M NUTES
SENATE FI NANCE COW TTEE
January 26, 2006
9:03 a.m

CALL TO ORDER

Co- Chair Lyda G een convened the neeting at approximately 9:03:10
AM

PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W1 ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senator Fred Dyson

Senator Bert Stedman

Senat or Donny d son

Senat or Lyman Hof f man

Al so Attending: SUSAN BURKE, Attorney representing the North Sl ope
Borough; M KE BLACK, Director, D vision of Comunity Advocacy,
Depart ment of Comrunity and Econoni c Devel opnent

Attending via Teleconference: There were no teleconference
partici pants.

SUMVARY | NFORMVATI ON

SB 171-NPR-A COVWUNI TY GRANT PROGRAM

The Committee heard fromthe sponsor, the Departnent of Conmerce,
Community and Econom c Devel opnent and a representative of the
North Sl ope Borough. A commttee substitute was adopted and the
bill was held in Conmittee.

#SB 171

9:03:23 AM
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 |npact Review Committee and
defining its powers and duties.”
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This was the second hearing for this bill in the Senate Finance
Conmi ttee.

Co- Chair W/ ken, sponsor of the bill, noved for adoption of CS SB
171, 24-1LS0785\C, as a working docunent.

9:04:33 AM

Co-Chair WIken gave a presentation rem nding the Commttee of the
purpose of this bill and the affect it would have on State
finances. He utilized a handout in which the cover page reads,
"Senate Bill 171, "The duty inposed by the federal governnent

ultimately falls upon the Al aska Legislature.” Barrow v. State
Judge Walter Carpeneti, Mrch 18, 1986" [copy on file]. This
handout includes excerpted pages from a slide show presentation
given during the previous hearing on this bill on April 26, 2005
[ Copy of the entire presentation also on file.] The pages on the
updat ed handout are not numnbered, although nost contain the slide
nunber from the original presentation and are referenced in this
presentati on.

9:05: 26 AM

Co-Chair WIken explained that SB 171 is about "inpact"” and "i npact
on communities". Yet how the comunities are inpacted nust be
eval uat ed.

9: 05: 58 AM

Slide 3

Nati onal Petrol eum Reserve - AK

[ Map of the northern portion of Alaska with the National
Petrol eum Reserve - Alaska (NPR-A), the Alaska National
Wl dlife Reserve, Native | ands, Point Barrow, Al pine, Prudhoe
Bay, Point Thomson and ot her | andmarks identified.]

e 23.5 million-acre petroleumreserve (~Indiana)

 NWthird of Alaska's arctic between the Brooks Range and
the Arctic Ocean

Co-Chair WI ken spoke to the | arge area enconpassed by the NPR-A;
bordered by the Brooks Range to the South and the Arctic Ocean on
the North. Devel opnment of oil resources at Alpine is |ocated next
to the far Northeastern portion of the Reserve.

Co-Chair WIlken rem nded that this area was opened for leasing in
1980 by the federal governnment.
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9: 06: 34 AM

Slide 18
Where are the Comunities?
[ The |l ocations of four comunities are identified within the
NPR- A boundaries with acconmpanyi ng data about the communities
as foll ows
Cty of Barrow
Popul ation - 4,351
Medi an Househol d | ncone - $67, 097
City Responsibilities - Bingo, Community Center, Roller
and Ice Rink, Teen & Recreation Center, Housing, Cty
Hall, Little Dribblers, Taxis, Sunmer Youth Enpl oynent,
Gravel Sal es

City of Wi nwight

Popul ation - 531

Medi an Househol d I ncone - $54, 722
City Responsibilities - None Listed

Gty of Nuigsut

Popul ation - 430

Medi an Househol d I ncone - $48, 036

Gty Responsibilities - Comunity Hall, Dock and Cable TV

City of Atgasuk

Popul ation - 218

Medi an Househol d I ncone - $66, 607

City Responsibilities - Bingo, Room Rentals, Community
Center, Recreation and Cable TV

Sour ce: DCCED and Al aska Muni ci pal League - Al aska Muni ci pal
Oficials Drectory]

Co-Chair WIlken stated that inpacts fromNPR-A activities would be
to those communities closest to the developnent. He gave
perspective of the proximty of the communities within NPR-A. The
di stance between the City of Wainwight and the Gty of Nuiqsut is
226 mles. Barrow is approximately 160 mles from the Cty of
Nui gsut .

9:07:18 AM

Slide 25
What does the | aw say?

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

* Alaska State Law - AS 37.05.530
0 A municipality my use the NPR-A funds only for
services to alleviate the inpact of oil and gas
devel opnent wit hin NPR-A.
« Al aska Regul ations - 3AAC 150. 050
o Inpact nmeans an effect reasonably attributable to
NPR- A oil and gas activities under 42 U.S.C. 6508.
(Enmphasi s Added)

Co-Chair WIlken read the statutes and regulation into the record.
9:07:57 AM

Co-Chair Wl ken explained that the primary inpact of the federal
law is that the Al aska Pernmanent Fund has been "intercepted" by the
comunities affected by oil and gas devel opnent.

9:08: 21 AM

[ An unnunbered page in handout is taken from an adverti senent
included in recent editions of state newspapers and contains
the foll ow ng:

Al aska Permanent Fund Corporation 2006
Fund Works - Investing in your future
25% of state's mneral revenues
| nconme from Fund's | nvestnents

Al aska State Constitution

Article 9, Section 15
At least 25 percent of all nmineral |eases, rentals,
royalties, royalty sales proceeds, federal mneral
revenue sharing paynents and bonuses received by the
State, except those from NPR-A, shall be placed in a
per manent fund, the principal of which shall be used only
for those income-producing investnments specifically
designated by law as eligible for pernmanent fund

i nvestnents. Al income fromthe permanent fund shall be
deposited in the general fund unless otherw se provided
by | aw.

The bill sponsor inserted italicized |anguage "except

t hose from NPR-A". ]
Co-Chair Wl ken surmsed that if 1,000 Al askans were asked if the
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State's share of all revenues generated from oil and gas
devel opnent were deposited into the Permanent Fund, all 1,000 woul d
answer in the affirmative. However, this is untrue. Because of the
1980 law, only the funds generated from the NPR-A that are not
expended for grants to the North Sl ope Borough and other specific
comunities are deposited into the pernmanent fund.

9:09: 27 AM

Co-Chair WIlken reported that if the aforenentioned federal |aw
were not in effect, $7.9 mllion of the $31.6 mllion received from
NPR- A | ast year woul d have been deposited to the Pernmanent Fund.
Instead, only $1.7 mllion was deposited and the Permanent Fund was
"shorted" by approximtely 80 percent. He remarked, "That should
trouble all of us ... because federal l|aw has effectively taken
nmoni es out of the Permanent Fund that are there for generations
that follow nme and those that nade that |law in 1980."

9:10: 22 AM

Co-Chair WIlken stated that this bill attenpts to rectify this
situation.

Slide 19
Total Distribution to Date
..and FY 07 projections

[ Bar graph showing Amount of the Gant Awards (Dollars
Expressed in 1000s) for the fiscal years 1980-86 and for each
of the fiscal years 1987 through 2007, with notations as
fol |l ows.

FY 06 is the requested anount.
FY 07 is the projected amount from the proposed NPR-A
summer | ease sal es. ]

Since 1980, a total of $117,249,388 has been awarded to 4
comruni ti es.

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

[ Note: a typographical error lists FY 05 twice and omts FY
04. The data indicated for the first FY 05 reference is
actually for FY 04.]

Co-Chair WIlken stated that this "interception of the revenue fund"

is done through the community grant program The $30 nillion
designated to the grants for FY 00 was a significant increase over

SFC- 06 (5) 01/ 26/ 06



previ ous years and brought attention to the issue. Approximately
$25 million was designated in FY 04.

Co-Chair WIlken anticipated that approximately $50 mllion woul d be
avai lable for FY 07 because of increased devel opnent activity
occurring in the NPR-A and expected | ease sal es schedul ed for the
fall of 2006.

9:11: 50 AM
Co-Chair WI ken contended, "This isn’t chunp change."
9:11:57 AM

Slide 20

A Perspective in Statew de Terns

What if ...the FY 06 requested grant anount 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 Ar cti c Borough
Popul ation - 7,306
$32.6 nmillion

Bet hel
Popul ation - 5, 888
$26.3 million

Sitka
Popul ation - 8, 805
$39.4 million

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 anmount, $4, 468.

Co-Chair WIken asserted that the community of Fairbanks, in which
he resides, would appreciate such an appropriation. The $380
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mllion would cover the budgetary needs.

Co-Chair WI ken cautioned, "W should know that we just can't | ook
the other way while this diversion takes place unless there are
certain rules under which we follow"

9:13:10 AM

Unnumbered Sli de
Now is the Tine

To listen to the Alaska Superior Court: (Barrow v. State,
March 18, 1986)

"The duty inposed by the federal governnent ultimately falls
upon the Al aska Legislature and it includes the duties to
exam ne the cl ai 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."

(Enphasi s Added)

Co-Chair WIlken read this quote into the record, noting the renarks
were part of Judge Carpeneti's final decision in the Barrow v.
State of Alaska litigation.

9:13:46 AM

Co-Chair WIl ken concluded, "Nowis the tine and Senate Bill 171 is
the bill that attenpts to do that."

9:13:58 AM

Co-Chair WIken rem nded that when this legislation was first heard
in this Conmttee, certain concerns were raised. The proposed
commttee substitute addresses these issues.

9:14:10 AM

Co-Chair WIlken outlined the contents of the commttee substitute,
Version "C'.

Section 1 - specifies the legislative intent.
9:14:25 AM

Section 2 - establishes an Inpact Review Conmittee and
proscri bes the rules governing the proposed conmittee. It
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stipulates that the nenbers serving on the commttee nust
visit the affected areas and specifies a tinmefrane and
frequency for these visitations.

9:14:53 AM
Section 3 - contains technical changes.
9:14:57 AM

Section 4 - provides rules for the Departnent of Conmmerce,
Community and Econonmic Devel opnent to follow in review ng
applications and reporting its findings to the |egislature,
simlar to current practice, ranking all the proposed
proj ects.

9:15:46 AM

Section 5 - outlines the duties of the proposed conmttee
including the forwarding of its results to the full finance
committees of each body for inclusion in the annual capital
budget appropriation.

9:16: 04 AM

Section 6 - stipulates the responsibilities of the
muni ci palities that receive the grants, the review process of
nonitoring the inplementation of the grant funding, and the
al I owabl e expenditures for grant funding.

9:16: 27 AM

Section 8 - changes the calculation of the incone deposited
into the Permanent Fund.

Co-Chair W/ ken opined that the provisions in this section are an
"attenpt to heal up the wound to the Permanent Fund”. Currently, he
expl ained, incone is first expended to fund the grants, then 25
percent of remaining incone is deposited into the Permnent Fund
and one-half percent is deposited to the School Trust Fund. Under
the new statute, the grants would still be funded first; however,
the 25 percent cal cul ati on woul d be nade on the gross i ncone anount
rat her than the net inconme anmount as currently done.

Co-Chair WIlken noted that the ability to deposit the full 25
percent of gross incone into the Permanent Fund woul d not al ways be
possi ble. He gave the previous year as an exanple. However, as
continued incone is generated from NPR-A resource devel opnent and
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with the awarding of "valid" grants to affected communities, he
predicted that full funding would be likely for npst years.
Remai ning funds would be available for appropriation by the
| egislature to the Power Cost Equalization (PCE) Capitalization
Fund or to the general fund.

9:18: 36 AM

Section 9 - specifies |apse dates for the grants and how t hey
are defined and nonitored.

Section 10 - contains the effective date.
9:18: 49 AM

Senat or Bunde referenced |anguage on page 2, line 27 of the
commttee substitute that provides that "a nenber” of the proposed
commttee nmust visit inpacted conmmunities. He relayed that Senator
Ral ph Seekins had clarified the correct |anguage should read "each
menber”. Al menbers on the comrittee would be required to visit
the conmunities.

9:19:42 AM
Co-Chair WI ken so not ed.
9:19:45 AM

Senator Dyson recall ed discussion during the previous hearing on
this bill surmsing that the real inpacts on the comunities within
the NPR-A are the results of residents working at Prudhoe Bay.
Therefore the grants are used not to offset inpacts from direct
resource devel opnent activities, but rather to address soci al
problenms resulting from residents' enploynent at Prudhoe Bay. He
asked if utilization of the grants in this manner is |egal.

9:20: 54 AM

Co-Chair Wlken clarified the question of whether it is legal to
use inpact grants to address perceived social inpacts and answered
it is not.

9:21:47 AM
Senator Hoffman noted the Superior Court ruling that proposed
projects nust be evaluated then rated and prioritized. The overvi ew

does not reference the court's direction of the process to be
undertaken after the rating is conpleted. He asked the requirenent
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in the event excess funds renmai ned.
9:22:46 AM

Co-Chair WI ken responded that a "clear pecking order"” is applied
to claim of the funds. The affected communities receive first
priority, the Permanent Fund and the School Trust Fund equally
share the second priority and the remaining incone is available to
appropriation to the PCE Capitalization Fund and the general fund.
This woul d not be changed by this |egislation.

9:23: 36 AM

Senator Hoffrman clarified that the main intent of the bill is to
establish a commttee to determine eligibility of grant
applications. The secondary intent is the change the cal cul ati on of
t he amount to be deposited to the Permanent Fund after the grants
are funded.

9:24:17 AM

Co-Chair WIlken affirmed the calculation of the anpbunt to be
deposited to the Permanent Fund woul d be nade on the gross incone
rat her than the net anount.

9:24:24 AM

Senator O son questioned the need to establish a commttee to
"tighten up" regulations that have al ready been changed. This bil
appears to single out one entity because it has utilized | aws and
rul es enacted by others outside of the entity. These comrunities
have been successful at wutilizing these I|aws; however the
appearance i s being nade that the conmunities are taking advant age
of the situation and woul d be penali zed.

9:26:21 AM

Senator O son stressed that the Departnent of Commerce, Conmunity
and Economi c Devel opnent has done a "great amount of work" to amend
the regulations to avoid m suse of the grant funding. Putting these
changes into statute is "overkill". The finance commttees could
i nstead assign a subcommttee to ensure that the regul ations are
conplied with. Qther grant programs do not have a special committee
over seei ng how ot hers are di spensing funds.

9:27:16 AM

Senat or O son objected to the cunbersone process.
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9:27:27 AM

Co-Chair WI ken responded that overtinme the process would not be
cunber sone. Such action is necessary because in 1980 "fol ks" chose
to address this area differently. The resulting grant awards are in
direct contradiction to the Alaska Constitution. He hoped that with
the inplenentation of this legislation, the conmttee process woul d

"build confidence" that the legislature was fulfilling the federa
requi renent "nothing nore nothing less". Ten years from now this
should be a "non issue". If other grant programs warrant simlar

review, they should be addressed separately. He was aware of no
such need. This situation affects the Permanent Fund and is
therefore inportant.

9:29: 54 AM

Senator A son surmsed the allegation is that those who established
the Permanent Fund did not have adequate foresight to address
certain issues occurring 25 years later. He asked if other
commttees would be required in the future to oversee inpacts to
communities affected by other resource devel opnent activities, such
as tinber harvesting and fisheries.

9:30:43 AM
Co-Chair W/ ken shared that research indicates very little if any

i nvol venent by State agencies in the establishnment of this grant
program The decisions were made at the federal level. He could

find no evidence of State policy mekers' involvenent. If the
federal governnent chose to divert income from other resource
activities to certain areas of the State, it would be the

| egislature's responsibility to establish oversight for those
progranms as well.

9:31:49 AM

Senat or Bunde stated that all legislation is a "living docunent".
As tinmes change and "reality sets in" it is inportant to be
fl exi ble to change.

9:32:39 AM
Senator Bunde did not view the North Slope residents as doing
anything illegal, but rather using tools available to them

However, he questioned whether the practices reflect a fair
distribution of the State's resources.
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9: 33: 34 AM

Senator Stedman recalled that when this bill was first heard in
Commttee, he was skeptical of the inpact to the comrmunities
receiving the grants. Over the summer nonths however, fish and gane
personnel and residents assured him that the oil devel opnent
activities did inpact the subsistence lifestyle. Wile the
appropri ateness of past grants could be debated, he preferred to
| ook forward and achieve "m ddle ground” in which State officials
protect the interests of the entire state.

9:35:13 AM

Senat or Stednman supported the concept of cal culating the anount for
deposit to the Permanent Fund fromthe gross incone. He suggested
consideration of the cumulative inpact on the Permanent Fund in
t hese cal cul ations. The previous year, sufficient funds were not
available to provide the 25 percent and the shortage should be
carried forward to future calculations. Gants in excess of the
carried-forward percentage woul d not be issued. The intention is to
make the Permanent Fund "whole". "At end of +the day" the
| egi sl ature would have conplied with obligations to the federa
government as well as obligations to all Al askans.

9:37:46 AM

Senator Hoffman directed attention to Slide 20 of the presentation,
whi ch provided a perspective of inpact grants if awarded on a
statew de basis. He stressed that the anpbunts |isted as all ocated
to the selected conmunities were very hypothetical anmounts
cal cul ated on a popul ation basis. If this |egislation were passed,
the communities would never receive the anmounts shown. To "build up
hopes" ot herw se shoul d be avoided unless it was Co-Chair WIken's
intent to provide such revenue shari ng.

9: 39: 53 AM

Co-Chair WIken agreed and expressed his intent was not to
appropriate such amobunts to communiti es.

9:40: 07 AM

Senator Stednman redirected the conversation to the matter of the
Per manent Fund. After the inpact grants are funded and deposits are
made to the Permanent Fund and the School Trust Fund, insignificant
funds would renmain for appropriation to the PCE account or the
general fund. Therefore, this legislation would have virtually no
impact to the general fund. Establishing a nethod to ensure the
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Per manent Fund receives a sufficient portion of the earnings while
conplying with the federal regulations is the prinmary issue.

9:41: 09 AM

Senator O son noted that he represents an area with two boroughs
and a large area wth no organized |ocal governnment. The
calculation of the anobunt of funds distributed per resident is
conparable on a national level to the appropriations nmade to
Al aska. The per-resident dollar anount received in this State woul d
be significantly larger if calculated for the population of the
states of New York or California.

9:42:12 AM

W thout objection CS SB 171, 24-LS0785\C, was ADOPTED as a working
docunent .

9:42: 38 AM

SUSAN BURKE, Attorney representing the North Slope Borough,
commented on the argunent raised by Senator Dyson regarding grants
awarded to offset inpacts from Prudhoe Bay. It is not illegal to
utilize NPR-A revenues for any purpose. The provisions dictating
al | owabl e uses of this noney are "broad".

9:44:16 AM

Co-Chair Green explained that Senator Dyson commented to the use of
NPR- A funds to address inmpacts on the community due to residents
| eaving that community to work in Prudhoe Bay.

9:44:55 AM

Ms. Burke stressed that such allocations are not illegal.

9:45: 01 AM

Senator Dyson agreed that this practice is not prohibited under
crimnal |aw however use of the funds in a manner different from

the intent of the lawis still a problem
9:45:40 AM
Ms. Burke affirnmed that the requirenent in federal |aw that

priority nmust first be given to inpacts from NPR-A devel opnent is
not disputed. Once that priority is fulfilled, the remaining funds
coul d be appropriated in any manner, including addressing inpacts
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from Prudhoe Bay activity.
9:47: 00 AM

Senator Dyson remarked that the funds have been granted for
projects to address issues in which little or no inpact is caused
by NPR-A. The grants have been awarded with no restrictions for
t heir use.

9:47: 35 AM

Ms. Burke referred to Senator Stedman's comrents that past grants
could be debated infinitely. The issue is how to make the
determ nation of NPR-A inpact.

9:48: 51 AM

Senat or Bunde asked how the priorities of grant applications were
decided and whether this would be answered in M. Burke's
testi nony.

Ms. Burke indicated she woul d address this.
9:49: 07 AM

Ms. Burke then provided her testinony on the bill as follows.
Questions and conments were addressed as they arose.

First of all Senator Wl ken has already told you what the | aw
says and it's in the materials that he's provided for you so |
won't repeat that here. But what | would |like to provide is
just a little bit of a historical background from a |ega

per specti ve.

As Senator W/ ken indicated, the Congress in 1980, adopted
| egislation that allowed for devel opnent in the NPR-A. And as
part of that |egislation, adopted a provision that you're al
now very famliar with, that provides 50 percent of the
revenues that the federal governnent receives from oi
devel opnent on its land within the NPR-A and provides for the
priority to be given to in the use of the funds to the
muni ci palities that are nost directed and severely inpacted
from devel opnent in the NPR-A

When the first noney cane to the State fromNPR-Ain the early
1980s, the State put 50 percent of it into the Pernmanent Fund.
That was the statutory deposit to the Permanent Fund at that
time. And just put the rest in the general fund and just spent
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it like any other kind of receipt. After the North Sl ope
Borough tried to persuade the State to take a different
approach, because in our viewthis was totally contrary to the
requi renents of the federal act, we got no response.

So as a result, we were forced to file a lawsuit. In that
| awsuit, we asked the court to determne primarily two things.
Nunmber one, "WAs it proper for the State to automatically take
50 percent off the total and put that into the Permanent Fund
- or any percentage of the total right fromthe get-go - and
put that in the Permanent Fund and then |ook at what's |eft
and deci de whether comunities should receive sone of those
funds for mtigating inpacts."” The second thing we asked the
judge to |l ook at and to decide was that there had to be sone
kind of nechanism whereby nunicipalities could nmake their
needs known to the State - apply for funding if you will. The
State had to nake reasoned judgnents about the inpact issues.
...To the extent that the needs were found, a requirenent that
they be funded first out of the NPR A noney.

Well the court agreed with us and Senator Wl ken's materials
fromlast year provide the primary areas of the judges ruling.
So the decision came down and in our favor. And so we sat down
with the State, the Departnent of Law and then [Departnent of]
Communi ty and Regional Affairs and said, "OK how are we goi ng
to do this?" And so we came up wWith proposed | egislation that
was ultimately enacted and it has remai ned on the books with
some mner tweaking, to this day.

That's sort of the background.

Last year's bill, the original Senate Bill 171, proposed sone
maj or changes in the existing law and in doing so, raised a
lot of legal issues. Primarily ones that, in our view at

|least, were in clear conflict with the federal act. W
communi cated those both to the Senate State Affairs Commttee
and to Senator W/l ken and possibly others. | didn't personally
do [this], but certainly it was done by the Borough.

The proposed CS that you' ve adopted today cures the problens
that we brought up last year, but it includes sonme new
provi sions that raise sonme new |l egal issues and I'd like to
share those with you today.

It also raises sone policy issues and |I'd like to tal k about
those after | get done tal king about the |egal issues.

9:54:17 AM
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Ms. Burke referenced |anguage included in Section 4 of the
commttee substitute that anmends AS 37.05.530(c) that reads, ".a
muni ci pality may not apply for and the departnment may not take any
action on an application wunless it 1is acconpanied by this
submi ssion.." This | anguage pertains to "evidence or a certificate
that the nunicipality is current on subnmssion of reports
concerning the expenditure of any grant or appropriation previously
recei ved under this section..

Ms. Burke's testinony continued.

First of all on page 3, starting at line 24, there's a
provision that says it precludes a nunicipality even from
applying for inpact funds if it's paperwork isn't in order, if
you will, and or up to date.

In ny view, this is contrary to the federal law. There's no
requirement in the federal |aw that only those nunicipalities
with their paperwork in order have to be given priority for
funding. | nmean the law was put in place to benefit the
residents of these comunities and to alleviate inpacts on
peopl e, not on municipal governnents as such.

9: 55: 00 AM
Ms. Burke:

It seenms to ne very hard to believe that Congress would have
intended to preclude the residents of a particular community
from obtaining funds to alleviate real inpacts - and |’'m
[going to] assune here that we're talking real inpacts -
because sonme adm nistrator didn't get a report filed on tine.

Now are there sanctions that can be applied for late reporting
and that sort of thing? O course there are and they shoul d
be. But | believe that a sanction of precluding a nunicipality
even from applying would be contrary to the federal act.

9:55:33 AM

Ms. Burke:
At page 3, pretty nmuch the sane area, there's also a
restriction on the Departnent's ability to take any action on
such an application or nake any recomendation to the

| egi sl ature about it. And there's a provision in our State
Constitution that allows the governor, and of course the
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departnents are sinply spokespersons for the governor under
our formof the executive branch, that says he can conmuni cate
anyt hing he wants to, to the | egislature.

9:56:16 AM
Ms. Burke:

| think it's a separation of powers problem if you try to
precl ude the governor - the legislature tries to preclude the
governor - from nmaki ng any recommendati ons he wants to you.

9:56:42 AM

Co-Chair Geen inquired to what I|anguage in the commttee
substitute Ms. Burke referenced.

It was established that the witness' coments were directed to the
sane | anguage of Section 4, as earlier described.

9:57:25 AM

Ms. Burke next referenced the |anguage of AS 37.05.530(e)(4) on
page 6, lines 1 through 5, as repealed and reenacted in Section 6
of the commttee substitute. The subparagraph reads as foll ows.

(4) expend the funds only for the use or purpose for
whi ch the grant or appropriation was nade; the Departnent of
Conmmerce, Community and Econom ¢ Devel oprment may not ot herw se
nodify the terns of a grant or appropriation to change the
purpose or objective of the grant or appropriation or the
terms and conditions under which the grant or appropriation
may be expended.

Ms. Burke:

There [is] what appears to ne to be a restriction on the
authority of the Departnment to nodify existing grants. In
ot her words, ones that have al ready been approved by the grant
agreenents have al ready been signed. If that's the intent, |
think that it's contrary to the provision of the Al aska
Constitution that prohibits legislation that inpairs the
obligation of contracts. And these grants - the grants that
are already there in place - are contracts.

If you have a |law that attenpts to nodify those contracts and

inmpair the rights and obligations of those contracts that
al ready exist, you run afoul of it's Article |, Section 15 of
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the State Constitution.
9:58:19 AM
Co-Chair Geen clarified the | anguage Ms. Burke was addressing.
9:58:25 AM

Ms. Burke summarized the subparagraph as providing that the
Department may not nodify a grant to change the purpose or
objective or the ternms or conditions under which the grant may be
expended. She continued as foll ows.

Wel |l these contracts have provisions in themthat allow for
certain nodifications. If you say that they can't do that you
are changing the rights and obligations of the parties to the
contract, mainly the State of Al aska and municipalities, under
and existing contract.

9:59:12 AM

Co-Chair Green asked the provisions that allow the grants to be
used for "xyz and/or a, b or c".

9:59: 32 AM

Ms. Burke replied that the current practice does not allow for the
total nodification or a total change of use. Her comments pertained
to a conplete prohibition on the nunerous ternms and conditions of
these grants. Sone of these conditions do not relate to the
overarchi ng purpose of the grant itself, rather they address ot her
i ssues such as timng and insurance.

10: 00: 17 AM

Co-Chair Geen understood that the language in the conmmttee
substitute would apply to existing grants and would therefore be

I npr oper.
10: 00: 26 AM

Ms. Burke affirned.

10: 00: 30 AM

Co-Chair Green asked if anending the provision to only apply to
future grants woul d be all owabl e.
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10: 00: 33 AM

Ms. Burke responded that this would be fine.

Ms. Burke noted that commttee substitute replaces all reference to
"grant” in existing statute with "appropriation". She assuned that
a distinction would therefore be nmade in the adm nistration of the
entire program which she woul d address |ater.

10: 01: 28 AM

Ms. Burke continued her testinony, speaking to the "appropriation
versus grant nodel".

If you're talking about a grant program |like both the
exi sting NPR-A grant program or any other grant program the
| egi sl ature appropriates noney to a departnent - a State

departnment - for the purpose of funding certain grants, and
the departnent enters into grant agreenents and the agreenents
take their course. It usually takes several nonths to get the
actual grant paperwork together. So as a result, they're not
done usually, they're not restricted to expenditure - having
all the noney spent by June 30th because by the tine you've
got the grant done it's already Septenber, Cctober or
Novenber. You don't have very nuch tine left to spend the
noney if you are to spend it by the 30th of June.

And if | understand it correctly, under this appropriation
nodel , what you' d have is the conm ssioner of [the Departnent
of] Adm nistration witing a check to the nunicipality on the
basis of the appropriation to the nunicipality. | don't know
when - first of July, second of July, fifth of July, | don't
know.

If 1'"m correct in ny assunption about how - that's how an
appropriation nodel would work, |'m convinced that you're
[going to] end up with a whole lot |ess oversight of the
expenditure of this noney than you have under a traditional
grant nodel .

For exanple, under the current NPR-A grants, no State noney -
no nmunicipality gets its hands on a nickel of this grant noney
until they've already expended it for a particular line item
if youwill, in the grant budget. It's on a cost rei nbursenent
basis for the nost part. There are exceptions in the grant for
certain kinds of direct paynments to vendors. But by and | arge,
the bulk of this noney doesn't go out to the municipalities
until they file a report with the Departnment. The default
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reports are nonthly, but you can - the Departnent can provide
for quarterly reports. But you don't get any noney until you
file one of these reports and tell themthat you' ve spent the
noney and here's what the noney's been spent for and now we
want to be reinbursed for it.

That to me provides quite essential pre-grant or pre-
expendi ture oversight of these prograns. |If you have a strict
appropriation nodel where the conm ssioner of Adm nistration
wites a check for the whole bunch, you know at the get go,
the legislature isn't in a position to provide that Kkind of
program oversi ght that the Departnment provides.

10: 04: 59 AM

Ms. Burke

And then there are other provisions that are contained in the
grant agreenents that are inportant. There are a whol e host of
things in the NPR A grants and in other State grants, | assune
as well, that are designed to protect the State's interests as
well as the municipality's interests.

There are escalating |evels of sanctions for instance, for
non- conpliance wth the provisions of the grant ranging from
suspension of grant paynents - "you don't get anynore cost
rei nbursenents until you clean up your act and get your
reports in", to termnating the grant entirely. And if funds
have been m sspent, to demand paynment and if necessary sue the
muni ci pality to get the noney back. Those are provisions that
are contained in these grant agreenents. They're contract
provisions that the nunicipalities have to agree to in order
to get the grant.

There are provisions indemifying the State fromliability for
things that are done in the expenditure and pursuit of the
particul ar project that the grant is funding.

There are restrictions and oversight on the kind of
subcontracting that can be done with the grant noney.

The appropriation nodel just doesn't lend itself to providing
for these kinds of provisions that really protect the State
primarily, but also protect the nunicipalities.

| was |ooking at the grant agreenent for one of the nost

recent grants fromlast year's round. There are 15 - 20 pages
of terns and conditions and your appropriation bills are |ong
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already, but 1'll tell you they'll be a lot longer if you try
to incorporate these kinds of things in an appropriation bill.
And beyond that - and it depends on the particul ar | anguage
that's used in what you're trying to acconplish, you' re [going
to] end up running afoul of the confinenent clause of the
Al aska Constitution, which confines appropriation bill to
appropriations and doesn't allow any substantive law to creep
into them That's the Knowl es versus the Legislative Counsel.

10: 07: 51 AM

Senat or Dyson understood the | aw does allow for the inclusion of
qgual i fyi ng | anguage in an appropriation bill.

10: 08: 09 AM

MVs. Bur ke affirned. However, the <court decision on the
af orenmenti oned case, states that every appropriation is reviewed on
a "case-by-case" basis. Sweeping judgnents are difficult to nmake.

Ms. Burke next referenced Section 6 on page 5 line 23 through page
6, line five, which repeals and reenacts AS 37.05.530(e) to read as
fol | ows.

(e) A nmunicipality that receives an appropriation under
this section shal

(1) account separately for each grant or
appropriation received;

(2) provide for an independent audit of the separate
accounts maintained for each grant or appropriation, except
that, for a grant or appropriation that is not nore than
$300, 000, the municipality shall provide for an independent
unaudi ted review of the accounts naintained for the grant or
appropri ation;

(3) submt a copy of the independent audit report or
i ndependent review to the Department of Comrerce, Conmunity
and Econom ¢ Devel opnent; and

(4) expend the funds only for the use or purpose for
whi ch the grant or appropriation was nade; the Departnent of
Conmmerce, Community and Econom c Devel oprment may not ot herw se
nodify the ternms of a grant or appropriation to change the
purpose or objective of the grant or appropriation or the
terms and conditions under which the grant or appropriation
may be expended.

Ms. Bur ke conti nued:

Another policy issue it seems to nme is raised by the
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requirement for the audit reports. The bill ...provides for an
i ndependent audit of the accounts nmintained for the
appropriation for a grant that is $300,000 or nore and
requires the nunicipality to provide for an independent
unaudited review of the accounts if it's less than that
anmount .

Exi sting regulation already requires audited reviews of State
expenditures - grant noney - in excess of $300,000 if that
much i s expended within any fiscal year. So to that extent,
don't know that this legislation is required.

My main concern is with smaller grants to the smaller
communities. If you're going to audit a grant, the auditor
conmes in and they |ook at the books and they |ook at the
financial records - or the reviewer, it doesn't matter if it's
an auditor or reviewer - and they | ook at the program and "has
the noney been spent in accordance with the terns of the

grant."
10: 10: 08 AM
Ms. Burke:

That kind of review of a small grant is going to be al nost as
extensive as the kind of audits that are required on big
grants. | nean you're tal king about an independent reviewer,
which is probably [going to] be soneone from outside the
comunity, having to travel to the comunity, spend | don't
know how many days there [indiscernible]. That's noney that's
[going to] cone out of the NPR-A off the top, and it's nopney
that's not [going to] go into the Permanent Fund.

So I guess | would ask you to give serious consideration to
deleting any - maybe just deleting the section. It's not
necessary when you're talking about the l|arger anounts of
nmoney and | think it's going to be an onerous burden and a
very, very expensive one. And |I'm not sure that what you're
going to be getting is worth the noney that's going to be

expended.
10:11: 00 AM
Ms. Burke:
| think the Departnment can provide you wth all the

information you need about how this nobney was spent and
whether it was spent on the objects of the grant. They' ve been
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- assumng that you nmaintain a grant nodel, you've got the
tools right there in the Departnment to provide you with that
ki nd of information.

For larger anounts of noney, it makes sense to have a higher
| evel of scrutiny if you will. And as | say, existing
regul ati on provides for that.

10:11: 55 AM

Co-Chair WIlken clarified Ms. Burke's concern was the review of
grants in anounts |ess than $300, 000.

10: 12: 09 AM

Ms. Burke affirmed, noting that audits are already required of
grants over $300,000 so additional statutory I|anguage is not
necessary.

10: 12: 23 AM

Ms. Burke:

| want to talk a little bit about the |apse of the funds
provi sions. This gives ne concern because, as | understand it,
the default, if you will, under the appropriation nodel, is a
one-year appropriation. In other words, if the noney isn't
spent by the 30th of June, it's lapsed. It's a "spend it or
lose it" kind of program |’ mconcerned for two reasons about
this.

First of all there are a |lot of potential operational kinds of
prograns, ones that wouldn't be a traditional capital project
under your general approaches to |apsing, you know woul d have
a nmuch longer |apse period if they were appropriated in the
capi tal budget.

But there are a lot of projects that really can't be done.
Legitimate projects that are related to NPR-A inpacts that
really can't be conpleted within one year. A couple of
exanples - there's a grant that was awarded this |last year to
the North Slope Borough to train and establish local oil
response teans in the comunities. That couldn't be done in a
single vyear. The subsistence studies - the baseline
subsi stence studies. You can argue about boat ranps and i npact
all you want but | don't think there's too much argunent that
basel i ne subsi stence studi es neasuring what's out there now in
terns of subsistence resources in order to neasure both
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present and future inpact fromoil developnent is a project
directly related to NPR- A inpacts. [This] doesn't nmke any
sense. There also are the projects that are the nost expensive
toinplement. To nme it doesn't really make sense to fund these
kinds of projects on a year-to-year basis. You mght start
year one of the project with a one year appropriation and when
it cones tine to ask for noney for year two, it's one of those
years when we don't get very nuch NPR-A noney and there's
really not enough to go around. There may be other comunities
with other inpacts that are worthy projects and you end up not
being able to fund the second year and wasting in essence the
noney that you spent on the first year. So that's a concern
have with what seens to be the intent to make these projects
July 1 to June 30th and then the axe falls.

The second problem| see with it, even if you have a grant or
a project that can be finished reasonably within a one-year
period. A "spend it or lose it" kind of construct to ne runs
into the danger of getting close to the end of the fiscal year
and the nunicipality saying "Ch ny gosh, it's already the
first of April and we've only got two nonths left to spend
this noney or it |apses and we lose it entirely. W'd better
hurry up and spend it."

10: 15: 34 AM

It mght not be spent in the wi sest sort of way. [It] m ght be
spent within the terns of the grant, but, particularly when
you're dealing with relatively unsophisticated communities - |
don't include the North Sl ope Borough in that category because
the North Slope Borough is pretty sophisticated - but the
smal | er conmmunities by and large are not. The Borough tries to
provide as nuch assistance as it can in inplenenting
[indiscernible]. But | worry about that sort of spend it or
lose it is not necessarily going to provide the best kinds of
fiscal decision making as you approach the doons day date of
June 30t h.

10: 16: 37 AM

Co-Chair WIlken informed that grant has an individual conpletion
date. The "default" |apse date provision contained in this bil
woul d allow for the legislature, during the appropriation process,
to assign a | apse date subject to the project under discussion. If
the applicant were incorrect in estimating the conpletion date of
the project, the Departnment would continue to have the ability to
extend the | apse date. This provision ensures that noney is spent
as i ntended.
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10: 18: 43 AM

Ms. Burke appreciated the clarification. However, the Departnent's
ability to extend the |apse date would be |limted to "unusua
ci rcunst ances beyond the control of the nunicipality”". In the
"spirit" of providing maxinmum flexibility, the Departnment could
determ ne that extensions could not be granted unless in the event
of a "horrible disaster”. She requested broader authority be
granted to the Departnent.

10:19: 56 _AM

Senator (O son asked the wtness' suggestion of alternative
| anguage.

10: 20: 07 AM

Ms. Burke did not have a recommendation. She coul d not provide such
advi ce unless directed to do so by the North Sl ope Borough, as she
served as their |egal counsel

10: 20: 26 AM

Ms. Burke continued her testinony.

The bottomline | guess in ternms of the Borough's position on
this legislation is that it's largely unnecessary. It seens to
be that there are two aspects, or two concerns, that pronpted
the introduction of this legislation. One is the treatnent of
- how much noney goes into the Permanent Fund after the
muni ci pal grants have been awarded and the needs are nmet. The
second has to do with how stringent a |ook you' re going to
take at - or how rmuch justification do the nunicipalities have
to provide to denonstrate inpact from NPR- A devel opnent .

10: 21: 56 AM

Ms. Burke:

There's nothing in current law that prevents the finance
commttees fromformng subcommttees to | ook at these grants.
Not hing whatsoever. | don't think 1it's necessary to
institutionalize subcommttee review by statute. | think
that's sonething you can do right now. As with any other
appropriation, you can spend as nuch tinme looking at a
particul ar programas you think is necessary and you have the
time to spend on it.
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| think it's wildly desirable to have people visit - nenbers
of the finance conmttee or anybody in the legislature - visit
the villages in the North Sl ope Borough. The nore know edge
you all have, and the nore famliarity you have wth
particul ar prograns and problens throughout the state, the
better decision you're going to make. There's nothing that
prevents you from doi ng that now.

On behalf of the North Slope Borough, | would extend an
invitation to each one of you to do that tonmorrow, or if you
don't have tinme tonorrow, when the |egislature adjourns and
the weather's nicer in the villages.

So | don't think that's really necessary.

10: 23: 26 AM

Ms. BurKke:
In the area of inpacts, | guess | would suggest to you that
the nmere introduction last year of Senate Bill 171 seens

certainly to have gotten the Departnent's attention on the
area of inpact and the need to do a better job of tying
percei ved inpacts to NPR-A devel opnent.

10: 23: 59 AM

Ms. Burke next referenced the "new i nproved” application packet for
NPR- A i npact grants [copy on file].

Take a look if you would at the bottom of page four, where in
bold letters the Departnment is telling the nmunicipalities in
no uncertain terns that they nust clearly identify the NPR-A
devel opnment activities or anticipated activities. They've got
to identify the inpacts and they' ve got to tie the inpacts to
the existing or anticipated devel opment and then denonstrate
how t he proposed project will alleviate those inpacts.

10: 24: 37 AM

Ms. Burke:

I f you nove along to page eight, toward the bottom of the page
there's a note in boldface type. The boldface type itself
says, "applications must not only identify NPR-A oil and gas
devel opment activities and resulting inpacts, but also show
how those are attributable to devel opnent within the NPR-A and
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how the project will alleviate.

10: 25: 09 AM

Senator Bunde interjected that he understood the requirenent is
stated in the application packet, but that he also knows that
“correlation doesn't relate to cause nany tines." After this
requi renent is met, another party determ nes whet her the argunent
is accurate or not accurate. He asked who makes the determ nation
whet her the inpact was cause and not sinply correlation.

10: 25: 53 AM

Ms. Burke replied that existing statute provides that the
Departnent undertakes the review of the applications and i ssues a
determ nation

10: 26: 06 AM

Senat or Bunde assuned the Departnment would testify to the process
it enploys.

10: 26: 28 AM

Senat or Bunde understood the "general philosophy" of awarding
grants is through the appropriation process. The |egislature has
chosen at tines to not allocate funding to certain other grants it
deened inappropriate. He asked if under the provisions of this
bill, the legislature would have the ability to deny funding to
certain projects subject to court chall enge.

10:27:16 AM

Co-Chair Wlken clarified the question as whether the |egislature
could find that no application subnmtted in a fiscal year net the
i npact criterion and subsequently not fund any grants. He answered
this could be possible, provided the legislature followed the
federal and State | aws governing inpact.

10: 27: 57 AM

Senat or Bunde surm sed that such determ nati ons woul d be subjective
to the make-up of each finance commttee.

10: 28: 16 AM

Ms. Burke commented that a project could be considered relevant to
an inpact by one person but could be considered by another as a
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"boondoggl e". The deci si ons woul d al ways be subjective. Legislative
j udgnment coul d not be | egi sl ated.

10: 29: 03 AM

Ms. Burke continued her discussion on the application packet
directing attention to bol df ace type on page 8.

The note deals with continuation of existing projects and has
a requirenment to nmake sure that the ongoing grants, or grants
that are to continue a project that has already gone on, is
really necessary and the expected outcones ... and they
recommend that the previous reports for the previous grant get
attached to this grant application so they can see the project
as a whole. | view that as another neans of providing
oversight in mking sure that the Departnment thoroughly
understands the nature of these projects as they're going
t hrough their eval uation process.

10: 30: 23 AM

Ms. Burke:

Finally, I'd like to direct your attention to page 11, which
is the scoring section. To be honest with you I don't know
what the point systemis today for inpacts, but | think that
it's awfully good that at |east for purposes of this new round
of grants, and | assune in the future, that current and
potential inpacts are worth 45 points anong the total of 100.
That's pretty significant. That's alnost half of the entire
scoring is going to the issue of inpact.

| guess what | would say is in terns of the inpact issue, |
don't really think you need legislation at all. | would urge
you to - the Departnment - you obviously got their attention
here and | guess introduction and discussion was perhaps
enough on this issue. | would urge you to give the Depart nent
a chance to see if this new nore stringent, if you wll,
attitude toward these grant applications is going to take care
of the problens on the inpacts that some of you have
per cei ved.

10: 31: 44 AM

Co-Chair WIlken was conflicted in that he did not want to "l ook
backwar ds", but recogni zed the necessity to do so to understand the
i ssue. The existing scoring systemis the "crux of the problem and
| anguage contained in boldface type in the application packet is
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i nadequate in addressing funding that is appropriated for purposes
ot her than the Permanent Fund.

10: 32: 37 AM

Co-Chair WIlken informed that the current score of 45 points is
given on the inpact of a proposed project out of a total of 100
points rating the application. This anount had been | owered in the
past to represent a lesser ratio of the total score, although it
has been returned to the ratio assigned when the program was
established. He contended that the relationship to a NPR-A i npact
must account for 100 percent of the basis determ ning whether a
project qualifies for grant funding. The |egislature, to date, has
not provided direction to the Departnent to do this. The current
system would be difficult to amend and therefore requires
rewiting.

10: 34: 40 AM

Ms. Burke pointed out that existing State and federal |aw
stipulates that if a project does not address an inpact, it is not
entitled to a priority.

10: 35: 11 AM

Senator O son spoke to the nenbership of the proposed commttee,
noting that nost menbers would be legislators and that nost
| egislators do not represent the election district enconpassing the
NPR- A region. He questioned how the cormmittee would be any nore
effective or accountabl e than the Departnent.

10: 35: 58 AM

Co-Chair W1 ken gave exanples of grants awarded in the past for
projects that he determined to have no relation to NPRA
devel opnent inpacts. These included $500,000 for the renovation of
the Gty of Barrow assenbly chanbers, funding for the disposal of
j unked vehicles, and $500,000 to construct a retractable boat ranp
at Wainwight. If he served on the proposed conmittee, his vote
woul d be one of six. O her nenbers of the commttee could argue
differently. He admtted this would involve a cunbersone and
expensi ve process but would be necessary. He was unaware of any
ot her options, but stressed that the current systemin which three
bureaucrats nmake determinations wthout accountability is
unaccept abl e.

10: 37: 28 AM
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Senator O son thanked Co-Chair WIken for his response.

10: 37: 40 AM

Senator O son asked Ms. Burke the extent of her concern regarding
the constitutionality of a legislative body having oversight of an
executive branch entity.

10: 38: 27 AM

Ms. Burke had not fully reviewed the matter and was unclear how the
process woul d be inplenented. She was concerned about the | oss of
grant oversight by the Departnment as a result of the change to an
appropriati on nodel.

10: 39: 15 AM

Co-Chair WIlken relayed that the Division of Legal and Research
Services in drafting this bill informed him that the term
"appropriation" better reflected the federal intent. He would
review the matter further.

Co-Chair W/ ken indicated he woul d al so further investigate Senator
St edman' s suggestion to i ncorporate shortages to the Pernmanent Fund
of previous years in the calculation for percentage to be deposited
to the Fund in the foll ow ng year.

AT EASE 10:39:50 AM/ 10:43:37 AM

M KE BLACK, Director, D vision of Community Advocacy, Departnent of
Commerce, Community and Econom c Devel opnent, testified that the
Division, which is responsible for adm nistering the NPR-A grants,
"wel cones” the Committee's involvenent and interest in this
program This legislation would provide the Departnent greater
gui dance. This bill identifies the key issue of determ ning NPR A
i npact and whet her a proposed project would address that inpact.
The University of Alaska and industries are involved in studying
this.

M. Black informed of the current system in which a review
commttee conprised of |local governnent specialists, grant
adm nistrators and simlar professionals, utilizes the guidance
provided to it to evaluate the grant applications.

10: 46: 32 AM

M. Black stated that the criteria governing the program have been
nodi fi ed over past years. The point systemwas changed as result of

SFC- 06 (30) 01/ 26/ 06



the introduction of this |egislation.

10:47:12 AM

M. Black continued that once the grants are awarded, the
Department attenpts to assist the nmunicipalities in ensuring that
the projects are undertaken appropriately. Efforts are al so nade to
ensure that the grants provide a positive response to the
identified inpact.

10:47: 51 AM

M. Black admtted that problens could arise and sonetines do. It
has been necessary for the Departnment to occasionally intervene to
make sure the projects are conpleted appropriately and that the
funding is expended according to the intention expressed in the
grant application. The Departnment has had to suspend sone grants.

10:48: 41 AM

M. Black pointed out that the establishnent of a legislative
commttee could result in duplication or <conflict with the
Department's evaluation process. He suggested limting or
elimnating the Departnent’'s eval uation duties and stipul ating that
the Departnent sinply presents the conpl eted applications.

10:49:48 AM

M. Black cautioned that a |apse date 12 nonths after the
appropriation woul d be unreasonable due to time required to receive
construction materials, limted construction season and weather
conpl i cati ons.

M. Black furthered that the audit provisions should also be
reviewed. Currently, the Departnent maintains detailed files for
each grant that include financial records. Auditing these records
woul d be nore cost effective than contracting a Certified Public
Accountant (CPA) to travel to the communities and investigate the
muni ci pal records. Audits are expensive.

10: 51: 02 AM

M. Black noted that currently, if a grant exceeds $300, 000, the
audit is not limted to the grant expenditures. Rather the
financial operations of the entire municipality are audited.

10: 51: 34 AM
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M. Black coomented to the increased costs if an additional audit
of each grant were required. He suggested that the Departnment's
records on the grants could be sufficient.

10: 52: 03 AM

M. Black sunmarized that nanaging the grants would becone
difficult under the provisions of the commttee substitute.

10: 52: 25 AM

Senat or Bunde reiterated his earlier observation that "correl ation
does not mean causation.” He again asked how the determ nation is
made as to whether a proposed project would be legitimate in
addressi ng NPR- A i npacts.

10: 53: 22 AM

M. Black replied that an initial threshold review is conducted,
focused nmore on form than on inpact. The three-nenber grant
committee then evaluates the inpact utilizing the application as
well as independent information. Approxinmately two weeks is
avai l able fromreceipt of the applications for this process. The
process is subjective and many textbooks have been witten on the
i ssue of determ ning inpacts.

10:54: 47 AM

Senat or Bunde asked if conmttee decisions require a majority or
unani Mous consensus.

10: 54: 59 AM

M. Black responded that each nenber rates the applications and
final decisions are based on the conbination of those ratings. If
one nenber assigns a low inpact rating for a proposed project, that
determ nation could be countered by anot her nmenber's higher rating.
The intent is to rely on the wi sdomof the group. No one nenber has
the ability to deny an application, although if a nenber assigns a
zero rating, the overall score of the project would be jeopardized.

10: 56: 00 AM

M. Black expected the proposed |legislative conmttee would find
that the dynam cs of the commttee in discussing the applications
woul d cause reflection on points possibly not considered during the
i ndi vi dual review
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10: 56: 41 AM

Senat or Bunde asked the l|ikelihood that the nmenbers of the grant
commttee as currently operating would have visited the affected
conmuni ties.

10: 57: 05 AM

M. Black answered that the nmenbership in the previous two years
has i ncluded a | ocal governnent specialist who is assigned to the
North Slope region and therefore would have visited the
comunities.

10:57:27 AM

Senat or Bunde asked the cutoff score out of the total 100 points,
in which an application would be approved or declined.

10: 57: 47 AM

M. Black replied that a specified score is not applied. The cutoff
point is established when the conmttee deens a project to have the
hi ghest inpact and other criteria is net. If the conmttee finds a
proposed project has received a high score and is grouped in a
certain order with other applications, the grant is awarded.

10: 58: 41 AM

Senat or Bunde opined this decision is subjective.

10: 58: 52 AM

M. Black affirned.

10: 58: 57 AM

Senat or Dyson appreciated the Senate Finance Conmittee nenbers

restraint to the tenptation to "demagogue the issue” and he
appreciated Co-Chair Wlken's intent to | ook forward rather than
back. Senator Dyson intended to review past actions to identify
| essons that could be | earned. He asked the criteria inposed in the
deci sion on the renovation of the Gty of Bethel assenbly chanbers,
the car dunp and ot her aforenentioned projects. He wanted to know
how t hese projects were deened appropriate or whether the normal
criterion was disregarded. He asked where the errors were nade, or
whet her the decisions were valid.

11: 00: 55 AM

SFC- 06 (33) 01/ 26/ 06



Senat or Dyson further questioned whether marginal projects were
approved because of the anount of funds avail able and because of a
percei ved need to expend the funds for grants.

11: 01: 27 AM

Co-Chair Geen requested the witness respond to Senator Dyson's
questions at the next hearing on this bill.

11: 01: 37 AM

Co-Chair WIlken clarified that this |egislation would not require
an independent audit of grants of |ess than $300,000. Rather an
unaudited review is specified. Areviewentails significantly |ess
effort for an accountant.

11: 01: 57 AM

Co-Chair WIlken then nmde the followng announcenent and
acconpanyi ng st at enent.

LB&A [ Legi sl ative Budget and Audit Committee] had a report in
January 12th about a project that Pioneer Natural Resources is
going to build called the Qooruguk. It's 26 m|es northeast of
Nuigsut. It's [going to] be 60 production wells on a six acre
island. It has an underground pipeline. It's going to produce
20,000 barrels a day. It's a big project - multi-multi mllion
dol | ars.

To get their permits and to get to the point they are today
they had to do 27 different studies and here's the nanme of
them everything fromavian avoi dance, cultural resources, ice
encroachnment, bathonetric, hydrology, wetland, wldlife
habitat, traditional know edge, endangered speci es assessnent
- 27 distinct different studies.

| asked the representative from Pioneer, "Sir, did any of
t hose studi es show an inpact on the Village of Nuiqsut?" and
he sai d no.

Those are the kinds of things | think we need to be aware of.
There may or may not be inpact and if there is, we need to
gquantify it and nmake sure that the people of Al aska know t hat
we're vetting those requests so that the nonies that are given
to this particular area of the state are done so properly and
done so with their confidence that they are getting their due
out of NPR-A
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That's what this bill is about. It's about inpact.

AT EASE 11:03:33 AM/ 11:04:22 AM

Co-Chair Geen directed that further questions and concerns be
submitted to Co-Chair WI ken.

11: 04: 36 AM

Senat or Hof fman comented to Co-Chair WIken's conversation with
the representative of Pioneer Natural Resources. The parties
responsi ble for conducting the studies have not done their job
correctly if they deem that the resource devel opnent activities
woul d have no inpact. Such activities have a cultural inpact.

11: 05: 04 AM

Co-Chair W1 ken agreed enphasizing this as the need for six nonths
to review the applications.

#
ADJ QURNVENT

Co- Chair Lyda G een adjourned the neeting at 11:05: 30 AM
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