HOUSE FI NANCE COWM TTEE
July 31, 2008
4:12 P. M

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 4:12:50 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representati ve Ri chard Foster
Representative Les Gara

Representati ve M ke Hawker

Represent ati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas Jr.

MEMBERS ABSENT

None
ALSO PRESENT

Representative Andrea Doll; Representative Sharon G ssna;
Representative Bryce Edgnon; Representative Kurt d sen;
Senator Charlie Huggins; Karen Rehfeld, Director, Ofice of
Managenment and Budget; Pat Gal vin, Conmm ssioner, Departnent
of Revenue; Frank Richards, Deputy Conm ssioner of Hi ghways
& Public Facilities, Departnent of Transportation and Public
Facilities; Suzanne Arnstrong, Staff, Representative Kevin
Meyer; David Teal, Director, Legislative Finance Division;
Ron Kreher, Division of Public Assistance, Departnent of
Health and Social Services; Jerry Burnett, Director,
Division of Adm nistrative Services, Departnent of Revenue;
Sarah Fisher-Goad, Deputy Director of Operations, Al aska
Energy Authority, Departnent of Commerce, Comunity and
Econom c  Devel opnent, Randal | Randal | Ruar o, Speci al
Assistant, O fice of the Governor.

PRESENT VI A TELECONFERENCE

None

SUMVARY

HB 4001 An Act maki ng suppl enental appropriations, capital
appropri ations, reappropriations, and ot her
appropri ations; maki ng appropriations to
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capitalize a fund; and providing for an effective
dat e.

HB 4001 was HEARD and HELD in Conmittee for
further consideration.

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
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.

#HB4001
HOUSE BI LL NO. 4001

An Act making supplenental appropriations, capital
appropri ations, reappropriations, and ot her
appropriations; making appropriations to capitalize a
fund; and providing for an effective date.

4:14: 38 PM

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDCET,
expl ained that HB4001 totals over $700 mllion and wll
provi de resources necessary for the Al aska Gas | nducenent
Act (AGQA) license before the legislature. Included are
i npl ementation costs, the reinbursenent fund, job training
for Al askans, instate gas use, and infrastructure for gas
pi peline construction. She relayed that the major conponent
of the bill was the $500 million request to capitalize the
Ad A rei nbursenent fund. The request was for reappropriation
of $300 million fromthe Al aska Housi ng Finance Corporation
(AHFC) plus $36 nmillion of interest conbined with $164
mllion of general funds, which would fully capitalize the
rei nbursenent fund at the $500 mllion.

Ms. Rehfeld added that another conponent of the bill
requests $15 mllion for gas pipeline inplenentation

Conmponents within that request include contractual expertise
that would be needed on an ongoing basis for the gas
pi peline inplenmentation, and she stated that $42.7 million
was needed for workforce devel opnent through the Departnents
of Labor, Education, and the University of Alaska. She
continued that there was approxinmately $130 mllion for the
Departnment of Transportation and Public Facilities (DOT/PF)
for infrastructure projects in the state and $25 nillion
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proposed for the Alaska Natural Gas Devel opnent Authority
(ANGDA) instate gas use project.

4:17:20 PM

Ms. Rehfeld provided an analysis of section one which
i ncl udes appropriations for capital projects and grants from
t he general fund or other funds as set out in section two or
this act by funding sources to the agencies nanmed for the
pur poses expressed. These appropriations are for the
Departnent of Education workforce scholarship program and
for recent high school or GED graduates preparing for
careers in AG A rel ated occupations. This would be operated
through the post secondary education conm ssion. Also
included is an appropriation to the Departnent of Labor &
VWor kforce Developrment including $34.8 nillion dollars.
Conmponents of this request include a pipeline adm nistrator,
$26.5 mllion for a conpetitive grant program for a
technical training plan for the gas line, $2 mllion for a
pipeline training center, $1.5 nillion for the Al aska
vocational technical center in Seward, $2.5 nmillion for GED
program and adult basic education, and a $750 thousand
request for skills upgrade and training, and a job awareness
program $23.5 mllion for t he Hai nes hi ghway
reconstruction, realignment and Chil kat River Dbridge
repl acenent . $1 mllion would be for the University of
Al aska for equi pnment purchases. Finally, the reappropriation
request of the earnings within the AHFC where the $300
mllion has been residing, and a request of $164 nmillion to
capitalize the AQJA reinbursenment fund, conplete section
one.

4:22:26 PM

Co- Chair Chenault asked if the $500 nmillion for TransCanada
should be appropriated out of total general funds. M.
Rehfeld responded that the legislature could determine if
the funds from (AHFC) could be used. She clained that it was
proposed because there had been discussion that the $300
mllion had been set aside for the purpose of creating a gas
pi peline. She stated that she was not opposed to a different
nmet hod of appropriation rather than taking the $300 million
from AHFC.

4:23:52 PM

Representative Gara requested nore information on the
funding of $500 million dollars for AGA and how the $300
mllion dollars got into the AHFC account. He asked if they
were dividend dollars. Ms. Rehfeld replied that the $300
mllion was appropriated to the AHFC account in FY 2006.

Representative Gara thought that the dividends should be
used for | ow i ncome housi ng purposes unless the $300 million
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were appropriated as savings. Co-Chair Chenault added that
the $300 million were appropriated to AHFC as a savings
account .

4:24:59 PM

Co-Chair Chenault clarified that the intent of the neeting
was to give an overview of the discussed conponents of the
projects. He stated that the bill wll conme back to
Commttee for public testinony. Representative Gara wanted
the opportunity to ask questions of the departnent heads at
a future date

4:26:23 PM

Representative Gara questioned the appropriation to (ANGDA)
for spur line permts. He understood that AG A provides for
five points wthin the state. He expressed interest in the
spur line that provides instate gas rather than the
i medi ate spur line for the export of gas. He wanted to
know nore about the spur |ine noney.

4:27:31 PM

PAT GALVI N, COWM SSI ONER, DEPARTMENT OF REVENUE, expl ained
that the spur line discussed in the ANGDA appropriation
woul d serve the Southcentral Anchorage area.

Representative Gara asked why the first permt being funded
was for the spur line. Conm ssioner Galvin recommended that
ANCDA di scuss that. He discussed the need to bring gas into
popul ated parts of the state. The Iine would go through the
Fai rbanks area and continue along the highway out of the
state. He noted the value of having a |line connecting the
main line into the Anchorage area. The spur line would
connect Anchorage or the Cook Inlet to the rest of the
di stribution system As gas devel opnent takes place, supply
will dictate where the line runs. Utimately, the gas
di stribution system nust connect Southcentral area to the
main line. He stated that ANGDA has identified the project
sequencing. The funding would put the state in a position
to take maximum advantage of the developnent of the
mai nl i ne.

4:30: 30 PM

Representative Gara expressed concern about unnecessary
spendi ng. He noted the other possibility of a bullet line
from the North Slope to Anchorage. Comm ssioner Glvin
responded that the need for the spur line exists regardless
of the options. The spur line is on the sanme route as the
bullet line. He stated that the work should be done now for
the ultimate connection of the line, and that each option
requires this particular segnent.
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4:33:01 PM

Representative Gara wunderstood that a spur line from
Fai rbanks to Anchorage was needed for either the spur or
bullet 1ine. Comm ssioner Galvin acknow edged that the

affected segnents are between Anchorage, dennallen, Delta,
and Fai r banks.

Representative Gara did not want to spend noney on a line
that would never be used. Comm ssioner Glvin clarified
that the state’s interest has always been the Richardson
H ghway route. He believed that it was in the state's best
interest to begin the work, so that the prelimnary project
is finished when the discussed options becone avail abl e.

Representative Gara felt it was premature to start spending
noney on a line from Gennallen to Anchorage until the
deci si on was nade. Conmi ssi oner Gal vin enphasi zed getting
gas to Al askans who don’t currently have access.

4:35:27 PM

Co-Chair Chenault noted the projected total of $1.2 billion
dollars for repairs to gas pipeline associated roads. He
asked why the state of Alaska should use general funds to
pay for the road repairs, when the possibility exists that

they could be rolled into the tariff rates. Comm ssi oner
Galvin stated that the Dalton H ghway was an asset greater
than facilitating the construction of a gas |Iine.

Devel opnent on the North Slope is intended for oi
expl oration and an energi ng gas expl oration.

4:37:16 PM

Co- Chair Chenault asked if the state was not building a gas
line, highway work would be needed. He thought that the
expense should be tied into the tariffs of the pipeline
itself.

4:38: 56 PM

Representati ve Thomas expressed concern about future capital
budgets. Ms. Rehfeld understood his concern. Representative
Thomas wanted his district to have local enploynent
opportunities in addition to those provided by the pipeline.

4:39:52 PM

Representative Crawford queried the prohibition of the use
of federal funds for regular road maintenance.

FRANK RI CHARDS, DEPUTY COW SSI ONER OF H GHWAYS & PUBLIC
FACI LI TI ES, DEPARTMENT  OF  TRANSPORTATION AND PUBLIC
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FACILITIES, stated that the challenge with the Federal
H ghway Funds is the Federal Hi ghway Trust Fund is facing a
significant reduction in the anmount of revenue flowng into
it due to the high cost of gasoline and the resulting
reduced anmobunt of mles driven. The fund is seeing fewer
increases and a reduction of federal funds is anticipated.
The chall enge is taking the funds received and achi eving the

proj ects currently in t he St at ewi de Transportation
| nprovenent Program (STIP), wth the nentioned budget
constraints. He explained that the goal of using genera

fund dollars was to enable a reliever on the STIP in future
years, allowing STIP dollars to be spent on other priority
proj ect s.

Representative Crawford questioned if the departnent’s goa
was to lock the state in if the funds were not avail able
from the federal governnent. M. Richards provided an
exanple of three Dalton projects using federal dollars. The
constraints of the STIP dollars, has resulted in fewer
projects and have del ayed sone projects.

4:44: 03 PM

Representative Crawford asked about the tine frame for the
construction projects. M. Richards stated that the three
projects would be bid in the fall and begin in the sunmer of
2009, depending on the contractor’s tinme frame. The enphasis
of other allocations is to start the design work for the
next construction season, creating the infrastructure and
m ni m zing conpetition from other projects.

Representative Crawford thought that the area needed a | arge
anount of mai ntenance each year because of the weather, the
trucks, and the use of the Dalton Hi ghway. M. Richards
agreed; however foundation issues create a chall enge. The
goal is to upgrade the enbanknent anywhere there is nelting
permafrost, which wll take a nunber of construction
seasons.

4:46: 59 PM

Representative Kelly asked if federal dollars would be | ost
if the project was initiated now M. Richardson replied
that he did not know if federal noney would be mssed for
this road or if those federal dollars would instead be spent
on conpeting projects.

Representative Kelly reiterated the query regarding the use
of federal dollars. He pointed out that the state does not
know what the next authorization of the federal highway bill
will be, but possibly the majority of federal funds wll go
to large conmmunities for mass transit to reduce the anount
of green house gas enmssions. He wondered if rural
popul ati on states would receive | ess noney.
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M. Richards stated that the federal program comes wth
federal requirenents of tinelines and processes on a program
of this size. The use of the general fund could shave
mllions of dollars off of the programand wll maxim ze the
use of federal dollars providing the state wth nore
flexibility.

Representative Kelly understood that future appropriations

are difficult to determ ne. Hs interest was in the
prevention of forgoing any match. He clainmed understanding
that the placenment of the dollars wll provide positive

benefits and net gains.

4:52:40 PM

Representative Gara noted that if the state spends noney on
roads, it would free up $129 nillion for other STIP
projects. He did not know if the state could afford a
capital budget wth this allocation of road noney. He
proposed that the legislature nove the projects up the
federal list in order to qualify for the federal funding and
queried the tineline of that scenario. M. Richards
expl ai ned that the departnent has a STIP application process
that is scored. He stated that “the STIP gets played and
becones a political hot potato.” The proposed hi ghways are
part of a national highway system The anount currently
received is about $75 nmillion per year. Any of the other
projects woul d be postponed. The anpbunt of noney is |limted,
yet the need is |arge.

Representative Gara asked when the roads would be
constructed if federal noney was used. M. Richards
referenced the Power Poi nt presentation show ng the
i ndi vi dual projects. Several projects programred have not
made it onto the STIP because it is a three year planning
docunent. He offered to provide information as to where
future projects fit in.

Representative Gara thought that the projects did not need
to be built this year and that it would be many years before
pipe is transported on the roads. He wanted to see as many
roads as possible built with federal dollars. M. Richards
clarified that one of the challenges was the tine constraint
of the prelimnary environnmental and design work. The goa
is a gas pipeline by 2018. There are six construction
seasons left for the necessary prelimnary highway work, if
the pipeline construction begins in 2015. Postponing the
hi ghway construction could increase the cost of the pipeline
construction.

Representative Gara expressed confusion about pushing the

project through by 2018, when sone delay m ght enable the
use of federal dollars. M. R chards stated that the 2018

House Fi nance Conmmittee 7 07/31/08 4:12 P. M



date is TransCanada's projection. The projects could go
forward with federal dollars if they were unlimted. He
spoke to the benefit of using the general fund.

5:00: 07 PM

HB 4001 was HEARD and HELD in Commttee for further
consi derati on.

#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.

5:03:01 PM

Vice-Chair Stoltze MOVED to ADOPT work draft #25-LS17557\E,
Kane, 7/31/08, as the version of the bill before the
Comm ttee. There being NO OBJECTION, it was so ordered.

SUZANNE  ARMSTRONG, STAFF, REPRESENTATI VE KEVIN MEYER,
expl ai ned the work draft, sectional analysis:

. Section one pertains to the Power Cost Equalization
(PCE) program containing the fornmula as it appeared
in the original version of HB 4005 with a few
nodi fi cations. Mdifications including the |owering
of the ceiling rate fromtwo dollars to 75 cents a
kWh.

. Section two is a new addition to the bill proposing
to repeal the new PCE formula on June 30, 2011 and
return to the fornmula currently in statute.

. Section three is a work in progress, the premse
bei ng, under HB4005 there are no new entrants to the
PCE program The non PCE eligible utilities wll
i nstead receive five cents per kW for the first 500
kWwh a nonth sold to each of the residentia

consuners.
5: 06: 23 PM

Representative Joule asked about the inpact on utilities.
Ms. Arnstrong explained that all utilities would be
i npacted. The bill is neant to be a two and two third year

sunset, with the five cents per kW also repealed on June
30, 2011.
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Co-Chair Meyer clarified that the initial intention was for
a two year sunset, but he wanted to make sure the decision
to continue or discontinue the programwas not influenced by
an el ection year.

5:07:40 PM

Representati ve Nel son asked if Anchorage woul d pay six cents
per kWh if the cost of electricity was | owered by five cents
for non PCE users. Co-Chair Meyer responded that would
depend on which wutility conpany is used. Representati ve
Nel son asked if there had been a “human cry” for rates to
decr ease. Co-Chair Meyer stated that the electrical costs
have gone up in both urban and rural areas.

5:09: 03 PM

Representative Nelson wanted a perspective of costs. She
referenced Stephen’s Village, which pays over a dollar per
kWwh and would be covered up to 72.5 cents, whereas Juneau
woul d be paying six cents per kWh. Ms. Arnmstrong replied
that was correct; the ceiling in the conmttee substitute
was seventy five cents per kWh. Co-Chair Meyer recognized
the need to go above the seventy five cents, but he
advocated a starting point. He asked that the entire
package be addressed.

Representative Kelly asked if the non PCE five cent approach
woul d sunset at the sanme tine. Ms. Arnstrong replied yes,
the entire PCE | egislation would be addressed in the future.

5:11: 09 PM

Representative Crawford thought the bill mght take the
state in the opposite direction and that it would be a
di sincentive to Anchorage to conserve. Co-Chair Meyer
expl ai ned that according to Chugiak, the average usage in
Anchorage is 750 kWh per nonth and the bill is capped at 500

kWh per nonth, with the incentive to keep use under 500 kWh.
The average nonthly cost for electricity in Anchorage is
$100 dol |l ars. Representative Crawford did not think it
woul d provide incentive to conserve.

5:14:15 PM

Representative Thomas asked if the reduction would be for
resi denti al use only. Ms. Arnmstrong answered yes.
Representative Thomas pointed out that he had not heard a
“cry” for an electricity break; he noted that he had
communities that pay 85 cents per kW show ng concern. Co-
Chair Meyer asked what electricity would cost under PCE, at
50 cents per kW.
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5:16: 21 PM

DAVID TEAL, Dl RECTOR, LEG SLATIVE FINANCE DI VI SI ON
referenced the chart “Conparing Mnthly Electric Bills at
Vari ous Costs and Usage.” (Copy on File).

Co-Chair Meyer clarified that if the rate was 50 cents per
kWh then it would cost 15 cents with PCE, as |long as the use
was | ess than 500 kWh each nont h.

5:18: 15 PM

Representative Gara discussed Anchorage qualifications; he
asked the nunber of those that would qualify. M. Arnstrong
replied that the two utilities in Anchorage would not
qual i fy, because the bill proposes to add no new entrants to
the PCE program Under the proposed |egislation, the non
PCE utilities would qualify for the five cents per kW for
the first 500 kWwh in a nonth.

Representative Nelson asked for information on how nuch
urban Al askans spend on their wutility bill. M. Teal
ref erenced page five of the packet.

5:21:16 PM

Ms. Arnmstrong continued with the overvi ew

. Section four repeals the five cents per kW on June
30, 2011.
. Section five, repeals two sections that appeared in

HB 152, which nmade the Al aska Heating Assistance
Programretroactive to Novenber 1% 2007

Co-Chair Meyer stated that “with the additional $10 mllion
recently added to the existing federal $10 million Low
| ncome Heating and Energy Assistance (LIHEAP) qualifying is

now at 225 percent of the poverty level.” He added that
this bill sinply increases the amount |ower incone people
can get.

Ms. Arnstrong continued with section six which, applies to
the state inplenentation of the Federal Low |Inconme Heating
and Energy Assistance Program (LIHEAP) and it provides for
the period begi nning Cctober 1% 2008 through June 30, 2011.
The per dollar value of a community heating cost point,
which is calculated under regulation may increase to an
amount of 170 doll ars. Each point is calculated on a per
dollar basis allowng the departnent to increase this to an
amount not to exceed 170 doll ars.
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Representati ve Nel son requested further explanation.

Ms. Arnstrong requested that Departnent of Health and Soci al
Services (DHSS) address how the benefits are determ ned for
the | ow i ncone heating program Her understanding was that
the system established the criteria, and the application
assigned points for status. The total nunber points were
for heating cost point value. The value is $85 dollars per
poi nt not to exceed $170 per point.

Representative Nelson asked if this neant $85 dollars per
nont h. Ms. Arnstrong replied that an individual may apply
to DHSS for the period beginning Cctober 1% to April. The
full benefit is calculated by the departnent; it is not a
per nonth allocation, but a set ampunt.

Co- Chair Meyer continued that anyone who qualified for the
LI HEAP program previously will receive double the anmount of
assistance than fromthe old program The new program w ||
provi de nore noney to those that need it.

5:28:17 PM

Ms. Arnstrong continued the overvi ew

. Section six pertains to the Federal Low Incone
Heating Assistance and how the heating cost point
wi |l be adjusted.

. Section seven pertains to the Alaska Heating
Assi stance Program and how the community heating
cost point wll be increased.

. Section eight pertains to the Al aska Resource Rebate
Section, changing the anobunt from $1200 to $1000,
including a statenent notifying recipients that the
rebate is a one tine paynment to qualified Al askans.

. Section nine pertains to suspension of the notor
fuel tax.
. Remai ning are effective date sections.
5:29:46 PM

Co-Chair Meyer pointed out that all the sections sunset on
June 30, 2001, wth the exception of the Al aska Resource
Rebate which is a one tine paynent.

5:30:18 PM

Vice-Chair Stoltze conmmented on the conversation regarding
the legislation privileging Anchorage. He did not think the
i ssue was regional
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Co- Chair Meyer pointed out that the intent of the bill is to
help with four major statewide utility concerns. He admtted
that the bill needs work.

Co-Chair Chenault referenced page 4, line 25, stating “The
Department of Revenue nay assess a penalty of up to $5000
against any person that fails to provide the supporting
invoices as required by this subsection.” Ms. Arnstrong
responded that the link was included in HB 4004.

5:33:28 PM
Representative Nelson asked the fiscal inpact for each
section. Ms. Arnstrong stated that fiscal notes are

currently being eval uat ed.

Representative Nelson referenced Section two, specifically
the five cent reduction in urban use versus the changes to
PCE. She questioned the inpact of the LIHEAP program to
househol ds. M. Teal stated that the graph exenplifies
paynments under the heating assistance. He estimated that a
househol d could receive roughly $3000 from LI HEAP. Once a
household is assigned a point value, it is adjusted for
househol d size and inconme |evel. He referenced the chart
“Heating Assistance Benefits at Various Incone Levels.”
(Copy on File).

M. Teal stated that people in rural Al aska could receive up
to 35 points and anywhere between $1500 and $3000 depending

on their income and the area in which they reside. The
state LIHEAP program is assigned $10 mllion dollars. To
double benefits, the maximum benefit increased to six
t housand dol |l ars. He concluded that wi t hout any

applications received this year, the cost was yet unknown.

5:39: 00 PM

Representative Nel son understood the concept of pro rating;
however, she wanted to understand the precise cash benefit
per nmonth to a struggling person. Ms. Arnstrong responded
that there was a packet of information from DHSS indicating
scenarios of various areas in the state. \Wen the departnment
wor ked on the passage of state heating assistance program
t hey gave the estimate that 3800 additional househol ds woul d
becone eligi bl e.

Representative Nelson stressed that her question remained
unanswer ed.

5:40:59 PM

RON KREHER, DIVISION OF PUBLIC ASSI STANCE, DEPARTMENT OF
HEALTH AND SOCIAL SERVICES explained the difficulty of
determ ning the actual benefit because of the nature of the
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poi nt system A household living in a community with a
harsh climate, heating with diesel fuel, with an elder or
child under the age of five could receive the maxi mum nunber
of points, given this piece of l|legislation. That could nean
$6000 per household. Depending on the heating cost needs,
the purpose is to off-set costs. He explained that there is
a lot of variability depending on the household incone and
[iving situation.

Representative Nelson referenced page 2 and the average
paynent of two separate Al askan conmuniti es. She asked if
the paynment was nade each nonth. M. Kreher replied that
one paynent was made per heating season, with one heating
season per year

5:43: 23 PM

Representative Gara comented on providing state noney to
everyone in a utility below 15 cents a kW. He wanted to
see the state spend resources for those in the greatest
crisis. He did not agree with giving state noney to everyone
inautility below 15 cents per kW.

5:44: 44 PM

Ms. Arnstrong referenced the cost analysis handout. She
requested further explanation of the handout by M. Teal.

5:45: 25 PM

M. Teal noted the cost nodel in colum one, which is the
existing program with the floor at 12.83 cents and the
ceiling at 52.5 cents, with a cost of $32 nmillion. Thi s
would all go to currently qualified utilities, wthout any
new entrants. He explained that columm one exenplifies the

program as it currently exists. The program is currently
funded at $28 million. Colum two shows what will happen if
fuel and electric prices increase, and the |legislature
provi des suppl enmental funding. The program costs will go up
to approximately $42 mllion. Then PCE reinbursenments woul d
be pro-rated. It was necessary to raise the ceiling to two

dol | ars, because currently, nobody has an electric cost of
two dollars. Wth no ceiling, the program woul d cost about
58 million dollars. The floor becones a critical factor when
the large urban utilities are included. The only ones that
qualify with this floor are CGolden Valley, Kodiak, Homer

Copper Valley, and Kake with $15 million allocated to these
newly qualified utilities and $58 mllion going to the
existing utilities. Because there were new entrants and it
was inportant to keep the costs the sane as the existing
program the floor was raised. These were policy calls ained
at keeping costs contained. These are not policy
recommendations, but nerely an attenpt to keep costs even

If the program is extended to all wurban utilities, with a
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slightly reduced ceiling of 75 cents, there is a reduction
in paynments to currently qualified utilities and an increase
in paynents to the newy qualified.

5:52: 01 PM

Representative Gara asked for clarification on the increase
to the cost of the program to $65 mllion, through giving
utilities five cents per kWh if they are under 15 cents per
kWh.

M. Teal responded that the urban utilities are many tines
| arger, which explains the increased cost. Representative
Gara reiterated his question. M. Teal responded that every
new utility that qualifies receives five cents per kWh.

5:54: 06 PM

Representative Gara asked about the expense for each of the
utilities that charge |l ess than 15 cents. M. Teal expl ained
the nethod for adding up the cost.

5:54:35 PM

Co-Chair Meyer clarified the question as “what is the state
spendi ng on those who pay |ess than 15 cents per kWh.”

5:55:20 PM

Representative Thonmas noted that Kake Tribal Corporation is
m st akenly m srepresented in the provided handout in regards
to cost per kWi in Kake. M. Teal explained that this
information was provided by the Regulatory Conm ssion of
Al aska (RCA) and is not conpletely accurate. It needs to be
cl eaned up.

5:57:08 PM

Representative Joule pointed out that there is an anonaly,
as the North Borough would not be able to take advantage of
the subsidy because they do not pass along the costs to
their custonmers. He would like to find a way to make sure
that they can be reinbursed |ike the other utilities.

Co-Chair Meyer agreed that the incentive to conserve and
efficiency should always be at the forefront.

5:59: 38 PM

Representative Hawker referenced conflicting testinony over
t he weekend between the Al aska Village Electric Cooperative
(AVEC) and Al aska Energy Authority (AEA) regarding revol ving
 oan  fundi ng. He wanted representatives from those
organi zations to cone in to clarify. It wuld be very
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hel pful if the fiscal notes included per capita estinmated
benefits of the prograns, especially from an objective
source such as the departnents.

Vice-Chair Stoltze asked for clarification.

Co-Chair Meyer noted that the revolving |oan fund was never
resolved and he was not sure that the PCE fund had been
resol ved either. He asked if the new portion included in the
bill would conme from the discussed PCE fund or from the
general fund.

Ms. Arnmstrong thought that would be up to the conmttee. She
described that there is an appropriation in HB4003 for
additional funds to PCE

6: 02: 38 PM

Representative Crawford asked about the notor fuel tax
suspensi on, noting the anmount of paperwork created. At eight
cents per gallon, there is mnimal benefit for the anount of
paperwork required to get reinbursenents. He thought that
making a direct paynent may be an easier way to arrive at
t he sane goal

Co- Chair Meyer asked for clarification.
Representative Crawford expl ai ned. The ot her point he wanted
to nmake concerning diesel and aviation fuel. He wondered if
a direct paynent m ght nake nore sense.

6: 05: 39 PM

JERRY  BURNETT, DI RECTOR, DVISION OF ADM NI STRATI VE
SERVI CES, DEPARTMENT OF REVENUE, explained the various tax
rates on different kinds of fuel. Marine fuel is taxed at 5
cents per gallon, aviation gasoline is 4.7 cents per gallon,
and jet fuel is 3.2 cents per gallon. The federal governnent
funds the departnment for the cost of tracking these taxes.
The positions for tracking and collecting of notor fuel tax
are funded by the federal government through their tax
collections, so there is not a general fund cost to do this.

Representati ve Thomas asked if the marine fuel tax at five
cents per gallon was shared with the nunicipalities.

6: 06:45 PM

M. Burnett answered that there is not a tax sharing wth
anything except for the aviation fuel portion sold at
muni ci pal airports.
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Representative Thomas asked iif the state would be
subsidizing the non-resident fishernen by suspending the
notor fuel tax.

Representative Gara commented on a gasoline study show ng
that refiners set their price based on what they know
Al askans would have to pay if inporting gas from the | ower
48 state. He asked whether the refiners or the deal ers pay
the notor fuel tax to the state. M. Burnett replied that
the notor fuel tax is collected at the distributer |Ievel
when it is sold to retailers

Representative Gara stated that refiners base their charge,
not on what it costs themto refine fuel, but what they know
they can charge given the alternative of shipping gas up
fromthe lower 48. He maintained that once the eight cents

is suspended, the refiners will just add it back on. M .
Burnett could not speak to what refiners or distributors
woul d charge for their fuel. He asserted that, in other

states where notor fuel tax has been renpbved, gas prices
have fallen as a result.

Representative Gara pointed out that other states are not
1,000 mles away from the nearest refinery source. He
requested information to dispute the finding that gas
refiners charge what they know they can, based on how nuch
it would cost to inport gas fromthe lower 48. M. Burnett
did not have any information to dispute that.

Representative Gara stated that he did not want to give
noney to the refiners. M. Burnett responded that there is
sonme conpetition on the market. Not all fuel is sold by one
refiner or distributor, so he believed that with the notor
fuel suspension, there would be a price effect.

Representative Gara asked for the admnistration’ s analysis
before the suspension was inplenmented. He felt there was no
credible information that the savings will make it to the
consuners. M. Burnett was not famliar with the study and
therefore did not have a response.

Co- Chair Meyer pointed out that Anchorage is a conpetitive
mar ket so that if one distributer renoved the eight cents,
the others would have to as well. Representative Gara asked
who pays the tax. M. Burnett replied that the tax is
collected at the distributer Ilevel when the retailer
purchases it fromthe distributer. The wholesaler is adding
the tax to the price when the retailer buys it from the
whol esal er.

6:12: 39 PM

Co- Chair Meyer requested that nenbers attenpt to achieve a
bal ance between urban versus rural, and |ow incone versus
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m ddl e incone. He encouraged awareness regarding the five
cent credit per kW portion of the PCE enabling a $25
dol l ars per nonth savings in Anchorage, and $300 dol |l ars per
nmonth benefit in sonme rural areas. He recommended a new
draft based on comments. He recommended that anendnents be
t aken.

Representati ve Nel son requested follow up on Representative
Hawker’s suggestion regarding the bulk fuel revolving |oan
fund. M. Arnstrong offered to speak with Ms. Sarah Fi sher-
Goad at the Departnment of Conmerce, Conmunity and Econom c
Devel opnent, and attenpt to get in touch with M. Meer
Kohl er of AVEC for input.

Representative Gara wanted the adm nistration to testify on
behalf of a plan to bring the savings from the gas tax to
the consuner. He wanted to see an analysis by the
adm ni strati on. Co-Chair Meyer agreed that an analysis
woul d be inportant, because if the tax were suspended, the
consuner woul d expect to see an ei ght cent savings.

6:16:51 PM

Representati ve Thomas comented on the Rail belt energy area
where 63 percent of the people live, and only 27 percent
live in the rural area. He stated that one-third of the 27
percent don’t drive. Co-Chair Meyer responded that aviation
and marine fuel are also included in the tax suspension.

6:18: 06 PM

Representative Gara suggested the commttee find out how
much the state woul d pay by suspending the gas tax, and then
put it into another programthat woul d benefit Al askans.

Co-Chair Chenault comented that gas tax raises about $40
mllion dollars. M. Burnett agreed.

Co- Chair Chenault asked where the eight cents goes.

6:19:04 PM

RANDALL RUARO, SPECI AL ASSI STANT, OFFICE OF THE GOVERNOR
believed that consunmers will see nobst of the savings. One
reason he cited was the conpetitive market. If a retailer
was not lowering their price then they would sell |ess gas.
The proposed suspension wll benefit particularly the urban
ar eas. He referred to a study of a gas suspension in the
year 2000 in Indiana and Illinois, which determ ned that 60
to 80 percent of the savings were being passed on to the
consuners. He pointed out that they had worked on an

amendnent to insure that the savings pass through.

6: 20: 58 PM
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Representative Gara understood that other states adm nister
the tax in a way that the cost actually goes back to the
consuner. Refiners are charging by what it would cost to
bring gas up from the | ower 48 states. Refiners that pay
the gas tax probably wll not reduce the gas price.
Instead, they will say “go get it from the Lower 48.” The
retailers are not paying the gas tax. He questioned if
refiners are basing the charge on the cost to bring gas from
the Lower 48, how the noney will be passed to consuner.

M. Ruaro added that the distributors have a line item for
the eight cent a gallon tax. The line itens would be on
their invoices so the retailers wll be paying |Iess,
allowing them to pass the savings on. Representative Gara
projected that the conpany selling the gas to the retailer
will raise their price by eight cents prior to selling it.
M. Ruaro thought that the |anguage of the anendnent would
insure that the savings are passed on.

Representative Gara suggested that retailers pay the gas tax

so the savings gets back to the consuner. M. Ruaro
di sagreed and thought that the saving would be passed on, to
the consuner wth the help of an anmendnent. Representative
Gara wanted to know that the disagreenment was based on a
st udy. M. Ruaro stated that the anendnent would be
sufficient, but it would not be perfect. The only guarantee
in the bill is that if we do not suspend the tax, then

Al askans wi Il continue paying it.

6: 24: 27 PM

Vice-Chair Stoltze spoke to the surcharge and questioned the
effect on businesses that did not want to raise prices. He
had spoken with sone business owners in favor of the gas
suspensi on because even if it did not result in a savings,
t he business owner mght not have to increase the price or
add a surchar ge.

6: 26: 27 PM

Co-Chair Chenault wondered if the provision on page 4, line
25 is new or in existing law. M. Ruaro observed that the
provision is new and is intended to ensure the savings is
passed on to the consuner.

Co-Chair Chenault noted that the Tesoro refinery in his
district does not benefit from the high price of oil. Most
Kenai gas stations buy gas from Tesoro.

6: 28: 50 PM

Representative Crawford observed that conpetitive market
forces do not exist in Al aska outside of Anchorage. He did
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not think an eight cent tax cut wuld be passed to
consuners.

6: 30: 39 PM

Representati ve Hawker stressed that the overriding objective
is efficient, equitable, and effective |legislation and that
benefits the consuner. He expressed concern about noving the
bill out too quickly.

6: 33: 30 PM

Representati ve Thomas questioned if the cap on PCE would be
rai sed.

Co-Chair Meyer agreed that the next CS would exhibit a
hi gher PCE cap.

Representative Nelson observed that M. Meer  Kohl er
President of (AVEC) had communi cated earlier today that she
supported raising the cap to $1.15.

Co- Chair Meyer pointed out that the provision has a sunset
and can be fine tuned in future years.

6: 35: 54 PM

Representative Gara observed that Alaska is paying the
hi ghest gas prices in the nation, even though refinery costs
are not the highest in the nation, given the cost they are
paying for oil. He offered to present the study at a |ater
date, which he had been referring to throughout the
commttee neeting (analysis by Professor Burman at the
Uni versity of Al aska in Anchorage).

Co-Chair Chenault expressed concerns with the gas tax. He
would i ke to see the high price of gas be addressed in this

bill as well. Many Al askans have to commute to work, and he
said that it does cost a “small fortune” to fill up sone
vehi cl es.

6: 38: 23 PM

Representative Kelly requested that page two, line 25, be
changed to “an electric utility whose custonmers receive a
power cost subsidy under this section.” He suggested this

to elimnate confusion that “we are sonehow in the PCE
program”

Ms. Arnstrong stressed that the nentioned section is a work
in progress. She is working with her legal drafting teamto
clear 1t up. Representative Kelly suggested a floor or a
date to prevent driving the kW cost below what it has been
for years.
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Representative Kelly noted concern that in the future, the

Legislature will be considered |ess beneficial and pronote
| ess self reliance than it appears. He worried specifically
about the LIHEAP increase and how that will be handled in

the future, and he worried about the total anount that
eventual |y m ght be taken away and the pain this m ght cause
some Al askans. He encouraged |legislators to seriously
consider prograns that will be carried into the future.

6:43: 12 PM

Representati ve Gara asked about the amendnent process noving
so quickly. Co-Chair Chenault did not know if it would
happen in one day. Representative Gara requested an extra
day. Co-Chair Chenault could not nake that conmm tnent.

Representative Crawford asked if the Commttee would be
required to submt anendnents tonight. Co- Chair Chenaul t
of fered to take anmendments.

6:45:11 PM

SARAH FI SHER- GOAD, DEPUTY DI RECTOR OF OPERATIONS, ALASKA
ENERGY AUTHORI TY, DEPARTMENT OF COVMERCE, COWMUNITY AND
ECONOM C DEVELOPMENT, understood that there were questions
regarding AVEC s need for a loan for fuel purchases vs. the
bul k fuel revolving | oan fund.

Representative Hawker noted that he had raised that
guesti on. He hoped for a round table discussion with AVEC
and Ms. Goad, with the goal of sorting the issue out.

Co- Chair Meyer asked that there be tel econference discussion
bet ween Ms. Fisher-Goad and AVEC.

Ms. Fisher-CGoad understood that AVEC had a | oan requirenent.
The question was whether the requirenent was for an
amendnment for the bulk fuel revolving loan fund or not.
Because of the | oan ampbunt needed, it will be a $20 million
dollar loan vs. our $500 thousand cap for a bulk fuel
revolving loan fund. The fund has cone in to existence for
smal |l er conmunities where typically a borrower woul dn’t have
the ability to ask a private bank for a one year |oan. She
offered to work with the staff to add the issue outside of
the bulk fuel program Representative Hawker wanted that
qguestion answered and to have AVEC testify.

6:49: 55 PM

Representative Gara referenced the handout from AHFC
regarding the question of how to maintain the rebate
program which AHFC had estimated at $60 million dollars.
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6:51: 35 PM

Co- Chair Meyer requested that anmendnents be drafted for the
next nmeeting. He requested that all the players be present
to answer the questions.

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

#

ADJ OQURNIVENT

The neeting was adjourned at 6:51 P. M
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