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W TNESS REG STER

DAN STI CKEL, Econom st

Tax Divi sion

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCOSI TI ON  STATEMENT: Expl ained the revenue side of the DOR
fiscal note for HB 418.

JOHANNA BALES, Excise Audit Manager

Tax Divi sion

Depart nent of Revenue (DOR)

Anchor age, Al aska

POSI TI ON  STATEMENT: Expl ained the expense side of the DOR
fiscal note for HB 418.

KERW N KRAUSE, M neral Property Manager

Di vision of Mning, Land and Water

Departnment of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: Provided information on the possible
i npacts of HB 418.

ED FOGELS, Acting Deputy Comm ssioner

Departnment of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT:  Provi ded comments on HB 418.

DI CK MYLIUS, Director

Di vision of Mning, Land and Vater

Department of Natural Resources (DNR)

Anchor age, Al aska

POSI TI ON STATEMENT: Expl ained the effect HB 418 would have on
DNR.

ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal | ed the House Special Conmttee on Wys
and Means neeting to order at 9:06:06 AM Represent ati ves
Weyhrauch, Moses, and Seaton, were present at the call to order.
Representative Wl son arrived as the neeting was in progress.

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

9:07:25 AM
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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."

9:07:51 AM

DAN STI CKEL, Econom st, Tax Division, Departnent of Revenue
(DOR), in response to Chair Wyhrauch, said he was not aware of
DOR having any official position on the bill.

CHAI R VEYHRAUCH directed the commttee's attention to the "Mrch
1, 2006" fiscal note prepared by the DOR Tax Division and
requested M. Stickel explain the note.

9:09: 46 AM

MR. STICKEL, relayed that he prepared the revenue side of fiscal
note and Johanna Bales, Excise Audit Mnager of the Tax
Di vision, prepared the expenses side of the note. He expl ai ned
that the bill would elimnate the existing Mning License Tax
and replace it with a production-based tax. He then referred to
the two steps used for estimating the revenue inpact of the
bill: the first being an estimation of the revenue realized
under the current tax system and the second being an estinmation
of the revenue under the [proposed] tax system and the net
revenue inpact being the difference between the two. I n
[determining] the Mning License Tax, he relayed that an
internal economc nodel is used which is based on projections
for prices and production of netals at the major mnes in
Al aska, in conjunction with the review of confidential, interna
information relating historical tax paynents to mneral prices
in the production of those m nes. He explained that the reason
why the note is "indetermnate" is due to the difficulty in
forecasting future prices for mnerals.

MR. STICKEL infornmed the commttee that the fiscal note includes
two, future pricing scenarios [page two of the fiscal note]: a
hi gh-priced scenario based on the nbst recent data avail able on
the futures market on major mneral prices in Al aska and a | ow

price scenario which assunmes that by the tinme the bill takes
effect, that mnerals prices will return to their historical,
10-year average. He provided an exanple of a high-price

scenario for fiscal year 2012 (FY 12) of $32.5 mllion generated
from the existing tax conpared to a lowprice scenario of $8.3
mllion forecasted for the sanme fiscal year. Both scenarios, he
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noted, would include the addition of the Pogo and Kensington
M ne Projects. Estimates for the production tax revenues, he
expl ai ned, assune that the production at the mgjor mnes would
remai n constant. He highlighted that the value used in the
fiscal note is the gross value - the net sales value of the
mnerals times production - and that no adjustnments were nmade in
the note for production and transportation expenses that would
be all owabl e deductions under HB 418. Therefore, he remarked,
the actual revenues for the production tax mght be a little
|l ess and is another reason why the front of the fiscal note is
indeterminate. Wth these factors in mnd, he relayed that the
net inmpact of changing the tax would be a "rather significant

i ncrease" in t ot al t axes from the m ni ng i ndustry:
approximately $45 mllion under the FY 12 high-price scenario
and $39 mllion under the lowprice scenario in the sane fisca
year .

9:13:32 AM

REPRESENTATI VE W LSON, [referring to the tables on page two of
the fiscal note], asked whether these revenue figures were in
pl ace of or in addition to the anpbunts currently received.

MR. STICKEL explained that the top line in the tables shows the
revenues DOR woul d expect to receive under the existing M ning
Li cense Tax, the next line shows the expected revenues under the
proposed tax, and the bottomline reflects the net inpact of the
bill.

9:14: 17 AM

REPRESENTATI VE SEATON, in noting that this year's estimte of
the gross value of the mning industry is $1.6 billion, asked
M. Stickel what gross value was used in preparing the FY 12
proj ections.

MR, STICKEL said that wunder the high-price scenario, the

estimated taxable value is just over $2.5 billion and under the
| ow-price scenario, just under $1.6 billion. He commented that
this illustrates "the big issue when addressing mnerals taxes,"
which is determining what the prices are going to be. He
relayed that some of the experts predict it wll be high and
others say that "it's a bubble, ... it's going to burst, and

prices are going to go back down."

REPRESENTATI VE = SEATON asked  whet her he was correct in
understanding that the current value under the 10-year-average
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scenario, in spite of the two nmajor mines comng on line, would
generate the sane anmount of gross revenue to the state as it
currently receives due to the current high price of mnerals.

MR, STICKEL said that the two new mnes are included in the | ow
price scenario.

9:17: 23 AM

REPRESENTATI VE W LSON asked M. Stickel if he would prepare new
predi ctions without the inclusion of the two new mnes in order
to conpare the "real changes” [to the mining tax revenue].

MR. STICKEL indicated that both the | ow and hi gh-price scenarios
include the two new nines [to keep revenue conparisons
constant].

REPRESENTATI VE WLSON said that she would still like to see
conpari sons w thout inclusion of the two new mi nes.

9:18:19 AM

REPRESENTATI VE SEATQN, in explaining that certain costs, such as
transportation, ball mlling, and other preparations costs, are
al l owabl e deductions, asked whether DOR made any projections
that reflect the percent change these costs would have on
[ producti on taxes].

MR STICKEL said that data was not available to nmke this
adj ust nent .

REPRESENTATI VE SEATON referred to a previous committee neeting
where it was learned that "the mning industry woul d appreciate
mne nouth value nore than the net snelter return [(NSR)] val ue

because it did allow the mlling and the preparation of the ore
before shipnment ...." The data before the commttee, he noted,
does not deduct production costs for preparing the ore for
shi pment nor deducts the trans-shipnment costs. He said that he

woul d provide DOR wth these cost estinmates so a nore accurate
[fiscal note] could be prepared.

9:20: 03 AM
CHAI R WEYHRAUCH asked whether there is any data show ng at what

point the tax burden would be so great that it would serve as a
di sincentives to m ne devel opnent.
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MR. STICKEL replied that this hasn't been studied explicitly,
however the high- and low price scenarios do show significantly
|l ess revenue [for the mning industry] wunder both types of
t axes. He opined that each mne has to decide "what its cutoff
price is and ... those vary significantly frommne to mne."

CHAI R VEYHRAUCH i nquired as to whether there is any data show ng
how much is deducted before the tax is paid.

MR. STI CKEL suggested that this information would be on the tax
returns and he would investigate whether DOR could provide this
kind of information. In response to Chair Wyhrauch, he
summari zed the scenarios he would prepare for the conmittee's
revi ew. one w thout inclusion of the two new m nes and anot her
showing the taxable incone once the aggregate anmount of
deductions is taken from gross val ue.

REPRESENTATI VE SEATON said he provide "information on the change
fromthe ... gross anount to percentage of net."

9:23:55 AM

JOHANNA BALES, Excise Audit Manager, Tax Division, Departnent of
Revenue (DOR), explained the portion of the fiscal note she

pr epar ed. She clarified that there would still be significant
increases to revenues in spite of deducting production costs of
the mning industry. This increase, she said, would involve

taking a closer |look at the progranms because any tine a change
adds nore expense to businesses, then nore conpliance activity
is required by DOR Based on this, she relayed that one nore
auditor would be needed to audit and ensure conpliance of that
pr ogram She explained that the fiscal note includes the added
expense of this position in addition to associated costs of
travel and ot her expenses.

REPRESENTATI VE SEATON asked Ms. Bal es whether the reduction in
the nunber of required tax returns, once the bill is in effect,
was taken into consideration when preparing the fiscal note. He
conpared the current Mning License Tax, which requires that al
those mining in Alaska file a tax form to the tax requirenent
proposed in HB 418 which does not require anyone to file should
t hey extract a value | ess than $10, 000.

M5. BAYLES inforned the conmttee that there are currently 180
taxpayers filing the Mning License Tax return, the majority of
which are royalty owners. Wth the way royalties would be paid
out under the proposed Mning Production Tax, she explained,
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there would still be several snmall tax payers filing returns
that would exceed the $10,000 threshold, especially if the tax
i ncludes "the value of the m neral versus net incone."

REPRESENTATI VE SEATON relayed that wth the current tax filing
requi renent, many people are not conplying since the [anount
owed] is mninmal. He asked if he was correct in his
understanding that this requirement is not presently enforced.

MS. BAYLES said this is accurate. Because DOR receives royalty
information from the |arger conpanies when the royalties are
paid, lists can be conpiled to determ ne whether a conpany has
had a tax liability or not. However, she explained that the
departnment does not spend its resources to require that somneone
file a return when there is no tax liability.

9:29: 50 AM

KERWN KRAUSE, M neral Property Mnager, D vision of M ning,
Land and Water, Departnent of Natural Resources (DNR), inforned
the commttee that his position is responsible for nanaging the
section that maintains all the mning clains and leases in
addition to nmanagi ng the production royalties and rentals.

CHAIR WEYHRAUCH asked how inplenentation of the bill would
affect M. Krause's job.

MR. KRAUSE surmised that "going to a different royalty mechani sm
would naeke the job a little bit easier sinply because [DNR]
woul dn't have to conduct as many investigations and audits of
the royalty returns that are filed." In response to Chair
Weyhrauch's question regarding audits, he explained that current
auditing examnes the Mning License Tax returns because it has
"all of the schedules for deductions against the gross value."
He said that audits also involve review of the required

affidavits of annual | abor. These affidavits, he remarked, may
include a variety of information on mning activity, volunes of
material mned, and the anmount of time spent mning. Field

i nspection information, he relayed, can be used to determne
whet her royalty returns are filed correctly or not.

CHAI R WEYHRAUCH asked whether the schedules for gross value and
the information in the affidavits and fromthe field inspections
is confidential.

MR. KRAUSE expl ained that the schedules for gross value "cones
off the Mning License Tax return” and DOR would know of any
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applicable proprietary waiting periods. However, the affidavit
and field inspection information is not confidential, he said.

CHAI R VEYHRAUCH requested the conmttee be provided with copies
of all tax-related fornms the mning conpany is required to file.
He explained that he is not requesting information from any
specific conmpany and that his interest is general.

MR. KRAUSE agreed to do so. Returning to the question of what
possi ble inpact the bill would have on his division s workl oad,
he said this has not yet been determ ned.

9:33: 56 AM

REPRESENTATI VE SEATON said he was given information relaying
that [the royalty anmpbunts on coal] "really haven't changed since
st at ehood which requires a mninmum of not less than five cents a
ton ... with no adjustnment for inflation ... and now [probably
valued at] a penny a ton." He asked if the state negotiates any
coal deals that are based on the mninmuns or does it negotiate
royalties based on percent of gross simlar to that proposed [in
the bill].

MR. KRAUSE explained that current coal regulations have set the
coal royalty at five percent of gross, and that these
regul ations allow the commi ssioner to adjust the coal royalty at
a mnimum of every 10 years.

REPRESENTATI VE SEATON said this explanation is "quite different”
than what he's read in the statutory requirenents.

MR. KRAUSE, in response to Chair Wyhrauch, relayed that the
statute for coal is AS 38.05.150 and has not yet been anended
since its enactnment by the territorial |egislature.

REPRESENTATI VE SEATON paraphrased in part subsection (d),
par agraph (1) of AS 38.05.150 which read as foll ows:

(d) For the privilege of mning or extracting the
coal in the land covered by the | ease, the | essee

(1) shall pay to the state the royalties
specified in the |lease; the royalties shall be fixed
before offering the |ease, and shall be effective for
a period of not nore than 20 years; the royalties
shall be not less than five cents a ton of 2,000
pounds; the royalty paynment is subject to the
expl oration incentive credit authorized by AS 27. 30;
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REPRESENTATI VE SEATON asked M. Krause if this portion of the
statute is no longer correct and whether the state now has
anot her nechanism in place that deals at five percent gross
royal ty.

MR KRAUSE said this 1is correct. In response to Chair
Weyhrauch, he stated his belief that the authority for this is
in AS 38.05.150, AS 38.05.020, and AS 38. 05. 035.

9:37:36 AM

ED FOGELS, Acting Deputy Commi ssioner, Departnent of Natural
Resources (DNR), inforned the commttee that DNR does not have a
position on HB 418 nor has "the expertise to fully evaluate the
inplications of changing the tax structure on the mning
i ndustry."

9: 38: 56 AM

DICK MrLIUS, Director, Division of Mning, Land and Wter,
Department of Natural Resources (DNR), relayed that Section 5,
whi ch addresses the collection of royalties, is the portion of
the bill that directly affects the revenues taken in by DNR
This section, he explained, changes how the royalties are
calculated from the current "net income" nethod to a "gross
value at point of production” one. Therefore, he sumarized
that the inpact the bill would have on DNR would only be on
royalties collected for those netals mned on state land and
there currently aren't a lot of large [mning] projects on state
| and. He said the Usibelli Coal Mne is the only major mnera
devel opnent on state |and which, because it only mnes coal,
would not be affected by [changes to royalty calculations
proposed in the bill]. Fort Knox, he highlighted, is actually
on Mental Health Trust land and so any revenues from that
project would largely go to the Mental Health Trust, not DNR

The Pogo Mne Project, will be the first large operation to pay
a significant royalty to the state. Changes to nmning taxes are
addressed primarily in Section 12 of the bill and would involve

DOR, he continued, as well as apply to all mnmining devel opnent
and all mneral resources, including coal and sand and gravel.

MR. MYLIUS then directed the comrittee's attention to the charts
prepared by DNR to show the types of significant revenue
generated fromthe five large mne projects in Al aska, only one
of which is on state land. He reiterated that the Usibelli Coal
Mne, on state land, would have its taxes affected by the
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proposed | egislation, though not its royalties. Wth the Red
Dog M ne Project, he explained that there would be no royalties
comng to the state since the operation is on land entirely
owned by the NANA Regi onal Corporation.

CHAIR WEYHRAUCH requested further information regarding the
Usi belli Coal M ne. He questioned whether totaling all the
paynents shown on the chart for this mne would reflect the
"total governnent take."

MR MYLIUS said it wuld and then in response to further
guestions by Chair Wyhrauch, he deferred to DOR for an
expl anation of how the inconme tax is calculated for the Usibell
Coal M ne operation.

9:46: 02 AM

MR. STICKEL explained that any corporation doing business in
Alaska is required to file a corporate incone tax return wth
the DOR Tax Division. An S Corporation, he said, is generally
exenpt fromfiling the inconme tax; a C Corporation is not. The
9.4 percent listed on the chart, he continued, applies to incone
above $90,000, which is the maximm tax rate of a graduated
scale beginning at 1 percent on up to the 9.4 percent. He
further clarified that when a conpany files its Al aska tax
return, it's based on the conpany's federal taxable incone and a
t hree- pi ece, equal |l y-weighted factor based on property, payroll
and sal es. In response to Chair Wyhrauch, he said the return
form can be sinple or conplex. In regard to providing the
actual incone taxes paid by specific corporations, he said that
DOR is not allowed to release this information

CHAI R VEYHRAUCH, referring to the charts, asked whether Usi bell
Coal Mne, Red Dog Project, Geens Creek Mning Conpany, Fort
Knox, and Pogo are all paying 9.4 percent.

MR. STICKEL said that this would be the maxinmum tax rate for
t hose operations registered as a C Corporation.

CHAI R WVEYHRAUCH comented that the anmpbunt of income tax to the
state could "fluctuate wldly" and sought confirmation that it
could only be received on an aggregate basis.

MR, STICKEL said this is correct. He relayed that he did not
presently have available the statistics that would show the
total tax liability for the mning industry but would provide
this information to the commttee.
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CHAI R WEYHRAUCH asked at what point does "the tax burden becone
so onerous that it 1is a disincentive to investnent and
exploration.”

MR. STICKEL said that this is information DOR does not currently
have available but wuld be wlling to conpile for the
conmittee.

9:49: 21 AM

REPRESENTATI VE SEATON referred to page 10 of the "Legislative
Research Report,"” Report Nunber 05.253, June 28, 2005, and
directed the conmttee's attention to the section on mning in
Table 3 entitled, "State Revenue Collected Through Major Taxes
and Fees on the G| and Gas, Mning, and Fishing Industries, FY
95 - FY 04." This section, he relayed, shows how "highly
vari able" the corporate incone taxes are, ranging from $18, 000
in FY 02, $323,000 in FY 04, $285,000 in FY O1.

CHAI R WVEYHRAUCH suggested M. Stickel conpare this data to that
avai | abl e from DOR

MR. STICKEL expressed his belief that DOR has already reviewed
this, found it does match the departnment's internal data and, in
fact, is information that was originally provided by DOR when
the report was prepared.

REPRESENTATI VE SEATON returning to discussions on coal royalties
as specified in the aforenentioned statute, AS 38.01.150, asked
for clarification on the negotiation between the state and
Usibelli Coal Mne, Inc. for the 5 percent of gross royalty on
coal and whether the 5 cents per ton is sinply a m ni num anount
that coul d have been negoti at ed.

9:52: 09 AM

MR. KRAUSE expl ained that the "five cents a ton" in the statute
was the original royalty anount; however, at a later point in
time regulations were inplemented to make changes to the
st at ut es. He clarified that one of the regulations dealt with
royalties and one with rent. By 1982, he said, the royalty was
changed from five cents a ton to "up to five percent of gross."
Additionally, he highlighted that any |eases in production at
t hat tinme, were allowed to deduct transportation and
benefi ci ati on costs. He informed the conmttee that there were
only three leases at that tinme and they all belonged to Usi bell
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Coal Mne, Inc. At this sanme tine, he said that rent was
changed to $3.00 an acre - an anmount that has remained in effect
and is in regul ation.

REPRESENTATI VE SEATON inquired as to whether there are any
simlar regulations dealing with m nerals.

MR. KRAUSE expl ai ned that the sane kind of structure exists with
the initial rental anmounts in statute and updated rentals in
regul ati ons which are adjusted every 10 years according to the
Consumer Price |Index change (CPI). As per Representative
Seaton's request, he said he would forward this information to
the conmittee.

9:54: 33 AM

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

9:55: 24 AM

ADJ OURNNMENT

There being no further business before the commttee, the House
Special Committee on Ways and Means neeting was adjourned at
9:55 a.m
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