HOUSE FI NANCE COWM TTEE
July 24, 2008
9:06 a. m

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 9:06:39 AM

MVEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Les Gara

Representati ve M ke Hawker
Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Bill Thomas Jr.

MEMBERS ABSENT

Representative Harry Crawf ord
Representative Richard Foster
Representative Mary Nel son

ALSO PRESENT

Representative John Coghill, Representative Anna Faircl ough,
Representative Ralph Sanuels, Sarah Fisher-Goad, Deputy
Director of Operations, Alaska Industrial Developnent and
Export Authority and Al aska Energy Authority, Departnent of
Commerce, Conmmunity and Econom c Devel opnent; Jay Livey,
Staff, Senat or Lyman  Hof f man; David Teal, Director,
Legi sl ative Finance Division; Meer Kohler, President CEQ,
Al aska Village Electric Cooperati ve.

PRESENT VI A TELECONFERENCE

Bob Pickett, Chairman, Regulatory Comm ssion of Al aska;
Dennis  \Weel er, Advi sory  Section Manager, Regul at ory
Comm ssion of Alaska; Mary Vittone, Uility Tariff Analyst,
Regul at ory Conmi ssion of Al aska.

SUMVARY

HB 4005 An Act anending the power cost equalization
program repealing the exclusion fromeligibility
for power <cost equalization for certain power
projects that take their power from hydroelectric
facilities, and anending the definition of
‘eligible electric utility' as it applies to the
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power cost equalization program and the grant
program for small power projects for utility
i nprovenents; and providing for an effective date.

HB 4005 was HEARD and HELD in Conmittee for
further consideration.

#hb4005
HOUSE BI LL NO. 4005

An Act anending the power cost equalization program
repealing the exclusion fromeligibility for power cost
equal i zation for certain power projects that take their
power from hydroelectric facilities, and anending the
definition of "eligible electric utility' as it applies
to the power cost equalization program and the grant
program for smal | power projects for utility
i nprovenents; and providing for an effective date.

9: 08: 48 AM

SARAH FI SHER- GOAD, DEPUTY DI RECTOR OF OPERATI ONS, ALASKA
ENERGY AUTHORI TY (AEA), DEPARTMENT OF COMVERCE, COVMUNI TY
AND ECONOM C DEVELOPMENT, provided an overview of the Power
Cost Equalization (PCE) program and background information
for HB 4005. The PCE program was established in 1985 as an
econom ¢ assistance program to address the high cost of
energy in rural areas that were not receiving the benefits
of the larger infrastructure projects the state was buil di ng
at that tine. Two prograns preceded the PCE program the
Power Production Assistance Program and the Power Cost
Assi stance Program The first was a one-year programin 1980
and the other ran for about five years before it was
repl aced by the PCE programin 1985.

9:11:40 AM

Ms. Fisher-CGoad explained that in order for an electric
utility to be eligible for PCE reinbursenent, it had to
provide electric service for conpensation and had to have
provi ded residential consunption of |ess than 7,500 Megawatt
Hours (MAMH) during cal endar year 1983, or if serving nore
t han one community, |less than 15,000 MMH. Additionally, the
utility had to have produced nore than 75 percent of its
electricity in 1984 using diesel generators.

Ms. Fisher-Goad added that a residential custoner is
eligible for PCE reinbursenment for up to 500 KWH per nonth;
community facilities are also eligible for PCE subsidies up
to 70 kilowatt hours (KWH) per nmonth multiplied by the
comuni ty popul ation.

Ms. Fisher Goad explained that the adm nistration of the
program is carried out by two agencies. The Regulatory
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Comm ssion of Al aska (RCA) determ nes the PCE | evel for each
community based on fuel expenses, including purchase price
and transportation, along with non-fuel expenses, including
overhead costs of the utility such as salaries, insurance,
taxes, interest on debt service, and other costs. The
second agency that adm nisters the programis AEA

9:13: 29 AM

Representative Gara noted that the Conmttee has raised
guestions regarding whether a utility would be eligible for
PCE if it generated power from sources other than diesel
such as wind power. He asked for clarification regarding the
eligibility standards for wutilities with nultiple power
sour ces.

Ms. Fisher-Goad explained that the two conponents of the PCE
rei mbursenents are fuel and non-fuel costs. At the programs
inception, the eligibility of a utility or community was
determned by the anmpunt of electricity generated and how
that was generated in 1984. Cordova is an exanple of a
utility that has noved from diesel toward hydro to generate
electricity and has remained eligible for PCE. Cordova's
power costs have changed to incorporate nore stable fuel
costs, but also include increased debt service costs. A
utility is still eligible for PCE as its mx of fuel and
non-fuel costs change if its other qualifications remain the
sane.

9:15: 25 AM

Representative Gara reiterated his original concern that a
community would have no incentive to switch to alternative
energy power generation such as hydro or wind if only diesel
is eligible for PCE. For exanple, if a comunity such as
Cordova were | ooking to increase its hydro conponent, would
it remain eligible for PCE regardl ess of the source of its
power, as long as the costs of the power nmet the PCE
programis eligibility criteria?

Ms. Fisher-Goad responded that she believed a utility would
remain eligible in such a circunstance. She noted that
representatives of the Regulatory Conmm ssion of Al aska were
standing by to answer questions of that nature, and she
offered to neet later with Representative Gara to discuss
sonme of the alternative energy sources that are eligible for
PCE

Representative Gara el aborated that his fundamental question
is whether a coonmunity such as Kot zebue, faced with the need
to expand its power production, would choose to install
additional diesel instead of wnd power because only the
di esel - produced power would qualify for PCE subsidies. He
suggested the Commttee would want to address the issue if
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t he program has an inherent incentive to choose diesel over
ot her power sources, although he assunmed that was not the
case.

Ms. Fisher-Goad affirnmed that she believed Representative
Gara’'s assunption was correct. She noted that PCE does not
affect all electric power generated in rural Al aska. A
utility, in making decisions regarding the installation of
new power sources, would be looking at mnimzing its
overall generation costs, not just the costs eligible for
PCE credits.

9:17: 57 AM

Vice-Chair Stoltze asked whether, in the original rationale
for the PCE program paring off the major power projects of
the urban areas with the PCE program for rural communities,
the Susitna Hydro project was considered a done deal.

Ms. Fisher-Coad replied that for an answer she woul d have to
go back and ask the people who were involved in the program
at that tinme. Wile the Susitna project nmay have been a
factor in the deliberations, the wutilities that were
specifically determned ineligible for the PCE program were
t he Four-Dam Pool projects. She will check further and get
back to Representative Gara with nore information

Vice-Chair Stoltze noted that there are various people stil
avai l able, such as M. Dawson and M. Markley, who were
involved originally and could shed light on the role the
Susitna Hydro project played in the crafting of the PCE
program

9: 20: 06 _AM

Representative Kelly agreed that the Susitna project
preceded the Four-Dam Pool and was the big engine driving
the entire concept of a hydropower utility base for the
urban areas. Wen that project fell by the wayside, |eftover
funds were reallocated to the Bradl ey Lake project and ot her
conponents of the Four-Dam Pool .

9:21:19 AM

Ms. Fisher-Goad returned to the subject of PCE program
adm nistration. The AEA adnministers the PCE program based
upon fiscal appropriations by the Legislature. The agency
works with participating utilities to evaluate their nonthly
reports, determning the level of reinbursenments and
di stributing them The AEA also evaluates the eligibility of
residential custoners.

Ms. Fisher-Goad explained that the RCA's role is to set the
PCE level by calculating the |lesser of the rate charged by
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the utility or eligible power costs based upon a fornmula.

That forrmula is 95 percent of the electricity rates between
a floor of 12 cents and a ceiling of 52.5 cents. The floor
itself is determned by a fornula that is the greater of
either 12 cents, or the current wei ghted average residential

rates of Anchorage, Fairbanks and Juneau. The current fl oor
for FYO9 is 12.83 cents per KWH Costs below the floor of
12.83 cents or above the ceiling of 52.5 cents per KWH are
not eligible for reinbursenent by PCE. The current maxinmm
PCE | evel based upon these limts is 37.69 cents per KWH

There are currently 41 communities are that are at that
maxi mum |evel, and many nore wll reach the maxinum as
utilities make their fall fuel purchases at nuch higher
prices. There are approximately 180 conmunities in the
program and al though she doesn’t have the exact nunber, she
expects the nunber of conmunities reaching the maxi rum PCE
rei moursenent level to double this fiscal year if the
formul a remains the sane. The RCA provides the AEA that base
rate cal cul ation annually. The FY09 cal culation is based on
the utilities’ 2007 annual reports, which are cal endar year
reports. FYO8 was the first year the urban wei ghted average
of the floor exceeded 12 cents per KWH She provided a chart
showing the base rate escalation occurring over the past
seven years (copy on file.) In 2008, the rate was 12.87
cents and in 2009, 12.83 cents. The table also shows the
base rate cal culations derived fromthe wei ghted average of
the five utilities that service Anchorage, Fairbanks and
Juneau.

9:24: 25 AM

Ms. Fisher-Goad noted that many questions have cone up
recently regarding how the PCE fl oor would be inpacted after
AEL&P in Juneau dramatically raised their rates this spring
on a tenporary energency basis after losing their
transm ssion lines to an aval anche. She explained that two
rel evant factors mnimzing that inpact are that the rates
are weighted so that AEL&P represents only approximately 13
percent of that calculation, and that the calcul ations are
based on a calendar year with a lag tinme, not affecting the
PCE floor until FY10.

MVs. Fi sher - Goad revi ewed t he program eligibility
requirenents. An eligible residential custonmer may receive
credit up to the first 500 KWH consuned each nonth. She
handed out a table (on p. 2 of Alaska Energy Authority PCE
Program Overview, copy attached) to give a sanple of
residential rates and the associated PCE rates that apply.
For exanple, Linme Village and Chuathbaluk are both at the
maxi mum PCE | evel, but their effective rates — what they are
paying after the PCE credits — are different. This chart
assunes that residents are at the 500 KWH per nonth maxi num
if they exceed that |evel they would be paying the higher
pre-PCE rate for all additional KW
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9:25: 57 AM

Representative Gara inquired whether there are any
comunities where heating relies primarily on electricity,
so that PCE subsidies are being used to provide heat.

Ms. Fisher-Goad did not know the answer, but specul ated that
there may be some communities in Southeast Alaska that are
hydr opower based and use electricity for heating. Even in
Juneau where electric rates are low, only about 20% of the
residents use electricity as their primary heat source.
Heating oil is still cheaper than electricity in nost
conmuni ties.

9:27: 24 AM

Ms. Fisher-Goad pointed out that in addition to individuals
and utilities, the program does include community
facilities, with their reinbursenment cap set at 70 KWH per
month multiplied by the community popul ation. Exanples are
washeterias, water punp stations, street lights, community
centers, city and tribal council offices, and clinics. In
FYO7, there were about 22 conmunities reaching the KWH
maxi mum for conmunity facilities. State, federal, comercia

and school facilities are not eligible for PCE credit. About
one-third of the KWH used in rural comunities is eligible,

while these institutional customers representing the other
two-thirds are not eligible.

Ms. Fisher-Goad addressed the PCE Endowrent Fund, which was
created and endowed in FYOl from the proceeds of the
Constitutional Budget Reserve and the Four-Dam Pool project
sale proceeds. The fund is nmanaged by the Departnent of
Revenue for the Alaska Energy Authority. Its assets are
invested with the objective of earning at |east seven
percent over the long term In FYO7 the |legislature nade a
suppl enental appropriation of $182 million to the fund. She
referenced the table included on page 3 of the PCE Program
Overvi ew handout show ng performance of the fund on an
annual basis. For FY10 the three-year nonthly average market
value calculation projects a seven percent return, or
approximately $21 mllion. The three-year nonthly average
mar ket value of the fund is currently $300 mllion.

9: 29: 58 AM

Representative Joule asked for confirmation of hi s
understanding that eligible comunity facilities wusually
i nclude clinics, because he has heard that some clinics have
been excluded fromthe PCE program

Ms. Fisher-CGoad explained that, in order to be eligible
according to statutes, a clinic’'s operating costs nust not
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to be paid by state, federal or private sources. A clinic’'s
eligibility depends on who owns the clinic and the source of
its funding.

Representative Joule asked for a list of the clinics
included in the program Ms. Fisher-Goad offered to find
and provide that information.

9:31: 39 AM

Representative Gara asked for clarification on how the PCE
funds are distributed to its three classes of beneficiaries:
residential customers, community facilities and utilities.

Ms. Fisher-Goad replied that utilities provide information
on their pre-PCE rates to the RCA, which then sets their PCE
rates. Uilities know on a nonthly basis how nuch
electricity their custoners have used and are to be billed
for. Wen the wutilities send their bills out to the
residential customers, those custoners know how nuch they
are paying out of their own pockets and how much the PCE is
subsidizing on their behalf. Uilities send the aggregate
data each nonth to the AEA, which then reinburses the
utilities based on the |level established by the RCA There
are two full-tinme staff at the AEA who work wth the
utilities to make those cal cul ations for reinbursenents. The
PCE paynents are not advanced funding but, r at her
rei nbursenents of the paynents already mnade by the
utilities.

Representative Gara clarified that all PCE reinbursenent
noney goes straight to the utilities in a regulated fashion
t hrough the RCA

9:34:28 AM

Representative Thomas asked whether the Four-Dam Pool
communities are currently eligible for the PCE program M.
Fi sher-Goad replied that they were not.

Representative Thomas noted that the |egislature had added
$182 nmillion to the PCE program in 2006 or 2007, w thout
realizing that the funds would be split 50/50 between fue
expenses and non-fuel expenses. He asked whet her the RCA had
increased their non-fuel overhead expenses because nore
noney was put into the fund, since they already had overhead
costs fully funded before this increase.

Ms. Fisher-Goad responded that RCA could best address that
question. She clarified that PCE endowrent capitalization
provides a funding source but, is independent of the
cal cul ation for power costs, which include the conmponents of
fuel and non-fuel expenses. She noted that the RCA could
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provide further information on how they are calculating
t hose costs.

9:36: 16 AM

Representative Thomas nentioned that he had called Senator
Al Adans after learning that 50 percent of the PCE funds
were to be directed to non-fuel costs, and Senator Adans had
expressed surprise that not all the funds were going to fuel

costs but , wer e avai |l abl e for over head as wel | .
Representative Thomas voiced concern that the additional
endowrent nonies, increasing from$9 million to $28 mllion,

had accidentally resulted in increasing the overhead of the
program because of the 50/50 split.

Ms. Fisher-Goad comented that the endowrent fund functions
as a steady funding source for the PCE and has no inpact on
how the PCE fuel and non-fuel rates are set. The primary
factor that affects PCE rates are increases in fuel costs.
Overall, the fuel costs are rapidly rising and increasingly
conprise a greater percentage of the PCE cal culation than in
t he past, when oil was at $7 a barrel and di esel cost about
$1 per gallon in rural communities. Fuel costs were then
rather small conpared with other conponents of a utility’s
expenses. She stressed that the capitalization of the
endownent did not affect calculations of the costs of the
program

9: 38: 46 AM

Representative Kelly wondered which years the two
predecessor prograns to the PCE programwere initiated.

Ms. Fisher-Goad responded that she believed one started in
1980 and was a one-year program and the other probably began
the follow ng year and was a five-year program She wll get
the exact information from the Regulatory Conm ssion of
Al aska and provide it to the Commttee |ater.

9:40: 46 AM

JAY LIVEY, STAFF, SENATOR LYMAN HOFFMAN, expressed his
intention to talk about why HB 4005 was introduced, go
t hrough the bill, and explain the three major changes to the
PCE program included in the bill. Mny A askans are
expressing concern that fuel costs are rising and may soon
escalate up to $10 per gallon in rural comunities. The
purpose of this bill is to provide sone equitability in the
price of electricity around the state and provide relief to
Al askans for the high price of their fuel. This particular
| egi sl ation addresses the electricity conponent of energy
costs, and another bill will address the heating conponent.
The first major change included in this bill will allow nore
Al askans to participate in the PCE program by changi ng the
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definition of an eligible utility. This legislation would
use 120 percent of the weighted nean costs of energy in
Anchor age, Fairbanks and Juneau as the floor and pay any
costs above that level. The rates would no | onger be |inked
to what kind of power the utility produced in 1984 or the
per cent age produced by oil. The second nmgjor change is an
increase in the maximum rate for the PCE. Currently the
maxi mum rate is 52 cents per KWH, but many consuners wll
exceed that maximumrate this comng winter. This bill would
raise the nmaximum rate to $2 per gallon, which should
provide a cushion if fuel prices continue to increase.

9:43: 30 AM

Representative Gara asked for clarification of the 52 cents
per KWH rate limt, since the handout notes 37 cents as the
maxi mum subsi dy.

M. Livey responded that 37 cents represents the maximum
gqualifying electricity rate of 52 cents — nore accurately,

52.5 cents — mnus the floor rate of 12 cents that is
subsi di zed by PCE. By current statute, the portion of the
individual’s rate below 12 cents and above 52.5 cents does
not qualify for subsidy by the state, but this bill would
raise the cap to tw dollars. There was additiona

di scussi on between Representative Gara and M. Livey to
clarify this formul a.

9:45: 48 AM

DAVI D TEAL, DI RECTOR, LEG SLATIVE FINANCE DI VI SION, referred
to Figure 1 of the handout, Discussion of HB4005 - Power
Cost Equalization (copy attached), show ng the custoner cost
of electricity. The horizontal line across the bottom of the
graph represents the anount above which the PCE kicks in
(.1283 per KWH, representing the weighted average costs in
Anchor age, Fairbanks and Juneau). The PCE subsidizes 95
percent of the electricity costs above this floor but,
bel ow the ceiling of 52.5 cents per KWH Consuners pay 100
percent of the costs above the ceiling of 52.5 cents per
KWH

9:49: 30 AM

M. Teal pointed to Figure 2 of the handout show ng custoner
costs conpared with the subsidy anobunts. He cited the
exanple of rates in Wainwight conpared with those in Line
Village. Custoner costs escalate rapidly as electricity
rates exceed the 52.5 cents per KWH PCE ceiling. Right now,
there are 41 utilities with electricity costs above 52.5
cents per KWH As fuel is delivered this sumer to the rural
communities and electricity rates are established for the
com ng w nter, expectations are that power costs wll rise
about 50 percent throughout rural Al aska. Wen that happens,
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there will be an estimated 148 rural utilities above the
ceiling of the 161 utilities in the program As higher rates
kick in this wnter, the costs to the custoners wll
accelerate rapidly. The rural costs will typically be nuch
hi gher than urban rates with the average utility rate about
65 cents and the custoner rate about 30 cents, even for the
first 500 KWH qualifying for i ndi vi dual resi dent
rei nbursenent. Above the first 500 KWH, the custoner wl
pay the full costs of that power.

9:51:13 AM

Representative Gara asked what is projected for the rates
rural residents will have to pay if PCE is changed under the
proposed | egislation versus if it is not.

M. Teal answered by giving an exanple from a table,
conparing a current typical cost in Cordova of $134, which
is projected to rise to $199(copy on file.) These figures
will be different for every utility and every comunity.
They are al so dependent on what happens to fuel prices.

Representative Gara asked for clarification of t he
per cent age changed.

9:52: 57 AM

M. Teal referenced the handout, Figure 3. In that chart,
all factors are constant except for fuel costs, which are
projected at various increased rates. He used a specific
exanple to show how he derived the projected costs of the
program and the inmpact on consumners.

9: 54: 30 AM

M. Livey reiterated that the bill would raise the PCE
ceiling from 52.5 cents to $2, providing greatly expanded
relief for rate payers. However, the current maxi nrum of 500
KWH per nmonth for reinbursenent of each eligible residential
custonmer does not necessarily fit the pattern of how energy
is actually used in rural areas. The new |egislation would
change that [imt to 700 KWH per nonth in the six wnter
months and 300 KWH per nonth in the summer nonths. The
custonmer is still allowed an annual subsidy of 6,000 KWH,
but, the distribution would be nore closely aligned wth
nost rural Al askan lifestyles.

M. Livey added that the current PCE program allows
community facilities to receive subsidies. Exanpl es of
eligible facilities include street lights, dunp stations and
washet eri as. The sponsor has proposed that eligibility of
community facilities be limted to those in communities no
| arger than 10, 000 peopl e.
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9: 56: 56 AM

Representative Thomas noted that he didn't see any
incentives to get off the diesel power generation and onto
renewabl e energy in this bill. He recomended that |anguage
be inserted in this legislation to create incentives for
that switch. He has been involved this past regul ar session
in HB 152 (Renewabl e Energy Projects). He is concerned that
villages are continuing to pay high costs for diesel and
woul d i ke to see those villages that are able to switch, do
SO.

M. Livey agreed, adding that there are other nmechanisns for
the utilities to receive funding for developing alternative
energy sources. He noted that that the primary purpose of

this bill is to serve as an energy relief act. He foresees
growi ng problenms over the next few years with the cost of
energy for people heating with oil, but he doesn't regard

this legislation as the final determnation on |egislative
energy policy. Uilities need to swtch off of diesel fuel
but those changes will take tinme. Qher solutions are likely
to be proposed over the next few years.

Representative Thomas comented that this is intended to be
an energy special session. He wanted to see |anguage
incorporated in the legislation being considered here to
encourage state residents to get off diesel. It could be as
much as ten years fromthe inception of a new energy project
toits comng on line. The largest hurdle is getting permts
from the governnent agencies. W need to tell the agencies
that we can’'t wait ten years for their decisions, but need
themto process the permts in a matter of a few nonths.

10: 00: 06 _AM

Co-Chair Meyer inquired what the average KWH usage is for a
residence in rural Al aska.

M. Livey replied that the average is around 390 KWH per
nmonth, but he did not know how usage varied from that
aver age between sunmer and wi nter nonths.

Co- Chair Meyer asked for the total cost of the fiscal notes

for this bill, incorporating the proposed nmajor program
changes.
M. Teal replied that the estimated total cost s

approximately $90 nillion. The current FY09 funding |eve
is $28 mllion, but the anticipated costs are closer to $33
mllion. Co-Chair Meyer pointed out that the projected
costs are alnost three tines the current rate.

10: 02: 02 AM
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Representative Joule inquired what the average KWH use is in
rural areas, and in the Anchorage/ Mat-Su area. M. Teal
replied that the state average is 700 KWH per nonth and the
nati onal average is approximtely the 750 KWH

Representative Joule nentioned that the Power Cost
Equal i zation Progranmis cap is effectively putting a cap on
how “equal " state residents will be.

Co-Chair Meyer said he assunmed that nost of the hones in
rural Alaska don’'t have big energy-consum ng appliances,
such as washers, dryers, refrigerators and the |IiKke.
Representative Joul e responded that rural Al aska has cone a
long way, and the wuse of freezers in particular is
wi despread, consuming a lot of electricity in the summer
nmonths. Flat screen TV 's are also comobn. However, people
are getting really conscious of energy use. He has found
hinmself pulling plugs out of the receptacles, just because
he knew his personal usage was very high, about 1,200 KWH
per nonth when all five of his children were hone. He still
pays about $250 per nonth, in Kotzebue.

Co-Chair Meyer followed wup saying he was under the
inpression that smaller villages frequently have comunity-
centered laundry facilities. Representative Joul e agreed.

10: 05: 24 AM

Representative Kelly noted that wutilities are facing a
dramatic increase in cost as the price of diesel rises. He
asked whether AEA had tried to address this problem by
capturing the rate of increase, noving up the curve on the
cost graph, because the averages used for the program are
| aggi ng the increase in current energy costs.

M. Teal answered that they had not changed the timng on
t he conputation of the base.

Representative Kelly further asked what woul d happen if the
dramatic increase were recognized, since the steepness of
the curve and the lag tine is a widely recogni zed probl em

M. Teal did not think the curve wuld be changed
significantly because it is based on prices in Anchorage
where natural gas costs have not risen very fast, and
Juneau, where hydropower costs have been relatively stable.
According to Ms. Fisher-Goad s conputations, the urban base
actually fell in 2009 from 12.87 cents last year to 12.83.
Even back when oil was cheap in 2003 and 2004, the base was
about 11 cents. The urban base is not affected nearly so
much as the cost of fuel in PCE communities when the price
of oil goes up.

10: 08: 06 _AM
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Representative Gara stated he needed to understand better
how nmuch it costs to heat hones in rural areas. He had heard
earlier this year from Representative Edgnon that he
typically spent $2,000 per nonth to heat in Dillingham
whi ch fl abbergasted him He wondered how nuch typical costs
for heating rural honmes would be if the support prograns are
not changed this year, assumng $9 a gallon diesel costs,
conpared with the typical costs if the programis changed by
the legislature as proposed. The discussion will be nore
realistic if the Conmttee can gain a better understanding
of conditions in the rural comunities.

M. Teal answered that the PCE doesn’t address the heating
costs. There will be another bill considered tonorrow that
will address heating costs, and at that tine the typical
costs of both heating and electricity use can be addressed.

Representative Gara clarified that he neant to ask about
el ectricity costs, not heating costs.

Co-Chair Meyer noted that the subject today is primrily

electrical costs, tonmorrow will be primarily heating, and
then on Sunday the two wll be conbined for public
t esti nony.

10:10:16 AM

Representative Thomas related his comercial fishing
experience this year having to buy extra fuel to run his
fish into Juneau, where he could get 25 cents per pound nore
because of |ower energy costs for freezing, instead of
selling them in Hoonah, where the costs are significantly
higher, and it’s even worse in sone other comunities such
as Pelican. The inpacts of higher energy are not only
residential, but also affect the businesses such as fish
processors in rural Al aska.

Co-Chair Meyer asked to what degree wind power was hel ping
to bring down electricity costs in villages such as
Kot zebue.

MEER KOHLER, PRESI DENT  CEQG, ALASKA VILLAGE ELECTRIC
COOPERATI VE, in the audience, responded that AVC now
includes six villages that use wnd power to generate
electricity.

Representati ve Hawker asked what the rationale was for
excluding fromthe proposed legislation all comunities with
a popul ation greater than 10, 000.

M. Livey answered that the cost of the program has severa

conponents. One of the conponents of the increase in cost is
that new utilities and their custoners are now eligible.
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Some of those additional individuals are living in |arge
communities which already have a large tax base, revenue
sharing, or some other mnmeans of providing for conmon
facilities.

Representative Hawker asked which communities would be
affected by this.

M. Livey said his wunderstanding was that the |argest
community to qualify would be Fairbanks.

Representati ve Hawker asked for clarification that the Power
Cost Equal i zation program woul d now i ncl ude Fairbanks, which
was not included up to this point.

M. Livey confirnmed that was the case and expl ained that the
base is now calculated at about 15 cents per KWH, while
Fai r banks power costs approximately 18 or 19 cents. PCE now
al so includes Kodiak utilities and Gol den Valley, which were
not included before, but whose power costs are above the 15
cent |imt. The program is now basing eligibility not on
geography or what kind of power was generated in 1983, but
on price.

Representative Hawker asked if historic criteria had been
elimnated. M. Lively confirnmed that was the case.

10: 14: 28 AM

M. Teal added that it was inportant to nake the distinction
that the 10,000 population limt only affects the
eligibility of community facilities, while the individuals
in the conmunity will be eligible for PCE assi stance. Adding
Fai rbanks would, for exanple, add $13 to $14 nillion to
benefit individuals; adding comunity facilities would cost
another $5 to % nmillion. It is a cost-contai nnent neasure
to disqualify the larger comunities, and Fairbanks may be
the only community to be affected.

Representative Hawker wondered what Mayor \Witaker of
Fai r banks thought about that restriction, while noting this
was only Version \A of the legislation under consideration.
He went on to ask what the consequences would be of
elimnating the exclusion of the fornmer initial project
beneficiaries from the statute, in other words which
communities would be added to the program by ending the
excl usi on.

M. Teal answered that the provision affects mainly the

Four-Dam Pool communities., but their power costs are
currently still too |low under the current fornula, neaning
that they would not be added to the program anyway, so there
is no current consequence., but because their costs are

House Fi nance Conmmittee 14 07/ 24/ 08 9:06 A M



close, it is possible if urban power costs went down that
they could be eligible in the future.

Representative  Hawker asked for statistics on the
communities’ eligibility instead of anecdotal evidence.

Co- Chair Meyer asked how nmany additional households would
qualify under the proposed legislation that would include
Fai rbanks in the program

M. Teal answered that there are approximately 25,000
househol ds in the PCE right now Opening it up to Fairbanks,
Kodi ak and Copper Valley would nearly double the nunber of
househol ds in the program

Co- Chair Meyer noted that was part of the reason the cost of
the program would nearly triple from $30 nillion to $90
mllion. M. Teal confirmed that was the case.

10:17: 58 AM

Representative Hawker said it would be very helpful and
informative for the Committee to have a list itemzing the
consequences of this legislation to various comunities
around the state.

Co- Chair Meyer said his understanding was that Fairbanks and
the other utilities to be added to the program now qualified
because their electricity price exceeded 15 cents per KVWH

M. Livey confirmed that any electric utility custonmers in
any community with electricity prices over 15 cents would
becone eligi bl e.

M. Teal said that there is a cost nodel available that
shows what power costs are now and how each comunity is
pai d under PCE currently, as well as how they would be paid
under the proposed |egislation. He would be happy to show
each Committee nenber that data individually or as a whole
in a later neeting.

Co-Chair Meyer noted that the wi nd power in Kotzebue wll
di spl ace $450,000 to $500,000 worth of fuel this year. The
goal next year is to supply ten percent of the electricity
fromwi nd and in five years to supply 20 percent. It appears
that alternative energy is being developed in the form of
wi nd power in Northwest Alaska and other parts of the state,
as well as hydro power in Southeast Al aska.

10: 20: 31 AM

Representative Gara pointed out that if you subsidize
inefficiency, you just always remain inefficient. If you
subsi di ze something that’s very high cost, you end up not
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saving noney over the long term |If you subsidize diesel

you just stay on diesel. He is synpathetic to the idea of
hel pi ng peopl e over the short term but there needs to be a
provision in this bill that encourages comunities which are
subsidized to get off of diesel. He wants to see |anguage
that would encourage communities to turn to renewable
energy. Wthout that, why would a community apply for funds
from the Renewable Energy Fund for projects that m ght
generate electricity costing nore per KWH than subsidized
diesel? There are policy ramfications of not carefully
crafting the bill. He offered an exanple of requiring a
community in the programto switch to 50 percent alternative
energy power generation within seven years, though he noted
that this specific exanple would be unworkable because

di fferent communi ties have different pot enti al for
devel oping alternative energy resources. He requested a
di scussion to include language in this bill to offer short-

term assi stance, but at the sane tinme encourage comunities
to get off diesel over the |onger term

M. Teal responded that while Representative Gara’s points
were valid, this bill has sonme incentives in it, because of
the ceiling of 500 KWH per nonth that qualifies for subsidy.
The consumer nust pay full cost for any power consunmed in
excess of that. It is very common to break the ceiling. The
incentive to conserve and hold down costs is built into the
fact that people do break the limt. There are further
incentives for schools and businesses, which are not
eligible and have strong incentive to hold their power costs
down. There could be nore incentives built into the bill
but that was not the purpose of the bill when it was
drafted.

Representative Gara stated that those incentives are not
sufficient and there needs to be greater incentives to get
off of diesel and switch to wind power or other sources of
alternative energy. Wile the included incentives are
hel pful, there is nmuch nore that should be included. He
reiterated his request that, instead of saying this is good
enough, sone | anguage should be fornulated for this bill to
make it better.

10: 24: 31 AM

Representative Joule differentiated between the inmmediate
need for relief this wnter, and the longer-term issue
brought wup by Representative Gara, which was addressed
during the last session by passing HB152 and wll be
addressed further in an additional bill to be introduced
soon. Those are two different conversations. Wile he agrees
with the effort to solve the longer-termissues, this bil

is addressing the imediate issues. M. Hawkinson is the
state energy specialist who has been devoting full tinme to
figuring out what the renewable energy resources in Al aska
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are. Al of the pieces of the puzzle concerning renewabl e
energy will come together in the regular session, but this
session is dealing with an i mredi ate issue.

Co-Chair Chenault agreed that the legislature is addressing
the short-term fix today. From his conversations with the
Adm ni stration, he is confident that they are working on a
proposal to tackle the long-term energy issues facing the
state, for introduction in the next regul ar session.

10: 27: 03 AM

Representative Thomas asked if there was a plan to put nore
nmoney into the Endowrent to cover rising fuel costs, which
appears to require about $800 million. The price of oil is
creeping downward recently and there may be |ess noney to
pay for this if oil settles at $90 per billion.

M. Teal answered that AEA would be creating a fiscal note

to add to the bill. The funding will probably conme through
an appropriations bill adding $700 mllion to fund the
Endownent at this proposed level. An additional $250 million
will be needed to cover the period from the present unti

the Endownent payout starts covering the costs, because
there is a four-year lag in the Endowrent payout. In total,
about $1 billion will be required to fund this program in

perpetuity. This funding woul d be added to the approxi mately
$400 million already in the Endowrent.

Representative Thomas asked follow up questions, pointing
out there was a loss this year of $18 mllion, or 4.6
percent. This |loss contrasted with earnings the previous
year of $44 mllion. For several years the |egislature dug
into the corpus of the Endownent, and now they are faced
with doing that again. He wanted to make sure that there was
sufficient funding because he felt that this would be their
only shot at putting the programon stable footing.

M. Teal said that if the programis not fully funded, the
PCE program would be in the sanme situation it was in the
past five years, where paynents were pro-rated, and the
| egislature had to debate what Ilevel of funding was
appropriate each year

10: 30: 00 AM

Representative Hawker asked for an explanation of the
retroactivity provisions in the bill and their consequences.

M. Teal responded that retroactivity was too conplicated to
i nclude. The RCA m ght be better equipped to respond.

Representative Kelly noted that he was nore attracted to a
program that would work through the utilities to encourage
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change of behavior rather than nerely handing out checks

The 500 KWH limt in the current program has been a powerf ul
suppressor of waste in the villages. He wants there always
to be provisions that keep the consuners on edge, aware of
their energy use. It is too easy for subsidies to get
enbedded into the system and then continue to have harnfu

i npacts over the succeeding years. Inflationary inpacts al so
tend to wash through the econom c system and have an effect
on behavior, and the legislature needs to nake sure it
doesn’t renove the incentives that result. He also wants to
take advantage of this period of tenporary wealth in Al aska
to build roads to the rural areas, which do nore to create
per manent heal thy, vibrant economies than any other thing
the legislature can do. The subsidy programs can quickly
kill any opportunities to tackle nore significant projects.

10: 34: 40 AM

Representative Joul e addressed the differences between the
urban and rural concerns in the PCE program An interior
representative or senator changed the program several years
ago to whittle down the wupper limt. Until high energy
prices inpacted the urban areas, those |egislators were not
very synpathetic to the problenms the rural consumers were
facing. He wished nore of the residents of the state could
undergo the kinds of experiences that Juneau has had
recently and Fairbanks is now having to help everyone gain
an appreciation of what really is needed in high-cost
comunities over both the short term and the long term
rat her than evaluate the proposals on only a cost basis.

10: 37: 28 AM

DENNI S WHEELER, ADVI SORY SECTI ON  MANACER, REGULATORY
COW SSION OF ALASKA, testified via teleconference. He
addressed the Committee on nmaking some m nor changes to the
bill. First, he anticipated that the |egislature would be
di sappointed in the language currently in the bill that
addresses retroactivity, because the RCA would not be able
to neet the tinelines set out there. He would like to see
i npl ement ati on scheduled for October, which would give them
time to prepare to address the requirenents and proposed
changes. Secondly, he noted that the RCA has a shortage of
bean counters to carry out all the tasks that have been
assigned to it by the PCE. As last year’'s task force
concl uded, the RCA does not currently have the resources to
nmeet the requirenents of the PCE programas currently on the
books, much less if it were nodified to add nore utilities.
As the programis nodified, there are additional associ ated
adm ni strative burdens, and they are being felt nost acutely
in his section. He added that the bill addresses sone of the
concerns regarding incentives for alternative energy and
efficiency. Currently there are regulations requiring that
the wutilities mnmeet line loss and efficiency standards
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revised in 2005, or else the shortfall 1is inmputed and
deducted from the PCE subsidy paid. That feature doesn’t
provide incentives to get off of diesel, but it does cause
the utilities to try to be efficient.

10: 42: 00 AM

Co-Chair Meyer noted that there were sone questions for M.
Wheeler. If there are points that don’t get addressed during
the questioning, the Commttee would like to hear M.
Wheel er’s coments before the conclusion of this hearing.

Represent ati ve Hawker asked for assi stance understanding the
mechanics of how the current program is operated, and
specifically what period of tinme the data is taken fromto
cal cul ate the subsidies and how | ong those cal cul ated rates
apply to the comunities.

M. Wheeler responded that it varies depending on the type
of filings that the utilities deliver for the PCE program
For exanple, in purchasing fuel under the program managi ng
fuel costs, sone utilities will submt filings annually,
some quarterly, and sonme nonthly. There is a full-tinme
person to help the approximately 70 non-regulated utilities
manage those filings. |In addition, the wutilities are
required to file annual reports to be audited by the RCA to
make sure their costs are reasonable and appropriate.
Further, the approximately 19 regulated wutilities are
required to file additional updates, and there is a whole
host of other filings that nust be submtted. In sone cases,
the filings consist of projections of anticipated costs,
while others are for reinbursenents based on actual costs.

10: 46: 01 AM

Represent ati ve Hawker asked whether the RCA adjusts the PCE
rei nbursenent rate of each utility every tinme its fuel price
changes.

After M . Weel er confirnmed t hat was t he case,
Representati ve Hawker followed up by asking how I ong a del ay
was usual in issuing the new subsidy cal cul ations.

M. \heeler explained that for non-regulated utilities,
assuming their filing is conplete and up to date, it
normal |y takes two weeks to nmake the rate changes from the
time of incurring the expense.

10:47: 07 AM

MARY VI TTONE, UTILITY TARI FF ANALYST, REGULATORY COWM SSI ON
OF ALASKA, who testified via teleconference, said that the
19 reqgulated utilities are on a 45-day clock, processed
under regular tariff filings.
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M. Hawker concluded that the rate changes are reasonably
cont enpor aneous. He wondered what the nobst frequent rate
change schedul e was.

M. Wheel er responded that St. Paul generally applies tw ce
a nonth, while nost others do it nonthly or |ess frequently.

Representative Hawker remarked that for St. Paul, the
rei nbursenents generally | agged by about one rate change. He
congratul ated the tariff section for their conpetent work.

10: 48: 55 AM

Representative Thomas wanted to see copies of the RCA s
annual reports and see what is allowed to be witten off as
deducti ons. He asked how the RCA had originally cone up with
t he 50/ 50 division for fuel and non-fuel costs.

M. Wheeler noted that there was no statutory or regulatory
provision that mandates that split, but thought it m ght
have represented the approximte status at the tine the
program was est abl i shed.

Ms. Vittone clarified how non-fuel costs are figured into
the PCE reinbursenments. For regulated utilities, this is
done through a revenue requirenent or a rate case
proceeding, via the energy rate charged on the bill. For
non-regul ated utilities, the non-fuel costs are taken from
the annual reports submtted by the utilities, and these
i nclude general admi nistrative expenses, operating expenses,
depreci ation, personnel and interest. She did not know what
split between fuel and non-fuel costs Representative Thonas
was referring to.

10: 51: 45 AM

Representative Thomas explained that he had been told that
50 percent of the funding went to cover fuel costs and the
ot her 50 percent covered non-fuel expenses, and that RCA had
made that determ nation at one tinme. He was wondering when
that split had been deci ded upon.

Ms. Vittone didn't know the answer, but speculated that it
was when the program was initiated. Currently that split
does not apply.

Representative Thomas asked what the split is currently.

Ms. Vittone noted that split would vary between utilities.
Pi cki ng one exanple, the Village of Alutiiq s reinbursenents
are based on non-fuel costs of $48,000 and fuel costs of
$54, 000. To cite another exanmple, the City of Golovin' s non-
fuel costs were $410,000 and their fuel costs were $236, 000.

House Fi nance Conmmittee 20 07/ 24/ 08 9:06 A M



Representati ve Thomas requested ten random utility annual
reports so he could get an idea of what is allowed for
deducti ons.

10: 53: 35 AM

Vice-Chair Stoltze stated that the Conmittee goes through
the sanme discussion of admnistrative costs for every
departnment. It would be good to establish a benchmark for
what they are trying to achieve in adm nistrative expenses,
even though exenptions are comonly granted due to
extenuating circunstances. He asked if |obbying were all owed
as an all owabl e non-fuel expense.

M. Weeler stated that |obbying was not eligible as a
rei nbur sabl e expense.

Vice-Chair Stoltze continued, asking about consulting,
contract work, or any other simlar activities that m ght
resenbl e | obbyi ng.

M. \Weeler noted that one of the purposes of their
reviewing the utility filings is to |look for what should be
excl uded, such as |obbying, grant funding and the |like. The
goal is to nmake sure eligible expenses are ained at useable
power generati on.

10: 55: 45 AM

Representative Hawker referred to statute 42.45.110 to cite
the premse for the PCE program “.all allowable costs
except for return on equity used by the RCA to determ ne
revenue requirenent.” Wth that as context, he is really
interested in statute 42.45.130, Cost Mnimzation: “In

order to qualify, every electric utility shall mnake every
reasonable effort to mnimze admnistrative, operating and
overhead costs, using the best available technol ogy
consistent with sound wutility managenent practices. In
reviewing applications for power cost equalization, the
commission nmay require the elimnation of wunnecessary
operating expenses.” He asked whether the Regulatory
Comm ssion of Alaska had identified any unnecessary
operating expenses in their current cal cul ations.

M. \eeler responded that it depends on the specific
utility, and the RCA enploys standard accounting principles
to determ ne what should or should not fall within allowable
expenses. He offered to pull together some specific exanples
fromthe past.

Representati ve Hawker paraphrased his conclusions that the

RCA is relying on the underlying statutory authority to
approve all allowable costs except for return on equity.
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M. Wheeler listed a fewitens that are excl uded.

Representative Hawker followed up to point out that there
appeared to be no discussions about requiring the utilities
to mnimze operating costs. It sounds as though the RCA is
not going through the due diligence extra step of paring
down operating costs that the legislature has asked themto
do. He would feel nore confortable if they would place nore
enphasi s on that procedure.

10: 58: 49 AM

M. Wheel er noted that public utility regulation has its own
set of rules regarding allowable rates. GAAP accounting
standards weren’'t the only approach used to evaluate the
requests for PCE reinbursenents. There is a whole body of
decisions nationwide and wthin Alaska that serve as
gui del i nes.

11: 00: 39 AM

Representative Joule asked whether all the PCE-eligible
utilities are passing their subsidized savings on to the
consuners. There are certain types of paperwork that have to
be filed by utilities. Are there utilities that are eligible
for PCE subsidies, but are not doing the paperwork and are
t herefore not receiving the benefits of the progran?

M. Wieeler answered that there are roughly 25 percent of
the 70 non-regulated utilities that are not in conpliance
with the paperwork filing requirenents and therefore are not
eligible for reinbursement by PCE. That does not nean that
the utilities are not passing the PCE rate reductions on to
the custoners, but only that they are not eligible for
rei nbursenent. The utilities are required to item ze the PCE
benefit on their bills, and apparently all are doing that.
However, there are many utilities that are in suspension
because they are not neeting the reporting requirenents.

Representative Joule recalled one instance where the
custoners were not receiving the PCE benefits and wondered
if that is currently occurring. He asked what could be done
to rectify situations where that problem does occur and to
provide the residents relief on their bills.

M. Weeler is not aware of any utilities that are not
passing the subsidies on to their custonmers. The AEA m ght
have better information, but it would certainly be sonething
t hat the RCA would want to know about.

Representative Hawker asked how utilities are staying in
business if they're billing their custonmers for power costs
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net of the PCE, but are not actually receiving the subsidy
because they’'re out of conpliance.

M. Wheel er responded that that was a very good questi on.

11: 03: 56 AM

Representative Gara remarked that there was concern
expressed earlier that utilities generating power from w nd
woul d not be eligible for PCE subsidies. For exanple, a
conmmunity with diesel costs of $1.50 per KWH might switch to
wi nd which would cost $.60 per KWH, would it be disqualified
fromthe progran? He wanted to nmake sure the program was not
creating a situation where wind is excluded and therefore
utilities are encouraged not to shift over to wi nd energy.

Ms. Vittone cited the exanple of Kotzebue where w nd power
is eligible for PCE subsidies. She noted that eligibility
for wind power reinbursement is based on |ine |osses and
efficiency standards.

Representative Gara asked whether there is any disincentive
in the PCE program to shifting to wind power, or can any
alternative energy power source also qualify for PCE
f undi ng.

Ms. Vittone replied that it all comes down to how the credit
is calculated and what costs are included in that
cal cul ati on

Representative Gara followed up by inquiring whether it was
fair to say that there is no disincentive to swtching to
alternative energy.

Ms. Vittone confirmed that it was.

11: 06: 25 AM

Representative Gara remarked that there is going to be sone
di sincentive for wutilities to go off of diesel because
diesel is being subsidized. The inpact may be that a
community decides it doesn’t have to bother applying for a
grant to install w nd power. How nmuch of a concern is that?

M. Wheeler responded that it was difficult for the RCA to
address that problem

Representative Gara said he wunderstood that issue was
outside the nmandate of the RCA, but he would appreciate
hearing any ideas on how to come up wth an incentive for
utilities to swi tch whi |l e not t hr eat eni ng their
qgqualification for PCE
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Vice-Chair Stoltze said that he was unconfortable that the
custoners and not the utilities mght be penalized. He used
the exanmple of Chugach Electric or MP being forced into
alternative energy production that would not be beneficial
financially for his constituents.

M. Wheel er responded that he would let Mary Vittone address
t hat i ssue.

Ms. Vittone explained that all costs associated wth
production of power are evaluated through a rate proceedi ng.
Capi tal equi pmrent expenditures are put into the rate base,
in a revenue requirenent or cost of service study.
El ectricity is subsidized, not fuel, and all of the
conponents of the electricity costs are eligible for
i nclusion. For exanple, the high cost of renewable power
generation such as wind or hydro would qualify, but as a
part of the non-fuel cost, or rate base. There is a
di fference between regulated and non-regulated utilities in
the level of review that is carried out on the rate-base
portion of the rates. There are two different rates: the
base rate that is the fixed cost of offering the power, and
the increnental cost of producing each additional KW of
power. Together they conprise the total rate, and PCE
rei mbursenents are based on that total cost of electricity.

11:11: 42 AM

Vice-Chair Stoltze redirected his question to Bob Pickett.

BOB PICKETT, CHAIRVAN, REGULATORY COWMM SSION OF ALASKA,
testified via teleconference that Ms. Vittone had addressed
t he question. He expanded on the answer by saying that the
typically higher capital costs of alternative energy power
generating equi pnent would be included in the rate base. He
realizes that there is a lot of novenent currently in the
state’s overall energy policy, and he is carefully
noni toring that.

Vice-Chair Stoltze wll follow up the conversation with M.
Pi ckett.

Representati ve Thomas asked whether rates could cone down if
utility debts are retired through the capital budget. Copper
Val l ey had sone experience with debt retirenment and that
m ght shed |ight on the question.

M. Wheeler noted that Copper Valley is not economcally
regul ated and therefore would not make a good exanpl e.

11:13: 43 AM

Representative Thomas has at least one wutility in his
district that has several mllion dollars of debt due to
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overruns in construction. How many utilities are in the sane
ci rcunstance? Retiring the debt would be a good use of the
capi tal budget funds directed at those districts, instead of
constructing new auditoriuns, nmuni ci pal buil dings or
school s.

Representative Hawker readdressed the disincentive issue
brought wup wearlier by Representative Gara. Looking at
aggregate costs in the current PCE program if 52.5 cents is
exceeded the utility gets no benefit for that portion. There
is a motive for them to drop the costs to that 52.5 cent
| evel, but there is no nore incentive to drop it |ower than
that | evel because the state is paying that portion. Under
the proposal in front of the Commttee, that level is raised
to $2.00, a level chosen to enconpass the electricity costs

of all wutilities everywhere in the state. Therefore the
incentive to reduce costs is being elimnated for every
utility in Alaska. This bill is directed at short-term

relief, but the Commttee needs to weigh that objective
agai nst the problens posed by renpbving the incentives to
conserve

11:17:55 AM

Co- Chair Meyer agreed.

Representative Joul e asked whether the sane entities would
be back later for further questions.

Co-Chair Meyer said they would sonetinme, but was not sure
when.

Representative Gara asked the RCA how equitable it would be
to pay down debt, because he doesn’t know how nuch debt
different utilities around the state were carrying., but he
surm sed that ratepayers would save noney on their
electricity bills if debt were reduced.

M. Wheeler affirned that notion.

Representative Gara asked whether the RCA can conme up with
information on which utilities have debt and how nuch each
has.

M. Wheeler said the RCA is already working on that list in
response to a request fromanother |egislator. One caveat is
t hat because sone utilities are not economcally regul at ed,
they are wunder no obligation to report any of their
financial data to the RCA. There are others that have not
filed their reports yet. Therefore there will be sone holes
in the data.

Representative Gara requested that the list be submtted to
Co-Chair Meyer, for distribution to the Conmttee. He asked

House Fi nance Conmmittee 25 07/ 24/ 08 9:06 A M



whet her the RCA had any information that mght help the
| egi sl ature tackle debt reduction equitably in the various
comunities.

M. Weeler said he didn't know how to address or even
define equitability.

Representative Gara asked if the information fromthe RCA
woul d i nclude the debt | oads of each community to enable the
| egislature to | ook at what their needs are.

11:21: 18 AM

M. Weeler confirnmed that the list will show debt |oad as
of the latest report filing, plus interest on that debt.

Co-Chair Chenault has talked to sone utilities regarding
their debt and various utilities have different types. The
concern woul d be whether paying off the debt will encourage
them to turn around and increase it again, possibly at a
hi gher rate which would increase their costs.

11: 22: 36 AM

Representative Joul e asked what the inpact to the rate payer
woul d be of paying down the debt.

Representative Hawker noted that the floor is currently 120
percent of the weighted average retail residential rates in
Anchor age, Fairbanks and Juneau over the previous cal endar
year. There may be sonme problens besides equitability in
payi ng down individual utilities debts, such as sone that
cannot legally be prepaid., but if the cost floor were
driven down for wurban wutilities, in contrast, then al
comuni ties woul d benefit fromincreased PCE paynents at the
| oner floor |evel.

Representative Gara said one benefit of paying down the debt
would be that it would not be taxable by the federal
governnent. In contrast, sending out a $1,200 resource
rebate check to each citizen would result in a quarter to a
third of the paynents going directly to the federa
governnent. He has sone heartache over spending $800 million
and watching a third of that go straight to the Feds.

Representative Hawker conplinmented Representative Gara on
hi s conservative commentary.

Representative Gara noted that it was actually conpassi onate
i beralism

11: 25: 38 AM
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Ms. Fisher-Goad had some followup comments on sone of the
questions. Wat are the FY09 costs of the progranf? Part of
the appropriation bill for the special session is a $9
suppl enental PCE appropriation for costs they expect to see
this year. Added to the $28 million already appropriated for
FY09, the total for FYO9 would be $37 million. She has been
coordinating with M. Teal on determ ning what the inpacts
of these changes would be, nmaking sure they are using the
same assunptions and qualifications. There were questions
about which comunities would now be eligible: there are
likely 24 new conmunities and four new utilities that serve
t hose communities (Colden Valley, Copper Valley, Kodiak and
Honer). Copper Valley shifts seasonally to hydropower, when
they are not eligible because of low rates, but they are
eligible during the winter. Projected costs are $15 to $20
mllion for the new utilities that would be eligible under
PCE, plus $70 to $93 million for the new ratepayers. Part of
the fiscal note total depends on the behavior that is
stimul ated by the proposed seasonal split for sumer and
wi nter KWH caps. There will also be increased adm nistrative
costs to cover the additional residential rate payers that
would be eligible, tripling the program from the current
23, 000.

11: 28: 49 AM

Ms. Fisher-Goad pointed out that the program covers
residences only up to a certain nunber of KWH per nonth and
only a segnent of wutilities, so that there is still an
incentive for businesses, schools and utilities to |ower
their fuel costs, no matter what the |egislature decides to
do about setting a ceiling for PCE

Uilities that are not receiving PCE subsidies may not be
billing their customers or they may not be providing the
paperwork to the RCA, in spite of the generous tineline for
reporting by August 31 for the preceding fiscal year.
Concerni ng debt reduction, interest paynents are one part
and depreciation is another of the debt of the utilities.
Her understanding is that just the interest portion would be
subject to rate reduction, while the depreciation wuld stay
on the books. She will be available for questions and wl|
get a fiscal note as soon as possible.

11: 31: 53 AM

Co-Chair Meyer clarified that this bill includes only
residential rate payers plus a few conmmunity centers that
are eligible.

Ms. Fisher-Goad noted that PCE is limted primarily to
uni ncorporated rural communities, with the 10,000 ratepayer
l[imt. If the legislature wants to put that limt in place,
it would essentially just cut Fairbanks and the North Star
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Borough out of the program while other urban comrunities
such as Valdez would qualify. The definition of comunity
eligibility needs to reflect the legislature’ s intentions on
who i s included.

Co-Chair Meyer asked whether M. Fisher-Goad thought
busi nesses should be included, though that would nake the
cost of the program skyrocket. Businesses with high fuel
costs are just going to pass those costs along to consuners,
who will ultimately be paying the costs anyway.

Ms. Fisher-CGoad said the RCA doesn’'t have a position on who
shoul d be included. Up until 2000, comrercial custonmers were
i ncluded, but there was controversy over that provision.
However, it was a mninmal credit that didn't have nuch
i npact on a |arge conpany’s finances.

11:34: 21 AM

Representative Hawker said that as the RCA builds its nodels
for the fiscal note, he would like to have them build in
consideration of the rate floor. Wy would Fairbanks be
included in the base since their costs are so high that they
should be included in the progranf? He suggested a wei ghted
average of all the wutilities in the state that are not
qualifying for the program although that definition nmay be
too circular. Perhaps the six |owest cost comunities in the

state should constitute the floor, or sonme simlar
definition, with the goal of elimnating from the floor
calculation any comunity that will be benefiting from PCE
subsi di es.

Ms. Fisher-Goad said she had been discussing this issue
recently and would try to come up with a solution soon. She
noted that reference to Fairbanks in the base rate referred
only to the city and not to the North Star Borough.

Representative Hawker summarized that he was |ooking for a
better standard to define the base and asked the RCA to cone
up with suggestions.

11:37: 34 AM

Representative Kelly noted that in this special session the
Conmittee isn't being charged with conpletely revanping the
program but should address the current high costs to
consuners. He wanted to keep some sensitivity to the 52.5
cent limt that is a trenendous incentive to conserve. The
proposed $2.00 limt creates real problens by renpving that
incentive to stay efficient. The change from 500 KWH to a
300/ 700 KWH split limt sunmmer versus winter, even though
the annual <calculation is wunchanged, wIll also renove
incentives during the wnter nonths. There nmay be uni ntended
consequences to changing many of the elenents of the program
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wi thout having the tinme during special session to analyze
them thoroughly. The PCE program would still be covering
only about one third of the total KWH costs.

11:41: 21 AM

Representative Kelly asked whether there is any |oading
toward the wunsubsidized portion of any of the non-fuel
costs.

Ms. Fisher-Goad responded that there is not, and M. Meer
Kohl er, in the audience, confirned that answer. M. Fisher-
Goad noted that only 30 percent of the comercial KWH are
eligible, and if Golden Valley is brought into the program
that percentage wll decrease because the utility serves
sone very | arge businesses.

Representative Gara asked whether the Commttee would hear
from M. Hawkinson regarding the possibility of putting
addi tional noney into the Renewable Energy Fund, not to be

spent until there are really worthy applications for it,
which the legislature will ultimately be able to review He
al so noted that the issue of staffing at AEA needs to be
addressed, now that there will be a hugely expanded program

| oaded onto it.

Co-Chair Meyer said they are trying to stay focused on the
i mredi ate crisis and these other longer-termissues wll be
addressed in the regul ar session.

Representative Gara said that while the Governor had called
the special session to address the short-term crisis, his
constituents will be angry if the special session doesn't
address | ong-term sol uti ons.

11:44: 42 AM

Representative Joule was concerned about the definition of
sunmer vs. winter rates, since April 1 is still wnter in
sone parts of Alaska. He would like to get nore data on
usage patterns and what tine franes for the switch would be
nost useful. Also, in regard to the discussion on businesses
qualifying for PCE, there is a difference between the huge
conpani es and the nom and-pop stores in the villages, which
have to pass along to their custoners the high
transportation energy costs integrated into their cost of
goods sol d.

Co-Chair Meyer concluded the discussion of PCE for today.
Tomorrow the Commttee will take up LIHEAP. Saturday w |

address the resource rebate in the norning and take public
testimony in the afternoon. Sunday wll conbine public
testimony on PCE and LI HEAP. Mnday will| address suspension
of the eight percent fuel tax. He is open to taking up other
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nmeetings, presenters and topics when tine allows, but for
now his priority is to get through the bills targeted by the
speci al sessi on.

Representati ve Thomas wants to talk nore about the PCE and
how it affects people. After hearing so nuch already on the
$1,200 rebate, he suggested noving that bill out of
Conmittee and onto the House fl oor.

HB 4005 was HEARD and HELD in Commttee for further
consi derati on.

#

ADJ OQURNIVENT

The neeting was adjourned at 11:47 AM
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