SENATE FI NANCE COWM TTEE
July 25, 2008
11: 45 a. m

CALL TO ORDER

Co-Chair Hoffrman called the Senate Finance Comm ttee neeting
to order at 11:45:33 AM

VEMBERS PRESENT

Senat or Lyman Hof f man, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senator Kim Elton

Senat or Donny O son

Senat or Joe Thomas

Senat or Fred Dyson

MEMBERS ABSENT

Senator Bert Stednman, Co-Chair
ALSO PRESENT

Jay Livey, Staff, Senator Hoffman; Ron Kreher, Chief of
Field Operations, Division of Public Assistance, Departnent
of Health and Social Services; David Teal, D rector
Legi sl ative Finance Division; Senator CGene Therriault

PRESENT VI A TELECONFERENCE

Sarah Fisher-Goad, Deputy Director of Operations, Al aska
Energy Authority, Departnent of Commerce, Comunity and
Econom ¢ Devel opnent

SUMVARY

SB 4005 "An Act authorizing, as a tenporary rebate of
state resources to certain state residents,
paynents to assist in neeting heating costs under
the federal and state heating assistance prograrns;
and providing for an effective date.”

SB 4005 was heard and HELD in Commttee for
further consideration.

SB 4006 "An Act anmending 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
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i nprovenents; and providing for an effective
date."

SB 4006 was heard and HELD in Commttee for
further consideration.

SENATE BILL NO. 4005

"An Act authorizing, as a tenporary rebate of state
resources to certain state residents, paynents to
assist in neeting heating costs under the federal and
state heating assi stance prograns; and providing for an
effective date.”

11:46: 25 AM

Co-Chair Hoffman pointed out that current oil prices have
approached $130 per barrel. At that price the state would
receive $3.6 billion. Alaska has benefited greatly by high
prices of oil; however, Al askans are facing extrenely high
costs of energy. The Governor has suggested that the
| egislature conme up with a tenporary solution to this
problem Wth this in mnd, two pieces of |egislation have
been introduced. One solution would add to the Power Cost
Equal i zation Program (PCE), and the second would subsidize

home heating expenses. The problem of energy costs is
difficult due to the variety of nmethods of heating in
Al aska. It is the legislature’s duty to find a fair and

equi tabl e way of addressing this problem

Co-Chair Hoffman stated that the purpose of the neeting was
to have an overview of two bills, SB 4005 and SB 4006

11:50: 19 AM

JAY LIVEY, STAFF, SENATOR HOFFMAN, explained that SB 4005
deals wth the high cost of heating oil in rural Al aska.
The first section increases the rates paid by the Low I ncone
Heati ng and Energy Assistance Program (LIHEAP). The fiscal
note is based on the assunption that the current rates being
paid wll triple.

M. Livey related that the second section of SB 4005 says
that the cutoff for eligibility would be 350 percent of
poverty level, instead of the current |evel of 225 percent.
That would nove the incone level for a famly of three to
around $90, 000.

11: 52: 30 AM

M. Livey explained that LIHEAP has been operating in the
state for many years through the Departnent of Health and
Soci al Servi ces. He related how the fornula works. It
takes into account the community in which the client |ives,
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the type of house, incone, disabilities, age, and the typ
of fuel used. The nore noney the client pays for fuel, th
nore the relief is. Anot her reason LIHEAP works for thi
programis that it provides assistance statew de. LIHEAP i
an efficient delivery system and a way to provide tinel
relief to Al askans.

e
e
S
S
y

M. Livey rem nded the commttee that the noney would not go
to individuals, but rather to vendors.

Co- Chair Hof fman requested an explanation of the intent of
the LIHEAP energy rebate program which is no longer a |ow
i ncome program

11:56: 25 AM

M. Livey clarified that the new LIHEAP program would
provi de assistance to a famly at 350 percent of poverty
| evel, which is not a poverty program The fornula that
LI HEAP uses is pro-rated based on incone.

Senator O son requested information about rural vendors that
do not take credit cards. M. Livey said that once the
application is approved and the amount of relief determ ned,
t he fuel account would be drawn down. No noney woul d change
hands.

Senator O son hoped there would not be an interruption of
service due to |ack of technol ogy. M. Livey deferred to
t he Departnent of Health and Social Services to explain that
pr ocess.

11:59: 52 AM

M. Livey continued to say that approxinmately an additiona
22,000 famlies would be eligible.

Co-Chair Hoffman requested price information. M. Livey
hi ghlighted the fiscal note of $75 million.

Co-Chair Hoffman commented on the price tag of this bill,
which is $75 mllion, as conpared to the Governor’s bill,
which is $700 nmillion. SB 4006, Power Cost Equalization
al so has a price tag of $75 mllion.

12: 01: 37 PM

Senator Thomas questioned the expansion of the LIHEAP
pr ogr am He gave exanples of different sized famlies and
what they would qualify for. He spoke of resource rebate
i nequity based on famly size.

12: 04: 28 PM
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M. Livey shared two criteria. The first is that 350
percent of poverty is used to determne eligibility based on
the nunber of individuals in a famly. Once a famly has
been determned eligible for the program the anmount of
benefit received is determ ned by a series of criterion used
to decide how nmuch the famly is entitled to.

Senat or Thomas requested a copy of that information.

12: 06: 00 PM

Senator Dyson asked if LIHEAP funds are taxable. M. Livey
said they were not, nor were they subject to hold harmnl ess.

Senator Dyson inquired about “degree heating days” as one of
the criteria. M. Livey deferred the question to the
Department of Health and Social Services.

Co-Chair Hoffman brought wup another area of concern -
dependency on the program simlar to the revenue sharing
program He pointed out that as incone rose, benefits were
el i m nat ed. He suggested considering that aspect if the
program conti nues beyond one year. He thought there were
ways to give protection to indicate that this is not an on-
goi ng program

12: 10: 01 PM

Senat or Huggi ns asked how senior centers would be dealt with
under this program M. Livey thought that this program
woul d pay for energy so long as no one el se does, such as a
grant or non-profit agency.

Senat or Huggi ns spoke of |ong-di stance commuters and t hought
that mass transportation could be a solution, but could
cause problens in the long run. He voiced concern about the
use of noney based on resources that all of the people own
and “means testing”.

Co-Chair Hoffman mentioned the resource rebate as another
approach toward addressi ng high energy costs.

Senat or Huggi ns agreed, especially inthat it is a tenporary
sol uti on. Co- Chair Hof fman suggested a sunset date on the
bill. The intent at this tinme is to get Al askan's i medi ate
relief. Oher facets of energy costs can be |ooked into at
a later date.

12:14: 31 PM

RON KREHER, CHI EF OF FI ELD OPERATIONS, DIVISION OF PUBLIC
ASSI STANCE, DEPARTMENT OF HEALTH AND SOCI AL SERVI CES,
detailed the conponents of the LIHEAP program It is one
aspect of the heating assistance prograns and is 100 percent

Senat e Finance Committee 4 07/ 25/ 08 11:45 A M



federally funded. It serves househol ds at 150 percent bel ow
poverty level and is intended to offset heating costs for
l ow income famlies. The programis operated in conjunction
with nine tribal organizations. Last year $10, 700, 000 was
received by the federal government for LI HEAP. He listed
t he nunber of households served — 15,000. He described the
ki nds of people served. He listed residency requirenents
and how paynments nust be used. Vendor paynments are the
vehicle for covering the costs.

12: 16: 50 PM

M. Kreher identified the community hone heating points used
to determne eligibility. These points, plus inconme, plus
the dollar anobunt available determ ne the paynent to each
househol d. The Al aska Heating Assistance Program created
t hrough HB 152 serves househol ds between 150 and 225 percent
of poverty, outside of the federal program He estimated
about 22,250 households will qualify for this program

12: 19: 20 PM

Co- Chair Hof fman asked about tax inplications of the current
and proposed prograns. M. Kreher reported that the current
program paynents are not taxable. The Departnment of Law is
researching the inplications of the proposed higher |evels.

Co-Chair Hoffman asked when that information would be
avai l able. M. Kreher replied that he did not know.

Co-Chair Hoffman asked if the program the Governor is
proposing is taxable. M. Kreher said it was.

12:21: 14 PM

Senator Huggins asked how to address the profile of a
household that lives “off the grid’ and generates heat and
electricity from fuel oil. M. Kreher did not know. The
Al aska Heating Assistance Program only addresses heating
costs, not utility costs.

Senat or Huggi ns spoke of the high cost to be connected to
the grid.

Co-Chair Hoffman thought it was an excellent exanple of an
itemthat requires looking at on a long-term basis in order
to address energy costs for all Al askans.

12: 23: 15 PM

Senator Elton asked if a person has to apply on an annua
basis for either program M. Kreher said they would.
Senator Elton assuned that those at the higher end of incone
limts may be less inclined to participate than those at 150
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percent. M. Kreher agreed. The majority of househol ds now
served are below the federal poverty |evel. Many Al askans
have an aversion to public assistance.

12: 25: 20 PM

Senator Elton noted that those who have not participated in
LIHEAP in the past are not |limted to one vendor. M .
Kreher said that was correct.

Senator Thomas asked if LIHEAP is taxed. M. Kreher said
currently LIHEAP is not taxed. He reiterated that the
Departnment of Law is |ooking into whether the new program
woul d be taxed. Senator Thomas asked if both vendors and
i ndi vidual s can receive paynents. M. Kreher said yes. In
some instances direct paynents are nade to individuals.
Senator Thomas asked if the intention is for energy
assistance. M. Kreher agreed.

12: 27: 08 PM

Senator Thomas requested an explanation of the incone
guidelines in a handout entitled “2008 Poverty GCuidelines
for Al aska Incone Cuidelines as Published” (copy on file.)
M. Kreher detailed the annual guidelines. He could not be
specific about the amount of rebate because of not know ng
t he ot her factors.

Co-Chair Hoffrman added that the information could be found
on the web.

12: 29: 24 PM

Senator Thomas summarized that assistance is based on a
poi nt system

M. Kreher gave an exanple of a household in Anchorage that

qualifies for eight points due to |ocation. If the
househol d had three bedroons, the 8 points is nultiplied by
1.3. For every child under 5, a point is added. If the

househol d had zero income, it would receive 100 percent of
the points, or 10 points. Depending on the availability of
funding, a dollar anpbunt would apply against the points.
Last year that amount was $85. That household woul d have
been eligible for a grant of $850.

Senat or Hof f man asked for an expl anation of expedited cases.
M. Kreher explained that an expedited case is one that has
denonstrated an urgent need for assistance such as facing a

cut-off of wutilities or heating costs greatly exceeding
i ncone.
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M. Livey referred to the nunmbers for Anchorage in the
docunent and pointed out an error.

Senator Hoffman said it was evident that the program is
broad based and addresses issues uniformy throughout the
state.

M. Kreher stated that the funds would be distributed fairly
t hroughout the state. He noted that the state shares its
tribal block grant with nine tribal organizations.

12: 33: 51 PM

SENATE BILL NO. 4006

"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.”

Senator Hoffman surm sed that the power cost equalization
program would be a two-year program and m ght possibly be
considered for inplementation on a long-term basis. The
cost of the proposed program is about $75 mllion, as was
LI HEAP. The Governor’s proposal was for about $700 million.
These two pieces of legislation are nuch smaller “ticket
items” and address the high costs of heating oil and
electricity throughout the state.

M. Livey touched on several mjor issues in the bill. He
stated that this piece of l|egislation addresses the high
cost of electricity. He pointed out that this bill no
| onger makes a geographical assunption of eligibility of a
utility. It allows all utilities that provide electricity

that costs nore than 1.2 percent above the average rate in
Anchor age, Fairbanks, and Juneau, which is about 15.4 cents
per kilowatt hour.

12:38: 00 PM

M. Livey said that the bill proposes raising the maxi num
level from .525 cents to $2.00 so that nore relief goes to
nore Al askans. He pointed out that the current law only

provides relief for 6000 kilowatt hours per year. The bill
proposes to change the distribution by season so that during
wi nter nonths nore relief would be avail abl e.

12:41: 05 PM
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Senator Elton noted an uni ntended consequence of the fornula
basi ng costs on Juneau, Fairbanks, and Anchorage el ectrical
use when sonmething extrene happens like the Snettisham
aval anche which caused Juneau’s power costs to skyrocket.
PCE rei nbursenment under that scenario would be |ess. He
wondered if the bill’s new fornul a addresses this problem

M. Livey said he understands that PCE cost is based on
filings made with the Regulatory Conm ssion of Alaska in
which utilities describe their costs. If an event takes
pl ace and costs for the utility increase, those costs are
acknow edged by the rate setting system

DAVI D  TEAL, DI RECTOR, LEG SLATIVE  FINANCE DI VI SI ON,
expl ai ned that the case in Juneau woul d affect PCE; however
it was a fairly brief period of high rates and the inpact
woul d be spread over several years and is a weighted
average. He said the floor would be nore influenced by the
fact that Anchorage uses nuch nore fuel than Juneau and
Fai r banks uses diesel for 47 percent of its power.

Senator Elton stated appreciation that this legislation is
based on cost rather than |ocation. He assuned that if
there was a tenporary spike in cost in an urban area it
woul d be accommodat ed under the new PCE formnul a.

M. Teal said that the base rate would have been adjusted
under the old fornmula as well.

12:45: 57 PM

Senator Elton used the exanple of the Snettisham aval anche
to conpare the old and new versions of PCE. Under the old
system there was no assi stance to Juneau rate payers; under
the new systemthere would be energy relief to Juneau.

M. Teal said it was true that Juneau would be eligible
under the new PCE. He stated that he was not sure that the
system was designed to be used for only a portion of the
year. He gave an exanpl e of excessive costs in Fairbanks.

SARAH FI SHER- GOAD, DEPUTY DI RECTOR OF OPERATI ONS, ALASKA
ENERGY AUTHORI TY, DEPARTMENT OF COMVERCE, COVMUNITY, AND
ECONOM C DEVELOPMENT, stated that Section 2 of the bill
woul d have al |l owed Juneau to be eligible.

Senat or Huggi ns asked about the households with the nost
expensive kilowatt hour costs.

12: 49: 10 PM

Ms. Fisher-CGoad requested clarification of the question.

Senat or Huggi ns wondered how many people were “off grid”.
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Ms. Fisher-Goad stated she did not have infornmation on un-
served, “off grid” areas.

Senator Huggins felt it inportant to identify who is “off
grid” as soon as possible. Ms. Fisher Goad agreed, but
thought it would require | egislative assistance.

M. Teal pointed out that the current and proposed PCE
| egislation make utilities eligible for PCE rei nbursenent.

Senat or Huggi ns pointed out that people “off grid’” will need
assi stance, too.

Co-Chair Hoffman thought the cost of transporting fuel to
the site was what drove wup the <cost of generating
electricity in rural Al aska.

12: 53: 40 PM

Co-Chair Hoffman asked if sone communities would fall off
eligibility if the floor were to be rai sed.

Ms. Fisher-Goad said there are a few communities in the
North Sl ope Borough that would not be eligible.

Senator Thomas cited the “Power Cost Equalization Progrant
(copy on file) costs under various assunptions. He asked
about the low costs in Line Village and if they were based
on | ow popul ati on.

M. Livey thought that they were paying the difference
bet ween $52.4 and $1.17 per kilowatt under current |aw.

Senat or Thomas t hought the nunbers did not add up.

M. Teal referred to a handout for further information.

12:56: 56 PM
Co-Chair Hoffman inquired if electric line extension
prograns are “still on the books”.

MVs. Fisher-Goad reported that +the electrical service
extension fund was repealed several vyears ago. Such
prograns are typically funded by grants.

12:57: 48 PM

Co-Chair Hoffman referred to the Estimted FY 2009 Genera
Fund chart (copy on file.) He asked if Al aska received

about $10 billion in oil revenues |last year. M. Teal said
it did. Co-Chair Hoffman inquired if general fund
expenditures totaled $4 billion a year. M. Teal agreed.
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Co-Chair Hoffman summarized that |ast year Al aska started
off with a debt of $5.2 billion to the Constitutional Budget
Reserve (CBR). He pointed out that $4 billion was paid off.
He wondered what the bal ance of the CBR was today.

M. Teal reported that after |last year’s |legislative session
there was a deficit projected of about $200 mllion based on
the official oil forecast, which turned out to be about $1.1
billion low. At the end of FY 08, the forecast on the year
end surplus or deficit is now a surplus of about $900
mllion and woul d have been swept into the CBR on June 30.

12: 59: 39 PM

M. Teal observed that the surplus is approximtely $900
mllion, which would have been swept into the CBR, along
with the $4 billion that was previously appropriated to the
CBR. Currently, about $4.9 billion of the $5.2 billion has
been repai d.

Co- Chair Hof f man sunmari zed that $300 million is still owed.
Next year, if the price of oil averages even $110 per
barrel, Alaska will have just under $12 billion in revenue.

The $300 million will be paid off — just a drop in the
bucket of the CBR The state will have an operating budget
in the neighborhood of $4 billion, which wll |eave
potentially $8 billion in revenue. This gives the
appearance to the general public that the state is “awash in
noney”. He questioned what the state is doing to assist
Al askans with energy relief. He nmaintained that the
| egi slature needs to | ook at ways to help Al askans in |ight
of the anticipated surplus.

ADJ OQURNNMENT
The neeting was adjourned at 1:04 PM
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