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Explanation or reason for introduction of bill/resolution:

Relating to oil impact related infrastructure development grants and oil and gas impact
grant fund

Minutes: Written Testimony Attached

Chairman Cook opened SB 2045 relating to oil impact related infrastructure development
grants and oil and gas impact grant fund.

Brady Larson, Legislative Council Staff — | served as the committee staff person for the
interim public safety and transportation committee. As always I'm here on a neutral basis,
I'll just be describing the bill, providing an overview, and I'll answer any questions that
committee members may have. It was developed as part of the public safety and
transportation committee assigned duty of reviewing highway construction needs and
funding. The committee tour transportation infrastructure needs in eastern and western
parts of the state, and this bill was developed while the committee was touring western
North Dakota needs. The bill creates a new oil and gas infrastructure grant program to
provide grants specifically for infrastructure purposes relating to entities affected by oil and
gas development and the grants are specific for some certain areas [ will discuss here in
just a moment. Going in to detail, if we look at the first section, this creates the
infrastructure development grant program to be administered by the Land Departments
Energy Development Impact Office. Noted on lines 11 through 15, the grants are available
to taxing districts such as cities, counties, and school districts to address infrastructure
needs relating to water, roads, or housing to support oil and gas development. Each dollar
provided through this grant program must be matched by one dollar from the taxing district
and one dollar from a private sector participant. No more than $30 million of grants may be
given in one year and the board of university and school lands must approve the grant
awards. Lines 19 though 22 also require evidence of existing or planned oil and gas
activities and verification of matching funds from the taxing district and the private sector
participant. Moving on to Section 2, the funding provided for this program which I'll discuss
in just a moment, the funding would be transferred to and held in the existing oil and gas
impact grant fund. Because this is an existing fund and statute, it is necessary to make
changes to statute to provide for the new program. The existing oil and gas impact grant
program provides grants to areas affected by energy development. This bill does not make
any changes to that existing grant program. Instead this section provides for the new grant
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program. So if we look in subsection 1 of this section we can see that the existing oil and
gas impact grant program is maintained without any changes. Subsection 2 provides the
authority for the new oil and gas grant program. Section 3 provides for a transfer of $100
million from the permanent oil tax trust fund to the oil and gas impact grant fund. This
section also provides legislative intent that the grants be distributed from the 2011-2013
through the 2015-2017 biennium’s.

Chairman Cook asked for testimony in favor of SB 2045. No one came forward.
Chairman Cook then asked for testimony opposed to SB 2045.

Doug Graupe, Divide County — The reason | rise in opposition is because of Section 1
line 13. It says each dollar of grant funds awarded must be matched by one dollar from the
taxing district. Divide County has moved from 12" to number 6 in oil production in North
Dakota. We've had huge amounts of impact. Townships don’t get any money except from
oil impact. Our impact director has been really good in the past giving money to our
townships which we really appreciate. Townships in our county, probably the maximum
they receive is approximately $10,000. All of that money goes to maintenance. That's
without any oil impact. They spend their money, their budget on road maintenance already.
If they are asked to match the money that comes from the state they will not have the
money to match. For example, some townships have received $15,000 from oil impact.
That's over and above the $10,000 that they have in their budget so they have $25,000 to
work with. In some townships, that's not enough to keep up. Our county subsidizes the
township, we provide gravel to them for less than cost just because they don’t have enough
money to work with. So | would hope you would change the match line.

Keith Magnusson, North Dakota League of Cities — We are not here opposed to the bill
as such, we think the intent is good, but the match requirements are pretty onerous where
you have to come up with basically one dollar from the taxing entity and one dollar from
private enterprise and our cities especially some of them are pretty tapped out now. They
are wondering where they are going to get their match. Are they going to have to raise
taxes which nobody wants them to do. There are many projects that they are wondering
how they would get private match, there may not be any private entity that really is going to
benefit by this. We are concerned about the match requirement.

Cal Klewin, Economic Development Association of North Dakota — Did not speak but
provided written testimony in opposition of SB 2045. (See attached written testimony A)

Chairman Cook asked for neutral testimony for SB 2045.

Jeff Engleson, Director, Energy Development Impact Office — (See attached written
testimony B)

No further action was taken.
Chairman Cook closed hearing on SB 2045.
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Relating to oil impact related infrastructure development grants and oil and gas impact
grant fund

Minutes: Committee Work

Chairman Cook opened discussion on SB 2045.

Chairman Cook — This is the one that comes with $100 million to increase in the oil impact
grants. It comes with an interesting twist that for each dollar of grant funds it must be
matched by one dollar from the taxing district and one dollar from the private sector. We
have another bill in the House that we will be seeing, dealing with increasing the impact
grants up to $100 million without the twist. I'd say we can kill this bill and wait for the other
one to come or that we can sit here and try to put our finger prints on what we think the
impact grant fund program should look like at this time with this bill. Either way we will have
our opportunity to weigh in on impact grants.

Senator Triplett — No one came forward to support this bill. | think having two bills that are
said as different from each other as this one is from the one you described, | think just
creates confusion as | think was evident by a number of the people who testified that day.
They seemed to think this was the other bill and they were distraught and confused by it.

Senator Dotzenrod — There in one sentence on lines 13, 14, and 15 that says each dollar
of grant funds awarded must be matched by one dollar from the taxing district and one
dollar from the private sector. It seems to me, in the testimony we heard, that really for
many taxing districts makes this unusable.

Vice Chairman Miller motioned to Do Not Pass.

Seconded by Senator Triplett

Carried by Senator Triplett
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Chairman Cook and members of the committee, my name is Cal Klewin. [ am
representing the Economic Development Association of North Dakota (EDND).

EDND is the voice of the state’s economic development community and provides
networking for its 80 members, which include development organizations, communities,
businesses and state agencies. Qur mission is to increase economic opportunities for
residents of the state by supporting primary sector growth, professionalism among
economic development practitioners and cooperation among development organizations.

Infrastructure - be it roads, water and sewer, or housing — requires a huge undertaking by
North Dakota communities to properly plan, develop, and expand. These developments
can be overwhelming financially for the taxing district and private sector developer. In
the case of North Dakota’s cil and gas communities, these needs often arise very
suddenly and leaders in impacted communities are faced with satisfying the task of this
development as quickly as possible while being finically responsible for the projects.

SB 2045 offers an infrastructure grant program to assist leaders with matching
requirements. But, the dollar for dollar match for the taxing district, a developer or
private sector, will be financially prohibitive in many of North Dakota’s affected oil and
gas impacted taxing districts.

EDND recommends a do not pass on SB 2045

Thank you. I would be happy to answer your questions.
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PURPOSE

The mission of the Energy Development Impact Office (EDIO) is to provide financial assistance to
local units of government that are affected by energy activity in the state. Over the years, the EDIO
has helped counties, cities, schools districts and other local units of government (organized
townships, fire and ambulance districts, etc.) deal with both the booms and the busts associated with
energy deveiopment in North Dakota. The EDIO became a part of the Land Department in 1989,

Since 1991, the EDIO has made grants only for impacts related to oil and gas deveiopment. Funding
I for these grants is appropriated by the State Legislature from a portion of the 5% Oil & Gas Gross

roduction Tax. For the 2008-11 biennium, the amount available to this program is capped at $8.0
illion; for the 2007-09 biennium, the cap was $6.0 million.

At the present time, the Director of the EDIO is responsible for making all decisions related to the oil
impact grant program. The Board of University and School Lands is the appellate for applicants not
satisfied with the decisions made by the director. Over time, very few appeals have been made.

CURRENT PROGRAM

The EDIO is managed under NDCC Chapter 57-62. NDCC 57-62-05 and 57-62-06 provide the

following guidance to the EDIO Director:

¢ Grants should be used “to meet initial impacts affecting basic government services, and directly
necessitated” by oil and gas development impact. Basic government services does not mean
marriage or guidance counseling, programs to alleviate other sociological impacts or programs to
meet secondary impacts.

* The amount of tax an entity is entitled to from real property and from other tax or fund distribution
formulas provided by law must be considered when determining grants.

The following award criteria are used when making grants to political subdivisions:

e A grantee must demonstrate the negative impact caused by oil and gas development in the area.
+ A grantee must demonstrate its tax effort and financial need.

s The funds granted must be used to alleviate the hardship caused by oil and gas deveiopment.

Under current state law, a portion of the gross production taxes collected by the state flow back to
counties, cities and school districts. The amount of gross production taxes flowing back to many of
these entities increased substantially during the current biennium. However, organized townships, fire
and ambulance districts, and many other political subdivisions do not share in any of the gross
production taxes collected by the state even though those entities can be greatly impacted by oil and
gas development in a given area.
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HISTORIC INFORMATION

Historically, the oil impact grant program has been run with minimal rules and policies, which has
provided the Director with the flexibility needed to adapt the program over time. The program has
been able to adapt to the cycles in the industry, and to shift the focus to those areas and entities that
most need immediate financial assistance. The minimal ‘red tape' associated with this program has
also henefited entities such as volunteer fire departments, first responders, townships and smali cities,
that are not always familiar with more formal grant writing processes.

The attached tables provide a breakdown of grants requested and awardéd over the past 5 biennia by
political subdivision type, by county, and by function. These tables contain a lot of information;
however, there are a few specific things I'd like to point out:

The amount of grant requests has increased substantially over the past nine years, from a total of
$24.1 million for the 2001-03 biennium to $31.9 million in fiscal year 2010 alone.

The amount of grants awarded to counties has decreased over the past nine years, while the
amount awarded to organized townships has increased. This is partly due to the fact that the
amount of tax revenue going to counties has increased substantially in recent years. It is also
partly a result of the program recognizing that organized townships have major, direct impacts
from oil and gas development, but do not receive any share of the gross production tax revenues
coilected by the state.

The amount of grants awarded to political subdivisions in Bowman County has decreased, while
the amount of grants awarded to entities in Mountrail and Dunn counties have increased. This is
result of the focus of devetopment activity moving from the Cedar Hills area in Bowman County in
the late 1990s and early part of last decade to the Bakken play in the Mountrail and Dunn County
areas in more recent years.

The one thing that hasn't really changed much over the years is the fact that the vast majority of
the grants awarded (85%-95%) have been for transportation related projects/functions and for fire
and ambulance related equipment and services.

As these tables show, the flexibility of the EDIO program has allowed the Director to try to balance the
needs of the various political subdivisions at any given point in time with the resources available.

PROPOSED CHANGES

As currently proposed, SB 2045:; :

» Creates a new section under chapter 57-62 that relates specifically to ‘“infrastructure
development grants” and appropriates $100 million out of the permanent oil tax trust fund for
such purposes through 2017.

¢ Provides that such grants shall be for infrastructure needs relating to water, roads or housing
to support oil or gas development.

» Provides that any grant made under this program must be matched dollar for dollar with
money from both the taxing district and the private sector.

» Provides that the EDIO Director shall make recommendations to the Land Board concerning
these grants and that the Land Board will approve the grants.

As you may already know, Governor Dalrymple’s budget increases funding for this program from its
current $8.0 million per year to $100.0 miltion per year. The Land Department’s budget bill, HB 1013,
contains the Governor's proposed changes to the EDIO. HB 1013 moves authority to make grants
from the EDIO Director to the Land Board, creates an ail and gas impact advisory committee, and
makes other changes to the program. There are also at least two other bills related to the EDIO; they
are SB 2033 and SB 2140.
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The EDIO takes a neutral position on all of the proposed changes included in SB 2045.

It is my expectation that over the next four months, various ideas and proposals will be discussed and
debated before a final bill is approved that includes both increased funding and a change in structure
for the EDIO. We look forward to being a part of helping western North Dakota deal with the
challenges of oil and gas development.

I would like to make a couple of personal observations about this bill and how the proposed changes
could impact the way that the EDIO oil impact grant program is administered:

e The EDIO has historically focused on *filling in the gaps” for those entities that receive no funding
or inadequate funding under the gross production tax distribution formula. If the amount of
funding for this program increases substantially, the EDIO will become an integral part of planning
and financing infrastructure projects in western North Dakota.

¢ The Director of the Energy Deveiopment Impact Office is currently a part-time position which
utilizes approximately 25-30% of one FTE position. | am the current Board-appeinted Director. |
am also the Land Department’'s Investment Director and the Deputy Commissioner, The EDIO
program is alsc served by department support staff in processing grant applications and
reimbursement requests. Including the director and support staff, approximately 60% of one FTE
is currently allocated to the EDIO. It is my belief that any expansion of this program will also
require additional resources to implement those changes.

‘With those comments, | end my testimony, and will try to answer any questions you may have.
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