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ACTI ON NARRATI VE

3:32: 20 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:32 p.m Present at the call to
order were Senators Coghill, Stednman, Costello, W elechowski,
M cciche and Chair G essel.

3:33: 00 PM

HB 115- AK SOVEREI GNTY; US TRANSFER LAND TO ALASKA

CHAI R G ESSEL announced consideration of HB 115 [CSHB 115(FIN)
was before the conmmttee]. She invited the sponsor's staff to
provide a brief sectional analysis.

TOM WRIGHT, staff to Representative Chenault, Alaska State
Legi slature, said HB 115 addresses issues related to public
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lands including the transfer of title of public lands to the
state and al so asserts state sovereignty under the 9th and 10th
Amendnents of the U S. Constitution. According to the Departnent
of Natural Resources (DNR), right now there are 222 mnillion
acres under federal ownership: the Bureau of Land Mnagenent
(BLM has about 75 mllion acres; wldlife refuges conprise
about 70 mllion acres; national parks conprise 54 mllion
acres; national forests conprise about 22 mllion acres, and the
Department of Defense has 2.2 mllion acres. Al aska was granted
28 percent of the total land area within its borders. State
entitlement was about 106 mllion acres after various federal
| aws were enacted. The remaining entitlenent to be selected is
5.4 mllion acres.

The state has selected 10.9 million acres from which to receive
those remaining 5.4 mllion acres, and has 10.2 mllion acres of
top filings that may eventually becone selections. A top filing
is a contingent selection where the land is subject to federa

restrictions or wthdrawals. The state 1is prevented from
selecting any of those lands until such tine as a public |and
order is issued by the Department of Interior or an executive
order is issued by the executive branch.

The definition of public land within the bill is federal land in
the state, except for title held by another person or for
mlitary purposes. He said a |egal nenpo indicates constitutional
issues with this legislation, but it can be asserted that since
| and sel ections were supposed to have been finalized 35 years
after Alaska's admission into the United States, that the
federal governnent really has not acted in good faith in
honoring the requirenents of the Statehood Act.

3:34: 05 PM
SENATOR STOLTZE joi ned the comm ttee.

MR, WRIGHT said that the state has |ost revenue due to |ack of
resource devel opnent on these federal |ands; the Al aska Nationa

Wldlife Refuge (ANWR) is a prime exanple. Actions |ast year by
the bama admnistration to try to lock up federal |ands from
any devel opnent whatsoever also would have inpinged on the
state's entitlenent to a share of the revenues from mnera

devel opnent on these federal | ands.

MR WRIGHT said that HB 115 also asserts the state's sovereign

rights under Articles 9 and 10 of the U S Constitution, and
this was previously addressed in the 1983 initiative known as
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"The Tundra Rebellion,” which was never inplenmented after its
affirmati on by voters.

He said that Utah is also struggling with the federal governnent
in trying to get the lands it is entitled to, and the South
Carolina House adopted a resolution in 2013 supporting western
states in the transfer of federal public lands to them So,
Alaska is not unique in that situation. He said the western
states are dom nated by federal |and ownership. The resolution's
main points are that the lack of wutilization of these public
| ands and natural resources has a negative effect on the states'
econom es as well as that of the entire United States.

An interesting fact is that a study done by the Property and
Environnental Research Center (PERC) found that the federal
governnent |oses an average of 27 cents for every tax dollar
spent managi ng public |ands, whereas state land trusts, on the
ot her hand, realize $14.51 for every dollar spent on managi ng
public | ands.

He said the bill is sinple and that is why he didn't prepare a
sectional analysis, but he offered to go over each section.

SENATOR COGHI LL wanted to know what a "public land order” is
referring to Section 4.

3:38: 05 PM
ED FOCELS, Deputy Commi ssioner, Departnent of Natural Resources
(DNR), Juneau, Al aska, answered that "public land order"” is the

term the departnment works with nost. He didn't have a precise
| egal definition, but it is a land order put in place by the
Secretary of the Interior on federal lands to wthdraw for
certain purposes. It prevents state selections from attaching to
t hose | ands.

He expl ained that Al aska is approaching the end of its statehood
land entitlenent process. O the 105 million acre entitlenent,
100 mllion acres have been conveyed and there are 5 mllion
acres to be conveyed. The state has selected 10 mllion acres on
BLM land that it could probably get tonorrow by just asking for
it. The state also has about 10 mllion acres of lands it would
like to select, but because of the public land orders, those
selections don't attach; these are called top filings. The state
can't get those lands until the public land orders are I|ifted.
In reality, the state would |like to acquire sone of the nore
val uabl e | ands encunbered by the public |and orders.
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MR. FOGELS said DNR had been pressing the Department of Interior
to lift those public land orders, because they have outlived
their initial purpose. For exanple, public land orders were put
in place to make sure that the Native corporations could select
their | ands, but now those sel ections have been done.

SENATOR COGHI LL asked if public land orders were part of the
| and agreenent issue that cane up under the Alaska National
I nt erest Lands Conservation Act (AN LCA).

MR. FOCELS answered that those |land orders were actually put in
pl ace by AN LCA

SENATOR COGHI LL asked if other land orders are disparate in
t heir purposes.

MR, FOCELS responded that there are nultiple purposes. A couple
of classic exanples are the footprint of the Susitna Witana
Project that is encunbered by a public land order for a power
site withdrawal. The second exanple that they have been fighting
about for years is Public Land Order 5150 that withdrew a w de
swath of land for the Trans-Al aska Pipeline System (TAPS)
pipeline from Prudhoe Bay to Valdez that encunbers tens of
t housands of acres that are clearly not needed. The state would
like to select sone of those lands for their rare earth mnera
potenti al .

He corrected hinself saying that the Native Corporation public
|and orders may have been put in place by the Alaska Native
Clainms Settlement Act (ANCSA) not by AN LCA

3:43: 11 PM
CHAI R G ESSEL recogni zed Speaker Chenault in the audience.

SENATOR COGHI LL remarked that the first section tal ks about the
rights to "setoffs"™ and asked how the state and federa
governments vi ew t hose.

MR. FOCELS responded that this termis not used a ot by DNR It
is basically the placenent for any |oss of econony that Al aska
woul d have received had those federal |ands had been fully
utilized.

SENATOR COGHI LL said because the buffer zones in his neck of the

woods are getting bigger and bigger, the trappers and placer
mners are faced with economc issues. They fall under a rule
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that needs to be challenged, but practically speaking, an
econony can't be devel oped there either.

MR. WRI GHT responded that this language is nodeled after a Uah
bill (HB 141). The sponsor described "setoff" as establishing a
pl ace holder to reserve the state's rights as it pursues its
sovereignty on land clains against the federal government. It
provides notice that the state reserves its right to claim a
credit or "setoff" for any amount of injury suffered by the
state that is wongfully caused or <claimed by the federal
governnent. |If the federal governnment finds the state has a
liability to the federal governnent, the right of setoff allows
the state to reduce or elimnate that liability by deducting or
offsetting the amount the federal governnent owes the state.
That claim could be used on any resource, or oil and gas
devel opnent .

SENATOR COSTELLO said in previous years M. Fogels had testified
to the fact that the state doesn't want to rush to conplete its
| and sel ection, because once it does, then sone of these other
areas are off the table, plus nore information will be gathered
about the resources on it. She asked him to talk about "that
delicate dance”" and how this essentially not only keeps the
state from the benefits of econom c devel opnent on these | ands
but also from conpleting its land selections. She also had
al ways thought it was 103.5 mllion acres and he is using 105
mllion acres.

MR. FOGELS responded that he could give the comittee an
accounting, but the several different |land grant prograns total
up to an entitlenent of 105 mllion acres. He said it has been
the departnment's position to not rush to the finish line. The
state has to get its last 5 mllion acres and they want to
choose the best ones. The 20 mllion acres in this pool, half of
which is off |limts to the state, is a big pool of |and about
which not nmuch is known. He explained that for a nunber of
years, DNR did a strategic and critical mnerals assessnent
program and got a lot of new information on nany of those | ands.
This is how they found the rare earth and other critical mneral
spikes in Public Land Order 5150. But, the first thing to do is
to unencunmber that 10 mllion acres. If that were done, DNR
woul d ask for certain lands right now, because they know they
are valuable. They would probably go for sone lands in the
sel ect ed category.

He expl ained that the public |and orders al so hanper the state's
ability to gather data on those federal acres as well as the
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ability of explorers to explore (a lot of data comes from the
private sector).

SENATOR W ELECHOWSKI asked if the adm nistration supports this
bill.

MR. FOGELS said he had been told that the bill could have
constitutional issues and based on that, the admnistration
mght find it hard to put its full weight behind it. The public
| and order issue is incredibly inportant to the DNR

SENATOR W ELECHOWBKI said he didn't think there was any
di sagreenent on that; the argunment is all about whether the bill
is legal or not. A lot of tinmes attorneys for Legal Services
hedge, but they didn't hedge on this; they said the bill is
unconstitutional and cited the Constitutional provision, Article
12, Section 12, that says:

The State of Alaska and its people forever disclaim
all right and title in or to any property belonging to
the United States or subject to its disposition.

Basically, Senator Wel echowski said, the argunment in this bill

is that Alaska's Constitution is wunconstitutional. But aside
fromthat, if the bill passes, what is the enforcenent nmechani sm
for the departnent?

3:51:38 PM

MR. WRI GHT said honestly, he didn't think the state would take
any action. The state is just asserting that it could be better
stewards of state lands than the federal governnent can.

CHAIR G ESSEL thanked M. Fogels for his readiness to be on call
for information.

SENATOR M CCICHE said he wanted a listing of public land orders
that are set aside to understand the one section of the bill
that is worthy of fighting for.

CHAIR G ESSEL referred himto an on-line resource, The Anerican
Lands Council, that has a map of the U S. which shows the areas
in red, but she said she would al so ask for that information.

SENATOR COGHI LL said he would be willing to work with M. Fogels
and asked if he was willing to consider that the Statehood Act,
ANCSA and AN LCA becane the formulating docunments that were
meant to be about |and use. There is probably a pretty good case
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that the constitution has already been stepped over. He asked
M. Wight if he had gone through the series of legal steps to
show that Congress has wunilaterally changed - w thout getting
perm ssion from the state that would back up the fact that it
has to |look through its Constitution, through ANCSA, and through
ANI LCA - to nake this case.

MR. WRI GHT answered no, but he would be nore than willing to
| ook at that. He understands the constitutional questions that
come with this bill.

SENATOR COGHI LL said he would be willing to work with him and
that he thought a severability portion needed to be added. The
way the Statehood Conpact has been treated - especially under
the current admnistration where conservation wunit guidance
overrule the whole constitution and a conpact that Al aska made
with the federal governnent - might be the place to start a
conversation to show that if the state has to assert itself,
it's in defense of the Constitution, not in contradiction to it.

3:56: 53 PM
SENATOR COSTELLO npved Anmendnent 1: 29-LS0587\1. 3.

29-LS0587\1. 3

Bul I ard
4/ 7/ 15
AVENDVENT 1

OFFERED | N THE SENATE

TO CSHB 115(FIN)

Page 2, line 30, followng the first occurrence of

"state":

Insert ", except for land that is wused for

mlitary or naval purposes including a mlitary
reservation,”

Page 3, line 3:
Delete "43 U.S.C. 1635(f) (sec. 906(f)"
Insert "43 U.S.C 1635(f) (1) (sec. 906(f)(1)"
CHAI R G ESSEL obj ected for an expl anati on.

MR FOGELS said he worked wth the sponsor on the two

amendnents. The first one on page 2, line 30, inserts, "under
the public land orders to be lifted except for land that is used
for mlitary and naval pur poses including a mlitary
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reservation," because those are inportant lands and the state
doesn't have an interest in getting those. If they are abandoned
or withdrawn at sone point in the future, the departnent would
keep a selection in place and it would attach at that tine.

The second anendnent on page 3, line 3, is technical and refers
specifically to the Statehood Act, Sec. 906(f)(1), because the
other sections aren't relevant. Sec. (1) basically restricts
over-selection to 125 percent and the departnent has selected
about 200 percent. So, according to this section, the BLM could
just start tossing the over-selections out without the state's
perm ssion. The departnent has kept BLM at bay, because of the
public land order issue. So, it wants that 125 percent over-
selection restriction del eted.

3:59: 34 PM

SENATOR STOLTZE said "naval" has different definitions and asked
if it is intended to be mlitary-associated or is it broader to
enconpass National Cceanic and Atnospheric Adm nistration (NOAA)
vessel s and encanpnents.

MR. FOGELS answered that the intent is to protect mlitary
presence in Al aska.

CHAIR G ESSEL renoved her objection and finding no further
obj ection, she announced that Amendrment 1 was adopt ed.

4:01: 47 PM

LOS EPSTEIN, Director* Arctic Progrant W] derness Society*
Juneau, Al aska* strongly opposed HB 115. She said the W] derness
Society is a national nenbership organization that has had
scientists working in Alaska since its inception in the 1930s

Their scientific wrk has helped identify and protect the
hi ghest quality wldlife, recreational, and scenic habitat in
t he state.

She said HB 115 overreaches greatly, going well beyond | ands
that have been selected for conveyance to the state. They are
concerned that state managenent would underm ne protection of
certain types of federally nmanaged |ands. They al so oppose the
bill, because it is unconstitutional according to a February 13,
2015, Legal Services neno, and it would also be costly to the
state. Former Arizona Governor, Jan Brewer, vetoed a simlar
bill, because it was unconstitutional.

Lastly, she said, given the need for the legislature to address
the conplicated fiscal problens facing the state, they believe
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holding this hearing on a clearly unconstitutional bill makes no
sense. She quoted from an April 3, 2015 Juneau Enpire editoria
about HB 115 that backed up that sentinent.

4:05: 08 PM

SENATOR STEDMAN conmented that the |egislature has been fruga

with its time this year dealing with the fiscal issues and they
take their jobs very seriously. He assured the public that
menbers are working the budget and still trying to keep to their
normal business along the way. However, he was a little
concerned when they start getting newspaper articles in their
bill packets. He exclainmed that everyone can get articles from
the entire political gamut with even nore extreme opinions than
those in the U S., and said, "Were does it stop? Do we ask ISIS
what they think and start reading it into our record? | think we
need to be a little bit careful there.”

4:06: 26 PM

ELI ZABETH DABNEY, Executive Director, Nort hern Al aska
Environnental Center, Fairbanks, Alaska, opposed HB 115. It
ignores the U S. Constitution and the state's |egal advisors.
Gven the fiscal crisis Alaska is in and the resources that
woul d be need to be dedicated to seeing this through, the best
thing at this time is tolet it go of this bill's initiative.

4:08: 04 PM

JOSEPH SEBASTI AN, representing hinself, Kupreanof, Al aska, said
he is a 38-year resident and a conmmercial fisherman in Southeast
Al aska. He opposed the portion of HB 115 that w shes to revoke
and reclaim?222 mllion acres of federal public lands in Al aska.

He said federal |ands have laws and rights that do not exist on
state or private |ands. One such right is subsistence use, which
under AN LCA seeks to protect the public's right to those | ands
for subsistence takings and purposes. Yet, under current state
forestry regulations, tinber harvest is a primary use on state
| ands.

Anot her exanple is the National Policy Environnmental Act (NEPA)
that ensures certain procedures and oversight to resource use
and devel opnment that do not exist on state or private |ands.
State forestry on state lands is relaxed to a point where it
appears that "variance managenent” or "anything goes" is the
state's |low standard. The state is unable to nmanage the lands it
already has under its jurisdiction. Wile he didn't oppose the
state regaining the 55 mllion acres of Statehood Act | ands
still unconveyed, he opposed the "nonsensical pie in the sky"
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request for all 222 mllion acres of federal |ands that bel ong
to all Anericans.

SENATOR STEDMAN noted that the original 13 colonies had very
little federal l|and, and when the State of Texas cane into the
Union it had very little federal land. The later states com ng
into the Union ended up having all the federal |and. The
original 13 colonies and Texas have healthy econom es and their
tax base is nmuch broader than Al aska's; they have a |ot easier
time funding schools and buil di ng roads.

CHAIR GESSEL, finding no further coments, closed public
testinmony. She said they would hear from M. Sturgeon who was
al so asserting state jurisdiction over state land in the US
Suprene Court. She said HB 115 goes on to the Judiciary
Conmittee where it wll be further examned, particularly on
| egal i ssues.

SENATOR COSTELLO commented that there is a difference in the
tone and tenor of this bill that it wouldn't have if it was in
the formof a resolution. It gets at the heart of what it neans
to be an Al askan and references the economc wealth in our
St at ehood Conpact. She then noved to report work order 29-
LS9587\ | as anended from committee W th i ndi vi dual
recomendati ons and attached fiscal note(s).

SENATOR W ELECHOASKI  objected. He said they shouldn't be
spending any nore tinme on this and their energies should be
focused on other ways to resolve this problem Legislators took
an oath when they were sworn in to uphold the Constitution and
this is beyond a doubt unconstitutional.

4:15: 28 PM
A roll call vote was taken: Senators Stoltze, Coghill, Mcciche,
St edman, Costell o, and Chair G essel voted yea; Senat or
W el echowski voted nay. Therefore SCS CSHB 115(RES) noved from
comittee.

4:15: 55 PM
At ease

SB 137- ELCTRNC TAX RETURN, M NING LI C. TAX & FEES

4:17: 27 PM
CHAI R 3 ESSEL announced consi deration of SB 137.
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JERRY BURNETT, Deputy Commi ssioner, Departnent of Revenue (DOR),
thanked the conmittee for hearing the governor's mning tax
bill. He said since 1913, Alaska has had a mning tax. The
original mning license tax was .5 percent on nining net incone
over $5,000 collected on both net income from mining operations
and from mning-related royalties. So, an owner collecting the
royalties would pay a mning tax, as well as the operator of the
mne. It came primarily from businesses engaged in coal and hard
rock mning; gravel pits and quarry rock were exenpt from the
t ax.

He said there were nunerous changes from 1915-1953, but in 1951,
the Territorial Legislature adopted a 3.5 year exenption for new
m ning operations. The current tax structure, in place since
1955 (pre-dating statehood) is as follows: incones of zero to
$40,000 pay no tax; incones from $40,000 to 50,000 pay $1,200
plus 3 percent over $40,000; inconmes from $50,000 to 100, 000 pay
$1,500 plus 5 percent over $50,000, and incones over $100, 000
pay $4,000 plus 7 percent over $100, 000 net.

4:20: 14 PM

ED FOCGELS, Deputy Conm ssioner, Departnent of Natural Resources
(DNR), Juneau, Al aska, said Alaska has six major mines that are
currently operating and about 570 snaller placer and suction
dredge operations that were permtted in 2015. The top 200 of
t hose register enough on the tax scale and contribute as nuch to
the econony as one nmjor large nmne. There are 34,197 active
mning clains on state land. O the six l|large operating m nes,
five are hard rock mnes and one is a coal mne and are as
fol |l ows:

1. The Red Dog Mne is an open pit lead and zinc mne and is
operated by Teck Al aska, I ncor por at ed, on NANA Native
Corporation land; it is one of the largest zinc producers in the
wor |l d and enpl oys 610 peopl e.

2. The Fort Knox Mne is an open pit gold mne near Fairbanks on
state and private |lands and is operated by Fairbanks Gold M ning
and has 600 enployees. It 1is the largest taxpayer of the
Fai rbanks North Star Borough.

3. The Pogo Mne is an underground gold mne |located 38 mles

northeast of Delta Junction on state land. It's operated by
Sum tomo Metal M ning and enpl oys 320 peopl e.

4. The Usibelli Coal Mne is operated by Usibelli Coal M ne
| ncorporated, is owned by a local famly, and enploys 140
peopl e.

5. The Kensington Mne is an underground gold m ne |ocated near
Juneau and is operated by Coeur Al aska on Forest Service |and.

SENATE RES COW TTEE -13- February 3, 2016



6. The Greens Creek M ne, also operating on Forest Service |and,
is an underground silver, zinc, |lead and gold mne |ocated close
to Juneau and is operated by Hecla Geens Creek Mning and
enpl oys 415 peopl e.

He said that the N xon Fork M ne has been in tenporary cessation
since 2013, but it has been mintained and nonitored, and
hopefully will open again.

4:22:53 PM
CHAI R G ESSEL asked why N xon Fork is suspended at the nonment.

MR. FOGELS answered the reason is that comodity prices right
now are too |low and the expense of the operation is too great to
justify operating. He thought the conpany was |ooking for nore
i nvestors.

CHAIR G ESSEL said one could construe that economc factors
affect the ability of a mne to continue operating.

MR. FOGELS agr eed.

CHAI R G ESSEL asked what assessnent was done on the proposed tax
as far as its effect on a mne |Iike N xon Fork.

MR. BURNETT answered that the departnent |ooked at the tax on

net incone so as economc factors go down the tax will also go
down. In fact, from the time they started looking at this tax
proposal the estinated revenue went down from $12 mllion to $6

mllion. They have discussed this with the m ning conpanies and
found that the tax rate is much less of a concern to them
because it is on net incone and is still fairly low than
suspendi ng the tax holiday.

CHAIR G ESSEL pointed out that N xon Fork closed for econonc
reasons and increasing taxes would accelerate those economc
reasons for other m nes.

SENATOR STOLTZE asked if any of the operating mnes are in
uni ncor por at ed ar eas.

MR. FOGELS said that Pogo and N xon Fork Mnes are in
uni ncor por at ed ar eas.

SENATOR STOLTZE asked if there were any |local, production or
severance taxes.
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MR. BURNETT answered that he didn't have all the details, but
the Fort Knox Mne is the largest taxpayer in the Fairbanks
North Star Borough and the Greens Creek and Kensington Mnes are
the one and two |argest taxpayers in Juneau. The Red Dog M ne
pays a Paynents in Lieu of Taxes (PILT) and a severance tax to
the Northwest Arctic Borough and is the only taxpayer there.

He said these mnes are an inportant source of |ocal incone and
they build a trenendous anmount of infrastructure. |In Juneau,
residents enjoy hydropower and lower electric rates, and its
third |largest taxpayer is the privately owned electric utility
that was actually built to service the local mnes. Cdearly,
large mnes are a nmmjor source of local revenue and a major
contributor to local infrastructure in those areas where they
are | ocated.

SENATOR STOLTZEE commented that in previous revenue bills on
ot her industries, an analysis of governnent take was part of the
adm nistration's presentation. He asked if there would be an
anal ysi s of governnent take.

4:28: 04 PM
CHAI R G ESSEL concurred and asked M. Burnett for a summary of
government take for each of the operating m nes.

MR. BURNETT replied that he can't do that for individual nmnes,
because that is confidential information, but he could do it for
mnes as a group. In 2014, 13 taxpayers were in the upper
bracket, which probably nmeans nultiple ownership of those m nes.
The total income anobngst that group was $571 nmillion and they
paid $37,853,000 in state mning license tax. The other 490-plus
mne |icense taxpayers that filed had a total net incone of $1
mllion.

4:30: 00 PM

SENATOR STEDVMAN said Alaska can't get the mning industry off
the ground, because it is just too renote and too expensive,
also called green-field costs, to do here. The tax structure is
not what is stopping it, because there is no mning tax for al
practical purposes. However, for the Ni black and the Bokan M nes
i n Sout heast, taking away the three-year wi ndow in the beginning
just creates another hurdle. Those two mnes could bring a |ot
of benefits to that region, so he was a little bit gun-shy about
putting up nore hurdles for these mnes that are trying to open.

SENATOR W ELECHOWSKI said a study was done a few years ago under
the Palin Adm nistration conparing Alaska's mning tax to other
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states' and countries' around the world. It seenmed to have sone
good ideas and didn't recommend tax increases. However, it noted
that Alaska's tax structure is very old, going back to 1955, and
there was sonme thought about updating the structure. He asked to
get a copy of that study, because he thought it could be hel pful
in making other changes to encourage devel opnent and
expl orati on.

4:33:59 PM
MR. BURNETT said he was aware of the study and would find out if
it is avail able.

SENATOR COGHILL said they may not be able to get the whole
picture of mnes and their value, but they need to know, for one
thing, if there is a royalty base.

4:34:52 PM

MR. FOGELS responded that DNR's role is not to tax, but to
collect the royalties and property rentals. There are 34,197
m ning clainms and those generated $6.07 million in 2014. Al the
claims - upland and offshore mning | eases and sonme coal |eases
- generated $6.8 nillion in 2014, while production royalty
generated $7.07 mllion, and coal |eases generated $2.3 nmillion.

SENATOR COGHI LL said sone of his constituents tell him that
mners don't pay royalties, but they do. It's just snmall,
because they are a snaller m ning business.

MR. FOGELS added of the six operating mnes, only two are on
state land that pay royalty: Usibelli Coal Mne and Pogo M ne.
The Fort Knox Mne is on Mental Health Trust Land and private
| ands, the Kensington and Geens Creek Mnes are on federal
 and, Ni xon Fork is on BLMI|and and Red Dog is on NANA | and.

4:38: 02 PM

SENATOR COGHI LL said he wanted people to realize that the state
is the landlord to only a small portion of mines. Wen it cones
to taxation, in Alaska anything green field requires defending
its permtting system in court. Those who cone to explore up
here also have to defend thenselves in court for the right do
what is quite often permtted. This is a universe of permtting
costs that at the end of the day it is a "deafening taxation" of
a different style, and it needs to be quantified as the state
tries to get its resource industries engaged and wor ki ng.

SENATOR STOLTZE wanted a better grasp of the admnistration's
policy behind the proposed taxation. Is it purely to fill the

SENATE RES COW TTEE -16- February 3, 2016



revenue shortfall, because it's pretty small and nay actually be
counterproductive. The idea is to grow the pie not get sinew off
a di m ni shed carcass.

MR. BURNETT responded that the policy behind the legislation is
parts of all the factors Senator Stoltze nentioned. Part of it
is to fill the state treasury, but if the state proposes to
spend noney on mne infrastructure and facilities, it 1is
possibly politically nore palatable if people see that the state
is collecting revenue from the mning industry (that would be
real l ocated back to it). "The industry has to be seen that it is
paying its way."

4:41: 05 PM

SENATOR STOLTZE conmented that his takeaway from M. Burnett's
reply is that the legislature has to denonstrate credibility to
the public before enbarking on fiscal policy and plans and
t axati on regines.

SENATOR STEDMAN asked if the mning industry does separate
accounti ng.

MR. BURNETT replied that the license tax is separate accounting
on the mning operations in Al aska. Corporate incone taxes, as
with the rest of the state's corporate incone tax structure, are
all ocated based on various factors. For one, it's a portion of
their U S. incone tax.

SENATOR COGHI LL said tradeoffs always happen with taxation, and
he is not against the mning industry putting noney into state
coffers if the real value can be seen. However, the state
al ready has the large mnes contributing the cost of permtting.

MR. FOCGELS answered that was correct; the large mne permtting
process has evolved to where conpanies enter into an agreenent
with DNR to coordinate permtting that is 100 percent
rei mbur sabl e to DNR, t he Depart ment of Envi ronnent a
Conservation (DEC), Al aska Departnent of Fish and Gane (ADF&G ,
Department of Health and Social Services (DHSS) or any other
agency that is actually involved in permtting. It is totally
vol untary.

4:44:16 PM

SENATOR COGHI LL said the larger mnes generally have to go
t hrough a national environnental policy (NEPA) process where the
smaller mnes probably wouldn't have to, but the smaller mnes
woul d still have to go through the |icensing tax.
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MR. FOGELS said that was right.

4: 44: 57 PM
CHAI R G ESSEL asked what the Red Dog Mne has to reinburse the
Al aska I ndustrial Devel opnment and Export Authority AIDEA for in

the construction of its road. Is there any still outstanding
debt ?
MR. BURNETT said they are still paying, but he would have to get

t he specific nunbers for her.

CHAIR G ESSEL said the social inpacts have to be considered,
though it is an unquantifiable item - |ike when the N xon Fork
M ne shut down. She asked if there was a known nunber of |obs
| ost fromthat.

MR. FOGELS answered that 30 to 40 peopl e worked that project.

SENATOR COGHI L, for context, asked the value of the 3.5 year
exenption on the mning tax for new operations and if it is a
di m ni shi ng val ue.

MR. BURNETT answered that currently a large mne, in particular,
has a large capital construction budget over a long period of
time. So, at the beginning of operations, the first 3.5 years
are not subject to tax, which is quite valuable. The proposal to
remove this is based on a set of assunptions that the mne wll
still be economc and that removing it won't affect any nmjor
m ning project during the period on the fiscal note.

4:48: 18 PM

SENATOR W ELECHOWSKI  asked what a production curve for a
standard mne |ooks |ike, because he knows that oil conpanies
produce huge ampunts of oil at first to recoup their costs and
t hen production declines pretty steadily.

MR. FOGELS said typically the production curve for a mne goes
up quickly to a peak and then depending on the nature of the ore
body it stays high, and then as the ore body is depleted, unless
additional reserves are found, production mght trickle down
depending on the grades. Typically the highest grades are
produced first to try and recoup those high upfront capital
costs.
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SENATOR W ELECHOWSKI asked for a nodel of how much the state
would have nade on other mnmnes and asked if he had any
predictors on future hard rock m nes.

SENATOR COSTELLO wanted nore information about the context of
this tax proposal. Did the admnistration use several guiding
principles, or was it just a sentinent of "everyone is going to
feel the pain?" How nmuch of the fiscal gap will this tax address
versus what amount of foregone revenue from projects being
shel ved actually contribute to the deficit?

MR. BURNETT responded that there were a |lot of discussions. One
factor was that they didn't want to |eave any portion of the
econony out because of fairness issues.

4:51: 25 PM

SENATOR STEDVAN said on the positive side, the tax structure has
been in place since 1955, so there is a lot of stability, which
he thought was a good sign. But in 1955 the state didn't have
automation and conputerization. This bill requires electronic
filing, which is good, but wll there be savings within the
departnment by swi tchi ng?

MR. BURNETT answered that the departnment did not intend to add
or delete any positions as a result of passage of this bill.
However, because the legislature appropriated $35 mllion in
2011 to allow for a new custom off-the-shelf tax managenent
system that is now operating for all tax types, the departnent
has been able to delete some Tax Division positions over the
past two years.

None of these bills will change how t he departnent does business
significantly enough to affect its position count. A snal
increment is needed for changing the program and fornms and
changing tax rates, but after that it's steady. That is one of
the reasons they didn't make changes in tax structures.

4:53:42 PM

SENATOR COSTELLO asked M. Burnett to clarify the statenent that
position counts were expected to change, specifically that
instituting an inconme tax woul d require additional people.

MR. BURNETT clarified that he was referring to changi ng existing
taxes. Any new taxes will require additional staffing.

CHAIR G ESSEL said the lens they ook at these taxes through is
how a proposed tax affects Al aska fam lies, businesses and jobs.
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They talked briefly about the Nixon Fork Mne, which is in a
very rural area with very few jobs to begin with, and the |oss
of jobs when the m ne cl osed.

She said this commttee is interested in growing the pie. A
Livengood mne (a nassive gold and Ilimestone (for cenent)
deposit) that is in pre-permtting would diversify the econony,
and provide a comodity at a nuch |ower cost than having to ship
it in, which is done now She asked what was considered as far
as the economc inpact of renoving the 3.5 year tax holiday on
the Livengood developnment, which is, at this point, at a
standstill because of comodity prices.

MR. BURNETT said he didn't know the specifics, but he would
provide the comrittee the information that is available on that
proj ect .

4:56:27 PM

SENATOR COGHI LL said they need to l|look at nodeling capital
investnment and capital gain to see if the state is mssing part
of that top.

4:57:46 PM

SENATOR M CClI CHE said he was worried about how the tax policy is
presented across the board. Alaska had been blessed wth
enorrmous revenues from the North Slope that has provided an
econony through the governnent structure. Sone agree that 1is
appropriate and sone disagree, but it is something that can
occur at $107 a barrel oil and not sonething that can occur at
$30 a barrel.

He said the state's tax policy seens to be |looking to continue
t hat governnent econony even though the state doesn't have the
revenue. He supported sonme of the neasures that have cone before
the legislature this year, but he worries that they are trying
to harvest too nmuch from the producers in the state that really
have the potential to provide jobs at $30 a barrel oil and
provide a sustainable job market as the oil price recovers in
the future. He said Alaska is a resource rich state with nothing
but potential and he hoped they weren't dis-incentivizing future
projects with sone shortsighted revenue outl ooks today.

CHAI R G ESSEL t hanked him for those comments.
MR. BURNETT continued that the mning tax proposal increases the

tax rate on the highest bracket from7 to 9 percent and renoves
the 3.5 year exenption for new mnes. It requires electronic
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filing and adds an application and renewal fee for the tax
license, which is a substitute for a business |icense.

SENATOR M CCl CHE asked the departnment to provide an approxi mate
bracketed governnment take that isn't related to actual incone.
The other taxes, which are in the public record, could
suppl emrent that approxi mation.

MR. BURNETT said he would do his best to get that information.

SENATOR W ELECHOWSKI said that this was the first tinme in his
tenure as a legislator that mning taxes were being deliberated.
He also asked for details about how Al aska stands relative to
the mning industry in other states and countries.

SENATOR COSTELLO also want to know how long the average
permtting wwndowis for mning in other states.

5:02:11 PM
ADJ OQURNIVENT

CHAIR G ESSEL adjourned the Senate Resources Standing Conmittee
neeting at 5:01 p.m
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