ALASKA STATE LEG SLATURE
HOUSE RESOURCES STANDI NG COW TTEE
February 13, 2015
1: 04 p. m

VEMBERS PRESENT

Representative David Tal erico, Co-Chair
Representative M ke Hawker, Vice Chair
Representative Kurt O son
Representative Paul Seaton

Represent ati ve Andy Josephson
Representative Geran Tarr

VEMBERS ABSENT

Represent ati ve Benjam n Nageak, Co-Chair
Represent ati ve Bob Herron
Representative Crai g Johnson

COW TTEE CALENDAR
HOUSE BI LL NO. 87
"An Act relating to the sale of tinber on state |and; and
providing for an effective date."
- HEARD & HELD
PREVI QUS COW TTEE ACTI ON

BILL: HB 87
SHORT TITLE: TI MBER SALES
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

01/ 30/ 15 (H READ THE FI RST TIME - REFERRALS
01/ 30/ 15 (H RES
02/ 13/ 15 (H RES AT 1:00 PM BARNES 124

W TNESS REG STER

JOHN "CHRI S" MAI SCH, Director & State Forester

Di vision of Forestry

Depart ment of Natural Resources (DNR)

Fai r banks, Al aska

PGSI TI ON STATEMENT: On behalf of the adm nistration, introduced
HB 87.

HOUSE RES COWM TTEE -1- February 13, 2015



Rl CK ROCGERS, Executive Director

Resour ce Devel opnent Council for Al aska (RDC)
Anchor age, Al aska

PCSI TI ON STATEMENT: Testified in support of HB 87.

JASON HCKE, Executive Director

Copper Val |l ey Devel opnment Associ ation

G ennal | en, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 87 with caveats.

ACTI ON NARRATI VE
1: 04: 45 PM

COCHAIR DAVID TALERICO called the House Resources Standing
Commttee neeting to order at 1:04 p.m Representatives Hawker,
A son, Seaton, Josephson, and Talerico were present at the call
to order. Representative Tarr arrived as the neeting was in
pr ogr ess.

HB 87- TI MBER SALES

1: 05: 46 PM

CO CHAI R TALERI CO announced that the only order of business is
HOUSE BILL NO 87, "An Act relating to the sale of tinber on
state land; and providing for an effective date."

1: 06: 15 PM

JOHN "CHRIS* MAISCH Director & State Forester, Division of
Forestry, Department of Natural Resources (DNR), began his
introduction of HB 87 by reviewing the different authorities
under which the Division of Forestry has for selling tinber
(page 2 of the 2/3/15 Briefing Paper for HB 87 in the conmttee
packet) . He said this review will put into context the changes
bei ng proposed for the authority under AS 38.05.118. He drew
attention to the division's authority for conpetitive sales
under AS 38.05.120 ("120"), explaining that these sales are done

either through sealed bid or an oral outcry auction. O al
outcry auctions are used when there are a nunber of different
busi nesses interested in the wood. The sealed bid nmethod is

used in the smaller conmmunities where there are not as many
potential purchasers. Conmpetitive sales are used to obtain the
best pri ce.
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MR. MAI SCH said the next three sales nethods he will discuss are
different variations of negotiated tinber sales. Even though
the term "negotiated" is in the title, there is still a
conpetitive process in two of these three nethods. He explained
that AS 38.05.115 ("115") provides the authority for snal
negoti ated sales of l|less than 500 thousand board feet of tinber.
Drawing attention to the map of the Al aska Forest Resources and
Practices Regions on the last page of the briefing paper, he
explained that 500 thousand board feet wuld be roughly
equi valent to 20 acres in Southeast Alaska (Region |), 125 acres
in Southcentral (Region 11), and 80 acres in the Interior
(Region 111). Those basically represent the types of forest
that grow in each region and their productivity. Only one sale
a year can be negotiated under the 115 authority and currently
the sale is only good for one year. The division is in the
process of changing the regulation that affects the duration so
a purchaser would be allowed to have that sale type for up to
two vyears. The purchasers of these sales are very smal
busi nesses, often described as "nom and pop" operations or a
sol e proprietorship.

MR. MAI SCH said AS 38.05.123 ("123") provides the authority for
negoti ated sales for value-added products. These sales can be
up to 10 years or less than 10 years in length, can go up to 10
mllion board feet per year with a cap of 100 mllion board feet
over that 10-year period of time, and the operator purchasing
this type of sale nust be manufacturing a high value wood
product. A high value wood product is defined in statute and in
regul ati on. The types of products that fall under high val ue-
added were recently updated via a regulation change. The other
type of product in this authority is just value-added products.
A val ue-added product would be a mll that cuts a board for
di rension use but doesn't dry, plane, or grade the board. A
hi gh val ue added board is one that is kiln dried, planed, and
gr aded. Wod pellets were recently added to the high value-
added Ilist because there is a wood pellet mll in Interior
Al aska near Fairbanks; the division is in the process of doing
an AS 38.05.123 sale for that facility.

1:11:12 PM
MR. MAI SCH stated the subject of HB 87 is tinber sales under the

authority of AS 38.05.118 ("118"). These sales can be up to 25
years in length and have three criteria that nust be nmet in the

region in which a 118 sale authority is contenpl ated. House
Bill 87 would drop these three criteria from the 118 authority
to make it easier to use this authority statew de. The first
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criteria is a high level of unenploynent, meaning unenploynent
must be over 135 percent of the statew de average as cal cul ated
by the Departnent of Labor & W rkforce Devel opnent and applied
to the state's different geographic regions. The WMat anuska-
Susi tna Borough, the Kenai Borough, and the Fairbanks North Star
Borough do not exceed that |evel of wunenploynent, so the 118
authority currently cannot be used in these geographic regions.
The second criteria that nust be nmet is that the geographic area
must have an underutilized annual allowable cut. In the Tanana
State Forest of Interior Alaska, the division only offers about
10 - 15 percent of its annual allowable cut, so in that part of
the state this authority would be usable if there were not the
[imtations of borough unenploynent. The division uses this
authority a lot in Southern Southeast Alaska to negotiate sales
to sawmm | Is and manufacturers |ocated in southeast conmmunities,
as opposed to the logs being sold conpetitively which would
allow nost of that material to go into the export market. The
export market in the Pacific Rmand the Lower 48 can afford to
pay a higher price for the log, so if the division were to use
its 120 authority in Southeast Al aska the logs would all nove
of fshore as opposed to being used for supporting jobs and
manufacturing in Al aska conmunities. M. Maisch explained that
AS 38.05.118 cane about because of a situation in the Haines
State Forest in the late 1970s/early 1980s when the state tried
to regulate the round log trade. A purchaser challenged one of
the division's sales and that case went all the way to the
"suprenme court."” The state lost that case because states are
not allowed to regulate interstate comrerce. The 118 authority
was subsequently created by the legislature and the governor at
the tinme to allow the state to have other criteria that it could
use besides just price or an outright restriction on |og export
to direct logs to support local mlls. It was referred to as
the "Schnabel Act" after the Schnabel MIIl that was |ocated in
Hai nes in those days. He said the third criteria is that there
must also be an underutilized manufacturing capability at the
facility, essentially neaning that a mll could add a second
shift or operate year round. House Bill 87 proposes to strike
the three criteria from being considerations, making it easier
for the Division of Forestry to use the 118 authority statew de.

1: 14: 40 PM

MR. MAI SCH said another exanple of where the division tried to
utilize the 118 authority was in Tok when Al aska Power and
Tel ephone Conpany was contenplating investnent in a large
facility that would produce electricity with the use of wood
chi ps. The conmpany approached the division about a 118 sale
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with a 20-year commitnent to lock in a reasonable fuel price to
ensure the recouping of its investnment in an energy facility.
As the division went through the best interest finding (BIF)
process, it becane apparent that there was conpetitive interest
when a second conpany expressed interest in the same wood. So,
the division stopped the BIF, backed up, and offered the sale as

a conpetitive 120 sale. Unfortunately, both conpanies decided
not to bid and that sale is now on the shelf and avail able, and
the division is still hopeful one of those conpanies wll cone

forward and purchase that tinber at some point in the future.

MR. MAI SCH nai ntained that the provisions of HB 87 would not in

any way change the division's public process. Best interest
findings are required for these |arger negotiated sales. Smal

negotiated sales that fall wunder 115 do not require a best
interest finding. He stated there would still be "two bites at

the apple"” for the public and others interested in the sales

One is the best interest finding process where the division puts
out a prelimnary BIF, takes comment, and then nodifies and
makes a final decision based on that coment. The division does
the on-site cruising of the tinber, laying it out on the ground,
and then puts together a forest |and use plan that has specific
information learned at the time of the sale |ayout, and again
the public and other interested parties get an opportunity to
comment on how the sale is designed and actually brought
f orward. The division would do notice under the "945 notice
clause" for the larger tinber sales, while the small 115 sales
are exenpt fromthe 945 notice cl ause.

1:16: 45 PM

MR. MAI SCH addressed Section 1 of HB 87, explaining it proposes
to add a new subsection, (c), to make it clear that the
comm ssioner would have the authority to determ ne which of the
applicable sale provisions is the nost appropriate to use in the
sale of tinber "consistent with the best interest of the state.”
He pointed out that this provision of best interest is what the
division would refer to as |ower case best interest as opposed
to upper case Best Interest. This statenent of |ower case best
i nterest does not nmean that best interest findings are required
for the authorities under AS 38.05.110 - 38.05.123.

MR. MAI SCH expl ained that Section 2 would add new words [to AS
38.05.118(a)]: "the conm ssioner may negotiate a sale of tinber
to a | ocal manufacturer of wood products or a user of wood fiber

" The new words "wood fiber" are to nake it clear that wood
chips are included and can be used for biomass type facilities.
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While the division is confortable it already can do that, this
makes it specific that wood fiber is an intended use. He drew
attention to the two Al aska Energy Authority maps at the back of
the committee packet that display the nunber of wood bionmass
projects that are currently being considered, or are already
built and operating, around the state. He said the red dots on
the first map indicate the communities that are doing pre-
feasibility studies to determ ne whether they have enough wood
and the econom cs nake sense for heating projects, but the Tok
project is an electrical project. The second map shows where
there are operating facilities; the best known one being in Tok,
whi ch produces both power and heat for the school and has a
greenhouse that produces food for wuse in the school [|unch
prograns for the whole district. This also occurs in Craig, but
the boiler there is a solid wood boiler that heats the school
Craig also has a greenhouse for school |unch progranms. The 118
authority is definitely of interest to the |larger bionmass
proj ects, he said.

1: 19: 50 PM

REPRESENTATI VE SEATON recalled a bill was passed several years
ago to nmake peat available as a bionass resource. He inquired
about a peat bionass resource as conpared to wood bi onmass.

MR. MAI SCH responded that according to the Division of M ning,
Land and Water, peat falls under the negotiated materials sales
of Title 38, which is AS 38.05.550 - 565. Peat sales fall under
AS 38.05.555(f), which allows the negotiation of peat and sets
different pricing structure points at different levels of sale
guantities. Peat is treated as a material sale product, not a
ti mber product.

1:21:15 PM

REPRESENTATI VE TARR understood each state forest would have to
have a forest managenent plan and that these plans describe the
al | owabl e harvest. She further understood that [under HB 87]

all tinber sales would still be subject to the constitutiona

requi renent for sustained yield managenent. She said it sounds
like the frequency at which the forest could be cut would be
i ncr eased. She asked whether this proposed change would allow
nore board feet to be cut than woul d have ot herw se been cut.

MR. MAISCH replied he thinks the discussion being referenced is

the discussion about using the 118 sale authority in Southern
Sout heast Al aska where traditionally there has been a lot nore
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wood vol unme avail able off the Tongass National Forest, a federal
forest. But that is not the case any longer, it is now referred
to as a tinber fam ne because not enough wood is available. The
division uses this 118 authority to try to direct the limted
supply of state wood to the |ocal manufacturers. Ri ght now the
division is in the process of doing a "bridge tinber progran
where the division is offering its surplus allowable cut. The
allowabl e cut is managed on a 10-year average, SO in any one
year sales mght sell up to the allowable cut, which is 13
mllion feet in the southern Southeast State Forest on Prince of
Wal es |sl and. In a year where that full allowable cut is not
sold, that unsold volune is essentially put in the bank and can
be offered at sonme point in the future which would result in the
al l omabl e cut being exceeded in that given year. For that 10-
year period of allowable cut, it mnust average out to be either
right on the noney or lower. The proposed changes do not allow
the division to sell any nore tinber than what is allowed under
sust ai ned yield and annual allowable cut cal culations. \Wat the
proposal would do is that in the next two years the division
wll have offered all of its surplus allowable cut and would
then no longer be able to use the 118 provision based on the
current requirenent that there has to be a surplus of allowable
ti mber to harvest.

1: 24: 01 PM

REPRESENTATI VE SEATON requested an explanation for why it is
being proposed to repeal the criteria that an area nust have
underutilized manufacturing capacity.

MR. MAlI SCH answered that that requirenent was in place to ensure
that the wood purchased under this kind of a negotiated sale
would actually result in creating additional jobs in that
facility. So, if a facility theoretically was at full capacity
operating three shifts, nore volune necessarily wouldn't result
in the desired effect of nore jobs. So, that is where that term
"underutilized capacity” cones from It also has been
interpreted that if a new mll was being built, and it existed
within two years of the negotiated sale, that would also be
considered as unutilized capacity, but there is a provision in
the contracts that allows the division to cancel the contract if
the mlIl is indeed not up and running and cutting wood wthin
that two-year tinmefrane. The idea is to encourage job creation

REPRESENTATI VE  SEATON under st ood t hat t he af orenent i oned
criteriais one of three criteria that HB 87 would renpve.
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MR. MAI SCH replied correct.

REPRESENTATI VE SEATON concl uded the proposal renoves the |oca
j obs portion of this. He further understood that the area nust
have wunderutilized manufacturing capacity, not the particular
bi dder . For exanple, he asked, if there is not underutilized
capacity in Southeast Al aska, "does that mean under current
status [the division] couldn't have these sales, and ... renova
of that would allow basically export ... of those |ogs because
there wasn't underutilized capacity in the area.”

MR. MAI SCH responded no. By renmoving these three criteria it
still is going to be 118 authority, which allows the division to
do that negotiation. Section 2, subsection (a), of the bil
still states "to a local manufacturer”, so those words are not
bei ng changed. The bill maintains the intent that this is for
manufacture, that it is for wuse in Ilocal facilities, and
striking the three subsections would make it easier for the
division to wuse this authority statewide and to wuse it
consistently, should the division choose to use it through a
best interest finding process. This will still be a relatively
rare authority that the division wuld use, except in Southern
Sout heast Al aska, as per the earlier discussion on the allowable
cut piece of it.

REPRESENTATI VE SEATON understood, then, that the negotiated

terms are still going to be for local or regional nmanufacturing
of the product and that elimnation of the section for
underutilized capacity will not allow these tinber sales to be

used for export |unber.

MR. MAISCH confirned that Representative Seaton has stated it
correctly and said that would also be his interpretation of this
proposed change.

1:28: 17 PM

REPRESENTATI VE TARR addressed M. Maisch's previous statenent
about violating the interstate comerce cl ause. She surm sed
that, given the conversation taking place now and the response
from one particular mll, this public discussion is for this to
be a policy that would advantage a local conpany at the
di sadvantage of this export conpany, and that the Departnent of
Law has said there is no interstate commerce issue there if it
is being done with that specific intent.
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MR. MAI SCH answered yes, this statute was created specifically
because of the "suprene court"” case on interstate commerce that
specifically said states do not have the power to regulate. He
expressed his confidence that this is constitutionally allowable
under the state's constitution. Potentially, it is choosing
wi nners and |osers, he allowed, a position that the division
does not like to be in, so that is why the division uses the 120
authority for the majority of its tinber sales. It has been the
policy of many past adm nistrations, including this current one,
to try to use the state's resources to create as nany |jobs,
especially manufacturing jobs, in the state as possible. The
| ack of wood supply in the Tongass National Forest has reduced
the forest products sector in Southeast Alaska from 5,000
enpl oyees to 200 - 250. The industry that is left is on the
brink of failing because of a lack of wood supply. So, the
smal | anmpbunt of wood that the division can bring to the table is
very inportant to the continued existence of these businesses

It is not that the division will not do 120 sales in Southeast
Al aska: the division still does that on occasion when the sale
is located too far away fromthe mlls that could use it, or it
mght be right next to a bigger sale of either federal or
private tinber and so it nmakes sense to offer that sale at the
same time under a 120 authority. It is not a conplete "un-use"
of that other authority, but it would give the division the
ability to direct as nmuch wood as possi ble to manufacturing.

1: 30: 38 PM

REPRESENTATI VE TARR expressed her concern that it is old-growth
forest with salnon streans that wll be cut. She said the
duration of tinme mkes [this proposal] stand out: t he

conpetitive sales have no duration limt, but these are up to 25
years. She surm sed that because it would be a negotiated sale
there would still be public notice so people could comrent.
G ven the appraisal would be every five years, she asked whet her
there would be an allowable cut over the length of that contract
that specifies in what years that wll happen. She further
asked whether the potential exists for things to be done
haphazardly between tine zero and five years when a re-appraisa
t akes pl ace.

MR. MAISCH replied the division has not done a 25-year sale
because a | ot can happen in that |ong anount of time, especially
in Interior Alaska where wildland fire is a common occurrence.
Once ternms of the sale are negotiated, the division uses a
standard tinber sale contract that requires bondi ng, reappraisal
every five years wunder the 118 authority, and [reappraisal]
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every three years under the 123 authority. In reappraisal the
division |l ooks at the base rates and the fair narket appraisa
of the material being sold and <can adjust the rates

contractual ly. At that tinme the division would take into
account any major changes to its ownership of tinber, such as a
large wildland fire. The longest term sales the division has
contenplated were the 20-year sales in Tok. Currently the
division is doing two five-year sal es back-to-back under the 123
authority in Fairbanks. The length of time is critical for a

business entity that is going to seek financing in the private
sector to build a facility, in which case the business needs a
m ni mum 10-year comritnent of raw material to anortize that
investnment in the private equity sector. The division not
exceed its allowable cuts and the re-calculated allowable cuts
that are based on changing conditions; there is always a
constant adjustnent as the division noves forward in tinmne.

1:33:41 PM

REPRESENTATI VE JOSEPHSON addressed M. Maisch's statenents about
present |ack of available tinber. He offered his understanding
that in a conpetitive sale, tinber is cut as logs in the round
and shipped overseas, generally, or the tinber is used
donestically in a local mll and then perhaps shipped el sewhere.
He asked what in that duality speaks to a lack of tinber supply.
In other words, he continued, if soneone failed to bid in a

conpetitive bid to cut and ship as logs in the round, wouldn't,
for exanple, Viking Lunber Conpany, as the only bidder perhaps
in one scenario, receive the tinber sale.

MR. MAI SCH responded there are nore than just two conpani es that
are potentially in play in Southern Southeast Al aska and that is
primarily what is being talked about with this proposed change.
Two bigger conpanies are involved in round |og export: Vi ki ng
Lunber Conpany [of Craig on Prince of Wales Island] is a md-
size mll, and lcy Straits Lunber & MIling, Inc., of Hoonah [on
Chi chagof Island], which is not near as large and cuts about 5
mllion board feet a year. Plus there are a nunber of snmaller
mlls around Southern Southeast Al aska/Prince of Wales. Most
state tinber is not Ilarger blocks of wood. Sonetimes the
division sells only 2 or 3 mllion board feet and sonetines as
much as 10 or 15 mllion board feet in a sale. Dependi ng on
where the mll is located, there can often be nore than one
bi dder . It is not just a sinple matter of whether an exporter
doesn't bid on a sale that it would by default go to Viking

There is actual conpetitive interest in the wood because there
is sinmply not enough wood available for the capacity that both
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the round log exporters have and the mlling sector has in

Sout hern Sout heast Al aska. About 100 million board feet of wood
could probably be utilized in Southern Southeast Al aska in the
industries currently |ocated there. In a good year the U S.

Forest Service sells maybe 30-35 mllion board feet and the
division sells a little bit in addition, so the available vol une
is very short for the current industry.

1: 36: 25 PM

REPRESENTATI VE JOSEPHSON asked what the state is giving up in
revenue when a decision is nade to sell donmestically rather than
for the overseas narket, setting aside the economc inpact
created by spinoff in places |ike Thorne Bay and Craig.

MR. MAISCH replied the state would receive a 30 - 50 percent
hi gher price for that log as a stunpage value, depending upon
the sale's location and size, quality of wood, and anmount of the
wood. However, the key point here is that only about 13 mllion
[ board] feet of wood are being tal ked about as being avail abl e
annually on a sustained yield basis [from state forests]. This
doesn't translate to a |arge nunber: a few hundred thousand
dollars difference in the very best case scenario and just tens
of thousands of dollars difference in a worst case scenario.
So, the state is forsaking a higher price for the concept of
creating jobs and supporting comunities.

REPRESENTATI VE JOSEPHSON observed that the sectional analysis
for Section 3 states that the [repeal of AS 3.05.118(c)] would
enable DNR to negotiate tinber sales in all areas [of the
state]. He offered his understanding that the current three-
pronged test of the 118 authority was designed such that if
there is economc hardship a negotiated sale can occur, but if
there is not economc hardship the assunption is that there
should be sone conpetitiveness. He surmsed that if the
I nterior and Mat anuska- Susitna  areas are doi ng better
econonmically, the result would be a conpetitive bid.

MR. MAISCH answered yes, the 120 sale is the default nmethod
under which the division sells the vast majority of its tinber
sal es. The division only uses these other authorities when it
finds that it is in the best interest of the state to use those
authorities. The division offers a fair nunber of 115 sales in
the Interior, but those are the small negotiated sales that go
to very small operators and do not cost the division as nuch to
lay out and adm nister. Instead of going through all the
process of what a larger sale would require, it actually saves
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the state noney to be able to offer those small sales to those
smal | operators; as well, it saves the small operators a |ot of
the red tape of the larger sale authorities.

1: 39: 33 PM

REPRESENTATI VE TARR, regarding the talk about |ack of wood from
federal forests, related that tinber sales on federal forests
have been criticized as noney |osing operations because it is
the federal governnent that pays for replanting and the buil ding
and ripping of roads. She asked who the responsible party is
under state tinber sales for road building and ripping and
recl amati on and repl anting.

MR MAISCH replied it is done differently on the state side,
with the vast nmgjority of the roads built by the tinber
purchaser. The division appraises the value of the inprovenent,
be it a bridge or a prinmary or secondary road, into the sale
price. The tinber sale contract requires the purchaser to build
that piece of infrastructure. If the infrastructure is already
in existence, the division appraises in a maintenance cost for
the road while the purchaser is using it. Were there is not an
active tinmber sale on segnents of roads, it defaults to the
state to continue to maintain those roads. The division nust
maintain them to neet forest practices standards which are
focused on fish habitat and water quality issues. Cccasional |l y
the division has received capital appropriations for a |arger
pi ece of infrastructure, such as a bridge that would not be easy
to carry on a tinber sale. So, there have been sonme cases where
capital noney has been invested in infrastructure, just as is
done on all other types of infrastructure in the state. The
division is very proud that it has over 500 mles of roads in
Al aska, nostly in the Interior. Some of those are w nter roads,
but those roads are very nuch nultiple-use roads and are how
people get out to recreate, hunt, and do subsistence. They are
an inportant piece of life in many of the places where there are
state forests or state lands that are classified for forestry
use. In regard to reforestation, those costs are sonetines
appraised into the sales and other tinmes the division sinply
uses natural regeneration, which is usually very effective in

Sout heast Al aska. However, natural regeneration is sonetines
not as effective in the Interior and Southcentral Al aska, so the
division will supplenment that with planting if the regeneration

surveys show that that needs to be done. Sonetines the division
does receive capital nonies, but nore often the division has
sone tinber sale receipt authority, about $850,000 a year, that
can be wused for infrastructure or reforestation work. The
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di vision actually supports some of its tinber sale foresters off
of the funds that are earned through the tinber sale receipt
program Most years, though, the division returns noney to the
treasury once that cap is hit.

1:42: 44 PM

REPRESENTATI VE  SEATON observed that t he 115 sales are
approximately 125 acres in size in Southcentral and about 80
acres in the Interior. He asked whether Interior sales are that
much nore productive than Sout hcentral sales.

MR. MAISCH confirnmed they are, primarily because [the Interior]
tends to have better soil types, tenperatures, and a |ot of
spruce stands. Based on the division's inventories, the average
volume per acre in the Interior is about 8,000 board feet,
whereas in Southcentral it is about 4,800 - 6,000 board feet.

Sout hcentral has nmuch nore mxed forest - spruce and usually
birch. Interior has sone m xed stands, but often the stands are
pure spruce, pure birch, or pure aspen, which tend to grow nuch
denser than in Southcentral. Sone of the Interior forests rival

about 35,000 board feet to the acre, which is equal to sonme of
t he average stands in Sout heast Al aska.

REPRESENTATI VE SEATON drew attention to page 1, line 6, of the
bill which states "offer the tinber consistent with the best
interest of the state.” He then drew attention to page 1, line
9, which would add "the sale is in the best interest of the
state". He queried whether these could be read such that the
state gets itself into a lawsuit that the conm ssioner is
required to have a best interest finding before there can be a
sale in Section 1 under AS 38.05.110 - 38.05.123, given sone of
those don't require a best interest finding. He said if no one
is present from the Departnent of Law to answer his question
then he would like to get a witten opinion verifying that that
does not require a best interest finding in Section 1

MR. MAISCH reiterated that he has spoken with the Departnent of
Law, but will get a witten finding for Representative Seaton

He said, "The way | read that one in Section 6, as | nentioned
we would call that the |lower case best interest finding, whereas
in Section 9 it's prefaced up there in (a) where it says 'upon a

finding that a best [interest of the state]', so that is kind of
the big b, for lack of a better word to describe it, and it is a
fine legal definition or understanding." He offered his

agreenent with Representative Seaton that it would be good to be
as clear as possible and will get back with an opinion.
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1:46: 04 PM

REPRESENTATI VE JOSEPHSON i nquired whether the "suprene court”
deci sion regarding the conmerce clause was from 1983.

MR. MAI SCH responded it was in the |late 1970s or early 1980s and
that he will get back to the commttee with the actual case. He
said the parties were the State of Al aska and an attorney who
had purchased ti nber.

1:46: 51 PM

MR. MAI SCH, responding to Co-Chair Talerico, explained that one
board foot is 12 inches by 12 inches by 1 inch, and a cubic foot
is 12 inches by 12 inches by 12 inches.

CO CHAI R TALERI CO asked whet her tinber sales can be transferred.
For exanple, he is aware of sonme |unber operations in his
district that have changed hands on a regul ar basis.

MR. MAI SCH answered that through the contract process there is

the ability to reassign contracts. In sone cases an operator
can actually re-sell a contract if the operator feels that is in
its econom c best interest. However, generally, it is through

re-assignnent and the division does due diligence because the
bonds nust be reposted and the new party must have the financia
ability.

1:49: 07 PM
CO CHAI R TALERI CO opened public testinony on HB 87
1:49: 48 PM

RI CK ROGERS, Executive Director, Resource Developnment Counci

for Alaska (RDC), stated that RDC is a statew de, nenbership
funded, trade association representing oil and gas, mning,
tourism fisheries, and forestry. He said RDCis in favor of HB
87 and has submtted a letter for the record. The tinber
industry is a shadow of its fornmer self, wth tinber supply
being the biggest issue restricting the industry in Al aska. I n
a snmall way, HB 87 helps the state adjust the tools that it has
to be as effective as possible in providing neaningful tinber

supply, particularly for manufacturing facilities |ike Viking
Lunber and others in Southeast Alaska that are struggling
because of the lack of federal tinber. He said RDC agrees wth
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the adm nistration that the 120 sales, the conpetitive sales,
are the first choice and, all things being equal, the best way
to sell tinber. However, there are unique circunstances wth
the conpetition between exports and the need for the state to
help mlls struggling with the lack of adequate supply. G ven
this different climate of tinber supply, this is an appropriate
adjustnment to the statutes since they haven't been changed for
several decades. He clarified that wood chips are part of the
mar ket basket that can be considered, which nakes sense given
there is now a biomass energy industry, particularly in the
I nterior. Wile the biomass industry is small, it is one
additional way to address the high cost of energy in rural
Al aska as well as sone of the air quality issues that come from
burni ng wood with | ess advanced technol ogy.

1: 52: 59 PM

JASON HOKE, Executive Director, Copper Valley Devel opnent
Associ ation, stated the Copper Valley is an ocean of bionass
with over a mllion acres of beetle-killed tinber, of which 67
percent is on state |and. He explained that a board foot is
applicable towards tinber, whereas tonnage is what is used when
di scussi ng bi onass. In his area there is a lot nore biomass
than tinber. This biomass needs "to be ground up and processed
as chips into what is defined as a higher val ue-added product."
He said the Copper Valley Developnent Association is in full
favor of HB 87 and hopes the conmttee wll push the bill
f orward. However, he continued, he has two caveats. One is
that under the 123 authority, sales to supply a chip operation
woul d not qualify for high value-added. He explained that he is
currently working on a deal wth a processor and a val ue-added
bi o-brick naker and the only way to get a lot of this tinber out
is tochip it in the wods and haul it to the facility where it
wll be pressed into bricks. Wiile it is nostly black spruce,
which is very small dianmeter, it still has value if chipped.
So, his first caveat is to take a look at AS 38.05.123 in this
regard. Further, he noted, under an AS 38.05.123 sale the
processing facilities nust be operational prior to harvesting
tinmber sold under this authority. But, he pointed out, the
af orenenti oned operation is going to go hand-in-hand because the
facility is also going to be the processor - to get the wood out
it has to be chipped before it can be nade into bio-bricks.

1:55: 42 PM

COCHAIR TALERICO held over HB 87 and kept open public
t esti nony.
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1: 56: 05 PM
ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 1:56 p.m
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