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CITY OF KETCHIKAN, ALASKA
RESOLUTION NO. 05-2160

A RESOLUTION OF THE COUNCIL OF THE CITY OF KETCHIKAN,
ALASKA REAFFIRMING SUPPORT FOR THE GRAVINA ISLAND
ACCESS PROJECT, URGING THE GOVERNOR TO BEGIN
CONSTRUCTION; AND ESTABLISHING AN EFFECTIVE DATE.

WHEREAS, Gravina lIsland represents the best opportunity for future growth of our
community and Southern Southeast Alaska; and

WHEREAS, the Gravina Island Acccs.. project, including the Ralph M. Bartholomew
Veterans Memorial Bridge, has been a community priority for over 30 years; and

WHEREAS, the Gravina Island Access project was overwhelmingly supported by a 2-1
vote of the people of Ketchikan, and, in addition, federal funding for both the Gravina Island and
Knik Arm projects was supported by 65% ofall Alaskans in a recent poll; and

WHEREAS, construction of the Gravina Island Access project will allow the
implementation of the Gravina Island Development Plan which was recently completed by local
government and which provides access to non-fedcral land for commercial, industrial,
residential, and recreational purposes, specifically providing for land and infrastructure to
support fisheries development, the wood products industry, and tourism; and

WHEREAS, the Council has through resolutions adopted in 1997, 2003, and 2004
previously supported the project in light of its long-range economic benefits to our community;

and

WHEREAS, Ketchikan suffered a great economic loss as a result of federal policy
changes on the Tongass National Forest which resulted in the decimation of a vibrant timber
industry, from which the community is still struggling to recover; and

WIIEREAS. after the significant decline of the local timber industry the Gravina Island
Access project took on a more critical role in Ketchikan's economic recovery; and

WHEREAS, in 1998 over $20 million in federal TEA-21 funds were made available for
this project and authorized and matched by the Alaska Legislature, to date S9.2 million m federal
funds and $2.3 million in state funds have been spent on the project scoping and EIS, and a

record ofdecision has been issued; and

WIIEREAS, the Alaska Congressional Delegation has fought long and hard for funding
for these projects and has provided funding for the projects in both the TEA-21 and in the
SAFETKA-LU legislation as passed by the Congressjust recently, and

WHEREAS, in his inaugural State of the State address Governor Murkowski identified
the Gravina Island Access and Kmk Arm projects as his top statewide priorities, and

WHEREAS, Govemoi Murkowski consistently thereafter identified both the Gravina
Island Access and Knik Ann projects as priorities for federal funding earmarks in his requests to

the Alaska Congressional delegation, and
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WHEREAS, Governor Murkowski consistently thereafter identified bo*h the Gravina
Island Access and Knick Arm projects as priorities for federal funding eu narks in his requests to

the Alaska Congressional delegation; and

WHEREAS, despite the loss of earmarks the Alaska Congressional delegation has been
successful in its efforts to keep funding intact for both the Gravina Island Access and Knik Arm
projects; and

WHEREAS, delays in completing the projects will result in additional economic harm to
the community as well as increased construction costs for the project.

NOW, THEREFORE, BE IT RESOLVED by the Council of the City of Ketchikan,
Alaska, as follows:
Section 1 The Council of the City of Ketchikan, Alaska urges Governor Murkowski

to reaffirm his support for the Gravina Island Access and Knik Arm projects as transportation
priorities and to assure that construction plans are in the final 2006-2008 STIP.

Section 2. The Council of the City of Ketchikan, Alaska urges Governor Murkowski
and the Alaska State Legislature to use federal funds as intended by the Alaska Congressional
delegation, specifically by including sufficient federal and state funds in the FY 2007 capital

budget to keep the Gravina Island Access and Knik Arm projects on schedule.

Section 3. The Council of the City of Ketchikan, Alaska requests that Governor
Murkowski instruct the Alaska Department of Transportation to move both the Gravina Island
Access and Knik Arm projects to construction as soon as possible.

Section 4. The Council of the City of Ketchikan, Alaska expresses its sincere thanks
to the Alaska Congressional Delegation for its long efforts to provide funding for these projects
and urges the Delegation to communicate to the Governor and the Alaska State Legislature its
clear intention that funding provided in the SAFETEA-LU bill be authorized and spent for both

projects as originally intended.

Section 5. This resolution is effective immediately upon passage and approval.

PASSED AND APPROVED this 17hday of November, 2005.

Bob Weinstein, Mayor
ATTEST:
C W BurtZA]

M Suiter
City Clerk
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Prim er on the Federal

Highway Program for Alaska

House Finance
January 2005

a

A bbreviations

SAFETEA-LU - Name ol most rocont highway authorization bill.
passed in August 2005 and addressing federal program through 2000.

STIP - Statowido Transportation Improvement Program

NIIS  National Highway System

AHS - Alaska Highway System

CTP - Community Transportation Program

IRAAK - Trails and Rocroalional Accoss for Alaska

STP  Surfaco Transportation Program, a kind of fodoral funding

MPO  Metropolitan Planning Organization (2 in Alaska)

AMAFS - Anchorage Metropolitan Area Transpcrtnlion Solutions

- FMATS - Fairbanks Metropolitan Area Transportation System

HIF Highway Trust Fund

PM Preventative Maintenance

M&O Maintonanco and Operations



DOT&PF

Alaska

DOT&PF

Alaska

STIP Issu es

 Explanation of how the bridge funding
was determined.

Eligibility of STIP funds in Alaska has
grown substantially.

STIP funds to address road needs is
limited by several factors.

} *r4 Goo<JJ aft0 Odtvory ¢4 St*% Sofvca*

Bridge M ath Explained

e Explain the $91 Mand $93.6 M allocations:

- 'Renamed' bridge earmarks are flexible
* No project named, vory flexible eligibility (= to STP)
- Funds subject to Alaska STIP regulations.
« State formula allocates funds to NHS. local needs, etc
- 48% of funds allocated to NHS, subject to use on
two bridges.
- Further reduction to 85% to address expected
shortfall in appropriations.



Distribution of Federal-Aid Transportation < j)
Formula Funds Per 17 AAC 05.155-200

DOT&PF

STIP $ to communities

Alaska

FMATS
FLEXIBLE
Bridge funds
from here
Dneivbn WH . .
Ritver fo folDificaf  fopa@- 1™ Istrl'i P 1S M
w Bridge M ath Shown
o
]
'_ - -
o Knik Arm Gravina Island
- $229.4 M* in - $223 M' in earmarks
< earmarks - @48% =$107.0 M
e - @48% =$110.1 M . @85% =$91 M in
- @85% =$93.6 Min capital budget

capital budget

*18% is the regulatory portion of unrestricted STIP Funds allocated lo the NHS program
85% accounts for less than full appropriations to fund the earmarks, hased on status of
the Highway Trust Fund and past appropriation history.

« Funds authorized to each bridge over 5 year life of SAFETEA LU.



M ission Statem ent

Providing for the movement of people
and goods and the delivery of state

services.
All roads are not equal in this regard.
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J
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A*. 1IVinntKt 200>
Functional Class Tiers:
AT ke Pre-1991 eligible
Miles in AK
TWAN MVOIUUIIK IOH
misok<ni 11cum
1991 eligible

*>in AK

Ownership: state i4*ni Arcrmx 1j ic«ic*Mi

Impact: Eligibility of funds moro than triplod!
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Impact: Fixing major roads can best addross safely.



Eligibility Issues (1)

Nationwide, only 20-30% of highways
eligible for federal STIP funds.

In Alaska. 100% of roads and highways
are eligible (due to Federal law unique to Alaska).

,ct: We are trying to address more
eueds than funds can serve.

jirvj for 'ho Movement JP* two .iH dood.t j D*mry pi Si.itu Sptv* e*

Eligibility Issues (2)

Alaska distributes more STIP funds to
local needs than any other state!

- AMATS/FM ATS and other com munities get

>40% under state-formula

- US average is < 20%

- Impact: High level roads are less well

funded than they would be if national

formula and eligibility was followed.



Eligibility Issues (3)

Some earmarks have further shrunk funding for
Alaska’s highway program.

Parking garage, loan repayments, rail, port and
shipyard and other types of projects were earmarked
from Alaska's highway dollars.

Further, most of the earmarks are not fully funded.

Impact: While worthy projects, these non-highway
earmarks have subtracted from original purpose of
federal-aid highway program.

Partial funded earmarks create an "expectation" of
future STIP dollars.

RoingfohiMeetd RiluadGo 0T 43eSaies

Eligibility Issues (4)

O perations and preventative maintenance
have shifted to federal funds over past two
decades.

Since late 80’'s budget pressure to preserve

G F has shifted considerable costs to STIP.

Impact: Many fewer rehabilitation, safety and

capacity projects are possible.



M&O Operating Budget And C P f@

Millons Comparison
80
§10 FY83 budget adjusted for Anchorage CPI
H20
o
%0 M&O actual GF operating budget
$40 $60+ Million in
Work includes: Striping, null & pave. Federal funds now
0 _ make-It-black, guardrail, crack seal, used for Prev.
. luminaries, bridge mainlonance. etc. Maint.
O ~F 1 r o —r—i—1lr i i -l-i-r
23
or <P if 00 P g o PP
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Dollars are Lim ited (1)

SAFETEA-LU earmarks were much more
extensive than just two bridges.

Another $269 M in earm arks were deductive
too. In addition, > $440 M in earm arks were

non-deductive.

Impact: The loss of STIP funds to bridge

earm arks is only part of the picture.



5 Year Earm arks & Form ula

All Formula
~$2,100 M
All Earmarks:
$1,037 M
Authorized levels
Pruvl-rg tortho JIV-ip# e Il [)ct.ely ¢ Std*0 So'

Bridge Earm arks by Type
(in Millions, 5-year Authorization*)

Gravina lIsland Knik Arm

- Subtractive $148 -Subtractive $179.4
- Additive $75 - Additive $50
- Total $223 M - Total $229.4

"Authorized" dollars will gonumlly arrive in 5 equal installments,
belwoon 2005 and 2009. Duo to fodoral budgot process, appropriations
aro oxpoctod to actually provide only 85% of tho authorized amounts.

............ *oeo R oe* ¥\
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Dollars are Lim ited (2)

Other changes in law have reduced funding.

Several new federal category* of funds, and
enlarged existing set-aside categories have

shrunk funding to regular program.

Impact: Approximately $25 M of annual funds
previously flexible in nature were made

restrictive.

'Eligibility (or federal hwy. lunds are so by the ‘apportionment’ or category.
Each apportionment type has unique c.igibility rules.
fouvedryj /< or M ' 1115wl ery « BUIH Sciyeel

Dollars are Lim ited (3)

Highway Trust Fund (HTF) not delivering as
expected.

2005 appropriations delivered only 80% of
authorization: lowest in decades.

Several national reports suggest HTF s

facing continued difficulty.

Impact: The HTF is the principal source of
Alaska highway funds thus this apparent

downturn is of utmost concern!



Dollars are Lim ited (4)

Construction inflation has ramped up sharply.

All major inputs to construction such as labor,
right-of-way, com modities (energy, steel,
cement, asphalt) are up sharply. National

estim ate is 30% or greater!

Impact: As project costs rise, the number of

transportation projects the STIP can fund

drops.

pOYchj ki to dRode  Oois bé(V *vd S S4 re

Dollars are Lim ited (5)

Process and new legal requirements for
federal funds continues to expand.

This takes more time and money; some
new requirements add significant costs.

Impact. More is spent on intangibles, or
non-transportation work, thus less on

pavement.

w m A



Federal Environmental
Requirements Affecting
o Transportation

3f0

70

ttM i@ to tgo io» two iom 1M wo 1D i»» o Ao
Per FHWA presentation, 2003 H*<
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Dollars are Lim ited (6)

Alaska’'s STIP funds are reduced due to

safety laws that do not meet federal goals.

Open container and repeat offender laws

cause deduction* of 3% of flexible funds.

Impact: One significant project (-$12 M) is

lost each year.

'Doductol funds «?o returned lo tho Alaska highway saloly program, but only
curtain safety work, or education and enforcement typo projects may bo funded.



Project Funds Lower Today

06-08 Draft STIP Program Allocation Comparison

AMS
Note: Pro 2003 STIPs
over-estimated funding
§ TRAAK lo give appearance of
projects advancing. n TEA 21 STIPs
mSAFETEA LU STIP
Ctp
NHS

m too 150 D
Miillions of Fadoral S

Vovdirg ' VS Ki 11 se 0 »ryj GOO-I* Wd CK 0% OI Sf0 Sor-'61*
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Is STIP Funding Adeqguate? (1)

Backlog of work is significant

- Needs List identifies more than $10 Billion

in projects.

-Alaska flexible STIP addresses 1.5 -2% of
identified projects; 50+ years to address

needs as identified today.

Impact: STIP funding is not adequate!



Is STIP Funding Adequate? (2)

e Years needed to perform work on entire
mileage of each system:

- National Highway System: 66 years
- Community Trans. Program: 125 years
- Alaska Highway System: 132 years

- Above ratios assume no expansion of system miles.

m Calculation based on average cost per mile of $1 M
per mile, eycept NHS at $2 M per mile.

* o \JoinN 0 $oMGHRAN  ay

Alaska vs. Other States

Alaska Other States
- STIP funds all roads - STIP funds top 20%
- R',%gf?;ated state - State taxes fund

construction other state/local

- Local gov'mts expect needs
STIP to pay for local - Local govmts use
roads local funds on local
- Tolls used sparingly roads
(Whillicr Tunnel, Knik) - Tolls rapidly
expanding

e (Many slates now
using tolls)
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STIP Shortfall to Regular Projects

U
g'] Stems From Many Causes
t-
o] e Over the 5-year life of the bill, the two bridges
Y represent ~$184.6 M or $36.9 M per year.
(© e Other factors, as explained, have resulted in far more
% lost project funding:
< 5 Year Totals
- Other deductive earmarks* $269 M
- Reduced flexible funds* $125M
- Hwy Trust Fund shortfall (est)* $300 M
- Preventative maintenance $260 M
- Noncompliant safety laws $60 M
- Construction escalation (est.)* $300 M
- Total 5-yoar lost sponding potential:  $1,315 M or $263 M each
yearl
* These factors Itnvo emerged since tho previous 0-1-06 STIP was prepared.
fv: deU*..... ™w Ot \&-vay F9\W

One Year: Hypothetical # of
$12 M Projects Delayed

All STIP (Non Bridge)
High Construction Escalation «--:v. 1
Nonrom|>liant Safety lam
Prev. Maintenance SfIHB
Hwy. Trust Fund Shortfall
Increased Inflexible Funding C 3

Other Deductive Earmarks g.l

Bridges = )

0.0 10.0 20.0 30.0
Hypothetical Uof $12 M Projects Dolayod

Issues iii ret) emerged vncc poor SFIP



Alaska DOT&PF

Key Takeaw ays

Alaska relies on STIP funds for larger
universe of projects than any other state!

Alaska shares more STIP funds as % with

local governments than any other state.

STIP funds have effectively shrunk as a result

of several factors beyond two bridges.

State has no supplemental fund source for
highway program which magnifies the current

downturn in STIP funds.

Highway Trust Fund is not robust!



See.
1702

1702

1702

1702

3044

3044

1702

1702

1702

1702

1702

No.
1760

3673

3686

3714

416

353

1938

2260

36S!

3712

3713

Roq
Sis

SE

SE

SE

SE

SE

SE

SE

SE

SB

SE

Houso
District
1

List of SAFETEA-LU Earmarks by House Election District

Place
Coffman Cove

Ketchikan

Coffman Cove

Ketchikan

Ketchikan

Ketchikan

Ketchikan

Dradfield

Sitka

I’ctcrsburg

Wrangell

I’ctersburg

Earmarks
Authorized
Proioct Description throucjh FY 2009
CofTman Cove IFA ferry terminal or IEA vessel d™bt repayment for $3,200,000
MYV Prince of Wales Perry
Improve marine Intcrmodal facilities in Ketchikan $14,000,000
Coffman Cove road paving in Coffman Cove 5375,000
Ketchikan: Improve marine dry-dock and facilities $2,000,000
Ketchikan: Improve marine dry-dock and facilities $20,000,000
Improve marine inter-modal facilities in Ketchikan $14,000,000
Ketchikan, Alaska-Transit Needs $250,000
Planning, design, and EIS ofHradlield Canal Road $2,000,000
Make necessary improvements to Indian river Road in City and $2,000,000
Borough of Sitka
Various Road Improvements in Petersburg $2.000.000
Wrangell: Road improvements $4,000.000
S1.500,000

Petersburg: Road improvements, including but not limited to
design, engineering, permitting, and construction

Summary includes all SAPHTEA-LU earmarks except those originally assigned to the two major bridges.

High priority (deductive) earmarks arc shaded.

i.riu

2L
Federal

Sharo
90.97%

90.97%

90.97%

90.97%

90.97%

80.00%

80.00%

90.97%

90.97%

90.97%

90.97%

90.97%

1/7/2006



Soc.
1702

1702

1914

1934

3044

3044

1702

1702

1702

1702

3044

1702

No.
3715

3720

616

664

3687

3691

3696

3716

541

3707

Rofl
SE

SE

SE

SE

SE

SE

SE

SE

SE

SE

SE

House
District
2

List of SAFETEA-LU Earmarks by House Election District

Place
Bradlicld

Sitka

Petersburg

Sitka

Sitka

Wrangell

Craig

lioonah

Mcllakatla

Gustavus

lioonah

McCarthy

Project Description
Southeast: Planning, design, and EIS of Bradficld Canal Road

Sitka: Improvements to Indian River Road, including but not

limited to design, engineering, permitting and construction

Petersburg: Road improvements, including but not limited to
design, engineering, permitting, and construction

Sitka: World War Il Causeway Trail and Multi-use Pathway
projects

Sitka, Alaska-Transit Needs

Wrangell, AK-Ecrry Infrastructure

Port Saint Nicholas road improvements in Craig

Intcrmodal ferry dock in lioonah

Mcllakatla: Walden Pcint Road

Gustavus: Dock replacement for the Alaska Marine Highway

lioonah, AK-Intcrmodal Ferry Dock

Upgrades for Road Access to McCariny, AK, for design,
engineering, permitting and construction

Summary includes all SAPETEA-I U camurks except those originally assigned to the two major bridges.
High priority (deductive) earmarks ate shaded.

20r10

Earmarks
Authorized
throuah FY 2009

$2,000,000

$500,000

$500,000

$1,000,000

$250,000

S1,000,000

$3,000,000

$2,000,000

§5,000.000

$.1,000,000

$2,000,000

$5,000,000

Fodcral
Share
90.97%

90.97%

90.97%

90.97%

80.00%

80.00%

90.97%

90.97%

90.97%

90.97%

80.00%

90.97%

1/7/2006



Soc.
1702

1702

1934

1934

1934

1702

1934

1702

1934

1702

1702

1702

No.
3708

3710

3717

1847

446

2474

3705

Roq
N

amii

Houso
District
6

35

35

36

36

36

Placo
Dalton Highway

Crooked Creek

Dalton Highway

Tnnana

McGrath

Richardson Highway

Richardson Highway

Seward

Homer

Lake lliamna

Kodiak

Lake lliamna

List of SAFETEA-LU Earmarks by House Election District

Project Description
Upgrades on the Dalton Highway, for design, engineering,
permitting and construction

Crooked Creek: Road to Donlin Mine, for design, engineering,
permitting and construction

Upgrades on the Dalton Highway, including but not limited to
design, engineering, permitting and construction

Tanana: Dust Control Mitigation
McGrath: Road erosion control along the Yukon River
Upgrades on the Richardson Highway, including but not limited to

design, engineering, permitting and construction

Upgrades on the Richardson Highway, including but not limited to
design, engineering, permitting and construction

I'crry Infrastructure at Scwaid Marine Center

Homer:; Intcrmodal deep-water dock facility improvements
Wocstside development \Villiamsport*Pilc Hay Road

Kodiak, AK Construction of AMI1W ferry terminal and approach

Transportation Improvements in Cook Inlet for the Wcstside
development/ Williamsport-I'ile Hay Road

Summary includes all SAIL ITA-1.U earmarks except those originally assigned to the two major bridges
High priority (deductive) earmarks arc shaded.

30f 10

Earmarks
Authorized
throuoh FY 2009

$4,500,000

$2,000,000

$500,000

5500.000

$500,000

$4,500,000

$500,000

$3,000,000

$2,000,000

$5,000,000

§7.500.000

$2.000.000

A
Foderal
Sharo
90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%



See.
1702

1702

1702

1702

1702

1702

1702

1702

1702

1702

1702

No.
161

400

777

3191

3679

3084

3693

3698

3701

3702

371S

Roci

AMH

House
District
37

37

37

37

37

37

37

37

37

37

38

Place
False Pass

Unalaska

Akutan

Naknek

King Cove

Alcknagik

Bristol Bay Borough

Bristol Bay Borough

Alcknagik

Chignik

Bethel

List of SAFETEA-LU Earmarks by House Election District

Project Description
False Pass Road construction from small boat harbor dock to

airport and town.

Unalaska, AK Construction of AMHW ferry terminal including
approach, staging, and upland improvements

Constnrcl linking road from airport lo port in Akutan

Constnict access road and a bridge crossing the Naknek River
terminus points in South Naknek-King Salmon Highway

Upgrade city roads and construct a road and acquire a hovercraft to
transit the bay between King Cove and Cold Bay in King Cove

Float Plane Road in Alcknagik
Improvement to Lake Camp Road in Bristol Bay Borough

Bristol Bay: Transportation improvements to the access road and a
budge crossing at the Naknek River

Alcknagik: Wood River Bridge, or design, engineering, permitting
and construction

Chignik: Inter-Village Road, for design, engineering, permitting
and construction

Bethel: Dust Control Mitigation for Rural Roads

Summary includes nil SAM 11A-1.U earmarks except those tui“mally assigned to the two major bridges.
High priority (deductive) camurks arc shaded.

4 I

Earmarks
Authorized
throuah FY 2009

$3,000,000

$7,500,000

$1,500,000

53,000,000

$3,700,000

$1,000,000

$3,000,000

S$3,000,000

$3,000,000

$5,000,000

$1,500,000

2L
Federal

Share
90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

1/7/2000



See.
1702

1702

1702

1702

1702

1702

1702

3044

1702

1702

1702

1702

No.
3719

1073

3G80

3690

3692

3703

3709

596

2002

2283

3020

3317

Roq
N

House
District
39

40

40

40

40

40

40

40

50

50

50

50

List of SAFETEA-LU Earmarks by House Election District

Place
Nome

Point Hope

Kotzebue

Barrow

Shishmarcf

Kotzebue

Kotzebue

North Slope Borough

Anchorage

Whittier

Anchorage

Anchorage

Earmarks
Authorized
Project Description through FY 2009
Nome. Dust Control Mitigation for Rural Roads S1,500,000
Emergency evacuation road at Point Hope in North Slope Borough $3,000,000
Municipal Road Paving - Kotzebue $2,000,000
Access Roads for the Barrow Arctic Research Center in Barrow $3,000,000
Construction of relocation road in Shishmarcf $5,000,000
Kotzebue: Cape Blossom Road, for design, engineering, permitting $5,000,000
and construction
Kotzebue: Municipal Road Paving Project $2,000,000
North Slope Borough, AK-Transit Purposes $2,000,000
Providence Hospital Public Access Road $3,000,000
Eor Completion of the Shotgun Cove Road, from Whittier, Alaska $4,000,000
to the area of Decision Point, Alaska
Construction ofand improvements to roads at Alaska Pacific $3,000,000
University
$5,000,000

Anchorage Traffic Congestion Relief

Sunuiury includes all SAMITKA-1.U earmarks except those originally assigned to the two major bridges.
High priority (deductive) earmarks arc shaded.

50f 10

°A.
Foderal
Share
90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

80.00%

90.97%

90.97%

90.97%

90.97%

1/7/2006



List of SAFETEA-LU Earmarks by House Election District

Earmarks % _
Houso Authorized Federal
See. No. Rgg District Place Proloct Description throuah FY 2009 Share
1702 3678 C 50 Anchorage Intcrmodal facility improvements at the Port of Anchorage 525,000,000 90.97%
1702 3682 (o 50 Anchorage Construction and Improvements at Alaska Pacific University 53,000,000 90.97%
1702 3685 o 50 Girdwood Olympic Circle road paving in Girdwood 5500,000 90.97%
1702 3697 C 50 Anchorage Anchorage: Traffic Congestion Relief 55,000.000 90.97%
1702 3721 Cc 50 Anchorage Anchorage: handicapped and pedestrian access construction, 52,000,000 90.97%
surfacing and other improvements for 2006 National Veterans'
Wheelchair Games
1702 3725 C 50 Anchorage Anchorage: Transportation Itnprov ncnts to tiic Crecksidc 53,000.000 90.97%
development
1702 3726 C 50 Anchorage Anchorage: Dimond Center Intcrmodal Facility, including but not 52,500,000 90.97%
limited to design, engineering, permitting, and construction
1702 3727 Cc 50 Anchorage Anchorage: Transportation needs for GlacicrAVinncr Creek S1.000,000 90.97%
Development
1934 5 C 50 Anchorage Anchorage: Intcrmodal facility improvements at the Port of 57,000.000 90.97%
Anchorage
1934 8 C 50 Anchorage Anchorage: Dimond Center Intcrmodal Facility, including but not S500.000 90.97%

limited to design, engineering, permitting, and construction

Summary includes all SAFHTIIA-LU earmarks except those originally assigned to the two major bridges.

High priority (dcdu tivc) earmarks arc shaded.
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Sec.

1934

3044

3044

3044

3044

3044

1306

1702

1702

1702

1702

1702

No.
10

422

425

427

436

466

494

2746

2937

3704

3706

Req
C

C

House
District
50

50

50

50

50

50

60

60

60

60

60

60

Listof SAFETEA-LU Earmarks by House Election District

Place
Anchorage

Anchorage

Anchorage

Anchorage

Anchorage

Anchorage

Fairbanks

North Pole

Fairbanks

North Star

Fairbanks

Fairbanks

Proiect Description
Anchorage: Study, design, and engineering of Knik crossing
approach routes to minimize traffic congestion

C Street Expanded bus facility and inter-modal parking garage,

Anchorage, AK

CITE Non-profit Services Center inter-modal parking facility.
Anchorage, AK

Allaska Native Medical Center Intcrmodal parking facility
Intcrmodal facility improvements at the Port of Anchorage
Anchorage-Transit Needs

Freight Demonstration Project

Citywidc pavement rehabilitation in City of North Pole
Road Improvements in City of Fairbanks

Road Improvements and upgrades to service road areas and

miscellaneous projects within Nortlistar Borough

Fairbanks: Tanana River Bridge Replacement, for design,
engineering, permitting and construction

Fairbanks/Noith Star Borough: Road improvements to service
roads and other misc.

Summary includes all SAFETEA-LU earmarks except those originally assigned to the two major bridges.

High priority (deductive) earmarks are shaded.

70f 10

Earmarks
Authorized
throuah FY 2009

$2,000,000

$5,000,000

$3,000,000

$5,000,000

$25,000,000

$1,000,000

$5,000,000

$1,000,000

S5,000,000

$5,000,000

$5,000,000

$5,000.000

Federal

Share
90.97%

80.00%
80.00%
80.00%
80.00%
80.00%
90.97%
90.97%
90.97%
90.97%
90.97%

90.97%

/112006



See.
1702

1702

044

0*14

5401

1702

1702

1702

1702

1702

1702

1702

House

No. Reg District
3723 N 60
3724 N 60
423 N 60
597 N 60
N 60
1047 C 70
1661 C 70
1975 c 70
3401 C 70
368S C 70
3689 C 70
3700 c 70

Listof SAFETEA-LU Earmarks by House Election District

Place
North Pole

Fairbanks

Fairbanks

North Star

Fairbanks

Mat-Su

Mat-Su

Mat-Su

Mat-Su

Earmarks
Authorized

Project Description throuah FY 2009

AK-North Pole: Homestead Road/North Pole High School $500,000
Boulevard Extensiou Proj :ct

Fairbanks: O'Connor Road Bridge Replacement $250,000
Morris Thompson Cultural and Visitors Center Intcrmodal parking 52,500,000
facility, Fairbanks, AK

North Star Borough, AK-Transit Purposes S1,000,000
National University Transportation Centers, Univ. of AK $16,000,000
Bridge over Fish Creek in Matanuska-Susitna Borough $1,000,000
Bogard/Sheldon Extension in Matanuska-Susitna Borough $4,000,000
Point MacKcnzic in Matanuska-Susitna Borougli plan and design $1,000,000
road access

Wideband multimedia mobile emergency communication pilot $5,000,000
project Wasilla, Alaska

Construction of a road between Lake Lucille and Big Lake in $2,000,000
Matanuska-Susitna Borougii

Hatcher Pass Ski Development in Matanuska-Susitna Borough $1,000,000
Construction of a ferry between Anc> jragc and Port MacKcnzic $5,000,000

Summary includes all SAFETGA-LU earmarks except those originally assigned to the two major bridges.

High priority (deductive) earmarks arc shaded.
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%.
Federal

Share
90.97%

90.97%

80.00%

80.00%

50.00%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%
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Soc.
3044

1702

3044

3044

1702

1702

1702

1702

1702

1702

1702

No.
574

547

236

550

137

3653

3695

3711

2263

3694

3699

Req
C

SE

SE

SE

SW

sSw

sw

House
District

70

80

80

80

90

90

90

90

99

99

99

Phc ¢
Mat-Su

Juneau

Juneau

Juneau

Kcnai Pen Borough

Kcnai

Kcnai Pen Borough

Kenai

Alaska RR

Gas Pipeline

Statewide

Listof SAFETEA-LU Earmarks by House Election District

Proiect Description
Matsu, Alaska-Transit Needs

Planning, design, and constmction of Juneau access roads in
'uneau, Alaska

Juneau, Alaska-transit bus acquisition and transit center
Juneau-Transit Bus Acquisition and Transit Center

Keystone Drive Road Improvements

Various Road Improvemt. the City of Kcnai

Soldotna: Keystone Drive Road Improvement in Soldotna

Kcnai: Borough road improvements

Realign rail track to eliminate highway-rail crossings and improve

highway safety and transit times

Study on the feasibility of constructing a natural gas pipeline from
the North Star Borough to South Central Alaska along the existing
transportation corridors

Statewide. Road culvert replacement and repair to improve fish
habitat

Summary includes all SAFHTHA-I1.U earmtrks except those originally assigned to the two major bridges.

High priority (deductive) earmarks arc shaded.
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Earmarks
Authorized
throuah FY 2009

m5:500.000

S1'5.000.000

S1.500,000

51,500,000

$1.000,000

51.000,000

S3,000,000

52,500,000

S$5.000.000

S2.000.000

$5,000,000

%_
Federal
Share
80.00%

90.97%

80.00%

80.00%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

90.97%

1/7/2006



Soc.

1702

1801

1907

1934

1945

1960

3011

3011

3036

No. Reg
3722 SW

AMH

SwW

1 SwW

SwW

sSw

SW

AMU

SW

House
District

99

99

99

9

99

99

99

99

99

Place
Statewide

Statewide

Statewide

Denali Commission

Statewide

Denali Commission

Denali Commission

Statewide

Alaska Kit

Listof SAFETEA-LU Earmarks by House Election District

Earmarks
Authorized

Project Description through FY 2009

Statewide: Mobility coalition—eb access transportation 5250,000

berry floats & berry Terminals S70,000.000

Pavement Markings Demonstration Program AK/TN $2,000,000

Denali Commission for docks, waterfront development projects $20,000,000

and related transportation infrastructure

Production of a documentary about infrastructure that demonstrates .$2,950,000

advances in AK

Village Road Program $60.000.000

Docks, waterfront development projects & related transportation £0,000,000

infrastructure.

New fixed guidcway systc.’is and extension of projects utilizing $35,200,000

ferry boats & ferry boat terminal, or approaches to ferry boat

terminals; split between Alaska and Hawaii

Improvements to AK Railroad Passenger Operations $4.811.150
Total: S5S5.736.150

Summary includes all SAITdTA-I.'t earmarks except those originally assigned to the two major bridgo.

High priority (deductive) earmarks arc shaded.
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°A
Federal
Share
90.97%

80.00%

100.00%

90.97%

100.00%

90.97%

80.00%

80.00%

50-80%
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Summary of SAFETEA-LU Earmarks DYy House Election District

Sunmury includes all SAFIITMA-LU cannarks except
those originally assigned to the two major bridges.

Deductive House
Earmark totals = Earmarks Totals Election
through FY 2009 through FY2009 % Deductive Districts Location
$53.825.000 519,575,000  36.37% | Ketchikan
S16,750,000 S14.000.000  83.58% 2 Sitka / Wrangell /Petersburg
S1'5,000,000 513.000,000  86.67% 5 Cordova / Southeast Islands
513,000,000 SI11,500.000  88.46% 6 Interior Villages
55,000,000 $4,500,000  90.00% 12 Kichardson / Glenn Highways
$5.000.000 53,000,000  60.00% 35 Homer/Seward
S14,500.000 S14,500.000  100.00% 36 Kodiak
$33.700.000 533,700,000 100.00% 37 iirlstol Hay / Aleutians
S1,500,000 $1,500.000  100.00% 38 Bethel
S1,500,000 S1,500,000 100.00% 39 Bering Straits
522,000,000 520,000,000  90.91% 40 Arctic

lof2
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Summary of SAFETEA-LU Earmarks by Mouse Election District

Deductive House
Earmark totals Earmarks Totals Election
through FY 2009 through FY 2009 % Deductivo Districts Location
5105,500.000 557,000.000  54.03% 50 Anchorage-general - 17 Eagle River 18 Anchorage-Military, 19 Anchorogc-Muldoon, 20
Anchoragc-Mt. VicwAVonder Park, 21 wichorage-Maxter Dog, 22 Anchorage-
Iniversily/Airporl Heights, 23 Anchoragc-Downtown/Rogcrs Park, 24 Anchoragc-
Midtown/Taku, 25 Anchorage-East Spcnard, 26 Anchorage-Turnigan /Inlet View, 27
Anchoragc-Sand Lake, 28 Anchorage-Dayshorc/Klatt, 29 Anchoragc-Canipbcli/Indcpendence
Park, 30 Anchoragc-Lorc/Abbott, 31 Anchoragc-HufTman/Occan View, 32 Chugach State
Park
546,250,000 521,750.000  47.03% 60 Kairhatiks-gcncral - 07 Fairbanks-Fanncr’s Loop/Stccsc Highway, 08 Fairbanks-Dcnali /
University, 09 Fairbanks-City of Fairbanks, 10 Fairbanks / Fort Wamwright, 11 North Pole
519,500,000 519,000,000 97.44% 70 MatSu Areawidc - 13 Greater Palmer, 14 Greater Wasilla, 15 Rural Mat-Su, 16Chugiak/
Soudicm Mat-Su
S1 8,000,000 515,000,000 83.33% 0 Juneau Areawidc - 03 Juneau Downtown/Lemon Creek/Airport, 04 Juneau Mendenhall
Valley/Out lire Road
57.500,000 57,500,000 100.00% Q0 Kcnai Areawidc - 33 Kcnai / Soldotna, 34 Rural Kcnai
5207,211.150 512,250,000 5.91% 99 Statewide
5585,736,150 $269.275.000  45.97% Total

Summary includes all SAM [FA-1.U earmarks except
those originally assigned to the two major bridges. 20l 2
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Primer on the Federal

ighw ay Program for Alaska

House Finance
January 2005
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A bbreviations

SAFETEA-LU Namo ol most recent highway authorization bill,
passed in August 2005 and addrossing federal program through 2009.

STIP -- Statowido Transportation Improvomont Program

NHS - National Highway System

AHS Alaska Highway System

CTP - Community Transportation Program

TRAAK lrails and Recreational Accoss for Alaska

STP - Surface Transportation Program, a kind o( lodoral funding

MPO Metropolitan Planning Organization (2 in Alaska)
AMATS - Anchorage Metropolitan Area Transportation Solutions
FMATS - Fairbanks Metropolitan Aron Transportation System

HTF Iflghwny Trust Fund

PM - Provenlativo Maintonanco

M&O - Maintonanco and Operations
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STIP Issues

Explanation of how the bridge funding
was determined.

Eligibility of STIP funds in Alaska has
grown substantially.

STIP funds to address road needs is
limited by several factors.

Bridge M ath E xplained

* Explain the S91 M and $93.6 M allocations:

e Renamed' bridgo earmarks aro flexible
* No project named, very floxiblo eligibility (= to STP)
- Funds subject to Alaska STIP regulations.
e Slalo formula allocates funds lo NHS. local needs, etc
- 48% of funds allocated to NHS, subject to use on
two bridges.
Further reduction to 85% to address expected
shortfall in appropriations.



Distribution of Federal-Aid Transportation <(jj/
Formula Funds Per 17 AAC 05.155-200

TRAAK

STIP $ to communities
notreduced.

cte AMAT

fMATS

'

Bridge M ath S hown

Knik Arm Gravina Island

- $229.4 M- in $223 M* in earmarks
earmarks - @48% =3%$107.0 M

- @48% =$110.1 M . @85% =$91 M in

- @85% =$93.6 Min capital budget

capital budget

ol>*> s tIx* icyiAatory of uivt~.trkted SUP funds .siVx.itrtd to the NHS program
85% .xcrxmts tor t«*v. than Udl .ippropnatrom to fund the camvwKs, Utsrd on status of
ttw H-f)tW»rfy Trust fur J ,vsd (xv.t ,»j*>roprnation history.

* Funds jt/thorucd tne.xh UnX*lover S year life of 5Afl.It A tU

rllt- «', fr SH».



Alaska DOT&PF

”

Alaska DOT&PF

M ission S tatem ent

* Providing for the movement of people
and goods and the delivery of state
services.

» All roads are not equal in this regard.
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E ligibility Issues (1)

Nationwide, only 20-30% of highways
eligible for federal STIP funds.

In Alaska. 100% of roads and highways
are ellglble (due to Federal law unique to Alaska).

Impact: We are trying to address more
needs than funds can serve.

1 r* oACVe VXN * ¥io*nr stV | #SW

E ligibility Issues (2)

» Alaska distributes more STIP funds to
local needs than any other state!

- AMATS/FMATS and other communities get
>40% under state-formula

- US average is < 20%

- Impact: High level roads are less well
funded than they would be if national
formula and eligibility was followed.



Eligibility Issues (3)

Some earmarks have further shrunk funding for
Alaska’s highway program.

Parking garage, loan repayments, rail, port and
shipyard and other types of projects were earmarked
from Alaska's highway dollars.

Further, most of the earmarks are not fully funded.

Impact: While worthy projects, these non-highway
earmarks have subtracted from original purpose of
federal-aid highway program.

Partial funded earmarks create an "expectation" of
future STIP dollars.

fV M fvj 1u the ot Pec*** - mloo I* State

A
E ligibility Issues (4)

Operations and preventative maintenance
have shifted to federal funds over past two
decades.

Since late 80's budget pressure to preserve
GF has shifted considerable costs to STIP.

Impact: Many fewer rehabilitation, safety and
capacity projects are possible.

-eu -I‘OIV



M &O Operating Budget And C p hj)

Millions .
Comparison
t'uo
FY83 budget adjusted for Anchorage CPI
$140 g J g
$60 MHO actual GF operating budget
S60+ Million in
Work includes Sloping, mill A pave Federal funds now
mako-it-bljck. oucfdra'l. crack seal. used for Prov.
luminaries, bodge maintenance, etc Maint.

o + 1 rm A r ? b1 21 0 1 > tF
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Dollars are Limited (1)

SAFETEA-LU earmarks were much more
extensive than just two bridges.

Another $269 M in earmarks were deductive
too. In addition, > $440 M in earmarks were
non-deductive.

Impact: The loss of STIP funds to bridge
earmarks is only part of the picture.



5 Year Earmarks & Formula

All Formula
-$2,100 M
All Earmarks:
S1.037 M
Authorized levels
Previiitg 'Un & d \O *>H and IX-- BV S (9/-

Bridge Earmarks by Type
(in Millions, 5-year Authorization*)

Gravina Island Knik Arm

- Subtractive $148 -Subtractive $179.4

- Additive $75 - Additive $50

- Total $223 M - Total $229.4
‘Authorized’ dollars W\ nerally arrive in 5 equal installments,

between 2005 and 2003J. Duo to fodoral budget procoss, appropriations
aru expected lo actually provido only 85% of tho authorized amounts.



Dollars are Limited (2)

Other changes in law have reduced funding.

Several new federal category* of funds, and
enlarged existing set-aside categories have
shrunk funding to regular program.

Impact: Approximately $25 M of annual funds
previously flexible in nature were made

restrictive.

«Eligibility lor federal hwy. funds aro sot by tho 'apportionment' or category.
Each apportionment type has unique eligibility rules.

PrivM*“y .V tpnr&o ini) ONK AVIG™V~ SIIOSatV**

Dollars are Lim ited (3)

Highway Trust Fund (HTF) not delivering as
expected.

2005 appropriations delivered only 80% of
authorization: lowest in decades.

Several national reports suggest HTF is
facing continued difficulty.

Impact: The HTF is the principal source of
Alaska highway funds thus this apparent
downturn is of utmost concern!



Dollars are Lim ited (4)

Construction inflation has ramped up sharply.

All major inputs to construction such as labor,
right-of-way, commodities (energy, steel,
cement, asphalt) are up sharply. National
estimate is 30% or greater!

Impact: As project costs rise, the number of
transportation projects the STIP can fund

drops.

proven/] iof*»nM  u  )eeroc'n » 1 * Jowy tfv - Suto

Dollars are Lim ited (5)

Process and new legal requirements for
federal funds continues to expand.

This takes more time and money; some
new requirements add significant costs.

Impact:. More is spent on intangibles, or
non-transportation work, thus less on

pavement.



tew two iuio tew two 4o lew oo tem low o jovt  wit

Per FHWA presentation, 2003

Dollars are Lim ited (6)

» Alaska’s STIP funds are reduced due to
safety laws that do not meet federal goals.

* Open container and repeat offender laws
cause deduction* of 3% of flexible funds.

* Impact: One significant project (-$12 M) is
lost each year.

eDeducted funds aro rolurnod lo Ihu Alaska highway safoty program, but only
curtain safuty work, or education and enforcornonl lypo projects may bo funded.

d
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Project Funds Lower Today

06-08 Draft STIP Program Allocation Comparison

T
Alts
Note: Pro 2003 STIPs
ovor-eslimatod funding
§ IHYK to givo appearanco of
projects advancing. DTRA?L Shsx
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Is STIP Funding Adequate? (1)

» Backlog of work is significant
- Needs List identifies more than $10 Billion

in projects.

- Alaska flexible STIP addresses 1.5 - 2% of
identified projects; 50+ years to address
needs as identified today.

* Impact: STIP funding is not adequate!

[ 2=



Is STIP Funding Adequate? (2)

* Years needed to perform work on entire
mileage of each system:

- National Highway System: 66 years
- Community Trans. Program: 125 years
- Alaska Highway System: 132 years

e Above ratios assume no expansion of system miles.

e Calculation based on average cost per mile of $1 M
per mile, except NHS at S2 M per mile.

Proving™ M “MTc @@ wTV @ I

Alaska vs. O ther States

Alaska = Other States

- STIP funds all roads - STIP funds top 20%

- No dedicated state . State taxes fund
funds for

construction other state/local

- Local gov'mts expect needs
STIP to pay for local - Local gov’'mts use
roads local funds on local
- Tolls used sparingly roads
(Whittier Tunnel, Kmk) - Tolls rapidly
expanding

e (Many stalos now
using tolls)

v\



STIP Shortfall to Reqgular Projects
Stems From Many Causes

Over the 5-year life of the bill, the two bridges
represent ~$184.6 M or $36.9 M per year.

Other factors, as explained, have resulted in far more
lost project funding:

5 Year Totals
- Other deductive earmarks* $269 M
® Reduced flexible funds* $125 M
®m Hwy Trust Fund shortfall (est.)’ $300 M
Preventative maintenance $260 M
Noncompliant safety laws $60 M
Construction escalation (ost.r $300 M
Total 5-yoar lost spending potential:$1.315 M or $263 M each

year!
These factors have emerged since the previous 04-06 STIP was prepared.

"PCICOSVj U i*JCV-.v*i

One Year: Hypothetical # of

$12 M Projects Delayed
All STIP (Non Bridge) i 5
High Construction Escalation
Noncompliant Safety Laws g
Prev. Maintenance
Hwy. Trust Fund Shortfall
Increased Indexible Funding S3

Other Deductive Earmarks

Bridges in i

0.0 - 100 20.0 300
Hypothetical #of $12 M Projocts Delayed

Issues Inred emerged since prior STIP



Alaska DOT&PF

Key Takeaways

Alaska relies on STIP funds for larger
universe of projects than any other state!

Alaska shares more STIP funds as % with
local governments than any other state.

STIP funds have effectively shrunk as a result
of several factors beyond two bridges.

State has no supplemental fund source for
highway program which magnifies the current
downturn in STIP funds.

Highway Trust Fund is not robust!
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FRANK H. MURKOWSKI, GOVERNOR

DEPARTMENT OF REVENUE

P.O. BOX 110400
JUNEAU, ALASKA 99811-0400
TELEPHONE: (907) 465-2300

OFFICE OF THE COMMISSIONER FACSIMILE: ~ (907) 465-2339

December 15, 2005

The Honorable Frank IT. Murkowski
Governor of Alaska

P.0. Box 110001

Juneau, Alaska 99811-0001

Dear Governor Murkowski:

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

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

rest of the fiscal year w'll remans volatile.

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

and 54095 a barrel for tiscal year 2008,

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

markets.

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

Fiscal 2011

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

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

Sincerely,

William A. Corbus
Commissioner

{MO?tH
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Tax Division Contact Persons

Larry Meyers, Acting Director
Alaska Department of Revenue, Tax Division

907.269.6620
larry_mcyors@revenuc.state.ak.us

Michael D. Williams, Chief Economist
Alaska Department of Revenue, Tax Division
907.269.1019

m_w@revenuo.statc ak.us

Denise Hawes, Economist/ Editor
Alaska Department of Revenue, Tax Division

907.269.1020
denise hawcs@revenue.state.ak.us

REVENUE

Tax Division Web Silo

Contact Persons for Specific Topics

Alaska Permanent Fund

Chris Phillips, Director of Finance
Alaska Permanent Fund Corporation
907.465.2047
cphillips@alaskapermfund.com

Constitutional Budget Reserve Fund

Tom Boutin, Deputy Commissioner

Alaska Department of Revenue, Treasury Division
9074652300

tom_houtin@revcnue. state.ak.us
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1.

Introduction

G eneral D iscussion

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

revenues.

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

over that period, the market price ofoil almost tripled.

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

on the CBRF.

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

sources on the horizon.

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

due to rounding.

i'oll Jtltl.i Rt'wnui’ Sniin ov Hook



Fa Il 2005 F orecast

This publication is organized into the following 10 sections:

—_

Introduction

2. Executive Summary

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

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

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

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

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

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

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

Fund, General Fund and other stale investments.

X Slate endowment Funds
Alaska has six endowment funds.

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

units ofslate government for financial reporting purposes.

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

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

site: www.tax.stale.ak.us

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

dmsmn H

Executive
Ssumma ry

Total G overnmental R evenue

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

$10 -

<>
|

$8 - Investment  S? 8hillion

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

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

Oil  $3 4 billion
$1 -

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

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

(contmuod on noxt pripo)

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



Executive Summary

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

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

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

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

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



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

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

Gl SO5 hillion

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

History Forecast
1Y70G5 FY2006 fYy 7007

Unrestricted"1

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

Subtotal 3,197.7 3,809.7 3,139.3

Restricted

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

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

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

Alr.ku lh'tKiiimcut ol Revenue- hX pivomii



Executive Summary

Unrestricted G enera | Purpose Revenue

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

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

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

transfers from the unclaimed property trust to the slate treasury.

all. Wh Kownuo source!. Book



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

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

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

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

|.ill MIS Itowniv Stt/rces /look



Executive Summary res

Crude Oil Price F orecas:t

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

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

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

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

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

S per Barrel

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

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

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

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

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

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

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

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

/ tO0AM5 WowM0 50x»*cr s Moo* 11



Crude Oil Production F orecas't

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

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

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

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

and FY 2016.

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

f iscal Currently Under Under Total

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

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

ALrK/i DiiwHIHII rtf RWEIXIO 1% tTvi =M



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

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

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

producing.

New Oil Development

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

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

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

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

| ie.wi h1"™Vikur Somcus /to



Economic Limit Factor

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

little or no production tax.

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

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

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

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

impact of the assumed startup of Point fhomson production.

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

Longer-Term Unrestricted R evenue

O ut I ook

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

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

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

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



Executive Summary

Spending, F o

Constitutional

recasted

B udget

R evenue

R e s e

and the

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

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

S Million

Fiscal
Year

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

Total

Unrestricted
General Purpose
Revenue

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

General

Fund

Aomowi.inon

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

Difference

1515
n 3
1009
(466 5) ¢

(1,431.6)

(1460.1)

(15116)

(1.566 0)

(1016 9)

(1.66/ 6)

(1./09 6)

(1657.9)

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

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

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

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



Executive Summary

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

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

CHKI by | cbruary 2010

| il 00! Rth'nm} somu”. [Uh



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

balance o f S2.2 billion.

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

CBRF will be exhausted in February 2010.

/am —m " mE — —n — = 7

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

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

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

1DpartentofReve e til AR e, Ist,” DrivarVocel ofGill Revenearta 1 K1 Rarfamance. Matrixlucbetami

pestas nIY207.1e kaliietsHI2SANS picpgetinofATD prbend susd o kY 2007 SRLA

perand lrP2(0%aeiul$s. 3ol and or 1Y 2007) o fliochte Doc-2Oh irdicates et te t K1 docsrotnn
i e LrCheTs
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3.

On the
Horizon —
Natura | Gas

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

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

surrounding natural gas supply, demand, regulation and pricing.

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

O TdinonytFtetal Romw «  Ctwwm.mAlinGFcenspan briore ihoComniNtiwon tr. tijyami Comnwco..
Juno 10.7003
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A Brief History of N atura I Gas Regu lation

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

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

sector ofthe economy.

High N atura | Gas Prices of the 2000s —

A nother Supp ly Crunch?

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

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

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

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

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

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

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

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

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

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

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

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

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

of% tcf.

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

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

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

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

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

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

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

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

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

Is There A Re lationship B etw een Crude Oil

and N atural G a s Prices?

3-6. Monthly Nominal ANS Crude Oil and Henry Hub Natural Gas Prices
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Since nrtural gas cannot easily be shipped except via pipeline, natural gas prices are set in the North
American market, while oil prices ire set on the world markets. Natural gas and oil can be substituted for
one another, given enough time and money to replace equipment. Unsurprisingly, then, there isa relationship
between natural gas prices and oil prices. Changes in oil prices usually precede similar changes in natural
gas prices, and seem to drive the natural gas prices, as the graph above shows. Thedifficulty lies in
determining the underlying causes for this pattern, and the extent to winch oil prices might be used to

predict natural gas prices.

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

during this period.

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

have also increased significantly during this period.
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Oil Revenue

Ol |
Revenue

4-1. FY 2005 Oil Revenue: 53.4 Billion

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

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

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

between the stale and oil and gas producers.

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

corporate income taxes and the restricted portions ofoil revenue.
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