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No previous action to record
W TNESS REQ STER

| RENE ANDERSQN, Chair

Al aska M nerals Comm ssi on;

Bering Straits Native Corporation

Nome, Al aska

PCSI TI ON STATEMENT: | ntroduced the nmenbers of the Conm ssion
and began the di scussion.

KARL HANNEMAN

Al aska M neral Conm ssion;

Manager, Public and Environnmental Affairs, Teck Pogo, |nc.

Fai r banks, Al aska

PCOSI TI ON STATEMENT: D scussed what the Comm ssion considers to
be the nost inportant recomendati ons.

CHARLOTTE MACCAY

Al aska M neral s Conmm ssi on;

Bristol Environnental & Engineering Services Corporation
Anchor age, Al aska

PCSI TI ON STATEMENT:  Answered questi ons.

ACTI ON NARRATI VE

CHAI R THOVAS WAGONER called the joint neeting of the Senate and
House Resources Standing Committees to order at 3:54:27 PM
Representatives Ranras and Senator Wagoner and Kookesh were
present at the call to order.' Representative Elkins and
Senators Elton and Dyson arrived as the neeting was in progress.

OVERVI EW - ALASKA M NERALS | NDUSTRY:  ALASKA M NERALS COWM SSI ON
REPORT & RECOMVENDATIONS; DIVISION OF M N NG LAND AND WATER
PRESENTATI ON

CHAI R WAGONER announced that the only order of business would be
an overview of the Al aska mnerals industry.

| RENE ANDERSON, Chair, Alaska Mnerals Comn ssion; Beri ng
Straits Native Corporation, remnded the conmttees that the
commi ssion was formed in 1986 by the legislature to which it has
provided its findings and recommendations. In fact, a nunber of
the findings and recommendations have been acted upon. The
conmi ssi oners introduced thensel ves fromthe audience.
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3:56: 07 PM

KARL  HANNEMAN, Al aska M neral Comm ssion (" Conm ssion");
Manager, Public and Environnmental Affairs, Teck Pogo, Inc.,
began by informng the commttees that there are four operating
m nes: Usi belli Coal Mne, Inc., Red Dog Mne, Fort Knox M ne,
and Greens Creek M ne. The Pogo Mne is nearing conpletion of
construction. He further informed the conmttees that there are
a nunber of advance projects, such as Rock Creek, N xon Fork,
Donlin Creek, and Pebble Copper. M. Hanneman then turned to
the Commi ssion's recommendations with regard to the taxation
regime as it applies to mning. There is a mning |icense tax,
which was first enacted in 1913 and required 7 percent of net
profits [tax] for mmjor operations payable from all operations
in the state regardless of |land status. The industry also pays
mning rents and royalties, which was a mjor part of the

St at ehood  Act. In 1981, the attorney general's office
guestioned the state policy and asked the legislature to review
the incone to the state from mneral devel opnment. The
aforenentioned |lead the legislature to pass a nodified |aw that
went through several years of l|itigation. Utimately, in 1987
the Al aska Suprenme Court ruled that rents or royalties needed to
be charged to mnmning operations. In 1989, the |legislature

passed legislation to satisfy the aforenentioned and thus there
is now a process by which rent is charged per acre per year as
well as 3 percent on the net profits. M . Hannenman hi ghli ghted
that all of the aforementioned occurred prior to any major hard
rock mning in the state. Therefore, [the Conm ssion] views
this as a good nodel for how tax policy should be inmposed such
that it's inposed prior to major industry expansion so that the
i ndustry understands the terns of its investnent.

MR. HANNEMAN explained that the taxes in Alaska aren't applied
to the exploration or devel opnent expenditure conponents of the
i ndustry but rather taxation [is applied] to the value of the

m neral production. In the md 1980s there was stable
production from the Usibelli Coal Mne and a significant
increase in 1989 when the Red Dog and Greens Creek M nes canme on
l'ine. The [production] remained relatively stable until the
entrance of Fort Knox in 1996-1997. In 2004-2005 there was an
increase in the value of mneral production primarily because of
world markets inproving product prices. In fact, during the

early years of production from Red Dog and G eens Creek M nes

which are primarily zinc mnes, the zinc price during the
feasibility and construction was at $.60-%.70 range. However,
over the years the price decreased and thus pressured the
projects, the profitability of the projects, and the ability to
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pay the net profits tax. Recently, prices have rebounded and
the projects are significantly nore profitable. The sane
occurred for Fort Knox Mne. The aforenmentioned is reflected in
the paynments that wultimately come to the state and the
muni ci palities from the mning industry. He provided the
commttee with a chart illustrating the paynents to nunicipa
governments through paynments in lieu of taxes (PILT) or property
taxes, the rents and royalties conponent, and the mning |license
and inconme tax. The mning |license and incone tax, he noted, is
highly variable based on the profitability of the operations in
2004 and 2005.

4:03: 20 PM

MR. HANNEMAN then turned the commttees' attention to the
Conmi ssion's six primary reconmendations. Wth regard to the
Nati onal Pollutant D scharge Elimnation System (NPDES), Al aska
is one of the few states that doesn't have prinacy. He
expl ai ned that primacy is when Alaska's Departnent of

Environnental Conservation has the primary role for review ng
and issuing NPDES pernmits, which are the primary water discharge
permts of mning operations. Currently, the Environnental
Protection Agency (EPA) Region 10 issues and processes those
permts in Al aska. M. Hanneman opined that with primcy there
could be much inproved efficiency coordination anongst the
techni cal nenbers of the group. The |egislature recognized that
| ast year and requested that the Departnent of Environnental
Conservation (DEC) file an application for primcy by July 2006.
Therefore, the Conmission recommends following up wth the
aforenentioned and supporting DEC as it pursues prinmacy.
Furthernmore, the Conmm ssion recommends that the |egislature
ensure appropriate funding for the aforenentioned.

MR. HANNEMAN nmoved on to the Comm ssion's recommendation wth
regard to permt efficiency. He highlighted that the Departnent
of Natural Resources (DNR) has a large permtting team that has
greatly inproved state coordination. Furthernore, DEC has added
staff and reduced its application backlog. Still, there nust be
i nprovenent with [state] coordination with federal agencies.
Addi tional processes to the current permtting process aren't
necessary, he stated. He nentioned that there are
organi zational challenges that are a result of sone of the
reorgani zation in DNR As a result, there is sonme strain on the
avai lability of human resources in the permtting agencies.
Therefore, the Comm ssion recommends the continued use of high
quality third-party staff. The outstanding vacancies need to be
filled and senior-level vacancies need to be filled wth
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experienced and qualified people. Furthernore, the state
recruiting nmechanisns need to be able to react to market
conditions in order to attract qualified people. Mor eover, the
state needs to assunme its federal responsibilities in order to
i nprove accountability. M . Hanneman enphasized the need for
the state to request from the agencies a periodic status report
on permtting.

4:08: 08 PM

MR. HANNEMAN turned to m xing zones and explained that existing
regul ations prohibit mxing zones in anadronobus and resident
fish spawni ng areas. The current m xing zone regul ations don't
provide flexibility in |ooking ahead such that mning operations
are permtted to mnimze inpacts. The DEC had proposed m Xxing
zone |anguage that allowed there to be a mtigation approach,
evaluation of the potential inpacts, and allowed science to
guide sonme flexibility in the regulations. The Commi ssion
supported the promulgation of regulations that included such
flexibility and mtigation.

REPRESENTATI VE ELKINS asked if [the Comnmssion] is satisfied
with the governor's proposed regulations or the proposed
| egi sl ation.

MR. HANNEMAN cl arified that the Comm ssion does not support the
| egislation, which he characterized as a significant step
backward in ternms of flexibility and recognizing science to
eval uate inpacts. The governor's proposed regul ati ons also fal
short in ternms of incorporating science and flexibility into
the permtting process.

4:10: 54 PM

MR. HANNEMAN addressed tax considerations. He then highlighted
a map, which illustrates that mneral developnment can provide
private sector enploynent in all areas of the state. However, a
substanti al portion of this developnent Jlays wthin the

uni ncorporated areas of the state. The Comm ssion is concerned
that the formation of boroughs creates uncertainty with regard
to the tax regine in these areas of potential m nera

devel opnent . M. Hanneman opined that the mning industry is
willing to pay its share of broad-based taxes, such as property
t axes. The Commi ssion believes, he related, that industry
specific taxes such as a severance tax is the wong approach and
can serve as a significant disincentive to devel opnment. In
fact, it could be wused as a tool to halt or preclude
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devel opnent. The aforenentioned woul d make investnent decisions

very difficult. Therefore, the Comm ssion recommends that the
state establish a tax policy that provides stability and equity
in areas [of potential mneral devel opnent]. Per haps the

af orenenti oned may include the paynent in |lieu of taxes concept.
"W need to inprove the tax certainty in those areas to allow
those projects to proceed,” he said.

4:13: 09 PM

MR. HANNEMAN turned attention to the issue of geophysical and
geol ogi cal nmapping. Although the state has done nmuch to inprove
the mapping, the state renmains one of the poorest mapped areas
in the world, he related. Furthernore, the state doesn't have a
good dat abase to show mining conpanies that nay be interested in
investing to Al aska. Since 1993 expenditures on the mapping
program has averaged $400,000 annually, but only 6 percent of
the state land entitlenment has been acconplished. He noted that
the governor has a fiscal note for (geological/geophysical
mapping this year that includes the $350,000 increnment for
surficial mapping along the potential pipeline corridor. The
Conmi ssion recomrends increasing the rate of funding for
geol ogi cal / geophysi cal mapping as well as providing an increnment
of $150,000 over the governor's request to conplete the bedrock

mappi ng.
4:15: 05 PM

MR. HANNEMAN opi ned that power supplies is an area in which the
state could provide significant |eadership, which could lead to
support of the mneral industry over tine. Maj or mnes require
substantial power supplies and renote mnes have to generate
their own power. Wrking on the grid could help projects such
as Pebble and Donlin Creek Mnes, but the cost of base |oad
generation is of significant concern for all power users. Coal-
fired generation offers the ability to create stable, long-term
power . The Conmission, he related, recommends inproving the
base |oad coal generation on the grid system M. Hanneman
concluded by stating that he has discussed the nost inportant
i ssues that the Commi ssion wanted to highlight, but the report
i ncludes nany nore recomendations. In response to Senator
Elton, M. Hanneman specified that AMEREF is the Al aska M nerals
and Energy Resource Education Fund, which is a partnership
between the state and the industry to offer Al aska specific
resour ce- based education in Al aska's schools.

4:18:19 PM
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SENATOR ELTON recalled the recommendation that the departnent
provide a status report of permts, which seens to be
bureaucratic nmake-worKk. He opined that he would rather have
departnment staff working on a permt than a report about
perm tting.

MR. HANNEMAN said that Senator Elton's concern is valid. He
noted that the issue was discussed at |length by the Conm ssion.

CHARLOTTE MACCAY, Al aska M neral s Conmi ssi on; Bri st ol
Envi ronnental & Engi neering Services Corporation, explained that
the report is intended to be a succinct summary regarding
whet her permts are being awarded, the nunber of applicants, and
the stage at which the permts are. Ms. MacCay nentioned the
potential of retaliation fromthe permt witer if an applicant

brings forth conplaints. Therefore, there is the desire to
review the progress of permts and review and discuss
controversial actions of permt witers. The aforenentioned is

desired so that permt witers aren't establishing policy, which
is for the conmm ssioners to establish.

SENATOR DYSON recalled M. Hannenan's earlier coment regarding
the need for there to be no industry specific taxes. He related
hi s understanding that nost of the conpanies investing in mning
in Alaska are Canadian firms. He asked if there is an industry
specific tax in Canada.

4:21: 30 PM

MR. HANNEMAN sai d that he does not know.

SENATOR DYSON related that he is delighted about all the mning

activities in the state. However, he inquired as to how the
state can recoup the funds expended on infrastructure necessary
to mning, such as mapping. He opined that it should be at

| east revenue neutral for the state.

MR. HANNEMAN clarified that there are industry specific taxes,
including the 7 percent net profits tax, the 3 percent net
profits tax on state land, and the corporate incone tax. He
expl ained that the Conm ssion's recomendation is in the context
of local nmunicipal governments being able to apply an industry
specific tax that unduly burdens the project or is used as a
lever to preclude the project. In further explanation, M.
Hanneman specified that the recommendation is specific to the
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unorgani zed areas of Alaska that don't have a local nunicipa
tax regi nme, which creates uncertainty.

4:23:37 PM

CHAI R WAGONER asked if the Comm ssion has reviewed SB 203, which
creates one-stop shopping for permtting.

MR. HANNEMAN answered that it is under review by the Al aska
M ners Associ ati on. He pointed out that the large nine
permtting team has done nmuch to coordinate and work together as
a teamin that direction. He noted that the Conm ssion's report
i ncludes a reconmendati on for one-stop shopping for small renote
expl oration canps. The mne permtting process, he conmmented

is technical and detailed and thus the |egislation would need to
be revi ened.

4:25:52 PM
ADJ QURNVENT
There being no further business before the conmttees, the joint

neeting of the House and Senate Resources Standing Commttees
was adj ourned at 4:26:09 PM
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