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December 10, 2009

The Honorable Sean Pamell, Governor of Alaska
P.O. Box 110001
Juneau, Alaska 99811-0001

Dear Governor Parnell,

I am pleased to present to you the Department of Revenue’s Fall 2009 Revenue Sources Book
(RSB). The RSB is a compilation of revenues received in Fiscal Year 2009 and projections of
revenues for FY 2010 through FY 2019, and 1s prepared for the purpose of informing you, the
Alaska Legislature, and the public of Alaska’s revenue outlook. The RSB represents a
collaborative effort between the Department of Revenue Tax and Treasury divisions, the
Permanent Fund Corporation, and the Office of Management and Budget.

Alaska’s revenue is presented in four categories, unrestricted and restricted oil revenue, and
unrestricted and restricted revenue from non-oil sources. Revenue from oil production
continues to dominate the state’s revenue picture, providing close to 89% of the general fund
unrestricted revenue in FY09. We project that oil revenue will provide at least 87% of general
fund unrestricted revenue throughout the forecast period, to FY 2019.

The amount of oil revenue received depends heavily on oil prices, and oil prices in FY 2009
were exceptionally volatile, climbing to $133 per barrel early in the fiscal year, and dropping
to $38 per barrel five months later. Oil prices have stabilized significantly since the beginning
of FY 2010, and we forecast continued stabilization for the remainder of the year, with FY
2010 prices averaging $66.93 per barrel. This is $8.64 above our previous FY 2010 forecast of
$58.29, provided in Spring 2009. Our longer term oil price forecast is based upon an
expectation of gradual economic recovery for the U.S. and other developed nations, and a
corresponding gradual increase in demand for petroieum products. Under this scenario, we
forecast oil prices increasing to $76.35 and $83.93 in FY 2011 and FY 2012, respectively.

Oil production on the North Slope continues to decline, with 3.3% less oil produced in FY

2009 than in FY 2008. Production in FY 2010 is expected to decline 4.8%, to 659,000 barrels
per day, and a decline of another 5.4% is expected in FY 2011. We project some improvement
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in production beginning in FY 2012, with new projects coming online. Our forecast calls for
first oil production in the Nikaitchuq Unit in FY 2011 and in the Point Thomson Unit in FY
2014.

Total unrestricted revenue in FY 2009 was approximately $5.8 billion. For FY 2010 and FY
2011, we forecast total unrestricted revenue to be $4.8 billion, and $5.2 billion, respectively.
Non-oil sources are projected to make up $610 million and $589 million of the FY 2010 and
FY 2011 unrestricted totals.

Relatively high oil prices since 2005 have enabled the state to set aside some of the excess
revenue in the state’s Constitutional Budget Reserve Fund (CBRF). We devote this RSB’s
feature chapter to the establishment and history of the CBRF, its use over the years, its current
balance, and its future. More about the CBRF—the state’s “other” savings account—can be
found in Chapter 3 of this publication.

We hope you find the information provided in the Fall 2009 Revenue Sources Book to be
useful. Our next forecast for FY 2010 and FY 2011 will be published in the spring of 2010.

Sincerely,

7

Patrick Galvin
Commissioner
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1. Introduction

General Discussion

The purpose of the Revenue Sources
Book is to provide the governor, legisla-
ture and citizens of the state a summary
of our past collections of state revenue
and a forecast of future revenue. Rev-
enues are categorized into four major
components: oil revenue, income from
sources other than oil, federal revenue
and investment revenue.

Oil revenue continues to dominate the
unrestricted revenue picture—and is
projected to provide more than 87% of
General Purpose Unrestricted Revenue
through FY 2019. However, North
Slope oil production is declining. In
FY 2009, Alaska Nortch Slope (ANS)
output was 0.692 million barrels per
day compared to a peak of 2.006 mil-
lion barrels per day in FY 1988. While
production declined by about 65%
over that period, the marker price of

1472

oil has more than tripled. For FY 2010,
we project ANS oil preduction will de-
crease to 0.659 million barrels per day.

Before 2003, the Constitutional Bud-
get Reserve Fund (CBRF) was used

to balance the state’s budget in 10 of
the previous 15 years. Fiscal Year 2008
was a banner revenue year, in which
surpluses exceeding $5 billion were
deposited in the CBRE Lower prices
in the future, combined with the fall in
North Slope crude oil volumes, could
lead to future budget shortfalls and
draws on the CBRE

The oil and gas production tax known
as Alaska’s Clear and Equitable Share
(ACES) was signed into law on Decem-
ber 19, 2007. This tax is designed to
encourage investment in Alaska by the
petroleum industry, while providing an
open, transparent tax system in which

both the industry and the people of the
state can have confidence that the state
is receiving a fair share of the revenue
from Alaska’s petroleum resources.

Alaska’s total revenue picture also
includes earnings from investments

in the Permanent Fund and CBRE,
federal revenue and other sources, such
as taxes, charges for services, licenses,
permits, and fines and forfeitures. The
information in this book will provide
greater insight into not only the sources
of revenue that support the state today,
but also into future revenue from po-
tential new sources.

Please note that totals in some tables
throughout this publication may not
equal the sum of components due to
rounding.

Fall 2009 Revenue Sources Book - 1
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2. Executive Summary

Total State Revenue

Figure 2-1. FY 2009 Total State Revenue: $2.5 billion
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Figure 2-2. Total State Revenue by Major Component, FY 2009 and Forecasted FY 2010-2011

($ million)

Qil Revenue History Forecast
Unrestricted FY 2009 FY 2010 FY 2011
Petroleum Property Tax 111.2 101.1 96.3
Petroleum Corporate Income Tax 492.2 470.0 580.0
Production Tax 3,112.0 2,126.1 2,430.9
Royalties (including Bonuses, Rents, & Interest) 1,465.6 1,470.3 1,540.4
Subtotal 5,181.0 4,167.5 4,647.7
Restricted

Royalties to Perm. Fund 8¢ Schoo! Fund (includes Bonuses & Rents) 670.8 611.7 683.4
Tax Settlements to CBRF 202.6 440.7 20.0
NPR-A Royalties, Rents & Bonuses 14.8 4.9 49
Subtotal 888.2 1,057.3 708.3
Total Oil Revenue 6,069.2 5,224.8 5,356.0
Other Revenue (except Federal & Investment) History Forecast
Unrestricted FY 2009 FY 2010 FY 2011
Taxes 294.7 284.4 298.8
Charges for Services 19.3 20.0 23.2
Fines and Forfeitures 10.5 8.9 8.9
Licenses and Permits 35.5 40.5 38.8
Rents and Royalties 15.6 13.6 14.2
Other 27.0 21.9 21.9
Subtotal | 402.6 389.3 405.8
Restricted

Taxes 155.4 138.9 138.7
Charges for Services 250.9 257.2 258.4
Fines and Forfeitures 39.1 36.1 34.9
Licenses and Permits 34.7 39.2 39.5
Rents and Royalties 7.4 9.0 9.6
Other 58.3 108.5 108.5
Subtotal 545.8 588.9 589.6
Total Other Revenue 948.4 978.2 995.4

4 . Executive Summary
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Figure 2-2. Continued

Federal Revenue

History Forecast

FY 2009 FY 2010 FY 2011
Restricted 2,088.4 2,916.7 2,916.7
Total Federal Revenue 2,088.4 2,916.7 2,916.7
Investment Revenue
Unrestricted
Investments 247 .4 219.7 181.8
Interest Paid by Others 0.2 1.4 1.4
Subtotal 247.6 221.1 183.2
Restricted
Investments 57.1 51.7 45.5
Constitutional Budget Reserve Fund (526.6) 968.2 578.5
Other Treasury Managed Funds (30.6) 49.9 26.3
Alaska Permanent Fund {(GASB} ¥ (6,394.4) 2,237.6 2,602.5
Subtotal (6,894.5) 3,307.3 3,252.8
Total Investment Revenue (6,646.9) 3,528.4 3,436.0

Total Unrestricted & Restricted Revenue

2,459.1 12,648.1 12,704.1

M Both realized and unrealized gains and losses are included per GASB 34 as inteipreted by the Finance Division of the
Department of Administration in its Comprehensive Annual Financial Report.

1476
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Figure 2-3. Total State Revenue by Major Component, FY 2009 ($ billion)
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Figure 2-4. Total State Revenue, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast

Unrestricted FY2009  FY2010  FY20l11
Oil Revenue 5,181.0 4,167.5 4,647.7
Other Revenue (except Federal 8¢ Investment) 402.6 389.3 405.8
Investment Earnings 247.6 221.1 183.2
Subtotal 5,831.2 4,777.9 5,236.6
Restricted

Qil Revenue 888.2 1,057.3 708.3
Other Revenue (except Federal & Investment) 545.8 588.9 589.6
Investment Earnings (6,894.5) 3,307.3 3,252.8
Federal Revenue 2,088.4 2,916.7 2,916.7
Subtotal (3,372.1) 7,870.2 7,467 .4
Total Unrestricted & Restricted Revenue 2,459.1 12,6481  12,704.1

6 - Executive Summary
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Unrestricted Revenue
and Restricted Revenue

Throughout this forecast, we report
two categories of revenue: General
Purpose Unrestricted Revenue (fre-
quently referred to as unrestricted
revenue) and restricted revenue. These
two types of revenue are based on the
two components of the General Fund
in the Alaska State Accounting System
(AKSAS)—the unrestricted component
and the restricted component—with
certain adjustments.

General Purpose Unrestricted
Revenue (GPUR)

General Purpose Unrestricted Revenue
reflects revenue that is not restricted by
the constitution, state or federal law,
trust or debt restrictions, or customary
practice. Most legislative and public
debate centers on this category of
revenue, and this is the amount gener-
ally used for budget planning purposes
and designated in budget documents as
General Fund revenue. In this forecast,
General Purpose Unrestricted Rev-
enue includes funds deposited into the
unrestricted component of the General
Fund, with certain adjustments:

*  Reductions might include (a)
revenue earmarked for specific
programs, (b) pass-through revenue
for qualified regional aquaculture
and dive fishery associations and
() revenue shared with municipal
governments and organizations
(e.g., fisheries taxes).

*  Additions might include transfers
from the unclaimed property trust
to the state treasury.

| 1478

The Department of Revenue uses a
three-step process to make its final esti-
mate of General Purpose Unrestricted
Revenue.

Step 1. We estimate ali revenue for the
unrestricted component of the Gen-
eral Fund in AKSAS, as well as certain
program receipts, by using our forecast
models and obtaining estimates from
other state agencies.

Step 2. We then consult the Governor’s
Office of Management and Budget and
Legislative Finance for their input.

Step 3. Finally, following analysis, we
adjust our initial projection to derive a
forecast of total General Purpose Unre-
stricted Revenue.

Figure 2-5 on the next two pages sets
out FY 2009 General Purpose Unre-
stricted Revenue and our forecast for
FY 2010 and 2011.

Restricted Revenue

Restricted revenue represents any
revenue that is not considered General
Purpose Unrestricted Revenue. This
includes revenue restricted by the con-
stitution, state or federal law, trust or
debt restrictions, or customary practice.
Restricted revenue reported in this fore-
cast includes money deposited into the
restricted component of the General
Fund with cerrain additions. Additions
might include (a) receipts deposited in
funds other than the General Fund and
(b) receipts that are deposited into the
unrestricted component of the General
Fund but are restricted by statute or
customarily appropriated for a particu-

www.tax.alaska.gov

lar purpose or program, such as sharing
of fish tax revenue with municipalities.

Article IX, Section 15 of the Alaska
constitution requires that at least 25%
of all mineral lease rentals, royalties,
royalty sale proceeds, federal mineral
revenue sharing payments and bonuses
received by the state be placed in the
Permanent Fund. Until 2003, Alaska
Statute 37.13.010 required the place-
ment of 50% of royalties from certain
leases into the permanent fund. House
Bill 11, passed by the legislature in
2003, changed the law so that 25%
from all leases would be placed into the
Permanent Fund, contingent on the
impact of this change to the Permanent
Fund Dividend. On October 1, 2008,
the impact of HB 11 on the Permanent
Fund Dividend had exceeded the limi-
tations provided in HB 11, and HB 11
was repealed. As of October 1, 2008,
50% of the royalties from applicable
leases are paid to the Permanent Fund,
while 25% from other leases are paid
to the fund. This change is reflected in
this revenue forecast as a decrease in
unrestricted revenue and an increase in
restricted revenue.

Fall 2009 Revenue Sources Book - 7
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Figure 2-5. General Purpose Unrestricted Revenue, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast
Oil Revenue FY 2009  FY2010  FY 2011
Petroleum Property Tax 111.2 101.1 96.3
Petroleum Corporate Income Tax 492.2 470.0 580.0
Production Tax
Qil & Gas Production 3,100.9 2,115.6 2,421.0
Qil & Gas Hazardous Release 11.1 10.5 9.9
Subtotal Production Tax 3,112.0 2,126.1 2,430.9
Royalties (including Bonuses, Rents, & Interest)
Mineral Bonuses & Rents 12.4 18.3 14.1
Oil & Gas Royalties 1,451.2 1,447.0 1,521.3
Interest 2.0 5.0 5.0
Subtotal Royalties 1,465.6 1,470.3 1,540.4
Total Oil Revenue 5,181.0 4,167.5 4,647.7
Other Revenue (except Federal & Investment)
Taxes
Excise Tax
Alcoholic Beverage 19.5 19.0 19.5
Tobacco Product — Cigarette 36.4 329 31.6
Tobacco Product — Other 10.2 10.6 11.5
Insurance Premium 45.5 43.9 43.0
Electric and Telephone Cooperative 0.1 0.1 0.1
Motor Fuel i0.1 30.0 40.3
Vehicle Rental 8.0 8.1 8.4
Tire Fee 1.5 1.5 1.5
Subtotal Excise Tax 131.3 146.1 155.9
L Subtotal Corporate Income Tax 120.9 86.6 89.1
Fisheries Tax
Fisheries Business 19.3 5.1 16.4
Fishery Resource Landing 4.7 4.7 6.1
Subtotal Fisheries Tax 24.0 19.8 225

8 - Executive Summary
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Figure 2-5. Continued
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History Forecast
Other Revenue (except Federal & Investment) FY 2009 FY 2010 FY 2011
Other Tax
Mining 15.5 29.2 28.6
Estate 0.2 6.0 0.0
‘Charitable Gaming 28 2.7 2.7
Subtotal Other Tax 18.5 31.9 31.3
Subtotal Taxes 294.7 284.4 298.8
Charges for Services
General Government 8.8 9.5 12.7
Natural Resources 2.0 2.0 2.0
Other 8.5 8.5 8.5
Subtotal Charges for Services 19.3 20.0 23.2
Subtotal Fines & Forfeitures 10.5 8.9 8.9
Licenses & Permits
Alcoholic Beverage Licenses 1.0 1.0 1.0
Motor Vehicle 33.5 38.0 36.3
Other 1.0 1.5 1.5
Subtotal Licenses & Permits 35.5 40.5 38.8
Rents & Royalties
Other Non-Petroleum Rents & Royalties 7.4 7.4 8.0
Coal Royalties 8.2 6.2 6.2
Subtotal Rents & Royalties 15.6 13.6 14,2
Other
Miscellaneous 23.2 17.9 17.9
Unclaimed Property 38 4.0 4.0
Subtotal Other 27.0 21.9 21.9
l Total Other Revenue (except Federal & Investment) 402.6 389.3 405.8
Investment Revenue
Investments 247 4 219.7 181.8
Interest Paid by Others 0.2 1.4 1.4
Total Investment Revenue 247.6 221.1 183.2
Grand Total Unrestricted Revenue 5,831.2 4,777.9 5,236.6
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Crude Oil Price

Forecast

Oil revenue is projected to provide
more than 87% of forecasted General
Purpose Unrestricted Revenue through
FY 2019. Three elements are critical to
the oil revenue forecast: price, volume,
and to a lesser extent lease expendi-
tures.

There is no price for Alaska crude oil
on the New York Mercantile Exchange
(NYMEX)" or other commodity
exchanges. The price of Alaska North
Slope (ANS) crude oil is calculated by
subtracting a market differential from
the price of West Texas Intermediate

(WTT) quoted on the NYMEX. Four Figure 2-6 shows crude oil prices for

different rcporting services estimate

FY 2009 and the Department of Rev-

that market differential and report a enue’s forecast of prices for the 10-year

daily spot price for ANS.

All of Alaska’s oil production is de-
livered to refineries on the U.S. West
Coast (including Alaska and Hawaii).
Consequently, Alaska’s royalty and
production tax revenue depends in

large part on the average market price
of ANS crude oil at U.S. West Coast

refining centers.

period beginning with the current fiscal
year FY 2010 and continuing through
FY 2019. The oil price forecast is based
on a subjective assessment of market
dynamics and trend analysis by par-
ticipants at a Department of Revenue
price forecasting session and other
commercial price forecasting sources.

Figure 2-6. Nominal WTI, ANS West Coast and ANS Wellhead,
FY 2009 and Forecasted FY 2010-2019 ($ per barrel)

Fiscal Year WTI ANS West Coast | ANS Wellhead
2009 69.71 68.34 61.86
2010 68.71 66.93 61.03
2011 78.85 76.35 70.36
2012 86.43 83.93 77.78
2013 88.74 86.24 80.02
2014 91.11 88.61 82.27
2015 93.55 91.05 84.57
2016 96.05 93.55 86.89
2017 98.63 96.13 89.22
2018 101.27 98.77 91.54
2019 103.99 101.49 93.84

W The NYMEX futuces market is one source for a WTI quote. Several reporting services also report a daily WTT price quote.

10 - Executive Summary
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Figure 2-7 shows: (1) the monthly ANS ¢ The 60-month moving average is
West Coast market price from Novem- $68.44 per barrel and has more
ber 2004, through October 2009, (2) than doubled since 2004,

the 60-month moving average of the

; *  Futures prices from November
ANS West Coast market price for the

2009 are dramatically lower than

same pcr:?d and (3) estimated ANS July 2008 record highs, but higher
futures price for December 2009 to than the 60-month moving aver-
December 2014.
age.
Tl:le figure illustr:jltes a number of issues ;. project that ANS oil prices will
with respect to oil prices: average $66.93 per barrel in FY 2010,
*  Month-to-month crude oil price $76.35 per barrel in FY 2011 and
volatility—monthly ANS West $83.93 per barrel in 2012 in nominal
Coast prices during this time pe- dollars. ANS oil prices are projected
riod ranged from $36.66 per barrel  to increase at approximately 2.75%
to $133.78 per barrel. pet year starting in FY 2013, based on
inflation.

Figure 2-7. Monthly Nominal ANS West Coast and Futures Oil Prices ($ per barrel)
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Figure 2-8. Alaska Crude Qil and NGL Production, FY 2009 and Forecasted FY 2010-2011

(million barrels per day)
History Forecast

Alaska North Slope FY 2009 FY 2010 FY 2011
Prudhoe Bay 0.290 0.280 0.261
Aurora 0.008 0.007 0.007
Borealis 0.014 0.013 0.014
Midnight Sun 0.002 0.001 6.001
Otrion 0.010 0.009 0.010
Polaris 0.004 0.004 0.005
Lisburne 0.008 0.008 0.007
Niakuk 0.004 0.004 0.003
Point Mclnryre 0.025 0.023 0.02}1
Raven 0.001 0.001 0.001
Kuparuk 0.106 0.099 0.091
Meltwater 0.002 0.002 0.002
Tabasco 0.002 0.002 0.002
Tarn 0.014 0.014 0.015
West Sak ¥ 0.018 0.019 0.017
Milne Point @ 0.021 0.020 0.020
Schrader Bluff 0.010 0.009 0.008
Endicote & 0.014 0.014 0.012
Badami 0.000 0.000 0.000
Alpine © 0.063 0.057 0.056
Fiord 0.021 0.029 0.029
Nanuq ® 0.022 0.013 0.009
Qooguruk 0.004 0.008 0.010
Nikaitchugq €.000 0.000 0.006
Northstar 0.027 0.020 0.016
Total Alaska North Slope 0.692 0.659 0.623
increase/decrease from prior period (0.024) {0.033) {0.036)

% change from prior period (3.3%) (4.8%6) (5.4%)

Total Cook Inlet” | 0.010 | 0.009 0.008 |

increase/decrease from prior period (0.004) (0.001) (0.001)

% change from prior period (27.2%) (13.1%) {12.0%)

Total Alaska® | 0.702 | 0.668 | 0.631

increase/decrease from prior period (0.028) (0.035) (0.037)

% change from prior period (3.8%) {4.9%]) (5.5%)
¥ Includes NGLs ¥ Includes Sag River & " Includes Fiord- ® Includes Nanug-

Ugnu Kuparuk Kuparuk

@ Includes West Beach % Includes Sag Delta ® Percent change calculation may vary from calculation
¥ Includes Northeast West Sak B Includes Qannik using production amounts duc to rounding

12 . Executive Summary
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Crude Qil Production

Forecast

Alaska North Slope crude oil produc-
tion peaked at 2.006 million barrels
per day in FY 1988 and has steadily
declined since. We anticipate volumes
will decline by 4.8% in FY 2010 to
about 0.659 million barrels per day. For
FY 2011, we project a 5.4% decrease in
North Slope production. More discus-
sion of the Fall 2009 oil production
forecast can be found in Section 4. Qil
Revenue. Also, a detailed field-by-field
production forecast is included in the
appendices of this forecast.

Crude Oil

Expenditures Forecast

A third component of oil revenue
forecasting is the expenditures fore-
cast. Under the new ACES production
tax, companies are allowed to deduct
certain lease expenditures from the

gross value of their production before
applying the tax rate. Future tax collec-
tions, therefore, are dependent not only
on the oil price and the level of produc-
tion, but on the cost of that produc-
tion. Costs of production may include
fixed and variable operating expenses,
such as labor costs and the expense to
run a facility, and they may include
costs to acquire production equipment
or to drill a well—usually deemed to be
capital expenses. A portion of capital
expenses is also allowed as a credit
against the ACES production tax.

Lease expenditures for the exploration
for, and production of, crude oil have
risen over the three-year period that
they have been reported. In FY 2007,
over $3.6 billion was spent produc-
ing and exploring for oil on the North
Slope. In FY 2008, reported expendi-
tures totaled $4.6 billion, and in FY
2009, reported expenditures totaled
$4.9 billion. It is important to note
that these are unaudited lease expendi-

www.tax.alaska.gov

tures. We project spending in FY 2010
to moderate somewhat, partially due to
cost reductions attributable to opera-
tional efficiencies and lower costs, with
a total of $4.5 billion. For FY 2011,
we expect capital spending to increase,
with torals reaching $5 billion. These
spending estimares are contingent on
oil prices staying at current levels or
increasing.

Long-Term Unrestricted
Revenue Qutlook

Using the price, volume and lease
expenditure components developed for
this fall forecast, Figure 2-9 summa-
rizes the department’s forecast of total
General Purpose Unrestricted Revenue
through FY 2019.

Figure 2-9. Total General Purpose Unrestricted Revenue, FY 2009 and Forecasted FY 2010-2019 ($ million)

Unrestricted Unrestricted Total
Fiscal Year Untestricted Qil | Other Revenue Investment Unrestricted Petccnt. From
Revenue {except Federal & Qil
Investment) Revenue Revenue
2009 5,181.0 402.6 247.6 5,831.2 89%
2010 4,167.5 389.3 221.1 4,777.9 87%
2011 4,647.7 405.8 183.2 5,236.6 89%
2012 4,972.7 417.4 183.2 5,573.3 89%
2013 5,329.0 419.4 183.2 5,931.6 90%
2014 5,722.9 434.1 183.2 6,340.2 90%
2015 5,772.0 4447 183.2 6,399.8 90%
2016 5,532.0 455.5 183.2 6,170.7 90%
2017 5,477.7 459.3 183.2 6,120.1 90%
2018 5,399.1 487.3 183.2 6,069.5 89%
2019 5,321.6 498.0 183.2 6,002.7 89%
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Spending, Revenue
Forecast and the
Constitutional Budget
Reserve Fund

As approved by voters in 1990, all
receipts from mineral tax and roy-

alty settlements are deposited into the
Constitutional Budget Reserve Fund
(CBREF). The state has deposited about
$14.3 billion into the fund and gener-
ated another $1.9 billion in investment
earnings. Through September 30, 2009,
approximately $3.9 billion had been
borrowed from the CBRF to balance
the budget and another $4.1 billion had
been spent through direct appropria-
tions. During the years of FY 2007,
2008, and 2009, all borrowed funds
were repaid from the General Fund into
the CBRE The net asset value in the
CBREF as of September 30, 2009 was
about $8.3 billion. Since the increase in
oil prices beginning in 2003, no signifi-
cant CBRF withdrawals were necessary
to balance the state’s budger, however
given price volatility and the decline in
expected oil volumes from the North
Stope, the state may have to depend on
the CBRF in the future.

14 - Executive Summary
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Figure 2-10 is presented to help the
reader understand the time period in
which the CBRF could be depleted,
based on the current revenue forecast
and the assumption that all excess
revenue would be deposited into the
CBRE This figure shows that, given

the current revenue forecast and up to
10% in budget growth from FY 2010,
the CBRF would not be depleted before
2020. If oil prices were to fall below
our forecasted level and stay at that

low level, we expect the CBRF to be
depleted as early as July 2014, if the
budget increases at a rate of 10% per
year. If oil prices were to decline to an
annual average of $50 per barrel, and
the budget increases at 3% per year, the
CBRF could be depleted by July 2017.
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Figure 2-10. CBRF Run-Out Date With Revenue Surpluses Deposited into CBRF

Annual State ) Fa.ll 2009 Fiscal Model of Oil Revenue & CBRF Performance at Selected Prices
Budget .Qil Price ($ per barre)®
(% change) | Forecast® $40 $45 $50 | sss | seo $65

+10% Dec-2020 . Jul-2014 Jan-2015  Sep-2015  Sep-2016  Apr-2018  Feb-2020

+5% Dec:2020  Dec-2014  Sep-2015  Oce2016  Jul2018  Dec-2020  Dec-2020

+4% Dec:2020 - Jan-2015  Dec-2015  Feb-2017  Feb-2019  Dec-2020  Dec-2020

+3% ' Dec-2020 | Mar2015  Feb-2016  Jul-2017  Nov-2019  Dec-2020  Dec-2020

+2% Dec-2020 | May-2015  May-2016 Dec-2017 Dec2020 Dec-2020  Dec-2020

+1% Dec-ZIOZO : Jul-2015 Sep-2016  Aug-2018  Dec-2020  Dec-2020  Dec-2020
Baseline Fall Dec~2.'02'6 Oct-2015 Feb-2017 | May-2019 -Dc:c-2020 Dec-2020 | Dec-2020

Forecast

-1% n Déc}ZOZO w7 Nov-2015  Jun-2017  Jun-2020  Dec-2020  Dec-2020  Dec-2020

-2% - Dec2020 © Mar-2016  Jan-2018  Dec-2020  Dec2020  Dec-2020  Dec-2020

-3% - Dec:2020 | Jun-2016  Sep-2018  Dec-2020 Dec-2020  Dec-2020  Dec-2020

-4% _ Déjc‘iiozo ; Nov-2016  Oct-2019  Dec-2020  Dec-2020  Dec-2020  Dec-2020

5% Dec-2020 ' Apr2017  Dec2020 Dec-2020 Dec-2020  Dec-2020  Dec-2020

-10% | Dec200  Dec2020 Dec2020 Dec-2020  Dec-2020  Dec-2020  Dec-2020

Baseline Expenditure Forecast ($ million)
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021
$4,350 | $4,700 | $4,700 | $4,700 | $4,700 | $4,700 | $4,700 | $4,700 | $4,700 | $4,700 | $4,700 | $4,700

W See Figure 2-6 for the Fall 2009 ANS oil price forecast used in the highlighted scenario.

 Matrix allows reader to select specific fiscal year price (from FY 2011-beyond) to determine CBRF exhaustion date. Fall 2009 forecasted production
volumes are used. A date of Dec-2020 indicates that the CBRF does not run out during matrix trimeframe.
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3. The Constitutional Budget Reserve Fund:
Its Purpose, History and Use

Boom and Bust
History of Natural

Resource Revenues
For all of recorded history, Alaska has

been a resource extraction state. From
sea otrer fur to rimber, to gold, and
finally to oil and narural gas, Alaskans
have relied on natural resources as the
major economic driver in the state.
Because of its economic dependence on
natural resources, Alaska has had a long
history of boom and bust cycles.

As early as 1778, Captain Cook ob-
served that traders would likely find

a lucrative market for sea otter pelts
or “sea-beaver” as they were called at
the time. In fact, Captain Cook went
so far as to call the sea otter pelts “soft
gold.”® Fur from sea otters and seals
did indeed become a major source of
revenue for Alaskan traders. Yet less

than fifty years after Caprain Cook

correctly predicted the value of the

sea otter trade in Alaska, a “fur boom”
ensued and sea otters were hunted to
virtual extinction.?® This pattern of
discovery of a resource in commercial
quantities, followed by a subsequent
rush to harvest the resource and ulti-
mately the depletion of the resource,
sadly played out again and again in
Alaska over the next hundred years.
Gold caused the next natural major
resource boom for Alaska only to crash
in the early 1940s. Fishing, specifically
salmon, was a leading source of revenue
for the Alaskan economy during World
War I1.

Another significant source of revenue
in Alaska is federal spending, especially
military spending. During World War

11, over a billion dollars in federal
money fowed into the srate over a
relatively short period of time, leading
some to refer to the period as a “defense
rush.” Yet Alaska experienced a painful
contraction within a few years of the

end of World War II.

While federal revenues were flow-

ing into the state at a record pace, tax
revenues from the two leading sources
of government revenue, fishing and
mining, were dropping. Revenues from
fishing and mining dropped so dra-
matically in the 1940s that by 1948,
alcohol taxes had overtaken fishing and
mining to become Alaska’s main source
of revenue.”® At the same time, spend-
ing for state services skyrocketed, leav-
ing Alaska with a multi-million dollar

budgert shortfall in 1947.

) Barnett, James K. Captain Cook in Alaska and the North Pacific, Todd Communications, Anchorage, Alaska, 2008.

@ ibid.

% Cole, Terrance. Blinded by Riches: The Permanens Funding Problem and the Prudboe Bay Effect. University of Alaska Institute of Social and Economic

Research. Anchorage, Alaska, 2004.
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Over the years there were numerous
discussions of the need to stabilize
revenues and protect Alaska from the
boom and bust cycles associated with
reliance on natural resources, but there
never seemed to be enough of a surplus
ot a willingness to save until oil was
discovered in Alaska in world-class
quantities.

The Permanent Fund

By the late 1970s, numerous groups
and individuals had pointed our the
need for Alaska to establish a savings
fund 1o protect against swings in com-
modity prices for natural resources.

As early as 1941, then Territorial
Governor Ernest Gruening called for
a budget stabilization fund to guard
against the revenue volatility experi-
enced by a natural resources dependent
economy.®

Gruening’s dream of an “Alaska fund”
came true in the form of the Alaska
Permanent Fund. While one purpose
of the Permanent Fund was arguably
to create a “rainy day account” for
government spending when oil rev-
enues dwindled, it has not been used
for that purpose. Former Governor Jay
Hammond is credited with the idea of
generating public support for protect-
ing the Alaska Permanent Fund by
paying out dividends to Alaskans. The

idea has been quite effective.

While legislators may appropriate
money from the earnings of the Alaska
Permanent Fund for government proj-
ects, the dividend program has made
any dipping into the Alaska Permanent
Fund for purposes other than dividends
extremely controversial.

The 1980s Bust and
Impetus for CBR

In the mid-1980s, roughly a decade
after the Alaska Permanent Fund was
established, Alaska experienced another
severe resource bust as the price of oil
dropped to roughly $10 per barrel,
bringing widespread foreclosures and

bankruptcies to Alaska.

The 1980s bust was the same painful
story Alaskans weathered through for
over a century: resources flowed in and
government spending grew, resources
played out or values dropped and
suddenly Alaskans were faced with a
tremendous shortfall. As the individual
income tax and several other state
taxes were repealed in 1979-1980 as

a result of soaring oil revenues, taxes
paid by Alaskan residents plummeted.
As Stephen Jackstadt and Dwighrt Lee
noted, “real taxes paid to the state by
individual Alaskans after 1980 were
only 14 to 16 percent of the real taxes
they paid during fiscal year 1976.7®

Revenues were declining and state
spending was expanding. Over the
seven years from 1981 to 1988, state
spending increased almost 2,000%
with state spending representing

approximately $70,000 per Alaskan.®

Statutory Budget

Reserve

In 1986 as the Alaskan economy cra-
tered under the pressure of $10 per bar-
rel oil, the legislature created another
“rainy day” account: the Statutory
Budget Reserve. The Statutory Budger

Reserve was created 1o cover General
Fund shortfalls using “excess revenues”
from more profitable years.

The Alaska Legislature seeded the
Statutory Budget Reserve with the bal-
ance of the remaining General Funds
at the end of fiscal year 1991, $696.3
million.” By fiscal year 1994, the
legislature had appropriated all of the
money in the Statutory Budget Reserve
leaving it with a zero balance. However,
in 2008 the Legislature deposited ap-
proximately $1 billion in the Statutory
Budget Reserve, which remains in the
account today.

The Statutory Budget Reserve served
its purpose for a short period of time
before lying empty for over a decade.
There was concern among some state
legislators that the problem with the
Statutory Budget Reserve was that
funds were available through a simple
majority vote. Some felt the Statutory
Budget Reserve was doomed to fail
because the money in the fund was
simply too easy to spend.

Constitutional Budget
Reserve History and
Passage

The statutory reserve fund alone was
not sufficient to protect Alaska from
declining oil production and vola-

tile prices. In the late 1980s, Alaskan
legislators began discussing the idea

of creating another budget reserve to
be enshrined in the Alaska Constitu-
tion. The concept of the Constitutional
Budget Reserve (CBR) as we know it

today (an account containing oil and

@ Cole, Terrance. Blinded by Riches: The Permanent Funding Problem and the Prudhoe Bay Effect. University of Alaska Instituce of Social and Economic

Research. Anchorage, Alaska, 2004.

® Jackstad, Stephen L., and Dwight R. Lee. “Economic Sustainability: The Sad Case of Alaska.” Sociery. Vol. 32 Issue 3. 1995.

€ ibid.

@ Stare of Alaska, Department of Revenue, Treasury Division. fnvestment Policies and Procedures. Ver. 3.0, Juneau, Alaska. 2007.
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gas settlements from which appropria-
tions generally require a three-quarter
majority vote) came about as the state
was considering the possibility of a
large windfall from an oil settlement.
Currently, CBR funds consist of rev-
enues from the settlement of litigation
over mineral taxes and royalties and the
interest earned on those funds.

The legislation that created the CBR
was sponsored by Senator Jan Faiks.
Senator Faiks was the Chair of the
Senate Judiciary Commitzee at the
time and had just finished wo years
as the first female president of the
Alaska State Senate from 1987 to 1988.
Although Senator Faiks was the prime
sponsor of the bill that created the
CBR, the legislature changed the bill,
which was ultimarely combined with
elements of a House Finance bill shep-
herded by Representative Kay Brown.

Orriginally, Senator Faiks’ bill con-
tained a number of provisions related
to budgeting, one of which was labeled
the Budget Stabilization Fund. Several
other major sections in Faiks bill were
removed through the committee pro-
cess including a constitutional spend-
ing limit to accompany the budget
stabilization fund.

Today, under most circumstances the
legislature can appropriate funds from
the CBR only with a three-quarters
majority vote. However, it is possible
to make appropriations from the CBR
with a simple majority vote under
certain circumstances as provided in
section 17(b) of the Constitution, and
the legislature did so in 2003. With-
drawals from the CBR are required to
be repaid.

The CBR was established in 1991,

and since that time more than a dozen
pieces of legislation have been intro-
duced that would amend or change the
CBR. However, the only significant
changes to the CBR have been the asset
allocation and the establishment of the
CBR sub-account, a separate fund in-
vested and managed with a longer time
horizon than the main fund.

The CBR has been used heavily since
1991 and its exhaustion date is regu-
larly forecasted as part of the official fall
revenue forecast each year. There have
been warnings that the State of Alaska
will face a “fiscal gap” when the CBR is
exhausted.

CBR Legislative and
Balance History

Mary Halloran of the Governor’s Office
of Management and Budget summed
up the impetus for the legislation in her
comments before the Senate Finance
Commitree, which ultimately autho-
rized the Constitutional Budger Re-
serve: “In mentioning the outstanding
oil and gas litigation, [Halloran] said
that, though the timeline is uncertain,
it looks like the State could have some
‘windfalls' during the next five years.
[Halloran] said the Legislature has
taken some very strong steps over the
last couple of years to try to stabilize
the spending limit, bur there are still a
number of programs ‘out of control.””®

Former Senator Jan Faiks recalled the
passage of Senate Joint Resolution

5 (SJR 5) and creation of the CBR
reserve as a bipartisan effort: “The
decision was contentious because
hardly anyone wanted to change the

terms and conditions of the original
Permanent Fund without approval
from the people. So most Senators...
insisted on another statewide vote and
I think most House members agreed;
thus, it was a bipartisan decision to
propose a constitutional amendment.
'The Governor [Cowper] gets credit for
recognizing the state had a real finan-
cial problem and he wanted to find a
permanent solution. We knew the cur-
rent situation of relying on the ups and
downs of oil revenues was not good
for either state or local governments. A

bipartisan solution had to be found.”

Originally, SJR 5 was an updated ver-
sion of a bill chat had passed the Senate
nearly unanimously in 1987. The bill
called for a 50-30-20 distribution of
the income of the Permanent Fund.
Fifty percent of the Permanent Fund’s
earnings would have gone to the pay-
ment of dividends, thirty percent to in-
flation proofing and twenty percent to
a budget stabilization fund. The twenty
percent of earnings in Senator Faiks’
bill as originally introduced eventually
became the CBR as we know it today.
One major piece of Senator Faiks’ bill
that was removed in the process was

an appropriation limit. Another was a
sunset clause under which the constitu-
tional amendment would have expired
after five years.

Just gerting the bill out of the Senate
was a challenge, even for the former
Senate President Faiks. After failing

to pass once and being returned to

the Rules Committee on a motion by
Senator Arliss Sturgulewski, SJR 5 was
reported out of the Rules Committee
and brought to the Senate Floor under
a supplemental calendar on April 18,

1 Testimony of Mary Halloran. 16th Alaska Scate Legislature, Senate Finance Commitree. February 2, 1990. Transcribed by Alaska Legislative Records

Dept.

®} Faiks, Jan. “CBR.” Email to Department of Revenue. November 10, 2009.

1490

Fall 2009 Revenue Sources Book - 19




Alaska Deparrment of Revenue * Tax Division

1990. The bill passed the Senate by a
vote of 15-5 wirh Senators John Bin-
kley and Michael Szymanski switching
their votes to support passage.

Meanwhile, in the State House of Rep-
resentatives, a bill with similar intent
was making progress. House Joint
Resolution 66 (HJR 66), while nomi-
nally sponsored by the House Finance
Committee, was heavily supported by
Representative Kay Brown. In fact, the
legislative record describes Representa-
tive Brown as the Prime Sponsor of
HJR 66. Co-Chairman of the House
Finance Commirttee Ron Larson ex-
plained that the bill, “...evolved from
the House Finance Fiscal Policy Sub-
committee, chaired by Representative
Brown, and was modified by the House
Judiciary Committee.”® The two bills
(SJR 5 and HJR 66) finally collided

in May of 1990 in the House Finance
Committee.

As is often the case with two pieces of
similar legislation introduced separately
in the House and Senate, the first bill
to pass its respective house of origin
typically becomes the “vehicle” or ver-
sion to pass into law. In this case, SJR 5
by Senator Faiks had already passed the
Senate and was assigned to the House
Finance Committee for a hearing. HJR
66 never passed the House. However,
the language from HJR 66 relating to
the budget reserve, including the use of
the term “budget reserve” rather than
“budget stabilization fund” as it was
referred to in S]JR 5, was incorporated
into SJR 5. Representative Brown testi-
fied before the House Finance Com-
mittee that the language in SJR 5 was
neatly identical to the language in HJR

66 after the House Finance Committee

had amended SJR 5.

In essence, SJR 5 was amended in the
House o reflect the language of HJR
66. In the process, the spending limit
in SJR 5 was eliminated. Numerous
legislators and the Alaska Public Em-
ployees Association, a public employees
union, opposed the constitutional
spending limic."? Because the spending
limit was deemed not politically viable,
it was removed.

The Senate concurred with the House
in a vote of 15-5 on May 8, 1990. The
bill was sent to the governor on May
24, 1990, for signature. Governor Steve
Cowper signed the bill almost exactly
two months later on July 23, 1990.

Despite the passage of SJR 5 and the

creation of the CBR, some question

Figure 3-1. Balance of the Constitutional Budget Reserve Main Account and Sub Account ($ million)
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119 Testimony of Ron Larson. 16th Alaska State Legislacure, Senate Finance Commirtee. May 1, 1990. Transcribed by Alaska Legislative Records Dept.
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remained about which funds were ta
be deposited into the CBR. Former
Governor Cowper and a number of
legislators sued then Governor Wally
Hickel, Department of Revenue Com-
missioner Darrel Rexwinkle and the
State of Alaska in 1993 to dispute the
State’s interpretation of “administrative
proceeding.” Former Governor Cowper
and the legislators argued that the State
had been improperly depositing funds
received during the informal confer-
ence stage of dispute!'? into the Gen-
eral Fund when they should have been
deposited into the CBR. The Alaska
Superior Court ruled in favor of former
Governor Cowper and required the

_state to properly fund the CBR, with
interest and foregone earnings, by the
end of the regular session of the 18th
Alaska Legislature in 1994.4%

In another instance, nearly a billion
dollars in funds which should have
been deposited in the CBR were spent
instead. When oil companies ARCO,
Unocal, BP Exploration and Chevron
agreed to pay the state $1.7 billion

to settle long-running disputes over
payments of back taxes and royalties
in 1992 and 1993, the governor and
legislature appropriated over half the
amount. By spending this settlement
rather than saving it, the state was able
to maintain overall spending and more
than double capital spending, from
$300 million to $616 million."?

Historically, funds from the CBR

were usually appropriated for general
purposes. However, the CBR has also
been used to fund specific programs in
a number of instances. For example, a
2004 legislative research report listed
the following expenditures from the
CBR for specific programs: expendi-
tures for oil and gas litigation and state
title to oil and gas lands, capitalization
of the Alaska Mental Health Trust, Y2K
assessment, compliance, and remedia-
tion, and establishment of the Power
Cost Equalization endowment fund.!?

Figure 3-1 illustrates the history of the
balances in the Constitutional Budget
Reserve and the sub-account of the
CBR from the first deposit through
fiscal year 2009. Figures 3-2 and 3-3 il-
lustrate the balance of each the Consti-
tutional Budget Reserve and the Con-
stitutional Budget Reserve sub-account
with contributions 2nd withdrawals by
year. Figure 3-4 presents this informa-
tion in tabular form.

CBR as a Stabilization
Fund or Alternative to

Hedging

The CBR as it exists today functions as
a budget stabilization fund in the same
manner as funds in many other states
and oil producing nations. Like many
resource producing states, the State

of Alaska is exposed to tremendous

commodity price risk. This is a difficulc

12 The informal conference stage is the appeal to the regulatory agency.
% Seare of Alaska, Legislative Audit Division. Audit of Natural Resources and Department of Revenue: Constitutional Budget Reserve Fund. By Welker

Randy. Juneau, Alaska. 1994.

position for a government as expenses
typically cannot be scaled back as
quickly as revenues fall.

As a result of commodity price
exposure, a number of resource
producing states and nations from
Texas to Mexico have actively hedged
oil prices. The State of Alaska has
studied hedging oil prices on a number
of occasions with the most detailed
discussion occurring in 2002 under the
direction of Department of Revenue
Commissioner Wilson Condon. In

its hedging report, the Department of
Revenue raised some concerns with
using the CBR to protect the State
from commodity price volatility, but
also recognized the role the CBR plays
in smoothing state revenues. However,
because the CBR already insulates the
state from the volatility of commodity
prices, the report concluded that
hedging oil prices was not ideal until
the CBR was depleted or nearly
depleted."®

“Alaska has not yet needed to pay the
costs or take the risks of hedging its
future oil revenues because our cushion
against fluctuating oil prices for the
past decade has been the Constitutional
Budget Reserve Fund (CBREF). The
fund was established a decade ago

for exactly that purpose — to fill the
gap berween a fluctuating revenue
source and a constant need for public
services,” wrote the Department in
2002.07

09 Jackstad, Stephen L., and Dwighe R. Lee. “Economic Sustainability: The Sad Case of Alaska.” Sociezy. Vol. 32, No. 3. March 1995.
0% Srate of Alaska, Legislative Research Division. Appropriations from the Constitutional Budget Reserve Fund for Special Purposes. By Kathleen Wake-

field. Juneau, Alaska. 2004.

U6 Srate of Alaska, Department of Revenuve, Hedging Oif Revenues: What Is It? When Should Alaska Do It, If At All? Why Should Alaska Consider It? Ju-

neau, Alaska, 2002.

U7 State of Alaska, Department of Revenue. Oif Hedging Summary. Jureau, Alaska. 2002.
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Conclusion Over nearly two decades, the CBR has
almost single-handedly staved off mas-

Alaska’s economy has zlllways been. at sive budget shortfalls. In some years,
the mercy of commodity product'ion withdrawals from the CBR reached a
and prices. After centuries of exhilarat-  bjllion dollars in nominal terms. Yer'
ing resource booms followed all too the CBR remains vulnerable to pro-
regularly by severe busts, the State of longed overspending and the potential
Alaska created a budget stabilization that oil prices may fall

fund in 1990: Alaska’s Constitutional
Budget Reserve. The CBR was created
shortly after a time of economic crisis
and with a view toward several large
windfall settlements for the state.

While the CBR.is still vulnerable to
overspending, and has at times ap-
peared on the verge of exhaustion, the
fund has acted as a buffer against com-
modity price volatility for almost two
decades and can be expected to do so
for the near future.

Figure 3-2. Constitutional Budget Reserve Main Account Contributions/Withdrawals and Balance ($ million)
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Figure 3-3. Constitutional Budget Reserve Sub-Account Contributions/Withdrawals and Balance ($ million)

$5,000
$4,500
$4,000
$3,500
$3,000
$2,500
$2,000
$1,500
$1,000
$500
$0

T,
/i —_— “=/
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Fiscal Year

W Net Contributions/ {Withdrawals)

=B alance at Year End

Figure 3-4. Constitutional Budget Reserve Main & Sub-Account Contributions/Withdrawals and Balance ($ million)

MAIN ACCOUNT SUB-ACCOUNT
Fiscal | Beginning | Net Contributions | Investment | Ending Beginning | Net Contributions | Investment; Ending
Year Balance (Withdraws) Income | Balance Balance {(Withdraws) Income ; Balance
1991 0.0 291.0 6.0 297.0 0 0.0 0.0 0.0
1992 297.0 247.0 19.0 563.0 0.0 0.0 0.0 0.0
1993 563.0 65.0 57.0 685.0 0.0 0.0 0.0 0.0
1994 685.0 132.0 61.0 614.0 0.0 0.0 0.0 0.0
1995 614.0 1,258.0 122.0 1,994.0 0.0 0.0 0.0 0.0
1996 1,994.0 413.0 111.0 2,518.0 0.0 0.0 0.0 0.0
1997 2,518.0 487.0 167.0 3,172.0 0.0 0.0 0.0 0.0
1998 3,172.0 18.0 369.0| 3,559.0 0.0 0.0 0.0 0.0
1999 3,559.0 {1,045.0) 114.0 2,628.0 0.0 0.0 0.0 0.0
2000 2,628.0 (9.0) 115.0 2,734.0 0.0 0.0 0.0 0.0
2001 2,734.0 (342.0) 227.0 2,619.0 0.0 400.0 (24.0) 376.0
2002 2,619.0 (648.0) 143.0 2,114.0 376.0 0.0 (21.0) 355.0
2003 2,114.0 (521.0) 127.0 1,720.0 355.0 0.0 18.0 373.0
2004 1,720.0 (81.0 8.0 1,646.0 373.0 0.0 45.0 418.0
2005 1,646.0 23.0 62.0 1,731.0 418.0 0.0 36.0 454.0
2006 1,731.0 9.0 34.0 1,774.0 454.0 0.0 39.0 493.0
2007 1,774.0 101.0 106.0 1,981.0 493.0 0.0 75.0 568.0
2008 1,981.0 (987.0) 140.0 1,134.0 568.0 4,100.0 {(200.0) | 4,467.0
2009 1,134.0 2,040.0 144.0 3,317.0 4,467.0 0.0 (670.0) | 3,797.0
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4. Qil Revenue

Figure 4-1. FY 2009 Oil Revenue: $6.1 billion
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Figure 4-2. Total Oil Revenue, FY 2009 and Forecasted FY 2010-2011 ($ million)

Oil Revenue
History Forecast

Unrestricted FY 2009  FY 2010 FY 2011
Petroleun Property Tax 111.2 101.1 96.3
Petroleum Corporate Income Tax 4922 470.0 580.0
Production Tax 3,112.0 2,126.1 2,430.9
Royalties {including Bonuses, Rents & Interest) 1,465.6 1,470.3 1,540.4
Subtotal 5,181.0 4,167.5 4,647.7
Increase/Decrease from Prior Period (4,775.0) (1,013.%) 480.2
% Change from Prior Period (48.0%) (19.6%) 11.5%
Restricted

Royalties to Permanent Fund & School Fund 670.8 611.7 683.4
Tax Settlements to CBRF 202.6 440.7 20.0
NPR-A Royalties, Rents & Bonuses 14.8 4.9 4.9
Subtotal 888.2 1,057.3 708.3
Increase/Decrease from Prior Period (443.9) 169.1 (349.0)
% Change from Prior Period (33.3%) 19.0% (33.0%)
Total Oil Revenue 6,069.2 5,224.8 5,356.0
Increase/Decrease from Prior Period (5,218.9) (844.4) 131.2
% Change from Prior Period {46.2%) (13.9%) 2.5%
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Unrestricted Oil Revenue
Figure 4-3. Unrestricted Qil Revenue, FY 2009 and Forecasted FY 2010-2019 ($ million)

Fiscal Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
g;“"lcum Propery | 1312 | 1011 | 963 | 919 | 874 | 832 | 793 | 755 | 718 | 682 | 649
Pettoleum Corporate | 4o, 5 | 4700 | 580.0 | 600.0 | 615.0 | 635.0 | 645.0 | 655.0 | 6650 | 6700 | 695.0
Income Tax
Production Tax 3,112.0 { 2,126.1 | 2,430.9 | 2,631.5 | 2,966.8 | 3,323.2 | 3,362.8 | 3,131.5 | 3,066.5 | 3,043.9 | 3,013.7
Royalties-Net 1,465.6 i 1,470.3 | 1,5404 | 1,649.4 | 1,659.8 | 1,681.5 | 1,684.9 | 1,670.0 | 1,674.5 | 1,617.0} 1,548.0
Total Qil Revenues 5,181.0 | 4,167.5 | 4,647.7 | 4,972.7 [ 5,329.0| 5,722.9 | 5,772.0 | 5,532.0 | 5,477.7 | 5,399.1 | 5,321.6
Increase/Decrease
from Prior Deriod (4,775.0) | (1,013.5) | 480.2 3251 | 356.3 | 393.9 49,0 | (240.0) | (54.3) | (78.6) | {77.5)
% Change from

. 7 (48.0%) | (19.6%]) 11.5% 7.0% 7.2% 7.4% 0.9% (4.2%) | (1.0%) | (1.4%) | (1.4%)
Prior Period

4 Includes bonuses and interest

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. The bulk of the
revenue goes into the General Fund
for general purpose spending. With
the repeal of HB 11, approximately
30% of oil and gas royalties goes into
the principal of the Alaska Permanent
Fund and 0.5% goes into the Public
School Trust Fund. There also are two
other funds thar receive specific oil and
gas revenues: the National Petroleum
Reserve-Alaska (NPR-A) Fund,® which

receives the state’s share of all lease bo-

nuses from sales in the NPR-A; and the
Constitutional Budget Reserve Fund
{CBRF), which receives settlements of
tax and royalty disputes between the
state and oil and gas producers.

Figure 4-2 shows the actual amount of
each tax and royalty source in FY 2009
and the forecast for FY 2010 and FY
2011. As can be seen from the figure,
royalties and production tax constitute
the largest part—81% for FY 2010—of
restricted and unrestricted oil revenue
combined. Figure 4-3 shows the depart-
ment’s unrestricted oil revenue forecast

from the current fiscal year through FY
2019 by revenue category.

This section begins with a discussion of
production taxes and royalties, both of
which are driven by price and volume.
We then review the price forecasting
methodelogy that underlies this 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 and
gas property taxes, oil and gas corporate
income taxes and the restricted por-
tions of oil revenue.

1 For motre discussion on deposits to the Permanent Fund and HB 11, see the Executive Summary section.

12 This fund implements a federal requirement that the state use its share of NPR-A oil revenue to satisfy the needs of local communities most affected
by development in the NPR-A. For detailed information on this fund, see Section XII-P of Treasury’s Investmment Policies and Procedure Manual.
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Crude Oil and Natural

Gas Production Taxes

All oil and gas production in Alaska,
except the federal and state royaley
share and a small amount used in
production operations, is subject to
the state’s production tax, and to the
hazardous release surcharge, which

is levied only on crude oil. Taxes and
surcharges are estimated and collected
on a monthly basis.

The Production Tax Known
as “Alaska’s Clear and Equi-
table Share” (ACES)

In November 2007, the Alaska Leg-
islature passed the Alaska’s Clear and
Equitable Share plan (ACES), which
made changes to the state’s production
tax system, retroactive to July 1, 2007.
The previous production tax, known as
the Petroleum Profits Tax (PPT), had
been in place for one year prior to the
passage of ACES. Both production tax
systems are based on net profits of oil
and gas production (see Figure 4-4).
For more than 20 years prior to the
enactment of the PPT, the state used a
production tax system that was based

on the gross value at the point of pro-
duction as adjusted by the Economic
Limit Factor (ELF).

The ACES rtax calculation starcs with
the value at the point of production,
and then subtracts upstream costs,
including costs capiralized on company
financial statements, from this value

to arrive at the “production tax value.”
Each company that produces oil in
Alaska has a production tax value based
on this calculation, which is conceptu-
ally similar to a company’s net profit.
The production tax value is multiplied
by the tax rate—25%—to arrive at the
base tax. Should the production tax
value exceed $30 per barrel of oil pro-
duced (or the equivalent in gas}, the rax
rate increases 0.4% for every dollar the
per-barrel production tax value is over
$30. For production tax values greater
than $92.50, the progressivity factor
changes to 0.1% for every additional
dollar of profit on a batrel of oil. The
maximum total tax rate is 75%.

Under ACES, a company’s production
tax liability is reduced to the extent
that it invests in equipment, projects,
or other items that are deemed “capital
expenditures.” Capital expenditures
generally include costs related to

Figure 4-4. ACES Tax Liability Calculation

the purchase of drilling rigs or other
equipment, infrastructure, exploration,
and facility expansion. Capiral costs
are eligible for a 20% credit against
the company’s ACES liability and the
credits must be spread over two years.
The 20% capital expenditure credit is
intended to encourage investment in

Alaska.

ACES also encourages investment in
Alaska through three other tax cred-
its. Companies producing less than
100,000 barrels of oil per day may be
eligible for a tax credit of up to $12
million per year. Net losses are eligible
for a 25% tax credit in the year follow-
ing the loss. ACES also expanded the
Exploration Incentive Credit, changing
the credit rates from 209 and 40% to
30% and 40% of qualified exploration
expenditures.

Figure 4-5 shows the credits that
companies reported on their annual
tax rerurns filed March 31, 2008 and
March 31, 2009. Note that most of the
credits were applied against tax liabili-
ties; those that could not be immedi-
ately applied against a tax liability will
be carried forward or sold to the state
or another company.

(1) Spread overtwo years

ACES Tax Liability = [(Value — Costs) * Tax Rate] - Credits

The temms used in the equation are defined as follows:
Value = Volume of Qil & Gas Produced * Wellhead Value

Costs = Operating Expenditures + Capital Expenditures
Tax Rate = 25% + 0.4% for every $1 per barrel that this “net profit” exceeds $30 up to $92.50, then 0.1%
Credits = (20% * Capital Expenditures)!!) + (20% * Eligible Transition Expenditures)(?'+ Base Allowance

{2}Limitad to those credits eamed while the PPT was in effect and could notbe used

28 - Qil Revenue
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The oil and gas tax credit fund, autho-
rized under AS 43.55.028, was created
to fund the state’s purchase of produc-
tion tax credit certificates. In FY 2009,
the fund paid out $193 million, and
thus far in FY 2010, the fund has paid
out $49 million to purchase credits. As
of November 2009, the fund balance
was $138.5 million.

Hazardous Release Surcharge
The Qil and Hazardous Substance

Release Prevention and Response Fund
was created by the legislature in 1986
to provide a “readily available fund-
ing source to investigare, contain, and
clean up oil and hazardous releases.” An
amendment in 1994 divided the fund
into two separate accounts comprised
of: (1) the Response Account, which
requires a surcharge on all oil produc-
tion, except federal and state royalty
barrels, that may be used to finance the
state’s response to an oil or hazardous

Figure 4-5. Production Tax Credits Reported, CY 2007 and CY 2008 ($ million)

substance release declared a disaster

by the governor; and (2) the Preven-
tion Account which is an additional
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 preven-
tion programs in Alaska.

The Response surcharge (AS
43.55.201) is $.01 per taxable barrel of
cil and the Prevention surcharge (AS
43,55.300) is $.04 per taxable barrel of
oil produced.

The Response surcharge is suspended
when the balance of the Response
account is equal to or exceeds $50
million. As of September 30, 2009, the
cumulative balance of the account was
$45.8 million. The Response Surcharge
was re-imposed effective April 1, 2007,
by the Department of Revenue.

www.tax.alaska.gov

Qil Royalties

Almost all Alaska oil and gas produc-
tion occurs on state lands leased for
exploration and development. As the
land owner, the state earns revenue
from leasing as: (1) upfront bonuses,
(2) annual rent and (3) a royalty inter-
est in oil and gas production.

Typically the state issues leases based on
a competitive bonus bid system. The
state generally retains a royalty interest
of at least 12.5%. The vast majority of
current production is from leases that
carry that rate. Some currently produc-
ing leases carry rares as high as 20%,
and some leases also have a net profit-
share production agreement.

State oil and gas leases provide that
the state may take its oil royalty in
barrels (in-kind) or as a percentage of
the production value (in-value). In FY
2009, the state took approximately
56,000 barrels per day of North Slope

$500
$437.4 & Credits Claimed by Companics
3450 and Used Against Tax Liability
$400 £ Credits Claimed by Companies
with noe Offsetting Tax Liability $346.4
$350
$300 4
$228.0
$250 -
$200
i51.0

$150 A
$100 -

$50 4

$0 | T ]
CY 2007 CY 2008
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production in-kind and sold it to Flint
Hills Resources Alaska, LLC for their
refinery at North Pole.

The royalty oil taken in-value is valued
according to a formula using a market
basket of spot crude oil prices closely
approximating the ANS West Coast
spot price of oil less a transportation
allowance back to the lease. Royalties
are based on a destination price—the
higher of the actual sales price or the
prevailing value.”’ Pipeline and marine
transportation costs are deducted from
the destination value to derive the tax-
able wellhead value of the oil or gas.

Crude Oil Prices,
Lease Expenditures,
Transportation Costs
and Crude Qil
Production: Forecasting
Methodology &
Assumptions

For many years, the level of revenues
accruing to the state from oil production
have been contingent primarily on oil
prices and production volumes. With
the implementation of the production
tax on net profits, a third factor influ-
ences the level of revenues anticipated
from oil production—costs related to
exploring for, developing and producing
oil, all or part of which are deductible
and/or creditable under the production
tax as “lease expenditures.”

Estimating oil revenue for the state
entails projecting four factors:

1. Crude oil prices

2. Lease expenditures

3. Transportation charges
4. Crude oil production

This section reviews each of these fac-
tors.

To forecast oil prices, the department
conducts a day-long price forecasting
session to review and discuss petroleum
supply and demand price drivers. The
session includes professionals from the
Department of Revenue, Department
of Natural Resources, Department of
Labor, the Governar’s Ofhce of Man-
agement and Budger, the Division of
Legislative Finance, the University of
Alaska and industry experts.

To forecast crude oil production
volumes, the Department of Revenue
uses an engineering consultant in
conjunction with assistance from the
Department of Natural Resources and
the Alaska Oil and Gas Conservation
Commission. The statewide production
volume forecast is summed from projec-
tions of oil and gas production by field.

To forecast lease expenditures, the
department uses data from eartier filings
for a base and projects short-term future
expenditures from company documents.
Mid and long-term expenditure fore-
casts take into account long-term devel-
opment plans as detailed in company
documents and are intended to coincide
with our production forecast.

Transportation charges include tariffs

on pipelines, marine transportation and
other cost adjustments for moving crude
oil to marker. ACES allows “reasonable”
costs to be subtracted as transportation
charges.

Each of these forecasted items play an
important role in determining the leve!
of revenue anticipared from oil produc-
tion. These four items are used as inputs
into the department’s revenue model.

More information about expenditures
and tax calculations is provided later in
this section.

1. Crude Oil Prices

Methodology for Forecasting
Prices

The department compiles its oil price
forecast from several sources, includ-
ing a day-long price forecasting session
with attendees from various agencies in
the state government. Session attendees
are asked for their projections for West
Texas Intermediate (WTT) crude oil for
three cases—a low case, a high case and a
base case. The prices are forecast in real
2009 dollars. The Department of Rev-
enue projects the differential between
WTI and ANS and uses a projection
of inflation to arrive at the nominal
dollar forecast used in this publication.
Among the other forecasting sources
reviewed by the department are those
prepared by the Energy Information
Administration (EIA), the New York
Mercantile Exchange (NYMEX), and
industry analysts.

Oil prices were extremely volatile in FY
2009, due in large part to the economic
crisis experienced in the U.S. and other
developed nations. Although prices
have stabilized thus far in FY 2010,
there is still a significant amount of
uncertainty about whether or not the
economy is on a sustained path of re-
covery and if so, what impact that will
have on oil demand and supply. In the
11 months since oil prices reached their
recent low of $25 per barrel (December
2008), prices have rebounded to triple
that amount, currently holding fairly
steady in the $70 range for the past

six months. Yet, many impacts of the
recession continue to be felt, including
high unemployment, shaky financial

' ANS West Coast prevailing value per 15 AAC 55.171 is the monthly average of daily spot market prices reported by Platt’s Oilgram, Reuters and
Dow Jenes Energy reporting services. This price is published monthly on the Tax Division website at www.rax.state.ak.us.
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markets and lower than normal con-
sumer spending. Oil markets are intri-
carely linked to the health of economies
in the wotld and with so much poten-
tial for economic volatility still in the
mix, it is difficult to predict with any
accuracy the direction oil prices will go
in the longer term.

Due to these uncertainties, we focused
our oil price forecast on the near term,
forecasting only out to 2012. Qur
forecast for the following seven years
was held flat in real terms and escalared
with inflation. The following observa-
tions and assumptions were considered
in the preparation of our oil price
forecast.

Figure 4-6. ANS Crude Price Volatility
Alaska North Slope West Coast Price

Factors that Influence Qil Prices

Many factors contribute to the pricing
of il on the world market. There are
the fundamental economic factors of
supply and demand, there are geopoliti-
cal events, there are inventory levels and
weather-related events. There are other
related issues, such as the impact of the
financial sector, including commodi-
ties trading, and of facility constraints,
including refinery capacity and configu-
ration limitations. There is the influence
of a strong oil market cartel—OPEC—
which strives to keep oil prices within a
pre-determined price band by increasing
and decreasing supply. These are all fac-
tors that help determine the price of oil
in the world market, and each of them

must be considered in forecasting oil
prices. At any given time, most of these
factors are likely influencing the price
of oil. Some of the factors push prices
higher and some push them lower.

Qil Price Drivers

The most significant oil price driver

for this forecast—both for high and
low prices—is the health of the U.S.
economy and other developed countries.
Since the economy has been cited as the
most.commonly accepted reason for the
crash in oil prices that occurred in late
2008, it should not be surprising that
the economy is the most influential fac-
tor for oil price movements in the near
term. The fact that the economy is the

Daily Qil Prices in Dollars per Barrel and 95% Confidence Level

November 1, 2008 to October 31, 2009
Source: DOR Prevailing Value
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top reason for oil prices increasing, as
well as for oil prices decreasing, reinforc-
es the uncertainty that still exists in the
future of the U.S. and other economies.
While some notable economists have
been quick to declare that the worst of
the recession is past us and the economy
is on an upward path, others warn of
continued market volatility, as well as
unemployment and inflation fears.

There have been several measures of
positive economic growth in recent
months that may help signal the end of
the recession. In late October 2009, the
Bureau of Economic Analysis (BEA) re-
leased an early report that the U.S. gross
domestic product (GDP) had increased
in the third quarter of 2009-——the first
such increase since the second quarter of
2008. Also according to the BEA, U.S.
personal income was up in the second
quarter of 2009, the first increase in a
year. With regard to international trade,
the BEA reported in the second quarter
of 2009 that the deficit in international
trade on goods and services declined to
its lowest level since 2001. These are afl
positive economic signs that the worst of
the recession could be over in the U.S.

Alternatively, should the U.S. economy
slide back into negative growth again,
the impact on oil prices could be severe.
As the recession deepened in the fourth
quarter of 2008, oil prices plunged from
over $90 per barrel to about $25 per
barrel, a 72% decrease. One year later,
prices have rebounded as the economy
appears to be recovering, but unemploy-
ment is the highest it has been in over
25 years. Prolonged unemployment
could erode oil demand, sending prices
downward again. Any economic impacts
felt in the U.S. to some extent carry over
to other parts of the world and could
dampen oil demand there as well.

Along with the rebound in the economy
has been an increase in commodities
trading, particularly in oil futures. Oil is

32 . QOil Revenue
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traded on the New York Mercantile Ex-
change (NYMEX) and the price of oil,
at least in the near term, is significantly
influenced by thousands of trades con-
ducted daily on the commodity. Some
economists opine that the huge number
of commodity trades on oil could be
contributing to the volatility of oil prices
seen in recent years. These opinions have
generated suggestions that the com-
modities markets should be more tightly
controlled and regulated. It has yet to

be determined whar impact, if any,
commodities trading has on long-term
oil pricing. The influx of money into
commodities, however, has been linked
to the decreasing value of the U.S. dol-
lar. The U.S. dollar has dropped in value
by over 7% this year and by 37% since
2001 due to years of low interest rates
and recent federal stimulus spending.
The weakened U.S. dollar has also been
linked to the price of another commod-
ity, gold, which recently soared to over
$1,100 per ounce. Futher weakening of
the dollar is often cited as contributing
to higher oil prices.

Orther drivers of oil prices cited less
frequently include decisions made by
OPEC and whether members adhere to
the quotas the organization sets. OPEC
successfully cur production in the fourth
quarter of 2008, hoping to reverse the
downward trend in oil prices. Although
the cuts had some impact, they did

not have an immediate response in oil
prices, due in part to the over-supply of
oil in the market. The organization cut
production again in the spring of 2009,
with the goal of increasing il prices.
Since June 2009, prices appear to have
stabilized in the $70 per barrel range. It
is difficult to know how much influence
OPEC’s cuts have had on oil prices, bur
the organization does have the ability to
control how much oil is in the marker at
any given time.

Disruptions in supply due to geopoliti-
cal events, weather-related events and

infrastructure constraints played less of
a role in this year’s oil price forecast. The
hurricane season failed to produce any
real threatening storms that could shuc
in production in the Guif of Mexico or
elsewhere. Geopolitical events such as
those seen in Nigeria and Iran and other
oil-producing regions are still occurring,
burt appear to be taking a back sear to
the economy’s impact on oil prices. Re-
cently, there have been no overwhelming
infrastructure concerns, at least in the oil
markets, to drive prices up or down.

Demand and Supply Projections

in the long run, oil prices are ultimarely
a function of two factors: the supply of
oil and the demand for oil. While oil
price forecasting necessarily considers
the impact of such factors as financial
speculation and weather events, the
underlying fundamentals of supply and
demand must also be examined.

In their November 2009 update, the
EIA predicted that world oil demand
will rebound in 2010 by over one
million barrels per day, with most of
the increase coming from developing
countries. Economic growth in China
and other Asian nations is expected to
lead the rebound in oil consumption.
The developed world, as represented by
the nations in the Organization for Eco-
nomic Cooperation and Development
(OECD), is expected have essentially
no change in consumption from 2009
to 2010. However, the U.S. is expected
to reverse its downward trend in oil
consumption that began in 2005.

On the supply side, OPEC produc-
tion, which was 2.4 million barrels per
day lower than 2008 over the first nine
months of 2009, will gradually increase
in 2010 as oil demand increases, accord-
ing to the EIA. OPEC spare capacity is
expected to remain above four mil-

lion barrels per day, which represents
significantly more excess capacity than
the historical average. Most of this spare
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capacity is located in Saudi Arabia.

In contrast to OPEC, non-OPEC oil
production was actually 500,000 barrels
pet day higher than 2008 over the first
nine months of 2009, with most of the
increase coming from Russia. Non-
OPEC supply is expected to show an
additional increase in 2010 of 250,000
barrels per day.

Although oil supply and demand are
curtently showing signs of stabilization,
we know that oil prices will continue to
move in cycles in the future as they have
in the past. The EIA cited renewed eco-
nomic growth as the driver of increased
oil demand which in turn has helped
prices to stabilize. Likewise, participants
in the department’s price forecasting ses-
sion identified the state of the U.S. and
world economy as the most important
factor in determining oil prices. With
OPEC showing a historically high level
of quota discipline and holding enough
spare capacity to help smooth out any
supply disruptions, oil demand now ap-
pears to be the most important funda-
mental driver of oil prices. Demand, as
we know, is a function of the economy:
as the world economy goes, so too will
oil prices. Our oil price forecast assumes
that the world economy will be well on

the way to recovery by late 2010.

Forecast for West Texas Intermedi-
ate and Alaska North Slope Crude
Oil

We forecast the price for West Texas
Intermediate (WTI) crude oil to average
$68.71 for FY 2010, $78.85 for FY
2011, and $86.43 for FY 2012. Cor-
responding ANS prices are $66.93,
$76.35, and $83.93 for the three years.
We forecast a WTI-ANS differential
of $2.50 per barrel, except in the case
of FY 2010, which has some actual
monthly differentials incorporated into
the price. Beyond FY 2012, we project

that oil prices will stay flat in real terms
and increase in nominal terms by the
projected 2.75% based on advice from
Callan Associates on capital market
inflation.

2. Lease Expenditures

The passage of PPT and now ACES
requires the Department of Revenue to
forecast lease expenditures, in addi-
tion to oil prices and production. Lease
expenditures are defined in part as the
upstream costs that are the direct costs
of exploring for, developing, or produc-
ing oil or gas deposits. The production
tax under PPT and now ACES allows
the deduction of lease expendirtures to
arrive at a taxable base. The production
tax system also allows a partial credit
against the tax liability for certain lease
expenditures known as qualified capital
expenditures. For more information on
how ACES production tax is calculated,
see Figure 4-4.

Methodology

The Department of Revenue has re-
ceived three annual filings of tax returns
under a net profits production tax,
under PPT in 2006, and under ACES

in 2007 and 2008. Additionally, the
department receives monthly informa-
tion filings from oil and gas companies
operating in the state that provide
estimated monthly lease expenditures by
property. Semi-annually, the department
receives projections of lease expenditures
by property for up to five years into

the future. These reports have greatly
enhanced the department’s ability to
prepare better revenue forecasts.

'The department also uses several other
means to forecast lease expenditures,
including consulting other taxpayer-sub-
mitted information, such as plans of de-
velopment, federal partnership returns,

@ Includes the standard deduction for Prudhoe Bay and Kuparuk units per AS 43.55.165(j).
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and other documentation. Production
profiles are reviewed, as well as publicly
available information on estimated costs
to bring new fields online and projected
start-up dates.

Forecast

In FY 2009, the following unaudited
lease expenditures were reported

on monthly information forms by
companies producing or exploring for
oil and/or gas on the North Slope: $2.1
billion in operating expenditures” and
$2.2 billion in capital expenditures.

For FY 2010, we forecast operating
expenditures at $2 billion and capital
expenditures at $2.5 billion. For FY
2011, we forecast operating expenditures
at $2.1 billion and capital expenditures
at $2.9 billion. The lower forecast for
operating expenditures reflects lower
costs of operation associated with lower
oil prices, as well as efficiencies gained in
companies streamlining their operations.
Higher capital expenditure forecasts
reflect continuing development in

newer fields like Oooguruk, Nikaitchuq,
and Point Thomson as well as projects
aimed ar enhanced oil tecovery and the
development of heavy oil.

3. Transportation Charges
and Other Production Costs

Taxpayers subtract marine transporta-
tion costs, the Trans Alaska Pipeline Sys-
tem (TAPS) tariff, feeder pipeline tariffs
and an adjustment for quality bank
charges from the appropriate destination
value. This netback calculation is shown
in Figure 4-8 for FY 2009-2019.

Marine Transportation Costs

Crude oil delivered to Valdez through

TAPS is shipped by tanker to refineries
in Washington, California, Hawaii and
the Kenai Peninsula. Most North Slope
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Figure 4-7. Basic Data Used for ANS Qil & Gas Production Taxes

History Forecast Forecast
FY 2009 FY 2010 FY 2011
State Production Tax Revenue from the North Slope
Millions of Dollars 3,112.0 2,126.1 2,430.9
Key North Slope Assumptions
Price of ANS WC in dollars per barrel 68.34 66.93 70.35
Transit Costs & Other in dollars per barrel 6.48 5.90 6.61
ANS Wellhead in dollars per barrel 61.86 61.03 69.74
Production in barrels per day 692,127 658,762 622,879
Royalty and federal barrels per day 93,664 85,564 80,255
Taxable barrels per day 598,463 573,198 542,624
Lease Expenditures in Millions of Dollars
Operating Expenditures (Opex) 2,085 1,996 2,100
Capiral Expenditures {Capex) 2,212 2,505 2,923
Total Expenditures 4,297 4,501 5,023
Implied North Slope Data
Credits Used against Tax Liability in $millions 350.0 350.0 400.0
Credits for Potential Purchase in $millions 200.0 250.0 200.0
Lease Expenditures per barrel of oil produced
Opex 8.3 8.3 9.2
Capex 8.8 10.4 12.9
Total Expenditures 17.0 18.7 22.1
| Average Production Value per Barrel (Pre-Tax) I , 44.9 ! 42.3 | 47.6 i
| Production Tax Collected per Taxable Barrel | 14.2 I 10.2 l 12.3 j

Notes

1 ‘This table presents a grossly simplified snapshot of the production tax calculation on an average North Slope basis, and any use of
this data should be viewed accordingly. Additionally, because production tax is calculated on a company basis, any simplification
such as this distorts the actual value to companies. For example, a company's pre-tax production value per barrel could be signifi-
cantly more or less than that shown in this table, depending on the “mix" of petroleum investments they have on the North Slope.

2 Lease expenditures for FY 2009 were prepared using unaudited company reported expendituze estimates.

3 Expenditure data for FY 2010 and FY 2011 are compiled from company submitred expenditure forecast estimates and other docu-
metuation as provided to the DOR.

4  CADEX credirs are spread out over two years as specifted in the ACES production tax. In addition, the assumptions for the transi-
tional credits and the $12 million credits for small Alaska producers are not included in the table.

5  Operating expenditures for Prudhoe Bay and Kuparuk units include the standard deduction provision per AS 43.55.165().
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crude is delivered to Puget Sound, San
Francisco and Los Angeles to meet the
demand of Washington and California
refineries. These voyages take about
two weeks depending on loading and
unloading time and potential delays.

The majority of crude oil delivered is by
BP’s “Alaska Class” and ConocoPhillips
“Endeavour Class” rankers, all of which
are state-of-the-art double-hulled tank-
ers. Double-hulled tankers have an inner
hull containing the tanker’s crude oil
and a surrcunding outer hull to offer ad-
ditional protection against oil pollution.
These tankers range from about 140 to
195 deadweight tons and can carry over
a million barrels at full capacity.”

Allowable costs for oil transported by a
vessel not owned or effectively owned
by the producer of the transported oil
are the total costs under the charter or
contract and other allowable costs borne
by the producer.

For crude oil shipped on tankers that are
owned or effectively not owned by the
producer of the transported oil, which is
typically the case, the bulk of allowable

costs are the following;

* depreciation,
* return on investment,

« fuel for the vessel while in port and
at sea,

= wages and benefits for the crew
and captain,

* routine maintenance,
* tug and pilotage fees and
+ drydocking costs.

We forecast 2 modest increase in tanker
transportation costs per barrel that is
considered necessary in order to main-
tain the integrity of the fleet.
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Trans Alaska Pipeline System
(TAPS) Tariff

'The tariff model for TAPS is developed
from the Federal Energy Regulatory
Commission (FERC) Opinion 502
compliance filings. Opinion 502 re-
quires the cartiers to establish a uniform
rate using the Order 154-B methodol-
ogy of trended original cost (TOC).
Treatment of dismantlement, removal
and restoration (DR&R) expense is
specified and the return on equity com-
ponent is consistent with FERC'’s new
policy for oil pipelincs.

The forecasting model simulates whart
the tariff would be with a TOC cost-
of-service model using information
from Opinion 502 and projections of
capital additions and operating costs.
The cost-of-service components and the
methodology are modeled 1o emulate
the regulatory approach and outcome.
We do not attempt to predict the out-
come of pending litigation or estimate
the level and timing of protested rates.
Corrections between filed, charged and
allowed rates are made through the
refund process and ar¢ not part of the
tariff forecast.

In the summer of 2009 both BP Pipe-
lines Alaska (BPPA) and ExxonMobil
filed new $4.01 interstate rates that
were in effect subject to refund for short

periods (BPPA July 1 to July 31st, and

-ExxonMobil May 1st to July 8th). The

state protested those rates and therefore
are subject to refund. ConocoPhillips
also filed a $4.01 rate but then withdrew
it. ExxonMobil, ConocoPhillips and
BPPA then each filed a $4.10 rate, their
current rates, that are subject to refund
due to state protests. Unocal and Koch
are still operating under their 2008 com-
pliance rate tariffs.

A total revenue requirement (TRR) for
operating and maintaining the pipeline
while providing a reasonable rate of re-

WWW. TaX. alaska.gov

turn for the investment in the pipeline.
This TRR is then unitized by dividing
by the toral number of barrels of oil put
through the pipeline.

To calculate the rate of recurn and
depreciation components for the cost-
of-service model, the beginning rate base
is established and depreciated according
to the FERC opinion, which extended
the life of the line from 2011 to 2034.
Carriers use 2034 as the end of the use-
ful life of TAPS for setting depreciation
rates, and FERC has rejected arguments
to use a 2042 end-life for setting depre-
ciation rates.

Additions to the rate base are made
to account for future investments and
capital expenditures for the Strategic
Reconfiguration project.

Adjustments to the rate base use
* beginning rate base,

* rrending,

s deferred return,

* new capital additions,

* depreciation,

* ending rate base.

The capital cost structure, cost of debt
and real rate of return on equity are
from the test period filing with FERC.
Return on equity is consistent with

the new FERC policy statement which
allows Master Limired Partnerships

to be included in rate of return proxy
groups for determining rates for ser-
vices. Property tax reflects the 2009
State Assessment Review Board (SARB)
decision. Operating costs are function
of the level of throughput and inflation.
'The deferred return and the Allowance
for Funds Used During Construction
(AFUDC) are amortized per the rate
stipulated in the order. Other cost com-
ponents are projected using relation-
ships developed from historical data and

statistical analysis.

Fall 2009 Revenue Sources Book - 35




Alaska Department of Revenue * Tax Division

Components of the total revenue re-*
quirement include

* operating expenses,

* property tax,

* depreciation expense,

* interest expense,

* return on equity,

¢ ameortization of AFUDC,

* amortization of deferred return,
* income tax allowance,

. non-transpo rtation revenues.

The TRR for the pipeline is the sum of
the components listed above. A dollar
per barrel tariff is calculated by dividing
the TRR by deliveries. This makes the
tariff sensitive to the inherent uncertain-
ties of forecasting production as well as
the uncertainties in forecasting the cost-
of-service components.

TAPS is an old pipeline with about 75
percent of the TRR attributable to op-
erating expenses. As the relatively fixed
operating expenses are spread over fewer
barrels, the tariff increases rapidly. From
about $5.60 per barrel in 2019 the tariff
increases to over $15.00 by the 2034
end-life for setting depreciation rates.

Feeder Pipeline Tariffs and Other
Adjustments

These costs include feeder pipeline
charges, other cost adjustments to
account for the different qualiries of
oil entering the pipelines, and market-
location differentials for intrastate sales.

Transportation costs for feeder pipelines
are incurred to move the crude oils from
the various North Slope production
fields to Pump Station No. 1 of TAPS.
There are six feeder pipelines on the
North Slope.

The tariff forecast for each pipeline is

based on a cost-of-service model tailored

to match the particular settlernent
agreement of each feeder pipeline. The
tariff, under a cost-of-service ratemaking
approach, includes certain costs incurred
by the pipeline owner and a return on
the rate base. These costs may include
operating expenses, DR&R allowance,
depreciation and other costs. The

return on the rate base is the product

of the rate base and a rate of return.

The rate base is the value of the carrier
property minus depreciation and other
adjustments. The rate of return is an
equity-and-debt-weighted return agreed
upon in the secdlement agreement. To

forecast each pipeline’s tariff per barrel,
projected total costs and the rerurn on
the rate base are summed and divided
over the projected total number of
barrels throughpus.

Wellhead Price
The combination of ANS welthead value

and production volumes forms the 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 4-8 reflects this calculation
for FY 2009-2019.

4, Crude Oil Production
Methodology

In a hydrocarbon rich basin such as the
North Slope of Alaska, any discussion
regarding production forecasting mech-
odology should begin with identifying
those resources that are not included in
our estimates. We do not include any
estimates for undiscovered oil, includ-
ing future potential from the Alaska
National Wildlife Refuge (ANWR),

Figure 4-8. Fall 2009 Forecast Assumptions, FY 2009 and Forecasted FY 2010-2019 (nominal $ per barrel)

Fiscal Year 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

’I}iﬁ West Coast | o 34| 6693 7635| 83.93| s624| 88.61| 91.05| 9355| 96.13| 9877 10149

?N $ Marine 205 207! 205| =210| 21s] 220| 225| 230 235| 240] 245
ransportanon

TAPS Tariff 459| 4.18| 440| 451| 450| 451 460| 475| 495| s523| 562

Other

Deducrions & (0.15)| (0.35)] (0.46) (0.45)F (0.42)| (0.36)| (0.37){ (0.38)| (039 (0.40)| (0.41)

Adjustments m

Qﬁ Wellhead | ) ee | 61.03] 7036| 7778 80.02| 8227 s4s7| ses9| s922] 91.54| 93.84

M Includes other adjustments such as quality bank charges, location differentials and company-amended information.
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the National Petroleum Reserve-Alaska
{INPR-A), the federal Outer Continen-
tal Shelf (OCS) or onshore lands with-
in the state of Alaska. We exclude from
our estimates production from most of
the known heavy or viscous oil de-
posits; in fact we consider none of the
approximately 20 billion barrels from
the giant Ugnu deposit. We exclude
96% of the viscoustheavy oil from the
large West Sak field, projecting roughly
400 million barrels recovery out of
roughly 10 billion barrels in place. We
also exclude 87% of the heavy oil at
Schrader Bluff, projecting roughly 285
million barrels recovery out of over 2
billion barrels in place, Additionally,
none of the known oil discoveries in
the federal OCS, in fields such as Sivil-
lug, Kuvium and Sandpiper, potentially
totaling hundreds of millions of barrels
of recoverable oil, are considered in the
forecast. None of the known discover-
ies outside of the small NPR-A accu-
mulations in the vicinity of the Alpine
field are included. Finally, we limit any
production attributed to a promising
new enhanced oil recovery technology
termed ‘low salinity waterflood’ to a
portion of the Endicorr field, where
results from an ongoing pilot project
are expected by year end. Laboratory
tests using Endicott rock show low sa-
linity waterflood can increase ultimate
recovery by 10-15%, or approximately
150 million barrels. Successful slope-
wide implementation of low salinicy
waterflood could result in incremental
recovery measured in the billions of
barrels. We also exclude any enhanced
oil recovery from CO, injection, a long
proven technology that complements
low salinity waterflood and provides
necessary disposition of an otherwise
unwanted byproduct of gas condition-
ing associated with major gas sales
from the North Slope. Carbon dioxide
injection, presumed to occur only with
major gas sales, could add hundreds of

1508

millions barrels of incremental recovery
from the North Slope.

We exclude the aforementioned
resources, both known and unknown,
in order to avoid speculation and to
reduce the uncertainty typically associ-
ated with the commercialization, tim-
ing and magnitude of resource develop
ment. Accordingly, we believe that our

1

current estimates of ultimate recovery
from the North Slope are conservative.

For the production forecasting pro-
cess, we engage a certified petroleum
engineering consultant who performs

2 bottom-up evaluation on each of the
individual fields that yields a forecast
of three types of oil production: (1) oil
thar is currently being produced, (2)

oil production that we expect to realize
from projects currently under develop-
ment and (3) oil production that we
expect to realize from projects under
evaluation. A detailed description of
cach type of production is provided
later in this section. The engineering
consultant employs decline curve analy-
sis, augmented by generally accepted
engineering principles, discussions with
field operators and public and private
information, in order to assemble our
long range production forecast.

Assumptions

We continue to make adjustments to
our production expectations from the
North Slope in this fall 2009 forecast.
As always, we examined reservoir
performance, reviewed the uncertainty
associated with the pace and scope of
development of new fields and new
projects within existing fields and
re-evaluated planned and unplanned
downtime for all fields. Our review
indicates that, with minor exceptions,
and notwithstanding planned and
unplanned surface distuptions, all
reservoirs are performing at or above
expectations. From FY 2009 through
FY 2050, we expect to produce almost

5.3 billion barrels of liquid hydrocar-

bons.

In the next ten years, we anticipate
new developments on state and

federal lands, both of which benefit

the state. Most of the opportunities

to add production from state lands

are from expanded heavy/viscous oil
development (West Sak, Orion, Po-
laris, Schrader Bluff fields), continued
satellite development at Alpine (Fiord,
Fiord-West, Nanuq, Qannik, Alpine
West fields), and new developments at
Oooguruk and Nikaitchuq. Production
from the Oocoguruk field began during
the summer of 2008 and is progress-
ing as expected. The Nikaitchuq field
was sanctioned in early 2008 and
development is underway, with first oil
anticipated at year-end 2010. Although
we forecast expanded development at
West Sak, we have slowed the pace of
heavy oil development there to allow
the operator to fully evaluate technical
and commercial issues associated with
the development. For similar reasons,
heavy oil development at Orion and
Polaris has been slowed. For the Mitne
Point Unit, which includes both the
Kuparuk pool and the heavier Schrader
Bluff pool, we have slowed the pace of
development to allow for reprioritized
spending on infrastructure renewal
projects. We have delayed the devel-
opment of Point Thomson satellites
one year in keeping with our 10-year
development lead time, which may be
conservative. The development of Point
Thomson is based on the most recent
Plan of Development submitted by the
operator. Our review of Alpine satellite
field development yielded expanded
development at Alpine West, the addi-
tion of satellite Fiord West, increased
expectations from Fiord and reduced
expectations from Nanuq. New satellite
Qannik came on production during the
summer of 2008 and is undér contin-
ued development.
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Our forecast includes production

from state lands as well as from federal
lands. From a revenue standpoint, the
State of Alaska benefits in ar least five
ways, albeit to a lesser degree, from
new developments on federal lands: (1)
shared royalties from federal OCS fields
such as Liberty; (2) production taxes
on federal oil produced onshore within
Alaska (NPR-A); (3) increased property
tax on any infrastructure on state lands
required to produce and transport
federal oil; (4) corporate income taxes;
and (5) lower pipeline transportation
tariffs, which increase wellhead prices.
In addition, any oil processed through
the Endicott facility (Liberty field) may
increase net profits payments to the
state. Federal oil produced within the
State of Alaska can return up to 75% of
the revenue generated by oil produced
on state lands. Federal oil produced
from non-state lands provides a revenue
benefit limited ro decreased transpor-

tation tariffs and increased property
taxes.

For the fall forecast we have reevaluated
the scope and pace of development of
projects within the federal NPR-A to
better reflect the timing of competing
projects ac Alpine and to account for
further delineartion drilling and subse-
quent evaluation this winter. The end
resule is a slight delay in development
at known accumulations Spark and
Moose’s Tooth. Liberty development

is underway, with long lead items such
as building the world’s largest land
drilling rig setting the pace. The rate
profile we use for Liberty is adapted
from the plan of development filed
with the Minerals Management Service
and should be considered a base case
scenario with upside potential.

Although we anticipate new develop-
ments from state and federal lands
over the next 10 years to contribure

to overall production and partially
mitigate base decline, we continue to
make near-term adjustments to reflect
ongoing infrastructure renewal proj-
ects. Much of the new production we
forecast relies upon the continued use
of aging wells, flowlines, production
facilicies and pipelines, as does ar least
500,000 barrels per day of existing

preduction.

Crude Qil Production
Forecast

Our three categories of North Slope
production are illustrated in Figures
4-9 and 4-10. We do this so that the
reader will have an understanding
of the uncertainty associated with
the production forecast. We forecast
production of only those fields that
have already been discovered and at
a minimum are being evaluated for
development.

Figure 4-9. Alaska North Slope Production, FY 2000-2009 and Forecasted FY 2010-2019
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Currently 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 include the follow-
ing: well diagnostic and remedial work,
dara acquisition and rate-enhancing
expenditures such as perforarting, acid -
stimulation, wel}l workovers, fracture
treatments, artificial lifr optimization
and production profile optimiza-

tion. This category of production also
presumes continued gas and water
injection for pressure support. Based on
historical forecasting performance, we
assign a 98% confidence level for the
current fiscal year and a 95% confi-
dence level for the second fiscal year
forward.

Currently Under Development

Production characterized as “currently
under development” is based on new
projects either currently funded or
awaiting project sanctioning in the
very near furure. It includes projects
that may be in the design/construction
phase, as well as development drilling
and enhanced oil recovery (miscible or
immiscible injection) projects, cur-
rently funded or underway, but not
included in the “currently producing”
category. It also includes incremental
oil expected from the long-term gas
cap water injection project at Prudhoe
Bay and Endicott which is planned for
2012. Examples of production cur-
rently under development include the
Fiord, Nanuq, Alpine West, Fiord West
and Qannik satellites at Alpine, the
Borealis, Orion and Polaris satellites

at Prudhoe Bay, development drill-

ing at Tarn, Liberty, Oooguruk, and
Nikaitchuq.

WWW. [aX. :&laska. gov

The timing of these projects are often
influenced by budget cycles, work-
ing interest owner approval, available
human resources, equipment procure-
ment, and rig availabilicy. Our subjec-
tive confidence for this category of
production is 85% 10 90%.

Currently Under 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. Examples include heavy oil
development outside of the core or near
core area at West Sak, longer term Orion
drilling, half of all new Schrader Bluft
drilling, long-term production from
Point Thomson and associated satellites,

and pools within the NPR-A.

Figure 4-10. Alaska North Slope Production, FY 2009 and Forecasted FY 2010-2019"

{million barrels per day)
. Currentl Under Under
Fiscal Year Producing Development Evaluation Total ANS
2009 0.692 0.000 0.000 0.692
2010 0.646 0.012 0.000 0.659
2011 0.562 0.060 0.000 0.623
2012 0.504 0.109 0.003 0.617
2013 0.452 0.165 0.607 0.624
2014 0.420 0.201 0.014 0.635
2015 0.385 0.213 0.025 0.623
2016 0.353 0.211 0.041 0.604
2017 0.324 0.214 0.051 0.588
2018 0.298 0.207 0.055 0.561
2019 0.276 0.196 0.052 0.524

() Some of the oil forecasted in the Under Development and Under Evaluation categories are
from new projects in fields currently producing.
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Confidence levels vary for this category
of production. Production from the
known NPR-A fields that are undergo-
ing further delineation and likely will
use the existing Alpine facilitcy mighe
have confidence levels approaching that
of “production under development.”
High cost, scope challenged develop-
ments such as Point Thomson probably
deserve lower confidence, not because
of the lack of reserves, but because of
the uncertainty in the timing of first
production.

As Figure 4-11 shows, by FY 2014
more than one-third of our projected
oil production will come from projects
requiring significant new investment.

Undiscovered Potential

The long-term revenue outlook pub-
lished in chis book is associated with our
forecast of production from oilfields that
have already been discovered. However,
it is important to discuss the potential
for furure production from resources
currently undiscovered.

In April 2009, the U.S. Department of
Energy released an addendum to their
2007 report entitled Alaska North Slope
Oil and Gas: A Promising Future or an
Area in Decline? which assesses the
potential for Alaska to remain a major
producer of oil and gas under different
development scenarios. The report
summarizes near-term potential (2005-
2015) and long-term potential (2015-
2050) mostly under a major natural gas
sales scenario. According to the report,
the North Slope is a relatively young
petroleum province from an exploration
perspective, and may provide oil, and
increasingly more important natural gas,
for years to come.

'The DOE report evaluates geologic and
commercial viability of future oil and
gas production from five areas or prov-
inces: (1) the central Arctic area between
the Colville and Canning Rivers (and
adjacent state waters); (2) the 1002 area
of ANWR; (3) NPR-A; (4) the Beau-
fort Sea OCS and (5) the Chukchi Sea
OCS. Under the most optimistic sce-

Figure 4-11. New Oil as a Percentage of Total Oil (million barrels per day)

Fiscal Year Total New Qil ANS Total Percent New Oil
2010 0.012 0.659 1.9%
2011 0.061 0.623 9.7%
2012 0.113 0.617 18.3%
2013 0.172 0.624 27.6%
2014 0.215 0.635 33.9%
2015 0.238 0.623 38.2%
2016 0.252 0.604 41.6%
2017 0.265 0.588 45.0%
2018 0.262 0.561 46.8%
2019 0.248 0.524 47.3%

nario, DOE reported mean technically
recoverable oil resources of 47.8 billion
barrels and mean technically recoverable
gas resources of 194.9 trillion cubic feet
(TCEF) from these five areas. Figure 4-12
shows the breakout by exploration area.

‘These figures represent the amount of
hydrocarbon resources that are techni-
cally recoverable with today’s technology
assuming that all five areas are open to
development; however, they say nothing
abouct the economic recoverability. DOE
also estimates economically recoverable
reserves from these five areas using a
range of oil and gas prices ($25 to $60
per barrel and $3.13 to $7.50 per thou-
sand cubic feet of gas), and an 8:1 oil-to-
gas price ratio. Using the high oil price
case of $60 per barrel, total economi-
cally recoverable oil for the 2005-2050
time period is estimated at 31 billion
barrels of oil and 135 TCF of gas. Figure

4-13 details the economic recoverable

‘resources by area.

O hutp: fwww.netl.doe.govipublications/press/2008/08002-DOE_Releases_Alaska_Report.huml; heep://www.netl.doe.gov/technologies/oil-gas/publica-

tions/ AEQ/ANS_potential. pdf
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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. The tax on oil
and gas property is the only statewide
property tax. The valuarion procedure
for three distinct classes of propercy—
exploration, production and pipeline
transportation—is described here.

Exploration Property

Value is based on the estimated price
that 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.

The state petroleum property assessor
gathers raw dara for determining
matket value by reviewing the details
of equipment sales in Alaska when
available and reviewing trade journals.
This data is then applied to the taxable
property, taking into account age,
capacity and physical and functional
obsolescence.

Production Property

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

The factor used in the depreciation cal-
culation for the facility typically equals
the years of remaining life divided by
the total life.

Pipeline Transportation

Property

'The full and true value of taxable
pipeline property is determined with
due regard to the economic value of
the property based on the estimated
life of 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 analyze cthe income
method under which the value is the
net present worth of all future income
streams of the pipeline. We primarily
rely on replacement cost new less de-
preciation, based on the economic life

Figure 4-12. Technically Recoverable North Slope Oil and Gas Potential

www, tax.alaska.gov

of the reserves that feed the pipeline.
This is especially useful when rents are
constrained by the regulatory process or
when market rents cannot be obtained
for use in the income method.

Figure 4-14 illustrates the property tax
distribution between local communities
and the state for FY 2009. The proper-
ty value is assessed by the state. 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 tax limitations established in
AS 29.45.080 and AS 29.45.100. The
state’s mill rate is effectively 20 mills
minus the local rate.

Petroleum Corporate

Income Tax

Alaska levies two types of corporate
income tax. This section focuses on the
oil and gas corporate income tax. Fore-
casts and discussion of the corporate
income tax as applied to corporations
other than oil and gas corporations can
be found in the Other Revenue section
of this forecast.

Mean Technically | Mean Technically

Exploration Area Recoverable Oil| Recoverable Gas

(BBO) (TCF)

ANWR 1002 Area 10.3 3.8

Beaufort Sea OCS 6.9 32.1

Chukchi Sea OCS 15.5 60.1
Colville-Canning Area (& adjacent state waters) 4.5 37.5
NPR-A 10.6 61.4

TOTAL 47.8 194.9

Source: U.S. Department of Energy, August 2007; Addendum April 2009.
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Figure 4-13. Economically Recoverable North Slope Oil and Gas Potential

Near Term 2005-2015 Long Term 2015-2050 Total 2005-2050
Exploration Area Qil (BBO) | Gas (TCF) Oil (BBO) Gas (TCF) Oil (BBO) Gas (TCF)
ANWR 1002 Area N.A. N.A. 6.75 2.0+ 6.75 2.0+
Beauforr Sea OCS 0.65 1.0 43 20.0 4.95 21.0
Chukchi Sea OCS NA NA 9.5 50.0 9.5 50.0
Colville-Canning Area .
(& adjacent state waters) 1.1 10.0 2.05 233 3.15 333
NPR-A i1 1.0 5.4 30.0 6.5 31.0
(associated gas)
TOTAL ARCTIC
ALASKA 2.85 12.0 28.0 125.3 30.85 137.3

Source: U.S. Department of Energy, August 2007; addendum April 2009.

Figure 4-14. Distribution of Petroleum Property Tax, FY 2009 ($ million)®

Municipalities Gross Tax| Local Share{ State Share
North Slope 292.8 270.8 22.0
Unorganized ' 76.3 0.0 76.3
Valdez 39.6 39.6 0.0
Kenai 14.1 7.0 7.1
Fairbanks 13.9 9.3 4.6
Anchorage 4.7 3.7 1.1
Other Municipalities @ 0.4 0.2 0.2
Total 441.6 330.5 1112

 Amounts shown here do not include the supplemental property tax roll and as a result may not exactly match darta presented clsewhere in
this forecast.

@ Includes Matanuska-Susitna Borough, Cordova and Whittier.
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An oil and gas corporation’s Alaska
income tax liability depends on the
relative size of its Alaska and worldwide
activities and the corporation’s total
worldwide net earnings. The corpora-
tion’s Alaska taxable 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 produc-
tion 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 recent as FY
1994, the oil and gas corporate income
tax generated a mere $17.8 million. For
the past several years, revenues from
the oil and gas corporate income tax
have benefited from high oil prices and
oil industry profits, generating $492.2
million in FY 2009. This represents

a decrease from the $605.8 million
collected in FY 2008.

Our forecast of oil and gas corporate
income tax collections uses an eco-
nomic model based on the statistical

relationships between historical tax
payments, crude oil prices, North Slope
oil production and refinery margins.
We then adjust for refunds and carry-
forwards which cause actual collections
to differ from estimated payments.

We forecast oil and gas corporate
income tax collections of $470 mil-
lion in FY 2010. We expect moderate
increases in nominal oil prices to result
in corresponding increases in oil and
gas corporate income tax revenue.

Restricted Qil 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 be
deposited into the Alaska Permanent
Fund. With the repeal of HB 11t}
approximately 30% of oil and gas
royalties goes into the principal of the
Alaska Permanent Fund and 0.5% goes
into the Public School Trust Fund.

In addition, AS 37.14.110 requires a
conttibution of 0.5% of all royalties
and bonuses to the Public School Trust

www.tax.alaska.gov
g

Fund. Settlements with, or judgments
against, the oil industry involving tax
and royalty disputes must be deposited
in the Constitutional Budget Reserve

Fund {CBREF).

The state is entitled to 50% of all
bonuses, rents and royalties from

oil development activity in the fed-

eral NPR-A, all of which Hows into

the NPR-A Special Revenue Fund.
Revenue in the fund is available for
appropriation in the form of grants to
municipalities that demonstrate present
or future impact from NPR-A oil de-
velopment. Of the revenue not appro-
priated to the municipalities, 25% goes
to the Permanent Fund, 0.5% goes to
the Public School Trust Fund, and the
rest may be appropriated to the Power
Cost Equalization and Rural Electric
Capitalization Fund. Any remain-

ing revenue after these appropriations
lapses into the General Fund.

Figure 4-15 reflects restricted oil and
gas revenue.

Figure 4-15. Restricted Oil Revenue, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast

Restricted FY 2009 FY 2010 FY 2011
Royalties to Permanent Fund & School Fund

Royalties, Bonuses & Rents to the Permanent Fund 659.8 601.3 672.3

Royalties, Bonuses & Rents to the School Fund 11.0 10.4 11.1
Subtotal 670.8 611.7 683.4
Settlements to CBRF 202.6 440.7 20.0
NPRA Royalties, Rents & Bonuses 14.8 4.9 4.9
Total Restricted §88.2 1,057.3 708.3

1514

Fall 2009 Revenue Sources Book - 43




Revenue Sources Book

Alaska Department of Revenue — Tax Division

EAILL 2009

44 . Fall 2009 Revenue Sources Book
1515




| 5. Other Revenue

Figure 5-1. FY 2009 Other Revenue: $0.9 billion
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(except Federal & Investment)
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Unrestricted: $0.4 billion
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Figure 5-2. Total Other Revenue (except Federal & Investment), FY 2009 and Forecasted FY 2010-2011

($ million)
History Forecast

Unrestricted FY2009  FY2010  FY201l
Taxes 294.7 284.4 298.8
Charges for Services 19.3 20.0 23.2
Fines & Forfeitures 10.5 8.9 8.9
Licenses & Permits 35.5 40.5 38.8
Rents & Royalties 15.6 13.6 14.2
Orther 27.0 21.9 21.9
Total Unrestricted 402.6 389.3 405.8
Restricted

Taxes 155.4 138.9 138.7
Charges for Services 250.9 257.2 258.4 |
Fines & Forfeitures 39.1 36.1 34.9
Licenses & Permits 34.7 39.2 39.5
Rents & Royalties 7.4 9.0 9.6
Other 58.3 108.5 108.5
Total Restricted 545.8 588.9 589.6
Total Other Revenue 948.4 978.2 995.4

General Discussion

This section includes income from
sources other than oil, state investments
and federal receipts including non-oil
taxes, charges for services, fines and
forfeitures, licenses and permits, rents
and royalties and other revenue sources.
These revenue sources are divided
between unrestricted and restricted rev-
enues; the amounts of each are reflected
in Figures 5-2 through 5-8 throughout
this chapter. Restricted revenue includes
money deposited in funds other than
the General Fund, as well as receipts
that are restricted by statute or that the
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legislature customarily appropriates for
a particular purpose or program, such as
sharing of fish tax revenue with munici-

palities.

Taxes
Alcoholic Beverages Tax

Alcoholic beverage taxes are collected
primarily from wholesalers and dis-
tributors of alcoholic beverages sold in
Alaska. The per-gallon tax rates on alco-
holic beverages are $1.07 for beer, $2.50
for wine and $12.80 for liquor. The tax

on beer produced by qualifying small
brewers is $0.35 per gallon. Revenue is
deposited into the General Fund. Fifry
percent of the revenue is deposited into
a subfund of the General Fund, the Al-
cohol and Other Drug Abuse Treatment
and Prevention Fund, and is treated as
restricted in this forecast.

Over the past 10 years, alcohol con-
sumption has grown at an average
annual rate of 0.6% for beer, 4.2% for
wine, and 3.3% for liquor. We forecast
that consumption will continue to grow
at these historical average rates.




www.tax.alaska.gov

Charitable Gaming

Under Alaska law, municipalities and
qualified nonprofit organizations may
conduct certain charitable gaming
activities. The purpose of these activities
is to derive public benefit in the form of
money for the charities and revenues for
the state. The Department of Revenue
collects permit and license fees, a 1% net
proceeds fee and a 3% pull-tab tax. We
forecast that revenues from charitable
gaming activity will decrease slightly in
FY 2010 and remain flat in FY 2011.

Commercial Passenger
Vessel Taxes
In August 2006, Alaska voters approved

an initiative that imposed new taxes and
fees associated with commercial passen-
ger vessels:

* 'The Cruise Ship Passenger Fee is a tax
of $46 on each passenger traveling on
a commercial passenger vessel with
250 or more berths. Revenues are de-
posited into a subfund of the General
Fund, the Commercial Vessel Passen-
ger Tax Account. Five dollars of the
tax is distributed to each of the first
five ports of call, and an additional
25% of the tax is designated for other
local governments impacted by the
cruise ship industry via the Regional
Cruise Ship Impact Fund. The entire
passenger fee is considered restricted
for purposes of this forecast. Based on
company announcements, we forecast
passenger counts, and therefore tax
collections, to decline for both FY
2010 and FY 2011. There may be
some growth in FY 2012.

* The Ocean Ranger Fee is an addi-
tional per-berth fee of $4 to operate
the Ocean Ranger program, which
provides for independent observ-
ers of engineering, sanitation and
health practices. This fee is consid-
ered restricted and is included in the
Charges for Services section of this
forecast.
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* The Large Passenger Vessel Gambling
Tax is a tax of 33% on the adjusted
gross income from gaming or gam-
bling activities aboard large passenger
vessels in the state. Revenue goes into
a subfund the General Fund and is
considered restricted for purposes of
this forecast. We expect revenue to
decline to $5.7 million in FY 2010
from $6.3 million in FY 2009.

* The Alaska corporate income tax now
applies to large commercial passenger
vessels. The effects of this provision
are included in our forecast of corpo-
rate income taxes.

* There are new penalties for false
reporting, violating environmen-
tal regulations and failing to make
proper disclosures on promotions and
shore side activity sales. Any revenue
from these provisions is included in
the Fines and Forfeitures section of
this forecast.

Corporate Income Tax

Alaska levies two types of corporate
income tax: 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 Revenue section of this forecast.

Alaska levies the corporate income tax
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 rate of 9.4%
applies to taxable income over $90,000.
S-Corporations and LLCs that file feder-
ally as partnerships are generally exempt
from corporate income tax. Corpora-
tions compute their tax liability based
on federal taxable income with Alaska
adjustments. Corporations other than
oil and gas corporations apportion their

income to Alaska by using a three-factor
apportionment based on sales, property
and payroll. Alaska taxable income is
determined by applying the apportion-
ment factor to the corporation’s modi-
fied federal taxable income.

We produce our forecast of non-petro-
leum corporate income tax collections
by using two economic models: one for
the largest sector in terms of collections
{(mining) and one for all other sectors.

The mining sector model is based on the
statistical relationship between histori-
cal tax payments, corporate profits and
zine prices. Zinc prices are used because
zinc accounts for over half of Alaska
minerals production. The model for

all sectors other than mining is based

on the statistical relationship between
historical tax payments, corporate profits
and crude oil prices. Crude oil prices are
used because the price of oil influences
company profitability in many eco-
nomic sectors in Alaska. After forecast-
ing estimated payments, we then adjust
for refunds, carry-forwards and other
payments that cause actual collections to
differ from estimated payments.

Over the past few years, income tax
revenue from cotporations other than oil
and gas corporations has been above the
historical average. In FY 2009, revenue
was $120.9 million, the fourth consecu-
tive year of collection over $100 million.
Looking forward, collections will be
lower because of the economic down-
turn as well as lower prices for Alaska’s
oil and minerals. The first half of FY
2010 appears weak and collections are
expected to total $86.6 million for the
year. In FY 2011 we expect that collec-
tions will be $89 million — about $32
million less than FY 2009. .
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Electric Cooperative and
Telephone Cooperative Taxes

The electric cooperative tax is based on
kilowatt hours furnished by qualified
electric cooperatives recognized under
Ticle 10 of the Alaska Statutes. The
telephone cooperative tax is levied on
gross revenue of qualified telephone
cooperatives under Title 10. Revenue
from cooperatives located in municipali-
ties is treated as restricted revenue in this
forecast because it is shared 100% wich
the municipalities. The small amount

of revenue collected from cooperatives
outside municipalities is retained by the
state. We forecast that revenues from the
electric and telephone cooperative taxes
will grow according to the overall rate of
inflation.

Estate Tax

The estate tax is levied on the transfer
of an estate upon death. The Alaska
estate tax is tied to the federal tax, with
the amount of the state tax equaling
the maximum state credirt allowed on
the estate’s fedecal 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. The federal estate tax changes that
caused the state tax to phase out are cur-
rently scheduled to sunset after Decem-
ber 31, 2010. Assuming the tax changes
sunset as scheduled, Alaska will begin to
receive revenue from the estate tax again

in FY 2012,

Fisheries Business Tax

The fisheries business tax is levied on
businesses that process fisheries resources
in or export fisheries resources from
Alaska. Although the tax usually is levied
on the act of processing, the tax is often
referred to as a “raw fish tax” because it
is based on the value of the raw fishery
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resource. Tax rates vary from 1% to 5%,
depending on whether a fishery resource
is classified as “established” or “devel-
oping,” and whether it was processed

by a shore-based or Hoating processor.
Revenue from the tax is deposited in

the General Fund. Fifty percent of the
revenue {before credits) is shared to
qualified municipalities and is treated as
restricted in this forecast.

We forecast fisheries business tax rev-
enues based on estimated taxable values
of the major fisheties in the state and
historical effective tax rates. Fisheries
business tax revenue retained by the
state is reduced by a forecast of tax cred-
its, including Salmon Product Develop-
ment credits, which apply only to the
state portion of the tax.

Fishery Resource Landing
Tax

The fishery resource landing tax is levied
on fishery resources processed outside of
and first landed in Alaska, and is based
on the unprocessed statewide average
price of the resource. The tax is collected
primatily 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. The tax rates vary from 1%
to 3%, based on whether the resource

is classified as “established” or “develop-
ing.” All revenue derived from the tax

is deposited in the General Fund. Fifty
percent of the revenue (before credits) is
shared to qualified municipalities, and is
treated as restricted in this forecast.

We forecast fisheries resource landing
tax revenues based on estimared taxable
values of the major fisheries in the state
and historical effective tax rates. Fisher-
ies resource landing tax revenue retained
by the state is reduced by a forecast of
tax credits which apply only to the state’s
share of the tax.

Insurance Premium Tax

{nsurance companies in Alaska pay

an insurance premium tax instead of
corporate income tax, sales or other
excise taxes. Revenue is deposited into
the General Fund, and for most types of
insurance, the tax is treated as unre-
stricted revenue. Insurance premium
taxes on worker’s compensation insur-
ance are deposited into a subfund of the
General Fund, the Workers Safery and
Compensation Fund, and are reflected
as restricted in this forecast. The re-
stricted component also includes service
fees paid into the Workers Safety and
Compensation Fund by employers who
are uninsured or self-insured.

We forecast insurance premium tax
revenues based on estimates provided by
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.

Mining License Tax

The mining license rax is a rax ranging
from 0% to 7% on the net income of all
mining operations in the state. Except
for sand and gravel operations, new
mining operations are exempt from the
mining license tax for a period of 3%
years after production begins.

Our forecast is produced using a
bottom-up approach that estimates tax
payments for each of the major mines
in the state based on expected minerals
prices and production.

Mining license tax revenues were $15.5
million in FY 2009, a dramatic de-
crease from $54.4 million in FY 2008.
However, prices for many minerals have
climbed recently. In particular, zinc
prices have stabilized and are likely to
increase as the global demand returns.




(Zinc prices are particularly important
because zinc accounts for more than
half of Alaska’s non-petroleum mineral
production).

Based on expectations of higher profits
at Alaska’s mines, we forecast mining
license tax revenues will increase from
what was collected in FY 2009. We fore-
see an increase to over $29 million in FY
2010 followed by collections of more
than $28 million by FY 2011.

Motor Fuel Tax

The motor fuel tax is imposed on all
motor fuel sold, transferred or used
within Alaska. Per gallon rates are 8
cents for highway use, 5 cents for ma-
rine fuel, 4.7 cents for aviation gasoline,
3.2 cents for jet fuel, and 8 cents or 2
cents for gasohol, depending on the sea-
son, location and EPA mandate. Motor
fuel taxes are collected primarily from
wholesalers and distributors licensed as
qualified dealers. Various uses of fuel are
exempt from tax, including fuel used for
heating or flights to or from a foreign
country. Although the statutes state

that the legislature may appropriate the
revenue for specific purposes, including
highway construction and maintenance
and water and harbor facilities, all motor
fuel tax receipts are paid into the general
} fund and are treated as unrestricted for
purposes of this forecast. Sixty percent
of the taxes atuributed o aviation fuel
sales at municipal airports are shared
with the respective municipalities, and

\ are treated as restricted for the purposes
of this forecast.

A temporary suspension of the motor
fuel tax took effect September 1, 2008
and ended August 31, 2009. Therefore,
FY 2009 included only two months of
motor fuel tax collections and FY 2010
will include ten months of collections.

We forecast mortor fuel tax revenue
based on Energy Information Agency
projections for U.S. motor fuel con-
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sumption growth, with adjustments for
the temporary tax suspension.

Tire Fee

The 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 $5
fee per tire on all new tires with heavy
studs sold in Alaska, and a $5 fee per tire
on the installation of heavy studs on a
previously un-studded tire.

We forecast tire fee revenue based on the
expected number of vehicle registrations
in the state.

Seafood Assessments

and Taxes

The Department of Revenue administers
five different programs that raise money
through seafood assessments and taxes.
The rates for these assessments and taxes
are determined by a vote of the appro-
priate association within the seafood
industry, by members of the Alaska
Seafood Marketing Institute, or by the
Department of Revenue.

‘'The five programs are the following:

* 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.

* The regional seafood development
tax, which is levied on the value of
fishery resources in a designated man-
agement area.

* The salmon enhancement tax, which
is levied on salmon sold or exported
from designated aquaculture regions.

www. tax.alaska.gov

+ The cost recovery fisheries assessment,
a new program authorized in 2006.
This program allows hatcheries to
establish a common property fishery
and recoup costs through an assess-
ment on fishery resources taken in
the terminal harvest area. So far, no
hatcheries have elected to use this
program as a funding source.

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
and development of the industry.

We forecast revenue for seafood assess-
ments and taxes based on the estimated
taxable value of the relevant seafood
income..

Tobacco Tax

'The tobacco tax is levied on cigarettes
and tobacco products sold, imported or
transferred into Alaska. Tobacco taxes
are collected primarily from licensed
wholesalers and distributors. There are
two components to the tobacco tax:

the cigarette tax and the other tobacco
products tax.

'The tax rate on cigarettes has been $2.00
per pack since July 1, 2007. Of the
cigarette tax, $0.76 per pack is deposited
into the School Fund, and is consid-
ered restricted 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. Of the
General Fund portion, 8.9% is depos-
ited into a subfund of the General Fund,
the Tobacco Use Education and Cessa-
tion Fund, and is treated as restricted in
this forecast.

We forecast cigarette tax revenue based
on projected average consumption
declines of 4% annually.
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The tax rate on other tobacco products,  year average rate of over 7% annually, Vehicle Rental Tax

su(;h asfmtfars la:nii;cwtflg mb:‘.:cc:i = Our forecast for both cigarertes and ‘The vehicle rental tax is a 10% tax on
.7210 > f v (t)h Ge pﬂj ;n (115 PO other tobacco products includes an most passenger vehicle rentals of 90

fted entirety in the Lseneral Fund. adjustment for the demand response to days or less, and a 3% tax on rentals of
We forecast that moderate increases in increased federal excise taxes on tobacco  recreational vehicles for 90 days or less.

wholesale prices and consumption will that took effect April 1, 2009,
result in other tobacco products tax rev-
enue continuing to increase at the 10-

Figure 5-3. Other Taxes, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast
Unrestricted FY 2009 FY 2010 FY 2011
Excise Tax
Alcoholic Beverage 19.5 19.0 19.5
Tobacco Products — Cigarettes , 36.4 32.9 31.6
Tobacco Products — Other | 10.2 10.6 11.5
Electric & Telephone Cooperative 0.1 0.1 0.1
Insurance Premium 45.5 43.9 43.0
Motor Fuel Tax 10.1 30.0 40.3
Tire Fee 1.5 1.5 1.5
Vehicle Rental 8.0 8.1 8.4
Subtotal 131.3 146.1 155.9
Corporate Income Tax (non oil and gas) 120.9 86.6 89.1
Fish Tax
Fisheries Business 19.3 15.1 16.4
Fishery Resource Landing 47 4.7 6.1
Subtotal : 24.0 19.8 22,5
Other Tax
Charitable Gaming 2.8 27 2.7
Estate 0.2 0.0 0.0
Mining License 15.5 29.2 28.6
Subtotal : 18.5 31.9 313
Total Unrestricted Taxes 294.7 284.4 298.8
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Figure 5-3. Continued

History Forecast
Restricted FY 2009 FY 2010 FY 2011
Excise Tax
Alcoholic Beverage (alcohol & drug treatment) 19.0 19.0 19.5
Insurance Premium/Other (worker’s safety 8 compensation)}!” 6.8 6.2 5.6
Electric & Telephone Cooperative (municipal share) 4.0 4.1 4.2
Tobacco — Cigarettes (school fund) 23.1 22.1 21.2
Tobacco — Cigarettes (tobacco use cessation) 3.4 3.2 3.1
Motor Fuel Tax — Aviation (municipal share) 0.1 0.1 0.1
Subtotal 56.4 54.7 53.7
Fish Tax
Fisheries Business (municipal share) 229 17.6 18.9
Fishery Resource Landing (municipal share) 6.3 5.3 0.7
Salmon Enhancement (Aquaculture Association share) 5.8 5.5 5.1
Seafood Development (qualifying regional associations) 1.4 1.4 1.2
Seafood Marketing Assessment 8.9 7.1 8.0
Dive Fishery Management Assessment 0.4 0.4 0.4
Subtotal 45.7 37.3 40.3
Other Taxes & Fees
Cruisé Ship Passenger Fee (State Share) 249 21.9 20.9
Cruise Ship Passenger Fee (Municipal & Region Share) 9.9 9.0 8.5
Cruise ship Passenger Fee (regional cruise ship impact fund) 11.6 10.3 9.8
Large Passenger Vessel Gambling 6.3 5.7 5.5
Settlements to CBRF {non-petroleum) 0.6 0.0 0.0
Subtotal 53.3 46.9 44.7
Total Restricted Taxes 155.4 138.9 1387
Grand Total 450.1 423.3 437.5

@ 1n addition to the worker's compensation insurance premiums for the Insurance Premium Tax, this amount also includes

services fees from employers who are self-insured.
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'The vehicle rental tax provisions became
effective January 1, 2004.

We forecast that vehicle rental tax
revenue will remain essentially flat in FY
2010 due to the economic downrurn
then increase with the overall rate of
inflation.

Charges for Services

The charges for services caregory in-
cludes fees and other program charges
for state services. Revenues reported in
this category do not include all charges
for state services—just those that do
not fit into other categories in this
report.

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 catego-
ries “General Government,” “Natural
Resources” and “Other.” Our forecast
for these categories is based on fiscal
year-to-date collections and histori-

cal averages. The largest categories of
charges for services are listed separately
and are discussed below.

Marine Highway Fund

The Alaska Marine Highway Fund is

a subfund of the General Fund and
receives revenue from state ferry system
operations. The legislature has discre-
tion over how the revenue is allocated.
Because revenue is customarily ap-
propriated for Alaska Marine High-
way operations, they are considered
restricted for this forecast. We forecast
Marine Highway Fund receipts based
on revenue expectations in the Alaska
Marine Highway System business plan.
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Commercial Passenger Vessel
Fees

Commercial passenger vessel fees paid
into the Environmental Compliance
Fund come from two sources: ocean
ranger fees and environmental compli-
ance fees. All fees paid into the fund

are considered restricted for purposes of
this forecast. We forecast receipts based
on passenger count estimates that are
consistent with our Commercial Pas-
senger Vessel tax forecast.

‘The Ocean Ranger Fee is a per-berth
fee of $4 thar applies to commercial
passenger vessels with 250 or more
berths. The fee is levied to support
the Ocean Ranger Program, which
provides for independent observers
of engineering, sanitation and health
practices aboard the vessels. This fee
was imposed as part of an initiative
passed by voters in August 2006, and
is covered in more detail in the Taxes
section of this chapter.

Environmental compliance fees are
levied on commercial passenger vessels
with over 50 berths. Fees range from
$75 1o $3,750 per vessel based on the
number of berths, and funds are used
to support environmental compliance
programs.

Program Receipts
Under AS 37.05.142 — 37.05.146,

receipts from authorized state pro-
grams are accounted for separately and
appropriated 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 else-
where in this forecast or because they
do not generate revenue available for
general appropriartion,

We forecast program receipt revenues

based on discussions with the Gover-
nor's Office of Management and Bud-
get and analysis of the most recent bud-
get expectations for these categories.

Program receipts listed in this section are

* Receipt supported services, which
includes state services such as Pioneers
homes and occupational licensing rhat
are funded by program receipts. Some
seafood assessments are included in

this category.

» Staturtorily designated program re-
ceipts, which include money received
from sources other than the state or
federal government and restricted by
the terms of a gift, grant, bequest or
contract.

s Regulatory Commission of Alaska
{RCA) receipts, which are regulatory
cost charges and user fees levied on
utilities and pipelines to fund costs of
regulation.

» Test fisheries receipts, generated by
the Department of Fish and Game
from selling fish caughrt during testing
the commercial viability of fisheries.

+ Timber sale receipts, which are used
to fund the timber disposal program
of the Department of Natural Re-

SOUrces.

* il and Gas Conservation Com-
mission receipts, which are fees and
charges for regulation of oil and gas
wells and pipelines.

* Business license fees collected by the
Department of Commerce, Commu-
nity and Economic Development.
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Figure 5-4. Charges for Services, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast
Unrestricted FY 2009 FY 2010 FY 2011
General Government 8.8 9.5 12.7
Natural Resources 2.0 2.0 2.0
Other 8.5 8.5 8.5
Total Unrestricted 19.3 20.0 23.2
Restricted
General Government 17.0 5.7 5.7
Natural Resources 0.5 0.5 0.5
Cruise Ship Ranger Fee 3.9 3.6 3.4
Environmental Compliance Fees 1.2 1.0 1.0
Marine Highway Receipts 46.2 51.1 52.5
Receipt Supported Services 124.7 107.0 107.0
Statutorily Designated 33.2 64.9 64.9
RCA Receipts 9.1 9.7 9.7
Test Fisheries Receipts 1.0 25 2.5
! Timber Sale Receipts 0.6 0.8 0.8
Oil & Gas Conservation 4.6 5.5 5.5
DCCED Business Licenses 8.9 49 4.9
Total Restricted 250.9 257.2 258.4
Grand Total 270.2 277.2 281.6
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Figure 5-5. Fines & Forfeitures, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast

Unrestricted FY 2009 FY 2010 FY 2011
Fines & Forfeitures 10.5 8.9 8.9
Total Unrestricted 10.5 8.9 8.9
Restricted

Tobacco Settlement (North Tobacco Securitization Corporation) 29.8 27.7 26.7
Tobacco Settlement (Tobacco Use Education & Cessation Fund) 7.5 6.9 6.7
Other 1.8 1.5 1.5
Total Restricted 39.1 36.1 34.9
Grand Total 45.0 43.8

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 the multi-state tobacco settlement.
Other sources are forecast based on fiscal
year-to-date collections and historical
averages.

Tobacco Settlement

The tobacco Master Settlement Agtee-
ment was signed by 46 states (includ-
ing Alaska) in November 1998 and
dictates annual payments to each of the
states. All tobacco settlement revenue

is considered restricted for purposes

of this forecast. Eighty percent of the
settlement revenue is earmarked for the
Northern Tobacco Securitization Corpo-
ration for payments on bonds that were
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.

54 - Other Revenue
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Tobacco settlement payments are based
on a complex formula that takes into ac-
count several factors including declines
in cigarette consumption, inflation and
certain adjustments for litigation ex-
penses and market share losses related to
the settlement. We forecast that cigarette

consumption will decline at an annual
rate of 4% and inflation will be 2.75%.

Licenses and Permits

Licenses and permits represent govern-
ment revenue derived from charges for
participating in activities regulated by
the state. The majority of the receipts
under this caregory are from motor vehi-
cle registration and fishing and hunting
license fees. Alcoholic beverage license
fees are also forecast separately. There are
several other small license and permit
fees which 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 biennjal
license fees collected within municipali-
ties, excluding annual wholesale fees and
biennial wholesale license fees, is shared
with the municipalities and treated as re-
stricted for purposes of this forecast. We
forecast little change in revenue because
alcoholic beverage license issuance is
limited based on population.

Fishing and Hunting
License Fees

Fishing and hunting licenses are issued
by the Alaska Department of Fish and
Game for participation in various fish-
ing, hunting and related activities. The
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. We forecast
fishing and hunting license fee revenue
based on expectations of the Alaska
Department of Fish and Game.
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Motor Vehicle Registration Fees

Motor vehicle registration fees are col-
lected by the Division of Motor Vehicles
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. We forecast
motor vehicle registration fee revenue
based on expectations of the Division of
Motor Vehicles.

Rents and Royalties

Rents and royalties from sources other
than oil and gas fall into two categeories:
mining rents and royalties and other
non-petroleum rents and royalties.

All rents and royalties from oil and gas
are reported in the Oil Revenue section
of this forecast.

Mining Rents and Royalites

As with oil and gas production, the state
earns revenue from other mineral pro-
duction that occurs on state lands leased
for exploration and development. As the
landowner, the state earns revenue from
leases as (1) upfront bonuses, (2) annual
rent charges and (3) as a retained royalty
interest in minerals production.

Until October 2008, only 25% of the
rents and royalties were deposited in
the Permanent Fund and 0.5% to the
School Fund. With the repeal of House
Bill 11 last year, the amount rose to
50% for leases issued after December
1979. The amound deposited into the
School Fund remains unchanged. See
the Executive Summary section for a
more complete discussion of HB 11.

We forecast mining rents and royalties
based on expected changes in minerals

prices as well as mine-specific forecasts
for large mines on state land.

Other Non-Petroleum Rents
and Royalties

The state receives revenue from the leas-
ing, rental and sale of state land. While
all of these revenues are deposited into
the General Fund, some are deposited in
subfunds of the General Fund and are
treated as restricted for purposes of this
forecast. This category includes revenues
from leasing, rental and sale of state land
that do not fall into the oil and gas or
mining royalties categories. We forecast
other non-petroleum rents and royalties
based on analysis of fiscal year-to-date
and historical collections.

Figure 5-6. Licenses & Permits, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast

Unrestricted FY 2009 FY 2010 FY 2011
Alcoholic Beverage Licenses 1.0 1.0 1.0
Moror Vehicles 33.5 38.0 36.3
Other Fees 1.0 1.5 1.5
Total Unrestricted 35.5 40.5 38.8
Restricted
Hunting & Fishing

Hunting & Fishing Fees (Fish & Game Fund) 29.1 33.5 33.8

Sanctuary Fees (Fish & Game Fund) 0.3 0.3 0.3
Subtotal 29.4 33.8 34.1
Orther Fees 4.5 4.5 4.5
Alcoholic Beverage License (municipal share) 0.8 0.9 0.9
Subtotal 5.3 5.4 5.4
Total Restricted 347 39.2 39.5
Grand Total 70.2 79.7 78.3
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Other

This category includes unclaimed
property transfers, transfers to the state
from component organizations and
miscellaneous revenues. Miscellaneous
revenues, which include contributions
to the state and other revenues, are
projected based on analysis of fiscal
year-to-date and historical collections.
Unclaimed property and transfers from
component organizations are discussed
below.

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, the owner
has not cashed a property check, or

an account has not had any owner-

initiated activity for at least three years.

Unclaimed property may include
checking accounts, customer deposits
and over-payments, gift cerrificates,
unpaid wages, and security related ac-

counts. The state holds the property in
trust until the owner or his or her legal
heir claims it. Each year the unclaimed
property trust account is evaluated and
the excess of the working trust balance
is transferred to the General Fund.

A $3.8 million transfer was processed
during FY 2009. Transfers in FY 2010
and following years are expected to

be $4.0 million per year. We forecast
unclaimed property revenue based on
estimates prepared by the Unclaimed
Property Group of the Department of
Revenue.

Figure 5-7. Rents & Royalties, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast

Unrestricted FY 2009 FY 2010 FY 2011
Mining Rents and Royalties 7.4 7.4 8.0
Other Non-Petroleum Rents and Royalties 8.2 6.2 6.2
Total Unrestricted 15.6 13.6 14.2
Restricted

Mining Rents and Royalties 33 3.3 3.9
Other Non-Petroleum Rents and Royalties 4.1 5.7 5.7
Total Restricted 7.4 9.0 9.6
Grand Total 23.0 22.6 23.8

56 - Other Revenue
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Transfers from Component
Organizations

Each year, the state receives money in
the form of transfers from component
organizations, such as the Alaska Hous-
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 2009 are reflect-
ed in draft tables from the Comprehen-
sive Annual Financial Report. Forecasts
for FY 2010 and FY 2011 transfers are
based on discussions with the 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 under this category may
differ from those presented in the Public
Corporations & University of Alaska
section for two reasons: (1} amounts in
this section account differently for funds
paid over time for multi-year capital
projects; and (2) amounts in this section
include funds that are transferred to

the state and then appropriated to the
component unit for operations.

Figure 5-8. Other Revenue, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast

Unrestricted FY 2009 FY 2010 FY 2011
Miscellaneous 23.2 17.9 17.9
Unclaimed Property 3.8 4.0 4.0
Total Unrestricted 27.0 21.9 21.9
Restricted

Alaska Housing Finance Corporation 12.4 62.5 62.5
Alaska Industrial Development & Export Authority 5.8 22.7 22.7
Alaska Municipal Bond Bank Authority 0.5 0.8 0.8
Alaska Student Loan Corporation 7.5 0.0 0.0
Alaska Energy Authority 0.0 0.0 0.0
Miscellaneous ¥ 32.1 225 225
Total Restricted 58.3 108.5 108.5

Grand Total

85.3 130.4 130.4

" Revenue shown under account codes for “other” or “contributions” in the Alaska Stare Accounting System for General Fund subfunds

and special revenue funds.
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6. Federal Revenue

Figure 6-1. FY 2009 Federal Revenue: $2.1 billion
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Figure 6-2. Total Federal Revenue to the State, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast
Unrestricted FY2009  FY2010  FY 2011
Federal Receipts 0.0 0.0 0.0
Restricted
Federal Receipts 2,088.4 2,916.7 2,916.7
Grand Total 2,088.4 2,916.7 2,916.7

General Discussion

The federal government continues to
play a significant role in Alaska’s econ-
omy. In Federal Fiscal Year (FFY) 2008
the federal government spent $9.4
billion in total direct expenditures in
Alaska.” The majority of that spending
came from the activities of various fed-
eral agencies, including defense spend-
ing, procurement contracts, retirement
and disability payments, wages, loans
and grants. Another $1.3 billion was
spent on other federal assistance, such
as loan guarantees and insurance.

Alaska has historically ranked first in
per capita federal spending, however,
increased federal expenditures to Loui-
siana and Mississippi after Hurricane
Katrina and Rita in FFY 2006 dropped
Alaska to third place. In FFY 2007,
Alaska moved up, ranking second only

to Virginia. Maryland surpassed Alaska
in per capita spending in FFY 2008

to put Alaska in third place out of all
states again (see Figure 6-3). Histori-
cally, federal spending in Alaska has
grown faster than total U.S. spending.
However, for FFY 2007, federal direct
expenditures in Alaska increased by
only 1.4% from FFY 2006, while total
U.S. federal expenditures increased

by 4.4%. Federal spending grew at

a slower rate in Alaska again in FFY
2008 with an increase of 0.5% in direct
federal expenditures while overall fed-
eral spending increased 9.2%. In FFY
2005, the latest year for which data

is available, Alaska received $1.84 for
every dollar paid in federal raxes,.?

Among federal agencies, the Depart-
ment of Defense spends the most in

Alaska, followed by the Department of
Health and Human Services. Together,
these two departments account for
53% of all federal direct spending in
the state. Not surprisingly, a large por-
tion of federal money flows into Alaska
through salaries of federal employees.
However, 299 of all federal direct
spending comes in the form of grants,
mostly to state and municipal govern-
ments, and to nonprofit organizations.

In FY 2009, the State of Alaska re-
ceived and spent nearly $2.1 billion

in federal funds. This federal funding

is generally restricted to specific uses
such as road improvements, Medicaid
payments and aid to schools. Poten-
tial changes to federal law, differing
federal and state fiscal years and varying
numbers of eligible Alaskans in certain

' U.S. Census Bureau Consolidared Federal Funds Report for FFY 2008, U.S. Department of Commerce. http:/fharvester.census.gov/cffr.
@ Tax Foundation’s “Federal Spending in Each State per Dollar of Federal Taxes,” www.taxfoundation.org/research/show/266.heml,

G0 - Federal Revenue
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Figure 6-3. FFY 2008 Federal Spending per Capita, Top Six States
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programs make forecasting federal rev-
enue difhcult. The estimates we present
for FY 2010 and FY 2011 are from the
Ofhice of Management and Budget and
are based on state agency projections of
potential federal revenues.

In FY 2010, the budgeted amount of
federal funds is $2.9 billion. In FY
2009, the American Recovery and Re-
investment Act of 2009 played a critical
part in the overall level of federal fund-
ing in the state budget. Approximartely
$846.8 million or 24% of all federal
funds, came as a result of ARRA. In

EFY 2010, the overall role of ARRA was
significantly reduced, with a total of
$174.6 million which represents 6% of
all federal funds. Most federal funding
requires state matching money. The
budgeted state match and the top three
budgeted categories for federal spend-
ing in Alaska for FY 2009 and FY 2010
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are included in Figure 6-5.

[t is important to note that the state
routinely budgets for federal funds

in excess of expected allotments. The
legistature 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 of 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.
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Figure 6-4. Total Federal Spending in Alaska, FFY 2008

By Distributing By Appropriation
Agency Category
$ Million Percent £ Million Percent
Defense 3,628.6 399% Grants 2,701.6 29%
Health & Human Services 1,359.3 14% Salaries 8¢ Wages 2,479.9 26%
Social Security 844.5 9% Procurement 2,205.6 23%
Other Agencies 3,590.4 38% Retirement & Disabilicy 1,372.6 15%
Orther Direct Payments 662.9 7%
Total 9,422.7 100% Total 9,422.7 100%
Figute 6-5. Federal Spending, FY 2009 and Forecasted FY 2010-2011 ($ million)
History Budgeted  Budgeted
FY 2009 FY 2010 FY 2011
State Match Requirement
Operating Budget 405.4 389.1 389.1
Capital Budget 53.7 40.7 40.7
Total 459.2 429.9 4299
Top Spending Categories
Transporration Projects 886.7 748.4 748.4
Medicaid 770.4 795.0 795.0
Education (K-12, University of Alaska) 599.1 376.5 376.5
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7. Investment Revenue

Figure 7-1. FY 2009 Investment Net Revenue: ($6.6 billion)
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Figure 7-2. Total Investment Revenue, FY 2009 and Forecasted FY 2010-2011 ($ million)

History Forecast

Unrestricted FY 2009 FY 2010 FY 2011
[avestments 247 4 219.7 181.8
[nterest Paid by Others 0.2 1.4 1.4
Total Unrestricted 247.6 221.1 183.2
Restricted

Investments 57.1 51.7 45.5
Constitutional Budget Reserve Fund (526.6) 968.2 578.5
Other Treasury Managed Funds (30.6) 49.9 26.3
Alaska Permanent Fund (6,394.4) 2,237.6 2,602.5
Total Restricted (6,894.5) 3,307.3 3,252.8
Grand Total (6,646.9) 3,528.4 3,436.0

' Governmental Accounting Standards Board (GASB) principles require the recognition of changes in the value of
investments as income or losses ar the end of each trading day, whether the investment is actually sold or not.

Investment Forecast

To forecast investment revenue for

the current fiscal year—FY 2010—we
combine actual performance through
September 30, 2009, with a projection
for the remainder of the year. Forecasts
and estimated capital market median
returns are based on information sup-
plied by the state’s investment consul-
tant, Callan Associates Inc., and their

5-year capital market estimated returns.

64 - Investment Revenue
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Unrestricted
Investment Revenue

Unrestricted investment revenue is
earned on the General Fund non-
segregated investments managed by
the Treasury Division. Interest Paid by
Others is interest received by the state
other than on its investments. Oil and
gas royalty interest, production tax
interest, and corporate income tax in-
terest are included in the Oil Revenue
section of this forecast.

Restricted Investment
Revenue

Restricted investment revenue consists
of earnings from governmental funds,
the Constitutional Budget Reserve
Fund (CBRF), other Treasury-managed
governmental funds and the Alaska

Permanent Fund.
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Figure 7-3. Callan Associates Inc.’s 5-year Capital Market Estimated Returns, as of September 30, 2009

%/ Year
Asset Class Benchmark for Assct Class ;ﬁg::ﬁ:::; Exgectcd
Risk"

Equities
U.S. Broad Callan Associates Inc. (CAI) Broad 9.480% 16.40%
U.S. Large Cap Standard and Poors (S&F) 500 9.22% 15.25%
U.S. Small Cap Russell 2000 Index 10.04% 22.60%
International Equity Morgan Stanley Capital International EAFE 9.25% 19.30%
Emerging Markets Equity Morgan Stanley Capital International

Emerging Markets 10.12% 27.00%
Fixed Income
Domestic Broad Market Lehman Brothers Aggregate 5.24% 5.00%
Domestic Short Term {cash equivalent) | Three-Month U.S. Treasury Bill 3.03% 0.80%
Domestic Intermediate Merrill Lynch 1- to 5-Year Goverment 4.02% 3.00%
International Salomon Brothers Non-U.S. Government 4.82% 9.60%
US TiPS Lehman Brothers US TIPS Index 4.82% 6.00%
High Yield Merrill Lynch US High Yield Master II

Constrained 7.02% 11.70%
Other
Real Estate CRES 7.60% 16.10%
Private Equity CPIL + 5% 11.54% 37.00%
Absolute Return 91 Day T-Bill + 5% 6.93% 10.00%
Lazard Emerging Income Plus 1 Month Libor + 500 Basis Points 9.29% 10.00%
Conservative Aggregate 90% Lehman Aggregate / 10% Lehman

Treasury Index 5.01% 5.05%
Inflation CPI-U 2.75% 1.40%

" The continued volatility in the world’s financial markets makes focus on the “Expected Risk” column (far right in the table above) particularly
appropriate. The numbers in the Expected Risk column represent a staristical measure called standard deviation, which is the most commeonly used
measure of risk in the investment world. The standard deviation is a measure of the dispersion of data around its mean. The analyst can use this mea-
sure of dispersion to provide a range of possible outcomes at any desired level of confdence. In the data in this table, the level of confidence is set at
67% or 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 of 5.24% and an expected risk for that asset class of 5.0%. That means Callan is forecasting
that two-thirds of the time the annual return for the domestic broad fixed-income asset class will fall berween 0.24% (the median expected average
annual return of 5.24% minus the expected risk of 5.0%) and 10.24% (the median expected return plus the expected risk). A prediction at 95%
confidence would run from -4.76% to 15.249%, roo broad a range to be useful. The probability that a particular asset class or portfolio will have a
negative return over a given period of tme is another way to reflect the riskiness of that asser class or portfolio.
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Figure 7-4. Investment Revenue Summary, FY 2009 and Forecasted FY 2010-2011 ($ million)

Asset Allocation
Treasury Pool Percent Allocation Performance Benchmark
Short-term, Fixed-income Pool 43% Three-month U.S. Treasury Bill
Intermediate-term, Fixed-income Pool 57% Meml.l Lynch 1-to 5-year govern-
ment index

Alaska Student Loan Corporation note 0%
Investment Balance September 30, 2009 $6,300.1
Projected Annual Rate of Return 3.6%
Probability of Negative Return Over 1 Year 2.5%
Actual Total Investment Income, FY 2008 275.4
Actual Total Investment Income, FY 2009 304.5
Projected Total Investment Income, FY 2010 271.4

History Forecast

FY 2009 FY 2010 FY 2011
Investment Revenue Unrestricted 247.4 219.7 181.8
Investment Revenue Restricted® 57.1 51.7 45.5
Total 304.5 271.4 227.3

U Includes subfunds of the General Fund.

66 - Investment Revenue

1537




Figure 7-5. Constitutional Budget Reserve Fund Cash Flows Investment Revenue Summary, FY 2009 and Fore-

casted FY 2010-2011 ($ million)

Asset Allocation Regular Account
Treasury Pool

Percent Allocation

www. tax.alaska.gov

Performance Benchmark

Short-term, Fixed-income pool 9% Three-month U.S. Treasury Bill
Intermediate-term, Fixed-income Pool 71% Merrill Lynch 1- to 5-year gov-

? ernment index
Broad Market Fixed-income Pool 0% Lehman Brothers aggregate bond

° index
Regular Balance September 30, 2009 $3,982.3
Projected Annual Rate of Return 4.2%
Probability of Negative Return Over 1 Year 8.0%
Asset Allocation Special Subaccount
Treasury Pool Percent Allocation  Performance Benchmark
Broad Market Fixed-Income Pool Lehman Brothers Aggregate

35%
Bond Index

Domestic Equity Pool 44% Russell 3000 Index
International Equity Pool 20% MSCI EAFE Index
Lazard Emerging Income Plus 19 1 Month Libor + 500 Basis

? Points
Special Subaccount Balance September 30, 2009 $4,291.4
Projected Annual Rate of Return 7.87%
Probability of Negative Return Over 1 Year 23.26%
Total Investment Income History Forecast

FY 2009 FY 2010 FY 2011

Regular Account 143.7 213.5 207.0
Special Subaccount {670.3) 754.7 371.5
Total (526.6) 968.2 578.5
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Figure 7-6. Constitutional Budget Reserve Fund Cash Flows, FY 2009 and Forecasted FY 2010-2011
($ million)

History Forecast

FY 2009 FY 2010 FY 2011
Beginning Cash Balance CBRF 5,601.3 7,114.4 9,111.2
Beginning Main Account Balance 1,134.1 3,317.5 4,559.6
Earnings on Main Account Balance 143.7 2135 207.0
Petroleum Tax, Royalty Settlements @3 121.6 440.7 20.0
(Loan to GF)/Repayment to CBRF ¢ 1,918.1 161.5 0.0
Draw from/to GF 0.0 426.4 535.3
Ending Main Account Balance 3,317.5 4,559.6 5,321.9
Beginning Special Subaccount Balance 4,467.2 3,796.9 4,551.6
Earnings on Special Subaccount Balance (670.3) 754.7 371.5
Transfer from Main Account 0.0 0.0 0.0
Ending Special Subaccount Balance : 3,796.9 4,551.6 4,923.1
Total CBRF Balance 7,114.4 9,111.2 10,245.0

i) The earnings estimate for the main account is 4.179% and the earnings estimare for the special subaccount is 7.872%. These projections
are based on 2009 Callan’s capital market assumptions and Department of Revenue, Treasury Division’s asser allocation.

i3 The petroleum tax, royalty settlements number on this sheet is shown on a cash basis. Please note the state accounting system numbers
presented elsewhere in this book include accruals and therefore may differ from the numbers presented here.

1 Settlement estimates are provided by the Department of Revenue and Department of Law, net of annual Federal Minerals Manage-
ment Service payments,

“  Repayment from the General Fund to the CBRF is indicated by a positive dollar amount; loan from the CBRF to the General Fund is
indicated by a negative dollar ameount.

68 - Investment Revenue
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Figure 7-7. Public School Trust Investment Revenue Summary, FY 2009 and Forecasted FY 2010-2011

($ million)

Asset Allocation

Treasury Pool Percent Allocation Performance Benchmark

Broad Market Fixed-income Pool 57% Lehman Brothers aggregate index
Domestic Equity Pool 43% Russefl 3000 Index

Public School Fund Balance September 30, 2009 $367.9

Projected Annual Rate of Return 7.0%

Probability of Negative Return Over 1 Year 19.3%

Total Investment Income & Distributable

Income ($ million)

History Forecast

Unrestricted FY 2009 FY 2010 FY 2011
Public School Trust Total Investment Income (28.4) 48.2 25.5
Public School Trust Distributable Income 5.2 10.5 14.4

Figure 7-8, Alaska Children’s Trust Investment Revenue Summary, FY 2009 and Forecasted FY 2010-2011

($ million)

Asset Allocation

Treasury Pool Percent Allocation Performance Benchmark

Broad Market Fixed-income Pool 25% Lehman Brothers aggregate index
International Equity Pool 15% Morgan Stanley Capital International (EAFE)
Domestic Equity Pool 60% Russell 3000 Index

Alaska Children’s Fund Balance September 30, 2009 $9.7

Projected Annual Rate of Return 8.3%

Probability of Negative Return Over 1 Year 24.8%

Total Investment Income & Distributable

Income ($ million) '

History Forecast

Unrestricted FY 2009 FY 2010 FY 2011
Alaska Children’s Trust Total Investment Income (2.2) 1.7 0.8
Alaska Children’s Trust Distributable Income 0.2 0.2 0.3
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Figure 7-9. Alaska Permanent Fund Managed by the Alaska Permanent Fund Corporation,
FY 2009 and Forecasted FY 2010-2011 ($ million)

. History Forecast
Reserved Assets — Principal FY 2009 FY 20101 FY 20112
Total Reserved Assets — Beginning Balance | 31,213.2] 29,496.1 31,586.9}
Contributions & Appropriations
Contributions 8 Appropriations — Beginning Balance 29,1489 30,944.7 31,546.4
Dedicated Petroleum Revenue 651.4 601.7 672.8
Inflation Proofing Transfer from Realized Earnings 1,144.3 0.0 886.0
Subtotal Contributions & Appropriations 30,944.7 31,546.4 33,105.2
Unrealized Appreciation/Depreciation
Appreciation/Depreciation — Beginning Balance 2,064.3 (1,448.6) 40.5
Annual Unrealized Gain/Loss (3,512.9) 1,489.1 1,133.2
Subtoral Unrealized Appreciation/Depreciation (1,448.6) 40.5 1,173.7
Total Reserved Assets — Ending Balance 29,496.1 31,586.9 34,278.9
Unreserved Assets — Realized Earnings Account
Total unreserved assets - beginning balance [ 5,320.7 l 420.0 578.4
Realized Earnings Account
Realized Earnings Account — Beginning Balance 4,968.8 440.6 577.3
Annual Realized Earnings (2,509.0) 726.7 1,452.2
Dividend Payment to State of Alaska @ (874.8) (590.0) {637.0)
Inflation Proofing Transfer to Reserved Assets (1,144.3) 0.0 (886.0)
Other Appropriations Out of Fund 0.0 0.0 (3.00
Realized Earnings Account — Ending Balance 440.6 577.3 503.5
Unrealized appreciation/depreciation
Appreciation/depreciation - beginning balance 351.9 (20.6) 1.1
Annual unrealized gain/loss (372.5) 21.7 17.1
Sub toral - untealized appreciation/depreciation (20.6) 1.1 18.2
Total Unreserved Assets — Ending Balance 4200 578.4 521.7
Market Value — Total Fund Invested Assets Value
Reserved Fund Balance - end of year 29,496.1 31,586.9 34,278.9
Unreserved Fund Balance - end of year 420.0 578.4 521.7
Fund Balance {market value) End-of-year Balance 29,916.0 32,165.3 34,800.6
Total Reported Earnings
Annual Unrealized Gain/Loss (3,885.4) 1,510.8 1,150.3
Annual Realized Earnings {2,509.0) 726.7 1,452.2
Reported Earnings (6,394.4) 2,237.6 2,602.5

FY 2010 data projected using Callan 2009 capiral market assumptions and May 2009 asset allocation resolution, resulting in an 7.70%
median expected total return. Inflation based on actual through Seprember 2009.

W FY 2011 projected using Callan 2009 capial market assumptions and May 2009 asset altocation resolution, resulting in an 8.28% expected
total return, and 2.75% inflacion.

9 The permanenc fund dividend payment is recorded as a liability ar fiscal year end, and is paid our the following month.

“Beginning in FY 2009, and applied retroactively, Department of Law opinion required an allocation of unrealized gains and losses o the
unreserved assecs of the Fund.
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8. State Endowment Funds

This section compares important at-
tributes of six endowment funds. The
University of Alaska endowment is
included in this comparison because

it is one of Alaska’s public endowment
funds that uses the annual distribution
calculation method typical of the vast
majority of endowments in the United
States and Canada.®

The fiduciary for each of these endow-
ment funds has the responsibilicy for
establishing an asset-allocation policy
for the fund. Figure 8-1 on the next
page compares the asset-allocation poli-
cies for these endowments.

Under the standards adopted by the

Governmental Accounting Standards

Board (GASB), public funds calculate
and repott their income by recogniz-
ing changes in the value of securities as
income, or losses, as they occur at the
end of each rrading day. They do this
regardless of whether the securities are
actually sold and the income, or losses,
are taken or realized. All six of these
endowments report annual income

on this basis. However, as reflected in
Figure 8-2 on the next page, four of
them use other measures of annual
income for determining their distribu-
tions. These include the Alaska Per-
manent Fund and the Mental Health
Trust Fund, both administered by the
Alaska Permanent Fund Corporation,
the Public School Trust and the Alaska
Children’s Trust.

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

of the fund. Figure 8-3 explains how
distributable income for each of the
endowments is determined.

@ The predominant pracrice, making annual distributions of 4% 1o 5% of the marker value of the endowment, developed following a 1968 Ford
Foundation study. See The Ford Foundation Managing Educational Endowments (New York, New York; 1968).
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Figure 8-1. Target Percent Asset Allocation—State Endowment Funds

U.S. | International U.s. International | Global Real Alternative | Total
Bonds Bonds Equities Equities Equities Estate Investments

19 3 24 24 0 12 16 100
19 24 24 12 16 100
57 43 0 0 100
25 60 15 0 0 100
37 43 20 0 0 100

Alaska Permanent Fund
Mental Healch Trust
Public School Trust
Alaska Children’s Trust
Power Cost Equalization

University of Alaska

Endowment

SO |O N |

Qe | O |Ww

S ool
o

17.5 0 26 11 10 8.5 24 100

(S5

Figuire 8-2, Calculation of Annual Income—State Endowment Funds

_'_;-Fmanmal Reportmg ; : AR S
__of!ncome ... ... . -Distributable Income

" Alaska Permanent Fund . GASB{recognize gains andlosses’ - Interest eamings + dividends paid .
i SRR RS i “. .- based on change in market value} .+ gains and 1osseson mvestments :
Dl '_ IR _;;:; RUNNN &Ctuaﬂy Sold [N SRS

‘Mental Health Trust . :GASB (recogmze gains and losses _':':‘Interesteammgs +dividends paid
B Com --.--;;based on change in market vaiue) . *gains and Iosses on lnvestments
: N f:actually soEd e S -

Public _Sch_o:olu':'l"“r:ustf' Il i : 'GASB (recogmze gams and 08565 - 1-'!nterest eammgs ¥ dlwdends patd o
R DLSRNT PR based on change in market value) . gains and losses on ‘valiie of securmes L
B SN Lt are never ;noome they become part S

.GASB (recogmze gams and osses

_ ‘Alaska Children’s Trust .
S R e .;;;:.basedcmchangemmarketvaiue)

" Power Cp;.ét Equalization Endowment :GASB (reoogmze gains and Iosses i ‘.-GASB (recogmze gains and losses
. LR T L - "basedon change in marketvalue based on ehange in marketvalue)

" University of Alaska Endowment ::';GASB (reoogmzegams and Iosses"_ _":'GASB (recogntze gains and losses -
L T -.-':'_;basedonchangelnmarketvalue) . based on change in market value) ~
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Flgur08—3 Dlstnbutable IncomeDeternunat:on-—-—-State Endowment Fu.nds ;)

“Ala ermanent und e 3 T ' ' S
- The annual distribtion for the Permanent Fund Dmdend follows 'the fonnula in AS 37 13 140 15{} wh:ch speceﬁes that 10. 5% of the past :

- :_ﬁve years total realized income shall be paid out as dividends but also sets the ﬁmltatlon that the: annual distribution may never exceed
_50% of the ba!ance in the fund s Reallzed Earmng Acoount (REA)*The 50% Ilmltation has never been tnggered R

'Mental Health 'l'rust R T G f : ' L
" The Mental Health Trust Board adopted a poticy, _begmmng in FY 2001 to distribute 3, 5% a year of the market valug of the fund S total :
< assets. The distribution rate had been 3% for FY 1996-1998 and 3.25% for FY.1999-2000. Because of recent declines in market value, the
“board is exploring'a ‘redefinition of “principal” so that lasses in market value would be propomonally aElouted to the" pnnc:pai account and
e eamlngs account rather than assngn;ng the entire valile of any Iosses to the eammg ‘account. :
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Figure 8-4. Inflation-Proofing Procedures—State Endowment Funds

" Alaska Permanent Fund
An annual appropriation is needed to inflation proof the principat of the Permanent Fund (but not the accumulated eamings) pursuant
" 10 AS 37.13.145. The legislative appropriation requires a transfer from the Realized Eamings 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 ol and gas royalty contributions
. and legisiative appropriations. The Alaska Permanent Fund Corporation’s Trustees have proposed a constitutionat amendment that would
inflation proof the entire fund—the principal and accumulated eamings—by limiting the annual distribution of eamings fo 5% of a five-year
. movmg average of the markel value of the fund. :

Mental Hea!th Trust . - e -
" The Mental Health Trust Authonty has adopted two pobcses fo inflation proof the fund. First, it I;rmts dlstnbutzons to 3.5% of the fund‘
market value. (The: authonty‘s ultimate goal, after further building up the principal, is to distribute 5% of the fund’s market value each year,
- which would still allow ‘enough retained eamings t to inflation proof the fund.) Second, the authonty also has adopted a policy transferring
-..money from the reserve account to the pnnupal whenever the reserve exceeds four hmes the annua! mcome dlstnbutlon to help build ﬂp
-_!:thefundspnn' : : 8 :
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9. Public Corporations &
University of Alaska

Public Corporations

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

* Alaska Housing Finance
Corporation (AHFC)

¢ Alaska Industrial Development and
Export Authority (AIDEA)

* Alaska Energy Authority (AEA)

* Alaska Student Loan Corporation
(ASLC)

* Alaska Municipal Bond Bank
Authority (AMBBA)

* Alaska Aerospace Development
Corporation (AADC)

» Alaska Railroad Corporation {ARC)

These seven corporations and the
University of Alaska are components
of state government whose activities

1546

are accounted for in the state’s Com-
prehensive Annual Financial Report
separately from the activities of primary
state government. Information in this
section is provided by these corpora-
tions.

Four of these corporations pay some
portion of their income as an annual
“dividend” to the state. They include
the Alaska Housing Finance Corpora-
tion, Alaska Industrial Development
Authority, Alaska Student Loan Cor-
poration and Alaska Municipal Bond
Bank Authority.

The members of the AIDEA Board of
Directors also serve as Board of Di-
rectors of AEA, though AIDEA and
AEA continue to exist as separate legal
entities. AEA has no employees, and

AEA contracts to have AIDEA employ-

ees administer AEA programs. Other
corporations have their own staffs and
boards. While neither the sale of bonds
nor the expenditure of bond proceeds
by these corporations are subject to the
state’s Executive Budget Act, expen-
ditures for the day-to-day administra-
tion of all of these corporations except
the Alaska Railroad are subject to the
Executive Budget Act.

The Alaska Commission on Postsec-
ondary Education (ACPE) administers
the ASLC programs. The ASLC has no
employees, and the executive director

of the ACPE serves as the executive of-
ficer of the ASLC.

The six figures that follow in this sec-
tion summarize the activities of these
corporations.
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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 morigages repays bond holders and adds to the corporation’s income, thereby enabling the corporation, since FY
1991, to pay an annual dividend and/or retum of capital to 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 weatherization
_programs. In recent years, the legislature has authorized AHFC to finance the construction of schools, University of Alaska housing and

‘ :other cap:tat projecls ldenhﬁed by the legislature. -

Alaska industnal ﬁevelopment and Export Authonty . i - .
By Iending money, guaranteemg loans or becommg an owner, AIDEA makes ﬁnancmg ava:labfe for undustnal exporl and cther busmess _
- enterprises in Afaska The: corporahon eams money from interest on its loans, mvestments ieases and operatlons cf |1s propertles The _ '

corporation has paid an annual_dzwdend to the state smce FY 1997 Ve

e oorporation generates revenues from rea! estate it owns

76 - Public Corporations 8 University of Alaska
1547




www.tax.alaska.gov

-:-f.Flgu.re 9-2 Pubhc Corporations—State Capltahzauom How dld the state capltahze the corporatlon’

“‘Alaska Housing Finance 00rporation s : CHRSE S :
.,.-;The !eg:sfature apprupnaied $739 9 million in cagh and $292. 5 m;lhon ln mol gages held by the Genera Fund to the oorporatson between
1976 and 1984, The payments on those morigages. and additional mortgages purchased with the cash have helped build the corporation’s -
. asset base and allow it to retum some capital to the state eatch year, In 1993, AHFC received an additional $27 7 mllhon in cash and $9 3

: ;;m|li|on in equrty when the leg|slature merged the Alaska State:Housmg Authorzty \mth this corporatxon : .

: Alaska Industrlai Development_and Export Authonty e R IR
- Between 1981 and 1991 the State of Alaska transferred various loan portfolios worth $297.1 million and $69.2 mt[lson in cash to thls S
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Figure 9-3. Public Corporations—Financial Facts, FY 2009 ($ million)

Total Assets Less Liabilities Unrestricted Net  FY 2009 Opetating Total

Asscts Book Value Assets Budget Positions &
Alaska Housing Finance Corporation 4,731.4 1,672.1 734.4 51.2 372.0
Alaska Industrial Development & Export Authority @ | 1,183.5 974.5 888.1 8.2 73.0
Alaska Energy Authority @ 773.0 626.7 453.2 33.2 See AIDEA ™
Alaska Student Loan Corporation © 742.7 180.6 140.7 12.0 103
Alaska Municipal Bond Bank Authoricy 638.0 43.7 12.0 0.6 0.5
Alaska Aerospace Development Corporation © 103.2 91.5 4.4 28.5 47
Alaska Railroad Corporation 854.1 179.7 0.0 97.5 715

m

(2)

&)

[£3)

(3

]

6]

All figures are effective as of June 30, 2009, except for che Alaska Railroad which reports on a calendar year basis.
Permanent Full Time (PFT), Permanent Part Time (PPT) and Temporary (TMP) are included in total positions.
The Alaska Industrial Development and Export Authority (AIDEA) and Alaska Energy Authority {(AEA) repore financial data on a fiscal year basis.

Assets, liabiliries and ner assers in the table are from audited June 30, 2009 fAnancial statements.
AIDEA provides staff for the activities of AEA. A significant portion of AIDEAs 73 member staff is engaged in AEA programs.

Budger and positions reported are for the Alaska Commission on Postsecondary Education {ACPE). Budget amount reported is funded by the
Alaska Student Loan Corporation (ASLC). ACPE staff serve as staff for the ASLC.

Based on audited financial statements.

The Alaska Railroad reports financial data on a calendar year basis. Assets and book value shown in this rable are from audited December 31, 2008,
financial statements. The operating budget figure shown here is for CY 2009.

78 - Public Corporations & University of Alaska
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Figure 9-4. Public Corporations—Revenue & Net Income, FY 2009 ($ million)

Net I.m.:ome

1550

Revenue  Operating Income’
Alaska Housing Finance Corporation 355.4 214 5.9
Alaska Industrial Development & Export Authority ¢ 75.8 46.2 28.6
Alaska Energy Authority @ 207.1 (31.8) 30.1
Alaska Student Loan Corporation 40.0 6.8 3.7
Alaska Municipal Bond Bank Authority 27.6 0.8 1.5
Alaska Aerospace Development Corporation 19.7 (5.0} (3.9
Alaska Railroad Corporation ® 177.9 3.3 12.6

0 The Alaska Industrial Development and Export Authority and Alaska Energy Autherity report financial data on a fiscal

year basis. Revenue, operating income and net income in the table are from audited June 30, 2009 financial state-

ments.

audited June 30, 2009 financial statements,

are for CY 2008.

% The Alaska Aerospace Development Corporation financial data include depreciation of $5.9 million and are based on

) The Alaska Railroad reports financial data on a calendar year basis. Revenue and Operating Income shown in this rable

Fall 2009 Revenue Sources Book - 79




Alaska Department of Revenue * Tax Division

Figure 9-5. Public Corporations—Dividends 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 the 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 [esser of 85% net income
'or $1 03 million; FY 2009 and thereafter, the lesser of 75% of the corporation’s net income or $103 million.

. Alaska Industnal Development and Export Authority
By statute, AIDEA must make available to the state 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 |1s
. .:unrestncted net income |n the base year (AS 44 88: 088) Netincome is deﬁned in the staiutes S :

:jfjAIaska Energy Authonty o o o i e '
" "AEA does not pay a dividend or retum capstai fo the state ona regular basns However in FY 2000 thIS corporatlon retumed $55 6 I'TIIHEO!'E -
':"Ziof conmbuted caputal_to the Raﬁbett Energy Fund and the General Fund o e i -

E rZ'Alaska Student Loan Corporatton f' e i : B :
;-;..Thls corporatlon atthe discretmﬂ of its board of drrectors may make available to the stale a retum of oontnbuted capsta or dwldend for

.. any base year in which the net income of the corporation is $2 million or miore. A base yearis defined as the year two. years beforethe * .~
'h;_:i{payment year. if the boazd authonzes a payment |t must be between 10% and 35% of neti income for the base year (AS 14. 42295) 'Fhe o

80 - Public Corporations & University of Alaska
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Figure 9-6. Public Corporations—Operating Expenses & Dividends ($ million)
Expenses Dividends

Actual FY 2009  Budget FY 2010 Actual FY 2009  Budget FY 2010

Alaska Housing Finance Corporation 48.6 53.2 65.9 68.7
Alaska Industrial Development & Export Authority 9.3 8.9 23.8 227
Alaska Energy Authoriry @ 42.6 36.5 na na
Alaska Student Loan Corpotation 11.6 12.2 9.1 0.0
Alaska Municipal Bond Bank Authoricy 0.6 0.7 0.8 0.3
Alaska Aerospace Development Corporation @ 23.6 28.6 na na
Alaska Railroad Corporatien na na na na

) Because some of this money is earmarked for multi-year capital projects, actual cash transfers in any given year may vary.

@ The Alaska Industrial Development and Export Authoriry and Alaska Energy Authority report financial data on a fiscal year basis. Actual
operating expenses and dividends are for the fiscal year ended June 30, 2009

& The Alaska Acrospace Development Corporation financial data include depreciation of $5.9 million and are based on audited June 30,
2009 financial statements,

University of Alaska

Figure 9-7. Univeﬁity of Alaska ($ million)

Lands & Facilities Total Assets Unrestricted Net FY 2010 FY 2010
June 30,2009 June 30, 2009 Assets Operating Budget Total Positions
$834.0 $1,195.4 $107.1 $823.2 4,916

 Includes depreciation of $715.8 million.
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Revenue. A-1

Glossary of Terms

Constitutional Budget Reserve
Fund (CBRF)

Created by voters in 1990, the Consti-
tutional Budget Reserve Fund receives
proceeds from settlements of oil, gas,
and mining tax and royalty disputes.
The legislature may, with a three-
quarters majority vote in each chamber,

withdraw money from the fund.

Federal Revenue

Revenue appropriated from the federal
government to the state with restric-
tions on how the money can be used.
Highway and airport construction
funds, Medicaid and education funding
cannot be used for other purposes. In
addition to restricting how the money
is spent, the federal government often
requires states to put up matching

funds to qualify for the federal funding.

General Fund Revenue

General Fund Revenue has different
meanings in different contexts. In the
state’s official financial reports, General
Fund Revenue is used to designate the
sum of General Purpose Unrestricted
Revenue, General Fund sub-account
revenue, program receipts and fed-
eral dollars spent through the Gen-
eral Fund. In budget-writing context,
General Fund revenue has a definition
similar to General Purpose Unrestricted
Revenue.

Permanent Fund GASB (or
Market) Income

Under standards adopted by the
Governmental Accounting Standards
Board (GASB), the Permanent Fund’s
income—and thart of any other govern-
ment fund—is the difference between
the purchase price of the investments
and their market value at a given point
in time, plus any dividends, interest

or rent earned on those investments.

84 . Appendices
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Under GASB standards, the Permanent
Fund does not have to sell the invest-
ment to count the gain or loss as it
changes value. It is called “marking to
market,” that is, measuring the value of
the fund’s investments by the current
marker price. This can produce a much
different picture than Permanent Fund
statutoery income, which does not re-
flect fluctuating investment values until
the assers are sold.

Permanent Fund Statutory
Income

Permanent Fund statutory income is
the sum of realized gains and losses

of all Permanent Fund investment
transactions during the year, plus inter-
est, dividends and rents earned by the
fund. The Permanent Fund Dividend is
based on statutory income. Though the
legislature may appropriate the earnings
for any purpose it chooses, the histori-
cal practice has been to restrict the use
of realized income to dividends and
inflation proofing, and then either leave
the excess in the Realized Earnings Ac-
count or transfer it to the principal of
the Permanent Fund.

Restricted Program Receipts
Revenue that is earmarked in state stat-
ute or by contract for specific purposes
and is usually appropriated back to the
program that generated the revenue.
Examples include University of Alaska
tuition payments, marine highway
receipts, payments to various revolv-
ing loan funds and public corporation
receipts. Some of this revenue is actu-
ally dedicated as a consequence of the
provisions of Article 18, Section 11 of
the Alaska Constitution. The remain-
der, while statutorily earmarked, may
be appropriated to purposes other than
those reflected in statute if the legisla-
ture so chooses.

Restricted Revenue

Restricted revenue represents revenue
that is restricted by the constitution,
state or federal law, trust or debr restric-
tions, or by customary practice. The
legistature can at any time remove
restrictions that are solely imposed

by either Alaska statute or customary
practice. Program receipts, revenucs al-
located to sub-accounts of the General
Fund, and General Fund revenues
customarily shared with other entities
are all considered restricted revenues for
the purposes of this report.

General Purpose Unrestricted
Revenue

Revenue not restricted by the constitu-
tion, state or federal law, trust or debe
restrictions or customary practice.
Most legislative and public debate over
the budget each year centers on this
category of revenue. In deriving this
figure from General Fund revenues,
we have excluded General Fund sub-
account revenue, as well as customarily
restricted revenues such as shared raxes
and marine highway receipts.
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Revenue. A-2

General Purpose Unrestricted Revenue Matrices, with Price and Cost Sensitivity; FY 2010-2012

(% million)
FY 2010 FY 2011 FY 2012
At forecasted production of 0.659 mmbbls/day At forecasted production of 0.623 mmbbls/day At forecasted production of 0.617 mmbbisiday
ANs  Total capital & operating costs ANs  Total capital & operating costs ANS  Total capital & operating costs
$/barrel In dollars/barrel $ibarrel In dollars/barrel $/barrel In dollarsiarrel
$15.00 $2000 $25.00 $15.00 %2000 $25.00 $15.00 $20.00 $25.00
$40 2,613 2613 2813 $40 2,035 1,775 1,752 $40 1,976 1,714 1,695
$45 2756 2756 2756 $45 2418 2,168 1,896 $45 2,361 2,009 1,850
$50 3,071 2,900 2,900 $50 2799 2548 2249 $50 2,748 2485 2198
$55 3,550 3,256 3,075 $55 3213 2930 2,630 $55 3159 2872 2584
$60 3,043 3,681 3,381 $60 3,744 3,344 3,017 $60 3687 32711 2990
$65 4,557 4,092 3,790 $65 4294 3854 3,385 $65 4,233 3,775 3,337
$70 5218 4670 4212 $70 4,882 4,402 3,881 $70 4818 4318 3823
$75 5,933 5323 4772 $75 5508 49889 4420 $75 5,441 4899 4358
$80 6,688 6,008 5,384 $80 6,178 5619 5,002 $80 6,097 5512 4926
385 7,553 6,800 6,099 385 6,882 6,282 5,617 $85 6,796 6,170 5,537
330 8,489 7,662 6,885 $90 7,624 6,984 6,271 $90 7,533 6,865 6,186
$95 9496 8,595 7,694 $95 8,405 7725 6,964 $95 8,308 7598 6,873
$100 10,533 9,598 8,667 $100 9,223 8,504 7,695 $100 9,17 8364 7,593

UFiscal year averages incorporate actual prices for the first four months of FY 2010. .

*|n addition to price and production, revenue estimates under ACES depend on levels of spending by petraleum producers and explorers. Spending plans may change as companies
occasionally revise their investment strategies. The above estimates also do not consider how company investment decisions would change with a change in oil prices.
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Revenue. A—3

General Purpose Unrestricted Revenue—History ¥

($ million)
FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
TAX REVENUE
Petroleum Property Tax 45.0 45.1 49.6 48.7 47.3 42.5 54.5 65.6 815 111.2
Excise Tax
Alcoholic Beverages 12.7 12.0 12.8 14.1 164 17.3 176 171 200 19.5
Tobacco Products 16.3 16.3 15.5 16.3 16.0 251 354 43.8 449 46.6
Insurance Premium 287 22 341 30.0 437 459 443 46.5 471 455
Electric and Telephone Cooperative 0.2 0.2 0.1 0.2 02 0.2 0.2 0.2 0.2 0.1
Motor Fuel Tax 419 75 40.2 372 412 394 420 39.2 41.8 10.1
Vehicle Rental tax 00 0.0 0.0 0.0 27 75 7.7 8.0 85 8.0
Tire Fee 0.0 0.0 0.0 00 0.8 16 16 1.5 15 15
Total 99.8 982 1028 1068 1210 1370 1488 1563 1640 1313
Income Tax
General Corporate 56.3 59.5 534 47.7 396 61.8 138.0 176.9 1827 120.9
Petroleum Corporate 162.7 3381 178.4 1511 298.8 524.0 661.1 594 4 605.8 4922
Total 2190 3976 2318 1988 3384 5858 7991 7713 7885 6131
Severance Tax
Qil and Gas Production 693.2 694 4 486.7 589.8 gd42.7 8549 11917 21983 68109 3,100.9
Qil and Gas Conservation 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 - 0.0
Oil and Gas Hazardous Release 85 94 96 9.2 82 8.3 7.8 10.1 17 1.1
Total 7027 703.8 496.3 599.0 651.9 863.2 1,1995 22084 68226 31120
Fisheries Tax
Fisheries Business Tax 18.2 154 127 13.8 149 107 15.4 17.1 147 193
Fishery Landing 22 4.1 26 6.9 25 39 47 53 7.9 4.7
Total 204 19.5 15.3 20.7 174 14.6 201 24 226 240
Other Tax
Estate 25 27 3.4 1.2 23 15 0.6 0.1 0.0 0.2
Mining 34 1.7 0.5 0.4 32 10.3 186 791 54.4 15.5
Charitable Gaming 23 24 25 26 24 25 24 25 27 28
Total 8.2 6.8 6.1 4.2 7.9 14.3 21.6 81.7 57.1 18.5
TOTAL TAX REVENUE 1,0951 12710 9019 9782 1,1839 1,6574 22436 3,305.7 79363 4,010.1
(continued on next page)
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www. tax.alaska.gov

General Purpose Unrestricted Revenue—History {continued from prior page)

($ million)

FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
NON TAX REVENUE

Licenses and Permits 68.4 37.3 422 336 418 427 41.0 42.0 38.9 355

Intergovernmenta! Receipts

Federa! Shared Rgvenues 1.0 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Charges for Services 43.7 270 19.1 139 11 179 21.8 285 293 19.3
Fines and Forefeitures 46.2 336 6.6 7.0 16.0 9.4 8.5 7.8 89 10.5

Rents and Royalties

Qil and Gas Royalties-Net 7278 781.0 575.7 8257 10428 14011 17722 15838 24206 14512

Oil and Gas Bonuses, Rents, ;

Inferest@@ . 41 18.3 20.1 146 133 18.8 1.9 292 255 14.4

Other @ 97 10.9 9.3 6.2 78 9.3 8.8 1.8 15.7 15.6
Total 7416 8102 6051 846.5 1,063.9 14292 1,7929 11,6248 24607 14812
Investment Earnings® 481 676 431 59.0 9.7 24.7 533 1401 2278 2476
Miscellaneous Revenue 376 349 423 9.4 19.2 75 393 9.7 262 270

Sub-Total NON-TAX
REVENUE

Petroleum Special Settlements 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 0.0
TOTAL NON-TAX REVENUE 9866 1,0109 7584 9694 1,161.7 15314 19568 1,8529 27929 18211

986.6 1,0109 7584 9694 1,1617 1,531.4 1,9568 1,8529 27929 1,8211

TOTAL TAX REVENUE 10951 12710 9019 9782 1,1839 16574 22436 33057 79363 4,010.1

TOTAL GENERAL PURPOSE

UNRESTRICTED REVENUE 2,081.7 2,281.9. 1,660.3 19476 23456 31888 42004 5,158.6 10,728.2 5,831.2

M General Purpose Unrestricted Revenue includes those revenues that are not restricted by statute or custom, as reported elsewhere in this publication. A
summary of historical General Purpose Unrestricted Revenue can be found on the Tax Division's web site at: www.tax.alaska.govisourcesbookiGeneralFund-
UnrestrictedRevenueHistory.pdf

@ These categories are primarily composed of petroleum.

B Starting in FY 2001, interest earmnings are included in oil and gas royalties and excluded from investment eamings.

“  Includes non-petroleum rents and royalites.
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Alaska Department of Revenue * Tax Division

Revenue. A—4a

General Purpose Unrestricted Petroleum Revenue—History

(% million)

FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Petroleum Corporate Income Tax 1627  338.1 1784 1511 2088 5240 6611 5944 6058 4922
Production Tax 7027 7038 4963 5990 6519 8632 11995 22084 68226 31120
Petroleum Property Tax 450 45.1 49.6 48.7 473 425 545 65.6 81.5 111.2
Qil and Gas Royalties-Net® 7278 7810 5757 8257 11,0428 14011 17722 15838 24206 14512
Bonuses, Rents & Inferest-Net?® 41 18.3 20.1 14.6 133 18.8 1.9 292 255 14.4
Petroleumn Special Settlements 0.0 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0

Cumulative Unrestricted
Petroleum Revenue'*

Total General Purpose
Unrestricted Revenue

Total Petroleurn Revenue 1,642.3 1,886.3 1,320.1 1,639.1 2,0541 28496 3,699.2 44814 99560 5,181.0

47,7245 49,610.8 50,930.9 52,570.0 54,6241 57473.7 61,1729 65654.3 75,6103 80,791.3

2,081.7 22819 16603 19476 23456 3,188.8 42004 51485 10,7282 5,831.2

% Petroleum of Total GP Unrestricted

Revenue

M

[©]
V]

79% 83% 80% 84% 88% 89% 88% 87% 93% 89%

Historical General Purpose Unrestricted petroleum revenue can be found on the Tax Division's web site at. http:/iwww.lax alaska.gov/sourcesbook/PetroleumRev-
enueHistory.pdf. Table on Tax web site includes historical Reserve Tax (FY 1976-1977) and Petroleum Special Settlements (FY 1986-1995) which are reflected as
current zero totals in Appendix A-4a.

Royalties, bonuses, rents and interest are net of Permanent Fund contribution and Constitutional Budget Reserve Fund (CBRF) deposits.

This category is primarily composed of petroleum revenue.

The cumulative unrestricted petroleum revenue total is based on revenue beginning in FY 1839,
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Revenue. A-4b

General Purpose Unrestricted Petroleum Revenue—Forecast ™

WIWW., tax.alas l\"d. gov
=

(% million)

FY 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Petroleum Corporate Income Tax L4700 580.0 600.0 615.0 635.0 645.0 655.0 565.0 670.0 695.0

Production Tax 21261 24308 26315 29668 33232 33628 31315 30665 30439 3,137

Petroleum Property Tax 101.1 96.3 91.9 87.4 83.2 793 75.5 71.8 68.2 64.9

Oil and Gas Royalties-Net? 14470 15213 16328 16432 16649 16683 16534 1657.9 16004 1,531.4

Bonuses, Rents & Interest-Net@® 233 18.1 16.6 16.6 16.6 16.6 16.6 16.6 16.6 16.6

Petroleum Special Settlements 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Petroleum Revenue  4,167.5 4,647.7 49727 53290 5729 57720 55320 54777 53991 53216

Cumulative Unrestricted 84,958.8 80,606.5 94,579.3 99,9083 1056312 1114032 1169352 122,412.9 127,812.0 133,1335

Petroleum Revenue®

Total General Purpose 47779 52366 55733 5931.6 63402 63998 61707 61201 60695 6,002.7

Unrestricted Revenue

o,

% Petroleum of Tolal GP 87%  89%  89%  90%  90% 90% 90% 90%  89% 89%

Unrestricted Revenue

O Historical General Purpose Unrestricted petroleurn revenue can be found on the Tax Division's web site at; hitp:/fwww.tax alaska.gov/sourcesbook/PetroleumRev-
enueHistory.pdf. Table on Tax web site includes historical Reserve Tax (FY 1976-1977) and Petroleurn Special Settlements (FY 1986-1995) which are reflected as

current zero totals in Appendix A-4a.

@ Royalties, bonuses, rents and interest are net of Permanent Fund contribution and Constitutional Budget Reserve Fund (CBRF) deposits.
®  This category is primarily composed of petroleum revenue.
#  The cumulative unrestricted petroleurn revenue total is based on revenue beginning in FY 1959.
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Alaska Department of Revenue * Tax Division

Revenue. A—Sa

Total Alaska Government Petroleum Revenue—History

($ million)

FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Unrestricted Petroleum Revenue
Petroleum Corporate Income Tax 162.7 3381 178.4 151.1 2988 524.0 661.1 594 .4 605.8 4922
QOil and Gas Production Tax 693.2 694.4 486.7 589.8 642.7 8549 11917 2,983 68109  3,10098
Oil and Gas Hazardous Release a5 9.4 96 92 92 8.3 78 101 17 1.1
Qil and Gas Conservation 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00
Petroleum Property Tax 45.0 45.1 496 487 473 425 545 656 815 11.2
Cil & Gas Royalties 727.8 781.0. 5757 8257 10428 14011 17722 15838 24206 14512
Bonuses, Rents & Interest 41 18.3 201 146 133 188 1.9 292 255 144

Total Unrestricted Petroleum Revenue 16423 18863 13201 16391 20541 28496 36992 44814 99560 51810

Restricted Petroleum Revenue
NPR-A Rents, Royalties, Bonuses 403 1.7 1.7 M6 25 316 45 12.8 52 148
Royalties to Permanent Fund 30141 3393 251.7 397.8 3547 476.9 599.5 535.0 8340 659.8
Royalties to Public School Fund 54 56 4.3 62 7.1 96 12.0 10.6 16.5 10
CBRF Deposits 448.3 49.1 80.2 223 84 274 437 1019 4764 2028

Total Restricted Petroleum Revenue 795.1 3957 3539 460.7 27 5455 659.7 660.3 13321 8882

24374 22820 16740 20998 24268 33951 43589 51417 11,2831 60692

Total Petroleum Revenue

" Oil and Gas Settlements from DOR Mineral Payments Fund Allocation Detail.
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Revenue. A-5 b

Total Alaska Government Petroleum Revenue—Forecast V)

www.tax.alaska.gov

($ million)

FY 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Unrestricted Petroleum Revenue
Petroleum Carporate Income Tax 470.0 580.0 600.0 615.0 635.0 645.0 695.0 665.0 670.0 695.0
Qil and Gas Production Tax 21156 24210 26216  29%.7 33129 33528 31217 30570 30349  3,0053
0il and Gas Hazardous Release 10.5 99 9.9 10.1 10.2 10.1 97 95 9.0 85
Qil and Gas Conservalion 00 0.0 00 00 0.0 0.0 0.0 0.0 0.0 0.0
Petroleum Property Tax 101.1 96.3 919 8r.4 83.2 793 755 718 68.2 64.9
Qil & Gas Royalties 14470 15213 16328 16432 16649 16683 16534 16579 16004 15314
Bonuses, Rents & Interest 233 19.1 16.6 16.6 166 16.6 16.6 16.6 16.6 16.6

Total Unrestricted Petroleum Revenue 41675 48477 49727 53290 57229 57720 55320 54777 52991 53216

Restricted Petroleum Revenue
NPR-ARents, Royalties, Bonuses 49 49 49 49 49 49 49 49 4.9 49
Royalties to Permanent Fund 601.3 672.3 7204 ™7 7485 7455 7451 7382 7155 680.2
Royalties to Public School Fund 10.4 1.4 119 12.0 12.2 122 12.1 121 1n7 1.2
CBRF Deposits 440.7 200 200 20.0 20.0 20.0 200 200 20.0 200

Total Restricted Petroleum Revenue 10573 7083 7571 7686 7856 7825 7821 752 721 7162
Total Petroleum Revenue 52248 5350 57299 60976 65086 65545 63141 62529 61512 6,0378

™ Qil and Gas Settements from DOR Mineral Payments Fund Allecation Detail.
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Alaska Department of Revenue * Tax Division

Prices. B-1a

Crude Oil and Natural Gas Prices—History ('@

NOMINAL®
WTI, ANS West Coast, ANS and Cook Inlet Wellhead Prices
($ per barrel)
FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Wl 2599 3005 2370 2990 3373 4872 6422 6335 9702 6971
ANS West Coast Spot 2442 2754 21165 2859 3236 4485 6212 6160 9651 6834
ANS Wellhead Wtd Average All Destinations 1987 2256 1704 2342 2746 4012 5669 5620 9046 61.86
Cook Inlet Wellhead 2214 2564 1937 2532 2841 4172 5826 5731 8226 52.51
Henry Hub Natural Gas Prices
{$ per million Beu)
FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Henry Hub 2.81 543 2.76 484 541 6.26 912 6.88 8.30 5.92
REAL 2009 $@
WTI, ANS West Coast, ANS and Cook Inlet Wellhead Prices
($ per barrel)
FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
WTI ' 3421 3814 2013 3637 4018 5620 7225 6832 10216  69.71
ANS West Coast Spot 3214 3495 2661 3477 3854 5173 6989 6643 10162 6834
ANS Wellhead Wtd Average All Destinations 2616 2863 2095 2849 3271 4628 6378 6061 9525 51.86
Cook Inlet Wellhead 2015 3255 2381 3079 3384 4813 6554 6180 8662 6251
Henry Hub Natural Gas Prices
($ per million Btu)
FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Henry Hub 370 6.89 3.39 5.88 6.44 722 1026 7.41 B.74 5.92
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Prices. B-1b

Crude Oil Prices—Forecast

www.tax.alaska.gov

NOMINAL®
WTI, ANS West Coast, ANS and Cook Inlet Wellhead Prices
($ per barrel)
FY 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
WTI 68.71 7885 8643 8874 91.11 9355 96.05 9863 101.27 103.99
ANS West Coast Spot 66.93 7635 8393 8624 8861 9105 9355 9613 9877 10149
ANS Wellhead Wtd Average All Destinations 6103 7036 77.78 80.02 8227 . 8457 86.89 8922 9154 9384
Cook Inlet Wellhead 6504 7448 8208 8440 8679 8924 9175 9434 9698 99.72
REAL 2009 $
WTI, ANS West Coast, ANS and Cook Inlet Wellhead Prices
($ per barrel)
FY 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
WTI 6687 7469 7968 79.62 7956 7950 7944 7939 7933 7928
ANS West Coast Spot 6514 7232 7137 7737 71T N7 O TR3T O T3 7737 TP
ANS Wellhead Wid Average All Destinations  59.39 6665 7171 7179 7183 7187 7186 7182 7.1 7154
Cook Iniet Wellhead 6330 7055 7566 7572 7578 7583 7588 7593 7598 76.02

In FY 2008, the Department of Revenue made a change in the method by which it accounts for fulure revenues, as well as historical and future production

and oil prices, from a cash basis to an accrual basis. This method change will better align fiscal year revenues with the state’s financial reports and other

8

for FY 2011 and beyond.
0]

publications. As a result, slight modifications have been made to historical production values and oil prices to accommodate this change.

Data from Platt's Oilgram Price Report, Wood McKenzie and Alaska Department of Revenue’s prevailing value and tax return data; Histerical real and nominal
crude oil and natural gas prices can be found on the Tax Division's web site at: www.tax.alaska.govisourcesbook/OilGasPrices.pdf.
Adjustment to "nominal” dollars is required to prepare the crude oil and natural gas price forecasts. Callan Associates Inc.'s inflation rate of 2.75% was used

Adjustment to "real 2010" dollars is useful to compare prices across time excluding inflation. These prices data are adjusted to real 2010 dollars based on

inflation rates provided by the U.S. Department of Labor, Bureau of Labor Statistics. The data series used is the Consumer Price tndex for all Urban Consum-

ers (CPI-U) which can be found at: www.bls.govicpilhome htm,
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Alaska Department of Revenue * Tax Division

Prices. B-2a
Nominal Netback Costs—History ("
Marine Costs, TAPS Tariff, and Other Adjustment Charges

($ per barrel)
FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
ANS West Coast 2442 2754 2465 2859 3236 4485 6212 6160  96.51 68.34
Marine Costs 1.56 1.40 1.58 1.70 1.69 1.79 1.65 1.63 193 205
TAPS Tariff 290 330 3.50 337 3.16 333 3.55 451 5.08 459
Other Deductions and Adjustments® 0.08 029 (0.48) 0.09 0.05  (0.40) 023 (074 (096) (0.15)
ANS Wellhead Value 1987 2256 17.04 2342 2746 4012 5669 56.20 9046  61.86

®  |n FY 2008, the Department of Revenue made a change in the method by which it accounts for future ravenues, as well as historical and future production
and il prices, from a cash basis to an accrual basis. This method change will better align fiscal year revenues with the state's financial reports and other
publications. As a result, slight modifications have been made to historical preduction values and oil prices to accommodate this change.

@ Historical netback costs can be found on the Tax Division web site: www.tax alaska govisourcesbock/NetbackCosts.pdf.
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Prices. B-2b

Nominal Netback Costs—Forecast V!

Marine Costs, TAPS Tariff, and Other Adjustment Charges

www.tax.alaska.gov
g

($ per barrel)
FY 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
ANS West Coast 66.93 76.35 83.93 86.24 88.61 91.05 93.55 96.13 98.77 10149
Marine Costs 207 205 210 215 220 2.25 2.30 2.35 240 245
TAPS Tariff 418 4.40 451 4.50 4,51 4.60 475 495 523 5.62
Other Deductions and Adjustments® ~ (0.35)  (046)  (0.45)  (042) (0.36)  (0.37) (038)  (039)  (040)  (0.41)
ANS Wellhead Value 61.03 70.36 71.78 80.02 82.27 84.57 86.39 89.22 91.54 93.84

M Data from the Department of Revenue's Forecast Model.
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Alaska Deparument of Revenue » Tax Division

Prices. B-3

Price Changes from Spring 2008 Forecast
(nominal $ per barrel)

FY 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Fall 2009 Forecast

WT! 68.71 7885 8643 8874 .11 9355 9605 9863 101.27 103.99
ANS West Coast 6693 7635 8393 8624 8861 9105 9355 9613 9877 10149
ANS Wellhead Wtd Average All Destinaons ~ 61.03 7036 77.78 8002 8227 8457 8689 8922 090154 0384
Cook Inlet Wellhead 65.04 7448 8208 8440 8679 8924 9175 9434 9699 99.72

Spring 2009 Forecast

WTI " 6079 7017 7844 8245 8600 8843 9180 9470 9754 100.58
ANS West Coast 5829 6768 7594 7995 8350 8593 8940 9220 9504 98.08
ANS Wellhead Wid Average All Destinations 5270 6200 7009 7401 7745 7976 8309 8566 8840 91.29
Cook Inlet Wellhead 5634 6573 7401 7802 8158 8402 8749 9026 9309 96.15

$ change from prior forecast .
WTI 7.92 8.68 7.99 6.29 5.1 5.12 415 3.93 3.73 341

ANS West Coast 8.64 867 7.99 6.29 5.11 5.12 415 383 373 34
ANS Wellhead Wtd Average All Destinations 8.32 8.36 7.70 6.01 482 4.81 3.80 3.56 314 2.55
Cook Inlet Wellhead 8.70 8.76 8.07 6.38 521 522 427 408 3.90 357

% change from prior forecast

WTI 130% 124% 102% 76% 59% 58% 45% 41% 38% 34%
ANS Wast Coast 148% 128% 105% 79% 61% 60% 48% 43% 39% 35%
ANS Welhead Wid Average All Destinations  15.8% - 135% 11.0% 81% 62% 60% 46% 42% 3.6% 28%
Cook Inlet Wellhead 154% 133% 109% 82% 64% 62% 49% 45% 42% 37%

96 . Appendices
1567




www. tax.alaska.gov

Production. C-1

Production Differences from Spring 2008 Forecast

(million barrels per day)
FY 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Fall 2009 Forecast
ANS 0.659 0.623 0.617 0.624 0.635 0.623 0.604 0.588 0.561 0.524
Cook Inlet 0.009 0.008 0.007 0.006 ¢.006 0.005 0.005 0.004 0.004 0.004
ALASKA 0.668 0.631 0.623 0.630 0.640 0.628 0.609 0.593 0.564 0.527
Spring 2009 Forecast
ANS 0.655 0.634 0.637 0.637 0.852 0.635 0.616 0.598 0.575 0.622
Cook Inlet 0.012 0.01 0.010 0.009 0.009 0.008 {.008 0.007 0.007 0.006
ALASKA 0.666 0.645 0.647 0.648 (.660 0.643 (.624 0.605 0.581 0.628
Volume change from prior forecast
ANS 0.004 (0011) (0.021) (0.013) (0.017) (0.01) (0.012) (0.010) (0.014)  (0.099)
Cook Inlet (0.003) (0.003) (0.003) {(0.003) (0.003) (2.003) (0.003) (0.003) (0.003) (0.003)
ALASKA 0001 (0.014) (0.024) (0.016) (0.020} (0.014) {(0.015) (0.013) (0.017) (0.101)
Percent change from prior forecast
ANS 06%  (1.7%) (3.3%) (2.0%) (26%} (1.8%)  (19%) (1.7%) (25%) (15.9%)
Cook Inlet {24.4%) (27.8%) (30.6%) (33.1%) (354%) (37.5%) (39.3%) (39.6%) (41.3%) (42.8%)
ALASKA 0.2% {22%) (37%) (25%) (3.0%)  (22%) (24%) {(21%) (2.9%) (16.1%)
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Alaska Department of Revenue ¢ Tax Division

Production. C-2a
Crude Oil Production—History "
(million barrels per day)

FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Prudhoe Bay® 0.571 0.536 0.486 0.429 0.414 0.380 0.335 0.271 0.291 0.290
PBU Satellitest 0.005 0.007 0.030 0.045 0.052 0.043 0.041 0.043 0.034 0.037
GPMA®= 0.113 0.088 0.073 0.065 0.060 0.055 0.048 0.037 0.044 0.038
Kuparuk 0.211 0.197 0.174 0.160 0.154 0.141 0133 0121 0.113 0.106
Kuparuk Satellites® 0.036 0.031 0.041 0.052 0.049 0.051 0.043 0.044 0.038 0.036
Milne Point™® 0.053 0.052 0.052 0.051 0.051 0.049 0.041 0.033 0.033 0.031
Endicott® 0.043 0.037 0.033 0.029 0.028 0.020 0.021 0.016 0.014 0.014
Liberty

Alping® 0.045 0.096 0.099 0.099 0.105 0.123 0.103 0.079 0.063
Fiordao 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.011 0.018 0.021
Nanugit 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.010 0.019 0.022
NPR-A

Offshoren 0.000 0.004
Northstars 0.025 0.059 0.066 0.068 0.055 0.045 0.034 0.027
Total ANS 1.033  0.993 1.010 0.9M 0.974 0.911 0.840 0734 0.716  0.692
Cook Inlet 0.029 0.029 0033 0030 0025 0020 0.018 0.015 0.014 0.010
Total Alaska 1.062 1.021 1.043 1.021 0.999 0932 0.858 0.750 0.730 0.702

" In FY 2008, the Department of Revenue made a change in the method by which it accounts for future revenues, as well as historical and future production
and oil prices, from a cash basis to an accrual basis. This method change will better align fiscal year revenues with the state’s financial reports and cther
publications. As a result, slight modifications have been made to historical production values and oil prices to accommodate this change.

@ A summary of historical crude oil production can be found on the Tax Division's web site at: www.tax.alaska.gov/sourcesbook/AlaskaProduction.pdf.

®  Includes NGLs from Central Gas Facility shipped to TAPS, ’

#  Aurora, Borealis, Midnight Sun, Orion and Polaris.

€ Lisburne, Niakuk, North Prudhoe Bay State, Point Mcintyre, Raven, West Beach and West Niakuk,

®  Meltwater, Tabasce, Tam and West Sak.

™ Includes Sag River and Schrader Bluff.

®  Includes Badami, Eider and Sag Delta.

9 Includes Alpine-West and Qannik.

10 Fiord, Fiord-Kuparuk.

i Nanuq and Nanug-Kuparuk,

12 Known Offshore includes Nikaitchug and Qooguruk,

9 Inciudes Outer Continental Shelf (OCS) production.
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Production. C-2b

Crude Qil Production—Forecast

www. tax.alaska.gov

(million barrels per day)

FY 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Prudhoe Bay? 0.280 0.261 0.249 0.237 0.238 0.231 0.222 0.214 0.205 0.198
PBU Satellites™ 0.035 0.036 0.043 0.043 0.042 0.040 0.037 0.035 0.031 0.028
GPMA® 0.036 0.032 0.029 0.026 0.023 0.021 0.020 0.018 0.017 0.015
Kuparuk 0.099 0.091 0.090 0.085 0.081 0.077 0.073 0.069 . 0.065 0.062
Kuparuk Satellites® 0.037 0.035 0.031 0.028 0.026 0.029 0.027 0.031 0.029 0.027
Milne Point® 0.029 0.029 0.029 0.029 0.029 0.028 0.027 0.025 0.024 0.022
Endicott” 0014 . 0012 o.M 0.013 0.015 0.017 0.018 0.016 0.015 0.013
Liberty 0.000 0.000 0.009 0.024 0.034 0.032 0.026 0.021 0.018 0.015
Alping® 0.057 0.056 0.054 0.053 0.053 0.046 0.041 0.036 0.032 0.029
Fiord® 0.029 0.029 0.025 0.022 0.019 0.018 0.023 0.028 0.027 0.022
Nanug® 0.013 0.009 0.007 0.008 0.008 0.007 0.006 0.005 0.005 0.004
NPR-A 0.000 0.000 0.001 0.009 0.015 0.015 0.021 0.024 0.029 0.029
Offshoret™ 0.008 0.0186 0.026 0.034 0.040 0.043 0.046 0.049 0.049 0.044
Point Thomsan 0.000 0.000 0.000 0.000 0.002 0.010 0.010 0.010 0.010 0.010
Northstar® 0.020 0.016 0.013 0.011 0.010 0.009 0.008 0.007 0.006 0.006
Total ANS 0659 0623 0617 0624 0.635 0.623 0.604 0588  0.561 0.524
Cook Inlet 0.009 0.008 0.007 0.006 0.006 0.005 0.005 0.004 0.004 0.004
Total Alaska 0.668 0.631 0.623 0630 0.640 0628 0.609 0.593 0.564 0.527

™ In FY 2008, the Department of Revenue made a change in the method by which it accounts for future revenues, as well as historical and future production
and oil prices, from a cash basis to an accrual basis. This method change will better align fiscal year revenues with the state’s financial reports and other
publications. As a result, slight modifications have been made to historical production values and oll prices to accommodate this change.

@ Includes NGLs from Central Gas Facility shipped to TAPS.

®  Aurora, Borealis, Midnight Sun, Orion and Polaris.
W Lisbume, Niakuk, Point Mcintyre, Raven, West Beach.

& Meltwater, Tabasco, Tam and West Sak.

® includes Sag River and Schrader Bluff.
@ includes Sag Delta.

®  Includes Alpine-West and Qannik.

®  Fiord, Fiord-Kuparuk and Fiord West.

9% Nanuq and Nanug-Kuparuk.

™ Known Offshore includes Nikaitchug and Oooguruk.
12 Inciudes Quter Continentat Shelf (OCS) production.
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Alaska Department of Revenue * Tax Division

Production. C-3a

Economic Limit Factors (for Fields with Positive ELF)—History "™

{(percent)

FY 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Prudhoe Bay 0.931 0.915 0.895 0.868 0.850 0.847 0.856 0.789 0.809 0.797
Aurora 0.367 0.856 0.789 0.809 0.797
Borealis ‘ ’ 0.098 0.107 0.076 0.369 0.856 0.789 0.809 0.797
Midnight Sun 0.018 0.001 0.000 0.367 0.856 0.789 0.809 0.797
Orion 0.368 0.856 0.789 0.809 0.797
Polaris ' 0367 085 0789 0809 0797
Point Mclintyre 0.618 0.415 0.192 0.162 0.098 0.383 0.856 0.789 0.809 0.797
Kuparuk 0.589 0.487 0.336 0.234 0.165 0.044 0.004 0.000 0.000 ¢.000
Tarn 0.041 0.003 0.050 0.102 0.051 0.008 0.001 0.000 0.000 ¢.000
Milne Point 0.025 0.009 0.001 0.000 0.000 0.000 0.000 0.000 0.000 ¢.000
Endicott 0.046 0.007 0.001 0.000 0.000 0.000 0.000 0.000 0.000 ¢.000
Alpine 0.491 0878 0.858 0.842 0.817 0.856 0.781 0.603 0.377
Fiord 0.007 0.023 0.054
Fiord-Kuparuk 0.01 0.000 0:005
Nanug-Kuparuk 0.207 0.326 0.332
Northstar 0485 0.861 0.847 0.824 0.722 0.521 0.266 0.020

Volume Weighted ELF 0700 0650 0608 0580 0553 0563 0606 0512 0.499 0.465

M In FY 2008, the Department of Revenue made a change in the method by which it accounts for future revenues, as well as historical and future production
and il prices, from a cash basis to an accrual basis. This method change will betler align fiscal year revenues with the state’s financial reports and other
publications. As a result, slight modifications have been made to historical production values and oil prices to accommodate this change.

@ A summary of historical ELFs can be found on the Tax Division's web site at www.tax.alaska govisourcesbook/ELFs.pdf.

Under the ELF production tax system, the tax rate for oil depended on the age of the field and the Economic Limit Factor (ELF). The ELF
was calculated based on total daily oil production and average daily per well production from each producing field. The statutory produc-
tion tax rate on cil 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 tax rate was calculated by multiplying the statutory tax rate, even if it was
the minimum 80 cents per barrel, times the ELF. The ELF formula resulted in lower effective tax rates for smailer, low-production fields
and higher tax rates for larger, highly productive fields. There was a unique combination of total daily field production and average daily
per well production.

in January 2005, the department aggregated seven fields in the Prudhoe Bay Unit. The decision to aggregate focused on, among other
things, the increasing interdependence found in the engineering and operation of the fields.

100 - Appendices
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Production. C-3b

Economic Limit Factors (for Fields with Positive ELF)—Forecast

(percent}

FY 2010 2011
Prudhoe Bay 0.772 0.715
Aurora 0.772 0.715
Borealis 0.772 0.715
Midnight Sun 0.772 0.715
Qrion 0.772 0.715
Polars 0.772 0.715
Paint Mcintyre 0.772 0.715
Kuparuk 0.000 0.000
Tamn 0.000 0.000
Milne Paint 0.000 0.000
Endicott 0.000 0.000
Alpine 0.332 0.227
Fiord 0.089 0.026
Fiord-Kuparuk 0.003 0.000
Nanug-Kuparuk 0.031 0.000
Northstar 0.008 0.000
Volume Weighted ELF 0.339 0.368

i ELF is projected through FY 2011 to assist in the comparison of ACES revenues and revenue under the old ELF-based system. This comparison is

required under the new statute.
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Revenue Sources Book

Alaska Department of Revenue — Tax Division

FALL 2009

In accordance with AS 37.07.060 (b)(4), the Revenue Sources Book is compiled
biannually by the Alaska Department of Revenue to assist the governor in for-
mulating a proposed comprehensive financial plan for presentation to the Alaska
State Legislature. Within the publication are shown prior year actuals, revised
current year estimates and future year projections.

Anticiparted state income is projected through the use of a number of data sources:

(1) Econometric models developed by the Department of Revenue to forecast
unrestricted non-petroleum revenues;

(2) A petroleum revenue model created by the department’s Tax Division;

(3) Estimates from individual state agencies.

We thank the various state agencies for their cooperation in computing antici-
pated revenues for publication in this Fall 2009 Revenue Sources Book.

‘The Department of Revenue complies with Title II of the Americans With Dis-
abilities Act of 1990. This publication is available in alternative communication
formats upon request. Please contact the division’s representative at 907-465-3692
or 907-465-3678 (TDD) to make necessary arrangements.




Revenue Sources Book

Alaska Department of Revenue — Tax Division

FALL 2009

Forecast & Historical Data

. ~ Sean Parnell, Governor
N “ Patrick Galvin, Commissioner
~- Jonathan Iversen, Direcror

Dona Keppers, Audit Master

www.tax.alaska.gov
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Alaska State Legislature

HOUSE FINANCE COMMITTEE

Agenda
1:30 PM

Thursday, January 21, 2010

Department of Revenue
Commissioner Pat Galvin
Jerry Burnett, Deputy Commissioner
Dona Keppers, Audit Master, Tax Division r
SYeleeonf Jennifer-Duval, Petroleum Fconomist ey
- Frank Molli, Production Forecasting Consultant /—\/

Update: Revenues vs Expenditures FY09 & FY10
Revenue Forecast FY11
Productuon Decline
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Provided by Rep. Mike Hawker
January 21, 2010

ANS production forecasts for 2015 from Fall Revenue Source Books -

2004 to 2009

The production trend is not good. Let’s just pick 2015 production, as an illustration. Not only is the total
dropping, but the important category of Under Evaluation is falling. So while projects have moved into
Under Development from the 2007 to the 2009 forecast, the future looks thin, very thin.

Fall 2004 Forecast

Currently Producing Under Development  Under Evaluation Total ANS
345,000 243,000 262,000 850,000
Fall 2007 Forecast

Currently Producing Under Development  Under Evaluation Total ANS
428,000 107,000 149,000 684,000
Fall 2009 Forecast

Currently Producing Under Development  Under Evaluation Total ANS
385,000 213,000 25,000 623,000

" 2018 Projections from Fall 2007 and 2009 Source Books

And here’s another comparison between the Fali 2007 and Fall 2009 Forecast books, looking at
production projections for 2018:

Fall 2007 Forecast

Currently Producing Under Development  Under Evaluation Total ANS
373,000 86,000 221,000 680,000
Fall 2009 Forecast

Currently Producing Under Development  Under Evaluation Total ANS
258,000 207,000 55,000 561,000
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