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ACTI ON NARRATI VE

CHAI R M KE HAWKER cal | ed the House Special Conmttee on Ways and
Means neeting to order at 7:35:48 AM Present at the call to
order were Representatives Hawker, Fairclough, Seaton, Roses,
and WIlson. Representatives C ssna and G uenberg arrived as the
nmeeting was in progress. Representative Doll was also in
att endance.

HB 156- M NI NG PROD. & LI CENSE TAXES/ ROYALTI ES

7:36: 07 AM

CHAI R HAWKER announced that the only order of business would be
HOUSE BILL NO 156, "An Act relating to mning licenses, to the
mning license tax, and to production royalties on mnerals and
rents for property involved in mning; and providing for an
effective date.”

7:36:41 AM

REPRESENTATI VE SEATON, sponsor of HB 156, said that as a result
of discussions with mning industry representatives, he wll be
of fering two anendnents. The first will propose to change the
allowabl e length of |ease terns; the second wll adjust the

mning |icense tax brackets.
7:41:19 AM

ROGER C. BURGGRAF, M ning Consultant, provided testinony on HB
156, and paraphrased from a prepared statement, which read as
follows [original punctuation provided]:

| am opposed to 156.

It is a seriously flawed bill obviously proposed by
sonmeone that does not understand the potential of the
mning industries' contribution to the state and the
peopl e of Al aska.

If the bill is enacted it would seriously inpair the
mning industry in Alaska and would discourage
investment in Alaska in areas that need devel opnent
and j obs.

There has been a concerted effort by this legislature
to stop mning on state lands. The |egislature should
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be supporting the industry which creates revenues for
both state and local communities and jobs for rural
residents in economcally depressed areas. Devel opi ng
a mne is a lengthy and costly process. It requires a
ot of up front capital to be spent on a project which
may or nmay not becone a mne. In the neantinme the
industry is spending mllions of dollars on trying to
| ocate viabl e deposits and providing jobs in Al aska.

The way to create a viable and healthy industry is to
support it and not kill the goose who |ays the gol den

egg.

If you look at other industries in Alaska and anal yze
what taxes they pay you wll find industries that
supposedly generate higher revenues which pay |ess
t ax. Much of this revenue goes out of state and only
peripherally benefits a few Alaskans. Mning is |abor
intensive and Alaska and its people benefit directly
from m ni ng.

The present tax | feel is well balanced and the M ning
Li cense Tax taxes all mnes regardl ess of whether they
are on Federal lands, State |ands, and private | ands.
The seven (7% net profits tax is reasonable.

In addition a three (3% Net Profits Production
Royalty is placed on mnes devel oped on state |ands.
Mning claim holders nust pay claim rentals on state
| ands and cl ai m mai nt enance fees on Federal | ands.

M ning conpanies in addition to the mning |license tax
must also pay Alaska Corporate Incone Tax at nine
percent (99 .

Most small mnes are marginally profitable and many
can be related to a subsistence type of inconme in
small comunities. They provide jobs, but they do not
generate a | ot of revenue.

There are only five large mnes operating in Al aska
t oday. They are the mnes that are generating the
bul k of the mning revenues in the State of Al aska.

Proposed large mnes nust go through a costly

permtting process today and are facing one |awsuit
after another by environnmental groups funded by
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outsider interests opposed to the devel opnent of our
resources in Al aska. The Kensington M ne near Juneau
and Rock Creek Mne in None are recent exanples.

7:45:43 AM

If the state wants nore revenue from mnes on state
federal, or private lands they should encourage the
devel opnent of |arge m nes on those | ands.

Al aska has a progressive tax standard for mning which
means when a miner is successful, the state shares in
t hat success.

During the past period of low nmetal prices the Fort
Know mne was having a hard tine keeping open. No
revenues were being received to pay down the huge
capi tal expenditure it had to mke to permt,
construct, and operate the mne. Still they operated,
paid property taxes, paid their creditors, and their
wor kers. Now with higher global nmetal prices they are
able to pay down their capital expenditures. A
conpany should be allowed to make a profit when tines
are good. The state benefits al so.

The mining industry averages about five percent (5%
return on investnent-nuch bel ow other major industries
in Alaska. Wth the low rate of return, a net profits
tax is the only type of tax that can be paid on a
sust ai nabl e basi s. The mning industry nust be able
to operate in a stable regulatory climte and have a
stable tax basis for it to continue to invest in
Al aska.

The present taxation system is well thought out and
has allowed large mning conpanies to invest billions
of dollars in Al aska. W hope you wll not tanper
with it and that HB 156 wll be regulated to the
circul ar waste basket file.

23 AM

7:49:

MR. BURGGRAF expl ai ned that

har d
poi nt

rock mne in the Fairbanks area around 1959, which at

he devel oped and worked the G ant

one

had 150 enpl oyees. He has also explored for prospects for
| arger mning conpanies to develop, oftentines in renbte areas.
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These smaller operations nmay have had around 30 enpl oyees. He
said he is now a consultant.

7:52:16 AM

STEVEN C. BORELL, P.E., Executive D rector, Al aska Mners
Association, Inc., stated he was testifying on behalf of the
associ ation. Paraphrasing from a witten statenent, he

testified [original punctuation provided]:

W are pleased to explain to the Commttee, and all

Al askans, why the current rental, royalty and tax
regime is appropriate at the current |evels and why
the changes proposed in House Bill 156 are not
appropriate and why the changes proposed wll hurt

Al askans, especially in the rural areas of the state,
and especially Al aska Natives and Native Corporations.

Most people living in the popul ation centers of Al aska
do know of the hopelessness that is felt by many
residents in rural Alaska, and especially the young
peopl e. The only jobs in many areas are working for
the State DOT or the Departnment of Education.

M ning can change that situation. Before the Red Dog
m ne began operating, the Northwest Arctic Borough had
the highest |evel of unenploynent in the state, and
all the attendant social problens. Today there are
nore than 500 good paying, high quality, skilled, year
around jobs because of that one m ne. The Nort hwest
Arctic Borough no longer has the highest unenpl oynent
in the state. How much is it worth to the State of
Alaska to replace the fornmer situation in NW Arctic
Borough with the current vibrant econony and the hope
for the future and personal satisfaction that now
exi sts because of the Red Dog M ne?

These sane benefits are now occurring wherever m neral
devel opnent is taking place: at Pogo near Delta
Junction there are now over 300 new jobs; at
Kensi ngton there are now 416 people at work building
that mne; at Rock Creek near Nome there are 130
people working right now, during one of the coldest
winters we have had in many years, constructing that
mne; at Donlin Creek there are now 150 at work (again
in the winter) and this project is still in the
expl oration stage; at Pebble three drills are already
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at work and 5 nore are slated to begin as soon as they
can be placed into operation. So again | ask, how
much are these kinds of jobs worth to the State?

Not to cast stones at our fellow industries, the
mning industry has a >75% resident hire record. I n
contrast, the fishing industry averages closer to 26%
resident hire.

During the presentation on Mach 14 by Johanna Bal es of
the Departnment of Revenue, sonme specific questions

were raised by conmttee nenbers that | wsh to
addr ess: Rep Guenberg commented on the Mning
Li cense Tax and asked what has transpired

historically? There are at least 3 nmain factors that
nmust be nentioned to answer this question:

1. From the late 1800s until WV Il mining was the
| argest enployer in the State. During the war, all
precious nmetal mning was stopped by Presidential
Order. After WWII there was trenendous over-capacity
in the free world for base netals (Pb, Zn, Cu, N
iron) and Alaska was a very expensive place to
explore. Regarding gold - the price was set by the
governnent at $35/0z, but <costs for [labor, fuel,
equi pnent, supplies, etc. had continued to increase
during the war and only a few mnes re-started and no
one explored for gold.

2. Then canme 1968 and the discovery of Prudhoe Bay.
This began a 13 year period of extrene |and tenure
uncertainty, which lasted until passage of ANILCA in
1980.

3. From 1980 wuntil 1989 two large mine projects
(Geens Creek and Red Dog) were in advanced
expl orati on, fol | owed by permtting and t hen
constructi on. These mnes proved to the world that
all of Al aska was not | ocked up in parks and refuges.

In Sunmary to Rep Gruenberg’s question — the history
is that fromWVII until 1989 there was no essentially
no hard rock/lode mning in the entire State of
Al aska.

However, based in part on Alaska s stable tax and
regul atory structure, nmany conpanies have invested

HOUSE WM COWM TTEE -7- March 21, 2007



nore than $900 mllion in exploration during the past
two decades. This is not mne construction, it is
just exploration. To now change that structure, just
when netal and coal prices are the high, would be seen
as “bait and swtch”. It would be destructive to
attracting new investnent and the associated jobs and
tax base it brings to our state.

Rep Ci ssna asked why revenues were so low? One of the
DOR tables titled “Mning License Tax Revenue” showed
mning from FY-97 thorough FY-04 the total MT was
less than $5 mllion per year. There are 2 primry
reasons for this:

1. There were so few mmjor mnes operating. Duri ng
that period there were only 4 magjor mnes. There were
also fewer small famly mnes than in the past. It is
also inportant to note that only one of the major
m nes, Usibelli Coal Mne, is on State | and.

2. Metal and coal prices were so |low that these four
m nes were not meking nuch, if any noney, and the MT
is a net proceeds tax. However, those 4 nmjor mnes
operated -- they provided excellent jobs to many
Al askans; they purchased mllions of dollars of
supplies and services from |local Al aska vendors; they
paid property taxes to local governnments, wth the
result that the State Legislature did not have as
| arge a funding burden for basic conmunity services in
t hose areas.

3. Conversely, as shown | the chart handed out during
DOR s testinony, the state’s general fund has directly
benefited from current commodity prices. In face, as
projected by DOR, FY-07 Mning License Tax receipts
are forecast to exceed $34 nillion, up from $18.6
mllion in FY-06.

Rep G uenberg al so asked about non- pr oduci ng
properties and whether conpanies hold these for a
tactical reason?

This question reaches to the heart of the claimrental

system that is now in place. Under the existing
system the rental rates are established to discourage
non- produci ng properties. This is done by charging a

lower rent during the first few years and then
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increasing that rent over tine. The effect is that in
the early years the claimant can focus his funds on
exploration to determ ne whether the clains are worth
further investnent. At this stage the claimnt does
not have any incom ng cash flow from the clains. | f
the claimant does not find the area promsing, he wll
drop the clains and the area wll be available for
sonmeone el se. If the clains are prom sing, he can
continue to hold the clainms and continue exploration,
but he nmust pay higher claimrental. This is exactly
what has happened west of Pebble where Liberty Star
explored for the past several years but did not nake
findings that justified continued exploration and
t heref ore have now dropped their clains.

Rep WIson asked several questions about deductions.
Ms. Bales of DOR answered these questions and pointed
out several very inportant aspects of the Mning
Li cense Tax:

1. M ning pays the same corporate incone tax as
ot her industries.

2. The M.T is an additional form of taxation, a type
which is not paid by other industries. Only mning
pays this type of a tax.

3. Even though the current M.T has a 3% year grace
period when a new nine begins operation, nost mnes
| oose noney during those startup years and cannot
benefit fromthat provision

4. Furthernore, wunder the MT there is no carry
forward of |osses and no leveling of net inconme, both
of which woul d benefit the mner.

5. The result is that the State shares in the profits
when the mner is doing well; but the State does not
share in risk or the | osses.

Rep Faircl ough asked about the exploration tax credit.
This provision, which was singed into law in 1995 by
Governor Know es, allows the miner to deduct up to $20
mllion of exploration expenses from future tax
lTability. However, no credit can be taken until the
mne is permtted and in operation.
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What Ms. Bales did not say in her response, was that
thus far, only two projects are in a position to
actually benefit from this program Several hundred

mllion $ have been spent on exploration since 1995
and thus far only two projects are in a position to
benefit, and it wll take them many years to receive
that benefit. It sounds |ike Alaska is getting one

whal e of a good deal

In previous hearings, and el sewhere, the statenent has
often been nmade that “there have been no changes to

the mning taxes since 1955”. Recal | that during
nost of that time period there were not nore than
three large mnes: Usibelli, the dredges at None for

part of that time, and Val dez Creek M ning Conpany for
part of that tinme.

But the statenent is not correct -

In 1989 the Legislature enacted a claim rental
that included a built-in escalation schedule, and an
adj ust rent based on the Consumer Price |ndex.

In 1990 the Legislature enacted a production
royalty.

The Result --- If you staked mning clainms in 1988 or
before vyour <costs for rent and royalty have now
i ncreased five tines:

1. 1989 - rent established $0. 50/ ac

2. 1990 - royalty established 3% of net
pr oceeds

3. 1995 - automatic rent escal ation i ncreased
rent to $1. 00/ ac

4., 1999 - CPI increase $1. 00/ ac to
$1. 32/ ac

5. 2000 - rent escalated for yr 11 on $1.32/ac
to $3.30/ac

In conclusion, past Territorial and wearly State
Legi sl atures devised a very progressive tax structure
that brings benefit to the State, but even nore
importantly, can provide good quality, year-around
j obs and an econom c base for all areas of the State.
The principals enbodied in the current net tax
structure, the current net royalty and the escalating
claimrentals are best for the state as a whol e.
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8:08: 03 AM

REPRESENTATI VE W LSON asked how nany acres a l|large mne may
cover.

MR. BORELL replied that a small mner may have about 20 clains
at 20 acres each, for a total of about 400 acres in addition to
other "claim blocks.” M. Borell explained that mners need to
have nore than one area permtted, so as to nobve on once mning
operations are conplete in one area. A small mner nmay have
approximately $1.5 to $2 nillion invested in the mining
operation, he said. He went on to say that due to lawsuits in
the md to late 1980s, sonme areas could not be devel oped pendi ng
resolution of legal issues in other areas of the state.

MR. BORELL said he estimates that very large mnes, such as the
Fort Knox m ne near Fairbanks, may be about 15,000 to 20,000
acres. He said that the Fort Knox mne is currently mning only
a small portion of that acreage, and that the mne operates on
land leased from the Alaska Mental Health Trust Authority
(AVHTA) .

8:11: 59 AM

REPRESENTATI VE W LSON asked about the average tine period from
exploration to production.

MR. BORELL explained that "as a rule of thunb" a major mning
conpany may consider 1,000 projects for mneral devel opnent,

drill test holes in only 100, and perhaps get a return fromonly
1 drill hole. He said he believes that Teck Com nco's Red Dog
Zinc Mne in northwest Al aska nmay have required 19 years from
di scovery to actual production. He went on to say that he

believes that Kennecott Mneral's Geens Creek mne near Juneau
was discovered in around 1974 and began operations in 1989, a
peri od of 15 years.

8:14:42 AM

REPRESENTATI VE ROSES set forth his understanding that under the
current tax structure a mner with about 1,000 acres would have
paid rents of $0.50 an acre. Under the proposed changes, that
m ner would pay rents of $3.30 an acre, or $3,300. I f that
m ner made exactly $100,000, the tax rate would be 4 percent or
$4,000, in addition to a 3 percent royalty, for a total mning
license tax due of about $10, 000. Under the proposed changes,
that same mner would pay no tax on the first $100,000 of
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i ncone. The miner would owe rental fees of $3.30 an acre,
totaling $3,300. The royalties would be 3 percent of the net
snelter returns, which he estimated would not be anywhere near
the anmount of $7, 000. He queried whether under this
hypot hetical situation, a small mner would actually pay |ess
tax under the structure proposed by HB 156.

MR. BORELL said that he would have to further examne this, but
he expressed doubt over the aforenentioned conclusions of tax
l[iability under the bill. He noted that "changing the floor" on
the mning license tax may indeed work as described by
Representative Roses for a mner with that incone |evel.

REPRESENTATI VE ROSES said it appears that, wunder the bill, a
m ner would have to nake nore than $250,000 to pay nore taxes
than that which would be owed under the current mning |icense
tax structure.

MR. BORELL noted that under the bill, the rental fees charged
would still escalate faster than under current |law, and that
escal ati on coul d have an adverse affect.

8:18:10 AM

REPRESENTATI VE GRUENBERG set forth his understanding that the
coal industry is somewhat different from hard rock m ning. He
asked if other jurisdictions tax all types of mnes under the
same nethod, or whether different mning operations are taxed
differently.

MR. BORELL indicated he is not aware of any other jurisdiction
treating mning industries exactly the sane. He noted that the
coal industry pays additional charges and taxes not paid by
other mneral extraction entities. Furthernore, the coa
i ndustry nust conply with a unique regulatory reginme called the
Surface Mning Control and Reclamation Act of 1977 (SMCRA),
whi ch inposes a conplex regulatory schene that is very different
from laws that affect other mning operations, he opined.
Anot her difference in the coal industry is that cost increases
can sonetinmes be passed on to custoners by "pass-through”

cl auses in contracts. He said he believes that Usibelli Coal
Mne, Inc., ("Usibelli"), has "pass-through" clauses in sone of
its donestic contracts. He went on to explain that "pass-
t hrough” clauses put a coal marketer at a disadvantage in the
i nternational market. He said that Australia and South Africa

al so export coal, but that these countries do not necessarily
have the sane tax cost structure as Al aska. He opined that an
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increase of mning taxes in the state would put Alaska in a
"worse conpetitive position.”

8:22:39 AM

REPRESENTATI VE GRUENBERG described the oil and gas production
industry as really "one industry."” In conparison, the issues
for mning seemto vary depending on the mneral being produced,
he noted. He asked whether one tax regine can be applied to all
aspects of the mning industry, or whether there should be
differences in the taxation approach based on the particular
m neral m ned.

MR. BORELL agreed that precious and base netals are very

different industries. He explained that many boilers will not
work efficiently on Alaskan coal, so Usibelli sells coal to
Korea because that country's boilers work wth Al aska-grade
coal. He said there is sonmewhat of a spot market for coal, but
in reality conpanies nust focus on buyers who are able to
receive their grade of coal. Simlarly wth base netals, the
m ning conpany nust sell to a snelter which has the ability to
efficiently process the grade of ore produced. He said he

believes that the Geens Creek and Red Dog mines sell to six or
eight snelters around the world through set contracts, which
require a certain grade of ore to achieve full price for the
sell er under the contract.

8: 25: 43 AM

REPRESENTATI VE W LSON asked what type of costs mning conpanies
i ncur when they engage in core drilling activities.

MR. BORELL replied that conpanies may consider 1,000 areas, but

may only drill in about 100 of those. He reiterated that the
mning conpany may only find one positive result out of the
original 1,000 areas considered. He explained that one cannot
conpare nmining to oil and gas because the revenue potential for
oil and gas is huge conmpared to m ning. He noted that mning
w Il never be able to produce the sane anobunt of revenues as oi

and gas production, but that it provides other benefits such as
enpl oynment due to its labor intensive nature. He said that

mning creates jobs in rural areas which have little tax base
and few enpl oynment opportunities. He posed the possibility that
the existence of mnes in every rural school district could
elimnate the state's need to fund those school s.

8:29: 09 AM
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CHAIR HAWKER asked for further explanation of how mning
operations could contribute revenues to schools wthin the Rural
Educati on Attendance Area (REAA).

MR, BORELL replied that he believes Red Dog mnes pays the
Nort hwest Arctic Borough around $5 mllion a year. He conceded
that he may have oversinplified his comment regarding the effect
m ning operations could have on school funding. He retracted
his prior conment and opined that if there were two |arge m nes
in every school district, it 1is possible that the |ocal
governments for those school districts would have an opportunity
for a trenendous tax base. M. Borell said the prior statenent
does not necessarily nmean his organization supports nandatory
borough formation, but noted that it supports the concept of
grants to help fund borough formation for those entities that
W sh to pursue borough formation.

8:32:10 AM

KATE TROLL, Executive Director, Alaska Conservation Alliance
(ACA), testified in support of HB 156. She said ACA is an
unbrell a organi zation of 40 Al aska conservation groups with a
menbership of approximately 37,000 Al askans. She opined that
now is a good tine to review the state's mning taxes due to the
| ack of adjustnent since statehood and the fact that there are
two large mning projects being proposed in the state. She
opined that the mning industry nmkes a m ninal revenue
contribution to the state conpared to other "high value"
resource industries. Title Il X of the Alaska State Constitution
requires that the state use its natural resources in a manner
that nmaximzes benefits to Alaska residents, she said. She
offered that it is difficult for those in the conservation
community to wunderstand how the current mning tax system
"delivers on this constitutional directive." She went on to
opine that the state taxes the renewable resources of salnon,
cod, and crab at a higher rate than the state's "one-tinme, vast,
non-renewabl e resources.” She offered that she is not prepared
to discuss what exactly is the "right rate" for mning taxation,
but she referenced the Fraser Report, prepared by The Fraser
Institute of Canada, as evidence that the state has the ability
to adjust its tax rate and nmake sone nobdest tax adjustnments
without losing its attractiveness to the mning industry. She
further opined that the state constitution does not require that
the state be ranked as having the second nost favorable m ning
tax regine in the world. Ms. Troll referenced a prior comrent
by Representative Gruenberg and noted that she used to represent
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fishing interests and that there is great variety in the fishing
i ndustry however, the fishing industry is all taxed under the
sane tax system

8:36:40 AM

REPRESENTATI VE FAI RCLOUGH asked how nany persons the mning
i ndustry enpl oys conpared to the fishing industry.

M5. TROLL opined that although she does not have the exact
figures before her, fishing is state's largest private sector
enpl oyer. She went on to say that the fishing, oil, and tourist
i ndustries also provide enploynment and pay taxes in an anount
whi ch she characterized as "significantly nore" than the m ning
i ndustry.

8:37:44 AM

REPRESENTATI VE FAI RCLOUGH stated her concern that there are
year-round enploynent opportunities for Al askans. She noted
that fishing seens to be seasonal, whereas mning nay provide
nore year-round enpl oynment .

M5. TROLL referenced a study by The MDowell G oup which she
said calculated fishing enploynent based on “"full-tine
equi valents,"” and concluded that the fishing industry provides
the nost full-time enpl oynent.

8:38: 38 AM

CHAIR HAWKER said that in his experience, conservation groups
have not made the state's econom c devel opnment and well-being
their top priority. | ndeed, their reputation is one of
frustrating econom c developnent in the state, he opined. He
asked whet her ACA has a position on what role m ning should play
in Al aska's econom c future.

M5. TROLL responded that ACA s nission statenent recognizes the
i nportance of economcally viable comunities throughout Al aska,

but that ACA has no specific position on mning in general. She
offered her belief that a sound econony and a sound environnment
go hand-i n- hand. She said that she would direct some of her

efforts as executi ve di rector t owar ds t he conservati on
community's recognition of these econom c |inkages.

8:40: 03 AM
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REPRESENTATI VE ROSES asked what |evel of taxation nmay be so high
as to discourage mning activities in the state.

M5. TROLL said she believes that the proposed increases of HB
156 are reasonable and would not create an inhospitable

envi ronnent . She indicated uncertainty as to when the tax
threshold would be so high as to discourage mning. She opined
that the oil industry is thriving despite tax rates of

approximately 20 percent, although she noted that the mning
i ndustry could not afford that |evel of taxation. She estimted
that a reasonable level of taxation for mning is sonmewhere
bet ween the proposals in HB 156 and the oil industry tax rates.

8:41:41 AM

REPRESENTATI VE Cl SSNA  asked about t he application of
sustainability principles to resource devel opnent.

M5. TROLL responded that she believes in enploying the
sustainability principal as spoken to in the Alaska State
Constitution and that fisheries are managed on this basis. She
opi ned that non-renewable resources are different because once
t hese resources are extracted they cannot be replaced. |nstead,
one must | ook at reclamation and permtting conpliance to assure
that the land is available for other uses once mning operations
are conpl ete, she opi ned.

8:43: 49 AM

REPRESENTATI VE W LSON asked about the fishing industry's record
of enpl oyi ng Al askans.

M5. TROLL said she could not recall statistics on the nunber of
Al askans enployed by the fishing industry. However, she opined
that all resource related industries enploy a significant
per cent age of non-resi dents and coul d provi de further
information to the commttee.

8:45: 56 AM

REPRESENTATI VE ROSES asked for exanples of mines which neet the
princi pals of sustainable and environnmental devel opnent.

M5. TROLL said that the Geens Creek mne north of Juneau, and
the Fort Knox mne near Fairbanks, neets the aforenentioned
sustainability criteria. She said that there are mnes in the
state that are in conpliance wth all the environnenta
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regul ati ons. She noted that Geens Creek mine dry stacks its
tailings, which she described as a preferable way to mnimze
envi ronnent al i npacts.

REPRESENTATI VE ROSES asked whether it is fair to state that ACA
is not in opposition to the Geens Creek and Fort Knox m nes.

8:47: 24 AM

M5. TROLL indicated her organization is not opposed to the m nes
mentioned and further indicated that ACA is not opposed to
mning operations that conply wth environnental regulations.
She went on to say that her comments today are not designed to
elimnate mning in the state, but are focused on the review of
the mning tax structure to assure that Al askans receive sone
econom ¢ benefits from m ning.

8:48: 05 AM

REPRESENTATI VE FAlI RCLOUGH asked whether the conservation groups
represented by ACA went on record during the permtting process
as not opposing the mnes nentioned.

V. TROLL replied that she is wunaware of whether the
conservation groups represented by ACA appear as unopposed to
t he devel opment of the nmines nentioned, and noted she has only
been the executive director of ACA for a year.

8:48: 56 AM

REPRESENTATI VE FAI RCLOUGH indicated that in general conservation
groups have been labeled as being in opposition to industry.
She noted that Northern Dynasty Inc.'s proposed Pebble Mne is a
fairly Jlarge project and expressed concern as to whether
concerns put forth by various groups are really about taxation

or whether they are geared towards stym eing devel opnent of a
particul ar project. She set forth that she wll consider
whether a group's concerns about the bill are genuine and
consistent wwth its past positions.

M5. TROLL noted that ACA neets once a year to determne its
| egislative priorities and when this issue canme up, it was not
in context of the proposed Pebble Mne. She stated that ACA is
on record as supporting the construction and operation of a gas
pi pel i ne.
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REPRESENTATI VE FAI RCLOUGH expressed her concern with Alaska's
reputation as a desirable place to do business. She noted that
public opinion seens to indicate a desire to avoid property tax
i ncreases and use of permanent fund revenues. As the options
for funding are reduced, it is inportant to bal ance nunerous
criteria of various revenue neasures to nmke an appropriate
j udgment call, she opi ned.

8:53: 55 AM

ERIC UDHE, Public Lands Advocate, Alaska Center for the
Environnent (ACE), an Anchorage based conservation organization
with over 7,000 Alaskan nenbers, said ACE supports HB 156
because it has been over 50 years since Alaska has anended its
mning tax structure to assure a fair share of mning revenues.
He opined that the bill would inprove mning industry regulation
by assuring that Al askans maxim ze their benefits from resource
extraction. He said that mning activities are on the rise due
to Alaska's abundant mneral resources and high mneral prices;
therefore it is an opportune tine to review the taxation regine.
He said that mning corporations desire to be "good neighbors,"”
and that review of the mning taxation regime could help to
achi eve that goal. He stated ACE supports mning projects that
are environnentally sound, pay their own way, are supported by a
maj ority of Al askans, and provi de mexi mum benefits to the state.
He referenced that some industry groups rate Al aska's mneral
prospects, security, and tax structure as very favorable to
i ndustry. He said that one "really has to be |ooking out for
the new projects that are conming on line," referencing that sone
recent projects such as Alaska Gold Conmpany's Rock Creek mne
near Fairbanks have gone from permtting to operation in |ess
than a year. He nentioned that there are other proposed
projects in the Tangle Lakes area and opined that it 1is
inportant to look at the revenues the state receives from
resource extraction.

8:57:39 AM

CHAI R HAVWKER asked, in light of the wtness' comments, whether
the legislature should consider establishing taxes so as to
create an inpedi nent to proposed mning projects.

MR. UHDE replied "absolutely not," but reiterated his opinion
that the state receive a "fair share" from mning activities.
He noted that mning supplies jobs, but opined that m nes enpl oy
wor kers from outside the state.
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8:58:44 AM

CHAI R HAWKER asked for further clarification of the term "fair
share,” which he characterized as sonewhat i ndeterm nate,
particularly in light of this conmttee's need to carefully
exam ne specific provisions of any bills brought before it.

MR. UHDE responded that the 3 percent net snelter tax proposed

by the bill is "pretty nodest."” In response to Chair Hawker's
request for further clarification, he agreed that t he
determnation of a fair rate of return is conplicated. He

offered that ACE 1is making efforts to provide further
information on this issue. The reports published by The Fraser
Institute provide the best data available and conclude that the
mning industry |ooks favorably on Alaska's tax structure, he
opi ned. He offered that the issue of what changes would deter
investnment is a conplicated one that ACE cannot answer w thout
further input by m ning econom sts.

9:01: 35 AM

REPRESENTATI VE ROSES asked for verification and further
calculations of the bill's effect on mning taxes, referring to
t he "Non-renewabl e Resource Tax Conparison Chart." He requested
some additional estimation of the bill's effect on mning

operations with varying i nconme |evels.

JOHANNA  BALES, CPA, Exci se Audit Manager , Tax Division
Depart ment of Revenue (DOR), said she would be able to consider
t he scenarios posed by Representative Roses.

9:04:19 AM

REPRESENTATI VE FAI RCLOUGH expressed concern with prior conmments
by M. Udhe which referenced that mning projects should have
majority support of Alaskans and observed that position may
suggest that there be a vote on oil and gas royalty |ease
opti ons. She reiterated her concern that requiring a vote for
proj ect devel opnent could hurt the prices received for royalty
| ease projects.

9: 06: 23 AM

REPRESENTATI VE W LSON asked for an explanation of the difference
between tailings i npoundnment and dry stacking.
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MR. BORELL responded by noting that he is pleased ACA supports
the Fort Knox mne, which he said has a large 20 acre tailing
i npoundnent site. He opined that the Fort Knox m ne would never
have opened had it been required to use a dry stack tailings

i npoundnent appr oach. He explained that the Fort Knox mne
grinds its tailings to a fine powder, after which the gold is
extracted through a solution. The tailings conpact tightly to
make a hard surface, and are covered with water that 1is
consistently changed and filtered. The alternative "dry stack"
method of tailings inpoundnment requires a series of filter
presses, several steps, and is very expensive. The pressed

tailings have the water renoved, and are packed into a pile. He
referenced that the proposed Kensington mne north of Juneau has
proposed to use tailings inpoundnent, and is currently being
sued regarding this issue.

REPRESENTATI VE CI SSNA opined that tensions between various
groups can result in conprom se positions to achieve "better
results.” She said that the state is mneral rich and should
recei ve revenues w thout deval uing the value of the resource.

9:17: 25 AM

VR. BORELL stated he could not agree nmore wth the
af orenenti oned opinion that cooperation is a positive avenue,
noting it is frustrating for industry when positions change in
the course of devel opnent. He opined that there should be
accountability for environnmental groups as there is for the
i ndustry, which has to conply wth wvarious environnenta
regul ati ons.

9:20: 48 AM

REPRESENTATI VE  ROSES  set forth his questions regar di ng
conparison of the bill's provisions with the current mning
license tax regine. He used the exanple of a mne in the

$250,000 to $500,000 range and posed that as witten in the
“Non-renewabl e Resource Tax Conparison Chart” a mne with incone
of $280,000 would pay 7 percent on incone over $250,000, a total
of $2, 850. He said that under the current tax structure a mne
with that sane anobunt of net inconme would pay $16, 600. He
opined that what is nmeant is for a mne with $280,000 in net
income to pay 7 percent of it total inconme, not just of the
portion over $250, 000.
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CHAI R HAWKER noted that this would be clarified and opi ned that
Representative Seaton's intent is for HB 156 to propose a
mar gi nal tax system

REPRESENTATI VE GRUENBERG requested that any questions in the
cal cul ati ons be answered before Ms. Bal es does her cal cul ati ons.

[ HB 156 was hel d over.]
ADJ OURNNMENT
There being no further business before the commttee, the House

Special Committee on Ways and Means neeting was adjourned at
9:22:39 AM

HOUSE WM COWM TTEE -21- March 21, 2007



