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CO- CHAIR DOUG | SAACSON called the House Special Conmittee on
Energy neeting to order at 8:04 a.m Representatives Mllett,
Foster, Higgins, Hughes, Josephson, Nageak, and |saacson were
present at the call to order.

OVERVI EW (S): | NTERI OR ELECTRI C SUPPLY

8: 05: 27 AM

CO CHAI R | SAACSON announced that the only order of business
woul d be a presentation on the current Interior electric supply
by Gol den Valley Electric Association (GVEA).

8: 05: 38 AM

CORY BORGESON, President & CEO GVEA, inforned the committee
GVEA serves the electrical needs of the Interior. The
associ ation has 34,480 nmenbers in its service territory - which
covers from the Cantwell area to Cear, Nenana, and Fairbanks

and down to Delta Junction - and supplies about 44,000 neters.
Al'l of the cooperatives in the Railbelt conbined serve about
250, 000 nenbers. The association has developed a very good

reliability standard in spite of harsh climate conditions. Peak

demands are about 220 negawatts (MAN and occur during periods of

extrene weat her conditions. Generation capacity is about 290 MW
and GVEA generates power froma variety of sources.

8:09: 00 AM

CO CHAI R | SAACSON asked for the frequency and |ongevity of peak
demands.

MR. BORGESON answered that in the summer the general load is
about 150 MW and nost of the peak loads are in winter from
Cctober through the end of March. The Interior needs a |lot of
energy in the winter nonths for space heaters, engine block
heaters, and lights, but in sunmer generators often sit idle so
summer is a good tinme for maintenance. He expl ained that GVEA
is an electric cooperative owed by its nenbers and does not
make a profit; in fact, after a period of time margins are
returned to the nmenbers. This year, about $2.5 mllion in
capital credits collected from 1987 was returned to nmenbers.
Fi nanci ng arrangenents require GVEA to collect nonies in excess
of its costs to ensure it can pay all of its debt. Debt at this
time is about $380 million which is necessary to support GVEA s
generation and distribution system and holds about 22 percent
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equity. Slide 2 illustrated the percentages of GVEA s fuel
supply that is generated by hydroelectric, coal, natural gas,

oil, and w nd sources. The associ ation buys as nuch power as
possi ble from Anchorage Municipal Light & Power (M&P) and
Chugach El ectric Association, Inc. (Chugach Electric). In 2011,

31 percent of GVEA's power canme from the Anchorage utilities
over the electrical interties, but in 2012 the supply of natural
gas was curtailed because there was not enough gas to allow the
Anchorage utilities to sell power to GVEA. The association also
produces electricity from coal and 1is anticipating new
production from the Healy Cean Coal Plant (HCCP) beginning in
2015.

8:13: 33 AM

REPRESENTATI VE HI GG NS asked for the reason behind the delay in
openi ng HCCP.

MR. BORGESON responded the permtting caused sone delay,
al though the consent decree for the air permts has now been
si gned. In addition, financing through the Rural Utilities
Service (RUS), U S. Departnent of Agriculture (USDA), requires a
Nat i onal Environmental Policy Act (NEPA) review which is
expected to be conpleted by July 2013, and start-up will take 18
nonths after that. He returned attention to slide 2, noting
that GVEA has diverse sources of power which allow the utility
| everage with its suppliers, and gas from Cook Inlet increases
| everage. The association is inportant to industries such as the

Usibelli Coal Mne and Flint HIlls Resources’ North Pole
Refi nery. Slide 3 listed Alaska residential electric rates as
fol |l ows: Fai rbanks (GVEA), 20 cents; Mnto (Alaska Village

Electric), 22 cents with Power Cost Equalization (PCE) and 61
cents wthout PCE, dennallen (Copper Valley Electric), 33
cents; Homer (Honmer Electric Assn.), 16 cents; Anchorage
(Chugach Electric), 13 cents.

8:16: 39 AM

CO CHAI R | SAACSON asked what has |owered Fairbanks' rate from
its previous rate of 23 cents per kilowatt hour (kWh).

MR, BORGESON said in Novenber GVEA entered into a purchase power
contract with Chugach Electric until March, 2015. Thi s neant
GVEA can rely less on diesel and drop the rates alnost 3 cents
per kWh.
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CO-CHAIR | SAACSON surnmised there will be an increase in natura
gas [from Chugach El ectric] for 2013.

MR. BORGESON said correct, the gas from Chugach Electric will be
a two-year "bridge" to the start-up of HCCP

8:18:47 AM

REPRESENTATI VE HUGHES asked how power from HCCP will affect the
rates.

MR. BORGESON estimated the cost of power from HCCP will range
from 12 cents to 14 cents per kWh due to a significant drop in
the cost of production. In addition, coal production is steady,
and GVEA can potentially get a 5- to 10-year contract w th HCCP
In further response to Representative Hughes, he clarified that

the overall cost of power wll stay in the 20 cents per kW
range, which will be conparable to future Anchorage rates.
8:20: 57 AM

REPRESENTATIVE H GA NS asked whether a fuel surcharge is
i ncl uded.

MR. BORGESON said yes. In further response to Representative
Hi ggi ns, he relayed on Decenber 1, 2012, the rate dropped from
23 cents to 20 cents, which was an overall 11 percent reduction
in the cost to nenbers, and is based on the projected gas-fired
generation from the Anchorage contract. The energy crisis in
the Interior is driven nostly by the cost of space heating.

Slide 4 showed in June 2012, the cost of oil in Fairbanks was $4
per gallon, and the cost of space heating in Anchorage was about
one-third of the cost in the Interior. He shared a persona

story of the cost of oil needed to heat his honme. For exanple,

a 3,000 square foot hone is estimated to cost $6,000 per year to
heat if the cost of fuel oil is $4 per gallon, and the cost of
electricity is in addition to that. Simlar to the situation in
the villages, the cost of energy is causing people to |eave the
I nterior. M. Borgeson further estimated that typi ca

residential electrical use is 700 kWh and results in a bill of
about $150 per nonth per househol d. This is affordable for
nost, but high electrical costs also raise the cost of goods and
services such as restaurants. The recent drop in rates wll

save GVEA custonmers $34 million, which wll have a positive
"cascade" effect; in fact, a community's high electric costs can
drive even a large and successful industry out of the comrunity.
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He encouraged the commttee to consider the significant inpact
the cost of energy can have on growth and devel opnent.

8:27:54 AM

REPRESENTATI VE JOSEPHSON recalled his tine in rural Al aska where
diesel oil was wused for space heating. He observed diesel
heating oil is also used in Fairbanks and asked for the cost to
retrofit Fairbanks to receive natural gas - if a gas pipeline

were built - and what GVEA's rol e woul d be.

MR. BORGESON referred to a study by the Fairbanks North Star
Borough and [Northern Economics] that estimted the cost of
putting in a gas distribution system throughout the borough area
would be $400 nmillion to $600 mllion, although sone disagree
with the study. About 1,000 custoners in Fairbanks already have
natural gas from a small natural gas distribution system He
advised the role of GVEA is to bring natural gas to Fairbanks,
and a borough utility has been fornmed to provide the natural gas
di stribution system

REPRESENTATI VE JOSEPHSON questioned whether the cost of that
i nvestment woul d equal the cost of continuing to use fuel oil in
a nore efficient fashion.

8:30:44 AM

MR. BORGESON opined the distribution of fuel oil at this tine is
about as efficient as it can be. He directed attention to
slide 7, which showed the Bradley Lake Hydroelectric project
(Bradl ey Lake Hydro). The association has an interest in the
Bradl ey Lake Hydro plant which is capable of producing 20 MN
al t hough constraints of the intertie restrict transmssion to 15
MWV of power. The facility is maintained by Honmer Electric
Association, Inc. (HEA), and provides power to GVEA at about 6
cents per kWwh. Line losses are associated with transm ssion
over the intertie, but the facility is a very good source of
energy for the Interior. M. Borgeson advised that there is a
project underway that would divert Battle Creek and increase the
flow into Bradley Lake. Bradl ey Lake Hydro is owned by the
Al aska Energy Authority (AEA), and was conpleted in the early
1990s through a 50 percent grant from the |egislature and 50
percent financing by the utilities. Slide 8 showed two coal
plants in Healy. The 28 MN Healy Power Plant (Unit 1) was built
in 1967, the fuel costs are about 6 cents per kW, and it is a
very reliable and well-maintained plant. Al so pictured was the
Healy Cean Coal Plant (HCCP), which is a 50 MV plant that
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should be running in 2015. The two plants are connected in
order for both to be run from one control center. The Al aska
| ndustrial Devel opment and Export Authority (AlDEA) owns HCCP,
and GVEA has an agreenment to purchase the plant from Al DEA
Slide 9 showed the Eva Creek Wnd Project which was built with
approximately $13 mllion froma state grant. The towers becane
operational in Novenber 2012, and the 12 turbines generate a
maxi mum of about [24] MW of power. During its operation in
2012, the turbines operated at a 53 percent capacity factor -
which is a phenonenal capacity for wind - and GVEA antici pated
this high generation in wnter. M. Borgeson expressed GVEA' s
pride in the project, saying it was built within its budget and
on tinme. The construction site on Eva Creek is |ocated close to
HCCP, but all of the workers and materials needed to cross the

Nenana River for access. The turbine blades were delivered on
the Alaska Railroad (ARR) and were constructed in Arkansas of
bal sa wood and fibergl ass. The plant was constructed by an

Al askan crew of 205 workers, and other major conponents were
fabricated in Korea and Gernmany.

A video on the construction of the Eva Creek Wnd Project was
viewed from8:35 a.m to 8:37 a.m

8:37:59 AM

CO- CHAIR | SAACSON asked how many generators are currently
pr oduci ng.

MR. BORGESON responded all 12 have been conm ssioned and have
been working. In further response, to Co-Chair Isaacson, he
said each tower produces 2.2 MN the total output anticipated is
78,000 MW hours per year.

8:38:43 AM

DAVE GARDNER, Vice President, External Affairs and Menbership
Services, GVEA, said the forrmula used to calculate output is as
follows: 25 MWN x 30 days x 24 hours x 56 percent capacity
factor.

REPRESENTATI VE | SAACSON asked whether the performance has net
t he projections.

MR. BORGESON said the project is performng better than GVEA
anti ci pat ed.
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CO CHAI R | SAACSON asked whether wi nd generation will reduce the
use of heavy atnospheric gas oil (HAGD plants.

MR. BORGESON stated there was a reduction of over one mllion
gallons of HAGO and naphtha in 2012; in fact, nost of the
generation from the wind project wll be used in conjunction
with the North Pole Expansion Power Plant (expansion plant)
which is operated on naphtha. In further response to Co-Chair
| saacson, he said the GVEA wnd project is nuch bigger than the
[Pillar Mountain Wnd Farm in Kodiak and will reduce GVEA s oil
needs "significantly."

8:40: 44 AM

MR. BORGESON restated that the wind generator came online at the
very end of October and saved one mllion gallons [of oil]
during two nonths. He explained that w nd generation comng
into a systemrequires that the systemis prepared for the w nd
to stop. The dispatch center nonitors the power that is being
generated at any tinme and other sources of power nust be
standi ng by. For GVEA, the cheapest supplenental power would
conme from the expansion plant, thus there is a limt as to how
much of the total power can come from w nd, because it has to be
"backed up." Slide 10 showed the Zehnder Power Plant |ocated in
downt own Fairbanks which has two General Electric (GE) turbines
of 20 MW each. This is an older plant which generates very

expensive power at 53 cents per kW. It also creates
environnental issues, and is only run for small anounts of
power; however, the Zehnder plant has the capacity to start if
the system is conpletely "blacked out." Slide 11 showed the

North Pole Power Plant which was built in the early 1970s and
has two 60 MV CE turbines. This plant supplies power to GVEA
when power is not available from the Anchorage utilities. The
turbines are very reliable, but are not the nost efficient.
Also in North Pole is the 60 MW expansion plant which was built
in 2005 and is basically a jet engine that burns naphtha - a
lighter fuel that is better for the environment. The expansion
plant is the base load plant; it runs all of the time and is
used to back up w nd generation. Returning to wind power, he
said GVEA expects wind generation to cost 12 cents per kW and
federal energy bonds keep the financing costs of w nd projects
low. Slide 13 showed the Delta Power Plant which was rel ocated
to Delta Junction in 2005. It is very expensive to run - $1 per
kWh - and is tested for reliability twice a year in case it is
needed.

8:47:45 AM
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MR. BORGESON advi sed that GVEA al so purchases power from the 25
MAN Aurora Energy coal plant |ocated on the Chena River. The
Aurora plant is very reliable and has benefited from nany
upgr ades.

CO CHAI R | SAACSON asked whether power is available for purchase
from U S. Arny Post Fort Wainwight (Fort Wainwight), Eielson
Air Force Base (AFB), or Clear Air Force Station

MR. BORGESON said the system is not designed to purchase power
from Fort Wainwight or Eielson AFB;, however, there is a
wheeling tariff that allows for sharing of electrical |ines, and
GVEA is buying sone power fromFort WAainwight at this tine.

MR. GARDNER clarified that the plants at Fort Winwight and
Ei el son AFB are heat-generating plants and electricity is a
bypr oduct . On a cold winter day they may have sone excess
power, and should their power fail GVEA could send them power
but not heat.

CO- CHAI R | SAACSON rel ayed that the |eadership at Eielson AFB has
recently expressed frustration that they  nmust pur chase
electricity "but are only able to sell it back at a higher
amount, so it isn't economc for themto do it, and they've been
frustrated because they insist that their costs could be | owered
and we could have lower utility rates at tines ...." He asked
M. Borgeson to "renew that conversation with them ... maybe
they have nore electricity capability - spin - than we're giving
themcredit in this testinony."

MR. GARDNER said they would get back to the commttee wth
further informtion.

8:50:47 AM

REPRESENTATI VE HI GG NS conmmented that Cear Air Force Station
power plant has "been dunping extra juice in the ground for
years."

MR. BORCESON inforned the commttee that Clear Air Force Station
recently expressed interest in connecting to GVEA' s grid. They
also solicited requests for proposals to |ease, sell, or
transfer their approximtely 20 MV coal plant because they only
need 4 MW of power. This is very inefficient and GVEA | ooked at
the possibility of taking over the plant, as did Doyon Utilities
and Aurora Energy; however, the plant was offered with no
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environnental permits and experience shows that is a ngjor
pr obl em Furthernore, the stability of the turbines is
guestionable and there is also the question of how nmuch power
"we could bring over the interties comng into Fairbanks."
After due consideration, there was no interest in the Clear Ar
Force Station plant. In further response to Representative
Hi ggins, M. Borgeson said the Al aska Intertie was built in the
1980s and the Northern Intertie was built in the 1990s.

8:55:12 AM
REPRESENTATI VE H GA NS understood there are problens with the
interties and asked if that is because of the technology at the

tine.

MR. BORGESON opined the Northern Intertie was built to

accommodate HCCP and it has sufficient capacity for that. I n
fact, when HCCP cones online there will be sufficient capacity
for power generation in the Interior, but nmuch of it is based on
oil-fired generation. If oil were $10 per barrel, there would
be very cheap power. Furthernore, it is inportant to have the
capacity for generation within the system in case an intertie
fails. He returned attention to slide 16, enphasizing the

i nportance of power purchases, and reiterating the contract with
Chugach Electric will save nenbers $32 nmillion to $34 mllion in
2013, and possibly nmore in 2014, although future savings are
al ways relative to the price of oil.

CO-CHAIR | SAACSON asked for nore information on the limts of
the intertie.

MR. BORCESON explained GVEA is limted to about 77 MV of power
transm ssion over the intertie. An additional constraint on the
Al aska Intertie is that it is operated at 138 kilovolt (KV)
whi ch nmeans "we [have] got a big power cord but in the mddle
there is a smaller extension cord that just can't bring that
much power over it." The power from Bradley Lake Hydro to
Fairbanks is 15 MW to 20 MN which limts the anmount of power
that can be purchased from Chugach Electric/Matanuska Electric
Association, Inc. (MEA) to 60 MAN thus additional power nust be
purchased from the south. Slide 16 showed the Aurora Energy
coal plant which dispatches power at 5.8 cents per kW under
contract.

9: 00: 05 AM
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A video on dispatching power was viewed from 9:00 a.m to 9:04
a. m

9:04:10 AM

MR, BORGESON poi nted out dispatching power is an inportant part
of GVEA's responsibilities. In hindsight, building nore coal
power plants and a bigger intertie may have been prudent, but
GVEA nust use the facilities it has as efficiently as possible.
Slide 18 explained GVEA' s electric bills have three conponents:
the fuel and purchase power charge of 10.802 cents per kWh; the
utility charge of 9.597 cents per kW,; and the custoner charge
of $17.50 per nonth.

MR. GARDNER clarified that the mmjor conponents of the custoner
charge are the fixed costs of reading neters and providing
custoner service that are not affected by the cost or the anount
of fuel used.

MR. BORGESON added that these charges are regulated by the
Regul atory Comm ssion of Alaska (RCA) and utility charges are
filed for review every six nonths. The association seeks to
reduce the wutility charge cost, but resisting reductions in
training cost ensures that GVEA follows best business practices
and maintains reliability and custoner service.

REPRESENTATI VE H GA NS asked whether the [fuel and purchased

power] cost is the cost to generate energy and the wutility
charge is the cost of personnel.

MR. BORGESON clarified that the fuel and purchase power charge

is the cost of fuel, whether it is coal, fuel oil, or energy
over the intertie. The utility charge is the cost of operating
the plant, personnel, salaries, depreciation, and interest. I n

further response to Representative Higgins, he said the custoner
charge is applied to the cost of "being hooked to our system"”

9:09: 46 AM

REPRESENTATI VE H GA NS observed these are one-tine expenses.

MR. GARDNER added that the custonmer charge includes routine
mai nt enance on the line such as replacing transfornmers and

I i nes, and upgrades.

MR. BORGESON further explained that RCA | ooks at the rate design
and allocates the right charges. The custoner charge of $17.50
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is the residential charge and snmall businesses and |arge
i ndustrial custonmers pay nore because it is based on the concept
of "cost causer-cost payer."

CO-CHAIR M LLETT asked for the average percentage of line |oss
t hrough transm ssi on.

MR. BORGESON estimated a 12 percent line |oss, depending on the
source of the power.

9:12: 38 AM

CO- CHAIR M LLETT rel ayed that AEA said the average |oss is about
27 percent, which points out the need to upgrade transm ssion
especially to accompdate sources of renewable energy such as
wi nd power. She then asked what GVEA has done for energy
efficiency wthin its commercial and residential base.

MR. BORGESON rel ayed that energy conservation prograns are very
inportant to GVEA and its nenbers. The association has spent
$300, 000 to deliver energy conservation prograns to its nenbers
and available grants through AEA are used to maxim ze benefits.
A new canpaign, "the Power to Use Less," encourages nenbers to

be nore efficient and upgrade appliances. QO her prograns are
"Ener gy$ense, " "Hone$ense," and "Business$ense" energy audits
whi ch use denmand-si de nanagenent. He assured the conmttee that

GVEA does not raise rates if energy consunption goes down.
Al so, GVEA has begun to track mnenbers' savings after energy
audi t s.

9:16: 20 AM

COCHAIR MLLETT asked whether GVEA has recomendations to the
| egi slature on transm ssion upgrades and, if so, who should bear
t he cost.

MR. BORGESON advised the Railbelt transmission lines are not
robust enough to be reliable. A study comm ssioned by AEA and
issued 11/12/12, known as the "Burlinganme" study, estimted
upgrading the lines in order to neet the needs of the Railbelt
will cost from $800 nmillion to $1 billion. In addition, the
current condition of the intertie constrains the anpunt of power
that can be transmitted from Bradl ey Lake Hydro. A group of the
Rail belt utilities, the Al aska Rail belt Cooperative Transm ssion
and Electric Conpany (ARCTEC) w Il nmake proposals to the
| egislature on the work that is needed, however, the utilities
do not feel all of the cost can be passed on to the ratepayers.
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He recalled that the state paid 50 percent of the cost of
Bradl ey Lake Hydro. The cost of energy will affect economc
grow h in Fairbanks and Anchorage as it has been doing in the
villages for a long tinme, and the state nust decide whether the
investnment is worthy. The Railbelt utilities are now speaking
with a united voice through ARCTEC

9:19: 44 AM

CO CHAIR M LLETT asked whether it is reasonable, or best for
consuners, to have six utilities in a small state that are each
pl anning different generation projects, especially if the state
is obligated to pay for the transm ssion power. Each of the
utilities wants support from the legislature, and she suggested
that one large cooperative utility conpany would better manage
generation and transm ssion than six independent utilities.

VR. BORGESON relayed that conbining generation has been
di scussed by ARCTEC, especially since AEA is now owning projects
and "acting |ike another wutility." In fact, the nunber of
utilities in the Railbelt 1is grow ng. Al though there are
econom ¢ nodels that would save noney by consolidating, there
are concerns about locating all of the power generation in one
geographi c area. He expressed his belief that conpetition wll
lead to lower prices, but that the utilities should be open to
t he nodel that best serves the Railbelt.

CO-CHAIR M LLETT observed the situation also creates conflicts
between legislative districts when wutilities are requesting
upgrades or subsidies. It is inmportant that ARCTEC address
transm ssion |line power |oss, but generation "drives the cost of
energy in the Railbelt, and if we could get to a consensus
through the utilities on a master plan for generation ... and do
what's best for the Railbelt as a whole ...." She appealed to
ARCTEC for unity.

9:25:10 AM

REPRESENTATI VE JOSEPHSON asked M. Borgeson to explain why a
utility would charge nore when a custoner uses | ess energy.

MR. BORCESON said the utility charge is about 10 cents per kW
and is spread over one billion kWh. If there are less hourly
charges, but the sanme overhead cost, the utility charge nust go
up, thus when nenbers use less electricity GVEA nust find a way
to cut fixed costs.

HOUSE ENE COWM TTEE -12- February 1, 2013



REPRESENTATI VE FOSTER i nquired how the cost of transmi ssion |ine
upgrades woul d affect rates to custoners.

MR. BORGESON did not know. He offered to provide an estinate at
a later tine.

REPRESENTATI VE FOSTER acknowl edged that would be a conplex
cal cul ati on

REPRESENTATI VE NAGEAK concurred with the suggestion that the
Rai |l belt wutilities could be conbined. He recalled residents in
Barrow at one tinme were nenbers of GVEA, and utilities can reach
far if they wish to do so. There are many sources of power and
super utilities could link three or four regions of the state.

9:30: 29 AM

MR. BORGESON pointed out that the Alaska Village Electric
Cooperative Inc. (AVEC) is one organization that successfully
serves 53 vill ages. One issue to be discussed by a conbined
utility is whether there woul d be a postage stanp cost rate.

CO- CHAIR M LLETT understood there is a new utility in Fairbanks.

MR. BORCGESON advised that the Fairbanks North Star Borough
(FNSB) formed the Interior Alaska Natural Gas Uility (IANGJ) to
act as a gas distribution systemonly. He directed attention to
slide 19, which listed sone "solutions" and to slide 20, which
was a map listing the sources of generation by region as
follows: in Southeast, hydro and fuel oil; in the Bush, fuel oi

and wind; and in the Railbelt, natural gas, hydro, fuel oil,
coal, and wind. Slide 21 was an overview of the Railbelt's six
distribution utilities, and he noted that GVEA and Chugach
Electric are wunique in that they generate, transmt, and

di stribute power. A few cooperatives are generation and
transm ssion (G&T) utilities, but nost electric cooperatives are
di stribution cooperatives only. The Rai | bel t has

i nterconnection from Honmer to Fairbanks and three primary
generating utilities at this tinme; however in January 2014, HEA
will begin generation and in January 2015, MEA wll begin
generation. Slide 22 was a nmap of the Alaska Intertie which was
built in the 1980s and connected the Interior to Southcentral by
aline 177 mles long fromWIllowto Healy. It is owned by AEA,
and sections are operated and maintained by GVEA and MEA In
the 1990s Bradl ey Lake Hydro and the Bradley transm ssion |ines
were added, and in the 2000s the Northern Intertie from Healy
and a battery energy storage system (BESS) were added 1in
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Fai r banks. The storage system is the size of a football field
and is capable of providing 37 MV of power for 12 m nutes, which
is enough tine to take a |oad when a unit goes down. Al t hough
the batteries are not designed to back up wnd generation,

feasibility studies are underway to do so. Today, there is a
dual line from the Healy Unit 1 power plant which provides
reliability and is also capable of carrying future generation
from HCCP to Fairbanks. M. Borgeson advised the Al aska
Intertie illustrated on slide 25 needs to be upgraded. The
Burlinganme study estimated building a second line will cost $200

mllion and is necessary to carry power from the proposed
Susi t na- WAt ana Hydroel ectric Project (Susitna-Wtana Hydro),
which is projected to generate 600 MW He cautioned, "The
problemis, there is going to have to be [a] significant anount
of intertie upgrades to nake Susitna worKk. So, it's tied to a
big hydro project like that, and it's tied to a sharing of
utilities and resources across the Railbelt - that the interties
[ must] be upgraded. ™

9:37:44 AM

CO-CHAI R | SAACSON asked for the location of the section of the
intertie that is the limting factor.

MR. BORGESON said there are parts of the line near Honer and
Bradl ey Lake that are not robust. The | argest problem section
is the Alaska Intertie, but to handle growh and generation from
Susi t na- Wat ana Hydro, sections going south need to be upgraded
as well.

COCHAIR | SAACSON surmsed there are 70 MAN to 80 MAN of
transm ssion capacity on the Al aska Intertie, 170 MV capacity on
the line to Fairbanks, and then to Anchorage and Kenai there is
"a m xture of 200 MW capacity down to 70 M\ "

MR. GARDNER expl ained that actually there is less than 170 MN
but the two lines were built to accommbdate power from HCCP to
Fai r banks. In further response to Co-Chair I|saacson, he said
there are sections of the l|line from Bradley Lake that are
"robust enough, and there are certain areas that are ... in need
of sone upgrading,"” as referenced by the Burlingane study. He
pointed out that certain sections of the second intertie between
Healy and North Pole were built to 230 KV capacity which - with
the installation of new transforners and instrumentation - can
be increased.

9:41: 21 AM
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REPRESENTATI VE JOSEPHSON observed the governor has recomended
tens of mllions of dollars nore for the Susitna-Wtana Project,
the interties are insufficient, and a natural gas distribution
system in Fairbanks will cost over $1 billion. He questioned
the w sdom of constructing a dam when the necessary
infrastructure is so costly.

MR. BORGESON opined the conplexity of the situation has neant
that utilities and legislators "don't know which way to go."
Adding to that conplexity is the proposed Al aska Stand Al one
Pi peline (ASAP) which could deliver power to rural areas as

wel | . New technology and fuel costs make the future unknown.
He has heard that Susitna-Watana Hydro is inportant because it
will be a resource long into the future, whereas the cost and

availability of oil and gas fromthe North Slope are uncertain.
M. Borgeson said he is unsure, but assured the commttee he and
the board at GVEA are listening, planning, and strategizing, and
are maki ng investnents as best they can.

9:45: 05 AM

COCHAIR MLLETT recalled the legislature conmm ssioned the
Al aska Railbelt Electrical Gid (REGA) study published in 2008
that recommended four options, none of which have been
i npl enented by the utilities. She asked whether |egislative or
gubernatorial action is needed to find solutions and force the
utilities to agree.

MR. BORGESON observed that no other state has taken on the role
of a wutility, although no other state is |ike Al aska. He
acknow edged that this is the tinme for action, decision-naking,
and consensus- bui | di ng.

9:47: 27 AM

CO- CHAIR | SAACSON recognized that capacity restraints on the
interties affect the ability to generate |owcost fuel, and
short-term systemw de inprovenents are expensive. The

| egislature nmust set priorities and decide whether to fund
projects on a regional basis or on a statewide utility basis.

MR. BORGESON turned to one of the solutions on slide 19:
trucking natural gas to Fairbanks through the LNG process. This
proposal would benefit GVEA and would save noney for space
heating costs. In fact, if the cost could be kept in the range
of $13 to $14 per million cubic feet (Mf) of natural gas, GVEA
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will save $26 mllion per year. Although the plan is expensive
and holds many assunptions and risks, GVEA is working on the
project and has secured a gas contract and a site in North Pole
at which to locate a regasification facility in partnership with
Al DEA. He then restated GVEA's efforts to restart HCCP by
2015: entered in a negotiated settlenent with EPA regarding the
air quality permt; expects to have workers in the plant in July

or August 2013; and will build a warehouse this year. The
Al aska Industrial Devel opnent and Export Authority wll sell

GVEA the plant for $50 million and will loan GVEA $45 nmillion
for the restart. The air quality permt requires the
installation of a selective catalytic reduction (SCR) system at

a cost of $40 nmllion, and the cost of the restart is $26
mllion. | mprovenents to Unit 1 are also required, which wll

result in the best environmental technology possible, and the
costs of the inprovenents are still cheaper than oil-fired
generati on. As an aside, M. Borgeson relayed that HCCP was
built with $117 mllion in federal funds and $130 mllion from

Al DEA, for a total cost approaching $300 mllion.
9:54: 29 AM

A video on HCCP was viewed from9:54 a.m to 9:57 a.m
9:58: 08 AM

REPRESENTATIVE H GA NS stated Fairbanks proper has 32,000
residents and 110,000 residents live in the surrounding area.
Wthin that area, there are 10 power plants, which |eads to the
perception that GVEA and the other wutilities do not work
together toward the commobn goal of reducing energy costs. He
suggested that the power plant at Clear Air Force Station should
have been connected to the electrical grid 10 years ago, and he
encouraged GVEA to work with every entity that wants to put
energy on the grid to correct this public perception.

10: 00: 27 AM

ADJ OURNVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 10:00 a.m
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