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ACTI ON NARRATI VE

3:30: 13 PM

CHAIR CATHY QESSEL called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Costello, Mcciche, Welechowski and Chair
G essel .

HIR 10- OPPCSE ANVR W LDERNESS DESI GNATI ON

CHAIR d ESSEL announced HIJR 10 to be up for consideration. She
said it is a conpanion bill to SJR 10, which has already noved
fromcommttee.

SENATOR COSTELLO noved to adopt SCS CSHIJR 10(RES), version 29-
LS0429\ E, as the working docunent.

3:31:44 PM

CHAIR G ESSEL objected for discussion purposes and explained
that the changes in the proposed comrittee substitute (CS) are
cl ean-up provisions that nore accurately fit the provisions in
ANILCA. It also inserts two clauses fromthe Senate version that
were identified as redundant and therefore renoved.

SENATOR STOLTZE joined the comm ttee.

CHAIR GESSEL invited M. Zepp to explain the sponsor's
per specti ve.

3:32: 13 PM
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GARY  ZEPP, staff to Representative Nageak, Alaska State
Legi sl ature, Juneau, Alaska, said the sponsor agreed with the
changes to CSHIR 10( RES).

CHAIR G ESSEL renoved her objection and finding no further
obj ections, announced that version E was adopted. She opened
public conment and finding none, closed public testinony.

3:33: 24 PM
SENATOR COSTELLO noved to report SCS CSHIR (RES), version 29-
LS0429\E, from conmttee wth individual recomendations and
attached zero fiscal note. There were no objections and it was
so order ed.

SENATOR COGHI LL joi ned the conmitt ee.

3:33:42 PM
At ease
CONFI RVATI ON HEARI NGS
Big Gane Commercial Services Board
3:35:48 PM

CHAIR G ESSEL called the neeting back to order at 3:35 and
invited M. Jones to let the conmmttee know about his interest
in serving on the Big Game Commercial Services Board and his
credentials to do so.

JAMVES DAVID JONES, nominee for the Big Gane Commercial Services
Board, Kodiak, Alaska, said he had already served on the board
for three years and is just starting to get his head wapped
around it. He noved to Kodiak Island in 1977 after getting out
of flight school and becane an air taxi pilot. He acted as a
fish spotter and a sport fishing guide. He has done quite a bit
of commercial fishing and through that, was able to obtain his
Coast Guard license in the early 1980s. He used that to becone a
marine transporter for big gane services. He has also been a
sport fishing guide working on both salt and fresh water since
1985. He holds several conpetitively-awarded special use permts
on the Kodiak National WIldlife Refuge. These permts are for
sport fish, but they are issued in the same nanner as a
conpetitively-awarded hunting guide permt, so he has sone
background with that process.

MR. JONES said his recent three years' experience on the board

will make himnore a nore valuable nmenber and that he would |ike
to continue serving as the marine transporter seat.
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CHAIR G ESSEL asked if he wanted to change anything on the board
or in regul ations.

MR. JONES responded that the board is very heavily influenced by
the big ganme guide industry, and as a marine transporter and
ungui ded hunter, he brings a different perspective to the table.
He wanted to be consistent in handling punitive problens wth
|icensees and wanted to make sure that any regulations that are
devel oped will be beneficial not only to the big ganme guide
industry but to the state's resources and its peopl e.

3:40: 43 PM

CHAIR G ESSEL thanked M. Jones and welconmed M. Vrem to the
table and asked himto tell them his experience and why he is
interested in serving on the Big Gane Commercial Services Board.

3:40: 53 PM
KELLY VREM nomnee to the Big Gane Commercial Services Board,
Wasilla, Alaska, said he is a nediumsized operator who uses
airplanes primarily and sonme horses. He al so endorsed M. Jones'
appoi nt ment .

M. Vrem said he was born and raised in Al aska and received his
first assistant guide license in July 1973. He had been a close
observer and participant in the Big Gane Commercial Services
Board and the CGuide Board before that. He brings an historical
perspective to the board and wants to continue serving, because
he has just figured the system out and is hitting his stride.
The boards have a steep learning curve. The board has financial
challenges and he is working on ideas to get it on a sound
fiscal footing.

CHAIR G ESSEL noted that this particular board has the |argest
debt in the |icensing division.

SENATOR STOLTZE said he appreciated M. Vrenls service on the
board and that he knew his famly well, mny of whom are
involved in the profession. Their conduct as nenbers of the
prof ession and the conmmunity exenplifies the type of values he
want ed from Al askans who serve on boards. He had never net M.
Jones, but people he knows and trusts have resoundingly spoke
hi ghly of him

SENATOR M CClI CHE said he had received two additional letters of

support for M. Vrem and M. Jones. A comon thene in the
letters was that even people who don't agree with all of their

SENATE RES COW TTEE - 5- February 13, 2015



decisions still support themin the process; they are very hard
wor ki ng and val uabl e.

CHAIR GESSEL said she had also observed only letters of
support. Finding no further questions, she opened public
conment .

3:45:49 PM

SAM ROHR, President, Al aska Professional Hunters Association
(APHA), Kodi ak, Al aska, supported the appointnents of M. Vrem
and M. Jones to the Big Gane Commercial Services Board. M.
Vrem is an experienced chair who knows the process and issues
well and is well-regarded within the guiding comunity.

M. Jones represents an often under-represented segnent of the
i ndustry, the marine transporters. He brings a unique
perspective and approaches issues with an open mnd. He is
continually becomng nore famliar with the issues that both the
guiding and the transporting industry face.

3:47:52 PM

CHAIR G ESSEL, finding no further questions, closed public
testimony and said in accordance wth AS 39.05.080, the
Resources Commttee reviewed the following and recommends the
appointnments be forwarded to a joint session for consideration

James David Jones and Kelly Vrem She said this does not reflect
an intent by any nenbers to vote for or against the confirmation
of the individuals during any further sessions. There were no
obj ect i ons.

3:48: 20 PM
At ease

SB  32-TlI MBER SALES

3:49:43 PM

CHAIR G ESSEL called the neeting back to order and announced SB
32, expanding the Departnent of Natural Resources' (DNR)
authority to offer negotiated tinber sales statewide, to be up
for consideration.

CHRI'S MAI SCH, State Forester and Director, Division of Forestry,
Department of Natural Resources (DNR), Juneau, Al aska, began by
wal king the commttee through options for selling state tinber
in the "Review of State Tinber Sale Types."
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He explained that he would refer to the statutes by their
shorthand, the last three digits of the statute nunber.

The 120 authority is for conpetitive sales: tinber sales that
are offered in a conpetitive way either through an oral outcry
auction or a sealed bid auction. The best bidder wth the
hi ghest price is successful in acquiring that tinber sale. Oa
outcry auctions are used in areas where there are a nunber of
purchasers. Sealed bid sales are used in areas where there may
be just one or two potential purchasers. That tends to achieve
t he best purchase price for the state.

MR. MAISCH said negotiated sales use three nethods. The 115
authority is the small negotiated sales for |less than 500, 000
board feet. It may sound like a lot of tinber volunme, but it
really isn't. There would be about 20 acres in Southeast Al aska,
about 125 acres in Southcentral Al aska, and about 80 acres in
Interior Alaska. This has to do with the different types of
forests and their productivity in ternms of how nuch acreage it
takes to neet that vol une.

The sales currently can only be for one year in length, but the
division is in the process of changing a regulation to allow
those sales to be two years in length. These sales are typically
purchased by very small operators, soneone who m ght have a sole
proprietorship or a one or two-person kind of a nom and pop-type
sawni | | operation.

3:53:40 PM

The 123 authority is for negotiated sales that are high-value 10
mllion board feet per year for 10 years. They have to neet the
definition of high-value added wood products as opposed to just
a definition of value-added wood products. A val ue-added wood
product would be a-sawm || that produces sawn |unber but doesn't
kiln dry, plane it or grade it, so it <could be used
structurally. Hi gh-value added would be a facility that does
that: kiln dry, planed and graded. Wod pellets are on this
list. This enables the departnment to use the 123 authority to
prepare a tinber sale for a pellet mll that is |ocated between
Fai r banks and North Pol e.

3:54:59 PM

MR MAISCH said the 118 authority is the subject of this
proposed legislation. It is also a negotiated sale that fits in
between the other two. It can be up to 25 years in length and
has three criteria:
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1. There has to be a high level of unenploynent in the census
district as calculated by the Al aska Departnment of Labor and
Wor kf orce Devel opnent (DOLWD). It has to be greater than 135
percent of the statew de average, a high hurdle. But places that
neet it are the Fairbanks North Star Borough, the Mat-Su
Borough, the Kenai Peninsula, and the Juneau Borough. That
authority cannot be used in those areas currently and the
proposed change would allow the departnent to start using this
authority in those areas if it is the best way to sell tinber.

2. There has to be an under-utilized allowable cut. That neans
extra volune has to be available to offer under a negotiated
sale; for exanple, in Southern Southeast Al aska where the annua
allowable cut is 13 mllion feet per year off the Southeast
State Forest. That is managed on a 10-year basis, so in any
given year they may sell 13 mllion or 5 mllion board feet. If
they only sell 5 mllion, they put 8 mllion feet in reserve to
be brought forward at a later tine and can actually have a sale
for over 13 mllion feet. The key is that it has to be managed
on a 10-year rolling basis, so the allowable cut can never be
exceeded in a 10 year peri od.

MR. MAI SCH expl ai ned that right now the department is ranping up
the tinber sale programin Southern Southeast Al aska to help the
mlls survive the downturn in the federal tinber sale program on
the Tongass, because it 1is going through a plan anendnent
process in which very little tinber is being nade avail able. The
departnment is essentially trying to buy sone tine for the
remai ning industry in Southeast, especially the manufacturing
i ndustri es.

3. The facility that the wood would be used in has to have
underutilized manufacturing capacity. This would nmean a mll
could add a second shift to the operation or it mght nean
i nstead of operating only eight nonths the mll could actually
operate 12 nont hs, because they have enough wood to do so.

MR. MAI SCH expl ained that the reason they use the 118 authority
in Southern Southeast so much is because of the conpetition
bet ween round-1o0g export and donestic manufacturing. The Pacific
Rim markets can afford to pay a much higher value for a round
log, so if the conpetitive tinber sale authority is used in
Sout heast, the wood would go nostly offshore. However, it has
| ong been a policy of the departnent and various adm nistrations
to try and have state-owned wood go to manufacturing facilities
in Alaskan communities. That's what this 118 authority allows
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themto do; it allows themto use other factors besides price in
t heir deci sion process.

3:58: 45 PM
SENATOR W ELECHOWNSKI asked if conpetitive bids typically go to
out si de organi zati ons.

MR. MAI SCH answer ed yes.

SENATOR W ELECHOWBKI asked if they are trying to get tinber that
will get sold, no matter what, to Al askan manufacturers as
opposed to outside corporations.

MR. MAI SCH replied that was correct.

4:00: 28 PM

SENATOR M CCICHE asked if he had any areas in mnd (wWwth a
harvestabl e surplus above the 135 percent of statew de average
for unenpl oynent).

MR. MAI SCH answered yes. He explained that Southern Southeast
Al aska has three state forests, two of them are the Southeast
State Forest and the Haines State Forest, both of which have
forest managenent plans and associated allowable cuts. It also
has lands that are classified for forestry use under various
areas plans around the state. The departnent determ nes where
tinmber sales wll happen based on the five year schedule of
tinber sales. That can be put out every year but is only
required to be put out every other year. This is the early
notice to industry and the public of areas where they are
contenpl ati ng proposing a tinber sale.

SENATOR M CCICHE asked if the vast mgjority of comunities in
Sout heast where the sales will take place are above the 135
percent statew de average for unenpl oynent.

MR. MAI SCH answered that was correct. That criterion is not an
issue; the criterion that is the issue is the allowable cut.
Because after this ranped-up program is used for tw or three
years, that criteria will no longer be nmet (because all of the
avai l able surplus wll have been used) and the 120 authority
W ll be used to sell all of the remaini ng wood.

SENATOR M CClI CHE asked if anywhere else in the state would be
able to satisfy all three criteria.
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MR. MAI SCH answered yes; Tok is where they |ast proposed to use
the 118 sale authority for a power facility that would have used
wood chips to produce electricity. They entered the 118 process
with a prelimnary best interest finding and in that process
anot her conpetitor showed up. That conpetitor proved to have the
ability to perform and so that sale was offered as a 120 sale.

SENATOR W ELECHOWSKI noted the zero fiscal note, but said he
t hought t hat revenues should increase as the industry
diversifies. To be fair, though, there could also be a decrease
since they will no longer go out to a conpetitive process.

4:03:51 PM

MR. MAISCH agreed that was correct and added that it's
definitely a tradeoff in Southern Southeast. The decision has
been made to support the comunities' manufacturing and the
associ ated jobs that cone with that because of the wood going to
a domestic source rather that selling for price only.

The departnment has the ability under the current tinber sale
programto collect sonme tinber sale receipts and that anobunts to
about $850,000 per year. This is wused to support a couple
forester positions, do reforestation and to maintain roads in
the state forest system Roads are typically built by the tinber
purchasers and are appraised against the value of the tinber
sal e. So, the roads are initially constructed by those
purchasers who maintain them while they are being used for
ti mber purposes. Once they are not, the maintenance reverts back
to the Division of Forestry.

SENATOR W ELECHOWBKI asked what happens when foreign conpanies
want to negotiate a sale.

MR. MAI SCH explained that first it has to neet the criteria of
why a sale would be negotiated. If it's in an area where the
departnment would normally do a conpetitive sale, they would
politely say no. As a state agency, they don't want to pick who
the winner and loser is in a negotiation process if the two
parties are not on equal footing.

SENATOR W ELECHOWSBKI said except they are trying to pick the
W nners. So, there could be problens down the Iine with foreign
or gani zati ons.

MR. MAI SCH expl ained that an RFP process is associated with a

negoti ated sale. Sone of the questions they can ask in the RFP
are the nunber of jobs created, how many high-value products

SENATE RES COW TTEE -10- February 13, 2015



will be made and where they will be sold, so they can detern ne
what will produce the nost value in ternms of jobs and comunity
support. Points are awarded for the different types of questions
and a high bidder is chosen; then they negotiate the terns. Even
when they negotiate, the buyer has to neet all the bonding
requi renents, fiscal due diligence and sign a standard tinber
sal e contract.

4:07:29 PM

SENATOR W ELECHOWSKI said he appreciated what they were trying
to do, but wondered if the Ilanguage could be tweaked to
specifically give Al askans preference, because legally they are
all owed to be given sone preference.

MR. MAISCH replied that the departnment has a good track record
of using 118 authorities in Southeast and currently has three
active tinber sales that were sold under it. Foreign interests
have conme to Alaska to | ook at purchasing tinmber - all the tine,
actually. But no offshore party has been willing to nake an
i nvestnment in Al aska, because of the cost and the fact that the
state doesn't have that nuch tinber to support the industry
(that went from 5,000 direct enployees in Southeast Al aska to
about 250 today) when the Forest Service quit selling the anount
of tinmber it should be selling.

SENATOR COGHI LL asked if what he has been talking about is a
part of the criteria in the best interest finding.

MR. MAISCH answered vyes; it can be nmde the criteria. He
expl ained that section 1 adds a subsection clarifying that the
conmmi ssioner currently has the authority to choose which tinber
sale authority is the appropriate one to use and the way that

would be done will be with a best interest finding. A best
interest finding is not needed for 115 sales. He added that the
small "b" best interest finding is not the large "B" Best

I nterest Finding, which neans an actual best interest finding.

4:10: 24 PM
SENATOR COGHI LL asked for the criteria under the little "b" best
i nterest finding.

MR MAISCH replied that it has to be read as a two-part
statenent. First you choose the authority you're going to use -
the applicable sale nethod. If the comm ssioner decided to use
the 118 authority, then a large "B'" Best interest finding is
required (and for nost of the other authorities). The only
authority that doesn't require that big "B" Best Interest
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Finding is the 115 small negotiated sal es, because it's too much
process to go through for 500,000 board feet, but it still has
to conply with all the normal forest practices and other
standards. He asked the Departnment of Law (DOL) for a |egal
opinion on their interpretation and that should be forthcom ng
soon.

4:11: 36 PM

SENATOR COSTELLO said she understood that this bill canme out of
a recomendation from the Al aska Tinber Jobs Task Force and
asked if this is the first or highest priority reconmendati on.

MR. MAI SCH answered that this is one of the recomendati ons that
cane out of the Alaska Tinber Jobs Task Force under the previous
adm nistration that was conpleted in 2012. It nade roughly 32 or
36 specific recomendations; sone were prioritized and sonme were
not. This did not fall in that top five priority, but it was
worth pursuing. It was in the first two sections of the Susitna
State Forest legislation that was discussed in the previous
| egi sl ature. The Board of Forestry and the Tanana Citizens
Advi sory Committee support this |egislation.

SENATOR M CCl CHE asked when the departnment determ nes maxi num
and best use, if soneone wants to create wood pellets and enpl oy
three people in a particular piece of forest where there is no
volunme |imt and soneone else cones along, mybe another
conpany, that wants to manufacture staircase spindles for sone
conpany outside of Al aska, except they want to hire hundreds of
Al askans, finish the product here and send it outside, that they
are not just focused on sone Al askan conpany when they may
potentially be able to enploy hundreds of other Alaskans wth
the other option under the 118 authority.

MR. MAISCH agreed with that exanple, but clarified that "no
volune Iimt" nmeans they can do a large sale, but it still has
to conply with sustained yield and annual harvest quantities.
However, the second conmpany he described would perhaps fit much
better under their 123 authority, because they are naking a very
hi gh-value finished product in Alaska that gets shipped to
markets in other parts of the world.

4:16:12 PM

SENATOR STOLTZE said he didn't see any dialogue about this
legislation from the pro-developnent group in the Mat-Su
Bor ough
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MR. MAI SCH said the Susitna State Forest is not part of this; he
just nentioned it because it was in that previous |egislation.

4:18:26 PM

SENATOR W ELECHOWSKI asked if deleting the provision of "nust
have a high level of |I|ocal wunenploynent” would include the
Susitna State Forest if it were to becone a state forest.

MR, MAI SCH answered vyes, because it wuld be a statew de
authority.

CHAI R G ESSEL opened public comment and invited M. Rogers to
coment .

RI CK ROGERS, Executive Director, Resource Devel oprment Counci
(RDC), Anchorage, Al aska, supported SB 32. It's a small step to
adj ust statutes to help get sone tinber supply, which is the big
i npediment to the industry, particularly in Southeast Al aska.
The DNR has been very effective in using what l[imted lands it
holds in Southeast Alaska to help bridge the gap for tinber
supply for the remaining mlls. The tinber sale statutes have
not been nodified for a couple of decades, and this change
acknowl edges the market for wood chips, a new industry wth
respect to biomass enerqgy.

4:22:53 PM
CHAIR G ESSEL | eft public testinmony open and said she would hold
SB 32.

SENATOR W ELECHOWNSKI  asked the departnment for a |list of
conpetitive sales with a conparison to their appraised val ues
for the past couple of years, to get a handle on how nuch this
bill would cost.

MR. MAI SCH answered he would do that, but he also knew that
there was a range of 30-50 percent difference in what they would
get if they offered a sale under a 120 authority. That anounts
from tens of thousands to naybe a hundred thousand dollar
difference in purchase price for an export sale versus a
negoti at ed sal e.

SENATOR M CCI CHE asked if there is any way to quantify the val ue
of local enploynent and its trickle-down effect into the
community using a per board foot neasurenent.

MR. MAISCH replied that the Forest Service and others have tried
to do that, but it 1is tough, because there are a lot of
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i ntangi bles. The econom c, social and an environnental aspects
of managing the forests are hard to put nunbers on, but he would
do his best to at Ileast give him sone rules of thunb the
department uses in making those deci sions.

SENATOR COSTELLO asked what problem as identified by the task
force that this bill sol ves.

MR. MAlI SCH answered that he would provide a witten response to
t hat questi on.

CHAI R G ESSEL said she would hold SB 32 for a further hearing.

4:27: 05 PM

Finding no further business to cone before the committee, Chair
G essel adjourned the Senate Resources Conmittee neeting at 4:27
p. m
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