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POSI TI ON STATEMENT: Presented "NANA Regional Corporation
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ACTI ON NARRATI VE
1: 02: 26 PM

CO- CHAIR BENJAM N NAGEAK called the House Resources Standing
Committee neeting to order at 1:02 p.m Representatives Hawker,
Herron, O son, Talerico, and Nageak were present at the call to
order. Representati ves Seaton, Josephson, Tarr, and Johnson
arrived as the neeting was in progress.

HB 100- UREA/ AVWWONI A FACI LI TY TAX CREDI T

1: 03: 38 PM

CO CHAI R NAGEAK announced that the first order of business is
HOUSE BILL NO 100, "An Act establishing a credit against the
net income tax for an in-state processing facility that
manufactures urea or ammonia; and providing for an effective
date."

1: 04: 29 PM
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TOM WRI GHT, Staff, Representative Mke Chenault, Alaska State
Legi sl ature, paraphrased from the follow ng statenment [original
punct uati on provided]:

House Bill 100, M. Chairman, creates a new corporate
incone tax credit for owners of facilities used in the
manuf acture and sal e of urea and amoni a.

Wen gas is produced from a state |ease the state

receives a royalty. If an “in-state processing
facility” that “mnufactures and sells wurea and
ammoni a” purchases gas as feed stock from a state
| ease, a credit is established under this bill. The

anount of the credit is the anount of the royalty paid
to the state. The credit can be used to abate state
i ncone taxes under AS 43.20. The anount of the credit
cannot be wused to reduce the taxpayer’'s liability
bel ow zero.

According to a MDowell|l study, conducted by Agrium a
reopened Agrium facility using a single train, would
consune approximately 28 billion cubic feet (BCF) a
year of gas with an estimated 21 BCF comng from state
| eases. It is anticipated the total royalty paynment
to the state would be approximately $15 nillion
annual Iy, assuming a well head val ue of $5.70 per MCF.

Benefits from a single train production would result
in 140 direct jobs with a payroll of $14 nillion.
Approximately 340 total jobs to include direct,
indirect, and induced, within the state with a payroll
of approximately $30 mllion. It is anticipated all
enpl oyees will be Al aska residents.

Plant rehabilitation would cost about $275 million and
require a tenmporary work force of 440 workers which
translates to a payroll of $75 nmillion over the two
year rehabilitation timeframne.

It would place Agrium as one of the top |ocal

taxpayers in the Kenai Peni nsul a  Bor ough, Wi th
approximately $2.2 mllion in tax revenue. Thi s
doesn’t include sales tax revenue new jobs wll be
generated ... will generate.

In light of the Cook Inlet tax credits, small

producer's tax credits expiring in 2016, a new user of
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Cook Inlet gas would continue to encourage additional
exploration and developnent of gas fields in Cook
I nl et.

1: 07: 04 PM

REPRESENTATI VE JOSEPHSON asked whet her the inprovenents would be
$275 mllion or $75 mllion.

MR. WRI GHT advised Representative Josephson that inprovenents
woul d be $75 million.

1: 07: 37 PM

The commttee took a brief at-ease.

1:08: 23 PM

STEVE VENDT, Manager, Agrium Kenai N trogen Operations Facility,
stated he has been with AgriumU.S., Inc., for 23-years.

1: 08: 52 PM

ADAM DI AMOND, Manager, Governnent Relations, Agrium U S. Inc.,
Headquarters, introduced hinself.

1: 09: 01 PM

MR. VENDT corrected the testinony of M. Wight and advi sed that
rehabilitation costs wll be $275 mllion. He stated that
Agrium is headquartered in Calgary, Alberta, Canada and Agrium
U.S. Incorporated, which owns the Kenai N trogen Operations
(KNO) facility in Kenai is located in Denver, Col orado. Agri um
produces all three major NPK fertilizers [NPK represents the
value of the three macro-nutrients used by plants, the nacro-
nutrients are nitrogen (N), phosphorus (P) and potassium (K)].
He pointed out that its products are sold worldw de, and the
Kenai Nitrogen Operations (KNO facility started initially in
1968 with production beginning in 1969. By 1978 it had doubl ed
in size and he pointed out that Agrium U S. Incorporated is

considering restarting that 1968 nodel of a facility. It is
capabl e of producing approximately one mllion tons of ammonia
and urea on an annual basis. He offered that when it was

previously open it had approximately 300 enpl oyees, was a major
contributor to the Kenai Peninsula Borough property tax rolls,
spent approximately $75 million annually in Al aska for natural
gas of approximately $15 mllion on an annualized basis went to

HOUSE RES COW TTEE - 5- March 11, 2015



approximately 400 vendors in-state. He opined that it was
difficult to <close KNO and believes Agrium took every
opportunity to keep the facility open, but were unable to do so.
When KNO shut down it partnered with the Departnent of Labor and
opened a transition center in Kenai to help transition its
workforce to other jobs and training was involved. The
| egislation that has passed in the last few years to incentivize
exploration and production in Cook Inlet has been successful.
In 2007, when the plant shut down, the conpany considered
selling the plant and subsequently the activity in Cook Inlet
inspired KNO to take another look at restarting the facility.
He remarked that it is encouraged by new gas discoveries and the
potential for KNO to restart. He asked that the conmttee
consider taking a subsequent action to support KNO thereby
creating an additional market for gas, and additional incentives
for explorers and producers in Cook Inlet. He pointed out that
with the assistance of the legislature, KNO will nake the Kenai
project the nost conpelling project it can nake before its board
of directors - as it will have to conpete with other projects
for a limted amount of capital that Agrium would be putting
f orward.

1:14: 05 PM

REPRESENTATI VE HERRON asked M. Wndt why that site was
initially chosen.

MR. VENDT opined that the Cook |Inlet gas resource was
significant and that UNI CAL desired to nonetize that resource.

1: 14: 57 PM

MR. DIAMOND advised that Agrium Kenai N trogen Operations
Facility (KNO supports HB 100. He highlighted that in order
for any facility to benefit from HB 100 they would have to be
operating, and would have to be purchasing gas from state | eases
thereby generating state revenue in the form of royalty
paynents. In the case of KNO the plant is not open as it would
take an upfront conmi t ment on the part of Agrium of
approximately $275 million to get the plant to that point. He
further highlighted that there is nothing in HB 100 that wll
directly inpact the royalty paynents the state receives as the
royalty nunmber is there as a reference to ensure that the bill
woul d remain revenue neutral or revenue positive to the state.
He said that KNO recognizes the budget situation in Alaska is
tenuous at this point and it is inportant to note that HB 100
woul d not inpact any existing revenue streamin the case of KNO
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The plant is not operating and its Alaska income tax bill is
currently approxi mately $30, 000-$40, 000. He opined that there
is not a current stream of revenue this wll inpact. In fact,
he suggested, that if this helps the project proceed it would
generate a significant new revenue streamin the formof royalty
paynments fromthe gas.

1:16:54 PM

REPRESENTATI VE HAWKER questioned whether M. Dianond would
guarantee it will not nmake this business decision without this
credit, and whether he will guarantee it wll nmake this business

decision with the credit.

MR. DI AMOND advised that this credit will help the project, but
he could not guarantee whether it will or will not push it over
the edge as that decision is over his pay grade. He highlighted
that there is a |linmted amount of capital expenditures a conpany

has and this project wll conpete with other projects. He
advised that he is trying to put the best project before those
deci sion makers, and the bill will absolutely help the process.
1:17:57 PM

REPRESENTATI VE HAWKER asked whether there are other corporate
operations outside of Al aska, and will the corporate operations
be solely inside Alaska if the plant is reopened.

MR. VENDT replied that there are corporations worldw de as
Agrium U.S. has facilities in: Al aska; Kennew ck, Wshington;
Sacranento, California; Border, Texas; Northland, Onhio; and
Conda, |daho; are the major manufacturing facilities associated
with Agrium U S Inc.; and it has an extensive retail outlet
system t hrough the | ower-48.

REPRESENTATI VE HAVWKER noted that Agrium has extensive worl dw de
hol dings and the credit it is proposing in the bill is credit
against its Alaska State Corporate I|ncone Tax. He noted that
the taxable inconme is determined by factors wthin Agriums
control relating to its apportionment of its inconme and expenses
on a worldw de basis to Al aska. He asked whether its corporate
tax allocation policy would result in the legislature granting a
credit in Alaska for earnings that were actually attributable
under an allocation policy to activities outside the state.

MR. DI AMOND responded that the credit being discussed here would
be against the state inconme tax and that income tax 1is
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determ ned partially based on U S. Federal Tax, which would vary
depending on how well Agrium does. In the event Agrium has a
good year the state apportionnent will be higher and conversely
if it has a bad year it would go the other way. He advised that
on initial conversati ons W th Agriums accountants it
anticipates the Alaska State Incone Tax would be in the
nei ghbor hood of $3-$4 million annually.

1: 20: 29 PM

REPRESENTATI VE HAWKER advi sed M. Dianond that he did not answer
t he question because that taxable inconme ... is that determ ned
on an Alaska statewide water's edge basis, or is that an
allocation of its various ... allocations are a multiplicity of
factors in the case of Agrium with payroll gross revenue and
assets. He explained that the state corporate incone tax
allocation is not resultant from Agriums discreet activities
within the State of Alaska. He pointed out that it is inportant
for himto understand where that taxable income is comng from
and whether the legislature is giving a credit that 1is
subsi di zing taxable activity outside the State of Al aska.

MR. DI AMOND advi sed he does not have the answer but wll take
t he question back to Agrium and provide himw th an answer.

1:21: 25 PM

REPRESENTATI VE JOSEPHSON pointed to the MDowell G oup study
"The Econonmic Benefits of Reopening the Agrium Kenai N trogen
Plant,"” assunmes that gas used by Agrium will be new gas. He
asked the dynamcs of the Cook Inlet market and why that
assunption i s nade.

MR. VENDT stated he was not sure he understood Representative
Josephson's question regarding the dynam cs of Cook Inlet. He
advised that through incentives the |egislature previously put
into place there is considerable increased activity, equipnent,
and manpower, working in Cook Inlet to explore and produce not
only fromexisting fields but |ooking at new fields. He advised
they are neeting regularly with all of the producers in the
state and found that although they'lIl need to be proved up with
infrastructure put in place to put into production that there
are potentially significant new di scoveries in state.

1: 22: 57 PM
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REPRESENTATI VE JOSEPHSON stated he is not unsynpathetic to this
bill and asked whether this is a matter of the industry primng
the punp, turning the valve, and producing the gas Agrium needs,
or whether that (indisc.) has already been purchased and the
state is earning royalty on it.

MR. VENDT responded that the majority, if not all, of the gas
Agrium hopes to put under contract would be new gas that is not
currently being produced and the state is not currently
receiving a royalty.

1:23:43 PM

REPRESENTATI VE HAWKER pointed out that Agrium is essentially
| ooking for a subsidization from the State of Al aska for a
project specific activity within the borders and confines of the
st at e. He asked whether Agrium considered a mnechanism that
woul d assure the legislature that the credit was generated by
the investnment and incone producing assets in the state. He
suggested a restrictive physical asset investnent tax credit so
the state is not subject to the vagaries of literally multi-
state and, in this case, worldw de incone tax allocations.

MR. VENDT said he could only coment on HB 100, and that he has
not | ooked at other options.

1. 24. 43 PM

REPRESENTATI VE SEATON stated there is a situation where
ConocoPhillips is not operating at full volunme as it does not
have enough gas. He pointed out that if ConocoPhillips had

access to the additional gas then corporate incone tax would be
paid on that gas, the state would receive the royalty, and the
$0.17 per MCF production tax. He said he is trying to ascertain
how the state indicates it is going to utilize the gas so that
it doesn't generate any corporate inconme tax. He offered a
scenario that Donlin Creek wanted to put in a gas line and build
it and then asked how the state would be in position to tel
Donlin Creek that it will have to pay corporate incone tax, yet
Agrium does not. He reiterated Agriunmis coments saying, the
anount of gas used and the royalty anobunt is always going to
exceed its net inconme tax liability. He related that basically
the state would be saying that for ten years Agrium doesn't have
to pay any net inconme tax, and questioned how that relates to
any other potential use of the gas.

HOUSE RES COW TTEE - 9- March 11, 2015



MR. VENDT answered that for Al aska there are additional benefits
to Agrium coming on line in that Agrium previously was a
supporter and a supplier to the local agricultural comunity and
it would be a positive inpact on food security within the state.
He offered that Agrium provides urea to the aviation industry in

the state, and that all of the agricultural industry and
aviation industry products were at a reduced cost to them
because of transportation, et cetera. He pointed out that
Agrium would becone a Kenai Peninsula Borough tax payer, and
woul d provide jobs which are substantial to the state. He

opined there are a nunber of reasons Agrium would have a
positive inpact on the state.

1: 28: 07 PM

REPRESENTATI VE SEATON related that in a previous conversation
M. Wendt had indicated Agrium would be a big carbon dioxide
user and could use pipeline quality gas rather than liquefied
natural gas quality carbon dioxide. He rem nded M. Wendt that
he had indicated he would provide the commttee with the gross
anounts of carbon dioxide Agriumcould utilize in the Cook Inlet
area in its manufacturing process thereby alleviating the huge
expense for the gas treatnment plant on the North Sl ope. He
commented that another potential benefit to the state, in one of
the proposals that had cone forward, was |ooking at pipeline
gquality with gas comng down fromthe North Slope instead of the
carbon dioxide all taken out on the North Sl ope.

MR. VENDT acknow edged that he does not have the nunber today
and further stated his notes indicate that he does owe the
commttee that information and would get back to the commttee.
He advised that "Yes," Agrium can take natural gas off the
pi peline that contains percentages of carbon dioxide and use
that with no problem in its plant. He said that a previous
governor set up a pipeline task force of which Agrium is a
menber . He described that it has been through many iterations
now that the standard has gone so nmany different directions
this has back as far as 2007, where Agrium has continued to have
interest in gas pipeline fromthe North Slope. He remarked that
Agrium has provided information to the state, or these
commttees, each tinme they have nade a request for information
He posited that Agrium continues to be interested in being
consi dered a potential custoner.

1: 31: 09 PM

HOUSE RES COW TTEE -10- March 11, 2015



REPRESENTATI VE SEATON pointed out that there are two different
kinds of projects the state has been |ooking at and one of the
hol dups on one of those projects is that it would have higher
carbon di oxide |evels than nornal. He noted that it would be a
substantial benefit to the state on that project, if it cones to
fruition, of Dbeing able to wuse carbon dioxide in Agriums
manuf act uri ng project. In that regard, he said, Agrium should
provide the information to the commttee in its proposal.

1: 31: 55 PM
CO CHAI R NAGEAK hel d over HB 100.

HB 132- AGDC SUPPORT OF NATURAL GAS PRQJECTS

1: 32: 03 PM

CO CHAI R NAGEAK announced that the next order of business is
HOUSE BILL NO 132, "An Act relating to the support of the
Alaska liquefied natural gas project by the Al aska Gasline
Devel opnent Corporation.”

1:32: 30 PM

COCHAIR TALERICO noved to adopt the proposed conmittee
substitute (CS), |abeled 29-LS0623\P, Nauman, 3/11/15, as the
wor ki ng docunent . There being no objection, Version P was
before the commttee.

1: 33: 13 PM

RENA DELBRI DGE, Staff, Representative M ke Hawker, Alaska State
Legi sl ature, paraphrased from the followi ng summary of changes
from HB 132\E to CS for HB 132\P, [J[original punctuation
provi ded] :

Title
The CS expands on the bill title to nore accurately
reflect the contents of the bill. Previously, the

title related to “the support of the Al aska liquefied
natural gas project by the Alaska Gasline Devel opnent
Corporation.” However, the bill includes sections
related to AGDC s purpose, powers and duties and to
the instate natural gas pipeline fund. Also, the title
now nentions an effective date, which is added in this
CS
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Page 3, line 3, and Page 4, line 10

The bill tenporarily prohibits AGC from participating
in an in-state project in which a magjority of the gas
is intended to be exported. The CS includes a project
in which a mgjority of the gas is intended for export
by AGDC or by another party.

Page 3, lines 8-9; Page 3, lines 19-20; Page 4, lines
16- 17

The bill restricts AGC s activities until t he
earliest of three dates. One of these dates is the
time at which the state and other parties enter the
next devel opnent phase of AK LNG The CS requires
“cont ractual agreenents to undertake FEED, and
del etes the word “study” after “FEED.”

Page 5, line 26

Changes the term being defined from “front end
engi neering and desi gn st udy” to “front end
engi neering and design.”

Page 6, line 16

Adds an immediate effective date. Previously, there
was no effective date.

1:35:53 PM

M5. DELBRIDGE stated that is extent of changes to the committee
substitute and requested an opportunity to clarify tw pieces of
testi nony nade on Fri day.

1: 36: 25 PM

CO CHAIR NAGEAK brought a letter from the House Resources
Standing Conmmittee co-chairs to Governor Bill Wlker, dated
March 9, 2015, to the conmittee and public.

1: 36: 37 PM

M5. DELBRIDGE referred to the letter, and stated that | ast

Friday there was a discussion related to statenents made by the
Governor WValker in a press conference regarding bringing the
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market to Alaska in the 2012 TransCanada solicitation of
interest held under the ternms of the Al aska Gasline Inducenent
Act (AG A license. She advised that at the tinme of the hearing
she had indicated that she did not think the letter from Al aska
Gasline Port Authority (AGPA) back to TransCanada had been nmade
public. She pointed to a letter, provided to the House
Resources Standing Commttee, which did not conme from Al aska
Gasline Port Authority (AGPA), but was within a collection of
docunents AGPA submtted to the U S. Departnent of Energy (DOE)

in pursuit of an export license for LNG She related that the
letter appeared to be a letter in response to the solicitation
of interest that TransCanada hel d. She encouraged the House

Resources Standing Committee to maintain its request for the
actual letter as she was not able to ascertain that this letter
is the response, yet it mnmight Dbe. She stated she was not
certain whether the letter is the conplete response to the
solicitation of interest as the letter itself does not contain
much detail. She further stated she has included a host of
letters from potential Asian partners that AGPA also supplied in
conjunction with its DOE export |icense application that appears
to be part of the solicitation of interest letter. She not ed
that these letters may or may not be part of AGPA's solicitation
response to TransCanada's non-binding offer, and stated her
intention is to make certain the clarification was nmade in that
the letter has not been in the public domain, but is certainly
part of a public docunent.

1: 38: 44 PM

M5. DELBRIDGE offered that the second clarification is that
during the hearing last Friday, she described AK LNG as
essentially a structure in which there was equal ownership
segnents including, the state, ExxonMbil Corporation, BP
ConocoPhi I | i ps. She precisely advised that AK LNG is roughly
commensurate with the gas share of each entity, in that the
state has 25 percent presum ng the state nakes a royal ty-in-kind
decision and that tax is paid as gas, ExxonMobil Corporation has
roughly 33 percent interest, ConocoPhillips roughly 22 percent
interest, and BP roughly 21 percent. She remarked this was
di scussed in conjunction with a question regarding whether the
state was a mnority partner in AK LNG and her response was
that the state is one of four equal 25 percent each partners.
In the regard, she wanted to put that <clarification on the
record.

1: 39: 53 PM
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REPRESENTATI VE JOSEPHSON surm sed that the 25 percent interest
Ms. Del bridge asserts Al aska holds is subject to the conditions
of the contract with TransCanada, which considerably dimnishes
the state's share.

MS. DELBRIDGE answered that the state has 25 percent of the
liquid faction facility, and within its agreenent with the other

entities it still has the 25 percent with the gas treatnent
pl ant and pi peline. She noted that the state has chosen to
bring TransCanada in and turn over sonme of its share to
TransCanada on that segnent. She posited there were sone

avenues wthin the Menorandum of Understanding (MOU), and the
agreenents, for the state and TransCanada to periodically
reevaluate that relationship as the FEED decision approaches.
She related that while it is currently the case, it will be up
to the legislature, and the state involved in the AK LNG
negoti ations, to determ ne the final shape.

1: 40: 59 PM

REPRESENTATI VE JOSEPHSON pointed out that HB 132 speaks to
exporting no nore than Al aska uses donestically. He questi oned
why that determination was made as opposed to sonmething nore or
|l ess than that, and whether it relates to the existing export
proj ect of ConocoPhillips.

M5. DELBRIDGE responded "in no way did it attenpt to relate to
ConocoPhillips's existing export project,"” as the decision was
made in looking for a way to avoid a conpeting LNG project, and
to sonehow cap the size of the project that Al aska Gasline
Devel opment Corporation (AGC) can go forward with to ensure it
is not primarily an export project. She advised, at that point
there are different avenues to review as there could be a
volunetric limtation on it. She noted that the sponsor chose
to go with sinply a mgjority believing that then it could not be
a dedicated LNG project called an in-state project. She stated
that in-state demand currently is probably between 200 and 250
mllion cubic feet, and that being said the sponsor did not want
to put a volunetric cap because if AGC is able to build in-
state demand and work that into its project, the sponsor wants
that to be a great as possible. For exanple, she noted,
regarding a value added industry desiring to participate in an
in-state pipeline, it could grow significantly and, therefore

so could the availability for export projects.

1: 42: 39 PM
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CO CHAI R NAGEAK asked if there is an objection to a letter being
witten by staff.

M5. DELBRIDGE offered that the commttee has already submtted
the letter to Governor \Wal ker requesting that information. She
advi sed she wanted to clear up her statenent on the record and
explain that she believes the comrittee should keep that
previously sent letter as an ask to make sure the conmttee has
t he correct docunent.

1:43: 16 PM

REPRESENTATI VE JOSEPHSON asked the source of the docunents she
present ed today.

M5. DELBRIDGE replied that they came from AGPA' s application to
the U S. Departnent of Energy (DOE) for an LNG export |icense
and she could provide a docket nunmber and link to the web site
where they are all listed. She advised this was within severa
vol unmes of backup material AGPS provided to DOE after DCE had
some questions on the original application.

1:43: 54 PM

REPRESENTATI VE SEATON referred to the previous discussion
regardi ng conpeting projects as if they were the same. At that
time, Representative Seaton brought to her attention that the
producers generally have a nuch higher hurdle rate or interna
rate of return when doing production profit tax (PPT) that was a
m ni mum of 15 percent, sonetines up to 25, 27 percent before
they make final investnent decision on a project. He opined
that wutilities generally have a final investnent decision
internal rate of return nunbers nore in the 6-9 percent range.
In that regard, these projects mght be contenplated quite
differently because of the rates of return that mght be
required whether it is by a producer sponsored project and
financed, or whether it is a buyer sponsored project through the
| ong-term contract. He asked that Ms. Delbridge address those
issues as the FEEDs are conpetitive projects for anything other
t han gas and whether they are quite dissimlar that way.

MS5. DELBRIDGE answered that not enough is known about this
alternative project to be conclusive that it would involve
utilities. She advised there has been sone indication anong the
peopl e brought to Alaska as potentially interested parties in
the past have included utilities. However, there are entities
that are essentially trading conpanies, such as Mtsubishi, and
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they certainly are not a utility and nmay have its own interna
needs. Wthout any sense of guarantee that this goes to
utilities and an understanding of what is what, she opined, it
is difficult to be clear on whether or not they are conpeting in
that manner as it depends on the systemthat is put together in
t he end. She stated that she cannot speak to what was garnered
fromthe nenbers during the PPT debate from who, from what. She
advised that she has heard from the conpanies that while they
have their hurdle rate, or their internal rate of return that
they look to, but there can be a lot of other factors going into
their decision making. They are the ones that need to be clear
with the comrittee on what they are looking for in conjunction
with that, she remarked.

1:46: 55 PM

[HB 132 was hel d over. ]

1:47: 05 PM

The commttee took an at-ease from1:47 p.m to 1:48 p. m

PRESENTATION(S): Mddle Earth Tax Credits

1: 48: 09 PM

CO CHAI R NAGEAK announced that the next order of business is a
presentation entitled "Interior QI and Gas Exploration”
conducted by Doyon, Limted.

1:49: 06 PM

JAMES MERY, Senior Vice President, Lands and Natural Resources,
Doyon, Limted, said he is the Senior Vice President of Lands
and Natural Resources at Doyon, Limted, and has been with Doyon
since 1980. He remarked that his presentation is offering an
updat e on exploration Doyon has been involved in within Interior
Al aska, which he described as part of "Mddle Earth.” He stated
that Mddle Earth is a creature of the legislature, but it is
defined within the credit statutes as everything outside of Cook
I nl et and south of the Brooks Range.

1:49: 22 PM
MR. MERY referred to slide 2, and stated his presentation woul d

cover Doyon exploration in Nenana and Yukon Flats basins in that
there are simlarities and difference between the two. H's main
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focus will be on Nenana as that is where nost of Doyon's efforts
have been over the |ast several years, including drilling and
two seismc prograns, and in the fall of 2014 a 3D program He
stated that within these two basins is the presence of prolific

hydrocarbon systens, source traps, and seals. He noted their
recent well in 2013 where a lot of wet gas was seen which is an
i ndicator of an oil |ease system He remarked he will close out

his presentation with the inportance of the exploration credits
program and what it has neant to the activities Doyon has been
perform ng that enabled it to get as far as it has gotten.

1: 50: 21 PM

MR. MERY referred to slide 3, and described Doyon, Limted as
the Alaska Native Cdains Settlenment Act (ANCSA) regiona
corporation for Interior Al aska, and is the |largest private
| andowner in the state wth over 19,000 sharehol ders of Native

American descent. He pointed out that Doyon has a large
operation focus in Al aska and nost of the operating entities are
oil field support, primarily Doyon Drilling, and a nunber of
ot her support industry providers of services throughout the
st ate. Doyon also focuses on |Interior oil, gas and hard
m neral s exploration. In 2014 Doyon had profits, after tax of
$23 million in revenues, of over $350 mllion.

1:51: 16 PM

MR. MERY referred to slide 4, and indicated it is a genera
| ocater map of the Nenana Basin and Yukon Flats Basin relative
to Cook Inlet and the North Slope. He referred to slide 5, and
stated it is a focus on sonme of the l|land ownership issues, a
sense of the scale, and also to note the proximty of
infrastructure which is something a person doesn't see in a |ot
of places in Al aska. He said it 1is relatively gifted,
especially the Nenana Basin with access to infrastructure.

1:51: 53 PM

MR. MERY referred to slide 6, and pointed out that regarding the
Nenana Basin, Doyon is focused on 400,000 acres of State of
Al aska | eases, with a small presence of Doyon |ands. He advised
that under the seven year terns, Doyon pays the state
approximately $1.2 mllion a year in rentals. He said that the
Doyon | ands are shared with the village corporation, Toghotthele
Corporation, and that it has provided a nunber of services to
Doyon. He noted there is no federal ownership nearby, however

the northern third of the |ease bought is in the Mnto Flats
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State Ganme Refuge where oil and gas is conditionally allowed.
He pointed out that with regard to Yukon Flats, Doyon owns
approximately 1.5 mllion acres that are prospective oil and
gas, and three separate sub-basins with no tinme constraints or
hol ding costs. He pointed out that Nenana Basin is on-the-clock
and is not on the |lands Doyon owns in Yukon Flats. There are
three ANCSA villages wth surface ownership. The adj acent
federal lands are within a national wildlife refuge and are off
l[imts to any oil and gas exploration and, he described them as
"a nost uncooperative bunch of people.™

1:53: 47 PM

COCHAIR NAGEAK asked the nanme of the three wvillage
cor por at i ons.

MR. MERY replied that they are corporations for Stevens Vill age,
Beaver and Birch Creek. He noted there are other areas in the
Yukon Flats but those are the areas Doyon believes there is
prom se.

1:54: 07 PM
MR. MERY referred to slide 7, and explained that the two basins

have simlar geology in that they are deep, young basins wth
potential source rock, coals, coal shales, and possibly |ake bed

shales, with trapping opportunities as well. He pointed out
that oil is Doyon's primary target, and gas is its secondary.
1:54: 30 PM

MR. MERY referred to slide 9, [no slide 8] and said it provides
history of prior exploration by major oil conpanies, both in the
1960s and 1980s. He remarked there is sone seismc |left over
from those projects, and two shallow wells on the basin flanks
that were fundanental and stratigraphic test wells. Mor e
recently, during 2005, 2012, and 2014, there were three seisnc
canpai gns basin-wide, and two deep well in the central part of
the basin in 2009 and 2013, called Nunivak #1 and #2. He noted
t here have been nunerous studies over tinme and has re-eval uated
licensed heritage data from nmajor oil conpanies out there in the
earlier days. He pointed out that Doyon had partners in the
early days that |eft Doyon, but Doyon has picked up the pace
consi derably since they've gone. He stated that Doyon believes
it has nore reasons to nake this project work as it is in its
back yard, Mnto and Nenana are on the flanks of the basin, and
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if it has success it is creating new markets for all of the oi
field support industry groups that were in business then.

1:55: 57 PM

MR. MERY referred to slide 10, and described it as a cl ose-up of
Nenana Basin plus an especially gifted infrastructure wth
respect to opportunities to nonetize oil in particular. He
referred to slide 12, and stated it depicts a geophysics defined
Nenana Basi n. He referred to slide 12, and stated the Nenana
Petrol eum System source is excellent oil and wet gas source
rocks in coals and coal shales. Doyon has drilled wells and
found that the source goes deep into the hot kitchen of the
basin where oil and natural gas should be actively expelled
t oday, actually. He offered that Doyon knows the basin is hot
based on information from the wells and projections perforned
fromthe heat neasurenents in the wells to generate oil and gas.
Doyon found mgrated wet gases (propane, butane, pentane, and et
cetera.) in the well bore. He described that a wet gas system
is sonetines indicative of sonmething that should be oily in nost

of the analogs for these kinds of basins, if they are
productive, there wll be gas and oil fields and m xed gas and
oil fields. He described world class reservoirs out there that
have been seen through the drill bit as well, and there should

be many opportunities to trap hydrocarbons.
1:58:47 PM

REPRESENTATI VE JOSEPHSON referred to heritage |lines and surm sed
M. Mery was referring to pre-1971 |ines.

MR. MERY answered that the heritage lines are basically I|ine
that are out there that Doyon did not shoot in an earlier era,
and in particular he is discussing shale lines that were shot in
approxi mately 1981.

REPRESENTATI VE JOSEPHSON surmi sed they were shot after Doyon
took title of the |and.

MR. MERY explained that these were nostly on State of Al aska
| ands, where nost of Doyon's | eases are | ocat ed.

1: 59: 32 PM
MR MERY referred to slide 13, and advised it is a

representation of the basin being over 20,000 feet deep, and
there should be plenty of heat to generate hydrocarbons fromthe
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i mmature source rocks seen higher up in the system He stated
they are nuch deeper in the system and can be tracked on the
seism c.

1: 59: 50 PM

MR. MERY referred to slide 14, and advised it is regarding the
Nuni vak #2 well of which is the first well Doyon operated. He
pointed out that a lot of permts are necessary to drill a well
and nost are run through the state system He described the
rel ati onship between Doyon and the State of Alaska as "great" in
that the state is helpful, diligent, and very professional. He
further described Doyon as having "great" relationship wth
| ocal comunities who are supportive of Doyon's activities, and
t hat Doyon hires and works locally with contractors.

2: 00: 37 PM

MR. MERY referred to slide 15, and offered it depicts a road
system Doyon built which is focused a few mles west of Nenana
He referred to slide 16, and described it as the manner in which
the Nenana River is crossed in the summer tine when Doyon is
drilling. He pointed out there will be a bridge over the Nenana
Ri ver connecting to the Parks Hi ghway System He referred to
slide 17, and noted it depicts the countryside and the road
system He referred to slide 18, and advised it is the nost
recent well site which is approximately 11 mles due west of
Nenana.

2:02: 23 PM

MR. MERY referred to slide 19, and addressed that Doyon believes
it has all of the elements of an active and prolific wet gas
and, hopefully, an oil system Doyon knows that the hydrocarbon
system should be extensive as it has perforned seismc
t hroughout the basin, through nodeling in that it believes that
the basin given the thick packages of source rock could produce
billions of barrels of oil and trillions of cubic feet of gas.
He said that Doyon saw a lot of wet gas in the well bore and not
so nuch for oil and that Doyon substantially de-risked the gas

prom se in the Nenana Basin. He pointed out that wth nearby
infrastructure the North Slope size accunulations just sinply
are not needed, although $50 per barrel (bbl) oil is not
hel pful. He opined that a relatively small accunul ati on can get

Doyon started and there should be plenty nore of those if it can
get the first one going.
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2:03:32 PM

MR. MERY referred to slide 20, and advi sed that Doyon needs nore
seismic, primarily on the north end of the basin where many of
Doyon's State of Alaska's |eases are | ocated. He pointed out
that Doyon is looking hard at drilling in 2016, wthin that
ar ea. He referred to slide 21, "Nenana 2014 3D and 2D Seismc
Area," and said it depicts the 3D area, the road already there,
with sone of the multiple |andownership issues and proximty to
Nenana. He related that Doyon is right off the road system for
this portion of the basin. He referred to slide 22, and stated
this has been the wettest summer in the history of the Interior
and the workers had a rough tinme of drilling the holes for the
seismc program and collecting data was difficult because there
are extensive areas of burn in the past and a | ot of dead falls.

2:04:52 PM

MR. MERY referred to slide 23, and said that oil would be the
best economc case for both Doyon and the state. Startup
m ni mum economc field size for this part of the world, is
somewhere between 25 and 50 mllion barrels of oil depending
upon oil price. He stated that Doyon clearly sees structures
out there that would hold that much and nore. He pointed out
that there is plenty of roomin the Trans-Al aska Pipeline System
(TAPS) via truck, rail, or feeder pipeline, and that Doyon vi ews

t he chances of success with the next well as one in five, to one
inten. He explained that in the event gas is found it could be
stranded for a nunber of years as there may not be nuch of a
Fai rbanks nmarket for the next 10-12 years due to all of the
other projects, Cook Inlet trucking, state take-over, those
sorts of things. He clarified that he was not nmking a case
that "people shouldn't do that," and Doyon does not have a
product to offer right now but it is a conplicated factor for
Doyon. He questioned whether the producers and the state would
all ow Nenana gas into an export line and |iquefaction plant, and
if so under reasonable terns. He noted that gas has been so de-
risked at this point that there is a 50/50 chance of commercia

success the next tinme Doyon drills.

2:06: 38 PM

MR. MERY referred to slide 24, and offered Doyon's thanks to the
| egislature for the credits program in place because they are
essential to the activities Doyon has perfornmed in the Interior.
He noted there is one in particular that has not worked well for
Doyon and with a bit of tweaking it could work better. In
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general, he offered, these prograns have worked exceptionally
wel | and hopefully will result in a brand new industry for the
interior part of the state, and new revenue for the state.

2:07:28 PM

REPRESENTATI VE HAWKER st ated he appreciates M. Mry's testinony
and that the credit structure has worked. He offered that he
believes that the big noney is a nega oil discovery, but

sonetimes a conpany gets gas. He asked when Doyon expects to be
able to prove up and provide an estimate of proven reserves of
gas on its properties as opposed to the probable and possible
di scoveri es.

VR. VERY sai d t hat t heoretically, realistically, and
optimstically, if Doyon drills next wnter wth success it
woul d be looking at a couple of seasons of delineation drilling
and then Doyon would have a handle on its confidence |evel on
the resource and 2018 is the nost optim stic case.

2:09: 09 PM

REPRESENTATI VE HAWKER asked whether Doyon intends to follow up
and prove-up its gas reserves.

MR. MERY answered that if Doyon was to find only gas ..

REPRESENTATI VE HAWKER restated his question in that M. Mery has
i ndi cated strong gas shows, wet gas shows, and gas substantially
de-risked with a 50/50 chance of commercial success. He asked
whet her Doyon intends to prove-up its gas and pursue that
resour ce.

MR. MERY responded that it is a decision for the Doyon, Limted
Board of Directors, and in the event Doyon found only gas the
next tinme it drills, Doyon would have to think long and hard
about that because its focus is on oil. |If Doyon can't nonetize
sonmething for 10-20 years then Doyon would have to think hard
about spendi ng nore noney, he opined.

2:10: 20 PM

REPRESENTATI VE HAWKER stated in that situation he was not sure
which was cart and which was horse. He remarked that in the
event Doyon cannot tell Representative Hawker it intends to
pursue nonetization of its resource, then naturally it wll be
stranded for a decade or nore, and naturally it would not be
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able to nake the Fairbanks nmarket. Although, he pointed out, if
Doyon was aggressive and conpetitive that the market is out
there for the grabbing today. He asked that M. Mery take that
i nformati on back to the Doyon Board of Directors.

MR. MERY responded in the affirmative.
2:10: 48 PM
REPRESENTATI VE SEATON asked how |l ong the state | eases run.

MR. MERY replied that they cane out of several groupings, but
basically somewhere in the 2019-2020 ti mefrane.

2:11:10 PM

REPRESENTATI VE JOSEPHSON requested a thunbnail sketch of the
credits Doyon is receiving, how that is working, and what system
i s being used.

MR. MERY answered that Doyon tried different things over tine
and nost recently used the .023 credits, although .025 credits
have been used in the past.

REPRESENTATI VE JOSEPHSON asked the value of those credits.

MR. MERY said it depends if they are on the system as there are
different programs with different requirenents and different
eligibility of costs, but roughly Doyon is receiving $0.60 on
the dollar, nore or |ess.

2:12:17 PM
The commttee took a brief at-ease.
2:13: 11 PM

JOE BOVEE, Vice President, Land and Resources, Aht na,
| ncorporated, said he is the Vice President of Land and
Resources for Ahtna, |Incorporated. In followup to M. Mery's
testinmony, he referred to the slide entitled "Gl and Gas Basins
in Alaska" and stated that there are six oil and gas basins in
Al aska. He referred to the slide entitled "New Frontier Basin
Tax Credits,” and said that currently Ahtna is exploring under
the New Frontier Basin and Mddle Earth tax credits. He offered
that there are different provisions within tax credit scenari os,
et cetera. He enphasized that without the tax credits Ahtna
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woul d not be here today. He referred to the slide entitled
"What is Currently Known About Gas Prospects in the Ahtna
Region," and stated that the geologic structure of interest
currently wunder state land is that it has a 44,000 acre
exploration license with the State of Alaska, and over the
previ ous 30-40 years and specifically the last 5-10 years Ahtna
has spent mllions of dollars exploring that region. Geol ogica
data and past exploration give strong natural gas indications,
he offered, and the formation is accessible to south-central
Al aska population centers, state highway road system and
ti dewater, however, technical drilling challenges are due to
hi gh pressure water zones identified in previous wells.

2:14: 28 PM

MR. BOVEE referred to the slide entitled "Copper R ver Basin
Natural Gas," and stated that the map shows the area outlined
where nost of the exploration is perforned, and inside the red
line is approximately 2 mllion acres primarily owned by the

State of Alaska and to a |esser degree Ahtna. The white box
depicts where the state exploration Ilicense is currently
| ocat ed. He referred to the slide entitled "Geologica
Summary,"” and offered that the chart depicts previous wells

drilled and shows that it is conducive to natural gas deposits
and entraps and holds the natural gas there. He referred to the
slide entitled "Current Prospects,” and stated that in 2013,
Ahtna was awarded an exploration license on 44,000 acres of
state land, approximately 10-15 mles west of dennallen. He
explained that in early 2014, Ahtna partnered wth two
exploration partners, Rutter & WIbanks of Mdland, Texas, and
Santa Petroleum of Wlland, Australia. He further explained
that in early 2014, Ahtna re-processed approximately 90 m|les of
pre-existing seismc fromthe 1970s to 1980s, and basically tied
in some of the previous seismc with what has been perforned
nore recently in the 2000 era. Subsequent to re-processing the
90 mles, he said that Ahtna identified a structure within the
State of Alaska license area and conducted an additional 40-

mles of new seismc |ast wnter. He pointed out that the job
finished on tinme and slightly over budget in that there were
problems with a warm winter in Copper Basin. He stated that

usual | y between Novenber and Decenber there are days or weeks of
at least 30 to 50 degrees below freezing. However, he renmarked,
this year there were only several days of below zero
Prelimnary data shows the outline of a crest of gas structure
12-14 mles west of dennallen, and less than 2 mles from the
Ri chardson H ghway. He pointed to a nmap depicting well target,
state exploration license area, and oil and gas exploration
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wel I's which are accessible. Ahtna is pleased with the results
of the seismic data that has been re-processed and the new
seismc performed |ast year. He referred to a cross-sectional
of the seismic, and stated that Mose Creek was drilled by
Rutter & Wl banks in the early 2000 and the Ahtna 1-19, show ng
sone structure was performed in the md-2000s, and the
exploration target now being pursued on state land is to the

right. He described them as simlar depths and simlar
structures, however, wth Iessons J|learned from previous
experiences in exploration Ahtna has perfornmed, it knows there
wi ||l probably be high water pressures, certain amounts of depths

so it hired and contracted wth professional engineers to
elimnate that.

2:18: 01 PM

MR. BOVEE referred to the slide entitled, "Range of Market
Opportunities,” and stated Ahtna has a snmall narket there which
has probably w thheld any devel opnent in the |ast 20-30 years.
Ahtna was |ooking at options and basically if it can produce
t housands of BTUs or cubic feet per day there would never be any

devel opnent . In the event mllions of BTUs a day, it would
probably only be for |ocal devel opnent, and if Ahtna can produce
billions it would probably be in-state or international markets.

Ahtna's focus would be to at Ileast get gas to the |ocal
residents of the Copper Basin at this tine. He referred to the
slide entitled, "Devel opnent Options,"” and noted that it is an
illustration regardi ng what Ahtna has | ooked at, and prelimnary
i deas and suggestions from experts. He referred to the slide
entitled, "Local Market is Viable," and stated the |ocal nmarket
price is approximately $3.50 per gallon, but there is still a
savi ngs of roughly 40-50 percent over the current diesel market
in the region. He opined that is consistent with Interior
Al aska and rural Alaska rates so there is an undeni abl e savings
from natural gas.

2:19:11 PM

MR. BOVEE referred to the slide entitled, "Ahtna Gas Devel opnment
Timeline," and offered that currently Ahtna is in the green
section. He highlighted that to date Ahtna has spent
approximately $3 million in the last year and one-half, and
plans to spend another $1.3-$1.5 million in the next four-six
nmonths with the drilling plans scheduled for a drilling rig,
subcontractors, permtting process, and so forth. He advi sed
that if all things stand, Ahtna will drill a first well on the

state license area sonetine in Decenber-January 2016, and at the
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end Ahtna wll have expended close to $10-$15 mllion, and

expects to come up with gas for the local or in-state gas. He
referred to the slide entitled, "Conclusion and Next Steps,"” and
stated that Ahtna wll engineer and design a new well wth

conpletion prior to June 2016. He pointed out that the New
Frontier Basin tax credits expire June 30, 2016, but Ahtna would
like to tweak sonme of these and possibly continue on for another
year or two. He advised that some of the tax credit issues are
confusing and when talking to DNR a person should have a
| awyer, accountant, and a world chanpion arm westler because it
not all cut and dry. He opined that the legislature had
intended to incentivize sone of the under-explored Mddle Earth
areas which has helped a lot as Ahtna would not be where it is
t oday. Additionally, Ahtna is 50-60 percent confident that gas
woul d be found there as all the wells ever drilled in the basin,
the previous 40-50 years have had gas shows, and the last well
drilled had gas but Ahtna was not able to quantify it or give a

guality assessment to it. He opined that Ahtna knows what it
did wong and will do it right the next tine. In the process,
Ahtna is processing a Regulatory Comm ssion of Al aska (RCA)
application for local gas distribution and continuing to

determine and develop markets, such as a pipeline only to
A ennallen, a pipeline to some of the neighboring comunities,
possibly a mcro LNG plant, or an electrical intertie.

2:21:37 PM

REPRESENTATI VE HAWKER referred to the slide, "New Frontier Basin
Tax Credits,"” wherein Ahtna requests changes to the .025 tax
structure, wherein the first itemis to reduce well depth. He
asked whether the only well depth requirenent for .025 credits
had to do with the "Cook Inlet stanpede.”

MR. BOVEE opined that the wells have to be 10,000 feet or proven
that the well has hit the ceiling or the floor of the structure.

REPRESENTATI VE HAWKER asked whether that requirenent is a
regul atory matter or a statutory matter.

MR. BOVEE answered that it is a statutory natter. Wth regard
to .025, he opined, because there is .025 Mddle Earth and New
Frontier, that under the .025 the conm ssioner has the authority
to determi ne whether the structure has been fully drilled to a
certain depth. Under the New Frontier, he suggested, the
provision is not there and the conm ssioner cannot nake that
decision. He reiterated that to extend all owable credits beyond
2016 ... 2022 would be preferable to give Ahtna nore tine as it
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is not going to be out there just drilling one nore well, and
allow for a faster recovery of the tax credits. The way the
.025 Mddle Earth tax credits work, Ahtna is just now in the
process of submtting its expenses and invoices but the
Department of Revenue advised Ahtna that it will be over a year
before Ahtna would receive any tax credits back. He pointed out
that under the .023 it is usually less than 3-6 nonths so it is
a shorter time period and the cost of noney has to be assessed
to before ...

2:23: 29 PM

REPRESENTATI VE HAVWKER asked whether the provision in .025 that
you are concerned about a depth ... he advised he is pulling
this out of the tax, (M subsection of .025 talking about
hydrocarbons likely to be found or reached 12,000 feet or nore
to a vertical depth, and asked whether that is the concern.

MR. BEVEE replied "I believe so, yes."
2:24: 43 PM

KEN ALPER, Director, Tax Division, Departnment of Revenue, said
the Frontier Basin credit reginme was nodel ed in many ways on the
Cook Inlet stanpede which passed several vyears earlier. He
described it is a higher level of credit in specific targeted
areas that have a depth requirenment in order to qualify for that
specific credit.

REPRESENTATI VE HAWKER referred to the first line of subsection
(M, regarding the persons that drill the first four exploration
wells in the state. He asked whether this is limted to the
first four wells or actually a nuch broader provision.

MR. ALPER responded that the Frontier Basin credit is tied to
the first four wells ... you'll see sone latitude and |ongitude
type information in that statute which is tal king about target
areas, one of which is the area from which Ahtna is targeting.
In that regard, until such time as the fifth application for a
Frontier Basin credit cones in, the Departnment of Revenue is
receiving them he opined, and it is his wunderstanding that
Aht na woul d be anong those first four.

2:26: 14 PM

REPRESENTATI VE SEATON pointed out that with the state's current
deficit situation it is somewhat concerning when discussing
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large tax credits to encourage activities ... normally, a
conpany takes partners to supply part of the capital for
explorations and when it is successful they are a partner in the
income that cones fromthat. He further pointed out that in the
past the state had the position that it would partner to
encour age exploration and devel opnent, and as soon as there was
production the state would back out of the partnership and not
take anything other than the royalty or production tax. He said
that as the commttee noves forward and discusses expanding or
extending credits to remenber the state's current situation, and
especially i f t he | egi sl ature has gi ven speci al t ax
considerations to certain areas, he related that the state would
have to look at being a true partner in sonme aspect if the state
is extending capital credits and those kind of things. He said
he wants the conmittee to start thinking in a nmanner of
investing and not just giving away credits.

2:28:13 PM

REPRESENTATI VE HAWKER noted that with regard to the Frontier
Basin tax credits, the legislature identified six particular
areas, limted it to four wells, and specifically said that no
nore than two of those may be in any one of those individua

areas - the one through six. He opined that it would seemto be
a fairly constraining thing for Doyon. He surm sed that Doyon
was not discussing relief fromthat provision, but nore fromthe
12,000 feet, vertical depth provision. He pointed out that the
current requirement is that before approving the exploration
well "the conmm ssioner of natural resources shall consider,” and
it does not state "thou may or thou may not," but wanted it to
consider that the targeted and planned depth and range are
designed to penetrate and fully evaluate +the hydrocarbon
potential of the proposed prospect and reach the |evel below
whi ch econom ¢ hydrocarbons are likely to be found. I n ot her
words, he stated, if the state is giving tax credits and Ahtna
has a well nobilized, the state wants the conpany to go all the
way down and not just hit a shallow pocket but |ook at the
entire depth of the prospect there, but then it says, "or reach
12,000 feet." He described it as an "or" situation with a |ot
of conmplications that will take a fair anmount of consideration
bef ore he woul d contenpl ate maki ng a change.

MR. MERY answered that the problemis not the 10,000 foot depth
as that just identifies a potential problem due to the nature of
these basins including the extreme difficulties in going to
depths that are not essential in Doyon's view to evaluate the
opportunities. He described the bigger is the Frontier specific
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credits sitting under .025. He stated that the list of
al l owabl e expenses under .025 is restrictive in that an 80
percent well and 80 percent credit is not an 80 percent credit
as it is nore like a 60-65 percent credit. He opined that it
doesn't deliver what the legislature intended and through nore
recent discussions with DNR he is much nore confortable that
they will ... because there is flexibility that they can
accommodat e Doyon. He highlighted that the real focus should be
on picking up the special 80 percent credits for wells that are
sitting under .025 and sinply sliding them up under .023. He
i ndi cated that Doyon is not asking for nore wells or noney, just
to put themin a place where the full benefit of the 80 percent,
and the state will get the noney back a little bit sooner. He
poi nted out that because of these problens no one has used these
and now everyone is up against the wall on the sunset date.

2:32: 05 PM

REPRESENTATI VE HAWKER asked whether the real elenent is the
differential here ... he said he understands it is the velocity
of noney but is the real issue the .023's being a directly

refundabl e credit, is that what is really facilitating this.

MR. MERY responded that they both are refundable, but there is a
| onger list of allowable credits under .023 than under .025.

REPRESENTATI VE HAWKER stated that the ultinate issue is the
additional expenditures that are allowable under .023 and not
. 025.

MR. MERY answered "Correct."” He further answered that Doyon can
get 60-65 percent under .023 today and get the nobney back
quickly. If Doyon uses the .025 specialty 80 percent credit it
will still going to get the sanme 60-65 percent back and it wll

take Doyon a year or two to get it back, he expl ai ned.

2:33: 04 PM

The comm ttee took a brief at-ease.

2:34: 11 PM

GRETA SCHUERCH, Corporate and Public Policy Liaison, NANA
Regi onal Corporation, said NANA Regi onal Corporation appreciates
the opportunity to provide comments on Mddle Earth tax credits.

She advised that in addition to being NANA's corporate and
public policy liaison she is also a sharehol der. She referred
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to the slide entitled, "NANA Regi onal Corporation," and advised

that NANA's mission is to inprove the quality of life for nore
than 13,500 Inupiat sharehol ders by maxi m zing econom c grow h,
protecting and enhanci ng | ands, and pronoti ng heal t hy
communities with decisions and behaviors guided by the |Inupiat
Ilitquisiat, which is its traditional value system She
referred to the slide entitled, "A aska - Kotzebue Basin

Hydrocarbon Potential NANA Regional Corporation,” and pointed
out that the figures show the location of the area in the

Kot zebue Basin with potential for gas. NANA shares Doyon and
Ahtna's position on the Mddle Earth tax credits due to a dire
need for affordable energy in the region. She referred to the

slide entitled, "Need for Energy,"” and advised that residents in
Nort hwest Al aska are paying between $6 and $11. 00 per gallon for
gasoline and heating fuel. Lower energy costs through natura
gas wll offer sustainable solutions to the region's energy
crisis. She referred to the slide entitled, "Kotzebue Ol and
Gas Project History," and renmarked it shows the history of
exploration in the Kotzebue Basin and that the initial work in
the basin was conducted by Chevron, in the 1970s, with two wells
drilled to approximately 6-8,000 feet together wth seismc
wor k. She referred to a slide entitled, "Local Geography,” and
noted the map shows the Kotzebue Basin. She referred to the
slide entitled, "Exploration History and Data," and advised it
shows the seismc data collected and the red dots show the wells
drilled by Chevron.

2:37:39 PM

M5. SCHUERCH referred to the slide entitled, "Primary Reservoir
Targets,” and pointed out that it is a cross section, or
vertical slice through the earth. She said the geol ogical

section is a correlation between the two wells drilled 60 mles
apart from the Chevron work. She addressed the stratigraphy of
m xed shales and sandstones are interpreted by a geologist to
have yiel ded some perspective zones and significant pole seans
over 100 feet thick were also encountered in the well. She
referred to the slide entitled, "TODAY - Advancing the Basin,"
and said that NANA's new efforts lead to five conpanies signing
confidentiality agreements in 2014, and one conpany from

overseas nmeking two site visits. However, the conpany deened
the basin as too high of a geological risk to fund the
exploration in total. She offered that there is no deal and

because of this NANA continues to evaluate how it could help
fund seismic work to de-risk the geology and technical aspects
of the basin. She referred to the slide entitled, "How and why
"de-risk' the geology of the basin,” and comented that in
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receiving nore information in the way of seismc data NANA w ||

have a better chance of defining potential targets for drilling
as conpanies want to see nore geological information. | f
successful, nore data wll add greater value for NANA and

additional seismc data is required to lower the risk, she said.
She referred to the slide entitled, "Next Steps," and conveyed
that NANA' s next steps is continuing to look for partners which
is challenging, although the state's incentives have hel ped the
progress to date. NANA continues to evaluate self-funding of
the seismc work, continues to work with interested parties on
data review for potential funding, and ains for seismc work in
2015- 2016 or 2016-2017. NANA thanks the legislature for its
help to alleviate the cost of living and cost of energy in rural
ar eas. She remarked that while NANA does not know if there is
natural gas, it continues to nove the project ahead to determ ne
the potenti al in that di scovery of nat ur al gas would
significantly help this area where sone residents are paying
$11.00 per gallon to heat their hones.

2:40:13 PM
REPRESENTATI VE COLSON asked whether 10 years ago test drilling
and test holes were bored within about 20 niles of Red Dog,

possi bly not by NANA' s corporation.

M5. SCHUERCH replied that she does not know the answer but wll
get back to the commttee.

2:41:19 PM
ADJ OURNVENT

The House Resources Standing Commttee neeting was recessed at
2:41 p.m and reconvened at 6:00 p. m
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