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ACTI ON NARRATI VE

CHAIR M KE HAWKER cal |l ed the House Special Conmttee on Ways and
Means neeting to order at 7:44:45 AM Present at the call to
order were Representatives Hawker, Fairclough, WIson, G ssna,
Seaton, and Gruenberg. Representative Roses was excused.

7:46: 23 AM

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

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.”

7:46:44 AM

REPRESENTATI VE SEATON offered Amendnent 1 which read [origina
punct uation provided]:

Page 2, lines 8-9, follow ng “l ease;”

Delete “the annual rental shall be effective for a
period of not nore than 20 years;”
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| nsert “[ THE ANNUAL RENTAL SHALL BE EFFECTI VE FOR A
PERI OD OF NOT MORE THAN 20 YEARS;]”

Page 6, line 8, follow ng “determ ning the”
Del ete “tax”
I nsert “production royalty”
Page 7, line 24, follow ng “of”
Del ete “exenption”
I nsert “deferral [EXEMPTION]”
CHAI R HAVWKER obj ect ed for purpose of discussion.

REPRESENTATI VE SEATON expl ai ned that Amendnment 1 contains three

t echni cal anendnents. The first part renoves from statute the
| anguage that |eases shall be effective for a period of not nore
than 20 years. The second inserts a reference to "production
royalty,” and the third deletes a reference to "exenption" and
inserts "deferral,” so as to be consistent with other sections
of HB 156.

7:48: 14 AM

CHAI R HAWKER renmoved his objection, and there being no further
obj ection, Arendnent 1 to HB 156 was adopt ed.

7:48:46 AM

REPRESENTATI VE SEATON noved offered Anendnent 2 which read
[original punctuation provided]:

Page 3, line 9, follow ng “shall be”
Delete “not less than $3.30 for each acre”
Insert “not |less than $1.65 for each acre during
the first five years of a |l ease and not |ess than
$3.30 for each acre after the first five years of a
| ease”

Page 7, line 25 through page 8, line 4:
Delete all material and insert:
* Sec. 12. AS 43.65.010(c) is anended to read:

“(c) The license tax on mning is inposed on the
net income of the taxpayer fromthe property in the
state, conputed with allowable depletion, plus royalty
received in connection with mning property in the
state. The tax rates applicable to the anbunt of a
t axpayer's net incone are as follows:
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over $100, 000 and not over $250,000................ 5 percent
over $250,000 and not over $500,000................... $7, 500
plus 7 percent of the excess over $250, 000

over $500,000 and not over $1,000,000................ $25, 000
plus 9 percent of the excess over $500, 000

over $1,000,000. ... ... .. $70, 000
plus 11 percent of the excess over $1, 000, 000.”

Page 9, line 9, follow ng “federal”
I nsert “or state”

CHAI R HAWKER obj ected for purposes of discussion.
7:49: 27 AM

REPRESENTATI VE SEATON expl ained that the first part of Amendnent
2 on page 3, line 9, institutes a rental fee on netal m nes of
not less than $1.65 an acre for the first five years of a |ease.
The rent adjusts to a base |level of not less than $3.30 an acre
after the first five years of a |ease. The second part of the
amendnent affects page 7, line 25 through page 8, line 4, and
el evates the net income necessary to trigger application of the
mning license tax from $40,000 to $100,000. It sets forth the
following tax brackets: $100,000 to $250,000; $250,000 to
$500, 000; $500,000 to $1 mllion, and over $1 mllion in net
m ni ng i ncorme. He stated that Amendnent 2 conforms to previous
presentations to this commttee.

CHAIR HAWKER observed that a "Non-renewable Resource Tax
Conparison Chart" which conpares the current mning tax and
royalty provisions with those proposed under the bill had been
provided to the commttee.

REPRESENTATI VE SEATON went on to explain that the anmendment to
HB 156, page 9, line 9 is to assure that there is no deduction
of the mining license net tax from another net tax. Anendnent 2
clarifies that neither net federal or state taxes can be
deducted fromthe mning |icense tax.

7:51: 08 AM

JOHANNA  BALES, CPA, Excise Audit Mnager, Tax Division
Department of Revenue (DOR), agreed that table chart titled "HB

156 - Proposed Changes to Mning License Tax Rates" contains
calculations of the mning license tax under the provisions of
Amendnent 2 offered by Representative Seaton. She stated in
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response to a question that she has had the opportunity to
review Anendnment 2 and that she is confortable that the proposed
changes would exenpt from taxation the first $100,000 of net
m ning incone even if the taxpayer's income went over $100, 000.

CHAIR HAWKER clarified that the first $100,000 of inconme is
exenpt from taxation wunder the proposed marginal tax rate
structure of Amendnent 2.

7:52:40 AM

REPRESENTATI VE SEATON agr eed t hat t he af orenent i oned
characterization correctly describes his intent. He expl ai ned
that the tax rates under the proposed bill and the current

system equalize at the point of $850,000 in net mning incone.
Under the current and proposed scenario, a taxpayer wth
$850,000 in net mning incone would owe $56,500. When net
m ning income is below $850,000, the provisions in the proposed

bill wll result in a lower tax rate for the mne operator.
When net mning inconme is over $850,000, the taxpayer would pay
nore under the provisions of the bill. For exanple, when a

taxpayer's net mning incone is $5 mllion, the taxpayer would
owe $347,000 under the current tax structure, but would owe
$510, 000 under the tax rates proposed in the bill, he explained.

7:55:51 AM

CHAIR HAWKER conveyed his understanding that Anmendnent 2
proposes a lesser tax obligation for mnes wth |ess than
$850, 000 in taxable incone, and proposes to inpose, to a varying
degree, a higher tax obligation for those wth nore than
$850, 000 of taxable mning incone.

REPRESENTATI VE SEATON agr eed W th t he af orenent i oned
descri ption.

7:56: 23 AM

REPRESENTATI VE WLSON requested nore information in graph form
regarding the bill's effect on tax rates.

7:57:14 AM

CHAIR HAWKER renoved his objection to Amendnent 2, and there
bei ng no further objection, Anmendnment 2 was adopt ed.

7:57:54 AM
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REPRESENTATI VE GRUENBERG suggested that snmall mning operations
be notified of the tax break provided by the bill. Furthernore,
he would like to know the net effect of the bill on the state's
tax revenues from m ning.

7:58: 50 AM

REPRESENTATI VE SEATON acknowl edged the benefit of providing
information to those affected by the proposed bill, but pointed
out that wuntil an anmended bill is adopted and noved from
cormittee, the only version available to the public is the
bill's former version. He noted that the public can get
information by listening to conmttee proceedings and stated

that his office is working to inform interested persons of the
changes wought by the proposed anendnents.

8:00: 45 AM

CHAI R HAWKER said that he would appreciate a chart that details
the tax effects of the proposed bill. He recalled that in a
prior hearing, M. Bales estimated that 166 taxpayers currently
file mning license tax returns and requested that DOR provide
information regarding how the bill would affect snmall and | arge
m ni ng operations.

V. BALES replied that she has prepared a fiscal not e
incorporating the effects of Amendnents 1 and 2 and it has been
transmitted to the commttee. She stated that her review of the
proposed anendnents concludes that the revenue projections under
the bill would be very close to those in the original fiscal
note prior to adoption of Anmendnents 1 and 2. She went on to
say that based on tax data from fiscal years 2005 and 2006, the
bill would increase the mning license tax for approximately 5
of the 166 taxpayers that file mning |icense tax returns.

8:05:41 AM

CHAIR HAWKER asked how the proposed changes may apply to
upcom ng, but not currently producing, mning operations.

MS. BALES replied that determnation is a bit nore difficult
but that DOR is currently working with its economsts on this
i ssue.

8:06: 38 AM
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REPRESENTATI VE Cl SSNA asked how many m ning | eases nmay exist for
smaller mning operations and how nuch tine and investnent
m ni ng | easehol ders nust spend to maintain their clains.

8:09: 53 AM
KERW N KRAUSE, M neral Properties Mnager, Division of M ning,

Land and Water, Departnent of Natural Resources (DNR), expl ained
that there are about 35,000 active mning clains on state | and,

wi th about 110 | eases. Lease holders are required to annually
perform at |east $100 worth of work for every 40 acres of claim
ar ea. Claim holders nust also pay a rental fee. The

requirenents of the mning license tax and royalty obligations
are triggered when a clai mbegins production.

8:11: 08 AM

REPRESENTATI VE Cl SSNA asked which of these claim holders are
required to file a mning license tax return.

MR. KRAUSE explained that there are approximately 200 snal
pl acer mning operations in the state. He estimated that 125 of
t hose operations would have mning activity that triggers the

need to file mning license tax and royalty returns. He
estimated that nost small mners have income of I|ess than
$100, 000.

REPRESENTATI VE SEATON stated he will request that DOR set forth
the mning tax obligations as proposed by the bill in various
i ncome categori es.

8:14:42 AM

REPRESENTATI VE W LSON noted that although the bill nay provide a
tax break for snmaller mne operations, the larger mnes provide
support for smaller mne operations. She expressed concern that
too large of a tax increase on larger nmnes nmay hanper
devel opnent in the state.

8:17:30 AM

REPRESENTATI VE FAlI RCLOUGH asked whet her t here IS any
relationship between DNR s mining oversight activities and the
filing of a tax return. She questioned whether the proposed
changes to the mning license tax would | essen DNR oversight of
m ni ng operations.
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8:18:19 AM

ED FOCELS, Deputy Comm ssioner, Departnment of Natural Resources,
replied that there is not really any relationship between a

mne's incone |evel and DNR inspection efforts. He said that
DNR will inspect mines in the exploration stage as well as those
that are in the production stage. In response to a further

question, he explained there are approximately 1,000 claim
hol ders for the 35,000 clainms in the state. He noted that many
cl ai m hol ders hold nore than one claimand that sonme of them may
hold "thousands of clains.” He went on to say there are about
200 permtted and producing mne sites, and that DNR annually
i nspects as many as possible. He said DNR visits |large mnes at
| east once a calendar year quarter, or even nore frequently.
Smal | er operations tend to be grouped in certain areas, such as
the Forty MIle area near Fairbanks, and that mning operations
staff visit as many m nes as possi ble during the sumer.

8:21: 08 AM

MR. KRAUSE estimated that DNR inspects about half of the smaller
m ne operations each year.

8:21:21 AM

REPRESENTATI VE FAI RCLOUGH sought further infornmation as to how
DNR classifies mnes as either big or small if not based on
revenues and the filing of a tax return.

MR. FOCGEL explained that the state has many snall placer mne
operations with under $100,000 in annual incone. From t hat
level, there is a junmp to very large operations such as the
Green's Creek, Red Dog, and Fort Knox m nes.

REPRESENTATI VE FAI RCLOUGH reiterated her opinion that it appears
that inspections are based in part on mning revenue and
therefore it appears that DNR focuses attention on the |arger
m nes.

MR. FOGEL agreed that DNR focuses nobst of its attention on the
| arger, nore conpl ex mning operations.

8:23:34 AM
REPRESENTATI VE FAI RCLOUGH stated she supports policy devel opnent

to increase enploynent opportunities for Al askans, but would
like further clarification as to whether proposed changes in
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taxation could have an adverse effect on regulatory oversight of
m ni ng operations.

MR. KRAUSE replied that he does not think the proposed change in
the mning tax will make a difference in DNR s m ning oversight
activities. He said that DNR has had one section that focuses
on larger mnes, while another section focuses on smaller
oper at i ons. He expl ained that other resource agencies, such as
the Ofice of Habitat Managenent & Permtting in DNR the Al aska
Department of Fish & Gane, the Departnent of Environnental
Conservation, the federal Environnental Protection Agency, and
the United States Arnmy Corps of Engineers also have oversight of
mning activities.

8:25: 54 AM

REPRESENTATI VE SEATON clarified that the first version of the
bill proposed to excuse sone operations from filing mning
license tax returns. He elimnated that exenption from the
proposed bill after discussions wth DOR because every mning

license holder must file a mning license tax return each year
to renew their mning license and he did not want to disturb
that system He explained that the current and proposed tax is
based on a net incone determnation, and that even a |arge
operation could have no net incone.

8:27:07 AM

REPRESENTATI VE Cl SSNA asked whether snall mning operations tend
to be seasonal, while larger mnes tend to work year round.

MR. FOCELS replied that many small operations are seasonal, and

will operate from time of the spring thaw until the onset of
W nter. He said that larger operations tend to operate year
round.

8:30: 35 AM

REPRESENTATI VE SEATON rem nded the conmttee that the mning
license tax is only one part of the mning tax regine. M ne
operators are also are required to pay rents, royalties, and
corporate incone tax. Due to these many factors, it may be

difficult to prepare a chart that integrates the various tax
regimes with the proposed changes, such as the change to net
snelter return to determne royalty paynents owed.

8:31:57 AM
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CHAIR HAWKER observed that the bill covers three major
conponents: the mning license tax, royalty paynents, and rents.
It proposes a nmjor change in the <calculation of royalty
paynents on netal mnes from 3 percent of net incone, to 3
percent of net snelter return. He observed that royalty
paynents may be contractual and asked whether the proposed
changes would affect existing |ease terns between claim hol ders
and the state.

REPRESENTATI VE SEATON said he believes the royalty paynent
obligations are contractual, and that he could provide further

information on the bill's affect on existing | eases.
MR FOGEL said it is his understanding that the bill would
increase the royalties for all mners. In response to a

guestion, said he believes that any change in the royalty
provi sions would affect all existing operations. He agreed that
DNR administers royalty provisions, while DOR admnisters the
mning |icense tax.

8:33: 56 AM

CHAI R HAWKER asked whether DNR could estimate the effect of the
bill on the state's royalty revenues for both large and snal
m nes.

MR. FOGEL replied that the DNR's initial fiscal note estimates
an royalty increase of about $3.5 mllion for FY 08, and that
his agency is working to refine those cal cul ati ons.

8:35: 30 AM

REPRESENTATI VE FAI RCLOUGH asked Representative Seaton if he
could incorporate all three conponents-mning |icense tax,
rents, and royalties-and show the inpact of the proposed changes
to each individual conmponent as well as the inpact of the bill
as a whol e.

REPRESENTATI VE SEATON indicated that while he would attenpt
further graphing of the proposed changes, there are difficulties

with integrating the changes into one chart. He rem nded the
committee that the mning license tax is calculated on net
profits, but the bill proposes to calculate royalties due on net

snelter return. He also noted difficulties with predicting net
income for mning operations because so many factors work to
det erm ne net i ncone.
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8:37:36 AM

REPRESENTATI VE FAI RCLOUGH suggested that it may be useful to
review actual mning revenues from FY 05 and calculate the
bill's effects on those revenues as a way to conpare the current
mning tax laws to the proposed changes.

REPRESENTATI VE SEATON reminded the conmttee that individual
taxation information is confidential, but that he could get
aggregate figures from DOR to provide further conparisons for
the conmittee.

8:39: 03 AM

CHAI R HAWKER sai d he understands the difficulties of forecasting
the bill's effect, but that he supports the efforts to present
the bill's effect on large and small mnes in an accurate and

under st andabl e manner .
8:40: 03 AM
REPRESENTATI VE SEATON agreed that mnine operations pay mning

license taxes, rents, royalties, and corporate incone taxes. He
rem nded the commttee that the state does not receive royalties

for mning operations on non-state |and. Therefore any
predi ctions about the bill's effects will not include rents and
royalties paid to federal or private |andowners. Furt her nore,

corporate taxes are not changed by this bill.

MR. FOGEL responded to a question by explaining that of the
state's five biggest mnes, the Pogo Gold M ne and Usibelli Coal
M ne are the only ones on state | and.

8:43: 35 AM

STEVEN C. BORELL, P.E., Executive D rector, Alaska Mners
Association, Inc., opined that any nodel of the bill's effects
would need to include nore than the mning license tax because
the bill has several pieces to it. He expressed concern over
the proposal to charge royalties based on net snelter return,
which he described as "a gross royalty." He indicated that
royalties charged on sonme private |lands may be around one and
one-half to two percent. He explained that wth private

| andowners, a mne's operator can negotiate with the |andowner
to arrive at an acceptable royalty figure, but that kind of
negoti ati on cannot happen if a royalty rate is set in statute.
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He al so expressed concern with the proposed changes to depletion

al | onances. The situation 1is further conplicated because
precious netals, such as gold, should considered differently
from other base netals, he opined. He said that a few years

ago, nost mnes were losing noney and it is only recently that
m neral prices have risen

8:49: 44 AM

CHAIR HAWKER said he is troubled by the proposal to elimnate
the percentage depletion deduction from the mning |icense tax.
He also set forth for the commttee's consideration that there
are provisions in the oil and gas tax regi ne whereby a taxpayer
can petition DNR for royalty relief in sonme situations.

8:51:11 AM

MR. BORELL noted that while the ability to negotiate royalty
paynents may work once a conpany is in operation, it is not so
hel pful for a mning operation still in the exploration stage

He expl ai ned that because of uncertainties in the outcome of any
royalty negotiations, a mning operator nmay use a conservative
approach and evaluate a project based on the highest royalty
percentage that could be inposed. He opined that this could
stop devel opnent of projects at a very early stage. He rem nded
the commttee that nedium and |large mning conpanies often do a
"bankable feasibility study" to determne whether to proceed
with a large project.

8:53:52 AM

REPRESENTATI VE ClI SSNA asked what could be done to nake the
proposed | egislation nore acceptable to the mning industry and
yet still provide sone additional revenues for the state.

MR. BORELL replied that in his opinion, the two nost disturbing

parts of the bill are elimnation of percentage depletion
al l omance and the inposition of royalties based on net snelter
return. He went on to say that there is very little
infrastructure to support mning in the state, and that mning
provides the state with a great deal of infrastructure. He
noted that in Juneau the first electricity generated was due to
m ni ng activities. Today m nes are still bui | di ng
infrastructure, such as roads, airstrips, and power lines, he
opi ned.

8:59: 15 AM
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REPRESENTATI VE Cl SSNA observed that the state is responsible for
much infrastructure, and asked whet her infrastructure
devel opnment is deductible from net incone, therefore deductible
fromthe determ nation of net snelter return.

VR. BORELL agreed that the state has provi ded sone
infrastructure, but that there are still many areas in the state
that | ack road access.

9:01:12 AM

CHAI R HAWKER answered a question by explaining that a margina
tax structure neans that as income increases, further earnings
are taxed at the next tax bracket. For exanple, under the bil
as anended, the first $100,000 of mning income is not taxed
However, incone over $100,000 but wunder $250,000 is taxed at 5
percent. He enphasized that the marginal tax on every dollar of
i ncone under $100,000 is zero and is not subject to taxation
regardl ess of whether there is inconme over $100, 000.

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

Special Committee on Ways and Means neeting was adjourned at
9: 05: 02 AM
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