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SB 295

STATE OF ALASKA BILL VERSION:
1989 LEGISLATIVE SESSION PUBLISH DATE: 4/20/89
FISCAL NOTE
REQUEST:
Revision Date: - Agency Affected: Revenue-APFC

Titlez:Amendine the PF dividend fund BRU:
statutes to permit litigation of State v, Amerada Hess

Sponsor: Rules-Reauest of Governor Components:.
Requestor: Governor

EXPENDITURES/REVENUES:  (Thousands of Dollars)
OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY 94

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLES
EQUIPMENT

LAND & STRUCTURES
GRANTS.CLAIMS
MISCELLANEOUS

TOTAL OPERATING -0- -0 - -0 -

CAPITAL

REVENUE

FUNDING: (ThousandsofDollars)

GENERALFUND
FEDERAL FUNDS

OTHER
TOTAL -n- -n- -0- -0- -0- -0-

POSITIONS:

FULL-UME
PART-TIME
TEMPORARY

ANALYSIS : (Attacha sgparatepage rfnecessary)

No fiscal impact - see attached

P by: Phone: ~ 5 -20.4.7..

reparedby = _
Division: David A. Rose, Exec. Director Date:

Alaska Permanent ?22 SE
Approved by rnmmiwinnw-

Agency: , 1 Z 7
Distribution (by preparer):

Legislative Finance

Legislative Sponsor

Recuestor

Office of Management and Budget

Impacted Agency(ies) page.



Continuation of Fiscal No; i/Bill Analysis
HOUSE BILL NO.

Permanent Fund Dividend Fund Statute Amendment to Permit
Litigation of State v. Amerada Hess in Alaska

This bill would eliminate certain due process arguments
currently advanced by the defendants in State v. Amerada
- eHess, by neutralizing the impact upon Permanent Fund
dividends of a decision favorable to the State. The Alaska
Permanent Fund-"-s..legally, mandated share of all funds
received in a settlement of the litigation, including
associated interest, would be credited to. the.principal of..._
the Fund at the time of. receipt. It is .expected.that the_
settlement could range frvm $400 million to $2.6 billion,
the latter number"estimated by the defendants.  ......

All future earnings on this portion of Fund principal would
be forever excluded from Permanent Fund dividend,
calculations. In this manner, the bill prevents all income
earned from a judgment favorable to the State from entering
the Permanent Fund dividend stream, and makes it possible to
continue the trial in an Alaska court on schedule.



STATE OF ALASKA BILL VERSION: SB 295

1989 LEGISLATIVE SESSION PUBLISH DATE: A/.20/89
FISCAL NOTE
Revision Date: Agency Affected: Revenue
Title: An Act amending the PFD statutes BRU® Permanent Fund Dividend DIlvislon
Sponsor: Rules/Governor Components: rermanent Fund Dividend
Requestor: Rules Division

EXPENDITURES/REVENUES:  (Thousands of Dollars)

1 1FY 8 1FY 9 1FY 91 1FY 92 FY 93 1FY %
i OPERATING ! 1 1 1 L 1

| PERSONAL SERVICES | -0- | -0- 1 -0- | -0- -0- | -0-
| TRAVEL - | -0- 1 -o0- 1 -0- 1 —o- -0- | -0-
1 CONTRACTUAL - | -0- 1-0- 1 -0- | -0- -0- | -0-
| SUPPLIES --e |-0- | -0- 1 -0- | -0- -0- | -0-
| EQUIPMENT | -0- | -0- 1 -0- | -0- -0- 1 -0-.
| LANDS & STRUCTURES | -0- | -0- 1 -0- | -0- -0- | -0-
| GRANTS, CLAIMS | -0- | -0- 1 -0- | -0- -0- 1 -0-
1 MISCELLANEOUS 1 -0- | -0- 1 -0- | -0- -0- | -0-
1 TOTAL OPERATING 1 -0- | -0- 1 -0- | -0- -0- | -0-
1 CAPITAL 1-0- | -0- 1 -0- | -0- -0- | -0-
1 REVENUE 1-0- | -0- 1 -0- | -0- -0- | -0-
FUNMING:  (Thousands of Dollars)

| GENERAL FUND | -0- | -0- 1 -0- 1 -0- -0- | -0-
| FEDERAL FUNDS | -0- | -0- 1 -0- | -0- -0- | -0-
| OTHER | -0- | -0- 1 -0- | -0- -0- | -0-
1 TOTAL 1 -0- | -0- 1 -0- 1 -0- -0- | -0-
rOSITIONS:

| FULL-TIME | -0- | -0- 1 -0- 1 —o- -0- I -o-
| TART-TIME | -0- | -0- 1 -0- | -0- -0- | -0-
1 TEMPORARY 1 -0- | -0- 1 -0- 1 -0- -0- | -0-

have no affect on the administration of the dividend program

Frepared By: Ed rhone: . 465-2323
Division: rerma Date: Aprils 19&T
Approved by Commissioner Date:

Agency: Revenue*"" / 7

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page of
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Offered: A/29/89
Referred: RuJ.es

Original sponsor: Rules/Governor

IN THE HOUSE BY THE FINANCE COMMITTEE
CS FOR HOUSE BILL NO. 276 (Finance) am
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to transfers to the dividend fund;
and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 43.23.045(b) 1is amended to read:

(b) Notwithstanding any contrary provision of law, each year the
commissioner shall transfer to the dividend fund 50 percent of the
income of the Alaska permanent fund earned during the fiscal year
ending on June 30 of the current year and available for distribution.
However, income earned on money awarded after trial in State v.
Amerada Hess, et al.. 1JU-77-847 Civ. (Superior Court, First Judicial
District) shall be treated in the same manner as other income of the
Alaska permanent fund, except that it is not available for distribu-
tion to tle dividend fund, and shall be annually deposited into the
principal of the Alaska permanent fund.

Sec. 2. This Act takes effect immediately under AS 01.10.070(c).
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- Alaska State Legist iture
o v e R

Sen.AlAdams
Sen. Tim Kelly 907-465-3712

Sen, Rick Uehling . )
Sena%  te Affairs Committee

MEMORANDUM

TO: Senate State Affairs CommitteeMembers
FROM: Senator Pat Pourchot, Chairman

RE: SB 295, Treatment ofAmerada Hess Income
DATE: April 27, 1989

Please find attached information prepared by the Permanent Fund
Corporation on the effects of SB 295 on future per capita
dividend payments. You"ll note that two scenarios are compared
and that the impact on dividends ranges from $1 to $82.



Alaska Permanent Fund Corporation

P.0. Box 4-1000 Juneau, Alaska 99802-4100
(9071465-2047 Telecopy (907> 586-2057

M EMORANDUM

DATE: April 26, 1989

TO: Senator Pat Pourchot
Chairman, Senate State Affairs Committee

FROM: Jim Kellyyj/- —
Research ok Liaison Officer

SUBJECT: Analysis of Senate Bill No. 295

Attached is one chart prepared by the Alaska Permanent Fund
Corporation at your request. The chart compares the impact on
future per capita dividend payments of three scenarios:

1) SB 295 would exclude from all future dividend calculations
all income earned on money which is deposited in the Permanent Fund
as a result of State v. Amerada Hess. This 1is shown on the chart
as the series of solid bars entitled "Excluded/SB 295," and is the
same ascontinuation of the status quo.

2) "$100M Included"™ refers to the seriesof <cross-hatched bars
which depict the impact on future per capita dividends of the
Permanent Fund receiving $100 million as a result of State v.
Amerada Hess and including the net income earned on that deposit 1in
all future dividend calculations.

Compared to the status quo and SB 295, the 1increase in per capita
dividends under this scenario would range from $1.00 1in 1991 to

$13.00 1in 2005.

3) "$650M Included" refers to the seriesof dottedbars which
depict the 1impact on future per capita dividends of the Permanent
Fund receiving $650 million as a result of State v. Amerada Hess
and including the net income earned on that deposit in all future
dividend calculations.

Compared to the status quo and SB 295, the increase 1iIn per capita
dividends under this scenario would range from $6.00 1in 1991 to
$82.00 1in 2005.



Senator Pat Pourchot
April 26, 1989
Page 2

The $100 and $650 million figures used above represent the range of
potential payments to the Permanent Fund asa result of the State

v. Amerada Hess case. In both cases, it 1isassumed that the
deposits to the principal of the Permanent Fund deriving from this
litigation would occur in fiscal 1991.

For Your Information: These projections are based on a certain set
of basic assumptions; the numbers shown on the attached chart would
change if different assumptions were used. The assumptions used in

the preparation of the chart are listed and explained herein.

It is the Corporation®s policy to use conservative assumptions
wherever possible. Thus, the Fund®s long-term rate of return 1is
projected to average 3% per year after inflation; long-term
inflation is projected to average 6% per year; and the assumptions
for numbers of future dividend recipients and amounts of future
dedicated State oil revenues are taken from the Department of
Revenue®s most recent "low case"™ forecast.

PLEASE NOTE THAT THE CORPORATION NEITHER SUPPORTS NOR OPPOSES ANY
PROPOSED CHANGES TO THE CURRENT USE OF FUND EARNINGS, EXCEPT AS
THEY MAY RELATE TO THE PROPER EXERCISE OF THE TRUSTEES®" FIDUCIARY
RESPONSIBILITIES AS REQUIRED UNDER THE PRUDENT INVESTOR RULE.



IMPACT ON PER CAPITA DIVIDENDS

Amerada Hess $ to PF Included/Excluded

From Annual Dividend Calculations

Actual $
91 93 95 97 99 1 3 5
$650M Included ~ L —J800 837 9571044 1127 1209 1292 1376 -2/
$100M Included £17r7095 813 912 990 1069 1147 1227 1307*1(5
Excluded/SB 295/ SMI 794 809 904 981 1058 1136 1215 1294

Fiscal Years

Source: APFC 4/26/83



STEYE COWPER .
Sl

State of Alas ka
OFFICE OF THE GOVERNOR

Juneau

April 20, 1939

The Honorable Tim Kelly
President of the Senate
Alaska State Legislature
P.0. Box V

Juneau, AK 99811

Dear Mr. President:

Under the authority of art. 11l, sec. 18, of the Alaska

Constitution, I am transmitting a bill that amends AS 43.-

23.045 by excluding potential revenue from the State V.

Amerada Hess case from the permanent fund earnings available
for distribution as dividends.

Under current law, the commissioner of revenue must transfer
to the dividend fund 50 percent of the income of the Alaska
permanent fund which is determined to be available for
distribution. Normally this would 1include income derived
from litigation involving the state®s royalties. However,
in November 1987 three defendants in the State v. Amerada
Hess royalty litigation filed suit 1in federal court to
prevent that case from being tried in any court in Alaska.
Standard Alaska Petroleum, Exxon, and Chevron USA claim that
no judge or jury 1in Alaska can provide them with a fair
trial since all judges and jurors have a financial stake in
the outcome and are, therefore, unconstitutionally biased.
In particular, the companies assert that these judges and
jurors qualify for permanent fund dividends and would finan-—
cially benefit if the state prevailed in the Amerada Hess
case because any money awarded the state would increase the
amount available for distribution.

The state Department of Law 1is vigorously contesting this
claim and was successful in having the federal case dis—

missed in the United States District Court. However, the
matter has been appealed to, and is pending before, the
Court of Appeals for the Ninth Circuit. Were we to lose

this case, the state would be faced with having a non-Alaska
court interpreting the meaning of an Alaska lease form and

deciding fundamental state policies regarding oil and gas

leasing in this state. If the case is still on appeal at

the time of trial, now scheduled for April 4, 1990, there

would be a cloud hanging over the lengthy proceedings, per—
haps compelling enough to lead to further postponements.



*

The Honorable Tim Kelly Page 2

This bill would eliminate the due process arguments advanced
by the companies/ thus making it possible for the trial to
stay on schedule in an Alaska court where it belongs. This
result 1is achieved by preventing 1income earned from any
judgment favorable to the state from entering the permanent
fund dividend stream. This sacrifice is a small price to
pay for assuring that Alaska courts will be -che final arbi—
ters of Alaska royalty law.



S295._TXT
4/24/89

SB 295 TRANSFERS TO THE DIVIDEND FUND

TO TESTIFY
MARY HALLORAN, O.M.B.

DOUG BAILEY, ATTORNEY GENERAL

F.Y.I.

THE BILL PROHIBITS "INCOME EARNED ON MONEY AFTER TRIAL"™ FROM
BEING DISTRIBUTED TO THE DIVIDEND FUND. IS THERE A CHANCE THE
CASE WILL BE SETTLED RATHER THAN TRIED? IF SO, I ASSUME INCOME
EARNED ON SETTLEMENT MONIES COULD BE USED FOR DIVIDENDS.

HCW WOULD EXCLUDING THESE FUNDS FROM THE DIVIDEND CALCULATION
IMPACT THE AMOUNT OF THE DIVIDEND?

SB 295 PROPOSES A STATUTORY CHANGE. COULD THE PROVISION BE
REPEALED AFTER TRIAL, AND THE INCOME ON THE MONIES BE CALCULATED

INTO FUTURE YEARS®" DIVIDENDS?
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Alaska State Legislature
See;.-J anaFaikOaL,";/Cic:)C; airmaalnrman Juneaﬁgﬁé@%l

Sen. A1 Adam*

Sen. Tim Kelly
Sen, Rick Uehlinp 907-165-3712

Senate State Affairs Committee

MEMORANDUM

TO Senate State Affairs Committee Members
FROM: Senator Pat Pourchot, Chairman

RE: April 24 Committee Meeting

DATE: April 24, 1989

Today at 1:30 in the Beltz Room the Senate State Affairs
Committee will hear the following bills:

SJR 38, Proposing an amendment to the Constitution of the State
of Alaska relating to terms of legislators

SJR 38 would, by Constitutional amendment, limit tenure in the
Legislature to eight consecutive years. After serving eight
years a person would again be eligible to seek legislative office
at the second biennial election. SJR 38 would go before the
voters at the next general election and, if approved, would take
effect at the 1992 election.

Article 111, sec. 5 of the Constitution limits governors to two
full successive terms. After the two terms a person is not
eligible to seek the governor®s office until one full term has

intervened.

SB 284, An Act relating to certain revenue from mineral sources
and to the oil and gas properties production tax

SB 284 would amend the Economic Limit Factor of the state®s oil
severance tax structure in the same manner the Senate Judiciary
CS for HB 118 (the "ELF bill™) would. The additional tax revenue
would effectively be deposited in the Permanent Fund through
increasing from 25% to 43% the statutory percentage of mineral
proceeds deposited in the fund. The increase would apply only to
payments received by the state aftei July 1, 1989 from mineral
leases 1issued prior to December 1, 1979.

It is my intent that the State Affairs Committee focus its
attention on SB 284°s impact on the Permanent Fund, rather than
on the ELF provisions. According to the Permanent Fund
Corporation, passage of SB 284 would result in the. fund principal
being $1.3 billion larger in the year 2000, net income being $115
million larger, per capita dividends being $73 larger, and the
inflation proofing transfer being $66 million larger. The
projections prepared by the corporation are attached.



State of Alaska

Department of Law

April 24, 1989

465-3600

HB 276 and the recent
court decision in
Standard v. Schaible

The recent Ninth Circuit Court of Appeals decision in
Standard v. Schaible did not resolve the bias 1issue -- it only
delayed its resolution. Basically, the court ruled that the
issue was not "ripe", and that the federal courts would rule on
the issue only after the Alaska courts had the initial chance to
decide whether there was unconstitutional bias because of the
potential impact of the Amerada Hess case on the amount of
Permanent Fund dividends. The matter was dismissed "without
prejudice™ and with the express invitation to the Producers to
come back to the federal courts if the State did not provide a
fair and unbiased forum for the resolution of the dispute. The
Ninth Circuit Court of Appeals stated:

In dismissing this matter without prejudice, the
district court issued a challenge to the State of
Alaska to provide a forum which will ensure a fair
trial before an unbiased judge and unbiased jurors

within a reasonable time. The district court
invited the Producers "to reopen this federal
case" 1ifthe State Officials fail to provide an
unbiased forum within a reasonable time. We

applaud the district court®"s wise resolution of a
very delicate test of the joint responsibility of
state and federal courts to provide every person
with due process.

The burden, therefore, is still on the State to

guarantee a fair tribunal. Without passage of legislation, the
Statewould have to convince both the state courts and the
federal courts that the effect on Permanent Fund dividends does
not raise constitutional problems. Failure to convince either
tribuanl would result in losing the state forum. In essence, the

Ninth Circuit Court of Appeals merely passed on the issue for the
time being, reserving its look at the issue until after the stc.te
Superior Court and Supreme Court has a chance to make the initial
judgment.

DBBrjf
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Alaska State Legislature

Sen. Pat Pourchot, Chairman
P.0. Box V
Sen. Jan Faika. Vice Chairman State Capitol
Sen. Al Adams Juneau, Alaska 96811
Sen. Tim Kelly
807-165-3712

Sen, Rick Uehling
Senate State Affairs Committee

MEMORANDUM

TO: Senate State Affairs Committee Members
FROM: Senator Pat Pourchot, Chairman

RE April 24 Committee Meeting

DATE: April 24, 1989

Today at 1:30 in the Beltz Room the Senate State Affairs
Committee will hear the following bills:

SJR 38, Proposing an amendment to the Constitution of the State
of Alaska relating to terms of legislators

SJR 38 would, by Constitutional amendment, limit tenure 1in the
Legislature to eight consecutive years. After serving eight
years a person would again be eligible to seek legislative office
at the second biennial election. SJR 38 would go before the
voters at the next general election and, if approved, would take
effect at the 1992 election.

Article 111, sec. 5 of the Constitution limits governors to two
full successive terms. After the two terms a person is not
eligible to seek the governor®s office until one full term has

intervened.

SB 284, An Act relating to certain revenue from mineral sources
and to the oil and gas properties production tax

SB 284 would amend the Economic Limit Factor of the state®s oil
severance tax structure in the same manner the Senate Judiciary
CS for HB 118 (the "ELF bill"™) would. The additional tax revenue
would effectively be deposited in the Permanent Fund through
increasing from 25% to 43% the statutory percentage of mineral
proceeds deposited in the fund. The increase would apply only to
payments received by the state after July 1, 1989 from mineral
leases issued prior to December 1, 1979.

It is my intent that the State Affairs Committee focus 1its
attention on SB 284°"s impact on the Permanent Fund, rather than
on the ELF provisions. According to the Permanent Fund
Corporation, passage of SB 284 would result in the fund principal
being $1.3 billion larger in the year 2000, net income being $115
million larger, per capita dividends being $73 larger, and the
inflation proofing transfer being $66 million larger. The
projections prepared by the corporation are attached.



S3 295, An Act relating to transfers to the dividend fund

SB 295 would exclude potential revenue from the State v. Amerada
Hess case from the Permanent Fund earnings available for
distribution as dividends. The fund"s legally mandated share of
money awarded after trial would be credited to the principal of
the fund at the time of receipt. Income earned on that money
could not be distributed to the dividend fund.

SB 235 is intended to eliminate certain due process arguments
currently advanced by the defendants. Standard Alaska Petroleum,
Exxon, and Chevron USA filed suit in federal court to prevent the
case from being tried in Alaska on the grounds that any judge and
jury would be biased because they have a financial stake (through
the Permanent Fund Dividend) 1in the outcome. The U.S. District
Court ruled in the State"s favor? the matter is currently under
appeal to the Ninth Circuit Court of Appeals.

Trial in the Amerada Hess case 1is scheduled for April 4, 1990.
If the State prevails, we could receive from $400 million to $2.6

billion.

HB 34. An Act establishing durational residency requirements, not
to exceed two years, for receipt of the permanent fund dividend
and receipt of benefits under the longevity bonus program

HB 34 would increase the durational residency requirement for the
permanent fund dividend program from 6 months to 2 years, and for
the longevity bonus program from 1 year to 2 years. The bill
provides that if a court rules the 2-year requirement invalid,
the requirement is one year; if a court rules 1-year invalid, the
requirement is the longest duration permitted by law. Current
recipients would be "grandfathered in".

HB 34 raises constitutional questions. The Department of Law
fiscal note ($30,000) anticipates legal challenge of the bill.
The Department of Administration fiscal note indicates annual
savings based on fewer persons being eligible.

Recent court rulings on Alaska®s residency requirements include
the VeMit decision which struck down the Longevity Bonus
requirement of residency since statehood, the Zobel decision
which struck down the Permanent Fund Dividend disbursement
mechanism based on number of years of residency, and the Andress
decision which upheld the Alaska Student Loan requirement of

residency for 2 years.

A summary of current statutory residency provisions 1is attached.
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MEMORANDUM State of Alaska
Department of Law

Members of the Legislature DATE April 24, 1989

FILENO :
465-3600

subject HB 276 and the recent
court decision 1in
Standard v. Schaible

FROM: Douglas
Attorney General

The recent Ninth Circuit Court of Appeals decision 1in
Standard v. Schaible did not resolve the bias 1issue -- it only
delayed 1its resolution. Basically, the court ruled that the
issue was not "ripe", and that the federal courts would rule on
the issue only after the Alaska courts had the initial chance to
decide whether there was unconstitutional bias because of the
potential 1impact of the Amerada Hess case on the amount of
Permanent Fund dividends. The matter was dismissed "without
prejudice™ and with the express 1invitation to the Producers to
come back to the federal courts 1if the State did not provide a
fair and unbiased forum for the resolution of the dispute. The
Ninth Circuit Court of Appeals stated:

In dismissing this matter without prejudice, the
district court 1issued a challenge to the State of
Alaska to provide a forum which will ensure a fair
trial before an unbiased judge and unbiased jurors
within a vreasonable time. The district court
invited the Producers "to vreopen this federal
case” 11f the State Officials fail to provide an
unbiased forum within a reasonable time. We
applaud the district court"s wise resolution of a
very delicate test of the joint responsibility of
state and federal courts to provide every person
with due process.

The burden, therefore, is still on the State to
guarantee a fTair tribunal. Without passage of legislation, the
State would have to convince joth the state courts and the
federal courts that the effect on Permanent Fund dividends does
not raise constitutional problems. Failure to convince either
tribuanl would result in losing the state forum. In essence, the
Ninth Circuiu Court of Appeals merely passed on the issue for the
time being, reserving its look at the issue until after the state
Superior Court and Supreme Court has a chance to make the initial
judgment.

DBB:jf






Alaska State Legislature

Sen. Pat Pourchot, Chairman XV
Sen. Jan Faika, Vice Chairman S%%l%l
Sen. AL Adams Juneall, AlaS

Sen. Tim Kelly
Sen, Rick Uehling 907-465-3712
Senate State Affairs Committee
MEMORANDUM
TO: Senate State Affairs Committee Members
FROM: Senator Pat Pourchot
RE: Friday, March 23 Committee Hearing
DATE: March 22, 1990

On Friday, March 23 at 1:30 p.m. in the Beltz Roon: the Senate State Affairs
Committee will hear the following bills:

SSSB 301. An Act relating to the Power Cost Equalization Program.

SSSB 301 and the Power Cost Equalization Report recommend changing the PCE
formula®s minimum entry rate, eliminating federal and state governments and
state._funded schools as eligible commercial customers, prioritizing funds
to first residential, then commercial facilities and then commercial
customers, lowering residential and commercial caps from 750 kWh/month and
lowering the community facility cap from 70 kWh/month/resident to 50

kWh/month/res ident.

A report on Energy Credits prepared by Alan Mitchell, the State Consumer
Advocate, in included in your packet and is currently being released for
public review. The report compares PCE with Energy Credits on a utility by
utility basis using data from 1988.

This 1is the third hearing on PCE, testimony will be heard from the public.

SB 456, An Act requiring certain general law and home rule cities to
provide police protection and law enforcement services; and providing for
an effective date.

SB 456 would require the city of Wasilla to provide police protection and
would prevent other cities, such as Fairbanks from withdrawing police
service in favor of State Trooper protection. This bill does not impact
unified municipalities such as Anchorage.Representatives of the cities of
Wasilla and Fairbanks have i7?en invited to testify.



SB 301, PCE March 23, 1990

TELECONFERENCE; Legislative Information Offices:
Anchorage
Barrow
Bethel
Delta Junction
Glennallen
Kotzebue
Mat-Su
Dillingham
Nome
Fairbanks
Tenekee
Petersburg
Naknek

ANNOUNCMENT: Phil tried to pouch the Mitchell report to all the LIO"s but
lo and behold, they only provide pouch service to Juneau. . so, he is
mailing them out so copies will be available in a few days. He will be glad
to mail the report to anyone who contacts him at the Anchorage office

561-7623.

NOTES;

1. No one is officially scheduled to testify. Several people plan to listen
in. Apparently your comments at the Areca conference have spread and people
understand that this 1is being put to rest for this year.



Orutsararmuit Native Council

P.0. BOX 927 BETHEL, ALASKA 99559
(907) 543-2608

RESOLUTION 90-7

A RESOLUTION IN SUPPORT 0? THE POWER COST EQUALIZATION PROGRAM

WHEREAS, The Power Cost Equalization (PCE) program, authorized in
1984, 1% Che highest priority rural energy program and currently
benefits residential and commercial electric utility customers in
over 170 rucnl communities, 4nd

WHEREAS, the existing Power Cost Equalization program has greatly
assisted rural residents in paying for the high cost of electrical
power, and also financially assists rural electricl utilities, and

WHEREAS, SB 301 proposes to amend the existing Power Cost Equalization
statutes, which will reduce the eligible KWH levels and funds to

rural residents and commercial customers under the Power Cost Equali—
zation program, and.

WHEREAS, the required yearly funding level for the Power Cost Equali—
zation program is not increasing, and the new Power Cost Equalization
regulations, efficiency improvements to rural electrical systems, bulk
fuel purchasing, and better operating and maintenance practices are
having a positive impact on increasing energy efficienty, reducing

fuel costs, and lowering the cost of the Power Cost Equalization program

NOW, THEREFORE, BE XT RESOLVED that the Orutsararmuit Native Council
strongly recommends that the Power Coat Equalization atatutoe remain
as currently enacted av.d that SB 301 or other legislation proposing
to amend the Power Cost Equalization program NOT be passed,

BE IT FURTHER RESOLVED that sufficient funding continue to be made
available for energy-efficient electrical system improvements and that

the Power Cost Equalization program be funded by the Legislature at a
level no leas chan 520 Million in FY 1991.

PASSED THIS 22 day of March 1990 by poll vote I7 yes nOt

Chairman



ALASKA STATE LEGISLATURE

Sen. Lloyd Jores, Chairman

Sen. Bettye Fahrenkamp, Vice Chairman PO Box V
Sen. John B. "JacK* Goghill Juneau, AK 99811
Sen. Paul Aisder

Sen. Pat Rourchot o07-465-401

Senate Transportation Committee

February 28, 1990
MEMORANDUM

To: Senator Pourchot, Chairman
Senate State Affairs Committee

From: Senator Jones

Subj: Senate Bill 310

I would like to request a hearing in the State Affairs
Committee as soon as possible on SB 310.

As we discussed previously, Senator Duncan and 1 have worked
on a new version of the bill that we feel will establish the
continuity of management that was the intention of the original
bill. The AMHS 1is an important part of the state-wide highway
system. Not only the communities served by our ferries are
adversely affected by inconsistent management, but also the other
residents of Alaska that depend on tourism dollars or wish to
personally visit and enjoy the beauty of our coastal regions that
the ships travel.

Thank you for considering this request.

LJ/cm



To: Pat

Fr:  Phil

Da: 3/21/90

Re: Energy Crdedits

Attached to this memo is Alan Mitchell®s Comparison of PCE with Energy
Credits using 1988 data.

The first thing you will probably notice as you look at the first table
(cover page) 1is that there are some very big winners and losers. This 1 think
is impossible to avoid. The range of 1988 PCE/customer is from $128 (Skagway)
to $1695 (Cold Bay). The Energy Credit proposal narrows this range from
$451 (Bethel) to $1048 (St. Paul).

Following the cover table, is an explanation by Alan on how he derived
the Energy Credit formula. I would also direct your attention to Table 5 which
contains all the information in the cover table but orders the utilities in

terms of winners and losers.



Comparison of PCE with Energy Credits

DFF Utility

1 Akhiok, City of

2 Akiachak Ltd.

3 Akiak City Council

4 Alaska Power & Telephone
5  Craig

6  Hydaburg
7 Skagway
8§ Tok

9 Alaska Village Elec Coop
10 Allakaket Energy Systems
11 Alutiig Power Co. (Karluk)
12 Andreanof Elec. (Atka)

13 Aniak L & P

14 Arctic Village Elec.

15 Atmautluak Joint Utility

16 Beaver Elec.

17 Bethel Utility Corp.

18 Betties L & P

19 Birch Creek Village

20 Brevig Mission Utility

21 Buckland City Council

22 Chefomak Elec. Co.

23 Chenega Bay IRA Vil. Coun.

24 Chignik Elec.

25 Chitina Elec. Inc.

26 Circle Elec. Utility

27 Clarks Pt., City of

28 Coffman Cove Utility Assoc
29 Cordova Elec. Co-Op.

30 Diomede City Council

31 Eagle Power Co.

32 Eagle Village

33 Egegik L & P

34 Ekwok, City of

35 Elfin Cove Elec. Utility
36 False Pass Elec. Assoc.

37 Far North Utility (Central)
38 G & K, Inc. (Cold Bay)
39 Galena, City of

1988 PCE Data
Energy
1988 1988  Credit
PCE PCE per per $
$/kWh Cust.  Cust. Change
$0,265 $623 $862  $239
$0,283 $897 $729  ($168)
$0,180 $582 $831  $249
$0,037 $198 $649  $451
$0,068 $316 $793  $476
$0,024 $128 $646  $517
$0,050 $237 $584  §347
$0,258  $1,024 $790  ($234)
$0,309 $527 $698  $171
$0,271 $845 $875 $29
$0,151 $533 $886  $353
$0,246  $1,129 $756  ($373)
$0,215 $377 §712  $335
$0,246  $1,127 $961  ($166)
$0,270 $541 $714  $173
$0,072 $366 $451 $85
$0,317  §$1,434 $832  ($602)
$0,313 $924 $871 ($53)
$0,217 $435 $745  $311
$0,170 $462 $793  $332
$0,176 $679 $861  §$181
$0,222 $907 $981 $74
$0,136 $439 $793  $354
$0,237 $712 $846  $134
$0,361  $1,639  $1,017  ($621)
$0,157 $531 $915  §383
$0,062 $422  $1,103  $682
$0,075 $472 $547 $75
$0,120 $438 $831 8393
$0,271 $626 $664 $38
$0,418  $1,089 $881  ($208)
$0,379  $1,574 $835  ($738)
$0,157 $349 $778  $429
$0,154 $586 $955  §369
$0,148 $540 $926  $386
$0,276  $1,210 $947  ($263)
$0,233  $1,695 $895  (8800)
$0.10! $480 $731  $251

EC
Usage

Credit

$/kWh

$0,145
$0,108
$0,122

$0,072
$0,096
$0,073
$0,070
$0,104
$0,132
$0,130
$0,124
$0,092
$0,133
$0,118
$0,127
$0,052
$0,102
$0,133
$0,133
$0,126
$0,115
$0,128
$0,116
$0,128
$0,125
$0,131
$0,106
$0,055
$0,115
$0,112
$0,142
$0,108
$0,134
$0,129
$0,128
$0,119
$0,082
$0,088

EC
Fixed
Credit

$/month

$43.46
$32.27
$36.46

$21.63
$28.89
$21.90
$21.08
$31.29
$39.47
$39.03
$37.23
$27.67
$39.86
$35.28
$38.21
$15.55
$30.74
$39.84
$39.89
$37.69
$34.58
$38.32
$34.85
$38.43
$37.51
$39.27
$31.91
$16.61
$34.35
$33.71
$42.60
$32.31
$40.06
$38.64
$38.32
$35.58
S24.68
$26.31



ge2 Energy EC EC

1988 1988 Credit Usage Fixed

PCE PCE per per $ Credit Credit
0 utility $/kWh Cust. Cust. Change S/kWh  $/month
40 Golovin Power Utility $0,292 $1,000 $845 ($155) $0,120 $36.10
41 Gustavus Elec. Co. $0,385 $1,101 $704 ($397) $0,109 $32.67
42 Gwitchyaa Zhee (Ft Yukon) $0,188 $652 $635 $17) $0,090 $26.93
43 Haines L & P $0,040 $257 $687 $430 $0,068 $20.50
44 Hughes P & L $0,363 $1,036 $830 (%$206) $0,129 $38.58
45 1giugig Vil. Council $0,398 $984 $832 ($152) $0,137 $41.12
46 lpnatchiaq Co. (Deering) $0,180 $995  $1,026 $32 $0,112 $33.70
47 INN Elec. Co-0p (lliamna) $0,327 $1,392 $722 ($670) $0,092 $27.59
48 King Cove, City of $0,094 $543 $901 $358 $0,096 $28.87
49 Kobuk Valley Elec. Co-0p $0,211 $523 $790 $266 $0,130 $38.95
50 Kokhanok Vil. Council $0,387 $871 $789 ($83) $0,135 .$40.41
51 Koliganek Vil. Council $0,164 $296 $693 $397 $0,128 $38.49
52 Kotzebue Elec. Assoc. $0,108 $683 $606 (%76) $0,061 $18.28
53 Koyukuk, City of $0,220 $320 $657 $337 $0,130 $39.00
54 Kwethluk, Inc. $0,167 $463 $678 $215 $0 106 $31.94
55 Kv/ig Power Co. $0,261 $993 $838  ($155) $0,113 $33.99
56 Larsen Bay Utility $0,211 $843 $879 $36 $0,116 $34.76
57 Levelock Elec. Co-0p $0,312 $896 $753 ($144) $0,116 $34.87
58 Manley Utility Co. $0,380 $786 $678 ($108) $0,120 $35.87
59 Manokotak Natives Ltd. $0,211 $1,078 $915 ($163) $0,105 $31.51
60 McGrath L & P $0,231 $1,217 $747 ($470) $0,084 $25.29
61 Middle Kuskokwim Coop $0,389 $1,018 $802 ($216) $0,129 $38.68
62 Naknek Elec. $0,131 $738 $548 ($190) $0,059 $17.80
63 Napakiak lrcinrag Power $0,385  $1,209 $749 ($460) $0,111 $33.32
64 Napaskiak Inc. $0,385 $977 $719 ($258) $0,117 $35.12
65 Nelson Lagoon Elec. $0,212  $1,203  $1,104 ($99) $0,119 $35.69
66 Nikokii L & P $0,207 $730 $856 $127 $0,120 $36.05
67 Nome Joint Utility $0,083 $498 $521 $23 $0,054 $16.25
68 North Slope Borough
69  Anaktuvuk $0,120 $559 $793 $234 $0,096 $28.79
70  Atgasuk $0,126 $830 $1,013 $183 $0,100 $29.91
71 Kaktovik $0,109 $550 $820 $271 $0,095 $28.44
72 Nuigsut $0,126 $576 $800 $224 $0,098 $29.37
73  Pt. Hope $0,109 $601 $803 $202 $0,088 $26.43
74  Pt. Lay $0,120 $569 $876 $307 $0,105 $31.50
75 Wainwright $0,109 $521 $758 $237 $0,090 $27.11
76 Northway P & L $0,174 $704 $729 $25 $0,095 $28.63
77 Nushagaic Elec. Co-0p $0,084 $465 $564 $98 $0,062 $18.45
78 Ouzinkie, City of $0,121 $487 $847 $360 $0,111 $33.35
79 Pedro Bay Vil. Council $0,400 $1,015 $838 ($177) $0,136 $40.95
80 Pelican Utility Co. $0,030 $176 $802 $626 $0,084 $25.33
81 Perryville, City of $0,164 $618 $925 $307 $0,126 $37.70
82 Pilot Point Vil. Council $0,205 $870 $997 $127 $0,127 $38.10
83 Port Heiden, City of $0,115 $533 $955 $422 $0,116 $34.78

84 Puvumaq Power Co. (Kong.) $0,242 $977 $871 ($106) $0,114 $34.24
85 Rampart Village $0,418 $927 $777  ($150) $0,133 $40.05



age 3 Energy EC EC
1988 1988 Credit Usage Fixed
PCE PCE per per $ Credit Credit
ID# Utility $/kW h Cust. cust. Change  $/kWh  $/month
86 Ruby Elec. Co. $0,237 $550 $654 $104 $0,110 $33.14
87 Sand Point Elec. $0,044 $431 $996 $565 $0,075 $22.35
88 Sheldon Pt. City Council $0,225 $813 $871 $58 $0,121 $36.27
89 Stevens Village Sys. $0,265 $378 $671 $293 $0,134 $40.06
90 St. George Elec. Utility $0,255 $1,421 $987 ($434) $0,107 $32.25
91 St. Paul Mun. Elec. $0,144 $1,217 $1,048 ($169) $0,087 $26.11
92 Takotna Comm. Assoc. $0,129 $358 $822 $464 $0,129 $38.65
93 Tanana Power Co. $0,184 $685 $679 ($6) 50.093 $27.83
94 Tatitlek Elec. Utility $0,292 $1,017 $900 ($117) $0,127 $38.09
95 Telida Village Utility $0,404 $1,119 $947 ($172) $0,149 $44.63
96 Teller Power $0,325 $922 $702 (%$220) $0,109 $32.74
97 Tenakee Springs Elec. $0,218 $520 $705 $185 $0,118 $35.30
98 Tetlin Village Energy $0,242 $469 $765 $295 $0,138 $41.41
99 Thome Bay Public Utility $0,131 $693 $847 $154 $0,095 $28.54
100 THingii Haida REA
101  Angoon $0,218 51,395 $940 ($455) $0,094 $28.17
102 Hoonah $0,217 $1,336 $822 ($514) $0,084 $25.25
103  Kake $0,216 S1,454 $901 ($554) $0,087 $26.18
104 Kasaan $0,218 $821 $973 $152 $0,132 $39.60
105 Klawock $0,217 $1,351 $868 ($484) $0,088 $26.49
106 Tulkisarmute Inc (Tuluksak) $0,213 $659 $801 $142 $0,120 $35.93
107 Tuntutuliak Comm. Serv. $0,163 $536 $759 $223 $0,110 $33.07
108 Umnak Power Co.(Nikolski) $0,335  $1,012 $879 ($133) $0,133 $39.84
109 Unalakleet Valley Elec. $0,122 $695 $776 $81 $0,084 $25.C5
110 Unalaska Elec. Utility $0,062 $469 $650 $181 $0,058 $17.54
111 Unqusrag Power Co (Newtok) $0,351 $945 $815 ($130) $0,130 $38.88
112 Venetie Village Elec. $0,170 $394 $739 $345 $0,125 $37.47
113 White Mountain Utility $0,218 $660 $757 $97 S0. 114 $34.29
114 Yakutat Power Inc. $0,061 $392 $776 $384 $0,078 $23.27

Prepared by: Alan Mitchell
Analysis North
911 W. 8th Avenue, Suite 204
Anchorage, AK 99501
907-272-3425
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Energy Credit Program Development
By Alan Mitchell ~ March 20, 1990

Development of Formula

A. General Approach

1. The Energy Credit Program requires that a formula be developed to determine
the size of the Fixed and Usage credit for each utility. In developing the
formula, the objective was to create a formula that matches as closely as possible
the distribution of money across utilities from the existing PCE program. In
order to determine the closeness of the match, the average PCE dollars per
customer was the quantitative measure focused on. A secondary objective in the
creation of the formula was to only include utility characteristics that significantly
improved the closeness of the match. Including characteristics that only
marginally improve the closeness of the match serves to complicate program
administration without significantly diminishing the rate shock caused by
switching to a new program.

2. The formula development involved performing a linear regression, a statistical
technique that allowed us to determine how and to what extent various utility
characteristics are useful in our Energy Credit formula. A utility characteristic
was eliminated from the formula if the statistical regression indicated that there
was less than a 90% chance that the utility characteristic was actually useful in
improving the match between Energy Credits and PCE.

B. Utility Characteristics Tested
1. Expectations

a. Information was available for three potentially important utility
characteristics: total kWh sales, use per customer, and fuel transportation
cost. We expected that the Fixed and Usage credits in the Energy Credits
program would need to be lower for utilities with higher kWh sales. Larger
utilities tend to have lower cost per kWh and thus lower PCE per customer.

b. We had unclear expectations as to the utility of the use per customer

variable in the Energy Credit formula.  Utilities with higher use per
customer tend to receive more PCE per customer because PCE is a usage-

1



based program. However, the Energy Credit program also has usage-based
component. Thus, utilities with high use per customer may not need higher
credit levels, because they will be rewarded through the usage-hased
component of the Energy Credit program. Another possible influence of the
use per customer variable is that utilities with high use per customer have
lower S/kWh costs because fixed customer service and distribution costs per
customer can be spread over more kWh. This effect taken alone would say
that utilities with high use per customer should have lower Energy Credits.

c. Finally, we expected utilities with higher transportation costs to need higher
Energy Credits. PCE rates would tend to be higher in these utilities because
0f hi%herfuel costs and higher living costs in general (and thus higher labor
costs).

Transportation Cost Variable

a. We had total kWh sales and a total customer count for all utilities receiving
PCE in 1988 (from George Matz at the AEA). Qur limited search produced
a consistent set of transportation cost data for only a limited number (n =
27) of Western Alaska communities. This data consisted of general
(without discounts) fuel transportation tariffs from Crowley Maritime.
Therefore, we performed a regression on this limited sample of utilities to
determine if the transportation cost characteristic was a significant
determinant of the amount of PCE received hy a utility.

b. Table 1 shows the utilities that were included in the regression. The
transportation cost variable was not found to be significant with 90%
confidence. The t-statistic was 0.3, less than the 90% criteria of 1.66. The
other variables in the regression were the logarithm of the total kWh sales,
and the total customer count for the utility (to be consistent with the
subsequent regressions we should have used use per customer instead of
total customer count in this regression). As an alternative to using the
actual transportation cost, a three zone variable was also tried. The variable
separated communities into three transportation cost zones: regional centers,
communities served by a secondary shipments from regional centers, and
remote high-cost communities. This regression alsc did not show significant
results for the transportation cost variable (t-stat = 0.5).

c. Possible explanations for the insignificance of the transportation cost
variable include:

(1) Much of the transportation effect may be captured in the utility size
variable, total kWh sales. Larger utilities tend to belocated in low

transportation cost areas.

(2) The quantity of fuel purchased may be more important than where the
delivery occurs in determining price. If so, this effecton PCE is also



captured in the kWh sales variable.

(3) The other factors that cause PCE to vary across utilities may swamp
the variation due to transportation cost. A 30 cent/gallon difference
In transportation cost translates to roughiy a 3 cent/kWh difference in
PCE rate. The total variation across utilities in PCE rates is 35-40
cents/kWh. The statistical regression may not pick up variations in the
3 cent/kWh range.

3. Use per Customer Variahle

a.  Once the transportation cost variable w?' eliminated from consideration,
subsequent regressions were performed on the full sample of utilities
receiving PCE. Table 2 shows the results of the regression involving the
logarithm of total kWh sales and the use per customer variable. The use
percustomer variable was found to be statistically insignificant in improving
the match between Energy Credits and PCE (t-statistic = 0.61).

b.  The insignificance may be explained by the counteracting effects mentioned
in the "Expectations” section above. Also, there is correlation between use
per customer and total kWh sales (larger utilities have higher use per
customer), so some of the use per customer effect may be picked up in the
total kWh sales variable.

4. Total kWh Sales Variable
a.  The total kWh sales variable was found to be significant with over 99%
confidence in all the regression performed. It was entered into the
regressions in a logarithmic form, since visual plots of PCE per customer
against sales indicated a logarithmic relationship.

b.  The relationship between size of utility and PCE received per customer may
not be as strong as expected. Larger utilities tend to have lower costs
(causing less PCE) but they "iso have higher usage per customer (causing
more PCE).

Il. Results of Formula
A. Formula Mechanics

1. The formula resultant from the regressions is:

Utility Scaling Factor = 0.09431 - 0.01404 * In(annual kWh sales in millions)

"In" means take the natural logarithm of the quantity in parentheses. A utility

3



with a Utility Scaling Factor (USF) of 0.10 will have Fixed and Usage credits
that are twice as large as one that has a USF of 0.05.

For utilities such as AVEC and Middle Kuskokwim that have multiple power
systems yet have a postage stamp rate for all communities, a "weighted average”
utility size is used in the formula. First a weighted average of the logarithm of
each power system size (annual kWh, millions) is found using the customer count
as the weighting factor for each power system. The anti-logarithm of this
weighted average is taken to produce the correct value to use in the USF
formula. In the summary tables, this technique was only used for AVEC and

Middle Kuskokwim utilities. v

B. Explanation of Tables and Graphs

1.

The Energy Credit approach was applied to 1988 characteristics for PCE-
receiving utilities. It was assumed that $17.18 million was available to the
Energy Credit program. This is the amount that would have spent by the PCE
program in 1988 had all PCE utilities received PCE for all 12 months of the
year. Further, it was assumed that relationship between the Fixed and Usage
credits in the Energy Credit program is that there is $300 of fixed credit per
month for every $\/kWh of usage credit (same as $30/month of fixed credit for
every 10 cents/kWh of usage credit). (This fixed to usage relationship was
assumed in the regression work also). This relationship causes about 44% of the
total Energy Credit funding to be paid through the fixed credit (56% is paid
through the usage credit).

Table 4 summarizes the results of the Energy Credit approach for 1988 data.
The utilities are sorted in alphabetical order. The most interesting columns to
compare are column 6, the benefit per customer under the PCE program, to
column 7, the benefit per customer under the Energy Credit program. The
contents of all of the columns are listed helow:

1) Annual Sales, GWh: Total energy sales for the utility in millions of kWh
(GWh = gigawatt-hours).

2) Formula GWh: This value is the value that is plugged into the Utility
Scaling Factor formula. It is the same as the column 1 value, unless the
utility consists of multiple power systems that are treated together because
of a postage-stamp rate. In that case the Formula GWh is the weighted
average size of the utilities, as discussed above in the Formula Mechanics

section.

3) PCE Eligible GWh: This is the amount of GWh for a utility that were
eligible to receive the PCE credit. For a customer, those PCE over 750
kWh/month are not eligible.

4) wof Cust: Total number of customers in the utility, including residential,

4
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commercial, and community facilities.

5) 1988 PCE $/kWh: The 1988 PCE rate for the utility, i.e. the amount of
PCE received per eligible kWh.

6) 1988 PCE per Cust: The dollar amount of PCE received in 1988 per
customer.

7)  Energy Credit per Cust: The dollar amount of benefit that would have been
received under the Energy Credit program.,

8) § Change: The dollar difference between column 7 and column 6. A
positive number indicates the utility would have received more money under
the Energy Credit program.

9) % Change: The percentage change between column 6 and 7.

10) Usage Credit $/kWh: The Usage credit under the Energy Credit program,
expressed in dollars per eligible kWh.

11) Fixed Credit $/month: The Fixed credit under the Energy Credit Program,
expressed in dollars per month for each customer.

3. Table 5 is the same as Table 4 but the utilities are sorted according to contents
of column 8, the change in benefit caused by the Energy Credit program. Thus,
the utilities are listed in order from "winners" to "losers".

4. Figure 1 shows the amount of PCE received per customer in 1988 for each
utility. Each utility is plotted according to its size (GWh sales), as listed on the
X-axis (the scale is logarithmic). A utility is identified by its ID number, which
correlates with the ID number in Table 4. The line drawn through the points is
the customer benefit that would be derived from the Energy Credit program.
Individual utilities cannot be located on the line, but it does show the general
trend of the Energy Credit benefit across utility size. The line is not straight,
because the benefit per customer does not only depend on the utility size. Since
the Energy Credit program has a usage credit, the benefit per customer also
depends of the eligible kWh per customer.

5. Figure 2 graphs the change in benefit caused by the Energy Credit program
Versus tt?le size of the utility. Essentially, this is column 8 plotted against column
1in Table 4.



m . Additional Work

A. Transition Period

1. The magnitude of changes in customer benefit between the PCE program and the
Energy Credit program suggest that a transition period may be necessary. The
mechanics of determining the Energy Credits during the transition period need
to be worked out. The mechanics would involve adjusting the USF for each
utility towards the value that would be necessary to replicate the customer benefit
received under the old PCE program.

B. Low Effective Rates and $0 Customer Bills

1. Forsome of the utilities that receive substantially more benefit under the Energy
Creditprogram, some extremely low effective rates may result from the program,
and the fixed credit may cause some customers to have $0 bills. The utilities
likely to have this problem will be AP&T's Craig, Skagway and Tok, Haines
L&P, and Pelican Utility (although we have not looked in detail at the rate
structure to verify this for sure). This issue and a possible remedy needs to be
looked at (effective rates and usage levels that produce $0 bills could be
calculated for each utility). The problem at first glance seems to indicate that the
Energy Credit formula rewards South East utilities too much. However, the
Tlingit Haida utilities are some of the big nlosersnin the Energy Credit program.
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Zone Approach
Regression Output:

Constant 0
Std Err of Y Est 224,3027
R Squared 0.131339
No. of Observations 27
Degrees of Freedom 23

X Coefficient(s) -0.04323 0.02561 -0.02709 0.007768
Std Err of Coef. 0.139477 0.023055 0.013491 0.014911

0,3 1.1 2.0 0.5
Constant Cust GWh Transp

Actual Cost per gallon approach
Regression Output:

Constant 0
Std Err of Y Est 225.2286
R Squared 0.124152
No. of Observations 27
Degrees of Freedom 23

X Coefficient(s) 0.037518 0.014139 -0.0224 -0.00791
Std Err of Coef. 0.100999 0.017835 0.011418 0.027879

0.4 0.8 2.0 0.3

Constant Cust GWh Transp



Regression with In(GWh) and kWh/customer
$300/month Fixed per $/kWh Usage

Regression Output:

Constant 0
Std Err of Y Est 318.0101
R Squared O.lSiii
No. of Observations

Degrees of Freedom 108

X Coefficient(s) 0.09034 -0.0154 0.386269
Std Err of Coef. 0.007548 0.003288 0.630472

T-statistic 11.97 4.68 0.61

Constant In(GWh) Use/Cust



Regression with only In(GWh)
$300/month Fixed per $/kWh Usage

Regression Qutput
Constant
Std Err of Y Est
R Squared
No. of Observations
Degrees of Freedonm

X Coefficient(s) 0.094311
Std Err of Coef. 0.003854

T-statistic 24 .47

Constant

0
317.0976
0.178445

111
109

-0.01404
0.002427

5.79

In(GWh)
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POWER COST EQUALIZATION

INTRODUCTION

Power Cost Equalization (PCE) is a state program that
subsidizes rural electric rates using a formula based on the fuel and
non-fuel costs of rural utilities. In the past, the legislature has
always been able to fully fund the program, and, as a result, the PCE
program has come to be viewed as an entitlement program. In recent
years, as state revenues have declined and program costs have
steadily increased there has been growing concern about what effect
a budget shortfall would have on PCE recipients.

This report examines the current program and a variety of
modifications in light of three criteria:

1. Ability to contain long-range program costs;

2. Ability to mitigate the effects of a budget shortfall on
residential and low-income consumers; and

3. Incentives for utilities to cut costs and for consumers to
use electricity more efficiently.

BACKGROUND

Power Cost Equalization (PCE) is the latest in a series of
electric power subsidy programs (Power Production Assistance
(PPA) Program, FY 81; Power Cost Assistance (PCA) Program, FY 82
- FYy 85; PCE Program, FY85 - Present) offered by the State of
Alaska to offset the high cost of electricity to rural residents. PCE
is designed to reduce rura: electric costs to levels close or equal to
the mean value of the cost per kilowatt-hour (kwh) in Anchorage,

Fairbanks and Juneau.



One hundred and three of the state's approximately 130
utilities are eligible to receive funding under the PCE program.
Although most utilities are beneficiaries under the program the
percentage of state customers represented is rather small, 10.8%.
In terms of kwh's sold the percentage is even smaller, 6.4%.
Generally, PCE customers pay higher electric rates and consume less
per month than their urban counterparts. As Table 1 shows, the
average PCE utility charges its customers a rate (27.5 cents/kwh)
which is approximately two and one half times the statewide
average rate (10.6 cents/kwh). The average PCE subsidy of 14.3
cents/kwh helps to bring rural rates close to the statewide average.

Table 1 |
CQnparative S.talM.C-S

UtilitieqsnFF)ieceiving B All AK Electric Percent of Total

PCE Funding FY88 Utilities CY88
Number of Residential
Customer 18.825 191,698 9.8
Number of Total
Customers 24,457 227,020 10.8
MWH's Sold 256,653 4,019,398 6.4
Average KWH per
month per customer 875 1475
Average Rate
(without PCE) 27.5 cents 10.6 cents

Average Rate (with
PCE) 13.2 cents 10.6 cents

Source: Alaska Electric Power Statistics 1960-1988. Alaska Energy Authority and
Alaska Systems Coordinating Council, September 1989; First Annual Statistical
Report of the Power Cost Equalization Program. Alaska Energy Authority,

December 15, 1988.

Approximately 66% of PCE utilities are not rate regulated by
the APUC and most serve fewer than 100 customers. These smaller
utilities follow a pattern similar to that found between PCE
utilities in general and the rest of the utilities in the state: higher
rates and lower monthly consumption. Table 2 shows that the
smallest 25 PCE utilities sell less than one percent of kwh's sold by
all PCE utilities. Average monthly consumption per customer for
the smallest utilities is less than one-fifth that of the largest PCE

utilities.
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Operation of Current Program

The current program is jointly administered by Alaska Energy
Authority (AEA) and the Alaska Public Utilities Commission (APUC).
The APUC examines utility costs and determines the PCE rate for
each utility. The AEA disburses funds to utilities.

The program pays 95% of a utility's eligible costs above
$,085/kwh and below $.525/kwh. The maximum PCE rate based on
the formula is currently $.418/kwh ([52.5 - 8.5] x .95).1

PCE Formula

(eligible fuel and nonfuel costs/kwh* - 8.5 cents) x .95 = PCE rate
* or average rate per eligible kwh sold, whichever is less;
capped at 52.5 cents per kwh

All of a utility's customers are eligible to receive benefits
under the program, however different consumption caps apply to
different classes of customers. Residential and commercial
customers are eligible for PCE subsidized rates on consumption up
to 750 kwh/month. Community facilities receive PCE subsidized
rates on consumption up to 70 kwh/month/resident. Community
facilities include water and sewer facilities, public outdoor
lighting, charitable educational facilities, and community buildings
whose operations are not paid for by the state or federal government
or private commercial interests. The commercial customer category
includes all ncn-residential and non-community facility customers.

Utility  PLOiils

Utilities eligible for funding under PCE are limited to those
which: 1) used diesel generation for more than 75% of electrical
consumption in calendar year 1984; and 2) did not exceed certain
residential consumption levels in calendar year 1983.2

1in FY 88 there were only two utilities receiving the maximum rate; in FY 89 there
were three. See section on Utility Profile for more information on rates.

2"[D]Juring calendar year 1983 had a residential consumption level of power eligible
for power cost equalization under this chapter of less than 7,500 megawatt hours or
had a residential consumption level of power eligible for power cost equalization under
this chapter of less than 15,000 megawatt hours if the utility served two or more
municipalities or unincorporated communities” AS 44.83.162(p)(3)(B)
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Table 2

Ut| egsgy K\éﬁﬁd Cag}gm é\éﬁﬁ Dish rﬁisf;)e D&S[%er %ﬁg Ar fCE
Flrst A 237 19746 1(ID (g'i % %
Third 24 5 3% 299 280

Sond24 13 23%9
last ]SH? EZ
Source: Alads Eleclrc Power Staﬂsncs 1980-198 Alaska Energy Autmnty and Alas

stems_Coordinating  Council, September 1989; First Annual Statistical Report of the

PQM”. CQSLEquallzaﬂOH Program Alaska Energy Authority, December 15, 1988.

There is a good deal of variation in the PCE rates for each
utility, ranging from 3.0 cents/kwh to 41.8 cents/kwh in FY 88.
Two-thirds of the utilities have average PCE rates between 10
cents/kwh and 30 cents/kwh (Table 3).

Table 3 ®

PCE Raites FY 83
30-99 100-199 200-29 300-3P9 400418

cents/kwh cents/kwh cents/kwh cents/kwh cents/kwh

s 12 e % 18 4

Source: First-Annual Statistical Report of the Power Cost Equalization Program. Alaska Energy

Authority, December 15, 1988.

In FY 88 there were 17 PCE communities with effective
residential rates (i.e., residential rates per kwh after the PCE
subsidy is added) of less than 10 cents per kwh. Table* 3a compares
the PCE subsidized rates of these communities with the residential
rates charged by southcentral Alaska and Fairbanks utilities not in

the PCE program.



Table 3a

Comparison of Residential Rates:
PCE Utilities with Effective Rates under 10 cents/kwh (FY 88) with

PCE Utilities with effective
residential rates less than
$.10/kwh
Bethel Utility Corp.
Circle Electric Utility
Gustavus Electric Co.
Koliganek Village. Council
fvianokoiak Natives Lid.
Napakiak Ircinraq Power
Nome Joint Utility
North Slope Boroughl

Anaktuvuk

Atgasuk

Kaktovik

Nuigsut

Pt. Hope

Pt. Lav

Wainwright
Port Heiden
Tatitlek Electric Utility

Tulkisarmute Inc.

E ffective
Residential
Rate

9.9 cents

.5

» 00 O 0 o
w o1 © o o,

_tOoo-bl\J-bl—\-hl—\l\)
< IS BT IS NS N B B RS

8.5

Residential
Rate for 500

Other* Communities
(Utilities) not eligible for

PCE kwh/month
Anchorage (CEA) 7.8 cents
Anchorage (AML&P) 9.5
Cordova (CEC) 12.8
Glennallen (CVEA) 20.2
Homer/'Seidovia (HEA) i0.9
Kodiak/Port Lions (KDEA) 15.1
Palmer (MEA) 10.8
Paxson (PLI) 19.9
Seward (SES) 8.1
Valdez (CVEA) 17.5
Fairbanks (GVEA) 11.0
Fairbanks (FMUS) 9.5

*Not all inclusive

Source: Alaska Electric Power Statistics 1960-1988. Alaska Energy Authority and Alaska
Systems Coordinating Council, September 1989; First Annual Statistical Report of the
Power. Cost- Equalization- Program. Alaska Energy Authority, December 15, 1988.

Customer Profile

In FY 88, residential customers used 65% of total PCE eligible

kwh's, commercial

customers used 14%.

customers used 21%

and community facility

Table 4 shows the dollar breakdown by
customer category based on 1989 disbursements of $18.2 million.

INSB rates were achieved through supplemental borough subsidies which have since
In 1990 all PCE recipients should have minimum

been disallowed by the APUC.
effective rates of at least 8.5 cents/kwh.



Table 4
Disbursements bv Custonner Categorv

Customer PCE Elig. KWH Porcont of Disbursements  Ave. PCE Elig.
Category Total (FY 89) KWH/month
(FY 88)
Residential 79.4 m 65 11.8 m 382
Commercial 25.8 m 21 3.8 m 474
Comm. Facil. 16.1 m 14 2.6 m 2,366

Source: AEA, Data provided in February, 1990; First Annual Statistical FeDort of the Power
Cost Equalization Program. AEA, December 15, 1988; AEA, Oftice of Internal Programs and
Budget.

The AEA does not collect regular monthly data on all the
groups that constitute the commercial category. However, based on
sample data from February 1987, this category is approximately 19%
schools, 15% federal and state government and 66% other
commercial.

Table 5
mmercial Custorrers
Commercial Percent of Estimated
Customers Commercial Disbursements
Schools 19 .72 million
Fed & State Govt 15 .57 million
Other 66 2.51 million

Source: Energy Policy Report: The Power Cost Equalization Program,
Division of Policy, Office of the Governor, January 1988; AEA,
Office of Internal Programs and Budget.

Based on an AEA surveyl of 1988 calendar year usage,
approximately 77% of residential use is below the 500 kwh/month
level. Approximately 9i% of residential use isbelow the 750
kwh/month level (Table 6). Average PCE eligible kwh/month was
382 for residential users compared to 445 forall other PCE
customers.

1CustomelL-Us.age_.S.uryey_ Qf. Se.v,eralLU.tiJitie,S-that-Earticipate. inJhe..Bawer_C.Q5I
EqualizatiQn.-Program (Draft), AEA, December 1989.



Table 6

Electric Usage % of PCE % of PCE
KWH pe; month Customers Customers
1-100 16.4
101 - 200 17.5
201 - 300 17.7 76.5
301 - 400 14.4
401 - 500 10.5
501 - 600 7.2
601 - 700 5.0 14.2
701 « 750 2.0
> 750 9.3 9.3

Source: Customer Usaoe Survey of Several Utilities that Participate
in the Power Cost Eoualization Program (Draft), AEA, December
1989.

In comparing PCE statistics (FY 88) with U.S. Census Bureau
income data (1985), the AEA made the following observations
relating to income, community size and PCE disbursements.

1. Most utilities that have a high PCE rate serve communities
that have low per capita income.

2. Communities with low per capita income also tend to have
low consumption per customer.

3; Communities that have low per capita income usually have
fewer customers.

These observations suggest a fourth generalization: low income
customers tend to use fewer kwh/month than higher income
customers. Unfortunately, due to lack of data, it is not possible to
quantify the relationship between income and usage levels.

Emam-Casls

Increased benefits and participation under PCE and its
predecessors have escalated the cost of the programs from $2.2
million in FY 81 to $18.3 million in FY 89 (Table 7). The AEA has
requested $18.4 million for FY 91, but actual disbursements are
expected to be between $19.2 million and 20.7 million, depending on
fuel costs.



Tablq 7
- . Funding
Appropriation  Disbursements ~  per customer  « utiiitios

FY 81 $2.7 million $2.2 million $180 13
FY 82 9.3 6.4 359 31
FY 83 8.3 8.3 421 48
FY 84 8.3 8.7 385 61
FY 85 19.1 13.8 637 33
FY 86 21.7 17.8 766 94
FY 87 13.8 16.8 686 97
FY 88 15.1 17.2 703 .98
Y 9 199 18.2 it |2
FY 90 18.4 19.0 - 19.5 (est) N/A N/A
FY 91 18.4 (est) 19.2 - 20.7 (est) N/A N/A

Source: First Annual Statistical Report of the Power Cost Equalization Program. Alaska Energy
Authority, December 15, 1988; AEA, Office of Internal Programs and Budget.

Much of the growth of the cost of rural electric assistance in
the early years (1981 - 1985) is attributable to the increased
participation under the PPA and the PCA programs. During this time
the number of utilities receiving electric subsidies rose from 13 to
83. In 1986, as participation began to reach a saturation point, the
dramatic increase in program costs was largely due to increased
benefits available under PCE. Compared to PCA, the PCE program
lowered the entry rate, raised the ceiling rate and increased the
consumption limits (Table 8).

Table 8

C.Qmp.ads,on-QIP.P,CAu.P.CA AND. PCE

Amoun per KWH Cri eria

PPCA PCA PCE
AMOUNT/KWH
Entry Rate (cent/KWH) 7.65 12.0 + 8.5

1.0/yr

Ceiling Rate (cent/KWH) 40.0 45.0 52.5
Eligible Costs Allowed 85% 95% 95%
Eligible Costs Over Ceiling 100% 0% 0%
CONSUMPTION LIMITS
Community Facilities (KWH/Month) No Limit 55/Resident 70/Resident
All Others (KWH/Month) No Limit 600 750

Source: Energy Policy Report: The Power Cost Equalization Program. Division of

Policy, Office of the Governor, January 1988.



Since 1986 the cost of the program has continued to grow
(except for FY 87, due to steeply falling fuel prices), primarily due
to increased consumption. Between FY 86 and FY 89 total eligible
kwh's increased from 108 million to 121 million, increasing program

costs by $ 0.4 million.

. Table 8a
Eligible Consumotion FY &
Res. and Commer. Commun. Fac. Total
Eligible kwh 105.3 m 161 m 121.4
Maximum Elig kwh 216.7 55.7 272.4
Maximum Cost $30.6 $7.9 $38.5
49% 29% 45%

Elig as % of max
Source: Calculated from AEA data provided February 1990

As demand (i.e., kwh/month per customer) grows so will
eligible kwh's of consumption. In 1989 eligible kwh's were
approximately 45% of maximum eligible consumption (Table 8a).l
The cost of the program with maximum eligible consumption would
have been $38 million in FY 89 rather than $18.2 million.

Table 9
Proaram Costs, bv Fuel and Non-fuel Components
FY 86 FY 87 FY 88 FY 89
Total PCE
Disbursements $17.8m $16.8m $17.2m $18.2m
Fuel
Portion 42.2% 37.7% 35.3% 33.0%
Non-fuel
Portion 57.8% 63.3% 64.7% 67.0%
Fuel
Portion $7.5m $6.3m $6.1 m $6.0m
Non-fuel
Portion $10.3m $10.6m $11.1m $12.2m

Source: APUC, Data provided in January 1990; AEA, Office of Internal Programs and Budget

As can be seen by examining Table 9, growth of program costs
cannot be attributed to increased fuel costs. Since 1986 utilities
have benefitted from both declining fuel prices and savings achieved
through bulk fuel purchases. PCE disbursements related to non-fuel
costs have more than offset declining fuel costs. Between FY 86 and

IMaximum eligible consumption would occur if all customers consumed up to their
respective caps of 750 kwh/month for residential and commercial and 70
kwh/month/resident for community facilities.



FY 89 PCE payments related to fuel costs have declined by $1.5
million while PCE payments related to non-fuel costs have risen by
$1,9 million, a net increase in program cost of $0.4 million.
Possible causes for increases in non-fuel costs include: 1) costs for
increased generating capacity driven by increased demand; 2) PCE
related incentives to increase non-fuel costs; and 3) Dbetter
reporting of costs by utilities to the APUC.

APUC Regulations

The 15th iegisiature directed the APUC, AEA and DCRA to
review and evaluate possible modifications to the PCE program with
specific attention to fuel efficiency and administrative expense
standards. On April 13, 1989 the APUC adopted an order codifying
existing policies and procedures, promulgating standards for
defining costs, and establishing new efficiency standards. The
efficiency regulations will go into effect Oct. 1, 1990.

Since the inception of PCE, problems have been caused by the
inconsistent use of the words "costs" and "rates" in the PCE statute.
The statute uses the words "costs" and '"rates" both synonymously
and with different meanings. The APUC regulations attempt to
clarify the ambiguity and confusion that surround the use of these

terms.1

The new efficiency standards apply to electrical generation
and line loss. A five-tiered system, for different sized utilities,
will be phased in over three years.2 The APUC maintains that "the

lin response to a January 30, 1987 Legislative Audit the APUC has also proposed to
change AS 44.83.162(a) to read:

The power cost equalization fund is established as a separate fund for the

purpose of equalizing power rates [cost] per kilowatt-hour state-wide at a

rate [cost] close or equal to the mean of the cost per kilowatt-hour in

Anchorage, Fairbanks, and Juneau...
2For utilities that rely on all-diesel generation a combined generating efficiency line
loss standard has been established that measures the kilowatt hours sold per gallon
consumed. Utilities are tiered according to kwh sales.

A separate set of standards has been established for utilities that do not rely
exclusively on diesel generation (six out of 102 utilities). The line loss standard is
measured as:

(kwh generated or purchased - kwh sold)/kw'n generated or purchased




minimum standards for October 1990 should be achievable by most
utilities through adoption of reasonable operating practices such
as:1

1. metering of all customers consuming electric power;

2. assuring that meters are correctly wired and registering
properly;

3. maintaining diesel engines and other equipment in good
operating condition;

4. matching the best available generator to load size;
5. maintaining adequate security over fuel supplies; and

6. identifying and correcting major causes of high line losses.

AEA Programs

The AEA has a number of ongoing programs designed to improve
the efficiency of many of the small rural utilities. In FY 90
$4,150,000 of the capital budget was appropriated for:

Operation and Technical and Emergency Assistance -
"Consists of programs (1) to provide a wide range of technical
assistance to rural communities and utilities in identifying
upgrades or replacements to their existing power systems in
order to improve operations, and (2) to effectively deal with
power system emergencies as they occur.”

Circuit Rider Program -- "Provides regularly scheduled
preventative maintenance and operations assistance to rural
electric utilities that have received financial or technical aid
from the state.”

and must be less than 12%. The generating efficiency standards measure kwh
generated (as opposed to kwh sold for all diesel utilities) per gallon consumed.
Utilities are tiered by annual kwh of diesel generation.

lln a separate statement to the APUC order, Commissioner Sokolov advocated
supplementing efficiency standards with a comprehensive program to encourage the
smallest PCE utilities to use standardized equipment and to improve operation and
maintenance.



PCE Utility Efficiency Improvements -- "Supports improved
efficiencies for utilities/communities receiving PCE, through
upgrading or replacement of inefficient generators, bulk fuel
tanks, waste heat recovery systems, conservation measures

and metering.”

Another program which is currently receiving serious
consideration is AEA’s Regional Electric Utilities in Rural Alaska
proposal. This program would consolidate the operations of rural
utilities into one of several regional utilities in three phases:

1. Develop cooperative arrangements for bulk fuel purchasing,
a circuit rider preventive maintenance program, and insurance

coverage.

2. Provide technical assistance to smaller utilities that want
to merge into a regional utility, which should result in a more
efficient and centralized management structure.

3. Consider opportunities for including other utility services,
such as water, sewer, and solid waste, under the management
of the regional electric utility in order to further improve the
economies of scale.

ANALYSIS

Evaluation of Curr.ent-£rogram

Criteria 1: Cost Containment - The costs of the PCE program
are no longer in a steep incline, as the number of utilities
participating in the program has reached a saturation point and as
fuel costs and benefits have stabilized. However, unless the
program formula is changed, the appropriations necessary to fully
fund the program will grow as non-fuel costs continue to rise (Table
9). Furthermore, at some point savings achieved through bulk fuel
purchases will plateau and program costs will once again become
sensitive to rising fuel prices.

Costs will also probably continue to rise as long as demand
grows on the part of consumers who are currently below their

12



respective caps. If all PCE customers were consuming at the
statutory caps (750 kwh for residential and commercial, 70
kwh/month/rosident) program costs in FY 89 would have been
approximately $38.5 million.1

Criteria 2: Mitigating the Effects on Low Income and
Residential Customers -- The PCE program is not an entitlement
program, therefore funding can be reduced below levels required by
the formula. In the event appropriations were to fall below full
funding levels, the PCE rate for each utility would be prorated.
While all PCE recipients would receive a proportional cut, those
with higher PCE rates would lose a greater absolute amount of
subsidy. Because users with higher PCE rates tend to come from
communities with lower per capita income, a funding cut would tend
to have a greater absolute effect on lower income consumers.

In addition, under current statutes there is no procedure for
mitigating the effects of a program cutback on any particular group
or groups. Therefore residential customers would not receive any
preference over community facility or commercial customers.

Finally, the PCE program has in some cases created an
inequitable relation between PCE and non-PCE recipients. As the
PCE statutes makes clear, the program is designed to reduce rural
electric costs to levels close or equal to the mean value of the cost
per kwh in Anchorage, Fairbanks and Juneau. Unfortunately the PCE
program does not apply to all utilities state-wide. There are a
number of non-PCE recipient communities with rates much higher
than many PCE recipient communities (Table 3a). For example,
without PCE both Nome and Kodiak would both have average
residential rates of approximately 15 cents/kwh. Yet, because Nome
received PCE, its residential rate for up to 750 kwh/month in FY 88
was only 6.3 cents/kwh, while Kodiak residents paid the full 15
cents/kwh.

Criteria 3: Efficiency Incentives -- The current program
offers little, if any, incentive for consumers to conserve electricity
until they have already exceeded the 750 kwh monthly cap. Because
the formula covers 95% of the cost over 8.5 cents of an additional

1Furthermore the maximum program cost is not static from year to year but rather
increases with increases in fuel costs, the PCE rate, population and the number or
residential and commercial customers.



kwh, consumers don't face the true cost of producing electricity and
are encouraged to consume more than they would otherwise.

Likewise, the PCE program provides very little incentive for
utilities to reduce costs. Cutting costs reduces a utility's total PCE
funding and may actually result in a lower PCE rate to consumers.

Finally, the efficiency standards recently adopted by the APUC
do not apply to non-fuel costs and are only expected to result in a
program saving of $100,000 in the first year.

Reduce 750 KWH/Month Cap for Commercial and/or Residential
LLasia

Criteria 1: Cost Containment - Table 10 shows the program
savings achievable by reducing the 750 kwh cap to progressively
lower levels. For example, a 500 kwh cap would reduce program
costs by approximately $2.2 million (12.2%). Reducing the cap even
further to the current average PCE eligible usage for residential and
commercial customers (396 kwh/month) would save $3.6 million

(20%) .

Another benefit of a reduced residential and commercial cap is
that it brings the maximum eligible consumption much closer to
actual eligible consumption, potentially reducing the cost of the
program over the long run. Eligible residential and commercial
consumption is currently 48% of maximum eligible consumption. In
FY 88, under a 500 kwh cap, eligible consumption would have been
72% of maximum, reducing the maximum potential cost of the
program from $38 million to $28 million.

Table 10

500 KWH Cap 400 KWH Cap 300 KWH Cap 200 KWH Cap

Residential $1.2 m $2.2 m $3.7 m $6.0 m
Commercial 1.0 1.4 1.9 2.5
Total 2.2 3.6 5.6 8.5

Source: Based upon data pr0VIdEd by the AEA, January 3. 1990.

Criteria 2: Mitigating the Effects on Low 1Income and
Residential Customers - The effect on low income groups of
lowering the 750 kwh cap would depend on whether it was uniformly

14



applied to residential and commercial users. Obviously a cap
reduction limited to commercial users would have little effect on
residential users, regardless of whether they were high or low
income.

With respect to just residential users, a cap reduction limited
to 500 kwh would tend to favor low income users over other
residential users because low income users tend to consume fewer
kwh/month than others. Seventy-seven percent of residential use is
already below the 500 kwh cap (see Table 6).

Criteria 3: Efficiency Incentives -- Any lowering of the cap
would provide incentives for consumers to conserve electricity. As
the cap is lowered a greater percentage of consumers will exceed
the cap and begin paying higher rates. Higher rates will discourage
consumption at levels above the cap.

One of the problems that the current program presents to
utilities is that the PCE subsidy actually stimulates demand. This
artificially induced demand places pressure on utilities to increase
generating capacity, as witnessed by the growing non-fuel portion of
PCE program costs. In this type of situation, there is always the
danger that, if the PCE subsidy were to end suddenly, demand would
fall leaving utilities with a great deal of excess capacity, a cost for
which consumers would still have to pay. Lowering the cap closer to
average consumption, will diminish an artificial stimulus to growth
of consumption and reduce the degree of excess capacity.

Reduce 70 KWH/Month/Resident Cap for Community Facilities

Criteria 1: Cost Containment -- Community facilities
represent a relatively small percentage of PCE program costs (14%).
If community facilities were eliminated, program savings would be
$2.6m (based on FY 89 disbursements of $18.2 m) which is only $.4 m
more than the program savings from reducing the
residential/commercial cap to 500 kwh/month/resident.

The current cap of 70 kwh/month/resident is well above the
current average of approximately 20 kwh/month/resident. Based on
calendar year 1988 sample data, reducing the cap from 70 kwh to 50
kwh would have yielded program savings of only $27,500.
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Eligible kwh consumption for community facilities in FY 88

was approximately 30% of maximum eligible consumption. In other
words, if community facilities were all consuming at 70
kwh/month/resident the cost of PCE for this class of customer
would be $7.9 million rather than $2.4 million. A 50
kwh/month/resident cap would reduce the maximum cost from $7.9
million to $5.7 million. A reduced cap, although of little

significance in the short run, could yield cost savings over the long
run as consumption per resident increases.

Table 12
Program sav ngs from lowering community facility cap
50 kwh cap 40 kwh cap 30 kwh cap
Program
Savings $27,500 N /A .. NJ/A
So#]rece: Qust rUsgﬁeSurv%;ofSevral Uulmestmtmupat: n
Power Cost Equalization Program (Draft), AEA, Decemner 19
Criteria 2: Mitigating the Effects on Low Income and
Residential Customers - Reducing the community facility cap
would not directly effect residential users. However, it may

indirectly effect residents through increased taxes to support the
higher costs of operating local government facilities.

Criteria 3: Efficiency Incentives -- In the short term,
lowering the cap would have only a marginal impact on conservation.
Current usage levels are so low for so many communities that
lowering the cap to 50 kwh would Ileave most communities
unaffected. Over the long term, lowering the cap would encourage
conservation as community facility consumption approaches upper
limits of allowable electric usage.

Reduce Percent Reimbursed

Criteria 1: Cost Containment - The PCE rate is currently
determined in part by calculating 95% of a utility's eligible costs
per kwh. Reducing the percentage could lead to significant programs
savings. For example, reducing the percentage to 85% of eligible
costs would reduce program costs by about $2.2 million (Table 13),
roughly equivalent to reducing the 750 kwh cap to 500 kwh.



Table 13

Prograr gs ($m) by reducing 95% reimbursed to:
90% 85% 80% 75% 70%
Progra..
Savings ’ 11 2.2 3.3 4.4 5.5
Criteria 2: Mitigating the Effects on Low Income and
Residential Customers -- This approach would be more regressive

than lowering the kwh/month cap for residential users. Whereas
lowering the cap favors low income, low monthly use customers,
reducing the percent reimbursed would involve an across the board
cut. Although each utility's PCE rate would be reduced by an equal
percent, consumers of utilities with higher PCE rates would
experience (greater absolute decreases in their subsidy. Since
communities with high PCE rates also tend to have low per capita
income, this method would tend to hurt low income customers more
than lowering the monthly kwh cap.

Criteria 3: Efficiency Incentives - Any change that
increases rates wiil encourage lower consumption. However, by
leaving the kwh/month cap at 750 there will still be a substantial
gap between average eligible usage and the cap. In the long run this
will still encourage increased consumption.

Raise 8.5 cent entry rate

Criteria 1: Cost Containment ~ Raising the entry rate could
produce sizeable reductions in program costs. Table 14 shows that
raising the entry rate to slightly above 10 cents would achieve
programs savings comparable to lowering the residential and
commercial caps to 500 kwh or comparable to reducing the percent
reimbursed to 85%.

Table 14

Proaram savinas from _raisiiL0—thfi entry,..rate
$.10 entry $.12 entry $.14 entry
rate rate rate
Program
Savings $1.8m $4.2m $6.3m
Source: Based upon data provided by the AEA, January 18, 1990.



Criteria 2: Mitigating the Effects on Low 1Income and
Residential Customers -- Raising the entry rate would effect all
consumers but not all consumers equally. The absolute change in
PCE rates will be the same for all consumers, however, the
percentage change will vary depending on the actual PCE rate. For
example, a one cent increase in the entry rate would reduce all
consumers PCE subsidy by .95 cents/kwh. However, .95 cents
represents 31.7% of Pelican Utility's FY 88 average PCE rate (3
cents) but only 2.5% of Manley's FY 88 average PCE rate (38 cents).

Because communities with low per capita income tend to have
higher PCE rates this modification of the PCE formula would
probably favor low income consumers. ltwould not favor residential
customers over commercial and community facility customers
unless a specific distinction were made.

Raising the entry rate would reduce some of the inequity
experienced by low-income consumers receiving service from
utilities that do not qualify for PCE subsidies. As Table 3a shows
there are a number of utilities in southcentral Alaska alone which
charge residential rates which aresignificantly higher than the
effective residential rates of a numberof PCE eligible utilities.

One proposal for making the PCE program more equitable would
be to peg the entry rate to the statewide average rate rather than
the mean value of costs in Anchorage, Fairbanks and Juneau. This
would have the immediate effect of raising the entry rate to about
10 cents/kwh. This approach would also tie the entry rate to an
index which is easier to define and calculate than the current index.

Criteria 3: Efficiency Incentives -~ Efficiency incentives are
the same as described in the section Reduced Percent Reimbursed.

Reduce Maximum Eligible Cost

Criteria 1: Cost Containment-- Marginal decreases in the
maximum eligible cost would produce only very small cost savings,
compared to the other alternatives discussed above. The bulk of PCE
funds go to the largest utilities which tend to have lower costs per
kwh. Table 15 shows the program savings that could be achieved by
this formula adjustment.



Table 15
Proaram savinos from Jlowerina the ceilinr3 rate

50.0 47.5 45.0 42.5 40.0
cents cents cents cents cents

Program
$175,270_$283,294

Solrce” Besed p cita provide by the AEA, Jenvay 8 1D

Criteria 2: Mitigating the Effects on Low Income and
Residential Customers - This PCE formula change is perhaps the
most regressive of ail the alternatives because it targets the
smaller utilities which tend to represent communities with low per
capital income.

Criteria 3: Efficiency Incentives -- It is unlikely that this
alternative would lead to any significant conservation. The total
number of customers represented by utilities with very high PCE
rates is very small.

Eliminate Subsidy for Federal and State Governments and
State Funded Schools

Criteria 1: Cost Containment -- Currently federal and state
governments and state funded schools receive PCE subsidies as
commercial customers. This represents program costs of
approximately $1.2 million (Table 5).

Criteria 2: Mitigating the Effects on Low Income and
Residential Customers - Residential and low-income users would

not be effected.

Criteria 3: Efficiency Incentives -- The AEA has documented
cases in which state funded schools have equipped their kitchen
facilities with all electric appliances. W.iile this may be cost
effective for the school district, it involves a hidden cost to the
state because it greatly increases the cost of the PCE program.



Prioritize Funding in the Event of a Budget Shortfall

Criteria 1: Cost Containment-- By requiring that funding goes
first to residential, then commercial, then community facility
customers, program cutbacks may be more politically palatable.

Criteria 2: Mitigating the Effects on Low Income and
Residential Customers -- This proposed change has obvious benefits
to residential and low-income residential customers because they
would be first in line for available funds.

Criteria 3: Efficiency Incentives - This proposal would not
effect conservation.

Energy Credits

This report has limited discussion of alternatives to changes
in the parameters of the PCE formula. It has not considered the
substitution of alternative formulas. For example, there are other
generic subsidy programs which do not focus on utility costs in the
way the PCE program does. One such alternative is an energy credit
program proposed by the State Consumer Advocate, Alan Mitchell,
which provides (greater incentives to consumers to conserve
electricity and utilities to cut costs. Unfortunately, consideration
of this approach and other generic approaches are beyond the scope
of this report. An explanation of how Mr. Mitchell's energy credit
program works is attached to this report as an appendix.



CONCLUSIONS AND RECOMMENDATIONS

Based on the above analysis the following modifications to the
PCE formula are recommended:

1. Eliminate commercial subsidies to federal and state
governments and state funded schools. There is little reason for the
state to subsidize federal spending. Elimination of subsidies to

state agencies and schools which are funded with state dollars will
encourage more appropriate energy related purchases on trie part of
these organizations. State agencies and state funded schools would
not be financially effected as long as PCE program savings are
passed on as budget supplements in recognition of higher energy
costs. Program savings: $1.21 million ($550,000 for state and
federal agencies; $660,000 for schools). Savings to State of Alaska
(if program savings are passed on to state agencies and schools):
less than $550,000.

2. Prioritize funding to residential then community facility
then commercial customers in the event of insufficient
appropriations.

Program savings: Equal to budget shortfall.

3. Reduce residential and commercial cap to 500 kwh/month.
This will reduce program costs and encourage conservation. This
program change is less regressive than other methods which also
achieve sizeable program cost reductions.
Program savings: $2.2 million.

4. Reduce community facility cap to 50 kwh/month/resident.
This change will be negligible in terms of programs savings but will
discourage excessive growth of demand by users in this category.
Program savings: $27,500.

5. Raise entry rate to be equal to the statewide average rate.
This would improve the equity of the program and make adjustment
of the entry rate less problematic. Program savings: $1.8 million.



Table 16

Bfic.ommendatiQns and Program..S.amis
PROGRAM CHANGE PROGRAM SAVINGS

Eliminate commercial subsidies to federal
and state government agencies and
schools. $1.2 million
Prioritize funding to residential then
community facility and then commercial
customers.

Reduce residential and commercial cap to

Equal to budget shortfall

500 kwh/month. $2.2 million

Reduce community facility cap to 50

kwh/month/resident. $27,500

Change entry rate to statewide average

rate. $1.8 million
TOTALL $5 million

1Because some of the proposed cuts are overlapping, the total is less than the sum of

the parts.



APPENDIX

Analysis North Maska-s Utility Consumer Advocate
911 West 8th Avenue, Suite 204 Anchorage, Alaska 99501 907-272-3425

A Proposal to Modify the Power Cost Equalization Program

By Alan Mitchell

1. Existing PCE Program. This
box shows %he bill of% customer  Usage = 300 kWh

in a hypothetical utility using 300 300 kWh x $0.40/kWh = $120

Energy Charge:
N e e et PCE BCECradit. 300 kWh x $025/kiWh = (575

cents per kWh used. Net Bill: $45

2. First Modification:
Determine the PCE rate by a  Usage = 300 kWh

et e omertina e it Frerg Charge: 300 KD XSDAUIKIN = 512
r

costs of operating oy PCE Credit© 300 kWh x 30.23/kWh = (§69)

the 25 cent/kWh subsidy is m
determined from the actual costs of ~ Net Bil:
operat.m%_ the utility,  The

modification illustrated in this step _ _
changes the program to base the PCE subsidy rate on afornuta instead of actual costs. In the
example of this hypothetical utility, the formula determined that the PCE rate should be 23

cents/kWh.

~This modification serves to restore the incentive to the utility to operate more cost-
efficiently. Anly reductions in operating cost do not cause a reduction in the amount of subsidy
received. It also dramatically reduces the UU“tK reporting requirements of the pro?ram, since
actual cost records are not needed to determine the PCE su Sld}/ rate. The rate is determined by
a formula based on the size of the utility receiving the subsidy, the Utl|lt?]/f8 geographical location
(a proxy for fuel cost), and the total funding for the PCE program. This change to a formula-
based system also lessens the chance for abuse of the program and improves its fairness.

$5i

3. Second Modification, convert a portion of the PC7i credit to a fixed credit (a credit
independent of usage). One problem with the program described in the previous step is that
it does not improve the incentive for consumers to use energy-efficient equipment. Ifa consumer
reduces their demand by a kWh, they lose 23 cents of subsidy. By changing the structure of the
subsidy so that a portion of it is independent of usage, this diSincentive to conserve can be
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reduced.

~In the example bill to the
right, the total amount of subsidy
IS the same as the program in the
previous box, but it is structured
differently. ~ The usage-based
subsidy 15 13 cents per kWh
consumed, and a fixed $30 subsidy
is also applied to the bill. This

PCE Proposal

Usage = 300 kWh
Energy Charge: 300 kWh x $0.40/kWh = $120
PCE usage I'Edlt: 300 kWh x $0.13/kWh = ?39
PCE rixed Credit: ( 30

Net Bill: $51

$30 figure does not chame if the consumer uses more or less electricity. If the consumer reduces

their demand by one k
previous system.

they only lose 13 cents of subsidy, instead of the 23 cents under the

This program ﬁroposal differs from the program that Conrad Ziﬁperian of RurAL CAP and

| have proposed in t

fixed: 1.e. there would be no comp
totally fixed subsidy, the incentive to conserve woul

epast. Inour past proposal, we proposed to ma _ _
onent of the subsndg that would increase with usage. With a

e the PCE subsidy entirely

be fully restored. A decrease in usage

would cause no decrease in the amount of subsidy received. In this regard, a fixed credit
program is better than the current proposal.

~The bill to the right
illustrates the old proposal. A
fixed credit of $69 is applied to
bill. - This credit would be the
same for a customer usmﬁ more or
less electricity than 300 kWh.

~ One of the problems with
this structure is that low-usage

Usage = 300 kWh

Energy Charge: 300 kWh x $0.40/kWh = $120
PCE Fixed Credit: ($69)
Net Bill: $51

consumers would have very low bills, probably less than comparable urban households. This
situation is illuslrated in the next bill that shows a customer who uses only 200 kWh/month.

Under the totally fixed credit
system, this customer has a bill of
$11. Such a low hill would seem
unfair to urbanites. It may also
seem unfair to other households in
the same community, because the
low-usage household is likely to be
a household with few occupants.
A small household would receive

Usage = 200 kWh

Energy Charge: 200 kWh x $0.40/kWh = $80
PCE Fixed Credit: ($69)
Net Bill: $11
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PCE Proposal

as much subsidy under a fixed credit plan as a household with many occupants.

‘The PCE proposal with both
a fixed and a usage-based
component alleviates this problem,
a5 illustrated in the bill to the
right. ~ The 200 kWh/month
customer has a bill of $24, ?lven
this hypothetical division of the
subsidy between fixed and usage-
based components. The sacrifice
relative to a program_with no

Usage = 200 km

Energy Charge: ~ 200kWh x $0.40/kWh = $80
PCE Usage Credit; 200kWh x $0.13/kWh = @263
PCE rixed Credit: ($30

Net Bill: $24

usage-based component is some loss of incentive to conserve electricity.
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2/8/90

BY SEN. POURCHOT

IN THE SENATE

SPONSOR SUBSTITUTE FOR SENATE BILL NO. 301
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the power cost equalization
program.l
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 44.83.162(a) is amended to read:

(a) The power cost equalization fund is established as a sepa-
rate fund for the purpose of providing rate relief on electric sales
that exceed the average rate [EQUALIZING POWER COST] per kilowatt-hour
statewide [AT A COST CLOSE OR EQUAL TO THE MEAN OF THE COST PER
KILOWATT-HOUR IN ANCHORAGE, FAIRBANKS, AND JUNEAU] by paying money
from the fund to eligible electricutilities in the state. The fund
shall be administered by the authority as a fund distinctfrom the
other funds of the authority. The fund is composed of money appropri-
ated for the purpose of providing power cost equalization to eligible
electric utilities.

* Sec. 2. AS 44.83.162(c) is amended to read:

(c) An eligible electric wutility is entitled to receive

cost equalization for

(1) sales of power to local community facilities, calcu-
lated in the aggregate for each community served by the electric
utility, for actual consumption of not more than 50 [70]kilowatt-
hours per month for each resident of the community; and

(2) actual consumption of not more than 500 [750] kilowatt-
hours per month sold to each eligible customer in all classes served

by the electric utility except to customers of the utility under (1)

-1- SSSB 301
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of this subsection.
* Sec. 3. AS 44.62.162(d) is amended to read:

(d) The amount of power cost equalization provided per kilowa
hour under (c) of this section may not exceed 95 percent of the power
costs, or the average rate per eligible kilowatt-hour sold, whichever
is less, as determined by the commission. However,

(1) during the state fiscal year that begins July 1, 1989
[1984] the power costs, for which power cost equalization may be paid
to an electric utility are limited to minimum power costs of more than
9.9 [8.5] cents per kilowatt-hour and Iless than 52.5 <cents per
kilowatt-hour;

(2) during each following state fiscal vyear, the power
costs for which power cost equalization may be paid to an electric
utility shall be the allowable power co*sts or rates that exceed the
average rate per kilowatt-hour for sales in the state as determined by
the commission [ADJUSTED BY THE COMMISSION, CONSIDERING THE RATE OF
CHANGE IN FUEL COST AND POWER DEMAND]; and

(3) the power cost equalization per kilowatt-hour may be
determined fora utility without historical kilowatt-hour sales data
by using kilowatt hours generated.

* Sec. 4. AS 44.83.162(e) is amended to read:

(e) An electric wutility whose customers receive power cost
equalization under this section shall set out in its tariff the rates
without the power cost equalization and the amount of power cost
equalization per kilowatt-hour sold. The rate charged to the customer
shall be the difference between the two amounts. Power cost equaliza-
tion paid under this section shall be used to reduce the cost of all
power sold to local community facilities, in the aggregate, to the

extent of 53 [70] kilowatt-hours per month per resident of the

SSSB 301 -2-
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community, and to reduce the cost of the first 500 [750] kilowatt-
hours per eligible customer per month for all other classes served by
the electric utility.

Sec. 5. AS 44.83. 162(j) is amended to read:

() The authority shall review the report required under (i) ()
of this section and may submit the report to the commission for addi-
tional review before payment. After review and approval of the report
by the authority, the authority shall, subject to appropriation, pay
to each eligible electric wutility an amount equal to the power cost
equalization per kilowatt-hour determined by the commission under (b)
and (d) of this section, multiplied by the number of kilowatt-hours
eligible for power cost equalization that were sold during the preced-
ing month to all customers of the utility in accordance with (c) of
this se.-cion. Payment shall be made by the authority within 30 days
after receipt from the utility of the report required under (i) of
this section. However, if there is a dispute between the authority
and the utility relating to the payment, the authority shall submit
the report to the commission for review within 30 days after its
receipt by the authority. When a report is submitted to the commis-
sion for review wunder this section, payment shall be made by the
authority within 30 days after submission, based on a commission
determination. If the commission determines that appropriations are
insufficient for payment in full, the amount paid to each electric
utility must fully fund, in descending order, residential customers,
community facilities, and commercial facilities until the appropria-
tion is fully spent. If the appropriation is insufficient for payment
in full to a class of eligible customers, the amount paid to customers
in that class must be [IS] reduced on a pro rata basis.

Sec. 6. AS 44.83.162(k) is amended to read:
-3- SSSB 30]
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(k) If an electric wutility receives power cost equalization

under this section, the utility shall either
(1) give the followingnotice to itselectric service
customers eligible underthis program for each period forwhich the
payment is received:
NOTICE TO CUSTOMER

For the current billing neriod the wutility will be paid under the
State of Alaska's power cost equalization program (AS 44.83.162) an
amount to assist the utility and its customers in reducing the high
cost of generation of electric energy. For electric energy consumed
by eligible residential customers and private commercial customers,
this state payment applies only to the first 500 kilowatt-hours per
month used by each customer. For electric energy sold to eligible
local community facilities, this state payment applies to the total
number of Kkilowatt-hours used each month by all those facilities in
the community, up to a maximum of 50 kilowatt-hours, multiplied by the

number of residents in the community.

Your total electrical service cost B s
Less state -equalization B
Your charge B o . or

(2) give to its electric service customers a notice ap-
proved by the authority, which notice provides electric service cus-
tomers the same information provided by the notice in (1) of this
subsection.

Sec. 7. AS 44.83.162(p)(2) is amended to read:

(2) "community facility"” means a facility, :her than a
facility of a governmental customer, essential to the public health,
safety, and welfare of the community, and includes a water and sewer

facility, public outdoor lighting, including lighting for a community-

SSSB 301 -4-



owned airport strip or harbor, a community washeteria or freezer, a

community volunteer firehall, a community health clinic, a village

public safety office, a |[,] charitable educational facility, or a

community building whose operations are not paid for by the state, the
federal government, or private commercial interests;

* Sec. 8. AS 44.83.162(p) is amended by adding new paragraphs to read:

(8) "eligible customer” means a residential customer, a
private commercial customer, or a community facility, but does not
include a governmental customer,;

(9) "governmental customer” means a customer that is a
federal or state agency, the University of Alaska, the Alaska
Railroad, a school district, or a regional educational attendance
area.

* Sec. 9. AS 44.83.163(a) is amended to read:

(a) The power cost equalization per kilowatt-hour determine
under AS 44.83.162 payable to an electric utility that is subject to
rate regulation under AS 42.05 may be adjusted by the commission if

(1) an increase or decrease in the electric utility's cost
of fuelhas resulted in the approval of a fuel cost rate adjustment by
the commission;

(2) a permanent or interim rate increase or decrease has

beenapproved by the commission, thereby establishing a higher or

lower power cost; £r

(3) an adjustment is required after the authority has

discovered discrepancies in its review of monthly data submitted by

the electric utility (; OR
(4) THE AUTHORITY DETERMINES THAT APPROPRIATIONS ARE INSUF-

FICIENT TO FINANCE FULL PAYMENTS TO ELIGIBLE ELECTRIC UTILITIES].

* Sec. 10. AS 44.83.163(b) 1is amended to read:
-5- SSSB 301



10

12
13

14

16
17
18
19
20
21
22
23
24
25

26

29

wh - T

WORK DRAFT WORK DRAFT WORK DRAFT

(b) An electric wutility that is eligible to receive power
equalization wunder this section and that receives power cost equaliza=
tion per kilowatt-hour approved by the commission shall report monthly
to the authority within the time and in the form the authority re-
quires. An electric utility shall report

(1) the power cost equalization per kilowatt-hour approved
by the commission;

(2) the total kilowatt-hours sold to each class of eligible
customers [CUSTOMER] during the preceding month;

(3) the total kilowatt-hours eligible for power cost
equalization wunder this section sold to each <class of eligible
customers [CUSTOMER] during the preceding month;

(4) the total kilowatt-hours generated during the preceding
month, if available;

(5) any commission-approved amendments to the schedule of
rates in effect during the preceding month; and

(6) an increase or decrease in the current unit price of
fuel from the base price used by the commission in the determination
of power costs which may be expected to result in a subsequent power

cost equalization adjustment.

SSSB 301 -6-
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