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Anchor age, AK

PCOSI TI ON STATEMENT: Provided CIRI context for SB 277.

ACTI ON NARRATI VE

3:38:43 PM

CO CHAIR BILL WELECHOABKI called the Senate Resources Standing
Commttee neeting to order at 3:38 p.m Present at the call to
order were Senators Wagoner, Huggins and W el echowski. Senator
Stedman arrived at 3:40.

SB 220- ENERGY EFFI Cl ENCY/ ALTERNATI VE ENERGY

3:39: 29 PM

CO CHAI R W ELECHOASKI  announced SB 220 to be up for discussion
purposes only since the conmmttee didn't have a quorum [ CSSB
220(RES), labeled 26-LS1197\K, was before the commttee]. He
said they had a couple of anendnents before them the first
[l abel ed 26-LS1197\K. 11, Kane] was to create a new | oan program
within the Departnent of Comerce, Comunity and Econom c
Devel opnment (DCCED) for businesses interested in alternative
energy and energy efficiency.

26-LS1197\ K. 11
Kane

AMENDMVENT K. 11

OFFERED | N THE SENATE BY SENATOR MCGQURE TO
CSSB 220(RES), Draft Version "K'

Page 12, line 3, through page 13, line 18:

Delete all material and insert:

"* Sec. 17. AS 45.88.010(a) is anended to read:

(a) There is established in the Departnent of
Commerce, Community, and Economic Devel opnent the
alternative energy conservation revolving loan fund to
carry out the purposes of AS 45.88.010 - 45.88.090.
Loans made under AS 45.88.010 - 45.88.090 are to be
used
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(1) to develop nmeans of energy production
utilizing one or nore alternative energy systens; and

(2) to purchase, construct, and instal
ener gy conservati on i nprovenent s i n conmer ci a
bui I di ngs [ ENERGY SOURCES OTHER THAN FOSSI L OR NUCLEAR
FUEL, | NCLUDI NG BUT NOT LIMTED TO, WNDM LLS, WATER
AND SOLAR ENERGY DEVI CES] .

* Sec. 18. AS 45.88.010 is anmended by adding a new
subsection to read:
(e) The Al aska energy conservation revolving
| oan fund consists of

(1) noney appropriated to the fund by the
| egi sl ature;

(2) gifts, bequests, or contributions from
ot her sources;

(3) principal and interest paynents or
other 1incone earned on loans or investnents in the
fund and appropriated to the fund; and

(4) noney chargeable to principal or
interest that is collected through |iquidation by
foreclosure or other processes on |oans nade under
AS 45.88.010 - 45.88.090 and appropriated to the fund.

* Sec. 19. AS 45.88.020(a) is anmended to read:
(a) The departnent may

(1) make | oans for t he pur chase,
construction, and instal |l ati on, in commer ci al
bui |l dings that are |located in the state, of

(A) alternative energy systens; and

(B) energy conservation inprovenents;

(2) adopt regul ations necessary to carry
out the provisions of AS 45.88.010 - 45.88.090
including regulations to establish reasonable fees for
servi ces provided and charges for collecting the fees;

(3) collect the fees and collection charges
establ i shed under this subsection.

* Sec. 20. AS 45.88.025 is anmended by adding a new
section to read:
Sec. 45.88.025. Eligibility. To be eligible for a
| oan under AS 45.88.010 - 45.88.090, an applicant nust

(1) physically reside in the state and
maintain a domcile in the state during 12 consecutive
months prior to the date of application for a |oan and
may not have

(A declared or established residency in
anot her state; or

(B) received residency or a benefit based
on residency from anot her state;
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(2) be at |east 51 percent owned by
i ndi viduals described in (1) of this section if the

appl i cant is a corporation, J oi nt vent ur e, or
partnership; or

(3) be a nonprofit organization under
AS 10. 20.

*  Sec. 21. AS 45. 88. 030( a) is repealed and
reenacted to read:

(a) A loan made under AS 45.88.010 - 45.88.090
may not exceed $50,000. If the requested |oan anmount
exceeds $30,000, the applicant nust deliver to the
department a docunment from a financial institution
stating that

(1) the applicant has been denied a |oan
for the sanme purpose; or
(2) the loan fromthe financial institution
is contingent on the applicant also receiving a |oan
fromthe fund.
* Sec. 22. AS 45.88.030(e) is anended to read:

(e) The rate of interest for a |oan under
AS 45.88.010 - 45.88.090 shall be the prine rate, as
defined by AS 44.88.599, plus one percentage point,
but nay not be less than five percent a year [FOR AN
ALTERNATI VE ENERGY SYSTEM 1S FIVE PERCENT FOR THE
FIRST $15,000 OF THE LOAN AND 15 PERCENT FOR THE
AMOUNT OF THE LOAN THAT EXCEEDS $15, 000].

* Sec. 23. AS 45.88.030 is anended by adding a new
Subsection to read:

() A loan under AS 45.88.010 - 45.88.090 nust
be secured by a nortgage or other security instrunent
in the real property to be inproved and a lien on the
i mprovenents financed with the | oan.

* Sec. 24. AS 45.88.090(a) is anended to read:

(a) In AS 45.88.010 - 45.88. 090,

(1) "alternative energy systent

(A [(D)] means a source of thernal
mechani cal or electrical energy that [WHCH is not
dependent on oil or gas or a nuclear fuel for the

supply of energy for space heating and cooling,
refrigeration and <cold storage, electrical power,
mechani cal power, or the heating of water;

(B) [(2)] includes

(i) [(A] an alternative energy property as
defined by 26 U S.C. 48(a)(3)(A (Sec. 301, P.L. 95-
618, Internal Revenue Code);
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(ii) [(B)] a nmethod of architectural design
and construction which provides for the collection,
storage, and use of direct radiation fromthe sun;

(iii) [(9] a woodstove with a catalytic
converter or a catalytic converter for a wood stove
[ AND]

(iv) [(D] a steam hot water, or ducted
hot air central heating system that uses wood or coal
for fuel; and

(v) a high efficiency wood pellet stove;

(© [(3)] does not include

() [(A] a stove that uses only wood,
coal, or oil for fuel; or

(ii) [(B)] afireplace or fireplace insert;

(2) "comercial building”

(A) neans a building that is intended to be
used for comerci al purposes;

(B) does not include

(1) a residential structure or nobile hone
that contains one to four fam |y housing units; or

(1) i ndi vidual units of condom niuns or
cooperati ves;

(3) "energy conservation inprovenent" neans

(A) structural insulation

(B) thermal w ndows and doors;

(O a furnace replacenent burner designed
to achieve a reduction in the anpunt of fuel consuned
as a result of increased conbustion efficiency;

(D) a device for nodifying flue openings
designed to increase the efficiency of operation of
t he heating system

(E) an electrical or nechanical furnace
ignition systemthat replaces a gas pilot |ight;

(F) an autonmatic energy-saving setback
t her nost at ;

(G a neter that displays the cost of

ener gy usage;

(H caul king and weat her stripping of doors
and wi ndows;

(1) insulating shades and shutters;

(J) air and water recuperators.”

Renunber the followi ng bill sections accordingly.
Page 13, line 19, follow ng "45.88.010(c), ":

Del ete "45.88.030(e)"
Insert "45.88.030(c), 45.88.030(d),"
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Page 14, following line 10:
Insert a new bill section to read:
"* Sec. 31. The wuncodified law of the State of
Al aska is anended by adding a new section to read:
REVI SOR' S |INSTRUCTION. The revisor of statutes
shall change the heading of art. 1 of AS 45.88 from

"Alternative Ener gy Revol vi ng Loan Fund" to
"Alternative Ener gy Conservati on Revol vi ng Loan
Fund. mun

GREG W NEGAR, Director, Division of Investnents, Departnent of
Commerce, Community and Econom c Devel opnment (DCCED), expl ai ned
that Amendment K 11 nmakes two fundanental changes to the bill
It adds conservation inprovenents as an eligible purpose along
with alternative energy systens, which was in the original bill.
The other major change is that the bill now targets commerci al
buil dings as residential structures are eligible for a simlar
type of loan through AHFC. The thinking on comrercial buildings
was to avoid duplication as AHFC already has a program for
residential type loans. So this bill will now target comercia
bui | di ngs that are owned by Al askan residents.

SENATOR STEDMAN j oi ned the comm ttee.

MR WNEGAR said the loan limt was changed from $30,000 to
$50,000 and this would allow borrowers to not only put in an
energy system but also to take advantage of |oans for
conservation-type things.

3:41: 38 PM

M KE PAW.OWSKI, aide to Senator McQuire, said M. Wnegar did a
great job of explaining the purpose of the amendnent. He pointed
out that |anguage in Section 21, on page 2, |ines 22-28, asks
applicants to work wth their financial institution as a
commercial entity if the loan is over $30,000; they have to
present a "turn down letter" to the departnment, sonething that
is done in other prograns to maintain where the state 1is
suppl ementing rather than conpeting wth the regular comercia
| oan sector.

3:43:12 PM
SENATOR STEVENS j oi ned the conmitt ee.

CO CHAIR W ELECHONSKI remarked that he was very happy to see the

definition of "energy -conservation inprovenent.” Finding no
further questions, he set Anendnent K 11 aside.
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CO CHAIR W ELECHOWSKI said that Sharon Long would explain the
next amendnment for its sponsor, Senator Huggi ns.

3:43:46 PM

SHARON LONG aide to Senator Huggins, explained that this
conceptual anendnent strives to delete prohibitions in current
Al aska statutes which prevent consideration of nuclear projects
as part of the wenergy alternative projects by inserting
"nuclear"” after "including” on page 2, line 24 of CSSB 220( RES)
version K

She expl ained another amendnent by Senator Huggins |abeled 26-

LS1197\ K. 10
26-LS1197\ K. 10

Kane
AVENDVENT K. 10
OFFERED | N THE SENATE TO CSSB 220(RES), Draft
Ver si on "K"
Page 1, line 5, following "loan fund,"
Insert "to nuclear waste nmaterial, to nuclear

energy production and facilities, to the definition of
'power project' or 'project’ as it relates to rural
and statew de energy prograns and the Al aska Energy
Aut hority, to the definition of "'alternative energy
system"'"

Page 3, line 18:
Del ete "sec. 15"
| nsert "sec. 20"

Page 3, follow ng line 20:
Insert new bill sections to read:
"* Sec. 4. AS 18.45.020 is anmended to read:

Sec. 18.45.020. United States |icenses or permts
required. A person may not nmanufacture, construct,
produce, transfer, acquire, or possess a special
nucl ear material, by-product material, special nuclear
mat eri al facility, by- pr oduct nat eri al facility,
production facility, or wutilization facility, or act
as an operator of a production facility or utilization
facility, wholly wthin the state wthout first
obtaining a license or permt for the activity in
whi ch the person proposes to engage from the Nuclear
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Regul atory Commission if the comrssion requires a
license or permt to be obtained by persons proposing
to engage in the activities.

* Sec. 5. AS 18.45.025(a) is anended to read:

(a) A person may not construct a nuclear fuel
production facility, nuclear utilization facility,
utilization facility, r epr ocessi ng facility, or
nucl ear waste disposal facility in the state wthout
first obtaining a permt from the Departnment of
Environnmental Conservation to construct the facility
on land designated by the |egislature under (b) of
this section.

* Sec. 6. AS 18.45.025(b) is anended to read:

(b) The legislature shall designate by |law the
land in the state on which a nuclear fuel production
facility, nuclear wutilization facility, utilization
facility, nuclear reprocessing facility, or nuclear
waste disposal facility may be |located. In designating
the land in the state on which

(1) a nuclear utilization facility or
utilization facility nay be |located, the |egislature
shall act in the interest of regulating the econom cs
of nucl ear energy;

(2) a nuclear fuel production facility,
[ NUCLEAR UTI LI ZATION,] nuclear reprocessing facility,
or nuclear waste disposal facility may be |ocated, the
| egi sl ature shall act to protect the public health and

safety.
* Sec. 7. AS 18.45.025(c) is repealed and reenacted
to read:

(c) The Departnent of Environnental Conservation
shall adopt regulations governing the issuance of
permts required by (a) of this section. However, a
permt may not be issued until the municipality with

jurisdiction over the proposed facility site has
approved the permt."

Renunber the followi ng bill sections accordingly.

Page 7, following line 28:

Insert a new bill section to read:
"* Sec. 15. AS 42.45.990(4) is anended to read:
(4) "power project” or "project" neans a

plant, works, system or facility, together wth
related or necessary facilities and appurtenances,
including a divided or wundivided interest in or a
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right to the capacity of a power project or project,
that is used or is useful for the purpose of

(A) electrical or thernmal energy production
[ OTHER THAN NUCLEAR ENERGY PRODUCTI QN ;

(B) waste energy utilization and energy
conservation; or

(© transm ssion, purchase, sale, exchange,
and interchange of electrical or thermal energy,
including district heating or interties;"

Renunber the follow ng bill sections accordingly.

Page 12, following line 2:

Insert a new bill section to read:
"* Sec. 22. AS 44.83.990(6) is anended to read:
(6) "power project” or "project” neans a

plant, works, system or facility, together wth
related or necessary facilities and appurtenances,
including a divided or wundivided interest in or a
right to the capacity of a power project or project,
that is used or is useful for the purpose of

(A) electrical or thermal energy production
[ OTHER THAN NUCLEAR ENERGY PRODUCTI QN ;

(B) waste energy wutilization and energy
conservation; or

(© transm ssion, purchase, sale, exchange,
and interchange of electrical or thermal energy,
including district heating or interties;"

Renunber the follow ng bill sections accordingly.

Page 13, following line 18:
Insert a new bill section to read:
"* Sec. 27. AS 46.11.900(1) is anended to read:

(1) "alternative energy systent

(A) neans a source of thermal, nechanical
or electrical energy that is not dependent on oil or
gas [OR A NUCLEAR FUEL] for the supply of energy for
space heating and cooling, refrigeration and cold
storage, electrical power, nechanical power, or the
heati ng of water;

(B) includes

(1) an alternative energy property as
defined by 26 U . S.C. 48(a)(3)(A); and

(1) a method of architectural design and
construction that provi des for the collection,
storage, and use of direct radiation fromthe sun;"
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Renunber the followi ng bill sections accordingly.

Page 13, |ine 19:
Del ete "AS 45.88.010(c)"
I nsert "AS 18.45.027; AS 45.88.010(c)"

Page 13, |ine 20:
Del ete "sec. 15"
| nsert "sec. 20"

Page 13, |ine 21:
Del ete "sec. 11"
| nsert "sec. 16"

Page 13, lines 21 - 22:
Del ete "sec. 12"
| nsert "sec. 17"

Page 13, |ine 27:
Del ete "sec. 13"
| nsert "sec. 18"

M5. LONG expl ained that new |anguage on page 1, line 5, aligns
the title of the bill with the changes that are made later in
it. The amendnent inserts a new Section 4 that speaks to federa
licensing and permts; AS 18.45 only speaks to federal aspects
of atomic energy. It includes "speci al nucl ear nmateri al
facility, by-product material facility" in order to cover nore
projects or activities in this section for which a |license or
permt may be needed from the Nuclear Regulatory Conm ssion
(NRC) .

She continued explaining that it adds new sections 4, 5 6 and 7
on page 3 of the bill.

CO CHAIR WELECHOWNSKI interrupted to ask if lines 14-18 in
Section 4 on page 1 of the amendnent that say, "A person may not
manuf act ure, construct, produce, transfer, acquire, or possess a
special nuclear material, by-product material, special nuclear
material facility...” nmeant that they are expanding what a
person cannot produce.

M5. LONG answered yes; it repeals the prohibitions "if the
comm ssion requires a license or permt to be obtained by
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persons proposing to engage in these activities.
20-21 of Anmendnent K. 10].

[ page 1, lines

CO CHAIR W ELECHOWBKI asked Brian Kane, Legislative Drafting
Attorney, to explain what that |anguage was attenpting to do.

3:47:27 PM

BRI AN KANE, Legislative Affairs Attorney, explained that these
sections in AS 18.45 have a lot of ternms that were previously
used and m smatched throughout - sonetines it would have a ful
phrase with "facilities" and sonetinmes "facility" wasn't there.
The goal here was to cover every possibility that the Nucl ear
Regul atory Conmi ssion could cover, because as it stood it was
just special nuclear material and by-product material. Adding
"facility" adds the possibility of a special nuclear facility or
by-product material facility in connection with the actual
material. Then a person has to obtain that permt from the
federal government before they can take any further steps.

CO CHAIR WELECHONSKI asked him to talk about the interplay
bet ween federal and state regulation regarding nuclear
facilities and energy.

MR. KANE answered that he had done sone reading on the Atomc
Energy Act and said that basically the federal governnent has a
pretty long and conplex list of permts and applications to even
start the process of putting together a nuclear facility or
producing any kind of nuclear energy. Basically the Atomc
Energy Act preenpts everything a state could do wth the
exception of econom c regulation, which cones a little later in
this amendnment. The idea is to fulfill all of the federal
obligations first, then you would proceed to the different state
permtting processes.

CO CHAIR W ELECHOAMSKI said it seens that section 4 is changing
that you couldn't own a special nuclear material facility
wi t hout getting perm ssion fromthe Nucl ear Regul atory Agency.

MR. KANE answered yes; it's just making that clear by adding it
to the list of things the federal permt is required for.

3:50: 57 PM

M5. LONG explained that she found out that the state has no
regulations and no permt requirenments right now for nuclear
energy. The Nuclear Regulatory Conm ssion has a step process
where a person first has to have a licensed nuclear power unit.
You have to get an early site permt and do a lot of scientific
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field work. So far, there are no small |icensed nuclear power
units.

CO CHAI R W ELECHOWBKI asked if she found that nobst states have a
fairly conplex set of regulations on top of the federal
regul ations or do they nostly rely on the federal regul ations.

M5. LONG and M. Kane said they didn't know what the other
states are doing.

Back to the anmendnent, she said Section 5 speaks to the state
licensing permts and requirenents and adds "nuclear utilization
facility" to conform with other definitions. Section 6 of the
amendnent anmends AS 18.45.025 to say that when the Legislature
designates the land in the state on which a nuclear utilization
facility may be located, it nmust act only in the interests of
regul ating the econom cs of nuclear energy. This is based on a
series of court cases that M. Kane coul d expl ain.

M5. LONG said Section 7 of the anendnent deletes a l|ine that
states that a permt may not be issued unless approved by the
Governor, leaving only a requirenent for approval by the
Department of Environnental Conservation in the municipality.
So, this section retains |ocal approval for a project that m ght
be in any particular area, but renoves the CGovernor's part in
it. Any project would still be dealing with the NRC, DEC, AEA
and a local political subdivision.

3:53: 39 PM
SENATOR HUGA NS clarified that Section 7 allows sone degree of
| ocal control.

M5. LONG added that the people she talked to surmsed that it
woul d probably be a local political subdivision that would bring
this kind of project forward to the state.

CO CHAIR W ELECHOWBKI clarified that a permt has to go through
the DEC and the municipality with jurisdiction over the proposed
facility. If it was in Anchorage, it would have to go through
t he Anchorage Assenbly.

MS. LONG sai d yes.

CO CHAIR W ELECHOWSKI asked what happens if it's in an area
wi t hout a | ocal governnent.
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M5. LONG answered that after discussions with M. Kane, her
sense was that they would be dealing with the NRC and DEC. A
community in the unorgani zed borough would go directly to the
st at e.

She said Section 15 adds a new section to page 7 of the bill
that anends the definition of "power project” that deletes the
exclusion of nuclear energy in relation to statew de energy
progr ans.

Section 22 of the anmendment anends the definition of "power
project” to delete the exclusion of nuclear energy in relation
to the Alaska Energy Authority (AEA) on page 12, line 2 of the

bill. This will allow the AEA to consider power projects that
depend on a thermal, nechanical or electrical system that
depends on nuclear power. Now those projects can't be

consi der ed.

Language on page 4, line 11, of the anmendment elimnates the
prohi bition of transporting nuclear waste material. Section 27
on page 3, lines 25-30 of the anendnent deletes "or a nuclear

fuel” - another exclusion.
CO CHAI R W ELECHOWSKI asked her to explain it alittle bit nore.

VB. LONG explained that the state currently prohibits
transportation of nuclear waste material. This would elimnate
that. A nucl ear power project generates nuclear waste and that
woul d have to be transported sonmewhere. She said that the state
all ows use of nuclear power for nedical purposes and she needed
to check on how that was dealt wth.

3:57:59 PM

MR. KANE added that AS 18.45.027 has part (A) and part (B); part
(B) actually has an exclusion for radioactive materials used in
medi ci ne, education or scientific research as an exception to
the high level nuclear waste material that can be transport ed.

CO CHAIR W ELECHOASKI asked who would be able to transfer
nucl ear material under the proposal on page 4, and if they would
have to be regul ated by the RCA or the NRC

MR. KANE answered that state |law would then be silent to that
si tuati on.

CO CHAIR W ELECHOMSKI said it would be inportant to figure out
what the federal regulations are for transportation in case they
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need to enact some other state law or regulation to control who
transfers nuclear material.

3:59:44 PM
M5. LONG said the remamining sections of the anendnent are
renunberi ng.

SENATOR HUGGE NS commented that Galena was attenpting to | ook at
a small nuclear nodule, but every time it was brought up there,
it was suddenly found to be prohibited. This renoves that
prohibition and puts the skeletal structure in place for further
regul ation. He said the French use nuclear for about 7 percent
of their power and Japan is nunber 2 internationally and that
further, "W ought to at |east have a system that allows us to
have that conversation in sonme reality if it cones to fruition."

CO CHAIR W ELECHOASKI agreed that it is a conversation that is
worth having - if it can be done safely and cost effectively.
He asked Ms. Long if she had idea of cost for building a nuclear
pl ant .

M5. LONG said she had no idea, but she knows that Westinghouse
and Toshiba would like to license a small unit that would be
appropriate for the Galena project. She explained that because
of court cases, the state has regulatory authority over
econonics only for these things while the NRC has control over
health and safety issues.

4:02: 13 PM
CO- CHAI R W ELECHOANSKI asked if the RCA or NRC would set rates on
a nucl ear power plant.

MR KANE replied that wuld be something the RCA could
potentially control.

CO CHAI R W ELECHOWSKI asked Sarah Fisher-Goad if the AEA had any
comments on this anendnent.

4:03: 26 PM

SARAH FI SHER- GOAD, Al aska Energy Authority, responded that AEA
had no comments on the anendnent, but said she would answer
questions on how it pertains to either the Power Project Fund or
t he AEA st at ut es.

COCHAIR WELECHOANBKI asked for a quick overview of its
relationship to those two things.
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M5. GOAD answered if this anendnent were to be incorporated into
SB 220, the Power Project Fund would be an eligible financing
vehicle for a nuclear project. Wth respect to the AS 44.83
change that would allow "nuclear” to be included as a definition
of "power project," she nentioned that AEA has other statutes
that do not allow themto own new projects. If the desire was to
allow themto ow a future new project, be it any project, the
statutes woul d have to be changed.

SENATOR HUGA NS said it appears that under AEA s authority and
responsibility she would want a reasonable portfolio of energy
projects and capabilities to choose from not that nuclear
should be number 1 or nunber 29, but it would just becone one
option anong others. He asked if she any difficulty wth having
it as part of a portfolio.

M5. GOAD answered that this amendnent allows them to consider
nuclear; right now they don't have a position with respect to
whet her that should be included or not. But if this anendnent
wer e adopted they would consider nuclear projects through either
the Power Project Fund or through administering a grant through
a programon a future project. It is a policy call that she said
she was not prepared to answer. She wanted her testinony to
descri be how nuclear would be considered if it was included.
Ri ght now they don't have nuclear projects to consider. If AEA
would have to be involved in a project like this, they would
have additional costs, but not now.

M5. LONG said M. Paw owski just passed her a note that says
Title 42.05.990 (Public wutilities and carriers) does say that
RCA woul d regul ate nucl ear rates.

CO- CHAI R W ELECHOMBSKI asked M. Pickett from the RCA if he had
any comments.

4:08: 09 PM
BOB PICKETT, Chairman, Regulatory Comm ssion of Al aska (RCA),
said that other RCA nmenbers woul d answer those questions.

Rl CHARD GAZAVAY, Adm ni strative Law Judge,
Legi sl ati on/ Regul ati on, Regulatory Conm ssion of Al aska (RCA),
Department of Commerce, Community and Econom c Devel opnent
(DCCED), said he was trying to figure out what section of AS
42.05.990 M. Paw owski was referencing when he said they would
regul ate the nuclear facility.
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MR. PAW.OABKI said he was referencing AS 42.05.990 that says a
utility that serves one or nore custoners and nakes nore than
$50,000 a year is regulated by the RCA. So, presunmng that a
nuclear facility sold nore than $50,000 in electricity a year it
woul dn't be rate regul ated by the RCA

4:09: 16 PM

STEWART GARY, Assistant Attorney Ceneral Representing the RCA
Departnent of Law (DCL), agreed with that assessnent. To the
extent that a nuclear facility is generating and providing
electric power for conpensation it wuld be wthin the
definition of a public utility - specifically in AS
42.05.990(4)(a) which provides that every entity that owns,
operates, manages or controls any plant, pipeline, or system for

furni shi ng by generati on, transm ssi on or di stribution,
el ectrical service to the public for conpensation. It doesn't
specifically nention nuclear. El ectrons are electrons; i f

el ectrical power generation is being provided to the public for
conpensation it's going to neet that definition

CO CHAI R W ELECHOWBKI asked if they see any concerns that would
require the Legislature to enact any other |egislation. Should
t hey adopt this anendnent or another one that allows for nuclear
energy production in Al aska?

MR. PICKETT answered that this anmendnent, specifically, hadn't
been anal yzed, but probably not. He said he would look it over
by Wednesday.

4:11: 22 PM
SENATOR WAGONER wi t hdrew Amendnent K. 6 [introduced on 2/18/10].
He said he was going to develop it into a conmttee bill or wait

until next year. There were no objections and it was so ordered.

SB 277-PUB. UTILITY EXEMPTI ON: RENEWABLE ENERGY

4:12: 10 PM
CO CHAIR W ELECHONSKI announced SB 277 to be up for
consi derati on.

MR. PAW.OABKI, staff to Senator MQuire, explained that SB 277
addressed the section of law they were just talking about wth
the Regulatory Commission of Alaska (RCA). That is the
definition of public utility, which is relatively circular. The
definition of "utility" refers to "public" which then refers to
"utility" which refers back to "public." So there is sone

SENATE RES COW TTEE - 18- February 22, 2010



confusi on about what the appropriate role of independent power
producers is. Traditionally, Al aska has had |large locally owned
cooperatives or nmunicipally owed wutilities serving in a
regul ated narketplace. Senator MQ@iire discovered through her
research that the rate of penetration of renewable energy
sour ces W t hin regul at ed and unr egul at ed mar ket s IS
fundanmentally different. He said their packets contained
informati on about conpetitive electricity markets; the author
suggested that the difference in approach to a project's risk
profile is fundanentally different between a regul ated
nmonopolistic utility versus an investor owned utility.

SB 277 attenpts to exenpt from the regulations that are
explicitly in statute now independent power producers that
generate entirely fromrenewabl e energy sources and then sell to
a reqgqulated wutility. The theory being that the Ilayer of
protection available to the consuner cones at the regulated
utility level, but in a famliar way as in gas contracts in Cook
Inlet where the producer of the gas is not regulated but the
contract for gas is regulated. Looking at that type of nodel for
renewabl e power in Alaska, he said, Senator MGuire believes
wi Il encourage the devel opnent of renewable energy in Al aska,
and renoving sonme of what could be considered duplicative
regulation in statute could open the door for private investnent
in the sector so that the goal of 50-percent renewable energy
coul d be nmet by 2020.

4:14:15 PM
He said the bill is actually fairly sinple. Sections 1 and 2 on
page 1, line 10, and page 2, line 1, insert conform ng |anguage

to the exenption that is prepared in Section 3. The exenption is
from the RCA authority over the renewabl e energy generator when
they sell to one or nore utilities that are regulated by it.

4:15: 15 PM

DANI EL PATRI CK O Tl ERNEY, Chief Assistant Attorney General (AQ),
Departnment of Law (DOL), Supervisor, Regulatory Affairs and
Publ i c Advocacy Section, said he was available for questions on
SB 277. He explained that his section perforns the AGs public
advocacy role in regulatory matters under AS 44.23.020(e).

CO CHAIR W ELECHONSKI asked if he has experience with this or
i ndirect regul ati on of power producers or energy suppliers.

MR. O TI ERNEY answered that he assuned he neant that this posed

no direct regulation on a cost basis of an independent power
producer (IPP). The IPP's provision of power would be submtted
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in a contract form with the utility to the commssion for
approval. The comm ssion woul d engage the contract at that point
in the process. If that is what he neant, he said he had sone
experience with it.

CO CHAI R W ELECHOWSKI asked if Enstar purchasing gas from a Cook
I nl et provider would be a correct analogy in deciding whether or
not the RCA can | ook at the costs of getting that gas to Enstar.

M. OTIERNEY replied that he thought it was simlar in the
sense that direct regulation would be focused upon a cost basis
for the purposes of determ ning revenue requirenent and rel ated
rate base return that yields rates in a regulated environnent.
Wien a contract is submtted to the commssion for its review,
from his perspective in practicing before the RCA it would
apply its just and reasonable standard, but it doesn't have the
capability of scrutinizing the costs involved in providing the
service. So, it's then faced with having one party to a contract
submtting a contract and not having jurisdiction over the other
party in the contract. It's the party that has produced the
power and presunably has the related costs that normally is not
reviewed by the comm ssion. He said he would leave it to the
Commi ssion to speak to how it has dealt with the difficulties
involved in review ng contracts under this standard.

CO CHAI R W ELECHOWNSKI asked if he believed the public's interest
could be adequately protected wunder this bill through the
process of exenpting |IPPs fromregul ation.

MR. O TIERNEY answered that any end user of a comodity or
product wants sone assurance that the price it's paying is
price-disciplined in sone fashion. In a capitalist econony,
conpetition usually provides that price discipline and
regulation is a proxy for marketplace price conpetition to the
extent there is no market or there isn't an effective market to
do that job. Usually regulation is a substitute for free market
conpetition to the extent that there is no market or no
effective market to do that job. If he were looking at this
proposal, he would be asking the question: is there sufficient
conpetition in the nmarket that would produce independent power
contracts for provisioning wutilities that are sufficiently
mar ket -di sciplined. If not, then he would have sone concerns and
one woul d ask why they wouldn't be regulating that service.

4:21: 05 PM

CO CHAIR W ELECHOWSKI asked him to submit an opinion on this
bill over the next few days.
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MR. O TIERNEY agreed and added that generally you have to be
able to conpare apples to apples. So, if markets outside
involving IPPs are generally unregul ated you have to conpare and
contrast what our marketplace |looks |like for this service here
in order to be able to determne whether that is a relevant
factor in determining how to handle it in Alaska. He is not the
person to provide that analysis, but there are certainly sone
who coul d.

CO CHAIR W ELECHOWSKI said he is the person who is charged with
protecting consuners.

MR. O TIERNEY said he is not an expert on |IPP status in outside
jurisdictions.

CO- CHAI R W ELECHOWBKI said he understood that, but still wanted
his input.

4:22:57 PM

BOB PICKETT, Chairman, Regulatory Comm ssion of Alaska (RCA),
said this would also mnmean that IPPs wouldn't file for a
Certificate of Public Convenience and Necessity (CPCN). A CPCN
makes findings, for instance, that this wutility service 1is
actually needed by the public at this particular |ocation, point
and time and that the financial mnmanagerial and operational
capacities are there to provide the service that is applied for.

He said the FERC issued a Notice of Inquiry a few weeks ago to
address a lot of these issues in the renewable energy arena. It
wants to pronote renewable energy resources but in a way that
guarantees just and reasonable rates while elimnating the
i npedi mrents to these resources accessing the grid in the Lower
48.

As M. O Tierney stated, M. Pickett said, Al aska has an "isl and
grid" that is disconnected and for all practical purposes is not
under the jurisdiction of the FERC. The FERC has taken used
mar ket forces as a proxy for regulation in the Lower 48 and they
focus on the «conpetitive wholesale electric markets. They
continuously nonitor these markets and then enforce market rules
as needed wth a fairly well established reginme. They have al so
come to the conclusion that system reliability is critically
inmportant and that is the purpose of the Notice of Inquiry.

MR. PICKETT said he understood their concerns about timng with
a lot of the IPPs that many tinmes find thenselves wthout
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significant public subsidy - whether that be fromthe state, the
federal governnent, direct subsidies or tax credits or whatever
- for projects that will not pencil out or make sense and could
not provide power at a conpetitive rate to the regulated
utilities. He said Fishhook, a small hydro project, petitioned
the RCA earlier for a strategy to address sone of these.

4:26:10 PM

JAMES KEEN, Chief, Engineering, Regulatory Comm ssion of Al aska
(RCA), explained that |ast year the Comm ssion released two
different orders exenpting small IPPs from certification on the
basis that it would see these utilities come forward through the
regulated utility they would be selling power to in a power
purchase agreenent. The RCA believes it could serve the public
interest by sinply looking at the power purchase agreenent,
al one, regulating that rate to nmake sure a fair price is flow ng
through to the ultimte consuners, but renoving the burden of
certification and economc regulation from the IPP. This was
done in the case of Fishhook Renewabl e Energy, which is putting
in a small river hydro in Hatchers Pass, and South Fork Hydro in
Eagle River. Both of those would be selling power to Matanuska
El ectric Associ ation (MEA).

MR. PICKETT added that another approach is a qualifying facility
(QF) qualification under the FERC in which an IPP fills out the
appl i cation. | f the FERC grants QF status, the state
jurisdiction is preenpted. Then the QF will sell power to the
regulated utilities at an avoi ded cost basis.

4:27:55 PM

CO CHAIR WELECHOWSKI asked if a <conpany is not directly
regul ated, does the RCA have access to information regarding
power production costs when it is reviewng a contract between
the PP and a regulated utility.

MR PICKETT answered no.

CO CHAIR W ELECHOABKI asked if Cook Inlet natural gas had
created pricing issues for the RCA

VR. PI CKETT answered that it has created sonme intense
chal l enges. While several contracts have been recently approved,
it depends on how a case is presented, what interveners after
the filing is noticed beconme parties, and the strength of the
evidence presented in their argunents. Everybody's due process
rights are protected, but there is uncertainty, for sure.
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CO CHAIR W ELECHOWBKI asked if he had concerns over regulating
| PPs.

MR. PICKETT answered that he wouldn't speak for the Conm ssion
on adopting a formal policy on any particular piece of
| egislation or offer direct input; that takes an action at a
public neeting. But just speaking from what he has seen in his
time as conmmi ssioner and chairman, it does raise sone question
mar ks, particularly if timng is a big issue. It's going to
depend on the nature of what the IPP brings in for the
i nterconnection agreenent, which they wll have to negotiate
with a regulated utility. Price is not the only issue. System
stability is very inportant. On the price side, they need to
negotiate the power sale agreenent with the wutility and then
present it to the RCA. The agreenent will be reviewed as a whole
as to its reasonableness, and whether it is in the public
i nterest.

SENATOR STEDMAN asked if soneone was to cone in and build a 50
mgW hydro, woul d they need at CPCN if this bill passed.

MR. PICKETT replied their read is that they would not need a
CPCN

SENATOR STEDMAN asked if he should be concerned about that.

4:31:49 PM

STEWART GARY, Assistant Attorney Ceneral Representing the RCA,
Departnment of Law (DOL), clarified that his role is found in AS
42.04.040(a), where it says it the responsibility of the
Attorney Ceneral to provide |egal counsel to the Comm ssion. So,
from the Conm ssion's perspective he would echo what M. Pickett
said - the IPP would not be required to apply for or receive a
CPCN from the Conmm ssion. But other questions about the extent
that other provisions mght apply are open, particularly related
to interconnection.

SENATOR STEDVAN asked again if he should be concerned.

MR. GARY answered yes. The CPCN process is a gatekeeper
function. For practical purposes, it determ nes what soneone as
an individual investor decides to build is sonmething that the
public actually needs - the public convenience and necessity
part of it. The other aspect is the fit, willing and able part -
is the proposed party financially capable of doing it, are they
managerially capable of doing it, and are they operationally
capable of doing it. CPCNs protect the public frominterruptions
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in utility service. Society has cone to expect public utilities
to nmeet a higher standard and that is to provide their services
reliably 24 by 7. The only way to do that is to put up a
t hreshol d across which the utility has to pass. Yes, he would be
concer ned.

4:34:59 PM

MR, PICKETT said he would stand by for questions.

4:35:20 PM

ETHAN SCHUTT, Cook Inlet Region, Inc. (CIRI), said he wanted to
provide sone context on SB 277. It is inportant in making

regulatory fit anmenable wth the private developnent of
renewabl e resources for IPPs while striking a balance to protect
the public interest to nmke sure the rate is fair and the
service is reasonable.

He said that the status quo is that they only have public
utilities providing electrical service on the Railbelt. The
CPCN, the rate case and regul atory oversight functions that take
place with the RCA are entirely appropriate given that public
utilities have been established in areas where they have a
nonopoly service for electricity. So to the degree that a public
utility nakes good or bad business or financial judgnments or
investnments or that they are operationally efficient or not, the
cost and benefit of all that decision making, he said, the
bottom line is that existing public utilities have a rate case.
So, for better or worse, their decision making as it affects
their cost structure gets passed through to their custoners who
can't do anything about it.

CIRI is not proposing to have retail custoners, but rather
devel oping a project and then having to go through a negoti ated
process for power sales through PPAs with two or nore existing
public utilities in order to sell their power to a commerci al
custoner who happens to be a regulated utility. They envision as
part of that process, that the utilities will denmand a certain
anount of information justifying their own costs into the
project. That sanme package of information that they use for
their own purposes for the negotiation will also be used in
making their case to the RCA - why this contract is allowed to
be put into their rate and be part of their rate base as part of
their regul ated function.

RCA staff and |awers have testified that they won't have any

ability to look at costs, but that from a strictly absolute
interpretation. It's a little msleading in that these utilities
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aren't just going to buy power wthout being able to |ook at
certain financial and cost information.

MR. SCHUTT pointed out in the notion of a market that the cost
is not the only piece of the puzzle on the financial side. A
significant amount of risk is allocated to the IPP side of the
table that remains long after the contract has been entered
into. Sone of the nore significant risk that remains in the case
of a wnd project is the resource risk. In their case they have
10 years, a long history, of data from Fire Island, much |onger
than the two or three years that are commercially used in many
| ocations of two or three years. If the IPP gets that wong in
negotiating its price of power, and the wnd resource 1is
actually less than what the nodeling indicates it should have
been, that loss falls on the IPP side of the |edger. There is no
real way to allocate that risk any differently through a |ong
term contract.

| PPs also maintain the long termrisk of equipnent failure, cost
overruns or other executional issues in the construction or
operation of the plant itself. By contrast, if this was a
project that was developed by a public utility, all of those
ri sks would be borne directly by the rate payer.

4:42:59 PM

MR. SCHUTT said the current structure proposed by SB 277 fairly
all ocates risks and rewards for an IPP with a renewabl e resource
when the only custoners are a regulated utility.

4:44. 47 PM

CO CHAIR WELECHOWSKI said that he would keep public testinony
open. Finding no further questions, he adjourned the neeting at
4:44 p. m
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