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ACTI ON NARRATI VE
8:35:25 AM

COCHAIR DAVID TALERICO called the House Resources Standing
Commttee neeting to order at 8:35 a.m Representatives Herron
Seaton, Josephson, Tarr, Nageak, and Talerico were present at
the call to order. Representative Hawker arrived as the neeting
was in progress.

HB 253- ELCTRNC TAX RETURN; M NING LI C.  TAX & FEES

8:36:10 AM

CO CHAIR TALERI CO announced that the only order of business
woul d be the annual mning overview as it relates to HOUSE BILL
NO. 253, "An Act requiring the electronic filing of a tax
return or report with the Departnent of Revenue; establishing a
civil penalty for failure to electronically file a return or
report; relating to exenptions from the mning I|icense tax;
relating to the mning license tax rate; relating to mning
license application, renewal, and fees; and providing for an
effective date.”
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8:37:20 AM

DEANTHA CROCKETT, Executive Director, Al aska M ners Association,
began a Power Point presentation titled "Mning Industry Update."
She indicated that the Alaska M ners Association (AMA) has the
large netal mnes and projects in their nenbership but also
coal, sand and gravel, placer mning, and the business community
that does business with the industry. Referring to Power Poi nt
slide 2, titled "Recent Safety Mlestones,” M. Crockett
hi ghlighted recent safety mlestones and discussed, as a safety
nonent, a practice used at the Fort Knox Mne ("Fort Knox")
di sall owi ng cell phone use in a shop or noving vehicle.

M5. CROCKETT noved on to slide 3, titled "Potential," quoting
Governor Wal ker, "If Alaska were a country, we would be the
eighth nost mneral-rich nation in the world.” She stated that
al t hough Al aska has world class deposits, it has only six mnes,
so it is not producing to that potential. She went on to say
that Alaska's nodern mning history is young. The two ol dest
metal mnes started operations in 1989 and were permtted under
nodern environmental laws, |Iike the National Environnental
Policy Act and the Clean Water Act. Alaska's only coal mne has
a longer history, operating nore than 70 years and through three
generations of the Usibelli famly. Ms. Crockett said that in
the current overview, she wanted to focus on the potential of
the mning industry to grow and contribute to Al aska's economc
diversity, great jobs, state and |ocal revenue, and nore. Wile
Al aska has only six large mnes, it does represent some pretty
i npressive econom ¢ benefits.

8:39: 38 AM

M5. CROCKETT summarized those benefits as listed on slide 4,
titled "Only 6 Large Mnes." The benefits include: 8,700 direct
and indirect jobs with an average annual salary of $108, 000;
$83.7 mllion paid to state governnent; and $18.5 nmillion paid
to local governnents. She added that mnes were the | argest
taxpayers in the Fairbanks North Star Borough, the Cty and
Bor ough of Juneau, and the Northwest Arctic Borough. M nes are
maj or contributors in the Denali Borough and the Nome area. I n
2014, $144 mllion went to Al aska Native corporations through
Section 7(i) and 7(j) the Alaska Native Cains Settlenent Act
revenue sharing program and to date NANA Regi onal Corporation
("NANA") has received over $1 billion from the Red Dog M ne
("Red Dog") and distributed $705 mllion of that anount. She
added that the benefits of Red Dog have touched every corner of
the state. She cited the |atest AVA study that reveal ed Al aska
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m nes spend about $500 mllion annually with over 600 Al aska
busi nesses. She remi nded the conmttee nenbers that all of this
spending conmes while maintaining the highest environnental and
safety standards. She directed the conmittee nenbers' attention
to the MDowell Goup Inc. ("MDowell Goup"”) brochure titled
"The Econom ¢ Benefits of Al aska's M ni ng | ndustry, "
commi ssioned by the AMA, highlighting the inpact of the smal
m nes i n aggregate.

8:41: 34 AM

M5. CROCKETT referred to slide 5, titled "Alaska Mnera
Devel opnent Tinelines and Investnent,” and asked the committee
to consider what it takes to bring a mne into production.
Since 1981 several billion dollars have been spent on

exploration at dozens of projects, yet Alaska only has five
metal mnes. To bring a large nmetal mne into production takes
access to a significant amount of capital and a great deal of
patience. She referred to Fort Knox in the graph on slide 5 to
poi nt out that even the shortest tineline was 12 years to bring
the mne to operation. She then asked, "Wiy does it cost so
much and take so |ong?" She asserted that these are conpanies
that are building major infrastructure projects in really snal
communities, and this sets the Alaska mning industry apart from
ot her states and countries with which it conpetes.

REPRESENTATI VE NAGEAK asked if the tinmelines were from the
begi nning of mning to today.

M5. CROCKETT responded that the tinelines are from discovery to
first day of production.

8:43: 01 AM

M5. CROCKETT referred to slide 6, titled "Mning Pays Its Way,"
to reiterate that mning conpanies pay exploration, devel opnment,
and construction costs up front and [the costs] are not
deductible from net income. The costs are significant, as they
consist of nobdern mning projects that require access to
technically advanced infrastructure often in renote areas. She
gave exanples of these |large preproduction costs, which include
establishing power supplies, r oads, ports, and pipelines.
Conmpared with less renote areas, Alaska is a very expensive
place to do business in mning. Al aska's mnes enter into
rei nbursable service agreenments (RSAs) wth the state for
permtting, mnmonitoring, and oversight, and these costs are
billed to the industry and not borne by the public sector. In
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addition, financial assurance for reclamtion and closure adds
to the cost.

M5. CROCKETT referred to slide 7, titled "AIDEA's Return on
I nvestment,” to describe the —role of Alaska Industrial
Devel opnent and Export Authority (AIDEA) in partnering with the
mning industry and neking investnents to stinulate econonc
growh. She stated that AIDEA's investnent in the Red Dog port
and road represent one of AIDEA s npbst successful investnents,
recouping their initial cost and returning an annual rate of 6.5
percent . She also added that AIDEA's investnent nmade the Red
Dog possible, bringing over a billion dollars in net proceeds to
NANA, providing jobs and other contracting opportunities.

REPRESENTATI VE NAGEAK asked for clarification regarding to whom
t hese paynents were made.

M5. CROCKETT replied that the paynents were nade to Al DEA

REPRESENTATI VE NAGEAK then asked if the mne infrastructures
such as roads and ports are turned over to the state after the
m nes cl ose.

M5. CROCKETT replied that by nmandate the surface infrastructure
must be taken away and the road reclainmed to its original
condi tion.

8:46: 23 AM

M5. CROCKETT referred to the graph in slide 8, titled "Mning
| ndustry Trends."” The red line on the graph shows "production
value" in billions [of dollars] from 2000 to 2015 and the
corresponding  ups and downs during that time  period.
"Production value" is the average netal price, but M. OCrockett
enphasi zed that this is not actually what the nmnes get for the
ore that is mned. The blue line, representing jobs, is seen to
correlate with the production value. During this period of tine
both the Pogo Project ("Pogo") and the Kensington Gold M ne
("Kensington") started production. In Alaska the addition of
two mine production sites greatly influences the trends shown by
t he graphs.

M5. CROCKETT relayed the rates of "Resident Hre" for the
various mnes as shown on slide 9. They are: 100 percent of
Fort Knox enpl oyees live in the Fairbanks North Star Borough; 70
percent of Geens Creek Mne ("Geens Creek") enployees live in
Al aska; Usibelli Coal Mne, Inc. ("Usibelli"™) is 99 percent
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Al aska hire; Kensington is 70 percent resident hire; and NANA
sharehol ders fill 57 percent of the Red Dog jobs and have a 79
percent Al aska hire rate.

8:48: 08 AM

REPRESENTATI VE JOSEPHSON asked for a definition of the term
"production val ue. "

KAREN MATTHI AS, Executive Director, Council of Al aska Producers,
explained that gross production value is derived from the
average price of a mineral throughout the year, but she stressed
that this is not the net snelter return. What actually | eaves
from the State of Alaska to go to the snelter or refinery is
sold at the world price by the refiner after refinenment, and
they have a profit margin. Therefore, the price that the m ne
receives for the concentrate is considerably |less than what the

refinery receives on the world nmarket. The price of the
concentrate is determned through negotiations between the
m ning conpany and the refinery or snelter. It is simlar to

the fishing industry, for exanple, in which the price of the
fish after processing is greater than the price that the
fisherman gets for the fish. M. Mitthias reiterated that there
is a difference in price from what the mning conpany sells the
concentrate for and the actual daily spot world prices after
refinement. Gross production is often a very big nunber, but
that is not what the m ning conpany is receivVing.

8:50: 48 AM

REPRESENTATI VE TARR asked if the "industry averaging" used to
determine Alaska's production value includes the mning of
copper, gold, silver, and zinc.

M5. MATTHIAS pointed out that copper is not yet mned in
sufficient quantities to be a part of the gross production
val ue. She stated that Al aska has sonme substantial copper
deposits and the Council of Alaska Producers (CAP) |ook forward
to the day when copper is one of the major netals produced and

part of the gross production val ue. In answer to the question
she said Representative Tarr is correct that the state's gross
production value for mning includes all of the different

mnerals with value that are produced and sold from Al aska and
that this value is derived from the average price for the year
She repeated that it is not what the mning conpany receives for
the concentrates, and furthernore, the snelter doesn't always
pay for trace anmounts of an ore in the concentrate.
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REPRESENTATI VE SEATON asked for confirmation that the net
snelter return mght be considerably l|less than the production
val ue but represents the actual value that the mning conpany
receives for the mnerals produced.

M5. MATTHI AS responded "Yes."

8:.52:46 AM

REPRESENTATI VE JOSEPHSON asked about the vast difference between
the form of the concentrate that is produced by the different
Al aska mines, specifically the gold bar produced at Fort Knox
versus the nmassive barges of wunidentifiable concentrate that
Hecl a Greens Creek ships.

M5. MATTHI AS replied that Pogo and Fort Knox mines pour a "doré

bar,"” which contains a high percentage of gold, in the 90s [by
per cent age] . The bar then goes to a refinery and cones out
being the gold "as we think of it," which today is worth $1200
per ounce. Kensi ngton ships its gold out for refinenent in a
concentrate form which has a nuch |ower percentage of gold.
Teck- Pogo, Inc. ("Teck"™) produces a concentrate that has
significant zinc, lead, silver, and snaller anmounts of other

mnerals, and it ships that concentrate out for further
snel ting.

M5. MATTHIAS further stated that Geens Creek production is
actually the nobst concentrated because it is a polynetallic mne
and produces in sellable amounts gold, silver, lead, and zinc,
and she offered her understanding that it also produces sone
trace copper. A doré bar is poured for sonme of the gold, but
then the other mnerals are conbined in different amounts in the
concentrate.

8:54:58 AM

REPRESENTATI VE TARR, referring to the illustration |abeled
"Mning Activity in Alaska" in the AMA brochure titled "The
Econom c Benefits of Alaska's Mning Industry,” asked that the
presenters clarify ternms referencing the phases of a project.
O her presentations have used the phrase "advanced exploration.™
This state map describes the stages of developnent as "pre-
permtting," "permtting," and "operating."

M5. CROCKETT replied that the report Representative Tarr
referenced is a report that the AMA comm ssions the MDowel |
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Group to prepare every year and she doesn't know why it differs
so nmuch from the state nmap. "Advanced exploration” on the AMVA
brochure is generally considered by the AMA to be a project that
is in pre-pernmitting or in permtting, so it is one that they
woul d see going through the National Environnental Policy Act of
1969 (NEPA) process sonetine soon. She also nentioned that in a
few slides she wuld be discussing the "farm tean® of
devel opnment projects that don't show up on that nmap but are
projects that have been explored recently and are being | ooked
at by investors. She prom sed to use "pre-permtting"” instead
of "advanced exploration” to be clearer.

8:56: 37 AM

REPRESENTATI VE SEATON said he was trying to coordinate that idea
with the idea of where the exploration credits cone from and if
they stop when all permts are received, followed by the
devel opnment st age. He asked if that concept corresponds at al
to the tineline chart of investnents.

V. CROCKETT replied that it was her understanding the
exploration tax credit cones in effect once the mne is in
production, since that is the point at which you have taxable
i ncone. She conceded that she was not famliar wth whether
the exploration tax credit was in effect when all of the mnes
shown in slide 8 canme online.

M5. MATTHI AS added that it is inportant to understand that the
mning exploration tax credit is very different from oil tax
credits. She relayed that the first difference is that there is
no credit or benefit to the conmpany financially until the mne
is developed and goes into production, and there is a $20
mllion maxi mum for that exploration credit. M. Matthias asked
the coommttee to consider a large mne going into production and
gave the exanple of Donlin Gold Project ("Donlin"), which has
spent hundreds of mllions of dollars on exploration because of
a long developnent tineline, and the nost it will be able to
receive in a credit against its corporate tax is $20 mllion.
She added that she knew that the exploration tax credit was not
in existence when Greens Creek and Red Dog cane into production.
She said she is not sure about Fort Knox but could say for sure
that Pogo and Kensington did conme into production after the
exploration tax credit was in place in the md '90s.

REPRESENTATI VE SEATON asked for clarification in regard to the

timeline in slide 8 and how it relates to the stage of mne
devel opment and the accunul ation of tax credits.
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M5. MATTHI AS answered by saying that [tax accumnul ation credits]
start with the point of discovery on the current tineline. This
neans that for mnes that are part of historic placer mning
areas with known deposits, point of discovery is when nodern
di scovery was nade and significant investnent dollars for
exploration and permtting followed to try to bring the project
to production. The chart ends with the begi nning of production.

9:01: 00 AM

M5. CROCKETT referred to slide 9, titled "Resident Hre." The
Al aska Departnent of Labor 2014 report shows a 67 percent
resident hire in the mning industry. Local m nes have above

average rate of local hire workers and provide year-round jobs.
In 2014 the nunber of non-residents working in netal fell 18
percent and the resident worker nunber decreased by five
per cent . She added that these statistics illustrate that there
are thousands of Alaskan mners and famlies that depend on a
heal thy m ning industry.

M5. CROCKETT referred to slide 10, titled "Al aska M neral
Devel opnent Tinelines,” showing the developnent tinelines for
the five netal mnes from discovery to pursuit of these
proj ect s. She described these as snapshots of projects working

toward devel opnent. Again she noted that for mnes wth
historical activity, this graph reflects only current permtting
cycl es. She reiterated that this graph is a snapshot of what

woul d represent thousands of potential jobs, and any one of the
mnes comng into production would be a large increase of
revenue to the state. These are long tinelines taking a very
| arge anount of capital and patience. Ri ght now AMA is | ooking
at how to access that capital and convince investors that Al aska
is a good place to invest. She clainmed that it is a difficult
time to convince investors because of fewer investnent dollars
for global exploration right now and nuch tougher conpetition.

M5. CROCKETT noved on to slide 11, titled "Lack of Investor
Confidence," to explore how Alaska insures it receives its fair
share of investnent. She identified the graph on slide 11 as
one showing an electronically traded fund that tracks the
Standard & Poor (S&) Metals and M ning |ndex. She expl ai ned
that investor interest in mning reflects comodity price
swings, with the graph show ng robust growth in the md-2000s, a
sharp decline as a result of the 2008 financial crisis, and good
recovery through md-2011, thanks to China. Now, however, the
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mning industry has suffered through four years of declining
prices and investor interest.

M5. CROCKETT referred to slide 12, titled "Exploration Spending
Declines,"” and pointed out the declines in exploration spending
on a global Ilevel and in Al aska. The graph depicts gl obal
mning exploration spending in the billions of dollars and
Al aska exploration spending in the mllions of dollars. d oba
expl oration spending went down 50 percent between 2012 and 2014,

and in Alaska it went down 71 percent. She went on to say that
this illustrates how Al aska has been hit worse than the average.
9:04: 03 AM

REPRESENTATI VE TARR asked if the slide showing the decline of
expl oration spending in Al aska mght be a reflection of so few
projects along with a deep decline in the activity of one m ne,
t he Pebble M ne, scaling back into very limted activity.

M5. CROCKETT replied in the affirmative but offered that there
are a nunber of other factors and the next slide would address
ot her projects that had that inpact.

M5. MATTHI AS pointed out that Anglo Anerican ("Anglo") pulled
out of the Pebble Project in late 2013, which inpacted its
exploration spending in 2014, but that the decline started |ong
before that when the Pebble Project was still very much engaged
in exploration. She added that there are nany exploration
projects and all of them are inpacted by the difficulty in
raising the investnent dollars to do exploration in tinmes of |ow
commodity prices.

9: 05: 34 AM

M5. CROCKETT referred to slide 13 to illustrate what exploration
decline looks like in terms of these smaller projects. She then
referred to the AVA brochure insert, titled "The Econom c | npact
of Placer Mning in Alaska," which enunerates the placer mnes
that didn't make the cut to be on the centerfold of the brochure

but were still a significant economc factor in terns of the
exploration comunity. She went on to say that in 2012 there
were 24 exploration projects that spent between $100,000 and $5
million in Al aska. These are in an earlier stage and spending
| ess noney, but it is AVA's hope that they w Il becone |arger
pre-permtting projects. In 2013 the nunber of exploration

projects went down to 17 even though AMA expanded the criteria
to include projects spending between $100,000 and $10 nillion.
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Those projects with prelimnary exploration work were cut off in
t hose years.

M5. CROCKETT cited slide 14 to show the inpact of exploration
spendi ng by way of job distribution throughout Al aska. She said
that in 2012 there were 120 communities with mning industry
enpl oyees. In 2014 there were only 50. She clainmed that mning
still has an inpressive regional inpact, but AMA's goal is to
i ncrease the nunber of communities with mning industry jobs.

9:07:48 AM

M5. MATTHIAS referred to slide 15, titled "Goal of Tax Policy?"
to introduce the fundanental question of what Alaska' s tax
policy should be. She said that CAP is looking for a bal ance
bet ween a reasonable share for the state and a conpetitive rate
for industry that attracts investnent. She related it is CAP s
belief that a robust and responsible mning industry provides
all of the benefits highlighted by M. Crockett previously:
j obs, governnent revenue, Native corporation revenue sharing,
and procurenment and contracting opportunities for Al aska
busi nesses.

M5. CROCKETT offered that in 2014 the state received $83.7
mllion dollars in revenue from m ning. Slide 16, titled
"Mning Pays Its Way," puts that revenue into categories based
on information from Al aska's M neral Industry Report produced by
the Departnment of Natural Resources (DNR) and the Departnent of
Commerce, Community & Econom ¢ Devel opnment ( DCCED) . The report
shows that the Alaska Mning License Tax (AMLT) in 2014 was
$38.7 nmillion and the state corporate income tax was $17.3

mllion. Ms. Crockett pointed to a blank space on the report
regarding state fuel taxes and noted that for 2013 that anount
was about a mllion dollars for the industry and nost |ikely

about the sane for 2014. She item zed the remaining categories
in the report as follows: AIDEA facility user fees that consi st
of predonmnately the Red Dog port and road and the Donlin

Mountain transportation system at $12 mllion; state mneral
rents and royalties at $13.5 million; state coal rents and
royalties at $1.4 mllion; state material sales at $600,000; and

state mining mscellaneous fees at $200,000. She explained that
AMA does not believe that the RSAs are represented in the chart,
so that would be an additional anmount over and above the $83.7
[mI1lion].

9:10: 06 AM
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REPRESENTATI VE SEATON asked for a breakout of the "state m neral
rents and royalties.”

M5. MATTHI AS replied that the nmineral industry report provides a

little nore detail. She said conmttee nenbers could access it
online which is available on line or she could provide it for
t hem She asked Representative Seaton if he had particular
guesti ons.

REPRESENTATI VE SEATON stated that as he |ooks at the AMLT figure
and the state mneral rents and royalties figure, Dboth
calculated as a percent of net incone, he is wunable to
understand why the license tax figure, at seven percent of net
incone, is so nmuch greater in proportion to the royalties
figure, at three percent of net incone. He added that conbi ning
the mneral rents with the royalties nakes interpreting the
anount of royalties even nore difficult.

M5. MATTHI AS answered that upcom ng slides have nore information
on royalties. She clarified that the $13.5 [million] royalty
nunber is a grouping for this report, and it does break out to
the rents, royalties, and the annual |abor fees that are paid on
cl ai ms. She restated that she could provide a copy of the
report to the conmttee.

9:12: 44 AM

REPRESENTATI VE HAWKER thanked the testifiers on trying to get
the legislature focused on total governnent take. He stated his
hope was that soneone at the Departnment of Revenue (DOE) is
listening to this presentation and understands the inportance of
presenting to the conmttee this kind of information in terns of
total government take so that decisions nmade are holistic, not
myopi ¢ and uni nf or med.

REPRESENTATI VE JOSEPHSON asked Ms. Matthias if the cost of the
permts are included in the RSAs.

M5. MATTHIAS replied that the state bills the conpany for
permtting work, oversite during operations, and nonitoring.

REPRESENTATI VE JOSEPHSON asserted that the RSA should not be
included in the chart [slide 16] as it is a cost that Al aska has
to absorb and is different fromthe other elements in the chart.

M5. MATTHI AS confirnmed that the RSA does not go into the general
fund for use in other areas; however, from the conpany's point
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of view all of the costs paid to governnent are part of the
expenses of doing business in Alaska. Therefore, it 1is
extrenely inportant from both the industry point of view and the
i nvestor point of viewto understand all of the costs.

9:14:41 AM

M5. MATTHIAS referred to slide 17, titled "State Revenue > State
Costs" and asked the question, "Were does that $87.3 mllion
go?" The graph on slide 17 cones from the "Fiscal Effects of
Commercial Fishing, Mning, & Tourism \Wat does Al aska receive
in revenue: Wat does it spend?" released by the Institute of
Soci al and Econonmi ¢ Research (I SER) in January of this year.

M5. MATTHIAS stated that for the mning industry, the vast
majority of revenue that cones to the state for mning goes into
the general fund and can help pay for schools, roads, and public
safety. She further stated a very snall percentage is used by
the state to nmanage the operations for working wth the
industry. She maintained that it is inportant to underline that
mning in Alaska is highly regul ated, but because of the RSAs,
that oversite is billed to the conpany rather than borne by the
publi c.

M5. MATTHIAS, noving on to slide 18, titled "How Does AK
Conpare?" warned that it is not valuable to |ook at any paynent
in isolation because it is the total that matters to the
conpany's bottom line and to the investnment comunity. Looki ng
at one part in isolation could end up wth a msleading
conclusion. A higher royalty in one place mght be offset by a
| ower mneral license tax or by no corporate incone tax.

M5. MATTHI AS asserted that it was inportant also to recognize
that Alaska is the only state with multiple use state land. The
state received nmllions of acres fromthe federal governnent for
whi ch the mneral potential was conpletely unknown. She all eged
that having a lower royalty [rate] encourages explorers to risk
their capital in an attenpt to find mneral sources that can be
devel oped, thus adding to the state's econony. She added that
an attractive royalty rate encourages exploration of this vast
anount of unknown |land to see if deposits can be found and could
be turned into producing mnes for the good of the state in
terms of jobs, economic activity, and opportunity. She
concluded that Alaska is wunique in having the potential for
mnes on state land; therefore, state royalty is in sone ways a
uni que Al askan i ssue. Lots of mnes are on federal |and or
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private land, but there's no royalty to the state if the state
is not the | and owner.

9:17:24 AM

M5. MATTHIAS then explored net income using slide 19, titled
"How is net incone calculated?" She maintained that Al aska is

very prescriptive on deductible expenses. She referred to the
first sentence "G o0ss revenue=net snel ter revenue" and
reiterated that this is not the same as the world price for the
refined product. She defined "net snelter revenue" as a

negoti ated price between the seller, the mning conpany, and the
snelter or refiner mnus the cost of transportation to get the
material fromthe mine to the snelter or refiner.

REPRESENTATI VE JOSEPHSON i nqui red about the cost of transporting
the product to the snelter and stated his understanding that it
was not a great cost. He asked if the cost varied a |ot.

M5. MATTHIAS contended that cost depends on what is being
transported, the nopde of transportation, and the distance
transport ed. For this reason the net snelter revenue is mnus
the cost of transportation.

REPRESENTATI VE SEATON asked what would be the "point of
production” for a mne selling a concentrate in calculating the
net income anount.

M5. MATTHI AS responded by saying the nine receives the val ue of
the product when it l|eaves the mne to go to the snelter or
refinery, as negotiated with the snelter or refinery.

REPRESENTATI VE SEATON asked if the "net snelter return" was the
val ue of the product at the point of sale.

M5. MATTHIAS confirned that for the mnes in Alaska that is
correct.

9:21:12 AM

M5. MATTHIAS returned to slide 19 to nmke a second inportant
point, which was that the initial and ongoing exploration costs
for the one-tine $20 mllion credit opportunity for new mnes is
not a deductible expense, nor is the cost of permtting. The
assets devel oped prior to production, however, can be
depr eci at ed. These include the mlling and canp facilities and
pi eces of equipnent. She stressed that these costs are
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significant. As an exanple, Pogo spent $50 million |ast year

and $50 million the year before in additional exploration to
further define its ore body and ideally prolong the life of its
m ne. It was an investnent to inprove the chances of success,

but again, she stressed, these are not deductible expenses for
net incone.

REPRESENTATI VE  JOSEPHSON asked  Ms. Matthias to describe
conceptually the difference between depreciation and depl etion.

M5. MATTHI AS responded that depletion is a way of depreciating
an asset. She quoted from the U 'S. Geological Service
publication, "Mnerals Commodity Sunmaries 2015 Appendix B
whi ch read as foll ows:

The depletion allowance is a business tax deduction
anal ogous to depreciation, but which applies to an ore
reserve r at her t han equi pnent or producti on
facilities. Federal tax law allows this deduction
from taxabl e corporate inconme, recognizing that an ore
deposit is a depletable asset [that nust eventually be
repl aced. |

M5. MATTHIAS reiterated that depletion is not a tax credit but a
form of depreciating an asset, which is the ore body.

9:24: 05 AM

REPRESENTATI VE TARR asked what happens in a scenario where
continued exploration work would find a new opportunity and how
the value of that asset would be assessed at that tine to
i ncorporate the depletion.

M5. MATTHIAS replied that the question involves accounting and
math that is beyond her capacity, but she stated she would be
happy to provide nore information.

9:24:42 AM

REPRESENTATI VE SEATON asked what the effect was of wusing "cost
depletion”™ and "resource depletion® on net inconme before the
percent age cal cul ati on of tax.

M5. MATTHI AS responded that discussion of the cost versus
percent age depletion requires an accountant, and since she does
not have those skills, she would have to follow up on this with
hi m
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REPRESENTATI VE SEATON returned that he thinks that [cost
depletion and resource depletion] are inportant concepts, as
they are major factors in how much can be deducted from net
income and can be considered applications of the percentage of
tax that mnes don't have to pay, because the tax is directly
related to the net incone.

M5. MATTHIAS agreed that they are deductions from net incone
because they are costs that are borne, just |ike wages are a
deduction from net incone. They reflect the significant
i nvestnment that has gone into bringing the mne into production,
whet her the exploration costs or the permtting costs, both of
whi ch are depreciated |like an asset as in other industries. She
nmenti oned again that the question was beyond her capacity but
she would make sure that soneone is able to give nore
i nformation.

REPRESENTATI VE SEATON stated that he realized that cost
depletion does not allow for tax to be offset nore than 50
percent, but further conceded that he was not sure of the
percentage of offset due to resource depletion, and he asked
that Ms. Matthias obtain that information as well.

9:27: 59 AM

M5. MATTHIAS returned to the PowerPoint to discuss slide 20,
titled "Major Metal-Mning Areas.” The U. S. Ceol ogical Service
map shown in this slide conpares major nmetal mning states in
the country. She pointed out the |eaders, Arizona and Nevada,
whi ch have significantly nore nmetal mning than many of the
other states in the country. She asserted that if Al aska wants
to be a l|eader, attract investnent, increase the mning
i ndustry, and increase jobs and opportunities for Al askans, then
mneral tax conparisons with these two |eaders is helpful.
Nevada, she pointed out, has 5 percent net proceeds tax, no
corporate income tax, 2 percent gross payroll tax, and property
and sal es taxes. Referencing Arizona on the chart, M. Matthias
explained that what is shown as "gross value" is "net proceeds
tax" as well. The tax is on the difference between the gross
val ue and the production cost.

REPRESENTATI VE SEATON asked if "net proceeds tax" in this chart
was j ust another way of saying "net snelter return.”

M5. MATTHI AS replied that each state has a different way of
calculating net inconme and repeated that Al aska has specific
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rul es about what can and can't be considered an expense. Bot h
Nevada and Arizona have their own definitions of "net proceeds
tax," and she acknow edged that since the wording differs from
state to state, conparisons are difficult.

REPRESENTATI VE SEATON asked if the sales taxes were on the sale
of either the concentrate or the mneral.

M5. MATTHI AS answered that the sales tax was on the goods and
services that are subject to sales tax and are purchased by the
m ning conpany in the state. In Nevada, sales tax is one of the
| argest portions of the total governnent take.

REPRESENTATI VE SEATON asked for reassurance that [sales tax] did
not represent tax on the sale of the mneral sold.

M5. MATTHI AS confirmed that to her know edge that was correct.
9:31:11 AM

M5. MATTHI AS resuned her presentation. She nmintained that even
though information has been provided about Womng, South
Dakota, Wsconsin, and Colorado, she has chosen to do the
conparison with only the major netal mning states of Arizona
and Nevada, rather than the other four, which are not major
netal mning states.

IVS. MATTHIAS referred to slide 21, titled " Sel ect ed
International Mning Incone Taxes - Top Rate,"” to illustrate the
i npact of federal tax on the mning industry in Al aska conpared
with other countries. This chart shows Alaska to be
significantly higher for corporate incone tax predom nantly
because the U S. federal corporate tax is one of the highest in
the devel oping world, at 35 percent. She conpared the U S. tax

rate with Canada's tax rate of 15 percent. Any conpany that
does business in Alaska or the U S, whether foreign or
domestic, is subject to US tax laws and pays that federal

corporate tax.

M5. MATTHIAS then turned to slide 23, titled "Corporate Tax
Rates,"” to nmake the conparison between Al aska and other states,
which are all subject to the 35 percent federal [tax] rate but
have different state [tax] rates added to them Alaska's [tax]

rate is one of the highest at 9.4 percent. The chart conpares
Al aska with other mneral mning states and two Canadi an m nera
m ning provinces. |In Canada, as she pointed out, the provincia

tax rate is high, but it is tacked onto a |low federal tax rate.
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M5. MATTHIAS further enphasized the tax burden on the mning
industry in Alaska by adding the federal corporate tax rate of
35 percent to the state [tax] rate of 9.4 percent, and then
adding on the seven percent Alaska mning license tax and the
three percent royalty [rate] if the mne is on state land. The
total percentage governnent take then cones to alnobst 55
per cent .

9:34: 29 AM

M5. MATTHIAS referred to slide 24, titled the "Fraser Institute
Survey 2014," to answer the question "How is Alaska doing in
being a conpetitive environnent for attracting investnent to the
state for mning?" The Fraser Institute does an annual study of
m ning executives all over the world who have know edge of
jurisdictions for their perceptions of the various aspects that
nmakes a region or jurisdiction attractive or not for investnent
in mning. She conceded that it is just a survey of perception,
yet maintained that the results track over tine and reflect
where actual dollars are spent, so it remains a val uable tool

MS. MATTHI AS directed the commttee's attention to the "'Pure

M neral Potential”™ colum of the table to illustrate Al aska's
ranki ng assum ng a best practices policy reginme. In 2014 Al aska
ranked third; last year it ranked first, and it always ranks at
or near the top. She went on to say that |ooking at "Policy
Perception,”™ which includes taxation, the regulatory regine,
political stability, |abor issues, and trade barriers, Al aska
ranks twenty-third. She concluded that even wth the best
deposits in the world, low policy perception hinders attracting
i nvestment and conversely, the best policies will not overcone

poor deposits for attracting investnent.

M5. MATTHIAS noved onto to slide 25, titled "Fraser Institute
Survey 2014," to look at an additional neasure of overal
investment attractiveness, which is in terns of the "pure
m neral potential” to "policy perception" ratio. Pure m nera
potential" is weighted at 60 percent and the "policy perception”
at 40 percent for this ratio. Last year Al aska ranked tenth
anong other countries and states and fifth the year before. M.
Matthias concluded that since the nine jurisdictions that
surpassed Alaska in this ranking were all in devel oped countries
and subject to nodern environnental laws, there is no reason
Al aska cannot conpete with them in investnent attractiveness.
Al aska has the deposits, but she contended that the policy
per cepti on has di sadvant aged Al aska.
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9:37:30 AM

REPRESENTATI VE JOSEPHSON asked Ms. Matthias why Wom ng does not
have mgjor netal mning areas according to the previous map but
is ahead of Alaska in the current |ist.

M5. MATTHI AS explained that the institute looks at all mning
for this ranking, including coal and other non-netal m ning.
She pointed out that the pure mneral potential is not the best
wei ghted ratio because it doesn't take into consideration the
current environnment on the ground. Therefore the institute al so
asked the mning executives about current mneral potentials.
| nstead of assum ng the best possible mning policies, they were
asked what they thought of the jurisdiction under the current
policy environnent and whether they thought it encouraged or
di scouraged m ni ng. Al aska, in 2014, ranked twenty-eighth for
this survey, down from eleventh in 2013 and sixth in 2012. She
recommended that the |egislature be aware of and concerned about
this dowward trend and, considering [Alaska's m ni ng]
potential, charged them with asking what is being done to
attract the investnment and grow the industry. She offered that
it is one of a few industries to have the potential to double
and, therefore, could be part of the solution to Al aska's need
for economc diversity.

9:39:46 AM

REPRESENTATI VE JOSEPHSON commented that although it is not the
fault of the mning industry, Alaska is so used to dealing in
multiple billions of dollars from the oil industry that the
revenue picture of mning pales in conparison, even if the
m ning industry doubled. He said Al aska does need to diversify,
and he opined that anyone who denies that is appropriately

mar gi nal i zed. He suggested that from a public relations
standpoint, this is something Ms. Matthias and CAP need to think
about . He suggested that it was hard to think of the mning

i ndustry figures outside of this conparison.

M5. MATTHI AS conceded that she could not agree nore. She stated
that the two industries are so different and the scale is so
different. She clained, however, that the mning industry's
perspective was at the local |evel, and she cited exanples. She
noted the inportance of Fort Knox to Fairbanks, with Fort Knox
being the largest single property tax payer in Fairbanks
enpl oying nore than 600 Fairbanks residents. In Juneau the two
| argest taxpayers are mnes, Kensington and Geens Creek, an
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i mpact which gives a different view of conparing mning revenue

with oil and gas revenue. Red Dog is an incredible econonc
engi ne for Northwest Al aska. She concluded by saying that at
the local level, those jobs, opportunities, and Ilocal tax

revenues are absolutely vital to the health of the comunities.
She went on to say she would never argue that mning could

surpass oil and gas for overall economc inpact, but because
Al aska needs economc diversity, mning, fish, and tourism are
all inportant to provide that value at the |ocal [evel

9:42:15 AM

REPRESENTATI VE TARR asked to what M. Mtthias attributes the
change in public policy perception, since Al aska has not been
contenplating any changes in mning taxes over the l|ast few
years.

M5. MATTHI AS responded with two reasons: the inpact of the
changi ng regul atory environnment and the back and forth change in
oil tax in Al aska that has introduced an elenment of doubt about
the tax reginme causing international investors to wonder if that
could happen in the m ning industry.

REPRESENTATI VE TARR asked Ms. Matthias to give specifics on the
regul atory issues to which she alluded in her answer, asking if
the water rights issue was a factor and what other regulatory
i ssues were factors.

M5. MATTHI AS agreed there were federal regulatory issues that
have had a mmjor inpact, but also state regulatory issues,
including recent water rights decisions, which were made in the
Chuitna Coal Project in |late 2015, and those in the Bristol Bay
region in Decenber 2015. These projects are not factored into
the survey results although the applications have been on the
record for some tine. She contended that the State of Al aska
has been very "bullish” on the potential of mneral devel opnent
from a policy perspective for nmany years and cited Governor
Wal ker's statenment in slide 26, titled "Potential," as further
confirmation of a positive attitude toward the potential of
mning in Al aska.

REPRESENTATI VE TARR stated that she appreciated Ms. Matthias's
comment because of the high profile legislation over a two-year
period addressing the issue about water reservations, and
expressed relief that it didn't have a significant inpact.
Representative Tarr went on to ask what can be done by Al aska to
i npact the federal regulatory environment.
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M5. MATTHIAS replied that the state has done a nunber of things:
court cases; work by the congressional delegation on federal
regul atory issues; and Al askans voicing concerns about federal
regul atory issues. She stated that she felt the m ning industry
has had trenendous support from the state to help the federa
agenci es understand what makes Alaska unique and to try to
i npose accuracy and reality into a process that is designed in
Washi ngton, D.C., for the entire country, wthout realizing that
t he standard approach does not work in Al aska

REPRESENTATI VE TARR requested the need for specific exanples to
back up conplaints regarding federal regulatory issues so that
she coul d be better inforned.

M5. MATTHI AS replied that CAP would be happy to provide a |ong
list of particular exanples and would follow up.

9:46: 58 AM

M5. MATTHI AS referenced "Alaska's Mneral Industry Report” on
slide 27, put out by DNR and DCCED. The chart shows that the
gross production value, which is nore than what the conpanies
actually receive in aggregate, has decreased 4 percent between
2013 and 2014. Estimated revenue to the Al askan municipalities

has al so gone down. She pointed out that a small change in
commodity prices and production can have a big change in net
i ncone because of so many fixed operating expenses. She

directed attention to the decline in exploration spending of 45
percent between 2013 and 2014, which greatly reflects the inpact
of |l ower comodity prices.

9:47: 56 AM

REPRESENTATI VE HAWKER requested Ms. Matthias return to slide 26
to discuss the concluding statenment: "Are the right policies in
pl ace to encourage devel opnent and production of critical and
strategic mnerals in Al aska?" He alluded to the presentation of
the proposed legislation [HB 253] by the admnistration, which
gave the committee [the administration's] analysis of the
i npacts of the tax proposal.

REPRESENTATI VE HAWKER addressed his first question to M.
Mat t hi as. He drew attention to slide 9 of a PowerPoint
presentation titled "New Sustainable Al aska Plan: Pul 1'i ng
Together to Build Qur Future,” which was presented during the
House Resources Standing Conmttee 2/15/16 hearing on HB 253.
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He noted that the inpact analysis for large and profitable
mnes, on slide 9, reported that "nost income falls above
$100, 000, so effective tax rate goes up from 7 percent to 9
percent,"” and that "in 2014, 13 entities paid at this level."
He reiterated that this was the sum total of the entire
rationale this commttee was given for supporting this

| egi sl ati on. H's question to M. Mtthias was whether only
noting that the tax rate goes up 2 percent was a sufficient
i npact analysis in order to truly understand what will happen to

the [mning] industry.

M5. MATTHI AS responded that she and CAP believe there needs to
be greater understanding of how the figures were arrived at and
what the inpact would be. She further disclosed that it was
concerning that it is billed as a 2 percent increase, but as
t hey have di scussed and as Co-Chair Talerico has made clear, the

actual paynment goes up 29 percent, or 28.5 percent. This is a
significant increase when comobdity prices are really putting a
crunch on operations. Menbers in her organization have

expressed concern that there is a tipping point that can go into
neutral or negative cash flow that greatly inpacts their ability
to be successful. She went on to say that because of such high
i nvestment costs, the ability to nake a profit and recoup that
i nvestment i s huge.

REPRESENTATI VE HAWKER prefaced his next question to Ms. Matthias
by saying that the admnistration's presentation identified
large mning projects in Alaska, and the presentation included a
footnote which said "operation is tenporarily suspended” in
regard to the Nixon Fork Mne. He asked why the N xon Fort M ne
was suspended.

M5. MATTHIAS answered that it was suspended for economc
reasons. The m ning conpany was not able to continue production
under the current economc conditions and netal prices. There
were no regul atory problens associated with the suspension. The
suspensi on was tenporary due to the fiscal environnent and |ack

of incom ng revenue. She enphasized that the situation is not
unique, nor is it an easy decision for the mne to nake since
i nvestnment and financing bills are still comng in.

9:52: 24 AM

REPRESENTATI VE HAWKER directed his next question to M.
Crockett. He drew attention once again to slide 9 of the
Power Poi nt presentation titled "New Sustainable Al aska Plan:
Pulling Together to Build Qur Future,” and namintained that the
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i npact analysis provided by the adm nistration to the conmmttee
for [HB 253] as it relates to small mning operations states
that there is "little or no effect in tax rate change; however,
removing the 3.5-year exenption may deter sonme future mnes.”
He questioned whether that was a sufficient inpact analysis for
the commttee to understand how the legislation will affect the
smal | m ning operations.

VS. CROCKETT relayed that the AMA appreciates that the
Department of Revenue (DOR) understands the renoval of the 3.5-

year exenption would affect small placer mnes. In a snall
project an entrepreneur has taken a ganble on whether the
project will work and invested everything to nove it forward.

Neverthel ess, the inpact analysis is not the full picture, and
does not give her what she needs to represent [the mning
i ndustry] on the proposed | egislation.

REPRESENTATI VE HAWKER went on to say that the other inpact that
the Departnent of Revenue provided was the revenue inpact, which
is the collection of an additional $6 mllion nore per year,
starting in 2018, and $25,000 nore in fees. He noted that this
revenue inpact does not account for any changes in mning
activity. He asked Ms. Crockett if this analysis as presented
shoul d have accounted for inpact of changes in mning activity
or if she believes passing this bill wll not result in any
changes in mning activity for themto consider.

M5. MATTHI AS replied that she agrees that CAP would |like to see
greater study of inpact and how [the administration] canme to the
conclusions that there would be no inpact due to changes in
mning activity.

REPRESENTATI VE HAVWKER t hanked her and expressed appreciation for
the presentation.

9:54: 56 AM

M5. MATTHIAS showed slide 28, titled "Are W Attracting
| nvest nent ?" which she said suns up the points she nade on the
i nportance and value of mining in the state. These points were
that it is harder to conpete for investnent dollars and Al aska
has challenges in terns of infrastructure, distance, and
transportation costs. She concluded that the one thing that the
State of Alaska does have control over are the policies on

taxation and revenue. She asked if Alaska is making decisions
that will attract investnment and grow the industry to provide
nore jobs and revenue in the long term Utimately, she
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contended, limted capital wIll go to jurisdictions that
encourage m neral devel opnent . Al askan communities and
thousands of mners and their famlies depend on a healthy
m ning i ndustry.

9:55: 53 AM

REPRESENTATI VE SEATON referred back to slide [25] regarding the
encour agenment or discouragenent of the mning industry. He
asked how |lowering taxes on the oil industry was seen as a

negative to the mning industry for encouraging or discouraging
mning in the state.

M5. MATTHIAS answered that the oil tax rate has changed in

Alaska multiple times and investors |ook for certainty. They
are looking for signs that if they nmake a huge investnent, there
isn't going to be a massive change that wll inpact their
i nvest ment . She stated that although Senate Bill 21 passed,
there was a huge canpaign to repeal it which shows a |lot of
uncertainty. | nvestors look to see if Alaska is a jurisdiction
with a stable tax regine. The changes and enotional canpaign
related to oil and gas taxation causes concern for other

industries in the state and affects the overall perception of
attractiveness of the state for investnent in general and the
stability of taxation.

9:58: 36 AM

REPRESENTATIVE HAWKER said he has had a long ongoing
conversation in his legislative career with Ms. Matthias on the
subject of Alaska's royalty production tax and total governnent
take structure on the mning industry. He acknow edged that he
has been very critical of the adm nistration's job of devel oping
and presenting a rational argunent for its legislation, and he
stated his belief that the State of Alaska really does need to
reconsider the nechanisnms wused for the matrix of royalty
production taxes and total governnent take. He also stated that
he has been very concerned about net incone-based royalty with
the all owance of exploration credits against that royalty. He
affirmed his belief that it is inappropriate for anyone to
renove a natural resource from the State of Alaska w thout
| eaving [Al aska] sonmething for it, and he warned that net profit
basis allows billions of dollars of the state's non-renewabl e
resource wealth to be taken out on the hope that "we get
sonet hing at the backend." He re-enphasized the inportance of a
holistic approach to the "total governnment take val ue chain that
is involved here." He contended that his desire was to continue
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to work with mning industry representatives, to think this
through, and to find a truly conpetitive fair share nechanism
that is founded upon total governnment take and assures that
every ounce of natural resources that is taken from the state
results in the state getting its fair share.

10: 01: 03 AM

REPRESENTATI VE JOSEPHSON commented that relative to changes in
oil and gas tax, while he understands that the perception from
the industry mght be that the referendum created uncertainty,
his thoughts about that exercise - that is the election held in
August 2014 - was that it was a thoroughly Anerican exercise in
every respect. He stated that is sonething he doesn't want to
change regardless of i ndustry reaction; the process of
initiative referendum dates back to Teddy Roosevelt and is built
into the Constitution of the United States.

REPRESENTATI VE JOSEPHSON referenced slide 27 and further
commented that he understands that mineral value is nothing like
the profit that is taken by the mning industry, and he also
understands that [profit information] is proprietary, yet he
| ooks at $3.5 billion [mneral value figure] in relation to $6
mllion tax. He admitted his reaction is a reflection of his
el ementary view of the information and need for nore study. He
insisted that he still does not understand the inpact on the
[mning] industry and remains puzzled at the idea that in
today's commodity prices, it is $6 mllion of tax spread through
five hard rock mning sites, and he wonders if that is a deal-
breaker [for the m ning conpanies].

M5. MATTHI AS replied to Representative Josephson by promising to
provide him with nore explanation of the difference between
gross production value and the reality of what is received in
the state to the extent that she can given the confidentiality
of these very tough negotiated deals with the snelters and the
refiners. She further agreed that having nore information about
how hard it is to do business in Al aska mght put that overall
gross production value in better context.

10: 03: 58 AM

REPRESENTATI VE TARR indicated that wi thout specific exanples, it
is challenging to understand the inpact of any changes that
would make the mnes less promsing at a tinme of low profit
margin due to conmodity prices. She attested that she is a
supporter of the industry considering the good-paying jobs and
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[ positive] inpacts on |ocal communities. She recogni zed areas
where the [mning] industry may be in conflict with the sal non
[industry], but otherwise said she sees opportunities, I|ike at
Donlin Creek with the potential for energy transm ssion. She
asked the presenters to help the commttee nenbers understand
instances where mning profit is on the margin and operations
hi nder ed.

MS. MATTHI AS responded that she and Ms. Crockett would do their
best to provide the commttee with nore information.

10: 05: 32 AM

REPRESENTATI VE SEATON told the testifiers that he appreciated
them coming forward to talk to the comrmttee and pledging to
provide nore information as requested. He nentioned that the
[mning] industry calculates its own taxes and DOR audits the
taxes, and the legislators are unable to get information from
DOR on single tax-payer specific information. Consequently he
said he appreciates the AMA providing this needed additional
i nformati on.

[ HB 253 was hel d over.]

10: 06: 48 AM

ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 10:07 a.m
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