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The Chugach Electric Association (CEA) Board of Directors established a Blue
Ribbon Panel (Panel) though resolutions on May 16, 2007, and June 20, 2007,

The purpose of the Panel is described in the May 16th resolution:

“As a first step, it’s time to reach out to community leaders and appoint a small
group of corporate executives with expertise to make a high level assessment of
Chugach Electric and make recommendations. This group will be known as the
Blue Ribbon Panel for Chugach Electric Association.

“The Review Panel will;

A. Review high-level performance measures and finances.

B. Make recommendations as to whether there should be a more detailed
outside review, investigation and/or management audit undertaken.

C. Review Chugach Electric communications on the issues most
important to its members and the business community.

D. If indicated, recommend how Chugach should restructure to deliver
value in line with national economic performance standards for
electrical utilities.

E. Make recommendations in other areas that it deems appropriate or
that arise as it undertakes its review.”
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The members of the Panel were unanimously approved at the June , 2007, Board
meeting.

Panel members

David Gottstein, President, Dynamic Capital Management

Robert Hickel, President, Hickel Investment Company

Loren Lounsbury, Former APUC Commissioner and Commerce Commissioner
Richard Lowell, President, Ribelin Lowell & Co. Insurance Brokers (retired)
John Wanamaker, Vice President, Seattle-Northwest Securities Corporation
Facilitator: William Noll, former Commissioner of Commerce, Community and
Economic Development N

Copies of these resolutions and biographies of the Panel members are at Tab 3.

The following report is respectfully submitted to the CEA Board by its
duly appointed Panel.

Although the report is comprised of recommendations based on the
review of a necessarily complex group of management factors, the Panel
recommends the following three overarching guiding principles to the Board.

The first guiding principle is to take all steps necessary to deliver the
lowest possible long-term cost and rate structure for CEA’s customers, coupled
with the long-term viability and financial health of the utility. Cost
management and control should become a integral part of the CEA culture.

Not connected to America’s national energy grid, getting electricity and
power to Alaskans once was a challenge even in Anchorage. Because of the vital
importance of providing power, reliability was given the highest priority.

It is therefore with justifiable pride that CEA points to performance
records of very few power outages and a very high degree of reliability for its
residential and business customers. CEA management presented the Panel with
a statistic showing that CEA’s power was on 99.98% of the time, which is a great
achievement. Most Railbelt Alaskans by and large enjoy reliable and stable
power supplies after a long history of no such reliability, a great tribute to CEA
and the efforts of a long line of current and past employees.
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On the other hand, a nationally recognized benchmarking firm reported to
the Panel that CEA’s distribution rates could be as much as 60% higher than
those of utilities with similar customer density. Other analysts state that CEA
has cost components that are twice national norms. This and other evidence
suggests that CEA has several major and systemic deficiencies in its cost and
delivery structure and operations, including among its collective bargaining
units.

The second guiding principle is the need for long-term planning on
many levels, but particularly in terms of power generation and financial
matters.

The Panel recognizes the excellence of CEA management’s presentations
to the Panel. The quality of that input speaks well of the experience and know-
how of the CEA management team.

The Panel recommends that strategic planning in five-year, ten-year and
longer increments needs to be done and updated annually.

Particular attention should be in power generation and financial areas.
There should be a clearly written and well-understood debt plan. Those plans
should be well understood and communicated on several levels: by CEA Board
and staff; to CEA Co-op membership; and to energy customers of the Railbelt.

The third guiding principle is the need to eliminate the co-op as the
business model and concentrate on other models to achieve a more efficient,
cost effective and financially healthy utility.

Some of the reasons for this are: no one acts as owners; only about 15-
20% of CEA members bother to vote; management and labor are often
stalemated; risk capital management is not properly motivated to take or
mitigate investment risk, resulting in a climate where both management and
labor cannot optimize their performance for the long-term financial health of
CEA.

CEA and ML&P merger discussions should continue. The Panel also feels

that Railbelt-wide joint discussions need to be front and center for the good of
the utilities and, more importantly, for the good of the Railbelt consumers.
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Therefore, the Panel recommends that planning for mergers or some
other sort(s) of coordinated effort, including but not limited to privatization, in
Railbelt power generation, transmission and distribution needs to receive a
very high priority. The CEA Board needs to undertake a serious initiative to
separate Generation & Transmission from Distribution.

Management and Governance Segments

The balance of this report is broken down into several segments.

The Panel recognizes that its recommendations will Jead to two categories
of action: those that CEA can accomplish on its own, such as costs of certain
operations; and those that can be achieved by some combination of efforts, such
as with its sister utilities or the Regulatory Commission of Alaska (RCA).
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