HOUSE FI NANCE COWM TTEE
February 7, 2006
2:.05 P.M

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 2:05:37 PM

MVEMBERS PRESENT

Representative Kevin Meyer, Co-Chair
Representati ve Ri chard Foster
Representati ve M ke Hawker
Representative Ji m Hol m
Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Carl Moses

MEMBERS ABSENT

Representative M ke Chenault, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Beth Kerttul a
Representati ve Bruce Weyhrauch

ALSO PRESENT

I rene Anderson, Chair, Bering Straits Native Corporation,
None; Rich Heig, Menber, General Manager, Kennecott G eens
Creek M ning Conpany, Juneau; Karl Hanneman, Menber, VP Teck
Pogo Inc., Fairbanks; Charlotte MacCay, Menber, Constultant,
Bristol Environnental & Engineering Services Corporation,
Anchorage; Geg Beischer, Menber,  Consul tant, Bri st ol
Envi ronnental & Engi neering Services Corporation, Anchorage;
Nei | MacKi nnon, Vice Chairman, Hyak M ning Conpany, Juneau

Del Ackels, Menber, Gol dust M nes, Fairbanks; Bartly Coil ey,

Menber, Usibelli Coal Mne, Inc., Fairbanks & Healy; Don
Cook, Menber, Cook International, Fairbanks; R ch Hughes,
Staff, Devel opnent Speci al i st Ofice of M ner al

Devel opnent, Ofice of Econom c Devel opnent, Departnent of
Commer ce, Community & Econom c Devel opnment, Fairbanks
N

GENERAL SUBJECT(S) :

The followi ng overview was taken in log note format. Tapes
and handouts wll be on file wth the House Finance
Conmittee through the 24th Legislative Session, contact 465-
6814. After the 24th Legislative Session they wll be
avail abl e through the Legislative Library at 465-3808.

OVERVI EW
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ALASKA M NI NG COW SSI ON

TI MVE SPEAKER DI SCUSSI ON

2:05:46 PM | Co-Chair Meyer |Convened the House Finance Commttee
nmeeting to discuss the Alaska M ning
Comm ssion’s findings and hear their
presentation and overview. [ Copy on
File.]

ALASKA M NI NG COW SSI ON
2:06: 33 PM || RENE I nt r oduced t he presenters and
ANDERSON, distributed a copy of the *“Report of
CHAI R, BERING|the 2006 Alaska Mnerals Comm ssion”.
STRAITS NATIVE |[Copy on File].
CORPORATI ON,
NOVE
2:07: 07 PM | KARL HANNEMAN, [Noted that the Comm ssion was pleased
VEMBER, VP|to have the opportunity to discuss
TECK PO |issues of the mning industry. He
I NC. , provi ded background of the Mning
FAI RBANKS Comm ssion, which was created by the
Legislature in 1986. The Conm ssion
is authorized through 2014. He stated
that the duty of the Comm ssion was to
provide information to the State and
the Legislature on how to inprove the
m ning industry.

2:08:36 PM | M. Hanneman Summarized the work of the industry.
He noted that it is conposed of three
di fferent categories.

« Exploration

* Devel opnent

* Production
The State industry value has steadily
i ncreased and has a total overall value
of $1.6 billion dollars.

2:09:20 PM | M. Hanneman Pointed out that the mnes that have
cone along are located in diverse
geographi c areas throughout the State.
He highlighted the new mnes and
projects in Southwest Al aska. The
mneral industry projects provide a
rare economc opportunity in diverse
areas of Al aska.

2:10:18 PM | M. Hannenman He not ed t hat sone of t he
recomendations deal with the taxation
I ssues. There are a few key issues
that need to be focused wupon that
relates primarily to finance concerns.
He summarized the existing taxation
regi ne.

2:10:46 PM | M. Hanneman

e« Mning license tax — first enacted
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by the Territorial Legislature in
1913.

e Mning rents and royalties -
m neral devel opnent nmjor factor
at st at ehood.

217

PM

Hanneman

Pointed out the chart indicating the
total growmh of value of Al aska Mnera

Production and subject to taxation.

G owth increnents cone, bringing on new
mnes in Al aska. The last increase was
in 2004 & 2005, resulting from a
wor | dw de narket price increase.

1 22

PM

Hanneman

From the increased profitability, the
I ndustry 1is seeing growng paynments
from t he I ndustry to t he
muni ci palities. He spoke to the
State’s rents and royalties. He noted
that there has been a substantial
Increase in the license tax since 2003
and 2004.

- 57

PM

Hanneman

H ghlighted the Mneral Conm ssion' s
key issues:

» Tax Consi derations

 Ceol ogi cal & Geophysical Mapping

e ANVEREF
The comm ssion recomends that the
Governor and the municipalities work to
create a fair and stable tax regine.

: 32

PM

Hanneman

Poi nted out that Al aska has one of the
poorest map coverage in the world wth
respect to geophysical & geol ogical
concerns, which discourages investors.
The Mneral Conmmission requests that
| evel of funding be added and increased
to $1 nillion dollars this year

1 34

PM

Hanneman

Identified AMEREF and noted that it is
an Industry/ Governnment partnership to
support resource education. It is an
excel | ent t ool for public schools
educat i on regar di ng t he nat ur al
resource industries. He recomrended
t hat $100 t housand dol | ars be
appropriated to support that program

1 26

PM

Hanneman

Hi ghlighted the ot her fi ndi ngs &
reconmendat i ons. He pointed out the
recommendat i ons:

* NPDES Program Pri nacy
e Litigation Reform
e Permt Efficiency

e Ceneral Permts for Small Renote
Wor k Canps
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e M Xing Zones
* Roads to Resources
e Power Supplies

2:22:22 PM | M. Hanneman Summarized that if the State continues
to provide stable fiscal and regul atory
policy, the Industry has a |lot of
growt h potential . He projected that it
coul d double in the next decade.

2:23:13 PM | Representative [Asked for nore information on the

Kel |y m Xi ng zones.
2:23:39 PM | M. Hanneman Poi nt ed out t hat t here was a
recomendation in the report regarding
m xi ng zones. He added that the
Comm ssi on has advocated for t he
opportunity to mtigate to determne
whet her t hey are or are not
appropri ate.
2:24: 08 PM | CHARLOTTE Added, with the change in restrictions,
MACCAY, there is an increased need for other
VEMBER, water quality regulations to be fixed
CONSTULTANT, so that natural background criteria are
BRI STCL consi der ed.
ENVI RONVENTAL
& ENG NEERI NG
SERVI CES
CORPORATI ON,
ANCHORACE

2:24:59 PM | Representative [Asked if it is anticipated that there
Kel |y will trouble regarding that concern.

2:25:13 PM | M. Hanneman Responded that wth potential mning
projects noving toward the next decade,
there needs to be additional regulatory
flexibility. He urged science-based
eval uation regardi ng real inpacts.

2:26:30 PM | Representative |Comented on t he ar gunment bei ng

Hawker proposed by the business end of the
comunity in the State, who voice
strong objection to any further funding
of the budget & advocate cutting this
year’s budget. He referenced the
I ncreased m ning request.

2:27:22 PM | M. Hanneman Responded that in the context of
hi stori cal spending, the request is not
a significant increnent. He enphasized
the good policy for fiscal tracking.

2:28:13 PM |Representative |Reiterated concern on the proposed

Hawker requests and noted inconsistencies.

2:28:45 PM |GREG BEI SCHER, |Replied that in ternms of mapping, when

VEMBER, the State nmakes an investnent there, it

CONSUL TANT, Is an imediate economc benefit,

BRI STO drawing interest in conpanies that are

ENVI RONVENTAL willing to spend noney devel oping. It
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& ENG NEERING|is a small investnent, which comes back
SERVI CES to the State many tinmes over
CORPORATI ON,
ANCHORACE

2:29:38 PM | Representative |Commented on a recent case ruling (RS
Fost er 2477) and asked the inpact.

2:30:01 PM | M. Hanneman Did not know and offered to provide
that information after researching it.

2:30:54 PM | Representative |[Requested further information on m xing

Kel 'y zones to hel p W th specific
| egi sl ati on. He offered to neet wth
the industry.

2:31:59 PM | Co-Chair Meyer |[Inquired how Al aska taxation conpares
to other states and countries.

2:32:20 PM | M. Hanneman Mentioned that there have been studies
produced over the years and that Al aska
rests somewher e in the “m ddl e”.
Hi story i ndi cat es many years of
litigation.

2:32:58 PM | Co-Chair Meyer |Pointed out t hat | egi sl ators are
| ooking at the oil conpany tax credits
for those conpanies that invest back
into the State. He asked if that type
credit would wrk for the mning
I ndustry.

2:33:20 PM | M. Hanneman Stated that several years ago, the
Legi sl ature passed the exploration
credit bill, which has been viewed,
extrenely favorable by the industry.
That | egi sl ation hel ped i nstigate
exploration and devel opnent in Al aska
and sent the “right nmessage”- Alaska is
“open for business”.

2:34:09 PM |RICH HEIG |Informed nenbers that there are only

VEMBER, four large operating mnes in the State
GENERAL of Al aska. He pointed out that the
MANAGER, m ning industry pays a corporate incone
KENNECOTT tax of nearly 30% Currently, the
GREENS CREEK | m ning industry is “seeing good tines”
M NI NG and in the last two years has a rate of
COMPANY, return of 5% It takes many years to
JUNEAU bring a project “on” to actually
produce the netal. The M neral
Conmi ssion believes that the current
tax is fair on the mning industry.

2:35:53 PM | Co-Chair Meyer | Noted t hat it S al so a very
“litigated” industry and asked if they
were currently at a “stop order”.
M. Heig noted that was the Kensington
M ne.
Co-Chair Meyer asked about projected
enpl oynent growt h.

2:36:29 PM | M. Hanneman Stated that the projection was close to
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5,000, which could happen if the other
maj or projects come to fruition.

He addressed industry growh potential,
hi ghl i ghting the slide.

2:37:08 PM |RICH HUGHES, |Clarified that the drop indicates the
STAFF, curtailing of construction activity.
DEVEL OPVENT He noted that the nunber reflects both
SPECI ALI ST, the construction and production.

OFFI CE OF
M NERAL

DEVEL OPMVENT,
OFFI CE OF
ECONOM C

DEVEL OPMVENT,
DEPARTMENT  OF
COMVERCE
COWLUNI TY &
ECONOM C

DEVEL OPMVENT,

FAI RBANKS

2:38:20 PM | Co-Chair Meyer |Assunmed that the local hire rate was
good.

2:38:27 PM | M. Hanneman Said it is not 99%

Representative | Thought in his area it was around 60%

Joul e M. Hanneman thought that nunber was a
shar ehol der nunber . Representati ve
Joul e agr eed.

2:39:08 PM | M. Hanneman Advised that there is a report from
2003, summarizing mning enploynent,
indicating approxinmately 83% Al askan
hire. It is a challenge to work-under
ground; there is not a lot of training
in Al aska.

2:40: 01 PM | Co-Chair Meyer |Asked about training efforts.

M. Hanneman referenced the Delta
Mning Training Center, working in
cooperation wth the Departnment of
Labor & Workforce Devel opnent. He
reiterated that recruiting people into
that programis a chall enge.

2:40:50 PM | Representative [Pointed out that initially, training

Joul e took place in Seward and the success
rate was only 30% because the trainees
had to go so far from hone. When it
was mnmoved to the Kotzebue Tech Center
the success rate increased to 80% He
mentioned the inpact of success when
soci al envi r onment i's t aken into
consi deration.

2:41:50 PM | Representative [Asked if the School of Mnes at the

Joul e University in Fairbanks was providing
t he necessary | evel of education.

2:42:18 PM | M. Hanneman Pointed out a recommendation to help

House Fi nance Conmmittee

6 02/07/06 2: 05 P.M




solidify and strengthen the School of
M nes by est abl i shi ng a speci al
professor Chair to help guide both the

oil and mning industry. He requested
that the Legislature provide support to
fill that position. There are four

m ning and/or environnmental engineers
working with the Conmission from the
University of Al aska. At this tineg,
the Commission would |ike two nore;
t hey are not avail abl e.

2:43:46 PM | Representative [Noted that wusually the interest and
Hawker beneficiary groups endow University
Chai rs. He asked if the mning

I ndustry woul d consi der that.

2:44:19 PM | M. Hanneman Advi sed that there has been discussion
regarding that. During the schoo
reorgani zation, short and long term
fundi ng was di scussed.

2:44:33 PM | Representative |Mentioned borough taxation of t he

Hol m boroughs and the newy fornmed borough.
He asked how the negotiations were
going with them

2:44:56 PM | M. Hanneman Replied that the Industry has signed a
paynent in lieu of tax agreenment wth
the Gty of Delta Junction in Novenber
2005. It provides a schedule of
paynment s and taxation schedul e
structure. The public process
proceeding wwth a vote is ongoing. The
Conmi ssion has pledged support of
borough formati on.

2:45:50 PM | Representative |[If not, what happens.

Hol m M. Hanneman stated if they do not, the
Conmi ssi on woul d eval uate what the best
State policy should be.
2:46:16 PM | Representative |[Asked when it is anticipated that there
Kel I'y will be an answer. M. Hanneman
replied that the target is first
quarter, 2006.
2:46:42 PM | Representative |[lnquired about the effort to work with
Joul e | ocal conmmunities when it is known that
an area near them may “come on |ine”
and how they are “warnmed” to that idea.
He rem nded nenbers of conflicts wth
potential subsistence wuses in those
ar eas.
2:47:41 PM | M. Hanneman Acknow edged that was a valid concern

As mnes develop and the exploration
occurs, there is trenmendous education
that needs to take place. Some
projects require many years in the
community to foster that conmunication
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Each project is different and has its

own chal |l enges. There are always
tangi ble benefits by offering |jobs,
et c. Those are “real & hard issues”,

but hopefully, by Ileading by exanple,
the other mnes help share the nessage
and understandi ng of the benefits.

2:49:47 PM | Co-Chair Meyer

ADJ OQURNIVENT

The neeting was adjourned at 2:50 P. M
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