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A p r i l  11, 1994

Honorable Mika M i l l a r  
Chairman
Sanata  Resources Committee 
S ta te  C a p i to l  
Junanu, AX 99811

R2i SB-371, E x p lo ra t io n  In c e n t iv e s  

Daar S en a to r  M i l l a r ,

Tha A laska Miners A sso c ia t io n  wishes to  5 0  on reco rd  in  support  o f  th e  Senate 
B i l l  371 which p ro v id e s  f i n a n c i a l  in c e n t iv e s  fo r  companies and in d iv id u a l s  to  
e x p lo re  fo r  and develop  m inera l d e p o s i ts  in  th e  s t a t e .  T h is  i s  an im p o rtan t  b i l l  
t h a t  w i l l  encourage both  th e  small p rospec to r  &» w e ll  as l a r g e  i n t e r n a t i o n a l  
mining companies t o  in v e s t  hare in  Alaska.

In a d d i t io n  to  being  an encouragement to  in v e s t ,  s a - 3 7 1  a l s o  in s u re s  t h a t  the  
s t a t e  and th e  r e s t  o f  th e  in d u s t ry  w i l l  have access  t o  th e  d a ta  g e n e ra te d .  This 
b i l l  r e q u i r e s  t h a t  th e  company wishing to  r e c e iv e  tho  in c e n t iv e  c r e d i t  document 
th e  e x p e n d i tu re s  i t  has made and provide th e  S ta te  D iv is io n  o f G eologic & 
G eophysica l Survey* w ith  d r i l l  co re ,  d r i l l  c u t t in g s ,  sample a n a ly s i s ,  e t c .  This 
can be a tremendous he lp  fo r  o th e r  companies as th ey  sea rch  fo r  m in e ra ls .  
W ithout t h i s  p r o v is io n  th a  d a ta  would remain p r o p r i e t a r y  and would no t be 
a v a i l a b l e  t o  th e  in d u s t r y  as a whole.

One im p o r tan t  a sp e c t  of th e  b i l l  i s  th a t  a company can a s s ig n  t h e i r  e x p lo ra t io n  
c r e d i t  t o  an o th e r  company th a t  may become tha  owner of th e  p r o j e c t  a t  a l a t e r  
d a t e .  This  can become very  im portan t when develop ing  f in a n c in g  f o r  a m inera l  
p r o j e c t .  A company t h a t  may o the rw ise  not in v e s t  can be encouraged i f  they  know 
th e y  can a s s ig n  t h e i r  e x p e n d i tu re s ,  i f  fo r example they  a re  not a b le  to  co n tin u e  
in  th e  p r o j e c t  due to  o th e r  u n - r e la te d  f in a n c ia l  r e a s o n s .  I f  they  can a ss ig n  
t h e i r  c r e d i t s  to  th e  next company to  buy in to  th e  p r o j e c t ,  they  can re c o v e r  some 
o f t h e i r  e x p e n d i tu re s .  The bottom l in e  is  th a t  more e x p lo r a t io n  w i l l  r e s u l t  and 
more m in e ra l  d e p o s i t s  w i l l  l i k e l y  be d iscovered  t h a t  can p ro v id e  jo b s ,  f a c i l i t i e s  
th a n  in c re a s e  th e  lo c a l  tax  base , and u l t im a te ly  company p r o f i t s  t h a t  can then  
be tax ed  by the  s t a t e .

SD-371 comeo a t  an im portan t time fo r  encouraging m ine ra l  investm en t in  A laska, 
There i s  now a mass exodus of ex p lo ra t io n  funds away from f e d e r a l  lands 
th ro u g h o u t th e  w este rn  U.S. This i s  due p r im ari ly  to  the  in c r e a s in g ly  o p p re s s iv e  
r e g u la to r y  c l im a te  in  th e  U.S. and to  the  e f f o r t s  to  change th e  f e d e r a l  mining 
law. A laska cannot c o r r e c t  a l l  of these  problems b u t  Alaska can add tha  
e x p lo r a t io n  in c e n t iv e  o f  t h i s  b i l l  to  encourage inv es tm en t.  S3-371 w i l l  send tha  
message t o  th e  i n t e r n a t i o n a l  mining in dus try  t h a t  A laska i s  seek ing  to  improve 
th e  investm en t c l im a te ,  This b i l l  i s  one more in d ic a t io n  t h a t  A laska i s  working 
co encourage m ine ra l  development.

I f  you have any q u e s t io n s  rogard ing  t h i s  b i l l  p le a se  c o n ta c t  me.

S teven  C. B o re l l ,  P.E. 
E x ecu tive  D ire c to r
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Alaska State Legislature
S E N A T E  R E S O U R C E S  C O M M I T T E E

State Capitol 

Juneau, A K  99801-1182

Senate Bill 371 
M inera l  Explora t ion  Incent ive  C red i ts

SB 371 allows credits of up to 50% of qualified exploration 
expenditures that can be used to offset state royalty payments and 
income taxes. There is an additional 10% credit for the use of Alaska 
Resident labor that meets specific criteria. The credit must be used 
within 15 years after it is extended by the commissioner of Natural 
Resources.

The credit must be granted if the applicant is authorized to do 
business in the state and adequately documents the exploration 
activity. Data provided to the Commissioner must be kept 
confidential for 36 months after receipt. Credits are site specific, 
assignable and may be carried forward and/or apportioned between 
royalty and taxes, in the applicants discretion, but nay not exceed the 
combined amount of taxes and royalties due for the period in which 
the credit is being used.

This bill implements a 1994 recommendation of the Alaska Minerals 
Commission. Over the past several years there has been a significant 
decline in mineral exploration investment from the lower 48 states 
and to a lesser extent, away from Alaska. These dollars are now 
being invested in other countries such as Mexico, Chile, Indonesia, 
and Russia. Much of this shift is attributable to the combination of 
ever-increasing regulatory and political obstacles in the U.S. and pro­
active foreign mineral exploration and development policies, 
including elimination of royalties and tax incentives. Alaska's image 
has fortunately been improving for the past several years after a 
long period of disfavor; although there is still a concern that our 
remoteness and lack of infrastructure and access to public lands are 
significant disadvantages.

Alaska is blessed with an abundance of geologically favorable 
terrain. SB 371 will help to reinforce the distinction between Alaska 
and the lower 48, address the issue of foreign competition, and 
encourage further investment in our mining industry. It proposes a 
meaningful and reasonably attractive economic incentive that will 
help offset real and perceived problems facing exploration here, 
sending a clear message that Alaska is a good place to do business.
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FISCAL NOTE
1994 LEGISLATIVE SESSION
Revision Date:
Title:

w i’A T E  O F  A L A S K A B I L L  N O .  sb 371

Mi ner al  Expl orat i on I ncent i ve Credi t s

D e p t  Af f ected:  Re v e n u e

' S R U :

Co mpo ne nt :

Revenue Operations
Income and Sxcisg Audit

S p o n s o r

Request or :

(S) R E S
(S) R E S COMPONENT S E R IA L  NO. 113

E x p o n d i t u r e s / H o v e n u e s : ( T h o u s a n d s  of  Ocl lars)

O P E R A T I N G F Y 9 5  i F Y 9 6  1 F Y 9 7  1 FYQQ | F V 9 9 F Y 0 0

P E R S O N A L  S E R V I C E S I I  1 1 1

T R A V E L I I I ! 1

C O N T R A C T U A L 1 ! 1 1 1 I

S U P P L I E S I I I  I I I

E Q U IP M E N T
I 1 1 1 1 i

L A N D  & S T R U C T U R E S 1 1 1 1 1

G R A N T S . C L A IM S 1 1 1 1

M IS C E L L A N E O U S  1 1 1 1

T O T A L  O P E R A T IN G 0 .0  1 0.0  1 0 .0  1 0 .0  1 0.0 0.0

C A P IT A L

R E V E N U E  F U N D  S O U R C E : G e n e ra l U p  to (1 7 M M ) I U o to (1 7 M M ) f U p  io  I1 7 M M ) I Uo to C17M M) j Up to (1 7 M M ) t Uo to (17M M 1 !

F U N D IN G : (T h o u sa n d s  o f  D ollars)

1 0 0 2  Fe deral R e ceio ts 1 1

1C03 G F  M atch 1

1 0 0 4  G F  I I 1

100S G F 'P iu u r a m  R e ceip ts  ' ' 1

I0 0 6  G F /M H T Ia  I I I I !

O th e r I I I I i 1

't o t a l  I o.c I o .o  i o.o i o.o o.o i o.o 1

P O S IT IO N S :

F U L L -T IM E  I ! i ! | |

P A R T -T IM E  ! 1 1 1 1 I i

T E M P O R A R Y  1 ! 1 ! 1 !

Estimate of current year (FY94) impact: S 0.0

i a n a l y s i s : (A ttach a  separata p ag e if necessary,)

M M  e q u a ls  m illion 

(S e e  Attuunes)

Praparad Dy; 
D ivision: 

A pproved Sy < 

A gency:

Larrv 5. M eve rs T, P h one : -G:-2220
Inco m e a n d  Excise A d fiifo iv ts id n / O  V D ate: Apnl 11. 1994

Darrel J. R exw in kel j y D ata: A cni 11. 1994

D eo arrm e nt o l  R e ven u e
/  "

P R E P A R E R  TO PROVIDE A L L  DISTRIBUTION C O PIES TO G O VERN O R'S LE G ISL A T IV E  O FFICE 
For further distribution information call the G overnor's Legislative OHIcc

’age : of 2
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SB 371
Mineral Exploration Incentive Credits 
April 11,1994 
Page 2 of 2

B i l l  A n a l y s i s

This bill grants an exploration incentive credit to qualified applicants for activities related to 
determining the existence, location, extent and quality of a locatable or leasable mineral or 
coal deposits. The credit may be claimed against corporation net income and mining license 
taxes under AS 43.20 and AS 43.65, respectively, and royalties under AS 38.05.135 - 
38.05.175.

The credit is limited in any one tax year to 60% of direct labor costs for Alaska residents and 
50% of direct labor costs for nonresidents and other eligible costs that qualify for the credit not 
to exceed 50% of the sum amount payable as taxes and royalties under AS 43.20, AS 43.65 
and AS 38.05. The credit is available as a carryforward for 15 years.

The credit may be assigned to the applicant's successor in interest for the site at which 
exploration activities occur if the successor is a qualified applicant.

This bill has a retroactive effective date of January 1, 1994 and applies to activities 
undertaken after December 31, 1993.

O perating  Costs

Department of Revenue dees not anticipate additional costs to administer the provisions cf 
this bill. The Department would modify current forms to provide for taxpayers to claim credits.

Revenue

Average corporation net income and mining license tax collections over the past three fiscal 
years were approximately $186 million. According to Department of Natural Resources' 
publication Alaska 's Mineral Industry 1993: A Summary, exploration expenditures in 1993 
were 528.2 million.

Since credits are limited to the lesser of the percentages cf eligible costs outlined above or 
50% of taxes payable, the maximum amount cf credits which could have been claimed for 
1993 would have been limitec to 30% of expenditures (assuming all costs are for direct labor 
for residents) or approximately $17 million. Total expenditures may increase as a result of the 
incentive program under this bill. Accordingly, the maximum amount of credits would increase 
over time in proportion to expenditures.

Amounts claimed as credits will vary each year depending on amounts expended for 
exploration, credits assigned to successor corporations, credits carried forward over the 15 
year period allowed, and the effect cf credits applied against royalty payments as provided for 
urder this bill.

27».a'T



1994 LEGISLATIVE SESSION
Revision Date:  Original____________________________  Dept Affected: Natural Resources___________
Title: *An Act providing tor exploration incentive________ BRU: Resource Development______
credits for activities Involving locatable and leasable minerals...:_______Component: Mining Development_________
Sponsor: Senate Resounces Committee__________________ __________________________________________
Requestor Senate Resources Committeo__________________ Com ponent Serial No.  442

FISCAL NOTE
S T A T E  O F  A L A S K A  B E L L  N O .  S B 3 7 1

Expenditures/Revenues_____________    (Thousands of Dollars)
OPERATING EXPENDITURES FY95 FY96 FY97 FY98 FY99 FY00
PERSONAL SERVICES 
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 o.ol

CHANGE IN REVENUES (1004) (0.5) (0.5) (0.5) (0.5) (0.5) (0.5)

FUND SOURCE (Thousands of Dollars)
1002 Federal Receiots
1003 GFM aLr.
1004 GF
1005 GF/Program Receipts
1006 GF/MHTIA 
Other
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY94) cost: $ None

POSITIONS
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separa'e p ag e i n e c e ssa ry)

S E E  A T T A C H E D .

Prepared by: (J^) Jerry Gallaqher, Director Phono : 465-2400
Division: Mining D , e : 13-Aor-94
Approved by Commissioner: Z ' '  ( V 3 f  

//f£;Harrv A. Noah Date: 13-Acr-94
Agency: (Js Natural Resources '----* Vi

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
(SB37ij<ls Rov4/13AW) For JSMice Pago i or 2
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Assume: 1) Calculations for this F/N only applies to royalty
portions- Corporate tax impacts to be provided by 
Dept, of Revenue.

2) Development work at existing mines does not fall 
under the definition, or intent, of "exploration" 
of SB 371.

3) Credit calculated after 50% of royalty accounted 
to Permanent Fund. Therefore, credit is 50% of 
the remaining 50% of royalty paid (or 25% of total 
p a i d ) .

4) Exploration that can be credited can only be 
counted after the effective date of this act.
(For example, exploration conducted at a site in 
1985 that's now in production cannot be used to 
affect current royalty obligation.)

5) Ten (10) new placer mines that qualify during the 
first year; and at year 10, one new major hardrock 
and one new coal mine.

F i s c a l  I m p a c t s  f o r  R o y a l t y

t h e r e f o r e :

1 )

2 )

3)

Annual Royalty from 10 Placer Mine = $2,000 
25% x $2,000 = $500.00/vear credit

Annual Royalty from 1 Coal Mine = $1,000,000 
25% x $1,000,000 = $250,000/year credit

Annual Royalty from 1 Hardrock Mine = $100,000 
25% x $100,000 = $25,000/year credit

Fiscal impact from S3 171 credits for royalty:

in thousands

Year 1 
2
3
4

o
7
8
9
1 0  
1 1  
1 2
13
14
15

<0 . 5> 
<0. 5> 
<0 .5> 
<0 . 5> 
<0. 5> 
<0 .5> 
<0.5> 
<0 . 5> 
<0. 5> 
<275> 
<275> 
<275> 
<275> 
<275> 
<275>


