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ACTI ON NARRATI VE

3:30: 08 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators Coghill, Welechowski, Costello, Stoltze,
and Chair G essel.

Confirmation Hearing
Board of Fisheries

3:30: 53 PM
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CHAIR G ESSEL announced the confirmation hearing for |srael
Payton to the Board of Fisheries. She noted the Boards and
Comm ssions fact sheet in their packets. She invited M. Payton
totell the commttee why he wants to serve on the board.

SENATOR M CCI CHE joined the commttee.

3:31:19 PM

| SRAEL PAYTON, Wasilla, Alaska, Board of Fisheries appointee
said he is 37 years old and was born and raised in Al aska. He
was raised in the renote conmunity of Swentna where his famly
lived a subsistence way of life. He was taught to take only what
he needed and to never waste anything. Until recently he was a
menber of the Mat-Su Fish and Ganme Advisory Conmttee and had
been an active participant in the Board of Fisheries, Board of
Gane, the Joint Board, the North Pacific Fisheries Mnagenent
Council, the Dall Sheep Wrking Goup, and many various other
fish and gane neetings. He has good relationships with other
advisory conmttees, the Al aska Departnent of Fish and Gane
(ADF&G) staff and managers and ot her board nenbers.

MR. PAYTON said he actively participated in many different
fisheries and regions of Alaska including guided, sport,
per sonal use, and subsi stence. He has famliarity in
Sout hcentral, in Kenai and Mat-Su, Bristol Bay and the Al aska
Peni nsula areas. He has worked as a sport fishing guide in the
past, but it has been 11 years since he made any noney rel ated
to any type of fisheries resource. "It does not define who I am
or how!l will vote," he said.

Hs famliarity with comercial fisheries is not as strong, and
he is very aware of that and will make an effort to becone
famliar wth them and reach out to all wusers of that industry.
He doesn't have perceived ideas or conflicts between different
commercial users or fisheries. He definitely understands the
comercial economic value of the nearly $6 billion a year
industry and what it neans to the state, its comunities and its
famlies. He believes Alaska should always be the l|eader in
sustai nable wld fisheries.

3:34:13 PM

MR. PAYTON said he wants to serve on the board, because grow ng
up in a renote comunity, he was brought up to believe it is
part of his civic duty and to give back to the community. He has
served for years on an advisory committee to the Boards of
Fi sheries and Gane and it has been a very rewardi ng experience.
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He believes in the fish and gane regulation process, which is
very unique and special to Alaska in allowing any individual to
submt a proposed regulation, for it to be vetted in a public
process and ultimately be put into a regulation book. Basically,
he said, the people of Al aska make their own regulations and he
wants to see that continue for generations.

He believes a good board nmenber shoul d:

-be fair and inpartial,

-be an active participant on the board with a good understandi ng
of the issues at hand,

-try to get boots on the ground on the different areas in the
state and see the fisheries,

-get a first-hand know edge of people and the fisheries,

-reach out to all wusers and build strong relationships while
being careful to not be perceived as any one user's advocate. He
said building trust with all users is key, and being open and
accessible is very inportant to the process.

-use all available resources |ike the ADF&G science, testinony,
| ocal know edge, etc., to make the best decision at the tine,

-be an advocate of the process and encourage others to be
i nvol ved as wel | .

MR. PAYTON said all the board nenbers have uni que perspectives,
but they represent all Al askans equally. The main goal is to
conserve and develop the fisheries and resources for the state.
He is nervous about serving on the board and doesn't know all
the issues in all the fisheries across the state, but he is very
excited to be appointed and is a fast | earner.

3:37:55 PM
CHAI R G ESSEL opened public comment.

BIRCH YUKNI'S, representing hinmself, Mit-Su Valley, Al aska,
supported M. Payton's appointnment to the Board of Fisheries.
M. Yuknis said he is a life-long Alaskan and currently on the
Mat - Su Fi sh and Gane Advisory Committee where he has worked with
M. Payton. He is always willing to listen to all user groups;
he is very know edgeabl e; he does his honework and wor ks hard.

3:39:41 PM

WS HUMBYRD, representing hinself, Honer , Al aska, wasn' t
prepared to support M. Payton appointnment to the Board of
Fisheries or not. He said people who take the oath of office
swear to uphold the constitution and the statutes. The statutes
don't nention anything about designated seats, but calls for
appoi ntees that have know edge, integrity, and a sense of duty.
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Section 16.05.221 said appointed nenbers shall be residents of
the state and shall be appointed without regard to political
affiliation or geographic |location of their residence. He w shed
someone would ask M. Payton what his feelings are about the
allocation corridor, which some people call the conservation
corridor, in the mddle of Cook Inlet.

CHRI S GORDON, representing hinmself, Honer, Alaska, supported M.
Payton's appointnent to the Board of Fisheries. M. Gordon said
he is a guide and conmercial fisherman and had known M. Payton
for a nunber of years. He is a thoughtful, intelligent, and
fair-m nded person.

3:41: 52 PM

STEPHEN  BARTELLI, representing hinself, Vasi | | a, Al aska,
supported M. Payton's nomnation to the Board of Fisheries. He
has known M. Payton for seven years; they were elected at the
same time to the Mat-Su Valley Fish and Gane Advisory Conmittee
and had served together since then and becane good friends in
t he process.

He would include four inportant traits for Board of Fisheries
candi dates to have:

-have know edge of the proposal process,

-have know edge of the resource,

-have a balanced approach of protecting the resource and
managi ng that resource for maxi num sustained yield for all user
gr oups,

-use this expertise to beconme intuitive to the wunintended
consequences of some proposals.

MR. BARTELLI said it becane obvious to hinself and others on the
advisory conmttee that M. Payton is even-handed, articul ate,
and not too proud to change his mnd if he sees conpelling
evidence to do so. M. Payton is the perfect candidate for this
posi tion.

CHAIR QA ESSEL, finding no further comments, closed the public
heari ng.

SENATOR M CCI CHE t hanked M. Payton for allowing hinmself to be
appointed. He really liked a couple of things that he wote; one
of them is recognition that in no other state can a single
i ndi vidual have so much inpact on passing fish and gane
regul ations. Cbviously he wunderstands the responsibility. He
also likes that he is constantly trying to recruit other young
Al askans in the process. Because one of the keys to Board of
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Fisheries success is getting many other people involved in
under st andi ng that process.

SENATOR M CCICHE said he knows the pressure that cones wth
cl osing harvest opportunities for any of the four user groups in
order to neet the maxi mum sustained yield (MSY) requirenent and
asked M. Payton if he has any hesitation in doing that.

MR. PAYTON answered if there is a biological concern and there
is a resource in crisis or it's not nmeeting MSY, it's tinme to
act accordingly based on the available information. The board
nmust foll ow the nandat e.

SENATOR MCCICHE remarked that they are in a world of
preconcei ved notions about people, and everyone that had a
concern about M. Payton that bothered to pick up the tel ephone
and call him has been very inpressed with his bal anced approach.

CHAIR G ESSEL said in accordance with AS 39.05.080 the Resources
Commttee reviewed the followi ng and recomends the appointnent
be forwarded to a joint session for consideration: Board of
Fisheries: Israel Payton, Wsilla, appointed 7/1/2016, term
expires 6/30/2019. This does not reflect an intent by any of the
menbers to vote for or against the confirmation of the
i ndi vidual during any further sessions.

3:47:33 PM
At ease

HB 100- UREA/ AMVONI A/ GAS- LI Q FACI LI TY; TAX CREDI T

3:48: 00 PM

CHAI R G ESSEL announced consideration of HB 100. [CSHB 100(FIN),
version 29-LS0423\S, was before the conmttee]. She noted that
public testinmony was left open on March 2. Finding no one to
testify, she closed public testinony. She invited M. Al per to
the tabl e and asked if the adm nistration supports the bill.

3:48: 55 PM

KEN ALPER, Director, Tax Division, Department of Revenue (DOR),
Juneau, Al aska, said the adm nistration has no position on HB
100, but it does have a lot of things going for it that m ght
help with their efforts in trying to fix sone things going on in
Cook Inlet. One of the pros in the bill is that there is no cost
to the state unless the project noves forward. Unlike many of
the other tax credits it is not tied to the expenditure; it's
tied to the conpletion of the project and then the project
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itself purchasing gas that is produced from an Al aska | ease.
That producer then would pay royalties to the state and the
anount of that royalty would be what determnes the tax credit
that the owner of the facility (rmost likely Agrium would be
eligible for.

MR. ALPER related that in previous hearings they heard one of
the big problens in Cook Inlet is supply. People who want to
produce gas don't have secure nmarkets, and a project like this
woul d provide a trenmendous new narket for gas production in Cook
Inlet, which mght resolve sone of those concerns over whether
to make the investnment in expandi ng production capacity.

SENATOR STOLTZE asked M. Alper if he is offering his own
opi nions today since the admnistration didn't have a position
on HB 247.

MR. ALPER replied that he had not spoken to the Governor about
this bill that is known informally as the Agrium Bill, but in
his opinion, passing this bill could provide sone certainty for
the Cook Inlet market. And frankly, as they | ook through HB 247,
if there was nore certainty over having the ability to sell gas,
the state might not need to provide the sanme |evel of credit
support for some of the marginal projects, because they know
that they could nmake the investnment in the platforns and so
forth, because they know they would have a narket through the
Agriumfacility to buy the gas.

SENATOR W ELECHOWSKI said he asked Agriumif they opposed taking
away tax credits in Cook Inlet and their answer was that the tax
credits are critical for this project to go forward. He asked
M. Al per if he disagreed with that.

MR. ALPER answered that he was trying, on the fly, to link the
two. If Agrium testified that this is a $250 mllion capital

project, that's an investnent they will nmake and then they wl|
need to buy a large amount of gas, about 24 bcf/year. For the
people that would be producing that gas - if what Janak WMayer

testified to in the HB 247 hearing is accurate - the biggest
uncertainty is building something new and big and not being able
drill all the wells needed as fast as possible to pay for it,
and that's where the economics of the project start turning
upside down. If you can drill as nmany wells as you need to mnake
the project pencil out, the underlying economcs (the cost of
gas in Cook Inlet) should support the project on its own nerits.
So, he would not agree that the current tax credit reginme would
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be needed, but he didn't see where it is necessarily relevant to
this bill (HB 100).

3:53:24 PM

SENATOR M CCICHE said M. Alper had stated that this nmeasure was
at no cost to the state, but asked if this tax credit is put
into place that it only potentially brings significant earnings
to the state.

VR. ALPER replied that as he understands the  bill's
construction, the credit would be against the corporate incone
tax for the owner of the facility once it's in operation. So, it
woul d nmean that the investnment would have to have been nmade and
they would have to be buying gas from an Al aska | ease (sone of
it is paying royalty to the gas). The absol ute upside of the tax
credit would be the amount of royalty the state was receiving
fromthe gas that was being credited against. So, the consultant
brought in by Agrium has estinated that the total amount of gas,
given certain assunptions about the price of gas, would anpunt
to about $15 nmillion a year in royalty paynents to the state.
Therefore the tax <credit for this project couldn't exceed
roughly that $15 mllion a year, and then based on sone nodeling
of Agrium s corporate incone tax liability, it's estimated to be

in the $3 mllion to $4 mllion range. So, the state would not
be cashing them out at $15 mllion; they would sinply be
crediting back the entire $4 mllion. The way the bill is
witten, this credit can't be cashed or rolled forward; all it

can do is reduce one's corporate income tax liability in the
current year to zero and not beyond that.

MR. ALPER said he noticed an error in the narrative of the
fiscal note. It says that the tax credit sunsets after cal endar
year 2026, and that should say 2023.

SENATOR W ELECHOWSKI said the fiscal note assunmed a corporate
income tax rate of 9.4 percent and asked if the tax rate, in
fact, is 9.4 percent or would they be eligible for any other tax
credits or worldw de apportionnent.

MR. ALPER answered that 9.4 percent is the nonmnal tax rate for
the top income bracket (sonething over $200,000 a year). He
didn't have a good sense of Agriums North Anmerican business
nodel , but that nodeling work was done by MDowell G oup who
cane up with the estimate of $3 million to $4 nmillion, and that
seens to be a reasonabl e estimate.

3:56: 28 PM
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SENATOR M CCI CHE said the reason he asked the question about the
cost to the state is according to the fiscal note, the Agrium
Pl ant utilizes a single production train and consuned
approximately 28 bcf/year of gas with 21 bcf comng froma state
| ease. The fiscal note assuned a well head val ue of $5.70 and the
total royalty paynment to the state would be $14.96 mllion per
year. |f you subtract the $3 million to $4 mllion, that works
out to $13 million to $16 mllion per year conming in for the
first 6.5 years and then this would sunset and they would nove
to the $15 mllion to $16 mllion range of revenue to the state.

MR. ALPER said that was correct.

SENATOR W ELECHOWBKI said at the |ast hearing he asked about the
financials - ROR and NPV with and without the credits - and he
hadn't seen any of that information yet, and legislators are
always trying to figure out whether the conpany actually needs
the tax credits.

MR. ALPER replied that the DOR had not nodeled this project at
all, but these tax credits are different than a |ot of the other
existing tax credits sinply because they are not cashable at the
spend level. The economcs would be nuch larger and the timng
would be different if the state was paying 20 to 40 percent of
Agrium s expenses as they were incurring themon a yearly basis.
The state's cost in this would be nothing until the project was
actually conpleted and operations begun. Frankly, he didn't know
if this tax credit wuld be that significant in terns of
determ ni ng whether the project pencils out, given its scale.

3:59: 30 PM
ADAM DI AMOND, WManager, Governnment Relations, Agrium said he
provided the <chair wth financial information that was

distributed today and that there is a conpetitive advantage to
that information, so Agriumdoesn't provide it to the public.

SENATOR W ELECHOWSKI repeated his request for rates of return
and net present values and that it is challenging to give up $3
mllion to $4 mllion a year to a conpany w thout knowing if it
needs the noney. Could he sign a confidentiality agreenent and
| ook at their books?

STEVE VENDT, Manager, Kenai Nitrogen Operations Facility, Kena
Peni nsul a, Al aska, answered that he would discuss that wth

“corporate.” He also corrected that there would not be $15
mllion in his opinion mnus the $3 or $4 nillion. The state
would still retain $15 mllion, but Agrium would not pay the
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additional $3 or $4 mllion. So, once the bill sunsets, the
state would then be taking in $18 or $19 mllion, not $15
mllion.

4:02: 03 PM

MR. DIAMOND added for clarification that wunder the bill the
royalty revenue to the state never goes down. During the entire
life of this bill the state always receives the entire royalty

revenue it is due. It's only the anpbunt of corporate tax on top
of it that is eligible for a limted abatenent.

MR. VENDT added that this will be the highest priced gas that
Agrium will purchase by, in sone cases, nore than three tines.
NYMEX price today is $1.82, and their estimate of $5.70 is very
conservative. In the comodity market in January, their primry
product, wurea, hit the lowest point it has been at in over 10
years. So, this project is very challenged, and the return on
investment (RO), generally, is not the 30 percent that oil
conpanies get, but usually 10 to 15 percent. That is why they
had originally planned to be up and running this year, but the
sl ow devel opment of gas and the decline in commodity prices has
made it that nmuch tougher for them So, they have had to | ook at
ot her options and continue to work to make it sonething that can
conpete against other internal projects within Agrium that the
board would consider. At this point they are not putting it
forward to the board and the $3 or $4 mllion they would get is
significant in many ways. Not just financially, but also just as
an inportant piece to know that the State of Al aska is behind
t he project.

4:04:46 PM

SENATOR STOLTZE said the last tinme an Agrium bill was up about
10 years ago, there was a lot of agricultural testinony and he
didn't see any of that now. He asked if they had outreached to
the agriculture comunity.

MR. VENDT answered that they had talked to the Farm Bureau as
well as the Salcha Delta Soil and Water Conservation District
and both have submtted letters in support of this bill.

SENATOR STOLTZE said this bill seens to give them a break after
show ng performance and asked if that is an accurate assessnent.

MR. VENDT answered that he would agree with that, and also the
fact that the conmpany has put a lot of nobney - nore than $275
mllion - into keeping this plant in restart-able condition for
this long points to hoping for an opportunity.
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SENATOR STOLTZE said that was his observation, but he wanted DOR
to confirmthat.

4:07:58 PM

CHAIR G ESSEL said she looks at three things in making policy
deci si ons:

-how it will affect Al aska famlies,

-how it will affect Al aska busi nesses,

-and howit will affect Al aska jobs

The presented information estimates 300-600 jobs during
reconstruction of the plant and 140 operational jobs, she said,
and the analysis says the average wage at the facility 1is
$104, 000 per year conpared to the average wage in the area of
only $42,000 a year. So, it neets all three of her thresholds in
her policy decision-making criteria.

SENATOR M CCICHE comented that the folks who supported the
credits in the Cook Inlet Recovery Act and renoval of production
tax were primarily focused on supply, which is a pretty narrow
gauge. And while inportant, it's not just that it doesn't have a
cost to the state; there is no potential for it to have a
significant net positive to the state aside from the enpl oynent
and the "trickle-down," and all the other things that happen in
his community.

He asked if 28 bcf/year is about 82 mcf/day, for operations.
MR. VEENDT answer ed yes.

SENATOR M CCI CHE asked him to explain how Agrium functions if
they invest in refurbishing the plant and decide to fire up, and
six nonths into this contract the comodity price bottons out,
and they cease operation. What happens to the $3 to 4 nmllion
corporate tax exenption?

MR. DI AMOND replied under that scenario and the reason this bil
was tied to the royalty paynents, as DOR testified earlier, the
tax is only eligible up to the anount of royalty revenues. If in

six months they have generated $2 million in royalty revenue to
the state, their incentive in that year could never exceed $2
mllion regardless of what their inconme tax is for the year.
That is how the bill makes sure it is revenue-positive for the
st at e.
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SENATOR M CCICHE said he wunderstood that, but he was just
illustrating the difference in tax credits.

4:11: 37 PM

SENATOR STOLTZE said he just wanted sone clarification: many of
t he opponents of previous tax iterations contained the concept
of "show us first and then get the tax breaks,” and asked M
Alper if this neets that test.

MR. ALPER replied that this is an excellent exanple of that type
of tax <credit where the state's cost is limted, if not
negli gi bl e, before seeing the production.

SENATOR W ELECHOWSKI asked if enal yti ca, the legislative
consultants, had done any analysis on this and the potential
i npact to Cook Inlet gas production.

MR. ALPER answered the problem with Cook Inlet, in some ways is
that right now its gas price is anong the highest in the
country. Projects under nornmal circunstances should pencil out
on their oil, but the real problem is the upfront cost of
spendi ng hundreds of mllions of dollars on a new platform or
something without the certainty of being able to sell that gas.
Model ing that sort of stylized project revealed that if all the
noney was spent up front on the infrastructure but wells could
only be drilled at one-quarter speed, it wuld be a highly
stressed project. An Agrium buyer could give them the peace of
mnd to make that investnment and not have the constrained
financials that come fromnot drilling enough wells.

SENATOR W ELECHOWSKI asked if that is what enalytica found.

MR. ALPER answered that enalytica |ooked at three different
scenarios and tried to show how their econonics worked before

and after the Governor's bill (he was presenting it in the House
Resources Committee at the tinme). Enalytica nmade the case that
Cook Inlet still needs credits to help projects that are

constrained on the market side. His corollary to that is if you
can fix their market problens, maybe the state wouldn't have to
worry about the tax credits probl ens.

SENATOR COSTELLO noved to report CSHB 100(FIN), version 29-
LS0423\S, from conmttee wth individual recomendations and
attached fiscal note. There were no objections and it was so
or der ed.

4:16:11 PM
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CHAIR G ESSEL, finding no further business to conme before the
commttee, adjourned the Senate Resources Committee neeting at
4:17 p. m
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