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VEMBERS PRESENT

Represent ati ve Ral ph Sanuel s, Chair
Representati ve M ke Hawker

Representative M ke Kelly (via tel econference)
Representati ve M ke Doogan

Represent ati ve Reggi e Joul e

Senator Bert Stedman

Senat or Charlie Huggins (via tel econference)
Senator Johnny Ellis

Senator Gene Therriault (via tel econference)

MVEMBERS ABSENT

Representative M ke Chenaul t
Senator Lyman Hoffman, Vice Chair
Senat or Lyda G een

Representati ve Kevin Meyer

OTHER LEQ SLATORS PRESENT
Representative John Harris
COW TTEE CALENDAR

EXECUTI VE SESSI| ON

APPROVAL COF M NUTES

R S. 2477 AND NAVI GABLE WATERS RSA REQUEST
REVI SED PROGRAM - LEG SLATI VE ( RPLS)

AEA GRANT PROCESS

FI NAL AUDI TS

PRELI M NARY AUDI TS

PREVI QUS COW TTEE ACTI ON
No previous action to record
W TNESS REGQ STER

ELLEN SI MPSON, Habitat Bi ol ogi st
Al aska Departnent of Fish & Gane ( ADF&G
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Anchor age, Al aska
PCSI TI ON STATEMENT: Reviewed the RSA for RS 2477 and Navi gabl e
Wat er s.

ERI C SWANSON, Director

D vision of Adm nistrative Services

Department of Adm nistration (DOA)

Juneau, Al aska

POSI TI ON STATEMENT: Provided an overview of RPL 02-9-0020,
Commercial Driver’s License Information System Moderni zati on.

ANMANDA RYDER, Director

D vision of Admi nistrative Services

Departnent of Comrerce, Community, & Econom c Devel opnent

Juneau, Al aska

POSI TION STATEMENT: Provided an overview of RPL 08-9-0111,
Nat i onal Forest Receipts.

STEVEN HAACGENSON, Executive Director

Al aska Energy Authority (AEA)

Depart ment of Comrerce, Conmunity, & Econom c Devel opnent

Anchor age, Al aska

PCSI TION STATEMENT: During hearing of the remaining five
projects in RPL 08-9-0026, answered questi ons.

PETER CRI MP, Program Manager

Al ternative Energy

Energy Efficiency

Al aska Energy Authority (AEA)

Depart ment of Comrerce, Conmunity, & Econom c Devel opnent

Anchor age, Al aska

PCSI TI ON STATEMENT: Di scussed the process that has resulted in
RPL 08-9- 0026.

SARA FI SHER- GOAD, Deputy Director-Operations

Al aska Industrial Developnent & Export Authority and Al aska
Energy Authority

Depart ment of Comrerce, Conmunity, & Econom c Devel opnent

Anchor age, Al aska

PCSI TI ON STATEMENT: During discussion of five projects of RPL
08-9- 0026, answered questi ons.

JOEL GROVES, Project Mnager

Fi shhook Hydroel ectric Project

Fi shhook Renewabl e Energy, LLC,
Enpl oyee, Pol arconsult Al aska Inc.
Anchor age, Al aska
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PCSI TI ON STATEMENT: During hearing of RPL 08-9-0026, discussed
t he Fi shhook Hydroel ectric Project.

FREDERI C BALLARD, JR, Tax Counse

Bal | ard Spahr Andrews & Ingersoll, LLP

Anchor age, Al aska

POSI TI ON  STATEMENT: Speaking as tax counsel for the Al aska
Energy Association during hearing of remaining five projects of
RPL 08-90026, answered questions.

LI SA LANG President

Hai da Cor porati on

Hydabur g, Al aska

PCSI TI ON STATEMENT: During hearing of RPL 08-9-0026, discussed
t he Reynol ds Creek Hydroel ectric Project.

NI CK GOODIVAN, CEO

TDX Power ;

General Manager, TDX Manl ey Generating, LLC

Anchor age, Al aska

POSI TI ON STATEMENT: Presented the Manley Hot Springs Ceotherma
Pl ant project under RPL 08-9-0026.

M CHAEL CRAFT, Devel oper and Managi ng Part ner

Al aska Environnental Power, LLC

Fai r banks, Al aska

POSI TI ON STATEMENT: During hearing of RPL 08-9-0026, discussed
the Reviewed the Delta Area Wnd Turbi nes project.

BERNI E KARL,

Chena Power, LLC

North Pol e, Al aska

POSI TI ON STATEMENT: Di scussed the Bionmass Plant project of RPL
08- 9- 0026.

ACTI ON NARRATI VE

CHAIR RALPH SAMUJELS called the Legislative Budget and Audit
Commttee neeting to order at 1:07:34 PM Represent ati ves
Samuel s, Hawker, Kelly (via teleconference), Doogan, and Joule
and Senators Huggins (via teleconference), Stedman, and Ellis
were present at the call to order. Senator Therriault (via
tel econference) arrived as the neeting was in progress. Also in
attendance was Representative Harris.

1: 08: 34 PM
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CHAIR SAMUELS informed the comrittee that it would not follow
the exact order listed on the printed agenda.

EXECUTI VE SESSI ON

1:09: 04 PM

REPRESENTATI VE HAWKER nmade a notion to nove to executive session
for the purpose of discussing confidential audit reports under

AS 24.20.301. There being no objection, the commttee went into
executive session at 1:09:39 PM

2:19:47 PM

CHAI R SAMUELS brought the committee back to order at 2:19 p. m
APPROVAL OF M NUTES

2:20: 33 PM

REPRESENTATI VE HAWKER nmade a notion to approve the mnutes of
Cctober 7, 2008, as presented. There being no objection, the
m nutes fromthe neeting of October 7, 2008, were approved.

R S. 2477 AND NAVI GABLE WATERS RSA REQUEST
2:20:48 PM

CHAIR SAMIJELS then turned the commttee’'s attention to the
rei nbursabl e services agreenent (RSA) request for R S. 2477 and
Navi gable Waters, which he recalled had been ongoing for at
| east the |last six years.

SENATOR THERRI AULT suggested that this issue may have been
around for the last 10 years.

2:22:19 PM

ELLEN SIMPSON, Habitat Biologists, Al aska Departnment of Fish &
Gamre (ADF&G), began by remnding the conmittee that Al aska
received the title to the submerged |ands underlying navigable
waters at statehood. She explained that navigability for title
can be established through quiet title action initiated by the
state or through the recordable disclainer of interest process
t hrough the Bureau of Land Managenent (BLM. The BLM process
creates an admnistrative process wherein the federal governnent
confirns that there is no federal interest in the underlying
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subnerged | ands. Prior to the adoption of the aforenentioned
rule, the only option was court. In fact, since statehood there
have been about a dozen actions. By agreenment, the research is
conducted only on certain water bodies and areas of the state.
Furthernore, ADF&G can only wuse these funds for docunent
research on the specific |land and water bodies. She noted that
her records [regarding R S. 2477s] go back to 2004, and since
that tinme the Legislative Budget and Audit Committee has
contracted with ADF&G to perform research to prepare Recordable
Disclainers of Interest (RD) applications and assert state
ownership on R S. 2477 rights-of-way. The departnment would |ike
to continue the work as it believes it’s very inportant with
regard to access to fish and wildlife resources as well as other

natural resources. In the past, the Departnent of Natural
Resources (DNR) and ADF&G toget her have received about $140, 000,
which it has split “down the mddle.” This year, ADF&G is

requesting $102,000 with which to hire additional staff to
research BLM historical files while access is available and to
| ocate individuals who have had actual experience wth the
trails and water bodies at statehood. Ms. Sinpson related
[ ADF&G s] belief that this request is inportant because under
the new admi nistration in Washington, D.C., the RD process may
change. Ms. Sinpson pointed out that any research performed now
can be used in future assertions of ownership or RDs.

2:25:50 PM

REPRESENTATI VE DOOGAN questioned whether it would nmke a
difference if this sanme funding request went through the norna
budget process, rather than through the legislature via this
comm ttee.

M5. SIMPSON highlighted that this is the only funding ADF&G
receives for this project. She recalled that originally the
funding for this project canme through this conmttee because the
commttee felt it was inportant not to |leave the funding to the
budgeting and prioritization process of the agency.

CHAI R SAMJELS agreed with that depiction. He added that the
desire was to avoid the funds to the bureaucracy and having it
spread it, but rather wanted the project to continue. [ Goi ng
through this conmttee], he opined, was the safest way to ensure
the project continued. Furthernore, no one knows who wll be
the next U S. Secretary of Interior or whether BLM policies wll
change. The goal, he opined, was for the legislature to have
control over the quiet title.
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2:27:49 PM

REPRESENTATI VE HAWKER noved that the chair be authorized to
enter into a contract for an anobunt not to exceed $102,000 with
ADF&G for research and preparation for R S. 2477s and navi gabl e
wat ers. There being no objection, it was so ordered.

REPRESENTATI VE HAWKER noved that the chair be authorized to
enter into a contract for an amobunt not to exceed $38,000 with
DNR for research and preparation for R S. 2477s and navigable
waters. There being no objection, it was so ordered.

REVI SED PROGRAM - LEGQ SLATI VE ( RPLS)
2:28:40 PM

CHAI R SAMUELS then turned the commttee's attention to the RPLsS
before it.

2:29: 26 PM

ERIC SWANSON, Director, Dyvision of Admnistrative Services,
Departnment of Administration (DOA), explained that RPL 02-9-
0020, Commer ci al Driver’s Li cense | nf or mati on System
Moder ni zati on, requests approval for DOA to receive and expend
$112,000 of federal authorization. The funds are grant funds
that were nmade available by the federal Mtor Carrier Safety
Adm ni stration. The purpose of the funding is to inprove the
Division of Mtor Vehicles (DW) comercial drivers' |license
conputer system He informed the commttee that a recent
conpliance audit found sone deficiencies in the DW' s conputer
system Most of the work expected is to be related to
pr ogr anmm ng. Some of the work wll be performed by DW
programmers, although he indicated that the division wll
contract with additional programers.

2:31:20 PM

AMANDA RYDER, Director, Dyvision of Admnistrative Services,
Department of Commerce, Community, & Economic Devel opnent
(DCCED), explained that RPL 08-9-0111 requests an additional
$7.9 mllion in federal receipts for the National Forest
Recei pts program The aforenentioned funding is available
because the federal governnent reauthorized the program and
changed the formula such that it’'s based on forest acreage
within a borough’s boundaries. As a result of the formula
change, Al aska's total paynent has increased from about $9.6
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mllion to $17.4 million. M. Ryder informed the commttee that
these receipts can be used for Title 2 and 3 projects, which are
projects on federal l|and as well as safety projects in
comunities. These receipts are direct pass through to
communities, which can utilize them for the aforenentioned
projects as well as for schools and roads.

2:32:41 PM

REPRESENTATI VE HAWKER nmade a notion that RPL 08-9-0111, Nationa
Forest Receipts, in the anount of $7.9 million to DCCED revenue

sharing be approved. There being no objection, it was so
or der ed.
2: 33: 03 PM

REPRESENTATI VE HAWKER nmade a notion that RPL 02-9-0020, Nati onal
Commer ci al Driver’'s License Infornmation, in the amunt of
$112,000 to the Departnent of Adm nistration be approved.

2:33:28 PM

MR. SWANSON, in response to Senator Therriault, related his
understanding that the funds for RPL 02-9-0020 won't be used for
anything related to the Real 1D Act.

2:34: 27 PM

There being no objection, RPL 02-9-0020, National Conmmerci al
Driver’s License Information, for Departnent of Adm nistration
was approved.

2:34: 55 PM

STEVEN HAAGENSON, Executive Director, Alaska Energy Authority
(AEA) , Depar t ment of Commer ce, Communi ty, &  Econom c
Devel opnent, outlined his plan of addressing the conmttee. He
began by inviting M. Cinp forward to discuss the Denal
Comm ssion process, which is the process wunder which the
remai ning five applications of RPL 08-9-0026 were filed.

2:36: 23 PM
CHAI R SAMUELS rem nded conmmttee nmenber s t hat ot her
applications/projects of RPL 08-9-0026 were approved at prior

nmeet i ngs. The commttee desired nore information on the five
remai ni ng applications/projects.
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2:37:09 PM

PETER CRI MP, Program Manager, Al ternative Energy, Ener gy
Efficiency, Al aska Energy Authority (AEA), Department  of
Commerce, Community, & Econom c Devel opnent, began by noting
that the process for identifying projects through the Denal

Comm ssi on AEA request for proposals (RFP) used |ast year is not
the sane process as the renewable energy fund. This RFP was
rel eased Decenber 6, 2007, and by the due date, February 12,
2008, the agency had received 97 proposals, which were reviewed
by AEA staff on behalf of AEA and the Denali Conm ssion. He
then reviewed the criteria for Stage 1 review, which included
determnation as to whether the applicant is eligible, the

project is eligible, the applicant denonstrated avail able
mat ching funds, the applicant illustrated technical, financial
and managenent capability over the long term et cetera. The

review staff included four engineers and two energy planners.
This review resulted in 60 proposals proceeding to Stage 2
review during which the economcs of these proposals were

assessed by two contractors. Utimately, 40 of the original 96
proposals were determned to be eligible for funding. O the
40, 33 were offered funding. There wasn’t enough funding for

the remaining seven proposals, and therefore AEA requested
additional funds fromthis commttee.

2:39:25 PM

CHAI R SAMJELS noted that Legislative Budget and Audit Conmittee
hi red Bob Paw owski to achieve  Dbetter coordi nation and

communi cation between the Denali Conm ssion process and the
| egi sl ati ve process. He relayed that he has instructed M.
Pawl owski to reach out to those on the Finance Conmittees as
well as other nenbers regarding the actions of the Denal

Conmi ssi on.
2:40: 42 PM

MR. HAAGENSON highlighted that AEA has provided a cover sheet
matrix titled “Summary Information for AEA RPL; 5 remaining
projects”. He noted that the project sponsors are avail able for
guestions as is he.

2:42: 02 PM

CHAI R SAMIJELS recalled that the difficulty in prior hearings was
the lack of information for the remaining five projects.
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2:42:59 PM

REPRESENTATI VE DOOGAN inquired as to the heating fuel cost used
in the cost:benefit analysis for these projects.

MR. HAAGENSON answered that the crude oil price was set at $110
for the life of the project. He noted that the Institute of
Social and Economc Research (ISER) was hired to perform the
[ cost: benefit] analysis. In further response to Representative
Doogan, M. Haagenson said he didn't recall whether [the crude
oil price] was in current year dollars or nomnal dollars.
However, he related his expectation that “it would be in the
year it was spent because it’s brought back to a net present
val ue (NPV).”

2:44: 00 PM

CHAI R SAMUJELS then asked if the replacenment fuel is on a British
thermal unit (Btu) such that the relationship between gas and
oil would fluctuate “on a snoboth line” or is gas a separate
nunber fromthe $110.

MR. HAAGENSON clarified that the gas was conputed separately.
He recalled that the cost used was $7. He noted that it went
from $6 to $10 per thousand cubic feet (ncf) over a five-year
peri od.

2:44:40 PM

REPRESENTATI VE HAWKER inquired as to the tax consequence of
state grant funds for private, for-profit entities.

MR. HAAGENSON informed the committee that [AEA] has hired tax
counsel who has worked with Ms. Fisher-Goad.

2:45:42 PM

SARA Fl SHER- GOAD, Deputy Director-Qperations, Al aska Industrial
Devel opnent & Export Authority and Alaska Energy Authority,
Department of Commerce, Community, & Econom c Devel opnent, told
the commttee that tax counsel is available to call in to speak
with the coomittee, if it so desires. She then explained that
generally, these projects would be considered taxable. However,
there are sone tools that can be used to mtigate any tax
consequences. For exanple, an exenption under Section 118(a) of
the Internal Revenue Code can be sought for grants to a
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cor porati on. Therefore, a grant could be structured wth
covenants to mtigate those tax consequences. She pointed out
that many of the grantees are organized as |limted partnerships
or a limted liability company (LLC), and thus wouldn't be
eligible for a tax exenption [on these funds]. However, the
effects of taxation of the grant wll Ilikely be offset by
depreci ati on deductions and energy credits, depending upon the
pr oj ect . Ms. Fisher-Goad related that the goal is to ensure
that taxability, i1f any, doesn't negatively inpact the public
benefit of the project. Furthernore, the goal is to work with
the grantee/applicant and wunderstand if there are any tax
consequences and determ ne whether the public purpose is being
fulfilled by the granting of the funds.

2:48:19 PM

REPRESENTATI VE HAWKER i nquired as to whether M. Fisher-Goad was
aware of the questions related to [the tax consequences] when
she prepared the original nunbers.

M5. FISHER-GOAD specified that the tax consequences weren't
anal yzed for the benefit cost of these projects. She rel ated
the need to work with the grantees to determne if there are any
tax consequences or additional benefits and enhancenents to the
project and whether those would have to be addressed in the
grant docunent. Ms. Fisher-Goad explained that when the new
process reaches the point of determining an award, [the agency]
woul d need to ensure that any tax benefit to the private entity
flows through to the public purpose of the project.

2:49: 22 PM
REPRESENTATI VE HAWKER indicated that he still doesn't have

enough information. He enphasized that the tax consequences are
serious, particularly in relation to the projects requiring

| arger amounts of funding. Representati ve Hawker said, “I do
not want a significant chunk of that just being taken off by the
federal governnent ... effectiveness and efficiency is really,
really inportant to us here.” He then related that he would be

much nore confortable with these funding requests if there was a
white paper tax analysis of the transaction.

M5. FISHER-GOAD said that AEA has discussed these issues and
shares the sane concerns. The bottom line is to receive the
maxi mum public benefit from the project, whether it’s by a
private entity or not. The entities represented today share the
af orenenti oned goal, she opined. She then suggested that these
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coul d be addressed through the analysis of the grant and provide
additional covenants to the grant and ensure that any tax
consequences are neutral to the cost:benefit analysis for the
projects or that it enhances the projects. She offered to do
the aforenmentioned through the RPL approval process if that
woul d hel p comm ttee nenbers.

2:51:48 PM

REPRESENTATI VE JOHN HARRI S asked if Representative Hawker or
anot her conm ttee nmenber requested this information from AEA.

REPRESENTATI VE HAWKER recal l ed that the information request had
been outstandi ng for about two nonths.

2:52:13 PM
REPRESENTATI VE HARRI S i nquired as to why AEA hasn't responded.

M5. FISHER-GOAD answered that AEA has been engaged with tax
counsel regarding answers to the conmttee. Because these
[grantees] are private entities, additional information from
t hem regardi ng tax consequences of the grant is necessary. She
further related that AEA also needs to ensure it isn’t providing
tax advice to grantees. Ms. Fisher-Goad opined that the
structure of the grants could address the concerns of the
commttee [regarding potential tax consequences].

2:53:43 PM

REPRESENTATI VE HARRI S enphasized that this is about the third
time that AEA has cone before the commttee requesting funds
t hrough this process. The committee is asking a fairly basic
question for which there should be an answer. He echoed earlier
comments that there is no desire to provide the funds to the
grantees and have the federal governnent tax it, and therefore
AEA shoul d know whether that will be the case.

2:54.:53 PM

CHAI R SAMJELS inquired as to when there would be know edge as to
whet her the grantee requesting $1 million for the biomass plant
woul d receive $1 million or $1 mllion | ess 35 percent.

MS. FISHER-GOAD said that the entities present wll be able to

answer the questions related to the tax consequences. Wth
regard to the issues with the deductions and the tax credits,
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Ms. Fisher-Goad related her understanding that there’'s not an
automatic turning over of 35 percent to the federal governnent.

2:56:38 PM

CHAI R SAMJELS directed the commttee’'s attention to the Fishhook
Hydroel ectric Project request. He reviewed that the questions
to be answered by the applicants are as follows: what stage is
the project; how is the financing obtained; what are the tax
i nplications; what happens if the price of oil continues to
dr op. Chair Sanmuels then informed the conmttee that this
process in which the conmittee is going through these five
projects or the process by which AEA makes the request and says
to trust it won't be used for the $100 million request that wll
be before the commttee in Decenber. He rem nded the committee
that the process was set up so that this conmmttee could act
w thout entering the session arena because the requests would
likely get caught [in the budget debate that isn't conpleted]
until the end of session.

2:58:11 PM

MR. HAAGENSON, in response to Representative Hawker’'s earlier
recollection, related that he recalls the first Legislative
Budget and Audit Committee neeting on this subject was Septenber
29, 2008. Furthernore, he only recalled questions directed to
hi m about these RPLs arising a week ago or two weeks ago.

2:58:47 PM

JOEL CGROVES, Project Manager, Fishhook Hydroelectric Project,
Fi shhook Renewable Energy, LLC Enployee, Polarconsult Al aska

Inc., informed the commttee that Polarconsult Alaska Inc. has
extensive experience building, desi gni ng, permtting, and
operati ng hydroel ectric proj ects t hr oughout t he state.
Furthernore, the nenbers of Fishhook Renewabl e Energy, LLC, are
all enployees and engineers of Polarconsult Al aska Inc. M.
Groves then informed the commttee that t he Fi shhook
Hydroel ectric Project began developing and exploring the
Fi shhook resource about two-and-a-half years ago. In 2006, it

was determned to be a viable project based on an avoi ded cost
nodel in the Railbelt with a target of $.05 per kilowatt-hour
(kWh) . The aforenentioned target coordinates wth Chugach’s
exi sting generation of about $5 per nctf for natural gas. Al l
the prelimnary feasibility studies for the project have been
conpleted. Currently, the project is in the permtting process.
Furthernore, [Fishhook Renewable Energy, LLC, is in advanced
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contract negotiations with the WMtanuska Electric Association
(MEA), which would be the recipient of the energy from the
proj ect. He explained that to arrive at the point of
negotiating with MEA required getting Chugach Electric and MEA
to negotiate an anmendnment to their tripartite agreenent,
authorizing MEA to negotiate directly with Fi shhook Renewable
Energy, LLC Those negotiations took about 1.5 years and the
contract anmendnment was approved last nonth by the Regulatory
Comm ssion of Alaska (RCA). Currently, Fishhook Renewable
Energy, LLC, is in advanced contract negotiations for the power.
The outcone of the grant application wll [determne] the
proj ect financing. The primary financing for the project is
t hrough the AEA Power Project Fund or the AIDEA Power Project
Fund. He told the commttee that Fishhook Renewabl e Energy,
LLC, is trying to build a project next sunmmer, which requires
“green lights” for all aspects of the preconstruction by January
or February 2009. The permts, power sales contract, and
financing needs to be in place so that the conpany can begin
ordering sone of the long-lead time materials. At this point,
the aforenentioned is a viable schedule, although there is no
slack left in the schedul e.

MR. GROVES then turned to the tax consequences. He opined that
Fi shhook Renewable Energy, LLC, doesn’'t anticipate any tax
liabilities in the early years of the project because hydro
projects are generally capital intensive and there s sufficient

depreciation in the pro fornas. He noted that the financial
pro-formas for the project will be reviewed by the RCA Wth
regard to the price of oil, Fishhook Renewable Energy, LLC, a

for-profit entity, used a forward projection of about $7 per ntf
whi ch equates generally to $.07 per kW for the financing and

viability of the project. He pointed out t hat t he
af orenmentioned projection is considerably less than AEA's $110
per barrel on a Btu basis. In response to Chair Sanuels, M.
Groves acknow edged that it’'s not a historical basis. He

expl ai ned that when one | ooks at Cook Inlet, the |egacy has been
of stranded gas over the |ast 40 years. However, ENSTAR Nat ur al
Gas Conpany’s gas contracts are noving toward prices based on
Lower 48 market prices of $6-3%$8 per Mf |ong-term average price.

3:04:48 PM

REPRESENTATI VE HAWKER inquired as to the projected in-service
date for this project.

MR. CGROVES answered that the project would be operational about
this tinme next year. He explained that the conpany would fast-
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track the order of one wind turbine in order for it to be
installed and operational in Cctober/Novenber 2009. In further
response to Representative Hawker, M. Goves explained that for
the project construction estimates to be net, the project nust

be built in one year. If there’s a situation in which sonme of
the long lead-tine itens can't be received in tine to build in
the sunmer of 2009, then the project will have to wait to 2010.

He specified that it’'s critical to conplete the outdoor
construction activities during the construction season of
[ 2009] . The actual turbine installations and indoor activities
could “flip,” he said.

3:06: 25 PM
REPRESENTATI VE HAWKER related his understanding that Fishhook

Renewabl e Energy, LLC s financing conmmtnents are contingent
upon receipt of this grant funds.

MR. GROVES replied yes. In further response to Representative
Hawker , M. Groves pointed out that the grant is for
construction and thus the funds wouldn't be expended until the
decision to proceed or not was nmade. Regardi ng whether the

funds would be returned depends upon whether the decision is to
defer the project or cancel it.

3:07: 30 PM

MR. HAAGENSON interjected that this is a cost-reinbursenent
project, and therefore no funds can be expended until the
financial plan is in place and the noney has been spent. If the

conpany decides not to proceed, it won't receive the funds.

REPRESENTATI VE HAWKER commented that he didn't believe the
grant ee had that understandi ng, but noted that he should now.

3:07:53 PM

REPRESENTATI VE HAWKER inquired as to when Fishhook Renewable
Energy, LLC, would expect to receive the grant funds.

MR. CGROVES replied that he would expect to receive the grant
funds in the first quarter of 2009 after the construction
deci sion is made.

REPRESENTATI VE HAWKER asked if the receipt of the grants funds
triggers the taxability of the funds.
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MR. GROVES deferred to tax counsel.

REPRESENTATI VE HAWKER recounted that the grant funds would be
received in year one and service would occur in the next year
year. He recalled hearing that any tax consequences could be
sheltered with depreciation and other deductions. However, he
opi ned that the deductions couldn't be taken until the project
is in service. Therefore, the conpany would pay taxes in the
first year.

MR. GROVES related his understanding that Fishhook Renewable
Energy, LLC, has sufficient liabilities that it wouldn't show a
net profit with this project, and thus wouldn't have any tax
liability.

3:09: 35 PM

MR. HAAGENSON commented that it’'s dangerous to ask engineers
about financial matters.

3:09:54 PM

REPRESENTATI VE KELLY pointed out that the taxability discussion
seens to nove between net inconme being taxable, which is
understandable for a C corporation, and whether there s tax
liability associated with a |unp sum grant paynent. He inquired
as to which Representative Hawker is speaking.

3:10: 28 PM
REPRESENTATI VE HAWKER said that he was trying to determne
whet her those before the conmittee understood the difference

outlined by Representative Kelly.

REPRESENTATI VE KELLY remarked that if the initial funding is

taxable, that’'s a nonstarter. Whet her the revenue stream is
taxable is known from the begi nning since these grant applicants
aren’t nonprofits. He asked if sonmeone can answer his question
rel ated to t he di fferent si tuations outlined above.

Representative Kelly then turned to a return on the grant
portion, for which he envisioned the followi ng two approaches:
an avoi ded cost arrangenent with Chugach MEA or an RCA process
that would focus on a reasonable rate of return, which would
automatically exclude any rate of return. He inquired as to
whi ch Fi shhook Renewabl e Energy, LLC, is doing.

3:12:43 PM
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MR. GROVES confirmed that Fishhook Renewable Energy, LLC, is
actually contracting on an avoided cost arrangenent wth MEA
Through 2014 it’'s based on Chugach’s avoided cost, and after
2014 it will be based on MEA' s avoided cost. Fishhook Renewabl e
Energy, LLC, is slated to go before the RCA to obtain either a
certificate of public convenience as a utility or to be exenpted
from the process. During discussions with Chugach Electric,
MEA, and the RCA, there has been sonme question as to whether
[the RCA wants] entities [such as Fishhook Renewable Energy,
LLC] to becone certificated utilities or to becone exenpted.
The utilities, MEA and Chugach Electric, have expressed concern
with having small hydroelectric projects being equal on the
Rai |l belt, and therefore have expressed a preference for having
such projects exenpt from regulation, he relayed. The RCA has
al so expressed concern with the workload it would face if the
smal |, i ndependent power producers requested full certification.
He related his understanding that part of the exenption process
woul d include the RCA vetting any applicant on the basis of
econom cs, anticipated rate of return, and the ability to be
fit, wlling, and able to provide the services the conpany
proposes to provide.

3:14: 42 PM

CHAIR SAMJELS related his understanding that none of the
$453,071 in grant funds roll into the rate, under any
ci rcunst ances. He further related his understanding that the

conpany isn’'t nmaking any noney on the grant funds.

MR. GROVES noted his agreenent, adding that the conpany woul d
have to denonstrate the public benefit. Regulation is a
condition of receiving the grant, he indicated. He further
indicated that AEA would [regulate] the grantee, regardless of
what the RCA does.

3:15:15 PM

REPRESENTATI VE KELLY interjected that if an entity is paying
under the avoided cost system and not regulated, it my be
difficult to nake the aforenentioned statenent clearly. He then
asked if [these applicants] would be required to denonstrate
that there’s not a return on public noney.

MR. HAAGENSON related his belief that statute requires any for-

profit utility to be regulated by the RCA. He then relayed that
he has heard discussion of a RCA process that isn't the ful
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process, but wll still have enough information to nmake a

determ nati on. Furthernmore, the RCA won't allow recovery of
grant funds in the rate base. M . Haagenson told the commttee
that tax counsel is dialing in to join the neeting. He then

related his understanding that Section 118(a) of the IRS code
specifies that grant noney to a corporation is considered
revenue.

3:18: 01 PM
REPRESENTATI VE KELLY, regarding the RCA response, said if these

applicants aren’'t rate regulated while using an avoided cost
contract, the ability to determ ne whether there’s return in the

future would be | ost. The return could nerely be found to be
hi gher on the other portion of the capital costs, he noted. He
said that he still hasn’t heard an answer as to whether there
will be a return on the grant-funded portion under an RCA rate-
based sort of regulation or in a situation based on avoi ded cost
that doesn’'t include RCA oversight. Representative Kelly
mentioned, “I assunme when your tax cap conmes back on, we're
going to have two sinple questions: the net profit stream and

t he sudden grant death fund taxing.”
3:20: 28 PM

REPRESENTATI VE HAWKER inquired as to the tax ramfications of
these grants to taxable entities or entities with a flowthrough
tax structure.

3:20: 58 PM

FREDERI C  BALLARD, Tax Counsel, Ballard Spahr Andrews &
I ngersoll, LLP, spoke as tax counsel for the Alaska Energy
Associ ati on. He explained that generally if an authority makes
a grant to a corporation, including a taxable business
corporation, it could structure the grant as a contribution to
capital . The contribution to capital could be structured in a
manner that is a nontaxable grant. The aforenmentioned ability
is only for grants to corporations. However, many of the
applicants aren't in corporate form but rather are in the form
of LLCs. A grant to LLCs will, he opined, be taxable. However

the tax inpact will be, to sone extent, offset by depreciation
deductions, which nay be an accelerated form of depreciation in
some cases. That would be significant financially. It may also
be possible that in sonme cases the property would qualify for
energy property credit, which can also be significant
financially. Neit her depreciation or the energy credit are
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avai lable for property financed with a tax-exenpt grant, he
poi nted out. Furthernore, if property is partially financed
wth a tax-exenpt grant, there’s a pro rata disallowance for
depreciation deductions and disqualification from the energy
credit. Ther ef or e, one can't absolutely say, in a
generalization, whether the taxability of grants wll be a
significant financial problem to the grantees. In many cases,
it may not make nuch difference to the grantees, and thus it
woul d need to be explored with each grantee. Still, there is no
substitute for being exenpt fromthe beginning.

3:24:41 PM

REPRESENTATI VE HAWKER remarked that M. Ballard had illustrated
his concerns and that each project requires a project specific
anal ysis of the fact and circunstances.

MR. BALLARD agr eed.
3:25:43 PM

CHAI R SAMUELS, upon determning there were no further questions,
directed t he committee’s attention to Reynol ds Creek
Hydroel ectric Project.

3:26: 04 PM

LI SA LANG President, Haida Corporation, related her belief that
there [won’'t be taxation ramfications for the Reynolds Creek
Hydroel ectric Project]. She then recalled recent adoption of
sweeping tax reform which included relief from taxation for
alternative energy projects that tax counsel should research.
Ms. Lang noted that she is asking her attorney to review that as

well. M. Lang then introduced the team of folks with which she
works and from whom answers to some of the questions could
resi de. She then informed the conmttee that the Board of

Directors for Haida Corporation and Al aska Power & Tel ephone
Conmpany (AP&T) have net and agreed to joint venture. Hai da
Corporation will be the majority owner of the joint venture,
whi ch takes care of the tax consequence. She went on to tell
the commttee that the Federal Energy Regulatory Comm ssion
(FERC) permt has been issued and approximately 85 percent of
the permitting and licensing are conpleted. M. Lang relayed to

the commttee that the Prince of Wales Advisory Council, which
represents the 10 communities on the island, whole-heartedly
supports this project. She then pointed out that sonme of the

residents on Prince of Wales Island are paying $.67 per kW for
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ener gy. [ Hai da Corporation] is looking for this project to
provide |ower cost energy, displace diesel, and to garner
sust ai nabl e econom ¢ devel opnent. She said that in the future
she intends to advocate for the l|ater point being incorporated
in projects.

3:31: 09 PM

M5. LANG infornmed the conmmttee that Haida Power is a joint
venture between Haida Corporation and AP&T. Hai da Power, which

is in the process of applying for its certificate, wll be a
regul ated utility. The operator for the project will be AP&T
and the nmanager of the project is HDR Engineering. She

expl ained that Haida [Corporation] looks to work with AP&T to
conplete the design in the | east expensive manner. The Reynol ds
Creek Hydroelectric Project is a 5 negawatt hydroelectric
resource to be constructed on the southern end of Prince of
Wal es | sl and. The project will interconnect with the existing
transm ssion grid on Prince of Wales Island and will be used by
the residences and businesses of Craig, Kl awock, Hol | is,
Hydaburg, Thorne Bay, and Kasaan. Additionally, once the
transm ssion grid is expanded to Coffman Cove and Naukati, those
cormunities wll also directly benefit from Reynolds Creek.
Wth regard to earlier questions about the regulatory authority,
Ms. Lang related that the RCA nust grant the certificate of
public convenience and necessity to Haida Power. Hai da
Corporation is currently in negotiations for the power sale
agreenent between Haida Power and the Alaska Power Conpany
(APC), which will be the custoners.

3:33: 08 PM

REPRESENTATI VE HAWKER recalled that a couple of weeks ago M.
Haagenson said that Haida Corporation was going to request a
wai ver of the certificate of public convenience and necessity in
order to be a non regulated project, which seenms to conflict
with Ms. Lang’s statenents.

M5. LANG clarified that she is speaking to the nobst recent

[ application]. She reiterated that the Reynolds Creek
Hydroel ectric Project would be regulated and overseen by the
RCA. Furthernore, [Haida Corporation] would be mnimzed to
return on equity as far as what [the corporation] put into the
pr oj ect . Ms. Lang specified, “No, we wouldn't be able to have

any kind of return on anything outside of what we actually put
in the project. That was nmade very clear to us.”
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REPRESENTATI VE HAWKER rem nded everyone that the legislature is
the custodian of the state's wealth.

3:35: 04 PM

M5. LANG noted that the financial statenents are avail able. She
al so noted that the CEO of Haida Corporation is also a Certified

Public Accountant (CPA). She infornmed the commttee that the
application for certification is being prepared for filing and
the corporation has no clains against it. She descri bed HDR

Engi neering as a well-respected worl dwi de engineering firm M.
Lang then informed the conmttee that this project received $2
mllion this year from the legislature and $100,000 from the
Denali Comm ssion. The funds from the Denali Comm ssion were to
close the gaps on the pre-construction on the licensing.
However, that [$100,000] in funds hasn’'t been received yet.

3:36:22 PM

M5. LANG in response to Representative Harris, confirnmed that
Hai da Corporation received a $2 nillion grant from the
| egi sl ature without any conditions attached.

3:36: 58 PM

REPRESENTATI VE HAWKER recalled that the aforenentioned $2
mllion grant went to Southeast Conference rather than Haida
Corporation for the Reynolds Creek Hydroel ectric Project.

M5. LANG replied yes. She explained that Haida Corporation is a
for-profit entity that |ooks for ways to do projects such as
this hydroelectric project. Since the grant wouldn’'t go to
Hai da Corporation, it |ooked for a suitable entity with which
[to work], which is Southeast Conference.

3:38: 38 PM
REPRESENTATI VE HAWKER inquired as to whether there’s a business
plan or reconciliation plan to address pass through funding from

one entity to another.

MR. HAAGENSON pointed out that the financial plan that M. Lang
nmenti oned earlier discusses the relation of the parties and the
project’s finances.

3:39:40 PM
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CHAIR SAMUELS highlighted that the benefit analysis for the
Reynol ds Cr eek Hydroel ectric Pr oj ect assumes t hat t he
transmssion line wll be paid for wth Denali Conm ssion
dollars and the benefit:cost ratio assunes a slight growh and a
new fish processor in 2010. He inquired as to where the new
fish processor is incorporated into the 1 percent growh. He
then pointed out that if the price of oil decreases to $40 per
barrel, then [Prince of Wales] is better off “doing what you're
doing; then we're going to be driving the cost of the utility

up.”

M5. LANG inforned the conmittee that the fish processing plant
is under construction in Craig.

MR. HAAGENSON opined that the 1 percent growh is easily
attainable when [the hydroelectric project] is tied into the
syst em

3:41:17 PM

REPRESENTATI VE HARRI S asked if the $2 mllion grant from the
state has been received.

M5. LANG answered that the [grant] arrived about a week ago for
si gnat ure.

REPRESENTATI VE HARRI S opined that the Ofice of Mnagenent &
Budget (OVB) probably goes through a nuch nore rigorous process
than the legislature before doling out funds. Therefore, he
said he can't see any reason to deny this request.

3:42:29 PM

REPRESENTATI VE HAWKER remarked that the inconsistencies are
t roubl i ng. In fact, he recalled that M. Haagenson told him as
recently as a week ago that there was no new fish processing
pl ant .

MR. HAAGENSON stated that he was answering wth the Dbest

information he had at that tine. Therefore, he now stands
corrected, he said. In further response to Representative
Hawker, M. Haagenson related that AEA is trying to provide the
comittee W th accurate i nformation. However, t hese

applications were filed in February and things have changed
since that tine.
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CHAIR SAMUELS announced that he wll vote to nove all the
proj ects forward. However, he opined that it’s problematic for
the projects anobunting to $100 million. Therefore, a better way
to [present these projects] needs to be devel oped.

3:45: 20 PM
Nl CK GOODMAN, CEO, TDX Power; General Manager, TDX Manley

Generating, LLC, began by noting that TDX Manley Generating,
LLC, is the applicant for the Mnley Hot Springs Geothernal

Pl ant project. Wth regard to the taxation consequences, M.
Goodrman related that he just spoke with KPMs whose initial
response is that there’s no margin built into a grant, it’'s

essentially all expense and thus not taxable. He then expl ained
that TDX Manley Generating, LLC, is a fourth or fifth |evel
subsidiary wunder TDX Corporation. The TDX Corporation pays
taxes on a consolidated basis. For the |ast several years and
the next couple of years, TDX Corporation has net operating
| oses (NOLs) and thus doesn’'t expect to pay any taxes through
any of its conpanies.

REPRESENTATI VE HAWKER rel ated his understanding that if current
NCLs, which are deferred tax assets today, are used to mtigate
the current tax liability, the deferred tax asset will be used
up. Therefore, the conpany will becone taxable at some point in
the future, sooner than it would have ot herw se.

MR. GOODMAN noted his agreenent. He said he nentioned that to
the accountant at KPM5 which again pointed out that in a grant
situation, there’s no margin or profitability built in. He
specified, “It’s the profit that you would pay tax on; it’s
essentially 100 percent expense. And therefore, by definition,
you would not pay taxes on that portion of the funding com ng
fromthe state.” In further response to Representative Hawker,
M. Goodman confirmed that there will be a direct offset. He
noted that he has requested an opinion on that from KPMG

3:47:38 PM

MR. GOODMAN t hen expl ai ned that TDX Manley Generating, LLC, is a
new conpany; the wutility was purchased from United Utilities
this spring and it’s going through the regulatory process now.
TDX Power is a holding conpany as it owns and operates utilities
around the state. He informed the conmttee that TDX Power, an

investor-owned wutility, is fully regulated by the RCA No
return can be generated on any grants or funds contributed, he
not ed. M. Goodnman told the commttee that Manley continually
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has anong the top rates in the state, currently its rate is
close to $1 per kWh. Geot hermal, he opined, has the potential
to lower the cost of electricity significantly. In fact, [TDX
Power] is one of two conpanies in the state that has actually
devel oped geothermal projects in the state and has conpleted
devel opment of four nuch larger projects in the Lower 48. M .
Goodman closed by relating his excitenent for the potential of
devel opi ng geothermal in the state.

3:48:45 PM

REPRESENTATI VE  HAWKER  rem nded t he conmittee of AEA' s
cost: benefit analysis of $110 per barrel average price and a 1.1

cost: benefit ratio. The aforenmentioned doesn't provide much
confort in regard to ensuring that the costs to residents in
Manl ey won’t experience increased energy costs. Representati ve

Hawker asked if M. Goodman agrees with AEA s anal ysis.

MR. GOODVMAN related his understanding that AEA s cost: benefit
analysis | ooks at the state’s contribution from the ratepayer’s

per specti ve. The belief, he opined, is that [energy] rates in
Manley will drop significantly, regardless of the per barrel
cost.

3:50:19 PM

REPRESENTATI VE HAVWKER i nqui red as to t he anti ci pat ed
consequences to the ratepayer/custoner bases.

MR. GOODMVAN opined that the reason for the state to invest in
the Manley Hot Springs Ceothernmal Plant is because it would be a
large risk for the private sector in such a small comunity.
Wth a grant and subsidy, the potential for rates to decrease in
Manley is 100 percent, he predicted, and a high potential for
the rates to fall significantly. The reduction in energy costs,
he indicated, will allow small comunities such as Manley to
survi ve.

MR. HAAGENSON explained that AEA perforned its analysis wth
total cost of the project, not net grant. Perform ng the
analysis with the net grant does result in what M. Goodnman
di scussed, he said.

REPRESENTATI VE HAWKER stated that the legislature is concerned

with helping individual Al askans, and therefore that’'s the
metric that should be revi ewed.
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3:52: 01 PM

REPRESENTATI VE KELLY asked if AEA utilized [the same type of
anal ysis] with [the Reynol ds Creek Hydroel ectric Project].

MR HAAGENSON answered that the same logic was applied
consistently to every project. He explained that the total
project cost was utilized as the cost factor and the benefits
were cal cul ated and placed in the nunerator. Therefore, a true
proj ect benefit:cost ratio was achi eved.

3:53:12 PM

M CHAEL CRAFT, Devel oper and Managi ng Part ner, Al aska
Environnental Power, LLC, inforned the comrmittee that the first
turbine has been installed and was commssioned by the
Departnent of Natural Resources (DNR) about two-and-a-half weeks
ago. In fact, yesterday [the wind turbine was] punping at 98
percent capacity factor. M. Craft explained that Al aska
Envi ronnental Power, LLC, asked the state for $800,000 to
participate in a 2 nmegawatt 400 kW system Currently, 100 kWis

working with a power purchase agreenment in place. Al of the
certificates and docunents have been conpleted and thus the path
is clear to nove forward with a larger facility. However, the

problem is that Golden Valley Electric Association (GVEA) would
only allow Al aska Environnental Power, LLC, to have a 2 nmegawatt
power purchase agreenment, which isn't economcally viable.
Therefore, Al aska Environnmental Power, LLC, has been saddled
with proving wind energy to the entire state because GVEA
obtained a special tariff from the RCA to develop an
experinmental power purchase program The aforenentioned program
is a 20-year contract that’'s based on the average avoi ded fuel
cost, which includes the energy comng from “down south as well
as what Golden Valley is producing on its own.” Therefore, it’s
a fairly I ow nunber relative to GVEA's true cost.

CHAI R SAMJELS opined that M. Craft is describing a deal between
Al aska Environnmental Power, LLC, and GVEA.

MR. CRAFT explained that Al aska Environmental Power, LLC, had
devel oped a site and was negotiating a power purchase agreenent
with GVEA when, in the 11th hour of the contract, many things
were changed. He said that Al aska Environmental Power, LLC, was
surprised that GVEA was only wlling to accept a 2 negawatt

power purchase agreenent because of potential risk. He
menti oned a newspaper article in which GVEA related its fear of
wind power. M. Craft also pointed out that the statewi de w nd
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advisory group that he sits on is also afraid of w nd power.
Therefore, at this point only Al aska Environnmental Power, LLC,
is wlling to put 15-20 negawatts on |ine. He inforned the
comittee t hat approxi mat el y f our nont hs ago Al aska
Envi ronnental Power, LLC, turned down $34 mnmillion worth of
financing from Ceneral Electric (CGE) because it didn't have a
custoner for 15 megawatts of power. The aforenenti oned woul d’ ve
required no noney from the state and no one else would ve been
i nvol ved because the econony of scale would ve been high enough
for Alaska Environnental Power, LLC, to make a profit while
supplying green energy at the avoided fuel costs  of
hydr ocar bons.

3:56: 21 PM

CHAI R SAMJELS comrented that it’s still a comercial agreenent
bet ween GVEA and the Al aska Environnental Power, LLC, regardl ess
of the outcone.

3:56: 32 PM

MR. CRAFT clarified that Al aska Environnental Power, LLC, can't
nove forward with a large enough project due to existing grid
condi tions. The fact, he opined, is that GVEA is making the
rules. At this point, GVEA is only [allowi ng] 2 nmegawatts. The

econoni cs of such a project are tough, he further opined. M.
Craft highlighted that Al aska Environnental Power, LLC, already
has a turbine in place and is generating power. Over the |ast
t wo- and- a- hal f years, Al aska Environnental Power, LLC, has spent
$1 million worth of cash to get to this point. In the neantine,
the Denali Conm ssion and AEA put out this RFP [with the goal]
of being ready to <construct on the Railbelt grid. The

af orenenti oned |anguage seened to fit for the Delta Area Wnd
Tur bi nes. The entire purpose of applying for this grant is to
prove that wind energy can conpete wth hydrocarbons on the
Rai | bel t grid.

3:57:56 PM

REPRESENTATI VE KELLY inquired as to whether M. Craft still
wants the $800, 000 grant.

MR. CRAFT replied yes. The intent is to place three other
turbines next to the already existing turbine, which already
generates 100 kW He noted that there is a custonmer for 2
negawatt s.
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3:59: 05 PM

MR. CRAFT nentioned that both of his partners are “tax people.”
According to the research they’ ve done, this grant would offset
the costs. As long as Alaska Environnental Power, LLC, doesn't
depreciate the itens purchased with the grant funds, it’s not a
taxable event for the LLC M. Craft then pointed out that
there is a large difference between this RFP, which is
unencunbered, and the larger RFP the commttee will address in
the future. He explained that this unencunbered RFP will allow
Al aska Environnental Power, LLC, to put in place three nore
turbines and |everage that asset to nove on to a |arger
facility. However, those who apply for grants under the
upcom ng encunbered RFP can’t |everage those assets, sell them
or conmt themin any way.

4:00:13 PM

CHAIR SAMUELS inquired as to what $800,000 will acconplish for
the Delta Area Wnd Turbi nes project.

M5. CRAFT responded that it would put three nore w nd turbines
in place. He informed the commttee that the bus bar, the
t hr ee- phase disconnect, the power line for 2 nmegawatts, the
road, and the facility and land is paid for.

4:00:48 PM

REPRESENTATIVE HARRIS, returning to GE's interest in the 15
megawatt wind turbine project, inquired as to the response of
GVEA in that situation.

MR. CRAFT noted that Al aska Environnental Power, LLC, has been
able to secure a nore efficient line of turbines for which it
amounts to $2 per watt of installed capacity. The concern of
GVEA over a 15 negawatt project was that no one had done such a
project on the Railbelt grid. He acknow edged that w nd power
does swi ng. For instance, it wouldn’'t be wunusual for a 15
megawatt facility to swing 700 kW over the course of 10-15
m nutes. Therefore, spinning reserve has to be avail able. Due
to the Pogo M ne, Fort Knox, and the Usibelli Coal Mne, Inc., a
ot of spinning reserve already exists in the Interior. M .
Craft informed the conmittee that Alaska Environnmental Power,
LLC, actually has the opportunity for another custoner, Fort
G eely. He relayed that Fort Geely is investigating its own
wind facilities in the Interior and is willing to purchase all
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15 nmegawatts from Al aska Environnental Power, LLC However,
there are issues wth wheeling.

4:03: 58 PM

REPRESENTATIVE HARRIS asked if GE remains interested in
investing if the project [is successful].

MR. CRAFT affirnmed that to be the case, adding that there is
also interest from another conpany. In further response to
Representative Harris, M. Craft said that 100-plus negawatts of
wind power is totally doable over the next two to three years.
The aforenentioned is less than 20 percent penetration, which
all of the wi nd diesel conferences he has attended say is a safe
pl ace. Furthernmore, a 100-plus negawatts of dispatchable w nd
power could be put on line in the next several years. That
anount of power could displace one-fifth of the grid.

4:04: 57 PM

REPRESENTATI VE KELLY comented that M. Craft has a real
operating facility, which is inportant to note.

4:05:29 PM

BERNI E KARL, Chena Power, LLC, explained that the goal of the
project is to take biomass and turn it into electricity and
heat, which would benefit Fairbanks as well as the entire state.
Uni ted Technol ogies, the 20'" |argest manufacturer in the U.S.,
is wlling to put noney into this project as is Chena Power,
LLC. He relayed that this is a cooperative [endeavor] between
the state, United Technol ogi es, Chena Power, LLC, K&K Recycling,
and the Fairbanks North Star Borough. He noted that he has
provided the commttee with the information regarding who is

financially involved in this venture. M. Carl then turned to
the benefit this project will provide to the I|ocal Fairbanks
residents as well as the state. “l promise you this will make

the nost significant contribution to power generation of
anything in the 21°' Century,” he enphasized. He infornmed the
committee that three of these units are already running at Chena

Hot Springs, and thus already displacing nuch diesel fuel. M.
Carl related that that this year there have been 60,000 visitors
to this project. Furthernore, energy tours are provided as well

as educational [presentations] at |ocal schools and an on-site
energy fair. He opined that the aforenmentioned gives a | ot back
to the state, which is the responsible thing to do. Wth regard
to taxes, M. Carl said that the noney is taxable as it's
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consi dered incone. However, an entity doesn't pay taxes on
grant noney because “you expense it out.” He then noved on to
the benefit analysis, and inforned the commttee that the 90, 000
i ndividuals in Fairbanks will save $3.27 per person per year by
having these grant funds. Furt hernore, because [the bionass
plant] would sell power to GVEA for a half cent wunder its
avoi ded cost, GVEA is saved $4.73 per ratepayer per year. M .
Carl enphasized that the reason the state should want to put
nmoney in this project is because it's about the entire state.
“If you get involved in ... this biomass project, | pronise you
that ... over half of the villages in A aska could be totally
self-sufficient in the next 10 years,” he predicted.

4:11: 38 PM

REPRESENTATI VE HAWKER noved that the conmttee approve the
remai ning projects, nunbers 31 - Manley Hot Springs Geothernal
Plant, 34 and 35 - Fishhook Hydroelectric Project, 38 - Delta
Area Wnd Turbines, 39 - Bionmass Plant, and 40 - Reynolds Creek
Hydroel ectric Project, of RPL 08-9-0026.

4:12:13 PM

REPRESENTATI VE DOOGAN obj ected, and inforned the conmttee that
M. Goves, who presented the Fi shhook Hydroelectric Project, is
his son-in-|aw.

REPRESENTATI VE DOOGAN t hen wi t hdrew hi s objection.
4:13:58 PM

A roll call vote was taken. Representati ves Doogan, Hawker,
Kelly, and Sanuels and Senators Ellis, Therriault, and Huggins
voted in favor of the approval of the renmaining projects,
nunbers 31 - Manley Hot Springs Geothermal Plant, 34 and 35 -
Fi shhook Hydroelectric Project, 38 - Delta Area Wnd Turbines,
39 - Biomass Plant, and 40 - Reynolds Creek Hydroelectric
Project, of RPL 08-9-0026. Therefore, those projects were
approved by a vote of 7-0.

AEA GRANT PROCESS
4:15: 27 PM

CHAI R SAMUELS di scussed various options regarding how to address
t he process for the upcom ng AEA RPLs totaling $100 mllion.
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4:16: 48 PM

MR, HAAGENSON reviewed possible processes. For instance, he
said he could walk the commttee through the process, which
includes the advisory commttee, and the commttee could trust
the process to have worked after about 40 people have reviewed
it. Another option is for AEA to provide all the information to
the commttee so that it can make an independent decision [about
the RPL]. M. Haagenson opined, “At the end of the day, | think

we're all in here for the sane thing: we're trying to get the
cost of energy down for Alaskans and we're trying to expend
Al askans’ noney w sely. I’m not interested in wasting it, |

never have been interested in that.”
4:18: 16 PM

CHAI R SAMJELS inquired as to the total anpbunt of funds for which
there are applications at AEA He further inquired as to the
nunber of projects enconpassed in the upcom ng RPL

MR. HAAGENSON answered that as of OCctober 7, 2008, AEA has
received applications for 112 projects. Stage 1 review has
resulted in the elimnation of 13 projects. O those 13
elimnated, 3 were elimnated because they weren't eligible
applicants, 3 because they were inconplete applicants, and 7
were elimnated because the project wasn’ t appl i cabl e.

Therefore, the nunber of projects entering Stage 2 is 99. In
response to Chair Sanuels, M. Haagenson said the [112] projects
requested total $450 mllion. He expressed the need to ensure

rapid deploynent of energy reductions to Al askans as AEA nmay
fund part of a project now and nore of it in |ater years.

4:20: 04 PM

REPRESENTATI VE HAWKER rel ated his understanding of the statutory
requi rement, as follows:

W’ re going to develop a nethodol ogy for determning
order of projects, with the nost weight being given to
projects that serve any area in which the average cost
of energy to each resident of the area exceeds the
average cost of residents in other areas of the state.

REPRESENTATI VE HAWKER inquired as to how that statutory

requirenent will be handled for the wupcoming $100 nillion
request.
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MR. HAAGENSON offered to review the criteria for the commttee.
He informed the commttee that in Stage 3 evaluation one of the
heavi est weighted itens is reviewing the high cost of energy.
Statute also includes a clause specifying that projects should
be spread throughout the state, which the advisory conmttee
will help acconplish, he related. M. Haagenson opined that the
spirit and intent of the l|aw has been achieved through the
eval uation criteria.

4:21:26 PM

CHAI R SAMUJELS inquired as to the process the commttee wants to
utilize.

4:22:38 PM

MR. HAAGENSON infornmed the commttee that AEA wal ked through
this RFA with the advisory conmttee. He nmentioned that he
would be happy to provide a presentation on the entire
eval uation process and include the advisory commttee.

CHAI R SAMJELS suggested that perhaps nenbers may want to neet in
a work group to hear about the applicants and projects prior to
the neeting to determ ne whether the funding is approved.

4:23:26 PM

REPRESENTATI VE HAWKER related that he is counting on AEA to
abstract information and make recommendations, sinmlar to what
was provided today. However, he pointed out that the specifics,
particularly in relation to benefit analysis, provided were
i nadequat e. Representati ve Hawker specified that he would |ike
to know how many people the project wll benefit, the per
custoner anount of the grant, the unit savings, and have sone
i nformati on on due diligence.

4:25:33 PM

REPRESENTATI VE DOOGAN echoed Representative Hawker's comments.
He related that he is able to vote for these projects this tine

due to having nore information. He then related his hope to
have the aforenentioned information J[as specified in the
menor anduny for the $100 mllion request.

4:27:06 PM
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CHAIR SAMJELS said that he would try to work with everyone’'s
schedule to set up a process for addressing the $100 nillion
request. He also nmentioned the possibility of contracting wth
a tax attorney to answer sone of the questions presented today.

4:28:28 PM

REPRESENTATI VE HAWKER nmade a notion to nove to executive session
for the purpose of discussing confidential audit reports under
AS 24.20.301. There being no objection, the commttee went into
executive session at 4:28:43 PM

The conm ttee reconvened at 4:44: 41 PM

FI NAL AUDI TS
4:44: 46 PM

REPRESENTATI VE HAWKER made a notion for the final audits for the
Departnent of Comrerce, Community, & Econom c Devel opnent, State
Board of Registration for Architects, Engineers, and Land
Surveyors; Department of  Commerce, Communi ty, & Econom c
Devel opnent , Board of Veterinary Examiners; Al aska Energy
Aut hority, Rural Power System Upgrade; Departnment of Natural
Resources, Agricultural Revolving Loan Fund, Matanuska Maid, be
released to the public for response. There being no objection

it was so ordered.

PRELI M NARY AUDI TS
4:45:13 PM

REPRESENTATI VE HAWKER made a notion for the prelimnary audits
for the Departnent of Health and Social Services, Statew de

Suicide Prevention Council; Alaska Court System Board of
Governors of the Al aska Bar Association, be released to the
appropriate agency for response. There being no objection, it

was so ordered.

4:45: 34 PM

ADJ QURNIVENT

There being no further Dbusiness before the conmttee, the

Legi sl ative Budget and Audit Committee neeting was adjourned at
4:45 p. m
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