-

2012 Annual Report

Alaska Village Electric Cooperative



LETTER TO THE MEMBERSHIP

April 10, 2013

To our AVEC membership:

Operating expenses in 2012 were about 10% higher than 2011 as we caught up on the under-collected fuel cost from 2011.
Total revenue in 2012 was $42,821,376, making it the highest revenue year ever for AVEC. Expenses totaled $42,757,344,
resulting in a modest operating margin or profit of $64,391. We earned interest on our cash investments and received
patronage capital from associated cooperative organizations, resulting in total margins of $1,101,860 for the year.

The new tug and barge sets that went into full operation last year delivered almost 85% of AVEC's fuel to our communities.
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. Hundreds of AVEC members were invited aboard to tour the vessels and were
treated to door prizes and refreshments. AVEC's new mascot, Little Picu, accompanied the vessels on some of their sailings
and visited with kids in our communities! Although we cannot control the cost of wholesale fuel since that is determined
by world markets, using our own vessels for delivery allowed us to reduce the cost of the transportation of that fuel by
about 20 cents a gallon.

We welcomed the village of Kobuk to the AVEC family in 2012. Although we already provided Kobuk with wholesale power,
the addition of their 56 residential and commercial customers raised our meter count to an all-time high of 7,954.

We sold 74 million kWh in 2012 - up 3.3% over 2011. Most of theincrease in electricity sold was as a result of hew schools
and water systems coming online. The cost of fuel purchased in 2012 was virtually unchanged over 2011. Our wind turbines
helped to offset part of the cost of fuel with almost six percent of overall generation being provided by wind.

PCE has been fully funded for the current fiscal year and is included in the Governor’s budget for full funding in the next
fiscal year. There is once again a bill being considered by the legislature to expand PCE to 7,200 kWh per year per residential
consumer and to provide it to small commercial customers as well, but that bill’s fate is yet to be determined.

Approximately $9,000,000 was added to total utility plant, while half of that amount was retired from service. We refinanced
$12 million of 5% RUS long-term debt with a loan from CFC with an average interest rate of about 3.4%, which will save
us almost $200,000 a year in interest payments. We received about $6.5 million in grant funds from the Denali Commis-
sion and the Alaska Renewable Energy Fund and have $27 million available from the Denali Commission, the Rural Utilities
Service and the State of Alaska for approved energy projects.

A top priority for AVEC in the last year has been the pursuit of seed funding for the All Alaska Energy Project. 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. Access to low-cost power for major hubs and re-
source development projects will result in a vibrant economy with thousands of good jobs for Alaskans, both urban and
rural, and the possibility to deliver low-cost electricity to communities for both lights and heat. AVEC continues to develop
small regional grids, connecting our communities so that they are ready for inexpensive power when it becomes available.

Information on major projects underway is provided on Page 6 of this report. We have submitted funding requests to the
legislature for more than $130 million in top-priority projects, including funding for the All Alaska Project and continuation

of the tank demolition that has been a high priority for the AVEC membership for many years.

2012 has been a busy year for all of us. Thank you for letting us serve you.

(Cdse o (22A; %\rﬁ%ﬁt@v

Charlie Curtis, Chairman of the Board Meera Kohler, President and CEO

Front cover photo: Lineman Cody Cadman performs some distribution work in Old Harbor. Photo by David Johnson.
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REPORT TO THE MEMBERSHIP

SCHOLARSHIPS

AVEC's Board of Directors awarded scholarships totaling
$15,000 to students from nine communities. The following
students received financial assistance to pursue their dreams
of a higher education: Rebecca Wilbur of Quinhagak; Brett
Kirk of Noatak; Zane Debilt of Quinhagak; Willie Augustine
of Emmonak; Katelyn Johnson of St. Mary’s; Sheila Evan
of Goodnews Bay; Tayesia Nick of Pilot Station; Monalisa
Harpak of Emmonak; Amy Ayojiak-Greenley of Togiak; Zazell
Stahelli of Kiana; Robert Kameroff of Emmonak; Ashleigh
Naneng of Scammon Bay; Caroline Hoover of Kasigluk; Tami
Waska of Kotlik and Letish Brown-Payne of Eek.

CAPITAL CREDITS

Since its incorporation in 1967, AVEC has generated total
operating margins of almost $34,000,000. 55% of these
margins — about $18,700,000 — have been returned to the
membership in the form of capital credit refunds in the last
fifteen years. No capital credits were returned in 2012 as
we took on additional debt and reduced our equity position.
The 2010 rate reduction has also lowered our annual rev-
enue by about $1,500,000, which is, in effect, an immediate
capital credit refund to all of our consumers. As financial
circumstances become more favorable, the Board of Direc-
tors will determine when to return additional capital credits.

TUGS AND BARGES

AVEC’s new tug-and-barge sets completed their first full
season, delivering 4.6 million gallons of fuel to a majority of
AVEC’s communities. The vessels, chartered and operated
by Vitus Marine, reduced AVEC's fuel transportation costs
by 15 percent, or about 20 cents a gallon.

TOTAL MEGAWATT HOURS GENERATED AND SOLD

In 2012 AVEC generated a total of 78,802 MWH and sold
73,956 MWH, slight increases over 2011.
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SAVINGS FROM HEAT RECOVERY

AVEC has been making an increased effort to partner with
the Alaska Native Tribal Health Consortium and local au-
thorities 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.

SAVINGS FROM RENEWABLE ENERGY

Thanks to funding received from the Denali Commission,
Rural Utilities Service and the State of Alaska, AVEC has
installed 34 wind turbines in eleven communities with in-
terties to three other communities. In 2012, wind turbines
generated 4,487,594 kWh (net) and displaced an estimated
341,886 gallons of diesel fuel, saving more than $1,315,000
dollars in diesel generating costs. Combined with fuel
savings realized in 2006 through 2011, AVEC's consumers
saved over $4,329,000 in fuel costs over the past six years.

TOP 10 PLANT OPERATORS OF THE YEAR

Each year AVEC selects the Top 10 Plant Operators of the
Year in order to reward the operators with the best perfor-
mance for the past year based on a set list of criteria. The
winners receive a 3-in-1 winter jacket along with a cash
bonus. The 2012 Top 10 Plant Operators of the Year are:
Jason Jones of Anvik; Frank Brown of Eek; William Woods
of Ekwok; Harold Gregory of Emmonak; James Bright Jr of
Goodnews Bay; Lucy Evan Jordan of Kalskag; Ray Hawley
of Kivalina; Daniel Tunutmoak Jr. of Scammon Bay; Edward
Bekoalak of Shaktoolik; and Thomas Olanna of Shishmaref.
Jason Jones was named the #1 Operator for his exemplary
performance. He has gone a record 29 months without an
unscheduled power outage, operating one of our original
power plants that was energized in 1970.
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CONSUMERS

As of December 31, 2012

The system overall showed an increase of 45 new consumers for the year, most of that amount comes from Kobuk, our
newest member. Twenty-five villages showed an increase in consumers, 24 villages had slight decreases in consumers

and six villages remained the same. The total number of meters connected is a record high at 7,954.

Alakanuk 202 Holy Cross 102 Mekoryuk 126
Ambler 115 Hooper Bay 323 Minto 97
Anvik 69 Huslia 137 Mountain Village 245
Brevig Mission 121 Kaltag 107 New Stuyahok 154
Chevak 248 Kasigluk 155 Nightmute 83
Eek 131 Kiana 150 Noatak 149
Ekwok 71 Kivalina 112 Noorvik 181
Elim 130 Kobuk 56 Nulato 143
Emmonak 286 Kotlik 168 Nunapitchuk 168
Gambell 209 Koyuk 127 Old Harbor 125
Goodnews Bay 104 Lower Kalskag 94 Pilot Station 167
Grayling 84 Marshall 155 Pitkas Point 43
Quinhagak 215

CONSUMERS SERVED AT YEAR'S END Russian Mission 96
St. Mary’s/Andreafsky 253

St. Michael 130

8000 Savoonga 208
7000 Scammon Bay 166
Selawik 248

6000 Shageluk 52
5000 Shaktoolik 99
Shishmaref 190

4000 Shungnak 89
Stebbins 175

3000 Teller 114
Togiak 317

2000 Toksook Bay 173
1000 Tununak 119
Upper Kalskag 97
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Some of the M/V Cavek’s crew members (L to R): Chris Pena, Dan AVERAGE REVENUE PER KWH BY CONSUMER CLASS
O’Shea and Isaac Hodgson and Capt. Ken Dassel with Little Picu.
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BALANCE SHEET

SOURCE OF ELECTRIC REVENUE

Other Public
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Street Lights, |
1.27%

Commerecial,
17.31%
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1|8.66%

Consumer
Expense
3.03%

Distribution
Expense
2.89%

Residential
45.13%
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Misc Power
Production
Expenses, 14.18% Tank Farm
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Plant Operator 1.67%

Cost of Power

TOTAL COST OF SERVICE BY ITEM

Administrative &
General
Expense

Depreciation &
Amortization

Expense
6.86%

Interest
Expense
2.72%

7.98%
Taxes &

Other
Deductions
.95%

2011

Payments, 5.4|5%

POWER Labor, 1.26%

PRODUCTION
EXPENSES
2012
vs 2011
Fuel, 70.81%

ASSETS 12/31/12
Total Utility Plant $130,953,735
Accumulated Provision

for Depreciation 73,534,349
Net Utility Plant $57,419,386
Other Property &

Investments 6,464,065
Current & Accrued Assets 51,096,466
Deferred Debits 4,642
TOTAL ASSETS $114,984,560

LIABILITIES
Equities $40,708,533
Long Term Debt 56,222,420
Current & Accrued

Liabilities 17,524,184
Deferred Credits 529,423
TOTAL LIABILITIES $114,984,560
Equities As Percent

Of Assets 35.40%
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12/31/11

$127,798,814

71,954,209
$55,844,605

5,909,809
47,146,406
5,382
$108,906,201

$39,608,395
49,569,716

19,309,995
418,095

$108,906,201

36.37%

Maintenance,
2.24%

Overhauls,

Plant Operator
4 1.44%

Payments, 5.?9%

. Village
Generation Labor, 1.29%
Plant
Maintenance,

4.37%

Fuel, 71.48%

STATEMENT OF OPERATIONS

12/31/12
Operating Revenue $42,821,736
Cost of Power 32,310,530
Distribution Expense 1,235,348
Consumer Expense 1,468,554
Administrative &

General Expense 3,240,615
Depreciation &

Amortization Expense 2,933,212
Interest Expense 1,161,985
Taxes & Other Deductions 407,100
TOTAL COST OF

ELECTRIC SERVICE $42,757,344
Operating Margin $64,391
Interest Income 545,688
Other Non-Operating

Income 491,780
TOTAL MARGIN $1,101,860

Misc Power
Production
Expenses, 14.55%

Tank Farm
Maintenance,
1.60%

Generation
Plant
Maintenance,
3.75%

12/31/11
$37,578,128

28,015,105
1,163,626
1,036,299

3,130,562

2,532,305
1,570,900
376,886

$37,825,682

($247,554)
11,862

1,115,320

$879,628
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PROJECTS/FACILITY UPGRADES

Shaktoolik’s wind turbines and upgraded diesel system were commissioned.
Photo by John Davis.

New Member: Effective July 1st, AVEC welcomed the
community of Kobuk as its newest member community.

Generation Projects

Interties: Brevig Mission - Teller: AVEC is still actively pursuing
FEMA funds to make repairs to this intertie that was damaged
during an epic storm in November 2011. Stebbins - St. Michael:
the Denali Commission approved funding for the intertie and for
a stand-by power plant to be placed in St. Michael. A new power
plant in Stebbins will serve both communities via the intertie. We
also received funding from the Rural Utilities Service to build an
intertie between New Stuyahok and Ekwok.

Denali Commission: Funding from the Denali Commission
has substantially decreased, resulting in scaling back our list of
planned construction programs. Crews worked on the following
projects: Stebbins - bulk fuel tank farm; pad and foundations for
new power plant building with planned installation in 2013; and
Emmonak/Alakanuk - Phase 1 funding for site development for a
new power plant and tank farm was approved

Diesel Power Plant Projects: Emmonak - new cooling system;
Shaktoolik - new switchgear module (wind turbines fully commis-
sioned); Kivalina - three-phase voltage conversion; Ekwok - tanks
and power plant buildings relocated to a new pad farther away
from the flood plain.

New Engine Installations: Emmonak - 3456 Caterpillar (com-
plete); Grayling - Series 60 (being installed).

Heat Recovery: AVEC has been partnering with ANTHC on heat
recovery projects. The 28-year-old system in Goodnews Bay was
refurbished and commissioned. Heat recovery projects are being
installed in Ambler and Shungnak.

Ekwok’s tank farm and power plant were relocated.
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Wind Monitor-
ing Stations:
Ongoing: Teller,
Marshall, Steb-
bins, Scammon
Bay and New
Stuyahok. Plan-
ning for: Eek,
Elim and Koyuk.
Solar Project:
Kaltag - 10 kW photovol-

taic project completed to

displace station service electricity.

Kaltag’s photo-voltaic (solar) project.
Photo by Matt Hastings.

Distribution Projects

The Energy Detective (TED): AVEC, the Alaska Village of
Council Presidents and Alaska Native Tribal Health Consortium
partnered with their communities to apply for federal stimulus
grant funds in 2010. These modest grants allowed for the purchase
and installation of in-home monitors (TEDs) that display real-time
information on the consumer’s electricity use and cost. Knowing
how one is using electricity allows the consumer to actively control
and reduce that use. More than 1,700 units have been installed.

Schools: provided temporary and construction power for new
schools, renovations, and additions in Shaktoolik, Alakanuk, Mt.
Village, Kobuk and Emmonak. Transformer replacements:
Ambler, Nulato, Mekoryuk and Gambell. Service upgrades:
Hooper Bay and Shishmaref. Three-phase power plant up-
grades: Kivalina, Shaktoolik and Ekwok. Three-phase power
conversion: AC Store in Emmonak.

Services connected to: an ANTHC clinic in Kaltag; teacher
housing in Noatak; service to the airport DOT SREB in Alakanuk;
a temporary and permanent service for corporation tank farm in
Alakanuk; water projects in Kasigluk, Toksook Bay, and Scammon
Bay; a meter for a solar panel for tribal council and water plant in
Ambler; telephone hut and towers in Wales and Elim and working
on Old Harbor; and homes in various communities.

LED street lights installed in: Kaltag, Shaktoolik, Goodnews
Bay, Wales, Shageluk, Holy Cross, Pilot Station, Elim, Kotlik,
Scammon Bay, Upper Kalskag and Quinhagak.

Creepage extenders to prevent tracking outages: installed
in: Savoonga, Shaktoolik, Shishmaref and Kivalina.

Rusty Meter Bases Replaced: AVEC
replaced 132 severely rusted meter
bases on privately owned homes in
Gambell. The community of Gambell ap-
plied for a grant through Norton Sound
Economic Development Corporation’s
Energy Grant program, which provided
funding for the project. Bering Straits
Development performed the work.

Russell Silook replaced
meter bases in Gambell.
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AVEC MEMBERS AND EVENTS

Plant Operators and Local Elders

Clifford “Pete” Charlie retired as
Minto’s plant operator.

Brothers Paul and Edward Bekoalok
are Shaktoolik’s plant operators.

George Flynn, Stebbins  George Isaac, a plant Robert Tokienna,
new plant operator. operator in Kasigluk. a plant operator in
Wales.

Some of our esteemed elders

Moses Paukan Sr., St. Paul Flynn, Stebbins’

Mary’s plant operator. retired plant operator.

L to R: Katherine Cleveland, Sarah
Tickett, Minnie Gray and Cora Cleveland
of Ambler enjoy the spring sunshine.
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Matthew Friendly of Quinhagak
visits with Capt. Ken Dassel on
the tugboat Cavek.

Community Events

AVEC held a blessing for the new tugs and barges in Dillingham.

Board member Helena Jones Meera Kohler watches the M/V
christened the barge AVEC-208. Nanig sail away after the blessing.

Fred Greist and Ellenor Merina par- Ambler residents commemorated
ticipated in Ambler’s Walk For Life. ~ Memorial Day.

Velma Jones’ colorful entry in Teller held 4th of July festivities.
Noatak'’s 4th of July parade.

Numerous communities held annual cleanups

RAFS helped cut up and dispose of  Pitkas Point cleanup crew.
some used bulk fuel tanks.
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AVEC Board of Directors
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