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W TNESS REG STER

SENATOR GARY W LKEN

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT:  Spoke as the sponsor of SB 171.

ACTI ON NARRATI VE

COCHAIR BILL THOVAS called the House Conmmunity and Regional
Affairs Standing Commttee neeting to order at 8:02:32 AM
Representatives Thonmas, O son, LeDoux, Neunan, and Salnon were
present at the call to order. Representatives Kott and C ssna
arrived as the neeting was in progress.

SB 171-NPR-A COWUNI TY GRANT PROGRAM

8:02:42 AM

CO CHAI R THOMAS announced that the only order of business would
be CS FOR SENATE BILL NO 171(FIN) (efd fld), "An Act anending
the National Petroleum Reserve - Al aska special revenue fund,
and establishing the Special Legislative Ol and Gas NPR A
Devel opnent | npact Review Commttee and defining its powers and
duties.”

8:03:17 AM
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SENATOR GARY W LKEN, Al aska State Legislature, sponsor, inforned
the commttee that the commttee packet should include the
sponsor st at enent a sectional anal ysi s, a Power Poi nt
presentation, and the "National Petrol eum Reserve-Al aska (NPR-A)
| mppact Mtigation Grant Program report from the Departnent of
Commerce, Community, & Econom c Devel opnent. Senator W/ ken
explained that SB 171 attenpts to correct two problens that were
created in 1980 by an insertion in federal |egislation having to
do with the leasing of NPR A The federal legislation put in
front of the permanent fund dividend any revenues that conme from
NPR-A and thus nost believe that 25 percent of the funds from
the NPR-A are deposited into the permanent fund dividend
account . However, that isn't the case. Back in 1980 a grant
program was created and the revenue stream from NPR-A is just
beginning to flow. The lack of attention to the grant program
has highlighted the need to nake sone changes. Therefore, this
| egislation attenpts to address the aforenmentioned by a creating
a priority that "steps in front of the permanent fund" and
establishing sone objectivity with the grant program and spread
the wealth of NPR- A throughout Al aska rather than just one area
of the state.

SENATOR W LKEN turned attention to the PowerPoint presentation
on which the first page relates the quote from Judge Wlter

Carpeneti in the Barrow v. State case, as follows: "The duty
i mposed by the federal government wultimately falls wupon the
Al aska Legislature ...". He then turned to slide 1, which

highlights Article 9, Section 15, of the Alaska State
Constitution, which read:

Al aska Permanent Fund. At |east twenty-five percent of
all mneral lease rentals, royalties, royalty sale
proceeds, federal mneral revenue sharing paynents and
bonuses received by the State shall be placed in a
permanent fund, the principal of which shall be used

only for t hose i ncome- produci ng i nvest ment s
specifically designated by Jlaw as eligible for
permanent fund investnents. Al | incone from the

permanent fund shall be deposited in the general fund
unl ess ot herw se provided by | aw.

SENATOR W LKEN expl ained that in order for the aforenentioned to
be correct today the |anguage ", except those from NPR-A" would
need to be inserted because currently the revenue is intercepted
from NPR-A by certain conmunities in the state prior to it
reaching the permanent fund. The aforenmentioned is comng to
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light due to the revenue coming fromthe NPR- A over the |ast few
years. Senator Wl ken infornmed the commttee that since 1980
$167.6 mllion has cone from NPR-A, although only 15 percent has
been deposited into the permanent fund to date. Therefore, the
guestion becones: where did the noney go. Senator W] ken then
drew attention to slide 4, which specifies how the half that's
state noney was allocated from 1983 to 2006 and 2000 to 2006
with the largest percentage going to NPR-A community grants

during both tine periods. He then rem nded the commttee that
NPR-A noney is half federal noney and half state noney.
Clearly, the pie charts on slide 4 illustrate that the 6 percent

that went to the permanent fund in 2000-2006 is in violation of
the constitution, which requires 25 percent of these funds be

placed in the permanent fund. Those who believe the general
fund (GF) will benefit from NPR-A are wong, he opined, as the
pie charts on slide 4 illustrate that no funds from NPR-A have

gone to the G- while 75 percent went to the North Sl ope.

SENATOR W LKEN then turned the conmttee's attention to slide 5.
He infornmed the commttee that if l|last year's appropriation was
for $24.7 mllion in grant funds and if the aforenentioned was
awarded on a per person basis in the North Slope, it would
amount to $4,400 [per person]. Under the per person basis,
Anchorage woul d receive a check for $1.2 billion while Fairbanks
woul d receive $380 nillion. "Wuldn't all of our comunities
like to have grants such as that," he queried. He then noved on
to slide 6, which illustrates that next fiscal year there should
be about $50 million in NPR-A grant funds to distribute. He
related that NPR-A is expected to be a nega giant oil field that
could hold 10 billion barrels and thus the funds are expected to
clinb. Therefore, it's inportant to address the problem wth
NPR- A. He highlighted slides 9-10, which detail the four
communities and borough that have benefited from the nonies from
NPR- A. Slide 10 also relates the distance from which the
communities sit fromoil and gas devel opnent.

[ 8:14: 50]

SENATOR W LKEN related the history of NPR-A which is specified
on slide 11. He then pointed out that under federal |aw, as
highlighted on slide 12, there is a priority use of NPR-A funds
by the comunities nost directly or severely inpacted by the
devel opnment of oil and gas wthin NPR-A At that time the
| egislature didn't have a state |law on the books and decided to
protect the permanent fund and deposit the remainder in the G-
However, t he North Sl ope Bor ough di sagr eed W th t he
aforenmentioned and brought forth a suit in which Judge Carpeneti
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said that automatic deposits into the permanent fund violate the
federal |aw. Judge Carpeneti also said that the state has a
mandatory duty to address NPR-A devel opnent-rel ated inpact needs
because the federal law trunps the state constitution.
Furthernore, Judge Carpeneti specified that the duty inposed by
the federal governnment ultimately falls upon the Al aska State
Legi slature, which is the goal of SB 171

SENATOR W LKEN noved on to slide 14, which provides a flow chart
of the process by which the inpacted communities submt requests
to DCCED |[Departnent of Conmerce, Communi ty, & Econom c
Devel opnent] for inpact grants. He noted that the [conmittee
packet] should include a listing of the grants that have been
f unded. The legislature is only involved in the process at the

capi tal budget |evel. He then highlighted slide 15, which
specifies the federal and state laws as well as the
correspondi ng regulations. He then turned the commttee's

attention to the term "inpact” and explained that under SB 171
"inmpact is the threshold across which one nust pass in order to
be considered for any sort of funding." However, that's not how
it has been handled, which has led to confusion as related in
the varying point assignments to inpact as specified in slide

16. He then offered exanples which he indicated weren't
[reasonably attributable to oil and gas devel opnment within NPR-
Al . For exanple, in fiscal year (FY) 06 the legislature was

asked to fund a $525,000 |agoon boat launch in Winwight as
related on slide 17. The application nerely said, "Construction
of the oil production infrastructure and pipeline has driven up
the growh of population.” However, he refuted that and
informed the commttee that over that time period the popul ation
of Wainwight has increased from 492 to 546. Wth regard to the
impact on social and cultural values, the grant application
specified the following: "The social disruption pronpted by oi
and gas developnent affects nmany traditional activities."
However, Wainwight 1is Jlocated 220 mles away from NPR-A
devel opment. He then turned attention to an application for the
$63, 000 renovation of a roller rink in Barrow, which is |ocated
160 mles from Al pine. Senator W/ ken respectfully suggested
that there is no inpact on the borough.

8:23:15 AM

SENATOR W LKEN then turned attention to other concerns that are
specified on slide 19. For instance, grants have been funded as
capital projects with no |apse date. However, the majority of
the grants are for operating expenses, which typically have a
one-year life. He opined that there is wvery little
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accountability as illustrated with the 2000 approval of a grant
for the construction of a cultural center in Nuiqgsut. In 2002
$300,000 was [approved] for the operation of the Nuiqsut
cultural center, although to date no foundation has been dug

Senator W/l ken then pointed out that positive inmpacts of NPR-A
activities aren't considered. For instance, the people of
Nui gsut are going to have free natural gas. Mor eover, [NPR-A
activities] provide jobs and an inconme. Therefore, it's tinme to
change and thus SB 171 establishes a special |egislative inpact

review conmmttee in a conference commttee structure. He
hi ghli ghted Judge Carpeneti's remarks in the Barrow V. State
case as follows: "The duty inposed by the federal governnent

ultimately falls upon the Al aska Legislature and it includes the
duties to examne the clainmed needs of the subdivisions arising
from oil and gas devel opnent inpacts, to evaluate them and, if
the clainmed needs are found to exist, to rate them in order of
priority, and to neet them out of NPR-A revenues."

SENATOR W LKEN explained that SB 171, as related in slide 22,
establishes a special | egislative inpact review commttee
consisting of three nenbers from the Senate Finance Conmittee
and three nmenbers from the House Finance Conmittee. Under the
| egislation, the process wll wrk the sanme save that the
| egislature has inserted itself through the conmttee, as
illustrated on slide 22. He then noved on to slide 23, which
highlights that "inpact" is the first criteria for which the
application is reviewed before noving through the funding
pr ocess. The reason to do the aforenentioned is to fix the
current process, which he characterized as broken. He rem nded
the coomittee that this is the only programthat stands in front
of the permanent fund and thus it's necessary to take
extraordinary neasures to address the situation. He then
reviewed the advantages of the process proposed in SB 171.
Under SB 171 those neking the decisions wll be elected
officials acting in an open process with public decisions and
thus the commttee will be accountable to the public. The
aforenentioned is in contrast to the current process, which is a
closed process perfornmed by state enployees who are only
accountable to their boss.

8:30:40 AM

SENATOR W LKEN continued with slide 25, which reviews the path
of the noney under SB 171. He acknow edged that some wll say
that the proposed commttee is a politically driven group that
will "short the inpacts, ... not define them properly, and not
give the inpact to comunities that are just due" because of the
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desire to have nore noney for the G-, permanent fund, or
specific areas. Wth regard to that, Senator WI ken pointed out
that legislators are accountable to those who el ected them He
al so pointed out that |egislators nust work under the |laws and
regulations in place. The proposed conmttee, he explained,
wll determ ne where the nobney goes. In conplying with the
Al aska State Constitution, 25 percent of NPR A funds will go to
the permanent fund and .5 percent to a school trust. Currently,
the 25 percent is taken off the net. He explained that noney
conmes to the state, goes to the grants, and 25 percent of what
is left [after the grants are taken] is placed in the permanent
f und. However, sonetines after the grants there isn't enough
nmoney to take the 25 percent. Under SB 171, the inpact draws
are taken and 25 percent of what's left is placed in the
permanent fund. Wen there isn't enough noney after the grants
to satisfy the 25 percent requirenent, a provision simlar to
that of the constitutional budget reserve conmes into play. | f
there is noney left over after the grants and the 25 percent for
the permanent fund have been paid, then any leftover debt is
satisfied after which support is given to the power cost
equal i zation (PCE) program and then the G Senator W/ ken
concl uded as foll ows: "Senate Bill 171 is a nmethod to fairly
allocate the financial benefits of NPR-A to all Al askans while,
at the same tine, mtigate the direct inpact of devel opnent on
certain communities as required by federal |aw"

8:34:57 AM

REPRESENTATI VE LEDOUX inquired as to the percentage of NPR-A
funds that would be allocated to the North Slope Borough as
conpared to the current percentage the borough receives. In
ot her words, she inquired as to how much [noney] the North Sl ope
Bor ough woul d | ose under SB 171

SENATOR W LKEN said that it's difficult to determ ne. He used
| ast year as an exanple. Last year $32 mllion was avail able
and there was $54 mllion in requests. The cal culation was nade
in regard to what was necessary for PCE and the renainder [of
the requests] were approved wth grants, which he opined was
built backwards. Furthernore, no consideration was given for
the inpact of the projects. Currently, $4 mllion can be
all ocated. Senator W/l ken turned to the question as to what it
costs to alleviate inpact of NPR-A developnent, which isn't
answered today because under the current situation "we build
backwards on what's available and we fund up to a certain anount
that's cal cul ated by sonebody."
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8:36: 53 AM

REPRESENTATI VE CI SSNA related her understanding that Senator
Wl ken nakes a case with regard to the need to review the
di sbursenment nethods, but she questioned why the |egislation
doesn't open up a process to really analyze such. She expressed
concern with having Finance commttee nmenbers on this proposed

commttee because they are the very people who will know of lots
of needs for the funds. Furthernore, their hunger for their own
area wll be greater and thus Finance conmmttee nenbers are
bi ased. She asked if the sponsor reviewed other possible

nmet hods with regard to the disbursal of these NPR- A noni es.

SENATOR WLKEN acknow edged that this proposal 1is a bit
cunmber sone, although it's the nost public and accountabl e method
he found. He further acknow edged that there is always the
tension [for nenbers to] take hone what they need. However, the
NPR-A funds realize that a certain area of the state is inpacted
[ by the NPR-A devel opnment] and those funds are used to mtigate
t hose i npacts. Therefore, the question is whether the requests
for mtigation are |ogical and sustainable. Watever the case,
the | aw has to be foll owed.

8:41:11 AM

REPRESENTATI VE Cl SSNA noted that there have been studies on the
subj ect of inpacted communities, one of which found that |oca
communities tend not to be adequately mtigated for the inpacts
they suffer. She inquired as to why the sponsor chose public
hearings rather than a nuch | arger arena.

SENATOR WLKEN said that he would be open to any thoughts to
make the process nore public, manageable, and accountabl e. He
coommented, "I've done the best | can to conme up wth what |
consider to be a accountabl e, manageable, public group to decide
what inpact is and then spread the wealth of NPR-A across the
rest of the state; that's the purpose of this bill."

8:44: 02 AM

CO- CHAIR OLSON characterized accountability as the key issue and
asked if the sponsor woul d agr ee.

SENATOR W LKEN replied yes.

CO- CHAIR OLSON, drawing from his experience as a staffer and a
| egislator, recalled seeing comunities in the state request

HOUSE CRA COW TTEE - 8- March 28, 2006



good and bad projects and he assumed that the inpacted villages
woul d have the sane opportunity. He then opined that it appears
that the problem with accountability lays at the step of DCCED
rather than with the inpacted vill ages.

8:45: 09 AM

CO-CHAIR OLSON specified that the inpacted villages and the
North Slope Borough are doing everything that all other
communities in the state are. However, they have "a pie" to

whi ch they have quicker access. The problem he reiterated, is
the lack of oversight of one state agency, DCCED

SENATOR W LKEN noted his agreenment and enphasized the need to
fix it now before "the noney gets so big that it just overwhel ns
us."

8:46: 36 AM

REPRESENTATI VE NEUVAN inquired as to the response of DCCED
regardi ng the lack of accountability.

SENATOR W LKEN answered that the departnent asked what the
| egislature would like it to do. Currently, there is no
structure and it's very |oose because no one has delineated any
operating rul es.

REPRESENTATI VE NEUMAN referred to slide 19 and the exanple of
the cultural center that received grants, although it was never
constructed. He inquired as to how that could occur.

SENATOR WLKEN echoed his wearlier statenments that SB 171
attenpts to bring accountability to these decisions and
establish fairness to the federal |egislation.

8:48:50 AM

REPRESENTATI VE LEDOUX asked whether a significant anount of the
problemis that DCCED isn't giving enough weight to the inpact.
She questioned whether it would be sinpler to state in |aw that
"inmpact™ wth a specified amount of points is the highest
priority. She suggested that such would elimnate a lot of the
pr obl ens.

SENATOR W LKEN sai d Representative LeDoux is correct, but noted
that her suggestion |acks accountability for the only program
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that conmes before the pernmanent fund. He opined that the |eve
of scrutiny for this program shoul d be higher.

REPRESENTATI VE LEDOUX surmised that the sponsor is alnost
assum ng that under SB 171 there wouldn't be enough grants going
to the North Sl ope Borough and they woul d go el sewhere.

SENATOR WLKEN remnded that the commttee that the laws in
pl ace nmust be fol |l owed.

8:51:53 AM

REPRESENTATI VE SALMON referred to slide 25 with regard to PCE
whi ch the Senate doesn't seemto support.

8:52:41 AM

COCHAIR THOVAS recalled giving Senator Wlken's staff
| egislation regarding the University of Alaska potentially being
in line for inpact aid due to the NPR-A. If so, he asked if the
sponsor would want any inpact aid to the wuniversity to be
treated in the sane manner as proposed under SB 171.

SENATOR WLKEN related his understanding that there has been
di scussion with regard to the Southeast corner of NPR-A being
set aside and the revenues from which would go to the
uni versity. However, he said he didn't know what the split
woul d be. Furthernore, he said he wasn't sure that inpact would
be included in that discussion. He informed the comm ttee that
it's federal |egislation that he understands is |angui shing.

COCHAIR THOMAS related his belief that Fairbanks is the
comunity nost inpacted by oil.

8:54: 23 AM

CO- CHAIR THOVAS recalled the sponsor saying that the NPR-A is
the only inpact aid nonies, but he pointed out that the Tongass
forest receipts are in the direct inpact aid grant process. He
related his difficulty with inpact funds because it seens that
those areas with boroughs receive nore funding rather than the
areas that face the nost inpact. He then inquired as to why no
noney was taken for the PFD from the Tongass forest receipts.
He then requested the total capital G- nonies that the North
Sl ope Borough has received over the last six years. He then
inquired as to whether the departnent can fix this in-house
wi thout this |egislation.
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SENATOR WLKEN inforned the commttee that he has data wth
regard to forest receipts and past capital expenditures, and the
draw the North Slope Borough nakes on 43.56 properties that it
can supply the commttee and conpare wth the information
provi ded by DCCED

[SB 171 was hel d over.]

8:57:39 AM

ADJ QURNIVENT

There being no further business before the commttee, the House

Community and Regional Affairs Standing Conmmittee neeting was
adj ourned at 8:57:45 AM
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