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l. INTRODUCTION

Why Issue a Revenue Forecast?

The goal of the semi-annual Revenue Sources Book is simply to describe state revenue in specific and
complete terms for anyone who wants to ask: "Where does the state get its money?"

Public finances have long been an issue of interest to Alaskans. How much does the state earn from its public
resources? How much does the oil and gas industry pay to the treasury? And what about the fishing industry,
mining, user fees and other taxes? How much are we earning on our investments, especially the Permanent
Fund, and how much from our state endowments and public corporations? All good questions, and all are
answered in this book.

Until three years ago, the Department of Revenue forecast books were all about oil. Our storyline was world
oil prices, world oil supply and world oil demand. However, there is much more to understanding Alaska's
public finances than just the price of oil, even though oil revenues from production taxes, property taxes,
royalties and corporate income taxes still pay most of the state's bills.

Although oil prices are still important, the state's dependence on the Constitutional Budget Reserve Fund —
and our search for a long-term fiscal plan for the state — has brought a new element to our revenue fore-
casts. In addition to forecasting the price and production of Alaska North Slope oil, the department also tries to
answer how much money will be needed from the Budget Reserve to balance state spending and when the
savings account might run out.

As Alaskans' interest has expanded from wanting simply an oil price forecast to needing projections for
investment earnings, the budget gap and Budget Reserve, and information on all state revenues, so too has
the Department of Revenue's semi-annual forecast book expanded in size.

All of this information is helpful in answering the questions of how much is needed to pay for public ser-
vices, where to get the money, and what we can do to ensure Alaska's fiscal health.

On the technical side, Sections III through VIII of the report include explanations of restricted funds (money
restricted by the constitution, state statute, customary practice or federal designation) and explanations of
unrestricted funds (money generally available for appropriation each year). The unrestricted revenue category
is the focus of legislative and public debate each year, because it's this money that pays for many of our public
services and the day-to-day operations of state government.

Revenue listed in the first table in the Executive Summary shows the new money available for appropriation
each fiscal year, including oil revenue, non-oil revenue, federal revenue and investment earnings. This table
does not include balances in existing funds such as the Constitutional Budget Reserve Fund or the Permanent
Fund Earnings Reserve Account. The revenue that went into those funds was counted in previous years and
should not be counted twice.
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What’s In This Report?

This Spring 2003 Revenue Sources Book is organized into 10 sections:

I

II.

II1.

Iv.

VI

VIL

VIII.

IX.

Introduction

Introduction
Executive Summary

Oil Revenue
This section covers revenue from oil and gas production taxes, corporate income taxes,
property taxes and royalties.

Non-Oil Revenue (Except Federal and Investment)
This section summarizes revenue from alcohol, tobacco, fisheries, estate and motor fuel taxes,
non-oil corporate income taxes, user fees and several other revenue sources.

Federal Revenue
This section describes federal spending in Alaska and federal revenue received by
state government.

Investment Revenue
This section includes investment earnings from the Alaska Permanent Fund, the Constitutional
Budget Reserve Fund, the General Fund and other state investments.

State Endowment Funds
This section compares basic policies governing six of the state's endowment funds.

Public Corporations and the University of Alaska

This section summarizes information about the University of Alaska and eight public
corporations treated as separate component units of state government for financial
reporting purposes.

Rosetta Stone

The purpose of this section is to reconcile three different documents published by
three separate agencies — the Revenue Sources Book, published by the Department
of Revenue; the Summary of Appropriations, published by the Legislative Finance
Division; and the Comprehensive Annual Financial Report (CAFR), published by the
Finance Division of the Department of Administration.

Appendices

This section contains the General Fund Sensitivity Matrices, Unrestricted Petroleum Production
and Royalty Revenue Forecast, Historical and Projected Crude Oil Prices and Production, and
Historical General Fund Unrestricted Revenue and Petroleum Revenue.




Glossary

= General Fund Revenue: General Fund Revenue has different meanings in different
contexts. In the state's official financial reports, General Fund Revenue is used to designate
the sum of Unrestricted General Purpose Revenue, General Fund subaccount revenue (such
as the Alaska Marine Highway System revenue) and federal dollars spent through the General
Fund. See for example the Comprehensive Annual Financial Report at http://
www.state.ak.us/local/akpages/ADMIN/dof/fin-afr.htm that shows General Fund Revenue at
$3.7 billion for FY 2002. However, for budgeting purposes, General Fund Revenue sometimes
excludes both federal money or money earned in subaccounts of the General Fund. For
example see the Legislative Finance Fiscal Summary, which shows General Fund Revenue of
about $1.6 billion for FY 2002. The $2.1 billion difference is attributable in large measure to
the treatment of federal money and General Fund subaccounts.

= General Fund Unrestricted Revenue: Revenue designated as General Fund in the state
accounting system (AKSAS). This includes revenues we show as restricted in this report,
such as shared taxes or Alaska Marine Highway System revenues.

* Unrestricted General Purpose Revenue: Revenue not restricted by the constitution,
state or federal law, trust or debt restrictions or customary practice. Most legislative and
public debate over the budget each year centers on this category of revenue. In deriving this
figure from General Fund Unrestricted Revenues, we have excluded customarily restricted
revenues such as shared taxes and Alaska Marine Highway System revenues.

= Restricted Revenue: Revenue restricted by the constitution, state or federal law, trust or
debt restrictions or customary practice. The legislature can of course at any time remove
restrictions that are solely imposed by either Alaska statute or customary practice. When
these dollars are restricted General Fund revenues, they are either recorded in a restricted
subaccount of the General Fund or are General Fund taxes customarily shared with other
entities.

* Federal Revenue: When the federal government gives money to states, it restricts how
that money can be used. Highway and airport construction funds, Medicaid and education
funding cannot be used for other purposes. In addition to restricting how the money is spent,
the federal government often requires states to put up matching funds to qualify for the
federal funding.
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* Dedicated Revenue: Restricted revenue recognized as such under the applicable provisions of
the Alaska Constitution fits into this category. Other than the mineral revenue constitutionally dedi-
cated to the Permanent Fund, all of the other revenue sources in this category were restricted by
statute before statehood and therefore are not subject to the constitutional prohibition against dedi-
cated funds. They include such funds as the Fish and Game Fund, Disabled Fisherman’s Fund and
Public School Fund.

= Restricted Program Receipts: This revenue is earmarked in state statute or by contract for
specific purposes. Examples include University of Alaska tuition payments, marine highway receipts,
payments to various revolving loan funds, airport revenues and public corporation receipts. Some of
this revenue is actually dedicated as a consequence of the provisions of Article 18, Section 11 of the
Alaska Constitution (airport revenues). The remainder, while statutorily earmarked, may be appro-
priated to purposes other than those reflected in the example if the legislature so chooses (marine
highway receipts).

= Customarily Restricted Revenue: Though not specifically dedicated by statute, these revenue
sources have historically been treated by the legislature as if they were restricted. The largest item in
this category is Permanent Fund earnings in excess of what is needed each year for dividends and
inflation proofing. Though the money could be spent as unrestricted revenue, the legislature has
always chosen to retain it in the Permanent Fund's Earnings Reserve Account or appropriate it to the
fund's principal.

* Permanent Fund Statutory Income: The annual Permanent Fund dividend is based on statutory
income. This is the sum of realized gains and losses of all Permanent Fund investment transactions
during the year, plus interest, dividends and rents earned by the fund. Though the legislature may
appropriate the earnings for any purpose it chooses, the historical practice has been to restrict the use
of realized income to dividends and inflation proofing, and then either leaving the excess in the
Earnings Reserve Account or transferring it to the principal of the Permanent Fund.

* Permanent Fund GASB (or Market) Income: Under standards adopted by the Governmental
Accounting Standards Board, the Permanent Fund's income — and that of any other government
fund — is the difference between the purchase price of the investments and their market value at a
given point in time, plus any dividends, interest or rent earned on those investments. Under GASB
standards, the Permanent Fund does not have to sell the investment to count the gain or loss as it
changes value. It's called "marking to market," that is, measuring the value of the fund's investments
by the current market price. This can produce a much different picture than Permanent Fund Statu-
tory Income, which does not reflect fluctuating investment values until the assets are sold.

= Constitutional Budget Reserve Fund: Created by voters in 1990, the Constitutional Budget
Reserve Fund holds the proceeds from settlements of oil and gas and mining tax and royalty disputes
since July 1, 1990. It generally requires a three-quarters majority vote of each chamber of the legisla-
ture to withdraw money from the fund.

Introduction -6 -




ll. EXECUTIVE SUMMARY

A. Total Revenue

Table 1 summarizes the state’s total revenue outlook by major revenue component (Actual FY 2002 and
projected FY 2003-2004).

Table 1. Total Revenue
$ Million
Actual
FY 2002 FY 2003 FY 2004
Oil Revenue
Unrestricted
Property Tax 49.6 48.6 48.5
Corporate Income Tax 178.4 140.0 200.0
Production Tax 496.3 596.6 498.1
Royalties (including Bonuses & Interest) 595.8 871.7 722.8
Subtotal 1,320.1 1,656.9 1,469.4
Restricted
Royalties to Permanent Fund & School Fund 262.0 367.4 330.3
Settlements to CBRF 90.2 30.0 20.0
NPRA Royalties, Rents & Bonuses 1.7 34.8 29
Subtotal 353.9 432.2 353.2
Subtotal Oil 1,674.0 2,089.1 1,822.6
Non-Oil Revenue (Except Federal and Investment)
Unrestricted
Taxes 177.6 171.8 1771
Charges for Services 19.1 1.5 11.5
Fines and Forfeitures 6.6 6.6 6.6
Licences and Permits 42.2 325 33.2
Rents and Royalties 9.3 9.3 9.3
Other 42.3 28.3 27.3
Subtotal 297.1 260.0 265.0
Restricted
Taxes 57.7 63.7 68.7
Charges for Services 233.8 307.4 304.9
Fines and Forfeitures 29.1 28.5 25.6
Licenses and Permits 25.6 25.9 26.1
Rents and Royalties 25 2.5 25
Other 139.1 144.1 123.4
Subtotal 487.8 5721 551.2
Subtotal Non-Oil (Except Federal and Investment) 784.9 8321 816.2
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Table 1. Total Revenue, cont.

$ Million
Actual
FY 2002 FY 2003 FY 2004
Federal Revenue
Restricted
Federal Receipts 1,552.7 2,429.9 2,497.3
Subtotal Federal Revenue 1,552.7 2,429.9 2,497.3
Investment Revenue
Unrestricted
GeFONSI Pool Investments 354 32.3 12.0
Investment Loss Trust Fund 0.1 0.1 0.1
Interest Paid by Others 7.6 2.0 2.0
Subtotal 431 344 141
Restricted
GeFONSI Pool Investments 10.6 9.8 3.6
Constitutional Budget Reserve Fund 122.3 102.3 63.6
Other Treasury Managed Funds (0.8) 9.5 30.8
Alaska Permanent Fund (GASB)® (617.0) (750.3) 1,631.6
Subtotal (484.9) (628.7) 1,729.6
Subtotal Investment Revenue (441.8) (594.3) 1,743.7
Grand Total 3,569.8 4,756.8 6,879.8

(1) Governmental Accounting Standards Board (GASB) principles recognize changes in the value of investments as income or
losses at the end of each trading day, whether or not the investment is actually sold.
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Figure 1. FY 2002 Total Revenue — $3.7 Billion
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Table 2. Total State Revenue, Actual FY 2002 and
Projected 2003-2004 Unrestricted " and Restricted by Major Source
$ Million

Actual
FY 2002 FY 2003 FY 2004

Unrestricted

Oil Revenue 1,320.1 1,656.9 1,469.4
Non-Qil Revenue (Except Federal and Investment) 2971 260.0 265.0
Investment Revenue 431 344 141
Subtotal 1,660.3 1,951.3 1,748.5
Restricted
Oil Revenue 353.9 432.2 353.2
Non-Oil Revenue (Except Federal and Investment) 487.8 5721 551.2
Federal Revenue 1,652.7 2,429.9 24973
Investment Revenue (484.9) (628.7) 1,729.6
Subtotal 1,909.5 2,805.5 5,131.3
Grand Total 3,569.8 4,756.8 6,879.8

(1) Total unrestricted revenue as reported for AKSAS (Alaska State Accounting System) with adjustments for
certain municipal sharing of statewide taxes and additional spending restrictions.

B. Unrestricted General Purpose Revenue

Unrestricted General Purpose Revenue is the amount generally used for budget planning purposes. Table 3 on
the next two pages sets out actual FY 2002 Unrestricted General Purpose Revenue and our revised forecast
for FY 2003 and 2004.

We forecast Unrestricted General Purpose Revenue by first estimating General Fund Unrestricted Revenue,
which includes all unrestricted revenue items in the Alaska State Accounting System (AKSAS), as well as
certain program receipts. After consulting with the Governor’s Office of Management and Budget and the
Legislature, we adjust our forecast of General Fund Unrestricted Revenue to derive a forecast of total
Unrestricted General Purpose Revenue. Reductions include: (1) earmarking revenue for specific programs,
(2) pass-through revenue for qualified regional aquaculture and dive fishery associations, and (3) revenue
shared with local governments and organizations (e.g., fisheries taxes). Additions include transfers from the
unclaimed property trust.
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Table 3. Unrestricted General Purpose Revenue
$ Million
Actual
FY 2002 FY 2003 FY 2004
OIL REVENUE
Property Tax 49.6 48.6 48.5
Corporate Income Tax 178.4 140.0 200.0
Production Tax
Oil and Gas Production 486.7 587.4 488.6
Oil and Gas Hazardous Release 9.6 9.2 9.5
Subtotal 496.3 596.6 498.1
Royalties
Mineral Bonuses and Rents 14.6 5.5 7.2
Oil and Gas Royalties 575.7 861.2 710.6
Interest Paid 5.5 5.0 5.0
Subtotal 595.8 871.7 722.8
Subtotal Oil Revenue 1,320.1 1,656.9 1,469.4
NON-OIL REVENUE (EXCEPT FEDERAL AND INVESTMENT)
Non-Qil Tax
Sales and Use
Alcoholic Beverage 12.9 12.6 15.3
Cigarette 9.5 9.3 9.1
Other Tobacco Product 6.0 6.6 6.9
Insurance Premium 34.1 374 39.2
Electric and Telephone Cooperative 0.1 0.1 0.1
Motor Fuel Tax 40.2 36.1 37.5
Subtotal 102.8 102.1 108.1
Corporate Income Tax 53.4 50.0 50.0
Fish Tax
Fisheries Business 12.7 11.1 11.1
Fishery Resource Landing 2.6 3.5 3.5
Subtotal 15.3 14.6 14.6
Other
Mining 0.5 0.5 0.5
Estate 3.1 2.1 1.4
Charitable Gaming 2.5 2.5 2.5
Subtotal 6.1 5.1 4.4
Subtotal 177.6 171.8 1771
(continued on next page)
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Table 3. Unrestricted General Purpose Revenue, cont.

$ Million

NON-OIL REVENUE (EXCEPT FEDERAL AND INVESTMENT)

Charges for Services
General Government
Natural Resources
Other

Subtotal

Licenses and Permits
Motor Vehicle
Other

Subtotal

Fines and Forfeitures
Other Settlements
Other Fines and Forfeitures
Subtotal

Rents and Royalties
Land Leasing, Rental and Sales
Coal Royalties
Timber Sales
Cabin Rentals
Subtotal

Other
Miscellaneous
Unclaimed Property
Subtotal

Subtotal Non-Oil Revenue
(Except Federal and Investment)

INVESTMENT REVENUE
GeFONSI Pool Investments
Investment Loss Trust Fund
Interest Paid by Others
Subtotal Investment Revenue

TOTAL UNRESTRICTED REVENUE

Actual

FY 2002 FY 2003 FY 2004
16.0 8.9 8.9
1.9 1.4 1.4
1.2 1.2 1.2
19.1 11.5 11.5
35.7 29.8 30.5
6.5 2.7 2.7
42.2 32.5 33.2
0.8 0.8 0.8
5.8 5.8 5.8
6.6 6.6 6.6
8.3 8.3 8.3
0.6 0.6 0.6
0.2 0.2 0.2
0.2 0.2 0.2
9.3 9.3 9.3
27.3 24.3 243
15.0 4.0 3.0
42.3 28.3 27.3
2971 260.0 265.0
354 32.3 12.0
0.1 0.1 0.1
7.6 2.0 2.0
431 344 141
1,660.3 1,951.3 1,748.5
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C. Qil Price Forecast

Oil revenue will continue to provide close to 80% of forecast Unrestricted General Purpose Revenue through
FY 2009. Two elements are critical to the oil forecast: price and volume.

The spot price of ANS is quoted by subtracting a market differential from the price of West Texas Intermedi-
ate (WTI) on the New York Mercantile Exchange (NYMEX). There is no price for Alaska oil on the
NYMEX. All of Alaska's current oil production is delivered to refineries on the U.S. West Coast (including
Alaska and Hawaii). Consequently, Alaska's royalty and severance tax revenue depends in large part on the
market price of Alaska North Slope crude oil (ANS) at U.S. West Coast refining centers.

The table below reflects actual prices for FY 2002 and the Department of Revenue's forecast of oil prices for
the 8-year period beginning with the current fiscal year, FY 2003, and continuing through FY 2010. The
short-term oil price forecast (FY 2003-2004) is based on a subjective assessment of market dynamics and
trend analysis by participants at a Department of Revenue price scenario meeting. Our long-term forecast
(FY 2005-2010) is based on the premise that prices will converge to $22 per barrel, the low-end of OPEC’s
current price target range.

Table 4. Delivered Price for ANS Crude Oil

Average West Texas Intermediate (WTI), ANS West Coast and ANS Wellhead

$ per barrel
Fiscal ANS ANS
Year WTI West Coast  Wellhead

Actual 2002 23.80 21.78 16.80

2003 29.40 28.14 22.85
2004 26.93 25.28 20.02
2005 23.32 21.67 16.29
2006 23.65 22.00 16.44
2007 23.65 22.00 16.33
2008 23.65 22.00 16.25
2009 23.65 22.00 16.22
2010 23.65 22.00 16.10

The prices we are forecasting are higher than the average market prices experienced over the 16-year period
since the 1986 oil price collapse but are consistent with prices since 1999. The figure on the next page
depicts: (1) the monthly West Coast ANS market price from December 1990 through February 2003; (2) the
60-month moving average West Coast market price for the same period; and (3) a set of derived ANS futures
prices for October 1998 and March 2003."

(1) The derived ANS futures price is based on the spot market differential between WTI and ANS applied to the WTI futures
prices as reported on the New York Mercantile Exchange (NYMEX).
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The figure below clearly illustrates the volatility of month-to-month crude oil prices. ANS West Coast prices
during the pertinent time period ranged from just under $10 per barrel to over $32 per barrel. The average of
the 60-month moving averages shown in the figure below is $17.84 per barrel. The derived futures market
prices reflected below illustrates that the current convergence price has increased by about $5 per barrel since
October 1998.

Figure 3.  ANS West Coast and Futures Market Oil Prices

$ / Barrel
36

32

March 2003 Futures

28

16 i

October 1998 Futures

12

8 T T T T T T T T T T

Dec-90 Jun-92 Dec-93 Jun-95 Dec-96 Jun-98 Dec-99 Jun-01 Dec-02 Jun-04 Dec-05

The figure on the next page reflects another analysis demonstrating both the short-term volatility and the
longer-term stability of ANS West Coast market prices over the past 16 years. The left-hand bar depicts the
variability of ANS West Coast oil prices for each of the rolling 12-month time periods (from December 1990
to February 2003). Ninety-five percent of those average prices fall between $12.54 and $28 per barrel; 50% of
the time those prices fall between $16.46 and $21.74 per barrel, with a median price of $17.77 per barrel.
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The right-hand bar depicts the variability of the rolling 60-month time period. The 60-month average ANS
West Coast market prices were obviously very consistent. Ninety-five percent of those averages fall between
$16.42 and $21.11 per barrel; 50 percent of the time, between $16.98 and $17.78 per barrel; and the median
of those 60-month average prices is $17.37 per barrel. The middle three bars in the figure reflect the variabil-
ity of the rolling 24-month, 36-month and 48-month time periods.

It is important to note that our base-case forecast through FY 2010 of $22 per barrel reflects an assumption
that OPEC will manage the market to a price above the long-term price suggested by the statistics illustrated
below. OPEC has successfully managed its share of oil production for the past four years. The evidence is
that ANS oil prices over the past 60 months have averaged about $22.50 per barrel.

Figure 4. Cumulative Average ANS Oil Price (December 1990-February 2003)
Moving Average and Confidence Intervals
$ / Barrel
30
28 1
26
24
22
20 1
18 1
16
14 1
12
Percentile $ per Barrel
Ranking 12-month 24-month 36-month 48-month 60-month
2.5% 28.00 26.28 25.32 23.11 21.11
25% 21.74 19.53 18.73 18.31 17.78
Median 17.77 18.33 17.96 17.52 17.37
75% 16.46 16.22 16.44 17.11 16.98
97.5% 12.54 14.37 15.93 16.26 16.42
The percentile ranking is the probability of exceeding the corresponding ANS oil price.

-15 - Spring 2003 Revenue Sources Book




D. Oil Production Forecast

In 1988, ANS production peaked at 2.005 million barrels per day and has declined steadily since. The figure
on the next page reflects the historical and projected rates for ANS oil production. FY 2001 was the first full
year that ANS production averaged less than 1 million barrels per day — daily production averaged 0.991
million barrels per day. Thanks to the contribution of new fields, Northstar and Alpine, ANS production
averaged 1.003 million barrel per day in FY 2002.

The future development of recent discoveries in the National Petroleum Reserve-Alaska (NPR-A) and the
projected development of Nanuk, Fiord, Sourdough, Point Thomson and Liberty will increase production to

slightly above the 1 million barrel per day level in FY 2009-2010.

A detailed field-by-field production forecast can be found in Appendix D.

Executive Summary -16 -




Figure 5.

Million Barrels/Day

ANS Historical Production
Million Barrels/ Day

Actual

Projected

gy o R

Table 5. ANS Oil and NGL Production

million barrels per day

Fiscal ANS
Year Production
Actual 2002 1.003
2003 0.994
2004 0.993
2005 0.992
2006 0.962
2007 0.957
2008 0.984
2009 1.031
2010 1.008
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New Oil Development

As the volumes from the giant Prudhoe Bay and Kuparuk fields continue to decline, some of the decline in
production will be offset by new oil development. In our forecast, new oil is defined as crude already discov-
ered and likely to be developed. By FY 2010, as the table and figure below show, over one-fifth of our fore-
casted oil production will come from fields not currently producing oil.

Table 6. New Oil as a Percentage of Total Oil
million barrels per day

New Oil
Fiscal Total as Percent of
Year New Oil Oil Total Oil
2007 0.034 0.957 3.6%
2008 0.094 0.984 9.6%
2009 0.192 1.031 18.6%
2010 0.220 1.008 21.8%

Figure 6.  New Oil as a Percentage of Projected Oil
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Economic Limit Factor

The average production tax rate on the North Slope has been falling as the result of the tax adjustment
known as the Economic Limit Factor (ELF). The ELF is a factor that reduces the nominal production tax rate
on a producing reservoir based on the average rate of production from the reservoir and the average produc-
tivity of the wells producing that reservoir. Since oil production rates and well productivity decline over time
as an oil field is being produced, the average production tax rate will fall as well. Further, the ELF reduces
the tax rate on smaller oil fields such that most fields producing less than 20,000 barrels per day will pay
little or no production tax.

An ever smaller percentage of Alaska’s current and projected North Slope oil production will continue to
come from old, declining fields, while new production will come from small fields. Therefore, the average
tax rate will continue to fall. The average oil production tax rate for North Slope production in FY 1994 was
13.5%; we project that for FY 2003 it will average 7.9%. The figure below illustrates the actual weighted
average ELF for North Slope oil production since 1994 and our projections of that weighted average
through FY 2006. The Prudhoe Bay ELF is also shown, as well as the average ELF for all of the other North
Slope fields.

Figure 7.  Economic Limit Factor
Actual FY 1994-2002 and Projected FY 2003-2006
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E. Longer-Term Unrestricted Revenue Outlook

Using the price and volume components developed for this spring 2003 forecast, the table below summarizes
the department’s forecast of total Unrestricted General Purpose Revenue through FY 2010.

Table 7. Total Unrestricted General Purpose Revenue
Actual FY 2002 and Projected FY 2003-2010
$ Million
(Section I11) (Section 1V) (Section VI)
Unrestricted Unrestricted Unrestricted Total
Fiscal Oil Non-Qil Investment Unrestricted Percent
Year Revenue Revenue Revenue Revenue from Oil
Actual 2002 1,320.1 297 1 43.1 1,660.3 80
2003 1,656.9 260.0 344 1,951.3 85
2004 1,469.4 265.0 141 1,748.5 84
2005 1,201.5 265.4 141 1,481.0 81
2006 1,174 1 265.8 141 1,454.0 81
2007 1,129.5 267.0 141 1,410.6 80
2008 1,109.7 268.1 141 1,391.9 80
2009 1,104.8 269.3 141 1,388.2 80
2010 1,025.1 270.5 141 1,309.7 78
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F. Budget Gap and the Constitutional Budget Reserve

The governor has proposed additional revenue and deposits to the General Fund for FY 2004 (as set forth in the
table below) in an effort to reduce the budget gap and the annual draw on the Constitutional Budget Reserve
Fund. The new revenues were originally presented as $113.6 million and that figure can still be found in the
administration’s budget.!)” We have added $7 million to the Charitable Gaming Tax to reflect changes to that
proposal.

Table 8. Proposed New Revenue for FY 2004

$ Million
One-Time Deposits to the General Fund
Alaska Science and Technology Endowment 86.4
Deposit Excess from Land Disposal Income Fund 2.5
Interest on Anchorage-Kenai Electrical Intertie Grant 27.0
Reduce Receipt-Supported Services Carry-Forward at Public Safety 0.9
International Trade Endowment 4.4
Total One-Time Deposits to the General Fund 121.2
New Revenue

Increase Business License Fee 6.9

Establish Non-Consumptive Wildlife Fee (Wildlife Pass) and
Increase Non-Resident Big Game Tags 7.5
Ferry Ticket Surcharge 0.5
Expected TAPS Tariff Settlement 1.5
Recorder’s Fees Increase 22
UCC Filing Fees Increase 0.1
Oil and Gas Lease Sales 8.0
EducationTax or Seasonal Sales Tax 28.8
Charitable Gaming Pull-Tab Tax Increase 18.5
Motor Fuel Tax Increase 37.7
Motor Vehicle Title and Lien Recording Fee Increase 1.5
Vehicle Registration Fee Increase 5.5
Studded Tire Fee 1.9
Total New Revenue 120.6
Grand Total Proposed New Revenue 241.8

Source: Office of Management and Budget

(1) http://www.gov.state.ak.us/omb/04_omb/budget/fiscalsummary.pdf

-21 - Spring 2003 Revenue Sources Book



DZH

DZH


The table below reflects the amount needed to make up the difference between the Department of Revenue’s
forecast of Unrestricted General Purpose Revenue and the governor’s proposed new revenues vs. an annual
General Fund budget, shown here as a flat $2.5 billion for all operating, capital, debt service, lease payments
and supplemental appropriations. (V

Table 9. Difference Between Unrestricted General Purpose Revenue
and General Fund Budget — “The Gap”
$ Million
Total @ ™
Unrestricted  Proposed General
Fiscal General Purpose New Total Fund
Year Revenue Revenue Revenue Appropriation Difference
Actual 2002 1,660.3 0.0 1,660.3 2,391.9 (731.6)®
2003 1,951.3 0.0 1,951.3 2,471.2 (519.9)
2004 1,748.5 241.8 1,990.3 2,450.8 (460.5)
2005 1,481.0 120.6 1,601.6 2,500.0 (898.4)
2006 1,454.0 120.6 1,574.6 2,500.0 (925.4)
2007 1,410.6 120.6 1,631.2 2,500.0 (968.8)
2008 1,391.9 120.6 1,512.5 2,500.0 (987.5)
2009 1,388.2 120.6 1,508.8 2,500.0 (991.2)
2010 1,309.7 120.6 1,430.3 2,500.0 (1,069.7)
(1) The projected Fiscal Year 2005-2010 budget of $2.5 billion is simply a reference point for analysis.
Any budget estimate used to determine "The Gap" will have its detractors — some will contend
spending should be cut, while others will argue just as strongly that spending should be increased.
(2) Includes the governor’s proposed new revenues plus the FY 2004 one-time deposits to the General
Fund.
(3) The “Gap”, or the draw on the CBRF for Fiscal 2002, is shown as actual cash spending which does
not take into account Fiscal 2002 appropriations that will be spent in Fiscal 2003.
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As approved by voters in 1990, all of the money from oil and gas and tax and royalty settlements are deposited
into the Constitutional Budget Reserve Fund (CBRF). The state has deposited about $5.5 billion into the
reserve fund and has earned about $1.5 billion on the money.

For all but two of those years, the state has relied on the CBRF to fill the difference between unrestricted
revenue and the annual state budget.

Through April 7, 2003, approximately $5.0 billion had been withdrawn from the CBRF to balance the budget,
leaving a balance of $1.942 billion.

This table reflects the CBRF depletion matrix and the time period the fund could continue to make up the
difference between Unrestricted General Purpose Revenue and the General Fund budget at various oil prices
and budget levels. For example, assuming no change in the state’s fiscal system, if we are correct in our oil
price forecast and if we assume a flat total General Fund budget of $2.5 billion per year, the CBRF will be
exhausted in July 2006.

Table 10. When Would the CBRF Be Gone?

State Spending and Oil Price Variables

Annual State Budget $18/bbl DOR Spring" $28/bbl
$2.400 billion Sep-2005 Oct-2006 Feb-2009
$2.500 billion Aug-2005 Jul-2006 Apr-2008
$2.600 billion Jul-2005 Apr-2006 Sep-2007

(1) Based on Department of Revenue Spring 2003 oil price forecast: FY 2003 ANS, $28.14; FY 2004 ANS, $25.28.
Sources: Department of Revenue Spring 2003 Forecast, Fiscal Driver Model of Oil Revenue and CBRF Perfor-
mance.

-23 - Spring 2003 Revenue Sources Book




Figure 8.  Anticipated Sources of General Fund Spending, FY 2003-2007
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lil. OIL REVENUE

Table 11.  Total Oil Revenue
Actual FY 2002 and Projected FY 2003-2004
$ Million
Actual
FY 2002 FY 2003 FY 2004
Unrestricted
Property Taxes 49.6 48.6 48.5
Corporate Income Taxes 178.4 140.0 200.0
Production Taxes 496.3 596.6 498.1
Royalties (including Bonuses and Interest) 595.8 871.7 722.8
Subtotal 1,320.1 1,656.9 1,469.4
Restricted
Royalties to Permanent Fund & School Fund 262.0 367.4 330.3
Settlements to CBRF 90.2 30.0 20.0
NPRA Royalties, Rents and Bonuses 1.7 34.8 2.9
Subtotal 353.9 432.2 353.2
Total 1,674.0 2,089.1 1,822.6
Figure 9. FY 2002 Oil Revenue
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General Discussion

The state receives its oil and gas revenue from four sources: oil and gas production tax, property tax, royal-
ties and corporate income tax. The bulk of the revenue received from taxes and royalties goes into the
General Fund for general purpose spending. Slightly more than 30% of the royalty revenue goes into the
principal of the Permanent Fund, and 0.5% goes into the Public School Trust Fund. Currently, the state’s
share of all lease bonuses from the National Petroleum Reserve-Alaska (NPR-A) goes into the NPR-A
Fund.® Settlements of tax and royalty disputes between the State of Alaska and oil and gas producers go into
the Constitutional Budget Reserve Fund (CBRF).

The figure below shows the actual amount of oil revenue from each source in FY 2002.

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

Figure 10. FY 2002 Oil Revenue by Category

Million
$ Millio CBRF
Settlements
. $90.2 Property Tax
Royalties to $49.6

Permanent Fund &
Public School Fund
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N Income Tax
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$1.7 \

Production Tax
$496.3
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Unrestricted I

(1) This fund implements a federal requirement that the state use its share of NPR-A oil revenue to satisty the needs of local communi-
ties most affected by development in the NPR-A. For detailed information on this fund, see Section XII-P of Treasury’s Investment
Policies and Procedures Manual.
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Unrestricted Oil Revenue

Table 12. Unrestricted Oil Revenue Projections
Actual FY 2002 and Projected FY 2003-2010
$ Million
Royalties
Corporate including
Fiscal Property Income Production Bonuses Total
Year Taxes Taxes Taxes & Interest Oil
Actual 2002 49.6 178.4 496.3 595.8 1,320.1
2003 48.6 140.0 596.6 871.7 1,656.9
2004 48.5 200.0 4981 722.8 1,469.4
2005 422 190.0 386.9 582.5 1,201.5
2006 40.0 180.0 376.7 577.3 1,174.1
2007 37.8 170.0 345.0 576.8 1,129.5
2008 35.2 160.0 327.1 587.4 1,109.7
2009 32.8 150.0 325.8 596.2 1,104.8
2010 30.3 140.0 287.6 567.2 1,025.1

Oil and Gas Production Taxes

All oil and gas production in Alaska except the federal and state royalty share is subject to the state's produc-
tion taxes. The taxes consist of the oil and gas production tax and a hazardous release surcharge levied only

on oil. All of these taxes are collected on a monthly basis.

Oil Production Tax.

The tax rate for oil depends on the age of the field and the Economic Limit Factor (ELF). The ELF depends
on the total daily oil production and the average daily per well oil production from each producing field.

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

The effective tax rate is calculated by multipling the statutory tax rate, even if it is the minimum 80 cents per

barrel, times the ELF. The ELF formula for oil production is:

(150,000)
volume

ELF= 1- (300 X wells) A
volume

daily production for the field.

A 1.53333

“Wells” is the number of producing wells in the field and "volume" is the total

- 27 -
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The ELF formula results in lower effective tax rates for smaller, low-production fields and higher tax rates for
larger, highly productive fields. There is a unique ELF for every combination of total daily field production
and average daily per well production.

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

Natural Gas Production Tax.
The statutory production tax rate on natural gas is 10% of its value at the point of production, regardless of
the age of the field. There is a minimum tax of 6.4 cents per thousand cubic feet.

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

ELF = 1-(3000/PPW)
PPW = average gas production per well per day in the field in thousand cubic feet

If the average daily per well gas production from a field is less than 3,000 cubic feet,
the ELF is zero and no gas production taxes are assessed.

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

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

Hazardous Release Surcharge.
This tax was enacted following the 1989 grounding of the Exxon Valdez to provide an emergency fund to
deal with hazardous substance spills.

The surcharge is comprised of two components: (1) a 3 cents per barrel charge on all oil production, except
federal and state royalty barrels, and (2) an additional 2 cents per barrel charge on all oil production except
federal and state royalty barrels whenever the balance in the state Oil and Hazardous Substance Release
Prevention and Response Fund falls below $50 million. The balance of the fund was $50 million or greater
for all of FY 2002, so the surcharge was 3 cents per barrel for the entire fiscal year.
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Oil Royalties

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

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

State oil and gas leases provide that the state may take its oil royalty in barrels (in-kind) or as a percentage of
the production value (in-value). In 2002, the state took approximately 42,000 barrels per day of Prudhoe Bay
production in-kind and sold it to the Williams Alaska Petroleum Company, for its refinery in North Pole. The
state's royalty share of Alaska North Slope production amounts to about 125,000 barrels per day.

The royalty oil taken in-value is valued according to a formula using a market basket of spot crude oil prices
closely approximating the ANS West Coast spot price of oil less a transportation allowance back to the lease.

Oil Production Revenue Forecasting Methodology and Assumptions

The forecasted value of the state's anticipated oil 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 forecast is the product of a
formal oil price scenario meeting that includes state economists and financial professionals from the Depart-
ment of Revenue, Department of Natural Resources, Department of Labor, the Governor's Office of Manage-
ment and Budget and the University of Alaska.

To develop a production volume forecast, the Department of Revenue uses an engineering consultant in
conjunction with assistance from the Alaska Department of Natural Resources and the Alaska Oil and Gas
Conservation Commission. This production volume forecast is developed from estimates of oil and gas produc-
tion by field.
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Qil Price Forecast

The accuracy of our oil price forecast for the next 18 months is dominated by the war in Iraq. Iraq has oil
reserves of 114 billion barrels, an amount exceeded only by the reserves in Saudi Arabia. The United Nations
has essentially regulated Iraqi production over the past 12 years. Iraq, which had produced at levels above 3
million barrels per day prior to the 1991 Gulf War, has averaged about 2 million barrels per day since then.
The speculation of a war with Iraq starting last year definitely placed a premium on world oil prices. Just prior
to the invasion by the United States and its allies, ANS oil peaked at $37.48 per barrel March 12. With the
invasion, prices began to fall. By March 21, oil prices finished the day at $25.61 per barrel. This ride up to
$37+ oil and dramatic drop to below $26 is an example of the effect of war and the uncertainty it generates
on oil prices when large-scale hostilities break out in a region that supplies one-third of the world’s daily oil
production.

Figure 11. OPEC Basket and ANS Spot Price (January 1998-February 2003)
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OPEC Basket consists of Saharan Blend, Minas, Bonny Light, Saudi Arab Light, Dubai, Tiajuana Light and
Isthmus.
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The war in Iraq presents a number of possible oil price scenarios. In this forecast, we have chosen to assume
as our reference case that there is an end to the war by this summer, with regime change and secure and
mostly undamaged oil fields. The subsequent resumption of Iraqi oil exports and the end to a “war premium”
on world oil prices should result in an oil price that remains within the OPEC target range of $22 to $28 per
barrel. There is, of course, the possibility a prolonged war and damage to the Iraqi oil fields could lead to
higher prices.

Longer term, we believe OPEC will continue to maintain a degree of control over the oil market allowing
members to manage the oil price within their $22 to $28 per target range. For several years we have forecast
that over the long term the delivered West Coast price for ANS would continue its post-1985 average of
$16.50 to $17.50 per barrel. However, OPEC’s success over the past four years in maintaining the OPEC
basket price within its target price band leads us to believe the most likely long-term delivered West Coast
ANS price will be about $22 per barrel (in nominal dollars) — the ANS price equivalent to the OPEC basket
price at the bottom of the target range. That is our base case long-term oil price forecast.

As alternative outcomes, we present the results of using an $18 delivered ANS price (the average delivered
West Coast ANS price from January 1986 through March 2002), and using a $28 price (the upper end of the
OPEC’s target range.) See Table 13 on the next page.

Short-Term Scenarios (FY 2004-2005).
Oil prices one week into the Iraq war fell to around $26 per barrel following a peak of over $37 per barrel just
before the war began.

The assumptions for our reference case price forecast (the remainder of FY2003 through FY2005) are:

= A relatively quick and successful resolution of the Iraq war, with regime change and mostly undamaged
Iraqi oil fields by this summer.

= Saudi Arabia and other OPEC countries will continue to make up production losses from Iraq, and Iraqi
production will come back into the market as quickly as possible, probably under the U.N. oil for food
program.

= Production from both Venezuela and Nigeria will ramp back up to their current quota levels as civil strife
isresolved.

= OPEC, and particularly the Saudis, will continue to manage the volume of oil in the market so prices
remain within OPEC’s price target range.

Our reference case projects that oil prices will average over $28.14 per barrel for FY 2003. As the situation
in Iraq stabilizes by late summer we expect oil prices to begin to trend downward as Iraqi production begins to
increase back toward its pre-war capacity of 3 million barrels per day. We forecast ANS to average $25.28
per barrel for FY 2004.

- 31 - Spring 2003 Revenue Sources Book




Figure 12. General Fund Unrestricted Revenue Forecast
Reference Case Compared to $18 and $28 Per Barrel Oil
$ Million
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Table 13. General Fund Unrestricted Revenue
Reference Case Compared to $18 and $28 Per Barrel Oil Price
$ Million
FY $18/ barrel Reference Case (" $28/ barrel
2003 1,951.3 1,951.3 1,951.3
2004 1,273.7 1,748.5 1,925.7
2005 1,248.9 1,481.0 1,879.6
2006 1,208.3 1,454.0 1,820.6
2007 1,173.0 1,410.6 1,764.6
2008 1,153.5 1,391.9 1,746.8
2009 1,147.6 1,388.2 1,746.3
2010 1,084.6 1,309.7 1,644.5
(1) See Table 15 for price ber barrel at Reference Case.
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Current Oil Market Situation.

Alaska North Slope oil prices have been very strong so far in FY 2003, averaging $28.51 per barrel so far this
year. The war premium grew significantly into early March with ANS hitting $37.48 per barrel on March 12,
2003. With the start of the Iraq war on March 19, oil prices fairly quickly dropped over $10 per barrel by
March 24.

Organization of Petroleum Exporting Countries.

OPEC has continued to ramp up production both in response to speculative concerns about war and to
replace barrels lost as a result of the strike in Venezuela and more recently in Nigeria where political violence
has reduced production by 800,000 barrels per day. OPEC members are somewhat concerned that current
production may be outstripping demand, and that if the global economy continues to stagnate an oil glut may
materialize.

Over the longer term we believe that OPEC will continue to demonstrate a commitment to its price range
target of $22 to $28 per barrel for ANS quality crude oil. This policy has been successfully implemented since
April 1999, with OPEC reducing production quotas in total by 5 million barrels per day since January 2001 and
reducing actual production by 2.3 million barrels per day.

This forecast assumes in our reference case that OPEC is successful in continuing to manage the price band
toward the bottom of its acceptable level.

Table 14. OPEC Output and Capacity
Million Barrels Per Day
February February
2003 2003 Spare
Capacity Production Capacity
Saudi Arabia 10.00 9.40 0.60
Iran 3.60 3.60 0.00
Venezuela 3.00 1.20 1.80
UAE 2.35 2.20 0.15
Nigeria 2.25 2.20 0.05
Kuwait 2.10 1.95 0.15
Libya 1.45 1.35 0.10
Indonesia 113 1.08 0.05
Algeria 1.10 1.10 0.00
Qatar 0.75 0.75 0.00
OPEC-10 27.73 24.83 2.90
Iraq 2.80 240 0.40
Total OPEC 30.53 27.23 3.30
Source: Middle East Economic Review, March 10, 2003
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Alaska North Slope.

ANS prices closely track the price for the OPEC basket of internationally traded crude oils, the benchmark
that OPEC uses to gauge the success of its production policy. ANS sells in direct competition with other
waterborne crude oils sold at U.S. West Coast destinations. This includes a growing amount of crude oil from
OPEC — primarily Saudi Arabia and Iraq.

ANS has a locational advantage over OPEC suppliers since it is the nearest waterborne source of crude oil
for West Coast refiners. However, due to the seasonality of the West Coast market, ANS may trade at a
premium or a discount relative to competitive crude oils depending on the time of year and OPEC production
policy. Currently, the West Coast crude oil market has weakened somewhat at least in part due to lower
production of sweet crude oil from Nigeria and a big increase in production from Saudi Arabia and other
Middle East producers of sour crude oil. ANS is now selling at a discount to WTT of $2.15 per barrel,
whereas as recently as February the differential was only $0.35 per barrel. Over time we expect the
differential to average $1.65 per barrel, the historical average.

Other Transportation and Production Costs

Transportation Costs.

The forced replacement of vessels without double hulls with new, more expensive vessels, and the continued
use of smaller qualified vessels to replace larger vessels retired by compliance 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 be determined by operating cost
trends, the production rate and inflation. Negotiations to revisit the TAPS Settlement Method will begin in
January 2007.

TAPS tariffs are filed on a calendar year basis, with new tariffs taking effect January 1 each year. The
expected tariff filing for calendar year 2003 is $3.25 per barrel. The Spring 2003 Forecast Assumptions table
on the next page contains projected tariffs for FY 2004-2010.

Feeder Pipeline Costs.

Certain additional transportation costs are also incurred to move the various crude oils that comprise ANS
from North Slope production fields to Pump Station No. 1 of the Trans-Alaska Pipeline System. These
include both feeder pipeline charges and other cost adjustments to account for the different qualities of oil
entering the North Slope pipelines as well as market-location differentials for in-state sales. See Table 15.

Wellhead Price.

The combination of ANS wellhead value and production volume by field form the basis for both state
production taxes and royalties. The wellhead value by field is calculated by subtracting the relevant marine
transportation and pipeline tariff costs (as well as adjustments for North Slope feeder pipelines and pipeline

quality bank) from the appropriate destination value. The table on the next page reflects this calculation for
FY 2003-2010.
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Table 15.  Spring 2003 Forecast Assumptions
$ per barrel
ANS ANS Other
Fiscal West Coast Marine TAPS Deductions & ANS
Year Price  Transportation Tariff Adjustments Wellhead
Actual 2002 21.78 1.80 3.47 (0.29) 16.80

2003 @ 28.14 1.77 3.32 0.21 22.85
2004 25.28 1.82 3.24 0.20 20.02
2005 21.67 1.87 3.31 0.21 16.29
2006 22.00 1.92 343 0.22 16.44
2007 22.00 1.97 3.48 0.23 16.33
2008 22.00 2.02 3.47 0.29 16.24
2009 22.00 2.07 3.38 0.37 16.21
2010 22.00 212 342 0.40 16.09

(1) Other deductions include other pipeline tariffs, quality bank charges, location differentials and

amended information.

(2) FY 2003 includes reported information through January 2003.

Qil Production

Our ANS oil production forecast is virtually unchanged from our Fall 2002 projection for FY 2004 through FY

2007.

One issue that makes production forecasting somewhat more difficult is the increased downtime in the newer,
high-productivity fields at Alpine and Northstar. In order to keep production costs low and the footprint small,
these fields are produced with very little equipment redundancy, so as a result, mechanical disruptions can

affect production for the entire field. We continue to monitor this situation and have made adjustments to our
production forecast to take this into account.

Beyond FY 2007, we delayed development of discoveries in the NPR-A by two years as the permitting
timelines and construction planning have become clearer. We also added 35 million barrels to our projected
recovery from the NPR-A. We still expect oil production off the North Slope to average 990,000 barrels per
day through the end of the decade.
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Table 16. Alaska Oil and NGL Production
Million Barrels per Day
Actual

FY 2002 FY 2003 FY 2004

Prudhoe Bay 0.4873 0.4355 0.4212
Midnight Sun 0.0062 0.0075 0.0050
Polaris 0.0014 0.0026 0.0040
Orion 0.0000 0.0004 0.0049
Aurora 0.0051 0.0075 0.0076
Borealis 0.0133 0.0273 0.0350
Orion 0.0000 0.0007 0.0050
Kuparuk 0.1754 0.1575 0.1563
West Sak 0.0060 0.0067 0.0119
Tabasco 0.0028 0.0036 0.0029
Tarn 0.0273 0.0337 0.0308
Meltwater 0.0032 0.0085 0.0076
Milne Point 0.0404 0.0345 0.0333
Schrader Bluff 0.0117 0.0169 0.0216
Endicott 0.0296 0.0262 0.0307
Eider 0.0017 0.0010 0.0009
Badami 0.0017 0.0012 0.0000
Lisburne 0.0102 0.0096 0.0094
Point Mcintyre 0.0454 0.0424 0.0375
Niakuk 0.0191 0.0146 0.0125
Alpine 0.0956 0.0980 0.1000
Northstar 0.0200 0.0587 0.0600
Total 1.0035 0.9938 0.9932
Cook Inlet 0.0293 0.0320 0.0388
Total Alaska 1.0328 1.0257 1.0320
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Petroleum Property Tax

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

Exploration Property.

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

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

Production Property.
Value is determined on the basis of replacement cost new 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 number of years of useful life is deter-
mined by estimating when the facility would reach 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 current 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 value of taxable pipeline property is determined with due regard to the economic value of
the property based on the estimated life of the proven reserves of gas or unrefined oil that will be transported
by the pipeline. We rely upon several standard appraisal techniques to value Alaska pipelines. We primarily
rely on the income method under which the value is the present worth of all future income streams of the
pipeline. Over 95% of pipeline transportation property is accounted for by the Trans-Alaska Pipeline from
Prudhoe Bay to Valdez.

The table on the next page illustrates the property tax distribution between local communities and the state
for FY 2002. The property value is assessed by the state. A local tax is levied on the state's assessed value for
oil and gas property within a city or borough, and is subject to the local property tax limitations established in
AS 43.29.080 and .100. If a municipality has a tax rate of 20 mills or less, the state’s mill rate is effectively 20
mills minus the local rate. If the local rate is greater than 20 mills, the state will recieve nothing on that prop-
erty and may recieve less on other property belonging to that taxpayer in other jurisdictions.
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Figure 13. FY 2002 Assessments by Property Type
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Table 17.  FY 2002, Distribution of the Petroleum Property Tax

(1) Other municipalities include Matanuska-Susitna, Cordova and Whittier.

$ Million

Municipalities Gross Tax Local Share State Share
North Slope 210.5 194.7 15.8
Unorganized 27.3 0.0 27.3
Valdez 13.2 13.2 0.0
Kenai 13.2 7.9 5.3
Fairbanks 5.3 4.2 1.1
Anchorage 0.8 0.7 0.1
Other Municipalities (" 0.2 0.1 0.1

Total 270.4 220.7 49.7
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Petroleum Corporate Income Tax

A petroleum corporation's Alaska income tax depends on the relative size of its Alaska-vs.-worldwide activi-
ties and the corporation's total worldwide net earnings. The corporation's Alaska taxable income is derived by
apportioning the corporation's worldwide taxable income to Alaska using the average of three factors: the
proportion of the corporation's (1) tariffs and sales, (2) oil and gas production, and (3) oil and gas property in
Alaska.

We begin our forecast by estimating the statistical relationship between historical collections of tax and the
value of Alaska oil production. We then adjust the forecast for carryforwards and refunds. In FY 2003, the
carryforward and refund adjustment is over $70 million. This adjustment is a result of oil companies overpay-
ing their income taxes. As a result of this adjustment, plus low marketing and refining margins, the FY 2003
petroleum corporation income tax projection is relatively low — in spite of projected high oil prices. As
margins improve and refunds and carryforwards are used up, revenues should increase in FY 2004.
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Restricted Oil Revenue

The table below reflects restricted oil and gas revenue.

A minimum of 25% of all mineral lease rentals, royalties, royalty sale proceeds, federal mineral revenue
sharing payments and bonuses received by the state must be deposited into the Alaska Permanent Fund. For
state oil and gas leases issued after 1980, state statute requires a 50% contribution to the fund. In addition, a
state statute also requires a contribution of 0.5% of all royalties and bonuses to the Public School Fund Trust.
As explained earlier, settlements with or judgments against the oil industry involving tax and royalty disputes
must be deposited in the CBRF.

The state is entitled to 50% of all bonuses, rents and royalties from oil development activity in the federal
NPR-A. All such revenue flows into the NPR-A Special Revenue Fund. All of the revenue in the fund each
year is available for appropriation in the form of grants to municipalities that demonstrate present or future
impact from NPR-A oil development. Of the revenue not appropriated to the municipalities, 25% goes to the
Permanent Fund, 0.5% goes to the Public School Trust Fund, and the rest may be appropriated to the Power
Cost Equalization and Rural Electric Capitalization Fund. Any remaining revenue after these appropriations
lapses into the General Fund.

Table 18. Restricted Oil Revenue
$ Million

Actual
FY 2002 FY 2003 FY 2004

Restricted Oil Revenue
Royalties to Permanent Fund & Public School Fund

Royalties to the Permanent Fund 257.7 361.3 325.0
Royalties to the Public School Fund 4.3 6.2 5.2
Subtotal 262.0 367.4 330.3
Settlements to the CBRF 90.2 30.0 20.0
NPR-A Royalties, Rents and Bonuses 1.7 34.8 2.9
Total 353.9 432.2 353.2

Oil Revenue S 40 -



DZH

DZH


IV. NON-OIL REVENUE
(EXCEPT FEDERAL AND INVESTMENT)

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

Table 19. Non-Oil Revenue (Except Federal and Investment)
Actual FY 2002 and Projected FY 2003-2004
$ Million
Actual
FY 2002 FY 2003 FY 2004
Unrestricted
Taxes 177.6 171.8 1771
Charges for Services 19.1 11.5 11.5
Fines and Forfeitures 6.6 6.6 6.6
Licenses and Permits 42.2 325 33.2
Rents and Royalties 9.3 9.3 9.3
Other 42.3 28.3 27.3
Total Unrestricted 297.1 260.0 265.0
Restricted
Taxes 57.7 63.7 68.7
Charges for Services 233.8 307.4 304.9
Fines and Forfeitures 291 28.5 25.6
Licenses and Permits 25.6 25.9 26.1
Rents and Royalties 2.5 2.5 2.5
Other 139.1 144.1 123.4
Total Restricted 487.8 5721 551.2
Total 784.9 832.1 816.2
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Figure 14. FY 2002 Non-Oil Revenue (Except Federal and Investment)
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Non-Qil Tax

Alcoholic Beverages Tax

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

Corporate Income Tax

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

Electric Cooperative and Telephone Cooperative Taxes

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

Estate Tax

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

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

Fishery Resource Landing Tax

The Fishery Fesource Landing Tax was enacted in 1993. The tax is levied on processed fishery resources first
landed in Alaska, and is based on the unprocessed statewide average value of the resource. Fishery Resource
Landing Taxes are collected primarily from factory trawlers and floating processors that process fishery
resources outside of the state's 3-mile limit and bring their products into Alaska for transshipment. Fishery
Resource Landing Tax rates vary from 1% to 3%, based on whether the resource is classified as "established"
or "developing." All revenue derived from the Fishery Resource Landing Tax is deposited in the General Fund,
but, by statute, 50% is available for sharing with municipalities on the same lines as the Fisheries Business Tax.
The revenue to be shared is considered restricted.

Insurance Premium Tax

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

Mining License Tax

This tax is on the net income of mining property in the state, ranging from 0% to 7%, less exploration and
other credits. Except for sand and gravel operations, new mining operations are exempt from the Mining
License Tax for a period of 3% years after production begins. The production value of minerals decreased
from 2000 levels by 6.5% in 2001 to $0.9 billion, mostly due to the decreased value of zinc. Although in 2002
the price of gold has increased by almost 15%, zinc prices have decreased by more than 12%.

Non-Oil Revenue - 44 -




Motor Fuel Tax

The Motor Fuel Tax dates back to 1945 when a tax of 1¢ per gallon was imposed on all motor fuel. The
Motor Fuel Tax is levied on motor fuel sold, transferred or used within Alaska. Motor Fuel Taxes are collected
primarily from wholesalers and distributors licensed as qualified dealers. Current per gallon rates are 8¢ for
highway use, 5¢ for marine use, 4.7¢ for aviation gasoline, 3.2¢ for jet fuel, and a variable rate of 8¢/2¢,
depending on the season, for gasohol. Various uses of fuel are exempt from tax, including fuel used for heating
or in flights to or from a foreign country. All revenue derived from Motor Fuel Taxes is deposited in the
General Fund, but 60% of taxes attributable to aviation fuel sales at municipal airports are shared with the
respective municipalities, and hence considered restricted for purposes of this forecast.

Seafood Assessments and Taxes

The Department of Revenue administers several different programs that raise money through seafood
assessments. The money raised is then set aside for the legislature to appropriate for the benefit of the
seafood industry — either in marketing or in management/development of the industry. The four programs
are the Salmon Marketing Tax, Seafood Marketing Assessment, Salmon Enhancement Tax and Dive Fishery
Management Assessment. The rates for many of these assessments are actually determined by a vote of the
appropriate association within the seafood industry. Although all revenue received under these assessments
is deposited in the General Fund, for purposes of this forecast it is treated as restricted revenue. With the
exception of the Salmon Enhancement Tax, all other seafood assessments are reflected under the Charges for
Services section.

Tobacco Tax

The Tobacco Tax dates back to 1949, when a tax of 3 cents per pack of cigarettes and 2 cents per ounce of
tobacco was enacted. The Tobacco Tax is levied on cigarettes and tobacco products sold, imported or trans-
ferred into Alaska. Tobacco Taxes are collected primarily from licensed wholesalers and distributors. The tax
rate on cigarettes is $1 per pack of 20 cigarettes. The tax rate on other tobacco products — such as cigars
and chewing tobacco — is 75% of the wholesale price. Seventy-six percent of cigarette tax revenue is
deposited in the School Fund; 24% in the General Fund. All tobacco products tax revenue is deposited in the
General Fund; all cigarette and tobacco products license fees are deposited in the School Fund. Revenue
deposited in the School Fund is dedicated to the rehabilitation, construction, repair and insurance costs of
school facilities. The decrease in cigarette tax revenue is due to a decline in taxable cigarette sales. The
increase in other tobacco products revenue is due to the growth in the wholesale value of other tobacco
products.

Charitable Gaming

Under Alaska law, municipalities and qualified non-profit 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.
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Table 20. Non-Oil Tax
Actual FY 2002 and Projected FY 2003-2004
$ Million

Actual
FY 2002 FY 2003 FY 2004
Unrestricted
Sales and Use Tax
Alcoholic Beverage 12.9 12.6 15.3
Cigarette 9.5 9.3 9.1
Other Tobacco Product 6.0 6.6 6.9
Insurance Premium 34.1 37.4 39.2
Electric and Telephone Cooperative 0.1 0.1 0.1
Motor Fuel 40.2 36.1 37.5
Subtotal 102.8 102.1 108.1
Corporation Income Tax 53.4 50.0 50.0
Fish Tax
Fisheries Business 12.7 11.1 1.1
Fishery Resource Landing 2.6 3.5 3.5
Subtotal 15.3 14.6 14.6
Other
Mining 0.5 0.5 0.5
Estate 3.1 2.1 1.4
Charitable Gaming 2.5 2.5 2.5
Subtotal 6.1 5.1 4.4
Total Unrestricted 177.6 171.8 1771
Restricted
Sales and Use Tax
Alcoholic Beverage (Alcohol & Drug Treatment) 0.0 9.7 15.3
Insurance Premium (Workers Safety & Compensation) 3.2 3.0 3.0
Electric and Telephone Cooperative (Municipal Share) 3.1 3.6 3.6
Cigarette (School Fund) 30.3 29.6 29.0
Motor Fuel - Aviation (Municipal Share) 0.2 0.2 0.2
Subtotal 36.8 46.1 51.1
Fish Tax
Fisheries Business (Municipal Share) 12.6 111 111
Fishery Resource Landing (Municipal Share) 4.6 4.1 4.1
Salmon Enhancement (Aquaculture Assoc. Share) 3.7 2.4 2.4
Subtotal 20.9 17.6 17.6
Total Restricted 57.7 63.7 68.7
Grand Total 235.3 235.5 245.8
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Charges for Services

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

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

Marine Highway Fund

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

Program Receipts

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

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

"Statutorily Designated" program receipts are those receipts from contracts, grants, gifts or bequests. The

remaining program receipts are included under "Receipt Supported Services." Those not listed separately, or
not described elsewhere in this forecast, are included in the catchall "Other."
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Table 21. Charges for Services
Actual FY 2002 and Projected FY 2003-2004
$ Million
Actual
FY 2002 FY 2003 FY 2004

Unrestricted

General Government 16.0 8.9 8.9
Natural Resources 1.9 1.4 1.4
Other 1.2 1.2 1.2
Total Unrestricted 191 11.5 11.5
Restricted
General Government 1.1 1.1 1.1
Natural Resources 0.1 0.1 0.1
Marine Highway Receipts (" 32.2 M5 425
Statutorily Designated 2 55.9 98.8 102.6
Airport Receipts 72.6 74.0 74.0
Receipt Supported Services @ 71.9 91.9 84.6
Total Restricted 233.8 3074 304.9
Grand Total 252.9 318.9 316.4

(1) In FY 2002, actual revenue was $39.5 million. However, $7.3 million was moved to prior year accrual in FY 2003
as a result of changes in accounting practices.

(2) FY 2003 and FY 2004 estimates of receipt supported services and statutorily designated program receipts were
provided by the Office of Management and Budget.
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Fines and Forfeitures

This category includes civil and criminal fines and forfeitures, and money received by the state from the
settlement of various civil lawsuits. The majority of the receipts under this category are from tobacco
litigation and other settlements.

Tobacco Settlement

The tobacco settlement was signed by 46 states (including Alaska) in November 1998. The first payment
from the settlement was made in FY 2000. In 2000 and 2001, the legislature authorized the sale of 80% of
the future revenue stream from the tobacco settlement to a new public corporation, the Northern Tobacco
Securitization Corporation, a subsidiary of the Alaska Housing Finance Corporation. The new corporation, in
turn, sold bonds based on this revenue stream, and paid to the state the money raised by the bond sale,
which the legislature appropriated for schools, the university and harbor projects. Starting in FY 2002, the
remaining 20% of the settlement revenue each year will be deposited into the new Tobacco Use Education
and Cessation Fund. We also show the 80% that goes directly to the Northern Tobacco Securitization
Corporation for payment of the bonds.

Table 22. Fines and Forfeitures
Actual FY 2002 and Projected FY 2003-2004
$ Million

Actual
FY 2002 FY 2003 FY 2004

Unrestricted

Other Settlements 0.8 0.8 0.8
Other Fines and Forfeitures 5.8 5.8 5.8
Total Unrestricted 6.6 6.6 6.6
Restricted
Mitigation Accounts 4.2 4.2 4.2
Tobacco Settlement (Northern Tobacco Securitization Corp.) (") 19.9 19.4 171
Tobacco Settlement (Tobacco Use Education & Cessation Fund) () _ 5.0 4.9 4.3
Total Restricted 29.1 28.5 25.6
Grand Total 35.7 35.1 32.2

(1) Assumes that all participating manufacturers make their payments in full.
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Licenses and Permits

Licenses and permits represent another source of government revenue derived from charges for participating
in activities regulated by the state. The majority of the receipts under this category are from motor vehicle
registration and fishing and hunting license fees.

Fishing and Hunting Licenses Fees

The majority of these fees are appropriated to a special revenue fund called the Fish and Game Fund. Money
in the fund may only be spent for fish and game management purposes.

Motor Vehicle Registration Fees

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

Table 23. Licenses and Permits
Actual FY 2002 and Projected FY 2003-2004
$ Million

Actual
FY 2002 FY 2003 FY 2004

Unrestricted

Motor Vehicle 35.7 29.8 30.5
Other Fees 6.5 2.7 2.7
Total Unrestricted 42.2 325 33.2
Restricted
Fishing and Hunting
Hunting and Fishing Fees (Fish and Game Fund)  23.3 23.5 23.7
Sanctuary Fees (Fish and Game Fund) 0.1 0.1 0.1
Subtotal 23.4 23.6 23.8
Other Fees (Clean Air Protection Fund) 2.2 2.3 2.3
Total Restricted 25.6 25.9 26.1
Grand Total 67.8 58.4 59.3
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Rents and Royalties

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

Table 24. Rents and Royalties
Actual FY 2002 and Projected FY 2003-2004
$ Million

Actual
FY 2002 FY 2003 FY 2004

Unrestricted

Land Leasing, Rental and Sale 8.3 8.3 8.3
Coal Royalties 0.6 0.6 0.6
Timber Sales 0.2 0.2 0.2
Cabin Rentals 0.2 0.2 0.2
Total Unrestricted 9.3 9.3 9.3
Restricted
Land Leasing, Rental and Sale 2.5 2.5 2.5
Total Restricted 2.5 2.5 2.5
Grand Total 11.8 11.8 11.8
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Other

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

Public Corporation Dividends

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

Unclaimed Property

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

Table 25. Other Non-Oil Revenue
Actual FY 2002 and Projected FY 2003-2004
$ Million

Actual
FY 2002 FY 2003 FY 2004

Unrestricted

Miscellaneous 27.3 243 243

Unclaimed Property 15.0 4.0 3.0

Total Unrestricted 42.3 28.3 27.3

Restricted

Miscellaneous 14.0 14.0 14.0
Dividends from Public Corporations

Alaska Housing Finance 103.0 103.0 103.0

Alaska Industrial Development & Export Authority 17.5 201 0.0

Alaska Student Loan Corporation 4.0 53 5.0

Alaska Municipal Bond Bank 0.6 1.7 1.4

Subtotal 125.1 130.1 109.4

Total Restricted 139.1 1441 123.4

Grand Total 181.4 172.4 150.7
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V. FEDERAL REVENUE

Federal government spending has figured prominently in Alaska's history and is still a major force today, in
spite of the maturing and diversification of Alaska's economy. In the latest fiscal year for which we have
records, federal spending was $6.4 billion (see Table 27 on Page 55). Part of that spending comes from the
activities of the various agencies of the federal government, part is in the form of grants to state and local

governments, and still another part is payments to individuals.

Table 26. Total Federal Revenue to the State
Actual FY 2002 and Projected FY 2003-2004

Source: Office of Management and Budget

$ Million
Actual Budgeted
FY 2002 FY 2003 FY 2004
Restricted
Federal Receipts 1,5652.7 2,429.9 2,497.3
Total Restricted 1,5652.7 2,429.9 2,497.3

Figure 15. FY 2002 Federal Revenue
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Figure 16. FFY 2001: Federal Spending Per Capita — Top Six States
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Table 27.

Defense

Health & Human Services

Total Federal Spending, FFY 2001
$ Million

Social Security
Other Agencies

Total

By Agency
$Million Percent
1,778 28
1,177 18
573 9
2,875 45
6,403 100

By Category
$Million Percent

Grants 2,313 36
Salaries & Wages 1,414 22
Procurement 1,130 18

Retirement & Disability 936 15
Other Direct Payments 610 10
6,403 100

Figure 18. Federal Dollars Received by the State ()
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VI. INVESTMENT REVENUE

Table 28. Total Investment Revenue
Actual FY 2002 and Projected FY 2003-2004
$ Million
Actual
FY 2002 FY 2003 FY 2004
Unrestricted
GeFONSI Pool Investments 35.4 32.3 12.0
Investment Loss Trust Fund 0.1 0.1 0.1
Interest Paid by Others 7.6 2.0 2.0
Subtotal 431 34.4 14.1
Restricted
GeFONSI Pool Investments 10.6 9.8 3.6
Constitutional Budget Reserve Fund 122.3 102.3 63.6
Other Treasury Managed Funds (0.8) 9.5 30.8
Alaska Permanent Fund (GASB) () (617.0) (750.3) 1,631.6
Subtotal (484.9) (628.7) 1,729.6
Total (441.8) (594.3) 1,743.7
(1) Governmental Accounting Standards Board (GASB) principles recognize changes in the value of investments as
income or losses at the end of each trading day, whether or not the investment is actually sold.

Figure 19. FY 2002 Investment Revenue
($0.4 Billion)
4.5
4.0
3.5 Federal
$1.6 Billion
3.0
25
c Non-Oil
g 2 . 0 (Except F;gfesralBairllri ¢I)nr\;estmerlvt)
=
s 15
Qil
1.0 $1.7 Blillion
0.5 Unrestricte<$ $0.04 Billion
0.0
(S0t Bimon) O—1—> [ Restricted: (50.5 Billion)
-0.5
-1.0

- 57 - Spring 2003 Revenue Sources Book



DZH

DZH


Investment Forecast

To forecast investment revenue for the current fiscal year — FY 2003 — we combine each fund's actual
performance through February 28 with a projection for the rest of the year. Normally, forecasts and estimated
capital market median returns are based on information supplied by the state's investment consultant Callan
Associates Inc. and its “Five-Year Capital Market Estimated Returns” (see the table below).

Table 29. Callan Associates Inc. 2003 Five-Year Capital Market Estimated Returns

%I/ Year
Median %I/ Year
Expected Expected

Asset Class Benchmark for Asset Class Return Risk
Equities

U.S. Broad Callan Associates Inc. (CAl) Broad Market 9.0 17.3
U.S. Large Cap Standard and Poors (S&P) 500 8.7 16.2
U.S. Small Cap CAIl Small 10.3 25.0
International Morgan Stanley Capital International EAFE 9.6 21.5

Fixed Income

Domestic Broad Market Lehman Brothers Aggregate 4.75 4.5
Domestic Short Term (cash equivalent) Three-Month U.S. Treasury Bill 3.0 0.7
Domestic Intermediate Term Merrill Lynch 1-to 5-Year Government 4.0 3.15
International Salomon Brothers Non-U.S. Government 4.65 9.6
Other

Real Estate 7.6 16.5

Economic Variables
Inflation 2.6 2.6

The continued volatility in the world's financial markets makes focus on the expected risk columns in the table above
particularly appropriate. The numbers in this column represent a statistical measure called standard deviation, which is
the most commonly used measure of risk in the investment world. The standard deviation allows you to estimate a range
in which you would expect results to fall two-thirds of the time. For example, Callan estimates an average annual return
for the domestic broad market fixed-income asset class of 4.75% and an expected risk for that asset class of 4.5%.
That means Callan is forecasting that two-thirds of the time the annual return for the domestic broad fixed-income
asset class will fall between 0.25% (the median expected average annual return of 4.75% minus the expected risk of
4.5%) and 9.25% (the median expected return plus the expected risk).

The probability that a particular asset class or portfolio will have a negative return over a given period of time is another
way to reflect the riskiness of that asset class or portfolio. The investment income summary tables in this section of the
revenue forecast include an estimate of the probability of negative returns for each fund over a one-year period.
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Given current market conditions, however, Callan Associates Inc. assumptions for projected fixed-income
returns from last January are too optimistic. For the General Fund and Other Non-Segregated Investments
(GeFONSI), the Constitutional Budget Reserve Fund (CBRF) Regular Account, International Airport and
International Airport Construction Funds, we are substituting the current yields-to-maturity of the relevant

asset classes. This lowers projected income from the income derived from Callans assumptions. (See compari-
son table below.)

We have continued to use Callan’s Five-Year Market assumptions for the Constitutional Budget Reserve Fund
(CBRF) Special Subaccount, Public School Trust Fund, Alaska Children’s Trust and the Power Cost Equaliza-
tion Endowment.

Table 30. Callan Associates Inc. Capital Market Returns vs. Current Yield to Maturity

% peryear % per year
Callan Current Yield
Associates  Expected
Asset Class Benchmark for Asset Class Inc. to Maturity

Fixed Income

Domestic Short Term (cash equivalent) Three-Month U.S. Treasury Bill 3.0 1.14
Domestic Intermediate Term Merrill Lynch 1-to 5-Year Government 4.0 1.946
Domestic Broad Market (Long Term) Lehman Brothers Aggregate 4.8 4.12

(1) Yield as of March 19, 2003.
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Unrestricted Investment Revenue

Table 31. Unrestricted Investment Revenue
Actual FY 2002 and Projected FY 2003-2004

$ Million
Actual
FY 2002 FY 2003 FY 2004
Unrestricted

GeFONSI Pool Investments 35.4 32.3 12.0
Investment Loss Trust Fund 0.1 0.1 0.1
Interest Paid by Others 7.6 2.0 2.0
Total 431 34.4 141

Table 32. GeFONSI Investment Revenue Summary
Actual FY 2002 and Projected FY 2003-2004

Asset Allocation

Percent
Treasury Pool Allocation Performance Benchmark
Short-term, Fixed-Income Pool 38% Three-Month U.S. Treasury Bill
Intermediate-Term, Fixed-Income Pool 62% Merrill Lynch 1-to 5-Year Government Index
GeFONSI Pool Balance February 28, 2003 $1,106.0 Million
Projected Annual Rate of Return 1.64 %
Probability of Negative Return Over 1 Year 3.86 %
Actual Total Investment Income, FY 2002 $ 46.0 Million
Projected Total Investment Income, FY 2003 $ 42.1 Million
Projected Total Investment Income, FY 2004 $ 15.6 Million
$ Million
Actual
FY 2002 FY 2003 FY 2004
GeFONSI Pool Revenue into General Fund® 354 323 120
GeFONSI Pool Revenue Restricted 10.6 9.8 3.6
Total 46.0 421 15.6
(1) Includes subfunds of the General Fund.
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Table 33. Investment Loss Trust Fund Investment Revenue Summary
Actual FY 2002 and Projected FY 2003-2004
Asset Allocation
Percent

Treasury Pool Allocation Performance Benchmark
Short-term, Fixed-Income Pool 100% U.S. Treasury Bill

Investment Loss Trust Fund Balance February 28, 2003 $10.0 Million

Projected Annual Rate of Return 3.0%

Probability of Negative Return Over 1 Year 0.0%

Total Return ($ Million)
Actual
FY 2002 FY 200