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FISCAL NOTE \'M 14 2003
G
STATE OF ALASKA Fiscal Note Number: DRAFT _
2003 LEGISLATIVE SESSION Bill Version: S. CSHB57(FIN) Wk Draf

0 Publish Date:

Revision Date/Time (‘Note if correction): Y1/23 Dept. Affected: Natural Resources
Title Royalty Gas Contracts BRU Resource Development

Component Ol and Gas Development
Sponsor Chenault

Requester  Senate Finance Component No. 430

Expenditures/Revenues = ) (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY204 FY206 FY2060 K 200 FY28 FY20
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 00 00 00 00 00 00

CAPITAL EXPENDITURES

CHANGE IN REVENUES (GF1004)

FUND SOURCE (Thousands of Dollars)
100 Federal Réceipts
1008 GF Match
1004 GF ,
1006 GF/Program Receipts
er (Specify Type-Do not abbreviate
P ypFOTAL

*k *t *k

Q0 00 Q0 00 00 00

Estimate of any current year gFY2003%,co,st:, .00
Check this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYS'S (Attach a separate page if necessary)

WORKDRAFT - (S)FIN.** This bill amends AS 38.05.180 to include subsection (ee), which allows the
DNR Commissioner to enter into agreements with lessees to establish the value of the state’s royalty share
for gas that is used in contract(s) entered into on or after the effective date between the lessee and a
manufacturer of agricultural chemicals. The royalty value may not be less than the price used in contracts
(floor) but may not exceed the amount that would otherwise be due under the lease (ceiling). HB 57 gives
the commissioner discretion to determine and use the value that is in the best interest of the state and may
or may not result in state revenues losses, The state could see lower revenues between an estimated 50-
to-S11.5 million in cumulative royalties for the only known potential applicant over the period FY 2004-09 or
an average of about $0-t0-$1.9 million per year (see Table 1, below). However, the effects of the loss
could be mitigated by other factors.

Prepared by: ~ Mark D. Myers Phone 263-8300
Division Oll and Gas Date/Time Y&/2003
Approved by: Date 51/208
Agency Nafural Resources
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FISCAL NOTE

STATE OF ALASKA BILL NO. S. CSHB 57(Fin) wk dr
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Table 1. Potential Impact of HB 57 on State Royalty Revenue: FY 2003 -2009
mm r; NewGasProduced from Other3rd -Party Producers -State Lands

Contract  Ro alty oi Potential Royalty
g ORI o

% - % 438"53 %28%0%
TI1T1 R %% i

Estimated Total Royalty Losses Under New gas Supply 3rd-Party Contracts (FY 200409 = so -to- (11,545,044
Total Royalty Losses (Discounted) = so-to- (7.619,642)

The analysis in Table 1 illustrates the yearly potential royalty revenue impacts taking into
account the decline in gas to be supplied oy Unocal to Agrium under a pre-ex >ting
contract after FY 2005. The implied yearly gas shortfall during FY 2006-09 is, by
assumption, supplemented with new gas from 3rdparty producers. Royalty production
from new gas would post date the Act and be eligible for (ee) treatment under HB 57. It
is further assumed that Agrium would realize 100 percent of the benefits. Table 1
indicates that the state would forego from $0-to-$11.5 million in royalty revenue or about
$0-t0-$1.9 million per year (undiscounted) over the period FY 2004-09. Detailed
assumptions used for the estimates in Table 1, plus several sensitivity scenarios, are
described below.

Assumptions
1. Annual gas consumption at the fertilizer plant is equal to about 53 billion cubic

feet per year (Bcf), based on historic rates of gas usage over the past five years.

2. The analysis in Table 1 draws from the “Annual Contract Quantity" (ACQ)

commitments contained in the existing Unocal-Agrium gas supply contract.
During the later years of the contract, the ACQ falls from the approximate plant
capacity of about 53 Bcf per year in FY 2005 to 9.1 Bcf per year in FY 2009.

3. State leases would account for approximately two-thirds of the total gas usage at
the plant from new, 3rdparty gas supply contracts after 2005; the remaining one-
third is new gas production from private and federal lands.

The average state royalty share for gas dispositions to the plant is 13.34 percent.

Royalty value is indexed to the Alaska Department of Revenue prevailing value

for Cook Inlet Gas (DOR PV). The Division of Oil and Gas forecasts DOR PV to

increase from about $2.50 per Mcf today, to $3.12 per Mcf in FY 2009, based on

the historic trend observed during 1995-02.

6. The implied gas shortfall in ACQ commitments is made up of new gas from 3rd
party producers but at a cost of $2.00 per Mcf. This is considerably higher than
the current $1.20 benchmark input gas price in the existing Unocal-Agrium
contract.

o &
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FISCAL NOTE

STATE OF ALASKA BILL NO. S.CSHB57(Fin) wkdr
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION
Sensitivity Analysis

Three alternative gas-supply scenarios are considered. Case A: Assume that the
average formula-driven, gas-supply contract value is $2.25 per Mcf instead of $2.00 (see
assumption #6). All else equal, this would lower maximum royalties foregone from $11.5
million to $8.5 million. Case B: By comparison, if the average formula-driven, gas-
supply contract value is $1.20 per - equal to the current Unocal benchmark - the
maximum royalties foregone would nearly double from $11.5 to 21.3 million.) Case C; If
the fertilizer plant operates at 75% capacity due to input gas supply shortages from both
existing and 3rdparty producers then, assuming $2.00 per Mcf input gas cost, maximum
royalties foregone would fall from $11.5 million to $8.7 million. Cases A and C
combined would reduce cumulative maximum royalties foregone from $11.5 million to

about $6.4 million.

Page 3 of 3
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23-LS0303\C
Chenoweth
4/23/03

SENATE CS FOR CS FOR HOUSE BILL NO. 57( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION
BY

Offered:
Referred:

Sponsor(s): REPRESENTATIVES CHENAULT, Whitaker, Crawford, Hcinze, Lynn

A BILL
FOR AN ACT ENTITLED
"An Act amending the manner of determining the royalty received by the state on gas

production as it relates to the manufacture of certain value-added products.™
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.1SO(bb) is amended to read:
(bb) In (aa) and (ee) of this section,

(1) "gas or electric utility” includes an electric cooperative organized
under AS 10.25, a municipal utility, and a gas or electric utility regulated under
AS 42.05; provided that, if the contract gas is transmitted to consumers through a
pipeline and the gas utility either owns the pipeline or is related in ownership to the
owner of the pipeline, then the gas utility qualifies as a "gas or electric utility” within
the meaning of this paragraph only if it is bound or agrees to be bound by the
covenants set out in AS 38.35.120;

(2) "price for the gas established in the contract” includes tax

reimbursement amounts, deliverability and other charges, and other forms of

1- SC3 CSHB 57( )
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WORK DRAFT WORK DRAFT 23-LS0303\C

consideration paid by the gas or electric utility or bv the manufacturer of
agricultural chemicals, as appropriate, under the contract;

(3) "state's royalty share of gas production”

(A) includes payments on federal leases made to the state under

30 U.S.C. 191;

(B) does not include the state's royalty share of gas production
from land patented to the state under

(i) P.L. 84-830, 70 Stat. 709 (Alaska Mental Health
Enabling Act);

(i) 38 Stat. 1214 (Act of March 4, 1915); or

(itli) 43 U.S.C. 1635 in settlement of the claims of the
state under 38 Slat. 1214.

* Sec. 2.AS 38.05.180(bb) is amended by adding a new paragraph to read:

(4) "manufacturer of agricultural chemicals"” means a personthat isa
business entity primarily engaging in the manufacturing of nitrogenous and phosphatic
based fertilizers, mixed fertilizers, pesticides, and similar chemicals for agricultural
purposes.

* Sec. 3. AS 38.05.1 S0(cc) is amended to read:

(cc) The provisions of (aa) and (ee) of this section do not prohibit the
commissioner from accepting any payment on a federal lease tendered by the federal
agency responsible for determinntion and transmittal of the payment to the state under
30 U.S.C. 191 or otherwise due the state as the state’s royalty share of gas production
irrespective of the state's acceptance of an amount that is different than the amount
due under the lease [THE USE OF THE CONTRACT PRICE] for purposes of
determining royally share on gas production under that subsection.

*Sec. 4. AS 38.05.180 is amended by adding a new subsection to read:

(ee) For a contract that is entered into on or after the effective date ofthis Act,
within 90 days after the written request of a lessee of a lease issued under this section
or of a lessee of federal land from which the state is entitled under applicable federal
law to receive a share of the royalty on gas production, in order to establish the value

of the state's royalty share of gas production sold by the lessee under the contract, the

SCS CSHB 57( ) -2-
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WORK DRAFT WORK DRAFT 23-LS0303\C

commissioner may enter into an agreement with the lessee to use or accept as a price
for the gas an amount that is not less than the price established in the contract between
the lessee and a manufacturer of agricultural chemicals, not to exceed the amount that
would otherwise be due under the lease. The commissioner may enter into the
agreement if it is in the best interest of the state
(1) only if the primary function of the manufacturer is to engage in the
production of a value-added product, and the manufacturer with which the lessee has
entered into the contract is not affiliated with the lessee or with a subsequent purchaser
of more than 10 percent of the manufacturer's value-added product; for purposes of
this paragraph, the parties to a contract or purchase are affiliated if, in the judgment of
the commissioner, one of the parties to the contract or purchase exercises substantial
influence over the policies and actions of the other as evidenced by relationship based
on common ownership nr family interest or by action taken in concert without regard
to whether that influence is based upon stockholdings, stockholders, officers, or
directors;
(2) unless the commissioner makes a written finding, based on clear
and convincing evidence, that
(A) the contract price is unreasonably low; or
(B) the prospective reduction in royalty receiptswould not be

balanced by employment opportunities or other tangible benefits to the state.

* Sec. 5. The uncodified law of the State of Alaska is amended by adding a new section to

APPLICABILITY. The provisions of this Act apply to determine the price received

by the state on royalty gas production as it relates to the sale of the gas to a manufacturer of
agricultural chemicals based on contracts under AS 38.05.180(ee) that are enteredinto on or

after the effective date ofthisAct.

. -3- SCS CSHB 57( )
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Representative

M ike Chenault

Interim:

145 Main St. Loop, Second Floor
Kenai. Alaska 99611

(907) 283-7223

Fax: (907) 283-3075

State of Alaska

Official Business

Session:

Capitol Building, Boom 432
Juneau, Alaska 99801-1182
(907) 465-3779

Toll Free: (800) 469-3779
Fax: (907) 465-2833

H ouse of Representatives

HB 57
SPONSOR STATEMENT

This bill adds a new subsection to AS 38.05.180 (aa) which allows the
commissioner to enter into an agreement with the producer to use or accept as a
price for the gas an amount that is not less than the price established in the contract
(between the producer and the manufacturer of agricultural chemicals) and the
highest prevailing price being paid for natural gas in the area. What this does is
allow the agricultural manufacturer, along with the producer, to know early on
what the price will be for the gas being purchased from the state’s royalty share
and give “certainty in price”.

Secondly, it amends current statute and gives the commissioner more discretion to
reject an agreement between a producer and manufacturer. The commissioner
may enter into an agreement if it is in the State’s best interest and he finds:
1. The manufacturer and producer are not affiliated (one party exercises
substantial financial interest over another);
2. He makes a written finding based on clear and convincing evidence_lhat
a. the price is unreasonably low; or
b. that the royalty receipts woula not be balanced by employment
opportunities or other tangible benefits.

The House passed bill and the Senate Committee Substitute are the same in that,
once adopted, the law would only apply to new contracts, not any existing
contracts; the definition of manufacturing of agricultural chemicals is the same;
and it will help provide certainty in price.

This policy is consistent with policies adopted by the State of Alaska. During the
22,J Legislature (2001) the state adopted AS 44.99.100: Declaration of state
economic development policy. In part this policy states:

“To take advantage of investment opportunities afforded by Alaska’s
abundant natural resources and productive capacity, the state should undertake
activities that serve as a catalyst to responsible economic development...”

“It is the policy of the stale to encourage ‘value-added’ processing in the
state...”

Thirdly, this should help accelerate exploration and production in the Cook Inlet.

Rci>rcMIntnlive_Miki:_Ch(Inuttli©lci<is.stiitc.ul<.u.s



Representative

Mike Chenault

Interim:

145 Main St. Loop, Second Floor
Kenai, Alaska 99611

(907) 283-7223

Fax: (907) 283-3075

SPONSOR STATEMENT

State of Alaska

House of Representatives

HOUSE BILL 57

Official Business

Session:

Capitol Building, Room 432
Juneau, Alaska 99801-1182
(907) 465-3779

Toll Free: (800) 469-3779
Fax: (907) 465-2833

This bill proposes to add “manufacturer” as a further entity that may claim that benefit of
the contract price as the basis for determining royalty due to the state of the gas

production.

Rcpresentutive_Mikc_Clicnault@ legis.statc.uk.us



NIKISKIIS ON THE MOVE.

North Peninsuia Chamber of Commerce
P.O. Box 8053 « Nikiski, Alaska 99635

April 7, 2003

RESOLUTION 2003-001

A RESOLUTION IN SUPPORT OF “AN ACT AMENDING THE MANNER OF DETERMINING THE
ROYALTY RECEIVED BY THE STATE ON GAS PRODUCTION AS IT RELATES TO THE
MANUFACTURE OF CERTAIN VALUE ADDED PRODUCTS”

WHEREAS, the manufacturing of value added resources in the State of Alaska serve as a catalyst to economic
development in Alaska; and

WHEREAS, one of the state’s premier value added manufacturing industries is located on the Kenai Peninsula; and

WHEREAS, this industry, Agrium Kenai Nitrogen Operations, is exceptional for its combination of high pay levels,
amount and concentration of expenditures in Alaska; and

WHEREAS, Agrium Kenai Nitrogen Operations is one of the few industries adding value to Alaska's natural
resources using Cook Inlet natural gas to create anhydrous ammonia and two forms of urea; and

WHEREAS, Agrium Kenai Nitrogen Operations purchases natural gas from producers in Cook Inlet; and

WHEREAS, Agrium Kenai Nitrogen Operations markets its products around the world competing against major
world competition which is primarily based upon the monetization of trapped gas resources; and

WHEREAS, Agrium Kenai Nitrogen Operations is the Kenai Peninsula’s third largest private employer and
accounts for an additional 700 jobs in Alaska and the Kenai Peninsula; and

WHEREAS, Agrium Kenai Nitrogen Operations expenditures in Alaska are spread to over 250 businesses
statewide with 118 companies located on the Kenai Peninsula; and

WHEREAS, House Bill 57 has been introduced which will provide for the State of Alaska to enter into agreements
with non-affiliatcd natural gas producers to accept as the price for the State’s royalty share the price established in
an arm's length contract negotiated between the natural gas producer and a manufacturer of value added producers;
and



North Peninsula Chamber of Commerce
Resolution 2003-001

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE
NORTH PENINSULA CHAMBER OF COMMERCE:

SECTION 1: That the North Peninsula Chamber of Commerce urges the 23,d Alaska State Legislature to enact HB
57, “An Act Amending The Manner Of Determining The Royalty Received By The State On Gas Production As It
Relates To The Manufacture Of Certain Value Added Products.”

SECTION 2: That copies of this resolution shall be sent to all members of the 23"1Alaska State Legislature.

SECTION 3: That this resolution takes effect immediately upon its enactment.

ADOPTED BY THE BOARD OF DIRECTORS OF THE NORTH PENINSULA CHAMBER OF
COMMERCE THIS DAY OF MARCH 2003.

Signed:

Fred A. Miller
President



Introduced by: Superman

Date: 04/01/03
Action: Adopted
Vote: 8 Yes, 0 No, 1Absent

KENAI PENINSULA BOROUGH
RESOLUTION 2003-035

A RESOLUTION SUPPORTING THE PASSAGE OF SENATE BILL 136 AND SIMILAR
LEGISLATION WHICH RAISES THE CURRENT OPTIONAL RESIDENTIAL TAX

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

EXEMPTION FROM $10,000 TO $50,000

AS 29.45.050 authorizes municipalities to implement various property tax
exemptions; and

the $10,000 maximum residential property exemption authorized by AS
29.45.050(a) has remained unchanged since 1974; and

of the five Alaska municipalities offering this tax exemption, the Kenai Peninsula
Borough is the only one to also levy a sales tax; and

the two percent sales tax levied by the Kenai Peninsula Borough has kept the mill
rate to a minimum, thus allowing the State to retain a greater share of the AS
43.56 (Oil and Gas Property) revenues; and

in October 2002, the voters of the Kenai Peninsula Borough defeated a ballot
proposition that would have exempted food from sales tax; and

over the last decade, property owners have seen a substantial rise in assessed
valuations, thereby increasing their tax bills by fifty to one hundred percent in
some areas; and

an increase in the Residential Property Tax Exemption will minimally affect state
revenues and should be left to the discretion of tire local governing body; and

a minimal and stable tax rate is a primary factor in residential and economic
development; and

the Kenai Peninsula Borough Assembly has identified an increase in residential
property tax exemptions as one of its 2003 legislative priorities; and

SB 136 and similar legislation will provide a discretionary’ tax relief mechanism
that will benefit bonafide full time residential homeowners;

Kenai Peninsula Borough, Alaska Resolution 2003-035

Page 10f2



NOW, THEREFORE, BE IT RESOLVED BY THE ASSEMBLY OF THE KENAI
PENINSULA BOROUGH:

SECTION 1. That the Kenai Peninsula Borough Assembly urges the 23rd Alaska State
Legislature to enact SB 136, increasing the optional residential property
exemption from $10,000 to $50,000.

SECTION 2. That copies of this resolution shall be provided to Senators Con Bunde,
Georgiana Lincoln, Gary Stevens and Tom Wagoner, and to Representatives
Mike Chenault, Mike Hawker, Carl Morgan, Paul Seaton and Kelly Wolf.

SECTION 3. That this resolution shall take effect upon its adoption.

ADOPTED BY THE ASSEMBLY OF THE KENAI PENINSULA BOROUGH THIS 1ST
DAY OF APRIL, 2003.

ATTEST:

14

Resolution 2003-035 Kenai Peninsula Borough, Alaska
Page 2 0f2



SOLDOTNA CHAMBER OP COMMERCE
RESOLUTION 200702

A RESOLUTION IN SUPPORT OP "AN ACT AMENDING THE MANNER O
DETEE%/II#ING THESROYALTY RECEIVED BY THE STA ¥ ON GAS PRBBILEJ

RELATES TOTH AW{%ADCJ %OP CERTA

WHEREAS, the manuf ctur ofvalue chre 8urce* Inthe Stats of AJaeka lerve as
a cefalyttto economic eveoﬂment In Alaska: an

WHEREAS, one of ne stagaspremrervalue added manufacturing Industrie* la located
onthe Kanal Peninsula; an

WHEREAS, this. Industry, Agrium Kanal rtro en Operation*, |iexceptional for Its
C0 Ernatron oq fugh na lever amount and concentration o? expenértu?es In Alaska;

a

i %rrum Kenai Nitrogen.O eéatr ns s ane g th few Industries adding value
to Aas a’s naturel reso [Ces Usin Inet natura gas to create annydrous
ammonia and two forma 0 urea and

WHERE rium Kenai Nitrogen Operations purchase* natural get from producers
In Coo| nIet %d“ SN =P P J P
WHEREAS, Agrium Kenai Nitrogen Operations markets Its products around the world
competlrzng %%rrnst major woqg nﬁ) gron vqrnrch is ppmanly based upon t n
mongtization Oftrapped tﬁas resources N

WHEREAS, Agrium Kenal Nrtro en Operations | arP insula's thkd |
Bg?aﬁesueamgho}%r an accounts or anpad%ﬂﬁona srn f< hr 1{

WHEREAS, Agrium Kanal en Qperations expenditures In Alaska are Spread to
over Zmbusrrqesses statewl\rJ rth compan sPocatedﬁ on the Kaenal PaninsUla;

W EREAS House BD 57 has be n Intro ed whrch ||| rovrg e for the State of
Alaska to enter Into agreem nts wrt on atedn q [0 uee(r {0 accept aa
the 8rrce forthe State's rou ltry hore t rrce eeta am eng[h confrac

jated between the natural gas pro ucer an a manu acturer of value adde

pro ucera; and



SOLVEé)EBY THE BOARD OF DIRECTORS OF THE

s e B
‘v Py KQS 3 On Qar Pro uctlo As It Relates To The Manufactur
srtsn alue roducts,

iIFCTION 2. That coples of this resolution shall be sent to all members of the 23*
aska State Legislature

1ICTKJ  Thatthis resolution takes effect Immediately upon Its enactment

ABBIWEFPCEYHIB%PO[%y ) H\EI) [&I&E%@RS OF THe SOLDOTNA CHAMBER OP



CITY OF SOLDOTNA
RESOLUTION 2003-17
(Requested by Council Member McLane)

A RESOLUTION SUPPORTING HOUSE BILL 57, AN ACT AMENDING THE MANNER OF
DETERMINING THE'ROYALTY RECEIVED BY THE STATE ON GAS PRODUCTION AS IT
RELATES TO THE MANUFACTURE OF CERTAIN VALUE ADDED PRODUCTS

WHEREAS, the manufacturing of value added resources in the State of Alaska serves as a
catalyst to economic development in Alaska; and

WHEREAS, one of the state’s premier value added manufacturing industries is located on the
Kenai Peninsula; and

WHEREAS, this Industry, Agrium Kenai Nitrogen Operations, Is exceptional for its combination of
high pay levels, amount and concentration of expenditures in Alaska, and Agrium Kenai Nitrogen
Operations is one of the few industries adding value to Alaska’s natural resourcesusing Cook
Inlet natural gas to create anhydrous ammonia and two forms of urea; and

WHEREAS, Agrium Kenai Nitrogen Operations purchases natural gas from producers in Cook
Inlet and markets its products around the world competing against major world competition which
is primarily based upon the monetization of trapped gas resources; and

WHEREAS, Agrium Kenai Nitrogen Operations is the Kenai Peninsula’s third largest private
employer and accounts for an additional 700 jobs in Alaska and the Kenai Peninsula, and

WHEREAS, Agrium Kenai Nitrogen Operations’ expenditures in Alaska are spread to over 250
businesses statewide with 118 companies located on the Kenai Peninsula; and

WHEREAS, House Bill 57 has been introduced which will provide for the State of Alaska to enter
Into agreements with non-affillated natural gas producers to accept as tho price for the State’s
royalty share the pric9 established in an arm’s length contract negotiated between the natural gas

producer and a manufacturer of value added producers, )
1

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COUNCIL OF THE CITY OF
SOLDOTNA, ALASKA:

Section 1. The Soldotna City Council urges the 23rd Alaska State Legislature to enact HB 57, "An
Act Amending the Manner of Determining the Royalty Received by the State on Gas Production
as it Relates to the Manufacture of Certain Value Added Products".

Section 2. Copies of this resolution shall be sent to all members of the23rdAlaska State
Legislature.

Section 3. This resolution shall take effect immediately upon adoption.

ADOPTEuU this day of February, 2003.

David R. Carey, Mayor {

Patricia C. Cu'd'ck, CMC, City Clerk



Suggested by: City Council

CITY OF KENAI
RESOLUTION 2003-08

A RESOLUTION OF THE COUNCIL OF THE CITY OF KENAI, ALASKA
SUPPORTING HB57, “AN ACT AMENDING THE MANNER OF DETERMINING
THE ROYALTY RECEIVED BY THE STATE ON GAS PRODUCTION AS IT
RELATES TO THE MANUFACTURE OF CERTAIN VALUE ADDED PRODUCTS."

WHEREAS, Agrium Kenai Nitrogen Operations is exceptional for its
combination of high pay levels, amount and concentration of expenditures in
Alaska; and,

WHEREAS, Agrium Kenai Nitrogen Operations is one of the few industries
adding value to Alaska's natural resources using Cook Inlet natural gas to
create anhydrous ammonia and two forms ofurea; and,

WHEREAS, Agrium Kenai Nitrogen Operations purchases natural gas from
producers in Cook Inlet; and,

WHEREAS, Agrium Kenai Nitrogen Operations markets its products around the
world competing against major world competition which is primarily based
upon the monetization of trapped gas resources; and,

WHEREAS, Agrium Kenai Nitrogen Operations is the Kenai Peninsula’s third
largest private employer and accounts for an additional 700 jobs in Alaska and
the Kenai Peninsula; and,

WHEREAS, Agrium Kenai Nitrogen Operations expenditures in Alaska are
spread to over 250 businesses statewide with 118 companies located on the
Kenai Peninsula; and,

WHEREAS, House Bill 57 has been introduced which will provide for the State
of Alaska to enter into agreements with non-afliliated natural gas producers to
accept as the price for the State’s royalty share the price established in an
arm’ length contract negotiated between the natural gas producer and a
manufacturer of value added producers, like Agrium Kenai Nitrogen Operations.

NOW, THEREFORE, BE IT RESOLVED BY THE COUNCIL OF THE CITY OF
KENAI, ALASKA, the following:

Section 1. The Kenai City Council urges the 23rdAlaska State Legislature to
enact HB 57, “An Act Amending the Manner of Determining the Royalty
Received by the State on Gas Production as it Relates to the Manufacture of
Certain Value Added Products.”



Resolution No. 2003 -~
Page 2 of 2

Section 2: Copies of this resolution shall be sent to all members ofthe 23
Alaska State Legislature.

Section 3:  This resolution takes effect immediately upon its enactment.

PASSED BY THE COUNCIL OF THE CITY OF KENAI, ALASKA, this 19* day of
February, 2003.

Carol L. Freas, City Clerk



Kenai Chamber of Commerce
402 Overland
Kenai, Alaska 99611

(907) 283-7989
(907) 283-7183 (Fax)

RESOLUTION 2003-01

A RESOLUTION IN SUPPORT OF “AN ACT AMENDING THE MANNER OF
DETERMINING THE ROYALTY RECEIVED BY THE STATE ON GAS
PRODUCTION AS IT RELATES TO THE MANUFACTURE OF CERTAIN -
VALUE ADDED PRODUCTS”

WHEREAS, the Kenai Chamber of Commerce has over 350 business members, and

WHEREAS, the manufacturing of value added resources in the State of Alaska serve as
a catalyst to economic development in Alaskajand

WHEREAS, one of the state’s premier value added manfacutring industries is located on
the Kenai Peninula; and

WHEREAS, this industry, Agrium Kenai Nitrogen Operations, is exceptional for its
combination of high pay levels, amount and concentration o f expenditures in Alaska; and

WHEREAS, Agrium Kenai Nitrogen Operations is one of the few industries adding
value to Alaska’s natural resources using Cook Inlet natural gas to create anhydrous
ammonia and two forms o furea; and

WHEREAS, Agrium Kenai Nitrogen Operations purchases natural gas from producers
in Cook Inlet; and

WHEREAS, Agrium Kenai Nitrogen Operations markets its products around the world
competing against major world competition which is primarily based upon die
monetization of trapped gas resources; and

WHEREAS, Agrium Kenai Nitrogen Operations is the Kenai Peninsula’s third largest
private employer and accounts for an additional 700 jobs in Alaska and the Kenai
Peninsula; and

WHEREAS, Agrium Kenai Nitrogen Operations expenditures in Alaska are spread to
over 250 businesses statewide with 118 companies located on the Kenai Peninsula; and

WHEREAS, House Bill 57 has been introduced which will provide for the State of
Alaska to enter into agreements with non-affiliated natural gas producers to accept as the
price for the State’s royalty share the price established in an arm’s length contract

RetoMoa 2003-01 Kcmi Ckimber of Commerce
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Kenai Chamber of Commerce
402 Overland
Kenai, Alaska 95611

(907) 283-7989
(907) 283-7183 (Fax)

negotiated between the natural gas producer and a manufacturer of value added
producers; and

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF
THE KENAI CHAMBER OF COMMERCE:

SECTION 1: That the Kenai Chamber of Commerce urges the 23rd Alaska State
Legislature to enact HB 57, “An Act Amending The Manner Of Determining The
Royalty Received By The State On Gas Production As It Relates To The Manufacture Of
Certain Value Added Products.”

SECTION 2: That copies of this resolution shall be sent to all members of the 23
Alaska State Legislature and Governor Frank Murkowskl

SECTION 3: That this resolution takes effect immediately upon its enactment.

UNANIMOUSLY PASSED BY THE KENAI CHAMBER OF COMMERCE OF
THE CITY OF KENAI ALASKA, this 7* day of February, 2003.

L-jjVa>X/~
Cherie L. Brewer
Chamber Board President

Resolution 2003-01

Kenai Chamber of Commerce
P**e2 0f2
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To: Pete Sprague, Aaswnbly President
Aieenbly Manbcm
Thru: Dels L. Bagjey, Mayor

From: Bill Popp, Oil A Ota Liaiscm

Data: February 6* 2003
Subject: House Bill 57 and Smite BUI 50

T te Adndniaindoa requests 1ha rapport o fHo AaearoMy £br House BUI 57 and Senate B ill 50, These
oocpdon pieces oflegislation would allow tho CnmninloiMrofthoD apsrtad ofNatural
Resource* (bo dscrotioa to cate into agraandi wtih noa-eflllidd natural gas producers to accept
aathe price fir tho Statel royalty ihare of natural gai the prios aatahHihod in an arm’s length contract'
negotiated betwoca fee natural gu produoci cod Agrium Kaoii Nitrogen Opfirxdoai tod any o4ur
mamActurcr thatmet A lerts natural gaa to create value added products, Comedy, undtt AS
38.05,180, tWitype of fixed royalty pricing tmnpemecr is allowed ocly fbr public electrical utilities
si amens ofoffering price certainly fcr natural pa tjf use in power generation.

Traditionally, the State o f Alaska usually takas 12iH ofmoat produced natural gu u its royalty
sharo o fthe resource, moat ofwhich is sold through m *‘io-ktad"* tfrvemad where die producer acts

m the salting "agarf fcr the Stats. Further, (ho Stats o f Alaska matabnni an exportation that it will
receivethe tighett pieviiling value ftr tia royalty ih «e ofnatural gai sold. T tii vahie is oakulatod
on a quarterly batii. Using tMamethod has resutiad in broad ducbuttioai in th* value o f royalty

natural QFE*.

Ayium bu requested dds lagialation to provide for a tnore stable ooi itnicbae forthfcnaheil gas it
relies on m a feedstock for its Nikiski Acflity. Under tho current systan, Agrium fecas the potwtial
fcr hrosd fetors prioe swings andretroactive royiliy paymentd usndi from the State for put royalty
payment adjustment*. TUa lack o fprice csrtainty suites it \w y difficult fit Agrium to establish
sound buabcei plarminj for ftitiire ptcAsoticc and capital invortmeots.

It should be notad that Oa proposed laglaladoe will ipply to any nornfflliated msmiftcturer of valuo-
adedproducto that uroiutumi gas ai a feed stock. Affiliated compaaiai such aaihaConoooPhillipa
LNO fiedity, where the supplier ofnatural gas also owns the vahs-iddedmanufiKturing flsility, will
not qualify for this kind o frayihy gu pddug agreement
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March 31, 2003
To Whom It May Concern,

Pelican Hill Oil & Gas, Inc. is an independent oil and gas company with a history of
successful operations in Kansas. We are now actively pursuing the exploration and
development of oil and natural gas prospects on our leases in the Cook Inlet Basin.
These are primarily gas prospects on the West Side of the inlet.

For all operators, and especially the smaller independent companies like Pelican Hill, the
investment of time, money and resources that are required by such exploratory ventures
can only be compensated by the prospect of discovering volumes of natural gas that are
economically viable. There is always an inherent amount of risk associated with such
ventures and the operator is never assured the that original investment will ever be
returned, let alone any profit from the ventures if oil or gas are discovered. Upon
discovery of such deposits, the immense amount of risk involved may significantly
decrease as development operations continue.

Entering into a gas sales agreement with a gas purchaser should not involve an
amplification of the inherent risk for the producer or the purchaser that may arise long
after a sales agreement has been executed and production has been initiated. This type of
amplified risk would accompany any sales agreement between Pelican Hill Oil & Gas,
Inc. and Agrium U.S. Inc, should this practice be applied. Solidifying an agreement with
a purchaser must be accomplished without the likelihood of future State of Alaska royally
claims. Such claims made at a later date due to higher subsequent gas prices than those
initially negotiated in an arms length contract is not a desired situation. In that case the
royalty, as well as the interest the State would claim

The potential for this scenario to occur is high and would be a mitigating factor for
Pelican Hill or any other producer to not enter into a gas sales agreement with Agrium.

For this reason, Pelican Hill Oil & Gas, Inc. endorses HB 57 entirely. We further endorse
the concept that royalties should be paid on the original arms length negotiated contract
foundation without any financially devastating changes. We soundly support draft
resolution HB 57 and urge you to do the same.

Allen J. Gross

President

Pelican Hill Oil & Gas, Inc.
(949) 498-2101



The Alaska Farm Bureau
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March 27,2003

Representative Charles Chenault
Fax 465-2833

Dear Representative Chenault,

KB 57, commonly referred to as the “Agrium bill”, would provide for consideration in the price
paid for natural gas used in the production of agriculture fertilizer. Agrium and its predecessors
have provided a valuable service to the agriculture industry in Alaska. The Alaska Farm Bureau
supports the efforts of this legislation in maintaining the operation of a fertilizer production plant
in Alaska.

There are other “tangible benefits”, as noted in Section laa(2)Bii, that should be considered in
the legislation. In Alaska, fertilizer accounts for about 25% of the cost of production for crops.
About halfof the fertilizer that is used is in the form of urea as produced by the Agrium facility.
The price paid by Alaska fanners for urea has a significant impact on the profitability of
agriculture.

When that fertilizer plant was originally built, the Kenai Borough provided tax relief for a period
of time. One of the considerations during that period of tax relief was a substantial reduction or
waiver of price for urea fertilizer sold to Alaska farmers. That offering of good will had a
minimal impact on the cost of operations but it provided enormous help to agriculture in Alaska.

If the State provides reliefto Agrium in the cost of natural gas, it would be appropriate to include
a provision that reduces the cost of urea sold to Alaska fanners. The amount of fertilizer sold in
Alaska is extremely small compared to their total production and the effect on their cost of
operations would be insignificant. On the other hand, the good will would be positive and the
economic benefit to Alaska agriculture would be substantial.

I would request that you add language to HB57 that provides a price reduction for fertilizer sold
in Alaska for agriculture production. Feel free to contact me if you have any questions or need
additional information.

Robert Franklin - pres.
Phone 488-7738
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SENATE FINANCE COMMITTEE

SIGN-IN

HB 57-ROYALTY GAS CONTRACTS
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SENATE FINANCE COMMITTEE
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HB 57-ROYALTY GAS CONTRACTS
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