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April 10, 1996

The Honorable Tony Knowles
Governor of Alaska

P.O. Box 110001

Juneau, Alaska 99811-0001

Dear Governor Knowles:

We have enclosed our Spring 1996 Revenue Forecast that projects revenues for FY 1996, FY 1997, and
FY 1998. The revenue outlook for the short term has improved. Thanks in part to a very strong oil
market, our revenue estimate for FY 1996 is $120 million higher than our forecast last fall.

Although oil prices have averaged over $20 per barrel in recent months, we believe that this level of prices
is not sustainable given the current outlook for both non-OPEC and OPEC production in the coming
months. We expect that ANS prices will return to pre-spike levels, averaging $16.67 per barrel in FY
1997 and $16.75 per barrel in FY 1998. These prices are only a bit higher than those projected last fall.
Our assumptions about oil production are essentially unchanged from the Fall 1995 forecast.

We have also included in this forecast a new table (Table 3) that reflects certain adjustments to the
Department of Revenue’s forecast of General Fund Unrestricted Revenues. These adjustments are
required to calculate the net unrestricted revenue figure used by your Office of Management and Budget
and the Legislature for budgeting purposes. We have labeled the adjusted amount “Net Disposabie
Unrestricted General Fund Revenues.” We forecast that the amount of Net Disposable Unrestricted

General Fund Revenues wili be:

FY 96 $2.173 billion
FY 97 $1.992 billion
o FY 98 $1.910 billion

Alaska’s declining oil production rate, coupled with a heavy reliance on petroleum revenues, are the main
reasons the revenue trend is declining. Although we project new production from the Milne Point field
and an accelerated commencement of North Star production, these production increases will not be
sufficient to offset the continuing Prudhoe Bay production decline.

Sincerely,

%/‘J\\

/ Wilson L. Cendon
Commissioner
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EXECUTIVE SUMMARY

TABLE 1.

GENERAL FUND UNRESTRICTED REVENUES

BASE CASE SCENARIO
Spring 1996 Forecast Projections

KEY ANS OIL ASSUMPTIONS

FY As Compiled by Revenue Net Disposable Market Price Production
1995 AcTuar  $2.083 billion $2.477 billion $16.83/bbl 1.573 million bbl/day
1996 $2.001 billion $2.173 billion $17.17/bbl 1.483 million bbl/day
1997 $1.910 billion $1.992 billion $16.67/bbl 1.428 million bbl/day
1998 $1.844 billion $1.910 billion $16.75/bbl 1.366 million bbl/day
BASE CASE SCENARIO

The Bottom Line

The Spring 1996 forecast updates our short term (FY 1996 - FY 1998) outlook for prices,
production, and General Fund Unrestricted Revenue. For our short-term forecast, we have chosen
to develop and report a single estimate that we will continue to call the base case scenario. All of
our revenue sources are subject to uncertainty. Given the State’s reliance on oil production rev-
enues and the short-term volatility of oil prices, we recommend that the reader examine the petro-
leum revenue sensitivity matrices on pages 25-26 to understand the effects of changing oil prices
and production on the State’s revenues.

Highlights from the Spring 1996 forecast are:

* QOil prices have soared since the Fall 1995 forecast, increasing FY 1996 revenue estimates

by $120 million.

* The revenue outlook for FY 1997 ($1.91 billion) and for FY 1998 ($1.84 billion) is
about the same as it was in our fall forecast since oil prices are expected to come down

from current levels.

* We have added Table 3, on page 10, to show the adjustments to General Fund Unrestri cted
Revenues that are necessary to derive Net Disposable Unrestricted General Fund Revenues.

* The ANS export ban is well on its way to being lifted. This should bolster ANS value.

* FY 1996 oil production is projected to average 1.48 million bbl/day, with a decline
in FY 1997 of .055 million bbl/day and a .062 million bbl/day decline in FY 1998,

# The Prudhoe Bay production decline continues to dominate the production cutlook;
however, upgrades at Milne Point will increase production and partially offset the

Prudhoe Bay decline.

* Non-petroleum revenues are modestly higher than projected last fall.

SPRING 1996 REVENUE SOURCES BOOK




SPRING 1996 BASE CASE SCENARIO PROJECTIONS, FY 1996-FY 1998
FIGURE 1. General Fund Unrestricted Revenues
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FIGURE 2. ANS Market Price
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REVENUEFORECAST
SHORT-TERM OUTILOOK, FY 1996 - FY 1998

Petroleum revenues continue to dominate Alaska’s revenue picture. The following pages
(1) discuss the current oil market situation, (2) set forth the Department’s Spring 1996 revenue
forecast assumptions, and (3) specify the methodology the Department used to project the oil
prices, oil and gas production, and General Fund Unrestricted Revenue. The same inflation as-
sumptions were used in this forecast as in the Fall 1995 forecast. (3 percent in both FY 1996 and

FY 1997 and 3.2 percent in FY 1998.)

GENERAL FUND UNRESTRICTED REVENUE AND
NET DISPOSABLE UNRESTRICTED GENERAL FUND REVENUE

The Department of Revenue has historically forecast an amount of General Fund Unre-
stricted Revenue that included all the “UNRESTRICTED REVENUE” items in the state account-
ing system (AKSAS) together with certain program receipts that are accounted for as “RE-
STRICTED REVENUE” in AKSAS. Table 2 reflects that forecast.

Both the the Governor’s Office of Management and Budget and the Legislature make a
series of adjustments to the Department of Revenues’s forecast of General Fund Unrestricted
Revenue to derive a forecast of Net Disposable Unrestricted General Fund Revenue. This adjusted
amount is then used for budget and budget planning purposes. Table 3 reflects the derivation of
Net Disposable Unrestricted General Fund Revenue.

SPRING 1996 REVENUE SOURCES BOOK 4




TABLE 2. GENERAL FUND UNRESTRICTED REVENUE
AS HISTORICALLY COMPILED BY THE DEPARTMENT OF REVENUE

This table presents the General Fund Unrestricted Revenue forecast as the Department of Revenue has compiled it for
over 20 years. The table reflects revenue items that are currently coded as “UNRESTRICTED REV ENUE” and a portion of
the program receipts currently coded as "RESTRICTED REVENUE in the state accounting system (AKSAS). The program
receipts revenue included in the table is reflected in the 54000 and 55000 series of accounts.

For budget and budget planning purposes, the Executive Branch and the Legislature adjust the revenues reflected in
this tab Ie to derive an amount of Net Disposable Unrestricted General Fund Revenue. Table 3 reflects the derivation of Net

Disposable Unrestricted General Fund Revenue.

(Millions of Dollars)
FY 1995 AcTuaL EY 1996 FY 1997 EY 1998

TAXES
Income Tax p
Corporate - General 67.0 60.0 55.0 50.0
Corporate - Petroleum 128.5 165.0 155.0 150.0 &

Total (1) 195.5 225.0 210.0 200.0
Severance Tax k
QOil & Gas Production 769.8 730.1 702.2 664.1
0il & Gas Conservation 2.0 1.9 1.8 1.7
Qil & Gas Hazardous Release (2) 22.1 136 134 i2.8

Total 793.9 745.6 717.4 678.
Property Tax (3)
Oil & Gas 57.3 533 51.1 48.7
Sale/Use Tax
Alcoholic Beverages 12.0 12.3 12.3 12.3
Fuel Taxes - Aviation (4) 8.0 8.3 8.3 8.3
Fuel Taxes - Highway 24.0 20.0 20.0 20.0
Fuel Taxes - Marine 7.6 7.5 7.5 7.5
Tobacco Products 14.4 145 14,5 14.5

Total 66.0 62.6 62.6 62.6
Miscellaneous - Other Tax ,
Fish Business (5) 39.0 36.4 35.0 35.0 ,
Fish Landing (6) 7.3 6.0 6.0 6.0
Salmon Enhancement (7) 5.7 5.0 5.0 5.0
Seafood Marketing (8) 3.2 3.0 3.0 3.0
Salmon Marketing (9) 4.7 4.6 4.6 4.6
Insurance Companies 28.0 28.0 28.0 28.0 o
Electric & Telephone Coop (10) 2.4 2.3 2.3 23 o
Gaming 2.0 2.0 2.0 2.0
Mining License Tax 03 0.3 0.3 03 ;
Estate 1.2 1.0 1.0 1.0 -

Total 93.8 88.6 87.2 87.2
TOTAL T, 1266.5 1175.1 11283 1077.1

{1y Tax settlements that must be paid to the Constitutional Budget Reserve Fund (CBRF) are not included in estimated revenues.
(2} Reflects enactment of the modified conservation surcharge on oil (AS 43.55300-3103.
(3) Amounts represent the State’s share of total oil and gas property taxes collected. Fstimated toral property taxes and the municipalities” share respectively are as follows

~—-

(millions $3: FY 96:$301 .6 and $248.3, FY 97: $292 and $240.9; FY 98: $279 2 and $230.5. Note that these tax revenues are not reflected as shared taxes in Table 3because
the State never receives the municipal portion of this tax.

(4} Includes amounts annually shared to qualified municipalitics (AS 43.40.010). See Table 2.

(5) Includes amounts annually shared to qualificd municipalitics (AS 43.75.130). See Table 3.

(6) Includes amounts annually shared to qualified municipalities (AS 43.77.060). Since the taxpavers have contested the constitutionality of the tax, the shared portion ($2.8
million for FY 95) is currently escrowed by the municipalities. See Table 3.

(7) Provides annual funding, based on collections, for qualified regional aquaculture associations (AS 43.76 and AS 29.60.450). See Table 3.

(8) Provides annual funding, based on collections, for the Alaska Seafood Marketing Institute (AS 16 51.160}. See Table 3.

(9) Provides annual funding, based on collections, for the Alaska Seafood Marketing Institute (AS 43.76.120). See Table 3.

(10 100 percent of the tax is annually disbursed to local taxing authorities (AS 10.25.570). See Table 3.

8 SPRING 1996 REVENUE SOURCES BOOK




FY 1995 ACTUuAL

(Millions of Dollars)

FY 1996

FY 1997 FY 1998

LICENSE PERMIT,
Business (11)(12) 3.7 5.0 5.0 5.0
Non-Business 31.0 300 30.0 30.0
Total 347 35.0 35.0 35.0
INTERGOVERNMENTAL RECEIPTS
Federal Shared Revenues (13) 4.1 4.0 4.0 4.0
Section 8(g) Funds (13) Q1 Q1 Q1 0.1
Total 4.2 4.1 4.1 4.1
Bonus Sales (13)(14)(15) 1.0 2.1 0.0 0.0
Rents (13)(15) 4.6 5.0 5.0 5.0
Royalties (13) 628.3 609.8 597.4 583.3
Sale of State Property (11) 21.8 10.0 10.0 10.0
Gravel, Timber, etc. (11) 0.6 1S5 23 17
Total 656.3 6284 6147 600.0
INVESTMENT EARNINGS 72.4 70.0 40.0 40.0
TLI EL : g
Airports 0.5 0.5 0.5 0.5
Marine Highways (16) 41.5 41.0 41.0 41.0
Other 3.3 3.0 3.0 3.0
Total 47.3 46.5 46.5 46.
SERVICES RELATED CHARGES
Court System 6.4 6.5 6.5 6.5
Other 3.9 3.0 3.0 3.0
Total 12.3 11.5 11.5 11.5
MISCELLANEOUS REVENUE 49.2 30.0 30.0 30.0
TOTAL UNRESTRICTED REVENUE 2082.9 2000.6 1910.1 1844.2

(i

Most fees charged by various agencies are restricted program receipts, See Table 3 for more detail.

AS 43.35.050) and liuor licenses (AS 04.11.610) shared 1o qualified municipalities. See Table 3.

(12 Includes amounts of armusement and gaming |
1t contributions.
tricied General Fund share of actual Stare lease sales: FY 95¢Saie 78, Cook Inlet, October 31, 1994, $1.654.137):

{13} Net of Permanent Fund and Public Schoo! Fu

(145 Figures for FY 95 and FY 96 reflect the Srare's u
FY 96 (Sale 67A-W2, Cook Inlet, November 14, 1995, $100,638--Sale 74W, Cock Inler. November 14, 1995 $540,406--Sale 76W, Cook Inlet, Novernber 14, 1995,
$79,722--Sale 78W . Cook Inlet, Novernber 14,1995, 8257 583--Sale 80, Shaviovik, Decernber 5, 1995, $3.337,485). 50 percent of the bonuses were deposited into
the Permanent Fund.

{15)  The Department of Naturaf Resources projects the following tentative. FY 97 and FY 98 state lease sales: FY 97 (Sale 86A, Colville, August, 1996--Sale 85A, Cook
Inlet. Decernber. 1996--Sale 86, Central Beaufort Sea. June 19971 FY 98 (Sale 87, Noth Slope Arcawide, April, 1998--Sale 85, Cook Inlet, August, 1998}, Amounts
from borus bids caanot be anticipated prior 10 sales; therefors, no estimates are provided. 30 percent of these bonuses must be deposited into the Permanent Fund,

{16y The g

capital expenditures.

sss revenus of the Stae ferry system is deposited in the Alaska Marise Highway Fund (AS 1965067 and nimy then be appropriated for system operating and

SPRING 1996 REVENUE SOURCES BOOK 9




TABLE 3. NET DISPOSABLE UNRESTRICTED GENERAL FUND REVENUE

Each year the Governor's Office of Management and Budget and the Legislature must make three adjustments to the
Departrment of Revenue's projected General Fund Unrestricted Revenue to derive Net Disposable Unrestricted General Fund

Revenue.

First, the amounts of the tax and license revenues collected by the state that are passed through to municipalities must
be deducted. Second, certain pass through and earmarked General Fund revenue items that the Legislature treats as “RE-
STRICTED” must also be deducted. Third, the revenue reflected in the revenue accounts for certain additional program
receipts (the 58000 and 59000 series of AKSAS accounts) and certain miscellaneous other revenue must be added. Table 3
reflects these adjustments and the resulting Net Disposable Unrestricted General Fund Revenue.

{Millions of Dollars)
FY 1995 AcTuaL FY 1996 FY 1997 FY 1998
UNRESTRICTED TO RESTRICTED
r i Aunici rm

Fuel Taxes - Aviation (1} 0.1) (0.1) (0.1) (0.1) £
Electric & Telephone Coop (1) 2.4) (2.3) (2.3) (2.3)
Fish Business (1) (19.4) (18.2) (17.5) (17.5)
Fish Landing (1) (2.9) (3.0) (3.0) (3.0)
Liquor License & Coin Operated Device (1) (0.9 {0.9) 0.9 0.9

Total (25.7) (24.5) (23.8) (23.8)
Pass Throughs
Salmon Enhancement (2) (5.7) (5.0) (5.0) (5.0)
Seafood Marketing (2) (3.2) (3.0) (3.0) (3.0)
Salmon Marketing (2) 4.7) (4.6) (4.6) 4.6)
Earmarked
Marine Highways (3) (41.5) (41.0) 41.0) 41.0)

Total (55.1) (53.6) (53.6) (53.6)
TOTAL UNRESTRICTED TO RESTRICTED (80.8) 78.1) (717.4) (717.4)
RESTRICTED TO UNRESTRICTED
Program Receipts (4) 75.3 86.0 91.8 92.0
Deposit Excess Loan Funds (4) 1.0 1.1 1.4 1.3
Trans-Alaska Pipeline Fund (4) 12.7 4.8 16.0 0.0 P
AHFC Payment (4) 220.0 70.0 50.0 56.0 '
AIDEA Payment (4) 60.0 0.0 0.0 0.0
Transfer from Debt Retirement Fund (4) 0.0 8.3 0.0 0.0
Mitigation Receipts & Storage Tank Registration Fees (4) 0.0 4.8 0.3 03
Executive Life Transfers (4) 37.6 75.0 0.0 0.0 £
CBRF Litigation Reimbursement (4) 68.7 0.0 0.0 0.0

Total 475.3 250.0 159.5 143.6
TOTAL RESTRICTED TO UNRESTRICTED 475.3 250.0 159.5 143.6 e
NET ADJUSTMENTS TO GENERAL FUND
UNRESTRICTED REVENUE 394.5 1719 82.1 66.2
UNRESTRICTED GENERAL FUND REVENUE
AS REFLECTED IN TABLE 2 2082.9 2000.6 1910.1 1844.2
NET DISPOSABLE UNRESTRICTED
GENERAL FUND REVENUE 24774 2172.5 1992.2 19104

(1) These taxes and fees are collected by the state and, some or all of the taxes or fees are paid to municipalities.

(2) These three fisheries-related items are general revenues (Article 1X, Section 7 of the Alaska Constitution). Nevertheless, these amounts have always been
appropriated for certain fisheries development and marketing purposes. For budget planning, these are treated as restricted revenues.

(3) Ferry systerm revenue is general revenue (Article 1X. Section 7 of the Alaska Constitution). For budget planning, this revenue is treated as restricted revenue.

(4) These “RESTRICTED” items in AKSAS are treated as unrestricted revenues for budgeting.
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PETROLEUM REVENUE OVERVIEW

Petroleum revenues accounted for 77 percent of the total General Fund Unrestricted Rev-
enues in FY 1995. Alaska’s North Slope continues to contribute the majority of the State’s petro-
feum revenues (96 percent in FY 1995) .

The majority of total State revenues will continue to come from oil in the form of: (1)
severance (or production) taxes, (23 oil and gas royalties on state and federal land, (3) petroleum
corporate income taxes, (4) oil and gas property taxes, and (5) oif and gas rents and lease bonuses.
The graph below shows the percentages of petroleum and non-petroleum revenues making up total
FY 1995 General Fund Unrestricted Revenues.

FIGURE 4. FY 1995 GENERAL FUND UNRESTRICTED REVENUES
Oil and Non-Oil Revenues as Percentages of the Total

Severance Tax

6 % Oil & Gas
Corporate Tax
Oil & G as

%
3% Property Tax

Oil & Gas Royaltiss
0%
r: Non-Perroleum

As shown in Figure 5, petroleum revenues have provided over 75 percent of the state’s
General Fund Unrestricted Revenues for the last seventeen years. Petroleum revenues are pro-
jected to make up 79 percent of General Fund Unrestricted Revenues in FY 1996, 80 percent in

FY 1997, and 79 percent in FY 1998.

PERCENTAGE OF GENERAL FUND UNRESTRICTED REVENUES

FIGURE 5.
DERIVED FROM PETROLEUM
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CURRENT MARKET SITUATION AND GLOBAL FUNDAMENTALS

Oil prices have been extremely robust over the last three months. West Texas Intermediate
(WTI) oil prices increased from an average of $17.44/bbl in October 1995 to roughly $21.50/bbl in
March 1996. This has been the result of demand growing faster than supply due to colder than normal
weather in both the United States and Europe, as well as continued strong growth in demand in the
Asia-Pacific region. The price situation has been compounded by refinery operator decisions to refrain
from restocking extremely low inventories that came down to meet the demand surge. The reluctance
to restock stemmed from the high price commanded for prompt delivery compared to the expectations
of lower prices later this spring and the possibility of an agreement to allow Iraq to sell oil to provide
revenue for humanitarian relief to its citizens. In this forecast we expect world crude oil prices to move
downward as summer approaches.

Organization of Petroleum Exporting Countries

OPEC has maintained its production somewhat above its 24.5 million bbl/day quota since
Septermber 1993. This quota was most recently renewed at the cartel’s March 1996 meeting.

The issue of whether or not Iraq will be allowed to export up to $1 billion worth of oil every 90
days is very much an open question. An agreement was not reached at the scheduled April 8 deadline
for negotiations set by the United Nations and Iraq this past February. It is likely that negotiations will
resume in the near future.

OPEC has agreed to meet in an extraordinary session should the Iraqi oil sale take place. Given
the magnitude of a potential Iraqi sale, about 700,000 barrels a day, it is likely that OPEC could manage
the situation assuming modest prorata production cuts and global oil demand growth. The next sched-

uled OPEC meeting is on June 5, 1996.

(Thousand Barrels/Day)
Over/(Under)
COUNTRY February 1996 1996 Quota Over Quota
Algeria 644 750 (106)
Gabon 365 287 78
Indonesia 1,450 1,330 120
Iran 3,750 3,600 150
Iraq 670 400 270
Kuwait’ 2,000 2.000 0
Libya 1,390 1,390 0
Nigeria 1,980 1,865 115
Qatar 480 378 102
Saudi Arabia’ 8,000 8,000 0
UAE 2,190 2,161 29
Venezuela 2.780 2.359 421
TOTAL 25,669 24,520 1,179

' Share Neutral Zone output.
Source: Platt’s Oilgram News (3/7/96).
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Alaska North Slope

ANS Lower 48 oil price averaged $16.83/bbl in FY 1995. So far this fiscal year, prices
have averaged $17.23/bbl, slightly higher than projected for the Department’s Fall 1995 high price
alternative ($17.08/bbl) and 5.87/bb! higher than our base case projection ($16.36/bbl). Market
prices this March peaked at $23.34/barrel—a value not achieved since the 1990 Persian Gulf War.
il prices so far this year have been supported by a severe U.S. winter, a nineteen-year low in
ude inventories, and the continued belief that Iragi oil will remain out of the world market.

g0

West Coast prices have been particularly strong over the last 12 months, often in parity with
Giulf Coast prices. Historical prices are shown below in Figure 6. Strong West Coast prices are
expected to continue with the soon-to-be lifted ANS export ban. Once the ban has been lifted,
sellers will have access to Far East markets. This forecast projects Far East exports occurring by
Jane 1997.

Roughly 90 percent of ANS production is currently sold on the West Coast, leaving 10
percent to be marketed in the U.S. Gulf and Caribbean. With the lifting of the ANS export ban, we
anticipate that the more expensive Gulf Coast deliveries and Caribbean exports will cease. We
expect crude instead to be transported to the Far East. Since three markets will soon be available
for Alaska crude, including the Pacific Rim, ANS Lower 48 oil is no longer a valid name for our
out-of-state crude oil sales. From now on, we will refer to Alaska’s North Slope crude o1l price as
ANS market crude.

HISTORICAL ANS SPOT PRICES
($/Barrel)

West Coast Gulf Coast
e —p—

FIGURE 6.

$/Barrel (Nominal)
22

20
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ANS OIL PRICE AND PRODUCTION FORECAST ASSUMPTIONS

Sales Price

The Department of Revenue relies on spot oil prices as reported in Platt’s Oilgram Price Re-
port. Currently, prices reported by the North Slope producers for both severance tax and royalty
purposes closely track spot prices. Royalties are reported using a value which is determined by a
market basket of crude oil that includes ANS spot price.

Spring 1996 base case sales price projections for the West Coast, Gulf Coast, and export market
are listed in Table 5 below.

TABLE 5. SALES PRICE
($/Barrel)
WEST COAST GULF COAST EXPORT
FY 1995 ACTUAL $16.31 $16.75
FY 1996 $17.15 $17.34
FY 1997 $16.72 $16.92 $16.22
FY 1998 $16.79 $16.99 \$16.29

Transportation Costs

With the continued decline of ANS production, the increase in West Coast petroleum demand,
and the availability of Far East markets, shipments to the Gulf Coast will diminish. This forecast
assumes that barrels currently going to the Gulf Coast will be diverted to Far East markets. Conse-
quently, average shipping costs are expected to decrease over the next few years.

/\

TABLE6. MARINE
TRANSPORTATION COSTS
($/Barrel)
FY 1995 ACTUAL $1.68
FY 1996 $1.64
FY 1997 $1.48
/ FY 1998 $1.47
A
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Trans-Alaska Pipeline System (TAPS) Tariff

The TAPS tariff is determined according to the TAPS Settlement Method, a ratemaking method
approved by the Federal Energy Regulatory Commission that allows the TAPS owners to recover their
costs, including an allowance for profit,

Tariffs are filed on a calendar year basis with new tariffs taking effect January 1 each year. The
average tariff filing for calendar year 1996 was $2.84/bbl. The following table contains projected

fiscal year tariffs. /\

TABLE 7. TAPS TARIFFS
(3/Barrel)
FY 1998 ACTUAL $3.63
FY 1996 $3.46
= FY 1997 $2.78

/ FY 1998 $2.68 \

Wellhead Price

The combination of ANS wellhead value and production is the basis for both state severance
taxes and royalties. The wellhead value is calculated by subtracting the pipeline tariff and marine
transportation costs (as well as adjustments for North Slope feeder pipelines, TAPS pumpability
charges, and pipeline quality bank adjustments) from the sales price.

/N

TABLE 8. WELLHEAD PRICE
($/Barrel)

FY 1995 ACTUAL $11.51
FY 1996 $12.03

FY 1897 $12.25
/ FY 1998 $12.43 \
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Production

The forecast for production volumes results from analysis of publicly available data and data
supplied by the North Slope producers.

The Department of Revenue has made several revisions to the production volumes in the
Fall 1995 forecast. The Department has:

1. Increased the Point MclIntyre production forecast to reflect better-than-expected reservoir

performance.

2. Increased the Niakuk production forecast to reflect ongoing development to the west end
and the February 1996 elimination of the production limit by the Alaska Oil and Gas
Conservation Commission.

3. Reduced the Milne Point (Kuparuk Pool) production forecast to reflect unanticipated
production interruptions and startup difficulties associated with the facility expansion
project. The facility expansion should double the previous production rate when completed

in May 1996.

4. Reduced the Kuparuk production forecast to reflect the four-month delay of the Large
Scale Enhanced Oil Recovery Project (LSEOR) and worse-than-expected reservoir perfor-

mance.

5. Reduced the forecast amount of TAPS-blendable natural gas liquids from Prudhoe Bay to
reflect greater export volumes to the Kuparuk field for the LSEOR.

b SPRING 1996 REVENUE SOURCES BOOK
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TABLE9. ALASKA OIL AND NGL PRODUCTION
{Millions of Barrels/Day)

FY 1995 ACTUAL FY 1996 FY 1997 FY 1998
ALASKA NORTHSLOPE
Qi Volume
Prudhoe 0.923 0.818 0.753 0.702
Kuparuk 0.303 0283 0.285 0.285
Milne Point 0.018 0.621 0.048 4.060
Schrader Bluif 0.003 0.003 0.003 0.004
Sag River 0.000 0.001 0.003 0.008
Endicott 0.094 0.087 0.080 0.072
Sag Delta 0.001 0.001 0.000 0.000
Lisburne 0.018 0.014 0.012 0.011
Point Mclntyre 0.119 0.144 0.140 0.130
Niakuk 0.015 0.025 0.032 0.030
North Prudhoe State 0.003 0.001 0.001 0.001
West Beach 0.001 0.001 0.001 0.001
TOTAL Oil Volume 1.497 1.398 1.358 1.303
Natural Gas Liguid (NGL) Volume
Prudhoe 0.068 0.077 0.062 0.056
Endicott 0.004 0.003 0.004 0.004
Sag Delta 0.000* 0.000* 0.000* 0.000
. Lisburne 0.002 0.002 0.002 0.002
Point McIntyre 0.002 0.602 0.002 0.002
Niakuk 0.000* 0.000% 0.000* 0.000%*
North Prudhoe State 0.000* 0.000* 0.000* 0.000*
West Beach 0.000* 0.000* 0.000* 0.000*
TOTAL NGL Volume 0.076 0.0858 6.670 0.063
Total ANS Volume (Ol & NGIs)
Prudhoe 0.991 0.895 0.814 0.758
Kuparuk 0.303 0.283 0.285 0.285
Miine Point 0.018 0.021 0.048 0.060
Schrader Bluff 0.003 0.003 0.003 0.004
Sag River 0.000 0.001 0.003 0.008
Endicott 0.098 0.090 0.084 0.076
Sag Delta 0.001 0.001 0.000 0.000
Lisburne 0.020 0.016 0.014 0.013
Point MclIntyre 0.121 0.146 0.142 0.132
Niakuk 0.015 0.025 0.032 0.030
North Prudhoe State 0.003 0.001 0.001 0.001
West Beach 0.001 0.001 0.001 0.001
TOTAL ANS Volume 1.573 1.483 1.428 1.366
ANS OQil & NGls 1.573 1.483 1.428 1.366
COOK INLET 06.042 0.043 0.041 0.040
ALASKA TOTAL PRODUCTION 1.615 1.526 1.469 1.406

*NGL. production but, less than 500 barrel/day.
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OTHER PETROLEUM AND NON-PETROLEUM REVENUE
FORECAST ASSUMPTIONS

Qil and Gas Corporzte Income Tax

Oil and gas corporate taxes were up substantially in FY 1995. The state collected $128.5 million
in FY 1995 compared to collections of $17.4 million in FY 1994, Oil and gas corporations have under-
gone significant restructuring in the last year. The Department of Revenue anticipates corporate taxes to
trend downward through FY 1998.

Non-Oil and Gas Corporate Income Tax

Non-petroleum corporate taxes generated $67 million in FY 1995 compared to $44.3 mullion in
FY 1994. The increase in revenue reflects both a growing economy and better corporate cost manage-
ment. The Department of Revenue expects a modest decline in corporate taxes through FY 1998.

Oil and Gas Property Tax

Oil and gas property tax is levied at 20 mills on the full and true value of taxable property. The
amount of this tax will continue to decline as investments in oil facilities decline.

Excise Taxes

Alcohol and tobacco tax collections have remained steady over the past five years. Since con-
sumption patterns for alcohol and tobacco have also remained steady, the Department of Revenue
projects these revenues to remain at current levels.
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Fish Tax
The state collected $39 million in fish business tax in FY 1995, slightly more than its FY
1994 collection of $33.9 million. The following table reflects, by species, the values of the catch

forecast for FY 1997 and FY 1998 fisheries activity.

TARBLE 10. FISH BUSINESS TAX, FY 1995 ACTUuAL AND FY 1996-1998 PROJECTED

(Millions of Dollars)
FY 1995 (CY 1994) FY 1996 (CY 1995) FY 1997-1998
Value of Tax Value of Tax Forecast
FISH Catch Revenue Catch Revenue Activity
Halibut 85 2.7 65 2.1 Catch Same
Unit Value Down
Salmon 468 16.1 461 15.5 Catch Up
Unit Value Down
Herring 22 0.8 42 1.6 Catch Same
% Unit Value Up
Shellfish 319 10.5 265 8.5 Catch Down
Unit Value Down
Groundfish 443 8.9 434 8.7 Catch Down
Unit Value Down
TOTAL 1337 39.0 1267 36.4

Miscellaneous Earnings

Federal Shared Revenues includes several elements. They totalled $12.8 million in FY
1991, but have declined each subsequent year. They totalled $4.2 million in FY 1995.

Investment earnings projections are estimated from analysis of the State’s General Fund
cash flow and the anticipated yield on instruments in which the Treasury Division could invest the
the anticipated General Fund balance. These investments brought in $72.4 million in FY 1995.

The $41.5 million in ferry system receipts consist of the revenues from tickets and serv ices
in FY 1995. The Legislature established the Alaska Marine Highway System Fund. The gross
revenue of the state ferry system must be deposited in the fund, and the Legislature may appro pri-
ate this fund for the operating and capital expenditures of the system. The Alaska Marine Highway
system made these projections.
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SPRING 1996 BASE CASE SCENARIO

01l Market Assumptions

This forecast examines the short-run outlook, FY 1996 - FY 1998. Modest growth in global
oil consumption is expected to continue over the next two years. The U.S., Japanese, and Euro-
pean economies experience moderate growth while the economies of the developing countries
contiraue to grow rapidly. Economic troubles in the former Soviet Union persist.

1. OECD oil consumption grows by .2 million bbl/day in both FY 1996 and FY 1997.

2. Non-OECD consumption, fueled primarily by rapid expansion in Asia, increases by .9
million bbl/day and .7 million bbl/day in FY 1996 and FY 1997, respectively. ¢

3. OPEC production in FY 1996 grows a moderate .4 million bbl/day and remains stable
through FY 1997.

4. Non-OPEC production grows 1.1 million bbl/day in FY 1996 and .9 million bbl/day in
FY 1997, with continued significant output increases from North Sea fields.

5. Oil markets pay particular attention to the possible re-entry of Iraqgi crude due to ongoing
negotiations between the country and the United Nations. This forecast assumes there is
a 50 percent chance of Iraqi oil re-entering the market sometime during the next two years.

6. Oil prices for ANS quality crude remains relatively flat between $16.50/bbl and $17/bbl %
through FY 1998, as OPEC manages to gauge its production to roughly accomodate the
return of Iraq into the world market.

BASE CASE REVENUE, PRICE,
AND PRODUCTION PROJECTIONS

TABLE 12.

GENERAL FUND UNRESTRICTED REVENUES KEY ANS OIL ASSUMPTIONS

FY As Compiled by Revenue  Net Disposable Market Price Production
1995 ACTUAL  $2.0%3 billion $2.477 billion $16.83/bbl 1.573 million bbl/day
1996 $2.001 billion $2.173 billion $17.17/bbl 1.483 million bbl/day
1997 $1.910 billion $1.992 billion $16.67/bbl 1.428 million bbl/day
1998 $1.844 biltion $1.910 billion $16.75/bbl 1.366 million bbl/day
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TABLE 13. BASE CASE GLOBAL MARKET ASSUMPTIONS’
(Millions of Barrels/Day)

ACTUAL PROGJECTED
1994 1995 Q1 Q2 93 04 199 QL 02 Q3 4 {1997
DEMAND
OECD
North America 19.7 19.8 198 195 199 20.1 {198 199 19.6 20.0 20.2 {199
Europe 13.6 139 14.1 136 138 144 1140 142 136 139 145 (141
Pacific 6.6 6.7 74 62 64 11| 68 74 63 64 7.1 6.8
Total 40¢.0 40.4 413 393 402 41.6 |40. 415 395 404 41.8 |40.8
3 Non-OECD
Y Former Soviet Union 4.8 4.8 54 48 45 43| 48 5.1 45 43 4.1 4.5
X China 3.1 33 34 34 35 354 34 35 35 36 36| 35
Eastern Europe 1.4 1.4 1.5 14 14 14| 14 1.5 14 14 14 14
West Hemisphere 59 6.0 60 61 62 621 6.1 6.1 63 64 63| 63
Africa 2.1 2.1 22 22 21 221 22 22 22 22 22| 22
- Middle East 4.0 4.0 42 42 43 431 4.2 44 44 45 45| 45
% Asia ' 74 8.0 83 82 80 89| 83 87 86 84 93| 88
Total 28.6 29.6 309 302 30,0 30.7 |30. 31.6 309 307 31.5 [31.2
TOTAL DEMAND 68.6 70.¢ 722 695 76.2 723 (718 73.0 764 713 733 1720
SUPPLY
Non-OPEC
OECD 17.6 1890 i8.8 184 184 19.1 |187 194 189 190 19.7 {192
Former Soviet Union 7.2 7.2 7.4 72 7.1 7.0} 7.2 7.4 73 71 701 72
China 2.9 3.0 30 3.0 30 30| 3.0 3.1 30 31 3.1 31
Eastern Europe 0.4 0.4 04 04 04 041 04 04 04 04 04 04
LDCs 11.7 12.3 125 124 125 127 1125 12.7 127 128 13.0 |12.8
Processing Gain 14 1.5 15 15 15 15| LS 16 16 15 16| 16
Total 413 42. 435 429 430 437 |43 445 43.8 439 44.7 |44.2
OPEC 25.0 25.4 2877 248 255 273 |258 256 24.8 255 27.3 |258
OPECNGLs 2.3 2.3 23 23 23 23] 23 23 23 23 237 23
Total 27.3 27.7 280 27.1 278 296 |28.1 279 27.1 278 296 |28.
TOTAL SUPPLY 68.6 70.0 71.8 700 768 733 1714 724 709 717 743 723
INVENTORY CHANGE 6.6 0.6 -0.7 0.5 0.6 1.0 0.4 -0.7 0.5 0.6 1.0 0.4

*Totals may not match due to independent rounding of values.

Source: Actual data from International Energy Association Projected data generated by the Alaska Department of
Revenue, Oif and Gas Audit Division,
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FIGURE 7. GENERAL FUND UNRESTRICTED REVENUES, Nominal Dollars
FY 1982 - FY 1995 ACTUAL,FY 1996 - FY 1998 PROJECTED
(Millions of Dollars)
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FIGURE 8. GENERAL FUND UNRESTRICTED REVENUES, Real 1996 Dollars
FY 1982 - FY 1995 ACTUAL, FY 1996 - FY 1998 PROJECTED
(Millions of Dollars)
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TABLE 4. PETROLEUM SEVERANCE TAX AND ROYALTY

AL ASKA NORTH SLOPE
Oil Royalty
Oil Severance Tax
Conservation Tax
Hazardous Relief Fund
Gas Royalty
Gas Severance

ANS TOTAL

COOK INLET
Oil Royalty
Oil Severance Tax
Conservation Tax
Hazardous Relief Fund
Gas Royalty
Gas Severance

COOK INLET TOTAL

¢4

ALASKA TOTAL

TABLE 15.

PETROLEUM REVENUES
Production Tax
Property Tax
Oil and Gas Income
Gross Royalties
Mineral Rents
Bonus Sales
TOTAL

REVENUE FORECAST

(Millions of Dollars)

FY 1996 FY 1997
7376 7304
687.3 666.3

1.8 1.7
13.2 13.0
458 38.1
27.3 20.0

1513.0 1469.5
27.1 27.1

0.0 0.0

0.1 0.1

0.4 0.4
26.0 273
15.5 159
69.2 70.9

1582.2 1540.4

DETAILED REVENUE PROJECTIONS

(Millions of Dollars)

FY 1996

745.6
533
165.0
836.6
5.0
2.1

1807.6

NON-PETROLEUM REVENUES (Non-Interest)  349.8
GENERAL FUND INTEREST REVENUES 70.0
TOTAL REVENUES WITH PF DEDICATION 22274

PERMANENT FUND DEDICATION 2226
PUBLIC SCHOOL ¥FUND 4.2
NPR-A FUND 0.0
OTHER FUNDS 0.0

GENERAL FUND UNRESTRICTED REVENLES

Net Nominal Dollars
Net Real 1996 Dollars

2000.6
24046

EY 1997

717.4
St
155.0
8229
5.0

19101
i854.6
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FY 1998

716.5
6298
1.7
12.4
34.7
179
1413.0

257
0.0
0.1
0.4

28.6

163

71.

1484.1

FY 1998

678.6
48.7
150.0
805.5
5.0
Q.0
1687.8

338.6
40.0
20064

2181
4.1
0.0




METHODOLOGY

SPRING 1996 FORECAST

The Department of Revenue uses a variety of models and techniques to prepare the revenue
forecast. The main petroleum forecasting model is a marketing and production simulation model
which projects severance taxes and royalties on a taxpayer specific and field-by-field basis.

The key input assumptions for this model are oil prices, inflation, transportation costs,
production rates, and the number of producing wells. The oil price and inflation rates are devel-
oped by a pricing panel composed of state economists from the Departments of Revenue, Labor,
Natural Resources, and the Office of Management and Budget, and the University of Alaska. A
member of the Legislative Finance Division also attends the price assumption development ses-

S101.

The production and well assumptions are developed through consultation with the oil
producing companies, the Department of Natural Resources, and the Alaska Oil and Gas Conser-
vation Commission.

In this short-term forecast, we discuss only one of the many possible future price and
production outcomes affecting Alaska oil revenues: the base case. To assist in examining a greater
number of possible future oil revenue outcomes, we have developed a revenue matrix to provide
estimates for State General Fund Unrestricted Revenues for various alternative ANS price and
production levels in FY 1996 - FY 1998. You can find these on the pages that follow.
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TABLE 16. FY 1996
GENERAL FUND UNRESTRICTED REVENUE
SENSITIVITY MATRIX FOR ANNUAL PRICE AND PRODUCTION
{Millions of Dollars)

4

ANS Production (Million bbls/day)
1.30 1.35 140 145 1.50 1.55 1.60 1.65 1.70

1200 1,580 1,590 1,600 1,610 1630 10640 1650 1,660 1.670
13.00 1,580 1,600 1,610 1,620 1,630 1,650 1,660 1,670 1,680
14.00 1,620 1,630 1,650 1670 1,690 1,700 1,720 1,740 1,760
1500 1,670 1690 1,720 1,740 1,770 1,800 1,820 1,850 1,870
16.00 1740 1,770 1,810 1,850 1,880 1920 1,960 1990 2,030
1780 1,800 1,850 1,900 1,950 2,600 2,040 2,080 2,140 2190
1800 1870 1,930 1,990 2050 2,110 2,170 2230 2,290 2,350
19.06 1940 2,010 2,080 2,150 2,220 2290 2,360 2430 2500
V0000 2,010 209 2,170 2,250 2,330 2,420 2,500 2,580 2,660

ANS Market Price ($/bbl)
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FY 1997
GENERAL FUND UNRESTRICTED REVENUE
SENSITIVITY MATRIX FOR ANNUAL PRICE AND PRODUCTION
(Millions of Dollars)

TABLE 17.

ANS Production (Million bbls/day)
1.30 1.35 1.40 145 1.50 1.55 1.60 1.65 1.70

£

g 12.00 1,350 1,380 1,410 1,440 1460 1490 1,520 1,550 1,570
: 13.00 1,450 1480 1,510 1,540 1,570 1,600 1,640 1,670 1,700
L2 1400 1,540 1,580 1,610 1,650 1,680 1,720 1,750 1,790 1,820
;‘: 15.00 1,640 1,680 1,710 1,750 1,790 1,830 1,870 1,910 1,950
v 1600 1,730 1,770 1,820 1,860 1,900 1,940 1,990 2,030 2,070
f 17.00 1,830 1,870 1,920 1,960 2,010 2,060 2,100 2,150 2,190
& 18.00 1920 1,970 2,020 2,070 2,120 2,170 2220 2270 2,320
= 19.00 2,020 2,070 2,120 2,180 2,230 2,280 2,340 2,390 2,440
% 20.00 2,110 2,170 2,220 2,280 2,340 2,400 2450 2,510 2,570
<

TABLE I8. FY 1998 .

GENERAL FUND UNRESTRICTED REVENUE
SENSITIVITY MATRIX FOR ANNUAL PRICE AND PRODUCTION
(Millions of Dollars)

ANS Production (Million bbls/day)
1.30 1.35 140 145 1.50 1.55 1.60 1.65 1.70

12.00 1,340 1,370 1,400 1,420 1,450 1,480 1,510 1,530 1,560
13.00 1430 1,470 1,500 1,530 1,560 1,590 1620 1,650 1,680
14.00 1,530 1,560 1,600 1,630 1,670 1,700 1,740 1,770 1,800
15.00 1,620 1,660 1,700 1,740 1,770 1,810 1,850 1.890 1,930
16.00 1,720 1,760 1.800 1,840 1.880 1,920 1,970 2,010 2.050
17.00 1,810 1,850 1,900 1,940 1,990 2,040 2,080 2,130 2.170
18.00 1900 1,950 2,000 2,050 2,100 2,150 2200 2,250 2,290
19.00 2,000 2050 2,100 2,150 2,210 2,260 2,310 2,360 2,420

0.00 2,090 2,150 2,200 2260 2,310 2,370 2430 2,480 2.540

\ANS Market Price ($/bbl)
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HISTORICAL OVERVIEW

REVENUES, PRICES, AND PRODUCTION

The pages that follow contain historical revenues, prices, and production. Table 19 on
pages 28-29 shows General Fund Unrestricted Revenues by type from FY 1981 - FY 1995.

Table 20 on page 30 shows historical petroleum revenues by type from FY 1959 -
FY 1995.

Finally, this section concludes with Tables 21 and 22 on page 31 with historical

crude oil prices (FY 1981 - FY 1995) and production for the North Slope and Cook Inlet
(FY 1978 - FY 1995).
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