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To put this into better perspective, Agrium uses 155 mmcf per day at maximum capacity and 
the ConoeoPhillips LNG plant uses 207 mmcf per day ai maximum capacity. Conversely, 
electric and heating utilities use nearly 500 mmcf per day on peak demand days As the 
problem of deliverability has grown in recent years, Agrium has bom the brunt of winter 
curtailment requirements to meet demands of the utilities to heat and light homes and 
businesses of the Cook Inlet homes and businesses

There arc varying opinions within industry circles, with the most pessimistic opinion being 
that the issue of deliverability could become so pronounced in the near future that ther. is an 
outside chance of curtailment of natural gas deliveries to utility consumers as early as tbs 
winter of 2005/2006 if solutions are not forthcoming Solutions to this problem will likely be 
a combination of new exploration & discovery efforts, rework of aging natural gas wells and 
fields to improve flow rates

Other options include improvements to the pipeline systems through increased compression, 
remediation of choke points in the pipeline system and addressing ;ssues related to '  
common carrier status of key pipelines to provide improved access by both producers and 
consumers of natural gas

A more immediate solution to the deliverability issue now under development is 
establishment of a natural gas storage facility in Unocal’s Swanson River Field By making 
use of a depleted underground reservoir structure within the Swanson River Field. Unocal 
proposes to inject several billion cubic feet of natural gas into the structure during low 
demand summer months where natural gas will be stored until needed

During peak demand periods in the winter, this storage facility can take advantage of existing 
pipeline systems and be tapped to deliver the higher volumes of natural gas needed to meet 
utility requirements, with the added benefit of taking some pressure off of industrial users to 
curtail their use of natural gas for plant operations This project does face potential permitting 
challenges that may delay or cancel the natural gas storage project, as it is sited within the 
Kenai National Wildlife Refuge (KNWR), even though the project will not ex, and the 
footprint of existing oil and gas facilities within the KNWR Discussions are ongoing over 
these permit issues between the industry. State of Alaska and the Federal agencies involved to 
address these permitting issues

N o r t h  S l o p e  G a s  L i n e  P r o p o s a l s

While the Cook Inlet Basin continues to offer many potential opportunities for significant 
natural gas discoveries, prudence suggests that sources of natural gas from outside the Cook 
Inlet Basin should also be explored and developed to assure that long-term natural ga:. 
supplies are secured for economies of the Railbelt region North Slope natu. il gas offers one 
such outside source that could supply part or all of the gas demands for the ( ook Inlet Basin 
and Railbelt region for several decades.

At this time, there are six different North Slope gas pipeline related projects in varying stages 
of development The following is a brief descriptive of the scope of each projec oroposed:

• The ‘Big 31 producers 4.5 bef/day project to the lower 48: $19 billion with 

projected completion by 2016. Known as the ‘Highway Route,’ this project is



proposed by Exxon, BP Exploration and ConoeoPhillips to build a line frotti the North 
Slope to Chicago along the TAPS corridor and the Alaska Highway through Canada. 
This project currently has an application under consideration by the State of Alaska for 
a fiscal contract under provisions of the Alaska Stranded Gas Act. This contract docs 
not guarantee construction of a pipeline, but does set fiscal terms between the Slate of 
Alaska and the applicant if the pipeline is constructed. This application will be 
presented to the Legislature in the later part of the 2005 legislative session lor an up or 
down vote following a minimum 30 day public comment period. While details of the 
terms of the fiscal contract proposal for this project are not yet available, the State of 
Alaska has commented that there are provisions to ‘allow’ for in-state access to North 
Slope natural gas transmitted through the pipeline. This would likely include access 
for a spur line to t ok Inlet, though no company or entity has been identified that will 
build this sour line as of yet. Financing of this project is likely to be a combination of 
equity ii> .cstment and debt financing. The State Administration has also posed the 
idea of State investment in this project if it goes forward.

TransCanada and Enbridgc 2.6 to 5.0 bef/day project to Alberta proposals: Up to 

SI6 billion with projected completion by 2012. Each of these Canadian pipeline 
companies has proposed to build pipclir' projects from the North Slope to Alberta, 
stating that existing capacity is available from the Alberta Hub to transmit ANS 
natural gas to Chicago or other destination hubs in the lower-48 and eastern Canada. 
Neither of these projects has a defined component to build a spur line to Cook Inlet, 
though both have stated a willingness to consider allowances for this need in their 
respective projects. TransCanada has disputed the ability o f any other company to 
obtain the necessary permits to build a lower-48 pipeline through Canada claiming 
that those exclusive permits are already in TiunsCanada’s possession under the terms 
of the 1978 Canadian Northern Pipeline Act.15 A resolution to this point of contention 
is under development within the Canadian Federal government. Financing of either 
project would likely consist of both equity investment and debt financing.

Alaska Natural Gas Development Authority ( A N G D A )  2.0 Bcf/day L N G  project: 

$12 billion with projected completion by 2012. ANGDA was estab' shed by ballot 
proposition in the 2002 Statewide election. ANGDA was tasked with developing an 
LNG pipeline project from the North Slope to Valdez, including a spur line to Cook 
Inlet from Glenailen. Successful State legislation sponsored by Senator Tom Wagoner 
and Representative Mike Chenault expanded the scope of ANGDA’s mandate to 
include the ability to build a gas transmission line from the North Slope to Cook Inlet. 
Studies commissioned by ANGDA are in development which examine several aspects 
of an LNG project to either Valdez or Cook Inlet. Currently, ANGDA has shifted its 
main focus from the LNG projects to getting North Slope natural gas to Cook Inlet.16 
T his project will likely be 100% debt financed.

A N G D A  1.0 Bcf/day Bullet Line to Cook Inlet project: S3.0 billion with projected 

completion by 2010. This new project has recently risen to the forefront of projects 
ANGDA is examining in detail. The project would build a 24-inch line from the 
North Slope to Cook Inlet to serve local utilities, as well as existing and new industrial

15 Petroleum News, “Showdown looms,” January 2, 2005

16 Alaska Journal o f  Commerce, “LNG Authority shifts focus to Southcentral.” November 28, 2004
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users Currently commissioned studies will examine aspects of this project in 
conjunction with the larger LNG and smaller spur line project analysis. 7

A N G D A  S00 m m c f /day Spur Line to Cook Inlet project: S300 million with 

projected completion by 2010. This project, part of ANGDA’s original voter 
mandate, is under active study. This project is envisioned to construct a 24-inch 
pipeline from Glenallen to Cook Inlet and would connect with a larger line either to 
the lower 48 or to Valdez and would serve existing utilities and existing industrial 
users. This project will likely be 100% debt financed

The Municipal Port Authority Valdez L N G  project: $26 hillionflast public cost 

estimate) with projected completion by 2011. The Municipal Port Authority was 
originally established by the Fairbanks Northstar Borough, the City of Valdez and the 
North Slope Borough The North Star Borough withdrew from the Port Authority in 
2004 Earlier in 2004, the port authority promoted a plan to line up purchase deals 
with North Slope producers, negotiate contracts to sell the gas and obtain 100% debt 
financing to build a $26 billion project that ould take more than 6 billion cubic feet 
of gas a day from the slope About half woulu go by pipeline through Canada on its 
way to Lower 48 markets Almost 2.7 bef per day would move to Valdez, where it 
would be liquefied for shipment to Far East and U S West Coast markets IK In late 
2004, this plan changed in scope so that the project is now planned to take 3 billion 
cubic feet a day off the North Slope in a 48-inch pipeline, but could easily ramp up to 
4 bef to 4 5 bef a day Of the initial volume, not less than 2.5 bef a day would go to 
Sempra LNG in Baja, one of six proposed LNG receiving facilities for the California 
and Mexican market The size of a spur line to Southcentral Alaska, part of the port 
authority’s plan to provide gas for in-state use, has not been determined yet. A total 
project cost for the revised project has not been publicly defined to date 19 Again, this 
project would be 100% debt financed.

With this variety of projects in varying stages of development, it is difficult at this time to 
identify the project with highest likelihood of successful completion, especially in regards to 
successfully connecting Cook Inlet to North Slope natural gas reserves In 2005, it is vital 
that the Kenai Peninsula Borough continues to be vigilant on two key issues

The first is the terms of any fiscal contract negotiated between the State of Alaska and any 
applicant under the terms of the Stranded Gas Act (SGA) Even though the Kenai Peninsula 
Borough is likely not physically locateJ within the route of any proposed North Slope natural 
gas pipeline, provisions of the SGA allow the State of Alaska to waive any or all municipal 
properly or sales taxes that could be levied on facilities or companies involved in the 
construction of a North Slope natural gas pipeline This could include companies and 
facilities located within t!ie Kenai Peninsula Borough The SGA does offer the option of a 
Payment In Lieu of Taxes (PILT) to municipalities which could offset part or all of any 
municipal taxes waived by the State of Alaska as part of a SGA fiscal contract But the devil 
is in the details of any such agreement and the Kenai Peninsula Borough must closely analyze 
any proposals in this vein to protect the interests of the Borough

17 Petroleum News. "ANGDA talks contracts with prospective bidders,” October 17.2004
18 Petroleum News. “Muni gas line trio settle dispute.” junc 13, 2004
19 Petroleum News. “Gas pipeline authority teams with Sempra Energy." December 26. 2004; Alaska Gaslinc 
Port Authority website, www alaskaga.slincDOrtauthontv.eom
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The second key issue is access to North Slope natural gas through cither a spur line connected 
to a larger project, or a direct pipeline from the North Slope to Cook Inlet While Cook Inlet 
still has a high potential for significant new natural gas reserves yet tc be discovered, recent 
events have underlined the need to diversify the sources of natural gas delivered to the 
communities of the Cook Inlet Basin In a diversified Cook Inlet supply model. North Slope 
natural gas should be viewed as a long-term component to the regions economic planning, 
both as a general energy source for community growth and a feedstock source for industrial 
gro\ h. In 2004, the U S. Geophysical Survey raised its speculative estimate of potential 
conventional natural gas reserves on the North Slope to 211 trillion cubic feet20 This 
potential reserves estimate does not include the 33+ trillion cu’ ic feet of proven reserves 
already identified on the North Slope The Kenai Peninsula Borough must advocate 
throughout the SGA contract negotiation process for provisions that allow access to North 
Slope natural Gas, as well as providing support for any economically viable pipeline project 
that would connect the Cook Inlet Basin to North Slope natural gas reserves in a timely 
manner

L o w e ' '  C o o k  I n l e t  F e d e r a l  O C S  L e a s e  S a l e  1 9 9

In 2004, ihe Minerals Management Service (MMS) offered 2.3 million acres in the Outer 
Continental Shelf'OCS) area of lower Cook Inlet for lease through I.ease Sale 191 Three 
days before the sale was to take place, Lease Sale 191 was cancelled due to a lack of bidders 
In follow up conversation* with potential bidders, MMS identified several factors that made 
the sale unattractive to industry One of the key issues was the lack of risk reduction for the 
early phases of any exploration effort

In particular was the lack of incentives to offset the high risk nature of exploration efforts.
The terms and incentives of Lease Sale 191 were weighted towards the production side This 
meant that, from the prospective bidders perspective, cost mitigation only kicked in after oil 
or natural gas were discovered. This was a real disincentive to industry as these terms did 
very little to reduce the financial risks associated with the highest risk phases of any effort to 
develop a lease in the OCS An exan ,>le of the high cost aspects of exploration is the cost of 
mobilizing a jack-up drill rig discussed earlier in this report

The MMS is moving forward with Lease Sale 199, scheduled for May of 2006, and is 
attempting to address the concerns of industry by revising the proposed lease terms within its 
statutory scope of authority to do so The MMS has issued a Request for Information and 
Notice of Intent to Prepare an Environmental Assessment for Cook Inlet Sale l9921 and will 
take public comment through February I0lh, 2005 A Final Notice of Sale will be issued in 
early 2006.

Additional Federal legislation will need to be pursued with the Congressional delegation to 
address coastal community revenue sharing, in particular if the Federal Energy Bill is revived 
in some form It may also be necessary to pursue additional authority for MMS to offer 
additional lease incentives such as ‘dry hole’ credits and similar incentives available in the 
Gulf of Mexico.

Petroleum News. “ North Slope likely lias 2 1 1 tcf undiscovered gas." August I . 2004
:i Federal Register, Vol. 69, No. 247 / Monday. December 27. 2004 / Notices, page 77265
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B r i s t o l  B a y  O i l  &  G a s  A r e a - w i d e  L e a s e  S a l e

Another potential source of natural gas from outside the Cook Inlet Basin is the Bristol Bay 
region Geographically much closer to Cook Inlet than the North Slope, this region offers 
significant potential for economically accessible natural gas and oil reserves Of most 
significance to the purpose of this report arc the potential natural gas reserves

The Bri .to! Bay region has seen limited oil & gas exploration efforts since 1906 Twenty-six 
onshorr wells and one offshore well have been drilled to date The most recent exploration 
well v is drilled in 1985. No commercial discoveries have been made to date, though oil and 
gas shows were evident in many wells. The last lease sale to take place in the region was a 
Fr ler il offshore sale that drew $96 million in bids Nine years ago, those leases were bought 
back by the Federal government at the urging of local communities concerned with possible 
im acts to regional commercial fisheries

In recent years, economic pressures have generated new calls from local community leaders 
for a renewal o f oil & gas exploration in the Bristol Bay region, with a focus of support going 
c wards onshore exploration only 22 The severely depressed economies of the region, driven 

largely by poor salmon prices, have created much of the support for new oil & gas 
exploration

I he proposed State of Alaska Bristol Bay area-wide lease sale (Appendix A Map # I) 
ui ompasses 3.2 million acres, nearly 3 times the size of the proposed ANWR acreage 
While no specific estimates of reserves are available from the State of Alaska, the Division of 
Oil and Gas has commented publicly that “ . the oil potential is in the hundreds of millions of 
barrels and the gas is in the multiple trillions of cubic feet range ”21

Upo i successful completion of the ACMP consistency determination and the Best Interest 
Finding processes, a lease sale is tentatively scheduled for October of 2005 Successful lease 
bids would be finalized by April, 2006 Efforts to begin exploration would likely begin in late 
2006 or early 2007, pending necessary permits

Proposed terms for the Area-wide lease sale include restrictions to onshore drilling only. 
Exploration of offshore acreage is allowed, but only by using directional drilling technology 
from on: hore drill sites The State offshore acreage extends to three miles offshore No 
offshore facilities will be allowed

In addition o the proposed Area-wide lease sale in 2005, an exploration license for 
approximately 329,000 acres surrounding the Dillingham area (Appendix A: Map #2), north 
of the proposed area-wide lease sale area was recently awarded Specifically targeted for 
natural gas, this exploration license was awarded to Bristol Shores LLC, which is owned by 
four Native elders Bristol Shores has committed to a $3 2 million work commitment if the 
company accepts the seven-year license as proposed by the State of Alaska This exploration

22 Slate of AK. Department of Natural Resources, Division of Oil &  Gas, "Bristol Bay Basin Exploration 
License No. I, Appendix A. "Summary of Public Comments and Responses Christian Science Monitor. "As 
fishing falls off. rural Alaska wants oil.” November 12, 2003.

Petroleum News. "Bristol Bav road considered.” July 20. 2003
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license did draw opposition from environmental groups concerned with possible impacts from 
natural gas exploration and production efforts, including an appeal and request for 
reconsideration of the State’s Best Interest Finding supporting the exploration license award 
The State denied the appeal and the environmental group that filed the appeal has stated it will 
not pursue its appeal in Superior Court

The Kenai Peninsula Borough has several likely interests in the successful exploration and 
development of Bristol Bay oil and gas reserves First is the potential of Bristol Bay natural 
gas reserves being delivered totally or in part to the Cook Inlet in as part of a diversified 
supply model

Second is the likelihood that Cook Inlet based support companies will successfully bid on a 
number of contracts related to exploration & development efforts in the Bristol Bay Region 
Given the similar environmental and working conditions in both regions, Cook Inlet support 
companies will have a strong edge on outside competitors for these contracts

Third, the Cook Inlet, and in particular the Kenai Peninsula Borough, will be likely staging 
and logistics centers to support exploration and development in the Bristol Bay region In 
particular, dock, port and airport facilities in Nikiski, Kenai and Homer are all strategically 
located to act as staging points for equipment and materials to be delivered directly by air or 
via ship and barge to proposed dock and road facilities in the Williamsport area of lower 
Cook Inlet There are strong opportunities f*>r the Bristol Bay oil & gas exploration 
infrastructure needs to complement the p ressed  Pebble Mine project road and port facilities 
and power grid needs

And finally, this type of exploration effort will generate stronger economic tics between the 
communities of the Bristol Bay region and the Kenai Peninsula Borough As improved road, 
port and air access is developed, it will become more economical for general commerce to 
increase between the two regions.

To better facilitate these points, stronger relationships and shared goals need to be developed 
between the Kenai Peninsula Borough and its communities and the three Boroughs and the 
many communities of the Bristol Bay region The Kenai Peninsula Borough has excellent 
resources and expertise to offer, both within and outside Borough government, that could be 
of great use to Boroughs and communities of the Bristol Bay region

C r u d e  O i l

This section will examine recent trends in oil production and proven oil reserves within the 
Cook Inlet Basin An outlook for future production and possible solutions to declining oil 
reserves will also be examined

Cook Inlet Crude Oil Production and Reserves

The following chart describes Cook Inlet proven crude oil reserves and total annual 
production since 1997.

15



Estimated Cook Inlet Basin Proven Oil Reserves &  Total Annual Production

1997 to 2004

Year Proven Reserves*4 
(Million Barrels)

Total Annual Production25 
(Million Barrels)

1997 120 12.167
1998 76 11.810
1999 76 10.905
2000 72 10.720
2001 186 11.497
2002 186 11.284
2003 166.7 10.059
2004 80 9.09236

The significant upward changes in proven reserves between the years 2000 and 2002 were 
based on initial estimates for the Redoubt Shoals Field under development by r orest Oil 
Company through the Osprey platform. The 86.7 million barrel reduction in proven reserves 
from the year 2003 to 2004 was mostly based on the recent re-evaluation of the Redoubt 
Shoals Field by Forest Oil Company that significantly down-graded the reserves of this field 
by 49 million barrels.* 7 Redoubt Shoals f ield is now forecasted by the State of Alaska to 
cease production afler 2010.2* In addition to reductions at Redoubt Shoals, significant 
reductions in proven reserves totaling 34.2 million barrels from 2003 to 2004 at the Granite 
Point, McArthur River and Middle Ground Shoals units were due to both ongoing production 
and re-evaluation of the proven reserves data by the State of Alaska.

The following graph7' describes historic and forecasted crude oil production in Cook Inlet 
through 2022.

24 State o f Alaska, Department o f Natural Resources, D ivision o f O il and Gas, I 997-2004 Annual Reports

25 State o f Alaska. Department o f Natural Resources, Division o f  O il and Gas. 1997-2004 Annual Reports

2b State o f Alaska, Department o f Natural Resources, D ivision o f  O il and Gas. 2004 Annual Report, Page 4-22

Forecast lor 2004 Cook Inlet O il Production

:7 Petroleum News, “Redoubt Flame Dwindles," February l “, 2004

’* State o f A K , Department o f Natural Resources, D ivision o f O il &  Gas, 2004 Alaska O il &  Gas Report, page 4-

22
29 State o f A K , Department o f Natural Resources, D ivision o f O il &  Gas, 2004 Alaska O il &  Gas Report, Page 

4-23



Figure IV.4 Cook Inlet Historic and Forecast Oil Production
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All proven reserves of Cook Inlet oil are now forecasted by the State of Alaska to be depleted 
by the end of 201610 unless new reserves are found and developed This is significant in that 
the Tesoro refit ry is the sole consumer of all Cook Inlet oil production, which accounts for 
approximately one third of Tesoro’s requirements for feedstock. If this production decline 
curve continues unchecked, Tesoro will ultimately meet all its feedstock requirements using a 
combination of North Slope crude oil and shipments of opportunity from other sources such 
as the Russian Far East This will result in a significant increase in oil tanker traffic in the 
Cook Inlet to deliver this feedstock to the Tesoro refinery unless new reserves are developed 
within the Cook Inlet Basin

Based or. government and industry speculative projections,’1 there are potential oil reserves 
yet to be discovered within the Cook Inlet Basin that could be in excess of 10 billion barrels 
of recoverable oil However, several obstacles must be overcome before active oil 
exploration could be expected to commence in the Basin to explore these estimates Those 
obstacles include the likelihood that reserves will lie within technically difficult geological 
structures, making both discovery and development very expensive propositions for industry

Substantial investments will need to be made in new and upgraded facilities and equipment to 
adequately explore for these new oil reserves. Possible solutions include the State of Alaska 
adopting new capital reinvestment credits for onshore and offshore facilities improvements 
needed to explore more technically challenging structures and traps In addition, new 
exploration incentives could be implemented for both seismic and exploration drilling work 
that mitigate risks associated with discovery of these technically more demanding geological 
structures and traps.

30 State of AK, Department of Natural Resources. Division of Oil &  Gas, 2004 Alaska Oil &  Gas Report, page 4-
2231 U.S. Minerals Management Service, OCS EIS/EA MMS 2003-4)55. Oil &  Gas Lease Sales 191 &  199, page 
B-l & Table V -10 ; Petroleum News. “Escopeta Oil's search for Cook Inlet’s missing giants.”’ August 29 lh,
'  04
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There is also a likely need to provide additional Federal incentives to reduce risks during the 
exploration phase o f oil & gas development within the Federal waters of the lower Cook Inlet. 
The Outer Continental Shelf (OCS) represents a significant portion of the potential 
undiscovered oil reserves o f the Cook Inlet Basin. However. OCS Lease Sale 191 that was 
scheduled in May. 2004 was cancelled due to lack of industry interest. This lack of interest 
was due in part to the nature of the lease sale incentives offered. These incentives were 
weighted towards royalty reductions once a discovery was made and production had hegun. 
There were no provisions for financial risk reduction during the cxpktration phase of lease 
development. Current Federal law does not allow for this kind of risk reduction incentive 
during exploration and may need to he addressed through new Federal legislation.

Of most significance is the need to mobilize a jack-up drill rig to Cook Inlet to allow for 
offshore exploration of new offshore oil reserves. Industry estimates vary, but the likely cost 
to mobilize a jack-up drill rig to Cook Inlet could exceed $20 million. This cost estimate only 
covers the cost to deliver the jack-up drill rig to Cook Inlet and then remove it once 
exploration drilling is completed. Actual drilling will require additional funds to be invested 
by the company or companies interested in exploring their prospective offshore leases. This 
mobilization cost has to date been an insurmountable risk factor that industry has been unable 
to overcome. It is likely the State of Alaska will need to identify an appropriate form of 
incentive to reduce this risk to a manageable level that facilitates the contracting of a jack-up 
drill rig to Cook Inlet. Ultimately, with 90% of potential new oil reserves Iikciy to be 
discovered in offshore areas of the Cook Inlet Basin.mobilization of a jack-up drill rig to 
Cook Inlet is a vital piece to development of new oil reserves within the Cook Inlet Basin.

Cook Inlet Crude Oil Exploration Outlook for 2005

The outlook for crude oil focused exploration in 2005 is minimal at best, though there is new 
activity. A few new exploration drilling efforts are planned and there is some exploration 
related activity planned. Several companies are active in crude oil production in Cook Inlet.
I lore is a recap of those companies:

• Unocal will continue with a status quo work plan for 2005. Most o f Unocal's oil 
reserves are offshore in the Granite Point and McArthur River Units. The Swanson 
River Unit, Trading Bay Unit and other smaller fields make up the remainder. The 
Baker and Dillon platforms will likely remain shut in. Unocal continues to be the 
largest producer of crude oil in Cook Inlet and will account for over 80% of Cook 
Inlet crude oil production in 2005.

• X T O  Energy is the only active driller in the offshore areas in 2005. XTO will 
complete a schedule of rework and development wells later this spring. XTO’s two 
offshore facilities, the “A” and “C” platforms, will account for over 10% of Cook Inlet 
crude oil production in 2005.

• ConoeoPhillips has one active exploration effort in Cook Inlet at the Cosmopolitan 
Unit just north and offshore of Anchor Point. Known as the “Cosmo," this unit has 
seen significant exploration in recent years with two world class direction drilled 
exploration wells drilled to targets three miles offshore. While no definitive results 
have been announced, ConoeoPhillips has just committed to the State of Alaska to

U.S. Geological Survey National Assessment, 1995 Circular 1118
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perform an extensive 3-D seismic survey of the Cosmo by November of 2005, and 
may choose to commit to a third exploration well in 2006 Ultimately, it is likely that 
if this prospect is deemed commercially viable, it will need to be developed using an 
offshore platform

• Forest Oil Company has no plans for new crude oil exploration in 2005 Enhanced 
Oil Recovery (EOR) has been approved by the State of Alaska for Forest Oil’s only 
offshore facility, the Osprey Platform However, crude oil production is forecasted to 
end at the Redoubt Shoals Unit in 2010

• Aurora Gas L L C  has announced plans to drill four exploration wells focused on 
crude oil in 2005. Two of these wells will be on the Westside of Cook Inlet, while the 
other two wells will be drilled on the Kenai Peninsula One will be drilled just south 
of Anchor Point and the second well will be drilled north of Kasilof Aurora estimates 
there could be 400 million barrels of unrisked expected recoverable reserves and 140 
million barrels of risked reserves3

•  Other Companies with lease positions or small operations in Cook Inlet, but with no 
plans for new exploration efforts in 2005 include

o Prodigy Alaska LLC, with significant offshore leases, is seeking investor to 
develop its estimated crude oil reserves potential of 111-358 million barrels of 
oil equivalent 14

o Escopeta Oil &  Gas/BBI, the largest offshore leaseholder in Cook Inlet, is 
seeking investors to develop its estimated crude oil reserves potential of I 3 
billion barrels "

o Devon Energy is a new company to Cook Inlet and does not own any leases 
outright However, Devon has recently increased its ownership position in the 
Cosmopolitan Prospect While still a minority owner, this new investment 
could be significant

O t h e r  P r o j e c t s  a n d  I s s u e s

D R & K  Standards for Cook Inlet Offshore Platforms

After 40 years of offshore exploration and development within the Cook Inlet ' ’•'sin, the issue 
of Dismantling, Removal and Restoration (DR&R) is coming to forefront with other policy 
issues important to the oil & gas industry Currently, while the operators of the 16 existing 
offshore platforms are required to dismantle and remove the platforms once they are 
“abandoned,” there are no specific DR&R standards for Cook Inlet offshore platforms Since 
all existing platforms are located within State waters, Federal authority is restricted to the 
general terms of the permits issued by the U.S. Army Corps of Engineers The State statute 
governing DR&R is very general, leaving Alaska Department of Natural Resources with great 
latitude regarding platform DR&R

Industry is beginning to actively seek more clarity on this issue, with several public comments 
in recent public forums by Unocal about the need to adopt more defined standards for DR&R 
This has ramifications on several fronts, including on the sale of existing platforms that still

"  Petroleum News Publication “The Explorers." Aurora Gts LLC profile, page 30 
u Petroleum News Publication “The Explorers." Prodigy Alaska LLC profile, page 79 
35 Petroleum News Publication "The Explorers." Escopeta Oil & Gas/BBI profile, page XI
*  Petroleum News Publication “The Explorers." Devon Canada Corporation profile, page X0
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have economic life and on the removal of platforms that have reached the end of their 
economic life. There is also a preliminary study on the DR&R issue commissioned by Cook 
Inlet Regional Citizens Advisory Council that is in the final stages of internal review before 
being released to the public.

The Kenai Peninsula Borough should continue to monitor this issue and be prepared to 
comment on any standards proposals that may come forward in 2005 and beyond. Tens of 
millions of dollars worth of AS 42.56 taxable infrastructure. as well as several hundred 
existing and future jobs could be affected by any new standards proposed.

Cook Inlet National Pollutant Discharge Elimination System (NPDES) Oil and Gas 

General Permit

Cook Inlet offshore oil and gas platforms are currently allowed under the terms of the current 
NPDES general permit, issued by the U.S. Environmental Protection Agency (EPA). to 
discharge treated produced water into Cook Inlet. These authorized treated discharge': include 
drilling fluids & cuttings, deck drainage, sanitary wastes, domestic wastes, desalination unit 
wastes, non-contact cooling water, uncontaminatcd ballast water, bilge water and other fluids 
generated by operations & maintenance. It should be noted that while the permit covers these 
discharges, not every facility discharges all these fluids.37 These waste streams are controlled 
in a similar, if not more restrictive manner, as the sewage outfall of waste treatment plants in 
several Cook Inlet cities such as Anchorage, Kenai and Homer.

The implication o f this permit to the oil & gas industry is that if permit standards for 
allowable levels of discharge is restricted to significantly lower levels, the cost of retrofitting 
or upgrading platforms may be non-economic ami could result in the closure of one or more 
of the offshore platforms currently operating in Cook Inlet.

The existing permit expired April I'1, 2004 and was administratively renewed on a temporary 
basis until the permit renewal process is completed. Previous EPA estimates for a 
completion date for this ,>ermit renewal process was projected for September, 2005.
I lowevcr, EPA issued a notice on January 13,h that the schedule was about to be revised, so 
this completion date may be in doubt.

When it is finally issued, the renewed NPDES general permit could negatively impact a 
significant portion of the Kenai Peninsula Borough workforce and AS 43.56 taxable 
properties within the Kenai Peninsula Borough. The Kenai Peninsula Borough should 
continue to monitor this issue closely as it develops and be prepared to offer c >mmcnt where 
appropriate.

Pebble Gold-Copper Project

The Pebble Gold-Copper Project, located within the Lake & Peninsula Borough (Appendix A: 
Figure 1-1) near the community of Iliamna will have ripnlc effects within the economy of the 
Kenai Peninsula Borough. In the context of this report, if this project goes forward it will 
likely create new economic dynamics within the Cook Inlet oil & gas industry and support 
industry'.

,7 U.S. Environmental l*roteclion Agency, “ Cook Inlet General Permit Information Sheet, February 13, 2004



The Kenai Peninsula Borough Administration has coordinated several opportunities in 2004 
for officials to meet with representatives of the City of Homer, Homer Chamber of 
Commerce, City of Kenai and Kenai Chamber of Commerce and numerous companies 
through out the Homer, Kenai, Seward and Nikiski areas These meetings have been very 
productive in gaining the attention of Northern Dynasty and bring their focus on to the many 
services and facilities the Kenai Peninsula Borough has to offer in support of the Pebble 
project It has also helped these numerous Peninsula entities to gain a better understanding of 
the needs of the Pebble project and Northern Dynasty Minerals

The Pebble project will develop what appears to be a world class gold, copper, silver and 
molybdenum deposit through an open pit mine and mill that will process between 100.000 
and 200,000 tons per day of raw ore ,x Construction will, by conservative estimates begin in 
2008, with operations beginning in 2010

In support of the project, several infrastructure components must be developed including an 
85+ mile road connecting the mine to Cook Inlet, an improved port at the Cook Inlet terminus 
of the road, a support industry base able to offer skills and services specific to the mine 
operations and a power generation and delivery system capable of delivering 200* megawatts 
of electricity to operate the mine These infrastructure and workforce components will interact 
with Cook Inlet oil and gas industry on several levels

First, the new road and port connection to Bristol Bay will facilitate the ability of Cook Inlet 
based exploration and support companies to better meet mobilization and services needs for 
any exploration efforts in that region This road will offer 365 day a year access to the region 
If the road and port are not available, this severely restricts the ability to mobilize equipment 
to the region. This restricted seasonal access in the summer would be by barge and ship, and 
by aircraft only in the winter

Second, the Pebble project offers an excellent opportunity for many Cook Inlet oil & gas 
support companies to expand their scope of services to include mining Many of the 
disciplines and skills needed for support of mining operations are very similar to those needed 
to support oil & gas exploration Several support companies with operations based on the 
Kenai Peninsula are in varying levels of dialog with Northern Dynasty to better understand 
the needs of the project and how their companies can better compete for project contracts

Finally, there will be hundreds of jobs that will likely be filled by Kenai Peninsula workers if 
the project begins construction and moves into active operations The Lake and Peninsula 
Borough and other boroughs and communities of the Bristol Bay region should and will have 
first chance at filling the 2,000 construction and 1,000 operations jobs that this project will 
offer But v. .th a general population of just over 8,000 in the area from Egegik to Dillingahm 
to llliamna, it is highly unlikely that the local population of the region could provide the entire 
workforce needs of this project The Kenai Peninsula Borough, with its substantially larger 
population, existing trained workforce and significant training facilities already in place in 
Kenai, Seward, Soldotna and Homer, is in an excellent position to fill a significant portion of 
the workforce needs of the Pebble project

'* Northern Dynasty Minerals. L id ., Project description, ««« northemdvnasiynnncrals coin.



As the Pebble project continues to be developed (Appendix A: Figure 1-2 & 1-3), the Kenai 
Peninsula Borough should be very active in helping to coordinate the efforts of the 
communities and industries within the Bor, .rgh to identify and make the most of 
opportunities the Pebble project will offer. The Kenai Peninsula Borough should also be 
actively coordinating its efforts with the Lake and Peninsula Borough and other appropriate 
entities in the Bristol Bay region to provide for complimentary efforts between the two 
regions that maximize opportunities for both.

Workforce Development

It has become increasingly apparent in the last year that there are several major projects on the 
horizon that have reached varying degrees of likely success. Any combination of these 
projects could create significant demands on the workforce training facilities of the Kenai 
Peninsula Borough. In point of fact, a number of those projects by themselves would require 
a tremendous number of workers on their own. Several o f those pro jects include:

• NP R A -  Initial efforts have already begun to develop oil & gas reserves in this region 
west of the existing Prudhoe Bay fields. As exploration ramps up, and successful oil 
& gas discoveries arc made, infrastructure will begin to extend out into NPRA. 
Conservatively, assuming modest success, this development would require at least 
1,500 positions to fully develop the resources and infrastructure.

• Pebble Project- Slated to employ 2.000 construction and 1,000 operations workers, 
this project will likely begin construction in 2008 and operations in 2010. This time 
line assumes a three-year period for permitting and final design work.

• A N W R -  Several assumptions must be made regarding this project using public 
information to date. First is that the Federal authorization will pass in 2005. The 
second assumption would be that a lease sale could be scheduled in time for initial 
seismic exploration to begin in the winter of 2008. The final assumption would be the 
size of the resource and the workforce that would be needed to develop it, including 
the induced jobs. With these assumptions in mind, approximately 10,000 jobs would 
be created in Alaska by this project.

• Alaska North Slope Gas Line project- Assuming that the “Big 3” producers project 
were to go forward, it would employ 9,000 construction and 1,000 operations workers. 
Based on published project information, earliest construction would begin in 2010. 
with earliest operations beginning in 2014.

• Aging Oil &  Gas Workforce- Not a specific project, but a factor just the same, is the 
issue of the aging oil & gas workforce in Alaska. Approximately one-third of 
Alaska’s oil & gas workforce is over age 50. This is significant in that most long-term 
oil & gas workers tend to retire at or near age 55. This represents in excess of 3,000 
workers across Alaska that will need to be replaced just to maintain the status quo. 
Assuming most will retire by the time they arc 58. this issue will be ongoing through 
2012.

• Bristol Bay Oil &  Gas- Assuming modest exploration efforts resulting in modest 
discoveries of new oil and gas reserves, approximately 500 workers will be needed to 
explore and develop these reserves. This is a very conservative estimate in light of the 
still speculative nature of the resources of this region .

• Lower Cook Inlet O C S  leases- Assuming two significant and distinct discoveries in 
this region, and using MMS estimates for workforce requirements per platform, 
exploration and development of this region will require approximately 500 workers.
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1 Ising the timelines identified by the MMS, this effort would begin in earnest during 
2008 and continue into the future.

The really interesting part of this look at projects is when you line them all up and examine 
how they overlap The following chart represents that examination

If all projects were to go forward as described, there would be a need for 29,000 workers to 
facilitate the success of these projects In particular, the period of 2008 to 2012 is a peak 
period for workforce requirements

Obviously, the likelihood of every one of these projects going forward as described is 
questionable But if even half of these projects, or in some cases even one project goes 
forward as planned, there will be a serious scramble to train Alaskans to fill those jobs unless 
preparations begin now to meet these needs in an organized and intelligent manner.

The training facilities located within the Kenai Peninsula Borough are in an excellent position 
to play a significant role in this effort Those facilities include the Alaska Vocational 
Technical Center (AVTEC) in Seward, the Kenai Peninsula College (KPC) campuses in 
Soldotna and Homer, the Mining and Petroleum Training Service (MAPTS) headquartered in 
Soldotna, and the Alaska Regional Fire Training Center in Kenai.

All of these training facilities have specific strengths in facilities and programs that, when 
taken as a whole, offer an outstanding training infrastructure in place However, given the 
workforce numbers, types of projects and skill sets that will be required, it is likely that these 
programs and facilities will need to be expanded to meet even a portion of the training 
demands that are looming on the horizon

Preliminary efforts are already underway to coordinate planning between these facilities An 
ad hoc group was formed earlier in 2004 that has been working to develop an organization to 
perform that coordination of planning, as well as to represent the Kenai Peninsula Borough
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region to the Alaska Workforce Investment Board (AW1B) on an advisory basis. This ad hoc 
group, currently named the Kenai Peninsula Development Coalition (KPDC) is now working 
towards forming a more formal organization. Participants in this group include the training 
providers and the school district, chambers of commerce, trade unions, state and local 
agencies, and representatives of local business and industry. Additional participation is 
actively being sought from representatives active in industries not currently represented.

Ultimately, KPDC' hopes to be active in identifying and obtaining training related funds from 
non-traditional grant sources such as industry and foundations, in addition to traditional grants 
from Federal and State agencies. These funds would then pass on to the existing training 
providers, the school district and other programs where appropriate to help promote a 
comprehensive training system based on the Kenai Peninsula Borough that addresses key 
training needs for new industry projects across Alaska, as well as the ongoing workforce 
needs of the existing industries and businesses of the Kenai Peninsula Borough.

The Kenai Peninsula Borough should continue to monitor and participate in the development 
of KPDC, and work to help strengthen and prepare the Peninsula based training facilities and 
programs, as well as the K-12 programs at the school district. Additionally, the Kenai 
Peninsula Borough should facilitate discussions between the Peninsula based training 
providers and the Lake & Peninsula Borough. Bristol Bay Borough and the North Slope 
Borough. The purpose of those discussion would be to identify and promote culturally 
sensitive programs that would bring students and trainees from these Boroughs to the Kenai 
Peninsula Borough for advanced training programs that would complement training programs 
already in place in those Boroughs.
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M ap #2, Bristol Bay A pproved E xploration  License A rea
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AOGCC and Future Cook Inlet

A O G C C - A u t h o r i t y ,  O v e r s i g h t ,  a n d  

F u n c t i o n
:  • i  ■ .■ • >  :

C o o R  I n l e t  O i l  &  G a s  I n v e s t o r s

H i s t o r y  o f  O f f s h o r e  C o o k  I n l e t  O i l  a n d  

G a s  >

A O G C C  C o o k  I n l e t  W i s h  L i s t

Presentation lo r RcSourctes C’oniniitlccs, Kenai



A l a s k a  O i l  a n d  G a s  C o n s e r v a t i o n  C o m m i s s i o n
( A O G C C )  .

M i s s i o n

Protect the public interest in oil and gas resources and protect 
underground supplies of drinking water.
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A L A S K A  ST A T E L E G IS L A T U R E
S e n a t o r  T h o m a s  H .  W a g o n e r

Official Business

•  Co-Chair. Senate Transportation Committee

•  Vice-Chair. Senate Resources Committee

•  Vice-Chair. Community &  Regional Affairs

•  Member. Legislative Council

Session: Innuarv - May 
Stale Capitol, #427 

Juneau, AK 99801
Phone: 907-465-2828 Fax: 907-465-4779

Interim: May - December 
145 Main Street Loop; Suite 226 

Kenai, AK  99611 
hone: 907-283-7996 Fax 907-283-8127

February 2. 2005

M ike Stophlet, President &  CEO 

ASRC Energy Services 

3900 C St.. Suite 701 

Anchorage, AK 99503

Dear Mr. Stophlet;

In December, I sent a letter regarding a Joint Senate &  House Resource Committee meeting on 

Friday, February 11, 2005, on the Kenai Peninsula, to receive input from businesses that are 

active in the Cook Inlet. I have not received a response from you and so am follow ing up with 

this letter, in case the previous correspondence was inadvertently lost or misplaced.

Essentially, you would have 10 to 15-minutes to provide information to the committee and then 

'here would be time for questions and answer follow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe arc necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

If you wish to participate, please advise my office as soon as is possible; please contact my 

Resources Committee staff, Mary Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your time and consideration.

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24"' Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24,h Alaska Legislature
Kenai Peninsula Borough Mayor F Ic Bagley

Sincerely,



Official Business

A L A S K A  ST A T E L E G IS L A T U R E
S e n a t o r  T h o m a s  H .  W a g o n e r

•  Co-Chair, Senate T  ransportation Committee

•  Vice-Chair, Senate Resources Committee

•  Vice-Chair, Community &  Regional Affairs

•  Member, Legislative Council

Session: lanuarv - May 

Stale Capitol, #427 

Juneau, AK 99801

Phone: 907-465-2828 Fax: 907-465-4779

Interim: May - December 

145 Mam Street Loop; Suite 226 

Kenai, AK 99611 

hone: 907-283-7996 Fax 907-283-8127

February 2, 2005

James Udelhcven, CEO

Udelhoven O ilfie ld System Services, Inc.

184 E. 53rd Ave.

Anchorage, AK  99518-1222

Dear Mr. Udelhoven;

In December, I sent a letter regarding a Joint Senate &  House Resource Committee meeting on 

Friday, February 11, 2005, on the Kenai Peninsula, to receive input from businesses that are 

active in the Cook Inlet. I have not received a response from you and so am follow ing up with 

this letter, in case the previous correspondence was inadvertently lost or mis 'laced.

Essentially, you would have 10 to 15-minutes to provide information to the committee and then 

there would be time for questions and answer follow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe arc necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

II' you wish to participate, please advise my office as soon as is possible; please contact my 

Resources Committee staff, Mary Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your tunc and consideration.

Sincerely,

Senator Tom Wagoner, Chair 

Senate Resouices Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24,h Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24lh Alaska Legislature
Kenai Peninsula Borough Mayor Dale Bagley



A L A S K A  ST A T E L E G IS L A T U R E

Official Business

Session: lanuarv - May 
Stale Capitol, #427 

Juneau, AK 99801
Phone: 907-465-2828 Pax: 907-465-4779

Interim: May - December 
145 Main Street Loop; Suite 226 

Kenai, AK 99611 

hone: 907-283-79% Fax 907-283-8127

February 2, 2005

Pete Leathard, President 

VECO Corporation 

3601 C Street, Suite 1000 

Anchorage. AK 99503

Dear Mr. Leathard;

In December, I sent a letter regarding a Joint Senate &  House Resource Committee meeting on 

Friday, February 11, 2005, on the Kenai Peninsula, to receive input from businesses that are 

active in the Cook Inlet. I have not received a response from you and so am follow ing up with 

this letter, in ca .c the previous correspondence was inadvertently lost or misplaced.

Essentially, you uould have 10 to 15-mrutes to provide information to the committee and then 

there would he time for questions and answer follow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe are necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

If you wish to participate, please advise my office as soon as is possible; please contact my 

Resources Committee staff, Mary Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your time and consideration.

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24'1' Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources. 2411' Alaska Legislature
Kenai Peninsula Borough Mayor Dale Baglcy

Sincerely,



A L A S K A  ST A T E L E G IS L A T U R E

Official Business

S e n a t o r  T h o m a s  H .  W a g o n e r

•  Co-Chair. Senate Transportation Committee

•  Viec-Chair, Senate Resources Committee

•  Vice-Chair. Community &  Regional Affairs

•  Member. Legislative Council

Session: lanu.irv - May 
State Capitol, #427 

Juneau, AK 99801

Rhone: 907-465-2828 Fax: 907-465-4779

Interim. May - December 
145 Main Street Loop; Suite 226 

Kenai, AK  99611 

hone: 907-283-79% Fax 907-283-8127

February 2, 2005

Don Jones, CEO 

Pioneer Oil Company

H ighway 50 & Airport Road, RR 4 Box 142B 

Lawrenceville, IL  62439

Dear Mr. Jones;

In December, I sent a letter regarding a Joint Senate &  House Resource Committee meeting on 

Friday, February 11, 2005, on the Kenai Peninsula, to receive input from businesses that arc 

active in the Cook Inlet. I have not received a response from you and so am fo llow ing up with 

this letter, in case the previous correspondence was inadvertently lost or misplaced.

Essentially, you would have 10 to 15-minulcs to provide information to the committee and then 

there would be time for questions and answer follow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe arc necess; to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

If  you wish to participate, please advise my office as soon as is possible; please contact my 

Resources Committee staff, Mary Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your time and consideration.

Sincerely,

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24lh Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 2411' Alaska Legislature
Kenai Peninsula Borough Mayor Dale Bagley



A L A S K A  ST A T E L E G IS L A T U R E
S e n a t o r  T h o m a s  H .  W a g o n e r

Official Business

•  Co-Chair. Senale Transportation Committee

•  Vice-Chair. Senale Resources Committee

•  Vice-Chair, Community &  Regional Affairs

•  Member. Legislative Council

Session: lanuarv - May 

State Capitol, H127 
Juneau, AK 99801
Phone: 907-465-2828 Fax: 907-465-4779

Interim: May - December 

145 Main Street Loop; Suite 226 

Kenai, A K 99611 

hone: 907-283-7996 Fax 907-283-8127

February 2, 2005

Allen Gross. President 

Pelican Hill O il &  Gas, Inc.

1401 N. El Camino Road. Suite 207 

San Clemente, CA 92672

Dear Mr. Gross;

In December, 1 sent a letter regarding a Joint Senate &  House Resource Committee meeting on 

Friday. February 11, 2005. on the Kenai Peninsula, to receive input from businesses that are 

active in the Cook Inlet. I have not received a response from you and so am follow ing up with 

this letter, in case the previous correspondence was inadvertently lost or misplaced.

Essentially, you would have 10 to 15-minutes to provide information to the committee and then 

there would be time for questions and answer fo llow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe are necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

If you wish to participate, please advise my office as soon as is possible; please contact my 

Resources Committee staff, Mary Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your time and consideration.

Sincerely.

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24,h Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24lh Alaska Legislature
Kenai Peninsula Borough Mayor Dale Baglcy



A L A S K A  ST A T E L E G IS L A T U R E

Official Business

tvsMup: |am i,i[y - M ay 

Stole Capitol, #427 

Juneau, AK 99801

Phone: 907-465-2828 Fax: 907-465-4779

Interim: May - December 

145 Main Street Loop; Suite 226 

Kenai, AK 99611 
hone: 907-283-79% Fax 907-283-8127

February 2, 2005

Danny Davis, President 

Escopcta Oil &  Gas/SB I 

5005 Riverway #440 

Houston. TX 77056

Dear Mr. Davis;

In December, I sent a letter regarding a Joint Senate &  House Resource Committee meeting on 

Friday, February 11, 2005, on the Kenai Peninsula, to receive input from businesses that are 

active in the Cook Inlet. I have not received a response from you and so am follow ing up with 

this letter, in case the previous correspondence was inadvertently lost or misplaced.

Essentially, you would have 10 to 15-minutes to provide information to the committee and then 

there would be time for questions and answer follow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe arc necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

If you wish to participate, please advise my office as soon as is possible; please contact my 

Resources Committee staff, Mary Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your time and consideration.

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc : Representative Ralph Samuels, Co-Chair House Resources, 24,h Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24,h Alaska Legislature

Kenai Peninsula Borough Mayor Dale Bagley

Sincerely,



A L A S K A  ST A T E L E G IS L A T U R E
S e n a t o r  T h o m a s  H .  W a g o n e r

Official Business

• Co-Chair, Senate Transportation Committee

• Vice-Chair, Senate Resources Committee

•  Vice-Chair, Community &  Regional Affairs

•  Member. Legislative Council

Session: lanuarv - May 

Slate Capitol, #427 

Juneau, AK 99801
I’hone: 907-465-2828 Fax: 907-465-4779

Interim. May - December 
145 Main Street Loop; Suite 226 

Kenai, AK 99611 

hone: 907-283-79% Fax 907-283-8127

February 2, 2005

Rodney Cason, Presidenl 

Tcsoro Alaska Company 

P.O. Box 3369 

Kenai. AK 99611

Dear Mr. Cason;

In December. I seni a leitcr regarding a Joint Senale &  House Resource Committee meeting on 

Friday, February 11. 2005, on the Kenai Peninsula, to receive input from businesses that arc 

active in the Cook Inlet. I have not received a response from you and so am fo llow ing up with 

this letter, in case the previous correspondence was inadvertently lost or misplaced.

Essentially, you would have 10 to 15-minutes to provide information to the committee and then 

there would he time for questions and answer fo llow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe arc necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

If you wish to participate, please advise my office as snon as is possible; please contact my 

Resources Committee staff, Marv Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your time and consideration.

Sincerely,

— )

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24th Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24lh Alaska Legislature
Kenai Peninsula Borough Mayor Dale Baglcy



A L A S K A  STATE L E G IS L A T U R E
S e n a t o r  T h o m a s  H .  W a g o n e r

Official Business

•  Co-Chair. Senate Transportation Committee

•  Vice-Chair. Senate Resources Committee

•  Vice-Chair. Community &  Regional Affairs

•  Member, Legislative Council

S -sMon: lanuarv - May 
St.- le Capitol, #427 

Jun*. iu , AK 99801
I’honi 907-465-2828 Fax: 907-465-4779

Interim: May - December 
145 Main Street Loop; Suite 226 

Kenai. AK 99611 

hone: 907-283-79% Fax 907-283-8127

February 2. 2005

Shawn Bartholomac, President & CEO 

Prodigy O il &  Gas. LLC 

433 E. Las Colinas Blvd., Suite 800 

Irving, TX  75039

Dear Mr. Bartholomae;

In December, I sent a letter regarding a Joint Senate &  House Resource Committee meeting on 

Friday, February 11, 2005, on the Kenai Peninsula, to receive input from businesses that are 

active in the Cook Inlet. I have not received a response from you and so am follow ing up with 

this letter, in case the previous correspondence was inadvertently lost or misplaced.

Essentially, you would have 10 to 15-minutes to provide information to the committee and then 

there would be time for questions and answer follow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe arc necessary to work in Cook Inlet: issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

If you wish to participate, please advise my office as soon as is possible; please contact my 

Resources Committee staff, Mary Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your time and consideration.

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24'1' Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24'1' Alaska Legislature
Kenai Peninsula Borough Mayor Dale Bagley

Sincerely,



A L A S K A  ST A T E L E G IS L A T U R E

Official Business

S-vaon: lanuarv - May 

State Capitol, #427 

Juneau, AK 99f01

I'hone: 907-465-2828 Fax: 907-465-4779

Interim: May - December 
145 Main Street Loop; Suite 226 

Kenai. AK 99611 

hone: 907-283-7996 Fax 907-283-8127

February 2. 2005

Margie Brown, President &  CEO 

C IR I

P.O. Box 93330 

Anchorage, AK 99509-3330

Dear Ms. Brown;

In December, I sent a letter regarding a Joint Senate &  House Resource Committee meeting on 

Friday, February 11, 2005, on the Kenai Peninsula, to receive input from businesses that are 

active in the Cook Inlet. I have not received a response from you and so am fo llow ing up with 

this letter, in case the previous correspondence was inadvertently lost or misplaced.

Essentially, you would have 10 to 15-minu"*s to provide information to the committee and then 

there would he time for questions and answer follow ing your presentation.

The intent is to provide you with a platform to speak directly to Legislators about matters you 

believe are necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

If you wish to participate, please advise my office as soon as is possible; please contact my 

Resources Committee staff, Mary Jackson, at 465-4907 or fax me at 465-4779.

Thank you for your time and consideration.

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24lh Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24111 Alaska Legislature
Kenai Peninsula Borough Mayor Dale Bagley

Sincerely,



A L A S K A  ST A T E L E G IS L A T U R E
S e n a t o r  T h o m a s  H .  W a g o n e r

Official Business

• Co-Chair, Senate Transportation Committee

• Vice-Chair. Senate Resources Committee

• Vice-Chair, Community & Regional Affairs

• Member. Legislative Council

S,'» jon: la.nuary -.May 
State Capitol, #427 

Janeau, AK 99801
Phone: 907-465-2828 Fax: 907-465-4779

Interim: May - December 
145 Main Street Loop; Suite 226 

Kenai, AK 99611 

hone: 907-283-79% Fax 907-283-8127

February 2, 2005

Bill Boycott, Manager, Kenai Nitrogen Operations

Agrium
P.O. Box 575

Kenai, AK 99611-0575

Dear Mr. Boycott;

Thank you for agreeing to speak to the Joint Senate &  House Resource Committee meeting on 

Friday. February 11, 2005.

To reiterate my original request, I am asking for a 10 to 15-minute presentation by each party, 

followed by questions from committee members. The presentation should focus on matters you 

believe arc necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

This forum is intended to give you an opportunity to speak directly to legislators about the needs 

you have for continued operation in the Cook Inlet. There w ill also be an opportunity to meet 

informally in the morning as committee members and other guests take advantage of the tours 

that w ill be provided.

Thank you for agreeing to participate and I look forward to your presentation.

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24lh Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24lh Alaska Legislature
Kenai ’cninsula Borough Mayor Dale Bagley

Sincerely,



A L A S K A  STATE L E G IS L A T U R E

Official Business

Session, lanuarv - May 

Slate Capitol, #427 

Juneau, AK  99801
Phone: 907-4(^-2828 Fax: 907-465-4779

Interim: May - December 

145 M ain Street Loop; Suite 22(i 

Kenai, AK 99611 

hone: 907-283-7996 Fax 907-283-8127

February 2, 2005

Scoit Pfoff, Presideni 

Aurora

10333 Richmond Avc., Suile 710 

Houston. TX 77042

Dear Mr. Pfoff;

Thank you for agreeing to speak to the Joint Senate &  House Resource Committee meeting on 

Friday, February 11, 2005.

To reiterate my original request, I am asking for a 10 to 15-minute presentation by each party, 

followed by questions from committee members. The presentation should focus on matters you 

believe are necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

This forum is intended to give you an opportunity to speak directly to legislators about the needs 

you have for continued operation in the Cook Inlet. There wiM Iso be an opportunity to meet 

informally in the morning as committee members and other guests take advantage of the tours 

that w ill be provided.

Thank you for agreeing to participate and 1 look forward to your presentation.

Sincerely,

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24lh Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24lh Alaska Legislature
Kenai Peninsula Borough Mayor Dale Bagley



Official Business

A L A S K A  ST A T E L E G IS L A T U R E
S e n a t o r  T h o m a s  H .  W a g o n e r

•  Co-Chair, Senale Transportation Committee

•  Vice-Chau . Senate Resources Committee

•  Vice-Chair, Community &  Regional Affairs

•  Member. Legislative Council

Session: lanuarv - May 
State Capitol, #427 

Juneau, AK 99801

Phone:907-465-2828 Fax:907-465-4779

Interim: May - December 

145 Main Street Loop; Suite 226 
Kenai. AK 99611 

hone: 907-283-7996 Fax 907-283-8127

February 2. 2005

Charles Pierce, Vice Presideni 

Cnocal Alaska 

P.O. Box 196247 

Anchorage. AK 99519-6247

Dear Mr. Pierce;

Thank you lor agreeing to speak to the Joint Senate &  Mouse Resource Committee meeting on 

Friday. February 11, 2005.

To reiterate my original request, I am asking for a 10 to 15-minute presentation by each party, 

followed by questions from committee members. The presentation should focus on matters you 

believe are necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory rc ,'isions, infrastructure 

needs, labor needs, and so forth.

This forum is intended to give you an opportunity to speak directly to legislators about the needs 

you have for continued operation in the Cook Inlet. There w ill also be an opportunity to meet 

informally in the morning as committee members and other guests take advantage of the tours 

that w ill be provided.

Thank you for agreeing to participate and I look forward to your presentation.

Sincerely.

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24th Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24,h Alaska Legislature
Kenai Peninsula Borough Mayor Dale Bagley



A L A S K A  ST A T E L E G IS L A T U R E
S e n a t o r  T h o m a s  H .  W a g o n e r

Official Business

•  Co-Chair, Senate Transportation Committee

•  Vice-Chair. Senate Resources Committee

•  Vice-Chair. Community &  Regional Affairs

•  Member. Legislative Council

Session: lanunrv - May 
Stale Capitol, #427 

Juneau, AK 99801
Phone: 907-465-2828 Fax: 907-465-4779

Interim: Mav - December 

145 Main Street Loop; Suite 226 
Kenai, AK 99611 

hone: 907-283-7996 Fax 907-283-8127

February 2, 2005

John Barnes, Alaska Business Unit Manager 

Marathon Oil Company 

Box 196168

Anchorage, AK 99519-6168 

Dear Mr. Barnes;

Thank you for agreeing to speak to the Joint Senate &  House Resource Committee meeting on 

Friday. February 11, 2005.

To reiterate my original request. I am asking for a 10 to 15-minutc presentation by each party, 

followed by questions from committee members. The presentation should focus on matters you 

believe arc necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

This forum is intended to gi\c you an opportunity to speak directly to legislators about the needs 

you have for continued operation in the Cook Inlet. There w ill also be an opportunity to meet 

informally in the morning as committee members and other guests take advantage of the tours 

that w ill be provided.

Thank you for agreeing to participate and I look forward to your presentation.

Sincerely,

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc; Representative Ralph Samuels, Co-Chair House Resources, 24lh Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24lh Alaska Legislature
Kenai Peninsula Borougn Mayor Dale Bagley



A L A S K A  ST A T E L E G IS L A T U R E

Official Business

Session: lanuarv - May 
Stale Capitol, #427 

Juneau, AK 99801
Phone: 907-465-2828 Fax: 907-465-4779

Interim: May - December 
145 Main Street Ux>p; Suite 226 

Kenai, A K  9 %  11 

hone: 907-283-7996 Fax 907-283-8127

February 2, 2005

James Bowles. President 

ConocoPhillips Alaska, He.

PO Box 100360 

Anchorage, A K  99510-0360

Dear Mr. Bowles;

Thank you for agreeing to speak to the Joint Senate &  I louse Resource Committee meeting on 

Friday, February 11, 2005.

To reiterate my original request, I am asking for a 10 to 15-minute presentation by each party, 

followed by questions from committee members. The presentation should focus on matters you 

believe are necessary to work in Cook Inlet; issues like credits for deep drilling , capital 

reinvestment credits, exploration credits for jack up rigs, regulatory revisions, infrastructure 

needs, labor needs, and so forth.

This forum is intended to give you an opportunity to speak directly to legislators about the needs 

you have for continued operation in the Cook Inlet. There w ill also be an opportunity to meet 

informally in the morning as committee members and other guests take advantage of the tours 

that w ill be provided.

Thank you for agreeing to participate and I look forward to your presentation.

Sincerely,

Senator Tom Wagoner, Chair 

Senate Resources Committee

xc: Representative Ralph Samuels, Co-Chair House Resources, 24th Alaska Legislature
Representative-Elect Jay Ramras, Co-Chair House Resources, 24lh Alaska Legislature
Kenai Peninsula Borough Mayor Dale Bagley
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ALASKA LEGISLATURE - ONLINE TELECONFERENCE ORDER FORM
Note: All Fields M u s t  B e  C ompl e t e d

Sponsor and/or Committee Name: (Senate and House Resources

Date of Teleconference: (Feb 11

Start Time: |1 30 End Time: (?

Chairing Site: (Kenai Juneau Room: |

Testimony: r  Yes Testimony Time Limit: C I min
r  No 2 min
<• Invitation Only C 3 min
r  N/A 5 min 

<• no lime limit
other - see instructions

Contact Person |Mary Jackson

Telephone Number (465-4907

Ll°  F Anchorage Other sites a  Yes 0,,net 
sites: „ may add? _ Kl Name 

Barrow 1 No ^
Bethel

i ex pe c t  t here will b e  s o m e  

o f f n e t s  but p r o b a b l y  as a 

l i s t e n  only.

J

Cordova
Delta Junction
Dillingham

-  Fairbanks
r Glennallen
I Homer
r Juneau

Kenai
Ketchikan
Kodiak
Kotzebue
Matsu 

r Nome
J

I Petersburg
r  Seward
r  Sitka
r  Tok

Valdez
! Wrangell

ittp://intranet.legis.slate.ak.us/lios/telcconference_forms/teleconference_fomi.php 2/4/2005



Online Teleconference Order Form Page 2 of 2

T NoLIOs 

Subject of meeting and/or Bills on Agenda

P r e s e n t a t i o n  by C o o k  Inlet I n d u s t r y  R e p r e s e n t a t i v e s

The m e e t i n g  w ill c o n s i s t  of m u l t i p l e  p r e s e n t a t i o n s  the J o i n t  C o m m i t t e e  

by i n d u s t r i e s  w o r k i n g  in the C o o k  Inlet.

J

Submit | Reset

http://intranet.legis.state.ak.us/lios/teleconference_forms/teleconference_form.php 2/4/2005
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/  Agrium is  th e  Kenai

A g r i u m  ...

K e n a i N it r o g e n  

O n e r a t io n s J u ly  2004

Summary of
A la s k a n  D ir e c t  

E c o n o m ic  Im p a c t s

"By Alaska economic standards, the Agrium operation is 
exceptional for its combination o f high pay levels, amount and 
concentration o f expenditures in the local area, and the degree o f 
value added manufacturing that occurs In Alaska prior to export. 
The result is a high multiplier Impact."

• McDowell Group, October 2002

A recent study completed by the McDowell Group in April 2004 

identified the following direct impacts of Agrium's Kenai Nitrogen 
Operations:

Agrium  sp e n t $101 million in A laska in 2003
$77 million in p u rc h a se s  of g o o d s  and  s e rv ic e s  from  384
A laskan  b u s in e s se s
$ 2 2 .0  m illion in d ire c t  payroll; includ ing  b e n e fits , 
e x p e n d itu re s  a r e  $29 .5  m illion 
$ 2 .2  million in ta x e s  an d  le a s e  p a y m e n ts  
$195,000 in ch a ritab le  d o n a tio n s  to  43  non-profit 
o rgan iza tions an d  g ro u p s

Summary of
A la s k a n  In d ir e c t  

E c o n o m ic  B e n e f it s

For every one thousand cubic feet o f Cook Inlet natural gas used by  
Agrium for feedstock and power generation, $9.35 in total economic 
output is generated.

✓ A grium  em p lo y e e s  h av e  2 4 4  sc h o o l a g e  d e p e n d e n ts  o r 
a b o u t  2 .5  p e r c e n t  o f th e  C en tra l P en in su la  s tu d e n t  
en ro llm en t
A grium 's to ta l  d ire c t, in d irec t, a n d  in d u ced  payro ll im p a c ts  
s u p p o r t  7 .0  p e r c e n t  o f th e  to ta l  K enai P e n in su la  payroll 
Agrium  to ta l  d ire c t, in d irec t, a n d  in d u ced  em p lo y m en t 
a c c o u n ts  for 4 .0  p e r c e n t  o f th e  to ta l  e m p lo y m en t on  th e  
K enai P en in su la

D id  Y o u  

K n o w ?

an/ Agrium accounts f o r ; 
additional 4 2 0 Jobs in A laska~ 7 9*1W

•V.

/A g r iu m  d ire c t expend itures  
on  th e  Kona! am o u n ted  to

goods a n d  s e rv ic e s  provided  
b y  320  KensJ Peninsula  
com p a n ies

/ Agrium dona tions tb  loca l 
sc h o o l a n d  y o u th  activities  
a c c o u n te d  for o f  th e  
com pany 's  charitable  
donations

/A g r iu m ’s  K enai 
O perations Is th e

nitrogen  production  
co m p lex  In th e  U.SJL
■ • •' '-.,s

/A g r iu m ’s  K enai Nitrogen  
O perations a c c o u n ts  for  
g tw a C  r r H  -r*1* o f  N orth

/ I n  2003, A g  '  ur/s K enai

e x p o rte d  1.2 m tthon to n s  o f  
and  urea va lued  a t

/A g r iu m ’s  K enai N itrogen

■ W ' 1



A grium

From our 

facilities in 

North and 

South America, 

more than 5,000 

Agrium employees 

supply growers 

around the world 

with fertilizers 

to su.c*ain the 

production of 

nutritious and 

safe food for 

millions of 

people.

grium Inc. produces more Ilian I I  m illion tons (10 m illion tonnes) o f fertilizers annually. 

Nitrogen fertilizer products account for some S.2 m illion tons (7.5 m illio n  tonnes) o f that total. 

Potash fertilizers account for 1.7 m illio n  tons ( 1.5 m illion  tonnes) and phosphate fertilizers for 

I I m illion  tons ( I m illion  tonnes).

Agrium  is also one o f the largest agricultural retailers in the United States, supplying products and 

related services to growers in 24 states under the retail banners of Crop Pn luction Services and Western 

Farm Service. We are also a leading fc  lizcr retailer in Argentina, w ith outlets operating under the trade 

name Agroservicios Pampeanos.

Agrium 's commitment to the communities where we operate is actively demonstrated through open and 

honest communications, responsible environmental stewardship, putting safety first and by investing in 

a bright tomorrow.



A grium

' t is estimated that 50 percent o f the food production in North America is the direct result of 

nitrogen-based fertilization. Nitrogen is the plant nutrient most commonly deficient in 

western agriculture. The ammonia and urea fertilizers produced at Kenai Nitrogen Operations 

play a major role in promoting high yields o f nutritious food crops. Without them, not only 

would for 1 prices rise, hut food quality would also diminish

Ammonia and urea are found in nature. Without them, life as we know it would not he possible. 

Ammonia is a vital part o f every liv ing cell, and urea is a natural byproduct of the breakdown ol 

protein in the digestive system.

In terms o f their nutrient content, the nitrogen fertilizer products produced at Kenai Nitrogen 

Operations are identical to organic' fertilizers. T he source o f plant nutrients is irrelevant to the 

yield or quality o f the fruit, grain or vegetable matter produced by the plant.

Anhydrous ammonia is a liquid fertilizer, manufactured by combining nitrogen gases from the 

atmosphere with hydrogen derived from natural gas and water. The natural gas reacts with 

superheated steam (between I (700(1C) and 14()()°l- (7W)°C)) in the presence of a cataly si 

to separate hydrogen, from (he natural gas. reacts with nitrogen from the atmosphere to form 

anhydrous ammonia. The word “anhydrous" simply means "w ithout water."

Urea is a solid fertilizer, made by reacting carbon dioxide and ammonia under extreme pressure 

at 375UI- ( I90°C). The resulting molten mixture is then processed into small, while, crystalline 

spheres, called prills or granules. Urea is the major fertilizer traded in international commerce, 

accounting for approximately 50 percent o f the nitrogen fertilizer traded around the world

Ammonia and urea are also used in many other applications including cattle feed, paper, 

synthetic fibers, resins, refrigeration, waste treatment, rocket propellants, household cleaners, 

even medicines.

Anhyrdrous

Ammonia

J  Nitrogen 

J  Carbon 

J  Oxygen

J  Hydrogen



kenai
n i t r o g e n

' Environmental Stewardship H I Raw Materials and Products

A  <j '  . e an.' continually vnwkmj: In reduce the environmental impact n l i mr operation* Comply mg 

' J *  ‘ “ " I 1 slate and fixkT.il environmental regulations is |usi a beginning l :ns irniinisMi.il 
considerations are a port n | all our business decisions

Air

•in environmental protection tvgmx wiili ilic safety nfnur employees (act)ime Ivncf'ls fmm having 
i siilc workplace. which cnincs I inn i careful attention in sale ivpcraling procedures. emergency 
•repurcdncxx and preventative maintenance These practices ledixe die pntcnlial lor plant u|isels which 
'nuld iinp.b. 1 Hie environment

Steam

Natura l Gas

Anhyd rous Ammon ia 
(82-0-0)

<NH>> Urea 
(46-0-0)

smse I'Wh we luse icduccxl lia/.udnus waste generation at llie plani by •« percent. We accmnpl icd 
Ills bs replacing a prtcess snlulinn lli.il pruluccd a lia/.udnus byproduct wall nne lli.il generates nn 
i .isle, and by lepl my snlsent and caustic dip tank, wuli |un washers lhal use hoi water and x. ..ip

A'e base an oppressive pnlluimn pievcnlinn plan, andcniiliini.ill) bsik lor nppntiumties In reduce wasie 
nlime and myicily I >ur waste ininimi/atinn ellnns luve received praise from llie Alaska IX'paniiienlal 
>l l ininmmeiiial Conservation and base Is'en recnym/ed by Alaska's Green Siar Program

•Ve cnnlinually implement efficiency inipmseriieriLs In reduce alinnsplriie eimssinns ami bum less 
* issil luel In spring, nisi! pie sian-upol aneleetnc cogeneration locilily eliniin.iiixJ I!a ire than 501) lulls 
455 Innncsi (\i year nl nitrogen oxideeillissinns

Best Management Practices

• ! uensure lhal nut cusimners always receise sale, ennipelilively-prieeil pnxluels, Agrium
is ciinmuited in best management practices in the prixlueliun. diMribulinn and use nl 

Is everything we make I m llie grower, gelling the besi value lm every dollar spent nn ctnp
production is more important Inday iban ever before

The proper use n l Agrium anliydmus ammonia and urea Ills we ll min (test Manageiileill 
Practices llie lerlili/eis produced at the Kenai plant are an effective aid in helping growers 
achieve maximum cllicicniy while iiillinni/ing envirnnmenl.il impuci



k e n a i
nitrogen

Impact on lo ca l Economy

*®hc kenai Operation provide* employment for more than 2.'o lull lime employee* who earn 
approximately S20 million in wages and bcnchls In 2IKII. Agnum spent million to buy local 
goods and service* Iroin *511 Alaskan businesses and payed 52 5 million in I a u s  and lease payments

Caring for the Kenai

■ . . e also arc pr«*ud lo sponsor the* n.nionnllv
acclaimed ( ’arm): lor the Kenai

' environmental awareness conic H lhal 
annualls challenges Iik.iI high school student* io answer 
the question. AVIui can I do. create, invent or improve 
lo heller vare lor the environment ol the Kenai 
IVninMilj I’he program has noi only raised die level of 
environmental awareness on llie Kenai. Inn has also 
generated manv pracliv.il ideas ih.ii have improved our 
environment

In April. 2001. President (icorpc NN Hush honored 
Kenai Peninsula >oulh h\ presenting a President's 
lnvironuieni.il Youdi Award to three young people who 
hail pniiictpaicd in our Ctring lor the Kenai 
environmental awareness program In return, the 
students gave the President i 'Caring lor llie Kenai'’ 
l.ickel

Partners In the Community

grium employee* live and work on the Kenai IVmnsul.t and they are deeply intolscd in uclmtic* 
lhal enrich the live* ol all it. vili/ciis I hey cnacli hockey soevtt. Inolball huskclh.i'l uni I rule 
I eayue baseball Man* serve m leadership role* in oigam/altons suvli as lloss ami Ciuls Clulu. 

I II. < in I Svouls and Ho* Seoul* t llhei* pallivipale as leaehei* at the Kenai Peninsula College, advisors in 
the Junior Achievement program, lusi aid inslmelois and Sunday school liavlnr*.

Kvii.n Nitrogen t Ipcialions is a strong supportvi ol the I tilted May mill employee donations matched dollar 
lm dollar by llie C ompany And vve are aelive volunieers on business anil piolessmnal oigam/alions as well 
as government hoards and commissions In 'ml. \gimm donaied 5140,HOP lo S7 non prolil oig.ini/alions 
and gioups

A g r ilum
Kenai
Nitrogen Operations
P.O. Box 575.
Mile 21, Spur Highivay 
Kenai, Alaska 
99611
Phone: (907) 776-8121 
Fax: (907) 776-5579
http /Twwwagrlum.com

puaia-c O'K- 
ponrtn «c*sac*



A g rilum enai
n i t r o o e r

From our 

facilities in 

North and 

South America, 

more than 5,f JO 

Agrium empl' ynes 

supply g ov/ers 

around the / orld 

with feiti izers 

to sustain the 

production of 

nutritious and 

safe food for 

millions of 

people.

gnum  Inc. produces more than I I m illion  ions ( 1(1 m illion  tonnes) o f fertilizers annually. 

Nitrogen fertilizer products account for some X.2 m illion  tons <7.5 m illion tonnes) of that total. 

Potash fertilizers account for 1.7 m illion  ions (1.5 m illion  tonnes) and phosphate fertilizers for 

I I m illion  Ions ( I m illion tonnes).

Agrium  is also one of llie largest agricultural retailers in the United States, supplying products and 

related scrv ices to growers in 24 states under the retail banners o f Crop Production Services and Western 

I arm Scr\ ice. We are also a leading fertilizer retailer in Argentina, w ith outlets operating under the trade 

name Agroservicios Pampeanos.

Agrium  s commitment lo the communities where we operate is actively demonstrated through open and 

honest communications, responsible environmental stewardship, putting safety first and by investing in 

a bright tomorrow.



A g riium

n i t r o g e n

ertllizer Products Environmental Stewardship Raw Materials and Products

l is estimated that 50 percent o f the food production in North America is the direct result of 

nitrogen-based fertilization. Nitrogen is the plant nulrienl most commonly deficient in 

western agriculture. The ammonia and urea fertilizers produced at Kenai Nitrogen < Jperalions 

play a major role in promoting high yields o f nutritious food crops. Without them, not only 

would Idod prices rise, hui food quality would also dim inish.

\nli\ nl mu\ 
Ammonia

t hr a

J  Hydrogen 

J  Nitrogen 

^  Carhnn 

J  Oxygen

Ammonia and urea are found in nature. Without them, life as we know u would not be possible. 

Ammonia is a vital part o f every liv ing  cell, and urea is a natural byproduct of die breakdown of 

protein in the digestive system.

In terms of iheir nutrient content, llie nitrogen fertilizer products produced al Kenai Nitrogen 

Operations are identical lo 'organic' fertilizers. The source ol plant nutrients is irrelevant to the 

yield or quality of the fruit, grain or vegetable matter produced by the plant.

Anhydrous ammonia is a liquid fertilizer, manufactured hy combining nitrogen gases from the 

atmosphere with hydrogen derived from natural gas and water. The natural gas reacts with 

superheated steam (between I300°F(7(I01)C) and 14(X)°I- (760°C» in the presence o f a catalyst 

to separate hydrogen, from the natural gas. reacts with nitrogen from the atmosphere lo form 

anhydrous ammonia. The word "anhydrous" simply means “without water."

Urea is a solid fertilizer, made hy reacting carbon dioxide and ammonia under extreme pressure 

al 375°F ( 190°C). The resulting molten mixture is then processed into small, white, crystalline 

spheres, called prills or granules. Urea is the major fertilizer traded in international commerce, 

accounting for approximately 50 percent of the nitrogen fertilizer traded around the world.

Ammonia and urea are also used in many other applications including cattle feed, paper, 

synthetic libers, resins, refrigeration, waste treatment, rocket propellants, household cleaners, 

even medicines.

j  e arc continually working to reduce the environmental impact o f our operations. Complying 

with state and federal environmental regulations is just a beginning. Environmental 

considerations are a part o f all our business decisions.

( >ur environmental protection begins with the safety of our employees. Everyone benefits from hav ing 

a safe workplace, which comes from carclul attention to sale operating procedures, emergency 

prepai* Jness and preventative maintenance. These practices reduce the potential for plant upsets which 

could impact the env ironment.

Steam

Natural Gas

Ammonia
(NH3)

Carbon Dioxide 
(CO*)

Anhydrous Ammonia 
(82-0-0)

<NH’> Urea To World
(CO,),, (46-0-0)

--------J -----------------------^
Markets

Since 1 9 %  we have reduced hazardous waste generation at the plant by 91* percent. We accomplished 

this by replacing a process solution that produced a hazardous byproduct with one that generates no 

waste, and by replacing solvent and caustic dip tanks with part washers that use hot water and soap.

We have an aggressive pollution prevention plan, and continually look lor opportunities to reduce waste 

v olume and toxicity. Our waste minimization efforts have received praise from the Alaska Departmental 

of I’in ironmental Conservation and have been recognized by Alaska's Green St;ir Program.

We continually implement efficiency improvements to ivducc atmospheric emissions and burn less 

lossil fuel. In spring, 2(X)I, the start-up of an electric cogeneration facility eliminated more than 5( X) tons 

(455 tonnes) per year of nitrogen oxide emissions.

Best Management Practices

o ensure that our customers always receive sale, competitively priced products. Agrium 

is committed to best management practices in the production, distribution and use of 

everything wc make. For the grower, getting the best value lor every dollar spent on crop 

production is more important today than ever before.

The proper use of Agrium  anhydrous ammonia and urea fils well into Best Management 

Practices. The fertilizers produced at the Kenai plant are an effective aid in helping growers 

achieve maximum efficiency while m in im izing environmental impact.



kenai
n i t r o g e n

Impact on Local Economy '

he Kenai Operation provides employment for more than 230 full time employees who earn 

approximately $20-million in wages and benefits. In 2(X)I. Agrium  spent $95-million to buy loeal 

goods and services from 250 Alaskan businesses and payed S2.5-million in taxes and lease payments.

e also are proud to sponsor the nationally 

acclaimed Caring for the Kenai 

environmental awareness contest that 

annually challenges local high school students lo answer 

the question. "What can I do. create, invent or improve 

to better care for the environment of the Kenai 

Peninsula?" The program has not only raised the level o f 

environmental awareness on the Kenai. but has also 

generated many practical ideas that have improved our 

env ironmenl.

In April. 2 00 i, President George W  Hush honored 

Kenai Peninsula youth by presenting a President's 

P.nvironmental Youth Award to three young people who 

had participated in our "Caring for the Kenai" 

environmental awareness program . In return, the 

students gave the President a "Caring for the Kenai" 

jacket.

grium employees live and work on the Kenai Peninsula and they are deeply involved in activities 

(hat enrich the lives o f all its citizens. They coach hockey, soccer, football, basketball and l ittle 

League baseball. Many serve in leadership roles in organizations such as Bovs and Girls Clubs. 

4-H. G irl Scouts and Hoy Scouts. Others participate as teachers at the Kenai Peninsula Coliege, advisors in 

the Junior Achievement program, first aid instructors and Sunday school teachers.

Kenai Nitrogen ( Jperations is a strong supporter o f the United Way, w ith employee donations matched dollar 

lor dollar by the Company. And we are active volunteers on business and professional organizations as well 

as government boards and commissions. In 2001. Agrium  donated $140,000 to X7 non-profit organizations 

and groups.

Agrium
Kenai
Nitrogen Operations

P.O. Box 575,
Mile 21, Spur Highway 
Kenai, Alaska 
99611
Phone: (907) 776-8121
Fax: (907) 776-5579

http://wwwjigi1um.com
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E x e c u t i v e  S u m m a r y

Agrium U.S. Inc. contracted with McDowell Group, an Alaska research-based 
consulting firm, to quantify the economic impact of closing down Agrium Kenai 
Nitrogen Operations on the Kenai Peninsula Borough and the Alaska economy. This 
report details the study findings of the economic role of Agrium's production on the 
Kenai Peninsula and Alaska, and then assesses the impact if this production stopped 
and the plant closed.

Agrium Kenai Nitrogen Operations is one of Alaska's few major manufacturing 
operations and contributes significantly to Alaska's economy by adding value to 
Cook Inlet natural gas production. The Agrium complex is located near Nikiski on 
the Kenai Peninsula, 10 miles north of Kenai. In 2003, Agrium reported an average 
annual employment of 264. With a June 2003 downsizing, the plant's current 
employment is 230. The plant is the United States’ second largest producer of 
ammonia and urea. It consists of two urea and two ammonia plants, a tidewater 
port facility, and a power cogeneration facility. In 2003, the Kenai plants produced 
1.6 million metric tons of anhydrous ammonia and urea. The plant operated at 75 
percent capacity, using approximately 110 million cubic feet of Cook Inlet natural 
gas daily (or 40 billion cubic feet annually). 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. Virtually all of Agrium's Kenai production is destined for overseas markets. 
Agrium's total gross sales in 2003 were S220 million.

S u m m a r y  of  Role in the  E c o n o m y  

Economic Output

•  Total economic output in Alaska related to Agrium operations was $374 
million in 2003. Economic output is the gross sale of Agrium's production 
plus the impacts of company and employee spending in support of Agrium’s 
operations.

•  For every one thousand cubic feet (Mcf) of Cook Inlet natural gas used by 
Agrium for feedstock and power generation, over S9 in total Alaska 
economic output is generated.

•  In 2003, Agrium spent $77 million on goods and services provided by almost 
400 Alaska companies. Purchases were made from gas producers, 
construction contractors, engineering firms, environmental service firms, 
utility companies, retail and wholesale businesses, and other types of 
businesses.

Employment and Payroll

•  Total Alaska impacts include 685 Alaska jobs (2003 average of 264 dirt t plus
421 indirect and induced jobs) and $42 million in payroll (522 million in
direct wages p’us $20 million in indirect and induced payroll).
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• Agrium provides year-round, high-paying skilled manufacturing jobs.

• The Agrium operation also accounts - directly and indirectly -  for an 
estimated 2 percent of the population, 4 percent of employment, and 7 
percent of wage and salary income in the Kenai Peninsula Borough.

• Agrium's work force is virtually 100 percent resident in the Kenai Peninsula 
area. This fact, in turn, directs household spending locally, as opposed to 
other income sectors that have significant non-resident components. 
According to the Alaska Department of Labor and Workforce Development, 
in 2002, non-residents held 21 percent of the private sector jobs in the Kenai 
Peninsula Borough.

Community Involvement

• In 2003, Agrium contributed $195,000 to 43 non-profit organizations or 
programs, most of them located in the Kenai area. Seven other organizations 
received in-kind support.

• Charitable giving was provided to local schools' athletic and academic 
programs, youth activities, community services and civic organizations, 
environmental programs, senior services, and other health and economic 
development programs.

• Agrium participated in 17 membership organizations, including industry and 
business support organizations.

Government Revenues

• The Kenai Peninsula Borough receives $2 million in industrial property tax 
from Agrium, an estimated minimum of $0.2 million in residential property 
tax from Agrium's employees' dwellings, and SI million in state funding 
support for Agrium family school-age children's education - a total of S3 
million in direct revenue.

Table 1
Summary of Statewide Agrium Kenai Nitrogen Operations 

Economic Impacts, 2003
| Vi

Direct
Impacts

M ultip lie r

.E ffept

Indirect and 
. Induced 

Impacts

Total Impacts

Econom ic Impacts

Output $220 million 1 7 $154 million $374 million

Economic value of Agrium 
production per MCF of natural 

gas feedstock

S9.35/Mcf

Employment 264 jobs 2.6 421 jobs 685 jobs

Payroll $22 million 1.9 $20 million $42 million

AK goods & services purchased $77 million

(Table continues next page)
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Table 2
Summary of Agrium’s Economic Impacts on the 

Kenai Peninsula Borough, 2003

- . • D irect
Impacts

M u ltip lie r 

.  Effect

Indirect and 

Induced 
Impacts

Total Impacts

Kenai Pen insu la  B orough Em ploym ent and Payroll

KPB Employment 264 jobs 2.2 317 jobs 580 jobs

Employment

( %  of KPB 2002 total)
3 %

Payroll S22 million 1.6 $13 million $35 million

W age and salary income 

( %  of KPB 2002 total)
6%

Revenue to Kenai Pen insu la Borough (KPB)

Agrium industrial property tax S2.2 million

Agrium employee property tax S0.2 million

State revenue to KPB School 
District for Agrium dependents

$ 1.1 million

Total revenue to KPB $3.5 million

1 Social Impacts

Total population impacts 

(direct and indirect)

1,250 total 
2 .4 %  of KPB

Student enrollment (Agrium 

children as %  of total KPB 

District enrollment)

2 .5 %

Number of charities supported 50

E c o n o m i c  Impacts of A g r i u m  Closure

Alaska’s Plant Closure Case Studies

Based on profiles of two Alaska comm unities -  Ketchikan and Wrangell -  that have 

lost im portant manufacturing facilities, a com m unity in Alaska experiencing a 

sim ilar loss can expect some or all of the following:

•  Immediate loss of some of the com m unity's highest paying, year-round jobs.

• Some immediate population loss, but also gradual, long-term population 

decline.

•  Declining average wages as manufacturing jobs are not replaced in the local 

economy or are replaced by lower paying service sector jobs.

•  Declining business sales and sales tax revenues.

• Declining property tax base that results in declining tax revenues.
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• Increased tax burden on residents and businesses that remain and/or cuts in 
local government services.

• Economic consequences much greater than just the direct jobs lost with the 
closure if there is no growth elsewhere in the economy.

Kenai Peninsula Borough Impacts from Agrium's Closure

The Borough would experience both direct and indirect impacts on its economy. 
Based on current employment figures, estimates of direct impacts include:

• Immediate loss of 230 jobs and $19 million in annual payroll.

• Borough-wide employment dropping by 1,3 percent and payroll bv 3.2 
percent.

• Average monthly wage for the Borough dropping by 1.9 percent.

• Immediate loss of $2 million n property tax revenues, representing 5 percent 
of the Borough's total property tax revenues

• 43 non-profit organizations losing $195,000 in contributions, perhaps more 
when including contributions made directly by Agrium employees.

• Immediate loss of $77 million in business sales.

Using multipliers for the Kenai Peninsula Borough (employment and payroll 
multipliers of 2.2 and 1.6 respectively), estimates of indirect impacts on the Borough 
include the potential loss of about 280 support sector jobs and $11 million in annual 
support sector payroll.

Statewide Impacts from Agrium’s Closure

Based on current employment figures (230 employees) and statewide multipliers, 
Agrium's closure could result in a loss of a total 600 jobs and $36 million in payroll 
statewide. Agrium's closure could also affect the Alaska economy in the following 
ways:

• Natural gas production in Cook Inlet would be deferred by an estimated 40 
billion cubic feet per year. This deferred production would result in 
immediate loss of state revenue from Cook Inlet gas royalty and severance 
taxes. It is estimated this loss of state revenue would be $11.6 million.

• Alaska's exports would immediately drop bv 7 percent, a value of $200 
million.

• Alaska's manufacturing base would suffer from a significant loss in high- 
paving, year-round, resident jobs. Loss of these jobs would continue a trend 
that has important long-term implications, including the out-migration of 
voungpeople who cannot find viable employment.
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