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N ote : A m oun ts  d o  no t inc lude inflation un le ss  o th e rw ise  n o ted  be low .
O P E R A T IN G  E X P E N D IT U R E S FY  2 0 0 5 F Y  2 0 0 6 FY  2 0 0 7 FY  2 0 0 8 F Y  2 0 0 9 F Y  2 0 1 0
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A N A L Y S IS : (Attach a separate page if necessary)
Th is  bill m a k e s  v a r io u s  ch an g e s  to A S  2 7 .1 9 , and  e s ta b lis h e s  a Mining R ec lam ation  T ru st F u nd  u nd e r A S  3 7 .1 4 .
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c h an g e  th e  am ou n t a v a ila b le  to the state.

P re p a re d  by: 
D iv is ion
A p p ro v ed  by: 
A g en cy

B ob  L oe ffle r, D irector P h o n e  2 6 9 - 8 6 0 0
M ining, Land & W a te r D a te /T im e 1 /2 1 /0 4
T h om a s  Irwin, C om m iss ione r D a te  1 /2 1 /0 4
N a tu ra l R e so u rc e s

(Revised 9/2003 0M B) Page 1 of _1_

c : : .  h t t e e  c



FISCAL NOTE

Revision Date/Time (Note if correction):___________________ Dept. Affected;__________Revenue_______
T itle R ec lam ation  bonding fo r  ce rta in  m ines______________R D U  R e v e n u e  P ro g ram s  & S e rv ic e s
___________________________________________________________________________C om pon en t T re a s u ry  D iv ision_______________
S p o n s o r  R u le s  Com m ittee______________________________________ ___________________________________
R e q u e s te r  R eq u e s t o f the G o v e rn o r_____________________________ C om pon en t N o . 121

S T A T E  O F  A L A S K A  Fiscal Note Number: _2_____________
2004 L E G IS L A T IV E  S E S S IO N  Bill Version: HB 486_________

(H) Publish Date: 2/16/04_________

E xpenditures/R evenues________________________________ (Thousands of Dollars)
N ote : A m oun ts d o  not include in flation u n le s s  o the rw ise  noted  below .
O P E R A T IN G  E X P E N D IT U R E S F Y  2 0 0 5 F Y  2 0 0 6 F Y  2 0 0 7 F Y  2 0 0 8 F Y  2 0 0 9 F Y  2 0 1 0
P e rs o n a l S e rv ic e s 6 .0 1 2 .0 1 8 .0 2 4 .0 3 0 .0 3 6 .0
T ra v e l
C on tra c tu a l 1 5 .0
S u p p lie s
E qu ipm en t
Land  & S tru c tu res
G ran ts  & C la im s
M isce llan eou s

TO T A L  O PE R A T IN G 2 1 .0 1 2 .0 1 8 .0 2 4 .0 3 0 .0 3 6 .0

C A P IT A L  E X PE N D IT U R E S

C H A N G E  IN R E V E N U E S  ( ) I
F U N D  S O U R C E (T h ou san d s  o f  D o lla rs )
1 0 0 2  F e d e ra l R ece ip ts
1 0 0 3  G F  Match
1 0 0 4  G F
1 0 0 5  G F /P ro g ram  Rece ip ts 2 1 .0 1 2 .0 1 8 .0 2 4 .0 3 0 .0 3 6 .0
1 0 3 7  G F /M en ta l H ealth
O th e r (Specify T ype -D o not abbreviate)

TO TA L 2 1 .0 12 .0 1 8 .0 2 4 .0 3 0 .0 3 6 .0

E s t im a te  o f  a n y  c u r r e n t  y e a r  (F Y 2 0 0 4 )  c o s t :  0 .0
M a rk  th is  b o x  (X ) i f  fu n d in g  f o r  th is  b i l l is  in c lu d e d  in th e  G o v e rn o r 's  F Y  2 0 0 5  b u d g e t  p r o p o s a l :  
P O S IT IO N S
Fu ll-tim e
Pa rt-t im e
T em p o ra ry

. . . -------------  .  .

A N A L Y S IS : (Attach a separate page if necessary)
This fiscal note is predicated upon a trust fund build-up of $10 million per year plus fund earnings. The 
cost of managing a fixed income trust fund internally is about 6 basis points. Additionally, this fund would 
require individual project fund tracking, something that is slightly different from anything now done at 
Treasury. A contractual cost of $15.0 is included to originate that tracking with GeFONSI.

/ .n p a r e d  by: T om a s  Boutin, D epu ty  C om m is s io n e r  P h o n e  4 6 5 -3 6 6 9 ______________
D u  sion  T reasu ry   D a te /T im e  1 /2 0 /0 4  1 :41  PM
A pp ro ve  ' ay: Bill C orbus , C om m iss io n e r_____________________________________________________ D a te  1 /2 0 /2 0 0 4______________
A g en cy  R even u e_______________________________________________________________

(Revised 12/20C.IOMB) / . A m  P a g e  1 O f___1__
C L .  1 I T T B B  COPv



f + 8  Q  8  ip

G O V 6 R N O R eG O V .S T A T E .A K .U S

Frank H. Murko w sk i
G o v e r n o r

S t a t e  o f  A l a s k a

O f f i c e  o f  t h e  G o v e r n o r  
J u n e a u

P.O . B O v. 1 1 0001 
J u n e a u . A l a s k a  9 9 b i  i -o o o i 

( 9 0 7 )  4 6 5 - 3 5 0 0 
FAX (9 0 7 )  4 6 5 - 3 5 3 2 

WWW.GOV.STATE.AK.US

February 13 , 2 004

The Honorable Pete Kott 
Speaker o f the House 
A laska State Legislature 
State Capitol, Room  2 08  
Juneau , AK 9 9 8 0 1 -1 1 8 2

Dear Speaker Kott:
Under the au thority o f article III, section 18, o f the A laska C onstitu tion , I 

am transm itting a bill re lating to mine rec lam ation  bonding and financ ia l 
assurance.

This b ill would make three changes to existing law. First, it w ou ld 
remove “ lode m ines,” sometimes referred to as “hard -rock m ines,” frcm  the 
cu rren t bonding “cap” o f $ 750  per acre fo r  m ine reclamation responsib ilities; 
the cap would remain in effect for p lacer m ines. Second, it would rep lace the 
term  “perform ance bond” with the term  “ financ ia l assurance,” and w ou ld  list 
various ways to provide that assurance, in order to give mining companies and 
the state the flexibility to employ a varie ty o f financia l assurance vehicles. 
Third, it w ould create a mine reclam ation tru s t fund , which would a llow  the 
bu ild -up o f an adequate reclamation fund  th rough payments made over time 
and through the earnings on that fund.

These three changes a ll reflect the fact that satisfactory rec lam ation  o f a 
hard -rock m ine is a site-specific issue. A generic dollar-per-acre bond “cap” 
simply does not w ork fo r reclamation responsib ilities for hard -rock m ines.
Each mine is un ique, and the optimal vehicle to use to ensure fina l rec lam ation  
depends on m any factors including, by way o f example: the projected m ine life; 
the need fo r long-term  site management m easu res (such as to address 
potential acid m ine drainage); and the availab ility  and cost o f d ifferent bonding 
too ls in the cu rren t financia l market. G iven these and other factors, the state 
and the m ining industiy  need flexibility in  selecting and constructing financia l 
assurances fo r m ine reclamation.

The th ird  element o f the bill, the m ine reclamation tru st fund , is an 
attempt to accommodate some fiscal rea lities faced by the industiy . I t  provides 
the opportun ity fo r the state to set up site-specific funding agreements to 
accommodate long-term  o r in-perpetuity rec lam ation tasks. Exam ples 
include the possib le need fo r in -perpetu ity water treatment at the Red Dog
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Mine, long-term  monitoring a t the Illinois Creek Mine, and in -perpetu ily 
m aintenance o f the dam fo r the freshwater recreation lake  that Fort Knox Mine 
is leaving to A laskans at the request o f the Department o f N atu ra l Resources. 
The tru s t fund concept p rovides fo r a method o f accommodating long-term  or 
in -perpetu ity  reclamation needs o f this type.

Making deposits into a state-controlled trust fund  will have significant 
benefits fo r industry and the state. In  addition to providing potentia l benefits 
u nde r the federal tax code fo r companies, the state would have access to a fund 
fo r m ine reclamation work th a t will retain earnings and increase over time.

The b ill would provide that the Department o f Revenue would manage 
investm ent o f the fund, as it does already for a num ber o f o ther sim ila r state 
funds. B u t the Departm ent o f N atu ra l Resources would be the agency 
au thorized  to make expenditures from  the fund fo r m ine rec lam ation and post­
c losu re site management.

The state's resource agencies, under the leadersh ip o f the Departm ent o f 
N atu ra l Resources, have crafted this b ill with an understand ing o f the needs o f 
the in du s tiy  and the needs o f A laskans who re ly on rec lam ation  o f the land. 
Th is b ill is broadly supported by the mining industry.

I urge you r prompt and favorab le action on this m easure

The Honorable Pete Kott
February 13, 2004
Page 2

Sincerely yours,

F ra n k  H. M urkowski 
Governor

Enc losu re



5  R e a s o n s  to O p p o s e  C o r p o r a t e  G u a r a n t e e s

A l a s k a n s  f o r  R e s p o n s i b l e  M i n i n g
P.O. Box 100660, Anchorage, AK 99501 ♦ (907)258-6148 (907) 258-6177, fax ♦ www.reformakmines.org

1 . C o r p o r a t e  g u a r a n t e e s  p r o v i d e  n o  f i n a n c i a l  p r o t e c t i o n  t o  t h e  S t a t e  o f  A l a s k a  in  
t h e  e v e n t  o f  a  b a n k r u p t c y .

The purpose of a  reclamation bond is to protect the S ta te  against the cost of mine cleanup should a 
com pany declare bankruptcy or refuse to com plete reclam ation according to its operating permit. As a 
form of financial assu rance, corporate guaran tees provide no guaran tee  at all. A corporate g uaran tee  is 
simply a written promise, or “IOU," by the corporation that it will fulfil its reclamation obligation. There are 
no hard asse ts , cash, or cash-equivalents, behind it. Should bankruptcy occur, corporate g uaran tees 
leave the regulatory agency with no recourse but to pursue the corporation in bankruptcy court.

2 .  C o r p o r a t e  g u a r a n t e e s  a r e  p r o h i b i t e d  b y  m o s t  o t h e r  w e s t e r n  s t a t e s  a n d  b y  
f e d e r a l  l a n d  m a n a g e m e n t  a g e n c i e s .

The U.S. Bureau of Land M anagem ent and the U.S. Forest Service prohibit corporate g u aran tees  for 
mine cieanup. Many w estern s ta te s  (Idaho, Montana, California, Oregon, South Dakota, and W ashington) 
also  prohibit the use  of corporate guaran tees for mine reclamation.

3 . T h e  n u m b e r  o f  b a n k r u p t  m i n e s  in  w e s t e r n  s t a t e s  h a s  i n c r e a s e d  s i g n i f i c a n t l y  in  
r e c e n t  y e a r s ,  p u t t i n g  m a n y  s t a t e  a n d / o r  f e d e r a l  a g e n c i e s  in  a  p o s i t i o n  o f  
s i g n i f i c a n t  l ia b i l i ty .

S ta te  and/or federal ag en cies are presently potentially responsible for at least som e portion of the 
cleanup costs of 13 m ines in Nevada, five in M ontana, and additional m ines in South Dakota, Idaho, 
Colorado and New Mexico. For example:

■ P eg asu s  Gold filed for bankruptcy in 1998, leaving the S ta te  of M ontana with com bined 
cleanup costs  of over $40 million at the Zortm an/Landusky and Beal Mountain mines. "If DEQ 
had accepted  corporate guaran tees at the seven  sites now being reclaimed, and had to stand in 
line with other creditors in bankruptcy court, or c h a se  vanished com panies, we would m ost likely 
now be dealing with an  additional $60 million shortfall, with the sites  lying unreclaim ed.” 
C om m ents from W arren McCullough, Chief of the Environmental M anagem ent Bureau a t the 
M ontana D epartm ent of Environmental Quality.

• At the Summitville Mine, located on sta te  lands in Colorado, the mining com pany walked 
away, leaving taxpayers with over $120-150 million in reclamation costs.

* Similarly, South Dakota w as forced to take the extraordinary s tep  of requesting court 
intervention to keep the operator of the Gilt Edge Gold Mine from abandoning its w ater quality 
treatm ent plant. In 2000, the S ta te  of South Dakota w as spending roughly $100,000 each  month 
on w ater treatm ent at the site. The s ta te  and EPA estim ate the total reclamation costs  to be 
between $22 and $27 million.

In Alaska, one m ajor mine is currently in bankruptcy (Illinois Creek). Another mine that w as part of the 
Alaska Boi.J Pool Program  is also  bankrupt, with clean-up co sts  likely to exceed  $250,000 (Nixon Fork).
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4 .  C o r p o r a t e  g u a r a n t e e s  a r e  a n  u n n e c e s s a r y  r i s k  t o  t h e  S t a t e  b e c a u s e  t h e r e  a r e  
m a n y  o t h e r  f o r m s  o f  f i n a n c i a l  a s s u r a n c e  a v a i l a b l e .

T here are many types of financial a ssu ran ce  available to the mining industry. Reclamation bonds in the 
form of cash  or cash-equivalent are the preferred form of financial assu ran ce  since they are  the most 
secu re  and are readily available to the S tate in the event they are  necessary . T hese include irrevocable 
letters of credit (bank guarantees), surety bonds, certificates of deposit, and trust funds.

5 . T h e  S t a t e  o f  A l a s k a  n e e d s  t h e  p r o t e c t i o n  p r o v i d e d  b y  a d e q u a t e  r e c l a m a t i o n  
b o n d s  b e c a u s e  m i n in g  i s  a n  i n h e r e n t l y  v o l a t i l e  i n d u s t r y .

C ircum stances such a s  m ergers, hostile takeovers or dram atic fluctuations in metal prices often occur 
very rapidly, leaving what might ap p ear to be a  healthy corporation in difficult financial circum stances. In 
som e cases , s ta te s  have been left in an  unexpected position of liability when subsidiaries have filed for 
bankruptcy after shifting a s se ts  to o ther subsidiaries within the parent corporation, For example:

■ W.R. G race filed for bankruptcy in April 2001 to protect its parent com pany from the liability of
asbestos-related  tort claim s assoc ia ted  with the W.R. G race Mine and processing facilities. 
According to M ontana's Attorney General, Mike McGrath, W.R. G race em ployed a “dizzying array 
of com plex m aneuvers" that m oved a bulk of G race 's  holdings and finances into subsidiaries and 
other com panies. B ecause the reclamation bond w as inadequate for mine cleanup, the W.R, 
Grace Mine w as designated a Superfund site in 2001. The S ta te  will be responsible for 10% of 
Superfund costs, which have already topped $60 million.

■ In August 2002, the U.S. D epartm ent of Justice filed suit against ASARCO to prevent the
com pany from selling its two remaining revenue-generating a sse ts  to another subsidiary within its 
parent com pany, Grupo Mexico. According to the U.S. Departm ent of Justice, "If allowed to 
proceed, this transfer will strip A sarco of its m ost significant a s se t and will c reate  a situation 
wherein the com pany will not only be unable to m eet its environmental obligations in the future, 
but will endanger the future viability of the company." According to an August 2002 article in the
Spokesm an Review, ASARCO h as over $1 billion in liabilities at its mining and  smelting 
operations in the U.S. ASARCO, one of the largest mining corporations in the United S tates, vas 
purchased by Mexican corporation Grupo Mexico in 1998.

Even if regulatory agencies have the capacity to monitor the financial health of every corporation that 
o p era tes  in the state, it is often too late to put in place other financial instrum ents once a corporation’s 
financial difficulties becom e apparent.
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F A C T  S H E E T : T h e  R ole o f M etal M in ing  in the  A laska Econom y

E x ce rp ted  from  a  p a p e r  w ritten  by T h o m as M ichael P ow er, Ph.D .
P ro fe sso r o f E conom ics, U niversity  o f  M o n tan a , T om .P ow er@ m so.um t.edu

In 2002  Dr. T hom as M ichael Pow er, ac ting  as in independent econom ic consu ltan t, prepared a report investigating
the factual basis o f  m etal m in in g 's  assum ed  im portance in A lask a’s econom ic future. Pow er concluded  tha t m ining
p lays a re la tively  sm all ro le  in the A laska  econom y desp ite  its som etim es m ytho log ical status.

1. M etal m in ing  is d irec tly  responsib le  fo r only  about o n e -h a lf  o f  one percent o f  A laskan jo b s  and personal 
incom e: abou t 2 ,000  o f  A la sk a ’s 400 .000  jo b s  and $87 m illion  o f  A lask a’s $18.6 b illion  o f  personal incom e 
in the y ea r 2000. Even a fte r app ly ing  any  reasonab le  “ m ultip lier” to  these  num bers, m etal m in ing  w ould 
con tinue  to  prov ide on ly  a sm all sliver o f  total A laskan  jo b s  and  incom e.

2. In the  “ m in ing  d ep en d en t” c ities o f  Fairbanks and Juneau , m etal m ining is d irectly  responsib le  for about 
one  and tw o  p ercen t o f  to tal jo b s , respectively .

3. T h is  very  m odest ro le o f  m etal m in ing  is often  obscured  by exaggera ted  estim ates o f  m etal m in in g ’s im pact 
bu ilt around  doub le  and trip le  coun ting  o r  coun ting  v alue  that is not created  in A laska. Such exaggerated  
estim ates o f  im pacts ignore basic  econom ic accoun ting  ru les estab lished  a lm ost a cen tu ry  ago.

4. B ecause o f  its cap ita l and  land in tensive nature  and relatively  m odest use o f  labor, the payroll associated  
w ith  A laska  m etal m in ing  represen ts on ly  abo u t 8 percen t o f  the $1.1 b illion value o f  m etal m ine 
production .

5. D uring  the  1990s, w hile  the  real value o f  m etal p roduction  in A laska rose 83 percent, from abou t $600 
m illion  to  $1.1 b illion , m etal m ine payroll rose only  5 percent.

6. A lthough  m etal m in ing , because o f  its cap ita l intensity , con tribu tes sign ifican tly  to local g o v ern m en ts’ 
property  tax  bases, its con tribu tion  to  total local governm ent revenues, including all revenue sources, is 
m uch sm aller. T he Fort K nox M ine con tribu tes abou t one  percent o f  the  total revenues received  by local 
g o v ernm en ts in the  F airbanks-N orth  S tar B orough. T he G reens C reek  M ine con tribu tes about o n e -h a lf  o f  
one  percen t o f  the revenues received  by local governm en ts in the  C ity  and  B orough o f  Juneau.

7. M ine  license taxes and  production  royalties on state ow ned  m inerals y ield  only  a few  m illion  do llars each 
to  total sta te  revenues that to tal a lm ost $6 billion even w ithou t coun ting  the  revenue flow s into the 
P erm anen t Fund. T oge ther these  tw o sources o f  revenue from  m etal m in ing  con tribu te  less than one-ten th  
o f  one  percen t o f  total A laskan govern m en t revenues.

8. D esp ite  the high w ages paid  in m etal m ining, tha t industry  is no t usually  associated  w ith  prosperous 
co m m unities across the nation because (1 .) m etal com m odity  p rices are  unstable, causing  instab ility  in 
em ploym en t and payro ll; (2 .) the  life o f  a con tem porary  m etal m ine tends to  be rela tively  short, 5 to  15 
years ; (3 .) th e  labor needs o f  m etal m ining opera tions are  constan tly  falling  as technological change 
d isp laces w orkers; on ly  constan t expansion  o f  m ine p roduction  can o ffse t this; and (4 .) env ironm ental 
dam age assoc ia ted  w ith m etal m in ing  d iscourages people  and businesses from locating  near m in ing  
operations.

9. Inadequate  reclam ation  law s and reclam ation  bond ing  requ irem ents can  leave state governm ents w ith large 
rec lam ation  financial ob liga tions and near perm anen t dam age to  the natural environm ent. Both have 
negative  long-term  econom ic  im pacts.

10. T he popu lar econom ic base approach  to  th ink ing  about the  A laskan econom y that focuses on the assum ed 
special role o f  oil p roduction  and transportation , m ining, o th e r natural resource industries, m anufacturing , 
and  the federal governm en t as key econom ic drivers is incom plete  and inadequate. It cannot explain  the 
w ays in w hich the A laskan econom y has been changing . For instance, during  the 1990s w hile em ploym ent 
in these  key sec to rs declined  25 percent, em ploym ent in o ther secto rs expanded  25 percent. W hile real 
incom e from  these secto rs dec lined  7 percent, incom e from  o ther sectors expanded  by 31 percent. T he 
A laskan  econom y is m ore d iverse  and resilien t than the popu lar econom ic base v iew  suggests.

A fu ll c o p y  o f  th e  re p o rt  c an  b e  fo u n d  a t h ttp :/ /w w w .re fo rm akm in e s .o rg
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ALASKA MINING REVENUE 
FACT SHEET

M ines operating  in A laska  arc  required  to  pay a Mining License Tax to  the State; they  m ust a lso  pay, as m ust all 
co rpora tions tha t derive incom e from  sou rces w ith in  A laska , a Corporate Net Income Tax. A dditionally , i f  the 
m ine is located on S tate land, a 3% net income royalty is assessed  by the State. L ike revenue  g enera ted  by oil 
and gas royalties, 50%  o f  m ineral royalties co llec ted  are  a llocated  to  the  A laska  P erm anen t D iv idend  Fund.

T he Mining License Tax is a g raduated  tax  levied on  m in ing  net incom e (no t g ross) and roya lties genera ted  in 
connection  w ith m in ing  properties and activ ities in A laska (A S  43 .65). T he tax rate for net incom e o v e r $100 ,000  
is $4 ,000  plus 1% over $100 ,000 . A ll revenue, ex cep t for paym ents a fte r a tax  assessm ent, is d eposited  in the 
G eneral Fund. N ew  m in ing  opera tions are  exem pt from  th is tax fo r three and a h a lf  years  a fte r p roduction  begins. 
T axpayers m ay also  take tax  cred its  i f  they  m ake co n trib u tio n s for educational purposes to  accred ited  A laskan 
co lleges and universities, up to a m axim um  cred it o f  $15 0 ,0 0 0  p er tax  year. A dd itionally , there  is a M inerals 
E xploration  Incentive c red it o f  up to  $20  m illion  app lied  ag a in st 50%  o f  m in ing  license liab ilities o v er 15 years, 
and a Special Industrial Incentive Investm en t cred it fo r  investm en t in m in ing  p ro jec ts  in A laska.

T he M in ing  L icense T ax  con tribu tes less than one percent in any given year to the General Fund. In FY
2002, revenues from  the m in ing  license tax , a fte r c red it and incen tive deductions, am ounted  to  $ 4 46 ,430 , for a 
zero  percen t contribu tion  to  the G eneral Fund. FY 2001 w as a better y ea r for the m ineral industry , w hich  realized  
over $ 3 m illion  in tax cred its on a $5.3 m illion tax  bill, f o r a  total tax  paid to the G eneral Fund o f  $ 1 ,7 2 9 ,156.
T h is added  up to ju s t  0 .1%  o f  the con tribu tions to  the G enera l Fund.

T he Corporate Net Income Tax is based on federal tax ab le  incom e, w ith  A laska ad ju stm en ts  (A S 43 .20). 
M ullista te  corporations, such as large m in ing  com pan ies, apportion  incom e to  A laska u n d er a “ w a te r’s ed g e” 
apportionm ent m ethod, w hereas oil and gas co rpo ra tions apportion  incom e through a w orldw ide  m ethod . Like 
the M in ing  L icense Tax, the  C orpora te  Incom e T ax  co n ta in s  exp lo ra tion  incentives. Industry  con trib u tio n s to  the 
A laska G eneral Fund are unknow n, since  law  proh ib its d isc lo su re  o f  any  co rp o ra tio n ’s specific  tax  in form ation ; 
how ever, it can be deduced  from  corpora te  balance sheets  th a t there  is little, i f  any, con tribu tion . For exam ple , in 
FY 2002, Fairbanks G old M ining, Inc., o pera to r o f  the F ort K nox m ine, declared  a taxab le  incom e o f  negative 
$17 ,470 ,149 . Thus, no C orpora te  N et Incom e T ax  w as paid.

M etals rem oved from  S tate land are assessed  a 3% net income royalty. M ining  com pan ies are a llow ed  to  ded u ct 
the costs o f  develop ing  and opera ting  the m ine, overhead , investm en ts in upgrades, as w ell as a percentage 
dep letion  (a non-cost accoun ting  for the depreciation  in m ine v alue  as o re  is rem oved). A s a resu lt o f  these  
ex tensive  deductions, m any m ines pay no royalties to th e  State.

T he S tate a lso  assesses a flat 3%  royalty  on royalty  in terest ho lders. T hese  are underly ing  claim  ho lders that lease 
their m in ing  claim s to  a m ine operator, and, as a cond ition  o f  th e  con trac t, have estab lished  separate  royalty 
paym ents and schedules, in  these arrangem ents, w hich are  very  com m on, royalties are  assessed  on m etal value 
not net incom e, w hich y ields bigger paym ents. For exam ple, F airbanks G old M ining, inc., a w holly  ow ned 
subsid iary  o f  K inross G old  C orporation , pays an o th er K in ross com pany , K inam  G old , roya lties on cla im s K inam  
holds for the Fort K nox m ine. In FY  2002 , FG M I paid  $205 ,685  in royalties to  K inam , but ju s t  $61 ,007  to  the  
State. A side from these sm all flat royalty  in terest paym ents, FGMI has paid no royalties for Fort Knox gold to 
the State of Alaska -  despite having produced and sold over 2.6 million ounces of gold -  worth over 8.5 
billion dollars at today’s gold prices.

T hus, in practice, because the C orpora te  N et Incom e T ax , the M ining  L icense T ax  and the royalty  calcu la tion  are  
based upon a net incom e calcu la tion  w ith high w rite-o ffs, little m oney  flow s from  the m in ing  industry  to  the S tate 
o f  A laska, though the com panies still bring in healthy  profits. A nd to date , there  have been no con tribu tions from  
m ineral royalties to  the A laska Perm anen t D iv idend  Fund,
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RECLAMATION! BONDING 
F a c t  S h e e t

Mine bankruptcies are rarely predicted and frequently have significant financial, social and 
environmental impacts. State law presently limits the amount of reclamation bond that can be 
required of a mine operator by state regulatory agencies. This raises the issue of who should 
bear the burden and risk of mine failure -  the public or the company seeking to make a profit? 
Present Alaska law does not protect the State from incurring mine reclamation costs, and 
therefore does not ensure that mines will be adequately reclaimed. To ensure adequate 
reclamation and financial protection, Alaska law should be revised according to the following 
provisions:

1. R e c la m a tio n  b o n d s  a n d  f in a n c ia l  a s s u r a n c e s  m u s t  c o v e r  t h e  fu ll c o s t  o f  re c la m a tio n .

Alaska is the only state, other than Idaho, which places a “per acre” limit on the reclamation 
bond. Rather than requiring the reclamation bond to cover the full cost of reclamation, Alaska's 
law limits the reclamation bond to $750 per acre of disturbed land.1 The company may 
voluntarily provide a bond for more than the amount required, and most large mines do. 
However, not all of them do. And, in cases where the company volunteers a higher bond 
amount, the $750 per acre limit essentially compels the State to accept the original cost 
estimate of the company regardless of the full cost of reclamation. The $750 per acre is simply 
not adequate to complete reclamation, particularly if water treatment is needed. For 
comparison, the average bond amount for major mines in western states is approximately 
$4,400 per acre, however the range of cost varies from less than $1,000 per acre to greater 
than $50,000 per acre.2 In order to protect the State from liability and ensure adequate 
reclamation, Alaska law should be revised to require full cost bonding.

2. R e c la m a tio n  c o s t s  s h o u ld  b e  c a lc u la te d  by th e  r e g u la to ry  a g e n c y ,  a n d  t h o s e  c o s t s  
s h o u ld  b e  b a s e d  o n  th e  c o s t  to  th e  a g e n c y ,  o r  a  th ird  p a r ty  c o n t r a c t e d  b y  th e  a g e n c y ,  
fo r  p e r fo rm in g  th e  n e c e s s a r y  r e c la m a t io n  a c t iv i t ie s .

In the event of a bankruptcy or other financial difficulty, it will probably be necessary for the 
State to assume reclamation responsibilities. These costs are significantly higher (20%-100%) 
than if the company were to complete reclamation. Alaska statutes should be revised to require 
that the Division of Mining and Water Management determine and set the bond amount. The 
estimation should be based on the cost to the agency, or a third party contracted by the agency, 
to perform the necessary reclamation and post-closure activities. The amount should include 
the following indirect costs: (1) agency . yestigation and oversight of reclamation and closure 
activities; (2) contractor mobilization/ demobilization costs; (3) cost of final reclamation and 
closure engineering, procurement and construction management activities; (4) contractor 
insurance, performance bonding and profit; (5) contingency; and, (6) cost inflation.

1 11 A A C 97.420
2 H ardrock Reclam ation Bonding Practices jn  the W estern United S tates. Jam es R. K uipers, Feb 2000, ES, p.3.
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3 . M ine in s p e c t io n s  a n d  b o n d  r e v ie w s  m u s t  o c c u r  o n  a  r e g u la r  b a s i s  to  e n s u r e  t h a t  b o n d  
a m o u n t s  a c c u r a te ly  r e f le c t  o n - s i t e  c o n d i t io n s .

Alaska law allows regulatory agencies to conduct mine inspections, but it is not mandatory. 
Inspections for large mines should occur on a quarterly basis and bond amounts should be 
reviewed annually to ensure that they accurately reflect on-site conditions. Mandatory timelines 
should be incorporated into state law to ensure that bond amounts are increased in a timely 
manner to reflect changes that develop on site. Bonds must be increased at the first indication 
that adverse environmental conditions are developing (e.g., acid mine drainage, metals 
leaching, reduction in stream flows, etc.).

4. R e c la m a tio n  b o n d s  a n d  f in a n c ia l  a s s u r a n c e  in s t r u m e n t s  s h o u ld  b e  in d e p e n d e n t ly  
g u a r a n t e e d  a n d  l iq u id . T h e  b o n d  m u s t  p ro v id e  f o r  in te r im  a c t io n s  b y  th e  S ta te .

In the event of a bankruptcy or other financial difficulty, funds must be immediately available to 
the State to ensure that it may act to protect human health and the environment. The State 
should not have to wage legal battles to protect the reclamation bond from mine creditors, to 
obtain the bond from surety companies, or to spend the bond as necessary. Present Alaska law 
also allows the State to accept a "corporate guarantee" as a financial assurance.3 Recovering 
money from a company in bankruptcy poses obvious risks, and the option of utilizing corporate 
guarantees as instruments of financial assurance in case of bankruptcy should be eliminated.

5. T h e  p u b lic  m u s t  h a v e  th e  r ig h t  to  c o m m e n t  o n  th e  a d e q u a c y  o f  r e c la m a t io n  p la n s ,  
b o n d  a m o u n ts ,  a n d  b o n d  r e le a s e s .

No specific provisions for public participation are provided in the Alaska Reclamation Act. Since 
the public runs the risk of bearing the environmental and financial costs of inadequate or 
prematurely released bonds, they should have the ability to comment on all aspects of 
reclamation bonding. State law should provide for public participation, including the critical right 
to request an investigation of potential violations, the right to request an adjustment of the 
performance bond, and the right to challenge a bond release.

6. R e c la m a tio n  b o n d s  s h o u ld  n o t  b e  r e le a s e d  u n til  t h e  r e g u la to ry  a g e n c y  h a s  i n s p e c t e d  
th e  s i t e  to  e n s u r e  c o m p l ia n c e  w ith  all a p p l ic a b le  la w s .

Alaska’s Reclamation Act allows for bond release once the miner has examined the 
requirements of the approved reclamation plan, has investigated the nature and extent of 
reclamation and certifies that all applicable reclamation responsibilities have been completed. 
Inspections by the agency are not required.4 ADNR should be required to certify that 
reclamation has been successfully completed, and the public should be allowed to comment on 
this certification.

7. T h e  S ta te  m u s t  h a v e  th e  a u th o r i ty  to  m o d ify  o r  e x te n d  th e  b o n d  a g r e e m e n t  to  fu lfill 
p o s t - r e c la m a t io n  a c t iv i t ie s .

No provisions are included in Alaska law that allows the State to modify or extend the surety 
agreement to fulfill closure/post-closure requirements. This is particularly a problem for mines 
which develop acid mine drainage that may require long-term water treatment. In Alaska, the 
Red Dog Mine will require water treatment in perpetuity, and the Greens Creek Mine requires 
water treatment during operation, and for at least a period of years after closure. Water 
treatment, especially if it is required in perpetuity, poses a significant risk to the State since the 
company will probably not be present to help fix any unanticipated problems, or bear any

3 11 AAC 97.400
■' I I AAC 97.435



u n an tic ip a te d  c o s ts . S ta te  a g e n c ie s  m u s t h a v e  th e  au thority  to  e x te n d  th e  b o n d  a g re e m e n t  to 
a d d r e s s  p ro b lem s th a t p e rs is t.

8 . T h e  A la s k a  R e c la m a tio n  A c t la c k s  s u b s t a n c e  in  t e r m s  o f  c o m p r e h e n s iv e  a n d  s p e c if ic  
r e c la m a t io n  s t a n d a r d s  a n d  o th e r  r e q u ir e m e n ts .

T h e  A lask a  R ec lam a tio n  R e g u la tio n s  lack s u b s ta n c e  in te rm s  of c o m p re h e n s iv e  a n d  sp ec if ic  
re c lam a tio n  s ta n d a rd s . T h e  re g u la tio n s  co n ta in  g e n e ra l p rov isions a d d re s s in g  reco n to u rin g , 
stability , a n d  hydro logy  a n d  g e o c h e m ic a l-a c id  m ine d ra in a g e . H ow ever, th e re  a re  lim ited 
p ro v is io n s  p erta in in g  to  topso il, re v e g e ta tio n  a n d  public sa fe ty . F u rth erm o re , th e  re g u la tio n s  do  
n o t include d irec t p ro v is io n s fo r w a te r  qualiiy  a n d  do  no t a d d r e s s  wildlife h ab ita t a n d  a e s th e tic s . 
W a te r  quality  is particularly  a  c o n c e rn . If w a te r  tre a tm e n t is req u ired  a s  p a r t of o p e ra tio n  or 
re c lam a tio n , re c lam atio n  c o s ts  c a n  in c re a s e  significantly , a n d  typically d o u b le  th e  req u ired  bond 
am o u n t. R ec lam a tio n  b o n d s  c a n n o t p rov ide  a d e q u a te  p ro tec tio n  for A la sk a 's  n a tu ra l r e s o u rc e s  
if th e  rec lam atio n  s ta n d a rd s  a r e  in a d e q u a te .

9 . S m a ll  h a r d r o c k  m in e s  m u s t  b e  r e q u ir e d  to  re c la im , a n d  to  p o s t  a  r e c la m a t io n  b o n d  
t h a t  c o v e r s  th e  fu ll c o s t  o f  r e c la m a tio n .

A la sk a  law  curren tly  e x e m p ts  m ining o p e ra tio n s  le s s  th a n  5 a c re s  in s iz e  from  rec lam a tio n  an d  
b o n d in g  re q u ire m e n ts , r e g a rd le s s  of th e ir im p ac t.5 In m an y  c a s e s ,  sm all m in es , particu larly  
th o s e  lo ca ted  a d ja c e n t to  rivers a n d  s tre a m s , m ay  c a u s e  sign ifican t en v iro n m en ta l harm .
A la sk a  law  sh o u ld  p rov ide a  sm all m in e  rec lam atio n  s c h e m e  th a t  p ro v id es  for th e  rec lam a tio n  
a n d  a d e q u a te  b o n d ing  of th e s e  m ines.

1 0 . A la s k a  la w  s h o u ld  s p e c i f y  t h a t  th e  S ta te  m u s t  c e r t ify  t h a t  b o n d s  w h ic h  a r e  h e ld  by  
a n o t h e r  e n t i ty  m u s t  b e  s u f f ic ie n t  to  m e e t  th e  a m o u n t  a n d  fo rm  o f  f in a n c ia l  r e q u ir e m e n ts  
o f  A la s k a  r e c la m a t io n  r e g u la t io n s .

T h e  D e p a rtm en t of N atural R e s o u rc e s  c a n  a lso  e n te r  into a  “c o o p e ra tiv e  m a n a g e m e n t 
a g re e m e n t"  with a n o th e r  s ta te  a g e n c y , a  m unicipal g o v e rn m e n t, o r th e  fed e ra l g o v e rn m e n t.6 
H ow ever, fe d e ra l bon d in g  re q u ire m e n ts  in s o m e  c a s e s  m ay  n o t p rov ide for fu ll-cost bond ing . In 
e n te r in g  into an  a g re e m e n t w h e re  th e  fe d e ra l g o v e rn m e n t o r a  m unicipal g o v e rn m e n t ac tua lly  
h o ld s  th e  bond , th e  S ta te  m u s t m a k e  s u re  th a t th e  a m o u n t of th e  b o n d  a n d  th e  form  of financial 
su re ty  m e e t its reg u la to ry  criteria, a n d  p ro tec t A lask a  ta x p a y e rs  from  po ten tia l financial, so c ia l 
a n d  en v iro n m en ta l liability.

11 . E x p lo ra t io n  a c t iv i t ie s ,  r e g a r d l e s s  o f  s iz e ,  s h o u ld  b e  r e q u ir e d  to  s u b m i t  a n  e x p lo ra t io n  
p la n  o f  o p e r a t io n s ,  a g r e e  to  r e c la im  a n y  s u r f a c e  d i s tu r b a n c e  c r e a t e d  b y  e x p lo ra t io n  
a c t iv i t i e s ,  a n d  s u b m i t  a  r e c la m a t io n  b o n d  to  c o v e r  th e  fu ll c o s t  o f  r e c la m a tio n .

E xploration  ac tiv ities  m ay  c a u s e  sign ifican t en v iro n m en ta l im p ac ts  d u e  to  ro a d  co n stru c tio n , 
drilling a n d  o th e r  a s s o c ia te d  activ ities. S ta te  law  sh o u ld  include a  p rovision  to  e n s u re  th a t th e s e  
im p a c ts  a re  re c la im ed  if ex p lo ra tio n  d o e s  no t lead  to  fu ll-sca le  m ining.

5 AS 27.19.050
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FRANK H. MURKOWSKI, GOVERNOR

February 2 4 , 2 0 0 4

The Honorab le Nancy D ah lstrom , Co-Chair 
The Honorab le Beverly Masek, Co-Chair 
House Resources Committee 
A laska State Legislature 
Juneau , AK 9 9 8 0 2

RE: HB 4 8 6 , Mining Reclamation Bonding 

Dear Representatives D ah lstrom  and Masek:

I am writing to request a hearing next week fo r HB 4 86 , a b ill that re lates to 
reclaim ing bonding and financia l assurance. This b ill amends m ining law at 
AS 2 7 .1 9 .

The b ill makes three changes to existing law. F irst, it removes "lode m ines," 
sometimes referred to as "hard-rock m ines," from  the cu rren t bonding "cap" of 
$ 7 5 0  per acre fo r m ine rec lam ation responsibilities; the cap rem ains in effect for 
p lacer m ines. Second, it rep laces the term  "performance bond" with the term  
"financial assurance," and lists various ways to provide that assu rance . Replacing 
this term  provides m ining companies and the state the flexibility to employ a 
variety o f financia l assurance vehicles. Last, it creates a m ine rec lam ation trust 
fund, which allows the bu ild -up  o f an adequate rec lam ation fund through 
payments made over time and through the earnings on that fund . I have enclosed 
a copy o f the G overnor’s T ransm itta l letter for you r in form ation .

I appreciate y ou r consideration in scheduling this bill. P lease contact Janet 
Bu rleson  Baxter at (9 0 7 )4 6 5 -4 7 3 0  if have any questions. You may a lso  contact Bob 
Loeffler, D irector o f the D ivision o f Mining, Land and W ater at (9 0 7 )2 6 9 -8 6 0 0 .

Sincerely,

Thomas E. Irwin 
Comm issioner

Enclosure

cc: Bob Loeffler, D irector, ML&W
Janet Bu rleson -Baxte r, Special Assistant, DNR
“Develop, Conserve, and Enhance Natural Resources for Present and Future Alaskans. ”


