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ACTI ON NARRATI VE

3:35:29 PM

COCHAIR JOE PASKAVAN called the Senate Resources Standing
Commttee neeting to order at 3:35 p.m Present at the call to
order were Senators Welechowski, Stevens, French, Stedman, Co-
Chai r Wagoner, and Co-Chair Paskvan.

SB  42- PONER PRQJECT; ALASKA ENERGY AUTHORI TY

3:36: 20 PM
CO CHAIR WAGONER noved to bring SB 42 before the commttee.
There were no objections, and SB 42, version A was before the
comm ttee.

3:37:12 PM

SARAH FI SHER- GOAD, Executive Director, Al aska Energy Authority
(AEA), said SB 42 authorizes the AEA to construct and own new
energy projects, hire staff, and adopt its own procurenent code.

3:37:43 PM
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M5. FISHER-GOAD said the cornerstone of SB 42 is for AEA to
construct and own new energy projects. Alaska' s energy policy
target is to reach 50 percent of electricity generation through
renewabl e energy resources by 2025. To achieve this goal they
must pursue and invest now to develop capacity for a major
hydroel ectric project. In Novenber 2010, AEA issued a
prelimnary decision docunent identifying a hydroelectric
project on the Susitna R ver as a recommended project to pursue.
AEA presented its findings and provided an overview to this
commttee in January. She said Bryan Carey, AEA's hydroel ectric
proj ect manager, did that presentation. Wthout the authority to
construct and own new projects in SB 42, AEA would not be able
to go forward with the Susitna Hydroelectric project. Wth its
passage, they will file a prelimnary permt wth the Federal
Energy Regul atory Conmi ssion. She said nobst of her testinony
would be with respect to outlining the history of AEA and a few
of the other conponents of the |egislation.

AEA was created by the State Legislature in 1976; it is a public
corporation and a conponent unit of the state of Al aska. Their
mssion is to reduce the cost of energy in Al aska. The board of
directors of the Alaska Industrial Developnent and Export
Aut hority (AIDEA) is also the board of directors of AEA There
are seven nenbers - five public and the comm ssioners of the
Department of Commerce, Conmmunity and Econom c Devel opnent
(DCCED) and Departnent of Natural Resources (DNR).

Through the 1980s AEA worked to develop the state's energy
resources as a key elenent in diversifying Al aska s econony. A
nunber of |arge-scale projects were constructed: the Four Dam
Pool Project was constructed in the 80s and sold in 2002 and the
Larson Bay Project which was transferred to the Cty of Larson
Bay in the fall of 2010. The Bradl ey Lake Hydroelectric Project
and the Alaska Intertie are the tw assets that AEA still
currently owns and they provide Interior Al aska wth cheaper
ener gy.

M5. FISHER-GOAD related that in 1993 the board of directors of
Al DEA becane the board of directors of AEA. AEA has continued to
exist as a separate legal entity and but it lost the ability to
have enpl oyees and to construct or acquire new energy projects.
Al DEA personnel provide the managenent and support for AEA
progr amns.

3:42:32 PM
SENATOR MCGUI RE j oi ned the comm ttee.
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3:42:45 PM

M5. FISHER-GOAD said the 1993 legislation required AEA to enter
into contracts with public utilities and other entities to the
maxi mum extent feasible to carry out AEA duties for the ongoing
operation and nmaintenance of the AEA-owned operating assets.
This continues to occur wth the oversight responsibility
retai ned by AEA. For exanple, Honer Electric provides through a
contractual basis the services to manage the Bradl ey Lake Hydro
proj ect .

In 1999, the rural energy prograns that were previously
adm ni stered by the fornmer Division of Energy, in the Departnent
of Community and Regional Affairs, were transferred to AEA for
admnistration. This was part of a larger reorganization that
took parts and pieces of the departnent and noved them to ot her
agencies. Many of themrenmained with DCCED, but some went to the
Department of Labor and W rkforce Devel opnent (DOLWD). The
Division of Energy progranms were incorporated into the Al aska
Energy Authority. These prograns were originally part of AEA
prior to the 1993 reorgani zation. So, in 1993 AEA becane a very
stripped down agency with the operation and nmanagenent of the
assets it owned. The Dvision of Energy program PCE, the
alternative energy prograns and the rural energy technical
assi stance progranms were in this division.

The next change that happened in this "evol ution" between Al DEA
and AEA was in 1998 when the board of directors appointed a
separate and independent AEA executive director; currently she
is that person and while she is an enployee of AIDEA she
doesn't report to the AIDEA executive director. Prior to this
point, AIDEA and AEA had one-and-the sane executive director.
Legislation in 2008 added some energy devel opnent progranms to
AEA - the Renewabl e Energy Fund and Grant Recommrendati on Program
- and again in 2010, AEA established the Energing Energy
Technol ogy Fund.

As the CGovernor's Energy Report noted in January, Ms. Fisher-
Goad said, AEA has becone a key agency for the planning of
energy infrastructure and financing. Currently they do this by
issuing grants through these various prograns, such as the
Renewabl e Energy Fund. They also manage construction of many
rural energy infrastructure projects and continue to provide
techni cal assistance and training to |ocal power plant and bul k
fuel operators. AEA, in partnership with RCA manage the Power
Equal i zati on Program
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The appointnment of an AEA director separate from the Al DEA
executive director would provide AEA distinct |eadership and the
focus to nanage and pursue energy projects and prograns that are
inmportant to Alaska. Her predecessor, Steve Haagenson, was
instrumental in developing and publishing the Energy Pathway
that was released |last year. The appointnent of two executive
directors has also allowed AIDEA to develop a strategic plan and
focus on economc developnment opportunities that are also
inportant to Al aska. Since 2008, AEA and AIDEA have two very
di stinct m ssi ons being pursued independently with the
| eadership of two people rather than one person trying to nove
two very inportant m ssions al ong by hinself.

Providing the ability for AEA to hire enployees is the natural
next step in providing further differentiation between Al DEA and
AEA. This would not be a conplete separation of the two
agencies; as sister agencies there wll still be shared services
and operations, and both agencies will continue to be housed in
the sane building. She explained that the two agencies rely on
sone very inportant systens that if they were separated woul d be
very difficult and expensive to duplicate - the database for AEA
and AIDEA loan prograns, an enterprise system going beyond
providing the accounting functions for both agencies, and the
dat abase for AEA s PCE program

3:47:11 PM
SB 42 also allows AEA to create subsidiary corporations for the
purposes of acquiring, constructing, owning, nmaintaining and

operating power projects. This option could be used to limt
potential liability of AEA or to strengthen the financial
viability of a project. At this point, it's an option that is
very inportant to have as they pursue a large project |ike

Susitna. SB 42 also allows AEA to adopt its own procurenent
regul ations distinct fromthe State Procurenent Code. AEA would
be required to adopt regul ations governing procurenent that mnust
reflect conpetitive bidding principals and provide vendors
reasonable and equitable opportunities to participate in the
procurenent process, and nust include procurenent nmethods to
nmeet energency and extraordinary circunstances. This anmendnent
to the procurenent code would give AEA simlar authority over
procurenent that is currently exercised by the Al aska Housing
Fi nance Corporation (AHFC), the Knik Arm Bridge and Toll
Aut hority (KABATA), and the Al aska Retirenent Board.

Anot her provision in SB 42 creates a new Railbelt Energy Fund,

called the Al aska Railroad Energy Fund, and repeals the existing
Rai |l road Energy Fund. AEA would be authorized to use the noney
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from this fund to conduct feasibility studies, license, permt
or acquire, construct or to make grants for power projects and
transm ssion lines and interties that serve the Rail belt region.

3:50: 24 PM

MS. FI SHER- GOAD said she would go through the sectional analysis
and noted seven fiscal notes, which are summarized in a
spreadsheet docunent.

She said Section 1 anends AS 36.30.015(f) (the procurenent code)
to allow AEA to adopt its own regulations to govern AEA' s
pr ocur enent of suppl i es, services and construction. AEA
regulations wll be required to reflect conpetitive bidding
principles; AEA would be given authority simlar to other state
corporations such as AHFC and KABATA.

SENATOR W ELECHOWSKI said he had received an email from sone
contractors who are very concerned about this provision. He
asked why the current state procurenment code wouldn't work for
AEA.

M5. FI SHER- GOAD answered that AEA does a |lot of work on behalf
of grantees that is not subject to the state procurenent codes,
and sone that are. So right now AEA has several different
met hods of procuring goods and services and this would provide
them with one conprehensive procurenent code. She said Chris
Rut z, AEA Procurenent Manager, was online to and could el aborate
more what difficulties he sees in trying to nmnage several
di fferent types of procurenent.

SENATOR W ELECHOWSKI said that procurenent is an issue for sone
of the contractors out there. He asked for some nore conpelling
evidence as to why they should abandon the current state
procur enent codes.

M5. FISHER-GOAD explained that it is not about abandoning the
current procurenment codes.

3:54:13 PM

CHRI'S RUTZ, Procurenent Manager, Alaska Energy Authority said
they are trying to address situations that aren't currently
under the procurenent code, which are typically when they act as
an agent of communities or other entities and are doing the
purchasing for them He explained, for instance, a rural
community could be granted funds for a project and the Denal
Conmi ssion would ask AEA to do the construction on its behalf.
They would follow procedures simlar to the code, but
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comunities are not bound by AS 36.30. If a dispute comes up

for instance over bidder preference, the conmunity should
resolve it, not the state. Their procedures are based on AS
36.30 as per a legislative audit that was conducted a few years
ago, but the issue of authority is not clear. So, if they had
one set of regulations to follow it would help clear up sone of
the contractors' issues.

SENATOR W ELECHOWBKI said that this is a $5 billion-plus project
and they need to tread very carefully on this procurenent issue
because it could have a huge inpact on | ocal Al askan busi nesses.

3:57:35 PM

M5. FlI SHER- GOAD continued that section 2 anmends AS 37.05.520 to
explicitly allow the legislature to appropriate noney from the
Rai | belt Energy Fund to the newly created Al aska Railbelt Energy
Fund (AS 42.45.035). She said there was no easy way to just
transfer the Railbelt Energy Fund to becone an AEA fund.

Section 3 anends AS 39.25.110 to allow AEA to hire an executive
director and other staff.

Section 4 adds a new section creating this new Al aska Rail belt
Energy Fund as a separate fund in AEA. The Departnent of Revenue
woul d be the fiduciary as they are with other funds of AEA. This
section also will allow AEA to use the noney in the fund for
power projects, transmssion lines and interties serving the
Rai | bel t region.

Section 5 anends AS 44.83.040(a) that defines a quorumis four
not three, AEA directors. The board of directors was the Al DEA
board of directors and it was expanded from five to seven
menbers last year in legislation. What was nmissed is that AEA
had a specific statute that defined a "quorum" This just cleans
that up by defining a "quorunt as four of those seven nenbers.

Section 6 adds a new subsection, AS 44.83.040(e), allowing the
authority to appoint persons as staff in the exenpt service
under AS 39. 25.

SENATOR W ELECHOWSKI asked if it is essential to have exenpt
enpl oyees.

M5. FI SHER- GOAD answered that Al DEA enpl oyees are exenpt and, as

they becone AEA enployees, they would have the sane exenpt
st andi ng.
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SENATOR W ELECHOWSKI asked if there are currently AEA enpl oyees
t hat are non-exenpt.

MS. FlI SHER- GOAD answer ed no.

Section 7 amends AS 44.83.080 to acquire and construct the new
power projects and to perform feasibility studies, engineering
and design with respect to these power projects.

Section 8 adds a new section AS 44.83. 085

4:00: 34 PM
SENATOR FRENCH turned to section 7 on page 4, lines 4-7, and
asked what "by another person” neans in talking about
"acquisition or construction of a project to be owned or |eased
as lessor or lessee by the authority.” She thought it was
t echni cal .

M5. FI SHER- GOAD deferred to Brian Bjiorkquist.

4:01: 57 PM

BRI AN BJORKQUI ST, Senior Assistant Attorney General, Departnent
of Law, said the |language "or by another person" was taken from
pre-1993 statutory |anguage when these powers were taken away
from the AEA. He understands this section would provide that
AEA, in issuing bonds, could be financing a project that could
be owned by another entity.

CO CHAI R PASKVAN asked if it is necessary to allow a subsidiary
entity to fill that role.

MR, BJORKQUI ST answered that is not why the |anguage is there.
O her provisions nake very clear that +the definition of
"authority" also picks up a subsidiary.

SENATOR MCGUI RE asked if there was any consideration give to
| egi sl ative approval for the bonds.

M5. FISHER-GOAD replied there was not. Wen the |egislation was
devel oped the issue was providing the level of authority that
AEA did have prior to 1993.

SENATOR MCGUI RE returned to page 3, subsection 4, that talks
about the Railbelt nonies which would have been in part
transferred from the legislature. She wanted to hear on the
record whether there was any consideration at all that
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| egi sl ative approval should be considered at that point wth
respect to the Rail belt energy nonies.

M5. FISHER-GOAD answered that they did go back and forth on
whet her certain projects should have |egislative approval. They
want ed consistency between funds and the Southeast Energy Fund
that was repealed and reenacted in SB 220 [26th |egislature]
does not require additional legislative authority.

SENATOR MCGUI RE wanted the conmttee to think about the fact
that this would be a mjor departure in the practice of the
| egislature's right to appropriate funds. She asked what
projects AEA has managed, under what authority, and what the
out cones were.

4:08: 46 PM

MS. FI SHER- GOAD answered that the Denali Comm ssion has granted
a consi derable amount of noney over 10 years to two conmunity
projects through AEA These are rural energy infrastructure
projects, whether they are bulk fuel projects or RPSU projects.
Since AEA doesn't have the authority to own new projects, the
only experience it has in managing and owning to this day is the
Bradl ey Lake Hydroelectric Project. Susitna is a much bigger
project, but AEA has hired MM, an engineering firm to work on
it with the $10-million appropriation. AEA' s project manager has
been working with them on the process they would follow once
they file for a prelimnary permt with FERC. They can follow
the Bradley Lake nodel with respect to partnering the utilities
with state ownership and sharing a percentage of the project
debt. This is the successful nodel that people have talked
about, and it's appropriate to use it noving forward.

4:12: 23 PM

SENATOR FRENCH returned to page 4, lines 21 and 22, that adds a
couple of powers to the types of contracts AEA can enter into,
and said he thought there was one too many "constructions."”

MS. FI SHER- GOAD answer ed she believed it was a duplication.

She continued with Section 8 that adds a new section to AS
44.83.085 allowing AEA to create subsidiary corporations for the
pur pose  of acquiring, constructi ng, owni ng, mai nt ai ni ng,
operating, or financing power projects.

SENATOR FRENCH asked why it helps AEA to distance itself from

the financial obligations of a project, and nore specifically,
does the Al aska Railroad have this authority or KABATA?

SENATE RES COW TTEE - 9- February 9, 2011



M5. FI SHER- GOAD answered that AHFC | egislation |ast year for gas
devel opnent created a subsidiary corporation, and AEA and while
it's not necessary for the initial steps, it is a good option to
have in the future.

SENATOR W ELECHOWBKI returned to page 6, lines 3-5, and asked
how it is possible to transfer or spin off the state assets and
say that those debts are not the obligation of the Authority.

M5. FI SHER- GOAD answered that subsidiary corporations are often
times created to insulate the parent corporation from those
liabilities.

4:16: 28 PM

MR.  BJORKQUI ST el aborated that subsidiary corporations are
formed to shield the parent corporation; and this |line expresses
that basic intent.

SENATOR FRENCH said maybe they should go ahead and be explicit
about it if they are going to create the Susitna Hydro Now
Cor por ati on.

M5. FI SHER- GOAD replied that they could explore that option.

VB. FI SHER- GOAD continued wth section 9 that adds new
subsection AS 44.83.090(c) allowing the subsidiaries to exercise
powers granted to it by the AEA

SENATOR W ELECHOWSKI asked if he is reading section 9 correctly
in that subsidiaries are exenpt fromregul ati on by the RCA

MB. Fl SHER- GOAD answered that she believes that is correct.

SENATOR W ELECHOWSKI asked how it is in the best interest of the
public and ratepayers to exclude AEA fromregul atory oversight.

M5. FI SHER- GOAD answered that it does not exclude conpanies that
purchase power. To her wunderstanding that is how the Bradley
Lake Project is run. Essentially, the new project would mrror
t hat exenption.

CO- CHAIR PASKVAN clarified that that is the system that is
operating now.

M5. FI SHER- GOAD answered yes, it is simlar.
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CO- CHAI R PASKVAN asked if that is accurate.
MR, BJORKQUI ST replied yes.

4:20:52 PM

SENATOR W ELECHOWSKI said he has always had great concern about
exenpting things like this (a $5-billion-plus project) from RCA
regul ations. Once you get to the utility level you |ose that
oversight over the construction and he didn't know if that
protects the ratepayers. It's sonething that needs nore in-depth
di scussi on.

MR. BJORKQUI ST said the AEA has an independent obligation to
review projects it manages for efficiency and that type of
thing, and AS 44.83.396(e) requires the RCA do that for other
projects. So, part of the reason AEA-owned projects are exenpt
is so there is no duplicative state oversight over sonme of those
functions.

SENATOR W ELECHOWSKI referred to the fiscal note and said
sonetimes he does not see efficiency in governnment agencies.
He'd like to trust, but have RCA verify by having oversight.

4:23.:46 PM
CO CHAI R WAGONER asked what oversight FERC has on this project.

MR. BJORKQUI ST answered that this project would be FERCG
licensed, and therefore FERC would have certain oversight over
the it just |ike any other of their projects.

SENATOR W ELECHOWSKI said that was a good point, and asked if
FERC has oversight over the rates that are set.

MR. BJORKQUI ST replied that FERC has sonme ability to effect what
the rates are, but it doesn't regulate the rates that are
charged by a hydroel ectric project.

CO CHAIR WAGONER said the power conpany sells power, but the
utilities will have the rates that are reviewed by the RCA

MR. BJORKQUI ST replied yes; the RCA would have regul ation over
the rates that the utilities charge to their custoners.

CO CHAI R PASKVAN sai d asked M. Bjorkquist to nore fully devel op

whet her there is consunmer advocacy oversight of the whol esal e
rate charged to the utilities.
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MR. BJORKQUI ST answered that he is not prepared to give a nore
detail ed response. There are certain conponents that FERC has in
regards to oversight.

CO CHAI R PASKVAN said the commttee would be very interested in
understanding if there were to be massive overruns, if there was
an ability to control that through oversight as opposed to just
passing it on to the consuner.

SENATOR W ELECHOWBKI said he would be interested in hearing what
FERC and the RCA would actually regulate and in seeing a side-
by-si de breakdown of what they are getting thensel ves into.

4:28:10 PM

VB. FI SHER- GOAD continued wth section 11 that adds AS
44.83.396(f) to include subsidiary-owned projects in the
operation of a power project.

Section 12 anends AS 44.83.990(3) by defining "feasibility
study" to include the new power projects.

Section 13 repeals the Railbelt Energy Fund - AS 37.05.520,
Section 14 has revisor's instructions and section 15 is a
transition section of certain state enployees from AIDEA to AEA
by providing a deadline of 12/31/2011

Section 16 is a conditional effective date for the repeal of the
Rai | belt Energy Fund referring back to section 13, which would
occur when the balance of the fund is appropriated and
transferred to the new Alaska Railbelt Energy Fund or
appropri ated and expended for other purposes.

There is an imediate effective date for all sections except
what is provided in section 16.

SENATOR W ELECHOWSKI asked why they would want to abolish the
Rai | belt Energy Fund.

M5. FI SHER- GOAD answered that it is not their intent to abolish
the Railbelt Energy Fund, and if there was a really easy way to
transfer the Railbelt Energy Fund to AEA's statutes, they would
have done that. Repealing one fund and creating a new one in AEA
statutes was a way to acconplish that. The new fund is called
the Al aska Railbelt Energy Fund to distinguish easily between
t he two.

SENATOR FRENCH recall ed that the fund is at $67 m | lion.
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M5. FI SHER-GOAD answered she thought it was at $65.7 mllion.
The fund has nore cash than that, but that is what is currently
not obl i gated.

SENATOR W ELECHOABKI said that expenditures under the Railbelt
Energy Fund have to be appropriated by the |egislature now, and
maki ng this change woul d gi ve those powers to the AEA

M5. FI SHER- GOAD answered the recreation of the Railbelt Energy
Fund into AEA as the Alaskan Railbelt Energy Fund mrrored what
happened with the newly created Southeast Al aska Energy Fund.
Money going into that would not need further appropriation. AEA
has other funds wth other |evels of oversight, and that is why
they are going through the process of discussing these issues.
The Renewabl e Energy Fund is probably the exanple of a fund and
program they have the |east control over because they go through
the recommendation process. Then the legislature appropriates
noney to the fund. Then AEA manages the projects - rather than
nmoney into the fund and AEA managing the projects. So, there is
a variety of ways that this can be acconplished and at different
| evel s of oversight.

4:33:12 PM

M5. FI SHER-GOAD said that concluded the sectional analysis and
offered to go through the fiscal note summary wth the
conmttee. Most of the fiscal notes deal with costs associated
with the transition of staff from AIDEA to AEA. There is the
shar ed- servi ces concept between the agencies. Now, since it's
all AIDEA staff, interagency receipts pay for them AEA pays for
work that AIDEA is doing through a reinbursable service
agreenent . AIDEA owns the building that they are all |ocated
in. Currently all mintenance is paid by AIDEA They are not
pl anning on "charging rent" to AEA. However, the facility costs
woul d be a shared cost based upon the nunber of enployees that
are AEA versus AlIDEA. AEA would pick up approximtely $142, 000
of the facilities expense that AIDEA currently bears. The goa
of the fiscal notes on AEA's side was to keep AEA s operating
budget status quo. So, the noney saved from facilities would be
able to be used in operations.

She said they asked for one new AIDEA position in Finance that
is needed to accompbdate some increased work |oad, and they
think continuing to have shared services is cost effective.
Fi nance bears the brunt of the additional costs that would be
created by this separation, but both agencies have increased
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wor kl oads as wel | as i ncr eased wor kl oads from t he
reor gani zati on.

She said there are two fiscal notes for the sane conponent; one
fiscal note is the transfer in of the AIDEA positions and the
addition of one position for an AEA |oan officer, which they
don't want to be a shared position. The second fiscal note is
what would be needed for a project office to pursue a large
project. They used sone standard nunbers for |easing costs and
contractor space. She said she would be happy to sit down and
di scuss these costs in nore detail, and assured the conmttee
that they had taken a very fiscally responsible view point in
devel oping this fiscal note.

4:43: 12 PM

CO CHAI R PASKVAN held SB 42 in commttee for further discussion
There being no further business to cone before the commttee, he
adj ourned the neeting at 4:43 p. m
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