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Depart ment of Natural Resources
Anchor age, Al aska
PCOSI TI ON STATEMENT: Provided an overview of the Mental Health
Trust Land O fice, and answered questions during the PowerPoi nt
presentation entitled, "Departnent of Natural Resources Overview

for House Resources Commttee January 18, 2017."

ANDREW MACK, Comm ssi oner
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Anchor age, Al aska
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PCSI TI ON  STATEMENT: I ntroduced staff, provided additional
information, and answered questions during the PowerPoint
presentation entitled, "Departnent of Natural Resources Overview
for House Resources Committee January 18, 2017."

MARK W GGE N, Deputy Conm ssioner

O fice of the Conm ssioner

Department of Natural Resources

Anchor age, Al aska

POSI TI ON  STATEMENT: Provided background information on
divisions wthin the Departnment of Natural Resources and
answered questions during the PowerPoint presentation entitled,
"Department of Natural Resources Overview for House Resources
Comm ttee January 18, 2017."

STEVEN MASTERMAND, Director

Central Ofice

Di vi sion of Ceol ogi cal & CGeophysical Surveys

Department of Natural Resources

Fai r banks, Al aska

POSI TI ON  STATEMENT: Provided information on the Division of
Ceol ogi cal & Geophysical Surveys and answered questions during
the PowerPoint presentation entitled, "Departnent of Natural
Resources Overview for House Resources Commttee January 18,
2017."

ED FOGELS, Deputy Conmi ssioner

Ofice of the Conm ssioner

Depart ment of Natural Resources

Anchor age, Al aska

PCOSI TI ON  STATEMENT: I ntroduced M. Goodrum director of the
Division of Mning, Land and Witer, Dr. Longan, Executive
Director of the Ofice of Project Mnagenent & Permtting,
provi ded additional information, and answered questions during
the PowerPoint presentation entitled, "Departnent of Natural
Resources Overview for House Resources Committee January 18,
2017."

BRENT GOODRUM Director

Central Ofice

Di vision of Mning, Land and Water

Departnent of Natural Resources

Anchor age, Al aska

POSI TI ON  STATEMENT: Provided information on the Division of
Mning, Land and Witer, and answered questions during the
Power Poi nt presentation entitled, " Depart nent of Nat ur al
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Resources Overview for House Resources Commttee January 18,
2017."

CHANTAL WALSH, Director

Central Ofice

Division of Gl and Gas

Department of Natural Resources

Anchor age, Al aska

PCOSI TI ON STATEMENT: Provided information on the Division of Ol
and (Gas and answered questions during the  Power Poi nt
presentation entitled, "Departnent of Natural Resources Overview
for House Resources Committee January 18, 2017."

SARA LONGAN, Executive Director

O fice of Project Managenment & Pernmitting
Department of Natural Resources

Anchor age, Al aska

POSI TI ON STATEMENT: Provided information on the Ofice of
Project Managenment & Permtting and answered questions during
the PowerPoint presentation entitled, "Departnment of Natural

Resources Overview for House Resources Commttee January 18,
2017."

FABI ENNE PETER- CONTESSE, Director

Central Ofice

Di vi sion of Support Services

Depart ment of Natural Resources

Juneau, Al aska

POSI TI ON  STATEMENT: Provided information on the Division of
Support Services and answered questions during the PowerPoint
presentation entitled, "Departnent of Natural Resources Overview
for House Resources Commttee January 18, 2017."

ACTI ON NARRATI VE
1: 00: 12 PM

CO- CHAIR ANDY JOSEPHSON called the House Resources Standing
Committee neeting to order at 1:00 p.m Represent ati ves
Josephson, Rauscher, Dr umond, Bi rch, Pari sh, Tal eri co,
Westl ake, and Tarr were present at the <call to order.
Represent ati ve Johnson arrived as the neeting was in progress.

CO CHAI R JOSEPHSON made openi ng remarks.

OVERVI EW  DEPARTMENT OF NATURAL RESOURCES
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1: 02: 21 PM

CO CHAIR JOSEPHSON announced that the only order of business
would be a continuation of the overview by the Departnent of
Nat ural Resources begun during the neeting of 1/18/17.

1: 04: 46 PM

JOHN MORRI SON, Executive Director, Mental Health Trust Land
Ofice, Ofice of the Conm ssioner, DNR, informed the conmittee
that the Mental Health Trust ("Trust") has its roots in
territorial days when individuals who were found insane were
shipped to an institution in Oregon "never to be seen again.”
He characterized this system as an inadequate |evel of nental
health care for a territory seeking statehood, thus in 1956, the
first federal land grant of 1 mllion acres was granted to the
territory of Alaska to be used to generate incone and pay for
mental health prograns. However, the l|and base was not used
for the purpose for which it was dedicated, and in 1984 the
Trust was sued and the courts determ ned that the | and was being

given away - designated as parks and for other uses - but was
not generating revenue. In 1994, a settlenment reconstituted the
land trust with a new 1 mllion acre land grant consisting of

about 4,500 parcels located as far north as Livengood, as far
west as Ophir, and as far south as Ketchikan. The new trust is
governed by a seven-nenber board and two offices: 1.) The
Mental Health Trust Authority, Departnment of Revenue (DOR),
adm nisters grants and progranms for the Trust; 2.) The Mental
Health Trust Land Ofice (TLO, DNR, nmanages |and and other
assets for the Trust. The tenants of the Trust's mssion are:
maxi mze the long-term revenue from Trust Iland; protect the
corpus; protect and enhance the |long-term productivity of Trust
| and; encourage a diversity of revenue-producing uses of Trust
| and; rmanage all Trust l|and prudently, efficiently, and wth
accountability to the Trust and its beneficiaries. M. Mrrison
stressed that all decisions are made in the best interest of the
Trust and its beneficiaries. The Trust and TLO generate two
types of revenue: 1.) Principal revenue, which is revenue
generated from a divestiture of an interest in Trust |and, such
as land and tinber sales and royalties; 2.) Ilncome revenue,
which is revenue generated from interest, rent, bonus bids, and
f ees. He explained that under the terns of the Trust, the
princi pal must be reinvested in another income-producing asset,
and the income is available for use by trustees for prograns,
admnistrative costs, and for rebuilding the |and base. The
trustees have made a decision to focus on both the generation of
i ncone revenue and a diversification of revenue streans, because
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the land and tinber sales that have generated a majority of the
Trust's principal are dimnishing. The TLO manages the Trust's
| and under a resource nmanagenent strategy, which is a policy
that identifies the highest and best use of parcels, and which
is sonetinmes difficult to achieve. The resource nmanagenent
strategy di vi des t he Trust's | and base into seven
classifications, one of which is mnerals and nmaterials,
including the Fort Knox Mne, the Livengood CGold Project, and
potential mneral exploration at Icy [Cape]. The real estate
asset classification includes the min sources of income
gener ati on, and the land <classification relates to the
stewardship of Jland not otherwise classified, and also to
revenue generation. The forestry asset has waned to al nobst no
activity. At this time, the largest forestry initiative is a
|and exchange wth the US. Forest Service (USFS), US
Department of Agriculture, for many parcels in Southeast that
would be valuable for tinber harvest. Al t hough federa
legislation is needed to facilitate the exchange, the enabling
| egislation has been introduced in Congress by the Al aska
congr essi onal del egati on, and state legislation is Dbeing
pr oposed.

1:15: 33 PM

MR. MORRISON continued to explain the next classification is
programmatic real estate wherein the Trust has assuned
responsibility to participate in the facility needs of
beneficiaries' prograns, such as providing infrastructure, seed
capital, and in-house expertise for beneficiaries. Two exanples

of infrastructure are the Gateway to Recovery Enhanced
Detoxification Center in Fairbanks and the Asset's Inc.,
facility in Anchorage. Mtigation marketing is a new asset

classification for the Trust, and M. Mrrison said the Trust is
monitoring the potential for wetlands and carbon credits
mtigation in an effort to protect Trust land while providing
i mredi ate revenue. The last category is energy as the Trust has
coal resources, gas and possible oil reserves in the Kenai Loop
Field, and gas potential in Nenana and Cook Inlet. He pointed
out that TLO and the Trust are self-funded and provide
significant funding to the state through grants for nental
health progranms; in fact, during fiscal year 2017 (FY 17), TLO
will have generated over $200 million in revenue from a well-
diversified stream which protects the Trust from conmodity
mar ket s. M. Morrison concluded, advising that all the efforts
fromthe Trust and TLO benefit the Trust beneficiaries.
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CO CHAIR JOSEPHSON stated that an ongoing audit of the Mental
Health Trust is currently examning its operations in great
detail .

1:20: 09 PM

REPRESENTATIVE BIRCH recalled there are policies related to
investnment practices - perhaps tied to those of the Al aska
Per manent Fund Corporation - and asked whether the Trust uses

i nvestnment-qualified personnel from other departnents in regard
to real estate investnents.

MR. MORRISON responded that the trustees have chosen to
diversify investnment by wusing principal to acquire incomne-
produci ng property; this process has been ongoing for the past
14 years.

COCHAIR TARR noted that additional information could be
presented to the House Natural Resources Finance Subcomm ttee on
the Trust's nost recent activity.

REPRESENTATI VE BI RCH understood there are concerns about whet her
i nvest ment deci sions foll ow best practices policy.

CO- CHAIR JOSEPHSON offered to gather questions in witing. He
asked how the Trust would utilize land in the event a proposed
m ne was not permtted.

MR. MORRI SON acknow edged that a proposed mine may never produce
revenue; other uses for a certain parcel may be wetlands or
carbon credit mtigation, or the land my be returned to the
state. In further response to Co-Chair Josephson, he confirnmed
an exchange with the state may be with other DNR | and sources.

1:24: 26 PM

ANDREW MACK, Conmi ssioner, Departnment of Natural Resources,
suggested the DNR overview continue to the Division of
Ceol ogi cal & Geophysical Surveys (DGGS), the Division of Mning,
Land & Water (DMLW, the Division of Ol & Gas (DOG, and the
O fice of Project Managenent & Permtting (OPMP).

1:25: 50 PM
MARK W GE N, Deputy Conm ssioner, Ofice of the Comm ssioner,

Department of Natural Resources, inforned the commttee the
Di vision of Geol ogical & CGeophysical Surveys is based largely in
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Fai rbanks and is conprised of geologists, geophysicists, and
scientists with expertise in mneral resources and in geologic
hazards throughout the state. |In addition, DGGS staff publishes
witten and online geologic data for public access.

1: 27: 40 PM

STEVEN MASTERMAND, Director, Central Ofice, DGGS, DNR, directed
attention to slide 11 of the PowerPoint presentation entitled,
"Departnment of Natural Resources Overview for House Resources
Comm ttee January 18, 2017." He inforned the commttee DGGS has
been in existence since the formation of the Alaska Territoria
Department of Mnes in 1912. The division's mssion is to
assess Alaska lands for their capability to produce netals,
m nerals, fuels, geothernmal resources, sand, gravel, and riprap,
and to also assess geologic hazards such as |andslides,
eart hquakes, tsunams, volcanic activity, permafrost, flooding,
erosi on, and others. In FY 17, the DGGS operating budget was
$8.5 mllion, and about one-half of that was wunrestricted
general funds (UGF). The division enploys 51 positions and neets
its mssion by conducting geological investigations around the
state; in regard to netals, oil and gas, and coal, the
geologists primarily focus on the potential of those resources.
The resulting maps, reports, and analyses that are generated
from investigations are published and w dely used; furthernore,

DGGS nakes avail able physical materials - such as rock sanples
and core sanples - to the division's new Ceologic Mterials
Center (GVC) which was relocated to Anchorage in 2015. Sanpl es
from the facility are wdely used by oil, gas, and mneral
industries, and were used to lead to new discoveries on the
North Slope (slide 11). In 2016, the division generated 36.9
mllion web page views and alnost 900,000 publications were

downl oaded from the web site, which he characterized as a
"pretty astoundi ng nunber of publications,” and is a substantia

increase from prior years. Al nost one-half of the inquiries
were related to oil, gas, coal, and mnerals, proving that DGGS
information is being used to develop the state's natural
resour ces. A key role of the division is geological napping

and two grants fromthe U S. Geol ogical Survey, U.S. Departnent
of the Interior, and funding from a capital project allowed for
mapping in Tok River near recent discoveries of copper, |ead,
zinc, silver, and gold. The area was |argely unknown; however,
DGGS conpl eted a geophysical survey and a mapping project, and
rel eased geochem cal information that spurred mning clains
staking activity in the area. In addition, DGES provided
information previously gathered on the Bonnifield district to
the public, which also led to mning clains staking over 32,000
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acres. M. Mastermand turned to geol ogic hazards, noting that
Al aska has 54 active volcanos - three have erupted in the past
year - and DGGS nonitors volcanic activity and reports eruptions
to the governor's office, the Division of Honeland Security &
Emer gency Managenent, Departnment of Mlitary & Veterans

Affairs, and to airports and aviation organizations. As a
result of the Pavlof eruption in March 2016, 140 flights were
cancel ed and 6,200 people were prevented from flying through the
vol cani c ash. O her seismc activity is expected at any tine.
Al so published this year were reports on an area of the North
Sl ope known as the Nanushuk formation, which is found in a
sequence of rocks that have produced recent discoveries. The
DGGS reports docunented the petrol eum geol ogy characteristics of
a unit of rocks at Wainwight as high quality, suggesting there
is exploration potential between Wiinwight and the Colville
River area (slide 12).

1: 37: 23 PM

COCHAIR JOSEPHSON surmsed there is oil potenti al "sone
di stance west of Barrow. "

MR. MASTERVMAND said the report indicates that the Nanushuk
formati on rocks beneath Winwight have "sonme of +the right
characteristics.” Returning to the topic of geologic hazards

he related that DGGS, in conjunction with the Al aska Earthquake
Center, University of Al aska Fairbanks, and the National Cceanic
and Atnospheric Admnistration, U S. Departnent of Conmerce,
produces and distributes tsunam and inundation reports that
inform coastal communities of potential danger and evacuation
routes.

COCHAIR TARR recalled that GMC was initially oversized, and
guestioned whether the facility is now at full capacity.

MR. MASTERVAND agreed and explained that the facility was filled
by one-third when the collection was noved, and now the shel ves

are 50 percent full. He said he expected the rate of donations
to decline to a level rate; on the other hand, facility use has
increased to 600 visitors this year. Senate Bill 170 [passed in

the 29th Al aska State Legislature] allowed GVMC to charge fees
for services in order to becone less reliant on UG-, and the
fees are going to public notice shortly.

MR. MASTERVAND cl osed, noting that recent analyses on Al aska

coal differ from accepted know edge that coal is a good source
for gas but not for oil; in fact, tests by USGS and DGGS revea
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that Alaska coal sanples successfully produced oil in the
| aboratory environment, which suggests that there nay be nore
exploration opportunities for oil around the state.

1:42: 52 PM

REPRESENTATI VE PARI SH asked for the price point for oil at which
using coal to produce oil becones economc.

MR. MASTERVAND was unsure. The division envisions that if coal
is heated in the right way and oil mgrates out of the coal, oi
would be trapped in conventional types of oil traps, thus the
econoni cs would be simlar.

COM SSI ONER MACK, referring to DGES data on the Nanuschuk
structure, noted that the data is very inportant to Al aska
because exploration to the west and south of existing fields,

and into the National Petroleum Reserve - Al aska (NPRA), revea

"stronger trends of ... this particular structure.” The
department will utilize this data in its managenent plan of NPRA
and new devel oprment west toward Wi nwi ght.

MR. WGGE N added that the aforenentioned seismc data relates to
GVMC [as data and materials are stored there]. The state has
accurmul ated - through the "capital credit systenmf - credits that
have supported seismc shoots of approximately 49 data sets
t hroughout the state. This is a large volune of data, and four
data sets are due for release to the public after being held by
DNR for ten years as is directed by statute. He cautioned that
it is not an easy process to manage |arge anounts of data sets,
spanning fromthe east side to the west side of the North Sl ope,
t hroughout Cook Inlet, and perhaps sone areas of Mddle Earth
[areas of the state not on the North Slope or Cook Inlet]. M.
Wggin said the Division of Ol & Gas (DOG and DGGES staff are
making efforts to prepare and rel ease the data; subsequently, a
fee package wll be devel oped by GW. He characterized the
seismc data as a trenmendous asset for new explorers that wll
create advantages for | ease sal es.

1:49: 07 PM

CO CHAI R JOSEPHSON expressed his understanding that there is a
tension in that the state seeks to release the data to encourage
devel opnent; however, the state has nade an investnent to obtain
the data and has a proprietary interest. Further, he questioned
whether DNRis legally required to rel ease the data.
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MR WGEN agreed that the state has nmade an investnent in data
that is of value to the public, to explorers, and to investors.
The question is how to release the data to stinulate desired oil
production and not only exploration; DNR is striving to ensure
that the fees charged for the data cover the state's costs of
har dware and personnel. The value of the data is to stinulate
exploration and production. In further response to Co-Chair
Josephson, he opined DNR is required to rel ease the data.

REPRESENTATI VE PARI SH asked for the value of the data.

MR WGENS responded that the state has invested $0.5 billion
to $1 billion in the data. In further response to
Representative Parish, he related that one data set was shot by
a private individual at a cost of approximately $22 mllion and
the owner sold the data set for $14 mllion, twice.

REPRESENTATI VE PARI SH expressed his concern about the first user
selling the data for |less than the state.

MR WGEN acknow edged that the state has no nechanism to
prevent the resale of data after its release. He opined that
DOG and DGGS are not tasked to worry about resales, but to seek
production and increased oil flow ng through TAPS. He suggested
timng the rel ease of data before | ease sal es.

CO CHAIR JOSEPHSON questioned whether legislative changes are
needed to facilitate the aforenmentioned timng [of the release
of data before | ease sales].

COWM SSI ONER MACK answered that DNR seeks an ongoi ng dial ogue in
this regard. The current statutory |anguage directs the rel ease
of data but does not address possible benefits to the state from
sai d rel ease.

1:56: 50 PM

ED FOGELS, Deputy Conm ssioner, Ofice of the Conm ssioner, DNR
informed the conmittee the Division of Mning, Land and Water
(DMLW is a foundational division for DNR and serves as Al aska's
real estate agency. The division is responsible for obtaining
the state's land entitlement from the federal governnent, and
managing the state's land holdings, water, and m nes. The
di vision issues thousands of permts ranging from material sales
and boat docks to placer mnes, and the division' s present focus
is to inprove its organi zational efficiency.
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1: 57: 58 PM

BRENT GOODRUM Director, Central Ofice, Division of M ning,

Land and Water, DNR, gave a short personal background. He
informed the commttee that the division is responsible for
managi ng al nost 160 mllion acres, and its core services include

acquiring land. The state remains entitled to 5 mllion acres,
and the division seeks to make good selections, acquire clean
title, and legal public access. Al'l subnerged |and beneath
navi gabl e water bodies are owned by the state, and the division
creates plans for the intended uses and nmanagenent of |ands,

whi ch are updated every 20 years. In addition, the division
transfers land into municipal and private ownership, which
provi des opportunities for Al askans. The division is

responsi ble for short- and long-term authorizations for the use
of land and water, and regulates water use, safety, unorganized
platting review, and activities related to coal and mning

recl amati on. The division provides active stewardship of |and
and waters and collects revenues for the use of state |and
(slide 13). In 2016, the division generated $28.4 mllion in
revenue. One of its projects on the North Slope was issuing
authorizations to facilitate a major fiber-optic cable project
to inprove comunications. Currently underway is the North

Slope Area Plan that is being prepared for public review and
which is inmportant to the North Slope Borough's municipal

entitlenents. Further, the division adopted the Eastern Tanana
Area Plan which provided guidance for over 2.3 mllion acres of
state | and. Recently, the division issued a prelimnary

decision for the Lake and Peninsula Borough nunicipal
entitlement.

MR. GOODRUM continued, noting that the division filed an action
against the federal governnment to establish clear title to
subnerged | ands beneath navi gable water bodies, and was awarded
attorney's fees and costs in the anount of $600, 000.

REPRESENTATI VE JOHNSON asked how much nmunicipal land remains to
be conveyed fromthe federal governnent.

MR. GOODRUM said the North Slope [Borough] is owed a significant
anmount of land; the total anobunt that may be granted to a
municipality is identified by statute and regulation, and a
formula determnes the anount. The state works wth
muni ci palities and boroughs to identify lands that are
appropriate to convey. He clarified that the federal governnment
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owes the state over 5.3 mllion acres; however, the state
conveys nuni cipal entitlenent land to nunicipalities.

2:06:59 PM

MR. FOGELS offered to provide the committee with the status of
[ pendi ng] rmunici pal entitlenments.

CO-CHAIR JOSEPHSON said he was interested in the entitlenents
that are due Ni ki ski

2:07:40 PM

MR. GOCDRUM  cont i nued, stating t hat t he di vi si on IS
investigating state land on the North Slope east of the Point
Thomson Unit. The state has the authority to select additiona
| and, however, there are disagreenents with BLM on the mapping
and survey techniques that are utilized by the federal
government. The division also worked with BLM on BLMs offer to
convey |and based on "a unique survey nethodology ... at this
point ... it's a continuing dialogue." M. Goodrum expressed
his interest in finding good solutions as to how the state's
remaining land entitlenments wll be surveyed. Finally, he
pointed out that the division is tasked with conducting tundra
travel openings - which are determned by weather and ground
conditions - and announced that the eastern and western coasta
areas are open for certain travel nethods. In 2016, 173 mles
of ice roads and additional snow roads were authorized (slide
14) .

REPRESENTATI VE PARI SH asked whether remaining |and selections
will be based on the aforenentioned seism c napping.

MR, GOODRUM confirned that the division considers many factors
prior to selecting |and. At one point in time the state was
required to identify possible selections, thus approximtely 20
mllion acres have been [tentatively] selected, and selected
lands will have known and potential resources. Unfortunately,
sone of the land the state seeks is not currently avail able due
to public orders that wthdraw land from the public domain.
This issue remains under discussion between the [state]
adm ni stration, the Al aska congressional delegation, and federa
agenci es.

REPRESENTATI VE RAUSCHER asked for an estimate of how many mles
of ice roads will be built this year.
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MR. GOODRUM was unsure. He explained that the need for ice
roads varies with oil conpanies’ winter activities, and offered
to provide an estimate.

2:13: 18 PM

REPRESENTATI VE RAUSCHER recal led that the federal governnent is
| ooking into the [Wshbone H Il Mne], and he asked for DNR s
present position on the project.

MR. FOGELS responded that DNR has on ongoing dispute with the
Ofice of Surface Mning Reclamation and Enforcenent, U S
Departnment of the Interior, regarding permtting at the Wshbone
Hll Mne. The federal office alleges that an error in DNR s
permt 15 years ago invalidated the permt, although the
operator was infornmed by the state and federal governnents that
the permt was valid, thus the operator has been acting in good
faith. The mne is not in production; DNR has been "pushing
back on that" and is evaluating an appeal of the permt decision
at this tine.

MR. FOCGELS returned attention to an wearlier question, and
enphasized that 5 nmllion acres are left in the state's |and
entitlement from the federal governnent. He cautioned that the
state should not rush, but be careful and select the best |and.
Federal encunbrances prevent the selection of sonme of the best
known | and; however, nuch of the |land avail able remai ns unknown,
and he urged for the state to make neasured choi ces.

REPRESENTATI VE PARI SH questioned how the data available is
anal yzed, and whether additional land grants from the federal
government are forthcom ng.

MR. FOGELS advised that division staff is analyzing and
publ i shing the data. In response to the second question, he
said nore land from the federal governnent would need to be
aut hori zed by Congress.

COM SSIONER MACK and M. Wggin provided brief background
information on Ms. Walsh, Director, Division of Ol & Gas (DOG.

2:19: 58 PM
CHANTAL WALSH, Director, Central Ofice, DOG infornmed the
commttee the Division of Gl & Gas has 112 enployees and an

operating budget of over $22 nmillion, of which 40 percent is
UGF. The responsibility of the division is to conduct |ease
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sales, collect royalties, authorize oil and gas activities, and
regul ate comon-carrier pipelines for the state. In support of
its objective, DOG provides comercial analysis, economc
nodel i ng, financial risk assessnments, and audits, following its
mssion, which is to mximze prudent use of the state's
petroleum resources for the greatest benefit of all Al askans
(slide 15). In 2016, DOG held the second |argest North Sl ope
| ease sale by acreage, |easing approxi mately 600,000 acres. The
| ease sale also generated the third |argest anount of revenue

since 1998. Adding the Beaufort Sea to the |ease sale, the
state received $17.8 mllion and added 33,000 acres in the
Beaufort Sea area. Next, she turned to the aforenentioned

rel ease of seismc data, adding that in the |ease sale of 2016
were two seismc parcels, one in Cook Inlet and one on the North
Sl ope, which was "picked up by a new player for the North
Slope.” For the first time, DOG prepared a production forecast
in use by the Departnent of Revenue (DOR), which DOG strongly
believes is a probabilistic approach to previous perfornmance,
and that reveals a nore accurate view of near- and long-term
production. M. Wil sh opined that the aforenentioned production
forecast is a lean - but not a conservative - production
forecast, as many factors have driven production up late in
2016; however, the state is "riding the wave of sone great
activity on the North Slope in 2014 and [2015] and there's a | ag

period for that." She cautioned that 2016 has less activity,
thus the forecast is an average forecast. Also in 2016, DOG
verified and received alnmost $1 billion in royalties, rents, and

bonus bids on |ease sales, and issued seven royalty audits,
three of which were for the federal government, and others for
ConocoPhillips Al aska, Inc. and BP, that contributed $27 nillion
to state revenues.

M5. WALSH continued, noting that the Federal Energy Regulatory
Comm ssion (FERC) issued an order for the Trans-Al aska Pipeline
System (TAPS) to reduce its tariffs for the period from 2009 to
2016, resulting in $90 mllion in additional royalty revenue to
the state.

2:25:09 PM

CO CHAIR JOSEPHSON requested further information on the
af orenenti oned federal audits, and inquired as to whether FERC
concluded that TAPS tariffs were too high

M5. WALSH said yes. The transportation tariffs were too high,

thus less noney should have been taken from the state's
royal ties. In further response to Co-Chair Josephson, she said

HOUSE RES COW TTEE -14- January 20, 2017



the state was a "passive entity"; in fact, the request to FERC
to investigate the tariffs was initiated by carriers. She
returned to the presentation, and stated that additionally in
2016, DOG coordinated state agencies in processing pernts and
finalized [FERC] Resource Reports for the Alaska LNG Project
(AKLGN) and the Alaska Stand Alone Pipeline (ASAP). I n
addition, DOG negotiated two royalty-in-kind (RIK) contracts
which sell state oil to Petro Star Inc., and Tesoro. She
clarified that through RIK contracts, the state takes the val ue
of its royalty in barrels of oil, which is a financial advantage
to the state, protects local jobs, and provides fuel.

REPRESENTATI VE PARI SH surnised that the state was shorted $90
mllion [in regards to the FERC TAPS tariff revision].

M5. WALSH explained that to get its royalty value the state
removes transportation costs; after <carriers asked FERC to
reassess the tariff, FERC |owered the value of transportation,
thus the state was owed royalty and interest.

2:29:06 PM

REPRESENTATI VE PARI SH referred to the advantages to the state
related to its [RIK contracts] with Petro Star and Tesoro, and
questioned whether there are simlar opportunities in this
regard.

M5. WALSH assured the conmmittee that the division will continue
to explore all simlar avenues.

CO CHAI R JOSEPHSON expressed his understanding that there is a
limted donestic need for instate Rl K

2:30: 14 PM

COWM SSI ONER MACK infornmed the conmttee that a certain anount
of royalty cones from TAPS throughput, and the state
historically has provided oil to the facilities of instate
processors such as Petro Star and Tesoro. Al though not in
statute, DNR nakes oil available and has negotiated a previous
contract wth Tesoro. The departnent will present new
| egislation for a contract providing crude oil to Petro Star's
facility so that it can continue refining instate. He advi sed
that many sources of oil are needed for a refining business.
Comm ssioner Mack stated that DNR will explain this process in
detail at a later date.
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M5. WALSH returned attention to RIK contracts, and pointed out
that with the addition of the Petro Star [contract], the portion
of RIK that the state takes is 95 percent of its portion -
| eaving 5 percent of that as royalty in value - which is close
to the maxi mum RIK that can be taken from the pipeline.

CO CHAIR JOSEPHSON asked for clarification and observed that
nost of the state's royalty oil is converted to cash for either
the general fund or the Al aska Permanent Fund Corporation. He
surmsed that a small portion beconmes R K, and said "95 percent
of that opportunity has been used up ...."

COWM SSI ONER MACK said correct. The departnent seeks what is in
the best interests for the state: to take the oil in kind and
sell it on the market, or ROV, which is selling the oil back to
t he producers. The administration's policy is to evaluate both
options, and instate refiners enploy nmany, but he enphasized
that the state has "maxed out the sale of royalty oil to two
instate refiners ...."

REPRESENTATI VE PARI SH surm sed the state can have a bigger share

of RIK oil through contract negotiations wth individua
producers. He asked whether jobs produced and econom c activity
are factored into the advantages to the state - in addition to
cash value - in RIK transactions.

M5. WALSH advised that when the state sells RIK oil out of
Val dez, it is not burdened with transportation costs to the
Lower 48, as it would be with ROV, and savings on transportation
costs create a snmall financial benefit to the state.

REPRESENTATI VE  PARISH concluded that removing additional
transportation costs creates a higher value for the resource,
and econom c activity and jobs created thereby are a bonus.

M5. WALSH said correct. She returned to the presentation and
said the final acconplishment for DOG in 2016 was finalization
of the dismantlenent, renoval, and restoration (DR&R) agreenent
with Chugach Electric Association Inc., and Anchorage Municipa
Li ght and Power (M.&P), purchasers of Beluga River [Unit] assets
from ConocoPhillips Al aska, |Inc. The purchasers have acquired
additional liabilities for DR&R, and DOG and DNR established
liability accounts in this regard.

MR. FOCELS introduced Dr. Longan, the director of the Ofice of
Project Managenent & Permitting, and inforned the conmttee that
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this division's central role is to coordinate permtting for
| arge, conpl ex, resource devel opnment projects within the state.

2:38:35 PM

SARA LONGAN, Executive Director, Ofice of Project Mnagenent &
Permitting, DNR, stated that the Ofice of Project Managenent &
Permtting (OPMP) supports private industry, regulators, and the
general public by inplenenting a one-stop permt-coordination
shop to help secure a consistent and tinely permt process. The
office is "rather self-sufficient” with the majority of its FY
17 $7.8 mllion budget paid through revenue generated from
private sources. This is acconplished through voluntary
agreenents with mning or oil conpanies and thereby, OPMP covers
its operational expenses and distributes funding to other
affected state agenci es with simlar responsibilities.
Continuing in FY 17, OPWMP has 15 enployees who earn "a high
| evel of praise and acceptance" for OPMP's coordination nodel
which is unique to Alaska, and was developed in the '90s during
the onset of the Fort Knox M ne. Thi s nodel assures conpanies
that permt reviews are robust, transparent, and tinmely (slide
19). In 2016, OPMP provided service in support of the state's
nost critical oil and gas projects including: t he Nanushuk
Project by Arnmstrong, which could produce 120,000 barrels of oil
per day into TAPS;, Geater Mose's Tooth 1 and 2, by
ConocoPhillips Al aska, I nc. ; Poi nt Thonson  projects by
ExxonMobi | Corporation; the Liberty project for Hilcorp, which
could be the first production from federal offshore |eases; the
Smith Bay discovery by Caelus Energy; and the N kaitchuq project
by Eni .

DR, LONGAN, turning to mning, said that OPMP has a well-
est abl i shed m ning team which coordi nates proposed and operating
m nes such as: Donlin Gold, Fort Knox, Kensington, N xon Fork,
Pogo, Red Dog, and Chuitna. She expl ained that OPMP dedi cates
time and resources to its role engaging with federal agencies in
regard to the National Environnmental Policy Act (NEPA) reviews

for energy and mning projects. Further, the division acts as
the state's lead agency related to reviews of federal |and
managenment plans such as developnment in the National Petroleum
Reserve- Al aska (NPR- A) , out er conti nent al shel f (QCS)
activities, and issues related to the Alaska National WIldlife
Reserve, area 1002 (ANWR-1002). Wth support from the

| egi sl ature, agencies, and the public, OPMP is seeking to
establish a statewde wetlands mtigation program which is
currently under review by the U S. Arny Corps of Engineers. She
expl ained that [Section 404] of the Cean Water Act requires

HOUSE RES COW TTEE -17- January 20, 2017



that developers conplete "a mmjor federal authorization and

regul atory process.” Although the cost of mtigation to offset
unavoi dable inpacts to aquatic resources is increasing, the
financing options for mtigation have been reduced. | f
successful, a statewide mtigation program wll |ower project
devel opnent costs and generate state revenue. Also in 2016,

OPMP renewed a nenorandum of understanding (MOU) with the North
Sl ope Borough to address issues related to North Slope oil and
gas devel opnent, and to commt both agencies to collaborate and
comuni cat e. Anot her successful program is OPMP' s coordination
of the Alaska Geospatial Council's efforts to develop an
accurate topographic base map of Alaska. At this time, napping
covers 77 percent of the state, and she stressed the inportance
of mapping to explorers and | ocal entities.

2:46: 36 PM

REPRESENTATI VE  RAUSCHER questioned whether the (geospati al
project is a light detection and rangi ng (LI DAR) project.

DR. LONGAN sai d yes.

REPRESENTATI VE PARI SH recalled the Al aska Mental Health Trust
Aut hority is considering mtigation marketing and sales [for]
carbon credits, and asked whether OPMP is working with the
Trust.

DR. LONGAN said yes. The division is working with various
st akehol ders to understand their mtigation needs, not only for
the oil and gas industry.

MR. FOGELS, returning to an earlier question, clarified that the
technol ogy used in geospatial mapping is simlar to LIDAR, but
the interferonetric synthetic aperture (IfSAR) inagery used is
taken from 30,000 feet and provides five-neter accuracy.

CO CHAIR TARR returned attention to OPMP's [proposed] statew de
mtigation program and expressed her wunderstanding that 404
permts currently cone through BLM She questioned whether the
state would establish primcy over BLM though another federal
agency.

2:49: 15 PM
DR. LONGAN answered that 404 permts are admnistered by the

US. Arny Corps of Engineers. At the time ConocoPhillips
Al aska, Inc., sought a 404 permt from the Corps of Engineers
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and a right-of-way fromBLMwithin NPR-A it was required to pay
additional mtigation costs because of the Cean Water Act "404
program" There has been nonmentum from Washington, D.C

requiring the Corps of Engineers, BLM and other federa

agencies to establish individual mtigation policies. She
advised that additional mtigation policies wll probably be
reevaluated by the incomng federal admnistration. Furt her,
over two years ago, DNR partnered with the Departnent of
Envi ronnental Conservation (DEC) to evaluate whether the state
should seek Clean Water Act jurisdiction from the Corps of
Engi neers. In this regard, research showed that the state's
assunption of this federal function is conplicated by the
proposed Waters of the United States (WOTUS) rules that have now
been issued. Dr. Longan renarked:

The intent was clarification of what types of wetl ands
and water bodies would be jurisdictional under the

Clean Water Act .... It generated a Ilot nore
confusion, it was litigated alnost immediately, and
the WOTUS rule ... is sort of in ... Jlawsuit
pur gatory. It's another rule that | believe the
incomng admnistration will be asked to take a |ook
at .

2:52:17 PM

CO-CHAI R TARR surm sed Al aska woul d have been the first state to
pursue [assunption of the federal function of 404 permts].

MR. FOGELS noted that Al aska would be the third state to
establish primacy.

CO CHAIR TARR understood that the state does not have funds to
continue the effort, but has the information gl eaned.

DR. LONGAN said correct. Further, DEC discovered from the two
states that have assunmed jurisdiction that the regulatory
program is sizable and expensive to adm nister. Therefore, in
order to address the problem of additional mtigation costs and
| ess opportunity for conpanies to acquire mtigation credits,
OPMP believes a nore direct solution is to pursue devel opnent of
the statewi de wetlands mtigation program

2:55: 10 PM

FABI ENNE PETER- CONTESSE, Director, Central Ofice, D vision of
Support Services, DNR, gave brief background information. She
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informed the conmittee the Division of Support Services (SSD)
differs from other adm nistrative services divisions in that it
has the follow ng three conponents:

e The information resource managenent (IT) section, which is
the keeper of the land records for the state, provides
deskt op and net wor k support, busi ness application
devel opnent, and geographic information systens (4 Y95)

e The recorder's office of uniform comrercial code, which
records docunents in the state permanent record

e« The admnistrative services section, whi ch  provi des
managenent to help with the budget for the departnent,
fi nanci al managenent, procurenent, human resources, and
al so processes the revenue that flows to the state through
DNR.

M5. PETER- CONTESSE noted that in 2016, the division continued
work on a consolidation of desktop support with the Departnent
of Administration (DOA), saving DOA about $200, 000. I n
addition, the division's |IT conponent is streanlining the
permtting process with the Division of Mning, Land and Water
to inplenent the uniform permtting system The recorder's
of fice conponent has provided electronic recording statew de,
reducing costs by $450,000, elimnated eight positions, and
closed six offices, all without loss in state revenue. Finally
in 2016, the admnistrative services conponent participated in
the shared statewide initiative to consolidate and streamine
processes related to travel and accounting.

REPRESENTATI VE BI RCH asked how | and status related to rights-of-
way i s nonitored.

MR. FOGELS responded that the division tracks state |and records
after the Jland becones state |[and. The Bureau of Land
Managenment tracks, for exanple, land records for Native
corporation land that is conveyed from the federal governnent.
As DMW sells a subdivision, the information is sent to SSD thus
t he managenent conveyances happen in DMW and are recorded by
SSD. In further response to Representative Birch, he explained
that a legally established right-of-way or |ease on state |and
would be noted on the land plats, and subsequently would be
excluded from sale by DMW

3:03: 00 PM
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ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:03 p. m
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