HOUSE FI NANCE COWM TTEE
May 07, 2002
3: 04 PM

TAPE HFC 02 — 104, Side A
TAPE HFC 02 - 104, Side B

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 3:04 PM

VEMBERS PRESENT

Representati ve
Represent ati ve
Represent ati ve
Represent ati ve
Represent ati ve
Representati ve

VEMBERS ABSENT

Con Bunde, Vice-Chair
Eric Croft

Ri chard Foster

John Harris

Bill Hudson

Ken Lancast er

Representative El don Miul der, Co-Chair

Representative Bill WIlIlianms, Co-Chair

Represent ati ve John Davi es

Representative Carl Moses

Representative Ji m Wit aker

ALSO PRESENT

Zach Warwick, Staff, Senator Therriault; Tom Chapple,
Director, Division of Air and Water Quality, Departnent of
Envi r onnment al Conservati on; Sally Saddl er, Legi sl ative
Li ai son, Departnment of Community and Econom c Devel opnent;
Darwin Peterson, Staff, Senator Torgerson; WII Abbott,
Regul at ory Conmm ssion of Al aska; Chip Dennerlein, Director,
D vision of Habitat, Departnent of Fish and Gane

PRESENT VI A TELECONFERENCE

Kei th Bayha, Al aska Public Water Coalition, Anchorage.

SUMVARY
CSSB 140( FI N)

"An Act relating to regulation and licensing of
certain water-power developnent projects; and
providing for an effective date."
HCS CSSB 140(FIN) was REPORTED out of Conmittee
wth a "do pass"” recommendation and with three
previously published fiscal notes: DCED - #1, DNR
- #2, and DFG - #3.
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CSSB 326( FI N)
"An Act relating to evaluating state assunption of
t he wast ewat er di scharge program under the federa
Clean Water Act; and providing for an effective
date."

CSSB 326(FIN) was REPORTED out of Committee with a
"do pass" recommendation and with a new fisca
i npact note by the Departnent of Environnental
Conservati on

#sb326

CS FOR SENATE BILL NO. 326(FIN)

"An Act relating to evaluating state assunption of the
wast ewat er di scharge program under the federal Cean
Water Act; and providing for an effective date.”

ZACH WARW CK, STAFF, SENATOR THERRI AULT, testified in
support of the legislation. He observed that SB 326 is a
conpanion bill to HB 503. The effective date was changed to
January 1, 2003 and the fiscal note was reduced accordingly.
The Departnent of Environnmental Conservation indicated that
the fiscal note would not be sufficient to run the program
They have applied for additional federal funding. If federal
funding is not received the new adm ni stration woul d have to
decided if the project can be done within the general fund
appropri ation.

TOM CHAPPLE, DI RECTOR, DIVISION OF AIR AND WATER QUALITY
DEPARTMENT OF ENVI RONMENTAL CONSERVATION, testified via
tel econference. The Departnent does not object to changing
the duration of the project from18 to 12 nonths. He did not
think that that the project could be successfully executed
with the funding contained in the current fiscal note, which
was reduced by two-thirds. The question is whether the state
should assunme primacy and operate the federal National
Pol | ut ant Di schar ge El i m nation System program He
recomrended a fiscal note of $315 thousand dollars, which
woul d be achi eved by adding $63 thousand dollars in federal
funds for FYO3 and $46 thousand dollars in FYO4. The state
woul d know by Septenber if the federal funds were avail abl e.

Representative Foster MOVED to report CSSB 326 (FIN)) out of
Commttee wth the acconpanying fiscal note. There being NO
OBJECTIQN, it was so ordered.

CSSB 326(FIN) was REPORTED out of Committee with a "do pass”
recommendation and with a new fiscal inpact note by the
Departnent of Environnental Conservation.

#sb140

CS SENATE BILL NO 140(FIN)
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"An Act relating to regulation and |icensing of certain
wat er - power devel opnment projects; and providing for an
effective date.”

DARW N PETERSON, STAFF, SENATOR TORGERSON, testified in
support of the |legislation. Senator Mirkowski sponsored
federal |egislation, which anmended the Federal Energy Policy
and Conservation Act. Title V of this Act provides state
jurisdiction over smal | hydr oel ectric proj ects. The
| egislation transferred federal |I|icensing and regulatory
authority over hydroelectric projects that are 5,000
kil owatts (5 negawatts) or |ess. He maintained that bringing
this regulatory authority closer to hone would reduce the

time and expense associated with federal Ilicensing and
regul ation of smal | hydr o proj ects in Al aska.
The time and noney required for federal Ilicensing is
virtually prohibitive for sonme small utility projects.

Before Alaska can acquire jurisdiction from the federa

Energy Regulatory Comm ssion the |egislature nust approve
the legislation and the Governor nust submt a program
sati sfying the Federal Energy Regul atory Comm ssion’s (FERC
regul atory requirenents. The Regul atory Comm ssion of Al aska
(RCA) would be the regulatory agency responsible and all
current environnental protections under federal |aw would
still apply and could not be pre-enpted by the | egislation.

Vice-Chair Bunde clarified that the authority emanates from
the FERC. M. Peterson explained that FERC woul d have the
ultimate veto over whether or not the state program
satisfies all of their requirenents. Representative Bunde
questioned if federal funding would acconpany the state
assunption of the work. M. Peterson explained that user
fees from the utilities support the federal program The
program woul d need initial start up support fromthe state.
Once the programis running it would be paid by user fees.
He did not know if the user fees would reinburse the start
up costs.

Representative Croft questioned if federal fees were too
high for some individuals. M. Peterson clarified that the
issue centers on the tinme that FERC takes to regulate and
| icense small hydro projects. He assuned that the state run
program woul d be cheaper.

Representative Croft referred to the fiscal note. He
observed that the legislation directs the departnent to set
up regulations to inplenment the program M. Peterson agreed
that federal law directs the state to establish its own
program

Representative Lancaster questioned why the Regulatory
Comm ssion of Al aska was chosen to oversee the program He
noted that there is a backlog at the Regulatory Comm ssion
of Al aska and questioned if they should be given additional

House Fi nance Committee 3 05/ 07/ 02 3:04 PM



work. M. Peterson explained that after discussions wth
involved entities it was decided that RCA would be the best
entity [to oversee the prograni.

W LL ABBOIT, REGULATORY COWM SSI ON OF ALASKA, testified via
tel econference. He stressed that RCA would be an objective
entity. The FERC operates as a nediator to decide if there
is conflict between agencies and the applicant. He did not
anticipate that RCA would wite the environnmental i npact
statenment (EI'S). The Regulatory Conmm ssion of Al aska woul d
contract for the EIS or it would be witten by the applicant
and nodify by the Regulatory Comm ssion of Alaska. A state
program would be submtted to FERC. He expressed concern
that it would take longer than a year to get through the
regul atory process. He did not know what the actual costs
would be. Hydro projects reinburse FERC by the kilowatt-
hour. Therefore funds are not received until projects are
operational. The Regulatory Comm ssion of Alaska would not
receive funds immediately. He assuned that the |I|icensees
woul d pay noney back to the Regul atory Comm ssion of Al aska
to fund the process.

Vi ce-Chair Bunde questioned if it would be the intent to
recapture startup costs when utilities go on line. M.
Abbott affirned.

KEI TH BAYHA, ALASKA PUBLIC WATER COALITION, testified via
tel econference in opposition to the legislation. He felt
that the proposal was a poor investnent for the state of
Al aska.

SALLY SADDLER, LEQ SLATIVE LI AI SON, DEPARTMENT OF COMMUNI TY
AND ECONOM C DEVELOPMENT, provided information on the
| egi sl ation. She noted that the Adm nistration convened an
i nteragency team including nenbers from the Departnent of
Nat ural Resources, Departnment of Fish and Gane, Coastal Zone
Managenent, Regul atory Conm ssion of Al aska, and Depart nent
of Community and Econom c Devel opnent to analyze the bill.
The Adm nistration believes that devel opnent of small hydro
projects would support econom c devel opnent and inprove the
availability/cost of power to rural Al aska. They understand
that a state program may have advantages in allowing themto
focus the process on issues pertinent to Al aska.

Ms. Saddl er explained that in response to pending federal
| egi slation, the Governor drafted a letter of support for
Al aska jurisdiction over the FERC process. At the sane tine,
the Governor recognized that this is a conplex undertaking
and that the state nust be sure that the state program
results in proper design and construction of the dans, while
protecting fish, wildlife and t he envi ronnent, as
rigorously, as does FERC. The Governor also acknow edged
that it is inportant to establish an appropriate funding
mechani sm The Regulatory Conm ssion of Alaska currently
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finances itself through the reqgulatory cost charge. The
Regul at ory Comm ssion of Alaska is comng up against their
cost charge cap. It will be inportant to ook at ways to
recoup costs, whether it is through direct appropriation or
a user fee system

Ms. Saddl er observed that agencies understand their existing
role with the FERC process but the Adm nistration expects to
outline additional statutes and regulatory authority that
they mght have in place. She observed that FERC has
jurisdiction over entire watersheds, while the Departnent of
Fish and Gane currently only has oversi ght of streanbeds.

Ms. Saddler noted that it would be prudent to have the
Regul at ory Conmi ssion of Al aska and departnents report back
to the legislature with the results of the first tw years,
which would be spent establishing the regulations before
they go to FERC. The report would address the inpacts on the
operati ng budget, funding nechanisns, staffing requirenents,
additional statutory tinelines and the public process.

Representative Lancaster questioned if the Departnent of
Community and Econom c Devel opnent would be a partner. M.
Saddl er noted that RCA would take the |ead. The Departnent
of Community and Economic Developnent has acted as a
coor di nat or.

Representative Croft questioned if addition receipt
authority would be needed to charge for the services. M.
Saddl er deferred the question for |ater testinony.

Represent ati ve Hudson spoke in support of state prinacy, but
wanted to be assured that the state is not taking over the
work of the federal governnment w thout additional resources
or an assessnent of how the process would be expedited. He
questioned what kind of resources FERC has used in Al aska
over the past few years to process clains and the basic cost
to the applicants. He wanted to know that the state could do
the work faster, cheaper and better and ensure that the
state is not taking over federal responsibilities that wll
need additional state support. He did not want to take over
federal responsibilities that require budget increases. He
asked how the state coul d reduce expenses.

Ms. Saddl er agreed and added that it was not clear whether
the federal governnent would continue environnental i npact
statenents or if the state would take over all aspects of
the work. The Departnent of Fish and Gane and the Depart nent
of Natural Resources are also involved.

CH P DENNERLEIN, DI RECTOR, DI VISION OF HABI TAT, DEPARTNMENT
OF FISH AND GAME, provided information on the |egislation

The departnent supports the legislation with the caveat that
it provides the sanme level of fish and wildlife protection
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as provided by FERC. He noted that the proposal would result
in small hydro projects in and around rural comunities,

which would be on streans and valleys already used by
residents for sport and subsistence activities. The FERC
allows the Departnent of Fish and Gane to work with the
issues on a watershed basis. He observed that the Al aska
Coastal Managenent Pl an process allows the state to step out
of the stream bank, where the state authority lies, to dea

with the issue of salnon production in the surrounding
wet | ands. He added that FERC allowed a creative solution to
Brown Bears in the Kodi ak area.

M. Dennerlein reiterated the departnment’s concern that the
authority or ability to work effectively with the real fish
and wildlife issues in watershed areas [not be adversely
affected]. He pointed out that FERC is |ike an agent, which
deals with threshold economic analysis simlar to the Al aska
| ndustrial Devel opnment and Export Authority (Al DEA) process.
They have staff of hydrologists, engineers, biological
resources and project managers. \Wen the Departnent of Fish
and Gane needs information FERC can broker to get it from
t he applicant or other places.

M. Dennerlein continued expressing concerns by the
departnent and questioned where the funding would cone from
and noted that FERC has a congressional budget wth
permanent staff. The Departnent of Fish and Gane has a $12
mllion dollar budget wth less than $2 nmillion dollars in
general fund. He stressed the need for a stable funding
source and noted that the federal budget is now in a
deficient and questioned what would happen to federal

funding if the state of Alaska loses its seniority in
Congress. The Federal Energy Regulatory Comm ssion handl es
the on-going responsibilities of damm safety, nonitoring and
re-licensing. The Departnment of Fish and Ganme strongly
supports the anmendnent [offered by Representative Croft.]
He stressed that if a damm is going to be built in a rura

area where people are hunting and fishing sonmeone is going
to have a problem To be able to broker the problem to have
a program pay for it and to do it right is very inportant.
The FERC process can be arduous. There have been no |icenses
denied in Al aska. He observed that the False Creek project
in Qustavus, which is in a national park in w/lderness,
woul d probably get a license because FERC worked out a
creative solution on a land exchange. He stressed that
“before |aunching” the state of Alaska should have one of
the keys. He acknow edged that |ocal concerns could be a
little better [addressed through state prinmacy].

Representati ve Hudson questi oned where FERC is |ocated. M.

Dennerlein clarified that there is an office in Anchorage
and staff is brought up fromoutside of the state.
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Representative Hudson questioned if the state would be held
| iabl e for authorizations that go sour. M. Dennerlein noted
t hat FERC has liability, but enphasized that their
experience and regulations mnimzes their liability. He
anticipated that there would be issues surrounding the re-
licensing process. He reviewed issues surrounding the
Qust avus project and observed that the issues were centered
on | ocal access and use. He enphasi zed that the process nust
be clear and noted that Al askans can tie thenselves in knots
around the high stake issues that surround the use of
productive valleys and streans. The industry has been pretty
silent on the bill. He advocated that the state goes in with
their eyes open. The Federal Energy Regulatory Conm ssion
does not have to approve the program the program could be
adopt ed by default.

Representative Croft MOVED to ADOPT Anmendnent 1:
Add:

The Regul atory Comm ssion of Alaska, in consultation
with DNR, DCED and DF&G wll report to the legislature
by February , th 2003 with their assessnent of how the
| i censi ng and oversight of hydroelectric projects of 5
negawatts or less by the State of Alaska my be
acconplished. This report wll i nclude budgetary
i npact s, funding nechani sns, staff requi renents,
potential statutory changes, tinelines, the public
process for developing regulations, and other itens
deened inportant by the adm nistration.

Co-Chair WIllians OBJECTED. Representative Croft explained
that the amendnent would require a report to the legislature
by February 15, 2003. He acknow edged that the state m ght
want to inplement state primacy, but enphasized that there
is insufficient information to nake the decision.

M. Abbott spoke in support of the anmendnent. He echoed
concerns of the previous speakers. He enphasized that the
Regul atory Commission of Alaska wuld be before the
| egislature wth statutory recomendations and other
concerns.

Vi ce-Chair Bunde questioned if the February 15, 2003 date
was a realistic tineline.

M. Abbott felt that the date was realistic. He suggested
that a target is needed and would allow them to work with
ot her state agencies and FERC.

M. Peterson noted that the sponsor objects to the
anendnent. He pointed out that FERC would be the ultimte
voice in deciding if the project is carried forward. The
effective date is January 1, 2003.
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M. Abbott stressed that the amendnent fornalizes what they
anticipate is going to happen.

TAPE HFC 02 - 104, Side B

Vi ce- Chair Bunde suggested that a January 31, 2003 effective
date would allow the legislature to make a preenpted strike
if there were problens.

M. Peterson agreed that could be a consideration. He
anticipated that the Admnistration would need to nake
statutory changes to assist in regulating the project and
| i censi ng.

M. Peterson reiterated that the sponsor would not object to
noving the effective date to January 31, 2003, but would
object to the date contained in the anmendnent.

Representative Croft reiterated that the report requires
budgetary inpacts, funding nechanisns, staff requirenents
and potential statutory changes. He enphasized that these
requi renents are unknown. The Regulatory Comm ssion of
Al aska cap m ght need to be changed.

Co-Chair WIllians stressed that [primacy] should stay in
state of Al aska.

Aroll call vote was taken on the notion.

IN FAVOR Croft,
OPPOSED: Bunde, Foster, Harris, Hudson, Lancaster, WIIlians

Co-Chair Miulder and Representatives Davies, Mses and
Wi t aker were absent fromthe vote.

Vi ce- Chair Bunde MOVED to ADOPT an effective date of January
31, 2003 on page 4, line 20. There being NO OBJECTION, it
was so ordered.

Representative Foster MOVED to report HCS CSSB 140 (FI N)out
of Commttee with the acconpanying fiscal note

HCS CSSB 140(FIN) was REPORTED out of Conmttee with a "do
pass" recommendation and with three previously published
fiscal notes: DCED - #1, DNR - #2, and DFG - #3.

#

ADJ QURNVENT

The neeting was adjourned at 3:58 PM
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