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C .  0 ) 1  P r i c e  F o r e c a s t

Oil revenue will continue to provide close to 80% of forecast Unrestricted General Purpose Revenue through 
FY 2009. Two elements are critical to the oil forecast: price and volume.
The spot price of ANS is quoted by subtracting a market differential from the price of West Texas Intermedi­
ate (WTI) on the New York Mercantile Exchange (NYMEX). There is no price for Alaska oil on the 
NYMEX. All of Alaska's current oil production is delivered to refineries on the U.S. West Coast (including 
Alaska and Hawaii). Consequently, Alaska's royalty and severance tax revenue depends in large part on the 
market price of Alaska North Slope crude oil (ANS) at U.S. West Coast refining centers.
The table below reflects actual prices for FY 2002 and the Department of Revenue's forecast of oil prices for 
the 8-yca: period beginning with the current fiscal year, FY 2003, and continuing through FY 2010. The 
short-term oil price forecast (FY 2003-2004) is based on a subjective assessment of market dynamics and 
trend analysis by participants at a Department of Revenue price scenario summit. Our long-term forecast (FY 
2005-2010) is based on the premise that prices will converge to $22 per barrel, the low-end of OPEC’s 
current price target range.

Table 7. Delivered Price for ANS Crude Oil
Average West Texas Intermediate (WTI), ANS West Coast and ANS Wellhead 
$ per barrel

Fiscal
Year WTI

ANS 
W est Coast

ANS
Wellhead

Actual 2002 23 .80 21 .78 16 .80
2003 27 .34 25 .94 20 .53
2004 24 .90 23 .25 17 .88
2005 23 .65 22 .00 16 .56
2006 23 .65 22 .00 16.41
2007 23 .65 22 .00 16 .30
2008 23 .65 22 .00 16.26
2009 23 .65 22 .00 16 .28
2010 23 .65 22 .00 16 .17

The prices wc arc forecasting are higher than the average market prices experienced over the 16-year period 
since the 1986 oil price collapse but are consistent with prices since 1999. The figure on the next page 
depicts: (1) the monthly West Coast ANS market price from December 1990 through September 2002; (2) the 
60-month moving average West Coast market price for the same period; and (3) a set of derived ANS futures 
prices for October 1998 and October 2()02.,u

( I ) T h e  d e r iv e d  A N S  fu tu re s  p rice  is b a se d  o n  (lie sp o t m a rk e t d if fe re n tia l  b e tw e e n  W T I a n d  A N S a p p lie d  to  th e  W 11 fu tu re s  
p r ic e s  a s  re p o rte d  o n  th e  N ew  Y ork M e rc a n tile  E x c h a n g e  (N Y M E X ).
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T h e  figure b e low  c learly  illustrates the volatil ity  o f  m o n lh - to -m o n th  cn ide  oil prices. A N S  W es t  C o as t  prices 
during  the pert inen t  t im e  period  ranged  from ju s t  under  $1 0  pe r  barrel to o v e r  $32  pe r  barrel. T h e  average  o f  
the 6 0 -m o n th  m o v in g  averages  show n in the  figure b e low  is $17.71 p e r  barrei. T h e  derived  futures m a rk e t  
prices  ref lec ted  be lo w  illustrates that the cu rren t con v e rg en ce  price  has inc reased  by  abou t $3 per barrel s ince  
O c to b e r  1998.

T h e  figure  on  the nex t page  reflects  ano the r  ana lys is  dem o n s tra t in g  bo th  the short- te rm  volatil ity  and the 
longer-term  stability  o f  A N S  W es t  C oast m arke t  prices  o v e r  the past 16 years. T h e  left-hand bar dep ic ts  the 
variab il i ty  o f  A N S  W est C oas t oil prices for each  o f  the ro lling  12-m onth time periods (from  D ecem b er  1990 
to S e p te m b e r  2002). N ine ty -five  percent o f  those average  p rices  fall be tw een  $12 .54  and  $28  per barrel; 5 0 %  
o f  the tim e those prices  fall be tw een  $16 .32  and  $21 .47  pe r  barre l,  w ith  a m ed ian  price  o f  $ 17.64 p e r  barrel.
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T h e  r igh t-hand  b a r  dep ic ts  the variability  o f  the rolling 6 0 -m on th  time period . The 60-m onth  average  A N S  
W es t  C o a s t  m a rk e t  prices  w ere  obv iously  ve ry  consistent. N ine ty -five  percen t  o f  those averages  fall betw een 
$16 .42  and  $20 .40  p e r  barre l;  50  p e rcen t  o f  the time, be tw een  $16.95 a n d  $17 .68  per barrel; and  the m ed ian  
o f  those  6 0 -m on th  average  p r ices  is $ 17.35 pe r  barrel. T h e  m idd le  three bars in the figure re f lec t the v a r iab il­
ity o f  the ro lling  24 -m on th ,  3 6 -m on th  and  48 -m on th  t im e periods.

It is im p o r tan t  to no te  that o u r  base-case  forecast th rough  FY  20 1 0  o f  $22  p e r  barrel reflects an  assum ption  
that O P E C  w ill m a n ag e  the m a rk e t  to a p rice  above the long-te rm  price  suggested  by  the s ta tis tics  illustrated 
below. O P E C  has successfu l ly  m a n ag ed  its share  o f  oil p rodu c tion  for the past four years. T h e  ev idence  is 
that A N S  oil p rices  ove r  the pas t  51 m onths  have  averaged  $22  pe r  barrel.

Figure 9. Cumulative Average ANS Oil Price (December 1990-September 2002) 
Moving Average and Confidence Intervals

$ / Barrel

30 -----------------

12

Percentile S per Barrel
Rankinq 12-month 24-month 36-month 48-month 60-mont

2.5% 28.00 26.28 24.F'5 21.65 20.40
25% 21.47 19.51 16 18.25 17.68

Median 17.64 18.11 17.91 17.51 17.35
75% 16.32 16.08 16.40 17.07 16.95

97.5% 12.54 14.37 15.93 16.26 16.42

the percentile ranking is the probability o f exceeding the corresponding ANS oil price.
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D. O il P roduc tion  Forecast

In 19SS, A N S  p roduc tion  p eak ed  a t  2 .005 m ill ion  barre ls  pe r  day  and  has declined stead ily  s ince. T h e  figure 
on  the  n ex t  page  reflec ts  the his tor ica l and  p ro jec ted  rates for A N S  oil production . F Y  2001 w as the first full 
y e a r  tha t A N S  produc tion  averaged  less than 1 m ill io n  barrels  per day  —  daily p rodu c tion  ave raged  0.991 
m ill ion  barrels  p e r  day. T hanks  to the con tr ibu t ion  o f  new  fields, N orth s ta r  and A lp ine , A N S  p ro d u c t io n  
a v e ra g e d  1.003 m ill ion  barrel p e r  day  in FY  2002 .

T h e  fu tu re  d ev e lo p m en t  o f  recen t d iscoveries  in the N ational Pe tro leum  R cscrvc -A laska  (N P R -A ) and  the 
p ro je c te d  deve lo p m en t  o f  N an u k ,  Fiord, S ou rd ough ,  Point T h o m so n  and  Liberty  will increase  p ro d u c t io n  to 
s l igh t ly  above the 1 m illion barre l p e r  day  level in F Y  2008-2011 .

A  de ta iled  f ic ld-by-fie ld  p roduc tion  fo recast can  be  found in A p p en d ix  D.
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Figure 10. ANS Historical Production 
Million Barrels/ Day
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Table 8. ANS Oil and NGL Production
million barrels per day

Fiscal ANS
Year Production

Actual 2002 1.003
2003 0.994
2004 0.997
2005 0.992
200S 0.971
2007 0.956
2008 1.010
2009 1.091
2010 1.075
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New Oil D evelopm en t

A s the  vo lum es from  the g ian t  P rudh oe  B ay  and  K u p a ru k  fields continue  to decline , som e  o f  the decline in 
produc tion  will be  offset by  n ew  oil deve lopm en t .  In o u r  forecast, new  oil is de f ined  as crude  a lready  discoV' 
e red  and  likely to be developed . B y  FY  2009 , as  the  tab le  and  figure be low  show, over  one-q uarte r  o f  our 
fo recasted  oil p roduc tion  will c o m e  from  fie lds no t curren tly  p rodu c ing  oil.

Table 9. New Oil as a Percentage of Total Oil
million barrels per day

New Oil
Fiscal Total as Percent of
Year New Oil Oil Total Oil
2005 0.005 0.992 0.5%
2006 0.015 0.971 1.5%
2007 0.038 0.956 3.9%
2008 0.125 1.010 12.4%
2009 0.254 1.091 23.3%
2010 0.289 1.075 26.9%

Figure 11. New Oil as a Percentage of Projected Oil

2005 2006 2007 2008 200D 2010
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E cono m ic  Limit F acto r

T he average  produc tion  tax rate on  the N orth  S lope  has been  falling as the resu lt  o f  the tax ad ju s tm en t 
k n o w n  as the E conom ic  L im it Factor (ELF). T h e  E L F  is a  factor that reduces the  nom inal p rodu c tion  tax rate 
on a p rodu c ing  reservoir  based  on the average  rate o f  p roduc tion  from the rese rvo ir  and the ave rage  p rodu c­
tivity o f  the w ells  p rodu c ing  that reservoir. S ince  oil p roduc tion  rates and  well p rodu c tiv i ty  dec l ine  over  time 
as an oil Field is be ing  produced , the average p roduc tion  tax rale will fall as w ell .  Further, the  E L F  reduces 
the tax  rate on  sm alle r  oil Fields such that m o s t  Fields p rodu c ing  less than  20 ,000  barrels  p e r  d ay  will pay  
little o r  no p rodu c tion  tax.

A n  eve r  sm a lle r  percen tage  o f  A la sk a ’s cu rren t and  pro jec ted  N o rth  S lope oil p rodu c tion  will con tinue  to 
com e from  old, declin ing  Fields, w hile  new  produ c tion  will com e from sm all Fields. T herefo re , the average 
tax rate will con tinue  to fall. T he  average oil p roduc tion  tax  rate for N orth  S lo pe  produc tion  in FV 1994 w as 
13.5%; w e  p ro jec t  that for FY 2003 it will average  7.7%. T h e  figure be low  il lustra tes the actual w eigh ted  
average  E L F  for N o r th  S lope  oil production  since  1994 and  our  projections o f  tha t w eigh ted  average  
th rough  FY  2006. T h e  P rudhoe Bay ELF is a lso  show n, as well a s  the average  E L F  for all o f  the o ther N orth  
S lope Fields that have  ELFs that arc greater than  zero.

Figure 12. Economic Limit Factor With ELF Greater Than Zero 
Actual FY 1994-2002 and Projected FY 2003-2006

1994 1996 1998

Actual
2000 2002 2003 2004 2005 2006

Projected

- 3 9 - Fall 2002  R evenue Sources  Book



E. Longer-Term  U nres tric ted  Revenue O u tloo k

U sing  the price  and v o lu m e  co m p o n en ts  deve loped  for this fall 2002  foreca t, the  table below  sum m arizes  
d ep a r tm en t’s forecast o f  total U nrestr ic ted  G eneral Purpose  R evenue  through F Y  2010 .

Table 10. Total Unrestricted General Purpose Revenue 
Preliminary FY 2002 and Projected FY 2003-2010 
$ Million
(Section V) (Section VI) (Section VIII)

Unrestricted Unrestricted Unrestricted Total 
Fiscal Oil Non-Oil Investment Unrestricted Percent
Year Revenue Revenue Revenue Revenue from Oil

Preliminary 2002 1,320.1 290.7 43.1 1,653 .9 80
2003 1,468.1 253 .4 30.7 1,752 .2 84
2004 1,326.7 260.1 16.7 1,603 .5 83
2005 1,193 .7 260 .6 16.7 1,471 .0 81
2006 1,152.1 261.1 16.7 1,429 .8 80
2007 1,103 .7 262 .2 16.7 1,382 .7 80
2008 1,088.4 263 .4 16.7 1,368 .5 79
2009 1,097 .5 264 .6 16.7 1,378 .8 80
2010 1,020.7 265 .8 16.7 1,303.2 78
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F. C o n s titu tio n a l B udget Reserve■ — ■ ■ ■■ w M  > ■ ■ ■ - ■

T h e  tab le  be low  ref lec ts  the am o u n t  needed  to m ake  up  the d if ference  be tw een  the D ep a r tm en t  o f  R e v e n u e ’s 
forecast o f  U nrestr ic ted  G eneral Pu rpo se  R evenue  and  the  annual G enera l  Fund  budge t ,  sh o w n  here  as  a flat 
$2.5 b il l ion  <■».

Table 11. Difference Between Unrestricted General Purpose Revenue 
and General Fund Budget — "The Gap” <"
$ Million

Total d)
U nrestric ted General

F iscal General Purpose Fund
Year Revenue A pp rop ria tion D ifference

P re lim ina ry 2002 1 ,6 5 3 .9 2 ,5 0 3 .9 (7 3 8 .0 ) <2>
2003 1 ,7 5 2 .2 2 ,5 0 0 .0 (7 4 7 .8 )
2004 1 ,6 0 3 .5 2 ,5 0 0 .0 (8 9 6 .5 )
2005 1 ,471 .0 2 ,5 0 0 .0 (1 ,0 2 9 .0 )
2006 1 ,1 2 9 .8 2 ,5 0 0 .0 (1 ,0 7 0 .2 )
2007 1 ,382 .7 2 ,5 0 0 .0 (1 ,117 .3 )
2008 1 ,368 .5 2 ,5 0 0 .0 (1 ,1 3 1 .5 )
2009 1 ,378 .8 2 ,5 0 0 .0 (1 ,1 2 1 .2 )
2010 1 ,303 .2 2 ,5 0 0 .0 (1 ,1 9 6 .8 )

(1 ) The projected Fiscal Year 2003-2010 budget o f S2.5 billion is simply a reference point for 
analysis. Any budget estimate used to determine "The Gap" w ill have its detractors —  some will 
contend spending should be cut, while others w ill argue just as strongly that spending should be 
increased.
(2 ) The “ Gap", or the draw on the CBRF for Fiscal 2002, is shown as actual cash spending 
which does not take into account Fiscal 2002 appropriations that w ill be spent in fiscal 2003.

As ap p ro v ed  by voters in 1990, all o f  the n io ncv  from oil and gas and  m in in g  tax and  roya l ty  se t t lem en ts  are  
deposited  into the C onstitu tional B udget R eserve  Fund  (C B R F ) .  O v er  the past nine y e a rs  the state has  
deposited  abou t $5.6 billion  into the reserve  fund and  has  earned  abou t $1 .5  billion on  the  money.

For all bu t tw o o f  those years , the sta te  has relied on  the C B R F  to fill the  d ifference  b e tw e e n  unres tr ic ted  
revenue an d  the annual state budget.

T h rough  N o v em b er  20, 2002 , ap p ro x im a te ly  $4.9 billion  had  been  w ith d raw n  from the C B R F  to b a lan ce  the 
budget, leav ing  a b a lance  o f  $2,075 billion.
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T h is  tab le re flec ts  the C B R F  d ep le tio n  m atrix  and  the tim e p e rio d  the fund  co u ld  con tinue  to m ak e  up  the 
d iffe ren ce  be tw een  U n res tric ted  G enera l P u rp o se  R evenue  an d  the  G enera l F u n d  b udget a t v a rio u s  oil p rices 
and  b u d g e t levels. F o r ex am p le , assu m in g  no change  in the s ta te ’s fiscal sy s tem , i f  w e  are co rrec t in our o il 
p rice  fo recast an d  i f  w e  assum e a  fla t G enera l F u n d  b u d g e t o f  $2 .5  b illion  p e r year, the C B R F  w ill be 
ex h au sted  in Ju n e  2005 .

Table 12. When Would the CBRF Be Gone?

S'ate Spending and Oil Price Variables, Starting in FY 2003 
Annual State Budget $17.70/bbl $22.00/bbl DOR Fa ll(,) $25.00/bbl

$2 ,400  billion (no increases) Oct-2004 Jun-2005 Nov-2005 May-2006
$2 ,500  billion (no increases) Jun-2004 Mar-2005 Jun-2005 Nov-2005
$2 ,600  billion (+2%/yr growth) Apr-2004 Nov-2004 Feb-2005 Apr-2005

(1) Based oil Department o f Revenue Fall 2002 oil price forecast: FY 2003 ANS, S25.94; FY 2004 ANS S23.25. 
Sources: Department o f Revenue Fall 2002 Forecast, Fiscal Driver Model of Oil Revenue and CBRF Performance.

CBRF Depleted
111na onnc

Figure 13. Anticipated Life of the Constitutional Budget Reserve Fund

Budget o f ?2.5 b illion in FY 2003 - 2006

General Fund Unrestric ted Revenue 

□  Draw from CBRF

FY 2003 FY 2004 FY 2005
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IV. ALASKA’S FISCAL OPTIONS

W hat A re  the  O p tio n s  fo r  A la ska ’s F isca l F u tu re?

W c all hope  tha t the  road  to a  p ro sp e ro u s fiscal fu ture is w ell m ark ed  and  w ith o u t de tou rs. A lask an s are u sed  
to a few  bum ps in the road , w e w o u ld  ju s t p re fe r no t to b reak  any  ax les  a lo n g  the w ay. B u t ju s t  as any 
A laskan  kn o w s, w e need  to  b e  p repa red  for roadside em erg en c ies . A  lack  o f  enough  m o n ey  to p ay  for pub lic  
se rv ices  co u ld  be ju s t  such  a p ro b lem .

T h e  ba lan ce  in th e  C onstitu tio n a l B udget R eserve  Fund  is h ead in g  dow n , n o t up. T h is fo recast book g iv es 
the  D epartm en t o f  R evenue 's b e s t es tim ate  o f  w hen the B u d g e t R eserv e  F u n d  w ill h it em pty, u n less w e take 
step s to c lo se  the  Fiscal gap . A n y  o f  several even ts cou ld  p ro d u ce  new  rev en u es  to  reduce  the gap. A m ong  
th e  long-term  po ss ib ilities  are  u n ex p ec ted ly  h igh  oil p rices, la rge  v o lu m es o f  und iscovered  oil flow ing  into 
the  T ran s-A lask a  Oil P ipe line , o r  a natural g aslin c  from  the N o rth  S lope. (S ee  S ec tion  II fo r a tho rough  
rev iew  o f  th e  po ten tia l fo r in c reased  N o rth  S lo pe  oil d ev e lo p m en t and  a n a tu ra l g as  p ro jec t fo r A laska.)

T h is reven ue  forecast a ssu m es none  o f  the ab o v e  in the n ex t few  y ears . M ay b e  la ter, bu t no t now. W c based  
o u r fo recast on  w hat w e be liev e  is a reaso n ab le  es tim ate  o f  o il p rices  an d  kn o w n  q uan tities  o f  oil th a t can be 
p ro d u ced  befo re  the end  o f  the decade.

T h ere  a lso  are  no  new  o r in c reased  taxes in o u r reven ue p ro jec tio n s. A n d  a lth o u g h  som e p eop le  have d is­
cussed  the p o ssib ility  o f  so m ed ay  using  so m e  o f  the ea rn in g s from  the  P e rm an en t Fund  to  help  pay  fo r p ub lic  
se rv ices , w c did no t inc lude th a t in  ou r s ta te  G eneral F u n d  b u d g e t p ro jec tio n s.

H ow ever, the  fu ture is u n ce rta in , and any  o f  the  above p o ss ib ilitie s  co u ld  b eco m e  rea lity  in tim e. T o  help 
ju d g e  the p o ssib ilities  an d  th e ir  eco n o m ic  v a lu e , w e o ffe r the fo llo w in g  in fo rm atio n  in th is sec tion .

C ould  H igher O il P rices A lone  F ill the  F isca l Gap?

A qu ick  stu d y  o f  the num bers show 's it ce rta in ly  is ex trem ely  un likely . A la sk a  N orth  S lope cru d e  o il w ould  
have to fe tch  h ig her p rices  fo r a lon ger perio d  than  at an y  tim e  in the p ip e lin e 's  2 5 -year h istory . A nd  no t ju s t  
a little  h ig h er fo r a sh o rt tim e, b u t a lo t h ig h e r fo r a long  tim e.

A lth o u g h  w c believe N orth  S lo p e  oil p ro d u c tio n  w ill ho ld  ju s t  shy  o f  1 m illio n  barre ls  per day  for the next 
few  years , w ith  a sm all in c rease  la te r th is decade , the sta te 's  d ec lin in g  p ro d u c tio n  tax  ra te  requ ires a  h igher 
p rice  ev e ry  y e a r ju s t  to  m a in ta in  the  sam e reven ues. N orth  S lo pe  o il w o u ld  have to average  m ore th an  $37  a 
barrel in F iscal 2003 to ba lan ce  the budget. T he num ber gets fu rth e r ou t o f  reach  each  year. In F iscal 2010, 
the p rice  w ou ld  need  to be o v e r $43 a barrel.
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T o  reach  2010  w ith  som eth ing , any th ing , in the B u d g et R eserve  Fund w o u ld  req u ire  A N S  oil av e rag in g  m o re  
than  $33  a barre l fo r the n ex t sev en  years. K eep  in m in d  tha t p rices  w o u ld  have  to ho ld  fairly  stead y  a ro u n d  
tha t average  —  the  sta te  cou ld  n o t affo rd  a co u p le  o f  bad  y ears  a lo ng  th e  w ay  i f  w c w an ted  to m a in ta in  th e  
B udget R eserve  F u n d  and pay  o u r bills. F o r ex am p le , i f  N o rth  S lope o il d ip p ed  be lo w  $15 fo r a y e a r o r  m o re , 
as h as happened  th ree  tim es sin ce  1989, the B udget R eserv e  Fund  w o u ld  tak e  such  a deep  h it th a t it w o u ld  h it 
em p ty  even  i f  p rices  rebou nded  the  nex t year.

P rices cou ld  rise  ab o v e  p ro jec tions in the sh o rt term  —  m aybe even  en o u g h  to  ba lan ce  the b udget fo r a sh o rt 
tim e. B ut it w o u ld  tak e  a m a jo r, su s ta in ed  g lo bal sh o rtag e  o f  oil to c rea te  the co n sis ten tly  h ig h  oil p rice s  fo r 
the lo n g  te rm  th a t co u ld  save the  B u d g et R eserv e  F und , an d  such  a scen a rio  is ex trem ely  unlikely . O il is a 
m ark e t-trad ed  com m odity , w ith  the  fo rces o f  su pp ly  and  d em and  d e te rm in in g  the p rice . W hen  su p p ly  e x ­
ceeds the  d em an d , p rices  fall. A s oil ge ts  cheaper, d e ’ . ind recovers, w h ich , over tim e, leads to h ig h er p ric e s  
as d em and  b u ild s to  m atch  supply. B ut w h en  dem and  ge ts  too  h ig h , sq u eez in g  the supply , p rices  rise  an d  
d em an d  falls b ack  dow n. P rices ev en tu a lly  com e do w n , too . B ecause  o f  how  the m a rk e t w orks, it is h ig h ly  
u n like ly  tha t o il p rice s  cou ld  ev e r stay  h ig h  enough  lon g  en o u g h  to so lve  A lask a 's  b u d g e t p rob lem .

H igher - o r  Low er - O il P roduction

O il p ro d u c tio n  co u ld  exceed  o u r fo recast, w h ich  inc ludes o n ly  barre ls  fro m  fie lds tha t a re  p ro d u c in g  o r  h av e  
b een  d iscovered . F o r those tha t have b een  d isco v ered , w e inc luded  p ro d u c tio n  on ly  from  those  fie lds we 
ex p ec t to s ta rt p u m p in g  by 2010 .

W c fo recast tha t "n ew  oil,"  oil tha t has been  d isco v ered  b u t is no t y e t flo w in g  th rough  T A P S , w ill co n s titu te  a 
su b stan tia l 12.4%  o f  N orth  S lope p ro d u c tio n  by F iscal 2008 , g ro w in g  q u ick ly  to 2 6 .9%  by F iscal 2010. 
C learly , A laska is d ep en d in g  on a fa ir am o u n t o f  th is new  oil ju s t to m ee t o u r reven ue  fo recast. A n y th in g  
m ore than  tha t w o u ld  help c lo se the fiscal gap , b u t N o rtn  S lo pe  oil p ro d u c tio n  w ou ld  need  to  m ore than  
d o u b le  by 2010  to c lo se  the gap  by itself.

It is poss ib le  tha t so m e  o f  the d iscovered  fie lds cou ld  s ta rt p ro d u c in g  so o n e r than  expected , m ean in g  m o re  
-• odu c tio n  and  m u e  reven ue  to  the state. W e also  ex p ec t new  oil d isco v erie s  on  the N orth  S lope , b u t w e do 
no t be liev e  those  a s-y e l-u n d isco v ered  fie lds w ill beg in  p ro d u cin g  befo re  2010 . H ow ever, these u n d isco v ered  
fie lds m ig h t a lso  b eg in  p ro d u c in g  sooner.

O n th e  o th e r sid e  o f  the fiscal co in , it is po ss ib le  tha t so m e  o f  the fo recast p ro d u c tio n  cou ld  be p o stp o n ed  
p ast the  expected  s ta rt-u p  da tes  in th is fo recast. A lso , the p ro d u c tio n  ra te  fo r d ev e lo p ed  fie lds m ay  d ec lin e  at 
a  faster rate th an  w c p ro ject. For every  up sid e , there  is a  dow nsid e . (S ee  S ec tio n  II, N ew  O il and G as P ro ­
duc tion .)

B road-B ased Taxes

T h o u g h  no one w an ts  to pay  tax es, it's a lw ay s  an op tio n  for the fu tu re  i f  A la sk a  finds itse lf  short o f  the  m o n ey  
it n eed s to pay  for p u b lic  serv ices . B ut ju s t  h ow  m uch  new  reven ue  w ou ld  tax es g enera te?  A nd w hat arc  
som e o f  the o p tio n s?
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[ e r so n a l  Incom e Tax

O f  th e  50  sta tes, 43  have a p erso n a l incom e tax . Jo in ing  A lask a  o n  the lis t w ith o u t a tax  are  F lo rida , N evada, 
S o u th  D akota, T exas, W ash ing ton  and W yom ing . O f  the 43  w ith  a tax, N ew  H am psh ire  and  T ennessee  
c o lle c t taxes on  d iv idends and  in terest incom e only.

T h e re  are th ree  op tions fo r the  tax  base for ca lcu la tin g  a p erso n a l incom e tax:

■ A d ju s te d  m o ss  in co m e. B ecause  the tax  base w o u ld  be the h ig hest o f  th e  three op tions, the  tax rate 
w o u ld  be the  low est. A d ju s ted  gross in co m e is L ine 33 on  the  federal personal incom e tax  Form  1040, 
w h ich  is an  ind iv idu al's  g ro ss  incom e from  all so u rces  m inus: IR A  con trib u tio n s , s tu d en t loan in terest, 
M edical S av ings A ccoun t con trib u tio n s , m o v ing  expenses, o n e -h a lf  o f  the se lf-em ploym en t tax paid  by  
se lf-em p lo y ed  ind iv iduals, th e  se lf-em p loyed  health  in su ran ce  deduction  and  alim ony.

■ F e d e ra l ta x a b le  in co m e. T h is  is L ine 39  on F orm  1040, w h ich  is ad ju sted  g ross incom e m inus e ither 
the standard  deduction  o r  all o f  the item ized  ded u ctio n s a llo w ed  u n d er federal law , p lu s the  p er-p erso n  
ex em p tio n s a llow ed  u n d er the  federal tax  code. T h is  req u ire s  the sta te  to accep t w h a tev e r tax  ded u c­
tions arc a llow ed  under federal law, a lth o u g h  the sta te  a lso  cou ld  inc lude  its ow n ded u c tio n s , c red its  o r 
o th er cond itio ns.

■ F e d e ra l ta x  liab ility . T h is is w hat an ind iv idu al p ays the IR S . B ecause the tax base w o u ld  be the 
low est o f  the th ree  op tions, th e  actual tax ra te  w o u ld  be h ig h er than i f  the rate w ere  ap p lied  to  g ross 
incom e or tax ab le  incom e. F o r exam ple , a  1.87%  tax  on  g ro ss  incom e, a 2 .54%  tax on tax ab le  incom e, 
o r a 12 .66%  tax on  federal ta x  liab ility  w o u ld  all ra ise  the sam e  am o u n t fo r the sta te  —  abou t $250 
m illion  a year. U sing  F edera l T ax  L iab ility  as the base  w o u ld  requ ire  the  sta te  to accep t w h atev er 
ded u ctio n s and  cred its are  a llow ed  u n d er federal law. F edera l tax liab ility  is L ine 40  o n  F orm  1040 
(befo re  several c red its  u n d e r the  IRS co d e), o r L ine  52 (a fte r E ducation  T ax  C red its and  E lderly  and 
D isab led  C are C red its and  o th ers), o r L ine  52 p lu s the  E arned  Incom e C red it and  A dd itional C hild  T ax 
C red it.

T h ese  are app ro x im ate  num bers fo r tax ra tes and  how  m u ch  reven ue  w ould  be ra ised  by  a state  personal 
incom e tax  in A laska. T he tab le  assu m es a fla t tax fo r the  sake  o f  sim p lic ity  in  show ing  po ten tia l revenues.

Table 13, Inccme 'i ax Rates and Income Tax Projections (2000 IRS Data)

$ Million % Adjusted % Federal % Net Federal
Revenue Gross Income Taxable Income Tax Liability

$250 1.87 2.54 12.66
$300 2.22 3.03 15.08
$350 2.58 3.51 17.49
$400 2.93 4.00 19.91
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A lask a  abo lished  its p erso n a l in co m e tax  in 1980. T h e  tax  ra ised  $ 2 1 0 .4  m illio n  in F isca l 1977, its h ig h est 
co llec tio n s  ever. T h e  tax  w as asse ssed  as a p e rcen tag e  o f  federa l tax ab le  incom e, ra n g in g  from  3 .5 %  for 
in co m e up to $8 ,0 0 0  p e r y ea r to  a h igh  o f  14.5%  on  in co m e in excess o f  $300 ,0 0 0 . In  the  m idd le , tax p ay ers  
p a id  10%  o f  the ir fed e ra l tax ab le  incom e o v er $ 52 ,000 . I f  the p re -1 9 8 0  tax ra tes w e re  in  e ffec t today, 
A lask an s w ould  p a y  ab o u t $750  m illion  in state  persona l incom e tax es. I f  the tax  b ra c k e ts  w ere  ad ju s ted  fo r 
in fla tio n , th a t n u m b er w o u ld  be $ 6 6 0  m illion .

A n  incom e tax  ce rta in ly  w ou ld  co lle c t m o ney  from  n o n -resid en ts  w o rk in g  in A la sk a , b u t there  is no  w ay  to 
k n o w  exac tly  h o w  m u ch  it w ou ld  co llec t. T he IR S rep o rts  incom e earned  by  tax p ay e rs  w ith  an  A lask a  
m a ilin g  address; it d oes n o t rep o rt incom e earned  b y  no n -resid en ts  w o rk in g  in A la sk a . T h e re  a re  no  ex ac t 
n u m b ers  fo r n o n -resid en t w ag es in A laska , b u t e s tim a tes  range from  3%  to 10% an d  the  D ep artm en t o f  
R ev en u e  believes th e  true  n um ber is p robab ly  in the  m idd le . A t 6%  o r 7% , an in c o m e  tax  that ra ised  $350  
m illio n  w ould  co llec t perh ap s $21 m illion  to $22  m illio n  a y ea r from  n o n -resid en ts .

A  s ta te  personal in co m e tax  w o u ld  be deductib le  from  federal incom e taxes for A la sk a n s  w ho item ize . IRS 
s ta tis tic s  ind ica te  a b o u t 2 5%  o f  A lask a  tax payers item ize  the ir ded u c tio n s , though  m o st h ig h er-in co m e  
A lask an s  item ize o n  th e ir  federal re tu rns. A n d  s ince  it w o u ld  be the h ig h er-in co m e  A lask an s  w ho  w o u ld  
p ro v id e  m o st o f  the  s ta te 's  new  in co m e  tax  reven ues, a  su bstan tia l p o rtion  o f  th a t ta x  w o u ld  be d ed u c ted  from  
A lask an s ' tax p ay m en ts  to  the federa l governm en t.

Statewide Sales Tax

T h e  o n ly  sta tes in  th e  nation  w ith o u t a sta tew ide  sa les tax are A laska , D elaw are , M o n tan a , N ew  H am p sh ire  
a n d  O regon . T he o th e rs  co llec t tax es  tha t range from  a low  o f  2 .9 %  in  C o lo rad o  lo  7%  in  M ississ ip p i and 
R hode  Island . In  m o st sta tes, the  c ities , coun ties, tran s it d is tric ts  and  o th e r tax in g  a u th o ritie s  add  th e ir  sa les 
tax  on to  the sta te  tax  ra te , w ith  th e  sta tes han d lin g  co llec tio n  and  en fo rcem en t, th en  d isb u rs in g  th e  funds to 
the  m u n icipal ag en c ies . B ecause  o f  the cu m u la tiv e  e ffec t o f  add ing  local sales tax es  to  the  s ta te  tax , m any  
s ta te s  se t a  m ax im u m  overa ll ra te . T h e  h ig hest to ta l ra tes  app ro ach  10%.

Mo.->t sta tes ex em p t all o r  som e food  p u rch ases from  sa les  tax es, w ith  a few  sta tes c h a rg in g  a lo w er tax  rate 
on  foods. A ll s ta te s  ex em p t p resc rip tio n  m ed ic in es  from  sales tax . O f  those  sta tes w ith  a general s ta tew id e  
sa le s  tax , the  tax p ro v id es  an av e rag e  32 .3%  o f  o v era ll s ta te  genera l fund reven ues.

A lth o u g h  there  is no  sta tew ide  sa les tax  in A laska , ab o u t o ne-th ird  o f  A lask an s live  in  a co m m u n ity  —  a city  
o r a  bo rou gh  —  w ith  a m u n ic ip a l sa les tax . T he ra tes fo r those 2 0 0 ,0 0 0 -p iu s  A lask an s  ran g e  from :

■ A low  o f  1% in T enakee  and  W hite  M ountain .
■ T o  a h igh  o f  7%  in W rangell and  6%  in P etersbu rg , C ordova, K od iak  and K o tzeb u e .

T h e  100 c ities  and  b o rou ghs w ith  a sa les tax  co llec ted  ab o u t $ 125 m illio n  in F iscal Y ear 2001 , fo r a n  average  
o f  m o re  than $600  p e r cap ita . E ach  m u n ic ip a lity  has its ow n  list o f  tax  ex em p tio n s, lim its  and  ru les, such  as 
a cap  on the m ax im u m  am oun t o f  a sing le  pu rch ase  su b jec t to a sa les tax  (to  ease  th e  b u rd en  on p u rch ase rs  o f  
b ig -tick e t item s su ch  as cars). T h e re  is no u n ifo rm ity  ac ro ss  the state.

I f  A lask a  had a s ta tew id e  sales tax , the  D ep artm en t o f  R evenue  estim a tes  the  sta te  w o u ld  co llec t ap p ro x i­
m ately :

• $ 110 m illion  a y e a r  for ev e ry  1% in a sta tew ide  sa le s  tax on retail g o ods and  se rv ice s  so ld  in A laska , 
assu m in g  no exem ptions.

■ $75 m illion  a y e a r i f  foods a n d  m edical goods an d  se rv ices w ere exem pted .
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I t’s h a rd  to  say  h o w  m uch  o f  the sa le s  tax  w ould  be p a id  by  v is ito rs  from  ou t o f  s ta te , a lthough  the D ep art­
m en t o f  R evenue  be liev es it w o u ld  be in the range o f  10% o f  to tal tax  reven ues fo r a tax  in p lace  for the  
en tire  year. V isito rs  spend  h eav ily  on g if ts , food, lo d g ing  and  tou rs, a lth o u g h  federal law  p roh ib its  a  s ta te  
sa les tax  on  air transpo rta tion .

A d d itio n a l ex em p tio n s w ould  reduce  th e  tax b u rden  on som e res id en ts  and , consequen tly , reduce  rev en u es 
to the s ta te . E x em p tio n s also  cou ld  com p lica te  a d m in is tra tio n  o f  the  tax . A nd, i f  the  state ex em p ted  any  
g o o d s o r  serv ices a lread y  sub jec t to m u n ic ip a l sa le s  taxes, an d  then  im posed  its ex em p tio n s on  m u n ic ip a li­
ties, so m e  c ities and  bo rou ghs cou ld  see  a drop in th e ir  tax  reven ues.

Sales tax es ex em p tio n s are a large issue na tionw ide . B usin esses na tio n w id e  and o th e r sta tes are  w o rk in g  
hard  to w in  na tio n w id e  adop tion  o f  a S tream lin ed  S a les  and  U se T ax  A greem ent. A lask a  is an “ O b se rv e r 
S ta te"  an d  has m o n ito red  th is p ro jec t, w h ich  has a s  its goal:

“ T o  sim p lify  an d  m o dern ize  sa le s  an d  use tax  ad m in is tra tio n  in the  m em ber sta tes in o rd e r to 
su b s tan tia lly  red u ce  the b u rd en  o f  tax  co m p lia n ce ."

O ne o f  th e  m a jo r reasons for the pu sh  is to add ress th e  issue o f  lo st s ta te  and  m u n ic ip a l sales tax  rev en u es  to 
m ail o rd e r and In te rn e t com m erce . T h e  g row th  o f  m ail o rd e r and  In te rn e t sales is co stin g  sta tes and  m u n ic i­
p a litie s  b illions o f  d o lla rs  a y ea r in lost sa les tax  rev en u es. T he re ta il industry  h as  m ade it c le a r th a t it w an ts  
to  see  a se t o f  u n ifo rm  sales tax  ru les n a tio n w id e  as  a cond itio n  o f  w o rk in g  w ith  th e  sta tes to co llec t sa le s  
tax es o n  in te rs ta te  com m erce . A lask a  w o u ld  no t be in co m pliance  w ith  the na tio n w id e  e ffo rt i f  it ad o p ted  a 
sta te  sa le s  tax  w ith o u t o rdering  the sam e  ex em p tio n s and ru les for m u n ic ip a l sa les taxes sta tew ide .

Perm anent Fund E arn ings

T he D ep artm en t o f  R evenue and the A lask a  P erm an en t F und C o rpo ra tion  believe the am oun t o f  "su rp lus" 
rea lized  earn ings av a ilab le  from  the P erm anen t F und over the  nex t decad e  w ill av erag e  about $250  m illio n  
per y e a r  u n d er the ex is tin g  sta tu to ry  fram ew ork  for ca lcu la tin g  earn in g s and  Perm anen t Fund d iv idends. 
H ow ever, the actual am ount availab le  in any  one y e a r  w ill vary  eno rm ously  - rang ing  from  $0 to m ore than  
$50 0  m illio n , depend ing  on the perfo rm an ce  o f  the financia l m arkets  and  the m echan ics o f  how  the su rp lu s  is 
de te rm ined .

R ely ing  on the su tp lu s  under ex isting  sta tu te  to he lp  pay  for pub lic  se rv ices  could  be risky. For exam ple , if  
the su rp lu s  for F iscal 2001 o r F iscal 2002  w ere d e te rm in ed  on the b asis  o f  cu rrcn t-ycar realized  earn ings 
only, th e re  w ould  have been no su rp lus availab le .

T he D epartm en t o f  R evenue s trong ly  recom m en ds ca lcu la tin g  the am o u n t availab le  fo r d istribu tion  each  y ea r 
from  the  Perm anen t Fund using  a m r  /in g  average o v e r  a five-year period . M ore specifically , the d ep artm en t 
recom m en ds the leg isla tu re  adopt the P ercen t o f  M arke t V alue (P O M V ) approach , ra th e r than  rea lized  
earn in g s, to determ ine  the am ount o f  funds availab le  for d is tribu tion . U sing  such a m oving  average  w ou ld  
reduce the  w ild sw in g s in the am oun t tha t w ould be availab le  each  y e a r  vs. using o n ly  a sing le-year's  ea rn in g s 
to de te rm in e  the am o u n t available fo r d istribu tion .
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U n d er the P e rcen t o f  M ark e t V alue ca lcu la tio n  as endorsed  by  th e  P en n an en t Fund B o ard  o f  T ru stees, 5%  o f  
the P e rm an en t F und 's  to ta l m a rk e t va lue , a s  av erag ed  o v er the p ast five y ears , w ou ld  be av a ilab le  for d is trib u ­
tion  each  year. A ssu m in g  the fund 's  lon g -term  earn ings ta rg e t is abou t 8%  the p ayou t lim it a t 5%  w ould  
en su re  tha t su ffic ien t ea rn in g s rem ain  in the  P en n an en t F u n d  to  p ro tec t it from  infla tion .

A t a  5%  payou t, the P e n n a n e n t F und , in the  m ed ian  case, w o u ld  genera te  m o re  than $1.3  b illio n  a year, on 
average , be tw een  F iscal 2003  an d  F iscal 2 0 0 8 , acco rd ing  to  the P erm anen t F u n d  C orpo ra tion . T h e  earn ings 
—  and w. d iv id en d s —  w o u ld  con tinue  b u ild in g  over tim e. A  $1.3 b illion  p ay o u t cou ld , fo r ex am p le , fund 
a lm o st an $1 ,1 0 0  dW idcnd (a ssu m in g  6 0 0 ,0 0 0  elig ib le  A lask an s) and still leave  $650  m illio n  for the  G eneral 
F u n d  to  help  pay  fc . p u b 'ic  se rv ices .

N ew  M oney vs. O ld M oney

Finally , an y  d iscu ssio n  o f  c lo s in g  the s ta te 's  fiscal gap  sho u ld  inc lude  a loo k  a t "new  m o ney" v s. "old (o r 
recy c led ) m oney." T he  m o re  n ew  m o ney  can  be b rough t into  th e  sta te 's  eco n o m y  to  c lo se  the  g ap , the less 
d am ag e  to A lask a 's  econom ic  h ea lth . A n o th e r w ay  o f  ch a rac te riz in g  this is say ing  i f  w e can  "export"  ou r 
e ffo rts  to c lo se  the fiscal gap  b y  " im porting"  new  m oney, ou r econom y  w ill be b e tte r off.

E xam ples o f  new  m o ney  are:

■ S ta te  tax  an d  ro y a lty  rev en u es  from  n ew  oil and  gas d iscoveries.
■ T ax es genera ted  by  new  o r  ex panded  eco n o m ic  activity.
■ S u tp lu s  earn ings o f  the P e n n a n e n t Fund. T h is is m o ney  n o t cu rren tly  c ircu la tin g  th ro u g h  the A laska 

eco n o m y  because  it is m o stly  in v ested  in s tocks and  bon d s ou tside  o f  the  state.
■ T ax es pa id  b y  n o n -resid en ts .
■ Federal tax sav ings from  d ed u c tin g  a sta te  personal incom e tax
■ C ru ise  sh ip  co rp o ra te  tax es  o r  p a ssen g e r taxes.

E xam ples o f  old , o r recyc led  m o n ey  inc lude:

■ Increased  exc ise  taxes, su ch  as a lcoho l and  m o to r fuel taxes. H ow ever, som e o f  the h ig h e r taxes w ould  
b e  paid  by  n o n -resid en t w o rk e rs  and  tou ris ts .

■ S ales taxes.
■ P ersonal incom e tax.
■ R educed  P erm anen t F u n d  d iv id en d s (th e  loss to A laska 's  eco n o m y  w o u ld  be reduced  by  the  am oun t o f  

d iv idend  m oney  tha t w o u ld  have  flo w ed  ou t o f  sta te  in sav in g s o r p u rch ases).

It's a lso  w orth  co nsidering  in th e se  d iscu ss io n s  the rea lity  o f  w h a t has been ca lled  the "A laska  D isconnect."  
T h a t is the d isco n n ec t b e tw een  n o n -p e tro leu m  econom ic  d ev e lo p m en t an d  the  sta te  rev en u es needed  to  pay  
for the increased  public  se rv ice s  d em anded  b y  a g ro w in g  p opu la tion . W ithou t a b ro ad -b ased  tax , non­
petro leum  econom ic  d ev e lo p m en t costs  m o re  in public  se rv ices  than  it p ro d u ces in reven ues to  the state. 
M ore jo b s  m ean s m ore w o rk e rs  an d  m ore fam ilies  and  m o re  ch ild ren  in schoo l, m ore cars  on the  road, and 
m ore p ub lic  expenses w ith  no ad d itio n a l rev en u es to pay  fo r those serv ices.

Alaska's Fiscal Oplions -40-



V. OIL REVENUE

Table 14. Total Oil Revenue
Preliminary FY 2002 and Projected FY 2003-2004
$ Million

Preliminary 

FY 2002 FY 2003 FY 2004
Unrestricted

Property Taxes 49.6 44.3 44.0
Corporate Income Taxes 178.4 160.0 200.0
Production Taxes 496.3 522.5 438 .3
Royalties (including Bonuses and Interest) 595.8 741.2 644 .4

Subtotal 1,320.1 1,468.1 1,326.7
Restricted

Royalties to Permanent Fund & School Fund 264.2 327.2 295 .6
Settlements to CBRF 90.2 30.0 20.0
NPRA Royalties, Rents and Bonuses 1 1 34.8

Subtotal 356.1 392.1 318.6
Total 1,676.2 1,860.1 1,645.3

Figure 14. FY 2002 Oil Revenue 
$1.7 Billion
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G e n e r a l  D i s c u s s i o n

The state receives its oil and gas revenue from four sources: oil and gas production tax, property tax, royal­
ties and enrr)orate income tax. The bulk o f the revenue received from taxes and royalties goes into the 
General d for general puipose spending. Slightly more than 30% o f the royalty revenue goes into the 
principa i the Pennanent Fund, and 0.5% goes into the Public School Trust Fund. Currently, the state’s 
share o f all lease bonuses from the National Petroleum Rcserve-Alaska (NPR-A) goes into the NPR-A 
Fund.'”  Settlements o f tax and royalty disputes between the State o f Alaska and oil and gas producers go into 
the Constitutional Budget Reserve Fund (CBRF).

The figure below shows the actual amount o f o il revenue from each source in Fiscal 2002.

As can be seen from the figure, royalties and severance taxes constitute the largest part o f o il revenue —  
both restricted and unrestricted. This section begins with a discussion o f these two revenue sources, both o f 
which are driven by price and volume. We then review the price forecasting methodology that underlies our 
forecast, as well as explore how those market prices determine wellhead value. We also review our volume 
forecast, and close this section with a discussion o f o il and gas property taxes, oil and gas coqDorate income 
taxes and the restricted portions o f o il revenue.

Figure 15. FY 2002 Oil Revenue by Category 
$ Million cbrf

Setllements

(1 ) This fund implements a federal requirement that the slate use its share o f NPR-A oil revenue lo satisfy the needs o f local communi­
ties most affected by development in the NPR-A. For detailed information on this fund, see Section XII-P o f Treasury’s Investment 
Policies and Procedures Manual.
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U nres tric ted  O il Revenue

Table 1 5 .  Unrestricted Oil Revenue Projections
Preliminary FY 2002 and Projected FY 2003-2010 
$ Million

R oya lt ie s
C o rp o ra te  in c lu d in g

F isca l
Year

P ro p e rty
Taxes

Incom e
Taxes

P ro d u c tio n
Taxes

B onuses 
& In te re s t

To ta l
O il

Preliminary 2002 49.6 178.4 496.3 595.8 1,320.1
2003 44.3 160.0 522.5 741.2 1,468.1
2004 44.0 200.0 438.3 644,4 1,326.7
2005 37.9 190.0 376.9 588.8 1,193.7
2006 35.7 180.0 359.6 576.8 1,152.1
2007 33.5 170.0 330.3 569.9 1,103.7
2008 31.2 160.0 318.7 578.5 1,088.4
2009 28.9 150.0 3„2.1 586.6 1,097.5
2010 26.5 140.0 297.2 557.0 1,020.7

Oil and Gas Production Taxes

A ll oil and gas production in Alaska except the federal and state royalty share is subject to the state's produc­
tion taxes. The taxes consist o f the oil and gas production tax and a hazardous release surcharge levied only 
on oil. A ll o f these taxes are collected on a monthly basis.

O il P ro d u c t io n  'fa x .
The tax rate for oil depends on the age o f the field and the Economic L im it Factor (ELF). The ELF depends 
on the total daily oil production and the average daily per well oil production from each producing field.

The statutory production tax rate on oil is 12.25% o f its value at the point o f production for the first five 
years o f field production and 15% thereafter. 1 here is a minimum tax o f SO cents per taxable barrel.

The effective lax rate is calculated by multipling the statutory tax rate, even i f  it is the minimum SO cents per 
barrel, times the ELF. The ELF formula for oil production is:

a 1 .5 3 3 3 3( 1 5 0 . 0 0 0 )
vo lum e

ELF  = I 1 - ( 3 0 0  X wells ) : A
vo lum e 1

"W ells" is the number o f producing wells In ilie field am! "volume" is the lotnl
daily production for the Held.
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The ELF formula results in lower effective tax rates for smaller, low-production fields and higher tax rates for 
larger, highly productive fields. There is a unique ELF for every combination o f total daily Field production 
and average daily per well production.

The taxable value o f oil is determined by deducting allowable marine and pipeline transportation costs from 
the destination value o f  the oil at its disposition point. This point is defined as either a third-party sale or 
delivery to the producer's own refinery. The destination value for most dispositions is tied by regulation to 
the West Coast spot price o f ANS crude oil.

N a tu r a l  G a s  P r o d u c t io n  Tax.
The statutory production tax rate on natural gas is 10% o f its value at the point o f production, regardless of  
the age o f the field. There is a minimum tax o f 6.4 cents per thousand cubic feet.

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

ELF = l-(3000/PPW)

PPW = average gas production per well per day in the field in thousand cubic feet

If the average daily per well gas production from a field is less than 3.000 cubic feet, 
the ELF is zero and no gas production taxes arc assessed.

The taxable value o f  natural gas depends on the location o f its disposition and its use. For Cook Inlet pro­
duction, the value for gas sent to Japan as LNG is based on the sales price in Japan less marine, processing 
and pipeline costs; the value for sales to the Nikiski fertilizer plant is indexed to the current market price o f  
anhydrous ammonia; the value for sales for local use is based on the average sales price for the contracts in 
effect each month. The small volume o f taxable North Slope gas production is valued for tax purposes using 
the following formula linking it to the value tor North Slope crude oil:

ANS Gas Taxable Valuc/mcf= 0.10 (average ANS oil per barrel netback value)

H a / .n rd o n s  Release  S m c h : n » e .
This tax was enacted following the 1989 grounding o f the Exxon Valdez to provide an emergency fund to 
deal with hazardous substance spills.

The surcharge is comprised of two components: ( I) a 3 cents per barrel charge on all oil production, except 
federal and state royalty barrels, and (2) an additional 2 cents per barrel charge on all oil production except 
federal and state royalty barrels whenever the balance in the state Oil and Hazardous Substance Release 
Prevention and Response Fund falls below $50 million. The balance o f the fund was $50 million or greater 
for all o f FY 2002, so the surcharge was 3 cents per barrel for the entire fiseal year.
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Oil Royalties

Almost all Alaska oil and gas production occurs on lands leased by the state for exploration and development 
o f oil and gas resources. As the land owner, the state earns revenue from leasing state-owned land as: (1) 
upfront bonuses, (2) annual rent charges, and (3) a retained royalty interest in oil and gas production.

Generally, the state issues leases based on a competitive bonus bid system. It has always retained a royalty 
interest o f at least 12.5%. The vast majority o f current production is from leases that carry that rate. Some 
currently producing leases carry rates as high as 20%.

Slate oil and gas leases provide that the state may take its oil royalty in barrels (in-kind) or as a percentage o f  
the production value (in-value). Currently, the state takes approximately 60,000 barrels per day of Prudhoe 
Bay production in-kind and sells it to the Williams Alaska Petroleum Company, for its refinery' in North Pole. 
The state’s royalty share o f Alaska North Slope production amounts to about 125,000 barrels per day.

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 o f oil less a transportation allowance back to the lease.

Oil Production Revenue Forecasting Methodology and Assumptions

The forecasted value o f  the state’s anticipated oil production is based on projections o f the destination market 
price o f oil and the cost o f shipping oil by pipeline and tanker to market. The forecast is the product o f a 
formal oil price scenario meeting that includes state economists and financial professionals from the Depart­
ment o f Revenue, Department o f Natural Resources, Department o f Labor, the Governor's Office o f Manage­
ment and Budget and the University o f Alaska.

To develop a production volume forecast, the Department o f Revenue uses an engineering consultant in 
conjunction with assistance from the Alaska Department o f Natural Resources and the Alaska Oil and Gas 
Conservation Commission. This production volume forecast is developed from estimates o f oil and gas 
production by field.
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Oil P rice  F o re c a s t

Our short-term price forecast (FY 2003-2005) is based on current supply-and-demand fundamentals and the 
uncertainty about a war with Iraq. For this three-year period, we are presenting two alternative cases: (1) no 
war with Iraq (our base case) and (2) war with iraq.

Over the longer term, wc present three alternative scenarios for a longer-term average price. Since 1999, the 
Organization of Petroleum Exporting Countries (OPEC) has endeavored to adjust its oil production quotas 
so that the current market price o f the so-called OPEC basket falls within the range o f $22 to $28 per barrel. 
The OPEC basket consists o f seven different crude o ils .<2) O ver the past several years, the OPEC basket 
price and the West Coast delivered price for ANS have closely tracked one another with ANS selling at a 
modest premium to the OPEC basket. (Sec the figure below.)

Figure 16. OPEC Basket and ANS Spot Price (1998-2002)

 ANS  OPEC

35 -

25

30 -

£
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/

/
A ve rag e ANS p rem ium  

$0.34 pe r ba rre l
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(2) Sahnran Blond, Minas. Bonny Light. Saudi Arab l ight, Duh,.i, Tiajuana Light and Isthmus. 
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Because OPEC has been quite successful in managing the market and thereby keeping the price o f the OPEC 
basket w ith in its target range o f $22 to $28 per barrel, wc are changing our outlook for longer-term oil 
prices. For several years wc have forecast that over the long term the delivered West Coast price for ANS 
would continue its post-1985 average o f $16.50 to $17.50 per barrel. However, OPEC's success over the 
past three and a ha lf years in maintaining the OPEC basket price within its target price band leads us to 
believe the most like ly long-term delivered West Coast ANS price w ill be about $22 per barrel (in nominal 
dollars) —  the ANS price equivalent to the OPEC basket price at the bottom o f the target range. That is our 
base case long-term o il price forecast.

As alternative cases, we present the results o f using a $17.70 delivered ANS price (the average delivered 
West Coast ANS price from Januar\ 1986 through October 2002), and using a $25 price (the price 
equivalent to the mid-point in OPEC's target range and, coincidentally, roughly the ANS market price for 
November 2002).

S h o r t - T e r m  S c e n a r io s .
Oil prices so far in FY 2003 are running S5 higher than wc forecast last spring. The uncertainty about a
possible war with Iraq probably accounts for at least $2 to $3 o f that increase.

The assumptions for our two alternative short-term price forecasts (FY2003 through FY2005) arc:

• Worldwide economic growth sufficient to require a modest amount o f new production from OPEC.

• Non-OPEC production w ill continue to grow because o f high prices, and this production w ill satisfy 
most o f the increase in demand created by economic growth.

■ OPEC w ill continue to manage the volume o f oil in the market so prices remain w ith in its price target
range.

■ Inventories in key consuming countries w ill remain low.

In this forecast we present both a no-war scenario (our base case), and a war scenario in which hostilities 
occur in early 2003. In the war scenario wc believe o il prices would spike to $30.25 per barrel in the iirst 
quarter o f 2003 and then decline to $28.50 by summer. By 2005, wc believe prices would be $1.50 lower 
than in our base case because Iraq's production would like ly increase follow ing a war. A new regime and a 
need to rebuild the country aftei 10 years o f U.N. sanctions would no doubt result in a surge in investments 
in new production.
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Tab le 16. Alternative Genera l Fund Unrestricted Revenue, Short-Term  Oil Price Scenarios 
$ Million

N o  W a r S c e n a r io  — O u r  B a s e  C a s e

FY 2 0 0 3 2 0 0 4 2 0 0 5

A N S  ($/ Barrel) $ 2 5 .9 4 $ 2 3 .2 5 $ 22 .0 0
G e n e r a l F u n d  U n re s tr ic te d  R e v e n u e  ($ Million) 1 ,7 5 2 .2 1 ,6 0 3 .5 1 ,4 7 1 .0

W a r S c e n a r io

FY 2 0 0 3 2 0 0 4 20 0 5

A N S  ($/ Barrel) $ 27 .9 4 $ 2 3 .1 9 $ 20 .5 0
G e n e r a l F u n d  U n re s tr ic te d  R e v e n u e  ($ Million) 1 ,8 8 5 .7 1 ,5 9 9 .6 1 ,3 7 7 .4

L o n g - T e r m  S c e n a r io s .

Tab le 17. Alternative Genera l Fund Unrestricted Revenue , Long-Term  Oil Price Scenarios
S Million

O u r  B a s e  C a s e  C o m p a r e d  to  $ 17 .70 a n d  $25.00/ B a rre l

F Y 2006 2 0 0 7 2 0 0 8 2 009 2 010

($/ Barrel)
$17.70 1 ,2 4 6 .8 1 ,1 2 9 .2 1 ,1 1 3 .7 1 ,1 1 8 .7 1 ,0 5 9 .2
$22.00 - Base C a se 1 ,4 2 9 .8 1 ,3 8 2 .7 1 ,3 6 8 .5 1 ,3 7 8 .8 1 ,3 0 3 .2
$25.00 1 ,6 1 1 .6 1 ,5 5 7 .8 1 ,5 4 4 .8 1 ,5 5 9 .0 1 ,4 7 2 .3
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C u r r e n t  O il M a r k e t  S i tu a t io n .
Alaska North Slope oil prices have been very strong so far in FY 2003, averaging $26.50 per barrel so far this 
year. Signs o f recovery in the U.S. economy, as well as lower production from Iraq and the prospect o f 
another war in that region, have kept oil prices toward the upper lim it o f the OPEC $22 to $28 per barrel 
target range. Recent rebounds in crude inventories, along w ith continued increases in both OPEC and non- 
OPEC production as well as subtle moderation in war talk by the U.S., have seen prices falling back to 
around $25 per barrel in late November.

O r g a n iz a t io n  o f  P e t ro le u m  E x p o r t i n n  C o u n t r i e s .
OPEC has refrained from adjusting its production quotas from the levels established January 2002. They did, 
however, produce at 2.7 m illion barrels per day over quota in September. The members opted not to increase 
their quota to current actual levels at the September meeting, no doubt not wishing to institutionalize the 
higher current production levels in the event that softening o il prices would require adjusting quotas 
downward again.

The fundamental issue with respect to OPEC is that since April 2000 it has adjusted production quotas seven 
times; reducing production quotas in total by 5 m illion barrels per day since January 2001 and reducing 
actual production by 2.3 m illion barrels per day. The result has been a successful defense o f the OPEC oil 
price target range o f $22 to $28 per barrel.

This forecast assumes in the base case that OPEC is successful in continuing to manage the price band 
toward the bottom o f its acceptable level.

Table 18. OPEC Production
Million Barrels Per Day

September2002
January2002Quota

over/(under) January 2002 Quota
Algeria 0.900 0.693 0.207
Indonesia 1.100 1.125 (0.025)
Iran 3.700 3.186 0.514
Kuwait 1.920 1.741 0.179
Libya 1.330 1.162 0.168
Nigeria 2.000 1.787 0.213
Qatar 0.660 0.562 0.098
Saudi Arabia 7.700 7.053 0.647
UAE 1.960 1.894 0.066
Venezuela 3.100 2.497 0.603

Subtotal (less Iraq) 24.370 21.700 2.670
Iraq 1.820

Total OPEC 26.190 21.700 2.670

Source: M iddle Hast Economic Review. Oclobcr 2S, 2002.
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A la s k a  N o r th  S lo pe .
ANS prices closely track the price for the OPEC basket o f internationally traded crude oils, the benchmark 
that OPEC u.’es to gauge the success o f its production policy. ANS sells in direct competition w ith other 
waterborne crude oils sold at U.S. West Coast destinations. This includes a growing amount o f crude oil 
from OPEC —  primarily Saudi Arabia and Iraq.

ANS has a locational advantage over OPEC suppliers since it is the nearest waterborne source o f crude oil 
for West Coast refiners. However, due to the seasonality o f the West Coast market, ANS may trade at a 
premium or a discount relative to these competitive crude oils depending on the time o f year and OPEC 
production policy. Currently, the West Coast crude o il market has strengthened at least in part due to Iraqi 
production cutbacks, w ith the result that ANS is now selling at a discount to WTI o f $1.55 per barrel, 
whereas In October 2001 the Tiscount was $2.81 per barrel. Last summer, differentials were even tighter 
due to seasonally lower ANS production and a tighter quality differential worldw ide between high-sulfur 
crude oil like ANS and low-sulfur crude oil like WTI.

Other Transportation and Production Costs

T r a n s p o r t a t i o n  C o s ts .
The forced replacement of vessels without double hulls with new, more expensive vessels, and the continued 
use o f smaller qualified vessels to replace larger vessels retired by compliance with the Federal Pollution Act 
o f 1990, w ill increase transportation costs in the future.

T r a n s - A l a s k a  P ip e l in e  S y s te m  (T A P S )  T a r i f f s .
The TAPS ta riff is determined according to the TAPS Settlement Methodology, a rate-making method 
approved by the Federal Energy Regulatory Commission that allows the TAPS owners to recover their costs, 
including an allowance for profit. Under the agreement, future tariffs w ill be determined by operating cost 
trends, the production rate and inflation. Negotiations to revisit the TAPS Settlement Method w ill begin in 
January 2007.

TAPS tariffs are filed on a calendar year basis, w ith new tariffs taking effect January 1 each year. The 
expected ta riff filing for calendar year 2003 is $3.-10 per barrel. The Fall 2002 Forecast Assumptions table on 
the next page contains projected tariffs for FY 2004-2010.

F e e d e r  P ip e l in e  C o s ts .
Certain additional transportation costs are also incurred to move the various crude oils that comprise ANS 
from North Slope production fields to Pump Station No. I o f the Trans-Alaska Pipeline System. These 
include both feeder pipeline charges and other cost adjustments to account for the different qualities o f oil 
entering the North Slope pipelines as well as markct-Iocation differentials for in-state sales. See Table 19.

W e llh e a d  P ric e .

The combination o f ANS wellhead value and production volume by field form the basis for both state 
production taxes and royalties. The wellhead value by field is calculated by subtracting the relevant marine 
transportation and pipeline ta riff costs (as well as adjustments for North Slope feeder pipelines and pipeline 
quality bank) from the appropriate destination value. Table 19 on the next page reflects this calculation for 
FY 2003-2010.
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Table 19. Fall 2002 Forecast Assumptions 
$ per barrel

ANS ANS O th e r '1*
Fiscal W est Coast Marine TAPS Deductions & ANS
Year Price Transportation Tariff A d jus tm ents Wellhead

Actual 2002 21.78 1.80 3.47 (0.29) 16.80
2003 <*> 25.94 1.81 3.26 0.34 20.53
2004 23.25 1.86 3.34 0.18 17.88
2005 22.00 1.91 3.35 0.18 16.56
2006 22.00 1.96 3.45 0.19 16.41
2007 22.00 2.01 3.51 0.18 16.30
2008 22.00 2.06 3.45 0.26 16.25
2009 22.00 2.11 3.30 0.33 16.28
2010 22.00 2.16 3.32 0.37 16.17

(1) Other (Eductions include other pipeline tariffs , quality bank charges, location differentia ls and 
amended information.
(2) FY 2003 includes reported information through September.

Oil Production

Our short-term ANS oil production forecast has been reduced in anticipation o f a slower than expected pace 
o f heavy oil development, a slower pace o f developing new Greater Kuparuk Area opportunities, delays in 
offshore Beaufort Sea developments, and uncertainty in facility expansion plans at the Colville River Unit. 
We have also incorporated recent unplanned production interruptions for the current fiscal year and have re­
evaluated baseline reservoir performance at some o f Alaska's mature fields. As a result, we expect to fall 
very slightly below the 1 m illion barrel per day level through FY 2007, at which point we anticipate new 
development w ill push production levels back over the 1 m illion per barrel level.

P ro d u c t io n  11 iizhliizlits.

■ FY 2003 production from Prudhoe Bay was reduced by about 9,000 barrels per day to reflect 
precautionary maintenance on over 130 wells.

- FY 2003 production from all North Slope fields was decreased an average 6,000 barrels per day due to 
repairing earthquake damage to the Trans-Alaska Pipeline vertical support system.

• The expected softening in the decline rate at the Prudhoe Bay field has been delayed. Wc now expect 
the rate o f decline to slow in the next 2 to 3 years.

• A lp ine 's future peak production rate has been decreased to reflect current facility constraints. As a 
result, both the Fiord and Nanuq satellite fields have been delayed by one year due to uncertainty 
about the timing o f required facility expansion.

• Kuparuk satellites were delayed one year to allow for continued evaluation.
• Both production rate and reserves in the Milne Point Kuparuk field have been significantly 
downgraded due to accelerated reservoir decline.

• Both the pace and production rate o f development o f heavy oil in the Schrader B lu ff and West Sak 
fields have been reduced.

■ Over the longer term, offshore developments for all Beaufort Sea development (primarily Liberty and 
Sandpiper) have been delayed by another year to account for potential environmental and permitting 
delays.
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Table 20. Alaska Oil and NGL Production 
Million Barrels per Day

■'ctual 
:Y 2002 FY 2003 FY 2004

Prudhoe Bay 0.4373 0.3952 0.3860
M idn igh t Sun 0.0062 0.0082 0.0066
Polaris 0,0014 0.0029 0.0043
Aurora 0.0051 0.0072 0.0077
Borealis 0.0133 0.0270 0.0293
Orion 0.0000 0.0007 0.0030
Kuparuk 0.1754 0.1580 0.1593
W est Sak 0.0060 0.0074 0.0126
Tabasco 0.0028 0.0030 0.0027
Tarn 0.0273 0.0315 0.0255
Meitwater 0.0032 0.0096 0.0110
Milne Point 0.0397 0.0344 0.0367
Schrader B lu ff 0.0117 0.0177 0.0225
Sag River 0.0007 0.0004 0.0004
Endicott/ Sag Delta 0.0296 0.0276 0.0283
Eider 0.0017 0.0011 0.0011
Badami 0.0017 0.0015 0.0013
Lisburne 0.0102 0.0095 0.0095
Poin t McIntyre 0.0454 0.0412 0.0365
Niakuk 0.0191 0.0142 0.0118
Alpine 0.0956 0.0972 0.0980
Northstar 0.0200 0.0588 0.0620

Total 1.0034 0.9936 0.9973

Cook Inlet 0.0293 0.0329 0.0409

Total Alaska 1.0327 1.0265 1.0382
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P etro leum  P ro p erty  Tax

An annual tax is levied each year on the fu ll and true value o f property taxable under AS 43.56. The tax on 
oil and gas property is the only statewide property tax. The valuation procedure for three distinct classes o f 
property —  exploration, production and pipeline transportation —  is described below.

E x p lo ra t io n  P r o p e r ty .
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 w illing seller and a w illing buyer, both conversant with the property 
and with prevailing general price levels.

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

P ro d u c t io n  P ro p e r ty .
Value is determined on the basis o f replacement cost new less depreciation, based on the economic life o f the 
proven reserves.

In the case o f an offshore oil or gas platform or onshore facility, the number o f years o f useful life is deter­
mined by estimating when the facility would reach its economic lim it, not on the basis o f the projected 
physical life o f the property. The time period until the estimated operating revenue would equal operating 
expenses plus the current age o f the facility equals the total life. The depreciation factor for the fac ility equals 
the years o f remaining life divided by the total life.

P ip e l in e  T r a n s p o r t a t i o n  P ro p e r ty .
The full and true value o f taxable pipeline property is determined w ith due regard to the economic value o f 
the property based on the estimated life o f the proven reserves o f gas or unrefined oil that w ill be transported 
by the pipeline. Wc rely upon several standard appraisal techniques to value Alaska pipelines. We primarily 
rely on the income method under which the value is the present worth o f all future income streams o f the 
pipeline. Over 95% o f pipeline transportation property is accounted for by the Trans-Alaska Pipeline from 
Prudhoe Bay to Valdez.

The table on the next page illustrates the property tax distribution between local communities and tne state 
for FY 2002. The property value is assessed by the state. A local tax is levied on the state's assessed value for 
oil and gas property w ith in a city or borough, and is subject to the local property tax lim itations established in 
AS 43.29.080 and .100. State law lim its owners to paying 20 mills on their property —  local governments get 
their share first, and the state receives whatever is left up to 20 mills.
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Figure 17. FY 2002 Assessments by Property Type
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Table 21. FY 2002, Distribution of the Petroleum Property Tax 
$ Million

Municipalities Gross Tax Local Share State Share
North Slope 210.5 194.7 15.8
Unorganized 27.3 0.0 27.3
Valdez 13.2 13.2 0.0
Kenai 13.2 7.9 5.3
Fairbanks 5.3 4.2 1.1
Anchorage 0.8 0.7 0.1
Other Municipalities"1 0.2 CM 0J .
To ta l 270.4 220.7 49.7

( I ) Oilier municipalities include Matanuska-Susitna, Cordova and Whittier.
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Petroleum Corporate Income Tax

A petroleum coqxiration's Alaska income tax depends on the relative size o f its Alaska-vs.-worldwide activi­
ties and the coiporation's total worldwide net earnings. The corporation's Alaska taxable income is derived by 
apportioning the coiporation's worldwide taxable income to Alaska using the average o f three factors: the 
proportion o f the coiporation's ( I ) tariffs and sales. (2) o il and gas production, and (3) oil and gas property in 
Alaska.

We begin our forecast by estimating the statistical relationship between historical collections o f tax and the 
value o f Alaska oil production. We then adjust the forecast for carryforwards and refunds. In pY 2003, the 
carryforward and refund adjustment is over $70 million. This adjustment is a result o f oil companies overpay­
ing their income taxes. A > a result o f this adjustment, plus low marketing and refining margins, the FY 2003 
petroleum corporation income tax projection is relatively low —  in spite o f projected high oil prices. As 
margins imp. :>ve and refunds and carryforwards are used up, revenues should increase in FY 2004.
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R estric ted  O il Revenue

The table below reflects restricted o il and gas revenue.

A minimum o f 25% o f 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. For 
slate oil and gas leases issued after 1980, state statute requires a 50% contribution to the fund. In addition, a 
state statute also requires a contribution o f 0.5% o f all royalties and bonuses to the Public School Fund Trust. 
As explained earlier, settlements w ith or judgments against the oil industry involving tax and royalty disputes 
must be deposited in the CBRF.

The state is entitled to 50% o f all bonuses, rents and royalties from oil development activity in the federal 
NPR-A. A ll such revenue flows into the NPR-A Special Revenue Fund. A ll o f the revenue in the fund each 
year is available for appropriation in the form o f grants to municipalities that demonstrate present or future 
impact from NPR-A oil development. O f the revenue not appropriated to the municipalities, 25% goes to the 
Pennanent 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 remaining revenue after these appropriations 
lapses into the General Fund.

Table 22. Restricted Oil Revenue 
$ Million

Preliminary 

FY 2002 FY 2003 FY 2004
Restricted Oil Revenue

Royalties to Permanent Fund & Public School Fund
Royalties to the Permanent Fund 260.2 321.9 291.0
Royalties to the Public School Fund 4.0 5.3 4.7

Subtotal 264.2 327.2 295.6
Settlements to the CBRF 90.2 30.0 20.0
NPR-A Royalties, Rents and Bonuses H 34.8 2.9

Total 356.1 392.1 318.6
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VI. NON-OIL REVENUE
(EXCEPT FEDERAL AND INVESTMENT)

Income from sources other than oil and investments includes non-oil taxes, user fees and licenses. Many o f 
these revenue sources are divided between unrestricted and restricted revenues; the amounts o f each are 
reflected in the tables. Restricted revenue includes money deposited in funds other than the Unrestricted 
General Fund. For purposes o f this forecast, restricted revenue also includes receipts that the legislature 
consistently appropriates or sets aside for a particular puipose or program, such as sharing o f fish tax revenue 
with municipalities.

Table 23. Non-Oil R evenue (Except Federr and  Investment) 
Preliminary FY 2002 and  Projected FY 2003-2004
$ Million

Preliminary 

FY 2 0 0 2 FY 2 0 0 3 FY 2 0 0 4

U n r e s t r i c t e d
T a x e s 177 .6 1 7 1 .4 176 .8
C h a r g e s  for S e rv i c e s 20 .2 12.7 12.7
F in e s  a n d  F o rfe i tu res 10 .6 10.6 10.6
L ic e n s e s  a n d  P e rm its 42 .2 3 2 .5 33.2
R e n ts  a n d  R oyalt ies 11.8 11.8 11.8
O th e r 28 .3 14 .4 15.0

T o ta l  U n r e s t r i c t e d 2 9 0 .7 2 5 3 .4 260.1

R e s t r i c t e d
T a x e s 57 .7 6 2 .8 67 .8
C h a r g e s  for S e rv ic e s 23 2 .2 3 0 6 .0 30 8 .6
F in e s  a n d  F o rfe i tu re s 24 .9 2 4 .7 21 .5
L ic e n s e s  a n d  P e rm its 25 .6 2 5 .9 26.1
R e n ts  a n d  R oya lt ie s 0 .0 0 .0 0 .0
O th e r 125.1 12 9 .0 82 .3

T o ta l  R e s t r i c t e d 4 6 5 .5 5 4 8 .4 5 0 6 .3

T o ta l 7 5 6 .2 8 0 1 .8 7 6 6 .4

• G5 • Fall 2 0 02  R evenue S ou r ce s  Book



Figure 18. FY 2002 Non-Oii Revenue (Except Federal and Investment) 
$0.7 Billion
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Non-O il Tax

Alcohol Beverage Tax

Alcoholic beverage (axes are collected primarily from wholesalers and distributors for alcoholic beverages 
sold in Alaska. On October 1, 2002 per gallon tax rates on alcoholic beverages were increased from $0.35 to 
$1.07 for beer, $0.85 to $2.50 for wine and $5.60 to $12.80 for liquor. Also, starting October 1, 2002, 50% o f 
the revenue is deposited in the "Alcohol and Other Drug Abuse Treatment and Prevention Fund." Because the 
legislature "may use the annual estimated balance in the fund to make appropriations to the Department o f 
Health and Social Services," this revenue is reflected as restricted in the Revenue Sources Book.

Corporate Income Tax

Corporations that do business in Alaska pay the Corporate Net Income Tax unless they are organized under a 
special IRS rule (Subchapter S) that generally applies to small, closely held companies. A coqooration that 
docs business both inside and outside Alaska must apportion its income to determine how much income it 
earned here. Corporations other than oil and gas corporations apportion their income to Alaska by using a 
three-factor formula based on sales, pioperty and payroll. Alaska taxable income is determined by applying 
the apportionment factor to the corporation's modified federal taxable income. Corporate tax rates are gradu­
ated from 1% to 9.4% in $10,000 increments o f Alaska taxable income. The maximum rate o f 9.4% applies 
to income over $90,000.

Electric Cooperative and Telephone Cooperative Taxes

The electric cooperative and telephone cooperative taxes dates back ’ o 1959, when the first Alaska legislature 
enacted the Electric and Telephone Cooperative Act to promote cooperatives around the state. The electric 
cooperative tax is based on kilowatt-hours furnished by qualified electric cooperatives recognized under AS 
10; the telephone cooperative tax is levied on gross revenue o f qualified telephone cooperatives under AS 10. 
A ll revenue from the co-op taxes is deposited in the General Fund, but revenue from co-ops located in 
municipalities is treated as restricted revenue in this forecast because it is shared 100% with the municipali­
ties.

Estate Tax

This tax is levied on the transfer o f an estate upon death. The Alaska estate tax is tied to the federal tax: The 
amount o f the state tax equals the maximum state credit allowed on the estate’s federal return. As a result o f 
changes to the federal estate tax, the Alaska estate tax w ill be phased out by FY 2006. A ll revenue derived 
from estate taxes is deposited in the General Fund.
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Fisheries Business Tax

The fisheries business tax is the oldest tax in Alaska, dating from 1913. The tax is levied on businesses that 
process or export fisheries resources from Alaska. Although the tax usually is levied on the act o f processing, 
the tax is often referred to as a "raw fish tax" because it is generally based on the value paid to commercial 
fishers for the raw fishery resource. Tax rates vary from 1% to 5%, depending on whether a fishery resource 
is classified as "established" or "developing," and whether it was processed by an on-shore or floating 
processor. A ll revenue from the fisheries business tax is deposited in the General Fund, but not all o f it is 
considered unrestiictcd for the purposes o f this forecast. Each year, the legislature appropriates ha lf the 
revenue from the tax either to the municipality in which the resource was processed, or, when the resource 
was processed outside a municipality, to the Department o f Community and Economic Development to share. 
Given that this sharing formula is in statute, and that the legislature consistently follows the statutory fo r­
mula, this forecast considers the shared revenues to be restricted. Fisheries business tax revenues declined in 
FY 2003 (2002 fishing season), mostly as a result o f lower salmon values.

Fishery Resource Landing Tax

The fishery resource landing tax was enacted in 1993. The tax is levied on processed fishery resources first 
landed in Alaska, and is based on the unprocessed statewide average value o f the resource. Fishery resource 
landing taxes are collected primarily from factory trawlers and floating processors that process fishery 
resources outside o f the state's 3-mile lim it and bring their products into Alaska for transshipment. Fishery 
resource 'anding tax rates vary from 1% to 3%, based on whether the resource is classified as "established" 
or "developing." A ll revenue derived from the fishery resource landing tax is deposited in the General Fund, 
but, by statute, 50% is available for sharing with municipalities on the same lines as the fisheries business 
tax. The revenue to be shared is considered restricted.

Insurance Premium Tax

Insurance companies in Alaska do not pay corporate income tax or sales or other excise taxes. Instead, they 
pay an insurance premium tax. Receipts from this tax are deposited in the General Fund. However, receipts 
from the insurance premium tax that arc accounted for in the "Workers Safely and Compensation Fund" arc 
shown as restricted.

Mining License Tax

This tax is on the net income o f mining property in the state, ranging from 0% to 7%, less exploration and 
other credits. Except for sand and gravel operations, new mining operations arc exempt from the mining 
license tax for a period o f 3Vi years after production begins. The production value o f minerals decreased from 
2000 levels by 6.5% in 2001 to $0.9 billion, mostly due to the decreased value o f zinc. In 2001, zinc ac­
counted for 70% o f the production value for all metals mined in Alaska. Although the price o f gold has 
improved by almost 10% over FY 2002, zinc prices remain low in FY 2003.
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M otor Fuel Tax

The motor fuel tax dates back to 1945 when a tax o f 10 per gallon was imposed on all motor fuel. The motor 
fuel tax is levied on motor fuel sold, transferred or used within Alaska. Motor fuel taxes arc collected 
primarily from wholesaler and distributors licensed as qualified dealers. Current per gallon rates are 80 for 
highway use, 50 for marine use, 4.70 for aviation gasoline, 3.20 for je t fuel, and a variable rate o f 80/20, 
depending on the season, for gasohol. Various uses o f fuel are exempt from tax, including fuel used for 
heating or in flights lo or from a foreign country. A ll revenue derived from motor fuel taxes is deposited in 
the General Fund, but 60% o f taxes attributable to aviation fuel sales at municipal airports are shared with 
the respective municipalities, and hence considered restricted for purposes o f this forecast.

Seafood Assessments and Taxes

The Department o f Revenue administers several different programs that raise money through seafood 
assessments. The money raised is then set aside for the legislature to appropriate for the benefit o f the 
seafood industry —  either in marketing or in management/development o f the industry. The four programs 
arc the salmon marketing tax, seafood marketing assessment, salmon enhancement tax and dive fishery 
management assessment. The rates for many o f these assessments are actually detenu incd by a vote o f the 
appropriate association with in the seafood industry. Although all revenue received under these assessments 
is deposited in the General Fund, for purposes o f this forecast it is treated as restricted revenue. With the 
exception of the salmon enhancement tax, all other seafood assessments are reflected under the Charges for 
Services section.

Tobacco Tax

The tobacco tax dates back to 1949, when a tax o f 3 cents per pack o f cigarettes and 2 cents per ounce o f 
tobacco was enacted. The tobacco tax is levied on cigarettes and tobacco products sold, imported or trans­
ferred into Alaska. Tobacco taxes arc collected primarily from licensed wholesalers and distributors. The tax 
rate on cigarettes is SI per pack o f 20 cigarettes. The tax rate on other tobacco products —  such as cigars 
and chewing tobacco —  is 75% o f the wholesale price. Seventy-six percent o f cigarette tax revenue is 
deposited in the School Fund; 24% in the General Fund. A ll tobacco products tax revenue is deposited in the 
General Fund; all cigarette and tobacco products license fees arc deposited in the School Fund. Revenue 
deposited in the School Fund is dedicated to the rehabilitation, construction, repair and insurance costs o f 
state school facilities. The decrease in cigarette tax revenue is due to a decline in taxable cigarette sales. The 
increase in other tobacco products revenue is due to the growth in the wholesale value o f other tobacco 
products.

Charitable Gaming

Under Alaska law, municipalities and qualified non-profit organizations may conduct certain charitable 
gaming activities. The purpose o f these activities is to derive public benefit in the form o f money for the 
charities and revenues for the state. The Department o f Revenue collects permit and license lees, a 1% net 
proceeds fee, and a 3% pull-tab tax.
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Table 24. Non-Oil Tax
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Preliminary 

FY 2002 FY 2003 FY 2004
Unrestricted

Sales and Use Tax
Alcoholic Beverage 12.9 12.5 15.3
Cigarette 9.5 9.3 9.1
Other Tobacco Product 6.0 6.3 6.6
Insurance Premium 34.1 37.4 39.2
Electric and Telephone Cooperative 0.1 0.1 0.1
Motor Fuel 40.2 36.1 37.5

Subtotal 102.8 101.7 107.8

Corporation Income Tax 53.4 50.0 50.0

Fish Tax
Fisheries Business 12.7 11.1 11.1
Fishery Resource Landing U 05 05

Subtotal 15.3 14.6 14.6

Other
Mining 0.5 0.5 0.5
Estate 3.1 2.1 1.4
Charitable Gaming 05 05 05

Subtotal 6.1 5.1 4.4
Total Unrestricted 177.6 171.4 176.8

Restricted
Sales and Use Tax

Alcoholic Beverage (Alcohol & Drug Treatment) 0.0 9.6 15.3
Insurance Premium (Workers Safety & Compensation) 3.2 3.0 3.0
Electric and Telephone Cooperative (Municipal Share) 3.1 3.1 3.1
Cigarette (School Fund) 30.3 29.3 28.6
Motor Fuel - Aviation (Municipal Share) 02 02 02

Subtotal 36.8 45.2 50.2

Fish Tax
Fisheries Business (Municipal Share) 12.6 11.1 11.1
Fishery Resource Landing (Municipal Share) 4.6 4.1 4.1
Salmon Enhancement (Aquaculture Assoc. Share) 32 04 04
Subtotal 20.9 17.6 17.6

Total Restricted 57.7 62.8 67.8

Grand Total 235.3 234.2 244.6
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C h a r g e s  f o r  S e r v i c e s

The charges for services reported in the next tabic do not include all charges for state services —  it just 
reflects those that do not fit into other categories in this report. Most o f these receipts are restricted revenue 
because they arc returned to the program from which they came.

The only unrestricted revenue listed undercharges for services in this report comes from fees and other 
program charges that do not have program receipt designations, or are not otherwise segregated and appro­
priated back to the program.

Marine Highway Fund

The revenue from certain transportation enterprises is reported here as a charge for state services. The 
Alaska Marine Highway Fund is in the General Fund and receives the revenue from operations o f the sta.e 
ferry system. The legislature has discretion over how the revenue is spent but, because it is customarily 
spent on Alaska Marine Highway operations, it is considered restricted.

Program Receipts

The defin ition o f program receipts under AS 37.05.146 is 'fees, charges, income earned on assets and other 
state money received by a state agency in connection w ith the performance o f its functions." The statute then 
lists out all programs w ith program receipt authority. The statutory list includes many programs that arc not 
included in Charges for Services because they arc elsewhere in this forecast —  such as federal receipts, trust 
funds and the Permanent Fund —  or not state money, such as the public employee retirement funds. The 
tabic on the next page lists some o f the larger individual programs and the receipts from those programs.

The largest o f these is state airport revenue from landing and other fees, rents and the sale o f aviation fuel. 
This is deposited in the International A irport Fund, which is an enterprise fund that the legislature tradition­
ally appropriates only for air transportation purposes.

"S tatutorily Designated" program receipts arc those receipts from contracts, grants, gifts or bequests. The 
remaining program receipts are included under "Receipt Supported Services." Those not listed separately, or 
not described elsewhere in this forecast, are included in the catchall "Other."
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Table 25. Charges for Services
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

P re lim ina ry 
FY 2002 FY 2003 FY 2004

Unrestricted
General Government 17.0 10.0 10.0
Natural Resources 2.0 1.5 1.5
Other 1.2 L I L I

Total Unrestricted 20.2 12.7 12.7

Restricted
Marine Highway Receipts (1) 32.2 41.0 42.5
Statutorily Designated 55.5 98.7 98.7
Airport Receipts 72.6 74.0 74.0
Receipt Supported Services

Pioneer Home Receipts 12.8 12.5 12.5
Banking and Securities 10.8 10.4 10.4
Occupational Licensing Receipts 6.4 7.9 8.2
Vehicle Registration Fees <2> * 6.5 6.5
Regulatory Commission of Alaska Receipts 5.9 5.5 5.5
DNR Recording Fees 5.3 5.1 4.9
Alaska Seafood Marketing 4.8 4.2 4.2
Insurance Licensing Fees and Permits 4.7 4.9 5.1
Commercial Fisheries Entry Commission Receip t 3.4 3.3 3.3
Slate’s Child Support Enforcement Services <2> * 3.3 3.4
Oil and Gas Conservation 3.1 4.3 4.6
Vocational Tech Center and Teacher Certification 2.3 2.6 2.7
Test Fisheries Receipts 2.2 2.4 2.4
DOT Airport/ Navigation Fee <2) ♦ 2.6 2.8
DOT Standards & Commercial Vehicles 1.7 1.7 1.9
DOT Whittier Toll 1.3 1.1 1.2
DEC Food Inspection (2> * 1.6 1.6
H&SS Vital Statistics 1.2 1.2 1.4
Corrections Community Residential Center 1.0 1.1 1.1
Other 5J0 10.1 fL Z

Subtotal 71.9 92.3 P3.4
Total Restricted 232.2 306.0 308.6

Grand Total 252.4 318.7 321.3

( I ) In I'Y  2002, actual revenue was S39.5 million. I lowcvcr, S7.3 million was moved to prior yearaccrual in FY 2003
as a result o f changes in accounting practices.
(2) In FY 2002, these receipt supported services were accounted for under unrestricted Licenses and Permits, Charges
for Services and Other.
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Fines and Forfe itu res

This category includes civ il and crim inal fines and forfeitures, and money received by the state from the 
settlement o f various c iv il lawsuits. The majority o f the receipts under this category are from tobacco litiga­
tion and other settlements.

Tobacco Settlement

The tobacco settlement was signed by 46 states (including Alaska) in November 199S. The first payment 
from the settlement was made in FY 2000. In 2000 and 2001, the legislature authorized the sale o f 80% o f the 
future revenue stream from the tobacco settlement to a new public corporation, the Northern Tobacco 
Securitization Corporation, a subsidiary o f the Alaska Housing Finance Corporation. The new corporation, in 
turn, sold bonds based on this revenue stream, and paid to the state the money raised by the bond sale, which 
the legislature appropriated for schools, the university and harbor projects. Starting in FY 2002, the remain­
ing 20% o f the settlement revenue each year w ill be deposited into the new Tobacco Use Education and 
Cessation Fund. We also show the S0% that goes directly to the Northern Tobacco Securitization Corporation 
for payment o f the bonds.

Table 26. Fines and Forfeitures
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Preliminary 
FY 2002 FY 2003 FY 2004

U n res tric ted
O the r S e ttlem en ts 5.0 5.0 5.0
O the r Fines and Forfe itu res 545 5.6 545

To ta l U n res tric ted 10.6 10.6 10.6

R es tric ted  (1>
Tobacco Settlement (Northern Tobacco Securitization Corp.) 19.9 19.8 17.2
Tobacco Settlement (Tobacco Use Education & Cessation Fund) 54) 44J

To ta l R es tric ted 24.9 24.7 21.5

G rand  Total 35.5 35.3 32.1

( I ) Assumes that nil four "Original Participating Manufacturers" pay their initial ami annual payments in lull. Drown stml 
Williamson withheld payment in the past due to ongoing disputes with participating states.
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L i c e n s e s  a n d  P e r m i t s

Licenses and permits represent another source o f government revenue derived from charges for allowing 
people to participate in activities regulated by the state. The majority o f the receipts under this category arc 
from motor vehicle registration and fishing and hunting license fees.

Fishing and Hunting Licenses Fees

The majority o f these fees arc 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.

Motor Vehicle Registration Fees

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

Table 27. Licenses and Permits
Preliminary FY 2002 and Projected FY 2003*2004 
$ Million

Preliminary 
FY 2002 FY 2003 FY 2004

Unrestricted
Motor Vehicle 35.7 29.8 30.5
Other Fees 6.5 2.7 2.7

Total Unrestricted 42.2 32.5 33.2

Restricted
Fishing and Hunting

Hunting and Fishing Fees (Fish and Game Fund) 23.3 23.5 23.7
Sanctuary Fees (Fish and Game Fund) CM 0.1 OJ.

Subtotal 23.4 23.6 23.8
Other Fees (Clean Air Protection Fund) 2.2 2.3 2.3

Total Restricted 25.6 25.9 26.1

Grand Total 67.8 58.4 59.3
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R ents and R oya lties

The majority o f the unrestricted receipts under this category arc from leasing, rental and sale o f state land. 
Although certain restricted receipts go to the Permanent Fund, Mental Health Trust Fund and Public School 
Trust Fund, these are treated elsewhere.

Table 28. Rents and Royalties
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Preliminary 

FY 2002 FY 2003 FY 2004
Unrestricted

Land Leasing, Rental and Sale 10.8 10.8 10.8
Coal Royalties 0.6 0.6 0.6
Timber Sales 0.2 0.2 0.2
Cabin Rentals 0.2 0.2 0.2

Total Unrestricted 11.8 11.8 11.8
Grand Total 11.8 11.8 11.8
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O t h e r

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

Public Corporation Dividends

The public corporations o f the state listed in this section have been capitalized with state money, which the 
corporations use for purposes —  usually loans —  related to their mission. The dividend listed in the next 
table is treated as restricted revenue.

Unclaimed Property

Under the unclaimed property statutes, a person holding abandoned property belonging to someone else must 
turn the property over to the state, which holds the property in trust until claimed by its rightfu l owner. Most 
unclaimed property is in the form o f cash (checking and savings accounts), stocks and bonds (including 
dividends) and safc-dcposit box contents. Other property includes utility deposits, traveler checks and wages. 
Because not all unclaimed property owners are located, amounts received from holders exceed the refunds to 
owners. The Treasury Division maintains a minimum balance in the trust account and periodically transfers 
excess funds to the General Fund. Unclaimed property receipts for FY 2002 arc far greater than in any other 
year because o f a very large settlement o f an unclaimed property dispute w ith Bank o f America.

Table 29. Other Non-Oil Revenue
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Preliminary 

FY 2002 FY 2003 FY 2004
Unrestricted

Miscellaneous 13.3 10.4 11.0
Unclaimed Property 15.0 4J) 4.0

Total Unrestricted 28.3 14.4 15.0

Restricted
Dividends from Public Corporations

Alaska Housing Finance 103.0 103.0 75.7
Alaska Industrial Development & Export Authority 17.5 19.0 0.0
Alaska Student Loan Corporation 4.0 5.0 5.0
Alaska Municipal Bond Bank 0J3 2J) U

Total Restricted 125.1 129.0 82.3

Grand Total 153.4 143.4 97.3
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VII. FEDERAL REVENUE
Federal government spending has figured prominently in Alaska's history and is still a major force today, in 
spite o f the maturing and diversification o f Alaska's economy. In the latest fiscal year for which we have 
records, federal spending was $6.4 billion. Part o f that spending comes from the activities o f the various 
agencies o f the federal government, part is in the form o f grants to state and local governments, and still 
another part is payments to individuals.

Table 30. Total Federal Revenue to the State
Preliminary FY 2002 and Projected FY 2003-2004
$ Million

P re lim ina ry Budgeted

R e s t r i c t e d
FY 2 0 0 2 FY 2 0 0 3  FY 2 0 0 4

F e d e r a l  R e c e i p t s
S o c i a l  S e r v i c e s 7 0 2 .6
T r a n s p o r t a t i o n 41 1 .5

notE d u c a t i o n 1 3 6 .3
N a tu ra l  R e s o u r c e s 1 0 7 .2

appropria ted
ye t

P u b l ic  P r o t e c t i o n 4 8 .4
D e v e l o p m e n t 45 .3
H e a l th 3 2 .4
O th e r 8 8 .4

T o ta l  R e s t r i c t e d 1 ,572 .1 2 ,3 2 1 .9  2 ,3 2 1 .9

Figure 19. FY 2002 Federal Revenue 
$1.6 Billion

4.5 ----------

-1.0
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Tota l Federal S pend ing

The federal Fiscal year (FFY) runs from October 1 through September 30. In FFY 2001, the federal 
government spent $6.4 b illion in Alaska."’ Per capita, that’s more money than any other state. It is also an 
increase over the year before, continuing a six-year trend o f climbing federal spending. In fact, the federal 
government has increased its spending in Alaska at a faster rate than for the nation as a whole in four o f the 
past six years.

Figure 20. FFY 2001: Federal Spending Per Capita — Top Six States
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Figure 21. Annual Federal Spending Increase, Alaska and Total U.S.
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( l ) This and other federal funds figures in this section not otherwise attributed come from the Consolidated Federal 
Funds Report, U.S. Census Bureau, U.S. Department o f  Commerce, Washington, D.C. 20233.
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About 39% o f federal spending in Alaska is new money coming into the state —  we received $ 1.63 for every 
$1.00 we paid in taxes."1 Because the new money comes from outside the state, it contributes to an overall 
increase in the Alaska economy.

Among federal agencies, the Department o f Defense spends the most in Alaska, followed by Health and 
Social Services. Together, they account for nearly ha lf o f all federal spending.

Not surprisingly, a large portion o f federal money flows into Alaska through salaries o f federal employees. 
However, more than a third o f all federal spending is in the form o f grants, mostly to state and local govern­
ments, but also to nonprofit organizations. Purchases o f goods and services from Alaska businesses are also 
significant, as are direct payments to individuals for such things as retirement and disability.

Table 31. Total Federal Spending, FFY 2001
$ Million

By Agency By Category
SMillion Percent SMillion Percent

Defense 1,778 28 Grants 2,313 36
Health & Human Services 1,177 18 Salaries & Wages 1,414 22
Social Security 573 9 Procurement 1,130 18
Other Agencies 2.875 45 Retirement & Disability 936 15

Other Direct Payments 610 10
Total 6,403 100 6,403 100

Federal F und ing  in the  State B udge t

In FY 2002, the state received and spent approximately $1.6 b illion o f federal funds. As with federal 
spending in Alaska generally, support to state and local governments has continued to increase.'2’

Federal funding in the state budget is restricted to specific uses, such as road improvements, Medicaid 
payments, and aid to schools. Approximately 45% o f total federal money spent by the state is for capital 
projects.

(1) Special Report No, 116. J. Scolt Moody, Tax Foundation. This report can he found at: http://www.taxfoundalion.org.
(2) While we don't have figures for how much federal money went to local governments in FY2002, we can infer that the amount was 
roughly S900 m illion to SI billion, In Federal Fiscal Year 2001, the last for which we have figures, Alaska state and Ick.i I governments 
combined received S2,d billion.
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Potential changes to federal law, differing federal and state fiscal years, and changing numbers o f eligible 
Alaskans in certain programs make forecasting federal revenue difficu lt. For example, we can be pretty 
certain that the rising cost o f medical care w ill drive up Medicaid costs, and that under current law federal 
revenues to the state w ill increase as a result. However, the number o f Alaskans using the program could rise 
or fall as economic conditions change, and Congress could decide to alter the amount that states arc reim­
bursed for Medicaid expenses. Similarly, wc can fairly predict the rate at which we spend, and thus receive, 
federal transportation dollars already appropriated by Congress, but we cannot predict how much money 
Congress w ill appropriate. The estimates o f federal revenues wc present for state FY 2003 are, therefore, 
necessarily rough.

Figure 22. Federal Dollars Received by the State <’>

( I ) State ilscal year.

FY1997 FY1998 FY1999 FY2000 FY2001 FY2002

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

For FY 2003, the state budgeted $2.3 billion. Most federal funding requires state matching money. The 
budgeted state match in FY 2003 is $287 million.

A ll federal funds, whether spent in the operating or capital budget, arc restricted to specific uses. The largest 
categories o f federal funding, as budgeted for FY 2003, arc Medicaid ($609 m illion), highways ($514 
m illion), education ($179 m illion) and airports ($159 m illion).
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VIII. INVESTMENT REVENUE

Table 32. Total Investment Revenue
Preliminary FY 2002 and Projected FY 2003-2004
$ Million

Preliminary

FY 2002 FY 2003 FY 2004
Unrestricted

GeFONSI Pool Investments 35.4 25.6 11.6
Investment Loss Trust Fund 0.1 0.1 0.1
Interest Paid by Others M 5L0 5.0
Subtotal 43.1 30.7 16.7

Restricted
GeFONSI Pool Investments 10.6 7.2 3.4
Constitutional Budget Reserve Fund 122.3 83.7 48.5
Other Treasury Managed Funds (0.8) 9.1 32.9
Alaska Permanent Fund (GASB) (617.0) 129.0 1.815.8
Subtotal (484.9) 229.0 1,900.6

Total (441.8) 259.7 1,917.3

( I )  Governmental Accounting Standards Boaid (GASB) principles recognize changes in the value o f investments as
income or losses at the end o f cacli trading day, whether or not the investment is actually sold.

Figure 23. FY 2002 Investment Revenue 
($0.4 Billion)
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O verv iew  ■ Investm ent o f S tate ’s F inancia l A sse ts

Revenue earned from investing the state's financial assets has become a major part o f Alaska's revenue 
picture, exceeding all other state General Fund tax and royalty revenue in three o f the five past years. The 
state's money is held in funds that fall into three categories: (1) revolving funds, (2) single-project funds, and 
(3) endowment funds.

(1) Revolving funds are funds that arc continually expended and replenished. Examples o f the state’s 
many revolving funds include the General Fund and the International A iqx trt Revenue Fund.

(2) Single-project funds are non-replenishing funds established with specific sums for specific 
projects or programs. Examples o f this type o f fund include the International A irport Construction 
Fund, as well as funds for capital grants to municipal governments, school districts, unincorporated 
communities and several funds for energy-related projects.

(3) The state's endowment funds arc funds for which a principal balance is invested and the earnings 
go to support a public purpose. The state's endowment funds include the Alaska Permanent Fund, 
Mental Health Trust Fund, Alaska Science and Technology Fund, International Trade and Business 
Development Fund, Public School Trust, Alaska Children's Trust and Power Cost Equalization 
Endowment Fund.

Two different organizations manage the investment o f most o f the state's financial assets —  the Treasury' 
Division o f the Alaska Department o f Revenue and the Alaska Permanent Fund Corporation. The Treasury 
Division manages the many funds involved in the day-to-day operation o f state government and also serves 
as the staff for the Alaska State Pension Investment Board in managing the several public employee retire­
ment funds for which the state is responsible. In addition, it invests a portion o f the University o f Alaska 
Endowment and Exxon Valdez Oil Spill Trust Endowment. Finally, it manages state endowment funds not 
managed by the Permanent Fund, a portion o f the Alaska Student Loan Fund and various state health and 
long-term care insurance funds.

The Alaska Permanent Fund Corporation has investment responsibility for the Alaska Permanent Fund, 
Mental Health Trust Fund, Alaska Science and Technology Endowment Fund and International Trade and 
Business Development Fund.
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While we have included information about the Mental Health Trust Fund, Alaska Science and Technology 
Fund and International Trade and Business Endowment in this section o f our forecast, we have not included 
projected investment revenue fronvthese funds in our investment revenue totals. For financial reporting 
purposes, these entities are classified as component units o f state government whose activities are accounted 
for separately from the activities o f state government.(l)

The University o f Alaska is the overall manager o f its own endc wment funds, and each o f the state’ s indepen­
dent public corporations except the Alaska Sciei'.ce and Technology Foundation manages its own cash assets.

The Treasury D ivision and the Alaska Permanent Fund employ similar processes when investing state assets. 
This involves selecting an asset allocation appropriate for the return objectives, risk tolerance, liquid ity 
requirements and legal requirements for each individual fund. F r example, where the state needs lo spend 
the assets o f a fund relatively soon —  in other words, where the fund has a short-term investment horizon —  
the fund should be invested in assets such as short-term government securities whose value is unlikely to 
decline substantially in the near term. I f  the fund has a relatively long-term investment horizon, it is appro­
priate to invest a portion o f the fund in riskier assets —  such as stocks. Riskier assets are more like ly to 
decline substantially in value in the near term but arc also more like ly to earn higher returns over the longer 
term.

The Treasury Division has established an array o f investment pools with varying investment horizons and risk 
profiles. The funds arc invested in these pools unless required by statute or bond indenture to be held 
separately. The investment pools maximize earning potential, provide economies-of-scalc savings o f time 
and duilars, and allow smaller funds to participate in investment opportunities that would otherwise be 
unavailable to them.

For a detailed discussion o f the Treasury Division's investment process, together with the detailed investment 
policies o f each o f the funds managed by the Treasury Division, see the Division's Investment Policies and 
Procedures Manual at http://www.rcvcnue.statc.ak.us/Treasury/policies/Manual.htm.

For information on the investments managed by the Alaska Pennanent Fund Corporation, see http:// 
www.apfc.org.

(1) Component units are legally separate entities for which siale government is financially accountn' The Mental Health Trust, 
Alaska Science and Technology Foundation and International Trade and Business Endowment are sep. -tely presented in the state’s 
Comprehensive Annual Financial Report to emphasize they are legally separate from the state. The Alas, a Pennanent Fund Corpora 
lion is also classified as a component unit, but the report o f its financial activity is blended into the primary state government report 
because its activities are. in substance, part o f primary state government's operations,
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Inves tm en t Forecast

To forecast investment revenue for the current fiscal year —  FY 2003 —  we combine each fund's actual 
performance through September 30 w ith a projection for the rest o f the year. Normally, forecasts and esti­
mated capital market median returns are based on information supplied by the state's investment consultant 
Callan Associates' Inc. and its “ Five-Year Capital Market Estimated Returns”  (see the table below).

Table 33. Callan Associates inc. 2002 Five-Year Capital Market Estimated Returns

i

Asset Class Benchmark for Asset Class

%/Year
Median
Expected
Return

%/Year
Expected

Risk

Equities
U.S. Broad Callan Associates Inc. (CAI) Broad Market 
U.S. Large Cap Standard and Poors (S&P) 500

9.3
9.0

17.2
16.0

U.S. Small Cap CAI Small
International Morgan Stanley Capital International EAFE

10.6
9.9

25.0
21.5

Fixed Income
Domestic Broad Market Lehman Brothers Aggregate 
Domestic Short Term (cash equivalent) Three-Month U.S. Treasury Bill 
Domestic Intermediate Term Merrill Lynch 1- to 5-Year Government 
International Salomon Brothers Non-U.S. Government

5.8
3.5
4.6
5.6

5.0
0.7
2.6
9.6

Other
Real Estate 8.0 16.5

Economic Variables 
Inflation 2.9 1.8

The continued volatility in the world's financial markets makes focus on the expected risk columns in the table above 
particularly appropriate. The numbers in this column represent a statistical measure called standard deviation, which is 
the most commonly used measure of risk in the investment world. The standard deviation allows you to estimate a range 
in which you would expect results to fall two-thirds of the time, For example, Callan estimates an average annual return 
for the domestic broad market fixed-income asset class of 5.75% and an expected risk for that asset class of 5%. That 
means Callan is forecasting that two-HVrds of the time the annual return for the domestic broad fixed-income asset class 
will fall between 0.75% (the median expected average annual return of 5.75% minus the expected risk of 5%) and 
10.75% (the median expected return plus the expected risk).
The probability that a particular asset class or portfolio will have a negative return over a given period of time is another 
way to reflect the riskiness of that asset class or portfolio. The investment income summary tables in this section of the 
revenue forecast include an estimate of the probability of negative returns for each fund over a one-year period.
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Given current market conditions, however, Callan Associates Inc. assumptions for projected fixed-income 
returns from last January are too optimistic. For the General Fund and Other Non-Segrcgatcd Investments 
(GeFONSI), the Constitutional Budget Reserve Fund (CBRF), International A irport and International A irport 
Construction Funds, we are substituting the current yields-to-maturity o f the relevant asset classes. This 
lowers projected income from the income derived from Callans assumptions. (See comparison table below.)

We have continued to use Calian’s Five-Year Market assumptions for the Public School Trust Fund, Alaska 
Children’s Trust and the Power Cost Equalization Endowment.

Table 34. Callan Associates Inc. Capital Market Returns vs. Current Yield to Maturity
%per year % per year

Callan Current Yield
Associates Expected

Asset Class Benchmark for Asset Class Inc. to Maturity
Fixed Income
Domestic Short Term (cash equivalent) Three-Month U.S. Treasury Bill 3.5 1.19
Domestic Intermediate Term Merrill Lynch 1- to 5-Year Government 4.6 1.99
Domestic Broad Market (Long Term) Lehman Brothers Aggregate 5.8 4.31

(1) Yield as o f November 12.2002.
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U nres tric ted  In ves tm e n t Revenue

Table 35. Unrestricted Investment Revenue
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

P re lim ina ry
FY 2 0 0 2  FY 2 0 0 3  FY 2 0 0 4

U n r e s t r i c t e d
G e F O N S I  Pool I n v e s tm e n ts 3 5 .4 2 5 .6 11.6
In v e s tm e n t  L o s s  T ru s t  F und 0.1 0.1 0.1
In te re s t  P a id  by O th e r s 7J5 5 J ) 5 ^

T o ta l 43.1 3 0 .7 16 .7

Unrestricted Investment Revenue from the GeFONSI Pool

A majority o f the state's funds, including the General Fund, participate in an investment pool established by 
the Treasury Division called the General Fund and Other Nonsegregatcd Investments (GeFONSI) pool. 
Investment objectives for this pool are: (1) lim ited exposure to principal loss, (2) generate income without 
Irk ing substantial risk, (3) minimal inflation protection, and (4) high liquidity. To achieve these objectives 
this pool is, in turn, invested in two Fixed income pools established and managed by Treasury —  Treasury’s 
short-term, fixed-income pool and Treasury’ s intermediate-term, fixed-income pool. The GeFONSI pool has 
maintained an average balance o f $1 b illion for the past eight years. The General Fund itself, with an average 
balance o f $300 m illion, is the largest participant in the GeFONSI pool. The balance o f the GeFONSI pool 
consists o f the cash assets o f 120 other funds.

O f the funds participating in the GeFONSI pool, 61 arc entitled to the actual income earned on their cash 
assets invested in the pool. The earnings from the cash assets o f the other 60 funds arc credited to the 
General Fund.
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Table 36. GeFONSI Investment Revenue Summary
Preliminary FY 2002 and Projected FY 2003-2004

Asset Allocation 
Percent

Treasury Pool__________________________ Allocation____________Performance Benchmark
Short-term, Fixed-income Pool 40% Three-Month U.S. Treasury Bill
Intermediate-Term, Fixed-income Pool 60% Merrill Lynch 1- to 5-Year Government Index

GeFONSI Pool Balance September 30, 2002 $1,975.0 Million
Projected Annual Rate of Return 1.67%
Probability of Negative Return Over 1 Year 15.72%
Preliminary Actual Total Investment Income. FY 2002 $ 46.0 Million
Projected Total Investment Income, FY 2003 $ 32.8 Million
Projected Total Investment Income, FY 2004 $ 15.0 Million

$ Million
Preliminary
FY 2002 FY 2003 FY 2004

GeFONSI Pool Revenue into General Fund'1* 35.4 25.6 11.6
GeFONSI Poo! Revenue Restricted 10.6 72 34
Total 46.0 32.8 15.0

( I ) Includes subfunds o f the General Fund.

For detailed information on the funds whose cash assets are invested in the GeFONSI pool and on the 
restricted and unrcstrict d investment revenue from the GeFONSI pool, see appendices P. 0  and R o f 
Treasury's Investment Policies and Procedures Manual.

Investment Loss Trust Fund (AS 37.14.300)

The trust fund was established for the benefit o f participants in the state's Supplemental Benefits System 
annuity plan to insure against loss on investments in annuity contracts issued in the l9S0s by Executive Life 
Insurance Company o f California, which later became insolvent. The Department o f Revenue is the custo­
dian o f the fund, which consists o f money appropriated by the legislature. Money earned on the fund is 
retained in the fund but is available for appropriation by the legislature.
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Table 37. investment Loss Trust Fund Investment Revenue Summary 
Preliminary FY 2002 and Projected FY 2003-2004

Asset Allocation 
Percent

Treasury Pool____________________________Allocation__________ Performance Benchmark
Short-term, Fixed-income Pool 100% U.S. Treasury Bill

Investment Loss Trust Fund Balance September 30, 2002 $ 7.4 Million
Projected Annual Rate of Return 3.5 %
Probability of Negative Return Over 1 Year 0.0 %

Total Return ($ Million)
P re lim inary
FY 2002 FY 2003 FY 2004

Investment Loss Trust Fund 0.1 0.1 0.1

R estric ted  Investm ent Revenue

Table 38. Restricted Investment Revenue
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Restricted
GeFONSI Pool Investments 
Constitutional Budget Reserve Fund 
Other Treasury Managed Funds 
Alaska Permanent Fund (GASB)1,1

Total

P re lim inary
FY 2002 FY 2003 FY 2004

10.6 7.2 3.4
122.3 83.7 48.5
(0.8) 9.1 32.9

(617.0) 129.0 1.815.8
(484.9) 229.0 1,900.6

( I ) Governmental Accounting Standards Hoard (GASB) principles recognize changes in the value o f investments as 
income or losses at the end o f each trading day, whether or not the investment is actually sold.
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Restricted investment Revenue from the GeFONSI Pool

As presented in the table on the prior page, restricted investment revenue from funds whose cash assets are 
invested in the GeFONSI pool totaled $10.6 m illion in FY 2002 and arc projected to total $7.2 in FY 2003 
and $3.4 m illion in FY 2004.

Constitutional Budqei Reserve Fund (Alaska Constitution. Article IX, Section 17)

Voters approved a constitutional amendment in 1990 establishing the Constitutional Budget Reserve Fund 
(CBRF) and requiring the state to deposit all settlements from oil and gas and mining tax and royalty dis­
putes into that fund. The money in the CBRF is invested by the Department o f Revenue, and the CBRF 
retains its own investment earnings. Although, in theory, the legislature may appropriate money from the 
CBRF under certain conditions with a simple majority vote, in practice those conditions do not occur and it 
takes a three-fourths vote o f the members o f each chamber to appropriate money from the fund.

Since 1991 the legislature has appropriated money from the CBRF to balance the state's budget in every 
fiscal year except 1997 and 2001, when high o il prices resulted in small budget surpluses. The Alaska 
Constitution requires the General Fund to repay the money appropriated from the CBRF i f  the General Fund 
has a surplus at the end o f any fiscal year, but the General Fund does not pay interest on the money it has 
"borrowed" from the CBRF. As o f June 30, 2002, the General Fund had "borrowed" about $4.6 billion from 
the CBRF.

On June 30, 2002, the CBRF cash balance was $2,469 billion. The balance was down to $2,075 billion on 
November 20, 2002. Based on our oil price and production projections, i f  the state maintains its budget at 
the level o f the FY 2002 budget, but continues to draw on the CBRF to balance the budget, the CBRF w ill 
run out o f money at the end o f fiscal 2005 (sec Section III).

Treasury's investment policies for the CBRF have changed over the years as the balance and the expected 
uses o f the CBRF have changed. Before 1999 a portion o f the CBRF was invested with a long-term horizon 
and some o f the fund was invested in U.S. equities. The very low oil prices experienced in 1998 and 1999 
led to a significant reduction in the amount in the fund. The reduced size o f the fund significantly shortened 
its investment time horizon, meaning the state could no longer afford the risk o f long-term stock investments 
because the CBRF would likely be drained over the next few years. Therefore, the fund's investments were 
moved out o f equities and concentrated in relatively short-lerm, fixed-income securities. A significant change 
occurred again in 2000 when the legislature created a special subaccount in the CBRF in the amount o f 
$400 million. The legislature instructed the Department o f Revenue to invest the $400 m illion subaccount 
with a long-term horizon so that the money would be invested in stocks —  not just bonds —  in the hope o f 
earning more investment revenue over time.
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Table 39. CBRF Investment Revenue Summary
Preliminary FY 2002 and Projected, FY 2003-2004

Asset Allocation Regular Account 
Percent

Treasury Pool________________________ Allocation__________Performance Benchmark
Short-term, Fixed-income Pool 10% Three-Month U.S. Treasury Bill
Intermediate-term, Fixed-income Pool 65% Merrill Lynch 1- to 5-Year Government Index
Broad Market Fixed-income Pool 25% Lehman Brothers Aggregate Bond Index

Regular Account Balance September 30, 2002 $1,934.8 Million
Projected Annual Rate of Return 2.49 %
Probability of Negative Return Over 1 Year 19.7 %

Asset Allocation Special Subaccount 
Percent

Treasury Pool_________________________Allocation__________ Performance Benchmark
Broad Market Fixed-income Pool 42% Lehman Brothers Aggregate Bond Index
Domestic Equity Pool 41 % Russell 3000 Index
International Equity Pool 17% MSCIEAFE Index

Special Subaccount Balance September 30, 2002 $ 329.1 Million
Projected Annual Rate of Return 7.93 %
Probability of Negative Return Over 1 Year 23.36 %

Total Investment Income (SMillion)
Preliminary
FY 2002 FY 2003 FY 2004

Regular Account 143.4 89.4 19.8
Special Subaccount (21.11 (5.7) 28.7

Total 122.3 83.7 48.5
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Table 40 Constitutional Budget Reserve Fund Cash Flows 
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Prelin inary 
FY 2002 FY 2003 FY 2004

Beginning Cash Balance CBRF 2,994.8 2,469.3 1,835.1
Beginning Main Account Balance 2,618.8 2,114.4 1,485.9
Transfer to Special Subaccount 0.0 0.0 0.0
Sarnmgs on Main Account Balance (1) 143.4 89.4 19.8
Petroleum Tax, Royalty Settlements 90.2 30.0 20.0
Loan to GF (prior year) 0.0 0.0 0.0
Loan to GF (current year)(3) (738.0) (747.8) (896.5)
Payback of Cash Flow Draw 00 00 00
Ending Main Account Balance 2,114.4 1,485.9 629.3

Beginning Special Subaccount Balance 376.0 354.9 349.2
Earnings on Special Subaccount Balance (’> (21.1) (5.7) 28.7
Petroleum Tax, Royalty Settlements(:) 0.0 0.0 0.0
Loan to GF from Special Subaccount 00 00 0.0
Ending Special Subaccount Balance 354.9 349.2 377.9

Total CBRF Balance 2,469.3 1,835.1 1,007.2

( 1) The projected earnings rate for the balance o f FY 2002, 2003 and 200-1 is 2.49% for the undesignated 
subaccount and 7.93% for the special subaccount. These projections are based on Cnllnn's capital market 
assumptions w ith the modifications reflected in 'lie investment forecast explanation and Department o f Revenue, 
Treasury D iv is ion ’ s asset allocation.
(2) Settlement estimates are provided by the Department o f Revenue and Department o f I.aw.
(3) The FY 2002 draw is based on the audited cash balance in the CBRF as o f June 30, 2002. FY 2003 CBRF 
draw projections do not represent final budget numbers.
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International Airport Funds (AS 37.15.410 - .550)

In 1961 the Alaska Legislature established an enterprise fund, the International A iipo rt Revenue Fund, to 
facilitate issuing revenue bonds for construction at the Anchorage and Fairbanks International Airports. 
Enterprise funds are self-supporting, revolving funds used to account for business-like state activities. They 
arc Financed through user charges and subject to legislative appropriation. Almost all the revenue and ex­
penses o f these two international airports flow through this A irport Revenue Fund, including the funding for 
most repair and maintenance projects. Consequently, the revenue fund is subject to large cash inflows and 
outflows.

The A irport Revenue Fund has maintained a significant balance (it has averaged $85 m illion since 1996), and 
the investment earnings from the fund are a significant revenue source for the airport system. Most o f the 
revenue to run the airports comes from landing and lease fees paid by the airlines, and the Department o f 
Transportation and Public Facilities takes the fund's projected earnings into account in negotiating fees with 
airlines. A irport management and airline representatives have tried to keep fees as stable and low as practi­
cal. Relatively stable investment earnings assist the airport system and the airlines in meeting that goal.

Table 41. International Airport Revenue Fund Investment Revenue Summaty 
Preliminary 2002 and Projected 2003-2004

Asset Allocation
Percent

Treasury Pool___________________________ Allocation___________ Performance Benchmark
Short-term. Fixed-income Pool 15% Three-Month U.S. Treasury Bill
Intermediate-term. Fixed-income Pool 85% Merrill Lynch 1- to 5-Year Government Index

International Airport Revenue Fund Balance September 30.2002 $ 107.1 Million
Projected Annual Rate of Return 1.87 %
Probability of Negative Return Over 1 Year 20.21 %

Total Investment Income ($ Million)
P re lim ina ry
FY 2002 FY 2003 FY 2004

International Airport Revenue Fund 5.5 4.2 2.0
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Major improvements in the International Airport system have generally been financed with revenue bonds. 
When issued, the proceeds o f these airport revenue bonds are deposited into a separate International A iqrort 
Construction Fund. Unspent proceeds o f four bond issues to finance major improvements at the International 
A iipo rt system arc currently invested in the Aiqrort Construction Fund. The investment earnings from this 
fund are available to help pay for the construction project.

Table 42. International Airport Construction Fund (1999 Issues) Investment Revenue Summary 
Preliminary FY 2002 and Projected FY 2003-2004

Asset Allocation 
Percent

Treasury Pool__________________________ Allocation____________ Peformance Benchmark
Short-term, Fixed-income Pool 25% Three-Month U.S. Treasury Bill
Intermediate-term, Fixed-income Pool 75% Merrill Lynch 1- to 5-Year Government Index

International Airport Construction Fund Balance September 30,2002 $ 117.2 Million 
Projected Annual Rate of Return 1.79 %
Probability of Negative Return Over 1 Year 18.61 %

Total Investment income ($ Million)
Preliminary

FY 2002 FY 2003 FY 2004

International Airport Construction Fund 7.2 4.3 1.2

Table 43. International Airport Construction Fund (2002 Issues) Investment Revenue Summary 
Preliminary FY 2002 and Projected FY 2003-2004

Asset Allocation 
Percent

Treasury Pool__________________________ Allocation____________ Peformance Benchmark
Short-term, Fixed-income Pool 50% Three-Month U.S. Treasury Bill
Intermediate-term, Fixed-income Pool 50% Merrill Lynch 1- to 5-Year Government Index

International Airport Construction Fund Balance September 30, 2002 $ 122.7 Million
Projected Annual Rate of Return 
Probability of Negative Return Over 1 Year

1.59%
13.44%

Total Investment Income ($ Million) 
Preliminary

FY 2002 FY 2003 FY 2004

International Airport Construction Fund 1.7 3.1 0.3
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Public School Trust Fund (AS 37.14.110)

The net income o f this Trust Fund may only be appropriated to support the state public school program.
This trust fund was created from the Public School Pennanent Fund on July I, 197S, but its history goes 
back much further. The original source o f funding consisted o f income from the sale or lease o f approxi­
mately 100.000 acres o f land granted to the Territory o f Alaska by an Act o f Congress on March 15, 1915. 
The principal o f the fund could not be appropriated by the legislature. The 197S change abolished the land 
portion o f the trust and, in its place, provided that one-half o f 1% o f the total receipts derived from the 
management o f state land, including amounts paid to the state as proceeds o f the sale or annual rent o f 
surface rights, mineral lease rentals, royalties, royalty sale proceeds and federal mineral revenue-sharing 
payments or bonuses were to be deposited into the fund.

The money in the Trust Fund is invested and managed by the Department o f Revenue, and the Commissioner 
o f Revenue is the treasurer and fiduciary o f the fund. The fund is managed lo provide increasing net income 
over the long term for the fund's income beneficiaries. The principal o f the fund and ail capital gains or 
losses realized on the investment o f the assets o f the fund must be retained in the fund.

Currently, the fund each year distributes 4.75% o f the last five years' average market value o f the fund 
principal, as long as this amount does not exceed the accumulated interest and dividend income.

For a more deta.lcd comparison o f this fund w ith other state endowment funds, see Section IX o f this 
forecast.
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Table 44. Public School Trust Investment Revenue Summary 
Preliminary FY 2002 and Projected FY 2003-2004

Asset Allocation 
Percent

Treasury Pool__________________________ Allocation Performance Benchmark
Broad Market Fixed-income Pool 55% Lehman Brothers Aggregate Index
Domestic Equity Pool 45% Russell 3000 Index

Public School Trust Fund Balance September 30, 2002 $ 258.7 Million
Projected Annual Rate of Return 7.27 %
Probability of Negative Return Over 1 Year 20.48 %

Total Investment income and
Distributable Income ($ Million)

Pre lim inary
FY 2002 FY 2003 FY 2004

Public School Trust Total Investment Income (9.2) 2.6 17.5
Public School Trust Distributable Income 10.6 10.3 9.8
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Alaska Children’s Trust (AS 37.14.200)

Incom e from this endowment is used to provide grants to community-based programs for the prevention o f 
ch ild  abuse and neglect. The trust provides ind iv id ua l grants o f  up to $50,000 per year, matched by other 
sources.

The legislature established the trust in 198S. The Comm iss ioner o f  Revenue is the fiduciary. The first s ig n if i­
cant fund ing o f  the trust occurred in  1996 when the legislature appropriated $6 m ill io n  to the trust. Appropria­
tions. gifts, bequests and contributions o f cash or other assets provide additional funds in  the endowment.

Currently, the fund distributes 4.75% o f the last five years’ average beg inn ing market va lue o f the princ ipa l, as 
long as this amount does not exceed the accumulated interest and d iv idend income.

Leg is lation pend ing before the A laska State Legislature wou ld  m od ify  the laws govern ing this trust so that it 
w ou ld  be adm inistered in  the same manner as a typica l institutional endowment fund. The d istinction between 
"princ ipa l” and " income" w ou ld  be abolished and the fund w ou ld  be managed to preserve its purchasing 
power over the long  term. F ive  percent o f the market va lue o f the fund would be distributed to support grants 
to ch ild ren ’s programs each year.

For a more detailed comparison o f  this fund w ith other state endowment funds, sec Section IX  o f  this forecast.

Table 45. Alaska Children’s Trust Investment Revenue Summary 
Preliminary FY 2002 and Projected FY 2003-2004

A s s e t A llo c a t io n  

Percent
Treasury Pool______________________________ Allocation_____________ Performance Benchmark
Broad Market Fixed-income Pool 55% Lehman Brothers Aggregate Index
Domestic Equity Pool 45% Russell 3000 Index

Alaska Children’s Trust Balance September 30, 2002 
Projected Annual Rate of Return 
Probability of Negative Return Over 1 Year

$ 8.3 Million 
7.27 % 

20.48 %

To ta l In ves tm en t Incom e and 
D is tr ib u ta b le Incom e ($ Million)

Preliminary 
FY 2002 FY 2003 FY 2004

Alaska Child ren ’s Trust Total Investment Income 
A laska Child ren 's Trust D istributable Income

(0.3)
0.4

0.0
0.3

0.6
0.3
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Power Cost Equalization Endowment Fund (AS 42.15.070)

Tw o  separate funds are invo lved  in  the Power Cost Equa lization program: the Power Cost Equalization 
Endowment Fund, w h ich  supplies money to the program; and the Power Cost Equa lization and Rural 
E lectr ic Cap ita lization Fund, w h ich  distributes m oney for the Power Cost Equa lization program.

The legislature in  M ay 2000 established the Endowment Fund as a separate fund o f  the Alaska Energy 
Authority (AEA). T he A EA  is a pub lic  corporation o f  the Department o f Com m un ity  and Econom ic D eve l­
opment directed by the officers o f  the Alaska Industria l Deve lopment and Export Authority. The endowment 
consists o f the fo llow ing  sources o f  revenue:

1. Leg is lative appropriations.
2. Accumulated earnings.
3. G ifts and bequests.
4. Federal money.
5. Payments received after June 30, 2001 from the sale o f  the state-owned Four-Dam Pool hydro­
electric projects in Kod iak , Valdez, Ketchikan and Wrangell-Petcrsburg.

The Comm iss ioner o f  Revenue is the fiduciary o f  the endowment. The Department o f Revenue is to manage 
the endowment in a manner lik e ly  to achieve at least a 7% nom ina l return over time.

For the in it ia l transition years (2002 through the first year after closmg o f the Four-Dam Pool sale), 7% o f 
the market value on Februaiy 1 each year is designated to pay for the Power Cost Equa lization program for 
the next fiscal year. After the transition years, on July 1 o f each year, the comm issioner must determ ine the 
m onth ly average market va lue o f  the endowment for die previous three fiscal years, exclud ing the transition 
years. Seven percent o f  this amount may be appropriated for the fo llow ing  fiscal year for three purposes:

1. Fund ing the Power Cost Equalization and Rural E lectric Cap ita lization Fund 
(AS 42.45.100).
2. Reimbursement to the Department o f  Revenue for the costs o f establishing and 
managing the endowment,
3. Reimbursement o f  other cobiS o f  adm inistration o f  the endowment.

The Power Cost Equa lization and Rural E lectric Cap ita lization Fund is used to equalize power costs per 
kilowatt-hour statewide at a cost c'ose to or equal to the average cost per kilowatt-hour in Anchorage, 
Fairbanks and Juneau by paying n. m cy to e lig ib le  electric u tilities in  the state.

The program fund has received direct leg islative appropriations, appropriations from the Power Cost Endow ­
ment Fund, and money appropriated from the Nationa l Petroleum Reserve Alaska Special Revenue Fund. 
The program fund is managed by the Alaska Energy Authority.

For a more detailed comparison o f  this fund w ith  other state endowment funds, see Section IX  o f  this 
forecast.
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Table 46. Power Cost Equalization Endowment investment Revenue Summary 
Preliminary FY 2002 and Projected FY 2003-2004

A s s e t A llo c a t io n  

Percent
Treasury Pool_____________________________ Allocation______________ Performance Benchmark
Broad Market Fixed-income Pool 42% Lehman Brothers Aggregate Index
Domestic Equity Pool 41% Russell 3000 Index
International Equity Pool 17% MSCIEAFE Index

Power Cost Equalization Endowment Balance September 30. 2002 $ 146.7 Million
Projected Annual Rate of Return 
Probability of Negative Return Over 1 Year

7.93 % 
23.36 %

To ta l Retu rn and 
D is tr ib u ta b le Funds ($ Million)

Preliminary 
FY 2002 FY 2003 FY 2004

Power Cost Equalization Endowment Total Return (5.7) (5.1) 11.3
Power Cost Equalization Endowment Distributable Funds 7.1 12.8 12.6
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Alaska Permanent Fund Corporation - Four Endowment Funds

The four endowment funds managed by the Alaska Pennanent Fund Corporation (APFC) —  the Alaska 
Pennanent Fund itself, Mental Health Trust, Alaska Science and Techno logy Endowment and International 
Trade and Business Endowment —  share a common asset a llocation. (Sec table below.) The A PFC  and the 
M enta l Health Trust use an incom e measure ca lled statutory net income. Th is measure is different from the 
incom e measure prescribed by the Governmental A ccounting Standards Board (GASB) for pub lic  funds. 
Under GASB  standards, pub lic funds normally recognize changes in  the va lue o f investments as income, or 
losses, as they occur at the end o f  each trading day, regardless o f whether the investment is actually sold. By 
A laska law, however, to calculate income available for use from these two funds, gains or losses on in d i­
v id ua l stocks and bonds are not recognized until the stock or bond is sold. The portfo lios o f these funds 
usua lly inc lude sign ificant unrealized gains and/or losses. As those gains or losses are realized over time, 
they may cause the fund's statutory net income to differ s ign ificantly from the net incom e derived using 
GA SB  standards. O f  these four endowments, on ly the revenue earned by the Permanent Fund is inc luded in 
our summary.

Table 47. Four Endowment Trust Funds Managed by the
Permanent Fund Corporation Revenue Summary

A sse t A llo c a t io n

Percent
Asset Class Allocation
Domestic Equities 37%
International Equities 16%
Domestic Fixed Income 35%
International Fixed Income 2%
Real Estate 10%

Projected Annual Rate of Return 7.95 %
Probability of Negative Return Over 1 Year 23.5 %
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A la sk a  P e rm a n e n t  F u n d .
In 1976, voters established the Alaska Pennanent Fund by constitutional amendment. The amendment 
requires that at least 25% o f the state's o il, gas and m in ing  lease bonuses, rentals, royalties and federal 
m inera l revenue-sharing payments be deposited into the fund. The legislature has. as described later, pro­
v ided for use o f  some o f the fund's income. The fund's p r inc ipa l, however, is protected by the constitution.

The legislature established the Alaska Pennanent Fund Corporation (APFC) to manage and invest the fund's 
asscts.The A P FC  is a pub lic  corporation managed by a board o f  trustees appointed by the governor.

The fund has grown s ign ificantly over the years, and as o f October 31, 2002, had a market va lue o f  $22.5 
b illio n , o f  w h ich  $22 b illio n  is princ ipa l.

As fiduciaries for the fund, the trustees must have an investment ob jective that addresses the safety o f  the 
pr inc ipa l w h ile  m ax im iz ing  total return. The board must also a llow  for m ax im um  use o f disposable income 
for purposes designated by law. To accom; !ish this, the board has adopted an investment po licy  that ad­
dresses risk, return, d ivers ification and liqu id ity . Using this po licy , the board adopted a strategic asset 
a llocation by app ly ing  the basic process referenced earlier.

The table on the next page reflects the projected balances for the Permanent Fund, and projected income 
using both the statutory net income and GASB  net income measures.

The A laska Constitution requires the deposit o f  the income earned by the assets o f  the Permanent Fund "into 
the General Fund unless otherwise provided by law." The legislature has, by law, "provided otherwise" and 
a ll o f  the Permanent Fund ’s income is deposited into the Earnings Reserve Account w ith in  the Pennanent 
Fund. Th is account was established by AS 37.13.145.

In  turn, the incom e accumulated in  the Earnings Reserve A ccount is statutorily applied to the Permanent 
Fund d iv idend program (AS 37.13.140 and AS 37.13.145(b)) and to infla tion proofing the princ ipa l o f  the 
Permanent Fund (AS 37.13.145(c)). Realized Permanent Fund income in excess o f  the amount needed to 
satisfy the statutory dedication for annual d iv idends and in fla tion proofing —  w h ile  lega lly  availab le for 
other uses —  has been left in the Permanent Fund Earnings Reserve Account. Because, as a matter o f  
po lit ica l custom, these excess earnings have been left in the Permanent Fund, this revenue forecast treats 
them as restricted revenue.
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Table 48. Alaska Permanent Fund(,)
Preliminary FY 2002 and Projected FY 2003-2004
$ Million

Preliminary
FY 2002 FY 2003 FY 2004

P rinc ipa l
Beginning Balance 21,047.6 21,884.2 22,552.7
Dedicated Petroleum Revenue 257.7 321.9 291.0
Inflation Proofing 602.3 346.4 662.8
Deposits to Principal (Settiement Earnings) (23.4) 0.2 12.6
End-o f-Year Balance 21,884.2 22,552.7 23,519.1

Earn inqs and Earn inqs Reserve Accoun t (S ta tu to ry Income) (2>
Earning Reserve Account (ERA) Beginning Balance 2,383.7 1,135.7 752.8
Statutory Net Income and Settlement Earnings 261.3 693.7 1,338.6
Dividend Payout (925.8) (726.0) (598.0)
Inflation Proofing (602.3) (346.4) (662.8)
Deposits to Principal 23.4 (0.2) (12.6)
Other Appropriations (4-5) (4.0) m i
ERA End-of-Year Balance (S tatu tory) 1,135.7 752.8 814.0

Earn inqs and Earn inqs Reserve Accoun t (GASB Income) (2>
ERA Beginning Balance 3,767.3 1,641.0 693.4
GASB Net Income (617.0) 129.0 1,815.8
Dividend Payout (925.8) (726.0) (598.0)
Inflation Proofing (602.3) (346.4) (662.8)
Deposits to Principal 23.4 (0.2) (12.6)
Other Appropriations (4.5) (4 iQ l (4.0)
ERA End-of-Year Balance (GASB) 1,641.0 693.4 1,231.8

Market Value
Principal End-of-Year Balance 21,884.2 22,552.7 23,519.1
ERA End-of-Year Balance (Statutory Income) 1,135.7 752.8 814.0
End-of-Year Unrealized Earnings 503.3 (59 A) 417.8
Dividends Payable and Other Liabilities 930.4 730.0 602.0
End-of-Year Balance (Total Asset Market Value) 24,455.6 23,976.1 25,352.9

R econc ilia tion
Dividends Payable and O ther Liabilities (930.4) (730.0) T '02 .0)
End-of-Year Balance (Net Asset Market Value) 23,525.2 23,246.1 24,750.9

(1) Source: Permanent Fund Corporation data using October 31. 2002, financial statements. Income projections
are based on Callan Associates, Inc. 2002 capital market assumptions: 7.95% total return for FY 2004.
(2) Alternative measures o f income, Under GASB principles, daily gains or losses in investment value are
recognized.Under statutory net income, gains or losses in investment value tire not recognized until the investment
is sold.
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M en ta l Hea lth T ru s t Fund (AS 37.14.001).
The M enta l Health Trust Fund is adm inistered by the A laska Mental Health Trust Authority. The trust was 
created in  territorial days when Congress passed the A laska Mental Health Enab ling  Act o f 1956. To implement 
the trust, the state selected one m ill io n  acres o f  land to provide revenues for the development o f  a comprehensive 
mental health program for the state's citizens.

The state eventually merged the M enta l Health Trust lands w ith the state's general grant land and transferred 
some o f  these lands to private ownership, prompting lit igation that resulted in  an Alaska Supreme Court order to 
reconstitute the trust. In  1994, a fina l settlement reconstructed the trust w ith 500,000 acres o f  the o r ig ina l trust 
land, 500,000 acres o f  replacement land , and $200 m ill io n  in cash.

The trust's cash assets arc held in the Mental H ea lth Trust Fund and those assets arc managed by the A PFC . Trust 
lands are managed by the Trust Land O ffice in  the Department o f Natural Resources. The cash pr in c ipa l o f the 
Menta l Health Trust Fund must be retained in perpetuity in the fund for investment by the A P FC  and. as a result, 
may not be spent. The principa l o f  the fund inc ludes (1) the $200 m ill io n  referenced above, (2) a portion o f the 
revenue from trust lands, and (3) fund earnings thru the Trust Authority has transferred into the pr inc ipa l.

Earn ings o f the fund accumulate in an earnings account that is managed along w ith  the fund’s p r in c:pal at the 
A P FC . Th is earnings account, w h ich  is equiva lent to the Permanent Fund ’s Earnings Reserve Account, is ca lled 
the Principal Reserve Account by the Mental Health Trust Authority.

The operations o f  the trust, in c lud ing  management o f  the tmst’s lands and the Trust Fund and the trust's grant 
program, are paid for from vet another account ca lled  the Mental Health Trust Settlement Income Account. Th is 
account is managed by the Treasury D iv is io n , and is part o f  the G eFO N S I pool described earlier in this report.

AS 37.14.031(c) requires the A PFC  to determ ine the annual net incom e o f  the Mental Health Trust Fund in  the 
same manner it determines the annual net incom e o f  the Permanent Fund (on the basis o f  realized as opposed to 
GA SB  income). Further, AS 37.14.035(b) directs the APFC , at the end o f  each fiscal year, to transfer a ll o f  the 
Trust Fund ’s realized net income to the Settlement Income Account managed by the Treasury D iv is io n . A  differ­
ent practice has developed, however. The Trust Authority has the discretion under AS 37.14.039(b) to make 
arrangements to invest any money in  the Settlement Income Account that exceeds the current and projected cash 
needs o "the trust. The Trust Authority has concluded that these excess funds should be invested by the A PFC  
along w ith  the pr inc ipa l o f the trust. Rather than transfer a ll o f the annual earnings from the A P FC  to the Settle­
ment Income Account at Treasury and then request the transfer o f  the excess amount back to the A P FC , the Trust 
Authority has arranged for the A PFC  to transfer to the Settlement Income Account only the amount needed each 
year for the trust’s operations and grant program.

W h ile  the operating budget o f the Mental Health Trust is subject to leg is lative appropriation under the Executive 
Budget Act, the trust’s grant program is not. W hen the trust awards grants to state agencies, those agencies must, 
or course, obtain leg is lative authorization to receive and expend those grants. N o leg islative approval or appro­
priation is required for the trust’s grants to m un ic ipa lit ies  and/or nonprofit corporations.
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The Mental Health Trust Fund spending po licy  is to distribute 3.5% o f the year-end market value o f the Trust 
Fund. The Mental Health Trust Authority has adopted this conservative d istribution po licy  to bu ild  up a 
suffic ient principa l reserve and thus ensure the fund w il l be able to continue to support its program in years 
o f poor returns in the financia l markets. I f  income exceeds the 3.5% distribution, the excess remains w ith the 
Principa l Reserve Account o f the Trust Fund or is moved into the princ ipa l o f  the fund in  accordance w ith  the 
directions and polices adopted by the Trust Authority Board. Currently, the trust tries to mainta in a balance in 
the Principa l Reserve Account equal to four times the projected annual d istribution. Eventually , the Trust 
Authority hopes to increase the annual distribution rate to 5% o f the year-end market value.

.'able 49. Mental Health Trust Fund|1)
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Preliminary
FY 2002 FY 2003 FY 2004

P rinc ipa l
Beginning Balance 271.4 274.6 278.4
Deposits to Principal 0 2 0 8 4_A
End-of-Year Balance 274.6 278.4 282.8

Earn inqs and Princ ipa l Reserve Accoun t (S ta tu to ry In com e )(JI
Principal Reserve Account (PRA) Beginning Balance 53.2 50.5 56.3
Statutory Net Income 8.3 17.1 19.8
Distributions (11.0) (11.3) (11.3)
PRA End-of-Year Balance (Statutory) 50.5 56.3 64.8

Earn inqs and Princ ipa l Reserve A ccoun t (GASB Income) (2)
PRA Beginning Balance 31.5 22.1 33.9
GASB Net Income 1.6 23.1 24.4
Distributions (11.0) (11.3) (11.3)
PRA End-of-Year Balance (GASB) 22.1 33.9 47.0

Tota l L iab ilitie s and Fund Balance
Principal End-of-Year Balance 274.6 278.4 282.8
PFtA End-of-Year Balance (Statutory Income) 50.5 56.3 64.8
End-of-Year Unrealized Earnings (28.4) (22.3) (17.8)
Other Liabilities 0 0 0.0 0 0
End-of-Year Balance (Total Asset Market Value) 296.8 312.4 329.8

Reconc ilia tion
O ther Liabilities 0 0 0 0 0 0
End-of-Year Balance (Net Asset Market Value) 296.8 312.4 329.8

( 1) Source: Alaska Mental Health Trust Fund September 30, 2002, estimates using October 31, 2002, financial 
statements. Income projections are based on Callan Associates, Inc. 2002 capital market assumptions: 7.95% total 
return lor FY 2004. Projected contributions and distributions are Alaska Mental Health Trust Fund estimates for 
current and future years.
(2) Alternative measures o f income. Under GASB principles, daily gains or losses in investment value are 
recognized. Under statutory net income, gains or losses in investment value are not recognized until the investment 
is sold.
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A la s k a  S c ien ce  a n d  T ech n o lo g y  F o u n d a tio n  a n d  E n d o w m e n t (A S  3 7 .1 7 .0 1 0 ).
The A laska Science and Techno logy Foundation was established in 1988 as a p ub lic  corporation in the 
Department o f Com m un ity  and Econom ic Deve lopment to promote and enhance the development and 
commercia lization o f  technology in  the state.

I lie  Alaska Science and Techno logy Endowment was established to support the foundation and was cap ita l­
ized w ith  $100 m ill io n  in  leg is lative appropriations to benefit the foundation. The Alaska Pennanent Fund 
Corporation (APFC) manages the endowment's investments.

The d istribution o f  the endowment’s income to the foundation is subject to the Executive Budget Act. The 
board has the discretion to d iv ide the annual rea lized capital gains between pr inc ipa l and incom e o f the fund. 
W ith  one exception —  totaling $1,037 m ill io n  in 1991 —  the board has left the realized capital gains in  the 
fund's income account.

Incom e from the endowment is used to fund grants through a competitive proposal process managed by the 
foundation's nine-member board o f  directors. The adm inistrative expenses o f  the foundation are also paid 
from income, and the legislature also has appropriated incom e o f the endowment to pay for the adm inistra­
tive expenses o f the Alaska Aerospace Deve lopment Corporation and the Un ivers ity o f A laska agricultural 
and forestry experiment station research centers.

Table 50. Alaska Science and Technology Endowment
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Preliminary 
FY 2002 FY 2003 FY 2004

Market Value
Beginning-of-Year Balance (Market Value) 
Transfers In 
Transfers Out
Net Investment Gain/ (Loss)

106.7
0 . 1

(3.4)
i m

1 0 1 . 0
0 . 0

(7.3)
0 6
94.3

94.3 
0 . 0  
(5.4) 
7.3 
96.2End-of-Year Balance 1 0 1 . 0

( I ) Source: Alaska Science and Technology Endowment estimates using October 3 1, 2002, financial statements. 
Income projections are based on Callan Associates, Inc. 2002 capital market assumptions: 7.95% total return for 
FY 200-t. Projected contributions are actual year-to-date amounts for current year and zero for all future years. 
Transfers out are estimates provided by Alaska Science and Technology Endowment.



I n t e r n a t io n a l  T r a d e  a n d  B usin ess  E n d o w m e n t .
In 1997, the leg islature established the International Trade and Business Endowment and assigned the 
adm inistration o f the endowment to the Alaska Science and Techno logy Foundation. The legislature funded 
this endowment w ith  an appropriation o f S4.95 m ill io n  in FY  1997 to support programs for the development 
o f international trad, and business in  the state. The Department o f Com m un ity  and Econom ic Deve lopment 
administers the programs supported by the income from this endowment.

Table 51. International Trade and Business Endowment(,) 
Preliminary FY 2002 and Projected FY 2003-2004 
$ Million

Preliminary
FY 2002  FY 2003  FY 2004

Market Value
Beginning-of-Year Balance (Market Value) 5.6 4.6 4.7
Transfers In 0.0 0.0 0.0
Transfers Out (0.9) 0.0 (0.2)
Net Investment Gain/ (Loss) (0.1) OO 0 4
End-of-Year Balance 4.6 4.7 4.8

( I ) Source: Projected contributions and distributions arc International Trade and Business Endowment estimates 
using October 31, 2002, financial statements. Income projections are based on Callan Associates, Inc. 2002 capital 
market assumptions: 7.95°o total return for FY 2004. Projected contributions are actual year-to-date amounts for 
current year and zero for all future years. Transfers out are estimates provided by International Trade and Business 
Endowment.
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I X .  S T A T E  E N D O W M E N T  F U N D S

The State o f Alaska has established several endowment funds to support specific p ub lic  purposes. Proposals 
for additional endowment funds also have been introduced during recent leg is lative sessions. In 2000 the 
Power Cost Equa lization Endowment Fund was established. In  2001, the legislature established an endow­
ment for A laska’s participation in the Arctic W inter Games. In  2002, the legislature established an endow­
ment to support veterans’ memoria ls.

T h is  section o f the revenue forecast compares some important attributes o f  six ex isting endowment funds. 
The Un ivers ity o f  A laska endowment is included in this comparison because it is one o f  the Alaska state 
pub lic  endowment funds that employs the annual distribution practices typical o f  the vast majority o f  endow­
ments in  the United States and Canada.1"

The fiduciary for each o f  these endowment funds has the responsib ility for establishing an asset a llocation 
po licy  for the fund. The table be low  compares the asset allocation po lic ies for these endowments.

Today, u ik ' m the standards adopted by the Governmental A ccounting Standards Board (GASB), pub lic  funds 
com p ly ing  w ith those standards determ ine and report their incom e by recognizing changes in  the va lue o f 
securities as income, or losses, as they occur at the end o f each trading day, regardless o f  whether the securi­
ties arc actually sold and the incom e taken, or realized. A ll six o f  these endowments report annual income 
on this basis. However, as reflected in the table, four o f  them —  two o f the funds adm inistered by the 
Alaska Permanent Fund Co iporation , the Pub lic School Trust and the Alaska Children's Trust —  use other 
measures o f annual incom e for their distributions.

In  determ ining the amount o f  income availab le for d istribution each year for the two funds managed by the 
Alaska Pennanent Fund Corporation, gains or losses on ind iv id ua l stocks and bonds are not recognized until 
the stock or bond is sold. For ca lcu lating distributable income for the Pub lic School Tm st and the Alaska 
Children's Trust, on ly  interest earned and d iv idends paid are treated as income. Ga ins and losses in  the value 
o f ind iv id ua l stocks and bonds arc never recognized as income. By law, those gains and losses remain w ith 
the princ ipa l o f  the fund.

Table 52. Target Asset Allocation - State Endowment Funds 
percent

U.S. Foreign U.S. Int’ l Real Alternative
Cash Bonds Bonds Equities Equities Estate Investments Total

Alaska Permanent Fund 0 35 2 37 16 10 0 100
Mental Health Trust 0 35 2 37 16 10 0 100
Public School Trust 0 58 0 42 0 0 0 100
Alaska Children's Trust 0 58 0 42 0 0 0 100
Power Cost Equalization 0 42 0 41 17 0 0 100
University of Alaska Endowment 1 28 0 36 12 5 18 100

(1) The predominant practice, making annual distributions o f 4% to 5% o f the market value o f the endowment, developed following a 
1968 l;ord foundation study. See I he tool foundation Mniiiiyjny, Edacationtil Eiidowniciil.s (New York. New York; 1968).
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Table 53. Calculation of Annual Income - State Endowment Funds

F.nancia l Reporting 
o f Income D is tribu tab le Income

A laska Permanent Fund GASB(r „ognize gains and 
' 'sses bused on change in 
market value)

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

Mental Health T rus t GASB (recognize gains and 
losses based on change in 
market value)

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

Pub lic School T rus t GASB (recognize gains and 
losses based on change in 
market value)

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

Alaska Child ren ’s Trust GASB (recognize gains and 
losses based on change in 
market value)

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

Power Cost Equalization 
Endowment

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

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

Unive rs ity o f A laska 
Endowment

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

GASB (recognize gains and 
losses based on change in 
market value)
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W lia t  k ind  of d is tr ib u t io n  p o licy  w il l m in im ize  year-to-year v o la t ility  in  d istributions?  D istributions based 
on the average o f  several years o f  fund earnings or several years o f  fund market va lue w il l be less vo la tile  than 
distributions based on one year's earnings or one year's market va lue . Because the proportional va r iab ility  in 
total market value from year-to-year w il l  be smaller than the proportional var iab ility  in fund earnings, d istribu­
tions based on fund market va lue w il l be less vo la t ile  than distributions based on fund earnings.

W he re  there is a p ro h ib it io n  on d is tr ib u t in g  fund p r in c ip a l, how  can n fund best be mammcd to make it 
poss ib le to con tinue d is tr ibu tio n s  in a sevcral-venr bear market? To reduce the possib ility if  no distribution, 
a po licy  o f  retaining a large cushion in an earnings reserve account is essential. I f  a ll the fund's accumulated 
earnings are either distributed or moved to the fund princ ipa l when times arc good, the fund may w e ll be pre­
c luded from making distributions w hen times arc bad.

W ha t h in d  of d is tr ib u t io n  po licy  w il l p rov ide m ax im um  cu rren t d is tr ib u tio n s , vet protect the purchas ing  
pow er o f the fund and the fund d is tr ib u tio n s  against in Hat ion? The answer is: a po licy  that leads to the 
d istribution, on average, o f the long-run real return o f the fund —  that is the nom ina l average return o f  the fund 
m inus the average in fla tion rate. I f  the long-run nom ina l return o f the fund is 8% and the long-run infla tion rate 
is 3%, then the fund can distribute 5% (8% minus 3%) o f its va lue each year and still protect its purchasing 
power.

The fo llow ing  tables show how the legislature and the fund managers have addressed these questions.

Several important considerations bear on the distribution policy established for an endowment fund.
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Table 54. Distributable Income Determination - State Endowment Funds

A laska Permanent 
Fund

Mental Health T rus t

Pub lic Schoo l T rus t

A laska Child ren ’s 
T rus t

Power Cost Equalization 
Endowment

U n ive rs ity o f A laska 
Endowment

The only regular distribution is for the annual Permanent Fund Dividend (PFD). 
That distribution, following the formula in AS 37.13.140-.150, equals 10.5% of the 
past five years’ total realized income but not to exceed 50% of the balance in the 
Fund’s Earning Reserve Account (ERA). The 50% limitation has never been 
triggered. Because the fund principal does not change with changes in investment 
market values, the market value volatility for the entire fund is absorbed by the 
EF?A. Consequently, a large balance is needed in the ERA to ensure there are 
enough funds for the full annual dividend distribution according to the statutory 
formula. The annual PFD dividend distribution has been equal to about 4% of the 
market value of the fund.

The Mental Health Trust Board adopted a policy to annually distribute 3.5% of the 
market value of the fund's total asets beginning in FY 2001. For FY 1996-1998 it 
was 3%; for FY 1999-2000 it was 3.25%. Because of recent declines in market 
value, the Trust Board is exploring a redefinition of "principal" so that losses in 
market value would be proportionally allocated to the principal account and the 
income account.

The annual distribution is 4.75% of a five-year moving average of the fund 
principal’s market value so long as that amount does not exceed the interest and 
dividend earnings available in the earnings account. The trust has accumulated a 
sizable income account balance so the fund is better able to retain its ability to 
distribute in a sustained bear market.

The annual distribution is 4.75% of a five-year moving average of the fund 
principal's market value so long as that amount does not exceed the interest and 
dividend earnings available in the earnings account. The trust has accumulated a 
sizable income account balance so the fund is better able to retain its ability to 
distribute in a sustained bear market.

The annual distribution is 7% of the fund's market value. For the initial transition 
years, use the market value on February 1 for the subsequent fiscal year. There­
after, use 7% of the monthly average value for a specified 36-month period.

The annual distribution is 5% of a five-year moving average of the market value of 
the fund.
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Tab le 55. In fla tio n -P ro o fin g P rocedu res —  State Endowm en t Funds

A la s k a  P e rm a n e n t 
F u n d

The leg is la tu re annua lly in fla tion proofs the princ ipa l o f the Pe rm anen t Fund (but 
no t the accum u la ted ba lance in the Earn ings Rese rve A ccoun t (ERA )) pu rsuan t to 
AS 37.13.145. The leg is la tu re each yea r trans fe rs from the E F tA to the fund 's 
princ ipa l an am oun t equa l to the U.S . C onsum e r P rice Index ’s e ffe c t on the va lue 
o f the princ ipa l. The A laska Pe rm anen t Fund C o rpo ra tion ’s T ru s te es have pro ­
posed a constitu tiona l am endm en t tha t w ou ld in fla tion p ro o f the en tire fund by 
lim iting the annua l d is tribu tion o f ea rn ings to 5% o f the m a rke t v a lue o f the fund.

M e n ta l H e a lth  T ru s t T he M enta l Health T rus t A u tho rity has adop ted tv o polic ies to in fla tion p roo f the 
fund. It lim its d is tribu tions to 3.5% o f the fu nd ’s m am e t va lue . (The au tho rity ’s 
u ltim a te d is tribu tion rate goal o f 5% shou ld still in fla tion p roo f the fund .) The 
au tho rity a lso has adop ted a po licy trans fe rring m oney from the rese rve accoun t 
to the princ ipa l w heneve r the rese rve exceeds fo u r tim es the annua l incom e 
d is tribu tion .

P u b lic  S c h o o l T ru s t T he asse t a lloca tion po licy is such that, in com b ina tion w ith the requ irem en t that 
the fund 's cap ita l ga ins and losses rem ain pa rt o f the princ ipa l o f the fund, the 
re ta ined cap ita l ga ins are adequa te to in fla tion p roo f the fund.

A la s k a  C h ild re n 's  
T ru s t

T he asse t a lloca tion po licy is such that, in com b ina tion w ith the requ irem en t tha t 
the fund 's cap ita l ga ins and losses rem ain pa rt o f the princ ipa l o f the fund, the 
re ta ined cap ita l ga ins are adequa te to in fla tion p roo f the fund.

P ow e r C o s t E q u a liz a t io n  
E n d o w m e n t

The leg is la tu re , in se lec ting a 7% dis tribu tion policy, exp ress ly e lec ted no t to 
in fla tion p roo f th is fund, bu t ra th e r to d is tribu te all, o r a lm os t all, o f its an tic ipa ted 
annua l earn ings.

U n iv e rs ity  o f A la s k a  
E n d o w m e n t

The un ive rs ity 's d is tribu tion po licy o f 5% o f the m oving five -yea r ave rage o f the 
fund 's m a rke t va lue shou ld in fla tion p roo f the fund .
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This p a g e  is in ten tionally  left b lank.
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X . P U B L I C  C O R P O R A T I O N S  A N D  T H E  U N I V E R S I T Y  

O F  A L A S K A

Public Corporations

The state has established the fo llow ing  pub lic corporations to carry out certain pub lic  polic ies:

■ Alaska Housing Finance Corporation (AHFC)
■ Alaska Industrial Deve lopment and Export Authority ( A ID EA )
* Alaska Energy Authority (AEA ;
* Alaska Student Loan Corporation (ASLC)
■ Alaska M un ic ip a l Bond Bank Authority (AMBBA)
* Alaska Aerospace Deve lopment Corporation
■ Alaska Railroad Corporation
■ Alaska Science and Techno logy Foundation (ASTF)

These eight corporations, together w ith  the Mental Health Trust and Alaska Science and Techno logy Founda­
tion (described in Section V III)  and Un ivers ity o f  Alaska, arc component units o f  state government whose 
activ ities are accounted for in  the State’s Comprehensive Annual F inanc ia l Report separately from the 
activ ities o f primary state government.

Four o f these corporations —  the A laska Housing F inance Corporation, Alaska Industrial Development 
Authority, Alaska Student Loan Corporation and Alaska M un ic ipa l Bond Bank Authority —  pay some 
portion o f their income as a “d iv idend" to the stale. These “d iv idends” have been included as incom e in 
Section V I — Non-Oil Revenue (Except Federal and Investment) —  o f this forecast.

Tw o  o ' these corporations —  A ID E A  and A EA  —  share a common staff and board o f  directors. The other 
corporations each have their own staffs and boards. W h ile  neither the sale o f  bonds nor the expenditure o f 
bond proceeds by these corporations are subject to the Executive Budget Act, expenditures for the day-to- 
day administration o f  a ll o f these coq:>orations except the A lask,. Railroad arc.

The fo llow ing  six tables summarize the activities o f  these eight coqiorations.
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Table 56. Public Corporations - Missions
W h a l d o e s  th e  c o rp o ra t io n  d o  a n d h o w  d o e s i t d o  it?

A la s k a  H o u s in g  
F in a n c e C o rp o ra t io n

A la s k a  In d u s tr ia l 
D e v e lo p m e n t a n d 
E x p o r t A u th o r i t y

A la s k a  E n e rg y 
A u th o r i t y

A la s k a  S tu d e n t 
Lo a n C o rp o ra t io n

A la s k a  M u n ic ip a l 
B o n d B a n k A u th o r i t y

A la s k a  A e ro s p a c e
D e v e lo pm e n t
C o rp o ra t io n

A la s k a  R a ilro a d 
C o rp o ra t io n

Us ing p roceeds from the sa le o f bonds backed by its co rpo ra te asse ts , AHFC pu r­
cha se s hom e m ortgages from A laska banks. In com e from  pa ym en ts on these m o rt­
gages repays bond ho lde rs and adds to the co rpo ra tion 's incom e , the reby enab ling 
the corpo ra tion , s ince FY1S91, to pay an annua l d iv idend and /o r re tu rn o f cap ita l to 
the sta te . In add ition to ensuring th a t A laskans , espec ia lly A la s kan s o f iow and 
m ode ra te in com e and those in rem ote and unde rdeve loped a reas o f the sta te , have 
adequa te hous ing a t reasonab le cost, the co rpo ra tion adm in is te rs fede ra lly and s ta te 
funded m u lti-res iden tia l, sen io r and low -in com e hous ing , res iden tia l ene rg y and hom e 
wea the riza tio n program s. In recen t yea rs, the leg is la tu re a lso has au tho rized AH FC to 
finance the construc tion o f schoo ls , Un ive rs ity o f A la ska hous ing and o the r cap ita l 
p ro je c ts iden tified by the leg is la tu re .

B y lend ing money, guaran tee ing loans o r becom ing an owner, A ID E A makes financ ing 
ava ila b le fo r industria l, expo rt and o the r bus iness en te rp rises in A laska . The co rpo ra ­
tion ea rns m oney from  in te res t on its loans and from  leases and ope ra tio ns o f its 
prope rtie s . The corpo ra tion has pa id an annua l d iv idend to the s ta te s ince FY1997.

A  separa te en tity w ith in A IDEA , A EA prov ides loans to rural utilities, comm un ities and 
ind iv idua ls to pay fo r the pu rchase or upgrade o f equ ipm en t and fo r bu lk fuel pu r­
chases . Additiona lly , the agency adm in is te rs the P ow e r C ost E qua liza tion program , 
subs id iz ing rura l e lec tric cos ts w ith the ea rn ings o f the P ow e r C ost Equa liza tion 
Endowm en t. A EA also rece ives fede ra l and s ta te m oney to prov ide techn ica l adv ice 
and ass is tance in energy p lann ing , m anagem en t and conse rva tion in rura l A laska .

T he A la ska S tuden t Loan Co rpo ra tion uses p ro ceeds from bond sa les to finance 
s tuden t loans m ade by the A la ska Comm iss ion on Pos tseconda ry Educa tion . Loan 
repaym en ts sa tis fy bond ob liga tions and enhance the co rpo ra tion 's cap ita l asse t 
base . A laska s ta tu te s au thorize the board o f d ire c to rs to annua lly dec la re a re tu rn to 
the s ta te o f a portion o f its con tr ib u ted cap ita l. T h e board has dec la red a retu rn o f 
cap ita l fo r FY 2001, FY 2002 and FY 2003.

T he Bond Bank loans m oney to A la ska m un ic ipa litie s fo r cap ita l im p ro vem en t 
pro jec ts . T he bank 's la rge r cap ita l base, its rese rve funds and its c red it rating enab le it 
to sell bonds a t low e r in te res t ra tes than the m un ic ipa litie s cou ld ob ta in on the ir own. 
T he Bond B ank ea rns in te res t on the m oney it ho ld s in rese rve and has re tu rned a 
d iv idend to the sta te eve ry yea r s in ce 1977,

T h e co rpo ra tion finances ae rospace -re la ted ven tu re s in A laska , inc lud ing the es ta b ­
lishm en t and opera tion o f a comm erc ia l space veh ic le launch fac ility in Kod iak, space 
sc ien ce and eng inee ring research and prom o ting tou rism  a t the P oke r F la t rocke t 
range and o the r facilities. Eventually , incom e from  in ves tm en ts and ope ra tions w ill be 
re tu rned to a revo lv ing fund used to m ake m o re loans and acqu ire properties.

T he co rpo ra tion ope ra tes fre igh t and passenge r rail se rv ices be tw een Seward and 
Fa irbanks , inc lud ing a spu r line to W hittie r. In add ition , the co rpo ra tion gene ra tes 
revenues from  real es ta te it owns.

A la s k a  S c ie n c e  a n d  T he Founda tion w as in itia lly inco rpo ra ted to p rom o te sc ience and eng inee ring re- 
T e c h n o lo g y  F o u n d a t io n  sea rch and deve lopm en t in A la ska by aw ard ing g ran ts and by se rv ing as an adv ise r to

and fac ilita to r am ong va rious gove rnm en t agenc ie s and industry, T he Founda tion 's 
m iss ion w as la te r expanded to inc lude adm in is te ring the In te rna tiona l T rade and 
Bus iness Endowm en t. However, in prac tice , the S ta te D iv is ion o f In ternationa l T rade 
and M arke t D eve lopm en t adm in is te rs the endowm en t.
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Tab le 57. Pub lic C o rpo ra tio n s - State C ap ita liza tion

H ow  d id  th e  s ta te  c a p ita l iz e  th e  c o rp o r a t io n ?

A la s k a  H o u s in g 
F in a n c e C o rp o ra t io n

T he leg is la tu re app rop ria ted $739 .9 m illion in cash and $292 .5 m illion in m ortgages 
held by the Genera l Fund to the co rpo ra tion be tw een 1976 and 1984. The pay­
m en ts on those m o rtgages and add itiona l m o rtgages pu rchased w ith the cash , have 
he lped build the co rpo ra tion 's asse t base and a llow it to re tu rn som e cap ita l to the 
s ta te each year. In 1993, AHFC rece ived an add itiona l $2~ .7 m illion in cash and 
$9 .3 m illion in equ ity w hen the leg is la tu re m erged the A la ska S ta te Housing A u tho r­
ity w ith the corpora tion .

A la s k a  In d u s tr ia l 
D e v e lo pm e n t a n d 
E x p o r t A u th o r it y

B e tw een 1981 and 1991, the S ta te o f A la ska trans fe rred va rio u s loan portfo lios 
w o rth $366.1 m illion and $69 m illion in cash to the corpo ra tion . In 1998, the state 
trans fe rred ow ne rsh ip o f the Ketch ikan Sh ipya rd . The co rpo ra tion has s ince w ritten 
down som e asse ts and re tu rned $60 m illion in cash to the sta te . The s ta te 's con tr ib ­
u ted cap ita l as o f June 30, 2001 to ta led $297 .2 m illion.

A la s k a  E ne rg y 
A u th o r i t y

T he leg is la tu re es tab lished the AEA in 1976 to finance and ope ra te pow e r pro jects. 
T h e corpo ra tion has a lso adm in is te red rura l ene rg y p rog ram s a t various tim es, 
inc lud ing the presen t. A s a resu lt o f le g is la tive ly m anda ted reo rgan iza tions , cap ita l 
has m oved in to and ou t o f the corpo ra tion . A t the end o f FY 2001 , the corpora tion 
repo rted con tribu ted cap ita l o f $963 .5 m illion . S om e o f th a t is from the fede ra l 
gove rnm en t; the corpo ra tion does no t repo rt w ha t portion .

A la s k a  S tu d e n t 
L o a n C o rp o ra t io n

In FY 1988, the s ta te trans fe rred $260 m illion o f ex is ting s tuden t loans to the 
corpo ra tion . Add itiona l app rop ria tion s o f cash be tw een FY 1988 and FY 1992 
to ta led $46.7 m illion.

A la s k a  M u n ic ip a l 
B o n d  B an k A u th o r i t y

B e tw een 1976 and 1986, the leg is la tu re app rop ria ted $18 .6 m illion to the Bond 
Bank to be use fo r back ing bond issues. In add ition , the leg is la tu re gave the Bond 
Bank $2 .5 m illion in 1981 to cove r an an tic ipa ted de fau lt by a municipa lity. The 
m un ic ipa lity did not de fau lt, and the Bond Bank re ta ined the appropria tion .

A la s k a  A e ro s p a c e
D e v e lo pm e n t
C o rp o ra t io n

S ince 1993, the sta te has con tribu ted $10 .9 m illion from the S cience and Techno l­
ogy Endowm en t.

A la s k a  R a ilro a d 
C o rp o ra t io n

T he s ta te bough t the ra ilroad from the fede ra l gove rnm en t in 1985. The purchase 
price o f $22.7 m illion w a s reco rded as the s ta te 's cap ita liza tion .

A la s k a  S c ie n c e an d 
T e c h n o lo g y  F o u n d a t io n

T he corpo ra tion is funded from the ea rn ing s o f the A laska S c ience and Techno logy 
Endowm en t. The endowm en t was cap ita lized w ith $100 m illion from the Genera l 
Fund tha t was paid to the endowm en t ove r seve ra l yea rs in the la te 1980s.
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Tab le 58. Pub lic C o rpo ra tio n s - F inanc ia l Facts, FY 2002

($ M illion ) 
T o ta l A s s e ts

($ M illion ) 
A s s e ts  L e s s  
L ia b il i t ie s  

B o o k  V a lue

($M illio n ) 
U n re s tr ic te d  
N e t A s s e ts

($ M illion ) 01 
FY 2002 T o ta l 

O p e ra t in g  B u d g e t P o s it io n s

A la s k a  H o u s in g  
F in a n c e  C o rp o ra t io n

$5 ,2 82 $1 ,7 66 $210 $39.1 354

A la s k a  In d u s tr ia l 
D e v e lo p m e n t a n d 
E x p o r t A u th o r i t y

$ 1 ,1 4 2 $793 $789 $6 .5 65

A la s k a  E n e rg y 
A u th o r i t y

$ 5 98 $438 $226 $1 .0 See AIDEA<:>

A la s k a  S tu d e n t 
L o a n C o rp o ra t io n

$819 $302 $4 $10 .3 103

A la s k a  M u n ic ip a l 
B o n d  B a n k A u th o r i t y

$ 2 69 $40 $22 $0 .5 1

A la s k a  A e ro s p a c e (3)
D e v e lo pm e n t
C o rp o ra t io n

$7 5 $48 na $1 4 .6 18

A la s k a  R a ilro a d  (4) 
C o rp o ra t io n

$ 306 $114 na $7 7 .0 710

A la s k a  S c ie n c e  a n d $109 
T e c h n o lo g y  F o u n d a t io n

$107 na $10 .6 7

( 1) Permanent Full Time (I’ FT), Permanent Part Time (PPT) and Temporary (TMP) me included in total positions.
(2) The Alaska Industrial Development and Export Authority (AIDEA) provides staff for the activities o f the Alaska 
Energy Authority (AEA). A significant portion o f AlDEA’ s 65 member staff are engaged in AEA programs.
(3) Unaudited.
(4) The Alaska Railroad reports financial data on a calendar year. Assets and book value shown here arc for 2001. The 
operating budget figure shown here is for CY 2003.
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Table 59. Public Corporation? - Revenue and Net Income 
$ Million

FY 2002 

R e ve n u e

FY 2002 

O p e ra t in g  

In c om e

FY 2002 

N e t In c om e

A la s k a  H o u s in g  
F in a n c e  C o rp o ra t io n

$349.2 $75.7 ($7.9)

A la s k a  In d u s t r ia l D e v e lo pm e n t 
a n d E x p o r t A u th o r i t y

$73.3 ($55.0) ($72.5)

A la s k a  E n e rg y 
A u th o r i t y

$54.8 ($197.4) ($199.7)

A la s k a  S tu d e n t 
L o a n C o rp o ra t io n

$37.1 $14.4 $9.1

A la s k a  M u n ic ip a l 
B o n d  B a n k A u th o r i t y

$14.5 $2.2 $1.1

A la s k a  A e ro s p a c e  
D e v e lo p m e n t C o rp o ra t io n

$2.4 ($1.2) ($0.6)

A la s k a  R a ilro a d  
C o rp o ra t io n  <’>

$96.2 $0.0 $6.6

A la s k a  S c ie n c e  an d 
T e c h n o lo g y  F o u n d a t io n

($2.2) ($2.3) ($5.7)

(1) The Alaska Railroad reports financial data by calendar year. CY 2001 covers the second half o f FY 2001 
nnd the first half o f FY 2002.

-117 - Fall 2002 Rovenuo Sources Book



Tab le 60. P ub lic C o rpo ra tio n s - D iv idends to the State

H ow . i f  a t a ll, d o e s th e c o rp o ra t io n  pa v d iv id e n d s  to  th e  s ta te ?

A la s k a  H o u s in g  
F in a n c e  C o rp o ra t io n

B y ag reem en t w ith the legisla ture, the corpo ra tion is to annua lly trans fe r an am oun t 
no g rea te r than its net income fo r the preced ing ye a r to the sta te . As es tab lished in 
sta tu te , tha t am oun t has been $103 m illion (C hap te r 130, SLA 2000). T he final 
pa ym en t will be in FY 2008. The corpo ra tion has cus tom arily regarded $53 m illion o f 
the d iv idend as ava ilab le fo r AHFC cap ita l pro jects, w h ile the rem ain ing $50 million 
is a cash trans fe r fo r the legis la tu re to spend as it sees fit. In prac tice , th e leg is la ­
tu re has in recen t yea rs used som e o f the $53 m illion fo r non -AHFC pro jec ts .

A la s k a  In d u s tr ia l 
D e v e lo p m e n t a n d 
E x p o r t A u th o r i t y

By sta tu te , A ID EA must make ava ilab le to the s ta te no t less than 25% and no t more 
than 50%  o f its to ta l ne t incom e fo r a ba se year, de fined as the yea r tw o yea rs prio r 
to the d iv idend year. T he d iv idend is fu rth e r lim ited to no more than the to ta l am oun t 
o f its u n r e s tr ic te d net incom e in the base yea r (AS 44 .88 .088 ). Booked losses wou ld 
reduce ne t ea rn ings and, consequently , reduce the d iv idend to the state . Fo r 
exam p le , the w rite -dow n o f asse t va lues in FY 2003 w ill like ly prec lude pay ing a 
d iv idend in FY 2004, un less the leg is la tu re wan ts to change the sta tu te .

A la s k a  E n e rg y 
A u th o r i t y

A E A  does not pay a d iv idend or re tu rn cap ita l to the s ta te on a regu la r bas is . 
However, in FY 2000 the corpora tion re tu rned $55 .6 m illion o f con tribu ted cap ita l to 
the Ra iioe lt Ene rgy Fund and the Genera l Fund

A la s k a  S tu d e n t 
L o a n C o rp o ra t io n

T he corpo ra tion , a t the discre tion o f its board o f d irec to rs , m ay m ake ava ilab le to 
the s ta te a retu rn o f con tribu ted cap ita l fo r an y base yea r in wh ich the ne t incom e o f 
the corpo ra tion is $2 m illion o r more. A base yea r is de fined as the yea r tw o years 
be fo re the paym en t year. If the board au tho rize s a paym en t, the re tu rned cap ita l 
m us t be be tw een 10% and 35% o f ne t in com e fo r the base yea r (AS 14 .42 .295 ).

A la s k a  M u n H p a l 
B o n d  B a n k A u th o r i t y

B y s ta tu te , the Bond Bank annua lly re tu rns ea rn ings o r incom e o f its rese rve fund in 
excess o f expenses to the state .

A la s k a  A e ro s p a c e
D e v e lo p m e n t
C o rp o ra t io n

A ADC does not pay a div idend o r re tu rn cap ita l to the state .

A la s k a  R a ilro a d  
C o rp o ra t io n

ARRC does not pay a div idend or re tu rn cap ita l to the state .

A la s k a  S c ie n c e  an d 
T e c h n o lo g y  F o u n d a t io n

The founda tion itse lf does no* pay a d iv idend or re tu rn cap ita l to the sta te , however, 
the leg is la tu re regu la rly appropria tes m oney from the ea rn ings o f the S c ien ce and 
Techno lo gy Endowm en t and the In te rna tiona l T rade and Bus iness Endowm en t.
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Table 61. Public Corporations - Operating Expenses and Dividends 
$ Million

Operating Expenses 
Subject to the Executive Budget Act

Dividends and/or 
Return of Capital

Actual 
FY 2002

Budget 
FY 2003

Actual Budget 
FY 2002 FY 2003

Alaska Housing 
Finance Corporation

$36 .4 $39.1 $103 .0 <1> $103 .0

Alaska Industrial 
Development and 
Export Authority

$5 .5 $6 .5 $17 .5 $19 .0

Alaska Energy 
Authority

$18 .2 $1 .0 na na

Alaska Student 
Loan Corporation

$10 .0 $ 10 .3 $4 .0 $5 .3

Alaska Municipal 
Bond Bank Authority

$0 .5 $0 .5 $0 .7 $2 .0

Alaska Aerospace 
Development

$4 .8 $ 14 .6 na na

Alaska Railroad 
Corporation

na na na na

Alaska Science and 
Technology Foundation

$2 .5 $ 10 .6 na na

(1) This figure rcflocis the provision in Chapter 130, SLA 2000, that S103 million will be transferred lo the state each year 
through Fiscal 2008. Because some o f this money is earmarked for multi-year capital projects, actual cash transfers in any 
given year may vary.
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U n i v e r s i t y  o f  A l a s k a

Established in territorial days, the Un ivers ity o f Alaska is organized into four branches: statewide adm inistra­
tion and three m a in campuses in  Fairbanks, Anchorage and Juneau. Each m a in campus administers satellite 
campuses in rural areas.

The Un ivers ity o f  A laska is overseen by a Board o f Regents appointed by the governor and subject to 
confirmation by the legislature. W h ile  other semi-autonomous state agencies are created in statute, the 
univers ity and its board are un ique ly  embodied in the Alaska constitution.

A ccounting standards for state universities and colleges d iffer from those o f  pub lic  corporations. For in ­
stance, they do not record contributed capital. The figures presented here, therefore, cannot be compared 
directly w ith  those o f  other state agencies or corporations. Rather, they are intended on ly  to g ive the reader 
an idea o f  the university's size and scope.

Table 62. University of Alaska 
$ Million

L a n d s  a n d F a c i l i t ie s  
J u n e  30, 2002

T o ta l A s s e ts  
J u n e  30, 2002

U n re s tr ic te d  FY 2003 
N e t A s s e ts  O p e ra t in g  B u d g e t

FY 2003 
T o ta l P o s it io n s

$651 .3  0) $895 .6 $36 .5  $611.8 3 ,786

(I) Unaudited. Includes depreciation. Past years’ figures did not include depreciation, in accordance with accounting 
principles Tor universities at that time.
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X I .  R O S E T T A  S T O N E

Introduction

Th is Revenue Sources Book pub lished by the Department o f Revenue, the Summary o f Appropriations 
published by the Legis lative F inance D iv is io n , and the Comprehensive Annual F inanc ia l Report (CAFR) 
published by the F inance D iv is io n  o f the Department o f  Adm in istration all present detailed information about 
where the state gets the money for its budgeted day-to-day operations.

A lthough these three documents concern the same subject matter, they serve very different purposes. This 
Revenue Sources Book concerns the first step in  the process, estimating available "general purpose" or 
"unrestricted" revenue for appropriation in  the next fiscal year. It is published each fa!!, just before the 
leg is lative session —  about seven months before the beg inn ing o f  the fiscal year for w h ich  it is forecasting 
revenue. W h ile  the m a in focus for us in preparing this book is the unrestricted revenue, w c also look at many 
sources o f restricted revenues as w e ll.

A t the far end o f the spectrum from this forecast is the CA FR . The C A FR  reports what actually happened to 
state dollars during the prior fiscal year, and is pub lished in December about six months after the end o f the 
fiscal year —  about two years after the pub lication o f  the Revenue Sources Book that had estimated the 
ava ilab le revenue for that year. N ew  standards set by the Government Accounting Standards Board in GASB 
Statement 34, promulgated a fa ir ly major restrucUiring o f its required financia l reporting model, and the state 
w il l  use that modci for its 2002 CA FR . In December o f  2002, a C A F R  covering FY2002 w il l be published. In 
A pril 2003 we w il l pub lish a comparison between that and the 2002 numbers in our spring forecast.

In  between the pub lication o f  our forecast and the CA FR , thousands o f events occur and many different 
"snapshots" o f the state's finances are taken. The Summary o f Appropriations is one such snapshot, w h ich 
records how much spending the legislature and governor authorized in the leg islative session then just ended. 
The Summary o f  Appropriations is published in July, right at the start o f  the fiscal year. In July 2002, the 
Summary o f Appropriations for F Y  2003 was published .

Even thour esc three books concern the same subject matter, they present it differently. Th is purpose o f 
this section .u reconcile these documents. G o ing  from one document to the other can be very d iff icu lt 
because each uses a different system to classify various kinds o f  state money, so a sum o f money in  one 
report may be broken up into many different pieces in a different report, or vice-versa. In addition, some of 
the critica l terms used in the classification are defined very d ifferently between the books.
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Alaska's pub lic  finances are genera lly described under one o f two different 
systems: "accounting funds" or "budget funds." M any  accounting funds have a 
corresponding budget fund. For other funds, a s ing le budget fund can incorporate 
several entire accounting funds or parts o f  various accounting funds, and the 
reverse is true as w e ll. Some budget funds have 110 corresponding accounting 
h ind . As w il l be fleshed out below , a major difference between the two systems 
o f funds is how  each defines the "general fund."

O n ly  about 110 o f the approximately 181 budget funds are active'" —  and some 
o f  these arc used to designate duplicated receipts. W hen a budget writer says 
money is com ing from a particular fund, the w riter identifies a source that may 
inc lude money already set aside under that fund code or a stream o f revenues 
earmarked for that fund code. O f  those funds, 83 show up in the 2003 Summary 
o f  Appropriations as "other revenues " and can be found in Tables 65-67.

A ccounting  funds arc funds established under general accepted accounting 
pr inc ip les as cod ified by the Governmenta l A ccounting  Standards Board 
(G A SB ) .(2> These rules apply to a ll the states, counties, cities and other pub lic 
ju r isd ictions across our country. They arc meant to increase the transparency o f 
p ub lic  finances and the accountab ility o f  pub lic  o ffic ia ls . Accountants track 
revenues into specific GASB-defined funds. However, when an accountant says 
m oney is com ing from such and such a fund, again, he or she is identify ing a 
source that may include money on hand already set aside under that fund code or 
from a stream o f revenues earmarked for that fund code.

Defining "Fund"

( 1) The list o f fund codes can be found several places including “The Swiss Anny Knife o f Budget 1 handbooks,’ ’ 
which can be found at http://www.legfin.state.ak.us/, with more recent additions found only in the budget itself,
(2) The GASB is a sister organization to the more well know FASB or Financial Accounting Standards Board. 
GASB sets out generally accepted accounting principles (GAAP) for governmental entities; FASB sets out GAAP 
for private businesses. Both are under the auspices o f the Financial Accounting Foundation,

http://www.legfin.state.ak.us/

