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Treasury oversees $24.9 billion.
Retirement (ARMB) funds (— $15 billion).
Defined contribution funds (—%$2.5 billion).
Other state funds (™$7.4 billion).

Treasury manages the cash needs of the State and ARMB.
Treasury manages the ARMB domestic fixed income assets (™$2.7 billion).

Treasury manages the ARMB real estate investment trust assets (™~"$125
million).

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

Two intermediate bond portfolios.
One managed against the Lehman Aggregate Index, less BBB securities.

Department of Revenue
January 22, 2006



Internally Managed Portfolio Returns

through September 30,2006

Fund

AY70

AYT72

AY73

AYT7

AYT1

AYT2

AYT3

Fund Name

SHORT-TERM FIXED INCOME
91 DAY T-BILL

INTERMEDIATE TERM FIXED INCOME
ML 1-5 YR GOV

BROAD MKT FIXED INCOME
LB AGGREGATE

ARM BOARD FIXED INCOME
LB AGGREGATE

ORIGINATION FEE
LB AGGREGATE A+

SURPLUS
ML 1-5 YR GOV

BORROWER BENEFITS
ML 1-5 YR GOV

Department of Revenue
January 22, 2006

Market Value

$2,582,831,472.06

3,194,628,112.17

1,077,207,815.11

2,682,706,242.2

20,906,018.33

75,153,975.56

2,716,898.6

1yr
4.95

4.50

4.09
3.70

4.13
3.67

4.28
3.67

391
3.70

3.70
3.70

3.80
3.70

2yr

3.31
3.56

2.82
2.29

3.70
3.23

3.84
3.23

3.51
3.25

2.44
2.29

2.52
2.29

3yr

3.04
2.73

2.53
2.00

3.89
3.38

3.93
3.38

Syr
257

2.30

3.43
3.18

5.08
4.81

5.08
4.81

Source: State Street
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Non-Retirement Investmept Returns - Annualized

mber 3.
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FUND NAME Market Value 1Year 3 Years 5 Years

GENERAL INVESTMENTS FUND S 3,044,124,592 4.43% 2.85% 3.09%

CONSTITUTIONAL BUDGET RESERVE 1,898,870,859 451 2.98 3.80

PERMANENT FUND DIV HLDG 702,604,132 4.94 2.97

CBRF SUBACCOUNT 512,371,173 9.26 10.46 8.02

PUBLIC SCHOOL TRUST FUND-PRINCIPAL 335,097,318 6.85 7.83 6.58

PCE ENDOWMENT FUND 180,029,944 9.23 10.77 8.01

RETIREE HEALTH INSURANCE FUND 170,432,050 4.68 3.34 3.95

RETIREE LTC INSURANCE 137,538,540 9.17 10.83 8.10

EVOS RESEARCH INVESTMENT 115,919,431 9.23 10.55 7.99

INTL AIRPORT REV FUND 89,500,351 4.39 2.71 3.33

UNIVERSITY OF ALASKA 49,677,988 7.40 7.73 5.89

TRANSPORTATION PROJECT 49,468,294 4.94 3.03

ANCHORAGE INTL AIRPORT SERIES 2002 B NON-AMT 48,543,593 4.96 291

ANCHORAGE INTL AIRPORT DEVELOPMENT 46,328,656 4.13

EDUCATION & MUSEUM FACILITY 44,928,871 4.95 3.03

EVOS KONIAG INVESTMENT FUND 43,618,245 9.17 10.58

EVOS HABITAT INVESTMENT FUND 36,501,215 9.17 10.62

AK MENTAL HEALTH TRUST RESERVE 30,992,697 6.08 3.18

ACCEL AK TRANS 27,561,539 4.95 3.03

ANCHORAGE INTL AIRPORT SERIES 2002 RESERVE ACCT 13,623,739 5.06 3.57

PUBLIC SCHOOL TRUST FUND- INCOME 12,122,222 4.94 3.04 2.58

ALASKA CHILDREN'S TRUST FUND-PRINCIPAL 11,076,490 6.46 7.62 6.68

SERIES B PROJECT ACCT NON-AMT 10,639,213 4.94

INVESTMENT LOSS TRUST FUND 10,400,410 4.95 3.04 2.57

ANCHORAGE INTL AIRPORT SERIES 2002 A AMT CONST FD 6,487,705 4.95 2.89

ANCHORAGE INTL AIRPORT NON-AMT CONSTRUCTION FUND 4,393,818 5.08 3.03 3.13

ANCHORAGE INTL AIRPORT AMT CONSTRUCTION FUND 4,387,985 7.69 3.88 3.67

SERIES 2003A AMT CONSTR BOND 4,014,906 4.99

SERIES A RESERVE AMT 3,934,476 4.95

SUP. BENEFITS SYS TRUST 1,540,656 4.93 3.06 2.63

SERIES 1999C AMT BOND 671,729 7.97 3.95 3.68

INTL AIRPORT REPAIR ACCOUNT 506,962 4.95 3.04 2.57
4.95 3.04 2.56

ALASKA CHILDREN'S TRUST FUND - INCOME 364,619

Department of Revenue
January 22, 2006






Asset Class
Domestic Equity

Domestic Fixed-Income

High Yield
Real Estate

International Equity

Private Equity
Absolute Return
Other

Total

MontM.0%, 3.0% CPI-W+5.0%, 2.3% MSCI EAFE Index”.2.3% S&P 300.2.3% Russell 2000.2.0% ML Hi Yld Cash Pay Index, 2.0% Cili Non-US Gut Bd Ids

Department ot Revenue
January 22, 2006

September 30, 2006

Effective
Weight

38%
21%
2%
10%
17%
3%
5%
3%
1%

AvgTrgt
Weight
36%
23%
2%
9%
15%
2%
6%
3%
3%

Actual  Target
Return  Return
0.710%  10.74%
431%  3.67%
102%  7.90%
18.31%  18.46%
20.75%  19.32%
162%  2.02%
1844%  13.36%
165%  8.91%
1230%  6.75%

Manager  Asset

Effect  Allocation
(0.39%)  0.00
0.14% 0.19%
(002%)  0.01%
0.01% 0.05%
0.26% 0.24%
(002%)  (0.12%)
02600  (0.02%)
(003%)  0.03%
0.04% 0.13%

11.46% =10.71% + 0.22% + 0.51%
* Current Quarter Taraet=30.0% S&P 500,20.0% L/BAss. 14.0% MSCI EATE Index. 9.0% NCRE1F Total Index, 6.0% Russell 2000.4.0% Libor-1
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September 30, 2006

- IHH - — ——

CAIl Public Fund Sponsor Database

Returns

_J CAI Public Fund Sponsor Database f Total Fund

Department of Revenue
January 22, 2006



Cumulative Returns

Pension Funds

Cumulative Returns Actual vs Target

34 /3 1V)



FISCAL NOTE

STATE OF ALASKA

2006 LEGISLATIVE SESSION

Revision Dale/Time (Nole if correction):

Title An Aot Relating to the Production Tax on
Oil and Gas

Rules Committee

Senate Finance

Sponsor
Requester

Expenditures/Revenues
Nole: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2007 FY 2008
Personal Services 875.0

Travel
875.0

42.0

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous |OH office, etc] 53.0
TOTAL OPERATING 1,845.0

\Searsysis stion

1,533.4

CAPITAL EXPENDITURES
CHANGE IN REVENUES ( )

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Montal Health

Other (Specify Type--Do not abbreviate)
TOTAL

1,845.0

1,845.0 1,533.4

Estimate of any curront year (FY2006) cost:

892.5

587.9

53.0

1.533.4

Fiscal Note Number:
CCS SB 2001
6/8/2006

Bill Version:
(S) Publish Date:

Dept. Affected: Revenue

'RDU Tax and Treasury

Componont Tax

Component No. 2476

(Thousands of Dollars)

FY 2011
947.1

FY 2010
928.6

FY 2009
910.4
121.0

118.2 118.6

11211

(Thousands of Dollars)

1,081.6 1100.2 li121.1

1.081.6 1100.2 11211

Check this box (X) If funding for this bill Is includod In the Governor's FY 2007 budget proposal:

POSITIONS

Full-time 10
Port-time
Temporary

ANALYSIS: (Atmaseparatepage IfmCeSSB.ry)

Relative to Status Quo

10 10 10

FY 2012
966.1

123<1

53.0
1,142.5

1,142.5

1,142.5

10

This billwould amend the ol and gas production tax by basing the tax on tho netvalue of the oil and gas. The net value
is the wellhead value (net of royalty) less all qualified lease expenditures, including capital and operating costs, and
property taxes. The net profitwould bo subject toa 22.8% tax, less a credit of 20% which applies to capital costs
upstream of tho poinl'of production. There would also be a progressive surchar%e based on 0.175% of the difference
between actual per barrel net income and S45, applied to netincome. The surcharge would not be considered a
deductible lease expendituie. There would bo an additional allowance of up to S12 million per company for companies
ﬁroduung less than 50,000 barrels of oil equivalent per day, and a lesser amount for companies with production levels
etween 50,000 and 100,000 boe perday. Tho allowance expires in 2016. In addition, as a transition provision, there
would be a 20% credit for capital costs incurred over the Beriod April 1, 2001 through April 1, 2006, recoverable at S1 for
every §2 in capital expenditures. Transition costs cannot be recovered after 2013,

Phono 269-1019
Dato/Tiino 6/6/06 10 00 PM

pato 0/8/2000

Preparodby: Robynn Wilson. Michael Williams. Roger Marks, and Cheryl Nlonhuls

Division Tax Division

Approvod by: Jorry Burnott

Agency Department of Revenue

M. ro.ivj/joo.iouni

Pago tof3



FISCAL NOTE #5

STATE OF ALASKA BILL NO. ccs ss 2001
2006 LEGISLATIVE SESSION

ANALYSIS CONTINUATION
The additional conservation surcharge on oil is increased from 3 cents to 4 cents,

The bill wojld be effective April 1, 2006.

The figures in the table befow reflect the revenues that would be received from the bill relative to the status %uo under
various prices. The figures reflect North Slope activity; the impact on Cook Inlet is expected to be modest. The status
quo assumes the January 2005 ELF aggregation decision by the Department of Revenue for Prudhoe Bay continues

The cost assumptions are as follows:

-S100 mm/yrexploration

- S1/bbl on-goin% capital on all barrels

-53.50/bbl developmental capital %§/3 of existing conventional oil
- £8/bbl developmental capital on Zoof existing heavy oil
-33.50/btl developmental capital on new conventional oil

- S8/bbl developmental capital on new heavy oil

- $3/bbl operating coston conventional oil

- S5/bbl operating cost on heavy oil

The table shows the 2006-2012 receipts from the bill, sensitive to different oil prices. Those include the Department of
Revenue forecast, a $40 grice, and a $60 price. (Note that the status quo numbers are slightly different from what is
reflected in the Spring 2006 Revenue Sources Book because of volume adjustments from the oiISEiII, and because cl
some differences between what some taxpayers actually remitand what is ultimately expected to be collected.)

Operating expenditures include costs for 8 additional positions for auditors: 10 & G Specialist (Range 23). 3C &G
Revenue Auditor IV (Range 22), and 4 0 & G Revenue Auditor Il (Range 20). These positions would be used to fulfll
additional audit responsibilities inherent in a net profits tax. In addition, we request 2 additional Tax Tech Il positions
(Range 14) to process additional information and tax returns that will be required, and additional credit applications
anticipated. Personal Services reflecta 2% yearly increase. Contractual expenditures include $100,000 and $70,000
for programming in FY 07 and FY 08, respectively, §400,000 ineach of FY 07 and FY 08 for help in writing regulations,
$100,000 ineach yearforconsulting services and an estimate of chargeback costs. Supplies include computers and
othersupplies necessary for new positions. $275,000 in contractual expenditures planned in FY 06 are moved to FY (7

in this fiscal note.

Page 2 of 3



FISCAL NOTE U 5

STATE OF ALASKA BILL NO. ccs s 2001
2006 LEGISLATIVE SESSION

ANALYSIS CONTINUATION (MILLIONS OF 2005 DOLLARS)

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

Col. Col. Col.

15 16 17
Fiscal DOR Status Quo Tax from Gain from
Year Forecast Tax Bill Bill
2007 $53.60 989 2,012 1,023
2008 S46.90 759 1,509 749
2009 $25.50 355 345 -10
2010 S25.50 315 309 -6
2011 $25.50 281 305 24
2012 525.50 271 301 30
Fiscal Medium Status Quo Tax from Gain from
Year Price Tax Bill Bill
2007 540.00 708 1,141 433
2008 S40.00 655 1,112 457
2009 S40.00 631 1,190 559
2010 $40.00 582 1,155 573
2011 $40.00 544 1,180 637
2012 $40.00 536 1,190 655
Fiscal High Status Quo Tax from Gain from
Year Price Tax Bill Bill
2007 $60.00 1,120 2,515 1,396
2008 $60.00 1,032 2,453 1,421
2009 $60.00 978 2,560 1,582
2010 $60.00 901 2,496 1,595
2011 $60.00 842 2,546 1,704
2012 $60.00 831 2,569 1,738

Pago 3ul 3



On the behalf of Co-Chair Stedman and myself, | would like to welcome each of you,

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

Committee.

We have a great deal of work before us over the next two years, the crafting of
operating and capital budgets and sifting through all the legislation that will come

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

opportunity.

t

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

end of our current fiscal year.

Yet, we all know how volatile our revenues are, and EVEN with the additional

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

being “in order”.

This Committee can play a historic role in securing Alaska’s fiscal future - by doing
all we can to make the construction of a gas pipeline a reality - and that is the hope of

both Co-Chair Stedman and me.

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

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



Later this week, your assignments for the operating budget subcommittees will be
completed - and - we have directed our staff to meet with all the Finance Committee

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

Today, we will begin with a few introductions and a bit of “housekeeping” and then
move on to a presentation by the Department of Revenue that will serve as an update
on Crude Oil Prices, Overall State Revenues, and New Revenues produced by

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

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

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

to you).

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

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

Co-Chair Stedman (Have Co-Chair Stedman introduce himself, the district he
represents, and outline his duties - the scheduling of Committee legislation and

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

Now a few "housekeeping” items



e (Room Etiquette & Procedure for Senators and Staff and audience)

1. We will follow the Mason Manual rules of procedure....

2. Please remember we are recording for the record and also broadcasting to the
public, so speak into the Microphone and keep it close to you. (or you will
hear from Mindy!).

3. Try not to rustle papers or snap binders under microphones

4. Note passing is limited between the Senators and their Finance Aides only.
Please use the Committee Secretarial Staff whenever possible.

5. We need everyone to keep their cell phones off or any other electronic devices
that may interfere with the recording system.

6. Meeting times

* Questions from Members before we proceed?

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

e Members should have before them three items: (hold up)
The Fall 2006 Revenue Source Book
A copy of today’s power point presentation

And. a handout on "Investment Function”



e We have read that the pipeline tariff is slated to increase by $1.50 a barrel.
Can you please update us on this? Is this increased cost reflected in your
forecast? What is the state doing about this? What will the impact be on

state revenues and oil company profits?

* PPT revenue for 4th quarter of FY06 (thanks to retroactive effective date) was
S420 million per the fiscal note. This was provided as a firm number since
price and production were already known. However, | understand that the

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

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

e The revenue forecast has been reduced by $25 million for tax refunds, and
the anticipated $25 million for refunds is appropriated to DOR in sec 16 in the

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

that.



Can DOR explain the $25 million estimate?

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

Why do they produce a net forecast instead of making the process more
transparent by showing full revenue and separately showing the refunds?
Would an exact dollar appropriation work instead of an open-ended

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

be appropriate.)



Dept of Revenue, Jan 22, 2007
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%&F\g@ 29‘ ;'7"Gle" WA".-. , Millions
Royalty - Net PF 1,503.9 30.6%
| Production Tax 2,067.2 42.1%
Income Tax 657.2 13.4%
Property 51.7 1.1%
Bonus, Rent, etc 51.4 1.0%
Total Ol 43315 (88.2%:
Non-Oil 580.8 11.8%
]  Tot Budget 4,912.3 100.0%

tf 'Qy: VI (Wn

Dept of Revenue, Jan 22, 2007 5
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http://www.tax.staic.ak.us

FRANKMIROAR, GOERNR

i

DEPARTMENT OF REVENUE JiAcnsA)

El '
Tax Division é?%&ﬁ )

www. tax state.ak. us

The Honorable Frank H. Murkowski, Governor of Alaska December I, 2006

Governor-Elect Sarah Palin

P.O. Box 110001
Juneau, Alaska 99811-0001

Dear Governor Murkowski & Governor-Elect Palin:

| present you, the Legislature and the Alaska public with the Department of Revenue’s latest
Revenue Sources Book. Our fall 2006 report includes an accounting o f state revenues received in
FY 2006 and provides projections for FY 2007 through FY 2017.

Three factors dominate the forecast: pipeline closures on the North Slope, high crude oil prices,
and a new production tax titled the Petroleum Profits Tax or PPT. Taken together, these result in
projected oil revenue of about $4.3 billion for general fund unrestricted revenue for FY 2007 and
represent about 88% of the State’s discretionary income ofabout $4.9 hillion.

We project Alaska North Slope crude oil prices will average $59.15 per barrel for this fiscal year
ending June 30, 2007. The fiscal year year-to-date average is currently above $66 per barrel but
price volatility continues and prices are about 20% lower than their peak of $75 per barrel in July
2006. We believe volatility will continue and there will be continued downward pressure on oil

prices. Our forecast for Alaska North Slope cmdc for FY 2008 is $51.25 and for FY 2009,

$49.50 a barrel.

Our new long-run ANS crude oil price forecast for FY 2014-beyond is $41.50 per barrel,

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

lower than many pundits predict. We are cautious, however, in our approach, and do not
frequently change our long-term price forecast. We continue to believe this is an appropriate

response to volatile oil markets.

Our forecast for natural gas prices at the Henry Hub for FY 2007 is $5.93 per million BTU.
Natural gas prices have exhibited extreme volatility in the last year - declining over 76% between
December 13, 2005 ($15.39 per million BTU) and September 29. 2006 ($3.66 per million BTU).
Since September 29, prices have more than doubled to $7.59 per billion BTU on November 16.
We do not have a separate section on natural gas in the fall forecast; however, historical prices as
well as our forecast for natural gas prices can be found in the appendices section of our report.



Letter to Governor Murkowski & Governor-Elect Palin Page 2

December 1,2006

Alaska North Slope crude oil production projections have been adjusted and our FY 2007
forecast is 740,000 b/d - about 12% lower than FY 2006. A significant part of this decrease is
attributed to pipeline corrosion issues at Prudhoe Bay, Lisbume and Milne Point. Production for
FY 2008 is projected to increase to about 782,000 b/d - and we assume there are no pipeline

closures of the magnitude seen during calendar year 2006,

Revenue from oil is received from the State’s royalty share, production tax, corporate income tax
and property tax. The PPT is the production tax that was signed into law in 2006. The structure
ofthe PPT as atax on net value, and the associated tax credits, was designed to encourage
investment in the state’s petroleum sector that would lead to higher oil production and thus
higher long-run revenues. This system is radically different from the old ELF-based system and
the discussion in Section 4 highlights the differences. The Department of Revenue estimates for
FY 2007, that the PPT will provide the State with about $1.2 billion more than production taxes

under the ELF-based system.
W e hope that this forecast provides you with useful information.

Sincerely,

William A. Corbus
Commissioner



Revenue Sources Book

Alaska Department o fRevenue - Tax Division

B & TH

INEFOAUCTION coeiice et 1
EXECULIVE SUMMATY oottt 3
Will Heavy Oil Do theHeavy Lifting for Alaska?......cccooenenen. 21
Heavy oil is located throughout the world, including Alaska where we have
a potential of tens of billions of recoverable barrels. The state currently has
five fields producing heavy oil and there is significant potential for additional
production.
Ol REBVENUE ..ottt bbb 27
In 1Y 2006, oil and gas production tax, corporate income tax, property tax and
royalty revenues contributed 88 percent of the state’s General Fund unrestricted
revenue. Oil revenues will continue to play a key role in Alaska'’s future.
Other Revenue (exceptFederal & Investment)......cccoceveevieinnnne, 45
Revenue from non-oil sources includes non-oil taxes, charges for services, lines
and forfeitures, licenses and permits, rents and royalties and other revenue
sources.
Federal REVENUE ... 57
Federal funding continues to be one o f Alaska’s biggest sources of revenue.
INVESTMENT REVENUE ..o 61
Investment earnings come Irom the Alaska Permanent Fund, Constitutional
Budget Reserve Fund, General Fund and other state investments,
State ENdOWMENT FUNAS ... 71
Alaska has six endowment funds.
Public Corporations and the University of Alaska........cccooenene. 75
Seven public imputations and the University of Alaska are treated as separate
component units of state government for financial repotting put poses,
e A PP ENAICES it 83
Ilhe appendices provide 10 years ol historical data and 10 years of forecast data
on oil revenue, piices and production. For a complete set of historical data, please
visit our web site at http://www .tax,siate.ak.us/sourcesbook/index.asp.
107
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Tax Division Contact Persons Contact Persons for Specific Topics
Alaska Permanent Fund
Robynn J. Wilson, Director Chris Phillips, Director o f Finance
507.269.6620 Alaska Permanent Fund Corporation
robyun_wilsouG=>ircvcniic.statc.ak.us 907.46S.2047

Michael D. Williams, Chief Economist cphillipsGtMlaskapermfund.com

907.269.1019 Constitutional Budget Reserve Fund

m_\vo/ levemie.state.ak.ns liun Boutin, Deputy Cominissiouei
Alaska Dcpattment ol Revenue, Ireasuiy Division
907.46S.2S00
907.269.1020 tom houtiiiG/ levemie.state.ak.ns
ileniscjiawes(.ereventie.state,ak.us

Denise 1lawes, Economist

Non-Petroleum Revenue

Beth Ecschper, Program Coordinator, Publisher
I Jan .Shekel, Economist

907.465.2370 Alaska Department ol Revenue, lax Division
hetli Jeschperterevcnue.st.ite.ak.us 907.40S.d279

d.miel_stiekelf.( ievemie.state.ak.us
Restricted Revenue

John Boucher, Senior Economist

tJlliee ol ihe Coveriioi, Management and Budget
907.46S.4677

johii.hoiieheiG'gov.siaie.ak.us

www.t, atc.ak.tis
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L Introduction

General Discussion

*1lie* purpose of the semi-annual Rev-
enue Sources Book is to provide the
governor, legislature and citizens o f the
state with a summary of out past col-
lections ol state revenue and a forecast
of future revenue. Revenues are cat-
egorized into four major components:
oil and gas royalties and taxes, income
front sources other than oil including
non-oil taxes ami fees, federal dollars

and investment revenues.

O il teventies continue to dominate lire
tiiiicstiiitcd revenue picture and will
continue to provide at least 85% ol
Unrestricted General Purpose Revenue
ihmugh FY 2010. llowever. North

Slope oil production isdeclining. In FY

2006, ANS output was 0.845 million
barrels per day compared to a peak of

2.006 million battels a day in FY 1988.

W hile production declined by almost
58% over that period, the maikct price
ofoil has more than tripled. For FY
2007, w<* project oil production will
continue to decrease to 0.740 million

barrels per day.

Belore the run-up in crude oil piices,
beginning in about 2003, the Consti-
tutional Budget Resetve Fund (CBRF)
was used to balance the state's budget
in 10 of 15 years, liven it prices remain
high, the rapid fall in Noitb Slope
etude oil volumes could lead to fuitiie
budget shottlalls and thaws on the
CBRF.

Alaska’s total revenue picture also
includes earnings from the Permanent
Fund, federal revenue and reserves in
the CBRF. We hope that the informa-
tion provided in this book provides
greater insight not only into the sources
o frevenue that support the state today,
but also into future revenues from po-

tential new sources on the horizon.

Please note that totals in the tables
throughout this publication may not
ecptal the sum ol components due to

toimding.
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2. Executive Summary

Total Government Revenue

Figuie 2-!. IV 2006 Total Revenue S10.5 billion
SN

510 %

S7

6 Ibtjl Revenue

Si0.5 billion

Sl
S3
0il St 4 billion

S2

Sl
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Figure 2-2. Total Governmental Revenue by Major Component, FY 2006 and Forecasted FY 2007-2008

(S million)

Oil Revenue History Forecast
Unrestricted FY2006 FY 2007 FY2008
Property tax 54.5 51.7 51.4
Corporate income tax 661.1 657.2 493.7
Production tax 1,199.2 2,067.2 1,476.1
Royalties (including bonuses, rents, & interest) 1,784.1 1,555.4 1,336.0
Subtotal 3,698.9 4,331.5 3,357.2
Restricted

Royalties (including bonuses, rents & interest) 611.5 518.6 447.8
Tax settlements to CBRF 43.7 90.0 20.0
NPR-A royalties, rents and bonuses 2.9 6.4 7.6
Subtotal 658.1 615.0 475.4
Subtotal oil revenue 4,357.0 4,946.5 3,832.6
Other Revenue (Except Federal & Investment)

Unrestricted FY 2006 FY 2007 FY 2008
Taxes (see Figure 5-3) 327.6 347.9 344.9
Charges for services (see Figure 5-4) 23.1 23.1 23.1
Fines and forfeitures 8.5 10.3 10.3
Licenses and permits 41.9 44.1 44.9
Rems and royalties 8.8 9.4 9.5
Other 40.6 22.0 20.5
Subtotal 450.5 456.8 453.2
Restricted

Faxes (see Figure 5-3) 86.3 84.7 128.8
(charges for services (see Figure 5*4) 225.0 235.8 239.6
| ines and forfeitures 21.0 20.1 30.6
Licenses and permits 30.6 37.1 37.5
Rents and royalties 5.9 5.9 5.9
Other 156.7 100.4 176.7
Subtotal 525.5 484.0 619.1
Subtotal other revenue 976.0 940.8 1,072.3
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Figure 2-2. Continued

Federal Revenue

Restricted

Subtotal federal revenue

Investment Revenue
Unrestricted

Investments

Interest paid by others

Subtotal

Restricted

Investments

Constitutional Budget Reserve Fund
Other treasury managed funds
Alaska Permanent Fund (GASB)

Subtotal

Subtotal investment

Grand total

History

FY 2006

1,971.5

1,971.5

51.9
14

53.3

14.4
73.3
13.4
3,072.3
3.173.3

3,226.7

10,531.2

" Kill 2006 Revenue Sources Rook

Forecast
FY 2007 FY 2008
3,048.5 3,048.5

3,048.5 3,048.5

122.6 99.3
1.4 1.4
124.0 100.7
37.9 29.1
176.1 176.5
22.3 23.0
2,512.5 2,673.9
2.748.8 2.902.5
2,872.8 3,003.2
11808.6 10,956.6
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Figure 2-3. Total Government by Major Component, FY 2006

Restricted

$6.3 billion
97 Unrestricted

$4.2 billion

S6
Investment SO. 1 billion

35 I Investment S3.2 billion
Sl

S3

Figure 2-4. Total Governmental State Revenue, FY 2006 and Forecasted FY 2007-2008 ($ million)

Revenue Source History Forecast
FY 2006 FY 2007 FY 2008

Unrestricted

Ol revenue 3,698.9 4.331.5 3,357.2
Other revenue (except federal & investment) 450.5 456.8 453.2
Investment earnings 53.3 124.0 100.7
Subtotal 4,202.7 4,912.3 3,911.1
Restricted

Oil revenue 658.1 615.0 475.4
Other revenue (except federal & investment) 525.5 484.0 619.1
Investment earnings 3.173.3 2,748.8 2,902.5
Federal revenue 1,971.5 3,048.5 3,048.5
Subtotal 6,328.4 6,896.3 7,045.5
(>rand total 10,531.2 11,808.6 10,956.6
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Unrestricted General
Purpose Revenue

Unrestricted General Purpose Revenue
is the amount generally used for budget
planning purposes and designated in
budget documents as General Fund
revenue. Figure 2-5 on the next two
pages sets out FY 2006 Unrestricted
General Purpose Revenue and our
forecast for FY 2007 and 2008.

Ilhe Department of Revenue uses a
tluve-stcp process to make its liual esti-
mate of Unrestricted General Purpose
Revenue.

Step 1. We estimate all unrestricted

levenues in the Alaska State Account-

ing System (AKSAS), as well as certain

program receipts, by using our forecast
models and obtaining estimates Irom

other state agencies.

Step 2. We then consult the Governor's
Office of Management and Budget and
| egislative Finance for their input.

Step 3. Finally, following analysis, we
adjust our initial projection to derive a
forecast of total Unrestricted General

Puipose Revenue.

« Reductions might include: (a) reve-
nue earmarked for specific programs,
(It) pass-through revenue for quali-
fied regional aquaculture and dive
fishery associations, and (c) revenue

Fall 2006 Revenue Sources Book

shared with municipal governments
and organizations (e.g., fisheries

taxes).

Additions might include transfers
from the unclaimed property trust

to the state treasury.

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

History Forecast

Oil Revenue FY2006 FY2007 FY2008
Property tax 545 51.7 51.4
Corporate income tax 661.1 657.2 493.7
Production tax

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

Oil & gas hazardous release 7.8 9.7 9.8
Subtotal production tax 1.199.2 2.067.2 1,476.1
Royalties (including bonuses, rents, & interest)

Mineral bonuses &C rents 11.6 41.4 17.3

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

Interest 0.3 10.0 14
Subtotal royalties 1,784.1 1,555.4 1,336.0
Total oil revenue 3,698.9 4,331.5 3,357.2
Other revenue (except federal & investment)
Sales & use

Alcoholic beverages 17.6 17.8 18.2

Tobacco products - cigarettesI' 26.4 321 36.2

Tobacco products - other 7.6 7.9 8.3

Insurance premium 44.3 45.4 45.9

Electric and telephone cooperative 0.2 0.2 0.2

Motor fuel tax 42.0 42.9 43.4

Vehicle rental 7.7 7.8 8.0

Tire fee 1.6 17 1.7
Subtotal sales & use 147.4 155.8 161.9
Corporate income tax™” 137.6 135.7 128.7
Fish

Fisheries business™ 15.2 15.6 16.1

Fishery resource landing"1 58 4.1 4.3
Subtotal lish 21.0 19.7 20.4
Other

Mining 18.6 34.3 315

Estate 0.6 0.0 0.0

( diaritahlc gaming 2.4 24 2.4
Subtotal other 21.6 36.7 33.9

327.6 347.9 344.9

Subtotal other taxes

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

Flistory Forecast

Other revenue (except federal & investment) FY 2006 FY 2007 FY 2008
Charges for services

General government 21.0 21.0 21.0

Natural resources 1.9 19 1.9

Other 0.2 0.2 0.2
Subtotal charges for services 23.1 23.1 23.1
Fines & forfeitures 8.5 10.3 10.3
Licenses & permits

Motor vehicle 37.7 39.8 40.6

Alcoholic beverage licenses 1.0 11 11

Other 3.2 3.2 3.2
Subtotal licenses & permits 41.9 44.1 44.9
Rents & royalties

Land leasing, rental & sales 7.4 7.9 7.9

Coals royalties 11 1.2 1.3

Cabin rentals 0.3 0.3 0.3
Subtotal rents & royalties 8.8 9.4 9.5
Other

Miscellaneous 30.6 16.5 16.5

Unclaimed property 10.0 55 4.0
Subtotal other 40.6 22.0 20.5
Total other (except federal & investment) 450.5 456.8 453.2
Investment Revenue
Investments 51.9 122.6 99.3

Interest paid by others 14 1.4 14
Subtotal investment revenue 53.3 124.0 100.7
Total unrestricted revenue 4,202.7 4912.3 3,911.1

(1) 'Ihe iiib.iccii (cigarette) tax repotied here dillcrc slightly from the amount recorded in the Tax Division's Fiscal Year 2(106 Annual Re-
port because ol timing issues. Some tax returns are tint received and processed until aitet the state accounting system has closed, resulting

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

(2) Ihe amount ol corporate income tax repotted lietc differs slightly from the amount tc'conled in the lax Division's FY 2(106 Annual
Report because of timing issues, A small auiimm of revenue was moved to this account alter the close ol the lisc.tl year. Ihis correction is

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

(3) Ihe fisheries taxes reported hcte dill'er slightly from the amounts recorded in the lax I)ivisions FY 2006 Annual Repotl| because of
timing issues. Some lax returns ate not leccived and processed until .diet the state accounting system has closed, resulting In (licit being

counted in the billowing fiscal year.
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Crude Oil Price
Forecast

Oil revenue will provide at least 85%
of forecasted Unrestricted General Pur-
pose Revenue through FY 2010. Two
elements are critical to the oil revenue
forecast: price and volume.

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

All of Alaska’s oil production is de-
livered to refineries on the U.S. West

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

(Nominal S per barrel)

Fiscal Year WTI
2006 63.01
2007 61.45
2008 53.75
2009 52.00
2010 51.50
2011 52.50
2012 50.00
2013 47.50
2014 44.00
2015 45.00
2016 46.00
2017 47.00

11) llie NYMEX fmiuev nurkci i\one miiikc lor ,i WTI1 quote. A daily \V' Il quit quote umlil also lie ilrlcuiimctl by .i reporting service's daily assess-

ment ol the W I'l spot market.

111 ml.ill 2006 RevenueSotnccs Hook

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

The table below contains crude oil
prices for FY 2006 and the Department
of Revenue’s forecast of prices for the
11-year period Ik .inning with the cur-
rent fiscal year FY 2007 and continuing
through FY 2017. The oil price forecast
is based on a subjective assessment of
market dynamics and trend analysis by
participants at a Department of Rev-
enue price scenario meeting.

ANS West Coast ANS Wellhead

60.80 55.33
59.15 52.35
51.25 44.97
49.50 44.84
49.00 44.09
50.00 44.98
47.50 42.24
45.00 39.62
41.50 35.88
42.50 36.66
43.50 37.51
44.50 38.34



Figure 2-7 shows: (1) the monthly
ANS West Coast market price from
July 1997 through September 2006,
(2) the 60-month moving average West
Coast market price for the same period
and (3) the derived NYMEX crude oil
futures price of ANS from October
2006 to January 2011.

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

< month-to-month crude oil price
volatility— monthly ANS West
Coast prices during this time period
ranged from just under $9.39 per
barrel to $73.10 per barrel.

= the 60-month moving average is
$39.52 per barrel and has increased
dramatically since 1999.

* the derived futures market price of
October 2006 shows prices have
slipped a bit from July 2006 record
highs.

We assume that over the medium-
term, ANS oail prices will average $49
per barrel in FY 2010, $50 per barrel
in FY 2011, and $47.50 per barrel in
FY 2012 (in nominal terms). Over the
long run, beginning in FY 2014, prices
will increase at 2.75% per year. This
long-run price assumption was changed
this year for the first time since our fall
2004 forecast based on Fax Division
protocol.(*

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

July'97 Jan.'99

July*‘00

Jan.'02 July‘03 Jan.‘05

Jail 2006 Revenue Sources Book

July*‘06 Jan.‘08 July*‘09

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

loiecacting panic ipantc agree to a change over the print two consecutive tail forecasting sessions.
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Crude Oil Production
Forecast

Alaska Norili Slope crude oil produc-
tion peaked at 2.006 million barrels
per day in FY 1988 and lias steadily
declined since. In FY 2006, ANS
production averaged 0.845 million
barrels per day, and we project produc-
tion to decrease by about 12% to 0.740
million barrels per day in FY 2007.

A significant portion of this decrease

is attributable to pipeline corrosion
issues at Prudhoe Bay, Lisburnc and
Milne Point. For this forecast, we have
decreased our expectation of future
production, based on recent historical
events. The North Slope isa mature

oil province with aging infrastructure.
Looking into the future, it is the ag-
ing infrastructure— with additional
potential down time— that is prompt-
ing an additional reduction in crude ail
production volumes. We see up to 10%
ol the production being at risk because

of the aging infrastructure problem and
project delays in heavy oil and satellite
field development.

This production forecast has been
revised since last spring. For the first
time, we offer a discrete forecast for off-
shore fields Oooguruk and Nikaiichug.
Oooguruk is expected to come on line
in FY 2008 at approximately 3,000
barrels per day peaking at about 17,000
barrels per day: Nikaitchuq in FY

2009 at 4,000 barrels per day peak-

ing at about 14,000 barrels per day.

We expect Alpine West to add almost
7,000 barrels per day by FY 2010,
peaking at about 12,000 barrels per day
in FY 2012. We have not changed our
production forecast for the National
Petroleum Reserve-Alaska (NPR-A).
We still anticipate that the NPR-A will
add 10,000 barrels per day by FY 201 |

peaking at 65,000 barrels per day by
FY 2015. We delayed Point Thomson
one year in keeping with our ten-year
development lead-time assumption,
which may be conservative. For this
forecast, we have not linked the devel-
opment of Point Thomson to any gas
pipeline project or contract.

More discussion of this fall 2006 oil
production forecast can he found in
Section 4. Oil Revenue. Also, a de-
tailed field-hy-field production forecast
is included in the appendices of this
forecast.

We continue to present the ANS
production forecast in three parts:

(1) currently producing, (2) currently
under development and (3) currently
being evaluated for development. We
do this so that the reader will have an
understanding about the uncertainty

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

Currently

Under Under

Fiscal Year Producing Development Evaluation Total ANS
2006 0.845 0.000 0.000 0.845
2007 0.705 0.034 0.000 0.740
2008 0.676 0.102 0.004 0.782
2009 0.626 0.128 0.025 0.779
2010 0.577 0.143 0.059 0.779
2011 0.535 0.150 0.098 0.782
2012 0.495 0.147 0.190 0.831
2013 0.460 0.139 0.196 0.795
2014 0.432 0.133 0.208 0.772
2015 0.408 0.127 0.201 0.737
2016 0.387 0.124 0.186 0.696
2017 0.369 0.119 0.242 0.730

111 Somr i>l tlir nil Imii.iiinl ki ill. Umlci IVvclujinum .nut Uitilci | valuation vairgntict aic ilom new |>in,uu in litlilt infirmly |imhlii>ing,
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associated with the production forecast.
We continue to forecast production of
those reserves that have already been
discovered and at minimum arc being
evaluated for development.

Just as important as what we do fore-
cast for production is what we don'’t
forecast. This production projection
does not include any viscous oil from
the 20 billion barrel Ugnu field, which
is in the evaluation mode, and less

than 5% of the viscous oil known to
exist in the 10 billion barrel West Sak
field. Also absent is any production
from known federal offshore oil fields
Hammerhead, Kuvlum and Sandpiper,
all of which could provide revenue-
sharing to the state and help sustain the
Trans-Alaska Pipeline System (TAPS)
throughput. Lastly, we withhold any
estimate of future production from un-
announced discoveries or undiscovered

Fall 2006 Revenue Sources Book

fields, including ANWR and NPR-A.

We believe our forecast of 6.5-7.5
billion barrels of recoverable oil by FY
2040-2050, respectively, represents a
conservative estimate of the remaining
potential in Alaska.

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

(million barrels/day)

Historical

111 Sonic i>i the oil linn.tiled in die IJlitlci I >o<lopnii M ind Under I i.dii.iiinn .

=orecast

Under o'.tlti.Hifni

n Under develnpimn

n I'rndnemi;
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New Oil Development

As production from the Prudhoe Bay ence-case forecast, new oil is defined guarter of our projected oil produc-
and Kuparuk fields continue to decline,  as crude already discovered and under tion will come from projects requiring
some of the decline will he offset by evaluation or under development. By significant new investment.

new oil development. In our refer- FY 2010, as Figure 2-10 shows, one-

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

Fiscal Year Total New Oil ANS Total Percenta-ge
New Oil
2007 0.034 0.740 4.6%
2008 0.106 0.782 13.6%
2009 0.153 0.779 19.7%
2010 0.201 0.779 25.9%
2011 0.248 0.782 31.7%
2012 0.337 0.831 40.5%
2013 0.336 0.795 42.2%
2014 0.340 0.772 44.1%
2015 0.329 0.737 44.6%
2016 0.309 0.696 44.4%
2017 0.361 0.730 49.5%
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Petroleum Profits Tax
(PPT) Replaces ELF-
Based Severance Tax

The Petroleum Profits lax (PPT), a
major rewrite of the State’s oil and gas
production tax system (also known as
the “severance tax"), was signed into
law by Governor Murkowski on August
19, 2006. The PPT system replaces the
prior production tax system based on
the Economic Limit Factor (ELF), por-
tions of which had been in place since
the 1970s. The tax change was the end
result of intense analysis and debate
during the 2dth Legislative Session

that encompassed the regular legislative
session and two 30-day special ses-
sions. To view the PPT legislation in
its entirety, see http://www.lIcgis.state.
ak.us/PDF/24/Bills/1 IB3001 Z.POF.

How the PPT Works

Ilhe PPT is a significant departure from
the prior production tax system, based
on the Economic Limit Factor (ELF).
The ELF-based system raxed oil and
gas on its value at the point <1 produc-
tion (also called the “wellhead value ),
after being adjusted by the property’s
ELF, making it a tax that was specific
to a pioperty. lhe ELF for a particul.n
property was calculated using a com-
plex formula that compared production
levels with the number ol wells for that
property. lhe resulting ELF value was
always between (I and |. meaning that
ptopertics could have been assessed for
as little as zero piodttction tax or they
have been taxed at the highest nomi-
nal tax rate of 15% of the property’s
wellhead value.

Rather than being a tax from a spe-
cific piopetty, the PPT isa tax on the
"profits ol oil and gas produced by a
company. Like the El.F-based tax, the
PPT Mans with the value at the point

of production, but it then departs from
the ELF tax by recognizing the costs

a company incurs to produce that oil
or gas. By subtracting costs from the
value of production, a company arrives
at its "production tax value,” a term
very similar in concept to a company’s
tier income. The production tax

value is multiplied by the PPT tax
rate— 22.5%— to arrive at the base tax.
Should the production tax value exceed
$40 per barrel of oil produced (or the
equivalent in gas), the tax rate increases
0,25% for every dollar the per-barrel
production tax value is over $40.

A company’s PPT tax liability is re-
duced to the extent that the company
invests in equipment, projects, or other
items that arc deemed “capital expendi-
tures.” Capital expenditures generally
include costs related to the purchase ol
drill rigs or other equipment, infra-
structure, exploration, and facility
expansion. ‘lhose costs, which are
capitalized on company financial state-
ments, are immediately expensed under
the PPT to arrive at the production tax
value. Capital costs are also eligible

for a 20% credit against the company”
PPT liability. In order to protect the
state from crediting companies for
unmet maintenance obligations, the
Legislature specifically disallowed cap;-
tal expendituies up to $0.30 per barrel
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under the PPT.

The 20% capital investment credit is
intended to encourage re-investment in
Alaska. It has been the administrations
view, as well as the Legislatures, that
capital investments, whether directly or
indirectly related to exploration, may
ultimately lead to increased future oil

or gas production.

Two other significant credits round out
the PPT system: the transition credit,
and the base allowance. Both credits
are temporary, lasting 10 years or less,
and each has specific limitations on its
availability. The transition credit allows
companies credits for capital expendi-
tures made within 5 years prior to the
enactment of the PPT, but requires
current capital investment. The base
allowance is a credit of $12 million per
year or less, granted to small producers
that have a tax liability under the PPT.
Neither ol these credits can be used to
reduce a taxpayer’s liability to less than

Zero.

Companies with operations in Cook
Inlet, or in areas of the state other than
the Noith $|ope and Cook Inlet, have
special tax provisions that apply under
the PP L For example, Cook Inlet op-
erators pay the lower ol the ELF-based
tax or the PPT. Such special exceptions
are not discussed in detail here.

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

tion as follows:

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

The terms used in the equation are defined as follows:

Value

Volume ol Oil and Gas Produced x Wellhead Value

Costs Operating Expenditures t Gtpital Exjtenditurcs

Tax Rate 22.5'lii i 0.25% forevery S 1 per barrel licit this “net income™ exceeds $40

Credits

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

Expenditures) i Base Allowance as described above)
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Estimated Revenue Under
the PPT

Trr; revenues generated under die PPT
vill vary by price and by production
levels, just like the ELF-based tax did.
Because the PPT includes costs in the
tax calculation as well, there is a third
variable upon which tax revenues will
depend. The revenues the State receives
from the PPT will be contingent on

oil prices, on North Slope production,
and on how much it costs to produce

the oil.

Preliminary estimates t/ the Depart-
ment of Revenue indicate that the
PPT will generate more production
tax revenue than the ELF-based tax

at ANS prices above (about) S25 per
barrel. When prices are below $25 per
barrel, or when costs are high relative
to the price of oil, a tax floor is trig-
gered, which protects some level of tax

revenue for the State. |f prices average
around $60 per barrel for FY07, and
with currently projected production
and cost estimates, the PPT could
generate over $2 billion in production
tax revenue this year— over $1 billion
dollars more than the ELF-based rax

would generate at that price,

The chart below shows cumulative
forecasted production tax revenues
under the ELF-based tax and under the
PPT for the period of FY 2008 through
FY2012. PPT revenues are lower than
previously anticipated because of the
additional near-term costs related to
pipeline repairs and lower than expect-
ed production volumes in FYO7 and
08. Over the long-term, we believe
that the PPT will generate higher tax
revenues than the ELF-based system at
prices in the $25-$30 per barrel range.

Although the PPT tax changes were

made retroactive to April 1, 2006,
taxpayers will make monthly payments
based on the ELF tax for the remain-
der of calendar year 2006. The first
tax payment under the PPT will be
made at the end of February 2007, for
production occurring in January 2007.
At the end of March 2007, taxpayers
will be expected to make a “cruc-up"
payment for any additional PPT tax li-
ability for the period of April | through
December 31,2006.

Administratively, the monthly and
annual reporting and payment struc-
ture will differ under the PPT from
that used under the ELF-based system.
Under the PPT, companies will make
estimated payments every month and
compute their annual tax liability once
in a calendar year (in March for the
previous calendar year). Under the
ELF system, companies made monthly

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

Tax and PPT Production Tax
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payments and filed their returns every
month.

Putting the PPT in Place

As with any new legislation, there is
still plenty of work to do after the bill
is signed into law. Putting a huge tax
reform such as the PPT into place
requires the coordination of several
processes in order to achieve a smooth
transition. These processes include
writing regulations, designing comput-
er systems and taxpayer forms, provid-
ing training to taxpayers and agency
staff, and hiring supplemental person-
nel as needed.

Forecasting revenues under the PPT’
will pose additional challenges for the
Department of Revenue. Under the
new system, the department will have
to consider cost levels in addition to
volumes and prices. Mthough much
about cost levels is known, cxtraordi-

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

Unrestricted QOil

Fiscal Year Revenue
2006 3,698.9
2007 4,331.5
2008 3,357.2
2009 3,224.3
2010 3.105.7
2011 3,137.4
2012 3,002.5
2013 2,710.0
201d 2,363.4
2015 2,223.9
2016 2,149.9
2017 2,337.9

naiy events such as pipeline leaks or
other mechanical failures can cause
costs to escalate beyond forecasted lev
els. Similarly, efficiency gains in daily
operations will translate to increased
revenues for the State.

Ilic change from the ELF tax to the
PPT is arguably the biggest change in
the history of petroleum production
taxation in the state. It is the depart-
ment’s hope that with this change will
come increased exploration and pro-
duction of Alaska’s plentiful resources.

Longer-ferm
Unrestricted Revenue
Outlook

Using the price and volume com-
ponents developed for this fall 2006
forecast, the table below summarizes

Unrestricted
Other Revenue

Unrestricted

(except federal & Investment
investment) Revenue
450.5 533
456.8 124.0
453.2 100.7
451.6 100.7
462.6 1007
480.7 100.7
489.0 100.7
496.5 100.7
504.0 100.7
515.0 100.7
524.1 100.7
526.4 100.7
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(lie department's forecast of total Un
restricted General Purpose Revenue

through FY 2017.

Total
Unrestricted
Revenue
4,202.7
4,912.3
3,911.1
3,776.6
3,669.0
3,718.8
3,5692.2
3.307.2
2,968.1
2,839.6
2,774.7
2,965.0
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Percent From
Oil

88%

8810
86%

85%
85%
84%
84%
82%
80%
78%
T7%

79%
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Spending,

Forecasted Revenue
and the Constitutional
Budget Reserve Fund

As approved by voters in 1990, all
receipts from oil and gas tax and roy-
alty settlements are deposited into the
C institutional Budget Reserve Fund
(CBRF). Ihe state has deposited about
$5.6 billion into the reserve fund,
generating about $1.8 billion in invest-
ment earnings. Since the increase in

oil prices beginning in about 2003, no
CBRF withdrawals have been necessary
to balance the state’s budget. However,
given price volatility and the decline
expected in volumes from the North
Slope, the state may have to depend on
the CBRF in the future. lhrough Sep-
tember 30, 2006, approximately $5.1

billion had been borrowed from the
CBRF to balance the budget, leaving
a balance of $2.4 billion. According to
the State Constitution, the $5.1 billion
must be repaid to the CBRF.

Two tables are presented below to
help the reader understand the time
period in which the CBRF would be
depicted. Figure 2-13(A) presents the
case where all surpluses are dcposired
in the CBRF Figure 2-13(B) presents
the case where no surpluses are depos-
ited in the CBRF. For example, using
the DOR price and revenue forecast
and assuming a General Fund appro-
priations budget of $4.6 billion in FY

2007 and a Hat appropriations budget
of $3.7 billion thereafter, the CBRF
would not be depleted before 2020
ifall budget surpluses were deposited
into the CBRF (see Figure 2-13(A)). By
contrast, it none of the budget surplus-
es were deposited into the CBRF, the
CBRF would be depleted in February
2018 (see Figure 2 -13(B)).

Figure 2-13 (A). CBRF Run-Out Date With F.xcess Revenue Deposited into CBRF'T

Annual State Budget
After IV 07 ($ billion)

2.3 Dec 2020
2.7 Dec 2020
3.0 Dec 2020
3.3 Dec 2020
3.7 Dec 2020
4.0 Feb 20!7
4.3 Sep 2014
4.6 Jan 2013

(11 (2). (3) we \on next jugc
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Fall 2006 Oil
Price Forecastll

Fiscal Model of Oil Revenue

cotiu perfornuncC at Sclcitrd 1'ritc »(S/barrel)

$25 $35 $45 $55 $65
Aug 2015 Dec 2020 Dec 2020 Dec 2020 Dec 2020
Mar 2012 1>ec 2020 1ec 2020 Dec 2020 Dec 2020
Jan 2011 May 2017 Dec 2020 Dec 2020 Dec 2020
May 2010 Nov 2013 Dec 2020 Dec 2020 Dec 2020
Oct 2009 Jul2011 Apr 2019 Dec 2020 Dec 2020
Jim 2009 Aug 2010 Mar 2015 Dcc 2020 I)ec 2020
|  Mar 2009 leb 2010 Sep 2012 Dec 2020 Dec 2020
Dec 2008 Sep 2009 Apr 2011 Dec 2017 Dec 2020



Figure 2-13 (B). CBRF Run-Out Date Without Excess Revenue Deposited into CBRF"1

Annual State Budget
After FY 07 ($ billion)

2.3
2.7
3.0
3.3
3.7
4.0
4.3

4.6

Fall 2006 Oil
Price Forecast"1

Dec 2020
Dec 2020
Dec 2020
Dec 2020
Feb 7018
May 2015
Sep 2013
Feb 2012

t
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Fiscal Model if Oil Revenue & 1BRF Pcrfontianc at Selected I'riccs ($/harrcl) 1L

$25
Dec 2013
Mar 2011
Apr 2010
Oct 2009
Mar 2009
Dec 2008
Oct 2008

Aug 2008

$35
Dec 2020

Jun 2020
Sep 2015
Aug 2012
Oct 2010
Jan 2010
Aug 2009

Mar 2009

$45
Dec 2020

Dec 2020
Dec 2020
Dec 2020
Jan 2017
Oct 2013
Jul 201 1

Aug 2010

$55
Dec 2020

Dec 2020
Dec 2020
Eec 2020
Dec 2020
Dec 2020
Mar 2020

Mar 2016

$65
Dec 2020

Dec 2020
Dec 2020
Dec 2020
Dec 2020
Dec 2020
Dec 2020

Dec 2020

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

out during matrix timeframe.

(2) Fall 2006 forecasted ANS price projections are $>1.25 per barrel in FY 200S, $49.50 per barrel in FY 2000, $40 per barrel in FY 2010,
$50 per barrel in FY 2011. $47.50 per barrel in FY 2012 and $t5 per barrel in FY 2013. For FY 2*M4-heyond ANS prices are estimated to

grow at 2.75%

(31 Mattix allows reader to select specific lisc.il year price (from FY 200.$-beyond) to determine ( IBRF exhaustion data.
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3. Will Heavy OIl Do Ihe Heavy
Lilting for Alaska?

What is heavy oil? Where is it located
and how much of the stuff is there?
Why aren't the oil companies produc-
ing it now? 'lhc.se are some o( the
questions this section will attempt to
answer. | ike other crude oils, heavy

oil can he refined and used to produce
refined petroleum products such as
gasoline and jet fuel. Physical problems
make its ptodtiction mote challenging
than other crude oils. lhe potential to
produce and develop heavy oil has great
promise for Alaska,

What 1s Meaw Oil?

| leavy oii is a type of crude oil which
is very viscous and does not How easily.
Ihe common characteristic properties

are the following:
= High specific gravity1l (very denser

= |l.ow hydrogen to carbon ratios
(chemical characteristic)

= High carbon residues (much left
after conversion to tefined product!

« 1 ligli contents of heavy metals,

sulphur and nittogcu.

"Ihere is no one definition ol heavy oil.
Ihe term heavy oil refers to oil with a
high density and low American Potro-
leutn Institute (AIM) gravity' due to
the presence of a high proportion of
heavy hydtocaibon fractions, lhis is
technical jaigon for saying the material
is thicker than maple syrup and does
not flow easily. lhe API gravity system
implies that the higher the API gtavity.

the lighter the liquid, r ..eeasier it flows.
Using numbers, some definitions clas-
sify crude oil as heavy if it has an API
gravity of less than 2i°, other defini-
tions say it is less than 20°API. All these
definitions refer to the etude oil at the
surface. In terms of the ability of the oil
to flow underground within the forma-
tion, heavy oils are generally those with
a viscosity greater than 100 centipoisc

a measure Used to evaluate the ability
ol a liquid to How at reservoir condi-
tions. Ihe higher the viscosity number,
the slower the flow. Bitumen (very
heavy liquid similar to chocolate sytitp)
has a rating greater than 10,000.

In Alaska, the real issue is not the AIM
gravity, but the ability of the crude
oil to flow, or its viscosity. While AIM

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

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

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

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

(2) AlMgravity

11) 1.1 / Specific <davits' at It) |

pricing: the higher the gtavity the higher the pticcol the etude oil

lall 21106 Uesc nue .Souiecs Hook 21
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Figure 3*1. Potential Heavy Ol Resources Source: International Energy Agency, Resources to Reserves, November 2005, page 76.

Barrels in plrce:
L bill:

10 billion
O 100 billion

1 trillion

gravity provides a measure ol its density
(and economic value), it Fails to incor-
porate the more diliicult issues sur-
loiunling How. From this perspective,

a better descriptor of Alaskan heavy

oil would be to call it viscous oil. as it
relates to its ability to How.

One ol the major reasons Alaska’s oil is
viscous is because it is relatively close to
the surface of the earth - where there

is very thick permafrost. Ihe oil is not
located deep in the earth, where the
(ctnpciatorcs are warmer, but within six
thousand feet ol the surface where tem-
peratures are cooler, theteby reducing
the oil’s viscosity or ability to How. For
oil production in Alaska, AIM gravity
isn't as important as is reservoir temper-
ature. | lence. these deposits are some-
times referred to as viscous oil deposits,
tathet than heavy oil. IVimafnost affects
production, as it will cool oil traveling
through the peimalrost /one.

« Fall 2006 Revenue .Sources Hook

Worldwide Resources of
Heavy Oil

Heavy ail is located throughout the
world and the International Fnergy
Agency estimates world heavy oil. or
viscous oil tcsoiuccsat more than 6 tril-
lion barrels with about 2 trillion barrels
deemed recoverable (see Figure 3-1).

lire three largest deposits are in Canada
(about I.HI) trillion barrels), Russia, and
Venezuela (each with about 1,2 Million
barrels). Alaska is in the next level with
the potential for about 100 billion bar-
rels ol heavy oil resources, At this time,
thete are known Alaskan receives ol over
20 billion barrels of viscous oil with the
possibility of billions mote yet to be
identified. Ihe viscous oil in ('anudn

is very similar to that of the viscous oil

in Alaska both are located in cooler
climates and both do not How well in
their natural reservoirs.

There are currently five fields produc-
ing viscous oil in Alaska: Orion, Polaris,
Schrader Bluff, Tabasco and West Sak.
Four of these fields are shown in Figure
3-2 on the next page. Not shown is
'tabasco, which is a Kup.it uk River

Unir satellite. Figure 3-3 on the next
page reveals the subsurface formation in
which the viscous ail lies. At this time,
viscous oil is being developed from the
oil formation titled "West Sak Schrader
Bluff. No oil is being produced from
the Ugmi formation.

Ilhe North Si >pe is underlain by perma-
frost which ctrends to about 1,800 ‘eet
in depth, Ib eshallowest oil bearing for-
mation, named Ugnu, isclosest to the
permafrost. Ihe temperature in this for-
mation is below fiee/ing. its API gravity
is8" and it has a very high oil viscosity.
Ihe billions of barrels ol receives in this
lot matiou ate not economical to pto*
duce now, but someday may be.



Figure 3-2. Alaska’s Viscous Oil Reserves Source: BP Exploration Alaska (Inc.)
presentation to Alaska Department o fRevenue, February 18, 2005.

Beaufort Sea

Milne Point Unit

Milne Schrader

S ey
West Sak
Polaris,
Colville River Kuparuk River
Unit Unit Prudhoe Bay
Unit

Orion

5 Mites
10 Km

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

Resources to Reserves, November 2005, page 76.

SURFACE
PERMAFROST

IJGNU FORMATION

WEST SAK
SCHRADER BLUFF

(Viscous oil producing
reservoir)

K ?ARUK
(Main Milne Point & Kuparuk
field producing reservoir)

MSHAK
(Main Prudhoe Bay
producing rose,. ,ir)
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Developing Viscous Oil
Resources

Developing viscous oil is difficult and
expensive. Some heavy oils and bitu-
men are too viscous to flow at reservoir
conditions, dfiey arc usually found at
relatively shallow depths that are too
deep to be mined. At such depths,
temperatures are low, so that viscosity
is high. "'They need special production
technologies to facilitate their flow
from reservoir to well head. Tradition-
ally, these have been “steam flooding”
techniques, which involve injecting hot
steam to heat the oil in-situ, thereby
reducing its viscosity and allowing it
to flow. But the last ten years have seen
the advent of many new approaches
such as steam-assisted gravity drainage
- see Figure 3-4 on page 24.

Also being used are techniques involv-
ing CO2 or natural gas injection. All of
these techniques require facility and en-
ergy expenses that arc well beyond the
requirements for producing traditional

oil reserves.

Another problem faced by Alaska’'s
viscous oil producers is solid waste

- significant solids (sand) are produced
in conjunction with the oil and must
be disposed. Some of the facilities on
the North Slope were not developed
with sand disposal in mind and must
be periodically closed to remove the
sand. As newer facilities are developed,
they will likely integrate solid waste
disposal.

While large-scale implementation

of Steam Assisted Gravity Drainage
(SAC ID) and other techniques is just
beginning, it is expected to significantly
boost production over the next few
years. Indeed, recent technology has
improved the economics to the point
where Canadian heavy oil and bitu-
men deposits can be produced through
in-situ techniques at oil prices below

Fall 2(106 Revenue Sources Book 23
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$20 per barrel (see Figure 3-5 on page
25). Current production of heavy oil
and bitumen in Canada, for example,
is close to | million barrels per day and
could double by 2012.

The Outlook

At the time of this writing, about 5%
of the oil produced in Alaska is consid-
ered viscous. Will this resource be de-
veloped to a larger extent in the future?

While this question cannot be an-
swered unequivocally, there are several
indicators that greater development of
viscous oil on Alaska's North Slope is
likely to occur. These facts are divided
into two broad categories - the fiscal
regime and technology.

= Fiscal Regime - Canadas recent
experience with oil sands and heavy oil
bears witness to the powerful force ofa
stable and attractive tax and royalty re-
gime, combined with higher oil prices,
to catalyze fresh investment. With the
passage of the new Petroleum Profits
Tax (PPT) in Alaska, similar incentives
are in place and are expected to stimu-
late investment. Companies will be able
to claim deductions and earn credits for
their higher costs of producing heavy
and viscous oil that will lower their tax

burden.

=Technology - the oil industry is con-
tinually developing new techniques and
technologies to enhance oil produc-
tion. Such technological advances are
pushing back the frontiers of operating
capability in difficult tempciatuic and
geographical situations.

Taken together, these two aspects paint
a picture of future development ol
Alaska’s viscous oil.

Finally, Alaska has the opportunity to
take the lead in viscous oil research and
create an Arctic Resources Rcscatch

( enter that could serve as a central
research facility for heavy and viscous

2 < ,ill JIIIKi Revenue Sources Book

Figure 3-4. Schematic ofSAGD. Source: International Energy Agency, Resources to

Reserves, November 2005, page 76.

Steam Injector

QOil Producer

QOil Sand Formation

Steam Assisted Gravity
Drainage (SAGD)

The advent of precision-placed hori-
ontal wells has led to development
ifSAGD. As Figure .34 shows,
two horizontal wells are drilled,
one above the other, the upper well
for steam injection, the lower well
for oil production. This dual-well
system ensures efficient use of heat
within a virtual "steam chamber”,
as well as the excellent recovery rate
achieved by gravity drainage, in
which gravity stabilizes the interface
between oil and steam. Recovery
factors can be as high as 60%. lhe
intrinsic slowness of gravity drain-
age would mean low production

oil development worldwide. By engag-
ing partners with heavy oil resources
from around the world, Alaska could
facilitate research and piovidc insights
into viscous oil development and
environmental issues to all involved.

Steam Chamber

rates if it were not possible to drill
such long horizontal wells, one pair
of which can drain a significant
volume. The cornerstone in this
very promising technique is the
capability, developed by the industry
over the past 15 years, to position
horizontal wells very precisely over
long distances. Because the wells are
relatively shallow, moreover, drilling
costs are sufficiently low to make
large-scale developments with nu-
merous wells affordable. SAGD has
come inro its own over the past three
or four years and is now having a big
impact on the economics of heavy
oil production.

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

judging by the size ol the reserves in
the collier climates, it appears organiza-
tions operating in Norway, Russia and
Canada would be interested as poten-
tial partnets.
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3-5. Oi! Production Costs for Canadian Tar Sand (2004 dollars/ barrel) Source: International Energy Agency, Resources to
Reserves, November 2005, page 77.
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4. OIl Revenue

Figure 4-1. FY 2006 Oil Revenue $4.4 billion

S10

B

L Unrestricted S3.7 billion

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

Oil Revenue History Forecast

FY 2006 FY 2007 FY 2008

Unrestricted

Property tax 54.5 51.7 51.4
Corporate income tax 661.1 657.2 493.7
Production tax*1L 1,199.2 2,067.2 1,476.1
Royalties (including bonuses, rents & interest) 1,784.1 1.555.4 1,336.0
Subtotal 3,698.9 4,331.5 3,357.2
increase/decrease from prior period 849.3 632.6 (974.3)
% change from prior period 29.8% 17.1% -22.5%

Restricted
Royalties to Perm Fund & School Fund 611.5 518.6 447.8
Tax settlements to CBRF 43.7 90.0 20.0
NPR-A royalties, rents & bonuses 2.9 6.4 7.6
Subtotal 658.1 615.0 475.4
increase/decrease from prior period 112.6 (43.1) (139.6)
| % change from prior period 20.69b -6.5% -22.7%
Total oil revenue 4,357.0 4,946.5 3,832.6
increase/decrease from prior period 961.9 589.5 (1.113.9)
28.3% 13.5% -22.506

% change from prior period

(1) '1lie mount of production tax reported here dill'ers slightly liortt the amount recorded in the 'litx |)ivisitms I;V 2006 An-
nu d Report because ol liming issues. A small amount of revenue recorded in another account in FY 2006 was moved to this

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

not included in the state accounting system.
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General Discussion

The state receives oil and gas revenue
from four sources: oil and gas produc-
tion tax, property tax, royalties and
corporate income tax. lhe bulk of the
revenue goes into the General Fund for
general purpose spending. Of the royal-
ties, 2591) goes into the principal ol

the Alaska Permanent Fund and 0.5%
goes into tuc Public School Trust Fund.
‘I here also are two other funds that
receive specific oil and gas revenues:
the National Petroleum Rcscrve-Alaska
(NPR-A) Fund which receives the
state's share of all lease bonuses from

sales in the NPR-A; and the Constitu-
tional Budget Reserve Fund (CBRF),
which receives settlements of tax ami
royalty disputes between the state and
oil ami gas producers.

Ihe pie chart in Figure 4-3 (next page)
shows the actual amount ofeach tax
and royalty source in FY 2006. As can
he seen from the figure, royalties and
the production tax constitute the larg-
est part-83%-of restricted and unre-
stricted oil revenue combined. Ibis sec-
tion begins with a discussion of these
two revenue sources, both ol which are
driven by price and volume. We then
review the price forecasting methodol-

ogy that underlies this biannual report

Fall 2006 Revenue .Sources Book

and discuss the linkage between market
prices and wellhead values. We also re-
view our production forecast, and close
this section with a discussion of oil ami
gas property taxes, oil and gas corporate
income taxes and the restricted por-
tions of oil revenue.

(1) Ilie fund implements .i Irili7.il requirement tli.il tlir state use its share ul N1’R A oil revenue to vitislv the needs ollneal ininimmiiies most aliened

by development in the N I’lt .i, | ot detailed inlomuiion on this fond, see Seetion X1l I*ol treason \ Investment I'olieies and I'rou’dme Manual.

fall 2(I()(i Revenue Somees Bonk 29
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Figure 4-3. FY2006 oil revenue by category, $4,357 million

Restricted

® Unrestricted

Settlements

CBRF

$43.7

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

Unrestricted Oil Revenue

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

Fiscal Year 2007 2008
Property Tax 51.7 51.4
Corporate

657.2 493.7
Income Tax

Production lax 2.067.2 1476.1
Kovalties-Net (1) 1,555.4 1,336.0

Total oil revenues 4,331.5 3,357.2

Increase/decrease
: - 632.6 (974.3)
Irom prior period
'lii change from
prior period

17.1% -22.5%

(1) Includes bonuses and interest.
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2009

51.0
466.5

1,403.1
1.303.7

3,224.3

(132.8)

-4.0%

2010

50.6
455.0

1.333.5
1.266.5

3,105.7

(118.6)

-3.7%

2011

50.4

447.1

1.366.8
1.273.1

3.137.4

31.7

1.0%

Propeny tax

m ~""$54.5

2012

50.1
458.7

1,336.2
1.157.4

3.002.5

(135.0)

-4.3%

2013

49.2
430.1

1.195.5
1.035.2

2,710,0

(292.4)

-9.7%

2014
47.9

404.0

1,006.2
905.4

2.363.4

(346.6)

-12.8%

2015

46.5

361.1

937.6

878.7

2016

46.0

367.5

875.6

860.9

2017

45.3
372.7

1,000.7

919.3

2.223.9 2,1499 2,337.9

(1.39.5)

-5.9%

(74.0)

-3.3%

188.0

8.79b



Crude Oil and Natural
Gas Production Taxes

All oil and gas production in Alaska
except the federal and state royalty
share and a small amount used for
production is subject to the states
production taxes and hazardous release
surcharges that are levied only on crude
oil. Taxes and surcharges are collected
on a monthly basis.

The New Petroleum Profits
Tax (PPT) For Crude Oil and
Natural Gas Production

In August 2006, the Alaska Legisla-
ture passed the Petroleum Profits Tax
(PPT), which made major changes to
the state’s production tax system. A
discussion of the PPT is also found in
the Executive Summary of this Rev-
enue Sources Book. I*Y 2006 was the
last year that production tax was levied
in accordance with the provisions of
the Economic Limit Factor (EIl.E)-
hascd tax. as discussed later.

Ilhe PPT isa significant departure from
the prior production tax system, based
on the ELK Ihe PPT isa tax based on
the “profits” ofan 95426743 1lis
retroactive to April 1, 2006. The ELE-
hascd system was based on the gross
production value of a specific propci ty.

Ilhe PPT starts with the value at the
point ol production, hut then subtracts
costs from the value ol production. By
subtracting costs from the value of pro-
duction, a company arrives at its "pro-
duction tax value,” a term very similar
in concept to a company's net income.
Ihe production tax value is multiplied
by the PPT tax rate -22.5%- to ailive
ai the base tax. Should the production
tax value exceed $40 per barrel of oil
pioduced 05 the equivalent in gas), the

Kill 2006 Revenue Sources Rook

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

The terms used in the equation are defined as follows:

Value = Volume of Oil and Gas Produced x Wellhead Value

Costs = Operating Expend!tuns + Capital Expenditures

Tax Rate - 22.5% +0,25% forevery $1 per barrel that this “net income” exceeds $40

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

Expenditures) + Base Allowance

tax rate increases 0.25% for every dol-
lar the per-barrel production tax value
is over $40.

A company's PP L liability is reduced to
the extent that it invests in equipment,
projects, or other items that are deemed
“capital expenditures." Capital expen-
ditures generally include costs related
to the purchase of drill rigs or other
equipment, infrastructure, exploration,
and facility expansion. lhese costs,
which arc capitalized on company
financial statements, are immediately
expenseil under tire PPT to arrive at
the production tax value. Capital costs
are eligible for a 20% credit against

the company’s PPT liability. In order
to protect the state from crediting
companies lor unmet maintenance
obligations, the legislature specifically
disallowed capital expenses up to $0.30
per hatrel under the PPT,

lhe 20% capital expenditure credit is
intended to encourage re-investment in

Alaska.

Two other significant credits round
out the PPT:
and the base allowance. Both credits
arc temporary, lasting 10 years or less,
and each has specific limitations on its
availability. llie transition credit allows
credits lor capital expenditures made
within 5 years prior to the enactment
of the PP L, hut requires current capital
investment. lhe base allowance isa
credit ol $12 million per year or less,

lhe transition credit

granted to small producers that have a
tax liability under the PP L Neither of
these credits can he used to reduce a
taxpayer’s liability to less rhan zero.

Kill .’ Olio Revenue Siiiik es Book « (I
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Comparing the New PPT
System with the Old ELF-
Bascd System

To help the viewer understand the dif-
ferences between the PPT and the ELF,
two sets of comparisons arc done: (1)
Fundamental Differences and (2) Rev-
enue Estimate differences. The focus is
on oil taxes because they represent the
vast majority of petroleum tax receipts.

i. Fundamental Differences Between
the PP L and the ELF'

Starting with the tax base, the PPT is
based on net value while the ELF was
based on gross value at the point of

production. The ELF system applied
statewide while the PPT has exceptions
for Cook Inlet and new production

areas.

The tax rate undet the PPT is 22.5%
plus a “progressivity tax" that increases
the overall rax rate based on the profit-
ability of the oil produced. The tax rate
under ELF was either 12.25% or 15%
depending on the age of the field.

Under the PPT, there are adjustments
to tax liability based on credits for
capital expenditures. Under the ELF
system, there was an adjustment to tax

Figure 4-5. Fundamental Differences Between PPT and ELF

Component
Tax base

Framework of tax

Geographical framework

Tax rate

Incentives

Tax return filing

Tax payments
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ELF-based system
Gross value of production

Property-specific

liability based on the fields ELF.

Taxpayers make monthly payments
under both systems. With the PPT,
there is an annual filing in which tiie
taxpayer makes any “final" tax pay-
ment based on annual tax liability” for
the previous calendar year. This annual
filing due date is March 31. Under the
ELF, there were monthly filings and no

annual filing requirements.

PPT-based system
Net value of production

Company-specific

Exceptions for Cook Inlet & new produc-

Tax applies statewide

12.25% for first 5 years, then 15%
(based on gross value of production)

tion areas

22.5% + progressivity tax (baaed on net

V13066004 1

Credit for capital expenditures, 20%

Small producer tax credit up to S 12 million

Economic Limit Factor (ELF). ()" (0%

Monthly
Monthly

New Area Development credit up to S6

million
Annual

Monthly



2. Revenue Estimate Differences Be-
tween the PPT and the ELF for Qil

Following is an example of how the
estimated PPT tax would compare

to the ELF-based tax in a typical year
with about 285 million barrels of oil
produced on the Noith Slope, and an
ANS West Coast sales price of $60 per
barrel.

As one can see from tlv: hypothetical
example, there are more calculations
with the PPT, and the tax liability is
higher. This example uses a price of
$60 per barrel and assumes certain

costs and credits. If the price was lower
or the costs were higher (or both),
results could be very different. In gen-
eral, the PPT is progressive while ELF
system was regressive. This means the
following: at higher prices tax liability
is higher under the PPT than under the
ELF. Under lower prices, tax liability
is higher under the ELF than the PPT.
This assumes the cost structure is the
same for both cases.

[-.ill 2006 Revenue Sources .Book

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

Coast ($ millions except where noted)

ELF Tax System

PPT Tax System

Value at point of production $13,750 Value at point ol production $13,750
Production tax rate 15% Minus upstream costs $2,460
Average economic limit factor 0.529 Production tax value $11,290
Effective production tax rate (ELF adjusted) 7.94% Tax rate 22.5%
Production tax total $1,092 Production base tax before credits $2,540

Divided by days/year 365 Progressivity tax $148

Production tax per day $2.99 Minus capital CC tr.n’sition credits & allowances $460
Production ttx total for year $2,228

Dilided by days/year 365

Production tax per day $6.10

I .ill 2<M)(t Revenue Suiiiccx Bonk =33
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The Old ELF-Based
Production Tax for Oil

lhe tax rate for oil depended on the
age of the field and the Economic
Limit Factor (ELE). The ELF depended
on total daily oil production and aver-
age daily per well production from each

producing field.

The statutory production tax rate on
oil was 12.25% of its value at the point
of production for the first five years of
field production and 15% thereafter.
There was a minimum tax of 80 cents
per taxable barrel.

The effective rax rate was calculated by
multiplying the statutory tax race, even
if it was the minimum 80 cents per
barrel, times the ELE The ELE formula
for oil production is shown in this hox.

ELF= | 1-(300xwells) |

volume

if the ELF were calculated separately
for each field (provided there was no
extraordinary discrepancy in the per
well productivity rates.)

In January 2005, the department aggre-
gated seven fields in the Prudhoe Bay
Unit. The decision to aggregate focused
on, among other things, the increasing
interdependence found in the engineer-
ing and operation of the fields.

Under both the ELF and the PPT, the
taxable value of oil is determined by de-
ducting allowable marine and pipeline
transportation costs from the destina-
tion value of the oil at its disposition
point. This point is defined as either

a third-party sale or delivery to the
producers own refinery. The destina-
tion value for most dispositions is tied
by regulation to the West Coast spot
price of ANS crude oil.

| ( 150c00 ¥ * 153333 j
1" volume

‘wells* is ine rerrber of e-cduorg 7it-Is inthe f@ ‘veli/re' a the total daily p-oducton forihe ’leld

The ITT formula resulted in lower
effective tax rates for smaller, low-pro-
ductiou fields and higher tax rates lor
larger, highly productive fields. There
was a unique EI.E for every combina-
tion ol total daily field production and
average daily per well production.

An examination of this formula icveals
that the EI.E was very sensitive to the
total volume. Under the law, il there
was economic interdependence be-
tween fields, the department had the
discretion to aggregate those fields

for purposes of the IT T calculation.
Ihat is, the volumes from more than
one field ended up in .l single ITT
calculation. That calculation may have
produced an ITT (and tax) for all the
combined fields that was higher than

F) « Fall 20110 Revenue Sources Book

| or Alaska, the problem with the
ELT-bused system was that the HIT
was declining, due to lower production
and smaller fields. As Figure 4-7 (next
page) reveals, future revenue from oil
would decrease-eveu if prices remained
high for two reasons: (1) declining oil
production and (2) a declining ELF.
which was based on field and well
productivity.

Hazardous Release Surcharge

Ihe Department of Administration,
Division ol Finance, monitors the bal-
ance of the Oil and | L.i"/arduus Sub-
stance Release Prevention and Response
Fund. lliis fund was created by the

legislature in 1986 to provide a “readily
available funding source to investigate,
contain, and clean up oil and hazard-
ous releases.” An amendment in 1994
divided the fund into two separate ac-
counts comprised of: (1) the Response
Account which requires a surcharge on
all oil production, except federal and
state royalty barrels, that may be used
to finance the state’s response to an oil
or hazardous substance release declared
a disaster by the governor; (2) the
Prevention Accotmr which isan addi-
tional surcharge on all oil production,
except federal and state royalty barrels,
that may be used for the clean up of ail
and hazardous substance releases not
declared a disaster by the Governor.
This account can also be used to fund
oil and hazardous substance release
prevention programs in Alaska.

With the passage of the PPT, the
Response surcharge (AS 43.55.201)
was changed from $.02 to $.01 and the
Prevention surcharge (AS 43.55.300)
was increased from $.03 to $.04. Both
of these changes are effective April |,
2006.

The Response surcharge is suspended
when the balance is equal to or exceeds
$50 million. As ofJune 30, 2006, the
cumulative balance ol the accounts was
$51.2 million.

Oil Royalties

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

production.

( feudally, the state issues leases based
on a competitive bonus bid system. It
has always letained a loyalty intcicst
iif.u least 12.5%, The vast majority of



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

LU

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

January 12, 2005. decision to aggregate seven fields in the Pnidlu ¢ Hay Unit for purposes ofcalculating the ELF. Pnul-

hoe Hay ELF, during the forecast period, includes the I'rudhoe Bay-salellites and Pt Mclntyre; the historical represents

only the ELF from Prudhoe Bay.

current production is from leases that
carry that rate. Some currently produc-
ing leases carry rates as lupll as 20%.
and some | \ascs also have a net profit-
share production agreement.

State oil and pas leases provide that
the state may take its oil royalty in
barrels (in-kind) or as a percentage ol
the production value (in-value/. In FY
2006, the suite took appioximately
61.000 barrels per day ol North Slope
production in-kiml and sold it to Flint
I lilts Resources Alaska, I.1.t for their
refinery at North Pole.

'lhe royalty oil taken in-value is valued
aecordinp to a formula usiiip a matkct

(") ANS West Gust prevailing value, per ISAAC:SS.1V I, is die immihlv average ol dally spm mariai pines reported by Flail's Oilgram. Kernels and

basket ol spot crude oil prices closely
approximating the ANS West Coast
spot price of oil less a transportation
allowance back to the lease. Royalties
arc based on a destination price— the
hiphei of the actual sales price or the
prevailinp value. Hie pipeline and
marine transportation costs ate de-
ducted Ironi the destination value to

detivc the taxable netback value ol tir
oil or pas.

Tclcrate Price Keporiing Scivices. Iliis piicc is published monthly ou the lic Division wehsiie vvssss i.ix.M aie.ak.us.
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Oil Price and
Production Forecast-

ing Methodology and
Assumptions

The forecasted value of the states
anticipated nil production is based on
projections of the destination market
price of oil and the cost of shipping oil
by pipeline and tanker to market. The
price forecast is the product ofa price
forecasting session that includes profes-
sionals from the Department of Rev-
enue, Department of Natural Resources,
Department of Libor, the Governors
Office of Management and Budget, the
Division ot Legislative Finance, the Uni-
versity of Alaska and industry experts.

To develop a production volume fore-
cast, the Department of Revenue uses
an engineering consultant in conjunc-
tion with assistance Horn the Alaska
Department of Natural Resources and
the Alaska Oil and Gas Conservation
<Commission. lhe statewide production
volume forecast is summed from projec-
tions of oil and gas production by field.

Methodology for Forecasting
Prices

16873869

Delphi technique to i reate its dflici.il
I'anicipants are asked

uses a modified

price forecast,
lot their piojcciiom lot West Texas
lutci mediate (W T1) crude oil lot three
cases alow case, a | ligli case, and a
Most Likely case. The pine that .tie
loicv.ist ate in constant 2006 doll.us.
The Department ot Revenue ptojects
tlicdillcreiiti.il between WTI1 and ANS
ami uses a projection of inflation to at-
riveat the nominal dollar forecast used
in this publication.

At the loiecastmg session, key topics
ate presented to assistAl , IS

I 1ill 210 Iti'W nm- Sum, o [timl.

in making their forecasts. For the fall
2006 forecast, the topics reviewed

were worldwide economic growrh, oil
demand, oil supply (for the countries
belonging to the Organization of Pe-
troleum Exporting Countries or OPEC
and non-OPEC countries), geopolitics
and prices (history, forecasts from other
organizations and results from the pre-

meeting solicitation).

The economics team compiled and
reviewed all results and chose the Most
Likely case for the official price fore-
cast for the years FY 2007 to I;Y 2013.
Beyond 2013, the projections were
very high and the department believed
they weic unrealistic given 146 years of
crude oil price history. Therefore, the
Low case scenario was selected for the
official long-term forecast and merged
with the Most Likely case scenario for
the earlier years. The result is the fore-
cast used in this publication.

Oil Price Forecast

Oil prices are arguably the most impor-
tant component in the determination
of state revenues. Using the sensitiv iiy
matrix we include in the appendices
section of this document, a "o change
in oil prices equates to a 0.?5% change
in General Fund unrestiicted revenues.
In compatison, a 1% change in crude
oil production volume icxults in a 0.5%
change in revenues. Both price and
volume of ANS are cleat'y important to
the State ol Alaska budget.

Many factors contribute to the pricing
ol oil on the world m.ukct. Iheteurc
the luiidaiucnt.il economic factors ol
supply and demand. Thete.tic geopoliti-
cal events, lhctcatcoihci lel.icd issues,
such as the impact of the liu.tnci.il sec
tor, and ofTefinery capac ity and conligu-
raiioii. and weather, that helpdcretmine
how oil is priced. These factots have all

laeeii considered in establishing out oil

price forecast; the major petroleum-re-
lated events of 200(> are described below,
followed bv an examination of supply
and demand projections.

Major Petroleum-Related
Events in 2006

For the majority of 2006, oil prices
remained at high levels. In July 2006,
the spot price of ANS crude oil reached
$75 per barrel, a record high price in
nominal terms. Brices for Alaska’s oil
stayed in the $70 range for more than
four months from mid-April through
August 2006, before starting their
gradual decline to their current price
range of $55 per barrel.

Tensions in Iran, Irag and Nigeria
contributed what analysts call a "fear
premium” to the cost of oil this past
summer. Market analysts speculate
that $10 to $20 of the high price ol oil
this summer was due to the fear pre-
mium from political tensions around

the globe.

Fears that the U.S. could experience a
hurricane season like the one in 2005
also contributed to high oil prices. The
summer of 2006 had, in lact, only one
hurricane that threatened to do any real
damage —Ftnesto— and it did nor even

teach the ( lull ol Mexico,

In August, British Petroleum au-
notinced it would he shutting in some
pioduction from Prudhoe Bay due to
pipeline corrosion problems. News ol
this disruption It.nl a minor, but notice-
able and immediate impact on the
price ol oil. Norib Slope supplies were
rcuoied mote quickly titan originally
piedicted, and the shutdown in con-
junction with other factors ceased to he
modi ofa factoi in setting oil pi ices.

With the easing ol political ami
vve.nher-iclatcd tensions, the price ol
nil lias dropped Iron) its Mimmcitimc



high of $75 and is currently in the
mid-$50 range. Analysts suggest that
the falling prices have been exacerbated
by the number of investors selling off
their futures contracts.

Short and Long Term De-
mand and Supply Projections

The International Energy Agency (IEA)
recently released its first medium-term
oil demand forecast for calendar years
2006-2011 They state that the past
few years of rising prices have resulted
in increased upstream spending which
is leading to supply increases. The IEA
expects non-OI'EC supplies, includ-
ing biofuels, to grow by 2% per year to
56.7 million barrels per day in 2011,
while OPEC supplies will rise by a total
of 10% (Ver the period to 36.6 million
ha* .is per day. The increased prices
are also tempering oil demand giowth.
They project world demand to gtow

at 2% per year to 93.7 million barrels
per day in 201 |I. China and the Middle
East are expected to contiibutc 45% of
the demand growth dm mg this period.

lhe U.S. Department ol Energy,
Energy Information Administration
(DOF.-EIA) likewise expects an annual
2% giowth in worldwide oil demand
and expects this until 2030. Neverthe-
less, due to higher relative oil prices,
(licit 2006 projections reduced oil’s
share of overall worldwide energy
demand. They anticipate worldwide
oil consumption to reach 91.6 million
battels a day in 2010 with most of the
demand giowth originating in develop-
ing count, ies, especially China.

The IEA suggests that most interna-
tional oil companies seem to he willing
to pioeecd on projects based on prices
in the $30 to $35 p«i baud tango,
while national oil companies seem to
be using a higher piice. The IEA itself
is utilizing an aw:..go teal impotr price

ofaround $55 per barrel for the period
2006-2011.

Current ANS Oil Market
Situation

Alaska North Slope crude prices topped
out at peak levels this past summer
with prices averaging $73.10 per barrel
in July 2006, For FY 2006, ANS aver-
aged $60.80 per barrel— a whopping
$17.40 per barrel over FY 2005. The
price of benchmark West Texas Inter-
mediate averaged just 0o’ t $63 per bar-
rel for June 2005-May 2006, implying
a FY 2006 average discount for ANS

of just over $2.20 per barrel. More
recently, the WTI-ANS differential has
widened to $4.75 per barrel. We believe
the market is adequately supplied with
a relative abundance of crude oil with

trading of ANS, lias helped to widen
the differential.
ANS prices track the OPEC price

basket ol internationally traded crude
oils and tend to be priced higher than
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the basket. The OPEC basket is the
benchmark that OPEC uses to gauge
prices for the organization. ANS typi-
cally sells in direct competition with
other waterborne crude oils from Latin
America, Asia and the Middle East for
delivery to U.S. West Coast refiners in
Washington, California and Hawaii.

With our official price scenario we
believe that global economic growth
is slowing but remains strong. We
assume that oil will continue to be

a competitive energy resource. Ami
finally, we forecast that the current
high price environment will encourage
OPEC and non-OPEC oil-producing
countries to continue to explore ways
to increase production from existing
facilities and to seek out new produc-

tion opportunities.

Figure 4-H. Fall 2006 ()flicial, Low & Iliglt ANS 1Til Price Scenarios
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Factors that could lead to lower or
higher prices are:

ljiw-I"ricc Scenari

= Chinas internal economic growth
slows as does its export growth and
energy consumption.

= The price effect from higher oil prices
leads to lower overall worldwide ail

consumption.

= Crude oil production capacity in-
creases more rapidly than nticipated.

e OPEC does not successfully imple-
ment oil production quotas or price

lloors.

= Wocatht' effects moderate demand by
reducing temperature extremes with
110 production interruptions.

= World peace reduces risk related price

premiums.

= Premiums related to financial hedges
on oil lutuics are reduced or disap-
pear.

« Crude oil production worldwide
increases as a result of recent invest-
ment activity.

= lIraq oil production and exports
increase.

Iliglt-Price Scenario

= Political unrest in the Middle Past.
Nigeria and elsewhere continues and
periodically results in supply disrup-
tions.

= Economic growth in China and other
emerging economies continues at
high rates.

= OPEC isable m institute and main
tain oil pmduuion quotas or price
Hoots.

= Wotldwide oil production does not
inctease as expected and lags demand.

= We.uhei-iel.ued production shortages

tS ¢ |1.ill 2006 Revenue .Vmiico Bool.

and/or demand increases continue.

< Financial markets continue to exert
artificial price wedges in oil futures.

< No or limited growth in spare crude
oil production capacity.

= Technolog)' does not become a driv-
ing force in long-term supply.

In this forecast, we increased our ANS
oil prices for the period FY 2014-be-
yond, to $41.50 per barrel increasing
witlt inflation, front $25.50 per barrel in
the Spring 2006 Revenue Sources Book,
This follows the departments protocol
that participants in a price forecast-

ing Delphi elected to change long-run
prices from the prior two consecutive
fall forecasts. The inflation rate is 2.75%
per year based on Callan Associates Inc.
five-year capital market assumptions. In
addition to changing the long-run price,
the number of years the price is forecast
- before the long-run price begins - has
also been changed. We now forecast
seven (7) individual years. Earlier edi-
tions only forecast three (3) years.

Transportation and
Other Production
Costs

Taxpayers deduct marine transportation
costs, Trans-Alaska Pipeline System and
feeder pipeline tatills and other costs to
determine an ANS wellhead price. The
wellhead pi ice is the basis for state pro-
duction tax and loyalty payments.

Transportation Costs

The mandated replacement n! vessels
without double bulls with new, mote
expensive double hulled vessels, and the
continued use of smaller qualified vessels
to replace l.uger vessels teiiied by com-
pliance with the Federal Pollution Act of

1990 is likely to increase transportation
costs in the future.

Trans-Alaska Pipeline System
(TAPS) Tariffs

The TAPS tariff is determined according
to the TAPS Settlement Methodology,
a rate-making method approved by the
Federal Energy Regulatory Commission
that allows the TAPS owners to recover
their costs, including an allowance for
profit. Under the agreement, future
tariffs will he determined by operat-

ing cost trends, the production rate

and inflation. Preliminary negotiations
between the state and pipeline owners
have already started to revisit the TAPS
Settlement Method, which is scheduled
to expire December 31, 2011

TAPS tariffs are filed on a calendar year
basis, with new tariffs taking eflect Janu-
ary leach year. The weighted average
tariff filing for calendar year 2006 is
$4.06 per barrel. The fill 2006 forecast
assumptions in Figure 4-9 (next page)
contain projected tariffs for FY 2007-
20)7.

Feeder Pipeline and Other
Adjustments

Additional transportation costs are also
incurred to move the various etude oils
tha comprise ANS from North Slope
production fields to Pump Station No.
| of the Trans-Alaska Pipeline System.
These include both feeder pipeline

i barges and other cost adjustments to
account lot thcdiflcicnt qualities of oil
entering the Notili Slope pipelines as
well as maiket-locatiou differentials tin
in state ".ties. See Figute 4-9 on page 39.

Wellhead Price

The combination of ANS wellhead
value and production volume lonn the



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

Fiscal Year(> 2007 2008
ANS West Coast
. 59.15 51.25
Price
ANS Marine
) 1.76 1.79
Transportation
TAPS Tariff 4.38 411
Other
Deductions & 0.67 0.38
ZWijustments1l
ANS wellhead 52.35 44.97

2009

49.50

1.84

2.36

0.46

44.84

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

2010 2011 2012 2013
49.00 50.00 47.50 45.00
1.89 194 1.99 2.04
2.43 2.48 2.53 2.57
0.58 0.60 0.7.3 0.77
44.09 44.98 42.24 39.62
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2014 2015 2016 2017
41.50 42.50 43.50 44.50
2.09 214 2.19 2.24
271 2.84 2.92 3.01
0.82 0.86 0.88 0.91
35.88 36.66 37.51 38.34

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

basis for both state production taxes and
royalties. The wellhead value is calcu-
lated by subtracting the relevant marine
transportation and pipeline tariffcosts
(as well as adjustments for North Slope
feeder pipelines and pipeline quality
bank) from the appropriate destination
value. Figure 4-9 reflects this calculation
for FY 2007-2017.

Crude Oil Production

For the fall 2006 forecast, we continue
to make adjustments to our production
expectations from the Noith Slope. In
the near term, we have incorporated
revised reservoir performance analysis
on declining fields, reviewed the un-
certainty associated with the pace ami
scope ol developing satellite fields and
re-evaluated downtime for all fields due
to cmtent pipeline closures and related
corrosion testing on the North Slope.
For the longer temt, we have delayed
Point Thomson and associated satellite
one year to maintain out assumed ten
year lead time for development.

Dm FY 2007 ANS ptodtu tion ftnecast
has been tevised downward to 740.000
bands per day, which isa 12% dectease
linm the M S,000 barrels per day pro-
duced in FY 2006. Ibis tellects volume

reductions from numerous unplanned
events, including pipeline corrosion
problems at Prudhoe Bay, Lishurne and

Milne Point.

Ihe North Slope is a mature oil province
that is in decline. Its aging infrastruc-
ture will likely have additional prob-
lems as we look into the future and the
harsh environment ol the North Slope
amplifies the likelihood ol other occur-
rences. In addition, the development of
fields containing viscous oil is providing
challenges to the oil industry. lhese two
factors |
forecast and ate the teasons lor loiecns,-

been incorporated into our

ing lower near term volumes.

We characterize North Slope production
three ways, each with discrete, albeit
estimated confidence lewvels: (1) cur*
ic'tuly producing, (2) currently under
development and (3) cuitently muict
evaluation. We do this so that the reader
will have an understanding about the
ui'ceriainty associated with the produc-
tion forecast. We continue to forecast
production of only those resetves that
have alieady been discovered and at
minimum are being evaluated lot devel-
opment.

Currently Producing

Production characterized as “currently
producing" includes baseline produc-
tion and presumes a continued level of
expenditure sufficient to promote safe,
environmentally sound operations.
Such expenditures in dude the follow-
ing: well diagnostic and remedial work,
data acquisition and rate-enhancing
expenditures such as perforating, acid
stimulation, well workovers, fracture
treatments, artificial lift optimization
and production profile optimiza-

tion. Ibis category of production also
presumes continued gas and watei
injection for pressure support. Based on
historical forecasting performance, we
assign a 98% confidence level for the
current fiscal yeai and between 90% to
95% throughout the temainderol out
forecast period.

Currently Under
Development

Production characterized as "cuttcnily
underdevelopment” is based on new
projects cuitently funded and in the
design/construction phase, as well as de-
velopment drilling and enhanced oil tc-
lovery (niiscibleor immiscible injection)

lall 201)6 Revenue Sniiices Bonk « P*
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projects, currently funded or underway,
hut not included in the “currently pro-
ducing" category. It also includes incre-
mental oil expected from the long-term
gas cap water injection project at Prud-
hoe Bay and the low salinity waterflood
at Endicott. Examples of production
“currentlyunderdevelopment” include
the Fiord Kuparuk and Nanuq Kuparuk
satellites at Alpine, near Beaufort fields
Oooguruk and Nikaitchuqg, J-Pad and
K-Pad development at West Sak, near
term planned drilling at Milne point
and Schrader Bluffand certain satellite
development at Prudhoe Bay.

For the fall forecast, we have again
slowed the pace of development at

all heavy oil fields to allow continued
mitigation of challenging commercial
and technical issues. Because of timing
and scope uncertainty, our subjective
confidence for ibis category of produc-

tion isapproximately 80-85%.

Currently Under Evaluation

Production characterized as “currently
under evaluation" includes technically
viable projects currently in the “pencil
sharpening” stage where engineer-

ing, cost, risk and reward are all being
actively evaluated. These projects are all
currently unfunded by the operators but
have a high chance of being brought

to fruition. 7hcy include enhanced oil
recovery at certain satellite fields, devel-
opment drilling outside the core areas at
West Sak and Schrader Bluff, expanded
development at Prudhoe Bay satellites
Orion, Polaris and Borealis and Alpine
West and Qannik development in the
Colville River unit. Also included in this
category are NPR-A development, Point
'lhomson, Liberty and development of
other known onshore discoveries. Al-
though operator BP is currently evaluat-
ing technologies associated with devel-
oping the vast viscous oil accumulation
known as Ugnu. we tlo not forecast am
production front that field.

Regarding NPR-A, we are forecasting
production from four small “puddles”
in the vicinity of known discoveries
currently named Lookout”, “Mooses
Tooth", "Spark™ and "Rendezvous".
Since these discoveries have been an-
nounced, there has been ongoing explo-
ration outside the boundaries of these
accumulations, and explorers continue
to push lurther west in search of new
tlevelopment opportunitics.

Confidence levels vary for this cat-
egory ol production. Certain heavy oil
development drilling for Schrader BIuff,
Orion or West Sak in FY 2007 might
have confidence levc. approaching that
of “production under development".
Offshore developments such as Liberty,
or potentially high cost, scope-chal-
lenged developments such as Point
Ilhomson probably deserve lower confi-
dence, and our subjective assessment is
in the 70%-75% range. All production
from this category is subject to delays
and scope changes that might impact
reserves or production rates.

Figure 4-10. Alaska North Slope Production, FY 1996-2006 and Forecasted FY 2007-2017

loot. 2000
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Figure 4-11. Alaska Crude Oil and NG L Production, FY 2006 and Forecast 2007-2008 (millions barrels/day)

Alaska North Slope FY 2006 FY 2007 FY 2008

Prudhoe Daym 0.340 0.280 0.301

Aurora 0.009 0.012 0.013

Borealis 0.017 0.017 0.017

Midnight Sun 0.006 0.005 0.005

Orion 0.007 0.009 0.012

Polaris 0.003 0.002 0.006

l.isburnc 0.009 0.009 0.011

Niaktik 0.006 0.004 0.004

Point McIntyre 0.033 0.015 0.027

Raven 0.001 0.002 0.001

Kuparuk 0.134 0.119 0.116

Mcltwater 0.005 0.003 0.003

Tabasco 0.004 0.004 0.003

Tarn 0.020 0.019 0.017

West Sak 0.01.» 0.019 0.030

Milne Point 0.025 0.021 0.024

Schrader Blulf 0.016 0.010 0.013

Hndicott 0.019 0.016 0.015

Badami 0.001 0.001 0.001

Alpine"’ 0.123 0.106 0.090

Fiord 0.000 0.010 0.019

Nanui) 0.000 0.005 0.012

Oooguruk 0.000 0.000 0.0003
Nonhst.it™’ 0.056 0.05! 0.039

Total Alaska North Slope 0.845 0.710 0.782
intreasc/ilccnrasc from prior period (0.072) (0.105) 0.043

‘Ili change from prior period -7.%)"i -12.4% 5.8%
(>>nk Inlet 0.018 0.017 0.016
increase/decrease from prior period (0.002) (0.001) (0.001)
“i>change front ptior period -9.0",", -5.9"%i -7.0"i
Total Alaska 0.863 0.756 0.798
iiutcase/dectcase from prior year (0.0534) (0.1070) 0.0415

% change Itum prior period -5,3'Ni *12.4% 5.5%

(1) Includes NClls (3) In<holes Q.innik (5) Ini holes Nanm|-Kuparuk
(2) ho holes West Ni.'tiuk (4) Inchules Tiurd-Ktiparuk (0) Includes t)( iS Pmduttiim
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Petroleum Property
Tax

An annual tax is levied each year on the
full and true value of property taxable
under AS 43.56. 'Hie tax on oil and gas
property is the only statewide properly
tax. The valuation procedure for three
distinct classes of property— explora-
tion, production and pipeline transpor-
tation— is described below.

Exploration Property

Value is based on the estimated price
tliar the property would bring in an
open market under prevailing market
conditions in a sale between a will-
ing seller and a willing buyer, both
conversant with the property and with
prevailing general price levels.

Ihe state appraiser gathers raw data for
determining market value by reviewing
the details of equipment sales, attend-
ing auctions and reviewing trade jour-
nals. This data is then applied ro the
taxable property, taking into account
age, capacity, physical and functional
obsolescence.

Production Property

Value is determined on the basis of re-
placement cost less depreciation, based
on the economic life of the proven

reserves.

In the case of an offshore oil or gas
platform or onshore facility, the num-
ber of years of useful life is determined
by estimating the date the facility
reaches its economic limit, not on the
basis of the projected physical life of
the property. The time period until the
estimated operating revenue would
equal operating expenses plus the cur-
rent age of the facility equals the total
life. The depreciation factor for the
facility equals the years of remaining
life divided by the total life.

Pipeline Transportation
Property

The full and true v. Itie of taxable
pipeline property is determined with
due regard to the economic value of
the property based on the estimated
life ol the proven reserves of gas or
unrefined oil that will be transported
by the pipeline. We rely upon several

standard appraisal techniques to value
Alaska pipelines. When market rents
are available, we primarily rely on the
income method under which the value
is the net present worth of all future
income streams of the pipeline. When
rents are constrained by the regulatory
process or when market rents cannot be
obtained, we primarily rely on replace-
ment cost less depreciation based on
the economic life of the reserves that
feed the pipeline. The Trans-Alaska
Pipeline from Prudhoe Bay represents
more than 95% of Alaska’s taxable
pipeline transportation property,

Figure 4-12 illustrates the property tax
distribution between local communities
and the state for FY 2006. The proper-
ty value is assessed by the stare. A local
tax is levied on the state’s assessed value
for oil and gas property within a city
or borough, and is subject to the local
property rax limitations established in
AS 29.45.080 and AS 29.45.100. The
state’s mill rate is effectively 20 mills
minus the local race.

Figure 4-12. Distribution of Petroleum Property Tax, FYO6 (S million)(l)

Municipalities
North Slope
Unorganized

Valdez
Kenai
Fairbanks
Anchorage
Other Municipalities'

Total

Gross Tax Local Share
209.1 199.2
375 0.0
18.3 18.3
111 7.0
7.6 5.8
4.0 31
0.2 0.1
287.8 233.5

Stale Share

9.9
37.5
0.0

4.1

1.8

1.0

0.1

54.3

(1) Amounts shown here do not include the supplemental property tax roll and as a lesult may not
exactly match data presented elsewhere in this hook or in the Tax |1vision's FY 2006 Annual Report.
(2) Includes Matanuska-Susitna Borough, C.ordnva and Whittier.
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Petroleum Corporate Income
Tax

Alaska levies corporate income tax in
two ways: one that applies to oil and
gas corporations and one that appPes
to corporations other than oil and gas
corporations. Forecasts and discussion
of the corporate income tax as applied
to corporations other than oil and gas
corporations can he found in the Other
Revenue section of this forecast.

An oil and gas corporation’s Alaska in-
come tax depends on the relative size ol
its Alaska and worldwide activities and
the corporation’s total worldwide net
earnings. The corporation’s Alaska tax-
able income is derived by apportioning
its worldwide taxable income to Alaska
based on the average of three factors as
they pertain to the corporation’s Alaska
operations: (1) tariffs and sales, (2) oil
and gas production and (3) oil and gas
property.

Historically, oil and gas corporate
income tax revenue has varied greatly
along with oil prices and oil industry
profits. In FY 1982, revenue from this
tax was $668.9 million. As recently as
FY 1994, the oil and gas corporate in-
come tax generated a mere $17.8 mil-
lion. For the past three years, revenues

from rhc oil and gas corporate income
tax have risen along with oil prices and
oil industry profits, generating $661.1
million in FY 2006— the highest level
for collections since the early 1980's.

We produce our forecast of oil and gas
corporate income tax collections by
using an economic model. The statisti-
cal relationship between historical tax
payments, crude oil prices, North Slope
oil production and refinery margins are
used to estimate corporate income tax
payments. We then adjust for refunds
and carry-forwards which cause tctual
collections to differ from paynu nts.
Estimated payments so far in FY 2007
have been strong, and we project

that for the full fiscal year oil and gas
corporate income tax collections will be
close to the FY 2006 <oral. In FY 2008,
we expect a 25% decline in collections
due to declining oil prices and refining

margins.

Restricted Oil Revenue

According to Article IX, Section 15 of
the Alaska Constitution, a minimum
of 25% ofall mineral lease rentals,
royalties, royalty sale proceeds, federal
mineral revenue sharing payments and
bonuses received by the state must he

Falj 2006 Revenue Sources Book’

deposited into the Alask: Permanent
Fund. In addition, AS 37.14.110
requires a contribution of 0.5% ofall
royalties and bonuses to the Public
School Fund Trust. Settlements with

or judgments against the oil industry
involving tax and royalty disputes must
be deposited in the Constitutional
Budget Reserve Fund (CBRF).

The state is entitled to 50% ofall
bonuses, rents and royalties from oil
development activity in the federal
NPR-A. All such revenue flows into
the NPR-A Special Revenue Fund. All
of the revenue in the fund each year

is available for appropriation in the
form ofgrants to municipalities that
demonstrate present oi future impact
from NPR-A oil development. O f the
revenue not appropriated to the mu-
nicipalities, 25% goes to the Permanent
Fund, 0.5% goes to the Public School
Trust Fund, and the rest may be appro-
priated to the Power Cost Equalization
and Rural Electric Capitalization Fund.
Any remaining revenue after these
appropriations lapses into the General
Fund.

The table below reflects restricted oil

and gas revenue.

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

Restricted FT 2006
Royalties to Permanent Fund tk School Fund
Royalties, bonuses Ik rents to Permanent Fund 599.5
Royalties, bonuses & rents to School Fund 12.0
Subtotal 611.5
Settlements to CBRF 43.7
N I’RA royalties, rents & bonuses 2.9
658.1

Total Restricted

FY 2007 IT 2008
504.7 442.0
13.9 5.8
518.6 447.8
90.0 20.0
6.4 7.6
615.0 475.4
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5. Other Revenue
(Except Federal & Investment)

Figure 5-1. FY 2006 Other Revenue (Except Federal & Investment) $1.0 billion

S1l1
?::17\,/}/?18%8 F
b.

s9 &
1X -«  IMWV14

$8

$10

$7
$6
$5
s4
s3
$2

Sl
Unrestricted $0.5 billion
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Figure 5-2. Total Other Revenue (Except Federal & Investment), FY 2006 and Forecasted FY 2007-2008 ($ million)

Unrestricted
Taxes

Charges for services
Fines &C forfeitures
Licenses & permits

Rents & royalties

Other

Total unrestricted

Restricted

Taxes

Charges lor services
Fines & forfeitures
Licenses & permits
Rents & royalties

Oth.r

Total restricted

Subtotal Other Revenue

General Discussion

Income from sources other than oil, state
investments and federal receipts includes
non-oil taxes, charges for services, lines
and forfeitures, licenses and permits, rents
and loyalties and other revenue sources.
lhese revenue sources are divided be-
tween unrestricted and restricted rev-
enues; the amounts of each ate tellected
in Figures 5-2 through 5-8 throughout
this chapter. Restricted revenue includes
money deposited in funds other than the
UmestrictedClenei.il Fund, hot pur-
poses of this forecast, restricted revenues
also include receipts that the legislature
customarily appropriates or sets aside for

IO« lall 2006 Revenue Sources Book

History Forecast
FY 2006 FY 2007 FY 2008
327.6 347.9 344.9
231 231 23.1
8.5 10.3 10.3
41.9 44.1 44.9
8.8 9.4 9.5
40.6 22.0 20.5
450.5 456.8 153.2
86.3 84.7 128.8
225.0 235.8 239.6
21.0 20.1 30.6
30.6 371 37.5
5.9 5.9 5.9
156.7 100.4 176.7
525.5 484.0 619.1
97( O 940.8 1.072.3

a particular purpose or program, such as
sharing of fish tax revenue with munici-

palities.

Other Taxes

Alcoholic Beverages lax

Alcoholic beverage taxes are collected
primarily from wholesalers and distribu-

totsof alcoholic beverages sold in Alaska.

Since October 1, 2002, the pcr-gallou
tax rates on alcoholic bevetagcs base
been S1.07 for beer, $2,50 lor wine
and $12.80 lor liquor. Qualifying small

brewers pay tax it a rate of $0.35 per
gallon for beer. Revenue is deposited into
the General Fund. Fifty percent of the
revenue is directed to a sublimd of the
General Fund, the Alcohol and Other
Drug Abuse Treatment and Prevention
Fund, and is treated as restricted in this
forecast.

Over the past 10 years, alcohol consump-
tion has grown ar an average annual rate
of0.9% for beer, 3,5% for wine, and
2.4% lor liquor. We forecast that con
sumption will continue to grow at these
historical average rates



Charitable Gaming

Under Alaska law, municipalities and
qualified nonprofit organizations may
conduct certain charitable gaming
activities. The purpose of these activities
is to derive public benefit in the form of
money for the charities and revenues for
the state. The Department of Revenue
collects permit and license fees, a 1% net
proceeds fee and a 3% pull-tab tax. We
forecast that revenues from charitable
gaming activity will show little change
over the next two fiscal years.

Corporate Income Tax

Alaska levies corporate income tax in
two ways: one that applies to oil and

gas corporations and one that applies

to corporations other than oil and gas
corporations. Forecasts and discussion of
the corporate income tax as applied to
oil and gas corporations can be found in
the Oil Reselute section of this forecast.

Alaska levies the Corporate Net Income
lax on net income of corporations
that do business in the state and derive
income from sources within Alaska.
Corporate tax rates are graduated from
1% t0 9.4% in $10,000 increments of
Alaska taxable income; the maximum
tate ot 9.4% applies to taxable income
over $90,000. S-Corpotations and
LI1.Cs that file federally as partnerships
are generally exempt from corporation
income tax. Corporations compute
their tax liability based on federal tax-
able income with Alaska adjustments.
Corporations other than oil and gas
corporations apportion their income to
Alaska by using a three-factor appor-
tionment based on sales, property and
payroll. Taxpayers determine Alaska
taxable income by applying their ap
portionmi'iu factor to the corporation’s
modified federal taxable income ot the
Water's | dge ( ombitted ( Iroup.

Over the past few years, income tax
revenue limit corporations other than

oil and gas corporations has increased
significantly. In FY 20i}4, revenue ftom
the tax was $39.6 million. By FY 2006
revenue increased to $137.6 million.
We produce our forecast of non-petro-
lcum corporate income tax collections
by using an economic model. The
statistical relationship between histori-
cal tax payments, corporate profits and
crude oil prices are used as input to es-
timate corporate income tax payments.
Corporate profits arc used because they
help determine tax liability and crude
oil prices are used because the price of
oil impacts company profitability in
many economic sectors in Alaska. Alter
forecastiag estimated payments, we
then adjust for refunds and carry-for-
wards which cause actual collections to
differ from payments. Revenues should
remain at historically high levels, as
continued growth in corporate prof-
its is balanced by declining prices fot
North Slope crude oil.

Commercial Passenger Vessel
Taxes

In August 2006, Alaska voters approved
Ballot Measure 2. This initiative imposes
new taxes and fees on commetcial pas-
senger vessels including:

< A per-passenger tax of $46 on com-
mercial vessels with 250 or mote
berths. Revenues evill bedej tsitcd
into a subfund ol the General Fund,
the Gonmierciat Vessel Passenger Tax
Account. $5 ol the tax will be distiib-
uted to each of the litst five poits of
call, and an additional 25% of the tax
will be designated lot other local guv -
ernments impacted by the ctuise ship
industry. The entire* p tssengei tax is
considered testticted lor purposes ol
titis forecast.

« An additional pet berth feeol $4 to
openin' the Ocean Raugei ptogiam.
which provides lot independent oh
setvers ol engineering, sanitation and
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health practices. This fee is consid-
ered restricted and is included in the
“Charges for Services” section of this
forecast.

e A tax of 33% on the adjusted gross
income from gaming or gambling
activities aboard large passenger
vessels in the state. Revenues will be
deposited into a subfund of the Gen-
eral Fund, the Commercial Vessel
Passenger Tax Account, and will be
considered restricted for purposes of
this forecast.

= Companies operating large com-
mercial passenger vessels will now
be subject to the Alaska corporate
income tax. Any incremental cor-
porate income tax revenue will be
unrestricted General Fund revenue.

< New penalties for violations related to
false reporting, cnvironmcecn.nl regula-
tions and disclosures on promotions
and shore* side activity s ties, Revenue
from these provisions will be reflected
in the "Fines and Forfeitures" section
of this forecast.

For this forecast, the $46 per-passenger
tax and $4 berth fee are expected to
generate revenue beginning in I;Y 2008
(based on the 2007 tourist season). Our
forecasts are based on an expectation

01 949,000 eligible ship passengers and
049,0(10 eligible ship sailing berths.
1)ue to uncertainties and lack ol data,
estimates of revenue ftom the gambling
activity tax, corporate income taxes, and
penalties ate not reflected in the Fall
2006 forecast.

Blcctric Cooperative and
Telephone Cooperative Taxes

The electtit cooperative tax is based

on kilowatt hums furnished by quali-
fied electric cooperatives recognized
mulct Title I()ol the Alaska statutes,
Ibe telephone cooperative tax is levied
on gross revenue ol qualified telephone

Fall .'tlllo Revenue 5niii.es Book 0’
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cooperatives under Title 10. Revenue
from cooperatives located in municipali-
ties is treated as restricted revenue in rliis
forecast because it is shared 100% with
the municipalities. The small amount

ot revenue collected from cooperatives
outside municipalities is retained by

the state. We forecast little change in
revenues from the electric and telephone
cooperative taxes over the next two fiscal

years.
Estate Tax

The estate tax is levied on the transfer
ofan estate upon death. Tire Alaska
estate tax is tied to the federal tax, with
tire amount of the state rax equaling
the maximum state credit allowed on
the estate’s federal return. All revenue
derived from estate taxes is deposited in
the General Fund.

As a result of changes to the federal es-
tate tax, the Alaska estate tax was phased
out completely beginning January 1,
2005. liowever, revenues continued in
FY 2006 because of the 15-month filing
period. Tire federal estate tax changes
that caused the state tax to phase out

are currently scheduled to sunset after
December 31, 2010. We forecast no rev-
enue front the estate tax until FY 2012.

Fisheries Business Tax

Ihe fisheries business tax is levied on
businesses that process or export fisheries
resources from Alaska. Although the tax
usually is levied on the act ol processing,
tin tax is often referred to as a "raw fish
tax" because it :s hased on the value of
the taw fisher) tesource. lax rates vary
from 1% to 5%. depending on whether
a fishery resource is classified as “estab-
lished" or 'developing.” and whether ir
was pioccsscd hy an on-shore or float-
ing processor. Revenue from the rax is
deposited in the General Fund, I'iliy
percent ol the revenue (beloie credits) is
shared (o qualified municipalities, and is
treated as restricted in this forecast.

til mfall 2606 Revenue Sotiiccs lluok

Our forecast is based on estimated Tax
able values of tire major fisheries in the
state and historical effective rax rates.
Fisheries business tax revenue retained
by the state is adjusted by a forecast of
tax credits, including Salmon Product
Development and Utilization credits,
which apply only to the state portion of

the tax.

Fishery Resource Lauding
Tax

The fishery resource landing tax is levied
on fishery resources processed outside
and first landed in Alaska, and is based
on tire unprocessed statewide average
value ol tire resource. The tax is collected
primarily from factory trawlers and
floating; processors that process fishery
resources outside the state’s 3-mile limit
and bring their products into Alaska for
shipment. Tire tax rates vary from 1%

to 3%, based on whether the resource

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

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

Our forecast is based on estimated tax-
able values of tire nrajoi fisheries in the
state and historical effective tax rates.
Fisheries business tax revenue ictained
hy the state is adjusted hy a forecast of
tax credits which apply only to the state
portion ol the tax.

Insurance Premium Fax

Insurance companies in Alaska do not
pay corporate income tax, sales nr other
ex.ise taxes. Instead, they pay an incur
mice premium tax. Revenue is deposited
into the General Fund and for most
types of insurance, the tax is treated

as unrestricted tevenue. | lowever. the
premium tax on workers tonipettvition
insurance is deposited a subfund ol the
General Fund, the Workers Safety and

( ompeiis.uion Fund, and is reflected as

restricted in this forecast, flie restricted
component also includes service fees
paid into the Workers Safety and Com-
pensation Fund by employers who are
uninsured or self-insured.

Our forecast is based on the expectations
of the Department of Commerce, Com-
munity and Economic Development’s
Division of Insurance, which adminis-
ters the insurance premium tax. and the
Department of Labor and Workforce
Development’s Workers Compensation
Division, which collects worker's com-

pensation service fees.

Mining License lax

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

Mining licen e tax revenues set a rccr !
in FY 2006, benefiting from strong min-
erals prices in calendar year 2005. Min-
erals pi ices ini leased again in calendar
year 2006 and we are foicc.istili™ that

FY 2007 will be another year of rccoid
collections lor the mining license tax.
Minerals prices are expected to moderate
in the 200/ tax year, leading to collec-
tions that are slightly lower in FY 2008
hilt still well above historical levels. ( )ur
forecast is produced using a hottom-up
appioach that estimates tax payments
fin each of the major mines in the state
hased on expected minerals prices and

production.

M otor Fuel Tax

The motor fuel tax is imposed on all
motor fuel sold, transferred ui used
within Alaska. Gin tent per gallon rates
are 8 cents loi highway use, 5 cents
lor marine fuel, 4.7 cents lot aviation
gasoline. 3.2 cents tor jet fuel, and a



rate of 8 cents or 2 cents for gasohol,
depending on the season, location and
I'.PA mandate. Motor fuel raxes arc col-
lected primarily from wholesalers and
distributors licensed as qualified dealers.
Various uses of fuel are exempt from tax,
including fuel used for heating or lligbts
to or from a foreign country. All revenue
derived from motor fuel taxes is depos-
ited in the General Fund. Sixty percent
of the taxes attributable to aviation fuel
sale- at municipal airports arc shared
with the respective municipalities, and
are treated as restricted for purposes of
this forecast.

Our forecast for motor fuel tax revenue
is based on Energy Information Agency
projections for U.S. motor fuel con-

sumption.

Tire Fee

Ihe tire fee has two components. The
first component is a tax of $2.50 on
all new tires sold in Alaska for motor
vehicles intended for highway use. The
second component is an additional $i
fee per tire on all new tires with heavy
studs sold in Alaska, and a $5 fee per tire
on the installation ol heavy studs on a
previously un-studdcd tire.

Our forecast ol tire fee revenue is based
on the expected number of vehicle regis-
trations in the state.

Seafood Assessments and
Taxes

ie Department ol Revenue administers
five different programs that raise money
through seafood assessments. The rates
for thes* assessments are determined
try a vote of the apptoptiate associa-
tion within the seafood industry or hy
members ol the Alaska Sealood Market-

ing Institute.
The lire programs ate:

= The seafood marketing assessment,
which applies to all seafood products

made or first landed in Alaska and all
unprocessed products exported from
Alaska.

= The dive fishery management assess-
ment, which is levied on the value of
fishery resources taken using dive gear
in a designated management area.

= Hie regional seafood development
tax, which is levied on the value of
fishery resources in a designated man-

agement area.

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

Although revenue received under these
assessments is deposited in the General
Fund, funds are treated as restricted rev-
enue in this forecast because they are set
aside for the legislature to appropriate
for the benefit of the seafood industry,
either in marketing or in management/
development of the industry.

Our salmon enhancement tax forecast is
based on estimated taxable value of the
salmon fishery in the state and histori-
cal effective tax rates. All other seafood
assessments are reflected as receipt sup-
ported services under the Charges for
Services section ol this forecast and are
not forccas' individually.

Tobacco lax

llu’ tobacco tax is levied on cigarettes
and tobacco produc , sold, imported ot
transferred into Alaska. Tobacco taxes
are collected piimarily from licensed
wholesalers and distributors. lhere.lie
two components to the tobacco tax:

ihe cigarette tax and the other tobacco
products tax.

The tax rate on cigarettes was increased
from $1.60 to $1.80 per p ick on July

1, 2006 and will increase to $2.00 pei
pack on Inly I, 2U07. Ofthccigatcite
tax, $0.76 per pat k is deposited into the
School Fund, and is considered restrict-
ed revenue. All cigarette and tobacco

Fail 2006 Revenue bouu.es Rook

products license fees are also deposited
in the School Fund. The remainder of
the cigarette tax revenue is deposited
into the General Fund, with incremental
revenues as a result of the July 1, 2006
and July 1, 2007 tax rate increases going
entirely to the General Fund (the $0.76
per pack to the School Fund will not
change). O f the General Fund portion,
8.9% is deposited into a subfund of the
General Fund, the Tobacco Use Educa-
tion and Cessation Fund, and is treated
as restricted in this forecast.

The tax rate on other tobacco products-
such as cigars and chewing tobacco-is
75% of .lie wholesale price and is depos-
ited entirely in the General Fund.

Our cigarette tax forecasts assume that
consumption will’ dine on average 4%
annually. We s expect some redm -
turn in consumption due to the effects
of higher prices caused by the July 1,
2006 and July 1, 2007 tax increases.
Moderate increases in wholesale prices
and consumption should help other
tobacco produc.s tax revenue continue
to increase at the 10-year average rate of

about 4% annually.

Vehicle Rental Tax

The vehicle rental tax isa 10% tax on
passenger vehicle icntals of 90 days or
less, and a 3% tax on rentals of recre-
ational vehicles for 90 days or less. The
vehicle rental tax provisions became
cHectivel.iiiuary 1,2004.

We expect vehicle =enial tax revenue to
increas =with the overall rate of inflation
as the value ol rentals increases.

Charges for Services

The charges for services cutegorv in-

c! nles fees and other program charges
for state services. The revenues reported
in this category do not include all
charges for state services— <just those that
do not lit into other categories m this
tepoit.
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Most of these receipts are considered services are small amounts that we have Marine Highway Fund
restricted revenue because they are grouped into the broad categories “Gen- . . .
The Alaska Marine Highway bund is
returned to the program where they eral Government,” "Natural Resources,"
. a subfund of the General Fund and
were generated. The only unrestricted and “Other.” Revenue from these ]
. . . L receives revenue from state ferry system
revenues listed in this category come categories is forecast as constant over the . ] . )
operations. The legislature has discretion
from charges that do not have program next two fiscal years. The largest cat- )
i i ) i i i over how the revenue is allocated, hut
receipt designations, or are not other- egories of charges for services are listed o ) )
. . . because it is customarily appropriated
wise segregated and appropriated back separately and are discussed below. ] )
for Alaska Marine Highway opera-

to a program. Many of the charges for

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

History Forecast
Unrestricted FY 2006 FY 2007 FY 2008
Sales/Use tax
Alcoholic beverage 17.6 17.8 18.2
Tobacco producrs - cigarettes |> 26.4 32.1 36.2
Tobacco products - other 7.6 7.9 8.3
Electric & telephone cooperative 0.2 0.2 0.2
Insurance premium 44.3 45.4 45.9
Motor fuel tax 42.0 12.9 43.4
Tire fee 1.6 1.7 1.7
Vehicle rental 7.7 7.8 8.0
Subtotal 147.4 155.8 161.9
Corporate income tax (non oil and gas)™*1 137.6 135.7 128.7
Fish Fax
Fisheries business™ 15.2 15.6 16.1
Fishery resource landing 58 41 4.3
Subtotal 21.0 19.7 20.4
Other Fax
Mining 18.6 34.3 31.5
Estate 0.6 0.0 0.0
Charitable gaming 2.4 24 2.4
Subtotal 21.6 36.7 33.9
Total Unrestricted Faxes 327.6 347.9 3449
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Figure 5-3. Continued

History Forecast
Restricted FY 2006 FY 2007 FY 2008
Sales/Use tax
Alcoholic beverage (alcohol & drug treatment) 17.6 17.8 18.2
Insurance premium/other (workers safety & compensation)'1l 7.6 7.8 81
Electric & telephone cooperative (municipal share) 3.7 3.7 3.7
Tobacco - cigarettes (School Fund)"1 27.4 25.8 24.4
Tobacco - cigarettes (Tobacco Use Cessation)"1 2.7 31 3.5
Motor fuel tax-aviation (municipal share) 0.1 0.1 0.1
Subtotal 59.1 58.3 58.0
Fish 'l ax
Fisheries business (municipal share)QlL 17.1 17.0 175
Fishery resource landing (municipal share)al 57 55 5.7
Salmon enhancement (Aquaculture Association share) 4.4 3.9 4.0
Subtotal 27.2 26.4 27.2
Other Taxes & Fees
Commercial passenger vessel tax (state share) 0.0 0.0 9.0
Commercial passengct vessel tax (municipal & region share) 0.0 0.0 34.6
Subtotal 0.0 0.0 43.6
Total Restricted Faxes 86.3 84.7 128.8
Grand Total 413.9 432.6 473.7

(1) 'tTho tobacco (cig.ucuc) MX reported lure dilii'tx digluly from tho amount recorded in tt . lax Division's fiscal Year 2()0(i Annual lie-
port because of timing issues. Some tax returns are not received and processed until alter the state accounting system has dosed, resulting
i i their luring counted in the following fiscal year.

(2) lhe amount of cotpnrate income tax reported here differs slightly from the amoiim recorded in the Tax Division’s | V 2(I(I(> Annua!
Report because of timing issues. A sn ill amount of revenue was moved to (his account after die dose ol the fiscal year, iliis correction is
reflected in the Animal Repori Inn is m> included here because ir is not included in the state accounting system.

(}) Ik fisheries taxes reported here differ slightly from the amounts recorded in the tax IJivisit n\ | V 2006 Report because ol timing is-
sues. Some lax returns are lint received and processed until alter the stale accounting system has dosed, resulting in their being counted in

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

Irom employers s\lu> are self-insured.
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lions, it is considered restricted for thir
lorecast. Our forecast of receipts is based
on revenue expectations in the Alaska
Marine Highway System business plan.

Commercial Passenger
Ranger Fee

'lhe Commercial passenger ranger fee
is a per-berth fee of $4 that applies to
commercial passenger vessels with 250
or more berths. Ihe fee is levied to
support rhe Ocean Ranger program,
which provides for independent observ-
ers of engineering, sanitation and health

practices aboard the vessels. This fee was

imposed as part of Ballot Measure 2,
passed by voters in August 2006. The
measure is covered in more detail in the
“Taxes" section of this forecast.

Program Receipts

Under AS 37.05.142- 37.05.146,
receipts from authorized state programs

elsewhere in this forecast or because they
do not generate revenue available for

general appropriation.

Ot.r forecasts of program receipt rev-
enues are based on discussions with the
Governors Office of Management anil
Budget and analysis ol the most recent
budget expectations for these categories.

are accounted for separately and ap-
propriated to administer the source
program, implement laws related to the
program, or cover costs associated with
collecting the receipts. Some programs
with program receipt authority are not
included in our Charges for Services
category because they are reported

The program receipts listed in this sec-
tion arc:

= Receipt supported services, which in-

cludes state services such as Pioneers

homes and occupational licensing
that are funded by program receipts.
Certain seafood assessments are

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

History Forecast

Unrestricted FY2006 FY 2007 FY 2008
General government 21.0 21.0 21.0
T atnral resources 1.9 19 19
Other 0.2 0.2 0.2
Total Unrestricted 23.1 231 231
Restricted
Gene. lgovernment 15 15 15
Natural resources 0.5 0.5 0.5
Matine highway receipts 51.0 54.7 54.7
Receipt supported services 106.8 96.7 96.7
Statutorily designated 44.6 57.2 57.2
RCA receipts'™ 7-1 7.8 7.8
lest fisheries receipts 2.0 2.5 25
Timber sale receipts 0.7 1.1 1.1
()il N gas conservation 4.3 5.7 5.7
DCCF.I) business licenses 6.2 81 81
Commercial passenger rangei lee (0] (0] 3.8

225.0 235.8 239.6

Total Restricted

Grand Total

248.1

258.9

262.7

(1) Ilie receipt amount repotted here dillerc u.ghtlv limn the amount recorded in the lac |)ivhinn\ I;Y JOOo Annual Report

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

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

Statutorily designated program
receipts, which includes money
received from sources other than

the state or federal government and
restricted by the terms ofa gift, grant,
bequest or r*unict.

Kegu atjry Commission ol Alaska
(RCA) receipts, which are regulatory
cost charges and user fees levied on
utilities and pipelines to fund costs of

regulation.

lest fisheries receipts, generated by
the Department ol Fish and game
from selling fish caught during the
process of testing the commerciality

of fisheries.

'‘Umber sale receipts, which are used
to fund the timber disposal program
of the Department of Natural Re-
SOUrces.

Oil and Clas Conservation Com-
mission receipts, which are fees and
charges for regulation of oil and gas
wells and pipelines.

Business license fees collected bv the

Department of Commerce, Commu-
nity and Economic Development.

Fines and Forfeitures

Fines and forfeitures include civil and
criminal fines and forfeitures and money
received by the state from the settle-
ment of civil lawsuits. The largest single
source of receipts under this category is
from the multi-state tobacco settlement.
Other sources are volatile from year

to year and are forecast based on the
historical five-year average.

Tobacco Settlement

The tobacco settlement was signed by 46
states (including Alaska) in November
1998 and dictates annual payments to
each of the states. All tobacco settlement
revenue is considered restricted for pur-
poses ol this forecast. Eighty percent of
the revenue stream is earmarked for the
Northern Tobacco Securitization Corpo-
ration for payments on bonds that wcte
sold based on the future revenue stream.
The remaining 20% of the revenue is
deposited into the Tobacco Use Educa-
tion and Cessation Fund, a subfund of

Hill 2006 Revenue Sources Rook

the General Fund.

The tobacco settlement includes a “non-
participating manufacturer adjustment”
provision that allows for a reduction in
payments to the settling states if an arbi-
trator determines that: (a) the Original
Participating Manufacturers lose a speci-
fied amount of market share to Non-
Participating Manufacturers (NPM) in
a calendar year; (b) the disadvantages
experienced as a result of the settlement
were a significant factor contributing to
this market share loss; and (c) a settling
state did not have in effect and diligently
enforce a Qualifying Statute during that
calendar year. Alaska’s tobacco settle-
ment payment was reduced under this
provision in FY 2006. The State plans
to litigate this issue and expects that the
payment reduction will be returned to
the state at the conclusion of the litiga-
tion. Our forecasts for FY 2007 and FY
2008 include reductions of S4.1 million
and $4.4 million, respectively, for this
NPM adjustment.

Tobacco settlement payments are based
on a complex formula that takes into ac-
count several factors including declines

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

Unrestricted
| ines & forfeitures

Total Unrestricted

Restricted

Tobacco Settlement (North Tobacco Secmitization

| airporation)

Tobacco Settlement (Tobacco Use Education N ( lessation

Fund)
1 )ther

Total Restricted

Grand Total

1listory Forecast
FY 2m(if, FY 2007 FY 2008
8.5 10.3 10.3
8.5 10.3 10.3
.0 14.9 23.3
4.0 3.7 5.8
1.0 15 15
21.0 20.1 30.6
29.5 30.4 40.9
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