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REPRESENTATI VE Bl LL THOVAS

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: Spoke as the sponsor of HIR 30.

SCOTT BRANDT- ERI CHSEN, Att or ney

Ket chi kan Gat eway Borough
Ket chi kan, Al aska
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PCSI TI ON STATEMENT: Requested the conmittee reject HIR 30.

Rl CHARD CARLSON, Superi ntendent

Kl awock City School District

Kl awock, Al aska

PCSI TI ON STATEMENT: Testified in favor of HIR 30.

KAREN CLEARY, Vice President

Prince of Wal es Chanber of Conmerce

Kl awock, Al aska

POSI TI ON STATEMENT: Testified in support of HIR 30.

RONALD ERI CKSQN, Superi nt endant

Craig City School District

Crai g, Al aska

POSI TI ON STATEMENT: Testified in support of HIR 30.

DON JOHNSQON, Superi nt endant

Hydaburg City School District

Hydabur g, Al aska

POSI TI ON  STATEMENT: During hearing of HIR 30, discussed the
i npacts of the proposed annexati on on Hydaburg.

DI CK COCSE
Ket chi kan, Al aska
PCSI TI ON STATEMENT: Testified in opposition to HIR 30.

LAUREN BURCH, Superi nt endant

Sout heast |sland School District

Thorne Bay, Al aska

PCSI TI ON STATEMENT: Testified in favor of HIR 30.

JAVES GOULD, WMayor

Cty of Thorne Bay

Thor ne Bay, Al aska

POSI TI ON  STATEMENT: Testified in favor of noving HIR 30
f orwar d.

MARK M NNI LLO

Thor ne Bay

Thor ne Bay, Al aska

PCOSI TI ON STATEMENT: Testified in favor of HIR 30.

SHERRI HAYWARD

Annette Island School District
Met | akatl a | ndian Conmunity
Met | akatl a, Al aska
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PCSI TI ON STATEMENT: Encouraged the committee to support HIR 30.

LYNN CHRYSTAL, Menber

Local Boundary Conm ssion

Val dez, Al aska

PCOSI TI ON STATEMENT: Testified in opposition to HIR 30.

DENNI S WATSON, Mayor

Cty of Craig

Crai g, Al aska

POSI TI ON STATEMENT: Testified in support of HIR 30.

BOB BLASCO, Attorney at Law

Thor ne Bay, Al aska

PCSI TI ON  STATEMENT: During hearing of HIR 30, expressed
concerns with the proposed Ketchi kan Gat eway Borough annexati on.

BRETT AGENBRCD, Superi ntendant

Annette Island School District

Met | akatl a I ndian Conmunity

Met | akatl a, Al aska

POSI TI ON STATEMENT: Testified in support HIR 30.

PETER CAFFAL- DAVI S
Hyder, Al aska
PCSI TI ON STATEMENT: Urged passage of HIR 30.

PAUL BRENDI BLE, Council Menber

Met | akatl a | ndian Conmunity

Met | akatl a, Al aska

PCSI TI ON STATEMENT: Testified in support of HIR 30.

ERI C GEBHART, Superi nt endent

Kake School District

Kake, Al aska

POSI TI ON STATEMENT: Testified in support of HIR 30.

ACTI ON NARRATI VE

CO CHAI R ANNA FAI RCLOUGH cal | ed the House Conmunity and Regi onal
Affairs Standing Comrittee neeting to order at 8:04:08 AM
Representatives Fairclough, LeDoux, Dahlstrom dson, G ssna,
and Sal non were present at the call to order.

HIJR 30- DI SAPPROVI NG KETCHI KAN ANNEXATI ON
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8:04: 26 AM

CO CHAI R FAI RCLOUGH announced that the only order of business
woul d be HOUSE JO NT RESCLUTION NO. 30, Disapproving the Local
Boundary Comm ssion recomendation regarding the annexation of
territory to the Ketchi kan Gat eway Borough.

8:04: 42 AM

CO CHAIR LEDQUX noved to adopt CSHIJR 30, Version 25-LS1378\E,
Cook, 2/1/08, as the working docunent. There being no
obj ection, Version E was before the conmttee.

8: 06: 28 AM

REPRESENTATI VE BILL THOVAS, Alaska State Legislature, speaking
as the sponsor of HIR 30, opined that HIR 30 should be passed
and allow the legislature to decide the fate of the petition for
annexation of territory to the Ketchikan Gateway Borough. He
recalled his tinme serving on the House Community and Regional
Affairs Standing Committee when he encouraged the formation of

bor oughs. He enphasized that he's not opposed to the formation
of new boroughs, but is opposed to a nobney grab for annexation
of lands that inpact other comunities. The inpact will be felt

by 16 small communities with 12 school districts that has about
2,700 children. However, the Ketchikan Gateway Borough (KGB)
won' t provide any additional services in these areas.
Therefore, Representative Thonas opined that this annexation is
an attenpt to obtain the forest receipts for the Tongass
Nat i onal Forest. He explained that the Tongass National Forest
receipts are inpact aid noney given to the comunities in
Sout heast Al aska where |ogging has occurred on federal |ands.
He said he is sonewhat surprised that the recent petition by
Ket chi kan was accepted as it reads simlar in form and | anguage
to the 1999 petition that was rejected. Represent ati ve Thonmas
then turned to the concern with regard to the paynent in lieu of
taxes (PILT), which is wutilized in areas where there aren't
bor oughs. In the [area to be annexed], Prince of Wiles
District, the PILT anpbunts to $543,913,000 of which about
$200, 000 woul d be given to the Ketchi kan Gateway Borough if the
annexation were to be approved. The aforenentioned will create
an even stronger hardship coupled with the $1.2 nmillion loss in
Tongass National Forest receipts. He highlighted that during
testinony to the Local Boundary Comm ssion (LBC), 36 nenbers
provi ded testinmony and no nenbers of the public spoke in favor
of the annexation. Only borough staff and three current or
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former assenbly nenbers of Ketchikan spoke in favor of the
annexati on.

REPRESENTATI VE THOVAS directed attention to a letter dated
January 31, 2008, from the Ketchikan Gateway Borough, which
mainly refers to the inequities of funding. He enphasi zed t hat
nost of the communities being inpacted are former |ogging canps
that becanme small comunities. The letter alleges that the
unor gani zed boroughs receive a disproportionate anmount of the
Nat i onal Forest receipts, which are divided into three types of
f unds. Wth regard to the funds for the roads, Representative
Thomas pointed out that on Prince of Wiles Island alone there
are between 5,000-6,000 mles of road [due to |ogging
activities] and thus that area should share a greater proportion
of the funding. He clarified that he isn't speaking against

| oggi ng.
8:15:14 AM

REPRESENTATI VE THOMAS enphasized that this proposed annexation
is about the nopbney because save that there's no reason to nove
forward with the annexati on. Furthernore, with approval of the

annexation, Ketchikan's revenues will increase by five tinmes its
current revenues with no increase in inpact to the borough.
However, the following cities wll experience the follow ng
| osses: City of Craig - 1 percent; Hoonah - .9 percent; Kake -

.9 percent; Hydaburg - 1.4 percent; and Klawock - 1.3 percent.
8:16: 35 AM

CO CHAIR LEDOQUX inquired as to whether any school children live
in the areas to be annexed.

REPRESENTATI VE THOVAS replied no. He characterized the areas to
be annexed as uninhabited and for which Ketchi kan would provide
no service at all. However, the Southeast |Island School
District may need to close one of its schools if this annexation
occurs and it loses it's share of the National Forest receipts.
This proposed annexation is going to create a l|arge financial
hole for the earlier nmentioned communities and doesn't seem to
encourage the formation of a borough. He then highlighted the
tinmeline of events with this proposed annexati on and the actions
of former LBC Conm ssioner Dan Bockhorst. He suggested that the
commttee may want to ask M. Bockhorst what is different and
made him change his mnd wth the current annexati on
appl i cation.
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8:18: 57 AM

REPRESENTATIVE CISSNA related her under st andi ng that t he
sponsor's concern is the funding lost due to loss of Tongass
Nati onal Forest receipts. She inquired as to how that relates
to education funding.

REPRESENTATI VE THOVAS expl ai ned that the Tongass National Forest
receipts are to be used primarily for education funding.

REPRESENTATI VE ClI SSNA asked if the receipts were originally
i ntended for school s.

REPRESENTATI VE THOVAS clarified that the receipts are intended
for roads and school s. However, he reiterated that the primry
use of these receipts is for education. Juneau is the nunber
one recipient of these receipts, although there are no clear
cuts in the Gty & Borough of Juneau. Representati ve Thonas
then pointed out that the Tongass National Forest receipts
weren't reauthorized, although there's a strong effort to reopen
t he Tongass National Forest at a |evel of 300 mllion board feet
a year.

[ Co- Chair Fairclough passed the gavel to Co-Chair LeDoux.]
8:23: 08 AM

CO CHAIR LEDOUX inquired as to who currently receives these
forest receipts in the uninhabited areas.

REPRESENTATI VE THOVAS expl ained that currently the receipts are
placed in a pool and the receipts are parsed out based upon
whether the area is organized or not. This refers to the
receipts for the wunorganized areas. Ket chi kan, since it's a
borough, already receives its funds as do other organized areas
[in the Southeast Al aska]. The proposed annexation results in
the loss of about $1.2 nillion in Tongass National Forest
receipts [fromthe areas outside the borough] because it's based
on the acreage left outside the borough. At the same tine, the
PILT anmounts to an additional $200,000 loss to communities,
which totals $1.4 million loss to these [unorganized]
comunities. In further response to Co-Chair LeDoux,
Representative Thomas deferred to others regarding what
percentage of that is federal revenues.

8:26: 04 AM
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SCOTT BRANDT- ERI CHSEN, Attorney, Ketchikan Gateway Borough,
requested that the commttee reject HIR 30. He informed the
commttee that there is a pending court challenge on this
proposed annexati on. Therefore, the legality and propriety of
the LBC process will be determned by the court. Al t hough the
| egislature may wish to consider the aforenentioned, it doesn't
need to guide the conmttee' s decision. During the |egislative
review process, the legislature has the opportunity to express
its view with regard to the policy. He suggested the commttee
consider the nmessage it would send if this annexation is
rej ect ed.

8:27:43 AM

COCHAIR LEDOUX inquired as to the difference between the
original annexation proposal and this nost recent proposal.

MR. BRANDT- ERI CHSEN specified that there are sone structural
changes, both in the regulations and the way in which the
petition was put together. He explained that in the first
process, the Ketchi kan Gat eway Borough sought to carve out snall
pockets around Meyers Chuck and Hyder w thout following the
nat ural geography. At that tinme, the LBC initially said it
would reject the petition, but would approve it if Hyder and
Meyers Chuck were included. The Ketchikan Gateway Borough
Assenbly determned that if the LBC wishes, it can anmend the
petition to include Hyder and Meyers Chuck. The residents of
Hyder and Meyers Chuck didn't want to be included in the
Ket chi kan Gat eway Borough. Therefore, the borough stayed wth
it's initial application, which the LBC rejected. Wth the nost
recent application, the Ketchikan Gateway Borough petitioned to
i nclude Meyers Chuck and developed nore detailed information
about Hyder. He informed the commttee that Hyder uses the
Canadi an phone system power, and noney. Hyder's connecti ons
lay nmore with Canada than the U. S.

8:29:30 AM

MR. BRANDT-ERICHSEN, in further response to Co-Chair LeDoux,
specified that the Ketchi kan Gateway Borough proposed annexati on
of Meyers Chuck, as did the Wangell Borough. The LBC deci sion
on the Wangell petition placed Meyers Chuck and Union Bay

within the Wangell Borough. The LBC has approved the
af orenentioned so far, but there are still some required steps
remai ni ng, such as a vote on the matter in Wangell. He noted

that the Ketchi kan Gateway Borough told the LBC that it didn't
object to those comunities being included in the Wangell
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Borough, if the LBC viewed that as nore appropriate. Earlier on
in the process the residents of Myers Chuck indicated a

preference to be included in the Wangell Borough. Anot her
difference between the two petitions was the anendnent of the
LBC s regul ati ons. One of the amendnents shifted the focus to

whet her the proposed borough would have sufficient resources
provi de the services throughout its proposed boundaries, which
the LBC found to be the case. He then noted that another
difference is that the Departnent of Education and Early
Devel opnent (EED) opposed the earlier petition, but did not
oppose the current petition. The other difference is that there
seened to be a change in LBC phil osophy such that there's a |ess
strict adherence to the Moddel Borough Boundari es. Thi s change
in philosophy, he opined, is reflected in the Wangell and
Ket chi kan deci sions because the Mdel Borough Boundary for
Wangell includes Wangell and Ketchikan in a single borough.
The LBC didn't reject Wangell's petition, although it didn't
i ncl ude Pet ersburg. Furthernmore, the LBC expressed interest in
Ketchi kan ultimately including Hyder, and didn't strictly hold
to the Model Borough Boundari es.

MR. BRANDT- ERICHSEN then clarified that the area proposed for
annexation isn't conpletely vacant, but includes sone renote
| odges and privately held |and. The owners of those haven't
objected to the proposed annexation, he related. However, those
objecting are folks from conmunities and school districts
| ocated outside of the proposed annexation area. The only
explanation, he opined, seens to be the National Forest
receipts.

8:33: 00 AM

MR. BRANDT- ERI CHSEN infornmed the conmttee that when the draft
petition was presented to the Ketchi kan Gateway Borough Assenbly
in 1996, it was acconpanied by two budgets. One budget was
based on the prem se that Congress continued to fund National
Forest receipts at a high level and second budget based on no
Nat i onal Forest receipts. On one budget the Ketchikan Gateway
Borough would gain $1 million or nore, but on the other budget
there would be revenue losses in the first year or two and the
revenues in the future would be about $100,000 in additional
funds each year. The assenbly at the tinme recognized that the
Nati onal Forest receipts may not continue and was wlling to
accept the additional territory and provide |ocal government
services to the territory, even wthout the current |evel of
Nat i onal Forest receipts. M. Brandt-Erichsen said that it's
unfortunate that comunities on Prince of Wles Island are
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objecting to the expansion of the Ketchikan Gateway Borough as
there has been a long history of a positive and cooperative
rel ati onship between the communities on Prince of Wles Island
and the Ketchi kan Gateway Borough. Furt hernore, Ketchikan has
served as a regional service and support center. He related the
hope that this process doesn't result in |ong-term damage to the
rel ati onship. The Ketchi kan Gateway Borough agrees wth the
LBCs finding that what the federal government does wth
National Forest receipts shouldn't be a guiding factor in

borough formation or expansion. Singling out the Ketchikan
Gat eway Borough annexation is inappropriate [in light of the
fact that] the Wangell borough would result in taking about
$250,000 of National Forest receipts from the unorganized
borough to the Wangell borough. The difference between the

impact of the Wangell borough formation and the Ketchikan
Gat eway Borough expansion is only in terns of the dollar anpunt
of Tongass National Forest receipts. For the above reasons, M.
Brandt-Erichsen, on behalf of the Ketchikan Gateway Borough,
urged the commttee not to forward HIR 30.

[ Co- Chair LeDoux returned the gavel to Co-Chair Fairclough.]
8: 36: 08 AM

REPRESENTATI VE CISSNA inquired as to the benefits of this
proposed annexati on.

MR. BRANDT-ERICHSEN said there are several reasons for the
proposed annexati on. He then stated that it would be incorrect
to say that the potential of National Forest receipts wasn't
taken into consideration. However, he highlighted that it
wasn't the driving factor, which is evidenced by the fact that
the Ketchi kan Gateway Borough Assenbly was prepared to proceed
even wth the prospect of not receiving the National Forest
recei pts. He nmentioned the mneral exploration possibilities in
the areas to be annexed. Most significantly, Rudyard Bay is a
world class tourist destination to which about 50,000 tourists
went | ast year. When there are problens, as was the case this
summer with a plane crash, the response services cone from
Ket chi kan. He noted that the Ketchikan Gateway Borough has a
I ong history of supporting the Ketchi kan Vol unteer Rescue Squad.
In fact, the borough has purchased a boat and provided office
space for the squad. The Ketchi kan Vol unteer Rescue Squad is an
initial responder along with conmmunity volunteers and borough
firefighters. |If [Rudyard Bay] is in the borough, the Ketchikan
Gat eway Borough is better able to handl e providing services.
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8:38:30 AM

REPRESENTATI VE Cl SSNA poi nted out that the boundaries chosen for
annexation don't actually have to do with communities that the
bor ough woul d want to devel op and serve in the future.

VR. BRANDT- ERI CHSEN acknowl edged that there aren't large
settlenents in the area to be annexed, but reiterated that there
are outlying properties and a couple of | odges. To the extent
the owners of the aforenentioned properties want services that
are anong those that borough provides, the Ketchikan Gateway
Bor ough woul d provide those. He said that the economc activity
in Ketchikan is significantly inpacted by what happens in those
outlying areas. Met |l akatla is seeking to have the U S
Secretary of Interior expand its boundaries to include waters up
to Canada. The waters desired are prinme fishing grounds for
charter, sport, and comrercial fishermen from Ketchikan. | f
Metlakatla s expanded to include those waters, it could
adversely inpact those economc interests in Ketchikan whereas
if those waters were within the Ketchikan Gateway Borough, the
bor ough woul d have a better ability to conmunicate with the U S.
Secretary of Interior and represent the citizens of Ketchikan
whose |ivelihood could be inpacted.

8:41: 01 AM

CO- CHAIR LEDOUX related her wunderstanding that the Ketchikan
Gat eway Borough is already performng search and rescue services
in the areas proposed for annexati on.

MR. BRANDT-ERICHSEN confirnmed that the Ketchikan Vol unteer
Rescue Squad, which is a private nonprofit entity that's
supported by the borough, is performng those services. In
further response to Co-Chair LeDoux, he confirmed that the sane
entity perforns search and rescue services within the borough

He then informed the commttee that there are three fire
departments in the Ketchi kan Gateway Borough and one within the
City of Ketchikan. While those fire departnents nay assist with
rescue, nost often the rescue services perfornmed are outside of
the service areas for those fire districts. Therefore, for
incidents out on the water or in a nore renote part of the
bor ough, the Ketchi kan Vol unteer Rescue Squad is the front-line
of response.

CO CHAIR LEDQUX surm sed then that the Ketchi kan Gat eway Borough

Vol unteer Firefighters would still respond if the proposed areas
are annexed.

HOUSE CRA COWM TTEE -10- February 12, 2008



MR. BRANDT- ERI CHSEN confirned that they would likely be the
initial response.

CO- CHAI R LEDQUX questioned then how things would be different if
t he proposed area for annexation is annexed.

MR. BRANDT- ERI CHSEN said that there would be the potential for
expanding the service areas of the existing fire departnents.
“"More directly, once the economc activity that is generating
the need for the services is within the borough, there's the
ability to develop ways to get revenue from that econonic
activity, which can be given as grant supporting the Vol unteer
Rescue Squad and those sorts of efforts,” he explained. I n
further response, M. Brandt-Erichsen used Yes Bay |odge as an
exanpl e. He explained that with the sales tax revenue and the
transi ent occupancy tax revenue from the visitors, the borough
woul d have the ability to provide sone financial support for the
Ket chi kan Vol unteer Rescue Squad. Although the borough has done
so in the past, it hasn't been a regular budget item

8:44:14 AM

CO CHAI R LEDOUX rel ated her understanding that some of the areas
being annexed are fairly renmote from the Ketchikan Gateway
Bor ough

MR. BRANDT- ERI CHSEN replied yes, adding that one may need to get
there by aircraft or boat. He clarified that the annexed areas
woul dn't necessarily be service areas on their own, but rather
may be included in a larger service area. For exanpl e,
currently alnost all the populated areas are within an existing
fire service area. Therefore, if the borough was to adopt
nonareawi de fire powers, those areas would be within the fire
service area. Simlarly, if one of the existing service areas
was expanded to include the areas to be annexed.

8:45:25 AM

REPRESENTATI VE SALMON inquired as to how much of an increase in
funds and |and the Ketchi kan Gateway Borough woul d experience.
He al so asked how nmuch would be taken from the [National Forest]
receipts.

MR. BRANDT- ERI CHSEN answered that the area to be annexed is

about 4,300 square mles, which would roughly triple the current
bor ough si ze. He pointed out that currently the Secure Rural
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School s paynment s haven' t been r eaut hori zed. | f t he
distributions of receipts are based upon tinber harvest and
activity within the Tongass National Forest, he estimated that
t he amobunt of nmoney will likely be less than $300,000. However
if Congress appropriates at the sanme funding level as in the
past for the Secure Rural Schools funds, the Ketchi kan Gateway
Borough would expect an increase of about $1.2 mllion. He
expl ai ned that each acre within the National Forest is valued in
relation to the total receipts off the forest and the noney is
distributed based on how many acres are wthin a borough's
boundari es. The distributions are based upon the geographic
boundaries as of Septenber 30, two years prior and thus any
receipts would be received two years out if reauthorization
occurs.

8:48: 11 AM

REPRESENTATI VE OLSON inquired as to what the borough would use
the $1.2 million for if it's actually reauthorized.

MR. BRANDT- ERI CHSEN answered that nost of the funds would
probably go to the Ketchikan Gateway Borough's school district.
He related that about 75 percent of the allocation is earnarked

for education. Currently, the borough receives approximtely
$158 per student, while the unorgani zed areas receive $1,400 per
st udent . If the Wangell Borough is fornmed and the Ketchikan

Gat eway Borough annexation is approved and the funding renains
at the sanme level, Ketchikan would receive $500-$600 per student
and the wunorganized boroughs would receive about $1,200 per
st udent . Therefore, the wunorganized boroughs would face a
reduction in the per student anounts for the unorgani zed areas.
In further response to Representative O son, M. Brandt-Erichsen
said that the Ketchikan Gateway Borough doesn't anticipate
pi cki ng up any new students until the annexation of Hyder.

8:49:34 AM

CO CHAI R LEDOUX asked then if the smaller school districts' |oss
of funds as a result of the annexation would result in the
state, which serves as the school board for the wunorganized
boroughs, having to supplenent from the general fund the
bal ance.

VR. BRANDT- ERI CHSEN deferred to EED. He related his
understanding that the National Forest receipts aren't included
in the formula for the basic need, although they can be used as
part of the local required tax burden. He further related his
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understanding that nost districts use the National Forest

receipts in addition to the basic need anount. Therefore, the
state wouldn't necessarily be required to nmakeup those anobunts,
but it would be a reduction in the total funds avail able. | f

the communities wanted to nmakeup the |loss from National Forest
recei pts, they would have to cone fromlocal revenue sources.

The conmittee took a brief at-ease.
8:51: 39 AM

REPRESENTATI VE THOVAS recalled a community in his district that
filed for the formation of a nunicipality, but the LBC carved
out the lodges in the areas to be annexed. The af orenmenti oned
resulted in thwarting the formation of the nunicipality. He
opined that it seens surprising that now the LBC is allow ng
| odges to be included in the area to be annexed in the Ketchikan
Gat eway Bor ough. The aforenentioned seens to illustrate
i nconsi stency. Representative Thomas, recalling his tine on
this commttee, related his understanding that annexation
usually occurs when a comrunity outside an area inpacts the
services provided by the conmmunity desiring annexation.
However, he didn't believe that to be the situation in this case
and thus he opined that the real reason for the proposed
annexation is the noney [fromthe National Forest receipts].

8:54: 33 AM

RI CHARD CARLSON, Superintendent, testified in favor of HIR 30,
al though he nentioned that he strongly believes there are

constitutional questions. The annexation wll cost snal
unorgani zed comunities and the districts wthin them $1.2
mllion annually. Kl awock's share of that is about $63,000

annual | y. Al t hough $63,000 isn't a large sum it wll have a
tremendous inpact on Klawock, particularly when conpounded over

t he years. The aforenentioned loss in revenue translates into
one staff position. He said that the district will have to
severely reduce or elimnate sone educational prograns and
potential reduction of staff. Furthernore, districts are up
against a tinmeline in which it wll have to make staffing
deci si ons. Wiile the anmount of actual dollars seens to be
relatively small, this could be a death blow for sonme schools
and school districts in Southeast. M. Carlson urged the

commttee not to allow the aforenentioned to occur, but to allow
HIR 30 to go before the full House for further debate.

8:58: 01 AM
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CO CHAIR LEDOUX inquired as to how close Klawock and the other
i npacted communities are from the land the Ketchikan Gateway
Borough wants to annex. She asked if there's any possibility of
annexi ng the | and and sone of the communities.

8:58:42 AM

CO- CHAIR FAIRCLOUGH asked if the commttee would Iike to have a
work session with the LBC to discuss the 14 points it has to
consi der for annexation. Upon determning that there was sone
interest from commttee nenbers, Co-Chair Fairclough announced
that she would try to set up a work session

8:59: 50 AM

MR, CARLSON said that Klawock isn't very close to the areas
proposed to be annexed.

9: 00: 20 AM

KAREN CLEARY, Vice President, Prince of Wles Chanber of
Commerce, began by noting that although she is not speaking in
this capacity, she is the president of the Klawock Cty Schoo
Board. M. Cleary related that in these very small comunities,
the school districts are often one of the primary enployers. As
positions are |ost due to the loss of funding, jobs wll be |ost
and stores in the community will not have custoners. Therefore,
there's a ripple effect. Although Ms. Ceary said she was sure
that the loss of the $1.2 million is an unintended consequence,
it's a consequence that can't be endured. Therefore, she
encouraged the commttee to nove HIR 30 to protect the children
and small comunities of Prince of \Wales.

9:02: 33 AM

RONALD ERI CKSON, Superintendant, Craig Cty School District,
testified in support of HIR 30. He enphasized that the issue is
nmoney. The problemin Craig is that it's a first class city and
the resources fromthe National Forest receipts are used to help
support the school district. Under the proposed annexation, the
loss for the Craig City School District and the Gty of Craig
woul d amount to $165, 000, which equals approximately 40 percent
of the local contribution. Craig has a limted ability to
generate resources and funds, and therefore the |oss of $165, 000
woul d nmean the loss of 2-3 positions in the district if no other
resources are found.
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9:04: 23 AM

CO CHAIR LEDQUX inquired as to where Craig would | ook for other
resour ces.

MR. ERI CKSON answered that the school district would |ook for
grants and approach the city. However, from the |oca
standpoint, the availability of funds is limted. In further
response to Co-Chair LeDoux, M. Erickson said that none of the
districts would be eligible to receive nore funds fromthe state
due to the loss of the National Forest receipts.

9: 05: 29 AM

DON JOHNSON, Superintendant, Hydaburg Gty School District,
related that although the anount of funds Hydaburg would | ose is
relatively small, the district has a small budget. He indicated
that approximately $34,000 would be lost due to the proposed
annexation, which is about $10,000 nore than the in-kind
contribution from the Cty of Hydaburg. Al though it's a very
i mportant program the vocational education program could be
cut . The vocational education program includes a diving
program which has certified divers over the |ast seven years.
The diving program has really had an inpact on the children and
the school as the classes are full every year. Unfortunately,
that's the program that would have to be cut, which would be
devastating to the children in Hydaburg. Hydaburg already has a
hi gh unenpl oynent rate, and therefore to |ose the program would
result in the loss of training for young people in a field in
whi ch they coul d work.

9:07: 07 AM

CO CHAIR LEDOUX asked if Hydaburg is part of the Wangell
annexat i on.

MR. JOHNSON replied no, and specified that Hydaburg is the
sout hernnost city on Prince of Wil es I|sland.

9:07: 25 AM
REPRESENTATI VE DAHLSTROM related that she and several other
| egislators have discussed the aforenentioned diving program

whi ch has kept several kids in school. She then commended M.
Johnson and the diving instructor and further related that she
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is trying to find a way to utilize the program in other school
districts.

9:08: 03 AM

REPRESENTATI VE ClI SSNA recalled visiting Hydaburg four years ago,
and renmenbered the stress Prince of Wales faces to keep its
econony going. She then inquired as to the nunber of students.
She also inquired as to how |long the forest receipts have been
avai l able for [Hydaburg], and inquired as to the percentage of
the total budget.

MR. JOHNSON answered that the total National Forest receipts
received By Hydaburg anmounts to 10-12 percent of the total
budget, although he noted that the $34,000 will anmount to a |ot
less than that. This last fall there were 77 students, which is
a decrease over the past several years. For [Hydaburg] the | oss
of five students is devastating for the school's budget.

9:10: 16 AM

DI CK COOSE, began by relating that he served for two terms on
t he Ketchi kan Gateway Borough Assenbly back in 1997 and 2003.
He related that he was one of the instigators of this [proposed
annexation] . He further related that he is a retired forest
service enployee. In fact, he was the district ranger in
Ket chi kan from 1980-1987 during which he opined there should be
a |l arger borough. In 1987, the intent was to follow the Model
Bor ough Boundary. He acknow edged that a consequence of the
aforenentioned is redistribution of the forest receipts,
al though he opined that it wasn't the primary reason for the
annexat i on. The primary reason for annexation, he proffered,
was the influence a local governnent, especially a borough, can
have with the U S. Forest Service through a nenorandum of
understanding to address forest nanagenent. He rem nded the
commttee of the loss of the tinber econony in Southeast Al aska.
In fact, Ketchikan |lost 25 percent of its kids and the average

wage has decreased. Therefore, M. Coose opined that it nakes
sense for Ketchikan to try to follow the state's |[aws,
regul ations, and constitution to form a conplete borough. He

explained that there isn't the inclusion of a great deal nore
popul ati on because the areas proposed for annexation tried to
remain in the [Mdel Borough Boundary]. Prince of Wil es nakes a
| ogi cal borough boundary itself, he nentioned. M. Coose said
that the quandary is that tinber harvest has decreased 95
percent in the last 10 years in the Tongass National Forest.
Al though there's a new forest plan, he said he didn't believe
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that could be produced and thus he surmised that "we" wll
remain at 50 mllion feet, which won't increase forest receipts.
From all the indications he has received from Alaska's
congressional delegation, the subsidy for Secure Rural Schools
isn'"t going to continue and the National Forest receipts won't
be much and everyone will be hurting, including the Ketchikan
Gat eway Bor ough. M. Coose pointed out that the state is in
control of the distribution of the National Forest receipts,
which is distributed on the basis of acreage not the nunber of
ki ds.

9:13:32 AM

REPRESENTATIVE OLSON asked if M. Coose would still pursue
annexation even if National Forest receipts weren't going to the
Ket chi kan Gat eway Bor ough.

MR. COOCSE replied yes, adding that he views it as a forest
managenent issue. He also said that he believes National Forest
receipts will "go away." He clarified that he is in opposition
to HIR 30.

9:14:20 AM

LAUREN BURCH, Superintendant, Southeast |sland School District,
testified in favor of HIR 30. M. Burch opined, "W do

smal | schools exceptionally well.”™ In fact, 7 of the district's
8 school s have 10-15 students in each. He related that all of
the schools in the Southeast |Island School District neet
adequate yearly progress (AYP), with two schools in the top ten.
He informed the commttee that the school in Hyder wll be
retained without the National Forest receipts, which anpbunts to
$82, 000 [for Hyder]. He recalled that the overall [district]
budget is $4 mllion of which approximately half would be in
federal grants and other grants. Therefore, the $82,000 loss to
Hyder would result in the [reduction] of services to the other
schools in the district. Al t hough testinony indicated that
residents of Hyder are nore Canadian than Al askan, the parents
of children in Hyder are quite adamant that their children not
be forced to attend Canadi an schools. M. Burch said that he
hasn't noted any keen interest from the Ketchikan Gateway
Borough with regard to absorbing the Hyder students. Therefore,
he presumed that the students in Hyder would either be
encouraged to attend school in Canada or utilize correspondence
prograns. Hyder doesn't want to be part of this proposed
annexation, he related. There is a school in Meyers Chuck that
is included in this annexation, however the community has shrunk
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such that a school is no |onger viable. At last count, there
was one student in Meyers Chuck who is doing correspondence. He
indicated that had there been any other econom c opportunities
in this area to encourage year-round residents and the need for
a school, that would ve been the responsibility of Southeast
| sl and School District. However, under the proposed annexation
it will be the responsibility of the Ketchi kan School District.

9:18: 07 AM

JAMES GOULD, WMayor, City of Thorne Bay, testified in favor of
nmoving forward HIR 30. He characterized the proposed annexation
as a noney grab that will devastate all the comrunities on the
Prince of Wiles Island. To the small town of Thorne Bay, the
$28, 000- plus of the suspected |oss due to the annexation would
result in the loss of at |east one city position. Economcally,
Thorne Bay has been devastated by the loss of the tinber

industry and now the proposed annexation wll take the
community's support for the school system and roads. As
mentioned earlier, there are thousands of mles of roads on
Prince of Wales Island. In the small comunity of Thorne Bay,
there are approximately 21 mles of unpaved road that nust be
mai nt ai ned. He related that as a result of annexation Thorne
Bay woul d | ose $23,800 of its road maintenance funds. Al though
that may sound small, a loss in that anount would result in the
City of Thorne Bay seeking outside funding or elimnation of the
services to 40 percent of the population. Mayor Goul d

enphasi zed that the Southeast Island School District is one of
the nmjor economc players in the econony of Thorne Bay, and
therefore the loss to the district in terms of jobs and famlies
woul d be absolutely devastating to Thorne Bay.

9:20:39 AM

MARK M NNI LLO noted that although he is a nmenber of the Cty
Council of Thorne Bay, he is speaking as a resident of Thorne
Bay and father of two sons who attend school in Thorne Bay. M.
Mnnillo testified in favor of HIR 30 and expressed hope that it
woul d pass based on the repercussions it would have on the
school s. He noted that he is also a westling coach in Thorne
Bay. Funding for sports is always an issue, he renarked. The
Thorne Bay westling team westles the other kids on Prince of
Wales Island, but to expand their experience Thorne Bay

westlers need to westle others off the island. The
aforenentioned would require transportation via boat or
ai r pl ane. M. Mnnillo related that the Thorne Bay westling

team was allocated %$400 from the school district, which is
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hardly adequate to cover the costs of westling on the island.
Therefore, to further lose the National Forest receipts would
result in no travel for these westlers. Furthernore, the |oss
of the National Forest receipts would also result in the |oss of
positions, including teachers with children in the school.

9:22:17 AM

SHERRI HAYWARD, Annette Island School District, Metlakatla
Indian Community, informed the conmittee that she has two
children who are nenbers of the Annette Island Reserve, although
she is not a nenber. She said that she's present today to
advocate for all the children of the Southeast Island District.
Ms. Hayward opined that this proposed annexation is wong and
every child matters. She further opined that if the proposed
annexation is denied it won't inpact the Ketchikan Gateway
Borough, but if it's approved it wll inpact all of the children
of Southeast Al aska, their education, and their future. MVs.
Hayward concluded by encouraging the commttee to support HIR
30.

9: 25: 28 AM

LYNN CHRYSTAL, Menber, Local Boundary Comnm ssion, provided the
foll ow ng remarKks:

Borough annexations are a constitutionally endorsed
means of fulfilling the purpose of Title 10, Section 1
of Alaska's constitution at the local Ievel: "to
provide for maxinmum |ocal self-governnent wth a
m nimum of [|ocal governnment wunits and to prevent

duplication of tax-levying jurisdictions.™ The
Ket chi kan Gateway Borough petitioned for annexation of
4,701 square mles, instead the Local Boundary

Comm ssi on recommend annexation of 4,510 square niles,
putting Meyers Chuck and Union Bay into the Wangell

Bor ough. There are three elenents to the annexation
decision by the Local Boundary Comm ssion. Nunber
one, the process defined by I|aw Nunmber two, the
standards in |aw. And then three, the facts and the
record. The annexation process was |engthy and
t horough, all procedural requirenments were net or
exceeded. | have Attachment A Summaries "Key Steps in
t he Ketchi kan Annexation Proceedings"” .... Conmm ssion

decisions on borough annexations are governed by
standards in Jlaw, the conmission's evaluation of
bor ough annexation proposals is governed by 11 fornmal
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standards established in |[|aw CGenerally, these
standards relate to such factors as suitability of
proposed boundaries, the econony, the transportation
and other factors, comon interest, and best interest
of the state. Attachment B lists the 11 standards
applicable to the borough annexation. Based on the
law and the facts in record, the comm ssion found that
annexation of 4,510 square mles satisfied all |ega
st andar ds. The record of the Ketchikan annexation
proceedi ng consists of the borough's petition, which
includes a pre-petition hearing and the coment
materials received during the pre-petition process;
three responsive briefs, witten coments on the
petition by 19 persons; the borough's reply brief;
DCCED s prelimnary report and witten conments on it;
a letter of non-objection to the annexation by the
Department of Education and Early Devel opnent; DCCED s
final report and statenents, testinony, and public
comments nmade at the conm ssion's Novenber 6, 2007,
public hearing. A copy of the comm ssion's decision
that is the basis for the legislative proposal before
you sets out the commission's evaluation of the record
in view of the standards in law .... The comm ssion's
| etter dated February 1, 2008, sets out our opposition
to House Joint Resolution 30 and notes severa
m sstatements of fact in the resolution. Anmong ot her
things we noted that every nenber of the conm ssion
who participated in the annexation proceeding received
and studied all docunents in the case and heard the
testinmony of all parties and interested nenbers of the
publ i c before maki ng the deci sion.

9:28: 54 AM

CO CHAIR LEDOUX inquired as to whether inpacts on areas not to
be annexed are considered by the LBC

MR. CHRYSTAL answered that he didn't believe that's specifically

mentioned in the law, although the LBC always listens to
i nterested individuals. During the public hearings, the LBC
listens to anyone wth objection. Under the law many of the

transitory mtters that are unknown, such as the tinber
receipts, are difficult wupon which to base decisions but
certainly it was taken into consideration.

CO CHAIR LEDOUX surm sed then that the fact that the outlying
communities would lose a considerable anmpbunt from National
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Forest receipts in the short-term wasn't considered during the
annexati on.

MR. CHRYSTAL said he couldn't say that it wasn't considered
because it was one of the points that was discussed. However,

it wasn't an overriding [factor in the] decision. At this
point, the National Forest receipts are not in law as the
program has been sunsetted. He opined that when a pernmanent

decision in regard to boundaries is being made, it's difficult
to "use a lot of transitory funds in our decision nmaking."

9:30: 56 AM

MR, CHRYSTAL renmarked that the suggestion of a work session is a
good idea. He then concluded his testinmony as foll ows:

The evidence subnmitted to the LBC, its discussions and
deci si onal st at ement s, constitutes a record that
sufficiently reflects the basis for the decision of
the LBC to enable neaningful judicial review And
then in conclusion, the ... comission ... reconfirns
its recommendation that annexation to the Ketchikan
Gat eway Borough and oppose the resolution before you.
And | certainly thank you for your tine.

9:31:47 AM

DENNI S WATSON, Mayor, City of Craig, enphasized that he is in
strong opposition to the annexation proposed by the Ketchikan
Gat eway Borough but in support of noving out HIR 30. The issue
at hand in this situation is the National Forest receipts. He
informed the commttee that he has been a nenber of the National
Forest Counties and Schools Coalition, which has worked on this
issue for years. [These National Forest receipts] will continue
to be an issue, he opined. Mayor Watson said that if the
Nati onal Forest receipts aren't an issue, the Ketchi kan Gateway
Bor ough shoul d've went forward with an annexation petition that
specifies that it doesn't want any other comrunity's National
Forest receipts. He highlighted that Ketchikan isn't, in its

proposed annexation, increasing its population or increasing
enrollment in their schools. Furthernore, the Ketchi kan Gat eway
Borough doesn't have road powers. However, Ketchikan is

Sout heast Al aska's second | argest econony and has, on a nunber
of recent occasions in recent nonths, touted the |arge anount of
sales tax it has collected and the things on which it will spend
t hose taxes. He further highlighted that Ketchikan is able to
fund two conpeting fornms of nunicipal government, and therefore
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he questioned why the borough needs to take noney from the
smal l er comunities. The economies of all but a couple of the
communities [from which the borough w il take National Forest
recei pts] are just barely hanging on financially or already face
financial difficulties. The needs will remain even if the funds
are no |onger. Mayor WAtson enphasized that Craig and the
Prince of Wales communities have no neans to recoup the |ose of
funds if the proposed annexation were to nove forward. He
stated that becom ng a borough is not an option for Craig. In
fact, studies conm ssioned by island communities have clearly
illustrated that at this time Prince of Wales Island couldn't
generate enough revenue to fund even the very basic required

bor ough servi ces. Therefore, Prince of Wiles Island was
elimnated from the Mandatory Boroughization Act that passed a
couple of years ago. Wth the aforenentioned in mnd, Mayor

Wat son requested that the commttee vote to deny the proposed
annexation and nove HIJR 30 from conm tt ee.

9:35:18 AM

BOB BLASCO, Attorney at Law, informed the commttee that he is
representing the 17 communities and school districts who have
filed the appeal with the superior court. He related that this
| oss of National Forest receipts will continue as |long as there
is such a program He then pointed out that there are two parts
to the National Forest receipts: the Secure Rural Schools Act,
which is the $1.2 nmillion; and the underlying Tongass receipts.
Even if the Secure Rural Schools Act isn't funded, all of the
comunities and school districts will |ose 22 percent of the
underlying funds to the Ketchikan Gateway Borough if the
proposed annexation is approved. However, the borough isn't
taking in any new people or school students and thus no services
woul d be provided. M. Blasco enphasized the inportance of
Representative Thomas's comment that this isn't a borough
formati on. There are constitutional mandates to form boroughs
as is the case with Wangell, but there are no such nandates to
annex |land into boroughs. Recalling M. Coose's testinony, M.
Bl asco opined that it's a shame that the conmmttee doesn't have
the coments from nenbers of the Ketchikan Gateway Borough
Assenbly when it considered filing the <current annexation
petition. Those comments were related to the borough obtaining
nore noney. As was nentioned earlier, if the Ketchikan Gateway
Borough would nove forward with the proposed annexation even
wi thout the funds, the petition could ve been filed specifying
that the borough wouldn't take the [National Forest] receipts.
He highlighted that those petitioning to form the borough in
Skagway did exactly that. The Ketchi kan Gateway Borough is not
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willing to do so, he opined, because the anobunt of funds is so
substanti al . Furthernore, the PILT anounts to about $598, 000
for these comunities, of which the |oss would anmount to about
half of that to these communities yearly. The PILT is unrel ated
to the Tongass National Forest receipts program He pointed out
that either Ketchikan wll gain the PILT funds or the federa
funding will be |ost. M. Blasco opined, "It's just hard to
i magi ne how, under a best interest of the state standard, we're
| ooking at sonething like this annexation that's in the best
interest of the state for these 17 school districts and
communities ... to lose that substantial anount of federal
funding on a yearly basis, which is not going to go away."

9:40: 25 AM

BRETT AGENBROD, Superintendant, Annette Island School District,
Met | akatla Indian Conmmunity, echoed M. Blasco's conmment that
[ annexation], which is proposed by the Ketchi kan Gateway Borough
petition, isn't mandated by the constitution. He then recalled
testi nony questioning what nessage the |legislature would send if
it didn't approve the LBC s decision. M. Agenbrod countered
that by questioning the nessage the legislature and LBC send
when the Ketchikan Gateway Borough annexation application
excluded the conmmunities of Meyers Chuck, Union Bay, and Hyder
and refused to include them even upon the LBC s recomendati on

to do so. In the 2007 petition, the inclusion of Union Bay is
held out as a nmjor change. However, that comrunity has no
school children and thus the borough incurs no costs to annex
the area. The one community that would benefit from borough
services is Hyder, but that community wasn't [included in either
annexation proposal]. M. Agenbrod relayed that the fol ks he

represents at the Annette Island School District and the
Met | akatla I ndian Community don't feel it's in the state's best
interest to burden the Southeast Island School District in
Prince of Wiles by Ketchikan taking $83,000 of their National
Forest receipts w thout annexing Hyder. At the very least, he
opined that the LBC should've required inmediate annexation of
Hyder rather than suggesting possibly five years later with no
trigger to inplenent annexation. M. Agenbrod nentioned a
conflict of interest with a former LBC staffer who basically
reversed the 1999 decisions and applied for and obtained a six-
figure position and a nulti-year contract as the city manager of
Ket chi kan. Unti | there's an i nvestigation of t he
aforenmentioned, the decision regarding the proposed annexation
shoul d be halted. M. Agenbrod related his support of HIR 30
nmovi ng forward.
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9:44: 09 AM

CO- CHAI R FAI RCLOUGH announced that the commttee will hold a
wor k sessi on on the LBC.

9:45: 29 AM

PETER CAFFAL-DAVIS noted his appreciation of M. Chrystal's
comments because M. Chrystal heard many of the argunents the
commttee is hearing. He related that the LBC chair, throughout
t he Ketchi kan Gateway Borough annexation neetings, said that the
LBC is bound by law not to consider the financial inpacts such

as those being discussed that will devastate the schools in the
unor gani zed borough. If the LBC is not allowed to base its
decision on this transitory financial i nformation, t he

| egislature can do so. M. Caffal-Davis pointed out that no one
in the areas being annexed or in the Ketchikan Gateway Borough
had the opportunity to vote on this proposed annexation, which

he opined is a serious constitutional issue. He related his
understanding that even residents of the Ketchikan Gateway
Borough are opposed to the proposed annexation. Oiginally

borough adm nistrators said there would be an opportunity to
vote on the proposed annexation, but reversed that opinion at
the very next neeting. Therefore, the proposed annexation is
going forward from the conmmssioners who aren't elected
of ficials. M. Caffal-Davis opined that the Ketchi kan Gateway
Borough and IVF . Bockhor st were hoping that t he LBC
recommendati on woul d sail through w thout attention from el ected

officials. In conclusion, M. Caffal-Davis urged passage of HIR
30 as he said that he wanted to see this proposed annexation
overt ur ned. He then turned to Hyder and related that the

Ket chi kan Gateway Borough hasn't sought a relationship wth
Hyder and has told Hyder that if it is annexed, the Hyder schoo
woul d be cl osed and correspondence would be utilized.

9:48: 40 AM

CO CHAI R FAI RCLOUGH recal l ed the Chugi ak Eagle River annexation
into the Municipality of Anchorage, for which there was no vote.
She further recalled that challenges to that annexation haven't
been successful either.

MR. CAFFAL-DAVIS clarified that he doesn't believe the LBC
comm ssioners did anything inappropriate, but he related his
hope that [the | egislature] gets to vote on the nmatter.

9:49: 36 AM
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PAUL BRENDI BLE, Council Menber, Metlakatla Indian Conmunity,
informed the commttee that he is a past president of the
Annette Island School Board and past president of the Al aska

Associ ati on of School Boards. He then related his support for
HIR 30. He related that due to the closure of the Tongass
Nati onal Forest, Metlakatla has [lost 400 individuals. The
proposed annexation is all about noney, he opined. Al the
schools [outside the borough] will have to find a way in which
to makeup the loss of funding. Wth regard to the earlier

mention of Metlakatla's proposed boundary expansion, M .
Brendible clarified that it's an expansion into the water only.

9:51:36 AM

ERI C GEBHART, Superintendent, Kake School District, testified in
support of HIR 30. This year Kake's school w il receive about
$170,000 in National Forest receipts and it's projected that
approxi mately $40,000 would be lost in the comng year. M.
Cebhart opined, "I can't see how it is in the best interest of
the state to take funds from so many and give it to one single
entity, again, without any ... increase in service ... Wwthout

any pickup as far as students."
9:53:44 AM

CO CHAIR FAIRCLOUGH, wupon determning no one else wshed to
testify, announced that the public hearing would be | eft open.

9:54: 57 AM
ADJ OQURNNMENT
There being no further business before the commttee, the House

Community and Regional Affairs Standing Commttee neeting was
adj ourned at 9:55:00 AM
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