M NUTES
SENATE FI NANCE COWM TTEE
April 10, 2002
9: 44 AM

TAPES

SFC-02 # 52, Side A
SFC 02 # 52, Side B

CALL TO ORDER

Co-Chair Pete Kelly convened the neeting at approximately 9:44 AM
PRESENT

Senat or Dave Donl ey, Co-Chair
Senator Pete Kelly, Co-Chair
Senator Jerry Ward, Vice Chair
Senator Loren Leman

Senator Gary W/ ken

Senat or Donal d 4 son

Senat or Lyman Hof f man

Senat or Al an Aust er man

Also Attending: SENATOR GENE THERRI AULT; DENNI S POSHARD,
Legi sl ative Liaison/Special Assistant, Departnent of Transportation
and Public Facilities; RON SOMERVI LLE, Resource Consultant, House
and Senate Majority;

Attending via Tel econference: From Anchorage: FRANK DiLLON,
Executive Vice President, Al aska Trucking Association; KEI TH BAYHA,
Al aska Public Waters Comm ssion

SUMVARY | NFORMATI ON

SB 226- H GHWAY DESI GN & CONSTRUCTI ON

The Conmittee heard from the sponsor, the Departnent of
Transportation and Public Facilities and the Al aska Trucking
Association. A commttee substitute was adopted and the bill noved
from Comm ttee.

SB 219- FED STATE NAVI GABLE WATERS COWM SSI ON

The Committee heard from a resource consultant and the Al aska
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Public Waters Comm ssion. The bill was held in Commttee.
SB 280- WATER/ SEVIEER/ WASTE GRANTS TO UTI LI TI ES

The Comm ttee heard fromthe sponsor. A new fiscal note was adopted
and the bill noved from Committee.

SB 185- PCE AMOUNT & ELI A BILITY

The Conmmttee adopted an anendnent and the bill reported from
Commi ttee.

#SB226

CS FOR SPONSOR SUBSTI TUTE FOR SENATE BI LL NO 226(TRA)

"An Act requiring certain highway projects to be designed and
constructed so that the highways w Il adequately serve
anticipated traffic levels for at |east the next 30 years; and
providing for an effective date."”

This was the second hearing for this bill in the Senate Finance
Commi ttee.
Co-Chair Donl ey, sponsor, testified that the bill relates to the

"design life" of a planned road in urban areas, defined by traffic
engi neers as the length of time the schematics of the road should
| ast. He explained this does not apply to the asphalt construction
but rather, for exanple, how long a left turn lane is operable
before increased traffic bl ocks the regular |anes. He expressed his
observations of roads in Anchorage and in other communities that
are no | onger adequate for the anount of traffic traveling on them

Co-Chair Donley indicated that federal |aw requires the geonetry of
a mjor road project built wutilizing federal funds nust be
sufficient for "at |east 20 years". He also |earned that federal
|l aw requires a 50-year design life for bridges. He added that
federal requirenents for overall planning in nmetropolitan areas
request a design life of up to 23 years.

Co-Chair Donley, in describing the current situation, suggested
traffic counts could be incorrect and that the nmethod for
determning the counts should be reassessed. He shared that he
guestioned the Departnent of Transportation and Public Facilities
on this matter and was first told that a designed road m ght not be
built for up to eight years and thus the actual design life is only
12 years, despite initially being designed to last 20 years. He
poi nted out however, that once he introduced this |egislation, the
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Departnent inforned himthis was not the case. He surm sed that
once construction begins, such issues as right-of-way or problens
with contractors cause the projects to be delayed beyond the
conpletion date estimated in the design life. He stated the intent
of this legislation is to avoid repeated reconstruction caused by
out dat ed desi gns. He spoke of the consequences of three-year del ays
on snaller projects costing less than $1 mllion with a design life
of only ten years.

Co-Chair Donley referenced a letter from the Federal H ghway
Adm nistration [copy on file] indicating the agency does not oppose
this legislation and that it would have no inpact on federal
f undi ng.

Co-Chair Donley shared that he originally considered |egislation to
require the design life of road projects to be 30 years, which he
pointed out is the maximum allowed in federal law. He indicated
the conmmttee substitute proposes different design life
requi renents dependant upon the cost of the project. He detailed
that a ten-year design life would be required for projects with a
cost of less than $1 nmillion, a 20-year design |life would be
requi red for project costing between $1 mllion and $5 nillion, and
a 25-year design life would be required for projects with a cost of
over $5 million.

Co- Chair Donl ey suggested extending the design life requirenent to
20 years for the projects costing less than $1 nmllion. He
justified this due to constant road construction occurring during
the short construction season in Anchorage for smaller upgrade
projects. He remarked that fewer road projects would be possible,
but that the public would benefit because there would be | ess need
for upgrades and roads would be fully operational for |onger
periods of tine.

Senator Ward commented that before this |egislation was introduced,
he was unsure why roads did not |ast |onger, because he assuned
such a process already was in place. He opined that roads in other
states operate | onger.

Senator Ward assunmed there would be sonme “strain” on snaller
projects and suggested further discussion on the matter.

Co-Chair Donley clarified this bill only applies to road
construction projects located in federally recogni zed netropolitan
pl anni ng areas, which are |larger communities. He furthered this
| egi slation would not apply to locally funded projects, which would
all ow communities the option to undertake smaller projects wthout
these requirenents. He informed the Anchorage Metropolitan Area
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Transportation Study (AVATS) does not generally undertake projects
of less than $1 mllion.

Senat or Austerman conmented that the "econony of scale" nust also
be consi dered. He expl ai ned that when spending | ess than $1 mllion
on a project, an extensive design tine mght not be prudent.

Co-Chair Donley replied that Federal Hi ghway Adm nistration
authorities "seem to pretty confident about their 20 year plan
process.” He admtted that 25-year design tinme projects have not
been inplenented to date and that it does becone nore difficult to
accurately predict traffic patterns and traffic |oad. However, he
poi nted out that federally funded bridge construction projects nust
have a 50-year design life. He noted that right of way acquisition,
particularly in urban areas, "have becone a real nmajor inhibitor to
getting these projects done."

Senator O son predicted that |onger design life stipulations would
require increased consulting efforts and would incur additiona
expenses. He also noted that with the construction of a natural gas
pi peline, the population of the State and the subsequent traffic
| oads woul d i ncrease. He asked the anticipated i ncreased design and
pl anni ng costs this | egislation would inpose.

Co-Chair Donley was unsure that design expenses would increase
because the sane design |life process would occur. He admtted that
proj ect costs would increase because the roads nust be designed to
| ast longer. He reiterated that fewer projects would be possible,
but that the finished roads would |ast |onger. He addressed the
i npact of the natural gas pipeline, stating that it is uncertain
whether it would generate a significant influx of people into the
State. He hoped the pipeline construction would be undertaken
utilizing local |abor and corporations and benefit the existing
econormy.

Senat or Hof fman asked if this legislation would apply to the City
and Borough of Juneau.

DENNI S POSHARD, Legi sl ative Liaison/Special Assistant, Departnent
of Transportation and Public Facilities, answered that Anchorage is
the only comunity in Alaska wth a federally recognized
nmetropolitan planning area. He qualified that although Fairbanks
and the Mat-Su areas are close to receiving a designation, neither
conmuni ty has 50,000 residents "within an urbani zed area”, which is
one criterion.

FRANK DI LLON, Executive Vice President, Al aska  Trucking
Associ ation, testified via tel econference from Anchorage to thank
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Co-Chair Donley for his efforts on this bill. He stressed the need
to address road infrastructure. He intended the road design to be
feasi ble as | ong as possible.

Co-Chair Donl ey proposed an anmendnent to the proposed conmttee
substitute to stipulate that all mgjor upgrades and new
construction projects with a cost of under $5 mllion nust have a
design life of 20 years.

Senator Lenman objected to the proposed anendnent because many
seemngly small projects have a significant cost. He gave as
exanple of the installation of a stoplight on a secondary road in
Anchorage at a cost of one-half mllion dollars. Therefore, he was
unsure "we want to tie the hands of planning" for projects in areas
where a 20-year design life is unnecessarily.

Co-Chair Donley stated it is "a close call"” and he woul d defer to
Senat or Leman.

Co- Chair Donl ey noved for adoption of CS SS SB 226, 22-LS0993/B as
a working draft.

Wthout objection the conmttee substitute was ADOPTED as a wor ki ng
draft.

Co-Chair Donley noved "the commttee substitute for sponsor
substitute for Senate Bill 226, the Uternohle 4/9/02 version from
Committee with forthcom ng zero fiscal notes | believe ...with the
fiscal notes that are advanced."

There was no objection and CS SB 226 (FIN) with forthcom ng zero
fiscal note from the Departnent of Transportation and Public
Facilities 4/17/02, MOVED from Conm ttee.
AT EASE 10:08 AM/ 10:15 AM
#SB219

CS FOR SENATE BILL NO. 219( RES)

"An Act establishing and relating to the Joint Federal and

State Navigable Waters Comm ssion for Al aska; and providing
for an effective date.”

This was the first hearing for this bill in the Senate Finance
Conmittee.

RON SOMERVI LLE, Resource Consultant, House and Senate Majority,
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testified to the bill. He referenced the supporting docunents
bef ore the nmenbers, specifically information fromthe Departnent of
Law [copies on file].

M. Somerville gave history of the issue beginning at statehood in
1959, when Al aska acquired title to the approximately 60 mllion
acres of subnerged lands in the State. He inforned that court
deci sions have affirnmed this acquisition; however there has been
difficulty in determ ning what constitutes as navigable waters.

M. Sonmerville listed three issues involved in the determnation of
navi gable waters, the first being a federal "quiet title Act",
whi ch provides a nmechani sm by which a state could acquire title to
navi gable waters. He stated that the courts have ruled that the
federal defendants in these mtters could be involved in
adjudicating a disputed title in which the federal governnent
clainms an interest. However, he qualified that in instances where
the federal governnent "refuses" to claiman interest, the court
has ruled that the federal government has no jurisdiction in the
matter. He characterized this situation as a "catch-22" because the
State could file a 180-day notice for quiet title to particular
subnerged lands and if the federal authorities do no contest the
claim the courts could refuse to rule on the claim

M. Somerville spoke to the next issue as the navigable criteria.
He explained that in Alaska, as in npbst states, the courts
primarily determne the navigability on a case-by-case basis
utilizing established criteria. He detailed a case that established
precedent involving an area near @l kana where the lands in
guestion are submerged part of the year, but exposed other parts of
the year. He inforned that it was determned that the land is
navi gabl e because the waters were used for purposes of commerce at
the time of statehood, whether by raft, canoe or other neans.

M. Sonerville shared that the Al aska Departnent of Law submtted
to the US Department of the Interior, a list of approximtely 200
identified rivers or areas that nmet the criteria established in the
@ul kana court decision and that should be declared navigable
waters. He stated that it was decided the State would litigate to
obtain the status of navigable waters for three rivers: Bl ack,
Kandig and Nation. After nine years and approximately $1 mllion in
expenses, he stated the federal 9'" Circuit Court of Appeals ruled
that two of the rivers are navi gabl e because the federal governnent
had claimed an interest. However, he pointed out, the court
determned it did not have jurisdiction over nmaking a determ nation
with regards to the Bl ack R ver because the federal governnment had
not claimed an interest in that area.
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M. Sonerville continued with the third issue, which he pointed out
is unique to Al aska, and relates to the obligation of the federal
Bureau of Land Managenent to "neander" the boundaries of bodies of
water of a certain size and to nake navigability determ nations. He
stated that prior to 1983, this did not occur and that as a result,
a significant amount of | and was conveyed, which the State asserts
are navi gable waters and shoul d not have been conveyed. He noted
that a 1983 admi ni strative agreenent ordered that a nmanual survey
by conducted, which was affirnmed by the US Congress in 1988.

M. Somerville continued that since statehood, 13 rivers have been
affirmed as navi gabl e by federal courts. He noted the approxi mately
22,000 rivers in the State, which could be disputed for
navi gabi lity, and approxinmately one mllion | akes and ot her bodies
of water of a significant size. He calculated the current rate of
determ nation of navigability is too slow and too expensi ve.

M. Sonerville asserted the State nust hold title over these
navi gable waters in the event the State decides to use, |ease or
cl ai m managenent jurisdiction over the areas.

M. Somerville stated the intent of this legislation is to expedite
the identification of navigable and non-navi gabl e water bodies to
allow a certification process by the US Secretary of the Interior
or Congress.

M. Sonerville addressed the proposed committee substitute, 22-
LS0965\J. He relayed a conversati on between Senator Halford and the
US Secretary of the Interior relating to possible admnistrative
processes that could expedite the identification. As a result of
this information, M. Sonerville inforned that the proposed
commttee substitute provides for a joint conm ssion conprised of
State and federal agencies, although it specifies the comm ssion
would exist even if the federal governnment chose not to
participate. He noted the original version of the bill provides
that the comm ssion would not exist without federal participation.
He surm sed the inclusion of federal agencies on the conm ssion
woul d give the body a higher status and would allow the federal
agencies nore input into the determ nation of navigability.

Senat or Austerman asked if a unilateral conm ssion would have the
sanme authority as a joint comm ssion that included federal agency
participation.

M. Somerville replied it would be beneficial to have both federa
and state governnent involved. He noted this legislation is
patterned after the Federal State Land and Pl anni ng Conm ssion that
was created under the Alaska Native Clains Settlenent Act (ANCSA).
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He stated that even without federal participation, the proposed
comm ssion would conpile a list of identified navigable waters for
submi ssion to the US Secretary of the Interior.

Senator Austerman referenced a statenent issued by the Al aska
Public Waters Conmm ssion on SB 219, Establishing and Relating to
the Navigable Waters Comm ssion for Alaska, [copy on file] and
distributed by Senator WIlken. He noted the statenent offers
recommendati ons and asked the wi tness to address these.

M. Sonerville responded that the costs of the Land Use Pl anning
Conmi ssion are consi derably higher than the proposed conmm ssion, in
part because the nmandate of the proposed conmssion is "nuch
narrower” than the original conmm ssion

M. Sonerville spoke to the opportunities to review the proposed
comm ssion's activities and expenses in the future. He surm sed
that the cost woul d be nore expensive than the anount proposed in
the acconmpanying fiscal note. However, he asserted that if the
navigability of only ten rivers were resolved, the financial
benefit would be greater than the current nethod.

KEI TH BAYHA, Al aska Public Witers Conm ssion, testified via
tel econference from Anchorage, to reference the witten testinony
he subm tted.

Senator Hoffrman referenced the first paragraph of the sponsor
statenment, which states that the conm ssion would becone a reality
only if Congress could provide authorization in federal |law He
asked where this language is contained in the |egislation.

M. Sonmerville corrected that the proposed comrittee substitute
does not <contain this |anguage and that such congressional
aut hori zati on woul d not be necessary.

Senat or Hoffrman next asked if the proposed commttee substitute
woul d only designate those navigable waters that were used for
commercial efforts at the time of statehood.

M. Sonerville affirmed this is one of the criteria for
establishing navigability.

Senat or Hof fman asked where this |anguage is contained in the
commttee substitute.

M. Sonerville replied this criterion is established in federa
| aw.
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Senat or Hof f man requested the | anguage of the federal |aw

Senator Leman clarified that an act of Congress would not be
required for the comm ssion to take affect, although such and act
woul d be necessary if the comm ssion were to be jointly conprised
of federal and state agencies.

M. Sonerville affirmed.

Senator Leman asked if M. Bayha had advice as to how t he governor
shoul d appoint nenbers to the comm ssion, noting that the Al aska
Public Waters Conmmission witten testinony states that the nmenbers
shoul d possess a techni cal background rather than be appointed only
for political reasons.

M. Bayha replied the organization has not identified specific
individuals to nomnate for the positions on the proposed
comm ssion. However, he qualified that +the conmssion had
specul ated on whomthe governor m ght appoint. He expressed concern
that if all nenbers were "previous political personalities" the
proposed comm ssion mght not contain sufficient technical
know edge necessary to be effective. Therefore, he relayed that the
conmmi ssion recommends a conbination of political and technical
per specti ves.

Senator Lenan attenpted to ascertain whether the |egislation should
contain provisions requiring that appoi ntees nust possess certain
techni cal know edge on the matter.

M. Bayha replied that if legislative intent were clarified,
changes to the bill would not be necessary.

Senator Leman expressed his intent that only those wth adequate
technical ability served on the comm ssion.

M. Somerville rem nded that the proposed conm ssion is patterned
after an existing comm ssion, which does follow criteria for
techni cal expertise of appointees.

Senator W/ ken asked the influence Governor Tony Know es’ action of
not appealing Katie John vs. State of Al aska to the US Suprene
Court has had on this |egislation.

M. Sonerville stressed this legislation "does not in any way
overturn, or in any way interfere, with the federal governnent
claimng its Federal Reserve water rights.™

Senator Lenan directed attention to page 3, line 11 of the proposed
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commttee substitute pointing out the requirenent that at |east one
menber of the comm ssion nust be an Al askan Native. He asked if
this legislation applies state statute defining A askan Native as a
person with at |east one-quarter-blood quantum or "the | ooser
definition" wutilized for qualification of nedical benefits and
ot her governnental services.

M. Sonerville was unsure and again noted the bill is patterned
after the Federal State Land Pl anni ng Conm ssion, which contains
the requirenent that at |east one nenber be an Al askan Native. He
stated the qualification of Al askan Native under the provisions in
ANCSA, is one-quarter blood quantum

Co-Chair Kelly comented it is inappropriate to appoint nenbers to
a panel on the basis of race. He indicated he would offer an
anendnent to renove this restriction fromthe proposed conmttee
substitute.

Co-Chair Kelly also voiced concern with inclusion of Governor Tony
Know es in the appoi ntnment process. Co-Chair Kelly remarked, "W
have found over a period of tinme in his actions and him not
pursui ng court, Supreme Court cases and other actions that are.."

SFC 02 # 52, Side B 10:37 AM

Co-Chair Kelly continued, "...designed to protect the sovereignty of
Alaska is not there." Co-Chair Kelly expressed he would be
concerned about a comm ssion appointed by the current governor. He
furthered, "We've not seen a lot of results fromthe task forces
and conm ssions that he's appointed in the past actually solve
probl ens, but they're usually used as public relations vehicles and
t hey becone very contentious and they rarely sol ve anything. They
just create new problens.” Co-Chair Kelly indicated he would hold
the bill in Commttee to restructure the appoi ntnent process and
al so to address the effective date.

Senat or Hof fman requested a fiscal note from the Departnment of
Nat ural Resources, as the Departnent woul d be inpact ed.

Co-Chair Kelly ordered the bill HELD in Conmittee.
#SB280
CS FOR SENATE BILL NO 280(RES)

"An Act permtting grants to certain regulated public
utilities for water quality enhancenent projects and water
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supply and wastewater systens."”

This was the second hearing for this bill in the Senate Finance
Commi ttee.

SENATOR CGENE THERRI AULT, sponsor, rem nded that questions were
raised during the previous hearing regarding whether grants
recei ved could be "charged off" to rate-paying custoners, as well
whet her stockholders of a wutility would benefit from grants
received in the event of the sale of that facility.

Senator Therriault infornmed the Regulatory Conm ssion of Al aska
(RCA) submtted a letter dated April 8, 2002 [copy on file] that
clarifies the matters in that it essentially answers no to both
guestions. He indicated an enclosed graph further explains the
method in which rates are set.

Senat or Hof fman asked if 36 communities participate in this program

Senator Therriault stated he would provide a list of those
conmmuni ti es.

Senator Austerman referenced the first paragraph of the
aforenentioned letter that states that the grant funds could not be
used to assess the new value through the wutility; however,
el sewhere the letter states that the value is set based upon cash
flow He suggested this is a contradiction because if the facility
were doubled utilizing the grant funds, the cash flow would al so
doubl e.

Senator Therriault clarified the cash flowis the rates the utility
is allowed to charge and that the RCA only allows rates based on
the private capital contributed. Therefore, he explained if nore
custoners were served, but the private investnment was not
increased, the RCA would require the rates to be |owered. He
furthered that the purchaser, in the event of the sale of the
utility, would exam ne the cash flow, which would be based only on
the private investnent. He pointed out that the purchaser woul d not
pay for the "transparent assets" because those assets could not be
recouped. He enphasized that the RCA is directed to require the
utility to charge rates only to cover the actual debt and to all ow
for "an ongoi ng econom c enterprise".

Co-Chair Kelly wunderstood that a purchaser would establish a
capitalization rate, which would "ultimately be tied to the doll ar
anmount" customers coul d be charged. He explained that if the grant
revenues could not be charged back to the custonmers, the grant
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funds invested in the expansion of the utility would never "flow
back" and be available for reinvestnent in the business or as
profit.

Senator Therriault affirmed and reiterated that the transparent
asset, which is the "product of the grant” could not be "built
into" the rates.

Co-Chair Kelly furthered this is despite an increased nunber of
cust oners.

Senat or Austernman understood the utility could double in size
al though the rate structure could not be increased. However, he
asserted that because the facility has doubl ed, the cash fl ow woul d
i ncrease because of the increased nunber of custonmers paying the
existing rate structure.

Senator Therriault responded the RCA would require the utility to
reduce the rates so individual ratepayers rather than the
shar ehol ders who have not increased their investnent would realize
the benefit of the grant.

Senator Therriault again referenced the letter, pointing out that
if autility is sold, at the tine of the facility's overall rate
review, the RCA is directed by statute to establish a new rate
based on the purchase price or the "book value", whichever is
| ower. He defined book value as that portion of the capital that
was contributed by private industry. Therefore, he noted, if the
purchaser buys the facility at an anmount | ower than the book val ue,
the RCA would require rates based on the "good deal" obtained;
however, he noted if the purchase overpaid for the facility, the
RCA would only allow a rate structure based on the private capital
i nvestnent. He suggested that an overpaynent of a utility could be
rejected by the RCA if it determines the utility would be an
"unwor kabl e busi ness operation.™

Senator Leman clarified that operation expenses resulting from an
expansi on are recoverabl e, although capital expansion costs could
not be recuperated.

Co- Chair Donl ey asked what would happen if a utility went out of
busi ness and the assets were |iquidated.

Senator Therriault replied that nost assets are "pipes in the
ground”, and that only a utility operator would be interested in
pur chasi ng t hem

Senat or Hof f man asked about property owned by the utility.
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Senator Therriault answered that the utility does not generally own
the land where pipes are |ocated. He doubted grants would be
awarded for the construction of office buildings and other
facilities not directly related to actual utility delivery.

Senat or Ward and Senator Therriault next discussed privatization,
conpetition and a nonopoly.

Senator Therriault stated the utilities are regulated service
provi ders.

Senat or Ward suggested that if established utilities were awarded
these grants, there would be no possibility of another operator
entering the market and conpeting to provide the services.

Senator Therriault informed there is no prohibition from
undertaking the process to start conpetition and qualifying to
receive the grants. He predicted this would not occur because this
| egislation only applies to water and sewer utilities and the rate
base could only "support so nuch".

Senator Hoffman asked if other utility providers benefit from a
simlar grant program

Senator Therriault answered that sonme electric utility providers
participate in a grant program

Senator Leman clarified these are cooperative utility conpani es.
Senat or Hof fman specified privately owned utility conpanies.

Senat or Austerman comment ed he woul d not oppose reporting this bil
from Comrittee although he was not convinced to vote for its
passage fromthe Senate.

Senator Leman noved to "report SB 280 from Commttee wth
i ndi vidual recomendations and | don't agree with the fiscal notes,
"Il read them nove them al ong and recomend appropriate action be
taken at the tine when fiscal notes are passed.”

Senat or Ward objected to conment on separate |egislation that was
passed froma different conmttee with "an understandi ng that when
they bought it they knew what they were getting. And | allowed that
one to go back. | certainly amgoing to renove ny objection and | et
this one go out at this tinme, but I just want the Conmttee to know
when peopl e buy stuff, and they know what they're buying, | think
that's a pretty fair indication as to they're sophisticated buyers
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and then to come back in either case and ask the public to then
change the agreement to purchase | think that there has to be a
clear public purpose in there. And I'mnot saying that there isn't
in this case and the previous one, but I"mnot quite there where
see it yet."

Senator Ward renoved his objection to the notion to report the bil
fromCommittee.

Senat or Leman W THDREW his notion to report the bill fromCommttee
at the request of Co-Chair Kelly for the purpose of addressing the
fiscal note.

Co-Chair Kelly noved to adopt a forthcomng zero fiscal note for
the Departnent of Environnental Conservation

There was no objection and a new fiscal note was ADOPTED.
Senator Leman re-offered his notion "with the revised fiscal note.”

Senator W/l ken infornmed that he owns ten percent of the utility
this legislation specifically would inpact. He stated the
rat epayers would benefit from this bill, as savings from | ower
operating costs would be passed along to the customers. He also
noted that Fairbanks Water and Sewer is one of the first private
utility operators in the United States, and therefore the processes
are new. He supported this |egislation.

Senator Hof fman agreed with Senator W1l ken's assessnent, which is
why he asked about the possibility of privatized electric utilities
participating in a grant program He surmsed if all utilities were
funded with grants, operating costs would be reduced, resulting in
| ess dependence on the Power Cost Equalization (PCE) program

Co-Chair Donley comented that to be successful rates nust be
reduced. He spoke of the Anchorage Water and Sewer utility and the
| ower percentage of per capita financial assistance it has received
over ten years conpared to other areas of the State.

Senat or Hof f man again requested the list of utilities. He pointed
out his water and sewer expenses in Bethel of approximtely $270
per nmonth are considerably higher than that of any other Committee
menber .

There was no objection and CS SB 280 (RES) MOVED from Conm ttee

with a zero fiscal note witten by the Senate Finance Committee
4/ 10/ 02 for the Departnent of Environnental Conservation.

SFC- 02 (14) 04/ 10/ 02



#SB185

SENATE BI LL NO. 185

"An Act relating to the basis for determning eligibility for
and the anount of power cost equalization paynents; and
providing for an effective date."

This was the third hearing for this bill in the Senate Finance
Commttee. CS SB 185, 22-LS0465\U, was drafted to incorporate
anmendnent s adopted at the previous hearing.

AT EASE 11: 05 AM/ 11: 06 AM

Amendnent #2: This anmendnent inserts a new bill section on page 1,
following line 11 of the commttee substitute to read as foll ows.

Sec. 2. AS 42.45.100(a) is anended to read:

(a) The power cost equalization and rural electric
capitalization fund is established as a separate fund for the
pur pose of

(1) equalizing power cost per kilowatt-hour
statewi de at a cost close to or equal to the nean of the cost
per kilowatt-hour in Anchorage, Fairbanks, and Juneau by
payi ng noney fromthe fund to eligible electric utilities in
the state; and

(2) meking grants to eligible utilities under AS
42.45.180 to inprove the performance of the utility.

Thi s anendnment al so inserts a new bill section on page 2, follow ng
line 10 of the commttee substitute to read as foll ows.

Sec. 4. AS 42.45.110(b) is anended to read:
(b) An eligible electric utility is entitled to receive

power cost equalization

(1) for sales of power to Ilocal community
facilities, calculated in the aggregate for each comunity
served by the electric utility, for actual consunption of not
nore than 70 kilowatt-hours per nonth for each resident of the
comunity; the nunber of community resident shall be
det erm ned under AS 29.60.020; and

(2) for actual consunption of not nore than 500
kil owatt-hours per nonth sold to each residential custoner [COF
NOT MORE THAN

(A) 450 KILOMTT-HOURS PER MONTH FOR THE MONTHS
OF OCTOBER THROUGH MARCH, AND

(B) 350 KILOMTT-HOURS PER MONTH FOR THE MONTHS
OF APRI L THROUGH SEPTEMBER] .
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Thi s

amendnent also inserts a new bill section on page 3, follow ng

line 4 of the commttee substitute to read as foll ows.

Thi s
i ne

Sec. 6. AS 42.45.110(c) is anended to read:
(c) The anount of power cost equalization provided per

kil owatt-hour under (b) of this section may not exceed 95
percent of the power costs, or the average rate per eligible
kil owatt-hour sold, whichever is less, as determ ned by the
commi ssi on. However,

(1) during the state fiscal year that began July 1
1999, the power cost for which power cost equalization were
paid to an electric utility were limted to mninmm power
costs of nmore than 12 cents per kilowatt-hour and |ess than
52.2 cents per kilowatt-hour;

(2) during the state fiscal years beginning July 1
2007, and each followi ng state fiscal year [JULY 1, 2000, AND
JULY 1, 2001], the comm ssion shall adjust the power costs for
whi ch power cost equalization may be paid to an electric
utility based on the wei ghted average retail residential rate
i n Anchorage, Fairbanks, and Juneau; however, the conm ssion
may not adjust the power costs under this paragraph to reduce
the amount below the lower limt set out in (1) of this
subsection; and

(3) DURING EACH FOLLOW NG STATE FI SCAL YEAR, THE
COWM SSI ON SHALL ADJUST THE POAER COSTS FOR WHI CH PONER COST
EQUALI ZATI ON MAY BE PAID TO AND ELECTRI C UTI LI TY BASED ON THE
VEI GHTED AVERAGE RETAIL RESIDENTI AL RATE |IN ANCHORAGE,
FAI RBANKS, AND JUNEAU, PER KILOMTT-HOUR FOR SALES TO
RESI DENTI AL CUSTOVERS OF 400 KILOMTT-HOURS PER MONTH, THE
COMM SSI ON VAY NOT ADJUST THE PONER COSTS UNDER THI S PARAGRAPH
TO REDUCE THE AMOUNT BELOW 16. 75 CENTS PER KI LOMTT- HOUR, AND

(4)] the power cost equalization per kil owatt-hour
may be determined for a utility wi thout historical kilowatt-
hour sal es data by using kilowatt-hours generat ed.

amendnent also inserts a new bill section on page 3, follow ng
16 of the commttee substitute to read as foll ows.

Sec. 8. AS 42.45.110(d) is anended to read:

(d) An electric utility whose custoners receive power
cost equalization under AS 42.45.100 — 42.45.150 shall set out
inits tariff the rates without the power cost equalization
and the anopunt of power cost equalization per Kkilowatt-hour
sold. The rate charged to the custoner shall be the difference
bet ween the two anounts. Power cost equalization paid under AS
42.45.100 — 42.45.150 shall be used to reduce the cost of all
power sold to local community facilities, in the aggregate, to
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the extent of 70 kilowatt-hours per nonth per resident of the
community, and to reduce the cost [TO EACH RESIDENTI AL
CUSTOMER] of the first 500 [ NOT MORE THAN 450] kil owatt-hours
per residential custonmer per nonth [ FOR THE MONTHS OF OCTOBER
THROUGH MARCH, AND NOT MORE THAN 350 KI LOMTT- HOURS PER MONTH
FOR THE MONTHS OF APRI L THROUGH SEPTEMBER] .

New Text Underlined [ DELETED TEXT BRACKETED

Co- Chair Donl ey noved for adoption
The amendnent was ADOPTED wi t hout obj ecti on.

Co- Chair Donley noved "the Finance Conmttee version for SB 185
from Cormittee with acconpanyi ng Senate Finance Commttee fisca
note."

Senator W/ ken objected to nmake a comrent regardi ng discussions
held on the matter of funding the Power Cost Equalization (PCE)
program in the Commttee during the years 1999 and 2000. He
referenced Senate Finance Conmttee mnutes from April 13, 2000
[copy on file], whereby former Commttee nenber Senator Al Adans
indicated intent that National Petroleum Reserve-Al aska (NPR-A)
funds would be divided between the pernmanent fund, the school
public trust fund and the PCE fund. Senator W/I ken renenbered that
Senat or Adans prom sed to convince villages in the North Slope
Borough to "relinquish”" claim to the NPR-A funds in order to
benefit PCE.

Senator W1l ken rem nded that at the previous hearing on this bill,
he had asserted that the projects funded with NPR-A funds are
"essentially fluff projects”". He referenced a |ist of eight
projects funded with $1.79 mllion of NPR A funds [copy on file]
and surm sed they were not necessitated by the inpacts of oil
devel opnent .

Senator Wl ken noted that in other boroughs in Al aska, simlar
projects are instead funded with borough funds. He predicted if the
comunities that currently receive NPR-A funds for these projects
were to forgo receiving the funds, that the North Sl ope Borough
woul d provide funds to undertake the projects.

Senator W/ ken asserted that the prom se made in the year 2000 is
still pertinent and the Conmittee should attenpt to convince those
villages to authorize use of the NPR-A funds for the PCE program

Senat or Hof fman countered that the statenments nmade during the Apri
2000 neeting related to an anendnent containi ng standard budgetary
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| anguage. This | anguage, he explained, clarified that the NPR-A
funds would be divided to the permanent fund, the public schoo
trust fund and the PCE fund according to a fornmula. He stressed
there is a priority for the allocation of the funds, which has been
practiced accordingly.

Senator W/l ken renoved his objection to reporting the bill from
Conmittee.

Senat or Aust erman understood the NPR-A funds are federal funds and
that established criteria in federal |aw provides how they could be
spent. He was unsure how state statutes could overrule the federa
| aw on this matter

Senator W/ ken described how the federal governnent collects 50
percent of NPR-A production funds with the renmaining 50 percent
"for the benefit of the people of A aska." He continued that of the
50 percent allocated for Alaska, one-half is guaranteed to the
North Sl ope Borough. He detailed the State's ability to appropriate
t he remai ning 25 percent.

Co-Chair Kelly ruled the discussion about the inpact of NPR- A funds
is out of order due to the notion on the table.

Wt hout objection CS SB 185 (FIN) with a zero fiscal note for the
Depart ment of Comrunity and Econom c Devel opnent, authored by the
Senate Finance Comm ttee 4/2/02, MOVED from Conmittee.

Senator Austerman realized the issue of NPR-A fund appropriation is
"a thorn in the side" of sone Conmittee nmenbers. He predicted the
di scussi on would continue as to Senator Adam s assertions unless
the statute is changed. He |listed other issues instituted by past
| egi sl atures, including grain elevators in the Matanuska-Susitna
Vall ey and the rocket launch facility in Kodiak. He suggested
reaching a resolution on the PCE matter.

#
ADJ CQURNIVENT

Co-Chair Pete Kelly adjourned the neeting at 11:17 AM
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