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CHAIR CATHY GQESSEL called the Senate Resources Standing
Commttee neeting to order at 3:31 p.m Present at the call to
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order were Senators Stedman, Welechowski, Costello, Stoltze,
M cci che and Chair G essel.

Overview. Update on the Mning Industry in Al aska

3:32: 07 PM

CHAI R G ESSEL announced the annual Al aska mining industry update
by both the Alaska M ning Association (AMA) and the Counsel of
Al aska Producers (CAP). She said it's fitting that this
commttee listens to the update in the context of budget talks
and this legislation in the commttee: SB 137, "An Act requiring
the electronic filing of a tax return or report wth the
Depart ment 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 |Ilicense application,

renewal, and fees; and providing for an effective date.” was in
the committee.

KAREN MATTHI AS, Manager, Council of Alaska Producers (CAP)

Anchorage, Alaska, said CAP is a statewide trade association
formed in 1992 and serves as a spokesperson for the |arge neta
producing mines and sone of the advanced major devel opnent
projects in Al aska.

3:33: 04 PM

DEANTHA CROCKETT, Executive Director, Al aska Mners Association
(AMA), Anchorage, Al aska, said AMA's nenbers include the nenbers
Ms. Matthias mentioned plus coal operators, placer mners, sand
and gravel mners, and the vending and contracting sector that
does business with the mning industry.

3:33:51 PM
SENATOR COGHILL joined the commttee.

M5. CROCKETT highlighted the inportance of safety in the mning
i ndustry. One of the recent safety nilestones Fort Knox M ne
achieved is a strict prohibition on cell phones in the shop and
in noving vehicles even though they are one of the few m nes
that has cell phone coverage. If a worker is found using it in
one of those places, they could be dism ssed.

M5. CROCKETT said they are pleased that in recent speeches
Governor Wal ker highlighted the fact that if A aska was a
country, it would be the eighth nost mneral-rich nation in the
world. The fact is that Alaska has world class deposits, but
wWith just six mnes it is not producing to its potential.
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Alaska's two oldest netal mnes started in 1989, after the

national environnental |laws, |like the National Environnmental Act
and the Clean Water Act, were inplenented. Al aska's only coal
m ne has operated for 70 years and is still going strong today
through three generations of the Usibelli famly. She wanted to

focus on mning' s potential noving forward.

3:35:22 PM

She said Alaska's six large mnes provide significant economc
benefits to the state. In 2014, the industry enployed 8,700
people in direct and indirect jobs that pay an average annual
salary of $108,000. The jobs are year-round and many are in
renmote and rural areas of the state. In 2014, mning contributed

$83.7 mllion to state government and $18.5 mllion to | ocal
governnments. One nostly sees major economc drivers from the
mning industry at the local I|evel. Mnes are the |argest

taxpayers in the Fairbanks North Star Borough, the Cty and
Borough of Juneau, and the Northwest Arctic Borough, and the
maj or econom c driver in the Denali Borough and None.

M5. CROCKETT said in 2014, mining contributed $144 nillion to
Al aska Native Corporations through the ANCSA 7(i) and 7(j)
revenue sharing provisions. To date, NANA has received over $1
billion in net proceeds fromthe Red Dog Mne and it shared $705
mllion of that with the other Al aska Native Cainms Settlement
Act (ANCSA) corporations. So, it's fair to say that the benefits
of Red Dog have touched every corner of Al aska.

3:36:34 PM
She said their nost recent study showed that mnes spent $500
mllion annually with over 600 Al askan businesses. Al of this

spending conmes while mnes naintain the highest environnental
and safety standards. She pointed out that their Annual Econom c
Benefit Brochure's insert includes econom c benefits from placer
mning activity in Alaska and that the economc benefits it
provides is really inportant "It's Al aska's seventh large mne,"
she said, since the economc survey showed that its aggregate
nunbers in terns of jobs and econom c benefits equal the size of
anot her large nmne in Al aska.

SENATOR STOLTZE noted that Fort Knox and other mnes across the
state have potential developnment that wll also benefit the
Ment al Heal t h Tr ust beneficiaries. The trust has a
responsibility to develop those resources that have a nuch
hi gher val ue than that of a view shed, he opined.
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SENATOR COGHI LL said Alaska is the nobst unique and popul ous
place for placer mning in Anerica and all the regulations
probably inpact Alaska nore than any other place in the United
St at es because of that.

M5. CROCKETT agreed and added that Alaska is |eaps and bounds
nore active in placer mning than any other state.

3:39: 53 PM

She thanked Senator Stoltze for bringing up the Mental Health
Trust facet. There are sone great existing operations on Mental
Health Trust |ands and some current projects have the potenti al
to further benefit the trust.

M5. CROCKETT said it takes a significant amount of capital and
patience to bring a mne into production. Since 1981, several
billions of dollars have been spent on exploration on dozens of
projects around the state, yet Alaska has only five large netal
m nes. Fort Knox has the shortest tineline at 12 years.

Wiy does it cost so nuch and take so |ong? These conpanies
aren't just building a mne, she said, they are actually
building and permitting major infrastructure projects. The mne
sites are small conmunities. Little existing mne infrastructure
is one of the big differences between Al aska and other countries
and states that it conpetes with. In addition, M. Crockett
sai d, conpanies pay exploration, developnment, and construction
costs, but none of these costs are deductible fromtheir incone.
These noder n m ni ng proj ects require access to and
infrastructure in renote areas. Red Dog and Kensington M nes
supply their own power at their projects. Pogo built a 50-mle
road and a transm ssion |line. Geens Creek and Kensington had to
build ports, and Donlin is |ooking at constructing a 315-mle
natural gas pipeline.

3:41: 15 PM
For cost conparison, M. Crockett said, Detour Lake in renpte
northern Ontario started construction in 2013 and cost $1.2

billion Canadian to build. And for perspective, it's an
operation just a little bit larger than what Donlin Gold is
proposing at a cost of $6-7 billion.

3:41:51 PM

She explained that mnes sonetines have reinbursable service
agreenents wth the state for the cost of permtting,
nmonitoring, and oversight. These costs are actually billed to
the industry by the state and therefore are not borne by the
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public sector. Sone current exanples are: Fort Knox expects to
pay $833,000 in reinbursable service agreenents this year.
Donlin expects to pay $720,000 in reinbursable service
agreenments this year and has spent $6.1 mllion since 2009.

3:42:20 PM

M5. CROCKETT related that in sonme cases the state, through the
Al aska | ndustrial Devel opnent and Export Authority (AlIDEA), has
the opportunity to partner with industry. AIDEA's nandate is to
make good investnents and to stinulate economc growh, and its
investnment in the Red Dog Mne's port and road has been one of
its nost successful. By 2014, ADI EA had received $355 mllion in

paynents from its initial $265 mllion investnment, and as of
January 31, 2016, AIDEA had received $443.5 mllion from that
investnment; it wll continue to receive paynments at a 6.5
percent rate of return until 2034. That investnent hel ped nake

the Red Dog possible. It brought a $1 billion in net proceeds to
NANA and the other ANCSA corporations; it has provided jobs and
contracting opportunities since 1989.

SENATOR STOLTZE said sonetines one hears AlIDEA braggi ng about
its successes, but his personal opinion is that Red Dog built
AlIDEA. He credited fornmer Governor Bill Sheffield with taking a
political risk in supporting that devel opnment in rural Al aska.

3:44: 23 PM

M5. CROCKETT said production value nunbers in her graph cone
from the Alaska Mneral Report produced by the Departnent of
Nat ur al Resources (DNR) and the Departnent of  Conmerce,
Communi ty and Econom c Devel opnent ( DCCED) each  year.
Production value from 2000 to 2015 had its ups and downs, and
the report's nunber were an average of netal prices throughout
the year and not the actual price that m nes get from devel oping
the mnerals there. Jobs correlate with production value. There
were sharp increases in both at the tinme that Pogo started
producti on and when Kensington started production. Wthout those
two, the graph would look quite a bit different, but if there
were nore, it would also look a lot different.

M5. CROCKETT explained that the mning industry in Al aska wants
to enploy Alaskans. It's nore cost effective and local hires
have a greater incentive to stay in Al aska. She said 100 percent
of Fort Knox enployees live in the Fairbanks North Star Borough
70 percent of Greens Creek enployees live in Al aska, and so on
The Departnent of Labor and Wrkforce Devel opnent (DOLWD) | ust
rel eased its 2014 report, which showed an average of 67 percent
resident hire in mning, but the nmajor mnes are actually above
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that nunber and the jobs are year-round. In 2014, the nunber of
non-residents working in nmetal mning fell 18 percent and the
resi dent nunber decreased by 5 percent. The take-away is that
t housands of Alaska mnmners and their famlies depend on a
heal thy m ning industry highlighting the potential for new mnes
provi di ng nore new jobs in Al aska.

CHAI R G ESSEL asked how the DOLWD arrives at 67 percent resident
hire when it's hard to reach 67 in averaging the nunbers M.
Crockett used.

M5. CROCKETT explained that the departnment has a different
cal cul ati on net hod.

M5. MATTHI AS expl ained that the departnment |ooks at the entire
i ndustry including exploration jobs, which are not year-round

Many of them are seasonal, because of Alaska's climate, and
often there is a lower nunber of Alaska residents in those
shorter term jobs. Sone of the exploration work requires very
technical skills that 1isn't always available in the 1loca

wor kforce - although all of the conpanies try really hard to
find local people who can do certain jobs onsite. So, that
expl oration nunber pulls the average down a little bit.

3:48: 07 PM

M5. CROCKETT showed the devel opnment tinelines for Alaska's five
metal mnes [still seeking success] and a snapshot of permtting
cycles. N black and Bornite Mnes have been around for much
longer than the other mnes, but all the mnes represent

t housands of potential jobs, and any one of them comng into
production would be a large increase of revenue for Alaska. Al
the mnes have lone tinelines and require a lot of noney and
pati ence. They are all Ilooking for capital and nust convince
investors that Alaska is a good place to invest, and that is
hard to do right now There are fewer investnment dollars for
gl obal exploration right now and nmuch tougher conpetition.

She shared a graph of an electronically traded fund that tracks
the S& Metals and Mning Index, and it indicates that investor
interest in mning generally reflects conmodity price swings. It
shows robust growth in the md-2000s and a decline as a result
of the 2008 financial crisis. Through 2011 there was a pretty
good recovery because of China, and then there were four years
of declining prices and investor interest until today. She also
showed a graph of spending declines in exploration on a globa
I evel and in Alaska that indicated a 50 percent decline globally
from 2012 to 2014, but Alaska had a 71 percent decline in the
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samre timefrane. That lack of investor interest has nade it
harder to raise exploration financing worldw de, and Al aska has
been hit worse than average.

M5. CROCKETT said exploration spending also declined for smaller
projects referred to as the "Farm Teami of mning exploration.
These projects want to nobve into pre-permtting or the advanced
exploration phase. In 2012, 24 exploration projects across the
state spent $100,000 to $5 nillion apiece. They were not
spending enough or in a stage in which they would not be in
their brochure's centerfold (like Donlin or Pebble), but stil

i mportant exploration investnent that AMA would like to see cone
on line soneday. In 2013, just 17 exploration projects spent
$100,000 to $10 mllion each. She explained that the placer
mning industry insert used to be in this smaller exploration
project insert to let people know what kinds of exploration is
going on in Alaska that wasn't in the advanced exploration
phase, but in 2014 it wasn't a pretty picture and it got
repl aced.

3:51: 27 PM
Another way to |look at the inpact of exploration spending is to
count the "dots" throughout Alaska. In 2012, there are nore

dots; 120 comunities had mning industry enployees living in
them Two years later there were 50 communities. Mning stil
has an i npressive regional inpact, but nore is needed.

M5. CROCKETT said their question is: "What are we doing as a
state to increase that economc inpact and to spread those jobs
t hr oughout other areas of Al aska?" She said Ms. Matthias would
answer that.

CHAIR G ESSEL noted that 70 communities no |onger have their
residents enployed, and asked Ms. Crockett if she knew if those
residents transitioned to another job or becane unenpl oyed.

M5. CROCKETT answered that they didn't track where all of the
former enployees went, but they have a couple of anecdotal
exanples of folks who lost their jobs and currently don't have
one. She couldn't speak for all of them

3:53:19 PM
M5. MATTHI AS said the next phase of their presentation is on tax
policy and economcs, the fundanental question being: "Wat

shoul d Alaska's mneral tax policy be?" Presumably, they want to
find a reasonable share for the state at the sanme tine
encouraging a conpetitive rate for industry that attracts
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i nvestnment. Why? Because of all the reasons M. Crockett just
went through. A robust responsible mning industry provi des good
jobs for Alaskans and nmany Jlocal communities, state and
government revenue, procurement and contracting opportunities
for Al askan conpanies, and in many cases, revenue sharing for
Al aska Native Corporations.

SENATOR M CCl CHE said he saw pieces of her picture, but when she
nmentioned the 6 percent return on investnment (RO) of $355
mllion to AIDEA until 2034 and 610 year-round jobs at Red Dog,
he would love to show Alaskans "a cradle-to-grave value" of
something that is as successful as Red Dog so its full value
could be seen. Oher industries spend a little bit nore tine
illustrating the positive trickle-dowm effects of industry, and
"W should be pushing hard for that level of investnment in our
state.”

M5. MATTHI AS answered that yes, Red Dog would be able to provide
updated information. She also noted that the Institute for
Social and Econom ¢ Research (I1SER) published an article in an
econom cs journal last August that analyzed the economc and
social inpact of the Red Dog Mne in the Northwest Arctic
Bor ough, and she would forward a copy to share with comittee
menbers.

SENATOR M CCI CHE said so nany Al askans are unaware of the val ue
of mnes when one thinks of things |ike wages to philanthropy
and how it affects the lives of Al askans. Alaska is so starved
for diversification. "Just about everything we sell in the state
right nowis at the bottomof its value scale.™

SENATOR STOLTZE said mning could beconme the Borough | nducenent
Act with the possibility of successful productive mnes. There
are positives but also perils of having a |ocal governnent
essentially dependent on the mne as the sole or single |argest
t axpayer . He asked how the state can plan ahead to have
di versified revenue sources.

M5. MATTHI AS responded that CAP doesn't have a position on
borough formation, but the nost valuable thing is to have a new
mne, and they want to see those that are in devel opnment cone
into production and be able to work through those issues wth
the local conmunities. Utinmately, she thought a way could be
found to work with any local community in return for the benefit
of having an econom c engi ne.

3:58:15 PM
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SENATOR STEDMAN said an area with no cash econony has no basis
on which to fund itself, and with a mne a region can evolve
into a cash econony. Senator Stedman noted that the success of
Red Dog could be replicated on Prince of Wales Island with the

two proposed mnes. Instead of focusing on incorporating a
borough politically, focus instead on growing the regional
econony. The incorporation question wll resolve itself once

there is an econony to sustain government.

3:59: 20 PM

M5. MATTHIAS said M. Crockett pointed out that a State of
Al aska (SOA) report said nmning contributed $83,700,000 to the
econony in 2014. The report indicates that $38, 700,000 canme from
the Alaska mning |license tax that all mnes pay no matter what
their land status is. State corporate incone tax brought in
$17,300,000, and it is paid by all mines in Al aska. The next
category of state fuel tax was blank for 2014, but for 2013 it
brought in just under $1 mllion, and that nunmber is fairly
constant for previous years. AIDEA facility user fees brought in
$12 mllion, state mneral rents and royalties brought in
$13, 500, 000, and she reninded nenbers that there is only one
| arge producing netal mne on state land (along wth sone
smal l er operations). The next category was coal rents and
royalties and that brought in $1.5 mllion from the only
operating coal mnmne; state material sales and state mning
m scel | aneous fees brought in $83,700,000. The reinbursable
service agreenents are not included in any of the categories and
therefore they think they are not included in the total. But M.
Crockett mentioned just two mnes payed a total of $1.5 nmillion
this year in reinbursable service agreenent fees. O her |arge
m nes al so have reinbursable service agreenents, so that nunber
is pretty large.

4:02: 01 PM
SENATOR W ELECHOWSKI asked if she or the industry would support
any increase in fees or taxes to the mning industry.

M5. MATTHI AS answered that the Counsel of Alaska Producers and
the Alaska M ning Association have fiscal policy positions and
very much believe that the first part of the solution is budget
cuts and finding efficiencies in operations, which is what the
conpani es have done in the last four years of declining neta
prices. They have cut positions, froze wages, decreased benefits
and i ncreased enpl oyee contributions to health care.

She said using the Permanent Fund (PF) earnings is the only
viable solution for a mgjor part of the budget gap. If there is
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any remmining gap after doing those two things, any solution
shoul d be broad-based across all Al askan busi nesses and resource
industries including the mning industry. But the other
sol utions have to be a priority.

SENATOR M CCICHE said it's a natural inclination to |ook at
i ndustries when one gets into a bind. He still supports the
notion that the greatest savings to the state general fund are
wor ki ng Al askans that are |ess dependent on state services, and
the areas with the greatest expenses are associated with non-
wor ki ng Al askans. Legislators are struggling with the general
fund, but hundreds of thousands of working Al askans are doing
okay. He remarked that there seens to be a focus on Alaska from
Washi ngton, D.C. and asked if other states had experienced an
Environnental Protection Act (EPA) intervention on state |ands
as Al aska has.

M5. MATTHI AS answered that the waters of the U S. issue affects
al nost every state and has potential inpact beyond federal [|ands
because of the uncertain definition of "navigable waters."

M5. CROCKETT added that Alaska doesn't have the magnitude of
state land ownership that the Lower 48 states have. Several
states are having federal intervention because of the belief
that the sage grouse habitat is in decline, and that has
resulted in federal |and plans that say what the mning industry
and ranchers can't do on several different |and types.

However, she assumed Senator M cciche was referring to the EPA
assessnment of the Bristol Bay Witershed. The EPA did exercise
the same C ean Water Act, sec. 404, veto it exercised in Bristol
Bay at a coal mne in Wst Virginia. It was a preenptive veto
before the permtting process, and the coal mne was in
operation when the EPA exercised its veto authority.

4:08:14 PM
SENATOR M CCICHE said he wanted that information from western
states, in particular, because Al aska shares a lot of comon

problens with them

SENATOR COGHILL added that the Citizens Advisory Conmm ssion on
Federal Areas has probably docunented those, and he would make
sure this conmttee gets its latest |and report.

CHAI R G ESSEL added that the American Lands Council has a |ot of
information available about land restrictions nationally from
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the federal governnment, as well as a small group called the
Energy Producing States Coalition that she bel ongs to.

She agreed with Senator M cciche's remark about working Al askans
being a benefit to the state, but there are also folks in |ow
paying jobs who need assistance. Mning has sone great pay
scal es, and she asked themto el aborate on that.

M5. CROCKETT answered that mning has sone great pay scales;
their average wage in large scale mnes is $108,000 and these
are often in rural areas where there isn't a lot of economc
di versification. Some wages are higher and sone are |ower, but a
wide gamut of different occupations 1is available including
nurses, nedics, and accountants. Mnes really are a snall
cormunity and a lot of workforce devel opnent opportunities are
available in the industry to train its enployees. Not everybody
wants to go to college, she said, and the opportunity to be
enployed in the mning industry is sonmething they are really
proud of.

4:11: 37 PM

M5. MATTHIAS said a previous slide broke down where the noney
comes fromin the mning industry, and now she would tal k about
where it goes to in the state. A 2016 |ISER Fiscal Effects
Report, using a five-year average, indicates that a vast
majority of mining revenue goes into the G- and is available to
pay for schools, roads, public safety, etc. The anobunt spent for
regulating the industry is very small - less than $20 mllion.
Mning is highly regulated, but nmuch of that cost is borne by
t he conpani es through the rei nbursabl e service agreenents.

SENATOR M CCICHE said he realizes there is |limted funding for
studies, but if the industry is contributing $90 million, they
are bringing in far nore than $30 mllion additional |ocal
revenue. He thought the nunbers were |ow and that the value of
m ning i s much higher than what the study is show ng.

M5. MATTHI AS noted that the |SER study was based nostly on the
| ocal property tax paid by the mnes and did not |ook at jobs
and the indirect econonmic inpact of mning and procurenent in
the local communities, which is the subject of the MDowell
Economc Inpact Report that the Alaska Mners Association
produces. And yes, they are able to show econom c inpacts that
goes wel |l beyond the property tax.

4:14:39 PM
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M5. MATTHI AS said there had been a nunber of questions about the
tax, and they think it's inportant to not |ook at any one
paynment in isolation, whether it's royalty, or Al aska mning
license tax or corporate incone tax, because from the conpanies'
point of view, it's all part of the cost of doing business in
Al aska.

She pointed out that Alaska is the only state with nulti-use
state land. The state received mllions of acres from the
f eder al government for which the mneral pot enti al was
conpletely unknown, and having a |lower royalty encourages

explorers to risk capital in an attenpt to find the mineral
resources that could be devel oped, and thus inpact the state's
econony. It's also inportant to renenber that there is no

royalty to the state if the state doesn't own the land the mne
is located on. Right now, only one large netal mne is |ocated
on state | and.

CHAIR G ESSEL asked if the feds share 50 percent of the royalty
on federal lands with the state. She renenbered sone years ago
when the federal government sequestered the royalty paynents to
t he states.

M5. MATTHIAS wondered if that was royalty from oil and gas
rather than from m ning.

M5. CROCKETT said it applied to coal, not to hard rock.

M5. MATTHI AS said they very nuch value the Usibelli Coal M ne
It is not a nenber of CAP, and she is nuch less infornmed on coal
than on netal m ning.

She said it's also helpful to have a quick explanati on about how
net inconme is calculated. The royalty tax, the Al aska mnera

license tax, and the corporate incone tax are all based on net
income, and there is a tendency to think that the gross
production value is what the mning conpany actually receives
from the mneral that they extract. But the gross revenue is
actually the net snelter revenue, which is not the sane as the
average of the world price over the year or on any particular
day. The snelter gets the world price when they have refined the
product to that level of purity. What |eaves Alaska is often in
concentrate form therefore, a nmuch snaller percentage of the
mneral is in the actual concentrate. Think about the different
price that a fisherman gets for selling his catch to the
processor and what the processor gets when he sells the
processed fish to the wholesaler or the next |evel of consuner.
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So, the net snelter revenue is the price that the snelter and
the mne owner negotiate mnus the transportation costs of
getting it fromthe State of Al aska to wherever the snelter (for
base nmetals) or refinery (for gold and precious netals) is. They
have to make a profit, so they are obviously paying |less for the
product than what they are selling it for.

4:19: 28 PM
She explained that to determne net incone, operation costs
(wages, consunabl es, on-site transportation, depreci ati on,

i nterest expenses, etc.) are subtracted, but exploration costs
are not. This is not a snmall anmount of noney; for exanple, |ast
year, Pogo spent $15 million on exploration to further define
their ore body, a common activity for operating m nes.

SENATOR M CCI CHE asked how an Al aska producer can conpete, and
is volune the only tool or can other things be acted upon.

4:20: 36 PM

M5. MATTHI AS answered that is a good point, because investnent
costs are so high and developnent tinelines are so |long, and
certain things can't be changed |ike the global commodity price.
Al aska's advantage is its rich deposits. Even with those higher
infrastructure costs, if the grade is good, a mne is able to
make a profit. However, the commodity price is very volatile.
Mning is a long term investnment and, in general, mnes nake
nmoney during the peaks of the commodity price, and not in the
lows |ike now N xon Fork had to suspend operations, because the
econonmcs didn't work well enough to stay in business while
waiting for the combdity price to inprove.

4:22:13 PM

CHAI R G ESSEL said she asked the Departnent of Natural Resources
(DNR) and the Departnent of Revenue (DOR) how many N xon Fork
j obs were lost when it went into warm shutdown.

M5. CROCKETT replied that she found out that 90 jobs were | ost
when they suspended operations. Around seven of those were in
rural communities that were next to the m ne.

SENATOR STOLTZE commented that all the revenue issues seemto be
driven by DOR without a lot of input from the DNR the folKks
that have a greater understanding of the needs for production. A
ot of policies are being proposed only with consideration for
the nunmbers going in or out of the state treasury; there does
not appear to be a heavy consideration for the conplexities of
t hose policy proposals.
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M5. MATTHI AS agreed saying CAP encourages the DNR to work with
the DOR She showed a map delineating the major netal mning
states anong all 50 states and said it's valuable to conpare
Al aska's tax reginme with those, the two nobst obvious ones being
are Arizona and Nevada.

Nevada has a 5 percent net proceeds tax and is very prescriptive
about exactly what can be considered an operational cost in
order to determne net incone. It doesn't have any corporate
income tax while Alaska's is 9.4 percent. However, Nevada has a
2 percent gross payroll tax. She found that property and sales
taxes on goods and materials purchased for the mnes are a nuch
| arger source of revenue fromthe mning industry in Nevada.

Arizona has a net profits tax that is arrived at by subtracting
production costs fromthe gross revenues and nmultiplying that by
2.5 percent. It has a 6 percent corporate incone tax, as well as
property and sal es taxes.

4:26:43 PM

M5. MATTHI AS commented that sonme of the materials the conmttee
has received conpare Alaska's mneral taxes with states that do
not have major nmetal mnes (Wom ng, Colorado, South Dakota, and
W sconsin), but they think it's nore appropriate if they want to
grow the industry and attract investnment to | ook at how Al aska's
tax regime stacks up against the other major nmetal mning states
in the country. It is also valuable to | ook at how Al aska stacks
up agai nst the rest of the world.

She said the next slide just |ooks at corporate inconme tax,
because it's really inportant to renmenber that even though the
state doesn't receive federal corporate inconme tax, the
conpanies pay it. So, that 35 percent rate, which is one of the
hi ghest in the devel oped countries, is a significant anount for
the conpanies to pay. Wen one adds Alaska's state corporate
income tax rate of 9.4 percent that adds up to 44.5 percent
None of the other countries conpare.

4:27:56 PM

Canada has an extrenely conpetitive federal corporate inconme tax
rate of 15 percent, and then they have variable provincial and
territorial rates. But the average is still well under what just
the federal corporate tax rate is in the U S

Al aska conpetes with other states that also pay the federal tax,
and the next slide showed a conparison of Alaska with those.

SENATE RES COW TTEE -14- February 24, 2016



Arizona and Nevada come in at less than Alaska in terns of their
corporate tax rates. She added the two Canadi an nei ghbors, Yukon
and British Colunbia (B.C.) that have higher provincial and
territorial corporate taxes, but adding that to the federal tax
rate for Canada still results in a percentage that is far bel ow
the U S. federal rate.

M5. MATTHI AS said she didn't have royalty and mning license tax
information for all, but she pointed out that if one takes the
federal and Al aska corporate tax rate, which is 44.5 percent and
adds the 7 percent Alaska mning license tax, that cones to a
total of 51 percent. If the mne is on state |and, add another 3
percent on top of that. This doesn't include any |ocal property
or sal es taxes.

SENATOR M CCICHE said he would like to see the royalty and
mning |license tax rates for the other states.

M5. MATTHI AS answered that would be sonmething to ask of the DOR
the nunbers for how the departnent breaks down the different
conponents of governnent take under the proposed increase in the
m ni ng t ax, and how those metrics af f ect Al aska's
conpetitiveness in investnent climate.

CHAIR G ESSEL said Alaska's governor belongs to the Wstern
Governors' Association and asking the DOR for that information
m ght be a good idea. She would send that inquiry forward.

SENATOR COSTELLO said the <conmittee is hearing inportant
information today, and it highlights the significance of asking
for quality information as these taxes are proposed. She had
spoken to others about getting an econom st and the economc
nodeling they need to nmake infornmed decisions on the proposals
before them

CHAIR G ESSEL renmenbered that in a previous Labor and Commerce
Commttee neeting she also had suggested the DOR use the
econoni sts they have on staff; DOR has an entire team called the
Econom ¢ Research G oup.

4:32:20 PM

M5. MATTHI AS wapped up with a few slides about the 2014 Fraser
Institute Survey of mning executives around the world. Their
results track with investnment decisions and is a pretty good
baronmeter of what conpanies are seeing in terns of changes in
different jurisdictions. In ternms of "pure mneral potential,"
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Al aska is excellent and is consistently in the top 5. Last year
it was nunber 1 and this year it is nunber 3.

In 2014, Al aska ranked 23rd in policy perception which took into
account environnental regulations, taxation, the |egal regineg,
the political stability, and trade barriers. This indicates that
you can have the best mneral deposits in the world, but if you
have terrible policies, nobody is going to invest, and vice
versa. The institute did a 60:40 ratio of pure mneral potential
to potential policy perception under the very best policies in
order to come up with the top 10 jurisdictions for investnent
attractiveness. Alaska was 10th on the list in 2014 and it was
5th in 2013. She pointed out that those other 9 jurisdictions
are all in developed countries that have strong environnental
laws, and said there is no reason why Al aska can't conpete with
them Her question is: "Wat are we doing to nmake sure that we
attract investnment for exploration and mne developnent to
Al aska, so that we can have the jobs and the opportunity here in
our state?"

Anot her interesting thing about the study is that it also asked
executives what they thought about the current m neral potenti al
and if it encourages or discourages mning. Al aska came in 28th
which was a major slide fromthe previous year when it was 11th
and in 2012 when it was 6th.

CHAI R G ESSEL asked what factors noved Al aska down.

M5. MATTHIAS replied there is no question that many of those
factors are regulatory, nostly on the federal side, but sone
state regulatory issues, as well, and those are things that can
be changed. The other factor is the quality of the deposits and
fortunately Al aska has good ones. The things that can actually
be changed are policies, and can neke sure that Al aska has the
best possible policies to encourage investnent despite its high
costs.

4:36:40 PM

SENATOR M CCI CHE said the only thing that has changed since 2012
when Al aska was 6th is grass roots activism agai nst m ning anong
Al askans in certain |ocations.

M5. MATTHIAS answered that her belief was that the EPA' s
preenptive veto on the 404(c) of the Cean Water Act, which

started in January 2014, had a very chilling effect for the
conpani es, because it has never been done before in the 40-year
history of the Cean Wter Act. Investors |ook at fiscal
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certainty and relative stability in the taxation reginme, and it
has been stable for the mning industry, but changes have been
made in other industries that could well inpact the way
investors | ook at Al aska as a whol e.

SENATOR M CCICHE said he thinks Alaska has public perception
issues in all its mgjor industries, and they have some work to
do on educating Al askans about why industry is inportant and how
it affects their every-day lives, and mning is not separate
fromthat.

M5. CROCKETT said a nunber of nmechanisns can be used by
i ndi vidual s and organizations to stop resource developnent in
Al aska; the proposed changes and what eventually happened wth
SB 21 and the referendum that followed, for one. She has also
seen ballot neasures targeted at certain projects in certain
industries for the |ast several years, and nore of those wll be
seen. It's relatively easy to bring litigation to stop or delay
a project and she thought that would weigh on investors
perception of Al aska.

CHAIR G ESSEL said she personally wote several letters and an
opi ni on pi ece about the Pebble Project shut down in 2014 and the
conmittee heard a water reservations bill that DNR knew was
needed to encourage devel opnment by ensuring the water resource
remai ned as a possession of the state and not held in individual
hands, but it didn't pass. She could see policy things that
changed percepti on.

4:40: 36 PM
SENATOR STOLTZE asked for i ndustry conment s on t he
adm nistration's water bill.

M5. CROCKETT said AMA has a position on the nomnation for a
wat er of outstanding national resource (WONR), but the executive
director hadn't submitted the letter sinply because the AVA was
doing this presentation. AMA net wth the Departnent of
Envi ronnental Conservation (DEC) a couple of weeks ago to mark
this bill wup and supports the concept of authorizing the
| egislature to do the designation process, but has sone other
i ssues of concern. One is that they want to ensure that a body
of water is not managed as designated until it is an officially
desi gnated WONR, because a WONR designation mnmeans that a water
body can't be degraded in any way.

Another concern is that DEC wuld actually forward its
nom nations at the start of each |legislative session, but AMVA
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doesn't want to see the sane river on the |list every year. They
want sideboards put on the tinmeframe in which sonmeone can
nom nate that water body, and they want to see the nom nation
process be for a specific part of a water body and not a
tributary, so that upstream activity isn't affected by that tier
3 designation. The AMA would send a coment letter with specific
recommendations on the bill before they would offer their
support.

CHAIR G ESSEL said this commttee had significant concerns about
the fact that the designation was pernmanent. Another concern she
has is that the legislature is being required - and she asked
Senator Miurkowski to investigate - if it is truly required and
if it is constitutional, because an unconstitutional requirenent
can be nullified by a state.

SENATOR STOLTZE said a 2008 voter-rejected initiative had all
sorts of ancillary effects prohibiting fish processing plants
and conmunity water and sewer, and asked if she saw any simlar
probl ens targeting m ning.

M5. CROCKETT said any resource developnent industry should
certainly be concerned and have feedback and the DEC had net
with a nunber of trade associations and representatives from
different industries, including oil and gas.

CHAIR G ESSEL remarked that a town planned next to a water body
coul d be rejected, also.

4:47:10 PM

M5. MATTHI AS said the sane SOA m neral industry report conparing
2013 nunbers to 2014 nunbers showed a reduction in mneral
val ue, less incone and, as a result, less revenue to the state.
Expl orati on spending had taken a significant decline, and that
i npacts jobs, of course. Fundanentally, everyone knows mnerals
and netals are required in nmodern lives in just about
everything, but given low commodity prices right now, it 1is
difficult to raise investnent dollars and there's increasing
gl obal conpetition for those fewer dollars.

Al aska has sone serious cost challenges, but it can control the
perception of the investnent climate in terns of policies. M.
Matthias stated, "W want to send a nessage that Al aska is open

for business, because ultimately ... just one new nmne would
bring in so nmuch nore revenue to the state than sonme of the
nmeasures that are proposed in the bill that's been put forward."

Qur hope is to ensure that Alaska has a mneral tax policy that
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takes the big picture view of growing the pie, so there will be
greater state revenues and all of the other good positive
effects by bringing nore devel opnent and investnent into the
st at e.

CHAIR G ESSEL thanked M. WMatthias and M. Crockett for the
robust presentation.

4:49: 48 PM

CHAI R G ESSEL adjourned the Senate Resources Standing Conmmttee
neeting at 4:49 p.m
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