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HOUSE BILL 100: "An Act establishing a credit against the net income tax for an in-state 
processing fa,cility that manufactures urea or ammonia; and providing for an effective date." 

House Bill 100 seeks to incentivize the production of certain value-added products that use as 
their feed stock natural gas :o:om state leases. 

HB 100 allows a company that produces ll!'ea or ammonia to credit their tax.¥s under AS43.20 if 
they purchase gas from a state lease. The credit is only ayailable for a limited time, and the 
value of the credit cannot exceed the amount the state receives for royalty. 

It is my belief that this credit will be viewed favorably by the market and will act as an incentive 
for capital to flow to the Kenai Peninsula and Alaska. 

Representative_Mike_Chenanlt@legis.state.ak.us 



Fiscal Note 
State of Alaska 

2016 Legislative Session 

Identifier: HB 100-DOR-T AX-2-26-16 

Title: URENAMMONINGAS-LIQ FACILITY; TAX 

CREDIT 

Sponsor: CHENAULT 

Requester: Senate Resources Committee 

Expenditures/Revenues 
Note: Amounts do not include inflation unless otherwise noted below. 
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FY2017 Governor's 

Bill Version : 

Fiscal Note Number: 

(S) Publish Date: 
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CSHB 100(FIN) 

2 

3/23/2016 

(Thousands of Dollars) 

Appropriation FY2017 Out-Year Cost Estimates 

OPERATING EXPENDITURES 
Personal Services 
Travel 
Services 
Commodities 
Capital Outlay 
Grants & Benefits 
Miscellaneous 
Total Operating 

Fund Source (Operating Only) 

Positions 

I Full-time 
Part-time 
Temporary 

I Change in Revenues 

Requested Request 
FY 2017 FY 2017 

0.0 0.0 

o.o I o.o I 

FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 

0.0 0.0 0.0 0.0 0.0 

o.o I o.o I o.o I o.o I o.o I 

••• I ••• I 

Estimated SUPPLEMENTAL (FY2016) cost: 0.0 (separate supplemental appropriation required) 
(discuss reasons and fund source(s) in analysis section) 

Estimated CAPITAL (FY2017) cost: 0.0 (separate capital appropriation required) 
(discuss reasons and fund source(s) in analysis section) 

ASSOCIATED REGULATIONS 
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? No 
If yes, by what date are the regulations to be adopted, amended or repealed? n/a 

Why this fiscal note differs from previous version: 
I Revised based on House amendments 

Prepared By: _K_e_n_A"""lp_e_r,_D_ir_e_ct_or _____________________ Phone: 
Division: Tax Date: 
Approved By: -J-e-rry-8-ur-ne_t_t,-D-e-pu_t_y _C_om-m-is-si-o-ne_r ________________ Date: 

Agency: Department of Revenue 

Printed 3/21/2016 Page 1 of 2 
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CSHB 100(FIN) - Fiscal Note 2 

FISCAL NOTE ANALYSIS 

ST A TE OF ALASKA 
2015 LEGISLATIVE SESSION 

Analysis 

The bill adds a section to DOR's corporate income tax statutes, creating a new corporate income tax credit for owners of 
facilities used in the manufacture and sale of urea and ammonia. This analysis is limited to the tax credit created in this 
bill and does not consider the broader economic activity that would result from the business development that it may 
incentivize. 

Urea and ammonia are typically manufactured by harvesting nitrogen from the atmosphere. This process is highly energy 
intensive and in Alaska has historically used large amounts of natural gas as "feedstock." The tax credit envisioned in this 
bill is limited to the amount of state royalty paid on natural gas that would be delivered to the manufacturing facility . As 
written, the tax credit could not be used to reduce a taxpayer's liabiltiy below zero, and cannot be carried forward to a 
subsequent tax year. 

Although the owner of the facility is not expected to be the gas producer who is responsible to pay the state royalty, it is 
expected that the owner would be able obtain that information and provide it to the Department of Revenue for the 
purpose of claiming the credit. 

Although available statewide to any facility engaged in the manufacture of urea and ammonia, this legislation is widely 
understood to be for the purpose of assisting the Agrium fertilizer plant in Nikiski to retool and reopen. The sponsor has 
provided the Department of Revenue with a recent study by the McDowell group entitled "Potential Impacts of Agrium's 
Operations on State of Alaska Revenues." This study has been used as a source document for this fiscal note. If passed, it 
is not expected that there will be any other facilities in Alaska who use this tax credit. 

According to the McDowell study, a reopened Agrium plant utilizing a single production train would consume 28 BCF / 
year of gas with 21 BCF coming from state leases. Assuming a wellhead value of $5 . 70 / mcf the total royalty payment to 
the state would be $14.96 million/ year. This is the maximum annual tax credit liability envisioned by this legislation. 
Assuming two years to get the plant ready for reopening, we assume no revenue impact prior to FY19. Unlike other tax 
credit programs, there would be no tax benefit for the facility owner during the time they are under construction . The tax 
benefit would not begin accruing until they began actually purchasing gas for the purpose of manufacturing. 

Assuming a corporate income tax rate of 9.4%, it would require taxable profits of $159 million per year to generate a tax 
liability equal to the maximum credit available under this bill. A recent article in the Peninsula Clarion estimated a 
corporate income tax liaibilty for Agrium at $3 to $4 million per year. Since the actual anticipated profits are unknown, 
this fiscal note is an indeterminate revenue impact beginning in FY19, with an actual amount of foregone revenue 
between zero and $14.96 million per year, and with a likely figure in the $3 to $4 million range. 
If both production trains at the Agrium facility were reopened, the cost could potentially be double these figures. 
If the plant did not reopen and begin actually purchasing gas, the state's obligation would be zero. 

This tax credit sunsets after calendar year 2026. 

Expenditures: 

The department can implement the provisions of this bill with existing resources. 

Regulations: 

The department does not anticipate that it will need to adopt additional regulations to implement this bill. 

(Revised 12/18/201 4 0 MB) Page 2 of 2 
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CSHB 100(RES) · Fiscal Note 1 

FISCAL NOTE ANALYSIS 

ST A TE OF ALASKA 
2015 LEGISLATIVE SESSION 

Analysis 

The bill adds a section to DOR's corporate income tax statutes, creating a new corporate income tax credit for owners of 
facil ities used in the manufacture and sale of urea and ammonia . This analysis is limited to the tax credit created in this 
bill and does not consider the broader economic activity that would result from the business development that it may 
incentivize. 

Urea and ammonia are typically manufactured by harvesting nitrogen from the atmosphere . This process is highly energy 
intensive and in Alaska has historically used large amounts of natural gas as "feedstock." The tax credit envisioned in this 
bill is limited to the amount of state royalty paid on natural gas that would be delivered to the manufacturing facility. As 
written, the tax credit could not be used to reduce a taxpayer's liabiltiy below zero, and cannot be carried forward to a 
subsequent tax year. 

Although the owner of the facility is not expected to be the gas producer who is responsible to pay the state royalty, it is 
expected that the owner would be able obtain that information for the purpose of using the credit. 

Although available statewide to any facility engaged in the manufacture of urea and ammonia, this legislation is widely 
understood to be for the purpose of assisting the Agrium fertilizer plant in Nikiski to retool and reopen. The sponsor has 
provided the Department of Revenue with a recent study by the McDowell group entitled "Potential Impacts of Agrium's 
Operations on State of Alaska Revenues." This study has been used as a source document for this fiscal note . If passed, it 
is not expected that there will be any other facilities in Alaska who use this tax credit. 

According to the McDowell study, a reopened Agrium plant utilizing a single production train would consume 28 BCF / 
year of gas with 21 BCF coming from state leases. Assuming a wellhead value of $5.70 / mcfthe total royalty payment to 
the state would be $14.96 million/ year. This is the maximum annual tax credit liability envisioned by this legislation. 
Assuming two years to get the plant ready for reopening, we assume no revenue impact prior to FY18. Unlike other tax 
credit programs, there would be no tax benefit for the facility owner during the time they are under construction . The tax 
benefit would not begin accruing until they began actually purchasing gas for the purpose of manufacturing. 

Assuming a corporate income tax rate of 9.4%, it would require taxable profits of $159 million per year to generate a tax 
liability equal to the maximum credit available under this bill . A recent article in the Peninsula Clarion estimated a 
corporate income tax liaibilty for Agrium at $3 to $4 million per year. Since the actual anticipated profits are unknown, 
this fiscal note is an indeterminate revenue impact beginning in FY18, with an actual amount of foregone revenue 
between zero and $14.96 million per year, and with a likely figure in the $3 to $4 million range. If the plant did not reopen 
and begin actually purchasing gas, the state's obligation would be zero. 

This tax credit sunsets after calendar year 2026. 

Expenditures: 
The department can implement the provisions of th is bill with existing resources. 

Regulations: 
The department does not anticipate that it will need to adopt additional regulations to implement this bill. 

(Revised 12/18/2014 0MB) Page 2 of 2 

Control Code: BQDcg 
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UDELHOVEN 
Oilfield System Services. lncorporuted 

Speaker Mike Chenault 

184 East 53 rd Avenue 
Anchorage, Alaska 99518-1222 

(907) 344-1577 Fax (907) 522-2541 

I would like to express my strong support for the House Bill I 00 which is encouraging the re-start of the 
Agrium Kenai facility. In 1978 the facility became the continent's second largest nitrogen-based 
fertilizer plant. Agrium is a steady market and could establish a steady market for explorers and give 
them a reason to invest. 

This is a big jobs issue for the Cook Inlet area, and there are a large number of indirect jobs generated by 
a facility like KNO, this could be an economic reach that goes well beyond the Kenai and into many 
communities throughout the State. The businesses that support their effort also work with the 
community to make it a better place to live; this is a win, win for everyone. 



Alaska Garden & Pet Supply Inc. dba, Alaska Mill & Feed Co. 
114 North Orea • P.O. Box 101246 • Anchorage, Alaska 99510 • Phone (907) 279-4519 • FAX (907) 276-7416 

March 06, 2015 

Dear Representatives Neuman, Thompson, and Sadler: 

We operate a feed mill, a commercial distribution business for horticultural and revegetation 

products, a retail operation, and a fertilizer blending plant. We built our fertilizer plant thirty 
plus years ago to take advantage of the urea produced on the Kenai Peninsula. As you know, 
urea is a source of nitrogen and the plant provided us with a very price competitive nitrogen 
source . We continued to supply our plant with the nitrogen from Kenai until the plant was 
closed several years ago. Currently, we bring in rail cars of urea from Agrium's Canadian plants . 

Even though we import urea via rail, our products are still competitive, but our margins have 
shrunk and the additional transportation costs, which are substantial, are passed on to our 
customers . Alaskans pay more for everything because of transportation and because there are 
very few manufacturing facilities in the State. The Agrium plant in Kenai was the rare exception 
and it made a significant difference from a supply and a cost stand point. 

Our customer base is much larger and more diverse than you might imagine. We supply the 
State DOT with urea from the West Coast for deicing for smaller, rural airports throughout 
Alaska . Before the Agrium Plant closed, the Kenai urea was used at the airports. Our retail 
packages of fertilizer are sold in all the major chain stores and independent retail outlets under 
the Arctic Gro brand. Our Arctic Melt brand ice melt products which are also sold in most retail 
outlets contain a few urea based specialty products. We also supply commercial contractors, 
landscapers, government agencies, municipalities, and farmers with fertilizer. 

If State leaders are serious about diversifying our economy, encouraging additional exploration, 
promoting well paying job growth, encou raging local manufacturing, and lowering costs to the 
residents of Alaska, they need to encourage Agrium to open the urea plant in Kenai. 

I support House Bill 100 and I hope you will also . 

Dealers of 
SEED • AG PRODUCTS • GARDENING SUPPLIES 

Distributr;( of 
IAMs•:• 
PET FOODS 

www.alaskamillandfeed.com 

Manufacturers of 
A COMPLETE LINE OF FEEDS AND FERTILIZERS 



e~ FURIE 
Operating Alaska LLC 

The Honorable Speaker of the House Chenault 
29th Alaska State Legislature 
Juneau, Alaska 

Subject: Letter of Support for House Bill 100 

April 6, 2015 

Relating to tax credits for certain in-state processing facilities 

Dear Speaker Chenault, 

Furie Operating Alaska, LLC ("Furie") is a new Cook Inlet oil and gas exploration and 
development company. This spring and summer, we will be installing the first offshore natural 
gas production platform in the Cook Inlet since the Osprey in 2000. Furie is forecasting our first 
natural gas production in October 2015. 

Furie's successful exploration program, natural gas discovery, and upcoming production 
infrastructure can be accredited in part by the forward-thinking legislative actions that 
established the Cook Inlet exploration and development tax credit programs. This extremely 
successful program is evidenced by new oil and gas E&P companies coming to Alaska to do 
business, the resurgence of new businesses and economic development across the Kenai 
Peninsula, increased natural gas reserves and production, the restarted LNG shipments to Japan, 
the hopeful reopening of the Agrium fertilizer plant, and all of the direct and indirect jobs that 
have been created for Alaskans. 

As with the oil and gas tax credits, the credits contemplated in HB 100 will help to continue new 
development and the re-opening of the Agrium fertilizer plant. Among other things, the Agrium 
plant will create a new market for recently discovered and the re-developed natural gas reserves. 

As you know from living on the Kenai Peninsula, oil and gas exploration and development has 
caused a renaissance in new businesses, developments, and jobs. The reopening of the Agrium 
fertilizer plant in Nikiski will continue that trend. Furie supports your efforts with HB 100. 

Should you have any questions, please do not hesitate in contacting me. 

Respectfully Yours, 

~c/4.)fffp 
Bruce Webb 
Senior Vice President 

1029 W. 3rd Avenue, Suite 500 I Anchorage, AK 99501 
OFFICE: 907-277-3726 I FAX: 907-277-3796 
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Potential Impacts of Agrium's Operation on 
State of Alaska Revenues 

Reopening of the Agrium Kenai Nitrogen Operations will generate new tax and royalty payments to the State 

of Alaska. As a major purchaser of Cook Inlet natural gas, Agrium will stimulate royalty payments and production 

taxes. Further, profitable operation of the Kenai nitrogen facility will result in corporate income tax payments 

by Agrium to the State of Alaska. This brief study of Agrium's revenue impacts on the State of Alaska 

supplements a May 201 3 McDowell Group report, The Economic Benefits of Reopening the Agrium Kenai Nitrogen 

Plant. 

This supplement provides an overview of annual revenue impacts under a single-train operation. Based on 

assumptions and calculations described below, State of Alaska revenues from royalties and production taxes 

(less tax credits) would be $15.0 million under a single-train production scenario. 

Supply of Cook Inlet Gas to Agrium 

While in operation, Agrium typically purchased 15 to 25 percent of Cook Inlet's annual production of gas. With 

the reopening of Agrium's facility, a single-train scenario requiring 28 billion cubic feet (bcf) of gas per year 

would use the equivalent of approximately 25 percent of Cook Inlet's gas production. 

With increased exploration in the region, and as new fields are developed or considered for development, gas 

producers are seeking new or expanded markets. A commitment from Agrium to purchase large volumes of 

gas will provide a critical market to support current exploration and development efforts. While gas to feed the 

Kenai nitrogen operations may eventually come from a combination of existing and new Cook Inlet gas 

production, this study's underlying assumption is that annual Cook Inlet gas production ultimately will increase 

by the amount consumed by Agrium each year. 

The rate of taxation on fields supplying gas to Agrium will differ depending on when those fields initially started 

producing. It is not possible to predict which specific fields (such as Beluga or Kitchen Lights) would provide 

gas to Agrium; however, for modeling purposes, it is assumed gas supply would come from a field that started 

production after April 1, 2006. 

State Gas Production Revenue 

Gas produced for the Agrium plant would be assessed a production tax and generate incremental royalty gas 

for the State of Alaska, as described below. 

Royalty Gas Payments 

While the rate may vary, the State of Alaska typically receives 12.5 percent of gas produced from State leases 

in Cook Inlet. The State can take ownership of this gas in a number of ways, but generally receives it in the 

form of royalty payments equal to the well-head value of the gas produced. 

Potential Impacts of Agrium's Operation on State of Alaska Revenues McDowell Croup, Inc. • Page 7 



Production Taxes 

Production taxes are levied on the Production Tax Value (PTV) 

of the gas, which is the remaining 87.5 percent of gross 

production (well-head) value after the royalty share and 

qualified expenses are deducted. (Qualified expenses include 

any gas used during its production, as well as some capital and 

operating costs.) 

The amount of the production tax is dependent on the date 

the field in question originally produced gas: 

• If the property supplying the purchased gas began 

producing prior to April 1, 2006, the production tax is 

the lesser of 35 percent or the rate that was in place 

during the previous 12 months. 

• If the property supplying the purchased gas began 

producing after April 1, 2006, the production tax is the 

lesser of 35 percent or $0.1 77 /thousand cubic feet 

(mcf) . This application of the tax was used in 

McDowell Group's calculations, which are presented 

in the table below. 

Tax Credits 

Cook Inlet Natural Gas Production 
Taxes and Royalty Payments 

Finally, if the producer purchases or earns qualifying tax credits, these tax credits are subtracted from the 

production tax owed to the State of Alaska . These credits allow producers to deduct certain exploration and 

production expenses. The following is a list of tax credits for which a Cook Inlet gas producer may qualify: 

• Small Producer Tax Credit- a maximum of $12 million to companies with a relatively small statewide 

presence. Most Cook Inlet producers qualify for this tax credit, which often reduces their tax liability to 

zero. 

• Well Lease Expenditure Credit - 40 percent of well-lease expenditures, predominantly qualifying 

exploration costs. 

• Qualified Capital Credit- 20 percent of qualifying capital expenditures. 

• Loss Carryforward Credit- 25 percent of a financial loss from the previous year. 

Potential Revenue Scenario 

Assuming most Cook Inlet producers would qualify for a Small Producer Tax Credit, the main revenue flowing 

to the State from Agrium gas purchases would result from the 12.5 percent royalty share. The table below 

provides a revenue scenario based on single-train production at Agrium's facility. 

Potential Impacts of Agrium's Operation on State of Alaska Revenues McDowell Croup, Inc. • Page 2 



These calculations assume a wellhead gas-value of $5.70/mcf and further assume supply comes from a field 

that started production after April 1, 2006. In addition, it is anticipated that approximately 25 percent of the 

gas used for production will come from non-State leases, and 10 percent of value at the point of production 

qualifies as lease expenses. This model does not assume any other tax credits beyond the Small Producer Tax 

Credit. 

Summary of Annual Royalty and Production Tax Revenue Impacts 
Under a Single-Train Production Scenario 

Gross Production (bcf) 

Single-Train 
Scenario 

28 ------------------------
Production from State of Alaska leases 
Royalty P~yment 
Minus Royalty Gas (bcf) (12 .5% of gross production) 

Net Producer Gas (bcf) 

Royalty Payment ($5,700,000/bcf) 

Pr?_duction Tax Payment 
Value at Point of Production ($5,700,000/bcf) 
-- - - - - ------ ---
~ nusQualifi~_Lease Expenses ___ _ 
Equals Production Tax Value (PTV) 
-- -- -- --- --- - --
Production Tax Payment ($177,000/bcf) 

Small Producer Tax Credits (up to $12 M maximum) 

Total State Revenue Impact 

21 

(2.6) 

18.4 

$14,962,500 

$104,737,500 
($10,473,750) 

$94,263,750 

$3,252,375 

($3,252,375) 

(Royalty Payment plus Production Tax Payment minus Small 
Producer Tax Credit) 

$14,962,500 

Corporate Income Tax 

The State of Alaska levies an income tax on corporations that 

ranges from O to 9.4 percent of taxable income. This tax liability 

depends on a number of factors, including the amount of federal 

taxes paid, whether the company is active outside Alaska, and 

whether it is an oil and gas company. For purposes of this analysis, 

it is assumed Agrium would be taxed at a rate of 9.4 percent. 

The gas purchased by Agrium would 
result in at least two corporate income 

tax payments to the State. 

The gas purchased by Agrium would result in at least two corporate income tax payments to the State. First, 

Agrium would pay income tax based on the factors mentioned above. Second, the producer of the gas 

presumably would also pay a corporate income tax to the State of Alaska. 

State Revenue Economic Multiplier Effects 

Taxes and royalty payments to the State of Alaska by Agrium and its gas supplier(s) would become part of a 

much larger pool of taxes and royalties generated by Alaska's oil and gas industry. Oil- and gas-related revenues 

account for the vast majority of all State of Alaska unrestricted General Fund revenue (88 percent in FY2014). 

These revenues are used to fund a broad range of agency operations, programs, and projects. 

Potential Impacts of Agrium's Operation on State of Alaska Revenues McDowell Group, Inc. • Page 3 



As the State spends these taxes and revenues (including those that would be generated directly or indirectly 

by Agrium's Kenai operations), jobs and wages are generated across Alaska. 

It is possible to estimate the direct, indirect, and induced employment and wage impacts of State revenue 

Agrium would generate. Based on modeling previously conducted by McDowell Group for the Alaska Oil and 

Gas Association, $1 million in tax and royalty payments translates (as it is spent by state government) into 9.6 

jobs and $475,000 in annual wages, including all multiplier effects. 1 

The following table illustrates the jobs and wages that would be associated with taxes and royalties generated 

by Agrium's Kenai operations. For purposes of these calculations, total single-train revenues are estimated at 

$15.0 million . This estimate represents total royalty payments plus conservative upward adjustments to account 

for corporate income tax payments by Agrium and the gas supplier(s). 

Jobs and Wages Associated with Taxes and Royalties 
Generated by Agrium's Kenai Nitrogen Operations 

_ Taxes an<!_ R~alties P~id 

Em l~yment ______________ _ 

Annual Wages* 

Single-Train 
Scenario 

$15.0 million 

140 jobs 

$7.1 million 

In addition to the jobs and wages presented in the table above, under a single-train production scenario, 

McDowell Group's 201 3 study of the reopening of Agrium's Kenai plant estimated 140 direct jobs required to 

operate the plant with annual direct wages of $14 million .2 

1 McDowell Group 2014, The Role of Oil and Gas Industry in the Alaska's Economy. 
2 McDowell Group 201 3, The Economic Benefits of Reopening the Agrium Kenai Nitrogen Plant 

Potential Impacts of Agrium's Operation on State of Alaska Revenues McDowell Croup, Inc. • Page 4 



The Economic Benefits of 
Reopening the Agrium Kenai Nitrogen Plant 

1111 McDowell 
G R O U P 

Prepared for: 

Agrium U.S. Inc. 

Research-Based Consulting 

Juneau 
Anchorage 

May 2013 
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Executive Summary 

Agrium U.S. Inc. contracted with McDowell Group, an Alaska research-based consulting firm, to quantify 

the economic impact of reopening the Agrium Kenai Nitrogen Operations located near Nikiski in the 

Kenai Peninsula Borough. 

Before its closure in 2007, Agrium Kenai Nitrogen Operations was one of Alaska's few major 

manufacturing operations (outside the seafood industry) and contributed significantly to the local and 

statewide economies. The facility was also the United States' second largest producer of ammonia and 

urea, consisting of two urea and two ammonia plants, a tidewater port facility, and a power cogeneration 

facility. At capacity, the plant could use as much as 155 million cubic feet daily (or 53 billion cubic feet 

annually) of Cook Inlet natural gas. 

With reopening of the plant, there are substantial economic benefits to the Kenai Peninsula Borough and 

Alaska economies. A summary of these impacts are highlighted below: 

Redevelopment Phase Impacts 

• Redevelopment will include inspection, assessment and renovation of the existing facility, a 

process that is expected to last 26 months. 

• The plant rehabilitation project will require an annual average labor force of approximately 440 

workers. The $200 million project will generate about $75 million in direct labor income over the 

redevelopment phase. 

• Including all multiplier effects (direct, indirect, and induced effects) the plant rehabilitation effort 

will account for an estimated 815 annual jobs and $110 million in total labor income. 

Production Phase Impacts 

DIRECT IMPACTS 

• The production workforce required for a single-train operation (three plants) is estimated at 140 

permanent, full-time employees. At full production (a two-train operation, all six plants), 240 

workers will be required . 

• Annual labor income for the single train operation would total approximately $14 million . Annual 

labor income would increase to $24 million with re-commissioning of the second train. Agrium 

employees are expected to earn among the highest paid wages in the Kenai Peninsula Borough, 

perhaps two and half times the Borough's average wage. 
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TOTAL IMPACTS 

• Spending in support of production operations (including purchases of natural gas, as well as 

variety of other goods and services) will create additional jobs and income in Alaska (indirect 

impacts). In addition, payroll dollars attributed to Agrium's economic activity circulate 

throughout the economy creating jobs and income (induced impacts). 

• Including direct, indirect, and induced employment, operation of a single train will account for a 

total of 340 jobs and $30 million in annual labor income in Alaska. 

• Including direct, indirect and induced effects, at full production (two trains), Agrium's Kenai 

operations will account for approximately 600 jobs and $50 million in annual labor income in 

Alaska. 

PLANT "TURNAROUNDS" IMPACT 

• Most inspection, maintenance and minor report work is conducted while the facility is operating. 

However, approximately every four years the plant will be shut down to undergo major 

maintenance and equipment overhaul, a process called a "turnaround." 

• The turnaround may employ as many 1,000 workers over a labor- and capital-intensive four-week 

period. A budget estimate for this work could range between $25 million to $30 million (about 

which half would be spent on capital equipment). 

• Turnaround contractors may employ nonresidents with specialized skills; however, spending by 

these workers on lodging, food, and other goods and services, have a substantial short-term 

impact on the local economy. 

OTHER ECONOMIC BENEFITS 

Kenai Peninsula Borough Tax Revenue 

Agrium Property Tax Payments 

• Agrium's Kenai operation was once among the largest property tax payers in the Kenai Peninsula 

Borough (KPB); however, the facility's assessed value declined after closure at the end of 2007. 

Investment in plant rehabilitation and re-start of operations will once again place Agrium among 

the top local taxpayers. Estimates of the assessed value of the re-commissioned facility, coupled 

with the current property tax mill rate, indicate an annual tax payment of $2.2 million to the 

Borough, equivalent to about 4 percent of KPB's current property tax revenue. 

• If the second train is re-commissioned, Agrium would likely become the largest property tax 

payer in the KPB. 
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Agrium Employee Property and Sales Tax Payments 

• All of Agrium's employees are expected to live in the Kenai Peninsula Borough and pay property 

taxes for their homes. Agrium homeowners could pay a combined total ranging from $242,760 

(single-train scenario) to $416,357 (full production scenario) in Borough property taxes. 

• Agrium and Agrium's families will also pay sales tax to KPB and city governments for locally 

purchased goods and services. 

• Total annual sales tax revenue to the Borough related to the Agrium workforce may range from 

approximately $265,000 (single-train scenario) to $467,000 (full production scenario). These 

estimates do not include sales tax revenues paid by the Agrium-related population to the City of 

Kenai or the City of Soldotna, where no doubt some Agrium payroll dollars will be spent. 

Charitable Contributions and Membership Organization Support 

• Once back in production, Agrium is expected to resume its community investment role, 

supporting local nonprofit organizations and projects. It is also anticipated that future employees 

will actively give back to their community in volunteer hours, cash and in-kind donations. Agrium 

is also expected to re-engage in their involvement in civic and business organizations. 

SOCIAL IMPACTS 

Population 

• Re-development and production will directly and indirectly result in population migration into 

the Kenai Peninsula Borough. Under a single-train scenario, the 340 Agrium-related jobs would 

support a population of 530, or 0.9 percent of the Kenai Peninsula Borough population. Under 

full production, the 600 Agrium-related jobs would support a population of approximately 935, 

or 1 .7 percent of the Borough's total current population. 

Student Enrollment and School District Revenue 

• A portion of Agrium's employees are expected to have school-age dependents that will be 

enrolled in public schools in the Kenai Peninsula Borough. 

• Approximately 1 30 students (the equivalent of 1 .5 percent of current student enrollment) are 

expected to be enrolled by Agrium families under a single-train production scenario. Under a full 

production scenario, approximately 220 students (or 2.5 percent of enrollment) are expected to 

be enrolled. 

• This enrollment could represent approximately $692,250 (single-train) to $1, 171,500 (full 

production) in state education funding to the District. 

• Additionally, as Agrium employees spend money in the community and pay property taxes, and 

Agrium pays its own property taxes, its presence in the Borough will have a positive impact on 

local revenue the Borough contributes to the District. 
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Summary of Economic Impacts of Re-opening Agrium Kenai Operations 

Economic Activity Impacts 

Redevelopment Phase 

Expected length of plant rehabilitation 

Direct employment (annual average) 

Total annual employment (annual average direct, indirect and induced impacts) 
-- -

Direct payroll (Redevelopment Phase) 

Total payroll (Redevelopment Phase direct, indirect and induced payroll impacts) 

Production Phase (Single-Train Scenario) 

26 months 

440 

815 

$75 million 

$110 million 

Direct annual employment 140 

Total employment (direct, indirect and induced impacts) 340 

Direct annual payroll $14 million 

Total payroll impacts (direct, indirect and induced impacts) $30 million 

Agrium property tax payment to KPB _____ $2.2 million 

Total Agrium employee property tax payments to KPB 

Total population impacts 

KPB School District student enrollment 

KPB School District State foundation revenue 

$242,760 

531 

130 

$692,250 -------------------------------- --.-.----
Production Phase (Two-Train - full production - Scenario) 

--------
Direct annual employment 

Total employment (direct, indirect and induced impacts) 

Direct annual payroll 

Total payroll impacts (direct, indirect and induced impacts) 

Agrium employee property tax payment to KPB 

Total population impacts 

KPB School District student enrollment 

KPB School District State education funding 

Source: Direct employment estimates from Agrium. All others figures are McDowell Group estimates. 
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240 

600 

$24 million 

$50 million 

$416,357 

935 

220 

$1.2 million 
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Chapter 1. Introduction 

Background on Agrium Kenai Nitrogen Operations 

The Agrium Kenai Nitrogen 

Operations complex is located near 

Nikiski, 1 0 miles north of Kenai . 

When it was built in 1968 

(production started in 1969), it 

consisted of one urea and one 

ammonia plant. In 1977, the 

complex doubled in size, adding 

another urea and ammonia plant 

with supporting utilities. Agrium 

purchased the plant from Unocal in 

2000, along with Unocal's entire 

agricultural products business. 

At the time of its closure in 2007, 

the Kenai plant was the United States' second largest producer of ammonia and urea. The Agrium Kenai 

Nitrogen Operations complex had an annual production capacity of nearly 2 million metric tons. Much of 

Agrium's Kenai production was destined for overseas markets, including South Korea, Mexico, Taiwan, 

Thailand, Australia, Chile, New Zealand, and the Philippines. Within Alaska, urea was distributed and sold 

in small quantities for deicing purposes and agricultural use. 

Redevelopment Phase 

Inspection and Assessment 

The path toward re-initiating operations at the plant will begin with a year-long process of inspecting 

equipment and assessing the operational readiness of the facility. In addition to creating five full-time 

positions on the Agrium payroll, this phase will employ 40 to 50 local contract workers to conduct the 

top-to-bottom inspections. These inspections will provide information necessary to accurately determine 

the cost associated with returning the plant to production-ready status. This phase will also include initial 

efforts to identify and potentially secure the natural gas supplies needed to feed the plant. Agrium 

expects to invest approximately $6 million in this phase. 

Renovation 

Assuming plant rehabilitation is not cost prohibitive, and assuming an adequate supply of natural gas can 

be secured, Agrium would move into a 26-month renovation phase. Preliminary estimates indicate an 

investment of $200 million will be required to rehabilitate or replace equipment, machinery and ancillary 
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facilities, to make the plant production-ready. Approximately $160 million of this investment is expected 

to be spent in Alaska. The balance will be spent on equipment manufactured outside Alaska. These 

numbers are subject to change, pending the outcome of the plant's inspection and assessment phase. 

Production Phase 

Agrium's Kenai complex includes two 

production trains comprised of six plants. 

Plants 1, 2 and 3 are the original train 

(the south train), which was installed over 

40 years ago (in 1968). The second 

(north) train, plants 4, 5 and 6, was 

installed in 1977. Agrium will initially 

restart just the newer train, employing 

140 full-time workers. Agrium would 

restart the second train at a later date, 

determined largely by the availability of 

natural gas. The two-train operation 

would employ 240 workers on a 

permanent, full-time basis. 

Operating at 50 percent of capacity, the operation will consume approximately 75 to 80 million cubic 

feet of gas per day (75 to 80 mmcf/day) or about 26 to 28 billion cubic feet annually (bcf/year). It will 

produce 630,000 metric tons of ammonia (about half or which is used in the production of urea) and 

620,000 metric tons of urea. With both trains in operation, gas consumption and production of ammonia 

and urea would be double these amounts. 
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Chapter 2. Employment and Payroll Impacts 
of Redevelopment and Production 

Economic Impact of Redevelopment Phase 

Direct Redevelopment-Related Employment and Payroll 

Rehabilitating the plant over a 26-month period will require a large, but temporary, workforce. While 

specific rehabilitation-phase workforce requirements have not been determined, it is possible to estimate 

labor requirements based on expected expenditures. Approximately 80 percent of the $200 million 

redevelopment budget will be spent in Alaska (the balance will be spent on equipment manufactured 

outside the U.S.). Economic impact models can be used to estimate the employment effects of spending 

related to plant rehabilitation. IMPLAN is a widely-used model for measuring the employment and labor 

income effects of commercial and industrial activity. According to the IMPLAN model, a repair and 

construction project budgeted at $160 million over 26 months would require approximately 440 

workers. These workers would earn $37.5 million in labor income annually or about $75 million in total 

over the redevelopment-phase. 

Indirect Employment and Payroll 

The rehabilitation-phase would have additional employment and labor income multiplier effects. As 

money spent in Alaska in support of the project circulates through the economy, jobs and income are 

created in the support sector. Again based on IMPLAN analysis, the total employment effect (including all 

direct, indirect, and induced effects) of the rehabilitation effort would be an estimated 815 jobs and $55 

million in annual payroll over the course of the redevelopment phase. 

Agrium Kenai Operations Redevelopment Related Spending, Employment and Payroll 

T t I S d . . Direct Total Direct and D' t Total Direct o a pen mg m . ,rec . 
S d. Al k Annual Average Indirect p II* and Indirect pen mg as a ayro 

Employment Employment Payroll * 

$200 million $160 million 440 

*26 month total. 
Source: McDowell Group estimates. 

Economic Impact of Production 

Direct Employment and Payroll 

815 $75 million $110 million 

As described in Chapter 1, employment for a single-train operation will require a permanent production 

work force of 140 full-time employees. At full production, (a two-train operation) employment would 

increase to 240 workers. 

The Economic Benefits of Reopening the Agrium Kenai Nitrogen Plant McDowell Croup, Inc • Page 7 



Though Agrium has not yet 

established wage and salary 

schedules for the reopened plant, it is 

likely salaries would be among the 

highest paid in the KPB. In 2002, the 

average annual wage for Agrium 

Kenai Operations employees was 

$82,584. In 2012 dollars, that would 

be an annual wage of $104,634. 

Wages paid in Alaska's refinery sector 

may also provide a reasonable proxy 

for wages at a reopened Agrium 

plant. In 2011 (the most recent full­

year data), refinery workers in Alaska earned $114,800, according to Alaska Department of Labor and 

Workforce Development (DOLWD) data. 1 For purposes of this study, it is conservatively assumed Agrium 

Kenai Operations wages will average about $100,000 annually. Based on that average, annual payroll 

would total $14 million for the single train operation and $24 million for the two-train operation. 

Total personnel costs, including payroll taxes and benefits, would be approximately 35 percent above 

payroll (wage) costs. At that labor overhead rate, annual personnel costs would total $18.9 million for the 

single train operation and $32.4 million for two-train production. 

Indirect Employment and Payroll 

PURCHASES OF GOODS AND SERVICES 

Non-payroll spending in support of Agrium operations will create jobs and income in those businesses 

that provide the goods and services required to support the facility. The single largest expenditure will be 

for the natural gas that serves as feedstock for the ammonia and urea production process. While the 

source and price for feedstock natural gas is yet to be determined, it is possible to roughly estimate 

annual spending on natural gas. 

Based on data published in previous studies conducted by McDowell Group, in 2003, Agrium spent 

$60.9 million on approximately 38.5 bet of gas. That averages to about $1.583 per thousand cubic feet. 

That price was 69 percent below the prevailing value of Cook Inlet natural gas in 2003 ($2.288). In 2001, 

Agrium spent $80.2 million on approximately 54.2 bet of gas. That price was 67 percent below the 

prevailing value of Cook Inlet natural gas in 2001 ($2.197). 

Over the most recent four quarters (2 nd quarter 2012 through 1st quarter 201 3), the prevailing value of 

Cook Inlet natural gas averaged $5.449. If Agrium were to pay 68 percent of that value to secure its 

necessary feedstock gas, it would pay approximately $102 million annually for 27 bet per year to supply a 

single-train operation and $204 million annually for approximately 55 bet per year needed to supply a 

two-train operation. 

1 
Alaska Department of Labor and Workforce Development, Quarterly Census of Employment and Wages, 2011. 
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In addition to natural gas, Agrium will purchase a variety of other goods and services in support of the 

Kenai operations. These purchases totaled $15 million in 2001 (when the plant was operating at full 

capacity) and $16 million in 2003 (when the plan was operated at about 75 percent of capacity). 

Adjusted for inflation, the 2003 expenditures have a current value of approximately $20 million. While 

the magnitude of these non-gas expenditures is likely to be somewhat dependent on production volume, 

for purposes of this study non-gas purchases are assumed to total $20 million for one and two-train 

operations. 

In 2003, Agrium purchased goods or services from 384 different Alaska businesses scattered across most 

sectors of the economy. Approximately 210 of those businesses were located within the Kenai Peninsula 

Borough, with most of the remainder located in Anchorage. 

INDIRECT AND INDUCED EMPLOYMENT AND PAYROLL 

Spending on natural gas and other goods and services will create additional jobs in Alaska. Jobs and 

income that are generated as a result of business spending on goods and services are termed "indirect." 

Jobs and income are also created when workers employed by Agrium spend their payroll dollars in the 

local economy. This "induced" employment and income occurs throughout the economy wherever 

residents spend their income on household necessities, transportation, recreation, health care, other 

personal services, etc. Together indirect and induced impacts are termed "multiplier effects." 

The most significant potential indirect employment impact would be related to the purchase of large 

volumes of Cook Inlet natural gas. Approximately 27 bet/year will be required as feedstock for a single 

train operation and about double that for a two-train operation. As described previously, Agrium could 

spend $102 million (single train) to $204 million (two-train) annually to secure this gas. 

Meeting Agrium's natural gas requirements locally would require a significant increase in Cook Inlet gas 

production, which in 2012 totaled 1 07 bcf. To the extent that new Agrium-related demand for natural 

gas spurs an increase in gas exploration and development activity, and ultimately an increase in Cook 

Inlet gas production, jobs will be created in the natural gas production sector. This would include jobs on 

production platforms and jobs with the wide variety of firms that provide goods and services to gas 

producers. 

In previous studies, the IMPLAN model has provided multipliers for estimating the indirect and induced 

employment and payroll impacts of Agrium's Kenai operations. However, because the facility has not 

been in operation since 2007, up-to-date multipliers are not available. For purposes of this study, 

McDowell Group modified the older multipliers to account for inflation, changes in natural gas prices, 

and other factors to develop current multipliers that provide reasonable estimates of indirect and induced 

employment and payroll related to Agrium's Kenai operations. The results of the multiplier analysis are 

presented in the following table. 

The Economic Benefits of Reopening the Agrium Kenai Nitrogen Plant McDowell Group, Inc. • Page 9 



Production Employment and Annual Payroll Impacts 

D. t Indirect &: T t I Direct Indirect &: T t I A 1 1rec I d d o a A 1 1 d d o a nnua n uce nnua n uce 
Employment E I t Employment p II p II Payroll mp oymen ayro ayro 

One Train 

Two Trains 

140 

240 

200 

360 

340 $14 million $16 million $30 million 

600 $24 million $26 million $50 million 

Source: Direct employment provided by Agrium. All others are McDowell Group estimates. 

In total, restart of the north train will generate a total direct, indirect and induced employment impact of 

340 jobs and $30 million in annual payroll . Operation of both trains would have an employment effect of 

600 jobs and approximately $50 million in annual payroll. 

Other Employment and Payroll Impacts 

PLANT "TURNAROUNDS" 

In addition to the ongoing direct and indirect employment associated with routine production operations 

(described above), approximately every four years a labor- and capital-intensive plant " turnaround" 

needs to be performed. Most inspection, maintenance and minor repair work on the plant can be 

conducted while the facility is operating. However, periodically, the plant must be shutdown to undergo 

major maintenance and equipment overhaul, a process called a turnaround. A turnaround at Agrium's 

Kenai facility can include as many as 1,000 workers employed over a four-week period. The budget for a 

turnaround would be approximately $25 million to $30 million, with about half of that amount spent on 

capital equipment. Most of the people employed in the turnaround will be contracted nonresident 

workers with specialized skills who travel from one turnaround project to the next. Nevertheless, 

spending by these workers on lodging, food, beverages and other things have a substantial short-term 

impact on the local economy. 

EMPLOYEE WAGES 

When in production previously, Agrium paid among the highest wages in the Kenai Peninsula Borough. 

In 2003, Agrium paid a monthly average wage of $6,882, equivalent to an annual wage of $82,584. In 

2003, that was about two and a half times the economy-wide Kenai Peninsula Borough average of 

$33,576. Though Agrium wages would certainly be higher today (or in the near future, after reopening), 

even the company's 2003 wages are well above prevailing wages in the borough. Compared to 2011 

wages (the most recent available full-year data), Agrium's 2003 wages are still nearly double the 

combined government and private sector average. When adjusted for inflation, Agrium's average 2003 

annual wage has a current value of $104,634, more than double the Borough's average wage of 

$42,156. 

High wages are important from a socioeconomic perspective because of increased induced effects (those 

economic effects related to local spending of payroll dollars in the support sector) and because high 

wages are more conducive to home ownership, supporting a family, charitable contributions, and other 

local economic benefits described in the following chapter. 
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Agrium Kenai Operations Average Monthly and Annual Wages 
versus Kenai Peninsula Borough Average Monthly and Annual Wages 

Average Average 
Monthly Annual 
Wages Wages 

Agrium Kenai Operations (2003) $6,882 $82,584 
---·-

Agrium Kenai Operations (current value) $8,719 $104,634 
--- -- - -- ~-- - - ---- - -

All KPB Government Sector (2011) $4,090 $49,080 
--- - - -

All KPB Private Ownership (2011) $3,325 $39,900 

Total Government and Private (2011) $3,513 $42,156 

Source: Agrium (2003) and Alaska Department of Labor & Workforce Development. 
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Chapter 3. Other Economic Benefits of 
Agrium Kenai Operations 

Re-start of Agrium's Kenai operations will have a range of economic benefits in addition to direct and 

indirect employment and payroll. This chapter describes and quantifies those benefits. 

Kenai Peninsula Borough Tax Revenue 

Agrium Property Tax Payments 

Ten years ago, when the Agrium plant was in full production, Agrium was the second-ranked property 

taxpayer in the Kenai Peninsula Borough. In 2002, Agrium paid $2.21 million in property taxes. Agrium 

alone accounted for about 5 percent of all borough property tax revenues. 

As production was reduced to a single train, the taxable value of the plant declined, as did tax payments . 

Agrium's property tax payments totaled $1.02 million in 2006. Most recently, in 2012, Agrium's total 

property tax bill was $141,000. 

With redevelopment and restart of the plant, Agrium's property tax assessment and tax payment will 

increase. Since 2002, the mill rate in the Agrium facility's taxing unit has declined from 12.05 to 10.12. If 

the property is assessed at a value equivalent to the amount invested in re-commissioning the facility 

(plus the assessed value of the property while it was not in production), the annual tax payment to the 

Kenai Peninsula Borough would be approximately $2.2 million. That would place it among the top three 

largest property tax payers in the borough. In 2012, the Kenai Peninsula Borough took in $54.1 million in 

property tax revenues. 2 

Additional investment to bring the second (south) production train on-line would result in further 

increase in assessed value, and further increase in property tax payments. Estimates of the cost to bring 

the south train into production are not available. However, it is likely that with the redevelopment of the 

second train, Agrium would become the largest property tax payer in the KPB. 

Agrium Employee Property Tax Payments 

All of Agrium's employees are expected to live in the Kenai Peninsula Borough and pay property taxes on 

their homes. While some future Agrium employees may already reside in the borough, the new jobs 

created by reopening the plant will result in an overall increase in population (all other forces in the 

economy held constant) and an increase in demand for housing, either directly or indirectly. As this 

increased demand for housing is met, residential property taxes paid to the borough will increase. While 

it is not possible to predict the assessed value of homes owned by future Agrium employees, general 

measures can be used to calculate property tax payments. 

2 
Alaska Taxable 2012, Alaska Department of Commerce, Community and Economic Development. 
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Based on a borough-wide 2012 average taxable value for single-family residences of $202,429 3
, taxed at 

the Borough mill rate of 8.57, and assuming all Agrium employees own their own home: 

• Under a single train scenario, Agrium families would pay at least $242,760 in Borough property 

taxes exclusive of additional service area and city taxes on residential property. 

• Under a two-train scenario, Agrium families would pay at least $416,357 in Borough property 

taxes. 

Though not all Agrium employees may own a home (some may be renters), these are still conservative 

estimates. The much higher than average wages earned by Agrium employees would likely translate to 

larger, more expensive homes than the borough average, and in higher average assessed valuations. In 

addition, this figure does not include property tax contributions by the population of homeowners 

affected indirectly by Agrium's activity. 

Sales Tax Revenue 

While it is not possible to precisely calculate the Borough's sales tax revenue from future spending by 

Agrium and its employees, it is important to note there will be a positive impact. Kenai Peninsula 

Borough's 3 percent sales tax revenue results from a complex system of variable taxation depending on 

specific location of the expenditure, per invoice limit of $500 regardless of the total value of the product 

purchased, expenditures by both residents and non-residents, and expenditures by Peninsula businesses 

and industries that are not exempt from sales taxation due to the resale provision of the sales tax code. 4 

However, given Agrium's potential total impacts could account for 1 .7 to 3.1 percent of total Borough 

employment (depending on single- or two-train production), 3.7 to 6.2 percent of total Borough payroll 

and 0.9 to 1.7 percent of the Borough's population (see following section of this report for assessment of 

population impacts), plus Agrium's direct spending on goods and services, it is clear there will be 

additional direct and indirect sales tax revenues flowing to the Borough as a result of a restart of Agrium 

operations. 

Alaska Taxable 20 7 2, published by the Alaska Department of Commerce and Economic Development, 

states the per capita sales revenue for the Kenai Peninsula Borough (which levies a 3 percent sales tax) 

was $500 in 2012. 5 This figure includes all sales tax revenue ($28,385,150) divided by the Borough's 

2012 population (56,756). Applying this average to the Agrium-related population, sales tax revenue to 

the Borough will be approximately $265,000 (single-train scenario) or up to $467,000 (two-train 

scenario). These estimates are also conservative as they do not include sales tax revenues that would be 

paid by the Agrium-related population to the City of Kenai or the City of Soldotna, where no doubt some 

Agrium payroll dollars would be spent. 

3 
Per conversation with Dennis Mueller, Appraisal Manager, KPB Assessing Department (April 18, 2013). 

4 
http:llwww2.borough .kenai.ak.uslfinancedept/ 

5 
http://commerce.alaska.gov/ dnn/Portals/ 4/pub/OSA%20T AXABLE%202012%20-%20FINAL %20201 3-02-05. pdf 
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Other Economic Benefits 

Charitable Contributions and Membership Organizations 

Once back in production, Agrium is expected to return to its role as an important local community 

investor, supporting local nonprofit organizations and projects. While it is not known how much Agrium 

will contribute to charitable organizations in the future, their corporate history of giving provides some 

insight to their commitment. 

In 2003, Agrium contributed $194,740 in charitable donations or paid membership fees to 43 nonprofit 

organizations in Nikiski, Kenai, Soldotna, Homer, and Anchorage. Agrium also provided in-kind support 

to seven local organizations. These nonprofit organizations ranged from local school programs (in 22 

different sports and academic activities), youth athletic and academic programs (1 7 activities), 

community services and civic organizations (16), environmental programs (1 ), senior services (42), and a 

variety of other health, sport, and economic development programs (19). 6 

Agrium also matched dollar-to-dollar its employees' contributions to the United Way of Kenai. In 2003, 

the total contribution to United Way, including employee contributions, was $59,700. 

It is anticipated future employees will be like past employees, actively giving back to their community as 

volunteers and providers of skills, equipment, and material. 

In addition, Agrium is expected to fully reengage with local civic and business organizations, such as 

membership in the Alaska State Chamber of Commerce, Alaska Support Industry Alliance, Resource 

Development Council, Kenai Chamber of Commerce, North Peninsula Chamber of Commerce, Soldotna 

Chamber of Commerce, and Kenai Peninsula Convention and Visitors Bureau. 

Social Impacts 

Population 

Re-development and operation of Agrium's Kenai operation will directly or indirectly result in population 

migration into the Kenai Peninsula Borough . It is safe to assume some new Agrium workers will be drawn 

from the existing local workforce; however, relatively low unemployment rates in the Kenai Peninsula 

Borough means the demand for workers will be shifted to other employers (sometimes termed job "back­

filling"). The unemployment rate in the Kenai Peninsula Borough averaged 8.4 percent in 2012, the 

lowest rate since 2008. In August of 2012, the unemployment in the borough was 6.8 percent. 

Participation rates can be used to estimate long-term population effects associated with an increase in the 

number of jobs in a community, region, or state. The participation rate is a measure of the relationship 

between the number of jobs and the number of residents in an area. Based on Bureau of Economic 

Analysis (BEA) employment data and population data from the U.S. Census and ADOLWD, the 

participation rate in Alaska has ranged from 0.63 to 0.65 over the past ten years, averaging 0.64 over 

6 
McDowell Group. The Economic lmpad of Oosing Agrium Kenai Nitrogen Operations, April 2004, p. 12. 

The Economic Benefits of Reopening the Agrium Kenai Nitrogen Plant McDoo,,ve// Croup, Inc. • Page 14 



that period. This means there has been an average of 64 jobs for every 100 residents in the state. (The 

job count includes jobs held by residents and nonresidents.) Participation rates vary from place to place, 

depending on a variety of factors. Larger communities, with better-developed economies, typically have 

higher participation rates than smaller communities. 

Based on participation rate of 0.64, the population effects of restarting Agrium's Kenai operation would 

be: 

• Under a single train operation scenario, the 340 Agrium-related jobs would support a population 

of 5 31, or 0.9 percent of the Kenai Peninsula Borough population. 7 

• Under a full production (two trains) scenario, the 600 Agrium-related jobs would support a 

population of approximately 935 or 1.7 percent of the Borough's total population. 

Student Enrollment and Kenai Peninsula Borough School District Revenue 

It is anticipated a portion of Agrium's employees will have school-age dependents (between the ages of 5 

to 18). Presuming a similar ratio of employee households with school-age dependents as determined in a 

2003 study and all students are enrolled in public schools in Kenai Peninsula Borough: 

• Under a single train scenario, Agrium families would account for approximately 130 students (or 

1 .5 percent of the district's enrollment (FY 2013)). 8 

• Under a two train scenario, Agrium families would account for approximately 220 students (or 

2.5 percent of enrollment (FY 201 3)). 

Based on the State of Alaska's public school funding formula, the Kenai Peninsula Borough School District 

receives funding from the State of Alaska for each student enrolled in its schools. For each Agrium 

dependent enrolled in the District, funding will differ depending on the size of the school attended, 

special needs of the student, and other factors. In FY 2013, the District received $75,858,743 in state 

foundation funding for an Adjusted Daily Membership of 1 7,246. 9 Using a simplified approach, on 

average, the District received $5,325 per student. Using current funding as a guide: 

• Under a single train scenario, Agrium families would account for approximately $692,250 in 

state foundation funding to the District. 10 

• Under a two train scenario, Agrium families would account for approximately $1, 171,500 in 

state foundation funding. 

7 
340 total jobs divided by the statewide average labor participation rate of 0 .64. 

8 
According to the Kenai Peninsula Borough School District, the FY2013 enrollment was 8,892 students. 

9 
Average Daily Membership means the aggregate number of full-time equivalent students enrolled in a school 

district during the student count period for which a determination is being made, divided by the actual number of 
days that school is in session for the student count period for which the determination is made (AS 14.17.990). 
10 

According to the Kenai Peninsula Borough School District, the FY2013 enrollment was 8,892 students . 
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The Kenai Peninsula Borough School District also receives local funding support from the Borough 

government. Most of the borough revenue is generated by sales and property tax. As Agrium employees 

spend money in the community and also pay their property taxes, and Agrium pays its own property 

taxes, Agrium's presence will also have a positive impact on local revenue to the District. Additionally, 

federal revenue is expected to increase with each new student. 
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Agrium U.S. Inc. is considering reopening its 
Agrium l<enai Nitrogen Operations located near NiRisRi 

in the l<enai Peninsula Borough. 

Prior to its closing in 2007 due to an insufficient 
supply of natural gas, the Agrium plant was one 

of the region's largest private sector employers 
and among the top sources of tax revenue to the 
borough. If the plant were to reopen, it could bring 
hundreds of new jobs and millions of dollars in 
new payroll, to the l<enai Peninsula Borough and 
AlasRa economies. 

If an economically viable supply of natural gas can 
be secured, a return to production would begin with 
a single-train operation requiring 140 permanent full­
time employees who could earn a total of $14 million 
in annual labor income. At full production (two trains) 
240 worRers would be required, with annual labor 
income totaling $24 million. Each production train 
consists of an ammonia plant and a urea plant. 



History & Redevelopment Phase Impacts 

Our History 
When the Agrium l<enai Nitrogen Operations com­

plex was built in 1968 {production started in 1969), it con­

sisted of a urea and ammonia plant. ln 1977, the complex 

doubled in size, adding another urea and ammonia plant 
with supporting utilities. Agrium purchased the plant 
from Unocal in 2000. 

At the time of its closure in 2007, the l<enai plant 

was the second largest producer of ammonia and urea in 

the U.S. The complex had an annual production capacity 

of nearly 2 million metric tons. Much of Agrium's l<enai 

production was destined For overseas marRets, including 

South l<orea, Mexico, Taiwan, Thailand, Australia, Chile, 

New Zealand, and the Philippines. Within AlasRa, urea 

was distributed and sold in small quantities For de-icing 
purposes and agricultural use. 

Economic Impacts 
The economic Impact of reopening Agrium l<enai 

Nitrogen Operations will occur at three levels: 

~ Direct impacts - Agrium's own employment and 
payroll 

~ Indirect impacts - jobs and income generated in 
businesses that provide goods and services to 
Agrium Kenai Nitrogen Operations 

~ Induced impacts - jobs and income created as 
Agrium employees and employees of its contrac­
tors and vendors spend their payroll dollars in the 
local economy 

Redevelopment Phase 
The path toward re-opening operations includes 

inspection, assess-

ment, and renova­

tion of the existing 

facility. 

Inspecting 

equipment and 

assessing opera­

tional readiness of 

the facility would 

taRe about a year, 

and create five full-

time positions and employ about 40 to 50 local contract 
worRers. During this phase, Agrium is seeRing to identify 

and potentially secure the natural gas supplies needed to 

feed the plant. Agrium expects to invest approximately $6 

mill ion in th is phase. 

Assuming plant rehabilitation is economical, and as­

suming an adequate supply of natural gas can be secured, 

Agrium would move into a 26-month renovation phase. 

The $200 million project would require a temporary 

labor force averaging approximately 440 worRers. These 

worRers would earn a total of$75 million in di rect labor 

income over the 2-year plant rehabil itation timeframe. 

Including all multiplier effects {direct, indirect, and in­

duced effects) the plant rehabilitation effort could account 

for an estimated 815 annual jobs and $110 million in total 

labor income. 



Production Phase Impacts 

Agrium's l(enai complex includes two production 

trains comprised of six plants. Plants 1, 2 and 3 are the 

original train (the south train), which was installed in 1968. 

The second (north) train, plants 4, 5 and 6, was installed in 

1977. 

Operating at 50 percent of capacity, the operation 

would consume approximately 75-80 million cubic feet 

of gas per day (75-80 mmcf/day) or about 26- 28 billion 

cubic feet annually (bcf/year). It will produce 630,000 

metric tons of ammonia and 620,000 metric tons of 

urea. With both 

trains in operation, 

gas consumption 
and production of 

ammonia and urea 

would be double 

these amounts. 

Direct Impacts 
Agrium's cu rrent 

plan is to restart 

just the newer train, 

employing 140 full­

time worRers with an 

annual labor income 
of approximately $14 

million. 
The second train could start up at a later date, deter­

mined largely by the availability of natural gas. A two-tra in 

operation would employ 240 worRers on a permanent, 

full-time basis. Annual labor income would increase to 
$24 million. 

Agrium employees are expected to earn among the 

highest wages in the l<enai Peninsula Borough, perhaps 

two and half times the Borough's average wage. 

Total Impacts 
Including direct, indirect, and induced employment, 

operation of a single train could account for approximate­

ly 340 jobs and $30 million in annual labor income in 

AlasRa. 

Including direct, indirect and induced effects, at full 

production (two trains), Agrium's l(enai operations could 

account for approximately 600 jobs and $50 million in 

annual labor income in AlasRa. 

Plant "Turnaround" Impacts 
Approximately every four years the plant will be shut 

down to undergo major maintenance and equipment 

overhaul, a process called a "turnaround." 
The turnaround may employ as many 1,000 worR­

ers over a labor- and capital-intensive four-weeR period, 

with total spending ranging between $25 million and $30 

million. 
Turnaround contractors may employ nonresidents 

with specialized SRills; however, spending by these 

worRers on lodging, food, and other goods and services, 

will have a substantial short-term impact on the local 

economy. 

Average Annual Wage 
Agrium I<enai Operations and 
l<enai Peninsula Borough, 2011 

$104,600 

Agrium Kenai Operations 
(current value) 

$42,156 

Kenai Peninsula Borough 

Source: Agrium and Alaska Department of Labor 
and Workforce Development 



Strengthening Communities 

Generating Government Revenue 
Investment in plant rehabilitation and re-start of 

operations would once again place Agrium among the 

top local taxpayers. Estimates of the assessed value of 

the re-commissioned facility, coupled with the current 

property tax mill rate, indicate an annual tax payment of 

$2.2 million to the l(enai Peninsula Borough, equivalent to 

about 4 percent of l<PB's current property tax revenue. 

If the second train is re-commissioned, Agrium would 

liRely become the largest property tax payer in the l(PB. 

All of Agrium's employees are expected to live in the 

l(enai Peninsula Borough and pay property taxes for their 

homes. Agrium homeowners could pay a combined total 

ranging from $243,000 (single-train scenario) to $416,000 

(full production scenario) in Borough property taxes. 

Agrium and Agrium's families will also pay sales tax 

to l(PB and city governments for locally purchased goods 

and services. 

Total annual sales tax revenue to the Borough related 

to the Agrium worRforce may range from approximately 

$265,000 (single-train scenario) to $467,000 (full pro­

duction scenario). These estimates do not include sales 

tax revenues paid by the Agrium-related population to 

the City of l<enai or the City of Soldotna, where no doubt 

some Agrium payroll dollars will be spent. 

Other Socioeconomic Benefits 
COMMUNITY CONTRll3UTIONS: If the plant re-opens, 

Agrium expects to resume its community investment role, 

supporting local nonprofit organizations and projects. It 
is also anticipated that future employees would actively 

give bact~ to their community in volunteer hours, cash and 

in-Rind donations. 

SCHOOL DISTRICT REVENUE: A portion of Agrium's 

employees are expected to have school-age dependents 

enrolled in l<enai Peninsula Borough School District 

schools. This enrollment could represent approximately 

$700,000 (single-train) to $1.2 million (full production) in 

state education funding to the District. Additionally, as 

Agrium employees spend money in the community and 

pay property taxes, and Agrium pays its own property tax­

es, its presence in the Borough will have a positive impact 

on local revenue the Borough contributes to the District. 

Want to !'?now more? 
Visit us on line at www.agrium.com, or 
contact us at: 907.776.5579 

Agriuni 
This handout was prepared for Agrium U.S. Inc. by McDowell Group, Inc. ©2013. Sources for 
the data in this brochure include Agrium, U.S., and The Economic Benefits of Reopening the 
Agrium Kenai Nitrogen Plan/prepared by McDowell Group, Inc., 2013. 



From: Allen Houtz 

Sent: Friday, March 18, 2016 10:33 PM 
To: Senate Resources <SenateResources@akleg.gov> 

Subject: HB100 

Committee Members: 

As a Kenai resident for the past forty-eight years, I would like to comment on the wisdom of 
encouraging industrial activity in our area. In general, a clearly defined and stable tax regime is 
critical to attracting large investments with long time horizons. Please do what you can to put a 
stop to actual or threatened unpredictable tax regime variations. That sort of uncertainty makes 
investing in Alaska similar to investing in Brazil , Argentina, or Nigeria. 

With specific regard to HB 100, I would note that there is a long history of offering tax incentives 
to encourage large capital investments in nations, states, or communities. This particular bill as I 
understand it will only give tax relief to the extent that the investor actually generates enough gas 
demand to produce income for the State of Alaska that equals or exceeds the potential tax 
incentive. That provides incentive with no direct cost to our state government, and once the 
incentive expires will produce continuing state revenue for many years. I would encourage you 
to move the bill to the floor to allow our senators to vote on the proposal. 

Thank you for the opportunity to comment. 

Allen Houtz 



Alaska State Legislature 

State Capitol, Room 505 
Juneau, AK 99801-1 182 
Phone: 465-3779 
Fax: 465-2833 
Toll Free (800) 465-3779 

145 Main St. Loop 
Second Floor 

Kenai, Alaska 9961 I 
Phone: 907-283-7223 

Fax: 907-283-7184 
Representative_ Mike_ Chenault@legis.state.ak.us 

REPRESENTATIVE Mike Chenault 
District 34 

Sectional Summary for CSHB lOO(FIN) 

An act establishing a credit against income tax for an in-state processing facility that manufactures 
urea, ammonia, or gas-to-liquids products; relating to establishing the value of the state's royalty share 
of gas production based on contracts with certain in-state processing facilities that manufacture urea, 
ammonia, or gas-liquids products; and providing for an effective date. 

Section 1. Adds a new subsection to AS 38.05.180, the oil and gas leasing statute. Provides for the use 
of the price established in a contract between a lessee and an in-state processing facility whose primary 
function is the manufacture and sale of urea, ammonia, or gas to liquids products to be the value of the gas 
for royalty purposes. Requires the commissioner of natural resources to make a written finding that 

accepting the contract price is in the best interest of the state and that the price is not unreasonably low. 
Requires that the lessee is not affiliated with the owner of the processing facility or with a purchaser of 
more than 10 percent of the products of the plant. Provides a definition for "gas-to-liquid product." 

Section 2. Adds AS 43.20.052 to AS 43 .20 (Alaska Net Income Tax Act) to provide an income tax credit 
to an in-state processing facility that produces urea, ammonia, or gas to liquids products for sale to third 
parties. Provides that the credit is equal to the amount of royalty paid on natural gas produced from state 
leases and delivered to the processing facility. Limits the taking of the credit to an amount that will not 
reduce the taxpayer's income tax below zero. Prevents any unused credit from applying to a tax in a 
subsequent taxable year. Requires reporting to the state by the taxpayer of the leases supplying the gas, 
the names of the lessees, the quantities purchased, price paid, and ownership of the processing facility. 

Section 3. Repeals AS 43 .20.052, the credit provision. Section 6 makes the repeal effective January 1, 
2024. 

Section 4. Makes the credit applicable to gas from state leases that is delivered for use at the processing 
plant during the period on or after July 1, 2017 and before January l, 2024. 

Section 5. Makes sections l , 2, and 4 take effect on July 1, 2017. 

Section 6. Repeals the tax credit January 1, 2024. 

1 



Unlvar USA Inc 
590 E 100th Avenue 
Anchorage, AK 99515 
USA 

907 344 7444 T 
907 522 1486 F 
www.univarusa.com 

March 28, 2015 

State of Alaska Legislators: 

Re: House Bill 100 - Tax Abatement - Agrium Kenai Operations 

Oun1VAR~ 

I'm not sure that Alaskans could have too many jobs, but we should always encourage and support jobs 
that create gainful long-term substance. To that end, I encourage your favorable attention to the 
minimized balance of taxation to support the re-start of the Agrium Kenai Nitrogen Operations. 

Having been a long time supplier partner of Agrium (and formerly Unocal) Univar and its selection of 
manufacturing supporters are in favor of Agrium receiving tax abatement considerations to help them 
return to some measure of their former economic glory. Not to mention the jobs that a re-start would 
create, it is sound economically and financially beneficial to the State of Alaska to re-install Agrium as a 
contributing exporter of Alaskan natural resource development. 

The resource development potential that Cook Inlet possesses should be supported by the State of 
Alaska for those individuals and companies who are willing to invest in getting those idle resources into 
the global economy. 

Please do your part to abate the tax structure with appropriate incentives in order to reinstate jobs both 
directly and indirectly. 

Kindest regards, 

Ken D Lambertsen 
District Manager - Univar USA Inc 
Anchorage, Alaska 

Cc: Steve Wendt, Agrium, Jason Miller, Univar, 


