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December 15, 2005

The Honorable Frank IT. Murkowski
Governor of Alaska

P.0. Box 110001

Juneau, Alaska 99811-0001

Dear Governor Murkowski:

| present you, the Leg future and the Alaska public with the Department of Revenue’s latest Revenue
Sources Book. Our Fall 2005 report includes a preliminary accounting of state revenues received in FY
2005 and projections for Fiscal 2006 through Fiscal 2016.

We project Alaska North Slope crude oil price. will average S57.30 per harrel for the fiscal year ending
June 30. 2006. The fiscal year-to-date average is currently above S58 per harrel but price instability
continues. We believe, given world supply uncertainties and market concern over shortages, prices fin the

rest of the fiscal year w'll remans volatile.

Eventually, we do see new oil supplies coming online, and a more rational approach in the markets, with
prices backin% off next year. Our forecast for Fiscal 2007 is S549.20 a barrel for Alaska North Slope crude,

and 54095 a barrel for tiscal year 2008,

Our forecast for Fiscal 2009 and beyond is 525,50, our Spring 2005 long-term forecast. Yes, this is lowci
than today’s markets and certainly lower tnan many pundits predict. As you know, however, our approach
is to not frequently change our long-term price forecast. Caution is an appropriate response to volatile oil

markets.

Alaska North Slope crude oil production projections have been adjusted and arc projected to decrease 56
percent (to 865,000 barrels per day) in Fiscal 2006, and 2.6 percent (to 843000 barrels per day) in fiscal
year 2007. Alter, the decline of ANS production will slow to a ten-year average of 0.9 percent per year
due to smaller fields under development coming on-line and the start-up of production from the NI'R-A in

Fiscal 2011

The Fall 2005 Revenue Sources Book also provides you with our inaugural natural gas price forecast at
the Henry Hub location in Louisiana. December’s Henry' Hub natural gas prices average about S1350 per
million British Thermal Units [BTUJ. Natural gas prices arc extremely difficult to predict but, we know
they are at historical highs and we believe they will decline. For Fiscal 2006, we predict Henry Hub prices
will average $9.19 per million BTU, and S7.79 per million BTU for fiscal year 2007. We invite you to
read fully this new natural gas section in our biannual report.

|l invite questions on this report and wish you, the Legislature and all Alaskans a safe and happy holiday
season, a prosperous new year and a productive 2006.

Sincerely,

William A. Corbus
Commissioner

{MO?tH
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1.

Introduction

G eneral D iscussion

The purpose of the semi-annual Revenue Sources Hook is to provide the governor, legislature and
citizens of the state with a summary of our past collections of state revenue and a forecast of future
revenue. Revenues are categorized into four major components: oil and gas royalties and taxes,
income from sources other than oil including non-oil taxes and fees, federal dollars and investment

revenues.

Oil revenues continue to dominate the unrestricted revenue picture -and will continue to provide
85% of Unrestncted (iencral Purpose Revenue through I V 2(X)Xand 75% through FY 2011. llowevcr.
North Slope oil production has declined. In FY 2005 ANS output was 0.917 million barrels per day
compared to a peak 01'2.006 million barrels aday in FY 1988. While production declined by 54.3%

over that period, the market price ofoil almost tripled.

In 100fthe past 14 years, the state has relied on annual withdrawals from the Constitutional Budget
Reserve Fm d (CBRF)lo till the gap between unrestricted revenues and budget outlays. In the other
four years unrestricted revenues have been sullicien’' >pay for budgeted spending without a draw

on the CBRF.

Alaska’s total revenue picture also includes earnings from the Permanent Fund, federal revenue and
reserves in the CBRF. Also in this publication, the Department of Revenue examines natural gas in
a special section designed to provide the reader with background information on natural gas including
supply, demand, prices, and the relationship between natural gas prices and crude oil prices, We hope
that the information pun ided in this book provides greater insight not only into the sources ofrevenue
that support the state today, but also into future revenues from these and potential new revenue

sources on the horizon.

Please note that totals in the tables throughout this publication may not equal the sum ofcomponents

due to rounding.

i'oll Jtltl.i Rt'wnui’ Sniin ov Hook



Fa Il 2005 F orecast

This publication is organized into the following 10 sections:

—_

Introduction

2. Executive Summary

3. On the Horizon - Natural Gas
This section provides an overview of the supply, demand and transport issues related to
natural gas. It also includes the department’s first forecast of natural gas prices and an

analysis of the relationship between changes in crude oil and natural gas prices.

4. Oil Revenue
In FY 2005, oil and gas production tax. corporate income tax. property tax and royalty
revenues contributed S9% of the state's General Fund unrestricted revenue. Oil revenues

will continue to play a key role in Alaska’s future.

5. Other Revenue (except Federal & Investment)
Revenue from non-oil sources includes non-oil taxes, charges for services, fines and
forfeitures, licenses and permits, rents and royalties and other revenue sources.

6. Federal Revenue
Federal funding continues to be one of Alaska’s biggest sources of revenue.

7. Investment Revenue
Investment earnings come from the Alaska Permanent Fund, Constitutional Budget Reserve

Fund, General Fund and other stale investments.

X Slate endowment Funds
Alaska has six endowment funds.

9. Public Corporations and the UiowMsitv of Alaska
Seven public corporations and the University of Alaska are treated as separate component

units ofslate government for financial reporting purposes.

10. Appendices
The appendices provide 0 yearsof historical and 10 years of forecast data on oil revenue,

prices and production. Starting with this fall forecast, these numbers are provided in a
different format than in the past. For acomplete set of historical data, please visit our web

site: www.tax.stale.ak.us

Ai.vkn Ih*/uitttmni of Ifcvt. 'nuo-h» Division
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Executive Summary

dmsmn H

Executive
Ssumma ry

Total G overnmental R evenue

2-1. FY 2005 Total Revenue: S9.0 Billion

$10 -

<>
|

$8 - Investment  S? 8hillion

$7 -
8.
federal $19 billion Total Revenue
$00billion

$5 -
y ~ Oilier (except Federal A Investment) ~ $08hillion
$3 -
$2 -

Oil  $3 4 billion
$1 -

8/»
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2-2. Total Governmental Revenue by Major Component, FY 2005 and
Forecasted FY 2006-2007

S Million
History
FY 2006
oil revenue,
Unrestricted
Property Tax 425
Corporate Petroleum Tax 540
Production Tax 8632
Royalties (including Bonuses, Rents A Interest) 14198
Subtotal 28495
Restricted _
Royalties to Perm Fund and School Fund (includes Bonuses &Rents) 4865
Tax Settlements to CBRF 214
NPR-ARoyalties, Rentsand Bonuses 316
Subtotal 455
Subtotal Oil Revenue 33%0

(contmuod on noxt pripo)

Forecast
TYZ> FY 207
45 7
5A1 441
11300 8916
1785 13075
34209 27699
5899 4749
200 200
29 126
6129 5075
40308 32773



Executive Summary

2-2. Total Governmental Revenue by Major Component (continued from prior page)

$ Million
Histor Forecast
FY 2(1&5 FY206  FY 207
OTHER REVENUE (EXCEPT FEDERAL &INVESTMENT)

Unrestricted
Taxes _ 217 2062 2430
Charges for Services 179 181 181
Fines and Forfeitures 88 109 109
Licenses and Permils 7 416 04
Rents and Royalties a3 96 96
Other 171 127 127
Subtotal 35 1 L7
Restricted
Taxes &6 833 &6
Charges for Services 2333 2608 2620
Fines and Forfeitures 233 226 225
Licenses and Permits 29 3L7 35
Rents and Royalties 45 46 46
Other 41 1807 939
Subtotal 5147 %37 qp1
Subtotal Other Revenue (Except Federal &Investment) 8382 9218 8138
FEDERAL REVENUE
Restricted
Federal Receipts 19%63 27450 20M50
Subtotal Federal Revenue 19463 27450 27450
INVESTMENT REVENUE
Unrestricted
Investments 236 236 206
Interest Paid by Others 11 11 n
Subtotal 247 247 217
Restricted
Investments 133 124 136
Constitutional Budget Reserve! und 974 760 123
Oilier Treasury Managed Funds 27 210 219
Alaska Permanent Fund (GASB)' 26407 2430 24083
Subtotal 27136 234 25561
Subtotal Investment Revenue 2783 23771 25838
Grand lotal 89778 100837 94600

(1f IUrtli rcalt/cd mid iinri.Mli/cd pains and losses arc included per GASH 34 as interpreted by the Finance Division of die
IK'P'tthneni of Administration in its Comprehensive Annual Financial Report.

liill ,'tkl'i Ri'venui?Suurcas Book



2-3. FY 2005 Unrestricted and Restricted Revenue: $9.0 Billion

$7 t . '
Unrestrlpted ReS'[rI(_)tEd
$32 hillion $5.38 hillion
$6 -
$5 -
Investment  $2.8 billion
- Investment $0.0 hillion
A
$3 - Ollter (except Federal &Investment) $0.3 billion
$2 -
Federal $1.9 hillion
Sl A Other (except Federal & Investment) $0.5 hillion
Gl $2 9 hillion P '

Gl SO5 hillion

2-4. Unrestricted and Restricted Revenue by Major Source, FY 2005 and
Forecasted FY 2006-2007
$ Million

History Forecast
1Y70G5 FY2006 fYy 7007

Unrestricted"1

Oil Revenue 2.8495 3.4269 2,7699
Non-Qil Revenue 3235 358 1 3417
Investment Earnings 74 7 747 7T

Subtotal 3,197.7 3,809.7 3,139.3

Restricted

Oil Revenue 5455 012.9 507.5
Non-Qil Revenue 514 7 5G3.7 507 1
Investment Earnings 2.7730 23574 7.550 1
Federnl Revenue 1946 3 7,7450 7,7450

Subtotal 5,780.1 6,274.0 6.310.7
Grand Tota! 8,977.8 10,083.7 9.450.0

(11 Total unrestricted revenueas reported from Alaska State Accounting System (AKSAS) with adjustments lor certain
municipal sharing o f statewide taxes and additional spendmp restrictions

Alr.ku lh'tKiiimcut ol Revenue- hX pivomii



Executive Summary

Unrestricted G enera | Purpose Revenue

Unrestricted General Purpose Revenue is the amount generally used for budget planning purposes and is
designated in budget documents as General Fund revenue. The table on the next two pages sets out | V 2005

Unrestricted General Purpose Revenue and our forecast for FY 2006 and 2007.

The Department of Revenue forecasts Unrestricted General Purpose Revenue by first estimating General
Fund Unrestricted Revenue, which includes all unrestricted revenues in the Alaska State Accounting System
(AKSAS). as well as certain program receipts. Alter consulting with the Governor’s Office of Management
and Hudget and Legislative Finance, we adjust our forecast o f General Fund Unrestricted Revenue to derive
a forecast of total Unrestricted General Purpose Revenue. Reductions include: (1) revenue earmarked for
specific programs, (2) pass-through revenue for qualified regional aquaculture and dive fishery associations,
and (5) revenue shared with municipal governments and organizations (e.g.. fisheries taxes.)Additions include

transfers from the unclaimed property trust to the slate treasury.

all. Wh Kownuo source!. Book



2-5. Unrestricted Genera' Purpose Revenue, FY 2005 and Forecasted FY 2006-2007

S Million
History Forecast
FY2005 FY200G FY2007
Oil Revenue
Property Tix 425 425 36.7
Corporate Income Tax 524.0 525.1 444.1
Production Tax
Qil ft Gas Production 854.9 1,122.7 883.6
Qil ft Gas Hazardous Release 83 81 80
863.2 1,130.8 891.6
Royalties (including Bonuses ft Interest)
Mineral Bonuses ft Rents 174 16.1 235
Oil and Gas Royalties 1,4010 1,707.4 1,364 0
Interest 14 50 100
Subtotal Royalties 1,419.8 1.728.5 1,397 5
Total Oil Revenue 2.849.5 3.426.9 2,769.9
Other Revenue (extent Federal ft Investment)
Other Taxes
Sales and Use
Alcoholic Beverages 17.3 17.0 178
Cigarette 174 289 338
Other Tobacco Products 77 81 84
Insurance Premium 459 472 47.7
Electric and Telephone Cooperative 02 02 0?
Motor Fuel 394 394 40.1
Tire Fees 16 16 16
Vehicle Rental 5B 15 15
Subtotal 1370 1505 157.1
Corporate Income 618 850 615
fish
Fisheries Business 10/ 121 135
i ishery Resource landing 39 43 13
Subtutal 146 164 178
Olttor
Mmmg 103 104 92
Estate 15 05 00
Charitable Gaming n 24 li
Subtotal 143 133 116
Subtotal Other Taxes 22/7 2652 2480

(continued on next page)

/umAVJi tkiiiVImenl of liuvumif hi QOivi'Mn



2-5. Unrestricted General Purpose Revenue (continued from prior page)

S Million
History Forecast
rv 2005 FY2006 FY2007
Other Revenue (except Federal ft Investment), cont
Charges for Services
General Government 14.7 149 149
Natural Resources 14 14 14
Other 18 18 JL8
Subtotal Charges for Services 179 181 181
Fines and Forfeitures 88 109 109
Licenses and Permits
Motor Vehicle 399 388 396
Other ?8 21 21
Subtotal Licenses and Permits 4?7 416 424
Rents and Royalties
Land Leasing, Rental and Sales 77 79 79
Coals Royalties 13 14 14
Cabin Rentals 03 03 03
Subtotal Rents and Royalties 93 96 96
Cther
Miscellaneous 76 82 82
Unclaimed Property A 45 £5
Subtotal Other 171 127 127
Total Other Revenue (except ledoral ft Investment) 3?35 358 1 341,7
Investment Revenue
Investments 236 236 266
Interest Paid byOtlicts n U n
Total Investment Revenue 24 7 247 217
Total Unrestricted Revenue 31977 3.809 7 3,139 3

|.ill MIS Itowniv Stt/rces /look



Executive Summary res

Crude Oil Price F orecas:t

Oil revenue will provide at least 75% of forecasted Unrestricted General Purpose Revenue through
FY 2011. Two elements are critical to the oil revenue forecast: price and volume.

There is no price for Alaska crude oil on the New York Mercantile Exchange (NYMEX)1l or other
commodity exchanges. The spot price of Alaska North Slope (ANS) is calculated by subtracting a
market diffeiential from the price of West Texas Intermediate (WTI) quoted on the NYMEX. Four
different assessment services estimate that market differential and report a daily spot price for
ANS.

All of Alaska’s oil production isdelivered to refineries on the U.S. West Coast (including Alaska and
Hawaii). Consequently, Alaska’s royally and production tax revenue depends in large part on the
average market price of ANS entile oil at U.S. West Coast refining centers.

The table below contains crude oil prices for FY 2005 and the Department of Revenue’s forecast of
prices forthe 11-year period beginning with the current fiscal year FY 2006 and continuing through
FY 2016. The oil price forecast is based on a subjective assessment of market dynamics and trend
analysis by participants at a Department of Revenue price scenario meeting.

2-6. Nominal WTI. ANS West Coast and ANS Wellhead. FY 2005 and Forecasted FY 2006-2016

S per Barrel

Fiscal ANS ANS
Year whn West Const Wellhrmc
2005 *1710 1343 3876
2006 5965 5730 5156
2007 51 50 4920 4331
2008 4325 4095 3508
2000 2750 2550 1959
2010 2/50 2550 1953
201 2750 2550 1938
2012 2750 2550 1935
2013 2750 2550 1911
2014 2750 2550 1887
2015 2750 2550 1873
2016 2750 2550 1857

(L tlicNY.MIX luiute» nuiket oone toutcc lot - W Ilquote A daily W 11 spat quote utuld alsobe determined by areportingwrvice’s
daily 4\*<-vMticnt of the W1 | nput nuikcl
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The figure heknv shows: (1)the monthly West Coast ANS market price from January 1995 through October
2005, (2) the 60-month moving average West Coast market price for the same period and (3) the derived
NYMEX crude oil futures price of ANS from November 2005.

The figure below illustrates a number of issues with respect to oil prices including:

mthe volatility of momh-to-month crude oil prices monthly ANS West Coast prices during
this time period ranged from just under S10 per barrel to $63.50 per barrel

mthe average ofthe 60-month moving average is $24 per barrel and has increased dramatically
since 1999

¢ the derived futures market price of November 2005 shows a slight downward trend

We assume that over the long-term. ANS oil prices will average $25.50 per barrel in nominal terms. This
price assumption isunchanged from our fall 2004 forecasteven though ANS West Coast prices averaged
$33.03 per ban el from November 2000 to November 2005 We will continue to evaluate our price assumptions,
with our next forecast due in the spring of 2006.

11]Auofi liity lo thex»lg>ironcni‘»WKcfbfC C.it«in|tpfo»<«xal.lonr. nin crude ml pe<? projection* canonly 1v thanked everyluo year*if
jvke (twnjilini pjitMfuiu* a | o achangeovct ilic twoconwutivr tall In \au vouom

/ tO0AM5 WowM0 50x»*cr s Moo* 11



Crude Oil Production F orecas't

Alaska North Slope crude oil production peaked at 2.006 million bands per day in FY 1988 and has steadily
declined since. In FY 2005, ANS production averaged 0.917 million barrels per day. and we project FY 2006
production to decrease by 5.6% to 0.865 million barrels per day. FY 2006 ANS production has been affected
by more than normal unplanned maintenance.

This production forecast has been revised since our spt ing 2005 forecast. We anticipate Fiord. Fiord-Kuparuk,
Nanug and Naniig-Kuparuk will add almost 17,000 barrels per day in FY 2007. The National Petroleum
Reserve-Alaska (NPR-A) and Liberty will add 55,000 barrels per day by FY 2011. We are also forecasting
10.000 t0-10.000 barrels per day from additional known onshore and offshore fields starting in FY 2008.

More discussion of the fall 2005 oil production forecast can be found in Section 4. Oil Revenue. Also, a
detailed field-by-lield production forecast is included in the appendices section ofthis forecast.

We continue to present the ANS production forecast in three parts: (1) currently producing. (2) currently
under development and (3) currently being evaluated for development. We do this so that the reader will
have an understanding about the uncertainty a«* ociated with the production forecast. We continue to forecast
production of those reserves that have aKady been discovered and at minimum are being evaluated for
development. Overall, the decline ineiudc oil production average is about 1.2% per year betwec FY 2005

and FY 2016.

2-8. Alaska North Slope Production. FY 2005 and Forecasted FY 2006-2016
Million harrels/doy

f iscal Currently Under Under Total

Year Produnn/] Di'veionmorjj f vauw' inn ANS
2005 0917 091/
2006 0815 0051 0 865
m i 0724 0114 0005 0843
2008 0658 0138 0035 0832
2009 0 GO? 0146 0 086 0834
2010 0 555 0149 U 128 0 832
2011 0514 0145 0194 OB53
20)2 04/9 0136 0231 0845
2013 0 449 0)27 0 24? 0810
2014 0423 0121 0 244 0 789
2015 0 400 0118 0244 0 7G?
2016 0380 0114 0 306 0800

1 11 Some ut ihc nit tctevfixicd initic t iulct 1development ami t/ruler | valuation categoric* arc from new piojcvm m liddi
currently producing

ALrK/i DiiwHIHII rtf RWEIXIO 1% tTvi =M



2-9. ANS Production Forecast by Category, FY 1998-2005 and Forecasted FY 2006-2016 <>
Million barrels/day

O Producing iUnder Dovelopmont O Undor Evaluation
Historical Forecast
o? -
00 —*»mmi-—-1 1m -j Im - | o i "o i i -1 1—i
1998 7000 7002 2004 2000 200(1 2010 2012 70H 2016

(1lSome ofthe ml forccasled in (lie Under | c\elopnientand Under Evaluation categories are from new projects M tields currently

producing.

New Oil Development

As production from the Prudlioc Bay and Kupnnik fields continues to decline, some of the decline will be
offset by new oil development. Inour referencc-casc forecast, new oil isdefined as crude already discovered
and under evaluation or under development. By FY 2010. as the table below shows, one-third ofour projected

oil production will come from projects requiring’ significant new investment.

2-*?. New Oil as a Percentage of Total Qil
Million barrels per day

fiscal Total ANS Percent
Year NIW Gl Total New Qi
>006 0051 0865 5 9%
200? 0119 0843 14 1%
2008 0173 0832 20 9%
2009 0 23? 0834 27 8%
2010 0277 0832 33 3%
2011 0 339 0853 39 8%
201? 0 367 0845 43 4%
2013 0 369 0818 45 1%
2014 0366 0 789 46 4%
2015 0 362 0/62 47 5%
2016 (.420 0800 52 5%

| ie.wi h1"™Vikur Somcus /to



Economic Limit Factor

The average production tax rate on the North Slope has been falling as the result of the tax adjustment
known as the Economic Limit Factor (ELF)- The ELF is a factor that results in an effective tax rate that is
lower than the nominal tax rate on a producing lease or property based on the average rate ofproduction and
the average per-wcll productivity from that field.'1Since oil production rates and well productivity decline
over time as an oil field is being depleted, the average effective tax rate will fall as well. Further, the ELF
reduces the tax rate on smaller oil fieldssuch that most fields producing less than 20,000 barrels per day will pay

little or no production tax.

An ever smaller percentage of Alaska’s current and projected North Slope oil production will continue to
come from old, declining fields, while new production will come from small fields. Therefore, in general, the
average tax rate will continue to fall. The average effective oil production tax rate for North Slope production

in FY 1995 was 13.5%; we project it will average 7.5% for FY 2006.

I he bars in the figure above illustrate the actual weighted average ELF for North Slope oil production si
I\ 1995 and «ur projections of that weighted average through FY 2016. lhe increase in 2906 and 2<»»7
reflects the ef fect of the department's January' 17. 2005, decision to aggregate seven fields m the Pnidhoe
Hay | nit lor purposes of calculating the EI.F which is discussed more fully in Section -1 Oil Revenue.

Ilie FI 1 ofthe Prudlioc Hay Initial Participating Area (IPA) is also shown, as well as the average ILF lor
ill of the other North Slope Fields. The increase in the other fields average ELF in FY 2016 represents the

impact of the assumed startup of Point fhomson production.

111 2k nominal productiontul rale i* 1S, eurjil tlating afield* first Inc >car»nl pmdtictMi, wlicnil o I,

M DeiMwtH'nt liVnw fn



t&p. Executive Summary

Longer-Term Unrestricted R evenue

O ut I ook

Using ihc price and volume components developed for this fall 2005 forecast, the table below summarizes
the department’s forecast of total Unrestricted General Purpose Revenue through FY 2016,

2-12. Total Unrestricted General Purpose Revenue, FY 2005 and Forecasted FY 2006-2016

S Million
Unrest ictcd
Unrestricted Other (except Unrestricted Total
Fiscal Ol TOderat & Investment Investment Unrestricted Percent
Year Revenue Revenue) Revenue Revenue Ironi Qil
2005 28495 3235 247 3197 7 89%
2006 34264 3581 247 3.809 7 90%
2007 27699 A7 217 31393 88%
2008 21%38 3474 2717 25719 85%
2009 1.228 8 3503 2717 1,606 8 76%
2010 1.1980 3526 217 1.57B3 76%
2011 1.1436 3555 277 1.5268 75%
2012 1.0% 4 3594 2717 14834 74%
2013 1031 1 362 7 2717 1,4215 73%
2014 977 1 366 1 2717 1t/09 71%
2015 931 1 3702 27/ 13289 70%
2016 9792 3736 2717 1.3805 71%

r.iii.VOj AVuUfiw' .Sources /A 15



Executive Summary

Spending, F o

Constitutional

recasted

B udget

R evenue

R e s e

and the

The table below reflects the difference between the Department of Revenue’s forecast of Unrestricted
General Purpose Revenue and the annual General Fund budget, shown here as a flat >3,038.4 million going
forward for.".Il operating,capital, debt service and lease payments.

2*13. Difference Between Unrestricted General Purpose Revenue
and General Fund Spending

S Million

Fiscal
Year

2005
2006
200/
2008
2009
2010
201
2012
2013
2014
2015
2016

Total

Unrestricted
General Purpose
Revenue

31976
38097
31393
2,5/19
16068
15/03
15%8
14834
1415
1.3/09
13289
1305

General

Fund

Aomowi.inon

3046 1
3.0384
3.0384
30384
30384
3,038 4
30384
3.0384
30384
3.0384
3038 4
3.0384

Difference

1515
n 3
1009
(466 5) ¢

(1,431.6)

(1460.1)

(15116)

(1.566 0)

(1016 9)

(1.66/ 6)

(1./09 6)

(1657.9)

(M lie11°2U06-2016 budget ul SJ.UJH ¢! nullum o Mtnply .ireference point tt>rmuly*o Piopuvcd general appropriation
numbers arc trom (he <)Ificc ol the .iovcroor. Management ami Htklgcl.
(J» the 1V 2UUG6 appropriation include* SI 14 million in stare spending from die Public IducatuW fund tfui wc,i>

capitalised will. FY 2<HiS surpluv revenue A>aic'iilt. the f V
(.Y ThcCIIR f luv been lapped m (he pavt to cover protected vhnrtfallc tucha* thiv

protected diHcmicc 1" aeliully SI.1IKS.J million

/U isA.i tkn.vnth'iH cl Ktevenue h i DtVtvoti



Executive Summary

2-14. Revenue Shortfall Projection With Flat S3.038.4 Million General Fund Appropriation;
Shortfall Traditionally Covered by CBRF Draw «

S Billion
Revenue Shortfall
I j General Fund | | Traditionally Covered
35n by Draw from CBRF
FY 2006 FY 207
(1 Druu> limn ilic ( IIHF in 1 V 2HKol million, S1.431 Emillionin FY 2(H(/and SKV1.4 million in 1Y 20H) deplete the

CHKI by | cbruary 2010

| il 00! Rth'nm} somu”. [Uh



As approved by voters in 1990, all receipts from oil and gas tax and royalty settlements are deposited into the
Constitutional Budget Reserve Fund (CBRF). The state has deposited about S5.6 billion into the reserve
fund, generating about S1.7 billion in investment earnings. For 10 o fthe past 14 years, the state has elicd on
the CBRF to 1111 the difference between unrestricted revenue and the annual state budget. Through September
30.2005, approximately S5.1 billion had been withdrawn from the CBRF to balance the budget, leaving a

balance o f S2.2 billion.

The table below reflects the CBRF depletion matrix and the time period the fund could continue to make up
the difference between Unrestricted General Purpose Revenue and the General Fund budget at various oil
prices and budget levels. For example, assuming no change in the state’s fiscal system, and if we are correct
in our oil price forecast and if we assume a Hat total General Fund budget of S3,038.4 million per year, the

CBRF will be exhausted in February 2010.

/am —m " mE — —n — = 7

2-15. When Would the CBRF Bo Gone?'"

SBillton Fall 2005 Dates When the CBRF Goes to Zero
Annual Crude Qil Puce Assumes Ctucio Oil Puces Remain Unchanged Between FY 2007-2020
Stall' Budget Forecast* 1 $?5/hhl $35/bbl $45/bbl S55/bbl $65/bbl

$2 4 billion Feb-2013 Nov-2009 Mar-2015 [ec-2020 Dec-2020  Dec-2020
$2.0 billion Oct-2011 Feb-2009 Jul-2012 Dec-2020 Dec-2020 Dec-2020
$2.8 billion Nov-2010 Sr?p-2008 Oct-2010 Or.t-2017 Dec-2020  Doc-2020
$3 0 trillion Mar-2010 May-2008 Sop-2009 Mar-2014 Dec-2020 Dec 2020
$3.2 hillion Sup-2009 Fob-2008 10b-2009 J.tn-2012 Jan-2020  Dec-2020
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On the
Horizon —
Natura | Gas

This is the inaugural edition o four natural gas prcing forecast. As our Fall 2005 Revenue Sources
Book goes lo print, natural gas prices at the Henry | lub, a point on the nation's natural gas pipeline
system, reached $ 14.25 per million British Thermal | Jnits (BTU), a53% increase over this time last
year. In fact, prices for natural gas have reached all time highs since they began their rise in early
2000, pushed to these levels by several factors, including an increase in demand and a relatively
stagnant U.S. supply. As Federal Reserve Board Chairman Alan Greenspan warned in his 2003
address to the U.S. Committee on Energy and Commerce “ Today’stight natural gas markets have
been a long time in coming, and futures prices suggest that we are not apt to return to earlier
periods o frelative abundance and low prices anytime soon.” 11l

The Stale ofAlaska is embarking on the development o f its natural gas resources in negotiations
with private companies that will develop and transport natural gas to markets. To help the reader
he more informed about natural gas. this section is intended to highlight some o fthe key issues

surrounding natural gas supply, demand, regulation and pricing.

()vcr the past 25 years, worldwide consumption o fnatural gas has nearly doubled, increasing from
just over 50 trillion cubic feet (tcf) to about 96 lefper year. Natural gas consumption in the U.S.
accounts for about 23 tcfofthe worldwide total, and the U.S. Department o f Energy predicts that
the nation’s usage could reach 3 1tcfby 2025, a 35% increase over current consumption. This
upward trend in natural gas demand may be attributed to several factors, including a continued
emphasis on using cleaner burning fuels. Not to be overlooked, however, are the impacts that 60
years o fregulation had on the natural gas industry, and how the relatively recent liRing o f those
regulatory controls has directed natural gas development onto a new and different course
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A Brief History of N atura I Gas Regu lation

The natural gas industry has been subject to various levels of regulation since the 1930s. The Natural Gas
Act. passed by Congress in 1938 as a means to prevent possible abuses by what the government feared
could be amonopolistic industry, imposed regulations and restrictions on the price ofnatural gas to consumers.
Over time, these controls increased demand for natural gas, attracting consumers who were lured by the
artificially low prices. But the controls also had a negative effect on the supply side o fthe market— producers
selling at or below cost had no incentive to find or develop additional gas re ‘urces. Not surprisingly, this
supply/demand imbalance took its toll, resulting in natural g. sshortages th. nighout the country. By the
1970s, the natural gas supply shortage was so severe in non-gas producing states that many factories had
to close because they could not purchase sufficient gas supplies to run their facilities.

It was this supply crunch that led federal government officials to begin loosening the reins on the industry.
The Natural Gas Policy Act of 1978, among other things, instituted a scheme for the gradual lifting of
wellhead price controls, w ith complete deregulation o f wellhead prices for new gas production by 1985.
I bis act, and further regulatory reforms passed in the late 1980s and the 1990s, resulted in a strengthening
ofthe natural gas market, which in turn led to increased efficiency and technological improvements for
developing and delivering gas resources. The 1990s saw significant improvement in the stabilization o fthe
U.S. natural gas marker, and with it, a substantial increase in natural gas usage, particularly in the industrial

sector ofthe economy.

High N atura | Gas Prices of the 2000s —

A nother Supp ly Crunch?

for close to 20 years following the initial steps towards deregulation, natural gas prices stayed within a
fairly steady price range ofS2-S4 per million BTU In 2000. however, gas prices began their initial climb,
appioaching$9 per million BTU late in the year. Although there was some reprieve from the high prices in
2002, natural gas prices resumed ihcir upward surge, exceeding $ 14 per million B i t in the fall o {2005,
leav ing price-shocked consumers to wonder whether the world is running out ofgas.

Ily most accounts, the world is not running out ofgas, although the circumstances surrounding today’s high
prices can be attributed to a supply crunch ofsorts. The U.S. Department oflinorgy estimates that proven
reservesofnatural gas worldwide total around 6,000 tcf. At today’s level o fconsumption, these reserves
would be enough to last over 60 years. But proven reserves are only part ofthe gas reserve picture. The
1 JS Geological Survey (USGS) provides estimates o fundiscoveredgun resources--which include those
for which there isa likelihood ofbeing discovered based on geology and field experience, and those which

ate currently known, but not proven.
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On the Horizon -Natura | Gas

According to the most recent USGS estimate, an additional 4,300 tcfofnatural gas fall into the undiscovered
resents categories, bringing the total ofproven atid undiscovered reserves to 10,300 tcf. As can be seen
from the graph below, the vast majority o f the proven and undiscovered natural gas resources arc located
in the former Soviet Union and the Middle East.

3-1. World Natural Gas Resources by Region
Trillion Cubic Feet
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On anational level, Alaska’s natural gas resources arc significant and total about 35 tcf. When compared
with the U.S. proven gas reserves of 189 tcf, Alaska’s gas represents about 18% of the country's natural
gas ivscives. 'Hie undiscovered gas resource potential in A laska is considerably higher, with reserve estimates
of2 13 tcf, when unconventional and offshore resources are included.™
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3-2. Northern Alaska’s Undiscovered Natural Gas Resource Potential

TCF
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M oving Natural Gas to M arkets

So ifthe demand for natural gas is strong, and there are ample supplies to balance that demand, why is
natural gas still soexponsivc? Geography can partially explain this phenomenon. Many ofthe world’s big
gas fields are located in remote areas, away from market centers, in the same way that Alaska’s gas sits
thousands of miles away from lower 48 markets. Some gas fields, although not remotely located, are
separated from the big consuming countries by oceans or by politically or geographically unstable regions.
Hie simple task o ftransporting these reserves to markets often involves substantial linancial commitments
on the part o fdevelopers in addition to the expected engineering, permitting and construction obstacles.

There are currently two primary methods o ftransporting gas to marketl The most predominant means of
gas transportation is through natural gas pipelines. At present, about 95% o f the gas the world consumes
is delivered via pipeline The other primary method o ftransporting gas is by sea through the use o f large
specially-designed tankers. Natural gas delivery by tanker involves liquefying the gas prior to tanker loading,
and regasifying it upon arrival. Depending on the distance the gas must travel, and the topography between
the source and the market, transporting natural gas via pipeline is generally the less expensive ofthe two

methods.
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Nearly all the natural gas that enters the U.S. market, whether domestically produced or imported, eventually
finds its way into the country’s underground natural gas pipeline network. This network consists ofover a
million miles oftransmission and distribution pipelines that carry gas to manulacturcrs, businesses and
residences. Some thirty natural gas market centers, called “ hubs,” are part ofthe vast pipeline system,
located at major pipeline intersections throughout the U.S. and Canada. In addition to linking gas to smaller
distribution pipelines, these hubs serve asregional pricing centers. The Henry Hub in Louisiana isone ofthe
most widely known natural gas hubs, in part because it is the hub for which futures contracts for gas are
traded on the New York Mercantile Exchange (NYMEX). The Chicago Hub serves Midwest markets
and is linked with three pipelines that transport gas from the Henry Hub. For this reason, spot prices at the

Chicago Hub arc often compared with prices at the | lenry Hub.

The country’ s natural gas hubs and transportation corridors arc shown in the graph below'.

3*3. U.S. Natural Gas Hubs and Transportation Corridors
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D emand for A laska's N atural G a s

The cost to build a natural gas pipeline to bring Alaska’s gas reserves to market is expected to be $20
billion and the project would take a number ofyears to complete from the day an agreement is reached.
Under this scenario, Alaska gas would not reach markets until alter 2012. An important consideration for
any project ofthis magnitude is whether sufficient demand will exist upon the project’scompletion.

In its most recent forecast, the U.S. Department of Energy predicts that natural gas consumption in the
U.S. alone will increase at an average annual rate o f 1.3% reaching about 3 1tcfby 2025. Outside ofthe
U.S., emerging economies in China. India and Brazil an: expectedto drive worldwide consumption increases,
with consumption in 2025 projected to be 156 tcf— 60% more than the current worldwide consumption

of% tcf.

With prices at all time highs and demand on the rise, it is likely that Alaska gas will have to compete with
gas from other projects currently underdevelopment around the world. The Federal Energy Regulatory
Commission has recently granted approval for the construction ofadditional U.S. terminals to receive
Liquefied Natural Gas(LNCi) from countries that want to supply our markets. Although ENG currently
accounts foronly 1% ofthe U.S. natural gas supply at 0.5 tcfperyear. imports of ENG arc expected to
riseto 6.4 tcfin 2025— a 12-fold increase. An influx of ENG on the U.S. markets could quickly drive
down prices, making Alaska’s project less attractive than it is al today's gas prices.

Other factors that could influence the price ofgas include the price ofaltemate fuels. Coal is generally
cheaper than natural gas on an cnergy-eqim alcnt basis, and given the country's substantial coal reserves,
it is conceivable that mere could be renewed interest in building electncity generating plants that use coal
instead ofgas. Fuel oils are also directly in competition for the gas market, as power generating plants are
ofien equipped with "dual-fired” systems that can run on either natural gas or liquid fuel oils. During
periods of high natural gas prices, these consumers may substitute lowei priced fuel oils for their energy
needs. Industry observers note that there appears to be a correlation between natural gas prices and oil
prices, due in part to the fuel switching capabilities o f these users.

Some industries, suchaspetrix’hemical manufacturers.ate particularly vulnerable to high gas prices because
oftheir reliance on natural gas for feedstock as well as for energy generation. In fact, the petrochemical
industry’ in the U.S. has been shrinking for years due to competition from foreign producers. Additional
contractions in the petrochemical sector combined with the substitution o fcoal or other fuels for power

generation could severe*  npact natural gas demand and drive down prices.

This fall, the Department of Revenue prepared its lirst natural gas price forecast. Mascd on areview of
historical prices, market trends and other published forecasts, the I lenry Ilub anil Chicago City Gate
natural gas price forecast shown below was a prruluct o fa formal price scenario meeting held this past

October.
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3-4. Natural Gas'Price Forecast FY 2005, Forecasted FY 2006-2008 and Long Term
Nominal Dollars per Million BTU

fiscal Year Henry Hub Chicago Gate* Differential
2005 6 8 $6.16 (0 02)
2006 $9.19 $9.12 0.0/
2007 $7 79 $7 76 (0.03)
2008 S6.79 $6./6 (0.03)
Long-Term Forecast $6 28 $6.25 (0.03)

Natural gas prices remained within a fairly steady price range 0 fS1.60 to $2.60 per million BTU until FY
2001, when prices more than doubled, reaching S5.47 per million BTU. The uncharacteristically volatile
trend that evolved since that time has made natural gas prices extremely difficult to predict. Our forecast
anticipates that natural gas prices will continue to exhibit some volatility in the short-term, but that they will
level of Tover time as additional supplies become available. The graph below presents these three di ffcrent
scenarios for future natural gas prices.

3-5. Fall 2005 Official, Low and High Natural Gas Price Forecast
Nominal Dollars per Mil‘;on BTU

1995 1997 1999 2001 2003 2005 2007 7009 2011 2013 2015

|ili ;W*>Revenue Sumirs Rook



On the Horizon -Natura | Gas

Is There A Re lationship B etw een Crude Oil

and N atural G a s Prices?

3-6. Monthly Nominal ANS Crude Oil and Henry Hub Natural Gas Prices

JWSQI -/MSTrend IlenryHjbG as HenryHjb Trend
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Since nrtural gas cannot easily be shipped except via pipeline, natural gas prices are set in the North
American market, while oil prices ire set on the world markets. Natural gas and oil can be substituted for
one another, given enough time and money to replace equipment. Unsurprisingly, then, there isa relationship
between natural gas prices and oil prices. Changes in oil prices usually precede similar changes in natural
gas prices, and seem to drive the natural gas prices, as the graph above shows. Thedifficulty lies in
determining the underlying causes for this pattern, and the extent to winch oil prices might be used to

predict natural gas prices.

Figure 3-6 shows ANS Crude and Ilenry Ilub natural gas prices, and their trend lines. Before 2000, a
combination o fregulation, adequate supply and moderate demand kept North American gas prices low.
Natural gas prices trended slowly upwards during that period, as environmental regulations caused an
increase in demand. Environmental regulations and low prices both worked to encourage more useo f
clean-buming natural gas rather than oil or coal. Incontrast, world oil prices wetv trending slightly downward

during this period.

As the figure shows, natural gas prices and oil prices began to trend upwards around 1999-2000. | he
rising gas prices followed Federal Energy Regulatory Comr ission Order 637 in early 2000 which
substantially deregulated the gas industry. The up-irend in natural gas prices was enabled by the regulation
change, but was caused by the combination o ffew new supplies, a result o fyears o flow prices relative to
oil and by the increasing demand, mentioned above. The rapidly increasing oil prices during that period
also seem to have exerted an upward pressure on natural gas prices. The volatility ofnatural gas prices

have also increased significantly during this period.
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Oil Revenue

Ol |
Revenue

4-1. FY 2005 Oil Revenue: 53.4 Billion

$10
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4-2. Total Oil Revenue, FY 2005 and Forecasted FY 2006-2007

S Million
History Forecast
FY2005 FY 2006  FY 2007
Unrestricted
Property Tax 42.5 425 36.7
Corporate Income Tax 524.0 525.1 4441
Production Tax 8632 1.1308 891.6
Royalties (including Bonuses & Interest) 1,419.8 1,7285 1,397 5
Total Unrestricted Oil Revenue 2.849.5 3,426.9 2,769.9
$ilnngc (row pnoi pound 700 1 577 4 (657 1)
1. cit<inilo ' om piior period 3B 1% 20 3% (10 2%)
Restricted
Royalties to Permanent Fund & School fund 466.5 589.9 474.9
Tax Settlements to CBRF 274 200 200
NPR-A Royalties, Rents and Bonuses 316 79 126
Total Unrestricted Oil Revenue 5455 6129 507.5
Sm.JfV)o (mm pm* [iii«id 1723 674 1105 4)
Xriiiiu| *dom jv-i (nrtiid 46 2% 123% @ A(
Total Oil Revenue 3.3950 4.0398 3,277.3
f mvsj' Tiji pr<* pfWWH %3 2 644 H (762 5)
*=< tiffin 9V 190X 118 9%)
G eneral Discussion

The slate receives oil and gas revenue from four sources: oil and gas production tax. property tax, royalties
and corporate income tax. The hulk ofthe revenue goes into the (icnciul Fund for general purpose spending.
O f the royalties, 25% goes into the principal of the Alaska Permanent Fund and 0.5% goes into the Public
School Trust Fund. There also are two other funds that receive specific oil and gas revenues: the National
Petroleum Rcserve-Alaska (NPK-A) Fund.which receives the state's share of all lease bonuses; and
the Constitutional Budget Reserve Fund (CBRF), that receives settlements of tax and royalty disputes

between the stale and oil and gas producers.

The figure on the next page shows the actual amount o feach tax and royalty source in FY 2005. As can be
seen from the figure, royalties and the production tax constitute the largest part (»7.2% o frestricted and
unrestricted oil revenue combined. | his section begins with adiscussion ofthese two revenue sources, both
ofwhich are driven by price and volume. We t.ien review the price forecasting methodology that underlies
this biannual report, as well as explore how market prices determine wellhead value. We also review our
production forecast, and close this section with a discussion of oil and gas property taxes, oil and gas

corporate income taxes and the restricted portions ofoil revenue.
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4-3. FY 2005 Oil Revenue by Category: $3,395 Million

Unrestricted

Oil R evenue

4-4, Unrestricted Oil Revenue Forecasted, FY 2006-2016

S Million
2000  ?o0;
Property Tax 425 367
Corporate Incon.o Tax 5251 444.1
Proouction Tax 1.1308 B91 6
Royalties (1) Mo 17975

Tatil Ol Revenue 34269 27699
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Oil Revenue

Crude Oil and Natural Gas Production Taxes

All oil and gas production in Alaska — except the federal and state royalty share — is subject to the state’s
production taxes. The taxes consist of the oil and gas production tax and a hazardous release surcharge
levied only on crude oil. All of these taxes are collected on a monthly basis.

Crude Oil Production Tax

The tax rate for oil depends on the age of the Held and the Economic Limit Factor (ELF). The ELF depends
on total daily oil production and average daily per well production from each producing field.

The statutory production tax rate on oil is 12.25% of its value at the point of production for the first five years
of field production and 15% thereafter. There is a minimum tax of SOcents per taxable barrel.

The effective tax rate is calculated by multiplying the statutory tax rate, even if it is the minimum 80 cents per
barrel, times the ELF. The ELF formula for oil production is:

[7 ifioooo \ Al 533331

L' wdure- J
LLf T 1 (300 xwells) "j
L volume J

AMk*isiltenuiritxi ot prdtHing wells mthe Mil “volume is tho total daily production for the field

The EI-F formula results in lower effective tax rates for smaller, low-production fields and higher tax rates
for larger, highly productive fields. There isaunique ELF for every combination oftotal daily field production

and average daily per well producion.

An examination of this formula reveals that the ELI is veiy sensitive to the total volume. Under the law, if
there is economic interdependence between fields, the department has the discretion to aggregate those
fields for purposes of the ELF calculation. That is, the volumes from more than one field end up in asingle
El I calculation. That calculation will produce an ELE (and tax) lor all the combined fields that is higher than
it the EI.F were calculated separately for each field (provided there is no extraordinary discrepancy in the

per well productivity rates.)

| he department recently aggregated seven fields in the Prudlioc Hay Unit. | he Decision to aggregate focused
on, among other things, the increasing interdependence found in the engineering and operation ofthe fields.
As of March 2005, Prudlioc Hay taxpayers had appealed the decision.

I he taxable value of oil is determined by deducting allowable marine and pipeline transportation costs from
the destination value of the oil at its disposition point. This point is defined as cither a third-party sale or
delivery to the producer's own refinery. The destination value for most dispositions is tied by tegulation to the

West Coast spot price of ANS crude oil.
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N atural Gas Production Tax

The statutory production tax rate on natural gas is 10% of its value at the point of production, regardless of
IIf* age of the field. There isa minimum tax 0f6.4 cents per thousand cubic feet.

To calculate the effective tax rate, multiply the statutory tax rate, even if it is the minimum 6.4 cents per
thousand cubic feet, by the liLF. The KLF formula for natural gas production is:

ELF = 1- (3,000/PPW)
PPW= average gas production per well per day fromthe Held nthousand cubic feet

If the average daily per well gas production froma field is less than 3,000 cubic feet, the EL F is zeroand
no gas pioducnon taxes are assessed,

The taxable value ofnatural gas dependson the location ofits disposition and itsuse. For Cook Inlet production,
the value for gas sent to Japan as TNG is based on the sales price in Japan less marine, processing and
pipeline coris: the value for sales to the Nikiski fertilizer plant is indexed to the current market price of
anhydrous ammonia: the value for sales for local use is based on the average sales price for the contracts in

effect each month.
Hazardous Release Surcharge

This tax was enacted follow ing the 1989 grounding o fthe Hxxon Valdez to provide an emergency fund to deal
with hazardous substance spills.

The surcharge is comprised of two components: (1) a 3 cents per barrel charge on all oil production, except
federal and state royalty barrels, and (2) an additional 2 cents per barrel charge on all oil production except
federal and state royalty barrels whenever the balance in the state Oil and Hazardous Substance Release
Prevention and Response Fund falls below $50 mil'"" m. The balance o fthe fund was $50 million or greater for
all of FY 2005, so the surcharge was 3 cents pi  urrel for the entire fiscal year.
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O il R oyalties

Almost all Alaska oil ami gas production occurs on state lands leased for exploration and development. As
the land owner, the state earns revenue from leasing as: () upfront bonuses, (2) annual rent charges and (3)
aretained royalty interest in oil and gas production.

Generally, the slate issue ; leases based on a competitive bonus bid system. It has always retained a royalty
interest o fat least 12.5%. The vast majority ofcurrent production is from leases that carry that rate. Some
currently producing leases carry rates as high as 20%, and some leases also have a net profit-share production

agreement,

State oil and gas leases provide that the state may lake its oil royalty in barrels (in-kind) or as a percentage
of the production value (in-value). In 2004, the state took approximately 63,600 barrels per day ofNorth
Slope production in-kind and sold it to the Williams Alaska Petroleum Company and its successor, I'liut Hills
Resources, for their refinery in North Pole. The stale’s royalty share of Alaska North Slope production

amounts to about 125,0( 0 barrels per day.

The royalty oil taken in-value is valued according to a formula using a market basket o fspot etude oil prices
closely approximating the ANS West Coast spot price of oil less a transportation allowance back to the

lease.

Oil Production Forocast.ing Methoclo lociv and Assum ptions

I'he forecasted value of the state’s anticipated oil production is based on projections of the destination
market price o foiland the cost o fshipping oil by pipeline and tanker to market. The forecast is the product
ofaformal oil price session that includes state economists and financial professionals Irom the Department
ofRevenue. Department of Natural Resources, DepartmentofLnbor, the Governor's Office of Management

and Budget and the University of Alaska.

To develop a production volume forecast, the Department of Revenue uses an engineering consultant in
conjunction with assistance from the Alaska Department of Natural Resources and the Ala fa Oil and Cias
Conservation Commission. This production vul me forecast is developed from estimates ol oil and gas

production by field.
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Oil P rice Forecast

QOil prices have continued to clinth since our last forecast and 2005 witnessed volatility in crude oil prices not
seen since the Persian Gulf War in 1990.'LLThe price of ANS crude at west coast markets remained above
S60 per barrel for eight consecutive weeks starting in August 2005. Worldwide demand, although not increasing
at the rapid pace experienced in 2004, has nonetheless grown, utilizing most production capacity. In fact, the
lack o fspare capacity isone ofthe reasons prices have been volatile and also the reason many believe future
prices could rise. Record high oil prices and concerns about Middle Hast supplies have softened demand
growth slightly, blit global oil demand in 2005 is still expected to see a net increase o f 1.5% over 2004 levels.

A Brief Review of Petroleum-Related Events

min August and September 2005, hurricanes Katrina and Rita caused widespread destruction in the gulf
slates and disrupted production and refineries in the Gulfof Mexico. Crude prices soared to their highest
level (in nominal terms) in U.S. history. [lumcane-afTccted regions experienced shortages o frefined products,
most notably gasoline, and many gas stations were unable to secure ample fuel supplies.

* In response to the petroleum shortages brought on by the hurricanes, the International I'ncrgy Agency
(IMA)announced its intention to release up to 60 million barrels o foil, gasoline and refined products from the
reserves o fits 26 member nations. This was the first time in fifteen years that the HiA has taken such action,

mAccording to the IMA worldwide oil consumption isexpected to grow about 1.26 million barrels per day in
2005, an increase of 1.5% over the prior year. China's demand growth should slow to 3.J'1>in 2005, following
the country’s unprecedented demand growth of 15.4% in 2004. Demand growth projections for other areas
of the world have been moderate in 2005, with the exception of the Middle Hast, where oil demand is

expected to be 5% higher than it was in 2004,

mihe [HA estimates that crude oil production from countries thatare not members o fthe Organization of the
Petroleum Hxporting Countries (OPM.C) in 2005 will decrease slightly from 2004 levels, due in part to the
storms that hampered production in the G ulfof Mexico, and to both scheduled maintenance and unscheduled

work stoppages in the United Kingdom and Norway.

mOPMC crude nil production quotas (excluding Iraq) were raised from 27.5 million barrels per day in March
2005 to 28 million barrels perday in July 2005, anil world oil prices continued to rise, .a a September 2005
meeting. OPMC members agreed to make its spare capacity available to markets for the three months of
October. November and December 2005.

(1) Vo.cay .menu*Mltiy Unst.md.vd dmitton. »x*maytormorily umil miwsurc otink itth<?mvi‘'yn*'ni world liweflSimjdigwMontncmiiOi.
ttMoi'AltoiixKirjrmiymovotofttuv fromilwtmivin liu-FY 1990ilispervon w.isif) fI?|»i turn ! to FY 700!), llwiilcpmimisS/ 6/|Xf barret
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Short*Term Crude O il Price Forecast

In nominal dollars, oil prices reached their highest levels ever in August 2005. The spike in oil prices coincided
with a sharp increase in the price o fgasoline, with gasoline prices exceeding S3.00 pergallon for the first time
in U.S. history. Looking ahead 30 months, continued high prices, especially at the gas pump, could have a
dampening effect on demand, as consumers seek ways to reduce their petroleum consumption. Because of
price volatility, and o help the reader understand the events that could lead to higl cror lowercrude oil prices
(and consequently more or less revenue for the State of Alaska), we have assemt. H two oil price scenarios;
a low-price scenario with events that would put downward pressure on prices and a high-price scenario that
assumes little change from the current high price environment. The components o feach scenario arc included

in the following table.

4-5, Fall 2005 Oil Price Scenarios

Low-Price Factors

* China's internal economic growth slows as docs its export growth and energy consumption.

mU.S. and emerging Asia nations' economies slow more than anticipated in response to higher oil prices.

mOPFC is able to increase production capacity more rapidly than anticipated and it decides to increase
production.

* The political unrest in Iraq diminishes and crude oi* production and exports increase.

minvestments in the Former Soviet Union, Alnca and Canada add to worldwide crude oil production capacity.

* There is a wanner than normal winter.

mOil and gas production in the U.S. Gulf returns to its pre-hurricane levels earlier than anticipated.

* There is a change in the perception of the oil markcts-thc new perception is that there is adequate spare
crude oil production capacity and refining capacity.

Hinh-Price Factors

* The political unrest in the Middle East continues and periodically results in disruptions in production

and shipments of oil to global markets.

« Economic growtli in China and other em ing economics continues at a robust pace.

« Crude on production increases by OPF.C a.0 non-OPFC suppliers are not able lo keep pace with continued
robust consumption growth.

mOil and gas production in the U S. Gulf is not able to return lo its pre-hurricane levels.

* |here is a continued perception of a lack of spare crude oil production capacity and refining capacity.

Alaska Di'ivitmetu ul Ramiutt lux Utmioii



Global Oil Markets and Events that Contributed
to 2005's Oil Price Surge

The countries belonging to the Organization o fPetroleum Exporting Countries (OPEC) remain an important
source ofpetroleum for the U.S. and for other countries around the world. A briefreview o fthe last 15
years 0fU.S. oil import history', however, indicates that non-OPEC imports have been outpacing OPEC
imports since 2002. In 2004, oil from OPEC nations accounted for47% ofU.S. imports—a 13% decline
from 1991 levels ofclose to 60%. The following graph illustrates the U.S. oil import changes since 1991.

4-6. U.S. Oil Imports, OPEC and Non-OPEC: 1991-2005

1901 192 1993 13>l 1906 1905 1902 1996 1999 2000 2001 7uo2 2003 2001 2005

(1) By InlamniitionAchvirisinary (@112 Iauffli Ly 2006

Recent estimates published by the International Energy Agency show that world oil supply increased from
K3.1 million barrels perday (mb/d) in 2004 to X4.3 mb/d in the third quarterof2005.a 1.4% increase. World
oil demand estimates remained relatively steady, going from S2.1 mb/d in 2004 to S2.4 in the third quarterof
2005, an increase 0f0.3%. Vet, over this same time period, oil prices in the U.S. rose 52%, from S41.43 to
$63.05 (monthly WTI prices). In part, the perception that there was a lack of spare crude oil production
capacity coupled with a lack ofspare refining capacity helped push prices higher.

Also during the third quarter of 2005, hurricanes Katrina and Rita ripped through the major oil refining
regions in the (JulfofMexico, shutting down all or part o foperations in 20 refineries. AsofOctober, 20% of
the U.S. refining capacity was online or in the process of restarting operations after sustaining damage
caused by the two hurricanes. These outages had an immediate and severe impact on the availability of
refined products particularly gasoline and combined with the supply anxiety factor, were a major contributor
to the already soaring price o foil.

| .ill 300> Revonua Sowcos Hook 3



OPEC contends that its production increases 0f4.6% since 2004 did little to halt the rise in the price o foil.
In a speech delivered by OPEC's acting Secretary General this fall, the cartel suggested that much of the
blame for high prices could be attributed to the lack ofinvestment in downstream activities in the U.S. and
inother countries. The organization called upon the major oil consuming countries to encourage investment
in refinery facilities in order to alleviate the “bottlenecks” that have prevented finished oil products from

reaching consumers.

Other materials published by OPEC indicate the organization's intentions to increase production capacity.
Assuming Iraq's production remains at 2 million barrels per day, the C tel anticipates its crude capacity to
increase to 33.9 million barrels perday by the end 0 £2006, a 1million barrels per day increase overyear-end
2005 levels. With over 100 new projects coming on line, OPEC expects production to reach at least 38
nvl'  arrels per day by 2010, fulfilling what it terms its commitment to expand capacity to meet the

jS of the market. The World Energy Outlook 2005 (the long run outlook published by the IEA in
November 2005) has OPEC production at 36.9 million barrels per day in 2010-similar to what OPEC

forecasts.
Current ANS Oil Market Situation

Alaska North Slope crude prices remained high through FY 2005 and surged even higher in FY 2006,
reaching S67 perbarrel in late August 2005. The average ANS spot price from March 2005 through October
2005 was S55.44 per barrel, compared with $41.50 per barrel from June 2004 through February 2005. The
price of benchmark West Texas Intermediate averaged S58.12 per barrel from March through October
2005, implying an average discount for ANS 0f$2.68 perbarrel. The last yearand a halfhas seen the WTI-
ANS differential vary from about SI per barrel in June 2004 to about $6.50 per barrel in December 2004,
The WTI-ANS differential averaged about S4 per barrel in FY 2005 and has gradually decreased to about

$2 per barrel thus far ill FY 2006.

ANS prices track the OPEC price basket of internationally traded crude oils and tend to be priced higher
than the basket. The OPEC basket is the benchmark that OPEC uses to gauge prices for the organization,
Since January 2000. the average ANS price has been $1.00 per barrel higher than the average OPEC
basket price. ANS typically sells indirect competition with other waterborne crude oils from Latin America,
Asia and the Middle East for delivery to U.S. West Coast refiners in Washington, California and I lawaii.

Prices Over the Longer Torrn

Average nominal monthly prices for ANS hit an all-time low0['$9.39 perbarrel in December 1998. Between
1999 and 2003, the annual price of ANS varied between $21.78 and S28.15 per barrel. By July 2004,
however. ANS monthly prices topped $40 a barrel, ushering in the upward trend that continues to date.
Some analysts have suggested that the high prices are a signal that we have entered a new era with regard
to the cost o f energy. Recent prices seem to attest to this theory: on August 5. 2005. the ANS spot price
reached yet anothermilestone  breaking into the $60 perbarrel price range and then proceeded to remain
above $60 perbarrel lor eight consecutive weeks. Since the beginning ofOctober. ANS prices have averaged

about $58 per barrel.
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Revenue

Strong growth in worldwide demand for petroleum products, driven by growth in China and otheremerging
economies, is generally cited as a reason for the high prices that have continued to date. The hurricanes in
August and September exacerbated an already high-priced market, disrupting supply and causing product
shortages in the storm-affected areas ofthe country. Other factors, such as political insecurity and changing
economic environments (most notably, Iraq, the Middle East, Nigeria, and Venezuela) contributed to oil price
volatility. Such uncertainties cloud the path o f future ANS prices.

Last fall, we increased our forecast o f ANS oil prices over the long term from S22 to $25.50 per barrel. We
did not change our long-term forecast this fall m but instead changed the date when the long-run price of
§25.50 perbarrel begins from FY 2008 to FY 2009. As usual, we expect some volatility in oil prices in the
coming years, but anticipate a market correction in the long run.

Fornow, we assume global economic growth will remain strong and that oil will continue to be a competitive
energy resource. We also believe that the high price environment will encourage OPEC and non-OPEC oil-
producing countries to continue to explore ways to increase production from existing facilities and to seek out

new production opportunities.

4-7. Fall 2005 Official, Low and High ANS Price Scenarios
$ per Barrel
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(1) Thu Dofwrmont of Revenue pfotocol ielti.il loot) lunuudeoil price forecasts canonly Ixi changed every two years il|xtel(xccflstingpaMiclpants
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Oil Revenue!

O th er Transportation and Produwuction C o sts
Transportation Costs

The mandated replacement ofvessels without double hulls with new, more expensive double-hulled vessels,
and the continued use of smaller qualified vessels to replace larger vessels retired by compliance with the
Federal Pollution Actof 1990 is likely to increase transportation costs in the future.

Trans'Alaska Pipeline System (TAPS) Tariffs

The TAPS tariff isdetermined according to the TAPS Settlement Methodology, a rate-making method approved
by the Federal Fncrgy Regulatory Commission that allows the TAPS owners to recover their costs, including
an allowance for profit. Under the agreement, future tariffs will be determined by operating cost trends, the
production rate and inflation. Preliminary negotiations between the state and pipeline owners have already
started to revisit the TAPS Settlement Method, which is scheduled to expire December 31, 2011.

TAPS tariffs are filed on a calendar year basis, with new tariffs taking effect January leach year. The tariff
filing for calendar year 2005 is S3.71 per barrel. The fall 2005 forecast assumptions below show projected
tariffs for fiscal year 2006-2016.

Feeder Pipeline and Other Adjustments

Additional transportation costs are also incurred to move the various crude oils that comprise ANS from
North Slope production fields to Pump Station No. | ofthe Trans-Alaska Pipeline System. These include both
feeder pipeline charges and other cost adjustments to account for the different qualities of oil entering the
North Slope pipelines as well as markcl-loeation differentials for in-state sales. (See table below.)

We llhead Price

The combination of ANS wellhead valiu rind production volume by field form the basis for both state production
taxes and royalties. The wellhead value by field is calculated by subtracting the relevant marine transportation
and pipeline tariff costs (as well as adjustments for North Slope feeder pipelines and pipeline quality bank)
from the appropriate destination value. The table below reflects this calculation for FY 2006-2016.

4-8. Fall 2005 Forecast Assumptions, FY 200G-201G
S per Barrel

hi
200G 7007 2008 7009 2010 2011 201? 2013 2014 201f 2010
ANS West Const price 57.30 49.20 4095 2550 2550 2550 2550 2550 2550 2550 2550
ANS Marine Transportation 178 183 1838 193 198 203 208 213 218 223 220
TAPS Tariff 3.66 375 3G4 359 356 358 351 366 383 389 399

Olher Deductions and Adjustments 035 035040 04 o04/ 055 061 061 06/ 069 0/0

ANS Wellhead 5152 4327 3503 1954 1949 1934 1930 19.07 188? 1869 1053

(1) 'Y 2006 includes re|xxted Information iluotnjh SoinomDer 2005.
(2) Includes Ctliof adjustments such as quality bonk ctinrgcs, location dillorenlial'. and comjinny amended Information
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Oil Revenue

Crude Oil Production

For the fall 2005 forecast review we continue to make adjustments to our production expectations from the
Nortli Slope. In the near term, we have incorporated revised reservoir performance analysis on declining
fields, reviewed the uncertainty associated with the pace and scope of developing satellite fields and re-
evaluated unplanned downtime at all fields, especially Prudhoe Bay, resulting in a net reduction, on average,
ofabout 50,000 barrels per day over the next five years. We now forecast ANS production to average about

840,000 barrels per day for FY 2006 through FY 2010.

We characterize North Slope production three ways, each with discrete confidence levels: (1) currently
producing, (2) currently under development and (3) currently under evaluation. We do this so that the reader
will have an understanding about the uncertainty associated with the production forecast. We continue to
forecast production of only those reserves that have already been discovered and at minimum are being

evaluated for development.

Currently Producing

Production characterized as “currently producing” includes baseline production and presumes a continued
level ofexpenditure sufficient to promote safe, environmentally sound operations. Such expenditures include

perforating, acid stimulation, well workovers. fracture treatments, artificial lift optimization and production
profile optimization. This category of production also presumes continued gas and water injection for pressure
support. Based on historical forecasting performance, we assign a 95% confidence level for the current

fiscal year.

Currently Under Development

injection) projects currently funded or underway, but not included in the “currently producing” category. It
also includes incremental oil expected from the long-term gas cap water injection project at Prudhoe Bay.

For the fall forecast, we have slowed the pace ofdevelopment at all heavy oil fields lo allow proper mitigation
of challenging reservoir performance issues. Because of timing and scope uncertainty, our subjective
confidence for this category of production is between 80% and 90%.

19



Oil Revenue®HHH

Currently Under Evaluation

Production characterized as “currently under evaluation” includes technically viable projects currently in the
“pencil sharpening” stage where engineering, cost, risk and reward are all being actively evaluated. These
projects are all currently unfunded by the operators but have a high chance of being brought to fruition. They
include enhanced oil recovery at certain satellite fields, development drilling outside the core areas at West
Sak and Schrader Bluff, expanded development at Prudhoc Bay satellites Orion, Polaris and Borealis and
Alpine West development. Also included in this category is NPR-A development, Point Thomson, Liberty
and development of other known onshore and offshore discoveries.

Confidence levels vary for this category of production. Certain heavy oil development drilling for Schrader
Bluffin 2006 might have confidence levels approaching that of “production underdevelopment”. Offshore
developments such as Liberty, or potentially high cost, scope challenged developments such as Point Thomson
probably deserve lower confidence, and our subjective assessment is in the 70%-80% range. All production
from this category is subject to delays and scope changes that might impact reserves or production rates.
Accordingly, we have re-evaluated the scope and timing ofthe Liberty oil Held in the federal Beaufort Sea
and the gas condensate Point Thomson field a id its associated satellite fields on the eastern North Slope
near ANWR. We have delayed first producticn from Liberty by one year to the fourth quarter of2011 to
allow sufficient time for permitting and constructing an offshore facility and subsea pipeline.

Regarding Point Thomson, we have delayed ultimate production two years until late 2015 due to uncertainty
in the scope and timing o fcommercializing that sizeable hydrocarbon resources. Satellite field development

in the vicinity of Point Thomson has also been delayed two years.

4-9. Alaska North Slope Production, FY 1995-2005 and Forecasted FY 2006-2016
Million barrels per day
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4-10. Alaska Crude Oil and NGL Production, FY 2005 and Forecasted 2006-2007
Million barrels per day

History Forecast

TY 2005 FY 2006 FY 700,

Alaska North Slope
Prudhoe Bay 0.381 0.347 0.337
Prudhoe Bay-Satellite(,) 0.044 0.046 0.052
Kuparuk 0.142 0.136 0.126
Kuparuk-Satellite''1 0.052 0.044 0.056
Milne Point 0.050 0.044 0.044
Endicott 0.021 0.02? 0.018
Lisburne G.010 0.009 0.009
Point Mcintyre 0.037 0.033 0.030
Niakuk 0 009 0.007 0.006
Northstar 0.069 0.056 0.045
Alpine 0.104 0.122 0.105
Nanuq 0.000 0.000 0.006
Fiord 0 000 0 000 0.011
Tot?: ANS 0917 0.865 0.843
bbl change from prior year (0.063) (0 052) (0.023)
% change from prior year (6.4%) (5 6%) (2.6%)
Cook Inlet 0019 0018 0017
bbl change from prior year (0.004) (O001) (0002
% chango from prior year (16.0%) (5 1%) (B2%)
Total Alaska 0.937 0 884 0860
bbl chango from prior year (0 007) (0 053) (0 024)
% chango from poor year (6.7%) (5 fi\) 28 i

(1)PBU S.iMiiti". include Amrw.i. Borealis. Miilmgin Sun. Orion awl Pt/ius
(?) Kiip StilHMcs include Tabasco. |.wn, Moftnratw andWiAl Sdk
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Oil Revenuel!

Petroleum Property Tax

An annual (ax is levied each year on the full and tiue value of propeuy taxable under AS 43.56. The lax on
oil and gas property is the only statewide property tax. The valuation procedure for three distinct classes of
properly — exploration, production and pipeline transportation  is described below.

Exploration Property

Value is based on the estimated price that the property would bring in an open market under prevailing
market conditions in a 3Je between a willing seller and a willing buyer, both conversant with the property

and with prevailing general price levels.

The stale appraiser gathers raw data for determining market value by reviewing the details of equipment
sales, attending auctions and reviewing trade journals. This data is then applied to the taxable property,
taking into account age. capacity, physical and functional obsolescence.

Production Property

Value is determined on the basis of replacement cost new less depreciation, based on the economic life of
the proven reserves.

In the ease of an offshore oil or gas platform or onshore facility, the number of years of useful life is
determined by estimating the date the facility reachs its economic limit, not on the basis of the projected
physical life of the property. The time period until the estimated operating revenue would equal operating
expenses plus the current age of the facility equals the total life. The depreciation factor for the facility

equals the years of remaining life dnuh’d by the total life.

Pipeline Transportation Property

Ihe lull and true value of taxable pipeline property is determined with due regard to the economic value of
the property based on the estimated life ofthe proven reserves ofgas or unrelined oil that will be transported
by the pipeline. We rely upon several standard appraisal techniques to value Alaska pipelines. When market
rents are available, we primarily rely (11 the income method under which the value is the net present worth
ofall future income streams of the pipeline. When rents are constrained by the regulatory process or when
market rents cannot be obtained, we primarily rely on replacement cost less depreciation based 011 the
economic life ofthe reserves that feed the pipeline. The Trans-Alaska Pipeline from Prudhoe Hay represents

more than 95% ol Alaska’s ta cable pipeline transportation property.

The table on the next page illustrates the property tax distribution between local communities and the state
for I, Y 2t)05. The property value is assessed by the state. A local tax is levied on the state’s assessed value
lor oil and gas properly within a city or borough, and is subject to the local property tax limitations established
M AS 29.45,080 and AS 29.45.100. Ifa municipality has a tax i.ite of 20 mills or less, the state’s mill rate is

effectively 20 mills minus the local rale.

Alisk.i Ut'parlrtHwt ofRevontm mx Uwuon



4-11. FY 2005, Distribution of the Petroleum Property Tax

S Million
Municipalities GrossTax Local Share Stale Share
North Slope 202.6 192.8 9.8
Unorganized 26,/ 0.0 26.7
Valdez 130 130 0.0
Kenai 112 68 44
Fairbanks 55 4.2 13
Anchorage 16 13 0.3
Other Municipalities1' 01 0J. 00
Total 260.7 2182 425

(I Other municipalitiesindude Malanuska Susitna Borough, Cordova and Whittier.

Petroleum Corporate Income Tax

A petroleum corporation’s Alaska income tax depends on the relative size of its Alaska and worldwide
activities and the corporation’s total worldwide net earnings. The corporation's Alaska taxable income is
derived by apportioning its worldwide taxable income to Alaska based on the average o f three factors as they
pertain to the corporation’s Alaska operations (1)tariffs and sales, (2) oil and gas production and (3) oil and
gas property. We produce our forecast by estimating the statistical relationship between historical tax payments,
crude oil prices. North Slope oil production and refinely margins. We then adjust for refunds and carry-

forwards which cause actual collections to differ from payments.

In TY 2005. net collections from the petroleum corporate income lax were $524 million. For FY 2006, we are
forecasting a 4% increase in revenue due to continued high crude oil prices and high refuting margins. For FY
2007, we are forecasting a 19% decrease in revenue from the previous year, as a result of moderation in oil
prices, relining margins and decreasing crude oil productioin. The forecast for petroleum corporation income

tax is shown in Table 4-2.
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R estricted O il R evenue

According lo Article IX, Section 15 of the Alaska Constitution, a minimum of 25% of all mineral lease
rentals, royalties, royalty sale proceeds, federal mineral revei tie sharing payments and bonuses received by
the state must be deposited into the Alaska Permanent Fund. li. addition, AS 37.14.110 requires a contribution
0f0.5% ofall royalties and bonuses to the Public School Fund Trust. Settlements with orjudgments against
the oil industry involving tax and royalty disputes must be deposited in the Constitutional Budget Reserve

Fund (CBRF).

The state is entitled to 50% of all bonuses, rents and royalties from oil development activity in the federal
NPR-A. All such revenue flows into the NPR-A Special Revenue Fund. All ofthe revenue in the fund each
year is available for appropriation in the form ofgrants to municipalities that demonstrate present or future
impact from NPR-A oil development. Ofthe revenue not appropriated to the municipalities, 25% goes to the
Permanent Fund, 0.5% goes to the Public School Trust Fund, and the rest may be appropriated to the Power
Cost Initialization and Rural Hlectric Capitalization Fund. Any remaining revenue after these appropriations

lapses into the General Fund.

The table below reflects restricted oil anil gas revenue.

4-12. Restricted Oil Revenue. FY 2005and Forecast FY 2006-2007

History Forecast
TY 7005 fY 7006 FY 7007
Restricted
Royalties to Permanent ( end A Public School f und

Royalties. Bonuses A Rents tothe Permanent Fund 4769 5/8 4 4656

Royalties, Bonuses A Rents to the School Fund 96 H5 2]
Subtotal «106 5 589 9 4/49
la* Settlements lo CBRF 77.4 200 700
NPRA Royalties. Rents A Bonuses in* 79 i?r.
Total Rostncted 545 5 0179 50/5
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Other Revenue (except Federal & Investment)

5-2. Other Revenue (except Federal & Investment), FY 2005 and Forecasted FY 2006-2007
S Million

History Forecast
FY 2005 FY 2006 FY 2007

Unrestricted

Taxes 227.7 265.2 2480
Charges for Services 17.9 18.1 18.1
Fines and Forfeitures 8.8 109 109
Licenses and Permits 42.7 41 6 42.4
Rents and Royalties 9.3 96 96
Other 171 1?7 12.7
Total Unrestricted 323.5 358.1 341.7
Restricted
Taxes 82.6 83.3 82.6
Charges for Services 233 3 260 8 262.0
Fines and Forfeitures 23.3 226 225
Licenses and Permits 29.9 317 36.5
Rents and Royalties 45 46 4.6
Other 1411 160 7 939
Total Restricted 514.7 563.7 502 1
Total Other Revenue (except Federal A Investment) 838 2 921 8 843 8
G eneral D iscussion

Income from sources other than oil, state investmcnts and federal receipts inchtd-s non-oil taxes, charges for
sen ices, lines and forfeitures, licenses and permits, rents and royalties and other revenue sources. Many of
these revenue sources are divided between unrestricted and restricted revenues; the amounts of each are
rcllccted in Tables 5-2 through 5-X. Restricted revenue includes money deposited in funds other than the
Unrestricted General Fund. For purposes of this forecast, restricted revenues also include receipts that the
legislature customarily appropriates or sets aside fora particular purpose or program, such as sharing offish

tax revenue with municipalities.

Misk.i Dtp.vtnwnt of Revenueshut Division
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Other Revenue (except Federal & Investment)

O th er T axe s

Alcoholic Beverages Tax

Alcoholic beverage taxes arc collected primarily from wholesalers and distributors o falcoholic beverages
sold in Alaska. Fifty percent ofthe revenue is deposited in the Alcohol and Other Drug Abuse Treatment
and Prevention Fund, and is reflected as restricted in this forecast because the legislature “may use the
annual estimated balance in the fund to make appropriations to the Department of Health and Social
Services.*' The other fifty percent ofthe alcoholic beverage tax revenue is deposited in the General
Fund and is unrestricted. The pcr-gallon tax rates on alcoholic beverages were last increased October ».
2002, from S0.35 to S1.07 for beer. S0.85 to S2.50 for wine and $5.60 to S12.80 for liquor. Qualifying
small brewers continue to pay tax at the S0.35 rate for beer.

Charitable Gaming

Under Alaska law. municipalities and qualified nonprofit organizations may conduct certain charitable
gaming activities. The purpose of these activities is to derive public benefit in the form of money for the
charities and revenues for the state. The Department of Revenue collects permit and license fees, a 1%
net proceeds fee and a 3% pull-tab tax.

Corporate Income Tax

Alaska levies the Corporate Net Income Tax on net income of corporations that have nexus and derive
income from sources within Alaska. S-Corporaiions and 1.1.Cs that file federally as Partnerships are
generally exempt from corporation income tax. Corporations compute their tax liability based on federal
taxable income with Alaska adjustments. Corporatio is other than Oil A Gas corporations apportion their
income to Alaska by using a three* lactor apportionment based on sales, property and payroll. Taxpayers
determine Alaska taxable income by applying their apportionment factor to the corporation’s modified
federal taxable income. Corporate tax rates are graduated from 1"» lo 9.4% in S10,000 increments of
Alaska taxable Income. Ilie maximum rate 0f9.4% applies to taxable income over $90,000.

Electric Coopor.itivo nnd Tolophono Caoperntivo T.txos

The electric cooperative and telephone cooperative taxes date back to 1959. when the first Alaska
legislature enacted the electric and telephone cooperative tax to promote cooperatives around the state.
The electric cooperative tax is based on kilowatt hours furnished by qualified electric cooperatives
recognized under lille 10ofthe Alaska statutes; the telephone cooperative tax is levied on gross revenue
of qualified telephone cooperatives under Title 10 Revenue front cooperatives located in municipalities
is treated as restricted revenue in this forecast because it is shared 100% with the municipalities.
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Other Revenue (except Federal & Investment)

F.state Tax

T! e estate tax is levied on the transfer of an estate upon death. The Alaska estate tax is tied to the federal
tax, with the amount ofthe state tax equaling the maximum state credit allowed on the estate’s federal
return. As a result of changes to the federal estate tax. the Alaska estate tax was phased out completely
begi tiling January 1, 2005. However, revenues will continue in FY 2006 because of the 15-month filing
period. AH revenue derived from estate taxes is deposited in the General Fund. The federal estate tax
changes that caused the state tax to phase out are currently scheduled to sunset after December 31, 2010.

Fisheries Business Tax

The fisheries business tax is the oldest tax in Alaska, dating from 1913. The tax is levied on businesses that
process or export fisheries resources from Alaska. Although the tax usually is levied on the act of processing,
the tax is often referred to as a “raw fish tax" because it is based on the value ofthe raw fishery resource.
Yix rates vary from 1% to 5%, depending on whether a fishery resource is classified as “established" or
"dt.eloping,” and whether it was processed by an on-shore or floating processor. All revenue from the tax
is deposited in the General Fund, but not all of it is considered unrestricted for the purposes of this forecast.
Fach year, the legislature appropriates halfthe revenue from the tax (before credits) to qualified municipalities.
Given that this sharing formula is in statute, and that the legislature customarily follows the statutory formula,
this forecast considers the shared revenues to be restricted.

Fishery Resource Landing Tax

The fishery resource landing lax was enacted in 1993. The tax is levied on fishery resources processed
outside and first landed in Alaska, and is based on the unprocessed statewide average value ofthe resource.
The tax is collected primarily from factory tr iwlcrs and floating processors that process fishery resources
outside the state’s 3-mile limit and bring their products into Alaska for shipment. |he tax rates vary from 1%
to 3%. based on whether the resource is classified as "established" or "developing." All revenue derived
from the tax is deposited in the General Fund. Like the fisheries business tax, however, statute provides for
50% of the revenues to be available for sharing with municipalities and this forecast considers the shared
revenues to be restricted. The unrestricted and restricted portions reflected in the forecast are not exactly
equal due to credits and timing of revenue sharing.

Insurnnco Prornium Tax

Insurance companies in Alaska do not pay corporate income tax. sales or other excise taxes. Instead, they
pay an insurance premium tax. For most types of insurance the tax is treated as unrestricted revenue.
However, the premium tax on worker’s compensation insurance is deposited into the Workers Safety and
Compensation Fund and is reflected as restricted in this forecast. In addition, the restricted component also
includes service fees paid into the Workers Safety and Compensation Fund by employers who are uninsured

or self-insured.
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Othr*r Revenue (except Federal & Investment)

Mining License Tax

The mining license lax is a tax on the net income ofall mining operations in the state, ranging from 0% to 7%,
less exploration and other credits. Except for sand and gravel operations, new mining operations are exempt
from the mining license tax for a period of 3'Ayears after production begins.

M otor Fuel Tax

The motor fuel tax dates from [1>45 when a tax of 1cent per gallon was imposed on all motor fuel sold,
transferred or used within Alaska. Motor fuel taxes are collected primarily from wholesalers and distributors
licensed as qualified dealers. Current per gallon rates are X cents for highway use. 5 cents for marine fuel. 4.7
cents for aviation gasoline, 3.2 cents for jet fuel, and a variable rate of 8 cents to 2 cents for gasohol.
depending on the season, location and 1:PA mandate. Various uses o f fuel arc exempt from tax, including fuel
used for heating or in flights lo or from a foreign country. All revenue derived from motor fuel taxes is
deposited in the General Fund, but 60% ofthe taxes attributable to aviation fuel sales at municipal airports are
shared with the respective municipalities, and hence considered restricted for purposes of this forecast.

M otor Vehicle Tiro Fee

The tire fee has two components. The lirst component is a tax of S2.50 on all new tires sold in Alaska for
motor vehicles intended for highway use. | his part became effective September 26.2003. The second pan
ofthe law imposes an additional $5 fee per tire on all new tires with heavy studs sold in Alaska, and $5 on the
installation o fstuds on each previously un-studded tire. This component ofthe law became effective July I.

2004,

Sorirood Assossmontis and Taxos

The Department of Revenue administers five different programs that raise money through seafood
assessments. The money raised is then set aside for the legislature to appropriate for the benefit ofthe
seafood industry either in marketing or in management'development ofthe industry. The live programsare
the salmon marketing tax, seafood marketing assessment, salmon enhancement tax. dive fishery management
assessment and the regional seafood development tax. The regional seafood development tax is the newest
ofthe programs, becoming eflcctive June 6.2005. Also, on January 1.2005. the seafood marketing assessment
increased from 0.3% to0.5% ofthe value o fseafood products produced in Alaska and the salmon marketing
tax was eliminated. |he rates for many of these assessments are determined by a vote of the appropriate
association within the seafood industry or by members ofthe Alaska Seafood Marketing Institute. Although
all revenue received under these assessments is deposited in th mcral Fund, for purposes of this forecast
it is treated as restricted revenue. With the exception of the s...iiion enhancement tax, all other seafood

assessments are reflected under the Charges for Services section of this forecast.
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Other Revenue (except Federal & Investment)

Tobacco Tax

The tobacco tax is levied on cigarettes and tobacco products sold, imported or transferred into Alaska.
Tobacco taxes are collected primarily from licensed wholesalers and distributors. The tax rate on cigarettes
was increased from Sl to S 1.60 per pack on January 1,2005 and will increase to $1.80 on July 1,2006 and to
S2 on July 1.2007. Tax revenue is split between the General Fund and the School Fund, as discussed below.
The tax rate on other tobacco products- such as cigars and chewing tobacco-is 75% ofthe wholesale price
and is deposited entirely in the General Fund.

The cigarette tax revenue that is deposited into the School Fund will remain constant al $0.76 per pack, and
this is considered restricted revenue. Currently, the School Fund portion is 47,5% of the total per pack tax on
cigarettes, and this will decrease to 42.2% with the July 1, 2006 tax increase and 38% with the July 1. 2007
tax increase. In addition to tax icvcnne, all cigarette and tobacco products license fees are deposited in the
School Fund. Revenue deposited in the School Fund is dedicated to the rehabilitation, construction, repair and

insurance costs ofschool facilities statewide.

The remainder ofthe cigarette tax revenue is deposited into the General Fund, with incremental revenues as
aresult ofthe January 1.2005 statewide tax rate increase as well as the July 1.2006 and July 1,2007 tax rate
increases going entirely to the General Fund. Ofthe General Fund portion. 8.0% is deposited into a subfund
ofthe General Fund, the Tobacco Use Hducation and Cessation Fund, and is treated as restricted in this

forecast.
V ehicle Rental Tnx

The vehicle rental ta» is a 10% tax on passenger \ chicle rentals of 90 days or less, and a 3% tax on rentals
of recreational vehi< es for >0 days or less. The vehicle rental tax provisions became effective January |.
2004.

FOOTNOTES fm PAGE 51
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Other Revenue (except Federal & Investment)

5-3. Other Tax, FY 2005 and Forecasted FY 2006-2007

S Million
History Forecast
TY 2005 FY 2006 FY 2007
Unrestricted
Sales and Use Taxes
Alcoholic BeveragesT 17.3 176 17.8
Cigarette 174 289 33.8
Other Tobacco ProductsQl 7.7 81 84
Insurance Premium 459 47.2 47.7
Electric and Telephone Cooperative 0.2 0.2 0.2
Motor Fuel 394 394 40.1
Motor Vehicle Tire Fees (L 16 16 1.6
Vehicle Renta;(" 1A 75 1A
Subtotal 137.0 150.5 1571
Corporate Income 61.8 85.0 61.5
Fish
Fisheries Business 10.7 121 135
Fishery Resource Landing 19 LA 12
Subtotal 146 16 4 178
Other
Mining 10 3 104 9.2
Estate 15 05 00
Charitable Gaming 2 li 21
Subtotal 143 133 116
Total Unrestricted 22/ 7 2652 2480
Restricted
Sales arid Use Texes
Alcoholic Beverages (Alcohol ft Drug Treatment) 1 17 3 176 178
Insurance Premium/Other (Workers Safety ft Compensation® ,r* 70 73 71
Electric and Telephone Cooperaeve (Municipal Share) 38 38 38
Cigarette (School Fund)QL 300 287 27 1
Cigarette 1Fobacco Use Cessation)QL 11 28 33
Motor 1uni  Aviation (Municipal Share) 02 02 02
Subtotal 59 4 60 4 593
Fish lanes
lishenes Business (Municipal Share) 15?2 144 147
Fishery Resourcu Land ">g(Municipal Share) 42 46 46
Salmon Cnhanccment (Aqu. ulluro Association Share) 19 U LA
Subtotal 237 229 233
Total Restricted 820 833 826
Grand Total 310a 3485 3306
Reh.v.rX (ontndifs
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Other Revenue (except Federal & Investment)

C harges for Services

The revenues reported in this table do not include all charges for state services—just those that do not fit into
other categories in this report. Most of these ieceipts arc considered restricted revenue because they arc

returned to the program where they were generated.

The only unrestricted revenues listed in this category come from fees and other program charges that do not
have program-reccipt designations, or are not otherwise segregated and appropriated back to the program.

M arine Highway Fund

The revenue from certain transportation enterprises is reported here as a charge for state services. The
Alaska Marine Highway Fund is a subfund of the General Fund and receives revenue from state ferry
system operations. Tho legislature has discretion over how the revenue is allocated, but because it is customarily
appropriated for Alaska Marine Highway operations, it is considered restricted for this forecast.

Program Receipts

Program receipts are defined under AS 37.05.146 as “fees, charges, income earned on assets and other state
money received by a state agency in connection with the performance ofits functions." The statute then lists
all programs with program receipt authority. The statutory list includes many programs that we do not include
m the Charges for Services category because they are reported elsewhere in this forecast or because they

do not generate revenue available for general appropriation.

5-4. Charges for Services, FY 2005 and Forecasted FY 2006-2007

$ Million
History forecast
FY 2nor> FY 200G 1Y POO7
Unrestricted
General Government 47 149 149
Natural Resources 14 14 14
Qilier 18 33 i
Total Unrestricted 179 181 181
Restricted
General Government ?5 25 ?5
Natural Resources 05 05 05
Marine Highway Receipts 45t 488 500
Receipt-Supported Services 99?7 8J? 89?
Statutorily Designaled 66 5 980 980
Oilier 190 719 212
Total Resumed 184 / 2091 2091
Grand Total 251 ? 7789 780 1

(111Y7005v  islrvnino ALv.m StKoK < Sy.uvn t VAXXiand I'Y 2000c-uriuiosart'frvn theOfflcori Management tuul
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Other Revenue (except Federal & Investment)

Fines and Forfeitures

Fines and forfeiture!- include civil and criminal fines and forfeitures and money received by the state
from the settlement of various civil lawsuits. The majority ofthe receipts under this category are from
tobacco litigation and other settlements.

Tobacco Settlement

The tobacco settlement was signed by 46 states (including Alaska) in November 1998. The first payment
from the settlement was made in FY 2000. In 2000 and 2001, the legislature saithorizcd the monetization
of S0% of the future revenue stream from the tobacco settlement to * new public corporation, the
Northern Tobacco Securitization Corporation, a subsidiary ofthe Alaska Ilousing Finance Corporation.
The new corporation, in turn, sold bonds based on this revenue stream, and paid to the state the money
raised by the bond sale, which the legislature appropriated for schools, the university and harbor projects.
Starting in FY 2002. the remaining 20% ofthe settlement revenue each year is deposited into the
Tobacco Use Education and Cessation Fund. This forecast shows both the 80% that goes directly to the
Northern Tobacco Securitization Corporation for payment ofthe bonds and the 20% that goes to the
Tobacco Use Education and Cessation Fund as restricted revenue.

5-5. Finos and Forfeitures, FY 2005 and Forecasted FY 200G-2007

S Million
History Forecast
TY 2005 1Y 7006 FY 200/
Unrestricted
Fines and Forfeitures L? 109 109
Total Unrestricted 8.6 109 109
Restricted
Folwcco Settlement (Northern Toh.rcoSrcuritiAitkwCofpoMtion)"1 174 169 168
tobacco Settlement (Tobacco Use L ducation A Cessation Fund)' 1L 44 42 42
Other 15 lit 15
Total Restricted 233 226 225
Grand Total 321 335 334

()) HovenuemU/nolesassume nilHMto] Mitfsui urnu itiim<wl iwy thefiifl anount toltwstate |hof VTOOGnrdf V?00?eVinviesiMeln<'i
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Other Revenue (except Federal & Investment)

Licenses and Perm its

Licenses and permits represent another source o fgovernment revenue derived from charges for participating
in activities requlated by the state. The majority ofthe receipts under this category are from motor vehicle

registration and fishing and hunting license fees.

Fishing and Hunting Licenses Fees

Fishing and hunting licenses are issued by the Department of Fish and Game for participation in various
fishing, hunting and related activities. The majority o f these fees are appropriated to a special revenue fund
called the Fish and Game Fund. Money in the fund may only be spent for fish and game management
purposes. Beginning with 2006 licenses, a surcharge will be in effect on certain sport fishing licenses with the

revenue funding new sport fishing facilities in the state.

M otor Vehicle Registration Fees

Most motor vehicle registration fees are unrestricted license and permit revenue. Llowevcr, some registration
fees are reflected under restricted receipt-supported services.

5-6. Licenses and Permits, FY 2005 and Forecasted FY 2006-2007

S Million
History lorccast
TY 2005 TY 2006 FY 2007
Unrestricted
Mold Vehicles 399 388 396
Other fees lh ZJ 18
Total Unrestricted 427 41 6 42 4
Restricted
Fishing and Hunting
Hunting and Fishing Fees (Fish and Game Fund) 242 258 306
Sanctuary Foes (Fish and Game Fund) 01J (ON]] Oli
Subtotal 216 263 311
Other 1leos Lil £4 64
Total Restricted 2917 317 365
Grand Total /? G 733 789
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Other Revenue (except Federal & Investment)

Rents and R oyalties

Rents and royalties reflected here are mostly from leasing, rental and sale of state land. Rents and royalties

from oil are reported in Section 4, Oil Revenue.

Coal Royalties

As with oil and gas production, the state earns revenue from coal production that occurs on slate lands leased
for exploration and development. As the land owner, the state earns revenue from leasing as: (1) upfront

bonuses, (2) annual rent charges and (3) as a retained royalty interest in coal production.

Ofthe total revenue received from coal royalties, 74.5% is deposited into the General Fund, 25% is deposited
into the Permanent Fund and the remaining 0.5% goes to the School Fund. The Permanent Fund and School

Fund portions are considered restricted in this forecast.

5-7. Rents and Royalties, FY 2005 and Forecasted FY 2006-2007

S Million
History Forecast
FY 7005 FY 2006 FY 7007
Unrestricted
Land Leasing, Rental and Sale 77 79 7.9
Coal Royalties 13 14 14
Cabin RentalsIl 03 03 03
Total Unrestricted 9.3 9.6 9.6
Restricted
Land Leasing. Rental and Sale 41 41 41
Coal Royalties 04 05 0>
Total Restricted 45 4G 46
Grand Total 138 14?2 142

(t)ther 50|KilitK « ,ecal=nsniiMit**alr'<lliy the Department ot Natural ResotfcestrHtto*.iale, in Ala-.Ka'sslate parks and Hmvume Rental
andi <i"<(oesgowtalcd Homthese cabm .nodepaosited « the General Fund
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Other Revenue (except Federal & Investment)

O th er

This category includes unrestricted contributions, unclaimed property and miscellaneous other receipts.

Unclaimed Property

Alaska’s Unclaimed Property statutes require businesses and corporations (for profit and not for profit) to
report unclaimed intangible property to the state. Property is reportable ifan owner cannot be located, the
owner has not cashed a property check, or an account has not had any owner-initiated activity for at least
three years. Unclaimed property may include checking accounts, customer deposits and over payments, gift
certificates, unpaid wages, and security related accounts.

The state holds the property in 'rust until the owner or his or her legal hcirclaims it. Each year, the unclaimed
property trust account is evaluated and the excess ofthe working trust balance is transferred to the general

fund.

Dividends and Miscel laneous

Other revenues reflected as restricted in this forecast include funds transfers, frequently in the form of
dividends, from component organizations ofstate government, as well as certain miscellaneous revenues.

5-8. Other Revenue, FY 2005 and Forecasted FY 2006-2007

S Million
History Forecast
fY 2005 rv?00f) FY 2007
I Inrosincted
Miscellaneous 7.6 82 8.2
Unclaimed Propony 95 41> 41>
Total Unrestricted 171 12.7 127
Restricted
Alaska Housing Finance Corporation 650 431 547
Alaska Industrial Development and 1 xport Authority 1 238 8.8 16.6
Alaska Municipal Bond Bank Authority «" 08 10 10
Alaska Student Loan Corporation "' 313 881 19
Alaska Enetgy Authority' 0.5 00 00
Miscellaneous ® 197 197 197
lotal Reslucled 141 1 160 7 939
Grand Total 158? 1734 1066

Ifomllii’ O(1* uol Managerment and Budget lor FY ?f)06 and 2007 . 1he fluctuationin revenue Iromtfio Alaska Student Loan Corporation
botMXH FY 2QBand FY 2007 is due toproceeds Ironi rofinancg the Alaska Student | con Corporations loan portfdio
(?) Revenue shown under account codosfor*ollior*or ‘contributions*in thoAlaska Stale Accounting Sysiern lot General Fund subfunds

andspcoaliovenuo funds
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Federal
Revenue

6-1. FY 2005 Federal Revenue: $1.9 billion

S billion
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6-2. Total Federal Revenue to the Stale, FY 2005 and Forecasted FY 2006-2007

History Forecasted
FY 2005 TY 2006 FY 2007
Unrestricted
Federal Receipts 0.0 0.0 0.0
Restricted
Federal Receipts 1.946.3 2,745 0 10
Grand Total 1.916.3 2,745 0 2.745.0

Source: FY ROCsis (rom(Trall tallies of tlie Comprehensive Annual Financial Report (General Fund and all other subfundsand non nejor
special revenue funds, federal revenues). FY 2006 and 2007 estimates am provided by Iho Qllir.o ol Managerment and Budget and reflect what

agencies expect toroccivoinfederal revenues.

Alaska’s government received and spent over S1.9 billion of federal funds in FY 2005. Federal funding
generally is restricted to specific uses, such as road improvements, Medicaid payments and aid to schools.
Potential changes to federal law. differing federal and state fiscal years and changing numbers ofeligible
Alaskans in certain programs make forecasting federal revenue difficult. The estimates wc present for FY
200n and FY 2007 are from the Office of Management and Hudget and are based on state agency projections

of potential federal revenues'.

It is important to note that the state routinely budgets for more federal money than it actually receives. The
legislature authorizes state agencies to receive and spend the maximum that federally funded programs
might receive and need, but the actual amounts normally turn o it to be less. Also, some ofthe federal money
appropriated for multi-year capital projects is received and spent in years following the one it which the

money is appropriated.

For FY 2006. the slate is budgeted to receive o'er S2.7 billion m federal receipts. Most lederal funding
requires state matching money. The budgeted state match in FY 2006 is S3NK.3 million. All federal funds,
whether spent in the operating or capital budget, are restricted by legislative appropriation to specific uses.
I he largest categories of federal spending budgeted for FY 200t»are Medicaid ($710 million), highways and
airports (S757 million) and cdu ation ($350 million, which includes kindergarten through high school funding

and the University of Alaska).
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The federal government continues to play a significant role in Alaska’s economy. The federal fiscal year
(I*FY) runs from October 1through September 30. and in FFY 2003 (the most recent data available) the
federal government spent S7.9 billion in Alaska.l' Part of that spending came from the activities of the
various federal agencies, part was in the form of grants to state and municipal governments, and still another

part came in payments to individuals.

Among federal agencies, the Department of Defense spends the most in Alaska, followed by the Department
of Health and Human Services. Together, these two departments account for nearly half of all federal
spending in the state. Not surprisingly, a large portion of federal money (lows into Alaska through salaries of
federal employees. However, 39% of all federal spending is in the form of grants, mostly to state and
municipal governments, but also lo nonprofit organizations.

G-5. Total Federal Spending in Alaska, FFY 2003

By Agency By Category
 million oorcent Smillion  percent

Defense 2.307 29 Grants 3.022 39
Health A Human Services 1.569 20 Salaries A Wages 1617 20
SuCiol Security 6a0 8 Procurement 1.680 21
Other Aoencies 3,436 Retirement &Disability 1041 13
Other Direct Pay erits 684 7
Tota) 7944 100 Total 7.944 100

i HI 5 fernusElai M CrnvoMalodf rOrt"fuWiPopcjMi* f YP0O03 census ijav.)*<*s7tj04piitjvfl:ldtr »f TheCar/Mill %
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Investment Section

Investment
Revenue

7-1. FY 2005 Federal Revenue: $1.9 billion
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Investment Section V-

7-2. Total Investment Revenue, FY 2005 and Forecasted FY 2006-20071
S Million

History Forecast
TY 2005 FY 200f> FY 2007

Unrestricted

Investments ot Governmental Funds 236 236 26.6
Interest Paid by Others u L1
Subtotal 24.7 24,7 27 7
Restricted
Investments ol Governmental Funds 133 124 136
Constitutional Budget Reserve Fund 97.4 76.0 1123
Other Treasury-Managed Governmental Funds 22.7 21.0 21.9
Alaska Permanent Fund,n 2.640 2 2,243 0 2.408 3
Subtotal 2.7736 2,3524 2556 1
Total 2.798 3 2377 1 2,583 8

(1) Governmental Accounting Sinnd.itds Board (GASB) principles KKjuife the recognition olchanges »>the value ot investments as
income or losses at the end ot each repotting period. wtiether the investment is actually ".ok! or nor. GASB is a sistor orgaiu/ahon to
the more well known Financial Accounting Standards tkvud (FASB) GASB sets out generally .mcepted accounting principles
(GAAP) lor governmental entities, f ASB sets out GAAP lor (viv.itebusinesses Both are under the auspices ot the t mancial
Accounting Foundation.

(?) Total Permanent Fund teak/nd and unreati/ed eammqgs

In vestm e nt F o re ca st

To forecast investment revenue tor the current fiscal year  FY 2006  we combine actual performance
through September 30, 2005. with a projection lor the remainder ofthe year. Forecasts and estimated
capital market median returns are based on information supplied by the state's investment consultant.
Ciillau Associates Inc.. and its five-year capital market estimated returns.

Alaska Dofhiitmrnt nt Ri'wihh - hi* Division



i'l'< -, Investment Section

7-3. Callan Associates Inc.’s Five-Year Capital Market Estimated Returns

% | year
Median % | year
Expected Expected

Asset Class Benchmark for Asset Class Return Risk
Enuities

U.S. Broad Callan Associates Inc. (CAl) Broad Market 900 1690
U.S. Large Cap Standard and Poors (S&P) 500 8.85 16.40
U.S. Small Cap CAl Small 9.85 2270
International Morgan Stanley Capital International EAFE 9.25 20.10

f ixed Income

Domestic Broad Market Lehman Brothers Aggregate 475 450
Domestic Short Term (cash equivalent) ~ Three-Month U.S. Treasury Bill 325 0.70
Domestic Intermediate Term Merrill Lynch 1mto 5-Year Government 400 315
International Salomon Brothers Non-U.S. Government 465 960
Other

Real Estate CRLS 760 16.50

Eronomic Variables
Inflation CPI 1l 260 140

The f.onliiiuoo volatility nthe world's financial markets makes focus onthe T *|>x.ied Risk* column (far right in the table ntxrve)
particularlyappropriat  Itie numbersinthe | greeted Risk column represent a statistical measure called standard deviation, which is the
most commonly used measure ol nsk in the investment wrxld The standard deviation is a measure ol the dispersion ol data arm nd its
mean 1he analyst can use this measure ol dispersion lo provide arange ol possible outcomes al any desired level ol confidence Intho
data in this table, the level ol conlidence is set at 67% or one standard deviation A higher level ol confidence would require a broader
range Fur example, Callan estimates anaver.igo annual return fur tho domeslie broad maikei fixed income assetclass ol 4 /5% and an
expected nsk fur ih.rt asset class 014 5% Thai means Callan is lurecasung that two thirds of Pntlime tIx? annual return for the domestic
broad | nod-income asset class will (all between 0 25% (the median expected average annual return ol 4 75% minus lire expected risk
ol 4 6%) and 9 25% (the median cogx'C.led lelurn plus lire expctled risk) A prediction at 95% conlidence would run Irom -4 25%lo

13 75%, loo Ixoad a range lo bo useful

| lie ixotwb'iity dial a paiucutaf asset class or podlolio will have a negative return over a given period if lime is another way to lefloct the
riskiness ol lhat asset class ar (xxllolio | he invesiment income summary tables in Hus section ol tliereveiuie lorocasi include an
estimate i Jthe jxobalxiity if negativeicturns lor eath bind over a one year fietiod
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Investment Section

U nrestricted In vestm ent R evenue
Unrestricted investment revenue is earned on the General Fund noil-segregated investments managed by

the Treasury Division. Interest Paid by Others is interest received by the state other than on its investments.
Oil and gas royalty interest is included in General Fund unrestricted oil revenue.

7-4. Unrestricted Investment Revenue, FY 2005 and Forecasted FY 2006-2007

S Million
History Forecast
PY 2005 FY 2006 FY 2007
Un ostricted
Investments 23.6 23.6 266
Interest Paid by Others U 11 u
Tola! 24.7 247 277

7-5. Investment Revenue Summary, FY 2005 and Forecasted FY 20 >2007

Asset Allocation

Percent
Freasurv Pool Allocation iVifmmnnco Benchmark
Short-term, Fixed-Income Poe! 44% Three-Month U S Treasury Bill
Intcrmcediate-Terrn. fixed-Income Pool 56% Merrill I yncli 1- to b-Ye.ir Governnil'nt Index
Investment Balance Sepiemircr 30,2005 $1,783.7 million
Forecasted Annual Rato ol Return 367 %
Probability of Negative Return Over 1Year 252 %
Total Investment Income, f Y 2005 $ 369 million
Forecasted Total Investment Income. Y 2(KM S 3b 0 million
Forecasted Total Investment Income. 1Y 200/ $ 40 2 million
SMii'W
History Forecast
fY 2006 FY 20% 1Y 2007
Investment Revenue Unrestricted 236 236 266
Investment Revenue Restricted 133 124 136
lot.il 369 360 40?

(1) lixludesMitVuniN ol ttie r*i*mxalf urt
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Investment Section

R e stricte d In vestm e nt R evenue

Restricted investment revenue consists of earnings from governmental funds, the CURF, other Treasury-
managed governmental funds and the Alaska Permanent Fund.

7-6. Restricted Investment Revenue. FY 2005 and Forecasted FY 2006-2007

S Million
History f orecast
1Y 7005 FY 2006 FY ?p07
Restricted

Investments of Governmental 1unds 133 174 136
Constitutional Budget Reserve Tund 9/4 760 1123
Other Treasury Managed Governmental f unds 2?2 7 210 719
Alaska Permanent Tund 7MO 7 77430 ~408 3
| otai Restrcted 36 7.35? 4 7.556 1

11| Amialtvtr tt/cd.vein .<t/erii'.vrviWsfrmt f  Titii* 1t
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Investment Section

tifi

7-1. Constitutional Budget Reserve Fund Cash Flows Investment Revenue Summary, FY 2005
and Forecasted, FY 2006-2007

Asset Allocation Regular Account

Percent

Tmmmhv Pool Allocation Performance Benchmark
Short-term, Fixed-Income Pool 18% Three-Month U.S. Treasury Bill
intermediate-term, Fixed-Income Pool 62% Merrill Lynch 1eto 5-Year Government Index
Broad Market Fixed-Income Pool 20% Lehman Brothers Aggregate Bond Index

Regular Account Balance September 30,2005 S1.732 9 million

| orecasted Annual Rate of Return 401 %

800%

Probability of Negative Return Over 1Year

Asset Allocation Special Subaccount

Percent
Treasury Pool Adoration Performance Benchmark
Broad Market Fued Income Pool 41 % Lehman Brothers Aggregate Bond Index
Domestic E qusty Pool 43% Russell 3000 Index
International Equity Pool 16% MSCI EAfE Index
Special Subaccount Balance September 30.2005 S468 9 million
Forecasted Annual Rate of Return 731 %
Probability of Negative Return Over 1 Yea/ 24 35 %
lotal Investment Income
H' <n
History Forec.tst
1Y2005 1Y2000 FY 2007
Regular Account 6l / 453 b1l
Special Subaccount 357 307 366
974 760 1123

Total

/Uiska LkysM/r/hTif of AYw/Iwe fa« fhkruon



Investment Section

7-8. Constitutional Budget Reserve Fund Cash Flows, FY 2005 and Forecasted FY 2006-2007

S Million
History Forecast
1Y 7005 FY2006 FY2007
Beginning Cash Balance CBRF 2064 2 21851 22810
Beginning MamAccount Balance 1.64G2 17314 1.795.7
Earnings on MamAccount Balance Ml 61.7 453 7
Petroleum Tax. Royalty Settlements' 2/4 200 200
loantoGF (pooryear) (225) 00 00
loan to GF (current year) 186 00 1009
F (Kimg Mam Account Balance 17314 1,796 7 1,993 3
Beginning Special Subaccount Balance 4180 453 6 404 3
Earnings on S[x>cial Subaccount Balanci ¢ 357 307 366
lain toGF from Special Subaccount 1Q 00 00
Ending Sptxial Subaccount Balance 453 7 484 3 5209
Total CBRF Balance 21851 22810 2514 2

(1) Trieearningsi-.jirn.nel<*tintnvnnnrmsnrr. 4011 % .vxtme r,linings(r.tirmtel« mespecmISUUHCOunt is 1306% Thtno
IfgocttonSAie Unset) nn C alm s uijnt.il market assumptions anti Department Ol Hobawo fiMstuy Divisions asset nlocation

(?) Sttl emw»<estimates .ve (ro>-»)Kl try tlie Department af Revenue i»v) Depvimert Cl 1aw

(3) Thei"Jiin.itetl tirtife loan f«jirres aie sightly diluent than ttiosr! luuntl inm e'l ircullve Summary *Table ?* 13 was (inset) on (tat
txidgt r (wejyectKifiswtrloOMB s t'Mm.Hosm llir. lalie me tutux) in theosvjmpbon tti.il certain potions at the (xxtgel wuichango w«h

pipuuaon
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Investment Section

The Treasury Division manages two other governmental funds, the Public School Trust anil the Alaska
Children’s Trust.

7-9. Public School Trust Investment Revenue Summary, FY 2005 and
Forecasted FY 2006-2007

Asset Allocation

Percent
Treasury Pool Allocation Performance Benchmark
Brood Market Fixed-Income Pool 57% Lehman Brothers Aggregate Index
Domestic Equ'ty Pool 43% Russell 3000 Index
Public School Trust Tund Balance September 30, ?005 S 324 6 million
Torocasted Annual Rate of Return 6 56 %
Probability of Negative Return Over 1Year 2127 %

Total Investment Income and Distributable Income

$Miion
History Forecast
FY 7005 FY 2006 FY 7007
Public School Trust lotal Investment Income 220 203 212
Public School Trust Distributable Income 103 112 116

7-10. Alaska Children’s Trust Investment Revonue Summary, FY 2005 and
Forecasted FY 2006-2007

Asset Allocation

Percent
treasury Pool Allocation Performance Benchmark
Broad Market fixed Income Pool 57% | ohman Brothers Aggregate Index
Domestic Equty fool 43% Russell 3000 Index
Alaska Cti'klren’s | rust Balance September 30, 2J05 $ 11 0 million
f omcttMcd Annual Rate of Return 6 56 %
Probability of Negative Return Over J Year 7127 %

Total Investment Income and Distnbutable Income

SM-*i
History Forecast
TV 2005 fY 2006 FY2007
AtjskJi Children's Trust Total Investment Income 07 07 07
Alaska Childrens Irust Distributable Income 03 04 04
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7*11. Alaska Permanent Fund Managed by the Permanent Fund Corporation, FY 2005
and Forecasted FY 2006-200711

S Million
History Forecast
TY7005 FY7006 FY 2007
Reserved Assets — Principal
Total Reserved Assets — Begin, ..ng Balance 26,541.3 785218 30,2581
Contributions and appropriations
Contributions A appropriations «beginning balance 735257 74,6472 26,106.7
Dedicated petroleum revenue 480.5 576.7 460 5
Inflation proofing O>transfer from realized earnings 6410 8828 690.9
Deposits to principal and settlement earnings 00 00 on
Sub total econtributions and appropriations 74.647.2 26,106.7 27,2641
Unrealized appreciation/depreciation
Appreciation/depreciation «beginning balance 3,0156 3874 7 41514
Annual unrealized gam/loss 8591 776 8 3594
Sub total unrealized oppreciaiion/depreciation 3.874,7 41514 4510.8
Total Reserved Assets—Ending Balance 28521 8 30.258.1 37.7749
Realized Farrnnos Account
Realized eammgs account beginning balance 858 5 1,4399 1,885.9
Annual realized earnings 1,781.2 1,966 3 20489
Dividend payment to the State of Alaskal (5321 (609 7 (7950)
Inflation proofing"' transfer to reserved assets (6410) (882 9) (690 9)
Other transfers toreserved assets 00 00 00
Other appropriations out of the Fund (768) (77 6) (77 6)
Realized earnings account «ending balance 1.4399 18859 2421 3
Market Value « Total Pund Invested Assets Value
Contributions Aappropriations end of year balance 24,647 2 76.106 7 27,264 1
Unrealized appreciation/depreciation end ol year balance 3,874 / 4151 4 45108
Realized earnings end of year balance (statutory earnings) 1,4399 18859 7471 3
1 und Balance (Market Value) end of year balance 79.901 7 37.144 1 34.196 3
lolal Repotted | .unmns
Annual unrealized ipnrt/los 859 1 7/08 3594
Annual realized earnings 1/HI 7 1%f» 3 70489
Reported tarnmgs 7.649 ? 77430 7.408 3

(1) DataErojected using November 1 7005 fftinuilslalemcntsnridthefAlITOOSievenuftlafecasl Colon Associates Inc's 2005
Capital market assumptions results in 761%motlan opectod total leturn data tor FY 7006and f VPCXY/

(?) Inilatum proa/mr) is n<g<Ncd try Statute. AS 3/13 175(i) and isi otcul.Hed try the stall nf tw* Permanent f und | ne inflationr.rte
used I(» FV 2000 was npi»oiaiiatety 3 5%.Cattan Assot ales Inc s in/lariunrainot 7 b% was te.ed for f Y 700/

(3) lire Permanent Fund diviloraj payment isteierikd ,v. aliat»My al fiscal y,w i*nd and is paid mu tfn* ladowvig month

lu Il 2(MtS Jirit-mii'Siwri c\ lThwk
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State Endowment Funds

8
State Endowment
Funds

This section of the revenue forecast compares important attributes of six endowment funds. The
University of Alaska endowment is included in this comparison because it is one of the Alaska’s
public endowment funds that use the annual distribution calculation method typical ofthe vast majority
of endowments in the United States and Canada/"

The fiduciary lor each of these endowment funds has the responsibility for establishing an asset*
allocation policy for the fund. The table below compares the asset-allocation policies for these

endowments.

Under the standards adopted by the Governmental Accounting Standards Board (GASB), public
funds calculate and report their income by recognizing changes in the value of securities as income,
or losses, as they occur at the end of each trading day. They do this regardless of whether the
securities are actually sold and the income, or losses, are taken or realized, All six ofthese endowments
report annual income on this basis. However, as reflected in the table on the next page, four of
them two ofthe funds administered by the Alaska Permanent fund Corporation (Alaska Permanent
Fund and Mental Health Trust Fund), and the Public School Trust and Alaska Children's Trust- use
other measures ofannual income for determining their distributions.

In determining the amount of income available for distribution each year for the two funds managed
by the Alaska Permanent Fund Corporation, gains or losses on individual investments are not recognized
until the stock or bond is sold. For calculating distributable income for the Public School Tmst and the
Alaska Children’s Trust, only interest earned and dividends received are treated as income. Gains
and losses in the value of individual investments are never recognized as income. By law, those gains

and losses remain with the principal ofthe fund.

8*1. Target Asset Allocation—State Endowment Funds
Porcont

US International tJS International Real Alternative

Cash llonrls Ronds fnumes fauities (state Investments Total
Alaska Permanent Fund 0 28 < 35 18 10 5 KD
Mental Health Trust 0 28 4 35 1B 10 5 100
Pubk School bust 0 57 0 43 0 0 0 100
Alaska Children's Trust 0 57 0 43 0 0 0 100
Power Cost f quoliration 0 37 0 46 17 0 0 100
University o Alaska! mlowment 1 25 0 32 15 5 22 100

m m.IkliwiillVKiiil(!iMlitiulli*isor4 ‘Ato!i% nf thnnuikct VillIMtnlIN'ttKloMIHftt. (SVOIUX'dfoliV.UKJ.I 1%8F(rf(l
t iNifxi.itkxiviiidy See Tiv Ford foundation At wuyinpfducnlmi/Enc*MTm*#s(Nis«Yak. NewYak, 1%0)

N
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State Endowment Funds

8-2. Calculation of Annual Income—State Endowment Funds

Alaska Permanent Fund

Mental Health Trust

Public School Trust

Alaska Children's Trust

Power Cost Equalization Endowment

University of Alaska Endowment

1?

Financial Reporting
of Income

GASB (recognize gains and losses

based on change in market value)

GASB (recognize gains and losses
based on change in market value)

GASB (recognize gams and losses
based on change in market value)

GASB (recognize gams and losses
based on chango mmarket value)

GASB (recognize gams and losses
based on change in market value)

GASB (recognize gams and losses
based on change in market value)

Distributable Income

Interest earnings * dividends paid
»gams and losses on investments
actually sold

Interest earnings * dividends paid
* gains and losses on investments
actually sold

Interest earnings ¢dividends paid;
gams and losses on value of securities
are never income, they become part

of principal

Interest earnings edividends paid;
gams and losses on value of securities
are never income, they become part

ol principal

GASB (recognize gams and losses
based on change in market value)

GASB (recognize gams and losses
based on change in market value)

M i"k.i Drfuiitmont of Royvihhe h* Division



8-3. Distributable Income Determination— State Endowment Funds

Alaska Permanent Fund
The annual distribution for the Permanent Fund Dividend follows the formula in AS 37.13.140-. 150. which specifies that

10 5% of the past five years’ total realized income shall bo paid out as dividends but also sets the limitation that the annual
distribution may never exceed 50% of tho balance inthe fund’s Realized Earning Account (RTA). The 50% limitation has

never been triggered.

Mental Health Trust
The Mental Health Trust Board adopted a policy, beginningin TY 2001, to distribute 3 5% a year ol the market value of

the fund's total assets. The distribution rate had been 3% for FY 1996-1998 and 3.25% for FY 1999-2000 Because of
recent declines in market value, the board is exploring a redefinition of "principal* so that losses in market value would be
proportionally allocated to the principal account and the earnings account rather than assigning the entire value of any

losses to the earning account.

Public School Trust
The annual distribution is 4 75% of a five-year moving average of the fund's principal market value so long as that amount

does not exceed the interest and dividend earnings available in the earnings account | he trust has accumulated a
sizable earnings account balance, providing a cushion for the fund to maintain its annual distributions in a sustained bear

market

Alaska Children’s Trust
The annual distribution is *1 75% of a five-year moving average of the fund principal's market value so long asthal amount

docs not exceed the interest and dividend earnings available in the earnings account. | he trust has accumulated a
sizable earnings .account balance, providing a cushion for the fund to maintain its annual distributions in a sustained beat

market

Pew rf Cost Fqualization Fndowrncnt
1he annual distribution is 1%of the fund's marketvalue For the initial transition years, state statute specifies that the fund

shat! use the market value on February 1 for tho subsequent fiscal year’s distribution | hereafter, the lund is to distribute
each year /% of the monthly average market value for a sp<»cified 36-month period

University of Alaska Endowment
| he annual distribution is 6% ol a five year moving average ol the market value of the fund

| till <W 5 [7cv«vrue Source-, Boo*



8-4. Inflation-Proofing Procedures—State Endowment Funds

Alaska Permanent Fund
An annual appropriation (..needed toinflation proof the principal ol the Permanent Fund (but not the accumulated earnings)

pursuant toAS 37.13 145. Tho legislative appropriation requires a transfer fromtho Realized Earnings Account tothe fund's
principal an amount equal to the calculated U.S. Consumer Price Index’s effect on the value of the principal, comprised of
oil and gas royalty contributions and legislative appropriations. The Alaska Permanent Fund Corporation's Trustees have
proposed a constitutional amendment that would inflation proof the entire fund—the principal and accumulated earnings—by
limiting the annual distribution of earnings to 5% of a five-year moving average of the market value of the fund.

Mental Health Trust
| he Mental Health Trust Authority husudopted two policies toinflation proof the fund first, it limits distributions to 3.5% of
the fund's market value (I he authority's ultimate goal, after further building up the principal, is to distribute 5% of the fund's
market value each year, which would still allow enough retained earnings to inflation proof the fund.) Second, the authority
also has adopted a policy transferring money fromtrie reserve account to the principal whenever the reserve exceeds four

times the annual neome distribution, to help build up the fund's principal

Public School Trust
The asset-altocatron pohcy is such that - when combined with the requirement that the fund's capital gams and losses remain

pan of the principal-the retained capital gams arc adequate toinflation proof the fund

Alaska Children’s Trust
Ihoa.V « allocation po'<y is such that—when combined with the requirement that the fund's capital gains and losses remain

part of the principal-the retained capital gams ate adequate io inflation proof the fund

Power Cost Equalization Endowment
The legislature, mselecting a 7% distribution policy expiessly elected not lo mfiaiion pioof this fund, butiatfieitodistnbute

all. or almost all, of itsantiopatod annual earnings
University of Alaska Endowment

The university’s distribution policy of 5% of the moving five year average of the fund's market value should allow for
i etamod earnings to inflation pi oof the fund

AlisAi
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Pub lic Corporations & the University of Al aska

9.

Pub lic Corporations
and the University
of Alaska

P ublic Corporations

The slate has established the following public corporations to carry out certain public policies:

Alaska Housing Finance Corporation (AHFC)

Alaska Industrial Development and Export Authority (AIDEA)
Alaska Energy Authority (AHA)

Alaska Student Loan Corporation (ASLC)

Alaska Municipal Bond Bank Authority (AMBBA)

Alaska Aerospace Development Corporation

Alaska Railroad Corporation

= WD

No o

These seven corporations and the University of Alaska arc components of state government whose
activities are accounted for in the state’s Comprehensive Annual Financial Report separately from
the activities of primary state government. Information in this section is provided by these corporations.

Four of these corporations the Alaska Housing Finance Corporation (AIIFC), Alaska Industrial
Development Authority (AIDE A). Alaska Student | oan Corporation (ASLC) and Alaska Municipal
Bond Bank Authority (AMBBA) pay some portion of their income as at) annual "dividend" to the

state.

1he members ofthe AIDEA Hoard of Directors also serve as Board of Directors of ALA, though
AIDEA and AHA continue to exist as separate legal entities. AHA has no employees, anti AHA
contracts it' have AIDEA employees administer AHA programs. Other corporations have their own
staffs and boards. While neither the sale of bonds nor the expenditure of bond proceeds by these
corporations arc subject to the stale’s Executive Budget Act. expenditures for the day-to-day
administration of all of these corporations except the Alaska Railroad are subject to the Executive

Budget Act.

Ihe Alaska Commission on Postseeondary Education (At I’L) administers the AS! C programs. The
ASLC has no employees, and the executive director ofthe ACPH serves as the executive officer of

the ASLC.

Ihe six tables that follow in this section summarize the activities of these corporations.

il POOS AV0'/)ue .Sowers Hock



Pub lic Corporations & the University of Al aska

9-1. Public Corporations— Missions
What docs the corporation do and how docs it do it?

Alaska Housing Finance Corporation
Using proceeds from the sole of bonds backed by its cor porote assets, Al IFC purchases homo mortgages from Alaska
banks. Income from payments on these mortgages repays bond holders and odds to the corporation's income, thereby
enabling the corporation, since FY 1991, to pay an annual dividend and/or return of capital to the state, In addition to
ensuring that Alaskans, especially Alaskans of lowand moderate income and those in remote and underdeveloped areas
of the state, have adequate housing at reasonable cost, the corporation administers federally and state funded muilti-
residential, senior and low-income housing, residential energy and home weathenzation programs. In recent years, tho
legislature has authorized AHFC to finance the construction of schools. University of Alaska housing and other capital

projects identified by the legislature

Alaska Industrial Development and Export Authority
By lending money, guaranteeing loans or becoming an owner, AIDEA makes financing available for industrial, export and

other business enterprises in Alaska The corporation earns money from interest on its loans, investments, leases and
operations of its properties. The corporation has paid an annual dividend lo the state since FY 1997.

Alaska Energy Authority
AEA provides loans to utilities, communities and individuals to pay for the purci ,,se or upgrade of equipment and for bulk

fuel purchases Additionally, the agency administers the Power Cost Equalization program, subsidizing rural electric costs
with the Power Cost Equalization Endowment AE A also receives federal and state money to provide technical advice and
assistance in energy planning, emergency response management, energy infrastructure construction and conservation in
rural Alaska. AE A owns and, under contractual agreements, operates and maintains state-owned power projects, such as
Bradley Lake and die Alaska Interim

Alaska Student Loan Corporation
The Alaska Student Loan Corporation uses proceeds from bond sales to finance education loans made by the Alaska

Commission on Postsecondary Education. Loan repayments satisfy bond obligations and enhance the corporation's capital
asset tiase Alaska statutes authorize the boaul of directors to annually declare a return to tho state of a (K)rtion of its net
income | heboo'd has deciaied return ol capital payments for each year trogmmng in FY 2001 through FY 2006 Alaska
statutes also authorize the corporation to issue bonds for trie purpose of financing projects of the state | hose bonds in

aggregate may not exceed S?80 million

Alaska Municipal Bond Bank Authority
1lie Bond Bank loans money toAtaska municipal ties for capital improvement projects The hank’s target capital base, its
reserve fundsand its credit rating enable it to sell bonds at lower interest rates than the municipalities could obtain on their
own. The Bond Bank earns interest on the money it holds inreserve and has returneda dividend lo the state every year

since 1977

Alaska Aerospace Development Corporation
| (incorporation operates And maintains acommefD.il .pucepartin Kodiak. A'i * i und providescommercial tocki | vehicle

launch support services It promotes space related b jyness, research, education and economic growth in the State ol
Alaska

Alaska Railroad Corporation

| he corporation operates freight and passenger rail services between Seward and | nrbanks. including a spur Ime to
Whittier Inaddition the corporation generates revenues Iromreal estate it owns

zvaska POWMHHU of /revenue Ah Division



Pub lic Corporations & the University of Al aska

9-2. Public Corporations—State Capitalization
How did the state capitalize (he corporation?

Alaska Housing Finance Corporation
The legislature appropriated $739.9 million in cash and $292.5 million in mortgages held by the General Fund to the
corporation between 19/6 and 1984. The payments on those mortgages and additional mortgages purchased with the cash
have helped build the corporation's asset base and allow it to return some capital to the state each year. In 1993. AHFC
received an additional $27 7 millionin cash and $9.3 million inequity when the legislature merged the Alaska State Housing

Authority with tins corporation

Alaska Industrial Development and Export Authority
Between 1981 and 1991. the State of Alaska transferred various loan portfoliosworth $297.1 millionand $69 2 millionincash

tothis corporation.

Alaska Energy Authority
The legislature established the Af Ain 19/6 toFinance and operate power ixojects TIns corporation has also administered

rural energy programs at various times, including the present. Asa result ol legislatively mandated reorganizations, capital
has moved into and out of the corporation At the end of | Y 2001, this corporation reported contributed capital of $963 5

million
Alaska Student Loan Corporation

InfY 1988. the state transferred $260 million of existing student loans to this corporation Additional appropriations of cash
between FY 1988and f Y 1992totaled $46 7 million

Alaska Municipal Bond Bank Authority
Between 1976 and 1986. the legislature appropriated $18 6 million tothe Bond Bank tobe used for backing bond issues In

addition, the legislature gave the Bond Bank $2 5million m 1981 lo fund a direct loan by a municipality 11x; municipality repaid
the loan and the Bond Bank retained the approbation

Alaska Aerospace Development Corporation
Since 1993 the state tias contributed $10 9 million fromthe Science and Technology Endowment

Alaska Railroad Corporation
(tie state bought thorailroad fromtheleder.il government in 1985 1lie purchase puce of $22 / mHDnwastecordodasthe

suite’s capitals.ltxxi
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Pub lic Corporations & the University of Al aska

9-3. Public Corporations—Financial Facts, FY 2005 1

(Smillion) (Smillion)
(Smiiiion)  Assets less (Smillion) FY 2005
Total Liabilities Unrestricted Operating  Totalm

Assets  Book Value NetAssets Budget Positions

Alaska Housing Finance Corporation S$4.7G3 $1,683 $321 $43 372
Alaska Industrial Development and Export Authority $1,151 $341 $850 $7 65
Alaska Energy Authority $575 $415 $227 $20 AIDEA™
Alaska Student Loan Corporation $955 $168 $33 $9 104
Alaska Municipal Bond Bank Authority $450 $39 $12 $1 1
Alaska Aerospace Development Corporation' $103 $67 % $22 29
Alaska Railroad Corporation $516 $150 $137 $86 773

(1) Att (igutes are effective as of Juno 30.2005. except (or the Alaska Railroad wtiii.ti reports on a calendar year baste.

(2) Permanent f ull Time (PF T), Permanent Port Timo (PPT) and Tomfxxary (! MP) are included in total positions

(3) Trie Alaska Industrial Development and Export Authority (AIDEA) provides stall lor the activities ol the Alaska Energy Authority (AEA)
Asignificant portion ol AIDE As 65 member stall is engaged in AT A (xixji ams

(4) Unaudited
(6) TheAlaska Railroad reports financial data on a : -itendar year basis Assets and book value sho.vn in tins table are from audited December

31.2004. financial statements. | be operating bucgel figure slinwn luxee. lot CY 2005

9-4. Public Corporations—Revenue and Net Income, FY 2005

$ Million
FY2005

FY 2005 Operating FY 2005

Revenue Income Net Ir.omo
Alaska Housing Finance Corporation $309? $401 ($23 4)
Alaska Industrial Development and Export Authority $703 $340 $181
Alaska Energy Authority $31 8 ($23 0) ($50)
Alaska Student Loan Corporation $340 $179 $5
Alaska Municipal Bond BankAuthonty $175 $1? (SO5)
AlaskaAerospace Development Corporation $169 ($29) ($1 5
Alaska Railroad Corporationl $1295 $101 $154

(1)1 he Alaska Railroad reports (manual data no acalendar year basis CY ,'004 cover, the setomi (mil nl f y 2004 and llte lust full ii f V
2005

/b Aiismi P<xirfinerif v Remind- hi Dtvtvon



Pub lic Corporations & the University of Al aska

9-5. Public Corporations—Dividends to the State
How, ifat all, does the corporation pay dividends to tho state?

Alaska Housing Finance Corpoi ation
The Twenty-Third legislature, in 2003, enacted SCSHB 256 (the '2003 Act') which added language tothe Alaska Statutes to
modify and incorporate the Transfcr Plan. As approved and signed into law 5y the Governor, the Transfer Plan calls for annual
transfersas follows: FY 2005, $103 million; FY 2006, $103 million, TY 2007, tre?lessor of 95% net income or $103 million; FY
2008, tho lesser of 85% net income or $103 million; TY 2009 and thereafter, the lesser of '/5%of the corporation's net income

or $103 miillion.

Alaska Industrial Development and Export Authority
By statute. AIDEA must make available to the state each year not less than 25% md not more than 50% of its total net income
for abase year, defined as the year two years poor tothe dividend year. The dioJcod is further limited to no more than the total
amount of its UNrestrictedno\ income in the base year (AS <1488 088) Net income is defined in the statutes.

Alaska Energy Authority
AEA does riot pay a dividend or return capital to the state on a regular basis However, ini Y 2000 this corporation returned

$55 6 million of contributed capital to the RailOell F nergy Fund and the General Fund.

Alaska Student Loan Corporation
TIns corporation, at the discretion of its board of directors, may make available tothe stale a return of contributed capital or
dividend for any base year inwinch the net income of the corporation is $2 million or more A base year is defined as the year
two years before the payment year If the board auti.on/os a payment, it must be between 10% and 35% of net income for the
base year (AS 14 42 295) fhe corporation may also issue bonds in an aggregate amount not to exceed $280 miillion, for the
purpose of financing fxoji rets of the state as those projects may be identified by law (AS 14 4? 220)

Alaska Municipal Bond Bank Authority
By statute, the Bond Bank annually returns earnings or income ol its reserve fund, in excess of expenses, to the state

Alaska Aerospace Development Corporation
AADC does not p <ya dividend or return capital to the state

Alaska Railroad Corporation
| tie corporation dorrs not pay a cash dividend to theGoneral f und

Itil ,00‘jIfownin’ sources ffoo*



Pub lic Corporations & the University of Al aska

9-6. Public Corporations—Operating Expenses and Dividends

S Million
Operating Expenses
Subject to the Executive BudgetAct
Actual Budget
FY 2005 FY 2006

Alaska Housing Finance Corporation $39.8 $43.2
Alaska Industrial Development and Export Authority $6.4 $74
Alaska Energy Authority $19.1 $234
Alaska Student Loan Corporation $9.4 $10.6
Alaska Municipal Bond Bank Authority $0.6 $0.7
Alaska Aerospace Development Corporation $198 S234
Alaska Railroad Corporation na na

Dividends and/or
Return of Capital
Actual Budget
FY 2005 FY 2006

$103.0"» $103.0

$22.0 $88
na ria

$80.6 $88.1
$08 $1.2
na na
na na

() Thisfigure reflects the provisionin AS 18 56 089. that $103 millionwill txr t/.inlerredtomo slate each year though Fiscal 2006.
Because some al tins money Is earmarked tor multi-year capital projects, actual cash transfers inany given year may vary

University of A las k a

9-7. University of Alaska

SMion J m»on J fNhun S miitwi
| jnds and Facilities  lotal Assets Unrestricted fY 2006

June 30 2005 June 30 2005 Not Assets  Oneratmo Budget

S/37 3™ $1.0513 $409 >714 3

(1jlr* lodes ririmuiKKiuf Sj-4M9rx¢on

FY 2006 ™
lotal Positions

4.045

(?) Permanent Fui limo(Pf I). Permanent Part Thie(PPI1) Aw Tiwiporafy (fMJ")aicntfudtxl mtotal positions

Atauka OvihvtnuftUot RnviiiM' fat avvon
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R evenue. A * 1

Glossary of Terms used in this Revenue Sources Book

Constitutional Budget Reserve Func); Created by voters in 1990, the Constitutional Budget Reserve fund receives proceeds
from settlements of oil, gas, and mining tax and royalty disputes. The legislature may, with a three-quarters majority vote in each
chamber, withdraw money from the fund.

Federal Revenue: When tho federal government gives money to states, it restricts how that money can be used. Highway and
airport construction funds, Medicaid and educaticn funding cannot be used for other purposes. In addition to restricting how
the money is spent, the federal government often requires state: o put up matching funds lo qualify for tho federal funding.

General Fund Revenue: General Fund Revenue has different meanings in different contexts. In the state's official financial
reports, General Fund Revenue is used to designate the sum of Unrestricted General Purpose Revenue, General Fund
subaccount revenue, pi gram receipts and federal dollars spent through the General Fund. In budget-writing context, General
Fund revenue has a definition similar to Unrestricted General Purpose Revenue.

General lund linn'strii ted Revenue: Revenue designated as General Fund in thestale accounting system (AKSAS), with
certain adjustments. This includes some of the revenue we show as restricted in this report, such as shared taxes or Alaska

Marine Highway System revenues.

Permanent Fund GASB (or Market) Income: Under standards adopted by the Governmental Accounting Standards Board, the
Permanent Tuno's income—and that of any other government fund—is the difference between the purchase price of the
investments and their market value at a given point in time, plus any dividends, interest or rent earned on those investments.
Under GASB standards, tho Permanent Fund does not have to sell the investment to count the gam or loss as it changes value.
It is called 'marking to market," that is, measuring the value of the fund’ investments by the current market price. This can
produce a much different picture than Permanent Fund statutory income, which docs not reflect fluctuating investment values

until the assets arc sold.

Permanent Fund Statutory Income. The annual fVmanont Fund dividend is based on statutory income This is the sum of
realized gains and losses of all Permanent fund investment transactions during the "car, plus interest, dividends and rents
earned try the fund Though the legislature may appropriate the earnings for any purpose it chooses, tho historical practice has
been to restrict the use of realized income to dividends and inflation proofing, and then either leave tho excess in the Realized
Earnings Account or transfer it to the principal of die Permanent fund.

Resinned Program Ri-n'mis This revenue is earmarked in state statute or by contract forspecific purposes and is usually
appropriated back to the program that generated die revenue Examples include University of Alaska tuition payments, marine
highway receipts, payments to various revolving loan funds and public corporation receipts. Some ol this revenue is actually
dedicated as a consequence of the provisions cf Article 18. Section 11 ol the Alaska Constitution T,. »enir..r.der, while
statutorily earmarked, may bo appropriated to purposes other than those reflected in statute if the legislature so unw”

Restnr tod Revenue Revenue restricted by the constitution, state or federal lav/, trust or debt restrictions or customary practice
Iho legislature can at any time remove restrictions that are solely imposed by either Alaska statute or customary practice
Program receipts, revenues allocated to subaccounts ol the General fund. and General Tund revenues customarily shared
with other entities, are all considered restricted General fund revenues for the purposes of dns rejKvt

Unrestricted General Phukim*Revenue Revenue not restricted by the constitution, state oi federal law. trust or debt
restrictions or customary practice Most legislative and public debate over the budget each year centers on this category ol
revenue In deriving this figure from General 1und Umestnctod Revenues, a? have excluded customarily restricted revenues

such as shared taxes and marine highway receipts

8? ANiNKil Oiy=,i/f/rHif »/ /\is<we Ln iWwun
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Revenue. A *2

General Fund Unrestricted revenue Sensitivity matrices

$ Million
FY 2006 FY 2007 FY 2008

ANS Oil + NGLs ANS Oil « NGLs ANS Oil +NGLs

S/barrel Million barrels/ day S/barrel Million barrels/ day S/barrel Million barrels/ day

0 800 0 850 0900 0 800 0850 0.900 0800 0850 0900

25 2.070 2.080 2.090 25 1.870 1,930 1,980 25 1,770 1,820 1.880
26 2.100 2110 2.130 26 1920 1,980 2.040 26 1,810 1,870 1,930
27 2.130 2,140 2.160 27 1970 2,030 2,090 27 1,860 1.920 1.930
28 2170 2,190 2210 28 2010 2.080 2.150 28 1910 1970 2,030
29 2°\20 2.250 2.270 29 2,060 2.130 2.200 29 1.950 20™M 2,090
30 2270 2.300 2.330 30 2110 2.180 2.250 30 2.000 2,070 2140
31 2.320 2.350 2.390 3 2.160 2.230 2.310 31 2.050 2120 2190
32 2370 2410 2450 32 2.200 2,280 2,360 32 2.090 2170 2240
33 2.420 2.460 2.500 3 2.250 2.330 2410 33 2.140 2220 2.300
A 2.460 2510 2.560 7] 2.300 2.380 2470 7 2,180 2270 2,350
35 2510 2570 2.620 35 2.350 2.440 2,520 35 2,230 2320 2400
36 2.560 2.620 2,680 36 2,400 2.490 2.580 36 2.280 2,360 2450
37 2,610 2,670 2.740 37 2.440 2.540 2.630 37 2,320 2410 2,500
338 2,660 2.730 2.790 38 2,490 2,590 2,680 38 2,370 2460 2,560
39 2.710 2.780 2.850 39 2.540 2.640 2.740 39 2,420 2510 2610
40 2.750 2.830 2.910 40 2.590 2,690 2,790 40 2,460 2560 2.660
a1 2.800 2.890 2,9/0 4 2.640 2.740 2,850 41 2510 2610 2710
42 2,850 2,940 3,030 42 2,680 2790  2.900 42 2560 2660 2770
43 2.CJ0 2.990 3.090 43 2.730 2.840 2/50 43 2.600 2710 2820
44 2,950 3,050 3,140 44 2.780 2.890 3.010 44 7.650 2760 2870
45 3.000 3100 3.200 45 2,830 2940 3.060 45 2700 2810 2920
46 3.050 3,150 3260 46 2,880 3.000 3.120 46 2.740 2860 2970
47 3.090 3200 3.310 a4/ 2.920 3.050 3,170 a7 2.790 2910 3.030
4B 3,140 3,260 3.370 48 2.9/0 3,100 3220 48 2.830 2960 3.080
49 3.190 3,310 3.430 49 3.020 3.150 3,280 49 2.880 3010 3130
50 3,240 3,360 3.490 50 3.0/0 3.200 3.330 50 2.930 3060 3180
51 3,290 3.420 3.550 51 3.110 3,250 3,390 51 2.9/0 3100 3.240
52 3.340 3470 3.600 52 3.160 3.300 3.440 52 3020 3150 3.790
53 3390 3.520 3.660 53 3.210 3,350 3490 53 3.0/0 3200 3.340
54 3430 3,580 3720 4 3760 3.400 3.550 4 3110 3250 3390
55 3,480 3.630 3,700 55 3.310 3450 3.600 55 3.100 3300 3450
56 3530 3.080 3840 56 3.350 3.500 3660 56 3.210 3350 3500
57 3,580 3.740 3890 57 3400 3.560 3.710 57 3.250 3400 3550
58 3630 3.790 3,950 58 3.450 3.610 3.760 58 3.300 3450 3,600
59 3680 ) 840 4010 59 3.500 3.660 3.820 59 3.350 3500 3.650
00 3730 3900 4.070 60 3.550 3./10 3.870 60 3390 3550 3710

UwVIWAITT*slioniu=>i,>h700f>[»t'c.i\l. Imovny Sl rtanQein ANSnutKml, ifos,AtaUuiicwnoo*!'nbonl S&Onuniart -iluiKK’ cxifnancmtinuo
rugmt« Kk i\iiy diyif Ihoyv

f in/005 Rtmntuo Som cvS JAX*
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R evenue. A - 3

Historical General Fund Unrestricted Revenuelll
(includos Revenue Ref lected os Restricted in this report)

$Million

in m H ih in in
rv 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
TAX REVENUE

Property Tax 56.0 53.6 51.3 48.8 45.0 45.1 49.6 48.7 47.3 425

Sales/Use
Alcoholic Beverages 1?0 116 118 122 127 170 129 253 328 34.0
Tobacco Products 142 137 154 157 163 163 155 163 160 262
Insurance Premium 782 284 337 784 287 322 374 433 481 529
Electric and Telephone Cooperative 25 27 23 37 32 33 31 37 4.0 40
Motor Fuel TaxQL 37.7 353 356 378 421 375 40.2 374 414 396
Vehicle Rental/ Tue Tax 00 no on 00 00 00 oil no 35 11
Total 94.6 91.7 98.8 97.3 103.0 101.3 109.1 126.0 145.8 166.4
Income Tax
Corporation General 533 48 4 534 538 56 3 595 534 a/ 7 396 618
Corporation Petroleum 1/37 769 4 700 1 M51 16?2/ 3381 1784 1511 7988 5740
Total 227.0 317.8 253.5 198.9 219.0 397.6 231.8 198.8 338.4 585.8
Production Tax
Qil and Gas Production 77117 90/0 564 4 3586 6932 6944 486 7 5898 6477 8549
Oil and Gas Conservation 18 17 16 14 00 00 00 00 00 00
Oil and Gas Hazardous Release 131 179 118 111 95 94 96 12 97 83

Total 787.2 921.6 577.8 371.1 702.7 703.8 496.3 5990 6519  863.2

Olhcr Natural Resource Tax

Salmon and Seafood Maikeimg 8b 76 56 53 7? 5.7 48 44 50 55
Salmon | nhartcement 5? 4? 47 39 53 36 37 74 30 38
[live 1ishnry Management 00 00 00 00 02 0? 02 02 00 00
Fisheocs Business 387 310 785 259 369 305 253 260 793 259
Fish t nndmg n 12 38 59 12 12 H 98 69 Si
Total 59.1 50.1 42.1 41.0 54.7 47.3 41.1 42.8 44.2 43.3
Other Tax
Plate 17 17 55 17 75 77 31 17 73 15
Other n 2i 39 n 59 12 21 30 15 us
Total 4.2 4.1 9.4 46 8.4 7.0 6.3 4.2 7.9 14.3
TOTAI TAX REVENUE 1.228.1 11,4389 1,032.9 761.7 1.137.8 13021 9342 11,0195 11,7355 11,7155

Ikl » 11 |
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FALL 2005 APPENTUDICES

Historica |l General Fund Unrestricted Revenue (continuocjirom prior pngo)

(incluclos Revenue Ref lected as Restricted inthisreport)
$ Million

in n m @ B n
FY 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

NON TAX REVENUE

Licenses and Permits 60.9 69.0 74.6 63.7 69.2 37.3 42.2 336 41.8 42.7

Intergovernmental Receipts

Federal Shared Revenues 1.0 20 22 0.8 1.0 0.3 0.1 0.0 0.0 0.0
Charges for Services
Marine Highways 385 386 371 388 383 376 322 415 436 456
Oilier 369 395 349 38 437 270 191 139 ni1 179
Total 754 781 72.0 70.6 82.0 64.6 513 554 54.7 635
Fines and Forefeitures 94 82 37.7 125 46.2 33.6 6.6 7.0 16.0 88
Rents and Royalties
Bonuses. Rentsjnd Interestll m 69 74 230 256 4.0 71 146 9.6 104 121
Oil and Gas Royalties 642.2 759 2 494 3226 727.9 7810 1012 830.7 10457 14010
Timber Sales 15 19 .8 03 03 04 02 00 02 01
Other £1 86 in 106 Hi 105 Hi LZ 76 145
Total 658.7 7771 512.3 359.1 741.6 799.0 605.1 846.5 10639 1427.7
Investment Earningsil 64.1 771 60.6 46.5 481 788 431 59.0 9.7 247
Miscellaneous Revenue 35.8 44.6 335 37.3 271 34.9 423 94 19.2 17.1
Sub-Total NON TAX REVENUE 9053 1.056.1 792.9 5905 1.0152 1.0485 790.7 10109 1.2053 15845
Petroleum Special Settlerments 00 00 00 00 00 00 OH 00 00 00
TO1AL NON TAX REVENUE 905.3 1.056.1 7929 5905 1.0152 10485 790.7 1.0109 12053 15845
TOTAL TAX REVENUE 12281 14389 10329 7617 11328 1,302.1 9342 10195 12355 17155
TOTALGENtRAI NJND
UNRESTRICT i) REVENUE 21334 24950 18258 13522 21480 2350.6 1,7249 20304 24408 3.300.0
(1) Aonplcto summary ot historical General Fund urvesintlrclrpviciac’ tan be found on UK | an 2w*0 .U Hip/Mvkwtu« Mile ok Wb

1?) Allo* FY <000. ,i«itKt' i* supported services Otoi»r.turtoo

(JIMoici (ucll.iMnciJdtkrv aviation. rugtwayimd marine

|43 Tr»” ' (j» tinjice»“».vi'|nT:.'wiiyi om (i.rd (4 prtfmli>/n

(5) Startingin FY7001 mtm'st I'.vrvngsaii'HVluiiil in i»l nndgas myall*"..mil «t (mil'll flivniuvflMnienlli.MOuti

FIHXK)E Pvevevir: Soul O (1o,
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R evenue. A -4 a

Historical General Fund Unrestricted Petroleum revenuelll

$ Mill ion

FY 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Corporation Petroleum Tax 1/3.7 2694 200.1 1451 1627 3381 1784 1511 . 88 524.0
Production Tax 787.2 921.6 5778 3711 70. ? 7038 496.3 599.0 651.9 863 2
Petroleumn Properly Tax 56 0 536 51.3 48.8 450 451 49,6 48.7 47.3 425
Reserve Tax 0.0 0.0 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0
Oil and Royalties( 422 759.2 4804 3226 727 9 7810 581.2 830.7 10457 14010
Bonuses, Rents and Interest 6.9 74 230 256 40 71 146 9.6 104 121
Petroleum Special Settlements™ (o]0] 00 00 00 00 00 00 00 00 00

Total Petroleum Revenue 1,666.0 20112 13326 9132 16423 18751 13201 16391 20541 28428

Cumulative Total Petroleum Revenue 142,332 2 44,3434 456760 46,589.2 48,2315 50,1066 51.426.7 53,0658 55.1199 57,967.2

Total General Fund
Unrestricted Revenue 21334 24950 18258 13522 21480 23506 17249 20304 24408 3,300.0

% Petroleum Revenue 78% 81% 73% 68% 76% 80% 76% 81% 84% 86%

(1A ii(ii))Irtosummarya(bluncilGon<tiilhjiwdutvit™ liMEIrdpdivit unlit. VifVacani IoGnilonlK*T:*)vivonsantssio<il imp7ivmwi,u «Inladikvn
(21 Koy.iUss, (wim/sc. ciixtii I iiif riel of Petnmnent (und. Put*c ScHbof f widl conntHitnmand Constilutiaial Budtict Reserve | und (CliRI) depove.

(J) 1nese c.itiijoiw's are pnmmrty composed otpctrotcumrevenue

(4) Revenue sinw*n fx.rc is not ‘.ulj)cct to deposit in tiwiCORI  Ail XK Ui« m -fticntenls Jirede puted in DMmCBRF

(5) ItrtaWoMicw Ilu'jr/icjl])ct;iilc.,uniii'Venuofty 1Y IKK)7005 Thpi:umulLitivMpetroleum revenuetotalis basixt on revenue bexjinrwigin FY 1959

Anex, i Nap<ittiMiii ol Ntrsnwe I Division
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R evenue. A -40

Forecasted Genera | Fund Unrestricted Petroleum revenue

$ Million
FY 200G 2007 2008 2009 2010 2011 2012 2013 2014 2015
Corporation Petroleum Tax 525.1 444.1 354.3 1915 187.9 190.7 1891 1849 1829 1778
Production Tax 1.130.8 891.6 714.8 399.7 385.2 360.5 338.8 3099 2839 266.5
Petroleum Property Tax 425 36.7 362 36.2 35.6 344 341 339 33.6 336
Reserve Tax 0.0 0.0 00 0.0 0.0 00 00 00 0.0 0.0
Royalties'~1 17074 13640 1,0769 5890 577.4 5458 523.0 489.2 450.7 440 4
Bonuses, Rents A Interest 0'* 211 335 146 124 119 121 115 131 169 128
Petroleumn Special Settlements™ 0.0 0.0 0.0 00 0.0 00 0.0 0.0 00 0.0
Total Petroleum Revenue 34269 27699 21968 12288 11980 11436 10964 10311 977.1 9311

Cumulative TOTAL Petroleum Revenue 61,389 7 64.159.5 66.356.3 67,585.1 68.783 1 69,926.7 710231 72054 2 73.0313 739G23

Total General Fund
Unrestricted Revenue 3,809.7 3,139.3 25719 16068 15783 15268 14834 14215 13709 13289

% Petroleum Revenue 90% 88% 85% 76% 70% 75% 74% 73% 71% 70%

UIA completesummaryd histcxicul General | und unrestnr led ixrtioicumievemH; ran tv (mind on Itn> | n« Division's v«Ovie ill dttp7/www t.n Male ok us
(7) Royalties. bonusosandrcnts wo not ot | 'ermanent t und, Pubhc School | und conUiUxiMr.and ConsMutional Budget Remove | und (CUR1) detxrJts

(3) 1hose categories are (mmnnty composed ot jiotiataum ri.vwwu
(4) Revenue sliownhac is not sutyccl la deposit m the CORF. All otlK>f tax settlements rvedcposnod m Uxj CBRI
(’>)2L’I.vstable-3xnvA|..v|o iii.il(veoletirHc'vvnuo totf Y 1996 2005 | |ieCUI'TU|aﬂVepIVOteuniiovenuelniiili'. lwv'donfe-.i.Tnx. txtrimniiinf V 1959

ftill '005 RrvtiHM! Source-. Book
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R evenue. A - 5 a

Historica |l Potro leum Production Tax & Roya lty Revenue"l

$ Million

FY 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Alaska North Slope

Oil Royalty -netw 595.5 7355 4412 2979 6584 7974 546.5 8275 9591 13004
Qil Production Tax 7136 8689 5452 3280 632 6 667.1 444.5 .19+, 594 5 7873
Conservation Tax/ Exploration Incentive QL 18 17 15 14 01 0.0 00 00 0.0 (30.0)
Hazardous Release Fund 130 1?76 113 105 94 90 90 9.0 96 82
Gas Royalty (Net of PF APSF, under HB 11) 1.0 11 0.8 08 0.9 10 13 32 6.6 6.7
Gas Production Tax (includes gas NGL's) 259 32.0 186 114 223 203 93 127 176 305

Subtotal 13508 16519 10187 6500 13238 14948 10106 14020 15873 21032

Cook Inlet

Qil Royally = netQL 188 212 135 102 15 274 188 24 2 260 292
Qil Production lax 00 00 0.0 00 00 00 00 00 00 00
Conservation Tax/ Exploration IncentivelU 01 01 01 01 0.0 00 00 0.0 0.0 00
Hazardous Release Fund 04 03 03 03 03 02 0.3 0.3 02 02
Gas Royalty (No: cl PF APSF. under HB 11) 196 224 209 183 194 305 252 234 392 a1
GisPioduclion Tax 154 182 184 132 160 179 234 230 241 24 4

Subtotal 54.2 622 532 422 552 75.9 67.7 709 90.1 85.0

Total Alaska

Qil Royalty - not*7 614.3 756.8 4548 3081 6780 824 / 6653 8618 'JBaO 13296
Oil Production lax 7136 868 9 5452 3280 6326 667.1 444 6 5496 594 6 787 3
Conservation Tax/ Exploration Incentive " 19 1/ 16 15 01 00 00 00 00 (300)
Hazardous Release Tund 134 130 116 109 97 9? 93 9? 98 84
Gas Royalty (Net of Pf 7. PSF.under HB 11) 206 235 217 191 203 315 204 266 45 7 378
Gas Production lax (includes gas NGt’s) 41?2 50? 3/0 24/ 383 381 32/ 3BH7 423 650

Total Alaska 14050 17140 10719 6922 13790 15707 10783 14729 16774 21882

(1) A{V™d" A Saand b prirvtde ,itxe.ikoutol Alaska N ulli' iif»'and Cook witiKI*m.iyfxrfrn.ilid” AKSASrumtrxn*.mt.iMc*.trwinK)ticnil Revenue

Sources Book AcumpMo summary ol tvji*ic al i/'voMni: li-d |* eduction tax and ruyaity revenuecannofoundr Oel.uDrvision'swebsitcal imp Il

iww U« ak us
(?) U»i'sti<cti'dwl anti gasroyally revenueis ™i ol Pcfmancnt Fund (1T) and (‘like SttwxkFmvI (PSF)conesinpors
13) 1tv i'ilcrtxwt c<trie E*p*«anon Incentive C/erM lo 2010lias nut boon included mHietaWe Ttiesprnvj /OOtjixktioM ii UnmRivmuo Scxices BtxJivaXbn'ak tx4 die

celadl'd o«M aswi ll asptovule lor a Bristol Bay cjihW

A/jsA.i OvpiiitnH/nlot AWt'fiue Lit Ihmnri
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Revenue. A-5b

Forecasted Petro

$ Million

FY

Alaska North Slope
Oil Royalty *netw

leum Production Tax & Roya Ity Revenue

2006 2007 2008 2009 2010 2011

16389 13093 10277 5484 5364 516.6

Qil Production Tax 1,1150 8925 6708 3623 347.2 3215
Conservation Tax/ Exploration Incentive@. ~ (500)  (500) 00 00 00 00
llazardous Release Fund 79 78 77 77 7.7 8.0
Gas Royalty (Net of PF &PSF; under HB 11) 49 23 1.9 11 11 11
Gas Production Tax (includes gas NGL's) 316 214 157 85 85 85

Subtotal 27483 21833 17238 9280 901.0 855.8

Cook Inlet

Oil Royalty -net aL 330 258 199 112 106 100
Qil Production Tax 00 00 00 00 00 00
Conservation Tax/ Exploration Incentivel 0.0 00 00 00 00 00
llazardous Release Tund 02 02 02 02 0.2 02

Gas Royalty (Net ol Pf &PSF. under 1B 11) 306 26.6 2/4 283 292 181

Gas Production Tax
Subtotal

Total Alaska
Oil Royally *nct™
Qil Production Tax

261 197 203 209 216 223
89.9 723 67.9 60.7 61.6 50.6

16719 13351 10476 5596 5470 5266
1,1150 892 5 6708 3623 317? 3215

Conservation Tax/ Exploration Incentive 1 (500) (500) 00 00 00 00
Hazardous Release 1und 81 80 79 80 79 81
Gas Royalty (Net of PI ,1PSF. under HB 11) 355 289 293 294 303 192

Gas Production Tax (includes gas NGl s)

Subtotal

5?7 41 1 360 294 301 308
28382 22556 17917 9887 962.6 906 3

2012

4937
299 2
0.0
79
11
8ji
810.4

95
00
oo
02
187
230
514

M3?
299.2
00
81
198
315
861.7

2013

459.8

2700
0.0
7.6
11
(v

746.9

JO
0.0
00
0.2
193
237
522

«1688
2700
00
78
204
321
7991

2014

4301
2436
0.0
73
11
84
690.5

86
00
00
0.2
19.9
245
532

438 7
243 fj
00
75
210
329
7437

2015

410.5
2259
00
71
11
81

652.6

82
00
00
91
206
253
54.2

418 7
2259
00
72
217
334

706.9

(1) Appendix A 5uand h pruvuteatjr.itii.it of Alaska Nrrtti!: i. («eami ((» ** Imnin-.wx".wtix hnuynotinairliAKSASnuttibnsinlatxe (titmgfiout Revenue
Soliies Bor* Aiurnplcte summary (Vhrslw* it tew<"tiiclOf [xh1ix 1h»i(ii .uxI loyalty revenue conbe lured on Ute I ji Division'swoOMeat tifip//

wwwtai sttlo aKus

(?) Unresutctm) i»l and g.isroyaty revenuets net ot Permanent | und (P 1) und Put*«c School Tund (PSF) i ontnlxrtions
(J) 1t»ee>t(fijiooinl)eCxiiinralicn IncentiveCuhm to ?010tias ih* fvitnricluilix)hittietalii* Thes<ring2006titonvinldie Rcvumi'Sura‘'sBook wibreakoUIN*

oiputcd oed<t aswell osirovidouv a

/ all 2(X)fi RawiM*} Sources Book

Bristol Bay credit
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R evenue. A - 6 a

Historical Royalty Revenue"1
$ Million

FY 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

ALASKA NORTH SLOPE

Tola! Revenue
Qil (docs not include NPR-A royally) 8133 10057 6022 402A 8970 10995 7611 1,1420 12873 1,7456

Gas 14 15 U IQ 11 li 18 14 8j? 9Q
ANS GrossRoyalty Revenue 819.7 1,007.2 G033 4034 8982 11009 7628 1,1464 12961 1,7545

Rfvi'nur; lo Prrm.inpnt Fund F, Public School fund

al 2228 2701 160.9 104.5 2385 302.1 2146 3145 328 3 4451

Gas 04 04 03 03 03 04 05 12 22 23

ANS Revenue lo PF ft PSF 2231 270.5 161.2 104 8 2389 3025 2151 315,7 3305 447.4
General Fund Revenue

am 595.5 7355 441 2 297.9 6584 7974 546.5 8275 9591 1,3004

Gas 10 11 08 08 09 10 13 32 66 6.7

ANS Net Royally Revenue 5% 6 736.6 442 1 2986 659.4 7984 54/8 830.7 9656 1307.1

COOK INLET
1filii Revenue
ol 252 205 182 137 262 367 253 325 349 392
Gas m 300 281 74 6 260 409 338 314 576 48
Cook Inlet Gross Royalty Revenue 515 585 46 2 383 523 7/6 591 639 874 810
Ri-..mnufio Permanent | i:nd ft Puljhc School Tin n
av 04 73 46 35 07 94 64 83 89 100
Gas 07 77 /? 63 66 104 86 80 134 107
Cook Inlet Revenue lo PF &PSF 11 149 118 98 133 198 151 163 223 207
General | t:nd Revenue
O 138 212 135 10? 195 274 188 24.2 260 292
Gas 196 224 209 183 194 305 252 734 397 31
Cook Inlet Nut Royalty Revenue 314 436 #5 286 3819 57.8 440 4/6 651 o3

90 Atv,hli Dep.ittm'al otRuwtHte 7<n Ihvr,ioo



Revenue. A»6Db

Forecasted Roya Ity Revenue

$ Million

FY 2006

ALASKA NORTH SLOPE

Total Revenue
Qil (does not include NPR-A royalty) 2.199.8
Gas 66
ANS GrossRoyalty Revenue 2.206.4

Revenue to Permanent Fund A Public School Fund

01 561.0
Gas t7
ANS Revenue to PF &PSF 562.6

General Fund Revenue

ol 16389
Gas 49
ANS Net Royally Revenue 164?. 8
COOK INLET
lot/il Revenue
a 4 4
Gas 410
Cook Inlet Gross Royalty Revenue 854

Revenue to Permanent furvl A Public School 1und

(@) 113
Gits 105
Cook Inlet Revenue to PF A PSF 218

Gotipi.il Fund Revenue

al 330
Gas 306
Cook Inlet Net Royalty Revenue 63,6

1ill1005 /{iwntiti Soun i*> Hiink

2007

17574
31
1.760.5

448.1
08
4489

1.309 3
23
1,3116

347
356
703

88

11
179

258
266
524

2008

13794
25
1,3820

3518
06
3524

1,027.7
19
1.029.6

268
368
G36

68
94
162

199

ILA
473

2009

736.0
15
7375

187.7
04
1881

548 4
11
549 5

151
(MO
531

38
1
135

11?
283
396

2010

7201
15
7215

183.6
04
184 0

536 4
11
53/6

142
39?
534

36
100

136

106
292
398
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2011

693.4
15
694.9

176.8
04
1772

5166
11
517 7

134
242
377

34

67?
9,6

100
181
281

2012

662.7
15
664.2

169.0
04
169 4

493 7
11
494 8

128
250
378

33
64

96

95
18/
282

2013

617.2
15
6187

1574
04
1578

4598
11
460.9

121
259
330

31
66

9.7

90
193
283

2014

5773
15
578.8

1472
04
147.6

430.1
11
431.2

116
267
383

30
68
98

86

192
285

2015

551.0
15
552.5

1405
04
1409

4105
11

4116

110
276
386

28
70
99

8?
206
288
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Prices. B-1 3

Historica Il Nominal Crudo Oiland NaturalGas Prices()

WTI, ANS W est Coast, ANS and Cook Inlet Wellhead Crude OilPrices

$per Barre |

FY 1996 1997 1998 1999 2000 2001
WTI 1920 2254 18.03 1409 2482 3041
ANS West Coast 1774 20.90 1586 1273 2327 271.85
ANS Wellhead 1267 1643 1185 847 1905 2283
Cook Inlet Wellhead 1563 1877 1375 1053  21.08  26.93

Henry Hub and Chicago City Gate Natura | Gas Prices
Sper MM BTU

FY 1996 1997 1998 1999 2000 2001
Henry Huh 238 248 243 197 74 547
Clngaco City Gale 280 267 251 203 269 566

(1)Atcm {iiM e*.um rnjfytdiiiy(»k .(I

2002 2003 2004 2005

2380 2947 3310 4719
2178 2815 3L74 4343
1680 2316 2680 38,9
2046 2503 2789  40.26

2002 2003 2004 2005

280 462 537 618
281 467 542 616

»())e(<*i-.ran Ik* Hie 1(U OtfvC*I's*V fcVteat l«»p //>v<sv. till "(aleak US

| PiftiVlitwni of Rcvmuo | thviwn



Prices. B -1 b
Forecasted Nominal Crude Oiland Natura lGas Prices

WTI, ANS West Coast, ANSand Cook Inlet Wellhead Crude OilPrices
$ per Barrel

FY 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Wil 5965 5150 4325 2750 2750 2750 2750 2750 2750  27.50
ANS West Coast 5130 4920 4095 2550 2550 2550 2550 2550 2550  25.50
ANS Wellhead 5152 4327 3503 1954 1949 1934 1930 190/ 1882  18.69
Cook Inlet Wellhead 5497 4714 3890 2346 2349 2348 2349 2350 2350 2351

Henry Hub and Chicago City Gate Natura Il Gas Prices
$per MM BTU

FY 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Henry Hub 919 1)  G19 o028 628 62 628 628 628 628
CtiUjiico City Gate 917 176 67 625 625 625 625 G5 625 625

7.ill A Revivim? Soulri'1 littok



Prices. B -2 a
Historic” IReal2005% Crude Oiland Natura I Gas Prices

WTI, ANS West Coast, ANS and Cook Inlet Wellhead Crude OilPrices

$per Barre |

FY 1996 1997 1998 1999 2000 2001
WII 2388 2729 23 1640 2833  33.46
ANS West Coast 220/ 2530 1877 1482 2656  30.65
ANS Wellhead 1576 1989 1402 985 2175 2512
Cook Inlet Wellhead 194 2272 1G27 1225 2406  29.64

Henry Hub and Chicago City Gate Natura 1Gas Prices
$per MM BTU

FY 1996 1997 1998 1999 2000 2001

Henry Hub 297 300 287 229 302 602

Chignco City Gate 348 3 297 236 307 623
Alrki

2002

25.31
2321
17.90
2181

2002

299
2.99

2003

31.08
29.69
24 42
26.40

2003

487
492

2004

34 18
32,18
2768
2880

2004

555
560

2005

47.19
43 43
38.92
40 26

2005

6.18
616

ol Kavnntm  hi* D)ivi\uni



Prices.
Forecasted Rea l2005% Crude Oiland Natura I Gas Prices

B - .

?

b

WTI, ANS West Coast, ANS and Cook Inlet Wellhead Crude OilPrices
$per Barre |

FY

W
ANS West Const
ANS Wellhead

Cook Inlet Wellhead

2006

58.14
55.85
50.21
53 58

2007

48.92
46.74
41.10
44.78

2008

40.04
31.92
32.44
36.02

2009

24 87
2301
17.64
2117

2010

24 19
22.43
17.14
20.66

2011

23.57
21.86
1658
2013

Henry Hub and Chicago City Gate Natura Il Gas Prices
$per MM BTU

FY

Henry Hub
Ctugaco City Gate

03

Stviw* ||€1n

2006

BIG
880

2007

Mu
1.37

2008

6 28
GG

2009

567
564

2010

552
550

2011

578
536

2012
2298
21.31

1613
1962

2012

522

2013

2240
20.77
15.53
1913

2013

5 1
500

2014

21.83
20.24
14.94
1866

2014

408
4.96

2015

2121
1973
14 46
1819

2015

486
484
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Prices. B-3

Price Changes from Spring 2005 Forecast
$ per barre |

FY 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Fall 2005 Forecast

Wl 4719 5965 515C 4325 2750 2750 2750 2750 2750 2750 2750
ANS West Coast 4343 5730 4920 4095 2550 2550 2550 2550 2550 2550 2550
ANS Wellhead 3892 5152 4327 3H03 195 1949 1934 1930 1907  1C82 1869

Cook Inlet Wellhead 40.26 5497 4714 3890 2346 2349 2348 2349 2350 2350 2351

Spring 2005 Forecast
Wl 4575 4200 3710 2750 2750 2750 2750 2750 2750  27.60  27.50

ANS West Coast 4175 3860 3430 2550 2550 2550 2550 2550 2550 2553 2550
ANS Wellhead 367 3307 2866 1990 1980 1971 1951 IPau 193 1915 1890
Cook Inlet Wellhead 863 3642 3213 3% 233H 2836 283 2338 2339 2349 M 49

pt;e<'h'tnan fromprior loreca t
144 1/65 1440 157 000 000 000 000 000 000 000
ANS West Coast 108 1870 1490 1545 000 000 000 000 000 000 000
ANS Wellhead 218 1815 460 1513 (076 (072 (017) (020) (027) (033) 1021)
cook InletWellnead ~ 1G3 1855 1501 155 011 013 0’1 010 010 001 002

rent chancie from enor Tamv tst

Wi 31% 470, 38B% 5% (0. 00t o0 00w n0% 00% 00%
ANSWestCoast ~ 4.0% 48 4% 606% 00% 00% 1( 00% 00% 00% 00%
ANS Wellhead S99 55B: 509. 60% (L) (L1% (0%%) (0% (L4%) (7% (1)%)
cooklnletWen id ~ 47;i 509% I ' §67v 05% (it 05% 04% 04% 01% 01

A&falXps™oliJAtMcnxHBKnirBCTi



F FALL 2005 APPENDICES

Production. C"1

Production Changes from Spring 2005 Forecast
Mill ion Barre Is per Day

FY 20056 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Fall 2005 Forecast
ANS 091/ 0865 0843 0832 0834 0832 0853 0845 0818 0/89 0.762
Cook Inlet 0019 0018 0017 0016 0014 0014 0013 0012 0011 0011 0010
Total Alaska 093 0884 0860 0847 00849 0845 0866 0858 0829 0800 0.772
Spring 2005 Forecast
ANS Total 0920 0911 0911 0922 088 0863 080 08C 08% 0862 0833
Cook Inlet 0023 0019 0017 0016 0014 0013 0013 OOP Q011 0010 0010
AtASKA 0943 0930 0928 0936 0894 0867 083 086P 0866 0872 0847

volume r.hanon fromtv nr forecast

ANS Tota (0003) (004f) 9%% pw% (0047) (0022 (001/) (00LL) (0028) (00/3) (0071)
Cook et (0004) (0000) (0000) (0000) 0000 0000" 0000 0000 0000 0001 0001
ALASKA (000/) (0046) (0068) (0090) (0047) (0021) (00L/) (0011) (0038  (00/2) (00/0)

pweent rhanfle liom prior forecast
ANS 03 ) 150%) 175%) §9 8%} (537)  (25X) (19%) (L3%) (45%) (85%) (85%)
Cookln'et (ifid) |} < (@( 1 106-) 0. 17< 1 12+ 29% 14 4%
Total Alg'ik i (07TD) 149%) </ i 196%) (5?) (25%) (19%) (im <44) (01%) (83%)

| ,ili iOOb lurvtnhn.' Sr>ufcp% Ikx A
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R evenue S ources B ook

Forecast8CHistoricalData

Frank H. Murkowski.Governor
Wiltltiam A. Corbus, Commissioner
Larry Meyers. Acting Director
Michael D. Williams, Chief Economist
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Key Points

Prices M atter

1Y

,* Current Perception
A7V
7 IIII

m Economy FV" — -
e Demand

\Y vV
* Supply

m" Prices

Prices M atter

R etard Demand

Stimulate Additional Supplies

Alaska Dept, of Revenue, Jan 17, 2006



Perception

*Expansions fjo

mProduction

Peaking v

mDemand
Gfowth-.

. A cceleratin

Accelerating Demand,

Spar* Production Capacity

g

:

g

=
}%L/{ 3000 2001 2002 2003 2004 2006 2006
Avo

meur« HiKary OA. rrajactana ihoft-T«rm I w n A+rl ac«i

Alaska Dept, of Revenue. Jan 17. 2006



j Economic O utlook
» Intemational Monetenydrilnd
"Higher olil prices are a clear and present = -
danger,”... and "Growth in 2005 will be
; abouto 1 % points lower as a result of«

'J Katrina," said the IMF's chief economist,
Raghuram Rajan.
*Jy " “‘m*
€n
As reported by MSNBC

in Washington, DC on
. "September 21,2005. .

US G asoline D em and

a fter the lranian Crisis

Year on Year Changes

LN

o0V |

100

Alaska Dept, of Revenue, Jan 17, 2006



Supply: Oil Cost Curve

Availability of Oil as a Function of Crude Oil Price [2004 I/S$] per Barrel *

Saudi1 Plans

""These efforts include
expanding our production
fapacity from the current 11
million barrels per day
[Mmb/d] to 12.5 mmb/d by
2009 to meet future demand
and maintain spare capacity
of at least 1.5 to 2 mmb/d,"

he told delegates. ' :
. Speaking nt the World Petroleum
Congress, September 27, 2005,
Saudi Oil Minister All al-Nnoml.

Alaska Dept, of Revenue, Jan 17, 2006
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Alaska Dopt. of Revenue. Jan 17. 2006



Forecast Accuracy

Fall Price Forecast
Current Year, ANS VIC, Dollars per Barrel

Alaska Dopt. of Revenue. Jan 17, 2006



Fall Forecast Accuracy
Dollar per Barrel Over/Under Actual ANS WC Price

Fall Forecast Accuracy
Per Cent Over/Under Actual ANS WC Price






Fall 01l Production Forecasts

"ANS, Millions of BarrelsperDay ' « &
1.3

12

u
10
as
as

&

0.5

FY99 FY2000 FYO1l FY02 FYO3 fyo4 FYO5 FY06 FYo7 FYOs FYOos FY10

.Conclusions

iPrices
m Possibly Iljlnbiased
m Average biffereqces 7.6%

m Better than Others »

Volum es (J ...rigghb

mB iased-High

Alaska Dept, of Revenue, Jan 17, 2006



