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Juneau, Al aska
PCOSI TI ON STATEMENT: Answer ed questions regarding CSSB 125(RES)
on behalf of the prime sponsor, Senator Costell o.

TOM WRI GHT, St aff

Representative M ke Chenaul t

Al aska State Legislature

POSI TI ON STATEMENT:  Assisted in introducing HB 282 on behal f of
the prinme sponsor, Representative Chenault.

ED FOGELS, Deputy Conmi ssioner

O fice of the Conm ssioner

Department of Natural Resources (DNR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: During the hearing of HB 253, answered
guestions related to proposed anmendnents.

BRANDON SPANCS, Deputy Director

Tax Divi sion

Departnent of Revenue (DOR)

Anchor age, Al aska

POSI TI ON  STATEMENT: During the hearing of HB 253, answered
guestions related to proposed anmendnents.

JERRY BURNETT, Deputy Director

O fice of the Conm ssioner

Depart ment of Revenue (DOR)

Anchor age, Al aska

PCSI TI ON  STATEMENT: During the hearing of HB 253, answered
guestions related to proposed anmendnents.

ACTI ON NARRATI VE
1: 02: 48 PM

CO-CHAIR DAVID TALERICO called the House Resources Standing
Commttee neeting to order at 1:02 p.m Representatives Seaton,
Chenault (alternate), d son, Josephson, Tarr, Nageak, and
Talerico were present at the call to order. Representati ve
Herron arrived as the neeting was in progress.

SB 125- LEG SLATI VE MEMBERS OF AGDC BOARD

1: 03: 31 PM
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CO CHAI R TALERI CO announced that the first order of business is
CS FOR SENATE BILL NO 125(RES), "An Act adding legislative
nonvoting mnenbers to the board of directors of the Al aska
Gasl i ne Devel oprment Cor poration.”

1: 04: 15 PM

SENATOR M A COSTELLO, Al aska State Legislature, paraphrased from
her sponsor statenment, witten as follows [original punctuation
provi ded] :

Senate Bill 125 anends state law by adding two
| egislators as ex-officio (nonvoting) nenbers to the
Board of Directors of Alaska Gasline Devel opnent
Cor poration (AGDC).

As the AKLNG project noves forward, the State of

Alaska will face increasingly conplex financing and
policy decisions. AGDC is the state’'s primry
representative in the project and wll be a focal

point for these discussions in the comng years. It is
essential the state have a transparent, clear decision

making process in place. Senate Bill 125 helps
acconplish this by giving all parties a seat at the
t abl e.

The AGDC Board of Directors currently consists of five
public nmenbers appointed by the Governor and two
commi ssioners of state departnents. The conmm ssioners
for the Departnment of Revenue and Departnent of
Nat ural Resources are prohibited from serving on the
board. Having legislators participate in an advisory,
nonvoting capacity adds experience and continuity to
the board. Legislators understand the type of budget
decisions that will be needed to neet the state’s cash
calls for a gasline project, and would be hel pful for
di scussions on project financing. Senate Bill 125 w ||
also increase collaboration on the project as any
contract over two years in duration nust be ratified
by the Legi sl ature.

SENATOR COSTELLO stressed that the inportance of the gasline
cannot be understated. Al askans are following this project and
during the l|last session the legislature received updates from
AGDC. She described it as a generational project, one of the
| argest engineering projects in the world, and said this bill

will help facilitate conmmunication and teamwrk between the
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| egi slature and the AGDC Board and nove this inportant project
forward. G ven the inportance of the project, she said there is
a need for transparent and clear decision making and the best
way to make these decisions is to give all parties a seat at the

state's table. Having legislators wll provide perspective,
institutional know edge, and continuity; for exanple, six of the
seven ACGDC board seats turned over during the past year. The
precedent in legislators serving on the board is that
| egislators currently serve on over a dozen state boards and
comm ssions, including the Knick Arm Bridge Authority, the
Al aska Aerospace Corporation, and the Al aska Seafood Marketing
I nstitute. Each of those boards has two legislators as

nonvoting ex officio menbers and serving as nonvoting nenbers
al l eviates any constitutional concerns. The AGDC s m ssion and
authority has expanded greatly during the past six years and has
evolved to be the focal point of state decision making on
devel oping |iquefied natural gas on behalf of the state. It is
important that the structure of organizations such as this are
able to adapt to the types of decision nmaking needed for a
project of this magnitude. Legi sl ators understand the type of
budgeti ng deci sions necessary to neet the state's cash calls and
it would be helpful to have two legislators there to listen and
participate in those discussions. Legislators at the table also
lets policy makers better understand the ADGC Board's view of

the business decisions facing the state. She reiterated that
the gasline is one of the nobst inportant projects the
| egislature has before it and this bill pronotes further

cooperation, teamwrk, and collaboration between the nenbers of
t he ADGC Board and the | egislature.

1: 08: 35 PM

REPRESENTATI VE SEATON asked how the sponsor addresses the
prohibition of legislators holding dual offices wunder the
constitution and |legislative nenbers being in the executive
br anch.

SENATOR COSTELLO responded that the bill was anended to require
that legislators would not be paid per diem or receive any sort
of financial benefit. Wen |ooking at the separation of powers
anong the branches, it is the judicial branch that would weigh
in as to whether or not there is a constitutionality issue. She
rem nded the nenbers of the precedent of nenbers sitting on
boards and corporations and if that is an issue, it may be
sonething that is taken up as a group.
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REPRESENTATI VE SEATON put forth that many of the topics that
woul d be discussed would require confidentiality. He asked
whet her t he | egi sl ators woul d be expect ed to sign
confidentiality statenents and how would they share information
back to the | egislature.

SENATOR COSTELLO responded that she is aware of only one nenber
of the AGDC Board, currently, that has signed a confidentiality
statenent and, therefore, if it is not an issue for the current
menbers on the board she does not see why it would be an issue
for ex officio nmenbers.

1:11: 01 PM

REPRESENTATI VE JOSEPHSON asked whether nenbers of the Al aska
Aer ospace Devel opnment Corporation and Al aska Seafood Marketing
Institute (ASM) are appointed by the executive branch.

SENATOR COSTELLO answered that she is wuncertain but believes
they are appointed by the | eadership in the House and Senat e.

REPRESENTATI VE  JOSEPHSON inquired whether there are any
conpeting | egal opinions fromany source.

SENATOR COSTELLO responded that under [South Carolina v. Public
Interest Foundation and Edward D. Sloan v. South Carolina
Transportation Infrastructure Bank, 379 S.C. 160, 169, 666
S.E.2d 236, 241 (2008)], the court decided in favor of ex
of ficio menbers who serve in the legislature also serving on the
board. State courts are currently split on the issue, she said.

1:12: 23 PM

REPRESENTATI VE SEATON surmised that in the event the appointees
are challenged, it would probably go through a long |Iegal
process. He asked whether that would nmean ADGC woul d either be
at risk at having any of its decisions overturned or would not
be able to nake any decisions until the |awsuit was resol ved.

SENATOR COSTELLO reiterated that these ex-officio nmenbers would
be nonvoting and if this bill were to pass, any decision nade by
the board would be nade by the voting nenbers of the board and
not the two listening participating nmenbers who are there sinply
to have a seat at the table. The spirit in which the bill has
been offered is for cooperation and conmunication, so she does
not see why that would be an issue.
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1:13: 33 PM

REPRESENTATI VE JOSEPHSON referred to how the AGDC has evol ved
and asked whether the board in its present iteration happened in
2013 as part of Senate Bill 21. He further asked whether part
of the argunment is that that section of Senate Bill 21 needs
reform

WESTON El LER, Staff, Senator Ma Costello, Alaska State
Legislature, offered his belief that Representative Josephson is
referring to the changes that were nmade to the Al aska Gasline
Devel opnent Corporation with passage of Senate Bill 138 in 2014.
That bill outlined and structured the Al aska Gasline Devel opnent
Corporation (AGDC) as it is currently arranged.

1: 14: 44 PM

REPRESENTATI VE HERRON i nquired about the catalyst and need for
this | egislation.

SENATOR COSTELLO answered that |ast session it becane evident
that the communication and transparency anongst the interested
parties could be inproved. The inpetus for this bill is to help
wi th conmmunication and certainly if there were two legislators
sitting on this board as ex officio |listening and participating
menbers it would add to the conversation. She said she has
heard from nenbers of the legislature, currently sitting on
other boards and corporations, that their participation is
viewed as aiding the discussion and an asset to the corporation.

1:15: 58 PM

REPRESENTATI VE JOSEPHSON recalled that Representative Tarr and
he attended an ADGC neeting with a nunber of senators. He asked
whether there is any reflection in attendance by the 60
| egislators of interest in those neetings as they are happening.

SENATOR COSTELLO replied there is extreme interest in what is
happeni ng at AGDC board neeti ngs. However, the board goes into
executive session that cannot be attended by anyone el se, and as
the people's branch of governnent it is incunbent upon the
| egislature to be there. She noted the concerns focusing mainly
on the role of the legislature and its participation, but
pointed out that the role and scope of the project is of such
magni tude it warrants a |l egislative view.

1: 18: 06 PM
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COCHAIR TALERICO commented it would appear that wth the
nonvoting, unconpensated capacity this does not appear to be
advi sory as nuch as the |egislature having a comrunication |ine
open for Dbetter transparency and comunication between the
| egislature and the board. He asked whether that was the
sponsor's intent with this |egislation.

SENATOR COSTELLO responded yes. She said it is comon worl dw de
for corporations to have what would be considered view ng
participating nenbers who do not vote but are there as part of
t he di scussion and |i stening.

1:19: 05 PM

REPRESENTATI VE TARR said she does not have a problem w th addi ng
| egi sl ators because the role wuld be nonvoting nenbers.
However, she noted, if the board goes into executive session and
the legislative nenbers are able to participate, there is no
mechanism for that information to be shared wth other
| egi sl ators. In the wevent the legislative nenbers were
participating and there was a clear conmmunication breakdown,
whet her or not there is a way to make it a greater asset for the
legislature in the sense that it could then, perhaps through
executive session of the legislature, learn the information.

SENATOR COSTELLO answered that the ex officio nonvoting
| egi sl ative participants would be under the sane guidelines as
the rest of the board so would not necessarily be able to share
the information. She described it as a confidence building
effort to have the |legislative branch in those neetings.

1: 20: 42 PM

[ CSSB 125(RES) was hel d over.]

1:20: 52 PM

The commttee took an at-ease from1:20 p.m to 1:21 p. m

HB 282- AGDC BOARD COF DI RECTCRS

1: 21: 44 PM
CO- CHAI R TALERI CO announced that the next order of business is

HOUSE BILL NO 282, "An Act relating to the board of directors
of the Alaska Gasline Devel opnent Cor por at i on; addi ng
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| egi slators as nonvoting nenbers of the board of directors of
the Al aska Gasline Devel opnment Corporation; and providing for an
effective date."

1: 21: 48 PM

REPRESENTATI VE CHENAULT, prinme sponsor of HB 282, advised that
the bill has two provisions, one of which Senator Costello
identified when speaking about CSSB 125(RES). The second
provi sion, he advised, would anend AS 31.25.020(b) and would
require the governor to appoint four of the five board nenbers
of the Al aska Gasline Developnment Corporation (ADGC) who have
experience and expertise in natural gas pipeline construction,
operation, marketing, finance, |arge project nmanagenent, or
ot her expertise and experience that is relative to the purpose,
powers, and duties of AGDC. One board nenber is not required to
have the expertise previously outlined. He explained that the
original |anguage established under Senate Bill 138 for board
menber appointnment qualifications was perm ssive. Currently,
the board consists of five public nmenbers and two departnental
conmi Ssi oners. He noted that the conmmissioners from the
Department of Revenue (DOR) and the Departnment of Natural
Resources (DNR) are prohibited fromserving on the board.

REPRESENTATI VE CHENAULT advised that the original intent of
House Bill 369, House Bill 4, House Bill 9, and Senate Bill 138
was to have a board free from political interference and
i nfluence, and to nmake decisions based on the state's and AGDC s
best interests. However, this has changed in the |ast few years
as nost of the board nenbers do not have the qualifications of
previ ous board nenbers, nor have the expertise that was sought
under Senate Bill 138. Once pre-front-end engineering design
(Pre-FEED) is conpleted and if the decision is made to advance
to front-end engineering design (FEED), it is inperative that
the AGDC board be conprised of nenbers who provide the best
expertise available. Governor Bill Walker stated, in requesting
the resignation of the original president of AGDC, that the
executive of the corporation have the ability to take AGC to
t he next level, and the sanme should be true of the board.

1: 24: 34 PM

TOM VRl GHT, Staff, Representative Mke Chenault, advi sed
Representati ve Josephson that the court case was South Carolina
v. Public Interest Foundation and Edward D. Sloan v. South
Carolina Transportation Infrastructure Bank, [379 S.C. 160, 169,
666 S.E.2d 236, 241 (2008)]. He said it is the only court case
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t he sponsor has been able to |locate that discusses the issue of
| egi sl ators serving as nonvoting nenbers. When discussing the
nonvoting nenbers, he opined that if the adm nistration was
concerned about that it would have legislation out there to

di scuss the Al aska Seafood Mirketing Institute (ASM). There
are not statutes that specifically state that ASM have
| egi slators serving on that board. As far as the Knik Arm
Bridge and Toll Authority (KABATA) and the Al aska Aerospace
Corporation, if this was a concern he would expect to see

| egislation fromthe adm ni stration addressing this.

REPRESENTATI VE JOSEPHSON noted that the existing statute on the
governing body for AGDC is only advisory, because the statute
states, "when appointing the governor shall consider", and then
it goes on to discuss the expertise that is wanted. He inquired
whet her the sponsor's anmendnent would basically require that
t hat expertise be there for sure.

MR. VWRI GHT replied correct.
1:26: 29 PM

REPRESENTATI VE SEATON asked whether there is a termnation
cl ause for current board nenbers who do not have the
qualifications the bill requires.

MR. WRIGHT responded that the sponsor's intent is for the
current board nenbers to remain and when new appoi ntnents cone
up that the qualifications be part of the consideration when
nom nati ng someone.

1: 27: 27 PM

CO CHAIR TALERICO said he will hold over HB 282 and that his
plan is to generate a commttee substitute (CS) that utilizes
both CSSB 125(RES) and HB 282.

REPRESENTATI VE JOSEPHSON pointed out that the opinions offered
are what are called "persuasive opinions" as they are from out-
of - st at e. Per suasi ve opinions can have sone authority but they
generally are not persuasive relative to Al aska deci sions. The
attorney general cites two Al aska decisions and three attorneys
general opinions and states that even nonvoting status is a
pr obl em

REPRESENTATI VE TARR comented that she wll work wth both
sponsors as she is interested in addressing the issue of whether
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the nenbers can be added, and actually having a mjority and
m nority nmenber added as nonvoting nenbers.

[ HB 282 was hel d over.]

HB 253- ELCTRNC TAX RETURN, M NI NG LI C. TAX & FEES

1: 29: 08 PM

CO CHAI R TALERI CO announced that the next order of business is
HOUSE BI LL 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
license tax; relating to the mning license tax rate; relating
to mning license application, renewal, and fees; and providing
for an effective date.”" [Before the conmttee was the proposed
committee substitute (CS) for HB 253, Version 29-GH2924\N,
Nauman, 3/17/16, adopted as the working docunent on 3/28/16.]

[During this hearing, amendnents to Version N of HB 253 were
di scussed or adopted. Because of their Ilength, the 1onger
amendnents are found at the end of the mnutes for this bill.
The shorter anmendnents are included in the nmain text.]

1:30:10 PM

REPRESENTATI VE SEATON noved to adopt the corrected version of
Amendrent 1, |abeled 29-GH2924\ N. 15, Naunman, 3/30/16. [The text
of Anmendnent 1 is provided at the end of the mnutes for
HB 253.]

REPRESENTATI VE HERRON obj ected for di scussi on purposes.

REPRESENTATI VE SEATON explained that Anmendnment 1 relates to

production royalties on m ning. On page 1, line 2, follow ng
"fees" the anendnent would insert "relating to production
royalties on mning;" within the title. He said the neat of the
amendnent goes to Section 5. Under Anmendnent 1 the royalty

woul d be recal culated from 3 percent of net profits to 3 percent
of either net snelter return or the gross value at the point of
production. The reason for two different definitions is because
the minerals conming out of mnes are handled in tw different
ways and this would establish how that is done. Section 6
establishes what the net snelter return is, which is when the
m neral goes into a snelter and conmes out as a finished product;
an anmount is subtracted for the processing fees and what cones
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out is the value at that point of production. Section 7 defines
gross value at the point of reduction. Those cal cul ations are
di fferent because many tinmes mnes shift concentrates; a product
that hasn't gone through a snelter may be sold at that point, so
when it conmes off of the mne and is shipped the gross val ue at
t he point of production is established there.

REPRESENTATI VE SEATON further explained that the additional
verbiage in the sections on net snelter returns and gross val ue
at the point of production would require that this nust be an
arms length transaction simlar to a transaction between two
different parties, people, or conpanies. In the event a person
sells it to thenselves, the person could not declare all of the
loss in an inappropriate place or declare inappropriate
expenses. Representative Seaton pointed out that Sections 1-4
are also included in Amendnent 1. He said royalty is the
state's ownership value in the mnerals that are there and it as
i nappropriate to have a tax credit applied against the state's
ownership val ue. Exploration tax credits could be applied
agai nst taxes, whether that's the mning license tax or against
corporation incone tax, but it shouldn't reduce the value of the
state's portion of the mnerals.

1: 34: 07 PM

CO CHAIR TALERI CO asked how the gross value at the point of
production is determned, given there is a lot of processing
frompit to transportation system

ED FOCELS, Deputy Conm ssioner, Ofice of the Conm ssioner,
Departnent of Natural Resources (DNR), responded that DNR does
not track these costs and does not have the expertise to figure
it out. The departnment does not know how it would determ ne
these values at this point, so it is sonething that would have
to be determ ned going forward.

CO CHAIR TALERI CO asked whether DNR would be reliant, to sone
degree, upon the producer. He said he can think of a particular
product that, although it my seem to be wildly profitable, it
is after it is crushed, screened, snelted, transported, and
sold, so there are all of those costs. Potentially, there is an
argunent that that it is not the point of production, the point
of production is actually pulling it out of the ground.
Everyt hing, beyond all of the things he just nentioned are val ue
added to the product. He asked whether there is an argunent
that could be poised that "this is point of production” and
"this is processed product or val ue-added product."”
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MR. FOGELS replied is not in a position to answer the question

but he does know that if this were to go forward DNR woul d have
to rely on the operator to tell the departnent what those costs
are on either side. As to how the departnent verifies the costs
or audits the operator sonewhere down the road, he does not
know. The departnment would be able to give the comrmttee a
clear picture of the fiscal benefits to the state from these
changes, or the inpact to the operator at this point.

1: 36: 50 PM

REPRESENTATI VE SEATON directed attention to Amendnent 1, page 4,
lines 7-10, [subsection (b)], and said they address exactly what
Co-Chair Talerico is talking about. The |anguage states:

(b) Except as provided in (c) of this
section, the value of a resource imediately after its
renmoval from the mne is the price received by the
person engaged in the mning of the resource adjusted
for value added after the resource was produced.

REPRESENTATI VE SEATON then referred to page 4, lines 11-13,
subsection (c), of the amendnent, which state:

(c) The price received by the person engaged in
the mning of the resources nay be rejected by the
departnent as the gross value at the point of
producti on when the

(1) price received is less than the fair
mar ket val ue;

(2) price received does not reflect the
total value received by the seller in the transaction;

(3) parties to t he transaction are
affiliated; or

(4) price received was not negotiated in an
armis length transacti on between the buyer and seller.

REPRESENTATI VE SEATON said this |language is exactly as outlined
by Co-Chair Talerico. In all these tax cases, including oil
taxes, the producers will tell the state what the costs are.
Those are then audited and would only be rejected if considered
unr easonable or unfair. The state has an audit procedure and
not a valuation determning feature under the way this bill is
crafted. Subsection (c) provides the paraneters of how the
state could not accept a price that is given by the producer.
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REPRESENTATI VE SEATON next referred to page 4, |lines 20-23,
subsection (d), of the amendnent, which state:

(dy If the departnent rejects the price
reported by the person engaged in the mning of the
resource, the departnment shall substitute the fair
mar ket value of the resource on the date and at the
pl ace of production for purposes of determining the
production royalty liability under this chapter.

REPRESENTATI VE SEATON pointed out that under this |anguage if
the departnment substitutes fair market value it wll have to
have reasoning for doing that, such as substantiation that the
value is less than fair nmarket value or any of the conditions
[listed under subsection (c)]. He explained that that is what
is being considered in the bill for determning the value of the
material in order to calculate the state's royalty.

1: 39: 20 PM

REPRESENTATI VE JOSEPHSON surm sed that, while the accounting
called for wunder Amendnment 1 is different than what the
department is doing now, the departnment already has to | ook at
varying types of information in docunents to inspect a net
profit value. Wile, Anendnent 1 would be a different approach
for that sort of analysis, he presuned it is sonething that DNR
or the Departnent of Revenue (DOR) woul d have to do now.

MR. FOGELS answered he has not reviewed this with staff as far
as all of the things that would have to be done by DNR
Clearly, as he reads the bill, there is a ot nore involved here
that DNR would have to be looking at in order to determ ne
whet her the anounts declared by the operator were true or not.
The departnent is already collecting sone of that information
but probably not all of it.

BRANDON SPANCS, Deputy Director, Tax Division, Departnent of
Revenue (DOR), added that currently DOR s Tax D vision does
review those records because it is just a percentage of the net
tax calculated in the division. Through a Menorandum of
Understanding (MOU) the division shares that information; DNR
provides DOR with a list of royalty recipients that it wants to
have that information for, DOR gives DNR the net income, and DNR
takes three percent of that. Sonmeone would have to do a |ot
nmore work under the provisions of Anmendnent 1, because as he
reads the anmendnent it only applies to the royalty and therefore
tax woul dn't.
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1: 41: 38 PM

REPRESENTATI VE JOSEPHSON stated that even if there is additional
work, the testinmony on 2/19/16, was that royalty on private
| and, using net snelter returns in Alaska was 4.5 percent, and
that royalty on nental health trust land using net snelter
return was 5 percent. Al though, this bill began by the
admnistration as a 28 percent increase, or nunerical percent
point increase of 2, it was identified and echoed by
Representative Hawker on 2/15/16, "that royalty was this pure
thing and we need to get it right." Representati ve Josephson
noted he is paraphrasing and not directly quoting Representative
Hawker's conment. He asked whether Amendnent 1 would help the
state do that.

MR. SPANCS replied he is unsure he is qualified to answer the
guestion, but certainly it is a different calculation that on
its face woul d appear fair.

1: 43: 02 PM

CO CHAI R TALERI CO understood M. Spanos to be saying that DOR is
currently structured to do exactly what is being done with these
mnes as far as tax collection in the Tax Division, but it is
the opinion of M. Spanos there nore expense would be invol ved
[ under Amendnent 1].

MR. SPANCS clarified that the Tax D vision would no | onger be of
assistance to DNR in order to provide information to assist DNR
get to its final nunber, whether there is additional expense or
not, it is up to DNR to determine. Currently, the way DNR gets
to its 3 percent is that the Tax Division does the work and
provi des DNR with those nunbers.

1: 43: 59 PM

REPRESENTATI VE HERRON requested that an exanple of real dollars
be provided to show what the state would get from the
anmendnent's provi sions.

REPRESENTATI VE SEATON responded that in 2014 the Pogo M ne,
| ocated on state |and, produced 342,147 ounces of gold, which at
approximately 3 percent of net snelter return would be
$13, 000, 942. Therefore, this tax would generate in a range
somewhat equal to the amount that the fish tax increase is
gener ati ng. These two industries are both l[arge and expansive
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across the state, with the fishing industry enploying the nost
anount of people and the mning industry having the highest
wages in the state. He reminded the commttee that the royalty
only applies to those mnes on state land, but it is the state's
ownership value on that that that would relate to. One of the
problens is that the state has not been receiving an ownership
share, but rather a net profit share. The question is, if
sonmeone is inefficient or has high expenses and doesn't contro

their expenses, should the state receive less value for its
ownership of the mnerals extracted or should it be on a value
of the mnerals? That is a policy call, and it is generally a
policy call that the legislature has made on oil and gas, and it
is 12.5 percent mninmm royalty, that's the value that is

extracted. It is not dissimlar to oil and gas because there
are certain things taken in production tax, there is a point of
production, and those upstream costs can be subtracted. For
corporate incone tax, all of the expenses can be taken off.
This is done all the time with well |ease credits - there has to
be a conputation of well |ease expenditures, those that are
qualified, and this is no different than that. There has been

no reason to collect the nunbers because it has been based on
total profit so only the total profit nunber has been coll ected,
not the internmediate nunmber and not allowing all of the other
extraneous expenses to be considered. He said Representative
Hawker's point was that tax credits should not be allowed to be
taken off against the state's oil royalty because that is the
state's ownership value and the state shouldn't be reducing it.
If the state's ownership value is just a profit-based val ue then
that is not based on ownership, it is based on a conpany's
efficiency of production.

1: 48: 01 PM

REPRESENTATIVE HERRON inquired as to the admnistration's
position on Amendnent 1.

MR. FOGELS responded that, at this point, there have been
di scussions on this concept, but since this amendnent was | ust
floated today he is not prepared to offer the admnistration's
support or opposition to this. The anmendnent needs to be | ooked
at in nore detail.

REPRESENTATI VE HERRON asked why the state hasn't done this
bef ore.

MR. FOGELS answered that the 3 percent royalty was enacted by
statute in 1989, and DNR s staff during that tine did sone
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econonic nodeling to determne that royalty rate. There has
never been any cause to have DNR, DOR, or other agency rel ook at
the royalty structure. He said he cannot answer as to why, but
added that DNR has not been asked to take another look at it in
t hose intervening years.

1:49: 35 PM

REPRESENTATI VE OLSON requested that in the event DNR perforns
nodeling in the next couple of weeks to forward it to the
conmittee.

MR. FOGELS agr eed.
1:49: 44 PM

REPRESENTATI VE SEATON requested the Tax D vision be able to
coment .

JERRY BURNETT, Deputy Director, Ofice of the Conm ssioner,
Department of Revenue (DOR), commented that this is an issue
that this comm ssioner and previous conm ssioners have | ooked at
and tal ked to Representative Seaton about. It is sonmething the
departnment has commtted to looking at in the future and noted
that there is a short period of tinme between today and the end
of the session. The concept is correct in ternms of an ownership
percentage simlar to other things, so structurally DOR would
think this is a rational way to go, but there is information the

depart ment does not have at this point. Representative Seaton's
estimate of $13 nmillion is not an exact nunber and it could be
nmore or less than that. This is not a tinme when the departnent

has the resources to commt to doing that further analysis.

CO CHAIR TALERI CO noted that tine is not on the bill's side and
Amendnent 1 is substantially different from the adm nistration's
original bill.

1: 51: 48 PM

REPRESENTATI VE SEATON wi t hdrew Amendnment 1, but noted that this
is a very inportant concept to be worked on and that should be
addressed at a future tine. It is an inportant part of the
conversation because the state's ownership share is not being
realized through a net profit.

1:52: 41 PM
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REPRESENTATI VE SEATON noved to adopt Anmendnment 2, |abeled 29-
GH2924\' N. 7, Nauman, 3/29/16. [The text of Amendnment 2 is
provided at the end of the mnutes for HB 253.]

1: 53: 43 PM

REPRESENTATI VE SEATON wi thdrew Amendnent 2, stating that it
i nvolves the same problem as the royalty and would replace the
royalty with a 3 percent severance tax, which is an easier
calculation than either net snelter return or gross value at the
poi nt of production. He opined it is a valuable consideration
to have and it would still get the state to basically the sane
anount, except the way the anmendnent is crafted it is all mnes
across the state and so doesn't really hit the royalty. Thus,
for the technical reasons that this anendnment 1is renoving
royalty and the state is required by law to have royalty, he is
wi t hdrawi ng Amendnent 2. He said he would put it on the table
for future conversations. Structuring a royalty wupon a
severance tax is something that could be considered if people
are thinking that a net snelter return or value at point of
production would be too difficult.

1:54:12 PM

REPRESENTATI VE SEATON noved to adopt Anmendnment 3, |abeled 29-
GH2924\ N. 8, Shutt s/ Nauman, 3/29/16, which read:

Page 1, line 2, following "fees;"
Insert "establishing a |egislative working group
to study the tax structure for mning;"

Page 2, following line 14:
Insert a new bill section to read:
"* Sec. 5. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:
LEG SLATIVE WORKING CGROUP. (a) A legislative
wor ki ng group is established to
(1) review the state's fiscal regine for
m ning taxation, including state mning |license taxes,
royalties, rents, and corporate income tax wth
consi deration of federal and municipal taxation;

(2) develop terns for a conprehensive
reformof the mning tax regi ne; and
(3) recommend changes to the legislature

for consideration during the First Regular Session of
the Thirtieth Al aska State Legi sl ature.
(b) The working group consists of
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(1) two co-chairs, one of whomis a nenber
of the house appointed by the speaker of the house of
representatives, and one of whom is a nenber of the
senate appoi nted by the president of the senate; and

(2) menbers appointed by the co-chairs;
menbers nust be legislators and nust include nenbers
of the mpgjority and mnority caucuses.

(c) The co-chairs of the working group may form
an advisory group to the working group, conposed of
menbers who are not |egislators and who have expertise
and skills to assist in the review and devel opnent of
a new plan for the tax structure and rates on mning
| icenses. The nenbers of an advisory group may i nclude
comm ssioners or enployees of state departnents,
menbers of the mining industry or trade associations,
and econom sts.

(d) The working group is to be supported by
| egislative consultants wunder contract through the
Legi sl ative Budget and Audit Conmmttee."

Renunber the followi ng bill sections accordingly.

Page 2, line 28:
Delete "Section 6 of this Act takes"
I nsert "Sections 5 and 7 of this Act take"

Page 2, line 29:
Delete "sec. 7"
| nsert "sec. 8"

REPRESENTATI VE HERRON obj ect ed for di scussion purposes.
1:54:31 PM

REPRESENTATI VE SEATON expl ai ned that Anmendnent 3 woul d establish
a legislative working group. The conmttee has found that the
mning taxes, whether royalty, rents, or mning |license fees,
are quite confusing and a longer dive needs to be taken to get
it right. In parallel with the Cook Inlet Legislative Wrking
Group established under consideration of oil taxes [HB 247],
Amendnent 3 woul d establish a |egislative working group to study
the tax structure of m ning. He posited that this would be the
way to cone back and have the industry and both bodies of the
| egi slature be involved to bring the admnistration to the table
in other than a quick reactive way, but to craft sonething that
woul d be good for the |egislature.
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1:56: 06 PM

REPRESENTATI VE HERRON w thdrew his objection. There being no
further objection, Amendrment 3 was adopt ed.

1:56: 22 PM

REPRESENTATI VE SEATON noved to adopt the corrected version of
Amendnent 4, |abeled 29-GH2924\ N. 16, Nauman, 3/30/16. [The text
of Anendnent 4 is provided at the end of the mnutes for
HB 253.]

REPRESENTATI VE SEATON expl ai ned Amendnent 4 woul d not change the

royalty, it would still be the 3 percent net royalty, but the
anendnent provides that the tax credits cannot be taken agai nst
the royalty. The royalty is the state's ownership value and

therefore the tax credit cannot be taken to reduce the state's
ownership value. He said he does not like the way the ownership
value is created, but once it is created the Ilegislature
shoul dn't be reducing that ownership value through a tax credit.

REPRESENTATI VE HERRON obj ected for di scussi on purposes.

REPRESENTATI VE SEATON further stated that Amendnment 4 is a
section of the royalty bill that doesn't change royalties,
royalties are still calculated exactly the sane. The anmendnent
woul d prohibit applying an exploration incentive tax credit to
reduce the state's ownership value in the mnerals that are
extract ed. He reiterated that he does not |ike the way the
cal culation of ownership value is nmade, but at |east the state
should not allow that to be reduced by 50 percent by applying a
tax credit against it. It is a royalty and even though it is on
a net royalty it is a royalty and the state should not reduce
its ownership val ue

1: 58: 25 PM

REPRESENTATI VE JOSEPHSON recalled that at the bill's first
hearing on 2/15/16, Fred Parady, Deputy Conm ssioner, Departnent
of Commerce, Comunity & Econom c Devel opnent, advised that he
spent approximately 30-plus years working for and wth the
m ning industry. M. Parady noted that royalty is uniquely an
ownership share and should not be considered as part of
government take. The point nmade in that conmittee hearing was
that royalty should be wunaffected by other things, such as
di scounts and credits, because the state does not treat the oi

HOUSE RES COW TTEE -21- March 30, 2016



and gas industry in that manner and it should not be done here.
He said he therefore supports Anendnent 4.

1:59: 34 PM

REPRESENTATI VE HERRON w thdrew his objection. There being no
further objection, Amendnent 4 was adopt ed.

1: 59: 55 PM

REPRESENTATI VE CHENAULT returned to Anendnent 3 and drew
attention to page 2, lines 5-6, of the amendnment, which read:

(d) The working group is to be supported by
| egislative consultants wunder contract through the
Legi sl ati ve Budget and Audit Conmttee.

REPRESENTATI VE CHENAULT pointed out that currently there are no
consultants on mning taxes, which is an issue if this bill
passes and Anendnent 3 stays in the bill. A discussion with the
Legi slative Budget and Audit Conmttee chair is necessary to
ascertain that if this working group is fornmed whether the
| egi sl ature has those fol ks available to consult with

CO-CHAI R TALERI CO said the aforenentioned is so not ed.
2: 00: 46 PM

REPRESENTATI VE SEATON noved to adopt Anmendnment 5, |abeled 29-
GH2924\ N. 14, Nauman, 3/30/16, which read:

Page 2, line 3, follow ng "$100, 000":
| nsert "and not over $1, 000, 000"

Page 2, line 4:
Del ete "."

Page 2, following |line 4:
I nsert new nmaterial to read:

"over $1,000,000.............. ... $76, 000 pl us
9 percent of the excess over 1,000, 000."

REPRESENTATI VE HERRON obj ect ed.

2: 00: 58 PM
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REPRESENTATI VE SEATON expl ained Anendnent 5 by first noting
that, basically, the purpose of HB 253 is to raise nobney and
Version N took that amount from 9 percent down to 8 percent at
the |ower tax bracket. Amendnent 5 would look at a new tax
bracket at $1 mllion, significantly higher than the current
structure of 8 percent in excess of $100,000, and at these
hi gher values the anendnment would add one nore additional
percent . That would gain the state back sonme of the revenue
that Version N has lost, but would inpact fewer players because
there are quite a few players in the over $100,000 range that
woul d not be above the $1 million range. The anendnent woul d
not return back all of the noney to the original amunt, but it
woul d be sonewhat nore. This anmendnment would affect just the
nmost profitable taxpayers at an additional one percent, wherein
it starts at $1 mllion which is 10 times the value of where it
started at 8 percent.

2:03: 04 PM
The commttee took an at-ease from2:03 p.m to 2:07 p.m
2:07:42 PM

REPRESENTATI VE HERRON noted that M. Bur net t previ ously
estimated what the governor's bill would generate in revenue.
He asked M. Burnett to ballpark an estimate of the difference
bet ween the governor's bill, Version N, and this anendnent, and
the new revenues. He noted that this information would probably
be appropriate for Anendnents 6 and 7.

MR. BURNETT replied that for next year the difference between

the governor's original bill and Version Nis that the estimated
revenue would be reduced by about $3.2 nmillion, from about $6
mllion under the original bill down to about $3 mllion under

Version N The departnent does not have a new fiscal note for
it because DOR thought there may be sonme anendnents offered
today. Based on the last year of tax filings there are fourteen
t axpayers over $100, 000, nine of which were between $100, 000 and
$1 mllion, and the others were over $1 nillion. The taxpayers

bet ween $100,000 and $1 million are primarily large placer
mners and part |andowners that own part of the property under
one of the larger mnes. The total revenue from those nine

taxpayers would be in the Ilower hundreds of thousands of
dollars, so this would restore nost of the revenue from the

governor's bill but would reduce the tax rate for those people
bet ween $100,000 and $1 mllion to 8 percent rather than the 9
percent in the original bill. Those nine taxpayers earn
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significantly less revenue than the five |largest taxpayers that
are over $1 mllion.

2:10:19 PM

REPRESENTATI VE HERRON surm sed that Anmendnent 5 would basically
restore the co-chair's commttee substitute anpunt.

MR. BURNETT responded that it would restore the majority of the
noney that was taken out because the nine taxpayers that earn
bet ween $100, 000 and $1 nillion would have nuch | ess inpact than
the five taxpayers over $1 mllion in revenue.

2:11: 03 PM

REPRESENTATI VE SEATON noted that the purpose of HB 253 is to
generate revenue, and the structure of Amendnent 5 is to renove
any additional burden on the majority of smaller players that
woul d have to pay that tax. The 9 percent in the original bil
woul d be nmoved up to those taxpayers earning $1 nmllion and
above, instead of at $100,000. Thus, nore than one-half of the
t axpayers woul d not be inpacted by Amendnent 5.

REPRESENTATI VE HERRON noted the five big mnes would have 9
percent and asked what the anmount of noney is that would be
generated by the snmaller mners between $100,000 and $1 nmillion.

MR. BURNETT answered that he does not have the exact anpunt as
DOR has not had an opportunity to calculate that, but he
estimated it would be in the |ower hundreds of thousands of
dollars total between all of them

REPRESENTATI VE CHENAULT asked whether M. Burnett's earlier said
t hat Anendnent 5 would bring in an additional $3 mllion.

MR. BURNETT replied it would be approximately $3 mllion.

REPRESENTATI VE CHENAULT surmised it would be from the large
m nes and not the small m nes.

MR. BURNETT agreed, and said DOR estinmated $3.2 million from
each 1 percent at this |evel

2:13: 33 PM

CO CHAI R TALERI CO understood that every percentage point talked
about is a 14.25 percent tax increase.
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MR. BURNETT responded that at 7

little over 14.2857 percent,
percent to 9 percent it
CO- CHAI R TALERI CO agr eed.

2:14: 19 PM

but
is not so nuch

per cent
next
it

every [1 percent] is a
time in noving from 8
is only 12.5 percent.

REPRESENTATI VE HERRON nai nt ai ned his objection to Arendnent 5.

A roll call vote was taken. Represent ati ves Seaton, Josephson
and Tarr voted in favor of the adoption of Amendnent 5.
Representatives O son, Herron, Chenault, Talerico, and Nageak
voted against it. Therefore, Anendnment 5 failed to be adopted

by a vote of 3-5.

2:15: 17 PM
REPRESENTATI VE JOSEPHSON noved to adopt Amendnent 6, |abeled 29-
GH2924\' N. 1, Nauman, 3/29/16, which read:

Page 1, line 10, through page 2, line 4:

Delete all material and insert:

"*  Sec. 2. AS 43.65.010(c) is repealed and
reenacted to read:

(c) The license tax on mning is inmposed on the
net incone of the taxpayer from the property in the
state, conmputed with allowable depletion, plus royalty
received in connection with mning property in the
state. The tax rates applicable to the anount of a
t axpayer's net incone are as foll ows:

over
over
pl us
over
pl us
over
pl us

$100, 000 and not
$250, 000 and not

over
over

$500, 000 and not over

$1, 000, 000

2, line 19:
Del ete "anended"
| nsert

Page

REPRESENTATI VE HERRON obj ect ed.

2:15: 29 PM
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$250, 000 .
$500, 000 .
seven percent of the excess over $250, 000
$1, 000, 000
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five percent
$7, 500

$25, 000
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REPRESENTATI VE JOSEPHSON explained that Amendnent 6 would
decrease sone of the rates for small mnes naking under $100, 000
just on the nmargins. The state is receiving just $51,000 from
approximately 29 mnes. He said he is okay with exenpting those
fol ks who he assunes nay be hobbyists. However, Anendnment 6
would raise the rate higher than was recommended by the
gover nor. He outlined the applicable tax rates proposed in the
amendnent . He then reviewed the thinking behind the anmendnment.
He recalled testinony that South Dakota has a net profit system
and taxes at 14 percent, and he believed that Wsconsin taxes at

9 or 11 percent. Anendnent 6 would provide a tax break for the
smaller mning operations and encourage developnent of small
m nes while increasing taxes on larger mnes. |In tax years 2013

and 2014, the state generated $51,000 and $42,000 from m nes
with inconmes under $100,000, but generated nobst of its revenue
from mnes over $100,000, respectively $471 mllion and $571
mllion. The effective rate, according to his calcul ations,
works out to 6.6-7 percent. When all revenue from all sources
is considered, such as the mning |license tax, corporate incone
tax, and royalty rent, the industry contributes approximtely
3.24 percent of total state revenue. Alternatively, the oil
i ndustry contributes approximately 54 percent at today's prices.
He said his concern is that [the state] does not know the true
val ue of the concentrate. Docunents reflect that the value of
the concentrate exceeds $2 billion, but then there is the cost
of processing the concentrate. Relative to the other net profit
states, he posited, the anendnent is warranted because he is
concerned that something is being left on the table that the
| egislature doesn't fully appreciate or understand. He added
that this industry provides fantastic jobs, [with wages] often
$90, 000 and hi gher.

2:20: 29 PM

REPRESENTATI VE HERRON turned to M. Burnett and asked the result
when conparing the colums in Version N and Arendnent 6.

MR. BURNETT explained that the departnent would have to break
this out. It is based on estimated next-year nunbers wherein
the 2 percent increase in the original bill was roughly $6-%$7
mllion based on current prices, so this would be approxi mtely
$12-$13 mllion because nost of the incone is at the highest
| evel . [ The anmendnent] averages out the |ower ones and
elimnates sone taxpayers, but it is another $9-$10 million at
current prices over Version N
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CO CHAI R NAGEAK poi nted out that the costs of doing business are
hi gher in Alaska than they are in the states used as exanples by
Representative Josephson. Therefore that conparison is not
useful in his opinion.

REPRESENTATI VE TARR noted that these taxes are net profits and
even though it could be nore expensive, the nmnes are not paying
any taxes until they have a net profit and this is on the net
profit.

REPRESENTATI VE SEATON offered his appreciation for getting rid
of the burden on the smaller taxpayers and said the rationale
for a graduated rate makes nore sense than |eaving off all of
t hose under $100, 000. He surmsed it would take away burden
fromthe departnent as well, because the departnent is having to
do a lot of taxpayer information and taxpayer forns for not a
| ot of noney. But, he continued, it has to be conpensated
somewhere and he is still |ooking at where to get inconme for the
state if the legislature doesn't raise the rate on the nost
profitable conpanies to correspond with sone reasonable returns
and therefore he supports this anendnent.

REPRESENTATI VE HERRON di sclosed he is a small mner and, I|ike
other mners, he would like this proposal. But, unfortunately,
it goes back to when the l|egislature essentially abolished the
income tax and so he is averse to not requiring the little guys
to pay taxes as well. [It's always easy to undo a tax, but nore
difficult to create a tax and therefore he |ikes the status quo.

2:24: 49 PM

REPRESENTATI VE OLSON suggested that Anendnents 5, 6, and 7 may
be appropriate for the proposed working group.

REPRESENTATI VE SEATON commented that the state nust obtain
revenue from sonewhere and if nenbers choose to not tax the nost
profitable conpanies on their net profits it nmeans the
| egislature will have to take nore out of the permanent fund
di vidend all owances. Therefore, when discussing the state's
budget, there nust be alternatives to not spending noney the
state does not have. He pointed out that the conmttee does
have a process in considering [alternatives] to determ ne how to
obtain significant revenue, otherwise there will not be headway
in reducing the state's $4 billion budget deficit.

CO-CHAIR TALERICO noted his appreciation for the ideas and
concepts, but posited that a 56 percent tax increase in one fel

HOUSE RES COW TTEE -27- March 30, 2016



swoop is incredibly steep for that highest bracket when junping
from?7 percent to 11 percent.

2:27:19 PM

REPRESENTATI VE JOSEPHSON clarified that South Dakota is 10
percent on profits, and Wsconsin is a 3-15 percent progressive
tax, which is what Anendnent 6 is, on net mning proceeds, which
sounds like profits to him Therefore he thinks Arendnent 6 is
r easonabl e. He cited a 2/3/2011 nenorandum from Legislative
Legal and Research Services, and paraphrased: "The resource
value is just one indicator, in 2009 of all mneral extraction
is approaching, it's just wunder $2.5 billion; the governnent
revenue was $67 mllion." He reiterated that he understands
concentrate [and processed product] are very different things.

2:28:30 PM
REPRESENTATI VE HERRON muai nt ai ned his objection to Arendnent 6.

A roll call vote was taken. Represent ati ves Seaton, Josephson
and Tarr voted in favor of Anendnent 6. Represent ati ves
Chenault, O son, Herron, Talerico, and Nageak voted against it.
Therefore, Amendnent 6 failed to be adopted by a vote of 3-5.

2:29:12 PM

REPRESENTATI VE TARR noved to adopt Anendnent 7, |abeled 29-
GH2924\ N. 12, Naunman, 3/30/16, which read:

Page 1, line 10, through page 2, |line 4:

Delete all material and insert:

"*  Sec. 2. AS 43.65.010(c) is repealed and
reenacted to read:

(c) The license tax on mning is inmposed on the
net inconme of the taxpayer from the property in the
state, conmputed with allowable depletion, plus royalty
received in connection with mning property in the
state. The tax rates applicable to the anmount of a
t axpayer's net incone are as foll ows:

over $40,000 and not over $100,000 ......... t hree percent
over $100,000 and not over $250,000 ............... $1, 800
plus five percent of the excess over $100, 000
over $250,000 and not over $500,000 ............... $9, 300
pl us seven percent of the excess over $250, 000
over $500,000 and not over $1,000,000 ............ $26, 800

pl us nine percent of the excess over $500, 000
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over $1,000,000 ....... .. $71, 800
plus 11 percent of the excess over $1, 000, 000."

Page 2, line 19:
Del ete "anended"
I nsert "repeal ed and reenact ed"

REPRESENTATI VE HERRON obj ected for di scussi on purposes.
2:29:25 PM

REPRESENTATI VE TARR explained that Anmendnent 7 has a slightly
di fferent approach than Anendnents 5 and 6. Amendnent 7 woul d
keep everything wunder $100,000 at 3 percent, whereas the
proposed legislation is that fol ks at $40, 000-$50,000 woul d pay
3 percent and fol ks at $50, 000-%$100, 000 woul d pay $1,500 plus 5
percent. Thus, the anendnent shifts what m ght be considered a
smal | operator to $100,000 and under. She said she wants to
keep that in there because those individuals are currently
taxpayers and it gives the departnent sonme understanding of the
activity being done to assist in planning and ensuring there is
staff to help get those projects going. Referring to a chart
she passed out that conpares current statute with what 1is
proposed in Anmendnment 7, Representative Tarr noted there would
not be a tax increase for anyone with annual net profit earnings
of under $800,000; rather those operators would see an annua
tax decrease rangi ng between $1,200 and $5,200. For net profits
of $800,000 there would be a tax increase of about $800 per
year. For net profits of $900,000 the tax increase would be
about $2,000 annually. An operator with net profits of $1.1
mllion would see a tax increase of about $8,800 annually and
operators with net profits of $1.5 mllion would see a tax
i ncrease of about $24, 000 annually.

REPRESENTATI VE TARR expl ai ned that Amendnment 7 would spread out
the income brackets relative to the legislation and the current
statute, which could be helpful in understanding the relative
size of different projects and who is doing work. It has been
six decades since any significant changes have been nade, and
this would be durable relative to the dollars that are spent in
2016 and going forward. The Council of Al aska Producers and
others have explained that these |large-size projects are
expensi ve. Version N would still retain a three year tax
holiday, so all new mning operations, including the |arge
projects, are exenpt from the tax levied by this chapter for
three years after production begins.
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2:34:31 PM

REPRESENTATI VE HERRON asked M. Burnett the net difference in
the anobunts between the current statute, governor's proposal,
and Version N

MR. BURNETT replied that his "back of the napkin" calculation is
that the total on Amendnment 7 would be nuch the sane as with the
previ ous amendnent because nost of the revenue by far conmes from
the highest tax bracket in any proposal. He rem nded the
conmmttee of DOR s previously distributed chart depicting the
vari ous inconmes between snmall mnes and large nines and nearly
all the incone is at the mllion-plus range.

2:35:57 PM

REPRESENTATI VE TARR concl uded her explanation of Amendnment 7 by
noting that even when the operations are in the $10 mllion
range of net profit there is an approximate $90,000 difference
in taxes. She said it is difficult to believe that $90, 000 nore
woul d be overly burdensone for the $10 nmillion conpani es.

2:37:17 PM

REPRESENTATI VE HERRON nai nt ai ned hi s objection.

A roll call vote was taken. Represent ati ves Seaton, Josephson
and Tarr voted in favor of Amendnent 7. Representatives Herron
Chenaul t a son, Tal eri co, and Nageak voted against it.

Therefore, Amendnent failed to be adopted by a vote of 3-5.
2:38: 09 PM

REPRESENTATI VE JOSEPHSON noved to adopt Amendnent 8, | abeled 29-
GH2924\' N. 2, Nauman, 3/29/16. [The text of Amendnent 8 is
provided at the end of the mnutes for HB 253.]

REPRESENTATI VE CLSON obj ect ed.

REPRESENTATI VE JOSEPHSON expl ai ned Anendnent 8 would defer the
tax exenption for a mne in its first 3 years of production
Testinmony heard in February was that these mnes enjoy a tax
holiday for 3.5 years and he cannot think of anything anal ogous
to that in the oil and gas industry. There is the gross val ue
reduction of 20 percent, and there are the many credits that can
add up to 85 percent, and when prices went |low the state saw it
go higher than that. The state had always enjoyed 15 percent,
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and generally 35-40 percent or nore. For exanple, if a mne

such as the Pebble Mne is worth the tens of billions of dollars
that its owner says it is, then it appears the state is waiving
revenue. He recalled a gentleman testifying in February 2016

that the state would enjoy $200 million per year just from the
Pebble Mne. Unless he incorrectly understands the statute that

creates the tax exenption, that is $6 mllion the state wouldn't
see for a mne the size of the Pebble Mne and at 3.5 years it
would be $700 million. Amendnment 8 would transform the tax

exception for a mning operation's first 3 vyears after
production into a tax deferral wth a 10 year payoff.
Hypothetically, if an operation owes $100 per year in taxes for
each of three years, that total of $300 would be divided by 10
for the decade after production, so the conpany would pay $30 a
year for those 10 years in addition to things such as the m ning
license fee. Amendnment 8 would work in conjunction with other
anendnents by aiding a small producer wthout revenue and that
producer could defer its small taxes spread out over nany years.
The amendnent would also provide the same aid to conpanies
trying to recover their startup costs and have quicker cash
flow, and woul d generate revenue for the state. He recalled the
extensive discussion regarding the purpose of the tax credit
The tax credit was useable over a 15 year span but was for
exploration and devel opnent. There is no revenue at exploration
and devel opnent and industry can argue that on the backend there
is the anticipatory benefit, but in terns of the frontend they
don't receive any tangible credit in the first years. So, he
posited, it is hard to argue that it would deter new exploration
in that it doesn't "pull the rug out" because the tax deferral
woul d be there and gradulize rather than a full exenption.

2:42: 02 PM

REPRESENTATI VE SEATON recalled that in 2005 or so, the
Legislative Ways and Means Commttee worked for a couple of
different sessions on mning tax bills and this was one of the
provisions from that conmmittee. The commttee |ooked at
deferral rather than an exenption in order to assist mnes on
the frontend to recover their costs earlier. The state wouldn't
| ose its tax noney because after the m ne becanme nore profitable
and recovered its costs, the mine would still pay the tax but it
woul d be over tinme when the mne was in a nore profitable state.
He offered his support for Anmendnent 8, saying the state needs
to nove from giving away credits it cannot afford and instead
hol ding a tax expense that the mnes will still need to pay at
sonme point in the future.
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2:43:28 PM

CO CHAIR TALERI CO asked whether the exenption clock starts the
day a person receives his/her mning |license.

MR. BURNETT responded that the 3.5 year exenption from tax
begins on the day production starts, when the Departnent of
Nat ural Resources certifies to the Departnent of Revenue that
production has start ed.

CO- CHAIR TALERI CO pointed out that according to the bill, the
day a person receives a license the clock starts, but it
actual ly begins on the day of production.

MR. BURNETT answered correct, because the mning tax is the
mning license tax, so the mning license really has to do with
t he paynent of the first tax returns.

CO- CHAIR TALERI CO asked whether nobst of these people are in
their wheelhouse of noney in their first three years of
production or does it usually cone |ater.

MR. FOCELS replied that typically a new mne will have to pay
back sonme of the initial capital costs, which are fairly
significant, and a lot of that is done in the early years. The
profits come later in the mne life.

2:45: 32 PM
REPRESENTATI VE TARR referred to Version N, page 1, lines 7-9
whi ch state:

(a) ... Al new mning operations are exenpt from

the tax levied by this chapter for three [AND ONE-
HALF] years after production begins.

REPRESENTATI VE TARR asked whether that is the correct provision.

CO CHAIR TALERI CO agreed, and said he wants to be certain it is
cl ear because it could be read a couple of different ways.

2:46: 04 PM

REPRESENTATI VE HERRON asked whether the adm nistration has taken
a position on Amendnent 8.
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MR. BURNETT responded that the administration has not taken a
position on the anmendnent. The 3.5 year deferral, which is 3
years in Version N, is not likely to inpact any major mne in
t he next several years. The nmoney from this is not within the
departnment's fiscal note or in the tinme period it is |ooking at,
although it is sonething that will be reviewed over tine. He
referred to the discussion about the Pebble Mne and the $200
mllion a vyear, and advised that the $200 million a year
estimate would have included corporate incone tax and royalties

because the mne is on state |and. The figure wouldn't have
been a $600 mllion deferral or exenption because the conpany
still would have been payi ng corporate incone tax.

REPRESENTATI VE HERRON asked whether the structure, or nechanics,
of Anendnent 8 would be valuable to have for the future.

MR. BURNETT answered that the anendnent is conceptually simlar
to some of the proposals the departnent has made wth tax
credits in the area of oil and gas where the discussion is
paying less than the full amount and which was in the governor's
bill and not necessarily in the comrittee substitute passed by
this conmttee. There was a cap on that and then deferring it
to production at sone tinme in the future, so it mght well be a
val uabl e structure to review

2:48: 30 PM

REPRESENTATI VE JOSEPHSON said M. Burnett is «correct and
referred to page [17] of the conmttee's 2/19/16 hearing where
Jason Brune advised that the Pebble Mne mght earn the state
and | ocal government $200 million. He added he is hearing great
t hings about Donlin Creek Gold Mne and that it could be |arger
than anticipated. Representative Josephson noted the state
doesn't do anything this generous for the oil and gas industry.
He urged there be a mning license tax that is spread out
because it is unknown whether an ore body mght be at its best
in the first three years. Wth the exception of a few people in
the room he does not believe the comm ttee understands that and
the state cannot afford to just give a tax holiday for 3 or 3.5
years. Deferring the tax over a decade nmakes nore sense.

2:49: 52 PM

REPRESENTATI VE OLSON nai ntai ned his objection to Arendnent 8 and
noted that he did not receive the anmendnments until he wal ked
into the conmittee room today. G ven they are tax anendnents
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he prefers to err on the side of caution when he hasn't had
adequate time to review the docunents.

A roll call vote was taken. Representatives Tarr, Seaton, and
Josephson voted in favor of Anmendnent 8. Representati ves
Herron, Chenault, dson, Talerico, and Nageak voted against it.
Therefore, Amendnent 8 failed to be adopted by a vote of 3-5.

2:51: 22 PM

REPRESENTATI VE JOSEPHSON noved to adopt Anmendnent 9, |abeled 29-
GH2924\' N. 3, Nauman, 3/29/16. [The text of Amendnent 9 is
provi ded at the end of the m nutes for HB 253.]

REPRESENTATI VE CLSON obj ect ed.

REPRESENTATI VE JOSEPHSON expl ai ned Amendnent 9 would increase
the minimumrental rate, which hasn't been nodified in 16 years,
and would increase the rate for mning rental rates, other than
coal . Currently, the statute requires noney in rent to be not
| ess than 50 cents an acre for the first five years and $2.50 an
acre after that; the anmpbunt nust be in that range but is
negoti abl e between the parti es. Amendrment 9 woul d increase the
rent to be not less than $1.65 for the first five years, and
$3.30 after that. This anmpbunt would establish parity between
the state and private |andowners who charge higher rental rates.
He said he would like input from the department regarding the
amendnent's fiscal inpact, but suspects it is nodest. Even if
the inmpact is nobdest it is justified as an opportunity cost
because, unlike with other activities, the land is occupied.
Therefore, he posited, Arendnent 9 is reasonable.

2:53: 20 PM

REPRESENTATI VE SEATON inquired about the current rental rates
t hat are bei ng negoti at ed.

MR. FOGELS replied that page 2 of Anendnent 9 is the current
rental rate that would be deleted. Pointing to the far right
colum for the rental anmount for each mning claim or |easehold
| ocation including each quarter-quarter section, he noted that
the current rental rate is $20 for each mning claim for the
first 5 years, then $40 for 6-10 years, and then $100 for 11 or
nore years. Under Anendnment 9 with the new per-acreage anount,
the claimrentals for 0-5 years and 6-10 years would junp to $66
a year, and after 11 years it would junp from $100 to $132. He
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gqualified that these are rough calculations given he has just
seen this anendnent.

REPRESENTATI VE  SEATON surm sed that, by regul ation, t he
departnment has not adjusted these rates for inflation over the
years and so the acreage rental rates are still the sane as when
t hey were set.

MR. FOGELS believed they have not been adjusted, but said he
will get back to the commttee on that.

CO- CHAIR TALERICO regarding a "quarter-quarter section," asked
whether it is a straight-across fee for 40 acres.

MR. FOGELS confirmed it is 40 acres.
2:55: 54 PM

REPRESENTATI VE HERRON i nqui red whether DNR is supposed to review
and follow inflation, or whether it i s whenever.

MR. FOCELS replied he has been thinking about it, and the
department probably has | ooked at this, but he cannot offer any
details as to whether the claimrentals have been adj ust ed. He
said he will get back to the commttee.

REPRESENTATI VE HERRON commented that it appears the state would
want to have a nechanismto allow the departnent, by regul ation,
to at least keep up with inflation rather than going to the
| egislature in any given year and creating a |law, and maybe the
| egi slature should be involved in the inflation anounts.

REPRESENTATI VE TARR pointed out that current statute doesn't
all ow that opportunity and therefore asked how [a review] could
have happened.

MR. FOCELS reiterated he will get back to the conmttee with an
answer .

CO- CHAIR TALERI CO asked the significance behind the increase
from50 cents an acre to $1.65 an acre.

REPRESENTATI VE  JOSEPHSON advised his  assistant cont act ed
Legi sl ative Legal and Services about this, and he does not know
t he answer. He offered that the increase from $2.50 to $3.30
appears to be a reflection of inflation, but he does not know.
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2:58: 29 PM

REPRESENTATI VE OLSON nmi nt ai ned hi s objection.

A roll call vote was taken. Represent ati ves Josephson and Tarr
voted in favor of Anendnent 9. Representatives Herron
Chenault, O son, Seaton, Talerico, and Nageak voted against it.
Therefore, Amendnent 9 failed to be adopted by a vote of 2-6.

Anmendments to HB 253, Version 29-CGH2924\' N, Naunman, 3/17/16

Amendment 1, | abel ed 29- GH292\ N. 15, Nauman, 3/ 30/ 16:

Page 1, line 2, following "fees;"
Insert "relating to production royalties on
m ni ng; "

Page 1, following |ine 4:

Insert new bill sections to read:

"* Section 1. AS 27.30.030(a) is anended to read:

(a) In a tax year [OR ROYALTY PAYMENT PERI OD],
subject to (c) of this section and the respective
limtations of this subsection, the person may apply
the credit, the taking of which was approved under AS
27.30.020(2), against [(1)] taxes payable by the
per son

(1) [(A] under AS 43.65; application of
the credit under this paragraph [ SUBPARAGRAPH may not
exceed the | esser of

(A [(i)] 50 percent of the person's tax
l[tability wunder AS 43.65 for the tax year that 1is
related to production from the mning operation at
which the exploration activities occurred, as shown
under (b) of this section; or

(B) [(ii)] 50 percent of the person's total
tax liability under AS 43.65 for the tax year;

(2) [(B)] under AS 43.20; application of
the credit under this paragraph [ SUBPARAGRAPH may not
exceed the | esser of

(A [(i)] an anmount equal to the anount
determ ned under (1)(A) of this subsection [(A) (i) OF
THI S PARAGRAPH] ; or

(B) [(ii)] 50 percent of the person's tota
tax liability under AS 43.20 for the tax year [; AND

(2) M NERAL PRODUCTI ON ROYALTY PAYMENTS
PAYABLE BY THE PERSON UNDER AS 38.05.135 - 38.05.160
AND 38. 05. 212 FOR PRODUCTI ON FROM THE M NI NG OPERATI ON
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AT WHCH THE EXPLORATION ACTIVITIES  OCCURRED;
APPLI CATION OF THE CREDI T UNDER THI S PARAGRAPH MAY NOT
EXCEED 50 PERCENT OF THE PERSON S M NERAL PRCDUCTI ON
ROYALTY PAYMENT LI ABILITY FROM THE M NI NG OPERATI ON AT
VWHI CH THE EXPLORATI ON ACTI VI TI ES OCCURRED .

* Sec. 2. AS 27.30.030(b) is anended to read:

(b) If the person applies the credit against the
person's tax liability under (a)(1)(A) or (a)(2)(A
[(A) () (A (i) OR (a)(1)(B)(i)] of this section, the
commi ssioner of revenue shall disallow application of
the credit wunder that provision unless the person
files with the person's tax return an accounting of
the person's mning operation activities for each
mning operation that is included in the tax return
and as to which the credit is being applied. The
accounting of mning operation activities required by
t his subsection shall be made

(1) on a form prescribed by the Departnent
of Revenue; on the form the person shall

(A identify the mning operations for
which the credit is clained;, and

(B) set out the gross incone attributable
to the mning operations and other infornmation about
the mning operations that the Departnent of Revenue
may require;

(2) without regard to an exenption to which
the person may be entitled under AS 43.65.010(a).

* Sec. 3. AS 27.30.040 is anended to read:

Sec. 27.30.040. Credit nmay be carried forward.
Except as its application is limted by AS 27.30.030
and 27.30.050, a portion of a credit that is not
applied under AS 27.30.030 during a tax year [OR
ROYALTY PAYMENT PERI OD] may be carried forward to and
applied during a subsequent tax year [OR ROYALTY
PAYMENT PERI OD] .

* Sec. 4. AS 27.30.050 is anended to read:

Sec. 27.30.050. Limt on application of credit.
An exploration incentive credit for a mning operation
may not exceed $20, 000,000 and rnust be applied within
15 tax years [OR ROYALTY PAYMENT PERI ODS] after the
t aki ng of t he credit is approved under AS
27.30.020(2), but the tax years [OR ROYALTY PAYMENT
PERIODS] in which the credit is applied need not be

(1) the tax year [OR ROYALTY PAYMENT
PERIOD] in which the person first incurs liability for
paynent of tax [OR ROYALTY] based on the person's
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activity that is the basis of the claim of the
exploration incentive credit; or

(2) consecutive periods.

* Sec. 5. AS 38.05.212(b) is repealed and reenacted
to read:

(b) The production royalty is three percent of

(1) the net snelter return for mning
production that is further processed by a snelter or
refinery; or

(2) the gross value at the point of
production as determ ned under AS 38.05.213 for mning
production that is not further processed by a snelter
or refinery.

* Sec. 6. AS 38.05.212 is amended by adding new
subsections to read:

(d) A new mning operation is exenpt from the
royalties wunder this section for three years after
producti on begins.

(e) In this section,

(1) "net snelter return” means the value
the person engaged in mning receives fromthe snelter
or refinery and may be based on

(A the spot or current price of the
m neral mnus deductions for the costs associated with
the processing by the snelter or refinery and
transportation between the snelter or refinery and the
| ocation of the mne; or

(B) anot her met hod adopted by the
department by regul ati on;
(2) "new mning operation" has the meaning

given to "new mning operations” in AS 43. 65. 060.
* Sec. 7. AS 38.05 is amended by adding a new
section to read:

Sec. 38.05.213. Goss value at the point of
production. (a) The gross value at the point of
production

(1) is the value of a resource imediately
after its renoval fromthe m ne;

(2) does not include inconme from the
extraction or processing of resources from nine waste
or resi due of previ ously processed resour ces
previ ously subject to tax under AS 43.65.

(b) Except as provided in (c) of this section
the value of a resource imediately after its renova
from the mne is the price received by the person
engaged in the mning of the resource adjusted for
val ue added after the resource was produced.
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(c) The price received by the person engaged in
the mning of the resource nmay be rejected by the
departnment as the gross value at the point of
producti on when the

(1) price received is less than the fair
mar ket val ue;

(2) price received does not reflect the
total value received by the seller in the transaction;
(3) parties to the transaction are

affiliated; or

(4) price received was not negotiated in an
armis length transacti on between the buyer and seller.

(d) If the department rejects the price reported
by the person engaged in the mning of the resource
the departnent shall substitute the fair market val ue
of the resource on the date and at the place of
production for purposes of determ ning the production
royalty liability under this chapter.

(e) The gross value at the point of production
shall be calculated using the reasonable costs of
transportation if the destination value is used to
determne the value at the point of production. The
reasonabl e costs of transportation shall be the actual
costs, except when the

(1) parties to the transportation are
affiliated;

(2) contract for the transportation is not
an armis length transaction or is not representative
of the market value of that transportation;

(3) method of transportation is not
reasonable in view of existing alternative nethods of
transportation.

(f) If the department finds that the conditions
in (e)(1), (2), or (3) of this section are present
the departnent shall determ ne the reasonable costs of

transportation, using the fair market value of Iike
transportation, the fair narket value of equally
efficient and avai |l abl e alternative nodes of
transportation, or anot her reasonabl e nmet hod.

Transportation costs fixed by tariff rates properly on
file with the Regulatory Comm ssion of Alaska or
anot her regulatory agency shall be considered prinma
faci e reasonabl e.
(g) In this section,
(1) "affiliated" means a person who
directly, or indirectly t hr ough one or nor e
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internediaries, controls, is controlled by, or is
under comon control with the persons specifi ed;

(2) "destination value" neans the value of
the resource at the destination where production from
the mne is delivered for treatnent or processing.”

Page 1, line 5:
Del ete "Section 1"
| nsert "Sec. 8"

Renunber the follow ng bill sections accordingly.

Page 1, line 10, through page 2, line 4:
Delete all material.

Renunber the follow ng bill sections accordingly.

Page 2, line 17:
Del ete "sec. 1"
| nsert "sec. 8"

Page 2, line 18:
Del ete "sec. 1"
| nsert "sec. 8"

Page 2, lines 19 - 21:
Delete all material and insert:
"(b) AS 38.05.212(d), added by sec. 6 of this

Act, applies to a mnmining operation that begins
production on or after the effective date of sec. 6 of
this Act.

(c) The changes to the applicability of the
exploration incentive credit nmade in AS 27.30.030(a)
and (b), as anended by secs. 1 and 2 of this Act, AS
27.30.040, as anended by sec. 3 of this Act, and AS
27.30.050, as anended by sec. 4 of this Act, apply to
a royalty paynment period beginning on or after the
effective date of sec. 1 of this Act.”

Page 3, line 28:
Del ete "Secti on 6"
| nsert "Section 12"

Page 3, line 29:

Del ete "sec. 7"
| nsert "sec. 13"
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Amendment 2, | abel ed 29- GH2924\ N. 7, Nauman, 3/29/16:

Page 1, line 1, following "An Act":
Insert "repealing the mneral production royalty;
enacting a mneral severance tax;"

Page 1, following |ine 4:

Insert new bill sections to read:
"* Section 1. AS 27.30.030(a) is anended to read:
(a) In a tax year or royalty paynent period,

subject to (c) of this section and the respective
limtations of this subsection, the person may apply
the credit, the taking of which was approved under AS
27.30.020(2), against

(1) taxes payable by the person

(A under AS 43.65; application of the
credit wunder this subparagraph may not exceed the
| esser of

(1) 50 percent of the person's tax
l[tability wunder AS 43.65 for the tax year that 1is
related to production from the mning operation at
which the exploration activities occurred, as shown
under (b) of this section; or

(i) 50 percent of the person's total tax
[Tability under AS 43.65 for the tax year

(B) under AS 43.20; application of the
credit under this subparagraph my not exceed the
| esser of

(1) an anount equal to the anount
determ ned under (A)(i) of this paragraph; or

(11) 50 percent of the person's total tax
l[iability under AS 43.20 for the tax year; and

(2) m neral production royalty paynents
payable by the person under AS 38.05.135 - 38.05.160
[ AND 38.05.212] for production from the mning
operation at whi ch t he expl oration activities
occurr ed; application of the «credit under this
paragraph may not exceed 50 percent of the person's

m neral production royalty paynment liability from the
mning operation at which the exploration activities
occurr ed.

* Sec. 2. AS 38.05.205(c) is anended to read:
(c) A mning |lease shall be for any period up to
55 years, and is renewable if requirements for the
| ease remain satisfied. Annual rental [AND PRODUCTI ON
ROYALTI ES] shal | be paid as required under AS
38.05.211 [AND 38.05.212]. A wvalid mning claim
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| ocated and held under AS 38.05.195 may be converted
to a |ease at any tine upon application by the owner,
and issuance by the conm ssioner. Rights granted by a
mning |lease nmay not be exercised until the |ease has
been filed for record in the recording district where
the land is | ocated."

Page 1, line 5:
Del ete "Section 1"
| nsert "Sec. 3"

Renunber the followi ng bill sections accordingly.

Page 2, following line 14:

| nsert new bill sections to read:
"* Sec. 7. AS 43 is anended by adding a new chapter
to read:

Chapter 68. M ning Severance Tax.

Sec. 43.68.010. Mning severance tax. (a) A
person engaging in the business of mning in the state
shall pay a mning severance tax in the anount of
three percent of the gross production value of
m neral s produced.

(b) The tax under this section is due April 1 of

each year
(c) The departnment shall adopt regulations to
i npl enent this section.
* Sec. 8. AS 38.05.211(c) and 38.05.212 are
repeal ed. "

Page 2, line 17:
Del ete "sec. 1"
| nsert "sec. 3"

Page 2, line 18:
Del ete "sec. 1"
| nsert "sec. 3"

Page 2, line 19:
Del ete "sec. 2"
| nsert "sec. 4"
Page 2, line 21:
Del ete "sec. 2"
| nsert "sec. 4"

Page 2, follow ng line 21:
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| nsert new subsections to read:

"(c) The repeal of AS 38.05.212 by sec 8 of this
Act applies to mnerals produced on or after the
effective date of sec. 8 of this Act.

(d) The mning severance tax under AS 43.68. 010,
enacted by sec. 7 of this Act, applies to mnerals
produced on or after the effective date of sec. 7 of
this Act."

Page 2, line 28:
Del ete "Section 6"
| nsert "Section 10"

Page 2, line 29:
Del ete "sec. 7"
| nsert "sec. 11"

Amendment 4, | abel ed 29- GH2924\ N. 16, Nauman, 3/ 30/ 16:

Page 1, line 2, followng "fees;"
Insert "relating to the exploration incentive
credit;"

Page 1, following |ine 4:

Insert new bill sections to read:

"* Section 1. AS 27.30.030(a) is anended to read:

(a) In a tax year [OR ROYALTY PAYMENT PERI OD],
subject to (c) of this section and the respective
limtations of this subsection, the person may apply
the credit, the taking of which was approved under
AS 27.30.020(2), against [(1)] taxes payable by the
person

(1) [(A] under AS 43.65; application of
the credit under this paragraph [ SUBPARAGRAPH may not
exceed the | esser of

(A [(i)] 50 percent of the person's tax
liability under AS 43.65 for the tax year that is
related to production from the mning operation at
which the exploration activities occurred, as shown
under (b) of this section; or

(B) [(ii)] 50 percent of the person's total
tax liability under AS 43.65 for the tax year;

(2) [(B)] under AS 43.20; application of
the credit under this par agr aph [ SUBPARAGRAPH| nay
not exceed the | esser of
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(A [(i)] an amount equal to the anount
determ ned under (1)(A) [(A(i)] of this subsection
[ PARAGRAPH] ; or

(B) [(ii)] 50 percent of the person's tota
tax liability under AS 43.20 for the tax year [; AND

(2) M NERAL PRODUCTI ON ROYALTY PAYMENTS
PAYABLE BY THE PERSON UNDER AS 38.05.135 - 38.05.160
AND 38. 05. 212 FOR PRODUCTI ON FROM THE M NI NG OPERATI ON
AT VWHI CH THE EXPLORATI ON ACTI VI TI ES OCCURRED,;
APPLI CATION OF THE CREDI T UNDER THI S PARAGRAPH MAY NOT
EXCEED 50 PERCENT OF THE PERSON S M NERAL PRCDUCTI ON
ROYALTY PAYMENT LI ABILITY FROM THE M NI NG OPERATI ON AT
VWH CH THE EXPLORATI ON ACTI VI TI ES OCCURRED .

* Sec. 2. AS 27.30.030(b) is anended to read:

(b) If the person applies the credit against the
person's tax liability under (a)(1)(A or (a)(2)(A
[(A) () (A (i) OR (a)(1)(B)(i)] of this section, the
commi ssioner of revenue shall disallow application of
the credit wunder that provision unless the person
files with the person's tax return an accounting of
the person's mning operation activities for each
mning operation that is included in the tax return
and as to which the credit is being applied. The
accounting of mning operation activities required by
t his subsection shall be nmade

(1) on a form prescribed by the Departnent
of Revenue; on the form the person shal

(A identify the mning operations for
which the credit is clained;, and

(B) set out the gross incone attributable
to the mning operations and other information about
the mning operations that the Departnent of Revenue
may require;

(2) wthout regard to an exenption to which
the person may be entitled under AS 43.65.010(a).

* Sec. 3. AS 27.30.040 is anended to read:

Sec. 27.30.040. Credit nmay be carried forward.
Except as its application is limted by AS 27.30.030
and 27.30.050, a portion of a credit that is not
applied wunder AS 27.30.030 during a tax year [OR
ROYALTY PAYMENT PERIOD] nmay be carried forward to and
applied during a subsequent tax year [OR ROYALTY
PAYMENT PERI OD] .

* Sec. 4. AS 27.30.050 is anended to read:

Sec. 27.30.050. Limt on application of credit.
An exploration incentive credit for a mning operation
may not exceed $20, 000,000 and nust be applied within
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15 tax years [OR ROYALTY PAYMENT PERI ODS] after the
t aki ng of t he credit is approved under
AS 27.30.020(2), but the tax years [OR ROYALTY PAYMENT
PERIODS] in which the credit is applied need not be

(1) the tax year [OR ROYALTY PAYMENT
PERIOD] in which the person first incurs liability for
paynent of tax |[OR ROYALTY] based on the person's
activity that is the basis of the claim of the
exploration incentive credit; or

(2) consecutive periods.”

Page 1, line 5:
Del ete "Section 1"
| nsert "Sec. 5"

Renunber the follow ng bill sections accordingly.

Page 2, line 17:
Del ete "sec. 1"
| nsert "sec. 5"

Page 2, line 18:
Del ete "sec. 1"
| nsert "sec. 5"

Page 2, line 19:
Del ete "sec. 2"
| nsert "sec. 6"

Page 2, line 21:
Del ete "sec. 2"
| nsert "sec. 6"

Page 2, following line 21:

I nsert a new subsection to read:

"(c) The changes to the applicability of the
exploration incentive credit nmade in AS 27.30.030(a)
and (b), as anmended by secs. 1 and 2 of this Act,
AS 27.30.040, as anended by sec. 3 of this Act, and
AS 27.30.050, as anended by sec. 4 of this Act, apply
to a royalty paynent period beginning on or after the
effective date of sec. 1 of this Act."

Page 3, line 28:

Del ete "Section 6"
| nsert "Section 10"
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Page 3, line 29:
Del ete "sec. 7"
| nsert "sec. 11"

Anmendment 8, | abel ed 29- GH2924\ N. 2, Nauman, 3/29/16:

Page 1, line 1:
Del ete "an exenption fronf
Insert "a deferral of"

Page 1, lines 5 - 9:

Delete all material and insert:

"* Section 1. AS 7.30.030(b) is anmended to read:

(b) If the person applies the credit against the
person's t ax liability under (a) (1) (A (i) or
(a)(1)(B)(i) of this section, the comm ssioner of
revenue shall disallow application of the credit under
that provision unless the person files wth the
person's tax return an accounting of the person's
m ning operation activities for each mning operation
that is included in the tax return and as to which the
credit is being applied. The accounting of mning
operation activities required by this subsection shal
be made

(1) on a form prescribed by the Departnent
of Revenue; on the form the person shal

(A identify the mning operations for
which the credit is clained; and

(B) set out the gross income attributable
to the mning operations and other information about
the mning operations that the Departnent of Revenue
may require;

(2) without regard to a deferral [AN
EXEMPTION] to which the person may be entitled under
AS 43.65.010(a) .

* Sec. 2. AS 43.65.010(a) is anended to read:

(a) A [PERSON PROSECUTING OR ATTEMPTING TO
PROSECUTE, OR ENGAG NG IN THE BUSINESS OF M NING IN
THE STATE SHALL OBTAIN A LI CENSE FROM THE DEPARTMENT.
ALL] new m ning operation nmay defer the paynent of tax
due under [OPERATI ONS ARE EXEMPT FROM THE TAX LEVI ED
BY] this chapter during the first [FOR] three and one-
half years after the date production begins. A
t axpayer that defers the paynent of tax under this
subsection shall pay the ampbunt of tax deferred in 10
equal installnments, without interest, before My 1 of
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each vyear, beginning with the first calendar vyear
following the date the deferral period ends.
* Sec. 3. AS 43.65.010(b) is anended to read:

(b) The Departnent of Natural Resources shal
certify to the departnent the date upon which
production begins, and the departnent shall issue a
certificate of deferral [EXEMPTION] to the producer
accordingly."

Renunber the followi ng bill sections accordingly.

Page 2, following line 14:

Insert a new bill section to read:
"* Sec. 7. AS 43.65.060(4) is anended to read:
(4) "new mning operation [OPERATIONS]"

means the first mning operation on a property that
previously has not been subject to mning [OPERATI ONS
VH CH BEGAN PRODUCTI ON AFTER JANUARY 1, 1953, OR WH CH
HAVE NOT BEEN LI ABLE TO PAY A M NI NG LI CENSE TAX UNDER
THI' S CHAPTER ON NET | NCOVE SI NCE JANUARY 1, 1948];"

Renunber the follow ng bill sections accordingly.

Page 2, line 17:
Delete "sec. 1"
| nsert "sec. 2"

Page 2, line 18:
Del ete "sec. 1"
| nsert "sec. 2"

Page 2, line 19:
Del ete "sec. 2"
| nsert "sec. 4"

Page 2, line 21:
Del ete "sec. 2"
| nsert "sec. 4"

Page 2, line 28:
Del ete "Section 6"
| nsert "Section 9"

Page 2, line 29:

Delete "sec. 7"
| nsert "sec. 10"
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Amendment 9, | abel ed 29- GH2924\ N. 3, Nauman, 3/29/16:

Page 1, line 1, following "An Act":
Insert "relating to rents for property involving
m ni ng; "

Page 1, following |ine 4:

Insert a new bill section to read:

"* Section 1. AS 38.05.211(a) is anended to read:

(a) The hol der of each mning claim |easehold
| ocati on, prospecting site, and m ni ng | ease,
including a mning |ease under AS 38.05.250, shall
pay, in advance, rental for the right to continue to
hold the mning claim |easehold |ocation, prospecting
site, and mining lease, including a mning |ease under
AS 38.05.250. Rental is due and payable as foll ows:

(1) the rental anmount for a prospecting
site is fixed at $200 for the two-year term of the
site;

(2) annual rental for a mning claim

| easehol d | ocation, prospecting site, or mning |ease
may not [SHALL] be | ess than

(A $1.65 for each acre during the first
five years that the rental is due;

(B) $3.30 for each acre after the first five
years that the rental is due [BASED ON THE NUMBER OF
YEARS SINCE A M NING CLAIM A LEASEHOLD LOCATION, OR A
M NI NG LEASE' S PREDECESSCOR CLAIM OR LEASEHOLD LOCATI ON
WAS FI RST LOCATED; THE ANNUAL RENTAL AMOUNTS FOR A
M NING CLAIM LEASEHOLD LOCATION, OR M NI NG LEASE ARE

AS FOLLONE:
RENTAL AMOUNT
FOR EACH M NI NG
CLAI M OR LEASEHCOLD
LOCATI ON | NCLUDI NG
NUVBER OF RENTAL AMOUNT  EACH QUARTER- QUARTER
YEARS SI NCE PER ACRE FOR SECTI ON MIRSC
FI RST LOCATED M NI NG LEASES SYSTEM
0-5 $ .50 $ 20
6 - 10 $1. 00 40
11- OR MORE $2. 50 100;

(3) THE ANNUAL RENTAL I N ANY YEAR FOR EACH
QUARTER SECTION CLAIM LEASEHOLD LOCATION, OR LEASE
BASED ON THE MIRSC SYSTEM IS FOUR TIMES THE RENTAL
AMOUNT FOR A QUARTER- QUARTER SECTION M NING CLAIM
LEASEHCOLD LOCATI ON, OR LEASE IN THAT YEAR]."
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Page 1, line 5:
Del ete "Section 1"
| nsert "Sec. 2"

Renunber the follow ng bill sections accordingly.

Page 2, following line 14:
Insert a new bill section to read:
"* Sec. 6. AS 38.05.211(b) is repealed."

Renunber the follow ng bill sections accordingly.

Page 2, line 17:
Del ete "sec. 1"
| nsert "sec. 2"

Page 2, line 18:
Del ete "sec. 1"
| nsert "sec. 2"

Page 2, line 19:
Del ete "sec. 2"
| nsert "sec. 3"

Page 2, line 21:
Del ete "sec. 2"
| nsert "sec. 3"

Page 2, line 28:
Del ete "Section
| nsert "Section
N

Page 2, line 29:
Del ete "sec. 7"
| nsert "sec. 9"

C)

[ HB 253 was hel d over.]
2:59:42 PM
ADJ QURNVENT

The House Resources Standing Committee was recessed at 3:00 p. m
to be reconvened at 1:00 p.m on March 31, 2016.
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