M NUTES
SENATE FI NANCE COW TTEE
April 26, 2005
9:05 a.m

CALL TO ORDER

Co-Chair W/I ken convened the neeting at approximately 9:05:07 AM

PRESENT

Senator Gary W/ ken, Co-Chair
Senat or Lyda Green, Co-Chair
Senator Fred Dyson

Senat or Bert Stedman

Senat or Donny d son

Senat or Lyman Hof f man

Al so Attending: SENATOR CHARLI E HUGGE NS; DEBORAH GRUNDMVANN, St af f
to Senator Huggins; JOHN NORRI'S, President, U Haul Conpany of
Al aska; JAMES ARMSTRONG Staff to Co-Chair W1 ken; ERI C SWANSON,
Director, Division of Admnistrative Services, Department of
Adm ni stration; BRAD THOMPSON, Director, Division of Risk
Managenment, Departnment of Admnistration; JOELLEN HANRAHAN,
Director, Dyvision of Admnistrative Services, Departnent of
Community and Economic Developnent; JANET CLARKE, Assi stant
Comm ssioner, Division of Finance and Managenent Services,
Department of Health and Social Services; STEVE ASHVAN, Director,
Di vision of Senior and Disabilities Services, Departnment of Health
and Social Services; NANCY SLAGLE, Director, Division of
Adm ni strative Services, Departnent of Transportation and Public
Facilities; LINDA PEREZ, Admnistrative Director, D vision of
Adm nistrative Services, Ofice of the Governor; MKE BLACK,
Director, Division of Conmunity Advocacy, Departnent of Comrerce,
Communi ty and Econom ¢ Devel opnent;

Attending via Tel econference: From an offnet |ocation: SYDNEY
SVENSON, MJ Rental s

SUMVARY | NFORVATI ON

SB 174- EXEMPT UHAULS FROM VEHI CLE RENTAL TAX

The Conmittee heard fromthe sponsor and industry representatives.
The bill was reported fromCommittee.
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SB 97- SUPPLEMENTAL APPROPRI ATl ONS/ CBR

The Commttee heard fromeach departnent with anmended suppl enenta
budget requests. The bill was held in Conmittee.

SB 171-NPR-A COMVUNI TY GRANT PROGRAM

The Committee heard from the sponsor and the bill was held in
Commi ttee.

#SB174
9:06:17 AM

SENATE BI LL NO. 174

"An Act excluding certain trucks from the definition of
' passenger vehicle' for purposes of the passenger vehicle
rental tax; and providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Conmittee.
SENATOR CHARLI E HUGA NS, Sponsor of the bill, testified that in

2003, a consequence of the rental vehicle passenger tax |egislation
i nposed the tax to rental vehicles used to nove personal property.
He was told this was not the intent of the bill and concluded it
reasonabl e that U-Haul type vehicles are not in the sane category
as rental cars. He detailed the types of vehicles used for hauling.
This legislation would repeal the tax for nmoving vehicles and woul d
have a fiscal inpact of approximtely $275, 000.

9:08: 26 AM

Senator Dyson served in the legislature when the original tax
| egi slation was considered. He agreed with the sponsor of this
bill's characterization that the intent was that the rental tax
woul d apply to visitors and woul d not penalize Al aska residents.
9:08:55 AM

DEBORAH GRUNDMANN, Staff to Senator Huggins was available for
questi ons.

9:09: 02 AM

SYDNEY SVENSON, MJ Rentals, testified via teleconference from an
of fnet |ocation, as a dealer of U Haul vehicles, in support of this
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bill. Mst custoners of her business are mlitary famlies. This
tax has caused a hardship for dealers because nenbers of the
mlitary determne that the rental costs are too high and opt to
have their bel ongi ngs noved by the mlitary.

9:10: 14 AM

Senat or Huggi ns added that statistically the rental truck industry
has experienced a reduction in business as a result of this tax.

9:10:50 AM

JOHN NORRI'S, President, U Haul Conpany of Al aska testified that the
intent of the tax was to only apply to visitors and rental cars.
Passage of HB 271 had unintended consequences of taxing Al aska
busi nesses and citizens using trucks for transporting personal
property. Year to date, 17 percent fewer custoners are using the
conpany's services, and the conpany has experienced a 29 percent
reduction in March 2005. Over one half of the custoners are Al askan
residents. Mouving is a stressful time and additional tax adds to
that stress. Minicipal taxes and other charges significantly

increase the rental costs. This bill would provide the sane
"relief" granted to taxi cabs in previously adopted | egislation.
Consuner has other options. Industry associations support this

| egi sl ati on and no associ ations oppose this legislation. This is
the first year his conpany has experienced decreased sales and he
surm sed that the additional burden of this tax is a factor.
9:14:58 AM

Senator O son asked the nunber of U Haul operators in Al aska.
9:15: 05 AM

M. Norris replied that the conpany has 49 locations in the State.
9:15:10 AM

Senator A son asked if the sane decline has been experienced in al
| ocati ons.

9:15:15 AM

M. Norris responded that the severity of the decline varies by
region: a higher decline has occurred in Sitka, and Anchorage and
Fai r banks deal ers have had the nost significant decline. He noted
that the conpany al so has services in the Yukon Territory and that
no declines have occurred in the Canadi an | ocati on.
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9:15:48 AM
Senat or O son conmented that this tax has had an i npact.
9:16:04 AM

Senat or Dyson offered a notion to report the bill from Conmmttee
wi th individual recommendati ons and acconpanyi ng fiscal note.

There was no objection and SB 174 MOVED from Committee with a zero
fiscal note #1 fromthe Departnent of Revenue indicating a negative
$275, 000 change in revenues.

#SB97
9:16:40 AM

SENATE BI LL NO. 97

" An Act maki ng suppl ement al , capital, and ot her
appropriations, and reappropriations; anendi ng appropri ati ons;
making appropriations to capitalize funds; nmeking an
appropriation under art. IX, sec. 17(c), Constitution of the
State of Alaska, fromthe constitutional budget reserve fund,
and providing for an effective date."

This bill had been previously heard in the Senate Finance
Commi ttee.

Co-Chair WI ken noted suggested anendnents to the FY 06 proposed
suppl enent al appropriations budget had been received from Governor
Mur kowsKki . Co- Chai r W | ken determ ned t hat depart nment al
representati ves shoul d speak to the changes. The Comm ttee revi ened
a spreadsheet titled "FY2005 Suppl enental s" updated April 22, 2005
[copy on file.]

9:18: 14 AM

Co-Chair WIlken conmented that statute requires that the
guber nat ori al adm nistration submt all anendnents to the
governor's suppl emental appropriations budget request by the 60th
day of each session. Accompbdating these anmendnents that were
submtted as late as the prior day has caused a hardship. He
infornmed that he would work with the Mirkowski Adm nistration to
ensure the deadline is adhered to in the future.

9:19: 28 AM
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JAMES ARMSTRONG, Staff to Co-Chair WIken, pointed out that
proposed anendnents submtted prior to February 28 have been
addressed in previous hearings. Proposed anendnents received after
that date woul d be di scussed at this hearing.

9:19:50 AM

Departnent of Adm nistration

ltem 6
Section (in SB 97): 1(d)
Results Delivery Unit (RDU): Public Defender Agency
Suppl enment al Need: Projected annual casel oad increase - PD was
reappoi nted to several hundred old cases associated with the
Bl akel y deci si on which rendered sone aspects of the State of
Al aska's sentencing framework unconstitutional. Al so,
increases in travel to renote courts, expert wtness,
di scovery and file storage costs. Funding of $24,900 in
General Fund/ Program Receipts is fromthe Departnment of Law
from collections under Crimnal Rule 39 and Appellate Rule
209. Also includes therapeutic court funding comng from
federal funds received by the National Council on Al cohol and
Drug Dependency and allocated to State agenci es.
April 22: Updated projection reduces the anount of
general funds needed by $87, 200.
$800, 000 general funds
$20, 000 Statutory Designated Program Receipts
$820, 000 Total Funds

ERIC SWANSON, Director, Division of Adnmnistrative Services,
Department of Administration, testified that the Departnent is
continuing to determne the exact anobunt necessary and this
anendnent represents the nbst current estimate.

9:20: 34 AM

ltem 7
Section: 1(e)
RDU. Ri sk Managenent
Suppl enental Need: Two nmajor clains against the State's sel f-
i nsurance deductible ($1 million per loss) for catastrophic
| osses have been incurred: Fairbanks Correctional Center
$1, 000,000 (total <cost is just over $1 nillion) and
Fai rweat her hull damage $350, 000.
March 9: Cost estimate for the Fairbanks Correctional
Center is reduced by $150,000 to $850, 000.
April 5: Two nore clainms have occurred: danage to P/V
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Enf orcer $225,000 and Dillingham DOT equi prent storage
building fire on Feb 12 $670, 000.
$2, 095, 000 general funds

M. Swanson noted the two incidences that occurred after the
initial supplenental budget request was submtted.

9:21:16 AM
Senat or Dyson asked if this supplenental request includes funding

required as the result of the State losing a wongful discharge
| awsui t .

9:21:29 AM
M. Swanson replied that funding is not included in this request.
9:21:39 AM

Co-Chair Wl ken asked if the State woul d be rei nbursed the $225, 000
necessary to repair the P/V Enforcer.

9:21:50 AM

M. Swanson responded that the Division of Ri sk Mnagenent is
pursui ng recovery of this expense. He was unsure whether the State
woul d recei ve any rei nbursenent.

9:22: 05 AM

Co-Chair W1 ken suggested it would be appropriate to wthhold
funding for this itemin the current fiscal year. If recovery is
not received, the legislature could allocate funds as a FY 06
suppl ement al appropriation. He understood that straps hol ding the
vessel at the shipyard broke and that this occurred before the
State took possession of the new vessel. He intended to convey that
the State did not intend to pay the resulting repair costs.

9:22:32 AM

M. Swanson noted the expectation that the State would receive
partial reinbursenent. The matter would continue to be addressed.

9:22: 56 AM
Iltem 9

Section: None
RDU: Per sonnel
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Suppl enental Need: April 5: Costs related to investigation of
al l eged violation of Ethics Act $40, 000.
April 22: Cost increase of $20,000 to a new total of
$60, 000.
$60, 000 general funds

M. Swanson outlined this request.

9.23:29 AM

Senat or Dyson requested a representative fromthe Division of R sk
Managenent address the matter of the aforenentioned w ongful
termnation | awsuit.

9:24:19 AM

BRAD THOWPSQON, Director, D vision of R sk Managenent, Departnent of
Adm nistration, testified that the wongful termnation |lawsuit is
not included in this funding request and that any judgnent woul d
not be paid fromthis insurance fund.

9:24:40 AM

Senat or Dyson asked if the departnent woul d pay the judgnent costs.

9:24: 45 AM

M . Thonpson explained that the Tort Section does not defend in
these types of litigation. He was unsure if the ruling would be
appeal ed.

M. Thonpson then addressed the nmatter of damage to the P/V
Enforcer, informng that if the support straps did break, the
D vision would aggressively pursue every effort to recover the
repair expenses from the manufacturer. However, he noted
contractual limtations within the manufacturing agreenment could
limt options avail able for recovery.

9.25:46 AM
Co-Chair W1l ken requested this information in witten format.

Departnent of Comrunity and Econom c¢ Devel opnent

9:26: 09 AM

ltem 12
Secti on: None
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RDU. Al aska Seafood Marketing Institute

Suppl enmental Need: April 5: Additional federal funds awarded
1/11/05 for the export market access program which nust
be spent in FY 05.
April 22: Increase by $20,000 RSS for nmatch.

$1, 500, 000 federal funds

$20, 000 Recei pt Supported Services funds

$1, 520, 000 Total Funds

JCELLEN HANRAHAN, Director, Division of Admnistrative Services,
Departnent of Community and Econom ¢ Devel opnent outlined this
request.

9:27: 03 AM

l[tem 13

Section: None

RDU:. Al aska Seaf ood Marketing Institute

Suppl enent al Need: April 15: $750,000 of SDPR for herring
pronotion in the overseas market. Funding comng fromthe
Al aska Fi sheries Marketing Board.

$750, 000 Statutory Designated Program Receipts

Ms. Hanrahan noted this funding was awarded during the April Board
meet i ng.

9:27:37 AM

[tem 11

Section: None

RDU: Capit al

Suppl enent al Need: Feb. 28: Manufacturing Extension Program
capital project is noved fromthe FY 06 capital budget to
the FY 05 supplenental in order to begin the project
earlier.

$800, 000 federal funds

$800, 000 BLIC & Corp Receipts

$1, 600, 000 Total Funds

M. Arnstrong noted this itemwas overviewed at a previous hearing.

Department of Corrections

9:28: 09 AM
Iltem 16

Section: None
RDU: |Inmate Health Care
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Suppl enental Need: April 22- Costs of unanti ci pated
cat astrophi ¢ nedi cal cases
$490, 000 general funds

MARK ANTRI M Conmm ssi oner, Departnent of Corrections, testified to
the difficulty of the Departnent to control catastrophic health
care issues. To date, the Departnent has "absorbed the expense of
five or six of these instances including treatnent of a gunshot
wound, hip surgery, heart bypass surgery and a patient requiring
Medi vac from Nonme. Three new cases requiring kidney dialysis would
cost approximately $90,000 and hospitalizati on expenses nust be
paid for treatnment of an inmate with liver disease who has since
died. One prisoner is under review for rel ease on nedical parole,
whi ch shoul d reduce expenses to the State.

9:30:11 AM

Co-Chair WI ken asked these expenses woul d be paid fromthe general
fund and that no other funding source is anticipated.

9:30: 22 AM

M. Antrimaffirmed and infornmed the inmates in these cases do not
have other insurance coverage. He noted that paynent of nedica
expenses i s secured frominsurance conpanies in instances in which
an i nmate has such coverage.

9:30:41 AM

Department of Education and Early Devel opnent

l[tem 18
Section: 4(b)
RDU: Foundati on Program
Suppl enrental Need: Reduce the FY 05 entitlenent for public
school funding by $14, 145,500 due to a decrease in projected
enroll nent; an increase in the anount of federal inpact aid
that reduces the anmount of state aid; and the actual cost of
t he suppl enental funding floor.

March 9: An additional decrease of $47, 000
-$14, 192,500 general funds

Co-Chair WI1ken commented that because this item represents a
fundi ng reduction, no explanation is necessary at this tine.

9: 30: 50 AM

ltem 22
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Section: 7(a)

RDU:. Debt Retirenent Fund

Suppl enental Need: Increased capitalization of the Debt
Retirement Fund to supplant a shortfall in cigarette tax
revenue into the School Fund - the estimate for cigarette tax
revenue is reduced by $800,000 from $30.2 million to $29.4
mllion. This fully funds the School Construction Debt
Rei nbursenent programin FY 05. (Original request consisted of
$551, 100 general funds, $3,500 federal UR Rcpts, and $254, 400
DEED CI P Equity Account.)

$0 DEED CI P Equity funds

Co-Chair Wl ken noted this section of the bill would be del et ed.
9: 30: 58 AM

Departnent of Health and Social Services

[tem 29

Section: 8(e)

RDU: Public Assistance: Adult Public Assistance

Suppl enental Need: Savings due to caseload reduction and

programmati ¢ changes, particularly last year's changes to

i nterimassistance.
April 22: Additional savings of $500,000 to be used to
fund the Dbreast and cervical cancer screeni ng
suppl ement al request of $500, 000.

-$2, 538, 800 general funds

JANET CLARKE, Assistant Conm ssioner, Division of Finance and
Managenment Services, Departnment of Health and Social Services,
expl ained the suggestion of wutilizing the additional $500,000
savings to fund the breast and cervical cancer program funding
that was originally requested in the FY 05 Fast Track suppl enenta
pr oposal .

9:31:48 AM

Co-Chair WIlken clarified that the need for funding the Adult
Public Assistance program has decreased and the Departnment is
requesting the funds be transferred to the breast and cervical
cancer - screeni ng program

Ms. Clarke affirned.

9:32: 05 AM

Senat or Dyson again asked about the lawsuit claimng wongful
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di scharge of an enployee. He asked Ms. Clarke if the State is
appeal ing the court deci sion.

Ms. O arke did not know.
9:32: 26 AM

Senat or Dyson asked if the ruling were not overturned, whether the
judgnent would be paid from the Departnent of Health and Soci al
Servi ces budget .

9:32: 35 AM

Ms. Clarke surmised that a funding request would be nade to the
| egi sl ature by the Departnent of Law as a judgnment and clains item

9:32:58 AM

ltem 34

Section: None

RDU: Behavi oral Heal th: Behavioral Health Medicaid Svc

Suppl enent al Need: Medi cai d casel oad grow h above FY 05 budget
projections. At current expenditure rate, the existing
appropriation will be gone in April or My. (Oiginally
requested as part of the Fast Track suppl enental, but was not
included in the final version because funds were not yet
needed. )

$2, 653, 700 general funds

$3,517, 700 federal funds

$6, 171, 400 Total Funds

M. Arnstrong explained the determination that this itemcould be
funded in this bill rather than the fast track supplenental
appropri ation.

Co-Chair WI ken assuned that the funds woul d be required.
Ms. Clarke affirnmed.
9:33:41 AM

ltem 35

Section: None

RDU. Health Care Services: Wnen's and Adol escents Services

Suppl enent al Need: Feds reduced FFY 05 funding in the Breast
and Cervical Cancer screening program The $500, 000 general
funds wll continue services to 1,600 enrolled wonen that
ot herwi se would not be served. (Oiginally requested in the
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Fast Track supplenental bill, but not funded.)
$500, 000 general funds

Co-Chair WIlken noted this itemrelates to the aforenenti oned |Item
#29.

9:33:47 AM

Item 36

Section: None

RDU: Behavi oral Health: Srvcs to Chronically Mentally I
Suppl enmental Need: April 15: Reappropriation of expected FY 05
| apse of MHTAAR funds to conplete the Comunity Pl anni ng and
t he I ndependent Case Managenent projects in FY 06, in the
amounts of $110, 000 and $89, 200, respectively.

$0

Ms. C arke explained this request would extend the | apse date of
Mental Health Trust Authority authorized recei pt funds previously
appropriated for these projects. The Mental Health Trust Authority
approved this action.

9:34:17 AM

[tem 37

Secti on: None

RDU: Pi oneers Hones

Suppl ement al Need: April 22- Appropriate excess receipts for
t he purchase of needed equi pnent for the Pioneer Hones

$450, 000 Recei pt Supported Services funds

Ms. Clarke stated these receipts were collected in FY 04 and FY 05
and discovered in a March 2005 budget review to have not been
appropriated. Sone dispute exists in the anount of receipt
supported services funds that should be included in the operating
budget. The Departnent is therefore suggesting appropriation of
these funds as a one tine capital appropriation for the purchase of
equi pnent. She noted the extensive list of equi pnent needs.

9: 35: 36 AM

ltem 38
Section: None
RDU. Sr. Dis. Srvcs: Sr Res Srvcs
Suppl enmental Need: April 22: Additional funding for the
Kot zebue Senior Citizens Center residential care grant.
$200, 000 general funds
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Ms. Carke inforned that the Departnent becane aware of a reduction
in FY 05 for the residential senior services programat this senior
center. It was anticipated that this shortfall would be repl aced
wi th Medicaid funding. However it has been difficult to get those
residents eligible for Medicaid coverage. This request is to
utilize general funds

9: 36: 23 AM

Co-Chair WIken asked if the expectation was that federal funding
woul d be received but those funds were not appropriated.

Ms. Clarke affirnmed.
9: 36: 30 AM
Co-Chair Geen asked if the situation would be rectified for FY 06.

Ms. Clarke assured the Departnent and the Kotzebue center woul d
diligently pursue reinstatenent of the funding. General funds would
therefore not be requested for this purpose for FY 06.

9:36:45 AM

Co-Chair G een asked if legislative intent | anguage on this matter
woul d be "rigorously enforced statew de."

Ms. Cl arke answered it woul d.
9: 36: 58 AM

ltem 39

Section: None

RDU: Senior and Disabilities Mdicaid Services

Suppl enental Need: April 22: Additional funding needed
$7, 621, 400 general funds

$10, 345, 300 federal funds

$17, 966, 700 Total Funds

Ms. Clarke pointed out this is the largest funding request and
coormented it is her least favorite program that includes the
personal care attendant programthat funds the waiver and nursing
honme services. She rem nded that the original request in the Fast

Track supplenental was for $53 million, and that the |egislature
al ready has appropriated that anmount. Projections at that tine
estimated expenditures at approximately $20 mllion per nonth;

however, the actual cost has been higher for each nonth since
Decenber 2004. Therefore, the Department had no option but to
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request additional funding.

Ms. Clarke stressed this program requires regulation changes to
reduce eligibility access. She told of an audit report on the
program that she would share with the legislators. The report
determined that the entire program requires reform including
signi fi cant managenent controls. The program has expanded at a rate
faster than current regulations have the ability to control.
Legi sl ative intent | anguage proposed for the FY 06 operating budget
directing the Departnent to adopt regulations to close |oopholes
has the support of the Departnment. These efforts nust be nonitored.

Ms. Carke warned that Ilegislators wuld Ilikely hear from
constituents as these regulations and nanagenent controls are
i npl enented. The Departnent is conmtted to making necessary
changes to ensure the sane appropriation requests are not submtted
for FY 07.

Ms. Clarke qualified that a portion of the increased expenses,
relating to nursing hone costs, was unantici pated. The Depart nent
is reviewwng the matter to determne if this is the result of new
"beds" bei ng nmade avail abl e. Some cost increase was expected, but
the actual increase is ten percent, which is higher than the
predi cted anount.

9:41: 16 AM

Co-Chair WIlken inforned that intent |anguage included in the FY 06
operati ng budget appropriation would hopefully assist in containing
t hi s expense.

9:41:25 AM

Senat or Dyson conmmented that this programrepresents an instance in
whi ch the good intentions of enpowering famlies to care for their
seni or nmenbers has instead enabl ed people to take advantage of the
program He expressed willingness to assist in correcting this.
9:42: 15 AM

Co-Chair Geen asked the consequences if this request were not
f unded.

9:42:24 AM
Ms. Clarke replied that if the $18 million requested in this

| egi sl ati on were not appropriated, the funding for this program
woul d be exhausted as of June 2005 and the Departnment would be
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unable to pay the assisted living facilities, nursing honmes and
ot her service providers.

9:42:52 AM

Co-Chair Green asked if the expenditures could be prorated for this
program

Ms. Clarke answered that this was not an option.

Co-Chair Green suggested this could be considered for future years
to avoid simlar appropriation requests.

9:43:18 AM
Ms. C arke spoke of questions to the legality of prorating Medicaid
servi ces. \Wen such options have been considered in the past, the

Department has been advised of the "difficulty" in prorating
Medi cai d paynents.

9:43: 48 AM

Co-Chair Geen clarified the State has no ability to adjust rates
in the event of this situation.

9:44: 00 AM

Ms. Clarke affirmed that the Departnent of Law has advi sed that
energency regul ations could not be adopted to prorate paynents as
the result of a budget crisis.

9:44:21 AM

Senat or Hof f man noted the anticipated public "backlash" that would
result from the upcom ng regulation changes to the program He
asked how t hose changes woul d affect the program and the anmount of
costs savings projected for FY 07.

9:44:57 AM

Ms. Clarke told of 14 intent |anguage itens discussed by the
Departnent of Health and Social Services budget subcommttee that
basically relate to reducing and controlling eligibility and access
to the program

9:45: 30 AM

STEVE ASHVAN, Director, Division of Senior and Disabilities
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Services, Departnment of Health and Social Services, testified that
the Division is in the process of drafting regulations to inplenent
the 14 intent |anguage itens. The nost significant change woul d
clearly define eligibility for this program This would involve
determ ni ng whether the personal care attendant woul d serve as a
substitute for the patient entering a nursing hone or respite care
facility, in that the patient would otherw se require such care.
The Division is also reviewing the definitions of qualifying
di sabilities.

9:46: 34 AM

Senat or Hof f man asked the percentage of the current $240 mllion
cost of this programwoul d be reduced as a result of these changes.

9:46: 50 AM
M. Ashman replied that the cost analysis has yet to be conpl et ed.
9:47:04 AM

Senator Hoffman asked if the estinate was two percent, five
percent, or other general anount.

9:47: 09 AM

M. Ashman estimated that a mninmm savings of ten percent is
expected and that the intent is that the anmount woul d be higher.

9:47: 23 AM

Senat or Hof fman cal cul ated a ten-percent reduction to the program
at $24 mllion.

9:47:28 AM

Ms. Clarke clarified that the cost of the personal care attendant
portion of the programis approxinmately $80 mllion.

9:47:50 AM

Departnent of Law

ltem 40

Section: 9

RDU. GCivil Division, Deputy Attorney General's Ofice

Suppl enental Need: Judgnents and clains as of 2/7/05 are
$1, 108, 900
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March 9: adds $209, 700 for a new total of $1,318, 600
April 15: adds $621,400 for a new total of $1,940, 000
April 22: adds $51, 900 ($2, 700 general funds and $49, 200
PSTF) for a new total of $1,991, 900

$1, 942, 700 general funds

$49, 200 Public School Trust Fund

$1, 991, 900 Total Funds

Senator Dyson asked if the aforenentioned wongful discharge
| awsuit is reflected in this item

9:48: 27 AM

KATHRYN DAUGHHETEE, Director, Admnistrative Services Division

Departnment of Law, asked if Senator Dyson was referencing the case
resulting fromthe dism ssal of an enployee fromthe position of
Long Term Care Qrbudsnan.

Senat or Dyson corrected the | awsuit he spoke to involved a forner
human resources enployee of Departnment of Health and Soci al
Servi ces

Ms. Daughhettee replied that this item includes paynent for one
enpl oyment related litigation, which is different from the case
Senat or Dyson referenced. She noted that funding for a judgnment or
claimis not requested until a case is resolved; if that case were
appealed, it wuld not be included in this supplenental
appropriation request.

9:49:11 AM
Senat or Dyson clarified this.
9:49:31 AM
[tem 47
Section: None
RDU:. Environnental Law
Suppl enental Need: April 15: Analysis of continuing injury
from the Exxon Valdez QI Spill and devel opnent of
restoration options; FY 06 | apse date.
$75, 000 Exxon Valdez O Spill Rest.

Co-Chair WIlken outlined this itemand it was established there was
no interest in discussion at this tine.

9:49:45 AM
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Departnent of Natural Resources

Item 58

Secti on: None

RDU. Agricul tural Dev

Suppl enment al Need: April 15: Scope change to sec. 24(n), ch.
159, SLA 2004, for the Alaska dairy industry and the
st at ewi de econom ¢ disaster related to the border closure
agai nst rum nants.

$0

Co-Chair WIken defined "rum nants" are "cud chew ng aninals."
9:50:11 AM

Depart nent of Revenue

ltem 64

Section: None

RDU: Child Support Services Division

Suppl enrent al Need: Feb 28: Repl acenent funds for FFY 02
incentives that were wongfully w thheld due to a del ay
on the part of the federal governnment. Oiginal request
of $602, 000 federal funds.
March 11: Del ete request

$0

Co-Chair WIlken stated that because this item is deleted,
di scussion was not warranted at this tine.

9:50:15 AM

Item 66
Section: 16(a)
RDU. School Debt Rei nmbursenent
Suppl enent al Need: Fund source change due to a shortfall in
cigarette tax revenue deposits into the School Fund. The
School Fund is reduced from$30.2 mllion to $29.4 mllion and
the Debt Retirenent Fund is increased from $51,670,084 to
$52, 470, 084.
March 9: Amendnent due to final reconciliation of FY 05
school debt reinbursenent needs: overall the anpunt is
reduced $8, 838,900 to $73, 031, 200; Debt Retirenment Fund
is reduced by $11,620,684 from $51,670,084 to
$40, 049, 400; and School Fund is increased by $2,781, 800
from $30, 200, 000 to $32, 981, 800
April 5- School Fund revenue is expected to be $400, 000
| ess than originally anticipated, which requires a fund
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source switch between the School Fund and the Debt
Retirement Fund in the sane anpunt.
- $8, 838, 900 Debt Ret Fund and School Fund

Co-Chair WIlken remarked that discussion on this item is not
necessary at this hearing.

9: 50: 23 AM

Department of Transportation and Public Facilities

ltem 70
Section: 17(c)
RDU: Capit al
Suppl enent al Need: Energency and Non-routine Maintenance:
Fail ed railroad crossings, $305, 000
Wnter ice stormand aval anche damage, $50, 000
Johnson River bridge danmage, $218, 400
April 15: Wl verine Road on Lazy Muntain, $170, 000
$743, 400 general funds

NANCY SLAGLE, Director, Dyvision of Admnistrative Services,
Departnent of Transportation and Public Facilities, testified that
a portion of the roadway of Wlverine Road near Palner, slid
downhill as a result of the spring thaw. This portion of the
request is to undertake energency repairs until permanent repairs
could be made in a future project.

9:51: 30 AM

ltem 85

Section: None

RDU. Fairbanks Airport QOperations

Suppl emental Need: March 11: Utility cost and consunption
i ncreases.

$127,700 International Airports Revenue Fund

Ms. Slagle noted this is simlar to other supplenental
appropriation requests for funding to address increased costs of
electricity and natural gas. The airport staff has been attenpting
to absorb these increases in its regular budget with savings from

position vacancies, etc., but determned this would not be
possi bl e.
Item 76

Section: 17(i)
RDU: Central Region H ghways and Avi ation
Suppl enental Need: Anchorage snowhaul and equi pnent fuel.
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Uilities, sand and steel cost increases.
$1, 374, 400 general funds

Ms. Sl agl e understood the concerns about proposed anendnments to the
suppl enental appropriation request submtted after the deadline.
She announced that the final expenses for this item have been
determ ned and therefore the originally requested anount woul d be
reduced by $100,000 to reflect actual usage. The anmended anount,
not shown on the spreadsheet woul d be $1, 274, 400.

9:53:13 AM

Ofice of the Governor

[tem 102

Section: None

RDU: Conti ngency Fund

Suppl enment al Need: March 11: Rei nbursenent of funds provided
To the Departnment of Commrerce, Community and Econom c
Devel opnent for emergency bul k fuel |oans nade to snal
comuni ties, $319, 500.
April 22: Increased costs of $65,700 for two additional
smal | community | oans brings the total to $358, 200.

$385, 200 general funds

LI NDA PEREZ, Adm nistrative Director, Division of Adm nistrative
Services, Ofice of the Governor, noted the nmenbers had a |i st of
the communities and | oan anounts [copy not provided.]

Co-Chair WIken asked if these | oans were nmade through the Denal
Comm ssion program or a different program

Ms. Perez deferred to the Departnent of Community and Econom c
Devel opnent .

9:54: 08 AM

Co-Chair Wl ken asked if this request is in addition to the $65, 700
appropriated in the fast track supplenental |egislation.

9:54:19 AM

M KE BLACK, Director, Division of Conmunity Advocacy, Departnent of
Conmer ce, Community and Economi ¢ Devel opnent, testified that these
| oans were made through the Departnent’'s bridge | oan program The
funds requested in this legislation are separate fromthe earlier
fast track suppl enmental appropriation. The bridge | oan program was
devel oped the previous year to address high fuel costs.
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9:55:25 AM
Co-Chair WI ken asked what agency receives the | oan repaynents.
9:55:30 AM

M. Bl ack expl ained the revolving | oan programthat is repaid over
three years. Communities borrow fromtheir account held within this
program and coul d borrow again once the outstanding bal ances are
repaid.

9:55:52 AM

Senator Hoffman asked if the Ofice of the Governor ascertained
that a commtnment was received fromthe |legislature and therefore
al | ocated these contingency funds based on the expectation that the
program woul d be funded.

M. Black affirned.
9: 56: 28 AM

ltem 103

Section: None

RDU: Executive Ofice

Suppl enental Need: April 5: Additional funding for the
Nor t hern Forum

$100, 000 general funds

Co-Chair WIlken noted this appropriation is necessary to conply
with a commitnent made by the |egislature.

9:56:40 AM

[tem 104

Section: None

RDU. Executive Ofice

Suppl enental Need: April 13: Wrk related to the state gas
pipeline and to brining North Sl ope natural gas to market
for FY 05 and FY 06.

$500, 000 general funds

Ms. Perez told of the accel erated focus on securing a contract for
a natural gas pipeline and the need for additional funding for
extra travel expenses and ot her costs.

9:57: 03 AM
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ltem 105

Section: None

RDU. Multiple

Suppl enmental Need: April 22: Reappropriation of any FY 05
general fund balances within the Ofice of the Governor
for FY 06 operating costs.

$0

Co-Chair WIken asked if this provision is standard |anguage
included in all supplenental appropriation |egislation.

M. Arnmstrong affirmed.
Ms. Perez al so affirmed.
The bill was HELD in Committee.

#SB171
AT EASE 9:57:47 AM/ 10:01: 02 AM

Co-Chair Geen chaired the remai nder of the neeting.

SENATE BILL NO. 171

"An Act anending the National Petroleum Reserve - Al aska
speci al revenue fund; and establishing the Special Legislative
Ol and Gas NPR-A Devel opnent Inpact Review Committee and
defining its powers and duties.”

This was the first hearing for this bill in the Senate Finance
Conmittee.

Co-Chair W 1 ken, sponsor of the bill, overviewed the docunents
contained in the bill packets provided to nmenbers [copies on file].
10:02:11 AM

Co-Chair WIlken read the sponsor statenent into the record as
fol | ows.

Senate Bill 171 exam nes the National Petroleum Reserve -
Al aska (NPR-A) Mtigation Gant Program adm nistered by the
Department of Commerce, Community, and Econom c Devel opnent
(DCCED) and nodifies the selection process to provide for
active oversight by the |egislature.
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The bounty of NPR-A is thought by many to match or exceed the
oil and gas deposits found at Prudhoe Bay or Kuparuk. As was
mentioned in the Anchorage Daily News, February 15, 2005,
“(The) Bureau of Land Managenent estinates NPR-A nort heast
corner could hold nore that 2 billion barrels of crude oil and
3.5 trillion cubic feet of natural gas.” Al Al askans | ook
forward to the tinme when they can enjoy the benefits of
reasonabl e and responsible devel opnent of these natural
resour ces.

Wen nenbers of the United State Congress authorized
conpetitive leases in NPRA in 1980, they recognized that
devel opment in the petroleum reserve mght severely inpact

comunities in or near the area. The federal |egislation
directed that the revenue generated through NPR-A devel opnent
be used first to mnmitigate direct inpacts, if any, to

municipalities, and then by the rest of the State of Al aska.
This federal directive in 1980 created two troubling issues
that today pose significant problens.

First, the federal legislationis in direct conflict with the
Al aska State Constitution. The State of Al aska receives from
the federal governnent 50 percent of royalties and |ease
paynents from the oil and gas devel opnent in NPR-A As
required by federal |aw, these funds are avail able, before
consi deration of any other public purpose, to comunities that
denonstrate inpact fromresource developnent in NPR-A.  This
directive is at odds with Article 11X Section 15 of our
constitution.

“At |l east twenty-five per cent of all mneral |ease rentals,
royalties, royalty sale proceeds, federal mneral revenue
sharing paynents and bonuses received by the State shall be
pl aced in a permanent fund.”

Senate Bill 171 recognizes this unsettling conflict, but does
not overtly address or renedy the conflict between our State
Constitution and federal law. This issue, while bothersoneg,
is set aside for another day. Instead, this I|egislation
speaks to the second troubl esonme i ssue of how the federal NPR-
A paynents are distributed to Al aska communities that may be
severely inpacted by oil and gas developnent within the
Nat i onal Petrol eum Reserve. Wth the sizeable increase in
NPR- A | ease paynents since 2000 and with the clear expectation
of future and profitable growh, nowis the tine to revisit
how the NPR-A paynents are distributed and why. It is the
charge of the legislature to devise a nethod to fairly
al l ocate the financial benefits of NPR-A to all citizens of
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Al aska while, at the sanme tinme, recognize and mtigate the
direct inpact of developnent on certain communities as
requi red by federal |aw

In response to a 1986 Al aska Superior Court decision, Senate
Bill 171 sets in place a systemto grant inpact assistance to
muni ci palities nost directly or severely inpacted by oil and
gas activity within the National Petrol eum Reserve — Al aska.
First, the Departnent of Commerce, Comunity, and Econom c
Devel opnent shal |l review and conduct a prelimnary eval uation
of each grant application to determ ne whether the conmmunity
can denonstrate “extraordinary nunicipal and educationa
operating expenditures attributable to oil and gas devel opnent
in NPR-A that are beyond the nunicipality’s reasonable
capability to neet.” (See SB 171, page 3, lines 3-6) The
departnment will submt a list of all qualifying projects to
the | egislature.

Second, the Special Legislative Ol and Gas NPR- A Devel opnent
| npact Review Conmmttee, conposed of three Senate finance
menbers and three House of Representative finance nenbers,
will review the submtted applications and within 45 days
forward the conmttee’s recommendation to the respective
finance conmttees for possible funding.

Third, twenty-five percent of the NPR-A paynents wll be
deposited to the principal of the Al aska Permanent Fund and .5
percent to the Public School Trust Fund, as required in AS

37.14.110. If the anmounts awarded to qualified nunicipalities
as grants exceed the avail able noney, each deposit in the
previously nentioned funds and each grant wll be reduce

proportionately.

And | ast, a successful grantee shall submt to the Depart nent
of Commerce, Community, and Econom c Devel opnent a financi al
report and a copy of an independent audit or review covering
any previous grants before any subsequent grants are awarded.
| woul d appreciate your support for Senate Bill 171.

10: 07:13 AM

Co-Chair WIlken gave a presentation titled, "NPR-A I|npact
Mtigation Programt [copy on file] as foll ows.

Page 1

"The duty inposed by the federal governnent ultimately falls

SFC- 05 (24) 04/ 26/ 05



upon the Al aska Legislature.."
Barrow vs. State
Judge Walter Carpeneti, March 18, 1986

10: 07: 31 AM

Page 2

Al aska Constitution vs. Alaska Statute
e Current Inpact Mtigation Program
e Inportance of "Inpact"
e Senate Bill 171

Co-Chair WIlken outlined the topics that woul d be addressed in the
presentati on.

10: 07:40 AM

Page 3

Nat i onal Petrol eum Reserve - AK
[ Map of northern Al aska showi ng NPRA, the Al aska Nationa
Wldlife Refuge, the Trans-Al aska Pipeline, Native owned
| ands, certain oil fields and other points of reference]
e 23.5 mllion-acre petroleumreserve (~ |Indiana)
 NWthird of Alaska's arctic between the Brooks Range and
the Arctic Ccean

Co-Chair WIlken identified this area of conflict is approximtely
the size of the state of Indiana.

10: 08: 16 AM

Page 4

The history of NPR-A

1923 Presi dent Warren Hardi ng established the Navel
Petrol eum Reserve

1976 Dept. of Interior assuned jurisdiction and changed
t he nane

1980 Congress addressed changes to National Petrol eum

Reserve - AK

10: 08: 36 AM

Page 5
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Changes in 1980

e Congress authorized conpetitive leases in NPR-A (42
U S.C. Sec. 6508)

» Federal law cleared the way for the private devel opnent
of NPR- A resources

e State of Alaska to receive 50%of the total revenue from

NPR- A | eases
10: 08: 54 AM
Page 6

The | egi sl ature responded

To the new federal law. "The State is required to give
priority to communities 'nost directly or severely inpacted
by devel opnent. "
e Established an NPR-A Special Revenue Fund within the
Depart ment of Revenue (CS SB 835 am H, 1982)
o Half of NPR-A receipts appropriated to comunities
af fected by | easing
o O her half available for state appropriation

10: 09:19 AM

Page 7

But Governor Hammond Vet oed

"The dedication of such federal nonies appears to be ...
inconsistent with the dedication of revenue to the Al aska
Per manent Fund." Governor Hammond, Veto Message, June 24, 1982

Al aska State Constitution
Article | X Section 15
Al aska Per manent Fund

"At least twenty-five percent of all mneral |ease rentals,
royalties, royalty sale proceeds, federal mneral revenue
sharing paynents and bonuses received by the State shall be
pl aced in a permanent fund." (Adopted in 1976)

Co-Chair Wl ken submtted that few Al askans are aware that four
comunities and one borough have "junped ahead" of deposits into
the Alaska Permanent Fund in receiving appropriations. Most
Al askans assune the royalties are shared equally.
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10:10: 08 AM

Co-Chair WIken noted that sone would argue that the royalties are
"received" after the four communities are allotted a portion. He
contended that the funds should be considered "received" once the
federal government appropriates them

10: 10: 31 AM

Page 8

And so the legislature...
Wthout a specific state | aw on the books...

* Received $48.6M during the early 1980s

e Deposited half of the State's share into the Permnent
Fund and .5%to the Public School Fund

e Deposited the remai nder of the funds in the General Fund

10:10: 52 AM

Page 9

Cal cul ation by Al aska Constitution
In 1982, the Legislature appropriated the NPR-A receipts
according to the Alaska State Constitution

NPR- A Recei pts $48, 600, 000
50% of gross receipts to Perm Fund (24, 300, 000)
.5 of gross receipts to Public School

Tr ust (243, 000)
Avai | abl e to General Fund for I npacted

Comuni ti es 24, 057, 000

10:11: 05 AM

Page 10

But what about the federal |aw?

e In 1985, the North Slope Borough and NPR-A comrunities
sued the state

* The plaintiffs wanted:
1. A "rational process"” for conmunities to apply for the
grants
2. Declaration that all NPR-A funds be automatically
deposited into the special revenue fund and avail able for
grants
3. A systemto separately account the receipt of NPR A
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funds and to reconstitute the special revenue fund
Co-Chair W1 ken enphasized the reference to a revenue fund as
opposed to the Al aska Pernmanent Fund. The special revenue fund is
not unlike the Alaska Mental Health Trust fund.

10:11: 39 AM

Page 11

The Superior Court said...
Barrow v. State, Alaska Superior Court, Judge Wlter
Carpeneti, March 18, 1986
1. The State is required to establish a systemto grant
i npact assistance to subdivisions nost directly or
severely inpacted by NPR-A activity.
2. Automatic deposits into the Permanent Fund and Cener al
Fund viol ates the federal |aw.
3. Under the supremacy clause of the federal
constitution, federal |aw controls.

Co-Chair Wlken identified this as "tension" between the Al aska
State Constitution and federal | aw.

10:12:14 AM

Page 12

The |l egislature |istened
e Adopted legislation to inplenent the court findings (CS
HB 491(FIN), 1986)
o Established the Inpact Mtigation Program
0 Authorized DCCED to adopt regulations setting
eligibility criteria for NPR- A grants
* Appropriated $24.5 million to the NPR-A special revenue

fund
Judge Carpeneti ruled that the NPR-A special revenue fund be
reconstituted. The $24.5 million payment was in response to

this ruling.

10:12: 38 AM

Page 13

Were did the noney go?
First and forenost, grants to four inpacted conmunities

After that...
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1. 50 percent to the principal of the Perm Fund
2. .5 percent to the Public School Trust Fund
3. Remai ning anounts to the CGeneral Fund

Note: In 1999, HCS CS SB 157 (FIN) am H (1999) passed the
| egi slature and requires a 25% deposit to the Pernmanent Fund
and allows a deposit to the Power Cost Equalization fund
before the General Fund.

10:12: 57 AM

Page 14

Cal cul ation by Al aska Statute
(AS 37.05.530(9))

Conforns with 1980 federal |aw which conflicts with our Al aska
Constitution

NPR- A Federal Receipts $31, 623, 800
Grants to NPR-A Communi ti es (DCCED Rec) (24, 706, 500)
Net NPR- A Receipts 6,917, 300
25% of Net Receipts to Permanent Fund (1, 729, 300)
. 5% of Net Receipts to Public School Trust (34, 600)
Avai | abl e Recei pts for PCE (May be approp.) 5, 153, 400
Avai |l abl e for General Fund Renmai nder if any

(Exanpl e uses requested FY 06 nunbers)

Co-Chair WIlken revealed that the prem se that NPR-A receipts are
"sacred to the Permanent Fund" is untrue.

10:14: 00 AM

Page 15
Conparison of Two Met hods

AK Constitution vs. AK Statutes

AK Constitution AK Statutes
Art. I X Sec. 15 (per fed | aw
NPR- A Federal Receipts $31, 623, 800 $31, 623, 800

25% of Gross Rcpts to Perm Fund (7,906, 000)
.5% of Gross Rcpts to School Fund (158, 100)
Grants to Communities (DCCED Rec) (23,559, 700) (24, 706, 500)

25% of Net Receipts to Perm Fund (1, 729, 300)
.5% of Net Receipts to School Fund (34, 600)
Avai | abl e Rcpts for PCE (May Approp) 0.0 5, 153, 400
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Avai | abl e Recei pts for GENERAL FUND 0.0 Renuminder if any
Exanpl e uses requested FY 06 anount.

Co-Chair WIken remarked this denonstrates the conflict between the
Constitution and statute. The affect is "shorting my grandkids by
80 percent” of the anmount stipulated by the Constitution. "The
future is being shorted by this federal |aw' that provides the
Per manent Fund coul d receive NPR-A receipts only after the requests
of four conmunities and one borough governnment are provided. He
noted this issue is not addressed in this bill and is a matter for
future consideration.

10: 15: 30 AM

Page 16

NPR- A
| npact M tigation Program

Al aska Constitution vs. Alaska Statute
Current Inpact Mtigation Program

| nportance of "I npact"”

Senate Bill 171

10: 15: 36 AM

Page 17

The Current Mtigation Program
Comm ttee Substitute for House Bill 491 (FIN), 1986

US. Dept of Interior notifies Dept. of Comrerce, Conmunity
and Econom c Devel opnent regarding possible NPR-A Federa
Recei pts

[ Fl ow Chart denonstrating subsequent process as foll ows:
NPR- A Communi ti es
1. Public Notice & Request for Applications
DCCED
2. Requests
Revi ew Conmmittee
3. Evaluate & Recommend Proposal s
Legi sl ature
4. Comm ssi oner Requests Fundi ng
DCCED
5. OK Fundi ng?]
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10:16:12 AM

Page 18
VWhere are the Communiti es?

[Map of NPRA and surrounding area with four conmunities
identified as foll ows:
Cty of Barrow
Popul ation - 4,351
Medi an Househol d I ncone - $67, 097
City Responsibilities - Bingo, Community Center, Roller
and lce Rink, Teen and Recreation Center, Housing, Cty
Hall, Little Dribblers, Taxis, Sunmer Youth Enpl oynent,
G avel Sal es

Cty of Wainwight

Popul ation - 531

Medi an Househol d | ncone - $54, 722
City Responsibilities - None |isted

City of Nuigsut

Popul ation - 430

Medi an Househol d I ncone - $48, 036

City Responsibilities - Comrunity Hall, Dock, Cable TV

Cty of Atqgasuk

Popul ation - 218

Medi an Househol d I ncone - $66, 607

City Responsibilities - Bingo, Room Rentals, Comunity
Center, Recreation, Cable TV

Source: DCCED and Al aska Minicipal League - Al aska
Muni ci pal Oficials Directory]

10:17: 01 AM

Page 19

Total Distribution to Date
..and FY 07 projections

[ Bar graph show ng Amobunt of the Gant Awards in anounts
bet ween $0 and $50, 000 for the years 1980 through 1986 and FY
87 through FY 08. A notation states: FY 06 is the requested
anount. FY 07 is the projected anmount fromthe proposed NPR-A
summer | ease sal es. ]
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Since 1980, a total of $117,249,388 has been awarded to 4
communi ti es.

(Total includes the FY 06 requested anmount of $24, 706, 500)
(FY 87 and FY 91 include 5 conmunities)

Co-Chair WIlken noted the years wth significantly higher
distributions. The amount for FY 05 is expected to be al nbst $50

mllion and future distributions would increase further.
10:18: 15 AM
Page 20

A Perspective in Statew de Terns

What if ...the FY 06 requested grant anmount was conputed on a
per person basis, what would that nean for other AK
comunities on 7/1/05?

Anchor age
Popul ation - 277,498
$1.2 billion

Fai r banks
Popul ation - 84,979
$379.7 million

NW Arcti c Borough
Popul ation - 7, 306
$32.6 million

Bet hel
Popul ation - 5, 888
$26.3 mllion

Sitka
Popul ation - 8, 805
$39.4 nmillion

The FY 06 requested anount, $24,706,539, is divided by the
total popul ation of NPR-A grant recipients, 5,530, for a per
person anount, $4, 468.

Co-Chair WIken commented that this denonstrates the inbal ance. A
| arge area of the State with a small population has "junped in
front of the Permanent Fund" and has benefited froma systemthat
"is far above the spirit of the law " Although follow ng the
"letter of the law', the current practice does not reflect "the
spirit of the law." This is big noney.
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10:19: 55 AM

Page 21

NPR- A
| npact M tigation Program

Al aska Constitution vs. Alaska Statute
Current Inpact Mtigation Program

| nportance of "I npact"”

Senate Bill 171

10: 20: 02 AM

Page 22

Where is NPR-A O8G Activity?

[ Map of northern Al aska showi ng NPRA,
Wldlife Refuge, the Trans-Al aska Pipeline,
| ands, certain oil fields and other points of

Proximty to Current NPR-A G| and Gas Activity

Wai nwright - 220 mles
Barrow - 160 mles

Nui qsut - 6 mles

At gasuk - 160 mles

Co-Chair WI ken noted on nap.

10: 20: 39 AM

Page 23

And the nmain O8G Activity?

the Al aska Nationa
Nati ve owned
ref erence]

[ Map showi ng area of North Slope Gl and Gas Activity between

the eastern boundary of the National

Petrol eum Reserve -

Al aska and the western boundary of the 1002 Area of ANWAR

Hi ghlighted are: Units, Drill Pad,
Accunul ati ons. ]

10: 21: 28 AM

Page 24
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Today "I MPACT" is rated as a m ni mum consi deration

FY 01 NPR-A
| npact Mtigation Program

Basi s for Reconmendati on
Description - 15 points
| mpact - 50 points
Budget - 15 points
Readi ness - 15 points
Capability - 5 points

FY 03 NPR-A
| npact M tigation Program

Basis for Recomrendati on
Description - 30 points
| mpact - 30 points
Budget - 20 points
Sustain - 15 points
Capability - 5 points

FY 05 NPR-A
| npact Mtigation Program

Basi s for Reconmendati on
Description - 25 points
| mpact - 25 points
Budget - 20 points
Sustain - 20 points
Capability - 10 points

As adm ni stered by the Departnent of Conmerce, Comrunity and
Econom ¢ Devel opnent

Co-Chair WIlken stated that the federal government requires that a
comunity nust be inpacted to receive these grants. This slide
denonstrates the point system applied for grant applications. He
noted that in FY 01, one-half of the criteria was based on i npact
conpared to current standards, in which inpact accounts for only 25
percent. In 1980, the federal governnent established that inpact is
the "bar that nust be passed”. This |egislation addresses how to
define and determ ne i npact.

10: 22: 40 AM

Page 25
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What does the | aw say?

» Federal Law - 42 U S.C. 6508
o In allocation of the NPR-A funds, the State shal
give priority to use by subdivisions of the State
nost directly or severely inpacted by the
devel opnent of oil and gas |eased in NPR-A

* Al aska State Law - AS 37.05.530
0o A municipality may use the NPR A funds only for
services to alleviate the inpact of oil and gas
devel opment wit hin NPR- A
» Al aska Regul ations - 3 AAC 150. 050
o Inpact neans an effect reasonably attributable to
NPR-A oil and gas activities under 42 U S.C. 6508.

Co-Chair WI ken pointed out the |anguage provides that the inpact
must result fromoil and gas activities in NPR-A and not activities
on the North Sl ope or Prudhoe Bay.

10: 23: 22 AM

Page 26
Rags Define Inpact to Mean

Reasonably attributable to NPR-A oil and gas activities on the
followi ng (3 AAC 150. 050):

* Popul ation

* Enpl oynent

* Fi nances

e Social/Cultural Values

e Ar & Water Quality

* Fish & WIldlife Habitat

e Ability to Provide Services

e O her Denonstrable Inportant Things

Co-Chair WIken comented to the broadness of these criteria,
remarking that there is not any activity that could not be
attributed to a category in sone nmanner

10: 23: 46 AM

Page 27
Impact is the First Criteria

[ Fl ow chart followi ng a project request as follows.

SFC- 05 (35) 04/ 26/ 05



| mpact ed??:
Muni ci pality?
Directly or severely inpacted?
Reasonably attributable to..?
No - Application Rejected
Yes - Scored
Description

Budget
Sustai nability
Capability

No - Request not Funded
Yes - Funded
Appropriation by the Legi sl ature]

The State shall give priority to subdivisions of the State
nost directly or severely inpacted (42 U. S. C. 6508)

Co-Chair Wl ken explained that SB 171 proposes to rearrange how
proj ect requests are considered.

10:24: 47 AM

Page 28
An exanple for review

WAi nwri ght Lagoon Boat Launce - $525,000 - To replace or
renovat e the Wai nwi ght Lagoon Boat Ranp

"I npact™ on Popul ation

Appl i cant
"Construction of the oil production infrastructure and
pi peline has driven up the gromh of population.”

But ...
The popul ation of VAIinwight has increased from 492 to
546 in 1990 - 2000.

"I npact™ on Enpl oynment and Fi nances

Appl i cant
"Due to decline in property tax revenues from agi ng oi
and gas infrastructure, the Borough cannot financially
hel p the conmunity."

But ...
The reduction in revenue is not due to NPR-A devel opnent.
In fact, NPR-A developnment will increase the borough
revenues.

Co-Chair WIlken clarified the "but" represents his interpretation.
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The popul ation increase of Wainwight is negligible.

10: 25: 57 AM

Page 29
..and to continue
Wai nwri ght Lagoon Boat Launch - $525, 000

"I nmpact” on Social and Cul tural Val ues

Appl i cant
"The soci al di sruption pronpted by oil and gas
devel opnment affects many traditional activities."

But ...
Vai nwight is 220 mles from NPR-A devel opnent .

"I nmpact” on Fish and Wl dlife Habitat

Appl i cant
"Access to hunting areas would change in oil devel opnent
reduces the availability of subsistence resources.”

But ...

Past experience at Prudhoe Bay has shown that O&G
activities and wildlife can co-exist.

Question: Were the listed inpacts reasonably attributable to
oi | and gas devel opnent w thin NPR-A?

A review commttee of three rated "l npact” only 20 points out
of 100, the project was recomrended.

Co-Chair WIken concluded that the inmpact of NPR-A was not
significant to warrant this project.

10: 26: 34 AM

Page 30
And anot her exanpl e...
City of Barrow I npound and Di sposal Site Project - $174, 389

"I npact" on Visual Resources

Appl i cant
"Many of the abandoned vehicles that the Gty of Barrow
has al | owed people to dunp on city | and were brought to
Barrow during the oil boomin the last quarter of the
20th century.™
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But ...
The "oil boont discussed was outside NPR-A The inpact
must be "reasonably attributable” to oil and gas
devel opment wit hin NPR-A

No ot her inpact was stated by the applicant

Question: Was the listed inpact reasonably attributable to oi
and gas devel opnment w thin NPR- A?

The review conmttee rated "l npact” between 20 - 24 points out
of 100; the project was recomrended.

10: 27: 00 AM

Page 31
And anot her one...

Roller Rink Renovation Feasibility Study - $63,556 - to
identify the costs to renovate the Barrow Roller Rink

"I npact" on Enpl oynent
Appl i cant
"Al t hough an estimted 4.000 jobs exist on the N Sl ope
inthe &G industry only a fraction are held by Inupiat."
But ...
The vast majority of the jobs in the O%G i ndustry are not
reasonably attri butable to NPR- A devel opnent.

"I npact” on Unenpl oynent

Appl i cant
"As the econom c benefits of O%G devel opnent begin to

decline, it | eaves nenbers | ess able to survive.."

But ...
The decline in O%G developnent is not in NPR-A this
petroleumreserve is just beginning to be expl ored.
10: 27. 37 AM
Page 32

..and to conti nue

City of Barrow Roller Rink Renovation Feasibility Study -
$63, 556

"I nmpact™ on Social and Cul tural Val ues
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Appl i cant
"The decline in subsistence resources due to NPR-A O&G

devel opnent negatively inpacts the Inupiat culture.”

But ...
Studies are currently undertaken to determ ne the inpact
towldlife, if any, to Barrow residents 160 mles from

Al pi ne.
"I npact™ on Public Services
Appl i cant
Al t hough the popul ation has had a small, net loss in the

previous five years, the burden on the Gty of Barrow has
not been reduced.

But ...
Most of the workers connected wth NPR- A devel opnent
reside on the oil conpany's production sites and not in
| ocal towns.

Question: Were the listed inpacts reasonably attributable to
oi |l and gas devel opnent within NPR-A?

A review commttee of three rated "lInpact" between 15 - 25
points out of 100; the project was recomended.

Co-Chair WI ken suggested that the roller rink project was not
qualified to receive NPR- A funds.

10: 28: 23 AM

Co-Chair Geen asked if the project is to renovate the roller rink
for a different function that would either provide increased
enpl oynment or address cultural inpact, etc.

10: 28: 48 AM

Co-Chair WIlken replied that this project is intended to study the
feasibility of renovating a roller rink.

10: 29: 00 _AM

Page 33

Addi ti onal Concer ns

e @Gants are all funded as capital projects and the dollars
do not | apse (AS 37.25.020)

0o But less than 40% of the grants are for capital

projects (the majority of grants are for operating
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expenses)
* Funds are approved before old grants for the sanme purpose
are expended...

o0 As an exanple of many grants, only 15% of an FY 04
group operating grant of $1,759,484 to survey
wildlife is disbursed, but an FY 06 grant for
$2, 461, 368 is recormended for the sanme purpose

10: 29: 45 AM

Co-Chair Geen asked if the two grants are intended to study
wildlife in different areas.

10: 29: 50 AM

Co-Chair WI ken responded that the description for the FY 06 grant
is identical to that of the earlier request and that he could
therefore not determ ne whether the surveys are intended for
di fferent geographi cal areas.

10: 29: 59 AM

Page 34

To conti nue
* Few grants follow tinelines
0 Only 40% of grant funds schedul ed for conpletion on
6/ 30/ 05 has been spent
e Awards are not based on successful conpletion of previous
grants
FY 00 - Nuigsut Cultural Center Construction
$939,800 - Not Started as of 4/26/05
But
FY 02 - Nuigsut Cultural Center Operating $288, 000

These grants funds will be used for new projects wthout
notice to or approval fromthe | egislature.
Co-Chair WIken remarked that this "speaks to" the requirenent for
oversight of the grant program

Page 35

NPR- A
| npact Mtigation Program

Al aska Constitution vs. Al aska Statute
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Current |Inpact Mtigation Program
| mportance of "I npact™
Senate Bill 171

10: 30: 45 AM

Page 36

Now is the time
To listen to the A aska Superior Court (Barrow v. State, March
18, 1986):

"The duty inposed by the federal governnent ultimately falls
upon the Alaska Legislature and it includes the duties to
exam ne the clai ned needs of the subdivisions arising from oi
and gas devel opnent inpacts, to evaluate them and, if the
clainmed needs are found to exist, to rate themin order of
priority, and to neet them out of NPR-A revenues."

Co-Chair WIlken stated that this legislation is based on this court
opi ni on.

10: 31: 20 AM

Page 37

Legi sl ature has authority...

1. To exam ne the clains for financial assistance

2. To evaluate and rank the grant requests

3. To determ ne the appropriate amobunt of NPR-A revenue for
use by inpacted nunicipalities

4. To determne the specific projects that are funded

Legal Services nenorandum March 18, 2005

10: 31: 38 AM

Page 38
Senate Bill 171

"It is the intent of the legislature to provide tenporary
energency financial assistance to nunicipalities for the
pur pose of neeting certain extraordinary operating and capital
i nprovenent expenditures necessitated by NPR-A oil and gas
devel opnment. " (Section 1. LEQ SLATIVE I NTENT in the proposed
| egi sl ati on.
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» Establishes a Legislative Inpact Review Conmttee
(conposed of 3 finance nenbers of each body)
o0 Consults with DCCED and t hen approves and forwards
gr ant recommendations to respective finance
comm ttees.

Co- Chair W1 ken expl ai ned the proposed review commttee i s nodel ed
after the legislative conference conmttee process. Two nmenbers of
the mgjority and one nenber of the mnority party from each body
would serve and two affirmative votes from each body would be
required to fund an award. This standing commttee would review
all requests and submt recomendations to the full finance
commttees for inclusion in the annual capital appropriation.

10: 32: 15 AM

Page 39

And to conti nue

e Deposits to unique funds are based on the total federal
NPR- A recei pts
0 Perm Fund and Public School Trust

e Gants are awarded for one year, unless otherw se noted

» Lapse noney is appropriated to the Permanent Fund, School
Trust, or General Fund

10: 32: 44 AM

Page 40

Now is the tine...
To consider SB 171

.and establish a nethod to fairly allocate the financial
benefits of NPR-A to all Al askans while, at the same tine,
mtigate the direct inpact of developnent on certain
comunities as required by federal |aw

10: 33: 11 AM

Co-Chair Geen asked if any language in this bill would amend
current statute.

10: 33: 36 AM

Co-Chair WIlken replied that as a result of a hearing on this bil
by the Senate Community and Regional Affairs Conmittee, it was

SFC- 05 (42) 04/ 26/ 05



determned that a commttee substitute would be necessary to
provi de "clean up”. No subsequent changes are required.

Co-Chair WIlken informed that sonme interested parties were unable
to attend this neeting and desire to provide testinony to the
Senate Finance Committee. Upon hearing these coments a new
commttee substitute could be drafted to incorporate suggestions.
Val id suggestions were offered to the Senate Conmunity and Regi onal
Affairs Commttee.

10: 34: 51 AM

Senator Hoffman referenced page 20 of the presentation and
coormented that it represents the "wi shful thinking® if al
communities in the State were included in the NPR-A grant program
Co-Chair WIken affirned.

10: 35:18 AM

Co-Chair Geen asked the communities located within a 220-mle
ci rcunference of the Al pine devel opnent.

10: 35: 48 AM

Co-Chair WIlken offered to prepare such a map, referencing the nmap
on page 22.

10: 36: 13 AM

Co-Chair G een asked which additional communities would be incl uded
in such a radius.

10: 36: 27 AM

Senat or O son responded that the area would be limted to the North
Sl ope. He pointed out that the Brooks Range is not shown on the
af orenmenti oned nmap, which includes an area approxi mately 150-m | es
south of the Al pine devel opnent.

Co-Chair WI ken denonstrated on the map the approxi mte 220-mle
radius fromthe Al pi ne devel opnent.

10: 37: 29 AM

Senat or Stedman asked the intended timefrane for this |egislation
as it brings up concerns of |ocal residents. He wanted to know if
the bill would be reviewed over the legislative interim wth

SFC- 05 (43) 04/ 26/ 05



reconmmendations inplenented and passage expected in January or
February 2006.

10: 38: 02 AM

Co-Chair WI ken suggested that a subconmttee coul d be established
conprised of Senator Stedman, Senator Dyson, Senator O son and
hinmself. It would be beneficial to have the Departnment overview the
24 grants awarded and the "thought process”" as to how it was
determ ned that the communities were inpacted by NPR A devel opnent.
Whet her changes are nmade to the allocation of the current $24.6
mllion is a discussion for the full Commttee, after it
under st ands the projects invol ved.

Co-Chair WIken characterized this legislation as a "marathon"
rather than a "sprint”" and that NPR-A receipts would provide a
| ong-term fundi ng source for the State. He wanted to ensure that
all residents of Al aska benefit, not just a few He did not expect
this legislation would pass during the current vyear, but was
confident it would pass during the second session of the Twenty-
fourth Legislature.

10: 39: 20 AM

Senator O son remarked that the sponsor nmade a "conpelling”
presentati on; however, he surm sed, "there's nore to the story". He
noted the map on page 22 and argued that a community | ocated 220-
mles froma full production oil site is likely not significantly
I npact ed.

10:40:13 AM

Co-Chair WIlken relayed that oil and gas devel opnent activities are
"reaching out"” approxinmately 30 west of the current site of the
Al pi ne devel opnent. Exploration is going no further because, if
di scoveries are nade there is no infrastructure for devel opnents.
He indicated other areas within the NPR-A that have been surveyed,
al though the oil conpanies have not reported on any findings.
Resources are expected to be present as far north as the Cty of
Bar r ow.

Co-Chair WIlken detailed the three-dinensional seismc survey
process in which no explosives are used. A probe is set up during
winter nmonths and a "thunper” is used during sumrer nonths. This
process has no inpact on terrain. Caribou populations are
reportedly growi ng exponentially since the 1970s. G| and gas
activities are assisting the caribou population. The survey
activities are occurring in a snmall portion of the area depicted on
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t he map.

10:42: 55 AM

Senator O son disagreed wwth Co-Chair Wl ken's assertion that the
communities are not significantly inpacted because of their
di stance fromoil devel opnment. Senator O son indicated a map [ copy
not provided] showi ng areas of seismc activities throughout the
NPR-A area. He agreed that older technology was nore harnful

however, the newer nethod involving thunping has an inpact on | and
animal s and a yet unneasured inpact on mari ne mammal s and whal es.
Bef ore a conpany spends mllions of dollars on oil |eases, it would
intend to gather additional data and conduct nore seismc testing.

Senator O son shared that he has fl own over the affected areas and
told of the "cat trains" and inpact on vegetation throughout the
entire NPR-A. He had no m sconception that this would affect the
residents of Wi nwight.

10: 45: 32 AM

Co-Chair W/l ken responded that the map Senator O son referenced
shows seismc testing done during the 1970s and 1980s. No further
activities have occurred since.

10: 45: 53 AM

Senator (O son noted the reference to the anount of noney
appropriated to the communities since the 1980s. He asked if all
the funds had been expended or if any had | apsed and were returned
to the State.

10:46: 23 AM

Co-Chair WIlken replied that data indicates $18.7 million has
reverted to the State general fund over the life of the program He
qualified that the accounting of the funds allocated in the early
1980s is difficult to ascertain because funds were transferred
bet ween the North Sl ope Borough and the comuniti es.

10:46: 54 AM

Senat or Dyson renmarked that the potential inpact to marine manmmal s
is a valid issue. He understood that all seismc activities occur
during wi nter nonths and would therefore only inpact those mamal s
present in the region at that tinme. Therefore, the whal e popul ation
woul d not be inpacted.
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Senator Dyson relayed the rhetoric that Alaska's wealth is nostly
located in rural Alaska that that benefits should therefore be
allocated only to rural comuni ties. However , the State
constitution stipulates that the resources are held in trust for
all citizens, which results in some constraints. He comented to
the premse that two sides exist to every story. He anticipated
testinmony fromthe Departnment of Comrerce, Conmunity and Econom c
Devel opnent and ot her parities.

10: 49: 08 AM

Senator Stedman admitted to his limted experience with the oi
industry. In the region of State he represents, noises created by
jets and gunshots do not result in significant change in aninal
behavior. He qualified that the animals in Northern Al aska could
react differently.

10: 50: 12 AM

Senator (O son agreed that the resources nust be held for the
benefit of all Al askans, but contended that the responsibilities
nmust al so be consi dered. For exanple, sone villages have no water
and sewer services.

Senator O son pointed out an acoustical difference in the inpact of
sound traveling through air conpared to a different medi umsuch as
the ground or water. This could cause a greater inpact.

10:51:11 AM

Senator Stedman anticipated receiving information on the inpact of
oil devel opnent directly from the affected communities and the
reasoning for the proposed projects. It is clear that the State
must assist in mtigating the inpacts to local residents. He
surmsed this legislation did not intent to ignore this obligation,
rather to review the details of the grant program

10: 51: 47 AM

Co-Chair Wl ken referenced the fiscal note of $20,000. The intent
is that the proposed coommttee would travel to the four comunities
to experience the inpact directly. No one should serve on that
commttee w thout having visited the areas.

10: 52:19 AM

Co-Chair Green noted the application process that declares the
i npact and the naned project. She asked if the proposed project is
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required to have a relationship to the inpact, or whether the
fundi ng source could be utilized for any purpose.

10: 53: 05 AM

Co-Chair WIlken noted the NPR-A Grant Status Report as of 13/31/04
and stated the Menbers could review that grant applications and
make their own conclusions as to the relationship of the projects
to the inpact fromoil and gas devel opnent. He suggested that sone
have no rel ationship.

Co-Chair Geen intended that projects denonstrating a legitinmte
cause and affect from oil and gas activities should be granted.
However, some of the projects "don't lend a great deal of
confidence of what's been done in the past; therefore we have to
worry about what's going to be done in the future.”

10: 54: 04 AM

Co- Chair W/I ken agreed.

Co-Chair WIlken then informed that to conduct seismic testing, a
permt nust be obtained fromthe North Sl ope Borough. He cited one
such permt #LMR05142, and read the "seism c stipulations”, which
stipulate that operations nust not interfere wth subsistence
activities and that fuel nust be provided to hunters and trappers
in the event they nust travel to alternate hunting and trapping
sites. The seismic activities are limted in the inpact it could
have on the tundra, nust not interfere with polar bear or grizzly
bear denning, and an observer nust be present during testing. These
stipulations ensure that seismc activities do not inpact the
resources of the area.

Co-Chair G een asked if a fee is inposed for the permts.
Co-Chair W/l ken did not know.

10: 55: 56 AM

Senat or O son requested the Departnment of Conmerce, Comunity and
Econom ¢ Devel opnment answer questions relating to this bill

10: 56: 08 AM

Co-Chair Geen noted this hearing is the first segnment of the
process in considering this |egislation.

The bill was HELD in Conmittee.
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#

ADJ QURNVENT

Co- Chair Green adjourned the neeting at 10:57 AM
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