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ACTI ON NARRATI VE

3:30: 15 PM
CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Stedman, Coghill, Meyer, Welechowski, von
| mhof, and Chair Gessel. Senator Hughes arrived shortly
t hereafter.

Updat e: Al aska Stand Al one Pi peline Project (ASAP)

3:31:13 PM

CHAI R G ESSEL announced the first order of business would be the
Al aska Stand Alone Pipeline Project (ASAP) update, which was
created with the passage of HB 4 in 2013. She recogni zed Senat or
Begich in the audience and welcomed M. Richards to give his
present ati on.

FRANK RICHARDS, Sr. Vice President, Program Managenent, Al aska
Gasl i ne Devel opnent Corporation (AGC), said he would provide a
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brief update of activities associated with the ASAP Project. He
said ASAP was initially charged with looking at an in-state
natural gas pipeline to be able to deliver gas for Al askans.

3:33:28 PM

The work effort that devel oped was a 36-inch di aneter pipeline -
the result of the Alaska Gasline I|Inducenent Act (AG A) project
under contract with TransCanada. The project was to install a
pi peline and a gas conditioning facility on the North Sl ope that
woul d produce wutility grade gas. The gas would essentially
provide Southcentral Alaska with both home heating and power
generation. In addition to the 36-inch pipeline was the
requirenent to also provide natural gas in a lateral to
Fai r banks.

Wth the passage of HB 4, the state granted the Al aska Gasline
Devel opnent Corporation (AGC) a right-of-way (ROWN for the
pi peline. The work that ensued through 2014 was the pre-front
end engineering and design (FEED) and FEED |evel of effort that
| ooked at engineering but also devel oped the cost of $10 billion
for constructing this project. A project execution plan was
devel oped to acconplish the work.

3:35:16 PM

MR. RICHARDS stated that they have been followi ng through with
the Arny Corps of Engineers (COE) for conpletion of a
Suppl enment al Envi r onnent al | mpact St at enent (Envi ronnent al
| npact Statenent (SEIS), because of design changes nmde after
the work effort, because the prem se had changed to provide gas
to Alaskans at the |owest possible cost. Therefore, the design
prem se was changed from a very high-pressure line for natura
gas liquids to a lower-pressure line with utility grade gas.
This significantly reduced the facilities' footprints in terns
of pressurization and nunber of conpressor stations. The result
woul d be a record of decision of a federal right-of-way grant to
AGDC, which would give them a continuous right-of-way across
both state and federal |ands from Prudhoe Bay into Southcentral
Al aska.

MR. RICHARDS said AGDC is using all the work efforts from the
ASAP and the AKLNG project so that work efforts and costs are
not dupl i cat ed.

3:37:14 PM

The Clean Water Act (CWA) Section 404 application essentially
triggers the need for an environnmental docunment under the
Nat i onal Environnmental Policy Act (NEPA). The ASAP fina
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Environnental Inpact Statenment (EIS) was conpleted in 2012, but
no record of decision was published. This is because the design
prem se was changed to be able to bring gas to Alaskans at a
|ower cost wth |ower-pressure, utility-grade gas. In the
interimto optimze the project, M. R chards said, they worked
col |l aboratively with forner partners on the AKLNG Project to
find common alignnent between the two different projects, so
wor k woul d not have to be dupli cated.

MR. RICHARDS said the Arnmy Corps of Engineers (COE) has a third-
party contractor incorporating agency coments and AGDC
responses into the draft SEIS chapters in preparation for its
publication. The draft SEIS should be out to the public in the
m ddle of this year wwth a final publication in Decenber of this
year, and a record of decision on March 15, 2018.

3:41:09 PM

Addi tional analyses and reports are required by the COE on very
specific topical information from design premse for strain-
based pipeline, to cost above ground versus below ground, to
construction nethodology. Initially, it wasn't believed that
these additional proposed changes to the design would not
trigger the need of an SEIS> However, it was through answering
t hese questions that an SEI'S was necessary. These questions are
very simlar to the ones the AKLNG Project wll also be

receiving with the resource reports they tal ked about Monday.

3:41:29 PM

MR. RICHARDS said the DNR granted ASAP a right-of-way in 2011.
An anmendnment to it was necessary due to the |and exchanges that
were undertaken in the intervening vyears for the revised
al i gnnent; public coment closed on January 18, 2017 and DNR and

AGDC wll sign the anended right-of-way lease in the near
future. In 2016, SB 70 allowed DNR to issue a right-of-way for a
natural gas pipeline across Denali State Park and other

recreation areas along the alignnent all the way through to the
proposed |iquefaction site in Nikiski. The current right-of-way
anmendnent will incorporate these provisions.

3:42: 53 PM

The Pipeline engineering team continues to assist t he
Environnental, Regulatory, and Lands (ERL) team in addressing
Requests for Information (RFIs) and comments from the COE, other
agenci es, and the public.

The Project Service group is tracking costs and schedul es, but
is also providing a robust electronic docunent managenent system
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which now acts as the conduit to the library of all the in
information from TransCanada, the Al aska Pipeline Project,
AKLNG, and the ASAP Proj ect.

3:44:11 PM
Construction managenent and the facilities nmanagenent groups
have no activity on facilities.

3:44:19 PM

He presented the ASAP Project Schedul e as foll ows:

» Feb. 20, 2017 - Corps of Engineers Prepares Conplete Draft
SEI'S for Final Review.

e April 3, 2017 - Corps of Engineers initiates NHPA Sec. 106
Consul tati on Meeti ngs.

e May 12, 2017 — Public Notice of Draft SEIS and 404 C ean Water
Act Application.

* May 15 — June 23, 2017 — Public Meetings for Draft SEIS.

e August 25 — Decenber 12, 2017 - Corps of Engineers Prepares
Fi nal SEI S.

* Decenber 15, 2017 — Public Notice of Final SEIS.

e March 15, 2018 — Record of Decision (Permt Decision).

3:45: 42 PM
SENATOR W ELECHOWSKI asked if the SEIS and record of decision
can be used, or at |east be helpful, for the AKLNG project.

M KE THOWSON, Environnental, Regulatory, and Land Manager,
Al aska Stand Al one Pipeline (ASAP), Al aska Gasline Devel opnent
Corporation (AGDC), Anchorage, Al aska, answered that the purpose
and need of the two projects are very different, but there m ght
be a mechanism to pair the information from one project to the
ot her. The NEPA process will need to be reeval uated.

SENATOR VON | MHOF asked if all the 500 cubic feet (nctf/d) of gas
was for in-state consunption or would sone of it be sold and,
bui l di ng on Senator Wel echowski's question, is there any way to
use any of the ASAP permits for the AKLNG Project.

MR. RICHARDS answered that of the 500 ncf/d approximtely 250
ncf/d is projected for in-state use, with the high of 3000 ntf/d
with cold snaps such as the recent weather spell, leaving the
sane anmount to be sold or to be used by other entities. That
will be determned by the narket and the willingness to buy the
gas.

The Bureau of Land Managenent (BLM right-of-way will conme to
AGDC and with it cones the contiguous right-of-way across state
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and federal lands from Prudhoe Bay all the way down to Trapper
Creek and across the Susitna River. That is a "very big prize"
going forward for AGDC

3:48: 42 PM

MR. THOMPSON sai d anot her key permt that would be very val uabl e
to the AKLNG Project if ASAP acquires it is the 404 permt
involving analysis of inpacts to wetlands. Determ ning what
lands fall wunder the 404 jurisdiction is a very significant,
ti me-consum ng process, and once that evaluation is conpleted,
the COE woul d be obligated to use that determ nation for another
proj ect .

SENATOR STEDMAN said the state has sunk hundreds of mllions in
incentives in Cook Inlet already and asked how the two regions
will be worked together so as to not |eave those hundreds of
mllions of dollars on the table.

MR. RICHARDS answered that the Cook Inlet incentives were
successful and have resulted in sone significant finds, but he
didn't know how the existing fields wll taper off and how
future investnments will replenish that decline. The ASAP project
was started when Cook Inlet was in a steep decline and there was
a projected need to displace that energy source, and it provides
an opportunity to supplenent the businesses in and around Cook
Inlet that have been wutilizing the additional gas resource:
Agrium for fertilizer and gas liquefaction at the existing
i quefaction plant.

3:52:02 PM

SENATOR STEDMVAN said Cook Inlet has years of gas supply in front
of it and it appears there is no shortage in the Anchorage area
now or in the reasonably near future. At sone point from a
policy perspective a discussion needs to occur, so a well-
i ntended project doesn't negatively inpact other regions of the
state as markets change.

CHAIR G ESSEL agreed and added that Furie is neeting demand for
Honer electric and BlueCrest has a gas discovery offshore; they
sinply need a market to nmke it economic to develop. She
referred to |anguage on slide 3 and asked why they want to
"qui ckly advance" the record-of-decision tineline. If this is a
backup project, why the urgency?

3:53: 44 PM
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VR. RI CHARDS answered that they want to conclude the
environnmental regulatory process so that they don't spend any
nore of their limted funds than necessary.

CHAIR G ESSEL referred to slide 5 and said very soon they wll
have a conplete right-of-way for this project and asked why all
of it is needed nowif it is a backup project.

MR. RICHARDS answered that it is an asset that conmes to AGDC
under the auspices of ASAP and it could be used on any project.

3:55:20 PM
SENATOR W ELECHOWSKI said it seens to himthat this project has
becone sonewhat redundant and he wondered how nuch nobney was

being spent on it at this point. In years past, and when this
project was created, there were Cook Inlet shortages, but now
the nean estimate of gas in Cook Inlet is 9 trillion cubic feed

(tcf), an enornous reserve, nore gas than has been used there in
50 years including historic use of Agrium and shipping LNG To
him the value is in the permts being transferable, but other
than that, the project appears redundant. He wondered what the
budget was for ASAP.

MR. RICHARDS asked if he wants the current vyear's authorized
budget and future projections of expenditure for this project.

SENATOR W ELECHOWEKI sai d yes.

VR. RI CHARDS answered that ASAP was given a budget of
approximately $10 mllion for FY17; $3.7 mllion is conmmtted to
work contracts and approximately $1.2 nillion has been expended,
| eaving approximately $2.4 mllion for the remainder of the
fiscal year

CHAIR G ESSEL thanked M. Richards and said she appreciated the
updat e.

Overview. Al aska Affordabl e Energy Strategy

CHAIR G ESSEL said the next item on the agenda was an overview
of the Alaska Affordable Energy Strategy (AKAES). Wen SB 138
passed in 2014 there was a fundanental question of equity
between folks on the Railbelt and folks far from the proposed
pi peline. So, Senate Finance passed Section 75, which required
solutions to be found for the rest of Al aska that would not
directly receive energy from the project. The Al aska Energy
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Aut hority (AEA) was instructed to create this report and that is
what they will hear today.

3:59:19 PM

KATIE COWAY, Governnment Relations Manager, Alaska Energy
Aut hority (AEA), Departnment of Commerce, Community and Econom c
Devel opnent (DCCED), introduced herself and said they were very
excited to present the Al aska Affordable Energy Strategy (AKAES)
to the conmttee. She said the AEA is a public corporation whose
mssion is to reduce the cost of energy in Alaska. They could
tal k about the work they do to neet that m ssion, but today they
want to focus on this two-plus year project. The presentation is
in two parts; the first is background, which she would present,
and Ms. Lister would present the actual recommendations. She
said Neil MMahon, AEA Pl anni ng Manager, was on the phone and he
was the principle investigator on this project.

4:01: 49 PM
She noted a larger concentration of lights along the Railbelt
(slide 2) and said that despite the small size of these

communities and the renote |ocations, the fact is that they are
i solated grids and are not connected to one anot her.

M5. CONWAY said it's easy to take for granted the ease wth
which people simply flip a switch and |Ilight homes and
wor kpl aces, but in reality the energy systens generating and
distributing that power are conplicated, require a |lot of work
to sustain, and unlike systens along the Railbelt, because they
are not connected to a grid, they lack backup. Power and heat,
is the backbone on which all the comunities rely. Energy is not
a luxury; it's a fundanmental need.

4:02: 43 PM

In much of Al aska, energy infrastructure is nmade up of bulk fue
tank farns (heat and electricity), power generation facilities,
and electrical distribution. Energy infrastructure is critical
and needs continuous inprovenent and replacenent as old things
reach the end of their expected useful lives; and Alaska' s is

agi ng.

For a sense of the capital cost associated wth this
infrastructure, they used the Rural Power System Upgrade Program
whi ch serves communities of only up to 2,000 people to estinate
that the yearly capital costs to nerely replace electrical
generation and bulk fuel storage as they reach the end of their
useful lives (about 30 years) is nore than $30 mllion not
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i ncl udi ng personnel, operations, and maintenance or the diese
stored and burned in these facilities.

4:03:52 PM

M5. CONWAY said over the last 15 years, approxinmately $1 billion
both federal (approximately three-quarters) and state dollars,
has been spent on energy projects in non-Railbelt Al aska. Today
the situation is different. Wile the need for continuing
investment remains relatively constant, the availability of
public funding to help neet that need is decreasing. So,
communities and utilities have to find other ways to continue to
deliver safe, stable, reliable and affordable energy services in
prograns. This transition wll be difficult for sone
communities, so it is inportant to ensure a framework is in
place to maximze federal dollars, encourage private sector
i nvestnment, prepare communities and wutilities for wusing debt
financing rather than exclusively relying on public funding to
i npl enent projects, ensure proper project selection given the
uni que circunstances of any individual conmunity, and provide
techni cal assistance and consumer protection. This is what the
Al aska Affordable Energy Strategy addresses and to think of the
Al aska Affordable Energy Strategy (AKAES) as a framework for
changing the way critical energy prograns and services are
provi ded, a weight that has been heavily dependent on generous
state and federal grants.

M5. CONWAY said to accommpdate the necessary transitions of
Al aska's budgetary reality when nmaking energy decisions, the
whol e conmunity needs to be considered in determning which
energy cost solutions nake the nost sense at that point in tine,
and the AKAES franmework includes recomendations for doing that.
It is a strategic plan to inprove the nethods by which the state
works with non-Railbelt comunities and utilities to identify,
eval uate, develop, and maintain cost-effective energy sol utions.

Though the Al aska Affordable Energy Strategy originated as a
part of the gasline legislation in 2014, it has becone a
val uabl e effort that exists entirely independent of the gasline,
Ms. Conway said, and SB 138, asks AEA to develop a plan of
infrastructure that would deliver nore affordable energy to
areas of the state that are not expected to have direct access
to a North Slope natural gas pipeline. AEA worked with AGC to
determine who would directly benefit from a gas pipeline, which
will be consuners along the Railbelt, and the Affordable Energy
Strategy therefore, applies to everywhere else including
Sout heast Al aska.
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They were also asked to consider existing state energy policy,
such as the 15 percent by 2020 and 50 percent by 2025 renewabl e
and energy efficiency goals established in 2010.

M5. CONWAY pointed out a few key points about this project:
first that only non-Railbelt regions nake up the study area.
This was a data and research-based project conducted over two
years and this presentation is a very high-level summary of that
detailed and dense information. She said sone people nmay expect
to see a list of capital projects, but they didn't do that.
G ven the wuncertainty of funding a set list of projects, AEA
focused instead on inproving the decision-nmaking process and
expanding the availability of financing tools for energy
proj ects.

4:07:58 PM

The recommendations will cone in a linear format for ease of
explanation, but it's better to think of them as a web because
they are all connected to one another. Further, through the
recomendations only target non-Railbelt Al aska and the benefits
of inplenmenting sonme or all of them could be state-w de, because
every dollar they stretch allows nore to be done with less. This
nmeans it's good for everyone no matter where they live.

A wldly variable set of circunstances was found to influence
energy costs anong study area comunities which ranged from
smal |, isolated villages relying 100 percent on diesel for power
and heat to larger interconnected cities with nearly 100 percent
renewabl e electricity generation. The nedian comunity size
within the study area is 300 people, and 76 percent of those
communities are not connected by road or marine highway. The
medi an electric rate is 62 cents Kwh (before PCE) and heating
oil cost is $4.55/gallon (a gallon equivalent of natural gas in
Sout hcentral costs |less than $1/gallon).

4:09: 01 PM
M5. CONWAY said whether state dollars or federal, local utility
or utility custoner, the AKAES ains to ensure all those dollars

are spent to nmaximze their val ue. | npl enenting these
recommendations wll:
1. Inprove project selection ensuring the nost cost-effective

projects are those done first.

2. Diversify financing options, which renoves at |east sone of
the difficulty <currently prohibiting some communities from
devel opi ng sone projects.
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3. Encourage best financial, managerial and technical practices
through requirements and incentives that will lead to stronger
accountability and maxi m ze the useful life of assets.

She said over the last two years, AEA considered nore than 150
reports and studies from within and outside Al aska and the
analysis of nore than 3,000 potential energy infrastructure
projects in Al aska, including projects fromthe Renewabl e Energy
Grant Fund, the Rural Power System Upgrade Program the Hone
Energy Rebate Program Residential Watherization, bulk Fuel,
and other publically available feasibility reports. This project
al so incorporated the work of the recently conpleted Regional
Energy Plans, and the comunity-vetted priorities devel oped
through an extensive stakehol der engagenment process. Finally,
this project comm ssioned specific studies to fill in gaps of
know edge related to end-use efficiency, l|iquefied natural gas,
fuel delivery and storage, wutility managenent structures, and
barriers to private investnment in rural Al aska. The Al aska
Affordable Energy Strategy |looked at the entire energy system
within the study area and not just specifically at prograns AEA
oper at es.

She said all this information was built into a nodel called the
"Al aska Affordable Energy Mddel" to conpare different energy
infrastructure options that can be used to help communities or
policy makers better identify the npbst cost effective next
projects to consider.

4:11:15 PM

For this study and the following recommendations, the term
"affordable” is interchangeable with "cost effective," neaning
essentially t he | owest cost option gi ven t he uni que
ci rcunstances of a specific place at a specific noment in tine.
AEA found that it would be difficult to dramatically |ower
costs, but there are plenty of opportunities for inproving cost
effectiveness. Mst noteworthy is energy efficiency for both
residential and non-residential buildings and facilities. This
is nbst cost common, has the highest expected savings and is
consistently the npbst cost-effective opportunity across the
study area. WMany of the strongest opportunities for nore
af fordable energy, such as non-residential efficiency, are
difficult to capture within the current system of delivering
energy prograns and services and given the variability of cost-
influencing <conditions and the circunstanti al nature  of
affordability there are no one-size-fits-all solutions.

4:12: 24 PM
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CADY LI STER, Chi ef Economi st , Al aska Energy Authority,
Department of Conmerce, Conmmunity and Econom c Devel opnent
(DCCED), introduced herself and continued the presentation. She
said the AKAES proposes an evidence-based nanagenent framework
to guide decision-making. The recomendations are built on a
foundation of col | abor ati ons, st akehol der engagenent, and
conprehensi ve research and are organi zed into four categories or
pillars (slide 14). They are:

1. Identification of cost-effective projects

2. Project financing for those cost-effective projects

3. Creating systens of accountability and sustainability

4. Fundi ng of programns

She said these pillars all support the goal of providing safe,
stable, reliable, and affordable energy. Building off the
successes of Al aska's many past and current energy prograns, and
recognizing that the levers available to state governnent to
influence local actions are limted, all the recomendations
enpl oy at | east one of the foll ow ng:

1. Direct financing, such as grants, |oans, or incentives

2. Technical assistance, such as the collection, analysis and
sharing of data, information, evaluation, and consultation,

3. Requirenents, such as nandates, regulations, and standards.

4:13:56 PM

MS. LISTER said in order to reconmend ways to inprove the status
guo, they examned the entire energy system to identify "pain
poi nts" where barriers and risks were leading to higher-cost
energy. She explained that historic state and federal funding
for infrastructure has in some comunities <created an
expectation of grants, which can lead to del ayed inplenentation
of beneficial energy projects and to the under-devel opnent of
adm nistrative and financial capacity needed to be able to
access traditional debt financing. Hel ping energy project
devel opers, like utilities in comunities, to be able to neet
the standards to access debt financing will save the state noney
in reduced capital expenditures into the future.

Additionally, she said, the way in which state and federal
funding has been granted in the past has in sonme cases led to
communities making project-devel opnent deci sions based on
funding availability rather than on what 1is best for the
comunity energy system as a whole. The expected perfornmance
and/or economic life of some of the energy projects is not
al ways realized. Maintenance and operation of energy systens
require a certain level of technical and managerial expertise
that isn't always available at the |ocal |evel.
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M5. LISTER said the team put together a nenu of options to
consider for inplenentation and there are synergi es between nany
of them but benefits can be found in each of them individually,
as well. Everyone should be able to find sonething that
resonates. Not all the forthcomng recommendations wll Dbe
relevant in every single community, but collectively the AKAES
offers neaningful, realistic, and achievable solutions for the
entire study area.

4:15: 48 PM
CHAIR G ESSEL asked if the slide 14 framework had been proposed
bef or e.

MS. LI STER answered no. The last major effort to develop a state
energy plan created nore of a list of available resources by
comunity and that, as a conponent, inforns the analysis tool
But this is framework for maki ng deci sions and bringing projects
t hrough the evaluation process that result in better and nore
sustainable projects at the other end and that has not been
recommended before, to her know edge.

CHAIR G ESSEL said slide 15 alludes to funding-driven decisions
and asked her to identify specific projects that were driven by
funding that didn't pan out as expect ed.

M5. CONWAY said she would do that and get back to her.

CHAIR G ESSEL said she is particularly interested in the Wtana
Dam project which is part of the state's goal to achieve 50
per cent renewable energy by 2025, and  of course the
appropri at eness of that.

SENATOR COGHILL remarked that outside of the Railbelt there were
a whol e range of grant-driven projects neant to help conmunities
in kind of extreme circunstances as the price went up. So, they
need to know what the fall-out of that is, because sone of them
were for five years, sone were for eight years, and sone were
test projects that were supposed to cone with conclusions and
studies from the University. A list of those that are in the
m ddl e of the project is needed, because before noving forward
with this strategy they have to understand who is being left
behind and if they are left hanging, and if they can lend
t hensel ves back into this process to retool.

CHAI R G ESSEL added that neshes with her concern.
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M5. LISTER said the Renewable Energy Fund (REF) produces a
status report that wll be delivered to the legislature on
January 27 that will provide an update on the performance of the
REF projects that are currently operating and sonme information
about the projects that applied for funding in round 9.

SENATOR COGHILL said that would be very helpful, but they are
left hanging with how to start this process and where that
| eaves t hem

4:20: 33 PM

SENATOR STEDVAN said it would be nice for the report to break
down the regional distribution of grant awards either by Senate
or House district. That would allow for sonme regional
conmparison, because right now the wmap highly distorts the
reality by grouping the blocks by nmultiple Senate districts.

M5. CONWAY said she would need sonme clarification and then she
woul d follow up on that since it is not totally related to their
presentation at the nonent.

SENATOR COGHI LL said he lives in the Railbelt, outside of what
they are trying to do, but they are trying to do the same thing.
He wanted her to be prepared to answer questions about the
Rail belt district, which has a road system (R chardson H ghway
and Al aska Hi ghway), which is quite often treated differently
than any other rural area, because of that road system That
geogr aphy deserves a different |ook, because their grid runs up
to dennallen down to Delta Junction and sonetinmes Delta is
included in it and sonetines it is excluded. Valdez to
Gennallen is a very different grid that would |love to be able
to neasure those projects simlarly, and then everything in
bet ween those two are "kind of left to their own."

4:23:23 PM
M5. LISTER said current state energy goals include energy
efficiency and renewable energy targets, in-state gas - using

the Power Project Fund Loan Program as a primary financing too
in renewable and alternative energy. AEA recommends that state
energy policy be anended to include a goal that fornmalizes the
coonmitment the state already works toward every day in
delivering critical energy prograns and services to ensure safe,
stable, reliable, and affordable energy to all conmunities by
2030. The follow ng recommendati ons outline how to achieve this
goal despite having limted availability to state funding.
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She said the first pillar of this goal is identification of
cost-effective projects. The three recommendations under this
pillar support access to better community-|level data necessary
to nake good decisions about energy projects and prograns,
inproved data collection and analysis, the sources of which
include the Alaska Energy Data Gateway, the Alaska Retrofit
I nformati on System data collection from the Power Cost
Equal i zation Program (PCE) and the Renewable Energy Fund,
performance report from the Al aska Affordable Energy Mddel, the
on-line, reconnaissance-level, analysis tool that was devel oped
as a part of this project. Building off these existing efforts,
AKAES reconmmends formalizing responsibility to collect and have
publically accessible community-level, energy data and to have
publically accessible data for all state energy prograns, and to
regularly update the Al aska Affordable Mdel, which can provide
gui dance regar di ng t he cost ef fectiveness of ener gy
infrastructure opportunities.

M5. LISTER said the AKAES also recommends codifying and
clarifying the work already done at the Al aska Energy Authority
and other state agencies to help ensure the nbst cost-effective
energy systens are being identified and built. The state wll
work with conmunities seeking assistance to reduce energy costs,
and help themto identify, plan and finance energy projects and
prograns. They w | start by targeting hi gh- cost PCE
comunities, providing inmediate relief to consumers in those
communities, reducing costs to the PCE Program and provide
assistance with technical scoping for all phases of project
devel opnent .

She said this recommendation builds on the work that the state
al ready perfornms and ains to clarify responsibility outlined in
HB 306 from 2010 for "working to identify and assist wth
devel opnment of the nobst cost-effective, long-term sources of
energy for each community, statew de."

4:26: 48 PM

SENATOR COGHI LL inserted that the first two points go closely
toget her and asked if she is asking for statutory provision that
outlines responsibilities. He wanted to know if they were going
to ask agencies to do a lateral or horizontal sharing of
responsibility along with the comunities and if they had worked
on | anguage to that effect.

MS. LI STER said they had not devel oped statutory |anguage around
any of these recomrendati ons.
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M5. LISTER said recomendation A-3 is to establish building
ener gy codes for new residential and non-residentia

construction and major renovations. Building to an efficient
standard is cost effective, saves energy and noney throughout
the life of the building, and is less expensive than retro-
fitting later. It just makes sense that new buil dings should be
built with lower operating costs in mnd. This reconmendation
also builds on extensive research done by the Al aska Housing
Fi nance Corporation (AHFC) and will provide savings to the PCE
Program and the Al aska Heating Assistance Program should it be
refunded, as well as potential benefits to public health,
safety, and the environnent.

4:28:40 PM

She said the financing cost-effective projects pillar (slide 23)
i ncludes five recomendations that aimto inprove access to and
expand the types of financing tools available to comunities to
better |leverage non-state dollars and to connect potential
investors and Ilenders to bankable projects. Additionally,
because new financial instrunents don't work by thenselves, they
need to make sure that projects and entities are bankable and
have a skilled workforce to both build and maintain those
proj ect s.

4:29: 01 PM

The next reconmendation relates to the Bul k Fuel Loan Program
which is currently adm nistered by the Division of Cormunity and
Regional Affairs in the Departnent of Commerce, Community and
Econom ¢ Devel opment (DCCED). It offers comunities an easy-to-
use, lowcost financing tool to purchase |arge quantities of
petrol eum product, thereby reducing the per-unit cost and
reducing the risk to distributors of non-paynent. As bio-nmass
projects becone nore frequent and l|arger in nunber throughout
the state, the sanme nmechanism to purchase non-petroleum bulk
fuels, such as cord wood or pellets, would be a benefit to nany
conmuni ties.

She said the AKAES found that many communities and utilities are
in a position to take on nore debt for cost effective projects,
but the conmunities need nmore flexibility in their funding

opti ons and t hey need assi st ance in accessi ng t hose
opportunities. In sone circunstances, admnistrative capacity
can be the limting factor in successfully securing existing

financing options. What is needed is a way to nake it easier for
utilities and comunities to access financing in the form of
both grants and | oans.
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M5. LISTER said they have already seen the ability of dynamc
capital stacks to bring energy projects to fruition. A good
exanple is the Water Fall Creek hydroelectric project that is
just about to cone on line in King Cove, Alaska. That project
first used the Renewable Energy Fund grant funds and then the
Power Project Fund l|oan program through the State of Al aska.
Then it bonded through the Al aska Muinicipal Bond Bank and had
| ocal cash match. Putting that funding stack together was
conplex and difficult. Not every comunity has that kind of
capacity and access to a one-stop shop financing assistance
would play an inportant role for them They are calling this
one-stop shop the Community Energy Fund for Al aska (CEFA).

The CEFA would act as both a funding source and a match maker
with other financers. It would be accessible to wutilities,
muni ci palities, boroughs, cities, tribes, and non-residential
facilities. It would be available for generation, distribution

transm ssion, and demand-side efficiency projects. She said the
use of CEFA funds would require that the state decide that the
project is a cost-effective strategy for neeting community
energy needs and thus is inproving the quality of projects that
are devel oped.

M5. LISTER said access to financing assistance is inportant,
particularly now It maximzes |everaging of state dollars; it
can provide financial flexibility to serve the actual needs of
communities; it reduces the transaction costs for both the
borrower and the lender; and it helps with the transition from
grants to | oans.

4:32: 00 PM

Anot her recommendation creates a l|oan offering with refund
provi sions that rewards project performance. Portions of a |oan
for energy infrastructure would be refunded if the borrower
neets objective standards for performance and reporting.
Standards are set to help maintain that asset for its economc
life. Project type, phase, and applicant attributes can be used
to determne what percentage of state loans are eligible for
rei mbursenment or forgiveness. This loan would be an alternative
to straight grant funding creating a mechanism for stretching
dollars farther and providing an incentive for conmunities to
mai ntain infrastructure and project perfornmance.

4:32: 47 PM

Anot her recommendation is to statutorily allow voluntary on-bil
financing. Conmercial Property Assessed Cean Energy (C PACE)
has been re-introduced this session as SB 39 and HB 80. It is a
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financing mechanism that allows a voluntary tax assessnent to
finance energy efficiency in building |evel, renewable projects.
C- PACE prograns exist throughout the U S. and provide a nunber
of benefits: the debt stays with the building not the borrower,
which allows for long ternms in financing (up to 20 years) thus
reduci ng inpacts on cash flow, and C PACE debts are off-books,
so there are no negative inpacts on the borrowers' bal ance
sheet.

M5. LISTER said on-bill financing works in much the sane way;
the repaynent is through the utility. Both mechanisnms allow for
less risk to the lender and nore attractive terns to the
borrower. These tools can save energy and noney and create
busi ness opportunities in both the construction trades and the
financing industry, great tools for econom c devel opment. Wthin
the study area, C PACE would be particularly valuable in the
nore urban Southeast comunities, larger hub comunities or
boroughs wth property tax. On-bill financing could work
t hr oughout the study area.

4:34: 09 PM

The next recommendation has two parts; the first is to stabilize
funding for |owinconme, weatherization-assistance progranms. O
all government progranms, she said residential weatherization
generally has the best return on investnent for energy savings
to consuners.

M5. LISTER said AKAES recomrends maintaining a baseline funding
| evel of $10 million per year, enabling the continuation of this
i mportant program and capitalizing on the trained workforce that
has been built up since funding for this program increased in
2008.

The second part of the recommendation is to nodify the rules of
the Hone Energy Rebate Program so that should this program
receive funding in the future it is better able to serve rural
areas of the state as well as those households that may exceed
the Iimt for low income weatherization, but aren't high enough
that they have the cash on hand necessary to participate in the
Hone Energy Rebate Programas it's currently structured.

4:35:13 PM

The six reconmendations in the accountability and sustainability
pillar are focused on creating a system of requirenments and
incentives that maximze the operational l|ife of infrastructure
and provide for financial and managenent standards that wll
increase ability to access debt financing.
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The first recommendation under this pillar is to strengthen
business and financial mnmanagenent assistance to PCE-eligible
utilities. Reducing the non-fuel cost of power through efficient
busi ness operations could save mllions of dollars per year for
both consuners and the state, M. Lister explained. In PCE
communities, non-fuel costs make up a little bit less than half
of the total cost per kilowatt hour and that varies fromyear to
year given the cost of fuel in any given year. But creating nore
ef ficient business and managenent practices will translate into
direct savings through reduced PCE expenditures. Good business
managenment also includes the operational practices that ensure
equi pnent is properly naintained such as the scheduling and
budgeting for operations and mai nt enance.

| proved financial managenent wll also assist comunities to
better access financing and secure it at nore attractive terns.
AEA al ready does some of this work through the PCE Program and
t hrough Community Assistance, but there is a nuch greater need
than can currently be net. Codifying this commtnent is what is
bei ng recomended.

4:36: 53 PM

MS. LISTER said the second reconmendation builds off successfu

exi sting regional activity and recognizes that the state cannot
and should not do everything, and that regional entities often
know community needs better and are quicker to respond. Non-
state, regional, and statewide entities, such as Tanana Chiefs
Conference and Alaska Native Tribal Health Consortium are two
good exanples of organizations that are already doing this work.
They are creating economes of scale for service provision and
providing technical assistance to conmunities to neet their
needs in certain geographic areas and/or disciplines. Sone
exanpl es of the types of assistance that m ght be provided where
appropriate include rmanagenent of utility finances and
accounting, expansion of regional utility cooperatives and fuel
pur chasi ng cooperatives, managenment of building efficiency
prograns or projects, operations and nmintenance of both
buildings and generation systens, and electrical energency
response.

Under the current system an entity nust neet the standards of
being fit, willing, and able in order to obtain or be issued a
Certificate of Public Convenience and Necessity (CPCN) that
allows it to serve a defined service area. Once it has been
issued, a utility does not have to provide evidence at any
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future time that they are still fit, wlling, and able to
provi de the services that are required by the CPCN

4:38: 02 PM
Requiring that PCE-eligible utilities continue to denonstrate
their financial, managerial, and technical fitness wll help

ensure that assets are maintained for their entire economc life
and ensure the financial and managerial health of wutilities,
mnimzing non-fuel costs and inproving access to debt
fi nanci ng.

4:39: 05 PM

Anot her reconmendation is that all conmunity buildings that
receive the PCE subsidy and are greater than 5,000 square feet
be required to have an energy audit and to inplenment the
findings of that audit and to perform a retrofit that provides
net savings wthin 10 vyears. Having efficient community
facilities allows conmunities to spread their allocation of PCE-
subsidized comunity facility kilowatt hours over a |arger
nunber of buildings. It lowers comunity facility operating
costs freeing up funds to perform their core service and it
helps to ensure that the PCE Program is not subsidizing nore
kil owatt hours than are necessary.

4:39:40 PM

Currently, M. Lister said, the Regulatory Commi ssion of Al aska
(RCA) nakes a determination on the eligibility of new energy
infrastructure developnent after it has been built. Research
performed by the AKAES found that this is a barrier to private
investors as it is the source of uncertainty. Siting authority
could reduce this uncertainty and at the same tine add a |ayer
of consuner protection.

4:40: 01 PM

SENATOR COGHI LL comented that smaller conmunities with island-
type grids are outside of RCA regulation and asked how nany
would fall into that category in her target areas.

4:40: 26 PM

NEI L  MCVAHON, Pl anning Manager* Al aska Energy Authority*
Anchorage, Al aska, replied that generally, all wutilities nust
have a CPCN. So, they all are technically regulated by the RCA
even if they are not economically regulated, which would be the
di stinction that Senator Coghill is making. He would have to do
alittle bit of research to determ ne the exact nunber.
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SENATOR COGHI LL said if this is going to find its way into
statutory | anguage they need to know that nunber.

CHAIR G ESSEL instructed M. MMhon to send that information to
her office and she would distribute it to conmmttee menbers.

4:41:41 PM
M5. LISTER explained that the next reconmmendation [enact a 1
percent per year fuel reduction target for electric utilities

until cost effective gains have been realized] is designed to
provide a requirement for wutilities to do continuous quality
i mprovenent - seeking out and inplenenting cost effective
opportunities to reduce fuel consunpti on. Having a fuel

reduction target allows for a w der range of program or project
possibilities than an efficiency or renewable target, though
both, if <cost effective, could contribute. Oher types of
projects that mght contribute are diesel generation efficiency
and the lowering of line |oss.

This recommendati on supports the 2010 state energy policy of 50
per cent renewable and 15 percent i mpr ovenent in energy
efficiency in Alaska statute pertaining to cost mnimzation,
which requires that PCE-eligible utilities to "cooperate wth
appropriate state agencies to inplement cost effective energy
conservation neasures and to plan for and inplenent feasible
alternatives to diesel generation.”" The cost-effective portion
of this recomendation is inportant; they are not recomending
that any utility nove forward with a project or program that
woul d i ncrease cost to consumners.

SENATOR COGHILL commented that the cost-effective part of this
caught his attention. For exanple, the regulation for stack
em ssions on a lot of those communities drove their costs way
up, and yet ways were found ways to do things that were cost
effective |ike cogeneration water heating.

IVB. LISTER continued that the statute that <created the
af fordable energy strategy had two distinct requirenments for
program funding recommendations; the first was to suggest
potential revenue sources for funding state energy progranms and
projects recomended by the study, and the second was to
reconmend a neans of directly wunderwiting energy costs or
provi ding a direct subsidy.

4:44: 21 PM

The first funding option is to use the Al aska Affordabl e Energy
Fund (AS 37.05.610) when it becones available. The sane
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| egislation that created the nmandate for this study effort
included creation of the Affordable Energy Fund, which was to
take 20 percent of royalties off a future gasline and use them
to build projects and prograns to create energy affordability in
the study area. At the tinme it was passed, this fund was
estimated to generate $80 - $160 million annually. However, wth
conpletion of the gasline project at |east a decade out and the
need for continued investnent in energy infrastructure present
today, alternative revenue sources wll need to be identified
for different projects and prograns should they be inplenented.

4:45: 03 PM

One potential revenue source for a very small subsection of
energy prograns and services is the PCE Fund. She enphasized the
i nportance of maintaining the endowrent in perpetuity and was

only suggesting a small increase in the allocation from earnings
to admnister it and the directly related critical support
servi ces. For many years, V5. Li ster sai d, the ful

adm nistrative cost of the PCE Program has been subsidized with
General Fund (GF) dollars, and |acking these GF dollars, they
recommend using existing statutory authority to fully cover the
cost of adm nistering the program

In addition, M. Lister said, some energy prograns have a
| ogical critical connection to the effectiveness and success of
PCE-community wutilities. These prograns could potentially be
paid for with earnings from the endowrent. These prograns are:
Circuit R der, Operator Training, and Community Assi stance.
These three programs contribute directly to the energy, safety,
stability, and reliability, and wthout which sonme snall
utilities may see increased costs or increased risk of failure.

4:46: 21 PM

Ms. LI STER said a nunber of energy policy reports done in Al aska
over the vyears have identified a per-unit energy surcharge
generally referred to as a systens benefit charge (when talking
about the electric industry) or a universal service charge if
you're talking about the telecom industry. These charges which
are common in Lower 48 utilities help create revenue streans to
fund cost-effective, energy projects and prograns.

4:46: 50 PM

She said that AEA was required to come up with a way to directly
underwite the cost of energy in comunities wthout cost
effective infrastructure options. They recommend t he
continuation of the PCE Program and to revive the Al aska Heating
Assi stance Program which was unfunded | ast year.
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The PCE Program is the |argest and nost broad-based consistent
source of energy funding in the study area. There are two
significant points related to the PCE Programthat she wanted to
enphasi ze. First, the opportunities presented in the AKAES are
expected to reduce costs, but not enough to elimnate the need
for the PCE Program And secondly, it is extrenely inportant to
maintain the integrity of the PCE Endowrent Fund to ensure the
sustainability of the PCE benefit to rural Al askans.

4:47:50 PM

Finally, one additional idea for consideration: a state entity
with the authority to consolidate and manage consumer energy to
the extent that is reasonable would increase efficiency of
delivering state energy progranms to conmunities. This is not a
new idea, but one that perhaps nerits renewed consideration.
Consuner energy is such an inportant issue in Alaska that it is
i nperative that efforts to address those <challenges be
coordinated at a high level to be both efficient and effective.

| mpl ementation of the previous recommendations could potentially
spread those services across a half-dozen agencies. This would
be further conplicated by institutional gaps in conpeting agency
mandat es. Devel oping a coordi nated strategic plan to best assist
communities my becone problematic wthout a consolidated
authority. This state entity would coordinate all aspects of
t hese recommendati ons except for the RCA which would renmain
i ndependent .

4:48: 56 PM

She concluded that keeping the lights on and buildings heated
requires investing in energy infrastructure and ensuring that
those investnents are protected over the long term Despite the
state's current budgetary challenges, it can act to encourage
stronger and nore affordable comunity energy systens through
policy, regulatory, and statutory change and AKAES provides
gui dance for that change.

SENATOR MEYER directed his question to Senator Coghill and asked
if the Healy C ean Coal -Burning Plant up by Fairbanks is running
yet.

SENATOR COGHI LL answered yes; it had a failure and now is under
restart. He wunderstands that the rates are going to go up
because of it. It is a work in progress and has been a painful
project fromits outset.
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SENATOR MEYER asked if it was correct that the state had spent
over $1 billion in the |last decade on energy projects.

M5. LISTER answered vyes; though three-quarters of that $1
billion spent was federal funding.

SENATOR MEYER asked if they keep track of any efficiencies that
have been gained or energy costs |owered by spending that anount
of noney.

M5. LISTER answered that different prograns report in different
ways, but the short answer is yes. The Renewable Energy Fund
reports on performance of projects and all wutilities that are
part of the PCE Program (nost of rural Al aska) report their
generation, costs, efficiencies and line loss in an annual
report.

SENATOR MEYER asked if they know in total how nuch noney was
saved.

MS. LISTER said sonme of that noney was spent on infrastructure
that doesn't necessarily provide a neasurable savings on an
ongoi ng basis. For exanple, bulk fuel facilities cost a certain
anount of noney to build and the cost could be anortized over
the life of the project; operations and naintenance of the
facility are added to get to a dollar per gallon figure. Then
t hrough nodeling they would know how nuch that conmmunity is
saving through the availability of grants to pay for that asset.
That’s one part of it and then there are the types of prograns
that are easier to neasure where, for exanple, a conmmunity was
100 percent diesel and they built a renewabl e energy project and
its performance is being tracked. So, the cost per kilowatt hour
is nore neasurable on an annual basi s. Some  of t he
infrastructure that has been developed doesn't necessarily
create efficiencies that are neasurable outside of nopdeling.
It's a m xed bag.

4:53: 43 PM

SENATOR MEYER thanked her for the explanation and asked her to
provide energy costs that have been saved. Is that in her
report?

CHAIR G ESSEL said it is posted on I|ine.

M5. CONVWAY said Ms. Lister may have referenced the |onger report
- the research, nethodology, and findings on which the short
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report is based, and that should be on their website within a
week or two.

SENATOR COGHILL said nobst of communities are surrounded by
federal l|ands and asked if the state asked federal agencies how
they could collaborate on a strategy like this. For exanple, the
Denali Commi ssion was very significant in helping with bulk
storage, but the cost drivers of running power |ines alnost
exceeded the value of what was done in bulk storage in sone
pl aces, because of having to run through federal |ands. One of
the recurring themes he sees is the need for a horizontal
col | aborati on between state and | ocal agencies and this can al so
be true with the federal agencies.

M5. CONWAY replied that AEA works closely with many federa
agencies, in particularly the Denali Conm ssion, which is very
inportant for a lot energy progranms like bulk fuel and rural
power systens.

M5. LI STER added that they do coll aborate and work closely with
their federal partners: the Denali Comm ssion, the Departnent of
Energy, the Ofice of Indian Energy, and the Environnental
Protection Agency. A lot of the projects that were funded by
federal agencies were eval uated, because the state has had sone
small part in them

SENATOR COGHI LL said npst of those dollars were adnmnistrative
intensive and the federal agencies should be enlisted as part of
t he sol uti on.

SENATOR HUGHES said one of the recomendations involved a
uni versal service charge and she assuned that it would be on a
consuner's utility bill, and asked if she envisioned that to be
statewde or for where the consunmers l|ive. Also, the question
was asked whether they woul d be proposing statutory |anguage and
the answer was no; so, what is going to happen next with the
proposal s.

4:58: 25 PM

M5. LISTER said they envision collection of the universal
service charge would be at the local level; for electricity it
would be from the utility, for heating oil and natural gas it
would be fromthe retailer. None of the reconmendations apply to
the Railbelt. They are only recommending that this be done as a
means of generating revenue for energy projects wthin the study
area. To evaluate that as a statew de option would require nore
analysis and a | ot nore stakehol der engagenent that was not done

SENATE RES COW TTEE -25- January 25, 2017



on the Railbelt. She explained that these types of prograns are
i npl enented in a nunber of ways in the world and they are quite
common in the United States. In Canada, cross subsidies are
common between areas that have |egacy hydro-projects and areas
that mght be diesel- reliant to equalize the cost of power. In
nost of the U S. the noney that is collected within a service
area stays within that service area. Those details would need to
be worked out during a public deliberative process should a
policy maker decide to nove forward with that recomrendati on

5:00: 12 PM

M5. CONWAY added that their hope is that putting a lot of this
on the table will inspire a conversation anong |awrakers, which
Wil | hopefully lead to inplenenting sone or al | t he

reconmendati ons now or into the future.

5:01: 27 PM

CHAIR G ESSEL thanked them for the excellent report and
commented that when SB 138 incorporated this requirenent she
antici pated sonet hi ng about propane on the rivers and LNG around
the coast recomendati ons and they had gone nuch broader. Then
she adjourned the Senate Resources Commttee neeting at 5:01
p. m
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