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ACTI ON NARRATI VE

COCHAIR BILL THOVAS called the House Comunity and Regional
Affairs Standing Committee neeting to order at 8:08:36 AM
Representatives Thomas, O son, LeDoux, and Salnon were present
at the call to order.

HB 229- REI NSTATEMENT OF NATI VE CORPORATI ONS

8:09:10 AM

CO CHAI R THOVAS announced that the first order of business would
be HOUSE BILL NO. 229 "An Act relating to the reinstatenent of
Native corporations; and providing for an effective date.”

8:09:14 AM

PAUL LABOLLE, Staff to Representative Foster, Alaska State
Legi slature, presented HB 229 on behalf of Representative
Foster. He explained that every two years a $100 fee and report
listing the corporate officers is required by the state. If a
Native corporation fails to file the aforenmentioned report
during the allocated tinme period, this legislation provides an
additional two-year grace period after which no conpliance wll
result in involuntarily disolvenent and legislation is required
to reinstate the corporation. Reinstatenment ensures that shoul d
the dissolved corporation form a new corporation, it wouldn't
have its assets granted under the Alaska Native Cains
Settlenment Act and thus it would be a corporation with no
assets.

8:10:13 AM

CO CHAIR THOWVAS asked if a new corporation is forned, would it
take the debts with it.

MR. LABOLLE replied that the new corporation would be not
maintain the debts or assets, although the sharehol ders would
have the debts and assets.

8:10: 38 AM

REPRESENTATI VE LEDOUX asked why the sharehol ders would have the
debts of the corporation.
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MR. LABOLLE related that he will refer that question to the
techni cal expert. He noted that the assets would be broken-up
and transferred to each nenber of the corporation, and thus he
assuned the sane woul d apply for the debts.

ALYCE HOUSTON, Corporation Records & Licensing Supervisor,
Departnent of Commerce, Community, & Econom c Devel opnent,
related that it would be "winding up business" as the statutes
allow for voluntary or involuntary dissolution.

8:11:51 AM

REPRESENTATI VE LEDOUX noved to report HB 229 out of commttee
wi th individual recommendations and the zero fiscal note. There
being no objection, HB 229 was reported from the House Conmunity
and Regional Affairs Standing Commttee.

The commttee took an at-ease from 8:12:21 AMto 8:39:37 AM

HB 157- ELEC/ PHONE COOP & OTHER ENTI TI ES

CO CHAI R THOVAS announced that the next order of business would
be SPONSOR SUBSTI TUTE FOR HOUSE BILL NO. 157, "An Act clarifying
the powers of electric or telephone cooperatives to becone
nenbers of or own stock in other entities."

CO- CHAIR COLSON noved to adopt CSSSHB 157, Version 24-LS0562\L,
Craver, 3/31/05, as a work draft. There being no objection,
Version L was before the committee.

8:39: 44 AM

JOHN BITTNER, Staff to Representative Tom Anderson, Al aska State
Legislature, inforned the nenbers that CSSSHB 157 is brought
forth to address concerns regarding the scope of the original
bill. He related the changes on page 2, lines 20-21, allow an
el ectric cooperative to forma limted liability conpany (LLC).
The aforenmentioned |anguage updates the statutes because LLCs
weren't comon in Alaska when the original statutes were
witten. The | anguage on page 2, line 22, gives the electric
cooperative the authority to sell fuel not needed to generate
electricity. He expl ained that these [paragraphs] are under AS
10. 25. 020 because "everything we do here only applies to
el ectric cooperatives."” He nentioned that there was sone
concern with regard to including telephones. However, telephone
[ conpanies] as far as he knows aren't interested in selling fuel
whereas electric wutilities already purchase bulk fuel for
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personal use, and therefore it would nake nore sense for
electric utilities to expand into the private aspect.

8:42: 09 AM

MR BITINER, in response to Representative Salnon, specified
that the difference in the nunber of paragraphs in HB 157 and
CSSSHB 157, Version L, is because in Version L the |anguage is
inserted in AS 10.25.020, which only addresses electric
cooperati ves. The original bill addressed both telephone and
el ectric cooperatives.

8:43: 03 AM

REPRESENTATI VE SALMON asked, for clarification purposes, if the
| egislation allows the electric conpany to sell fuel.

MR. BITTNER said that's his understandi ng.

The commttee took an at-ease from 8:43:40 AMto 8:46:21 AM

8:46: 26 AM

BRI AN BOGEN, CEQ President, Delta Wstern, Inc., related his
concern regarding whether this legislation is a matter of "good
public policy" to encourage governnentally subsidized entities
to conpete with the private sector. He added that he is not
opposed to conpetition, but he is "unconfortable” conmpeting with
entities that receive public subsidies.

8:47:52 AM

BRAD REEVE, Ceneral Manager, Kotzebue Electric Association,
testified in favor of HB 157. He explained that the original
goal of his association was to forma joint fuel buyers group to
attract conpetition and build a new nodel for fuel deliveries in
the Northwest, which has been recognized as one of the nost
successful nodels for conpetitive fuel purchases in Al aska. He
noted that the [cooperative] built its own infrastructure and
has saved over $20 nillion in fuel costs that went directly to
the community. He highlighted that fuel costs are escalating to
the point of making a lot of conmunities unviable, and therefore

one nust be willing to review new nodels to assist rural Al aska.
In establishing conpetitive markets, storage and financing have
been a concern. The nost prom sing potential [solutions] has

been fuel cooperatives and other nodels to reduce the high cost
of energy. He related that the Northwest Artic School District
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has a fuel buying arrangenment with a cooperative to obtain |ower
fuel costs. He opined that this legislation would allow
cooperatives, "which really don't have a profit notive," to sel
fuel and keep costs low in rural Al aska.

8:54: 03 AM

CO- CHAIR THOVAS inquired as to the power cost equalization (PCE)
ram fications of this |egislation.

SALLY  SADDLER, Busi ness  Devel opnent Speci al i st/ Legi sl ative
Li al son, Depar t ment of Commer ce, Communi ty, & Econom c
Devel opnent, said, "I don't have the answer to that question,
but I can get that for you."

8:55: 03 AM
ERIC P. YOULD, Executive D rector, Al aska Power Association,

relayed that his association represents the electric utility
i ndustry which generates 85 percent of electricity throughout

Al aska. He related his belief that high fuel prices in rural
Al aska are exacerbated by the windfall [profit] that is com ng
to the state in the form of $50 per barrel oil. He noted the

Board of Directors of the Al aska Power Association adopted a
resolution recognizing that Alaska' s electric cooperatives are
increasingly receiving requests from its nenbers asking the
cooperative to beconme the full service energy supplier in the
comunity. However, recent court cases in other states have
questioned the ability of Alaska's electric cooperatives to form
subsidiaries to respond to their nenbers' needs. Ther ef or e,
[ per the aforenentioned resolution] the Al aska Power Associ ation
ur ged | egi sl ative action confirm ng Al aska's electric
cooperatives ability to neet the needs of their nenbers and
conmuni ties.

MR, YOULD turned to the high cost of electricity in rural
Al aska. He infornmed the commttee that the |Inland Passage
El ectric Cooperative provides electricity to Angoon, Hoonah,
Kake, Klawock, and Chilkat. A little of a year ago, the cost of
di esel fuel was $1.57 a gallon. However, this year the cost of
diesel fuel is $2.27 a gallon. In rural Al aska the average cost
of electricity is about $0.45 an hour and the increased diese
cost creates a surcharge of alnost $0.07 per kilowatt-hour.

Therefore, the situation in rural Alaska is quite chronic. He
added that fuel brought into rural Al aska communities go to the
| ocal electric utility, retail di stribution, and school
districts. The aforenmentioned have varied fuels prices and
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often the cooperative's price is less than all three. The
reason for the cooperative's low price is because of its
conpet ent nmanagenent staff who are part of the communities and
try to obtain the cheapest bid price from the distributors, he
opi ned. He said his association would like to be able to
"knock"” the high cost of fuel as |ow as possible. The problem
IS many cooperatives are trying to get into the fuel business to
provi de propane for their own users. He explained that
basi cal l y, electric cooperatives would allow stock in a
subsidiary corporation that sells gas to the cooperative
menbers. The aforementioned was challenged in the states of
Al abama, Col orado, and Kentucky where state courts found that
the electrical cooperatives couldn't nobve into the propane
business due to existing state statute. In the challenges in
the states of CGeorgia, Mssissippi, and Texas state courts found
that the local state statutes allowed the cooperatives to be in

the subsidiary businesses. Therefore, HB 157 attenpts to
clarify that cooperatives can be in the business of providing
fuel without it being illegal. This | egislation nodernizes the

statutes by specifying that cooperatives can own stock and
ownership in a LLC, because there was no such entity when the
original cooperative statute was witten. He concluded by
relating that the Al aska Power Association strongly supports
this legislation and hopes it's reported fromconmttee today.

9:01: 55 AM

REPRESENTATI VE LEDOUX inquired as to the rationale for allow ng
electric cooperatives to sell fuel as opposed to other
commodities, such as groceries, that are also exorbitant in
rural areas.

MR. YOULD highlighted that cooperatives are "nmenber driven" and
aren't in the market of |ooking for business ventures but rather
responding to nenber's requests, in order to drive down the
costs of «collective goods. The cooperatives are not in the
market to make profits because it could lose its tax-exenpt
status. He opined that electric conpanies should be | ooking for

as nuch conpetition as possible. In rural Alaska, there is
al nrost no conpetition, and it's alnost a nonopolistic system
He related there is not a "ground swell" of cooperatives wanting

to enter the fuel business, presently only two communities are
| ooking into the business because the local retailers are
| ooking to get out of the business. The only difference between
cooperatives and the private sector is that cooperatives don't
pay taxes. Nevertheless, the cooperative always operates on the
zero profit margin in order to keep the cost to the consuner as
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low as possible while private conpanies wll always try to
[increase] profit as possible, he said.

9: 05: 24 AM

DONNA  VUKI CH, General WManager, Naknek Electric Association,
related that over the last eight to ten years Naknek Electric
Associ ation's nenbers have expressed the desire to find a fuel
entity to provide the needs of the community. However, due to
the earlier mentioned court cases, Naknek Electric Association
doesn't feel it can invest or leverage its nenbers' noney and
face an uncertain outcone were there a challenge. Ms. Vukich
expl ai ned that Naknek Electric Association is reviewwng a "for
profit corporation subsidiary" of the cooperative and sone noney
would go into a dividend in order to build a reserve. "W
believe that we could keep the cost down for our conmunity so
that it is a savings for our community,"” she opi ned.

9:07: 23 AM

RI CHARD  GEORGE, Boar d Menmber , I nsi de Passage El ectric
Cooperative, relayed that the unenploynment rate in the community
of Angoon is about 80 percent. He said that in his 30 years

with the cooperative he has never seen the price of fuel as such
the issue it is today. The price of fuel in Angoon is $2.72 per

gal | on. He informed the commttee that the Inside Passage
El ectric Cooperative purchases fuel at the sanme source [as the
retailer] for $1.71, so there is a "wide spread for
profitability." Fuel costs, he opined, need to be lower in
order to help alleviate the current living conditions of rural
communities. In fact, there has been discussion of closing the

| ocal school early due to the high operational costs, which nost
view [as the fault] of utilities. He related many of the areas
in which increased fuel costs have inpacted people. He said
electric utilities aren't trying to make profits from selling
fuel but rather help alleviate the cost of the commodity in
order to sustain [the rural] lifestyle.

9:11:59 AM

VERN  RAUSCHER, Gener al Manager, Inside Passage Electric
Cooperative, offered his support of HB 157. He turned to a
graph that highlights the barge fuel cost, which has increased
140 percent over the last 10 years, 110 percent over the |ast
five years. As a cooperative there is an obligation to provide
| ow cost services while searching for ways in which to enhance
the welfare of the custoners, he added.
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9:13:46 AM

DALE  PETERS, Pr esi dent of t he Boar d, Naknek El ectric
Associ ation, said he supports HB 157. He offered that people in

Naknek are noving because of the high cost of living and this
| egislation would change the statutes in order to help the
comunities. Econom ¢ devel opnment is one of the associations'

hi ghest priorities and it's inportant to neet the nenbers'
needs.

9:15: 13 AM

MEERA  KOHLER, Pr esi dent & CEQ Alaska Village Electric
Cooperative, related that her cooperative serves 52 villages,
whi ch represent 44 percent of Al aska's village popul ation. She
noted that the cooperative's "huge" business expense is fuel.
She said her cooperative is one of the few locally controlled
and owned operations that is econonically sustainable, which she
attributed to the force of many villages working together to
provide their own needs. She highlighted that the rural
comunities have issues with aging wires, Internet access, and
jobs. The cooperative is always on the cusp of what is allowed
by statute. Wth regard to earlier conments that cooperatives
are "subsidized', M. Kohler specified that the only subsidy
electric cooperatives receive is what its nenbers receive in
PCE. She highlighted that PCE is conputed by the state based
upon the actual costs of doing business. |f the cooperative was
able to diversify and provide other services, costs would be
reduced because the costs wuld be spread anobngst other
busi nesses. Furthernore, diversification would be a benefit to
PCE because it would reduce the allowable costs for PCE V5.
Kohl er explained that as a nonprofit cooperative, its assets are
capitalized over a Ilong-term period of 15-30 vyears, and
therefore the cost included in the electric base rates is only
one-fifteenth to one-thirtieth of the cost of those assets.
However, a private entity typically collects on its assets
within 5 years. "The back of rural Alaska is breaking;, they're
economcally strapped. And this bill will go a |ong way towards
enpower i ng them to hel p t hensel ves to achi eve t hat
sustainability,"” she said. She urged the conmmttee to nove HB
157 out of conmittee.

9:19: 05 AM

MARK HI CKEY, Consultant, Petro Marine Services, related that his
conpany is an Al aska-based conpany that is concerned about this
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| egi sl ation, although no formal position has been taken. The
concern is regarding whether there's a level playing field for
conpetition. M. Hickey indicated that the concern stens from
tax treatnment and subsidies. Wth regard to subsidies, there is
a nore significant subsidy with the cooperatives than the PCE

which is found in the capital side. |In the past the subsidy has
cone in the form of state progranms, although nore recently it
has surfaced in program with the Denali Conm ssion and the U S.

Departnent of Agriculture's rural developnent program He
relayed that in the 2004 report from the Departnent of
Agricul ture, sone $20 nmillion worth of grants went to
cooperatives and another $14 mllion-plus in low interest |oans
went to cooperatives. Private conpanies don't have access to
those types of funds and aren't asking for such. However,
cooperatives do ask for that noney. The aforenentioned is

sonmething which the commttee should examne with regard to
whether it's a level playing field. Wth regard to the tax
treatnent, M. Hi ckey suggested that the commttee may want to
take sone tinme and question what it means to allow cooperatives
to sell fuel wthout doing so through a corporation or an LLC
For instance, the state may not be able to collect state fuel
and marine fuel taxes from the cooperative because of its tax-
exenpt status, which would result in a negative fiscal i npact
for the state.

9:22:21 AM

CO CHAIR THOVAS pointed out that electric conpanies don't seem
to be interested in buying sone of the rural fuel
di stributorships, while the cooperatives may want to buy those
|l ocal facilities. He asked if there would be a problemw th the
af orenenti oned when the [electric conpanies] don't want to have
a presence in an area.

MR. HICKEY replied that's a problem throughout rural Al aska and
perhaps there are locations and conditions that warrant [the
cooperatives help], but still the question regarding whether
there is a level playing field should be addressed as well as
whether the state wants to encourage subsidies in private
busi ness.

9:23:52 AM
COCHAIR THOVAS opined that no privately owned electric

conpanies want to buy the local fuel conpanies in the rural
vi |l | ages.
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MR. HI CKEY said the aforenentioned instances presents a problem
However, creating br oad authority, wi t hout regard to
ci rcunst ances, al | owi ng gover nnment support ed subsi di zed
cooperatives to conpete wth the private sector wthout
restriction and without the sane tax treatnent is "unfair in our

view." He added that Petro Marine Services is not the retailer
in many of the smaller |ocations, but individual retailers stop
operating because of the thin margins in the area. He opi ned

that this legislation may inpact the community by pushing the
smal |l retail er out of business.

9:26: 01 AM

RAY G LLESPIE, Lobbyist, Yukon Fuel Conpany, expressed concern
about gover nnment subsi di zed conpetition from tax-exenpt
or gani zati ons. However, he acknow edged that there are certain
circunstances in rural Alaska that deserve attention and a
sol ution. He indicated that Al askans are the victins of forces

outside of [the state's] control. This |egislation, he opined
significantly expands the cooperative authority to enter the
private for-profit business. He, too, nentioned the issue of

subsidies to these cooperatives, which Yukon Fuel has supported.
Al t hough these [subsidy] prograns tend to reduce the cost of
fuel in rural Al aska and nmake fuel storage and distribution nore
environnmentally safe, allowing those subsidies to be used in
direct conpetition with the private sector are questionable. An
ill-advised system could result in driving private investnent
and conpetition from the market place and replacing it with a
nore governnent dependent system Wth regard to the CS
specifically, M. Gllespie suggested that it goes far beyond
the original legislation by allow ng cooperatives to go directly
into the fuel sal es business.

9:29: 32 AM
CO- CHAI R OLSON asked about the tax issues of this bill

CHUCK HARLAMERT, Juneau Section Chief, Tax Division, Departnent
of Revenue, detailed that [paragraph] (8) enables cooperatives
to establish subsidiaries, specifically LLCs. If the subsidiary
is established as an LLC, the taxable incone of that LLC will be
attributed to the cooperative and be exenpt based on the
cooperative's exenpt status. He opined that the sane nmechani sm
applies to the majority of businesses that operate in the state,
such as S corporations. He added that thus far the Departnent
of Revenue sees no additional tax consequences.
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9:32:16 AM

CO CHAI R THOVAS asked if there are any bonding requirenents.
MR. HARLAMERT replied not to his know edge.

9:32: 29 AM

CO- CHAIR THOVAS related his understanding that this |egislation
establishes that cooperatives can buy shares of another fuel
conpany and becone partners.

MR. HARLAMERT related that is his understandi ng, and under those
ci rcunst ances the corporation would be a taxable commodity under
state law for excise, fuel, and corporate inconme taxes. Only in
the case of an LLC as a single nenber LLC or one that elects to
be treated as a partnership for inconme tax purposes that there
woul d be any sheltering under the cooperative's exenption .

MR. HARLAMERT related that [paragraph] (9) enables cooperatives
to directly sell fuel in comunities and have exenpt status
[fromthe nmotor fuel tax]. He highlighted that normally taxable
fuel is paid to the state by the seller, who would be exenpt in
this case. Whet her that exenption can flow to the user of the
fuel however, he was unsure of the legalities and offered to get
back to the commttee with nore information.

9:35:22 AM

REPRESENTATI VE LEDOUX asked, assuming the users are liable for
the "use" tax, who would be liable for collection.

MR. HARLAMERT replied the users are liable to report and pay
directly to the departnent. He opined that the |ikelihood of
collection is "much di m ni shed under those circunstances."

9: 35: 58 AM

COCHAIR THOVAS highlighted that at the local 1evel people
cannot afford to run schools and businesses [because of high
fuel costs].

9:37: 01 AM
REPRESENTATI VE SALMON comrented it is cheaper to get fuel from

an aircraft in Fairbanks than fromthe | ocal fuel conpanies, and
therefore conpetition would be good for rural conmunities. He
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further comented that this legislation is good |egislation that
will create that [conpetition].

9: 38: 03 AM

CO CHAIR OLSON noved to report CSSSHB 157, Version 24-1LS0562\L,
Craver, 3/ 31/ 05, out of committee W th i ndi vi dual
recomnmendati ons and the acconpanying fiscal notes. There being
no objection, CSSSHB 157(CRA) was reported out of the House
Communi ty and Regi onal Affairs Standing Conmttee.

ADJ OQURNVENT
9:38: 29 AM
There being no further business before the commttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 9:38 a.m
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