Cost Equalization: Report and Recommendations ofthe Governor's Blue Ribbon Conittee,
February 1, 1999, p. 1

8'Summary of Recommendations,”p. 3
9Ch. 58, SLA 1999,
DAS 42.45.070 and 42.45.085.

LegislativeResearch Report(06.016 September 19,2005—Page 3
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The legislature has continued to appropriate funds to the PCE-RECF for the operation of the PCE

program. The FY06 appropriation is $18.7 million.

Table 1 shows the changes in program provisions over the past 25 years.

Table 1. Changes in PCE Program Requirements, FY81-FY05

FY8l
Power FY82-FY85 FY85-FY94 FY94-FY98 FY99-Present
Program Production Power Cost Power Cost Power Cost Power Cost
Requirements Cost Assistance Equalization Equalization Equalization
Assistance Program Program Program Program
Program

Entry Rate 1

Ceiling Rate 2

Percentage of
Eligible Costs

7.65 cents/kWh

40.0 cents/kWh

85 percent

12 cents/kWh

45.0 cents/kWh

95 percent

8.5 cents/kWh

52.5 cents/kWh

95 percent

9.5 cents/kWh

52.5 cents/kWh

95 percent

12 cents/kWh

52.5 cents/lkWh

95 percent

Reimbursed

Eligible Costs in
Excess of the Yes No No No No
Ceiling Rate Paid

Consumption Cap
for Residential and

. None 600 kWh/month 750 kWh/month 700 kWh/month 500 kWh/month
Commercial
Customers3
Consumption Cap
. 55 kWh/month 70 kWh/month 70 kWh/month 70 kWh/month
for Community None . . . .
. per resident per resident per resident per resident
Facilities
NOTES:

1 Entry Rate:A rural utility is reimbursed a percentage of its costs when those costs exceed the minimum amount
per kilowatt hour.

2. ()ailing Rate: This is the maximum amount for eligible costs-under the current program, a rural utility receives no
reimbursement for costs in excess of this figure.

3. In FY94, the legislature elimiated subsidies for federal and state government facilities. In FY99, the legislature
eliminated subsidies for schools and commercial users.

SOURCES: AS 42.45.100-190; Alaska Energy Authority; Legislative Research Reports 95.159 and 00.022.

Over the life of the program, the state has spent $378 million for power cost equalization (this
figure does not include the FY06 appropriation of $18.7 million, nor does it include power project
grants from the PEC-REC fund). Table 2 shows the amount spent or appropriated for PCE by
fiscal year.

Legislative Research Report06.016 September 19,2005—Page4
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Table 2: Power Cost Equalization Program Expenditures, FY1981-2006

Fiscal Year Amountl Fiscal Year Amount
1981 $2,658.6 1994 $17,679.9
1982 $9,300.0 1995 $18,620.5
1983 $8,300.0 1996 $19,329.7
1984 $8,298.2 1997 $17,967.9
1985* $14,128.2 1998 $18,664.2
1986 $17,532.0 1999 $18,050.0
1987 $13,787.5 2000 $14,562.2
1988 $15,000.0 2001 $16,091.6
1989 $16,823.6 2002 $15,619.7
1990 $19,715.5 2003 $15,700.0
1991 $16,747.1 2004 $15,700.0
1992 $15,029.6 2005 $15,700.0
1993 $17,533.0 2006 $18,700.0

Total PCE 1981-2006 $397,239.0

Notes: 1 Amounts for FY1981-2005 are actual expenditures. Amounts for FY1981-1984 include
administrative costs FY2006 is the authorized budget amount.

*The large increase in program expenditures in FY85 was due to a reduction in the entry rate and
}ncrleases in the consumption caps for residential and commercial consumers, and community
acilities.

Sources: Legislative Finance Division, Historical Budgets online and Operating Budget Books
("shortforms").

| hope you find this information to be useful. Please do not hesitate to contact us if you have
questions or need additional information.
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Article 02. POWER COST EQUALIZATION ENDOWMENT FUND

Sec. 42.45.070. Power cost equalization endowment fund established.

(@) The power cost equalization endowment fund is established as a separate fund of the
authority. The fund consists of

(1) legislative appropriations to the fund that are not designated for annual expenditure for the
purpose of power cost equalization;

(2) accumulated earnings of the fund;

(3) gifts, bequests, contributions of money and other assets, and federal money given to the
fund that are not designated for annual expenditure for power cost equalization; and

(4) [Repealed, Sec. 13 ch 60 SLA 2000],
(b) Nothing in this section creates a dedicated fund.

(c) [Repealed, Sec. 13 ch 60 SLA 2000].

Sec. 42.45.080. Powers and duties of the commissioner of revenue.

(@) The commissioner of revenue is the fiduciary of the fund. In managing the fund, the
commissioner shall

(1) have the same powers and duties as are provided in AS 37.10.071; and

(2) invest the fund in a manner likely to achieve at least a seven percent nominal return over
time.

(b) In managing the fund, the commissioner shall

(1) consider the status of the fund's capital and the income generated on both current and
probable future bases;

(2) determine the appropriate investment objectives;
(3) establish investment policies to achieve the objectives; and
(4) act only in regard to the best financial interests of the fund.

(c) On July 1 of each year, the commissioner shall determine the monthly average market value
of the fund for the previous three fiscal years.



Sec. 42.45.085. Use of the power cost equalization endowment fund.

(a) Seven percent of the amount determined by the commissioner of revenue on July 1 of each
year under AS 42.45.080(c) may be appropriated for the fiscal year beginning the following July 1 for the
following purposes:

(1) funding the power cost equalization and rural electric capitalization fund (AS 42.45.100);

(2) reimbursement to the Department of Revenue for the costs of establishing and managing
the fund; and

(3) reimbursement of other costs of administration of the fund.

(b) Nothing in this section creates a dedicated fund.

Sec. 42.45.099. Definition.

In AS 42.45.070 - 42.45.099, "fund" means the power cost equalization endowment fund established in
AS 42.45.070.



Real and

Projected

PCE Endowment

Balances

Fund

and Appropriations

Actual 3-Year Average Monthly Values for PCE Endowment Fund,

Calculated on July 1st Each Year

FYO8 through
FY10

$357,354,639.15

7% of the Value—Used
for Statutorily Allowed
Appropriation for FY12
$25,014,825

The level of
appropriation if only 5%
of value were used.

$17,867,732

FYQ9 through
Fyll

$340,796,667.84

7% of the Value—Used
for Statutorily Allowed
Appropriation for FY13
$23,855,767
The level of

appropriation if only 5%

of value were used.
$17,039,833

FY10through
FY12

$472,728,791.28

7% of the Value—Used
for Statutorily Allowed
Appropriation for FY14

$33,091,015
The level of

appropriation if only 5%

of value were used.
$23,636,440

Estimated 3-Year Average Monthly Values for PCE Endowment Fund,

Calculated on July 1st Each Year

FY1llthrough
FY13

$624,734,072.98
7% of the Value—Used
for Statutorily Allowed
Appropriation for FY15
$43,731,385

The level of
appropriation if only
5% of value were used.
$31,260,018

FY12through
FY14

$774,204,232 .45
7% of the Value—Used
for Statutorily Allowed
Appropriation for FY16

$54,194,296

The level of
appropriation if only
5% of value were used.
$38,932,248

Source: Alaska Department of Revenue.

FY13through
FY15

$796,876,704.12
7% of the Value—Used
for Statutorily Allowed
Appropriation for FY17

$55,781,369

The level of
appropriation if only
5% of value were used.
$40,519,416

FY14through
FY16

$302,863,170.32
7% of the Value—Used
for Statutorily Allowed
Appropriation for FY18

$56,200,422

The level of
appropriation if only 5%
of value were used.
$41,543,815
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Blue Ribbon Committee Power Cost Equalization

INTRODUCTION

The Power Cost Equalization program has paid a portion of the electrical bills of
rural consumers since 1985. During this period, the PCE budget has averaged
about $17.5 million per year. In 1993, the State legislature established a Power
Cost Equalization and Rural Electric Capitalization Fund (the “PCE Fund”) with
an appropriation of $66.9 million, and also enacted the following policy
statement:

Ch. 18, SLA 1993, Sec. 1. “FINDINGS AND INTENT, (a) The legislature
finds that adequate, reliable, electric service at affordable rates is a
necessary ingredient of a modern society and a prosperous developing
economy. The legislature further finds at :he current stage of social and
economic development in the state, direct participation by the state is
necessary to assist in the development of a regional electric transmission
infrastructure and to assist in holding rates in high cost service areas to
affordable levels.

(b) The legislature recognizes the high cost of electric power in
rural Alaska and intends that funding for power cost equalization from the
general fund and from the power cost equalization and rural electric
capitalization fund remain at a minimum of $17,000,000 annually through
the year 2013. The legislature further intends that this long-term
commitment to the power cost equalization program will permit and
encourage the electric utility industry and its lenders to develop the plans,
make the investments, and take other actions that are necessary or
prudent to meet the utility needs of residents in rural Alaska."

Over the last several years, PCE outlays have been drawn exclusively from the
PCE Fund, which will be nearly exhausted by the end of FY99. For PCE to
continue beyond FY99, a renewed commitment will be needed by the 1999
legislature and by the Governor.

In anticipation of this pivotal legislative session, the Governor convened a Blue
Ribbon Committee to consider and recommend an overall policy on the future of
PCE as well as specific proposals to implement that policy. The Committee
membership was designed to reflect a variety of institutional perspectives by
including members from the legislature, the public utilities commission, the
Anchorage chamber of commerce, rural consumers, rural utilities, and the
State’s industrial development agency. The Committee membership (in
alphabetical order) is as follows:



Blue Ribbon Committee Power Cost Equalization

Blue Ribbon Committee Membership

The Honorable Al Adams
Alaska State Senator

Mr. Robert Beans, Chairman
Alaska Village Electric Cooperative, Inc.

Mr. Sam Cotten, Chairman
Alaska Public Utilities Commission

Mr. Joe Griffith, Chairman
Anchorage Chamber of Commerce

Ms. Nancy James
Consumer representative from Ft. Yukon

Mr. Robert Martin Jr., (former) General Manager
Tlingit & Haida Regional Electrical Authority

The Honorable Drue Pearce
Alaska State Senator

Mr. Walter Sapp, representative
Four Dam Pool Project Management Committee

Mr. Randy Simmons, Executive Director
Alaska Industrial Development and Export Authority

Mr. Dewey Skan, President
Rural Alaska Community Action Program, Inc.

Mr. Eric Yould, Executive Director
Alaska Rural Electric Cooperative Association, Inc.

Beginning in January 1998, the Committee reviewed the history, structure, and
impact of PCE, the organizational and cost structure of rural electric utilities, and
proposals that have been made to reduce rural power costs. The Committee
then returned to the task of developing policy and program recommendations
with respect to the PCE program.



Blue Ribbon Committee Power Cost Equalization

SUMMARY OF RECOMMENDATIONS

The Committee has adopted the following recommendations:

1. PCE or an alternative rate support program for high cost service areas
should be extended into the future.

2. Such rate support should be available only for:

A. A "lifeline" supply of electric power for residential consumers. A
lifeline supply is defined as one-hah of the statewide average
consumption per household each month. While this amount varies
over the course of a year, the average monthly lifeline supply would
be approximately 350 kWh.

B. Electric power for community facilities that are directly related to
public health and safety.

3. A stable source of funding for PCE or an alternative rate support program
should be established with the following major components:

A. 60% of the annual debt service paid to the State by the Four Dam
Pool - this would include the 40% now allocated to PCE plus the
20% now allocated to the Power Project Fund loan program.

B. $20 million appropriated by the 1993 legislature as a loan for the
Swan/Tyee intertie, based on a proposal from Ketchikan Public
Utilities to forego the loan in exchange for State bonding of
Swan/Tyee intertie costs.

C. Proceeds of a universal service fund to be created from a
surcharge on all electricity sold statewide by public utilities.

4. A statewide organization or agency should be designated to establish
standards for rural electric utilities with respect to financial management,
physical plant, and system operations. No rural electric utility should
continue to receive rate support or capital project grants from the State
unless itis in compliance with these standards, is making clear and
continuing progress in attaining compliance, or has entered into an
agreement with an existing utility or utility organization whose operation is
consistent with the standards.
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All Committee members recognize the challenge in gaining a consensus on
future program funding as well as the amount of future benefits. For this reason,
several options are presented in this report for consideration by the Governor
and the legislature:

OPTION 1: Universal service fund.

I A. A lifeline supply of power is made available at 150%
of the statewide average residential rate. (The 150%
level is estimated at 17.0 cents per kWh.)

I B. Same as 1A except the lifeline rate is set at 100% of
the statewide average residential rate. (The 100%
level is estimated at 11.3 cents per kWh.)

OPTION 2: General Fund endowment / extend modified PCE through 2013.

OPTION 3: Declining general fund appropriations / extend modified PCE
through 2010.

OPTION 4: Further explore the potential for federal funding of PCE or an
alternative rate support program.

The potential funding options were debated at length by the Committee and
ultimately put to a vote. Included in Attachment 1 are the questions included on
the Committee ballot and the ballot results. Key results are as follows:

A majority of Committee members recommend the creation of a universal
service fund to provide limited rate relief in high cost service areas.

Of the 7 members favoring a universal service fund, a majority would set
the lifeline rate at 150% of the statewide average residential rate.

Each of the options listed above is believed by a majority of the Committee
members to be worthy of further consideration by the Governor and
legislature.
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DISCUSSION OF RECOMMENDATIONS

Recommendation #1 - PCE or an alternative rate support program for high cost
service areas should be extended into the future.

A. Economic growth and development in rural Alaska.

For many years and in many different ways, both the State and federal
government have consistently carried out a policy of helping to build up
and improve the basic infrastructure of Alaska’s rural villages. Examples
of this commitment include continuing investments in local schools, water
and sanitation facilities, housing, airports, harbors, roads, health care,
bulk fuel storage, communications, and a host of other public facilities.
These financial commitments make sense only on the belief that rural
communities will be economically viable and self-sustaining in the future.
This has been the basis of State and federal policy with respect to rural
Alaska for many years. To abandon PCE at this stage of development in
rural Alaska would be contrary to the long-standing State and federal
policy of helping rural Alaska during its difficult transition to a modern, self-
sustaining economy.

B. Affordable power is a necessity.

The Committee believes that electric power is a necessity which should
be available and reasonably affordable to everyone living in an
established community. For example, new housing units financed by the
federal Department of Housing and Urban Development (HUD), which are
increasingly common throughout rural Alaska, are essentially
uninhabitable without electric power to keep pipes from freezing, to run
fans and pumps for space heat, and to operate other housing essentials
such as refrigerators, freezers, and lights. In addition, new public
infrastructure projects financed by State and federal governments are
equally dependent on electric power - pumps for water and sewer
facilities, pumps for fuel transfers and dispensing, or heating and lighting
systems for local schools. Very little of this makes sense if electric power
is not available and affordable throughout the expected life of these
facilities.

But in most of rural Alaska, electricity is not reasonably affordable
because the cost of service is high while average cash incomes are low.
There are three approaches the State can take to help make rural power
more affordable:
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1. Increase personal income through economic development or
increased transfer payments. The Committee assumes, however,
that a major advance in economic development on a broad scale is
not something that the State can quickly bring about and that
significant increases in transfer payments are not likely to occur.

2. Reduce rates directly through PCE or an alternative rate support
program.
3. Reduce the actual cost of generating and distributing power.

Among the possible cost reduction strategies are the following:

a. Utility mergers to create economies of scale.
b. Consolidated fuel purchasing to reduce fuel costs.
C. Increase the efficiency of diesel generators.

d. Upgrade distribution systems to reduce line losses.
e. Replace diesel with alternative energy where warranted.

f. End use conservation.

A working paper prepared for the Panel entitled "Options for
Reducing Rural Power Costs" is included as Attachment 2. A
number of these options continue to hold promise for long-term
reduction in power costs, and the Committee believes that
aggressive efforts to pursue them should accompany any
extension of a rate support program.

The Committee is also aware, however, that none of these cost

reduction strategies are new and that all have practical limitations.
For example:

Utility mergers. The data suggest that electricity rates for a
single-village utility are likely to go up initially rather than
down if it merges with a multi-village system, despite the
benefit of administrative economies of scale. This is
because the multi-village utility is more likely to budget for
such fundamentals as plant depreciation, preventive
maintenance, and insurance. In addition, the multi-village
utility is more likely to finance needed investments in
physical plant, and to recover the associated debt service in
its rates, while the single-village utility is more likely to obtain



Blue Ribbon Committee Power Cost Equalization

government grants when equipment replacement can no
longer be postponed.

Consolidated fuel purchasing. If this were to reduce
delivered fuel costs for a given utility by 25 cents per gallon
- a generous assumption on fuel cost savings - and if the
diesel generating efficiency for the utility were 12 kWh per
gallon - roughly the average for all PCE utilities - then the
reduction in the cost of power would be about 2 cents per
kWh. While certainly valuable, savings of this magnitude
would have a relatively small impact on the power cost
differential between urban and rural Alaska.

Alternative energy. While established alternatives such as
small hydro should be pursued where favorable prospects
exist, and while developing technologies such as wind and
fuel cells should be further tested and improved, there is
little evidence that these alternatives will reduce power costs
in the near future on an unsubsidized basis. In those limited
cases where alternative energy projects can result in lower
rates, the reason can most often be traced to the use of
government grants or other favorable project financing.

The Committee concludes that there is no utility cost reduction program
that can begin to provide the near-term impact that PCE has on utility
rates. For power to be widely affordable in rural Alaska within the
foreseeable future, there is no practical alternative to direct rate reduction
through PCE or an alternative rate support program.

C. Eliminating PCE would create financial hardship.

There is an additional reason for the Committee's basic recommendation
eliminating PCE would create financial hardship for many rural families. If
further budget reductions are needed to match sustainable revenues, the
State should avoid targeting the population that, overall, is least able to
afford it. At the present time, the average PCE benefit per residential
customer is about $550 per year.

The Committee retained Prof. Scott Goldsmith of ISER to examine the likely
impact on rural consumers, rural utilities, and village economies if PCE were
eliminated and no other program were established to take its place. The
Executive Summary of his report, “The Economic Significance of the Power Cost
Equalization Program,” is included in Attachment 3, and the full report is
available under separate cover. Key findings from the report are as follows:
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All but 8 of the 190 communities that receive PCE have populations below
1,000. The median population size is 264.

For the median (or "typical®) community, average household income is
$35,203 compared with $65,054 for non-PCE communities.

The cost of electricity in the typical PCE community is $.42 per kWh
compared with about $.10 per kWh in Anchorage. After accounting for
PCE assistance, residential customers in PCE communities still pay about
$.20 per kWh - roughly twice the Anchorage cost.

Average residential consumption in the typical PCE community is 3,921
kWh per year, or 51% of the Anchorage average.

Eliminating PCE would immediately result in higher electricity prices.
Higher prices would cause a reduction in electricity usage. Lower usage
would lead, in turn, to additional rate hikes as utilities try to cover fixed
costs with a smaller sales base.

For a representative village like Elim - population 281 - eliminating PCE
would be expected to have the following impacts:

I. The residential price of electricity would increase 190 percent -
from $.19 to $.55.

. Average residential consumption would fall by 38 percent - from
4,202 kWh per year to 2,608 kWh per year.

. The average monthly residential bill would increase by 80% - from
$66 to $119.

The financial viability of rural electric utilities without PCE depends on how
sensitive electricity sales are to price increases:

I. If doubling the price led to a 20% decrease in consumption, most
rural utilities are projected to survive although with much higher
prices and lower sales.

. If doubling the price led to a 30% decrease in consumption, utilities
in half the communities now served by PCE are projected to
become financially insolvent.
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Recommendation #2 - Limit rate support to “lifeline” residential usage equal to
one-haif of the statewide average consumption per household each month, and
to community facilities that are directly related to public health and safety.

The Committee recommends that future rate support be limited only to the most
essential uses of electric power. The reasons for this are both philosophical and
practical:

Although electric power is a necessity that should be affordable in every
established community, a key principle of economic efficiency and of utility
regulation is that prices should vary in proportion to actual costs.
Excessive rate support sends the wrong price signals to consumers and
reinforces dependence on continuing subsidy.

Limiting rate support to essential usage cuts a middle path between these
two objectives: power is available at a lower price for necessities but is
otherwise priced at its full cost. Because consumers will more often be
faced with full cost power at the margin of use, incentives will be
strengthened both for end-use conservation by consumers and for cost
reduction by utility management.

. In view of the expected decline in oil revenues, it will be increasingly
difficult to obtain rate support funding for discretionary electrical usage. It
is the Committee's judgment that continued funding for PCE or an
alternative rate support program will require that all such assistance be
focused on the most basic power requirements in high cost service areas.

Implementing this recommendation would require the following changes to the
existing PCE program:
Estimated
Annual Reduction
In PCE Requirement

Remove commercial customers from program eligibility. $2.6 million
Reduce the monthly cap for eligible usage from 700 kWh $3.7 million
to one-half of the statewide average consumption per

household each month.

Limit the definition of community facilities to those that $1.0 million
are directly related to public health and safety.

Total Estimated Reduction $7.3 million
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A. Remove commercial customers

PCE benefits are currently paid for residential customers, commercial
customers, and community facilities that are owned and operated by local
government. The Committee believes that residential customers and
community facilities should have priority:

i. Residential customers are the core of the program, representing
about 70% of all electrical consumption that is presently eligible for
PCE assistance. Affordable power for lights, heating systems, and
refrigeration in residential housing is the most basic need that the
program addresses.

. When costs such as the electrical bill go up, most commercial
customers can try to increase revenue by raising prices. However,
residential customers in rural villages do not have a comparable
method to raise household income. Local governments with no
taxing authority have some options to raise revenue by adjusting
prices and fees for local services, but still fall short of the revenue-
raising capability of commercial entities.

. Because schools are typically not owned and operated by the local
government, they are considered "commercial facilities" for
purposes of the PCE program and account for about 10% of the
PCE-eligible electrical consumption in the commercial category.
Like all such institutions, rural schools are always facing budget
limitations. But relative to other institutions in rural Alaska, schools
operate with relatively large budgets and have greater capability
than most to absorb an increase in electricity prices. Schools are
not heavily dependent on continuation of PCE benefits since PCE
now provides assistance for only the first 700 kWh per month,
which is much less than schools typically consume. On average,
school districts are presently entitled to approximately $100 per
month in PCE benefits per community.

iv. For other commercial customers, FY97 statistics indicate an
average PCE benefit of about $34 per month (or about $400 per
year). The Committee does not minimize the significance of this
benefit to many rural businesses but concludes that, overall,
commercial customers can tolerate a cut-off of PCE benefits with
less difficulty than either residential customers or local
governments.
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B. Reduce the monthly cap for residential customers from 700 kWh to one-
half of the statewide average consumption per household each month.
While this amount would vary each month, the average monthly limit over
the course of a year would be approximately 350 kWh.

Program statistics indicate that residential customers received PCE
assistance for an average of 340 kWh per month in FY96. This is about
half of the average monthly residential consumption in the southern
Railbelt region. The Committee believes that a major reduction in the
monthly cap for PCE eligibility is a key measure to ensure that PCE
benefits are paid only for a very basic levelof usage.

Although it is difficult to define where “necessary” power consumption
leaves off and "discretionary" begins, adopting this recommendation
would clearly address any concern that PCE is subsidizing discretionary
usage. The program would no longer purport to equalize power costs for
residential consumers in urban and rural Alaska - it would focus on
providing affordable power for a much lower level of consumption than is
typical in Anchorage, Fairbanks, and Juneau.

Included in Attachment 4 is recent monthly data on residential electricity
usage in southcentral Alaska. Based primarily on this data, the following
estimates are provided on the monthly kWh limits that would initially
define a lifeline supply of power under the Committee's proposal:

January 461 kWh
February 419
March 376
April 343
May 312
June 284
July 301
August 277
September 290
October 318
November 358
December 394

These limits average 344 kWh per month over the course of an entire
year. The Committee’s concept is intended to ensure that households
have access to a "lifeline” supply of affordable power - i.e. enough to run
essential lights, heating pumps, refrigeration, and other basic elements of
household maintenance. Attachment 5 shows how 326 kWh could be
used in a typical village home in an average month.
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Limit community facilities to public health and safety.

Only those community facilities that are directly related to health and
safety are proposed to remain eligible for rate subsidy, including water
and sewer projects, health clinics, public safety office, street lights, and
washeteria. Other community facilities such as community halls or
recreation halls would no longer be eligible. This measure is expected to
reduce rate support for community facilities by roughly 25% overall.

Recommendation #3 - Program funding from 60% of Four Dam Pool debt
service, $20 million Swan-Tvee intertie loan, and enactment of universal service

fund.

Rural electric utilities need financial stability before long-term planning and
investment can succeed on a broad scale. Financial stability will depend, in turn,
on a stable source of funding for an effective rate support program.

The Committee believes that continued reliance on State general fund
appropriations is inconsistent with this need for long-term financial stability. As a
result, the Committee’s recommended option is based on alternative sources of
revenue:

A.

60% of Annual Four Dam Pool Debt Service

The starting point is the revenue stream that has already been established
for the PCE program. The 1993 legislature enacted a revenue allocation
plan whereby the annual debt service paid to the State by the Four Dam
Pool is used as follows:

40% for PCE.

40% for the "Southeast Energy Fund,” the initial purpose of which
is to help fund the Tyee-Swan intertie,

20% for the "Power Project Fund," a loan fund administered by the
Division of Energy to help finance small power projects, bulk fuel
storage facilities, and potable water supply.

In a typical year and for the remaining term of the existing power sales
agreement, annual Four Dam Pool debt service is estimated at $11.0 -
$11.5 million. Of this amount, the existing 40% allocation would supply
roughly $4.4 million per year for PCE. Four Dam Pool debt service is
scheduled to be paid to the State annually through the year 2030.
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The Committee is aware of the vulnerability of these funds to the “self-
help” provision of the Four Dam Pool power sales agreement. That
provision allows the utilities to withhold debt service that would otherwise
be due the State if the funds are needed to repair certain project
deficiencies. Itis presently expected that $1.6 million will be withheld by
the utilities in FY2000 under this provision, and unknown additional
amounts could be withheld after that.

Despite the uncertainty in any given year created by the “self-help”
provision of the power sales agreement, Four Dam Pool debt service still
provides an important long-term source of recurring energy revenues.
The Committee proposes to re-allocate to PCE, or to an alternative rate
support program, the 20% share of these revenues that now goes to the
Power Project Fund loan program. This would add approximately $2.2
million per year to the revenue stream allocated to rate support, bringing
the total annual contribution from Four Dam Pool debt service to about
$6.6 million.

The Power Project Fund was converted to a revolving loan fund in 1993
legislation, with principal and interest payments from prior loans now
coming back to the Fund where they augment the balance available for
new loans. At present, these repayments are sufficient to meet the
demand for new loans. While loan demand may increase in the future,
the Committee believes that continuing rate support for essential needs
serves a more critical purpose.

B. $20 Million Swan-Tyee Intertie Loan

The 40% allocation of Four Dam Pool debt service to the Southeast
Energy Fund was enacted by the legislature in 1993 as part of an overall,
statewide "package” on energy projects, policies, and funding, and must
be understood in that context. The Committee does not recommend
altering this percentage - however, the Committee does recommend that
$20.0 million appropriated by the 1993 legislature as a 3% loan for the
Swan/Tyee intertie be re-appropriated to the PCE Fund. The City of
Ketchikan, which is the primary intertie proponent, has suggested that it is
willing to forgo the $20.0 million loan in exchange for State bonding of
Swan/Tyee intertie costs. Depending on the final project cost, most or all
of the debt service associated with such bonds would be paid from the
40% share of Four Dam Pool debt service allocated to the Southeast
Energy Fund.

13
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C. Universal Service Fund

The Committee recommends that the legislature enact a universal service
fund for electric utility service, similar to the universal service fund already
authorized for telephone service. Funding would be provided by a
monthly surcharge on all electric utility bills statewide. The proceeds of
the fund would be used solely to ensure that a lifeline supply of power will
be available in all established communities at a designated “lifeline rate.1
The Committee considered setting the lifeline rate at either 100% or 150%
of the statewide average residential rate. At 100%, a lifeline supply of
power would be made available at approximately 11.3 cents per kWh. At
150%, a lifeline supply would be made available at approximately 17.0
cents per kWh.

The financial implications of these alternatives are as follows:

At 150%, the estimated cost of the lifeline program is $14.7 million
per year. With 60% of Four Dam Pool debt service providing $6.6
million in program revenue during a typical year, the annual amount
needed from the universal service fund is estimated at $8.1 million.
Based on estimated electric utility sales of 5.0 billion kWh per year
statewide, the required surcharge would be about 0.16 cents per
kWh. This would cost an average residential customer in the
Railbelt about $14 per year.

The $14.7 million estimated program cost is comparable to the
estimated cost of PCE given the program changes recommended
above. The estimated PCE cost net of recommended changes is
as follows:

$23,000.0 Preliminary estimate - full funding of PCE in FY 2000

- 2,600.0 Remove commercial customers from eligibility.

- 3,700.0 Cut eligible kWh (residential) from 700 per month to
one-half the monthly statewide average.

- 1,000.0 Limit community facilities to public health and safety.
$15,700.0 FY 2000 PCE cost following proposed amendments.

Spreadsheets included in Attachment 6 show the estimated annual
payments to utilities under three scenarios:

14
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J- The “lifeline rate" program benchmarked at 17.0 cents per
kWh (i.e. 150% of the statewide average residential rate).

. The “lifeline rate” program benchmarked at 11.3 cents per
kWh (i.e. 100% of the statewide average residential rate).

i, The existing PCE program.

At the 17.0 cent per kWh benchmark, the lifeline rate program
would cost an estimated $14.7 million per year. A summary
spreadsheet of Option 1A (the "150% option") is included in
Attachment 7.

Only one additional community wou d be added to the program that
is not currently eligible for PCE - Glinnallen. A lower benchmark
rate would add more communities.

If the lifeline rate were set at 100% of the statewide average (11.3
cents rather than 17.0 cents), the in tial year program cost would be
approximatley $22.9 million, $16.3 million of which would come
from the universal service fund. This would require a surcharge of
about 0.32 cents per kWh on all electric utility bills statewide, and
would cost an average residential consumer in the Railbelt about
$27 per year.

The “100% option”would add several communities to the list of
those receiving benefits under the rate support program -
communities which are not presently eligible for PCE but whose
residential rates exceed 11.3 cents. One or more of these
communities could be relatively large and might therefore be
entitled to a relatively large payment for community facilities.
(Presently, the maximum kWhs eac.i month that can be claimed for
community facilities is equal to the community population times 70.)
If the 100% option were adopted, the Committee would
recommend limiting the community population to 1,000 for
purposes of this calculation based cn the premise that the local tax
base of larger communities can betier support the operating costs
of public facilities.

The concept of the 100% option more closely approximates the
original concept of the PCE program, which was to "equalize” rural
power costs with average rates in Anchorage, Fairbanks, and
Juneau. In actual practice, howeve', PCE has not equalized rates
- average rural rates for PCE-eligible usage are still about twice as
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high as urban rates. A summary spreadsheet of Option 1B (the
"100% option") is included in Attachment 8.

The Committee is aware of the natural resistance that will develop to any
proposal that will increase rates. However, there are many precedents for
cost pooling in which the benefits of lower cost enjoyed by some
consumers are shared to a limited extent with those whose cost of service
is higher. It occurs within any service territory that has standard rates and
occurs on a larger scale within such structures as the Four Dam Pool.

The Committee believes that the proposed level of surcharge, particularly
at the 150% level, is an acceptable amount to ensure that a lifeline supply
of power is available to all households and essential public facilities at a
reasonably affordable price.

Recommendation #4 - A statewide organization or agency should be designated
to establish rural utility operating standards. State support should be withheld
from rural utilities unless the standards are met or are in the process of being
met.

The Committee resolved that, in exchange for continuing public support of rural
electricity lifeline rates, effective measures must be taken to ensure that small,
single-village utilities are properly managed and that they become, as much as
possible, self-reliant. This will require a combination of operating standards,
assistance in meeting these standards, and enforcement of sanctions if utility
management does not make satisfactory progress. An enforceable commitment
to improved utility management must be part of any recommendation to continue
providing public financial support:

DISCUSSION OF ALTERNATIVE OPTIONS

As noted at the outset, the Committee believes that other options to fund PCE or
an alternative rate support program should also be brought to the attention of the
Governor and legislature. These options are as follows:

OPTION 2

Option 2 would extend the modified PCE program through 2013, consistent with
legislative intent enacted in 1993 to fund PCE for 20 years. In addition to the
funding sources that all of the options have in common - the 60% share of Four
Dam Pool debt service and the re-appropriation of the $20 million Swan/Tyee
intertie loan - Option 2 requires a $75 million State general fund endowment in
FY 2000 to carry the program the rest of the way. A summary spreadsheet
showing Option 2 is included in Attachment 9.
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To keep the size of the endowment from escalating higher, Option 2 also
incorporates a $17 million annual cap on PCE expenditures:

Since its inception, the cost of the PCE program has averaged about $17
million per year. Continuing the program at this level is therefore
consistent with the State's historical level of program support.

Although the statement of “Findings and Intent" enacted by the legislature
in 1993 established $17 million per year as the minimum level of PCE
funding, the Committee believes that a maximum level is what is needed
as the basis for a general fund commitment. The population of rural
Alaska continues to grow as does the full funding requirement for the PCE
program as presently structured. The Committee believes that an open-
ended funding commitment for PCE is unrealistic and unlikely to be
obtained. The $17 million benchmark has already been accepted by the
legislature as a reasonable level of program funding.

OPTION 3

Option 3 seeks to extend the same modified PCE program for a significant length
of time without recourse to a large general fund endowment or enactment of a
universal service fund. Its main features are as follows:

A Annual PCE outlays are capped at $15 million per year.
B. General fund appropriations are required beginning with $15 million
for FY 2000. These appropriations can then be reduced by $2.5

million per year, reaching zero in FY 2006. These appropriations
are in addition to:

60% of Four Dam Pool debt service, and
Re-appropriation of the $20 million Swan/Tyee intertie loan

C. Given these funding sources and expenditure caps, PCE can be
extended through the year 2010.

A summary spreadsheet showing Option 3 is included in Attachment 10.

OPTION 4

The Committee investigated the possibility of obtaining federal funds to support
PCE or a similar program. Although the indications to date have not been
promising, the Committee suggests that discussions continue in the event that
some measure of federal contribution can be obtained.
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Option 1A - Transitional Funding

The spreadsheet provided in Attachment 7 shows how the Committee would
envision implementation of Option 1A (Universal Service Fund / 150%
benchmark). Provision for transitional funding and other explanatory notes are
as follows:

A. The Committee anticipates that more than one year will be required for
approval and implementation of the recommended program. As a result,
the spreadsheet projections allow for a two-year transitional period (FY
2000 and 2001) during which a modified PCE program would remain in
place. The recommended lifeline program would begin in FY 2002.

B. The PCE modifications recommended earlier in this report would reduce
the cost of PCE to $15.7 million in FY 2000, and to $16.0 million in FY
2001 assuming 2% annual growth.

C. The modified PCE program is funded during the two-year transition period
by a combination of the following three revenue sources:

i. The PCE Fund is presently expected to have a $3.2 million balance
to carry forward into FY 2000.

. 60% of Four Dam Pool debt service revenues are allocated to PCE
starting in FY 2000.

i, The $20 million Swan-Tyee loan could be re-appropriated to PCE if
other elements of Swan-Tyee intertie financing are resolved.
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COMMITTEE BALLOT AND BALLOT RESULTS



POWER COST EQUALIZATION
BLUE RIBBON COMMITTEE
BALLOT RESULTS

Include in Committee Report Designate As Best Option
. . Declining Further . . Deciining Further
Universal Service Fund Universal Service Fund .
(€2 GF __Explore gf gf:: Explore
YES 150 & 100 '150*only 100 only Endowment Approp. Fed Funds YES 150 '100 Endowment Approp. Fed Funds
(see note 1J Senator Adams X X X X X
(seenote 2) Robert Beans X X X X
Sam Cotten X X X X
Joe Griffith ' X X X X X X
Nancy James X X X X' X X X
Robert Martin X X X X X X X
(see note 3) Senator Pearce X X
Walter Sapp X X
Randy Simmons X X X X
Dewey Skan X X XI X “X
Eric Yould X X
TOTALS 10
NOTES - The following messages were added by Committee members to their ballots:
1. |Senator Adams notes that, in his view, community centers and city offices should not

be excluded from the definition of "community facilities" under a revised PCE program.
i i | ! I
2. Robert Beans does not designate a single "best option,” but suggests that a
combination of options may turn out to be best.
[1 1 7
I I I | I
3. Senator Pearce indicates that the Universal Service Fund benchmarked at 150% of the

statewide average residential rate is an option worth considering but only for residential
service, not for community facilities. ’

2/3/9
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. 269-4630
BLUE RIBBON COMMITTEE Fax 269-4645
January 21, 1999
The Honorable Al Adams DELIVERY BY FAX ONLY

Alaska State Senator
State Capitol Building, Room 417
Juneau, AK 99801-1182

Subject: Ballot on Options and Recommendations
Blue Ribbon Committee on Power Cost Equalization

Dear Senator Adams:

The PCE Blue Ribbon Committee met on January 15 to consider and vote on the
final set of options and recommendations to be presented to the Governor. A
number of these recommendations were unanimously approved by the members
in attendance, specifically:

1. PCE or an alternative rate support program for high cost service areas
should be extended into the future.

2. Such rate support should be available only for:

A. A "lifeline" supply of electric power for residential consumers - a
lifeline supply is defined as one-half of the statewide average
consumption per household each month; and

B. Electric power for community facilities that are directly related to
public health and safety.

3. A stable source of funding for the program should include among its
components:

A. 60% of the annual debt service paid to the State by the Four Dam
Pool - this would include the 40% now allocated to PCE plus the
20% now allocated to the Power Project Fund loan program.

B. $20 million appropriated by the 1993 legislature as a loan for the
Swan/Tyee intertie, based on a proposal from Ketchikan Public
Utilities to forego the loan in exchange for State bonding of
Swan/Tyee intertie costs.
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4. A statewide organization or agency should be designated to establish
standards for rural electric utilities with respect to financial management,
physical plant, and system operations. No rural electric utility should
continue to receive rate support or capital project grants from the State
unless itis in compliance with these standards, is making clear and
continuing progress in attaining compliance, or has entered into an
agreement with an existing utility or utility organization whose operation is
consistent with the standards.

Since four of the eleven Committee members were absent from the meeting, the
voting was inconclusive with regard to broader PCE options on which there is
significant disagreement. For this reason, the Committee decided to solicit the
votes of all members by means of the enclosed ballot. There are two separate
issues that remain to be decided:

1. Of the options listed on the ballot, which do you believe should be
included in the Committee's report as worthy of consideration by the
Governor and legislature? You may vote for all of the options if you wish,
or any number of them.

Any option receiving 6 or more votes in response to Question 1 will be
included in the Committee's report.

2. If you believe that one of these options should be recommended by the
Committee as the single best option tc pursue, which one do you support9

A single option receiving 6 or more votes in response to Question 2 will be
designated as the Committee's recommended option.

All of the options on the ballot are summarized in the attachment to this letter and
are further discussed in the 12/31/98 draft report circulated to Committee
members earlier this month. Please call me at 276-6222 if you would like further
explanation of any of these options before casting your vote.

Since we are up against the start of the legislative session, please complete ami
sign your ballot as soon as possible. Your completed ballot should be faxed to
Irene Tomory at the Department of Community and Regional Affairs - fax #209-
4645. The Department will ensure that the ballots are properly counted and Oed
and will notify all members of the results.

Sincerely,

Ssrh Cotten, Chairman
Blue Ribbon Committee on PCE
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BALLOT
QUESTION 1 QUESTION 2
Include in
Committee Report Designate
As Worthy of Best Option?
Consideration?  (check no more
Option (check up to 4) than 1)

1. Universal service fund.

A. If a universal service fund should be
included in the Committee report as
worthy of consideration, please check
only one of the following:

0 Both options should be included -

lifeline power benchmarked at

150% and at 100% of statewide

average residential rate.
O Only the 150% option should be included.
O Only the 100% option should be included.

B. Ifa universal service fund should be designated

as the best option, please check only one of
the following:
0 The 150% benchmark is recommended.
O The 100% benchmark is recommended.

2. General Fund endowment / extend
modified PCE through 2013.

3. Declining General Fund appropriations /
extend modified PCE through 2010.

4. Further explore the potential for federal
funding of PCE or an alternative rate
support program.

Senator Al Adams
Committee Member Signature

Please fax completed ballot to Irene Tomory (DCRA): fax# 269-4645
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SUMMARY OF OPTIONS

The following summary is based on the subcommittee report dated December
24, 1998, that was included in the January 15, 1999 Blue Ribbon Committee

packet:

OPTION 1 would create the equivalent of an electric utility "universal service
fund” with the following characteristics:

A.

Similar to the universal service fund authorized for telephone
service, itwould be funded by a surcharge assessed on all electric
utility bills statewide.

In combination with 60% of Four Dam Pool debt service, the
universal service fund would provide enough annual revenue to
support an “Electric Lifeline” program statewide without tapping the
State General Fund.

The purpose of the Electric Lifeline program would be to provide
affordable power for residential consumers and community facilities
within the following limits of eligibility:

For each residential customer in a high cost service area,
rate support would be provided for up to one-half of the
statewide average consumption per household each month.

For community facilities in high cost service areas, rate
support would be limited to those facilities directly related to
public health and safety.

Creation of a universal service fund is anticipated to require a
transitional period of two years during which a modified PCE
program would continue to be administered:

Gaining legislative approval of a universal service fund
concept would probably require more than one session.

For FY 2000 and 2001, the 60% share of Four Dam Pool
debt service combined with re-appropriation of the $20
million Swan/Tyee intertie loan would be enough to fund
PCE without additional draws from the General Fund.

For eligible electrical usage, rate support would lower the price of power to
a selected “benchmark” level. Two alternatives are presented for the
benchmark price:

A.

100% of the statewide average residential rate, which in 1985 was
11.3 cents per kWh. In other words, this alternative would make a
lifeline supply of power availab:e at approximately 11.3 cents per
kwh.

The initial year program cost under this alternative is estimated at
$22.9 million, $16.3 million of which would come from the universal
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service fund. This would require a surcharge of about 0.32
cents/kWh on all electric utility bills statewide, and would cost an
average residential customer in the Railbelt about $27 per year.

B. 150% of the statewide average residential rate, or about 17.0 cents
per kWh. In other words, this alternative would make a lifeline
supply of power available at approximately 17.0 cents per kWh.

The initial year program cost under this alternative is estimated at
$14.7 million, $8.1 million of which would come from the universal
service fund. This would require a surcharge of about 0.16
cents/kWh on all electric utility bills statewide, and would cost an
average residential customer in the Railbelt about $14 per year.

OPTION 2 would extend the PCE program through 2013, consistent with
legislative intent enacted in 1993 to fund PCE for 20 years. In addition to the
funding sources that all of the options have in common - the 60% share of Four
Dam Pool debt service and the re-appropriation of the $20 million Swan/Tyee
intertie loan - Option 2 requires an estimated $75 million General Fund
endowment in FY 2000 to carry the program the rest of the way.

To keep the size of the endowment from escalating higher, Option 2 also
incorporates a $17 million annual cap on PCE expenditures. This is
approximately equal to the average annual outlay for PCE since its inception in
1985.

OPTION 3 seeks to extend the same modified PCE program for a significant
length of time without recourse to a large General Fund endowment or
enactment of a universal service fund. Its main features are as follows:

A. Annual PCE outlays are capped at $15 million per year.

B. General Fund appropriations are required beginning with $15
million for FY 2000. These appropriations can then be reduced by
$2.5 million per year, reaching zero in FY 2006. These
appropriations are in addition to:

60% of Four Dam Pool debt service, and
Re-appropriation of the $20 million Swan/Tyee intertie loan.

C. Given these funding sources and expenditure caps, PCE can be

extended through the year 2010.

OPTION 4 is a recommendation to further explore the potential for federal
funding of PCE or an alternative rate support program, and was added to the list
at the Committee’s January 15, 1999 meeting.
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The primary options can be organized into three categories:

1. Reduce non-fuel operating costs.
2. Reduce fuel costs.
3. Replace diesel generation with alternativeenergy.

Reduce non-fuel operating costs

Significant measures to reduce non-fuel operating costs per kWh involve either
switching to a different mode of power generation such as hydro, or enhancing
economies of scale. Alternative energy strategies are discussed in a later
section of this paper. Economies of scale may be sought in either of the
following ways:

1. Increase power sales. The problem is that this is not a realistic option in
most rural villages.

2. Utility mergers. For example, a single-village utility could join a multi-
village utility. Savings could be realized in administration, billing, and
volume purchasing of parts, equipment, and fuel. Scale economies also
allow for the employment of technical staff whose cost and expertise can
be shared throughout the multi-village utility, and whose contribution can
result in improved maintenance, longer equipment life, and fewer costly
emergencies.

As noted during our initial meeting, the multi-village utilities generally do not have
a record of lower rates. For example, AVEC residential rates throughout their
50-village system exceed 40 cents/kWh. Residential rates in the 6 villages
served by Tlingit-Haida Regional Electrical Authority exceed 30 cents/kWh
although all 6 are located in the relatively low cost region of southeast Alaska

It may be that the main effect of joining a multi-village system is not to reduce
consumer rates but rather to improve reliability, safety, and environmental
protection. Further, it may be that operating cost economies are realized but that
the savings are then used to “purchase" a safer and more reliable system.
Overall:
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1. Joining a multi-village utility to enhance economies of scale is not likely to
produce significant rate reductions for the consumer.

2. Joining a multi-village utility could lead to development of a power system
that is more reliable, better built, and better maintained. It is a difficult
strategy to implement, however, since sincle-village utilities typically exist
where the desire for local control is relatively high.

3. Joining a multi-village utility could lead to lower overall costs of operation
and greater self-reliance even if such cost reduction is not reflected in
consumer rates. Single-village utilities are more likely to seek and obtain
government grants for plant replacement and emergency repairs, while
multi-village utilities are more likely to finance their plant requirements and
recover the associated debt service through consumer rates and PCE.

Reduce fuel costs

As discussed in the Committee’s initial packet of materials, fuel costs are one
reason for high rates in rural villages although the impact of fuel costs is less
important than often assumed:

1. The average price of diesel fuel in 1995 fo- utilities in the Power Cost
Equalization program was $1.01 per gallon, and the average efficiency of
diesel generators for these same utilities was 12.9 kWh per gallon. The
average fuel cost per kWh was therefore 7.8 cents.

2. Because the price of Cook Inlet natural gas is very favorable, the fuel cost
per kWh for Anchorage area utilities is approximately 2.0 cents.

3. Therefore, the cost of fuel accounts for roughly 5.8 cents per kWh of the
difference in power costs between Anchorage and the average rural
Alaska community. When trying to explain power cost differentials of 20
to 30 cents or more per kWh, the fuel cost issue is important but is not a
dominant factor.

Options for reducing the fuel cost component can be grouped in the following
categories: increase the efficiency of power generation, increase the efficiency
of power distribution, and look for ways to reduce the delivered price of fuel,

1. Increasing the fuel efficiency of power generation is typically
accomplished by purchasing new diesel units that are more efficient than
the old ones, by carefully matching the size of the new units with the
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village demand for power, and by operating the units so that each one
operates as close to maximum load as possible.

a.

Like the gradual substitution of more fuel efficient cars in the
nation’s vehicle fleet, the widespread installation of fuel efficient
diesel generators in rural Alaska has most likely been aided by
government regulation but is also pushed by market forces as old
equipment is periodically replaced by new.

In the case of motor vehicles, the "corporate average fuel
efficiency” standards imposed by the federal government appears
to have hastened the move to more fuel efficient cars. Fuel
efficiency standards have also been adopted in PCE regulations. |If
the actual efficiency of a PCE utility is less than the standard, then
the PCE subsidy rate is calculated as though the efficiency
standard were met.

These standards, which have been in effect since 1993, range from
8 kWh sold per gallon for the smallest utilities to 12 kWh sold per
gallon for the largest. By tying the efficiency standard to kWh sold
(rather than kWh generated), the regulation encompasses both
generation and distribution efficiency. Somewhat different
standards pertain to those few PCE utilities that do not rely entirely
on diesel generation.

A question that the Committee may wish to consider is whether any
change is now warranted in the PCE efficiency standard.

When the opportunity arises to replace a diesel generator, itis
already the policy of most utilities and of the State to select a
generator size that is best matched to the power requirements of
the community. This makes sense because diesel generators are
most efficient when operated at or near the top of their output
range.

An emerging development is the production of diesel generators
designed to maintain a high level of fuel efficiency throughout a
wide range of output levels. AVEC is one utility known to the
Division that has been working with a manufacturer on these units
and is continuing to purchase them To the extent they are
successful, the importance of carefully matching generator size
with community load and the importance of operating units as close
as possible to maximum load, will both decline.
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2. Increasing the efficiency of power distribution means upgrading
distribution systems to reduce line losses, i.e. energy lost in transit
between the power plant and the consumer. Because the useful life of a
distribution system can often be extended for many years with periodic
repairs and piecemeal replacements, upgrades resulting in higher
efficiency are not as “automatic” as they tend to be with generator
equipment. There are still substantial opportunities in rural Alaska to
improve fuel efficiency by upgrading distribution systems, upgrades that
might not occur for many more years in the absence of government
funding.

3. While the base price of fuel is largely unaffected by the actions of
individual consumers, there are purchasing strategies that electric utilities
can adopt to help keep the delivered price as low as possible. The key
principle that operates in favor of the consumer is competition among fuel
suppliers which can be encouraged as follows:

a. By pooling together the fuel requirements of multiple consumers,
the purchase order volume is increased. Higher purchase volumes
generate greater competitive interest among fuel suppliers.

b. Bids are widely and aggressively solicited for the combined
purchase order.

However, as noted by the AVEC representative at the initial Committee
meeting, consolidated purchasing must not be taken so far as to eliminate
suppliers from the market and end up reducing competition rather than
enhancing it. AVEC’s approach is to package enough of its villages in
combined fuel orders to gain advantage from higher volumes without
driving fuel supply competitors out of the market.

Fuel purchasing cooperatives can be formed among electric utilities and
other fuel purchasers who presently arrange for their fuel supplies
independently:

a. The "Western Alaska Fuel Group" is an informal alliance of the
following electric utilities;

Kotzebue Electric Association

Nome Joint Utilities

Naknek Electric Cooperative

Nushagak Electric Cooperative (Dillingham)
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lliamna-Newhalen-Nondalton (INN) Electric Cooperative

Attached is a chart showing:

1. Average fuel prices paid by each member over the last 7
years, and
2. Average fuel prices paid by a selection of other, roughly

comparable rural utilities over the same period.

Within each group, coastal communities and interior communities
are shown separately to provide a somewhat better comparison.
Because a number of factors determine the fuel price paid by any
single utility, the average price difference between the Western
Alaska Fuel Group and the selected utilities in the comparison
group cannot be taken as proof that cooperative buying works.
Probably the best evidence in its favor is that all of the utilities in
the Western Alaska Fuel Group have chosen to remain a part of it
for over 10 years.

In FY95 the combined fuel usage of the members of the Western
Alaska Fuel Group was just over 6.0 million gallons. Assuming for
illustration a savings from coordinated purchasing of $0.05 per
gallon, the total savings are about $300,000 per year.

b. Although Nunat Uquutiit Cooperative, Inc. (NUCI) presently owns
only two operational tank farms, it has 42 members located in 26
villages. In 1996 NUCI bundled together the volume requirements
of about half its members and purchased fuel on their behalf at
$1.27 per gallon.

Although the level of savings from tne 1996 purchase is difficult to
judge, the consolidated purchase was apparently viewed as a
success by NUCI members since, in 1997, 39 of the 42 members
chose to participate in the joint purchase. The average price
obtained by NUCI in 1997 was $1.20 per gallon.

Replace diesel generation with alternative energy

Most alternative energy concepts are unproven in rural Alaska in terms of
durability, reliability, and cost. For example:
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1.

2.

3.

4.

Wwind energy. There were many experiments with wind generators in rural
Alaska 10-15 years ago, none of which were successful on a utility scale
or over a significant period of time. We are experimenting now with the
latest generation of wind technology in Kotzebue and Wales, but it will be
several years of testing and evaluation before the Division of Energy could
recommend wind energy for rural utilities on a broad scale.

Small-scale natural gas development. Economic and geophysical
assessments carried out by the State on natural gas or coal bed methane
development in rural Alaska have not been promising. Our information
suggests that suitable deposits are not likely to be found in close proximity
to rural communities, and that the cost of development for gas that is
found is not likely to be competitive. While exceptions may yet be found,
there is no basis to predict that natural gas will emerge as a competitive
fuel source for a significant number of rural villages.

The Division has evaluated power plants fueled with biomass in various
forms but we have yet to identify a rural community in which this option
appears to be competitive.

The two main alternative energy technologies with a proven track record
in rural Alaska are small hydro and electric energy conservation:

a. Hydro prospects are limited in number and unevenly distributed:
most are found near the arc that extends from southeast Alaska to
the Aleutians. Still, undeveloped prospects remain that could serve
rural Alaska communities. The Division is presently involved in the
following:

i. Pyramid Creek in Unalaska and Old Harbor on Kodiak
Island. Federal grant funds have already been appropriated
to help finance the Old Harbor project.

ii. Power Creek near Cordova. The Division is financing
preconstruction costs of licensing and design. Federal grant
funds have also been provided to help finance Power Creek

It is unusual to find a rural hydro project that can support market
financing and still result in rate reductions for the affected
community. Most of the financial benefit of these projects is
therefore tied to the amount of grant or low interest loan financing
they are able to attract from the State and federal government. As
an alternative for reducing rural power costs, small hydro can often
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be effective not because its actual cost is low relative to diesel
energy but because it can serve as a tangible, one-time vehicle for
attracting government subsidy that can then reduce consumer
costs throughout the extended life of the project.

b. Electric energy conservation is a form of alternative energy that can
pay for itself when the cost to conserve a unit of energy is less than
the cost to produce it The following are among the relevant issues
when considering conservation in rural Alaska:

i. Because the cost to produce a kWh of energy is relatively
high, electric energy conservation should be exceptionally
cost-effective in this environment.

. Because the present level of electricity consumption in rural
villages is already very low, the remaining opportunities for
conservation may be limited.

. While the cost of energy for residential consumers is often
considered to be the highest priority, it is most difficult to
design and implement an effective energy conservation
program for this segment of consumers because there are
so many of them, each consuming a relatively small amount
of power.

V. Rural utilities are typically not supportive of energy
conservation programs except for the purpose of customer
relations. Because much of the utility’s cost is fixed, lower
power sales often means upward pressure on rates. The
conserving customer may still benefit, but the utility and its
other customers may be left to share higher fixed costs.
From the rural utility’s perspective, conservation goes in the
opposite direction of the utility’s effort to increase sales and
thereby enhance economies of scale.
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Sponsor: EDGMON
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Fiscal Note

Bill Version: HB 39 (A)
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Department: Department of Commerce, Community and
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Appropriation: Alaska Energy Authority

Allocation: Alaska Energy Authority Power Cost Equalization

OMB Component Number: 2602

Included in
FY2014 Governor's
Appropriation FY2014 Out-Year Cost Estimates
Requested Request
OPERATING EXPENDITURES FY 2014 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019
Personal Services
Travel 10.0
Services 83.2 341.0 83.2 83.2 83.2 83.2 83.2
Commodities 5.0 10 1.0 1.0 1.0 1.0
Capital Outlay
Grants & Benefits 20,600.0 40,000.0 20,600.0 20,600.0 20,600.0 20,600.0 20,600.0
Miscellaneous
Total Operating 20,688.2 40,351.0 20,684.2 20,684.2 20,684.2 20,684.2 20,684.2
Fund Source (Operating Only
1004 Gen Fund 20,688.2 7,260.0 17,303.8 6,840.9 5,253.8 4,834.8 4,861.0
1169 PCE Endow 33,091.0 3,380.4 13,843.3 15,430.4 15,849.4 15,823.2
Total 20,688.2 40,351.0 20,684.2 20,684.2 20,684.2 20,684.2 20,684.2
Positions
Full-time
Part-time
Temporary
|Change in Revenues I
Estimated SUPPLEMENTAL (FY2013) cost: 0.0
Estimated CAPITAL (FY2014) cost: 0.0
ASSOCIATED REGULATIONS
Does the bill direct, or will the hill result in, regulation changes adopted by your agency? No

If yes, by what date are the regulations to be adopted, amended or repealed?

Why this fiscal note differs from previous version:

| Not applicable, initial version.

Prepared By: Sara Fisher-Goad, Executive Director
Division Alaska Energy Authority
Approved By: JoEllen Hanrahan, Director

Administrative Services

Printed 2/2/2013

Phone: (907)771-3000
Date: 02/01/2013 05:30 PM
Date: 02/01/13
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FISCAL NOTE ANALYSIS

STATE OF ALASKA BILL NO. HB39
2013 LEGISLATIVE SESSION

Analysis

The proposed legislation amends AS 42.45.110 (b) relating to the Power Cost Equalization (PCE) program by
increasing the eligible kwh from 500 kWh to 600 kWh for each eligible customer per month. The legislation also
changes the definition of eligible customer to include commercial customers who consume less than 2,400
kilowatt-hours a month.

We assumed an effective date of July 1, 2013 for fiscal note purposes.
FY 14 Appropriation Requested - 20.688.2
Costs Breakdown:

1) 6,300.0 - Estimated annual cost to increase eligible kWh from 500 to 600 kWh a month for residential customers
(current eligible customers):

Estimated FY14 Residential Grant Costs 31,500.0
Percentage Increase (100kwh/500kwh) X.20
Estimated additional cost 6,300.0

2) 14,300.0 - Estimated annual cost to include commercial customers who are sold less than 2,400 kWh a month as
PCE eligible customers. Eligible commercial customers would receive up to 600 eligible kWh a month. The estimate
is based on the assumption that 25% (600/2400 kwWh) of kwWh hours sold to commercial customers would be
eligible for the credit.

The estimate was based on statistical information obtained from PCE monthly reports submitted by current
participating utilities. Eligible kWh was estimated by multiplying the annualized reported kWh sold to commercial
customers in FY12 by 25%. The annual cost was determined by multiplying the estimated eligible kwh by the
utility's last reported PCE rate. Supplementary information regarding this estimate is available at AEA upon
request.

3) 88.2 - Estimated FY 14 contractual cost to AEA for one Accounting Technician. The position is required for
increased work required to verify the eligibility and related kWh of additional customers as required by statute
and to provide additional technical assistance for the utilities. The estimate includes 73.2 for a Range 12
Accounting Technician position, 10.0 for statewide core services, and 5.0 for first year start-up costs. Subsequent
years include 1.0 for on-going supply costs associated with the position.

Please reference the associated fiscal note for AIDEA RDU Component 1234. All employees are budgeted under
the AIDEA component. AEA contracts with AIDEA for personnel. AEA's costs are budgeted as contractual services
in AEA's operating components.

Funding Sources:

The annual appropriation to the PCE program from the PCE Endowment Fund is based on 7% of the average
monthly market value of the fund for the previous three (3) fiscal years (AS 42.45.085). In prior years, program
funding for the PCE program has required an appropriation from the general fund to fully fund PCE program costs.
The PCE Endowment Fund was capitalized by a $400 million dollar GF appropriation effective June 30, 2011. The
full effect of the fund capitalization on the PCE program payout is not fully realized until budget year FY2016.

For purposes of this fiscal note, AEA obtained out year estimated average balances and appropriation amounts
from the Department of Revenue who manages the fund investments. The calculated payout assumes the

continuation of a 7% payout from the PCE Endowment Fund to the PCE program in accordance with AS.42.45.080.

(Revised 1/15/2013 OMB) Page 2 of 3



STATE OF ALASKA
2013 LEGISLATIVE SESSION

Analysis Continued

Endowrment Fund Arelysis (fram Tregsury)
Average Monthly Balance

mm appropriation (g)

FISCAL NOTE ANALYSIS

Fy14

BILL NO. HB39

FYI5  FYl6

FY17

Fyi8

FY19

736,598.0 784,7555 801,264.1 804,6104 802,716.3 8001389
472,128.8 624,734.1 T14,204.2 796,876.7 802,863.6 8024885

3B0910 437314 541943 557814 562004 56,1742
(a) AssLnesaontinuation of a R/goayouit in acoordance with AS42.45.080,

AFARecep of REE Programwithout HB39
FYl4 Fadsed Out-Year Cost Estinrates
Goemor  HB®  ProgamCost -Yer
CPERATING BAANDITURES Fri4 Fri4 Fri4 FY15 FY16 Fy17 Fy18
RCE BEDenditures;
AEAAdMinistration 186.0 186.0 186.0 186.0 186.0 186.0
AEATraining 250 250 250 250 250 250
RCAAdMinistration 1400 1400 1400 1400 1400 1400
Gants 40,000.0 400000 400000 400000 400000 400000
40,351.0 - 403610 403510 403510 403510 403510
Funding Sources:
Fud 7,260.0 7,260.0
RCE Bhdonnrent Fud 33,091.0 - 3B,09L0 403510 403510 40,3510 40,3510
40,351.0 - 403510 403510 40310 403510 403510
Reinvestment of RCE Bndoanent Funds 33804 138433 154304 158494
AEAmEpofF(EFgganwm HB0
YA Fe OUt-Year Cost EstinTates
Goemor  HRO  ProyamCost -Year
CPERATING EPENDITRES Fri4 Fri4 Fri4 FY15 Fr16 Fy17 Fy18
RE tures.
inistration 186.0 82 2142 2102 2102 2102 2102
AEATraining 250 - 250 50 50 250 250
RCAAdMministration 1400 - 1400 1400 1400 1400 1400
Gants 400000 206000 60,6000 606000 606000 606000 606000
403510 206882 61,0392 61,062 61,052 61052 61,052
Fundine Sources;
Ganerd Fud 72000 202164 21482 1730838 68409 52538 4848
RCE Endownrent Fund 33,0910 - 33,0910 43,7314 41943 5578L4 562004
403510 20264 61,0392 61,062 61,062 610H2 61,0562

(Revised 1/15/2013 OMB)

Fy19

1860
50
1400
40,0000
40,3510

2102

1400
60,6000
61,035.2

48610
56,174.2
61,035.2
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HB39--PCE Bill--Support from Kokhanok Resident.txt
From: Timothy Clark

Sent: Monday, February 04, 2013 3:43 PM

to: David Talerico; Jeff Turner

Subject: HB39— PCE B ill— Support from Kokhanok Resident

Hello David and Jeff,

Below is a message of support for HB 39-Power cost Equalization.
Please add it to the record for HB 39.

Many thanks,

Tim

From: garith nielsen [mailto:chaguun@yahoo.com]
Sent: Monday, February 04, 2013 2:50 PV

To: Timothy Clark _

Subject: Re: HB39--PCE Bill

To;
House Energy Committee

From;
Garith J.Nielsen-Kokhanok,AK. 99606

Concerning HB39-PCE B ill
| strongly urge the adoption of HB39.
H Cost erIKiIowatt hour here in Kokhanok is .90 cents per kwh. Cost per gallon of
eating fue
is $7.86 without the deIiverK cost added.

| own a small business that consists of a building that is roughly 866 sqft. The
electrical cost

runs between $600.00-$900.00 a month depending on the time of year.The fuel costs
average
about $750.00-$800.00 per month also. _

All of the steps to attempt the reduction of energy have been taken that are
feasable&
reasonable.
(compact flourescents, lights off,freezers in unheated area.ect.) _
hel Any assistance for small businesses in the bush would be greatly appreciated to
elp save on
E)h(: cost of goods available to the customer,who, often have to make the decisions
etween
F]food,fuel,or lights.in fact a few households have had thier water turned off ,which
as a ver
minimal charge, to help pay for thier electricity.

Our personal residence is 1400 sqft (small by city standards-large by bush
standard). The _
monthly kwh usage averages between 600-700kwh per month.With the current PCE program

Ehis is almost managable,if the weather is warm,when the mercury dips below +10f the
eat tapes
h?ve to come on.with the tapes on and when the PCE runs out for the month, the cost
0
electricity jumps to $20.00-50.00 a day,depending on wether 1 or 2 heat tapes are
running and/or
if a fan or two is running like they all were last winter for 3 months.

Thank You All, for taking this bill into cosideration.
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