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LETTER TO THE MEMBERSHIP

April 9, 2014

To our AVEC membership:

We sold a little less than 74 million kWh in 2013 — about 0.4% less than in 2012. We believe that the reduction in sales
was largely due to the large number of “Energy Detectives” that were distributed to members in many of our villages. En-
ergy conservation pays! The average monthly residential consumption dropped from 421 kwh to 415 kwh. The cost of fuel
purchased in 2013 was slightly higher than 2012, going from $4.08 to $4.19. Wind turbines again contributed six percent
of overall generation and have saved almost $6,000,000 in fuel since 2006.

Operating expenses in 2013 were about 2.5% lower than 2012. Total revenue in 2013 was $42,206,045. Expenses totaled
$41,704,032, resulting in an operating margin or profit of $502,013. We had a good year for earnings on our cash invest-
ments as well as patronage capital from affiliated organizations, resulting in total margins of $2,552,276 for the year.

Our two tug and barge sets again 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. Although we cannot control the cost of wholesale fuel since that is determined by world markets, using
our own vessels for delivery is delivering estimated fuel cost savings of well over $500,000 each year. Those savings are
reflected in a reduced fuel cost charge that appears on the electric bill.

Approximately $5 million was added to total utility plant, while $3.3 million was retired from service. We received about
$10 million in new grant funds from the Denali Commission and the State of Alaska and have $28 million available from the
Denali Commission, the Rural Utilities Service and the State of Alaska for approved energy projects.

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. For the first time, all of the PCE funding is designated to come out of the PCE Endowment Fund. 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. We believe it is unlikely to pass.

A major event in 2013 was the execution of an Asset Purchase Agreement for the utility system that serves Bethel. That
acquisition was approved by the Regulatory Commission in December and the actual asset transfer will occur on May 6, 2014.

A top priority for AVEC for the last two years has been 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. We con-
tinue to pursue this project.

We are also seeking funding from the 2014 Legislature for a comprehensive statewide contaminated site assessment and
clean-up program, a new consolidated power plant in St. Mary’s and for system upgrades in Bethel.

Information on major projects underway is provided on Page 6 of this report and on page 7 we highlight our communities
and member events.

2013 has been a busy year for all of us and we look forward to an even busier year in 2014. Thank you for letting us serve you.

[,/Q—}—»m & (LA W%R@v

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

Front cover photo: The new power plant and bulk fuel tank farm in Stebbins. Photo by David Johnson.
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REPORT TO THE MEMBERSHIP

SCHOLARSHIPS

AVEC’s Board of Directors awarded scholarships total-
ing $11,500. Stefan Weingarth received the Ted Stevens
Memorial Scholarship in the amount of $5,000. Joe Bifelt
from Huslia and Catherine Joe from Chevak each received
$1,000. The following students were awarded $500 schol-
arships: Tasha King, Tyler Douglas, Anna Lincoln, Helen
Dorris, Natalia Bond, Caroline Hoover, Dora Moore, Nicole
Twitchell, and Stephanie Stanislaus.

CAPITAL CREDITS

One of the advantages of being a cooperative is that any
profits or margins earned through operations belong to the
members. In 2010, the Board of Directors decided to reduce
margins by lowering the cost of electricity. The two cent
per kWh reduction in electric rates returns $1.5 million to
the membership every year and has resulted in extremely
low margins. With slightly better operating margins in 2013,
the Board will consider later this year whether financial cir-
cumstances allow for a refund of prior year capital credits.
AVEC has returned to its members 55% of the $34 million
operating margins earned since incorporation in 1967.

TUGS AND BARGES

AVEC's tug-and-barge sets, chartered and operated by
Vitus Marine, completed their second full season, deliver-
ing 4.2 million gallons of fuel to a majority of AVEC's com-
munities. In just two short years, Vitus Marine’s entry into
the market has provided downward price pressure on fuel
prices in Western Alaska, providing cost saving benefits to
our members and residents and businesses in this region.

TOTAL MEGAWATT HOURS GENERATED AND SOLD

In 2013 AVEC generated a total of 78,396 MWH and sold
73,648 MWH, slight decreases over 2012.

‘ OMWH Sold aMWH Generated‘

1 megawatt hour =
1000 kilowatt hours
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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. AVEC has also been working with ANTHC
to install “*wind to heat” services in Chevak, Mekoryuk,
Gambell and Shaktoolik.

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 four other communities. In 2013, wind turbines
generated 4,650,881 kWh (net) and displaced an estimated
345,534 gallons of diesel fuel, saving $1,362,786 dollars in
diesel generating costs. The average fuel cost was $3.944
in the wind villages. Combined with fuel savings realized in
2006 through 2012, AVEC's consumers saved $5,691,786
in fuel costs over the past seven 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 nice, heavy-duty jacket along with a cash
bonus. Congratulations to the 2013 Top 10 Plant Operators
of the Year: Rodney Ticket of Ambler; Frank Brown of
Eek; James Bright Jr. and Paul Mark of Goodnews Bay;
Evan Newman of Holy Cross, Chris Hunt of Kotlik; Dan-
iel Tunutmoak of Scammon Bay; Ed Bekoalok and Paul
Bekoalok of Shaktoolik; and Freddie John of Toksook
Bay. We appreciate all of the plant operators whose efforts
help keep the lights on in their communities.
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CONSUMERS

As of December 31, 2013

The system overall showed an increase of 90 new consumers for the year. Thirty-two villages showed an increase in
consumers, 15 villages had slight decreases in consumers and eight villages remained the same. The total number of
meters connected is a record high at 8,044.

Alakanuk 203 Holy Cross 104 Mekoryuk 123
Ambler 111 Hooper Bay 332 Minto 97
Anvik 66 Huslia 136 Mountain Village 242
Brevig Mission 124 Kaltag 102 New Stuyahok 157
Chevak 255 Kasigluk 156 Nightmute 86
Eek 136 Kiana 153 Noatak 163
Ekwok 77 Kivalina 113 Noorvik 186
Elim 130 Kobuk 56 Nulato 143
Emmonak 286 Kotlik 166 Nunapitchuk 168
Gambell 219 Koyuk 126 Old Harbor 129
Goodnews Bay 105 Lower Kalskag 98 Pilot Station 169
Grayling 83 Marshall 150 Pitkas Point 39
Quinhagak 226

CONSUMERS SERVED AT YEAR'S END Russian Mission 929
St. Mary’s/Andreafsky 251

St. Michael 132

9000 Savoonga 209
8000 Scammon Bay 166
2000 Selawik 249
Shageluk 54

6000 Shaktoolik 104
5000 Shishmaref 189
Shungnak 92

4000 Stebbins 182
3000 Teller 111
Togiak 319

2000 Toksook Bay 176
1000 Tununak 120
o Upper Kalskag 96
1968 1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2013 Wales 80

AVERAGE REVENUE PER KWH BY CONSUMER CLASS
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John Davis provided a tour of the power plant and one of the Schools Commercial Comr)jqnity Systemwide  Residential
wind turbines to 6th grade students in Toksook Bay. Facilities Average
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BALANCE SHEET

SOURCE OF ELECTRIC REVENUE

Other Public
Facilities,
18.54%

Schools
20.04%

Street Lights,
0.72%
Plant Operator
Payments, 5.86%
Village T
POWER Labor, 1.19%
PRODUCTION
EXPENSES
2013
vs 2012
Fuel, 70.01%
ASSETS 12/31/13
Total Utility Plant $132,352,737
Accumulated Provision

for Depreciation 73,018,890
Net Utility Plant $59,333,847
Other Property &

Investments 7,643,787
Current & Accrued Assets 46,630,941
Deferred Debits 876,832
TOTAL ASSETS $114,485,407

LIABILITIES
Equities $43,286,742
Long Term Debt 53,715,582
Current & Accrued 16,451,501

Liabilities
Deferred Credits 1,031,582
TOTAL LIABILITIES $114,485,407
Equities As Percent

Of Assets 37.81%
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Overhauls,

Commercial,

18.83%

Residential
41.86%

3.10%

12/31/12

$130,953,735

73,534,349
$57,419,386

6,464,065
51,096,466
4,642
$114,984,560

$40,708,533
56,222,420

17,524,184
529,423

$114,984,560

35.40%

Misc Power
Production
Expenses, 13.56%

TOTAL COST OF SERVICE BY ITEM

Administrative &
General
Expense

6.95%

Depreciation &
Amortization
Expense
5.99%

Interest
Expense
2.66%

Consumer
Expense
3.86%

Taxes &
Other
Deductions

.98%
Distribution

Expense =l
3.00% g

Cost of
Power
76.55%

Tank Farm
Maintenance,
1.79%

2012

Misc Power

Overhauls, v
Production

Plant Operator 1.67%
Payments, 5.415%

Generation Vilage i
Plant Labor, 1.28%
Maintenance, Generation
4.49% _Plam
Malz?g;oa;ca
Fuel, 70.81%
STATEMENT OF OPERATIONS
12/31/13 12/31/12
Operating Revenue $42,206,045 $42,821,736
Cost of Power 31,926,420 32,310,530
Distribution Expense 1,251,252 1,235,348
Consumer Expense 1,610,242 1,468,554
Administrative &

General Expense 2,899,721 3,240,615
Depreciation &

Amortization Expense 2,498,115 2,933,212
Interest Expense 1,107,595 1,161,985
Taxes & Other Deductions 410,688 407,100
TOTAL COST OF

ELECTRIC SERVICE $41,704,032 $42,757,344
Operating Margin $502,013 $64,391
Interest Income 1,307,814 545,688
Other Non-Operating

Income 742,450 491,780
TOTAL MARGIN $2,552,276 $1,101,860
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PROJECTS/FACILITY UPGRADES

New Member

AVEC announced that it is taking over the assets of the Bethel
Utilities Corporation with full integration of the Bethel operations
into AVEC's operations scheduled to begin May 6, 2014.

Tugs and Barges

AVEC's tugs and barges, chartered and operated by Vitus Marine,
completed their second full season, delivering 4.2 million gallons of
fuel to AVEC communities for an average price of $4.19 per gallon.

Denali Commission

AVEC continues to work closely with the Denali Commission on
energy projects for rural Alaskans. While federal Denali Commis-
sion funding is only a fraction of what it has been in the past,
smaller projects are progressing as well as efforts to complete
larger projects.

Interties

Brevig Mission - Teller: A new intertie was completed in the fall of
2011. A storm destroyed much of the new line. Two years after
AVEC requested funding for repairs FEMA approved repairs. In
the meantime a storm in November 2013 caused additional dam-
age, which has been reported to FEMA. Stebbins - St. Michael: A
standby generation module was placed in St. Michael. Stebbins
and AVEC are working together to procure additional funding
needed to complete the power line between the two communities.
Ekwok to New Stuyahok: Funding from the Rural Utilities Service
has been announced that would pay for most of the intertie.

Generation Projects

New Engine Installations: Grayling — a Series 60 engine, and
Togiak — a 12v2000 MTU module.

Power Plant Projects: Stebbins - the new power plant is nearing
completion; St. Michael - an 800-KW standby generation module
was completed and delivered; and Emmonak - design work began

Scammon Bay's tank farm renovation reconditioned some of the old tanks.
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on a new power
plant and tank farm.
The new facilities
will power both Em-
monak and Alaka-
nuk via the already
constructed tieline.
Hot Water/Heat
Recovery: AVEC
has been working
with ANTHC to in- Fall storms caused flooding in Stebbins. The
stall “wind to heat” new power plant and tank farm stayed dry.
services in Chevak,

Mekoryuk, Gambell

and Shaktoolik; Hooper Bay - Village Safe Water and CE2 Engi-
neering are working with AVEC to install a heat recovery system in
each of the generation modules; and Selawik - ANTHC and AVEC
are upgrading the heat recovery project.

Tank Farm: Scammon Bay'’s tank farm was renovated.

Distribution
Schools: Emmonak, and Old Harbor.
School duplexes: Gambell, Stebbins.

Streetlights converted to LED: Savoonga — upgrade 20 and install
five new. New streetlights: Holy Cross, St. Mary’s, Shishmaref, and

Gambell, which hasn’t had any streetlights before.
Retired and replaced poles: Quinhagak and St. Mary's.

Three-phase upgrades or new services: Elim, Emmonak, and
Scammon Bay.

Single-phase services: Brevig Mission, Chevak, Goodnews Bay,
Grayling, Holy Cross, Savoonga, Shageluk, Stebbins, Wales, St.
Michael, Selawik, Shaktoolik, Eek, Emmonak, Quinhagak, Togiak,
Shishmaref, and Ekwok.

Transformers: replaced in Kiana, Kasigluk, Togiak, Gambell, Holy
Cross, St. Mary'’s, St. Michael, Shaktoolik, Shishmaref and Toksook
Bay.

Meter base replacements: Savoonga.
Marshall: completed power line relocation for airport road improve-
ments.

Heat recovery from wind: Gambell, Chevak, Shaktoolik, and
Mekoryuk - modified the distribution
system and installed transformers for
new services.

Solar power: Inspected Noorvik and
changed out meter.

Heat trace: Selawik.

Water and sewer upgrades: Quinhagak
-14 homes.

Storms and flood damage: repairs made
in Savoonga, Brevig Mission, Elim, Kal-
tag, Kotlik, Nulato, Quinhagak, Selawik,
Stebbins, Teller and Emmonak.
Stebbins new power plant: Crews began
the modification to the distribution
system in Stebbins to connect the new
power plant.

Gambell now has
streetlights to light up the
dark winter nights.
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AVEC MEMBERS AND EVENTS

Some of the plant operators who received training 2013 Annual Meeting

L to R: Riley Scott and Billy Bernhardt
of Kobuk.

William Painter of Grayling.

5-year delegates (L to R): Nathan 10-year delegates: Nelli Ballot
Elswick, Flora Nickoli, Alberta Steve and John Kelly.
and Frank Logusak.
Paul Howard of Daniel Ballot of Randy Davis of Employees toured one of AVEC’s tugs and barges in Seward
Grayling. Selawik. Selawik.

Linemen at work

L to R: Claire Goldsmith, Candice L to R: Claire Goldsmith, Carmen

Brown and Carmen Charles Charles, Candice Brown, and Little
supervise Little Picu, who's sitting Picu pose with the boat’s engineer,
in the captain’s chair wearing Rick Ferroni. AVEC's barge is in the
“rock-star” sunglasses. background.

Our linemen titled this photo “AVEC Our field employees may look

palm tree.” Dave Johnson took scary in their bulky arctic gear,
this photo of Matt Hastings, Chase but they are actually friendly.
Westberg and Cody Cadman. Photo by Dave Johnson.

Intense fall storms hit western Alaska

Once again major fall storms battered  Shishmaref also suffered more

Alaska’s western coast causing erosion damage from some major
extensive damage. Fred Sagoonick of  fall storms. Photo courtesy of These smiling girls helped with Ambler participated in the
Shaktoolik took this photo. Curtis Nayokpuk. the clean up in Brevig Mission. statewide Choose Respect events.
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AVEC Board of Directors
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Alaska Village Electric Cooperative
4831 Eagle Street; Anchorage, AK 99503
(907) 561-1818 x www.avec.org
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