SENATE FI NANCE COWM TTEE
April 6, 2010
9:09 a.m

9: 09: 36 AM

CALL TO ORDER

Co-Chair Stednman called the Senate Finance Committee
nmeeting to order at 9:09 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice-Chair
Senat or Johnny Ellis

Senat or Denni s Egan

Senat or Donny d son

Senat or Joe Thomas

VEMBERS ABSENT

None

ALSO PRESENT

Chris Maisch, Director, Division of Forestry, Departnent of
Natural Resources; Senator Bill Welechowski, Sponsor;
Kevin Banks, Director, Division of Gl & Gas, Departnent of
Nat ural Resources

PRESENT VI A TELECONFERENCE

Erin MLarnon, Board of Forestry, WIIlow, Carl Portnman,
Deputy Director, Resource Devel opment Council; Dick Coose,
Retired Forester, Ketchikan

SUMVARY

HB 162 SOUTHEAST STATE FOREST

HB 162 was heard and HELD in Conmmttee for further
consi derati on.

SB 208 DNR STUDY ON NATURAL GAS
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SB 208 was heard and HELD in Conmmittee for further
consi derati on.

9:10: 36 AM

#hb162
HOUSE BILL NO 162

"An Act establishing the Southeast State Forest and
relating to the Southeast State Forest; and providing
for an effective date.”

CHRI'S MAI SCH, DI RECTOR, DIVISION OF FORESTRY, DEPARTMENT OF
NATURAL RESOURCES, addr essed t he Senat e Committee
Substitute for HB 162, which establishes the Southeast
State Forest. He said he would go through a sectional
anal ysis of the bill.

9:11: 34 AM

Co-Chair Stedman suggested explaining the bill so the
people listening at hone could understand it. M. Misch
agreed to do so.

M. Maisch read the sectional analysis:

This bill would establish a new Sout heast State Forest
(SESF). The SESF woul d be managed as part of the State
Forest System under AS 41.17.200.230. Lands in the
State Forest would continue to be open for nultiple

uses, including wildlife habitat and harvest and
recreational activities. The State Forest designation
would not affect the Wangell Bor ough  nuni ci pa
entitlement, nor would it affect calculation of

entitlement acreage for future nunicipalities in
sout heast Al aska.

Section 1 — Sout heast State Forest
Legal descriptions. Section 1, subsections (a) and (d)

provide |egal descriptions for the lands to be
designated as the Southeast State Forest (SESF).

Desi gnat ed | ands i ncl ude 20 parcel s totaling
approxi mately 25,291 acres (see chart) on Prince of
Wal es, Tuxekan, Kosci usko, Hecet a, Revil | a, and

G avina islands, and on the mainland at Crittenden
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Creek. These parcels are an inportant part of the
state tinber base, but are classified as Ceneral Use
| and, which may be sold in the future. Legislatively
designating a State Forest would ensure that sone |and
will remain available for long-term forest managenent,
and enable thinning to increase tinber volunes.
Designated | ands exclude areas identified as inportant
sites for future state | and disposals.

Managenent pl an and transportation corridor.
Subsection (b) directs DNR to prepare a nanagenent
plan for the Southeast State Forest. Under AS
41.17.230 a managenent plan is required within three
years after a State Forest 1is established. State
Forest managenent plans nust consider and permt
mul ti ple uses, include recreation and tourism mning,
use of fish and wildlife, and other traditional uses,
unl ess the Commi ssioner issues a site-specific witten
finding that a use in inconpatible with one or nore
ot her uses. Public, interagency, and Board of Forestry
reviewis required prior to adoption of a State Forest
managenent plan. As in other state forests, Subsection
(c) states that the DNR Conm ssioner my also
establish transportation corridors wthin the State
For est .

Muni ci pal entitlenents. Subsection (e) clarifies the
rel ati onship of the Southeast State Forest to current
and potential nmunicipal entitlenents. State Forests
can affect the amount of Iland a nunicipality is
entitled to select, and the Jland available for
selection. The amount of Iland a nunicipality my
select is based on the nmaximum total acreage of
vacant, unappropriated, unreserved (VUU) land in the
bor ough boundaries within two years after the date of
i ncorporation (AS 29.65.030). Minicipal selections are
l[imted to VUU land. Land classified as Ceneral Use
land is VUU | and, but State Forests are not.

The SESF is designed to have no inpact on Wangel
Borough land selections. The anmount of Iland that
Wangel| Borough may select is already fixed by its
date of incorporation, and this bill specifies that
the Wangell Borough may select State Forest |and
wi thin the borough boundary. Three parcels in the SESF
are within the Wangell Borough boundary.
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| f new municipalities are incorporated before June 30,
2019, the SESF will not affect the anmount of |and that
they can select. The bill specifies that State Forest
| ands that were VUU |and before establishnment of the
State Forest will be included in the calculation of
the entitlenment acreage. However, parcels in the SESF
may not be selected. If nmunicipalities form after
2019, the amount and location of their entitlenent
woul d be based on the VUU | and at that tine.

Section 2. Regulations. This section authorizes DNR to
i mredi ately adopt regulations to inplenent the bill.

Section 3. Effective date for regulations. Under
Section 3 the authority to adopt regulations (Section
2) takes effect imediately.

Section 4. Effective date for State Forest. Section 4
provides for an effective date of July 1, 2008.

9:16: 20 AM

M. Mai sch  explained the process of developing the
legislation. It is a project that has been in the works for
about four years. There has been extensive public
i nvol venent .

M. Maisch related that he has spoken at two Southeast
Conference annual neetings about the legislation, and
Sout heast Conference has submitted a letter of support. He
also reported speaking to Tongass Futures on nunerous
occasi ons.

M. Maisch pointed out that the Board of Forestry has
di scussed the legislation. The Board is conprised of eight
menbers who represent Al aska Native corporations, forest
i ndustry trade associ at i ons, non- gover nirent al
organi zations, a professional forester, a professional fish
and wldlife biologist, a mning organi zation, a commerci al
fish organization, a recreation seat, and an environnenta
organi zation. He referred to a letter of support from the
Board. He also listed letters of support from the Resource
Devel opnent Council, the Society of Anerican Foresters, the
Cty of Wangell, Comunity of Coffnman Cove, and the Al aska
Forest Associ ati on.
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M. Misch said the departnent has discussed the proposal
i n nunerous foruns throughout the state.

9:18:29 AM

Senator Thomas asked if the RS 2477 trails are preserved.
M. Miisch reported that they were. Access wll Dbe
mai nt ai ned.

Senator O son inquired about an additional selection by the
W angel | Borough. M. Maisch reported on negotiations with
Wangell through the Division of Mning, Land, and Water
which led to a conprom se on the parcels selected. He noted
a parcel near Wangell that the borough will select as a
part of their entitlenment selection.

Senator O son asked if Wangell was in favor of the bill.
M. Maisch reported a |l etter of support from Wangell.

9: 20: 34 AM

Co-Chair Stedman noted one zero fiscal note by the
Depart ment of Natural Resources.

Co-Chair Stedman asked if there was any opposition to the
bill. M. Miisch addressed parcels that were opposed; SEACC
did not want to see two parcels on Gravina |Island used for
forest nanagenent purposes, and there was opposition to
Crittenden Creek. He said the two parcels were already
owned by the state and had been through an area planning
process in Southeast Alaska. There were extensive public
neetings and the lands were established as general use
lands in the area plan with intent to use them for forest
managenent .

9:22:16 AM

ERI N MCL ARNCN, BOARD OF FORESTRY, WLLOW (via
tel econference), spoke in favor of the bill. She enphasized
that not only will the new state forest provide |long-term
forest managenent, it wll also provide recreational

activities. As a representative of the WIIlow Dog Mishers
Associ ation, she appreciated the nore accessible trails.
She shared her personal story and listed reasons why she
supports the creation of state forests. She stressed the
i nportance of the jobs the new state forest would provide.
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9:24:38 AM

CARL PORTMAN, DEPUTY DI RECTOR, RESOURCE DEVELOPMENT COUNCI L
(via teleconference), testified in support of HB 162. He
stated that with the establishnent of a new state forest in
Sout heast Al aska, the Division of Forestry would be able to
manage state lands for a long-term supply of tinber to
| ocal processors and retain the land in state ownership for
mul tiple use. The forest would be managed as part of the
state forest system

9:26: 28 AM

DI CK COCSE, RETI RED FORESTER, KETCHI KAN (via
t el econference), spoke in favor of HB 162. He stated that a
Sout heast Forest would maintain sonme senblance of a forest
industry while practicing nultiple-use managenent on state
| ands. He suggested obtaining additional acreage from the
Tongass National Forest and designating it as state forest
in order to build back what has been | ost.

9:28:17 AM

HB 162 was heard and HELD in Commttee for further
consi derati on.

#sb208
SENATE BILL NO. 208

"An Act requiring the Departnment of Natural Resources
to eval uat e current i ncentives and r ecomrend
addi ti onal i ncentives t hat woul d i ncrease gas
expl oration, developnent, and production in the Cook
Inlet sedinmentary basin; and requiring the Departnment
of Natural Resources to evaluate the means by which
the departnment may explore for, purchase, and sel
natural gas from newy proved gas reserves in the Cook
I nl et sedimentary basin.”

9:28:46 AM

SENATOR Bl LL WELECHOABKI, SPONSOR, introduced SB 208 to
the comm ttee:

SB 208 calls on the departnents of Natural Resources

and Revenue to conplete two tasks by Decenber 1 of
this year.
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The first is to evaluate the effectiveness of existing
i ncentives designed to increase exploration for and
production of natural gas in Cook Inlet.

The second is to identify and eval uate additi onal
steps the legislature could take to increase
production of gas in Cook Inlet.

It is well known that reserves of natural gas in Cook
I nl et are declining.

You have probably all seen this chart — known as the
“waterfall chart” —which depicts a precipitous
decline in the known reserves of Cook Inlet gas.

The chart and testinony indicate that as early as
2012, hones and busi nesses in Southcentral Al aska
could be without sufficient supplies of natural gas.

Earlier this year, we received encouragi ng news about
this | oom ng gas shortage when DNR conpl eted a new
assessment of known, possible, and probably reserves
in the Inlet.

This review concluded that if sufficient investnment in
Cook Inlet exploration were made, supplies could | ast
a great deal |onger

Wil e the new assessnent provi des wel cone news, the
chal | enge remai ns — What actions can and shoul d the
state take to encourage producers to invest nore in
the Inlet?

Wi ch incentives are likely to work and which sinply
transfer revenue fromthe state treasury to conpanies
whi ch nmay al ready have sufficient incentive to drill,
gi ven proper market conditions.

Are there steps the state can take other than | owering
tax rates or increasing credits which m ght have a
greater effect on private sector behavior?

This question is particularly conpelling in |ight of

the very nodest tax rates and generous tax credits
that producers in the Inlet already enjoy.
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The | egislature has already gone to lengths to
encourage nore production in Cook Inlet. To what
extent are these incentives working?

This bill seeks to answer this question and ot hers.
For exanple, what are other jurisdictions doing to
pronote nore investmnent?

If the small size of the market in Alaska is an

i npedi ment to new exploration and production — which
we have heard — are there steps the state can take to
“enhance” the nmarket to ensure that producers see a
return on their investnent in a reasonable tinmeframe?

For instance, could the state cormit to buying a
percentage of newly proven reserves upfront so
investors don’t have to wait decades to reap the
benefits of their investment?

Earlier this session, you heard testinony that the
state already rei nburses conpanies for 45-65% of their
expl oration costs. Guven this, how can the state
partner nore effectively with industry to ensure that
t he needs of Al askans for a long-term affordable and
reliable source of gas are net?

This bill calls for a quick analysis of these
gquesti ons.

It asks DNR and DOR to assess the effectiveness of

exi sting fiscal inducenents, propose new incentives it
bel i eves woul d be useful, and then | ook broadly at
what other strategies the state m ght enploy to nake
sure Al askans down tunble over the cliff depicted in
DNR s “waterfall chart.”

Most inportantly, it calls for this work to be done
expeditiously — by Decenber 1 - so that the

| egislature can act swiftly next year once the
foundation for a nore informed decision has been |aid.

9:32:14 AM

KEVI N BANKS, DI RECTOR, DIVISION OF OL & GAS, DEPARTMENT OF
NATURAL RESQURCES, explained that a couple nonths ago, the
sponsor's staff asked if such a project was feasible and if
it could be inplenented in a short tine. The department's
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first recomendation was to nmake the bill with an inmmediate
effective date. He inforned the commttee that there was a
firm already under contract by the departnment which m ght
be able to undertake this task. He suggested that Gaffney
Cline & Associates' contract could be nodified to provide
the informati on needed.

9:34: 34 AM

Co-Chair Stedman asked if there is any need to change the
time constraint in order to neet the Decenber 1 deadline.
M. Banks thought the inmediate effective date, along with
using the existing contract, would worKk.

Co-Chair Stednan spoke of a concern about naking good
public policy calls instead of reactionary calls regarding
the natural gas supply in the Railbelt. He said that there
are currently many bills that offer incentives, sonme of
which seem to be a little "detached" from a public policy
process, which would define the issue and target
governmental action to solve the problem of running out of
gas. He requested an opinion from M. Banks about finding a
solution in Cook Inlet.

M. Banks believed that nobst tax policy, with respect to
incentives, either by reducing tax or by providing a credit
is "like pushing a string". He further stated that there
are contractual relationships with |essees that sonewhat
limt what the departnment can encourage producers to do.

This bill asks the departnent to use creative thinking
about whether the state can have a nore active role in the
mar ket place, in exploration, and in the devel opnent of

resources in the Cook Inlet. He maintained that it was
worth exam ning the state's role using a neasured approach.

Co- Chair Stedman expl ained that Cook Inlet does not have a
tax structure like the North Slope does. The credits have
been increased and broadened in the past years. The
| egislature ensured that Cook Inlet was not inpacted by
ACES. There is no direct connection between the tax
structure in the Arctic and in Cook Inlet. He reported a
concern that the taxes in Cook Inlet were approaching zero.
He stressed that he is encouraged by this |egislation.

9:38: 51 AM
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M. Banks said he would consider those coments as the
department noves forward on the study, if it is the will of
the | egislature.

Senat or Huggi ns conpl i ment ed t he sponsor for t he
| egislation. He questioned why it takes legislation to
produce conmon sense action. He asked what the departnent
would do if the bill did not exist. M. Banks reported on
actions taken in the past. The departnment has tried to make
sure the markets are sustained. There were discussions
about the sale of royalty-in-kind gas.

9:40: 41 AM

Co-Chair Stedman asked if the study would include
regulations and involve the Regulatory Conmm ssion of
Al aska. M. Banks thought the instructions were broad
enough to consider regulations. "The marketing of" allows
for the inclusion of the Regulatory Conm ssion of Alaska's
i nvol venent .

Co- Chair Stedman suggested |ooking at a broader view of
Cook Inlet. M. Banks agreed.

9:42: 40 AM

Co-Chair Stedman noted two fiscal notes; one by the
Departnment of Natural Resources for $200,000 in general
funds to hire outside consultants to conplete the study

and a zero fiscal note by the Departnent of Revenue.

Senator Wel echowski conmented on the challenge of the
i ssue. He agreed with Senator Huggins' coments. He thought
the bill would help in the long term

9:43: 54 AM

SB 208 was heard and HELD in Commttee for further
consi derati on.

#
ADJ QURNVENT

The neeting was adjourned at 9:44 AM
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