ALASKA STATE LEG SLATURE
HOUSE LABOR AND COVERCE STANDI NG COW TTEE
Septenber 12, 2001
1: 00 p. m

COW TTEE CALENDAR

UPDATE: FOUR DAM POOL DI VESTI TURE
TAPES

01-73, SIDES A & B

CALL TO ORDER

REPRESENTATI VE LI SA MURKOABKI , Chair, convened the House Labor and
Commerce Conmttee neeting at 1:00 p. m

PRESENT

Commi ttee nenbers present were Representatives Mirkowski, Myer,
Rokeberg, and Hayes (via teleconference). Also in attendance were
Representatives Lancaster (via teleconference) and Harris and
Senat or Austerman (via tel econference).

SUMVARY OF | NFORVATI ON

CHAI R MURKOANBKI stated that the purpose of the day’'s neeting was to
evaluate the status of the Four Dam Pool divestiture set to be
conpl ete Decenber 31, 2001. She noted that certain consequences
will occur if things do not close as stakeholders intend.
Therefore, this is a good point to review whether the divestiture
is on track and how t hings can be kept novi ng.

DAVE CARLSON, Divestiture Project Coordinator for Four Dam Pool,
provided a brief history of the Four Dam Pool project which was
originally started in the late ‘70s and early *80s and consists of
four different energy facilities: Kodi ak, Val dez, W angell -
Pet er sburg, and Ket chi kan, collectively known as the Four Dam Pool

MR CARLSON rem nded the commttee that in April 2000, a nenorandum
of understanding was signed between the State of Al aska and the
purchasing utilities, which outlined the ternms and conditions of
the sale of the Four Dam Pool Power Project. In May 2000, the
| egi sl ature passed House Bills 446 and 447 authorizing the sale of
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the projects to the local utilities and established the power cost
equal i zati on endowrent, which included a $100 mllion contribution
fromthe Constitutional Budget Reserve (CBR). This, he noted, was
| andmark |l egislation that benefited 130,000 Al askans. One
condi tion of the nenorandum of understanding was for the closing of
the sale to occur on or before Decenber 31, 2001

MR CARLSON t ouched on several acconplishnments of the Four Dam Pool
Power Agency thus far, including the formation of a joint action
agency, several technical anendnents passed by the |egislature,
engi neering due diligence, and | and property transfer issues, which
are currently out for public comment. He noted that |and transfer
issues may arise in the future that could delay a tinely closing.
The project purchase agreenent, which lays out the ternms and
conditions of the sale as well as the fine print to the joint
action agency, is inits final stages of conpletion. This docunent
wll be presented to the governing bodies for ultimte approval
The financing agreenent, which details the terns of financing to
support the Alaska Industrial Devel opnment and Export Authority’s
(AIDEA) loan to the joint action agency to finance the acquisition
of the project, is in the initial phase of devel opnent. The
docunent, however, will take considerably nore work and negotiation
before it is approved by all parties and sent to the governing
bodi es for approval.

RON SAXTON, attorney, Four Dam Pool Power Agency, outlined two
| i ngering concerns that may hold up the pending sale by year’s end.

First concerns the Internal Revenue Service (IRS) private letter
ruling request. The agency has applied for a private letter ruling
that it wll be treated as a governnental entity for tax purposes,
and thus will not be required to pay federal incone tax on its
reserve funding earnings. The IRS has not yet decided how it wll
rule on the request. Second, and the nobst significant issue
threatening tinely divestiture of the Four Dam Pool, are the
actions of Ketchikan Electric Conpany (KEC), a joint venture with
Cape Fox Native Corporation, and Al aska Power and Tel ephone who are
involved in cases in both the state and federal appeals courts.
Ket chi kan Public Uilities(KPU) and the other Four Dam Pool power
purchasers obtained an order from the Federal Energy Regul atory
Agency (FERC) that proscribed any right of KEC to displace KPU s
obligation to purchase Four Dam Pool capacity pursuant to the
Public Uility Regulatory Policy Act (PURPA). In a separate
action, KEC filed a conplaint in state superior court denmanding
that the court rule that KPU was obligated under PURPA to displ ace
Four Dam Pool power with power generated by its proposed Mahoney
Lake project. The superior court has granted a summary judgnent in
favor of KPU dism ssing KEC s conplaint. However, KEC has appeal ed
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the FERC order and has asked for reconsideration of the sumrary
judgnent. The continuation of these |legal actions continues to be
a major hurdle in neeting the Decenber 31, 2001 target.

ROBERT W LKINSON, Four Dam Pool, registered his enthusiastic
support for the divestiture transaction and assured the conmttee
that they are commtted to closing this deal and providing the
| owest whol esal e power cost available from of the Four Dam Pool
consistent wth reliable and prudent business practices.

ERI C YOULD, Executive Director, Al aska Rural Electric Cooperative
Associ ati on (ARECA), voiced his strong support for the divestiture.

BOB PCE, Executive Director, Al aska Industrial Devel opnment and
Export Authority (AIDEA), said the transfers of state | and went out
to public notice and that conment period ends Septenber 17, 2001.
All is well thus far. The financing conversations are going well
too. The structure has been laid out and things are going fine.
The parties have been wangling out the purchase and sal e agreenent
and nost issues are getting resol ved. If the deal does not go
through by the Decenber 31 deadline, it can still be done, he
reported, but on January 1 utilities will again begin to pay for
power and the noney will begin to flow into the power cost
endownent fund. The problemwth that is that only 7 percent of
the noney that actually goes into the endowent in that single year
will be available wunder current law to pay for Power Cost
Equal i zation (PCE). So, in effect, it would | eave PCE short.

CHAI R MURKOMBKI t hanked the presenters and asked that the they keep
the commttee abreast of any new devel opnents and perhaps update
themin anot her six weeks.

ANNOUNCEMENTS

There were no committee announcenents.

COWM TTEE ACTI ON

The conmittee took no action.

ADJ CQURNMVENT

There being no further business before the commttee, the House
Labor and Commerce Standing Commttee was adjourned at 2:30 p.m

NOTE: The neeting was recorded and handwitten |log notes were
t aken. A copy of the tape(s) and log notes may be obtained by
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contacting the House Records Ofice at State Capitol, Room 3,
Juneau, Al aska 99801 (mailing address), (907) 465-2214, and after
adj our nnent of the second session of the Twenty-Second A aska State
Legislature this information may be obtained by contacting the
Legi sl ative Reference Library at (907) 465-3808.
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