SENATE FI NANCE COWM TTEE
March 18, 2015
9:07 a.m

9:07: 04 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:07 a.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co-Chair
Senator Pete Kelly, Co-Chair
Senator Peter M cciche, Vice-Chair
Senator Cick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny O son

VEMBERS ABSENT

None

ALSO PRESENT

Shel don Fi sher, Comnm ssioner, Departnent of Adm nistration;
Mark Meyers, Comm ssioner, Department of Natural Resources;
Jeanmarie Davis, Director, D vision of Support Services,
Depar t ment of Nat ur al Resour ces; Ed Fogel s, Deput y
Conmi ssi oner, Departnment of Natural Resources.

PRESENT VI A TELECONFERENCE

Steven Masterman, Director, D vision of GCeological and
CGeophysi cal Surveys, Fairbanks; Brent Goodrum Director,
Division of Mning, Land and Water, Departnment of Natural
Resources, Anchorage; Ben Ellis, Director, A aska State
Par ks, Departnent of Natural Resources.

SUMVARY

SB 26 BUDCGET: CAPI TAL



SB 26 was HEARD and HELD in commttee for further
consi derati on.

FY 16 BUDGET OVERVI EW6

DEPARTMENT OF ADM NI STRATI ON
DEPARTMENT OF NATURAL RESOURCES

#sb26

SENATE BILL NO 26
“"An Act nmking appropriations, including capita
appropriations and ot her appropri ati ons; maki ng

appropriations to capitalize funds; and providing for
an effective date.™

AOVERVI EW FY 16 BUDGET DEPARTMENT OF ADM NI STRATI ON

9:07:17 AM

SHELDON FI SHER, COWM SSI ONER, DEPARTMENT OF ADM NI STRATI ON
(DOA), related that the departnent had a single capital

request; $3 mllion for the public building funds,
reference 54089. He clarified that the item was an annua

request for funds to perform deferred maintenance on the
twelve buildings within the public building fund. He
rem nded the conmttee that the funding was included for
the rates DOA charged to other departnments. He felt that it
was a sinple request and therefore had not prepared a
present ati on.

9:08:41 AM

Senator Dunl eavy asked if there would be any life, safety,
or catastrophic ramfications if the request was not funded
for a year. Conm ssioner Fisher characterized the funding
as a nodest request, and was unsure if the lack of funding
would be |ife threatening. He pointed out that it would
delay the need to future years, and the safety
ram fications would be dependent upon the circunstances and
facts. He discussed energency evacuation chairs, and stated
that there were itens on the list that could be life-
threatening if not funded.

9: 09: 38 AM
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Senat or Dunl eavy asked Conmi ssioner Fisher to respond to
the commttee wth information about anything in the
request that mght be |life, safety, or enmergency related

Conmi ssioner Fisher related that he had reviewed the |ist
of itens in the request with his team He described itens
and instances in which safety would be conprom sed if they
were not funded. He discussed the state office building and
the necessity of leaving it vacant, which he opined was "an
unw se use of resources.” He continued to say that the
request was a pared-down list, and if not |ife-threatening,
it was an inportant set of priorities.

9:11: 27 AM

Senat or Bishop comented had read a related report and
requested that Comm ssioner Fisher refresh the Dbackup
details regarding the enmergency generator. He furthered
that in a tight budget environnent, it was possible and
prudent to extend the |life of the generator by replacing
sonme swi tching gear.

Co-Chair MacKinnon pointed out item 5 on page 3 of the
"Deferred Maintenance Inventory" (copy on file), and
wondered if there were going to be additional costs
associated with the phased project as they renodeled the
space to nake it usable. Comm ssioner Fisher indicated that
it wuld not be known after the first study. He nentioned
the need for finishing the bidding specifications before
havi ng an expectation of what future phases of the project
woul d cost.

Co- Chair MacKinnon asked if there would be a prelimnary
design phase and then a construction phase. Comn ssioner
Fisher clarified that the first phase of the project was
t he design and bidding specifications, at the end of which
the detail would be available regarding the |arger cost.
Co-Chair MacKinnon asked if it was the intention of the
departnment to rent out the space to a potential buyer, or
if state enployees would be relocated to the space.
Comm ssi oner Fisher specified that DOA would be relocating
ot her state enployees in to the space.

9:13: 35 AM

Senator Dunleavy clarified his earlier statenents, noting
that it would be nice if the items on the list that were
"absolutes" were earmarked with an explanation provided.
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Comm ssioner Fisher agreed to bring the conmmttee nore
detail wth regard to projects that were inperative to
heal th and safety.

9:14: 07 AM
AT EASE

9:16: 10 AM
RECONVENED

AOVERVI EW FY 16 BUDGET DEPARTMENT OF NATURAL RESOURCES

9:16:49 AM

MARK MEYERS, COW SSI ONER, DEPARTMENT OF NATURAL RESOURCES
(DNR), related that he wanted to have a great degree of
transparency in order to assist the commttee in making
effective decisions. He wanted to honestly convey what the
requested capital inprovenent projects (CIP) did, their
status, and their inportance. He summarized that all of the
departnment's CIlP requests wer e based on econoni c
devel opnment; many in oil and gas and permtting. He asked
the committee to please keep in mnd that the ClPs of the
previ ous and current adm nistration were focusing on making
sure there was |arge anmobunts of future revenue in the state
by devel opment of Al aska's resources.

9:18: 18 AM

JEANVARI E DAVIS, DIRECTOR, DIVISION OF SUPPORT SERVICES,
DEPARTMENT OF NATURAL RESOURCES, discussed page 2 of the
presentation "Capital Budge Overview' (copy on file),
including FY 16 capital requests, existing phased project
status, and future capital funding needed to conplete

existing projects. She listed the funding categories for
the FY 16 capital request: $750,000 in Unrestricted General
Fund (which in all cases natched other federal funds),

$7,650,000 in federal receipts, and $3,900,000 in other
funds for a total of $12,300,000. She related that the
total was in the governor's endorsed budget as it went
forward. She pointed out that DNR woul d be making a request
to withdraw one project in the amount of $2.5 mllion of
ot her funds, which would bring the net budget request to
$9.8 million.

9:20: 03 AM
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ED FOGELS, DEPUTY COW SSI ONER, DEPARTMENT OF NATURAL
RESOURCES, presented page 3, discussing two simlar capital
projects that were nostly funded with federal grant nonies:

Nati onal Recreational Trails Federal Gant Program -
Ref Num 6854

$1,500.0 Fed Receipts / $200.0 GF Match

Grant funds are awarded to organi zations, agencies and
| ocal governments as 80/20 matching reinbursable

grants for trail and trailhead developnent and
mai nt enance, and for education prograns relating to
trail safety and responsible trail use. Gantees

provi de cash, |abor and equipnent to match at |east 20
percent of grant funds. The end result is a variety of

trails that are safe, high-quality, have year-round

access, and include notorized, non-notorized, and
diversified trails. This is an annual request as |ong
as the federal program continues. In FY2014, 50
different trail projects were awarded grants.

National Historic Preservation Fund - Ref Num 6865
$650. 0 Fed Receipts / $150.0 GF Match

The National Historic Preservation Fund (NHPF) is a
f eder al program which assists states wth their
historic preservation prograns. The NHPF funds grants
to local governnents, agencies, organizations and
i ndividuals for restoration or stabilization of
historic properties, and grants for survey, inventory,
education, planning and training projects. This is an
annual request as long as the federal program
continues. In FY2015, 19 different grant projects were
awar ded fundi ng.

9:21: 08 AM

Senat or Dunl eavy asked what was absolutely essential to
life and safety and by what other extraordinary reason did
the requested projects have to be funded in FY 16. M.
Fogel s considered that within the trail work project there
could be safety inplications, however he was unsure if he
could make the "life and safety connection" to the historic
preservation fund request. He reiterated that the two
requests were federal prograns and the reason for the
general fund match request was to access federal funds.
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Senat or Dunl eavy wondered if the requests were not funded
for one year, could the projects be funded the follow ng
year and attain the federal matching funds. M. Fogels
answered in the affirmative. He comented that the downside
of not funding the requests for a year would be the | oss of
key staff who would normally review projects and adm ni ster
funds as part of a very heavy adm nistrative | oad.

Comm ssioner Fisher added that the matching funds were
dependent upon the federal budget, and there was a risk of
not receiving the funds in the future.

Vice-Chair Mcciche discussed the National Recreational
Trails Program and wondered about the ratios of grantee
contribution and matching funds. M. Fogels clarified that
there was a 20 percent match for the grant recipients, and
it leveraged the total

9:24: 30 AM

M. Fogels discussed page 4, outlining the Abandoned M ne
Lands Recl amati on Federal Program and the Cooperative Water
Resource Program Pass-Through to USGS for Stream GGaging
Proj ect s:

Abandoned M ne Lands Reclamation Federal Program -
Ref Num 6855

$3, 200. 0 Fed Receipts

The Legislature enacted the Al aska Surface Coal M ning
Control and Reclamation Act in 1983 (AS 27.21). The
mai n purpose of the act was to pronote the reclamation
of areas mned before enactnent of the federal Surface
M ning Control and Reclamation Act of 1977. Conditions
on sonme of these nined areas could endanger public
health and safety, have environnental inplications,
and prevent the beneficial use of or cause damage to
| and and water resources. Al funding for this program
comes from federal grants. Since FY2012, funding has
been focused on projects in the Healy area.

Cooperative Water Resource Program Pass-Through to USGS

for Stream Gaging Projects - Ref Num 37762
$2,500. 0 SDPR
Proj ect request has been w t hdrawn.

M. Fogels pointed out that the Mne Lands Reclamation
Program was funded entirely from federal receipts. He
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furthered that it was a national program generated on a
fee; 28 cents per ton on the mning of surface coal, and 12
cents a ton on the mning of underground coal. The nonies
went to a fund that was distributed by the Federal Ofice
of Surface Mning, and with Alaska's funding portion DNR
participated in reclamtion of abandoned coal mnes in the
state. He related that if nuch progress was nade wth
abandoned coal mnes, DNR could nove to reclamation of
abandoned non-coal mnes. He clarified that nuch of the
effort in recent years had been to put out coal fires in
the Sutton area due to historic mning. Currently DNR was
working in the historic mning area near Healy, where there
were nmany deep pits that were hazardous to the public.
O her recent work included closing old mning adits in a
hi ghly popul at ed ar ea.

9:26: 04 AM

Co- Chair MacKi nnon asked i f regul ati ons required
reclamation or the establishnent of reclamation funds for
mnes currently operating. M. Fogel s explained that

current law required reclamation for present-day Al aska
m nes.

Co- Chair MacKi nnon asked for clarification that the funds
were being utilized to bring past mnes up to current
safety standards. M. Fogels replied in the affirmative,
that the work was to mtigate past practices conpleted
bef ore nodern environnmental |aws were passed.

Co-Chair MacKinnon asked if there were any additional
requi renents or encunbrances on the property on which the
recl amati on was being done using federal funds. M. Fogels
stated that he did not believe there was any further
encunbrance on the property.

Co- Chair MacKi nnon outlined the exanple of DNR Division of
Par ks and Recreation accepting federal funds [for purchase
of land for parks], and |later being unable to identify the
properties. Further, the lack of identification of severa
mllion dollars of federal receipts precluded access by
private property owners into the greenbelt. M. Fogels
continued to state that there were not addi ti onal
restrictions on the funding. He specified that DNR had done
a lot of reclamation work in the Sutton area that had
created nice areas for the public to recreate in; with no
restrictions but for the choices of the original |andowner.
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Co-Chair MacKinnon asked if DNR prioritized state |ands
before private property owners. M. Fogels stated that the
priority was for health and public safety, and that the
nor e dangerous instances were prioritized.

Co- Chair MacKinnon asked if there was a list of land for
recl amation, and wondered what the state's liability was
for risk to the public. She clarified that she did not want
a formal letter; rather just a conversation to convey the
i nformation.

9:29: 01 AM

Senat or Bishop asked if DNR had a pre-approved contractors
list for those that do the renediation projects. M. Fogels
stated that for each project, DNR went out to bid.

M. Fogels went back to slide 4, and discussed the

Cooperative \Water Resour ce Program Pass-Thr ough. He
specified that DNR had w thdrawn the request after | ooking
at the project nore closely. He furthered that the program
received statutory designated program receipts, and DNR had
sufficient receipt authority on the books to last a couple
of years.

M. Fogels presented slide 5:

Federal and Local Governnent Funded Forest Resources

and Fire Program Recei pts - Ref Num 37769

$1,400.0 Fed Receipts / $400.0 SDPR

This project provides receipt authority for federal
and | ocal gover nnment funded projects including
conpetitive gr ant awar ds for hazar dous fuels
reduction, Firewi se and prevention education, specia
forest disease surveys, forest restoration projects,
bi omass inventories, towns and cities targeted for
community forestry projects and tree plantings, forest
stewardship plans, and agreenents for one tinme |ocal
government funded field projects.

EVOS Trustee Council Habitat Acquisition of Subsurface
Lands on Northern Afognak |Island - Ref Num 60290

$1, 000. 0 EVCS

This project wll use Exxon Valdez Ql Spi |
settl enent funds to purchase the subsurface estate or
a no surface occupancy agreenent on approxinmately
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36,370 acres of Northern Afognak Island. Acquisition

of these lands or interest in these lands will ensure
protected surface habitat values are not inpacted by
subsurface activities. In FY2015 the Legislature

appropriated $15 mllion of EVOS funds for acquisition
of the surface estate.

M. Fogels discussed the Federal and Local Governnent
Funded Forest Resources and Fire Program Receipts, and
specified that it was a programin which DNR received funds
to pass through. He detailed that the program did fire
mtigation projects in local conmunities. He wused an
exanpl e of the Fairbanks NorthStar Borough funding a fuels-
reduction program that protected about 100 houses fromfire
in the last couple of years. Wrk funded through the
program also included the WMat-Su Borough funding a fuel-
reduction program and sone work done on the Funny River
fire fuel break

M. Fogels discussed the Exxon Valdez Q1 Spill (EVOS)
Trustee Council budget item explaining that it entailed
habi tat acquisition of subsurface |ands on Northern Afognak
| sland. He detailed that the program included using EVCS
settlement funds to purchase the subsurface estate for a
parcel on which they were close to finalizing the purchase
from Quzinkie Corporation. He related that the surface
negoti ati ons had al nost been conpl eted. The sub-surface was
owned by Koniag, Inc., and wuld require a separate
transacti on.

9:31: 45 AM

Vice-Chair Mcciche asked for a definition of subsurface as
it pertained to the project. M. Fogel explained that the
land was subject to valid existing rights, the |and was
private property, and DNR would be buying the entire sub-
surface estate (all mneral estate).

Vice-Chair Mcciche asked if the lands would be off limts
for any developnment in perpetuity. M. Fogels elaborated
that the surface estate would be managed by the state park
system He went on to say the state park director had
determned that the land would not be an additional fisca
burden to his managenent, due to its location and type of
use. He added that the |land would be part of the state park
system He continued that if the state acquired the
surface, EVOST wanted to make sure that there would not be
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parties attenpting to develop mines in order to access the
subsurface mneral resource. He shared that studies had
shown that there was very little potential on the land for
any mneralized terrain.

9:33: 22 AM

Vi ce-Chair Mcciche asked for verification of the terns, to
denonstrate that the state was not "severing natura
resources from the people of Al aska forever." He described
EVOST control as ‘"pretty absolute,” and wanted sone
denonstration that the state was not giving up resources
fromthe future of Al aska.

Senat or Dunl eavy asked for clarification that it was Al aska
Native Clains Settlenent Act (ANCSA) |land or Native |and,
and the resources belonged to the Koniag Native
Corporation. M. Fogels answered in the affirmative, and
specified that the sale concerned private mneral rights
that the seller wanted to sell for the state, and they
woul d be off-limts to devel opnment.

9:34:22 AM

Co-Chair MacKinnon asked why it would be in the best
interest of the state to pay for the subsurface rights. M.
Fogel s stated that the |and purchase was an EVOST program
and they made the determ nation using established criteria.
He described DNR as the real-estate broker for the trustee
counci | .

Co- Chair MacKinnon stated that the commttee would need a
further evaluation of the trustee council, its mssion, and
the land acquisitions it was meking across the state. She
understood the council wanted to invest revenue in property
that the people could enjoy, but wondered if purchasing
subsurface rights from a private entity had been done
before. M. Fogels indicated that it had quite comonly
been done. He suggested that habitat protection was the
driver for EVOST purchases; in order to sustain the habitat
protection in the long-term in many cases DNR woul d | ook
at additionally acquiring subsurface.

9: 35: 55 AM

Co- Chair MacKi nnon queried the commttee as to whether they
woul d be interested in having a presentation on the portion
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of state statutes that describes the obligation of
recl amati on.

Vice-Chair Mcciche asked why the state did not consider
the subsurface rights when the property was purchased 15
years ago. He did not recall purchase of subsurface in the
past. He stated the inportance of protecting critical areas
of habi t at , but suggested that Al askans m ght not
understand that the mssion of EVOST sonetines took the
land out of even potential recreational developnent in
perpetuity. He thought that sonme small communities in
Al aska had experienced that eventuality. He expressed
interest in having EVOST present for the discussion.

9:37:12 AM

Senator Dunleavy observed that he had originally thought
the purchase was of state land rather than private/ Native
land. He asked if state parks would admnister the [ and,
and questioned the cost. M. Fogels related that there
woul d be minimal costs associated with the and. He rel ated
that DNR was operating under the guiding philosophy that it
did not want to take on additional state park |ands that
incurred additional managenent costs to the state. He
furthered that for every parcel that sonmeone wanted the
state park to acquire, DNR evaluated it and decided if it
woul d add a managenent burden or not.

Senat or Dunl eavy asked for clarification on the response
regarding the cost of admnistering the |land. \Wile having
no issue with private to private transactions of |and that
groups wanted to transact, he was concerned of any
financial burden that m ght be put on the state. M. Fogels
said there was potential for cost, but clarified that there
was no planned facilities or maintenance to take place on
the land. He characterized it as "passive nmanagenent" of
the land. He remarked on DNR s plan for future facilities
to be revenue-generating, and to "wean" the park system off
of general funds in the long-term

9:39: 58 AM

Senator Hoffrman referred to materials which stated that the
surface estate was currently being negotiated. He wondered
if the transaction had been conpleted yet. M. Fogels
confirmed that the transaction had not been conpleted, and
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furthered that if it did not get conpleted, the subsurface
estate woul d not be purchased.

Senat or Hof fman asked why the state was paying $1 nmillion
for "mnimal" subsurface rights if it was never going to be
devel oped. M. Fogels related that DNR did not make such
determ nations; rather, it was acting as real-estate broker
for EVOST, who had determned it wanted to acquire the
subsurface estate. He referred to sone instances in Prince
WIlliam Sound, in which EVOST had purchased the surface
estate and not the subsurface; and later entities wanted to
conduct mning on subsurface potential that DNR had not
known was in existence.

9:41: 26 AM

Co- Chair MacKi nnon wondered how EVOST determ ned subsurface
value, and proposed that it was a question for a later
dat e.

Senator Hoffman suggested that a further question was if
EVOST was going to be acquiring properties in the future,
it would seem to be a better negotiating position if
acquiring surface and subsurface rights together.

9:41: 58 AM

Vice-Chair Mcciche expressed his worry that the state was
part of the effort to "turn Alaska into a giant park." He
pointed out that EVOST was a well-funded entity that had
elimnated lands from access and even recreational
devel opment. He revealed that he had personal experience
with observing land that remained in a wlderness state in
communities that had demand for additional recreational
access. He avowed to ask about such considerations when the
commttee net with EVOST.

9:43: 02 AM

Comm ssi oner Meyers presented slide 6, and spoke about the
Cook Inlet Ol and Gas Resources and Statew de Energy
Dat abase project. He noted that the CP had multiple
conmponents and pertained to DNR s Division of Geological &
CGeophysi cal Surveys (DGGS). He discussed one area of oil
and gas interest in Cook Inlet; the oil potenti al,
particularly in the lower inlet. He pointed out that DNR
knew there were good oil source rocks, yet had not yet
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guantified the oil potential. He referred to the large
devel oped fields in Swanson River, and commented that there
had only been relatively mnor success on oil since. He
explained that the project would conplete the geologic
studi es necessary to understand the oil potential better,

as well as look at dat abase devel opnent and data
conpilation of relevant geol ogical and geophysical surveys
in the state. He remarked on the current lack of

centralized, consistent, and archived data; and alleged
that system inprovenents would be a huge nmarketing tool. He
prai sed the state survey division and its quality control.
He added that the CIP had a one-to-one nmatch with funding
from the US. Geol ogi cal Survey  (USGS) for doi ng
cooperative mapping. He summarized that the request would
help the state understand oil and gas potential in Cook
Inlet. He noted that all of the oil in the inlet all went
to a local refinery, and in the long run could support
better in-state refining capacity.

9:45: 10 AM

Conmi ssi oner Meyers continued on slide 6 and discussed the
Upgrade and Repair of Critical Vol cano  Monitoring
| nstruments project request:

Upgrade and Repair of Critical Volcano Monitoring

| nstruments - Ref Num 60704

$500. 0 Fed Receipts

As part of a cooperative agreenent between the USGS
and DNR, this funding authority provides helicopter,
fuel, and logistical support for all Al aska Vol cano
bservatory field operations to install, repair, and

upgrade volcanic nonitoring instrunents at high-threat
vol canoes in Al aska.

Comm ssioner Myers referred to the Pacific Rm of Fire and
its active volcanos, and noted that much  of t he
instrumentation that was put on the volcanos had been
destroyed. He commented on the expense of installation and
the purpose of the instrunents. He pointed out that results
of the instrunentation were crucial to air safety. He
cormented that DNR s nonitoring network was highly under
capacity, with many serious volcanos not instrunented. He
coomented that the Alaska Volcano (Cbservatory, which
conducted the field operations, was a partnership between
USGS, state DGGS and the University of Al aska Fairbanks.
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Senat or Dunl eavy asked if there was zero state funds being
request ed. Comm ssioner Myers responded in the affirmative,
that the CIP requested federal receipts only.

9:46: 35 AM

Co-Chair MacKinnon referred to a cost shift in Pacific Rm
volcano nonitoring in recent years and her subsequent
comments that had nmade national news. She related that the
federal governnent had stepped away from the cost of
research on volcano activity, and wondered how nuch in
general funds (GF) the state was now expendi ng on a program
to protect the state. She noted that the federal governnent
was subsidizing the program sonewhat. Commi ssioner Meyers
gave sone background on the program stating that it was
fundamentally funded by the USGS and supplenented by the
University of Alaska with National Science Foundation and
ot her grants. He added that the USGS funding had
significantly decreased as budgets had tightened.

STEVEN MASTERVAN, DIRECTOR, DI VISION OF GEOLOCE CAL AND
GEOPHYSI CAL SURVEYS, FAI RBANKS (via tel econference),
confirmed that current use of state GF contributions toward
the vol cano observatory was zero. He stated that the staff
and their support was 100 percent federally funded through
t he USGS grant system

Co-Chair MacKinnon asked if there was a reduction in
activity or ability to track vol canoes when the governnent
wi thdrew years ago. M. Msterman shared that there had
been several nore staff wthin DGGS that had to be let go
when the federal funds decreased, as there was no state
funding forthcomng. Additionally, the University staff
shrank, and there was attenuation of the viability of the
nmonitoring system as sone volcano nonitoring sites went
dowmn without funding to support them He welconmed the
funding increase, and stated it would nostly go toward
repair and upgrade of nonitoring instruments on the
vol canoes. He stated that there would be no new staff
hires, but the nonitoring system would be upgraded
consi der abl y.

9:49: 14 AM

Comm ssioner Myers related that he was USGS director when
t he budget cuts cane into effect, $3 nmillion of which were
Federal Aviation Admnistration (FAA) funds that fornmer
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U S. Senator Ted Stevens had earmarked specifically for
vol canic ash nonitoring. He shared that he had personally
called the FAA director, his only lateral equivalent at the
time, and the director was the only individual that had
returned his call. He recounted that there had been strong
support for the funding on the federal and USGS side, and
Senator Stevens had pushed very hard for the funding.

Co- Chai r MacKi nnon expressed appreciation for t he
investnment by the federal governnent in helping to nonitor
vol canic activity in the Pacific Rm

9:50: 09 AM

M. Fogels discussed slide 7, outlining the request for a
$1 mllion reappropriation for the Unified Permt
Aut omati on and Docunent Managenent Project. He explained
that the funds were originally for the Shale Ol
Environnmental Database Project, which DNR felt was no
longer a top priority, as the shale oil activity had
decreased to the point that the noney would be better
utilized to fund continued efforts to automate permtting
in the Division of Mning, Land, and Water. He rem nded the
commttee that the project was a core part of what DNR had
tried to acconplish over the preceding four years. He
di scussed increased |and use and the subsequent permtting
| oad; and automating the permt process to reduce the
backl og. He shared that DNR had already fully automated
land use permts and was alnost conplete in automating
water rights permts. He shared that efficiencies had been
inplemented with scanning of docunents and dim nishing
large case files. He estimated that the departnent had
achieved a 20 percent increased rate of efficiency. He
all eged that the additional funding would help to conplete
the water rights autonmations and easenents, which were the
bulk of DNR s permtting workload. He described the project
as "core to resource developnent” and stated that it
continued to support businesses that needed permts to do
their resource devel opnent worKk.

9:52:17 AM

Co- Chair MacKi nnon shared her concern that capital funds
were being reappropriated for an operating function. She
rel ated that past co-chairs of the Senate Finance Conmttee
had explicitly tried to eschew such grey areas in order to
foster public wunderstanding of ongoing practices versus
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one-time capital expenditures. She worried about the |ack
of clarity and the possible future expectations of funds
that were not neant to be there. Comm ssioner Mers
addressed her concerns, suggesting that the project was
really nmore of a capital investnent than an operating
expense. He expressed appreciation for the challenge of
appropriating funds wthout having gone through an
appropriation process. He discussed the shale oil project,
and addressed concerns about expediency. Recognizing that
shale oil was an abundant and inportant resource on the
North Slope, he explained that current oil prices were
resulting in conpanies slowing dowmn and doing only basic
exploration work. He thought the shale oil project could
wait for a later tine.

Conmi ssioner Mers elaborated that the permt automation
project entailed programm ng and devel opnment of the system
itself rather than the operation, and thereby was a capital
expenditure. He furthered that the project included a great
deal of outsourced conputer expertise and initial software
purchases. He pointed out that permtting activity and
conplexity was increasing, and that DNR would be expected
to do future permtting with less staff. He stated that the
capital request would streamine the system and increase
efficiency. He restated that there would be a 20 percent
increase in efficiency if the system was fully devel oped,
and the funding would allow DNR to conplete three of the
five phases for the permtting process. He pointed out the
potential savings in operating costs due to reduction in
necessary personnel to run the system

9:54:56 AM

M. Fogels reiterated that there would be future operating
costs to keep the system going, however the funds in
question would reduce the ampunt of staff time spent on
permtting projects. He furthered that it would help DNR
keep up with the incom ng workload of permtting and have a
net econom c benefit to the state.

9:55: 55 AM

Co- Chair MacKinnon referred to the phased approach of the
project, asked DNR to look forward to FY 17, and wondered
when the commttee could expect additional operating
requests should they be successful in the efficiencies that
were discussed. Ms. Davis related that DNR anticipated that
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in addition to the $1 mllion from FY 16, there would be
$1.5 mllion requested in FY 17. She recounted that the
project had been in the capital budget for 5 or 6 years

She noted that there were five primary permt types
corresponding to each phase of the project, and it was the
goal of the departnent to have them all part of the
automated system | and use, wat er rights, | eases,
easenents, and material sales. She believed they could
acconplish the task by the end of FY 17, at which point DNR
anticipated transitioning a core portion of the progranmm ng
team into the operating budget for the ongoi ng mai ntenance
and upgrades expected for the system She added that the
departnment wanted to pursue getting additional permt types
in the departnent added to the system perhaps the State
Pi peline Coordinator's Ofice, GOl and Gas, Parks and
Recreation, or division issuing permts. She reiterated
that DNR saw the project as a |long-term efficiency.

9:58:19 AM

BRENT GOODRUM DIRECTOR, DIVISION OF MN NG LAND AND
WATER, DEPARTMENT OF NATURAL RESOURCES, ANCHORAGE (via
t el econf erence), underscored the previous speakers in
saying that since FY 12, DNR had been working aggressively
on the effort of permt automation and had reduced the
overal | backlog of authorizations by over 61 percent (over
1,600 authorizations). He stated that there was work |eft
to do, and thus far the project had been done through the
capital budget. He furthered that DNR hoped to build up the
capability with the remining authorization types, and
| ooked forward to the tinme the critical project would
transition to operational stage.

Vice-Chair Mcciche asked how nuch had been spent on the
permt autonmation project to date. Ms. Davis clarified that
DNR had spent just over $11 nmillion, wth $600,000
encunber ed.

Co-Chair MacKinnon recounted past expenditures on the
project: $800,000 in FY 10; $2.5 mllion in FY 11; $3.3
mllion in FY 12; $2.5 mllion in FY 13; and $3.9 million
in FY 14, Ms. Davis agreed to the accuracy of the figures,
and clarified that DNR had not fully spent t he
appropriation from SLA 2014.

10: 01: 07 AM
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Vice-Chair Mcciche remarked that there had been a
noticeable inprovenent in permtting efficiency, and a
fairly dramatic reduction in the backl og. He asked how nuch
DNR would attribute to the inprovenents of the system M.
Fogels thought that a significant portion wuld be
attributable to the system and clarified that only the
land use permts had been fully automated. He furthered
that the water right permts were al nost autonated.

M. Goodrum clarified that the long-term strategy of the
unified permt project required dedication of a great deal
of staff tinme, which also inpacted current functions. Wile
sonme backlog reductions <could be attributed to their
efforts thus far, he opined that the greatest gain fromthe
capital project would be seen in the long-term

Vice-Chair Mcciche followed up to say that the current
year's austerities were obvious, and cautioned the
conmttee to consider not disadvantaging a program that
woul d save the departnment a lot of noney in the long-term
as permt applicants becane nore famliar with the system
He clarified that he was not necessarily supporting the
entire appropriation, but stated that the permt autonmation
was a worthwhile effort.

10: 03: 21 AM

Senator Bishop concurred with Vice-Chair Mcciche's prior
corments and referred to the efficiencies discussed by M.
Davis. He suggested that efficiencies could go both ways
and was concerned with DNR having staffing levels to
conplete the project in a tinely fashion. He remarked that
everyone was aware the state needed the revenue from the
permt applications.

10: 04: 13 AM

Comm ssi oner Myers discussed slide 8, noting that they were
now presenting the status of existing phased capita
projects, nost of which were very advanced but not
conplete. He wanted to update the comrmittee on potential
consequences if the "noney was swept out of the fund to the
projects.” He discussed the Assessnent of In-State Gas
Energy Potential, explaining that it was a study by the
State Ceol ogi cal Survey and had two phases:

Assessnent of I n-State Gas Energy Potenti al
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Phases: 3

Tot al Aut hori zed  $1,200.0 / Tot al Expended &
Encunbered $811.5 / Bal ance $388.5

A statewide review of publicly available data
regarding the fossil fuel potential of Alaska's
frontier basins has been conpleted and published as
DGGS Special Report 66. Funds are being used to study
the natural gas potential of the Susitna basin and the
Nenana basin. Findings from this program have been
rel eased to the public and additional reports wll be
published as the final evaluations are conpleted,
estimted by Decenber 2017. This new data wll help
reduce exploration risk and spur investnent in these
basi ns.

Conmi ssioner Mers infornmed that Doyon Ltd., now thought
there was oil potential in the Nenana basin based on sone
source rock information fromtheir wells. He continued that
the Nenana basin information was critical to understanding
the Yukon Flats and other high-potential gas basins; and
that largely the US. Fish and WIldlife Service but also
Doyon had a significant interest in the basin. He clarified
that the renmmining phases of the review were to do
fieldmork on the edges of the basin. He discussed
subsurface geology, describing it as a four-dinensional
jigsaw puzzl e under the ground. He explained that the edges
of the basin provided for access to exposed gas potential
source rocks or reservoir rocks; whereas |looking into the
center of the basin required other techniques such as
remote sensing and geophysical seismc data. He furthered
that part of what the state survey had done was to put in
seism c geophones to nonitor sound waves, using natural
eart hquakes as an energy source, which he likened to doing
a sonogram of the earth. He discussed formation of the
basin and how it aided in understanding of the resources
that m ght be avail able w thin.

He discussed data gained from key wells that Doyon had
drilled, and described the conpany as "very bullish on
Nenana." He thought it would be very exciting to find a
significant source of gas or gas and oil so close to
Fai rbanks and the Trans- Al aska Pi peline System ( TAPS).

Comm ssioner Mers discussed the Upper Susitna basin,
calling it another extension of Cook Inlet, and recounted
that there were sonme exploration wells that were drilled
there, but nothing recently. He shared that the | argest
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potential in the area was gas generated in coal seans or
coal - bed nethane. He explained that the data being done in
the area was to understand the Susitna basin. He concl uded
that the project had a remaining balance of approxinmtely
$388, 000, which would finish the conpilations and reports
as well as sone fieldwork the foll om ng sumer.

10: 07: 14 AM

Senat or Dunl eavy wondered if it was the state's
responsibility to help reduce exploration risk for
i nvest ment . He st at ed t hat some woul d say t he

responsibility was within the purview of a private conpany,
and the state could help with regulations and perhaps
assist with suits brought by certain groups that did not
want exploration. He asked Conmm ssioner Mers if he viewed
risk exploration as a function of state governnent.
Comm ssioner Myers related that he had seen the issue from
different perspectives; and had experience as an explorer
working in the industry, as well as in federal and state
government. He postulated that there was "a dividing line"
as to when it was beneficial for the governnment to engage
in the work of risk assessnment versus when it was nore
benefi ci al for the private sector or private-public
partnerships to do the work. He referred to a range of
outcones and a range of successes; recounting that
historically, large owners of oil and gas potential had
done baseline studies to engage interest in their basin
from conpanies who night have a short tinme-frame wth
capital. He added that often conpanies needed to nmake
capital decisions quickly while having little time to send
teans up to do fieldwork, nor did they necessarily have the
area expertise needed to do so. He specified that often DNR
tried to attract conpanies that worked around the world

such as Repsol, that were not famliar wth Al aska.
Further, a lot of state data and work by Arnstrong Ol and
Gas had made exploration attractive and Repsol had
subsequently drilled ten wells. He described exploration
Iicensing DNR had done in the Susitna basin while providing
| arge chunks of land cheaply and requiring the conmpany to
rel ease a certain anmount of information to the public.

Comm ssi oner Myers further discussed the advantages of risk
exploration and asserted that having basic public
informati on avail able, conpanies could nmake good deci sions
on drilling and exploration; adding that it also generally
reflected better on the lease terns due to nore discernable
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potential in the basin. The nore potential to be seen in
the basin would result in higher bids for exploration
licenses and greater interest in the developnent. He
continued that risk exploration by the state infornmed state
policy, aiding the departnment as well as the commttee in
deci sions about in-state gas, of f-takes on gaslines,
potential resources, and investnment and infrastructure
decisions. He asserted that the information narrowed
uncertainty in public decision-making with regard to oil
and gas, as well as helping on the environnental and
permtting side by informng the nost favored alternative.
He used exanples of areas where the information would be
used; such as resource reports to the Federal Energy
Regul atory Comm ssion (FERC), or environnental i npact
statements done on a continued basis. He referred to the
risk exploration information as "seed <corn,"” that if
limted and nmanaged effectively, was critical in Al aska
because of the huge potential and very little data.

Comm ssioner Mers elaborated that he had worked hel ping
new conpani es cone to Al aska. He relayed a story about when
Conoco Phillips first came to Al aska, looking in the Al aska
National WIldlife Refuge (ANVWR), where they wanted to do a
field program He recounted how the head of the geol ogica
field program had called him wth their plans to hike (in
one day) over the top of the nmountains in rubber boots to
| ook at anal ogs. He specified that the conpany had no i dea,
| ogistically, how to get there or how to manage the field
program He estimated that the same would be true of al nost
every new conpany that would come to Al aska.

10:11: 22 AM

M. Fogels added to the comm ssioner's remarks, stating
that another reason to consider DNR s data gathering was
that the departnment still had 5 mllion acres of land to
acquire from the federal governnent, with a big pool to
choose from that was |argely unexplored. He suggested that
additional data from DNR prograns could help make w se
choices to finalize the land sel ection.

Vice-Chair Mcciche assunmed that the state would pay for
the information gathering either way, through credits. He
considered that «credits worked best when exploration
efforts were nore pointed, and nore likely to result in
production. He thought the state was nore efficient on the
general data, or conpanies would be unlikely to invest in
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the overall basin analysis. He questioned if his conments
were a fair explanation. Comm ssioner Myers thought the co-
chair's coments were a perfect explanation

10: 12: 23 AM

Senator Dunl eavy asked if it was a foregone concl usion that
the state would pay through the capital budget or through
credits. Comm ssioner Myers stated that DNR had an abundant

series of credits - a «credit system that was very
aggressive; the Mddle Earth <credits, the Cook Inlet
credits, and the credits under SB 21 [oil and gas tax

credit legislation that passed in 2013]. He clarified that
conpanies would get the credits whether they drilled or
not. He furthered that depending on the credits, and the
program under which they applied, conpanies could release a
certain anount of information. He remnded the conmttee
that even with the credits, frontier basins were risky; if
Al aska could provide information to lower the risk and
| ower the upfront initial investnment, it would encourage
conpanies to invest in a project. He noted that the system
was heavily geared toward conpetition; the nore explores
that were in the state, the nore capital investnment was
made in the structure. He thought that by providing a base
| evel of information, the state also was providing a base
| evel parity between potential bidders, which could often
rai se bidding prices.

10: 13: 38 AM

Senator Dunleavy comented that the legislature had
recently reduced funding for "pushing back on the feds" and
related that he had gleaned that the environnment in Al aska
was often times difficult for conpanies as a result of
permtting and |awsuits fromentities that were against oil
exploration. He asked if DNR could coment on pushing back
on the federal government, Non-Governnental Organizations
(NG3s), or environnentalist groups that were not in favor
of oil exploration. He postulated that the state could map
everything, but if other challenges were in existence no
one would get any resources from the ground. Comr ssioner
Myers agreed and suggested that the state needed a nulti-
pronged approach. He pointed out that all aspects of the
endeavor were inportant, including effectively protecting
the state's interest with the federal process. He nentioned
a program which was valued for coordinating comments during
the EI'S process. He discussed the difficulties in dealing
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with branches of the federal government over oil and gas
devel opnment, and underscored the inportance of having a
good understanding of the Alaska National Interest Lands
Conservation Act (AN LCA).

Comm ssioner Mers continued to discuss the gas potentia
assessnment project and working with the federal governnent.
He described recent cuts to the DNR budget as "unfortunate"
and shared his hope that sone of the funding would be
restored. He felt he had cut DNR s budget too deeply given
the ongoing |awsuits, the navigability, and RS 2477 issues
[ Revised Statute 2477 pertains to highway right of way]. He
referred to the challenges of cutting the departnent's
budget and not wanting to take funding from economc
devel opnent. He acknow edged that the |egislature would be
scrutinizing new future energy potential studies; and
remnded the conmttee that the projects being discussed
pertained to ongoing studies that if not conpleted, would
never fully utilize the remaining funding. He enphasized
the inportance of good data and necessary environnmental
work to increase chances of success in working with the
federal government. He furthered that the studies nade for
strong argunents and provided a greater chance of success
if there was any future litigation, whereas w thout the
basel i ne data, the state was nuch nore vul nerabl e.

10:16: 31 AM

Vice-Chair Mcciche referred to different areas of |ower-
pot enti al oi | and gas production in the state and
considered the in-state energy solutions in the Interior to
be largely a "Band-Aid." He thought the potential for the
Interior areas to provide natural gas for Al askans was
pretty good, even if not in concentrated form and for that
reason it was worthwhile to conplete the energy potenti al
st udi es.

10:17:13 AM

Co- Chair MacKi nnon conmented that resource devel opnment had
been a mainstay of Alaska's general fund investnent, and
that it provided alnost $1.3 billion in to the state's
school system and $1.3 billion towards delivering health
and human services to areas across the state. She asserted
that as the state tightened its investnents, it needed to
be very conscientious about who had been providing the
econony and the revenue resource to invest in different
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areas of the state. She expressed appreciation for the
commttee's discussion of the DNR projects.

10: 18: 25 AM

Comm ssi oner Myers spoke about the Foothills Ol and Gas
Devel opnent Infrastructure project on page 8:

Foothills O and Gas Devel opnent Infrastructure
Phases: 2

Total Authorized $740.0 / Total Expended & Encunbered
$436.2 / Bal ance $303.8

This phased project ains to provide a nodern synthesis
of the petrol eum geol ogy around the stranded Um at and
Qubik oil & gas fields on the North Slope foothills in
order to generate new exploration targets. Wrk to
date has focused on conducting extensive new field
geologic mapping in the Umiat area and collecting new
rock sanples for scientific analysis. Wrk to be done
includes integration of the new analytical results
with extensive seismc and well dat a, possi bl e
targeted field work as necessary to fill data gaps,
and conpl etion and publication of the geol ogi c nap.

Comm ssi oner Myers explained that the project pertained to
petrol eum geol ogy, particularly around the Umat field, and
had public nunbers of about 150 mllion barrels of oil. He
recounted that there had been various devel opnent attenpts
and that DNR hoped to see it developed. He referred to the
Gubik oil and gas fields on the foothills of the North
Sl ope, where there was a lot of gas. He was unsure of how
commercial the gas was, and hoped for better understanding
to aid in future developnent. He nentioned that new gas
woul d be needed for the Alaska Liquid Natural Gas (AKLNG
proj ect between year 15 and year 20; it would be inportant
to know the resources to understand how the gas was phased
in. He discussed the need for expansion capacity in the
system and expl ained that nuch of the gas in the foothills
was Native corporation owned, but there was mxed state
land as well. He saw the developnent of the area as a
col | aboration, and spoke to the potential of the area. He
nmenti oned the incorporation of nore subsurface infornmation,
and specified that it had been a conbined effort between
DGES and the Division of GOl and Gas. He reiterated the
i nherent value of such data to new conpanies interested in
devel opment .
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10: 20: 35 AM

Senator Hoffrman asked if DNR anticipated conpleting the
Foothills Gl and Gas project in the next fiscal year. M.
Masterman guessed that it wuld be finished in the
followng two fiscal years, and agreed to check to ensure
that was a correct assunption. Ms. Davis confirmed that the
project would be conpleted over the next two fiscal years.

Vice-Chair Mcciche wunderstood that the projects being
di scussed (on pages 8 and 9) were not requests for
additional total authorized funds; rather, they were a
continuation of the work with remaining funds. M. Davis
clarified that projects on pages 8, 9, 10, 11, 12, 13 and
14 were all current phased capital projects and were status
updat es rather than fundi ng requests.

Co- Chair MacKi nnon commented that many people across the
| egislature had been |looking at reappropriations and
whet her there was unexpended funds that could be rolled in
to the general fund to neet the revenue shortfall. She
expressed her appreciation for the thorough job DNR had
done in helping the commttee understand the benefit of its
current projects.

10: 22: 54 AM

Comm ssioner Mers presented slide 9, outlining the Gas
Pi peline Corridor GCeol ogi ¢ Hazards project.

Gas Pipeline Corridor Ceol ogi c Hazards

Phases: 3

Tot al Aut hori zed $2,050.0 / Tot al Expended &
Encunbered $1,922.1 / Bal ance $127.9

Fieldwork performing a hazard assessnment of the
proposed gasline corridors from Delta Junction to the
Canada border and Livengood to Val dez was conpleted in
the sumrer 2014. Remaining work includes publishing a
conprehensive report and geologic maps of the Al aska
Hi ghway Corridor and conpleting and publishing LiDAR-

based hazard assessnment for Livengood-Val dez route.

Comm ssioner Mers relayed that the project was started
when the conceived route for the proposed gasline corridor
was for a Lower 48 or Val dez-based project; part of which
was a val uable airborne |aser LiDar survey that gave a very
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good view of Earth and helped identify new geologic
hazards. The survey was paid for, nade public, and was
still valid and inportant for the Livengood area.

10: 23: 48 AM

M. Fogels presented the second project on page 9, Al aska
Land Mbile Radio Energency Response and Narrowband
Conmpl i ance, which he noted was a four phase project.

Alaska Land Mbile Radio Energency Response and
Nar r owband Conpl i ance

Phases: 4

Tot al Aut hori zed  $5,326.5 / Tot al Expended &
Encunbered $4,936.9 / Bal ance $389.6

This project has funded DNR's mgration to the FCC
mandated narrowband efficiency standards, and the
Al aska Land Mbile Radio (ALMR) to provide essential

communi cati on acr oss f ederal , state and | ocal
jurisdictions to enhance public safety and operational
capability.

The Divisions of Forestry, Geologic and GCeophysi cal
Surveys, and Parks have made significant progress in
mgrating to the narrowband standards as well as
purchasing and installing equipnment. The remaining
bal ance is being used to conplete the upgrades of

equi pnent and |egacy repeaters, inplenment wnd and
solar systens to charge radio equipnment in the field,
and purchase and install of nobile radios in fire
engi nes.

M. Fogels discussed the ALMR system and specified that it
was primarily used within the DNR firefighting force, but
was also used by state park rangers and renote geol ogic
survey crews. He furthered that the departnent was close to
conpl eting the system m gration.

10: 24: 46 AM

Co- Chair MacKi nnon asked the departnent to consider ways to
pay for ALMR that spread the <cost of the ©project
differently. She discussed small local firefighting units,
and remarked on the substantial fees being asked of them
She wondered how field communications were handled
el sewhere and nentioned having further discussion about a
secondary system
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10: 25: 35 AM

Comm ssioner Mers presented slide 10, and discussed the
Strategic and Critical Mnerals project.

Strategic and Critical Mnerals

Phases: 4

Tot al Aut hori zed $6,103.0 / Tot al Expended &
Encunbered $4,958.5 / Bal ance $1, 144.5

Addi ti onal Fundi ng Needed to Conpl ete $3,065.0

To date, the previous funding for this project has
acquired 1,588 square mles of airborne geophysical

dat a, conduct ed a 2,600 square-mle resource

assessment, geologically napped a 450-square mle area

digitized locations of 5,390 historical geochem cal

anal yses, and obtained nodern geochem cal analyses on
5,180 new and archived sanples. In addition, a
col | aborative agreenent wth the U S CGeol ogi ca

Survey (USGS) to obtain nodern geochem cal analyses
from historical sanples collected by the USGS from
State land was initiated. Mst raw data is published
and have been presented in public and professional

forumns.

Comm ssioner Mers explained that the project was spurred
by recognition of opportunities for rare earth materials
and other strategic mnerals including nenbers of the
plati num group. He asserted that identifying such key
resources was a priority on both state and Native |ands

and rem nded the conmttee that the state was badly under-
mapped. Differently than oil and gas, after getting the
basic data it was a priority to sanple soils and rocks to
test for mneralization; geo-chem cal analysis patterning
was an inportant conponent. He highlighted that nodern
technology had allowed for many findings that were
previ ously i npossible wth traditional "ol d styl e”
analysis. He listed prioritization of |and-selection area
in the Ray Muntains of the Yukon as an exanple of the
success of the data gathered from the survey, and noted
that the data would be used on an ongoing basis for |and
selection. Additionally, the data was invaluable for
prospecti ng conpani es.

Comm ssioner Mers comented that DNR had cut back the

operating budget; including postponing the airborne gravity
magnetic surveys. He hoped that the airborne gravity
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magneti ¢ surveys would continue in the future, and in the
meantime would rely on the key datasets from the Strategic
and Critical Mnerals program

10: 27: 43 AM

M. Fogels spoke to the WIldland Fire Engine Replacenent
proj ect .

W dl and Fire Engi ne Repl acenent

Phases: 4 Total Authorized $2,300.0/ Total Expended &
Encunbered $2,188.2 / Bal ance $111.8

A total of 37 engines have been purchased since
FY2009. The remainder of the appropriation is being
used for essential fire safety equipnent; installation
of light bars, sirens, striping, radios, GPS tracking,
and addi ti onal punps.

10: 28: 13 AM

Comm ssioner Mers presented slide 11. He discussed the
Reservoir Studies for North Slope and Cook Inlet project;
noting that the project was critical to the state econony.

Reservoir Studies for North Sl ope and Cook Inlet

Phases: 2

Tot al Aut horized $7,500.0 / Tot al Expended &
Encunbered $4,077.5 / Bal ance $3,422.5

The project provides funds needed to carry out a
variety of essenti al statutory and regul atory
requi renents (AS 38.05.180, 11 AAC 83, Article 3, and
others) critical for supporting a wde range of the
Ol & Gas Resource Evaluation Sections' mandated tasks
to collect, maintain, and analyze subsurface data on
oi | and gas reservoirs and resource potential
t hroughout the state. Projects such as these are often
unforeseen and require Gl & Gas to hire outside
consultants or enploy specialized software or anal yses
to protect the state’'s interests. This funding
provides the division nuch needed flexibility for
neeting its ongoing and long-term responsibility of
addr essi ng these issues.

Conmi ssi oner Myers di scussed t he i mportance of
understanding an oil and gas field in terns of the |ocation
of the resource, the anobunt of production, and how it woul d
be managed. He furthered that it was key to understand what
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the royalties were, and also the correlative rights of the
different conpanies. He discussed joint rmanagenent of
resources and the need for information as the funding noved

bet ween t he di fferent entities. He di scussed t he
conplexities of a dynamc underground reservoir system
whi ch changed over tine as additional information was
gained through production. For full wunderstanding of a
reservoir, ongoing scientifically technical study and
continuous evaluation was needed; including engineering,
geophysi cal and geol ogi cal data sets, and econonic

anal ysis. He discussed the challenges of early negotiations
of royalties with a dearth of available reservoir data. To
mtigate t he difficulties, conflict, and fi nanci al
di sputes; parties could agree on a conplex reservoir nodel,
under which reevaluation benchmarks would be established
using highly technical information. Such conplex nodels
included sonme work done in the state, but also required
consultants. He nentioned an exanple of a re-determ nation
using the reservoir nodel approach that gained the state
$100 mllion. He asserted that the conplex reservoir nodels
were absolutely critical, and cited the gas offtakes of the
gasline as an exanple. He nentioned new units forned (such
as the large unit being forned between Al pine and Prudhoe
Bay) was crucial to develop the nethodology and run the
initial nodels. Additionally, the regulation of wunits and
pl ans of devel opnent depended upon havi ng t he nodel dat a.

Comm ssioner Mers spoke to the conplexity of newer
reservoirs (such as Nuna) and described the managenent of
their reservoir nodels as critical. He concluded that the
nodel s were a cost of doing business, but were a benefit to
all parties that would ensure the state received what it
was fairly entitled to.

10: 32: 41 AM

Senator Bishop asked if the project would also help to
identify new oil (from a tax credit per spective).
Comm ssioner Mers responded in the affirmative, and
clarified that particularly when the first exploration well

was drilled. He discussed many snmall new wells wth
reservoirs that were very hard to nodel, with subtle and
small changes deternmining whether they were econonmc or

not. He spoke to the new technol ogy avail able, and credited
it with opening up wde fairways of oil and gas potenti al
in the North Slope, all of which needed reservoir nodels.
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10: 34: 26 AM

Vice-Chair Mcciche asked if DNR could produce a report to
include a list of objectives that included realistic and
potentially viable interested parties. He wondered if DNR
t hought it probable that severance and royalty would end up
in the general fund. He asked if there was available
historic data to reflect upon and strategize wth when
considering investnents. Comm ssioner Mers responded in
the affirmative, specifying that it was particularly so on
oil and gas, because Al aska had a single 100-m | lion barrel
field. He qualified that filling the pipeline added
additional value to existing production and cost structure
and flow. He furthered that l|ighter oil added value, and
that it was rmuch of what was currently being found in the
state. He discussed prioritization of investnents in itens
with the greatest economc value, and considered that the
net present value of the reservoir studies was the nost
positive investnent that could be nade. He nentioned
existing cash flow, fair nmanagenent of the oil and gas
fields for all parties, and econom c benefits related to
using such nodels as the reservoir studies. He nentioned
initial partnership agreenents based on the science of the
studies; and used the state and oil conpanies, and as well
as the state and the federal government as exanples. He
restated the huge econom c value of the reservoir studies,
and indicated that DNR had nunbers to quantify it.

Comm ssioner Mers discussed oil and gas exploration, and
stated that DGGS had provided speculative up-front data
projecting possible returns. He asserted that "the w sdom
had worked" and referred to a test core hole for coal bed
nmet hane near Wasilla, which resulted in Evergreen Drilling
comng to the state. He clarified that the state hadn't
nmoved to a successful industry from the test, but asserted
that the potential was still present. He recounted that
there was "environnental hi ccups” in terms of the
i censing-leasing program He stated that there was
significant investnent in the area, and conpanies |like Lynx
Ol had also cone to the state to ook at the potential. He
believed that eventually the resources [coal bed nethane]
would be produced in Alaska for in-state denmand. He
sumari zed that the Wasilla area testing was an exanple of
basel ine data garnering interest from conpani es.

10: 37: 54 AM
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Vice-Chair Mcciche related that he would like to see nore
strategy being enployed with the limted funds that were
avai l abl e for assessnents, and that it would be especially
hel pful for the legislature to wunderstand the primry
objectives of the entire departnment and where it was goi ng
for the next four years. Comm ssioner Mers thought the
projects being presented could have been bundl ed together
in a better way, rather than scattered. He thought it would
have been clearer if the projects had been put into a
systematic structure before presenting.

10: 38: 54 AM

Senat or Dunl eavy asked about the coal -bed nethane that had
been nentioned and wondered if it had not been devel oped
because there was not in sufficient quantity, or for other
reasons. Comm ssioner Mers related that there had been a
nunber of reasons that the industry did not flourish, the
| argest of which was environnmental opposition to the
project, which started with the Shell gas |easing program
which did not have public process. He furthered that the
| eases with the nost potential were within a fairly densely
popul ated area in which |ocal environnental opposition grew
over time.

Senat or Dunl eavy asked if there had been a lot of gas in
the area. Comm ssioner Myers clarified that there was a | ot
of potential, but the wells had not produced nuch gas and
were not as successful as anticipated. There were many
factors that influenced the decision; there was gas in the
coals but the coal fracture pattern was not optiml as
previ ously considered. He commented that the environnenta
factors were in many cases as inportant as the subsurface
factors, and on the coal-bed project there was not good
alignnment. He opined that there had not been enough tests
to evaluate the resource, and clarified that the drilled
wells had not been commercial. In conbination with the
envi ronnmental opposition, the well outcome changed the
conpany's view. He referred to environnental activism and
to the challenges of obtaining leases in nmultiple-use
densel y popul at ed ar eas.

10: 40: 40 AM

Co- Chair MacKi nnon asked how the departnent interacted with
the Alaska Ol and Gas Conservation Conm ssion (AOGCC). She
t hought that sonme of the itens that DNR wanted to contract
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for were available internally. She wondered if DNR was
hiring contractors to expedite the understanding of bel ow
surface opportunities, or if there had been a timng or
access i ssue whi ch necessit at ed t he contractors.
Conmi ssioner Myers remarked that the oil and gas law in the
state was conplicated, and clarified that AOGCC was a
guasi-judicial regulatory agency that did not protect the
state's interest (any nore than they protect Exxon, Conoco-

Phillips, BP, Repsol, etc). The comm ssion's job was to be
objectively neutral and adjudicate certain things that were
required in Jlaw, including conservation, prevention of

physi cal waste, and well safety. He furthered that sone of
the functions of AOGCC had parallel functions in DNR oil
and gas statutes and |aws. For exanple, while AOGCC had to
prevent physical waste, DNR had to prevent physical and
econom ¢ waste. Additionally, DNR had to develop plans of
devel opment for the unit and protect correlative rights of
all parties.

Comm ssioner Myers related that he had previously been a

hearing officer as oil and gas director, protecting one
conpany's right after another conpany, and adjudicating
bet ween conpanies' interests and challenges. He clarified

that although the functions were simlar, DNR and AOGCC
operated differently through laws and regulations, and in
some cases purposes. He furthered that DNR s |aw was
adapted from the federal system whereas AOGCC s was
adapted from the State of Gklahoma. He discussed the role
of DNR in representing the state's comercial interest, and
asserted that it took a balanced view while devel oping the
resource appropriately. He reiterated that the reservoir
nodel was critical to all of the elenments nentioned; and
critical to understanding the state's resources, as well as
Royalty in Kind (RIK), Royalty in Value, and the fact that
the state was supplying oil to the refineries. He continued
that the state had to know where the supply was com ng
from and it was inportant that it was not done in a way
that adversely affected production. Under st anding the
mechani sns of the reservoir would ensure that when the
state did a RIK sale, it would understand the consequences
to all parties.

Comm ssioner Myers argued that the type of data from the
reservoir studi es was i nt erwoven in t he state's
responsibilities, whereas AOGCC was separate and distinct
and not entitled to see the state's data unless asked for
in a regulatory function. The state was not entitled to see
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AOGCC s confidential data on a normal basis, although there
were some statutes in place under which the state could see
the confidential data. He added that the state's reservoir
nodel | i ng was nore proactive in nature; where AOGCC did not
need to nodel anything until a case was before them at
which tinme they would ask for nodels fromthe state and the
conpanies in question. He asserted that the state needed to
nodel reservoirs independently, or jointly wth conpanies
through an agreenent during the earliest stages of
devel opnment of a field.

Co- Chai r MacKi nnon expressed appreci ation for t he
t houghtful way in which the departnment shared information

10: 45: 08 AM
AT EASE

10: 47: 06 AM
RECONVENVED

Co- Chair MacKi nnon discussed the schedule. She explained
that she would recess the neeting so that DNR could
continue with their presentation later in the day.

10: 48: 06 AM

M. Fogels presented the second project on slide 11

Kni k River Public Use Area Target Shooting Facility
Phases: 2

Total Authorized $900.0/ Total Expended & Encunbered
$889.8 / Bal ance $10.2

Phase 1 of construction was conpleted on 7/18/14.
Phase 2 should be conpl eted by Septenber 2015 and wi |
wi den the existing range, construct a pistol range and
create pavilions over the firing line to reduce noise
and protect the firing line from weather. This phase
is partially built, and design and engineering work is
finished.

The project is currently out for conpetitive bid.

M. Fogels explained that the conpleted first phase of
project was a 40-foot w de by 100-foot shooting range, and
the encunbered funds would extend the facility to 120-f oot
wide by 100 yards with the addition of sonme pavilions. He
noted that the facility was a core conponent of the |arger
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managenment of the Knik River Public Use Area, where target
shooting was | argely banned due to public safety concerns.

10: 49: 27 AM
RECESSED

1: 33: 33 PM
RECONVENED

M. Fogels presented slide 12, which outlined two phased
capi tal appropriations, both on the Kasilof River.

M. Fogels discussed the Public Access and User Facilities
| nprovenents at the Muth of the Kasilof River CP, which
was a two-phase capital appropriation for an extrenely high
public use area for personal use dip netting.

Co- Chair MacKi nnon asked if the project could be discussed
|ater when Vice-Chair Mcciche was present since it was
| ocated in his district.

1: 34: 53 PM

M. Fogels presented slide 13, and discussed the South
Denali Visitors Center, which was a two-phase project. He
specified that phase one was al nost conpleted, and DNR had
the funds for conpletion. Phase 2 had a nuch |arger scope
of project that would probably require a nunber of vyears
for conpletion. The overall plan was for a visitor conplex
along the Parks Hghway in the Denali State Park.
Conmponents included a lower facility wth a canpground, a
ranger facility, and a pavilion; with a road to the top of
the ridge and eventually a grand visitor facility at the
top with views of Denali. He detailed that the |ower
facility was alnost conplete; and consisted of an RV
canpground with 32 spots and electricity, possible after
the capital appropriation funded transmssion line from
Trapper Creek to the facility. He had visited the site the
previous sumrer and described it as one of the nicest
canpground facilities in the state. He estimated that once
the facility was up and running, it would nore than pay for
t he managenent costs on the facility.

Senator Dunl eavy stressed the need for supporting projects

with the greatest urgency or inportance, and putting others
on hold for the future.
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1: 36: 50 PM

Senator O son asked about outside investors from the
private sector, and wondered if they were also hanpered by
the possibility of DNR not receiving the CP funding. M.
Fogels reiterated that it was a phased project for which
they had already secured funds. He clarified that there
were private investors, and detailed that Princess Tours
had contributed $1 mllion towards the transm ssion line

Sea Lion and the village of Hooper Bay had donated |and. He
furthered that there had been a |and exchange that allowed
for reduced project costs for DNR in return for better
access for a possible lodge facility. He described it as a
very productive public-private partnership.

Senator O son asked if any <change in funding would

jeopardize the public-private partnership. M . Fogel s
specified that the portion of the facility built on the
property in question had already been constructed,

therefore the |and exchange would be conplete. The
consequence of a change or lack of further funding would be
non- conpl eti on of the canpground.

1: 38: 37 PM

Senat or Dunl eavy commented on the nunber of projects that
DNR had brought forward. He referred to a Senate Education
Committee neeting from the previous day, where a
superintendent from the Mat-Su school district had called
in and expressed support for the bonding concept while at
the same tinme expressing understanding of the fiscal
climate and wllingness to curtail additional project
requests. He reiterated that it would be helpful if others
did the sane. He thought that many of the DNR CIPs were
good projects, but asserted that if the state could "take a
break” it would help the state treasury.

1: 39: 59 PM

M. Fogels went back to slide 12, noting two projects that
were both on the Kasilof River.

Public Access and User Facilities Inprovenents at the
Mout h of the Kasilof River

Phases: 2

Tot al Aut horized $2,800.0 / Tot al Expended &
Encunbered $2,795.2 / Bal ance $4.8
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This project creates access and user facilities on the
north side of the Kasilof R ver to support the
Personal Use Fisheries each June through August, which
provi des thousands of Al askan residents an economni ca
food source. Phase 1 construction is expected to be
conpleted by June 2016 and includes parking for 120
vehicles, turnaround areas, two toilets and areas for
portable toilets and dunpsters. Phase 2 includes the
purchase of land on the north side of the river and
has been designed to include parking for 93 nore
vehi cl es, canping area and designated RV sites, gravel
loop road joining parking and canping areas, and
repair of existing dune fencing. Further construction
efforts are on hold pending the outcone of a |I|and
purchase negotiation. Should we be unable to acquire
the land, the project scope wll focus on expanding
the parking and turnaround areas to ensure access to
ener gency vehi cl es.

Lower Kasilof R ver Drift Boat Takeout

Phases: 2

Tot al Aut hori zed  $3,600.0 / Tot al Expended &
Encunbered $508.9 / Bal ance $3,091.1

This project includes the acquisition of tw I|and
parcels along the lower Kasilof River for devel opnent
into a drift boat take out facility. One piece of |and
has been acquired, and the acquisition of adjacent

land is in progress. Both parcels require an
envi ronment al assessnent and potential clean-up work,
and once the second parcel 1is acquired we wll

conpl ete the cl eanup and begi n i nprovenents.

M. Fogels discussed the Public Access and User Facilities
| mprovenents at the Mouth of the Kasilof River, a two phase
project that would be half conplete by the follow ng sumrer
and fully conplete by the subsequent sunmmer. He pointed out
that nost of the funds for the project had been expended to
encunbered. He continued that the inprovenents were in an
very heavily used area where the environnental damage had
beconme extreme. The inprovenents were an effort to clean up
the damage while building hardened parking facilities,
sanitary facilities, and canping facilities.

Co-Chair MacKi nnon remarked that it was a small anpunt of

funding on the balance of the project, but she appreciated
t he update.
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Vice-Chair Mcciche commented that he was very supportive
of the project, and that it was unfortunate that the state
had provided an expanded fishery before the area had the
facilities necessary to handle the crowds. He was gratefu
for the investnent.

M. Fogels discussed the Lower Kasilof River Drift Boat
Takeout. He described the safety concerns that were a
notivation for the project. He relayed that the departnent
was currently negotiating for two parcels of land in a
| ocation that would allow for the building of a takeout
facility where boats could be pulled out of the river
safely.

1:43: 07 PM

Senat or Dunl eavy asked how the drift boat takeout was not a
part of a larger boat |aunch project. M. Fogels thought
t hat perhaps Senator Dunleavy was referring to a Departnent
of Fish and Gane budget discussion. He explained that the
put-in for the Kasilof R ver was a state park facility, and
t he noney was thereby appropriated to DNR

1: 43: 50 PM

Vice-Chair Mcciche referred to land parcel dialogues and
asked if the |ower parcel property owner was stil
interested in negotiating. M. Fogels thought that the
property owner in question had backed out of the deal at
| east once, and clarified that DNR was currently in
negotiations with him He referred to State Parks Director
Ben Ellis for further i nformation regar di ng t he
negoti ati ons.

Senator Dunleavy asked if there were operating costs
associated wth the project. M. Fogels relayed that there
were indeed operating costs, nuch or all of which would be
recouped t hrough fees.

BEN ELLIS, DI RECTOR, ALASKA STATE PARKS, DEPARTMENT OF
NATURAL RESOURCES (via teleconference), projected that
revenue generated from the boat |aunch would cover the
operating costs of the facility once it was operational.

Vice-Chair Mcciche observed that the second piece of

property in question seened far superior to nake the
project nore viable. He nentioned a state |launch facility
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wel | upstream and di scussed safety concerns in the area due
to lack of options for boat |aunches and take-outs. He
descri bed the changes on the Kasilof River to be relatively
dramati c over the | ast decade.

1: 47: 05 PM

Co-Chair MacKi nnon commented that she would like to help
the negotiations, and stated that the conmttee would be
checking on whether negotiations had concluded before
nmovi ng the capital budget out of commttee.

1: 47: 26 PM

Comm ssioner Mers presented slide 14, and discussed the
Statewide Digital Mpping Initiative. The project was an
effort to recognize Al aska as the worst mapped state in the
country. He described a partnership between the state and
federal government to work on a cooperative mapping program
in which the state paid one-third and the federal
government paid two-thirds. Qutcones included a consistent
statewi de imagery product done through the University of
Alaska using a spot satellite; and a digital elevation

nodel , which had significant geographic and safety
i nplications. He discussed technical aspects of the
el evation nodel, specifying that the project utilized

ai rborne radar tools. He sunmarized that the partnership
had been very productive, with approximtely 61 percent of
the state being covered, but needed nonies to assure the
mat ching funds. He furthered that there was a |ot of
support from the federal governnent, and thought the
project could be noved forward with nuch less ratio of
state matching funds. He noted that every base map that was
drawn in the state utilized the base data fromthe project.
Additionally there was cooperation with DNR providing |and
records data, and the project was strongly supported by the
private sector and private mappi ng comunity.

1: 50: 27 PM

Co-Chair MacKinnon referred to other mnmapping projects in
Al aska, including at the university, at the Al aska
Aerospace Corporation, and with private contractors; and
surmsed that it would be prudent to ensure there was no
over |l ap. She highlighted the inportance of public
understanding of the different approaches and funding of
varied mapping projects. Conm ssioner Mers discussed the
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coordi nati on of state nmapping needs by the Al aska
Ceospatial Council, a group set up by the previous
adm ni stration that included deputy conm ssioners from al
the departnments who wanted to participate in napping. He
added that the university had also participated. He
furthered that there was a |larger geospatial mapping
council that in turn facilitated coordination through
federal, state, and integrated |evels; overseen by a high
level political appointee, the Assistant Secretary for
Water and Science at the U S. Departnent of Interior. He
added that there was much input fromthe private sector. He
di scussed early formation of the group and the lack of a
coordinated plan. He clarified the nature of the data as
baseline topographic mapping rather than vegetation,
hydrol ogy, or cadastral napping; and the baseline data
provi ded other state maps with fidelity.

Comm ssioner Mers |isted numerous state agency functions
that required a digital elevation nodel and could utilize
the consistent base of data provided by the nmapping
initiative: avi ation safety, comunity devel opnent,
resource devel opnent, pipeline routing and right-of-ways,
coastal erosion, and glacier nmass and water bal ances. He
di scussed the instances in which higher resolution data was
needed and used the exanples of pipelines, flood plain
nmeasurenent, and coast |ine mapping. He praised the deputy
comm ssioner's work on the Geospatial Council, and shared
that he planned on approaching the governor regarding
reformation of a conmttee to ensure coordinated spending
of the remai ning funds for the project.

1:54: 26 PM

M. Fogel s added that USGS was using DNR data to update al
of its topographic maps in Alaska. He furthered that the
current topo maps were 60 years old and very inaccurate,
and new ones would be based on the data from the mapping
initiative. USGS had conpl eted approximately 10 percent of
the state thus far.

Comm ssioner Myers shared a story about when he was USGS
director and there was no intention of increasing the
Al aska topographic map base. He had denanded that the
survey reinvent the topographic maps to the high resol ution
1 inch to 1 mle scale, and brought the executive
| eadership team to Al aska to discuss the progress on the
project and other issues. A map of Eagle River was used as
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an illustration to the group, with beautiful new
hydrography and good vegetation coverage; yet W th
buil dings and infrastructure from 1962. He recounted the
| ack of mmjor features on the exanple map (such as bridges
and hi ghways) and the obvious denonstration that there was
a major lack of systematic baseline data. He discussed the
i mportance of nmap l|ayers being of the same quality wth
regard to the age and viability of data; and asserted that
integrated maps were now being produced using autonmated
technol ogy. He summarized that the mapping initiative data
underpinned the efforts to get the elevation nodel
consi stent with other mappi ng dat a.

1: 56: 26 PM

Vice-Chair Mcciche asked if all the digital data was
obtained wusing fixed-wing aircraft, or via satellite.
Comm ssioner Myers stated that the current Interferonetric
Synthetic Aperture Radar (IfSAR) data being gathered was
via high-altitude airborne operations. He clarified that
the ability to use high-resolution satellites was also
avai | abl e, although traditionally its data set had not been
adequat e over Al aska. He di scussed hi s previ ous
chairmanship of the US. Cvil Applications Commttee,
which allowed for use of mlitary data; and comented that
the mlitary underwote much of the cost of comrercial
satellites. He explained that the National GCeospatial
Agency (the mlitary mapping equivalent to the USGS)
gathered but did not nmap polar-orbiting data over Al aska
collected by half-resolution US. satellites. He furthered
that there was a new nethod that used satellite-based data
to acquire a digital elevation product at a nuch |ower
cost, and had recommended the nethod as a product to the
US. chairs of the Arctic Council. He qualified that the
concept had gained significant traction with the state
departnment. He explained that through negotiations wth the
University of Alaska and the National Science Foundation,
data was being made available to federal users; and through
an agreenent wth the geospatial agency sone of the
derivative product of the data (a digital elevation nodel)
could be released publicly. He reiterated the inportance of
quality and consistency of the data as conpared to the
hi gher-resolution airborne data. He pointed out that part
of the requested funds would be utilized to do such a
conparison and determne if the new data was adequate for
federal and state needs. He reiterated the utility of an
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automated mapping process that would be available for
future re-nappings.

1:58: 59 PM

M. Fogels referred to page 15, "Future Capital Funding
Needed to Conplete Existing Projects (G- Only)."

At wood Bui | di ng Renovation (additional $2,900.0)
The current $4,600.0 appropriation partially funds the
renovation and inpl enmentati on of Universal Space
Standards on DNR occupied floors in the state-owned
Anchorage Atwood building. The project is on hold

unti | the <cost and savings generated from full
i npl enentation can be evaluated in the current fiscal
situation. It is estimted that, at a mninum an

addi ti onal $2,900.0 would be required to fully
i npl enent. Future funding may be requested in FY2017
or FY2018 to conplete the project.

Def erred Mai nt enance

Current balance of existing deferred maintenance
projects for the Divisions of Parks, Forestry, and
Agriculture is

$8, 146. 6.

The deferred nmmintenance inventory  of proj ects
remai ning to be addressed is $71, 957. 3.

The divisions wll focus efforts on conpleting the

projects currently funded. DNR expects to request
additional deferred nmaintenance funds for the nost
critical repairs in the next two to three years.

M . Fogel s discussed the Atwood Building Renovation

stating that DNR occupied floors 6 through 14 of the
building. He stated that with new office space standards

the departnent would be conpressing down to about 7 floors;
requiring a major renovation and new furniture. He detailed
that the departnment had $4.6 million in an appropriation to
fund the nove, however it was projected to cost an
additional $2.9 mllion to fund the nove in its entirety.

M. Fogels discussed the deferred naintenance request. He
stated that DNR had a deferred nmaintenance inventory of
$71.9 nmllion, $62.4 mllion of which was in the state
parks system with the remainder in the Division of
Forestry and Division of Agriculture. He specified that DNR
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had $8.1 mllion in hand to do the work, and there was a
| ot nore to do.

Vice-Chair Mcciche stated that he would like to see a
prioritized list of critical repairs that would Dbe
forthcomng in the next three to five years of capital
requests. M. Fogels agreed to provide the information to
the comm tt ee.

2:01:19 PM

Comm ssioner Myers thanked the committee for its diligence
and di al ogue. He expressed appreciation for the questions
of the conmmttee. He wunderstood that the committee was
interested in seeing requests bundled in categories rather
t han based on the budget book, and affirnmed to do so in the
future. Co-Chair McKi nnon thanked the DNR team

SB 26 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT
2:02: 23 PM

The neeting was adjourned at 2:02 p. m
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