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ACTI ON NARRATI VE

COCHAIR JAY RAMRAS called the joint nmeeting of the House
Resources Standing Commttee, the Senate Resources Standing
Commttee, and the House Special Committee on Ol and Gs to
order at 1:21:23 PM Representatives Ranras, LeDoux, Kelly,
d son, McQuire, Rokeber g (via teleconference), Stoltze,
Chenault, Coghill, Harris, Guttenberg, Crawford, and Gardner and
Senators Wagoner Seeki ns, Dyson (via t el econf erence),
Therriault, and Guess were present at the call to order. Co-
Chair Ranras pointed out that fornmer Representatives Bud Fate
and Jeanette Janmes and forner Senator Pete Kelly were in
att endance.

PASTOR PHI LI P  KUEHNERT, Zion Lutheran Church, gave the
i nvocation, which was followed by the Pledge of Allegiance.

Update on M ning Qperations in Interior Al aska

1: 26: 23 PM

CO CHAI R RAMRAS announced that the only order of business would
be the update on mining operations in Interior Al aska.

1: 27: 43 PM

BOB LOEFFLER, Director, Division of Mning, Land, and Wter,
Departnent of Natural Resources, began by first discussing the
state's hard rock mnes, which provide the nobst productivity,
enpl oynent, and contribution to state governnent. Ther ef or e,
placer mnes remain an inportant part of the state's history
even in the present. M. Loeffler related that this has been a
good year for exploration, which is what the state lives on in
the future. Exploration is neasured in dollars or reported
exploration spending and the nunber of active clains. He then
showed the committees a graph of exploration dollars, which
related that last year the mneral industry spent $70 mllion.
The aforenentioned is the |argest anmount the mneral industry
has spent in two decades. Furthernore, the anmount of clains
staked has dramatically increased to about 25 mllion acres. He
attributed the increasing percentage that Al aska is gaining from
North Anerican exploration to high netal prices and the proven

ability to permt hard rock mnes in Alaska in an
environnmental ly friendly way. Fi ndi ng Pogo and others convince
people that there are still [reasons to explore]. M. Loeffler
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then used a map of exploration to illustrate that mning
exploration is widely distributed throughout the state.

1: 31: 28 PM

MR. LOCEFFLER then turned attention to placer mning, which he
said is [recovering] from a few years of low netal prices.
Roughly 265 placer mnes were permtted, although he suspected
that sonewhat |ess than that are in operation. Still, that's an
i ncrease over the l|last couple of years. M. Loeffler said that
al t hough placer mnes aren't a [major] contributor to enpl oynent
and the state <coffers, they are inportant to the rural
comunities in which they are |ocated. He then showed the
commttee a photo of an operating placer mne as well as a
recl ai med placer m ne.

MR. LOEFFLER noved on to hard rock mnes by showng the
commttee a map highlighting the followng four large mnes in
the state: Red Dog, Fort Knox, Usibelli, and Geens Creek.
Kensi ngton and Pogo M nes are under construction and Rock Creek,
Donlin, and Pebble M nes are advanced exploration projects. M.
Loeffler then reviewed the history of mning. FromWrld War 11
to 1989, when Red Dog and G eens Creek started, there were no
|large mnes in the state. Over the past 15 years, the state has
devel oped an industry that has grown. This is an inportant
context to keep in mnd, he opined.

MR. LCEFFLER first addressed the Red Dog Mne, which is the
world's largest lead zinc mne. The Red Dog Mne really nmade
the Northwest Arctic Borough possible. However, when the Red
Dog Mne began there was no reclamation requirenent nor a
reclamation bond or tailings permt. Therefore, the state is
now in the process of bringing its permts up to date wth
exi sting |aw. He expected that those permts would be in place
|ate this year. He then turned to the Fort Knox M ne, for which
the ore body is on Alaska Mental Health Trust Land. He
explained that there is no contribution to the permanent fund.
M. Loeffler opined that the reclamation at Fort Knox is
sonmething to be proud of, and highlighted that the organization
of Al askans for Responsible Mning has held up Fort Knox as an
exanpl e of responsible mne practices. The G eens Creek M ne
started production in 1989, was suspended in 1993, and resuned
in 1995, The Usibelli Mne is the oldest of the state's |arge
mnes; it started in 1943. There is hope that the Usibelli M ne
will expand its export shipments in the near future, he rel ated.
He highlighted the reclanmation of the Usibelli Mne as well.
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1: 37: 46 PM

MR. LOEFFLER returned to the state's two large mnes under

construction: Pogo and Kensington. The Pogo Mne is the
state's first large mne that will be located on state |and.
Therefore, it will be the state's first mne from which royalty

conmes directly to the state. The Kensington Mne was permtted
in June and started production in early July. M. Loeffler then
focused on future projects, which haven't cone in for permtting
yet . Rock Creek, located on state land by None, has two
separate sites that have a four- to five-year mine life. Donlin
Creek Mne is a larger mne |ocated on Native | and.

[Due to technical difficulties the audio is practically
i naudi bl e. ]

There was di scussion regarding the local contribution of m nes.
1:42: 28 PM

[Due to technical difficulties the audio is practically
i naudi bl e and the transm ssion was di sconnected at 1:54 p.m]

1:56: 54 PM

DAVI D SZUM GALA, Al aska Division of GCeological and Geophysical
Surveys (DGGS), M ner al Resource Projects and Products,
responding to a question, inforned the commttees that the
geophysi cal survey has surveyed about 5.6 mllion acres, which
anounts to about 11-13 percent of the 40 mllion acres of

potential mneral resource lands in Alaska. Therefore, a lot of
| and remains to be surveyed. Dr. Szum gal a expl ai ned that DGGS
is mandated to conduct geological and geophysical surveys in
order to determne the potential of Alaska mnes for the
production of netals and m nerals. Many of DGGS s products are
to designed to get people to cone to Alaska or to help those who
explore Alaska in their efforts to develop mnes. Specifically,
DGGS provides information to those funding exploration in
Al aska. He utilized a map to illustrate the wide distribution
of projects throughout the state. Dr. Szum gala highlighted
DGGS' s web page because it can hel p anyone anywhere with regard
to mning information. In fact, it received over 42,000 hits in
fiscal year 2004. He attributed part of those hits to the fact
that historical docunments were converted to PDF files that can
be easily downloaded onto a conputer for instant use. Si nce
DGGS did such a good job with its conversion, the United States
Coast CGuard (USGS) has contracted with DGGS to convert nost of
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USGS' s pertinent publications into PDF docunents, which are
| ocated on DGGS' s web site. Therefore, nost all of Al aska's
hi stori cal geol ogy can be obtained from DGGS s web site.

DR, SZUM GALA highlighted DGGS s cooperative program with the
United States Bureau of Land Managenent (BLM, which is a
m neral potential assessnent of the Kobuk Seward Peninsula.
Such cooperative prograns benefit the state iif the best
information is available for resource planning and decisions.
He also highlighted the |and selection project, which provides
information on geology and mneral deposits over the land the
state still has to select and convey from the federal
gover nnment . About 14 mllion acres are left to be conveyed of
which about 8.5 mllion acres has high to noderate m neral
potenti al . Therefore, [the goal] is to obtain the best benefit
for the state by providing a |land selection list based on the
hi ghest [mineral] potential. Dr. Szumigala nentioned the
geol ogical material services center in Eagle River.

[Due to technical difficulties the audio is inaudible and thus
the transm ssion was disconnected at 2:08 p.m The audi o begins
again at 3:00 p.m]

3:00: 42 PM

KARL HANNEMAN, Teck-Pogo M ne, reviewed the Teck-Pogo Mne wth
vi sual aids. He di scussed road construction [related to mning
oper ations]. M . Hanneman al so di scussed the construction of a
transmssion line, which he said was simlar to that between
Eielson [Air Force Base] and Delta [Junction]. He reviewed the
| ocations of the substations [on the transmssion |ine]. He

mentioned the construction of a water treatnent plant.
3.06:41 PM

CO CHAI R RAMRAS pointed out that often folks don't realize the
upfront capital investnent necessary. Therefore, he requested
that M. Hanneman detail the range of gold prices between the
beginning of this project in 1997 and now, what the [m ne] cost
to build, and fromwhere the capital is com ng.

MR. HANNEMAN recalled that [the price of gold] was about $325

and now it has risen to about $425. The objective was a 10
percent return at a price of $275 gold. "When the price was
that low, we weren't neking it and we were concerned,” he

rel at ed. He nmentioned that there were several iterations of the
feasibility study trying to optimze the project. Utimtely,
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the board approved the project with a capital cost of $284
mllion. Had the capital costs reached the $320 nmillion, the
out cone woul d' ve been |ess certain. Because this project has a
high dollar value per ton of ore and the project 1is in
operation, the operating costs are quite low while the cost of
capital recovery wll be high. M. Hanneman said that he didn't
have a stress price, although there is concern.

3:09:11 PM

MR. HANNEMAN informed the commttees that there will have to be
a manned canp on site that consists of about 230 individuals.
The canp al so includes a shop. He highlighted the inportance of
collecting and treating the water of the project, and showed the
commttee pictures of the various aspects of the water

collection and treatnent. He noted that currently the project
has about 450 people on site. He estimated that construction
will essentially be over in Decenber. He then provided a |ist

of the contractors who have provided support for the project.
In 2004 approximately $104 million was paid to Al aska
contractors and to date the project has 69 percent Al aska hire.
He reviewed the [conpany's] conmitnent to Alaska hire and the

training and policies it enployed to that end. M. Hanneman
noted that there is a worldwide mning boom which has led to
the offering of signing bonuses such that Teck-Pogo, Inc. is

offering up to $10,000 for noving expenses.
3:18: 35 PM
CHAI R WVAGONER i nquired as to the shifts m ne enpl oyees work.

MR. HANNEMAN answered that there are a nunber shifts. There are
shifts in which the enployee works four days and has three days

of . There is also a shift in which the enployee works two
weeks and has one week off. "The challenge of developing a
workforce in this environnment is significant,” he opined. In

further response to Chair Wgoner, M. Hanneman confirmed that
the out-of-state workers tend to work the two weeks on and one
week off shift. Therefore, the $10,00 bonus is held up as an
incentive to rel ocate.

3:20: 07 PM
MR. HANNEMAN turned attention to the list of professionals who
reside in the area of the mne, and Pogo's pernanent workforce

list per job classification. He opined that the conpany wll
continue to address the challenges in order to optimze Al aska
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hire. Furthernore, the conpany is exploring manners in which to
| engthen the |ife of the project beyond 10 years.

3:.22:23 PM
SENATOR THERRI AULT inquired as to the return on capital to
[ Teck-Pogo, 1Inc.] over the life of the mne, taking into

consideration the increase of the infrastructure.

MR. HANNEMAN expl ai ned that the objectives were very clear when
the project started, such that there was a goal of 10 percent

return at [a gold price] of $275. However, the project has
changed a lot, including the increase in capital costs. The
financial outlook hasn't been reprojected at this point and
won't be until construction is conplete because the cost

escalation risk is not yet over.
3.23:26 PM

COCHAIR RAMRAS recalled Dr. Szumi gala's exanple of how
governnment can help spark the private sector. Therefore, he
inquired as to what the state can do to help with the workforce
devel opnment probl em

MR. HANNEMAN opined that the effort, with which Chair Wagoner
was involved, to focus and coordinate training efforts is "a

good thing." Therefore, he encouraged the aforenentioned to
cont i nue. In further response to Co-Chair Ranras, M. Hannenan
specified that the salary base for Pogo is in the range of
$66,000. It's a difficult work environnent and faces chall enges
with regard to enployees who are accustonmed to working at a
hi gher rate seasonally. Al t hough these are good jobs, the

hourly rate doesn't conpete wi th Davis-Bacon wages or sunmertine
constructi on.

3:26:11 PM
REPRESENTATI VE HARRI S asked if [Teck-Pogo, Inc.] has worked with
organi zed labor in trying to develop a local workforce that can

be trained in its infrastructure.

MR. HANNEMAN said that [Teck-Pogo, 1Inc.] really values its

relationships with sone of the unions. There have been sone
di scussions in that regard, although nothing has been pursued at
this point. In response to Co-Chair Ranras, M. Hanneman

related that even before construction [Teck-Pogo, Inc.] tried to
develop relationships with the conmunities in the area relating
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the jobs that would be com ng available as well as the training

necessary for t hem Furt her nore, t here has been a
[col | aborative] relationship with regard to job-preparedness
I ssues. In fact, as recruitnment begins for entry-Ileve

positions there has been contact with a nunber of the village
councils for recomrended candi dat es.

3:28:31 PM

COCHAIR RAMRAS related that he was recently in Delta. He
opined that it's difficult to see the direct inpact of Teck-
Pogo, Inc. because of the work going on at Fort Geely. He
inquired as to the nunber of support jobs created as related to
the construction of the m ne.

MR. HANNEMAN repl i ed no.
3:29:30 PM
SENATOR THERRI AULT inquired as to whether there is a trend with

regard to the location in which permanent enpl oyees are choosing
to live.

MVR. HANNEMVAN expl ai ned t hat [ Teck- Pogo, I nc. ] of fers
transportation from Tok through Delta to Pogo or from Fairbanks
to Pogo. In further response to Senator Therriault, M.

Hanneman specified that currently there are nore riders on the
transport from Fairbanks.

3:30:40 PM

CO CHAIR RAMRAS requested that M. Hanneman touch on the
di scussions of the [Fairbanks North Star Borough] expandi ng and
how expansion nay inpact the strategic planning of Teck-Pogo,
I nc.

MR. HANNEMAN sai d that Teck-Pogo, Inc. has sought the support of
the Delta comunity, which has responded greatly. He opi ned

that there will be an agreenent that allows Delta to choose
whether it proceeds wth a borough or not at their own
di scretion. If Delta chooses to proceed, he said that Teck-
Pogo, Inc. will be an active participant through a paynent in
lieu of taxes. M. Hanneman nentioned that "it was sonmewhat
del ayed" due the lack of passage of House Bill 217 of the
Twenty-Third Al aska State Legislature. The aforenentioned

| egislation would ve clarified that in areas with pipeline or
gasline assets that don't choose to inplenment a property tax,
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the [area] wouldn't be penalized and wouldn't have to provide
that contribution to the |ocal schools. That piece is key in
regard to Delta's fiscal plan and whether a borough would nake
sense.

3:33:41 PM

SENATOR THERRI AULT turned attention to the water plant, and
inquired as to the expected amunt of |l|eaching from the
m neralized belt. He also inquired as to what the [water plant]
will treat.

MR.  HANNEMAN expl ained that the ore body includes gold and
el evated | evels of arsenic, which isn't that dissimlar fromthe
ground water around Fairbanks. He said that the goal is to
renove, prior to discharge, the arsenic from the collected
water. A (indisc.) coal precipitation plant has denonstrated its
ef fectiveness over the last five years as there hasn't been a
water quality "exceedence" during that period of tine. The
chem stry of arsenic is such that it's readily renoved.

3:34:54 PM

REPRESENTATI VE HARRIS opined that one of the concerns wth
regard to borough formation is that the mne and its owners not
be the sole source of revenue of the borough as is the case with
the Red Dog Mne. He asked if that was a choice that Teck-Pogo,
Inc. wanted to avoid.

MR. HANNEMAN i ndi cat ed agreenent.
3:36:13 PM

STEVE BORELL, Executive Director, Alaska Mners Association,
updated the committees with regard to smaller m ning operations.
He began by relating that this is a unique tinme in history
because the prices of precious netal, base netals, and coal are
hi gh. To his know edge the aforenmentioned has not occurred
bef ore. This relates to the lack of qualified workers. M.
Borell then turned to the question regarding why there aren't
nore small placer mners. He noted that it continues to be
difficult for the small famly mnes, which he attributed to the
foll ow ng things. In the past there has been uncertainty wth
regard to National Pollutant Discharge Elimnation System
(NPDES) permts. He explained that over the past 20 years, the
placer mning industry has went from an alnost nonregul ated
industry to one that is highly regul at ed.
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3:40: 36 PM

CO CHAIR RAMRAS recalled that Governor Mirkowski was proactive
in placing NPDES in the hands of Al aska and out of the hands of
the federal governnent. He opined that NPDES wecked mining for
smal|l famlies.

MR. BORELL agreed that NPDES was a mmjor factor in the
[deterioration] of mning for small famlies. Furthernore, the
uncertainty leading up to where the mning industry is today was
a large contributor. The state, he noted, is in the process of
taking prinmacy. He also attributed the difficulty of snal
famly mnes to the advance preparation tinme required for plans
and permts to start a small mne. Moreover, nmuch of the ground
known to contain placer gold has been mned. Furthernore, there
aren't conpanies drilling new placer reserves.

3:42:52 PM

MR. BORELL then presented sone slides of the various mnes
t hroughout the state.

[ The audi o transm ssion was briefly interrupted at 3:46 p.m]
3:.48: 06 PM

COCHAIR RAMRAS inquired as to where the state stands wth
regard to education and jobs in the industry.

MR. BORELL recalled that |last year there were six mning
engi neer graduates, each of which probably received at |[east
three job offers. He relayed that those in the industry say
that Alaska isn't [educating] enough mning engineers, which is
a common thene throughout the world. He attributed part of that
to the low prices in the industry, which resulted in fewer jobs.
However, now there are nore jobs and it's difficult to get
people to focus [on mning as a career].

CO CHAIR RAMRAS inquired as to what should be done to grow a new
wor kf or ce.

MR. BORELL said that to get students into mne engineering wll
t ake encouragenent. He infornmed the commttees that he and Mary
have been having conversations with the head of the Departnent
of Mning Engineering and working on various ways in which to
spark interest in this field. |In fact, they are trying to start
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educating high school [ st udent s] t hat m ning engineering
positions are highly skilled positions. He opined that there's
no greater place to apply conputers. He then turned attention
to slides of the Delta Mne training center, which has various
fundi ng sources. He continued showing slides of mnes across
the state.

4:04:15 PM

MR. BORELL continued with slides of the mning tour the Al aska
M ners Association recently took in Kanthatka, Russia. The
slides also showed a 15 negawatt geothermal power plant, the
| argest i n Russia.

4:10: 26 PM

CHAI R WAGONER opined that the thread that runs throughout this
presentation is education. He recalled learning at the recent
Nat i onal Conference of State Legislatures (NCSL) conference the
unwi | | i ngness of students in the U S. to pursue education in
techni cal degrees such as engineering. The aforenentioned is
resulting in the US. falling behind worldw de. Therefore, he
encouraged folks to look into a way in which to entice students
into these areas through two-year and four-year prograns. He
recall ed the petroleum schol arship program that was i nplenented
years ago [in Kenai]. In the aforenentioned program the

student's tuition was paid by the oil conpanies while the second
year the student paid his/her own tuition because a full-tine
[sunmer] job was guaranteed if he/she conpleted the first year
of college studies. Most of those students are now shift
supervisors or higher level enployees in the petroleum industry
at the North Sl ope. Al t hough that program no |onger exists,
perhaps such creativity should be utilized to increase Al aska
hire.

4:12:36 PM

DR. BUD FATE, fornmer Representative, thanked everyone for
attendi ng today.

4:14:50 PM
ADJ OQURNMVENT

There being no further business before the commttees, the
neeting was adjourned at 4:14 p. m
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