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after major accounts.
“ She’s working with Chugach 

customers and with some who pres­
ently arc not," Bjomstad said.
Although Chugach's plans to 

serve Boardwalk Condominium 
Homeowners Association was 
brought to light last week, 
Bjomstad said his utility did not fire 
the first shot.
"On the same day of our letter 

(Sept. 19), Municipal Light & 
Power (ML&P) filed a firm power 
contract with Golden Valley," 
Bjomstad said. Chugach has sup­
plied the Fairbanks area coopera­
tive for ihe past 10 years.
11ie city contract is for five years 

and guarantees service at 2.6 cents 
per kiloWatt hour (kWh). That's 
much lower than Matanuska Elec­
tric Association (MEA) pays, and 
bothers MEA General Manager 
Wayne Carmony. MEA pays 4.6 
cents per kWh.
Golden Valley would pay less 

for uninterrupted power service 
than Chugach's economy rate for 
customers whose service can be 
interrupted during peak loads, 
Carmony said.
“ I see it as a bid to purchase 

market share. It ’ s a predatory 
move,” Camiony said.
Bjomstad said the Golden Val­

ley contract last year was worth $6 
million, but will be lower for 1997.
"The Chugach board and man­

agement feel that competition is 
raising its head," Bjomstad said in 
justifying his utility's solicitation of 
business outside its area.
“ It’s good business to give our 

customers a choice," he said.
^  Bjomstad said ML&P offers a 

slightly lQW£f_rate for residential 
customers while Chugach’s com­

mercial rate is lower than Ihe city's.
There is a parallel between what 

has happened in the telephone in­
dustry and what is being seen in the 
electrical industry. Changes in fed­
eral regulations led to “ unbun­
dling," or separation of functions 
such as installation, repair, furnish­
ing of equipment and switching of 
calls between exchanges. That led 
to the entry of new companies into 
the long distance field and more 
recently to long distance carriers 
providing local telephone service.

"There are $ome parallels and 
some differences," Bjomstad said.
Where telephone systems rely

more on satellites to transmit calls, 
electric utilities still depend on 
wires connecting generating facili­
ties with customers’ meters.
That does not mean, Bjomstad 

said, that there will be a reoccur­
rence of a situation in the '70s 
where both Chugach and ML&P 
ran parallel lines along each side of 
alleys in newly developed areas. 
State laws now prohibit that, the 
Chugach executive said.
Instead, electrical utilities have 

created "wheeling" charges to com­
pensate the owner for moving 
power over that company’s wires 
to reach customers o f another

company.
Chugach has asked ML&P to 

state its rate for access to its lines. 
Bjomstad said he has calculated 
what that should be from the city’s 
existing published rates, but wants 
Ihe city to acknowledge the charge 
in order to begin service.
So far, the city has no plans to 

give up its customers.
Chuck Albrecht, spokesman for 

Mayor Rick Mystrom, said the 
city’s position is lhat it has a pro­
tected service area and that no one 
can cross into its territory until state 
laws are changed.
Bjomstad said his utility be-

MEA board still deadlocked
By LEE JORDAN
Alaska Star Editor

txjard of
Association Inc. (MEA) remains deadlocked, un­
able to decide how to fill the scat vacated by Ted 
Carlson. |
Carlson, then president o f the board, resigned 

in a fit o f pique during a May 5 special meeting at 
which new officers were to have been chosen. 
Carlson told the board he had been slighted by col­
leagues and their spouses at the recent MEA an­
nual meeting. Also a member of the Anchorage 
Assembly, he later issued a statement saying his 
reason for walking out of the board meeting was to 
call attention to the split among board members.
That split remained evident at a special meeting 

Monday night. Three members attempted to seat 
R. Ole Larson, runner-up in the last two elections. 
The other three attempted to enlist the joint aid of 
the cooperative's nominating committee and its 
Member Advisory Committee in interviewing ap­
plicants and making recommendations.
“ We tried to bring them into a compromise, but 

they are adamant,”  said Vice President Barbara J,

“ Tamie" Miller, who assumed the chair after 
Carlson's departure. “Nothing happened. There was 
nodecision. Committeeassignments will remain as 
they are.”
Directors Frank Mielke, Rod Cottle and Doug /  

Mills want to install Larson, a Valley resident who 
is on assistant superintendent at Hlland Mountain V 
Correction Center in Eagle River. He served previ- 
ously as a director but did not seek re-election. He^ 
is supported by the International Brotherhood of 
Electrical Workers (IBEW), the union which rep- ,■ 
resents most of the utility’s workers.' V,
Miller, Bill Folsom and Jim Hcrraon want tose- ’1: 

lect someone from among a list of applicants that 
now numbers between nine and 12,"well qualified •• 
people." Miller earlier said Larson "was twice re-"i 
Jected by members" during the two most recent elec­
tions, citing that as her reason for wanting a wider 
field o f candidates.
The Miller faction has been successful in open­

ing bidding for utility construction contracts to both 
union and non-union contractors.
The other faction maintains that anti-union stands 

create worker dissatisfaction and work to the dis­
advantage of the association.

. licves the Alaska Public UtJUjty ' ^  
7‘Commission (APUC) can a t t t t the ;• 
rules without changes to state taws.
There arc two measures before ... 

the Legislature, both filed during 
the past session.
One, backed by the state elec­

tric cooperative association, re­
quires APUC to find “ clear and 
convincing evidence" of need be­
fore it authorizes competitive 
moves.
The other, backed by Chugach, 

allows competition between utili­
ties which provide 500 million or 
more kWh in a year. That limits 
competition to the two utilities in 
the Anchorage Bowl, Bjomstad 
said. MEA would not be affected. 
because it is "below the 500 kWh 
bar."
Carmony worried about 

“ stranded investment" resulting 
from a competitor taking some of 
its top customers. Serving those 
who arc left, especially those in ru­
ral areas, would place a burden on 
members.
“ We’re not going after MEA," 

Bjomstad said. MEA might, lie > 
said, expect competition from 
ML&P, however.
Asked if he thought it is risky 

for Chugach to be signing up cus­
tomers inside the city utility’s ter­
ritory before the boundary Issue is 
settled, he said, "Some people 
might think so."

He considers it worth it i f his 
utility can save money for consum­
ers. even if it opens the door for 
ML&P to solicit business in 
Chugach territory.

“Our access ratejs higher (than 
ML&P’s)," Bjomstad said.

P F D : (Continued from Page 1) V O L U N T E E R : (Continued from Pago 1)
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Alaska Power Systems president Frank Tucker, telligent electronic device" that is used in the 
left, stands in a power plant module his compa- system. At right is chief design engineer Bill 
ny can install in Bush Alaska and monitor from a Thomson with a laptop computer equipped with 
control room in Anchorage. He is holding an "in- special software. js L l

C u t t i n g  t h e  c o s t  o f  p o w e r
A l a s k a  P o w e r ’s  s o p h i s t i c a t e d  r u r a l  s y s t e m  w o r r i e s  o t h e r  u t i l i t i e s

By HELEN JUNG
Daily News reporter

W ith  the c lick  o f a com pu te r mouse in  h is South 
Ancho rage  o ffice , Scott Thompson can f l ic k  on the 
lig h ts  fo r  Nelson Lagoon, some 550 m iles  away.

He also can tu rn  o f f  one genera to r, check the  ex­
haust tem pera tu re , m on ito r how much fu e l is being 
used and even oversee an o il change, a ll w ithou t 
lea v ing  h is desk.

The  system , said Thompson, c h ie f e xecu tive  o f 
Anchorage-based A laska Power Systems, is an in­
nova tive  way to p rov ide  e le c tr ic ity  to  A la ska ’s r u r­
al com m un ities  cheaply and e ff ic ie n t ly .

O ve r the last two years, the  Anchorage com pany 
has set up power systems fo r  a doze.', ru ra l A laska 
com m un ities , as w e ll as one in  H aw a ii. T ha t expan­
sion, the potentia l fo r  more, and A laska  Pow e r’s se­
c re cy  about its technology has made u til it ie s  from  
a round  the state nervous about a com pe tito r tak ing

Please see Page F-3, POWER

Visitors tour a power module during tne Alaska 
Power Systems open house Tuesday morning in 
South Anchorage.

O t .  —. -w / - .T  T*



POWER: Company’s sophisticated rural system worries other utilities
j Continued from Page F-1 j
away th e ir business o r key 
customers.

A t the  u rg in g  o f a s ta te  
agency tha t has he lped fund  
A laska Power, the  com pany 
on Tuesday b r ie fe d  u t i l i t ie s  
fro m  a round the s ta te  on its  
te chno logy  and its  po ten­
tia l.

Over its  16 years, A laska 
Power has developed a sys­
tem  tha t combines a set o f 
pow e r gene ra to rs  w ith  its  
evo lv ing  technology tha t con­
tro ls  the amount o f power 
and how it  is de live red  to a 
com m unity. The b ra ins o f the 
everyday opera tion are in the 
" in te llig e n t e le c tro n ic  de­
v ice ”  insta lled w ith  the on­
site generators and connect­

ed by phone line  to engineers 
in Anchorage, who change, 
m a in ta in  and sometimes f ix  
the system  w ithou t leav ing 
th e ir desks. A  less-sophisti­
cated vers ion o f such a de­
v ice  runs c ru ise  con tro l in 
cars.

In  m any ru ra l com m un i­
ties, the e le c tr ic  costs can h it 
SO cents pe r k ilow a tt hour, 
com pared w ith  9 to 11 cents 
in Anchorage, said Bob Lohr, 
head o f the A laska Pub lic  
U tilit ie s  Comm ission. F in d­
ing solutions to the h igh cost 
o f e le c tr ic ity  m ay become 
even more c r it ic a l i f  state 
subsidies exp ire .

U nre liab le  and expensive 
e le c tr ic ity  also h inders eco­
nom ic development, said J e ff 
Sm ith, w ith  N A N A  Deve lop­

ment Corp., a N a tive  compa­
ny.

A laska P ow e r’s system  
helps cu t costs by au tom a ti­
ca lly  f ir in g  up a sm a lle r gen­
e ra to r to run du ring  low-de- 
mand hours o r tapp ing a la rg­
e r one fo r  peak usage, said 
F rank Tucke r, A laska Power 
president. That's more e f f i­
cient than re ly ing  on one big 
genera to r to p rov ide  the elec­
tr ic ity ,  no m a tte r what the 
demand.

The system  has cut costs 
40 percen t fo r Chenega Bay, 
said Carol Ann Roberts, a res­
ident who m ainta ins the sys­
tem  fo r  A laska Power. The 
steady stream  o f pow er is 
a lso fa r  m ore  conven ien t 
than the v illa ge ’s p rev ious in- 
house system.

"M y app liances a ren 't 
bu rn ing  up because o f power 
fluc tua tions." she said.

The A laska Science and 
Techno logy Founda tion  in ­
vested $81,000 in 1994 to help 
the com pany develop the sys­
tem ’s e lec tron ic  device and 
may cons ide r fund ing  p ro ­
duction o f a more advanced 
version unde r development, 
said James Kenw orthy , exec­
u tive  d irec to r.

A laska 's  u t i l i t ie s  have 
been fru s tra te d  in the past by 
secrecy from  Alaska Power 
o ve r its system , said ISric 
Yould, execu tive  d ire c to r o f 
the A laska Rura l Fleet l ie  Co­
opera tive  Association. They 
need to assess such data as 
how to in teg ra te  the system  
w ith  th e ir  ne tw o rks , how

much it costs lo  set up, and 
how they operate in A rc tic  
c lim ates, he said.

They also are w o rrie d  lha t 
A laska  Power m ay steal 
away a ru ra l com m un ity 's  
biggest custom er — such as 
a school — and leave the rest 
o f the ra tepayers w ith  even 
b igge r e le c tr ic ity  b ills , Yould 
said.

A laska Power said that as 
deregula tion occurs, the u t i l i­
ties w ill need to focus not on 
A laska Power but on the 
whole spectrum  o f com pe ti­
tion. They  aoded tha t the 
company is w illin g  to work 
w ith  u tilit ie s  and fo i iu  pa,I 
nersh ips as they have w ilh  
N A N A  Deve lopm en t in 
b ring ing  lower-cost e le c tr ic i­
ty  to Deadhorse.

i



Power play  
in works
U t i l i t i e s  g o  a f t e r  
o t h e r 9s  b i g  c u s t o m e r s
By LEE JORDAN
Alaska Star Editor

Competition between the two largest elec­
trical power suppliers in the Anchorage area 
is heating up. One is expanding its effort to 
take the other’s bigger customers while the 
latter has grabbed one of the former’s whole­
sale customers.
Whether they can make these raids stand 

up will likely be decided after expected chal­
lenges before utility regulators.
Close on the heels of a move by Chugach 

Electric Association to serve a condominium 
complex in the heart of the city comes a re­
quest from Columbia Alaska Regional Hos­
pital asking Chugach to supply its electrical 
service,
“It appears (the hospital) can lower its 

operating costs by $68,657 annually,” wrote 
Ernie Meier, president and chief executive 
officer for the DeBarr Road hospital.
That’s the message Chugach is taking to 

commercial customers within the city-owned 
—utility’s service area.

Eugene Bjomstad, Chugach general man­
ager, confirmed that his utility is making an 
aggressive move to pick up customers. His 
utility’s administrative section has been re­
organized. with former Anchorage Chamber 
of Commerce Executive Director Carol 
Heyman hired as a marketing agent going

(See COMPETITION, Page 2)



Y o u r

P o w e r  p l a y  W i l l  e l e c t r i c i t y  d e r e g u l a t i o n  j o l t  c o n s u m e r s ?

D
eregulation, which lias swept through 
industry after industry since the 
late 1970s, is now rolling over that 
last and largest bastion of monopoly power, 
the electric utilities. It will likely be sev­

eral years before most consumers will be 
asked to decide which electric company 
will supply power to their borne. Still, 
ever)’ consumer lias a stake in the out­
come of this last-moving process.
Since last summer, seven states have 

agreed to new rules or are nearing passage 
of laws that will throw open their electrical- 
cnergy markets to competition (see table 
below). In Washington, Congress is con­
sidering bills that would mandate electric- 
utility deregulation throughout the U.S. 
as early as the year 2000.
Backers o f deregulation make alluring 

promises about the benefits to consumers,

including lower electricity bills and new 
products such as “smart homes” that would 
use computers to regulate energy con­
sumption more efficiently. But deregulation 
skeptics, including Consumers Union, 
vvarn that the benefits o f cheaper power 
could How primarily to lartre commercial 
users who have the clout to negotiate fa­
vorable terms. The environment could 
suffer as die utilities, succumbing to com­
petitive pressures, rely on older, lower- 
cost generating plants that burn heavily 
polluting fossil fuels. And low-income con­
sumers and rural communities could be 
left in the dark as unregulated companies 
dodge the higher costs of serving diem.

Power to the people?
Whether ordinary homeowners and 

renters will ever see a watt's worth of ad­

vantage from deregulation is far from clear. 
Here are the three key issues to watch as 
deregulation moves forward:
Who will pay for die utilities’ bad in­

vestments? Regulated power companies 
have sunk billions o f dollars into un­
economical nuclear plants and committed 
themselves to long-term contracts to 
purchase power from high-cost suppliers. 
Thrust into a deregulated marketplace, 
the utilities would remain committed 
to pay for these "stranded investments,” 
hobbling their ability to offer rates com­
petitive with their new rivals.
Moody’s Investor Service, the bond- 

rating firm based in New York, has calcu­
lated that stranded investments could total 
Si 135-billion nationwide, but some esti­
mates run as high as S500-billion, or 
more than twice what the savings-and-

The pace ol deregulation has been fastest in states where electricity is scheduled to begin over the coming year. All ratepayers will pick up 
rates are the highest, but it remains to be seen how much relief the deregulated utilities' stranded investments, but large industrial and 
ratepayers will actually get in most of Ihe states where competition commercial power users can expect to reap the bulk ot the savings.
State Stranried-investment Issues Effect on rales When competition beqlns
Arizona
(Rules issued 
Dec. 1996.)

A committee representing the state, utilities, 
and consumers will determine what 
proportion of costs may be recovered.

No specific rate-reduclion or saving 
goals trom deregulation are mandated.

Competition for 20% ol customers by 
1999,50% by 2001. and all by 2003.

California
(Bill signed 
Sept. 1996.)

Ratepayers face a surcharge on their 
electric bills through 2003 covering 
up to S28-billion. no matter where they 
buy power.

Rates to be frozen at current levels through 
1997. Mandates 10% cut for residential and 
small-business users by Jan. 1,1998. Sets 
goal of extra 10% cut by 2002, paid for with 
$10-billion in taxpayer-backed bonds.

For some large residenlial and 
commercial customers, by Jan. 1,1998; 
for all customers, not later than 2002.

Massachusetts
(Rules issued 
Dec. 1996.)

Utilities would recoup almost all 
stranded costs, through a surcharge 
on all ratepayers lor up to 10 years.

Mandates a 10% reduction for 
all ratepayers by Jan. 1.1998

Jan. 1,1998 for all customers.

New Hampshire
(Bill signed 
May 1996.)

Major utility required lo absorb 40% 
of stranded costs, totalling SI -billion; 
utility has filed suit to overturn ruling.

All ratepayers will see an estimated 
19% cut in their electric bills by 1998.

Experimental competition, ongoing in 
some towns since May 1996, will reach 
all consumers by June 1998.

New York
(Stale pact with 
largest utility, 
March 1997.)

Statewide, about SI 7-billion in stranded 
costs. Ratepayers would pay 90% to 95% 
through multi-year surcharge.

Over live years, residential customers of 
Con Edison get a 3.3% cut: large businesses, 
a 10% cut; manufacturers, 25%.

Phase-in from 1998 lo 2002; competition 
will come first to larger users ol power.

Pennsylvania
(Bill signed 
Dec 1996.)

Public-utilities commissi 1 will decide 
recovery of an estimated .2-billion on 
a case-by-case basis

All ratepayers will save an estimated 10%, 
although legislation does not mandate 
lower rates.

One-third ol all customers by 1999, 
two-thirds by 2000, and all by 2001.

Rhode Island
(Bill signed 
Aug. 1996.)

Full recovery ol 5900-million through 
a surcharge to all ratepayers over a 
12-year period.

Expectation of 15% saving for all customers, 
though legislation does not mandate.

For large industrial and commercial 
users, by July 1,1997; lor all 
customers, by July 1,1998.
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5  T i p s  F o r  B u y i n g  T h a t  N e w  C a r
F/w/j Consum er Reports New Car Price Service

L e arn  t h e  
Invo ice"  C ost

(F ind  out wliat the dealer 
paid fo r  the car!)

Here’s the real key to your deal: 
you must find out what the dealer 
paid for the car so you can negotiate 
the price you’ll pay for it. You have 
lo find out this information for 
yourself and you have to be sure it’s 
up-to-date and correct!
The best way to do this is to make a 
quick call to the Consumer Reports 
New Car Price Service. You’ll be 
glad you did New-car buyers who 
use the service save an average of 
$1,300 on their purchase. For a fee 
of just $12, you receive a report by 
fax or mail that includes:
- The “invoice” price (a guide to 
what the dealer paid for the car);
- The “sticker” price (what the 
dealer wants you to pay);
- Invoice and sticker prices for all 
options and packages;
- Current rebates, factory- 
to-dealer incentives, 
and holdbacks;
- Plus solid advice on using the 
information in the report to your 
best advantage when you negotiate 
the purchase of your new car.

B G et R e a d y  to  
B a rg a in

Your homework’s done. It’s all in 
your report in plain English with an 
easy-’.o-follow worksheet. The 
invoice and sticker price 
comparisons give you a clear 
understanding of your negotiating 
room. You’re ready.

■M

C an  b u y in g  a  new  car  V  
less o f  a n  ordea l f o r  yo u ?

W e th in k  so . I f  y o u  a r m  
y o u r s e l f  w ith  k n o w le d g e  
a n d  a n  o r g a n iz e d  p la n ,  

y o u ' l l  g e t  t h e  c a r  y o u  w a n t,  
e q u ip p e d  to  y o u r  l ik in g ,  

a t  a  f a i r  p r ic e .

O n c e  y o u  d e c id e  o n  th e  s iz e  
a n d  ty p e  o f  c a r  th a t  s u i ts  
y o u r  n e e d s , f o l l o w  th e se  

5  s im p le  s tep s .

□ Play  t h e  G am e
The advice you receive with 

your report takes you through the 
hard part, negotiating a fair price. It 
takes you step-by-step through the 
rest of the negotiating game with 
professional new-car-buying advice 
such as... Be wary. The dealership’s 
“business manager" may try to sell 
you undercoating, rustproofing, 
fabric protection, extended warranty, 
windshield etching, etc. They're 
generally worthless or overpriced.

m
S ta r t  B a rg a in in g
Ask the salesperson for the 

dealership’s lowest markup over 
their cost. And always bargain with 
the invoice price, never down from 
the sticker price. If the car you want 
is in tight supply, you may have to 
pay the full sticker price. Otherwise, 
$300 to $300 over the invoice price 
is reasonable.

N O W

1 - 8 0 0 - 9 3 3 - 5 5 5 5

ft
fit

You H a v e  a  
T rad e - in . . .

Don’t even mention it until you’ve 
agreed on a price for your new car. 
But when it’s time to talk trade-in, 
you should know what your trade-in 
is worth whether you sell it privately 
or to a dealership. You can get that 
infonnation from us, too. It’s a verbal 
quote, with prices updated daily, 
and it costs just an additional $10. 
Detailed price information from 
Consumer Reports New Car Price 
Service, an organized plan and advice 
on playing the game. That’s how to 
buy a new car. Your best source for 
all lhat help is as near as your 
phone. Just call the number below 
or call 800-967-5122.
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loan bailout of the 1980s cost taxpayers. 
The utilities, arguing that state regulators 
approved these investments, maintain 
that ratepayers should he asked to absorb 
all o f the associated costs through sur­
charges added to their electric hi'll.̂ . Con­
sumer groups counter that the utilities 
and their shareholders should hear their 
fair share o f these costs. At the very least, 
they add, power companies should he re­
quired to demonstrate convincingly that 
deregulation has rendered an investment 
uneconomic before ratepayers are stuck 
with the bill, Since that kind o f proof 
probably won’t be available until well 
after deregulation has been phased in, 
they conclude, regulators should go slow.
So far, the regulators have largely 

granted the monopoly power providers 
die relief they’ve sought. They claim that 
to do otherwise would risk bankrupting 
the utilities or tying up deregulation in 
costly lawsuits for years. Only New 
Hampshire’s public-utility commission 
refused to fully reimburse utilities, declar­
ing that ratepayers would pay no more 
than 60 percent o f stranded costs. Else­
where, deregulation plans will compen­
sate the former monopolists for virtually 
all o f their uneconomic investments 
through levies on ratepayers.
W ill ordinary consumers benefit from 

lower prices? The Department of Energy's 
Federal Energy Regulatory' Commission 
estimates diat, when hilly implemented in 
a decade or so, competition in the electric 
industry could save utility customers up 
to S5.4-billion a year. Hut how much of 
this rate relief will benefit residential con­
sumers is anyone’s guess. In New York, 
for example, a deal negotiated between 
die Public Servi Commission and Con­
solidated Ediso- .lie state’s biggest elec­
tric utility, would chop the electric hills of 
la rue industrial users by 25 percent within 
five years. Residential users can expect to 
see their hills shaved a mere 3.3 percent.
Regulators in other states anticipate-- 

or even mandate— that deeper rate cuts 
will accompany competition. Hut it’s un­
certain whether deregulation will deserve 
much credit for those lower prices. Elec­
tricity rates have alrea Jy been declining in 
recent years, largely in response to lower 
costs of fuel used to fire power plants and 
to an overcapacity in power generation.
W ill reliable service be available to 

all consumers? One principle has been 
safeguarded throughc ut decades of regu­
lated electrical power: Universal service 
must be available to all consumers at 
equitable rates regardless o f where they

reside. Hut hill competition may not obli­
gate utilities to maintain that commit­
ment. Even affluent communities could 
see power outages as rival electric compa­
nies scrimp OI1 in v e s M n f iq i ; n e e d e d  rn  

upgrade their networks for the sake of 
generating higher short-term profits (op 
their.shareholders.,

Recommendations
Under the deregulation plans approved 

to date, consumers can anticipate the kind 
o f service offers they've become familiar 
with under long-distance phone deregu­
lation— contusing pricing schemes and 
fugli-pressurc sales tactics. Here are some 
steps that could improve the average con­
sumer’s chances of fair treatment:
Universal service must be preserved. 

Unreliable electric-power service that 
many consumers might receive under 
deregulation can become a dangerous 
puhlie-hcalth and safety risk. As an explicit 
corollary to a shift to competition, gov­
ernment or the competing utilities must 
see to it that all consumers receive reliable 
electricity at an affordable price. Electric 
utilities should continue to be required to 
grant consumers temporarily unable to 
pay their bills a grace period before their 
power is disconnected.
Residential consumers should be free 

to band together. One way to ensure that 
communities will get both universal ser­
vice and the lowest competitive price for the 
energy they buy is for consumers to form 
power-purchasing associations, through 
such mechanisms as the "competitive 
franchises” authorized by Massachusetts 
regulators last December. Under this plan, 
one or more municipalities would solicit 
bids from electricity providers and nego­
tiate standards o f service acceptahleU) 
community residents in exchange for an 
exclusive multiyear franchise.
Consumers need real competition, 

not deregulated monopolies. Residential 
customers would lie poorly served hy de­
regulation if they lost the public oversight 
that has kept energy companies from ex­
ploiting their monopoly power. Yet a wave 
o f mergers over the past year threatens to 
bring a worrisome industry concentration 
to some markets, as energy companies con­
solidate in anticipation o f deregulation. Am; 
move toward deregulation should be ac­
companied !iv vigorous enforcement of 
antitrust laws. If ordinary residential con­
sumers cannot look forward to competi­
tion bringing them better service and lower 
utility rates, it would he preferable to pull 
the plug on deregulation entirely. ©
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Separating retirement funds
1 have been considering transferring 
the Individual Retirement Account I 

set tip with after-tax income into a IRA 
that contains money that was rolled over 
from a tax-deferred 401(h) retirement 
plan. lint I’ve read that these funds should 
not be commingled. Why not?
MASKING RIDGE, NJ.' AI.S.

/ t Keeping the accounts separate gives 
you more flexibility,The funds in 

your "direct rollover” IRA were originally 
invested dirough an employer’s qualified 
retirement plan, and you may want to 
move diose funds into anodier employer- 
sponsored plan. If you commingle the 
funds, you lose that opportunity. Main­
taining separate accounts may also keep 
your tax records simpler. All funds in 
your rollover account are taxable upon 
withdrawal, while in your nondeductible 
IRA, only earnings will be taxed.

Pay down your mortgage
I have steadily been adding an extra 

>c S20 to my monthly mortgage pay­
ments to pay down my outstanding princi­
pal. I recently received an offer from my 
lender for a program that would structure 
my mortgage payments so that I make an 
additional payment per year, saving me 
more than SI 11,(100 over the life of the 
loan. The program costs $ I9S. Is there any 
advantage to the lender's method? 
UlSHOrtlll.l„ II.L G.H.

/ t No. You are already virtually du- 
plicating at no cost the program 

your lender is offering for a fee. You 
seem to have the discipline to maintain 
steady payments you feel you can af­
ford. But make sure the lender knows 
the additional money you send should 
be applied toward outstanding princi­
pal and not for escrow or interest. If 
your morigagc-payment coupons don’t 
include a line that tells the mortgage 
servicer how extra payments arc to lie 
applied, provide instructions with each 
one you make.

Scml jiuir iimim.il-fimini'c mitsiions, along witii 
your itililtrv, .Hill il.ryiillic tcfqilmnc nuniiirr. To. 
"Coxsi'MI it Klltiltis, Money (Jiiesiiiuis, 10J 
Truman A»e„ Yinikm, N.Y. 107(1.1-1057, l.vltm 
niiiy lie ctmili'mt'ii. Tuny const Mints |>rcvi-m u . 
from ris|uunliny miliviilu.illy.
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M e d i c a l  n e w s  H o w  t o  a s s e s s  t h e  l a t e s t  b r e a k t h r o u g h

S
t’s a common malady o f the infor­
mation age: confusion over the latest 
news about how to avoid— or treat 
— cancer, heart disease, and dozens o f 
other ills.
I f it’s Wednesday morning, you’re hear­

ing about the latest report in the Journal 
of the American Medical Association. On 
Thursday, it’s this week’s announcement 
picked up from the New England Journal 
o f Medicine. On Friday, it ’s biological 
news from Science. Then there are re­
ports based on Nature, The Lancet, and 
Cell. Every week, like clockwork, major 
scientific research journals publish new 
studies dissecting our lifestyles and our 
medical options into small pieces. You 
can count on the newspapers, radio, and 
T V  to seize on many of them as the basis 
o f news reports. On top o f that comes 
news almost every day from medical 
conferences, drug companies, or paticnt- 
support groups.
I f you pay attention, you can get really 

confused. One study says caffeine is bad 
for your heart. Another says it doesn’t 
matter. One study says alcohol can give 
you cancer. Another says wine consump­
tion seems to explain why the French can 
eat plenty o f butter and cheese but suffer 
fewer heart attacks' than Americans.
“ I t ’s very easy to lie seduced by head­

lines,” notes I larvard Medical School 
epidemiologist Julie Muring, principal 
investigator in the Women’s I lealth 
Study o f vitamin E and aspirin.
In fact, scientists very rarely have cause 

to shout “Eureka!" Instead, the process of 
gaining medical knowledge is in some 
ways like the creation o f a pointillist 
painting. I f you concentrate too much 
on individual dots, you’ll miss the big 
picture— which may take years to come 
together.
Still, some studies should matter more 

lo you than others. I lere are five ways to 
assess how much weight you shorn.' give 
a new medical report. They are the same 
sorts o f (piestions that researchers ask 
when deciding which leads to follow up.

1 . Who’s promoting the study? There 
is .1 vast commercial machinery behind 
the publication o f scientific information, 
from businesses trying to lure investors, 
to institutions hoping to gain prestige or 
win grants as a result ol publicity. “ You

M e d ic a l  r e p o r t s  o j tc n  
s e e m  e o n  t r a d i t  ‘lo ry .

have to look at the motivations n f every­
one involved in telling you that there 
is some breakthrough that is going to 
change your life,” advises Marcia Angell, 
executive editor o f the New England 
Journal o f Medicine.
A case in point: the “milk is bad for you" 

scare o f 1992. A group o f physicians—  
bolstered by famed pediatrician Benjamin 
Spock— called a news conference to de­
nounce the possible hazards of cow’s milk. 
The group’s report dwelled on studies 
showing a supposed “ link" and “ strong 
correlation" between dairy products and 
juvenile diabetes. Not everyone noticed 
that the evidence for such a link is weak; 
that ir might apply only to children who 
already arc genetically susceptible to dia­
betes; that Spock was there mostly to 
support breast-feeding o f infants; and that 
the group, associated wilh the animal- 
right:. movement, vigorously promotes 
vegetarianism.

2 . How was the study done? liven if 
the source looks reliable, were the studies 
carried out in people? in just one gender? 
lab animals? test tubes? The further away 
a study is from the real world, the less 
reason to automatically apply its results to 
your own life. Use your common sense. 
" I f it sounds farfetched, it often is," 
says endocrinologist JoAnn Ii. Manson, a 
co-investigator in the Women’s I lealth

Initiative, a study o f estrogen, calcium, 
and vitamin D.
3. What kind o f study was it? Even if 

the study was done in people, not all stud­
ies are created equal. To look at the effect 
o f a medication on a disease, the best 
design is a “prospective” interventional 
study— one like the Physicians’ Health 
Study, which followed 20,000 physicians 
for more than a decade to look for aspirin’s 
ability to prevent heart attacks and heta- 
carotene’s ability to prevent cancer. A 
good prospective study assigns people at 
random to either a treatment group or a 
no-treatment “control” group. W ithout 
such a comparison, it’s impossible to know 
if the treated group really benefited.
This is one of the problems with a spate 

o f reports this year about the “promise” 
o f radiation therapy for the blinding dis­
ease called macular degeneration. Most of 
the research reported by the press has no 
control group.
Less reliable than prospective studies 

are retrospective studies, in which re­
searchers look hack at what happened to 
subjects in the past. This approach is 
often used as the first step in a hunt for 
the causes o f cancer clusters, birth de­
fects, or puzzling syndromes. I he accu­
racy o f the results relies on people’s 
records and recollections and cannot be 
proof o f cause and effect.
4. How big was the study? I low many 

people were studied and for how long? In 
general, the bigger the study, the better. 
Unfortunately, small projects with in­
triguing results can make headlines that 
are just as big as those given to larger, 
more comprehensive studies. That was 
illustrated by a pair o f dueling studies of 
hormone-replacement therapy published 
in 1995.
( )ne study, published in the New England 

Journal o f Medicine, looked at more than
1 2 0 ,0 0 0  women in the two-decades-long 
Nurses Health Study. It care'ully laid 
out which women were more susceptible 
to an increase in breast-eancer risk when 
taking hormone-replacement therapy. « 
The next month, the Journal o f the □ 
American Medical Association published 
a retrospective study o f 1029 women in |  
Washington state, which concluded that g 
taking hormones didn’t raise breast- |  
cancer risk. :i
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STRUCTURING THE ELECTRIC INDUSTRY
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electric power generators.
The effect of the law was strength­

ened by two other measures also passed 
in 1978. In the name of energy indepen­
dence, the Power Plant and Industrial 
Fuel Use Act forbade the use of oil or 
natural gas in new power planes. And 
the Energy Tax Act provided a 10 per­
cent credit to generators using geother­
mal, wind, solar or other renewable en­
ergy sources.
Combined with the economic pres­

sures utilities faced in constructing new 
power plants, the laws helped stimulate 
the growth of a new electric power sec­
tor: independent generators. While the 
non-utility generators provide only about 
7 percent of total U.S. output, they have 
been the industry's fastest growing sec­
tor. In 1994, they accounted for 60 per­
cent of new capacity. IU

* Includes geothermal, wood, w in d  a n d  solar energy. 

Source: Energy Inform ation Adm in istra tion

Oiniiniu’/i/n>w j> j-t

modifications to nuclear plants. Costs 
of building and operating nuclear 
plants rose sharply, especially after the 
mishap at the Three Mile Island plant 
in Pennsylvania in 1979, which height­
ened regulatory oversight even fur­
ther. '' The industry continued to de­
fend nuclear power, but it also began 
to back away. More than 100 nuclear 
plant projects were canceled between 
1972 and 1984, and no new plants were 
started after 1978.
Tiie economic pressures revealed that 

the industry was by no means as well- 
managed or as well-regulated as had 
laeen thought. "Some utilities did a veiy 
gixxl job of coping with those factors 
while others didn't," Anderson says. 
"Their prices went up and went up dra­
matically. And the common knowledge 
was lhat it didn't matter liecause the 
customers had nowhere to go."

Conservation Moves
President Jimmy Carter came lo the 

White House in 1977 determined to

“solve" the energy crisis by reducing the 
country's dependence on foreign oil, 
promoting energy conservation and effi­
ciency, and encouraging the develop­
ment of new energy sources —  includ­
ing the so-called renewable resources: 
solar, wind and geothermal. Congress 
rejected many parts of Caner s legisla­
tive program and weakened many oth­
ers. But three of the measures it approved 
helped lay the groundwork for opening 
up the electric power industry.
The most important of the new laws 

was the Public Utilities Regulatory Poli­
cies Act of 1978 (PURPA). The law re­
quires utilities to buy power produced 
by small projects using renewable 
sources of power and by co-genera­
tors, industrial plants that use steam to 
produce electricity. T he law also props 
up the price paid to these so-called 
qualifying facilities' by requiring utili­
ties to pay what it would cost them to 
generate the same amount of power at 
their own plants. In effect, the law 
forced the major utilities to create a 
favorable market for a new class ol

opening Up the System

The drive for competition in the elec­
tric power industry began gathering 
steam in the 1980s. fueled by politics 
and by economics. But opposition from 

utility companies thwarted federal regu­
lators’ first attempt to permit competi­
tion in the wholesale market. W ith grow­
ing political support, however. Congress 
in 1992 set the stage for mandating 
wholesale competition. And the states 
were also moving on the issue, with 
several states adopting plans to permit 
retail competition and many others se­
riously considering it.
The movement toward deregulation 

and competition gained visibility and 
influence under President Ronald 
Reagan, who appointed Iree-market 
advocates to posts in his administra­
tion and at regulatory agencies, includ­
ing the Federal Energy Regulatory 
Commission. Equally important for the 
electric industry, utility companies 
themselves encouraged the birth of a 
competitive power production sector. 
The big utilities faced rising construe*
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tion costs for new plants, and state 
regulators were reviewing those costs 
more carefully, and in some instances 
disallowing them. As a result, utility 
companies turned increasingly to non­
utility generators, buying power to sell 
to their retail customers rather than 
producing it themselves.
In 1988, the FERC proposed a rule 

to allow utilities lo sell power on a 
wholesale basis outside their service 
areas. The rule was strongly pi shed 
by Martha Hesse, a free-market advo­
cate named by Reagan to head the 
commission in 1986. “Electric genera­
tion may no longer be a monopoly in 
all markets," Hesse told a congres­
sional committee in September 1987. 11 
But the rule, formally issued in 1988, 
was shelved after utility companies and 
many other groups filed what Eicon's 
Anderson recalls today as "roomfuls of 
comments" in opposition.

Four years later, however, the po­
litical climate in Congress was more 
favorable toward competition. Envi­
ronmentalists as well as the public 
power and rural electric co-op lobbies 
shifted to favor competition in the 
wholesale market, leaving the utility 
companies almost alone in their resis­
tance. So Congress included in the 
omnibus Energy Policy Act of 1992 two 
provisions to foster competition in the 
electric industry. One provision lifted 
restrictions contained in the 1935 hold- 
ing-company law in order to allow 
new, independent electricity-generat­
ing companies, called "exempt whole­
sale generate s," to sell power to utili­
ties. In addition, the law directed the 
FERC to adopt a regulation requiring 
utilities to open their electrical trans­
mission lines to all sellers of electricity.
The commission adopted the rule 

(Order 888) on April 24, 1996, after 
three years of sorting out an array of 
technical and substantive issues. Inde­
pendent power generators were satis­
fied with the provisions to ensure ac­
cess to transmission lines on a non- 
discriminatory basis. But utilities won 
an important victory on the slranded-

cost issue. The order provides that utili­
ties can recover any “prudently in­
curred" costs on power plants if their 
customers move to other suppliers.
As for consumers, the commission's 

chair, Elizabeth A. Moler, said the move 
to permit competition in the wholesale 
power market could mean “billions of 
dollars" in savings every year. IJ The 
commission went out of its way to 
stress, however, that its order left the 
question of permitting retail competi­
tion up to the states.

Movement in  the States
By the time of the federal action, 

most states were already at least look­
ing at the issue. And a few states —  
all with higher than average electric 
rates —  were moving decisively to­
ward opening up their electric power 
markets to direct competition for cus­
tomers.

In New Hampshire, the move toward 
competition came against a background 
of simmering discontent wilh high rates 
and a protracted battle over the Seabr’ok 
nuclear power plant, owned by the 
state's dominant utility, Public Service Co. 
of New Hampshire (PSNH). " The state 
legislature and the Public Utility Com­
mission (PUC) both began moving to 
permit retail competition in 1995. With 
bipartisan support, the legislature 
adopted a law in June 1995 directing the 
PUC to set up a retail competition ex­
periment by May 1996. Meanwhile, the 
PUC was fighting a court battle with 
PSNH, which claimed the commission 
had no authority to permit new power 
suppliers to enter the market.
The state Supreme Court rejected the 

utility's plea in a niling on May 13. In 
the meantime, the legislature had gone 
further and passed a law mandating 
retail competition statewide, lieginning 
Jan. 1, 1998. The state's Republican 
governor, Stephen Merrill, signed the 
bill into law on May 21. A week later, 
after obtaining approval from the FERC, 
the state PUC initialed its retail compe­
tition pilot program, inviting 17,000 of 
the stale's electric customers to partici­

pate in the country's first broad-scale 
experiment in a competitive electric 
power marketplace. B

7KJI
g ro w in g  Competition

When the Maryland Public Service 
Commission first looked at the idea 
of retail competition for electricity, it 
decided to pass up the opportunity. Elec­

tric power rates were so low in the state, 
the five-member commission said in its 
August 1995 report, that there was “no 
need for dramatic fixes at this time."

But the commission is now plan­
ning to take a second look, ln a six- 
page order issued Oct. 9, 1996. the 
'-Mmm'ssion directed its staff to "study 
and make recommendations as to how 
Maryland electric customers can best 
benefit from developing competitive 
markets for electric services."

"Things are moving very quickly," 
Commissioner Gerald Thorpe ex­
plains. "There’s a very strong current, 
almost of inevitability, for deregula­
tion of the electric industry."
Maryland now joins the vast majority 

of states to have some kind of active 
proceeding or study relating to opening 
up electric power markets to competi­
tion. But supporters oi competition who 
depict the trend as inevitable are, al best, 
premature. Most states that have exam­
ined the issue so far have either rejected 
moves toward competition, adopted 
half-steps or put the issue on hold while 
waiting to see what happens in other 
slates. (See chan, pp. 36-3 7)
Seven stales, however, have acted 

within the past year to permit retail com­
petition for electric power on a state­
wide basis. Besides New Hampshire, 
four others are in the Northeast. Rhode
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C it iz e n s  F o r  S t a t e  P o w e r

M EM O R AN D U M

To: ALEC Members

From: Craig Shirley, Citizens for State Power

Date: July 30, 1997

RE: CSP Poll

Today, electric utility restructuring is being debated all across the nation in the state capitols and 
m Washington, DC. Currently, numerous states have deregulated their electric utility industries 
and introduced competition and consumer choice. Dozens of other states are actively considering 
'ssiructuring scenarios of their own. Yet. despite all this state-led experimentation, some 
in Congress still seem to think that "Washington Knows Best" and that the federal government 
can best micromanage reform.

The American Legislative Exchange Council (ALEC) board has proposed issuing a report on 
behalf of the Council that, unbelievably, supports this "Washington Knows Best" approach and 
a preemption of long-standing state reaulatory prerogatives. The ALEC board is seriouslv 
considering adopting an ALEC Task Force report that advocates the federal government issuing a 
one-size-fits-all directive to the states regarding electricity deregulation.

Citizens for State Power recently conducted a poll of ALEC members on the issue of electric utility 
deregulation and restructuring. Below are some of the highlights.

84% of ALEC members believe that the 50 states, not the federal government, know best 
how to deregulate their respective electric utility industries.

79% of ALEC members said that the federal government should "refrain" from setting 
mandates about electricity deregulation and let the states lead the way.

• 80% of ALEC mer. ibers said that the ALEC board had not asked their opinion on the
controversial issue of electric utility deregulation and 87% of ALEC members did not know 
that ALEC was planning to issue their task force report.

Such findings -  that state legislators do not favor a federal mandate on this issue -- should not 
surprise anyone. Given these results, it seems that the ALEC Task Force report conclusions, in 
support of federal mandates, do not reflect the opinions of the membership at large. Enclosed are 
the poll results for your review.

As an ALEC member, you understand very well that the organization's reputation as a fair and 
impartial body is critical to its success. I hope that you will see to it that the ALEC board hears 
your thoughts on this important issue.

122 South Patrick Street, Alexandria, VA 22314 
703/739-5920 (PHONE) 703/739-5924 (FAX)

CS A @TOWNHALL.COM



C itiz e n s  f o r  S ta te  P o w e r

FOR IMMEDIATE RELEASE: Contact: Rob Geist
July 30, 1997 Craig Shirley & Associates

(703) 739-5920

A L E C  Rank &  File Oppose Mandates in Electricity Deregulation
C S P  P o ll S h o w s  A L E C  S ig n ifica n tly  O ut o f  S te p  w ith  I ts  M e m b ers  -

Alexandria. VA -  July 30 -  A recent poll o f  state legislators who are members o f  the American Legislative 
Exchange Council (ALEC) showed that an overwhelming majority o f  those members favor states taking the 
lead in electric restructuring, directly contradicting the conclusions o f  an ALEC Task Force Report that support 
federal mandates.

uIt should not surprise anyone that m em bers o f a state iegislators-oriented  organization like ALEC  
would favor states taking the lead on restructuring instead o f  approving an overreaching federal 
m andate,” said Craig Shirley, C onsulting Director of Citizens for State Power.

“W hen given an opportunity to com m ent, state legislators widely support state-led restructuring efforts 
and strongly oppose federal m andates. Any consideration o f the A L E C  T ask Force report should take 
into account that 80% o f this p o ll’s respondents do not agree with the report.”

The poll was conducted by John McLaughlin & Associates for Citizens for State Power during the early 
summer o f 1997 The accuracy o f  this poll at the 95% confidence level is ± 6.4%. Some o f McLaughlin's 
other clients include Steve Forbes’ 1996 presidential campaign, former Virginia AG Jim Gilraore's 1997 
gubernatorial campaign, over 25 current US Senators & Representatives and companies like Pfizer 
Pharmaceuticals Si Burson-Marsteller.

Some findings of the poll;
s  84% o f respondents believe that the 50 states, not the federal government, know the best wav to deregulate

the electric utility industry -  while only 10% believe that the federal government knows best how to do it.

S  Almost 80% o f respondents said that the federal government should “refrain” from setting mandates about
electric deregulation and let states lead the way.

S  Almost 7 out of 10 (68.4% ) disapprove o f  Congress mandating that states deregulate utility markets within
their borders by a “date-certain” or be subject to federal regulations.

^ Only 5% believe that individual states cannot be trusted to deregulate their utility industries.

5  Also, 80% of ALEC M em bers said that the ALEC Board had not asked their opinion on the controversial 
issue o f elecm c power utility deregulation.

^  87% o f respondents did not even know that the ALEC  was planning to issue their task force repor t.

Citizens for Stale Power, based in Alexandria, VA, is a conservative organization that will defend the rights and 
role o f the states in the Congressional debate on restructuring America's electricity industry. For more 
information about Citizens for State Power or to receive a poli summary, please call Rob Geist o f  Craig Shirley
6  Associates, Inc. at (703) 739-5920.
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McLaughlin 
& A ssociates

TO: CITIZENS FOR STATE POWER

FROM: JOHN MCLAUGHLIN & ASSOCIATES, INC.

RE: EXECUTIVE SUMMARY
SURVEY OF STATE LEGISLATORS

DATE: JULY 28, 1997

I Overall Summary

The vast majority of A.L.E.C. members, regardless of party, age, intensity of conservative 
ideology, or other demographic traits are strongly against the Federal Government 
mandating or controlling the deregulation of the electric utility industry. The majority of 
these State Legislators feel that their individual state legislatures would better be able to 
deregulate the local electric pow e i ituiubiry. A large majority is unaware lhat tne national 
organization to which they belong is prepared to submit a Task Force R’port which goes 
against their beliefs and supports that the Federal Government control the restructuring and 
deregulation of the electric power utilities industry.

If A .L.E.C. were to submit a report supporting federal control of electric utility deregulation, 
it is very likely that the vast majority of State Legislators in A.L.E.C would oppose this 
point of view.

II Survey Summary

This survey dealt specifically with A.L.E.C. members' opinions and attitudes towards the 
deregulation of local electric power utilities and the responsibility to legislate deregulation.

The most important findings of this poll are:

• 8 in 10 A.L.E.C. members (84.2%) believe that individual states know best how to
deregulate the electric utilities industry while only 1 in 10 (10.3%) believe that the 
Federal Government could do a better job. This overwhelming majority, which prefers 
state control of electric utility deregulation, cuts across all party and demographic lines.
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• Nearly 8 in 10 A.L.E.C. members (78.7%) feel that the US Congress should refrain 
from mandating that states deregulate the local electric utility monopolies and let the 
fifty State Legislatures make that decision for themselves.

• 9 out of 10 A.L.E.C. members (90.4%) feel that the Federal Government should stay out 
of the deregulation of the electric utilities industry while only 5.5% believe that the 
individual states can not be trusted to deregulate the electric power industry fairly.

• Almost 7 in 10 A.L.E.C. members (68.4%) disapprove of the US Congress mandating
that states deregulate utility markets within their borders by a date certain or be subject 
to federal regulations: and. over 3 in 5 members (62.2%) disapprove of the US 
Congress mandating that a certain percentage of power which utility companies 
purchase must be from renewable sources.

• Better than 4 in 5 members of The American Legislative Exchange Council (84.5) claim 
that A.L.E.C. has not asked for their opinion on the issue of the deregulation of the 
electric power utilities.

• Almost 9 out of 10 A.L.E.C. members (87.0%) are unaware that A.L.E.C. is prepared to
submit a Task Force Report recommending that the Federal Government, not individual 
states, control the restructuring and deregulation of the electric power utility industry.

• Among those State Legislators who have yet to vote on electric utility deregulation.
78.0% of those who would vote for deregulation of the electric power industry as well 
as 84.9% of those who would vote against deregulation of the electric power industry 
feel that individual states, and not the federal government, know best how to accomplish 
deregulation. Overall, a majority of these State Legislators (85.5%) say that they have 
yet to vote on this issue.

• Over 6 in 10 A.L.E.C. members (62.2%) disapprove of a federal mandate establishing 
the percentage of energy that power companies must purchase from renewable energy 
sources.

Ill Methodology

This survey was administered to a representative national sample of 236 State Legislators, 
who were identified as members of the American Legislative Exchange Council 
(A.L.E.C.), between May 21 and May 24, 1997.

All interviews were conducted via telephone by professional interviewers. Interview 
selection was at random within predetermined units. These units were structured and 
weighted to statistically correlate with the national geographic distribution of the sample 
population.

T h e  a ccu racy  o f  this survey at the 9 5 %  co n fid e n ce  interval is + /-  6 .4 % .





5 0 6 . - REGARDLESS OF YOUR OPINION OF WHO SHOULD BE RESPONSIBLE FOR
DEREGULATING THE ELECTRIC POWER INDUSTRY, SHOULD ANY UTILITY BE 
EXEHPT FROM STATE, LOCAL OR FEDERAL TAXES IN A COMPETITIVE MARKET 
PLACE?

- 236 Totnl
- 19 8 .0  YES
- 186 7 8 .9  NO
- 31 13.1 OK/RFTUSEO

6 0 7 . - DO YOU APPROVE OR DISAPPROVE OF THE FOLLOWING POSSIBLE FEDERAL
MANDATE? "SETTING A DATE CERTAIN BY WHICH TIHE ALL STATES WOULD BE 
REQUIRED TO DEREGULATE UTILITY MARKETS WITHIN THEIR BORDERS OR BE 
SUBJECT TO FEDERAL RULES AND REGULATIONS ADMINISTERED BY THE . . .

- 236 T o to l
* 63 2 6 .8  APPROVE
- 161 6 8 .4  DISAPPROVE
- 11 4 .8  D.K./REFUSED

7 Q8. - 00  YOU APPROVE OR DISAPPROVE OF THE FOLLOWING POSSIBLE FEDERAL
HANDATE?
"ESTABLISHING THE PERCENTAGE OF ENERGY THAT POWER COMPANIES MUST 
PURCHASE FROM RENEWABLE ENERGY SOURCES"

- 236 T o ta l
- 50 2 1 .3  APPROVE
- 147 6 2 .2  DISAPPROVE
- 39 16.5 D.K./REFUSrD

8 09 . - DO YOU APPROVE OR DISAPPROVE OF THE FOLLOWING POSSIBLE FFDERAl
HANDATE? "REQUIRING OR PROHIBITING STATES FROM USING CERTAIN 
METHOOS TO DEAL WITH COMPENSATING UTILITY COMPANIES FROM '.TRANDED 
COSTS RESULTING FROM DEREGULATION"

- 236 T o ta l
- 85 3 5 .9  APPROVE
- 110 4 6 .6  DISAPPROVE
- 41 17 .5  D.K./REFUSED

9 0# . - DO YOU APPROVE OR DISAPPROVE OF THE FOLLOWING POSSIBLE FEDERAL
MANDATES?
(TABLE ENTRY SHOWS THE PERCENTAGE OF PEOriE SAYING APPROVE)

- 236 T o ta l
- 85 3 5 .9  STRANDED COSTS
• 63 2 6 .8  SET DATE CERTAIN

50 2 1 .3  RENEWABIF SOURCES



14 Q14. - WOULD YOU SAY YOU ARE A LIBERAL, A HPOFRAIF, OR A CONSERVATIVE 
IN YOUR POLITICAL BELIEFS?

236 T o ta l
3 1.1 LIBERAL

97 4 1 .0 MOOERATE
133 5 6 .5 CONSERVATIVE

3 1.4 DON'T KNOW/REFUSED

15 0 1 5 . • WHICH OF THE FOLLOWING BEST DESCRIBES THE AREA WHERE YOU REPRESENT
IN THE STATE LEGISLATURE - A CITY OF 100,000 OR MORE, A SUBURB OF A 
CITY OF 100 ,000 OR MORE, OR A SHALL CITY, TOWN, OR RURAL AREA7

- 236 T ota l
• 36 15 .4  CITY
- 52 22 .1  SURURB
- 145 6 1 .6  TOWN/RURAL
- 2 0 .8  DK/REFUSED

i 016 WHAT IS YOUR

- 236 T otal
- 29 12 .4  UNDER 40
- 46 19 .3  40-50

66 2 8 .2  51-60
• 36 15 .2  61-65
• 57 2 4 .4  OVER 65

1 0 .6  REFUSED

" 017 . - GENDER:

- 236 T ota l
- 174 7 3 .9  HALE
- 62 26 .1  FEHALE

0 18 . PARTY:

• 236 T ota l
- 157 6 6 .7  REPUBLICAN
• 77 3 2 .8  DEHOCRAT
- 1 0 .5  INDEPENDENT

019 . AREA:

- 236 T otal
- 39 16.5 EAST
- 68 2 8 .8  HIDWEST

87 3 6 .9  SOUIM
4? 17.8  UfST



• Nearly 8 in 10 A.L.E.C. members (78.7%) feel that the US Congress should refrain 
from mandating that states deregulate the local electric utility monopolies and let the 
fifty State Legislatures make that decision for themselves.

• 9 out of 10 A.L.E.C. members (90.4%) feel that the Federal Government should stay out 
of the deregulation of the electric utilities industry while only 5.5% believe that the 
individual states can not be trusted to deregulate the electric power industry fairly.

• Almost 7 in 10 A.L.E.C. members (68.4%) disapprove of the US Congress mandating 
that states deregulate utility markets within their borders by a date certain or be subject 
to federal regulations; and. over 3 in 5 members (62.2%) disapprove of the US 
Congress mandating that a certain percentage of power which utility companies 
purchase must be from renewable sources.

• Better than 4 in 5 members of The American Legislative Exchange Council (84.5) claim 
that A.L.E.C. has not asked for their opinion on the issue of the deregulation of the 
electric power utilities.

• Almost 9 out of 10 A.L.E.C. members (87.0%) are unaware that A.L.E.C. is prepared to 
submit a Task Force Report recommending that the Federal Government, not individual 
states, control the restructuring and deregulation of the electric power utility industry.

» Among those State Legislators who have yet to vote on electric utility deregulation.
78,0% of those who would vote for deregulation of the electric power industry as well 
as 84.9% of those who would vote against deregulation of the electric power industry 
feel that individual states, and not the federal government, know best how to accomplish 
deregulation. Overall, a majority of these State Legislators (85.5%) say that they have 
yet to vote on this issue.

• Over 6 in 10 A.L.E.C. members (62.2%) disapprove of a federal mandate establishing 
the percentage of energy that power companies must purchase from renewable energy 
sources.

Methodology

This survey was administered to a representative national sample of 236 State Legislators, 
who were identified as members of the American Legislative Exchange Council 
(A.L.E.C.), between May 21 and May 24, 1997.

All interviews were conducted via telephone by professional interviewers. Interview 
selection was at random within predetermined units. These units were structured and 
weighted to statistically corre'ate with the national geographic distribution of the sample 
population.

T h e  accuracy o f  this su rvey  at the 9 5 %  co n fid e n ce  interval is + /-  6 .4 % .



1 8 0 0 s  Scientists in 
Europe and the United States 
waster the basic principles o f  
electricity. Inventors begin 
using electricity to light streets 
and offices, pow er factories 
and run streetcars.

1882
Thomas A. Edison builds the 
Pearl Street electric power station 
in New York City.

1 8 9 8
Samuel Insull, Edison’s adminis­
trative assistant and a financial 
"pioneer" of the electric industry, 
proposes state regulation of 
power companies to eliminate 
“vicious competition."

1965
Much of New York State and 
New England lose electricity for 
up to 13 hours in the country’s 
worst power blackout.

1 9 0 0 - 1 9 6 5 roe
states establish public utility 
regulatory plans, giving elec­
tric pow er companies territo­
rial monopolies in exchange 

fo r  rate regulation.

1907
Wisconsin and New York become 
the first states to establish public 
commissions to regulate private 
power companies. All the states 
except Delaware follow by 1921.

1935
Congress passes Public Utilities 
Holding Company Act, which 
forces the breakup of interlock­
ing electric power concerns, and 
the Federal Power Act, which 
gives the Federal Power Commis­
sion authority to regulate whole­
sale electric power rates.

1954
Congress passes Atomic Energy 
Act, permitting private power 
companies to use nuclear energy

1 9 6 6 - 1 9 7 9
Energy prices rise in the wake 
o f  an international oil em­
bargo; the federal government 
pushes conservation and the 
development o f  “renewable 
resources."

1973
Electric utilities face sudden cost 
increases after a worldwide 
embargo by the Organization of 
Petroleum Exporting Countries.

1978
The Public Utilities Regulatory 
Policies Act (P(.IRpA> incudes a 
provision requiring utilities to 
buy power from producers using 
renewable energy sources.

1979
Accident at Three Mile Island 
nuclear plant in Pennsylvania 
shakes public confidence in 
nuclear power.

1 9 8 0 s  Independent 
electric pow er companies 
establish a toehold in the 
market. Free-market advocates 
push fo r  deregulation.

1988
Federal Energy Regulatory Com­
mission \FERC) proposes to 
widen competition in wholesale 
electric power sales but backs off 
alter widespread opposition.

1 9 9 0 s  The drive fo r  
competition in electric power 
expands.

1992
Energy Policy Act allows power 
producers to seek approval from 
the FERC to compete to sell large 
quantities of electricity to utilities.

April 24, 1996
The FERC issues Order 888 
requiring utilities to open trans­
mission lines to competing 
wholesale electric generators.

May 16, 1996
New York State Public Service 
Commission orders state’s utilities 
to introduce retail access to all 
customers by early 1998.

May 28, 1996
New Hampshire launches two-year 
program to allow competition in 
residential and business markets 
for electricity. One week earlier, 
Gov. Stephen Merrill signs legisla­
tion mandating retail competition 
statewide by Jan. 1, 1998 —  prior 
to completion of pilot program.

July 11, 1996
Rep. Dan Schaefer, R-Colo., 
introduces bill tc require states to 
permit retail competition by Dec. 
15, 2000. No action is taken, but 
similar bill is planned for new 
Congress.

Sept. 23, 1996
Gov, Pete Wilson, R-Calif., signs 
measure to per. * retail competi­
tion for electrici beginning Jan.
1, 1998. Rhode island adopts 
similar measure Aug. 7; Pennsyl­
vania follows Dec. 3.

December 1996
Regulators in Arizona and Massa­
chusetts adopt rules to phase in 
retail competition.
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Should Congress require the states to perm it com petition in provid­
ing electric pow er to aU custom ers, including residential users?

tern, and 
erate.

JOHN ANDERSON
Executive Director, Electricity Consumers Resource 
Council, which represents large industrial users of 
electricity. It has lobbied for competition in the electric 
power industry at tbe federal and state levels.

WRITTEN FOR THE CQ RESEARCHER, JANUARY 1996.

O f all the claims and assertions made in the debate on 
electric restructuring, perhaps none has less merit 
than the charge that the issue is one solely of state 
jurisdiction, that the federal government has no (or only a 

minimal) role, and tliat there should notjae a federaljJate 
certain by which d^fres 
customer choicer
We might aswvJjfflake 

everything on it, e:«®ive 
In a very simple! 

market mirrors the HBtfhon 
nation. When ThonflHaison 
generating station i«BB82. the 
New York and it swed in New York. As electricity spread 
across the cujuiinjmtilities operated within the Irounds of 
one state. (.TOjjySKlv the industry grew, and utilities operated 
in more than one state with several large holding companies 
operating virtually across the nation.
It soon became clear that electricity was interstate 

commerce, that companies operated in more than one state 
and that electrons generated in one state were used to light 
up homes and businesses in another.
Utilities have historically been regulated by both state and 

federal bodies, providing a hodge-podge of sometimes 
ambiguous rules as to what aspects of electricity are 
considered interstate —  and theoretically subject to federal 
rules —  and which aspects are intrastate, and therefore 
subject to state regulations. This confusing web of regulation 
is one reason that prices for electricity vary so tremendously, 
sometimes producing 70 percent or 80 percent price 
differentials within a single state.
Electricity for the most pan is clearly interstate commerce. 

If electricity consumers in each and every state are to bene­
fit from restructuring, consumers in each state must be given 
the right to choose their supplier of electricity and electricity 
services. Certainly, each state should have the right to devel­
op its own regulations. But, if a state fails to ac». should the 
customers in that state be penalized Should they l>e denied 
the right to choose? Or, put more crassly, should they be 
beholden to a monopoly that has no incentive whatsoever 
to provide lower rates and better service? Of course not.

Robert fC Johnson
Executive Director, Electric Consumers' Alliance, which 
represents a wide range of consumer groups on electric 
industry restructuring issues. It was founded in 1994 with 
start-up funds from the Edison Electric institute, the trade 
association representing private, investor owned utilities.

WRITTEN FOR THE CQ RESEARCHER, JANUARY 1996.

8

eography is not all that separates Idaho from New 
Hampshire. The two states are miles apart when it 
comes to electric restructuring policy as well. But 
from their differing experiences emerges a valuable

approach, 
lie process of 
on the 
ot in the 
se of the 
and dimin-

provide a real-

lesson for those pr
New Hampshir< 

implementing —  
other hand, has det 
best interests of its 
likelihood that it 
ished service qual
The cases of NeW'HanifJSTiire and 

world illustration of the potentially disparate impact of any 
federal decision to preempt the states on electric industry 
restructuring. In New Hampshire, like most of the Northeast, 
consumers p3y electric rates that are much higher than the 
country on average.
By contrast, Idaho regulators find their state on the 

opposite end of the curve. Idaho enjoys the country’s lowest 
rates, largely because of abundant hydroelectric resources 
and low-cost coal supplies. If Idaho consumers were 
suddenly forced to pay electric rates based upon a national 
average or some other market index, there would be 
dramatic rate increases.
New Hampshire and Idaho are a microcosm of the nation 

as a whole. Their experiences confirm that a decision by 
Congess to mandate competition in all states by some 
specific date would prevent some states from making 
decisions that are in the best interests of their consumers. It 
is much too early to determine whether one state's conclu­
sions are right while the others are wrong, much less to 
mandate a given result to the nation as a whole.
It would be a tragedy if Congress were to dismiss the 

vital role of states in experimenting and developing electric 
restructuring policy. These issues are complex and cannot 
be addressed through simplistic approaches. Hopefully, in 
the coming months, those who think they have the answer 
will begin asking the right questions and, hopefully, they 
will begin by looking at New Hampshire and Idaho.
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utility making such an application "shall show...to the extent 
possible (he impacts the proposal would have had on each 
class of customers during the test period,” which for immi­
nent filings would be the 1996 calendar year.

CmNG COMPETITION, SMUD PROPOSES BUDGET 
WITH NO RATE HIKE FOR 7TH STRAIGHT YEAR

The Sacramento Municipal Utility District has proposed a 
budget with no rate increases for the seventh year in a row, 
with the ultimate goal of a 20% rate reduction by the time 
competition takes hold in California.

To cut costs, the utility will scale back its "public goods" 
programs, including investments in energy efficiency and re­
newable technologies. SMUD plans to reduce costs by 7% 
through the year 2001.

The utility’s 1997 budget of $832.9-million is I % larger than 
the 1996 budget, mainly due to new investments in the transmis­
sion and distribution system in response to recent power outages.

"As we move into a new era of a competitive market­
place, we will continue to emphasize competitive rates, reli­
able electric service and a high standard of customer service," 
said Jan Schori, SMUD's general manager.

In a related development on Nov. 19, SMUD staff unveiled 
recommendations to its board to maintain a 5% rate advantage 
with Pacific Gas & Electric by the year 2002, when stranded 
costs will be recovered and customers are allowed full retail 
choice. SMUD's average rates are 28% below PG&E’s.

SMUD's approach to competition is to mimic the actions 
of its investor-owned utility counterpart, freezing rates for 
five years and accelerating the recovery of its own stranded 
costs. The municipal utility estimates its sunk stranded invest­
ment will total $ 1.6-billion, the bulk of which is associated 
with (he closed Rancho Seco nuclear plant.

The utility predicts it will only be able to recover 70% 
of its stranded costs by the year 2001. Costs that will remain 
after that date include $ 125-million in decommissioning obli­
gations. another $ 125-million for existing power-purchase 
contracts with other utilities and perhaps as much as $500- 
million for three gas-tired cogeneration projects the utility has 
added to its resource mix in the last few years.

A competition transition charge (CTC) will be calculated 
annually between 1998 and 2001 to recover stranded costs 
from those customers seeking alternative electricity suppliers. 
Assuming a market price of 2.16 cents/kWh, SMUD esti­
mates a 1998 CTC of 3.26 cents/kWh.

One of its most aggressive moves is allowing 100 MW, or 
roughly 5% of its 2,000-MW peak load, to enter into direct- 
access transactions by the summer of next year, allowing 
SMUD customers to get a head start in seeking alternative 
electricity providers.

Under the terms of A.B. 1890, California’s restructuring 
law, lOUs will offer direct access to 5% of customer loads by 
Jan. I. 1998. SMUD has proposed a 3-MW aggregation limit 
and hopes to arrange transmission for these direct-acccss pur­
chases through the Western Systems Power Pool.

Next year, SMUD will need to add <100 M W  to meet its 
summer peak demand but has pledged not to build any new 
conventional generation. Instead, it hopes to rely on surplus

spot capacity ultimately purchased through the state’s Power 
Exchange. Municipal utilities are not required to purchase 
from this pool, but SMUD staff advocates participation.

In the budget proposal, SMUD will trim spending on 
public goods from a current 5.2% of utility revenues to 3.7% 
Under terms of A.B. 1890, the muni would only have to 
spend 2.5% on these programs. If SMUD were to continue 
spending at current levels on public goods as proposed in its 
integrated resource plan approved last year, the utility would 
have had to raise rales by 4.7% next year.

By 1998, PG&E's rates will average 9.46 cents/kWh, 
while under the new proposal SMUD's average rates arc 7.6 
cents/kWh. By the year 2002, PG&E's rates are expected to 
drop dramatically to 6.61 cents/kWh; SMUD's rates under 
the recommended changes would be 6.3 cents/kWh. If SMU 
were to maintain current spending on public goods, the utili 
ty’s rates would be 6.77 cents/kWh by 2002.

One of the casualties of SMUD's cost-trimming efforts is a 
50-MW “green" request for proposals issued by the utility early 
this year. SMUD was to release a shortlist of 10 projects to be de 
veloped this month but now is contemplating scaling back these 
new obligations to just 13 M W  or eliminating all but 5 MW. 
SMUD received 57 bids representing 625 M W  of new capacity

Craig Jones. SMUD supervisor of planning and evalua­
tion. claims that even with the cuts, it still will receive abou 
50% of its power from a mix of renewable resources and de­
mand-side management.

SEATTLE MUNI PURSUES 1% RATE CUT 
OVER TWO YEARS INSTEAD OF 8% HIKE

The Seattle City Council is considering a proposal by S 
attic City Light to decrease overall rates by I % over a two 
year period, effective March I, instead of the 8% increase i 
had earlier forecast.

The utility said it would lower rates because it is benelid 
from aggressive cost controls, favorable power market oppo 
nities, and a growth in energy sales that is outpacing expens.
Its non-energy operation and maintenance expenses will be 
$l09-million for 1997, 55-million less than anticipated.

The new rates, if approved, will be phased in over I99 
and 1998. High-demand standard customers would see a r. 
drop of 7.5%, while rates for high-demand industrial custo 
ers would decrease 5.5%. Rates would rise 3% for residen. 
customers and 2.8% for medium general service customer

The utility has unbundled component costs and rates ui 
based on the cost of energy, cost to operate and maintain i 
distribution system and the cost of customer services such 
billing, accounting and meter reading.

In Uctober. the city council approved a new experimei 
power rate for the utility’s largest customers, based on the 
price of energy at the Califomia-Oregon border. These eu 
tomcrs will be able to choose between this experimental r. 
and regular tariffs when new rates go into effect.

Seattle City Light also wants to extend its winter r.ue period.. 
ing September and October to the higher-cost rate period dial ntn>
Nov. I iluough February to reflect monthly energy price patterns 
closely. The city council is expected to act on the proposal in Janu 
after it is reviewed by a citizen rate advisory committee.
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703 W. Tudor Rd.. #200 
Anchorage, AK 99503-6650 

(907)561-6103 
FAX (907) 561-5547
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Cooperative

Association, Inc.

MAY 0 5 1997

Rep. Norman Rokeberg, Chairman
Labor & Commerce Committee
House of Representatives, Alaska Legislature
State Capitol, Room 24
Juneau, AK. 99801-1182

Re: HB 218

Dear Representative Rokeberg:

I am writing to express some concern about one specific section of the above referenced 
bill currently referred to your committee.

I understand that most of this bill is simply clarifying and updating language already 
existing as it relates to the business of conducting insurance. Other aspects of this bill 
seem to provide additional protection for Alaska’s citizens. Given these issues, I can 
see why this bill is needed.

However one provision gives me reason for concern, Sec. 53 AS 21.90.900 (29) would 
amend the definition of a “policy” to include c e r tifica te s  o f  in su ra n c e  o r  o th e r  
e v id e n ces  o f  in su ra n ce  th a t e s ta b lish es  th e  w r itten  c o n tra c t o f  o r  w ritten  a g re e m e n t f o r  
o r  e ffec tin g  in su ra n ce  f o r  a n  in su red  o r  o th e r  b e n e fic ia ry  o f  th e  en tity .

The proposed wording of this provision is not clear as to the definition of “other 
evidence of insurance”. The language is also ambiguous as to the definition of “other 
beneficiary of the entity” . Without clarity I believe that these provisions may result in 
additional and costly litigation for both insurers and policyholders.

“Certificates of insurance” have not traditionally been held to be part of the policy. In 
fact each ACCORD certificate (the industry standard) includes special wording that 
specifies the document is not binding.

Top S ec tio n , A b o v e  "C o m p a n ies  A ffo rd in g  C o vera g e  "
“This certificate is issues as a matter of information only and confers no rights 
upon the certificate holder. This certificate does not amend, extend or alter the 
coverage afforded by the policies below”.

DEM OCRACY IN ACTION



B o tto m  S ec tio n , A b o v e  " C a n c e lla tio n "
“ Should any of the above described policies be cancelled before the expiration
date thereof, the issuing company will endeavor to m ail days written notice
to the certificate holder named to the left, but failure to mail such notice shall 
impose no obligation or liability of any kind upon the company, its agents or 
representatives.

Adoption of the proposed wording will create an ambiguity between the language of the 
certificate and the statute. Special certificates will have to drawn up for use on Alaska 
business, which adds to the administrative and expense burden for both agents and 
insurers.

You should be aware that brokers or agents, not insurers, normally issue certificates of 
insurance. This provision may put great strain on the agency relationships within the 
independent agency system. Right now it does not require agents binding authority to 
issue certificates. The proposed wording could conceivably change this.

Finally, the majority of certificates evidence insurance for many policies having 
different terms and different insurers. The proposed wording would in effect make a 
single certificate a binding part of many policies written through many insurers. It 
should not be anticipated that one document drafted by an agent/broker will apply well 
to multiple coverages with diverse wording. The study of policy language is complex 
and insurers commonly have entire departments that are dedicated to just such 
intricacies.

Each one of these issues are likely to result in increased misunderstandings and 
resultant litigation between policyholders their insurers and agent/brokers.

Please reconsider this particular provision in favor of removing the language making 
certificates of insurance and other evidences of insurance part of a policy by definition.

Sincerely,

Executive Director

Cc: Rep. Pete Kott
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£  . . y p ^ l  / ^ ^  _. M S / S . . , .  _ 3 A y Y y . _ J e e O M fc ..

/ox/s , YYmYy  //&S- ...YzY? <s>/-.. . .......... .

< ^ r . .. / ' ^ . Y&ss&YA /&#Ys .  /2?y MY/2 <m.
. ./? ? //? J $ /Y Z  A r f ' . .  . ^ s /A y v fy ?  & /2 . Y c^ Y ^  - /h k  ./> & '/€  /» £  

. . . , £  / o /  Y fa jy tiY ... <MA<Y z / f e / Y  /S J & ^ //M /Y L U L A y Y *

- . Yc/aYz. ........  ^ ________  . —  --------

'C 2 W  //P JY& 7& C ..J .. yv> .. _..>y^> ..2 f/^ 2 /Y  7 /u jy t Uj ,Y \.

Ysty/bY/̂  y&m/Yy i ? W  /hs&£>; (Me y^y^YY  ^ -  
..//?/(. 0ur / s ) A d s Y ^ M Y s z i  YY

///S /S d  5 /Y s e  & •£. //& /2 & x j Y<s 2  y s c M ^ /  ^ y Y s s ^ -

/&£ Ys Yp&tvi Yz> 3& 2Y Y  yY~ uda/- $i£2&5
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Paying for Universal Service ^
By Philip M. Bnrt>i’ss

H istorically in the electricity 
business, the government 
luis mandated that utilities 
provide all people in their service 

areas access to electricity. The util­
ities paid for this universal service 
through a complex of subsidies 
directed and supervised by gov­
ernment regulators. If electricity 
markets are deregulated and utili­
ties are free to sell power outside 
their traditional service areas, (i.e.. 
an Indiana utility selling power to 
Chicago), then who pays for main­
taining local universal service?
If America continues to believe 

there is a shared social responsi­
bility to ensure that everyone has 
access to affordable electricity, 
many questions must be answered.

If America conrinues to 
believe there is a shared 
social responsibility in 
ensuring everyone has 

access to electricity, many 
questions must be 

answered.

On the one hand. I'.S. Rep. Dan 
Schaefer (R-Colo.) would leave it 
to each state to develop its own 
universal service plan that takes 
into account its unique situation.
States like New Jersey, with high 

population densities, may find it 
relatively inexpensive to ensure 
everyone is connected to the grid.
but states like New Mexico may 

find it prohibitively expensive to 
wire people in remote, isolated 
areas separated by hundreds of 
miles. Reasons: I'tilities serving 
remote areas face more capital 
investment (wires and poles) and 
higher operating costs (i.e., time 
and gas sending crews out). Manv 
Westerners, therefore, would pre­

national
service

Center fo r th e , Sew West President P h il Burgess moderated the HI 
Pomtir FOrum on deregulation o f electric power.

fer a 
universal 
plan where, in 
essence, states 
like New Jersey 
would help pay 
some of New 
Mexico's cost.
Furthermore, 

the fastest grow­
ing and lowest 
density parts of 
the nation are 
in the West 
meaning they 
must spend the 
most to maintain 
and upgrade the 
electricity grid.
KI e c t r i f v i n g 

rural America is 
not as easy as it 
appears. Reason: 
merely offer­
ing subsidies by 
geogi.tphy or 
population den­
sity does not 
take into account the vast wealth 
differences in rural areas.
For instance, resort areas like 

Aspen. Colo, and Jackson Hole. 
Wyo. have electricity consumers 
who own million dollar homes - 
hardly people in need of subsi­
dized power. Vet just 20 miles 
away, low-income workers living 
in trailer parks may benefit from 
universal service. If both of these 
populations are in the same ser­
vice area, it hardly seems right to 
subsidize the whole region.
Americans accept that in rural 

areas food prices and automobile 
prices will be higher. In a free mar­
ket. should rural electricity and 
telephone prices be higher too?
Also, if food subsidies were done 

the same way as current telephone 
and electricity universal service, 
rather than giving poor people 
food stamps the government 
would give money to grocery 
stores and tell them to go find hun­

gry people. How universal service 
is structured will greatly affect who 
receives its benefits, how much it 
costs, and who pays those costs.
In telecommunications, rural 

areas are starting to benefit from 
new technologies - digital switch­
ing, ISDN, cellular phones and dig­
ital satellite television - all much 
less expensive to deploy over 
wide areas than wires.
Similarly, as new distributed 

generation technologies come on 
the marketplace, rural areas may 
find it less expensive to sell-gener­
ate than to string wires long dis­
tances to connect to the electricity 
grid. ■

P h i l i p  M  H u r g e s s  i s  p r e s i d e n t  o f  t h e  C e n t e r  f o r  

t h e  S e w  W e s t .



and a third reduction four years 
after that. Industrial consumers 
receive no up-front rate reduction 
hut can expect a 30% decrease in 
rates at the end of the initial four 
years.
In addition, to deal the with the 

“Vail issue" - where a competing util­
ity skims off the lx*st customers in an 
area - California allows the original 
electricity provider to charge a trans­
mission fee to any new power 
provider entering the market. 
Therefore, consumers still served by 
their ineumlxnt utility (with stranded 
costs ) do not end up paying more 
for electricity than consumers who 
elect to switch to a new supplier.
Other states are also addressing 

stranded costs in a variety of ways, 
lajr instance, legislation recently 
passed in Montana provides for 
short-term recovery of such costs so 
that competition may proceed more 
quickly. The solution to the stranded 
cost issue may thus he found state 
by state.

FAST, SLOW OR STATUS QUO?
Despite these issues, deregulation 

of the electric power industry is 
already underway. Since the 1980s. 
policymakers have allowed utilities 
to use the nation's power transmis­
sion grid for commerce and utilities 
began selling excess generating 
capacity to other utilities in other 
regions. Competition in the whole­
sale power market has worked. It is 
another force pushing for competi­
tion in the retail market.
New generation technologies are 

forcing utilities to reduce their costs or 
risk losing customers who go off-line 
and generate their own electricity. 
New I lampshire has already initiated 
limited consumer choice at the retail 
(e.g.. residential) level. California goes 
to full competition in 1998.
In Congress, competing bills to 

restructure the electric energy 
industry have been introduced, 
including legislation by Rep. Dan

® Schaefer (H-Colo.), Rep. Tom 
Delay (R-Texas) and Sen. Dale 
Bumpers (D-Ark.). Other legisla­
tion may well be introduced to 
change the I9”8 Public Utility 
Regulatory Policies Act (PURPA)

Continued from page '0 or the Public Utility Holding 
Company Act tPl'HCA), as well as 
efforts to privatize the governments 
Power Marketing Associations.
Some electricity industry stake­

holders favor federal preemption of 
state laws that prevent or slow com­
petition. Other stakeholders favor a 
state-by-state approach. "The iinpe-

electricity markets is an open ques­
tion. Voters in high-cost states are 
eager for access to less expensive 
power and are pushing their elected 
officials to deregulate the industry, 
but some stakeholders in lower-cost 
states and many rural utilities are 
resisting change, wondering why 
they should fix what isn't broken.

Flo Raltano o f tbe Colorado Rural Economic Dcielopmcnt Council: “In a single swoop, a utility 
may take 70 percent o f tbe market share in a community."

tus for deregulation is unstoppable." 
says David Keene, co-chairman of 
Washington. D.C.-lxised Citizens 
for State Power. “But there are 
always transition problems. The best 
thing we can do is to hammer out 
these issues at the lowest possible 
level, which is not Washington but 
the local level.

How soon the U.S. has 
free electricity markets is 

an open question.

Another concern of many deregu­
lation proponents is that the "restruc­
turing" of laws will simply result in a 
different kind of regulation. For 
example. State Senator Kathy 
Augustine ol Nevada believes poli­
cymakers "need to be very careful, 
both at the federal and state levels, 
that deregulating the electric power 
industry is not sjmply re-regulating it 
in a different way."
How soon the L'.S. has totally free

One thing is clear, however. As 
policymakers address the issues ol a 
free market, they have the responsi­
bility not to make unwise decisions 
resulting in a transition to a compet­
itive marketplace that is more diffi­
cult and more costly - both for elec­
tricity producers and consumers - 
than it needs to he.
The federal government is now 

dangerously dose to creating anoth­
er savings and loan-type fiasco in the 
electric power industry. That should 
not and need not happen. Patience 
is a virtue in politics as in life, ""hose 
who forget this impose cost mis­
takes leaving people and com nulli­
ties holding the bag - an outcome 
that should be avoided. Adam Smith 
won't care. ■
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Stranded Investm ent:
The $ 2 0 2  Billion Gorilla

I n 1996. Resource Data 
International, Inc. of Boulder. 
Colo., examined each of the 
nation's 3.030 utilities and identi­

fied $202 billion in net stranded 
investments. This includes $147 bil­
lion at investor-owned utilities, $33 
billion at municipal utilities and $22 
billion at cooperatives.
Nuclear power plants, many 

"obsoleted" by changing govern­
ment regulations, account for $86 
billion of stranded investments. 
Above-market power contracts 
account for $3a billion. Another $a9 
billion in stranded investments can 
be chalked up to "regulatory assets'' 
- previously incurred costs carried 
on utilities balance sheets that gov­
ernment regulators told utilities

they could recover later. The last 
component is $a2 billion in other 
above-market contracts to purchase 
power from non-utilitv generators.
These stranded investments, 

which total $231 billion, are offset 
by utility generating assets with 
higher market value than current 
book value, and by above-market 
power sales between utilities. 
These $29 billion in offsets leave 
total net stranded investment at 
$202 billion.
As shown in Figure 3. these 

stranded investments are not even­
ly distributed: 86% reside in just 
10 states, which represent only 
»3% of the entire electricity market. 
Many large states including 
California. Illinois. Texas and New

York have high stranded invest­
ments. Other large states including 
Florida and Indiana have little 
stranded investments. And many 
states, including Washington. 
Minnesota. Kentucky and Okla­
homa actually have "negative" 
stranded investments, meaning 
they generate power today more 
cheaply than it costs to build a new 
power plant Backing out this "neg­
ative" stranded investment - about 
$33 billion - gives the U.S. $l-t7 
billion in stranded investments. 
The question of who pays for this 
$l-t~ billion in stranded invest­
ments - investors or consumers - is 
one of the biggest barriers on the 
road to free electricity markets. B

V

F ig u r e  5 :  S t r a n d e d  I n v e s t m e n t  b y  S t a t e
(Low Stranded Investm ent Lighter)

Total S t r a n d e d  I n v e s tm e n t

|  more than $10 billion 
H  $1 billion to $10 billion 
^  $0 to $1 billion

negative $1 billion to 0 
[~] more than negative $1 billion

Source: Resource Qala International, Inc



Restructuring the  Grand 
Gaddy of All M onopolies

)

Rep. Dan Schaefer (R-C'oluJ, the 
leadinp proponent in Congress for 
open ini’ electricity markets to com­
petition, addressed participants at 
the Ml I’omiir Forum. Following are 
excerpts from his remarks:

R (.‘.structuring in any indus­
try is a difficult and often a 
politically charged process. 
It is much more so when that 

industry is what I term the Grand 
Daddy of all monopolies 
However, the fact that it 
is hard is not a com­
pelling reason not to do 
n. especially when the 
status quo endangers 
consumers and dampens 
the economy in this 
country.
There is no doubt in 

my mind that we need to 
get a free electricity mar­
ket very quickly. Tnat 
does not say anti does 
not mean that we should 
tlo it without orderly 
planning and orderly 
transition. For that to 
occur, both Congress and 
the states have important 
roles to play.
What are the justifica­

tions of this change that 
we re looking at? Some of 
the most compelling 
arguments for pursuing 
consumer choice in .*lec- 
tricity can be found by 
looking at the impact 
competition has had in other 
industries in this country: truck­
ing, railroads, telecommunica­
tions. airlines and natural gas,
Four consistent trends emerge 

from examining deregulation in 
these industries: First, giving con­
sumers choices should be the 
goal. Second, savings to con­
sumers were real and not simply 
the result of cost shifting among 
consumer classes: true innovation 
and increased efficiency spurred

these savings. Third, the reliability 
of systems improved under com­
petition. Finally, going only part of 
the way to competition did not 
generate nearly the same benefits 
as did giving all consumers the 
right for competition. I believe that 
these four facts are equally applic­
able to the electricity industry.
Consumers of electricity are 

beginning to understand that 
competition will benefit their wal­
lets and the economy as a whole.

U.S. Rep. Dam Schaefer (R.-Cato) (old forum participants: “There 
is no doubt in my mind that uv need to gel a free electricity market 
eery quickly. ’

That's why competition is 
inevitable. The cost of electricity 
represents one of the most bur­
densome and regressive bills the 
average family faces. Not only 
does every consumer, rich or 
poor, have to pay an electric bill, 
but short of simply sitting in the 
dark, consumers have very little 
control over the size of that bill. 
They must simply write a check 
for whatever the amount the local 
monopoly utility bills them each

month. Consumers are starting to 
demand and get the same power 
of choice over electricity they 
have over other essentials of life.
Nationwide, the potential sav­

ings can be nearly S200 billion 
a year for national economic 
growth plus millions of new jobs, 
increased productivity, higher 
wages, and a big boost in com­
petitiveness of American manu­
factured goods in the global mar­
ketplace. Clearly, every year con­

sumer choice is delayed means 
millions of dollars in opportuni­
ty costs for the I \S. economy.
In the face of strong con­

sumer desire and the vast 
potential benefits for the econ­
omy as a whole, Congress real­
ly has two choices. It can con­
tinue to shield government- 
protected monopolies from 
competition or it can help con­
sumers get what they want and 
deliver what our economy real­
ly needs, I, for one, want to 
stand with the consumers of 
this country. Therefore, I have 
introduced House Resolution 
bSS that ensures that all con­
sumers. no matter what their 
size or what their location, 
have the ability to choose their 
own provider of electricity ser­
vice by December 1$, 2000.
We had testimony from two 

small town mayors in North 
Carolina who said: "Many
times we have elderly couples 
who come to us and ask if 

there is any alternative in paying 
for their electricity because if they 
pay for their electric bills they 
can't buy food or medicine."
This is who I'm trying to help. 

For these people and people in 
the inner cities, a $20 a month 
reduction in their electric bills is 
tremendous. H

LL
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I *  R e c y c le d  &  R e c y c la b le

IDEAS AND LEADERSHIP FOR AMERICA'S FUTURE
In  unde rs tand \m e r ic a s fu tu re . lo o k West. H ie Western 

reg ion o l the t a llie d Slates leads the na tion in popu la tio n g row th . 
inh crea tion , expo rts , p o lit ic a l re fo rm  movem ents . h igh te chno l­
ogy . edu ca tiona l ach ievem en t, leade rsh ip h v w om en and m in o r i­
ties. and n e w  app ro a ch e s to  w o rk p la c e  managem en t 
Increas ing ly . the West de fine s Am erica 's p lace in the g loba l e co n ­
om y and g lo b a l consciousness.
The < 'en te r lo r the N ew  West advances Western leadersh ip Its 

w o rk is ro o te d in the grandest trad itio n s o f the West -  freedom , 
o pp o rtu n ity , com m o n sense, lim ite d gove rnm en t, self-re liance. 
In i' dreams, progress, s tew a rd sh ip -  an ti emphasizes a fu tu re 
shaped h v n ew  techno log ie s an ti lag ideas, focus ing on North 
Vmcnca. the Western H em isphe re , an ti the Pacific Him.
As the le ad ing th in k tank in the American West, the Center 

serv es as a resource :
•  lo r bus iness exe cu tives -  to address issues ou ts id e the box . 

m ake new  con tac ts , share ideas, a n il p rom o te the ret|U irem ents 
to r m o re |obs an ti n ew  w ea lth crea tion :

•  lo r the m ed ia -  to  get new  s to ry ideas, new  sources, and 
new kn ow le d g e on em e rg ing trends an ti issues, an il.

• lo r po lit ic a l leaders -  to  assess em erg ing issues, llo .it tria l 
ba lloons, ev a lua te n ew  ideas, and engage broade r constituencies.

I he Center's ac tiv itie s are g rouped u nd e r six program areas, 
f lie s c in c lude :
In s t i tu te  f o r  I n fo rm a t io n  P o lic y  J4 C u ltu re  focuses on how 

pub lic po lic ie s shape the dep lo ym en t and w id e sharing o l new  
in fo rm a tio n techno log ie s , a n ti how the te le com pu tin g re vo lu tio n 
is chang ing Am e rica n cu ltu re -  how w e live . w o rk . plav. learn, 
m ove abou t, and gov ern , in t itu lin g  the la me I'ag le phenom enon , 
perhaps the most im po rta n t sot i.il m ovem en t since the rise c it the 
tw o in com e lam ilv

W e s te rn  H e m is p h e re  In s t i tu te  lo tu se s on in te lle t lu . il p ro p ­
erty righ ts, transpa rency , a n il o th e r New Kconnm y issues traus- 
to rm m g the Western Hem isphe re . in c lu d in g those re lated to 
trade, ene rgy, in fn s tn ic t i i re . and the env ironm ent.
W e s te rn  P o lic y  S tu d ie s in c lu de |volnv ana lysis and strategy 

deve lopm en t o n issues lik e p u b lic lands re lo rm . the lu iu re o l the 
i ire.it P lains, o p p o rtu n it ie s fo r reg iona l deve lopm en t p ro vu le il hv 
•lie Judd Salt Lake t ay O lym p ics , the m le o f »ivu n is tilu lio iis in 
an era o l d e v o lu t io n , a n il fundam en ta l la x re lorm .

D re a m e rs  &  D o e rs w o rk s to d ia n g e the conversa tion from  
lim its to  g row th , risk -free liv ing, and stis i.unab iliiv to  new 1011- 
cep ts that re cogn ize b o th the v ita l lin k be tw een econom ic deve l­
opm en t and en v iro nm en ta l p ro te c tio n , a n il the con tin u in g 
im po rtance o f bu ild e rs -  peop le w h o  m ine th ings , make th ings , 
g row  tilin g s , and advance hum an c iv iliz a tio n in the In s in u a tio n  
\g e
l i t  th in k in g , n e tw o rk in g , lis ten ing , and engag ing , the te n te r is 
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E L E C T R I C I T Y

BY BRIAN O’REILLY

It seems so incredibly obvious you want to slap your forehead for being so obtuse all these 
years. Electric power costs a bundle in places 
like New York and California but barely a 
third as much in out-of-the-way states like 

Idaho, West Virginia, and Kentucky. Why not 
take all that cheap power the I Vest Virginians 
aren t using anil ship it to Manhattan, Chicago, or 
San Francisco?
That, vastly oversimplified, is the idea behind 

the move to deregulate the electric power indus­
try: II your power company is charging too much 
for electricity, why should you be forced to accept 
it? Why can’t you shop around? Why can’t a 
power company from Pocatello knock on your 
door and offer a bargain kilowatt or two?
It's coming. There will be far more competi­

tion in the electric power business. It is reason­
able to expect that deregulation will cause the 
nation's $212 billion-a-ycar electric bill to drop 
by 20rt to 30% or more in the next five to ten 
years. Hut not before a vast tangle of technical, 
economic, and political problems gets solved.
If it works, and it should, the consequences will 

be enormous. “Electric power is the biggest 
American industry ever to be deregulated,” says 
Kenneth Lay, chief executive of Enron, a big, ag­
gressive gas and electricity marketer that has led 
the drive for deregulation. “It’s about twice the
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The bloated, 120-year-old 

electric power industry isn’t 

just being deregulated— it’s 

being revolutionized. The im­

pact on business will be huge.



E L E C T R I C I T Y

size of the long-distance telephone busi­
ness and dwarfs the gas, airline, trucking, 
and railroad industries, which were all once 
regulated.” The average homeowner, who 
uses about $850 worth of power a year, 
won’t be financing 
trips to Bermuda 
with the impending 
savings. But the po­
tential savings for 
business are huge:
Electricity can ac­
count for more than 
15% of operating 
costs for a big com­
pany such as Chev­
ron, which spends 
about $250 million a 
year for power in the 
U.S. Lay notes that 
industrial and com­
mercial companies 
consume about 60% 
of all power sold.
“The billions they stand to save will boost 
corporate profits and make American 
companies more competitive internation­
ally,” he says. (The upheaval in this oncc- 
staid industry will hit investors too: 
Owning utility stocks isn’t just a matter of 
waiting for dividend checks anymore. For a 
look at how electricity deregulation affects 
the market, sec Personal Fortune.)
All this is small comfort for the big, of­

ten bloated electric utilities, which have 
lived a long, comfortable existence as reg­
ulated monopolies. Already the prospect 
of deregulation is prompting much moan­
ing and groaning, and with good reason: 
Deregulation will force many utilities to 
become far smaller. They will have to sell 
off some or all of their brawniest assets—  
those massive generating plants— and 
make a living mostly by operating the 
wires that run to homes and factories.

BUT WHAT ABOUT GRANNY?
Naturally, utilities are piously declaring 

that they relish the bracing winds of com­
petition. But with barely a pause, they 
urge caution, hinting darkly at the havoc 
iiny rapid move will bring to this compli­
cated, delicate industry: grandmothers 
stuck in elevators, hucksters who won't de­
liver the juice you need on a hot night, 
novice power plant owners frying trans­
mission lines as they greedily try to ship 
power to places that can't handle the load.
II ihe electric power industry is doomed 

to collapse in a shower of sparks, we'll find

out soon enough. Regulators in Califor­
nia defied the Cassandras and declared 
that everybody can buy power from any­
body, starling next January. Already ad­
vance men from all over the country have 

descended on the 
state. None seem 
particularly worried 
they’ll be stuck in 
elevators.
If anything, the 

electric business will 
run better than be­
fore, says Michael 
Peevey, former pres­
ident of Southern 
California Edison, 
one of the biggest 
utilities in the coun­
try. Under the exist­
ing scheme, electric 
companies go virtu­
ally unpunished for 
power failures, Pee­

vey says, so power outages arc far from 
rare. But Peevey noticed that when a Cal 
Edison subsidiary built and operated 
power plants for private customers and was 
penalized for down time, the plants ran 
smoothly 95% to 97% of the time— con­
siderably better than Cal's regulated plants. 
“That’s when I began to have creeping 
doubts about the wisdom of regulation,” 
says Peevey. “I was like a fallen Catholic. 1 
no longer believed.” Me quit 
and now runs New Energy 
Ventures in Los Angeles, 
which plans to help compa­
nies buy inexpensive power.

A QUIRKY INDUSTRY 
— REALLY
Not that anybody really 

knows how all this deregula­
tion will work out. For all its 
apparent blandness, this is, 
believe it or not, a varied, 
quirky industry. Unlike the 
old Ma Bell, which seemed to 
spawn seven clones of itself at 
breakup time in 1984, each of 
the nation’s 198 investor- 
owned utilities seems mark­
edly different from the others 
in operations, culture, odd­
ball problems, and long-range financial 
prospects.
Mow different? Ohio-based American 

Electric Power runs gigantic power plants 
right near coal mines in Ohio, West Vir­

ginia, and Kentucky, with boilers so vast 
they can fit the Statue of Liberty inside. 
Consolidated Edison in New York City 
has to run almost all its wires under­
ground, at a cost eight times greater than 
stringing them on poles. Cinergy, an ag­
gressive midsized utility in Cincinnati, is 
determined to be one of the five biggest 
energy traders in the country.
It’s hard to say which private utilities 

will thrive. Each state will devise most of 
the rules governing the deregulation— and 
the fate— of its own utilities. In most 
stales, though, regulators have barely be­
gun to tackle deregulation. (The 3,000 or 
so electric cooperatives and government- 
owned utilities will be affected by the 
changes sweeping the industry, but they’re 
exempt from deregulation.)
So in the absence of any simple declar­

ations about the electric power business, 
herewith a guided tour of the problems, 
issues, and peculiarities of this soon-to- 
bc-transformed industry.

LET’S REDECORATE!
One of the infuriating practices of most 

utilities has been their failure to econo­
mize. Why should they? Regulators rou­
tinely allowed them to earn a fixed rate of 
return on their assets. The result was a 
perversity known as “asset-based man­
agement." The more money a utility spent

adding generators and other assets to its 
local power system, the more money the 
company made. Thus, for instance, cost 
overruns on nuke plants didn't cause 
too many sleepless nights for executives.

One of the most 
infuriating 
practices of 
most utilities 
has been their 
failure to econ­
omize. Why 
should they?
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American Electric Power runs this huge, 1,300-megawatt power plant in West Virginia. It can ship cheap power all the way to New York City.

Michael Peevey says overruns on Cal Ed­
ison’s nuclear plants “doubled our assets 
and doubled our earnings.’’ (As the CEO 
of Wisconsin Power & Light, Erroll B. Da­
vis Jr. once remarked, “This is the only 
business in the world where you can in­
crease your profits by redecorating your 
office.") Such gold plating should stop as 
competition heats up in the industry, par­
ticularly with generating equipment.

"BUT WE HAD  TO BUILD IT"
The great nightmare for many utilities is 

what to do with all their high-cost plants 
once competition begins. It’s not a prob­
lem now, when every home and business in 
a power company’s franchise area has to 
pav for the power regardless of price. But 
Con Edison has an old generating station 
in Manhattan that produces power at an 
absurdly expensive 11.7 cents per kilowatt- 
hour; other utilities run nuclear plants 
whose kilowatts cost almost as much. 
What will those plants be worth if some­
one else can make power for 3 cents and 
send it to New York? If a plant becomes 
worthless because competitors can under­
cut its costs, do Con Ed’s stockholders cat 
the loss, or will Gothamites?

Sorting out which costs were truly waste­
ful and how to pay for the rest is a major hot 
potato for state legislators and regulators 
and will probably delay the full effect of de­
regulation for years. Rather than label these 
costs “the tab for our boneheaded over­
building,” utility execs conjured up the 
academic-sounding term “stranded costs." 
They tend to blame 1970s-era federal policy­
makers, who encouraged nuke plants after 
the Arab oil embargo.
The bonchcad/ 

stranded stakes are 
huge. Early estimates 
of the write-downs 
utilities will have to 
lake when competi­
tion makes many of 
their assets and supply 
contracts uneconomic 
range from $100 bil­
lion to $400 billion. In 
August, California- 
based Pacific Gas &
Electric surprised 
many observers by 
paying above book 
value for a handful of 
generating plants sold 
by a New England

utility. But that high price may be an am 
aly: Problems at nearby power plants h 
caused a power shortage in New Engla 
driving up the price PG&E can chai 
when it sells power to other utilities in1 
area. It’s still not clear who’ll pay what 
old power plants as they come on the m 
ket, but Kit Konolige, tin analyst tit Moq 
Stanley, says power generation assets it 
concentrate among a few huge compani

I THE VISIBLI 
s CLUMSY HANI
-< This won’t come 

a surprise, but in t 
past utility regulate 
occasionally goofi 
bigtime. About I 
years ago feder 
regulators mandati 
that certain kinds • 
new, private, unrcgi 
lated generating con 
panics (known t 
nonutility generator 
or "NUGs") couI 
sell their power c 
utilities. New Yor 
regulators foolishl

The Price 
Of Power
Average price

1930 40 '50 'GO 70 '80 90 ’96
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declared that its utilities had to accept 
power from anyone who charged 6 cents 
or less. Scores of sharpies quickly calcu­
lated they could make power for far less, 
and forced 20- and 40-year supply con­
tracts on New York utilities.
Now, with power sometimes available 

on spot markets for just 2 cents, power 
companies are screaming bloody murder. 
Con Ed in New York says the contracts 
arc costing customers $530 million a year. 
Niagara Mohawk, an upstate power com­
pany, says the contracts nearly pushed it 
into bankruptcy. Before competition can 
begin in New York, utilities argue, they 
must he relieved of their overpriced con­
tracts. As with uneconomic power plants, 
New Yorkers will be asked to pay up, prob­
ably through state-issued bonds; rate pay­
ers in California and other states can ex­
pect the same. It will cost billions.

REGULATION WAS OKAY 
ONCE
Regulating utilities wasn’t always a 

dumb idea. By the late 1920s, 50years af­
ter Edison invented the light bulb, the 
industry was a mess. Three big holding 
companies controlled half the power 
made in the U.S., and another 13 com­
panies held an additional 25% market 
share. O.icn they were byzantine in com­
plexity and dubious in ethics: Subsidiar­
ies paid huge management fees to their 
parents, asset values were inflated by 
sales from one subsidiary to another, and 
companies often issued worthless stock. 
Many collapsed in the 1020 slock market 
crash. In 1035 Roosevelt stepped in, 
breaking up the multislate holding com 
panics, limiting power companies to 
compact, contiguous service areas, and 
preventing unregulated companies from 
selling power. Hit by both the Depres­
sion and more effective regulation, aver­
age power prices, which peaked at 32 
cents per kilowatt in 1032 (in 1002 dol­
lars), declined steadily for more than 40 
years before rising again.

A MARKET EXPLODES
Even now, if you think your local utility 

is charging too much for power, you have 
no choice but to pay for it. By law, nobody 
else is allowed to sell power to you. Frus­
trating, eh?
I Utilities themselves had a similar prob­

lem. When utilities can't or don’t want to 
generate all the power their customers

need, they often buy 
surplus power from 
other utilities. Prob­
lem was, the neighbor­
ing power company 
didn't have to sell. It 
didn’t even have to 
transport power from 
a faraway utility if it 
didn’t want to. So if a 
utility in, say, Tennes­
see, offered cheap 
electricity to a power- 
hungry utility in Flor­
ida, and asked a utility 
in Georgia to trans­
port the electricity, 
the Georgia utility 
could refuse— and of­
fer Florida its own, 
more expensive juice 
instead. All that began 
to change in 1992, 
when Congress or­
dered privately owned 
utilities to allow 
“wheeling," or transporting power from 
one utility to another across a third’s trans­
mission system, if it had enough capacity.
And the market for wheeled power ex­

ploded. There is an oversupply of generat­
ing capacity in much of the country, but 
the complexity of shutting down and start­
ing up a power plant means that many 
have to run constantly, even if customers 
are few. Therefore, lots of power gets 
dumped on the market for far less than 
the average cost of production.
Experienced commodity traders, nota­

bly Houston-based Enron, jumped into 
the act. Enron, formerly a regulated gas 
pipeline company, made a fortune when 
the pipeline industry was deregulated in 
the early 1980s. Because many big gas 
buyers are electric companies purchasing 
generator fuel, Enron already knew the 
players and the market.
Now Enron traders are on the phone 

24 hours a day. calling up power plant 
operators to see who needs power, who’s 
selling it, which transmission lines are at 
capacity, They can slice a gigawatt of 
power into pieces and sell the parts faster 
than an Omaha hog butcher. A utility 
needs a steady 50 megawatts per hour all 
day tomorrow? Sold. Need 400 mega­
watts of reserve capacity in case a gener­
ator goes down next week? Got it. All 
kinds of companies have joined the 
fray— utilities, Wall Street firms (see 
box)— but utility executives seem to be

More than 600,000 miles of high-voltage transmission lines c 
cross the U.S. These carry cheap power from Oregon to Califor

in particular awe of Enron, which 
buys and sells more power than anyb

TECHNICAL DIFFICULTIES
On a map it looks so straightforw 

The cheap power is made over here 
coal country; the big city over there is | 
ing a fortune for its power. Can't they s 
a bunch of econo-gigawatts from th> \ 
west to New York? Yes, blit not ea: 
Electric utilities all over the country 
interconnected. Alas for would-be n 
keters, this interconnectivity was dcsigi 
as a way to back up neighboring utili 
during emergencies, not as a way to m 
power easily over long distances. Elect 
ity can’t be routed to a particular pi 
like a phone call, and a lot of power g 
wasted as heat when it's transmitted o
ng distances. As a result, a lot of the. 

tieipated price competition among gen 
ators won't develop until delivering po\ 
gets easier.
Think of all those big overhead tra 

mission lines as a web of interconnect 
lakes and canals, not as a switched tc 
phone network. Dump enough extra wa 
in your lake, and eventually water lev 
rise lor everybody. Usually.
Say Cii.ergy, in Cincinnati, agrees to s 

extra power to the New York Power I\ 
(a confederation of interconnected tin 
tics), which sees a heat wave coming. Ci 
ergy starts making more power than
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own customers need. On paper, Cinergy’s 
surplus power travels through Dayton 
Power & Light’s wires, then on Ohio Edi­
son’s, then over Duquesne Light's, 
through the Penn-Jersey-Maryland (PJM) 
Power Pool’s wires, and into New York. In 
reality, however, the power flows willy-nilly 
wherever it wants— usually over the path 
of least resistance (but sometimes 011 to a 
neighbor’s already-full wires, causing them 
to overheat, and prompting a mad scram­
ble by the neighbor to shut down genera­
tors and reroute power). Often, most of 
Cinergy’s surplus power wanders into the 
lines owned by neighboring American 
Electric Power (AEP), whose turf extends 
toward Pennsylvania, eastern Ohio, and 
Virginia. The people at AEP, however, arc 
displeased. Under current rules (no pun 
intended), Dayton Power and all those 
other utilities will collect a fee for carrying 
the load, even though most of it goes 
through AEP. "It’s a pain in the neck,” 
says E. Linn Draper Jr., AEP’s CEO.
This is not a trivial problem. Since 

many utilities will have to sell their power 
plants and make money operating power 
lines, how will they be able to charge for 
wheeling a neighbor’s power? Can they

charge extra at times of peak demand? 
No final decisions have been made.

$ 3 2  MILLION PER MILE
If you think driving in New York City is 

tough, try delivering electrons there. Ge­
ography, history, and politics have made 
the place a power wheeler’s nightmare. It 
sits at the bottom of funnel-shaped New 
York State, and all the upstate and out-of- 
state transmission lines that could bring 
cheap power must go underground at 
Yonkers, just north of the city, or run 
through tunnels under the Hudson and 
other rivers. So even if there are gigawatts 
of cheap power available elsewhere, little 
of it can make its way into the city. On a 
hot day, Con Edison needs 11,000 mega­
watts of power but can import only 4,500 
and must generate the rest in the city.
That helps keep residential prices in New 

York City, now 16.2 cents per kilowatt, the 
second highest in the continental U.S., af­
ter nuke-beleaguered Long Island. Con 
Ed, like utilities in many big cities, can’t 
burn cheap coal for environmental reasons 
and must use natural gas or low-sulfur oil. 
In addition, its generators are inefficient.

and it pays a ton in state and city taxes. 
Why not just build more transmission lines? 
“It’s easier to get permission to build a new 
generating plant than a new transmission 
line,” says Jack Fcinstcin, a Con Ed vice 
president. Cheaper too: Running a new 
345,000-volt power line underground from 
Yonkers to midtown Manhattan would cost 
$650 million, Feinstein says.
California has similar problems. Nearby 

states produce vast amounts of cheap 
power, but California has only two major 
links with outsiders: a tangle of wires com­
ing down from Oregon and another link 
that runs from Arizona toward L.A. Only
12,000 of the 40,000 megawatts California 
needs during peak demand can come from 
out-of-state generators.

CALIFORNIA DIVES IN
On Jan. 1, Californians will be able to 

buy power from anybody who offers it. 
That puts California way ahead of almost 
all other states, which have, at best, al­
lowed a few trial programs. But getting 
California utilities to sign on to the plan 
and drop threats of lawsuits required po­
litical horse-trading that exacted a high

The volume of power that utilities sell to one another has boomed. At LG&E in Louisville, traders buy cheap power on the spot market.



M O R T A R  A N D  S T E E L

Compoq C*n»pvi«i Co'po'oii^ 
J'.Mri|Krs tew Coupon 'eg :»o*vd«* S

U'MI I'rtdomotk O'f'CO s(oS'p"',l 
fi-1- if Kuo f< jo '-ocd i<odo^3‘H ol

'.'.Cpr'iAM CT« Cwpo»tf>w



N e e d  E l e c t r i c i t y ?  C a l l  Y o u r  B r o k e r
Electricity is turning into a commodity, bought and sold like any other. 
Soon you’ll have lots of places to buy your power. b y  b e t h a n y  m c l e a n

TRADERS SWIVEL IN I IIEIU Cl IAIRS. EYEING TI IE PI IONES 
and the flashing computer screens. Second by second, they 
monitor commodity prices and weather conditions across the 
country. Tension runs high: A slight delay could cost millions. 
Sounds just like ... Louisville? Here on the trading floor of the 
local utility, LG&E (Louisville Gas & Electric), they’re not 
swapping stocks and bonds; they’re swapping electricity.
The deregulation of the electric utility business isn’t merely 

uprooting ancient monopolies— it’s also creating a whole new 
industry: "power marketing," the buying and selling of elec­
tricity on the open market. In fact, this already huge, rapidly 
developing business may become the biggest commodity mar­
ket in the country. Scott Spiewak of the Power Marketing As­
sociation (yes, there’s already an industry association), says 
about $50 billion of power is changing hands on trading floors. 
Within five years, he predicts, power marketing will be a S2 
trillion business. What's especially impressive is that this is an 
industry that didn’t exist a few years ago. Only in 1992 was the 
wholesale market (i.e., sales of electricity from one utility to 
another) opened to competition: the biggest part of the busi­
ness— selling electricity to businesses and homeowners—  
hasn't even been deregulated yet. In the first half of 1997, al­
most 3K0 million megawatt-hours were traded, six times the 
amount traded during the same period in 1996.
As weird as it sounds, trading electricity isn't much differ­

ent from trading soybeans, oil, or pork bellies. There are 
electricity options and futures contracts, for example. As with 
traditional commodity markets, electricity trailers try to lock 
in prices or speculate on price volatility.
One significant difference from more conventional mar­

kets. however, is that there’s no real way to store electricity—  
and that helps make electricity trading a volatile business. And 
if weather sweeps in or a plant goes down unexpectedly, an im­
mediate shortage may result. Because of these sudden, dra­
matic imbalances in supply and demand, the price of power 
can soar from $2(1 to $ 150 per megawatt-hour almost instantly. 
Tim O'Neill, a managing director at Goldman Sachs, says that 
in a fully deregulated market, electricity prices may be more 
than twice as volatile as the stock market, making electricity 
the most volatile commodity in existence.
Even though power marketing is still new, it’s already trans­

forming the famously stodgy utility culture. Utilities used to 
do business much like kindergarlners— they shared. Now they 
find themselves wheeling, dealing, and generally acting like 
com pel it ive busi nesses.
The biggest culture shock facing utilities has come in the 

form of a whole new set of big, mean players: Wall Street in­

stitutions. Commodity trading is Wall Street’s turf, after all, 
and electricity is too rich an opportunity to ignore. The biggest 
power marketing deal to date— a supply agreement for Ogle­
thorpe Power, a cooperative in Georgia— clearly shows that 
the Street has arrived. Last fall Oglethorpe signed a contract 
with utility LG&E; in March 1997 it signed a second contract 
with Morgan Stanley Dean Witter. Each will supply half Ihe 
electricity Oglethorpe's customers consume— worth well over 
S5 billion over the life of the contracts.
This raises a question: Will people buy electricity from 

fast talkers in very , 
expensive clothing? g
Customers have to I<
believe their supplier -j 
will deliver those 'iU
electrons every day, 2 
which would seem to 
give an edge to util­
ities. Morgan Stan­
ley traders certainly 
can’t run power 
plants. “Power plants 
give them the wil­
lies— might get their 
suits all dirty," jokes .
Robert Hosfcld, Og- jgj 
lelhorpc Power’s 
vice president of 
power marketing. Power marketing in action
Then again, soy­

bean traders in Chicago aren't farmers. Oglethorpe has full 
faith in the elect rieity-supply capabilities of Morgan Stanley, 
which won the contract over Enron, the big natural- 
gas company— and arguably the toughest, most sophisti­
cated power-marketing player of all. Morgan buys and sells 
the equivalent of 2(1% of the world's energy products every 
day. and its executives have no doubt it can handle this elec­
tricity deal.
Whoever comes to dominate (his new industry, power mar­

keting is changing the way people think about electricity. 
There are about 30(1 companies— old-line utilities, gas com­
panies like Enron, investment banks, and others— battling for 
a share of this business. Soon many of them will be coming af­
ter consumers too. Imagine dialing your Morgan Stanley 
Dean Witter branch and charging your electricity supply for 
the month to your Discover card. Your broker, your power 
company. How's that for change?
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THE 20 STATES WITH THE CHEAPEST— AND COSTLIEST— POWER
□ LOWEST rales per kilowatt-hour in 1996 □ HIGHEST tales per kilowatt-hour in 1996

nWashington 4.20 
Idaho 4.00 —  
Oregon 4.80 —

California 9.50 - 
Hawaii 12.10— 
Alaska 10.00

A

 Montana 4.80
 Wyoming 4.40
|--------- Utah 5.30
J Wisconsin 5.30 -

West Virginia 5.20- 
Kentucky 3.70 - 

Tennessee 5.20_

New Hampshire 11.20 - 
Vermont 9.90 -| 

Nev/York 11.10

T _
-Mass. 10.00 

-Rhode Is. 10.50 
Connecticut 10.30 
New Jersey 10.00

price: direct, produccr-to-uscr price 
competition will be thwarted for years.

Here’s what’s happening in California. 
First, to make sure the state’s utilities 
don’t overwhelm would-be competitors on 
the generation side of the business, regu­
lators have pushed the utilities to sell off 
their gas-fired generating plants. Califor­
nia also rolled back rates the big private 
utilities can charge homeowners to what 
they were in June 19%. At about a dime, 
that’s better than the 12 to 13 cents Cali­
fornians had been paying, so complaints 
are few. Lower rate freezes apply for com­
mercial and industrial customers.

Arc the utilities screaming? No. be­
cause regulators also devised a process to 
help them recover losses on those 
“stranded,” or devalued-by-competilion, 
assets. Their costs will drop sharply in the 
next few years. Remember that California 
utilities, like others elsewhere, were forced 
to sign contracts for overpriced power gen­
erated by independent producers; many of 
these contracts were already due to expire 
in the next few years. If, as expenses drop, 
it then costs the utilities, say. only 7 cents 
to deliver a kilowatt, they get to pocket 
Ihe 3 cents and use it to write off their 
overpriced, stranded assets. They have 
fourycars to make, buy, and deliver power 
as cheaply as possible. In 20112, the fixed 
price disappears, and California’s big 
three utilities—Southern California Edi­
son, Pacific Clas & Electric, and San Diego 
Gas & Electric—will have a harder time 
recovering any remaining stranded costs. 
(Some version of California's plan will 
probably be adopted in other states.)

“Whoa,” a California resident might say, 
"now that I can buy from anybody, why
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can’t I buy some of that 2.5-cent power, in­
stead of the l()-cent stuff from SCE or 
PG&E7” Simple. That 2.5-cent or so cost of 
generating power is only about a quarter of 
your total bill. The rest is pretty well fixed. 
The new laws say California homeowners 
will still have to pay their utility for: trans­
mission (0.7 cents), the wires and poles dis­
tributing electricity to your house (2.4 
cents), and state-mandated help for the 
poor (0.1 cents). Hilling and other services 
typically add another 0.4 cents. And every­
body will have to pay 
an additional 3 to 4 
cents to help the 
power companies 
pay off their strand­
ed costs.

CALIFORNIA 
AUCTION

Even if you wanted 
to. you might not 
find cheaper elec­
tricity. Under the 
new rules in Califor­
nia, that power com­
pany in Utah with 
cheap electricity has 
no incentive to sell it
to you at a bargain. More likely, those in 
Utah will get a better price by selling it It) 
the soon-to-be-croated California Power 
Exchange (I'X), a nonprofit clearing­
house mandated by state officials.

Here’s how it will work. Every day, the 
PX will take bids on the power it will need 
Ibr cadi hour of the following day, and lake 
the cheapest power offered. Anybody can 
buy or sell on the exchange. I lowcver, Cal­

ifornia's three big util­
ities must sell and buy 
all their electricity 
through the PX.

Let’s say that a 
company we'll call 
Cheapo Electric of­
fers and sells ten meg­
awatts of power at a 
penny per kilowatt for 
7 A.M. the following 
day. Hut for 8 A.M., de­
mand is expected to 
rise to 15 megawatts. 
Cheapo won't be able 
to provide enough 
one-penny power to 
meet all demand, but 
Outlastate Heat & 
Light offers the addi­

tional five megawatts at the next lowest 
price: 2 cents. Under the PX rules, both 
Cheapo and Outlastate get paid 2 cents 
for that hour of power, even though one of­
fered power at a lower price.

Hy 3 p.m., with hot winds blowing in off 
the desert, California will need all the power 
it can find, and the out-of-state transmis­
sion lines are full. So ElectroGouge Illumi­
nating, a startup that bought old. inefficient 
power plants when the California utilities 
auctioned them off, offers $1.50 per kilo­

watt. If the PX pays 
ElectroGouge 51.50 
per kilowatt for that 
last bit of power, 
everybody else, even 
Cheapo, will get 
paid $1.50. So in 
one day. exchange 
prices have fluctu­
ated between $0.01 
rind $1.50.

Negotiating 
megawatts with 
a beady-eyed 
trader won’t 
be much fun 
for the average 
corporate 
facilities 
manager.

LOWBALLERS 
FRUSTRATED

The Power Ex­
change is not great 
news for Enron, Pa- 
eifiCorp. and other 

big power providers that hoped to come to 
California, offer cheap out-of-state power, 
and develop a cozy relationship with big 
industrial customers. Indeed, the PX is 
another inconvenient product of politics, a 
stopgap measure to help utilities cover 
stranded costs. “It will not be easy for a 
customer to beat the PX price," says Alex 
Miller, vice president for California oper­
ations til PaciliCorp, an Oregon utility



E L E C T R I C I T Y

with coal plants in several Western stales. 
That’s because with Edison and PG&E 
buying from the PX and tacking on the 
same transmission and stranded-cost 
charges as other providers, everybody’s 
price will be about the same.

Lincoln Anderson, the head of Enron’s 
operations in California, is rethinking how 
Enron will attack the California electricity 
business. He can’t succeed for now, he 
siiys, by treating retail electi icity as a com­
modity to be sold at the lowest price. In­
stead. Enron intends to build 'relationships 
with customers by delivering energy- 
related services. They can, for instance, fi­
nance and install new heating, cooling, 
and lighting equipment,

California’s retail electricity business 
will change sharply in 2002, though, says 
Anderson. By then prices will move freely. 
The 3- or4-ecnt surcharge to help the util­
ities pay stranded costs will disappear, and 
the PX may be disbanded. Will) rapidly 
fluctuating prices, he says, Enron will 
flourish. Want a guaranteed flat rate per 
kilowatt for two years? Want one contract 
price for your factory's steady electric load, 
and another that limits the top price you'll 
pay per kilowatt during peak periods? En­
ron, and others, will offer that.

AlliedSignal's $15 ,000 , refrigerator-sized generator will let small 
companies make their own power and could threaten many utilities.

BE PREPARED
Negotiating megawatts with a beady- 

eyed Enron trader won’t be much fun for 
the average corporate facilities managers. 
So get ready now,

1

I

i r  ''iC-

says Catherine Lu- 
tliin, a consultant 
whose work includes 
managing Columbia 
University’s $ I l-mil- 
lion-pcr-year electric 
bill. Big commercial 
and industrial power 
users should analyze 
how their buildings 
and factories use 
electricity, she says.
“You should have at 
least a year’s worth 
of data, gathered in 
15-minute incre­
ments.” Most utili­
ties will collect the information for a 
small fee. Of what use is this data? Power 
prices will probably fluctuate wildly, every 
hour, once competition starts. You may 
have negotiated a flat fee with Enron for 
up to two megawatts of power a day. but 
could have to pay a fortune for anything 
extra you use on a hot August afternoon.

By studying how and 
when each facility 
uses electricity, a com­
pany will know how to 
cut power consump­
tion appropriately or 
negotiate favorable 
powcr-supply con­
tracts. Several firms 
already sell software 
that helps companies 
analyze their electric­
ity usage.

THE MIGHTY 
MICROTURBINE

If you think the 
utilities gel to relax 
once they’ve sold off 
their generators, cozy 
in the thought of all 
those billions’ worth 
of power lines run­
ning down Main 
Street, you’re wrong. 
There is a new threat: 
the microturbine.

In big cities, where 
the cost of providing 
electricity on wires be-

There is a new 
threat that will 
come to haunt 
utilities. It is the 
microturbine. 
Con Edison 
executives 
pooh-pooh it.

low ground is eight times higher than pro­
viding it on poles, an overwhelming 
portion of every customer’s electric bill is 
for distribution—the wires connected to 

your house or of­
fice. What if you 
decide you don’t 
want to pay those 
distribution charges 
anymore?

AllicdSignal, 
the jet engine and 
auto parts com­
pany, hopes you 
will detach from 
the power lines 
and make your own 
electricity. The com­
pany has developed 
a line of small gen­
erators, including 
one for $15,000 

that can produce power for 3.5 to 4.3 
cents per kilowatt-hour. It appears to be 
a masterpiece of simplicity: a turbine, 
with one moving part, that emits virtu­
ally no noise or pollution and can burn 
natural gas. Meat from the exhaust can 
be used l<> boil water or warm a building.
It probably won’t be economical for a 
home, but a Taco Bell stand in Brooklyn, 
say, which probably uses 75 kilowatts an 
hour, could pay it off in two years, claims 
Tony Prophet, an Allied executive.

Executives at Con Ed pooh-pooh the 
threat. New York real estate is too valu­
able to waste on generator space, says one. 
Apartment dwellers wouldn’t want a high- 
pressure gas line running to a rooftop 
generator, scoffs another. Con Ed’s coun­
terpart in Chicago, however, is not so san­
guine. When the Allied generators are 
mass-produced next year. Commonwealth 
Edison’s parent company will have an 
exclusive franchise to sell them in the ter­
ritory of all rival utilities in ten neighbor­
ing slates.

The electricity business hasn’t 
changed much over the past 60 years, so 
it isn’t surprising that there is still a 
strain of denial among those—certain 
utility officials in New York, say—who’d 
rather see things continue as they were. 
But when a supposedly quiescent, 
fossilized utility like Commonwealth 
Edison contemplates assaulting its neigh­
bors, it seems inevitable that competi­
tion will wring every inefficiency from 
this long-protected industry. This is a 
revolution, it’s already begun, and it’s 
about time. □
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E l e c t r i c  u t i l i t y  p o w e r  p la y  b e a r s  c l o s e  w a t c h

Yould

By ERIC YOULDThe winds of change blowing in the elec­tric utility industry could be refreshing, but 
they also have the potential to become a hur­ricane that disrupts consumer access to reli­
able and affordable electricity. Alaskans need to watch this weather 
system with a wary eye.Nationwide, large power users are pushing for a more competitive industry be­cause they want to be able to shop fo r cheaper power than they can get from local utili­ties. Power producers would like to cherry pick these large loads with high profit potential. These interests are driving a debate about restructuring the regulatory framework for the industry.Consumer groups are rightfully concerned that competition could create winners and losers among consumers. Under the current system, utilities are provided exclusive rights to serve all consumers in an area to as­sure they have adequate revenue to pay for capital investments made in order to serve that area. The loss of large loads in a compet­itive deregulated industry could force utili­ties to increase rates to remaining customers in order to pay for unused facilities, what util­ities refer to as "stranded investment." Those most likely to get hit with the bill for strand­ed investment are the customers less attrac­tive to power marketers — the residential and small commercial consumers.Theoretically, restructuring proponents

C U M P A S S
argue, someone will step in to offer these left­over customers cheaper power. In this sce­nario, the only losers would be the stockhold­ers o f investor-owned utility companies that go belly up if they can't compete.This entire model is predicated on a num­ber of assumptions that are not true in Alas­ka. Among these are the assumptions that everyone is on a nationwide interconnected system with the ability to buy power from anyplace, and that most utilities are investor- owned.Alaska is not interconnected with the Low­er 48 and only the Railbelt area is intercon­nected within the state. Alaska’s consumers, not shareholders o f utility companies, are the primary owners o f our generation, transmis­sion and distribution facilities.A higher percentage o f the residents of this state get tf>eir electricity from a consumer-owned electric cooperative than the residents o f any other state. Sixty-nine percent of Alaskans are served by a coopera­tive. More than 90 percent o f residential cus­tomers are served by either a cooperative or a municipal utility. In contrast, 75 percent of all electric utility customers nationwide are served by an investor-owned utility.

Most utilities in Alaska are not motivated by profit but rather to provide electricity at the lowest reasonable cost. The "sharehold­ers" that would suffer losses under the pro­

Flinging the regulatory doors open to the winds of competition 
could disrupt electric service. Reliability under the proposed 
model assumes that someone will provide service if a utility fails. 
That is not likely in communities off the grid where profit margins 
are thin or nonexistent, such as in rural Alaska.
posed model are the consumer-owners o f co­operatives, municipal taxpayers, and the state of Alaska.Flinging the regulatory doors open to the winds of competition could disrupt electric service. Reliability under the proposed model assumes that someone will provide service if a utility fails. That is not likely in communi­ties o ff the grid where profit margins are thin or nonexistent, such as in rural Alaska.Alaska's rural residents typically pay more than four times the state and national average cost o f electricity. They get some heip through the state’s Power Cost Equalization (PCE) program, which pays part o f the cost of basic electricity use for rural residents. But even after receiving PCE, residents of 102 communities actually pay more than twice the rate Anchorage residents pay for elec­tricity. The program is a symptom of the re­ality that there are few places in rural Alaska where it is profitable to provide affordable power.Alaska’s consumer- and community-owned rural utilities are working lo improve effi­ciencies, and lead the effort to develop new technologies that can reduce costs. The over­all fuel efficiency o f PCE utilities, as mea­

sured in kilowatt-hours sold per gallon of fuel, has increased 22 percent since 1985. In novntive projects are under way using new computer and fuel cell technologies and de­veloping cost-effective ways to generate power from our abundant renewable re­sources, such as wind, water, geothermal and tidal energy.: While utilities work to reduce rates, rural Alaskans canrtot afford disruptions that in­crease electricity costs. "Cherry-picking” large loads due to unchecked competition, es­pecially in rural communities, could cause utilities to fail, with no replacement for that loss. The lights could go out for rural resi­dents unless the state of Alaska steps in to provide power. [ ' ; •We have a lot at stake in Alaska and little room to make mistakes. There may be bene­fits of restructuring the industry that are worth exploring. But we need to carefully consider how the winds o f this change can be harnessed so that they truly benefit Alaska's electricity consumers.
J Eric Yould is oxocutivo director of tho Alaska Rural Electric Cooporativo Association, a trade association for electric and cooporativo utilltlos.
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residents in the area are still hoping an alternate route 
can be found.
. . . “ From the beginning we thought this route was a 
mistake," said Savaja W orthington, a resident o f  
Amonson Road near the trail that is in its second sea­
son o f  use.

The Worthington family has led the fight against

'
U t i l i t ie s  o p e n  p o w e r  p la y
E l e c t r i c  c o m p a n i e s  
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environment —  a concern that was so great they hi. 
involved the Department o f  Environmental Conser 
tion (DEC), the U.S. Corps o f  Engineers and their si. 
legislator.

In a letter to Al Meiners, superintendent o f  Chug;. 
State Park, dated June 4, W illiam  R. Rie 

(See TRAIL, Page 2)

By LEE JORDAN
A la s k a  S t a r  E d itor

The opening shot in a long-an­
ticipated power play between elec­
trical utilities was fired Sept. 19. In 
a letter bearing that date, Chugach 
Electric Association told Municipal 
Light &  Power (M L& P) that it in­
tends to serve a condominium as­
sociation deep in the heart o f  the 
city utility’ s service area.

“ Chugach will begin to sell elec­
tric power to one or more custom­

ers in the area currently served by 
M L&P distribution facilities in the 
next several weeks," the letter be­
gan. Those words turned into a 
shout v/hat were whispers about 
“ competiton”  within Alaska utility 
circles for the past two years. It was 
a subject the power providers until 
now have been reluctant to discuss.

The Chugach salvo was heard 
around the state and brought words 
o f  caution from Matanuska Electric 
Association (M EA), the smallest o f  
the three utilities providing electric 
power within the Municipality o f  
Anchorage.

It also brought charges that 
(See COMPETITION, Page 2)
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COMPETITION: (Continued from Page 1)

M L&P itself had started the battle by under­
selling power to a Chugach wholesale cus­
tomer.

In his letter, Chugach General Manager 
Gene Bjomstad told M L&P Acting General 
Manager Hank Nikkels that Chugach had 
been asked to supply electrical service to 
Boardwalk Condominiums at 201 Barrow —  
a stone’ s throw from the M L&P generating 
plant.

Nikkels did not return phone calls placed 
to his office. However, municipal spokesman 
Chuck Albrecht said Bjomstad’ s request to 
establish a rate for a “ reasonble access 
charge”  will be denied.

“ We have a license to serve in a specific 
area,”  A lbrecht said o f  the c ity -ow n ed

utility. “ There has been no legislation to 
change (the boundaries o f) that area. W e in­
tend to operate in our service area.”

That “ license”  .is called a Certificate o f  
Convenience and Necessity and is issued by 
the A laska Public Utilities C om m ission 
(APU C). , "  X '

M L&P does have such a certificate, said 
APUC Chairman Sam Cotten. Under their 
respective certificates, utilities are limited to 
operate within prescribed bounds.

However, Cotten conceded that the situa­
tion could change as the result o f  a complaint, 
a tariff revision or legislation. He noted that 
there is a national trend toward “ restructur­
ing”  within the electrical industry.

“ Chugach is making an aggressive move,”

Cotten said.
“ It is a very serious move,”  confirmed Ray 

Kreig, a member o f  the Chugach board o f  
directors. Kreig also happens to own seven 
commercial office  suites in the Boardwalk 
Condominiums which contains 26 residen­
tial units in addition to the office space.

“ The condo association shopped for the 
best price. They found they could gain a 9.3 
percent savings, amounting to $994 a year 
o f f  their electric bill,”  Kreig said.

That savings apparently is based on 
Chugach’ s estimate o f  the “ wire cost”  within 
the M L & P rate structure. Bjornstad said 
M L& P figures indicate Chugach customers 
should pay less than 3 cents per kilowatt hour. 
The d ifference between that charge and

M L& P’ s retail rate would cover Chugach’ s 
billing costs and make it worthwhile for the 
cooperative to do business in city territory.

W ayne C arm ony, general manager o f  
-M&tanuska Electric Association (M EA), said 
he anticipates a major concentration o f  ef­
fort in industry restructuring.

His c o n ce rn , C arm on y  said, is that 
“ they’ re going to possibly rush into a defini­
tion o f  how  competition will be practiced 
before assessing the impact on ratepayers.”

Carmony would prefer to see a “ controlled 
pilot project involving an entire class o f  con­
sumers. Let them g o  at it, then collect and 
gather information from both the utilities’ and 
consumers’  perspective so APUC or other 
regulators can make a sound decision.”
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f r o m  A S T F
By KIM RICH
Daily News reporter

T h e  A laska  S c ie n ce  & 
T e ch n o lo g y  Foundation has 
ap p rov ed  a $1.5 m illion  grant 
fo r  a loca l com pan y  to d eve l­
op  th e  n e x t  gen era tion  o f  
te ch n o logy  and so ftw are  that 
cou ld  sign ifican tly  low er the 
co s t  o f  gen eratin g  e le c tr ic  
p o w e r  in rural A laska, the 
state a g e n cy  said.

T h e  A S T F  board  app roved  
the grant F riday to b e  paid  to 
D istribu ted  Solutions Inc., a 
soon -to-be  fo rm e d  com pan y 
that w ill use the grant to test 
and p ro d u ce  a p rodu ct ca lled  
In telligent E lectron ic  D ev ice  
(IE D  2.0), the foundation  said. 
T h e  s o ftw a r e  u ses  d ig ita l 
te ch n o log y  to rem ote ly  con ­
tro l and m on itor the opera ­
tion o f  d iesel p ow er  plants.

D SI, w h ich  is bein g  in cor­
porated  as part o f  the grant’s 
re q u ire m e n ts  f o r  fu n d in g , 
w ill b e  ow n ed  b y  A laska P ow ­
e r  S y ste m s  o f  A n ch ora g e , 
w h ich  e a r lie r  re c e iv e d  
$81,000 o f  ASTF funds to de­
ve lop  the first generation  o f  
the p o w e r  m on itoring  so ft­
w a re , a c c o r d in g  to Jam ie  
K en w orth y , ex ecu tiv e  d irec­
to r  o f  ASTF'.

G enerating e lectr ica l p ow ­
e r  in A laska ’s sm aller co m ­
m unities can  b e  fiv e  tim es 
the p r ice  paid  b y  residents o f  
A n ch ora ge  and Fairbanks, he 
said. T h e  first generation  o f  
the IE D  tech n o logy  is bein g  
used  in about a half-dozen 
ru ra l co m m u n itie s , w h ere  
s o m e  co s t  sav in gs  a re  a l­
re a d y  b e in g  rea lized , said 
B rian  C hron ister o f  A laska 
P ow er System s.

K en w orth y  estim ates that 
as m any as 60 com m unities 
a cro ss  A laska cou ld  ben efit 
fro m  the n ew  so ftw are  on ce  
it is deve lop ed .

“ W e w ant te ch n o lo g y  to 
lo w e r  costs  to the con su m er,”  
K en w orth y  said.
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R e p re s e n ta t iv e  N o rm  R o k e b e rg , C h a irm a n  
I lo u s e  L a b o r  a n d  C o m m e rc e  C om m it te e  
S ta te  C a p ita l B u i ld in g  
Ju n e au , A la s k a  9 9 8 0 1

R e : M B  2 3 5

D e a r  R e p . R o k e b e rg .

K o d ia k  E le c t r ic  A s s o c ia t io n  ( IC E A ) s u p p o rts  the  passag e  o f  M B  2 3 5 . K E A  is a m e m b e r  ow n ed  
c o o p e ra t iv e  th a t p ro v id e s  s e rv ic e  to  the c o m m u n it ie s  o f  K o d ia k  a n d  P o r t  L io n s . W e  p u rc h a se  
e le c t r ic a l e n e rg y  f ro m  the s ta te  o w n e d  T e r r o r  L a k e  H y d ro  P ro je c t  an d  o w n  b a c k  up  an d  p e a k in g  
d ie se l g e n e ra t io n . K E A ’ s e le c t r ic a l s y s tem  is is o la te d  in tha t th e re  is n o  e le c t r ic a l c o n n e c t io n  w ith  
a n y  o th e r  s y s tem .

O u r  c o m m u n ity 's  e c o n om y  is based  on  the s e a fo o d  in d u s t ry . K E A ' s  in v e s tm e n t in e le c t r ic a l p la n t  
has been  m ad e  to  p ro v id e  re lia b le  e n e rg y  to  the  la rg e  s e a fo o d  p ro c e s s in g  p lan ts  as w e l l as re s id e n t ia l 
m e m b e rs . I u n d e rs ta n d  tha t the p ro v is io n s  o f  M B  2 3 5  w o u ld  p ro v id e  p ro te c t io n  to  the  re s id e n t ia l 
m e m b e rs  o f  K E A  by p re c lu d in g  the  p ra c tic e  o f  “ c h e r ry  p ic k in g "  o u r  la rg e  lo a d s . A  d e c is io n  to  
a l lo w  a d u p lic a te  c e rt i f ic a te  o f  p u b lic  c on v en ie n c e  m ust be based  o n  c le a r  an d  c o n v in c in g  e v id e n c e  
th a t is in  the  best in te re s t o f  a l l  c o o p e ra t iv e  m em b e rs . C h e r ry  p ic k in g  o f  K E A ’ s la rg e  lo a d s  w i l l 
re s u lt  in  in c re a se d  ra te s  f o r  the s m a ll u se rs .

W e  th a n k  y o u  f o r  y o u r  s u p p o r t  o n  th is  m o s t im p o rta n t le g is la t io n .

S in c e re ly ,

^  'V

E d w in  K .  K o z a k  
G e n e ra l M a n a g e r



C O M M I T T E E :
HOUSE LABOR & COMMERCE

D A T E :  APRIL 16, 1997

O ffic ia l Dualnnaa

PLEASE PRINT! 
NAME

S u b j e c t  o f  m e e t i n g :
HB 235 -  ELECTRIC UTILITY SERVICE

ADDRESS (MAILING) & (ZIP) PHONE REPRESENTING DO YOU WANT 
TO T E S T IF Y  ?

"7 Kjf W  ̂



15: 48: 20 PARTICIPANT L IS T  (T E S T IF IE R S  ONLY)

TCN:70621 SCHEDULED FOR:04/16/97 15:15 TO 17:15

0 4 / 1 6 / 9 7  L E G I S L A T I V E  T E L E C O N F E R E N C E  NETWORK S Y S T E M L T N 1 1 5 0

B Y : J N U

F O R : A L L

PUBLIC HEARING HOUSE

LOCATION: ANCHORAGE 
HB 235 BOB MARTIN

HB 235 C H A R ^ WALLS

HB 235 ROGER KEMPEL

HB 235 JOHN HANDELi

LOCATION: FAIRBANKS
HB 235 MS. VAYLA

LOCATION: GLENNALLEN
HB 235 MR. ROBERT

LOCATION:HOMER
HB 235 MR. NORM

LABOR & COMMERCE

-V

COLONELL

WILKINSON

T E S T IFY  

T E S T IFY  

T E S T IFY

MAYOR OF NOME T E S T IF Y

GVEA T E S T IFY

T E S T IFY

STORY HOMER ELECTRIC T E S T IF Y

LOCAT ION rKfrfCHxKAlf
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A u g u s t  2 1 ,  1 9 9 7

Good Afternoon, Ladies and Gentlemen

I am very pleased that Mr. Eric Yould invited me to be here during 
your annual meeting. It’s been a long time since I was in 
Cordova. It is nice to get a chance to get reacquainted with the 
fine folks who call this Alaskan community home.

For those of you who are not familiar with my background. I am 
Norman Rokeberg and I represent District 11, West Anchorage 
from middle Spenard south to the middle of the Sand Lake area. 
This is my second teim with the Alaska House of 
Representatives.

Currently, I am Chairman of the House Labor and Commerce 
Committee.

Labor and Commerce has oversight over the Alaska Public 
Utilities Commission and the utilities it regulates. Activities of the 
Department of Commerce, the Alaska Railroad Corporation,
AIDA, the Alaska Seafood Marketing Institute.

Today, I am here to learn from you - about the activities of 
Alaskan electrical.

Basically, the issue before the Labor and Commerce Committee 
is HB 325. The committee introduced this bill on behalf of the 
members of ARECA.

The bill is short and can be summarized as a bill that authorizes 
competition among electrical utilities. The bill also establishes a 
“clear and convincing evidence” standard for the Alaska Public



Utilities Commission in granting a competing certificate of public 
convenience for retail electrical service.

I have reviewed the minutes of the House Labor and 
Commerce Committee meeting held last April 16, 1997, on HB 
235. And there are additional issues needing clarification that 
have been not fully addressed.

So our task today - is for all of us to roll up our sleeves and figure 
out how to:

achieve competition in retail electrical service, 

lower rates for consumers

and prevent cherrypicking.



SENT BY:

v*.
ALASKA VILLAGE ELECTRIC COOPERATIVE, INC.

September 9 ,1997

Dr. James Kenworthy, Executive Director 
Alaska Science &  Technology foundation 
4500 Diplomacy Drive - Suite 515 
Anchorage, Alaska 99508-5918

Jamie,

This is to respond to your September 5 letter, follow ed by your visit yesterday to my office.

1 believe you have made your intentions clear, A t this juncture I think w e have to just agree to disagree with 
respect to your financing Alaska Power Systems dba Distributed Solutions, Inc. To say that we arc 
disappointed by A STF ’s $1.5 million bail out o f  Scot Thom pson’s enterprises is an understatement. A s your 
own research now shows, the digital control system market for power generation has many well established 
and reputable companies doing essentially the same thing DSl is attempting. The odds o f  DSI’ s success are 
slim, particularly without the support o f  A laska's electric utility industry.

Scott Thompson has made his contempt for Alaska’ s electric utilities well known. He likes to refer to 
A V E C ’ s plants as obsolete, stranded investment. It is true that we have been in business for thirty years and 
a lot o f  our equipment is older technology. However, we arc steadily investing at the late o f  two to three 
million dollars per year to renew and replace our plant. A s a result our average system wide fuel efficiency 
lms doubled over the past twenty years and that trend continues. The enclosed graph I gave you illustrates the 
latest diesel technology we arc deploying which produces 15 to 16 kWh per gallon o f  number I diesel fuel in 
A V E C ’s lest lab. The best that the older engine technology, such as APS is using, can do is 13 to 14 kWh 
per gallon o f  number I diesel under our lest lab conditions. Thus our village plants equipped with this state 
o f  the art diesel electric technology are performing at a fuel efficiency level beyond the reach o f  the APS 
system.

It has been made abundantly clear to us that the objective o f  the APS consortium is to compete with the 
utilities, not to assist the utilities in their m ission W e see the predatory practices o f  APS around the stale 
(such as in the Copper Valley Electric Association’ s service area) as damaging ihe residential and small 
commercial consumers and clearly not in the best public interest. Competitors, by definition, do not 
cooperate. A t this juncture I would say the chances o f  A  VEC or any other bonified public utility doing 
business with APS or DSl or any o f  their associated companies as somewhere between slim and none. Quite 
the contrary. W e will be stepping up our efforts to hold them accountable for their actions and to provide 
them with formidable competition.

Sincerely,

Charles Y. Wails 
President &  CEO

PoaMV Fax Note 1 7671
OalvC t/g /G ^  jpntjeŝ

CoJOeW 0 

Phone *

Ffom f a  . - / L l a A z l .—
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SENT BY:

ALASKA. VILLAGE ELECTIUC COOPERATIVE, INC.

F o r  im m ed ia te  re lease  
S e p t e m b e r 5 ,1 9 9 7

A V E C  President Awarded In d u s try ’ s H ighest H onor

C h a r le s  Y . W a lls , P re s id en t and C E O  o f  A la sk a  V illa g e  E le c tr ic  C o op e ra t iv e  (A V E C )  recen tly  
rece ived  the highest h o n o r  aw arded  by  the s ta te ’ s e lec tric  u tility  industry , the M ason  L aZ e lle  
M em o ria l A w ard . The aw ard  is p resented to  ind iv idua ls w h o  have m ade ou tstand ing  
con trib u tion s  to  ru ra l e le c trific a tion  e f fo r ts  in  A la ska . T h is  y ea r ’ s aw ard  w as presented A ugust 21 
at the annua l aw ard s banquet o f  the A la ska  R u ra l E le c tr ic  C o op e ra t iv e  A ssoc ia tion  (A R E C A ).

M a son  L a Z e lle  w as th e  G en e ra l M an age r at M a tan u ska  E le c tr ic  A ssoc ia tion  (M E A ) in the  1960's , 
a t im e  when co op e ra tiv e s  w e re  ac tive ly  he lp ing  com m un ities estab lish  cen tra l s ta tion  service. 
L a Z e lle  w as p a rtic u la r ly  ac tive in th is e f fo r t . In  the e a rly  sixties, M E A  bu ilt genera tion  and 
d is tribu tion  fac ilitie s  f o r  v illa g e s  in S ton y  R iv e r  and U n a la k le e t and  p e rfo rm ed  som e consu lting  
w o rk  f o r  the com m un ity  o f  T y on ek . L a Z e lle  d isappeared  o n  F eb ru a ry  2 7 , 1 9 6 8  as he p ilo ted  a 
Cessna 1 8 5  betw een N u la to  and U n a la k le e t.

A s  P res iden t and C E O  f o r  A V E C , M r. W a lls  is re sp on s ib le  f o r  the  continued  p ro v is io n  o f  re liab le  
and a ffo rd a b le  e le c tric  se rv ice  to  residents o f  5 0  v illa g e s  th rou gh ou t A laska  “ In  his cu rren t jo b , 
he has been a s trong  ad voca te  f o r  the c o -o p ’ s m em bers and has been  th e  cata lyst fo r  the fo rm a tio n  
o f  the A R E C A  R u ra l Is su es F o ru m ,”  said A R E C A ’ s P res iden t, K e n  Lan cas te r in presenting the 
aw ard .

T h e  A R E C A  R u ra l Is su es  F o ru m  brings tog e th e r ru ra l u tility  m anagers to  discuss w ays to  
im p ro v e  se rv ice  to  ru ra l A la sk an s  and to  ad voca te  f o r  ru ra l in terests . I t  is ac tive ly  p rom o tin g  a 
lo n g  te rm  fund ing  p lan f o r  the P o w e r  C o s t E qua liza tion  p rog ram , which p ro v id e s  assistance to  
ru ra l consum ers  in pay ing  their e lec tric  b ills . W a lls  is a lso  C ha irm an  o f  the  A R E C A  M anagers 
A ssoc ia tion , C ha irm an  o f  the A la ska  System s C oo rd in a tin g  C oun c il, C hairm an o f  A la sk a  E ne rg y  
Se rv ices , In c ., S e c re ta ry  o f  A R E C A  In su ran ce  M anagem en t Inc ., and serves on  the B o a rd  o f  
D ire c to rs  o f  A R E C A .

B e fo re  jo in in g  A V E C  in 1 9 9 2 , W a lls  had w o rk e d  on  m any u tility  p ro je c ts  from  M e tla k a t la  to  
B a r ro w  since com ing  to  A la ska  in 1968  and go in g  to  w o rk  f o r  R o b e rt W . R e th e r lo rd  &
A ssoc ia tes , C on su ltin g  Eng in ee rs . In  add ition  to  his w o rk  w ith  R e th e r fo rd  and A V E C , W a lls  has 
se rved  as G ene ra l M an ag e r o f  the G la c ie r H ighw ay  E le c tr ic  A ssoc ia tion  in sou theast A la ska  and 
as G ene ra l M an age r o f  the K o o te n a i E le c tric  C o op e ra t iv e  in n o rth e rn  Id ah o . “ Y o u  have ce rta in ly  
su rp rised  m e w ith  this h o n o r”  said W a lls  in  accepting the  aw ard . “ I  lo o k  fo rw a rd  to  continu ing 
the w o rk  w ith  y ou  to  p ro v id e  re liab le  and a ffo rd a b le  e lec tric  se rv ice  in ru ra l A la sk a .”

9 -  9 -9 7  : 8 : 15AM :ALASKA VILLAGE ELECT- ;#  3 /  3
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3 New 1800 RPM Detroit Diesel Series 60 12,7 Liter Engine With 12.7 Liter Turbo

Alr-to-AIr Aftercooollng; 1/4 H.P. © 1725 RPM; 4.5 F.LA. 115 VAC Fan;
Garrett Charge Air Cooler P/N 485440-5001, S.N. VF-0179-Q, Customer P.N. 01-21387-000 
With 300 KW 8 25 KW Step to 325 KW

25.00
Generating Efficiency

New 1800 RPM Cummins 
K19 G2 19 Liter Engine

Jacket Water Aftercooling

225 250 275 300 325 350 375

Gallons of Fuel Per Hour •  Gcneratlr>g Efficiency KWHr/Gal (KTA 1902} \j



L E G IS L A T IV E  R E F E R E N C E  L IB R A R Y

L E G IS L A T IV E  A F F A IR S  A G E N C Y  
S T A T E  O F  A L A S K A

(907) 465-3808
FAX (907) 465-2029 130 Seward Street, Suite 400
Mail Stop 3101 Juneau, Alaska 99801-2105

C o p ie s  o f  m in u te s  lis te d  b e lo w  w e re  o r ig in a l ly  in c lu d e d  in  th is  f i le .  T h e  m in u te s  a re  
a v a i la b le  o n  th e  le g is la t iv e  c o m p u te r  d a tab ase . In  o rd e r  to  s a ve  space  c o p ie s  o f  m in u te s  h a v e  
n o t  b e e n  le f t  in  th e  f i le s .

M a iy  P a g e n k o p f



“ A n  A ct  relating to serv ice  areas fo r  utilities certificated  to  p ro v id e  e lectric utility 
se rv ice  and to  the defin ition  o f  ‘ general public* fo r  utilities fu rn ish in g  e lectric 
se rv ice .”

B E  I T  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T IIE  S T A T E  O F  A L A S K A :

♦Section 1, IN T E N T . I t  is  the in ten t o f  secs. 2  and 3 o f  th is A c t to state the 
. p o lic y  o n ly  conce rn ing  se rv ice  areas f o r  e lec tric  u tilit ie s . T h e  am endm ents m ade  by  
those  section s o f  th is A c t d o  no t a p p ly  to o th e r u t i lity  serv ices.

♦Sec. 2 .  A S  4 2 .0 5 .2 2 1  is  am ended b y  add ing a new  subsec tion  to  read :

(g )  T h e  c om m iss ion  s h a ll n o t p e rm it o the r u tilit ie s  to  p ro v id e  re ta i l 
e le c tric  se rv ic e  in  an  area fo r  w h ich  a ce rtifica te  to  p ro v id e  such se rv ice  lia s  
a lre ad y  been  g ran ted  except upon a  fin d in g  that such com pe titiv e  se rv ice  is c le a r ly  
in  the p u b lic  in te res t and does n o t h a rm  the o i lie r  custom ers se rved  by  the u t i lity  
■with the ce rtifica te .

♦Sec. 3 . A S  4 2 .0 5 .9 9 0 (3 )  is  am ended to read :

( 3 )  “ p u b lic ”  o r  “ g en e ra l pub lic ”  m eans

(A )  a  g roup  o f  10 o r  m o re  custom ers that pu rchase the se rv ice  o r  
c om m od ity  fu rn ish ed  b y  a  pub lic  u ti lity ;

( B )  one o r  m o re  custom ers that pu rc lia se  e lec tric  se rv ice  f o r  use 
w ith in  an  area that is  ce rtifica ted  to  [A N D  P R E S E N T L Y  O R  
F O R M E R L Y  S E R V E D  B Y ]  a i l e lec tric  u ti lity  i f  the to ta l annua l 
com pensa tion  n n id  by c u s tom e rs  lo c a te d  w ith in  th a t  c e rt if ic a te d  a re a  
to  en tit ie s  th a t p ro v id e  e le c t r ic a l s e rv ic e  o t l i e r  th a n  th e  c e rt i f ic a te d  
u t i l i t y  [T H A T  T H E  E L E C T R IC A L  U T IL IT Y  R E C E IV E S  F O R  S A L E S  
O F  E L E C T R IC IT Y ]  exceeds $ 5 0 ,0 0 0 ; and

(C )  a u ti lity  pu rchasing  tlio  p roduc t o r  se rv ice  o r  p a y in g  fo r  the 
t ian sm iss ion  o f  e lec tric  ene rg y , natu ra l o r  m anu fac tu red  gas, o r  p e tro leum  
p roduc ts  that arc re -s o ld  to a  pe rson  o r  g roup  in c lu ded  in  (A )  o r  ( B )  o f  th is 
pa rag raph  o r  that arc used to p roduce  the se rv ice  o r  c om m od ity  so ld  to the 
p u b lic  b y  the u tility .



(907) 486-7700 Box 707 
KODIAK, ALASKA 9 9615  
MEMORANDUM

TO: LARGE POWER MEMBERS

FROM: ED KOZAK, General Manager £ ,(~

DATE: JANUARY 19, 1998

S U B J E C T : P R E S S  R E L E A S E : P ow er O utage Jan u ary  17, 1998

I-a le  S a tu rd ay  even ing  on  Jan u a ry  17 , die T e r r o r  L a k e  tran sm iss ion  lin e  trip ped  o p en  caus ing  a 
p ow e r ou tage to  parts o f  the K o d ia k  a rea . Backup d ie se l g en e ra to rs  w ere  sta rted and p ow e r was 
re s to red .

A n  a e r ia l in spection  was conducted  o f  the tran sm iss ion  lin e  la te  Sunday  a fte rn o o n . Ic ing  was 
found  o n  som e o f  the c on d u c to rs . A  rep a ir c rew  was f low n  to d ie  s ite  and som e  o f  the ice was 
rem oved , h ow eve r due to the darkness o f  die even ing , the e f fo r t  to  de-ice the c onduc to rs  was not 
com p le ted . W ea th e r p e rm ittin g , o u r  c rew s w ill aga in  try  to  de -ice  d ie  c ond u c to rs  on  M on d a y .

T h e  recen t w eather in  d ie  u p pe r e leva tion s a lon g  the tran sm iss ion  lin e  rou te  re su lted  in  h eavy  
icing cond ition s . T h e  ice is heavy and the conductors sag because o f  the added w eight. D o e s  th is 
sound fa m ilia r?  W e  a re  expe rienc ing  ic ing p rob lem s on  the T e n o r  L a k e  tran sm iss ion  line  s im ila r 
to the ic in g  p ro b lem s  o n  the E ast C oas t.

I f  recen t w eath e r patterns con tin ue , w e m ay again  have system  d is tu rb ances . K E A  w ishes to 
thank e v e ry o n e  fo r  the ir patience du ring  these p rob lem s .

I f  y o u  have any qu estion s , p lease  con tac t m y s e lf at 4 8 6 - 7 7 0 7 . o r  W e s  H i l lm a n  a t 4 8 6 - 7 7 1 4 .

ouu&c\jnnl7.!M
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A l a s k a  P o w e r  S y s t e m s  p r e s i d e n t  F r a n k  T u c k e r ,  t e l l i g e n t  e l e c t r o n i c  d e v i c e "  th at  is  u s e d  in t h e  
le f t ,  s t a n d s  in a  p o w e r  p la n t  m o d u l e  h is  c o m p a -  s y s t e m .  A t  r ig h t  i s  c h i e f  d e s i g n  e n g i n e e r  Bil l  
n y  c a n  in s ta l l  in B u s h  A l a s k a  a n d  m o n i t o r  fr o m  a  T h o m s o n  w i t h  a  l a p t o p  c o m o u t e r  q q u i p p e d  w ith  
c o n t r o l  r o o m  in A n c h o r a g e .  H e  is  h o ld in g  a n  “ in- s p e c i a l  s o f t w a r e .  'I I

C u t t i n g  t h e  c o s t  o f  p o w e r
Alaska Power’s sophisticated rural system worries other utilities
By HELEN JUNG
Daily News reporter

With the click  o f  a com p u ter m ouse in his South 
Anchorage o ffice , Scott T hom pson  can flick  on the 
lights for  Nelson Lagoon, som e 550 m iles away.

H e also can turn o f f  on e generator, ch eck  the ex­
haust tem perature, m onitor how  m uch fuel is being 
used and even ov ersee  an oil change, all without 
leaving his desk.

The system , said T hom pson , cn ic f  executive o f  
A nchorage-based Alaska P ow er System s, is an in­
novative way to p rov ide  e lectr ic ity  to A laska’s rur­
al com m unities ch eaply  and efficien tly .

O ver the last tw o years, the A n ch orage com pany 
has set up pow er system s fo r  a dozen rural Alaska 
com m unities, as w ell as p m  in Hawaii. That expan­
sion. the potential fo r  m ore, and Alaska Pow er's se­
c re cy  about its tech n ology  has m ade utilities from  
around the state nervous about a com petitor taking

Please see Page F-3, POWER

V is i to r s  to u r  a  p o w e r  m o d u 's  during t h e  A l a s k a  
P o w e r  S y s t e m s  o p e n  h o u s e  T u e s d a y  m o r n in g  in 
S o u t h  A n c h o r a g e .
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away their business o r  key 
custom ers.

At the u rg in g  o f  a state 
a gen cy  that has h elped  fund 
A laska P ow er, the com p a n y  
on T u esday b r ie fe d  u tilities 
from  around the state  on its 
te ch n o lo g y  and its p o ten ­
tial.

O ver its 16 years, Alaska 
Pow er has developed  a sys­
tem that com bin es a set o f  
p ow er gen era tors  w ith  its 
evolving techn ology  that con ­
trols the am ount o f  p ow er 
and how it is delivered  to a 
com m unity. The brains o f  the 
everyday operation are in the 
"in te lligen t e le c tr o n ic  d e ­
v ice "  installed with the on ­
site generators and con n ect­

ed by  phone line to engineers 
in A nchorage, w ho change, 
maintain and som etim es fix 
the system  without leaving 
their desks. A less-sophisti­
cated  version  o f  such a de­
v ice  runs cru ise  control in 
cars.

Ir. m any rural com m uni­
ties, the e le ctr ic  costs can hit 
50 cents p er kilowatt hour, 
com pared  with 9 to 11 cents 
in A nchorage, said Bob Lohr, 
head o f  the Alaska P ublic 
U tilities Com m ission. Find­
ing solutions to the high cost 
o f  e le ctr ic ity  m ay b ecom e  
even  m ore critical if state 
subsidies expire.

U nreliable and expen sive 
e lectric ity  also hinders e c o ­
nom ic developm ent, said J e ff  
Smith, with NANA D evelop ­

ment Corp., a N ative com pa­
ny.

A laska P o w e r 's  system  
helps cut costs  by autom ati­
cally firing up a sm aller gen ­
era tor to run during low-de- 
mand ho n s or  tapping a larg­
er  one It., peak usage, said 
Frank T ucker, Alaska Pow er 
president. That's m ore e f f i ­
cient than relying on one big 
generator to p rovide the e le c ­
tricity, no m atter what the 
dem and.

The system  has cut costs 
JO percent fo r  Chenega Bay, 
said Carol Ann R oberts, a res­
ident w ho m aintains the sys­
tem  fo r  Alaska Pow er. T he 
steady stream  o f  p ow er is 
a lso  fa r  m ore  con ven ien t 
than the v illage ’s previous in- 
house system .

“ M y app lian ces  a ren ’t 
burning up because o f  pow er 
fluctuations." she said.

I he A laska S cien ce  and 
T echnology Foundation in­
vested $81,000 in 1991 to help 
the com pany develop  the sys­
tem ’s electron ic d ev ice  and 
m ay con sider funding p ro ­
duction o f  a m ore advanced 
version under developm ent, 
said Jam es K enworthy, e x e c ­
utive d irector.

A laska ’s utilities have 
been frustrated in the past by 
s e cre cy  from  Alaska Pow er 
o v e r  its system , said E ric 
Yould, execu tive  d irector o f  
the Alaska Rural E lectric C o­
operative Association. They 
need to assess such data as 
how to integrate the system  
with their netw orks, how

m uch it costs  to set up, and 
how they operate in A rctic  
clim ates, he said.

They also are w orried  that 
A laska P ow er m ay steal 
aw ay a rural com m u n ity ’s 
biggest cu stom er — such as 
a school — and leave the rest 
o f  the ratepayers with even 
b ig g er  e lectric ity  bills, Yould 
said.

Alaska Pow er said that as 
deregulation occu rs , the utili­
ties will need to focu s  not on 
Alaska P ow er but on the 
w hole spectrum  o f  com peti­
tion. T h ey  added that the 
com pany is willing to w ork 
with utilities and form  part­
nerships as they have with 
N AN A D evelopm en t in 
bringing low er-cost e lectr ic i­
ty to Deadhorse.
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T h e  H o n o ra b le  N o rm a n  R o k e b e rg  
A la s k a  S ta te  L e g is la tu re  
S ta te  C a p ito l 
Ju n eau , A K  9 9 8 0 1 - 1 1 8 2

T h e  H o n o ra b le  J e r ry  S a n d e rs  
A la s k a  S ta te  L e g is la tu re  
S ta te  C a p ito l 
Ju neau , A K  9 9 8 0 1  - 1 1 8 2

R e : A P U C  A u th o r ity  

D e a r  R ep re s e n ta t iv e s  R o k e b e rg  and S an d e rs :

A t the H ou se  L a b o r  and C om m e rc e  C om m itte e  h ea rin g  on  H B  2 3 5  o n  A p r i l 16 , 1 9 9 7 , y o u  
a sked  R o b e r t  A . L o h r , E x e c u t iv e  D ire c to r  o f  th e  A P U C  f o r  a re p o rt o n  th e  C o m m is s io n ’ s a u th o rity  to  
issue  an  e le c t r ic  u t i lity  a c e r t i f ic a te  tc  c om p e te  w ith  an  e x is t in g  u t i li ty , and  to  im p o se  c o n d it io n s  that 
p ro tec t the p u b lic  f ro m  “ c re am -s k im m in g .”  B ecau se  these question s in v o lv e  a re v iew  o f  le g a l au th o rit ie s , 
the A tto rn e y  G e n e ra l ’ s O f f ic e , as le g a l c o u n se l f o r  the C o m m is s io n , w as a sked  to  p rep a re  th is  re sp on se .

T h e  A P U C  H a s  A u th o r ity  U n d e r C u rre n t L aw  to  Is su e  C e rt if ic a te s  A llo w in g  C om p e tit io n  in 
E le c t r ic  U t i l i t y  S e rv ic e .

A. Statutory Certification Authority

T h e  A la s k a  le g is la tu re  has re q u ire d  a p u b lic  u t i li ty  to  o b ta in  a  c e r t i f ic a te  o f  p u b lic  
c o n v e n ie n c e  and  n ecess ity  f r o m  the  A la s k a  P u b lic  U t i li t ie s  C o m m is s io n  b e fo re  o p e ra t in g  o r  re c e iv in g  
com p en sa tio n  f o r  p ro v id in g  the u tility  c om m od ity  o r  se rv ice . A S  4 2 . 0 5 .2 2 1 ( a ) .1 T h ro u g h  th is statu te , the

1 S E C T IO N  4 2 .0 5 .2 2 1 .  C E R T IF IC A T E S  R E Q U IR E D , ( a )  A  p u b lic  u t i lity  m a y  n o t o p e ra te  and 
re c e iv e  c om p en sa t io n  f o r  p ro v id in g  a c o m m o d ity  o r  s e rv ic e  w ith ou t f i r s t  h a v in g  ob ta in ed  f ro m  the 
c om m iss io n  u n d e r th is ch ap te r a c e rtific a te  d e c la r in g  that pub lic  c on v en ien c e  and necessity  requ ire  o r  w i l l
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le g is la tu re  p laced  c o n tro l o v e r  en try  in to  the u ti lity  bu s in e ss  in the C o m m is s io n ’ s hands . N o th in g  in th is 
statute sugges ts  that the c e rt ific a te s  g ran ted  by the  C o m m is s io n  a re  e x c lu s iv e , o r  that the C o m m is s io n ’ s 
a u th o r ity  to  g ran t a  c e rt if ic a te  is re s tr ic ted  o r  lim ite d  i f  the a p p lic a n t w o u ld  c om p e te  w ith  an  e x is t in g  
u t i lity .

A S  4 2 .0 5 .2 4 1  e s tab lish e s  p ro c e d u ra l and  su b s tan tiv e  g u id e lin e s  f o r  the  C o m m is s io n  in 
e x e rc is in g  its a u th o r ity  to  g ran t c e rt ific a te s . T h is  sta tu te  p ro v id e s :

A  c e r t i f ic a te  m ay  no t be issued u n le s s  the c om m is s io n  f in d s that the a p p lic a n t is 
fit , w i llin g  and ab le  to  p ro v id e  the u tility  se rv ice s  a p p lie d  f o r  and that the s e rv ic e s  
a re  requ ired  fo r  the c on ven ien ce  and necess ity  o f  the p u b lic  . . . .  (em p h a s is  a d d e d )

In  c om p lian c e  w ith  th is statute , the C o m m is s io n  m u st e x am in e  the q u e s tio n  o f  w h e th e r the  p u b lic  needs 
the ad d itio n a l s e rv ic e  w hen  it c o n s id e rs  g ra n tin g  a c om p e tin g  c e rt ific a te . T h e  C o m m is s io n  c a n n o t g ran t 
th e  c om p e tin g  c e rt if ic a te  u n le s s , a f te r  e x am in in g  the  q u e s tio n , it f in d s  that the p u b lic  c o n v e n ie n c e  and 
necess ity  d o  re q u ire  the c om p e tin g  se rv ic e .

T h e  term  “ pub lic  con ven ien ce  and necess ity ”  c an n o t s u p p o rt an a rg um en t that c om p e tin g  
c e rt ific a te s  a re  p ro h ib ite d . In te rp re tin g  th is  te rm , o n e  c o u rt lo o k e d  back  to  p re v io u s  d e c is io n s  and  sa id :

T h e  c o u rt has stated that the “ p u b lic  c o n v en ie n c e  and  n e c e ss ity ”  s tanda rd  a l lo w s  
the d ep a rtm en t to  e x e rc is e  w id e  d is c re t io n  to  take  in to  a c c ou n t a b ro ad  ran g e  o f  
fa c to rs  in m ak in g  the d e te rm in a tion  w he th e r it has been m et. A lm e id a  B u s  L in e s .
In c . v . D ep a rtm en t o f  P u b . IJ t i ls . . 2 0 3  N .E . 2 d  5 5 6  ( 1 9 6 5 ) .  H o ly o k e  S t. R v . v . 
D ep a rtm en t o f  Pub . U t i ls . . 198  N .E . 2d  4 13 ( 1 9 6 4 ) .  N ew ton  v. D epa rtm en t o f  Pub .
U t i ls . . 1 6 0  N .E .2 d  1 08  ( 1 9 5 9 )  ( a l l  o f  w h ich  d iscu ssed  the p ro p r ie ty  o f  u s in g  the 
v a lu e  o f  c om p e tit io n  as a basis f o r  m a k in g  a “ p u b lic  c o n v en ie n c e  and n e c e s s ity ”  
f in d in g ).

Z a c h s  v . D e p a rtm en t o f  P u b lic  U t i l i t ie s . 5 4 7  N . E . 2d  2 8  at 3 2  (M a s s . 1 9 8 9 ) . (S ta te  re p o r te r  c ita t io n s  
o m itte d ).

T h e re fo re , a lth o u g h  it re q u ire s  the q u e s tio n  to  be add re ssed  and  a f in d in g  m ad e , A S  
4 2 .0 5 .2 4 1  g iv e s  the C o m m is s io n  the p o lic y -m a k in g  a u th o r ity  to  g ra n t a  c om p e tin g  c e rt if ic a te , in c lu d in g

re q u ire  the s e rv ic e . W h e re  a p u b lic  u t i lity  p ro v id e s  m o re  than  o n e  type  o f  u t i lity  s e rv ic e , a  sepa ra te  
c e rtific a te  o f  c o n ven ie n c e  and necess ity  is req u ired  f o r  each  type . A  c e rt i f ic a te  m ust d e sc rib e  the na tu re  
and ex ten t o f  the a u th o rity  u rau ted in it. in c lu d in g , as a n n ro t r  iate f o r  the s e rv ic e s  in v o lv e d , a d e sc rip t io n  
o f  the a u th o r iz e d  a rea  and sc op e  o f  o p e ra t io n s  o f  the p u b lic  u t i l i t y  (em p h a s is  a d d ed )
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a  c om p e tin g  e le c tr ic  u t i lity  c e rt ific a te , i f  the  C o m m is s io n  d ec id e s  that the  p u b lic  w i l l  b e n e fit  from  
c om p e tin g  u t i li ty  s e rv ic e .

D. Natural Monopoly Theory

It  is true  that in the  past the C om m is s io n  has n o t issued ce rtific a te s  a u th o riz in g  c om p e tit iv e  
p ro v is io n  o f  e le c tric a l se rv ice . T h is  lo ng -s tan d ing  p o lic y  is no t based o r  la ck  o f  au th o rity  o r  o n  an y  le g a l 
re s tric tion  p ro h ib it in g  the C om m is s io n  fro m  issu ing  a  c om p e t iv e  utility  c e rtific a te . T h e  n o n -c om p e t it iv e  
p o lic y  is based o n  an  ec on om ic  th e o ry  w id e ly  accepted in the past, but n ow  sub jec t to  q u estion  ( o r  a lre ad y  
re je c ted ) in p o lic y  debates a l l o v e r  the U n ited  S tates and in som e  fo re ig n  coun trie s  as w e ll. T h e  e c o n om ic  
th e o ry  w a s  that u t ilit ie s , in c lu d in g  e le c tr ic  u t i lit ie s , a re  n a tu ra l m o n o p o lie s  and  s h o u ld  h a v e  e x c lu s iv e  
s e rv ic e  te r r ito r ie s  because  c om p e tit io n  w o u ld  m ean  w a s te fu l d u p lic a t io n  o f  the c ap ita l in v e s tm en t in 
fa c i lit ie s  re q u ire d  to  p ro v id e  the se rv ic e .

A s  d iscu ssed  a b o v e , the n a tu ra l m o n o p o ly  th e o ry  is n o t fo rm a liz e d  in A la s k a ’ s s ta tu to ry  
sch em e , and  th e re fo re  no  s ta tu to ry  change  is re q u ire d  b e fo re  the C o m m is s io n  can  c o n s id e r w h e th e r the 
p u b lic  c o n v e n ie n c e  and necess ity  re q u ire  an y  c om p e tin g  c e rt ific a te  to  be issued . T h e  C o m m is s io n  has 
au th o rity  to  change  its m o n o p o ly  p o lic y  in g ran tin g  c e rt ific a te s .

T h e  n a tu ra l m o n o p o ly  th e o ry  is a ls o  n o t fo rm a liz e d  in the  le g a l c on cep t o f  a  c e rt ific a te . 
In  A la s k a , a  se rie s  o f  c o u rt d e c is io n s  re su lted  fro m  c om p e tit io n  b e tw een  e le c tr ic a l u t i lit ie s  in the 19 6 0 's  
and 1970 's . T hese  cases in v o lv e d  c om p e tit io n  b e tw een  R E A  c o o p e ra t iv e  e le c tr ic  u t i lit ie s  c e rt ific a te d  by  
the C o m m is s io n , and m u n ic ip a lly  ow n ed  u ti lit ie s  o p e ra t in g  u n d e r s ta tu to ry  a u th o r ity . B e fo r e  1 9 7 0 , the 
m u n ic ip a l u t i lit ie s  w e re  n o t re q u ire d  to  o b ta in  c e rt i f ic a te s  fro m  the C o m m is s io n .

In  the firs t  o f  these cases, the A la s k a  S u p rem e  C ou rt re jec ted  the a rg um en t that a c e rtific a te  
g ran ted  by  the C o m m is s io n  w as an  e x c lu s iv e  rig h t to  p ro v id e  s e rv ic e  in the sp e c ifie d  s e rv ic e  a rea . It is 
a rg u ab le  that th is ru lin g  o n ly  add ressed  the s itu a tion  o f  c om p e tit io n  fro m  an  un ce rtifica ted  u tility  op e ra tin g  
unde r a  m u n ic ip a lity ’ s s ta tu to ry  au th o rity . N eve rth e le s s , it is c le a r  that the c o u rt re jec ted  the a rg um en t that 
the na tu ra l m o n o p o ly  th e o ry  m ust lead  to  the c o n c lu s io n  that a  c e rt i f ic a te  is an  e x c lu s iv e  rig h t to  s e rv e  a 
pa rticu la r a rea . H om e r E lec tric  A ssoc ia tion  v . C ity  o f  K e n a i . 4 2 3  P .2 d  2 8 5  at 2 8 8 - 2 8 9 .  n. 1 6 . ( 1 9 6 7 ) .  See 
a ls o . C h u g ach  E le c tr ic  A s so c ia t io n  v . C ity  o f  A n c h o ra g e . 4 2 6  P . 2d  1 0 0 1 , 10 0 3  ( 19 6 7 ) .

In  these d e c is io n s , the c ou rt re c o g n ize d  that the e f fe c t  o f  h o ld in g  that a u t i lity  c e rt i f ic a te  
w as not e x c lu s iv e  c o u ld  be un econ om ic  d u p lic a tion  o f  fa c ilit ie s . T h e  c ou rt u rged  the le g is la tu re  to  f ix  th is 
p rob lem . S e e  H om e r . 4 2 3  P . 2d  at 2 9 0 ; C h u g ach. 4 2 6  P .? d  at 1 0 0 4 -0 5 . In  re spon se  the le g is la tu re  adop ted
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A S  4 2 . 0 5 .2 2 1 ( d ) . 2 T h is  p ro v is io n , w h ile  m a k in g  e x p lic i t  the C o m m is s io n ’ s a u th o r ity  to  e lim in a te  
u n d e s ira b le  d u p lic a t io n  o f  fa c i li t ie s , is c a r e fu l ly  d ra fte d  n o t to  re q u ire  the C o m m is s io n  to  e lim in a te  a l l 
c o m p e t it io n . T h is  sta tu te  d ire c ts  the C o m m is s io n  to  e lim in a te  the  c om p e t it io n  o n ly  i f  th e  C o m m is s io n  
fin d s  1 ) that th e re  is c o m p e t it io n , and 2 )  that the  c om p e t it io n  is n o t g o o d  f o r  the p u b lic . L ik e  A S  
4 2 . 0 5 .2 4 1 ,  A S  4 2 . 0 5 .2 2 1 (d )  c le a r ly  le a v e s  the  d o o r  o p en  f o r  a  p o lic y -m a k in g  d e te rm in a t io n  that 
c om p e t it io n  b e tw een  e le c tr ic a l u t i lit ie s  m a y  be g o o d  f o r  the  p u b lic .

C Longstanding Interpretations

F in a lly , the C om m is s io n  has in the past in te rp re ted  its statutes to  g iv e  it a u th o r ity  to  issue  
c om p e tin g  c e rt if ic a te s  w h en  it c o n c lu d e d  that c om p e t it io n  w as in the p u b lic  in te re s t, and the  le g is la tu re  
has ap p a ren t ly  ag reed . In  in te rp re ting  a  statute , the c ou rt w i l l g iv e  som e  w e igh t to  a  lo n g -s ta n d in g  agen cy  
in te rp re ta t io n . N a t . B a n k  o f  A la s k a  v . S ta te . D ep t o f  R e v . . 6 4 2  P .2 d  8 11  at 8 1 5  (A la s k a  1 9 8 2 ) .  T h e  
A P U C  has g ran ted  c om p e tin g  c e rt if ic a te s  f o r  re fu s e  c o lle c t io n  u ti lit ie s : (R e  C la u d e  B a i le y  d /b /a  V a l le y  
R e fu s e , et a l ,  7  A P U C  9 7  ( 1 9 8 5  ) ;  R e  W a s i l la  R e fu s e , In c ., 8 A P U C  1 0 6  ( 1 9 8 7 ) ;  f o r  ra d io  c o m m on  
c a rr ie rs , ( R E  C o m p e t it io n  and  D e re g u la t io n  o f  R a d io  C o m m o n  C a r r ie rs  as P u b lic  U t i l i t ie s , 5 A P U C  8 6  
( 1 9 8 2 ) ) ;  and  f o r  w a te r u t ilit ie s  (  R e  E a g le  U t i li t ie s . In c . , 7  A P U C  5 4 8  ( 1 9 8 6 ) .  F o r  te le c om m u n ic a t io n s  
u t i li t ie s , s ta tu to ry  d ire c t iv e s  (s ta te  and  fe d e ra l)  n o w  re q u ire  the C o m m is s io n  to  g ran t c om p e tin g  
c e rtific a te s . In  ad op tin g  a m anda te  f o r  c om p e tit io n  in lo n g  d istance te lep h on e  se rv ic e  (A S  4 2 .0 5 .8 0 0 -A S  
4 2 . 0 5 .8 9 0  , § 2  ch  9 3  S L A  1 9 9 0 ) ,  the A la s k a  le g is la tu re  d id  n o t th in k  that the u n d e r ly in g  s ta tu to ry  
schem e f o r  c e r t i f ic a t io n  needed  am en dm en t b e fo re  the  C o m m is s io n  had a u th o r ity  to  g ran t c om p e tin g  
c e rt ific a te s .

S E C T IO N  4 2 .0 5 .2 2 1 .  C E R T IF IC A T E S  R E Q U IR E D .  . . .
( d )  In  an  a rea  w h e re  the c om m is s io n  d e te rm in es  that tw o  o r  m o re  p u b lic  u ti lit ie s  a rc  c om p e tin g  to 

fu rn ish  id en tica l u ti lity  se rv ic e  and that th is c om p e tit io n  is no t in the pu b lic  in te re s t , the c o m m is s io n  s h a ll 
ta k e  a p p ro p r ia te  a c tion  to  e lim in a te  the c om p e t it io n  and  an y  u n d e s ira b le  d u p lic a t io n  o f  fa c i li t ie s . T h is  
a p p ro p r ia te  a c t io n  m ay  in c lu d e , bu t is n o t lim ite d  to , o rd e r in g  the  c om p e tin g  u tilit ie s  to  e n te r in to  a 
con tra c t th a t, am on g  o th e r  th in g s , w o u ld :

( 1)  d e lin e a te  the s e rv ic e  a re a  b o u n d a r ie s  o f  each  in th o se  a rea s  o f  c o m p e t it io n ;
( 2 )  e lim in a te  e x is t in g  d u p lic a t io n  and p a ra l le lin g  to  the fu l le s t  re a s o n a b le  e x te n t ;
( 3 )  p re c lu d e  fu tu re  d u p lic a t io n  and p a ra l le lin g ;
( 4 )  p ro v id e  fo r  the exchang e  o f  c u s tom e rs  and fa c ilit ie s  fo r  the pu rp oses  o f  p ro v id in g  bette r p u b lic  

s e rv ic e  and  o f  e lim in a t in g  d u p lic a t io n  and p a ra l le lin g ; and
( 5 )  p ro v id e  such  o th e r m u tu a lly  e q u ita b le  a rra n g em en ts  as w o u ld  be in the p u b lic  in te re s t.

(em p h a s is  a d d e d )
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I I .  T h e  C om m is s io n  H as  S om e  A u th o r ity  to  P re v e n t C re a m -s k im m in g .

W h en  com pe tit ion  in  u tility  se rv ice  is p e rm itted , it is p red ic tab le  that c om p e tito rs  w i l l seek  
to  se rve  the m os t p ro fita b le  cu s tom e rs . T h e  com pe ting  u tilit ie s  m ay  be less  w i l l in g  to  s e rv e  s m a lle r  u se rs , 
ty p ic a lly  re s id en tia l and  sm a ll c om m e rc ia l c u s tom e rs . T h e  re s u lt  m ay  be tha t s e rv ic e  d e te r io ra te s  w h ile  
costs rise  fo r  th o se  cu s tom e rs . T h e  p ra c tic e  o f  ta rg e tin g  s e rv ic e  o n ly  to  the m o s t p ro f i t a b le  c u s tom e rs  is 
c a lle d  “ c re am -s k im m in g .”  E x is tin g  statutes, in c lu d ing  A S  4 2 .0 5 .2 2 1 (d ) ,3 A S  4 2 . 0 5 . 2 4 14, A S  4 2 . 0 5 . 2 7 1 ,5 
and the C o m m is s io n ’ s g en e ra l p ow e rs , A S  4 2 . 0 5 . 1 4 16, g iv e  the C o m m is s io n  s om e  a u th o r ity  to  d e a l w ith

1 S e e  p ag e  4 .

4 S E C T IO N  4 2 .0 5 .2 4 1 . C O N D IT IO N S  O F  IS S U A N C E . A  ce rtific a te  m ay  no t be issued  un less  the 
c om m is s io n  f in d s  that the a p p lic a n t is f i t , w i l l in g  and a b le  to  p ro v iu e  the u t i li ty  s e rv ic e s  a p p lie d  f o r  and 
that the se rv ice s  a re  requ ired  fo r  the c on ven ien ce  and necessity  o f  the p u b lic . T h e  c om m is s io n  m ay  issu e  
a ce rtific a te  g ran ting  an  app lic a tion  in w h o le  o r  in part and attach to  the g ran t o f  it the te n n s  and c ond itio n s  
it c on s id e rs  necessa ry  to  p ro tec t and p rom o te  the pub lic  in terest in c lu d in g  the c o n d it io n  that the a p p lic a n t 
m ay  o r  s h a ll s e rv e  an a rea  o r  p ro v id e  a n ecessa ry  se rv ic e  n o t c on tem p la te d  by  the  a p p lic an t . T h e  
c om m is s io n  m a y , tui g o o d  cause , d en y  an a p p lic a t io n  w ith  o r  w ith o u t p re ju d ic e , (em p h a s is  a d d ed )

5 S E C T IO N  4 2 .0 5 .2 7 1 .  M O D IF IC A T IO N , S U S P E N S IO N  O R  R E V O C A T IO N  O F  
C E R T IF IC A T E S . U p o n  c om p la in t o r  upon  its ow n  m o tio n  the c om m is s io n , a f te r  n o tic e  and  o p p o rtu n ity  
fo r  h ea rin g  and f o r  g ood  cause sh ow n , m ay  am end , m o d i fy , su sp end , o r  r e v o k e  a  c e rt if ic a te , in  w h o le  o r  
in p a rt . G o o d  cause  f o r  am en dm en t, m o d if ic a t io n , su sp en s io n  o r  re v o c a t io n  o f  a c e r t i f ic a te  in c lu d e s

( 1 )  the req u irem en ts  o f  p u b lic  c on ven ien c e  and n ecess ity ;
( 2 )  m is re p re s en ta t io n  o f  a m a te ria l fac t in  o b ta in in g  the c e rt i f ic a te ;
( 3 )  u n au th o riz e d  d isc on tin u an ce  o r  a b an d onm en t o f  a l l o r  part o f  a p u b lic  u t i lity 's  s e rv ic e ;
( 4 )  w i lfu l fa ilu re  to c o m p ly  w ith  the p ro v is io n s  o f  th is  ch ap te r o r  the re g u la t io n s  o r  o rd e rs  o f  the 

c o m m is s io n ; o r
( 5 )  w i l fu l fa i lu re  to  c o m p ly  w ith  a te rm , c o n d it io n , o r  lim ita t io n  o f  the  c e rt i f ic a te , (em p h a s is

ad d ed )

f' S E C T IO N  4 2 .0 5 .1 4 1 .  G E N E R A L  P O W E R S  A N D  D U T IE S  O F  T H E  C O M M IS S IO N , ( a )  T h e  
A la s k a  P u b lic  U t i lit ie s  C om m is s io n  m ay  d o  a l l th ing s n ecessa ry  o r  p ro p e r to  c a r ry  o u t  the p u rp o se s  and 
e x e rc ise  the p ow e rs  e x p re s s ly  g ran ted  o r  re a s o n a b ly  im p lie d  in th is  ch ap te r, in c lu d in g

( 1 )  regu la te  e v e ry  pub lic  u tility  engaged o r  p rop o s in g  to engage in such a bu siness in s ide  the state, 
excep t to  the ex ten t exem p ted  b y  A S  4 2 . 0 5 . 7 1 1;

( 2 )  in vestig a te , up on  c om p la in t o r  upon  its ow n  m o tio n , the rates , c la s s ific a t io n s , ru le s , re g u la tion s , 
p rac tices , s e rv ic e s  and fa c i lit ie s  o f  a p u b lic  u t i lity  and  h o ld  h ea rin g s  o n  th em ;

( 3 )  m ake  o r  requ ire  ju s t , fa i r  and  re a so n ab le  ra tes , c la s s i f ic a t io n s , re g u la t io n s , p ra c tic e s , s e rv ic e s  
and fa c i li t ie s  f o r  a p u b lic  u t i l i t y ; . . . .
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c re am -sk im m in g  p ro b lem s . H o w e v e r , because o f  lim ita tio n s  w ith in  these statutes o r  th e ir g en e ra l n a tu re , 
the C o m m is s io n ’ s a u th o r ity  m a y  n o t re a ch  a l l v a r ia t io n s  o f  c re am -s k im m in g  p ro b le m s  th a t rn ay  a ris e .

T h e  d iscu ss io n  b e lo w  sh ow s  h o w  these  s ta tu tes p ro v id e  C o m m is s io n  a u th o r ity  to  p ro te c t 
t k j  p u b lic  ag a in s t c re a m -s k im m in g , and  d iscu sse s  the  lim ita t io n s .

A S  4 2 .0 5 .2 2 1 (d ). W h e re  the C om m is s io n  fin d s  c om p e tit ion  ex is ts  and is n o t in  the p u b lic  in terest, 
th is  s ta tu te  a u th o r iz e s  th e  C o m m is s io n  to  ta k e  a c tio n  to  “ e lim in a te  the c om p e tit io n  and  any  
u n d e s ira b le  d u p lic a t io n  o f  fa c i li t ie s .”  T h is  statu te se em s to  c o n tem p la te  a rem ed y  that w ou ld  
e lim in a te  the  c om p e t it io n , n o t a rem ed y  tha t w o u ld  seek  to  m ak e  c om p e t it io n  s e rv e  the p u b lic  
in te res t. F o r  e x am p le , i f  an  ap p rop ria te  c re am -sk im m in g  rem ed y  m ay  be to  o rd e r  a  c om p e t ito r  in 
a  concen tra ted  m a rk e t to  a ls o  se rv e  a rem o te  c om m un ity , th is statute d oe s  no t seem  to  p ro v id e  that 
a u th o r ity .

A S  4 2 .0 5 .2 4 1 . T h is  sta tu te  g iv e s  the  C o m m is s io n  b ro ad  a u th o r ity  to  im p o se  c o n d it io n s  needed 
to  p ro te c t  the  p u b lic  w h en  it g ran ts  a  c e rt ific a te . T h e  C o m m is s io n  can  a ttach  to  the g ran t o f  a 
c e r t i f ic a te  the te rm s  and  c o n d it io n s  it c o n s id e rs  n ece ssa ry  to  p ro te c t th e  p u b lic  in te re s t. O n e  
c o m m o n  rem ed y  ag a in s t c re am -s k im m in g  is s p e c i f ic a lly  a u th o r iz e d  in th is  s ta tu te - th e  
C om m is s io n  can re q u ire  a  c e rtific a te  app lican t to p ro v id e  a se rv ic e  that the  app lican t d o e s  n o t seek 
to  p ro v id e . T h e  la n g u ag e  a ls o  c le a r ly  a u th o riz e s  o th e r  rem ed ie s  the  C o m m is s io n  m a y  d e v is e  at 
the tim e  a ce rtific a te  is g ran ted . H o w e v e r , i f  the need f o r  a  c o n d it io n  to  p reven t c re am -sk im m in g  
d o e s  n o t b e c om e  a p p a ren t u n til a f te r  the c e rt i f ic a te  is g ran ted , th is  sta tu te  m ay  n o t h e lp .

A S  42 .05 .271 . T h is  statute is qu ite  b ro ad , and . a lo n g  w ith  the C o m m is s io n ’ s g e n e ra l p ow e rs , A S  
4 2 . 0 5 .1 4 1 ,  a rg u a b ly  p ro v id e s  a u th o r ity  to  add re ss  c re am -s k im m in g  by  re q u ir in g  a u tility  to  

le  s e rv ic e  to  n eg le c ted  c u s tom e rs . H o w e v e r , in  the past, C o m m is s io n  o rd e rs  h a v e  been 
.. i le n g e d  on  the b a s is  tha t the C o m m is s io n ’ s s ta tu to ry  a u th o r ity  is n o t “ e x p lic i t , ”  re su lt in g  in 

c o s t ly  li t ig a t io n  o v e r  th e  e x ten t o f  the  C o m m is s io n ’ s “ im p lie d ”  a u th o r ity .

V e ry  t ru ly  y o u rs ,

B R U C E  M . B O T E L H O  
A T T O R N E Y  G E N E R A L

3 y ;  isf*t
V irg in ia  A . R u sch  
A ss is tan t A tto rn e y  G en e ra l

V A R : je m
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C ordova E lectric C ooperative, Inc.

A p r i l 1 6 , 1 9 9 7

R e p re s e n ta t iv e  N o rm a n  R o k e b e rg
C h a ir , H o u s e  L a b o r  and  C o m m e rc e  C o m m itte e
S ta te  C a p ita l
J u n e au , A k  9 9 8 0 1 - 1 1 8 2

D e a r  R e p re s e n ta t iv e  R o k e b e rg :

O n  b e h a lf  o f  C o r d o v a  E le c t r ic  C o o p e ra t iv e , th e  B o a rd  o f  D i r e c t o r s  and  I  s u p p o r t  th e  
p a s sa g e  o f  H B  2 3 5 ,  re g a rd in g  p ro te c t io n  o f  e le c tr ic  u t i li ty  ra te  p a y e rs . B e fo r e  a n y  e le c tr ic  
u t i l i t y  is  c e rt i f ic a te d  t o  o f f e r  re ta i l e le c tr ic  s e rv ic e  in an  a re a  th a t is a lre a d y  s e rv e d , it is 
im p o r ta n t  th a t c le a r  and  c o n v in c in g  e v id en ce  d em on s t ra te s  th a t su ch  c o m p e t it io n  is in th e  
p u b lic  in te re s t , and  n o t  ju s t  f o r  th e  b en e fit o f  s om e  la rg e  c o n su m e rs .

T h is  b i l l p ro v id e s  n e ed ed  d ire c t io n  t o  th e  A la s k a  P u b lic  U t i l i t y  C o m m is s io n  f o r  e n su rin g  
th a t th e  b es t p u b lic  in te re s ts  a re  s e rv e d  b y  such  c o m p e t it io n . W e  w o u ld  a p p re c ia te  y o u r  
s u p p o r t  in  o b ta in in g  a p p ro v a l o f  y o u r  c om m itte e  f o r  H B  2 3 5 .

S in c e re ly ,

J im  P^oberts 
G e n e ra l M a n a g e r
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N A K N E K  E L E C T R I C  A S S O C I A T I O N ,  I N C .

A p r i l 1 6 ,1 5 * 7 APR 1 6 1997

Rep re sen ta tiv e  N o rm  R ok eb e rg , C h a irm an  
H ou se  L a b o r  and  C om m e rc e  C om m ittee  
State C ap ita l B u i ld in g  
Juneau , A K  9 9 8 0 1

V ia  F a x  N o . ( 9 0 7 )  4 6 5 - 2 0 4 0

R e : H B 2 3 5  -  U t i l i t y  S e rv ic e  A re a  P ro te c tion

D e a r R ep re sen ta tiv e  R o k eb e rg :

N a kn e k  E le c tric  A s so c ia t io n  s t ro n g ly  suppo rts  passage o f  H B 2 3 5  - le g is la t io n  that w ill 
requ ire  that the A la s k a  P u b lic  U t i lit ie s  C om m iss io n  fin d  that it is in  a l l o f  a  u t i l i ty ’ s 
custom ers best in te rests  fo r  an  o v e r la p p in g  se rv ice  a rea  c e rt ific a t io n  to  be issued to  a 
com peting  u tility .

I  am  assu red  that le g is la to rs  a re  aw are  that the e le c tric  p u b lic  u t i li ty  in d u stry  is  a v e ry  
h ig h ly  cap ita l in ten s ive  industry . N E A , f o r  e xam p le , has a c ap ita l in ves tm en t o f  a lm ost 
S 12  m i l l io n  to se rve  the 1 ,0 0 0  con sum e rs  in  o u r  th ree com m un itie s . O v e r  h a l f  o f  o u r  
investm en t p ro v id e s  the e le c tric a l needs o f  som e  2 0 - 3 0  la rg e  users. I t  is en tire ly  
c on ce ivab le  tha t a  c om p e tito r c ou ld  f ire  up  a gene ra to r fo r  three m on th s o f  the yea r, p ic k  
up th ree o r  fo u r  o f  o u r  seasona l lo a d s  and sk im  2 0 %  o f f  the top  o f  o u r  sa le s . T h e  im pact 
to  the rem a in in g  c on sum e rs  w ou ld  be d ire  and  im m ed ia te .

O n ly  cu stom ers w ith  c lo u t (tran s la te  - la rg e  lo a d ) c o u ld  e v e r e n jo y  the  b en e fits  o f  open 
m a rke t com p e tit io n  betw een e lec tric ity  p ro v id e rs . H ie  o th e r 9 0 %  o f  a  certicated u t i l i ty ’ s 
custom ers w ou ld  p a y  f he tab fo r  c om pe tition .

Y o u r  suppo rt in  passag e  o f  th is v ita l le g is la t io n  w i l l  be g re a t ly  app rec ia ted .

S in ce re ly ,

M ee ra  K o h le r  
J e n e ra l M an age r
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Cordova Electric Cooperative, Inc.
P.O. BOX 20 • CORDOVA. ALASKA 99574 • (907)4,74-5555 • FAX (907) 424.5.r.27
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f

A p r i l 1 6 , 1 9 9 7  jj

R e p re sen ta t iv e  N o rm a n  R o k e b e rg
C h a ir , H o u s e  L a b o r  and C om m e rc e  C om m ittee
S ta te  C ap ita l ||
Juneau , A k  9 9 8 0 1 - 1 1 8 2

t .

D e a r  R ep re sen ta t iv e  R o k e b e rg :J!
O n  b e h a lf  o f  C o rd o v a  E le c tr ic  C o op e ra tiv e , the B o a rd  o f  D ire c to r s  and I  su p p o rt the 
passag e  o f  H B  23 '5 , reg a rd in g  p ro te c tion  o f  e le c tric  u ti lity  ra te  p aye rs . B e fo r e  any  e lec tric  
u t i lity  is ce rtifica ted  to  o f fe r  re ta il e lec tric  se rv ice  in an  a re a  tha t is a lre a d y  se rved , it is 
im p o rta n t that c le a r and conv in c ing  ev idence dem onstra tes th a t su ch  com pe tit ion  is  in  the 
p u b lic  in te rest, aijid n o t ju s t  f o r  th e  bene fit o f  som e la rg e  consum ers .

*1 f 
T h is  b i ll p ro v id e s  n eed ed  d irec tion  to  the  A la s k a  P u b lic  U t i l i t y  C om m iss io n  f o r  ensu ring  
tha t the best p u b lic  in te rests a re  se rved  by  such com pe tition . W e  w ou ld  app rec ia te  y o u r  
su p p o r t in  ob ta in ing  a p p ro v a l o f  y o u r  com m ittee  f o r  H B  2 3 5 .

S in ce re ly ,

J im  R o b e rts  
G en e ra l M an aged ;

TOTAL P . 02
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Barrow Utilities and Electric Cooperative, Inc. ^  p  fh

P.O. Box 449 
Earrow, Alaska 99723 
TEL: (907) 852-6166 
FAX: (907) 852-6372

April 16, 1397

R ep re sen ta t iv e  N o rm a n  R o k e b e rg
C h a ir , H o u s e  L a b o r  and C om m e rce  C om m ittee
S ta te  C ap ito l
Juneau , A K  9 9 8 0 1 - 1 1 8 2

D e a r  R ep re sen ta tiv e  R o k e b e rg :

B a r r o w  U tilit ie s  and E le c tr ic  C oop e ra t iv e , Inc . su ppo rts  the passage o f H B  2 3 5  w h ich  is 
u n d e r c on s id e ra tion  by the  H ou se  L a b o r and C om m e rce  C om m ittee . B e fo re  any e le c tric  
u t i lity  is ce rtific a ted  to  o f fe r  re ta il e lec tric  se rv ice  in an  a rea  that is a lre ad y  se rved , it is 
im p o rta n t that such com pe tition  is in the pub lic  in terest.

In  essence , H B  2 3 5  w ou ld  p rec lu de  the p ractice o f  "c re am  sk im m ing ”  o r  “ c h e rry  p ick in g ”  
the  best cu s tom e rs  in a g iven  se rv ice a rea  and con sequen tly  causing the ra te s to  rise  f o r  a ll 
o f  the o th e r cu s tom e rs .

T h e  b ill p ro v id e s  needed d irec tion  to  the A la ska  Pub lic  U t i li ty  C om m iss ion  f o r  en su ring  
that the  best pub lic  in te rests a re  se rved  by such com pe tition .

W e  w ou ld  app rec ia te  y o u r  suppo rt in ob ta in ing  ap p ro v a l o f  y o u r  com m ittee  f o r  H B  2 3 5 . 

S in ce re ly ,

BARROW  UT IL IT IES  & ELECTR IC  C O O PERA T l. E, INC.

V
G en e ra l M an ag e r
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H o m e r  E l e c t r i c  A s s o c i a t i o n ,  I n c .
CORPORATE OFFICE 

3977 Lake Street 
Homer. AUekn 99503-7G90 

rhone (907) a33-a i67  
FAX (907) 335-3313

C en t:..'e n fi:. .;'.. Se:v!; -~ Ccs; 
/SO f Way

I’ oci l: 57ri0
Ucnui, Sfini!: O'/AO

1-honc |sii>7| 2K's-5K:': 
FAX (9071 2U 3 -/Ii:2

April 16, 1997

APR t 6 1997
r )  ' *2 D  D ^Representative Norman Rokeberg, Chairman w  - ^ r

House Labor and Commerce Commiifcee 
State Capitol Building 
Juneau, Alaska 99B01

RE: Support for KB-235 Electric Consumer/Service Area Protection

Dear Representative Rokeberg:

Homer Electric Association supports the passage of House Bill 235. Horner Electric 
Association serves a large mix of commercial and industrial consumers. The 
economic benefits are proportionate to that mix. Competitive electric service should 
only occur after it has been shown there would be no deterioration of service quality 
and the remaining consumers would not experience higher rates.

We would appreciate your committee’s approval of HB-235.

Sincerely,

HOMER ELECTRIC ASSOCIATION, INC.

Norman L. Story 
General Manager

rokebe rg Jh  ;NLS/bb

cc: Eric Yould, ARECA
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APR 1 6 1997
i e,1997

Repr =sentative Norman Rokeberg
Chai , House Labor and Commerce Committee
State Capitol
June au, Alaska 99801-1182

Representative Rokeberg:

INN Electric supports the passage of HB 235 which is under consideration by the 
Hous e Labor and Commerce Committee. Before any electric utility is certificated 
to oft er retail electric service in any ar^a that is already served, it is important 
that < :lear and convincing evidence demonstrates that such competition is in the 
publip interest.

Appr 
adve 
has t

We v 
HB 2B5.

>val of competitive electric service without due consideration of possible 
■se impacts on the rates and quality of service to retail electric consumers 
ie strong potential of creating winners and losers. The losers will most

certa nly be residential and small commercial customers.

'ould appreciate your support in obtaining approval of your committee for

Sincoi

Tinm
INNEC President

Hedlund

Iliamna « Newhalcn * Nondalton Elccuic Cooperative__________
P.O. Box 210 Iliamnn, Alaska 99606 • Phone: 907>f>"71-1259 • Fax: 907-571-1444
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April 16, 1997

Representative Norm Rokeberg, Chairman 
House Labor and Commerce Committee 
State Capital Building 
Juneau, Alaska 99801

Re: Support for HB 235
Electric Consumer/Service Area Protection

Dear Rep. Rokeberg:

I am writing in support of House Liill 235. I believe it only appropriate that the 
Alaska Public Utilities Commission be required to make a finding of public 
interest before any utility or power producer is allowed to make sales within the 
certificated service area o f  a n o t h e r .

This will assure that the Alaska Public Utilities Commission has actually weighed 
the merits of any proposal before implementing it.

General Manager

APR 1 6 1997
£  \& 0 fp }7?

Putting Ene^y into Ancftorage for Over 60 years
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Consultant • Lobbyist
2 Marino Way, Suite 219 
Juneau, Alaska 99801

J e r r y  B e i n w a n d

FAX sender: Jerry Reinwand 
2 Marine Way 
Suite 219 
Juneau, AK 99801

FAX number: (907)463-3.979

D a t e :  4 / 2 -1

C DM o . o f  pages

To: (Company) 
Representative Norm Rokeberg

FAX No. 465-2040

Attention:
Potentud^aring on H.B. 235

Message:
Mr. Chairman, I have double-checked with the top officials of Chugach Electric and 
they have been working hard to come to some type of agreement with all parties 
interested in H.B. 235. They say that progress has been made and that momentum 
is underway to move H.B. 235 along.

1 know that you arc concerned about addressing H.B. 235 this late in the session but 
we would appreciate it greatly if you could see your way clear to have a Subcommittee 
hearing this week or next week to address the bill and a potential Chugach Electric 
amendment which would allow retail competition in the Chugach and ML&P 
certificated retail areas.

Thanks for considering this request.
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I B E W ,  u t i l i t i e s  w r e s t l e
By LEE JORDANAlaska Star Editor

What is behind the battle for 
control of the boards of directors 
of Alaska’s cooperative electric 
utilities?

For the International Brother­
hood of Electrical Workers 
(IBEW), the answer is more em­
ployment and job protection for its 
members. The union also wants to 
avoid loss of .its own income, ac­
cording to documents prepared by 
Local 1547 for a lawsuit against 
Chugach Electric Association.

For backers of free and open 
participation in utility construction 
projects — including some indi­
viduals and firms who stand to gain 
financially, as well as consumers 
who hope to hold down power costs 
— the answer is savings tc be real­
ized from increased competition 
that will help the utilities face com­
petition of their own.

How well die two sides do in 
advancing their goals will be seen 
in next week’s election of directors. 
Both Chugach and Matanuska 
Electric Association (MEA) meet

Wednesday when each utility will 
elect two directors. Incumbents on 
both utilities represent the open bid­
ding concept. They are not sup­
ported by the union which repre­
sents most of trie utilities’ employ­
ees.

IBEW Local 1547 is not a penny-ante operation. A 1996 study 
done for Chugach by a national 
consultant found the local’s annual 
riport to the U.S. Department of 
Labor on April 25, 1995, showed 
an annual income of $6 million and 
assets of $2 million.

The cooperative utilities have 
huge budgets. Chugach is Alaska’s 
biggest and one of the nation’s larg­
est cooperatives. Its 1996 operat­
ing expenses were in excess of S100 
million.

MEA two years ago faced an 
attempt by Chugach to woo mem­
bers away from the smaller Valley- 
based utility, offering lower rates.

A chart in Chugach’s current annual 
report compares its rate of S70.10 
for 750 kilowatt hours of monthly 
service to those for Anchorage 
($70.05) and MEA (83.33).

All electric utilities now find 
themselves under competitive pres­
sure. Under recently adopted 
“wheeling” policies, customers can 
be served by a distant utility — us­
ing the same connecting lines de­
signed to increase efficiency and 
system stability. Much the same as 
practiced by telephone utilities, one 
buys a block of service from an­
other, then sells portions of that 
block to individual consumers, gen­
erally larger users, at a profit.

Another aspect of competition 
arises when large consumers such 
as a hotel or hospital, who have 
their own generation facilities for 
emergency purposes, threaten to 
tal;e care of their own power needs 
if they can’t get lower rutC3 from 
their present utility. Several orga­
nizations, including the McDonald 
recreation center in Eagle River, 
already have co-generation agree­
ments.

Both the utilities and the union 
are working to expand electric 
power facilities in the state. In the 
works are two $40-50 million "in- 
tertk?" that would link all Railbelt 
utilities with alternate lines that 
would provide backup transmission 
routes.

A 5990 agreement guaranteeing 
that interlie construction would be 
done only by members of IBEW • 
was drawn torccognize the union's 
successful lobbying of the Legisla­
ture. The Legislature appropriated 
$90 million from what once was the 
Railbci Energy Fund for use on two 
intcrtie projects.

The Memorandum of Under­
standing on IBEW-only hiring has 
come under attack from two utili­
ties, one of which the union is cur­
rently suing in federal court. The 
document also got a belated boost 
when Anchorage Municipal Light 
&  PowerGeneral Manager Thomas 
Stahr signed the document last De­
cember.

f o r  c o n t r o l
Only days after it was signed by 

then-managcr Ken Ritchey, the 
MEA board of directors promptly 
rejected the agreement.

Chugach Electric Association 
(Chugach) in June of 1996 advised 
the IBEW that Chugach was with­
drawing its support of the memo­
randum. IBEW is suing in federal 
court, saying the utility cannot back 
out of the agreement and asking 
payment for alleged damages.

Chugach's action followed re­
lease of a study done for them that 
showed a supposed $20 million re- 
ductidn in construction costs if bid­
ding were opened to all potential 
contractors.

IBEW disputes those numbers, 
saying the study done by econo­
mists at the University of 
Pennsylvania’s Wharton School 
was deficient. In reality, that study 
covers a wide range of scenarios 
with labor cost savings for just the 
Northern Intcrtie ranging from $9.5 
million to as low as $193,953. ■

During the time since the memo­
randum was signed, both sides have 
dumped large sums of money into 
election campaigns for the utility 
boards. In i 995 the Chugach board 
swung toward the open-bidding 
side and last year the faction gained 
a clear majority.

Both incumbents, Chugach 
Board President Ray Kreig and Di­
rector Chris Birch, are in the ma­
jority group. They are being op­
posed by former Anchorage As­
semblyman Jim  Kubitz and busi­
ness executive Muriel Taylor.

At MEA, incumbents Barbara J. 
“Tamic” Millet and Bill Folsum arc 
being challenged by former direc­
tors R. CJc Larson and Thomas 
Staudenmaicr. The latter candidate, 
who pushes lor merger of all utili­
ties, in 1985 was recalled (removed 
by members) from the MEA boaid 
after he was charged with disrup­
tive behavior, harassment and dis­
closure of confidential information.

Despite extensive campaigning 
which included bitter personal at­
tacks, no changes were made in the 
MEA board last year.

IBEW’s Anne Hays commented 
that the union “is playing it low key 
this year” and will not make dona­
tions to candidates or become in­
volved in the campaigns. Union 
representatives and utility directors 
'several months ago attended a semi­
nar on an East Coast Ivy League 
campus where they were told to 
work cooperatively and avoid po­
litical clashes.

Those suggestions apparently 
resulted in shifting of electioneer­
ing to indirect sources.

Backing the Chugach incum­
bents is a new organization called 
Chugach Consumers. It uses the 
same smiling lightbulb emblem 
used in previous elections by CICE 
(Citizens for an Independent 
Chugach Electric)

Kubitz and Taylor’s candid He 
statements say "Endorsed by Fair 
Rates and Reliable Power."

Backing Miller and Folsom for 
re-election to MEA's board is 
REACH (Rural Electric Associa­
tions’ Consumer Help), an organi­
zation that surfaced during the hard- 
fought 1996 campaign.

MEA candidate R. Ole Larson’s 
unsuccessful bid to regain a seat last 
year was backed by "Return Coop­
eration to our Co-op Committee.” 
He was also backed in the 1996 
election by VALUE (Valley Alli­
ance of Labor Union Employees). 
This year information advocating 
Larson'selcction comes from Mat- 
Su Utilities Council, Inc. which is 
said to represent MEA and 
Matanuska Telephone Association 
workers.

Extensively supported by IBEW 
in 1936, Larson has stated emphati­
cally that he will accept no money 
from the union this year. He told 
The Star that he is not aligned with 
any Taction.

Alinuugh the 1997 utility board 
campaigns have been quieter in the
press and on the air, they neverthe­
less have been busy through the 
mails and on the Internet.
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'No mm, for any considerable period, 
can wear one face to himself and an­
other to the multitude, without finally

true. — watnaniei m w inom e

E le c tr ic  co -ops m eet W ednesday
Members o f  both Matanuska and Chugach elcctrial cooperatives meet next 

Wednesday evening. M EA meets at Palmer High School and Chugach will gather 
at the Egan Civic and Convention Center in Anchorage.

On the ballots o f  each o f  the member-owned utilities are election o f  two 
members o f  the respective boards o f  directors. In each case, two incumbents are 
being challenged.

T H E  1997 E L E C T IO N  campaigns have been more positive and far less 
vitriolic than campaigns o f  recent years. That is appreciated by the members.

Even though the utility board campaigns have been quieter, they neverthe­
less continue to be active in less public venues. There is much at stake in the 
outcome.

Differing in their support o f  candidates are organizations and individuals 
who, on one side, favor free and open bidding on contracts and who, on the 
other side, are more concerned with protecting die union which represents most 
o f  the utilities’ employees.

F O R  T H E  M  tVEBERS o f  the utilities, millions o f  dollars can be saved as a 
result o f  greater :om petition among companies w ho do work for the utilities. 
Although the figure is disputed, a consultant hired by Chugach to review two 
large electrical intertic projects sees savings o fu p  to 21 percent resulting from 
bidding that is open to all firms capable o f  doing the job .

Savings, ir, fact, already are being realized from greater competition since 
M EA and Chugach changed their bylaws to allow free and open bidding. Bids 
are com ing in lower than the engineers’ estimates, with a wide variation be­
tween high and low  bids. Encouraging to the utilities is that there are so many 
firms that are offering bids.

Adoption o f  the open bidding rule helps the utilities keep their costs down. 
With the threat o f  new competition facing them, M E A  and Chugach quite rea­
sonably have looked to competition for their own expenditures for relief.

A N  U N F O R TU N A TE  R E SU L T  o f  the board campaign electioneering is 
the appearance o f  a union versus non-union aspect. For people who are told by 
the union to which they pay dues that their job s  are being threatened, concern 
for their jo b  security is understandable.

W e have nothing but respect for the men and women who keep the power 
flowing to our homes and businesses. When someone gripes about the pay scale 
for electrical workers, they on ly do so when the lights are on and they are snugly 
confined in warm quarters. When the lights go  out in the dead o f  winter, though, 
no one envies the compensation given to som eone who climbs poles to repair 
high-voltage lines when strong winds are blowing at 30 below.

It is an inescapable fact that Alaska’ s econom y has changed. Everyone has to 
tighten their belts in order to get by on the dollars that arc available. Increased 
competition is both the end and the means. That has even been recognized by 
the International Brotherhood o f  Electrical Workers through waivers o f  work 
rules granted to contractors in order for them to compete with companies who 
aren’ t handicapped by all those rules.

F RE E  A N D  O PE N  bidding is healthy. The utilities are to be commended 
for taking that courageous step. Members likely will remember that the existing 
boards o f  directors are responsible for that boldness and that how they vote will 
be reflected in future monthly energy bills.
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I n t e r t i e  a g r e e m e n t  t a k e n  t o  c o u r t
By LEE JORDAN
Alaska Star Editor

Just as Chugach Electric Asso­
ciation is being taken to court Tor 
backing out of a seven-year-old 
agreement fostering union hire, 
Anchorage's Municipal Light & 
Power has signed onto the docu­
ment drawn up by Railbelt electric 
utilities and the union which t cpre- 
sents most of their workers.

The International Brotherhood 
of Electrical Workers (IBEW) is 
seeking both actual and punitive 
damages from Chugach Electric 
Association for its withdrawal. Ac­
cording to docu-

their own to obtain the appropria­
tions, Local 1547 offered to secure 
the money for them. In exchange, 
IBEW asked for a guarantee that 
only IBEW members would be 
hired to do the work on those 
projects.

With all but ML&P on board in 
1990, IBEW lobbied for the appro­
priations which were passed.

"We did our part,” Gary Brooks 
said earlier. He was dismayed that 
Chugach was reneging on the bar­
gain.

Asked last week how IBEW 
could be successful at gaining 
something that utilities rcprcsent-

ments prepared 
last October by 
Helene Antell 
Brooks, an attor­
ney for IBEW, a
decision by the ____________
Chugach board
of directors to renounce its part in 
the agreement is illegal.

“The reasons offered by 
(Chugach Electric Association) to 
justify its repudiation of the 
(Memorandum of Understanding) 
are an ugly, unwarranted attack 
upon the IBEW,” the attorney 
wrote.

Meanwhile, it was Iear.,ed re­
cently that the seven-year-old 
agreement was quietly signed last 
December by Thomas Stahr, gen­
eral manager of Anchorage Munici­
pal Light &  Power (ML&P). He 
said his signature "doesn't bind the 
municipality," but that he "will 
urge" the municipality to ratify the 
document.

“If we’re still fighting over the 
issues, chances arc the money will 
go back," Stahr explained in an in­
terview last week. He said some 
criticism of the agreement is 
unfactual and defended his signing 
the document he earlier refused to 
endorse.

“I’ve worked on the interties for 
10-12 years and to have them h inge 
on information that’s incorrect is 
not rational," Stahr said.

The “money" the ML&P man­
ager referred to is legislative appro­
priations for $90 million to be used 
for construction of two electrical 
interties, one to the north and an­
other to the south. They would link 
utilities from Homer to Fairbanks.

The legislative appropriation is 
the "tar" in a tif-for-tat agreement 
between the IBEW and eight utili­
ties.

IBEW Business Manager Gary 
Brooks last year explained (hat af- 
Icr the utilities had been unable on

“Look at the savings that have bean 
generated by tree and open bidding. There’s 
been a real ripple effect. ” —  Ray Kref g

ing more than half the state’s popu­
lation had failed to accomplish, 
IBEW political strategist and pub­
lic information person Anne Hays 
said, “We're good at what we do."

The January, 1990 signature by 
Matanuska Electric Association 
(MEA) General Manager Ken 
Ritchey was not ratified by the 
MEA Board. The Valley-based util­
ity maintains that it docs not rec­
ognize the agreement. IBEW as­
serts that MEA nevertheless was 
committed, but the union has not 
pursued that contention in court.

Chugach, however, did not ques­
tion the agreement until June 7, 
1996 when the board voted to no­
tify IBEW that the utility no longer 
recognized the agreement as being 
in effect.

During that time, Chugach 
members elected directors who 
campaigned on the platform of 
‘‘free, open and competitive bid­
ding” on construction projects. 
They follow'd a trail blazed by 
MEA. The Valley-based utility 
adopted an open-bidding bylaw 
change in 1993. A similar provision 
was adopted by Chugach members 
last year.

Chugach’s rejection of the 
memorandum come after release of 
a January, 1996 study by consult­
ants at the University of 
Pennsylvania’s Wharton School. 
The report by Herbert R. Nortiimp 
and A. J. Thicblot concluded that 
the intcriics could cost $200 mil­
lion and might not be cost-effective.

The consultants also stated that 
savings of up to $9.5 million might 
be realized on just one of the two 
projects, die Northern fnlertie.

Those figures were flawed, 
Stahr said.

“There's not enough labor to do 
(to save that much money). People 
would have to pay to work on the 
job in order to save $9 million.” 
Stahr said.

The Northern Intertie, which 
was the basis for the projection, 
includes what amounts to a huge 
battery — one that Stahr said will 
cost about $24 million. Labor re­
lated to that “would be supplied by 
the vendor.”

The Intertie Participants Group 
will be responsible for the construc­
tion, although Golden Valley Elec­

tric Associa- 
tion will man­
age the North­
ern Intertie 
and Chugach 
will manage 
the Southern 
intcrtie.

“They will be subject to prudent 
utility practices," Stahr said.

In its lawsuit, IBEW claims that 
Chugach acted to withdraw from 
the memorandum because of anti- 
union feeling among the board 
majority.

C.ugach’s reason for repudiat­
ing the agreement is because of the 
savings shown in the Wharton 
study, said Ray Kreig, president of 
the Chugach board.

“Look at the savings that have 
been generated by free and open 
bidding,” Kreig said, “There’s been 
a roal ripple effect."

Bidding from open shop con­
tract s has driven costs down, ac­
cording to the Chugach president 
He said the Susitaa Crossing job 
came in at 40 percent under the 
engineer’s estimate.

Another project, the Teeland 
substation upgrade, was won by 
Vista Electrical Contractors, whose 
employees arc represented by 
IBEW, in February. At 
S168,075.50, it came in at one-half 
the engineer’s estimate.

Last Monday, the MEA board 
again opproved a contract to Vista, 
that bid also below ihe engineer's 
estimate.

IBEW is making concessions in 
order to help contractors make 
lower bids. Among other things, a 
1996 addendum to the intcrtie 
memorandum removes the require­
ment for double time on Sundays, 
lists only five holidays to be reim­
bursed at double time, and eases 
requirements for tra.el time and 
expenses.
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G O L D E N  V A L L E Y  E L E C T R IC  A S S O C I A T I O N  IN C . Box 71249, Fairbanks, Alaska 99707-1249, Phone 907-452-1151

April 15, 1997

Representative Norman Rokeberg
Chair, House Labor and Commerce Committee
State Capitol
Juneau A K  99801-1182

Dear Representative Rokeberg:

Golden Valley Electric Association supports the passage of H B  235 which is under 
consideration by the House Labor and Commerce Committee. Before any electric 
utility is certificated to offer retail electric service in an area that is already 
served, it is important that clear and convincing evidence demonstrates that such 
competition is in the public interest.

Approval of competitive electric service without due consideration of possible 
adverse impacts on the rates and quality of service to retail electric consumers has 
the strong potential of creating winners and losers. The losers will most certainly 
be residential and small commercial customers.

We would appreciate your support in obtaining approval of your committee for 
H B  235.

Michael P. Kelly 
General Manager

kag


