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Statement on SB223, Susitna State Forest

| am Hank Kays, Executive Secretary for the State

SAF, and am also speaking from the basis of my own
experience and opinions having spent some years dealing
with forest management in the north.

I'hv_ State suffered a loss not fully realized as yet
when new National Forests were not included in the
federal land designations, but at least the State is

in a position to make up some of the loss. The SAF
supports the concept of State Forests and the one under
discussion, and has already submitted a resolution to
this effect in April 1984, | see State Forests as
particularly important in the Railbelt for the following

reasons:
e

A source for firwood, houselogs and lumber for
local uses, to minimize trespass on private land
much of which is unguarded.

Local employment and milling.
A land base for longer-term research.

Opportunities for cooperation with private land-
owners, and the Mat Su Boro.

A source for longer-term commitments of wood to
help interest business development in lumber, etc.

Recommendations:
Concentrate State Forests in the north in the
Railbelt at first. With the Tanana SF established,
the Susitna is needed at the Anchorage-Mat Su area.
| personally feel that more State forest parcels or
blocks are needed as well, in order to tie together
the Railbelt system and provide a wood and other
uses to the small communities scattered along that
very long distance.

A The State should better define 'Multiple Use' in
establishing a State Forest, so that these forests

are used in the intended manner. Wood, for instance,

should be a primary use in any State forest as well
or along with other uses.



7”7  Sec. 38.06.120. Disposal procedure. Timber and other materials
shall be sold either by sealed bids or public auction, depending on
which method is determined by the commissioner to be in the best
inteiesta of the state, to the highest qualified bidder as determined by
the commissioner. An aggrieved bidder may appeal to the commis-
sioner within five days after the sale for a review ofthe determination.
The sale shall be conducted by the commissioner, and at the time ofsale
the successful bidder shall deposit the amount specified in the terms of
sale. The means by which the amount of deposit is determined shall be
prescribed by appropriate regulation. The commissioner shall immedi-
ately issue a receipt containing a description oftho timber or materials
purchased, tho price bid, and the terms of sale. The receipt shall be
accepted in writing by the bidder. A contract oftale, on a formapproved
by the attorney general, shall be signed by the purchaser and the
contract shall be signed by the commissioner on behalfofthe state. The
commissioner may impose conditions, limitations, and terms con-
sidered necessary and proper to protect the interests ofthe state. Viola-
tion of any provision of this chapter or the terms of the contract of sale
subjects the purchaser to appropriate legal action. (8 3 art VI ch 169
SLA 1969; am § 13 ch 61 SLA 1960; am § 3 ch 137 SLA 1962; am § 1
ch 200 S1 "0; am 8§ 35 ch 152 SLA 1984)

A.

Sc. 4. 00, NOTIEICATION AND REVIEW OF OPERATIONS.
) _QowreciuiiB on foraac_land ahall _ba reviened under chi*
section for conalaconcy with the policies and_provisions of
this dapter and regulationa undar this ehaotar.

C Before rating on forest lad, an rator shall
give r%)tificatim (e} ﬁleOpeoam?galder consisting of e
(@ a brief written description of the proposed
operation;
a UGS of the largest_available scale
showing ﬁ\e(z‘}ocatim crr{?gll proposed activities;

@ proposed measures for soil oconservation and
reforestation; and

o ré{ll%evidenoeﬁatﬁelardomrardtirrbermmr
(%grggaf? from the gparator) have approved the proposed

11 AACB.1D. HARVESTING, @ Hdlig, huddrg, ad
Myarding must ;e coducted jo ss 10

O aoid dgrsitirg e nderial harfaevaasto
e o \agettihe v D
must be removed as an gy praessduriing renestirg ativites;

@ potect tre gty of tre strenberk and iSveptetie
s

@ poace for dedirg ad veter filleiy effedts of
\agetatian allag strears when recsssary 1o rotect vater guellity
and agatichebtat; ad

@ nminimizz il eacsin fran tte autor aea

O |ladirgs, dad tak, ad fae tak must e lostad,
arstruosl, rainired, and reeptats]. Freeessary, tominimise
siatnof arfeevaas.

©.On sate ard nunicipal faest: lad, henestirg plars nust

recgie, ad qaatos poedt, gEoes ad ter heoitas
bntified by tre Department: of Fsh ad Game u thveateed ar

© On dae ad mnicial faest ld, a buffer 330 fet h
radils must ke retaired aroud eech tald ssglarestirg tree.

© For qeatias on seie owed faest B, a detailed
plen must ke develgoed by tre district Inohed and
by tre date Tatdar before hervestirg comenoes.. The
edtant 1o whidh trese resouraes willl ke affected by tre |
aamMies.

N Sec* 38.05.035. Power™ and duties of the director.

(e) Upon a written finding that the interest* of the state will be best
served, the dir-jctor may, with the consent of the commissioner,
approve contrac a for the sale, lease, or other disposal of available land,
resources, property or interests in them, and, in addition to the condi-
tions and limitations imposed by law, may impose additional.condi-
tions or limitatk ns in the contracts as the director determines, with
the consent of the commissioner, wi'.l best serve the interests of the
state. A contract for the sale, lease, or other disposal of available land
or an interest in land is not legally binding on the state until the
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7~  Sec. 38.06.120. Disposal procedure. Timber and other maieriala

shall be sold either by sealed bids or public auction, depending on
which method ia determined by the commiaaioner to be in the beat
interests of the atate, to the highest qualified bidder as determined by
the commiaaioner. An aggrieved bidder may appeal to the commis-
sioner within five days after the sale for a review of the determination.
The sale shall be conducted by the commissioner, and at the time ofsale
the successful bidder shall deposit the amount specified in the terms of
sale. The means by which the amount of deposit is determined shall be
prescribed by appropriate regulation. The commissioner shall immedi-
ately issi ,ea receipt containing a description ofthe timber or materials
purchased, the price bid, and the terms of sale. The receipt shall be
accepted in writing by the bidder. A contract ofsale, on a formapproved
by the attorney general, shall be signed by tbe purchaser and the
contract shall be signed by the commissioner on behalfofthe state. The
commissioner may impose conditions, limitations, and terms con-
sidered necessary and proper to protect the interests of the state. Viola-
tion of any provision of this chapter or the terms of the contract of sale
subjects the purchaser to appropriate legal action. (8 3 art VI ch 169
SLA 1959; am § 13 ch 61 SLA 1960; am § 3 ch 137 SLA 1962; am § 1
ch 200 SLA 1970; am § 35 ch 152 SLA 1984)

A. oMtx

Sc. 41.17.090. NOTIFICATION AND REVIEW OF OPERATIONS.

Optrscions ca forssc_land shall _os cavlanad undar chis
sscelon for conslscancy with tha policies and_provisions of
this chapcer and regulations adopted undar chia dhaocer.

(© _ Before gperating on forest lad, _an_operator shall

give notification t© de comlissioner consisting of

(@ a brief written description of che proposed

operation;

a UGS mgp of the largest_available seal™

showing dle(z%ocation of all proposed activities;

[€)]
reforestation;

proposad measures for soil conservation and
ad

o rer(A_lr)t evidence dat de landover and tinber owner
af dllf§ roposed

from the gperator) have approved the p

11 AAC %.1D. HARVESTING. B Rlky, hukirg, ad

Mysrding nutt be codcted toess o

O aod dgositirg \vaetatie raterial hsufae vatas o
te exdant fesbe ifvaptaine naterial enten sufae valas, it
mutt be revoved at an argoing pracessduniing henestirg ativites;

© potect tre oty of tre strerbark ad svagtatne
@a;

@ poak for dedirg ad vater fillaiy effets of
\eptation alay streans when recessary 10 protect vater guallity
and ag.atacheortat; ad

@ nminimiz sl awin fran te ator as

O ladis, dad tak, ad fwe tak must e ko],
arstruosd, naintaingd, ad reastate, Freessry, tominimize
sletnofsrfeevaas.

© On stete and nuniiclpd faest: krd, Farvestarg plars nutt

reagie, ad 06 poladt, Sedes ad tar Hoitats
lontified by tte of Ash ad Game & ttresteed ar
athoeed.

© On dats ad mnicial faest B, s uffar 330 fiet h
radiLs must ke retaired around eech beld ssois restirg tree.

© For gaatios on daie owned faest lad, a ddailad

s pien nutt ke davelgeed by the ditrict Inolhved ad

by the dats fTaedtar Iefore henestirg comences. The

mst t@de Ino asidration otter faest resures ad the
smmmimmmmllﬁaﬁmmwmw
atiMities. Before state forestervill el
it e et i of o of Enviramental
Grsenvation and the Department oF Aishand Gae.

Sec. 38.05.036. Power™ and duties of the director.

®© Upon awritten finding that the interests of the atato will be beat
sened, the director may, with the consent of the commiaaioner,
approve cortracta for the aale, lesee, or other diapoeal ofavailable land,
resources, property or interest* in them, and, inaddition to the condi-
tiot™ and limitations imposed by law, may impose additional .condi-
tion* or limitations in the contracts as the director determines, with
the consent of the commiaaioner, will best serve the interest* of the



S«c. 38.05.110. Sale of timber and materials. The commissioner
shall provide for cruises of timber and appraisals of other mat trials in
or upon state land and shall assess the supply ofand current markets
for timber on and other materials in privately owned land in close
proximity to state land to determine

gl) the timber and other materials that should be offered for sale
an 7

(@ the terms of sale of the timber or other materials. B8 lartVI ch
169 SLA 1959; am § 31 ch 152 SLA 1984)

» Sec. 38.06.115. Limitations and conditions of sale, (a) The com-

missioner shall determine the timber and other materials to be sold,
and the limitations, conditions and terms of sale. The limitations,
conditions and terms shall include the utilization, development and
maintenance of the sustained yield principle, subject to preference
among other beneficial uses. The commissioner may negotiate sales of
timber or materials without advertisement and on the limitations,
conditions, and terms that are considered to be in the best interests of
the state. However, not more than 500 M.B.M. or equivalent other
measure of timber or more than 2e>000 cubic yeards of materials may
be sold by nonadvertised, negotiated sale to the same purchaser within
a one-year period.

(b) Negotiated sales not exceeding 50 M.B.M. or the equivalent other
measure of timber or 2,500 cubic yards of materials are exempt from
the provisions of AS 34.15.150.

(©) The limitations of this section are not applicable to timber which
becomes state property under the provisions of AS 45.50.210 —
45.50.235. (§ 2 art VI ch 169 SLA 1959; am § 1 ch 66 SLA 1969; am
8 9ch 257 SLA 1976; am 88 2, 3 ch 73 SLA 1978; am § 32 ch 152 SLA
1984)

Sec. 38.05.945. Notice, (a) This section establishes the require-
ments for notice given by the department for the following actions:

(1) classification or reclassification of state land under AS 38.05.300
and the closing of land to mineral leasing or entry under AS 38.05.195;

(2) zoning of land under applicable law;

(3) a decision under AS 38.05.035(¢) regarding the sale, lease, or
disposal of an interest in state land or resources; and

(4) a competitive disposal of an interest in state land or resources
after final decision under AS 38.05.035(g).

(b) Notice of one or more actions described in (a) of this section shall
be given at least 30 days before the action by publication in newspapers
of statewide circulation and in newspapers of general circulation in the
vicinity of the proposed action and one or more of the following
methods:

(1) publication through public service announcements on the elec-
tronic media serving the area affected by the action,

(2) posting in a conspicuous location in the vicinity of the action,

(3) notification of parties known or likely to be affected by the n-
or

(4) another method calculated to reach affected persons. A notice
shall contain sufficient information in commonly understood terms to
inform the public .,/the nature of the action and the opportunity of the
public to comment on the action.

(©) Notice at least 30 days before action under (a) ofthis section shall
also be given to the following:

(1) to a municipality if the land is within the boundaries of the
municipality;

(2) to a regional corporation if the boundaries of the corporation as
established by sec. 7(a) of the Alaska Native Claims Settlement Act
encompass the land and the land is outside a municipality;

(3) to a village corporation organized under sec. 8(a) of the Alaska
Native Claims Settlement Act if the land iB within six miles of the
village for which the corporation was established and the land is
located outside a municipality;

(4) to the postmaster of a permanent settlement of more than 25
persona located within six mileB ofthe land ifthe land is located outside
a municipality, with a request that the notice be posted in a conspic-
uous location.

(d) Notice is not required under this section for a permit or other
authorization revocable by the department.

(e) The provisions ofthis section do not apply to a lease issued under
AS 38.05.205.

(0 The provisions of this section do not apply to a production license
issued under AS 38.05.207. (8 10 art IH ck 162 SLA 1959; am 8 8 ch
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11 AAC 71.085. VOLUME DETERMINA-
TIONS. (a) The division will estimate timber
volumes used in appraisals and as a basis for the
volume of timber included in a timber sale

offering by a timber cruise method prescribed
by the director.

(b) Timber volumes reported in cutting reports
by the purchaser as a basis for payment must be
determined by scaling, unless otherwise specified
in the contract.

be determined in
(Eff

(c) Material volumes shall
the manner required by the contract.
7/2/82, Reg. 83)

H AAC 71.020. NOTICE OF SALE, (a) The
division will give public notice of a competitive
sale of timber or material in accordance with
AS 38.05.345. Public notice given under this
subsection will state

(1) the minimum acceptable bid, if applicable;
(2) the method of bidding;

(3) the time and place of sale;

(4) the amount of deposit required;

(5) whether additional information is avail-
able at division offices;

(6) the duration of the contract;

(7) that the state reserves the right to reject
any or all bids and that, unless all bids are re-
jected, the sale will be awarded to the respon-
sible qualified bidder offering the highest total
bid value for timber and the highest unit price
for material, and

(8) the amount of any bond required.

(b) The division will, in its discretion, make
a negotiated sale of 500 M.B.M. or less of timber
or 25,000 cubic yards or less of material without
giving public notice of the sale.

(c) The division will give public notice of a
negotiated timber sale authorized by AS
38.05.118 in accordance with AS 38.05.345.

(d) The division will, in its discretion, make

a negotiated sale of timber or material author-
ized by AS 38.05.315(a) without giving public
notice of the sale in accordance with AS
38.05.345. (Eff. 7/20/60, Reg. |; am 6/24/62,
Reg. 5;am 7/2/82. Reg. 83)

11 AAC 71.075. AWARD OF SALE, (a) With-
in 30 days after receipt by certified mail of a
contract under this chapter, the purchaser of
timber or material must sign and return the
contract, together with any required bond. How-
ever, the director may, in his discretion, extend
the period an additional 30 days. If the
purchaser fails to complete the contract as
required in this section his deposit under
11 AAC 71.070 will be forfeited.

(b) For competitive sales, if the successful
bidder fails to comply with the requirements
of (a) of this sectior, the director may offer the
sale within 45 days to the next high bidder at
the price which he bid and under the same terms
and conditions. If the next high bidder accepts
the offer of sale at the price he bid, he must sign
and return the contract, together with a required
bond, within 30 days of receipt of the contract
by certified mail. (Eff. 7/2/82, Reg. 83)
Authority: AS 38.05.020 AS 38.05.115

AS38.05.110 AS 38.05.120
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11 AAC 71300 ANNUAL OPERATING
PLAN. A purchaser of timber under this chapter
shall if required by the contract, before begin-
ning operations within the timber sale area, and
before beginning operations each calendar year
thereafter, prepare an annual plan of operations
acceptable to the director. The plan of opera-
tions may be modified by written mutual
agreement of the director and the purchaser.
(Eff. 7/20/60, Reg. 1; am 6/24/62, Reg. 5; am
7/2/82, Reg. 83)

11 AAC 71.280. INSPECTION AND
REPORTS, (a) Activities conducted on state
land under timber or material sale contracts or
under log re licenses are subject to inspec-
tion by agen:. . f the division. Books and records
of a purchaser or licensee, and of the purchaser’s
or licensee’s contractors and subcontractors,
relating to operations under the contract or
license are also subject to inspection by agents
of the division. Upon request of the purchaser
or licensee, the division will keep information
obtained under this section confidential to the
extent permitted by law.

(b) In a material sale the director will, in his
discretion, require the purchaser to submit
monthly, semiannual, annual, or other periodic
reports, including a final report, on a form pro-
vided by the division. The reports must provide
an accurate accounting of the quantity of
materials removed. (Eff. 7/20/60, Reg. 1; am
11/20/60, Reg. 2; am 6/24/62, Reg. 5; am
7/2/82, Reg. 83)

11 AAC 71.205. AMENDMENTS TO CON-
TRACT, (a) A timber or material sale contract
may, upon approval of the director, be amended
to "include at the same unit price additional
timber or material in the sale area or in an area
adjacent to, or in the immediate vicinity of, the
sale area if the amount of timber or material to
be included in the amended contract does not
exceed 25 percent of the volume provided for in
the contract before amendment and if

(1) The volume of timber or material esti-
mated to be in the sale area by the division was

grossly in error; or

(2) timber in the sale area has been blown
down or infested with insect or disease and
prompt harvest is in the interest of full and
efficient utilization.

(b) amendments to the contract will be made

in writing and become part of the contract upon
mutual agreement of the director and purchaser.
However, an amendment under this subsection
may not materially affect or change the meaning
or intent of the contract. (Eff. 7/20/60. Reg. 1.
am 6/24/62, Reg. 5; am 7/2/82, Reg. 83)

11 AAC 71.210. CONTRACT EXTENSION.
(@) A contract under this chapter must state the
date upon which the severence or extraction of
timber or material under the contract is to be
completed. Upon written request from the
purchaser not more than 120 days before
expiration of the contract, the director will, in
his discretion, grant an extension if he defr-
mines that the purchaser has substantially
completed the contract by having removed at
least 75 percent of the timber or material
required under contract. An extension may not
exceed one year.

(b) When determined Dy the director that the
delay in completing the contract is due to causes
beyond the purchaser's control and without
fault or negligence, the contract will be
extended for a time period equal to the delay in
completion of the contract caused by the event,
(Eff. 7/20/60, Reg. 1, am 6/24/62, Reg. 5; am
7/2/82, Reg. 83)
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Il AAC 71.245. DAMAGES, (a) A purchaser
shall conduct operations under a contract under
this chapter in a workmanlike manner and may
not unnecessarily damage the land or resources
in the sale area. Damage attributable to the pur-
chaser’s operations which, as determined by the
director, is excessive or was avoidable must be
corrected by the purchaser to the satisfaction

of the director within the time designated by the
director. The division will assess a purchaser’s
liability for damage in accordance with the
purchaser’s contract.

(b) If a purchaser cuts or removes timber or
material which is not designated for cutting or
removal under the purchaser’s contract, the
purchaser is liable for damages as provided in the
purchaser’'s contract. (Eff. 7/20/60, Reg. | ®am
6/24/62, Reg. 5; am 7/2/82, Reg. 83)

11 AAC 71.095. PERFORMANCE BOND.
(a) In connection with a timber or material sale,
the director will, in his discretion, require the
purchaser to provide a performance bond to
guarantee performance of the terms of the

contract.

(b) If the director requires a performance
bond under this section, the bond amount will
be based on the total value of the sale. If the
total value of the sale is

(1) S50.000 or less, the bond amount will be
at least 10 percent of the total value of the sale;

(2) between S50.000 and S100,000, the

bond amount will be at least 55,000; or

(3) S100,000 or more, the bond amount
will be at least five percent of the total value of
the sale, but will not exceed $200.000.

(c) If the value of the sale is less than SI 0,000,
the bond amount will be rounded to the nearest
S5100.

(d) If the value of the sale is more than
$10,000, the bond amount will be rounded to
the nearest SI1,000.

(e) The performance bond must be executed
on a form provided by the division and may be

(1) a corporate surety bond issued by
corporation licensed to do business in Alaska;

(2) a personal bond secured by cash or its
equivalent or by negotiable securities acceptable
to the director, in a sum equal to the amount
of the bond, together with an assignment of the
security to the state which is attached to and
becomes a part of the security; or

(3) an individual surety bond guaranteed in a
sum equal to the amount of the bond by each
of at least two individual sureties who are not
related to the purchaser, are of good financial
standing, are acceptable to the director, and
have liquid assets sufficient to meet any obliga-
tion arising from the contract.

(0 The performance bond must remain in
effect for the duration of the contract or until
released in writing by the director.

afl THr

(g) If, as determined by the director, the
removal of timber or material from a portion of
the sale area has been satisfactorily completed,
the director will, in his discretion and upon
written request of the purchaser, reduce the
amount of the performance bond. (Eff. 7/20/60,
Reg. |;am 6/24/62, Reg. 5; am 7/2/82, Reg. 83)



11 AAC 71.225. TERMINATION OF CON-

@ TRACT. If the purchaser breaches a provision of

the contract, the director will, in his discretion,
give the purchaser written notice of the breach.
If, after giving the purchaser notice of the
breach, the breach is not remedied in the time
specified by the director, the director will, in
his discretion, terminate the contract. If the
director terminates the contract, title to the
timber or material which has not passed to the
purchaser vests in the state, and the purchaser is
liable for damages sustained by the state arising
from the purchaser's breach. (Eff. 7/30/60,
Reg. ham 6/24/62, Reg. 5;am 7/2/82. Reg. 83)

11 AAC 71.315. LOG IDENTIFICATION. The
division will, in its discretion, require a pur-
chaser of timber under this chapter to identify
timber with a brand or other mark approved by
the director before removing the timber from

the sale area. (Eff. 7/2/82, Reg. 83)

See. 41.17.060.  REGULATORY AND ADMINISTRATIVE STAN—
DARDS. @ All Iatlon* admnlstratlve action*,
other activitr™ dutiar Ln:lertaken under thi* c&.{gter
ﬁll(ggtm full aanrdame with dhe acandarda

ion.

(b% With state, mnicipal, and private
forest lad, de IIomngstandard*ame

@O _to dv maximun extent ible, all a%lc—
able data ard mfomatlm of applicable discipline*
be updated aml used in rraklng demsmn* relative to the

management of

@ ewviromental Iy sensitive aress and best
management practloe* shall be” recognized In de mplemerrta
tion of nonpoinc source pollution cortrol measu
authorized under this depter;

adninistration of forest lad shall consider
oondltlons and ocher economic constraints affect-
g ﬁ’e landoarer, tinber omer, or the gperator;

1o de fullesc extent practicable, _harvested
forest | sl”all be reforested, naturally or artificially,
so as 1o resulc iIn a sustained |eld of merd"lantable timber
from thec lad; if artlflc:lal p S required, silvi-
culmrally acceptable li |rst be available for
planting ac an M|@al ly fair prloe in Alaska.



BILL SHEFFIELD, GOVERNOR

DEPARTMENT OF COMMERCE & POUCH D
JUNEAU. ALASKA 99811
ECONOMEC DEVELOPMENT PHONE: 465-2094

OFFICE OF FOREST PRODUCTS

The primary purpose of the Office of Forest Products is to help strengthen and
expand a statewide forest products industry.

The office consists of the Director, Thyes Shaub, located in Juneau and a
Senior Marketing Specialist, Frank Seymour, located in Ketchikan.

MAJOR ACTIVITIES - 1985
* actively participated in the Governor's Timber Task Force

* established a Market Advisory Committee consisting of statewide industry
heads, the State Forester and the USFS Regional Forester.

* planned and participated in hosting timber trade groups from Korea and
Japan as part of the Governor's Pacific Rim Trade Program

* published "Alaska's Commercial Forest Resource" providing an overview of
the resource, ownership patterns, and the forest products industry.

* utilized USFS research funds to contract the development of a computer
model which analyzes the effects of changes in regulatory variables on
production costs.

*

* initiated review and problem identification study of the Railbelt forest
products industry to identify necessary courses of action for furthering
the use of Alaskan wood fiber and wood products in Alaska.

* coordinated with the Department of Natural Resources, Division of
Forestry, in developing a five-year strategy plan to encourage the
development of the forest products industry.

* facilitated communication between members of the industry and State
agencies.

* responded to regular requests for information from the public,
legislators, State agencies, the media and members of the industry.

* participated in policy review and State comment on ANILCA and TLMP reports
and coastal zone consistency reviews.

* provided telex communication for market inquiries between the Alaskan
Asian offices and Alaska businesses.



* initiate a "Buy Alaska" campaign to increase awareness and acceptance of
Alaska timber products.

* research the potentials of Alaska timber products to supply in-state
markets competitively.

* facilitate trade missions, sample shipments and communications between the
Alaskan industry and the Pacific Rim customers.

* participate in policy and regulatory review for State and Federal laws and
management plans such as ANILCA, CZM and TLMP.

* continue input and follow-up on Timber Task Force recommendations.

* develop technical species and product brochures for promotion with
contractors, architects, Pacific Rim customers and other potential users
of Alaska wood products.

* continue work with the Division of Forestry to implement a resource
management and economic development action plan to enable the forest
products industry to contribute its potential to the diversification of

the State"s economy.

* participate with the Market Advisory Committee in developing a statewide
forest products association and market development strategy.

* prepare forest industry information for the Governor"s office,
Legislators, State agencies, educators, the public and the media.

* compile a directory of producers of Alaska®"s forest products.

0180A22186a
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Senate Resources Committee Minutes April 17, 1985

1:00 pm
Senate Resource Members Present
Senator Arliss Sturgulewski, Chairman Senator Rick Halford
Senator Bettye Fahrenkamp, Vice Chair Senator Vic Fischer

Senator Zharoff
Calendar
Forestry Overview

SB 223 "An Act establishing the Susitna State Forest; and providing for an
effective date."

Senator Sturgulewski

Called the meeting to order. Senator Sturgulewski passed out responses to
a letter she had written to state agencies regarding state loans on the Red

Dog Project.

Jim Clark, Chairman, Governor's Timber Task Force, provided an overview of
what the Timber Task Force has done and where it's going. He stated the
Timber Task Force was formed last February for 2 reasons:

1. to try to help with the economic health of the industry in Southeast
Alaska; and
2. to further the efforts to start the industry in Southcentral and the

Interior of Alaska.

He stated that there are 14 members on the Task Force; 6 from government
and 8 from industry. He stated that there are areas with which they need

help:

1. marketing program for the pulp industry;

2. would like the Alaska Railroad to buy railroad ties from Alaskans and
the use of the Alaska Railroad as a vehicle for taking the logs to
central processing facilities and then after they are processed,
moving them out to market. The Alaska Railroad has about doubled its
rate on logs since it was bought by the state.

3. have asked the state for leadership on planning of an export/import
bank that would deal with timber and all other Alaskan products.
4. assistance in marketing from the Alaska Asian market in two ways:

a. generic marketing of Alaska wood products in those countries; and



countries that use Alaskan wood products.
5. series of budgeting programs in the State Forestry Division, DNR
6. assistance for the Forest Assistance Program in the Interior and

Southcentral areas.

Mr. Clark stated that there are a series of federal budget matters which
they have discussed with John Katz's office and they are getting help

there.



STATE OF ALASKA 1986 LEGISLATIVE SESSION
FISCAL NOTE

Revision D ate:

REQUEST FISCAL DETAIL

Bill/Resolution N o.: SB 223 Agency Affected: Natural Resources

Title : Establish the Susitna State BRU - Forest Management
ForesL

Sponsor: Rules at request of Governor Components :.

Requestor:--—---- Senate Rpsnnrrps

Date of Request: 2- 6-R6

EXPENDITURES/REVENUES : (Thousands of Dollars)
OPERATING FY 86 FY 87 FY 8 FY 89 FY 90 FY 91

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 0

CAPITAL
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FUNDING : (Thousands of Dollars)

GENERALFUND
FEDERAL FUNDS
OTHER

TOTAL 0. 0 Q 2 0 -

POSITIONS

FULL-TIME
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ANALYSIS : Attach aseparate page if necessary

Prepared by: Carol J. Wilson Phone: 465-2400

Division : Commissionerls Offire Date: _ ,2tl12=£6

Approved by Commissioner: A Date: . N - /r-rb

Agency: Natural Resources

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget
10/25/85
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The Honorable Bill Sheffield
Governor, State of Alaska
Pouch A

Juneau, Alaska 99811

Dear Governor Sheffield:

This 1is to report to you on the excellent meeting which
the Alaska Timber Task Force had on March 15, 1985. The Task
Force reviewed vyour administration®s response to the December
14, 1984 Task Force Report, as well as the responses of the

Forest Service and 1industry. We would 1Ilike to commend you on
your response and commend to you the responses we received from
the other Task Force participants. The setting of priorities by

the State, the Forest Service and industry was reasonable and
realistic considering what can be done to help the industry
within Federal and State budget constraints.

This letter is to list the Task Force"s priorities after
reviewing the responses

A Marketing Program.

1. At page 7 of the Task Force report, the Task
Force recommended that the U.S. Trade Representative®s office be
made more TFTully aware of the declining position of the dissolving
sulfite pulp 1industry both in Alaska and the lower 48. We urged
that diplomatic persuasion be used iIn an attempt to increase the
United States®”™ market share of dissolving sulfite pulp. As you
know, South Africa 1is one of Alaska®s chief competitors on the
Pacific Rim because it produces pulp at far less cost than Alaska

pulp.

We appreciate having your Washington Office
cooperate with the Congressional delegation in urging the help of
the U.S. Trade Representative. The Task Force considers this a

priority matter.

2. The Alaska Railroad can greatly assi
effort to use Alaska wood products in the Southcentral and
Interior markets in two ways:



The Honorable Bill Sheffield
April 9, 1985
Page 2

a. At pages 12 and 13 of the report, the Task
Force discussedthe use”of the Alaska Forest Product Preference

(AS 36.15.010 - .020) to 1increase the mar® "ting of Alaska wood
products in Alaska. Hemlock, whit* has been difficult to market,
can be used t< produce railroad ties. Purchase of Alaska hemlock

railroad ties would be of great help to the industry and would
meet the 1iIntent of this Act.

Representative Sund has raised concerns, which
the Task Force shares, about whether the Alaska Railroad plans to
give Alaska timber processors a chance to sell railroad ties to
the Alaska Railroad. In a recent request for bids for railroad
ties, neither of the FOB points specified by the Railroad were in
Alaska.

b. At page 36 the Task Force recommended a
study of theAlaska Railroad as a means of moving logs to a
processing Ffacility along the railbelt and then moving manu-
factured products to markets along the railbelt. This proposal
has been set back by the Railroad®s recent raise 1iIn rates. The
rate on logs has increased by eighty-eight percent (88%).

The Task Force urges that your good offices be
used to raise the consciousness of Alaska Railroad officials
about the role it might play 1in assisting the timber industry in
Alaska. IT the Interior and Southcentral timber industry plays
the role the Task Force has proposed for it, it will someday be a
major revenue producer for the Railroad.

3. As part of the overall marketing progranm,
specifically with the People®s Republic of China 1iIn mind, the
Task Force recommended at page 38 of its report that an export-
import bank be established. The Task Force did not make a
recommendation whether this should be done by the State or by the
private sector. However, state government leadership 1is needed
to help develop a plan. Since this would affect not only the
timber industry, but otherindustries as well, the Task Force
suggests that your office call a meeting with interested
industries, including the banking industry, to explore the
possible structure of a state export-import bank. This 1is a
priority matter with the Task Force.

4. At page 9o0f the Report, the Task Force
recommended that the State assist iIn marketing in two ways:

a. generic marketing through the Asian
offices; and

b. State participation in associations in
Pacific Rim countries which use Alaska wood products. For
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example, your new representative in Tokyo, Mr. Kaz Hayashi, would
be in an excellent position to join the Japan Rayon
Manufacturers® Association and urge the purchase of Alaska pulp
in behalf of the State.

The Task Force requests that the Department of Commerce and
Economic Development®™s Forest Division be provided sufficient
funds to pursue these marketing objectives.

B . State Budget Matters.

1. At pages 14 and 15 of the Report, the Task
Force recommended a forestry assistance program, which would
provide technical assistance and training in Tforest matters,
forest products processing, and wood utilization in Southcentral

and the Interior. The Task Force urges that this be a priority
matter in setting the Division of Forestry®s budget for this
upcoming year. The Task Force believes this program 1is highly

important and would provide much needed assistance and benefits
for buyers, sellers, and manufacturers of timber 1in Southcentral
and Interior Alaska. Accordingly, the Task Force recommends that
the positions for this program be budgeted in the State
Forester®s office.

2. The Task Force proposes that the budget of the
StateDivision of Forestry beincreased to 1include a staff
position to allow the State Forester to participate 1iIn inter-
agency discussions involving regulatory matters - specifically
stipulations suggested by other agencies concerning timber
harvest activities. The Task Force was distressed to learn that
State Forester Sturgeon 1is presently required to do his own
research and staff work 1in order to participate in such discus-
sions. Accordingly, the Task Force requests that money be found
within the DNR budget to provide such staff.

3. The industry presented a loan guarantee
programwhich would convert the money set aside last year for
Ketchikan Pulp Corporation®s proposed employee stock ownership
plan to a program that would benefit the entire industry as a
loan guarantee program. We have talked with a number of offi-
cials within your administration regarding this and received very
sound and realistic advice about how to proceed in shaping a bill
which will be worthy of consideration.

The proposed guarantee program would be administer-
ed through the banking 1industry which would have an important

economic interest in the success of the loans. The loans must be
commercially reasonable - i.e. that 1is to say, they must be fully
collateralized. The loans would be made at market interest
rates. In addition, users of the guarantee program would pay a

"user Tfee."
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We feel that this 1is a reasonable program in light
of existing budget constraints and urge your consideration and
assistance 1in shaping it".

4. Attached to this letter are letters fron
Bell to Senator Edna Armstrong DeVries concerning a kiln
demonstration project at the Goose Bay TfTacility. We ask the help
of your administration 1in bringing together the necessary people
to consider and coordinate this idea.

C. Federal Budget Matters.
1. Section 705(a) of the Alaska National Interest
Lands Conservation Act (ANILCA) provided funding for the timber
management program on the Tongass National Forest. Section

705(b) provides for a revolving loan fund to assist iIn acquiring
equipment and implementing technologies which lead to utilization
of wood products which might not otherwise be utilized.

This was simply an oversight. Creation of this
source of funding 1is a priority with the Task Force. At our
meeting the Forest Service reported that the Farmer®s Home Loan
Administration 1is prepared to promulgate regulations Tfor the use
of this funding, but that Congress has not yet appropriated
money to fund the program. We wurge the assistance of your
Washington office, in cooperation with the Congressional
delegation, to obtain the funding needed to make this a viable
program.

2. At page 32 of 1its report, the Task Force
recommended that the Forest Service obtain the maximum possible
amount of ANILCA funding for roads and related fTacilities during
poor timber markets end that the Congressional Delegation and the
State of Alaska work with the Forest Service to receive these
funds. While the Forest Service has shifted about $6.5 million
of ANILCA funds during the past two years into road construction
to share 1in the construction costs of some roads with timber sale
purchasers during current poor timber markets, the Task Force
believes that current funding for preroading 1is insufficient to
offset deficits for some timber sale offerings.

We need to continue to push Tfor Tfunding of pre-
roading during times of depressed markets. It provides jobs for
Alaskans 1in Southeast Alaska who would work for the construction
companies which would obtain the preroading contracts. And, it
makes it economically possible to harvest the timber, thus
providing timber-related jobs.

We appreciate the assistance you have given us on
this matter, including the pledge to continue to have your
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Washington office work with the Congressional delegation to
increase the amount of this funding. This 1i1s a priority matter
with the Task Force.

3. Section 14(1) of the National
Management Act contains a proviso which excludes small operators
in Alaska from the opportunity to elect to have the Forest
Service build the roads needed for 1independent sales. Roacling
costs are a major front-end cost that makes it impossible for
many small operators to obtain the Ffinancing needed to perform

Forest Service contracts. IT this Alaska exclusion were removed,
it would be a great assistance to independent Jloggers and
operators, particularly 1in Southeast Alaska. We appreciate your

continuing cooperation on this matter and appreciate the efforts
of your Washington office to assist the Congressional delegation.
This 1is a priority item with the Task Force.

D. Rules and Regulations.

1. We appreciate the continued assistance c
administration in attempting to eliminate the necessity to obtain
a Section 402, National Pollution Discharge Elimination Systenm
(NPDES), permit 1iIn order to construct a log transfer facility.
This point 1is TfTully discussed at pages 20 through 22 of the Task
Force report and 1is being handled by your Washington office and
the Congressional Delegation.

In coordination, we also need to obtain a common
set of 1log transfer fTacility siting criteria agreed to by all
agencies. Inparticular, we need to get administrative
cooperation from the Corps of Engineers byeliminating newly
instituted requirements in their permits which incorporate
onerous provisions from the now-defunct general permit proposed
by EPA (and opposed by the State, industry, and the Forest
Service). The Task Force asked the Forest Service to obtain a
meeting to seek this goal with the relevant agencies, private
land owners, and the timber industry, whichwill take place on
April 15, 1985.

In addition, we are seeking TfTederal Ilegislation
which would make it clear that a Section 402 permit 1is not
required to construct a log transfer facility. Your administra-
tion supports this legislation. Sealaska 1is taking the Ilead on
it for iIndustry.

It is 1important to get these matters resolved as
soon as possible because of the major expenses involved in retro-
fitting log transfer facilities and building new transfer
facilities. This 1is a key priority item with the Task Force.
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2. The Alaska Coastal Zone Management Progl
involved in timber harvesting matters. Consistency determina-
tions play an important role in deciding under what stipulations
a project will be permitted. We have Ffound that there has been

in the past insufficient liaison between those administering the
Program and those upon whom the Program 1is being administered.
Accordingly at page 26, the Task Force recommended that there be
in-the-field workshops to narrow the gap between parties. We
appreciate the offer of the Department of Commerce and Economic
Development to help fund these trips 1in FY 84. We urge that
sufficient funds be budgeted to accommodate this 1iImportant need
in the FY 86 budget. We also urge your continuing assistance in
nominating forestry as a use of State concern.

E. Infra-Structure Matters. At pages 33 and 34, the
Task Force report discusses log hauling on public highways. The
Task Force recommended the State consider amending the Alaska
Administrative Code to provide for regulation of log hauling on

designhated routes. At our meeting State Representatives reported
to the Task Force that the regulation changes proposed in the
Report could not be made until 1986 . This is a matter of great
urgency within the industry. Therefore, the Task Force requests

that your administration consider emergency regulations for the
1985 logging season.

The Task Force wishes to thank youagain for the
excellent cooperation we have received from your administration.
The Task Force continues to believe that 1its other recommenda-
tions are valuable and important suggestions. However, the Task
Force thought it would be helpful to you to prioritize our
concerns iIn order to provide a realistic program for moving a
number of these suggestions along.

The Task Force will meet again on April 16 tocontinue
to work for implementation of 1its recommendations. Thank you

again for all your assistance.

Yours Very Truly,

JEC:lyn/2

cc: Congressional Delegation
Regional Forester Mike Barton
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By JIM SPRIt GER

MAT-SU—- A 460,000-
acre state forest would be
established in the Susitna
Valley under a bill
proposed Monday by
Gov. Bill Sheffield.

It would be the first
state forest in this region,
and would be added to the
existing two state forests
in Alaska, which cover 2.1
million acres.

The proposed Susitna
State Forest, composed of
five units, stretches south
from Petersville Road to
Cook Inlet, with a unit
east of the Parks Highway
near the Kashwitna River,
The land is wooded
primarily with old-growth
birch, but also has some

spruce stands and younger
birch, according to State
Forester John Sturgeon.

The forest land has
enough timber on it to
support an industry
employing perhaps 200
people directly, with a
payroll of %7 million
annually, said Sturgeon.
With spinoff economic
effects, it could create a
total of 500 jobs in the
next 10 to 15 years, he
said.

Currently there is no
road access in the
proposed forest, but roads
would be extended into
the region as part of the
development of the
resource, he said.

In the Fairbanks area,

W a n

ts M

where there is an active
forest products industry,
about 95 miles of road
have been constructed
over the last five years,
Sturgeon said.

Birch is an un-
derappreciated wood
species, said Sturgeon,
and is valued more highly
outside of Alaska than it is
in the state. The hard-
wood can be used for
cabinets, plywood, wafer
board and pulp as well as
for fuelwood. Currently
its primary use is as
fuelwood, and it is
generally sold by the cord.

While many of the birch
trees are overmature and
rotting inside, birch is a
fast growing species and

at-S u

once it is cleared, the
regrowth would be ready
for harvest in 8 to 90
years, Sturgeon said. But
he said some of the trees
are in good condition right
now.

He said foreign and
domestic companies have
expressed interest in
establishing forestry
operations here, with the
domestic market probably
being the strongest.

The lack of designated
forest land has been a
hindrance to the
development of the forest
industry, Sturgeon said.

“ Our biggest problem is
developing a steady supply
of timber. We asked the
industry why they were

|l a n d

not developing more
rapidly, and they said
‘Hey, we can’t get a steady
supply.’

“This would provide
protection that that forest
will be around and allow a
steady supply year after
year after year,” said
Sturgeon.

But the land would be
available for other uses
compatible with timber
har est, he said.

Under state law, the
forest would be managed
under a plan to be adopted
and implemented within
three years of tht
establishment of the
forest.

The management plan

for

Sstate

would have to allow for

mining and mineral
leasing, recreation,
wildlife and fisheries
habitat management,

greenbelts, trapping, sport

and subsistence fishing
and hunting, and
watershed management,

according to state law.

Sturgeon said the
management plan could
be drafted by current state
employees and that the
cost of the plan would be
minimal. There is no fiscal
note attached to the bill.

The Mat-Su Borough
recently established a
25,000-acre forest of its
own in the same region as
the proposed state forest.

The Frontiersman - Saturday, March 16, 1985, Page 3

forest

Mat-Su Regional
Forester Bill Beebe said he
would have liked to have
more acreage, but that the
460,000 acres will make a
good-sized forest.

“It will help the moose
population, it will let us
move into new areas with
a sustained cut. It will
provide for recreation
when the loggers put roads
in— the roads will be good
for dog sledding, snow
machines and skiing,”
Beebe said.

He said the state would
build some of the main
roads into the area, but
that logging companies
would construct  spur
roads.






Susitna State Forest Senate Bill ,223

In 1983 the legislature established a state forest system and

created the Haines State Forest. Senate Bill 223 establishes a
state forest of approximately 460,000 acres in the Susitna
Basin area. Approximately 150,000 acres in the proposed

Susitna State Forest contain rhands of commercial timber, and
the annual allowable cut for commercial timber could be as high
as 1.5 million board feet for softwood such as spruce and 15
thousand cords for hardwoods such as birch and aspen.

The legislation requires the Department of Natural Resources to
prepare a management plan for the forest according to the
principles of multiple use and sustained vyield. All potential
uses of forest resources will be permitted under the management
plan including; commercial timber harvest, harvest of forest
products for personal use, mining, mining claims, mineral lease
hold locations, mineral leasing, material extraction,
recreation, wildlife and fisheries habitat, greenbelts,
trapping and sport Tfishing, watershed management, research, and
other traditional uses.

The State of Alaska manages over 900 thousand acres in the
Susitna area with high or moderate potential for commercial
timber management. Through the area planning process, which
included substantial public involvement, acreage suitable for
the proposed forest was designated. Lands proposed for the
forest are generally high quality lanl that are currently
accessible by road or are likely to ha/e road access in the

near Tfuture. At present, most of the wood harvested from these
lands 1is used for fuel. Some of the harvest is manufactured by
the 30 or so local sawmills into rough green lumber. A smaller

amount is manufactured into cabinets, siding and other
products.

Legislatively designating suitable state-owned commercial
forest land as a state forest will ensure a secure supply of
wood TFfor the wood products industry and enable financial
investment in industry projects. Committing lands to long term
forest management in the Railbelt area is critical to the
achievement in Alaska of a long term self sufficiency with
respect to fuelwood, lumber and other forest products.
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GOVERNOR?™ TIMBER TASK FORCE REPORTS

r

by

JOHN STURGEON, State Forester, Alaska Department of Natural Resources

One of the most sig-
nificant occurrences
in recent history,
affecting Alaska's
forest products in-
dustry, took place on
October 24, 1984,
when Governor Bill
Sheffield established
a combined govern-
ment and private in-
dustry task force by
administrative order.
The goal of this task
force was to find
ways to help the for-
est products industry
in Southeast Alaska, which is currently beleaguered,
with problems. Inaddition, it had another goal of help-
ing to establish the fledgling industry in Alaska’s
interior. The task force was asked to submit its final
report to the Governor and the Regional Forester of
the U.S. Forest Service not later than December 15,
1984. A very tight time frame!

The task fo ce members covered a wide range of
involvement with the forest products industry. They
included representatives from large and small opera-
tions, state and federal government, and large and
small native corporations. The chairman appointed to
the task force was the prominent Juneau attorney, Jim
Clark. M. Clark has been very active in issues affect-
ing the forest products industry in Alaska. The
14-member task force included:

—Steve LaRoe of Fairbanks, representing the
Interior Woodcutters Association.

—Bill Thomas of Haines, Chairman of Klukwan,
Inc., a village corporation organized under
the Alaska Native Claims Settlement Act.

—Robert Loescher of Juneau, an executive of
the Sealaska Regional Corporation.

—George Woodbury of Ketchikan, logging
manager for the Louisiana Pacific Corpora-
tion pulp mill.

—Jim Rynearsorrof Sitka, an executive of the
Alaska Pulp Corporation mill.

—Steve Seley, owner of Seley, Inc., which
operates a sawmill in Wrangell.

—Wayne Gaskins of Portland, Ore., represent-
ing the Western Forest Industries
Association.

—Regional Forester Mike Barton of the U.S.
Forest Service, Department of Agriculture.
—Three state commissioners: Esther Wunnicke
of the Department of Natural Resources; Dick

Lyon of the Department of Commerce and

-30-

Economic Development; and Don Collinsworth
of the Department of Fish and Game.
—Lennle Boston, special assistant to Governor
Sheffield.
—=Craig Lindh, of the Division of Governmental
Coordination.

In addition, Sheffield asked Edward Packee of thg
University of Alaska-Fairbanks School of Agriculture,
and me, to serve as technical advisors to the task
force.

Broadly Based Group

Another unique feature of this task force was that
it Jarked the first time that such a broad base of the
forest products.industry h?d been appointed to meet
jointly. These various factions soon learned that they
had a lot in common in terme-of their current problems.

The discussions, during which problems were iden-
tified and solutions suggested, did much to increase
the understanding among these representatives. This,
in turn, had a very obvious binding effect. Eventually,
one of the long term side benefits from this effort will
be an improved statewide voice from the forest pro-
ducts industry.

The approach used by the task force was unusual
among groups given the mission of making recom-
mendations to the government. At the very first
meeting the following criteria were established:

A A consensus-based approach was used to iden-
tify problems and recommend solutions. Those
issues that could not be resolved were assigned
to a follow-up group, which would have a longer
period of time to suggest recommendations.

B. The task force sought to use existing structures
and programs rather than create new ones. This
approach was used not only because of attempts
to limit state spending, but also because it was
felt that the timber industry in Alaska had a proud
tradition of being self-sufficient.

C. Anemphasis was given to what the industry coufd-
do for itself with secondary consideration given
to what government help could be provided.

D. Above all, the recommendations were to be prac-
tical and realistic if they were to accomplish their
goals.

E Since not every interest associated with the forest
products industry could be represented, the task
force meetings were advertised and the full
involvement of all those attending the various
meetings was encouraged.
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Interior Alaska sawtimber is mostly white spruce, in bands along watercourses.

The actual task force report had over fifty recom-
mendations. These were contained in four major
categories: marketing, rules and regulations, in-
frastructure, and fir ncing. The criteria mentioned
earlier were used to juide the development of these

pacific recommendations. Some of the most signifi-
cant ones are briefly explained as follows:

Marketing

The marketing section was further divided into two
sections, foreign and domestic. A major recommen-
dation regarding foreign marketing was the establish-
ment of an export trading company to deal exclusively
with the People’s Republic of China. It was felt by ail
that a unified approach to developing the China
market would benefit the entire industry in Alaska. A
very minor amount of marketing assistance from the
State was requested. This would mostly be in the form
of generic marketing of Alaska species.

The section on domestic marketing identified areas
that needed further study and suggested that the
University of Alaska be the focal point for this
research. Specific recommendations included looking
into the possibility of enforcing the current forest pro-
ducts preference law, and investigating the demand
for softwood lumber products in the lower 48.

A forestry assistance program was recommended
to provide technical assistance to private landowners
and processors. This unit, which would be located
within the Division of Forestry, would also provide
technical guidance on forestry-related issues facing
the state.

Rules and Regulations

This section covered a wide range of issues, in-
cluding fish habitat protection, deer and timber

management, wood utilization standards, log transfer
facilities, consistency determination on the Coastal
Zone Management program and its relation to the
Foio-st Practices Act, Corps of Engineers' jurisdiction
over wetlands, size of clearcuts on federal lands,
capitalization of roads, ‘opted’ roads and road stan-
dards on National Forest lands and, finally, a review
of the appraisal systems currently used by both the
State and the federal governments. The majority of
these recommendations identified a follow-up group
that would investigate the problem in more detail and
formulate much more specific suggestions on resolv-
ing the issue. The members of this group would be
those most involved with the issues.

Infrastructure

The group agreed that infrastructure maintenance
and development are critical to a viable forest industry
in Alaska. The costs associated with the construction
and maintenance of associated roads, bridges, land-
ings, log transfer facilities, storage areas, docks, barg-
ing and deep water ports are all extremely high. It was
believed by the members of the task force that a coor-
dinated effort by all users would help alleviate some
of the infrastructure cost burden on industry. The
sources of funding to develop this infrastructure were
singled out as being especially important. Funding
sources to aid developing an infrastructure include:
ANILCA funding, State cost-share programs, and
State direct funding programs. In addition, specific
recommendations were made  consider the follow-
ing: regional transportation/processing facilities, use
of the Alaska Railroad, power sources, and energy
from waste-wood utilization.

(Continued on Page 36.)
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Chinese_Foresi”®

lih DMp of Chinese forestry was presented

~ The foresttareta IS tremendoug "

on agres in extent, comprising abou

13 percento the entlreﬁand are_a._Conmd%rlng%hlna’s

hu?e population, however, this is the equivalent of

only one-third of an acigund 350 cubic feet of wood

er person, well peieejw y world’s average. Most of

he f{)rests are locatectln the eastern part of the
country.

Perhaps the most educcdonal portion of the day
was what the delegation sad about the type of pro-
ducts that interested them tie most. They prefaced
their remarks by noting that the 'ast majority of homes
built in China used very little wood. The floors were
cement, the walls stone or cement clocks, with roof
trusses often made of steel: even the window and door
frames were frequently made of steel. The three pro-
vincial timber company general managers, who
answered most of the questions through an inter-
preter, repeatedly stated that they were most inter-
ested in smaller logs. They said that in their provinces
one of the most extensive uses for wood was poles
for the construction of farm buildings. He also noted
that round logs were definitely preferred. The peasants
refused to use square ‘logs’or cants, as we call them
here in the West. It should be noted again that these
were not the views expressed by the entire delega-
tion, only those of the provincial timber managers. M.
Gong of the China Timber Corporation was not present
during this exchange.

In summary, it appears that the People’s Republic
of China is very interned in developing trading rela-
tions with Alaska, especially for our lower-grade logs.
This exchange between governments is the first step
of many to solidifying 2 stable trading relationship.

After this exchange, all involved were very encour-
aged by the possibilities for developing a long-range
relationship with China.

BEST WISHES TO ALL OF YOU
FOR A GREAT 1985!

GOVERNOR'S TIMBER TASK FORCE REPORTS

(Continued from Page 31)
Hnancing

The final section was devoted to solving some of
the unique fma_ncmﬁ, problems that the Industry must
deal with. The first thing this section did was to outline
what the criteriaare irsecuring financing for Alaska's
timber industry. The next ste% was to outline what
was cufrently available and then what changes must
be made to assure that these sources of financing
fulfill the needs of the industry.

Export/Import Bank Proposed

Perhaps the most significant recommendation from
this section included the establishment of an Export/
Import Bank. Even after the changes suggested pre-
viously, the Task Force noted a major gap in financ-
ing: the lack of funds for start-up and mid-term capital
requirements when contracts for sale of products can
be made with foreign purchasers. The purpose of such
a bank would be to translate purchaser commitments
into funds for production of timber and timber pro-
ducts. It would be capitalized through the sale of tax-
exempt bonds. Its mission _would be to provide a
secondary market for loans made by private financial
institutions against future sales.

Other items not covered in the four previous sec-
tions included recommendations to establish a
dedicated State land base for multiple-use manage-
ment and to consider the development of a statewide
forest resources plan. The first came in the form of
a recommendation to establish State Forests in
Southcentral and Interior Alaska. Members believed
that a portion of these State Forests dedicated to
timber production could be used as a base to develop
a timber industry in these regions. The latter recom-
mended that a Resources Planning Act approach be
taken to the development of the statewide plan.

Summary

The establishment of this Timber Task Force was
in itself a major event in the history of Alaska's in-
dustry. It met to make some very practical and useful
recommendations to solve the problems facing the
industry in Southeast Alaska, and to guide the
development of the Interior's just emerging industry.
In addition, it also marked the first time that so many
segments of the industry from so many parts of the
state discussed mutual problems in a unified form.
With this kind of beginning and the continued
outstanding leadership exhibited by Chairman Jim
Clark, the situation should unquestionably improve
for Alaska’s timber industry.

John Sturgeon
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Cook Inlet Chapter

Senate Committee on Resources February 22, 1985
Alaska State Legislature

Pouch V

Juneau, AK 99811

Dear Committee Members:

The current legislative session provides another opportunity to assure that

responsible, active management of the State"s forested land is initiated. By
this, | mean land management actions based on recognition of the presence and
values of the various land resources and on objectives to preserve, protect,
conserve, enhance, and harvest those resources as appropriate. The productive
forest lands in State ownership need management 1if they are to provide the
full range of products, services and amenities of which they are capable. A

system of State Forests 1is provided for in the statutes. Appropriate units of
forest land need to be added to the system, which now includes only the Haines
and Tanana Valley State Forests.

Senate Bill 30 would add a Cape Yakataga Forest to the system. A bill, yet to
be introduced, would add a Susitna Forest the the system. Both of those
forests are of high priority because one contains the most productive forest
lands in State ownership (Yakataga) and the other a portion of the forest land
available in the Susitna River Basin where on half of the State®"s population
resides.

Both provide excellent opportunities for wood production and growth, wildlife
habitat enhancement and protection, dispersed recreation opportunities, and
all of the additional benefits of forested land. The people of Alaska will
receive the full benefits of public 1land ownership when those lands are
actively and efficiently managed for multiple resource protection and use.

Your support of the establishment of these units of the State Forest system 1is
needed. The Cook Inlet Chapter of the Society of American Foresters urges you
to provide that support to speed passage of these bills.
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Bradley
4122186
Original sponsor: Rules/Governor
IN THE SENATE BY THE RESOURCES COMMITTEE
CS FOR SENATE BILL NO. 223 (Resources)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FOURTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act establishing the Susitna State Forest; and
providing for an effective date."”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

Section 1. AS A1.17 is amended byadding a new section toread:
ARTICLE 5A. SUSITNA STATE FOREST.

Sec. 41.17.410. SUSITNA STATE FOREST. (a) Subject to wvalid
existing rights and except for Jland owned by or transferred to the
University of Alaska wunder <c¢h. 22, SLA 1983, the state-owned or
acquired land and water lying within the parcels described in (c) of
this section are designated as the Susitna State Forest.

(b) The commissioner shall consider and permitthe uses de-
scribed in AS 41.17.230(e) within the Susitna State Forest, subject to
the procedures established in AS 41.17.230(f). The commissioner may
establish transportation corridors within the Susitna State Forest.

(¢) The Susitna State Forest includes the state-owned or
acquired land and water lying within the following described parcels:

Township 14 North, Range 10 West, Seward Meridian
Section 3

Township 15 North, Range 8 West, Seward Meridian
Sections 3 -4
Section 5 S1/2, NE1/4
Section 7

Township 15 North, Range 9 West, Seward Meridian
Sections 1 - 4
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Section 5: S1/2
Section 6: SI/2
Sections 7 -22
Sections 29 - 31
Township 15 North, Range 10 West, Seward Meridian
Sections 1 - 4
Sections 10-15
Sections 22 - 27
Sections 34 - 36
Township 16 North, Range 8 West, Seward Meridian
Sections 1 - 3
Section 10: EI/2
Sections 11 - 14
Section 15: EI/2
Section 18: SWIl/4
Section 19: WI/2
Sections 22 - 24
Section 27
Section 28: EI/2
Sections 33 - 34
Township 16 North, Range 9 West, Seward Meridian
Section 1. WI/2
Sections 2 -3
Section 6: WI/2
Sections 10-11
Section 12: WI/2
Sections 13-15
Section 21: E1/2

Sections 22 - 27
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Section 28: EI/2
Section 33: El/2, EL/2SW1/4
Sections 34 35
Section 36: WI/2
Township 16 North, Range 10 West, Seward Meridian
Sections 1 3
Section 8: El/2
Sections 9 -12
Section 13: NI/2
Sections 14-17
Section 18: El/2, SWI/4
Section 19: NI/2
Sections 20 22
Section 23: WI/2
Sections 26 28
Section 29: EIl/2
Section 32: NEI/4
Sections 33 35
Township 16 North, Range 11 West, Seward Meridian
Section 13: SEI/4
Section 24: NEI/4
Township 17 North, Range 8 West, Seward Meridian
Section 4: SWI/4
Section 5: Si/2, S1/2N1/2
Sections 6 -8
Section 9: WI/2, SEI/4
Section 15: Wi/2, S1/2SE1/4
Sections 16-22
Section 23: Swi/4

CSSB 223 (Res)
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Section 25:
Sections 26 - 28
Section 30
Section 31: W1/2
Township 17 North,
Section 1: SET/4
Section 2: SlI/2
Sections 3 -5
Section 6: EI/2
Sections 7-15
Section 17: WI1/2
Sections 18 - 19
Section 20: WI1/2
Sections 22 - 26
Section 27: NEI/4
Section 29: WI1/2
Sections 30 - 31
Section 32: Nwl/4
Sections 35 - 36

Township 17 North,

Section 12: SEl/4
Section 13: EI/2
Section 24: El/2,
Section 25

Section 26: El/2,
Section 34: E1/2E1/2
Sections 35 - 36

Township 18 North,

Section 2:

SWI/74, S1/2NW1/4

Range 10 West,

E1/2W1/2

Swiz4

Range 9 West, Seward Meridian

Seward Meridian

Range 6 West, Seward Meridian

WORK DRAFT

that portion west of the east bank of the
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Susitna River
Section 3
Section 10: NI/2, N1/2S1/2
Section 11: that portion west of the east bank of the
Susitna River
Township 18 North, Range 7 West, Seward Meridian
Section 18: SWI/4, W1/2SE1l/4
Section 19 WIl/2, SEI/4, W1/2NE1/4
Section 28 W1/2Sw1/4
Section 29 WIl/2, SEl/4, S1/2NE1/4
Sections 30 - 33
Township 18 North, Range 8 West, Seward Meridian
Section 1: W1/2W1/2
Sections 2 -3
Section 4: EIl/2
Section 10: NI/2, SEl/4
Section 11
Section 12: WI/2, W1/2SE1/4
Section 13
Section 14: NIl/2, SEN/4, NE1/4SW1/4
Section 15: N1/2NE1/4
Section 23: NEI/4, E1/2SE1/4
Sections 24 - 25
Section 26: E1/2NE1/4
Section 36: EI/2
Township 18 North, Range 9 West, Seward Meridian
Section 28: SI1/2
Section 32: El/2, SWI/4
Section 33

-5- CSSB 223(Res)
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Township 19 West, Range 5 West, Seward Meridian
Sections 3-10
Sections 15-22
Sections 25 - 3#4
Township 19 North, Range 6 West, Seward Meridian
Section 1: E1/2
Sections 4 -5
Section 6: NI/2, N1/2S1/2
Section 8: EI/2
Section 9
Section 10: WI/2
Sections 12-13
Section 15: WI1/2, W1/2E1/2
Section 16
Section 21
Section 22: WIl/2, W1/2E1/2
Sections 24 - 26
Township 19 North, Range 7 West, Seward Meridian
Section 3
Section 4: NW1/4NW1/4
Section 10: NEl/4
Township 20 North, Range 3 West, Seward Meridian
Sections 3-10
Sections 15-18
Sections 20 - 22
Sections 26 - 28
Section 29: NI/2, N1/2S1/2, SENI/4SE1/4
Township 20 North, Range 5 West, Seward Meridian
Sections 2 -4

CSSB 223(Res) _6-
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Section 5: EI/2E1/2
Section 8: EI/2
Sections 9-11
Sections 14 - 17
Section 18: E1/2E1/2
Section 19: EI/2
Sections 20 - 22
Sections 27 - 29
Sections 32 - 34
Township 20 North, Range 6 West, Seward Meridian
Section 5: E1/2W1/2, W1/2SW1/4
Section 6
Section 8: WI1/2, WI1/2, SEl/4
Section 17
Section 20: WI/2, W1/2SEl1/4
Section 25: E1/2E1/2
Section 28: SWi/4
Sections 29 - 32
Section 33: WI1/2, SEN/4, SW1/4NE1/4
Section 36: EI/2
Township 20 North, Range 7 West, Seward Meridian
Section 1: E1/2
Section 2: SWI/4, W1/2NW1/4
Sections 3-10
Section 11: WIl/2, SEWl/4, W1/2NE1/4
Section 12: WI/2, SWi/4
Section 13: W1/2wW1/2
Sections 14 - 17
Section 18: SI1/2

-7- CSSB 223(Res)



Section 19
Sections 20 - 23
Section 24: W1/2W1/2
Sections 25 - 36
Township 20 North, Range 8 West, Seward Meridian
Section 1
Sections 2-20
Section 21: that portion north of the south bank of
the Yentna River.
Sections 22 - 26
Section 27: that portion east of the west bank of the
Yentna River
Sections 34 - 36
Township 20 North, Range 9 West, btward Meridian
Sections 1 - 2
Section 3: E1/2NE1/4
Sections 11 - 13
Section 14: NElI/4
Section 24
Township 21 North, Range 3 West, Seward Meridian
Sections 2-10
Section 11: Nw1/4
Sections 15-22
Sections 27 - 34
Township 21 North, Range 4 West, Seward Meridian
Section 25: S1/2SE1/4, SE1/4SW1/4
Section 36: El/2, E1/2W1/2
Township 21 North, Range 5 West, Seward Meridian

Sections 24 - 25

CSSB 223(Res) 8-
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Section 26:
Section 27
Section 28:

Section 33:

WORK DRAFT WORK DRAFT
Yolr— o (1] B ]
wWil/2, NElLI/4
NE1/4
SEN1/4

Sections 34 - 35

Township 21 North,

Section 2:
Section 5:
Sections 6
Section 8:
Section 11:
Section 14:

Section 15:

Range 6 West, Seward Meridian
Wi/2
wil/2, N1/2NEl/4
n7
NW1/4, N1/2SW1/4
wi/2

NW1/4

SEN/4, E1/2NE1/4

Sections 18 - 19

Section 20:
Section 22:
Section _9:
Section 30
Section 31:

Section 32:

wi/2
N1/2
wi/2

N1/2, SEN/4

W1/2SE1/4, SW1/4NE1l/4

Township 21 North , Range 7 West, Seward Meridian

Sections
Section 15:
Sections 16
Section 23:
Sections 24
Section 27:
Sections 28

Section 34:

1-14

N1/72, SEl/4

-2

NEl1/4

- 25

wil/2, W1/2E1/2

- 33

SE1/4NE1/4

NW1i/74, Swi/4, SEN/4, W1/2NE1/4,

-9- CSSB 223 (Res)
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Section 36: ElI/2

Township 21 North, Range 8 West, Seward Meridian

Sections 1 - 2

Section 3: El/2, E1/2NW1/4

Section 11: NEIl/4, E1/2NW1/4, NW1/4Nw1/4, SEN/4,
NE1/4SW1/4

Sections 12 - 13

Section 14: NEl/4, N1/2SE1/4, SE1/4SE1/4

Sections 17-20

Section 21: WI/2, SEN/4

Section 23: E1/2E1/2, SW1/4SE1/4

Section 24

Section 25

Section 26: El/2, SWI/4, E1/2NW1/4, SW1/4SW1/4

Section 27: SEl/4, S1/2NE1/4, S1/2SW1/4, NW1/4SW1/4

Sections 28 - 35

Section 36

Township 21 North, Range 9 West, Seward Meridian

Section 7: NIl/2, N1/2S1/2

Section 8

Section 12: S1/2S51/2

Sections 13 - 14

Section 16: Sl1/2, S1/2N1/2

Section 17: El/2, E1/2NW1/4

Section 20: NEIlI/4, NE1/4SEl1/4

Sections 21 - 27

Section 28: NEI/4, NE1/4NW1/4, NE1/4SE1l/4
Section 34: NEI/4, NE1/4NW1/4, NE1/4SE1/4

Sections 35 - 36

-10-



Township 21 North, Range 10 West, Seward Meridian
Section 1: that portion of SI/2 north of the south
bank of the Yentna River
Section 12: that portion east of the west bank of the
Susitna River
Township 22 North, Range 1 West, Seward Meridian
Section 5: S1/2S1/2
Section 6: S1/2S1/2
Sections 7 -9
Section 10: SI/2, S1/2N1/2, N1/2NwWl1/4
Section 11: SI1/2, S1/2N1/2
Section 12: SI1/2, S1/2N1/2
Township 22 North, Range 2 West, Seward Meridian
Section 1: S1/2S1/2
Section 2: Sl1/2
Section 3: SlI/2
Section 4: SlI/2
Section 5: Sl1/2
Section 6: SI/2, Nw1/4
Sections 7-12
Section 15: N1/2N1/2
Sections 16-21
Sections 28 - 30
Section 31: NI/2
Section 32: NI/2
Section 33: NI/2
Township 22 North, Range 3 West, Seward Meridian
Sections 1 - 4
Section 5: E1/2

“11- CSSB 223 (Res)
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Section 8: EI/2
Sections 9-12
Sections 13-16
Section 17: El/2
Section 20: E1/2NE1/4
Sections 21 - 28

Sections 33 - 36

Township 22 North, Range 6 West, Seward Meridian

Section 19

Section 28: W1/2SW1/4

Section 29: WIl/2, SEl/4, W1/2NE1l/4
Sections 30 - 32

Section 33: WI/2, SEI/4, SW1/4NE1/4

Section 35: WI/2

Township 22 North, Range 7 West, Seward Meridian

Section 1: SwWiI/4

Sections 12-36

Township 22 North, Range 8 West, Seward Meridian

Section 13 S1/2, S1/2N1/2

Section 14 S1/2, S1/2N1/2

Section 15 S1/2, S1/2N1/2

Section 16 SEl1/4

Section 21 EL1/2

Sections 22 - 27

Section 28: EI/2

Section 33: NEI/4, N1/2SE1/4, SE1/4SE1/4

Sections 34 - 36

Township 22 North, Range 9 West, Seward Meridian

Section 5: SwWl/4, W1/2SE1/4

-12-
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Sections 6 - 8
Section 9: W1/2SW1/4
Section 16: NW1/4Nw1/4
Section 17: N1/2N1/2
Section 18: N1/2N1/2
Township 22 North, Range 10 West, Seward Meridian
Sections 1-12
Section 13: S1/2NW1/4, NW1/4SW1/4
Sections 14-18
Section 21: All North and East of right limit of
Yentna River
Sections 22 - 23
Section 26
Section 27: All North and East of right limit
of Yentna River
Section 28: All North and East of right limit of
Yentna River
Section 35: All North and East of right limit of
Yentna River
Township 22 North, Range 11 West, Seward Meridian
Section 1
Section 12: NI/2, SEl/4
Section 13: N1/2NE1/4
Township 22 North, Range 1 East, Seward Meridian
Section 7: S1/2NwW1/4, SI1/2
Section 8: S1/25W1/4
Section 17: N1/2N1/2
Section 18: N1/2N1/2
Township 23 North, Range 1 West, Seward Meridian
-13- CSSB 223(Res)
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Section
Section
Section
Section
Section
Section

Section

Section
Section
Section
Section
Section
Section
Section
Section

Section

5:
6:
7
18
19
29
30

Township 23 North,

13:
23:
24:
26:
27:
28:
29:
30:
31:

Township 23 North,

WORK DRAFT

NW1/4NW1/4
NE1/4NE1/4
SEl1/4

W1/2E1/2, E1/2W1/2, W1/2SW1/4

wWil/2, SW1/4SEl1/4
wi/2
El/2, E1/2NW1/4

Range 2 West, Seward Meridian
E1/2SE1/4

SEN/4, S1/25W1/4

N1/2, SWi/4
N1/2N1/2, S1/2NwW1/4
N1/2, N1/2S1/2
N1/2, N1/2S1/2

N1/2

N1/2, SWi/4

wi/2

Range 3 West, Seward Meridian

Sections 1 - 6

Sections 9-16

Sections 21

- 28

Sections 33 - 36

Section
Section
Section
Section
Section

Section

Township 23 North,

5:
6
7
18:
19:
30:

Range 9 West, Seward Meridian

NW1/4, W1/2SW1/4

NW1/4, W1/2NE1/4,
wi/2

W1/25W1/4
W1/2w1/2, SE1/4SW1/4

-14-
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NE1/4NE1/4, W1/2SW1/4
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Section 31
Township 23 North, Range 10 West, Seward Meridian
Sections 1 - 2
Section 10: S1/2S51/2
Sections 11 - 14
Section 15: El/2, E1/2W1/2
Section 22: El/2, E1/2W1/2
Sections 23 - 27
Section 28: El/2, E1/2W1/2
Section 30: SWiI/4
Sections 31 - 36
Township 23 North, Range 11 West, Seward Meridian
Section 25: SEl/4
Section 36: El/2, Swil/4
Township 24 North, Range 1 West, Seward Meridian
Section 30: S1/2SW1/4
Section 31: Nwi1/4, SwWI/4, S1/2NE1/4, E1/2SW1/4
Section 32: W1/2SW1/4
Township 24 North, Range 2 West, Seward Meridian
Section 20: S1/2S1/2, NE1/4SE1/4, SE1/4NE1/4
Section 21: SI/2, NEl/4, S1/2NW1/4
Section 22
Section 23: WI/2, W1/2SE1/4
Section 25: S1/2Nw1/4, N1/2SW1/4, SEN/4
Section 26: NEl/4
Sections 27 - 28
Section 29: NI/2, Swil/4
Section 30: SI/2, S1/2N1/2

Section 31: wil/2

-15- CSSB 223 (Res)
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WORK DRAFT

Section 36: N1/2NE1/4

Township 24 North, Range 3 West,

WORK DRAFT

Seward Meridian

Section 1: SlI/2

Section 2: S1/2SE1/4

Section 3: WH/2, NEl/4, W1/2SE1/4
Section 4

Section 5: SI1/2, NEl/4, SE1/4NW1/4
Section 8: NI/2

Sections 9-16
Sections 19-36
Township 24 North, Range 7 West,

Sections 3 -5

Seward Meridian

Section 6: NEI/4

Section 8: NI/2, SEl/4, N1/2SW1/4

Sections 9-10

Section 18: SWI/4, JW1/4NwW1/4, SW1/4SE1/4
Section 19 wil/2, SEN/4, W1/2NE1/4, SE1/4SW1/4
Section 20 S1/2

Section 28 WI/2

Sections 29 - 3
Township 24 North, Range 8 West,

Section 1: WI/2

Sections 2-11
Section 12: WI1/2, W1/2SE1/4
Section 14: Swi/4

Sections 15-20

Section 21: E1/2NE1/4
Section 22
Section 23: WI/2, W1/2SE1/4

-16-
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Section 26: N1/2NW1/4, NW1/4NE1/4
Section 27: NE1/4NE1/4

Township 24 North,

Range 9 West, Seward Meridian

Section 1

Section 2: EI/2
Section 10: EI/2
Sections 11 - 14
Section 15: EIN/2E1/2
Section 31: Sl/2
Section 32: SWiI/4

Township 24 North,
Section 36:

Township 25 North,

Range 10 West, Seward Meridian
SEl/4

Range 7 West, Seward Meridian

Sections 3 -4

Section 6: WI/2, N1/2NE1/4
Section 7: W1/2NW1/4
Section 8: El/2, E1/25W1/4
Sections 9-10

Sections 15-17

Sections 20 - 22

Section 23: WI1/2

Section 26: WI/2

Sections 27 - 29

Sections 32 - 34

Section 35: WI/2

Township 25 North,

Sections 1 -

Range 8 West, Seward Meridian

5

Sections 8-12

Section 13:

N1/2, SWI/4, W1/2SEl1/4

-17- CSSB 223 (Res)
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WORK DRAFT

Sections 14-23
Section 24: WIl/2, W1/2E1/2, E1/2SE1/4
Sections 25 - 36
Township 25 North, Range 9 West, Seward Meridian
Sections 1 - 3
Sections 10-15
Township 26 North, Range 7 West, Seward Meridian
Section 5: Nwl/4, N1/2SW1/4
Section 7: NI/2, SWi/4
Section 18: WI/2
Section 20: SEl/4
Section 21: SlI/2
Sections 27 - 28
Section 29: NEl/4
Section 31: W1/2SE1/4
Section 33
Township 26 North, Range 8 West, Seward Meridian
Section 2
Sections 4-10
Section 13
Sections 15-18
Section 22
Sections 24 - 29
Sections 32 - 36
Township 27 North, Range 7 West, Seward Meridian
Section 29: WI/2
Section 32: WI/2
Township 27 North, Range 8 West, Seward Meridian
Section 1: W1/2wW1/2

-18-
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‘%« ment plan for the Susitna State Forest under
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24
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WORK DRAFT

the commissioner shall

its review.

WORK DRAFT

Sections 2 -3

Section 12: WI1/2, SEl/4
Sections 13 - 15
Sections 19-24

Section 25: WI1/2
Sections 26 - 35

Section 36: WI/2

This Act takes effect July 1, 1986.

19-
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The commissioner of natural resources shall prepare a manage-

AS 41.17.230. Within the

first 10 days of the First Session of the Sixteenth Alaska State Legisla-

submit the management plan to the legislature
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TESTIMONY
BY DIRECTOR, DIVISION OF OIL & GAS
TO SENATE RESOURCES COMMITTEE
ON SB 232
ROYALTY OIL CONTRACT WITH GOLDEN VALLY ELECTRIC ASSOCIATION

APRIL 1, 1285

Thank you Madam Chairman. For the record, I'm Kay Brown, Director of the
Division of 0il and Gas for the Alaska Department of Natural Resources.
With me is Assistant Attorney General Steve Porter. | appreciate this
opportunity to discuss the proposed long-term royalty oil contract with

the Golden Valley Electric Association, also known as GVEA.

Contract Terms

The proposed contract would sell about 26% of the state's daily royalty
oil from Prudhoe Bay Unit — currently about 5,000 barrels a day — to

GVEA for 10 years.

The contract price is the monthly volume weighted average of the
producers' current reported nethack prices, plus field costs, plus
adjustments for the final outcome of the Amerada Hess litigation, plus a

30e5 premium, with a price reopener in July 1287 and every two years

thereafter.

| would refer the committee to the two-page sheet of backgrouna

information we have provided on SB 232/HB 287, which summarizes the major



provisions of the contract.

Background

Golden Valley Electric Association is a cooperative which generates
electricity for sale to its members. It uses a variety of fuels to
generate the electricity, including turbine fuel. Some of the turbine
fuel GVEA purchases is refined directly from royalty oil purchasea under
the cooperative's present state contract. GVEA purchases additional

turbine fuel directly from the Mapco refinery.

Under its present and former state royalty oil contracts, GVEA assigns the
royalty oil to Mapco, which processes the oil at its North Pole Refinery
and sells Golden Valley turbine fuel at a discount. The discount on those
purchases amounts to about $550,000 annually in savings to GVEA. When
measureo from the consumer's perspective, this discount translates to a

savings of about 1.5% on the average consumer hill

History of GVEA Sales and Negotiations

| would like to briefly give the committee some history on the state's
royalty oil sales with Golden Valley Electric Association. The first
contract with Golden Valley was signed in April 1977, shortly after
establishment of the Royalty O0il and Gas Development Advisory Board and
the adoption of new statutory procedures governing royalty oil sales.
Golden Valley did not commence taking under the contract until June 1981,

when it began purchasing 5,000 barrels per day and assigning it to Mapco



That contract expired in June 1984,

In November 1982, well in advance of the expiration of Goloen Valley's
original contract, GVEA requested a 10-year extension of the contract. No
action was taken by the outgoing administration in 1982, and the new
administration began negotiations with Goloen Valley in March 1983. In
November 1983, the department published a public notice of its intention
to adopt a new contract with Golden Valley. The royalty hoard reviewed
the contract in December 1983, and that review revealea specific concerns
by both the public and the board members with respect to the state's
option on residual oil and the relationship between Mapco and GVEA. In
view of those reservations and the limited time for further negotiation,
the long-term GVEA contract was not presented for legislative approval in
1984. Instead, an interim contract not requiring legislative approval was
put into effect pending contract revisions responsive to the issues raised

at the meeting of December 7, 1983. That interim contract expires June

30, 1985.

Intermittent negotiations were held on the proposed long-term contract
during 1984.  we nad planned to complete negotiations so that approval

legislation for the long-term contract could be introduceo on the first

day of the 1985 session.

Our timeline called for a preliminary contract and findings to be
completed and a preliminary notice to be published in early October 1964,
The final contract and findings were to be available November 16, j1984,

Royalty Board review was scheduled for December 7, 1984, and approval



legislation was to be introduced on the first day of the session. Due to
denomination deadlines, it was apparent to all the parties that if
legislative approval did not occur by March 29, 1985, oil aeliveries would

have to be interrupted.

During September 1984, 1 informed Golden Valley and Mapco of the time
pressure under this timeline, and had numerous negotiation sessions with
representatives of both Golden Valley and Mapco. Draft agreements were
exchanged, and we believed that agreement had been reached in early
October 1984. However, at the conclusion of a negotiation session on
October 9, 1984, Bert Sharp of Golden Valley stated his severe
reservations about Golden Valley®"s liability for retroactive adjustments
to the royalty oil price based on the Amerada Hess litigation. His
primary objection was that as a regulated public utility, Goloen Valley
could only pass on to its customers retroactive aajustments for a one-year
period. Amerada Hess adjustments for purchases older than one year coula
not be passed on to Golden Valley®"s customers, ana would cause Goloen
Valley severe financial aifficulty. Mr. Sharp proposed that the state
charge an increased price premium but that it waive Amerada Hess
adjustments. This price term offer was unacceptable to the state, and we
suggested contract terms that would require Mapco to pay the Amerada Hess

adjustments.

Negotiations stalled for almost two months at this deadlock. However, on
November 23, 1984, | wrote to Bert Sharp and stated that an agreement
among the state, Golden Valley and Mapco looked unlikely. 1 suggested

commencing negotiations towards a contract between Golden Valley ana the

V



state, without any assignment of the oil to Mapco. Negotiations resumed
immediately, ana on November 29, 1984, an agreement was reached on the
terms now found in the proposed long-term contract. We immeoiately
prepared findings and a final contract, and worked to get the contract
before the royalty board and the legislature as soon as possible.
However, due to the negotiation stalemate, legislation approving the

long-term contract could not even be introduced in the legislature until

mid-March 1985,

Benefits Under the Contract

Many of the questions that have been raised thus far about the contract
center on the benefits to be derived from the contract - what those
benefits are and who receives them. Three parties would receive
benefits— the state, GVEA and Mapco. I'd like ta briefly summarize these

benefits as we perceive them, Madam Chairman.

Benefits to the State cf Alaska

The benefits to the State are described in our final finding of January
16, 1985. Under the statutes governing royalty oil and gas sales, the

commissioner is obligated to maximize benefits to the citizens in a

negotiated sale.

The price received is a benefit to the state. The state would receive a
30e5 premium above in-value, which makes this sale roughly equivalent to

the Tesoro and Chevron royalty oil contracts approved by the Legislature



last session. There is no price subsidy to GVEA, and to the extent that

Mapco gets the oil, it pays more for this oil than it aoes for the oil it

buys directly from the state.

Other benefits to the state are explained in detail in the final finaings,
but they include cheaper electricity rates for Fairbanks consumers, a
dependahble electricity supply, and protection of existing investments in

the Noith Pole refinery and the utility's turbines.
Benefits to GVEA's Consumers

The sale is premised on providing benefits to Alaska consumers. These
consumer benefits aepend on GVEA's assignment agreement with Mapco, which
provides turbine fuel at a price lower than what GVEA woula otherwise
pay. Under GVEA's current contract, the state is unable to enforce the

degree of advantage afforded to GVEA since that agreement is between GVEA

and Mapco only.

Exhibit A to the new contract is a three-party agreement signed by the
state, GVEA and Mapco. Exhibit A recognizes existing agreements hetween
GVEA and Mapco. In Exhibit A, the state consents to those agreements so
long as they are not modified to reduce the benefits to GVEA'S consumers.
The state retains the option to terminate the contract shoula the

relationship between GVEA and Mapco change materially.

GVEA's benefits come not from a reduced sale price, but from the reduceu

turbine fuel price Mapco gives GVEA on the turbine fuel Mapco proauces

6



from GVEA's royalty oil.

GVEA's benefit can be calculated by comparing two prices. Those prices
are Mapco's general turbine fuel price to GVEA (which covers roughly half
of GVEA's turbine fuel needs) and Mapco's reduced price to GVEA for
turbine fuel processed from GVEA's royalty oil (which covers the other
half of GVEA's turbine fuel needs). Specifically, the 1980 Petroleum
Products Agreement bhetween GVEA and Mapco generally obligates Mapco to
sell turbine fuel to GVEA at a price of Mapco's acquisition cost plus a
processing fee. Mapco has requested that we keep that exact processing
fee confidential. A second 1980 agreement hetween GVEA and Mapco
obligates Mapco to sell GVEA turbine fuel processed from GVEA's royalty

oil at a reduced processing fee. Mapco has also requestea that we keep

that exact fee confidential.

Although the exact processing fees charged by Mapco are confidential, GVEA
manager Bert Sharp testified March 20 that the difference is between 5 and
6 cents a gallon. Multiplying that savings by 42 gallons per barrel, by
625 barrels per day, and by 565 days per year, GVEA achieves a yearly
savings of between $479,000 and $575,000. In our final savings, our

petroleum economist projected an annual savings to GVEA of approximately

$550,000.

This $550,000 yearly savings translates into a benefit to GVEA'S consumers
of .1446£ per kilowatt hour. (This number is obtained by dividing the

$550,000 yearly benefit by the 380,412,000 kwh that GVEA produces each

year.)



Mapco would also receive benefits under the contract. Mapco woula get

87.5% of each barrel, either as non-turbine fuel products or as return oil.

The Mapco refinery, because of its location near the Trans Alaska
Pipeline, is able to reinject the heavy and lightest ends of the barrel
which are not converted into products back into the pipeline. This
so-called "return oil" then reemerges as whole oil at Valdez, with Mapco

paying a $.10 per degree quality bank differential penalty.

We did negotiate an option to purchase the return oil into the new GVEA
contract. However, although the option to purchase return oil is embocaea
in Sgction 3.A of the new GVEA contract, the state has agreeo in Exhibit A
that we will not exercise that option in return for Mapco paying Amerada

Hess adjustments on the portion of the royalty oil that is converted into

turbine fuel used by GVEA.

As | mentioned a moment ago, the negotiations were deaalocked for several

months, and foregoing the return oil option was a concession we maae to

break the deadlock.

With respect to refinery profits made by Mapco off the GVEA contract, it
is not possible to calculate the profitability of a refinery basea solely
on information in the public record. Although the Department of Natural

Resources has access to some confidential information provided by Mapco,

%
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we are obligated to hold this information confidential under AS 38.03.033
at Mapco's request. However, considering those constraints, we have

attempted to provide some general information about refining profits.

Mapco's refining profits were examined in the February 1983 report
entitled Alaska Petroleum Product Pricing prepared for the Senate
Resources Committee. That document was authored by Messers. Pernela and
Delong, both of whom are former employees of North Pole Refining. As can
he seen in the report and the responses of Mapco and Tesoro to that
document, the profitibility of a refiner is nearly impossible to infer
without access to certain cost data which is normally hela confidential.
This has proven true even though the authors, as former employees of
Mapco, may have had access to such data. This information gap largely
accounts for the difference in the return to investment caiculatea in the
report - 46% - and Mapco's stated return co investment of 13% to 17% (see

Mapco's letter to Sen. Fahrenkamp of April 8, 1983).

Like most refiners, Mapco does not make available to the public separate
accounts of its various operations such as the North Pole refinery. While
Mapco's overall profitability is stated in its annual reports, the profits
of a particular refinery cannot be deduceo from those reports. The
operating costs of a refinery are not normally available to the public

since such knowledge would be of considerable advantage to a competitor.

For this reason Messers. Pernela and Delong were forced to rely on a
variety of unsatisfactory proxy figures which included the original cost

of the North Pole refinery, a supposed cost of capital, and the aojusted



operating costs of refiners in the continental United States, among other
things. These shortcomings enabled Mapco to handily rebut the report by
mentioning such items as investment which occurred after the initial
construction, interest during construction, the original investment risk,
the irrelevance of operating costs in other parts of the U.S. and the
vagaries of the federal crude oil entitlement program, which was in effect

over part of the stuoy period.

Although Mapco's apparent markup can be found by comparing their wholesale
prices with the aquisition cost of crude oil, a net profit per barrel
cannot be arrived at without knowing all the capital ana operating costs
of the refinery as well as the methoa of amortization. Mapco has not

volunteered this information to date.

Since the information available to DNR concerning Mapco's profitability
must by statute be hela eonfiaential, | woulo suggest that your specific
questions ahbout the relationship between GVEA and Mapco, and about Mapco's

profits from this sale, be addressed to either GVEA or Mapco.

Summary

In summary, Madam Chairman, this contract is intended to provide a moaest
amount of consumer benefit to the Alaska citizens living in the Interior
and served by the Golden Valley Electric Association cooperative, ana also
to provide the state with a market price for the royalty oil. | believe
that the state's interest is served by pursuing this alternative, compared

to the alternative of not making a sale and leaving the oil in-value. It



could be argued that this contract does not maximize the value of royalty
0il relative to what could be obtained by selling the oil competitively.
However,the statutes do not require competitive sales ana, in fact, the
statutes clearly contemplate negotiated sales that provide ancillaiy
henefits from using the royalty oil within tne State of Alaska. | think
you could view this contract as maintaining the status quo between the
in-state refiners, as it does not increase Mapco's benefit relative to the

present situation. In fact, Mapco's benefit is slightly decreased unoer

the new GVEA contract.
Madam Chairman, | believe this contract complies with all requirements of
the statute and the regulations, and that it is consistent with the

state's policy of obtaining market value for its royalty oil.

For these reasons, the administration supports the contract and we urge
your approval of SB 232.

That concludes my formal remarks, Madam Chairman. Thank you.

162 9K
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DENNIS M. LARSON
P.0O. BOX 55500
NORTH POLE ALASKA 99705

JULY 25, 1985

DEAR SENATOR STURGULEWSKI

REGARDING PROPOSED AMENDMENTS TO SENATE BILL 232.

I OBJECT MOST STRONGLY TO PARAGRAPH d OF 11 AAC 83.700 WHICH
STATES IN PART "AS A CONDITION OF WAIVER OF ANY TERM OF A
MINIMUM WORK COMMITMENT UNDER SUBSECTION <C> OF THIS SECTION
THE COMMISSIONER WILL REQUIRE THE LESSEE TO POST A
PERFORMANCE BOND OF $100,000 TO ENSURE THE FULFILLMENT OF THE
WORK COMMITMENT, A SEF"ERATE BOND WILL BE REQUIRED FOR EACH
LEASE

THE EFFECT OF SUCH A REQUIREMENT WILL BE TO REMOVE SMALL
INVESTORS WHO HAVE MADE CONSIDERABLE EFFORTS TOWARD
EXPLORATION AND DEVELOPMENT OF LESS DESIRABLE OIL AND GAS
LEASES FROM PARTICIPATION IN THE ALASKAN OIL AND GAS
BUSINESS.

LEASES WHICH WERE ORIGINALLY SOLD BY THE STATE FOR $25,000
WILL NOW REQUIRE $100,000 BONDS TO GET A WAIVER OF WORK
COMMITMENT FOR TWO YEARS. ALL LEASES CAN NOT BE EXPLORED
AND DEVELOPED INDIVIDUALLY. ANY REQUIREMENT FOR A PLAN OF
EXPLORATION AND DEVELOPMENT SHOULD ALLOW FOR UNITIZATION OR
SOME FORM OF COOPERATIVE DEVELOPMENT.

I FEEL THAT THESE PROPOSED AMMENDANTS ARE HARMFUL TO ALASKANS
AND URGE YOU RESIST THIS SUBVERSION OF LEGISLATIVE INTENT.

TtNK YOU SIMCFRFI Y

DENNIS M. LARSON



CERTIFIED MAIL

I July 1985

PO BOX 73960

Fairbanks,- Alaska 99707
Phone (907) 456-4880

STATE of ALASKA

DEPARTMENT of NATURAL RESOURCES
ESTHER C. WUNNICKE, COMMISSIONER
Pouch 7-034

Anchorage, Alaska 99510

RE: PROPOSED AMENDMENTS TO REGULATIONS
11 ACC 83.700 --- 11 ACC 83.705

Dear Commissioner Wunnicke,

The proposed amendments, Article 7. WORK COMMITMENT, Section
[i ACC 83.700 paragraph (e) proposes a one hundred thousand
dollar ($100,000.00) performance bond for each lease and paragraph
(d) proposed a penalty of forfeiture of the one hundred thousand
dollar ($100,000.00) performance bond.

These proposed amendments are unreasonable, unjust and not proposed
in the best interest for the People of the State of Alaska, These
proposed amendments are biased and extremely prejudice against the
Private Sector of the oil and gas industry in Alaska

It is well understood by all, Department of Natural Resou'rces,
namely your office, the Major oil companies, the Private Sector
of the oil industry, the Pecple of Alaska including the State
Legislation that the maximum bonding that would be required from
any one Major oil company for these proposed amendments would be
only five hundred thousand dollars ($500,000.00), while the
Private Sector could be required a maximum bonding of three million
and seven hundred thousand dollars ($3,700,000.00)

1

The State of Alaska has at this time sufficient O0il and Gas
Leasing Rules and Regulations to cover every aspect of Mineral

Management for State owned lands.

Chapter 83, Article 1, Section 11 ACC 83.160 OIL AND GAS LEASE
BONDING now provides bonding for operations of oil and gas leases
Amounts of at least ten thousand dollars ($10',000.00) before any
operations is commence on a State oil and gas lease or a statewide
bond in‘the amount of five hundred thousand dollars ($500,000.00).
These amounts have proven to be reasonable and just for all
including the State of Alaska, the Major oil companies and the

Private Sector.

The State 0il and Gas Rules and Regulations also provide for
penalties. New amendments are not required or needed



»
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There are no existing State O0il and Gas Rules and Regulations

for punishment. It would appear your office designed the proposed
amendments as punishment for the Private Sector and have hidden
them under Bonding arid Penalties.

To show how unreasonable these amendments are let us assume a one
hundred thousand dollar ($100,000.00) bond is posted on every
lease in question and the required permits were applied for,
including road permits to every lease at this time. Construction
hegans and you, DNR, have just created the biggest enviromental
devastation that has ever hit Alaska. NO your proposed amandments
are not reasonable and do not set about conservation of the
egnviroment and natural resources which your office is responsible
for.

| will go farther and shown why these proposed amendments are.
not in the best interest of the People of Alaska.

The People of Alaska share in the revenue from Oil and gas
production in Alaska. If commerical production were found on any
of the leases in question then the State of Alaska and the People
of Alaska would share in and receive the maximum revenue return
they have ever received from any onshore lease in Alaska and they
would continue to receive the maximum revenue as long as production
continued, but if these leases terminated today they would be
placed, in the five (5) year.leasing program and later leased

at reduced Royalty below the current 20% Royalty and the state net
profit share lease (NPSL) would decrease below the existing 30%
NPSL or maybe the NPSL would be abolished completely. Just common
sense shows what is reasonable or unreasonable and what is or is
not in the best interest of the People of Alaska.

As | have stated, | do sencerely believe these proposed amendments
are not in the best interest of the State of Alaska and | do
humbly request you put aside any and all prejudice you may harbor
against the Private Sector and | request you throughly review
every aspect of these proposed amendments as seen by all eyes, the
State, the People, the Legislation, the Major oil companies and
the Private Sector and come to a reasonable and just conclusion

for all.

cc: GOVERNOR BILL SHEFFIELD
SENATOR BETTYE FAHRENKAMP
REP JOHN RINGSTAD
SENATOR ARLISS STURGULEWSKI
ALL OTHER INTERESTED PARTIES
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[f W BILL SHEFFIELD, GOVERNOR

K i

POUCH 7-005
ANCHORAGE. AK 99510
PHONE: (907) 270-2653

repailtment Or ivatural resources /

OFFICE OF THE COMMISSIONER

June 6, 1985

Dear Alaskans:

The Alaska Department of Natural Resources, Division of Oil and Gas, is
proposmg to amend the rcqu lations govermnP work commitments of State o1l and
Ieases (Title 11, Chapter Article |7 of the Aaska Administrative
ode This, change in' the re%ulanons IS being made to |mé)ement Senate Bill
32, which was passed bg he legislature on May 12, 1985, and signed into
Iaw by the Governor on June 85.

The effect of Senate Bill No. 232 is to permit the Commissioner of the
Department of Natural Resources to waive work commitments attached to oil and
gas leases for a period of up to two years under certain circumstances, The
amendments to the ‘regulations being considered will set out the criteria the
Commissioner w ill use in determmmg whether such a waiver of work commit. *int
is justified, the terms under which such a work commitment waiver wili be
granted, and the procedure for application for waiver of a work commitment.

A copy of the proposed amendment to the regulations is attached. Language
Proposed to be added to the existing requlations is underlined, Ellipses in
he form of three hyphens ‘1 - *-) “Indicate that intervening unchanged

subsections of the regulations have been omitted.

You are invited to comment on the proposed. amendmentsto the requlations.
Comments must be in writing and must be received by the Division of Ol and
Gas by July 12, 1985 to~ be considered. Al written comments should be
addressed to_the Alaska Department of Natural Resources, Division of Oil a
Gas, Pouch 7-034, Anchorage, . AK 99510, Attn: Catherine Fortney. Add|t|onal
copies of the proposed regulations may be obtained from the same address.

The Division of Qil and Gas will also hold public hearings on these regulation
changes on the following dates:

ANCHORAGE FARBANKS
Date: Julg 2, 1985 Date: Julg 1985
Time: Time: 1:30 PM.
Place: Conference Room Place: Conference Room
Mountaln View Library North Star Borough Library
120 S. Bragaw Street 1215 Cowles Street
Sincerely,

Esther C. Wunnicke, Commissioner
Alaska Department of Natural Resources



| would like to present testimony pretaining to the proposed
amendments to the oil & gas regulations.

My name is KELLEY EVERETTL of Fairbanks and | am an interest

owner in some of the leases in question. | Certified Mailed my
letter to the Commissioner today which was too lengthly to present
at this hearing. | do have a statement | would like to present

These statements come in part from a letter to the Commissioner
from a friend who cannot be here today.

The majority of the leases to be effected by these proposed
changes were leased in State Sale No. 31 on September 16, 1980
and were awarded to a group of individuals in Alaska.

The terms set forth were the best terms the State has ever received.
20% Royalty and 30% NPSL on a ten year lease with a 5 year work
commitment.

In the year 1980 the State Department of Natural Resources were
so enchanted with the world oil crisis and what it ment to Alaska
that DNR predicted and published in their reports that oil would
reach $90.00 a barrel before the year 1990. Under this scenario
the lease terms were justified or maybhe leaned to favor the
leaseholder. Today things have changed dramatically with current
prediction of oil dropping to $20.00 a barrel or below. Now with
these changes the terms of these leases are not realistic.

Today, in every form of government, world trade, marketing, industry,
union, employement and etc., it is common to renegotiate any issue
that has changed critically and adjust the benefits of one or both
sides of the issues

I, as a partical leaseholder feel the work commitments for these
leases could bhe dropped completely without any loss of face to
the State of Alaska or the Department of Natural Resources

If the present leaseholders can produce any of these leases then

Alaska will receive revenue under present terms. If the leaseholders
cannot produce then these leases will terminate but in the mean

time Alaska has received $3.00 per acre rentals and hopefully

the world oil market will change and again fa.vor Alaska by 1990

If a moratorium were placed on the work commitment for these”
leases, | believe the Governor of Alaska, the State Legislation
and the people of Alaska would applaud you for this consideration

Thank you,



C. Burglin

LadGrsilat
P.O. Box 131
Fairbarks, Alaska 99707
@NA2-5149
June 5, 1985
Jim Eason

Deputy Director

Department of Natural Resources
Pouch 7034

Anchorage, Alaska 99510

Dear Mr. Eason:

As a follow up to my letter of May 15, 1985, | would like to ask you the
following questions:

1. What changed the geology on our leases, ADL 318612, 318613, and
318614, after we declined to put them in the Hemi Springs Unit?

2. What makes you say that there are no prospects in the proposed Key
Unit when there have been no wells drilled in this area since these
leases were issued? Your opinion puts you in direct opposition to the
geology departments of Exxon, Arco, Union, Standard of Indiana, Chevron
and all the other lessees who applied for the Duck Island extension in
September of 1979.

| have shown your letter to geologists with years of experience on the
North Slope. To say the least, they do not have much faith in the
geological competence of the author.

In our meeting with Commissioner Wunnicke, Senator Fahrenkamp, Senator
Sturgulewski and others in Juneau, Commissioner Wunnicke made the state-
ment that if the use of proprietary and confidential information was going
to be used to turn down the leases, it would only be fairthat theBurglin
interests have access to that information,

| would like an answer to these questions in writing, anda response to my
letter of May 15, 1985, within 15 days of receipt of thisletter.

Sincerely,

C. Burglin

CB/mbg



BILL SHEFFIELD, GOVERNOR

DEPARTMENT OF NATURAL RESOURCES POUCH 7-005

ANCHORAGE, AK 99510

OFFICE OF THE COMMISSIONER PHONE: (907) 276-2653

June 6, 1985

Dear Alaskans:

The Alaska Department of Natural Resources, Division of O0il and Gas, is
proposing to amend the regulations governing work commitments of State oil and
gas leases (Title 11, Chapter 83, Article 7 of the Alaska Administrative
Code). This: change 1in the regulations is being made to implement Senate Bill
No. 232, which was passed by the legislature on May 12, 1985, and signed into

law by the Governor on June 2, 1985.

The effect of Senate Bill No. 232 is to permit the Commissioner of the
Department of Natural Resources tc waive work commitments attached to oil and

gas leases for a period of up to two years under certain circumstances. The
amendments to the regulations being considered will set out the criteria the
Commissioner will use 1in determining whether such a waiver of work commitment
is justified, the terms under which such a work commitment waiver will be

granted, and the procedure for application for waiver of a work commitment.

A copy of the proposed amendment to the regulations 1is attached. Language
proposed to be added to the existing regulations 1is underlined. Ellipses in
the form of three hyphens (- - =-) indicate that intervening wunchanged

subsections of the regulations have been omitted.

You are 1invited to comment on the proposed amendments to the regulations.
Comments must be in writing and must be received by the Division of O0il and
Gas by July 12, 1985 to be considered. <All written comments should be
addressed to the Alaska Department of Natural Resources, Division of 0il a~d
Gas, Pouch 7-034, Anchorage, AK 99510, Attn: Catherine Fortney. Additional
copies oft the proposed regulations may be obtained from the same address.

The Division of Oil and Gas will also hold public hearings on these regulation
changes on the following dates:

ANCHORAGE FAIRBANKS
Date: July 2, 1985 Date: July 1, 1985
Time: 10:00 A.M. Time: 1:30 P.M.
Place: Conference Room Place: Conference Room
Mountain View Library North Star Borough Library
120 S. Bragavr Street 1215 Cowles Street

Sincerely,

Esther C. Wunnicke, Commissioner
Alaska Department of Natural Resources



Register , 1985 DEPARTMENT OF NATURAL RESOURCES 11 AAC 83.700

CHAPTER 83. OlIL AND GAS LEASING.

Article

7. Work Commitment (11 AAC 83.700 - 11 AAC 83.705)
ARTICLE 7. WORK COMMITMENT.

Section

700. Work commitment

705. Work commitment modification

11 AAC 83.700 1is amended to read as follows:

11 AAC 83.700. WORK COMMITMENT. (a) If a work commitment is a condition
of the lease, the work commitment will be specified in terms to be announced
by the commissioner of the Department of Natural Resources (commissioner) 1in
the notice of sale for the original term of the lease. The stipulated
commitment will state the minimum annual requirement for exploration and
development commitment on a specific lease. The lessee shall file annual
reports with the commissioner substantiating adherence to the work commitment

terms.

(b) The commissioner will, at his discretion, alter or abrogate the terms

of the work commitment if

(1) the lessee presents evidence that the 1lease will be wunproductive

and/or uneconomic under the terms of the work commitment;

(2) the lessee presents evidence that the existing terms of the work
co;miitment cannot be performed by reason of war, riots, acts of God, unusually
severe weather, or any other cause beyond the lessee"s reasonable ability to
foresee or control (including delays caused by judicial decisions or lack of

them), whether similar to those enumerated or not;



(3) thi lessee becomes party to a unit agreement; or
0

(4) the lessee relinquishes the lease.

(c) The commissioner may waive for up to two years any work commitment
imposed on a lease under subsection (a) of this section if the commissioner
makes a written finding either that conditions preventing fulfillment of the
work commitment were beyond the ler ee ™ reasonable ability to foresee or
control, or that the lessee has demonstrated through good faith efforts the
intent and ability to fulfill theterms of the work commitment during the term
of the waiver. The commissioner will <consider the following factors when
determining whether a Jlessee has demonstrated the intent and ability to
fulfill the terms of a work commitment during the term of -ly waiver that may

be granted

(1) whether th lessee has undertaken appropriate actions to fulfill the
work commitment, including the acquisition of necessary permits, materials,

and financing required to meet the work commitment;

(2) reasons why the lessee did not meet the terms of the work commitment

during ics initial term;

(3) the lessee"s specific plans and actions taken to meet the work

commitment during the term of the waiver; and

4) the fulfillment or lack of fulfillment of other work commitments or

similar obligations by the lessee within the state.

(d) As a condition of waiver of any term of a minimum work commitment under
subsection (c) of this section the commissioner will require the lessee to
post a performance bond of $100.000 to ensure the Tfulfillment of the work
commitment during the period of waiver. The bond will be returned to the

lessee if the work -commitment 1is fulfilled by the end of the i-jaiver period.



and will be forfeited automatically to the state if the work commitment 1is not
fulfilled by the end of the waiver period. A separate bond will be required

for each lease for which a waiver of a work commitment is granted.

(e) IfT a lessee fails to meet any term of a work commitment by its due
date, including any additional period granted by extension, alteration, or
waiver, the lease will automatically terminate. In addition, any penalty

provisions established by the commissioner in the work commitment stipulation,
or as a condition to any extension, alteration, or waiver, will take effect
immediately if the work commitment is not completed by its due date, including
period of extension and waiver. [FAILURE TO COMPLY WITH THE MINIMUM ANNUAL
WORK COMMITMENT CONSTITUTES GROUNDS FOR FORFEITURE OF THE LEASE.] (EFfT.

11/9/79, Register 72; am (. Register )

Authority: AS 38.05.020

AS 38.05.180

11 AAC 83.705 is amended to read as follows:

17 AAC.83.705. WORK  COMMITMENT MODIFICATION. (a) Application for

modification under AS 38.05.180(h) must comply with 11 AAC 88.105 and must

(€D) state all tne facts that may entitle the applicant to

modification;

(2) state location and status of all past and present activities on

the lease;

(3) contain a detailed report of all activity on the lease preceding

the filing of the application and include an accounting for all expenses and

costs of operating the leaser



4) be filed not later than 30 days before the existing deadline for
m

the fulfillment of the term of the work commitment;

(5) address all pertinent factors listed in1l1l AAC 83.700(b) or 11

AAC 83.700(c). as appropriate; and

(6) in connection with applications for waivers under
11 AAC 83.700(c). affirm thelessee*s readiness and ability to post a
performance bond. (Eff. 11/9/79, Register 72; am // Register )

Authority: AS 38.05.020
AS 38.05.180

2366A



C. Burglin

Lard Graltat

P.0. Box 131
Fairbarks, Alaska 99707

Q@ON42-5149

June 11, 19R5

Commissioner Wunnicke
Pouch 7-034
Anchorage, Alaska 6.9510

Dear Commissioner Wunnicke:

SB 232 clearly gives you the power to waive onerous work commitments
on 10 year leases for” Sales 30 and 31. Without this bill you have already
waived “work commitments for Amoco, Amerada Hess and others. This
bill does _not_(?lve you the power or permission to write regulations or
law. If it did, there wou'd be no need for the legislature.

| am enclosing a copy of your proposed regulations concerning this bill to
all of the legislators. As’far as I am _concerned your intent is very clear.

You intend to stall through bureaucratic implementation the clear intention
of the legislature and legislation.

If the legislators allow you or anyone else to get by with these tactics,
they should resign because obviously there is no need for them.

Sincernly,

jrglin

CB/mbg
snclosures
copies* all interested parties
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The Alaska Department of Natural Resources, Division of O0il and Gas, is
proposing to amend the regulations governing work commitments of State oil and
gas leases (Title 11, Chapter 83, Article 7 of +the Alaska Administrative
Code). This change 1in the regulations 1is toeing made to implement Senate Bill
No. 232, which was passed by the legislature on Kay 12, 1985, and signed into
law by the Governor on June 2, 1985.
The effect of Senate Bill No. 232 is to permit the Commissioner of the
Department of Natural Resources to waive work commitments attached to oil rad
gas leases for a period of up to two years under certain circumstances. The
amendments to the regulations being considered will set out the criteria the
Commissioner will use in determining whether such a waiver of work commitment
is jJustified, the terms wunder which such a work commitment waiver will be
granted, and the procedure for application for waiver of a work commitment.
A copy of the proposed amendment to the regulations 1is attached. Language
proposed to be added to the existing regulations is underlined. Ellipses 1in
the form of three hyphens - -"-) indicate that intervening unchanged
subsections of the regulations have been omitted.
You are invited to commenton the proposed amendments to the vregulations.
Comments must be in writing and must be received by theDivision of oil and
Gas by July 12, 1985 to be considered. All written comments should be
addressed to the Alaska Department of Natural Resources, Division of 0Oil and
Gas, Pouch 7-034, Anchorage, AK 99510, Attn: Catherine Fortney. Additional
copies of the proposed regulations may bo obtained from the same address.
The Division of 0Oil and Gas will also hold public hearings on these regulation
changes on the following dates:
ANCHORAGE FAIRBANKS
Date: July 2, 1985 Date: July 1, 1985
Time: 10:00 A.M. Time: 1:30 P.M.
Place: Conference Room Place: Conference Room
Mountain View Library North Star Borough Library
120 S. Bragaw Street 1215 Cowles Street
e o o o
.i%i;.. i - -
Sincerely, - v nf -
<" SR |
(w %7‘»/\"%' * - 1
Esther C. Wunnicke, Commissioner H'* »

Alaska Department of Natural

Resource:

<
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Register , 1985 DEPARTMENT OF NATURAL RESOURCES 11 AAC 83.700

0
CHAPTER 83. OIL AND GAS LEASING.
Article
7. Work Commitment (11 AAC 83.700 - 11 AAC 83.705)
ARTICLE 7. WORK COMMITMENT.
Section
700. Work commitment
705. Work commitment modification

11 AAC 83.700 is amended to read as follows:
I

11 AAC 83.700. WORK COMMITMENT. (a) If a work commitment 1is a condition
of the lease, the work commitment will be specified in terms to be announced
by the commissioner of the Department of Natural Resources (commissioner) 1in
the notice of sale for the original term of the lease. The stipulated
commitment will state the minimum annual requirement for exploration and
development commitment on a specific lease. The lessee shall file annual

reports with the commissioner substantiating adherence to the work commitment

terms.

(b) The commissioner will, at his discretion, alter or abrogate the terms

of the work commitment if

(1) the lessee presents evidence that the lease will be unproductive

and/or uneconomic under the terms of the work commitment;

(2) the lessee presents evidence that the existing terms of the work
commitment cannot be performed by reason of war, riots, acts of God, unusually
severe weather, or any oth cause beyond the lessee"s reasonable ability to
foresee or control (including delays caused by judicial decisions or lack of

them), whether similar to those enumerated or not;



(3) the lessee becomes party to a unit agreement; or
0

(4) the lessee relinquishes the lease.

(c) The commissioner may waive for up to two years any work commitment
imposed on a lease under subsection (a) of this section if the commissioner
makes a written finding either that conditions preventing fulfillment of the
work commitment were beyond the 1lessee™ reasonable ability to foresee or
control, or that the 1lessee has demonstrated through good faith effores the
intent and ability to fulfill the terms of the work commitment during the term
of the waiver. The commissioner will <consider the following factors when
determining whether a lessee has demonstrated the intent and ability to
fulfill the terms of a work commitment during the term of any waiver that may—

be granted

(1) whether the lessee has undertaken appropriate actions to fulfill the
work commitment, including the acquisition of necessary permits, materials,

and financing required to meet the work commitment;

(2) reasons why the lessee did not meet the terms of the work commitment

during its initial term;

3) the lessee"s specific plans and actions taken to meet the work

commitment during the term of the waiver; and

4) the fulfillment or lack of fulfillment of other work commitments or

similar obligations by the lessee within the state.

(d) As a condition of waiver of any term of a minimum work commitment under
subsection (c) of this section the commissioner will require the lessee to
post a performance bond of $100,000 to ensure the Ffulfillment of the work
commitment during the period of waiver. The bond will be returned to the

lessee if the work commitment 1is fulfilled by the end of the waiver period.



and will be forfeited automatically to the sti f the work commitment is not
0
fulfilled by the end of the waiver period. A jarate bond will be required

for each lease for which a waiver of a work commitment 1is granted.

(e) If a lessee fails to meet any term of a work commitment by its due
date, including any additional period granted by extension, alteration, or
waiver, the lease will automatically terminate. In addition, any penalty

provisions established by the commissioner in the work commitment stipulation,

or as a condition to any extension, alteration, or waiver, will take effect

immediately if the work commitment is not completed by its due date, including

period of extension and waiver. [FAILURE TO COMPLY WITH THE MINIMUM ANNUAL

WORK COMMITMENT CONSTITUTES GROUNDS FOR FORFEITURE OF THE LEASE.] (EfF.

11/9/79, Register 72; am / /7 Register )

Authority: AS 38.05.020

AS 38.05.180

11 AAC 83.705 1is amended to read as follows:

11 AAC.83.705. WORK COMMITMENT MODIFICATION. (a) Application for

modification under AS 38.05.180(h) must comply with 11 AAC 88.105 and must

(€Y} state all the facts that may entitle the applicant to

modification;

(2) state location and status of all past and present activities on

the lease;

(3) contain a detailed report of all activity on the lease preceding

the filing of the application and 1include an accounting for all expenses and

costs of operating the leaser



