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10:18: 51 AM

CO- CHAIR JIM COLVER cal |l ed the House Special Commttee on Energy
nmeeting to order at 10:18 a.m Represent ati ves Nageak, Tilton
Cl aman, Wol, and Colver were present at the call to order.
Representative Talerico arrived as the nmeeting was in progress.

PRESENTATI ON:  ALASKA | NDEPENDENT POWER PRODUCERS ASSOCI ATl ON

10: 19: 50 AM

CHAI R COLVER announced that the first order of business would be
a presentation by the Alaska |ndependent Power Producers
Associ ati on.

10: 20: 06 AM

DUFF M TCHELL, Executive D rector, Al aska |ndependent Power
Producers Association (Al PPA), disclosed he is also the nmanagi ng
director of Juneau Hydropower, which is in the process of fina
licensing for a 19.8 negawatt (MAN hydropower project |ocated 30
mles south of Juneau that would provide power and energy

security for the capital city. He informed the commttee that
AlPPA's position on electrical conpetition is that I|egislative
action is needed. The Al aska |ndependent Power Producers

Association is conprised of Alaska Native corporations and
private Al aska energy devel opers and operators in Al aska' s w nd,
hydr opower, ocean/river kinetic, and conbined heat and power
sectors. In addition, AIPPA includes a group of small private
hydr opower and transm ssion operators. The organi zation forned
because nenbers needed a collective voice to be heard along with
that of the utilities. According to the Federal Energy
Regul atory Comm ssion (FERC), an independent power producer
(IPP) is a corporation or entity that owns or operates
facilities for the generation of electricity for use by the
public, and which is not an electric utility. I n conparison
utilities provide reliable service by producing or purchasing
avai l able power in a no- or lowrisk situation by passing costs
on to ratepayers; an |PP develops a facility and assunes all of

t he risks of permtting, fi nanci ng, construction, and
operations, and the developnment costs are paid by investors.
Hi storically, IPPs were very rare until after passage of the

US. Public Uility Regulatory Policies Act (PURPA) of 1978;
section 210 of PURPA requires utilities to purchase energy from
qualified IPPs' facilities at the utility's avoided cost, which

HOUSE ENE COWM TTEE - 2- February 5, 2015



allows IPPs to garner a reasonable price for their energy, and
ensures that energy generated by snmall producers is not wasted.
M. Mtchell said PURPA was the result of the 1973-1974 oil
enbargo because, at that time, nost of the utilities on the East
Coast were dependent upon oil.

10: 26: 05 AM

MR. MTCHELL continued to explain that the desire for energy
security spurred the devel opment of |PPs across the country. He
listed seven challenges to Al aska's generation of electricity as
seen by | PPs:

e Alaska has the second npbst expensive electricity in the
nation (slide 8); Al aska has had substantial rate increases
conpared to U S. residential electricity prices (slide 9).

e Alaska's non-oil econony is electric intensive: electricity
can be up to 50 percent of a mne's operating cost;
electricity can be up to 35 percent of seafood processing
operating cost.

e The high cost of electricity has social costs in Al aska:
eat or heat dilenma; stagnant econony; dependency upon
gover nment subsi di es; energy refugees.

* Alaska no longer has the noney to solve in-state energy
needs.

* Energy potential is virtually untapped: 40 percent of the
U.S. potential hydropower; phenonenal w nd power; tidal and
wave; biomass; coa

e Ranks last in |IPP conpetitive power generation: 4.2
percent generated from IPPs; average for the US. is 37.4
percent; China has 6 percent.

* Reqgulatory regine limts electrical conpetition.

10: 31: 51 AM

MR. M TCHELL advised that Alaska has resources and private
capital available to develop its resources, thus AlIPPA seeks
regul atory renodeling in order to open Al aska to investnent. He
referred to an unidentified report that said Al aska was last in
attracting private capital for clean energy investnents (slide
10). According to AIPPA Alaska is lagging due to the
fol | ow ng:

e State regulations and utility practices are outdated and
di scourage conpetition, conpetency, and efficiency at the
detrinent of Al aska ratepayers.

HOUSE ENE COWM TTEE - 3- February 5, 2015



* Wholesale conpetition is legislatively and regulatory
nonexi st ent .

* Open access and transmi ssion at non-discrimnatory rates do
not exist.

« Market forces are nonexi stent.

* Dependence upon state noney is not a conpetitive business
nodel .

e Capital flight: Al aska businesses invest in energy
resources outside the state

e Legislation and regulations are anti-conpetitive and
utility-centric rather than market force-centric; through
regul ation, Al aska receives what it incentivizes.

MR. M TCHELL continued to address the seventh challenge, and
pointed out that the state energy policy is a great billboard
and encourages private investnment and private developnment in
energy resources, and prom ses streamined regulations and job
creation. However, he characterized the energy policy as
aspirational; in fact, there was testinony before the Regul atory
Comm ssion of Alaska (RCA) that if the legislature intended
i npl enentation of the policy it would have provided RCA wth
di rection. This interpretation created problens for the many
| PPs that had invested nobney in anticipation of support fromthe
state and the changes that were expected fromits energy policy.
However, RCA state regulations regarding "conpetitive power"
remai n unchanged since 1982. After expensive |egal challenges,
Al aska Environnental Power and AIPPA have Docket R-13-002
scheduled to be heard before RCA He concluded that Al aska
rat epayers pay too nuch due to protectionist policies that are
out of "synch" with delivering the |owest conpetitive cost to
r at epayers. Returning to PURPA, he explained that section 210
is designed to pronote the developnent of alternative energy
sources by overcomng the historical reluctance of electric
utilities to purchase power from nontraditional facilities.
Further, Congress directed FERC to promulgate rules requiring
utilities to purchase electricity from qualifying producers at
non-di scrim natory rates. Each state was given the opportunity
to inplenment PURPA; however, in 1982, +the Alaska Public
Uilities Commssion (APUC) Docket U81-35, Oder No. 4,
tenporarily renoved Al aska fromthe market forces of conpetitive
energy developnment until Alaska utilities were "sophisticated"
enough to have conpetition. He stressed that the tenporary
order to "hold off on the inplenmentation of PURPA" has been the
| aw si nce 1982.

10: 38: 08 AM
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MR. M TCHELL turned to the subject of avoided cost, noting that
FERC regulations require that states ensure that wutilities
purchase power from qualifying facilities at a |evel that equals

the utility's avoided cost; in fact, |IPPs can and have offered
to sell energy at less than the avoided cost. However, Al aska
uses average avoided cost, which includes the cost of energy
from generation facilities that have depreciated to "zero." The

federal definition is incremental avoided cost, and based on the
| ast cost - which may be much higher - thus allowing alternative
energy sources to displace the higher cost. He turned attention
to RCA Docket R-13-002, and said on 1/28/15 RCA provided a
status report on the docket after hearing testinony from Al aska
Environnental Power representing Delta Wnd Farm AlIPPA and
many utilities. Docket R-13-002 was to exam ne the definition
of avoided cost, integration costs, curtailnment of power, and
open bidding process and nediation; RCA indicated that draft
proposed anendnents would be rel eased on 2/11/15. The proposed
amendnments will include a revised definition of avoided cost; a
revised determnation of avoided cost rates; revised utilities’
obligations to purchase from qualifying facilities; inplenenting
the legally enforceable obligation to purchase power at the
| onest cost; allocation of integration costs; revised qualifying
facilities' i nt erconnection requests; request utilities to
conpile avoided cost information; nodify the standard for
qualifying facilities under 100 kilowatt (kW. He advised the
docket was heavily protested by Alaska utilities and the Al aska
Power Association, thus the draft RCA anmendnents are an unknown.
After a period for public coments, the decision will be issued
on or before 8/23/15.

10: 43: 59 AM

MR. M TCHELL advised that AIPPA has l|earned from foruns and
testinmony that regulators are reluctant to nodify |egislative

i ntent: legislators legislate and regulators regul ate;
| egi sl ati on establishes Al aska val ues, and regul ati ons inpl enent
t hose val ues. Again referring to legislation that is
di recti onal ver sus aspirational, he cauti oned agai nst

legislation that is not clear and specific, and opined that
aspirational |anguage has prevented the inplenmentation of the
state energy policy. He questioned whether |egislators have the
will to fix these matters by requiring conpetition and narket
forces, or wish to continue with the status quo. In fact,
Docket R-13-002 would not resolve the Cook Inlet Region
I ncorporated (CIRI) Fire Island issue, but |egislation would,
and he described pending | egislation.
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10:48: 35 AM

CO-CHAIR COLVER asked M. Mtchell to curtail discussion of
upcom ng | egi sl ati on.

MR. M TCHELL advised that electrical rates tend to be lower in
al | residential, conmer ci al , and industrial sectors wth
restructured electricity markets; AIPPA is not asking for
"retail choice" conpetition, but for whol esale conpetition. The
purpose is not to destabilize the utilities, but to provide the
utilities power at the |owest cost. He concluded that AlIPPA' s
growi ng nenbership seeks to create jobs and supply power for
i ndustrial devel opnent and manufacturing in Al aska.

REPRESENTATI VE TALERICO recalled asking a presenter at a
previ ous neeting whether an independent systens operator (ISO
or a unified systems operator (USO system would guarantee that
the | owest-cost power producer would provide energy to consuners
in the Interior. He said the answer was unclear. H s
constituents in the Interior seek to reduce the «cost of
electricity. He restated the foreclosure rate in Fairbanks, and
stressed that any inprovenent in costs would strengthen the
future of the econony in the Interior and thereby help those
living in renote communities. Representative Talerico expressed
his belief that there is the potential to produce power for the
grid at a nore reasonable rate that is not fully utilized. He
said, "All in all, is what you're telling me, is we need to be
able to nake that change to steer this a little bit better, so
that everyone has that opportunity, for |ower energy rates.
It's ny understanding that's not the case. Am| correct?"

MR. M TCHELL responded, " ... if you can't use transm ssion as a
tool to prohibit comrerce, but you use transm ssion as a tool to
engage conmerce, than it wll work." In the Lower 48 and

Canada, generation is separated from transmssion; in fact, a
utility that owns transm ssion assets at 69 kWor nore nust form
a revenue-producing subsidiary to nmanage its transm ssion
assets. In Alaska, utilities have a fiduciary responsibility to
certificated areas and to their investors. |In order to transfer
power from one area to another, there are rules and problens to
extract revenue. On the other hand, BC Hydro, the utility in
British Colunbia, economically wheels power across nultiple
states to Mexico at a conpetitive rate. He explained this is a
man- made problem - not a technology problem - and first the
rules need to be laid, one of which would be to separate
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generation from transmission in order to prevent influence by
executives because of their shared responsibilities.

10: 56: 43 AM

REPRESENTATI VE WOOL asked whether RCA has released prior
deci sions on Docket R-13-002.

MR MTCHELL recalled that l|last year Delta Wnd Farm Al aska
Environnmental Power, attenpted to have the rules of PURPA
enforced for its contract with a local utility. Fromthis case,
RCA opened a docket, heard testinony frominterested parties and
issued a status report 1/28/15. He anticipated that the
proposed rules to be revealed on 2/11/15 may be good for |PPs;
however, there could be changes to the final docunent in
response to public comrent.

CO- CHAIR COLVER surnised there is alignnent between |IPPs and the
majority of the Railbelt utilities that there needs to be an |1SO
and a transm ssion entity. Al though there is common interest,
parties are awaiting the RCA study on these concepts.

MR. M TCHELL agreed that the transm ssion system should be able
to use - and not waste - excess power from all sources; |IPPs are
prepared to work with the utilities to establish a transm ssion
conpany (TRANSCO) or 1SO as long as "we just feel that the
ground rules need to be pretty solid ..."

11: 00: 14 AM

CO- CHAIR COLVER described the failure to reach agreenent on a
power sale agreenent between CIRI Fire Island Wnd and ol den
Valley Electric Association (GVEA). Golden Valley Electric
Association had an agreenent with CIRI to buy power from Fire
Island Wnd at [6.5 cents]; however, after transm ssion through
several utility districts, the price to consuners in Fairbanks
was 20 cents and thus unecononi cal . He asked for comments from
Al PPA.

MR. M TCHELL observed that the aforenentioned "is the perfect

case [for] why we have a problem that's, that's our analysis."
Furthernore, this issue is not new.

CO CHAIR COLVER asked whether rate information is available to
show how the costs increased from the production rate to the
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delivery rate in Fairbanks, in order to see how regul ati ons were
appl i ed. He noted some of the issues confronting conpetition,
for IPPs or others, are noving power around the grid, the
cheapest power, convenience, reliability, balancing |oads, and
Spi nni ng reserve.

VR. M TCHELL explained that nobst utility rate structure
information is proprietary; however, a CIR executive may be
able to provide informati on on how the rate increased threefold.

11: 03: 34 AM

The comm ttee took an at ease from11:03 a.m to 11:06 a. m

PRESENTATI ON:  ALASKA ENVI RONVENTAL POVNER

11: 06: 25 AM

CO- CHAI R COLVER announced that the next order of business would
be a presentation by Al aska Environnental Power.

11: 06: 40 AM

M KE CRAFT, Owner, Alaska Environnental Power; Devel oper, Delta
Wnd Farm provided a brief personal background information,
noting he has lived in Al aska for 36 years. M. Craft said he
was concerned that the unique opportunities available when he
and his wfe first canme to Al aska are disappearing. In 2007,
al though the econony in Fairbanks was declining, he realized
that cheaper energy, a better environnent, and enploynent
opportunities were needed. He and his wife built a small w nd
farm on the Parks H ghway, and another in Delta Junction, which
was found to be a better l|ocation for the generation of wnd
power. After formng a partnership, his conpany built the first
Northwi nd 100 kilowatt (kW turbine in the state, at a total
cost of approximately $780,000, all funded with private capital.
However, at the time the turbine was ready to provide 24
megawatts (MN of power to the grid, the wutility stalled
progress by requiring an integration study, even though M.
Craft had secured permts from the Feder al Avi ati on
Adm nistration (FAA), U S. Departnment of Transportation, and the
Department of Natural Resources (DNR), a U S. Fish and Wldlife
study, and perm ssion fromthe community of Delta Junction. The
integration study cost $110,000 and concluded that Delta
Junction was a better location for a wind farm when conpared to
Eva Creek. M. Craft said, "That pretty much got thrown in the
trash.” At this point, his conpany applied for a renewable
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energy fund grant from the Alaska Energy Authority (AEA),
Departnment of  Commerce, Community & Econom c Devel opnent
( DCCED .

CO CHAI R COLVER asked for the project's status at that tine.

11:10: 38 AM

MR. CRAFT stated one 100 kW turbine was operating and seven
Skystream turbines in Healy were operating. In further response
to Co-Chair Colver as to whether the conpany was naking sal es,
he remarked:

They finally gave us a contract for the 100 kW turbine
and it was based on the average of what it cost, they
stalled us for six nonths on the power l|ine that we
paid in advance for, and |lo and behold, we got that
turbine on there and we forced them just through,
kind of public pressure, to allow us to put that 100
kW turbine online. Sarah Palin's Departnent of
Nat ural Resources conm ssioner came down and cut the
ri bbon on that turbine.

CO CHAI R COLVER asked about the negotiations for the first power
sal es agreenment (PSA).

MR. CRAFT credited luck and public pressure on GColden Valley
El ectric Association (GVEA). In further response to Co-Chair
Colver, he said there was no intent to nake a profit from the
100 kW turbine; the goal was to establish a wind reginme and w nd
t echnol ogy. He further explained that GVEA had approached RCA
for a qualifying facility (2) rate - an average calculation -
therefore, M. Craft's conpany was conpeting against power from
the Bradley Lake Hydroelectric Project (Bradley Lake hydro) and
GVEA' s diesel plant, which was averaged about $0.09 cents per
kil owatt hour (kwh). At that point, he applied for a 50
percent matching grant from AEA, which helped get a EWI 900 kW
turbine online. Because the state becane involved through the
grant, GVEA extended the contract from 100 kW to 1 negawatt
(MN . In response to a question from Co-Chair Colver, he
explained that a EW turbine is a direct drive turbine
manuf actured in Holland, which produces 900 kW and has a 240-
foot-high tower and 160-foot-long rotors. Pouring its
foundation required 450 truckloads of ~concrete, and the
construction of the turbine was a boon to the Delta Junction
econony. A direct drive turbine is nost suitable for harsh w nd
conditions at -50 degrees F. After initial problens, the
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turbine is now operating at 99 percent availability, with 69
percent capacity factors. He described an 18-day w nd event.
In further response to Co-Chair Colver, he said the turbine had
an environnmental shut-down when the wi nd exceeded 25 neters per
second, or 55 mles per hour (nph). An environnental shut-down
can cause problens wth integration, as indicated by the
i ntegration study provided to GVEA

11:15: 34 AM

CO CHAIR COLVER inquired as to the identity of the installer and
techni cal support for the turbines.

MR. CRAFT said he hired Precision Cranes from Fairbanks. I n
further response to Co-Chair Colver, he said the purchase of the
turbine includes a one- to three-year warranty from the
manuf acturer, and the use of an erection crew.

CO CHAIR COLVER pointed out the wutilities would be concerned
about specifications and "getting all the bugs out."

MR. CRAFT acknow edged his turbine was the first to operate at -
40 degrees F. He further explained frost or ice on the bl ades
was not an issue in Delta Junction

CO CHAIR COLVER asked whether M. Craft would invest further in
the construction of additional w nd power installations.

MR. CRAFT said he has six enpty installation holes, roads, and
permts for nore; in fact, the project's strong wi nd regi ne has
garnered interest from other investors. He answered, "W're
ready to spend $50 million."

CO CHAIR COLVER said, "WIIl you be able to get on the grid with
t hat power?"

11:17: 49 AM

MR, CRAFT said he was waiting to see, but was hopeful because of
the RCA "R' Docket and upcom ng proposed |egislation. He
stressed that after receiving the AEA grant and further
i nvestnment, a second EWI turbine was installed, which produced 2
MN saving GVEA $1 mllion, and displacing 300,000 gallons of
oil.
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COCHAIR COLVER inquired as to the availability of data
conparing output fromthe Delta Wnd Farm to that of other wnd
farmsites.

MR. CRAFT assured the commttee that his information is shared
with AEA on a daily basis, and is available to everyone in the
state. In further response to Co-Chair Colver, he said others
are secretive. Through RCA certificate of public advantage
(COPA) filings he has |earned that GVEA does not charge itself
for regulating Eva Creek Wnd, but would charge him $0. 18. To
an earlier question, he said power is wheeled from Bradl ey Lake
hydro to Fairbanks at zero cost; however, the proposed charge to
the wind farm was $0.14, which illustrates the disparity in this
matter.

CO CHAI R COLVER asked whether the disparity was because Bradl ey
Lake hydro was managed by all of the wutilities, and was
devel oped with state funds in a cooperative effort, as opposed
to a project devel oped by private non-utilities.

MR. CRAFT opined the reason the offered rate was $0.14 was that
Fai r banks buys seven MV of econony cells from Chugach Electric
Association (CEA), and the proposed wnd power would have
conpeted with this gas-generated power. Although wi nd power was
cheaper for Fairbanks, and of benefit to the comunity, greed
was the "notivation for killing that wind farm"” |In response to
Representative Wol, M. Caft said Delta Wnd Farm was the
first conmmercial wind farmon the Railbelt grid.

REPRESENTATI VE WOOL asked whether GVEA's current approach to
Delta Wnd Farm was the result of its savings using wnd power,
and al so from changes i n nanagenent.

MR. CRAFT said no.

11: 22: 38 AM

CO CHAIR COLVER urged the commttee to request data from AEA on
Fire Island Wnd and GVEA in order to determne the best
| ocation in Al aska for the production of w nd power.

MR CRAFT advised that the three wind farnse are in three

different wind regimes, thus creating a balance in spinning
reserves.

REPRESENTATI VE TALERI CO expressed his belief that nost GVEA
bills show an eval uation of power production. He recalled that
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Eva Creek Wnd produces about 32 percent power, but has |ess
avai lability. Typically, wind farns seek 28 percent.

MR. CRAFT acknow edged that during the sunmer generation drops
off; 85 percent of power production cones during Novenber,
Decenber, January, February, and March.

CO- CHAIR COLVER described the location and geography of Delta
Junction which creates frequent wi nd events.

MR. CRAFT said Delta Junction has no property taxes or zoning
and the wind farmrepresents not just access to cheap el ectrical
generati on, but econoni ¢ opportunities for i ndustria
devel opnent .

11: 26: 18 AM

ADJ OURNVENT

There being no further business before the commttee, the House
Special Commttee on Energy neeting was adjourned at 11:26 a.m
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