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PCOSI TI ON STATEMENT: Presented information on HB 418 on behal f
of Representative Seaton, sponsor.

KARL HANNEMAN, President

Counci |l of Al aska Producers (CAP)

Juneau, Al aska

PCSI TI ON STATEMENT: H's testinony in opposition to HB 418 was
read by R ch Heig.

RICH HEI G Vice President

Counci |l of Al aska Producers (CAP)

CGeneral WManager

Greens Creek M ning Conpany

Juneau, Al aska

PCSI TI ON STATEMENT: Spoke in opposition to HB 418.

RI CK VAN NI ELWMENHUYSE, President & Chief Executive Oficer (CEO
NovaGol d Resources, |nc.

Vancouver, Canada

PCSI TI ON STATEMENT:  Spoke in opposition to HB 418.

STEVE BORELL, P.E., Executive Director

Al aska M ners Associ ation, |nc.

Anchor age, Al aska

POSI TI ON STATEMENT:  Spoke in opposition to HB 418.
ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal | ed the House Special Conmttee on Wys

and Means neeting to order at 9:09:10 AM Represent ati ves
Weyhrauch, G uenberg, Mses, and Seaton were present at the call
to order. Representatives Samuels and WIson arrived as the

neeting was in progress.
9: 09: 28 AM
The commttee took an at-ease from9:09 a.m to 9:10 a. m

HB 418-M NI NG PROD. & LI CENSE TAXES/ ROYALTI ES

9:10:15 AM

CHAI R WEYHRAUCH announced that the only order of business would
be HOUSE BILL NO 418, "An Act relating to a mning production
tax; relating to the mning license tax; relating to production
royalties on mnerals; relating to exploration incentive
credits; and providing for an effective date."
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9:11: 31 AM

| AN LAING Staff to Representative Paul Seaton, Alaska State
Legi slature, directed the commttee's attention to the follow ng
three wupdated docunents in the commttee packets entitled:
"Significant Taxes in Select Jurisdictions,” "Metal M nes
Taxation Conparison of Al Taxes," and "Top Metal Producers.”
He explained that the first docunent, which provides an
i nternational conparison of mning taxation, was nodified to
include corporate taxes and duties to Alaska and "Al aska
(Proposed)” as well as to Canada and its provincial taxes. The
second docunent, he continued, shows a state conparison of
mning taxes and the third docunent conpares both United States
and international mning production. The latter docunment, he
noted, should be used for "general conparison purposes only,

the rankings can <change from year to year and may not
necessarily be exactly accurate.”

REPRESENTATI VE SEATON, referring to the <chart showng the
taxation of metal by state, said that the second columm Ilists
the investnent attractiveness rankings [taken from the study by
the Fraser Institute. He indicated that Nevada is ranked 1,
Al aska ranked 6, and nobst of the other states ranked in the 40s
or 50s. "So [Alaska] is far nore attractive for nany reasons,”
he sai d.

MR LAI NG in response to a question by Representative
Gruenberg, said that the Fraser study does not include a simlar
chart showi ng state attractiveness rankings, however, it does
have charts conparing the tax regines - net, gross, or otherw se
- of different states and countries and the effect this has on
i nvestnment attractiveness.

REPRESENTATI VE GRUENBERG i ndi cated that review ng how the states
conpare to other jurisdictions in addressing simlar issues is a
hel pful guide to him He asked whether it is possible to
mani pul ate factors in such a way as to determne their effect on
attractiveness and to "scale it against other kinds of things
like revenue raising ... so we can qualify it as well as
guantify it."

MR. LAING said this was the intent of distributing the Fraser
study and that the charts before the conmttee are an attenpt to
"pare down" the study's findings. The charts show, he
sumari zed, the different taxes in Alaska for the major resource
industries, the different mning-specific taxes in different
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nations and different states in addition to the many different
factors considered in determning investnent attractiveness in
the m ning industry.

9:18: 57 AM
KARL HANNEMAN, President, Council of Al aska Producers (CAP), had

his witten testinony paraphrased by Rich Heig as follows
[original punctuation provided]:

The  Counci | of Al aska Producers (CAP) Is an
associ ation representing conpani es i nvol ved in
expl oration, devel opnent, and active operation of hard
rock mnes in Al aska. Qur industry is commtted to
sound operating practices, protection of t he

environment, and growh of an industry that has the
potential to provide nuch needed private sector
econoni ¢ diversification throughout Al aska.

The mning industry has wrked hard wth the
| egi slature over the last two decades to inprove the
i nvest ment and regul atory climate in Al aska.
Significant fiscal policy inprovenents, such as the
exenption of mnerals from nunicipal in-situ taxation
and the passage of the Exploration Incentives Act,
both of which passed through your committee, have
conbined with other regulatory changes to greatly
i nprove the perception of Alaska as a good place to do
busi ness. In fact, for several years after the
passage of the Exploration Incentives Act, nenbers of
the Council and other mning conpany executives often
cited the Incentives Act in speeches around North
Anrerica as a reflection of the positive support from
t he Al aska governnent.

HB 418 would undermine these efforts by inposing a
conplicated and regressive tax on an industry that has

yet to reach its potential. A stable and fair tax
policy is necessary to continue to attract investnent
capital. The existing tax regine, which conbines

corporate incone taxes, a 7% net profits mning
license tax, rents, and a 3% net profits royalty, was

established after years of litigation on the issue of
what constituted an equitable return to the State.
Poorly crafted and ill-advised legislation is a poor

substitute for the extensive legal and public process
t hat established the current tax regine.
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Tax paynents fromthe mning industry to the State are
up significantly in recent years, even though Al aska

still only has one hardrock mine on State | and. The
Legislature has worked hard to provide a stable
climate for investnent. The CAP asks that you not

pass HB 418 and allow the industry to grow and reach
its potential.

9:22:18 AM

RICH HEIG Vice President, Council of Al aska Producers (CAP);
CGeneral Manager, Geens Creek Mning Conpany, referring to the
Fraser Institute survey on mning conpanies, said that he agrees
with the findings that show Alaska as having "inproved the
climate dramatically for mneral devel opnent [ which has]
happened over the |ast couple of decades."” He opined, however,
that the tax proposed in HB 418 is "aggressive" for an industry
still enmerging from difficult tinmes, and it wll not support
conti nued grow h. He also noted the difficulty in conparing
Alaska's mning tax to the tax rate in other countries because
it does not show the difference in where the earnings are
appl i ed. That is, he explained, other countries my require
hi gher taxes to fund social benefits for citizens whereas in
Anerica, it's often the enployer who provides the nedical and
retirement benefits to workers. Regardi ng the conparisons nade
at the last neeting between the mning and fishing industry, he
observed that the latter does not face the same detrinments to
devel opnent as does the mning industry, which often nust deal
with infrastructure challenges such as |ack of roads or power.
Also, in regard to Representative Seaton's discussion on the
"shifting of revenues," he expressed his belief that this is not
allowed by the Departnent of Revenue (DOR) and that there are
mechanisnms in place to prevent this from happening. He said,
“If this is such a concern, | would expect we could provide the
factual exanples that exist to support the concern for shifting
of revenues." As to a statenent made at the last neeting
regarding Greens Creek Mning Conpany not having paid its net
island royalty to the United States (U.S.) Forest Service based
on the current tax structure, he said:

| did state a year ago that Geens Creek [Mning
Conmpany] has not paid any funds against the net island
royalty; however, we have not avoided nor attenpted to
avoid the net island royalty paynents. Sinply put

we have not mned in any areas that are subjected to
the net island royalty under the agreenent from the
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|ate 1990s when the net island royalty was put in
pl ace. W have not nmned in any areas that are
susceptible to the net island royalty.

MR HEIG referring to the chart show ng the top netal producers
wor |l dwi de, said that Geens Creek Mning Conpany is primrily
the largest silver producer in the U S. having produced 559, 000
"Kkilograms," not "netric tons" as specified on the chart.

9:27:52 AM

CHAI R WEYHRAUCH asked for clarification from M. Heig on his
statenent that Greens Creek M ning Conpany hasn't paid any funds
against its net island royalty.

MR HEIG explained that "net island royalty" is a federal
program adm ni stered under the Bureau of Land Mnagenent (BLM,
however, the [mnes] are on U S. Forest Service |ands. He said
the royalty is on those areas mned outside of the conpany's
"existing extra lateral rights within our mning area" which was
determ ned in the Land Exchange Agreenent in the late 1990s. In
response to Chair Weyhrauch's question regarding why the conpany
has not mned in areas susceptible to the net island royalties,
he clarified:

It's not because of the tax and we hope there are
resources to mne and we find them in our exploration

pr ogram It's just the way that the structure was
designed, as far as what is susceptible to net island
royalty and what is not ... and that gets into a

di scussion on extension of extra lateral rights from
existing clainms [which] is a very detail ed di scussion.

9: 29: 37 AM

REPRESENTATI VE GRUENBERG asked how nmany kilograns are in a
nmetric ton.

MR, HEIG said that there are 31.10348 grans per troy ounce and
that the 559,000 netric tons, if in kilograns, would convert to
17 mllion ounces, "although G eens Creek does not produce this
anount . " In further response to questions by Representative
Gruenberg, he noted that whereas there m ght be byproduct silver
credits from other operations, Geens Creek is the only primry

producer of silver. Furthernore, he said he was not aware of
any other silver mnes "coming online” in Alaska as primry
producers. When asked what the differences mght be in the
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silver mining industry versus the mning of other hard mnerals,
he clarified that Geens Creek produces its silver into a zinc
and | ead concentrate that is sold to snelters around the world,
and does not produce silver bars.

REPRESENTATI VE SEATON said that he wished to clarify tw points
made earlier. The first, he stated, deals wth whether cost
shifting takes place wunder the current tax structure. He
referred to correspondence fromthe Departnent of Revenue (DOR),
which explained that this practice is hard to track and that
audits are not currently perfornmed to determne if cost shifting

i s happening. He said he also wanted to clarify that it was
never his intent to relay that "the mning industry is doing
anything wong." Wereas the current tax policy for the

i ndustry does not provide a reasonable return, it is one that
the State of Al aska adopted, not the m ning industry, he opined.
Therefore, he said he does not fault the industry "for follow ng
the tax policy to the full vantage that they can within the
State of Al aska."

9:34:12 AM

RICK VAN N EUENHUYSE, President & Chief Executive Oficer
(CEO), NovaCGol d Resources, Inc., explained that the conpany is a
junior exploration and mning conmpany wth headquarters in
Vancouver, British Colunbia (BC). NovaGol d Resources has
invested approximately $25 mllion in Al aska during the last 5
or 6 years and is currently working on 3 projects with different
partners: the Rock Creek project in Norme; the Donlin Creek gold
project, which is a joint venture wth Placer Done/Barrick
| ocated in the Kuskokwim Gold Belt region on |ands owned by the
Calista Corporation and the surface rights owned by the
Kuskokwi m Corporation; and the Arctic project, a joint venture
wth "Ro Tinto Zinc" (RTZ) located in the Northwest Arctic
Bor ough adj acent to |lands owned by the State of Al aska and | ands
owned by NANA Regi onal Corporation. He noted that his conpany

and its partners have spent a conbined $100 mllion on all three
projects to date and have yet to receive any return on
I nvest ment . "A tax such as is proposed in HB 418 is what |
woul d consider an extrenmely regressive tax," he said and

highlighted that there is already a 7 percent net profits tax in
Al aska, which "is the correct kind of a tax to apply to the
mning industry.” Wth the huge anmount of capital required to
develop any of these mnes - due to the lack of infrastructure,
no central power grids, and no roads - he expressed his belief
that it "is very unfair to have a tax come off of the top

before your investors are getting a return on their investnent
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: He opined that this would send a very negative nessage to
the mning industry worldw de and "very strongly would urge the
commttee to put a no-vote on HB 418."

9: 38: 59 AM

CHAI R VEYHRAUCH asked M. Van N euwenhuyse to explain NovaCGold's
affiliation with Al aska m nes.

MR. VAN NI EUMENHUYSE expl ained that his conpany purchased the
Al aska Gold Company six years ago, a conpany that's been in
operation since the 1920s in the Nonme area of Al aska, and where
now a sand and gravel business is operated. It is there, he
continued, that the Rock Creek Mne is being devel oped, which
will be Nonme's first nodern, open pit, hard rock mne. The Rock
Creek Mne wll produce about 100,000 ounces of gold and enpl oy
approximately 135 people. The conpany is currently in the
permtting process and expects to have its pernmts by My or
June and the first gold ore by the end of the year. He then
mentioned the other two projects currently being devel oped:
Donlin Creek, one of the largest undeveloped gold projects in
the world at 28 mllion ounces, and the Arctic deposit, which is
a copper, lead, zinc deposit in the Northwest Arctic Borough
regi on. He said that the conpany has already spent $5 million
and will spend an additional $3 nmillion with this year's budget.

REPRESENTATI VE SEATON said he wanted to nmake sure M.
Ni euwenhuyse understood that the tax proposed in HB 418 repl aces
the current mining license tax, and is not an additional tax.
Furthernore, he inforned, it is a net snelter return tax, which
is not applicable prior to production or before there are
returns. He also highlighted the provision included in the bill
for a three-year deferral of taxes to allow m ning conpanies and
their investors to recover nore capital in the first three years
of production. He then asked M. Van N euwenhuyse if he did
busi ness in Canada as well as in Al aska.

MR. VAN N EUMENHUYSE said that [NovaGold Resources, Inc.] has
several big projects in the Canadian provinces of British
Colunmbia and the Yukon as well. Then referring to the tax
proposed in the bill, he opined that "a 3-year tax holiday is
not going to go a long way to paying off [the] $1.5 billion"
needed to invest in the Donlin Creek project to extract that
first ounce of gold. He said he disagrees strongly with the
statenent that "[conpany] investors would get a return"” because
a project like Donlin will probably take five years before there
is any return on the invested capital. He assured the conmttee
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that he does understand that the tax is "not over the top" of
the existing net profits interest tax that currently exists and
one that he opined is a good tax, recommending, "if it ain't
broke, don't fix it."

9:43: 08 AM

REPRESENTATI VE = SEATON, returning attention to the chart
entitled, "Significant Taxes in Select Jurisdictions,” which
lists the mning taxes to several Canadian provinces, and asked
M. Van N ewenhuyse to conpare these figures to those taxes
proposed in the bill.

MR. VAN NI ELDMENHUYSE rel ayed that BC has a net profits tax not a
net snelter tax. He al so explained that this province has sone
of the cheapest power in the world, at 3.2 cents per kilowatt-
hour (kwh), which is part of where the corporate tax is applied.
For conparison purposes, he said that a project |ike Donlin
Creek would likely cost 10 to 11 cents per kWh and rel ayed that
even the proposed gross royalty tax "would be very detrinental
i n encouraging investnment in a yet young industry in Al aska."

REPRESENTATI VE SEATON, again referring to the conparative study
on taxation, informed the conmttee that BC has a profits tax of
13 percent, which is "considerably above" Alaska's mning tax,
and has a mninum tax of 2 percent, unlike Al aska which has no
m ni mum t ax.

MR. VAN N EUWENHUYSE, responding to Representative WIson's
guestion regarding available power in northern BC, confirnmed
that this region has very little power available, which is one
of the things the BC governnent is «currently considering
i nstal l'ing. He said that his conpany does have a copper/gold
project in the area that produces a concentrate, requiring a
significant amount of power, which is then shipped to snelters
over seas. Installing the power lines would likely be a project
done by the BC governnent, he explained, and would provide
relatively inexpensive power to developers in that region.

9:49: 06 AM

REPRESENTATI VE =~ GRUENBERG  asked i f he was correct in
understanding M. Van N euwenhuyse's perspective of Alaska's
mning industry as one in a devel opnental stage rather than a
producing stage since it lacks the infrastructure of other
jurisdictions.
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MR. VAN N EUVMENHUYSE said this is correct and that there are
very few mnes in Alaska. He commented that the 1lack of
infrastructure does have an effect on attracting new industry
and that "having good taxes that recognize the hurdles that
exist in the state would be appropriate.”

REPRESENTATI VE GRUENBERG said that the charts don't capture this
factual distinction, and therefore he requested conparisons to
simlar jurisdictions showing how they partner wth the
i ndustries to ensure that "the industry can grow and so that the
government can get sufficient royalty and taxes to nmaintain
itself "

MR. VAN N EUVENHUYSE relayed that he currently had no charts
avai l abl e, but offered to find "fair and objective" conparative
i nformation.

9:52:11 AM

STEVE  BORELL, P.E, Executive Director, Al aska M ners
Association, 1Inc., expressed his concern with the proposed
changes to tax policy in HB 418 and additionally wth the timng
of the proposal. Wth passage of the Alaska Native Cains

Settlement Act (ANCSA), Section 17(d)(2) ("d-2"), and the
resulting |ands debate, and with passage of the Al aska Nati onal
| nt er est Lands Conservation Act (ANI LCA) , he said the
[ association] has been working extrenmely hard "to convince
mning conpanies ... to consider investing in Alaska." He
recalled that because of the wuncertainty [of how these |and
debates] would be resolved, about 80 different [m ning]
conpanies either closed their businesses in Alaska or decided
not to develop in the state - an occurrence which the Al aska
M ners Association is trying to reverse. He noted that
currently, precious netal, base netal, and coal prices are all
elevated and said he couldn't "recall a time ever before when
all three of those major mning sectors ... have been high at
the sane tine." However, he pointed out that for nobst of the
past 20 years, the mning industry "has been suffering under
very low [netal] prices" and yet those currently operating in
Al aska, continue investing and risking the very Ilimted
exploration dollars despite these | ow prices.

MR. BORELL then addressed the Mning License Tax of Al aska,
which is a special targeted tax required of the mning industry
on all metals produced. He opined that it's to be a progressive
form of taxation based on the net proceeds from mneral
producti on. In addition to this tax, he informed the commttee
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that the mning industry also pays rent and production royalty
t axes. He specul ated that when the 2005 data is available, it

wll show significant increased paynent to the state's genera
fund (GF), and this with only 4 large operating mnes during
that year, wth a fifth mne currently adding to the pool. He

pointed out that when a mner is successful, the state shares in
that success, and even operating at a loss, the industry
provides jobs and in sone cases pays |ocal property taxes that
have been essential for local communities. He expressed his
di sappointnent wth the analysis provided at the previous
conmttee neeting which, when referring to the anount of tax
revenue generated, failed to nmention that at that tinme there was
only one large mne operating on state | and. He relayed that
during the 1980s, when there were no hard rock mnes operating
in Alaska, "establishing a stable and appropriately progressive
tax in advance of an investnment was a good policy ... and it's
hel ped set the stage to attract significant risk capital to
Al aska that now is beginning to mature into a core business."

9:58: 57 AM

CHAI R WEYHRAUCH announced that HB 418 woul d be hel d over.

9:59:56 AM

ADJ QURNIVENT

There being no further business before the commttee, the House

Special Committee on Ways and Means neeting was adjourned at
9:59 a.m
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