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O r i g i n a l  s p o n s o r :  R u l e s / G o v e r n o r

IN THE HOUSE BY THE FINANCE COMMITTEE

CS FOR HOUSE BILL NO. 329 (Finance)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

FIFTEENTH LEGISLATURE - FIRST SPECIAL SESSION

A BILL

For an Act entitled: "An Act making appropriations to the budget reserve

fund, the general fund, and the permanent fund, and

balancing the budget; and providing for an effective

date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The sum of $250,000,000 is appropriated from the general 

fund to the budget reserve fund (AS 37.05.156).

* Sec. 2. An amount sufficient to offset any negative amount in the 

"Available Fund Equity/Balance" for the general fund as reported for 

June 30, 1988, on the "State of Alaska, All Fund Types and Account Groups, 

Combined Balance Sheet" in the State of Alaska's "Annual Financial Report" 

for fiscal year 1988, published under AS 37.05.210(2), is appropriated from 

the budget reserve fund (AS 37.05.156) to the general fund.

* Sec. 3. If the "Available Fund Equity/Balance" for the general fund 

as reported for June 30, 1988, on the "State of Alaska, All Fund Types and

Account Groups, Combined Balance Sheet" in the state's "Annual Financial

Report" for fiscal year 1988, published under AS 37.05.210(2), is a posi­

tive amount, that amount is appropriated from the general fund to the 

budget reserve fund (AS 37.05.156).

* Sec. 4. If the Department of Revenue determines that the cash balance 

of the general fund in the state treasury is insufficient to pay obliga­

tions of the general fund under appropriations at any time during fiscal 

year 1988, the amount necessary to meet those obligations is appropriated 

from the budget reserve fund (AS 37.05. 156) to the general fund. If the

-1- CSHB 329(Fin)
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amount in the budget reserve fund is insufficient to meet those obliga­

tions, the amount necessary to meet those obligations is appropriated from 

the earnings reserve account of the Alaska permanent fund (AS 37.13.145) to 

the budget reserve fund.

* Sec. 5. An amount equal to the amount appropriated and transferred 

from the earnings reserve account of the Alaska permanent fund under sec. 4 

of this Act is appropriated from the general fund to the principal of the 

Alaska permanent fund. The appropriation made by this section may be 

transferred to the Alaska permanent fund principal upon a determination by 

the Department of Revenue that the cash balance of the general fund is 

sufficient to pay other obligations of the general fund during the fiscal 

year in which the transfer is made.

* Sec. 6. The appropriations made by this Act are not one-year appro­

priations and do not lapse under AS 37.25.010.

* Sec. 7. This Act takes effect immediately under AS 01.10.070(c).

C S H B  3 2 9 ( F i n ) - 2 -
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UPDATED REVENUE INFORMATION 
( In  Thousands o f  C u r r e n t  D o l la r s )

FY 87 FY 88
(MEAN CASE) (307. CASE)

s===5=====sc:=:™i=!=sss:rsisa=s=ii3==r:=r3csi=s=:==:t===t=ss=::::s:=x;ca=:53*:35sss=aes5;5s==ss==3at3e3Bca=;:
FORECAST: 6/8/87 1 .7 4 1 ,3 0 0  1 ,7 16 ,1 0 0

ADJUSTMENTS

CORPORATE TAXES 30,000

PROPERTY TAXES (7,200)

SEVERANCE TAXES * 10 ,4 15

ROYALTIES * 8 ,030

LEASE SALE (507.) #* 700 2,600

TOTAL 1 ,7 83 ,2 45  1 ,7 18 ,7 0 0

NET DIFFERENCE 4 1 ,9 45  2,600

* IF  THE CURRENT OPEC FIXED PRICE STRUCTURE HOLDS.

*#CAMDEN BAY LEASE SALE ($6 .6  M ILLION) HELD JUNE 30, 1987. DUE TO 
TIM ING OF COLLECTIONS, SOME RECEIPTS ARE SHOWN AS FY 88 REVENUE.

! =  S = B B S S
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REVISIONS TO REVENUES AND A PPROPRIATIONS: R ev isio n s to
1986 AND 1987 LEGISLATIVE S E S SIO N S___________________ 6 /8 /87  E stim ate

REVISIONS TO GOVERNOR’S  JU N E 8 $ 3 17 .3  MILLION PRE-VETO DEFICIT ESTIMATE:

Unrestr. G.F. ($ Millions)

Revision to Extraordinary Paym ents to  G eneral Fund 33.3 3.3 G F  Cam den Bay lease sa le; 30.0 est. increased corp. petroleum income tax 
(based on tax receipts subsequen t to Ju n e  8 ,1 9 8 7 )

Reductions to administrative transfers not in1986 AFR

Adjust for vetoes to FY 87 Operating Program Supplem entals

Capital Project Clean-Up R eserve Reduction

Proposed Capital Projects 

Operating Vetoes

(1.5)

6.4

86.0

(80.0)

23.1

Reduction to 1986 transfers (see  OMB w orksheet, rev. 6 /2 0 /8 7 ):
($0.4 million reduction to AHFC transfer; $1.1 million reduction to ASBA transfer)

Vetoes to HB 127 Fin (am)

DOT/PF 6/3/87 estim ate of reduction to  reserves 
that will result from completion of CIP clean-up project.

Proposed capital budget

V etoes to operating legislation (6/30/87)

| Subtotal: changes to IV  67-88 Unrestricted GF Surplus (Shortfall

June  8 estim ated surplus (shortfall) (317.3) 6/8 pre-veto estim ated year-end balance (combined FY 87-88 shortfall; 
excludes reserves; no allowance for labor increm ent o r FY 88 supplem entals)

I Revised Estimate: FY 87-88 Unrestr. G.F. surplus (shortfall) (250.0) 6/30 estim ated year-end balance (combined FY 87-88 shortfall;
_______________excludes reserves; no allowance for labor increm ent o r FY 88 supplem entals)

I Policy Division 7/1/871





TO: The Honorable Steve Cowper 
Governor of Alaska

MEMORANDUM

F!i_e wu.:

TELEPHONE NO.: 465-2173

subject: june Revenue Forecast

t h r u : Hugh Malone, Commissioner 
Department of Revenue

from: Vincent D. Wright v ' A  
Chief of Research 
Department of Revenue

The Department of Revenue, per your instructions, has put together the 
unrestricted revenue forecast approximately one month earlier than is normally 
the case. You should be aware that by moving up the schedule we have not had 
the benefit of evaluating key information such as economic and tax data 
normally available, seasonal factor trends, nor the results from the OPEC 
meeting scheduled for the latter part of June.

There has been a great deal of speculation recently that oil prices will 
continue to improve and the State's revenue position in corresponding 
fashion. This may very well be true. However, there are factors that still 
suggest tremendous downside risk relative to oil prices and I will touch on 
some of these in this letter.

The fundamentals of supply and demand do not support current oil prices. 
The underlying reason for relatively high oil prices is a political solution 
(I.e. the OPEC agreement established during December of 198b) which is still 
very tenuous at this time. The reasons for this are outlined below and itTs 
crucial that the decision makers recognize these facts and adjust their 
thinking relative to expected revenues accordingly.

1. Oil prices are relatively high because OPEC has restricted production
and partly because refiners worldwide have been purchasing oil in
vast quantities in anticipation of still higher prices. So what we 
have are very large inventories on hand. Unleaded gasoline stocks in 
this country alone are 30% higher than a year ago. Crude stocks in • 
the U.S. are fairly close to their levels of last year and worldwide
they are considerably higher than a year ago.

2. The value of the dollar has declined in the last 24 months relative
to Japanese and some European currencies. Since OPEC oil is pegged 
in terms of the dollar, it has been relatively cheap and so this too 
has served as a stimulant to overseas refiners to purchase and thus 
build large stocks of crude.

The Economics
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3. The increasing self-assuredness on the part of OPEC that their 
December 1986 agreement has succeeded in controlling world oil 
markets is now leading to overproduction. Their second quarter quota 
is 15.8 million barrels per dey but they are now producing between- 
16.5 to 17 million barrels per day. Saudi Arabia is becoming worried 
about the increasing tendency on the part of some OPEC members to 
step-up their cheating.

4. Higher levels of inflation are occurring. Last year the Consumer 
Price Index (CPI) was 1.9%. Now inflation is running between three 
and four percent and is projected by many to continue to climb.
Higher inflation means higher interest rates which in turn means 
higher costs in storing oil. At some point this could lead to a 
divestiture of oil inventories. Hence, dumping of crude on world 
markets could occur.

5. The projected economic growth of the U.S. and other countries is 
sluggish at best. Worldwide GDP growth for non-communist countries 
is expected to run 2.5% next year. Thus, the demand for petroleum 
related products will be affected.

6. Alternative energy sources such as natural gas, of which large 
reserves exist around the world to operate utility and industrial 
plants, are currently on a btu parity value with various crudes. 
During those earlier years (the late 70's and early 80's) of 
relatively high oil prices, many existing utility and industrial 
users retrofitted to handle alternative fuels like natural gas. 
Further, newer plants built during the last few years have 
concentrated on diversifing so as to be able to burn alternative 
sources of energy should oil prices once again soar. The point is 
that competition from substitute fuels is more intense than ever and 
will likely act to restrain the upward movement of oil prices in the 
future.

7. Historically, demand for oil in this country has dropped and for the 
last several years to the tune of approximately 1 million barrels per 
day during the summer months. This same phenomena occurs throughout 
the rest of the world as well. The primary reason for this is 
destocking due to less heating oil usage. Since this has happened 
almost every year for over a quarter of a century, there is no reason 
to anticipate that the situation will change. The drop in demand for 
oil due to seasonal factors is just around the corner.

8. Refiners in the U.S. and elsewhere are now experiencing a squeeze on 
refinery or profit margins i.e. crude costs are going up relative to 
the price of the finished product. Refiners would like to raise 
product prices to cover their costs. But over time higher prices 
will act as a damper on demand.
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In conjunction with the problem just mentioned is the fact that the 
OPEC quota of 15.8 million barrels per day does not apply to OPEC 
refinery operations of which there are a growing number. Hence, an 
increase in the output of refined products is taking place. This 
means more competition which should theoretically lead to lower 
prices for the finished product. This in turn translates into less 
demand for crude which means downward pressure on prices.

If arguments one through eight are considered as a whole, then the 
potential for oil prices faltering if not dropping is tremendous.

The Politics

1. The incentives for the thirteen member OPEC group to hold together 
their agreement of December 21, 1986 and even adjust it if necessary 
to insure success are fairly clear-cut. All members are experiencing 
a negative cash flow situation and some are deeply indebted to the 
other countries and the world banking system. Coupled with this is 
the fact that since 1982, with the drop in the price of oil, economic 
stagnation has plagued most of these countries. The political 
pressures from within these countries to rectify the situation are 
tremendous. But OPEC's struggle to succeed in holding together their 
December accord is fraught by divergent economic, religious, 
political and financial interests.

2. The Saudis have once again adopted the role of swing producer (i.e. 
adjusted output below their 4.1 million barrel per day quota in order 
to make the OPEC agreement viable) but we believe this is only 
temporary in light of their monetary situation. In fact, as I write 
this, the latest data available suggests that Saudi Arabia is 
producing at or close to their quota of 4.1 million barrels per day. 
They currently have the capability to produce more than twice this 
amount. The Saudis' projected deficit this year is expected to be 
$15 billion and they are rapidly drawing down their liquid assets. 
Their resolve to hold the line is there but they do not have the 
resources to continue much longer. More production cuts may be 
necessary if OPEC is to maintain its current price structure, but the 
economic realities may limit Saudi Arabia's ability to play the key 
role that it has in the past. And it must be kept in mind that Saudi 
Arabia is the only member of OPEC who has consistently assumed this 
responsibility in the past.

The irony of this whole thing is that Saudi Arabia with its vast 
reserves (publicly known proven reserves are in eycess of 167 billion 
barrels of oil) of low cost oil has the ability to flood world 
markets thus forcing out higher cost competitors in the process. The 
end result would be plunging oil prices but the Saudi's revenues 
would increase. Holding them in check at this stage of the game is 
the threat of aggression on the part of some of their neighbors who 
would be severely damaged economically, financially, and politically 
if the Saudis were to initiate such a plan.
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3. The Iran/Iraq war is a thorn in the side of all concerned. The 
Iraqis absolutely refuse to go along with their allotted :%<r t a  of 
1.466 million barrels per day and are currently producing between 1.8 
and t  million barrels per day. This excludes production from the 
Saudi and Kuwaiti Neutral Zone which is utilized to finance the Iraq 
war. Moreover, a new pipeline from the northern part of the country 
across Turkey to the Mediterranean Sea is scheduled for completion 
this winter and will add an additional 500,000 barrels a day to 
Iraq's export capacity. Iraq also plans to build a second line to 
the Red Sea port of Yanbu in addition to the one just completed.
This new line is expected to pump an additional 1.6 million barrels 
per day, 18 months from now. In view of the war effort and their 
indebtedness to the Saudi and Kuwait governments, Iraq has no choice 
but to go all out. It is literally a matter of survival.

On the other hand if Iraq and Iran settle their war, production from 
these two countries could increase even more dramatically in an 
effort to rebuild their shattered economies.

4. After countless discussions over an extended period of time, OPEC has 
persuaded many non-OPEC countries that it is to their benefit to 
assist in the overall effort to control oil markets. Hence, the 
Soviet Union, Egypt, Norway, Mexico and others have contributed in 
some form or fashion but this support is wavering. And for some 
countries such as Mexico with large excess oil producing capacity and 
on the verge of financial collapse, except for the aid of the 
international banking system, the situation is highly intolerable.

5. The next OPEC meeting scheduled for the latter part of June will be a 
test to see if the current OPEC agreement survives. One of the major 
problems confronting OPEC, which Saudi Arabia and others recognize, 
is the confidence on the part of some that the problem has been 
resolved and that OPEC is once again in control. Hence, some members 
are demanding that a higher official price be established. Others 
such as the UAE are demanding that their respective quotas be 
increased and if not, they will increase production regardless. The 
UAE is one of those OPEC members that has been a chronic cheater this 
last year. Although third quarter OPEC quotas are scheduled to 
increase to 16.6 million barrels per day, the fundamentals of supply 
and demand do not support the current agreement let alone the 
additional demands of member countries or the increased production 
scheduled shortly to come on-line. Hence, in the last few weeks we 
have observed the more responsible members of OPEC attempting to 
prevail upon those less responsible to stay v/ith the current 
agreement. The responsible members of OPEC are cognizant of the fact 
that the current agreement could come completly unraveled, and to ask 
for more is pushing the whole situation to the brink where once again 
the specter of plunging oil prices could become a reality.
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Off to the sidelines are the non-OPEC countries confronted by their 
own economic, political, and financial problems, closely watching and 
doubting OPEC's resolve. Many of these countries refuse to make" 
further concessions and are waiting to decipher the results of the 
next OPEC meeting. Even then, assuming a favorable OPEC accord, some 
of these countries might quietly seize the opportunity to move in and 
take advantage of the situation as they have so often in the past and 
abandon their own agreements with OPEC. The end result, of course, 
would be to undermine any OPEC accord.

The Conclusions

What does the above thumbnail sketch boil down to? It is quite obvious 
that there are few if any economic fundamentals suggesting that prices will 
continue to increase and many reasons why they might decrease. The situation 
is one where OPEC actions, via delicate political maneuvering to control 
supply and demand, serve to bolster prices. And this is an area where the 
cohesiveness of OPEC, as alluded to above, is beset by problems.

What does this portend relative to oil prices? Will they increase? If 
OPEC can restrain individual members from engaging in widespread violations of 
the current agreement, if non-OPEC countries continue to offer both tacit and 
overt support, if worldwide demand for petroleum products does not reverse 
itself, and if inventories are reduced throughout the summer, then prices 
should steady and perhaps increase next winter. But the professional traders 
who put their money on the line are betting that prices will drop this winter 
as is evident by trading in the futures market. This means that prudence 
dictates a cautious approach relative to the State's spending plans.

Having considered the aforementioned economic and political factors, plus 
pro and con arguments that I will not elaborate on here, and using what 
available data we have acquired since the last forecast to run through our 
computer models, the results of our analysis are outlined below.

The updated unrestricted revenue numbers are $1,674.1 million, $1,716.1 
million, and $1,672.1 million for FY 87, FY 88, and FY 89 respectively. The 
changes, when compared to the March forecast, represent increases of $75.7 
million, $183.5 million, and $82.4 million for FY 87, FY 88 and FY 89 
respectively.

The FY 87 number must be adjusted upward by $67.2 million for TAPS legal 
expenses and refunds. When this adjustment is made, the bottom line for FY 87 
then amounts to $1,741.3 million.

Please note that the FY 87 number represents the mean case whereas the 
figures for FY 88 and FY 89 represent the more conservative 30% case.

I have attached for your perusal the details of this forecast along with 
the basic underlying assumptions, a short history of the State's revenue 
picture, and charts indicating the nominal versus real dollar outlook.
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G E N E R A L  F U N D  U N R E S T R I C T E D  R E V E N U E S
(CO M PA R ISO N  O F  PRIOR FO R E C A ST S )

F I G U R E  J

E Z 2  JANUARY 1987 ESTIMATES 
^  MARCH 1987 ESTIMATES 

■ ■  JUNE 1987 ESTIM ATES

. FY 87 Estimates
January 1987 1.3342 billion
March 1987 1.5984 billion
June 1987 1.6741 billion

FY 88 Estimates 
January 1987 1.3250 billion
March 1987 1.5326 billion
June 1987 1.7161 billion

FY 89 Estimates 
January 1987 1.3739 b1 lHoi
March 1987 1.5897 b11 lion
June 1987 1.6721 billion

* IT SHOULD BE NOTED THAT ALL 'SPECIAL SETTLEMENTS’ HAVE BEEN EXCLUDED 1H FY B7 IN ORDER 
IN COMPARING PRIOR FORECASTS. THE FY 87 BOTTOM LINE WOULD INCLUDE AH ADDITIONAL *65.7 
(TAPS REFUNDS/LEGAL EXPENSES) AND *1.5 MILLION (ARCO COURT COSTS).
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TO BE CONSISTENT 
MILLION



TABLE 1
General Fund Unrestricted Revenues 

(Thousands of Current Dollars)

Taxes

Income
Corporate-General 
Corporate-Petroleum 

Gross Receipts
Alaska Business License 
Fish-Canned/Shorebased (1) 
Fish-Floating 
Seafood Marketing 
Salmon Enhancement 
Insurance Companies 
Electric & Telephone Co-ops 
Mining License Tax 

Severance
O H  & Gas Production (2)
Oil & Gas Conservation 

Property
Oil & Gas 

Sale/Use
Alcoholic Beverages 
Fuel Taxes-Aviation (3)
Fuel Taxes-Highway (3)
Fuel Taxes-Marine (3) 
Tobacco Products 

Other
Estate

Total Taxes

Licenses & Permits 
Business (4)
Non-Business

Total Licenses & Permits

Intergovernmental Receipts 
Federal Shared Revenues (5) .

State Resource Revenue
Sale/Use

Bonus Sales (5) (6) (7) (8) 
Investment Earninys i9)
Rents (5) (6) (7) (8) 
Royalties (2) (5)
Sale of State Property 
Gravel, Timber, etc. (10) 

Facilities Related Charges 
Airports
Ferry System-Southeast 
Ferry System-Southwest 
Other

FY 1987 FY 1988 FY 1989
Estimate Estimate Estimate
June June June

14,000 15,000 15,500
95,000 110,000 110,000

2,000 2,000 2,000
16,600 8,800 8,800
9,000. 8,000 8,000
1,400 1,200 1,200
4,200 3,800 3,800

23,600 22,000 21,000
1,900 1,900 1,900
300 400 400

624,300 637,900 630,400
800 700 700r

109,000 80,000 71,000

12,800 12,300 12,000
8,100 7,800 7,700

17,500 18,900 18,700
5,000 4,700 4,600
6,600 6,400 6,300

1,100 700 700
953,200 ' 942,500 924,700

9,500 9,800 9,800
20,000 21,000 21,000
2375'00 '30,“BOO “30,800

8,800 8,500 8,500

2,500 -0- -0-
160,000 100,000 65,000

5,500 6,000 6,500
437,900 556,200 £62,900

8,000 9,000 9,000
8,000 2,500 2,500

1,600 1,600 1,600
29,000 30,000 31,200
3,800 3,900 ■, 4,000
5,000 5,000 5,000



Service Related Charges 
Court System 
Other

Total State Resources 
Revenues 

Miscellaneous Revenues

Unrestricted Revenues

Plus: Special Settlements (11)

Total Unrestricted Revenues (12)

(1) The FY 88 and FY 89 figures reflect the recent enactment of a shorebased fisheries 
business tax credit per Ch. 79, SLA 1986, effective July 1, 1986. The canned fisheries 
business tax has been combined into a single category with the shorebased since the tax
credits are applied against the aggregate return and cannot be allocated by specific 
processing type.

(2) The FY 87 forecast assumes the mean case. The forecasted numbers for FY 88 and FY 89 
assume the 30 percent case; however, 1f the mean case had been utilized for FY 88 and FY 89, 
the production taxes would change to $717.9 million and $732.3 million, respectively. The 
royalty figures would change to $626.3 million and $666.8 million respectively. All of the 
forecasted numbers include the estimated TAPS settlement.

(3) In FY 86 and FY 87 the Department of Revenue began to levy marine fuel taxes on 
watercraft motor fuel users who purchased fuel out-of-state but consumed fuel in transit 
through the state. On March 30, 1987, the State adopted hearing decision #87-07 which 
established that marine fuel users who merely consumed fuel in transit could not be
retroactively taxed. In line with this decision, the Department of Revenue is refunding with 
interest any taxes collected under the earlier interpretation. This forecast estimates that 
refunds plus interest will total $1.8 million and assumes that the majority of these refunds
will be paid in FY 87. All motor fuel tax refunds are paid from the Highway Fuel Tax Account.

(4) Figures reflect the recent shift in occupational licensing fees and insurance permit 
fees from General Fund Unrestricted Revenues to Restricted Program Receipts.

(5) Net Permanent Fund contribution by Ch. 18 SLA 1980.
(6) Reflects state lease sales of $0.9 million held June 24, 1986 {Sale 49 - Cook Inlet), 

and $0.3 million held January 27, 1987 (Sale 51 - Prudhoe Bay Uplands). Due to the timing of 
collections, receipts from the June 1986 lease sale are shown as FY 87 revenue. The bonus 
figures represent the General Fund's 49.5 percent share.

(7) The FY 87 figure reflects the OCS "8(g)" revenue-sharing settlement of $4.0 million. 
The General Fund share represents 49.5 percent of the aforementioned total, whereas the 
Permanent Fund will receive 50.0 percent. The remaining 0.5 percent will be distributed to 
the Public School Fund.

(8) The Department of Natural Resources projects the following FY 87, FY 88, and FY 89 
state lease sales: FY 87 (Sale 50 - Camden Bay); FY 88 (Sale 54 - Kuparuk Upland, Sale 55 - 
Demarcation Point); and FY 89 (Sale 52 - Beaufort Sea, Sale 56 - Alaska Peninsula). However, 
bonus bids are impossible to anticipate prior to sales; therefore, no estimates are provided.

(9) The investment earning projections presented reflect the current composition of 
General Fund assets and current interest rates. The projections also reflect a drawdown in 
the level of the General Fund assets over the projection period. The projected drawdown in 
assets is a result of projected revenue cash Inflows consistent with the current revenue 
forecast and projected expenditure cash outflows consistent with the estimated FY 88 operating 
budget which was passed by the Legislature before any gubernatorial vetoes. Also, no capital 
budget appropriations for FY 88 were factored into the expenditure cash outflow projection 
because no capital budget was passed by the Legislature.

(10) The FY 87 estimate reflects increased construction of roads and drilling pads as 
- projected by the Department of Natural Resources.

(11) The FY 87 figure reflects the estimated General Fund portion from refunds and 
expenses for prior years relative to the TAPS case ($65.7 million) and court costs relative to 
the ARCO settlement ($1.5 million). Consequently, $67.2 million is projected to be received 
during FY 87, but this figure is subject to future audits.

(12) The State, per AS 38.05.180, will be granting Incentive credits against royalties, 
severance taxes, and rentals to the oil companies for drilling exploratory wells. The 
deduction is approximately $2.9 million which has not been subtracted from the aforementioned 
FY 87 figure of $1,741.3 million. Additional credits are anticipated in subsequent years.

5,300 5,400 5
6,000 4,700_____ ____ 4

672,600 724,300 698
10,000 10,OOP “ITT

1,674,100 1 ,716,100 1 ,672

67,200 -0-

1,741,300 1,716,100 1,672
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G E N E R A L  F U N D  U N R E S T R I C T E D  R E V E N U E S
(NOMINAL DOLLARS VS. RE^L DOLLARS)

F I G U R E  2

Revenue Actuals 
(Nominal $)

FY 73 .2082 b1l lion
FY 74 .2549 b11Hon
FY 75 .3334 bll Hon
FY 76 .7098 b11Hon
FY 77 .8743 b1l 11on
FY 78 .7649 bll Hon
FY 79 1.1330 b1l Hon
FY 80 2.5012 b11Hon
FY 81 3.7182 bll lion
FY 82 4.1084 b11lion
FY 83 3.6310 bll Hon
FY 84 3.3901 bll Hon
FY 85 3.2600 b11Hon
FY 86 3.0755 bll Hon

Revenue Estimates 
_______ (Nominal $1_______

FY 87 1.7413 billion
FY 88 1.7161 billion
FY 89 1.6721 billion

Revenue Actuals/Estimates 
(Real 1/1982)_______

FY 82 4.1084 billion
FY 83 3.4826 billion
FY 84 3.1347 billion
FY 85 2.9002 billion
FY 86 2.6584 billion

FY 87 .4532 billion
FY 88 1.3587 billion
FY 89 1.2559 billion

ACTUALS(NOM$) 
ESTIMATES(NOM$) 
ACT/EST(REAL$/19 8 2 )

□



TABLE II

Key Assumptions for June 1987 
Petroleum Revenue Projections 

For FY 1987 - FY 1989

Mean TAPS Mean Rate
Fiscal ($/bbl) Mean ($/bbl) 30% Throughput Inflation
Year Wellhead Value Wellhead Value (MMbbs/dav) %

1987 $7.22 $7.05 1.84 3.59
1988 $9.90 $8.81 1.87 5.41
1989 $10.44 $8.84 1.89 5.42

Sales Price for 
Alaska North Slope Crude 011 at Los Angeles. California

Weighted Average

FY 87 $13.16
FY 88 $14.70
FY 89 $14.83

30*/. Case

$12.99
$13.61
$13.23

per barrel 
per barrel 
per barrel

Sales Price for 
Alaska North Slope Crude 011 at Houston. Texas

Weighted Average 30% Case

FY 87 $14.38 $14.21 per barrel
FY 88 $15.89 $14.80 per barrel
FY 89 $16.04 $14.44 per barrel

Weighted Average TAPS Tariff

FY 87 $4.25 per barrel
FY 88 $3.59 per barrel
FY 89 $2.84 per barrel



SECTION IV.
THE 30% CASE VERSUS THE MEAN CASE



TEXAS

PATTY LEO (512) 463-491?
OIL ANALYST-COHPTROLLER*S OFFICE

FORECAST: BASED ON STATEWIDE AVERAGE TAXABLE PRICE WHICH CORRESPONDS TO 
A NET OR WELLHEAD PRICE (NO GRAVITY ADJUSTMENT LIKE HTI).

FY 88 $15.37 FER BARREL
FY B9 $16.17 PER BARREL H-OS ,
FY 90 $17.93 PER BARREL 19-lb '
FY 91 $20.22 PER BARREL

AVERAGE PRICE FOR FY 87 HAS $15.11 PER BARREL.

LEGISLATURE ADJOURNS ON JUNE 1 FACING A ONE BILLION DOLLAR DEFICIT CARRY-OVER FROH 
FY 87 TO FY 88. SPECIAL SESSION LAST YEAR ENACTED TEHPORARY INCREASES TO MOTOR FUEL 
AND SALES TAXES. WHICH HAVE NOH BEEN EXTENDED. GOVERNOR HAS DECLARED THAT AN 
INDIVIDUAL INCOME TAX WOULD BE ENACTED ONLY IF APPROVED BY VOTERS.

— 3 (̂ > 0  P A fT ^  t>f£ «czV }-o Z  Z- .

CALIFORNIA

JEFF ADAMS (213) 590-5234 
STATE LANDS COMMISSION

FORECAST: BASED ON POSTED PRICE FOR SPECIFIC CALIFORNIA FIELDS.
FOLLOWING PRICES USEO FOR 87-88 AND 88-B9 FORECASTS:

1. WILMINGTON. L0N6 BEACH $14.15 PER BARREL 
(801 OF PETROLEUM REVENUES)

2. ORANGE COUNTY
■*

3. SANTA BARBARA 
(LOH GRADE)

REQUIRED BY STATUTE TO PROVIDE ESTIMATES TO LEGISLATURE EVERY SIX MONTHS—BUT USUALLY 
PROVIDED EVERY THREE MONTHS.

OKLAHOMA

MR. McELLANEY 1405) 521-4144 
OFFICE OF THE BUDGET

’* FORECAST: BASED ON THE SPOT PRICE OF OKLAHOMA SHEET ON THAT SPECIFIC DAY.

1. CERTIFICATION - FYG8
NOV. 1986............$16.50 PER BARREL

2. RECERT1FICATIGN - FY88
FEB. 1987............$16.50 PER BARREL

NO ECONOMIC FGRECA3T—ONLY SPOT PRICE. CONSTITUTIONAL AMENDMENT REQUIRES CERTIFICATION 
OF THE PRICE OF OIL BY THE COMMISSIONER OF TAXATION PRIOR TO CONVENING OF THE LEGISLATURE 
ON JAN 1. PRICE IS RECERTIFIED IN FEBRUARY DURING THE LEGISLATIVE SESSION AND UTILIZED IN 
DETERMINING REVENUES AVAILABLE FOR THE SUCCEEDING FISCAL YEAR BUDGET.

$14.62 PER BARREL 

$11.80 PER BARREL



WYOMING
JIM GRR (307) 777-78B1 
CO-CHAIRMAN, REVENUE ESTIMATING GROUP

FORECAST: USES FORWARD FUNDED BUDGET—REVENUES COLLECTED DURING A CALENDAR YEAR HILL 
BE APPROPRIATED TOWARD THE NEXT BUDGET YEAR.

1. CY87 REVENUES...FY89 BUDGET $14.65 PER BARREL

2. CY88 REVENUES...FY90 BUDGET $20.00 PER BARREL 
(HILL POSSIBLY BE LOWERED IN NEXT UPDATE)

8ASE PRICE ESTIMATE DETERMINED BY THE CONCENSUS REVENUE ESTIMATING GROUP IN OCTOBER 
PRIOR TO THE CONVENING OF THE LEGISLATIVE SESSION ON JANUARY 1. UPDATES PUBLISHED DURING THE 
YEAR AS NEEDED BY THE LEGISLATURE AND GOVERNOR. ESTIMATING GROUP COMPOSED OF THE 
FOLLOWING:

CHIEF OF RESEARCH, LEGISLATURE 
UNIVERSITY ECONOMIST
REPRESENTATIVE OF STATE AUDITOR/TREASURER 
STATE GEOLOGIST
REPRESENTATIVE OF DEPT OF REVENUE

LOUISIANA

DAVID HOPPENSTEDT (504) 342-7006 
ECONOMIST - BUDGET OFFICE

FORECAST: BASED ON THE PRICES FOR SOUTH LOUISIANA SHEET.

FY B7-8B $19.00 PER BARREL

AVERAGE PRICE FOR FY B6-B7 HAS $15.10 PER BARREL.
FORECASTED PRICE DETERMINED BY CONCENSUS FORECASTING GROUP AND DERIVED FROM CURRENT 
SEVERANCE TAX COLLECTION RETURNS. LONG-TERM MODELS ARE USING PROJECTIONS OF THE 
U.S. ENERGY ADMINISTRATION (PREVIOUSLY HAD RELIED ON KHARTON).
ECONOMY LOST APPROX 29,000 JOBS IN OIL/GAS EXTRACTION LAST YEAR. AND HAS GAINED BACK 
ONLY 1,000 CURRENTLY. REVENUE MEASURES HERE ENACTED LAST YEAR TO OFFSET THE SHORTFALL 
DUE TO LOWER OIL PRICES. SALES TAX AND INDIVIDUAL INCOME TAX EXEMPTIONS HERE TEMPORARILY 
REHOVED (DUE TO SUNSET AFTER FY 87-88), USER FEES HERE INCREA5ED, AND DUE DATES ON SOME 
FEES AND TAXES HERE AMENDED TO ENHANCE CASH FLOW.
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whatever its losses are through its liability insur- 
He said that Texaco estimates its total flood dam- 

Bge at between $30,000 and $100,000. At Sun in Oklahoma 
’City, operations manager Wayne Frost said the floods are 
becoming a regular occurrence about once a year, and Sun 
pays for its damages through its liability insurance.

Although unlike the self-insured majors, independent 
operators usually aren't so well covered, Oklahoma Indepen­
dent Petroleum Assn. officials said they're looking into such 
insurance for their members on a group rate to lessen the 
cost. A new insurance plan was scheduled to be looked at 
during 1987 by the group's board.

LA. NOTES UPTURN
Baton Rouge 6/1— An oil and gas firm active in Lou­

isiana has nominated 120 tracts of state-owned land and 
water bottoms for the state's July 15 lease sale, according 
to officials of the Louisiana Office of Conservation that 
administers the lease sales.

An agency spokesman said it was "the first time 
ever" one company nominated so many tracts of state land. 
The name of the company will be made public later this 
week.

Meanwhile, nominations for leases and drilling permits 
are climbing in the state. According to the agency, drilling 
permits issued by the state trailed 1986 levels during Janu­
ary through March, but April and May figures topped those 
of a year ago.

Many of the the past permits were for shallow gas 
wells in North Louisiana, but lately there has been a shift 
to deeper South Louisiana wells.

Tracts nominated for the state lease sale have been 
averaging about 35 for the last 18 months, but have 
climbed to 66 for the June sale, 167 for the July sale and 
are already at 60 and climbing for the August sale.

"The industry is beginning to recover," says Herbert 
Thompson, Louisiana Office of Conservation commissioner, 
and "a lot of it stems back to stabilization o f oil prices."

Thompson said many Louisiana oil and gas firms have 
recently recalled between 10 and 15% of the workers laid— 
off over the last two years.

LOUISIANA UPS PROjECTED OIL PRICES
Baton Rouge 6/1— The Louisiana House of Representa­

tives raised from $19/bbl to $19.60 the projected average 
price of oil for the coming fiscal year, which begins in July.

The 60 ct change would bring about $24—million of addi­
tional money into state coffers, which depend heavily on 
severance tuxes. Budget analysts estimate that for every 
$1 change in the price of crude at the wellhead, another 
$40-million in state severance taxes are collected. How­
ever, the additional money— raised through the state's 
12.5% wellhead-value severance tax— would still leave the 
state with a $100-million budget shortfall.

AWARD TO COASTAL IN NATURAL GAS PL 
SUIT UPHELD IN U.S. DISTRICT COURT

Houston 6/1— A jury's damage award to Colorado Inter­
state Gas Co. (Coastal Corp.) was upheld by a U.S. District 
Court in Cheyenne, Wyo., but the judge reduced the amount 
Natural Gas Pipeline Co. (Occidental Petroleum) must pay to 
$412-million from $549—million.

Judge Clarence A. Brimmer's ruling denied all of NGPL's

$65,000/day and the Interest has Increased to $13—million 
since the Nov. 10, 1986, entering of judgment In the case.

The jury's verdict last October found that NGPL 
breached its service agreement with Colorado Interstate, 
intentionally and improperly interfered with Colorado Inter­
state's contract to buy natural gas from Champlin Petro­
leum Co., breached its duty of good faith and fair dealing, 
and attempted to monopolize the transportation of gas from 
the Rf)cky Mountain area.
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U.S. RJG COUNT DROPS
Houston 6/1— The current U.S. rig count is down four 

from a week ago (ON 5/27), Baker-Hughes reports. Fol­
lowing are Baker-Hughes1 latest weekly figures for the total 
number o f active drilling rigs in the U.S. and Canada, com­
pared with the like periods last month and last year:, - 6/1/87 ... 5/4/87 • - 6/2/86
U.S. ' " 758 780 • 725

Ca lifo rn ia 61 63 40
Colorado 18 14 12
Louisiana 108 101 106
Oklahoma 109 132 109
Texas 254 261 219

Canada 100 38 46

» n #

DRI CONFERENCE
DRJ Energy's European Energy Outlook Conference 

will be held June 23 and 24 at the Amsterdam Marri­
ott Hotel in Amsterdam, the Netherlands, focusing on 
the outlook for European energy suppy demand and 
prices one year after the oil collapse. For more in­
formation contact DRI Energy. Telephone in Paris, 33 1 42.60.27.00, or in the U.S., 617/860-6655.

OILGRAM NEWS /WIRE
Is the postal service letting you down? Can't get 

your energy news on time? Try the OILGRAM 
NEWS/WIRE. This daily summary of the most sig­
nificant petroleum developments worldwide will be 
telexed to you direct, if you can't afford to wait for 
the mail.

For a free trial, call Brian Shelley in London 
(Phone 01-193-1451; Telex 892-191) or Michael 
Buryk in New York (Phone 212/512-4386; Telex 12 - 
7960).



THERE ARE SOLID indications that last 
year’s crude oil price plunge has affected 
the general economies not only o f oil- 
producing states but the nation as a whole. 
An American Petroleum Institute report 
that included a survey of the 10 top produc­
ing states (Alaska, California, Colorado, 
Kansas. Louisiana, New Mexico, North 
Dakota, Oklahoma, Texas and Wyoming) 
points to increased business and bank fai­
lures nationwide as evidence.

U.S. business failures were up 6.9 percent 
in 1986 compared to 1985, with the total num­
ber reaching 61,232 last year compared to 
57253 a year earlier, according to Dun and 
Bradstreet Co. The region that most strongly 
contributed to the national increase was the 
financial firm's "West South Central" area 
— the heart of the oil patch — where busi­
ness failures soared 59.9 percent in 1986, 
12,704 from 1985’s 7,943. API said that if this 
region’s states of Texas, Louisiana and Okla­
homa had not been included in the national 
average. Dun and Bradstreet calculates that 
the national business failure average would 
have fallen 2.1 percent year-to-year.

The financial firm found that in its "Moun­
tain States" region, including the producing 
states of Wyoming, Colorado and New Mex­
ico. business failures rose 10 percent in 1986 
to 5.894 from 5,359 the previous year.

When it came to bank failures, API noted 
that the nationwide total continued to climb 
last year, hitting 145 compared to 120 in 1985 
(including one Federal Deposit Insurance 
assistance transaction) and 79 in 1984. 
Among the 10 producing states, only North 
Dakota had no failures the past three years.

The FDIC said that three other producing 
states recorded the highest per state num­
ber of failed banks last year: Texas with 26, 
Oklahoma with 16 and Kansas with 14. The 
number of bank failures in the other API- 
surveyed producing states were one in Alas­
ka, eight in California, seven in Colorado, 
eight in Louisiana, two in New Mexico (the 
only state with a decline from the previous 
year when three of its banks failed) and 
seven in Wyoming.

Within those producing states, bankrupt­
cies. including all types of cases filed under 
Chapters 7.11 and 13 of the federal bank­
ruptcy code, rose in every state. Texas had 
32.442 bankruptcy cases filed in U.S. federal 
district bankruptcy courts in 1986, up 57.4 
percent from the 20,694 cases filed in 1985.

Similarly, said API, the number of cases 
filed in other states rose 66.2 percent in 
Alaska, 25 percent in California, 55.8 per­
cent in Colorado.31.1 percent in Kansas,46.6
BWm W BaBPBBfav,.

percent in Louisiana, 41.0 percent in New 
Mexico. 39.3 percent in North Dakota, 55.9 
percent in Oklahoma and 29.9 percent in 
Wyoming.

In terms of unemployment, Louisiana be­
came the state with the highest jobless rate 
last year when it rose from 228.000, or 11.5 
percent unemployed, in 1985 to 261,000, or 
13.1 percent Of the 10 API-surveyed states, 
only California, whose economy is so diver­
sified that it only felt what API described as 
a ripple effect from the price plunge, posted 
a lower unemployment rate in 1986 (6.7 per­
cent) than in 1985 (7.2 percent).

Alaska's jobless rate rose from 9.7 to 10.8 
percent, Colorado’s from 5.9 to 7.4 percent, 
Kansas' from 5.0 to 5.4 percent, New Mex­
ico's from 8,8 to 9.2 percent, North Dakota's 
from 5.9 to 6.3 percent, Oklahoma's from 7.1 
to 8.9 percent, Texas’ from 7.0 to 8,9 percent 
and Wyoming's from 7.1 to 9.0 percent

One of the more striking changes has been 
in how the states themselves regard energy 
as they prepare their budgets for the coming 
fiscal year.

•  Alaska historically based its budget with 
80 percent dependence on taxes from oil op­
erations there. News reports indicate, 
however, that the drop in world oil prices 
cost the state some SI billion in tax revenue 
last year. The state is reducing the level of 
its spending and seeking support from other 
sources, letting oil and gas supply two thirds 
of the projected revenues.

•  While California's economy showed no 
discernably direct impact from the oil in­
dustry’s downturn, it has reflected what API 
described as an "obvious ripple effect." The 
original budget forecast for fiscal 1987 cal­
led for S36.3 billion in revenue. The current

• mid-fiscal year update dropped that to S35.9 
billion due to slower economic growth and 
economic uncertainty. While California re­
ceives some oil-related revenue from state- 
owned lands, it has no severance tax and a 
much more diverse economy than the other 
nine API-surveyed producing states.

•  Colorado's September 1986 budget fore­
cast projected that, with then-current re­
venues, it would have a S3.7 billion fiscal 
year-end deficit. The fiscal year budget was 
then about 52 billion. The state expected to 
gain about $100 million under the federal 
tax reform law and planned to place that 
money in reserve. Gov. Roy Romer and the 
legislature also unofficially agreed to borrow 
from special state funds to finally balance 
the present fiscal year budget A 2 percent 
across-the-board spending restriction(Continued on page 9)
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WHEN ROOMS GO BUST
I m p a c t s  o f  P r i c e  P l u n g e  G o  

B e y o n d  P r o d u c i n g  S t a t e s

OKLAHOMA AUCTIONEERS are diversifying from oii 
like this into supplies and furniture associated with bus 
of the energy downturn.

Auctioneers Not Onl 
Businesses That Are
"I sure appreciate the bust. It’s made me a venues s 

lot of money.” petroleuAn auction company security to Gov. 
guard in Oklahoma City January, 

relatec:ONE OFTHE MORE booming businesses account 
in Oklahoma today is the auction industry'- state’s tJ....1 .___t.

EVERYTHING BUTTHE RIG was up fo r grabs last weei 
yard of an out of business oil field supply company to s 
photos by Rebecca Tallent) '



stimatcs of how much the oil industry 
ilribules to the Houston economy 
tie from 30 to T* -percent. Regardless, oil industry and Houston are insepar- 

Whgt hit the city so hard wasn't so 
:h from the major oil companies as it the service companies, 
lanufacturing oil field equipment was 
mjor business: Baker International, 
ncron Iron Works, Cameo, Hughes 
>1. Galveston-Houston Co.. Smith, 
•sser. Schlumbereer, Stewart and 
• enson, Marathon-LeToumeau, etc. 
he upcoming merger between Baker

I lie Houston Economic Development 
Council (HEDCi was created two and a 
half years ago as a response to the down­
turn m the economy and the publicity ab­
out that downturn.

"There is a technical infrastructure 
based here because of the oil industry. We can do just as well for a number of 
other industries," Viehweger pointed 
out

There is a strong presence of interna­
tional financial institutions. Houston is 
one of the lowest cost air centers in the 
United States. The city is the gateway to 
Mexico and Latin America. It's one of the

ut us space operations to Houston. A 
manufacturing company is moving from 
Taiwan to an old oilfield equipment 
plant here.

"You don't get a second chance at a 
good first impression." Viehweger pointed out. "A lot of people pass through who might impact a decision four or five 
years from now. If you leave them feeling 
good, it could have a future benefit"

And. as Houston's growth over the past 
few years has shown, the city doesn't 
leave much room for ghosts to linger veiy long.

— Scott L  Weeden

AN EMPTY PIPE  YARD along South Eastern Avenue in Oklahoma City was once used by 
now-defunct Sterling Pipe and Supply Co. The grounds have been bought by Bovaird Supply. 
(Oil Daily photo by Rebecca Tallent)

W i t h  T h e i r  O i l  a n d  G a s  T a x  R e v e n u e s  D o w n ,  

P r o d u c i n g  S t a t e s  H a v e  S la s h e d  S p e n d in g

K e y  E l e m e n t  

v e r y  S t r a t e g y

will make the state another racing 
a.
for many Oklahomans and small 

esses, the bust of the oil industry has 
i severe financial problems because 
diapse of Penn Square Bank in Okla- 
City seemed to trigger another boom: 
f failing banks.
:e Jan. 1, Oklahoma has seen an aver- 
f one bank failure per week, and 
ral Deposit Insurance Corp. ern­
es have privately predicted the trend 
itinue for the rest of 1987. 
lough most recent bank failures have 
.rily been due to poor lending prac- 
)r bad loans in real estae, some state 
jrs are saying all of the problems 
back to the 1979-82 oil boom when 
oma grew at such a rate that housing, 
and hotel space was at a premium, 
ut the boom, the bankers argue, the 
would have maintained a normal 
it pattern and real estate developers 
I not have overbuilt 
inwhile, the auctions continue as 
oma tries to diversify, 
rough the Sooner State will never 
v leave petrolem, Holmes said gov- 
mt needs to lead the diversification 
by encouraging private industry to 
;d from the petroleum markets into 
ireas. Oklahoma has a lot to offer 
ess, he maintained, despite its cur- 
nancial crisis.
lahoma has an environment with a 
opportunity,” said Holmes. "There is 
f money to be made here if you use a 
ive-year horizon. By the end of sum- 
liere will be some really positive 
if economic health, some really solid 
l signs."
le meantime, auctioneers like Ritch- 
ithers continue preparing for their 
uction. While they may not be selling 
or mechanical gorilla, such as was 
t an FDIC auction last June, the for- 
1 field pipe and service yards are lin- 
with bulldozers, trucks, road build- 

uipment and cars, all waiting to go to 
’hest bidder.

— Rebecca Tallent

(Continued from page 8) 
placed by then-Gov. Richard Lamm has also 
been retained, created some $26 million in 
budget cuts.

• Kansas cited a lower than expected agri­
business as well as j i l and gas severance tax 
collection for general fund collections drop­
ping S20 billion through the first quarter of 
fiscal 1987. That was partly offset by the 
state legislature’s having raised the sales lax 
1 percent in the last session. Gov. Mike 
Hayden proposed and received approval of 
a 3.8 percent budget cut during the fiscal 
year’s final half to assure that the state 
finished the fiscal year with a $130 million 
reserve. Since that is about the amount Kan­
sas expects to receive from the federal gov­
ernment under tax reform, that will allow 
the state to distribute the federal windfall to 
its residents.

• Louisiana Gov. Edwin M. Edwards 
ordered a 10 percent cut by most state agen­
cies, along with a 5 percent cut in state 
education aid, to trim the state’s budget de­
ficit by $232 million. That left the state with 
a $255 million deficit in the current fiscal 
year, ending July 1, and a $200 million de­

ficit carried over from the previous fiscal 
year. Edwards had previously ordered 
budgets cut 3 percent due to declining oil 
and gas revenues. His October estimates 
based the state budget on $15.50 per barrel 
oil prices, down from last summer's $17 per 
barrel estimate. The legislative office cur­
rently projects prices at $19 per barrel for 
the coming fiscal year, but that estimate is 
expected to be adjusted downward in the 
next few months, API quoted a legislative 
spokesman as saying.

s New Mexico’s fiscal 1987 budget was un­
changed in recciit months, 'argely because a 
June general session oi' the state assembly 
reduced the per barrel oil price budget esti­
mate from $22 to $13, trimming appropria­
tions 2 percent and increasing revenues ab­
out $52 million with a temporary personal 
income tax hike at the same time. 1987 leg­
islative projections of oil prices called for 
$15 per barrel during fiscal 1988 and an au­
sterity budget with neither cuts nor growth, 
along with some modest decreases depend­
ing on whether there is a salary- increase for state employees.

(Continued on page 1-1)



support a recommendation lor lull 
leasing without serious en- 
vironcntal damage, provided prop­
er safeguards are followed.

Coalition Pleased 
The contradiction between the 

description of potential impacts 
and the leasing recommendation

G E T  

I T  A T  

A  G L A N C E

W ith  T e le ra te  
E n e r g y  S e r v ic e

Real-time updates 
of futures prices for 
five major petroleum 

contracts.

Call:
(212) 938-5400 Ext. 815 
for a no-obligation trial.

C t e l e r a t e
systems iscoppcrateo

□  YES, I want
to test the competitive 
advantage of having 
the best information...

. . .  including the latest gas 
prices, trends, strategics, and 
m arketing maneuvers! Stan 
my subscription to  N atu ral 

G as Week by sending me

4 WEEKS RISK-FREE
If N GW  hasn't proven its value 
to  me by then. I'll cancel and 
ow e absolutely nothing! But 

'if  the  information h e lp s m e 
n u k e  better decisions and

ralher than there being a 50-50 
chance of 3.2 billion barrels being 
available for recovery, only a 20 
percent chance exists of there 
being an oil Held being discovered 
at all. But if one is found, then 
there is a 50-50 chance of its being 
3.2 billion barrels, lie also notes 
the draft rates only a 5 percent 
chance of there being a field as 
large as Prudhoe Bay — 9 billion 
barrels or slightly larger.

Mahoney also notes that the 
"economic recoverability" test is 
oil prices of $33 per barrel.

be economic.
He also said the economic re­

coverability estimates were based 
on overall economics and experi­
ence with Prudhoe Bay reservoir 
recovery rates of 35 to 45 percent, 
which represents conventional re­
covery techniques only.

ANWR "economic recoverabil­
ity" projections also assume con­
ventional recovery only. Horn said 
that given likely advances in recov­
ery techniques and technology, the 
"more appropriate" oil estimates 
were the reserves-in-place projec-

British Petroleum and Standard 
Oil Co. on the part of the coastal 
plain owned totally by the Kakto- 
vik Inupiat Corp. is in fact a large 
strike. Fueling the speculation is 
the tightcr-than-usual secrecy sur­
rounding the well.

But the Alaska Coalition's 
Mahoney sees it as a ploy by the oil 
industry to bring additional press­
ure to bear on Congress to open ANWR for leasing.

Mahoney expects the one-in-five 
chances of there being an oil field 
to be either watered down or omit-

his coalition orders the Alaskan 
office of the Fish and Wildlife Ser­
vice to clean up language that the 
Canadian government pointed to 
as justification for its contention 
that the area should be declared 
wilderness.

That language in the drall notes 
that development-induced caribou 
habitat changes "could result in a 
major population decline and 
change in distribution of 2040 per­
cent, based on the amount of calv­
ing and insect-relief habitats to be 
adversely affected."

With Energy Tax Revenues Gutted

P r o d u c i n g  S t a t e s  S l a s h e d  B u d g e t s  a s  O i l  P r i c e s  F e l l

(Continued from page 9)
• North Dakota was another 

state whose revenues suffered 
from agricultural as well as energy 
downturns. The state reduced its 
revenue estimate by $115 million 
early in 1986, with a 4 percent, or 
$45 million, cut in expenditures 
during March. A special legislative 
session in December let the state 
increase sales tax by 10 percent 
and reduce expenditures ano.ther 
$10 million. The state’s budget 
office projects an oil price flue- 
tuaton of $16 to $18.50 per barrel 
over the next two years, and antici­
pates no new drilling in that time.

•  Oklahoma is recovering from 
summer flood damage as well as 
the oil price plunge, with its legisl­
ature hhving cut non-education ex­
penditures $27.9 million, or 2.9 per­

cent annualized, from the previous 
fiscal year’s budget of $2.31 billion. 
Although .the state budget director 
expects no shortfall in the current 
fiscal year, Oklahoma will face a 
$348.1 million, or 15 percent, short­
fall for fiscal 1988, when revenue is 
projected to be $1.96 billion. 
Among the tax measures proposed 
by new Gov. Hemy Bellmon are tax 
increases of 4 cents per gallon on 
gasoline and 3 cents on diesel fuel.

• Texas, despite temporary tax 
increases passed during two spe­
cial sessions of the legislature last 
summer, will face a $1 billion de­
ficit for the two-year budget period 
ending Aug. 31. In the first session, 
lawmakers cut some $600 million 
from the original projected $2.9 
billion shortfall by delaying em­
ployee pay dates until after the

end of the fiscal year and eliminat­
ing 3 percent pay raises, ending re­
funds to municipalities of interest 
earned on local trust accounts, and 
assurances by the state’s attorney 
general that it would not have to 
pay $100 million in contested 
corporate franchise tax receipts 
during fiscal 1987.

During the second special ses­
sion, the deficit was further cut to 
$976 million with more than $700 
million in spending cuts and pas­
sage of two temporary tax mea­
sures, effective between Jan. 1 and 
Aug. 31, 1987, t.iat increased the 
general sales tax from 4.25 to 5.25 
percent and diesel and gasoline 
taxes from 10 to 15 cents per gallon 
(contributing an estimated $568 
million in added revenues). The 
1987 legislature voted to extend

the tax increases indefinitely in­
stead of letting them expire at the 
end of the fiscal biennium.

• Wyoming’s legislature revised 
appropriations for the 1987-88 
biennial budget to $752.3 million in 
general funds, down about 2.7 per­
cent from the original $773 million 
appropriated for the period. Part 
of the reduction was based on the 
state’s estimate of $11 per barrel 
oil prices for 1987 and $12 per bar­
rel for 1988, with the 1988 projec­
tion expected to be increased 
slightly when the state revenue 
committee meets in May. The ori­
ginal revenue estimate, including 
severance tax revenue, estimated 
world oil prices at $23.50 per 
barrel.

— Nick Snow
•■v. 'j- i-viv;-.*vv\r.-* »•~t-*!i! 1 *•/1 *».*•'lv*-?*<?rc-V).̂
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New York Mercantile Exchange 
Crude Oil

Monthe
Optn lllgh

Dollars Pet Barrel
1Low Close Change EstimatedVolume

Date: April 16. 1987 
Llletlme lllgh LowWay 10.48 18.71 18.42 18.64 a 0.17 n'a 18.75 10.70Jun 18.15 18.18 17.99 18.11 -  0.02 nfi 18.47 10.70Jul 17.95 17.98 17.78 17.83 -  0.11 n'a 18.27 10.8SAug 17.64 17.65 17.40 17.71 -  0.13 nil 18.20 13.95

S»P 17.78 17.78 17.59 17.64 -  0.13 n’a • 17.95 15.20Oct 17.72 17.75 17.51 17.82 -  0,13 nil 17.95 15.20ToUl1* Total opan Intaiaat represents all month! traded. nil '

New York Cotton Exchange. Liquefied Propane Gas 
(In contracts of 1,000 barrels) Dale:

Months Cents Per Gallon Apr. 16 1987
Opining Settle Open Lite ot Contract

llange High-low Close Price Inleresl High low
Mey 23.758*24.35A — • — 23.75B-24.25A 24.00 83 • — —
June -  -23.750 — .  — 24 000-24.50A 24.25 177*3 — —
.My 87 — -23.75B — .  — 23.758 24.S0A 24.12 203 — —
Aug 87 -  -23.75B — .  — 23.750-24 25A 24.00 4 — _
Sant — -23 75R — - — ?a nnnn  m i na on •) — —

a



Saudi Med1um/ANS Differential U.S. Gulf ($/bbl)

Average ANS Delivered
Date Reported Price Saudi Price Differential

March 1986 15.07 18.28 -3.21
April 13.27 16.04 -2.77
May 12.54 16.29 -3.75 Data Used for
June 11.81 14.69 -2.88 June Forecast
July 10.39 12.17 -1.78 -Average = -2.65
August 11.18 14.55 -3.37 (rounding error
September 12.89 16.60 -3.71 present)
October 12.88 15.26 -2.38 Average Absolute
November 12.88 14.85 -1.97 Difference = .79
December 14.34 15.38 -1.04
January 15.43 18.61 -3.18
February 16.23 17.13 -0.90
March 16.58 18.53 -1.91 Differential
April 16.57 18.54 -1.04 -since OPEC
May 16.93* 18.89 -1.39 fixed prices
June 16.90* 18.86 -1.36 Average = -1.32

Average Absolute 
Difference = .28

* Estimated

FY 1988 Average ANS Price U.S. Gulf June 1987 Forecast

Projected Average Saudi Medium Price $17.00/bbl
Persian Gulf to U.S. Gulf Tanker Cost 1-55
Landed Cost Saudi Medium U.S. gulf 18.55
ANS/Saud1 Differential -2.65
Average U.S. Gulf Price $15.90/bbl



S A U D I / A N S  GULF D IFFERENT IA L
$ / B B L



S A U D I / A N S  G U L F  D I F F E R E N T I A L  
( D o l l a r s  p e r  b a r r e l )

S A U D I A N S D I F F

J u l  - B 5 2 6 .9 3 2 6 .8 4 - 0 . 0 9
A u q - S 5 2 6 .9 2 2 7 .0 1 0 . 0 9
S e p - 8 5 2 6 .9 4 2 7 .6 0 0 .6 6
O c t - 8 5 2 6 .9 1 2 8 .2 5 1 .3 4
N o v - 8 5 2 6 .9 0 2 8 .4 3 1 .5 3
D e c - 8 5 2 6 .5 0 2 6 .8 9 0 .3 9
J a n - 8 6 2 3 .2 1 2 4 .3 5 1 .1 4
F e b - 8 6 1 8 .3 2 2 0 .  14 1 .8 2
M a r - 8 6 1 5 .0 7 1 8 .2 8 3 .2 1
A p r - 8 6 1 3 .2 7 1 6 .0 4 2 .7 7
M a v - 8 6 1 2 .5 4 1 6 .2 9 3 .7 5
J u n - 8 6 1 1 .8 1 1 4 .6 9 2 .8 8
J u l - 8 6 1 0 .3 9 1 2 . 17 1 .7 8
A u g - 8 6 1 1 . 18 1 4 .5 5 3 .3 7
S e p - 8 6 1 2 .8 9 1 6 .6 0 3 .7 1
O c t - 8 6 1 2 .8 8 1 5 .2 6 2 .3 8
N o v - 8 6 1 2 .8 8 1 4 .8 5 1 .9 7
D e c - 8 6 1 4 .3 4 1 5 .3 8 1 .0 4
J a n - 8 7 1 5 .4 3 1 8 .6 1 3 .  I B
F e b - 8 7 1 6 . 23 1 7 . 13 0 . 9



S E C T I O N  V .
T H E  O I L  P R I C E  V O L A T I L I T Y  A N D  T H E  S T A T E ' S  E C O N O M Y



CRUDE OIL PRICES
(A ctu a ls  & Pro jections)

SAUDI—US GULF + A N S-U S GULF O AN S-W EST COAST

199D 1995 2000

0
1970 1975 1980 1985



A C T U A L 8< P R O J E C T E D C R U D E  O I L P R I C E S
( D o l l a r s  p e r B a r r e l )

: I S C A L S A U D I A N S A N S
Y E A R U S  G U L F U S  G U L F W E S T  C O A S T

1970 3 . 2 5
1971 3 . 2 5
1972 3 . 2 5
1973 3 .2 5
1974 1 0 .4 5
1975 1 2 .3 0
1976 1 3 .0 4
1977 1 3 .6 1
1978 1 3 .4 6 1 4 .6 0 1 2 .3 0
1979 1 4 .4 1 1 5 .5 0 1 3 .7 0
1980 2 4 .7 5 2 7 .6 8 2 6 . 5 0
1981 2 9 .4 5 3 3 .6 7 3 1 . 4 3
1982 3 2 .9 9 3 1 .0 7 2 9 . 5 0
1983 3 0 .5 1 2 8 .8 6 2 6 . 7 5
1984 2 8 .7 9 2 7 .9 1 2 5 . 6 4
1985 2 6 .8 0 2 7 .4 0 2 4 . 9 5
1986 2 2 .9 0 2 1 .2 8 1 9 .3 5
1987 1 6 .6 1 1 4 .4 3 1 3 .  19
19BB 1 8 .5 4 1 5 .9 9 1 4 .7 0
1989 1 8 .6 9 1 6 .0 4 1 4 .8 3
1990 1 9 .4 5 1 6 .7 4 1 5 .4 8
1991 2 0 .7 7 1 7 .8 8 1 6 .5 1
1992 2 2 .  18 1 9 .  12 1 7 .6 7
1993 2 3 .7 1 2 0 . 4 6 1 8 .9 1
1994 2 5 .2 3 2 1 . 7 9 2 0 .1 4
1995 2 6 .9 4 2 3 .  26 2 1 . 4 6
1996 2 8 .7 7 2 4 .8 5 2 2 . 9 2
1997 30* 74 2 6 .5 6 2 4 . 4 7
1998 3 2 .8 5 2 8 .3 9 2 6 . 1 9
1999 3 5 .4 5 3 0 .6 9 2 8 . 3 7
2 0 0 0 3 8 .3 4 3 3 .2 6 3 0 . 7 8



BI
LL

IO
N

S 
OF

 
D

O
LL

A
R

S

Unrestricted Revenues
(NOMINAL DOLLARS V S . REAL DOLLARS)

•  ACTUALS(NOM $)

□  E S T IM A T E S (N O M $) 

o  A C T /E S T (R E A L $ /1 9 8 2 )to

Re venue A c t u a l s  
(Nom inal  $)

FY 73 .2 08 2 b1 H o n
FY 74 .2 549 b l H o n
FY 75 . 3 3 34 b1 H o n
FY 76 .7 0 9 8 b1 H o n
FY 77 .8 74 3 b1 H o n
FY 78 .7 649 b1 H o n
FY 79 1 . 1 3 3 0 b1 H o n
FY 80 2 . 5 0 1 2 b1 H o n
FY 81 3 . 7 1 8 2 b1 H o n
FY 82 4 . 1 0 8 4 b1 H o n
FY 83 3 . 6 3 1 0 b1 H o n
FY 84 3.3 901 b1 H o n
FY 85 3 . 2 6 0 0 b1 H o n
FY 8 6 3 . 0 7 5 5 bl H o n

Revenue E s t i m a t e s  
(Nominal  $)

FY 87 1 .7413 b i l l i o n
FY 8 8 1 .7161 b i l l i o n
FY 89 1 .6721 b i l l i o n

Revenue A c t u a l s / E s t i m a t e s  
( R e a l  * / 1 9 8 2 )

FY 82 4 . 1 0 8 4 b i l l i o n
FY 83 3 . 4 8 2 6 b l l  H o n
FY 84 3 . 1 3 4 7 b i l l i o n
FY 85 2 . 9 0 0 2 b 1 111 on
FY 8 6 2 . 6 5 8 4 b i l l i o n

FY 87 1.4 5 3 2 b i l l i o n
FY 8 8 1.35 87 b i l l i o n
FY 89 1.2 55 9 b i l l i o n



The State's Economy 

Characteristics

1. (a) The State of Alaska Government receives approximately 80% of Its

revenue from oil related activities.

(b) The State of Alaska does not have the diversified economic base

that other oil producing states do.

(c) The State's entire economy Including our loan programs,

municipal revenue sharing programs, educational programs, much 

of our employment, and a good part of our private business 

activities 1s based on the flow of oil money through State 

government.

The 011 Picture 

Characteristics

2. (a) The current oil price structure 1s one whereby delicate

political maneuvering by OPEC, a cartel type organization, 1s 

Influencing the demand and supply for oil and thus oil prices.



(b) The history of cartels and/or organizations similar to OPEC 1s

such that they are characterized by periods of success and

failure. This trend will undoubtedly continue. And oil prices 

will continue to be volatile as they have 1n the past.

(c) Uncertainties relative to future consumption and production 

suggest that there Is no guarantee that the world oil market 

will support the current OPEC price structure 1n the future.

What we have 1s a political solution which 1s tenuous at best.

In fact the longer the current OPEC accord holds the more strain 

1t will be subjected to and thus the more likely the possibility

of a collapse 1n oil prices i.e. there will be Increasing

demands among members to either produce more oil or Increase 

prices or both.

(d) The fact that within OPEC you have low cost production and Its 

members are obtaining relatively high oil prices 1s a problem 1n 

itself. This serves as an incentive for Individual members to 

cheat by stepping up production or offering discounts. Hence, 

the OPEC accord could fall apart. Right now, of course, the 

success of OPEC 1s due 1n large part to the fear of economic or 

financial failure. This 1s the underpinning for their success 

today.

In short, cartel type arrangements go through cycles of success and

failure and 1t 1s best to reflect on this history before we step out

there and declare that current spot prices are what we should build our 

annual budgets on.



r
The Primary Goal of this State 

A Stable Budget and Thus Stable Economic Growth

In March of 1987, $15 per barrel oil was the supposed norm of the oil 

Industry. Now 1t 1s $18 per barrel. A few weeks from now 1t might be 

$25 per barrel or by then 1t could even be back down to $10 per barrel. 

The point 1s that the oil Industry and others 1n this forecasting 

business change their opinions and can do so overnight. Is 1t prudent to 

base the State's annual budget which 1n turn affects our entire economy 

on this approach? I think not. To tie the yearly budget to the 

volatility of oil prices, regardless of how accurate the forecasts might 

be, 1s to whipsaw an economy such as ours and create economic havoc for 

our businesses and populace 1n the process.

So, whither go we? We need to stabilize the budgetary approach and 

thus the economy 1n the process. To do this we need to maintain a 

targeted budget amount year after year not subject to the wild gyrations 

of oil prices.

Further, we must back this targeted budget with some type of reserve 

fund. Thus, 1f oil revenues come 1n over and above the targeted budget 

amount, we can put them 1n the reserve fund. And if in any year oil 

revenues come 1n under the targeted budget amount, we can pull monies 

from our reserve fund 1n order to meet our targeted budget amount and



thus achieve steady economic growth In the process. If this were 

accomplished the state would also be able to provide predictable service 

levels to Its citizens and enhance Its credit standing 1n the financial 

world.

In order to accomplish this, however, we must as a first step break 

this hypnotic trance with oil prices that seems to have captivated us all.



............

Elaine Ar.vocd 
Assistant Publisher

V/illinsn J.Tcbin 
Vice-President, Editor-in-Clmd .
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w r a i t h e

i l l  i i  R A G  I [■> G D  i*. D A j rs, 
over how much money iiio 
.state is going to collect in the 
next 12 months has now run 
577 miles ali the way from 
Juneau to Anchorage and it 
has not yet reached a conclu­
sion. Our leaders would 
rather fight than switch. 
Even when their facts 
switch, they won't.

It's about the market 
price of oii, a dull subject ex­
cept for the fact that every­
body and everything in 
Alaska depends on it.

It is a tiresome debate. It 
went beyond our attention 
span long ago.

The governor looks over 
his horizon and sees oil at $33 
a barrel. The Senators pre­
dict $15. And when we look 
around us we find if is 
actually selling at $18.25. Yc-t 
he debate goes on.

extra taxes from the oil in­
dustry and money from the 
permanent fund earnings. If' 
lie calls a special session, it 
will probably mean that he 
has a scheme he thinks will 
compel the legislators to 
bend his way.

But it isn’t clear that they 
will bend. The Senate says it. 
won’t.

T H E  POLITICOS keep it 
ôing. They want to grind 
axes, and the budget debates 
gives them the chance.
The governor has de-'

:larc-d publicly that he must 
have an income lax law,

T H E  EX C IT E M E N T  is
not confined to the political 

( ring. There’s plenty for the 
' rest of us.

It’s thrilling when the
price of oil jumps to $18.25 
and the state starts rolling in 
money again.
The governor may be a 

pessimist but Mr. Horton. 
the Mr. Big of Standard Oil, 
savs it is reasonable- to base
buchiots on the expectation 
that oil will be 818. Ho says 
he runs the Standard budget
on that figure.
That’s gocd enough for 

most of us. W e  would bo 
happy If wc could nan this 
state as well as he runs
Standard.

C
|°  P
mr<s»

. . a

Carol A. Wood 
Managing Editor

G 1 P P E R  T1-1E GONDOLIER

i i i i a i i i i g p r a l  a y c l S t o r s  s p o i l  t h e  p a r t
WASHINGTON —  Trust the 

auditors, egged cn by William 
Proxnr'vo, to rain all over a na­
tional picnic. The General Ac­
counting Office, at the winter’s 
request, recently released an au­
ditor’s report on the presidential 
inaugural of 1C33. The. ceremo­
nies cost the government a 
bundle, and the GAO thinics 
much of the outlay was illegal.

The senior senator from Win-

C o n s e r v a t i v e

v i e w

la m es j

H

doctors and cotpsmen, ?•! p 
re la lions people, and twe 
wycrs, presumably assigne 
figuring out how to spend 
money legally.

Like every auditor’s re 
the GAO’s report to Ser 
Proxmire is crammed with • 
tifying details. On Jan. if 
members of the Marine Ct 
Drum and Bugle Corps 
formed at an auditor's rn:



m eet tne intergovernm ental group 01 muonesia, wmen gioups 
the c-ountry's main w estern  donors. Various members of 

- / th e  group, including the World Bank and the International 
M onetary Fund, have sah* Indonesia m ust further deregulate 

- its tfade and industry and ease its  res tric tive  business
.regulations to lower business co s ts  and cope with failing oil

revenues.
Wardhana said the new m easu res , contained in a P resi­

dential decree, reduce the number of business perm its to  
two from the previous four, abolish the need for perm it 
renewals and allow a production ou tput increase up to  30%. 
The decree also  allows industries to  diversify their products
a s  long as they 're  still within the sam e commodity grouping.
Perm its also will be given for commodity groups ra th e r  than 
per commodity, reducing the perm it areas to  387 from the 
previous 2,490, W ardhana said.

* * *
KUWAIT-EAST GERMAN/: The K uw ait-E ast Germany

joint com m ittee on econom ic, trade , technical and scientific 
cooperation will hold its sixth session  today, says OPEC 
News Agency. Faisal Abdul Razak al-K haled , who's heading 
the Kuwaiti delegation, said the com m ittee will examine 
ways to  promote bilateral trad e  cooperation. Development 
o f industrial and agricultural cooperation between the two 
countries also will be d iscussed , he said. An agreem ent on 
scientific cooperation between Kuwait's Institu te  for Scien­
tific R esearch and th e  E as t Germ an C enter of Professional 
Training will be signed during the m eeting, according to  
O pecna. Seeking m arkets for Kuwaiti products in E as t 
Germany also will be d iscussed , O pecna repo rts  al-K haled  
saying.

UNITED STATES

60% SAUDI-OWNED FIRM BUYS TEX. REFINERY,
PLANS VENTURE TO IMPORT SAUDI PRODUCTS

Houston 6 /1 1 — Arabian Shield Developm ent Co. said it 
purchased  an 18,500 b /d  refinery  in S ilsbee, Tex^ and is 
se tting  up plans with a Saudi partner to  import an a s - y e t -  
undeterm ined volume of Saudi products into the U.S.

Company chairman Jack R- Crichton declined to  d isclose 
the purchase price o f the refinery but noted  th a t book 
value of the a s s e ts  involved in the  transaction  is more 
than $5—million. American Shield, a subsidiary of Arabian 
Shield, acquired the refinery  by purchasing from Marvin and 
Marie Bomer all the capital stock of T exas Oil & Chemical 
Co. II, Inc., which owned and operated  the refinery through 
its South Hampton Refining Co. subsidiary.

"The refinery currently  is taking condensate and natural 
gasoline and upgrading them to hexanes and pentanes and 
selling the products as  a b ase  for chemical use ," Crichton 
said. "It's  a profitable operation."

Although unwilling to  name the Saucfi partne r in the plan 
to import products because no t all docum ents in the a r­
rangem ent have been signed, Crichton said American Shield, 
South Hampton and Marvin Bomer have formed a joint ven­
ture to  work with the  Saucfi company. American Shield will

Washington 6 /1 1 — House D em ocrats are considering 
taxing m aste r limited partnersh ips as corporations— a move 
th a t may increase taxes on major oil com panies and inde­
pendents, according to  a memo from Ways & Means minor­
ity chief o f s ta ff  A. L. Singleton.

The June 8 memo to Republicans outlines many of the 
revenue options D em ocrats are considering in raising funds 
to  m eet w hat are expected  to  be about $18-billion in reve­
nue shortfalls from  the FY 1988 budget.

If m aste r limited partnersh ips are taxed  as corporations, 
some majors th a t have used the schem e to help fend off 
takeovers, as well as o ther oil com panies, could face higher 
ta x es . Ju s t how much higher is unclear since no revenue 
es tim a tes  have been made available.

O ther revenue-ra ising  m easures include imposing a 
$5/bbl tax  on all oil th a t would ra ise  $104.9-billion over 
five years; a $5/bbl import fee  th a t would ra ise  $38.5- 
billion; a 12 c ts /g a l increase  in m otor fuel excise taxes 
th a t would ra ise  $54^1—billion; and a  3% b ro ad -b ased  tax  on 
energy consum ption th a t would raise $26—billion over five 
y ea rs .

Also under review is a  proposal to  add a 33% bracket 
for individual taxpayers and keep a 28% limit on capital 
gains, which would raise $43.7—billion over five years. The 
Tax Reform A ct s e t  the top individual ra te  a t 28%. Raising 
the top marginal corporate ra te  to 35% from 33% would 
ra ise  $13^1—billion.

OKLA. PANEL SETS DEADLINE FOR GAS COMPLAINTS

Oklahom a City 6 /1 1 — Oklahoma S enate  S e lec t Commit­
te e  on Natural G as Trade P ractices s e t  a  June 30 deadline 
for com plaints about natural gas pipelines, according to 
S en . Giles (D -P o casse tt), com m ittee chairman.

Included in inform ation the com m ittee is requesting  are 
com m ents filed with and tran sc rip ts  from  Federal Energy 
Regulatory Commission hearings relating to ta k e -o r-p a y  
liability, any allegations of breach of ta k e -o r-p a y  con trac ts , 
docum ents relating to  failure to  take gas reflecting  over­
supply and inform ation reflecting  sharing or non-sharing  of 
ta k e -o r-p a y  paym ents or se ttlem en ts with royalty  owners.

The S e le c t Com m ittee, formed in March, has subpoena 
power to  investiga te  natural gas trade p rac tice s  in Oklaho­
ma by in te rs ta te  and in tra s ta te  pipeline com panies.

S teve Kelley, executive vice presiden t of Oklahoma In­
dependent Petroleum  A ssn., urged his m em bers to partici­
pate  in the hearings, s e t  for th is sum m er. "This is the 
opportunity to get your sto ry  told and to  hopefully prevent 
fu ture ab u ses,"  Kelley said in a  le tte r  to  OIPA m em bers.

STANDARD OIL'S HORTON SEES U.S. TAKING ^
MYOPIC VIEW TOWARD SOLVING ENERGY NEEDS I

New York 6 /1 1 — Growing p ro tec tion is t sentim ent in the 
U.S. is disturbing, and Congressional calls for an oil import 
ta riff  are m isplaced, Robert Horton, chairm an and CEO of 
S tandard Oil said a t  a m eeting of the Financial Writers 
A ssn. here today.

"I think the oil import tax is wrong in principle," he



oeexs <\ery 
Ended Input

DHL 1 
*6/5/87 1,432
5/29/87 1,504

Dist. 2 
6/5/87 3,088
5/29/87 3,067

Dist. 3 
6/5787 6,586
5/29/87 6,343

Dist. 4 
6/5787 450
5/29/87 447

Dist. 5 
6/5787 2,516
5/29/87 2,657

Total U.S.
6/5/87 T4/072
5/29/87 14,018
(*) Finished unleaded— includes only unleaded shipped from refineries, (r) Revised.

.tlUgiS .NO jet JlSlll- mogas INO jet u*is tit- unnn.
Total Lead* Kero late Resid. Crude Total Lead* Kero late Resld. Oils

707 563 57 250 139 17,892 65,311 45,823 10,161 33,311 19,251 14,427
710 575 75 312 154 17,019 64,924 45,722 10,399 34,418 18,851 14,536

1,701 1,248 159 671 69 66,154 63,030 35,691 9,116 28,278 2,994 15,673
1,690 1,184 188 609 96 68,787 63,084 35,760 9,070 28,695 3,196 16,370
3,211 2,527 482 1,194 299 147,308 64,303 33,530 11,960 23,896 10,995 48,502
3,218 2,408 506 1,157 284 150,018 65,093 34,983 12,447 22,680 10,804 48,049

259 141 29 122 9 12,505 7,232 2,517 772 2,653 313 2,088
251 154 30 137 13 12,724 7,401 2,714 814 2,594 325 2,347

1,210 898 292 405 336 78,902 31,301 16,282 6,611 10,857 7,465 23,179
1,186 851 279 419 378 75,077r 30,925 15,598 6,661 10,940 7,548 23,037
7,088 5,377 1,019 2,642 852 322,761 231,177 133,843 38,620 98,995 41,018 103,8697,055 5,172 1,078 2,634 925 323,625r 231,427 134,777 39,391 99,327 40,724 104,339

said, as the U.S. "preaches free trade and then proposes 
something like that." In practice, the effect of such a tax 
would be an unfair distribution of proceeds within the oil 
industry, he added.

Horton sees tax incentives as a workable alternative and 
favors incentives for exploration in frontier offshore areas, 
though he conceded the likelihood of reopening the tax 
reform bill is remote. Nevertheless, if tax write-offs for 
such exploration are granted, the U.S. would recoup the 
monies when oil prices rise in the mid-1990s.

OPEC will succeed in sustaining the $18/bbl benchmark 
price until the early 1990s, Horton forecast, adding there 
may also be price volatility, with prices falling to around 
S I5/bbL By the mid-1990s, he said. OPEC’s power will be 
concentrated among four or five producers, and prices will 
rise again.

Commenting on Gulf shipping, Horton said a military 
presence in the Gulf is necessary but questioned how ef­
fective military protection of tankers can be. How fast can 
VLCCs move and at what speed do Exocet missiles travel, 
he asked.

Open ANWR to Offset Prudhoe Bay
Turning to the oil supply/demand gap that the U.S. is 

expected to face in the 1990s, Horton urged opening the 
Arctic National Wildlife Refuge to exploration. He estimated 
ANWR's potential reserves are about the same as Prudhoe 
Bay's, with probable reserves of about 50%. Prudhoe pro­
duction will "plateau out in about two years," he noted.

He sees prospects of exporting Alaskan crude to Japan 
as "zero" because of political pressures in the U.S. The 
Jones Act precludes such exports, he noted, and even with­
out that, there's great opposition to exporting Alaskan 
crude on national security grounds. "Logic has not pre­vailed."

BP Takeover In June
Finally, Horton noted British Petroleum's takeover of 

Standard Oil, which he said will be completed by end-June, 
will make "BP-Stancurd the third largest oil company in the 
world and the largest British company in the U.S." A new 
board with cross membership will be formed to strengthen 
company management, ensurine that BP-Standard can sur­
vive "even $10/bbl oil."

As for further acquisitions, Horton said BP has looked 
at a lot of candidates, reviewed the financials of acquisi­
tions that occurred over the last year and found them 
overpriced. While BP will take another look, he said he 
doesn't think they'll find "many bargains out there."
TOUGH NEW LEGISLATION ON CONTROLLING 
AIR POLLUTION INTRoni i r c n  iw sfw htc

onboard motor vehicle vapor recovery cannisters and a 9.0 
psi limit on gasoline volatility, the Mitchell proposal would 
impose tighter technology controls on existing facilities by 
requiring sources of ozone pollution to install retrofit tech­
nology with only limited consideration of the economics of 
such technology. Technology standards for new industrial 
facilities, such as refineries, would also be tightened.

Further, centrally fueled fleets of 50 vehicles or more 
must start using alternative fuels such as methanol, ethanol 
or compressed natural gas. Sulfur content in diesel fuel 
would be limited to 0.05%.

The proposal also would give states and localities au­
thority to control pollution from vessels and oil/gas activi­ties currently regulated under the Outer Continental Shelf 
Lands Act.

Generally, the bill divides areas not expected to meet 
the standard by the Dec. 31, 1987, deadline into two cate­
gories: those areas that exceed the 0.12 parts/million by 
over 50% and those that violate the standard less severely.
Those areas exceeding the standard by over 50% can apply
for a 10-year extension of the deadline and thus avoid 
development sanctions, while those areas closer to the 
standard may apply for a five-year extension.

'Ozone Transport Regions'
All dirty air areas must meet the requirements; however,

those areas exceeding the standard by over 50% will have
additional pollution control requirements. These areas, such 
as Los Angeles, must take measures to offset the growth 
in vehicle miles traveled by commuters and other drivers; 
reduce emissions of ozone or ozone precursors at a rate 
that would ensure compliance with the law within 10 years; 
impose a $100/ton fee on emissions and a $5,000/fon pen­
alty on industrial facilities failing to meet emission reduc­
tion targets; and offset pollution from new facilities at a 
ratio of 2:1.

The bill also establishes "ozone transport regions"— a 
move that recognizes the interstate nature of the problem. 
Three such areas are established by the bill— coastal 
states from Washington, D.C, to Maine, Texas and Louisi­
ana, and the Midwestern states of Illinois, Indiana, Michigan 
and Wisconsin— that also would be required to install ret­
rofit pollution controls in industrial facilities, use alternative 
fuels and other measures required of areas that don't ex­
ceed the standard by more than 50%.

Mitchell, who chairs the Senate Environmental Protection 
subcommittee, said the bill will be considered by his panel 
within a month. However, whether similar action is forth­
coming from the House Is far from certain. Congressional sources and Industry officials say that Rep. Waxman (D-

t i • f .* •• • • *•’ •
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Alaska, oil industry share 
common goals in uncertain future

The Juneau Report is published by Standard Alaska 
ftrxluaton Company iSAPCi Govemmcni Affairs PepjrT* 
mem to provide an overview of issues and legislation as 
lhc> relate to the petroleum industry'. Opinions of authors 
cvprvn̂ ed here do nol necessarily rellect the opinions of 
the company. The Juneau Report is edited K  Jim Palmer. 
Irvjumes should be directed to him or Bob Straub. SAPC 
Government All'airs. 5vS3*5403 or 563*5537.

In this issue:
• Primary elect ion. Page 3
•  North Slope activity, Page 3
•  Alaska's economy. Page 4

$1 Billion less revenue?

Tough decisions 
on state budget
By Nike Bradner

Cutting a slate budget may be a lot harder than building 
a budget. And, that's just what Alaska policymakers will 
have to do in the next several years —  "downbuild" thtir 
budget.

Certainly oil prices will rise again sometime in the 
future. But (his will not solve Alaska's immediate stale 
budget problems. Increasing oil prices will even then on­
ly adjust the tilt in the downslope of slate revenues.

However, we are not facing anything that we did not ex­
pect to face "someday." Alaska's budjzt has always been 
tied to thr rise and decline of the immense Prudhoe Bay 
oilfield’s production curve. There has always been a day 
of reckoning out there —  "sometime." Collapsing oil 
prices simply pulled Alaska's longer term budget decline 
forward in time.

In many respects Alaskans have known about this day 
of reckoning since Prudhoe Bay was discovered in 1969, 
Prudhoe was so big that it's decline would likely be im­
possible to offset with new fields. Even in the beginning, 
r.o one was blind to (his reality. It was this concern, in 
pan. that fueled the creation of the Alaska ftrmanent Fund 
in I976l

But the surge of oil income that came with pipeline Bow, 
federal price deregulation, and the O P E C  actions of the 
late i97Qs was unexpectedly large. It was almost .over­
whelming, and the pressure to spend escalated along with 
these increased revenues.

Alaska did spend! Right, wrong, good, bad. it doesn't 
~ake any difference now. The issue now is curtailing spen­
ding. Thit means keeping the best of state programs healthy 
ond miaa. anti discarding the rest. Cutting budgets may 
vxnxl easy when its not your job, but when it is. it’s a 
difficult and thankless one.

C o n t i n u e d  o n  p a g e  4

Editor’s Note: During a  \isil to Alaska in early 
September. Standard Oil Company’s Chairman and 

'££QJtohfrt_JJnrTn£ addresstd the Anchorage 
Chamber of Commerce. In his speech Horton com­
pared Alaska loan oil company, saying that during 
the uncertain times ahead, Staiuiard Oil and Alaska 
trill have to employ some o f llte same strategies to 
"protect the enterprise" The following is the text o f 
Hortons speech.

I come before you now as the businessman ultimately 
responsible —  with a deep bow to George Nelson, of 
course —  for a significant piece of your state's economy. 
And I want you to knosv that I lake this responsibility 
seriously, with humility and a growing sense of wonder, 
and of course a bit of concern.
And even (hough I am  no different from any other C E O  

(we are all supposed to know everything), 1 was amazed 
to b • reminded of the sheer magnitude of our mutually- 
connected fortunes. Since Standard Oil began to pour 
money into Alaska at the start of the 1970s. my  company 
has invested S9 billion in this state —  and that's invest­
ment. It doesn't count salaries and overhead or the Trans- 
Alaska Pipeline. Our share of TAPS was another S3 
billion.
As a result of all this investment, a significant amount 

of oil -- and wealth —  have been generated over the years. 
While Standard Oil alone has been producing 2'A billion 
barrels of oil (anothe. 1,250 barrels flow down the pipeline 
every minute), one out of every eight of those barrels, 300

million altogether, is royalty oil for the state. At approx­
imately 8 o'clock litis evening —  give or take a minute 
or two —  the 5 billionth barrel of Prudhoe Bay oil will 
be clocked into Pump Station One up on the North Slope.
So we've done very well and Alaska has reaped immense 

rewards. Wc'rc paying Alaska some S350 million in taxes 
even in this very bad year. On average. Standard Oil pays 
roughl) 40ft of the entire lax revenues of (he stale. 
Altogether. Alaska has received S6.7 billion in tax money 
from us. plus those 300 million barrels of royalty oil. We 
paid some of that amount in cash, rather than kind —  thus 
far about S2.3 billion. So in sum. Standard Oil has paid 
over S9 billion in cash to Alaska over the years and has 
invested a further SI2 billion.

I won't review the revolutionary economic impact of 
building TAPS, with those 22.000 high paying jobs and 
the other 6.500 who built the Prudhoe Bay facilities. Bui 
I will say that even today Standard Oil has 1.300 Alaskans 
earning over SI00 million a sear, including benefits. And 
I ihink il's fair to claim at least another thousand jobs —  
worth another S100 million or so a year in payroll —  among 
the Alaskans doing business with us.
So I hope il is clear to others, as it is abundantly clear 

to me. that we are terribly important to Alaska and Alaska

" . . .  the critical need for 
producers is a sense of 

stability in our dealings 

with the state”

$ is terribly important to us. I'd iike to share with you a few 
e perceptions from the viewpoint of an oilman. And perh.ps 
| you would allow me a few observations on what this might 
j mean to Alaska and your future.
1 1 can sum up the condition of world oil today in two
< words: "Not good." World prices yo-yo up and down with 
4 every bit of news out of OPEC. All spring, oil experts 

played Pollyann3 as the price dived. In June at:d July, 
ftallyanna turned into Cassandra as gloom prevailed. In 
August we had modified euphoria over OPEC's temporary 
production quota. And now in September we see a distinct 
lirming of prices —  but how long will that last?
I'm amused by the outside reaction to my early in­

sistence. back in April, nn h.iviru- Sinnri.-ml nil nriange * 
our strategic affairs on the premise that the price of crude I 
will j|reragC-SlSaJvarTeLihroughout the rest ol the I980~ I 
TiTs^^T^alkiUcx) pessimistic. Then I was considered 
a rank optimist. N o w  these days I seem to be smack in 
the middle of many forecasts. Heaven knows what next 
week will make me!
The main thing wc can be ccrta: n of for quite a few yean 

is volatile oil prices, almost certainly lower on average than 
in our salad days, but moving all over the place, for in- 
siance. we could well see last summer's lows revisited.
In the meantime, the world's high-cost producers are cul­
ling back and shutting in. In the United States, this means 
stripper wells in the Lower 48 —  with perhaps fully a ihira 
of all current domestic production there disappearing over 
the next few years.
Thoughtful people realize that the long-term result of 

today's shakeout means less future oil lo compete with 
OPEC, as well as the demise of most research into alter­
native fuels. So far, however, whenever oilmen deliver inis 
message, there has been a tendency to say: "So what?"
About the only good results I see of today's situation 

is that people down in the Lower >:8 no longer automatical­
ly beiicve the myth that bad times for oil mean good limes 
for everybody else. If the U.S.; nd other oil consuming 
nations are undergoing a boom these days, I'd hate to see 
a bust.

Well, up here in Alaska, we I now all too clearly what 
the oil crash means. We  knosv that the petroleum industry 
is the pack horse for the Alaskan economy and govern­
ment, supplying at the last count some 80S of the state's 
governmental revenues. We also I now that Alaskans must 
not depend on petroleum forever. The oil bonanza, while 
it will lust a long time, will surely wind down as the years 
pass just as Alaska's first big boom > ae fur trade, passed 
and the second, the Gold Kush, passed as well.
We would be deceiving ourselves if wc depended upon 

finding more Prudhoe Bays. Still, there may well be mote 
Endicntis or Lisbumes —  and I remind you that Endicott 
alone is one of the ten biggest fic!ds in the United States.

Continued on page 5

‘ 7  can s u m  u p  the condition of world oil today 
in two words: not good.”
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I f  a plan devised recently by the 
state Senate passes, spending 
budgets for the next few years 

would balance with income.
But not without a little help from 

.the Permanent Fund..
That assistance, in the form o f 

$125 m illion in leftover earnings (a f­
ter dividend checks and inflation 
proofing were withdrawn), would fill 
the holes in this year’s budget, said 
Senate finance committeeco-chair- 
man Johne Binkley (R-Bethcl).

Binkley and fellow finance co-chair*’ 
man Don Bennett (R-Fairbanks) re­
counted their budget charting adven­
tures before the Anchorage Chamber 
o f Commerce last week.

The proposal makes a state income 
tax unnecessary.

It also fit in with a resolution passed 
by the Senate opposing further per­
sonal taxation as well as increased 
business tax.

Bennett said state tax wouldn’t 
help attract firms thinking o f mov­
ing to Alaska.

“ The thing we have to demonstrate 
to the rest o f the world, is that Alaska 
does have a stable tax base,’ ’ he said. 
“ I f  wc can get through this low ebb, 
and show the rest o f the world that 
we don’ t need to reach and strangle 
the private sector with increased tax­
ation (businesses may get the hint).”

On the other hand, Bennett said 
the idea is not to attract sweat shop 
operations or a "society that can’t 
support a good lifestyle.”

As for the budget proposal, Ben­
nett likened work by senators to a 
construction crew picking and choos­
ing from the stacks o f lumber avail- . 
able. One pile o f wood or another in i 
the scenario may be untouchable or j 
have prior commitments, but the a  
"goal is what's important,'1 he said.’ ( /j)

The Senate plan drew a measure o f 
approval from those at Common-' 
wealth North, an organization which " 
hod proposed corroling a state budget '- 
to within $1.4 billion annually by 
1991. President Malcolm Robertsi’ ex­
pressed opprovul and said the Senate 
was heading in the right direction.!

In  the plan outlined by Binkley,

the budget for fiscal year 1987 is $2.4 
billion (with use o f the $426 million 
general fund budget reserve); fo r 1988, 
' it ’s $ 1.895 billion; for 1989, $ 1.875 bil­
lion; and for 1990, $1,818 billion.

Binkley said numbers used came 
directly from Gov. Steve Cowper’s 
spending plan. The Senate’s revenue 
projections were based on a conser-

the $213 million in FY 1987 
'•. .capital budget spending, Binkley said 

he was confident legislation would 
be passed to free up what remains 
frozen. With federal matching high­
way funds, 1988 capital spending 
■should approach nearly a h a lf billion 
dollars, he added.

T h is  e g g  w a s  b a la n c e d  o n  e q u in o x  a n d  
s ta y e d  th e re  u n t il th e  S u n d a y  n ig h t 
e a r t h q u a k e . . .  a n d  th e  s ta te  b u d g e t?*
EGO-BAtANCINO (AND PHOTO) BY TOM WATSON

VS*,1

Steady oil prices enhance 
state revenue projections

Revised computer-model-based 
state revenue forecasts were re­
leased by the A laska Department 
o f Revenue March 20.

Based on a yearly average price 
o f oil at $12.83 per barrel, the new 
forecast, i f  it holds through the 
fiscal year ending June 30, pro­
jects adequate revenue to erase a 
feared deficit this year.
’ An estimated 80 percent o f A l­

aska general fund revenue derives 
from royalty and tax payments 
on produced oil.

The new quarterly numbers fore­

cast $1.5 billion in revenue for 
FY 1988, and an additional $471 
million earnings in FY  1987. Rev­
enue and petroleum forecasters 
assigned a 70 percent liklihood of 
the forecast holding true for this 
year at the $13 price range for oil.

Added to a general fund budget 
reserve fund o f some$430 million 
and a portion o f an estimated 
excess in Permanent Fund earn­
ings o f $510 million, the state is 

( expected to receive enough FY  87 
, ' cash to cover capital and operat- 

ing expenses this year.
•iJ. X  «r • » : . a \ --V ’- ’V.  J/y
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slowly over the next three years, 
Binkley'said. •
- The proposal concentrates on keep­
ing spending to a minimum and grad­
ually bringingit in to accordance with 
earnings. Next year, the plan would 
use $150 million o f Permanent Fund 
leftover earnings. For fiscal year 1989, 
$19 m illion more o f the earnings 
would be used to caulk the cracks. 
Permanent Fund earnings use would 
be fazed out for FY  1990.

According to state figures, the Per- 
m an e n t F u n d  w i l l g e n e ra te  
$1,057,000,000 in FY  1987. Earnings 
after expenses were tabulated at $430 
million.

' *

3 dimensionizer 
is under testing

The U.S. Forest Service haB a new 
device that c_mld speed productivity 
and lower costs by turning two-dim­
ensional pictures into three-dimen­
sional panoramas. •. * • t

The device, an analytical stereo- 
plotter, iB currently being tested in 
Ketchikan, according to the Ketchi- . 
kan Daily News. ' ' j

It allows people to look at a photo­
graphed landscape and determine 
contour, slope, and geographic char­
acteristics in the comfortof a warm, 
well-lit office. The Ketchikan District 
o f the Forest Service has spent some 
time with one o f four desk-sized ana­
lytical stereoplotters in existence. The 
other three reside in Norway.

Steve Reutebuch, a Forest Service 
researcher, likens it to a Viewmaster. 
" I t ’s the same concept,”  he says.

The plotter uses two pictures o f the 
same area taken from slightly differ­
ent angles placed side by side on a 
flat table under on umbrella o f mir­
rors and lenses. A person looking 
through the eye pieces sees what 
appears to be depth but in reality is 
illusion. . !

otw.r-: -I,- < i “
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E X P L A N A T O R Y  N O T E S

T H E  D I V E R G E N C E  B E T W E E N  E S T I M A T E D  P R O J E C T IO N S  AND  A C T U A L S  C A N  
S O M E T IM E S  B E  D U E  TO  C E R T A I N  E V E N T S  W H IC H  A R E  B E Y O N D  T H E  S C O P E  
O F  A F O R E C A S T E R .  T H E  F O L L O W IN G  I T E M S  I L L U S T R A T E  S O M E  O F  T H E  
M A J O R  E V E N T S  W H IC H  S U B S E Q U E N T L Y  IM P A C T E D  S T A T E  R E V E N U E S  A T  T H E  
T I M E  T H E Y  W E R E  IN C O R P O R A T E D  I N T O  T H E  F O R E C A S T ,  B U T  W H IC H  C O U L D  
N O T  B E  A N T I C I P A T E D  I N  P R I O R  F O R E C A S T S .

( 1 )  S E P T E M B E R  197G E S T I M A T E S  F I R S T  R E F L E C T  T H E  IN T R O D U C T IO N  
O F  T H E  C O R P O R A T E - P E T R O L E U M  IN C O M E  T A X .

( 2 )  J U L Y  1979  E S T I M A T E S  F I R S T  R E F L E C T  T H E  F O L L O W IN G  E V E N T S :
( A )  T A P S  P I P E L I N E  F L O W  IN C R E A S E D  D U E  TO  A D D IN G  P U M P S  

A N D  D R A G  R E D U C IN G  C H E M I C A L S .
( B )  O P E C  I N C R E A S E D  C R U D E  O I L  P R I C E S  D U E  TO  I R A N I A N  

R E V O L U T I O N .
<C> S T A T E  O F  A L A S K A  O F F I C I A L S  N E G O T IA T E D  S A L E  O F  

P R U D H O E  B A Y  S A D L E R O C H IT  R O Y A L T Y  V O L U M E .
( 3 )  J A N U A R Y  1 9 S0  E S T I M A T E S  F I R S T  R E F L E C T  B O N U S  S A L E  ( $ 3 4 2 . 2M)

F R O M  B E A U F O R T  S E A  L E A S E  S A L E .
(4> J A N U A R Y  1980  E S T I M A T E S  F I R S T  R E F L E C T  G R A D U A L  D E C O N T R O L

O F  O I L  P R I C E S  A N D  NO W I N D F A L L  P R O F I T S  T A X  ON S T A T E  R O Y A L T I E S .
( 5 )  S E P T E M B E R  1981 E S T I M A T E S  F I R S T  R E F L E C T  LAW  C H A N G E  

< C H .  116 S L A  1 981 ) F O R  C O R P O R A T E - P E T R O L E U M  IN C O M E  T A X .
( 6 )  M ARCH  1982 E S T I M A T E S  F I R S T  R E F L E C T  T H E  "307 . C A S E " .

A L L  P R I O R  F O R E C A S T S  H AD  A D O P T E D  T H E  " M E A N  C A S E " .
( 7 )  J A N U A R Y  1986  E S T I M A T E S  F I R S T  R E F L E C T  S E T T L E M E N T  O F  T H E  T A P S  C A S E

(If a one year revenue forecast is within plus or minus 10% of actual receipts, then 
a statistical point of view that projection is said to be accurate. The Department of 
Revenue has been very fortunate, compared to international agencies engaged in the same 
forecasting business, in terms of its accuracy record during the last few years.)



H I S T O R I C A L  C O M P A R I S O N  O F  A L L  P R I O R
R E V E N U E  P R O J E C T I O N S  T O  A C T U A L
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• ACTUAL -

I I 1 I I I I I I I I I
SEP. JAN. MAR. JUN. SEP. JAN. KAR. JUN. SEP. JAN. MAR. JUN. SEP. JAN.
1983 1984 1984 1984 1984 1985 1985 1985 1985 1986 1986 1986 19B6 1987

(ACTUAL)

P R O J E C T IO N S

S E P . 1 9 8 3 3 . 6 0 7 6

JA N . 1984 3 . 3 5 9 0
MAR. 1 9 8 4 3 . 5 6 5 7
JUN. 1 9 8 4 • i.  .^061
S EP . 1 9 8 4 3 . 4 7 3 7

JA N . 1985 3 . 3 1 2 1
MAR. 1 9 8 5 2 . 9 0 0 0
JUN. 1 9 8 5 2 . 8 7 2 B
S EP . 1 9 8 5 2 . 8 6 1 2

JAN. 1906 3 . 1 2 4 6
MAR. 1986 2 . 7 2 1 1
JUN. 19Q6 2 . 6 7 9 4
S EP . 1986 2 . 6 8 1 9

ACTUAL
JAN.  1907 2 . 6 8 2 7

X OF
ACTUAL 134.5 125.2 132.9 123.2 129.5 123.5 108.1 107.1 106.7 116.5 101.4 99.9 100.0 100.0

• II SHOULD BE NOTED THAT IKE ABOVE AKOUNTS 00 NOT INCIUOE ANY SPECIAL SETTLEMENTS. THE FY OS BOTTOM LIKE HOULO INCLUDE AK ADDITIONAL *243.0 MILLION (ARCO SETTLFMENT) 
ANO <149.0 MILLION (TAPS REFUNDS/LE6AL EIPENSES).



H I S T O R I C A L  C O M P A R I S O N  O F  A L L  P R I O R
R E V E N U E  P R O J E C T I O N S  T O  A C T U A L

-  F Y  1 9 8 0  -

  P R O J E C T IO N S  -----

S E P .  1978 1 .0 6 4 9

J A N .  1979 1 .1 3 4 4
M A R .  1979 1 .2 3 4 6
J U N .  1979 1 .3 6 4 0
J U L .  1979 1 .8 0 8 2
S E P .  1979 1 .7 3 7 0

J A N .  1980 2 .3 4 6 6
M A R .  1980  2 .4 2 1 4
J U N .  1980 2 .6 0 8 3
S E P .  1980 2 .6 3 2 0

  A C T U A L  ------
J A N .  1981 2 .6 3 2 6

SEP. JAN. MAR. JUN. JUL. SEP. JAN. MAR. JUN. SEP. JAN.
1978 1979 1979 1979 1979 1979 1980 1980 1980 1980 1981

(ACTUAL)

X OF
ACTUAL 40.5 43.1 46.9 51 .8  71 .7  66.0 89.1 92.0 99.1 100.0 100.0
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-  F Y  1 9 8 1  -

  A C T U A L  ------
J A N .  19B2 3 .7 1 B 2

H-------- 1-------- 1-------- 1-------- 1-------- 1-------- 1-------- 1-------- 1-------- 1-------- 1--------
JUN. JUL. SEP. JAN. HAR. JUN. SEP. JAN. HAR. JUN. SEP. JAN.
1979 1979 1979 19B0 19B0 I960 19B0 1981 1981 19B1 1981 19B2

(ACTUAL)

P R O J E C T IO N S

1979 1 .8 4 6 2
1979 2 .3 2 1 4
1979 2 .4 5 2 8

19B0  3 .2 4 3 0
19B0 3 .4 6 0 9
19B0  3 .8 0 8 8
1980 3 .6 4 1 5

J U N .
J U L .
S E P .

J A N .
M A R .
J U N .
S E P .

J A N .
M A R .
J U N .
S E P .

1981
1981
1981
1981

3 .6 3 1 0
3 .6 9 7 8
3 .6 6 0 0
3 .7 1 6 8



H I S T O R I C A L  C O M P A R I S O N  O F  A L L  P R I O R
R E V E N U E  P R O J E C T I O N S  T O  A C T U A L

-  F Y  1 9 8 2  -
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P R O J E C T IO N S

J U N . 1980 5 .1 3 9 8
S E P . 19B0 4 .9 3 6 4

J A N . 1981 4 .9 5 5 1
M A R . 1981 5 .1 7 5 7
J U N . 1981 4 .8 9 5 3
S E P . 1981 4 .4 0 1 7

J A N . 1982 4 .3 3 5 8
M A R . 1982 4 .0 4 4 4
J U N . 1982 4 .0 9 8 9
S E P . 1982 4 .1 0 5 1

A C T U A L
J A N .  1983 4 .1 0 8 4

1980 1980 1981 1981 1981 1981 1982 1982 1982 1982 1983
(ACTUAL)

•A OF
ACTUAL 125.1 120.2 120.6 126.0 119.2 107.1 105.5 98 .4  99.0 99.9 100.0
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H I S T O R I C A L  C O M P A R I S O N  O F  A L L  P R I O R
R E V E N U E  P R O J E C T I O N S  T O  A C T U A L

“  F Y  1 9 8 3  -

P R O J E C T IO N S

J U N . 1981 5 .7 6 6 5
S E P . 1981 4 .8 5 8 6

J A N . 1982 4 .1 3 3 7
M A R . 1982 2 .7 4 7 7
J U N . 1982 3 .0 5 0 1
S E P . 1982 3 .4 4 3 5

J A N . 1983 3 .5 6 7 7
M A R . 1983 3 .5 3 6 8
J U N . 1983 3 .6 3 0 5
S E P . 1983 3 .6 2 8 3

A C T U A L
J A N .  1984 1 .6 3 1 0

1981 1981 1982 1982 1982 1982 1983 1983 1983 19B3 1984
(ACTUAL)

'A OFACTUAL 158.8 133.8 113.8 75 .7 84.0 94 .8 98.3 97.4 100.0 99.9 100.0
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—i 1-------- 1-------- 1---------1-------- 1-------- 1 I i i i r
JAN. HAR. JUN. SEP. JAN. HAR. JUN. SEP. JAN. HAR. JUN. SEP. JAN.
19B2 1982 1982 1982 1983 1983 19B3 1983 1984 1984 1984 1984 1985

(ACTUAL!

P R O J E C T IO N S

J A N . 1982 5 .0 0 5 3
M A R . 1982 2 .9 9 0 6
J U N . 1982 3 .1 3 5 0
S E P . 1982 3 .2 1 1 7

J A N . 1983 2 .8 0 4 8
M A R . 1983 2 .7 2 8 7
J U N . 1983 3 .0 7 1 2
S E P . 1983 3 .  1667

J A N . 1984 3 .2 4 7 4
M A R . 1984 3 .4 1 8 4
J U N . 1984 3 .3 3 5 4
S E P . 1984 3 .3 8 9 3

A C T U A L
J A N .  1985 3 .3 9 0 1

'A OFACTUAL 147.6 88 .2  92.5 94 .7  82 .7 80 .5  90.4 93 .4 95.8 100.8 98.4 100.0 100.0
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H I S T O R I C A L  C O M P A R I S O N  O F  A L L  P R I O R
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-  F Y  1 9 8 S  -

1982 I90i 1983 1983 1983 19B4 1984 1984 1984 1905 1985 1985 1985 1986
(ACTUAL)

P R O J E C T IO N S

S E P . 1982 3 .2 4 3 1

J A N . 1983 2 .8 9 2 2
M A R . 1983 2 .7 6 0 6
J U N . 1983 3 .1 6 5 9
S E P . 1983 3 .3 1 2 7

J A N . 1984 3 .2 3 8 2
M A R . 1984 3 .4 1 8 2
J U N . 1984 3 .2 5 7 0
S E P . 1984 3 .4 0 3 3

J A N . 1985 3 .3 1 4 7
M A R . 1985 3 .2 6 3 3
J U N . 1985 3 .2 3 7 6
S E P . 1985 3 .2 3 4 3

A C T U A L
J A N .  1986 2 6 0 0

K OF
ACTUAL 99.5 88 .7  84.7 97.1 101.6 99.3 104.9 99 .9  104.4 101.7 100.1 99.3 99.2 100.0
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To the Reader of the Revenue Sources FY 87-89 (June 1987) and Petroleum 
Production Revenue Forecast (June 1987)

The revenue forecast presented 1n these publications has been prepared 
by economists and research staff of the Department of Revenue in accordance 
with the highest professional standards. It has been reviewed and adopted 
by myself as the Department's best judgment of revenues to be received by 
the State of Alaska over the prescribed forecast period. The Department of 
Revenue has historically been and remains solely and exclusively responsible 
for the preparation of these quarterly forecasts. The experience of recent 
years involving frequent ana significant revisions in estimated revenues Is 
due to the inherent difficulty of predicting the movements in the price of 
crude oil--a commodity whose volatility over the last decade cannot be 
exaggerated. This volatility combined with the State of Alaska's almost 
complete dependence on oil revenues, which 1n recent years account for 
almost 85 percent of total revenues, can sometimes lead to dramatic and 
unavoidable changes in the forecast.

Sincerely,

Vincent D. Wright 
Chief of Research
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HOW THIS FORECAST WAS MADE

Many factors or variables can affect Alaska's petroleum revenues. This report 
takes into account over 400 dependent and independent variables, ranging from 
the amount of oil flow in TAPS to the degree of OPEC price changes. The 
number of possible combinations of all these different factors is virtually 
endless. An indication of the range of outcomes can be obtained from a sanple
of these combinations. The principles of statistics allow one to test the
reliability of that sample and to find the projected revenue figure which
minimizes the likely error between what is projected and what is received. To
eliminate bias in the selection of the sample, a computer makes random choices 
of variables. If 500 combinations make up the sample, then the computer 
calculates the average of all of those combinations and provides data used to
create many of the tables and graphs appearing in this forecast. Some of
these tables and graphs depict a range of probability indicating how far the 
results could differ from the average and/or what the likelihood is for 
revenues to differ substantially from that average.

As an additional forecasting tool, the Department of Revenue has developed a 
model which gives explicit consideration to the economic feasibility of 
developing potential petroleum deposits A full explanation of this model is 
available on request.

Starting in March 1982, a conscious effort was made to introduce an additional 
measure of prudence or caution into the revenue projections by reporting, as 
the single point estimate of revenues, the revenue expectation corresponding 
to the 30 percent cumulative distribution of possible revenue outcomes. Since 
this estimate depicts a revenue stream which the Department of Revenue feels 
will have a 70 percent chance of being exceeded, it automatically builds in a
safety margin. The magnitude of the safety margin will vary from forecast to
forecast and from year to year, since it is based on a subjective assessment 
by the Department of Revenue of the array of possible outcomes for the 
numerous variaoles included in the forecast. Please see Table 17 and Graph 9, 
which illustrate the magnitude of the hedge or risk adjustment assumed in this 
forecast. By using the 30 percent case, the reported forecast numbers can be 
expected to fluctuate from forecast to forecast, even if the possible outcomes 
remain the same, because events viewed with extreme uncertainty in one time 
period become less uncertain in the next time period. In the short term, this 
means that the 30 percent revenue outcome will tend to converge to the mean 
outcome as more data on those short term revenues becomes available. (See 
Table 25)

It cannot be stressed enough that the forecasting of petroleum production 
revenues very far into the future is an extremely speculative activity.
Because of the dramatic effects of compounding, small changes in assumptions 
about the behavior of key variables, such as oil prices and/or inflation, can 
produce widely different projections of oil revenues. For this reason, the 
reader is cautioned to examine annual revenue projections in the context of 
the full range of possible revenue outcomes as presented 1n the probability 
distributions of Graphs 10-12 and Tables 18-20.
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R e s u l t s  o f  T h i s  F o r e c a s t

EXECUTIVE SUMMARY 
(Dr. Charles I. Logsdon)

Stable oil prices at or near the official OPEC levels combined with a public 
commitment by most OPEC producers to the current production quotas, result in 
an upward revision in the estimates of near term petroleum production 
revenues. Broadly speaking, this forecast assumes oil prices for Alaska North 
Slope (ANS) oil at the U.S. Gulf will, on average, Increase from $16.00/bbl to 
$20.00/bbl over the next 5 years. Wellhead values will increase by a greater 
extent, as the TransAlaska Pipeline System (TAPS) t a r i f f  decreases as a result 
of the recently adopted TSM tariff method. Average expected TAPS throughput 
is assumed to peak in FY 1989 at 1.885 million bbl/day, declining at roughly
6.0 percent per year thereafter.

Short Term (FY 1988 - FY 1989)
This time period will most likely witness the last years of Prudhoe Bay 
production at the 1.5 million bbl/day Maximum Efficient Rate of Production 
(MER). This, in combination with new production from the Lisburne and 
Endicott fields, should see North Slope oil production at its peak. It is 
expected that oil prices will continue to be quite volatile, though increasing 
consumption should cause prices to drift upward if OPEC can continue to 
control the incremental barrels of oil entering the market. The scheduled 
reduction in severance tax rate on Prudhoe Bay, from an effective rate of 15 
percent to approximately 12.6 percent, will reduce average expected severance 
tax collections by approximately $82.40 million in FY 1988 and $104.28 million 
in FY 1989.

Petroleum production revenue estimates are up by $50.44 million in FY 1987 and 
$196.02 million in FY 1988. These estimates represent the average expected 
revenues in FY 1987 and the 30 percent or risk adjusted estimates for FY 1988.

Intermediate Term (FY 1990 - FY 1992)

Risk adjusted petroleum production revenues should remain relatively constant 
in nominal dollar terms over this time period at around $1300 million. An 
upward drift in oil prices should tend to offset lower production from the 
mammoth Prudhoe Bay field. The key to price over this period, as is the case 
today, will continue to be OPEC's ability to meet an Increasing call on their 
production without causing a market destabilizing glut.

Risk adjusted oetroleum production revenues for FY 1990-FY 1992 are $166 
million lower than projected in March.

Long Term

The 1990's and beyond will witness the continuing decline of Prudhoe Bay and 
other currently producing North Slope oil fields. Although future discoveries 
may be made In the Beaufort Sea or in the Arctic National Wildlife Refuge, it 
is likely that additional production will depend greatly on enhanced recovery 
from existing fields and production of heavy oil. Higher prices, due to 
increasing concentration of low cost oil reserves in the hands of a few 
countries, should stimulate these kinds of developments in Arctic Alaska.

1



In this forecast no new discoveries are assumed, although enhanced recovery 
and development of known deposits of heavier crude oil are evaluated. North 
Slope oil production, on average, is expected to be one-half the current level 
by FY 1999.

The expected level of risk adjusted petroleum production revenues is $1556 
million lower between FY 1995 and FY 2003 than projected- in March's forecast. 
This is a result of lower average expected real price growth. It should be 
stressed that these are nominal dollars.



SHORT-TERM MARKET ANALYSIS 
(Roger Marks)

Graph 1 shows the reported price of Alaska North Slope (ANS) crude oil 
delivered to the Gulf of Mexico. (The March - June 1987 figures are 
estimates.) Prices have increased and stabilized near $17 a barrel since 
OPEC's price and output accords became effective in January. OPEC has a 
meeting scheduled at the end of June, where price and quotas will no doubt be 
debated.

ANS GULF COAST P R I C E

& a a a a a a
I 2 3 4 5 6 7

G r a p h  1 .
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Table 1 shows recent estimates of OPEC and non-OPEC production behavior. Note 
that April marked the first Increase 1n output over previous monthly levels 
since the quotas were Instituted. The quotas are, however, measured on a 
quarterly basis, and the first month of the first quarter (January) had the 
highest output (on par with April, the first month of the second quarter), and 
the first quarter quota was subsequently met. Pursuant to the OPEC accords, 
quotas are to be Increased to 16.6 million barrels per day (mmbd) for the 
third quarter, and 18.3 mmbd for the fourth quarter. Many of the countries 
have planned budgets based on these increases.

Table 1.
World Oil Production 1987

Estimated
Apr. Mar.

(mbd)

Feb. Jan.
Jan.-Mar. 

Avq.
Currenl
Quota

JPEC
Saudi Arabia 3900 3100 3600 3700 3462 4133
Iran 2200 2100 1650 2200 1994 2255
Iraq 1900 1700 1670 1650 1673 1466
Kuwait 950 950 950 1000 957 948
UAE 1185 1155 1175 1195 1175 902
Qatar 250 200 250 285 245 285
Neutral Zone 380 380 430 500 437 1/
Venezuela 1690 1690 1640 1650 1661 1495
Nigeria 1230 1230 1138 1240 1205 1238
Indonesia 1280 1263 1250 1280 1265 1133
Libya 950 850 950 950 916 948
Algeria 600 600 600 600 600 635
Gabon 150 150 150 150 150 152
Ecuador 0 45 260 270 189 210
TOTAL OPEC 16665 15413 15713 16670 15939 15800

YON-OPEC
United States 8438 8433 8277 8437 8386
North Sea 3675 3667 3746 3882 3766
Mexico 2510 2510 2510 2511 2510
Soviet Union 12500 12480 12360 12385 12410
China 2575 2575 2575 2575 2575
Other 12291 12295 12409 12442 12381
TOTAL NON-OPEC 41989 41960 41877 42232 42028

fOTAL WORLD 58654 57373 57590 58902 57967

1_/ Incorporated in Saudi Arabia's and Kuwait's quotas.

Source: Petroleum Intelligence Weekly

Saudi Arabia has re-assumed its role of swing producer, adjusting its output 
so that total output is consistent with targeted price levels. Its first 
quarter revenue, however, is reportedly down 9 percent over the previous 
year's level, while the rest of OPEC is up 25 percent. Mounting budget and
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balance of payment deficits, and shrinking monetary reserves and net foreign 
assets, may limit Saudi Arabia's ability to function in this role. Monetary 
reserves are now only a tenth of what they were in 1981, and half of their net 
foreign assets are extremely illiquid, such as war loans to Iraq. Saudi 
Arabia had the largest OPEC production increase in April.

Iraq is producing as much as it can to finance its war with Iran, and has 
publicly insisted on a quota on par with Iran. They will soon complete a 
second pipeline through Turkey, enabling them to export another 0.5 (mmbd) 
through the Mediterranean. This will be a 25 percent increase in production 
for them, and put them 1 mmbd over quota. Although this pipeline was scheduled 
for completion in August, recent reports suggest it may be delayed until 
September. The two countries have agreed on the construction of a third 
pipeline, 240 km long, from Iraq's Ain Zalah fields to the Batman refinery 
center in eastern Turkey. It will supply about 70,000 b/day of crude.
Another pipeline, through Saudi Arabia, is due for completion in 18 months and 
will carry 1.5 mmbd to the southern Persian Gulf port of Yanbu.

Iran has recovered from past war damage and is now, unexpectedly, approaching 
its quota. The United Arab Emirates (UAE) are now 0.3 mmbd over quota, and 
are publicly requesting a quota increase. They have not mentioned numbers but 
they are capable of producing 4 mmbd. OPEC has been helped by the plight of 
Ecuador. The severe earthquake in March there has shut down all production, 
and it is expected Ecuador will overproduce when they resume production in 
August.

OPEC production for the first quarter was 1.6 mmbd below 1986 levels, a 
reduction of nearly 9 percent. Non-OPEC production is up 0.4 mmbd. In the 
near term summer maintenance in the North Sea will remove an estimated 0.6 
mmbd from the market. This may give OPEC an unrealistically optimistic 
picture upon which to adjust their existing accords.

Table 2 displays the elements that will influence price over the next six

Table 2.
First Through Third Quarter 1987 "Balance" Sheet 

(Million bbls/day)

I II III
OECD 35.9 34.1 34.8

Consumption Non-OECD 11.9 12.0 12.0
TOTAL 47.8 46.1 46.8

Non-OPEC 28.0 28.3 29.0
OPEC

Production Crude 15.7 16.6 16.3
NGL 1.4 1.4 1.4
Total 17.1 18.0 17.3

TOTAL 45.1 46.3 46.7

S t o c k  D raw 2 . 7 - 0 .2 0.1



months. The consumption and non-OPEC production figures were supplied from the 
International Energy Agency (IEA). Note that second quarter consumption Is
forecasted to cecline by 1.7 mmbd. Also note that despite the temporary North
Sea cutback, non-OPEC production 1s forecasted to Increase by 0.3 mmbd, due to
large Increases 1n Soviet exports. As a result a negative stock draw, I.e.,
an Increase 1n stocks, appears likely.

Table 2 shows the estimate of the amount of OPEC production (or resolve) 
necessary to bring stock levels Into line with 1985 amounts, adjusted for 
consumption (1986 stock levels were very high due to the surfeit of cheap 
netback crude). Current (end of April 1987) world stock levels are at 3290 
mmbbl. September 1985 levels (adjusted for current consumption) were 3277 
mmbbl. That would suggest, a 13 mmbbl stock drawdown over 150 days, or 0.1 
mmbd. This Implies free world production at 46.7 mmbd, OPEC production at 
16.3 mmbd (0.5 mmbd over the current quota), and Saudi production at 3.5 mmbd 
for the next two quarters.

Note that the current ..cock level mentioned above is for stocks on land only, 
while waterborne stocks are now considerable. That land stock figure (142 
mmbbl over last year) covers 98 days of foreward consumption, as high as it's 
ever been other than 1986. In 1973, land stocks were equivalent to 65 days 
forward consumption. In the U.S., crude and product stocks are 34 mmbbl (5°/.) 
higher than last year's high level, and the current stock draw 1s about 1 
mmbd. Motor gasoline stocks are 31 mmbbl (15 percent for all gasoline, 32 
percent for unleaded) over last year, and the stock draw is 0.7 mmbd.

Besides OPEC production practices, the near-term fate of oil prices will rest 
in part with refiner behavior. Refiners profit most with low crude prices and 
high product demand, and will not deliberately reinforce OPEC prices. At the 
end of last year, when OPEC returned to fixed prices, refiners were awash in 
cheap netback crude that had profit margins built into every purchase. Since 
OPEC still appeared to be unstable and prices could once again decline, 
refiners were not eager to buy more at the higher fixed prices. They Insisted 
on built-in volume flexibility ori the contracts they cut with OPEC, so in 
essence the contracts were short term.

The situation is not that much different now. Short-term refinery economics 
are determining OPEC output. Inventories are being worked off but the specter 
of higher prices has spurred some buying. As long as OPEC does not produce 
more than the refiners order, and does not discount, prices should remain 
stable. What may haunt OPEC are high gasoline stocks, lower gasoline demand 
(spot gasoline prices are nearly 60 percent higher than a year ago, albeit 
gasoline demand 1s fairly inelastic), and increased April production volumes 
arriving In the U.S. in June.

Two issues OPEC may have to explicitly address soon are differentials and 
countertrade. The current price structure for the different OPEC crudes, 
established 1n December, and more germane to then, does not reflect the 
current market. Price differentials among crudes reflect product prices, 
seasonality, Inventories, refinery utilization rates, and modes of operation. 
Given the rigidity of the OPEC accords, they cannot change fast enough. If 
the crude is overpriced there may be a tendency to shave prices, and if 
underpriced a tendency to overproduce.



The OPEC accord does not restrict barter or countertrade. When such 
transactions do not involve integrated oil companies, the crude can find its 
way to the spot market and usually be discounted, which will undermine term 
supply contracts. As a matter of fact, for the first time since late 1985, 
spot transactions for OPEC crudes started appearing in April, at prices under 
official levels.
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FORECAST ASSUMPTIONS 
(Or. Charles L. Logsdon; Eric Hansen)

Higher Interest rates, a sizeable trade deficit 1n the face of a devalued 
dollar, and escalating energy costs suggest that higher rates of Inflation may 
be a fact of life In 1987. A wide variety of possible rates of Inflation are 
considered In this forecast and are summarized in Table 3.

Table 3 
Expectation for Inflation 

(Percent)

Fiscal Average Confidence Band
Year Rate Lower 95% Upper 95%

I n f l a t i o n

1987 3.59 2.37 7.41
1988 5.42 3.08 7.94
1989 5.42 3.49 8.01
1990-1994 6.35 3.08 10.66
1995-1999 6.65 3.08 16.10
2000-Beyond 6.86 3.08 12.44

North Slope Oil Prices 

International Market

World oil prices have remained stable at levels at, or above, official levels 
since March. Although there Is some evidence of excessive inventories 
relative to demand, fundamental mar-''-', statistics suggest oil prices are in 
equilibrium. Prior to the upcoming June OPEC meeting, OPEC members, including 
the members of the Gulf Cooperation Council (Saudi Arabia, Kuwait, the United 
Arab Emirates, Oman, Bahrain, and Qatar), Nigeria, Indonesia, and Venezuela 
all called for a continuation of the current quotas and pricing structure.
Siiould the current OPEC agreement be extended, the main threats to the
stability of the current market would be as outlined below:

1. Iraq has no official quota and could theoretically 
increase its production by year-end to more than one 
million bbl/day in excess of its "deemed" quota.

2. It is unclear what the call on OPEC will be in the 
third and fourth quarters of this year. The 
International Energy Agency has continued to reduce 
its estimates of consumption for the remainder of 
1987. Therefore, it is not clear whether quota 
increases allowed under the current agreement could be 
accomodated without destabilizing crude oil prices.

3. Continued increases in OPEC product exports and barter

8



sales and counter trades allow e f fe c t ive  production 
exports in excess of quotas and, as a re su lt ,  may be 
se lf  defeating.

4. Current prices are high enough to stimulate the search 
for and development of non-OPEC o i l  reserves, 
p a r t ic u la r ly  i f  prices are perceived as remaining at 
the current level for any length of time. This could 
r e s t r i c t  the growth in OPEC's market share.

The current o f f i c i a l  OPEC price structure for a number of representative crude 
o i ls  is  given in Table 4.

In th is  fo recast, i t  is  assumed that prices w i l l  remain at o f f i c i a l  leve ls  
through year-end, when i t  is  expected that price w i l l  weaken somewhat before 
rebounding next summer. The downside r is k  for o i l  prices is  very re a l ,  as is  
the potential for extreme v a r ia b i l i t y .  As a re su lt ,  th is  forecast assumes a 
wide range of possible future o i l  price paths. The average expected world 
crude o i l  prices for ANS qua lity  crude o i l ,  entered as input Into the forecast 
model, are shown in Table 5.

Table 4. 
Price Comparison 

($/bbl)

Saudi Light 
Iran Light 
Saudi Medium 
Saudi Heavy 
Bonny Light 
Forcados 
Mandji 
Minas 
Oriente

$17.52
17.50
16.92 
16.27
18.92 
18.52 
17.32 
17.56 
17.02

Table 5
Average Expected World Prices 

($/bbl)

F isca l
Year

Nominal 
Marker Price

Real (1986) 
Marker Price

1987
1988 
1990 
1995 
2000

14.95
17.00
17.83
24.69
35.15

14.95
16.41
15.49
15.76
16.26
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Domestic Market

Postings for domestic sour crudes are currently  running between $17.00/bbl and 
$17.50/bbl. Standard Oil recently announced ANS prices of $17.25/bbl on the 
West Coast and $18.25/bbl on the Gulf Coast. The absence of Ecuador Oriente on 
the market may p a r t ia l ly  explain the current strength in the price of ANS 
suggested by th is  move. Once Ecuador is  again able to export o i l ,  ANS prices 
may be subject to some downward pressure p a r t ic u la r ly  for Gulf Coast sa le s .

U.S. production has fa l le n  an estimated 660,000 bbl/day in the face of lower 
o il  p r ice s . To meet the higher o i l  consumption which the lower prices 
encourage, therefore, the U.S. must import more o i l .  As long as imports 
continue to grow, the outlook for higher prices improves because the domestic 
market w i l l  become more susceptible to supply sh o rt fa l l  to the extent that 
free trade in o i l  can be disrupted or controlled at the international le v e l .

Graphs 2 and 3 show actual and forecast prices for ANS sold in the U.S. and 
for the OPEC Marker crude on a monthly and annual bas is . The OPEC Marker used 
in th is  forecast is  Saudi Medium. Prices associated with these graphics may 
be found in Appendix A, pages 37 and 38, respective ly .
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The weighted average sales prices of ANS on the West Coast and Gulf Coast, and 
the weighted average wellhead prices between February 1986 and February 1987, 
according to producer reports , are shown in Table 6.

Table 6.
Average ANS Sales Prices 

($/bbl)

Gulf/East Coast

18.32 
15.07 
13.27 
12.54 
11.81 
10.39 
11.18 
12 .88  
12 .88  
12 .88  
14.34 
15.43 
16.23

Month Wellhead West Coast

February 10.74 17.73
March 7.23 13.65
April 5.38 11.31 ,
May 4.82 10.73
June 4.18 10.62
Ju ly 3.17 9.27
August 3.76 9.62
September 5.70 11.63
October 5.98 11.90
November 5.77 11.78
December 6.87 12.57
January 1987 8.70 14.03
February 9.78 15.02
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The average expected annual wellhead price assumed for ANS crude o i l ,  based on 
average No th Slope expected production and ro ya lt ie s  as calculated In the 
slmulatlo'. model, are found In Table 7.

Table 7.
Average Expected ANS Wellhead Values

F isca l Nominal Real (1986)
Year Wellhead Wellhead

1987 7.03 7.03
1988 9.90 9.56
1990 11.70 9.84
1995 18.29 11.67
2000 28.80 13.32

Transportation Costs

T a r i f f s  for the TAPS are based on the recently  approved TSM ratemaking 
methodology. Average expected t a r i f f s  for FY 1987 through FY 1990 are $4.25, 
$3.59, $2.84, and $2.91/bbl. T a r i f f  f i l in g s  for calendar 1987 by crude orig in 
are shown on Table 8.

Table 8.
TAPS T a r i f f  by F ie ld

O il f ie ld  TAPS T a r i f f

Prudhoe Bay 3.93
Kuparuk/Milne P t . 4.08
Lisburne 3.86
Endicott 4.44

Tanker t a r i f f s  and re finery  market d e live ry  forecasts were based on data 
obtained from tax returns , industry f ig u re s , trade journal a r t i c le ,  and 
studies done by government and private agencies. During the month of February 
1987, roughly 60 percent of ANS production was reported as delivered to the 
West Coast and 40 percent to the U .S . Gulf and East Coasts, and Caribbean.

North Slope Gas Prices

North Slope wellhead gas p r ices , for the lim ited amount of gas produced and 
sold cu rren t ly , vary considerably among the producers, ranging from $.025/Mcf 
to $3.43/Mcf. This variation  re f le c ts  the imperfect market structure for 
these lim ited sales since the producers s e l l  most of the gas to TAPS, which is 
owned by the producers, and the pipeline ownership shares d i f f e r  from the 
resource ownership shares. Future prices w i l l  depend in large measure on the 
timing and cost of a gas transmission system b u i l t  to access international 
markets, as in the case of the Trans Alaska Gas System (TAGS), or lower 48 
markets, as in the case of the Alaska Natural Gas Transmission System (ANGTS). 
Given the projected low prices for o i l ,  the continuing apparent excess supply 
of less cost ly  sources of natural gas, and the high cost of e ither proposed
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transmission system, i t  is  assumed that there Is  only a 17 percent chance that 
any gas pipeline w i l l  be b u ilt  and in operation by FY 2000. Furthermore, the 
high cost of e ither ANGTS or TAGS implies hhe p o ss ib i l i t y  of a zero wellhead 
value during the early  years of production Price scenarios are used which 
range from $0.00/Mcf to in f la t io n  adjusted prices based on the current p r ice . 
The February 1987 reported price averaged $0.488/Mcf. The average expected 
price assumed with a gas line  in FY 2000 is  $2.90/Mcf.

North Slope Oil Production

Multiple base data well and production scenarios for o il and gas were 
developed from many sources, including Information furnished by the producing 
companies, the Alaska Department of Natural Resources, the Alaska Oil and Gas 
Conservation Commission, o i l  industry trade journals and news re leases . 
Sp ec if ic  annual production f e a s ib i l i t y  simulation production estimates for 
each of the Alaskan formations are depicted in Graphs 4, 5, and 6, on pages 
15, 16, and 17 respective ly . A fu l l  explanation of how these volumes 'were 
derived is  ava ilab le  on request.

As shown on Graph 4, the majority of the simulated statewide production volume 
comes from the Prudhoe Bay reservo ir throughout the 17-year period. Graph 4 
a lso shows the tota l simulated statewide production, in m ill ions r f  barrels 
per year, given the June 1987 forecast assumptions.

Table 9 presents the volumes associated with Graph 4; Table 10 shows the 
volumes for Graph 5; Table 11 goes with Graph 6. The tota l actual North Slope 
production for February 1987 averaged 1.822 m ill ion  bbls/day.

The Endicott f ie ld  is  well on i t s  way to becoming operational. The f in a l 
s e a l i f t  is  enroute to the North Slope and is  expected to a r r ive  on August 1, 
1987. I f  the weather cooperates, f a c i l i t y  completion should allow for meeting 
the scheduled production startup of January 1988, or possibly as early  as 
November or December, 1987. I n i t i a l  production should r ise  to between 75,000 
b/day and 100,000 b/day within a couple of months a f te r  startup. Peak 
production of about 100,000 b/day should be reached by Ju ly ,  1988, remaining 
at that level for 4-5 years, declin ing rap id ly  therea fte r .

Milne Point production is  s t i l l  on hold. Barring a rapid r ise  in o i l  p r ice s , 
production is  not expected to resume before June, 1988. Conoco and i t s  
partners have been having periodic meetings to discuss the fate of Milne 
Point, but have not made any firm decisions to abandon the f ie ld .

North Slope Gas Production

Given the continuing worldwide surplus of natural gas, the high cost or an 
Alaska gas transmission system, the fa i lu re  of new markets for LNG to develop, 
and the long term outlook for low o i l  p r ice s , th is  forecast assumes only a 17 
percent chance that Alaska North Slope gas w i l l  be developed in th is  century.

Recent actions by the Federal and State governments have provided some hope to 
proponents of natural gas e x p a ts  from the North Slope. In early  June, 1987 
the Federal Energy Regulatory Commission issued an order stating i t  would not
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exercise ju r is d ic t io n  over a proposed gas conditioning p lant, a p ipeline being 
proposed by Yukon P a c i f ic ,  nor the gas i t s e l f .  Meanwhile, the Alaska 
Legis lature passed a b i l l  giving the Commissioner of Natural Resources the 
authority to grant any p ipeline project a conditional right-of-way across 
state land without f i r s t  obtaining financing. These decisions are viewed as 
eliminating many of the obstacles for Yukon P a c if ic  to gain financing for i t s  
p ro ject . Yukon P a c if ic  is  seeking foreign investo rs , and estimates 
construction costs at about $8.5 b i l l i o n .  Annual sales to Japan, Taiwan, and 
Korea could tota l as much as 8 m ill ion  tons of l iq u if ie d  natural gas per year.

Cook In le t  Oil Prices

Cook In le t  o i l  prices are assumed to change throughout the forecast in the 
same manner and at the same rate assumed for the West Coast ANS crude p rices , 
as determined in the North Slope simulation model. The price is  assumed to 
increase from $12.89/bbl in FY 1987 to $41.79/bbl in FY 2003. Prices for FY 
1987 to FY 1991 are assumed to be: $12.89/bbl, $15.56/bbl, $15.70/bbl,
$16.38/bbl, and $17.48/bbl, respective ly . The average February 1987 price was 
$14.29/bb1.

Cook In le t  Gas Prices

Gas prices were adjusted according to contract escalation agreements and 
assumed changes in the price of o i i .  The severance tax floor of $.064/Mcf was 
assumed to remain constant. The actual weighted average price for February 
1987 was $0.95/Mcf.

Cook In le t  Oil Production

Oil and gas production analyses made by the Department of Revenue, the 
Department of Natural Resources, and the Division of 011 and Gas Conservation 
as well as trade journals  and technical reports were used to generate the o il 
and gas production estimates for Cook In le t .  The simulated o i l  production 
p ro f i le  is  shown on Graph 6. The associated values are given on Table 11; o il 
production is  non-risked for cost fa c to rs , unlike the values for ANS o il 
production. February 1987 o i l  production from Cook In le t  f ie ld s  averaged 
45,894 bbls/day.

Cook In le t  Gas Production

Gas production in Cook In le t  is  anticipated to increase somewhat over the 
17-year forecast period, from the FY 1987 level of .487 Bcf/day to a FY 2003 
level of .756 Bcf/day. February 1987 production averaged .531 Bcf/day.
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TabTe 9. 
Simulated Production 
(M il l ion  bbls/year)

Year Prudhoe Bay Total Alaska

1987 561.72 686.56
1988 558.18 694.78
1989 541.74 697.79
1990 504.88 664.88
1991 450.43 607.06
1992 433.49 586.59
1993 414.26 564.52
1994 407.98 551.00
1995 368.21 506.36
1996 322.11 448.10
1997 304.72 423.94
1998 264.87 385.69
1999 229.55 347.61
2000 198.86 312.42
2001 175.77 278.59
2002 154.09 248.32
2003 138.56 223.20
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Table 10. 
Simulated Production 
(M il l ion  bbls/year)

Year Kuparuk West Sak Lisburne Endicott

1987 97.51 0.19 9.42 0.00
1988 95.87 0.00 18.13 10.66
1989 88.94 0.00 20.79 34.53
1990 86.36 0.00 28.56 34.23
1991 78.03 0.00 34.15 34.26
1992 68.85 0.00 35.95 34.34
1993 59.55 0.00 39.23 34.37
1994 55.29 0.00 44.64 26.51
1995 50.35 6.26 43.96 22.01
1996 42.46 7.93 43.37 17.03
1997 37.30 11.10 42.85 13.29
1998 32.12 11.40 42.39 10.37
1999 28.00 11.83 40.91 7.87
2000 24.24 11.92 39.48 5.90
2001 18.64 12.19 38.05 3.94
2002 14.20 12.66 35.91 2.33
2003 11.07 12.93 32.36 1.15
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T a b l e  1 1 .
Simulated Pr oduction 

(million bbls/year)

Other Other

Year M i l n e  Pt. Cook Inlet Onsh o r e  O f f s h o r e

1987 1 . 8 9  1 5 . 8 3  0 . 0 0  0 . 0 0
1988 0 . 1 3  1 1 . 8 1  0 . 0 0  0 . 0 0
1989 1 . 9 3  9 . 8 6  0 . 0 0  0 . 0 0
19 90  2 . 7 2  8 . 1 3  0 . 0 0  0 . 0 0
1991 3 . 0 3  7 . 1 6  0 . 0 0  0 . 0 0
19 92  3 . 0 5  6 . 2 6  4 . 6 5  0 . 0 0
19 93  3 . 2 0  5 . 4 5  8 . 4 6  0 . 0 0
1 9 94  3 . 1 8  4 . 8 4  8 . 5 6  0 . 0 0
1995 2 . 9 9  3 . 7 7  8 . 8 1  0 . 0 0
19 96  2 . 6 2  3 . 5 0  9 . 0 8  0 . 0 0
1997 2 . 2 5  3 . 2 4  9 . 1 9  0 . 0 0
19 98  1 . 9 4  3 . 1 0  9 . 2 8  1 0 . 2 2
1999 1 . 3 5  2 . 8 8  9 . 8 2  1 5 . 4 0
20 00  0 . 8 6  2 . 8 0  7 . 8 7  2 0 . 4 9
2001 0 . 4 9  2 . 7 2  6 . 4 4  2 0 . 3 5
20 02  0 . 2 8  2 . 6 7  5 . 8 1  2 0 . 3 7
20 03  0 . 1 7  1 . 7 9  4 . 8 0  2 0 . 3 7
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Table 12 shows the a v e rage, or mean case, values for FY 1987 and the 30 

percent c u m u l a ti v e  d i s t r i b u t i o n  (risk adjusted) values for FY 1988-FY 2003 for 

s everance and c o n s e r v a t i o n  taxes, royalties, and total p e t r o l e u m  revenues.

T able 12.

P e t r o l e u m  Production Revenue Forecast 

(Values in M i l l i o n s  of Dollars)

Fiscal Total S e v e r a n c e  and Total P etroleum

Year C o n s e r v a t i o n  Taxes Total Royalties Revenues

1987 625.11 587.79 1 212.90

1988 638.57 747.04 1385.61

1989 631.11 757.11 1388.22

1990 632.16 787.11 1419.27

1991 5 52.64 717.37 1270.01

1992 584.35 765.36 1349.71

1993 599.49 797.74 1397.23

1994 596.53 803.37 1399.90

1995 565.24 774.56 1339.80

1996 514.22 740.14 1254.36

1997 476.93 710.00 1186.93

1998 444.80 685.36 1130.16

1999 4 06.16 656.66 1062.82

2000 3 75.78 635.01 1010.79

2001 354.82 605.52 960.34

2002 33 3 . 6 6 572.59 9 06.25

2003 323.16 559.24 882.40

The data presented in Table 12 have been broken down into their c o m ponent

parts in Table 13 on the fol l ow i n g  page. On Table 13, revenues are shown for 

oil and gas from the two m a j o r  p r o d u c i n g  regions in the state: Cook Inlet and 

the North Slope. The values shown a re  the mean case values for FY 1987 and 

the risk a dj u s t e d  values for FY 1 9 8 8 - F Y  2003.
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Table 13.

P e t r o l e u m  Production Revenue Forecast 

(Values In Millions of Dollars)

Year OPT GPT

North Slope 

0 ROY G ROY OCT Total OPT GPT

Cook 

0 ROY

Inlet 

G ROY OCT Total

Statew1<

Total

1987 613.33 0.62 546.44 0.79 0.73 1161.92 0.79 9.65 23.96 16.62 0 . 0 2 51.03 1212.95

1988 623.47 0.50 692.49 0.57 0.73 1317.76 0.06 13.79 22.77 31.21 0 . 01 67.84 1385.61

1989 613.39 0.50 702.52 0.57 0.72 1317.69 0 .01 16.49 18.69 35.33 0 . 01 70.53 1388.22

1990 613.14 0.50 733.04 0.57 0.69 1347.94 0 . 0 0 17.82 15.97 37.53 0 . 01 71.33 1419.27

1991 532.04 0.50 662.13. 0.57 0.63 1195.87 0 . 0 0 19.47 14.92 39.75 0 . 01 74.14 1270.02

1992 562.18 0.50 708.71 0.57 0.60 1272.06 0 . 0 0 21.07 13.86 42.21 0 . 01 77.15 1349.71

1993 576.12 0.50 739.47 0.57 0.58 1317.24 0 . 0 0 22.28 12.82 44.88 0 . 01 79.99 1397.23

1994 572.07 0.50 743.16 0.57 0.55 1316.86 0 . 0 0 23.40 1 2 . 0 2 47.62 0 . 0 0 83.04 1399.90

1995 539.81 0.39 713.22 0.63 0.47 1254.52 0 . 0 0 24.57 10.16 50.55 0 . 0 0 85.28 1339.79

1996 485.01 0.39 663.47 0.63 0.41 1149.90 0 . 0 0 28.41 10.04 66 . 01 0 . 0 0 104.46 1254.36

1997 445.85 0.40 628.71 0.64 0.37 1075.97 0 . 0 0 30.31 9.89 70.76 0 . 0 0 110.96 1186.93

1998 409.46 0.40 594.81 0.63 0.33 1005.63 0 . 0 0 34.61 10.08 79.85 0 . 0 0 124.54 1130.17

1999 366.90 0.40 557.03 0.63 0.29 925.25 0 . 0 0 38.57 10 . 11 8 8 . 8 8 0 . 0 0 137.57 1062.82

2000 334.24 0.40 528.12 0.63 0.26 863.65 0 . 0 0 40.88 10.65 95.61 0 . 0 0 147.13 1010.79

2001 310.74 0.40 489.51 0.63 0 . 2 2 801.51 0 . 0 0 43.45 11.18 104.20 0 . 0 0 158.83 960.34

2002 287.31 0.40 446.99 0.63 0.19 738.52 0 . 0 0 45.76 9.82 112.15 0 . 0 0 167.73 906.25

2003 273.49 0.80 428.83 1.43 0.17 704.77 0 . 0 0 48.69 8.87 120.06 0 . 0 0 177.62 882.39

O P T  = 011 P r oduction Taxes 0 ROY = Oil Royalties O C T  = 011 Con s e rv a t i o n  Taxes

GPT = Gas Production Taxes G ROY = Gas Royalties



The following table compares the Total Petroleum Revenues from Table 14 of the 
March 1987 and from Table 12 of the June 1987 Petroleum Production Revenue 
Forecasts. Again, the mean values are given for FY 1987 and the r is k  adjusted 
values are given for FY 1988-FY 2003.

Table 14.
Comparison of March 1987 and June 1987 

State of Alaska Petroleum Revenue Forecasts 
for FY 1987 - FY 2003 

( In  M illions of Current Dollars)

March 1987 June 1986
F is c s !  Year Forecast Forecast Difference % Change

1987 1162.46 1212.90 50.44 4.34
1988 1189.59 1385.61 196.02 16.48
1989 1319.14 1388.22 69.08 5.24
1990 1441.42 1419.27 -22.15 -1.54
1991 1330.42 1270.02 -60.40 -4.54
1992 1431.66 1349.71 -81.95 -5.72
1993 1503.92 1397.23 -106.69 -7.09
1994 1550.06 1399.90 -150.16 -1.69
1995 1512.66 1339.79 -172.87 -11.43
1996 1470.59 1254.36 -216.23 -14.70
1997 1455.73 1186.93 -268.80 -18.46
1998 1424.09 1130.17 -293.92 -20.64
1999 1366.82 1062.82 -304.00 -22.24
2000 1312.73 1010.79 -301.94 -23.00
2001 1269.40 960.34 -309.06 -24.35
2002 1223.23 906.25 -316.98 -25.91
2003 1198.75 882.39 -316.36 -26.39

B
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State of Alaska Permanent Fund Co n t ributions are depicted in Table 15. These 

contributions are based on the mean expected royalty values for FY 1987 and 

the risk adjusted royalty values for FY 1988-FY 2003. The forecasted 

contributions are e x c l u s i v e  of lease rentals, bonuses, royalty sale proceeds, 

reinvested earnings and legisla t i v e  a p propriations. The c o n t r i b ut i o n  rate is 

assumed to be 25 percent of royalties earned from mineral leases issued on or 

before December 1, 1979, such as Kuparuk, and 50 percent of royalties earned 

fro m mineral leases issued after D e c ember 1, 1979, such as Seal Island. The 

balance in the Permanent Fund as of June 30, 1986 was $7866.35 million.

Table 15.

Projected State of Alaska Permanent Fund Contributions 

for FY 1987-FY 2003 

(In M i l l i on s  of Current Dollars)

Fiscal

Year

Contribution 

Rates {’/.)

Royalty

Values

Annual

Contributions

C umulative

Contributions

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000 
2001 
2002 
2003

.2500

.2505

.2515

.2515

.2517

.2537

.2556

.2553

.2573

.2585

.2598

.2673

.2732

.2782

.2802

.2833

.2859

587.79

747.04

757.11

787.11 

717.37

765.36 

797.74

803.37 

774.56 

740.14

710.00 

685.36 

656.66

635.01 

605.52 

572.59 

559.24

146.97 

187.10 

190.40 

197.99 

180.56 

194.20 

203.88 

205.12 

199.26 

191.33

184.43

183.19

179.43 

176.67 

169.64

162.20 

159.87

8 013.32

8200.42

8390.82

8588.82 

8769.37

8963.58 

9 167. 4 6

9 372. 5 8 

9 571. 8 4 

9 763.17 

9947.61

10130.79

1 0310.22

10486.89

1 0656.53

1 0818.73

1 0978.60
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I t  should be stressed that the forecast of petroleum production revenues Is 
done 1n nominal or current d o l la r s ,  that 1s, future revenues are In f la te d . 
Often 1t is  useful to examine future revenue flows 1n terms of constant 
do lla rs  In order to provide an estimate of "purchasing" power 1n a present day 
context. The values for FY 1987-FY 2003 as given on Table 12 are deflated by 
the average expected rates of in f la t io n  to obtain Table 16. FY 1987 is  equal 
to 1 .00 , therefore , FY 1987 values are the same as on Table 12.

Table 16.
Constant Dollar 

Petroleum Production Revenue Forecast 
(Values in M illions of Dollars)

F isca l Total Severance and
Year Conservation Taxes Total Royalties

Total Petroleum 
Revenues

1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000 
2001 
2002 
2003

625.11
605.80 
567.94
534.81 
439.54
436.93 
421.41
394.21 
350.24 
298.76
259.82
227.21 
194.53 
168.49
148.94
131.11 
118.88

587.79 
708.70 
681.32
665.90 
570.56 
572.27 
560.76
530.90 
479.95 
430.02
386.79 
350.09 
314.51
284.72 
254.17 
225.00
205.72

1212.90
1314.15
1249.26
1200.72
1010.10
1009.20
982.17
925.12
830.19
728.79
646.61
577.29
509.04
453.21
403.10
356.11 
324.60



The hedge achieved by use of the r is k  adjusted petroleum production revenue 
for the June 1987 forecast 1s I l lu s t ra te d  1n Table 17, which compares the r is k  
adjusted revenue forecast to the average expected revenue fo recast .

Table 17.
Comparison of Projected Average Expected and 

Risk Adjusted Total Petroleum Production Revenues 
(M ill ions of Dollars)

F isca l
Year

Average Expected 
Revenue

Risk Adjusted 
Revenues Difference

1987 1212.90 1155.67 57.23
1988 1559.80 1385.61 174.19
1989 1629.89 1388.22 241.67
1990 1716.83 1419.27 297.56
1991 1594.86 1270.02 324.84
1992 1737.46 1349.71 387.75
1993 1836.30 1397.23 439.07
1994 2019.39 1399.90 619.49
1995 2030.33 1339.79 690.54
1996 1943.11 1254.36 688.75
1997 2076.31 1186.93 889.38
1998 2055.30 1130.17 925.13
1999 2016.03 1062.82 953.21
2000 1995.39 1010.79 984.60
2001 1937.65 960.34 977.31
2002 1894.28 906.25 988.03
2003 1972.79 882.39 1090.40
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Based on the Input as s um p t i o n s  m a d e  1n the June 1987 forecast, Graphs 7, 8 , 

and 9 s how the expected ranges for the 95th percentile, mean, 30th p e r c e n t i l e 

(risk adjusted), and 5th p e r c e nt i l e  cases eor severance taxes, royalties, and 

total p r oduction revenues, respectively, w hl r h  will accrue to the state 

between FY 1987-FY 2003. For graphic clar- j., the 0 and 100th p e r c e n t i l e  

cases are not shown on Graphs 7-12. Addlti'-,: :i;ly, only selected values for the 

5th thro u g h  the 95th p e r c e n t i le  are shown e a  Tables 18-20.
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A shortcoming of s in g le - l in e  graphs such as Graphs 7, 8, and 9 is  that i t  is  
impossible to "see" the real shape of the d is tr ib u t io n  of outcomes. This 
problem can be corrected by using a three-dimensional graphic which shows: 
(1) time, (2) b i l l io n s  of d o l la rs ,  and (3) cumulative p robab il ity . Graph 10 
represents exactly  what was shown on Graph 7 but uses a three-dimensional 
perspective which shows the shape of the 5th through 95th percentile  
d is tr ib u t io n  of answers produced by the simulation model.

P E T R O L E U M  S E V E R E N C E  T A X E S
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The selected values shown in Table 18, on the following page, may be used to 
in terpret Graph 10. By looking at Graph 10, an observer can see the shape of 
potential severance tax revenues extending 17 years into the future. By 
looking at Table 18, the observer can estimate severance tax values at 
p a r t ic u la r  points in time given d iffe ren t  degrees of ce rta in ty . A couple of 
simple examples can I l lu s t r a t e  how Graph 10 and Table 18 work together.

Given the assumptions used in th is  fo recas t :

1. Table 18 states that there is  a 95 percent confidence that FY 1988 
severance tax co llec tio ns  w i l l  be less than $.98 b i l l i o n .  Graph 10 
I l lu s t r a te s  the same conclusion. Stated d i f fe re n t ly ,  both Table 18 and 
Graph 10 show that there is  only a 5 percent p robabil ity  that more than 
about $.98 b i l l io n  in severance taxes w i l l  be collected in FY 1988.



Table 18.

D I S T R I B U T I O N  F O R  S E V E R E N C E  T A X E S

( C U R R E N T  D O L L A R S  IN B I L L I O N S )

r iscal
YEAR 5- X 10 2 20 X 30 X 40 X 50 X 60 X 70 X 80 X 90 X 95 X

1907 0.58 0.59 0.60 0.61 0.62 0.62 0.63 0.64 0.65 0.66 0.66
1988 0.-16 0.52 0.59 0.64 0.68 0.72 0.76 0.80 0.84 0.92 0.98

1989 0.-12 0.49 0.58 0.63 0.68 0.72 0.77 0.83 0.90 0.99 1.06

1990 0.41 0.49 0.58 0.63 0.68 0.74 0.79 0.86 0.94 1.05 1.13

1991 0.34 0.41 0.-19 0.55 0.61 0.66 0.72 0.79 0.87 1.00 1.10

1992 0.34 0.42 0.51 0.58 0.64 0.71 0.77 0.85 0.95 1.12 1 23

1993 0.35 0.44 0.53 0.60 0.S7 0.73 0.81 0.89 1.01 1.19 1.31

199-1 0.36 0.44 0.53 0.60 0.67 0.74 0.83 0.96 1.15 1.44 1.73

1995 0.32 0.41 0.49 0.57 0.64 0.71 0.81 0.93 1.12 1.50 1.82

I99S 0.29 0.37 0.-14 0.51 0.58 0.66 0.75 0.88 1.05 1.45 1.76

1997 0.26 0.33 0.41 0.48 0.54 0.63 0.72 0.89 1.17 1.74 2.23

1998 0.25 0.31 0.38 0.44 0.51 0.59 0.70 0.87 1.12 1.69 2.20
1999 0.23 0.28 0.35 0.41 0.48 0.56 0.65 0.84 1.07 1.66 2.13

2000 0.21 0.26 0.32 0.38 0.44 0.52 0.62 0.78 1.02 1.60 2.16

2001 0.19 0.24 0.30 0.35 0.42 0.50 0.59 0.75 0.98 1.52 2.10
2002 0.17 0.22 0.28 0.33 0.40 0.48 0.57 0.72 0.96 1.49 2.07

2003 0.16 0.21 0.27 0.32 0.39 0.47 0.58 0.75 1.01 1.79 2.41

2. Graph 10 Indicates that there is  a .05 cumulative probab il ity  that FY 1988 
severance tax co llec tions  w i l l  be less than about $0.50 b i l l i o n .  From 
Table 18 i t  can be seen that in FY 1988 there is  a 5 percent confidence 
that the expected severance taxes w i l l  be less than or equal to $0.46 
b i l l io n .  In th is  example, both the graph and the table are indicating 
there is  only a 5 percent p robability  of co llec t in g  less than about $.50 
b i l l io n  from severance taxes during FY 1988.

Graph 11 and Table 19 depict the d is tr ib u tion  of expected roya lty  co llec tio ns  
from FY 1987 to FY 2003. Graph 12 and Table 20 show the d is tr ib u t io n  of 
expected tota l petroleum revenues during the same forecast period.

The graphics and associated tables depict fam ilies of d is tr ib u t io n  functions, 
one function for each forecasting time period. Generally we do not expect the 
sum of the d is tr ib u tio ns  to be equal to the d is tr ibu tion  of the sums reported 
here. We re fe r the reader to technical note 1982 AN-'I for a discussion of the 
top ic . Our technical notes are ava ilab le  upon request.
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Table 19.

D I S T R I B U T I O N  F O R  R O Y A L T I E S
(CURRENT DOLLARS IN BILLIONS)

FISCAL
YEAR 5 * io x

1987 0.54 0.55

1988 0.53 0.60

1989 0.48 0.58

1990 0.49 0.59

1991 0.41 0.51

1992 0.41 0.53

1993 0.44 0.57

199-1 0.44 0.58

1995 0.42 0.54

1996 0.40 0.51

1997 0.38 0.48

1998 0.30 0.47

1999 0.36 0.45

2000 0.34 0.41

2001 0.32 0.40

2002 0.30 0.38

2003 0.29 0.36

20 X 30 X 40 X

0.56 0.57 0.58

0.70 0.75 0.79

0.70 0.76 0.82

0.71 0.79 0.86
0.63 0.72 0.80

0.67 0.77 0.86
0.70 0.80 0.89

0.70 0.80 0.90

0.67 0.77 0.80

0.63 0.74 0.84

0.61 0.71 0.80

0.59 0.69 0.80

0.56 0.66 0.77

0.53 0.64 0.75

0.50 0.61 0.72

0.48 0.57 0.69

0.46 0.56 0.67

50 X 60 X 70 X

0.59 0.59 0.60

0.84 0.89 0.93

0.88 0.94 1.02
0.93 1.01 1.10
0.87 0.95 1.05

0.94 1.03 1.15

0.98 1.09 1.22
1.02 1.14 1.31

0.99 1.13 1.31

0.95 1.10 1.27

0.93 1.08 1.28

0.92 1.07 1.31

0.90 1.06 1.29

0.89 1.06 1.29

0.b7 1.03 1.26

0.85 1.01 1.23

0.83 0.99 1.26

i'?oCO 90 X 95 X

0.61 0.62 0.62

0.99 1.09 1.15

1.12 1.25 1.34

1.22 1.38 1.48

1.17 1.37 1.50

1.30 1.58 1.75

1.42 1.69 1.87

1.58 1.93 2.30

1.56 2.06 2.52

1.50 2.05 2.50

1.62 2.39 3.01

1.62 2.45 3.02

1.63 2.45 3.11

1.62 2.43 3.29

1.59 2.36 3.26

1.59 2.35 3.27

1.67 2.97 3.91
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Table 20.

D I S T R I B U T I O N  O F  T O T A L  P E T R O L E U M  R E V E N U E S
(CURRENT DOLLARS IN BILLIONS)

FISCAL
YEAR

1987

5 2 10 2 20 2 30 2 40 2 50 2 60 2 70 2 80 2 90 2 95 2

1.12 1.14 1.16 1.18 1.20 1.21 1.23 1.24 1.26 1.28 1.29

1988 0.99 1.12 1.29 1.39 1.47 1.56 1.65 1.73 1.84 2.01 2.13

1989 0.90 1.07 1.27 1.39 1.49 1.60 1.71 1.85 2.02 2.24 2.40

1990 0.90 1.09 1.29 1.42 1.55 1.67 1.80 1.96 2.16 2.43 2.61

1991 0.74 0.92 1.12 1.27 1.41 1.54 1.67 1.84 2.05 2.37 2.60

1992 0.75 0.95 1.18 1.35 1.50 1.65 1.80 2.01 2.26 2.69 2.98

1993 0.79 1.01 1.23 1.40 1.56 1.72 1.90 2.12 2.43 2.88 3.18

1994 0.81 1.01 1.23 1.40 1.57 1.76 1.97 2.27 2.73 3.37 4.03

1995 0.74 0.95 1.16 1.34 1.52 1.70 1.94 2.24 2.68 3.56 4.34

1996 0.69 0.87 1.07 1.25 1.42 1.61 1.85 2.15 2.56 3.49 4.26

1997 0.64 0.81 1.02 1.19 1.35 1.55 1.80 2.18 2.80 4.12 5.24

1998 0.62 0.78 0.97 1.13 1.31 1.51 1.76 2.18 2.73 4.14 5.22

1999 0.59 0.73 0.91 1.06 1.25 1.46 1.71 2.13 2.70 4.11 5.25

2000 0.55 0.67 0.86 1.01 1.19 1.42 1.68 2.07 2.64 4.03 5.45

2001 0.51 0.64 0.80 0.96 1.14 1.37 1.62 2.01 2.58 3.87 5.36

2002 0.47 0.60 0.76 0.91 1.08 1.32 1.58 1.95 2.54 3.83 5.34

2003 0.45 0.57 0.73 0.88 1.06 1.31 1.57 2.02 2.68 4.76 6.33

2 1 . following, shows; cash flows on a m o n t h l y  basis. The mean values

for FY 1987 and the risk a d j u st e d  values are given for FY 1988.
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Month OPT GPT
North Slope 

0 ROY G ROY

JUL 36.58 0.12 22.47 0.13
AUG 37.42 0.05 19.45 0.08
SEP 35.86 0.04 22.95 0.05
OCT 37.03 0.04 36.37 0.05
NOV 43.03 0.05 39.58 0.07
DEC 39.03 0.04 35.58 0.06
JAN 44.44 0.05 42.00 0.07
FEB 63.75 0.06 61.53 0.07
MAR 59.66 0.04 57.50 0.05
APR 72.73 0.04 69.96 0.05
MAY 69.55 0.04 66.89 0.05
JUN 74.26 0.05 72.17 0.05
FY87 613.33 0.62 546.44 0.79

JUL 60.92 0.04 58.01 0.05
AUG 54.02 0.04 61.20 0.05
SEP 54.02 0.04 61.20 0.05
OCT 49.51 0.04 55.54 0.05
NOV 51.19 0.04 57.43 0.05
DEC 49.53 0.04 55.57 0.05
JAN 50.36 0.04 56.62 0.05
FEB 53.62 0.04 60.50 0.05
MAR 48.36 0.04 54.56 0.04
APR 50.80 0.04 57.08 0.05
MAY 49.11 0.04 55.20 0.05
JUN 50.66 0.04 56.91 0.05
FY88 622.09 0.50 689.82 0.57

OPT = 011 Production Taxes
GPT = Gas Production Taxes

Table 21.
Petroleum Production Revenue Forecast 

Monthly Cash Flow FY1987-FY1988 
(Values In M illions of Dollars)

Cook In le t  Statewide
OCT Total OPT GPT 0 ROY G ROY OCT Total Total

0.06 59.36 0.06 0.71 1.78 0.92 0.00 3.46 62.81
0.06 57.06 0.04 0.55 1.34 1.02 0.00 2.95 60.01
0.06 58.95 0.06 0.70 1.70 1.12 0.00 3.58 62.53
0.06 73.55 0.08 0.80 2.00 1.32 0.00 4.20 77.75
0.06 82.79 0.09 0.82 1.99 1.34 0.00 4.23 87.02
0.06 74.78 0.10 0.92 1.98 1.44 0.00 4.44 79.21
0.06 86.62 0.10 0.98 1.98 1.53 0.00 4.60 91.22
0.07 125.47 0.12 0.83 2.07 1.30 0.00 4.33 129.80
0-.06 117.30 0.11 0.83 2.47 1.50 0.00 4.92 122.22
0.06 142.85 0.02 0.83 2.17 1.67 0.00 4.68 147.53
0.06 136.59 0.01 0.85 2.26 1.74 0.00 4.87 141.46
0.06 146.60 0.01 0.83 2.23 1.72 0.00 4.78 151.38
0.73 1161.92 0.79 9.65 23.96 16.61 0.02 51.04 1212.95

0.06 119.07 0.01 0.85 2.27 1.77 0.00 4.91 123.98
0.06 115.38 0.00 1.00 1.98 2.46 0.00 5.44 120.82
0.06 115.37 0.00 1.00 1.92 2.44 0.00 5.37 120.74
0.06 105.19 0.00 1.08 1.95 2.57 0.00 5.60 110.79
0.06 108.77 0.00 1.13 1.87 2.61 0.00 5.61 114.38
0.06 105.26 0.00 1.27 1.92 2.84 0.00 6.03 111.29
0.06 107.13 0.00 1.27 1.91 2.85 0.00 6.04 113.17
0.06 114.28 0.00 1.15 1.72 2.57 0.00 5.44 118.72
0.06 103.06 0.00 1.28 1.90 2.85 0.00 6.03 109.09
0.06 108.03 0.00 1.24 1.77 2.72 0.00 5.74 113.78
0.06 104.45 0.00 1.28 1.82 2.81 0.00 5.91 110.37
0.06 10/.72 0.00 1.24 1.75 2.72 0.00 5.72 113.44
0.73 1313.71 0.07 13.79 22.77 31.21 0.01 67.85 1381.56

0 ROY = Oil Royalties 0CT> = Oil Conservation Taxes
G Roy = Gas Royalties



Graph 13 depicts the distr i b u t i o n  of expected m o n t h l y  severance tax revenue 

collections. Variations are p r imarily due to d i f f e r i n g  number of days in each 

of the production months represented. T able 22 is assoc i a te d  w ith Graph 13.

P E T R O L E U M  S E V E R E N C E  T A X E S

Graph 13. 

Table 22.

D I S T R I B U T I O N  F O R  S E V E R E N C E  T A X E S
(CURRENT OOLLARS IN MILLIONS)

FY 1987 5 2 10 : 202 30 2 40 2 50 2 60 2 70 2 80 2 SO 2 95 2

JUL W 3fT T eT 38“ 38“ 38“ 38“ 38“ 38“ 38“ 38“

AUG 38 38 30 38 38 38 38 38 38 38 38

SEP 37 37 37 37 37 37 37 37 37 37 37

OCT 38 38 38 38 38 38 38 38 38 38 38

NOV 44 44 44 44 44 44 44 44 44 44 44

DEC 40 40 40 40 40 40 40 40 40 40 40

JAN 45 45 46 46 46 46 46 46 46 46 46

FEB 54 65 65 65 65 65 65 65 65 65 65

HAR 60 61 61 61 61 61 61 61 61 61 61

APR 59 61 66 68 71 73 76 78 81 84 86

HAY 56 59 63 66 68 70 73 75 78 81 83

JUN 60 63 67 70 73 75 77 80 83 86 88
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T able 22. (cont.)

D I S T R I B U T I O N  F O R  S E V E R E N C E  T A X E S
(CURRENT D O L L A R S  IN MILLIONS)

FY 1980 s z 10 Z 20 z 30 Z 4 0 : 50 : 60 Z 70 Z 80 Z 90 Z 95 :

JUL 50 53 58 62 65 68 71 74 77 82 86

AUG 44 47 52 55 58 60 63 66 69 73 76

SEP 44 47 52 55 58 60 63 66 69 73 76

OCT 37 41 n 51 54 57 60 63 66 72 77

NOV 30 43 49 52 55 S9 62 65 69 75 80

DEC 37 42 47 51 54 57 60 63 67 73 78

JAN 37 41 48 52 55 59 62 66 70 77 83

FEB 3 8 44 51 55 59 63 66 70 75 82 88

HAR 34 40 46 50 53 57 60 64 68 75 79

APR 35 40 47 52 56 60 64 68 73 81 86

HAY 34 39 46 SI 54 58 62 66 71 78 83

JUN 35 40 47 52 56 60 64 68 73 81 86

Graph 14 shows the d i s t r i b u t i o n  of e x p ected m o n t h l y  p e t r o l e u m  royalty 

collec ti o n s  and is a s s o c i a t e d  wit h  Table 23, on the f o l lowing page.

P E T R O L E U M  R O Y A L T I E S

Graph 14.
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Table 23.

D I S T R I B U T I O N  F O R  R O Y A L T I E S
( CURRENT D O L L A R S  IN MILLIONS)

rv  1987 5 : 10 : 20 X 30 Z 40 Z 50 X 60 Z 70 Z 80 X 90 X 95 Z

JUL 2S~ 25~ 25~ 2S~ 25~ 2 5 ~ 2 5 ~ 2 5 ~ 25~ 25~ 25~
AUG 22 22 22 22 22 22 22 22 22 22 22
SEP 26 26 26 26 26 26 26 26 26 26 26

0C1 40 40 40 40 40 40 40 40 40 40 40

NOV 43 43 43 43 43 43 43 43 43 43 43

DEC 39 39 39 39 3 9 39 39 39 39 39 39
JAN 45 45 46 46 46 46 46 46 46 46 46

FEB 65 65 65 65 65 65 65 65 65 65 65
MAR 61 61 61 61 61 62 62 62 62 62 6 2
APR 58 61 65 60 71 73 76 78 81 84 66
HAY 56 59 63 66 68 71 73 75 78 81 83
JUN 60 63 67 70 73 75 78 80 83 86 88

FY 1983 5 : 10 Z 20 X 30 X 40 X 50 Z 60 Z 70 Z 80 Z 90 Z 95 Z

JUL 50 53 58 62 6 5 68 71 74 77 83 87
AUG 52 56 61 66 69 72 75 78 82 88 91
SEP 52 56 61 66 69 72 75 78 82 88 91
OCI 43 49 56 60 64 68 72 75 79 87 92
NOV 44 50 58 62 66 70 74 77 82 89 95
DEC 43 49 56 60 64 68 72 75 80 87 92
JAN 42 48 57 61 66 70 74 79 84 93 100
FEB 44 51 60 65 70 74 79 83 89 98 104
MAR 41 47 55 59 64 68 72 76 81 89 95
APR 40 47 56 62 67 71 76 81 88 96 102
HAY 38 46 55 60 65 69 74 79 85 93 99
JUN 39 47 56 61 66 71 76 81 87 96 102

Graph 15, on the following page, depicts the 5th through 95th perce n ti l e  

d i s t r i b u t i on  of expected m o n t h l y  total p e t r o l e u m  revenues. Table 24 gives the 

values for Graph 15. F rom Table 24, given the assumptions of this forecast, 

the expected d i s t r i b u t i o n  for June 1988 (FY 1988) 1s between $74 and $188 

million, as a c o n s e q u e n c e  of Hay 1988 production. This range 1s also 

illustrated by Graph 15. Furthermore, from Table 18 it can be seen that there 

is a 30 percent c o n f i d e n c e  that total p e t r o l e u m  revenues will be $113.44  

mill i o n  or less. T able 24 shows that there is a 30 percent c o n f id e n c e  that 

collections will be less than $113 million and 70 percent confidence 

collections will be g r e a t e r  than $113 million.
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T O T A L  P E T R O L E U M  R E V E N U E S

Graph 15.

Table 24.

D I S T R I B U T I O N  O F  T O T A L  P E T R O L E U M  R E V E N U E S
(CURRENT DOLLARS IN MILLIONS)

r T 1987 S X 10 Y. 20 X 30 X 40 X SO 7. 60 X 70 X 80 7 90 X 95 X

JUL 63~ 63~ 63~ 63~ 63“ 63“ 62“ 63“ 63“ 63“ 63~

AUG 60 60 60 60 60 60 60 60 60 60 60

SEP 62 62 62 63 63 63 63 63 63 63 63

OCT 77 77 78 78 78 78 78 78 78 78 78

IIOV 87 87 87 87 87 87 87 87 87 87 87

PIC 79 79 79 79 79 79 79 79 79 79 80

JAN 91 91 91 91 91 91 91 91 91 91 92

FL'B 129 129 130 130 130 130 130 130 130 130 130

MAR 122 122 122 .12 122 122 122 122 123 123 123

APR 117 122 131 127 142 146 151 156 IG3 169 173

MAY 113 117 126 132 136 141 145 150 156 162 166

JUN 121 126 135 1 40 145 150 155 160 166 172 176

FY 1988 5 x iox 20 x 3 0 x 40 x 50 I 60 I 70 X 80 X 90 X 95 X
_ _ _ , _ _ _ __ ■ ---- ■ - — -- ---

JUL 99 106 116 124 130 136 142 147 154 165 172

AUG 96 103 113 121 126 132 138 144 151 161 168

SEP 96 103 113 121 126 132 138 144 151 161 166

OCT 79 90 03 III 118 125 132 138 146 159 170

NOV 82 93 106 114 121 129 136 142 150 164 175

DEC 80 91 103 H I 118 125 132 138 146 159 170

JAN 79 89 104 1 • 3 121 129 137 145 155 170 183

FEB 82 95 n o 120 128 137 145 153 164 180 192

MAR 75 86 101 109 117 124 132 140 149 164 174

APR 75 88 104 If4 123 131 140 149 161 177 188

MAY 72 85 101 n o 119 127 136 145 156 171 182

JUN 74 87 103 11.1 123 131 140 149 160 177 188
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Forecast Track Record

The p e t r o l e u m  revenue forecasting model (PETREV) was constr u c t e d  to a l l o w  for 

a wide range of p r ob a b l e  events. However, the d i s t r i b u t i on  of potential 

revenue outcomes shifts through time as events or anticipated events change. 

Accordingly, the statistical mean may vary ove r  time. It 1s possible, 

however, for the range of potential revenues to change through time to a 

lesser or greater extent than the statistical mean.

Table 25 illustrates how the range and mean for FY 1987 total revenue has 

varied since the March 1986 forecast. It can be seen that the forecast range 

has changed from $3670 m i l l io n  to $250 million, a decl i n e  of $3420 million.

At the same time, the mea n  revenues being forecast decreased by $696 million, 

from $1909 million in March 1986 to $1213 m i l l i o n  in June 1987. This 

statistical n a rrowing of the range of outcomes reflects the fact that 

information becomes increasingly mo r e  reliable as the time periods being 

analyzed d r a w  nearer.

Table 25.

A C o mparison of Prior FY 1987 

Pet r o l e um  Production Revenue Forecasts 

(In Millions of Dollars)

Percentage Less 

Than Cumulative 

Frequency 3/1986 6/1986 9/1986 12/1985 3/1987 6/1987

Distribution Forecast Forecast Forecast Forecast Forecast Forecast

0% 500 310 120 570 950 1070

10% 930 450 700 700 1030 1110
20% 1310 570 810 780 1080 1140

30 % 1560 640 890 830 1110 1160

40 % 1800 710 950 880 1140 1170

50% 2000 770 1020 930 1170 1180

60% 2140 830 1090 980 1190 1200
70% 2280 900 1170 1030 1220 1210
8 0 % 2460 1030 1280 1100 1250 1230

90 % 2690 1300 1440 1190 1290 1250

100% 4170 2030 2290 1830 1450 1320

RANGE 3670 1720 2170 1260 500 250

MEAN 1909 816 1043 942 1162 1213



PETREV Ac c uracy

By inserting actual data from producer tax returns, royalty reports, and other 

sources into the PETREV model assumptions, it is possible to mak e a "backcast" 

of revenues received du r i ng  the current fiscal year. A c omparison of the 

PETREV model results w i t h  actual revenues received then provides an indication 

of the accuracy of the PETREV model as a forecast tool. Such a c o m p a r is o n  is 

given in Table 26.

Table 26.

Actual and Estimated FY 1987 Cash Flows 

(In Millions of Current Dollars)

S e verance and 

Cons e r v at i o n  Taxes Royalties

Month Actual Estimated Actual Estimated

July 1986 37.58. 37.53 25.22 25.30
Au g us t  1986 38.43 38.12 25.45 21.89

Sep t e m b er  1986 38.32 36.72 16.74 25.82

O c t o b e r  1986 35.45 38.01 30.58 39.74

N o v e m b e r  1986 41.97 44.05 43.44 42.98

D e c ember 1986 40.20 40.15 37.22 39.06

J a n u a ry  1987 45.37 45.63 40.57 45.58
Fe b ruary 1987 68.92 64.83 63.37 64.97

M arch 1987 

April 1987 

May 1987 

June 1987

60.50 60.70 66.74 61.52

4 06.74 405.74 349.53 366.86

P ETREV modeling estimates of FY 1987 revenues for past months compare 

favorably wit h  c ol l e c t i o n s actua l l y received. PETREV e s timated severance and 

con s e r v at i o n  tax co l l e c t i o ns  through March 1987 to be $405.74 million, actual 

collections am o unted to $406.74 million. This represents an u n d e r - e s t i m a te  of 

$1.00 mill i on  or 0 .246 percent. PETREV projected royalty receipts through 

March 1987 to be $366 .8 6  million w h i l e  actual collections amounted to $349.53 

million. This is an o v e r - e st i m a t e  of $17.33 mill i o n or 4.724 percent. The 

m a j o r i t y  of this d i f f e r e n c e  occurs from August through Octo b er  1986 and in 

March 1987, when the Depa r t m e n t  of Natural Resources mad e  large a d ju s tments to 

the actual royalty collections. Such adjust m e n t s  o ccur on occasion, but are 

not w it h i n  the scope of PETREV's m o d e l l i n g  process to predict. In total, 

PETREV estimated all p e t r o l e u m  p roduction revenues through M arch 1987 to be 

$772.60 milli o n  w h i l e  actual collections amounted to $756.27, an o v e r - e s t i ma t e  

of $16.33 m i l l i o n  or 2.114 percent. Again, the m a j o r  diff e r e n ce  results from 

the royalty a d j u s t m en t s  discussed above.

Presented in A pp e n d i x  A are actual and forecast prices of AN S  crude oil and 

OPEC M a r k e r  crude oil sold in the U.S., on an annual and mont hl y  basis. The 

OPEC M a r k e r  used in this forecast is Saudi Medium. A p pendix B is a summary of 

Al a ska's expected revenues from all sources for FY 1986 - FY 1989.
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A P P E N D I X  A

Prices in Table 1A are asso c i a t ed  wit h  Graph 1, page 10. Prices in Table 2A 

are associated wit h  Graph 2, page 11. They are based on the State of Alaska's 

fiscal year, w h i c h  runs from July 1 - June 30. For example, FY 1987 in fable 

2A is based on July 1986 through June 1987 prices, w h i c h  may  be found in Table 

1A. The OPEC Ma r k e r  used in this forecast is Saudi Medium.

Table 1A.

Actual and Expected Crude Oil Prices 

For Alaska North Slope Crude and OPEC Ma r k e r 

M o n t h ly  Data ($ / b b 1)

Mo/Yr AN S  West A N S  Gulf Saudi Gulf Mo/Yr ANS West ANS Gulf Saudi Gt

Jul 82 28.30 30.28 33.68 Jul 85 24.04 26.93 2 6.84

Aug 28.12 30.31 34.00 Aug 24.02 26.92 27.01

Sep 28.00 30.62 32.76 Sep 24.15 26.94 27.60

Oct 27.67 30.55 30.81 Oct 24.20 26.91 28.25

Ncv 28.02 30.06 31.12 Nov 24.26 26.90 28.43

Dec 27.35 29.36 29.94 Dec 24.25 26.50 26.89

Jan 83 26.87 28.29 28.45 Jan 86 2 3.28 23.21 24.35

Feb 25.59 27.50 28.90 Feb 17.73 18.32 2 0.14

Mar 25.16 27.16 28.90 Mar 13.65 15.07 1 8.28

Apr 25.21 27.36 29.21 Apr 11.31 13.27 1 6.04

May 25.32 27.36 29.10 May 10.73 12.54 16.29

Jun 25.34 27.42 29.25 Jun 10.62 11.81 14.69

Jul 25.32 27.51 29.25 Jul 9.27 10.39 12.17

Aug 25.45 27.86 29.25 Aug 9.62 11.18 14.55

Sep 25.65 28.04 29.11 Sep 11 .63 12.89 1 6.60

Oct 25.71 27.95 29.07 Oct 11.90 1 2 . 8 8 1 5.26

Nov 25.73 27.93 29.19 Nov 11.78 1 2 . 88 14.85

Dec 25.73 27.89 29.16 Dec 12.57 14.34 15.38

Jan 84 26.05 28.06 29.03 Jan 87 14.03 15.43 18.61

Feb 25.57 27.87 28.99 Feb 15.02 16.23 17.13

Mar 25.59 27.91 28.90 Mar 15.28 16.58 18.53

Apr 25.49 27.93 29.08 Apr 15.51 16.57 1 8.54

May 25.64 27.95 27.15 May 15.8/ 16.93 18.89

Jun 25.70 28.04 27.28 Jun 15.84 16.90 18.86

Jul 25.81 27.95 27.66 Jul 15.02 15.41 18.86

Aug 25.66 27.92 27.71 Aug 15.02 15.19 18.86

Sep 25.75 27.90 28.06 Sep 14.76 15.09 1 8.60

Oct 25.36 27.92 27.25 Oct 14.7b 14.55 1 8.60

Nov 25.73 28.01 27.13 Nov 14.76 14.54 18.60

Dec 25.23 27.38 26.85 Dec 14.83 14.53 1 8.66

Jan 85 24.72 27.00 25.61 Jan 88 14.83 15.47 18.66

Feb 24.29 26.98 25.26 Feb 14.82 15.46 18.66

Mar 24.31 26.97 26.72 Mar 14.38 15.45 18.22

Apr 24.27 26.97 26.95 Apr 14.38 15.41 18.22

May 24.10 26.94 26.70 May 14.37 15.40 18.21

Jun 24.15 26.94 25.70 Jun 14.51 15.39 18.36
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A P P ENDIX A

Year

1978

1979

1980

1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000 
2001 
2002 
2003

Table 2.

Actual and Expected Crude 011 Prices 

For Alaska North Slope and OPEC Marker 

Annual Data ($/bbl)

ANS West

12.30

13.70

26.50

31.43

29.50

26.75 

25.64 

24.95

19.35

13.19

14.70 

14.83

15.48

16.51

17.67

18.91 

20.14

21.46

22.92

24.47

26.19 

28.37

30.78

33.43

36.35

39.74

ANS Gulf

14.60

15.50

27.68

33.67 

31.07 

28.86

27.91

27.40 

21.28

14.43

15.89

16.04

16.74 

17.88

19.12

20.46

21.79

23.26

24.85 

26.56 

28.39

30.69

33.26

36.05

39.12

42.47

Saudi Gulf

13.46

14.41

24.75

29.45 

32.99

30.51

28.79

26.80 

22.90

16.61 

18.54

18.69

19.45

20.77 

22.18

23.71 

25.23 

26.94

28.77

30.74

32.85

35.45 

38.34

41.49

44.93

48.68
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R e v e n u e  S u m m a r yIn Thousands of Current Dolors
FY 1987

E s t i m a t e

June

FY 1988

Estim a t e

June

FY 1989

Es t imate

June

Total General Fund 

U n r e s t r i c t e d  R e v e n ue s 1 . 7 4 1 .3 0 0  1 . 716.100 1.672.100

Total General Fund R e s t r i c t e d  

Re v e n u e s 4 0 6 . 7 0 0 406. 7 0 0 408. 6 0 0

Total General Fund Revenues
2 . 1 4 8 . 0 0 0  2 . 1 2 2 . 8 0 0  2. 0 8 0 . 7 0 0

A l a s k a  Per m a ne n t  Fun d  1 . 4 1 9. 9 0 0  193, 40 0  197,200

Key A s s u m p t i o n s  for Jun e  1987 

P e t r o l e u m  R e v e n u e  P r o j e c t i o n s  

For FY 1987 - FY 1989

Fiscal ($/bbl) Mean

Year W e l l h e a d  Value

1987 $7.22

1988 $9.90

1989 $10.44

( $ / b b l ) 30% 

W e l l h e a d  Value 

$7.05 

$8.81 

$8.84

Me a n  TAPS 

T h r o u g h p u t  

(MMbbs/dav) 

1.84 

1.87

1.89

Mean Rate 

Inflation 

%
3.59

5.41

5.42

S ales Price for

W e l q h t e d  A v e r a q e 3 0 %  C a s e

FY 87 $1 3 . 1 6 $12.99 per barrel

FY 88 $1 4 . 7 0 $13.61 per barrel

FY 89 $14.83 $ 1 3 . 23 per barrel

Sales Price for 

A l a s k a  N o r t h  S l o p e  C rude Oil at Houst o n .  Texas

W e l q h t e d  A v e r a q e 3 0 %  Cas e

FY 87 $14.38 $14.21 per barrel

FY 88 $15.89 $ 1 4 . 80 per barrel

FY 89 $16.04 $ 1 4 . 4 4 per barrel

W e l q h t e d  A v e r a q e  T APS Tar if f

FY 87 $4.25 per barrel

FY 88 $3.59 per barrel

FY 89 $2.84 per barrel
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G e n e r a l  F u n d  U n r e s t r i c t e d  R e v e n u e sIn Thousands of Current Dollars
Taxes

FY 1987

Estimate

J u n e

FY 1988

Estimate

June

FY 1989

Estimate

June

Income

Corporate-General 14,000 15,000 15,500

C o r p o r a t e - P e t ro l e u m 95,000 11 0 , 0 0 0 1 10 , 000
Gross Receipts

A l a s k a  Business License 2 , 0 0 0 2 , 0 0 0 2 , 0 00
Fi s h - C a n ne d / S h o r e b a s e d  (1) 16,600 8,800 8,800 -

F i s h - Fl o a t i n g 9,000 8 , 0 0 0 8 , 0 0 0
Seafood M a rketing 1,400 1 , 2 0 0 1 , 20 0
S almon E nhancement 4,200 3,800 3,800
Insurance Companies 23,600 2 2 , 0 0 0 2 1 , 0 00
Electric & T e l e p h o n e  Co-ops 1,900 1,900 1,900
Mining License T a x 300 400 400

Severance

Gil & Gas P r od u c t i o n  (2) 624,300 637,900 630,400

Oil & Gas Con s e r va t i o n 800 700 700
Property

Oil & Gas 109,000 80,000 71,000
Sale/Use

Alcoholic Beverages 12,800 12,300 12 , 000
Fuel T a x e s - A v ia t i o n  (3) 8 , 1 0 0 7,800 7,700
Fuel T a x e s - H i g hw a y  (3) 17,500 18,900 18,700

Fuel T a xe s - M a r i n e  (3) 5,000 4,700 4,600
T obac c o  P r o ducts 6,600 6,400 6,300

O ther

Estate 1 , 1 0 0 700 700

Total Taxes 953,200 9 42,500 924,700

Licenses & Permits

Business (4) 9,500 9,800 9,800

N on-Business 2 0 , 0 0 0 2 1 , 0 0 0 2 1 , 00 0
Total L ic enses & Permits 29,500 30,800 30,800

Intergovernmental Receipts

Federal Shared R e v enues (5) 8 ,800 8,500 8,500

State Resource Revenue 

Sale/Use

' Bonus Sales (5) (6 ) (7) (8 ) 2,500 - 0 - -0 -
Investment Earnings (9) 160,000 1 00 , 0 0 0 65,000
Rents (5) (6 ) (7) (8 ) 5,500 6 , 0 0 0 6,500

Royalties (2) (5) 437,900 5 56,200 562,900

Sale of State Property 8 , 0 0 0 9,000 9,000

Gravel, Timber, etc. (10) 8 , 0 0 0 2,500 2,500

Facil i t i e s  Related Charges

A i r ports 1,600 1,600 1,600

Ferry S y s t e m - S o u t h e a s t 29,000 30,000 31,200

Ferry S y s t e m- S o u t h w e s t 3 ,800 3 ,900 4,000
Other 5,000 5,000 5,000



I

S e r v i c e  Related Charg e s  

Court System 

O ther

Total State Resources 

Revenues 

M i s c e l l a n e o us  Revenues

Unr es t r i c t e d  Revenues

Plus: Special Settle m e n ts  (11)

Total Unrestricted Revenues (12)

5,300

6 ,000

672,600

HDVODTJ

1,674,100

67,200

1,741,300

5,400

4,700

7 24,300

10,000

1 , 7 16,100

5,600

4 ,800

698,100 

~ 10,000

1.672.100 

- 0 -

1.672.100

( 1 )  The FY 8 8  and FY 89  f i g u r e s  r e f l e c t  t h e  r e c e n t  enac tm en t  o f  a s h o r e b a s e d  f i s h e r i e s  
b u s i n e s s  t a x  c r e d i t  p e r  Ch. 7 9 ,  SLA 1 9 8 6 ,  e f f e c t i v e  J u l y  1 ,  1 9 8 6 .  The canned f i s h e r i e s  
b u s i n e s s  t a x  has been combined i n t o  a s i n g l e  c a t e g o r y  w i t h  th e  sh o re b a s e d  s i n c e  t h e  t a x  
c r e d i t s  a r e  a p p l i e d  a g a i n s t  t h e  a g g r e g a t e  r e t u r n  and c a n n o t  be a l l o c a t e d  by s p e c i f i c
p r o c e s s i n g  t y p e .

( 2 )  The FY 87  f o r e c a s t  assumes t h e  mean c a s e .  The f o r e c a s t e d  numbers f o r  FY 8 8  and FY 89  
assume t h e  30  p e r c e n t  c a s e ;  h ow eve r ,  i f  th e  mean c a s e  had been u t i l i z e d  f o r  FY 8 8  and FY 8 9 ,  
t h e  p r o d u c t i o n  t a x e s  wou ld  change t o  $ 7 1 7 . 9  m i l l i o n  and $ 7 3 2 . 3  m i l l i o n ,  r e s p e c t i v e l y .  The 
r o y a l t y  f i g u r e s  wou ld  change t o  $ 6 2 6 . 3  m i l l i o n  and $ 6 6 6 . 8  m i l l i o n  r e s p e c t i v e l y .  A l l  o f  t h e  
f o r e c a s t e d  numbers i n c l u d e  th e  e s t im a te d  TAPS s e t t l e m e n t .

( 3 )  In  FY 86  and FY 87  t h e  Depa r tm en t  o f  Revenue began t o  l e v y  m a r in e  f u e l  t a x e s  on 
w a t e r c r a f t  m o to r  f u e l  u s e r s  who pu rchased  f u e l  o u t - o f - s t a t e  bu t consumed f u e l  i n  t r a n s i t  
t h r o u g h  t h e  s t a t e .  On March 3 0 ,  1 9 8 7 ,  t h e  S t a t e  adop ted  h e a r in g  d e c i s i o n  # 8 7 - 0 7  which
e s t a b l i s h e d  t h a t  m a r in e  f u e l  u s e r s  who m e re ly  consumed f u e l  i n  t r a n s i t  c o u ld  n o t  be 
r e t r o a c t i v e l y  t a x e d .  I n  l i n e  w i th  t h i s  d e c i s i o n ,  t h e  D epa r tmen t o f  Revenue i s  r e f u n d in g  w i th  
i n t e r e s t  any t a x e s  c o l l e c t e d  unde r  t h e  e a r l i e r  i n t e r p r e t a t i o n .  T h i s  f o r e c a s t  e s t im a t e s  t h a t  
r e fu n d s  p lu s  i n t e r e s t  w i l l  t o t a l  $ 1 . 8  m i l l i o n  and assumes t h a t  t h e  m a j o r i t y  o f  t h e s e  r e f u n d s
w i l l  be p a id  in  FY 8 7 .  A l l  m o to r  f u e l  t a x  r e fu n d s  a r e  pa id  f r om  th e  Highway F ue l  Tax Accoun t .

( 4 )  F i g u r e s  r e f l e c t  t h e  r e c e n t  s h i f t  i n  o c c u p a t i o n a l  l i c e n s i n g  f e e s  and in s u r a n c e  p e rm i t  
f e e s  from  Gen e ra l  Fund U n r e s t r i c t e d  Revenues t o  R e s t r i c t e d  P rog ram  R e c e i p t s .

( 5 )  Net Pe rmanen t Fund c o n t r i b u t i o n  by Ch. 18 SLA 1 9 8 0 .
( 6 )  R e f l e c t s  s t a t e  l e a s e  s a l e s  o f  $ 0 . 9  m i l l i o n  h e ld  June 2 4 ,  1 986  ( S a l e  49  -  Cook I n l e t ) ,  

and $013 m i l l i o n  h e ld  J a n u a r y  2 7 ,  1 9 87  ( S a l e  51 -  P rudhoe Bay U p l a n d s ) .  Due t o  t h e  t im in g  o f
c o l l e c t i o n s ,  r e c e i p t s  f rom  t h e  June 1 986  l e a s e  s a l e  a r e  shown as FY 87  r e v e n u e .  The bonus
f i g u r e s  r e p r e s e n t  t h e  G en e ra l  F und 's  4 9 . 5  p e r c e n t  s h a r e .

( 7 )  The FY 87  f i g u r e  r e f l e c t s  t h e  OCS " 8 ( g ) "  r e v e n u e - s h a r i n g  s e t t l e m e n t  o f  $ 4 . 0  m i l l i o n .  
The G ene ra l  Fund s h a r e  r e p r e s e n t s  4 9 . 5  p e r c e n t  o f  the  a f o r em e n t i o n e d  t o t a l ,  w he reas  t h e  
Pe rmanent Fund w i l l  r e c e i v e  5 0 . 0  p e r c e n t .  The rem a in in g  0 . 5  p e r c e n t  w i l l  be d i s t r i b u t e d  t o
t h e  P u b l i c  Schoo l Fund.

( 8 )  The Depa r tm en t  o f  N a t u r a l  R e s o u rc e s  p r o j e c t s  t h e  f o l l o w i n g  FY 8 7 ,  FY 8 8 ,  and FY 89  
s t a t e  l e a s e  s a l e s :  FY 8 7  ( S a l e  50  -  Camden B a y ) ;  FY 8 8  ( S a l e  54 -  Kupa ruk  U p la n d ,  S a l e  55  -  
D em a rc a t io n  P o i n t ) ;  and FY 89 ( S a l e  52  -  B e a u f o r t  S e a ,  S a le  56  -  A la s k a  P e n i n s u l a ) .  H owever , 
bonus b id s  a r e  im p o s s i b l e  t o  a n t i c i p a t e  p r i o r  t o  s a l e s ;  t h e r e f o r e ,  no e s t im a t e s  a r e  p r o v i d e d .

( 9 )  The in v e s tm en t  e a r n in g  p r o j e c t i o n s  p re s e n t e d  r e f l e c t  t h e  c u r r e n t  c o m p o s i t i o n  o f  
G en e ra l  Fund a s s e t s  and c u r r e n t  i n t e r e s t  r a t e s .  The p r o j e c t i o n s  a l s o  r e f l e c t  a drawdown i n  
t h e  l e v e l  o f  t h e  G en e ra l  Fund a s s e t s  o v e r  t h e  p r o j e c t i o n  p e r i o d .  The p r o j e c t e d  drawdown i n  
a s s e t s  i s  a r e s u l t  o f  p r o j e c t e d  re v enu e  c a s h  i n f l o w s  c o n s i s t e n t  w i th  t h e  c u r r e n t  re v enu e  
f o r e c a s t  and p r o j e c t e d  e x p e n d i t u r e  c a s h  o u t f l o w s  c o n s i s t e n t  w i t h  th e  e s t im a t e d  FY 8 8  o p e r a t i n g  
budge t  wh ich  was passed  by t h e  L e g i s l a t u r e  b e f o r e  any g u b e r n a t o r i a l  v e t o e s .  A l s o ,  no c a p i t a l  
b udge t  a p p r o p r i a t i o n s  f o r  FY 88  were f a c t o r e d  i n t o  t h e  e x p e n d i t u r e  c a sh  o u t f l o w  p r o j e c t i o n
because  no c a p i t a l  b udge t  was passed  by t h e  L e g i s l a t u r e .

( 1 0 )  The FY 87  e s t im a t e  r e f l e c t s  in c r e a s e d  c o n s t r u c t i o n  o f  r o a d s  and d r i l l i n g  pads a s
p r o j e c t e d  by th e  D epa r tm en t  o f  N a t u r a l  R e s o u r c e s .

( 1 1 )  The FY 87  f i g u r e  r e f l e c t s  t h e  e s t im a te d  Gene ra l  Fund p o r t i o n  f rom  r e f u n d s  and 
expenses  f o r  p r i o r  y e a r s  r e l a t i v e  t o  t h e  TAPS c a s e  ( $ 6 5 . 7  m i l l i o n )  and c o u r t  c o s t s  r e l a t i v e  t o  
t h e  ARC0 s e t t l e m e n t  ( $ 1 . 5  m i l l i o n ) .  C o n s e q u e n t l y ,  $ 6 7 . 2  m i l l i o n  i s  p r o j e c t e d  t o  b e ‘ r e c e i v e d  
d u r i n g  FY 8 7 ,  b u t  t h i s  f i g u r e  i s  s u b j e c t  t o  f u t u r e  a u d i t s .

( 1 2 )  The S t a t e ,  p e r  AS 3 9 . 0 5 . 1 8 0 ,  w i l l  be g r a n t i n g  i n c e n t i v e  c r e d i t s  a g a i n s t  r o y a l t i e s ,  
s e v e r a n c e  t a x e s ,  and r e n t a l s  t o  t h e  o i l  compan ies  f o r  d r i l l i n g  e x p l o r a t o r y  w e l l s .  The 
d e d u c t i o n  i s  a p p r o x im a t e l y  $ 2 . 9  m i l l i o n  which has n o t  been s u b t r a c t e d  f rom  t h e  a f o r em e n t i o n e d  
FY 87 f i g u r e  o f  $ 1 , 7 4 1 . 3  m i l l i o n .  A d d i t i o n a l  c r e d i t s  a r e  a n t i c i p a t e d  i n  sub sequ en t  y e a r s .
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U n r e s t r i c t e d  R e v e n u e sHistorical Comparison

EZ23 JANUARY 1987 ESTIMATES 

MARCH 1987 ESTIMATES 

JUNE 1987 ESTIMATES

FY 87 E s t im a t e s

J a n u a r y  1987 1 .3342 bill i o n

M a r c h  1987 1.5984 b i l l i o n

June 1987 1.6741 b i l l i o n

FY 88 E st imates

J a n u a r y  1987 1.3250 bill i o n

M a r c h  1987 1.5326 b i l l i on

June 1987 1.7161 b i l l i on

FY 89 Est i m a t e s

J a n u a r y  1987 1.3739 b i l l i on

M a r c h  1987 1.5897 b i l l i o n

June 1987 1.6721 b i l l i o n

* IT SHOULD BE HOTED THAT ALL 'SPECIAL SETTLEMEHTS* HAVE BEEN EXCLUDED IN FY 37 IN ORDER TO BE CONSISTENT 
IN COMPARING PRIOR FORECASTS. THE FY 87 BOTTOM LINE WOULD INCLUDE AN ADDITIONAL *65.7 MILLION 

(TAPS REFUNDS/LEGAL EXPENSES) AND $1.5 MILLION (ARCO COURT COSTS).
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U n r e s t r i c t e d  R e v e n u e s
(NOMINAL DOLLARS VS. REAL DOLLARS)

•  ACTUALS(NOM$)

□ ESTIMATES(NOM$) 

o ACT/EST(REAL$/1982)

R e v e n u e  A c tu a l s  
(Nominal $)

Revenue E s timates 
(Nominal $1

FY 73 .2082 bll Ion FY 87 1.7413 b i l l io n
FY 74 .2549 bll 1on FY 88 1.7161 bill i o n

FY 75 .3334 b 1 1 Ion FY 89 1.6721 b i l l io n

FY 76 .7098 bll 1on
FY 77 .8743 bll 1on
FY 78 .7649 bll 1on Revenue A c t u a l s / E s t i m a t e s

FY 79 1 . 1 3 3 0 bl 1 1on (Real S/1982)

FY 80 2 . 5 0 1 2 bll 1on FY 82 4. 1 0 8 4  bill i o n

FY 81 3. 7 1 82 b 1 1 Ion FY 83 3. 4 8 2 6  bill i o n

FY 82 4. 1 0 8 4 bll 1on FY 84 3 .1347 b i l l i o n

FY 83 3. 6 3 1 0 bll 1on FY 85 2.9002 b i l l i o n

FY 84 3.3901 b 1 1 1on FY 86 2.6584 b i l l io n

FY 85 3 . 2 6 0 0 bll 1on
FY 86 3. 0 7 5 5 bll ion FY 87 

FY 88 
FY 89

1.4532 b i l l i o n 

1.3587 bill i o n 

1.2559 b i l l i o n
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R e v e n u e  B r e a k d o w n

Th e  total General Fund u n r e s t r i c t e d  r e v en u e s  for Fiscal Years 1987, 1988, and 

1989 a r e  p r o j e c t e d  to be $ 1 , 7 4 1 . 3  m i ll i o n ,  $1,716.1 million, and $1,672.1 

m i l l io n ,  r e s p ectively.

T he fol l o w i ng  table d e p i c t s  a b r e a k d o w n  of General Fund u n r e s t r i c t e d  revenues 

1n terms of p e t r o l e u m  versus n o n - p e t r o l e u m  revenues based on the J u n e  estimates:

P e t r o l e u m  vs. N o n - P e t r o l e u m  R e v e n u es  

(In M i l l i o n s  of C u r r e n t  Dollars)

P e t r o l e u m  

FY 87

Revenues 

FY 88 FY 89

C o r p o r a t e  P e t r o l e u m 95 . 0 1 10 . 0 1 1 0 . 0
S e v e r a n c e  Tax 625.1 638.6 631.1

R o y alties 4 3 7 . 9 556.2 562.9
P r o p er t y  Tax 109.0 80.0 71.0
Bonus Sale 2.5 -0 - - 0 -
Rents 3.5 4.0 4.5

I n t e r g o v e r nm e n t a l  R e c e i p t s 8.7 8.4 8.4

Special Se t t le m e n t s 67.2 - 0- - 0 -
1 .348.9 1.397.2 1J38.7...2

N o n - P e t r o l e u m  Revenues

FY 87 FY 88 FY 89

Taxes 124.1- 113.9 1 1 2 . 6
Licenses & Permits 29.5 30.8 30.8

I n t e r g o v e r nm e n t a l  R e c e ip t s .1 .1 .1
S t a t e  R e s o u r c e s  R e v enues 2 2 8 . 7 164.1 130.7

M i s c e l l a n e o u s  R e v enues 1 0 . 0 1 0 . 0 1 0 . 0

3 9 2 . 4 . .3.18.9 __ 2.81.2

Total 1.74 1 . 3 1.116.1 1.672.1
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- P e t r o l e u m  R e v e n u e s -Historical Comparison of General Fund Unrestricted Petroleum Revenues as Percentages of General Fund Unrestricted Revenues (in Millions of Current Dollars)
1 0 0

uo
£
zuio  q: ui 
a.

1972 1974 1976 1978 1980 1982 1984 1986 1988

F is ca l  Year
Total General Fund 

U n r e s t r i c t e d  Re v e n u e s

Total General Fund 
U n r e s t r i c t e d  P e t r o l e u m  Revenues Percent

1971 220.4 47.0 21
1972 219.2 48.4 22

1973 208.2 50.3 24
1974 254.9 80.2 31

1975 333.4 90.4 27
1976 709.8 391.5 55

1977 874.3 477.6 55

1978 764.9 441.5 58

1979 1,133.0 821.6 73

1980 2,501.2 2,256.5 90

1981 3,718.2 3,304.3 89

1982 4,108.4 3,574.8 87

1983 3,631.0 3,026.6 83

1984 3,390.1 2,861.6 84

1985 3,260.0 2,743.5 84

1986 3,075.5 2,657.9 86

1987* 1,741.3 1,348.9 77

1988* 1,716.1 1,397.2 81

1989* 1,672.1 1,387.9 83

E s t i ma t e
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R e s t r i c t e d  R e w e n u e sIn Thousands of Current Dollars

Federal Grants-1n-A1d

Education 
Social Services 
Health
Natural Resources 
Pub. Prot./Admin, of Ju s t ice  
Development/General Government 
Transportation

Total Federal Grants-1n-A1d

Other Grants-1n-A1d

Education
Health/Social Services 
Natural Resources 
Pub. Prot./Admin, of Ju s t ice  
Development/General Government 
Transportation

Total Other Grants-1n-A1d

Miscellaneous Restr icted  
Revenue-All Categories

Total Restricted Revenue 1/

Total Unrestricted Revenue J

Total General Fund Revenue 1

FY 1987 FY 1988 FY 1989
Estimate Estimate Estimatf
June June June

46,800 47,800 47,800
134,600 135,700 135,800

3,800 3,800 3,800
26,700 26,700 28,800

9,200 9,000 9,200
2,100 2,100 2,100

150.000 150.000 150.000

373 .200 375.100 377.500

1 ,400 1,400 1,400
4 ,700 4,500 4,300
2 ,800 2,800 2,700
5 ,000 3,500 4,000
6 ,100 6,000 5,300

900 900 900

20 .9 Oil 19.100 18.600

1? , ano 12.500 12.-5M

406 .700 .406.7.00. 408.600

.741 .300 1.716.100 1.612.JQQ

.148 j r n 2.122.800 2.080.700

1/ Restricted Revenue figures may not agree with those shown 1n the 
Governor's budget due to categorica l d ifferences between the 
budget and accounting system.
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11 M  7 -  P e r m a n e n t  F u n d  F i n a n c i a l  P r o j e c t i o n  -

C A S E  1  -  $ 5 0 9 . 9  M I L L I O N  F R O M  E R A  A T  F Y E  8 8

Forecast: DOR, 6/87 (30th) PF Status: 5/31/87
PRINCIPAL

Dedicated InflationFY Begin Appro- State Inflation FY End Proofing1 Y Balance priations Revenues Proofing Balance Shortfall
0 0 54 0 54 0'0 54 0 84 0 139 0

Ml) 139 0 344 0 483 0"1 483 900 385 0 1,769 0
"2 1,769 800 4031 0 2,969 0
•n 2,969 400 421 231 4,021 0
114 4,021 300 366 151 4,838 04,838 300 368 235 5,741 0
»6 5,741 0 323 216 6,281 0
M7 6,281 1,264 156 148 7,849 (0)
M8 7,849 0 192 322 8,363 0119 8,363 0 196 40 7 8,966 106
90 8,966 0 203 381 9,550 1709 1 9,550 0 185 445 10,180 139
'-•2 10,180 0 199 514 10,893 109
O 10,893 0 208 556 11,657 1109 4 11,657 0 209 596 12,463 116
l r, 12,463 0 203 637 13,303 123
•(, 13,303 0 195 679 14,177 131
ri 14,177 0 188 722 15,087 140
if) 15,087 0 187 766 16,039 151
99 16,039 0 183 812 17,034 161
0 17,034 0 180 861 18,074 1721 18,074 0 172 911 19,158 184
2 19,158 0 165 964 20,286 195
7 20,286 0 162 1,019 21,468 2084 21,468 0 159 1,076 22,703 221
0 22,703 0 156 1,137 23,995 235

'•'IM"I.ATIVE TOTALS, FY 
' IJMI'LATIVE TOTALS, FY 87-91:87-05: 10,180 23,995 4152,670

INCOMEDistributions Reserves
Net Divi­ Per Cap. Inflation Gen' 1 Add FY EndIncome dends Dividends Proofing Fund

-
(Delete) Balance

2 0 0 0 08 0 0 7 0 032 12 0 12 0 0150 28 0 . 28 59 59368 71 $1,000 . 0 71 185 244471 108 $386 231 110 110 354530 17 5 $331 151 204 557658 217 $404 235 206 7631,021 303 $556 216 501 1,264
1,054 390 $718 148 516 516

797 424 $791 322 509.9 (459) 58803 453 $841 407 (58) 0855 474 $877 381 tjv 0 0909 463 $852 445 0 0969 455 $832 514 0 01,036 480 $875 556 0 01,109 512 $930 596 0 01,184 547 $989 637 0 01,263 584 $1,052 679 0 01,345 623 $1,119 722 0 01,431 665 $1,189 766 0 01,520 708 $1,261 812 0 01,614 753 $1,336 861 1 0 01,711 800 $1,414 911 0 01,813 849 $1,495 96 A 0 01,920 901 $1,579 1,019 0 02,031 954 $1,667 1,076 0 02,147 1,010 $1,758 1,137 0 0
4,418 2,205 *4,079 1,703 510 025,509 12,047 $21,574 12,953 510 0

---------------------------------  ASSUMPTIONS---------------------------------------------------1.92% Inflation Rate FY 87 6.00% Average Inflation Rate FY 89-0514.02% Rate of Return FY 87 9.00% Average Rate of Return FY 89-05
4.00% Inflation Rate FY 889.00% Rate of i.eturn FY 88 * SOURCE: Policy Division, Office of the Governor



in R 7 -  P e r m a n e n t  F u n d  F i n a n c i a l  P r o j e c t i o n  -

BASE CASE -  CURRENT LAW

Forecast: DOR, 6/87 (30th) PF Status: 5/31/87
PRINCIPAL INCOME

Dedicated Inflation Distributions Reserves
y t

FY Begin Appro- State Balance priations Revenues InflationProofing FY End Balance ProofingShortfall NetIncome Divi­dends Per Cap. Inflation Dividends Proofing Gen' 1 Fund Add(Delete) FY End Balance
1R 0 0 54 0 54 0 2 0 0 1 0 0
11 54 0 84 0 139 0 8 0 0 7 0 0
H O 139 0 344 0 483 0 32 12 0 12 0 0HI 483 900 385 0 1,769 0 150 28 0 28 59 59
n2 1,769 800 401 0 2, 969 0 368 71 51,000 0 71 185 244
H3 2,969 400 421 231 4,021 0 471 108 $386 231 110 110 354
H4 4,021 300 366 151 4,838 0 530 175 5331 151 204 557
H5 4,838 300 368 235 5,741 0 658 217 $404 235 206 763
R6 5,741 0 323 216 6,281 0 1,021 303 $556 216 501 1,264
07 6,281 1,264 156 148 7,849 (0) 1,054 390 $718 148 516 516
HR 7,849 0 192 322 8,363 0 797 424 $791 322 51 567
0 9 8,363 0 196 514 9,072 0 851 458 $851 514 (121) 447
90 9,072 0 203 557 9,832 0 907 485 $897 557 (134) 312
91 9,832 0 185 601 10,618 0 965 480 $883 601 (116) 196
92 10,618 0 199 649 11,466 0 1,029 478 $875 649 (98) 98
93 11,466 0 208 689 12,362 12 1,100 509 $929 689 (98) 0
94 12,362 0 209 632 13,203 123 1,175 543 $987 632 0 0
95 13,203 0 203 674 14,080 130 1,254 580 $1,050 674 0 0
96 14,080 0 195 717 14,993 139 1,336 619 $1,116 717 0 0
97 14,993 0 188 762 15,942 149 1,422 660 $1,186 762 0 0
98 15,942 0 187 808 16,937 160 1,511 703 $1,259 808 0 0
99 16,937 0 183 856 17,975 171 1,605 748 $1,335 856 0 00 17,975 0 180 907 19,062 182 1,703 796 $1,413 907 0 01 19,062 0 172 960 20,194 194 1,805 845 $1,495 960 0 0
2 20,194 0 165 1,015 21,374 207 1,911 896 $1,579 1,015 0 0
3 21,374 0 162 1,072 22,609 220 2,022 950 $1,667 1,072 0 04 22,609 0 159 1,132 23,900 234 2,138 1,006 $1,758 1,132 0 0
8 23,900 0 156 1,196 25,251 248 2,260 1,064 $1,853 1,196 0 0

' IIMHLATIVE TOTALS, FY 87-91 . 10,618 0 4,574 2,237 $4,140 2,141 0 196'•IIMULATIVE TOTALS, FY 87-05: 25,251 2,168 26,842 12,633 $22,642 14,209 0 0
1.92% Inflation Rate FY 87 14.02% Rate of Return FY 87

ASSUMPTIONS 6.00% Average Inflation Rate FY 89-05 9.00% Average'Rate of Return FY 89-05
4.00% Inflation Rate FY 88 9.00% Rate of Return FY 88 * S O U R C E :  P o l i c y  D i v i s i o n ,  O f f i c e  o f  t h e  G o v e r n o r



/ *
G o v e r n m e n t  Finance Associates, Inc.

B i o g r a p h i c a l  S k e t c h  of J. C h e s t e r  J o h n s o n

J. C h e s t e r  J o h n s o n  is p r e s i d e n t  of G o v e r n m e n t  F i n a n c e  
A s sociates, Inc., w h i c h  p r o v i d e s  i n d e p e n d e n t  f i n a n c i a l  a d v i s o r y  
services, p r i m a r i l y  i n  c o n n e c t i o n  w i t h  t h e  i s s u a n c e  o f  d e b t  
securities, to s t a t e  a n d  l o c a l  g o v e r n m e n t s  a n d  a u t h o r i t i e s .  Mr. 
J o h n s o n  h a s  b e e n  a c t i v e  in the t a x - e x e m p t  f i n a n c e  f i e l d  s i n c e  
1968. For s e v e r a l  y e a r s  a s  a c r e d i t  a n a l y s t  for t a x - e x e m p t  
issues at M o o d y ' s  I n v e s t o r s  Ser v i c e ,  the n a t i o n a l  c r e d i t  agency, 
h e  was in c h a r g e  of  r a t i n g s  a s s i g n e d  to s e c u r i t i e s  s o l d  b y  s t a t e  
and l o cal g o v e r n m e n t s  a n d  t h e i r  a u t h o r i t i e s  for a t e n - s t a t e  
area. In 1972, Mr. J o h n s o n  j o i n e d  M o r g a n  G u a r a n t y  T r u s t  C o m p a n y  
of N e w  Y o r k  w h e r e  h e  b e c a m e  V i c e  P r e s i d e n t  a n d  H e a d  o f  the 
Pu b l i c  F i n a n c e  R e s e a r c h  a n d  A d v i s o r y  Gr o u p .  In t h i s  capacity, 
h e  was r e s p o n s i b l e  for a p p r o v i n g  t a x - e x e m p t  s e c u r i t i e s  p u r c h a s e d  
b y  the b a n k  a n d  for a d v i s i n g  s t a t e  a n d  l o c a l  g o v e r n m e n t a l  
issuers on  d e b t  m a n a g e m e n t  m a t t e r s .

In a d d i t i o n ,  Mr. J o h n s o n  h a s  b e e n  a c t i v e  in i n d u s t r y -  
r e l a t e d  m a t t e r s ,  i n c l u d i n g  the d e v e l o p m e n t  o f  d i s c l o s u r e  
s t a n d a r d s  for the t a x - e x e m p t  m a r k e t  as a m e m b e r  o f  the d r a f t i n g  
c o m mittee, D i s c l o s u r e  G u i d e l i n e s  for O f f e r i n g s  o f  S e c u r i t i e s  By  
S t a t e  a n d  L o c a l  G o v e r n m e n t s , p u b l i s h e d  in 1 9 7 6  b y  the M u n i c i p a l  
F i n a n c e  O f f i c e r s  A s s o c i a t i o n .  In 1977, h e  w a s  n o m i n a t e d  a n d  
a p p o i n t e d  to the p o s i t i o n  of  D e p u t y  A s s i s t a n t  S e c r e t a r y  for 
S t ate a n d  L o c a l  F i n a n c e  at the U.S. T r e a s u r y  D e p a r t m e n t .  In 
this role, Mr. J o h n s o n  w a s  r e s p o n s i b l e  for, a m o n g  o t h e r  duties, 
a d m i n i s t e r i n g  the F e d e r a l  G o v e r n m e n t ' s  l o a n  p r o g r a m  t o  N e w  Y o r k  
Ci t y  and a s s i s t i n g  in t h e  d e v e l o p m e n t  of A d m i n i s t r a t i o n  p o l i c y  
and p r o g r a m s  a f f e c t i n g  s t a t e  a n d  l o c a l  f i n a n c e s .  Mr. J o h n s o n  
h a s  w r i t t e n  a n d  s p o k e n  e x t e n s i v e l y  o n  t h e  s u b j e c t  of t a x - e x e m p t  
financing. A m o n g  the g r o u p s  h e  h a s  a d d r e s s e d  a r e  the N a t i o n a l  
L e a g u e  of  Cities, the U.S. C o n f e r e n c e  of M a y o r s ,  N a t i o n a l  
C o n f e r e n c e  of S t a t e  L e g i s l a t u r e s ,  C o u n c i l  of  S t a t e  G o v e r n m e n t s ,  
N a t i o n a l  G o v e r n o r s  C o n f e r e n c e ,  and the M u n i c i p a l  F i n a n c e  
O f f i c e r s  A s s o c i a t i o n .  Mr. J o h n s o n  r e c e i v e d  h i s  B S E  f r o m  the 
U n i v e r s i t y  of A r k a n s a s  a n d  a l s o  a t t e n d e d  H a r v a r d  U n i v e r s i t y .



S t a a t s  M .  P e l l e t t ,  J r .
S e n i o r  V i c e  P r e s i d e n t

M r .  P e l l e t t  i s  i n  c h a r g e  o f  t a x - e x e m p t  b o n d  i n v e s t m e n t s .  H e  w a s  
e d u c a t e d  a t  C o l u m b i a  U n i v e r s i t y ,  w h e r e  h e  r e c e i v e d  a  B . A .  d e g r e e  i n  
1 9 5 3 .  P r i o r  t o  j o i n i n g  B e s s e m e r  i n  1 9 6 7 ,  h e  w a s  V i c e  P r e s i d e n t  o f  
F i r e m a n ' s  F u n d ^ I n s u r a n c e  C o m p a n y  i n  S a n  F r a n c i s c o ,  i n  c h a r g e  o f  t h e i r  
$ 1  b i l l i o n  m u n i c i p a l  b o n d  p o r t f o l i o .  H i s  e x p e r i e n c e  a l s o  i n c l u d e s  t e n  
y e a r s  a s  a  m u n i c i p a l  b o n d  a n a l y s t  w i t h  M o o d y ' s  I n v e s t o r ' s  S e r v i c e ,  I n c .  
a n d  G o l d m a n  S a c h s  & C o .  M r .  P e l l e t t  i s  a  m e m b e r  o f  t h e  M u n i c i p a l  F o r u m  
o f  N e w  Y o r k ,  S e c u r i t y  A n a l y s t s  o f  S a n  F r a n c i s c o ,  S o c i e t y  o f  M u n i c i p a l  
A n a l y s t s  ( 1 9 7 7  P r e s i d e n t ) ,  N e w  Y o r k  M u n i c i p a l  A n a l y s t s  G r o u p  a n d  s e r v e d  
a  t h r e e  y e a r  t e r m  a s  a  P u b l i c  M e m b e r  o f  t h e  M u n i c i p a l  S e c u r i t i e s  
R u l e m a k i n g  B o a r d .  H e  i s  a  C h a r t e r e d  F i n a n c i a l  A n a l y s t .
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I n t r o d u c t i o n

B e s s e m e r  p r o v i d e s  i n v e s t m e n t  m a n a g e m e n t  s e r v i c e s  ( i n c l u d i n g  c u s t o d y  
s e r v i c e s )  t o  s u b s t a n t i a l  i n d i v i d u a l  c l i e n t s  a n d  f a m i l y  g r o u p s  l o c a t e d  
w o r l d w i d e  a n d  t o  e m p l o y e e  b e n e f i t  p l a n s ,  f o u n d a t i o n s  a n d  e n d o w m e n t  
f u n d s .  W e  a c t i v e l y  m a n a g e  d i v e r s i f i e d  p o r t f o l i o s  o f  m a r k e t a b l e  U . S .  
a n d  n o n - U . S .  s e c u r i t i e s  a n d ,  w h e r e  a p p r o p r i a t e ,  m a k e  d i r e c t  i n v e s t m e n t s  
i n  r e a l  e s t a t e ,  o i l  a n d  g a s  a n d  p r i v a t e l y  h e l d  c o m p a n i e s .

W e  b e l i e v e  t h e  f o l l o w i n g  c h a r a c t e r i s t i c s  d i s t i n g u i s h  B e s s e m e r  f r o m  i t s  
c o m p e t i t o r s :

•  O u r  e q u i t y  a n d  b a l a n c e d  f u n d  i n v e s t m e n t  p e r f o r m a n c e  h a s  
c o n s i s t e n t l y  r a n k e d  i n  t h e  t o p  q u a r t i l e  o f  th e  8 E I  u n iv e r s e  o f  
in v e s tm e n t  m anage rs  f o r  t h e  c u m u l a t i v e  a n n u a l  p e r i o d  s i n c e  1 9 7 6 .

•  O u r  f l e x i b l e  e q u i t y  s t y l e  o f  b u y i n g  s t o c k s  w h i c h  r e p r e s e n t  t h e  
b e s t  v a l u e  o f  t h e  p a r t i c u l a r  m a r k e t  e n v i r o n m e n t  p e r m i t s  u s  t o  
t a k e  g r e a t e r  r i s k s  i n  r i s i n g  m a r k e t s  a n d  p r e s e r v e  t h o s e  g a i n s  
d u r i n g  p e r i o d s  o f  m a r k e t  d e c l i n e .

•  O u r  h i g h l y  q u a l i f i e d  p r o f e s s i o n a l  s t a f f  a n d  b r e a d t h  o f  i n v e s t m e n t  
e x p e r t i s e  e n a b l e s  u s  t o :

-  s u c c e s s f u l l y  a n a ly z e  th e  r e l a t i v e  a t t r a c t i v e n e s s  o f  v a r i o u s  
i n v e s t m e n t  a l t e r n a t i v e s  a n d ,

-  o f f e r  a  f u l l  ra n g e  o f  in v e s tm e n t p r o d u c t s  and  a d v is o r y  
s e r v ic e s  t o  c l i e n t s  s e e k i n g  b r o a d  i n v e s t m e n t  d i v e r s i f i c a t i o n  
w i t h  o n e  m a n a g e r .

O r g a n i z a t i o n

T h e  B e s s e m e r  G r o u p ,  I n c o r p o r a t e d ,  a  h o l d i n g  c o m p a n y ,  i s  e n g a g e d  i n  t h e  
f i n a n c i a l  s e r v i c e s  b u s i n e s s .  I n v e s t m e n t ,  t r u s t  a n d  c u s t o d y  s e r v i c e s  
a r e  p r o v e d  b y  i t s  w h o l l y  o w n e d  s u b s i d i a r i e s :  B e s s e m e r  T r u s t  C o m p a n y ,  
N . A . ,  a  f e d e r a l l y  c h a r t e r e d  b a n k  f o u n d e d  i n  1 9 7 4  i n  N e w  Y o r k  C i t y ,  
B e s s e m e r  T r u s t  C o m p a n y ,  a  s t a t e  c h a r t e r e d  b a n k  f o u n d e d  i n  1 9 0 7  i n  N e w  
J e r s e y  a n d  B e s s e m e r  T r u s t  C o m p a n y  o f  F l o r i d a ,  f o u n d e d  i n  1 9 2 9  i n  P a l m  
B e a c h .

B e s s e m e r  a l s o  m a i n t a i n s  t w o  r e p r e s e n t a t i v e  o f f i c e s  l o c a t e d  i n  
W a s h i n g t o n ,  D . C .  a n d  M i a m i ,  F l o r i d a .  I n  1 9 8 6  a n  i n v e s t m e n t  m a n a g e m e n t  
o f f i c e  w a s  e s t a b l i s h e d  i n  L o n d o n ,  E n g l a n d .

O w n e r s h i p  o f  T h e  B e s s e m e r  G r o u p  i s  h e l d  p r i m a r i l y  b y  t r u s t s  f o r  t h e  
b e n e f i t  o f  t h e  d e s c e n d a n t s  o f  H e n r y  P h i p p s  ( a  p a r t n e r  o f  A n d r e w  
C a r n e g i e  i n  t h e  C a r n e g i e  S t e e l  C o m p a n y )  a n d  b y  s e n i o r  p r o f e s s i o n a l  
s t a f f  m e m b e r s  u n d e r  a  P h a n t o m  S t o c k  P l a n .
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C l i e n t  P r o f i l e

T h e  B e s s e m e r  G r o u p  h a d  t o t a l  a s s e t s  u n d e r  m a n a g e m e n t  o f  a p p r o x i m a t e l y  
$ 5 . 1  b i l l i o n  a s  o f  D e c e m b e r  3 1 ,  1 9 8 6 .  O u r  c l i e n t s  i n c l u d e  s u b s t a n t i a l  
U . S .  r e s i d e n t  a n d  n o n r e s i d e n t  i n d i v i d u a l s ,  f o r e i g n  i n v e s t m e n t  c o m p a n i e s  
a n d  f o r e i g n  t r u s t s ,  t a x - e x e m p t  U . S .  a n d  n o n - U . S .  c h a r i t a b l e  
o r g a n i z a t i o n s  a n d  c o r p o r a t e  e m p l o y e e  b e n e f i t  p l a n s .  T h e  p r o f i l e  o f  o u r  
c l i e n t  b a s e  c a n  b e  s u m m a r i z e d  a s  f o l l o w s :

N u m b e r
o f  C l i e n t s  $  M i l l i o n s

I n d i v i d u a l s  4 5 1  $ 3 , 5 6 8 . 2
C o r p o r a t i o n s  2 5  8 7 7 . 0
T a x - E x e m p t  A c c o u n t s :

•  E n d o w m e n t  & F o u n d a t i o n  3 6  3 8 3 . 5
•  E m p l o y e e  B e n e f i t  ( E R I S A )  3 2  2 7 7 . 8
•  M u t u a l  F u n d s   2  3 1 . 3

T O T A L  F U N D S  M A N A G E D  5 4 6  $ 5 , 1 3 7 . 9

A s s e t s  U n d e r  M a n a g e m e n t

O f  t h e  $ 5 . 1  b i l l i o n  u n d e r  B e s s e m e r  m a n a g e m e n t ,  a p p r o x i m a t e l y  $ 2 . 1  
b i l l i o n  i s  i n v e s t e d  i n  m a r k e t a b l e  s t o c k s  a n d  $ 2 . 0  b i l l i o n  i n  f i x e d  
i n c o m e  o b l i g a t i o n s  ( i n c l u d i n g  c a s h  e q u i v a l e n t s ) ,  w i t h  t h e  b a l a n c e  
( $ 1 . 0  b i l l i o n )  r e p r e s e n t e d  i n  c l o s e l y  h e l d  s t o c k ,  r e a l  e s t a t e ,  
m o r t g a g e s  a n d  m i s c e l l a n e o u s  a s s e t s .

C o m p o s i t e  o f  A s s e t s  U n d e r  M a n a g e m e n t  
A s  o f  D e c e m b e r  3 1 ,  1 9 8 6

C a s h  & S h o r t - T e r m  I n v e s t m e n t s  $  8 0 2 . 7  M i l l i o n
F i x e d  I n c o m e  1 , 1 9 3 . 9
E q u i t y  2 , 0 6 4 . 6
C l o s e l y  H e l d  S t o c k s  9 3 5 . 2
M o r t g a g e s  & R e c e i v a b l e s  1 6 . 7
M i s c e l l a n e o u s  A s s e t s  ( r e a l  e s t a t e ,  1 2 4 . 8

o i l  & g a s ,  p r i v a t e  i n v e s t m e n t s ,  e t c . )  ________________________________

$ 5 , 1 3 7 . 9  M i l l i o n



I N S T I T U T I O N A L  C L I E N T S  
( R e p r e s e n t a t i v e  L i s t )

E m p l o y e e  B e n e f i t

W . R .  G r a c e  & C o m p a n y  ( N e w  Y o r k ,  N e w  Y o r k )
B a l t i m o r e  G a s  & E l e c t r i c  C o .  ( B a l t i m o r e ,  M a r y l a n d )
U S F & G  C o m p a n y  ( B a l t i m o r e ,  M a r y l a n d )
N e w  Y o r k  S t a t e  E l e c t r i c  & G a s  C o m p a n y  ( I t h a c a ,  N e w  Y o r k )
B . F .  S a u l  R e a l  E s t a t e  I n v e s t m e n t  T r u s t  ( C h e v y  C h a s e ,  M a r y l a n d )  
N e w  Y o r k  S t a t e  B a n k e r s  A s s o c i a t i o n  ( N e w  Y o r k ,  N e w  Y o r k )
T o r o n t o  D o m i n i o n  B a n k  U S A  P e n s i o n  P l a n  ( T o r o n t o ,  C a n a d a )  
P u b l i s h e r s  A s s o c i a t i o n  o f  N e w  Y o r k  C i t y  ( N e w  Y o r k ,  N e w  Y o r k )

E n d o w m e n t

C o l g a t e  U n i v e r s i t y  ( H a m i l t o n ,  N e w  Y o r k )
U n i v e r s i t y  o f  A k r o n  ( A k r o n ,  O h i o )
T h e  C h a p i n  S c h o o l  ( N e w  Y o r k ,  N e w  Y o r k )
U n i t e d  S t a t e s  N a v a l  A c a d e m y  ( A n n a p o l i s ,  M a r y l a n d )
C h a m b e r  M u s i c  S o c i e t y  o f  L i n c o l n  C e n t e r ,  I n c .  ( N e w  Y o r k ,  N e w  Y o r k )  
M i l l b r o o k  S c h o o l  ( M i l l b r o o k ,  N e w  Y o r k )
T h e  C o l l e g e  o f  G r e a t  F a l l s  ( G r e a t  F a l l s ,  M o n t a n a )

F o u n d a t i o n

A m e r i c a n  H o s p i t a l  o f  P a r i s  F o u n d a t i o n  I n c .  ( P a r i s ,  F r a n c e )  
E y e  & E a r  F o u n d a t i o n  ( P i t t s b u r g h ,  P e n n s y l v a n i a )
W i n d h a m  F o u n d a t i o n ,  I n c .  ( G r a f t o n ,  V e r m o n t )
A m e r i c a n  C a t h e d r a l  i n  P a r i s  F o u n d a t i o n  ( P a r i s ,  F r a n c e )

C o r p o r a t e

C o l t  I n d u s t r i e s  I n c .  ( N e w  Y o r k ,  N e w  Y o r k )  
O u t l o o k ,  I n c .  ( R e h o b o t h  B e a c h ,  D e l a w a r e )



Name:

Age:

Residence:

Employer:

Job Description:

Memberships: 

First Bank System, Inc.:

Previous W ork Responsibilities: 

A l a s ka  Holdings:

W i l l i a m  R. Ga mb l e  

58

Min ne a p o l i s ,  M i n n e s o t a

First Bank System, Inc.

Minn e a p ol i s ,  M i n n e s o ta

Vice Pre s i d e n t  

Funds M a n a g e m e n t  D epartment 

M a n a g e r  of Municipal Bond Po r t fo l i o  

Municipal Bonds M a n ag e d  - $1.1 Billion

(5-31-87)

So c i e t y  of Municipal A n a l y s t s  - As s o c i a t e 

A ^ s e t  and L i a b i l i t y  Managers A s s o c i a t i o n

First Bank System, Inc. is the 15th largest 

bank holding c o m p a n y  in the United States 

having been or g a n i z e d  in 1929. O u r  assets 

as o f  March 31, 1987 totaled $ 2 8 . 4 billion. 

O u r  ne t  income f o r  1986 was $20 2 . 9  million, 

up 2 1.7% f r o m  the previous year. Return on 

e q u i t y  was 16%.

I have been e m p l o y e d by First Bank Sy s t em  

since 1955 (32 years). I have been work i n g 

in Por t fo l i o  M a n a g e m e n t  since 1964 and have 

had sole r e s p o n s i b i l i t y  for the municipal 

bonds since 1967.

We p r e s e n t l y  own $ 13.9 mill i o n  in various 

A l a s k a  municipa l i t i e s.



Total assets for First Ban k  S y s t e m  at M a r c h  31, 1987, were $ 2 8 . 4 

b i l l i o n ,  up 9.7 perc e n t  from M arch 3 1 ( 1986, a nd  up 1.3 p e r c e n t f rom 

D e c e m b e r  31, 1986. Loans totaled $ 1 4 . 0  b i l lion, c o m p a r e d  with $ 14.3 

b i l l i o n  at the end o f  the f irst q u a r t e r  last y ear, r e fl e c t i n g  both 

s l u g g i s h  loan de m a nd  and m ore sel e c t i v e  l e n d i n g  activity. A t  M a r c h  31, 

1987, F i r s t  Ban k  S ys t e m ' s  p r i m a r y  capital t o t a l e d  $ 2 , 0 4 4  billion, 

r e p r e s e n t i n g  7.1 p e r c e n t  o f  total assets. C o m m o n  s h a r e h o l d e r  e q u i t y  

t o t a l e d  $1,361 billion, o r  $23.32 p e r  s hare a t  M a r c h  31, 1987, c o m p a re d  

w i t h  $ 1 , 1 8 2  billion, or $ 21 . 0 3  per share a y e a r  ago.

F i r s t  B a n k  System, Inc., is the ISth l a r g e s t  b a n k  h o l d i n g  c o m p a n y  in 

the U n i t e d  States co m p r i s e d o f  First B a n k  M i n n e a p o l i s ,  F ir s t  B a n k  S aint  

Paul, a n d  72 o t h e r  banks and trust c ompanies, w i t h  144 b a nk i n g  o f f i c e s in 

M i n n e s o t a ,  North Dakota, South Dakota, M o n t a n a ,  W a s h i n g t on ,  and 

W i s c o n s i n .  The comp a n y als o p r ov i d e s  financial services thro u g h  a num b e r  

o f  d o m e s t i c  and international s u bs i d i a r i e s  and offices. These services 

i n c l u d e  trust, international banking, comme r c i al  and agricultural 

finan c e ,  capital markets, data proces si n g ,  i n s u r a n c e  brokerage, leasing, 

m o r t g a g e  banking, v e n t u r e  capital, m e r c h a n t  b a n k i n g  and bro k e r a ge  

s e rvices.
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I N  T H E  H O U S E  B Y  T H E  F I N A N C E  C O M M I T T E E

H O U S E  C O N C U R R E N T  R E S O L U T I O N  N O .

I N  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F I F T E E N T H  L E G I S L A T U R E  -  F I R S T  S P E C I A L  S E S S I O N

S u s p e n d i n g  U n i f o r m  R u l e s  4 2 ( c )  a n d  ( e )  

o f  t h e  A l a s k a  S t a t e  L e g i s l a t u r e  c o n c e r n ­

i n g  S e n a t e  B i l l  1 5 7 .

B E  I T  R E S O L V E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

T h a t  u n d e r  R u l e  5 4  o f  t h e  U n i f o r m  R u l e s  o f  t h e  A l a s k a  S t a t e  L e g i s l a ­

t u r e  t h e  p r o v i s i o n s  o f  R u l e  4 2 ( c )  o f  t h e  U n i f o r m  R u l e s ,  r e s t r i c t i n g  a  

r e p o r t  o f  a  c o n f e r e n c e  c o m m i t t e e  w i t h  l i m i t e d  p o w e r s  o f  f r e e  c o n f e r e n c e  o r  

o f  a  f r e e  c o n f e r e n c e  c o m m i t t e e  r e g a r d i n g  a n  a p p r o p r i a t i o n  b i l l ,  a n d  R u l e  

4 2 ( e )  o f  t h e  U n i f o r m  R u l e s ,  r e l a t i n g  t o  a  c h a n g e  i n  t h e  t i t l e  o f  a  b i l l ,  

a r e  s u s p e n d e d  i n  c o n s i d e r a t i o n  o f  S e n a t e  B i l l  1 5 7 ,  r e l a t i n g  t o  a p p r o p r i a ­

t i o n s  .

- 1-



MEMORANDUM

T O :  M a r y  H a l l o r a n  D A T E :  J u l y  1 ,  1 9 8 7
D i r e c t o r ,
D i v i s i o n  o f  P o l i c y  
O f f i c e  o f  t h e  G o v e r n o r

.F R O M :  J a c k  F a r g n o l i  ■* 1
S e n i o r  A n a l y s t

R E :  E f f e c t s  On P e rm anen t Fund o f  G o v e rn o r 's  P ro p o s a l

T h i s  m e m o r a n d u m  s u m m a r i z e s  t h e  p o t e n t i a l  e f f e c t s  o n  t h e  P e r m a n e n t  
F u n d  o f  G o v e r n o r  C o w p e r ' s  p r o p o s a l  t o  u s e  P e r m a n e n t  F u n d  r e s e r v e  
e a r n i n g s  t o  o f f s e t  a  p r o j e c t e d  b u d g e t  d e f i c i t  o f  a p p r o x i m a t e l y  
$ 5 0 9 . 9  m i l l i o n  a t  t h e  c l o s e  o f  F i s c a l  Y e a r  1 9 8 8  ( F Y E  8 8 ) .

T h e  f i g u r e  o f  $ 5 0 9 . 9  m i l l i o n  i n c l u d e s  t h e  $ 2 5 0  m i l l i o n  t h a t  t h e  
G o v e r n o r  p r o p o s e s  b e  a p p r o p r i a t e d  f r o m  t h e  G e n e r a l  F u n d  t o  t h e  
B u d g e t  R e s e r v e  F u n d ,  a n d  t h e  b u d g e t  s h o r t f a l l  t h a t  w o u l d  r e s u l t  
f r o m  t h e  J u n e  1 9 8 7  3 0 t h  p e r c e n t i l e  r e v e n u e  f o r e c a s t .

A tta c h m e n ts

T w o  t a b l e s  a r e  a t t a c h e d .  O n e ,  t i t l e d  " B a s e  C a s e  -  C u r r e n t  L a v ; " ,  
p r o j e c t s  P e r m a n e n t  F u n d  p e r f o r m a n c e  u n d e r  c u r r e n t  l a w ;  i . e . ,  i f  
n o  w i t h d r a w a l s  w e r e  t o  b e  m a d e  f r o m  t h e  P e r m a n e n t  F u n d ' s  E a r n i n g s  
R e s e r v e  A c c o u n t  ( E R A ) .  T h e  s e c o n d ,  t i t l e d  " C a s e  1  -  $ 5 0 9 . 9  
M i l l i o n  F r o m  E R A  A t  F Y E  8 8 " ,  s h o w s  t h e  p r o j e c t e d  e f f e c t s  o n  t h e  
P e r m a n e n t  F u n d  i f  $ 5 0 9 . 9  m i l l i o n  w e r e  t o  b e  a p p r o p r i a t e d  f r o m  t h e  
E a r n i n g s  R e s e r v e  A c c o u n t  a t  t h e  c l o s e  o f  F Y  8 8 .

P e r m a n e n t  F u n d  C o r p o r a t i o n  p r o j e c t i o n s  o f  e a r n i n g s  a n d  i n f l a t i o n  
r a t e s  h a v e  b e e n  u s e d  i n  m a k i n g  t h e s e  e s t i m a t e s .  ( S e e  a t t a c h e d  
t a b l e s . )

A l l  f i g u r e s  a r e  s h o w n  i n  m i l l i o n s  o f  d o l l a r s  ( n o m i n a l ) .

Im p a c ts  On P e rm anen t Fund

T h e  o v e r a l l  e f f e c t s  o f  t h e  p r o p o s a l  o n  t h e  P e r m a n e n t  F u n d  a r e  
s u m m a r i z e d  b e l o w :

1



o Fund  P r i n c i p a l  (End B a la n ce )

B y  F Y E  9 1  B y  F Y E  2 0 0 5  
B a s e  C a s e  1 0 / 6 1 8  2 5 / 2 5 1
P r o p o s a l  1 0 / 1 8 0  2 3 , 9 9 5

D i f f e r e n c e :  ( 4 3 8 )  ( 1 , 2 5 6 )

o I n f l a t i o n - P r o o f i n g  A nd R e se rv e s

A s  w i t h  a n y  w i t h d r a w a l  o f  P e r m a n e n t  F u n d  r e s e r v e  e a r n ­
i n g s ,  t h e  p r o p o s a l  i n c r e a s e s  t h e  p o s s i b i l i t y  t h a t  ( i n  t h e  
e v e n t  o f  l o w  F u n d  e a r n i n g s  i n  t h e  f u t u r e )  r e s e r v e s  m a y  
n o t  b e  s u f f i c i e n t  t o  e n s u r e  f u l l  i n f l a t i o n - p r o o f i n g  o f  
t h e  F u n d  o r  t h e  p r o t e c t i o n  o f  D i v i d e n d s .

o E a rn in g s  (N e t Incom e)

B y  F Y E  9 1  B y  F Y E  2 0 0 5  
B a s e  C a s e  4 , 5 7 4  2 6 , 8 4 2
P r o p o s a l  4 , 4 1 8  2 5 , 5 0 9

D i f f e r e n c e :  ( 1 5 6 )  ( 1 , 3 3 3 )

o C u m u la t iv e  Am oun t A v a i l a b le  F o r  D iv id e n d s

B y  F Y E  9 1  B y  F Y E  2 0 0 5  
B a s e  C a s e  2 , 2 3 7  1 2 , 6 3 3
P r o p o s a l  2 , 2 0 5  1 2 , 0 4 7

D i f f e r e n c e :  ( 3 2 )  ( 5 8 6 )

o  P e r  C a p ita  D iv id e n d s

B a s e  C a s e  P r o p o s a l  D i f f e r e n c e
8 7  $ 7 1 8  $ 7 1 8  - 0 -
88  $ 7 9 1  $ 7 9 1  - 0 -
8 9  $ 8 5 1  $ 8 4 1  ( $ 1 0 )
9 0  $ 8 9 7  $ 8 7 7  ( $ 2 0 )
9 1  $ 8 8 3  $ 8 5 2  ( $ 3 1 )

T o t a l :  $ 4 , 1 4 0  $ 4 , 0 7 9  ( $ 6 1 )

Avg: $ 828 $ 815 (S12)
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T h r o u g h  F Y  2 0 0 5 ,  t h e  p r o p o s a l ' s  o v e r a l l  e f f e c t s  o n  p e r  
c a p i t a  d i v i d e n d  d i s t r i b u t i o n s  w o u l d  b e :

T o t a l : 

A v g :

B a s e  C a s e  P r o p o s a l  D i f f e r e n c e  
$ 2 2 , 6 4 2  $ 2 1 , 5 7 4  ( $ 1 , 0 6 8 )

$  1 , 1 9 2  $  1 , 1 3 5  ( $ 5 6 )
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29-Jun-87 ~ “ Permanent Fund Financial Projection - -
BASE CASE -  CURRENT LAW

Forecaat: DOR, 6/87 (30th) PF Statue: 5/31/87
PRINCIPAL

Dedicated InflationFY Begin Appro- State Inflation FY End Proofing FY Balance priationa Revenues Proofing Balance Shortfall
78 0 0 54 0 54 079 54 0 84 0 139 080 139 0 344 0 483 081 483 900 385 0 1,769 082 1,769 800 401 0 2,969 083 2,969 400 421 231 4,021 084 4,021 300 366 151 4,838 085 4,838 300 368 235 5,741 086 5,741 0 323 216 6,281 0
87 6,281 1,264 156 148 7,049 (0)
88 7,849 0 192 322 8,363 089 8,363 0 196 514 9,072 090 9,072 0 203 557 9,832 091 9,832 0 185 601 10,618 092 10,618 0 199 649 11,466 093 11,466 0 208 689 12,362 1294 12,362 0 209 632 13,203 12395 13,203 0 203 674 14,080 13096 14,080 0 195 717 14,993 13997 14,993 0 188 762 15,942 14998 15,942 0 187 809 16,937 16099 16,937 0 183 856 17,975 1710 17,975 0 180 907 19,062 1821 19,062 0 172 960 20,194 1942 20,194 0 165 1,015 21,374 2073 21,374 0 162 1,072 22,609 2204 22,609 0 159 1,132 23,900 2345
mmm

23,900 0 156 1,196 25,251 248
CUMULATIVE TOTALS, FY 87-91: 10,618 0CUMULATIVE TOTALS, FY 87-05: 25,251 2,168

INCOMEDiatributiona Reserves
Net Divi­ Per Cap. Inflation Gen'l Add FY EndIncome dends Dividenda Proofing Fund (Delete) Balance

2 0 0 1 0 08 0 0 7 0 032 12 0 12 0 0150 28 0 28 59 59368 71 $1,000 0 71 185 244471 108 $386 231 110 110 354530 175 $331 131 204 ft 57658 217 $404 235 206 7631,021 303 $556 216 501 1,264
1,054 390 $718 148 516 516

797 424 $791 322 51 567851 458 $851 514 (121) 447907 485 $897 557 (134) 312965 480 $883 601 (116) 1961,029 478 $875 649 (98) 981,100 509 $929 689 (98) 01,175 543 $987 632 0 01,254 580 $1,050 674 0 01,336 619 $1,116 717 0 01,422 660 $1,186 762 0 01,511 703 $1,259 808 0 01,605 748 $1,335 856 0 01,703 796 $1,413 907 0 01,805 845 $1,495 960 0 c1,911 896 $1,579 1,015 0 c2,022 950 $1,667 1,072 0 c2,138 1,006 $1,758 1,132 0 c2,260 1,064 $1,853 1,196 0 c

4,574 2,237 $4,140 2,141 0 1 9 (26,842 12,633 $22,642 14,209 0 c

-------------------------------------  ASSUMPTIONS--------------------------------------------1.92% Inflation Rate FY 37 6.00% Average Inflation Rate FY 89-0514.02% Rate of Return FY 87 9.00% Average Rate of Return FY 89-05
4.00% Inflation Rate FY 88 9.00% Rate c>f Return FY 88 * SOURCE: Policy Diviuion, Office of the Governor



- J u l - B 7 -  P e r m a n e n t  F u n d  F i n a n c i a l  P r o j e c t i o n  -

CASE 1  ~ $509 .9  M ILL IO N  FROM ERA AT FYE 88

Forecast: DOR, 6/87 (30th) PF Status: 5/31/87
PRINCIPAL

Dedicated InflationFY Begin Appro- State Inflation FY End Proofing FY Balance priations Revenues Proofing Balance Shortfall
78 0 0 54 0 54 079 54 0 84 0 139 080 139 0 344 0 483 081 483 900 385 0 1,769 082 1,769 800 401 0 2,969 083 2,969 400 421 231 4,021 084 4,021 300 366 151 4,838 085 4,838 300 368 235 5,741 086 5,741 0 323 216 6,281 0
87 6,281 1,264 156 148 7,849 (0)
88 7,849 0 192 322 8,363 089 8,363 0 196 407 8, 966 10690 8,966 0 203 381 9,550 17091 9,550 0 185 445 10,180 13992 10,180 0 199 514 10,893 10993 10,893 0 208 556 11,657 11094 11,657 0 209 596 12,463 11695 12,463 0 203 637 13,303 12396 13,303 0 195 679 14,177 13197 14,177 0 188 722 15,087 14098 15,087 0 187 766 16,039 15199 16,039 0 183 812 17,034 1610 17,034 0 180 861 18,074 1721 18,074 0 172 911 19,158 1842 19,158 0 165 964 20,286 1953 20,286 0 162 1,019 21,468 2084 21,468 0 159 1,076 22,703 2215 22,703 0 156 1,137 23,995 235
CUMULATIVE TOTALS, FY 87-91: 10,180 415CUMULATIVE TOTALS, FY 87-05: 23,995 2,670

INCOMEDistributions Reserves
Net Divi­ Per Cap. Inflation Gen'l Add FY F.ndIncome dends Dividends Proofing Fund (Delete) Balance

2 0 0 1 0 08 0 0 7 0 032 12 0 12 0 0150 28 0 28 59 59368 71 $1,000 0 71 185 244471 108 $386 231 110 110 354530 175 $331 151 204 557658 217 $404 235 206 7631,021 303 $556 216 501 1,264
1,054 390 $718 148 516 516

797 424 $791 322 509.9 (459) 58803 453 $841 407 (58) 0855 474 $877 381 0 0909 463 $852 445 0 0969 455 $832 514 0 01,036 480 $875 556 0 01,109 512 $930 596 0 01,184 547 $989 637 0 01,263 584 $1,052 679 0 01,345 623 $1,119 722 0 01,431 665 $1,189 766 0 01,520 708 $1,261 812 0 01,614 753 $1,336 861 0 01,711 800 $1,414 911 0 01,813 849 $1,495 964 0 01,920 901 $1,579 1,019 0 02,031 954 $1,667 1,076 0 02,147 1,010 $1,758 1,137 0 0
4,418 2,205 $4,079 1,703 510 025,509 12,047 $21,574 12,953 510 0

---------------------------------  ASSUMPTIONS---------------------------------------------1.92% Inflation Rate FY 87 6.00% Average Inflation Rate FY 89-0514.02% Rate of Return FY 87 9.00% Average Rate of Roturn FY 89-05
4.00% Inflation Rate FY 88 9.00% Rate of Return FY 88 * S O U R C E :  P o l i c y  D i v i s i o n ,  O f f i c e  o f  t h e  G o v e r n o r



STATE OF ALASKA
DEPARTMENT OF REVENUE

M E M O R A N D U M

TO: Hugh Malone
Commissioner 
Department of Revenue

FROM: Milt Barker
Deputy Commissioner 
Treasury Division

DATE: July 2, 1987

RE: FY 88 General Fund Deficit and Cash Balance

FY 88 General Fund Deficit

The deficit figure is the amount by which appropriations exceed revenues. 
The estimated general fund deficit at the end of FY 88 will be $258 
million assuming:

1. no bonding for student loans;

2. no expenditure from the general fund for salary negotiations
pursuant to Sec. 22 of CCS HB 75;

3. June 1987 revenue estimates (mean for FY 87 and 30th percentile 
for FY 88) increased by $33 million due to updated information on 
tax receipts and the Camden Bay lease sale;

4. $82 million FY 88 capital budget; and

5. $86 million lapsing of capital project appropriations as a result
of DOTPF's review of all capital projects.

The $258 million deficit figure reflects $15 million of FY 88 vetoes net
of overrides. Bonding for student loans would reduce the deficit by $41
million. Full expenditure of the Sec. 22 appropriation would increase the 
deficit by $40.8 million, as currently estimated by OMB, although this 
figure may be revised downward.

The $258 million deficit is composed of a deficit of approximately $256 
million for FY 88 and a deficit of $2 remaining from FY 87.

FY 88 General Fund Cash Balance

The projected general fund cash balance will be $303 million at the end of
FY 83, using the same assumptions as for the deficit. This will be a



Hugh Malone 
July 2, 1987 
Page 2

decrease of $431 million from the FY 87 year-end balance of $734 million. 
The low point in the general fund is estimated to be $158 million on June 
29, 1988. If $250 million is appropriated and deposited to the budget 
reserve fund early in FY 88, a cash shortage will arise during March, 
1988, increase to a negative $92 million on June 29, 1988, and rebound to 
a $53 million positive balance on June 30, 1988.

The decrease (drawdown) in the general fund cash balance represents the 
amount by which expenditures exceed revenues, while the deficit is the 
amount by which appropriations exceed revenues. The projected $431 
million drawdown during FY 88 is basically a result of the FY 88 deficit 
of $256 million plus expenditures on prior year capital appropriations.!/

1/ In past years, the deficits for the year resulted in drawdowns
totalling significantly less than the deficits because a major part of 
the budget was capital projects which are not entirely expended in the 
year of appropriation.

MB/mera



S T E V E  C O W  P E R

GOVERNOR

S t a t e  o f  A l a s k a
OFFICE OF THE GOVERNOR

J u n e a u

J u l y  1 ,  1 9 8 7

T h e  H o n o r a b l e  B e n  G r u s s e n d o r f  
S p e a k e r  o f  t h e  H o u s e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P . O .  B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  R e p r e s e n t a t i v e  G r u s s e n d o r f :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  C o n ­
s t i t u t i o n ,  I  a m  t r a n s m i t t i n g  a  b i l l  a p p r o p r i a t i n g  m o n e y  f r o m  t h e  
g e n e r a l  f u n d  t o  t h e  b u d g e t  r e s e r v e  f u n d  ( A S  3 7 . 0 5 . 1 5 6 ) ,  a n d  
b a l a n c i n g  t h e  b u d g e t .  T h i s  b i l l  a p p r o p r i a t e s  $ 2 5 0 , 0 0 0 , 0 0 0  t o  t h e  
b u d g e t  r e s e r v e  f u n d  t o  p r o v i d e  e m e r g e n c y  c a s h  t o  p r o t e c t  t h e  
s t a t e  f r o m  f u t u r e  a b r u p t  d r o p s  i n  o i l  r e v e n u e .  T h i s  b i l l  a l s o  
a p p r o p r i a t e s  a  s u f f i c i e n t  a m o u n t  o f  m o n e y ,  t o  c o v e r  w h a t e v e r  
d e f i c i t  m a y  e x i s t  a f t e r  t h e  e n d  o f  f i s c a l  y e a r  1 9 8 8 ,  f r o m  t h e  
e a r n i n g s  r e s e r v e  a c c o u n t  ( f o r m e r l y  c a l l e d  t h e  " u n d i s t r i b u t e d  
i n c o m e  a c c o u n t , "  A S  3 7 . 1 3 . 1 4 5 )  o f  t h e  A l a s k a  p e r m a n e n t  f u n d  t o  
t h e  g e n e r a l  f u n d .  I f  a n  i n s u f f i c i e n t  a m o u n t  i s  a v a i l a b l e  f r o m  
t h e  e a r n i n g s  r e s e r v e  a c c o u n t ,  t h e n  t h e  e n t i r e  a m o u n t  i s  
a p p r o p r i a t e d  t o  t h e  g e n e r a l  f u n d .

T h e  d e f i c i t  f o r  f i s c a l  y e a r  1 9 & B  i s  i d e n t i f i e d  i n  t h e  b i l l  b y  
r e f e r e n c e  t o  t h e  s p e c i f i c  l i n e '  t n t e t  r e p o r t s  t h a t  f i g u r e  i n  t h e  
s t a t e ' s  a n n u a l  f i n a n c i a l  r e p o r t .  J / " " ' N .

\ A I  /  / 1 A
\ s a n c e r e i 3 >. 1 DL

t s v e  v o w a e r



Original sponsor: Rules/Governor
jI

1

O f f e r e d :  5 /1 6 /8 7  5-1387T
I R e f e r r e d :  R u les

1 IN THE SENATE BY THE FINANCE COMMITTEE
2 HOUSE CS FOR CS FOR SENATE BILL NO. 157 (Finance) am H
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 FIFTEENTH LEGISLATURE - FIRST SESSION
5 A BILL
6 For an Act entitled: "An Act appropriating from the earnings reserve
7 account of the Alaska permanent fund to the general
8 fund."
9 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
10 * Section 1. The sum of $516,000,000 is appropriated from the earnings
11 reserve account of the Alaska permanent fund (AS 37.13.145) to the budget
12 reserve fund (AS 37.05.156); however, the amount appropriated shall be
13 transferred from the earnings reserve account to the budget reserve fund
14 only as necessary to meet the requirements of sec. 2 of this Act.
15 * Sec. 2. The appropriation made in sec. 1 of this Act is appropriated
16 from the budget reserve fund to the general fund. This appropriation may
17 be transferred to the general fund for expenditure upon a monthly deter-
18 mination by the Department of Revenue that the cash balance of the general
19 fund in the state treasury will be insufficient to pay obligations of the
20 general fund under appropriations at any time during fiscal year 1988.
21 Only the amount required to pay those obligations may be transferred or
22 expended.
23 * Sec. 3. The amount appropriated by this Act that is not transferred
24 under sec. 2 of this Act lapses into the earnings reserve account of the
25 Alaska permanent fund (AS 37.13.145) June 29, 1??>8.

SB0157E -1- HCS CSSB 1 5 7 ( F in )  am H



Offered: 5/16/87For Today's Calendar
Original sponsor: Rules/Governor
Funding Information General Fund $ -0-Other Funds -0-

wol387hT

- 0 -

m

1 IN THE HOUSE BY THE RULES COMMITTEE
2 CS FOR HOUSE BILL NO. 166 (Rules)
3 IN THE LEGISLATURE OF THE STATE OF ALASKA
4 FIFTEENTH LEGISLATURE - FIRST SESSION
5 A BILL
6 For an Act entitled: "An Act making an appropriation from the general fund
7 to the budget reserve fund of any positive amount in
8 the general fund balance on June 30, 1988, as re-
9 ported on the combined balance sheet in the state's
10 annual financial report for fiscal year 1988."
11 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
12 * Section 1. If the "Available Fund Equity/Balance" for the general
13 fund as reported for June 30, 1988, on the "State of Alaska, All Fund Types
14 and Account Groups, Combined Balance Sheet" in the state's "Annual Finan-
15 cial Report" for fiscal year 1988, published under AS 37.05.210(2) is a
16 positive amount, that amount is appropriated from the general fund to the
17 budget reserve fund (AS 37.05.156).

HB0166D -1- CSHB 1 6 6 ( R l s )




