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COW SSI ONER M CHAEL MENGE

Depart ment of Natural Resources

400 W11 oughby Ave.

Juneau, AK 99801-1724

POSI TI ON STATEMENT: Presented DNR overvi ew.

D CK MYLIUS, Director

Di vision of Mning, Land and Water

Department of Natural Resources

400 W1 I oughby Ave.

Juneau, AK 99801-1724

POSI TI ON STATEMENT: Answered questions on state | ands issues.

ACTI ON NARRATI VE

CO CHAIR JAY RAMRAS called the joint neeting of the Senate and
House Resources Standing Conmttees to order at 1:08:53 PM He
announced that Chair Wagoner would arrive shortly. Present were
Representatives Elkins, Crawford and Seaton, Senator Stedman and
Co- Chair Ranr as.

"OVERVI EW Departnent of Natural Resources

1:10: 13 PM

M CHAEL MENGE, Conmi ssioner, Department of Natural Resources
(DNR) introduced Ed Fogel and Ken @Giffin, DNR Deputy
Comm ssioners, WIIliam Van Dyke, Director, Division of Gl and
Gas, Chris Misch, Director, Dvision of Forestry and Dick
Mylius, Director, D vision of Mning, Land and Water.

COWM SSI ONER MENGE said he takes his job seriously and said he
doesn’t tolerate |ack of accountability. H's departnent has the
dual responsibility of marketing Alaska’'s resources and
protecting them

1:19: 29 PM
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He expressed that the departnment needs to encourage resource
devel opnent across the entire state and not in just one spot. He
| ooks at what can be done in areas that are particularly
under devel oped. An exanple of this is the devel opnent of the Red
Dog m ne. He enphasized that devel opnent ideas nust be based on
good science as well as sustainability.

He said the state nanages its resources through its sales,
leases and permtting functions and while conpetition is
i nportant, partnerships, especially concerning the gasline, must
be based on the concept of finding common ground and working
together to nmake a project happen rather than taking stands and
gri dl ock.

1:27:46 PM
CHAI R WAGONER arrived and took up the gavel.

1:27:59 PM

COW SSIONER MENGE related that oil supplies in Alaska are
declining and noted that the state’'s regulatory structure could
allow nore oil to go into the pipeline using the concept known
as mninmum economc field size. He explained that historically,
wells were drilled outside of Prudhoe Bay in which oil and gas
were found, but if enough oil wasn’t found to nmake a stand-al one
prospect, that well was shut down and witten off as a non-
di scovery. |If the gasline is brought on line now, the fact that
there is both oil and gas will allow the oil to be devel oped by
virtue of the gas being there.

1:32: 15 PM

He reflected how the Joint Federal State Pipeline Mnitoring
Ofice was created in the 1980s to deal with the conplexities of
state and federal regulations by bringing them together in one
pl ace, but not trying to seat authority wthin one single
i ndividual. Each agency was recognized has having its own
statutory responsibilities and common ground was devel oped over
di fferent issues.

COW SSI ONER MENGE explained that the state’s resource issues
are often wapped in controversy and that often manifests itself
in agencies becomng gridlocked. He has tried to spread the
comon ground concept into DNR agencies so they do not becone
gridlocked and afraid to act. He philosophized that there is a
remedy for an agency that takes wong action, but there is no
remedy for an agency that refuses to take action at all. The
departnment’s |arge project nanagenment team gets together and if
one agency has a problem they all figure out how to solve it.
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This concept is a core elenment in acconplishing the partnerships
the state is putting together.

He conplinmented Randy Bates, Director, Ofice of Project
Managenment and Permtting, for working on the Coastal Zone
Managenment Program wth coastal comunities so they could
understand what their roles and authorities would be and to
assi st themin succeeding.

1:36: 01 PM

He highlighted how the Division of Habitat was noved from the
Al aska Department of Fish and Gane (ADF& 5 to DNR a few years
ago and it now has the responsibility of protecting the
resources as well as for establishing the partnerships involved
with devel oping them The division has created a forum in which
to work on contentious projects. Miltinational corps can afford
to hire the brightest and the best and he thanked the
| egislature for providing the resources necessary to the
Division of Ol and Gas to build its staff and their skill
| evel

1: 39: 26 PM
SENATOR BEN STEVENS arri ved.

1:39: 56 PM

COMM SSI ONER MENGE continued relating that the Division of Gl
and Gas has a remarkable track record in successfully backing up
their contentions in court. It recently brought an additional
$22 mllion to the state coffers through the Exxon Valdez
reopener, for exanple.

He explained how the first oil fields brought in a trenmendous
anount of noney relative to the oversight they needed. But the
now snmal |l er reserves outside of Prudhoe Bay take nore energy to
manage, because their economc viability is so marginal.

1:43: 22 PM

He said that oil and gas developnent in Bristol Bay is new. One
of the Governor’s major initiatives is to bring new explorers to
Al aska and smaller conpanies are now comng in to explore the
Basin. Smaller conpanies are less risk averse. He reported that
fourteen independent and two mmjor oil conpanies and eight
i ndividual s participated in the |ast |ease sale.

1:46: 35 PM
Lack of devel opnent guidelines on the North Sloped had plagued
the departnment in the past and the Division of Mning, Land and
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Water recently conpleted the first conprehensive analysis of the
appropriate snow cover and tenperature to allow off-road travel
there | engthening the exploration period by six weeks a year.

1:49: 38 PM

COM SSI ONER MENGE said that Alaska has only scratched the
surface of developing its mneral resources and while mning had
been drying up in the Lower 48, Alaska is enbracing it — as in
devel opnment of the Pogo Mne. Mning contributed $1.6 billion to
Al aska’s econony | ast year.

1:56: 54 PM

He mentioned that his departnment has the responsibility of
coordinating fire fighting and tinber managenent with the Bureau
of Land Managenent (BLM. But the Division of Mning, Land and
Water’'s key responsibility is receiving land from the federa
government as per the Statehood Conpact and making that |and
avai lable for nunicipalities to sel ect.

2:04:04 PM

He stated that ownership of navigable waters is still a
chal lenging issue and that the departnment has just received
disclaimers for 26 rivers and 15 |akes, which clears up those
titles. RS2477s is one of the npbst contentious federal issues.
He explained that wunlike the rest of the country, Alaska is
still putting in infrastructure. Qur roads are trails that
m ners used, but they are no less valid than wagon trails that
were used down south. The burden of proof is very significant
and DNR has to continue to develop the record for that
[itigation.

2:06: 27 PM
CO CHAI R RAMRAS asked where the departnent is on that project.

COWMM SSI ONER MENCE deferred that question to the director of the
Division of Mning, Land and Water.

DICK MyLIUS, Director, Dwvision of Mning, Land and Water
answered that quiet title was filed on tw routes, which
required a lot of research and the Division of State Parks is

performng that function. It has contracted with a firm to
| ocate where the trail is.
2:08:46 PM

He explained that to file quite title, the departnment nust file
on all property owners, but his goal is to assert the RS2477
against the federal government only. Thirty or forty other
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parties had property interests and for the last year the
di vi sion had been working on getting those dismssed. O those,
three are remaining — an owner of property on Chandal ar Lake, a
private corporation that has l|and selection rights and the
f ederal government.

2:10: 09 PM

CHAI R WAGONER commented that nost mne production is being done
by conpanies that are based in Canada and asked what the State
of Al aska can do to encourage Al aska and other U. S. conpanies to
participate in its mning ventures.

MR. MYLIUS responded that a conpany needs lots of capital to
devel op a mne and nost of those big conpanies are based outside
of the U. S

2:12: 06 PM
CHAl R WAGONER asked what revenues the state receives from m nes
that are on state lands |i ke the Pebble M ne.

MR. MYLIUS replied that it is hard to tell, because the Pebble’s
production size is not known yet, but the state’s main source of
revenue is royalty. The state doesn’t have a |ot of experience
with major m nes because right now all the major producing mnes
are not on state land. Pogo is the first one on state |and and
he didn't anticipate receiving a lot of revenue fromit for the
first few years at |east because of its large capital start up
costs. The largest source of mning revenue currently 1is
property taxes paid to |ocal governnments. Wen conpanies show a
profit, the state receives its royalties.

2:14: 07 PM
CO CHAI R RAVRAS asked how the University' s 250,000-acre | and-
transfer wth the federal governnent is proceeding.

MR. MYLIUS answered that the transfer of the 250,000 acres of
state land to the University is being worked on since the bil
passed |ast year. An RFP is being worked on for the title work.
Two parcels have access issues. But there is no novenent on the
University lands bill in Congress.

The BLM has ranped up its land transfer programto the state and
the state has received 91 mllion out of its 105-mllion acre
entitlement. He recently submtted his revised |land selection
priorities to the BLM

2:16: 29 PM
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CHAI R WAGONER asked if they are shooting for conpletion by the
year 2008.

MR MYLIUS replied that his calculation comes out to 2010
t hrough 2012, but substantial progress is being nade.

2:17:16 PM

REPRESENTATI VE PAUL SEATON said he heard that sone conpanies
were going to try to escape paying corporate tax by using LLCs
or sub S structures and asked how preval ent that would be in the
future

COWMM SSI ONER MENGE responded that that action would not be in
the best interests of a good partner relationship and he
woul dn’t stand by and | et that happen.

REPRESENTATI VE SEATON clarified that he wasn’'t accusing anyone
of wongdoing since those structures are specifically provided
for in |aw

2:20: 36 PM
COWM SSI ONER MENGE responded that he believes in partnerships
that are fair and if he sees a problem he will bring it to the

| egislature and lay it on the table.

COWMM SSI ONER MENGE noved his discussion to state parks that he

sumari zed are suffering from benign neglect. Over four mllion
people visit Alaska's parks every year and 80 percent of those
are Al askans. The division has tried to innovate wth

privatization, but that has had Iimted success. The park system
has had no strategic plan since 1971 and is in need of sone
serious attention. He said we can’t ignore them or the parks
will becone liabilities instead of assets. He will be enbarking
on providing a new strategic plan.

2:23:38 PM

COM SSIONER MENGE said the Division of Agriculture has
di mnishing stature within the state and he wants to strengthen
t hose prograns.

2:27:05 PM
REPRESENTATI VE HARRY CRAWORD asked if he is considering
alternative and renewable energy Ilike wnd, wat er and

geot hermal . He urged the conm ssioner to be forward-| ooking.

2:28:52 PM
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COMM SSIONER MENGE replied that he is working on geothernal
energy projects at Chena Hot Springs and in the Aleutians. The
departnment is also working on a nethane hydrate project on the
North Sl ope where as nuch as 33 TCF of hydrates are capable of
bei ng produced using conventional technology. The wind farm at
Kot zebue is at the forefront of that technol ogy.

2:31:34 PM

REPRESENTATI VE MARK NEUMAN asked him if there would be a snooth
transition of M. MKinley Meat and Sausage into private hands
relative to its being a USDA certified packagi ng plant.

COWM SSI ONER MENGE replied that two of his staff would go over
the plan wwth himregarding that issue on the foll ow ng day.

2:33:10 PM
CHAI R WAGONER asked what he thought of the “one-stop-shopping”
for permitting bill introduced by Senator QGuess.

COW SSI ONER MENGE replied that he had not |ooked at the bill
and that while one-stop-shopping is an inportant concept, it is
unwi se to give one agency authority over other agencies. He
prom sed to exam ne the issue carefully.

2:34:12 PM
REPRESENTATI VE SEATON asked him to comment on the proposed Farm
Servi ce Agency office closings in Honer and Wasill a.

COWMM SSI ONER MENCE replied that he was not aware of the closures
and woul d check into them

2:35:11 PM
SENATOR ELTON arri ved.

CHAI R WAGONER t hanked the comm ssioner and his staff for their
comments and adj ourned the neeting at 2:35:54 PM
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