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LETTER TO THE MEMBERSHIP

April 10, 2019
To our AVEC membership:

Our first Annual Meeting was held in 1969 so this year AVEC is celebrating our 50th Annual Meeting. At the end of
1969, AVEC had 314 consumer accounts, total kWh sales of 440,165 and the revenue was $79,842.28, or about 18.1
cents per kWh. This compares to our 2018 figures of 11,488 consumers, 118.3 million kWh sales and $51.5 million in
revenue. Or about 43.5 cents a kWh. The cost of fuel has more than quadrupled over that time, but the cost of elec-
tricity has only gone up by 140%. The cost of electricity in Anchorage has more than tripled during that same period.

2018 was a challenging year for AVEC, with several major storm systems battering western Alaska during the fall and
winter. We continue to respond to storm-related challenges this spring.

We sold about 2% more kWh than in 2017. The cost of fuel purchased in 2018 averaged $3.46 in all our communi-
ties compared with $2.78 in 2017. The rising world cost of crude oil accounted for the increase in cost. Wind energy
accounted for 3.4 percent of overall generation and the turbines have saved more than $10 million in fuel since 2006.

AVEC's total revenue in 2018 was $52,393,119. This was almost $6 million more than in 2017 and almost entirely due
to the higher cost of fuel. Fuel prices were $0.68 per gallon higher than in 2017. Expenses for 2018 were $53,432,797
and resulted in an operating loss of $1,039,678.

Earnings on our cash investments as well as patronage capital from affiliated organizations resulted in total margins of
$251,771 for the year. Our operating losses resulted in a cash position such that the Board of Directors did not authorize
a refund of patronage capital in 2018.

Our two tug and barge sets continue to perform admirably, delivering most of AVEC's fuel to our non-Bethel com-
munities. The operator, Vitus Marine, also delivered fuel to other buyers in AVEC and non-AVEC communities in addition
to a large amount of equipment and other deck cargo. Using our own vessels and Vitus Marine for delivery of our fuel
continues to result in cost savings of well over $500,000 each year. Those savings are reflected in lower fuel cost charges
on the electric bill.

During 2018, approximately $15.8 million was added to total utility plant, with $12.7 million of that being paid for by
grants. $2.1 million was retired from service. We received about $10.2 million in new grant funds from the Denali Com-
mission and the State of Alaska. At 12/31/2018, $23 million in grant funds from these granting agencies are available
to be spent on approved energy projects for which the funds were obtained.

PCE has been fully funded for the current fiscal year and is included in the operating budget for full funding in the
next fiscal year. PCE funding is designated to come out of the PCE Endowment Fund, so it has not been subject to the
widespread budget-cutting that is currently underway in Juneau. The governor’s proposed operating budget, however,
suggests using the PCE Endowment Fund to bridge the deficit, which AVEC is vigorously opposing.

A top priority for AVEC continues to be the pursuit of feasibility funding for the All Alaska Energy Project, also known
as the Alaska Grid. This project incorporates very large-scale gas-fired generation located at the North Slope, with a High
Voltage Direct Current (HVDC) transmission system delivering that power across the state of Alaska.

In 2015, the AVEC membership voted to transfer the election of directors from the hands of the delegates to those
of the membership. As a result, ballots were sent to 7,444 members of record on February 25, 2019 and ballots were
to be returned through April 9th. We do not yet know the results of the vote but will be publishing them on our website
as soon as they are available.
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Robert Beans, Chairman of the Board Meera Kohler, President and CEO

Front cover photo credit: Patrick Shick took this photo during a snowmachine ride between Holy Cross and Shageluk on the Yukon
River. Jarrett Simone of Holy Cross is the driver. Our field employees use whatever means of transportation they can find as they travel
between communities.
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REPORT TO THE MEMBERSHIP

SCHOLARSHIPS

AVEC's Board of Directors awarded scholarships totaling
$19,000. Ray Daniel of Bethel received the Ted Stevens
Memorial Scholarship in the amount of $5,000. Hanna
Jayne, Kateri Okitkun, Denae Ulak, Jaden Ulroad, Tamija
Woods, Misty Sundown, Thomasina Tall, Corilyn Adams,
Lataihya Hingsbergen and Andrea Johnson were each
awarded $1,000.

CAPITAL CREDITS

During 2018 the Board of Directors did not authorize
disbursement of capital credits through 2018. AVEC has
returned $24.2 million of a total of $47.2 million in allocated
credits.

TUGS AND BARGES

AVEC's tug-and-barge sets, chartered and operated by Vi-
tus Marine, completed their seventh full season, delivering
nearly 4.7 million gallons of fuel to a majority of AVEC's
communities. Vitus was able to coordinate fuel delivery with
AVEC construction projects allowing projects to continue on
schedule. Vitus Marine’s entry into the market has provided
downward price pressure on fuel prices in Western Alaska.

TOTAL MEGAWATT HOURS GENERATED AND SOLD

In 2018 AVEC generated a total of 126,211 MWH and sold
118,333 MWH.
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SAVINGS FROM HEAT RECOVERY

AVEC has been partnering with the Alaska Native Tribal
Health Consortium and local authorities to make heat from
our diesel engines available for water plants and public
buildings. This makes better use of every gallon of diesel
burned, benefitting the communities with lower-cost heat
and providing additional revenue for the cooperative. AVEC
continues work on assessment of the heat recovery piping
and foundation in Bethel.

SAVINGS FROM RENEWABLE ENERGY

Thanks to funding received from the Denali Commission,
Rural Utilities Service, the State of Alaska and other enti-
ties, AVEC has installed 36 wind turbines serving twenty
communities. In 2018, wind turbines generated 4,951,027
kWh (3.4% of total generation) and displaced an estimated
360,000 gallons of diesel fuel, saving $1,144,736 in diesel
generating costs. Combined with fuel savings realized since
2006, AVEC's consumers have saved a little over $10 million
in fuel costs over the past thirteen years.

TOP 10 PLANT OPERATORS OF THE YEAR

Each year AVEC has the difficult task of choosing the Top
10_power plant operators out of numerous excellent opera-
tors who are top performers. We have been refining the
selection process in order to reward the operators with the
best overall performances for the entire year. The winners
receive a heavy-duty jacket along with a cash bonus. Con-
gratulations to the following outstanding plant operators
who were deemed the Top 10 Plant Operators for 2018:
Rick Andrews of Emmonak, William Parks of Gambell,
Francis Nollner of Huslia, Edward Twitchell of Kasig-
luk, Evan Hunt of Kotlik, Mariann David of Mekoryuk,
David Peterson of Mt. Village, Daniel Tunutmoak Jr.
of Scammon Bay, Freddie John of Toksook Bay and Peter
Lincoln of Toksook Bay.
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CONSUMERS

As of December 31, 2018

The system overall showed a slight increase of consumers for the year. Twenty-seven villages showed an increase
in consumers, 23 villages had slight decreases in consumers and eight communities remained the same. The total
number of meters connected is 11,431.

Alakanuk 209 New Stuyahok 152 AVERAGE REVENUE PER KWH BY
Ambler 118 Nightmute 87 CONSUMER CLASS
Anvik 67 Noatak 155
Bethel 2,797 Noorvik 184
Brevig Mission 126 Nulato 140
Chevak 259 Nunapitchuk 164 08
Eek 142 Old Harbor 130 046
Ekwok 76 Oscarville 26 044
Elim 134 Pilot Station 172 042
Emmonak 781 Pitkas Point 35 0.40
Gambell 221 Quinhagak 233 038
Russian Mission 100 0.36
Good_news Bay 103 St. Mary’s/Andreafsky 254 0.34
ﬁrTy'g‘g 132 St. Michael 142 o
oly Cross
Hooper Bay 348 22;210;22 Bay iég o0 Schools Commercial C'(:);r::rmjigisty S):.\Izrrg\;vli;de Residential
Huslia 144 Selawik 237
Kaltag 101 Shageluk 58
Kasigluk 154 Shaktoolik 97
Kiana 162 Shishmaref 204
Kivalina 119 Shungnak 89
Kobuk 58 Stebbins 182
Kotlik 170 Teller 114
Koyuk 130 Togiak 327
Lower Kalskag 107 Toksook Bay 177
Marshall 149 Tununak 127
Mekoryuk 126 Upper Kalskag 99
Minto 99 Wales 74
Mountain ViIIage 246 Yakutat 444 An 8,000-pound generator is loaded on a sled using a block and tackle

and brute strength.

CONSUMERS SERVED AT YEAR’S END
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BALANCE SHEET

SOURCE OF ELECTRIC REVENUE
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Other Public
Facilities,
21.52%

Residential
35.35%

Plant
Operator
Payments
464%

12/31/18

$165,816,785

90,642,187
$75,174,598

9,394,512
46,626,977
22,370
$131,218,457

$50,169,011
52,404,079

27,800,348
845,018

$131,218,457

38.23%

Village
Labor

Commercial
27.27%

1.37%

12/31/17
$160,991,347

88,466.382
$72,524,965

9,035,772
41,159,924
9.089
$122,729,749

$50,075,468
47,071,492

24,539,513
1,043,277

$122,729,749

40.80%0

Misc. Power Production
Expense
17.75%

TOTAL COST OF SERVICE BY ITEM

Depreciation &
Amortization
7.93%

Administrative &
General Expense
7.97%

2.60%

Consumer
Expense
3.59%

Distribution
Expense
3.23%

Costof Power
73.70%

Generation Plant
Maintenance
3.47%

Tank Farm
Maintenance
1.44%

STATEMENT OF OPERATIONS

12/31/18
Operating Revenue $52,393,119
Cost of Power 39,377,434
Distribution Expense 1,720,971
Consumer Expense 1,912,379
Administrative &

General Expense 4,248,899
Depreciation &

Amortization Expense 4,227,041
Interest Expense 1,389,320
Taxes & Other Deductions 556,752
Total Cost of

Electric Service $53,432,796
Operating Margin ($1,039,678)
Interest Income 4,754
Other Non-Operating

Income 1,286,695

TOTAL MARGIN (or loss) $251,771

Long-term Debt
Interest

2017

Taxes & Other
Deductions
0.99

Misc. Power
Production

12731717
$46,486,925
35,815,537
1,537,004
1,750,663
3,748,358

3,751,300
1,286,661
547,641

$48,437,164

($1,950,239)
1,232,162

1,541,488

$823,411
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PROJECTS/FACILITY UPGRADES

Year In Review

Denali Commission

AVEC continues as a partner with
the Denali Commission. When AVEC
is upgrading its bulk fuel facilities
we are often asked to upgrade com-
munity tanks as well. By combining
projects, funding is more efficiently
used and benefits to the community
are broadened.

In tandem with a bulk fuel upgrade
for the community, AVEC works with
community leaders to develop a busi-
ness plan which must be adopted by
cities and corporations to enhance
sustainability. The business plan
outlines policies such as establishing
accounts for Operations and Main-
tenance, Repair and Rehabilitation,
and Spill Response Fund accounts so
ongoing operations are self-funded.

The funding the Denali Commission
receives is far less than in past years.
With reduced funding, capital project
funding to AVEC gets decreased. In
2016 AVEC was advised we would
be building the last large bulk fuel
replacement.

AVEC and the Denali Commission
are focusing on life extension where
tanks are repaired and refurbished.
While refurbished tanks will not last
as long as new tanks, the program
allows us to make the best use of
available funding.

Reduced funding for capital projects,
tank farms, power plants interties
and wind farms are the norm. AVEC
will work closely with funding agen-
cies to assure that the most is made
of available funding and projects are
designed to accommodate upgrades
when, in the future, new funds be-
come available.

Intertie Projects

St. Mary’s to Mt. Village: AVEC was
awarded $3 million from the RUS

High Energy Cost Grant program
toward construction of the tieline.
An additional $2 million was received

Page AR-6

from the State Renewable Energy Fund.
The project was awarded to Alaska
Line Builders in May and construction
started in December. Project completion
is scheduled for June 2019.

Generation Projects

New Engine and Power Plant
Installations/Renovation

Brevig Mission: A Series 60 engine was
relocated from St. Michaels to take the
place of the CAT 3456 in Position #3.
Additional engineering for integrations
is ongoing.

Eek: The community applied CDBG fund-
ing for power plant upgrades including
converting generation to 480V 3-phase,
installing automated switchgear and
replacing two diesel generators.

Goodnews Bay: A Series 60 was moved
from Ekwok to replace the old Position
#1. Additional engineering for integra-
tion is ongoing.

Huslia: The conversion to 3-phase is
complete.

Holy Cross: The Series 60 install to Posi-
tion #2 is scheduled for 2019.

Old Harbor: A Series 60 was moved from
the old St. Michael’s power plant to Old
Harbor for installation next to the exist-
ing power plant. Additional engineering
for integrations is ongoing.

Pilot Station: A QSX-15 was installed in
position #1 and is expected to be online
in the first quarter of 2019.

Togiak: Power plant is complete and on
line. Additional punch list items will be
completed in 2019.

Kasigluk, Mt. Village and Hooper Bay:
Engines are online.

Heat Recovery Projects

Bethel: Using Renewable Energy grant
funds AVEC continues work on assess-
ment of the heat recovery piping and
foundation.

Chevak, Eek, Grayling, Kiana and St.
Mary’s have partnered with ANTHC for

installing or upgrading heat recovery
systems.

Wind Projects
St. Mary’s/Pitka’s Point/Mt. Village.

Foundation construction was com-
pleted in the fall 2017. The turbine
was delivered and installed in 2018.
Commissioning was completed and
the turbine came on line in January
2019. Production is capped at 150kW
until the intertie to Mt. Village is com-
plete in the summer of 2019.

Stebbins/St. Michael wind project is at
95% design. AVEC was selected for a

DOE tribal energy grant in the amount
of one million dollars. We have applied
for Community Development Block
Grant funding for $850k. We are also
looking toward Norton Sound Eco-
nomic Development Corporation and
FEMA funds to move to construction.

Bethel: The turbine foundation was
completed in the second quarter. The
turbine was delivered, installed and
commissioned. The turbine came on
line in September and has been pro-
ducing energy consistently.

Tank Farm Projects

Togiak: Bulk fuel upgrade is complete
and fuel was delivered in the fall.
Some punch list items are outstanding
and will be completed in the spring
of 2019.

Teller: Bulk fuel upgrade is complete.

Fence Projects

Noorvik and Eek received new fenc-
ing.

Distribution Projects

Denali Commission

e Eek —install pad mount transform-
ers for voltage conversion

e Huslia — install pad mount trans-
formers for voltage conversion

¢ Togiak — modify distribution to new
power plant
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DISTRIBUTION AND MAJOR PROJECTS

AVEC’s newest fuel-efficient power plant in Togiak went online in November 2018. The power plant has a generating capacity of
2,687 kW powered by a Caterpillar 3512 engine and three Caterpillar 3456 engines. The project also consisted of constructing bulk

fuel tank farms for AVEC, Togiak Natives Ltd. and the City.

Distribution

Installed poles in Bethel, Elim, Lower Kalskag, Saint Michaels,
Shishmaref, Stebbins and Teller

Installed and replaced transformers in Bethel, Brevig Mission,
Eek, Chevak, Nunapitchuk, Noorvik, Savoonga, Shishmaref,
Teller, Toksook Bay

Installed gang switches in Tununak and Savoonga
Installed LED lights on existing poles in Toksook Bay
Modified the distribution system to the new Togiak power plant

Installed service to teacher housing in Noatak, Kobuk and
Kiana and installed service to the Iditarod Area School District
apartment building in Grayling

Installed a replacement riser in Huslia and rebuilt power plant
3-phase riser in Eek

Installed service to two Interior Regional Housing Authority
homes in Grayling and to five Northwest Inupiat Housing Au-
thority homes in Noorvik

Installed 400 A service to Gambell’s church and to a construc-
tion man camp in Kiana

Installed 200 A service to Knik Construction in Bethel

Installed more than 90 permanent or temporary services to
homes and buildings in Bethel, Chevak, Eek, Elim, Emmonak,
Gambell, Grayling, Holy Cross, Huslia, Kiana, Kivalina, Kotlik,
Marshall, Mountain Village, Noatak, Noorvik, Nunapitchuk,
Russian Mission, Saint Mary’s, Saint Michaels, Savoonga,
Shaktoolik, Shishmaref, Stebbins, Teller, Togiak, Toksook Bay
and Yakutat
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Togiak’s new power plant and bulk fuel tank farm.
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