SENATE FI NANCE COW TTEE
February 3, 2009
9:02 a.m

9:02: 21 AM

CALL TO ORDER

Co-Chair Stedman called the Senate Finance Comm ttee neeting
to order at 9:02 a. m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co-Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senator Johnny Ellis

Senator Kim Elton

Senat or Donny O son

Senat or Joe Thomas

MEMBERS ABSENT

None
ALSO PRESENT

Senator Cene Therriault; Jay Livey, Staff, Senator Hoff man,
Sponsor ; Kat hi e Wasser man, Executive Director, Al aska
Muni ci pal League; Meera Kohler, President CEO Al aska
Village Electric Cooperative; Mke Harper, Deputy Director,
Rur al Energy G oup, Al aska Energy Authority; Li nda
MacM Il an, Accountant, Alaska Energy Authority; Kar en
Sawyer, Staff, Senator Charlie Huggins; Kathie Wsserman,
Executive Director, Al aska Minicipal League.

PRESENT VI A TELECONFERENCE

Denise Mchels, Myor, Cty of None and President, Al aska
Muni ci pal League; Richard Gazaway, Hearing Exam ner,
Regul atory Conmm ssion of Alaska; Shirley Perkins, Business
Ower, ElIfin Cove; Mchael Hoffman, Association of Village

Counci | Presi dent s; Myron P. Naneng Sr., Pr esi dent,
Association of Village Council Presidents; Tom Lakosh,
Anchor age; Paul D. Kendall, Anchorage.

SUMMARY

SB88 "An Act repealing certain provisions relating to

nodi fying the factors that apply to calculate the
amount of power cost equalization; providing for
an effective date by repealing the effective date
of sec. 3, ch. 2, 4SSLA 2008; and providing for an
effective date.”
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SB 88 was HEARD and HELD in Committee for further
consi derati on.

#sb89

SB89 "An Act relating to retirement benefits for
menbers of the Alaska Territorial CGuard; and
providing for an effective date."

SB 89 was POSTPONED.

#sb90

SB90 "An Act making a special appropriation to the
Department of Mlitary and Veterans' Affairs to
provide retirement benefits to nenbers of the
Al aska Territorial Guard; and providing for an
effective date.”

SB 90 was POSTPONED.

#

SR4 Rel ating to the federal stinmulus package.

CSSR 4(FIN) was REPORTED OQUT of Commttee with a
“do pass” recommendation and with new fiscal note
by the Senate Finance Conmttee for al
depart nments.

SIR5 Urging the United States Departnent of Defense to
pay veterans benefits retroactively and to
continue to provide retirenent benefits for
menbers of the Al aska Territorial Guard who served
during World War 11.

CSSJR 5(FIN) was REPORTED out of Conmmttee with a
"do pass" recommendation and with new zero fisca
note by the Senate Finance Conmittee for al
depart nments.

9:02: 39 AM

Co-Chair Stedman read the agenda and reviewed previous

actions. He explained that SR 4 was simlar to SR 3; a new

resolution was required to correct a drafting error in SR 3.

#SR4

SENATE RESCLUTI ON NO. 4

Rel ating to the federal stinmulus package.

Co-Chair Hoffman MOVED to ADOPT Wrk Draft 26-LS0480\E,
Banni ster, 2/2/09. There being NO OBJECTION, it was so
order ed.

9: 05: 54 AM
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Co-Chair Stedman noted there were three changes in the CS:
t he Senate Finance Committee is now the prine sponsor, outer
continental shelf |anguage was added on page 2, starting on
line 7, and a list of recipients to receive copies has been
added. There is a zero fiscal note. He stated that public
testi nony had al ready been taken for SR 3.

9:06:49 AM AT EASE
9:07:29 AM RECONVENED

Co- Chair Hoffrman expl ai ned changed | anguage on page 2. The
primary reason for the resolution is to make the w shes of
the state known, particularly to nake sure the stinulus
package reached all regions of the state.

Co-Chair Hoffrman stated that if the House takes action,
there could possibly be a joint resolution, which would
carry nore weight, but he thought the Senate should nove
forward

Co-Chair Stedman agreed that if the House sends a
resolution, the Senate would take swift action towards a
j oint resolution.

9:09: 04 AM

Senator Huggi ns explained that the outer continental shelf
provision on page 2, line 5 wuld give the state 37.5
percent of oil revenue. The provision would put Al aska in
equity with the gulf producing states established in the
2006 Energy Security Act.

Senator O son comented wondered if the outer continental
shelf provision was worded strongly enough. He thought the
section was the nost significant portion of the resol ution.

Co-Chair Stedman stated that if the adjustnent is nade, it
woul d have far reaching inpact on the state.

Co-Chair Hoffman MOVED to report CSSR 4(FIN out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.

CSSR 4(FIN) was REPORTED QUT of Commttee with a “do pass”
recommendation and with new fiscal note by the Senate
Finance Commttee for all departnents.

#SB88
SENATE BILL NO. 88

"An Act repealing certain provisions relating to
nodi fying the factors that apply to calculate the
amount of power cost equalization; providing for an
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effective date by repealing the effective date of sec.
3, ch. 2, 4SSLA 2008; and providing for an effective

date."
9:12: 04 AM
JAY LI VEY, STAFF, SENATOR LYMAN HOFFMAN, SPONSOR, expl ai ned
that the bill is part of the energy package dealing wth
electricity. The bill would make electricity affordable in

rural areas through mneking permanent changes to previous
| egislation. During the July special session, the ceiling on
Power Cost Equalization (PCE) was raised from52.5 cents to
$1.00. The change was for one year through June 30, 2009

The bill would nake the change to $1.00 pernanent.

M. Livey pointed out that PCE nakes energy affordable in
rural Al aska by subsidizing 500 kilowatt-hours (kW) per
nonth of power for famlies. Power Cost Equalization is
calculated on the difference between two ranges. The upper
range is $1.00. The bottomrange is the average of costs in
Fai r banks, Anchorage and Juneau, and hovered around 12.2 and
12.8 cents for the past few years. Power between that range
is currently subsidized. He gave exanples that amobunted to a
di fference of paying $60 instead of $140.

9:15:59 AM

M. Livey added that the provision covers only the first 500
kWwh of power, which 1is only enough for very basic
electricity. The bill makes sure people can afford basic
electricity.

9:17:41 AM

M. Livey reviewed sections of the bill. The first section
repeals the previous provision, so that the upper PCE
ceiling does not revert back to 52.5 cents. Section 2 nakes
SB 88 retroactive to June 30. Section 3 repeats a section of
the law that woul d have nmade the previous section effective
June 30. Section 4 makes the bill effective immed ately.

9:18:17 AM

Co-Chair Hoffrman added that when the previous |egislation
passed the Senate, there was a broader piece of |egislation
i ncludi ng communi ties using hydropower above the 12.5 cents
or that may have otherw se been excluded. Those communities
i ncluded Kodi ak and Fairbanks. He asked the commttee to
consi der adopting a simlar provision through the anendnent
process.

9:19:57 AM

Senat e Finance Committee 4 02/03/09 9:02 A M



Senator Thomas agreed and referred to the broader bill. He
stated that the price of oil has negatively inpacted the
I nterior.

Co-Chair Stedman referred to the fiscal note by the
Depar t ment of Commerce reflecting the $5.5 mllion
appropriation need to capitalize the fund.

9:21: 21 AM

Co- Chair Stedman OPENED PUBLI C TESTI MONY.

DENI SE M CHELS, MAYOR, CITY OF NOVE and PRESI DENT, ALASKA
MUNI Cl PAL LEAGUE (testified via teleconference), spoke in
support of the |egislation.

9:22:16 AM

Senator O son queried the cost of a kWwh in None. Ms. Mchels
answered 36 cents. Senator O son asked if that includes w nd
power put into the grid. Ms. Mchels answered no, as it is
just getting going.

9:22:47 AM

Rl CHARD GAZAWAY, HEARI NG EXAM NER, REGULATCORY COW SSI ON OF
ALASKA (testified via teleconference), informed the
conm ttee that he was avail able for questions.

SHI RLEY PERKI NS, BUSI NESS OMNER, ELFIN COVE (testified via
tel econference), suggested anending SB 88 so that it would
include small businesses. She owns a small business wth
electric <costs of nearly $2,000 each nonth in the
summertinme, even with working to conserve. Diesel fuel cost
$5.70 per gallon in ElIfin Cove. Electricity is generated for
60 cents per kWh. The community has applied for funding for
hydroel ectricity, but it takes time. Currently PCE covers
the first 500 kWh in the hone; previously it covered the
first 750 kWh. She wanted fundi ng back to the higher |evel.

9: 24: 58 AM

KATH E WASSERMAN, EXECUTI VE DI RECTOR, ALASKA MJNI Cl PAL
LEAGUE (AM.), testified in support of SB 88. She reported
that AML had just finished its |egislative conference; their
top two priorities are energy and transportation. The | eague
intended to work closely with the |egislature on PCE

Senator O son asked if AML had statistics about the effect
of energy costs on small businesses. Ms. Wassernan said she
woul d get numbers. She added that when businesses close in a
smal | community, everyone is affected.

9:27:51 AM
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MEERA KOHLER, PRESIDENT AND CEO, ALASKA VILLAGE ELECTRIC
COOPERATI VE, testified in favor of SB 88. She expl ai ned that
the cooperative is a non-profit wutility that serves 53
villages throughout the state. Alaska Village Electric
Cooperative (AVEC) represents the |argest single consuner of
PCE because their conbined villages represent about 45
percent of Al aska' s village population.

Ms. Kohler thought it was critical to retain a higher
ceiling than the one in place since PCE. The 52 cent ceiling
has not changed since it was put in place in 1984. The
tenporary ceiling will only have been in place for nine
nmont hs. The cooperative purchased their fuel |ast year at a
cost of $26 nmillion, alnbst double the cost of the year
bef or e.

Ms. Kohler explained that the Regulatory Conm ssion of
Al aska set the rate Cctober 1 to coincide with new PCE
| evel s. The cooperative would be collecting on the higher
price through the end of Septenber. The June 30 sunset would
cause hardship for AVEC conmunities, whose rates could
triple.

9:30: 54 AM

M KE HARPER, DEPUTY DI RECTOR, RURAL ENERGY GROUP, ALASKA
ENERGY AUTHORITY, testified in support of SB 88, although
they would prefer an extension of two to three years rather
t han a permanent change because of oil price volatility.

Senator Elton queried the connection between the bill and
the price of oil. He viewed the bill as a relief bill for
communities that need it and thought the question was how
much relief would be provided.

9: 33: 38 AM

LI NDA MACM LLAN, ACCOUNTANT, ALASKA ENERGY AUTHORITY,
expl ained that rates for communities on the road system have
been the highest in Southeast Al aska. She acknow edged t hat
there is no clear one-to-one relationship between the cost
of diesel and the cost of diesel in a particular conmunity.

Senator Elton thought the issue of SB 88 was not the price

of a barrel of oil, but the legislature nmaking a decision
about what is sustainable in a village econony. He asked the
relationship between the cost of oil and appropriate

assistant fromthe state.

9: 36: 04 AM

M. Harper gave exanples of various prices of crude oil,
which affects the price of the rate for residents. Up unti
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three years ago, the price of diesel was steady. Mre
recently it has been up and down. He thought the extension
was a better course of action.

Senator Elton did not think it nattered where the cap was.
M. Harper replied that the floor of the fornula is based on
what urban communities pay, ranging from12.5 cents and 52.5
cents. No one knows what the cost of oil wll be.

Co-Chair Stedman said there would be a future presentation
wth nore detail on how the fornmula would work. He asked
that the Al aska Energy Authority (AEA) include information
about how their endowrent functions, as there are issues
about the endowrent that need to be corrected.

Co-Chair Hof fman asked if either of the AEA testifiers |lived
in a comunity benefiting from PCEE Ms. MacMIlan replied
that she had lived in such a conmunity in the past but no
| onger did. Co-Chair Hoffrman asked if they wanted |ong-term
assurance that power rates would be as |ow as possible. M.
Harper replied in the affirmative.

9:40: 02 AM

Co-Chair Hoffman said that history has shown the price of
oil to be steady for a long period of tine, though reports
say that the price of oil may go up above $100 per barrel
There are comunities paying as high as $1.17 per kW If
the nmeasure were tenporary, the legislature would have to
revisit the issue, which would create work and create
anxiety for comunities dependent on PCE. He stressed that
the state has higher revenue when the price of oil goes up.
He thought the testinony of people living in the affected
communities would be different.

9:42: 37 AM

Senator O son suggested taking the position of a snal
busi ness person in a village who wants to expand but has no
stabl e power source. The increasing costs will result in a
m gration out of the village. He thought the suggestion of
an extension was a conservative and short-sighted outl ook.

M. Harper discussed historical changes in the program that
af fected busi nesses. The program has grown to $35-40 nmillion
for the PCE expenditure. He agreed the situation was
difficult for small business owners, and he wanted that
addressed. On the other hand, he had concerns about the high
price.

9:45: 58 AM
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Senator O son suggested |ooking at the whole picture. The
cost of PCE may be higher, but the state is in a nuch better
position financially.

Co- Chai r Stedman reiterated concerns about the AEA
endownent. |If the agency still wants a one or two year
extension after reconsidering its position, he requested
that they cone forward with a suggestion for a long-term
solution. He stated the conmttee wanted nulti-generati onal
solutions to energy chall enges.

9:47:51 AM

M CHAEL HOFFMAN, ASSOCI ATION OF VILLAGE COUNCI L PRESI DENTS
(AVCP), BETHEL (testified via teleconference), testified on
behal f of his own company, Kuskokwi m W derness Adventures.
Custoners are canceling due to high prices because of fue

costs. This affects the whole conmunity of Bethel.

MYRON P. NANENG SR., PRESIDENT, ASSOCIATION OF VILLAGE
COUNCI L PRESI DENTS (testified via teleconference), testified
in support of the legislation. He explained that AVCP is a
regional non-profit tribal corporation representing 56
tribal governnents on the Yukon- Kuskokw m Delt a.

9:51: 07 AM

M. Naneng Sr. testified that the tribal leaders in the
villages were nervous about the comng w nter because they
were forced to pay the highest fuel costs on record. The
villages off road have to inport fuel by barge or air in
energenci es and have to sign no-fault contracts with vendors
if deliveries are delayed. Some of the villages are unable
to make fuel orders in concordance with state prograns such
as the bulk fuel loan in tine to get |ower rates.

M. Naneng Sr. explained the extrenely high cost of |iving.
For exanple, the people of the Wade Hanpton district pay
$0.62 per kWh for electricity, $7.68 per gallon for heating
fuel, and as nmuch as $11 for heating fuel that had to be
flown in. Energy costs are up to 60 percent or nore of
household costs for many rural Alaskans whose average
i ncones are $30,184. People have to do without electricity
and heat. These costs conbined with severe cold nake life
unsust ai nabl e and a threat to general health.

M. Naneng described the renoteness of villages in his
region from transportation hubs and commercial centers.
There are trenmendous | ogistical problens in addition to high
costs for transporting fuel. Diesel fuel is often the only
and best solution for fuel. Diesel-electric power plants
provide an efficient and effective energy solution in many
cases and PCE provides a buffer against high electric costs.
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M. Naneng stated that he had to pay $600 for electricity
during the nonth of Decenber. He referred to concerns in the
| egislature that SB 88 would create an unending entitl enent
program and described the unusual conditions that brought
about the -energy crisis: the high price of oil and
catastrophic conditions for the comercial fisheries on the
Kuskokwi m and Yukon rivers. Because of the poor fishing
season, the <cash wusually generated by the comrercial
fisheries is not there for energy or provisions for hunting
and fishing to gather food.

M. Naneng pointed out that rural Alaska faces the highest
energy and food costs in the nation, as Governor Palin told
the US Arny when they proposed to reduce paynents to
Native El ders who had served in the Territorial Guard. Using
the enmergency funds will protect people. He conpared energy
and food prices in Anchorage to prices in renote rural
vil | ages.

M. Naneng told the conmmttee that AVCP had provided |ow
i ncome energy assistance to 1,846 households. The counci
supports a permanent fix to PCE regardless of how high the
cost of oil rises.

9: 58: 33 AM

TOM LAKOSH, ANCHORACE (testified via teleconference),
testified in support of the legislation. He thought the
power managenent system in Al aska needed to be revanped to
be nore equitable and provide a long-term sustainable
solution to the generation of power in rural comunities. He
t hought the PCE should be based on individual need for
subsidy rather than comunity needs. He did not want the
state to subsidize comunities w thout energy conservation.
He suggested an anendnent calling for a full-scale re-
assessnment of energy needs and nore cost-effective solutions
to energy production and consunption, such as a state-w de
bui l di ng code, particularly where energy is being wast ed.

10: 02: 22 AM

PAUL D. KENDALL, SELF, ANCHORAGE (testified Vi a
tel econference), expressed concern about PCE. He opi ned that
PCE should no |onger exist. He described problens in the
state, all with energy in common. Electricity and water are
basic needs. He thought energy should be a priority. He
listed different fornms of harnessing energy.

10: 05: 51 AM

SB 88 was HEARD and HELD in commttee for further
consi derati on.

10: 07: 42 AM AT EASE
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10:11: 58 AM RECONVENED

#SJIR5
SENATE JO NT_RESOLUTION NO._ 5

Uging the United States Departnment of Defense to pay
veterans benefits retroactively and to continue to
provide retirenent benefits for nmenbers of the Al aska
Territorial Guard who served during World War 11

Senator Huggins MOVED to ADOPT Wrk Draft 26-LS0468\R,
Bail ey, 2/2/09. There being NO OBJECTION, it was so ordered.

10: 13: 02 AM

KAREN SAWER, STAFF, SENATOR CHARLIE HUGGE NS, explained
CSSJR 5 as a resolution urging the Departnent of Defense to
continue to provide retirenment benefits for nenbers of the
Al aska Territorial Guard who served during World VWar 11,
They were denied benefits in January due to a glitch in the
| aw. There was strong response, including from the Al aska
del egation, which resulted in the US. Arny meking a
decision to use energency funds to extend the benefits two
nonths. The original |anguage of the resolution has been
changed to take out the |anguage about retroactivity; added
| anguage supports the Al aska del egation to provi de permanent
recognition of the nenbers. In addition, the resolution
requests that the Departnment of Defense continue to use
funds to provide benefits until Congress passes the bills or
the arny reverses their January deci sion.

10:15: 25 AM

Senat or Huggi ns MOVED to ADOPT Anendnent #1:

Page 2, line 16, follow ng “S. 342"
Insert: “and H R 744~

Co-Chair Stedman OBJECTED for discussion.

Senat or Huggi ns explained the technical anmendnent changing
| anguage.

Co-Chair Stedman renoved his OBJECTION. There being NO
further OBJECTIQON, it was so ordered.

10:16: 17 AM

Senat or Huggi ns MOVED to ADOPT Anendnent #2:
Page 1, Line 12, Insert:

VWHEREAS, in 2000, because of the efforts of
Alaska’s U S. Senator, Ted Stevens, the United States
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Congress passed legislation that required that service
as a nmenber of the Al aska Territorial Guard during
Wwrld War Il of an individual who was honorably
di scharged be considered active duty for purposes of
all laws adm nistered by the United States Secretary of
Def ense; and

Co-Chair Stedman OBJECTED for di scussion.

Senat or Huggi ns explained that the amendnent clarifies the
chronol ogy of the process. He read the anendnent.

Co-Chair Stedman renoved his OBJECTION. There being NO
further OBJECTIQON, it was so ordered.

10:17: 51 AM

Senator Elton suggested a |anguage change from “their” to
“its” on page 2, lines 14 and 15.

Co-Chair Stednman referred to the zero fiscal note.
Co- Chair Stedman opened public testinony.

KATH E WASSERMAN, EXECUTI VE DI RECTOR, ALASKA MJNI Cl PAL
LEAGUE, testified in support of the |legislation. She
reported that the |eague had addressed the issue and put
forth a resolution to take to the National Association of
Counties. Most nenbers felt the change was an appalling
nmessage sent fromthe arnmy to the nmen who had served.

10:19: 14 AM

SENATOR CGENE THERRIAULT, testified that he supported
Amendnent 2 to the resolution. He spoke to other |anguage he
supported. He thought it was inportant for the |egislation
to go forward because the fact that Congress has taken
action to fund another two nonths has msled Al askans to
believe the issue was resolved. The long term solution has
yet to be achieved, and it was inportant and appropriate for
the governnment of Alaska to make a statenent through the
passage of the resolution.

10: 21: 20 AM

Co-Chair Hoffman MOVED to report CSSJR 5(FIN) out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.

CSSJR 5(FIN) was REPORTED out of Conmittee with a "do pass”

recommendation and with new zero fiscal note by the Senate
Finance Commttee for all departnents.
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10: 21: 55 AM

#
ADJ OURNVENT

The neeting was adjourned at 10:22 AM

Senat e Finance Committee 12 02/03/09 9:02 A M



