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SENATE BILL NO. 42

"An Act relating to the procurenent of supplies, services,
prof essional services, and construction for the Al aska Energy
Aut hority; establishing the Alaska Railbelt energy fund and
relating to the fund; relating to and repealing the Railbelt
energy fund; relating to the quorum of the board of the Al aska
Energy Authority; relating to the powers of the Al aska Energy
Authority regarding enployees and the transfer of certain
enpl oyees of the Al aska Industrial Devel opment Export Authority
to the Alaska Energy Authority; relating to acquiring or
constructing certain projects by the Al aska Energy Authority;
relating to the definition of 'feasibility study' in the Al aska
Energy Authority Act; and providing for an effective date.”
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W TNESS REG STER

SARA Fl SHER- GOAD, Executive Director
Al aska Energy Authority (AEA)
PCSI TI ON STATEMENT: Supported SB 42.

JOE GRI FFI TH, President

Al aska Rail belt Cooperative Electric Transm ssion Conpany
( ARCTECQ)

POSI TI ON STATEMENT: Supported SB 42.

MARI LYN LELAND, Executive Director
Al aska Power Associ ation (APA)
POSI TI ON STATEMENT: Supported SB 42.

W LLARD DUNHAM Mayor
Cty of Seward
PCOSI TI ON STATEMENT: Supported SB 42.

ACTI ON NARRATI VE

3:31:51 PM

CO CHAIR THOVAS PASKVAN called the Senate Resources Standing
Commttee neeting to order at 3:31 p.m Present at the call to
order were Senators MQ@iire, French, Welechowski, Paskvan, and
Wagoner .

SB  42- PONER PRQJECT; ALASKA ENERGY AUTHORI TY

3:33:17 PM

CO CHAI R PASKVAN announced the consideration of SB 42 relating
to power projects and the Al aska Energy Authority (AEA), saying
the commttee hoped to hear nore from the sponsor about concerns
that have been raised. To start, the bill nmakes nmjor changes to
the authority and m ssion of AEA. He said the |legislation seeks
to thrust AEA into a nore central role such that it nmay becone
this state's de facto departnent of energy. The inplications and
nmotives of this should be clearly understood.

CO CHAI R PASKVAN said he had several basic questions for the
bill sponsor. First, does AEA seek to becone the state's de
facto departnent of energy, and if so what is the notive and
broader vision of AEA beyond the Susitna project. Second, is it
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the intent of the bill to distance the Ilegislature from
deci si on-maki ng about energy projects so as to have a nore
clearly-defined process by which to proceed with a variety of
energy priorities? It appears that this |egislation authorizes
AEA to create a fund to hold large sunms of noney and the
commttee would Iike to know how that fund would be utilized.

CO CHAIR PASKVAN said the conmttee is also interested in
knowing if the powers and duties set forth for AEA are nodel ed
after a parallel organization in another state. Finally, he said
Governor Parnell's January 31, 2011 Energy Report to the
| egi sl ature, which arose from passage of SB 220 |ast session,
offered strong support for SB 42, but there was no nention of
that report in either of the two previous hearings on the bill;
so the commttee would |ike an explanation of why the governor's
energy report has not been referred to in the testinony as
support for this legislation. He asked if the sponsor is aware
of any other reports or studies in support of SB 42 that have
not been included in the bill packet, and that public testinony
would resune after the he has had the opportunity to address
t hese and other questions fromthe commttee.

3:36: 54 PM

SARA FI SHER- GOAD, Executive Director, Alaska Energy Authority
(AEA), said the legislature stripped sone of AEA s significant
powers and duties in 1993 including owning new projects and al so
the ability to hire enployees. That is when AIDEA enployees,
including the executive director, becane the nmnagers of AEA
progranms, which at that point were: the Four Dam Pool projects,
Larson Bay, the Alaska Intertie, and the Bradley Lake Hydro
El ectric projects.

3:37:55 PM
SENATOR STEDMAN j oi ned the comm ttee.

M5. FISHER-GOAD said in 1993 a lot of the AEA prograns were
nmoved under the Division of Energy in the Departnment of
Commerce, Community and Econom c Devel opnent (DCCED). So AEA, a
distinct corporation, had a board of directors and executive
director that were the same for AIDEA, and a relatively small
group of people worked on AEA issues. In 1999 when the
| egi sl ature renoved the Departnent of Comunity and Regional
Affairs, sone prograns went to the Departnment of Labor and
Wor kf orce Devel opnment (DOLWD) and sone to the DCCED. At that
time, the Dvision of Energy wasn't noved to the DCCED;, the
Division of Energy prograns were returned to the authority of
the AEA. In fact, under AS 44.83 a reference was put into AEA s
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powers and duties section changing themto "carry out the powers
and duties assigned to it wunder AS 42. 45 [the Division of
Energy prograns]."

3:40: 30 PM

So, the idea that AEA seeks to beconme the state de facto
Departnment of Energy is juxtaposed wth actions of the
| egislature that started a path of reinstituting AEA as a
corporation with very broad powers, not just owning projects and
not creating a Departnent of Energy. So, the grant prograns, the
Power Cost Equalization program the |oan prograns, and at the
time a very small alternative energy program was noved into the
powers and duties of AEA. Wiat they didn't change at that tine
was the structure of AEA. The folks that ran those prograns as
the Division of Energy then becanme Al DEA enpl oyees; so they kept
with the sanme nodel of AIDEA enployees providing the nmanagenent
of AEA prograns, but they broadened the AEA prograns.

Most of the seven to eight years up to about 2008, AEA prograns
becanme concentrated on rural ener gy prograns and the
construction of a lot of projects with Denali Conmm ssion funds
She explained that in 2008 there was need and increasing
pressure to focus on AEA as the energy authority; the question
al so cane up about it being run by the bankers through Al DEA
(AIDEA is known as a financing agency with a strong tie to
banking). So, at the time the legislature created the ability
for AEA to hire a separate executive director from the AIDEA
executive director.

3:43:17 PM

M5. FISHER-GOAD said AEA is not the state de facto Division of
Energy. Wen the issue cane up about whether the state needed
one canme up |last year, nost of the energy prograns were in the
AEA. | nst ead of creating a Di vi si on of Ener gy, t he
adm nistration decided to require an analysis of what nakes
sense for the powers and duties of AEA and the relationship with
Al DEA. The governor's report mentions the introduction of HB 103
and SB 42, and of course the Susitna project is a very large
project that everyone is interested in, and AEA has for years
been |ooking at reports that were prepared in the 1980s and
forward on it. The analysis found that some of AEA s powers
should be restored, and SB 42 reflects the analysis of the
governor on what AEA should look like noving forward. The
| egi sl ature has recognized that AEA has expertise in their
prograns, and has given them nore responsibility through the
years with the Renewable Energy Fund Program and nobst recently
the Energing Energy Technology Fund, in addition to sone
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significant capital appropriations to fulfill the projects that
they want them to be involved in. In addition, they have also
been financed to do sone significant regional planning. So, AEA
has a statewi de presence and has had one from 1990 when the
Di vi sion of Energy was incorporated back into it.

3:47:11 PM

So, the notive for AEA to have enployees and the ability to own,
operate, and construct new projects, in her opinion, is nore of
a natural progression of AEA having a bit nore focus on energy
and truly operating as a state corporation.

M5. FISHER-GOAD said deliberating on whether the |egislature
shoul d be distanced from deci sion-nmaki ng about energy projects
is appropriate and leads to determning how the |legislature
wants to interact with this process. She said the |egislature
has chosen for AEA progranms to be treated differently depending
on the program The Renewabl e Energy Fund has trenendous strings
attached wth the legislature approving projects after AEA has
eval uated them and beconmes a grant recommendation program in
the capital budget. The Energing Energy Technology Fund is a
capitalized fund that after they are done evaluating the
projects and determ ning which projects should be funded, they
can issue grants without further |egislative appropriation.

M5. FISHER-GOAD explained that the funds in AEA need to be
capitalized and that's where it's appropriate to consider
| egi sl ative approval for any project they fund out of it or
establishing regulations to determ ne which project mnakes the
nost sense.

She did not think the intent of the bill is to distance the
| egi sl ature from decision making about energy projects, but she
t hought they needed to discuss where the legislature wanted
control - at establishnent of the fund, of the nobney com ng out
of the fund, or should there be no fund and it should just be
based on a year-to-year capital project basis, which has been
used.

3:51: 01 PM

On the issue of powers and duties of AEA being nodeled after a
successful parallel organization in another state, she offered
to follow up after she had done sone research. She nentioned
they had a specific hearing on the Sustainable Energy Act report
before the legislation was heard in the commttee. If it hasn't
been nmentioned enough, she apol ogi zed. The Susitna project has
caused a lot of focus on the legislation, but it has a broader
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scope and purpose. The discussions today are about what AEA
should look like in the future to address the energy needs of
the state.

3:53:39 PM

O the over 70 positions in AIDEA the 42 that deal with AEA
prograns identify thenselves as AEA staff, she explained. There
woul dn't be nuch difference for them This is nore of a truth in
budgeting neasure, because now about $5 mllion of AEA
appropriations are transferred to AIDEA to pay for staff. This
is shown on the [AIDEA] side as an interagency receipt fund, but
on the AEA side it is shown as an expense. This is a way to be
nore accurate that a significant anount of AEA funds pay for
staff.

M5. FI SHER- GOAD t hanked the commttee for the questions and said
she | ooks forward to having continued conversations with them

3:56:51 PM

SENATOR W ELECHOWSKI thanked the co-chairs for the commttee
substitute (CS) as he had a |lot of concerns about the origina
bill. He thought the bill's original purpose was to help a
Susitna Hydro project get started, but it has becone nore far-
reaching than anticipated. Sonme of the changes m ght be worth
di scussing, but he wasn't sure SB 42 was the proper vehicle for
that. His goal is to get started on the Susitna Hydro project,
and he had expressed concerns about the procurenent issues,
which small contractors cane to him with. He noted that the
audit 2.5 years ago said that the AEA procurenment policies and
procedures not only did not conply wth federal and state
procurenent procedures, but they were not consistent with good
procurenent practices. He didn't think exenpting AEA from state
| aw was prudent at this point based on those findings.

Anot her concern he had was taking away |egislative oversight

over billions of dollars and essentially all power projects in
the Railbelt and allowing AEA to hire and fire based on purely
political reasons if they chose meking all their enployees

exenpt, particularly in looking at past history. H's other
concern was the seeking of renoval fromregul atory oversight.

3:59:14 PM

CO CHAI R PASKVAN corrected that the comrittee didn't have a CS
but rather a rough draft of concepts, and he believed the
concept of the Susitna/VWatana with a transmssion |ine was
sonmething they are interested in making sure got started in
terms of making the appropriate applications to FERC
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SENATOR FRENCH sai d | anguage on page 3, lines 4-6, gives the AEA
the power to make grants for power projects and electric
transm ssion lines, but what happens if M. Spurr asks the
Authority for an electric transmssion line and a road? Suddenly
a bill he thought would authorize Witana is directed to an
el ectrical transmission line to M. Spurr. |Is that possible
under this bill?

MS. FlI SHER- GOAD answered no; it's about creation of the fund but
it wouldn't be capitalized.

4:02:19 PM

SENATOR FRENCH said he wanted to know what oversight the
| egi sl ature woul d have over the appropriations nentioned on page
3, lines 4-6. Could AEA spend a mllion dollars before com ng
back to the | egislature?

M5. FISHER-GOAD replied that the Southeast Energy Fund was
created in AEA statutes, and a proposed appropriation puts $10
mllion into that fund. AEA doesn't need any further |egislative
authority to issue grants under it. However, they go through a
public process for the Renewabl e Energy Fund and they have draft
regul ations for the Energi ng Energy Technol ogy Fund. For a grant
program they would go through sone type of conpetitive process
unless a grant recipient is nmentioned as a line item in the
capital budget. For the federal Denali Conmm ssion funds, AEA
established a deficiency list for both bulk fuel and RPSU
proj ects.

4:05: 37 PM
SENATOR MCGUI RE asked her to describe what led up to the bill
and to talk about the broader goals and how it norphed from the

Susitna Hydro bill into a broader focus. She added that this
committee mght be nobst confortable backing a project-specific
bill. She has heard that the capital projects aren't being

prioritized through a central process.

4. 08: 27 PM

MS. FI SHER- GOAD responded that the bill is sinpler than being a
broad policy change. For many years there has been discussion
about whether AEA has the ability to own and construct new
projects and if there is a need for it to have its own staff. As
a fully functioning authority and since they feel this project
is inportant, it seenmed the appropriate time to pursue a general
authority for AEA to construct and own new projects. The biggest
limting factor is that AIDEA has a profit perspective that AEA
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doesn’t have. AEA owns and nanages projects and manages prograns
for the benefit of the residents of the State of Alaska and its
mssion is to reduce the cost of energy. These are extrenely
di fferent m ssions.

Wth respect to addressing the needs for the Railbelt and other
regions of the state, through |egislative appropriations and
direction from the legislature she said they have undertaken
studies to determ ne what nmakes the nbst sense in an integrated
plan. Sone think SB 42 has broad sweeping changes, she didn't
agree. A change in statute will allow AEA to nove forward on a
significant project, but other issues have been percolating for
a while with respect to whether it nakes sense for them to have
enployees and to own and operate new projects. Wthout
appropriations AEA can't pursue anything further. The bill is a
next step for AEA to be nore independent of AIDEA, it's a too

for AEA to use to address energy needs for the state.

4:13:14 PM

SENATOR MCGQUIRE said this bill was devel oped because a |ot of
departnments are doing different things related to energy, and
allocating noney to a fund that the |egislature would have no
authority over would be a departure from what is done now
Basically, energy-related capital itens are assenbled at the
Finance table and a budget is put together. People need to
understand the broader conversation as the state noves forward
into the building of infrastructure in Al aska.

SENATOR STEDMAN said he got a little concerned when he saw noney
going into the Southeast Energy Fund, but the |egislature |osing
control over the resulting outcone. He was even nore concerned
about mgrating some legislative power over to the executive
branch where a rogue departnment head with oversight over these
appropriations could have "acquisitions and nergers and al
kinds of stuff going on" that would be out of control of the
| egislature. They need to make sure that the end result is to
nove forward on the Susitna project and not create other
pr obl ens.

4:17:16 PM

JOE GRIFFITH, President, Alaska Railbelt Cooperative Electric
Transm ssi on Conpany (ARCTEC), said ARCTEC supports SB 42 as
witten. It came from "the m stake of 1993" that elimnated AEA
and left the state without an energy policy or an energy agency
that was doing the work needed for energy infrastructure. AEA
must be able to construct and own - the major change in the
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bill. The people are doing the work today, but it is under the
gui se of AIDEA rather than under AEA.

He related that prior to 1993, AEA was the state's energy policy
and they have sone substantial successes: Bradley Lake, the
intertie from Wllow to Healy, and to sone extent the Golden
Valley intertie from Healy to Fairbanks (that was built from
Rai |l belt energy funds). But since 1993 nothing has been done
except having "spats" with each other over trying to "dip into
the pot and get a few dollars for infrastructure.” Too nany
issues face the state to continue that way. Further he said
"This electricity that we provide is the grease that nakes our
econony work." The electric utilities could do this eventually
but they are a bunch of Ilittle co-ops and don't have the
financi al strength.

MR. GRIFFITH noted he has a list of the ARCTEC capital budgets.
He advised starting AEA with small projects and by the tine they
get to Susitna, people would have the expertise to handle it
Susitna could be done by AIDEA, but it's a bank and "you don't
want your bank running your projects.” He assured them that the
utilities would cooperate with AEA

He related that the Project Mnagenent Conmittee started when
Bradl ey Lake was built and still nmanages that project. The node
wor ks and projects need to be done irrespective of how they get
there; they have trenendous transm ssion shortfalls. Bradley
Lake didn't need RCA regulation and it has worked well for 25
years. The RCA doesn't do projects; they |ook at everyone's rate
for every power sales agreement and every rate filing that goes
before them That is where their control is.

4:24:09 PM

SENATOR STEDVAN pointed out that Susitna is a 400 negawatt power
pl ant, but nost of the other needed projects are substantially
smal | er, about 5-20 negawatts.

SENATOR W ELECHOWSKI asked if the state has a certain anmount of
money to spend (and they are about to authorize AEA to bond for
$5 billion), is it better off putting that noney towards a gas
line. He nentioned the people in Fairbanks are paying $1000-
2000/ nmo for gas and $100-300 for their electric bills. Susitna
Hydro won't help them with their heating issues and it keeps
their electrical rates pretty nuch where they are. The sane in
Sout hcentral. Whereas if a gas pipeline is built, mybe both
t hose problens will be sol ved.
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MR GRIFFITH replied that was a good question that they should
all ask thenselves. Planning for future projects is taking that
very issue into consideration. The problemis a little gas |ine
isn't economic. The big gas line is needed in addition to
Susitna; a tap can always be put off of the big line. Gas wll
al ways be needed to back up the turbines on the |ake. You just
don't operate systens with only one source of power that is 125
mles north. "Yes, do them both."

CO-CHAIR PASKVAN asked what the wutilities think about the
operation of Watana.

MR CGRIFFITH replied he inmagined it would operate simlar to
Bradl ey Lake, probably through sonething I|ike ARCTEC that
manages the intertie and Bradley Lake "and it has been
swinmngly effective in both cases.”

CO CHAI R PASKVAN asked what would need to be constructed in
terns of an intertie fromthe Watana project.

MR. GRIFFITH replied that was another good question because it's
a big ticket item You would cone north out of the reservoir up
to the Denali H ghway area and then down the road to the
existing intertie. If the assets and the resources could be
found to do it, they would continue on to Healy with a paralle
intertie and on down to Wllow. Two |oops are needed for that he
said. If you had two, then you' d have nore faith in your ability
to keep the lights on. You do not want to let the |lights go out
because with that big of a unit on the line the Railbelt would
go off if it dropped off for any reason.

CO CHAI R PASKVAN asked about any conprehensive nunbers as far as
any conponent of the interties would cost.

MR. GRIFFITH guessed it would cost another $200-300 million to
build to Healy and cone all the way to Wllow, and it would be
done in stages. The power would cone from the plant to the
existing intertie. This was the plan with Bradl ey Lake 25 years
ago, but in 1993 just after they got it "school ed up" AEA died,
and nothing happened after that other than Golden Valley
building the interties fromHealy up to Fairbanks.

4:30: 12 PM

SENATOR W ELECHOWBKI said he gets asked fairly regularly why the
state doesn't build a huge electrical generation plant on the
North Slope and then run a big intertie down to Fairbanks and
Sout hcentral . Is that doable?
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MR GRIFFITH replied it could be done but it would cost a great
deal (400 mles of intertie would cost $2 billion) and would
still be one power source. But it would be wonderful to have it.

SENATOR W ELECHOWABKI asked how many negawatts could be shipped
down on a DC |ine.

MR GRIFFITH replied those |ines are huge - 750 negawatts.

4:31:43 PM

MARI LYN LELAND, Executive Director, Alaska Power Association
(APA), said the nenbers of the association are the electric
utilities from all around the state, both urban and rural. Her
nmenbers provide power to roughly a half mllion Al askans. Mich
di scussion is centered on the idea of |arge-scale hydro power
for the Railbelt, but here nmenbers believe that is not the only
answer to their problem It is really a rural and a Railbelt
i ssue. She said her nenbers believe it's going to take a very
strong partnership between the electric utilities and the state
in order to solve these problens. This norning the association
had a board neeting at which they wunaninously approved a
resolution in support of expanding the statutory powers of AEA

4:34: 35 PM
CO- CHAIR PASKVAN said copies of the resolution would be
di stributed to the nmenbers.

4:35: 06 PM

W LLARD DUNHAM Mayor, City of Seward, testified in support of
SB 42. He noted that the Cty Council passed a resolution
unani nously in support of it. He said as the state noves forward
on its quest in the usage of renewables, both on state and
federal levels, the comunity of Seward feels that additiona
AEA uses would be very helpful in the overall inplenentation of
the energy prograns that are vital to the whole state,
especially for them to be able to do feasibility studies and
desi gn.

MR. DUNHAM said he was surprised the ARCTEC was able to cone
together the way it did and Seward is a very active participant
init. Melding of the utilities couldn't have been done w thout
AEA. You can tweak the bill but don't destroy the intent, he
concl uded.

4:40:15 PM
At ease from4:40 p.m to 4:41 p. m
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4:41:18 PM

CO CHAIR PASKVAN reconvened the neeting and closed public
testinmony on SB 42, but said it nay be opened in the future. He
asked Ms. Fisher-Coad if she had any final coments.

4:41:59 PM
M5. FISHER-GOAD thanked the commttee and the people who
testified in support of the bill, and sumrarized that what they

are saying is that AEA has a statew de perspective in solving
energy issues of the state, and they have a lot of prograns and
fol ks that are dedicated to doing that.

CO- CHAI R PASKVAN held SB 42 in comm ttee.

CO CHAI R WAGONER announced that |ast year Senator MGuire and he
worked on the Cook Inlet Stanpede. He read a release from

Buccaneer Energy that said it would spend up to $30 nillion to
bring a jack up a rig to Cook Inlet. AIDEA would have to commt
$30 mlIlion. Buccaneer would drill up to four wells and then the

rig would be available to other projects. This is good news for
Sout hcentral and the state.

4:46: 39 PM

There being no further business to cone before the conmttee
Co- Chair Paskvan adjourned the neeting at 4:46 p. m
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