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ACTI ON NARRATI VE
11: 05: 28 AM

CHAIR LESIL MCGQU RE called the Senate Special Commttee on
Energy neeting to order at 11:05 a.m Senators W el echowski,
Stedman, and McCGuire were present at the call to order.
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SB 132- SOUTHEAST ENERGY FUND

11: 06: 30 AM
CHAI R MCGAUI RE announced the consi derati on of SB 132.

SENATOR STEDMVAN, sponsor of SB 132, said this issue is partially
| eft over from back when the state created the Railbelt Energy
Fund. During that era there was a lot of need to expand energy
systens throughout the state, and the state is in that arena
again a couple of decades later. So, he went back in and “dusted
off some old |anguage” and found what the state has to help
communities nove forward with alternative energies, particularly
Sout heast hydro. A lot of focus has been on getting gas to
Al askans, but Southeast is a little detached from the main
corridor of the gas line; so this would be our bullet |ine.

CHAIR MCGQUI RE agreed that the legislature has spent a l|ot of
time talking about a gasline for rural and western Al aska, but
not as nuch on Sout heast.

DARW N PETERSON, staff to Senator Stednman, said SB 132 provides
a funding nechanism for construction of power generation
projects in Southeast and for conpletion of the regional
electric grid. The state’'s goal should be to provide |owcost,
renewable energy to all Al askans, and natural gas doesn’t
satisfy the energy needs of every region of the state.

The comunities in Southeast have a long history of working

towards the long-term goal of ener gy I ndependence by
col l aborating on power generation and transm ssion. However,
nost conmunities in the region still are not on hydro power and
the majority still burn oil to generate electricity and heat. In

addition, many of the hydroelectric assets in Southeast are at
or near capacity which severely linmts regional economc growh
opportunities, and while hydroelectric projects provide |ow
cost, renewable power over the long-term they are extrenely
capital intensive - as high as $1.5 billion for conpleting the
electric grid. The state has a critical role to play in
capitalizing these projects on the front end, and SB 132
broadens the authority of the existing Southeast Energy Fund to
provide that nmechanism The [list of critical hydroelectric
projects that my be funded through the Southeast Energy Fund
i ncl ude:

« Ketchi kan- Wi t man Lake Hydroel ectric Project

« Petersburg-Ruth Lake Hydroel ectric Project
« Sitka-Takatz Lake Hydroel ectric Project
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« Metlakatla Intertie to Ketchi kan Sitka-Blue Lake
Hydr oel ectric Project

« Prince of Wales Island Intertie Reynolds Creek
Hydroel ectric Project

« Falls Creek Hydroelectric Project

« Kake-Petersburg Intertie Metlakatl a-Triangl e Lake
Hydr oel ectric Project

11:10: 07 AM

SENATOR STEDVAN said a map in their packets indicates current
and future electrical intertie projects. The black 1line
connecting sone blue dots from Ketchikan to Wangell is totally
constructed or it wll be energized this sumer. The portion
bet ween Tyee Lake and Swan Lake, which basically hooks Ketchikan
to Petersburg and Wangell should be energized sonetine this

sumrer. The subconponent of the Southeast intertie is to bal ance
the draw on those two dans.

The grey line going to Kake is in the proposed stage and is an
access road and power line. Kake runs totally on diesel fuel and
has a fishing fleet, a cold storage and fish processing wthin
the community as well as hone heating and commrercial business
needs. It has a popul ation of about 600 people. That is the next
community they are trying to hook up along with Mtlakatla on
the southern end. Metlakatla has excess power and they are in
the process of hooking it up to Ketchikan with a little |less
than a mle of submarine cable. These connections are being done
in an increnental nethodical order so when the highly capita
i ntensive hydros gets built, all the juice can be drawn out of
them al nost imedi ately to offset the high capital cost.

11: 13: 46 AM

SENATOR STEDMAN said Ruth Lake, a little north of Petersburg, is
under consideration for a new hydro sight; Takatz, a 28 ngW dam
is north and east of Baranof |Island. Thayer Lake would feed

Angoon, but getting that on line will be a nulti-decade process.
Juneau has Lake Dorothy and Snettisham but has no power source
comng out of the north end. So the intertie wll have sone
redundancy, particularly for Juneau, either through G eens Creek
out of Takatz or from Haines/ Skagway down. So, if the power
lines are lost |ike what has happened in the last two winters in
Juneau, it can still run on hydro. Miltiple neetings are

happening within the region to get all the conmunities working
together, not nuch unlike what they are trying to do with the
Rai | belt energy utilities; so they are noving forward.
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SENATOR STEDVMAN reminded them of the msconception that
Southeast is all on hydro and therefore they have very
I nexpensive energy sources, but nost of the hones in the
communities on hydro, Juneau and Sitka are exanples, heat wth
diesel fuel and the hydro is at or near capacity. Sitka is
| ooki ng at extending the height of Blue Lake Dam and i ncreasing
its generation capacity to hold the conmunity over till Takatz
gets built. Lake Dorothy is another one that is going to be put
in, in phases. The projects are very expensive capital-w se and
cheap to operate. But they want to make sure in solving the
energy needs of Anchorage, Fairbanks, and the Kenai Peninsula
that they also look south and west to the Alaskans that |ive
al ong the coast and conme up with a statew de energy sol ution

SENATOR STEDVAN said Al aska may be the wealthiest state in the
nati on, but he wants to make sure the state can take care of its
energy needs and can develop and expand its enploynent and
educational opportunities. The need to expand hydro capacity in
Sout heast is directly tied to the area s enploynent and econom c
stagnation. “If we don’t find sone way to create conpetitively
priced energy, then we’'re going to continue to have stagnation
problenms in Southeast.” This bill puts the Southeast Energy Fund
in front of the legislature to consider as a tool as it noves
forward to solve the energy needs of all Al askans.

SENATORS KOOKESH and HOFFMAN j oi ned the conmittee a while ago.

11:18: 08 AM

SENATOR KOOKESH said the sponsor statenent nentions $1.5 billion
for the fund, and he wanted people to understand that this just
establishes the fund, but the noney would go into it over tine.

SENATOR STEDVAN said that is correct. A FERC process is under
way at Ruth Lake, and Takatz probably wouldn't be ready for
construction in six or seven years at the earliest. There is
also interest in comng up with a nore formal regional plan so
everyone including the state agrees on the order in which
projects will be constructed. So they can take steps precisely —
because the projects will nost likely it will be done wth heavy
debt | oads and sonme equity help fromthe state and communities.

11: 20: 05 AM
CHAI R MCGUI RE asked about what kind of jobs wll conme out of
t hese projects.

SENATOR STEDVAN said Mahoney Lake in Ketchikan is 9.6 mW
Takatz is possibly 28 ngW or larger and may cost $250 million.
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If they could get to the point of having an orderly and fairly
qui ck build out over a period of 15 years, tunnel crews could be
kept busy, but that is probably optimstic. Mst of the tunnel
crews and special crews are brought in. A lot of operating
engi neers, |aborers, and truck drivers wll be needed - roads
wll have to be built. It wuld help enploy a Ilot of
construction forces and give conmunities’ nenbers an opportunity
to have sone high-paying Davis Bacon jobs through that process.
The whole town of Sitka booned for a couple of years when it
built Green Lake in the md-80s. Juneau still feels the economc
stinmulus fromthe construction of Lake Dorothy.

11:21: 57 AM

CHAIR MCGQU RE said there may be sone opportunities for hydro
specialties in education at the University of Al aska Southeast,
which is a unique place for hydro - and folks may want to be
experts.

MR. PETERSON said the Southeast Energy Fund already exists in
statute, but is just being anmended. The original Southeast
Energy Fund was project-specific to deal with Swan Lake and Tyee
Lake hydro projects. SB 132 just anends that existing fund to
| ook at a broader scope of energy projects, not just hydro.

CHAI R MCGUI RE asked Senator Stedman if any other energy projects
are out there.

SENATOR STEDVAN said there is interest in tidal. Not shown on
the map is a connection up the Bradfield Valley into the
Canadi an grid, which would allow them to inport or sell power.
That is part of the Southeast |ong range plan. Sone geothernal
possibilities are |ocated near Ketchikan, Baranof Island and the
north end of Hoonah Sound.

11: 24: 29 AM

ROBERT VENABLES, Energy Coordi nator, Southeast Conference (SEC),
supported SB 132. He said the SEC is a private nenbership
organi zation that is one of the state’s many ARDORs (regional
devel opnent organi zations) it is also the federally recognized
econonic developnment district representative. The Railbelt
Energy Fund, nentioned earlier, was established in 1986 and
bet ween 1986 and 2005 a total of $486 mllion was appropriated
to it; $437 mllion of that was appropriated for various energy
projects in that region including the Susitna Bradley Lake, the
Al aska northern and southern interties as well as the Healy Co-
generation project. In 1993 |awrakers anended that fund' s
enabling legislation to include a broader authorization for
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prograns and projects and other expenditures to assist in
neeting the Railbelt’s energy needs much like SB 132 will amend
t he Sout heast Energy Fund.

In 1997, the Southeast Conference formed an energy conmttee,
originally called the Intertie Commttee, commtted to working
on the developnment of the regional electrical grid system in
Sout heast. This is not a new idea. Plans go back as far as the
1920s. The Al aska Energy Authority (AEA) put together what they
said would be a 20-year plan to put together the Southeast
electrical intertie system in the 1980s. Had it been funded,
comunities would already be plugged into it. But unfortunately,
when the price of oil goes up, everyone panics, then when it
goes down again, they say we can't afford it. So when prices
spi ke again we are unprepared — although he has heard that this
time it is different.

11: 27: 32 AM

MR. VENABLES said progress is being nmade and the best exanple is
the 57-mle Swan/Tyee intertie that connects those conmunities
and allows the next logical legs to Mtlakatla and Kake to be
interconnected to that grid system In 1997 when the Southeast
Conference formed the conmittee, it comm ssioned Hatch Acres to
put together a study that was called *“The Southeast Al aska
Electrical Intertie System Plan,” and that has been their
blueprint for all of their efforts to date. As Senator Stednan
menti oned, that plan needs to be updated with a new integrated
resource plan. It is the report that the U S. Congress in
February 2001 authorized and cited in public law (Pub.L.) 106-
511 and authorized $384 nillion to develop this intertie along
wth a 20 percent match from private and state sources. So, if
the state does put noney aside, the authorization and plan are
in place. Since the 1997 Acres report and the 2001 Congressional
aut hori zation, the SEC has continued to work with its nenber
communities and funding partners such as USDA Rural Devel opnment,
the Denali Commssion, and the State Legislature to further
devel op the regional electrical intertie system

VWiile progress is being nmade, there are many energy needs in the
region that are costly to build without any funding nechanism
avai l able. Today the intertie system needs they are focusing on
are two-fold — the obvious need for the physical 1inks that
connect the transmssion lines comunity to commnity, and
funding for the HB 152 grants that AEA has forwarded for the
| egi sl ature’s approval that have allowed many of these projects
to nove forward.
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11: 30: 07 AM

MR. VENABLES said that the estinmated cost for devel oping such an
intertie system is now approaching $500 million. Cbviously it
can’t be done all at once, but a plan is needed and this w|l
help fund it in an orderly fashion.

The second system need is to develop capacity along the line to
nmeet the ever-increasing growh of electrical use. The spike in
oil prices last year brought that to the fore. Also, it is
needed to quicken the pace towards conversion from diesel
generated space heat to electrical, which is already consum ng
the excess capacity in nmany of the communities that are having
to supplement their hydro with diesel or they can see the date
that diesel will have to be run on a regul ar basis.

He said that many projects in Southeast can neet these grow ng
needs and the map is just a snapshot. Southeast Al aska has been
called the Saudi Arabia of hydro. The intertie allows resources
to be developed that aren't just wthin a conmmunity. Sone
communities will be forced to do biomass or geothermal and that
can be fed into the grid system and can becone econom c engi nes
and opportunities for all the communities. Oten technology is
not quite ready like with tidal and wind, but as they becone
nore cost effective, it can all be integrated.

11: 32: 26 AM

MR. VENABLES sai d the Southeast comrunities have worked together
to forge a vision to develop its vast renewable resources into a
regional electrical intertie system but a funding mechanism to
construct such a system still alludes them SB 132 can be the
needed nechani sm

CHAIR MCGQUIRE asked if the federal stinulus package has any
nmonies that mght be comng to nunicipalities to assist in
devel opnent in this area.

MR. VENABLES replied that even if they were shovel ready, which
they are not, the stinulus package is designed to ignore hydro
devel opnent. He has heard of sonme discussions wthin the
| egislature on witing a resolution urging a new definition for
renewabl e resources because of that. The other point is that the
shovel -ready status, because they have not been able to commt
resources to design and get projects ready, they would not be
ready to do very many projects within the 90-day tinme franme many
are tal ki ng about.

11: 34: 12 AM
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CHAIR MCQUIRE said the potential for exporting energy to
Canadi an neighbors and attracting manufacturing and jobs in
terms of |ow cost energy is another potential opportunity. SB 31
that Senator Stedman has been helping her with has a production
tax credit for renewable energy, and hydro has been specifically
included in that definition. She is hoping that will give sone
noral authority to his conversation. Oregon has allowed hydro to
remain a part of its definition of renewable energy, but
Washi ngton State has chosen not to.

11: 35: 20 AM

GORDON WROBEL, ElIfin Cove Nonprofit Corporation, said ElIfin Cove
is 8 mles due west of Juneau on Chichagof Island. It sits on
top of one of the nost prolific fisheries in all of Alaska. He
supported SB 132 because it provides support for small
communities like his that are interested in elimnating their
dependence on fossil fuel generation. Currently they are paying
about 50 cents per kilowatt; at that rate virtually all econonic
devel opment that is energy dependent is not possible for themto
be conpetitive.

11: 36: 40 AM

ANDREW THOVAS, Executive Director, Sitka Conservation Society,
supported SB 132 saying Sitka is very excited about increasing
the potential for devel oping renewabl e energy resources there. A
ot of different entities in the conmunity have been | ooking at
how to develop their renewable energy in Sitka and how to take

action on climte change. In addition to all the economc
benefits this bill will create in terns of comunity resiliency
and sustainability, and |ong-term econom c devel opnent, it wll
help them get away fromusing oil. Sitka has two hydro electric
facilities that were installed in 1950 and in 1980. The one in
the 1980s was built in response to the 1970 oil crisis.
Currently their total energy budget is 80 percent oil and 20
hydroel ectric. This bill wll provide an opportunity for Sitka

to really develop its renewable energy resources and it is a
priority for the comunity to take action on climte change.
This bill will help themcontinue to do that.

11: 38: 24 AM

SENATOR STEDVAN noved to report SB 132 from conmttee wth
i ndi vidual recomendations and attached zero fiscal note(s).
There being no objection, the notion carri ed.

SB  54- PRI CE GOUG NG | NVOLVI NG ENERGY RESOURCES

11:39: 17 AM
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CHAI R MCGAUI RE announced the consi derati on of SB 54.

SENATOR W ELECHOWSKI, sponsor of SB 54, noved to adopt the
committee substitute (CS) to SB 54, |labeled LS0209\S. There
bei ng no objection, the notion carri ed.

SENATOR W ELECHOWBKI introduced his staff, George Ascott, who
presented this bill at the last hearing. Based on the testinony
then, the bill was nodified slightly. A provision was deleted
that created an objective defined standard for “excessive” and
“exorbitant” to be 10 percent above the price that it was sold
for by Seattle refineries. This concern was raised by the
refiners; and the CS still keeps the bill strong and
acconpl i shes the objective.

ED SNI FFEN, Assistant Attorney Ceneral, Departnent of Law, said
his duties include enforcenent of Alaska s Consuner Protection
Act, and SB 54 would nmke excessive or exorbitant prices by a
refiner a violation of the act that would fall wthin his
authority to enforce.

He explained that making an act a violation of the Consuner
Protection Act creates an opportunity for private individuals to
al so bring an action to stop the conduct. That may be sonething
that hasn’'t been considered. Oherwi se he has no comments and
was avail able to answer questions.

11: 42: 17 AM
SENATOR STEDMAN asked how “exorbitant or excessive” is defined
on page 1, line 10.

MR SNIFFIN replied that it is a fairly broad description and
there is no current case |aw that addresses exorbitant or
excessive prices in a consunmer context. This |anguage tracks
| anguage that is used in price gouging laws from sonme East Coast
states that prohibit exorbitant or excess prices. He is hopefu

that those laws would give some guidance on exactly what that
means, but the standard is fairly broad and they would have to
work with it as best they can.

11: 43: 44 AM

SENATOR W ELECHOWSKI said he was sinply trying to acconmobdate
testinmony fromthe refiners, and he would be happy to go back to
the original |anguage. O herw se excessive and exorbitant wll
ultimately be defined by the courts.
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CHAIR MCGUI RE said nost states have a price gouging statute on
t he books, and asked if in M. Sniffen's analysis of those if he
found that they used “excessive and exorbitant.”

11:45: 15 AM

MR. SNI FFEN answered that the statutes he |ooked at wused a
vari ety of descriptions for conduct that should be stopped. For
exanpl e, when Hurricane Katrina hit, Louisiana’ s price gouging
statute went into effect. Their statute says during the state of
a natural disaster or a declared state of energency, if you
charge prices in excess of a certain percentage above the price
that was charged 30 days before the disaster that is considered
to be exorbitant or excessive. A l|lot of the price gouging
statutes are keyed around prices that were in effect prior to a
state of energency and they say a price above a certain
percentage can’'t be charged over that preexisting price. Al aska
is not trying to key this provision to a declared state of
energency. Wthout a definition, they would have to see what the
courts would say about it as it works through the enforcenent
process.

CHAIR MCGQUIRE said this is his area of expertise, and asked what
the trends are for other departnments of law in interpreting
t hese terns.

11: 47: 25 AM

MR. SN FFEN explained that 90 percent of the states that have
price gouging |aws only have themtriggered in the event of sone
decl ared state of enmergency. A few states on the East Coast have
price gouging laws that are triggered in the face of *“nmarket
energencies” that don’'t require a natural disaster — but rather
a financial disaster of sone kind. Once the laws are triggered,
nost states have laws that say the price cannot be increased
nmore than a certain amount over what was charged before the
di saster. They try to prevent retailers from taking advantage of
consunmers during their nost dire tinmes of need. Sone states say
t hat neans what other people are charging for the same goods and

services in areas where a market energency doesn’'t exist. In
these states, “excessive and exorbitant” hasn't ever been
i nvoked.

11:49: 23 AM

SENATOR HOFFMAN said this |egislation seens to be geared for the
refineries, but why doesn’'t it include other businesses in the
state that don’t have refiners.
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SENATOR W ELECHOWSKI answered that he considered that, and he is
open to addressing that. But the Attorney GCeneral’s report
indicated that the gap appeared to exist with the refiners.

SENATOR HOFFMAN sai d he thought the question to M. Sniffen was
regardi ng gasoline, and his investigation was in that regard. He
didn’t think M. Sniffen | ooked at what was happening in western
Al aska and other parts of the state.

11:51: 07 AM

MR. SNI FFEN responded that is correct for the nost part. But as
part of the investigation he became aware of sone of the
practices related to heating fuel and other products sold by the
refineries. He explained that there are only tw gasoline
refiners in Alaska — one of them produces a mmjority of the
gasoline. But there are a nunber of retailers and distributers,
so the conpetition anong the sellers of petroleum products
beconmes better the farther away one gets fromthe refinery. That
is different in different parts of the state. The Railbelt area
has fairly decent retail conpetition, but in rural areas there
isS no conpetition.

SENATOR HOFFMAN remarked that is thrust of his concern. O her
areas of the state such as the YK Delta, Bristol Bay, and Norton
Sound have primarily one distributor and the potential for price
gougi ng exists there as well.

11:52: 49 AM
SENATOR W ELECHOWSKI said he would be happy to nodify the
| anguage to include that issue.

SENATOR HOFFMAN t hanked him and said he wasn’'t asking to hold
it up at this stage, but he would like to work with his office
to broaden it to areas of the state that have very little if any
conpetition.

SENATOR STEDMAN sai d Sout heast Al aska inports nost of its fuel
oil from Seattle. H's constituents’ concern is that sone of the
| arger fuel buyers can purchase fuel at $1.20 per gallon, and
the punp price is $3.00. The issue is broader than a refinery

issue. Prices in Southeast have conme down into its’ “nornal
spread” over Seattle, but it “was awful inelastic on the
downside.” He understands that had to do with sonme “hedging

busi ness practices.” But it is a great concern because a lot of
communities in Southeast have virtually one supplier. He asked
the sponsor also to take a | ook at broadening the applicability
as the bill noves al ong.
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11:54: 53 AM

SENATOR W ELECHOWSKI said he would be happy to do that. He
nmentioned that he did get sone e-nmils from people in Southeast,
Ketchikan in particular. He figured Senator Kookesh would be
interested in Angoon prices as well.

SENATOR STEDVAN asked M. Sniffen to respond to the Southeast
portion of his report.

MR. SNIFFEN said the Southeast portion of his report was
l[imted. He gathered information about energy suppliers of fuel
into Juneau and other points in Southeast Alaska to determine if
there was an economc basis for the prices they charge or if
those prices were the result of sone kind of collusion or an
anti-trust activity. There seenmed to be economic justification
for the prices that they charged.

One of the concerns he keeps hearing from Southeast consuners
in Ketchikan in particular, is that they know how nuch gas costs
in Seattle and that it can’'t possibly cost that much to
transport it up here. So why is it so nuch nore?

MR SNIFFEN' S answer is that the anpunt of profit a business
wants to tack on to their Jlanded price of fuel <can't be
controlled through statute. Looking at the conponent of what it
costs to get fuel to an area is not the way to |ook at what
prices should be. The prices are what the market wll allow
When there aren't many conpetitors nonopolistic pricing
practices go on, and that is not illegal, which is why this bil
would at least allow himto ook at that kind of conduct - to
see if while there is no an illegal anti-trust pricing schene
going on, that the prices are exorbitant and “they shouldn’t be
all owed to charge them”

H's conclusion for Southeast market is that there was no
collusion that could be identified from the evidence — and they
| ooked at quite a bit and interviewed a nunber of people. It
seens |like the prices were the result of big fluctuations and a
| ot of “hedging activity.”

11:58: 47 AM

SENATOR STEDMAN sai d he understands the hedgi ng nechani sns, and
when you hedge on the wong side of a bet you can have
substantial |osses, and when you have no conpetition, it makes
it very easy to enbed those into your price to recoup. That is a
concern, but from a historical standpoint, Sitka once had two
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vendors, and then one purchased the other which created a little
bit of interest. A lot of people in the community expected an
increase in prices with one supplier, but they hoped it would be
backed up with service and the quality of the installation. But
as tinme went on, nore constituents got concerned that what in
fact happened is that they ended up with a nonopoly — to their
detrinment in general. Although that hasn’'t been publicly
expressed, it has been expressed privately.

If they were to be able to back up the clock, there would be a
ot of interest in the community to object to nergers like that,
because it puts them in a position of one supplier. A snall
operation cane in with one fuel punp for a little bit, but when
you try to site a bulk facility in a community it is difficult
and expensive. He cautioned other communities around the state
to not hesitate to speak up if there is consolidation going on

Pet ersburg was al so consolidated into one bul k plant.

12:01: 26 PM

CHAIR MCQU RE said when the bill first canme before the
commttee, the concern was trying to define the dollar anpunt
relative to Seattle pricing. There mght be legitimte reasons
for the price disparity, but having this tool is appropriate, as
is any tool to keep the pressure on fair prices for the benefit
of Al askans is healthy.

12: 02: 42 PM

DANA OLSON, representing herself, said this issue belongs in the
Attorney Ceneral's Ofice. She has heard a major problem with
inconsistencies regarding 42 USDA Section 2000(d) where a
refinery cannot get a grant and have no grievance procedure.

12: 04: 44 PM

JEFF COOK, Director, External Affairs, Flint HIls Resources
Al aska, said his previous testinony from February 12 stands, but
with sonme additional comments on the CS. He was concerned that
removing the 10 percent cap could arguably make it worse for the
refinery. They wouldn’t have any idea of what to price to avoid
the ruinous penalties. The world econony and nmarkets have
continued to change for the worse since his February testinony.
H's refinery is losing noney again and the outl ook is uncertain.
| nt er nat i onal cargo flights are down at the Anchorage
International Airport by 30-40 percent and jet fuel for the
airport is Flint HIlls primary product. He just read in the
paper that Fed Ex has transferred 68 pilots out of the Anchorage
area. This legislation threatens the long termviability of the
refinery.
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12: 06: 36 PM

SENATOR STEDVAN asked if the refinery is running at ful
capacity or if they are having shut down issues. The Finance
Commttee had testinony from the Departnent of Transportation
and Public Facilities (DOTPF) concerning the Anchorage airport
and he asked the departnment for an update on the volunes of
freight and fuel there.

MR. COCK responded that |ast Saturday they shut down Crude Unit
3, an unprecedented nove, because the demand for jet fuel was
down so significantly. They had no further storage capacity and
couldn’t market it. He hoped the shutdown was for only three to
four weeks. One year ago they were shipping 80 railcars per day
from Fai rbanks to Anchorage, now they are down to 40.

12:08: 13 PM
SENATOR STEDVAN asked him to put that shutdown into some scale
so peopl e coul d under st and.

MR COX replied that they have three units. Crude Unit 1, the
original one, cane on line with construction of the TAPS in
1977; it produces diesel and jet fuels. Crude Unit 2, built in
1984/ 85, produces gasoline and asphalt as well as diesel and jet
fuels. Crude Unit 3 was built in 1998 and its primary purpose
was to take care of the increased jet fuel demand at the
Anchorage Airport. That would account for one-third of their
pr oducti on.

SENATOR STEDVMAN invited himto join in the presentation to the
Finance Committee wth DOIPF as a separate presenter to have
i nput about the inpacts to the refinery. He said he would also
invite the Al aska Railroad.

12: 09: 39 PM

KIP KNUTSEN, Manager, External Affairs, Tesoro Al aska, said this
CS is a dramatic change since it is now a gouging bill instead
of a price cap bill. He wanted to reserve comment at this tine.

He noted that his conpany would have to spend significant
limted resources to define these terns of excessive and
exor bi tant.

SENATOR STEDVAN extended the sane invitation to him to attend
the Finance Commttee since it is a large issue for the
community of Anchorage.

12:11: 40 PM
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SENATOR W ELECHOWSKI noved to report CS for SB 54, version S,
from commttee wth individual recomendations and attached
fiscal note(s). There being no objection, CSSB 54(ENE) noved
fromcomttee.

SB  71- ALTERNATI VE ENERGY FOR PUBLI C WORKS

12:12: 17 PM
CHAI R MCGAUI RE announced the consideration of SB 71

DAVE STANCLI FF, Staff to Senator Gene Therriault, sponsor of SB
71, said this bill is sinply a piece of legislation to prepare
Al aska for the alternative energy resources that are happening
everywhere around the state. Everyone is famliar with the
Al aska Energy Authority (AEA) report, and Senator Therriault has
several communities in his district that are [|ooking at
sonet hing other than fossil fuels to provide energy and heat for
bui | di ngs.

The state has a trenendous nunber of public facilities and DOTPF
involves itself in the designing process of building them SB 71
suggests that DOTPF, as they consider the design of these public
facilities, look at what may be coming on line and if they think
those resources could play a part in solving sone of the energy
problems they could incorporate acconmodations for those
facilities in their designs. A good exanple of that would be
bi omass as people from Sout heast and Interior Al aska are working
on produci ng wood bionass to heat public facilities - sonething
that is occurring in the Lower 48 as well.

MR. STANCLI FF reasoned if a facility is designed with only one
small boiler room and one boiler and it happens to be fossi
fuel, and along conmes a biomass source of energy, a retrofit

will be costly and tine consumng. Wereas if they had just
increased the size to allow for a secondary fuel source such as
bi omass to be used, there wll be trenendous savings to the

state. This does not require DOTPF to make those decisions, but
sinply requires them to do an assessnment and to nmeke a
determ nation, hopefully in concert with AEA and other folks, as
to what nay be coming down the line in terms of energy.

In closing he said Senator Therriault has had him working on
alternative energies issues. The Tok school was about to put in
the first biomass heating system that is estimted to save
$80,000 to $100,000 per year with fuel prices at $3/gal - and
they were $5/gal |ast year. Wen folks cane out to look at their
utility room the coment from the AEA engineer is if this
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building were just six feet wider and four feet |onger they
woul dn’t have to add on to accomrpdate the new facility.

12:16: 01 PM

CHI RI STOPHER HODG N, Pr oj ect Manager , Depar t ment of
Transportation and Public Facilities (DOIPF), explained that
when they inplenment a retrofit for any viable alternative energy
systenms, they would be able to prepare for the <costs to
i npl enent them They won't be able to totally elimnate retro
fit costs, but this bill wll help mnimze them \Wen
determining a viable energy alternative system they would al so
like to be able to consider maintenance costs so that the entire
life cycle costs of that alternative can be evaluated overall
with the building when it’s constructed.

12:17: 54 PM

JEFF  HERMANS, Forester, Tok area, D vision of Forestry,
Department of Natural Resources (DNR), said he was involved in
the Tok school project that was just funded by AEA. That project
provides four full time jobs in Tok, a special benefit to the
community and the state.

He said that right now diesel is $3.80 per gallon in Tok, its
unenpl oynent is 40 percent and in the outside villages it’s 70-
80 percent. Tok has the school, DOIPF, |ow income housing,
senior citizens, Head Start building, DNR Forestry, Troopers and
the Courthouse - all state buildings - and they use 100,000
gallons of fuel oil per year. In ten years that’s $2 nillion
that | eaves Tok and goes to the oil conpanies!

A | ocal contractor already nmakes ©pellets, and if those
facilities wused renewable resources such as pellet furnaces,
they could have a bulk fuel pellet contract with them For a
smal | business to have a contract for $200,000 of their product
every year would be a substantial benefit. The State of Al aska
says they want to do renewable energy, and the best way to
pronote the use of it is to practice it thenmselves. The anount
of fuel oil being burned by public facilities across the state
i s overwhel m ng.

MR. HERMANS suggested that if the state did start doing this
that it ook at public facilities per region instead of “shotgun
effect” over the entire state, because they have to get to an
econony of scale.

12:20: 58 PM
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DANA COLSON, representing herself, said she faxed testinony on SB
71. She just became aware of an Al aska Energy Authority book
through the Legislative Information Ofice, and there are a | ot
of bills passing. Maybe they should reconsider sonme of those
bills because they are on docunents that are not publicly
avai | abl e.

12: 23: 31 PM
MR. STANCLI FF rem nded people that the AEA report is available
on the Governor’s website.

SENATOR THERRI AULT, sponsor of SB 71, said with the passage of
the alternative funding mechanism last vyear, the state is
helping with the supply side of alternative energy sources. |If
the state builds into the state’'s facilities the ability to be a
consuner, then it <can help on the demand side, too. In
communities like Tok or dennallen, if there is a garage or a
trooper facility that has the capability of providing heat for
the facility, that provides a base demand in the community which
allows the fixed cost for the pellets to be spread over a | arger
demand and | owers the cost for all the private consuners, too.

12:25:11 PM

SENATOR W ELECHOWNSKI noved to report SB 71 from conmittee with
i ndi vi dual recomrendations and attached fiscal note(s). There
bei ng no objection, the notion carri ed.

12: 25: 54 PM
There being no further business to conme before the committee
Chair McCQuire adjourned the neeting at 12:25 p. m
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