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Executive Summary

Introduction

The Rural Utility Cooperative (RUC) Final Evaluation is designed to answer several interrelated
questions:

e [s the RUC working as envisioned?
e s it making an impact in the RUC Communities?
e Are the RUC Communities better off than the Non-RUC communities?

Whereas the interim report was conducted with the goal of determining the RUC pilot project’s
value added through 2005 as well as collecting baseline data for future evaluation of RUC
prospective communities, the final evaluation has built on the framework developed for that
assessment. We have identified areas such as operator satisfaction (pay and turnover) and
advantages such as staying off the Significant Non-Compliance List (SNC List) and in regulatory
compliance, making bulk fuel purchases through the RUC, and effective billing and collections
policies where RUC villages continue to make improvements. These RUC management
parameters are moving the villages towards sustainable operations. The RUC concept also has an
inherent advantage in that a system or “roadmap’ has been initiated for community capacity
development. The RUC has an opportunity to build a structure that can take advantage of
collaboration and foster unique and effective partnerships with funding and regulatory agencies.
This assessment builds on additional fieldwork completed in June 2007 and a comprehensive
assessment using key performance indicators, as well as interviews with key RUC and
programmatic Alaska Native Tribal Health Consortium (ANTHC) managers.

The RUC currently consists of the following eight villages:

Grayling

Holy Cross
Russian Mission
Toksook Bay
Upper Kalskag
Chevak

Lower Kalskag
e Goodnews Bay

Additional resources for RUC planning and management are included in the appendices.
Appendix A presents the Denali Commission funding proposal. Appendix B provides the context
for RUC planning using a Chronology of Events, Laws, and Milestones. It is visually illustrated
in Figure B-1 — RUC Development and the Impact of Events on Rural Alaska Sanitation, located
in Appendix B.
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Appendix C lists the former and prospective RUC villages in addition to the current villages
managed by YKHC, and Appendices D and E have budgets for the RUC villages, who are
member communities of the YKHC pilot RUC Program. Finally, Appendix F contains a list of
key stakeholders pertaining to Alaska rural utility provision.

Methods

The evaluation was conducted by a team of experienced utility operation and maintenance
professionals led by independent reviewer/ consultant Dr. Steven Konkel. The team initially
expanded upon the 2002 Martin Consulting report, identifying Key Performance Indicators
(KPIs) in a framework for the interim evaluation. This Final Evaluation Report focuses on eight
KPIs: affordability, qualified operators/operations, water production, population and operable
connections, user fee collection percentage, electrical use and cost per kilowatt-hour/fuel
consumption plus fuel cost per gallon, community capacity development, and regulatory
compliance. The assessment also includes a metric comparing RUC and non-RUC villages using
the criteria developed in the Martin report; this is included following section 5.8.

Results

o Affordability: All RUC utilities charge about, slightly less than, or below the generally-
accepted affordability standard of 4.5 percent or 5 percent of median household income.
Entities conducting applied research on affordability, such as the Regulatory Commission of
Alaska (RCA) and the Institute of Social and Economic Research (ISER) of the U. of Alaska
Anchorage, have found nationally that rates above 4 to 5 percent of median household
income (MHHI) may be considered problematic. In comparing Alaska to nationwide studies
of water and sewer utilities, there are unique challenges which make providing sustainable
operation and maintenance somewhat different from the “Lower 48” states. In Alaska, the
cost of service delivery, weather and year-round access, cost of delivered fuel and electricity,
and maintenance challenges (‘“Small problems loom large on the tundra,” Remote
Maintenance Worker Wally Wallace, 1998) combine with the lack of a sustainable economic
base in rural Alaska to drive higher utility costs. In addition, subsistence lifestyles and the
Alaska Permanent Fund Dividend program are unique to Alaska; both may be considered in
developing incentives to collect utility revenues. The challenge of bringing the public health
benefits of a clean drinking water supply and sanitation facilities to Alaska’s villages has
been visible as a public policy priority for literally decades.

The RUC has designed a pathway for villages to make significant improvements toward
sustainability as well as to move from water haul and honey bucket collection to viable piped
water and sewer systems. It envisions being able to work not only within and across

boundaries within a utility organization, but across organizations serving rural community
needs.

Water and sewer billing rates increased in July 2007 in RUC communities; these rates range
from $40 a month in Goodnews Bay, to $50 per month in Upper Kalskag, to $70 per month
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in Grayling, Lower Kalskag, Russian Mission and Toksook Bay, and $85 per month in
Chevak and Holy Cross. In addition, the City of Holy Cross has levied a 15 percent surcharge
on utility bills to raise additional revenue for the City. Collection rates should be monitored
to ensure that surcharges are not significantly affecting collection rates, and total RUC
revenues generated by the communities with surcharges are meeting RUC requirements.

e Qualified operators/operations: RUC villages appear to have water plant operators (WPOs)
who are very qualified to run the water plants. In some cases, particularly Grayling, it
appears that the trend in water plant operator competence and desire to achieve certifications
has been much better than in the pre-RUC period. Nevertheless, there has been a significant
turnover in Grayling water plant operations recently as well as in an administration position
in the village; this may be characterized as a temporary setback to achieving higher levels of
community capacity development (discussed below). In general, RUC communities have
experienced WPOs who have gained additional wages plus benefits as part of the RUC
community. The graphics included in this assessment show that significant improvements
have been made over pre-RUC wages. The RUC provides support to WPOs who want to
increase their certification level; villages like Chevak have several WPOs where new
operators can learn from their more experienced colleagues. Building capability of WPOs in
rural Alaska is a challenging undertaking, especially in the non-RUC villages.

e  Water production: Water production varied significantly between RUC villages. Water
production for both Grayling (population 174) and Chevak (population 908) was around
750,000 gallons per month in April 2007, despite the much greater population in Chevak.
Sometimes lowering water production in RUC communities can indicate leaks in the system
have been identified and fixed and water is more efficiently produced. Managers can monitor
per capita gallons per day (gpd) consumption to assure that the benefits of a clean drinking
water supply are achieved. Internal analyses at DEHE suggest that villages with per capita
water production in the range of 25-32 gpd are likely generating the expected public health
benefits. In Goodnews Bay, per capita water production is 9 gpd from a groundwater water
supply source. This is not atypical for a village with water haul versus a piped system into
houses. At the other end of the spectrum lies Grayling, whose per capita production is 142
gpd; this indicates that there likely are very significant leaks in the system, which can be very
costly to excavate and fix. Grayling, like Alakanuk, has a surface water supply source.

e Population and operable connections: RUC community populations have remained
relatively static since 2000. Typically, the number of residential connections is much greater
than for the other categories of connections such as institutional or commercial customers. In
Russian Mission and Upper Kalskag, there is only one institutional customer (the school),
whereas Holy Cross has eight commercial customers and five institutional customers. Due to
the small size of the RUC villages, the number of connections and residential customer
billings and collections can be very important to RUC operations. Also, disconnection
policies, such as reconnection fees, can be labor intensive, so finding ways to increase
collection rates is a key to becoming a viable member of the RUC.

e User fee collection percentage: Collection rates have improved significantly under RUC
management. The longer the communities are in the program, the better the collection rate is.
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The collection rates of the three original communities are close to 100 percent for fiscal year
2007. An increase in monthly rates became effective in August 2005. In early 2007, rates
were again increased. This final evaluation includes YKHC budget figures for 2006
(Consolidated Village Budget, Appendix D) and for 2007 (RUC Community Annual
Budgets, Appendix E). Collection revenue should be carefully monitored, both on a month-
by-month basis and for the cumulative collection percentages. The connection with the
affordability variable is apparent from the discussion above. Revenue generation helps to
fund salaries and benefits for WPOs and ensure parts and remote worker availability for
sustainable operations. Grant monies have been applied to build capacity rather than to
provide an on-going subsidy for operations such as the Power Cost Equalization (PCE)
program affecting electricity bills in many rural communities not included in the four dam
hydroelectric program.

e Electrical use and cost per kilowatt-hour/fuel consumption and fuel cost per gallon: The
cost of energy represents 25.4 percent of the utility operations budget. The bulk fuel purchase
program was able to save a lot of money on fuel purchases. Whereas the average fuel price
for non-RUC villages was $5.25 per gallon, recent figures for the RUC villages averaged
$3.27 per gallon (a 38 percent savings in fuel costs. Sometimes villages have to pay large
premiums for fuel delivery in winter months, and air delivery, though expensive, is the only
viable option. In addition, the ability to take advantage of bulk fuel purchases is sometimes
limited. In Holy Cross, for example, additional fuel storage capacity is needed. This is the
reason that Holy Cross’ fuel cost per gallon was $5.25 per gallon in April 2007.

e  Community Capacity Development. All RUC communities have been on a similar roadmap
toward community capacity development, as envisioned in the initial concept planning,
interim evaluation report, and lessons learned documents prepared for funders. These efforts
range from general housekeeping and spare parts storage (evident from the pre-RUC
beginnings and current status verified in site visits at Grayling) to the overall results in RUC
villages such as Toksook Bay, where the utility is being integrated into improved
infrastructure for the village as a whole (bulk fuel storage, wind generator production, new
service connections). The Statewide Utility Association (SUA) runs a billing and collection
program, and the Alaska Utility Supply Center takes advantage of its buying power to lower
the costs of spare parts, such as pumps. The Remote Maintenance Worker program provides
the water plant operators with knowledge and ability to fix problems without having that
expertise within the village itself.

The Rural Utility Business Advisory program (RUBA) has developed 27 essential indicators.
The 27 indicators fall under accounting, finance, Internal Revenue Service problems,
Workers Compensation Insurance, Organizational Management, and Operation of the Utility
(which includes indicator number 26: The Utility Operator(s) are actively working towards
necessary certification; and 27: The Utility has a preventative maintenance plan developed
for the existing sanitation facilities.)

Analysis of these indicators for RUC villages (conducted by Chris Kiana, Utility Business
Advisor for ANTHC) shows a progression over time for the current RUC villages as well as
Alakanuk and Kwethluk, which have built some capacity during their stint in the RUC.
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Lower Kalskag and Goodnews Bay, both RUC villages, had significant problems meeting
almost all of the indicators in the last quarter of 2006 (9-12, 2006) as well as in the first
quarter of 2007 (1-3, 2007). An inherent advantage of the RUC is that communities can
receive assistance to pass the essential RUBA indicators. For example in Goodnews Bay and
Lower Kalskag efforts in the second quarter of 2007 (4-6, 2007) resulted in overall pass of
the RUBA assessment in the third quarter, as shown in Figure 5-8. RUC managers work with
the communities to improve these indicators, building community capacity. RUC villages are
in much better shape in meeting RUBA’s essential indicators, and RUBA has been a valuable
collaborator with funders in moving the RUC villages forward in their community capacity
development.

e Regulatory compliance: All RUC communities were in moderately good regulatory standing
at the time of the evaluation. The major conclusion for this key performance indicator is that
the RUC communities are working on moving off the SNC (Significant Non-Compliance)
List, while non-RUC communities may struggle with the many rules of the Alaska
Department of Environmental Conservation (ADEC) dealing with surface water treatment,
arsensic, bacteriological and other sampling and remedial measures, and recordkeeping and
reporting. Non-RUC communities are 1.78 percent more likely to be on the SNC list.

Another regulatory and administrative advantage of the RUC concept deals with
certifications by the Regulatory Commission of Alaska (RCA). RCA certifies villages to
perform water and sanitation services. This includes a public certification of need. The RUC
communities save money on the certification process as well as certificates for operation. In
addition, RCA certification enables communities to qualify for grants for capital projects.
The RUC pays one fee, rather than a fee for each service or each village. This provides the
RUC with an economy of scale in the certification arena.

Taken collectively, these KPIs demonstrate that RUC communities are operating as envisioned,
taking advantages of economies of scale and planning for electricity and fuel use, through
mechanisms such as bulk fuel purchasing. The RUC has demonstrated the value of integrating
the efforts of the RUC manager, Remote Maintenance Worker (RMW) Program, and the needs
of the WPOs to keep water and sewer plants functioning well. The impact ranges from major
improvements in places such as Toksook Bay, as compared with coastal non-RUC villages such
as Scammon Bay, to logistical and organizing improvements at Grayling, which may be
compared to many non-RUC villages. Often there is little inventory and practically no organized
approach for additional spare parts such as pumps, which can run around $5,000 each. RUC
villages have access to the resources of the Statewide Utility Association and the Alaska Utility
Supply Center (AUSC). The RUC also promotes organizing spare parts inventories and planning
for contingencies.

Comparison of RUC versus non-RUC communities can be done using the Martin consulting
metric described in detail in the Martin report (2002). Compared to the non-RUC villages, it
appears that RUC communities are performing quite well, with current RUC villages receiving
top scores in the Yukon-Kuskokwim (Y-K) Delta region.

RUC Final Evaluation Report ES-5 Dr. R. Steven Konkel
October 2007 Independent Reviewer/Consultant









20 or more villages at this time — including those noted in the Martin report, and other villages
where Mayors or others have expressed an interest in learning more about the RUC concept and
its implementation. On the site visits conducted in August 2005, we also interviewed key local
officials, especially in Holy Cross (current RUC community) and Chevak (Prospective RUC
community), where the Mayors made time for us. Extensive site visits are planned for the final
evaluation, as there are observations and data that are best collected and verified through this

fieldwork. The site visits also provide an excellent communication vehicle for interacting with
the WPOs.

To provide a context for understanding provision of water and sewer systems in rural Alaska, we
have developed Figure B-1: RUC Development and the Impact of Events on Alaska Rural
Sanitation and Appendix B: Context for Provision of Sanitation Services in Alaska: A
Chronology of Events, Laws, and Milestones that elaborates on the elements in Figure 1. We
believe this provides a baseline of knowledge for understanding the “sustainability challenge” of
providing clean water and wastewater treatment services in the Yukon-Kuskokwim Delta region
of Alaska. It is also essential for understanding regional and statewide realities.

Appendix C: Current Rural Utility Cooperative Villages and Former and Prospective RUC
Members (August 2007) contains key demographic and MHHI information for the RUC
communities. The 2004 population is based on data reported by the State of Alaska Dept. of
Commerce, Community, and Economic Development (DCED), published in community profiles.

Mr. Ed Lohr, Mr. John Spriggs, Mr. Troy Ritter, Kris Hadden, and Seth Smith provided data,
access to resources, and logistical support. Ed Lohr and John Spriggs assisted with development
of key performance indicators (KPIs) and acquiring the data required for compiling key
performance measures, analysis, and technical evaluation of the RUC villages, without which it
would not have been possible to address the issues covered in this interim evaluation of the
development of the RUC concept and the progress made in the Yukon-Kuskokwim pilot
demonstration implementation to date. We also collected and evaluated data using a metric

proposed in the Martin Report; our conclusions on this measure are contained following section
5.8.

The results presented herein were gleaned from conversations with multiple individuals involved
in the conceptualization of the RUC, from Ed Lohr, John Spriggs, and Karl Powers (YKHC), to
several water plant operators (WPOs) involved in the day-to-day operations of the RUC utilities.
There are many people to thank for their time and patience in answering questions and providing
data during the site visits in the four villages. ANTHC DEHE Tribal Utility Support offices in
Anchorage have a wealth of staff with expertise spanning environmental public health and
engineering, as well as operations of utilities and billings and collections for villages. Michaela
Straughn and the technical editing staff in DEHE provided superb logistic support in production
and refinement of the tables and figures used in this report. Staff in the YKHC Office of
Environmental Health and Engineering, including Karl Powers and RUC manager Seth Smith,
offered their perspectives on challenges facing the RUC in August 2005 and June 2007.

The RUC members and “former and prospective RUC members” are readily accessible via
charger flights based out of Bethel, weather permitting. With respect to factors such as village
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size and the cost of operating utilities, these villages are typical of Alaska’s more remote
communities and the challenges that they face, especially when compared to provision of water
and sewer in cosmopolitan population centers such as Anchorage, Fairbanks, and Juneau. Costs
of fuel, transportation, and labor are definitely important in evaluating the economics of
providing power, water, and wastewater treatment operations through the RUC. Usually these
utilities are interrelated. For example, one person in a village can work with both water plant
operations and in ensuring that the wastewater treatment operations are functioning properly.

The RUC has evolved over several years. One of the primary purposes of this report, the final
evaluation, is to objectively identify progress and remaining challenges. We also took note of
some of lessons learned identified by ANTHC DEHE. This Final Evaluation Report looks at
where the villages participating as a RUC community stand today compared to where they
started before this project began, or the conditions prevailing in their water supply systems just
before they joined the RUC.

Finally, in this report we look at the issues affecting the potential for success in managing these
utility operations and the implications for the implementation of the RUC concept in the Y-K
Delta region. Successful demonstration of the concept for the current and prospective villages is
well underway. The success and challenges of the RUC will have implications for other regions
and/or cooperatives throughout Alaska, as provision of these services cannot be taken for granted
in Alaska’s remote communities. Other boroughs may be able to gain insights into whether the
concept has promise in their own region based on the progress of the RUC to date. The concept
may be modified to suit regional or statewide needs.

Comments on this report are welcome. Please send them along with your contact information to:

Mr. Ed Lohr, Director

Division of Environmental Health and Engineering, Tribal Utility Support
ANTHC

1901 Bragaw Street, Suite 200

Anchorage, AK 99508

Note on Dr. Konkel:

Steve Konkel worked as a policy analyst in the second administration of Gov. Jay Hammond
(1978-82), where he analyzed energy and environmental programs and policies in the Division of
Policy Development and Planning (DPDP) in Juneau. He earned his Ph.D. in Urban Studies and
Planning at M.I.T, and holds a Masters in City Planning from Harvard University, as well as an
S.B. in Architectural Engineering: Construction Management from the University of Colorado,
Boulder. He is a Charter Member of the American Planning Association (APA), and has held the
American Institute of Certified Planning (AICP) credential continuously since 1975.

In 2005, he presented “The Planner as Mediator: Dispute Resolution in the Public Policy Arena”
as part of the Kentucky Chapter of APA Fall conference, held September 21-23, 2005 in
Frankfort, KY. At the 70™ Annual Education Conference and Exhibition of the National
Environmental Health Association (NEHA), Commander Spriggs and Dr. Konkel presented a
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5.9 RUC versus Non-RUC Comparison
Table 5-9 gives scores for RUC and non-RUC villages, which are a composite of 17 indicators
originally used in the Martin report (2002). The RUC villages compare very favorably to the

non-RUC villages using this metric (also see Figure 5-6).

Table 5-10 Performance Indicators

T — Sit_e 10/1 4/1 101 4/1 101 4/1 10/1 41 Avg
Visit 2003 2004 2004 2005 2005 2006 2006 2007 Score
Alakanuk 235 240 240 240 240 190 194 164 90 225.6
Holy Cross 202 239 220 262 269 242 261 261 225 242.1
Grayling 195 169 203 373 229 207 169 169 274 220.7
Mtn Village 232 230 230 230 230 150 140 135 135 206
Toksook Bay 175 244 244 272 200 216 207 202 220 222.6
Kotlik 250 220 220 220 220 170 160 111 101 208.6
Russian Mission 168 220 220 240 267 290 210 210 209 230.7
Upper Kalskag 215 225 225 225 221 226 283 283 226 2314
Marshall 210 224 224 224 224 149 139 283 88 199.1
Scammon Bay 200 205 205 205 205 205 160 153 143 197.9
Anvik 145 190 190 190 190 100 80 87 57 155
Hooper Bay 121 160 140 140 160 160 150 40 10 147.3
Chefornak 110 140 160 160 140 80 100 90 90 127.1
Quinhagak 70 150 150 150 150 160 170 86 91 142.9
Nunam Iqua 81 110 110 130 130 130 130 10 0 117.3
Tuluksak 80 120 100 120 120 120 120 20 20 1114
Crooked Creek 73 100 120 100 120 100 100 70 60 101.9
Atmautluak 80 110 110 90 90 100 90 -10 -10 95.71
Akiak 83 90 90 90 90 90 90 -10 0 89
Pitkas Point 80 90 90 90 90 100 160 60 75 100
RUC 2173 | 2223 | 2744 | 2372 | 236.2 | 226.0 | 225.0 | 230.8
Non-RUC 150.25 166.1 166.1 158.6 | 159.9 133.6 | 1322 | 859 63.3
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prospective RUC villages should be “baselined” using the Martin metrics as well as the KPIs that
will be presented later in this evaluation.

Certainly one of the most important factors in the sustainable operation of a water plant is the
ability of the WPO to make sure that the plant is producing safe drinking water. We have
combined WPO certification with insurance for operators, the Labor Costs ($/hr.) pre-RUC and
after joining the RUC (August 2005 data), and the total hours worked to make a judgment on this
KPI. In addition, during the site visits to the RUC villages of Alakanuk, Grayling, and Holy
Cross the WPOs were asked whether improved wages, receiving paychecks in a timely fashion,
and availability of more benefits from the RUC provided incentive to improve plant operations.
The WPOs all answered these questions in the affirmative. In some villages, the lack of budgeted
resources and the intermittent paychecks may have led to greater turnover in the job of WPO in
the village. We do know that operators in some villages have taken full-time work in higher
paying positions. One problem in villages in the paucity of full-time governmental jobs,
especially in villages heavily dependent on subsistence.

Table 5-2 shows several interesting points with regard to qualification of WPOs / quality
operations. First, the hourly wages are higher for Level 1 operators (as expected). Second, all the
RUC villages appear to have sufficient insurance, and there are at least two operators that have
been hired in each RUC village. The total hours worked for Alakanuk in 2005 were much higher
than for other villages; this 1s attributable to the fact that Alakanuk has a water haul system that
is labor intensive.

In sum, the RUC villages appear to have WPOs who are very qualified to run the water plants.
Interviews with WPOs on the site visits to Alakanuk, Grayling, and Holy Cross lend additional
credence to this “on paper” evaluation. In some cases, particularly Grayling, it appears that the
trend in WPO competence and desire to achieve certifications is definitely better than has been
the case in the past, especially in the pre-RUC period, although there was recently a setback
attributable to a WPO health problem. The new WPQO is not yet certified.

Recommendation WPO-1 and WPO-2

A human resources-driven assessment of the level of competence of WPOs, including their
ability to manage staff and to attain higher levels of WPO certification, may be completed by
YKHC’s RUC manager. Labor turnover rates in these positions should be closely monitored.

Figure 5-2 — WPO Wages shows the cost of labor per hour, both pre-RUC and currently. This is
a comparison of labor costs per hour in the RUC in August 2007 compared to pre-RUC labor
cost per hour in each village.
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Recommendation WPPC-1

Water production figures are very useful for estimating public health benefits of clean water and
for “troubleshooting” inefficiencies (when consumption patterns increase dramatically, it may be
a system leak or malfunction rather than increase water consumption). Managers should assess
water production quarterly.

Table 5-3: Water Production tends to mask several realities of providing utilities in the Y-K
Delta region: population is relatively static; there is a very small institutional and commercial
sector (combined) so that the systems are primarily residential in nature; and that increasing the
number of operable connections may be one of the most cost-effective strategies for increasing
revenue to the RUC in the short-term time horizon.

Recommendation POC-1

Managers should evaluate the percentage of operable connections for each RUC village, seeing
whether or not it may be possible to increase the number of connections to raise additional
revenue.

Recommendation POC-2

The RUC Manager may evaluate whether additional metering might provide information
relevant to setting rate schedules, and increasing revenue. Chevak’s monitoring of the water
consumption at its Laundromat and the school and faculty residences are good examples of areas
in which metering data can facilitate decision making.

Comparing from two quarters can be misleading. Averaging data over annual periods may show
much clearer and justifiable trends.

Grayling and Toksook Bay have shown the most volatility in collection rates. The collection
percentage is the amount of revenue received relative to the total amount billed. A similar
statistic could be calculated using the total number of customers billed and the total number
paying some or all or more than 100 percent of their utility bill.

Recommendation COL%-1

It is apparent from the preceding analysis that 100% collection rates are a fiction. Collection
rates have improved significantly under RUC management. However, it is important that
collection percentage be monitored on a monthly basis, to see if there is a significant decrease in
revenue for utility operations given new monthly rates.

The bulk fuel program is able to save money on fuel purchases by purchasing the fuel at one time
in large quantities. Costs can increase significantly due to the need to order supplemental
supplies and the difficulty of getting deliveries once the Y-K Delta rivers have frozen, thereby
making barge deliveries impractical. Electrical costs per KWh are likewise expensive due to the
remote location of the villages. Cost per gallon for fuel oil use bulk purchases varied from $1.83
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- $1.96 per gallon for delivery in the 2004/05 year. In general, oil and electricity costs for the
villages is forecasted to be much higher over the next 12 months than the historical average. This
will make the bulk fuel purchase program a possible “cost-saving” mechanism for the RUC
compared to villages buying the fuel (and potentially adding a markup before using the fuel in
the provision of utilities). However, Holy Cross appears to require additional fuel storage
capacity in order to take advantage of the RUC bulk fuel purchases.

Recommendation EF-1:

Although the RUC has an inherent advantage over individual villages in purchasing fuel oil in
bulk and managing electrical consumption, it is likely that this cost of providing utilities will
increase significantly in the near term. Recovery of these costs is essential to achieve or maintain
sustainable operations.

The RUC office in the Y-K Delta region and the Statewide Utility Manager may be able to assist
the villages in implementing better planning for their annual requirements and implementing
purchasing options. In the case of Holy Cross, where the village ordered too little fuel for the
winter season, airplane delivery resulted in costs rising by a factor of three for those supplies.
The RUC was able to provide them with fuel that it had in reserve. This type of situation and
possible negative effects on villages can be avoided through coordinated planning and
purchasing, with the RUC helping with planning and possibly having reserves that would serve
the village on an emergency or contingency basis.

Currently all of the RUC villages are in moderately good shape with respect to regulatory
compliance. That said, at one point Grayling was on the SNC list for lack of compliance with the
surface water treatment rule.

In general, compliance with regulations has tended to get more complex with time. Also, the
costs of not being proactive are greater, as is the potential downside of losing customer
confidence in the quality of village water. Grayling had violations listed from January 2004
through May 2005. Typically it takes six months of compliance to get off the SNC list.

We have chosen to address regulatory compliance by determining whether or not the village is
able to take bacteriological samples to test for fecal coliform on a regular basis. These samples
must be sent in a timely fashion to a certified laboratory, which can be a problem given the
nature of transportation and shipping in the Y-K Delta region.

Using this criterion, however, no RUC villages are on the Significant Non-Compliance list at this
time.

Recommendation RC-1

The RUC response to regulatory compliance has, in general, been to respond to situations where
the WPO has not completed all requirements or a problem has been identified. The State of
Alaska, Department of Environmental Conservation (ADEC), Division of Environmental Health
manages the Drinking Water Program (DWP). YKHC may establish capabilities to deal
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Regional Utility Organization — Proposed Demonstration Project
February 26, 2001

Denali Commission Funding Contribution Proposal

Regional Utility Cooperative - Proposed Pilot Project
November 15, 2000

Page 2

The Alaska Native Tribal Health Consortium (ANTHC) seeks matching Denali Commission and
Environmental Protection Agency (EPA) funding to establish a regional water and sewer utility
Cooperative (RUC) pilot project in rural Alaska. While the two base utilities are water and
sewer, we expect applicant organizations to include other regionally appropriate utilities in their
respective proposals, such as bulk fuel, solid waste, cable TV, or electricity. The central concept
is to bundle multiple utilities with a successful parent organization to minimize start up time,
reduce unit operating costs and improve continuity of service. Initially an existing parent
organization within the State of Alaska, such as a Regional Health Corporation, Borough, or
regional utility, would be competitively chosen to carry out this pilot project. Parallel
applications to fund the RUC are in process through EPA and the Commission. Demonstration
project outcomes would include a functional regional utility, a project final report, and a
guidebook that can be used by other communities to establish regional utility cooperatives.

In the publication, Electric Co-op Today (September 15, 2000), an article states, “Increasingly,
co-ops are managing, even owning, wastewater systems to help develop local economics. ..
Co-ops are stepping forward because nobody else is...and because they have the management
skills and the reputation to protect the interests of its citizens and the environment.”

The ANTHC as well as other groups, such as the Rural Community Assistance Corporation,
National Rural Water Association, and the Rural Utility Business Advisor Program are prepared
to provide funding contributions and/or in-kind services to support the development and
implementation of this proposal. For example, In Year | ANTHC will contribute $150,000 to
establish the existing community practice baseline and third party evaluation process.

Proposed Agency Funding Chart for the Regional Utility Cooperative
|

Description Year 1 - Development | Year 2 - Start Up Year 3 — Operations | Year 4 - Operations

EPA Denali Co. EPA Denali Co. EPA Denali Co. EPA |Denali Co.
Utility Organization $100,000| $150,000 $0| $200,000 $0 $0 $0 $0
Bench Stock $0 $0 $0| $100,000] $25,000/ $25,000 $0 $0
Operations Revenue Gap $0 $0| $175,000/ $125,000{ $150,000 $0 $0 $0
Third Party Evaluation $0 $0 $0|  $25,000 $0]  $25,000 $0| $50,000
Totals =| $100,000| $150,000, $175,000] $450,000/ $175,000] $50,000 $0| $50,000

Total EPA Funding =| $450,000

Total Denali Co. Funding =| $700,000
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Executive Summary:

Small community water and sewer utilities in rural Alaska often lack the capacity to properly
operate and maintain their systems. This paper outlines a model sanitation utility that will
improve capacity through regionalization. A regional utility organization could provide the
following 10 benefits:

Expand the available customer base.
Reduce Operation and Maintenance (O& M) unit costs through bulk ordering.
Consolidate tasks (such as billing/collections).
Locate the O&M organization in a hub community for easier village access and improved
hiring/retention of technical staff.
Provide umbrella operator certification.
Expand the pool of qualified applicants for positions requiring technical expertise such as a
business advisor, technical advisor, and manager.
7. Keep the primary plant operator a local village hire, raising user fee collection rates by
keeping the “bill collector” from being a close relative/neighbor.
8. Increase system operating life thereby reducing long-term capitol funding needs and
protecting the ‘billion dollar investment’.
9. Improved compliance with the Safe Drinking Water Act.
10. A central point of contact concerning the operation of the water and sewer utility.
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The model regional sanitation utility would “piggyback’ on an established regional parent
organization that is currently providing a related service to the communities. A possible parent
organization could be a regional health corporation (the typical Remote Maintenance Worker
[RMW] program manager), local governmental unit (such as a borough), or an existing utility
like the Alaska Village Electric Cooperative (AVEC). Through economies of scale for
management/administration and bulk purchases of fuel and supplies, revised utility rates,
improved collections, and the initiation of a water system connection fee policy (or permit fee
Initiation), a self-sustaining regional utility can be achieved. As part of the demonstration
project, the pilot regional utility may consider diversifying and offering other services such as
bulk fuel sales or a television cable service.

When establishing the utility organization, a technical advisor would be employed by the utility
to provide operational oversight to ensure proper maintenance and upkeep of equipment and
timely monitoring and reporting for Safe Drinking Water Act compliance. A business advisor
would prepare a business plan and see that financial reports are completed in a timely manner.
An advisory group would oversee the formation of the regional utility and assist the utility
throughout the duration of the demonstration project.

This model utility would be funded as a demonstration project and could be used as a template
for future regional utility organizations throughout the State of Alaska. The model utility would
receive initial funding to cover set-up and start-up costs but would be self-sufficient within four
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years with no recurring subsidy. The estimated cost of the demonstration project varies between
$0.9 million and $1.4 million, depending on the number of member villages (10 to 15).

A survey, titled 1999 RUBA Utility Management Survey — Summary of Regional Results, was
recently published by the State of Alaska, Rural Utility Business Advisor program. The survey
provides data on the managerial and financial capacity of communities in Alaska with a
population less than 1,000 (168 communities responded to the survey). The data shows,
“twenty-seven percent of the communities reported they did not have a current year budget.”
Also, “sixty-four percent of the communities that charge user fees reported they do not collect
enough revenue to cover water and sewer costs”. The survey showed only “37% of the utilities
that charge for services have service agreements with their customers”. In a paper titled,
Operations and Maintenance Issues in Rural Alaska Sanitation, Steve Colt wrote, “proper O&M
is crucial to success but severely lacking in many communities today (Colt, 1994)”.

The proposed regional utility organization is consistent with recommendation #7 under “next
steps” in the Federal Field Work Group to Congress on Alaska Rural Sanitation, August 1995.
The 1995 report recommended instituting a pilot project to develop and evaluate a regionalized
water and sewer utility in rural Alaska that can improve the management and operation of water
systems. Many other reports, papers, and studies have been completed dealing with the topic of
improving O&M of water and sewer systems in rural Alaska. This model regional utility takes
the ‘next step’ that has so often been suggested.

1 Assuming 15 member villages
2 Includes a financial audit for 20 villages
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Suggested Duties and Responsibilities for the
Regional Utility Management Positions

The Regional Utility Manager would initially supervise the technical and business advisors. The
manager would be heavily involved in the business aspects of the utility and in establishing a
working relationship with member villages. After two years, the manager would be expected to
assume the duties of the business manager. The clerical assistant would support all three
management positions in the organization with typing, billing, bookkeeping, and other general
office assistance.

Suggested duties for the Technical and Business Advisors are listed as follows:

Technical Advisor

Provides umbrella operator certification.

Provide on-site training in proper sampling, etc.

Be involved in general preventative maintenance scheduling.
Technical supervision of the local operators.

Emergency response coordination.

System monitoring.

User disconnects.

Work orders.

Inventory determination.

Bulk ordering of fuel and other supplies.

Coordinating with other agencies such as making a bulk fuel purchase with AVEC.
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Business Advisor

Utility business plan.

Financial audit for 20 villages.

Ordinance audit of selected villages.

User fee audit.

Monitoring summary status (review of Consumer Confidence Reports).
Inventory audit.

Assessment of facilities.

Audit of the condition and availability of heavy equipment in the member villages.
Ordinance development.

Fee structure.

. Budget.

. Financial issues.

. Service agreements.

. Personnel agreements.
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1974 — Safe Drinking Water Act (SDWA) Under SDWA, EPA sets standards for drinking water
quality and oversees the states, localities, and water suppliers who implement those
standards.

1975- The Indian Self-Determination and Education Assistance Act gives Alaska Natives the
authority to assume ownership of their healthcare programs.

1980 - Spanning 3 administrations and 5 sessions of Congress, what had been called the "Alaska
lands bill" was enacted into law on December 2, 1980 as the Alaska National Interest
Lands Conservation Act (ANILCA) P.L. 96-487. Congress and the administration spent
nearly 9 years, from 1971-1980, developing this legislation. As the agency most heavily
involved with administering Federal lands, the Department of the Interior was given the
responsibility to propose and to implement most of the legislation which would affect the
present and, ultimately, determine the future of Alaska. However, a number of different
Federal agencies, as well as the State of Alaska, Alaska Native groups, and other
interested organizations and individuals were involved in the overall process by which
legislative proposals were shaped into law through hearings in the Houses of Congress,
and other forms of public participation.

1982 — The State of Alaska receives funds to start a Remote Maintenance Worker (RMW)
program to assist rural communities with the maintenance of their water and sewer
systems.

1982- State and federal pass through funds supply provide most operational revenue for village
utilities. This program, known as municipal revenue sharing, provides adequate revenue
for most communities to conduct basic operations without collecting user fees.

Alaska Permanent Funds pays out its first dividend.

1987- Operational revenue from the State’s revenue sharing program begins to decline.
Revenues will decrease more than 80% by 2000, before the program is discontinued all
together in 2003.

1989 — The Surface Water Treatment Rule (SWTR) is enacted by Congress.

1992- The Local Utility Matching Program is initiated in the Kotzebue region. The program
offered $40,000 operational subsidies for communities who met a list of capacity
indicators. While funding for the program was discontinued in 1994, program managers
reported the following results: increased collections by 20%, reduced operator turnover by
74 percent and, improved water testing compliance from 64% to 100%. It was concluded
that, “LUMP can dramatically improve short- and long-term operations and maintenance
for water systems in villages with subsistence economies.”

1992- Section 302 of the Indian Health Amendments authorizes IHS to provide villages with up
to 80% of operation and maintenance costs.

B-2



1994 — The Rural Utility Business Advisor program is funded. RUBA staff provides assistance
to small rural communities statewide that are preparing to receive new or upgraded
sanitation systems.

1996 - Significant revisions to the SWTR were ordered in August, when the Safe Drinking Water
Act was reauthorized by Congress.

1997 — Senator Stevens becomes the Chairman of the Senate Appropriations Committee (except
for an 18 month period when he was the Ranking Member).

1999- The Rural Utility Business Advisors (RUBA) program attempts to survey approximately
190 small villages. Major findings were: 21% of surveyed utilities do not charge
customers for services; 53% of surveyed utilities that charge for fees do not review or
adjust fees to reflect costs; 42% of those communities that charge customers do not
attempt to collect past due accounts; 57% of respondents never cut of services to
customers with past due accounts.

2000- The US Environmental Protection Agency (EPA) adopts the first of a series of new or
more stringent drinking water regulations to include the Long Term 1 Enhanced Surface
Water Treatment Rule, Stage 2 Microbial and Disinfection Byproducts Rules, Arsenic
Rule, Groundwater Rule (proposed), Consumer Confidence Reports Rule, and
Radionuclides Rule. Attaining compliance with these new regulations will prove to
greatly increase cost and complexity for systems already struggling to provide basic
services.

After reviewing sanitation facility financing in rural Alaska, researchers from the
University of Alaska noted, “Evidence in this report suggests that even with higher fees,
effective collections and good management, some small rural utilities will not be self-
supporting (2).” The authors suggest operational subsidies as a potential solution.

ANTHC submits proposal to EPA and the Denali Commission to provide matching funds
to develop the Rural Utility Cooperative Demonstration Project.

2001 — ANTHC receives funds for 4 year demonstration project

ANTHC starts the Alaska Utility Supply Center (AUSC) provides discount parts for
Native Utilities.

ANTHC selects the Yukon Kuskokwim Health Corporation (YKHC) as its partner
in the Demonstration Project, YKHC hires 1* RUC manager.

YKHC hires 2" RUC manager

The governor vetoed revenue sharing in the budget in 2002 for fiscal year 2003; he
did so with little exploration of the impact on rural municipalities and their
mfrastructure.
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