HOUSE FI NANCE COWM TTEE
January 25, 2007
1:35 p. m

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 1:35:07 PM

MVEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representati ve Ri chard Foster
Representative Les Gara

Representati ve M ke Hawker
Represent ati ve Reggi e Joul e
Representative Mke Kelly
Representative Bill Thomas, Jr.

MEMBERS ABSENT

Representative Mary Nel son

ALSO PRESENT

Representati ve Bob Buch; Representative Anna Faircl ough

PRESENT VI A TELECONFERENCE

Marty Rut herford, Acting Comm ssioner, Departnent of Natural
Resources; Dick Mylius, Acting Director, D vision of Mning
Land and Water, Departnent of Natural Resources; Chris
Mai sch, Director, Division of Forestry, Departnent of
Nat ural Resources; Kevin Banks, Acting Director, Division of
al & Gas, Departnment  of Nat ur al Resour ces; Larry
DeVil biss, Director, Division of Agriculture, Departnent of
Nat ural Resources

GENERAL SUBJECT(S) :

OVERVI EW DEPARTMENT OF NATURAL RESOURCES

The followng overview was taken in log note fornmat.

Handouts wll be on file wth the House Finance Committee
through the 25th Legislative Session, contact 465-6814.
After the 25th Legislative Session they wll be available

t hrough the Legislative Library at 465-3808.

TI ME SPEAKER DI SCUSSI ON

1: 36: 33 PM | Co-Chair Meyer |Introduced nenbers and presenters.
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1:37: 04 PM | MARTY I nt roduced nenbers of her staff.
RUTHERFORD,
ACTI NG
COW SSI ONER
DEPARTMENT  OF
NATURAL
RESOURCES
1: 40: 35 PM | Comm ssi oner Rel at ed t hat she wil | hi ghl i ght
Rut her ford chall enges to the Departnment of Natura
Resources (DNR) and described key
prograns as shown in the handout
“Departnment of Natural Resources As of
January 2007” (copy on file.) She
shared DNR' s m ssion: “To devel op,
conserve, and maximze the wuse of
Al aska’s natural resources consistent
with the public’s interest.”
She described the responsibilities of
t he Conmmi ssioner’s of fice and
enphasi zed the three top issues: the
nat ur al gas pipeline, Bri st ol Bay
omni bus i ssues, and enpl oyee
recruitnent and retention.
1:42: 20 PM | Comm ssi oner Spoke to recruitnent and retention
Rut herford I ssues and noted that DNR is crucial to
Al aska’ s econony.
1:44:38 PM | Commi ssi oner Di scussed the mssion of the Division
Rut herf ord of Gl and Gas. The three primry
pur poses  of the Division are to
encourage exploration and devel opnent,
to maxi m ze benefits of devel opnent and
production to the state, and to
maxi m ze non-tax revenue from oil and
gas production. The transition teanis
focus was on declining oil and gas
production on the North Slope, the
Poi nt Thomson litigation, and the gas
pipeline project. It also addressed
systemintegrity.
DNR will be noving into a larger role
on the North Slope; coordinating oi
and gas permtting and over si ght
activities of state and federa
agencies, reviewing quality assurance
prograns of conpanies, and insuring
there are no gaps or duplications of
efforts anong the various regulatory
agenci es.
1:46:45 PM | Commi ssi oner Addressed the mssion of the Ofice of

Rut herford

Pr oj ect Managenent & Permtting -
Coastal Managenent, which is to oversee
responsibility of coastal uses and
resour ces. The Coastal District Plan
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revisions are on-going. She related
t he pur poses of the Transitional
Report.

1:49: 04 PM | Commi ssi oner Summari zed the purpose of the Ofice of
Rut her ford Project Managenent & Permitting — Large
Project Permtting, which coordinates
state review and permtting, and state
participation in federal |l and use
pl anning efforts. It I's al nost
entirely funded by programreceipts.
1:50: 11 PM | Commi ssi oner Expl ai ned the purpose of the Ofice of
Rut herford Habi t at Managenment and Perm tting,
which is to protect Alaska's fish and
wildlife resources and their habitats.
1: 52: 20 PM | Comnmi ssi oner Rel ated the purpose of the D vision of
Rut herf ord M ning, Land and Water and its various
of fices. Thi s di vi si on S t he
foundation for al | of the other
agenci es in DNR
1:54: 09 PM | Commi ssi oner Spoke about the Forestry Division and
Rut herf ord hi ghl i ght ed its pur poses. Thi s
division also provides Fire Suppression
services.
1:57: 32 PM | Comni ssi oner Tal ked about t he Geol ogi cal and
Rut her ford Geophysi cal Surveys Di vi si on, its
pur pose and i nportant issues.
1:59: 30 PM | Comnmi ssi oner Di scussed the Board of Agriculture and
Rut her ford Conservation and the role of the
Di vi sion of Agriculture.
2:00:29 PM | Conmi ssi oner Spoke  about t he Conservati on and
Rut her f ord Devel opnent Boar d, whi ch provi des
support and advice for conservation
pl anni ng. She related information
about the Alaska Mental Health Trust
Land Ofice, a distinct entity.
2:02:21 PM | Conmi ssi oner Explained the D vision of Parks and
Rut her f ord Qut door Recreation’s tasks. A key
di fference between Al aska s state parks
and Al aska’s national park system is
that the state parks are |ocated near
comunities and along road systens and
are accessi ble to Al askans.
2: 03: 33 PM | Conm ssi oner Hi ghl i ght ed t he Suppor t Servi ces
Rut herford Di vi si on, whi ch provi des t he
I nformation technology services and
graphic land records to DNR She
enphasi zed the services provided.
2: 06:24 PM | Conm ssi oner Noted the involvenment of DNR with work
Rut herford on the gas pipeline.
2:06: 57 PM |Vice-Chair H ghlighted the difference between
Stoltz Al aska state and nat i onal par ks,

calling the state parks and |Iland
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managers stewards rather than distant

| andl ords.
2:08:25 PM | Representative [Asked if oil production could Dbe
Gar a increased on the North Slope by
I nproving facilities access.
2:09: 07 PM | Conm ssi oner Replied that DNR has not had tine to
Rut herford di scuss this yet, but would be glad to
followup on it at a later date.
2:09: 50 PM |Vice-Chair Asked about a long-range plan for the
Stoltz funding of the Division of Agriculture.
Comm ssioner Rutherford replied that
DNR has not had tinme to address that
| ssue.
2:11:31 PM | LARRY Noted that the revolving loan fund was
DEVI LBI SS, never intended to run the entire
Dl RECTOR, Di vi sion.
DI VI SI ON OF
AGRI CULTURE
DEPARTMENT  OF
NATURAL
RESOURCES
2:12:39 PM | Co-Chair Meyer |Requested an wupdate on production
activity on the North Sl ope and whet her
PPT will serve to increase production
in the future. Conm ssioner Rutherford
said she is waiting to see how PPT
wor ks. She voiced concern about the
production decline. She pointed out
that she is pleased by the |evel of
production activity by some of the new
pl ayers such as Shell and British Gas.
The intention of PPT is to incentivize
expl orati on and devel opnent.
2:15:46 PM | Co-Chair Meyer |Expressed pleasure that there are new
conpanies now on the North Sl ope. He
t hought t hat Shel |’ s of f-shore
production m ght not resul t in
royalties for the state.
2:16:23 PM | Conmi ssi oner Spoke about Shell’s on-shore and off-
Rut herford shore activity.
2:17:10 PM | KEVI N BANKS, | Spoke of the current status of oil and
ACTI NG gas activities on the North Sl ope. He
DI RECTOR, wondered when the results of PPT would
Dl VI SI ON OF | be apparent. The players on the North
aL & GAS, [Slope are enjoying the transition
DEPARTMENT OF |credits of fered under PPT t hat
NATURAL newconers don’'t get. M. Banks
RESOURCES descri bed how the royalties are
acquired for Shell’s explorations. He
commented that nore volunme in the oil
pipeline nmeans Jlower tariffs, which
will increase the state’s royalties and

tax benefits.
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2:20:11 PM | Co-Chair Meyer |[Mentioned the relationship between the
gas pi peline and new oil .

2:20:46 PM | Co-Chair Meyer |Asked for an update on the gas
pi pel i ne. Comm ssi oner Rut herford
shared where the process is at. She
pointed out that there has been a | ot
of good feedback on Governor Palin's
proposed Al aska Gasline I|nducenent Act
(AG A).

2:22:16 PM | Co-Chair Asked if the North Slope is production-

Chenaul t limted. M. Banks replied that the
facilities are working at capacity now.
He described how new conpanies are
fitting in.

2:24:11 PM | Co-Chair Put forth a hypothetical situation of a

Chenaul t new producer bringing in a new well and
having to back out a couple other wells
in order to put the new well into the
system if it were running at capacity,
the restricting factor being gas and
water, not oil. If it is “volune
limted” there needs to be give and
take for new players. He tal ked about
expandi ng facilities. M. Banks
pointed out that the facilities also
I nclude flow |ines and pipelines, which
are not at capacity.

2:26:16 PM | Co-Chair Concl uded that i f t he production

Chenaul t facility were not limted by the gas
and water content in the reservoir
today, there would be nore production.
M. Banks agreed.

2:26:57 PM | Co-Chair Asked if legislation was passed |ast

Chenaul t year with the intent to start fire
suppression a nonth earlier this year.

2:28:05 PM |CHRIS MAISCH, [Replied that 1is correct. Co-Chair

DI RECTOR, Chenault asked about the Nenana fire.

Dl VI SI ON OF | M. Mai sch  replied that the Parks

FORESTRY, Hi ghway fire was one of the few in the

DEPARTMENT OF [state this past year. Co- Chair

NATURAL Chenault wondered why that fire got out

RESOURCES of control. M. Maisch replied that
each fire is unique and may not be
caught, even with an earlier start of
the fire season

2:28:50 PM | Representative |Thanked Comm ssioner Rutherford for the

Hawker work she has done on the Mental Health
Trust Lands Ofice. Conmi ssi oner
Rut herford noted how inmportant it is to
stay on top of that specific resource
devel opnent .

2:30: 07 PM | Representative |[Encouraged the Departnent to continue

Hawker

in the direction of |ong-range planning
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such as was done for the State Parks
System Commi ssioner Rutherford said
it was an outstanding job, and it
focused on the right philosophy and a

yearly i mpl enent ati on strategy.
Represent ati ve Hawker wondered how this
trend coul d conti nue. Conmi ssi oner
Rut herford recogni zed t hat budget
tightening is difficult. She shared
her phil osophy and approach for DNR
Representati ve Hawker voi ced

appreci ati on.

2:33: 14 PM

Representati ve
Crawford

Asked what is next for Point Thonson.
Comm ssioner Rutherford said it is in
the early stages of litigation and then
the releasing of Point Thonson | and
will be determ ned. If litigation is
successful, then discussion is needed
for alternative nethods of releasing
t hat | and.

2:34: 51 PM

Representati ve
Hawker

Wndered when access to that land wll
be avail abl e. Commi ssi oner Rutherford
t hought it wuld be a three-year
pr ocess.

2: 35:49 PM

Co- Chair Meyer

Asked for information about mning
projects, the Tongass Mnagenent Pl an,
and the Beaufort Lease Sal e.

2:36: 32 PM

M. Mai sch

Expl ained that the Tongass Managenent
Plan just had a draft Environnental
I mpact Statenent (EIS) released on
February 12. The Di vi si on IS
participating in the Tongass Round
Tabl e discussion with comunities and
i ndustries affected by the draft EIS.
A team of ADF&G and DNR nenbers w il
address specific issues in the plan.
The overall effort will be coordinated
by both departnents’ comr ssioners.

2:38: 02 PM

D CK MYLI US,
ACTI NG

DI RECTOR,

D VI SI ON OF
M NI NG LAND

AND WATER,
DEPARTMENT  OF
NATURAL
RESOURCES

Provided an update on mning projects
in the state. He stated that m neral
prices continue to be very high;
therefore there is also a high interest
in state lands. There wll be record-
br eaki ng revenues from taxes and
royalties to the state in the next few
years. He highlighted big projects such
as Pogo, which was recently permtted,
and had its first gold produced in
February. He listed projects in the
permtting stage; Kensington and Rock
Cr eek. He nentioned future projects;
Chuitna Coal across from Cook Inlet,
Donlin Creek, and Pebble M ne.
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: 20

PM

Conmi ssi oner
Rut her f or d

Added that Rock Creek Ilitigation has
been suspended for now and the Beaufort
Lease Sale is com ng up

: 25

PM

Co- Chair Meyer

Asked about other future sal es.

: 08

PM

Vice-Chair
Stoltz

Asked about projects in the WMt-Su
Vall ey area. M. Misch responded that
Lucky Shot is of interest in Hatcher
Pass, as is coal developnent in the
Sutton area. There are many projects
I n t he Fai r banks ar ea, al so.
Comm ssioner Rutherford talked about
the Chickal oon project. Full  Metal
Mnerals is responsible for the |ease.

: 58

PM

Representative
Hawker

Recal led the 2004 Bristol Bay mning
plan docunent regarding Pebble and
Talarik Units, where a nmanagenent plan
was required prior to permtting. He
inquired if this admnistration would
have such a plan. Conmi ssi oner
Rutherford replied that she 1is not
famliar with this issue. M. Mlius
recalled that the 2004 plan called for
a conprehensive permtting process for
Pebble M ne, not a specific managenent
pl an. Representative Hawker disagreed
and suggested M. MWlius review the
pl an. Conmi ssioner Rutherford agreed
to look at the plan and M. Mlius
agreed to neet wth Representative
Hawker at a later date.

: 00

PM

M . Banks

Di scussed the Beaufort sale of March
2006, which brought in about $14.5
mllion in bonus bids - a successful
sal e. BP was the highest bidder at
over $7 mllion. Sixty-two tracks were
|l eased and 13 tracks were sold.
Upconming sales are on schedule in
February for Bristol Bay, in My for
Cook Inlet, and in Cctober for Beaufort
and North Sl ope.

1 26

PM

Co- Chair Meyer

Asked if there were a gas pipeline in
pl ace, would the I|ease sales be
greater. M. Banks described how North
Sl ope sales mght turn out under that
scenario.

140

PM

Representati ve
Gar a

Asked about the Pebble Mne and Tal arik
Creek water permt. He wondered what
rul es limt DNR' s di scretion on
granting a water withdrawal permt.

149

PM

M. MWlius

Expl ained the water wthdrawal permt
pr ocess.

: 07

PM

Representati ve
Gar a

Inquired if current statutes regarding
water w thdrawal are adequate. V.
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Mylius replied that he thought they
were. He added that DNR works with the
Department of Fish and Gane gathering
surface and ground water information
and on pernitting.

2:59:53 PM | Co-Chair Meyer

Thanked DNR for the presentation.
Comm ssi oner Rut herford expr essed
appreciation for the conmmttee’ s tine.

3:01:12 PM | Representative

Spoke about the high cost of energy in

Joul e rural areas. Commi ssioner Rutherford
suggested a conversation wth Bob
Swenson from the Geol ogi cal and
Geophysi cal Surveys Divi sion.
3.02:21 PM ADJ QURNMENT

The neeting was adjourned at 3:02 PM
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