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WOULD THE STATE OF ALASKA MAKE MONEY FROM A STATE OPERATED

FY85 total U.S sales,

FY85, U.S. per capita sales,

FY85, weekly U.S.

AK Dept,

$100 (per capita sales) 3 540,000 (AK pop.) =

per capita sales,

of Labor Population Estimate for 1986;

35% x $54,000,000 (gross sales)
40% x $54,000,000 (gross sales)
45% x $54,000,000 (gross sales)
$80 (per capita sales) x 540,000
35% x $43,7"0,000 (gross sales)
40% x $43,20 .",000 (gross sales)
45% x $43,200,000 (gross sales)

These estimates do not include

of 775,000 annually.

$8,982,200,000.

$98.02.

$1-88.

$18,900,000 (net $ to
$21,600,000 (nt™ $ to
$24,300,000 (net $ to

(AK pop.) = $43,200,000
$15,120,000 (net $ to
$17,280,000 (net $ to
$19,440,000 (net $ to

lottery product sales to

545,200.

$54,000,000

LOTTERY?

(gross sales)
State)
State)

Sta”e)

(gross sales)
State)
State)

State)

the tourist market



WHAT KIND OF LOTTERY GAMES WOIT3 BE LIKELY FOR AN ALASKA LOTTERY?

We will have to assume that Alaska will use the experiences of other states
as a guide for implementing its lottery. An instant lottery is almost
always the first lottery product made available to the public. After a
period of time deemed appropriate by the lottery agency management team
(six months to a year), an on-line system would be started. This would
provide for sales of lottery tickets for a periodic (weekly - monthly draw)
lotto game and two simple numbers games (pick 3, & nick 4). For the past
12 years this has been the normal pattern for lottery states.

Eightyfive percent of the state®"s population would have direct access to
on-line games and between 85% and 95% of the population would have access
to instant tickets. A subscription program could be established to provide
access to the lottery for residents of rural areas.

In addition to this game structure | believe that a specific instant game
would be designed and marketed to the tourist visiting Alaska.

With this game structure Alaska would experience predictable sales curves
which have been consistent in state after state for lottery start-ups. One
sales curve for instant games and a separate sales curve for on-line games.
The sum of these two curves depict gross revenues and can help to forecast
long-range net profits to Alaska. The basic sales curves experienced by
previous lottery states is illustrated below.

Time



Table 2-111

1984 ALASKA POPULATION ESTIMATES BY COMMUNITY SIZE

A B ¢ D E F
COMMUNITY SIZE # TOT. POP. % of AK # WIC % SVD.
0 - 50 37 1,266 0.24 0
51 - 100 51 3,834 0.73 4 7.8
101 - 150 23 2,881 0.55 3 12.5
151 - 200 24 4,087 0.78 7 29.2
201 - 250 23 5,194 0.99 10 43.5
251 - 300 19 5,252 1.00 4 19.1
301 - 400 23 7,883 1.51 10 43.5
401 - 500 23 10,370 1.98 21 91.3
501~ - 600 18 9,821 1.88 10 55.6
601 - 700 8 5,242 1.00 7 87.5
701 - 800 2 1,509 0.30 2 100.0
801 - 900 4 3,448 0.66 5 100.0
1,001 - 1,500 4 4,690 0.90 4 100.0
1,501 - 2,000 3 4,809 0.92 1 33.3
2,001 - 2,500 4 9,424 1.80 6 100.0
2,501 - 3,000 2 5,892 1.13 4 100.0
3,001 - 3,500 4 13,066 2.50 6 100.0
3,501 - 4,000 2 7,462 1.43 4 100.0
4,001 - 5,000 1 4,850 0.93 3 100.0
5,001 - 8,000 1 7,611 1.46 3 100.0
9,001 - 15,000 2 21,446 4.10 8 100.0
15,001 - 25,00". 2 47,100 9.01 11 100.0
25,001 - 50,000 1 25,791 4.93 4 100.0
50,001 - 75,000 1 62,175 11.89 9 100.0
75,000 - 250,000 1 243,829 46.62 36 100.0
BCSA"s (Table 3-111) 4,116 0.78 0
Total 283 523,048 100.00 180

Source: Alaska Department of Labor, Research and Analysis; (Draft)
Alaska Population Overview, 1985; Table 1V_2.

Alaska Department of Health & Social Services; Special
Supplementary Food Program for Women, Infants and Children,
Vendor List, Sept. 1985.

Column Explanations

Self explanatory.

Number of communities within the size indicated in column A.
Total population of all the communities within that size group.
Percent of the total population of Alaska within that size group.
Number of WIC vendors serving communities within that size group.
Percent of population within that size group served by WIC
vendors.

nme o>

- 39 -



Table 3-11

1984 ALASKA POPULATION ESTIMATES FOR COMMUNITIES OVER 2000

PLACE/S

Anchorage Borough
Subtotal
Fairbanks Area
(Frbnks., Eielson, College,
No. Pole, & Fox)
Subtotal

Palmer-Wasilla

Juneau Bourough

Kenai-Soldotna
Subtotal

Kodiak Area
(Kodiak & Kodiak C.G.B.)
Ketchikan Area
(Ketch., No. Tongas Hwy. &
Subtotal
Sitka Borough
Subtotal
Delta Jet. Area

Saxman)

(Delta Jet., Big Delta & Ft. G-eely)

Subtotal
Bethel
Valdez
Homer
Petersburg
Nome
Adak

Subtotal
Barrow
Seward

Subtotal
Wrangell
Kotzebue
Cordova
Dillingham

Subtotal
Remainder

(262 places of less than 2000)
Balance of Census Subareas (BCSA®s)**

Source: Alaska Department of Labor, Re
Alaska Population Overview, 19

Population in BCSA included.

POPULATION
243,829
243,829
62,175*
306,004
25,791*
23,729*
23,371*
378,895
11,024*
10,422*
400,341
7,611
407,952
4,850%*
412,802
3,743*
3,719*
3,373
3,340*
3,184*
3,169
433,330
2,969
2,923*
439,222
2,499*
2,485*
2,356*
2,084*
448,646
70,286
4,116 523,048

search and Analysis,
85; Table IV._1.

% of AK.

46.62

58.50

72.45

76.54

78.00

78.92

82.85

83.97

85.78

100.00

(Draft)

*x Balance of Census Subareas (BCSA) contain those people living
outside of defined communities designated as census areas; i.e.,
those living in the Kodi .k area but outside of the Kodiak city

limits.
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TERMINALS

ANCHORAGE NUDE 1398
JUNEAU NODE 2040
FAIRBANKS NODE 393

TO TAL

IRM DATA NETWORK

HAINES 23

JUNEAU 18*4

KETAHICAN 3



WHO PLAYS THE LOTTERY?

CALIFORNIA (moderate “players)

Income Education

Under $7,000 5% Less than high school 4%

$ 7,000 - $14,999 13% High school graduate 28%
$15,000 - $24,999 18% Some coll./trade school 41%
$25,000 - $29,999 16% College graduate 15%
$30,000 - $39,999 18% Post graduate training 12%
$40,000 - $49,999 8%

$50,000 or more 22%

MICHIGAN

Income Education

$10,000 or less 17.3% Less than high school 12.3%
$10,000 - $19,999 23.2% High school graduate 46.0%
$20,000 - $29,999 25.3% Some college 20.8%
$30,000 - $39,999 18.1% Trade/technical school 2.9%
$40,000 - $49,999 /. 9% College/post graduate 18.1%
$50,000 - $59,999 4.2%

$60,000 - $69,999 1,9%

$70,000 and above 2.1%

Profile of Typical Michigan Lottery Player

* White

* Male/Female

* Married

*25-44 vyears of age

* At least a high school graduate

* Employed in a skilled, semi-skilled or trade occupation
* Household income of $20,000 - $29,999

ARIZONA: An independent study concluded that "the poor are dramatically
underrepresented among lottery players.”

ILLLINOIS, MICHIGAN, NEW JERSEY, NEW YORK, PENNSYLVANIA: An analysis of
the household income profiles of over 6.5 million winners established that
"the poor participate in the state lottery games a levels disproportion—
ately less *"han their percentage of the population.”

WASHINGTON : An analysis of all players in the lottery during the 1983
reporting period indicated the group which played the lottery the least was
the under-$10,000 income range.



HOW DOES OPERATION OF A STATE LOTTERY AFFECT OTHER CHARITABLE VvAMING?
Washington state 1is similar to Alaska in that they have many rural
communities with a substantial number of minority residents.

Washington also licenses charitable organizations to operate games of skill
and chance similar to Alaska.

According to Mary Faulk, past Director of the Washington State Lottery and
current Commissioner of Administration for Washington, the lottery has not
negatively affected their charitable gaming industry.

It appears that the opposite is true.

License applications for charitable gaming in Washington increased by about
10% per year for the first three years of their lottery"s operation.

Gross income from those games operated by charitable organizations
increased at a rate Ol 15% per year Tfor the same time period.



WHERE DO LOTTERY PROFITS GO?

AR1ZONA - Roads and Highways, Cultural Programs, & General Fund
CALIFORNIA - Public Education (K-12, 81%; CC %, 12%, Univs., 7%)
COLORADO - Parks & Recreation

DIST. of COLUMBIA - General Fund

DELAWARE - General Fund

ILLINOIS - Public Education

IOWA - Economic Development

MAINE - General Fund

MARYLAND - General Fund

MASSACHUSETTS - Municipal Revenue Sharing

MICHIGAN - Public Education

MISSOURI - General Fund

NEW HAMPSHIRE - Public Education

NEW JERSEY - Public Education (min. of 30% of gross sales;
remainder of net income to General Fund)

NEW YORK - Public Education

OREGON - Economic Development
PENNSYLVANIA - Senior Citizen Benefits
RHODE ISLAND - General Fund

VERMONT - General Fund

WASHINGTON - General Fund (public schools, 46%; higher ed., 15%;
human resources, 27%; parks & recreation and Miscell., 12%)

WEST VIRGINIA - General Fund
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUWM April 27, 1987
SUBJECT: Section-by-section analysis of HB 236
T0: Representative Dave Donley

FROM: George Utermohlennn

Legislative Counsel

The following is a section-by-section analysis of HB 236, An
Act establishing a state lottery, creating the Alaska State
Lottery Corporation, and establishing the arts and public
broadcasting account in the general fund; and providing for
an effective date.

A section-by-section analysis or summary of a bill should
not be considered an authoritative interpretation of a bill.
The bill itself is the best statement of its contents.

Section 1. Section 1 of the bill states the Findings and
Purpose of the bill.

Section 2. Section 2 of the bill amends AS 05 by adding a
new chapter.

CHAPTER 18. State Lottery
ARTICLE 1. Administration.

Sec. 05.18.010 creates the Alaska State Lottery Corporation
as a public corporation within the Department of Revenue.
The corporation is established for the purpose of generating
revenue for the support of the Alaska State Council on the
Arts and the Alaska Public Broadcasting Commission and for
other expenses of the state.

Sec. 05.18.020 establishes the board of directors of the
corporation.

The board consists of five members, one of whom 1is the
commissioner of revenue, one of whom has experience in
public broadcasting, one of whom has experience 1in arts or
arts administration, and two of whom are public members.
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Appointed members of the board shall qualify under
AS 39.05.100. The governor appoints the chair of the board.
The members appointed by the governor are appointed to
staggered terms of four years. A vacancy on the board does
not impair the authority of the board.
The governor may remove a member of the board provided
certain procedures are followed.
Appointed members of the board receive $150 per day for
each day they are engaged in the duties of the board.
Appointed members of the board also receive travel
expenses and per diem.

Sec. 05.18.030 provides that the board shall meet quarterly
and at other times determined by the chair or the members of
the board or at other times scheduled by the board.

At least three members of the board must be present and
vote in favor of the action for an action of the board to be
effective.

Sec. 05.18.040 sets out the duties and powers of the board.
The board 1is responsible for the management of the corpora—
tion but shall delegate certain powers and duties to the
executive director.

Sec. 05.18.050 sets out the regulations that the board must
adopt.

Sec. 05.18.060 provides for the executive director and
employees of the corporation.
The executive director shall supervise and direct the
corporation. The board shall appoint the executive director.
The executive director may appoint deputies and other
employees necessary to perform the duties of the corporation.
The executive director and other employees of the cor—
poration are in the exempt service, however the employees
are covered by those provisions of AS 23 that are applicable
to state employees.
The corporation may not employ persons who have been
convicted of certain crimes.

Sec. 05.18.070 sets out the duties of the executive director.

Sec. 05.18.080 provides that executive director or the board
may compel production of persons and documents by subpoenas.
The executive director and the board may enforce compliance

with a subpoena by applying to the superior court.
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ARTICLE 2.

Sec. 05.18.100 relates to lottery retail sales agents.

The executive director may contract with persons to act
as lottery retail sales agents for the corporation.

The lottery retail sales agent may sell lottery products
and award certain lottery prizes. The lottery retail sales
agent nay employ persons tc ell lottery products and to
award certain lottery prizes.

The lottery retail sales agent shall supervise each
employee authorized to sell lottery products and to award

lottery prizes.

Sec. 05.18.110 sets out the qualifications necessary for a
lottery retails sales agents.

Persons who want to be lottery retail sales agents must
apply to the executive director of the corporation and pay
the application fee charged by the corporation.

In awarding contracts to lottery retail sales agents
the executive director shall consider several factors
including

(1) the financial responsibility and security of the

applicant and the applicant 3 business;

(2) accessibility of the applicant®s Diace of

business;

3) the ability of the applicant to promote the sale

of lottery products;

4 the need for additional salesagents;

(5) the volume of expected sales; and

(6) other relevant factors.

The executive director may not contract with a person
if the person

(1) _s not a resident of the state or 1is not a

corporation, partnership, or association licensed to

conduct business in the state;

(2) does not conduct a business;

(3) 1is under the age of 18 years; or

(4) has been convicted of certain felonies.

Sec. 05.18.120 provides that the term ofa contractwith a
lottery retail sales agenv may not exceed two years butthe
contract may be renewed.

Sec. 05.18.130 provides for the revocation and suspension of
contracts with lottery retail sales agents.
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Sec. 05.18.140 provides for the compensation of lottery retail
sales agents and establishes the criteria that the executive
director must consider in setting compensation for lottery
retail sales agents.

Sec. 05.18.150 establishes requirements for payment of pro—
ceeds and for reports by lottery retail sales agents.

Each lottery retail sales agent shall deposit lottery
proceeds 1in banks designated by the executive director.

Each lottery retail sales agent shall report on the
sales of lottery products every two weeks.

The executive director may impose a service charge on a
lottery retail sales agent for dishonored checks and elec—
tronic fund transfers.

The executive director may charge a lottery retail
sales agent interest and service charges on any amount that
is 10 days past due.

The amount owed to the corporation is a lien against
the property of the lottery retail sale.-“agent at the time
that the corporation files a claim of lien in the recording
office where the principle place of business of the agent is
located.

Sec. 05.18.160 requires the lottery retail sales agent to
post a bond in the amount determined by the board of direc—
tors in order to protect the state.

The bond remains in effect until cancelled by the
surety, the principal, or the corporation.

An action to collect from a bond must be brought within
three years after the bond is cancelled.

ARTICLE 3. PRIZES

Sec. 05.18.200 prohibits the assignment of a lottery prize.
A lottery prize may be paid to a person other than a prize
winner if the payment is made under a court order, if the
payment is made to the prize winner"s estate, or if the
payment is made to the Department of Revenue to satisfy a
judgment in favor of the state.

Sec. 05.13.210 provides for the payment of prizes to persons
under 18 years.

A prize of $5,000 or less shall be paid to an adult,
member of the minor®s family or the minor®"- "guardian. A
prize of more than $5,000 shall be deposited in a bank to
the credit of an adult member of the minor®s family or a
guardian of the minor, as a custodian for the minor. The
person named as a custodian is subject to AS 45.60.
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The state is discharged of liability for payment of
prizes to a minor by payment under this section.

The terms "bank”?, "guardian", and "member™ of a "minor"s
family™ are defined.

Sec. 05.18.220 provides for the distribution of unclaimed
prizes.

ARTICLE 4. MISCELLANEOUS PROVISIONS.

Sec. 05.18.300 establishes the arts and public broadcasting
account in the general fund. The proceeds received from the
sale of lottery products shall be credited to the account.
The annual estimated balance in the account shall first be
used to make appropriations to the Alaska State Council on
the Arts and the Alaska Public Broadcasting Commission.

That portion of the annual estimated balance in the account
not necessary for the support of the Alaska State Council on
the Arts and the Alaska Public Broadcasting Commission may
be appropriated to other purposes.

Sec. 05.18.310 provides for an annual audit of the books and
records of the corporation by certified public accountants.

Special audits may be performed at the request of the board
or the executive director.

Sec. 05.18.320 sets out prohibited acts.
A person may not

(1) act as a lottery retail sales agent or sell a
lottery product without a contract with the corpora—
tion;

(2) sell a lottery product for a price greater than

that fixed by the corporation;

(3) sell a lottery product to a person under the age

of 18 years;

(4) counterfeit a lottery product;

(5) present a counterfeit or altered lottery product

for payment; or

(6) impersonate a representative of the lottery.

A lottery retail sales agent, a member of the board, or
an officer, employee, or a contractor of the corporation may
not purchase a lottery product or receive a lottery prize.

A lottery retail sales agent may not wilfully withhold
funds owed to the corporation.

A lottery product may be given to a person of any age.
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Sec. 05.18.330 provides that a person may not assign a con-—
tract with the corporation without the permission of the
corporation.

Sec. 05.18.340 provides that a person who violates
AS 05.18.150, 05.18.160, 05.18.200, 05.18.320, or 05.18.330
is guilty of a class C felony.

Sec. 05.18.350 provides that each lottery product must indi—
cate the odds of winning a prize.

Sec. 05.18.980 provides that the operations of the corpo—
ration are exempt from AS 05.15, relating to games of chance
and contests of skill, and from state procurement laws
including AS 36.30.

Sec. 05.18.990 sets out the definition of "agent", "agent
contract™, "board", "corporation", "director , "lottery",
"lottery product™, "operation and administration™, and "per—
son".

Section 3. Section 3 ofthe bill amends AS 36.30.015(e) to
provide the Alaska StatelLottery Corporation with the
authority to adopt regulations substantially equivalent to
the State Procurement Code (AS 36.30).

Section 4. Section 4 of the bill amends AS 36.30.050(c) to
provide that the Alaska State Lottery Corporation may use
lists of contractors prepared by the Department of Adminis—
tration.

Section 5. Section 5 ofthe bill amends AS 36.30.990(1) to
exclude the Alaska StateLottery Commission from the defini—
tion of "agency" so that the Alaska State Lottery Corporation
is exempt from the State Procurement Code (AS 36.30).

Section 6. Section 6 of the bill amends AS 39.25.110(11) by
adding a new subparagraph to provide that the employees of
the Alaska State Lottery Corporation are in the exempt ser—
vice .

Section 7. Section 7 of the bill amends AS 39.50.200(b) by
adding a new paragraph to provide that the members of the
board of directors of the Alaska State Lottery Corporation
must dislose financial interests under AS 39.50.

Section 8. Section 8 of the bill sets July 1, 1987 as the
effective date of sections 1, 2, 6, and 7 of the bill.
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provides that sections 3-5

Section 9. Section 9 of the bill
chapter

of the bill take effect on the same date as section 2,
106, SLA 1936 (State Procurement Cede).

GU:mkr
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Voices O f A laska

Alaska Public Radio Nvtwork 4640 Old Seward Highway ~ Suite 202 Anchorage. Alaska 99503 * (907)563-773

April 29, 1987

Representative Dave Donley

Chairman, Labor and Commerce Committee
Pouch V

Juneau, Alaska 99811

Dear Representative Donley:

I understand your committee will be reviewing HB 236
which creates a state lottery and establishes an Arts and
Public Broadcasting account in the general fund. I support
this bill. Its language preserves the appropriation
prerogative of the legislature and at the same time states
legislative 1intent. Proceeds from such a lottery will do
little to help these important programs if simply deposited
i i the general fund.

I have urged such a system of support for our Public
Broadcasting system since 1977. For many Alaskans these
broadcast services are the only link to the outside world and
it is important that a system be found to protect these

servi ces.
Si ncerely,
Les Robinson
Manager KDLG Dillinghanm
President APRN
LR: kc

CC: APRN file.

A non-profit corporation funded by these APRN Member Stations;

KSKAIM Anchorage + KBRW-A11 Barrow* KYIIK-AM Bethel* KDLG-AM Dillingham* KUAC-FM Fairbanks* KHXS-FM Haines
KBHI-A.M Homers KTOO-FM Juneau « KRBD-FM Ketchikan « KMXT-FM Kodiak « KGTZ-AM Kotzebue « KSKO-AM McGrath
KFSK-FM Petersburge KCAW-FM Sitka* KSTK-FM Wrangell



Testimony of Charles Northrip, Executive Director
of the Alaska Public Broadcasting Commission

on HB 236
before the House Labor and Commerce Committee

May 7, 1987
Mr. Chairman and members of the committee my name 1is Charles Northrip. |
currently serve as Executive Director of the Alaska Public Broadcasting
Commission. | was also founding executive director of the Commission and have
spent 24 years of my professional [life creating and directing various
telecommunications activities in Alaska. 1 have watched public broadcasting

grow from one public radio station in 1962 to a coordinated and integrated
system by 1978. Today, four public television and 16 public radio stations,
plus several repeaters and translators provide public television to over 90% of
Alaska®"s citizens and public radio to over 97% of our population.

Alaska®s public radio and television system represents a capital iInvestment in
excess of $50 million, built through a combination of Federal, State and
institutional funds, plus substantial contributions by corporations, listeners
and viewers. If public broadcasting were to go dark in Alaska, over 50% of its
equipment would be repossessed by Federal funders and that entire investment
would have to be paid by the State iIn order to re-create the system at some
future time.

Annual operating revenues for public broadcasting in Alaska iIn FY®86 (the last
year for which we have complete figures) total 13.5 million, of which the
State, through the APBC, provided 7.4 million or 55%o0f the total. The
remaining 45% comes from Federal grants through the Corporation for Public
Broadcasting (CPB) and from corporate and listener/viewer support. Each public
station, when all revenues are considered, spends more locally and iIn Alaska
than It receives in State grants.

Publi. u\ oadcasting®"s most important product is its programming service. There
is no other way to originate true statewide broadcast coverage of regular and
recurring activities. The most basic life and safety information would not be
available iIn many areas of Alaska without public broadcasting. Public stations
provide programs that the commercial system cannot supply. The public system
is interactive and interconnected, with urban stations supplying necessary
economic and government information to rural areas and rural areas providing
vital insights into remote life to urban areas.

These program services have suffered a 15% cut in State support over the past
year. At best, another 6% cut will be absorbed in the coming year. At worst,
State funding for public broadcasting could be eliminated. Public
broadcasting®s vital programming needs a stable base of State support. The
APBC feels that public broadcasting is v/orthy of tfv support and that such
support is a legitimate and necessary use of State funus.

The APBC 1is mindful, however, of the problems the State is facing regarding
declining oil revenues. Over the past two years our Long Range Planning
Committee has grappled with ways to reduce costs and still preserve Alaska®s
unique and vital public broadcasting system.As each alternative was



considered the same conclusion Kkept re-emerging. Cur current system 1is an
excellent one; how can we Ffind new revenues to continue it, If State General
Fund support must decline? One idea came to the fore: an official State
lottery, conducted on public broadcasting, to benefit public broadcasting. The
APBC came to this conclusion separately and apart from Representatives Boyer
and Cato, but we welcome and appreciate their action in filing the bill that is
before this committee. 1"d like to sketch briefly why the Commission believes
a statewide lottery is a good way to raise funds for public broadcasting and
why public broadcasting 1is uniquely well suited to benefit from lottery
proceeds.

An official statewide lottery is the only form of gambling which broadcast
stations can broadcast or promote. Section 73.1211 of the Federal
Communications Commission®s rules and regulations prohibits any station from
broadcasting lotteries or information about lotteries. Alaska®s public radio
and television stations, therefore, can"t take on-the-air advantage of Alaska®"s
existing gaming statute. The FCC, however, has made a permanent exception in

its rules to allow stations to broadcast official state lotteries. Public
broadcasting could, therefore, be designated as the system over which lottery
drawings would be held and, in a manner of speaking, 'earn its own keep."™ Such

an arrangement would also help the Legislature and the population as a whole
understand the creation of a special fund within the General Fund for proceeds
of the lottery to be used for public broadcasting.

The content of public broadcasting offers programming of such a positive nature
that it could offer some countervailing value to those who have objections to
lotteries on moral or social grounds. Public broadcasting has taken a leading
role in combatting alcohol and drug abuse through its Chemical People series.
Its contributions to education are too numerous to mention. Its documentaries
on such topics as child abuse, race discrimination and many others have placed
it in the first rank of iInstitutions noted for promoting the "public interest,”
in the broadest sense of that term. Its in-depth coverage of public issues
from impeachment to the permanent fund are well known.

Funds for public broadcasting from a State Ilottery would be "undesignated
funds” from a programming point or view. A criticism that public broadcasting
faces from time to time is that it airs some programs simply because commercial

underwriters are willing to fund those programs, rather than others. Funds
provided to public broadcasting from the proceeds of a State lottery would be
available for programming in response to State and community needs. Such

programs would be highly credible and objective, due to the nonpartisan and
disinterested source of the funding.

In summary, the APBC welcomes the proposal for a State lottery to benefit
public broadcasting. Public broadcasting will be legally able to conduct the
lottery and promote it. Public broadcasting programs are worthy of this type
of support and will return to society high public interest value in exchange
for lottery funds. And, Tfinally, lottery funds will provide an objective and
unbiased source of support for public broadcasting.

Thank you Mr. Chairman. 1"d welcome the opportunity to answer any questions
you or members of the committee may have.
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This bill would establish an official Alaska State Lottery, to be
operated by an Alaska State Lottery Corporation. The net proceeds of the
lottery (after expenses and prizes) would be deposited in an arts and
public broadcasting account within the State"s general fund. The Alaska
State Council on the Arts and the Alaska Public Broadcasting rommission
would receive their appropriations, via the regular appr nations
process, on an annual basis, from the lottery proceeds. The legislature
would retain authority to make annual appropriations and would also
maintain authority to fund other activities of State government from
proceeds remaining in the lottery fund.

The major iImpacts of an official State lottery, insofar as State
government 1is concerned, would be felt by the Department of Revenue,
which would be required to administer the new lottery corporation. The
problems associated with establishing and policing a State lottery are
best left, therefore, to that department.

The impact on the Alaska Public Broadcasting Commission, currently housed
in the Department of Administration, would be to change its source of
State revenue from regular General Fund monies to a specific account in
the General Fund.
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CONTINUATION OF FISCAL NOTE ANALYSIS

For Bill/Resolution HB 236

Assumptions:
This fiscal note assumes that:

1) there will be four staff members for pre-planning, research coordination and
transition with the contractors and the board,

the staff will be located in Anchorage;

research for an analysis of in-state implications will becontracted;

moving expenses for the executive director will be paid;

FY89 figures will be determined by staff and the board;

the board will be appointed by September and will meet monthly during the
development period to develop policies and hold public hearings.

PERSONAL SERVICES

The Executive Director will handle administrative implementation of regulations of the
cnapter and administration of the lottery corporation. A Research Analyst IV will
coordinate the direction of the contracted research and gather data and information from
other state lotteries. The Analyst/Programmer will review proposed computer software
required for implementation. A contractor may be selected to implement the computer
system and the operational end of a lottery. This option offers lower startup costs but
does not provide a structure for state-selected expansion.

Personal services assumptions: The Administrative Assistant will be hired as a
temporary beginning July 1 to p,ev*ar research assistance and clerical back-up. The
Research Analyst will be appointed by the board on a temporary basis beginning in
September.  The Executive Director will be appointed by January and will select the
Analyst/Programmer.

1 Executive Director 6,662 6 mos. 39,972
1 Research Analyst IV 4,561 9 mos. 44,649
1 Administrative Assistant Il 3,160 12 mos. 37,920
1 Analyst/Programmer IV 4,291 5 mos. 21,455

$143,996

Board compensation assumftions: The board will be compensated at $150 per day for
monthly meetings, which beginning in September will be two days each, plus one day
travel time. Beginning in January, meetings will be combined with public hearings as
policies develop and will be three days in length, plus one day travel time. Three
meetings will be held in rural areas necessitating an additional day of travel time.

4 members 4 meetings, 3 days each, 150.00/day 7,200
3 meetings, 4 days each, 150.00/day 7,200

3 meetings, 5 days each,.150.00/day 9.000

$23,400

The hoard will also be traveling out of state for familiarization with other lottery
operations. These trips will require four days of compensation.

4 members 4 days travel $ 2,400
Total personal services $169.796.
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TRAVEL

In-state travel will be necessary for coordination of start-up of lottery, monthly board
meetings during development period, and public hearings. OQut-of-state travel is
required for seminars and on-site training in lottery states.

In-state

Board meetings assumptions: The board will meet monthly beginning in September.
These meetings will be combined with public hearings as policies are developed. The
initial board meetings from September through December will be held in Anchorage.
Public hearings will be held in conjunction with the meetings from January through
June in Anchorage, Fairbanks, Juneau, Kotzebue, Bethel and Ketchikan. One hoard
member will reside in Anchorage, one in Fairbanks, one in Ketchikan and one in

Nome. The Commissioner of Revenue will reside in Juneau.

Monthly meetings held in Anchorage, September through December:

Air fare (coach)
4 members travel, 4 trips 5,808

Per diem, $80 per day, 5 members
4 meetings, 2 days plus 1 day travel each 4,480

Meetings combined with public hearings, one in each city:

ANCHORAGE:
Air fare (coach), 4 members travel 1,452
Per diem, $80 per day, 5 members

3 days meeting, 1 day travel 1,520
FAIRBANKS:
Air fare (coach), 4 members and director 1,898
Per diem, $90 per day, 5 members, director

3 days meeting, 1 day travel 2,070
Car rental, $50 per day, 3 days 150
JUNEAU:
Air fare (coach), 4 members and director 1,970
Per diem, $80 per day, 4 members, director

3 days meeting, 1 day travel 1,600
KOTZEBUE:
Air fare (coach), 5 members and director 2,994
Per diem, $90 per day, 5 members, director

3 days meeting, 2 days travel 2,700
BETHEL.
Air fare (coach), 5 members and director 3,127

Per diem, $85 per day, 5 members, director
3 days meeting, 2 days travel 2,550



KETCHKAN:

Air fare (coach), 4 members and director 2,486
Per diem, $80 per day, 5 members, director
3 days meeting, 2 days travel 2,240
In-state travel total 1.3.7,Qd5,

Oat-Qf-s.tate

Board and staff training assumptions' The hoard and all staff members will require
familiarization with lottery operations in other states. Two board members and two
staff members will travel to Salem, Or. Three board members and two staff members
will travel to Olympia, Wa. Each trip will be for four days.

SALEM, OR:
Air fare (coach), for four to Portland 2,752
Car rental, to drive to Salem,

$53 per dayfor 4 days, plus mileage 212
Per diem, $80perday, for 4 days 1,280
OLYMPIA, WA
Air fare (coach), for five to Seattle 3,250
Car rental to drive to Olympia

$54 per dayfor 4 days, plus mileage 276
Per diem, $80perday, for 4 days 1.600

Total board and staff training travel $9,430

Executive director training assumptions: The executive director and research analyst
will require additional training in other lottery states. Training will take place
in Colorado, Montana, California, British Columbia, Illinois, and Massachusetts.
Two states will be visited on each trip.

COLORADO, MONTANA:

Air fare(coach), for two 2,500
Per diem, $8C per day, 7 days 1,120
Car rental, 5 days, $54 per day 210
CALIFORNIA, BRITISH COLUMBIA:
Air fare (coach), for two 2,016
Per diem, $80 per day, 7 days 1,120
Car rental, 5 days, $55 per day 275
ILLINOIS, MASSACHUSETTS:
Air fare (coach), for two 2,756
Per diem, $80 per day, 7 days 1,120
Car rental, 5 days, $60 per day 300
Total additional staff training travel $11,477
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Director candidates assumptions: Three candidates will be traveling from Baltimore,
Chicago and Sacramento for final interviews. The successful candidate will be moved
to Anchorage at state expense.

Candidate travel:

Air fare (coach), for three 3,271
Per diem, $30 per day, 4 days 960
4,231

Moving expenses:
(assumption: 4 family members from Baltimore)

Household goods (10,000 Ibs) 11,500
Air fare for 4 adults 2,912
Per diem for 21 days, $50 per day, for 4 4.200
18,612
Out-of-state travel total $ 43.750.
TOTAL TRAVEL $ 80.795.
CONTRACTUAL

The contractu.] figures include daily office expense items and the cost of a contracted
anaylsis of demographic, social and marketing possibilities. All figures are hased on a
staff of four over a 12 month period.

Office communications:
Long distance: assuming 10 calls per day,
22 working days per month,

at $4.50 per call 11,880

Local service: $70 per month,

for 12 months 840
Total office communications 12,720
Copy costs: includes equipment lease, 1,600

paper and toner

Printing and mailing of proposed regulations:
10 pages, 2 sided, 30,000 copies 25,700

Advertising of regulations and public hearings 20,000

Word processing work station maintenance:
$600 per work station, 4 work stations 2,400

Office space: Figures are based on space at Ensearch Plaza which houses the current
00R offices. This will allow a simplified link to the existing computer system
already in use in the DOR Anchorage field office.

850 sq feet of space 0 $2.05 per sq. foot

or $1,742. 20,910
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Market research: These figures were derived from an estimate obtained in 1986. The
Institute for Social and Economic Research would perform an indepth study of social
impacts, potential markets, and a demographic analysis.

155,000

Total Contractual 5$238.330.
SUPPLIES
Office supplies are estimated at $1.0 each for four staff.

Office Supplies S 4.000.

EQUIPMENT

Office furniture and equipment costs are figured for four employees. A Wang V.S. 90 is
currently in use in DOR offices, in Ensearch Plaza, in Anchorage.

4 Systems furniture($3,000 per unit) 12,000
4 Legal size file cabinets 1120
4 calculators 540
4 Wang 4230 work stations ( $2,070 each ) 8,280

The existing V.S. 90 computer system in Anchorage is not capable of handling the
increased memory/storage required to accommodate four new work stations. The following
equipment is necessary for adding tothe computer's capacity.

1 serial input-out-put processor 3,600
1 390 mega-byte disk drive 22,000
1 disk input-output processor 10,500
1 field upgrade of existing V.S. 90 12,000

Telephone system: Bell Pacific TIE 612 system with four extensions and two lines. This
system has expansion capacity that will allow a total of twelve extensions and six lines.

Four extensions 1,506
Installation of two lines _£5
Telephone system total S1.571
Total equipment S 71611
Total Operating Budget $564.532.
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No. of Positions  Range/Step

. m —_—
Location

EM _
Justi fication

Barg. Unit

2-—. .
Election District

The Executive Director will administer the activities of the lottery
corporation and supervise its daily operations, attend monthly hoard

meetings and act as the hoard's secretary.

The executive director

will act on advice and recommendations from the board and will, in

turn, advise the board of corporate activities and provide
statistical reports, information on the progress of the lottery as

a revenue-generating enterprise and information on activities in

other states.

The Executive Director will hold press conferences

to keep the public informed an< supervise the Research Analyst IV,
Analyst/Programmer IV and Administrative Assistant II.

The Executive Director will also visit other states for training

in their lottery operations.
penses from out of state.

R S

Operatino Page 1 of

Position Title
-Executi.ye. . .Pirectm:
Time Status Staff Honths
PFT 6__
Type of Expenditure Amount
1 2 3
Salary 31,254
Benefits 8718
Premium Pay et
Other
Total Personal Services 39,972
Travel 32,777
Contractual 600
Commodi ties 1,000
Equipment 17,903
Other
Total Cost 92,252
Funding Source for Total Cost
Federal Receipts 1002
G.F. Match 1003
General Funds 1004 92.252
I-A Receipts 1005
Program Receipts 1028
CIP Receipts 1061
Other
: Aoencv Department of Revenue
IF\ZIE\(/%/UIE(S)TSI#IJ(F)ZN BRU Public Services -
Component

Revised Date

Travel may also include moving ex-

FY 88



Position Title No. of Positions  Range/Step Barg. Unit

Research Analyst IV 1 21 * o
Time Status Staff Months Location Election District
EEI 9 EBA.
D1 e i e 22 w2 . Justification
Type of Expenditure Ampunt This position will be responsible for coordinating the direction of

1 the contracted market research, gathering various pertinent data and
Salary 34 479 information from state lotteries in operation throughout the United
' States, and supervising the Administrative Assistant II.
Benefi ts 10,170

The Research Analyst IV will prepare recommendations for the
Premium Pay Executive Director and the Board from gathered data pertaining to
implementation of a lottery in Alaska.

Other
Total Personal Services 44 649
Travel 7,169
Contractual 600
Commodi ties 1,000
Equipment 17,903
Other
Total Cost 71,321
J !t t _tt . s——i—i—i—————i—i——i—i—i 2! 2
Funding Source for Total Cost
[Federal.Receipts. _1002_
G.F, Match WP
General Funds 1004 71.321
[-A Receipts 1005
Program Receipts 1028
CIP Receipts Q61
Other
Agency Department of Revenue
ﬁg%UEgTS”F%N BRU Public Services - Operating Page 1 of 1 FY 88
ComDonent

Revised Date



‘TS ‘Zt:

Position Title No. of Positions  Range/Step Barg. Unit
Analyst Programmer |V 1 Isa X
Time Status Staff Months Location Election District
fiLl__ EL__ £BA_
—+ -l A T e J 2-2———2-2-1-2-1 JUSTI flcatlon
Type of Expenditure Amaunt This position will review/plan data processing requirements
1 for a state lottery. The Analyst Programmer will visit another
Salary 16.765 state for familiarization with lottery operations.
Benefi ts 4,690
Premium Pay
Other
Total Personal Services 21,455
— 2 2212 —
Travel 970
Contractual 600
Commodities 1,000
Equipment 17,903
Other
Total Cost 41,928

Funding Source for Total Cost

Federal Receipts 1002
G.F. Match 1003
General Funds 1004
-1-A-Receip.ts- LM5
-Pr-Q.gram Receipts. 710287
CIP Receipts JQ6L
_Q.thfir_

-U

REQUEST FOR
NEW POSITION

22224 422212222 2 2 2 2 22

41.928

J 22 2 2 21

—4-2-2-2 2 2 |_|_t

Agencv Department of Revenue £y 88
BRU Public Services - Operatina Page 1 of 1
Component

Revised Date

CiW o tliisyi$ ko~ o# 0N?



losition Title No. of Positions  Range/Step Barg. Unit
Time Status Staff Months LocatioA— " — EIec?mistrict
EH 12— EM_
o e Sl o Justification
Type of Expenditure Amount This position will provide research assistance to all staff and will
1 2 3 provide for office management and clerical assistance.
Salary 28,380 The Administrative Assistant will be responsible for answering the
Benefi ts 9,540 ?ci)mgrespawr?gm%hehgﬂgélentgdmim?:tlsl and maintaining files in addition
Premium- Pay The Administrative Assistant will also visit another state for
Other familiarization with lottery operations.
Total Personal Services 37,920
Travel 1,008
Contractual 600
Commodi ti es 1,000
Equipment 17,903
Other
Total Cost 58,431

2 X kb 2l e X X b b X i 2 - 1 L
Funding Source for Total Cost

mcderal -Re.ceip.te_ 1002
W6.E, HaUh. 1003
General Funds 1004
—1-a Receipts 3QQs.
Program Receipts 1028
.CIP_Rece.ip.ts_ 1061
Other

REQUEST FOR
NEW POSITION

Aaencv Department of Revenue

Component

S A b e X — T |- -,

50033

BRU Public Services - Operating Page 1 of 1 FY 88

Revised Date






Kay Brown

i

laska St&te Legislature
ouse of

epresentatives

MEMORANDUM

T0: Representative Dave Donley, Chair
House Labor and Commerce Committee

FROM: Representative Kay
DATE: May 12, 1987
SUBJ: HB 238 and 239 - Least Cost Energy Policy

As aresult of last Thursday's teleconference and other comments 1have
recieved on HB 238 and 239, I would like to suggest that the Labor and
Commerce Committee consider making afew changes and clarifications in
the bills. Please find attached a summary of these recommended changes.

As you know, some of the issues raised by testimony given durin? the
teleconference require consideration in the larger context of overall state
energy policy. Because this will be a major focus of the House Resources
Committee over the interim, | would aglaln urge that the Labor and
Commerce Committee pass these bills along with minor clarifyin
amendments. | welcome and encourage individual members of the Labor
and Committee who have an interest In energy issues to work closely with
the Resources Committee on this legislation.

Once aPain, thank you for_schedulin% the teleconference on the bills. As you
heard from the various witnesses, there is broad support to establish least
cost energy planning requirements for the Railbelt.

cc.  Labor and Commerce Committee members .
Representative Sam Cotten, Co-Chair, Resources Committee
HB 238/239 co-sponsors

During Session:
P. O. BOX 20-2661 P. O. BOX V
Anchorage, AK 99520-2661 Juneau, AK 99811
(907) 272-0207 (907) 465-4998



5/13/87

SUGGESTED AMENDMENTS
by Representative Brown

House Bill 238 _
Section 1

Sec 42.05.294. Advance Resource Plans.

1 .294(a) and (a)( 1): Clarify that a long-term, 20-year power forecast is
not optional, but required as part of the Advance Resource Plan. Also, the
plan should include "base", “low" and "high" energy demand scenarios.

(See attached work draft language.)

2..294(a)(6): Clarifying the distinction in subpart (a)(6) between a
qualifying cogenerator and a small power producer eligible for system
interconnection pursuant to PURPA. Also add load management.

(See attached work draft language.)
3..294(a)(8): Clarify that the reference in subpart (a)(8) to "load
management efforts, load research, and energy end-use analysis efforts

made Jthe utility" are the same as the efforts undertaken pursuant to Sec.
3 - Load Management Reports (AS 42.05.415).

(See attached work draft language.)

4..294(a)(9): Require that the recommended electrical energy resource
supFly plan include not only a supply plan but a proposal for
implementation of he plan,

(See attached work draft language.)

5. New subpart - _.294Ja_)(10):_Add anew subpart (a)(10) allowing the
Commission to require additional information.

(See attached work draft language.)



6. New suboart - .294(b): Clarification that forecasts and projections for
the Advance Resource Plan should be for a 20 year period.

(See attached work draft language.)
7.-294(d)-(Fomerlv subsection (cz): Redrafted to provide tnat the
Commission may not only ap[)_r_ove, but after a public hearing may also
propose modifications to, a utility's Advance Resource Plan.

(See attached work draft language.)

Section 2

8. .411(d): The phrase "tariff" is an overly broad term and should be
replaced in this section with the terms "rate" or "rate revision".

(See attached work draft language.)

Section 3
(No changes proposed.)

Section 4
(No changes proposed.)

Section 5

(No changes proposed.)



SUGGESTED AMENDMENTS
by Representative Brown

House Bill 239

Only one change is proPosed for HB 239. In Section 3, the unexpended and
unobligated portions of the appropriations from the Railbelt Energy Fuind
should lapse back into the Railbelt Energy Fund (and not lapse into the
general fund). This change will correct an oversight in the original draft.

(Work draft forthcoming.)



MEMORANDUM

To; Rep. Dave Donley Date: May 7, 1987
Chairman
House Labor & Commerce
Committee

Through: Deck Bear
Information Officer
DC&ED

Ted Moninski 11
Executive Director
Alaska Public Utilities Commission

Subject: HB238 & 239

This memorandum presents the Alaska Public utilities Cor,missionls
(APUC or commission) position statement on the above referenced
bills. At this time, the Commission will only present comments
directed at the substance of the legislation. In a separate
filing, to be made on an expedited basis, the Commission will
respond more precisely to HB239 by preparing a fiscal note.

In general terms, the Commission supports the concepts of least
cost energy planning, load management ~nd conservation embodied

in the proposed legislation. The Commission does not, however,
endorse the suggested changes to AC 42.05.651 relating to the
compensation awards for interested persons who desire to partici—
pate in proceedings before the Commission. The APUC"s section-
by-section comments are presented In the following paragraphs.

Section 1
AS 42.05.294 - Advanced Resource Plans

(a) . This subsection requires a number of items, related to load
management, that the Commission has already required utilities to
file. We have attached a copy of the Commission®s General Order
13, which outlines the load research and management requirements
now imposed on utilities. This section goes beyond those re—
quirements, however, in two ways. First, there is the regular
four year reporting requirements. Second, there is a greater
emphasis on end use efficiency improvements.

(b) and (c). These subsections will require a sizable expendi —
ture of both Commission and staff time. The Commission will
respond more fully to its estimated resource needs imposed by
these sections as well as other parts of the bill in subsequent
communication.

The Commission endorses the concepts presented in this portion of
the bill and expects these reports to Improve planning and effi—
cient use of tne state"s resources fTor the future.



AS 42.05.296 Permits for Certain Electrical Utility Construction

Before making comments on the merits of this section, the Commis—
sion has two proposed language clarifications. Firsu, on page 2,

line 26, between "a"™ and "plant”, the Commission believes that

the word "generation" should be inserted, to clarify exactly what

type of plant is covered under this section.

Second, the Commissionhas a question regarding the last sentence
of this section, whichreads:

"The commission nay not issue a permit unless
it finds that the project 1isnecessary to meet
future demand that cannot be met by cost-
effective load management alternatives,
including conservation and energy end-use
efficiency improvements."

The Commission notes that cogeneration and small power producers
qualified under PURPA were not mentioned. Was this deletion an
oversight, or does the legislature want those projects excluded
from this review?

Beyond that question, the Commission also supports the concept of
prior approval of generation and transmission plant, but 1is con—
cerned about the staff resources needed to review these requests

in the future.

Section 2

AS 42.05.411(d) and AS 42.05.415 may require a revision to the
Commission®"s regulations on simplified rate making (3 aac 48.700-
790). The Commission issued these regulations pursuant to sec—
tion AS 42.05,381(e), passed in 1986. Under the Commission®s
regulations, cooperatives utilizing this procedure have only to
make an informational filing to the Commission and provide for
public notice to change the cooperative®s rates. Section 2 of HB
238 would require the Commission to review these automatic rate
changes, which may obviate the benefits underlying passage of

AS 42.05.381(e).

The Commission is also concerned about the word tariff as used 1in
Section 2. In utility jargon, a tariff contains not only the
rates, but a utility"s rules and regulations for service as wall,
The Commission believes that "rate revision" 1is perhaps a better
term, unless this section is intended to apply to any tariff
change including those sections not related to rates.

Section 3

As noted above, the Commission already requires the utilities
subject to these proposed reporting requirements to make similar,
but not as extensive, studies.

The Commission supports the concepts of efficiency ar.d load man—
agement and reiterates its belief that these requirements are 1in
the public interest.



section 4

AS 42.05.651(a) and (c) - Allocation of Costs

This section expands the Commission®"s cost allocation process to
include both advance payment to "interested persons”™ who desire

to participate in proceedings before the Commission and then to
ultimately determine the amount of total costs of such participa—
tion to allocate to the parties.

This provision presents several problems for both administration
and the Commission®"s decision making process. First, the Commis—
sion would be required to "advance" payment to an interested per-
son who could not otherwise adequately participate. These ad-—
vance funds would necessarily have to be appropriated to the Com—
mission and later recovered via the cost allocation process. It
would be extremely difficult to forecast the level of such ap-—
propriation. There is also a potential liability to the State in
such a case where the Commission later decided that as a matter

of law and equity the full cost associated with an intervenor®"s
participation should not be allocated to the parties, since

these funds will have been already been expended and since the
intervenor had to demonstrate financial need in the Ffirst in—
stance, the state would be required to absorb the loss.1

From a decision-making standpoint, the Commission would be re—
gquired to examine and pass upon the expected value of an inter—
ested person ™ contribution as well as the person®s financial
need well 1in advance of any substantive participation. Not only
would this be a time-consuming exercise, but guidelines for con-—
sidering such requests would have to be promulgated in the form
of regulations.

While the Commission encourages the participation of all inter—
ested entities in its regulatory proceedings, the approach
presented in Section 4 is both cumbersome and costly and would,
perhaps, be more efficiently and economically addressed through
the adequate funding of an appropriate consumer advocate.

~mThis problem could, 1in part, be mitigated by an amendment
to AS 42.05.651 which would make the utility cost allocation
procedure similar to that provided for oil pipeline cases in
AS 42.06.610, The change would enable the Commission to allocate
costs in phases rather than only once at the end of the case.
This "phased"™ allocation would stimulate objections, if any,
earlier in the proceeding before substantial sums have been

expended. It would also have the effect of improving the turn-—
around time for the collection of revenues previously advanced by
the State. The Commission recommends consideration of this

approach even if the substance of this bill 1is changed.
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THE ALASKA PUBLIC UTILITIES COMMISSION

Before Commissioners; Carolyn 3. Guess, Chairman
Marvin R. Weatherly
Susan .I. Knowles
Diana 3. Snowden
Louis E. Aqi

In the Matter of the Investigation
into the Adoption of Regulations
Establishing Policy and Informa-
tio.nal Requirements for Regulated
Electric Utilities 1in the Prepara-
tion of Cost-of-Service Studies
and Rate Design Proposals

U-33-47

GENERAL ORDER .NO- 11

N o/ o\ NN\

ORDER S5TA3LI3HING LOAD RESEARCH AND EXPERIMENTAL AND
INNQVAT1 VE~~RATS DESIGN GUIDELINES AND PROCEDURES
SUBJECT TO "REVIEW OF ADDITIONAL COMMENTS
By THE COMMISSION;
Introduction

Ir Order No. 1 of this proceeding, issued June 1, 1983,
the Commission opened a docket of investigation for the purpose of
developing regulations to set forth specific policy and informa-
tional guidelines for regulated electric utilities to follow in
the preparation of cost-of-service (C0S) studies and rate design
proposals consistent with previously articulated Commission
policy. Appended to Order No. 1 was a Notice of Inquiry contain-

ing questions formulated to elicit responses from ail the electric

utilities as to their views on various COS and rate design i9sues.

25 Ih addition, the Commission Staff (Staff) and regulated Class A

26 electric utilities were named parties to this proceeding and were

27 directed to respond in writing to the Notice of Inquiry by

28 duly 15, 1983. (The response date was later extended to July 20,

29 1933, In Order No. 2 of this proceeding.)

30

After examining the responses to the iNotice of Inquiry

31 by the utilities, Staff, and nonaffiliated parties, the Commis-

32 sion®"s consultant in this proceeding, Dr. J. Robert Malko, drafted

U-83-47(GENERAL ORDER NO. 13)(37/29/84)
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proposed regulations regarding COS studies and rate design and, as
a complement to the regulations, a proposed general order regard-
ing load research programs and other related activities. In order
tc maximize participation oy interested parties in the development
of tnese regulations and t) more efficiently utilize the Commis-
sion®s nearing process, an informal workshop was scheduled and
neld on October 3, 1933, between known interested persons and Dr.
Malko in order to refine tne draft regulations and general order.

Tne proposed regulations and general order which were
noticed to the public on October 17, 1983, incorporated a number
of modifications suggested during the workshop as relayed by
Dr. Malko. Order Ho. 4 of this proceeding, 1 sued October 14,
1937, established November 13, 1983, a3 the date by which comments
or proposed revisions to the proposed regulations and/or ganeral
order ware to be filed and scheduled a public hearing for Novem-
oei: 29, 1983, to consider tne adoption of the proposed regulations
on COS studies and rate design proposals.

As a result of testimony and comments received on the
proposed general order, che Commission na3 established admini3tra-
tive guidelines for load research activities and experimental and
innovative rate assign. These administrative guidelines include
such considerations 33 applicability, timetables for implementa-
tion, and resources. The Commission also made relatively minor
changes in the proposed order itself. Given the impact of the
administrative guidelines, the Commission will allow comments on
the contents of this Order.

Load research is important in meeting the requirements
of the federal Public Utility Regulatory Policies Act (PURPA). It
is essential in providing representative usage information to
utilities wnen making decisions in a COS study, forecasting, and
system planning, which will reduceguesswork and uncertainty in

these areas.

U-33-47(GENERAL ORDER NO. 13)
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1 3TATB OF ALA3KA

2 THE ALASKA PUBLIC UTILITIES COMMISSION
Before Commissioners: Carolyn 3. 3us3s, Chairman
4 Marvin R. Weatherly
Susan M. Knowles
5 Diana 3. Snowden

Louis E. Agi

7 In che Matter of the Investigation )
into the Adoption of Regulitions ) U-33-47
G Establishing Policy and Irforma- )
tional Requirements for Regulated ) GENERAL ORDER NO. 13
9 Electric Utilities in the Prepara- )
tion of Cost-of-Service Studies )
10 and Rate Design Proposals )
)
11
12 ORDER ESTABLISHING LOAD RESEARCH AND EXPERIMENTAL AND
INNOVATIVE RATS DESIGN GUIDELINES AND PROCEDURES
13 SUBJECT TO REVIEW OF ADDITIOMMTcJIMMENTS
14 By THE COMMISSION:
15 Introduction
16 In Order No. 1 of this proceeding, 1issued June 1, 1983,

17 tne Commission opened a docket of investigation for the purpose of
IB developing regulations to set forth specific policy and informa-
19 tional guidelines for regulated electric utilities to follow in

20 tne preparation of cost-of-service (C0S) studies and rate design
21 proposals consistent with previously articulated Commission

22 policy. Appended to Order No. 1 was a Notice of Inquiry contain-
23 i1o0og questions formulated to elicit responses Tfrom all the electric
24 utilities as to their views on various COS and rate design issues.
25 Ih addition, the Commission Staff (Staff) and regulated Class A

26 electric utilities were named parties to this proceeding andwere

27 directed to respond in writing to the Noticeof Inquiry by

28 July 15, 1983. (The response date was later extended toJuly 23,
29 1983, in Order No. 2 of this proceeding.)

3Q After examining the responses to the Notice of Inquiry
31 by the utilities, Staff, and nonaffiliated parties, the Commis-

32 sion"s consultant in this proceeding, Dr. J. Robert Malko, drafted

U-33-47(GENERAL ORDER NO. 13)(3/29/84)
Page 1 of 8

159



N

1 proposed regulations ragaciing COS stadias and rata design and, as
2 a complement to the regulations, a proposed general order regard-
3 ing load research programs and other related activities- In order
4 to maximize participation rj interested parties in the development
5 of cnese regulations and 13 more efficiently utilize the Commis-
6 sion™ hearing process, an informal workshop was scheduled and
7 held on October 3, 1933, between known interested persons and Dr.
g Malko in order to refine tne draft regulations and general order,
g The proposed regulations and general order which were
10 noticed to the public on October 17, 1983, incorporated a number
11 of modifications suggested during the workshop as relayed by
12 Dr. Malko. Order No. 4 of this proceeding, issued October 14,
13 1933, established November 18, 1933, as the date by which comments
14 or proposed revisions tr the proposed regulations and/or general
15 order ware to be filed and scheduled a public hearing for Novem-
16 ber 29, 1983, to consider tne adoption of the proposed regulations
17 on COS studies and rate design proposals.
IB a result of testimony and comments received on the
19 proposed general order, the Commission has established admini3tra-
20 tive guidelines for load research activities and experimental and
21 innovative rate design. These administrative guidelines include
22 such considerations S3 applicability, timetables for implementa-
23 tion, and resources. The Commission also r.ade relatively minor
24 changes in the proposed order itself. Given the impact of the
25 administrative guidelines, the Commission will allow comments on
26 the contents of this Order.
27 Load research ia important in meeting the requirements
28 of the federal Public Utility Regulatory Policies Act (PURPA). It
29 is essential in providing representative usage 1information to
30 utilities when making decisions in a COS study, forecasting, and
31 system planning, which will reduce guesswork and uncertainty in

32 these areas.

U-33-47(GENERAL ORDER NO. 13)
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1 In establishing guidelines for experimental and innova-

2 tive rate designs/ tne Com.nlssion"s intent is to recognize the

C
3 need for development of these ateas and allow the utilities to
4 generate in a timely manner information about alternative rate
5 forms tnat may prove to be cost-effective.
6 LOAD RESEARCH ACTIVITIES
7 Applicability’
3 The guidelines established in this Order apply to and
9 are adopted for load research activities f>r an electric utility
10 tnat sells 100,000,000 kilowatt-hours (KWH) cr more annually.
- 2
11 Timetaole
12 Tne following timetable will apply to utilities under-
C 13 going 1implementation of load research activities pursuant to
14 3 AAC 4@.560.
15 9y no later than July 1, 3984, each electric utility
16 will prese.nca status report to the Commission concerning 1its
17 current loadresearch activities, if any.
18 By no later than October 1, 1984, eaen electric utility
I*
19 will present to the Commission a formal plan which i3 in substan-
20 tial compliance with the guidelines established in this Order.
21 Too Commission intends to review, comment on, and
22 approve, if deemed appropriate the formal plan in time for the
23 electric utility to begin actual implementation of its plan for
s H i 24 load researcn activities by no later than January 15, 1985.
o . (o}
urtr 25
w 5
« 3 "
hw M 26 j
ju The Commission observes that, under the provisions of
27 U-d1-48(19), as modified by 0-31-48(21), Golden Valley Electric
Association, 1Inc., has responded to separate fTiling requirements
5- 28 regarding load research and management/experimental rate design
RO H programs.
h JO 29
800 “alaska Electric Light & Power Company (AEL&P) is excepted
™5 30 from tnis scnedule. While the guidelines established in this
< Order are applicable to ASL&P, its time frame for implementation
$ 31 i1s being governed by a separate action (Docket U-33-15).
C
32
C

U-33-47(GENERAL ORDER NO. 13)
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Resources

The Commission encourages all electric utilities to
snare information, consulting services and otner resources and to
develop appropriate task forca3 1in order to promote efficiencies
and to reduce costs,

Guxdelines

(1) The 1load research plan should clearly define the
expected uses of the load research data, such as forecasting
electric demand, developing data for cost-of-secvice studies, and
providing billing information to customers.

(2) Customer groups or subgroups should be selected for
load research programs and relevant sampling techniques e3tab-
lished for each group. The following techniques are suggested:

(a) Assign meters to all large industrial and
commercial customers that have a maximum demand (KW) greater than
a specified level.

(b) Develop a statistical sampling procedure to
allocate meters to a portion of the remaining commercial and
large power customers. Because this 1is such a heterogeneous
group, it may not be sufficient to stratify the sample only by
consumption levels. Tne sampling procedure could also consider,
in addition to usage, such variables as maximum demand or business
classification.

(c) Formulate a statistical sampling procedure to
allocate meters to residential customers. For this group, which
i3 a relatively homogenous class, sampling by annual (average)
consumption levels or strata is probably adequate to obtain a
statistically valid sample.

(a) Determine the number of meters that should be
allocated to each category or subgroup within a customer class.
Because meter failures and other problems may decrease the amount

of usable data, the number of meters allocated to each category or

U—33—47 (GENERAL ORDER NO. 13)
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subgroup snouid be sufficiently more than the minimum number
necessary to obtain a statistically valid sample, which is defined
as a 3ampla which specifies 90 percent confidence level and a plus
or minus 10 percent error level.

(e) Develop a load management program with suffi-
cient flexibility so that customers that significantly change
tneir level of consumption can be assigned to a different category
or subgroup.

(f) If resources for load research are very
limited, allocate meters and other equipment in 3uch a way as to
maximize the information needed to meet the objectivesof the
program. For example, the meters could be allocated according to
the customer group or subgroup contribution to system peakdemand
or relative growth level 1in tne customer group.

(3) Tne load research plan should also explain how the

.utility will:

(a) Ildentify and obtain the computer capability
and programs that are needed to analyze the complex and voluminous
load data that will be generated. To be useful, equipment must be
able to analyze data on a timely basis.

(o) delect and install needed translators,
readers, meters, and other related equipment.

(c) Survey customers to determine the important
similarities and differences among customers in a category or

subgroup for the purpose of developing and enhancing rate design

26 options. Surveys should be taken both before and after the

27 installation of meters and can be accomplished bywritten ques-

23 tionnaires, related personal interviews and other similar tech-

29 niques.
30 (4) Twelve consecutive months of pertinent load data
31 are needed before innovative rates should be implemented on a

32

widespread basis. Tne Commission will consider less than

U-33-47(JENSRAL ORDER NO. 13)
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12 consecutive months of load data provided that appropriate
justification 1is provided by tne utility. Tnis data is useful in
providing important information to customers concerning the pote.n-
tiai impacts on their electricity bills and in analysing changes
in usage patterns caused oy innovated rate3.

(5) IT adequate load data is currently available, the
need Tfor these preliminary activities is lessened.

INNOVATIVE and experimental rate design

Applicability

The guidelines established in this Order apply to and
are adopted for innovative and experimental rate desigr.3 for an
electric utility tnat sells 100,000,000 KWH or more annually. The
Commission recognizes that load research activities are an impor-
cant and necessary component in tne development of workable inno-
vative and experimental rate design activities.
Timetable

Tne following timetable will apply to utilities under-
going implementation of innovative and experimental rate design
activities.

As part of its formal load research plan (due no later
tnan October 1, 1934), each electric utility will propose a
specific date for the submittal of a plan for implementation of
innovative and experimental rates. The Commission will consider
the reasonableness and approprlateness of the proposed date for
the submittal of tne plan and, if deemed appropriate, may order an
earlier or later date for the submittal of a formal innovative and
experimental rate design plan.
Cost-Justification and Cost-Benefit Analysis

Appropriate cost-of-service analysis needs to be
developed and presented in order to cost-justify innovative and
experimental race designs. However, pricing objectives need to be

considered in the design of rates.

U-83-47(GENERAL ORDER WO. 13)
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Concerning cost-oenefic analysis for innovative and

experimental rate designs, estimates of potential costs and bene-
%

fits need to be presented before the ratesare actually impls-
mented. Experience of utilities that havealready implemented
these types of rate design should prove to be helpful 1in esti-
mating thase potential costs and benefits. After tne rates have
been implemented and in effect for a reasonable time period,
actuai costs and benefits need to be presented.
Resources

The Commission encourages all electricutilities to
snare information and consider developing experiments on a group
cr collective basis.
Guidelines

(1) Innovative Rates (Commercial)

(a) An electric utility is required to propose a
comprehensive plan for tne development of innovative rate designs,
such as time-of-day rates and interruptible rates, for large use
customers (commercial).

(b) Tnis clan should address 1issues relating to
cosc-jusi® ification for rate design, cost benefit analysis, cus-
tomer education and information, necessary equipment and associ-
atad costs, appropriate lead research activities, and a timetable
for implementation and reporting of results.

(2) Experiments! Hates (Residential)

(a) An electric utility is required to propose a
well-defined plan for developing a rate design experiment for
residential customers.

(b) This plan should address issues relating to
cost-justification for rata design, cost-benefit analysis, cus-
tomer education and information, necessary equipment, appropriate
load research activities, and a timetable for implementation and

reporting of results.

U-33-47(GENERAL ORDER NO. 13)
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ORDER
THE COMMISSION FURTHER ORDERS:

i. Unless modified based on tne additional corm ms
filed pursuant to Ordering Paragraph No. 2, this General Order
shall oe adopted substantially in the form incorporated herein,
for tne reasons articulated 1in the body of this Order.

2. An additional period not to extend beyond 4:00 p.m.,
May 15/ 1934, shall be allowed for the submission of written com-
menus on, or proposed revisions to, this General Order. Individ-
uals wishing to submit comments should not reiterate arguments or
issues already presented 1in this proceeding but may introduce
issues or topics not previously considered as more fully discussed
in the oody of this Order.

3. An electric utility that sells 100,000,000 kilowatt-
hours or more annually shall comply with the information reporting
requirements and procedures prescribed in the body of this Order
for load research and innovative and experimental rate design
activities, except Golden Valley Electric Association, 1Inc., which
must comply with the requirements of U-31-48(19 and 21).

4. Alaska Electric Light & Power Company shall comply
wicn the guidelines established in this Order 1in conjunction with
tne time frame Tfor the implementation of load research activities
set forth in U-33-16.

DATED AND EFFECTIVE at Ar.c.v.-rage,Aia3ka, this 29th day Of March,
193 4.

3Y DIRECTION OF THE COMMISSION
(Commissioners Marvin R. Weatherly and
Louis S. Agi, not participating)
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Box 558
Homer, Ak. 99603
May 3, 1987

Rep. Dave Donley, Chairman

House Labor and Commerce Committee
Pouch V

Juneau, Ak. 99811

RE: HOUSE BILLS 238 AND 239

Dear Rep. Donley:

| am the chairperson of the Peninsula Ratepayers Organization, a Homer-based
group that supports consumer interests in utility matters. We are particularly
concerned and informed about the practices of Homer Electric Association.

House Bills 238 and 239, which would require and fund certain utilities to
prepare advance resource plans and load management reports, are clearly in the

best interests of Alaskans.

The important point about this legislation is that it will save consumers
money. By requiring utilities to prepare realistic plans for meeting power
needs and to manage power resources efficiently and economically, ratepayers
will reap benefits far, far beyond the costs of preparing such reports.

Utilities do not now prepare such obviously-useful plans, and, as a result,
consumers are paying heavily for poor decision-making. In HEA's case, the
management and board committed ratepayers to the expense of an $18 million
gas generator, known as "Soldotna 1" There is not only no foreseeable need for
power from this generator on the Kenai Peninsula, there’s no market for it
elsewhere. Yet we are burdened with its debt, whether it runs or not. (When
rates went up 12% last November, 9% was directly attributable to the new
generator.) It is clear that such a purchase would not have been made had the
plans required by HB 238 been performed and submitted for APUC approval.

If the utilities are to reap state subsidies in the form of Bradley Lake,
interties, etc., it seems only logical that the state also require that they
operate efficiently and economically.

| have previously passed on to the sponsor a few suggestions for small changes
to the legislation. | urge you to adopt whatever refinements are needed and to

pass the bill from committee.

i/ nn- Don !/o\/ Rrnt*/n



Kay Brown-----
Alaska State Legislatyre

House of Representatives
MEMORANDUM
T0: Representative Dave Donley. Chairman

House Labor and Commerce Committee
FROM: Representative Kay Browj|.
AE May6 197 /. W1
SUBJ: Hearings on HB 238 and HB 239

Thank you very much for scheduling a hearing for HB 238 and HB 239
regarding the establishment of a "least cost" energy policy for Alaska's larger
electric utilities. | sincerely appreciate your decision to hold a teleconference
on these bills in light of your busy schedule.

In anticipation of the hearing on these bills, please find enclosed a sectional
analysis of the bills, | have also enclosed some information which describes
least cost planning initiatives undertaken in other states. While the least cost
energy concept is relatively new to Alaska, there is substantial precedent for
Ielast %OSt enerqy strategies being aggressively and successfully pursued
elsewhere.

As you know, there is a widely recognized need to fundamentally reexamine
the course of Alaska's enerﬁy policy. Over the past several years, state
energy policy has evolved _aphazardI_Y as a series of subsidized _energY
Programs and power facilities primarily intended to distribute oil wealth
hrough subsidies and create new jobs with capital proHects. However, the
collapse of oil prices, the associated decline of general fund revenues,
reduced need for power in the Railbelt, and the inescapable reality of very
difficult budget reductions compells a reconsideration of this approach.

With regard to the proposed legislation, the basic proposal embodied in HB
238 Is to establish planning requirements for the state's larger utilities to

During Session:
P. O. BOX 20-2661 P. O. BOX V

Anchorage, AK 99520-2661 Juneau, AK 99811
(907) 272-0207 (907) 465-4998
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Page Two

ensure serious consideration of "demand-side" energy efficiency and energy
conservation improvements hefore development of expensive new "supply-
side" generating capacity. HB 239, a companion appropriation measure,
would assist utilities with the expense of developing least cost strategies in
the Railbelt region and fund technical assistance through the Alaska Public
Utilities Commission.

ExBerien(_:e elsewhere has shown that energy efficiency improvements can
supstantially reduce power demand and thereby obviate the need for
expensive new capacity e><£an3|on. In fact, according to internationally
recognized energy expert Amory Lovins, since 1979 the United States has
obtained more than one hundred times as much new energy from efficiency
improvements as from all net expansions of energy supply. Notably, some of
the most ardent supporters of least cost efficiency strategies are private
sector, investor-owned utilities which have come to recognize how much
more cost-effective energy efficiency improvements can be as an alternative
to developing new facilities.

While reco%nizing that these bills need additional refinement, it is my hope
that these bills can be acted upon by the Labor and Commerce Committee
this session and passed along to the Resources Committee for additional work
over the interim. As you know, the House Resources Committee has taken
_thte lead in addressing energy issues and plans work in this area over the
interim,

Again, | appreciate your interest in these bills and look forward to working
with the Committee on this legislation.

cc.  House Labor and Commerce Committee

attachments



Sectional Analysiﬁsz HB 238 and 239
Representativye Kay Brown
House Bill 238

This bill amends Title 42 statutes of the Alaska Public Utilities Commission
to establish least cost energy planning requirements for Alaska's larger
regulated utilities. The bill would establish requirements for the preparation
of "advance resource plans" and more detailed "load management reports"
for approval by the Commission. The development of new power facilities
would require approval from the Commission and would be subject to a
determination that future demand cannot be met by cost-effective efficiency
and conservation improvements. Approval of rate increases would also be
subject to a determination that the increase would be consistent with the
development or maintenance of a least cost energr_ supply system. This bill
also grants the APUC authority to compensate participants in commission
proceedings under certain circumstances.

Section 1. Advance Resource Plans and New Facility Development

Regulated electric utilities with annual sales that exceed 300 million kilowatt
hours are required to prepare and submit "advance resource plans" to the
APUC for approval. The first advance resource plan would be due January 1,
1989 and every four years thereafter. Affected utilities include Chugach
Electric Association, Anchorage Municipal Light and Power, Matanuska
Electric Association, Golden Valley Hectric Association, and Homer Electric
Association. The reauired elements of the advance resource plans include:

- along-term (20-year) demand forecast; N
~ - description of existing system facilities and future facility

requirements; . _

-_descrlgtmn of factors affecting demand for electrical energy (such as
population, urban development, industrial expansion); _

- description of additional system capacity which could be achieved
through energy conservation and end-use efficiency improvements;

- description of the utility's relationship to other energy systems and
power suppliers; _

- summary of efforts relating to load management and end-use
analysis;



~-arecommended electrical energy resource supply Holan with
projected plant retirement/additions, load management efforts, energy
conservation and efficiency improvements.

The Commission shall establish consistent reporting methodology for the
advance resource plans. The plans are subject to Commission approval.

For utilities with annual sales above 300 million kilowatts hours, the .
Commission must permit new facilities larger than 5 megawatts. This permit
IS subject to a determination by the Commission that any new facilities are
necessary to meet future demand that cannot be met through cost-effective
load management, conservation, and energy end- use improvments.

Section 2: Rate Increases Consistent with Load Management Reports

New or revised tariffs must be consistent with development or maintenance
of the lowest cost electrical energy supply system for the utility under the
utility's most recent load management report.

Section 3: Load Management Reports

Regulated electric utilities with annual sales that exceed 300 million kilowa**
hours are required to prepare and submit "load management reports” to the
APUC for approval every two Years. The APUC shall establish guidelines for
these reports. The reports shall

- include the cost of service for specific classes of customers;

- 355ess opportunities for improved load management;

- evaluate potential for reduced srstem costs by reducing demand
through end-use efficiency improvements:

- include current and projected load for the next 10 years;

- provide an analysis of energy end-use in the service area;

- review current and anticipated load research activities; and

- provide a comprehensive analysis of opportunities to lower total
system costs.

The Commission has responsibility to coordinate preparation of the reports.
Sections 4: Authorization to Provide Intervenor Compensation

This section gives the Commission authority to compensate, through allocated
costs, parties other than utilities.



Section 5: Eligibility for Intervenor Compensation

This section defines the circumstances under which parties other than
utilities may be compensated. As a discretionary authority, the Commission
may, during a proceeding, compensate an interested party other than a
public utility for some or all costs if the Commission determines that such
compensation is necessary to enable adequate participation and presentation
of a significant position in which the party has a substantial interest.

The Commission may, after a proceeding, compensate an interested party
other than a utility if the Commission finds that the participation was
significant and has caused a substantial financial hardship.

House Bill 239

This comRanion measure would appropriate funds from the Railbelt Energy
Fund to the Alaska Power Authority and the Alaska Public Utilities
Commission to assist with the implementation of HB 238.

Section L Grants to Railbelt Utilities

$500,000 would be appropriated to the Alaska Power Authority for payment
as 8rants to Railbelt utilities for the cost of preparing the end-use studies,
load management reports, and advance resource plans required by HB 238.
Section 2: Least Cost Staff Position at the APUC

$55,000 would be appropriated to the Alaska Public Utilities Commission for
a new position to assist in the preparation and review of load management
and advance resource plans required by HB 238.

Section 3: Lapse Dace

Unexpended funds as of June 30, 1988 lapse into the general fund.

Section 4: Effective Dale

The effective date is tied to the effective date of HB 238.
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A Least-Cost Electrical Strategy?
A Guide to Evaluating State Laws and Regulations

PAUL MARKOWITZ

INTRODUCTION

Since 1973, the electric utility industry has undergone
massive changes. Huge increases in power plant construction
costs combinéd with“sharp declings in electrical demand

rowth have resulted in exponential increases in electric rates.

hese changes have rocked the economic foundation of large-
scale genera ing facilities, and consequently have radlcall?/
altered the manner in which utilities planto meet new elec-
trical demand.

In response to these changes, the concept of a least-cost
enerqy strategy has emerged among{ requlatory commissioners,
consumer advocates and some utility planners. A least-cost
strategy utilizes those additional souirces of_energ?y supply or
energy demand reductions that can be obtained Tor the least
totalCost to utilities and their ratepayers. Conservation forms
the basis for a least-cost strategy because energy efficiency im-
provements are the most cost-éfiective of all resource options.

However, a least-cost strategy involves U'[I.|IZInP all available
resources for meeting future démand, including;: foad manage-
ment, renewable ener(t;y resources and cogeneration. Conse-
quently, a least-cost Stfategy minimizes the cost of electrical
service, offers s!?nmcant environmental benefits, and provides
economic benefits to local communities by emphasizing the
use of locally-available energy resources. °
. States can implement a |east-cost electrical stratePP( by .
adopting laws and regulations which ensure that, utilities in-
vest in_fhe most cost-effective resources for meeting new de-
mand. These laws and re?ul,atlons can ensure that new power
plants are constructed only_If they represent the least-cost
means of providing electricity. , ,

Effective least-cast regulations consist of three major
components:1

1) Planning: Utilities must submit resource plans that
document how they will meet electrical demand at
the lowest possible cost.

2) Evaluation: Proposed utility plans are carefully evalu-
ated by the regulatory comimission and public

3) Enforcement The commission accepts a revised utili-
ty plan, and uses its regulatory authority over power
Plant ||censmg1,anq| setting of Utility rates to ensure
hat actual utility investments conform to the
adopted resource plan.

AUGUST 1986

MODEL STATE LEAST-COST
ELECTRICAL POLICY

This triad, planning, evaluation and enforcement, provide a
framework for evaluating how well your state is ensuring
utility investments in least-cost electrical resources.

A. PLANNING: EACH UTILITY SUBMITS A
LEAST-COST RESOURCE PLAN

PIannin? requirements ensure that utilities have identified
all available options for meeting new electrical demand before
making large expenditures.

Are your utilities required to file long-range resource piansi
Each utility should be required to submit a Iong-rangze &ten
or twenty years'l resource plan every one or two years 1o the

state regulatory commission. Comprehensive utility plans
should nclude all of the following components:2

a. Forecast of Future Demand: Utilities should file forecasts
of future electrical demand which identify two-to-three possi-
ble scenarios for demand growth to help account for the large
degree of uncertamtx rePardl_n_g future en_er%y consumption.
Demand forecasts should utilize a combination of the follow-
Ing forecast methodologies:

End-use analysis: This methodology calculates the num-
ber, type.and efﬂmencg of electrical end-uses (e.g. water heaters,
lighting, industrial motors) in each customer class, It incorpo-
rates the impacts of changes in efficient technologies, appliance
saturation levels, and utility sponsored conservation programs.

. Econometric analysis: This methodology examines the
impact of economic changes (e.g increases 1n personal in-
come "ulation growth, price increases in alternative fuels)
upr e+ J. city consumptioa

_ sment of Supply-Side Resource Options: Utility
plai. . lould specify how’ the utility intends to meet future
demand through various supply-side options, including:
renewable energy resources (e.g. wind, solar, geothermal,
hydro power, biomass), cogeneration, power purchased from

Public Citizen is a member organization of the Energy Conservation Coalition



other utilities, and traditional sources such as coal and
nuclear power.

¢. Assessment of Demand-Side Resource Options: Utility
Plans should document that utilities are making every effort
0 achieve the full potential for cost-effective conservation and
load management investments. Plans should
ly the cost-effective potential for these investments, but also
specify planned and proposed programs which are designed

to achileve this potential. Utility conservation programs should

go beyond educational efforts and energy audit programs to
include financial incentives, such as low-interest loans, cash
rebates, and thlrd-Farty, financing, designed to stimulate
customer conservation”investments.

_d Integration of Supply and Demand-Side Resource Qp-
tions: The cornerstone 0f'a least-cost plan is a side-by-side
evaluation of the relative cost-effectiveness of all suppIY and
demand-sidg resource options. The ﬁlan should detail the,
resource mf]x (ff those mYﬁstments that will provide electrical
service at the least possible cost. A separate’ least-cost mix
should be developed for each demand growth scenario.

a Two Year Implementation Plan: Each utility should sub-
mit a separate two year plan that specifies how it will imple-
ment its long-range resource plan. This implementation ?Ian
should specify exactly which' resources the utility expects to
acquire in the upcoming two-year period.

f Plan Summary; The plan should include a non-technical
summary of the ufility's projected load forecast and proposed
{_eSOU{,ce options for meeting load to help facilitate public par-
icipation.

B. EVALUATION: STATE REVIEWS
UTILITY PLANS

_ State evaluation of utility resource plans (and other utility
fI|In_ﬂS) IS essential to assess whether utilities have adequately
fulfilled their filing requirements and have adequately exam-
ined alternative supply and demand-side options.

Has your regulatory commission established specific
guidélines for utility plans and other filingsi

The state regulatory commission should set guidelines that
specify what ifformation is required and which _
methodologles should be used by utilities in preparlnﬁ their
resource plans. These guidelines should use state-of-the-art
approaches, and assure consistency among utility plans and
systematic review by all interested parties. For example, the
commission should establish speci |c_regulator>r criteria and
develop a standard set of methodologies to evaluate the cost-
effectiveness of utility conservation programs.3

Has your state developed a state-wide electrical energy plant

An independent state energy plan should be developed and
updated every two years. This plan should follow the same
uidelines established for the preparation of utility plans and
e a standard against which to evaluate utility plans. This
plan can be conducted by the commission itselr, another state

agenqy (e.g state energy office), or an independent research in-

stitution (e.g state universit ? A comprehensive state plan

should confain scenarios of future electrical demand,

document not on-

assessments of alternative supply and demand-side resource
options, and an analysis of various policy options which can
be implemented to achieve a least-cost strategy.4

Does your Commission have sPeciaI provisions (or public
participation in the resource planning processl

The commission should hold open hearmqs to review and
examine proposed utility resource plans. Public involvement
in the review process is necessary to: 1) inform, the public
and legitimize the process, 2) ensure consideration of all
Pote,ntlal resource options and the consideration of all poten-
jal impacts, of uUhtX plans; 3) ensure commission and utility
accountability; and 4) enhance public accePtan_ce.S

The least-Cost planning process should also include oppor-
tunities for informal review sessions among consumer groups,
the business community, local energy researchers and individ-
ual citizens as the plans are developed. This will help utilities
incorporate a wide range of input into their resource plans.

F%n,dln mecham%ms should be develo;t)ed to ensure the
establishment of public representation In the utility planning
process, plant ||cens|ngband/or ratemaking proceedings. For
Instance, citizen_utility' boards (CUBs) are funded through
voluntary contributions from ratepayers through access to
utility bills.6 On the other hand, a state utility consumer ad-
vocate is often funded through a surcharge on utility bills.7

C. ENFORCEMENT: EFFECTIVE CONTROL
OVER UTILITY INVESTMENTS

The commission should have sufficient regulatory E_owers
during the #Ian_nlng powerplant licensing and ratemaking pro-
cesses to effectively ensure utility investments in least-cost
resources.

Does your commission have the authority to approve or
disapprove utilities' long-range resource plansl

Your commission should have the authority to reject utility
resource plans that do nat satisfy established requlatory
%mdellnesj and require utilities to revise inadequate plans.8

hese guidelines can_be procedural in nature, 1.6 requiring
B'[Ih'[l%s to meet.sgeuﬂc. mform?Ilon reqéurements, nd/of can

e substantive, i€ requiring utilities to devise specific pro-
grams or meet specific conServation goals. State authority to
a{Jprove or disapprove utility resource plans should be
strongly tied to Its ability to evaluate the utility load forecasts
and resource assessments. .

One of the most crucial elements of a comprehensive least-
cost planning process is the requirement that all utility in-
vestments be consistent with utility resource plans. States
with this essential provision are able to use utility resource
plans for their optimal functions; as a benchmark on how the
utility proposes to meet future electrical demand before the
Investments have been made.

Does your staile require a certificate of public need before
authorizing the siting or conduction of new power plantsl

States should exercise control over the siting and/or con-
struction of new power plants by requiring a Certificate of need
(often referred to as a certificate of public_convenience and
necessity) in which the utility must establish the need for the



power plant A certificate of need should only be issued where

1. The plant is in compliance with the utility's resource
plan: Permits for new plants should only oe con-
sidered if the plant is consistent with the utility's
most recently approved resource, plan. This ensures
inegration and consistency of utility investments
with' the utility planning process.9

2. The needfor the plant has been firmly established:
Utility demand forecasts should be scrutinized in
light of state-conducted forecasts, for compliance
with si s specifications, and to account for any
changes which may have occurred since the resource
plan ‘Wwas filed.10

3. The plant is the least-cost means of meeting the
need: Utilities should be required to demonstrate that
the pro_Posed plant is the least-cost option in light of
all available demand-side and supply-side options.

Further, the commission should have the authority to review
the certificate of need every two years in light of any changes
In the utility’s ap?roved, résource’plan, with the buiden of
proof restm? on the utilities. Again, state authorlt%,t_o require a
certificate of need should be stronlgly tied to its ability to
evaluate proposed utility power plants in light of least-cost
alternatives. Further, thé commission should still maintain the

authority to disallow imprudent costs from the rate base.

Has your commission used its ratemaking powers to en-
courage utility least-cost investmentsf

Ratemaking authorltk; IS Important as a final check to ensure
least-cost investments, but is most effective when used in con-
junction with comprehensive planning and plant licensing pro-
cesses, Proposed rate increases should be evaluated in the con-
text of the utility's most recently apProved resource plan, and
rate recovery should be allowed only for those investments
which have been included in the plan. Further, the commission
should develop regulatory guidelines for what constitutes used

and useful investments to dssure that uneconomic utility expen-

ditures are disallowed from the rate base.

Does your commission have authority to require utility
conservation programs?

Your commission should have re?,ulatory authority to re-
quire utilities to offer financial incentives designed to
stimulate custor er investments in ener K,conservatlon, such
as low-interest loans or cash rebates. While most commis- |
sions are t};ranted specific statutory authority to require these
investments, many commissions have relied”on broad
regulaton{ powers to ensure ‘adequate and reasonable sup-
P_Ileslof electricity* as the legal basis for requiring conserva-
lon Investments." L

A few state commissions offer utilities financial incentives
and/or impose financial penalties to encourage conservation
investments. For instance, some commissions provide revenue
guarantees to utilities for innovative or untested resource in-
vestments (e.g, pilot conservation programs). Qther commis-
sions are movm(I;_ toward performancé based financial incen-
tives whereby utilities are rewarded or penalized according to
their progress in achieving certain efficiency goals, rather than
a strict rate-of-retum on total assets. In this manner, commis-
sions can reward or penalize a utility based upon progress

toward achieving conservation goals or implementing its
resource plan.22

Has your commission set avoided cost rates which require
utilities to purchase electricity from small-power producersl

The Public Utilities Regulatory Policies Act (PURPA) of
1978 (Title I of the National Energy Act) requires electric
utilities to purchase electricity from" small-power (renewable
energy and co?eneratlo_n) producers at a price equal to the
utility’s cost o Producmg electricity. Your commission should
establish rates that reflect the long-term cost of bundln? new
power plants. This will maximizethe develo?ment of alter-
native resources, while assuring lower rates for al! ratepayers.

DRAWING UPON
STATE EXPERIENCES

Several lessons can be drawn from, state experiences in im-
plementing least-cost electrical strategies:

L The Plannmg process offers a unique opportunity. for
regulators and the public to review proposed utility in-
vestments before the utility spends money. Commission
authority to set utility ratés is a necessary but insufficient
mechanism for ensuring utility least-cost nvestments, As
the cunrent rate shock problem has shown, commission
ratemaking authorlt){ alone is insufficient to assure utility
|east-cost investments: i.¢,, requlators are limited to review-
mg{utlllty investments after the mon,eK has been spent

east-Cost energy planning establishes a process
whereby regulators and the public can evaluate utility in-
vestmenit decisions before these investments are madg.
This plannlng process can ensure that utilities examine the
economic pofential for all resource options, particularly
energ%/ conservation and small-power sources, and invest in
the Cheapest options first This will help: 1? avoid building

unnecessary power plants; 2) improve local economies b

emphasumP the efficient use of electricity and the use o

locally-available resources; and 3). provide significant en-

vironmental benefits by emphasizing the use of en-
vironmentally benign resources.

2. The level of commission resources available to evaluate
utility filings should be directly proportional to the extent
of the commission's involvement in‘the resource planning
Process. A commission with a strong mandate to develop a
east-cost electrical stratePy for its state must have suffi-
cient staff and adequate financial resources in order to con-
duct a thorough examination of utility resource plans and
other filing requirements

3. State involvement in the resource planning process should

complement, not replace, utility efforts to develop the 'in-
house* capabilities to plan for and evaluate conservation
and alternative resource investments. Some states, such as
New York, have initially taken a strong hand in deciding
which resource investments are most cost-effective and
have ordered utilities to make these investments. Often,
utility capabilities to plan for and evaluate alternatives re-
main limited, and commissions have found themselves im-



posing programs on reluctant utilities.

_Conversely, some states have placed most of the respon-
sibility for developing innovative.conservation Rrogra_ms
upon ‘utilities, Subsequently, they have found that utility
P_roposals fall short of the"potential and often lack innova-
lon. State efforts to develop assessments of conservation
potential and develop model programs must be combined
with efforts to promote similar capabilities among utilities.
In_addition, managerial flexibility is critical in encouraging
utilities to undertake least-cost planning and program im-
plementatioa

. The implementation of least-cost planning requirements in-
volves exchanging commission flexibility ‘during ratemaking
proceedings for increased commission authorltY during the
planning stage. While commission endorsement of utility
plans does not necessarily mean endorsement of specific

UII|ItY investments, it does limit a commission’s ab”ﬂ% to

disallow utility investments from rate hase because there is

a tacit agreenient on investment priorities. However, com-

missionérs can still maintain strong review during ratemak-

ing proceedings which ensure that utility investments are
in"compliance with its plan and were prudently made.

. Legislators need to consider how the current requlatory
framework sends financial signals encouraging utilities; to
favor one resource option over another, and should adopt
changes to correct anP( inbalance. For example, rate for-
mulas based on a ufi |t2/’ total capital investment provide
a built-in incentive for th utility fo overinvest in capital-

intensive plant and equment. As another example, elec-
tricity costs often do not reflect environnxntal hazards
caused by fossil and nuclear power plants. Commissions
can establish provisions which incorporate the en- .
vironmental benefits of energy conservation by offering
preferential rate treatment for these investments. Many
commissions are moving toward performance-based incen-
tives to encourage certain utility investment behavior. A
least-cast strategy should ultimately ensure equal con-
sideration of all"resource options. ,

A comprehensively develoPed least-cost planning pro-
cess can assure than: 1) the lowest cost resources will be
used first gand consequently electric rates will be as low as
possible); 2) electrical’ utilities are accoyntable to regulators
and the public for their investment decisions; 3) non- |
economic criteria are incorporated into the decision-making
process; and 4) the public has substantial input into the
resource planning process.

This gimde IS intended as a starting point for examlnln?
how well your state is charting a least-cost electrical strate )r
Laws and regulations in other States can be extremely usefu
in drafting appropriate legislative or re%ulatory Ianquage. The
numerous citations throughout this text are examples of
states and regions with provisions that can be used as
models. For more information, contact State commissions
listed below, the Critical Mass Energy Project, or the Energy
Conservation Coalition.
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BY PAUL MARKOWITZ

AN INTRODUCTION

In the past decade, energy price shocks, supply disruptions,
and a major nuclear actident have made it m_creasm?ly Clear
that America depends upon an unnecessarily high-cost and
high-risk energy s¥]stem. The sweeping chariges affecting the
energy field over the past ten years have perhaps been most
Profound in the electrical utility industry. Since 1973, elec-
rical demand has declined drastically, fuel prices have
escalated, and Sowe_r plant construction costs have increased
exponentially. Rate increases caused by power plant cost
overruns have 5|gn|f|cant|¥ raised electric rates and threaten
to add thousands of people to the ranks of the poor and
unemployed. , ,

The concept of a “least-cost ener?y strategy" is emerging
among consumer advocates, regulatory commissions, and
utilitiés in response to the radical changes affectm% the
economics of electricity production. The first step towards im-
Plementlng such a strategy requires that utilities shift their
ocus from sellln% electricity to providing electrical service* .
the heat, light and power rieeded to operate the bundln?s, arid
industries in their service area.LThis Strategy enables ufilities
to consider programs which promote electrical efficiency on
an equal basis with the construction of new electrical
generating facilities Thus, utility conservation ﬁrograms (such
as ﬁrow ing low-interest loans for home weatherizction or
cash rebates for the purchase of energy-efficient appliances)

Since. 1973, electricity prices have tripled and
utilities have cancelled 180 proposed or par-

tially constructed gower ylants that have cost
consumers over $16 billion dollars to date.

can be viewed as new electrical sources just as assuredly as a
new nuclear or coal-fired power plant

While energy efficiency (or conservation) measures are the
most cost-effective of all resource options, and therefore the
cornerstone of a least-cost investment strategy, the concelpt
really involves utilizing all resources which provide the least-
cost ‘means of meetmg future electrical demand. Thus, load
management, the shifting of energy consumption from peak
Perlo_ s of the day into Slack demand_ periods; cogeneration,
he simultaneous ‘production of electricity from industrial heat
processes; and renewable energy resources such as solar,
wind, biomass, and water becCme integral components of

Alternative
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_ A Strategy for Ensurin? Utility Investments
In Conservation and Renewable Energy Resources
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utilities’ least-cost energy investment strategies.

For varying reasons, many electric utilities are reluctant to
consider many of the investments which are part of a least-
cost investment strategy, particularly conservation, and it is
left to legislatures, and regulatory commissions to enact least-
cost energy planning laws and regulations. These require
utilities to"comprehensively assess the potential of all
resources options available for meeting new electrical demand,
and to invest in these options based Upon their cost-
effectiveness.

ELECTRICAL UTILITIES:
AN INDUSTRY IN TRANSITION

he ¢changes aﬁectlng electric utilities have been dramatic and
Tswm From 1945 fo 1970, the demand for electricity grew

at an average annual rate of 8 percent and utilities met new
demand_by constructing new fossil and nuclear-fueled power
plants. Economies of sCale achieved in power plant size, im-
provements in powey. plant productivity, and decreasing fuel
costs resulted in declining electrical rates and contributed to
electric utilities becoming one of the most sound financial in-
vestments in the marketplace.

Then the 1973 oil embargo struck, and the world of the
electric utlllty_planner turned upside down. With the
astronomical increases in oil prices (and their consequent
Prlce effect on oil-fired electrical generation), demand growth
or electricity slumped to near zero and continued to grow on-
ly amodest two percent annually for the next ten years, At
#eisame time, the long term trend of declining marginal costs
assoclated with larger power plants came fo an abrupt halt
From 1971-1981, the real costs (ahove inflation) for con-
structing nuclear and coal power plants increased each year
by 14 percent and 8 percent, respectively.d

A myriad of factors contributed to thé escalation of power
plant construction costs, including: higher interest rates, new
safety and environmental regulations, mismanagement, and
technolo?mal difficulties resulting from_the rapid escalation in
Rower plant size. As a result, since 1973, electricity prices

ave tripled and utilities have cancelled 180 Proposed or par-
tially constructed power plants that have cost consumers over
$16 billion dollars to date.3 Utilities across the country are
struggling to pay for power plants whose electricity is neither
needed nor affordanle.

The impact on utility ratepayers from these power plant
cost escalations is devasting, Many of the power plants
ordered in the early 1970's have recently started For soon will
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be) producing power. The rate shock resulting from the inclu-
sion of these power plant construction costs in electrical rates
(construction costs are generall?/,n_ot passed on to ratepayers
until plants are completed or officially cancelled) is expected
to increase consumers' rates 50—180 percent in many utility
service areas, and impact 35 million families in 25 states.4
The employment and economic repercussions resulting from
these rate Shocks threaten to be equally disastroua In"a
report commissioned by Suffolk County in Long Island, New
York, rate increases necessary to pay for the Shoreham
Nuclear Power Plant are expécted to eliminate 35,000 jobs,
disqualify 37,000 families from the mortgage market, increase
foreclosures and home abandonment by up to 2000 Eer year,
and push 11,000 households below the poverty line.

LEAST-COST ENERGY OPTIONS

quiet revolution in the energiy field has been manifested in
the rapid movement toward Teast-cost ener?y efficiency and
. ‘renewable energy investments. According
tion advocate Amo%y Lovins, since 1979, the United States
has obtained more than one hundred times as much new
energy from efficiency improvements as from all net expan- |
sions of energy supply. Technological developments have
spurred extensive design improvements in America’s electrici-
ty consuming buildings and devices. As a result, the efficiency
of the best available commercially-available motors lias
doubled, Ilghtlng systems tripled; major appliances quad-
rupled, and the efficiency, of building space conditioning
(heating and cooling) has improved Dy a. factor of tea*”
For example, Norelco has developed its SL-18 light bulb
which uses onhf 18 watts of electricity, yet produces the
same amount of light as a 75-watt incanidescent bulb. The
bulb lasts more than 13 times longer, provides light of better
quality, and uses a high-frequency sofid-state ballast which
eliminates flicker and nhum. yreplacm? 75 watts with 18
watts, an individual is essentially installing a 57-watt power
lant in their home. The SL-18 Tepays.its high retail cost
E$_1,5-$20) two-three times over by savmgo$4 worth of elec-
ricity plus $10 for a dozen replacement ulbs, When univer-
sally”used, SL light bulbs and other equally efficient bulbs,
will displace (at one-to-two cents/kilo-watt hour (KW-h)) the
need for thirty 1000 mega-watt power plants (at seven

In an era of uncertain demand, utilities find
that conservation and load management in-
vestments offer a unique opﬁort_umty_ to re-
duce high capital costs and the financial risks
associated with excess generating capacity.

cents/KW-h.g.,Savmgs of similar magnitude, exist for appli-
anc”e?, industrial processes, and other electrical end-uses, as
well

Renewable en_eré;y technologies such as photovrltaics &solar
electric cells), wind energy systems, passive solar aﬁpllca lons,
solar flat plate collectors {for hot water and space eatlnq),
and biomass conversion (wood, alcohol fuels, etc.) have also
become mcreasmng cost-competitive. The Public Utilities
Re%]ulatory Policy"Act (PURPA) has pla%ed a significant role
in this recent transition towards renewable energy resources.
PURPA requires electric utilities to purchase electricity from
small-power (renewables and cogeneration) producers up to
the utility's cost of producing electricity from conventional

0 ,energ¥ conserva-

>  *

most dramatic example of this shift toward renewables is
found in California, where by mid-1984 over 10,000 mega-
watts of small, independent Sources were planned or under
construction, enough to supply over 20 percent of the state's
power t?( 1990 , .

In addition to their cost-effectiveness, energg efficient and
renewable energy technologies create several times as many
jobs per dollar-as their conventional counterparts. They also
represent the best energy supplies for abating the long-term
Problems of acid rain, carbon-dioxide build-up, and the pro-
Iferation of fissionable materials that are pos«l by continued
dependence on conventional energy sources.

UTILITY SUPPORT FOR LEAST-COST OPTIONS

few utilities have heeded the changing economics of elec-
trical generation, and begun developing pr_o_(t;_rams which
nromote least-cost electrical investments. Utilities, such as
Pacific Power and L;ght, Northern States Power Co, and
New England Electri S¥stems are finding that least-cost in-
vestment options are no onIY much cheaper than conven-
tional generating sources, hut also improve their own financial
well-béing. South California Edison, one of the nation's largest
utilities, announced a change in its 1981 corporate policy
which involved “devotln? corporate resources to the ac-
celerated development of a wide variety of renewable
resurces, COP neration, co&se,rvatlon, argi Igad, m gaﬂem nt'*,
Demand-side options (etficiency andjba m«th ent),, $
cogeneration, and renewable energy resources reduce utility”
planning inwertainty and risk. These investment options are ¢
smaU, modular, and incremental in nature. Compared to con-
ventional coal and nuckar-fired po*aar plants, they have
shorter production lead times,Jow ctp Ul requirements, and ?

MODEL CONSERVATION PROGRAMS

_Pacific Gas and Electric Compan¥ (California)
tion's largest Erlvate utility, recently embarked on its
Gredt Energy Rebate Program, As part of this program,
commercial, Industrial and agricultural electric customers
are paid up to $150,000 per customer account to convert
f0 energy-saving equipment and products. Rebates are of-
fered 10T such équipment as lighting conversions, air con-

Itioners, industrial motors, Tefrigerators and freezers
heating system conversions and modifications, and loa
management controls. Customers can obtain rebates
which defray 25% to 40% of the purchase and conversion
costs for efficient Broducts, and rebates are paid on the
basis of up to $250/KW for saved electrical capacity and
$.06/KW-h for saved energy. Similar rebates are” also
available for residential customers.1 _

General Public Utilities (of Pennsylvania and New
Jersey) has developed an alternative fl_nanc_lnP rogram for
homé weatherization through its Residential Ener ¥Con-
servation Action Program (RECAP). Under RECAP, con-
tractors install cost-efrective conservation measures free of
charge to individual residences. The utility pays the con-
tracfor for the actual, measured long-term reductions in
energy consumption qver a period o years at an agreed
upon rate. Energ savmq_s from the pragram are expected
t0 exceed costs by a ratio of five to one over a 10 year
period, and General Public Utilities has already completed
Wweatherization for over 5,000 homes.1l

the na-



"offer'the utility a quick return on its investment In an era of
highly uncertain demand, ufilities are finding that conserva-
tion and load management investments offe a unique oppor-
tunity to improve load factors, increase velocity of cash flow,
reduce hlé]h capital costs, and reduce the financial risks
associated with excess generating caﬁaqty.

Untapped investments in energy efficiency and load
management offer enormous potential for meeting new elec-

. trical demand and remain the most cost-effective of all
resource options. Utilities, regulators, and consumer advocates
have developed programs deSigned to increase the efficiency
of America’s electrical consumption. . .

. Most utilities offer some type of program promoting effi-
ciency investments, ranging from simple bill inserts orf conser-
vation_ tips and school education programs to innovative
financing programs like those cited above. However, very few
utilities have begun to comprehensively investigate the full
potential for improving the efficiency ¢f their clstomers'
energy consumption of to implement incentive programs
which are designed to promote efficiency investments.

UTILITY QPPOSITION TO
LEAST-COST OPTIONS

"IPhe majority of utilities are still plannin% for high electrical
A demand growth in the future, despite the drastic decline in
the rate of electrical demand growth over the past decade.
And they are planning on meeéting this demand primarily by
building Iar(t;e coal-firéd electrical generating plants (and"to a
lesser €xtent nuclear Power), despite the radical cha,n,?,es in
the economics of central power generation. Most utilities are
reluctant to shift to a least-cost investment strategy for a
variety of reasons, including:

+ Utilities have traditionally seen themselves as suppliers of a
commodity (electricity), and |ike most other private enter-
Prls_es, strive toward_increasing profits_ by mcreasmq,sales of
heir commodity. This has been historiclly accomplished by
constructlr]lg large power plants. o ,

» Most utility executives wait for positive signs from their
commissioners that least-cost investments will receive
preferential rate treatment o ,

* The revenue formulas established by public utility commis-
sions, which are used to determine refurn on investment are,
often based on total capital investment Utilities have a huilt-in
Incentive to overinvest In capital-intensive r%)Iant and equipment
* Efficiency measures, prog%_rams, and tec noloqjes for savin
energ(}/ and’electricity are still refatively unfamiliar to the utili-
ty _ndu]sztry, and are’viewed as risky until proven over a long
period.

Because of this reluctance, a few state Ieglslators and
reﬁ_ulators have begun to ado_th statutes and regulations
which assure that Utilities will comprehensively examine all
resource options, and invest in these on a cost-effective basis.

STATE REGULATORY COMMISSIONS CAN
ENSURE LEAST-COST INVESTMENTS

The least-cost c,once#t has garnered strong support from

some impressive official bodies, including the American

Public Power Association, the American Gas. Association, and
the National Association of Regulator}/ Utility Commiswoners 4

(NARUC). At its 1984 annual convention, NARUC
Unanimously passed a resolution urging all state and federal

regulatory commissions to adopt a “policy mandating electric
and gas Utilities to develop and submit for approval least-cost
resource plans" o

Legislators and commissioners have begun to develop laws
and regulations to compel utility investment in demand-side
options and renewables due to many utilities' reluctance to
pursue_least-cost Lplanmn_g on their dwn_initiative. Several
states, including California, Wisconsin. Florida, lowa, and
Nevada have now adopted some form of least-cost electrical
planning regulations.

The State of Nevada has developed. one of the most com-
prehensive least-cost planning regulations in the country. The

~ Citizen-based organizations and public

interest intervenors have been the primary

motivating force behind the adoption of

many current least-cost planning laws and
regulations.

Nevada Utlllftfy Resource Planning Act of 1983, authored by
the state's Office of Consumer Advocate, requires electric
utilities, to submit to the Nevada Public Service Commission
a fully integrated, Iong-ran?e resource plan every two years.
These plans must demonstrate that all aspects of a ufility's
fuéuredenergy needs and resource options have been con-
sidered.

Nevada utilities are required to conduct assessments of the
cost-effective potential for each resource option, including effi-
ciency, load management, co%eneratlon,, and renewables, and
then |nte(l;_rate and prioritize those options according to their
cost-effectiveness. Perhaps most |mportantIY, utilities cannot
receive approval for a new power plant unless the plant has
been previqus| apﬁroved as part of the utility's least-cost
gesougc?hraqlx. he Nevada model includes provisions which

ssur

» Demand forecasts are hased upon inventories of electrical
end-uses such as lighting, heating, and cooling.

« Utilities must also submit a two-year implementation plan
that specifies which least-cost resources will be utilized over
the next two years. _

+ Standardized planning methodologies and models are used
by all. utilities to assure long-term consistency. ,

. Utlllpeﬁ aie held responsible for the creation and coordina-
tion of all plan comﬁo ents. -

« Enforcement mechanisms are develolﬁ)ed to assure utility
compliance with their resource plans.

Most states have adopted only individual components of
comprehensive least-cost planning requlations, and conse-
quently lack the ability to ensure utility investments on a
least-cost basis. For example, many,Publlc utility commis-
sions have specific statutory authority to requiré utility in-
vestments in conservation and load management but lack the
capability to adequately evaluate utility assessments of con-
servatiori potential or program proposals. Other commissions
require utilities to file conservation plans which must evaluate
all resource options available for meeting new electrical de-
mand yet lark the authority (_o_rllnlt_latlve% to deny approval of
the plan or to require that utilities invest in all cost-effective
conservation investments prior to new supply resources.

Unfortunately, very few commissions have adopted com-
prehensive least-cost regulations which ensure that utilities



invest in the most cost-effective resources to meet new elec-
trical demand. This is due to a variety of reasons. Some
state commissions |ack adequate information and anal}/tlc
planning tools, while others are awaiting the results of those
states which have enthusms,tlcall)(] promoted conservatioa
Still, other commissions helieve that utilities should decide
how to meet demand for electricity or that existing regula-
tions are sufficient in promoting utility conservation in-_
vestments. However, a truly integrated and comprehensive
least-cost planning model, Such as Nevada’s, is vital to assure
utility investments in least-cost energy resources.

A FRAMEWORK FOR CITIZEN ACTION

well-informed and organized consumer-hased coalition,

Acan_3|gn|f|cand¥ influence its state rePulatory and legislative

_‘hodies to adopt least-cost planning faws and regulations.
Citizen-based organizations anq public interest intervenors
have been the primary motivating force behind the adoption
?f many cunrent least-cost planning laws ang regulations. The
ollowing are specific actions that public p0||c>( or?amzatmns
and citizen-based groups can take to promote Teast-cost
energy planning in their state;

1. Review Existing Statutes and Regulations Re_Fardln(I; Utility
Investments in Least-Cost Energy Résources. Utility statutes
and regulations vary from state o state. Thus, a crucial first
step involves reviewing existing statutes and regulations to re-
veal possible gaps in & comprehensive |east-cost planning pro-
cess. Some of the more pertinent questions to Rursue, include:
» Does your public utility commission have the requlatory
authority to require utility investments in customer efficiency
|mRrovem_ents? , ,
» Are utilities required to undertake a comprehensive assess-
ment of the conservation potential in their service districts?
* Are utilities required to file long-range resource or conser-
vation plans? If yes, do these plans include assessments of
demand-side and supply-side options and do they require .
these options to be,lnte%rated according to thejr cost-effective?
« Does your commission have an adequate enforcement
mechanism which ensures that utilities, invest on a least-cost
basis, i.e. denial of a power plant permit due to lack of con-
sideration of alternatives? .
* Has the state adopted favorable buyback requlations to re-
guwe utilities fo purchase electricity from small-power pro-
ucers, Including cogeneration and renewables?

2, Develop an Independent Conservation Potential *
Assessment Universities offer an ideal base for the develop-
ment of independent assessments, of the potential for energy
conservation in a utility service district or the state as a
whole. For example, the Center for E_ner(iy Studies at the
University of Texas, in conjunction with Tawrence Berkeley
Laboratories, has recently developed an assessment of the
conservation supply poténtial for residentifj and commercial
buildings in the state of Texas. B8 o

University dePartments_ with experience in quantitative
analysis, computer modeling, or electrical planning issues can
be solicited to develop specific information:

* An inventory of available efficiency measures, methods, and
technologies capable of cheaply and"reliably supplying or
savin enPrgy, and power, o

* A detailed inventory of energ¥ use, mdmatmg_how much
electricity is consumed for what purposes within the state.

» An assessment of the potential for efficiency improvements
in the residential, commercial, and industrial Sectors.

A survey of information on State commissign orders, requla-
tions, rate treatments and case histories of efficiency programs.
3. Form a Coalition. A successful strate r will be based on
linking least-cost planning with other ufility issues that are af-
fecting ratepayers. Least-Cost_planning offers a long-term, com-
prehensive process for assuring the most cost-effective im-
plementation of electrical resources as well as an ideal com-
plement to shorter-term and single focus, and sometimes
adversarial, utility issues. ,

For instance, “rate shock" (the rate impacts_from the cost of
new power plants) is an excellent organlzm? Issue hecause
the inclusion of expensive, new ,P_owe,r plants costs in the rate
base directly result in higher utlity bills. While citizen groups
argue against the inclusion of imprudent Eower plant con-
struction costs in the rate base, rate shock also presents an
excellent opportunity for consumers to press their re?ulators
with the question of, “How are you going to prevent these
astronomical rate increases from occurring in the future?"
~ Least-cost planning can be used to address other utility
Issues, such as utility proposals for the construction of riew
coal or nuclear plants, the inclusion of construction work-in-
progress (CW1P) costs in the rate hase, and the impacts of
rate increases on low-income households. Least-cost electrical
planning offers an ideal issue for forging statewide coalitions
which can bring together diverse organizations, including low-
Income, senior Cltizen, safe enerey, and consumer groups.
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MEMORANDUM
TO: Representative Kay Brown

ATTN:  Eric Meyers

FROM:  Ginny Fay
Legislative Atfgjlyst

RE: Least-Cost Energy Programs and States™ Energy Agencies
Research Request 87.066

You requested information regarding the structure and function of energy
agencies and programs iIn other states. You specifically asked how other
states pursue energy developmert and regulation. You were also specific-
ally interested 1iIn other states that are pursuing 'least-cost” energy
strategies through demand-side conservation initiatives designed to reduce
or avoid the need for additional power production capacity.

In providing this information, this memorandum 1{is organized into three
parts. The TFfirst part provides background on least-cost energy
strategies. The second part discusses least-cost strategies and other
pertinent programs in specific states (Pacific Northwest, i.e., Washington,
Oregon, Idaho, and Montana; California; Florida; Minnesota; New York;
Nevada; Ohio; Oklahoma; Texas; and Wisconsin). The third part discusses
the structure and function of energy agencies in other states and contrasts
programs and policies with those of Alaska.

Least-Cost Energy Strategy

In the mid-1980s, many utilities iIn the United States are approaching a
critical point in their strategic planning. If forecasts are correct,
they must begin iIn the next few years to build new power generation capac-
ity to meet the demand of the 1990s. Utilities are reluctant to make these
investments, however, because electrical demand has grown below expecta-
tions during the last decade. There are also numerous examples across the

~oger F. Nail! and Roger W. Sant, "Electricity Markets in the 1990s:
Feast or Famine?', Public Utilities Fortnightly. April 26, 1984, p. 19.
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nation of additional facility construction that provided additional
capacity before it was needed. Because of the excess capacity and cost
overruns (especially for nuclear plants), the subsequent energy was often
too expensive to sell. Examples 1include WPPSS (Washington Public Power
Supply System) in the Pacific Northwest, Marble Hill in Indiana, Zimmer in
Ohio, arid Seabrook Iin New Hampshire. In these cases, public utilities
commissions rarely had the opportunity to evaluate whether the additional
construction was the most cost-effective means of supplyiruj future energy
or whether the energy was in fact going to be needed at all.

Traditional utility regulation, including fTacility permitting and siting,
has been ahindsight process where decisions were made by regulators who
had access to a (theoretically) complete set of facts and information.
This procedure is intended to protect the public interest; it is based on
the belief that regulators are more likely to make cost-effective plant
construction decisions if they rely on projections of past trends in the
growth of demand. This 1is supposedto minimize the risks of resource

decisions made by the regulated utility and the regulating agency. The
public interest, however, 1iIs not protected when retrospective evaluations
make mistakes so large that the costs would bankrupt utilities if they were
not passed on to utility customers via Increases in rates. Ultimately,
consumers have paid for the mistakes of incorrect forecasts or excess
increases iIn production capacity with rate shocks. It has also become more
clear that past electric consumption is not necessarily a good predictor of
future demand.

As mentioned above, hindsight decision making has produced some serious
mistakes which have encouraged regulators and utilities to look for other
methods to evaluate the acquisition of additional energy production capac-
ity. Most utility managers would prefer not tohave to finance any new
capital expansion. Despite the decline iIn the cost of financing, the cost
of power plant construction is so high that it often damages the financial
health of the company. This situation has created more than enough incen-
tive for regulators and some utilities to seek an 1iImproved ability to
review resource planning decisions before such disasters occur.

One planning alternative is a least-cost resource plannlng strategy. The
basic concept is for utilities to stop thinking of themselves as deliverers
of electricity or gas, but instead as marketers of energy services: the
heat, light, or power needed to operate the buildings and industries in
their service area. Their strategic objective is to deliver energy serv-
ices at the lowest possible cost to customers, which is why it is referred

2Renee Haman-Guild, *State Involvement in Utility Resource Planning:
Towards Partnership,”™ Public Utilities Fortnightly. April 18, 1985, p.
22.

31bid.
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to as a least-cost strategy. This strategy leads them to consider
conservation options (or end-use technologies that conserve electricity) on
an equal basis with constructing new generation Tfacilities iIn their
resource planning. The growth in the demand for energy services can be met
by either v~"ing energy or constructing additional denerating capacity.
Marketing energy services rather than electricity opens up a whole new set
of options tn utilities”™ strategic plans.

Instead of focusing on the energy form itself (such as hydroelectric, gas
or coal), a least-cost analysis focuses on the services provided by the use
of energy. For example, people do not necessarily want electricity or gas
in their homes; they want warmth, Hlighting, and convenience. Similarly,
industrial users do not really care about the primary fuel they utilize;
they are more concerned with the power used to produce a final product.

The significance of focusing on end-use services is made more apparent when
Btu"s of energy are traced from primary fuel consumption though deliv-
ered or end-usefuel consumption and on to the final consumption of

energy services. In 1980, the United States consumed 78 quadrillion
Btu®"s ofprimary energy inputs (such as coal, natural gas, oil, or
renewable Tfuels). Of this, only 60 quadrillion Btu"s were delivered to
consumers. The 18 quadrillion Btu®"s (23 percent) difference was lost in

the conversion of primary inputs into more usable forms (mostly in elec-
tricity generation) and in the transmitting and distribution of energy to
consumers.

The energy delivered to users again requires conversion to produce services

of value to consumers. This conversion occurs in energy-using devices in
buildings and industries. Final useful energy services totaled 33 quadril-
lion Btu®"s in 1980, or 42 percent of the primary energy consumption in that
year .

Because of large conversion losses, it 1is relatively inefficient to
increase the level of primary energy inputs in order to satisfy increases
in the demand for final energy services. Until the recent price decline,
the high cost of petroleum products coupled with the ample technical
ability to reduce conversion losses resulted in increased development and
investment in more efficient end-use energy devices. Amory Lovins, a
national energy specialist, testified before the Wisconsin Public Utilities
Commission that the cost of technologies recently developed to save elec-
tricity is five to ten times less than the cost of additional electric

~Roger F. Naill, and Roger W. Sant, 1984, p. 19.

5This 1is assuming there are no serious supply considerations such as oil
embargos or dramatic increases in fuel costs.
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generating capacity.” For example, it is usually more cost effective to
improve the insulative qualities of buildings than it is to iIncrease power-

generating cap city.

Consumers generally act to minimize the cost of energy services (which is
not the same as minimizing the cost of energy). Consumers choose the combi-
nation of fuels and energy-using equipment to minimize their costs. Thus,
as prices rise, It pays to replace worn out equipment with more energy-
efficient technologies and/or switch fuels.” Using a least-cost approach
mimics this type of consumer market behavior; fuels and energy-using
technologies are combined to meet energy service demands at the Jlowest
possible cost to the customer. In this sense, least-cost power planning
creates a surrogate for market choice.

STATES®™ APPROACHES TO LEAST-COST STRATEGY AND PLANNING

Introduction

Information on least-cost strategy and resource planning iIn Nevada,
Wisconsin, the Pacific Northwest, California, Florida, Minnesota, New York,
Ohio, Oklahoma, and Texas 1is presented iIn this section. Nevada“"s approach
and legislation is discussed first and in relatively greater depth because
Nevada 1is considered a model for Ileast-cost planning arid consumer and
utility involvement. Some factors considered essential for least-cost
resource planning are:

long-range (10 to 20 years) integrated demand and supply forecasts;
integration of the planning process and the rate-setting process;
specification of the planning methodology;

required implementation and monitoring of the plan;

a regulatory agency with adequate enforcement authority;

the ability of the planning agency to modify, as well as reject and
accept, utility plans; and

active public involvement.

6lLeast-cost energy strategies are 1In part based on theories of Amory
Lovins, who 1is also the author of Soft Energy Paths. Ballinger Publishing
Company, Cambridge, Massachuetts, 1977.

7This is only true, of course, 1if prices accurately reflect the real
price of energy services. If energy services are subsidized, their use
will not be efficient and consumers®™ decisions regarding energy use will
be distorted or inefficient.
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Nevada

The 1983 session of the Nevada legislature passed into law the Utility
Resource Planning Act (see Attachment A). The [legislation, initiated by
the state"s then recently created Office of Consumer Advocate, is intended
to ensure that electric utilities employ accurate forecasts of their future
energy needs and that those future needs are fulfilled using the most prac-
tical and cost-effective means. Some of the impetus for the legislation
was the belief that the commitment of utility capital is the single most
important decision facing utilities and that the previous Nevada law did
not provide for a systematic or ongoing review of utility resource planning
activities. The previous review process was also considered cursory and
inadequate hy the public and the Office of Consumer Advocate. The Office
of Consumer Advocate further argued that the planning and permit reviews
came after the utility had already committed resources with no review by
the public or public utilities commission. Historically, construction
permit proceedings by the commission were held after a utility had made
supply resource planning decisions and the proceedings were not designed
for detailed review of the economic costs and benefits of alternative
supply resources. The new legislation requires utilities to submit every
two years to the Nevada Public Service Commission a fully integrated, long-
range (20-year) resource plan which must demonstrate that all aspects of a
utility"s future energy needs have been considered.

Under provisions of the Nevada act, demand and supply functions must be
evaluated iIn a dynamic, iterative process that considers risk, sensitivity,
and uncertainty Tactors. The end result 1is an integrated least-cost
resource plan. Before a utility can receive permission to construct a new
generation facility or transmission line, the proposed project must be part
of the least-cost mix in a previously approved 20-year resource plan. Five
major areas of analysis are required in Nevada plans: 1) forecast of future
demand; 2) assessment of demand options, i1.e., conservation and load manage-
ment potential; 3) assessment of supply options; 4) integration of supply
and demand; and 5) a two-year implementation plan. The two-year imple-
mentation plan essentially monitors the long-range 20-year plan and makes
it a truly dynamic, strategic plan.

8Jon B. Wellinghoff and Cynthia K. Mitchell, "A Model for Statewide
Integrated Utility Resource Planning,” Public Utilities Fortnightly.
August 8, 1985, p-. 19.

9 1bid.
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The Nevada Office of Consumer Advocate believes that comprehensive statutes
and regulations for utility resource planning must contain the Tfollowing
components:

1) Planning Process Integration: Integration must 1include a forecast
of future demand and a comprehensive analysis of demand and supply
options available to meet or alter demand which are then unified to
derive the least-cost resource plan. On a procedural level, regula-
tors must strive for integration of utility rate making and utility
construction permit proceedings with the planning process to ensure
that the process actually results in long-term economic benefits to
rate payers and financial stability for the utility.

2) Sufficient Methodological Specification: Specification of
planning methodology 1is necessary to ensure that state-of-the-art
techniques are employed, consistency between Tilings of plans
exists, and a systematic review process for the public and regula-
tors is established. This should not be so rigid as to preclude
planning innovation by utility planning staff and permit flexibility
where appropriate.

3 Required Implementation: The resource planning process must
require the submission of an action plan for regulatory review. The
plan must detail the means by which the utility plans to acquire and
implement resources, with cost-effectiveness being the key priority.

4) Utility Responsibility for Plan Creation: If integrated demand
and supply planning is to be internalized by investor-owned util-
ities, the expertise and data for plan development must originate
from within. This 1increases the likelihood that the utilities will
abide by their plans and that they will be more successfully imple-
mented.

5 Plan Enforcement: Unless the regulatory process provides for an
effective enforcement mechanism to ensure that the utility ade-
quately conducts the planning process and follows through with the
acquisition and implementation of plan resources, the entire process
can become a mear ’ngless exercise. Procedural integration of the
planning orocess can greatly facilitate enforcement of the planning
process.10

Wisconsin
The 1975 Wisconsin Power Plant Siting Law and implementing regulations of
the Wisconsin Public Service Commission (PSC) gave the commission broad

planning, siting, and environmental review authority. This landmark law

10Jon B. Wei 1inghoff and Cynthia K. Mitchell, 1985, p. 20.
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initiated capacity planning and the evolution of least-cost planning in
Wisconsin. The legislation requires each utility to file an "advance plan”
for the construction of Tacilities. The biennial filing must include a
long-range, 20-year demand forecast, plans for the construction of proposed
generating and transmission Tfacilities, and an analysis of alternatives to
the proposed generation and transmission facilities. The utility advance
plans are submitted to the PSC, which compiles the individual plans into
the statewide advance plan (see Attachment B for Wisconsin statutes and
information on the PSC).

In the fall of 1986, Wisconsin completed its fourth statewide advance
plan. In reviewing this plan, the commission (for the first time) estab-
lished integrated least-cost planning of both supply and demand-side
options as the framework for utility submissions in the upcoming Tfifth
advance plan.11 The previous lack of integration of supply and demand
analyses was seen as the only majorshort-coming of Wisconsin®s planning
effort; this supply and demand integration places Wisconsin®s planning
efforts on par with those of Nevada.

In contrast to Nevada, which passed least-cost legislation, wrote
accompanying regulations, and introduced their Tfirst resource plans iIn an
approximately one-year period, least-cost planning started earlier but was

an evolutionary process in Wisconsin. This successful evolution was
dependent, however, on a strong statutory framework and the authority
vested in the commission. The Wisconsin PSC indicates that a planning

framework should contain the following elements:

1) The commission should have the authority to require utility
submission of long-range plans on a regular basis.

2) The commission should have the authority to approve or reject plans
based on a weighing andbalancing of a broad set of factors (eco-
nomic, environmental, health, safety, reliability, engineering) in
order to best serve the public interest.

3) The commission should have the authority to modify submitted plans
to make them acceptable. This 1is the most important tool to shape
the direction of future utility plans. The rejection of plans alone
may leave no option for proceeding.

4) There should be a link between the plans that are filed and subse-
quent approval of construction proposals and rate cases which imple-
ment those plans. This allows the commission to monitor the imple-
mentation of plan directions and makes plans truly strategic.

5 Utility planning should be open to the public and state agencies for
review and iInput.

~“Mary Lou Munts, Chairperson, Wisconsin Public Service Commission,

"Least-cost Electricity Planning: Barrier and Benefits', presentation to
the National Association Regulatory Utility Commissioners convention,
November, 1986.

Albid .
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The Wisconsin PSC has used this authority to make two rather dramatic
changes 1iIn energy directions. The First occurred in 1978, with the sub-
mission of the first advance plan. Utilities were planning to construct
seven new nuclear units totaling 6,500 megawatts of capacity in the state.
This 1included three units for which there were active applications before
the commission. (It should be noted that Wisconsin®s total generating
capacity was 10,500 megawatts iIn 1986, which is considered adequate until
the late 1990s). The commission determined that nuclear power would not be
an economic choice, and directed the utilities to cease planning for
nuclear power. It is uncertain if or when the utilities would have reached
this same conclusion, but the commission believes that at least two plants
specifically rejected by the commission would have been commenced,
potentially costing Wisconsin consumers hundreds of millions of
dollars.

The second planning redirection ordered by the commission was the assess-
ment that conservation, renewable resources and cogeneration were tech-
nically and economically feasible alternatives to the conventional power
plant. This recognition led to the requirement that utilities prepare
plans that consider these alternative resources with the goal of avoiding
new power plant construction. Least-cost integrated planning 1iIs an
extension of this direction and requires that all options be evaluated and
compared iIn a systematic and comprehensive framework.14

The Wisconsin commission views the comprehensive planning process as a
great opportunity to save rate payers money by reducing unnecessary expendi-
tures and by creating a more Ffinancially stable environment for utilities.
They believe that the benefits to both consumers and utilities of their
evolving least-cost planning process have far outweighed its costs.

Pacific Northwest

The Northwest Conservation and Electric Power Plan was issued April 27,
1983, pursuant to the Pacific Northwest Electric Power Planning and Conser-
vation Act of 1980 (also referred to as the Northwest Power Act). The act
established the Northwest Power Planning Council, comprised of eight mem-
bers, two each from the states of Idaho, Montana, Oregon, and Washington..

The council in part, is authorized "...to achieve cost-effective conserva-
tion, to encourage the development of renewable resources,...to assure the
131bid.

141bid.
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region of an efficient and adequate power supply.”15 Under the Northwest
Power Act, the Northwest Power Plan must be reviewed at least every five
years to determine if the action plans that identify near-term objectives
and measures are being met. Because of the number of changes 1iIn the
regional electrical energy picture, a new plan was adopted in January
1986.15

The Northwest Power Plan was utilized in part by the Nevac®a Office of
Consumer Advocate and the Nevada Public Utility Commission as a reference
and guide in the development of Nevada®s statutes and regulations. Major
similarities between the regulations can be seen throughout. For example,
both require the development of a range of forecasts to assess the sensitiv-
ity and risk of resource options to demand uncertainty. Also, both require
the development of two-year implementation plans. The major differences
between the Pacific Northwest and Nevada legislation are in the areas of
responsibility and enforcement.

Both of these differences stem largely from the fact that the Northwest
plan 1is developed on a regional basis. The plan is not tailored to the
unique characteristics of individual utilities. Therefore, the burden of
plan development rests with the council and not utilities. The council
also has limited powers of enforcement. The Bonneville Power Authority
(BPA) and other utilities can seek exemptions to components of the plan®s
requirements, specifically the model conservation standards. If adopted
throughout the region, the conservation standards could save the Northwest
two to four coal power plants. Unfortunately, many of the region®s major
utilities have failed to sign long-term conservation contracts with the
BPA. A preliminary study by the council indicates that delaying conserva-
tion standards two years could cost the region $200 million. 7

California

The state of California has two state agencies actively involved in utility
regulation, the California Energy Commission (CEC) and the California Pub-
lic Utilities Commission (CPUC). In general, the CEC is responsible for
regulating utility long-range actions such as resource planning. The CPUC
is responsible for regulating utility short-term actions such as general
rate cases and current conservation programs.

15"Pacific Northwest Electric Power Planning and Conservation Act,”
Bonneville Power Administration, U.S. Department of Energy, December 5,
1980.

15"Report to the Governors-elect of Idaho and Oregon,' Northwest Power
Planning Council, December, 1986.

17"Northwest Energy News,'" Northwest Planning Council, Vol. 3, No. 6,
November-December, 1984.
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The 1975 Warren-Alquist State Energy Resources Conservation and Development
Act in part established a state policy "... to employ a range of measures
to reduce wasteful, uneconomical, and unnecessary uses of energy ' The
act requires the CEC to prepare and submit to the governor and legislature:
1) a biennial report assessing current and future energy trends in Cali-
fornia; and 2) a state energy policy with recommendations for its imple-
mentation. In developing these reports, the CEC requires the utilities to
submit long-range supply and demand analyses using methodology prescribed
by the CEC. The utility reports submitted to the CEC must contain five,
twelve and twenty-year forecasts for electric demand, assessment of supply
capacity to service this demand, options for reducing demand, utilization
of ~jnservation programs, and potential sources of energy (see Attachment

According to an analysis by the Nevada Office of Consumer Advocate, the
California landmark legislation is lacking iIn four respects:

it does not specifically require the development and implementation
of a least-cost plan even though 1t requires utilities to assess
conservation and available options to reduce demand.

there is no formal integration between the CEC long-range planning
efforts and the CPUC rate case proceedings. This weakens the
implementation and monitoring aspects of the long-range planning
effort and increases the likelihood that important information will
fall through the regulatory 'cracks.

the CEC has no clear power of enforcement of plans. Permits are not
denied based on a utility"s failure to submit information to the
CEC.

the CEC rather than the utility has the primary responsibility for
plan development. This can make implementation and enforcement more
difficult.

The State of California has indicated, however, that its energy policy Iis
moving away from an integrated resource planning approach to an "avoided
cost” or "marginal cost” philosophy for issuing permits for the construc-
tion of additional supply capacity. Under this system, permits for new
generating facilities would be issued with the understanding that utilities
would only be paid its "avoided or marginal cost"” for energy from the facil-
ity at the time it comes on line. Because of the very high cost of addi-
tional generating capacity, it is likely that tyiis process could lead to no
construction and subsequent capacity shortages. 0

18Warren-Alquist Act, Sections 25300-25323.
19wellinghoff and Mitchell, 1985, p. 22.

~9 1bid.
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Florida

The 1980 Florida Energy Efficiency and Conservation Act (Attachment E)
requires '"... increasing efficiency of the electric and natural gas systems
of Florida and the end uses of these sources of energy " Regulations
adopted by the public service commission require utilities to 'review and
revise utility operating practices...plan development of the bulk power
system...increase the efficiency of existing generating units...aggres-
sively integrate nontraditional sources of power generation...and increase
efficiency of transmission and distribution systems.” The act established
a FTive-year goal (beginning iIn January 1981) of an approximate 25 percent
reduction for all electric utilities iIn peak demand and energy consumption.

The governor®s energy office 1985 annual report states that reducing
Florida®s per capita energy consumption and the state"s reliance on petro-

leum is the primary goal of the office. Conservation 1is the principal
focus for the energy office"s program. The second major objective is the
promotion of renewable energy resources, especially solar energy. The

third major objective 1is to effectively plan for energy disruptions as a
result of the state"s dependency on petroleum.

Under Florida®s planning provisions, the public service commission sets
goals which the utilities must meet. Florida has been successful with this
approach; utilities have shown an increasing spirit of cooperation in
voluntarily proposing major conservation and load management programs. No
utilities have proposed new generating fTacilities despite Florida®s high
population growth rate. Florida®s statutes and regulations, however, do
not constitute an integrated resource planning process. Neither a least-
cost nor an implementation plan is required. The utilities do not independ-
ently assess the optimal level of conservation potential but instead work

under the commission®s established goals. There 1is also no enforceable
regulatory connection between resource planning and construction permit
proceedings. The success to date of Florida®s process appears to be a

result of the commitment of the people involved in the process rather than
the structure of the Florida statutes and regulations. 1

Minnesota

Minnesota 1is 1iIn the process of establishing least-cost planning legisla-
tion. The stated purpose of the legislation is "..._.to assure that Minne-
sota consumers pay the lowest cost possible for electricity. Least-cost
planning would require that electric utilities plan to 1invest in all
cost-effective supply and demand options (i.e., conservation, cogeneration,

~Wellinghoff and Mitchell, 1985, p. 22.
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and renewable energy) instead of building expensive, environmentally risky
new power plants to meet consumer needs. Least-cost planning would tie
together the state®s review of electric utility rates, advance forecasts,
requests for permits to build new power plants, and conservation.”™ Minne-
sota also identifies the following benefits from least-cost planning:

Significant cost savings to all sectors of the state"s economy;
Increased use of environmentally cleaner sources of energy;
Decreased dependence on nonrenewable fossil fuels;
Financially healthier utilities; and

Improved coordination of state agencies™ responsibilities.

The least-cost planning section of the draft legislation requires utilities
to submit least-cost plans to the public utilities commission biennially

commencing in 1989. The plans must include annual demand, sources of
supply, and energy forecasts for a 15-year period. The supply and demand
forecasts must be integrated to obtain a least-cost option. The public

utilities commission 1is given the authority to approve, modify, or reject
the plan. The draft legislation appropriates $500,000 from the general
fund to the public utilities commission to carry out the legislation, which
includes the development of regulations and the addition of five staff posi-
tions. The appropriation is available until January 1, 1989 (see Attach-
ment E for a copy of the draft legislation).

New York

The 1976 State Energy Law established a State Energy Office to work with
other state agencies iIn the development and coordination of an overall
state energy program. Members of the New York Power Pool are required to
prepare an annual, comprehensive, long-range forecast of future demand,
future generation TfTacilities, and anticipated expenditures for observa-
tion, load management, electric generation, and transmission. 2 The
State Energy Office conducts hearings on the utilities®™ composite Tfiling
and prepares a report of the long-range electric and gas demand and supply
requirements of the state.

The public service commission is required to review the plan to determine
whether it is cost-effective and whether the plan will result in signifi-
cant energy savings. The commission must also determine 1if additional
supply capacity is warranted based on the plan. In 1984, the commission
set a major new energy conservation policy requiring each of the state”s
electric utilities to place energy conservation on equal footing with power
plant construction and alternative forms of electric generation. The
utilities have been directed to commit portions of annual revenues to the
development of comprehensive energy plans (see Attachment G for New York
energy statutes).

22State of New York, Energy Law, Chapter 17-A, July 26, 1976.

23New York Public Service Commission, Order 84-15, May, 1984.
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Ohio

The state of Ohio Initiated least-cost resource planning in November 1986
through a grant to the Public Utilities Commission of Ohio to research the
methodology of 1incorporating least-cost options into the regulatory
process. The study is being conducted in cooperation with the Ohio Office
of Energy Conservation. Least-cost planning 1is a priority of the
governor. Energy conservation is also a high priority of the state; con-
servation 1is considered a primary tool to foster economic development in
Ohio. In 1983, legislation was passed that requires every major gas and
electric utility to submit a long-range forecast and a description of
planned utility supply resources to the Public Utilities Commission of
Ohio. The present Ileast-cost study 1is aimed at amending the current
statute to specifically require integrated least-cost resource planning.
See Attachment G for an overview of the Ohio least-cost study and Ohio
statutes.

Oklahoma

Oklahoma does not have a formal least-cost planning effort, but the
Oklahoma Corporation Commission (OCC, which is the public utilities commis-
sion) "encourages"™ utilities to do so. The legislature has also given the
OCC a directive to biennially prepare a 10-year electricity supply and
demand forecast. 4 The Public Service Company of Oklahoma proposed to
the commission a comprehensive rate program which the company calls the
“"New Direction.” The program®s goals--to encourage conservation, decrease
the need for future generating units, improve utilization of existing gen-
erating equipment, and provide opportunity for greater consumer choice--are
similar to most least-cost resource planning efforts. The New Direction
program uses an iInnovative rate structure to attain these goals. The pro-
gram has been iIn place since 1984.

The New Direction strategy utilizes the marketplace and the most powerful
marketing variable--price--as both a fundamental cause of and potential
solution to the problems of customers andutilities. A selection of price
and service options as well as meaningful incentives for prudent and effi-
cient energy use are offered to various customer segments. The New Direc-
tion program recognizes the difference incustomer needs and their effect
on the energy marketplace. Finally, the strategy recognizes that only
those customers who require special services should pay for those serv-
ices. b

24Personal communication, Oklahoma Corporation Commission staff, January
1987.

25Baker, Hamp, "A New Direction for an Electric Utility - A Commis-
sioner”s Viewpoint,” Public Utilities Fortnightly. November 22, 1984, p.
23.
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The New Direction program offers the following four residential programs.

an optional base price which offers price iIncentives to residential
customers who can minimize the amount of energy they use above 800
kilowatt hours (KWH) per month during peak months;

incentives to customers who upgrade low-efficiency equipment to
high-efficiency units;

price reduction for homes qualifying as energy-efficient; and

a price break for customers who consistently use less than 400 KWH
per month. This [latter option rewards customers who consistently
conserve electricity; it is opposite to previous electrical pricing
options which encouraged energy usage by reducing the price as con-
sumption increased.

The program also offers commercial and industrial programs which include
level-of-service price schedules, time-of-day prices, and an industrial
interruptible price option. Similar to the residential programs, the
industrial and commercial programs recognize the different needs of cus-
tomers, reward conservation, and are aimed at shifting demand away from
high-use periods to lower-use periods. Basic to the program is the recogni-
tion that the cost of energy is not constant throughout the day or t-
year. Variable pricing encourages customers to alter their use patterns in
order to use cheaper power. The program achieves more efficient use of
energy through load r.iari.gement and encouraging conservation.

The New Direction p ., ran is revenue neutral, meaning that it offers no
immediate revenue iInc.ease to the utility company. The ten-year goals for
the program are: 1) k& hange in energy sales; 2) reduce peak demand 527
megawatts (13 percent) which equals one major generating unit; 3) reduce
energy prices by ten percent per Kkilowatt-hour; 4) lower revenue require-
ments by $566 million; and 5) earn a reasonable return on investment. The
OCC requires that the program must benefit all the customers of the utility
(both?those who qualify for new rates, credit, or payments and those who do
not) . See Attachment 1 for more information on the New Directions pro-
gram.

261bid.

271bid, p. 24.
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Texas

In 1933, the legislature amended the Public Utility Regulatory Act to
require the Texas Public Utility Commission (TPUC) to develop a long-term
statewide electrical energy forecast to be sent to the governor

biennially. The forecast must include an assessment of how alternative
energy sources, conservation, and load management will meet the state"s
energy needs. The act also requires each utility to submit to the

commission a ten-year Tforecast of demand and supply options available to
service the demand. The Texas legislation requires an integrated resource
planning approach. Least-cost planning, however, 1is addressed only in the
rules developed by the TPUC.

Recent conversations with 1PUC staff indicate that the resource planning
process is presently experiencing considerable upheaval. While the Public
utility Regulatory Act is considered fairly rigorous, the rules developed
by the TPUC commissioners are considered too general to be binding on the
utilities. This has resulted in utilities filing plans that are considered
inadequate by TPUC staff and the public. In September 1986, 16 Texas con-
sumer groups filed a petition against the TPbJ to expand the rules and make
them more specific. The petition was denied by the commissioners, who
instead created a task force to study the problem. Public hearings regard-
ing these controversies are presently underway. See Attachment J for a
copy of Texas statutes, rules, and the citizen petition.

ENERGY AGENCIES AND POLICIES IN OTHER STATES

The organization and function of energy agencies iIn the states appears to
be in a transitional stage. Conversations with staff at the Council of
State Governments, National Conference of State Legislatures, and a number
of state energy agencies indicate that department level energy agencies
were usually established in the mid-1970s in response to the oil embargo.
There is presently a trend to dissolve these departments and shift the
responsibilities to divisions or offices in other agencies. The reasons
for these changes were most often identified as being part of a more
general consolidation trend aimed at increased fiscal efficiency and/or a
maturation and shift in state energy policy. The majority of states”
energy agencies are divisions or offices. Table 1 presents the most recent
summary of state energy agencies dates from the 1982 Book of the States.
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MAJOR STATt:SLR VICES

Table 1
STATE ENERGY AGENCIES

Orgijnizutuintil cC/Cli*rirtt

Deport- Comma ftatu n/ rtioblithm em
mem/ uon/ PI*l
Store agem-x eaunnl (>//«’ Uun Statute f.irrut>*e Onlrr

Act 80-449 Of IVAO

Alab P . *
AWKl snenn t 2

Artanaa ft . 77-10
A Y anaaa t Act 7 of 1981
CalHoewU ... . a Pub. Rev Code 25000 et »eq
Colorado . . luucd 7/1/81
Conaectkut a ritk 16a
Delaware a 6) Del. Law cm . Sec. 56(b)
florid a . 377 601-70) F S
G wrlli a Ca law 19?h. P 1740
Hawaii w Act 2J7. iV74
Idaho a
linnb a Chap. 96V}. Sec. 7401 et tcq
Indiana a 197) hi order
lowa a 93.i-93.16
Kmtm e * 74-6801 et teq.
Xeatacky. * e S.B. 307
LowkL*« a LRS JT.301 et ieq
Maine a Tiik 5. Chap. 338 MRS
Maryland a 197) E« orde*
Maxatcfeutrill . ( hnp. 2?2A
Mkbifan a
Mlanevxa * Chap IlhH. 116J
Minuulppi . No 151. IM. 177 A 270
Mia*o«n a 1977 fc« orde*
Montana a 1979 E i. ordci
NcbnoAi a | .B. 9J4. iy*lO 1980 Ei order
Nevada . N'RS 523. all el icq
New Hampchirr * 73-12
New Jrrv* -a N JS A title 14. Sec 1 1. Chap
New Me»K« a I hnp 239
New York a t hap f19 K 7(p#t. |92t
North Ca/uUna a | hap 113H
North Dakota a 1974 1
Ohio a 1B 415
Oklahoma » “4ls 194]. Sec M |
Oregon a Ve» Mnt 4r»9 010 et ter;
PcnnttUanu a Ivued 7.1V 79
Rhode lUand a t 0 814
Soalb Carohns a luued 9/11/78
South Daknla a
1enne*d%ee a It A 4 28-101 ei kg
lem i a
I lah a 41272-77
Vermont a 13. Chap. 41. Sec 2266 VSA
Virfinla a
Vkiihinjtton a « hap 295. 181
Vkrvi\ 1/xInie” a
kk tw o ntin a «hup 16. [9—
Vkynming a
«Art Depariinem ifem *- line «ten> atrcnt* in oate bud**** m i rc:ainrd to carr> out fmermnj hod)\ pointer O Ifuc—ItiniiHHul
k»cl Maim. Commi>\Min*% t*uiHil*-[t»Hcrnu»> tx*J> tnm (*"rd . * ".jne: jiiii ot eieoime olfue ifo«ertior or tieuienaio *n\eriittr). D ivi
nainrul appomiert ipuhhc n*rn*v liejd«. I$*tLii.**%i *nhciem T j.icc *ion ene'jf* ><vriH) under the direction ot * cibuici Ir»e- department

Source: Book of the States, 1982-1983, Council of State
Governments, p. 658.
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The structural organization and role of these agencies are generally a
reflection of energy policy iIn the state; policies in the states tend to be
influenced by whether the state is a net buyer or seller of primary energy
resources. States that are primarily buyers and/or heavy users of energy
resources TfTocus their energy policy towards conservation. An example 1is
Ohio which has an Office of Energy Conservation in its Department of Devel-
opment. Staff in that office stressed that energy conservation 1is con-
sidered a primary development tool iIn Ohio. States that are producers of
energy resources tend to be more focused on production and are often rela-
tively high per capita users of energy. The higher use of energy may Iin
part be attributed to the lower price of local resources and/or the percep-
tion that these resources are not scarce. Regardless of whether states are
net buyers or sellers of energy resources, the office or division of energy
is often part of the governor"s office or in a department of commerce and
economic development. In regard to your question concerning the consoli-
dation of other state energy programs, almost all other states® programs
appear to be considerably more consolidated than Alaska®"s. The only excep-
tion to this 1is California, where theorganization of energy programsis
very complex as a result of the the state®s large population and size.

For all states, the three major government energy responsibilities are
regulation and plant siting, planning and forecasting, and conservation.
Most states place regulation and siting responsibilities with their

public utilities commission (PUC). The development of new projects are
almost always reviewed by PUCs in other states. The primary function of
commissions is to balance the public®"s and utilities®™ interests. Because

of this, most states also have a consumer advocate office staffed with
economists and attorneys to represent consumers before the commission;
utilities are usually amply represented. There is no office iIn Alaska that
plays the role of a consumer advocate office. Generally speaking, other
states®™ PUCs are statutorily granted greater authority to provide more
utility oversight than theAlaska PUC.The majority of states have three
commissioners iIn the PUC;Alaska has Ffive (see Table 2). Attached 1is
information on utility regulation in other states and a draft model con-
sumer advocacy legislation prepared by the Council of State Governments
(Attachment K).



