Annual Report For 2006

Attached in this edition of your Ruralite magazine is a copy of AVEC’s annual report
to the membership. You will see a recap in this report of most of our activity in 2006. I
would like to point out a few important items.

First, you will see AVEC made a modest profit, or margin, in 2006. This is an improve-
ment over 2005, when we had a small operating loss, but it is lower than what our lend-
ers, primarily the federal government, would like it to be. We will continue to make
stringent efforts to lower our operating costs to raise that margin, but it is a difficult task
as we continue to experience spiraling cost increases.

Of course, the largest increase we have seen in recent years is the extraordinary rise in
the cost of fuel. You have seen that increase in the more than doubling of the cost of your
heating fuel and gasoline in the last few years. Compared with what the cost of heating
fuel has done, AVEC has been fortunate to see an increase of only about 60 percent in
our cost of fuel, which has translated into electric price increases of less than 20 percent
In most communities.

If fuel prices this year reflect those in 2006, that is going to change in 2007. We have
come to the end of a favorable three-year fuel contract and are likely looking at a sig-
nificant increase in our cost of fuel this year. We are, of course, looking for ways we can
minimize the cost increase, but ultimately we are affected by the world marketplace just
as all other fuel users are, and we will have to pay whatever the market demands for fuel.

On the bright side, it appears there will not be a major battle over PCE funding in
Juneau this year. We hope the program will be fully funded to the tune of about $26.6 mil-
lion. Unfortunately, PCE does not benefit our commercial electric consumers and they
continue to suffer with paying the full retail rate for electricity. You can be assured we at
AVEC continue to do everything possible to keep your rates as low as possible.

Also on the bright side, we have been pleased with the performance of our new wind
turbines in Toksook Bay and Kasigluk. As these machines displace diesel fuel during the
coming year, the communities of Tununak and Nunapitchuk, as well as Toksook Bay and
Kasigluk, can expect to see a meaningful reduction in the fuel charge component of their
electric bills.

Connecting communities to spread the cost savings has been challenging. Recently,
the new tieline connecting Tununak to Toksook Bay was unexpectedly damaged during
a windstorm. The resulting outage was of a short duration, since the standby generator
immediately started up and took over the load, but repairs to the line took a week to com-
plete. The entire line was re-secured to prevent a future recurrence, and we believe the
problem has been cured.

We will continue our efforts to interconnect communities, as this is one of the few
ways we can reduce the cost of operations and put off the need to raise the end cost of
electricity to our consumers. We ask for your support and patience.

Until next time,
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Communities Served
Alakanuk
Ambler
Andreafsky
Anvik
Brevig Mission
Chevak
Eek
Elim
Emmonak
Gambell
Goodnews Bay
Grayling
Holy Cross
Hooper Bay
Huslia
Kaltag
Kasigluk
Kiana
Kivalina
Koyuk
Lower Kalskag
Marshall
Mekoryuk
Minto
Mt. Village
New Stuyahok
Nightmute
Noatak
Noorvik
Nulato
Nunapitchuk
Old Harbor
Pilot Station
Pitkas Point
Quinhagak
Russian Mission
St. Mary’s
St. Michael
Savoonga
Scammon Bay
Selawik
Shageluk
Shaktoolik
Shishmaref
Shungnak
Stebbins
Teller
Togiak
Toksook Bay
Tununak

Upper Kalskag
Wales
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