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Treasury oversees $24.9 billion.

. Retirement (ARMB) funds (~ $15 billion).

. Defined contribution funds (~$2.5 billion).

. Other state funds (^$7.4 billion).

Treasury manages the cash needs of the State and ARMB.

Treasury manages the ARMB domestic fixed income assets (^$2.7 billion).

Treasury manages the ARMB real estate investment trust assets (^$125 
million).

Treasury also manages three fixed income investment options for the Alaska 
Student Loan Corporation (^$95 million).

. Two intermediate bond portfolios.

. One managed against the Lehman Aggregate Index, less BBB securities.
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Internally Managed Portfolio Returns

through Septem ber 30,2006

Fund Fund Name Market Value 1 yr 2yr 3yr 5yr

AY70 SHORT-TERM FIXED INCOME $2,582,831,472.06 4.95 3.31 3.04 2.57
91 DAY T-BILL 4.50 3.56 2.73 2.30

AY72 INTERMEDIATE TERM FIXED INCOME 3,194,628,112.17 4.09 2.82 2.53 3.43
ML 1-5 YR GOV 3.70 2.29 2.00 3.18

AY73 BROAD MKT FIXED INCOME 1,077,207,815.11 4.13 3.70 3.89 5.08
LB AGGREGATE 3.67 3.23 3.38 4.81

AY77 ARM BOARD FIXED INCOME 2,682,706,242.2 4.28 3.84 3.93 5.08
LB AGGREGATE 3.67 3.23 3.38 4.81

AYT1 ORIGINATION FEE 20,906,018.33 3.91 3.51
LB AGGREGATE A+ 3.70 3.25

AYT2 SURPLUS 75,153,975.56 3.70 2.44
ML 1-5 YR GOV 3.70 2.29

AYT3 BORROWER BENEFITS 2,716,898.6 3.80 2.52
ML 1-5 YR GOV 3.70 2.29

Source: State Street
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Non-Retirement Investment Returns -  Annualized
mber 30. 2006
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FUND NAME M arke t Va lue 1 Year 3 Years 5 Years
GENERAL INVESTMENTS FUND S 3,044,124,592 4.43% 2.85% 3.09%
CONSTITUTIONAL BUDGET RESERVE 1,898,870,859 4.51 2.98 3.80
PERMANENT FUND DIV HLDG 702,604,132 4.94 2.97
CBRF SUBACCOUNT 512,371,173 9.26 10.46 8.02
PUBLIC SCHOOL TRUST FUND-PRINCIPAL 335,097,318 6.85 7.83 6.58
PCE ENDOWMENT FUND 180,029,944 9.23 10.77 8.01
RETIREE HEALTH INSURANCE FUND 170,432,050 4.68 3.34 3.95
RETIREE LTC INSURANCE 137,538,540 9.17 10.83 8.10
EVOS RESEARCH INVESTMENT 115,919,431 9.23 10.55 7.99
INTL AIRPORT REV FUND 89,500,351 4.39 2.71 3.33
UNIVERSITY OF ALASKA 49,677,988 7.40 7.73 5.89
TRANSPORTATION PROJECT 49,468,294 4.94 3.03
ANCHORAGE INTL AIRPORT SERIES 2002 B NON-AMT 48,543,593 4.96 2.91
ANCHORAGE INTL AIRPORT DEVELOPMENT 46,328,656 4.13
EDUCATION & MUSEUM FACILITY 44,928,871 4.95 3.03
EVOS KONIAG INVESTMENT FUND 43,618,245 9.17 10.58
EVOS HABITAT INVESTMENT FUND 36,501,215 9.17 10.62
AK MENTAL HEALTH TRUST RESERVE 30,992,697 6.08 3.18
ACCEL AK TRANS 27,561,539 4.95 3.03
ANCHORAGE INTL AIRPORT SERIES 2002 RESERVE ACCT 13,623,739 5.06 3.57
PUBLIC SCHOOL TRUST FUND- INCOME 12,122,222 4.94 3.04 2.58
ALASKA CHILDREN'S TRUST FUND-PRINCIPAL 11,076,490 6.46 7.62 6.68
SERIES B PROJECT ACCT NON-AMT 10,639,213 4.94
INVESTMENT LOSS TRUST FUND 10,400,410 4.95 3.04 2.57
ANCHORAGE INTL AIRPORT SERIES 2002 A AMT CONST FD 6,487,705 4.95 2.89
ANCHORAGE INTL AIRPORT NON-AMT CONSTRUCTION FUND 4,393,818 5.08 3.03 3.13
ANCHORAGE INTL AIRPORT AMT CONSTRUCTION FUND 4,387,985 7.69 3.88 3.67
SERIES 2003A AMT CONSTR BOND 4,014,906 4.99
SERIES A RESERVE AMT 3,934,476 4.95
SUP. BENEFITS SYS TRUST 1,540,656 4.93 3.06 2.63
SERIES 1999C AMT BOND 671,729 7.97 3.95 3.68
INTL AIRPORT REPAIR ACCOUNT 506,962 4.95 3.04 2.57
ALASKA CHILDREN’S TRUST FUND - INCOME 364,619 4.95 3.04 2.56
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September 30, 2006

Effective AvgT rgt Actual Target Manager Asset 
Asset Class  Weight Weight Return Return Effect Allocation
Domestic Equity 
Domestic Fixed-Income 
High Yield 
Real Estate 
International Equity

Private Equity 
Absolute Return 
Other

38% 36% 9 .7 1% 10 .74% (0 .39%) 0.00
2 1% 23% 4 .3 1% 3 .67% 0 .14% 0 .19%

2% 2% 7 .02% 7 .90% (0 .02%) 0 .0 1%
10% 9% 18 .31% 18 .46% 0 .0 1% 0 .05%
17% 15% 20 .75% 19 .32% 0 .26% 0 .24%
3% 2% 1 .62% 2 .02% (0 .02%) (0 . 12%)

5% 6% 18 .44% 13 .36% 0 .26% (0 .02%)

3% 3% 7 .65% 8.9 1% (0 .03%) 0 .03%
1% 3% 12 .30% 6 .75% 0 .04% 0 .13%

Total 11 .4 6 %  = 10.71%  + 0.22% + 0 .5 1%
* Current Quarter Taraet= 30.0% S&P 500,20.0%  L /B A ss . 14.0% M S C I E A fE  Index. 9.0%  N CR E 1F  Total Index, 6 .0%  Russell 2000.4.0%  Libor-1 
M o n tM .0 % , 3.0%  CPI-W+5.0%, 2 .3%  M SCI EAFE Index”. 2 .3%  S&P 300.2 .3%  Russell 2000.2.0%  M L  Hi Yld Cash Pay Index, 2.0%  Cili Non-US Gvt Bd Ids
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F IS C A L  N O T E

STATE OF ALASKA
2006 LEGISLATIVE SESSION

Revision Dale/T ime (Nole if correction):_________________
Title An Aot Relating to the Production Tax on

Fiscal Note Number: 

Bill Version:
(S) Publish Date:

CCS SB 2001
6/8/2006

Oil and Gas

Dept. Affected: _______________ Revenue
'R D U  Tax and Treasury________
Componont Tax_____________________

Sponsor
Requester

Rules Committee
Senate Finance

E xpend itu re s /R e venue s

Component No.

( T h o u s a n d s  o f  D o l l a r s )
2476

Nole: Amounts do not include inflation unless otherw ise noted below.
OPERATING EXPENDITURES FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012

Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
M iscellaneous |OH office, etc]

875.0 892.5 910.4 928.6 947.1 966.1

875.0 587.9 118.2 118.6 121.0 123.<1
42.0

53.0 53.0 53.0 53.0 53.0 53.0
TOTAL OPERATING 1,845.0 1,533.4 1,081.6 1,100.2 1,121.1 1,142.5

CAP ITAL EXPENDITURES

CHANGE IN REVENUES ( ) \See analysis section
FUND SOURCE (Thousands o f Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Montal Health
O ther (Specify Type--Do not abbreviate)

1,845.0 1.533.4 1,081.6 1.100.2 1.121.1 1,142.5

TOTAL 1,845.0 1,533.4 1.081.6 1,100.2 1,121.1 1,142.5

Estim a te o f any cu rro n t yea r (FY2006) cos t: _______________
Check th is box (X) If fu nd in g fo r th is b ill Is in c ludod In the G ove rno r's FY 2007 budge t p ro p o sa l: I I

POSITIONS
F u l l - t im e 10 10 10 1 0 10 10
P o r t - t i m e
T e m p o r a r y
ANALYSIS : (Attach a separate page if necessary)
R e l a t i v e  t o  S t a t u s  Q u o

T h i s  bil l w o u l d  a m e n d  t h e  o i l  a n d  g a s  p r o d u c t i o n  t a x  b y  b a s i n g  t h e  t a x  o n  t h o  n e t  v a l u e  o f  t h e  o i l  a n d  g a s .  T h e  n e t  v a l u e  
i s  t h e  w e l l h e a d  v a l u e  ( n e t  o f  r o y a l t y )  l e s s  a l l  q u a l i f i e d  l e a s e  e x p e n d i t u r e s ,  i n c l u d i n g  c a p i t a l  a n d  o p e r a t i n g  c o s t s ,  a n d  
p r o p e r t y  t a x e s .  T h e  n e t  p r o f i t  w o u l d  b o  s u b j e c t  t o  a  2 2 . 8 %  t a x ,  l e s s  a  c r e d i t  o f  2 0 %  w h i c h  a p p l i e s  t o  c a p i t a l  c o s t s  
u p s t r e a m  o f  t h o  p o i n l ' o f  p r o d u c t i o n .  T h e r e  w o u l d  a l s o  b e  a  p r o g r e s s i v e  s u r c h a r g e  b a s e d  o n  0 . 1 7 5 %  o f  t h e  d i f f e r e n c e  
b e t w e e n  a c t u a l  p e r  b a r r e l  n e t  i n c o m e  a n d  S 4 5 ,  a p p l i e d  t o  n e t  i n c o m e .  T h e  s u r c h a r g e  w o u l d  n o t  b e  c o n s i d e r e d  a  
d e d u c t i b l e  l e a s e  e x p e n d i t u i e .  T h e r e  w o u l d  b o  a n  a d d i t i o n a l  a l l o w a n c e  o f  u p  t o  S 1 2  m i l l i o n  p e r  c o m p a n y  f o r  c o m p a n i e s  
p r o d u c i n g  l e s s  t h a n  5 0 , 0 0 0  b a r r e l s  o f  o i l  e q u i v a l e n t  p e r  d a y ,  a n d  a  l e s s e r  a m o u n t  f o r  c o m p a n i e s  w i t h  p r o d u c t i o n  l e v e l s  
b e t w e e n  5 0 , 0 0 0  a n d  1 0 0 , 0 0 0  b o e  p e r  d a y .  T h o  a l l o w a n c e  e x p i r e s  i n  2 0 1 6 .  I n  a d d i t i o n ,  a s  a  t r a n s i t i o n  p r o v i s i o n ,  t h e r e  
w o u l d  b e  a  2 0 %  c r e d i t  f o r  c a p i t a l  c o s t s  i n c u r r e d  o v e r  t h e  p e r i o d  A p r i l  1 ,  2 0 0 1  t h r o u g h  A p r i l  1 ,  2 0 0 6 ,  r e c o v e r a b l e  a t  S 1  fo r  
e v e r y  $ 2  in  c a p i t a l  e x p e n d i t u r e s .  T r a n s i t i o n  c o s t s  c a n n o t  b e  r e c o v e r e d  a f t e r  2 0 1 3 .

P reparodby : Robynn W ilson. M ichael W illiams. Roger Marks, and Cheryl Nlonhuls Phono 269-1019_______
Division Tax Division____________________________________________________________  Dato/T iino 6/6/06 10 00 P M

Approvod by: Jorry Burnott______________________________________________________________________Dato 6 / 8 / 2 0 0 0 _ _ _ _ _ _ _ _ _ _ _
Agency Department of Revenue________________________________________________
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FISCAL NOTE # 5

A N A L Y S I S  C O N T I N U A T I O N
T h e  a d d i t i o n a l  c o n s e r v a t i o n  s u r c h a r g e  o n  o i l  i s  i n c r e a s e d  f r o m  3  c e n t s  t o  4  c e n t s .

T h e  bill w o j l d  b e  e f f e c t i v e  A p r i l  1 ,  2 0 0 6 .

T h e  f i g u r e s  i n  t h e  t a b l e  b e l o w  r e f l e c t  t h e  r e v e n u e s  t h a t  w o u l d  b e  r e c e i v e d  f r o m  t h e  bill r e l a t i v e  t o  t h e  s t a t u s  q u o  u n d e r  
v a r i o u s  p r i c e s .  T h e  f i g u r e s  r e f l e c t  N o r t h  S l o p e  a c t i v i t y ;  t h e  i m p a c t  o n  C o o k  I n l e t  i s  e x p e c t e d  t o  b e  m o d e s t .  T h e  s t a t u s  
q u o  a s s u m e s  t h e  J a n u a r y  2 0 0 5  E L F  a g g r e g a t i o n  d e c i s i o n  b y  t h e  D e p a r t m e n t  o f  R e v e n u e  f o r  P r u d h o e  B a y  c o n t i n u e s

T h e  c o s t  a s s u m p t i o n s  a r e  a s  f o l l o w s :

-  S 1 0 0  m m / y r  e x p l o r a t i o n
-  S 1 / b b l  o n - g o i n g  c a p i t a l  o n  a l l  b a r r e l s
-  S 3 . 5 0 / b b l  d e v e l o p m e n t a l  c a p i t a l  o n  2 / 3  o f  e x i s t i n g  c o n v e n t i o n a l  o i l
-  £ 8 / b b l  d e v e l o p m e n t a l  c a p i t a l  o n  2'3 o f  e x i s t i n g  h e a v y  o i l
-  3 3 . 5 0 / b t l  d e v e l o p m e n t a l  c a p i t a l  o n  n e w  c o n v e n t i o n a l  o i l
-  S 8 / b b l  d e v e l o p m e n t a l  c a p i t a l  o n  n e w  h e a v y  o i l
-  S 3 / b b l  o p e r a t i n g  c o s t  o n  c o n v e n t i o n a l  o i l
-  S 5 / b b l  o p e r a t i n g  c o s t  o n  h e a v y  o i l

T h e  t a b l e  s h o w s  t h e  2 0 0 6 - 2 0 1 2  r e c e i p t s  f r o m  t h e  bil l ,  s e n s i t i v e  t o  d i f f e r e n t  o i l  p r i c e s .  T h o s e  i n c l u d e  t h e  D e p a r t m e n t  o f  
R e v e n u e  f o r e c a s t ,  a  $ 4 0  p r i c e ,  a n d  a  $ 6 0  p r i c e .  ( N o t e  t h a t  t h e  s t a t u s  q u o  n u m b e r s  a r e  s l i g h t l y  d i f f e r e n t  f r o m  w h a t  i s  
r e f l e c t e d  in  t h e  S p r i n g  2 0 0 6  R e v e n u e  S o u r c e s  B o o k  b e c a u s e  o f  v o l u m e  a d j u s t m e n t s  f r o m  t h e  o i l  s p i l l ,  a n d  b e c a u s e  c l  
s o m e  d i f f e r e n c e s  b e t w e e n  w h a t  s o m e  t a x p a y e r s  a c t u a l l y  r e m i t  a n d  w h a t  i s  u l t i m a t e l y  e x p e c t e d  t o  b e  c o l l e c t e d . )

O p e r a t i n g  e x p e n d i t u r e s  i n c l u d e  c o s t s  f o r  8  a d d i t i o n a l  p o s i t i o n s  f o r  a u d i t o r s :  1 O  & G  S p e c i a l i s t  ( R a n g e  2 3 ) .  3  C  & G  
R e v e n u e  A u d i t o r  IV  ( R a n g e  2 2 ) ,  a n d  4  O  &  G  R e v e n u e  A u d i t o r  III ( R a n g e  2 0 ) .  T h e s e  p o s i t i o n s  w o u l d  b e  u s e d  t o  fulfill 
a d d i t i o n a l  a u d i t  r e s p o n s i b i l i t i e s  i n h e r e n t  in  a  n e t  p r o f i t s  t a x .  In  a d d i t i o n ,  w e  r e q u e s t  2  a d d i t i o n a l  T a x  T e c h  III p o s i t i o n s  
( R a n g e  1 4 )  t o  p r o c e s s  a d d i t i o n a l  i n f o r m a t i o n  a n d  t a x  r e t u r n s  t h a t  wil l  b e  r e q u i r e d ,  a n d  a d d i t i o n a l  c r e d i t  a p p l i c a t i o n s  
a n t i c i p a t e d .  P e r s o n a l  S e r v i c e s  r e f l e c t  a  2 %  y e a r l y  i n c r e a s e .  C o n t r a c t u a l  e x p e n d i t u r e s  i n c l u d e  $ 1 0 0 , 0 0 0  a n d  $ 7 0 , 0 0 0  
f o r  p r o g r a m m i n g  in  F Y  0 7  a n d  F Y  0 8 ,  r e s p e c t i v e l y ,  $ 4 0 0 , 0 0 0  in  e a c h  o f  F Y  0 7  a n d  F Y  0 8  f o r  h e l p  i n  w r i t i n g  r e g u l a t i o n s ,  
S 1 0 0 , 0 0 0  in  e a c h  y e a r  f o r  c o n s u l t i n g  s e r v i c e s  a n d  a n  e s t i m a t e  o f  c h a r g e b a c k  c o s t s .  S u p p l i e s  i n c l u d e  c o m p u t e r s  a n d  
o t h e r  s u p p l i e s  n e c e s s a r y  f o r  n e w  p o s i t i o n s .  $ 2 7 5 , 0 0 0  in  c o n t r a c t u a l  e x p e n d i t u r e s  p l a n n e d  in  F Y  0 6  a r e  m o v e d  t o  F Y  0 7  
in  t h i s  f i s c a l  n o t e .

STATE OF ALASKA BILL NO. C C S  SB 2001______
2006 LEGISLATIVE SESSION
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FISCAL NOTE U 5

ANALYSIS CONTINUATION (MILLIONS OF 2005 DOLLARS)

STATE OF ALASKA BILL NO. C C S  SB 2001
2006 LEGISLATIVE SESSION

The revenues piovided in the table below do not reflect increased revenues in FY06 
that would result from an effective date of 4/1/06. At the DOR forecast price of $58.72, 
the bill would provide approximately S320 million over the status quo system,

Col. Col. Col.
15 16 17

Fiscal DOR Status Quo Tax from Gain from
Year Forecast Tax Bill Bill

2007 $53.60 989 2,012 1,023
2008 S46.90 759 1,509 749
2009 $25.50 355 345 -10
2010 S25.50 315 309 -6
2011 $25.50 281 305 24
2012 525.50 271 301 30

Fiscal Medium Status Quo Tax from Gain from
Year Price Tax Bill Bill

2007 540.00 708 1,141 433
2008 S40.00 655 1,112 457
2009 S40.00 631 1,190 559
2010 $40.00 582 1,155 573
2011 $40.00 544 1,180 637
2012 $40.00 536 1,190 655

Fiscal High Status Quo Tax from Gain from
Year Price Tax Bill Bill

2007 $60.00 1,120 2,515 1,396
2008 $60.00 1,032 2,453 1,421
2009 $60.00 978 2,560 1,582
2010 $60.00 901 2,496 1,595
2011 $60.00 842 2,546 1,704
2012 $60.00 831 2,569 1,738
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On the behalf of Co-Chair Stedman and myself, I would like to welcome each of you, 

staff and members of the audience to the first meeting of the Senate Finance 

Committee.

We have a great deal of work before us over the next two years, the crafting of 

operating and capital budgets and sifting through all the legislation that will come 

before this Committee. At the same time, I think all of us can sense a great amount of 

opportunity.

t

We are fortunate that the State is projected to have a $1.3 billion dollar surplus at the 

end of our current fiscal year.

Yet, we all know how volatile our revenues are, and E V E N  with the additional 

revenue from legislation enacted last year, our long-term fiscal house is far from 

being “ in order” .

This Committee can play a historic role in securing Alaska’s fiscal future - by doing 

all we can to make the construction of a gas pipeline a reality -  and that is the hope of 

both Co-Chair Stedman and me.

As Co-Cluiirs, it is our job to see that you have the resources you need to do your job. 

Please let us know if there is something we can do to help you do your work.



• Later this week, your assignments for the operating budget subcommittees will be 

completed - and - we have directed our staff to meet with all the Finance Committee 

Aides to begin coordinating work on both the operating budget and legislation.

• Today, we will begin with a few introductions and a bit of “housekeeping” and then 

move on to a presentation by the Department of Revenue that will serve as an update 

on Crude Oil Prices, Overall State Revenues, and New Revenues produced by 

changes last year to the Petroleum Profits Tax, commonly known as the PPT.

• Starting with Senator Elton, 1 would like each of you to introduce yourself, tell us 

what district you represent, and who your Finance aide is. (around the table and back 

to you).

• (Introduce yourself, district, and your duties -  preparation of the operating and 

supplemental budgets and introduce your staff, Tom Maher and Tim Grusscndorf)

• Co-Chair Stedman (Have Co-Chair Stedman introduce himself, the district he

represents, and outline his duties - the scheduling of Committee legislation and 

preparation of the capital budget and rcappropriations bill and introduce his stall )

Now a few "housekeeping” items



• (R o o m  E tiq u e tte  &  P ro ced u re  fo r  S en a to rs  an d  S ta f f  an d  au d ien c e )

1. W e  w ill fo llow  the M aso n  M an u a l ru le s  o f  p ro ced u re . . . .

2. P lease  re m e m b e r  w e are  re c o rd in g  for the  record  an d  a lso  b ro a d cas t in g  to the  

p u b lic ,  so  sp e a k  in to  the M icro p h o n e  and  keep  it c lo se  to you . (o r  you will 

h e a r  f ro m  M in d y !) .

3. T ry  no t to rus tle  papers  o r  sn ap  b inders  u n d e r  m ic ro p h o n e s

4. N o te  p a ss in g  is l im ited  b e tw een  the S en a to rs  an d  th e ir  F in an ce  A id es  only. 

P lease  use  the  C o m m it te e  Secre tar ia l  S ta f f  w h e n e v e r  possib le .

5. W e n e ed  e v e ry o n e  to k eep  the ir  cell p h o n e s  o f f  o r  a n y  o th e r  e lec tro n ic  d ev ices  

tha t m ay  in te rfe re  w ith  the  reco rd in g  system .

6. M ee tin g  t im es__________________________________________________

•  Q u e s t io n s  f ro m  M e m b e rs  b e fo re  w e  p ro c e ed ?

Let’s begin our Department of Revenue -  Revenue Update.

• M em b e rs  sh o u ld  have  b e fo re  th em  three  item s: (ho ld  up)

T h e  Fall 2 0 0 6  R ev en u e  S o u rce  B ook  

A co p y  o f  to d a y ’s p o w e r  po in t p re sen ta tion  

A n d . a h an d o u t on  " In v e s tm en t  F u n c t io n ”

3



• We have read that the pipeline tariff is slated to increase by $1.50 a barrel. 

Can you please update us on this? Is this increased cost reflected in your 

forecast? What is the state doing about this? What will the impact be on 

state revenues and oil company profits?

• PPT revenue for 4th quarter of FY06 (thanks to retroactive effective date) was 

S420 million per the fiscal note. This was provided as a firm number since 

price and production were already known. However, I understand that the 

4th quarter number is now reported as $293 million.

What happened? Is the change due to tax credits/refunds?

• The revenue forecast has been reduced by $25 million for tax refunds, and 

the anticipated $25 million for refunds is appropriated to DOR in sec 16 in the 

bill. But it is an open-ended appropriation that could cost much more than 

that.

•I



Can DOR explain the $25 million estimate?

Are they confident that the fiscal note situation will not be repeated?

Why do they produce a net forecast instead of making the process more 

transparent by showing full revenue and separately showing the refunds? 

Would an exact dollar appropriation work instead of an open-ended 

appropriation? (The credits don't expire so the supplemental process might 

be appropriate.)

5
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FRANK MURKOWSKI, GOVERNOR
□  State Office Building PO Box 110420 Juneau, AK 99811-0420 

907.465.2320
E l  550 W Seventh, Suite 500 Anchorage, AK 99501-3560 907.269.1019
www. tax. state.ak. us

The  Honorable Frank H. M urkow ski, G o ve rn o r o f  Alaska December l, 2006

G o ve rn o r-E le c t Sarah Palin

P.O. B o x  110001

Juneau, Alaska 99811-0001

Dear G o ve rn o r M urkow ski &  G o ve rn o r-E le c t Palin:

I present you, the Leg isla ture  and the Alaska  public with the Department o f  R even u e’s  latest 

Revenue Sources Book. O u r fall 2006 report includes an accounting o f  state revenues received in 

F Y  2006 and provides projections for F Y  2007 through F Y  2017.

Three factors dominate the forecast: pipeline closures on the N o rth  Slope, high crude oil prices, 

and a new production tax titled the Petroleum Profits T a x  or P P T. Taken together, these result in 

projected oil revenue o f  about $4.3 billion for general fund unrestricted revenue for F Y  2007 and 

represent about 88% o f  the State’s discretionary income o f  about $4.9 hillion.

W e  project Alaska N o rth  Slo p e  crude oil prices w ill average $59.15 per barrel for this fiscal year 

ending June  30, 2007. T h e  fiscal year year-to-date average is  currently  above $66 per barrel but 

price volatility continues and prices are about 20% low er than their peak o f  $75 per barrel in Ju ly  

2006. W e  believe volatility will continue and there will be continued downward pressure on oil 

prices. O u r forecast for A la ska  N o rth  Slope cmdc for F Y  2008 is  $51.25 and for F Y  2009,

$49.50 a barrel.

O u r new long-run A N S  crude oil price forecast for F Y  2014-beyond is $41.50 per barrel, 

increasing at the projected rate o f  inflation. Yes, this is lower than today’s markets and certainly 

lower than many pundits predict. W e  are cautious, however, in o u r approach, and do not 

frequently change our long-term  price forecast. W e  continue to believe this is an appropriate 

response to volatile oil markets.

O ur forecast for natural gas prices at the H en ry  H ub  for F Y  2007 is $5.93 per m illion  B T U .

Natural gas prices have exhibited extreme volatility in the last year -  declining o ve r 76% between 

December 13, 2005 ($15.39 per m illion  B T U )  and Septem ber 29. 2006 ($3.66 per m illion  B T U ).  

Since Septem ber 29, prices have m ore  than doubled to $7.59 per billion B T U  on N o ve m b e r 16.

W e  do not have a separate section on natural gas in the fall forecast; however, historical prices as 

well as our forecast for natural gas prices can be found in the appendices section o f  o u r report.

D EPA R T M EN T  O F R E V E N U E

Tax Division



Le tte r to G o ve rn o r M urkow ski &  G o ve rn o r-E le c t Palin 

December 1,2006

Page 2

Alaska  N orth  Slope crude oil production projections have been adjusted and our F Y  2007 

forecast is 740,000 b/d -  about 12% low er than F Y  2006. A  significant part o f  this decrease is 

attributed to pipeline corrosion issues at Prudhoe Bay, L isb u m e  and M iln e  Point. Production for 

F Y  2008 is projected to increase to about 782,000 b/d -  and we assum e there are no pipeline 

closures o f  the magnitude seen during calendar year 2006,

Revenue from  oil is  received from  the State’s  royalty share, production tax, corporate income tax 

and property tax. T h e  P P T  is the production tax that was signed into law in 2006. T h e  structure 

o f  the P P T  as a tax on net value, and the associated tax credits, was designed to encourage 

investm ent in the state’s petroleum sector that would lead to higher oil production and thus 

h igher long-run revenues. T h is  system  is radically different from  the old E LF -b a se d  system  and 

the discussion in Section 4 highlights the differences. T h e  Department o f  Revenue estimates for 

F Y  2007, that the P P T  will p rovid e  the State with about $1.2 billion m ore than production taxes 

under the E LF -b a se d  system.

W e  hope that this forecast p rovides you with useful information.

Sincerely,

W illia m  A. C orbus 

C om m issioner
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1. Introduction

General D iscussion
*1 lie* purpose o f the semi-annual Rev­
enue Sources Book is to provide the 
governor, legislature and citizens o f the 
state w ith a summary of out past co l­
lections ol state revenue and a forecast 
o f future revenue. Revenues are cat­
egorized in to fou r major components: 
o il and gas royalties and taxes, income 
fron t sources other than o il inc lud ing 
non-o il taxes ami fees, federal dollars 
and investment revenues.

O il t even ties continue to dom inate lire 
tiii ic s t ii i tc d  revenue picture and w ill 
continue to provide at least 85% ol 
Unrestricted General Purpose Revenue 
ihm ugh FY 2010. 1 lowever. N o rth 
Slope o il production is declin ing. In FY

2006, ANS ou tpu t was 0.845 m illio n 
barrels per day compared to a peak o f 
2.006 m illio n battels a day in FY 1988. 
W h ile production declined by almost 
58% over that period, the m aikc t price 
o f o il has more than trip led . For FY
2007, w<* project o il production w ill 
con tinue to decrease to 0.740 m illio n 
barrels per day.

Belore the run-up in crude o il pi ices, 
beg inn ing in about 2003, the C ons ti­
tu tio na l Budget Resetve Fund (CBRF) 
was used to balance the state's budget 
in 10 o f 15 years, liven it prices remain 
high, the rapid fall in N o itb  Slope 
etude o il volumes could lead to fu it i ie  
budget shottla lls and thaws on the 
CBRF.

Alaska’s tota l revenue picture also 
includes earnings from the Permanent 
Fund, federal revenue and reserves in 
the CBRF. We hope that the in fo rm a­
tion provided in this book provides 
greater insight not on ly in to the sources 
o f revenue that support the state today, 
but also in to future revenues from po ­
tentia l new sources on the horizon.

Please note that totals in the tables 
throughout this pub lica tion may not 
ecptal the sum ol components due to 
to im d ing .

I ill 201)6 Rvu'iim- Sotifi vs Bool; I
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2. Executive Summary

Total Government Revenue

s n
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Figu ie 2 - !. I-'V 2 0 0 6 Total Revenue S I0.5 b illio n
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Figure 2-2. Tota l Governmenta l Revenue by M a jo r C om ponen t, FY 2006 and Forecasted FY 2007-2008 

(S m illio n )

Oil Revenue H is to ry Forecast

U n res tric ted FY 2006 FY 2007 FY2008

Property tax 54.5 51.7 51.4

Corporate income tax 661.1 657.2 493.7

P roduction tax 1,199.2 2,067.2 1,476.1

Royalties (in c lud ing bonuses, rents, &  interest) 1,784.1 1,555.4 1,336.0

Subtota l 3 ,698.9 4,331.5 3,357.2

Restric ted

Royalties (in c lud ing bonuses, rents &  interest) 611.5 518.6 447.8

Tax settlements to CBRF 43.7 90.0 20.0

NPR -A royalties, rents and bonuses 2.9 6.4 7.6

Subtota l 658.1 615.0 475.4

Subtotal oil revenue 4 ,357.0  4 ,946.5  3 ,832.6

O th e r  Revenue (Except Federal &  Inves tm en t)
U n res tric ted FY 2006 FY 2007 FY 2008

Taxes (see Figure 5-3) 327.6 347.9 344.9

Charges fo r services (see Figure 5-4) 23.1 23.1 23.1

Fines and forfeitures 8.5 10.3 10.3

Licenses and perm its 41.9 44.1 44.9

Rems and royalties 8.8 9.4 9.5

O the r 40.6 22.0 20.5

Subtota l 450.5 456.8 453.2

Restricted

Faxes (see Figure 5-3) 86.3 84.7 128.8

( charges for services (see Figure 5*4) 225.0 235.8 239.6

l ines and forfeitures 21.0 20.1 30.6

Licenses and perm its 30.6 37.1 37.5

Rents and royalties 5.9 5.9 5.9

O the r 156.7 100.4 176.7

Subtota l 525.5 484.0 619.1

Subtotal o ther revenue

l • I all 201)6 Revenue Sources Book
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Figure 2-2. Continued

Federal Revenue H isto ry 

FY 2006

Forecast 

FY 2007 FY 2008

Restricted 1,971.5 3,048.5 3,048.5

Subtotal federal revenue 1,971.5 3,048.5 3,048.5

Investment Revenue 
Unrestric ted

Investments 51.9 122.6 99.3

Interest paid by others 1.4 1.4 1.4

Subtota l 53.3 124.0 100.7

Restricted

Investments 14.4 37.9 29.1

Constitu tiona l Budget Reserve Fund 73.3 176.1 176.5

O the r treasury managed funds 13.4 22.3 23.0

Alaska Permanent Fund (GASB) 3,072.3 2,512.5 2,673.9

Subtota l 3 .173.3 2.748.8 2.902.5

Subtotal investment 3 ,226 .7 2 ,872 .8 3 ,003 .2

Grand total 10,531.2 11,808.6 10,956.6

I .ill 20'Ki Revenue .Sources llook • S
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Figure 2-3. Tota l Government by M a jo r Com ponen t, FY 2006

S 7

S6

S5

S-l

S3

S2

SI

SO

Unrestricted 
$4.2 b illion

Investment SO. 1 b illion

I

Restricted 
$6.3 b illio n

Investment S3.2 b illion

Figure 2-4. Total Governmenta l State Revenue, FY 2006 and Forecasted FY 2007-2008 ($ m illio n )

Revenue Source

Unrestricted

H is to ry Forecast

FY 2006 FY 2007 FY 2008

O il revenue 3,698.9 4.331.5 3,357.2

O the r revenue (except federal &  investment) 450.5 456.8 453.2

Investment earnings 53.3 124.0 100.7

Subtotal 4 ,202 .7 4 ,912 .3 3,911.1

Restricted
O il revenue 658.1 615.0 475.4

O the r revenue (except federal &  investment) 525.5 484.0 619.1

Investment earnings 3.173.3 2,748.8 2,902.5

Federal revenue 1,971.5 3,048.5 3,048.5

Subtotal 

(>rand total

(i • I .ill 21)116 Revenue .Sonnes Monk

6 ,328 .4 6,896 .3 7 ,045 .5

10,531.2 11,808.6 10,956.6
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Unrestricted General 
Purpose Revenue
Unrestricted General Purpose Revenue 
is the amount generally used fo r budget 
planning purposes and designated in 
budget documents as General Fund 
revenue. Figure 2-5 on the next two 
pages sets ou t FY 2006 Unrestricted 
General Purpose Revenue and ou r 
forecast fo r FY 2007 and 2008.

I he Department o f Revenue uses a 
tluve-stcp process to make its liua l esti­
mate of Unrestricted General Purpose 
Revenue.

Step 1. We estimate all unrestricted 
levenues in the Alaska State Accoun t­
ing System (AKSAS), as well as certain

program receipts, by using ou r forecast 
models and ob ta in ing estimates Irom 
other state agencies.

Step 2. We then consult the Governor's 
O ffice o f Management and Budget and 
I egislative Finance fo r the ir inpu t.

Step 3. Finally, fo llow ing analysis, we 
adjust ou r in itia l projection to derive a 
forecast of tota l Unrestricted General 
Puipose Revenue.

• Reductions m igh t include: (a) reve­
nue earmarked fo r specific programs, 
(It) pass-through revenue for qua li­
fied regional aquaculture and dive 
fishery associations, and (c) revenue

shared w ith mun ic ipa l governments 
and organizations (e.g., fisheries 
taxes).

• Add itions m ight include transfers 
from the unclaimed property trust 
to the state treasury.

I all 20Hii Revenue Somccs Bonk
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Figure 2-5. Unrestricted General Purpose Revenue, FY 2006 and Forecasted FY 2007-2008 (S million)

History Forecast

O il Revenue FY2006 FY2007 FY2008

Property tax 54.5 51.7 51.4

Corporate income tax 661.1 657.2 493.7

Production tax

Oil &  gas production 1,191.4 2,057.5 1,466.3

Oil &  gas hazardous release 7.8 9.7 9.8

Subtotal production tax 1.199.2 2.067.2 1,476.1

Royalties (including bonuses, rents, &  interest)

Mineral bonuses &C rents 11.6 41.4 17.3

Oil &  gas royalties 1,772.2 1,503.9 1,317.2

Interest 0.3 10.0 1.4

Subtotal royalties 1,784.1 1,555.4 1,336.0

Total oil revenue 3,698.9 4,331.5 3,357.2

Other revenue (except federal & investment)
Sales &  use

Alcoholic beverages 17.6 17.8 18.2

Tobacco products -  cigarettes1" 26.4 32.1 36.2

Tobacco products -  other 7.6 7.9 8.3

Insurance premium 44.3 45.4 45.9

Electric and telephone cooperative 0.2 0.2 0.2

Motor fuel tax 42.0 42.9 43.4

Vehicle rental 7.7 7.8 8.0

Tire fee 1.6 1.7 1.7

Subtotal sales &  use 147.4 155.8 161.9

Corporate income tax'"’ 137.6 135.7 128.7

Fish

Fisheries business'" 15.2 15.6 16.1

Fishery resource landing"1 5.8 4.1 4.3

Subtotal lish 21.0 19.7 20.4

Other

Mining 18.6 34.3 31.5

Estate 0.6 0.0 0.0

( diaritahlc gaming 2.4 2.4 2.4

Subtotal other 21.6 36.7 33.9

Subtotal other taxes

.ill 20()fi Revenue Source* Book
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Figure 2-5. Continued

Flistory Forecast 

O ther revenue (except federal & investment) FY 2006 FY 2007 FY 2008

Charges for services

General government 21.0 21.0 21.0

Natural resources 1.9 1.9 1.9

Other 0.2 0.2 0.2

Subtotal charges for services 23.1 23.1 23.1

Fines &  forfeitures 8.5 10.3 10.3

Licenses &  permits

Motor vehicle 37.7 39.8 40.6

Alcoholic beverage licenses 1.0 1.1 1.1

Other 3.2 3.2 3.2

Subtotal licenses &  permits 41.9 44.1 44.9

Rents &  royalties

Land leasing, rental &  sales 7.4 7.9 7.9

Coals royalties 1.1 1.2 1.3

Cabin rentals 0.3 0.3 0.3

Subtotal rents &  royalties 8.8 9.4 9.5

Other

Miscellaneous 30.6 16.5 16.5

Unclaimed property 10.0 5.5 4.0

Subtotal other 40.6 22.0 20.5

Total o ther (except federal & investm ent) 450 .5  456.8  453.2

Investm ent Revenue
Investments 51.9 122.6 99.3

Interest paid by others 1.4 1.4 1.4

Subtotal investment revenue 53.3 124.0 100.7

Total unrestricted  revenue 4 ,202 .7 4 ,912 .3 3,911.1

(1) 'Ihe iiib.iccii (cigarette) tax repotied here dillcrc slightly from the amount recorded in the Tax Division's Fiscal Year 2(106 Annual Re­

port because ol timing issues. Some tax returns are tint received and processed until aitet the state accounting system has closed, resulting 

in their being counted in the following list.il year.

(2) Ihe amount ol corporate income tax repotted lietc differs slightly from the amount tc'conled in the lax Division's FY  2(106 Annual 

Report because of timing issues, A  small auiimm of revenue was moved to this account alter the close ol the lisc.tl year. I his correction is 

teller ted in the Annual Report, inn is not included here because it is lint included in the state auniim iug system.

(3) Ihe fisheries taxes reported hcte dill'er slightly from the amounts recorded in the lax I )ivisions FY  2006 Annual Repot I because of 

timing issues. Some lax returns ate not leccivcd and processed until .diet the state accounting system has closed, resulting In (licit being 

counted in the billowing fiscal year.

Fall 2000 Revenue .Sources Hunk • *)
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Crude Oil Price 

Forecast
Oil revenue will provide at least 85% 

of forecasted Unrestricted General Pur­

pose Revenue through FY 2010. 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 

(N Y M E X )(l) or other commodity 

exchanges. The spot price of Alaska 

North Slope (ANS) is calculated by 

subtracting a market differential from 

the price of West Texas Intermediate 

(WTI) quoted on the NYM EX. Four 

different assessment services estimate 

that market differential and report a 

daily spot price for ANS.

All of Alaska’s oil production is de­

livered to refineries on the U.S. West

Figure 2-6. W  IT, ANS West Coast and ANS Wellhead, FY 2006 and Forecasted FY 2007-2017 

(Nominal S per barrel)

Fiscal Year W TI ANS West Coast ANS Wellhead

2006 63.01 60.80 55.33

2007 61.45 59.15 52.35

2008 53.75 51.25 44.97

2009 52.00 49.50 44.84

2010 51.50 49.00 44.09

2011 52.50 50.00 44.98

2012 50.00 47.50 42.24

2013 47.50 45.00 39.62

2014 44.00 41.50 35.88

2015 45.00 42.50 36.66

2016 46.00 43.50 37.51

2017 47.00 44.50 38.34

11) I lie N Y M E X  fmiuev nurkci i\ one m i i i k c  lor ,i W T I quote. A daily \V’ I I  quit quote umlil also lie ilrlcuiimctl by .i reporting service's daily assess­

ment ol the W l 'l  spot market.

I ll ■ I.ill 2006 RevenueSotnccs Hook

Coast (including Alaska and Hawaii). 

Consequently, Alaska’s loyalty and 

production tax revenue depends in 

large part on the average market price 

of ANS crude oil at U.S. West Coast 

refining centers.

The table below contains crude oil 

prices for FY 2006 and the Department 

of Revenue’s forecast of prices for the 

11-year period Ik  .inning with the cur­

rent fiscal year FY 2007 and continuing 

through FY 2017. The oil price forecast 

is based on a subjective assessment of 

market dynamics and trend analysis by 

participants at a Department of Rev­

enue price scenario meeting.
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Figure 2-7 shows: (1) the monthly 

ANS West Coast market price from 

July 1997 through September 2006,

(2) the 60-month moving average West 

Coast market price for the same period 

and (3) the derived N YM EX crude oil 

futures price of ANS from October 

2006 to January 2011.

The figure illustrates a number of issues 

with respect to oil prices including:

• month-to-month crude oil price 

volatility— monthly ANS West 

Coast prices during this time period 

ranged from just under $9.39 per 

barrel to $73.10 per barrel.

• the 60-month moving average is 

$39.52 per barrel and has increased 

dramatically since 1999.

* the derived futures market price of 

October 2006 shows prices have 

slipped a bit from July 2006 record 

highs.

We assume that over the medium- 

term, ANS oil prices will average $49 

per barrel in FY 2010, $50 per barrel 

in FY 2011, and $47.50 per barrel in 

FY 2012 (in nominal terms). Over the 

long run, beginning in FY 2014, prices 

will increase at 2.75% per year. This 

long-run price assumption was changed 

this year for the first time since our fall 

2004 forecast based on Fax Division 

protocol.(*’

Figure 2-7. ANS West Coast and Futures Market Oil Prices ($ per barrel)

July'97 Jan.'99 July‘00 Jan.'02 July‘03 Jan.‘05 July‘06 Jan.‘08 July‘09

(2) According to I he dcpattuicni's price forecasting protocol, long-run i tilde oil price projections can only lie changed every two yeats it price Delphi 

loiecacting panic ipantc agree to a change over the print two consecutive tail forecasting sessions.
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Crude Oil Production
Forecast
Alaska Norili Slope crude oil produc­

tion peaked at 2.006 million barrels 

per day in FY 1988 and lias steadily 

declined since. In FY 2006, ANS 

production averaged 0.845 million 

barrels per day, and we project produc­

tion to decrease by about 12% to 0.740 

million barrels per day in FY 2007.

A significant portion of this decrease 

is attributable to pipeline corrosion 

issues at Prudhoe Bay, Lisburnc and 

Milne Point. For this forecast, we have 

decreased our expectation of future 

production, based on recent historical 

events. The North Slope is a mature 

oil province with aging infrastructure. 

Looking into the future, it is the ag­

ing infrastructure— with additional 

potential down time— that is prompt­

ing an additional reduction in crude oil 

production volumes. We see up to 10% 

ol the production being at risk because

of the aging infrastructure problem and 

project delays in heavy oil and satellite 

field development.

This production forecast has been 

revised since last spring. For the first 

time, we offer a discrete forecast for off­

shore fields Oooguruk and Nikaiichuq. 

Oooguruk is expected to come on line 

in FY 2008 at approximately 3,000 

barrels per day peaking at about 17,000 

barrels per day: Nikaitchuq in FY 

2009 at 4,000 barrels per day peak­

ing at about 14,000 barrels per day.

We expect Alpine West to add almost 

7,000 barrels per day by FY 2010, 

peaking at about 12,000 barrels per day 

in FY 2012. We have not changed our 

production forecast for the National 

Petroleum Reserve-Alaska (NPR-A).

We still anticipate that the NPR-A will 

add 10,000 barrels per day by FY 201 I

peaking at 65,000 barrels per day by 

FY 2015. We delayed Point Thomson 

one year in keeping with our ten-year 

development lead-time assumption, 

which may be conservative. For this 

forecast, we have not linked the devel­

opment of Point Thomson to any gas 

pipeline project or contract.

More discussion of this fall 2006 oil 

production forecast can he found in 

Section 4. Oil Revenue. Also, a de­

tailed field-hy-field production forecast 

is included in the appendices of this 

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

Figure 2-8. Alaska North Slope Production, FY 2006 and Forecasted IT  2007-2017(" (million barrels/day)

Fiscal Year
Currently

Producing

Under

Development

Under

Evaluation
Total ANS

2006 0.845 0.000 0.000 0.845

2007 0.705 0.034 0.000 0.740

2008 0.676 0.102 0.004 0.782

2009 0.626 0.128 0.025 0.779

2010 0.577 0.143 0.059 0.779

2011 0.535 0.150 0.098 0.782

2012 0.495 0.147 0.190 0.831

2013 0.460 0.139 0.196 0.795

2014 0.432 0.133 0.208 0.772

2015 0.408 0.127 0.201 0.737

2016 0.387 0.124 0.186 0.696

2017 0.369 0.119 0.242 0.730

111 Somr i>l tlir nil Im ii. iiin l hi ill. Umlci IVvclujinum .nut Uitilci I valuation vairgntict aic iiom new |>in,uu in lit lilt in firm ly |imhIii> ing,
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associated with the production forecast. 

We continue to forecast production of 

those reserves that have already been 

discovered and at minimum arc being 

evaluated for development.

Just as important as what we do fore­

cast for production is what we don’t 

forecast. This production projection 

does not include any viscous oil from 

the 20 billion barrel Ugnu field, which 

is in the evaluation mode, and less

than 5% of the viscous oil known to 

exist in the 10 billion barrel West Sak 

field. Also absent is any production 

from known federal offshore oil fields 

Hammerhead, Kuvlum and Sandpiper, 

all of which could provide revenue- 

sharing to the state and help sustain the 

Trans-Alaska Pipeline System (TAPS) 

throughput. Lastly, we withhold any 

estimate of future production from un­

announced discoveries or undiscovered

fields, including A N W R and NPR-A.

We believe our forecast of 6.5-7.5 

billion barrels of recoverable oil by FY 

2040-2050, respectively, represents a 

conservative estimate of the remaining 

potential in Alaska.

Figure 2-9. ANS Production Forecast by Category, FY 199H-2006, Forecasted FY 2007-2017*1’ 

(million barrels/day)

Historical •orecast

Under o'.tlti.H if ni

^ Under develnpim n

^ I'rndnemi;

111 Sonic i>i the oil linn.tiled in die I Jlitlci I >cv< lopnii Ml ind Under I i.dii.iiinn .   .....   .itc limn new |nii|rtli in liclili emiclilly |>iodiiiini;.
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quarter of our projected oil produc­

tion will come from projects requiring 

significant new investment.

Figure 2-10. New Oil as a Percentage of Total Oil (million barrels/day)

Fiscal Year Total New Oil ANS Total
Percentage 

New Oil

2007 0.034 0.740 4.6%

2008 0.106 0.782 13.6%

2009 0.153 0.779 19.7%

2010 0.201 0.779 25.9%

2011 0.248 0.782 31.7%

2012 0.337 0.831 40.5%

2013 0.336 0.795 42.2%

2014 0.340 0.772 44.1%

2015 0.329 0.737 44.6%

2016 0.309 0.696 44.4%

2017 0.361 0.730 49.5%

New Oil Development
As production from the Prudhoe Bay 

and Kuparuk fields continue to decline, 

some of the decline will he offset by 

new oil development. In our refer­

ence-case forecast, new oil is defined 

as crude already discovered and under 

evaluation or under development. By 

FY 2010, as Figure 2-10 shows, one-

I i • Kill 2006 Revenue Sonnes Monk
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Petroleum Profits Tax 
(PPT) Replaces ELF- 
Based Severance Tax
The Petroleum Profits lax (PPT), a 

major rewrite of the State’s oil and gas 

production tax system (also known as 

the “severance tax"), was signed into 

law by Governor Murkowski on August 

19, 2006. The PPT system replaces the 

prior production tax system based on 

the Economic Limit Factor (ELF), por­

tions of which had been in place since 

the 1970s. The tax change was the end 

result of intense analysis and debate 

during the 2dth Legislative Session 

that encompassed the regular legislative 

session and two 30-day special ses­

sions. To view the PPT legislation in 

its entirety, see http://www.lcgis.state. 

ak.us/PDF/24/Bills/I IB3001 Z.POF.

H ow  the P P T  W orks
Ihe PPT is a significant departure from 

the prior production tax system, based 

on the Economic Limit Factor (ELF). 

The ELF-based system raxed oil and 

gas on its value at the point <>l produc­

tion (also called the “wellhead value ”), 

after being adjusted by the property’s 

ELF, making it a tax that was specific 

to a pioperty. Ihe ELF for a particul.n 

property was calculated using a com­

plex formula that compared production 

levels with the number ol wells for that 

property. Ihe resulting ELF value was 

always between (I and I. meaning that 

ptopertics could have been assessed for 

as little as zero piodttction tax or they 

have been taxed at the highest nomi­

nal tax rate of 15% of the property’s 

wellhead value.

Rather than being a tax from a spe­

cific piopetty, the PPT is a tax on the 

"profits ol oil and gas produced by a 

company. Like the EI.F'-based tax, the 

PPT Mans with the value at the point

of production, but it then departs from 

the ELF tax by recognizing the costs 

a company incurs to produce that oil 

or gas. By subtracting costs from the 

value of production, a company arrives 

at its "production tax value,” a term 

very similar in concept to a company’s 

tier income. The production tax 

value is multiplied by the PPT tax 

rate— 22.5%— to arrive at the base tax. 

Should the production tax value exceed 

$40 per barrel of oil produced (or the 

equivalent in gas), the tax rate increases 

0,25% for every dollar the per-barrel 

production tax value is over $40.

A company’s PPT tax liability is re­

duced to the extent that the company 

invests in equipment, projects, or other 

items that arc deemed “capital expendi­

tures.” Capital expenditures generally 

include costs related to the purchase ol 

drill rigs or other equipment, infra­

structure, exploration, and facility 

expansion. ‘I hose costs, which are 

capitalized on company financial state­

ments, are immediately expensed under 

the PPT to arrive at the production tax 

value. Capital costs are also eligible 

for a 20% credit against the company^ 

PPT liability. In order to protect the 

state from crediting companies for 

unmet maintenance obligations, the 

Legislature specifically disallowed cap;-

under the PPT.

The 20% capital investment credit is 

intended to encourage re-investment in 

Alaska. It has been the administrations 

view, as well as the Legislatures, that 

capital investments, whether directly or 

indirectly related to exploration, may 

ultimately lead to increased future oil 

or gas production.

Two other significant credits round out 

the PPT system: the transition credit, 

and the base allowance. Both credits 

are temporary, lasting 10 years or less, 

and each has specific limitations on its 

availability. The transition credit allows 

companies credits for capital expendi­

tures made within 5 years prior to the 

enactment of the PPT, but requires 

current capital investment. The base 

allowance is a credit of $12 million per 

year or less, granted to small producers 

that have a tax liability under the PPT. 

Neither ol these credits can be used to 

reduce a taxpayer’s liability to less than 

zero.

Companies with operations in Cook 

Inlet, or in areas of the state other than 

the Noith $|ope and Cook Inlet, have 

special tax provisions that apply under 

the PP L. For example, Cook Inlet op­

erators pay the lower ol the ELF-based 

tax or the PPT. Such special exceptions 

are not discussed in detail here.tal expendituies up to $0.30 per barrel

Ihe PPT tax liability formula can be illustrated as a relatively simple equa­

tion as follows:

PPT Ttix Liability = [(Value -  Casts) x  Tax Hate/ -  Credits

The terms used in the equation are defined as follows:

Value Volume ol Oil and Gas Produced x Wellhead Value 

Costs Operating Expenditures t Gtpital Ex|tenditurcs

Tax Rate 22.5'lii i 0.25% for every S1 per barrel licit this “net income" exceeds $40

Credits (20% x Capital Expenditures) * (20% x Eligible Transition 

Expenditures) i Base Allowance as described above)

I all 2l)()(i Revenue Sources Rook • 14
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Estim ated Revenue U nder 
the P P T
Trr; revenues generated under die PPT  

vill vary by price and by production 

levels, just like the ELF-based tax did. 

Because the PPT includes costs in the 

tax calculation as well, there is a third 

variable upon which tax revenues will 

depend. The revenues the State receives 

from the PPT will be contingent on 

oil prices, on North Slope production, 

and on how much it costs to produce 

the oil.

Preliminary estimates t/  the Depart­

ment of Revenue indicate that the 

PPT will generate more production 

tax revenue than the ELF-based tax 

at ANS prices above (about) S25 per 

barrel. When prices are below $25 per 

barrel, or when costs are high relative 

to the price of oil, a tax floor is trig­

gered, which protects some level of tax

revenue for the State. If prices average 

around $60 per barrel for FY07, and 

with currently projected production 

and cost estimates, the PPT could 

generate over $2 billion in production 

tax revenue this year— over $ I billion 

dollars more than the ELF-based rax 

would generate at that price,

The chart below shows cumulative 

forecasted production tax revenues 

under the ELF-based tax and under the 

PPT for the period of FY 2008 through 

FY2012. PPT revenues are lower than 

previously anticipated because of the 

additional near-term costs related to 

pipeline repairs and lower than expect­

ed production volumes in FY07 and 

08. Over the long-term, we believe 

that the PPT will generate higher tax 

revenues than the ELF-based system at 

prices in the $25-$30 per barrel range.

Although the PPT tax changes were

made retroactive to April I, 2006, 

taxpayers will make monthly payments 

based on the ELF tax for the remain­

der of calendar year 2006. The first 

tax payment under the PPT will be 

made at the end of February 2007, for 

production occurring in January 2007. 

At the end of March 2007, taxpayers 

will be expected to make a “cruc-up" 

payment for any additional PPT tax li­

ability for the period of April I through 

December 31,2006.

Administratively, the monthly and 

annual reporting and payment struc­

ture will differ under the PPT from 

that used under the ELF-based system. 

Under the PPT, companies will make 

estimated payments every month and 

compute their annual tax liability once 

in a calendar year (in March for the 

previous calendar year). Under the 

ELF system, companies made monthly

Figure 2-11. Estimated Cumulative Production Tax, 2008-2012 Under ELF-based Production 

Tax and PPT Production Tax
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(lie department's forecast of total Un 

restricted General Purpose Revenue 

through FY 2017.

Figure 2-12. Total Unrestricted General Purpose Revenue, FY 2006 and Forecasted FT 2007-2017 (S million)

Fiscal Year
Unrestricted Oil 

Revenue

Unrestricted 

Other Revenue 

(except federal &  

investment)

Unrestricted

Investment

Revenue

Total

Unrestricted

Revenue

Percent From 

Oil

2006 3,698.9 450.5 53.3 4,202.7 88%

2007 4,331.5 456.8 124.0 4,912.3 88I 0

2008 3,357.2 453.2 100.7 3,911.1 86%

2009 3,224.3 451.6 100.7 3,776.6 85%

2 0 10 3.105.7 462.6 100.7 3,669.0 85%

2 0 1 1 3,137.4 480.7 100.7 3,718.8 84%

2 0 1 2 3,002.5 489.0 100.7 3,592.2 84%

2013 2,710.0 496.5 100.7 3.307.2 82%

20 Id 2,363.4 504.0 100.7 2,968.1 80%

2015 2,223.9 515.0 100.7 2,839.6 78%

2016 2,149.9 524.1 100.7 2,774.7 77%

2017 2,337.9 526.4 100.7 2,965.0 79%

payments and filed their returns every 

month.

Putting  the P P T  in Place
As with any new legislation, there is 

still plenty of work to do after the bill 

is signed into law. Putting a huge tax 

reform such as the PPT into place 

requires the coordination of several 

processes in order to achieve a smooth 

transition. These processes include 

writing regulations, designing comput­

er systems and taxpayer forms, provid­

ing training to taxpayers and agency 

staff, and hiring supplemental person­

nel as needed.

Forecasting revenues under the PPT’ 

will pose additional challenges for the 

Department of Revenue. Under the 

new system, the department will have 

to consider cost levels in addition to 

volumes and prices. Mthough much 

about cost levels is known, cxtraordi-

naiy events such as pipeline leaks or 

other mechanical failures can cause 

costs to escalate beyond forecasted lev 

els. Similarly, efficiency gains in daily 

operations will translate to increased 

revenues for the State.

llic change from the ELF tax to the 

PPT is arguably the biggest change in 

the history of petroleum production 

taxation in the state. It is the depart­

ment’s hope that with this change will 

come increased exploration and pro­

duction of Alaska’s plentiful resources.

Longer- ferm 
Unrestricted Revenue 
Outlook
Using the price and volume com­

ponents developed for this fall 2006 

forecast, the table below summarizes

I .ill 2006 Revenue Sources Book • 17
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Spending,
Forecasted Revenue 
and the Constitu tional 
Budget Reserve Fund
As approved by voters in 1990, all 

receipts from oil and gas tax and roy­

alty settlements are deposited into the 

C institutional Budget Reserve Fund 

(CBRF). Ihe state has deposited about 

$5.6 billion into the reserve fund, 

generating about $1.8 billion in invest­

ment earnings. Since the increase in 

oil prices beginning in about 2003, no 

CBRF withdrawals have been necessary 

to balance the state’s budget. However, 

given price volatility and the decline 

expected in volumes from the North 

Slope, the state may have to depend on 

the CBRF in the future. Ihrough Sep­

tember 30, 2006, approximately $5.1

billion had been borrowed from the 

CBRF to balance the budget, leaving 

a balance of $2.4 billion. According to 

the State Constitution, the $5.1 billion 

must be repaid to the CBRF.

Two tables are presented below to 

help the reader understand the time 

period in which the CBRF would be 

depicted. Figure 2 -13(A) presents the 

case where all surpluses are dcposired 

in the C BR F  Figure 2-13(B) presents 

the case where no surpluses are depos­

ited in the CBRF. For example, using 

the D O R  price and revenue forecast 

and assuming a General Fund appro­

priations budget of $4.6 billion in FY

2007 and a Hat appropriations budget 

of $3.7 billion thereafter, the CBRF  

would not be depleted before 2020 

if all budget surpluses were deposited 

into the CBRF (see Figure 2 -13(A)). By 

contrast, it none of the budget surplus­

es were deposited into the CBRF, the 

CBRF would be depleted in February 

2018 (see Figure 2 -13(B)).

Figure 2-13 (A). C BR F Run-Out Date With F.xcess Revenue Deposited into C BRF'1'

Annual State Budget 

After IV  07 ($ billion)

Fall 2006 Oil 

Price Forecast1,1

Fiscal Model
$25

. _ 
o f  O il Revenue

$35

COtlU Perfornunc

$45

c at Sc lc i t rd  I’r itc
$55

»(S/barrel)
$65

2.3 Dec 2020 Aug 2015 Dec 2020 Dec 2020 Dec 2020 Dec 2020

2.7 Dec 2020 Mar 2012 1 >ec 2020 1 )ec 2020 Dec 2020 Dec 2020

3.0 Dec 2020 Jan 2011 May 2017 Dec 2020 Dec 2020 Dec 2020

3.3 Dec 2020 May 2010 Nov 2013 Dec 2020 Dec 2020 Dec 2020

3.7 Dec 2020 Oct 2009 Ju l2011 Apr 2019 Dec 2020 Dec 2020

4.0 Feb 20!7 Jim 2009 Aug 2010 Mar 2015 1 )cc 2020 I )ec 2020

4.3 Sep 2014 | Mar 2009 l eb 2010 Sep 2012 Dec 2020 Dec 2020

4.6 Jan 2013 Dec 2008 Sep 2009 Apr 2011 Dec 2017 Dec 2020

( 11. (2). (3) we \ on next jugc
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Figure 2-13 (B). CBRF Run-Out Date Without Excess Revenue Deposited into C B R F"1

Annual State Budget 

After FY 07 ($ billion)

Fall 2006 Oil 

Price Forecast"1

Fiscal Model

$25

t
if Oil Revenue & 1

$35

"BRF Pcrfontianc

$45

at Selected I’riccs

$55

($/harrcl)111

$65

2.3 Dec 2020 Dec 2013 Dec 2020 Dec 2020 Dec 2020 Dec 2020

2.7 Dec 2020 Mar 2011 Jun 2020 Dec 2020 Dec 2020 Dec 2020

3.0 Dec 2020 Apr 2010 Sep 2015 Dec 2020 Dec 2020 Dec 2020

3.3 Dec 2020 Oct 2009 Aug 2012 Dec 2020 Eec 2020 Dec 2020

3.7 Feb 7018 Mar 2009 Oct 2010 Jan 2017 Dec 2020 Dec 2020

4.0 May 2015 Dec 2008 Jan 2010 Oct 2013 Dec 2020 Dec 2020

4.3 Sep 2013 Oct 2008 Aug 2009 Jul 201 1 Mar 2020 Dec 2020

4.6 Feb 2012 Aug 2008 Mar 2009 Aug 2010 Mar 2016 Dec 2020

(1) Matrix vr.irtv in FY  200H. Fall 2006 lorcv.ivtcil production vclumcs are lived, ihe .late Dec 202** indicates that the C B R F  docs not tint 

out during matrix timeframe.

(2) Fall 2006 forecasted A N S  price projections are $“>1.25 per barrel in FY  200S, $49.50 per barrel in FY  2000, $40 per barrel in FY  2010, 

$50 per barrel in FY  2011. $47.50 per barrel in FY  2012 and $ t5 per barrel in FY  2013. For FY  2*M4-heyond A N S  prices are estimated to 

grow at 2 .75%

(31 Mattix allows reader to select specific lisc.il year price (from FY  200.$-beyond) to determine ( IB R F  exhaustion data.
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3. Will Heavy Oil Do Ihe Heavy 
Lilting for Alaska?
What is heavy oil? Where is it located 

and how much of the stuff is there? 

Why aren't the oil companies produc­

ing it now? 'Ihc.se are some o( the 

questions this section will attempt to 

answer. I ike other crude oils, heavy 

oil can he refined and used to produce 

refined petroleum products such as 

gasoline and jet fuel. Physical problems 

make its ptodtiction mote challenging 

than other crude oils. Ihe potential to 

produce and develop heavy oil has great 

promise for Alaska,

What is Meaw Oil?
I leavy oii is  a type of crude oil which 

is  very viscous and does not How easily. 

Ihe common characteristic properties

are the following:

• High specific gravity11' (very denser

• l.ow hydrogen to carbon ratios 

(chemical characteristic)

• High carbon residues (much left 

after conversion to tefined product!

• I ligli contents of heavy metals, 

sulphur and nittogcu.

’Ihere is no one definition ol heavy oil. 

Ihe term heavy oil refers to oil with a 

high density and low American Potro- 

leutn Institute (AIM) gravity'*’ due to 

the presence of a high proportion of 

heavy hydtocaibon fractions, I his is 

technical jaigon for saying the material 

is thicker than maple syrup and does 

not flow easily. Ihe API gravity system 

implies that the higher the API gtavity.

the lighter the liquid, r  ..•easier it flows. 

Using numbers, some definitions clas­

sify crude oil as heavy if it has an API 

gravity of less than 2i°, other defini­

tions say it is less than 20°API. All these 

definitions refer to the etude oil at the 

surface. In terms of the ability of the oil 

to flow underground within the forma­

tion, heavy oils are generally those with 

a viscosity greater than 100 centipoisc 

a measure Used to evaluate the ability 

ol a liquid to How at reservoir condi­

tions. Ihe higher the viscosity number, 

the slower the flow. Bitumen (very 

heavy liquid similar to chocolate sytitp) 

has a rating greater than 10,000.

In Alaska, the real issue is not the AIM 

gravity, but the ability of the crude 

oil to flow, or its viscosity. While AIM

111 Ihe Spec ilii l iravav ol a substance is a compaiison ol its density lo ili.it ol water. Imagine a j'.allon liotlle tilled with water, a second tilled with 

leathers, a thud tilled with lead weights. I here ate equal volumes ol niatenal |’ieseni, hut the bottle svuh the leathers will weigh less than dial containing 

watct. the Imule with lead weights will weigh the most, In older <d increasing specific gtavity, tin >e materials would be: leathers, water, and lead. Spec ilii

gras its can he nicawired precisely, or estimated hv a comparison, as above.

(2) AIM gravity 11) 1.1 / Specific < davits' at It) I I 11 s| this parameter has economic siguili. am e since it is the main quality ciiiciinn lot etude oil

pricing: the higher the gtavity the higher the pticcol the etude oil
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Figure 3*1. Potential Heavy O il Resources Source: International Energy Agency, Resources to Reserves, November 2005, page 76.

Barrels in plrce: 

O 1 bill:

Q 10 billion

O  100 billion

1 trillion

gravity provides a measure ol its density 

(and economic value), it Fails to incor­

porate the more diliicult issues sur- 

loiunling How. From this perspective, 

a better descriptor of Alaskan heavy 

oil would be to call it viscous oil. as it 

relates to its ability to How.

One ol the major reasons Alaska’s oil is 

viscous is because it is relatively close to 

the surface of the earth - where there 

is very thick permafrost. Ihe oil is not 

located deep in the earth, where the 

(ctnpciatorcs are warmer, but within six 

thousand feet ol the surface where tem­

peratures are cooler, theteby reducing 

the oil’s viscosity or ability to How. For 

oil production in Alaska, AIM gravity 

isn't as important as is reservoir temper­

ature. I Ience. these deposits are some­

times referred to as viscous oil deposits, 

tathet than heavy oil. IVimafnost affects 

production, as it will cool oil traveling 

through the peimalrost /one.

W orldw ide Resources o f  
Heavy Oil
Heavy oil is located throughout the 

world and the International Fnergy 

Agency estimates world heavy oil. or 

viscous oil tcsoiuccsat more than 6 tril­

lion barrels with about 2 trillion barrels 

deemed recoverable (see Figure 3-1).

lire three largest deposits are in Canada 

(about I.HI) trillion barrels), Russia, and 

Venezuela (each with about 1,2 Million 

barrels). Alaska is in the next level with 

the potential for about 100 billion bar­

rels ol heavy oil resources, At this time, 

thete are known Alaskan receives ol over 

20 billion barrels of viscous oil with the 

possibility of billions mote yet to be 

identified. Ihe viscous oil in ( 'anudn 

is very similar to that of the viscous oil 

in Alaska both are located in cooler 

climates and both do not How well in 

their natural reservoirs.

There are currently five fields produc­

ing viscous oil in Alaska: Orion, Polaris, 

Schrader Bluff, Tabasco and West Sak. 

Four of these fields are shown in Figure 

3-2 on the next page. Not shown is 

'tabasco, which is a Kup.it uk River 

Unir satellite. Figure 3-3 on the next 

page reveals the subsurface formation in 

which the viscous oil lies. At this time, 

viscous oil is being developed from the 

oil formation titled "West Sak Schrader 

Bluff. No oil is being produced from 

the Ugmi formation.

Ihe North Si >pe is underlain by perma­

frost which c trends to about 1,800 ‘eet 

in depth, lb • shallowest oil bearing for­

mation, named Ugnu, is closest to the 

permafrost. Ihe temperature in this for­

mation is below fiee/ing. its API gravity 

is 8" and it has a very high oil viscosity. 

Ihe billions of barrels ol receives in this 

lot matiou ate not economical to pto* 

duce now, but someday may be.

• Fall 2006 Revenue .Sources Hook
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Figure 3-2. Alaska’s Viscous Oil Reserves Source: B P  Exploration Alaska (Inc.) 

presentation to Alaska Department o f Revenue, February 18, 2005.

Figure 3-3. Alaska’s Viscous Oil Deposits Source: International Energy Agency. 

Resources to Reserves, November 2005, page 76.

D eveloping Viscous Oil 
Resources
Developing viscous oil is difficult and 

expensive. Some heavy oils and bitu­

men are too viscous to flow at reservoir 

conditions, dfiey arc usually found at 

relatively shallow depths that are too 

deep to be mined. At such depths, 

temperatures are low, so that viscosity 

is high. 'They need special production 

technologies to facilitate their flow 

from reservoir to well head. Tradition­

ally, these have been “steam flooding” 

techniques, which involve injecting hot 

steam to heat the oil in-situ, thereby 

reducing its viscosity and allowing it 

to flow. But the last ten years have seen 

the advent of many new approaches 

such as steam-assisted gravity drainage

-  see Figure 3-4 on page 24.

Also being used are techniques involv­

ing C 0 2  or natural gas injection. All of 

these techniques require facility and en­

ergy expenses that arc well beyond the 

requirements for producing traditional 

oil reserves.

Another problem faced by Alaska’s 

viscous oil producers is solid waste

-  significant solids (sand) are produced 

in conjunction with the oil and must 

be disposed. Some of the facilities on 

the North Slope were not developed 

with sand disposal in mind and must 

be periodically closed to remove the 

sand. As newer facilities are developed, 

they will likely integrate solid waste 

disposal.

While large-scale implementation 

of Steam Assisted Gravity Drainage 

(SAC ID) and other techniques is just 

beginning, it is expected to significantly 

boost production over the next few 

years. Indeed, recent technology has 

improved the economics to the point 

where Canadian heavy oil and bitu­

men deposits can be produced through 

in-situ techniques at oil prices below

. - V  - " V -  y
West Sak

Polaris,
K up aruk  R iver 

Unit Prudhoe  B ay  

Unit
Orion

B ea u fort Sea

Milne Po int Unit

Milne Schrader

Colville R iver 

Unit

5 Mites
10 Km

SURFACE

PERMAFROST

IJG N U  F O R M A T IO N

WEST SAK 
SCHRADER BLUFF 
(Viscous oil producing 

reservoir)

K ?ARUK 
(Main Milne Point & Kuparuk 

field producing reservoir)

IVISHAK 
(Main Prudhoe Bay 

producing rose,. ,ir)
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Figure 3-4. Schematic o fSAGD . Source: International Energy Agency, Resources to
Reserves, November 2005, page 76.

$20 per barrel (see Figure 3-5 on page 

25). Current production of heavy oil 

and bitumen in Canada, for example, 

is close to I million barrels per day and 

could double by 2012.

The O u tlo o k
At the time of this writing, about 5% 

of the oil produced in Alaska is consid­

ered viscous. Will this resource be de­

veloped to a larger extent in the future?

While this question cannot be an­

swered unequivocally, there are several 

indicators that greater development of 

viscous oil on Alaska's North Slope is 

likely to occur. These facts are divided 

into two broad categories -  the fiscal 

regime and technology.

• Fiscal Regime -  Canadas recent 

experience with oil sands and heavy oil 

bears witness to the powerful force of a 

stable and attractive tax and royalty re­

gime, combined with higher oil prices, 

to catalyze fresh investment. With the 

passage of the new Petroleum Profits 

Tax (PPT) in Alaska, similar incentives 

are in place and are expected to stimu­

late investment. Companies will be able 

to claim deductions and earn credits for 

their higher costs of producing heavy 

and viscous oil that will lower their tax 

burden.

• Technology -  the oil industry is con­

tinually developing new techniques and 

technologies to enhance oil produc­

tion. Such technological advances are 

pushing back the frontiers of operating 

capability in difficult tempciatuic and 

geographical situations.

Taken together, these two aspects paint 

a picture of future development ol 

Alaska’s viscous oil.

Finally, Alaska has the opportunity to 

take the lead in viscous oil research and 

create an Arctic Resources Rcscatch 

( enter that could serve as a central 

research facility for heavy and viscous

Steam  Assisted G ravity 
D rainage (SAGD)
The advent of precision-placed hori- 

ontal wells has led to development 

if SAGD. As Figure .3-4 shows, 

two horizontal wells are drilled, 

one above the other, the upper well 

for steam injection, the lower well 

for oil production. This dual-well 

system ensures efficient use of heat 

within a virtual "steam chamber", 

as well as the excellent recovery rate 

achieved by gravity drainage, in 

which gravity stabilizes the interface 

between oil and steam. Recovery 

factors can be as high as 60%. Ihe 

intrinsic slowness of gravity drain­

age would mean low production

oil development worldwide. By engag­

ing partners with heavy oil resources 

from around the world, Alaska could 

facilitate research and piovidc insights 

into viscous oil development and 

environmental issues to all involved.

rates if it were not possible to drill 

such long horizontal wells, one pair 

of which can drain a significant 

volume. The cornerstone in this 

very promising technique is the 

capability, developed by the industry 

over the past 15 years, to position 

horizontal wells very precisely over 

long distances. Because the wells are 

relatively shallow, moreover, drilling 

costs are sufficiently low to make 

large-scale developments with nu­

merous wells affordable. SAGD has 

come inro its own over the past three 

or four years and is now having a big 

impact on the economics of heavy 

oil production.

Source: International Rnergy Agency, Resources 
n> Reserve!, November 2005, page SO.

judging by the size ol the reserves in 

the collier climates, it appears organiza­

tions operating in Norway, Russia and 

Canada would be interested as poten­

tial partnets.

Steam Injector
O il Producer Steam Chamber

O il Sand Formation
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3-5. O i! Production Costs fo r Canadian Tar Sand (2004 dollars/ barrel) Source: International Energy Agency, Resources to
Reserves, November 2005, page 77.
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Unrestricted S3.7 billion

4. Oil Revenue
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Figure 4-1. FY 2006 Oil Revenue $4.4 billion
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Figure 4-2. Total Oil Revenue, FY 2006 and Forecasted FY 2007-2008 ($ million)

O il Revenue History Forecast

U nrestricted

FY 2006 FY 2007 FY 2008

Property tax 54.5 51.7 51.4

Corporate income tax 661.1 657.2 493.7

Production tax*11 1,199.2 2,067.2 1,476.1

Royalties (including bonuses, rents &  interest) 1,784.1 1.555.4 1,336.0

Subtotal 3,698.9 4,331.5 3,357.2

increase/decrease from prior period 849.3 632.6 (974.3)

%  change from prior period 29.8% 17.1% -22.5%

Restricted
Royalties to Perm Fund & School Fund 611.5 518.6 447.8

Tax settlements to CBRF 43.7 90.0 20.0

NPR-A royalties, rents &  bonuses 2.9 6.4 7.6

Subtotal 658.1 615.0 475.4

increase/decrease from prior period 112.6 (43.1) (139.6)

| %  change from prior period 20.69b -6.5% -22.7%

Total oil revenue 4,357.0 4,946.5 3,832.6

increase/decrease from prior period 961.9 589.5 (1.113.9)

%  change from prior period 28.3% 13.5% -22.506

( I ) 'I lie mount o f production tax reported here dill'ers slightly liortt the amount recorded in the 'litx I )ivisitms l;V 2006 An- 

nu d Report because ol liming issues. A small amount of revenue recorded in another account in FY  2006 was moved to this 

account alter the close ol the fiscal year, this correction is reflected in the Annual Repott. but is not included here because it is 

not included in the state accounting system.

S ■ l all 2006 Revenue Sources Bool;
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General Discussion
The state receives oil and gas revenue 

from four sources: oil and gas produc­

tion tax, property tax, royalties and 

corporate income tax. Ihe bulk of the 

revenue goes into the General Fund for 

general purpose spending. Of the royal­

ties, 2591) goes into the principal ol 

the Alaska Permanent Fund and 0.5% 

goes into tuc Public School Trust Fund. 

'I here also are two other funds that 

receive specific oil and gas revenues: 

the National Petroleum Rcscrve-Alaska 

(NPR-A) Fund which receives the 

state's share of all lease bonuses from

sales in the NPR-A; and the Constitu­

tional Budget Reserve Fund (CBRF), 

which receives settlements of tax ami 

royalty disputes between the state and 

oil ami gas producers.

Ihe pie chart in Figure 4-3 (next page) 

shows the actual amount of each tax 

and royalty source in FY 2006. As can 

he seen from the figure, royalties and 

the production tax constitute the larg­

est part-83%-of restricted and unre­

stricted oil revenue combined. Ibis sec­

tion begins with a discussion of these 

two revenue sources, both ol which are 

driven by price and volume. We then 

review the price forecasting methodol­

ogy that underlies this biannual report

and discuss the linkage between market 

prices and wellhead values. We also re­

view our production forecast, and close 

this section with a discussion of oil ami 

gas property taxes, oil and gas corporate 

income taxes and the restricted por­

tions of oil revenue.

( I ) I lie fund implements .i Irili7.il requirement tli.il tlir state use its share ul N I ’R A oil revenue to vitislv the needs olIneal ininimmiiies most aliened 

by development in the N l ’lt .i, l ot detailed inlom uiion on this fond, see Seetion X II  I* ol treason \ Investment I’olieies and I’rou'dme Manual.
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Figure 4-3. FY2006 oil revenue by category, $4,357 million

CBRF

Settlements Propeny tax 

$43.7 m  ^ ^ $ 5 4 .5

Restricted 

■  Unrestricted

( I )  Includes N I ’KA rents &  bonuses o f $2.9 million

Unrestricted Oil Revenue

Figure 4.4. Unrestricted Oil Revenue Forecast, FY 2007-2017

Fiscal Year 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Property Tax 51.7 51.4 51.0 50.6 50.4 50.1 49.2 47.9 46.5 46.0 45.3

Corporate 

Income Tax
657.2 493.7 466.5 455.0 447.1 458.7 430.1 404.0 361.1 367.5 372.7

Production lax 2.067.2 1.476.1 1,403.1 1.333.5 1.366.8 1,336.2 1.195.5 1,006.2 937.6 875.6 1,000.7

Koval ties-Net (1) 1,555.4 1,336.0 1.303.7 1.266.5 1.273.1 1.157.4 1.035.2 905.4 878.7 860.9 919.3

Total oil revenues 4,331.5 3,357.2 3,224.3 3,105.7 3.137.4 3.002.5 2,710,0 2.363.4 2.223.9 2,149.9 2,337.9

Increase/decrease 

Irom prior period
632.6 (974.3) (132.8) (118.6) 31.7 (135.0) (292.4) (346.6) (1.39.5) (74.0) 188.0

'!ii change from 

prior period
17.1% -22.5% -4.0% -3.7% 1.0% -4.3% -9.7% -12.8% -5.9% -3.3% 8.79b

( I )  Includes bonuses and interest.
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Crude Oil and Natural 
Gas Production Taxes

P P T  Tax Liability  = [(Value -  Costs) x  Tax Rate] -  Credits

The terms used in the equation are defined as follows:

Value = Volume of Oil and Gas Produced x Wellhead Value 

Costs = Operating Expend!tuns + Capital Expenditures

Tax Rate -- 22.5% + 0,25% for every $ I per barrel that this “net income” exceeds $40

Credits = (20% x Capital Expenditures) + (20% x Eligible Transition 

Expenditures) + Base Allowance

All oil and gas production in Alaska 

except the federal and state royalty 

share and a small amount used for 

production is subject to the states 

production taxes and hazardous release 

surcharges that are levied only on crude 

oil. Taxes and surcharges are collected 

on a monthly basis.

The New Petroleum  Profits 
Tax (PPT) For C rude O il and  
N atural Gas P roduction
In August 2006, the Alaska Legisla­

ture passed the Petroleum Profits Tax 

(PPT), which made major changes to 

the state’s production tax system. A 

discussion of the PPT is also found in 

the Executive Summary of this Rev­

enue Sources Book. I*Y 2006 was the 

last year that production tax was levied 

in accordance with the provisions of 

the Economic Limit Factor (EI.E)- 

hascd tax. as discussed later.

Ihe PPT is a significant departure from 

the prior production tax system, based 

on the ELK Ihe PPT is a tax based on 

the “profits” of an 1 , 1 is

retroactive to April 1, 2006. The ELE- 

hascd system was based on the gross 

production value of a specific propci ty.

Ihe PPT starts with the value at the 

point ol production, hut then subtracts 

costs from the value ol production. By 

subtracting costs from the value of pro­

duction, a company arrives at its "pro­

duction tax value,” a term very similar 

in concept to a company's net income. 

Ihe production tax value is multiplied 

by the PPT tax rate -22.5%- to ailive 

ai the base tax. Should the production 

tax value exceed $40 per barrel of oil 

pioduced 0 »i the equivalent in gas), the

tax rate increases 0.25% for every dol­

lar the per-barrel production tax value 

is over $40.

A company's PP L liability is reduced to 

the extent that it invests in equipment, 

projects, or other items that are deemed 

“capital expenditures." Capital expen­

ditures generally include costs related 

to the purchase of drill rigs or other 

equipment, infrastructure, exploration, 

and facility expansion. Ihese costs, 

which arc capitalized on company 

financial statements, are immediately 

expenseil under tire PPT to arrive at 

the production tax value. Capital costs 

are eligible for a 20% credit against 

the company’s PPT liability. In order 

to protect the state from crediting 

companies lor unmet maintenance 

obligations, the legislature specifically 

disallowed capital expenses up to $0.30 

per hatrel under the PPT,

Ihe 20% capital expenditure credit is 

intended to encourage re-investment in 

Alaska.

Two other significant credits round 

out the PPT: Ihe transition credit 

and the base allowance. Both credits 

arc temporary, lasting 10 years or less, 

and each has specific limitations on its 

availability. I lie transition credit allows 

credits lor capital expenditures made 

within 5 years prior to the enactment 

of the PP L, hut requires current capital 

investment. Ihe base allowance is a 

credit ol $12 million per year or less,

granted to small producers that have a 

tax liability under the PP L. Neither of 

these credits can he used to reduce a 

taxpayer’s liability to less rhan zero.

Kill .’Olio Revenue Sii i ik es Book • (I
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C om paring  the New PPT  
System w ith the O ld  ELF- 
Bascd System
To help the viewer understand the dif­

ferences between the PPT and the ELF, 

two sets of comparisons arc done: (1) 

Fundamental Differences and (2) Rev­

enue Estimate differences. The focus is 

on oil taxes because they represent the 

vast majority of petroleum tax receipts.

i. Fundamental Differences Between 

the PP L and the ELF'

Starting with the tax base, the PPT is 

based on net value while the ELF was 

based on gross value at the point of

production. The ELF system applied 

statewide while the PPT has exceptions 

for Cook Inlet and new production 

areas.

The tax rate undet the PPT is 22.5% 

plus a “progressivity tax" that increases 

the overall rax rate based on the profit­

ability of the oil produced. The tax rate 

under ELF was either 12.25% or 15% 

depending on the age of the field.

Under the PPT, there are adjustments 

to tax liability based on credits for 

capital expenditures. Under the ELF 

system, there was an adjustment to tax

liability based on the fields ELF.

Taxpayers make monthly payments 

under both systems. With the PPT, 

there is an annual filing in which tiie 

taxpayer makes any “final" tax pay­

ment based on annual tax liability'’ for 

the previous calendar year. This annual 

filing due date is March 31. Under the 

ELF, there were monthly filings and no 

annual filing requirements.

Figure 4-5. Fundamental Differences Between PPT and ELF

Component ELF-based system PPT-based system

Tax base Gross value of production Net value of production

Framework of tax Property-specific Company-specific

Geographical framework Tax applies statewide
Exceptions for Cook Inlet &  new produc­

tion areas

Tax rate
12.25% for first 5 years, then 15% 

(based on gross value of production)

22.5% + progressivity tax (baaed on net 

v 1 ‘ , 1 '

Incentives Economic Limit Factor (ELF). ()'!()()%

Credit for capital expenditures, 20% 

Small producer tax credit up to S I2 million 

New Area Development credit up to S6 

million

Tax return filing Monthly Annual

Tax payments Monthly Monthly

32 • I all 2!)0fi Revenue Sources Book
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2. Revenue Estimate Differences Be­

tween the PPT and the ELF for Oil

Following is an example of how the 

estimated PPT tax would compare 

to the ELF-based tax in a typical year 

with about 285 million barrels of oil 

produced on the Noith Slope, and an 

ANS West Coast sales price of $60 per 

barrel.

As one can see from tlv: hypothetical 

example, there are more calculations 

with the PPT, and the tax liability is 

higher. This example uses a price of 

$60 per barrel and assumes certain

costs and credits. If the price was lower 

or the costs were higher (or both), 

results could be very different. In gen­

eral, the PPT is progressive while ELF  

system was regressive. This means the 

following: at higher prices tax liability 

is higher under the PPT than under the 

ELF. Under lower prices, tax liability 

is higher under the ELF than the PPT. 

This assumes the cost structure is the 

same for both cases.

Figure 4-6. Estimated Production Tax Revenues Under the ELF-based and PPT  Systems at S60 per Barrel, ANS West 

Coast ($ millions except where noted)

ELF  Tax System

Value at point of production $13,750

Production tax rate 15%

Average economic limit factor 0.529

Effective production tax rate (ELF adjusted) 7.94%

Production tax total $1,092

Divided by days/year 365

Production tax per day $2.99

PPT Tax System

Value at point ol production $13,750

Minus upstream costs $2,460

Production tax value $11,290

Tax rate 22.5%

Production base tax before credits $2,540

Progressivity tax $148

Minus capital CC tr.n’sition credits &  allowances $460

Production t tx total for year $2,228

Di1 ided by days/year 365

Production tax per day $6.10

I .ill 2<M)(t Revenue Suiiiccx Bonk ■ 33
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The O ld  ELF-Based 
P roduction  Tax for O il

Ihe tax rate for oil depended on the 

age of the field and the Economic 

Limit Factor (ELE). The ELF depended 

on total daily oil production and aver­

age daily per well production from each 

producing field.

The statutory production tax rate on 

oil was 12.25% of its value at the point 

of production for the first five years of 

field production and 15% thereafter. 

There was a minimum tax of 80 cents 

per taxable barrel.

The effective rax rate was calculated by 

multiplying the statutory tax race, even 

if it was the minimum 80 cents per 

barrel, times the ELE The ELE formula 

for oil production is shown in this hox.

The ITT formula resulted in lower 

effective tax rates for smaller, low-pro- 

ductiou fields and higher tax rates lor 

larger, highly productive fields. There 

was a unique EI.E for every combina­

tion ol total daily field production and 

average daily per well production.

An examination of this formula icveals 

that the EI.E was very sensitive to the 

total volume. Under the law, il there 

was economic interdependence be­

tween fields, the department had the 

discretion to aggregate those fields 

for purposes of the IT T calculation.

I hat is, the volumes from more than 

one field ended up in .1 single ITT  

calculation. That calculation may have 

produced an ITT (and tax) for all the 

combined fields that was higher than

if the ELF were calculated separately 

for each field (provided there was no 

extraordinary discrepancy in the per 

well productivity rates.)

In January 2005, the department aggre­

gated seven fields in the Prudhoe Bay 

Unit. The decision to aggregate focused 

on, among other things, the increasing 

interdependence found in the engineer­

ing and operation of the fields.

Under both the ELF and the PPT, the 

taxable value of oil is determined by de­

ducting allowable marine and pipeline 

transportation costs from the destina­

tion value of the oil at its disposition 

point. This point is defined as either 

a third-party sale or delivery to the 

producers own refinery. The destina­

tion value for most dispositions is tied 

by regulation to the West Coast spot 

price of ANS crude oil.

l or Alaska, the problem with the 

ELT-bused system was that the HIT 

was declining, due to lower production 

and smaller fields. As Figure 4-7 (next 

page) reveals, future revenue from oil 

would decrease-eveu if prices remained 

high for two reasons: (I) declining oil 

production and (2) a declining ELF. 

which was based on field and well 

productivity.

Hazardous Release Surcharge
Ihe Department of Administration, 

Division ol Finance, monitors the bal­

ance of the Oil and I l.i'/arduus Sub­

stance Release Prevention and Response 

Fund. Iliis fund was created by the

legislature in 1986 to provide a “readily 

available funding source to investigate, 

contain, and clean up oil and hazard­

ous releases.” An amendment in 1994 

divided the fund into two separate ac­

counts comprised of: (I) the Response 

Account which requires a surcharge on 

all oil production, except federal and 

state royalty barrels, that may be used 

to finance the state’s response to an oil 

or hazardous substance release declared 

a disaster by the governor; (2) the 

Prevention Accotmr which is an addi­

tional surcharge on all oil production, 

except federal and state royalty barrels, 

that may be used for the clean up of oil 

and hazardous substance releases not 

declared a disaster by the Governor.

This account can also be used to fund 

oil and hazardous substance release 

prevention programs in Alaska.

With the passage of the PPT, the 

Response surcharge (AS 43.55.201) 

was changed from $.02 to $.01 and the 

Prevention surcharge (AS 43.55.300) 

was increased from $.03 to $.04. Both 

of these changes are effective April I , 

2006.

The Response surcharge is suspended 

when the balance is equal to or exceeds 

$50 million. As of June 30, 2006, the 

cumulative balance ol the accounts was 

$51.2 million.

Oil Royalties
Almost all Alaska oil and gas prndtic- 

tion occurs on state lands leased for 

exploration and development. As the 

land owner, the state earns revenue 

from leasing as: (I) upfront bonuses,

(2) annual rent charges and (3) a 

retained royalty interest in oil and gas

production.

( feudally, the state issues leases based 

on a competitive bonus bid system. It 

has always letained a loyalty intcicst 

iif.u least 12.5%, The vast majority of

I ( 150 COO \ * 1 53333  j 
! '  volume '

ELF = | 1-(300 x wells) |
volume

'wells* is ihe rerrber of e-cduorg 7it-ls in the f ed, 'vcli/re' a the total daily p-oducton for ihe ’leld

F) • Fall 20110 Revenue Sources Book



Figure 4-7. Economic Limit Factor, FY 1996-2006 and Forecasted FY 2007-2011

LU

The bars in Figure 4-7 illustrate the actual weighted average F IT  for North Slope oil production since IT  1 V %  ai 

projections o f that weighted average through F Y  2011. I he slight increase in 2006 reflects the effect ol the departi

and our
cflccts the effect o f the department'sniujl'biiuiib ui uiiii nwi^utku tivkiu^v i • - ' j • i • ‘"v — c......   ̂ 1

January 12, 2005. decision to aggregate seven fields in the Pnidlu c Hay Unit for purposes o f  calculating the E L F . Pnul- 

hoe Hay E L F , during the forecast period, includes the I’rudhoe Bay-salellites and Pt McIntyre; the historical represents 

only the E L F  from Prudhoe Bay.

basket ol spot crude oil prices closely 

approximating the ANS West Coast 

spot price of oil less a transportation 

allowance back to the lease. Royalties 

arc based on a destination price— the 

hiphei of the actual sales price or the 

prevailinp value. Hie pipeline and 

marine transportation costs ate de­

ducted Ironi the destination value to 

detivc the taxable netback value ol tlr 

oil or pas.

current production is from leases that 

carry that rate. Some currently produc­

ing leases carry rates as lupll as 20%. 

and some I \ascs also have a net profit- 

share production agreement.

State oil and pas leases provide that 

the state may take its oil royalty in 

barrels (in-kind) or as a percentage ol 

the production value (in-value/. In FY 

2006, the suite took appioximately 

61.000 barrels per day ol North Slope 

production in-kiml and sold it to Flint 

I lilts Resources Alaska, l.l.t for their 

refinery at North Pole.

’Ihe royalty oil taken in-value is valued 

aecordinp to a formula usiiip a matkct

( ' )  A N S  W est G u s t  p r e v a i l in g  v a lu e , p e r I S A A C ‘. S S . 1 V I , is d i e  im m ih lv  a v e r a g e  o l d a l ly  spm m a r ia  i p i n e s  r e p o r ted  b y  F l a i l 's  O i lg r a m . K e r n e ls  a n d  

T c lc r a te  P r ic e  K e p o r i in g  S c iv ic e s . I l i i s  p i ic c  is p u b lis h e d  m o n th ly  o u  th e  l . i c  D iv i s io n  w e h s i ie  vvssss i . i x .M a ie .a k .u s .
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Oil Price and 
Production Forecast­
ing M ethodology and 
Assumptions
The forecasted value of the states 

anticipated nil production is based on 

projections of the destination market 

price of oil and the cost of shipping oil 

by pipeline and tanker to market. The 

price forecast is the product of a price 

forecasting session that includes profes­

sionals from the Department of Rev­

enue, Department of Natural Resources, 

Department of Libor, the Governors 

Office of Management and Budget, the 

Division ot Legislative Finance, the Uni­

versity of Alaska and industry experts.

To develop a production volume fore­

cast, the Department of Revenue uses 

an engineering consultant in conjunc­

tion with assistance Horn the Alaska 

Department of Natural Resources and 

the Alaska Oil and Gas Conservation 

< Commission. Ihe statewide production 

volume forecast is summed from projec­

tions of oil and gas production by field.

M ethodology for Forecasting 
Prices
" 'V , uses a modified

Delphi technique to i reate its dflici.il 

price forecast, l’anicipants are asked 

lot their piojcciiom lot West Texas 

lutci mediate (W TI) crude oil lot three 

cases a Low case, a I ligli case, and a 

Most Likely case. The p ine  that .tie 

loicv.ist ate in constant 2006 doll.us.

The Department ot Revenue ptojects 

tlicdillcreiiti.il between W TI and ANS  

ami uses a projection of inflation to at- 

riveat the nominal dollar forecast used 

in this publication.

At the loiecastmg session, key topics 

ate presented to assist 1 , , s

in making their forecasts. For the fall 

2006 forecast, the topics reviewed 

were worldwide economic growrh, oil 

demand, oil supply (for the countries 

belonging to the Organization of Pe­

troleum Exporting Countries or O PEC  

and non-OPEC countries), geopolitics 

and prices (history, forecasts from other 

organizations and results from the pre­

meeting solicitation).

The economics team compiled and 

reviewed all results and chose the Most 

Likely case for the official price fore­

cast for the years FY 2007 to I;Y 2013. 

Beyond 2013, the projections were 

very high and the department believed 

they weic unrealistic given 146 years of 

crude oil price history. Therefore, the 

Low case scenario was selected for the 

official long-term forecast and merged 

with the Most Likely case scenario for 

the earlier years. The result is the fore­

cast used in this publication.

Oil Price Forecast
Oil prices are arguably the most impor­

tant component in the determination 

of state revenues. Using the sensitiv iiy 

matrix we include in the appendices 

section of this document, a I "o change 

in oil prices equates to a 0.?5% change 

in General Fund unrestiicted revenues.

In compatison, a 1% change in crude 

oil production volume icxults in a 0.5% 

change in revenues. Both price and 

volume of ANS are cleat'y important to 

the State ol Alaska budget.

Many factors contribute to the pricing 

ol oil on the world m.ukct. Iheteurc 

the luiidaiucnt.il economic factors ol 

supply and demand. Thete.tic geopoliti­

cal events, Ihctcatcoihci lel.icd issues, 

such as the impact of the liu.tnci.il sec 

tor, and ofTefinery capac ity and conligu- 

raiioii. and weather, that helpdcretmine 

how oil is priced. These factots have all 

laeeii considered in establishing out oil

price forecast; the major petroleum-re­

lated events of 200(> are described below, 

followed bv an examination of supply 

and demand projections.

M ajor Petroleum -R elated 
Events in 2006
For the majority of 2006, oil prices 

remained at high levels. In July 2006, 

the spot price of ANS crude oil reached 

$75 per barrel, a record high price in 

nominal terms. Brices for Alaska’s oil 

stayed in the $70 range for more than 

four months from mid-April through 

August 2006, before starting their 

gradual decline to their current price 

range of $55 per barrel.

Tensions in Iran, Iraq and Nigeria 

contributed what analysts call a "fear 

premium" to the cost of oil this past 

summer. Market analysts speculate 

that $10 to $20 of the high price ol oil 

this summer was due to the fear pre­

mium from political tensions around 

the globe.

Fears that the U.S. could experience a 

hurricane season like the one in 2005 

also contributed to high oil prices. The 

summer of 2006 had, in lact, only one 

hurricane that threatened to do any real 

damage — Ftnesto— and it did nor even 

teach the ( lull ol Mexico,

In August, British Petroleum au- 

notinced it would he shutting in some 

pioduction from Prudhoe Bay due to 

pipeline corrosion problems. News ol 

this disruption lt.nl a minor, but notice­

able and immediate impact on the 

price ol oil. Norib Slope supplies were 

rcuoied mote quickly titan originally 

piedicted, and the shutdown in con­

junction with other factors ceased to he 

modi of a factoi in setting oil pi ices.

With the easing ol political ami 

vve.nher-iclatcd tensions, the price ol 

nil lias dropped Iron) its Mimmcitimc

l(i I ill 2(11)0 Iti'W nm- Sum, o  |timl.
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high of $75 and is currently in the 

mid-$50 range. Analysts suggest that 

the falling prices have been exacerbated 

by the number of investors selling off 

their futures contracts.

S hort and Long Term D e­
m and and Supply  Projections
The International Energy Agency (IEA) 

recently released its first medium-term 

oil demand forecast for calendar years 

2006-2011. They state that the past 

few years of rising prices have resulted 

in increased upstream spending which 

is leading to supply increases. The IEA 

expects non-OI'EC supplies, includ­

ing biofuels, to grow by 2% per year to 

56.7 million barrels per day in 2011, 

while O PEC  supplies will rise by a total 

of 10% (Ver the period to 36.6 million 

ha* .is per day. The increased prices 

are also tempering oil demand giowth. 

They project world demand to gtow 

at 2%  per year to 93.7 million barrels 

per day in 201 I. China and the Middle 

East are expected to contiibutc 45% of 

the demand growth dm mg this period.

Ihe U.S. Department ol Energy,

Energy Information Administration 

(DOF.-EIA) likewise expects an annual 

2% giowth in worldwide oil demand 

and expects this until 2030. Neverthe­

less, due to higher relative oil prices,

(licit 2006 projections reduced oil’s 

share of overall worldwide energy 

demand. They anticipate worldwide 

oil consumption to reach 91.6 million 

battels a day in 2010 with most of the 

demand giowth originating in develop­

ing count, ies, especially China.

The IEA suggests that most interna­

tional oil companies seem to he willing 

to pioeecd on projects based on prices 

in the $30 to $35 p«i baud tango, 

while national oil companies seem to 

be using a higher pi ice. The IEA itself 

is utilizing an aw:..go teal impotr price

of around $55 per barrel for the period

2006-2011.

C urren t ANS O il M arket 
S ituation
Alaska North Slope crude prices topped 

out at peak levels this past summer 

with prices averaging $73.10 per barrel 

in July 2006, For FY 2006, ANS aver­

aged $60.80 per barrel— a whopping 

$17.40 per barrel over FY 2005. The 

price of benchmark West Texas Inter­

mediate averaged just o’ t  $63 per bar­

rel for June 2005-May 2006, implying 

a FY 2006 average discount for ANS 

of just over $2.20 per barrel. More 

recently, the W TI-AN S differential has 

widened to $4.75 per barrel. We believe 

the market is adequately supplied with 

a relative abundance of crude oil with 

siiiiil.il qualities as ANS. This, and thin 

trading of ANS, lias helped to widen 

the differential.

ANS prices track the O PEC price

the basket. The O PEC basket is the 

benchmark that O PEC uses to gauge 

prices for the organization. ANS typi­

cally sells in direct 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 Hawaii.

With our official price scenario we 

believe that global economic growth 

is slowing but remains strong. We 

assume that oil will continue to be 

a competitive energy resource. Ami 

finally, we forecast that the current 

high price environment will encourage 

O PEC  and non-OPEC oil-producing 

countries to continue to explore ways 

to increase production from existing 

facilities and to seek out new produc­

tion opportunities.

basket ol internationally traded crude 

oils and tend to be priced higher than

Figure 4-H. Fall 2006 ( )flicial, Low & I liglt ANS 1 Til Price Scenarios
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Factors that could lead to lower or

higher prices are:

! jiw-l’ricc Scenari

• Chinas internal economic growth 

slows as does its export growth and 

energy consumption.

• The price effect from higher oil prices 

leads to lower overall worldwide oil 

consumption.

• Crude oil production capacity in­

creases more rapidly than nticipated.

• OPEC does not successfully imple­

ment oil production quotas or price 

lloors.

• Wcatht' effects moderate demand by 

reducing temperature extremes with 

110 production interruptions.

• World peace reduces risk related price 

premiums.

• Premiums related to financial hedges 

on oil lutuics are reduced or disap­

pear.

• Crude oil production worldwide 

increases as a result of recent invest­

ment activity.

• Iraq oil production and exports 

increase.

I liglt-Price Scenario

• Political unrest in the Middle Past. 

Nigeria and elsewhere continues and 

periodically results in supply disrup­

tions.

• Economic growth in China and other 

emerging economies continues at 

high rates.

• O PEC is able m institute and main 

tain oil pmduuion quotas or price 

Hoots.

• Wotldwide oil production does not 

inctease as expected and lags demand.

• We.uhei-iel.ued production shortages

• Financial markets continue to exert 

artificial price wedges in oil futures.

• No or limited growth in spare crude 

oil production capacity.

• Technolog)' does not become a driv­

ing force in long-term supply.

In this forecast, we increased our ANS 

oil prices for the period FY 2014-be- 

yond, to $41.50 per barrel increasing 

witlt inflation, front $25.50 per barrel in 

the Spring 2006 Revenue Sources Book, 

This follows the departments protocol 

that participants in a price forecast­

ing Delphi elected to change long-run 

prices from the prior two consecutive 

fall forecasts. The inflation rate is 2.75% 

per year based on Callan Associates Inc. 

five-year capital market assumptions. In 

addition to changing the long-run price, 

the number of years the price is forecast 

-  before the long-run price begins -  has 

also been changed. We now forecast 

seven (7) individual years. Earlier edi­

tions only forecast three (3) years.

Transportation and 
Other Production 
Costs
Taxpayers deduct marine transportation 

costs,Trans-Alaska Pipeline System and 

feeder pipeline tat ills and other costs to 

determine an ANS wellhead price. The 

wellhead pi ice is the basis for state pro­

duction tax and loyalty payments.

T ransportation  Costs
The mandated replacement n! vessels 

without double bulls with new, mote 

expensive double hulled vessels, and the 

continued use of smaller qualified vessels 

to replace l.uger vessels teiiied by com­

pliance with the Federal Pollution Act of

and/or demand increases continue. 1990 is likely to increase transportation 

costs in the future.

Trans-Alaska Pipeline System 
(TAPS) Tariffs
The TAPS tariff is determined according 

to the TAPS Settlement Methodology, 

a rate-making method approved by the 

Federal Energy Regulatory Commission 

that allows the TAPS owners to recover 

their costs, including an allowance for 

profit. Under the agreement, future 

tariffs will he determined by operat­

ing 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 3 1, 2011.

TAPS tariffs are filed on a calendar year 

basis, with new tariffs taking eflect Janu­

ary 1 each year. The weighted average 

tariff filing for calendar year 2006 is 

$4.06 per barrel. The fill 2006 forecast 

assumptions in Figure 4-9 (next page) 

contain projected tariffs for FY 2007- 

20)7.

Feeder Pipeline and O ther 
Adjustm ents
Additional transportation costs are also 

incurred to move the various etude oils 

tha comprise ANS from North Slope 

production fields to Pump Station No.

I of the Trans-Alaska Pipeline System. 

These include both feeder pipeline 

i barges and other cost adjustments to 

account lot thcdiflcicnt qualities of oil 

entering the Notili Slope pipelines as 

well as maiket-locatiou differentials tin 

in state '.ties. See Figute 4-9 on page 39.

W ellhead Price
The combination of ANS wellhead 

value and production volume lonn the

tS • I .ill 2006 Revenue .Vmiico Bool.



Pall 2006 Revenue Sources Book

Figure 4-9. Fall 2006 Forecast Assumptions, FY 2007-2017 (Nominal $ per barrel)

Fiscal Year(l> 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

ANS West Coast 

Price
59.15 51.25 49.50 49.00 50.00 47.50 45.00 41.50 42.50 43.50 44.50

ANS Marine 

Transportation
1.76 1.79 1.84 1.89 1.94 1.99 2.04 2.09 2.14 2.19 2.24

TAPS Tariff 4.38 4.11 2.36 2.43 2.48 2.53 2.57 2.71 2.84 2.92 3.01

Other 

Deductions & 
zWijustmcnts1,1

0.67 0.38 0.46 0.58 0.60 0.7.3 0.77 0.82 0.86 0.88 0.91

ANS wellhead 52.35 44.97 44.84 44.09 44.98 42.24 39.62 35.88 36.66 37.51 38.34

( 1) 1Y 2007 includes reported information through August 2006.

(2) Includes other adjustments such as quality hank changes, location differentials and company-amended information.

basis for both state production taxes and 

royalties. The wellhead value is calcu­

lated 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. Figure 4-9 reflects this calculation 

for FY 2007-2017.

C rude O il P roduction
For the fall 2006 forecast, we continue 

to make adjustments to our production 

expectations from the Noith Slope. In 

the near term, we have incorporated 

revised reservoir performance analysis 

on declining fields, reviewed the un­

certainty associated with the pace ami 

scope ol developing satellite fields and 

re-evaluated downtime for all fields due 

to cm tent pipeline closures and related 

corrosion testing on the North Slope.

For the longer temt, we have delayed 

Point lhomson and associated satellite 

one year to maintain out assumed ten 

year lead time for development.

Dm FY 2007 ANS ptodtu tion ftnecast 

has been tevised downward to 740.000 

bands per day, which is a 12% dec tease 

Iinm the M S,000 barrels per day pro­

duced in FY 2006. Ibis tellects volume

reductions from numerous unplanned 

events, including pipeline corrosion 

problems at Prudhoe Bay, Lishurne and 

Milne Point.

Ihe North Slope is a mature oil province 

that is in decline. Its aging infrastruc­

ture will likely have additional prob­

lems as we look into the future and the 

harsh environment ol the North Slope 

amplifies the likelihood ol other occur­

rences. In addition, the development of 

fields containing viscous oil is providing 

challenges to the oil industry. Ihese two 

factors I been incorporated into our 

forecast and ate the teasons lor loiecns,- 

ing lower near term volumes.

We characterize North Slope production 

three ways, each with discrete, albeit 

estimated confidence levels: (I) cur* 

ic'tuly producing, (2) currently under 

development and (3) cuitently mulct 

evaluation. We do this so that the reader 

will have an understanding about the 

ui'ceriainty associated with the produc­

tion forecast. We continue to forecast 

production of only those resetves that 

have alieady been discovered and at 

minimum are being evaluated lot devel­

opment.

C urren tly  Producing
Production characterized as “currently 

producing" includes baseline produc­

tion and presumes a continued level of 

expenditure sufficient to promote safe, 

environmentally sound operations.

Such expenditures in dude the follow­

ing: well diagnostic and remedial work, 

data acquisition and rate-enhancing 

expenditures such as perforating, acid 

stimulation, well workovers, fracture 

treatments, artificial lift optimization 

and production profile optimiza­

tion. Ibis category of production also 

presumes continued gas and watei 

injection for pressure support. Based on 

historical forecasting performance, we 

assign a 98% confidence level for the 

current fiscal yeai and between 90% to 

95% throughout the temainderol out 

forecast period.

C urren tly  U nder 
D evelopm ent
Production characterized as "cuttcnily 

underdevelopment" is based on new 

projects cuitently funded and in the 

design/construction phase, as well as de­

velopment drilling and enhanced oil tc- 

lovery (niiscibleor immiscible injection)

I all 201)6 Revenue Sniiices Bonk • P*
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projects, currently funded or underway, 

hut not included in the “currently pro­

ducing" category. It also includes incre­

mental oil expected from the long-term 

gas cap water injection project at Prud­

hoe Bay and the low salinity waterflood 

at Endicott. Examples of production 

“currentlyunderdevelopment” include 

the Fiord Kuparuk and Nanuq Kuparuk 

satellites at Alpine, near Beaufort fields 

Oooguruk and Nikaitchuq, J-Pad and 

K-Pad development at West Sak, near 

term planned drilling at Milne point 

and Schrader Bluff and certain satellite 

development at Prudhoe Bay.

For the fall forecast, we have again 

slowed the pace of development at 

all heavy oil fields to allow continued 

mitigation of challenging commercial 

and technical issues. Because of timing 

and scope uncertainty, our subjective 

confidence for ibis category of produc­

tion is approximately 80-85%.

C urren tly  U nder Evaluation
Production characterized as “currently 

under evaluation" includes technically 

viable projects currently in the “pencil 

sharpening" stage where engineer­

ing, 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. 7hcy include enhanced oil 

recovery at certain satellite fields, devel­

opment drilling outside the core areas at 

West Sak and Schrader Bluff, expanded 

development at Prudhoe Bay satellites 

Orion, Polaris and Borealis and Alpine 

West and Qannik development in the 

Colville River unit. Also included in this 

category are NPR-A development, Point 

'Ihomson, Liberty and development of 

other known onshore discoveries. Al­

though operator BP is currently evaluat­

ing technologies associated with devel­

oping the vast viscous oil accumulation 

known as Ugnu. we tlo not forecast am 

production front that field.

Regarding NPR-A, we are forecasting 

production from four small “puddles” 

in the vicinity of known discoveries 

currently named Lookout”, “Mooses 

Tooth", "Spark" and "Rendezvous". 

Since these discoveries have been an­

nounced, there has been ongoing explo­

ration outside the boundaries of these 

accumulations, and explorers continue 

to push lurther west in search of new 

t levelop men t opportu n i t ics.

Confidence levels vary for this cat­

egory ol production. Certain heavy oil 

development drilling for Schrader Bluff, 

Orion or West Sak in FY 2007 might 

have confidence levc. approaching that 

of “production under development". 

Offshore developments such as Liberty, 

or potentially high cost, scope-chal­

lenged developments such as Point 

Ihomson probably deserve lower confi­

dence, and our subjective assessment is 

in the 70%-75% range. All production 

from this category is subject to delays 

and scope changes that might impact 

reserves or production rates.

Figure 4-10. Alaska North Slope Production, FY 1996-2006 and Forecasted FY 2007-2017
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Figure 4-11. Alaska Crude Oil and N G L  Production, FY 2006 and Forecast 2007-2008 (millions barrels/day)

Alaska North Slope F Y  2006 F Y  2007 F Y  2008

Prudhoe Day111 0.340 0.280 0.301

Aurora 0.009 0.012 0.013

Borealis 0.017 0.017 0.017

Midnight Sun 0.006 0.005 0.005

Orion 0.007 0.009 0.012

Polaris 0.003 0.002 0.006

l.isburnc 0.009 0.009 0.011

Niaktik 0.006 0.004 0.004

Point McIntyre 0.033 0.015 0.027

Raven 0.001 0.002 0.001

Kuparuk 0.134 0.119 0.116

Mcltwater 0.005 0.003 0.003

Tabasco 0.004 0.004 0.003

Tarn 0.020 0.019 0.017

West Sak 0.01.» 0.019 0.030

Milne Point 0.025 0.021 0.024

Schrader Blulf 0.016 0.010 0.013

Hndicott 0.019 0.016 0.015

Badami 0.001 0.001 0.001

A lp ine"' 0.123 0.106 0.090

Fiord 0.000 0.010 0.019

Nanui) 0.000 0.005 0.012

Oooguruk 0.000 0.000 0.0003

Nonhst.it'"’ 0.056 0.05! 0.039

Total Alaska North Slope 0.845 0.710 0.782

intreasc/ilccnrasc from prior period (0.072) (0.105) 0.043

'!!i change from prior period -7.*)"ii -1 2 .4 %  5 .8 %

(>>nk Inlet 0.018 0.017 0.016

increase/decrease from prior period (0.002) (0.001) (0.001)

"i> change front ptior period -9.0",', -5.9'.'ii -7 .0 " ii

Total Alaska 0.863 0.756 0.798

iiutcase/dectcase from prior year (0.0534) (0.1070) 0.0415

%  change Itum prior period -5,3'Ni *12 .4%  5 .5 %

(1 ) Includes N C lls  (3) ln< holes Q.innik (5) Ini holes Nanm|-Kuparuk

(2) ho holes West Ni.'tiuk (4) Inchules Tiurd-Ktiparuk (0) Includes t ) (  iS Pmduttiim
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Petroleum Property 
Tax
An annual tax is levied each year on the 

full and true value of property taxable 

under AS 43.56. 'Hie tax on oil and gas 

property is the only statewide properly 

tax. The valuation procedure for three 

distinct classes of property— explora­

tion, production and pipeline transpor­

tation— is described below.

E xploration Property
Value is based on the estimated price 

tliar the property would bring in an 

open market under prevailing market 

conditions in a sale between a will­

ing seller and a willing buyer, both 

conversant with the property and with 

prevailing general price levels.

Ihe state appraiser gathers raw data for 

determining market value by reviewing 

the details of equipment sales, attend­

ing auctions and reviewing trade jour­

nals. This data is then applied ro the 

taxable property, taking into account 

age, capacity, physical and functional 

obsolescence.

Production  Property
Value is determined on the basis of re­

placement cost less depreciation, based 

on the economic life of the proven 

reserves.

In the case of an offshore oil or gas 

platform or onshore facility, the num­

ber of years of useful life is determined 

by estimating the date the facility 

reaches 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 cur­

rent age of the facility equals the total 

life. The depreciation factor for the 

facility equals the years of remaining 

life divided by the total life.

Pipeline T ransporta tion  
Property
The full and true v. I tie of taxable 

pipeline property is determined with 

due regard to the economic value of 

the property based on the estimated 

life ol the proven reserves of gas or 

unrefined 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 on the 

income method under which the value 

is the net present worth of all 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 replace­

ment cost less depreciation based on 

the economic life of the reserves that 

feed the pipeline. The Trans-Alaska 

Pipeline from Prudhoe Bay represents 

more than 95% of Alaska’s taxable 

pipeline transportation property,

Figure 4-12 illustrates the property tax 

distribution between local communities 

and the state for FY 2006. The proper­

ty value is assessed by the stare. A local 

tax is levied on the state’s assessed value 

for oil and gas property within a city 

or borough, and is subject to the local 

property rax limitations established in 

AS 29.45.080 and AS 29.45.100. The 

state’s mill rate is effectively 20 mills 

minus the local race.

Figure 4-12. Distribution of Petroleum Property Tax, FY06 (S million)(l)

Municipalities Gross Tax Local Share Stale Share

North Slope 209.1 199.2 9.9

Unorganized 37.5 0.0 37.5

Valdez 18.3 18.3 0.0

Kenai 11.1 7.0 4.1

Fairbanks 7.6 5.8 1.8

Anchorage 4.0 3.1 1.0

Other Municipalities' 0.2 0.1 0.1

Total 287.8 233.5 54.3

( 1) Amounts shown here do not include the supplemental property tax roll and as a lesult may not 

exactly match data presented elsewhere in this hook or in the Tax I ̂ vision's FY 2006 Annual Report.

(2) Includes Matanuska-Susitna Borough, C.ordnva and Whittier.
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Petroleum  C orpora te  Incom e 
Tax
Alaska levies corporate income tax in 

two ways: one that applies to oil and 

gas corporations and one that appPes 

to corporations other than oil and gas 

corporations. Forecasts and discussion 

of the corporate income tax as applied 

to corporations other than oil and gas 

corporations can he found in the Other 

Revenue sect ion of this forecast.

An oil and gas corporation’s Alaska in­

come tax depends on the relative size ol 

its Alaska and worldwide activities and 

the corporation’s total worldwide net 

earnings. The corporation’s Alaska tax­

able income is derived by apportioning 

its worldwide taxable income to Alaska 

based on the average of 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.

Historically, oil and gas corporate 

income tax revenue has varied greatly 

along with oil prices and oil industry 

profits. In FY 1982, revenue from this 

tax was $668.9 million. As recently as 

FY 1994, the oil and gas corporate in­

come tax generated a mere $17.8 mil­

lion. For the past three years, revenues

from rhc oil and gas corporate income 

tax have risen along with oil prices and 

oil industry profits, generating $661.1 

million in FY 2006— the highest level 

for collections since the early 1980’s.

We produce our forecast of oil and gas 

corporate income tax collections by 

using an economic model. The statisti­

cal relationship between historical tax 

payments, crude oil prices, North Slope 

oil production and refinery margins are 

used to estimate corporate income tax 

payments. We then adjust for refunds 

and carry-forwards which cause tctual 

collections to differ from paynu nts. 

Estimated payments so far in FY 2007 

have been strong, and we project 

that for the full fiscal year oil and gas 

corporate income tax collections will be 

close to the FY 2006 • oral. In FY 2008, 

we expect a 25% decline in collections 

due to declining oil prices and refining 

margins.

Restricted Oil Revenue
According to Article IX, Section 15 of 

the Alaska Constitution, a minimum 

of 25% of all mineral lease rentals, 

royalties, royalty sale proceeds, federal 

mineral revenue sharing payments and 

bonuses received by the state must he

deposited into the Alask: Permanent 

Fund. In addition, AS 37.14.110 

requires a contribution of 0.5% of all 

royalties and bonuses to the Public 

School Fund Trust. Settlements with 

or judgments 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 

of the revenue in the fund each year 

is available for appropriation in the 

form of grants to municipalities that 

demonstrate present oi future impact 

from NPR-A oil development. O f the 

revenue not appropriated to the mu­

nicipalities, 25% goes to the Permanent 

Fund, 0.5% goes to the Public School 

Trust Fund, and the rest may be appro­

priated to the Power Cost Equalization 

and Rural Electric Capitalization Fund. 

Any remaining revenue after these 

appropriations lapses into the General 

Fund.

The table below reflects restricted oil 

and gas revenue.

Figure 4-13. Restricted Oil Revenue, FY 2006 and Forecasted FY 2007-2008 (S million)

Restricted FT 2006 FY 2007 IT  2008

Royalties to Permanent Fund tk School Fund

Royalties, bonuses Ik rents to Permanent Fund 599.5 504.7 442.0

Royalties, bonuses &  rents to School Fund 12.0 13.9 5.8

Subtotal 611.5 518.6 447.8

Settlements to CBRF 43.7 90.0 20.0

N I’RA royalties, rents &L bonuses 2.9 6.4 7.6

Total Restricted 658.1 615.0 475.4
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5. Other Revenue
(Except Federal & Investment)

Figure 5-1. FY 2006 Other Revenue (Except Federal &  Investment) $1.0 billion
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Figure 5-2. Total Other Revenue (Except Federal &  Investment), FY 2006 and Forecasted FY 2007-2008 ($ million)

U nrestricted

History Forecast

FY 2006 FY 2007 FY 2008

Taxes 327.6 347.9 344.9

Charges for services 23.1 23.1 23.1

Fines &C forfeitures 8.5 10.3 10.3

Licenses &  permits 41.9 44.1 44.9

Rents &  royalties 8.8 9.4 9.5

Other 40.6 22.0 20.5

Total unrestricted 450.5 456.8 153.2

R estricted
Taxes 86.3 84.7 128.8

Charges lor services 225.0 235.8 239.6

Fines &  forfeitures 21.0 20.1 30.6

Licenses &  permits 30.6 37.1 37.5

Rents &  royalties 5.9 5.9 5.9

Oth.r 156.7 100.4 176.7

Total restricted 

Subtotal O th e r Revenue

525.5

97( 0

484.0

940.8

6 19.1

l.072.3

General Discussion
Income from sources other than oil, state 

investments and federal receipts includes 

non-oil taxes, charges for services, lines 

and forfeitures, licenses and permits, rents 

and loyalties and other revenue sources. 

Ihese revenue sources are divided be­

tween unrestricted and restricted rev­

enues; the amounts of each ate tellected 

in Figures 5-2 through 5-8 throughout 

this chapter. Restricted revenue includes 

money deposited in funds other than the 

UmestrictedCIenei.il Fund, hot pur­

poses of this forecast, restricted revenues 

also include receipts that the legislature 

customarily appropriates or sets aside for

lO • I all 2006 Revenue Sources Book

a particular purpose or program, such as 

sharing of fish tax revenue with munici­

palities.

Other Taxes
Alcoholic Beverages lax
Alcoholic beverage taxes are collected 

primarily from wholesalers and distribu- 

totsof alcoholic beverages sold in Alaska. 

Since October I, 2002, the pcr-gallou 

tax rates on alcoholic bevetagcs base 

been SI.07 for beer, $2,50 lor wine 

and $12.80 lor liquor. Qualifying small

brewers pay tax it a rate of $0.35 per 

gallon for beer. Revenue is deposited into 

the General Fund. Fifty percent of the 

revenue is directed to a sublimd of the 

General Fund, the Alcohol and Other 

Drug Abuse Treatment and Prevention 

Fund, and is treated as restricted in this 

forecast.

Over the past 10 years, alcohol consump­

tion has grown ar an average annual rate 

of 0.9% for beer, 3,5% for wine, and 

2.4% lor liquor. We forecast that con 

sumption will continue to grow at these 

historical average rates
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C haritab le  G am ing
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. We 

forecast that revenues from charitable 

gaming activity will show little change 

over the next two fiscal years.

C orporate  Incom e Tax
Alaska levies corporate income tax in 

two ways: one that applies to oil and 

gas corporations and one that applies 

to corporations other than oil and gas 

corporations. Forecasts and discussion of 

the corporate income tax as applied to 

oil and gas corporations can be found in 

the Oil Res elute section of this forecast.

Alaska levies the Corporate Net Income 

lax on net income of corporations 

that do business in the state and derive 

income from sources within Alaska. 

Corporate tax rates are graduated from 

1% to 9.4% in $10,000 increments of 

Alaska taxable income; the maximum 

tate of 9.4% applies to taxable income 

over $90,000. S-Corpotations and 

LI.Cs that file federally as partnerships 

are generally exempt from corporation 

income tax. Corporations compute 

their tax liability based on federal tax­

able income with Alaska adjustments. 

Corporations other than oil and gas 

corporations apportion their income to 

Alaska by using a three-factor appor­

tionment based on sales, property and 

payroll. Taxpayers determine Alaska 

taxable income by applying their ap 

portionmi'iu factor to the corporation’s 

modified federal taxable income ot the 

Water's I dge ( ombitted ( Iroup.

Over the past few years, income tax 

revenue limit corporations other than

oil and gas corporations has increased 

significantly. In FY 20i}4, revenue ftom 

the tax was $39.6 million. By FY 2006 

revenue increased to $137.6 million. 

We produce our forecast of non-petro- 

Icum corporate income tax collections 

by using an economic model. The 

statistical relationship between histori­

cal tax payments, corporate profits and 

crude oil prices are used as input to es­

timate corporate income tax payments. 

Corporate profits arc used because they 

help determine tax liability and crude 

oil prices are used because the price of 

oil impacts company profitability in 

many economic sectors in Alaska. Alter 

forecastiag estimated payments, we 

then adjust for refunds and carry-for­

wards which cause actual collections to 

differ from payments. Revenues should 

remain at historically high levels, as 

continued growth in corporate prof­

its is balanced by declining prices fot 

North Slope crude oil.

Com m ercial Passenger Vessel 
Taxes
In August 2006, Alaska voters approved 

Ballot Measure 2. This initiative imposes 

new taxes and fees on commetcial pas­

senger vessels including:

• A per-passenger tax of $46 on com­

mercial vessels with 250 or mote 

berths. Revenues evil I bedej tsitcd 

into a subfund ol the General Fund, 

the Gonmierciat Vessel Passenger Tax 

Account. $5 ol the tax will be distiib- 

uted to each of the litst five poits of 

call, and an additional 25% of the tax 

will be designated lot other local guv - 

ernments impacted by the ctuise ship 

industry. The entire* p tssengei tax is 

considered test tic ted lor purposes ol 

tltis forecast.

• An additional pet berth feeol $4 to 

openin' the Ocean Raugei ptogiam. 

which provides lot independent oh 

set vers ol engineering, sanitation and

health practices. This fee is consid­

ered restricted and is included in the 

“Charges for Services” section of this 

forecast.

• A tax of 33% on the adjusted gross 

income from gaming or gambling 

activities aboard large passenger 

vessels in the state. Revenues will be 

deposited into a subfund of the Gen­

eral Fund, the Commercial Vessel 

Passenger Tax Account, and will be 

considered restricted for purposes of 

this forecast.

• Companies operating large com­

mercial passenger vessels will now 

be subject to the Alaska corporate 

income tax. Any incremental cor­

porate income tax revenue will be 

unrestricted General Fund revenue.

• New penalties for violations related to 

false reporting, cnvironmcn.nl regula­

tions and disclosures on promotions 

and shore* side activity s ties, Revenue 

from these provisions will be reflected 

in the "Fines and Forfeitures" section 

of this forecast.

For this forecast, the $46 per-passenger 

tax and $4 berth fee are expected to 

generate revenue beginning in l;Y 2008 

(based on the 2007 tourist season). Our 

forecasts are based on an expectation 

of 949,000 eligible ship passengers and 

049,0(10 eligible ship sailing berths.

1 )ue to uncertainties and lack ol data, 

estimates of revenue ftom the gambling 

activity tax, corporate income taxes, and 

penalties ate not reflected in the Fall 

2006 forecast.

Blcctric Cooperative and 
Telephone Cooperative Taxes
The electtit cooperative tax is based 

on kilowatt hums furnished by quali­

fied electric cooperatives recognized 

mulct Title l()ol the Alaska statutes,

Ibe telephone cooperative tax is levied 

on gross revenue ol qualified telephone

Fall .'tlllo Revenue 5n iii.es Book 0 ’
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cooperatives under Title 10. Revenue 

from cooperatives located in municipali­

ties is treated as restricted revenue in rliis 

forecast because it is shared 100% with 

the municipalities. The small amount 

ot revenue collected from cooperatives 

outside municipalities is retained by 

the state. We forecast little change in 

revenues from the electric and telephone 

cooperative taxes over the next two fiscal 

years.

Estate Tax
The estate tax is levied on the transfer 

of an estate upon death. Tire Alaska 

estate tax is tied to the federal tax, with 

tire amount of the state rax equaling 

the maximum state credit allowed on 

the estate’s federal return. All revenue 

derived from estate taxes is deposited in 

the General Fund.

As a result of changes to the federal es­

tate tax, the Alaska estate tax was phased 

out completely beginning January 1, 

2005. 1 iowever, revenues continued in 

FY 2006 because of the 15-month filing 

period. Tire federal estate tax changes 

that caused the state tax to phase out 

are currently scheduled to sunset after 

December 31, 2010. We forecast no rev­

enue front the estate tax until FY 2012.

Fisheries Business Tax
Ihe fisheries business tax is levied on 

businesses that process or export fisheries 

resources from Alaska. Although the tax 

usually is levied on the act ol processing, 

tin tax is often referred to as a "raw fish 

tax" because it :s hased on the value of 

the taw fisher) tesource. lax rates vary 

from 1% to 5%. depending on whether 

a fishery resource is classified as “estab­

lished" or 'developing." and whether ir 

was pioccsscd hy an on-shore or float­

ing processor. Revenue from the rax is 

deposited in the General Fund, I'iliy 

percent ol the revenue (beloie credits) is 

shared (o qualified municipalities, and is 

treated as restricted in this forecast.

til ■ fa ll 2606 Revenue Sotiiccs lluok

Our forecast is based on estimated Tax­

able values of tire major fisheries in the 

state and historical effective rax rates. 

Fisheries business tax revenue retained 

by the state is adjusted by a forecast of 

tax credits, including Salmon Product 

Development and Utilization credits, 

which apply only to the state portion of 

the tax.

Fishery Resource L aud ing  
Tax
The fishery resource landing tax is levied 

on fishery resources processed outside 

and first landed in Alaska, and is based 

on tire unprocessed statewide average 

value ol tire resource. The tax is collected 

primarily from factory trawlers and 

floating; processors that process fishery 

resources outside the state’s 3-mile limit 

and bring their products into Alaska for 

shipment. Tire tax rates vary from 1% 

to 3%, based on whether the resource 

is classified as “established” or “develop­

ing.” All revenue derived front the tax 

is deposited in the General Fund. Fifty 

percent ol the revenue (before credits) is 

shared to qualified municipalities, and is 

treated as restricted in this l< recast.

Our forecast is based on estimated tax­

able values of tire nrajoi fisheries in the 

state and historical effective t ax rates. 

Fisheries business tax revenue ictained 

hy the state is adjusted hy a forecast of 

tax credits which apply only to the state 

portion ol the tax.

Insurance Prem ium  Fax
Insurance companies in Alaska do not 

pay corporate income tax, sales nr other 

ex.ise taxes. Instead, they pay an incur 

mice premium tax. Revenue is deposited 

into the General Fund and for most 

types of insurance, the tax is treated 

as unrestricted tevenue. I Iowever. the 

premium tax on workers tonipettvition 

insurance is deposited a subfund ol the 

General Fund, the Workers Safety and 

( ompeiis.uion Fund, and is reflected as

restricted in this forecast, flie restricted 

component also includes service fees 

paid into the Workers Safety and Com­

pensation Fund by employers who are 

uninsured or self-insured.

Our forecast is based on the expectations 

of the Department of Commerce, Com­

munity and Economic Development’s 

Division of Insurance, which adminis­

ters the insurance premium tax. and the 

Department of Labor and Workforce 

Development’s Workers Compensation 

Division, which collects worker's com­

pensation service fees.

M ining  License la x
The mining license tax is a tax on the 

net income of all mining operations in 

the state, ranging from 0% to 7%, less 

exploration and other credits. Except for 

sand and gravel operations, new minirg 

operations are exempt from die mining 

license tax for a period of 3Vi years after 

production begins.

Mining licen e tax revenues set a rccr ! 

in FY 2006, benefiting from strong min­

erals prices in calendar year 2005. Min­

erals pi ices ini leased again in calendar 

year 2006 and we are foicc.istili  ̂that 

FY 2007 will be another year of rccoid 

collections lor the mining license tax. 

Minerals prices are expected to moderate 

in the 200/ tax year, leading to collec­

tions that are slightly lower in FY 2008 

hilt still well above historical levels. ( )ur 

forecast is produced using a hottom-up 

appioach that estimates tax payments 

fin each of the major mines in the state 

hased on expected minerals prices and 

production.

M otor Fuel Tax
The motor fuel tax is imposed on all 

motor fuel sold, transferred ui used 

within Alaska. Gin tent per gallon rates 

are 8 cents loi highway use, 5 cents 

lor marine fuel, 4.7 cents lot aviation 

gasoline. 3.2 cents tor jet fuel, and a
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rate of 8 cents or 2 cents for gasohol, 

depending on the season, location and 

I'.PA mandate. Motor fuel raxes arc col­

lected primarily from wholesalers and 

distributors licensed as qualified dealers. 

Various uses of fuel are exempt from tax, 

including fuel used for heating or lligbts 

to or from a foreign country. All revenue 

derived from motor fuel taxes is depos­

ited in the General Fund. Sixty percent 

of the taxes attributable to aviation fuel 

sale- at municipal airports arc shared 

with the respective municipalities, and 

are treated as restricted for purposes of 

this forecast.

Our forecast for motor fuel tax revenue 

is based on Energy Information Agency 

projections for U.S. motor fuel con­

sumption.

Tire Fee
Ihe tire fee has two components. The 

first component is a tax of $2.50 on 

all new tires sold in Alaska for motor 

vehicles intended for highway use. The 

second component is an additional $i 

fee per tire on all new tires with heavy 

studs sold in Alaska, and a $5 fee per tire 

on the installation ol heavy studs on a 

previously un-studdcd tire.

Our forecast ol tire fee revenue is based 

on the expected number of vehicle regis­

trations in the state.

Seafood Assessments and 
Taxes

ie Department ol Revenue administers 

five different programs that raise money 

through seafood assessments. The rates 

for thes*' assessments are determined 

try a vote of the apptoptiate associa­

tion within the seafood industry or hy 

members ol the Alaska Sealood Market­

ing Institute.

The lire programs ate:

• The seafood marketing assessment, 

which applies to all seafood products

made or first landed in Alaska and all 

unprocessed products exported from 

Alaska.

• The dive fishery management assess­

ment, which is levied on the value of 

fishery resources taken using dive gear 

in a designated management area.

• Hie regional seafood development 

tax, which is levied on the value of 

fishery resources in a designated man­

agement area.

• The sr.lmon enhancement tax, which 

is levied on salmon sold or exported 

from designated aquaculture regions.

Although revenue received under these 

assessments is deposited in the General 

Fund, funds are treated as restricted rev­

enue in this forecast because they are set 

aside for the legislature to appropriate 

for the benefit of the seafood industry, 

either in marketing or in management/ 

development of the industry.

Our salmon enhancement tax forecast is 

based on estimated taxable value of the 

salmon fishery in the state and histori­

cal effective tax rates. All other seafood 

assessments are reflected as receipt sup­

ported services under the Charges for 

Services section ol this forecast and are 

not forccas' individually.

Tobacco la x
llu’ tobacco tax is levied on cigarettes 

and tobacco produc , sold, imported ot 

transferred into Alaska. Tobacco taxes 

are collected piimarily from licensed 

wholesalers and distributors. I here.lie 

two components to the tobacco tax: 

ihe cigarette tax and the other tobacco 

products tax.

The tax rate on cigarettes was increased 

from $1.60 to $1.80 per p ick on July 

1, 2006 and will increase to $2.00 pei 

pack on Inly I, 2U07. Ofthccigatcite 

tax, $0.76 per pat k is deposited into the 

School Fund, and is considered restrict­

ed revenue. All cigarette and tobacco

products license fees are also deposited 

in the School Fund. The remainder of 

the cigarette tax revenue is deposited 

into the General Fund, with incremental 

revenues as a result of the July 1, 2006 

and July 1, 2007 tax rate increases going 

entirely to the General Fund (the $0.76 

per pack to the School Fund will not 

change). O f the General Fund portion, 

8.9% is deposited into a subfund of the 

General Fund, the Tobacco Use Educa­

tion and Cessation Fund, and is treated 

as restricted in this forecast.

The tax rate on other tobacco products- 

such as cigars and chewing tobacco-is 

75% of .lie wholesale price and is depos­

ited entirely in the General Fund.

Our cigarette tax forecasts assume that 

consumption vvil1 ’ dine on average 4%  

annually. We s expect some redm - 

turn in consumption due to the effects 

of higher prices caused by the July 1, 

2006 and July I, 2007 tax increases. 

Moderate increases in wholesale prices 

and consumption should help other 

tobacco produc.s tax revenue continue 

to increase at the 10-year average rate of 

about 4%  annually.

Vehicle Rental Tax
The vehicle rental tax is a 10% tax on 

passenger vehicle icntals of 90 days or 

less, and a 3% tax on rentals of recre­

ational vehicles for 90 days or less. The 

vehicle rental tax provisions became 

cHectiveJ.iiiuary 1,2004.

We expect vehicle •enial tax revenue to 

increas • with the overall rate of inflation 

as the value ol rentals increases.

Charges for Services
The charges for services cutegorv in- 

c! nles fees and other program charges 

for state services. The revenues reported 

in this category do not include all 

charges for state services— •just those that 

do not lit into other categories m this 

tepoit.
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Most of these receipts are considered 

restricted revenue because they are 

returned to the program where they 

were generated. The only unrestricted 

revenues listed in this category come 

from charges that do not have program 

receipt designations, or are not other­

wise segregated and appropriated back 

to a program. Many of the charges for

services are small amounts that we have 

grouped into the broad categories “Gen­

eral Government," "Natural Resources," 

and “Other.” Revenue from these 

categories is forecast as constant over the 

next two fiscal years. The largest cat­

egories of charges for services are listed 

separately and are discussed below.

M arine H ighway Fund
The Alaska Marine Highway bund is 

a subfund of the General Fund and 

receives revenue from state ferry system 

operations. The legislature has discretion 

over how the revenue is allocated, hut 

because it is customarily appropriated 

for Alaska Marine Highway opera-

Figure 5-3. Other Tax, FY 2006 and Forecasted FY 2007-2008 ($ million)

History

Unrestricted FY 2006

Forecast 

FY 2007 FY 2008

Sales/Use tax

Alcoholic beverage 17.6 17.8 18.2

Tobacco producrs -  cigarettes |,> 26.4 32.1 36.2

Tobacco products -  other 7.6 7.9 8.3

Electric &  telephone cooperative 0.2 0.2 0.2

Insurance premium 44.3 45.4 45.9

Motor fuel tax 42.0 12.9 43.4

Tire fee 1.6 1.7 1.7

Vehicle rental 7.7 7.8 8.0

Subtotal 147.4 155.8 161.9

Corporate income tax (non oil and gas)'*1 137.6 135.7 128.7

Fish Fax

Fisheries business'" 15.2 15.6 16.1

Fishery resource landing 5.8 4.1 4.3

Subtotal 21.0 19.7 20.4

Other Fax

Mining 18.6 34.3 31.5

Estate 0.6 0.0 0.0

Charitable gaming 2.4 2.4 2.4

Subtotal 21.6 36.7 33.9

Total Unrestricted Faxes 327.6 347.9 344.9
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History Forecast

Restricted FY 2006 FY 2007 FY 2008

Figure 5-3. Continued

Sales/Use tax

Alcoholic beverage (alcohol &  drug treatment) 17.6 17.8 18.2

Insurance premium/other (workers safety & compensation)'11 7.6 7.8 8.1

Electric &  telephone cooperative (municipal share) 3.7 3.7 3.7

Tobacco -  cigarettes (School Fund)"1 27.4 25.8 24.4

Tobacco -  cigarettes (Tobacco Use Cessation)"1 2.7 3.1 3.5

Motor fuel tax-aviation (municipal share) 0.1 0.1 0.1

Subtotal 59.1 58.3 58.0

Fish 'l ax

Fisheries business (municipal share)01 17.1 17.0 17.5

Fishery resource landing (municipal share)01 5.7 5.5 5.7

Salmon enhancement (Aquaculture Association share) 4.4 3.9 4.0

Subtotal 27.2 26.4 27.2

Other Taxes & Fees

Commercial passenger vessel tax (state share) ().() 0.0 9.0

Commercial passengct vessel tax (municipal &  region share) 0.0 0.0 34.6

Subtotal 0.0 0.0 43.6

Total Restricted Faxes 86.3 84.7 128.8

Grand Total 413.9 432.6 473.7

(1) 'Iho tobacco (cig.ucuc) MX reported lure dilii'tx digluly from tho amount recorded in tt . lax Division's fiscal Year 2()0(i Annual lie- 

port because of timing issues. Some tax returns are not received and processed until alter the state accounting system has dosed, resulting 

i i their luring counted in the following fiscal year.

(2) Ihe amount of cotpnrate income tax reported here differs slightly from the amoiim recorded in the Tax Division’s I V 2(l(l(> Annua! 

Report because of timing issues. A sn ill amount of revenue was moved to (his account after die dose ol the fiscal year, iliis correction is 

reflected in the Animal Repori Inn is m> included here because ir is not included in the state accounting system.

(}) Ilk  fisheries taxes reported here differ slightly from the amounts recorded in the tax I Jivisit n\ I V 2006 Report because ol timing is­

sues. Some lax returns are lint received and processed until alter the stale accounting system has dosed, resulting in their being counted in 

the following fisc I year.

i-i) In addition to the Worker's Compensation insurance premiums lor the Insurance I'rontinm lax, this amount also includes services lees 

Irom employers s\lu> are self-insured.
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lions, it is considered restricted for thir 

lorecast. Our forecast of receipts is based 

on revenue expectations in the Alaska 

Marine Highway System business plan.

C om m ercial Passenger 
R anger Fee
'Ihe Commercial passenger ranger fee 

is a per-berth fee of $4 that applies to 

commercial passenger vessels with 250 

or more berths. Ihe fee is levied to 

support rhe Ocean Ranger program, 

which provides for independent observ­

ers of engineering, sanitation and health 

practices aboard the vessels. This fee was

imposed as part of Ballot Measure 2, 

passed by voters in August 2006. The 

measure is covered in more detail in the 

“Taxes" section of this forecast.

Program  Receipts
Under AS 37.05.142- 37.05.146, 

receipts from authorized state programs 

are accounted for separately and ap­

propriated to administer the source 

program, implement laws related to the 

program, or cover costs associated with 

collecting the receipts. Some programs 

with program receipt authority are not 

included in our Charges for Services 

category because they are reported

elsewhere in this forecast or because they 

do not generate revenue available for 

general appropriation.

Ot.r forecasts of program receipt rev­

enues are based on discussions with the 

Governors Office of Management anil 

Budget and analysis ol the most recent 

budget expectations for these categories.

The program receipts listed in this sec­

tion arc:

• Receipt supported services, which in­

cludes state services such as Pioneers 

homes and occupational licensing 

that are funded by program receipts. 

Certain seafood assessments are

Figure 5-4. Charges for Services, FY 2006 and Forecasted FY 2007-2008 ($ million)

History Forecast

Unrestricted FY2006 FY 2007 FY 2008

General government 21.0 21.0 21.0

T atnral resources 1.9 1.9 1.9

Other 0.2 0.2 0.2

Total Unrestricted 23.1 23.1 23.1

Restricted

Gene. 1 government 1.5 1.5 1.5

Natural resources 0.5 0.5 0.5

Matine highway receipts 51.0 54.7 54.7

Receipt supported services 106.8 96.7 96.7

Statutorily designated 44.6 57.2 57.2

RCA receipts"* 7.-1 7.8 7.8

lest fisheries receipts 2.0 2.S 2.5

Timber sale receipts 0.7 l.l l.l

( )il N gas conservation 4.3 5.7 5.7

DCCF.I) business licenses 6.2 8.1 8.1

Commercial passenger rangei lee 0 0 3.8

Total Restricted 225.0 235.8 239.6

Grand Total 248.1 258.9 262.7
( I ) I lie receipt amount repotted here dillerc u.ghtlv limn the amount recorded in the lac I )ivhinn\ l;Y JOOo Annual Report 

became ol timing issues. Some amounts svhich •mnild have been recorded in the following liscjl year were recorded in FY  

2000 in the Mate accounting system.
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included in this category.

Statutorily designated program 

receipts, which includes money 

received from sources other than 

the state or federal government and 

restricted by the terms of a gift, grant, 

bequest or r^unict.

Kegu at jry Commission ol Alaska 

(RCA) receipts, which are regulatory 

cost charges and user fees levied on 

utilities and pipelines to fund costs of 

regulation.

lest fisheries receipts, generated by 

the Department ol Fish and game 

from selling fish caught during the 

process of testing the commerciality 

of fisheries.

'Umber sale receipts, which are used 

to fund the timber disposal program 

of the Department of Natural Re­

sources.

Oil and C las Conservation Com­

mission receipts, which are fees and 

charges for regulation of oil and gas 

wells and pipelines.

Business license fees collected bv the

Department of Commerce, Commu­

nity and Economic Development.

Fines and Forfeitures
Fines and forfeitures include civil and 

criminal fines and forfeitures and money 

received by the state from the settle­

ment of civil lawsuits. The largest single 

source of receipts under this category is 

from the multi-state tobacco settlement. 

Other sources are volatile from year 

to year and are forecast based on the 

historical five-year average.

Tobacco Settlem ent
The tobacco settlement was signed by 46 

states (including Alaska) in November 

1998 and dictates annual payments to 

each of the states. All tobacco settlement 

revenue is considered restricted for pur­

poses ol this forecast. Eighty percent of 

the revenue stream is earmarked for the 

Northern Tobacco Securitization Corpo­

ration for payments on bonds that wcte 

sold based on the future revenue stream. 

The remaining 20% of the revenue is 

deposited into the Tobacco Use Educa­

tion and Cessation Fund, a subfund of

the General Fund.

The tobacco settlement includes a “non- 

participating manufacturer adjustment” 

provision that allows for a reduction in 

payments to the settling states if an arbi­

trator determines that: (a) the Original 

Participating Manufacturers lose a speci­

fied amount of market share to Non- 

Participating Manufacturers (NPM ) in 

a calendar year; (b) the disadvantages 

experienced as a result of the settlement 

were a significant factor contributing to 

this market share loss; and (c) a settling 

state did not have in effect and diligently 

enforce a Qualifying Statute during that 

calendar year. Alaska’s tobacco settle­

ment payment was reduced under this 

provision in FY 2006. The State plans 

to litigate this issue and expects that the 

payment reduction will be returned to 

the state at the conclusion of the litiga­

tion. Our forecasts for FY 2007 and FY 

2008 include reductions of S4.1 million 

and $4.4 million, respectively, for this 

NPM  adjustment.

Tobacco settlement payments are based 

on a complex formula that takes into ac­

count several factors including declines

Figure 5-5. Fines &  Forfeitures, FY 2(506 and Forecasted FY 2007-2008 (S million)

1 listory Forecast

Unrestricted FY 2m(if, FY 2007 FY 2008

l ines &  forfeitures 8.5 10.3 10.3

Total Unrestricted 8.5 10.3 10.3

Restricted

Tobacco Settlement (North Tobacco Secmitization 

I airporation)
)(>.() 14.9 23.3

Tobacco Settlement (Tobacco Use Education N ( lessation 

Fund)
4.0 3.7 5.8

I )ther 1.0 1.5 1.5

Total Restricted 21.0 20.1 30.6

G rand Total 29.5 30.4 40.9
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in cigarette consumption and inflation, 

In our forecast, we expect that cigarette 

consumption will decline at an annual 

rate of 4% and inflation will be 2.75%. 

In FY 2008, payments will increase be­

cause Alaska will receive the first of ten 

incremental payments that compensate 

for our expenses in executing the litiga­

tion that led to the tobacco settlement. 

Our forecast assumes that payments will 

continue to be reduced by the non­

participating manufacturer adjustment 

described above.

Licenses and Permits
Licenses and permits represent govern­

ment revenue derived from charges for 

participating in activities regulated by die 

state. The majority of the receipts under 

this category are from motor vehicle reg­

istration and fishing and hunting license 

fees. Alcoholic beverage license fees arc

also separately listed. There arc several 

other small license and permit fees which 

are forecast as constant in coming years; 

these are summarized in the “Other fees" 

category.

Alcoholic Beverage Licenses
Alcoholic beverage licenses are required 

to manufacture or sell alcoholic bever­

ages in Alaska. Licenses are issued by the 

Alcoholic Beverage Control Board and 

revenue is deposited into the General 

Fund. All of the revenue from biennial 

license fees collected within municipali­

ties, excluding annual wholesale fees and 

biennial wholesale license fees, is shared 

with the municipalities and is treated as 

restricted for purposes of this forecast.

Ihe number of alcoholic beverage li­

censes issued in a municipality is dictated 

by population, so any changes in revenue 

should be small.

Fishing and H un ting  
License Fees
Fishing and hunting licenses are issued 

by the Department of Fish and Game for 

participation in various fishing, hunting 

and related activities. ’Ihe majority of 

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 is in clfecr on certain sport 

fishing licenses with the revenue funding 

new sport fishing facilities in the state. 

Our forecast for fishing and hunting li­

cense fee revenue is based on expectations 

of the Department of Fish and Game.

M otor Vehicle 
Registration Fees
Motor vehicle registration fees arc col-

Figure 5-6. Licenses &  Permits, FY 2006 and Forecasted FY 2007-2008 ($ million)

History Forecast

Unrestricted FY2006 FY 2007 FY 2008

Alcoholic beverage licenses 1.0 l.l l.l

Motor vehicles 37.7 39.8 40.6

Otliei fees 3.2 3.2 3.2

Total Unicstrictcd 41.9 44.1 44.9

Restricted

Hunting &  fishing

Hunting & fishing fees (fish &  game fund) 25.8 32.3 32.7

Sanctuary fees (fish &  game fund) 0.3 0.3 0.3

1 lunting & fishing subtotal 26.1 32.6 33.0

Other lees 3.6 3.6 3.6

Alcoholic Leverage license share 0.9 0.9 0.9

( )thcr fees subtotal 4.5 4.5 4.5

Total Restricted 30.6 37.1 37.5

Grand Total
*< i • Fall 2()ll<> Revenue Sources Bunk
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leered by die Division of Motor Vclvclcs 

within the Department of Administra­

tion. Most are considered unrestricted 

license and permit revenue; however, 

some registration fees are considered 

restricted receipt supported services and 

are reflected in the Charges for Services 

section of this forecast. Our forecast for 

motor vehicle registration fee revenue is 

based on the expectations of the Division 

of Motor Vehicles.

Rents and Royalties
Rents and royalties from sources other 

than oil and gas fall into three catego­

ries: cabin rentals, coal royalties and 

leasing, rental and sale of state land.

All rents and royalties from oil and gas 

are reported in the Oil Revenue section 

of this forecast.

Cabin Rentals
Ihe Department of Natural Resources 

operates over 50 public use cabins in 

Alaska’s state parks and elsewhere. Rental 

and other fees generated from these 

cabins are deposited in the General Fund.

Revenue should remain steady unless 

there are significant changes in fees or 

cabin usage.

Coal Royalties
As with oil and gas production, the state 

earns revenue from coal production thar 

occurs on state lands leased for explo­

ration and development. As the land 

owner, the state earns revenue linm leas­

ing as: (I) upfront bonuses, (2) annual 

rent charges and (3) as a retained royalty 

interest in coal production.

O f the 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 Per­

manent Fund and School Fund portions 

are treated as restricted in this forecast,

(. ir projection of coal royalties is 

produced by estimating the future value 

of coal production in Alaska. The value 

is estimated based on 2005 production 

levels and coal price forecasts from the 

Knergy Information Agency.

Land Leasing, Rental and Sale
Ihe Stare receives revenue from the 

leasing, rental and sale or state land. All 

of these revenues are deposited into the 

General Fund, but some go to subfunds 

of the General Fund and are treated as 

restricted for purposes of this forecast. 

Revenues consist of many small compo­

nents and are volatile from year for year; 

therefore our forecast is based on either 

FY 2006 receipts (for restricted receipts) 

or the five-year average (for unrestricted 

receipts).

Other
This category includes unclaimed prop­

erty transfers, transfers to the state from 

component organizations and miscella­

neous revenues. Miscellaneous revenues, 

which include contributions to tire 

state and other revenues, arc difficult to 

predict and are projected at the five- 

year average. Unclaimed property and 

transfers from component organizations 

are discussed below.

Figure 5-7. Rents &  Royalties, FY 2006 and Forecasted FT 2007-2008 (S million)

History Forecast

Unrestricted FY 2006 F Y 2007 FY 2008

l and leasing, rental &  sale 7.4 7.9 7.9

Coal loyalties l.l 1.2 1.3

Cabin rentals 0.3 0.3 0.3

Total Unrestricted 8.8 9.4 9.5

Restricted

l and leasing, rental iY sale 5.5 5.5 5.5

Coal royalties 0.4 0.4 0.4

Total Restricted 5.9 5.9 5.9

Grand Total 14.7 15.3 15.4
I ,ill JlllK i Revenue Soittves Hunk • 5s
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Unclaimed Property
Alaska’s Unclaimed Property statutes 

require businesses and corporations to 

report unclaimed intangible property 

to the state. Property is reportable if 

an owner cannot be located, die owner 

has not cashed a property check, or an 

account has not had any owner-initiated 

activity for at least three years. Un­

claimed property may include checking 

accounts, customer deposits and over 

payments, gift certificates, unpaid wages, 

and security relared accounts. 'Ihe state 

holds the property in trust until the 

owner or his or her legal heir claims it. 

Each /ear, the unclaimed property trust 

account is evaluated and the excess of 

the working trust balance is transferred 

to the general fund.

No transfer was made during FY 2005: 

as a result, a larger than normal transfer

was made in FY 2006. We anticipate 

transfers will fall to $4.0 million per year 

by FY 2008 due to earlier contact with 

property owners and greater effort by 

companies to locate property owners.

Transfers from  C om ponent 
O rganizations
Eacb year, the state receives money in 

the form of transfers from component 

organizations, such as the Alaska Mous­

ing Finance Corporation, frequently 

in the form of dividends. Component 

organizations are covered in more detail 

in the Public Corporations &  the Uni­

versity of Alaska section of this forecast. 

Some component organizations do not 

make transfers to the state, and as a 

result not all component organizations 

are listed here.

Actual transfers for FY 2006 are reflect­

ed in drafr tables from the Comprehen­

sive Annual Financial Report. Forecasts 

for FY 2007 and FY 2008 transfers are 

based on discussions with rhe Gover­

nor’s Office of Management and Budget 

and analysis of the most recent budget 

expectations for these categories.

Transfers from component organiza­

tions presented here may differ from 

those presented in the Public Corpora­

tions Sc University of Alaska section 

for two reasons. First, the amounts 

presented here accounts differently for 

certain funds paid over time for multi­

year capital projects. Second, amounts 

presented here do include certain funds 

that are transferred to the state and then 

appropriated to the component unit for 

operations.

Figure 5-8. Other Revenue, FY 2006 and Forecasted FY 2007-2008 ($ million)

History Forecast

Unrestricted FY 2006 FY2007 FY 2008

Miscellaneous 30.6 16.5 16.5

Unclaimed property 10.0 5.5 4.0

Total Unrestricted 40.6 22.0 20.5

Restricted

Alaska Housing Finance Corporation 50.4 48.7 73.5

Alaska Industrial Development &  Export Authotity 8.8 16.6 10.0

Alaska Municipal Bond Bank Authority 0.7 1.0 1.0

Alaska Student Loan Corporation 44.0 1.9 60.0

Alaska Energy Authority — — —

Miscellaneous111 52.8 52.2 32.2

Total Restricted 156.7 100.4 176.7

G rand Total 197.3 122.4 197.2
( 11 Revenue shown muler .tccnutu c rules lur "other” or "cuntiilnttiuns" in die Alaska State Accounting System (nr ( iener.tl f  und stihlttnds 

and special revenue funds.
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6. Federal Revenue

Restricted S2.0 billion

'M

Figure 6-1. FY 2.006 federal revenue $2.0 billion
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Figure 6-2. Total Federal Revenue to the State, f\ 2006 and Forecasted FY 2007-2008 ($ million)

History Forecast

U nrestricted

FY 2006 FY 2007 FY 2008

Federal receipts 0.0 0.0 0.0

Restricted
Federal receipts l.971.5 3,048.5 3,048.5

Total 1,971.5 3,048.5 3,048.5

Ihe federal government continues 

to play a significant role in Alaska’s 

economy. In Federal Fiscal Year (FFY) 

2004 (the most recent data available) 

the federal government spent $8.4 bil­

lion in Alaska.*" Ihe majority of that 

spending came from the activities of 

various federal agencies, part was in the 

form of grants to state and municipal 

governments, and still another part 

came in payments to individuals.

In FFY 2004, Alaska taxpayers received 

$1.87 for every dollar paid in federal 

taxes.**’’ On a per capita basis, more 

federal money is spent in Alaska than 

in any other state (see Figure 6-3).

For FFY 2004, federal expenditures in 

Alaska increased by 5.2% from FFY 

2003.

Among federal agencies, the Depart­

ment of Defense spends the most in 

Alaska, followed bv the Department ol 

Health and Human Set vices. Together, 

these two departments account (or 

neatly half (48%) ol all federal spend­

ing in the state. Not surprisingly, a

large portion of federal money flows 

into Alaska through salaries of federal 

employees. However, 38% of all federal 

spending comes in the form ol grants, 

mostly to state and municipal govern­

ments, and to nonprofit organizations.

In FY 2006, the State of Alaska -e- 

ceived and spent $2 billion in federal 

funds. Ibis Federal funding is generally 

restricted to specific uses such as road 

improvements, Medicaid payments and 

aid to schools'. Potential chtngcs to fed­

eral law, differing federal and state fiscal 

years and varying numbers of eligible 

Alaskans in certain programs make 

forecasting federal revenue difficult.

Ihe estimates we present for FY 2007 

and l;Y 2008 are from the Office ol 

Management and Budget and are based 

on state agency projections ol potential 

federal revenues.

It is important to note that the state 

routinely budgets lor federal funds 

in excess ol expected allotments. Ihe 

legislature authorizes state agencies 

to receive and spend the maximum

that federally funded programs might 

receive, while the actual appropriation 

amounts are generally less. In addi­

tion, some ol the funding granted for 

multi-year capital projects is received 

and spent in years following the one 

in which the money is procured. All 

federal funds, whether spent in the op­

erating or capital budget, are restricted 

by legislative appropriation to specific 

uses.

For FY 2007, the state is budgeted to 

receive $3 billion in federal receipts. 

State-matching money is required for 

most federal funding. Ihe budgeted 

state match and the top three bud­

geted categories for federal spending 

in Alaska for FY 2007 are included in 

Figure 6-3. FY 2008 is identical to FY 

2007, as the state's budget for that year 

is not vet developed.

(1) U .S. l.'cnui' Bureau (.'omnliilatal Iviletal lumls Kepoit lor I'Y  20 lh , U .S. iJcp.umn'iu n |'( juiuuerrr, Washington. P.C.. J tU M , 

tiU|’ ://h.irvruer.icmuv|;ovAlfr/.i\p/Kc|>ott\.a\p.

(.'i lax I'oiiDilatioiis TYih ral Sprinting in F.nli State pet I Jollar ol I etlcral Iasi".," htip://w\xw.(.ixloinulaiion.otg/taxingspeniling.liunl. 
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14,000

Figure 6-3. FFY 2004 Federal Spending per Capita, Top Six States
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Figure 6-4. Total Federal Spending in Alaska, FFY 2004

By D istributing By Appropriation

Agency Category
S Million Percent S Million Percent

100" oTotal

Defense 2,521.6 3(1%

1 lealth &  Human Services 1,571 1 19%

Social Security 665.9 8 %

Oilier Agencies 3.686.9 4 4 %

Grants 3,216.9 389b

Salaries &  Wages 1.728.4 2 0 %

Procurement 1.699.7 2 0 %

Retirement &  Disability 1,135.3 13%

Oilier Direct Payments 665.0 89 b

Total 8,445.3 1009b
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Figure 6-5. Federal Spending, FY 2007-2008 ($ m illion )

State M atch R equirem ent

Budgeted 

FY 2007

Budgeted 

FY 2008

Operating Budget(l) 347.8 347.8

Capital Budget(l) 96.1 96.1

Total 443.9 443.9

Top Spending C ategories
Transportation Projects(l) 1,040.5 1,040.5

Medicaid (l) 806.1 806.3

Education (K-12, University of Alaska)(l) 363.9 363.9

( I ) FY 2008 is identical to the FY 2007 because (he Fiscal 2008 budget has not yet been developed.
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7. Investment Revenue

Figure 7-1. FY 2006 Investment Revenue $3.2 Billion

S l l

SI

SO

Unrestricted 0.1 Billion

Restricted^.).2 Billion
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Figure 7-2. Total Investment Revenue, FY 2006 and Forecasted FY 2007-2008(l) ($ million)

History Forecast

Unrestricted FY 2006 FY 2007 FY 2008

Investments 51.9 122.6 99.3

Interest paid by others 1.4 1.4 1.4

Total unrestricted 53.3 124.0 100.7

Restricted

Investments 14.4 37.9 29.1

Constitutional budget reserve fund 73.3 176.1 176.5

Other treasury managed funds 13.4 22.3 23.0

Alaska Permanent Fund 3,072.3 2,512.5 2,673.9

Total restricted 3,173.3 2,748.8 2,902.5

Total 3 ,226 .7 2,872.8 3,003.2

Investment Forecast

To forecast investment revenue for 

the current fiscal year— FY 2007— we 

combine actual performance through 

September 30, 2006, with a projec­

tion for the remainder of the year. 

Forecasts and estimated capital market 

median returns are based on informa­

tion supplied by the states investment 

consultant, Callan Associates Inc., and 

its five-year capital market estimated 

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

Asset Class Benchmark for Asset Class
%/Ycar Median 

Expected Return

%/Year Expected 

Risk

Equities

U.S. broad Callan &  Associates Inc. (CAI) Broad 9.00% 16.90%

U.S. large cap Standard &  Poors (S&P) 500 8.85% 16.40%

U.S. small cap CAI small 9.35% 22.70%

International Equity Morgan Stanley Capital international 

EAFE

9.20% 20.10%

Fixed Income

Domestic broad market Lehman Brothers Aggregate 5.00% 4.50%

Domestic short term 

(cash equivalent)

Three-month U.S. Treasury Bill 4.00% 0.80%

Domestic intermediate Merrill Lynch 1- to 5-year government 4.50% 3.30%

International Salomon Brothers non-U.S. Govern­

ment

4.90% 9.60%

Other

Real estate CRES 7.60% 16.50%

Inflation CPI-U 2.75% 1.40%

(1) Ihe continual volatility in the worlds financial markets makes focus on the “ Expected Risk" column (far right in the table above) particularly 

appropriate. Ihe numbers in the Expected Risk column represent a statistical measure called standard deviation, which is the most commonly used 

measure of risk in the investment world. Ihe standard deviation is a measure o f the dispersion of data around its mean. Ihe analyst can use this measure 

of dispersion to provide a range o f possible outcomes at any desired level o f  confidence. In the data in this table, the level o f confidence is set at 6 7 %  

ot one standard deviation. A  higher level of confidence would require a broader range, for example. Callan estimates an average annual return for the 

domestic broad market fixed-income asset class o f 5 %  and an expected risk for that asset class o f  *1.5%. 'Ibat means Callan is forecasting that two-thirds 

o f the time the annual return for the domestic broad fixed-income asset class will fall between 0.5" o (the median expected average annual return o f 5 %  

minus the expected risk of 4 .5 % ) and 9 .5 %  (the median expected return plus the expected risk). A  prediction at 9 5 %  confidence would run from -4 %  

to 14 % , too broad a range to be useful.

ihe probability that a particular asset class or portfolio will have a negative return over a given period of time is another way to reflect the riskiness ol 

that asset class or portfolio.

Unrestricted 
Investment Revenue
Unrestricted investment revenue is 

earned on the General Fund noil-seg­

regated investments managed hy the 

Treasury Division. Interest Paid hy 

Others is interest received hy the state

other than on its investments. ( )il and 

g:is royalty interest is included in Gen­

eral Fund unrestricted oil revenue.
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Figure 7-4. Unrestricted Investment Revenue, FY 2006 and Forecasted FY 2007-2008 ($ million)

History Forecast

Unrestricted FY 2006 FY 2007 FY 2008

Investments 51.9 122.6 99.3

Interest paid by others 1.4 1.4 1.4

Total 53.3 124.0 100.7

Figure 7-5. Investment Revenue Summary, FY 2006 and Forecasted FY 2007-2008 

Asset Allocation

Treasury Pool Percent Allocation Performance Benchmark

Short-term, Fixed-income pool 36% Three-month U.S. Treasury Bill

Intermediate-term, fixed-income pool
64%

Merrill Lynch 1- to 5-year govern­

ment index

Investment balance Sept. 30, 2006 $3,072.0 million

Projected annual rate of return 4.32%

Probability of negative return over 1 year 2.52%

Actual total investment income FY 2005 $ 36.9 million

Actual total investmcn. income FY 2006 66.3 million

Projected total investment income FY 2007 160.5 million

History Forecast

Unrestricted FY 2006 FY 2007 FY 2008

Investment revenue unrestricted 51.9 122.6 99.3

Investment revenue restricted"' 14.4-
37.9 29.1

Total 66 .3  160.5 128.4

(I) liullllll's Mlillilluls 1)1 till1 ( il'IHT.ll I'llllll.
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Restricted Investment 
Revenue

Restricted investment revenue consists 

of earnings from governmental funds, 

the CBRF, other Treasury-managed 

governmental funds and the Alaska 

Permanent Fund.

Figure 7-6. Restricted Investment Revenue, FY 2006 and Forecasted FY 2007-2008 ($ million)

History Forecast

Restricted FY 2006 FY2007 FY2008

Investments 14.4 37.9 29.1

Constitutional budget reserve fund 73.3 176.1 176.5

Other treasury managed funds 13.4 22.3 23.0

Alaska Permanent Fund (l) 3,072.3 2,512.5 2,673.9

Total 3 ,173 .3  2 ,748.8  2 ,902.5

( ! )  Annual unrealized and realized earnings from Permanent Fund Figure 7 -1 1 (page 6 ‘)).
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Figure 7-7. Constitutional Budget Reserve Fund Casli Flows Investment Revenue Summary, FY 2006 and Forecasted 

FY 2007-2008

Asset: A llocation Regular Account

Treasury Fool Percent Allocation Performance Benchmark

Short-term, Fixed-income pool 8% Three-month U.S. Treasury Bill

Intermediate-term, fixed-income pool 72% Merrill Lynch 1- to 5-year government index

Broad market fixed-income pool 20% Lehman Brothers aggregate bond index

Regular balance Sept. 30, 2006 $1,898.9 million

Projected annual rate of return 4.56%

Probability of negative return over 1 year 8.00%

Asset A llocation Special Subaccount

Treasury Pool Percent Allocation Performance Benchmark

Broad market fixed-income pool 39% Lehman Brothers aggregate bond intie.

Domestic equity pool 4h% Russell 3000 Index

International equity pool 17% M SCI EAFE Index

Special subacct ant balance Sept. 30, 2006 512.4 million

Projected annual rate ol return 7.49%

Probability of negative return over 1 year 24.35%

Total Investment Income History Forecast

FY 2006 FY 2007 FY 2008

Regular account 34.4 126.8 134.5

Special Subaccount 38.9 49.3 42.0

Total 73 .3  176.1 176.5
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Figure 7-8. Constitutional Budget Reserve Fund Cash Flows, FY 2006 and Forecasted FY 2007-2008

History1'1 Forecast

FY 2006 FY 2007 FY 2008

Beginning cash balance CBRF 2,235.7 2,267.1 3,302.7

Beginning main account balance 1,782.0 1,774.6 2,760.9

Earnings on main account balance "* 34.4 126.8 134.5

Petroleum tax, royalty settlements (:| 43.7 90.0 20.0

Loan to G F (prior year) (187.9) 0.0 0.0

GF surplus moved to CBRF 102.4 769.5 263.1

Ending main account balance 1,774.6 2,760.9 3,178.5

Beginning special subaccount balance 453.6 492.5 541.8

Earnings on special subaccount balance (l) 38.9 49.3 42.0

Loan to G F from special subaccount 0.0 0.0 0.0

Ending special subaccount balance 492.5 541.8 583.8

Total C BR F  balance 2,267.1 3,302.7 3,762.3

(1) 'Ihe earnings estimate for the main account is 4 ,558%  ami the earnings estimate for the special subaccount is 7.486%. 'I Itcse projec­

tions are hased on 2006 Chilian's capital market assumptions and Department of Revenue, Treasury Division's asset allocation.

(2) Settlement estimates are provided by the Department of Revenue and Department of I. a w ,  net of annual Federal Minerals Manage­

ment Service payments.

(3) Approximately S 3 .1 billion his been borrowed from the C IJR F  by the General Fund, since the inception ot the CHRP.
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Figure 7-9. Public School Trust Investment Revenue Summary, FY 2006 and Forecasted FY 2007-2008 

Asset A llocation

Treasury Pool Percent Allocation Performance Benchmark

Broad market fixed-income pool 55% Lehman Brothers aggregate index

Domestic equity pool 45% Russell 3000 Index

Public school fund balance Sept. 30, 2006 $347.2 million

Projected annual rate of return 6.8%

Probability of negative return over 1 year 21.3%

Total Investment Income &  Distributable 

Income (S million)

Unrestricted

History 

FY 2006

Forecast 

FY 2007 FY 2008

Public school trust total investment income 13.0 22.0 22.7

Public school trust distributable income 12.3 12.0 12.4

Total 25.3 34.0 35.1

Figure 7-10. Alaska Children's Trust Investment Revenue Summary, FY 2006 and Forecasted FY 2007-2008 

Asset A llocation

Treasury Pool Percent Allocation Performance Benchmark

Broad market fixed-income pool 20% Lehman Brothers aggregate index

International equity pool 22% Morgan Stanley Capital International (FAFF)

Domestic equity pool 58% Russell 3000 Index

Alaska children’s fund balance Sept. 30, 2006 Si 1.4 million

Projected annual rate of return 8.25%

Probability of negative return over 1 year 27.19%

Total Investment Income &  Distributable 

Income (S million)

Unrestricted

History 

FY 2006

Forecast 

FY 2007 FY 2008

Alaska childrens trust total investment income 0.4 0.9 0.9

Alaska children's trust distributable income 0,4 0.3 0.3

Total

(<S • I .ill 2006 Revenue Sources Hook
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Figure 7-11. Permanent Fund Managed by the Permanent Fund C o rp o ra tio n , FY 2006 anu Forecasted FY
2007-2008(,) (S m illio n )

H is to ry Forecast

Reserved Assets —  P rin c ip a l  FY 2006 FY 2007 FY 2008

Total reserved assets -  beginning balance 28,521.8 30,325.3 31.977.3

C on tribu tions &  appropriations

C on tribu tions &  appropriations -  beginning balance 24 ,647.2 26,104.2 27,354.9

Dedicated petroleum revenue 601.1 518.6 447.8

In fla tion proofing transfer from realized earnings <2) 855.9 732.1 764.6

Deposits to princ ipa l and settlement earnings 0.0 0.0 0.0

Subtotal con tribu tions &  appropriations 26,104.2 27.354.9 28,567.3

Unrealized appreciation/depreciation

Appreciation /depreciation -  beginning balance 3,874.0 4,221.1 4,642.3

Annua l unrealized gain/loss 347.1 421.2 447.8

Subtotal unrealized appreciation/depreciation 4,221.1 4,642.3 5,090.1

Total reserved assets -  ending balance 30 ,325.3 31,977.3 33,657.5

Realized Earn ings A ccoun t

Realized earnings account -  beginning balance 1.439.9 2,584.8 3,038.1

Annua l realized earnings 2 ,726.2 2,091.3 2,226.1

D iv idend payment to State o f Alaska (JI (688 .6 ) (878.3) (1,072.0)

In fla tion proo fing transfer to reserved assets (855.9) (732.1) (764.6)

O the r transfers to reserved assets 0.0 0.0 0.0

O the r appropriations ou t o fflin e ! (36 .7) (27.6) (27.6)

Realized earnings account -  ending balance 2,584.8 3,038.1 3,400.1

M a rke t V a lu e— To ta l Fund Invested Assets Value

C on trib u tions &  appropriations -  end-of-year balance 26 .104.2 27.354.9 28.567.3

Unrealized appreciation/depreciation end-of-year balance 4,221.1 4,642.3 5,090.1

Realized earnings end-of-year balance (sta tu tory earnings) 2 .584.8 3,038.1 3,400.1

Fund balance (market value) end-of-year balance 32,910.1 35,035.3 37,057.5

To ta l Reported Earn ings

Annua l unrealized gain/loss 347.1 421.2 447,8

Annual realized earnings 2,726.2 2,091.3 2,226.1

Reported earnings 3.072 .3 2,512.5 2,673.9

I projected using I O' t l / . ’OOS financial statements ami f all 2()()(i revenue forecast. ( .all.in 2()l)(> capital market assumptions 
results in 7.61% median expected total return for l ;Y .201)7, FY 2008 and FY 2000. Infla tion proofing is required l>v statute, 
AS 37.13.125(c) and is calculated hy the stall of the Permanent Fund. I lie inflation rate used lor FY 2000 is 3.30')li; ( lallau 
Associates Inc.'s inflation rate o f 2.75% was used to projei t in ll.ititm proofing lo r FY 2007 and 2 0 0 8 . Ihe Permanent Fund 
dividend payn mt is recouled as a liability at fiscal year end and is paid out the lollosviug month.
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8. State Endowment Funds

This section o f the revenue forecast 
compares im portan t attributes o f six 
endowment funds. The University 
o f Alaska endowment is included in 
this comparison because it is one o f 
Alaska’s pub lic endowment funds that 
uses the annual d is tribu tion calculation 
method typical o f the vast m a jo rity o f 
endowments in the United States and 
Canada."1

The fiduciary fo r each ol these endow­
ment funds has the responsibility for 
establishing an asset-allocation po licy 
fo r the fund. Figure 8-1 on the next 
page compares the asset-allocation po li­
cies fo r these endowments.

Under the standards adopted by the 
Governmental Accounting Standards 
Board (GASB), pub lic funds calculate 
and report the ir income by recogniz­

ing changes in the value o f securities 
as income, or losses, as they occur at 
the end o f each trading day. I hey do 
this regardless o f whether the sccuri- 
'ies are actually sold and the income, 
or losses, are taken o r realized. A ll 
six o f these endowments report an­
nual income on this basis. However, 
as reflected in Figure 8-2 on the next 
page, fou r o f them— two o f the funds 
adm inistered by the Alaska Permanent 
Fund Corpora tion (Alaska Permanent 
Fund and Menta l Health Trust Fund), 
and the Public School Trust and Alaska 
Ch ild ren ’s Trust— use other measures 
ol annual income fo r de term in ing the ir 
d is tribu tions.

In de te rm in ing the amount o f income 
available fo r d is tribu tio n each year lo r

the two funds managed by the Alaska 
Permanent Fund Corpora tion , gains or 
losses on ind iv idua l investments are not 
recognized u n til the investment is sold. 
For calculating distributab le income fo r 
the Public School Trust and the Alaska 
Ch ild ren ’s Trust, on ly interest earned 
and dividends received are treated as 
income. Gains and 'osses in the value 
o f ind iv idua l investments are never rec­
ognized as income. !3y law, those gains 
and losses remain w ith the principa l o f 
the fund.

( I ) I lie ptedniniu mi | ir.it (ice, nuk ing .n im ul diMritnninns o l’ -t'.'li in 5% o f the market value of the endowment, developed follow ing a I % 8 Ford l'oim 
d.uioo study. See 'Ilie l ord foundation Managing F.dueatioiial Fndowmcmv (New Ymk. New York; I %8).
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^  I U.S. In te rna tiona l U.S. In te rna tiona l Real Alternative 
Ronds Ronds Equities Equities Estate Investments

Figure 8-1. Target Asset A llo ca tio n— State Endowment Funds

Alaska Permanent Fund 0 25 4 34 19 10 8 100

Mental I fcaltli Trust 0 25 4 34 19 10 8 100

Public School Trust 0 55 0 45 0 0 0 100

Alaska Children’s Trust 0 20 0 58 22 0 0 100

Power cost equalization 0 35 0 47 18 0 0 100

University o f Alaska 
endowment 3 17.5 0 32 15 8.5 24 100

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

Financial Reporting 
of Income Distributable Income

Alaska Permanent Fund

Menial Health Trust

Public School Trust

Alaska Children's Trust

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

GASB (recognize gams 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 markel value)

Power Cost Equalization Endowment GASB (recognize gains and losses
based on change in markel value)

University of Alaska Endowment GASB (recognize gains and losses
based on change in markel value)

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

Interest earnings + dividends paid 
♦ gains and losses on investments 
actually sold

Interest earnings *■ dividends paid; 
gains and losses on value of securities 
are never income, they become part 
of principal

Interest earnings + dividends paid; 
gains and losses on value of securities 
are never income, they become part 
of principal

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

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

• I .ill 200(t Revalue Notifies Bunk
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Figure 8-3. Distributable Income Determination—State Endowment Funds

Alaska Permanent Fund
The annual distribution for Ihe 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 be paid out as dividends but also sets Ihe limitation that 
Ihe annual dislribution may never exceed 50% of Ihe balance in (he fund's Realized Earning Account (REA). The 
50% limitation has never been triggered.

Mental Health Trust
The Mental Health Trust Board adopted a policy, beginning in FY 2001, lo distribute 3.5% a year of the market value 
of Ihe 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 lo 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 dislribution is 4.75% of a five-year moving average of the fund's principal market value so long as 
that amount does not exceed Ihe interest and dividend earnings available in the earnings account. The trust has 
accumulated a sizable earnings account balance, providing a cushion for Ihe fund lo maintain its annual distributions 
in a sustained bear market.

Alaska Children’s Trust
The annual distribution is 4.75% of a five-year moving average of the fund principal's market value so long as 
that amount does not exceed the interest and dividend earnings available in Ihe earnings account. The trust has 
accumulated a sizable earnings account balance, providing a cushion for Ihe fund lo maintain its annual distributions 
in a sustained bear market.

Power Cost Equalization Endowment
The annual distribution is 7% of the fund's markel value. For Ihe initial transition years, slate statute specifies that 
the fund shall use Ihe market value on February 1 for the subsequent fiscal year's distribution. Thereafter, the fund 
is to distribute each year 7% of Ihe monthly average market value for a specified 36-month period

University of Alaska Endowment
The annual distribution is 5% of a five-year moving average of the market value of the fund

I ill J tlllii Kfw-m ii -Smiii»-s Hunk ’ 4
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Figure 8 4. Inflation-Proofing Procedures—State Endowment Funds

Alaska Permanent Fund
An annual appropriation is needed to inflation proof Ihe principal of (lie Permanent Fund (but not the accumulated earnings) 
pursuant to AS 37.13.145. The legislative appropriation requires a transfer from Ihe Realized Earnings Account to the 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 Ihe fund.

Mental Health Trust
The Mental Health Trust Authority has adopted two policies to inflation proof Ihe fund. First, it limits distributions to 3.5% of 
the fund's market value. (The authority's ultimate goal, after further building up the principa*. is to distribute 5% of Ihe 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 from the reserve account to Ihe principal whenever the reserve exceeds four 
times the annual income dislribution, to help build up Ihe fund's principal.

Public School Trust
The asset-allocation policy is such that-when combined with the requirement that Ihe fund's capital gains and losses remain 
part of the principal— the retained capital gains are adequate to inflation proof Ihe fund.

Alaska Children’s Trust
The asset-allocation policy is such that— when combined with Ihe requirement that the fund's capital gains and losses remain 
part of the principal— the retained capital gams are adequate to inflation proof the fund.

Power Cost Equalization Endowment
The legislature, in selecting a 7% distribution policy, expressly elected not to inflation proof this fund, but rather to distribute 
all, or almost all, of its anticipated annual earnings.

University of Alaska Endowment
The university's distnbutmn policy of 5% of the moving five-year average of the fund s market value should allow for retained 
earnings lo inflation proof the fund

' i ■ I.ill .'(Ilii, Hvv iuk' S n ii i i i . Honk
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9. Public Corporations &  the 
University of Alaska
Public Corporations
I lie state lias established the fo llow ing 
public corporations to carry ou t certain 
public policies:

1. Alaska I lousing Finance 
Corpora tion (A I IFC )

2. Alaska Industria l Development and 
I spo il A u th o r ity (A ID KA )

Alaska Fticrgy A u tho rity (AKA)

d, Alaska Student Loan Corpora tion 
(A S IC )

5. Alaska M un ic ipa l Bond Bank 
Au tho rity (AM BBA )

6. Alaska Aerospace Development 
( .‘o ipo ra iion

7. Alaska Railroad Corpo ta iion

lliese seven co ipo ta tions and the 
U n iw i ' i t y  ol Alaska are components 
ol state government whose activities 
are accounted fo r in the state's C om - 
piehensive Annua l Financial Report

separately from the activities o f prim a ry 
state government. In fo rm a tion in (his 
section is provided by these corpora­
tions.

Four ol these cotporations —  the 
Alaska I lousing Finance Corpora tion 
(A ! IFC ), Alaska Industria l Develop­
ment A u th o r ity (A ID KA ), Alaska 
Student I oan Corpo ra tion (ASI C) and 
Alaska M un ic ipa l Bond Bank Au tho r­
ity (AM BBA ) —  pay some po rtion o f 
their income as an animal “dividend 
to the state.

Ihe members of the A ID K A  Board of 
D irec to is also serve as Board of D i- 
fccto is of AKA , though A ID K A  and 
AKA continue to exist as separate legal 
entities. AKA lias no employees and 
AKA contracts to have A ID K A  employ­
ees adm in ister AKA programs. O the r 
corporations have rlic ii own stalls and 
hoauls. W h ile nc ithc i the sale ol bonds 
nor the expenditure til bond proceeds 
hy these corpo ia iions aie subject to the

states Executive Budget Act, expen­
ditures for the day-to-day adm in is tra ­
tion o f all o f these corporations except 
the Alaska Railroad are subject to the 
Executive Budget Act.

Ihe Alaska Comm ission on Posisec- 
ondary Education (ACRE) adm inisters 
the ASLC programs. lheASKC lias no 
employees, and the executive d irecto r 
ot the A t I’K serves as the executive o f­
ficer ot the ASI ( '.

Ihe six figures that fo llow in this sec­
tion M iiiim a ii/e the activities o l these 
cotporations.

I .ill 2006 Revenue .Siuin.cs Honk
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Figure 9-1. Public Corporations—Missions

What does the corporation do and how does it do it?

Alaska Housing Finance Corporation
Using proceeds from the sale of bonds backed by its corporate assets, AHFC purchases home mortgages from Alaska 
banks. Income from payments on these mortgages repays bond holders and adds to the corporation’s income, thereby 
enabling the corporation, since FY 1991, to pay an annual dividend and/or return of capital lo the state. In addition to 
ensuring that Alaskans, especially Alaskans of low and 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 
multi-residential, senior and low-income housing, residential energy and home wealherizalion programs. In recent 
years, the 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 to the state since FY 1997.

Alaska Energy Authority
AEA provides loans to utilities, communities and individuals lo pay for Ihe purchase 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. AEA 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. AEA owns and, under contractual agreements, operates and maintains stale-owned power 
projects, such as Bradley Lake and the Alaska Intertie.

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 Ihe corporation's 
capital asset base. Alaska statutes authorize the board of directors to annually declare a return to the stale of a poriion 
of its net income The board has declared return of capital payments for each year beginning in FY 2001 through FY 
2007. Alaska statutes also authorize Ihe corporation to issue bonds for tho purpose of financing projects of the state. 
Those bonds in aggregate may not exceed $280 million.

Alaska Municipal Bond Bank Authority
The Bond Bank loans money to Alaska municipalities for capital improvement projects. The bank's larger capital base, 
its reserve funds and 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 tho money it holds in reserve and has returned a dividend to the state 
every year since 1977.

Alaska Aerospace Development Corporation
Tho corporation operates and maintains a commercial spaceport in Kodiak, Aljska and provides commercial rocket 
vehicle launch support services. It promotes space-related business, research, education and economic growth in the 
Stale of Alaska

Alaska Railroad Corporation
The corporation operates freight and passenger rail services between Seward and Fairbanks, including a spur line lo 
Whittier. In addition, tho corporation generates revenues from real estate it owns

\ i  I .ill JOIIO Kvvcinu* .Sunili's Hci.il;
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9. Public Corporations &  the 
University of Alaska
Public Corporations
The state lias established the fo llow ing 
pub lic corporations to carry ou t certain 
pub lic policies:

1. Alaska Housing Finance 
Corpora tion (AH FC )

2. Alaska Industria l Development and 
Export A u th o r ity (A ID E A )

3. Alaska Energy A u th o r ity (AEA )

A. Alaska Student I oan Corpora tion
(ASLCJ

5. Alaska M un ic ipa l Rond Rank 
Au tho rity (AMRRA )

6. Alaska Aerospace Development 
Corpora tion

7. Alaska Railroad Corpora tion

These seven corporations and the 
University of Alaska are components 
of state government whose activities 
are accounted lo r in the state's C om - 
piehensive Annua l Financial Report

separately from the activYics o l p rim a ry 
state government. In fo rm a tion in this 
section is provided by these corpora­
tions.

Four o f these corporations —  the 
Alaska Housing Finance Corpora tion 
(A H FC ). Alaska Industria l Develop­
ment A u th o r ity (A ID KA ), Alaska 
Student lo a n Corpora tion (ASI.C ) and 
Alaska M un ic ipa l Bond Rank A u th o r­
ity (AMRRA ) —  pay some po rtion o f 
the ir income as an annual “d iv idend 
to the state.

The members of the A ID K A Board o f 
D irectors also serve as Hoard o f D i­
rectors o f AKA , though A ID K A  and 
AKA continue to exist as separate legal 
entities. AKA lias no employees, anti 
AKA contracts to have A ll )KA em p loy­
ees adm in is te r AKA programs. O the r 
corporations have the ir own stalls and 
boards. W h ile neither the saleol bonds 
nor the expenditure o l bond proceeds 
hy these corporations are .subject to the

state’s Executive* Budget Act, expen­
d itures fo r the day-to-day adm in istra­
tio n o f all o f these corporations except 
the Alaska Railroad arc subject to the 
Executive Budget Act.

The Alaska Comm ission on Rostsec- 
ondary Education (ACRE) administers 
the AS I.C progiams. The ASI.C! has no 
employees, and the executive director 
o f the ACRE serves as the executive o f­
ficer o f the AS I.C .

The six figures that fo llow in this sec­
tion summari/e the activities o f these 
corporations.
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Figure 9-2. Public Corporations—State Capitalization

How did the state capitalize the corporation?

Alaska Housing Finance Corporation
The legislature appropriated $739.9 million in cash and $292.5 million in mortgages 
held by the General Fund lo the corporation between 1976 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 lo the slate each year. In 
1993, AHFC received an additional $27.7 million in cash and $9.3 million in equity when 
the legislature merged Ihe Alaska Slate Housing Authority with this corporation.

Alaska Industrial Development and Export Authority
Between 1981 and 1991, the State of Alaska transferred various loan portfolios worth 
$297.1 million and $69.2 million in cash to this corporation,

Alaska Energy Authority
The legislature established the AEA in 1976 to finance and operate power projects. This 
corporation has also administered rural energy programs at various times, including the 
present. As a result of legislatively mandated reorganizations, capital has moved into and 
out of the corporation. At the end of FY 2001, this corporation reported contributed capital 
of $963.5 million.

Alaska Student Loan Corporation
In FY 1988, Ihe state transferred $260 million of existing student loans lo this corporation. 
Additional appropriations of cash between FY 1988 and FY 1992 totaled $46.7 million.

Alaska Municipal Bond Bank Authority
Between 1976 and 1986, Ihe legislature appropriated $18.6 million to the Bond Bank to be 
used for backing bond issues. In addition, the legislature gave the Bond Bank $2.5 million 
in 1981 to fund a direct loan by a municipality. The municipality repaid the loan and the 
Bond Bank retained the appropriation.

Alaska Aerospace Development Corporation
Since 1993. the state has contributed $10.9 million from the Science and Technology 
Endowment.

Alaska Railroad Corporation
The state bought the railroad from the federal government in 1985. The purchase price of 
$22.7 million was recorded as the stale's capitalization.
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Figure 9-3. Public Corpo ra tions— Financial Facts, FY 2006 ($ m il l io n )111

Total Assets Less L iab ilities Unrestricted Net !;Y 2006 Operating Total 
Assets Hook Value Assets Budget Pos itions1,1

Alaska Housing Pittance Corporation $5,229.6 $1,990.0 $730.2 $47.7 372

Alaska Industrial Development & Export Authority $1,156.0 $856.0 $863.0 $7.5 67

Alaska Energy Authority $569.0 $415.0 $233.0 $27.0 U)

Alaska Student Loan Corporation $1,020.0 $170.0 $42.0 $11.0 104

Alaska Municipal Bond Bank Authority $483.6 $38.6 $10.0 $0.5 1

Alaska Aerospace Development CorporationH) $98.0 $14.0 $5.0 $22.9 33

Alaska Railroad Corporation $574.0 $171.0 $153.0 $95.0 807

1) A ll figures are effective as o f June 30, 2006, except for the Alaska Railroad which reports on a calendar year basis.

(2) Permanent Hull 'lim e (P in -), Permanent Part Time (PPT) and Temporary (TMP) arc included in total positions.

(3) "Ihe Alaska Industrial Development and Export Authority (A IDEA) provides stalf lo r the activities o f the Alaska Energy Authority (AEA). A signifi­
cant portion o f A lDEAs 67 member staff is engaged in AHA programs.

(d) Unaudited.

(5) "Ihe Mask- Railroad reports financial data on a calendar year basis. Assets and book value shown in this table are from audited December 31, 2005. 
financial statements. "Ihe operating budget figure shown here is for CY 2005.
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Figure 9-4. Public Corpora tions— Revenue &  Net Income, FY 7.006 ($ m illio n )

Revenue Opera ting Income Net Income

Alaska Mousing Finance Corporation $318.9 $46.7 $307.0

Alaska Industrial Development &  Export Authority $52.9 $21.0 $14.6

Alaska Energy Authority $76.1 ($17.6) $0.5

Alaska Student Loan Corporation $36.0 $18.0 $1.5

Alaska Municipal Bond Bank Authority $17.2 $0.9 ($0.5)

Alaska Aerospace Development Corporation $16.8 ($3.4) ($2.9)

Alaska Railroad Corporation 111 $144.0 $6.S $12.7

( I ) 'Ilie Alaska Railroad reports financial data on a calendar year basis. Revenue and Operating Income shown in this table are for CY 
2 0 0 5 .
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Figure 9-5. Public Corporations—DiVdends to the State 

How, if  at all, does the corporation pay dividends to the state?

Alaska Housing Finance Corporation
The Twenty-Third Legislature, in 2003, enacted SCSHB 256 (the “2003 Act") which added language to the Alaska Statutes to modify and 
incorporate Ihe Transfer Plan. As approved and signed into law by the Governor, the Transfer Plan calls for annual transfers as follows: FY 
2005, $103 million; FY 2006, $103 million; FY 2007, the lesser of 95% net income or $103 million; FY 2008, the lesser of 85% net income or 
$103 million; FY 2009 and thereafter, the lesser of 75% of Ihe corporation's net income or $103 million.

Alaska Industrial Development and Export Authority
By statute, AIDEA must make available lo the slate each year not less than 25% and not more than 50% of its total net income for a base year, 
defined as the year two years prior to the dividend year. The dividend is further limited to no more than the total amount of its unrestricted net 
income in Ihe base year (AS 44.88.088). Net income is defined in the statutes.

Alaska Energy Authority
AEA does not pay a dividend or return capital lo the state on a regular basis. However, in FY 2000 this corporation returned $55.6 million of 
contributed capital to the Railbell Energy Fund and the General Fund.

Alaska Student Loan Corporation
This corporation, at the discretion of its board of directors, may make available to the state a return of contributed capital or dividend for any 
base year in which 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 authorizes a payment, it must be between 10% and 35% of net income for the base year (AS 14.42.295). The corporation 
may also issue bonds in an aggregate amount not lo exceed $280 million, for the purpose of financing projects of the stale as those projects 
may be identified by law (AS 14.42.220).

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

Alaska Aerospace Development Corporation
AADC does not pay a dividend or return capital »o the state.

Alaska Railroad Corporation
The corporation does not pay a cash dividend to the General Fund.
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Figure 9-6. Public C orpo ra tions— O pe ra ting Expenses &  D ividends, FY 2006 and Budget FY 2007 ($ m illio n )

Expenses D ividends

A C 2q q / V  Budget FY 2007 Actual FY 2006 Budget I T  2007

Alaska Housing Finance Corporation $41.6 $48.5 $103 .0 ° ' $80.6

Alaska Industrial Development &  Export Authority $7.1 $7.8 $8.8 $16.6

Alaska Energy Authority $25.6 $30.0 n a na

Alaska Student Loan Corporation $10.6 $11.2 $88.1 $1.9

Alaska Municipal Bond Bank Authority $0.5 $0.7 $0.7 $0.3

Alaska Aerospace Development Corporation $20.2 $24.1 na na

Alaska Railroad Corporation na . . _
na n a

(1) "I his figure reflects the provision in AS 18.56.089, that SI 03 m illion w ill he transferred to the state each year though FY 2006. Because 
some o f this money is earmarked lo r multi-year capital projects, actual cash transfers in any given year may vary.

Figure 9-7. U n ive rs ity o f  Alaska ($ m il l io n )

L ind s &  Facilities Total Assets Unrestricted Net FY 2007 FY 2007
June 30,2006 June 30 ,2006 Assets Operating Budget Total Positions

$731.0 (" $1,089.0 $56.4 $774.1 4,148

( I ) Includes depreciation o f $595.6 m illion .
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Revenue. A -l
Glossary ofTcrnis

C on s titu tio n a l Budget Reserve Fund 
(CBRF ): Created by voters in 1990, 
the Constitu tiona l Budget Reserve 
Fund receives proceeds from settle­
ments o f o il, gas, and m in ing tax and 
royalty disputes. 'Ihe legislature may, 
w ith a three-quarters m a jo rity vote in 
each chamber, w ithd raw money from 
the fund.

Federal Revenue: When the federal 
government gives money to states, it 
restricts how that money can be used. 
H ighway and a irport construction 
funds, Medicaid and education fund ing 
cannot be used fo r other purposes. In 
add ition to restricting how the money 
is spent, the federal government often 
requires states to pur up matching 
funds to qua lify fo r the federal funding.

General Fund Revenue: General Fund 
Revenue has diffe rent meanings in 
different contexts. In the state’s o f­
ficial financial reports, General Fund 
Revenue is used to designate the sum ol 
Unrestricted General Purpose Revenue, 
General Fund sub-account revenue, 
program receipts and federal dollars 
spent through the General Fund. In 
budge t-w riting context, General Fund 
revenue has a de fin iti h i  sim ilar to Un­
restricted General Purpose Revenue.

General Fund U n res tr icted Revenue: 
Revenue designated as General Fund 
in the stare accounting system (AK - 
SAS), w ith certain adjustments. Ibis 
includes some o f the revenue we show 
as restricted in this report, such as 
shared taxes or Alaska Marine I lig ltway 
System revenues.

Permanent Fund GASB (o r M arke t) 
Income: Under standards adopted by 
the Governmental Accounting Stan­

dards Board, the Permanent Fund ’s 
income— and that o f any other govern­
ment fund— is the difference between 
the purchase price o f the investments 
and the ir market value at a given po in t 
in time, plus any dividends, interest 
or rent earned on those investments. 
Under GASB standards, the Permanent 
Fund does no t have to sell the invest­
ment to coun t the gain o r loss as it 
changes value. It is called “m ark ing to 
market,” that is, measuring the value o f 
the fund ’s investments by the current 
market price. This can produce a much 
diffe ren t picture than Permanent Fund 
sta tu to ry income, which does no t re­
flect fluc tua ting investment values un til 
the assets are sold.

Permanent Fund S ta tu to ry Incom e: 
Ihe annual Permanent Fund div idend 
is based on sta tu to ry income. Ib is is 
the sum o f realized gains and losses o f 
all Permanent Fund investment trans­
actions du ring the year, plus interest, 
dividends and rents earned hy the fund.
I hough the legislature may app rop ri­
ate the earnings fo r any purpose it 
chooses, the historical practice has been 
to restrict the use o f realized income to 
dividends and in fla tion proofing, and 
then either leave the excess in the Real­
ized Burnings Account o r transfer it to 
the principa l o f the Permanent Fund.

Restr icted Program Receipts: Ib is 

revenue is earmarked in state statute 
or hy contract for specific purposes 
and is usually appropriated hack to the 
program that generated the revenue. 
Hxamplcs include University o l Alaska 
tu ition payments, marine highway 
receipts, payments to various revolv­
ing loan funds and public corpora tion

receipts. Some o f this revenue is actu­
a lly dedicated as a consequence o f the 
provisions o f A rtic le 18, Section 11 of 
the Alaska Cons titu tion . The remain­
der, wh ile s ta tu to rily earmarked, may 
be appropriated to purposes other than 
those reflected in statute i f  the legisla­
ture so chooses.

Restric ted Revenue: Revenue re­
stricted by the cons titu tion , state or 
federal law, trust o r debt restrictions, or 
by customary practice. The legislature 
can at any tim e remove restrictions 
that are solely imposed by either Alaska 
statute o r customary practice. Program 
receipts, revenues allocated to sub-ac­
counts o f the General Fund, and Gen­
eral Fund revenues customarily shared 
w ith other entities, are all considered 
restricted General Fund revenues fo r 
the purposes o f this report.

U n res tric ted General Purpose Rev­
enue: Revenue no t restricted by the 
cons titu tion , state o r federal law, trust 
o r debt restrictions o r customary prac­
tice. Most legislative and pub lic debate 
over the budget each year centers on 
this category o f revenue, lit deriv ing 
this figure from General Fund Unre­
stricted Revenues, we have excluded 
customarily restricted revenues such 
as shared taxes and marine highway 
receipts.
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Revenue. A-2
Gene ra ! F u n d U n re s tr ic te d  Revenue S e n s it iv i ty  M a tr ic e s , FY 2 0 0 7 -2 0 0 9  and FY 2 0 0 7 Fisca l S e n s it iv ity  

C h a r t Based on Fa ll 2 0 0 6 Forecas t ($ M i l l io n )

FY 20071"
ANS Oil + NGLs

S/barrel Million barrels/ day
0.700 0.750 0.800

$35 2,326 2,442 2,559
$40 2,724 2,868 3,011
$45 3,123 3,293 3,463
$50 3,521 3,718 3,915
$55 3,920 4,143 4,367
$60 4,420 4,670 4,920
$65 4,888 5,191 5,494
$70 5,448 5,792 6,136

FY 2008
ANS Oil + NGLs
$/barrel Million barrels/ day

0.700 0.750 0.800

$35 2,090 2,211 2,331
$40 2,520 2,666 2,813
$45 2,949 3,122 3,296
$50 3,378 3,578 3,778
$55 3,808 4,034 4,260
$60 4,300 4,567 4,834
$65 4,869 5,175 5,481
$70 5,466 5,813 6,160

FY 2009
ANS Oil + NGLs

5/barre! Million barrels/ day
0.700 0.750 0.800

$35 2,178 2,302 2,426
$40 2,606 2,756 2,907
$45 3,034 3,211 3,388
$50 3,463 3 666 3,869
$55 3,891 4,120 4,350
$60 4,417 4,690 4,963
$65 4,993 5,305 5,618
$70 5,597 5,950 6,304

(1) For Ibis analysis, FY 2007 revenue does nol include Ihe additional PPT production lax liability of approximately $293 million for May and June 2006, the 
months associated with Ihe new Petroleum Profits Tax (PPT),

This analysis shows that at 800,000 barrels per day for every $5 increase in oil prices, General Fund unrestricted revenue increases by at least $425 million; 
when the price of oil exceeds $55 per barrel, General Fund unrestricted revenue increases by over $500 million per year for every $5 increase in oil price.

This analysis also shows that an increase of 50,000 barrels per day increases General Fund unrestricted revenue by $120 million at $35 per barrel and by 
$350 million at $70 per barrel.

FY  2 0 0 7  F i s c a l  Sens i t i v i ty  B a s e d  o n  Fa l l  2 0 0 8  F o r e c a s t

A N S W r . l  C o . . I  Y e n d  A v . i n g t  I ’ l l e o
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Revenue. A-3
G ene ra l F u n d U n re s tr ic te d  Revenue—  H is to r y

( Ir ichu le s Some C u s tom a r ily  R estric ted Revenue Reflected ax R estr ic ted E lsewhere in th e R epo rt) 

S M il l io n

FY
TAX REVENUE 

Property Tax

Sales/Use
Alcoholic Beverages 
Tobacco Products 
Insurance Premium 
Electric and Telephone Cooperative 
Motor Fuel Tax’31 
Vehicle Rental/ Tire Tax 

Total

Income Tax
Corporation General 
Corporation Petroleum 

Total

Production Tax
Oil and Gas Production 
Oil and Gas Conservation 
Oil and Gas Hazardous Release 

Total

Other Natural Resource Tax
Salmon and Seafood Marketing 
Salmon Enhancement 
Seafood Development 
Dive Fishery Management 
Fisheries Business 
Fish Landing 

Total

m (Z) (2) (21 (2) 121 (21

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

53.6 51.3 48.8 45.0 45.1 49.6 48.7 47.3 42.5 54.5

11.6 11.8 12.2 12.7 12.0 12.9 25.3 32.8 34.6 35.2

13.7 15.4 15.2 16.3 16.3 15.5 16.3 16.0 26.2 36.7

28.4 33.7 28.4 28.7 32.2 37.4 43.3 48.1 52.9 51.9

2.7 2.3 3.7 3.2 3.3 3.1 3.7 4.0 4.0 3.9

35.3 35.6 37.8 42.1 37.5 40.2 37.4 41.4 39.6 42.1

0.0 0.0 0.0 0.0 0.0 0.0 0.0 3.5 9.1 9.3

91.7 98.8 97.3 103.0 101.3 109.1 126.0 145.8 166.4 179.1

48.4 53.4 53.8 56.3 59.5 53.4 47.7 39.6 61.8 137.6

269.4 200.1 145.1 162.7 338.1 178.4 151.1 298.8 524.0 661.1

317.8 253.5 198.9 219.0 397.6 231.8 198.8 338.4 585.8 798.7

907.0 564.4 358.6 693.2 694.4 486.7 589.8 642.7 854.9 1,191.4

1.7 1.6 1.4 0.0 0.0 0.0 0.0 0.0 00 0.0

12.9 11.8 11 1 9.5 9.4 9.6 9.2 9.2 8.3 7.8

921.6 577.8 371.1 702.7 703.8 496.3 599.0 651.9 863.2 1,199.2

7.6 5.6 5,3 7.2 5.7 4.8 4.4 5.0 6.0 6.4

4.2 4.2 3.9 5.3 3.6 3.7 2.4 3.0 3.8 4.4

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2

0.0 0.0 0.0 0.2 02 0.2 0.2 0.0 0.0 0.3

31.0 28.5 25.9 36.7 30 5 25.3 26.0 29.3 25.9 32.3

7.3 38 5.9 5.3 73 7.1 9 8 6.9 8.1 11.5

50.1 42.1 41.0 54.7 47.3 41.1 42.8 44.2 43.8 55.1

Other Tax
Estate
Other

Total

TOTAL TAX REVENUE

1.7
2A
4.1

5.5
3 °
9.4

1.7
2.9
4.6

2.5
5.9
8.4

2.7
43
7.0

3.1
12
6.3

1.2
_ 1 < L

4.2

2.3
M L
2.3

1.5
12.8

0.6
21.0

14.3 21.6

1,438.9 1,032.9 761.7 1,132.8 1,302.1 934.2 1,019.5 1,229.9 1,716.0 2,308.2

(continued ur) next pn
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G ene ra l F u n d  U n re s tr ic te d  Revenue— H is to r y  (i/onliittiL'il (rout prior p.ir.c)

( In c ludes Some C u s tom a r ily  R estr ic ted Revenue Reflected as Restric ted E lsewhere in the R epo rt) 

$ M il l io n

FY 1997 1998 1999
(2)
2000

(21
2001

(2)
2002

(2)
2003

(2)
2004

(21
2005

(2)
2006

NON TAX REVENUE

Licenses and Permits (J| 69.0 74.6 63.7 69.2 37.3 42.2 33.6 41.8 42.7 42.8

Intergovernmental Receipts
Federal Shared Revenues 2.0 2.2 0.8 1.0 0.3 0.1 0.0 0.0 0.0 0.0

Charges for Services
Marine Highways 
Other

38.6
39.5

37.1
34.9

38.8
31.8

38.3
43.7

37.6
27.0

32.2
19.1

41.5
13.9

43.6
11.1

45.6
17.9

51.0
23.1

Total 78.1 72.0 70.6 82.0 64.6 51.3 55.4 54.7 63.5 74.1

Fines and Forefeitures 8.2 37.7 12.5 46.2 33.6 6.6 7.0 16.0 9.4 8.5

Rents and Royalties
Bonuses, Rents and Interest-Net15X61 
Oil and Gas Royalties-Net(5)
Timber Sales 
Other

7.4
759.2
1.9
8.6

23.0
480.4
0.8
8.1

25.6 
322.6
0.3
10.6

4.0
727.9
0.3
9.4

7.1
781.0
0.4
10.5

14.6
581.2
0.2
9.1

9.6
830.7
0.0
6.2

13.3
1,045.7

0.2
7.6

18.8
1,401.1

0.1
14.5

11.9 
i 772.2 

(0.2) 
9.0

Total 777.1 512.3 359.1 741.6 799.0 605.1 846.5 1,066.8 1,434.5 1,729.9

Investment Earnings|C,, 77.1 60.6 46.5 48.1 78.8 43.1 59.0 9.7 24.7 53.3

Miscellaneous Revenue 44.6 33.5 37.3 27.1 34.9 42.3 9.4 19.2 7.5 40.6

Sub-Total NON-TAX REVENUE
Petroleum Special Settlements

1,056.1
0.0

792.9
0.0

590.5
0.0

1,015.2
0.0

1,048.5
0.0

790.7
0.0

1,010.9
0.0

1,202.8
0.0

1,582.3
0.0

2,012.2
0.0

TOTAL NON-TAX REVENUE 1,056.1 792.9 590.5 1,015.2 1,048.5 790,7 1,010.9 1,202.8 1,582.3 2,012.2

TOTAL TAX REVENUE 1,438.9 1,032.9 761.7 1,132.8 1,302.1 934.2 1,019.5 1,229.9 1,716.0 2,303.2

TOTAL GENERAL FUND 
UNRESTRICTED REVENUE 2,495.0 1,825.8 1,352.2 2,148.0 2,350.6 1,724.9 2,030.4 2,438.1 3,298.3 4,320.4

(1) A summary of historical Gene nl Fund unrestricted revenue can be found on the Tax Division's web site at liltp://www lax state,nk us/sourcesbook/General- 
FundUnreslnclcdRcvenueHislorypdf
v2) After FY 2000, most receipt-supported services aro excluded. Certain seafood assessments which are considered receipt-supported services (or purposes ol 
this forecast are included.
(3) Motor fuel tax includes aviation, highway and marine
(4) Beginning in FY 2006, alcoholic beverage licenses and permits shared with municipalities aro treated as customarily restricted for purposes ol our forecast; 
however these are included in Total General Fund Unrestricted Revenue
(5) These categories am primarily composed of petroleum
(6) Starting in FY 2001, interest earnings aro included in oil and gas royalties and excluded from investment revenue
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Revenue. A-4a
( ic n c ra l F u n d U n re s tr ic te d  P e tro le um  Revenue— H is t o r y 11’ 

$ M i l l i o n

FY 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Corporation Petroleum Tax 269.4 200.1 145.1 162.7 338.1 178.4 151.1 298.8 524.0 661.1
Production Tax 921.6 577.8 371.1 702.7 703.8 496.3 599.0 651.9 863.2 1,199.2
Petroleum Property Tax 53.6 51.3 48.8 45.0 45.1 49.6 48.7 47.3 42.5 54.5
Oil and Royalties-Net'21 759.2 480.4 322 6 727.9 781.0 581.2 830.7 1,045.7 1,401.1 1,772.2
Bonuses, Rents and Interest-Net|2K3) 7.4 23.0 25.6 4.0 7.1 14.6 9.6 13.3 18.8 11.9
Total Petroleum Revenue 2,011.2 1,332.6 913.2 1,642.3 1,875.1 1,320.1 1,639.1 2,057.0 2,849.6 3,698.9

Cumulative General Fund
Unrestricted Petroleum Revenue14' 43,849.7 45,182.3 46,095.5 47,737.8 49,612.9 50,933.0 52,572.1 54,629.1 57,478.7 61,177.6

Total General Fund
Unrestricted Revenue1’ ' 2,495.0 1,825.8 1,352.2 2,148.0 2,350.6 1,724.9 2,030.4 2,443.7 3,293.0 4,320.4

% Pe'roleum Revenue 81% 73% 68% 76% 80% 77% 81% 84% 87% 86%

(1) Historical General Fund unrestricted petroleum revenue can be found on the Tax Division's web site at http://vwnvtax.state.ak.us/sourcesbook/PetroleumRev- 
enueHistory.pdl. Table on Tax web site includes historical Reserve Tax (FY 1976-1977) and Petroleum Special Settlements (FY1986-1995) which, due lo current 
zero totals, are not included in Appendix A-4a & A-4b.
(2) Royalties, bonuses, rents and interest are net of Permanent Fund, Public School Fund contributions and Constitutional Budget Reserve Fund (CBRF) deposits.
(3) These categories are primarily composed of petroleum revenue.
(4) This table shows historical petroleum revenue for FY 1997-2006. The cumulative petroleum revenue total is based on revenue beginning in FY 1959.
(5) Historical General Fund unrestricted rovenuu includes some of the revenue shown as restricted elsewhere in this report, such as shared taxes or Alaska 
Marine Highway System Revenues.

UK • I .ill 20(16 Revenue Shuivo Honk
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Revenue. A -4b
G ene ra l I 'u n d  U n re s tr ic te d  P e tro le um  R evenue— F o re ca s t1,1

FY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Corporation Petroleum Tax 
Produclion Tax 
Petroleum Properly Tax 
Oil andGas Royallies-NeU1 
Bonuses, Rents & Interest-Net 
Total Petroleum Revenue

657.2
2,067.2
51.7

1,503.9
51.4

493.7
1.476.1 
51.4

1.317.2 
18.7

466.5
1,403.1
51.0

1.287.3
164

455.0
1.333.5 
50.6

1.250.6 
15.9

447.1
1,366.8
50.4

1,256.0
170

458.7
1,336.2
50.1

1,141.4
160

430.1
1,195.5
49.2

1,017.4
17.8

404.0
1,006.2
47.9
882.9
22.5

361.1
937.6 
46.5
860.7 
18.0

367.5
875.6 
46.0
846.2
14.7

4,331.5 3,357 2 3,224.3 3,105.7 3,137.4 3,002.5 2,710.0 2,363.4 2,223.9 2,149.9

Cumulative General Fund 
Unrestricted Petroleum Revenue 41 65,509.1 68,866.3 72,090 6 75,196.3 78,333.7 81,336.2 84,046.2 85,409.6 83,633.6 90,783.5

Total General Fund 
Unrestricted Revenue 4,912.3 3,911.1 3,776.6 3,669.0 3,718.8 3,592.2 3,307.2 2 968.1 2,839.6 2,774.7

% Petroleum Revenue 88% 86% 85% 85% 84% 84% 82% 80% 78% 77%

(1) Forecasted General Fund unrestricted petroleum revenue through FY 2016 can bo found on the Tax Division's web site at hllp://www tax state ak us/ 
sourcesbook/Petro!eumRcvenuoHistory.pdf. Table on Tax web s>to includes historical Reserve Tax (FY 1976-FY 1977) and Petroleum Special Settlements 
(FY198C-1995) which, due to current zero Iota's, ore not included m Appendix A-4a & 4b
(2) Royalties, bonuses, rents and interest are net of Permanent Fund, Public School Fund contributions and Constitutional Budget Reserve Fund (CBRF) 
deposits.
(3) These categories are primarily composed of petroleum revenue.
(•*.) The cumulative petroleum revenue total is based on rcvenuu beginning m FY 1959,
(5) Forecasted General Fund unrestricted revenue shown in A"1b does not include these 'custnmanly resinctud revenues
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Revenue. A-5 *1
P e tro le um  P ro d u c t io n  Tax and R o y a lty R evenue— H is t o r y 11* 

S M i l l i o n

FY 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Alaska North Slope
Oil Royalty-Netl?l 735.5 441.2 297.9 658.4 797.4 546.5 827.5 959.1 1,300.4 1,651.9
Production Tax 
Oil Produclion Tax 868.9 545 2 328.0 632.6 667.) 444.5 5496 594.5 787.3 1,162.6

Gas Production Tax (includes gas NGL's) 
Total Production Tax

320 18.6 11.4 223 20.3 9.3 12.7 17,6 30 5 31.0

900.9 563.8 339.4 654.S 687.3 453.8 562.3 612.1 817.9 1,193.6
Conservation Tax/ Exploration Incentive 1.7 1.5 1.4 C.1 0.0 0.0 0.0 0.0 (30.0) (50.0)
Hazardous Release Fund 12.6 11.3 10.5 9.4 9.0 9.0 9.0 9.6 8.2 7.6
Gas Royalty-Net 
Subtotal

1.1 0.8 0.8 0.9 1.0 1.3 3.2 6.6 6.7 9.1
1,651.9 1,018.7 650.0 1,323.8 1,494.8 1,010.6 1,402.0 1,587.3 2,103.2 2,812.3

Cook Inlet
Oil Royalty-Net 21,2 13.5 10.2 19.5 27.4 18.8 24.2 26.0 29.2 30.8
Produclion Tax
Oil Production Tax 0 0 0.0 0 0 0 0 0 0 0.0 0 0 0 0 0 0 00

Gas Production Tax 182 184 132 16.0 17.9 234 23.0 24 7 24.4 33.2

Total Produclion Tax 18.2 18.4 132 16.0 17.9 23.4 23.0 24.7 24.4 332
Conservation Tax/ Exploration Incentive 0.1 0.1 0,1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Hazardous Release Fund 0.3 0.3 0.3 0.3 0.2 0.3 0.3 0.2 0.2 0.2
Gas Royalty-Net 
Subtotal

22 4 209 183 194 305 25 2 23.4 39 2 31.1 410
62.2 53.2 42.2 55.2 75.9 67.7 70.9 90.1 85.0 105.2

Total Alaska
Oil Royalty-Net • 756.8 454.8 308.1 678.0 824.7 565.3 851.8 985.0 1.329.6 1,682.8
Produclion Tax
Oil Production Tax 8689 5452 3280 632.G 667.1 444 5 549 6 594 5 787 3 1.1C26

Gas Production Tax (includes gas NGL's) 
Total Produclion Tax

502 370 24 7 39.3 381 32.7 35.7 42.3 550 642

919.1 582.2 352.7 670.9 7052 477.2 585.3 636.8 842.3 1.226 8
Conservation Tax/ Exploration Incentive 1.7 1.6 1.5 0.1 0.0 0.0 0.0 0.0 (30.0) (50 0)
Hazardous Release Fund 150 116 10.9 97 92 9.3 9.2 98 8.4 7.8
Gas Royalty-Net 215 217 191 203 31 5 264 26 6 45 7 378 501

Total 1.714.0 1,071.9 692.2 1,379.0 1,570.7 1,078.3 1,472.9 1,677.4 2,188.2 2,917.4

(1) Appendices A-5a & A-fib provide a breakout of Alaska North Slope and Cook Inlet revenues which may nol match Ai ask a Stale Accounting System (AKSAS) 
numbers in tables throughout the Revenue Sources Book This detailed revenue is from the Department ol Revenue s Forecast Model This table can tie found 
on tho To* Division's web silo at http //www lax state ak us/sourc.vsbook/ProductionTaxSRoynltyRovonue pdl
(2) Unrestricted oil and gas royally revenue is net of Permanenl Fund (PF) and Public School Fund (PSFl contributions

91) I .ill .’ ()()(> Hi'wunr Suim i \ Hi ml.
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Revenue. A -5b
P e tro le um  P ro d u c t io n 'la x  and R o y a lty  R evenue— F o re ca s tM* 

S M i l l io n

FY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Alaska North Slope
Oil Royalty-Net(2)
Production Tax 
Oil Produclion Tax
Gas Production Tax (includes gas NGL’s) 
Total Production Tax01 

Conservation Tax/ Exploration Incentive 
Hazardous Release Fund 
Gas Royalty-Net

1,415.9

0
0

1,234.0

0
0

1,203.4

0
0

1,167.9

0
0

1,172 1

0
0

1,082.9

0
0

959.8

0
0

826.2

0
0

803.0

0
0

787.4

0
0

2,074.8
(50.0)
9.4
4.6

1,482.2
(50.0)
9.6
24

1,358.2
0.0
S.6
2.3

1,287.5
0.0
9.6
2.3

1,319 6
0 0
97
23

1,302.5
0.0
10.4
2.2

1.161.7
0.0
9.9
2.1

971.9
0.0
9.6
1.9

903.0
0.0
9.1
2.0

840.7
0.0
8.6
2.0

Subtotal 3,454.8 2,678.3 2,573.4 2,467.3 2,503.7 2,398.1 2,133.4 1,809.6 1,717.1 1,638.7

Cook Inlet
Oil Royalty-Net121 
Production Tax 
Oil Production Tax141 
Gas Produclion Tax

30.3

0
0

252

0
0

24.2

0
0

21.2

0
0

205

0

18.5

0
0

16.6

0
0

14.5

0
0

14.2

0
0

13.9

0
0

Total Production Tax131 
Conservation Tax/ Exploration Incentive 
Hazardous Release Fund 
Gas Royalty-Net

327
0.0
0.2
532

34.1
0.0
0.2
55.6

35.2
0.0
0.2
57.4

36.3
0.0
0.2
592

37 4 
0 0 
02 
61 *

23.1 
0.0 
0.2 
37 8

23.8 
0.0 
0.1 
39 0

24.6 
0.0 
0.1 
40 2

25.4 
0.0 
0.1
41.5

26.2
0.0
0.1
429

Subtotal 116.3 115.1 117.0 116.8 1192 79.5 79.5 79.5 81.2 83.1

Total Alaska
Oil Royalty-Net21 
Production Tax 
Oil Production Tax
Gas Production Tax (includes gas NGL's) 
Tolal Production Tax 

Conservation Tax/ Exploration Incentive 
Hazardous Release Fund 
Gas Royalty-Net

1,446.2

0
0

1,259.2

0
0

1,227.6

0
0

1,189.1

0
0

1.192 5

c
o

1.101.4

0
0

976.3

0
0

840.7

0
0

817.2

0
0

801.3

0
0

2,107.5
(50.0)
9.7
577

1,516.3 
(50.0) 
9.8 
58 0

1,393.3
0.0
98
59.7

1.323.8 
0.0 
98 
61 5

1,357 : 
00 
9 6 
63 4

1.325 7 
0.0 
10.5 
40 0

1,185.5
0.0
100
41.1

996.5
00
9.7
421

928 4 
0.0 
92 

__13 5

866.9
0.0
8.7
449

Total 3,571.1 2,793.4 2,690.4 2,584.1 2,622 9 2,477.6 2,213.0 1,889.1 1,798.3 1,721.8

(1) Appcitdiices A-5a & A-5b provide a breakout ol Alaska North Slope and Cook Inlot revenues which .•. not rralth Alaska State Accounting System (AKSAS) 
numbers in tables throughout the Revenue Sources Book This detailed revenue is  from the Department ' Revenue s Forecast Model This table can be found 
on the Tax Division's web site at http //ww* tax slate ak us/sourcesbook/Product onTi«SRoyaltyReveru. ;d l
(2) Unrestricted Oil and gas royally tcvonuu is not ot Permanent Fund (PF) and Public School Fund (PS- contributions
(3) Due lo enactment of Ihe Petroleum Profits Tax (PPT) in 2006. oil and gas production taxes a om; - - >J and based on company profits See Section 4 for 
PPT detail
(4) Cook Inlet production is afforded special treatment under tho PPT Taxation is based on Ihe lower of f - T  or Fl F calculated production tax

I .ill .’OU(> Revenue Somers Hook 'M
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Revenue. A-6a
AN S and C ook Inlet Royalty Revenue— H istory 

S M illio n

(i)

FY 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

ALASKA NORTH SLOPE

Total Revenue
Oil (does not include NPR-A royalty) 1,005.7 
Gas 1.5

602.2
1.1

402.4
1.0

897.0
1.2

1,099.5
1.4

761.1
1.8

1,142.0
4.4

1,287.3
8.8

1.745.6
90

2.217.3
12.2

ANS Royalty Revenue 1,007.2 603.3 403.4 898.2 1.100.9 762.8 1,146.4 1,296.1 1,754.5 2,229.6

Revenue to Permanent Fund & Public School Fund
Oil 270.1 
Gas 0.4

160.9
0.3

104.5
0.3

238.5
0.3

302.1
0.4

214.6
0.5

314.5
1.2

328.3
22

445.1
23

565.4
3.1

ANS Revenue to PF & PSF 270.5 161.2 104.8 238.9 302.5 215.1 315.7 330.5 447.4 568.5

General Fund Revenue
Oil
Gas

735.5
1.1

441.2
08

297.9
0.8

658.4
0.9

797.4
1.0

546.5
13

827.5
32

959.1
66

1,300.4
67

1,651.9
91

ANS Royalty Revenue-Net 736.6 442.1 298.6 659.4 798.4 547.8 830.7 965.6 1,307.1 1,661.0

COOK INLET

Total Revenue
Oil
Gas

28.5
3(10

18.2
281

13.7 
24 6

26.2
260

36.7
409

25.3
33.8

32.5
314

34.9
526

39.2 
41 8

41.4
550

Cook Inlet Royalty Revenue 585 46.2 38.3 52.3 77.6 59.1 63.9 87.4 81.0 96.4

Revenue to Permanent Fund & Public School Fund
Oil 7.3 
Gas 7 7

4.6
7?

3.5 
6 3

6.7
66

9.4
104

6.4
86

8.3
8 0 .

8.9
134

10.0
107.

10 6 
140

Cook Inlet Revenue to PF & PSF 14.9 11.8 9.8 13.3 19.8 15.1 16.3 22.3 20.7 24.6

General Fund Revenue
Oil
Gas

21.2
224

135
209

102
183

19.5
19.4

27.4
30.5

18 8
?5?

24 2 
?34

26 0 
39 2

292
31.1

308
4JLQ

Cook Inlet Royalty Revenue-Net 43.6 34.5 28.6 38.9 57.8 44.0 47.6 65.1 60.3 71.8

(11 Appendices A-6a A A-6b provide royaly revenues which may nnt mulch Iho Alaska State Accounting Sylcrn (AKSAS) numbers in tables throughout Inis 
Revenue Souces Book Revenue from tho Department ol Revenue's Forecast Model T his table can be found on tho Tax Division's web sdo at http//www lax 
state ak us/sourtu*;bookiRoyai|yRevenueDetail pdl
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Revenue. A-6b
ANS :in d Coo lc In le t R o y a lty  R evenue— F o re c a s t '" 

$ M i l l io n

FY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

ALASKA NORTH SLOPE

Total Revenue
Oil (does not include NPR-A royalty) 1,900.6 
Gas 6.2

1,656.4
3.2

1,615.2
3.1

1,567.7
3.1

1,573 3 
3 1

1,453.6
3.0

1,288.3
2.8

1,109.0
2.6

1,077.9
2.6

1,056.9
2.7

ANS Royalty Revenue 1,906.7 1,659.6 1,618.3 1,570.7 1,576.4 1,456.6 1,291.1 1,111.6 1,080.5 1,059.6

Revenue to Permanent Fund & Public School Fund
Oil 484.6 
Gas 1.6

422.4
0.8

411.9
0.8

399,8
0.8

401 2 
0 3

370.7
0.8

328.5
0.7

282.8
0.7

274.9
0.7

269.5
0.7

ANS Revenue to PF&PSF 486.2 423.2 412.7 400.5 402.0 371.4 329.2 283.5 275.5 270.2

General Fund Revenue
Oil
Gas

1,415.9
4.6

1,234.0
2.4

1,203.4
2.3

1,167.9
23

1,172 •
L -

1,082.9
22

959.8
2.1

826.2
1.9

803.0
2.0

787.4
2.0

ANS Royalty Revenue-Net 1,420.5 1,236.4 1,205.7 1,170.2 1,174.5 1,085.2 961.9 828.1 805.0 789.4

COOK INLET

Total Revenue
Oil
Gas

40.6
71.4

33.3
747

32.5
770

28.4
795

27 z 
82 ■:

248 
50 7

22.2
52.3

19.4 
54 0

19.0
55,7

18.7
575

Cook Inlet Royalty Revenue 112.0 1085 109.6 107.9 109.5 75.5 74.5 73.4 74.8 76.2

Revenue to Permanent Fund & Public School Fund
Oil 10.4 
Gas 18 2

8.6
190

8.3
196

7.3
20.3

7 :
20 r

6.3
129

5.7
13.3

5.0
13.8

49
14.2

4.8 
14 7

Cook Inlet Revenue to PF & PSF 28.6 27.7 27.9 27.5 279 19.2 19.0 18.7 19.1 19.4

General Fund Revgnue
Oil
Gas

30.3 
53 2

25.2
556

242 
57 4

21.2 
59 2

20 5 
61 •

18.5 
37 8

16.6 
39 0

145
40 2

142 
41 5

13.9
429

Cook Inlet Royalty Revenue-Net 83.4 80.8 81.6 80.4 81.6 56.2 55.5 54.7 55.7 56.8

(1) Appendices A-6a & A-Gb provide royaty revenues winch may not match Ihe Alaska Stale Accounting i , torn (AKSAS) numbers in tables throughout tins
Revenue Souces Book Rovonuo Irom the Department ol Revenue's Forecast Model This table can be >,md on the Tax Division's web site at http//www lax 
slnlo a k  us/sourcesbooWRoyaltyReveruJoDetail pdf
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Revenue. A-/a
'lo ca l A la s k a G o v e rnm e n t P e tro le um  Revenue— H is t o r y " 1 

5 M i l l io n

FY 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Corporation Petroleum Tax 269.4 200.1 145.1 162.7 338.1 178.4 151.1 298.8 524.0 661.1
Production Tax 921.6 577.8 371.1 702.7 703.8 496.3 599.0 651.9 863.2 1,199.2
Petroleum Property Tax 53.6 51.3 48.8 45.0 45.1 49.6 48.7 47.3 42.5 54.5
Oil and Gas Royalties121 1,065.7 649.5 441.7 950.5 1,178.5 821.9 1,210.3 1,383.6 1,835.5 2,325.9
Bonuses, Rents and Interest01 9.9 30.9 34.4 5.4 9.5 19.6 12.9 17.9 25.2 16.0
Deposits to the CBRF 566.6 343.2 55.3 448.3 48.9 90.2 22.3 8.4 27.4 43.7

Total Petroleum Revenue 2,886,8 1,852.8 1,096.4 2,314.6 2,324.0 1,656.0 2,044.3 2,407.8 3,317.9 4,300.4

(1) Total does not include NPR-A royalties, rents and bonuses. Revenue numbers (except (or royalties, bonuses, rents and interest) are (rom Ihe Alaska State Ac­
counting System (AKSAS). AKSAS levenue is reported for penod oil and gas produced; when amended, revenue is different than when it was actually collected 
Gross royalties, bonuses, rents & interest are from the Department of Revenue's Forecast Model and may not match AKSAS numbers in tables throughout this 
Revenue Sources Book. A summary of historical General Fund petroleum revenue can be found on Ihe Tax Division's web site at http://www.tax.stale ak.usf 
sourcesbook/TotalGovernmentRevenue.pdf
(?) Includes all royalty payments allocated to Permanent Fund, Public School Fund and G moral Fund.
(3) Oil and Gas Settlements from DOR Mineral Payments Fund Allocation Detail.

*• l ■ I .ill 20IK> Revenue .Sources Rook
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Revenue. A-7b
Total A laska Government Petro leum  Revenue— Forecastu)

FY 2007 2008 2009 2010 2011 2012

C
>

oC
N 2014 2015 2016

Corporation Petroleum Tax 657.2 493.7 466.5 455,0 447.1 458.7 430.1 404 361.1 367.5
Production Tax 2,067,2 1,476.1 1,403.1 1,333.5 1,366.8 1,330.2 1,195.5 1,006.2 937.6 875.6
Petroleum Property Tax 51.7 51.4 51.0 50.6 50.4 50.1 49.2 47.9 46.5 46.0
Oil and Gas Royalties 2,018.7 1,768.1 1,727.9 .,678.7 1,686.0 1,532.1 1,365.7 1,185.0 1,155.3 1,135.8
Bonuses, Renls and Interest(I) 69.1 25.1 22.0 21.4 22.8 21.5 23.9 30.2 24.2 19.7
Deposits lo Ihe CBRF 90.0 20.0 20.0 8.3 0.0 0.0 0.0 0.0 0.0 0.0

Total Petroleum Revenue 4,953.9 3,834.4 3,690.5 3,547.5 3,573.2 3,398.6 3,064.4 2,673.3 2,524.7 2,444.6

(1) Tolal does not include NPR-A royalties, rents and bonuses. Revenue numbers (except for royalhes, bonuses, rents and interest) are from the Alaska State Ac­
counting System (AKSAS). AKSAS revenue is reported for period oil and gas produced; when amended revenue is different than when it was actually collected. 
Gross royalties, bonuses, rents & interest are from the Department of Revenues Forecast Model and may not match AKSAS numbers n tables throughout this 
Revenue Sources Book. Forecasted General Fund petroleum revenue through FY 2016 can be found on the Tax Division's web site at http://www.lax.stale. 
ak.us/sourcesbook/TotalGovernmenlRevenue.pdf
(2) Includes all royalty payments allocated to Permanent Fund, Public School Fund and General Fund.
(3) Oil and Gas Settlements from DOR Mineral Payments Fund Allocation Detail.
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Prices. B - l b
< 'rude O il and Naiural Gas Prices— Forecast*1'

N O M IN A L ,2)
W T I , A N S  W e s t  C o a s t . A N S  a n d  C o o k  I n l e t  W e l l h e a d  P r i c e s  

$  p e r  B a r r e l

FY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

WTI
ANS West Coast
ANS Wellhead Wld Avg All Destinations 
Cook Inlet Wellhead

61.45
59.15
52.35
56.32

53.75
51.25
44.97
49.19

52.00
49.50
44.84
47.45

51.50
49.00
44.09
46.99

52.50
50.00
44.98
47.98

50.00
47.50
42.24
45.49

47.50
45.00 
39.62
43.00

44.00
41.50 
35.88
39.50

45.00
42.50 
36.66
40.51

46.00
43.50
37.51
41.52

H e n r y  H u b  N a t u r a l  G a s  P r i c e s  

$  p e r  MM B T U

FY 2007 2008 2009 201C 2011 2012 2013 2014 2015 20'3

Henry Hub 5.93 5.76 5.93 5.88 6.02 5.8C 5.25 4.75 4.88 5.02

CONSTANT
W T i, A N S  W e s t  C o a s t . A N S  a n d  C o o k  I n l e t  W e l l h e a d  P r i c e s  

$  p e r  B a r r e l .

FY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

WTI 59.81 50.91 47.94 46.20 45.84 42.49 39.28 35.42 35.25 35.07
ANS West Coast 57.57 48.54 45.63 43.96 43.66 40.36 37.22 33.40 33.29 33.16
A, ' Wellhead Wtd Avg All Destinations 50.95 42.59 41.33 39.56 39.27 35.90 32.76 28.88 28.72 28.59
Cook Inlet Wellhead 54.81 46.59 43.74 42.15 41.89 38,65 35.56 31.80 31.73 31.65

H e n r y  H u b  N a t u r a l  G a s  P r i c e s

$  p e r  MM B T U

FY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Henry Hub 4.34 3.82 3.82 3.82

(1) Data from tlm Department of Revenue's forecast model. Forecasts of crude oil and natural gas prices through FY 2016 can be found on tho Tax Division's web 
site blip //www lax statc.ak us/sourcesbook/NominalO'i&NntGasPriccs pdf
(2) Adjustment lo ‘nominal" dollars is required lo prepare tho crude oil and natural gas price forecast C a an Associates Inc.'s inflation rale of 2 75% was used for 
FY 2007-beyond A summary of nominal crude oil and natural gas prices can bo found on the Tax Division s web silo at blip //www lax stale ak us/souicesbook/ 
ConslantOii&NatGasPficos pdf
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Necback Costs. B -2 a
N om inal Netback Costs— H is to ry f,i

M arine Costs, TAPS T a rilk  Feeder Pipeline and O ther Adjustm ent Charges 

S per Batrc]

FY 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Marine Costs 1.52 1.51 1.52 1.59 1.39 1.55 1.71 1.69 1.79 1.63
TAPS Tariff 2.71 2.73 2.74 2.86 3.27 3.50 3.40 3.16 3.28 3.58
TAPS Quality Bank + Loss 0.00 0.60 0.00 0.00 0.00 (0.02) (0.05) (0.13) (0.27) (0.27)
Feeder Pipe + Other Upstream Costs 0.11 0.07 0.03 (0.01) (0.09) 0.09 0.30 0.26 0.23 0.40
Location Differential 0.16 (0.14) (0.16) (0.11) 0.47 (0.42) (0.29) 0.05 (0.41) 0.13

Total Netback Costs 4.50 4.16 4.14 4.32 5.04 4.69 5.06 5.04 4.62 5.47

(1) Data from tho Department of Revenue's Forecast Model A summary ot h’Stoucal netback costs can be found on the Tax Division's web s'te at http://www.tax. 
slate ak us/sourcesbook/NetbackCosts pdf
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Netback Costs. B -2 b
N om inal Netback Costs— Forecast01

M arine Costs, TAPS Tariff, Feeder Pipeline ami O ther Adjustm ent Charges 

S per Barrel

FY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Marine Costs 1.76 1.79 1.84 1.89 1.94 1.99 2.04 2.09 2.14 2.19
TAPS Tariff 4.38 4.11 2.36 2.43 2.48 2.53 2.57 2.71 2.84 2.92
TAPS Quality Bank + Loss (0.62) (0.45) (0.46) (0.47) (0.48) (0.50) (0.51) (0.53) (0.54) (0.56)
Feeder Pipe + Other Upstream Costs 0.86 0.83 0.86 0.87 0.92 1.10 1.16 1.25 1.30 1.34
Location Differential 0.43 0.00 0.06 0.18 0.16 0.13 0.12 0.10 0.10 0.09

Total Netback Costs 6.80 6.28 4.66 4.91 5.02 5.26 5.38 5.62 5.84 5.99

(t) Data from Iho Department of Revenue's Forecast Model. Forecasted netback costs through FY 2016 can be found on the Tax Division's web site at http:// 
www.lax.slale ak us/sourcesbook/NelbackCosts pdf.
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Prices. B-3
Price Changes from  spring 2006 Forecast 

S per barrel

FY 2006 2007 2008 2009

Fall 2006 Forecast
WTI 63.01 61.45 53.75 52.00
ANS West Coast 60.80 59.15 51.25 49.50
ANS Wellhead <" 55.33 52.35 44.97 44.84
Cook Inlet Wellhead 57.06 56.32 49.19 47.45

Spring 2006 Forecast
WTI 61.02 55.90 49.10 27.50
ANS West Co3St 58.72 53.60 46.90 25.50
ANS Wellhead *« 53.01 47.40 40.90 21.13
Cook Inlet Wellhead 56.33 51.54 44.85 23.46

price chanae from prior forecast
WTI 51.99 55.56 54.65 524.50
ANS West Coast $2.08 $5.55 $4.35 524 00
ANS Wellhead 52.32 54.96 S4.G7 $23.71
Cook Inlet Wellhead 50.74 54.78 $4.34 523,99

percent chanae from prioi forecast
WTI 3.3% 9.9% 9.5% 89.1%
ANS West Coast 3.5% 10.4% 9.3% 94.1%
ANS Wellhead 4.4% 10,5% 10.0% 112.2%
Cook Inlet Wellhead 1,3% 9.3% 9.7% 102 2%

2010 2011 2012 2013 2014 2015 2016

51.50 52.50 50.00 47.50 44.00 45.00 46.00
49.00 50.00 47.50 45.00 41.50 42.50 43.50
44.09 44.98 42.24 39.62 35.88 36.66 37.51
46.99 47.98 45.49 43.00 39.50 40.51 41.52

27.50 27.50 27.50 27.50 27.50 27.50 27.50
25.50 25.50 25.50 25.50 25.50 25.50 25.50
21.02 20.87 20.62 20.43 20.24 20.17 20.07
23.49 23.48 23.49 23.50 23.50 23.51 23.52

524.00 $25.00 $22.50 $20 00 $16.50 $17.50 518.50
523.50 524.50 522.00 $19.50 $16.00 517.00 $18.00
$23.07 524.11 $21.63 $19.18 515.64 $16.49 517.44
523.50 524 50 522.00 519.50 516.00 517.00 518.00

87.3% 90.9% 81.8% 72.7% 60.0% 63.6% 67.3%
92.2% 96.1% 86.3% 76.5% 62.7% 66.7% 70.6%
109.8% 115.6% 104.9% 93.9% 77.2% 81.7% 86.9%
100.1% 104.3% 93.7% 83.0% 68.1% 72.3% 76.5%

(1) ANS Wellhead weighted average all destinations,

100 • I .ill 2000 Revenue Smm.es Bonk



K ill 2006 Revenue Sources Rook

Production. C-l
Production Changes from  Spring 2006 forecast 

M illio n  Barrels per Day

FY 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Fall 2006 Forecast
ANS
Cook inlet

0.845
0.018

0.740
0017

0.782
0.016

0.779
0.014

0.779
0.013

0.782
0.012

0.831
0.011

0.795
0.010

0.772
0.010

0.737
0.009

0.696
0.008

ALASKA 0.863 0.756 0.798 0.793 0.792 0.794 0.842 0.806 0.782 0.746 0.705

Spring 2006 Forecast 
ANS
Cook Inlet

0.854
0.018

0.825
0.017

0.803
0.016

0.799
0.014

0.786
0.014

0.802
0.013

0.813
0.012

0.785
0.011

0.762
0.011

0.732
0.010

0.772
0.010

ALASKA 0.872 0.842 0.819 0.813 0.799 0.815 0.825 0.797 0.773 0.742 0.782

volume chanae from prior forecast 
ANS Total (0.008) 
Cook Inlet 0.000

(0.086)
(0.000)

(0.021)
(0.000)

(0.020
(0.000)

(0.007) 
(0 001)

(0.020)
(0.001)

0.018 
(0 001)

0.010
(0.001)

0.009
(0001)

0.005
(0.001)

(0.076)
(0.001)

ALASKA (0.008) (0.086) (0.021) (0.020) (0.003) (0.021) 0.017 0.009 0.008 0004 (0.077)

percent chanae from prior forecast
ANS Total 
Cook Inlet

-1.0% 
0 0%

-10.4%
-1.7%

-2.6% 
-0 4%

-2.5%
-2.6%

-0.9% 
-4 4%

-2.5%
-6.2%

2.3% 
-8 3%

1.3%
-102%

' 2% 
-12.0%

0.7%
-13.5%

•9.8%
-149%

ALASKA -1.1% -10.2% -2.5% -2.5% -1.0% -2.6% 2.1% 1.1% 1.1% 0.5% -9.9%
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Production. C -2 a
Crude O il P roduction— H is to ry 01 

M illio n  Barrels per Day

FY

Alaska North Slope
Prudhoe Bay131 
PBU Satellites'31 
GPMA'4'
Kuparuk
Kuparuk Satellites'51
Milne Point'6*
Endicott'0
Liberty
Alpine"1
Fiord""
Nanuq111)1 
NPR-A 
Offshore1" 1 
Northstar"31

Total ANS

Cook Inlet

Total Alaska

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

0.809 0.713 0.636 0.571 0.540 0.487 0.433 0.419 0.381 0.340
0 0 0.003 0.005 0.007 0.026 0.045 0.052 0.044 0.041

0,210 0.192 0.159 0.118 0.089 0.075 0.065 0.061 0.056 0.048
0,266 0.259 0.240 0.212 0.197 0.176 0.160 0.155 0.142 0.134

0 0.001 0.025 0.037 0.031 0.039 0.052 0.049 0.051 0.041
0.048 0.053 0.055 0.053 0.052 0.052 0.051 0.051 0.050 0.041
0.070 0.057 0.052 0.048 0.037 0.033 0.029 0.029 0.021 0.020

0 0 0 0 0 0 0 0 0 0
0 0 0 0 0.038 0.096 0.098 0.099 0.104 0.123
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0019 0.057 0 066 0069 0.056

1,403 1.274 1.170 1.044 0.991 1.004 0.991 0.980 0.917 0.845

0.037 0.032 0.032 0.029 0.029 0.033 0.028 0.023 0.019 0.018

1.440 1.306 1.202 1.073 1.020 1.036 1.020 1.004 0.936 0.863

(t) A summary of historical crude oil production can be found on Ihe Tax Division's web site at hllo '/WWW,lax stale ak.us/sourccsbook/AtaskaProdur.tion pdf.
(2) Includes NGLs from Central Gas Facility shipped lo TAPS
(3) Aurora, Borealis. Midnight Sun.Orion and Polaris,
(•i) Lisburne, Niakuk,North Prudhoe Bay Slate, Point McIntyre, Raven, West Beach and West Niakuk
(5) Meltwater, Tabasco, Tarn and West Sak
(6) Includes Sag River and Schrader Bluff
(7) Includes Badami. Eider and Sag Della
(8) Includes Alpine-West and Qannik.
(9) Fiord and Fiord-Kuparuk,
(10) Nanuq and Nanuq-Kuparuk
(11) Known Offshore includes Nikailchuq and Oooguruk.
(12) Includes Outer Continental Shelf (OCS) production,

i
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Production. C -2 b
Crude O il Production— Forecast"' 
M illion Barrels per Day

FY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Alaska North Slope
Prudhoe Bay(2) 0.280 0.301 0.295 0.286 0.279 0.268 0.258 0.249 0.240 0.233
PBU Satellites0' 0.045 0.052 0.064 0.080 0.091 0.089 0.082 0.0/5 0.069 0.064
GPMA<J> 0.030 0.044 0.041 0.039 0.036 0.034 0.032 0.030 0.028 0.027
Kuparuk 0.119 0.116 0.113 0.107 0.103 0.098 0.094 0.091 0.087 0.084
Kuparuk Satellites(i| 0.045 0.053 0.053 0.055 0.059 0.062 0.064 0.065 0.066 0.067
Milne Point151 0.031 0.037 0.037 0.038 0.040 0.044 0.048 0.049 0.046 0.044
Endicott"1 0.017 0.016 0.015 0.014 0.014 0.014 0.014 0.014 0.015 0.016
Liberty 0 0 0 0 0 0.050 0.046 0.040 0.033 0.027
Alpine16' 0.106 0.090 0.079 0.076 0.071 0.062 0.055 0.048 0.041 0.036
Fiord1,1 0.010 0.019 0.023 0.023 0.021 0.015 0.008 0.005 0.004 0.003
Nanuq,,0) 0.005 0.012 0.013 0.012 0.011 0.010 0.010 0.009 0.008 0.008
NPR-A 0 0 0 0 0.010 0.038 0.044 0.060 0.064 0.057
Offshore1" ' 0 0.003 0.014 0.023 0.028 0.028 0.027 0.025 0.024 0.022
Northstar03' 0.051 0.039 0.031 0.026 0.021 0.018 0.015 0013 0.011 0.009

Total ANS 0.740 0.782 0.779 0.779 0.782 0.831 0.795 0.772 0.737 0.737

Cook Inlet 0.017 0.016 0.014 0.013 0.012 0.011 0.010 0.010 0.009 0.008

Total Alaska 0.756 0.798 0.793 0.792 0.794 0.842 0.806 0.782 0.746 0.705

(1) Forecasted crude oil production Ihroujh FY 2016 can be found on Ihe Tax Division s web site at http Avw tax.stale.ak us/sourcesbook/AlaskaProduclion pdl
(2) Includes NGLs from Central Gas Facility shipped to TAPS.
(3) Aurora. Borealis, Midnight Sun,Orton and Polaris
(■1) Lisburne, Niakuk.North Prudhoe Bay Slate, Point McIntyre, Raven, West Beach and West Niakuk.
(5) Mellwaler, Tabasco, Tarn and West Sak
(6) Includes Sag River and Schrader Bluff
(7) Includes Badami. Eider and Sag Delta
(8) Includes Alpine-West and Qanruk
(9) Fiord and Fiord-Kuparuk
(10) Nanuq and Nanuq-Kuparuk
(11) Known Offshore includes Nikaitchuq and Oooguruk
(12) Includes Outer Continental Shelf (OCS) production
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Production. C-3a
Economic L im it Factors (fo r Fields w ith  Positive FLF)— I lis to ry  ' 

Percent

FY 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Prudhoe Bay 0.9725 0.9626 0.9489 0.9308 0.9170 0.8960 0.8701 0.8547 0.8430 0.8591
Aurora 0 0 0 0 0 0 0 0 0.2954 0.8591
Borealis 0 0 0 0 0 0.0785 0.1140 0.0839 0.3009 0.8591
Midnight Sun 0 0 0 0 0 0 0 0 0.2954 0.8591
Orion 0 0 0 0 0 0 0 0 0.2961 0.8591
Polaris 0 0 0 0 0 0 0 0 0.2954 0.8591
Point McIntyre 0.9496 0.9220 0.8510 0.6300 0.4312 0.2064 0.1603 0.1084 0.3201 0.8591
Kuparuk 0.7814 0.7584 0.7017 0.5977 0.4934 0.J526 0.2292 0.1798 0 0507 0.0050
Tam 0 0 0.0713 0.0476 0.0040 0.0421 0.0996 0.0597 0.0097 0.0003
West Sak 0 0 0 0 0 0 0 0 0 0
Milne Point 0.0193 0.0310 0.0427 0.0254 0.0106 0.0013 0 0 0 0
Endicolt 0.4734 0.3029 0.0862 0.0487 0.0089 0.0014 0 0003 0.0002 0 0
Liberty 0 0 0 0 0 0 0 0 0 0
Alpine 0 0 0 0 0.3458 0.8784 0.8570 0.8430 0.8291 0.8574
Fiord 0 0 0 0 0 0 0 0 0 0
NPR-A 0 0 0 0 0 0 0 0 0 0
Northstar 0 0 0 0 0 0.4198 0.8642 0.8468 08343 0.7278

Volume Weighted ELF 0.8504 0.8232 0.7628 0.6930 0.6441 0.6085 0.5756 0.5561 0.5P27 0.4834

(1) A summary ol historical FLFs can be lound on Ihe Tax Division's web site at htlp7/www lax stale ak us/sourcesbook/ELFs pdf
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Production. C -3 b
Economic L im it Factors ( lo r Fields w ith  Positive ELF)— Forecast'" 

Percent

FY 2007 2008 2009 2010 2011
Prudhoe Bay 0.7330 0.7824 0.7999 0.8141 0.8238
Aurora 0.7330 0.7824 0.7999 0.8141 0.8238
Borealis 0.7330 0.7824 0.7999 0.8141 0.8238
Midnighl Sun 0.7330 0.7824 0.7999 0.8141 0.8238
Orion 0.7330 0.7824 0.7999 0.8141 0.8238
Polaris 0.7330 0.7d24 0.7999 0.8141 0.8238
Point McIntyre 0.7330 0.7824 0.7999 0.8141 0.8238
Kuparuk 0 0 0 0 0
Tarn 0.0002 0 0 0 0
West Sak 0 0.0003 0.0006 0.0032 0.0109
Milne Point 0 0 0 0 0
Endicott 0 0 0 0 0
Liberty 0 0 0 0 0
Alpine 0.7975 0.7080 0.5734 0.4031 0.2448
Fiord 0.0003 0.0044 0.0446 0.0370 0.0064
•NPR-A 0 0 0 0 0
Northstar 0.6438 04311 0.2483 0.0925 0.0192

Volume Weighted ELF 0.4834 0.4713 0.4516 0.4327 0.4171

(I) ELF is projected through FY 2011 lo assist in Ihe comparison of PPT revenues and revenue under the old ELF-based system This comparison is required 
under tho new statute.
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11. Index
Alaska Aerospace Development Corpora­

tion 75 ,76 .77 ,78 ,79 .80 ,81 
Alaska DcpaniiicP.t of- Revenue/Depart­

ment o f Revenue i, ii, 2, 7, 10, 16, 
17, 20, 23, 26, 36,44, 47,49, 67, 
70, 82, 90, 91, 92, 93, 94, 95, 96, 
97, 98, 99

Alaska Energy Authority 56, 75, 76, 77, 
78,79, 80,81 

Alaska Mousing Finance Corporation 56, 
75, 76, 77, 78, 79. 80, 81 

Alaska Industrial Development and Ex­
port Authority 75. 76. 77, 78. 80 

Alaska Municipal Bond Bank Authority 
56 .75 ,76 ,77 ,7 8 ,7 9 ,8 0 ,8 1 

Alaska North Slope (ANS) I. 10. 11, 12, 
13. 14, 16, 19 ,33 ,34 .35 ,36 ,37 , 
38,39, 40 .4 1 ,8 3 .8 5 .9 0 ,9 1 .9 2 .
93 ,96 ,97 , 100. 101, 102, 103, 106 

Alaska North Slope Production (see O il 
Production)

Alaska Railroad Corporation 75, 76, 77, 
78. 79. SO, SI 

Alaska State Accounting System (A K ­
SAS) 7 ,5 6 ,8 4 ,9 0 ,9 1 ,9 2 ,9 3 ,
94, 95

Alaska Student Loan Corporation 75 
Alcoholic Beverage Licenses 8. 54, 87 
Alcoholic Beverages Tax 46 
ANS Crude O il Price on the West Coast 

(ANSNVC) 10.96 ,97 ,100 
API Gravity 21 .22 .23 .24 
Bonuses, Rents and Interest 87. 88.94.

95
Business Licenses 52 
Cabin Rentals 55
Callan and Associates, Inc. (see Inflation) 
Charges for Services i, 8 .9 ,4 6 .4 9 , 50 
Charitable Gaming 47 
Cigarette fax 49,51 
Coal Royalties 55
Commeieial Passenger Vessel Ranger Fee 

47. 52
Commeieial Passenger Vessel lax 47, 52 
Conservation Sureltage (see Hazardous 

Release Tax)
Constitutional Budget Reserve l uml

(CBRF) ii. 1 ,4 ,5 , 18 ,29 ,43 .66 , 
67. 84. 88. 89

Cook Inlet (C l) 15 ,32 ,41 ,83 ,90 ,91 ,
92 ,93 ,96 ,97 , 100, 101, 102, 103 

Corporate Income Tax i, 4, 8, 28 ,29 ,43 .
47 ,48 ,50 ,51 

Cruise Ship Tax (see Commercial Pas­
senger Vessel)

D ive Fishery Management Assessment 
7, 49

Economic L im it Factor (ELF) 15, 16, 17. 
31 .32 ,33 . 16 ,33 .32 .33 ,34 ,35 , 
83.91, 104, 105 

Electric and Telephone Cooperative Taxes 
47, 86 

Endowment Funds i, 71 
Estate Tax 8,48 
Exploration Property Tax 42 
Federal Receipts/Federal Revenue/Feder­

al Spending i 5, 46, 57. 58, 60. 84 
Feeder Pipelines 38 
Fines and Forfeitures i, 4 ,46, 53 
Fisheries Business Tax 8, 9. 5 1, 98 
Fishery Resourt: Landing 8, 48 
Fishing and I lunting License Fees 54 
Forecasting Methodology I I , 29, 36 
Gas Production Tax i, 15,29 
Gas Royalties 87, 94. 95 
General Fund Revenue 7, 84. 92,93 
General Fund Unrestricted Revenue i.

85. 87. 88. 89 
General Purpose Revenue I. 7. 8. 10. 17. 

84
Governmental Accounting Standards 

Board (GASB) 5 ,71 ,72 .84 
Gravity 21 .22 .23 .24 
Hazardous Release Tax 8, 31. Tj 
Heavy O il i. 2 1.22 .40 
I leury I tub 96, 97
Filiation 36. 38, 49. 54. 69. 74. 84. 96, 97 
Insurance Premium Tax 9 , 4 8 ,51,86 
Interest Paid by Others 63 
International Energy Agency (IEA ) 22, 

23 .24 .25 .37 
Investments/Investment Earningsdnvest- 

nient Revenue i, I. 3 , 4, 6 .8 ,9,
I I. 15. 17. IS. 21.27. 31. 38.45.
46. 57 .61,62 . 63 .64 .65 .68 . 71.
72. 76. 84, 87 

I .and I easing. Rental and Sale 55 
I accuses and Permits i, 1, 9.46 . 54, 87 
l ocation D ilferenlia l 38, 39 .98 .99 
Marine I lighway Euml 50

Marine Transportation/Transportation 
Costs 34, 35, 38. 39 

M in ing /M in ing Tax/M ining License Tax 
48, 84

Miscellaneous Revenue 9, 87 
Motor Fuel Tax 8,48 . 49. 50. 5 1, 86. 87 
Motor Vehicle Registration Fees 54 
Motor Vehicle Tire Fee/Tire Fee 49 
National Petroleum Rescrve-Alaska 

(NPR-A) 12 ,29 ,30 ,43 
Natural Gas 31 ,83 ,96 ,97 
Netback Costs 39, 83, 98. 99 
New York Mercantile Exchange 10, I ! 
Non-oil Revenue i, 1,46 
Ocean Ranger Program 47, 52 
O ffice o f Management and Budget 

(OMB) 7. 36, 52, 56. 58 
O il and Gas Conservation Commission 

Receipts 53 
O il Prices (see ANS Crude O il)
O il Production I, 10, 12. 14 ,22 ,24 ,34 , 

35 ,36 .38 ,43 , 102, 103 
O il Production Forecast 12, 13,103 
O il Production Forecast Currently Pro­

ducing 12,13, 35 ,39 ,40 
O il Production Forecast -  Under Devel­

opment 12 .13 ,39 ,40 
o i l Production Forecast -  Under Evalua­

tion 12 ,13 .39 .40 
t til Revenue 4. ft. 8. 10. 27. 28. 30, 83.

88. 89, 94. 95 
O il Royalties 4 .3 0 .3 4 .3 5 
Organization o f Petroleum Exporting 

Countries (OPEC) 36, 37, 38 
( tther Revenue i, 4. 6 17, 43, 45, 46, 56 
( tlher Tobacco Products 49 
Outer Continental Shelf 102, 103 
Permanent Fund i. ii. I, 5, 29.43, 55,62. 

65 ,69 ,71 ,72 , 73 ,74 ,8 4 ,8 8 ,89 , 
90. 91 ,92 .93 .94 .9 5 

Permanent Fund GASB (or Market) 
Income 84 

Permanent Fund Statutory Income 84 
Petroleum Profits lax (PPT) 15. 16, 17.

24, 31,32, 33.34, 78.85, 91. 105 
Petroleum Revenue ii. S3. 88. 89. 94. 95 
Petroleum Special Settlements 87. 88, 89 
Pipeline Transportation Property 42. 106 
Prevailing Value 35,96 
Production Costs 25. 38
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Production Properly -12, 106 
Production Tax i,4 , X, 10, 15, 16.28,29, 

31 .33 ,34 ,38 .85 ,91 
Program Receipts 7. 52, 53, X4 
Progressivity Tax 31 
Property Tax i, 4, 8. 28, 29 .30 ,42 , 86.

88. 89, 94, 95 
Public School Fund 43. 88, 89, 90. 9 1, 

92. 93, 94, 95 
Receipt Supported Services 49, 55 
Regional Seafood Development Tax 49 
Regulatory Commission o f Alaska 

(RCA) Receipts 53 
Rents and Royalties i. 4 ,43 . 46, 55 
Restricted Program Receipts 84 
Restricted Revenue ii. 4 ,84, 86. 87 
Royalties 4. X. 28. 30. 34. 35. 43. 55. 87.

88. 89, 94.95 
Sales/Use tax 8. 50. 5 1 
Salmon Enhancement Tax 49 
Seafood Marketing Assessment lax 49.

52. 86. 87 
Sensitivity Matrix 36. 85 
Severance Tax (see Production Tax) 
Statutorily Designated Program Receipts 

53
Steam Assisted Cirav ity Drainage 

(SAGD) 23.24 
lax Division Annual Report 9, 28.42. 

51.52
faxes i. 1.4. 7. X, 9. 2 9 .3 1 .32 .39 .46 .

4 7 .4 8 .4 9 ,5 1 .5 8 . 84.88.91 
lest Fisheries Receipts 52. 53 
Timber Sales/Receipts 87 
lire Fee (see Motor Vehicle Tire Fee lire 

Fee}
Tobacco Settlement/Master Settlement 

Agreement 53.54 
lobaccoTax 8 ,49
I tans-Alaska Pipeline System 11 APS)

13. 38. 39. 98 
Transfer from Component Organizations 

55 .56
t 'nclaimed Properly 7 ,9 , 55. 56 
t niesttictcd General Purpose Revenue 

Unrestricted Revenue t. 1.4. 7,8 .
9. 10. 17. 84.85. 87. SS. 89 

U.S. Department o f Energy, Energy
Information Administration (IX >1 
El A ) 37

Vehicle Rental Tax 8, 49 
Viscous O il 13 .22 .23 ,24 .39 ,40 
Wellhead Price/Wellhead 10. 15, 31. 38.

96.97. 100
West Texas Intermediate (W T I) 10,36 .

37 .96 .97 . 100
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Alaska Depart me} it  i f  Revenue -  lax Division

In accordance w ith AS 37.07.060 (h)(4), the Revenue Sources hook is compiled 
biannuallv hy the Alaska Department o f Revenue to assist the governor in for­
m ulating a proposed compr iiensivr lin.mci.il plan lo r presentation to the Alaska 
State Legislature. W ith in th. pub lic ;" ion are shown p rio r year actuals, revised 
current year estimates and future year projections.

Antic ipated state income is projected through the use ol a number o f data sources:

(1) econometric models developed hy the Department ol Revenue to forecast 
unrestricted non-petroleum revenues

(2) a petroleum revenue model created hv the departments lax D ivis ion

(3) estimates from ind iv idua l state agencies.

We thank the various state agencies lo r thc ii cooperation in compu ting an tic i­
pated revenues for publication in this kali 2006 Revenue Sources Rook.

Ihe Department o l Revenue complies w ith lit le  II of the Americans W ith D is­
abilities Act ol 1090. I his publication is available in alternative communication 
formats upon rci|ucst. Please contact the divisions representative at 907.463.3692 
or 907,465.3678 (T D D ) to make necessary arrangements.

I his pub lica tion , required by law (AS 37.07.060), was prin ted in Juneau, 
Alaska at a cost o f about $7 per copy.
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William A. ( orluis, t nmmissionci 

Kohyim ). Wilson, Director 
Michael I >. Williams, ( hid I c<momisi
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Mindy Rowland

From: Tom Maher

Sent: Sunday, January 21, 2007 5:29 PM

To: Mindy Rowland

Subject: FW: monday presenters

From: Jerry Burnett [mailto:jerry_burnett@revenue.state.ak.us]
Sent: Friday, January 19, 2007 2:47 PM
To: Tom Maher
Subject: monday presenters

Pa tr ic k Galvin, Commissioner (online)
Marcia Davis, Deputy Commissioner (online)
John Iverson, Tax Director (online)

In Juneau
Brian Andrews, Deputy Commissioner 
‘''Gary Bader, Chief investment Officer, Treasury 
Jerry Burnett, Admin Services Director, Leg Liaison 

v^Dr. Michael Williams, Chief Economist 
Cherie Nienhuis, Petroleum Economist

Dr. Williams will be our lead presenter on revenue forecast

Gary Bader will be lead presenter on investments

I will do introductions. Commissioner Galvin will speak on PPT regulations, etc.

1/22/2007

mailto:jerry_burnett@revenue.state.ak.us

