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The Honorable Walter J. Hickel
Govemor

P.O.Box A

Juneau, Alaska 99811

Dear Governor Hickel:
Attached is the Fall 1991 Forecast of State revenue.

The spike up in oil prices last Fall and better than expected production from Prudhoe Bay combined to
make FY 1991 a very good year for State revenue. FY 1991 collections amounted to $2.985 billionin general fund
unrestricted revenue with an additional $330 million deposited into the permanent fund. Partial settlements of
ongoing royalty and tax disputes with the oil producers totalled $291 million which was deposited into the
constitutionally mandated budget reserve fund.

The good revenue news has carried forward into FY 1992 as oil prices for Alaskan oilin lower 48 markets
have averaged $17.56/bbl so far this year, $1.45/bbl higher than was assumed in our Spring 1991 forecast for FY
1992. At the same time our oil production forecast remains on track as the North Slope averaged 1.87 million bbl/
day in October which should make our forecasted average daily production of 1.79 million bbi/day for FY 1992
achievable.

The outlook for the remainder of FY 1992 and beyond is dominated by our continued dependence on oil
revenues for 85% of general fund unrestricted revenue.

Oil production from the North Slope continues to decline as the mammoth Prudhoe Bay field and theother
smaller fields are depleted. This problem is not going away and the farther the decline curve is projected into the
future, the bigger the problem becomes. Oil price increases may offset this erosion in our tax base. However, given
the potential volatility in oil prices and the observed tendency for oil prices to return to levels below $20/bbl this
is by no means a certainty.

The Fall 1991 revenue forecast which follows continues to be based on a three scenario approach. The
scenarios are developed around differing assumptions about the economic fundamentals which determine the price
of oil. Obviously, although no one really knows what the future will bring, I feel comfortable that these scenarios
outline for you plausible revenue outcomes.

Sincerely,

T

Darrel J. Rexwinkel
Acting Commissioner
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REVENUE FORECAST SUMMARY
look_for Short Term (FY1992 - FY1

The price of oil in the short term continues to depend critically on three major factors: how soon
Kuwait and Iraq oil will be available for export, whether global economic growth picks up over
the next 18 months, and whether the radical drop off in production from the USSR can be turned
around. The following scenarios developed in this forecast consider three of the possible
outcomes.

These scenarios can briefly be summarized as follows:

1. Stagnant growth in oil consumption due to a continued world-wide eco-
nomic slump, combined with resumption of production from Kuwait and Iraq,
keeps downward pressure on oil prices. '

2. Modest increases in oil consumption, phased market reentry by Kuwait and
a continuing embargo against Iraq, and continued declines in USSR produc-
tion result in mild upward pressure on oil prices.

3. Strong growth in oil consumption due to an invigorated global economy
puts pressure on available supplies of oil resulting in increasing oil prices.

The following table illustrates the revenue outlook. The scenarios represented in this
forecast represent only three of the possible outcomes. None of the scenarios will prove
totally correct. No one scenario is meant to be more likely than any other.
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Qutiook for Long-Term (FY 1995-2010)

Many things will affect State revenues in the future; the decline of Prudhoe Bay
production, discovery of new petroleum reserves, and other events that we can’t begin 10
anticipate. The main constantis thatrevenues from oil and gas will continue todominate Alaska’s
total revenues into the 21st century.

The two critical variable factors in the long-term outlook for petroleum revenues are the
price and production of oil.

The high oil prices last Fall represent the fourth oil price explosion that has occurred over
the last sixteen years directly as the result of political turmoil in the Middle-east. However, the
rapid return to oil prices around $20/bbl seems to have reduced the global anxiety over the
increasing energy dependency on this region of the world. Clearly, in a world where the U.S.
stands ready to enforce peace in the Middle-eastern oil fields, oil prices should remain relatively
stable. The long term oil price assumptions used in this forecast range roughly from $15/bbl to
$25/bbl.

The success of recent projects to increase production from all existing North Slope oil
fields, and the prospect of new production, will postpone serious decline in Alaska production
for a couple more years. However, barring discovery of new reserves, production will begin to
fall dramatically. This forecast assumes that production will fall to half of current levels within

12 years.
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Figure 1 General Fund Unrestricted Revenues
Comparisons: Projected vs. FY90 Actuals
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REVENUE FORECAST: SHORT-TERM OUTLOOK
(FY 1992 - 94)

neral Fun nrestri nd Restri evenue

This section analyzes revenues over the next two and a half years, taking us through the
rest of FY 92 to the end of FY 94. Further, it analyzes revenues that go to the General Fund, the
account which finances most of the budget. Both unrestricted and restricted revenues flow into
the General Fund. The difference between these two types of revenues is in how the legislature
can use them. Unrestricted revenues have no restrictions on their use. Restricted revenues carry
some restriction on their use. For mostrestricted revenues, the restriction comes from the Federal
government. InFY 91, restricted revenues were 17 percent of total General Fund revenues, and
unrestricted revenues were 83 percent of total General Fund revenues.

Because restricted revenues are specific in their use, discussions of revenues tend to
concentrate on unrestricted revenues.

The following table shows all sources of unrestricted General Fund revenues for FY 91
through FY 94. The next table shows all sources of restricted General Fund revenues for FY 91
through FY 94.
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Petroleum Revenues

Introduction
This section: underlines the importance of petroleum revenues to Alaska’s total revenues;
discusses the current oil markets; sets out the petroleum forecast assumptions; describes the Low,
Mid, and High Scenarios; and, concludes with a note on methodology.
Importance of Petroleum Revenues

Petrolenmrevenues now account for more than 86 percent of all unrestricted General Fund
revenues, and will account for close to 80 percent of those revenues each year well into the

1990s.

The figure below shows the relationship of petroleum revenues to all revenues for FY 91.
Figure 2

FY 91 General Fund Unrestricted Revenues

Non-Petroleum
14%

Petroleum
86%

i}
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The following table shows that petroleum revenues will dominate in
the short-term under all three scenarios.

Table 5
General Fund Unrestricted Revenues:

Petroleum Revenues as a Percentage of the Total

FY 1991 - 94
(Millions of Dollars)

Total G. F. Total G. F.
Unrestricted Unrestricted
from Petrolenm  Revenues Percent

FY 90 Adiusted 21244 2507.2 85
FY 91 Prelim Actual  2570.9 2985.5 86
FY 92 Estimates

Low 1797.6 2121.8 85
Mid 2096.8 2434.6 86
High 2325.7 2682.0 87
FY 93 Estimates

Low 1533.9 1809.1 85
Mid 2056.1 2374.3 87
High 2515.2 2875.6 87
FY 94 Estimates

Low 1599.3 1834.1 87
Mid 2111.7 24293 88
High 2827.5 3226.3 88

ciatd Fall 1991 Revenue Sources Book
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Petroleum revenues come from: (1) severance taxes (also called production taxes); (2)
royalties on oil and gas the State owns; (3) corporate income taxes on corporations producing
and transporting oil and gas; (4) the oil and gas property tax; and, (5) other oil and gasrevenues
(rents and bonuses).

Together, these petroleum revenues accounted for 86 percent of State revenues in FY
91. The State also collects revenues in the form of interest earned on money invested in the
State Treasury, which accounted for another 4 percent of the total General Fund unrestricted
revenues. (Most of the earnings come from interest earned on petroleum revenues.) The
following figure illustrates this.

Figure 3

FY 91 General Fund Unrestricted Revenues

Other:
Oil & Gas
11%
Other: Investment
Non-Petroleum Earnings
10%

Oil & Gas
Royalties
32%

Severance
Tax
43%
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The following figure shows that the State of Alaska has received most of its revenues
from petroleum for a substantial period. Petroleum revenues comprised more than 77
percent of General Fund unrestricted revenues in FY 91 for the twelfth year in a row.

The Alaska State Revenue Matrices on the following pages illustrate the impact that
differing combinations of price and production have on State Revenues.

Figure 4

Percentage of General Fund Unrestricted Revenues
Which Come From Petroleum
(FY 1977 - 94)
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Table 6

Alaska State Revenue Matrix!
Unrestricted General Funds
(Millions of dollars)
FY 1992
Alaska North Slope Production
Millions of barrels/day

Avg ANS

Lower 482 160 165 170 175 180 185 190 195 200
$12.00 1520 1540 1560 1,580 1,600 1,620 1,640 1,660 1,680
$13.00 1620 1650 1,670 1700 1,720 1,750 1,770 1800 1,820
$14.00 1740 1770 1,800 1,830 1,860 1,890 1920 1950 1980
$15.00 1,860 1900 1930 1970 2,000 2,040 2,080 2,110 2,150
$16.00 1980 2020 2060 2110 2150 2,190 2230 2270 2310
$17.00 2,100 2,150 2200 2240 2290 2330 2380 2430 2470
$18.00 2230 2280 2330 2380 2430 2480 2530 2,580 2,630
$19.00 2350 2400 2460 2510 2570 2,630 2,680 2740 2,800
$20.00 2470 2530 2590 2,650 2710 2,770 2,840 2900 2,960
$21.00 2590 2,650 2,720 2,790 2,850 2920 2990 3,050 3,120
$22.00 2,710 2780 2,850 2920 3,000 3,070 3,140 3210 3,280
$23.00 2830 2910 2980 3,060 3,140 3220 3290 3370 3450
$24.00 2950 3,030 3,120 3200 3280 3360 3440 3,530 3,610
$25.00 3,070 3,060 3250 3330 3420 3510 3,600 3,680 3,770
$26.00 3,190 3280 3380 3470 3560 3,660 3,750 3,840 3930
$27.00 3310 3410 3,510 3,610 3,700 3,800 3,900 4,000 4,100
$28.00 3430 3,540 3,640 3,740 3,850 3950 4,050 4,160 4260
$29.00 3,550 3,660 3,770 3,880 3,990 4,100 4200 4310 4420
$30.00 3680 3,790 3900 4,020 4,130 4240 4360 4470 4,580
$31.00 3,800 3920 4030 4,150 4270 4390 4510 4,630 4,750
$32.00 3020 4,040 4,170 4290 4410 4540 4,660 4,780 4910

U.S. Gulf price in FY 1992.

! Assumptions other than price and production, are based on the Mid Scenario of the Depart-
ment of Revenue Fall 1991 Forecast.

2 The average ANS price for all lower 48 sales is approximately $0.81/barrel less than the

'
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Table 7

Alaska State Revenue Matrix!
Unrestricted General Funds
(Millions of dollars)

FY 1993

Alaska North Slope Production
Millions of barrels/day

Avg ANS
Lower 482 160 165 170 175 180 185 190 195 2.00
$12.00 1420 1440 1470 1490 1520 1550 1570 1,600 1,620
$13.00 1,540 1570 1,600 1,630 1660 1,69 1,720 1,750 1,780
$14.00 1,670 1,700 1,730 1,770 1,800 1,840 1870 1900 1,940
$15.00 1,790 1,830 1,870 1900 1940 1980 2,020 2,050 2,09
$16.00 1920 1960 2,000 2,040 2,080 2,120 2,170 2210 2,250
$17.00 2,040 2,090 2,130 2,180 2220 2270 2310 2360 2400
$18.00 2,170 2210 2260 2310 2360 2410 2460 2510 2560
$19.00 2290 2,340 2400 2450 2500 2560 2610 2660 2,720
$20.00 2420 2470 2530 2590 2640 2,700 2,760 2,820 2870
$21.00 2,540 2,600 2,660 2,720 2,780 2850 2910 2970 3,030
$22.00 2660 2,730 2,790 2860 2920 2990 3,050 3,120 3,180
$23.00 2,790 2,860 2930 3,000 3,060 3,130 3200 3,270 3340
$24.00 2910 2990 3,060 3,130 3210 3280 3350 3420 3,500
$25.00 3,040 3,120 3,190 3270 3,350 3420 3,500 3,580 3,650
$26.00 3,160 3240 3330 3410 3490 3,570 3,650 3,730 3,810
$27.00 3290 3370 3460 3,540 3,630 3,710 3,800 3,880 3,960
$28.00 3410 3,500 3,590 3,680 3,770 3,860 3,940 4,030 4,120
$29.00 3540 3,630 3,720 3,820 3910 4,000 4,090 4,180 4,280
$30.00 3660 3,760 3,860 3950 4,050 4,140 4240 4,340 4430
$31.00 3,790 3,890 3990 4,090 4,190 4290 4390 4490 4,590
$32.00 3910 4,020 4,120 4220 4330 4430 4,540 4,640 4,740

! Assumptions other than price and production, are based on the Mid Scenario of the
Department of Revenue Fall 1991 Forecast.

2 The average ANS price for all lower 48 sales is approximately $0.69/barrel less than the
U. S. Gulf price in FY 1993.
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Worid Market

OPEQ, at their September meeting, essentially agreed to let members produce at will. The
nominal quota, as aresult of current production estimates, is something over 23.8 million barrels/
day. Many feel that OPEC will need to increase to around 24.5 million barreis/day in the fourth
quarter to balance the market. Given the fact that members are producing at near capacity they
can probably meet this call only if Iraq manages to export 300 to 500 thousand barrels of oil per
day. Given the uncertainty about the status of Iragi exports, oil prices have been drifting upward
since the first of October with the prospect that the $21/barrel OPEC price target may soon be
reached.

Whether the current upward drift in prices can be maintained obviously will depend on how
the fundamental factors outlined in our scenarios play out. There is concern among most market
watchers that, by March of next year, seasonal decline in consumption and the return of Kuwait
to the market may lead to substantial price weakness.

OPEC production is illustrated in the Figure and Table below:

Figure 5 OPEC Production Table 8 OPEC Production!
(Thousands of bbls/day)
- 1991 Production
Million barrels/day . Tuly
Algeria 800 800
Ecuador 295 295
Gabon 300 300
Indonesia 1,450 1,450
Iran 3,400 3,300
Irag 400 400
Kuwait? 240 150
Libya 1,500 1,500
Nigeria 1,900 1,900
Qatar 400 400
Saudi Arabia?, 8,590 8,275
UAE 2,300 2,300
Venezuela 2.300 2.300
Total 23,875 23,370

1980 1982 1884 1988 1988 1990

Calendar Year 1 Source: Stockwatch (9/15/91).

2 Share Neutral Zone output beginning in June 1991
(Neutral zone output was halted prior to that time as a result
of the Persian Gulf War). 4
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ANS Market

ANS prices for delivery to Lower 48 markets have been drifting up over the last several
months. British Petroleum announced their official selling prices for November 1991 as $20.05/
bbl on the Gulf Coast and $18.52/bb! on the West Coast. This is an increase of over $1.00/bbl
from the prices announced in July. Figure 2 illustrates ANS spot prices for Gulf Coast and West
Coast deliveries so far this year.

ANS continues to move to Lower 48 markets East of Panama. The production assumptions
used in this forecast suggest that significant amounts of ANS will continue to make the long haul
to these distant markets through 1996. The higher transportation costs incurred to move the oil
to these markets, combined with the ANS export ban, will continue to result in a West Coast price
for ANS lower than the Gulf Coast price.

Figure 6
ANS Spot Price
l — U.S. West Coast —— U.S. Gulf Coast I
$/barrel
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Forecast Assumptions

World Oil Price
Table 9
Scenarios for Saudi Light Oil Price
($/bbl)

Fiscal
Year Low Mid High
1992 16.81  18.09 18.58
1993 15.74  18.65 20.62
1995 17.29 2031 27.23
2000 20.15  25.71 38.29
2005 23.36  31.29 53.86

The basic price assumptions developed
for this forecast continue to start with the price
of Saudi Light crude oil, a widely traded crude
oil similar in quality to ANS. SaudiLightis the
dominant crude oil produced by the world’s
largest oil exporter, Saudi Arabia.

The longer term outlook for oil prices
essentially depends on the assumptions about
how OPEC behaves in a market which requires
an increasing amount of production from OPEC
countries with large oil reserves. Some analysts
argue that the political uncertainty of the Middle
East will, in the long term, keep upward pressure
on prices. Others argue that price increases will
trigger the kind of self-regulating response on
both the supply and demand side for oil which
will keep the real cost of oil somewhere in the
$10/bbl to $20/bbl range.

This forecast assumes that over the long
run, oil prices for ANS quality oil will average
between $15.00/bbl and $25.00/bbl in terms of
constant inflation adjusted terms. Specific sce-
nario assumptions in constant dollar terms are

roughly $15.00/bbl for the Low Scenario,
$18.00/bbl in the Mid Scenario, and approach-
ing $25.00/bbl in the High Scenario.

The discussion of price forecast as-
sumptions which follows essentially starts with
the Saudi Light price and outlines the other
variables which translate this price into the
wellhead price for ANS crude oil. The well-
head price is the price determining the value of
production and thus the State’s severance tax
and royalty income. The relationship between
Saudi Light price and ANS wellhead price is
illustrated in Figure 7 for the Mid Scenario.

Figure 7

Saudi Light & ANS Wellhead Price
Mid Scenario - 1990 Constant Dollar
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ANS Lower 48 Prices

Table 10 Scenarios for ANS Oil Price
Gulf Coast and West Coast
($/bbl)
Fiscal Low Mid High

Year West Gulf West Gulf  West Gulf

1992 16.24 17.16 18.10 19.10 19.26 20.36
1993 15.04 15.69 18.79 19.59 21.83 22.85
1995 16.57 17.17 20.51 21.47 28.87 30.17
2000 21.31 21.76 27.85 27.53 42,44 41.15
2005 24.72 25.22 33.89 33.49 59.60 57.87

The price of ANS is forecast based on its historical relationship to Sandi Light. The
relationship over time between the prices of these two crude oils has been far from stable,
reflecting-among other things-the peculiarities of the U.S. market and the internal dynamics of
OPEC pricing policies. Many factors can affect the relative prices of crude oils, including
differences in quality and location. The volatile relationship among world crude oil prices
reflects the evolving market, changing pricing practices of both the OPEC and non-OPEC
producers, and changes in refinery economics. ANS has usually sold at a modest discount
relative to Saudi Light at the U.S. Gulf. The U.S. West Coast is a special case. ANS by law
can not be exported and all ANS production can not be absorbed on the West Coast. Therefore,
ANS production in excess of demand on the West Coast must go to the Gulf Coast rather than
to the much closer Asian market. This situation results in a depressed price for ANS on the West
Coast, i.e., a much larger discount relative to delivered Saudi than on the Gulf Coast.

Figure 8 ANS at the U. S. Gulf Figure 9  ANS at the U. S. West Coast
L—+—- Low —— Mid —— High I L——f—- Low —N— Mid —+— High I
$/barrel $/barrel
as 3s

HISTORICAL Expected HISTORICAL Expacted
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Transportation Costs to Lower 48 Markets
Over the next ten years, three significant fuel price increases. We also estimate that the
events will affect the shipping costs for ANS double hull requirement itself will increase
crude oil: ' costs up to 16 cents a barrel. Copies of the paper
may be obtained by contacting Roger Marks at
1. Double Hulling: The Oilspill Pollution (907)277-56217, x257.
Act of 1990 mandates the eventual double
hulling of all vessels operating in American Table 11
waters, generally by 2000. Marine Transportation Costs
. . . Valdez to Lower 48
2. Aging of the Fleet: Most ships carrying ($/bbl)
ANS were especially built for that trade Fiscal
when it began in 1977. TI.ICSC ships gcne@y Year Low Mid High
have a 25 year life and will be deteriorating 1992 1.53 1.52 1.53
within the next ten years, coinciding with the 1993 1.46 1.59 1.60
double hull requirement. 1995 153 1.55 1.59
2000 1.64 1.69 1.81
3. Production Decline: ANS production has 2005  2.08 216 232
begun to decline at a rate that will average 8
percent annually over the long term. After _
1996, we estimate that the ANS surplus on Figure 10
the West Coast will disappear, thus eliminat- Total Transportation Costs to Lower 48
ing the need for more costly shipments to the Pipeline and Tanker
Gulf Coast. This will also free up additional
tonnage. $/barrel
5.40
The net result of these factors will be ton- ¥ x
nage deficits. Companies can deal with these in 520 "2 SUF A W
one of three ways: chartering additional ton- %
nage, building new ships, or refurbishing and 500 X
retrofitting existing ships. Xege
4.80
Roger Marks, Petroleum Economist in the ’eSSZ‘vZX
Alaska Department of Revenue, has prepared a 480 R o
paper, “Estimated Prospective Tanker Rates yi y&( |
for Alaska North Slope Crude Oil,” which 4.40 Yo
analyzes how these factors will affect shipping y(
rates and State revenues over the next 20 years. 4.20
The results of the study suggest that tankerrates
will increase up to $0.60/barrel over baseline 4,00 UL UL LU
rates which encompass normal inflation and Month/Year
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Trans Alaska Pipeline System Tariffs Wellhead Price for ANS

Table 12 Table 13
Scenarios for TAPS Tariffs Scenarios for ANS Wellhead Price
($/bbl) ($/bbl)
Fiscal Fiscal
Year Low  Mid High Year Low Mid High
1992 358 358  3.58 1992 1096 1293 1421
1993 339 342 347 1993 996 1372 1675
1994 3.18 325 3.41 1995 1175 1555  23.72
1995 3.14 324 346 2000 1670 2291  37.11
1996 295 3.07 3.30 2005  18.17 2672  51.88
The TAPS tariff is determined ac- The wellhead value of ANS, along with pro-

cording to the TAPS Settlement Method, 2 4yctign, is the basis for both State severance tax and
ratemaking method agreed upon by the Pipe- 15021ty The wellhead value is calculated by sub-
line owners and the State of Alaska. This  gracting the pipeline and marine transportation
agreement dropped the tariff from $6.00/bbl ¢t from the sales price (or transfer price at the
in 1985 to $4.00/bbl in 1987, $3.18/bblin  refinery pate in the case of oil run through a
1988 and $3.05/bbl in 1989. The 1990 tariff o4 cerc ovwn refinery.)

increased to an average of $3.90/bbl due to

corrosion repairs, lower than expected thruput Figure 11

in 1989, and additional oil spill mitigation

expenditures. The TAPS tansg over the next ANS at the Wellhead
five years should decrease as the production
decline stabilizes and the rate base depreci-

ates. The average 1991 tariff was roughly L—+— Low =% Mid  —— High I
$3.60/bbl. e/barrel
* HISTORICAL. Expected

::::::::::::::::::::::::::::::::::::::::::::::::::::::

o
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Month/Year
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Oil Production Outiook

Information on production comes from in-house engineering models, the producing
companies, oil industry trade journals, technical reports, the Department of Natural Resources, and
news releases. Annual production estimates are shown in Figures 12 and 13, and on pages 46-48
in the section on “Long-Term Outlook.”

Statewide daily oil production is currently at 99% of the rate seen in March 1991, prior to
the summer maintenance season. The extensive maintenance on the North Slope accounted for
an average reduction of 100,000 barrels per day between June and mid September. However,
cumulative annual statewide production through October 1991 is 15 million barrels higher than
the same period last calendar year. This gain is expected to increase to 20 million barrels by year
end, barring any extended interruptions during the fourth quarter.

Increased statewide production can be attributed to the following:

1. Continued delineation drilling of fringe areas at the Prudhoe Bay, Kuparuk, and
Lisburne fields.

2. Continued success and expansion of enhanced oil recovery programs at Prudhoe Bay
and Kuparuk.

3. Ongoing fracture stimulation projects.

4. Incremental recovery due to expanding the gas handling capabilities (GHX-1) in the
Prudhoe Bay field.

5. Production optimization at Prudhoe Bay and Lisburne in light of gas handling
constraints.

Continued success in reservoir management in all fields will hold statewide production
decline throughout fiscal year 1995 to less than 10 - 12% total. This forecast assumes that Point
McIntyre and Niakuk oil will be produced through the Lisburne Production Center. No major
North Slope gas sales have been incorporated into the production forecast.

Fall 1991 Revenue Sources Book
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Figure 12

Simulated Oil Production
State of Alaska
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Corporate Taxes

Oil corporate taxes for FY 91 are expected to be $185.1 million (assuming no further
adjustments) compared to $117.2 million collected in FY 90. The outlook for this area is less
revenue in FY 92 due to several factors including increased operating costs on the North Slope,
greater competitiveness in down stream operations, and lower oil prices compared to those
created during the events of the Gulf war all of which mean reduced earnings for some of the larger
corporations compared to the previous period. This could be more than offset, however, by
increased settlement activity which we make no attempt to forecast but record as events take
place.

Non-petroleum corporate taxes are anticipated to run $37.9 million in FY 91 compared
to $45.3 million in FY 90. The reason for the rise and fall in non-petroleum taxes for the last two
years stems in a large part from the increased activities associated with the oil spill clean up
operation of almost eighteen months ago and the subsequent drop in activity following that
operation.
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Property Taxes

The current oil and gas property tax,
which is levied at 20 mills on the full and true
value of taxable property, is expected to continue
todecline. The decrease, however, forFY 92 and
FY 93 compared to the last forecast is greater due
in part to investment delays in the Point Mclntyre
project. The municipalities, particularly the North
Slope Borough, continue to receive the bulk of
such funds.

Fuel Taxes

Among the three types of fuel taxes, and
assuming there are no changes in the current tax
structure, the one to watch is aviation. Because
of changes within the industry, both jet fuel and
aviation gas trends are fluctuating but, jet fuel
consumption more so. In the case of jet fuel,
more transcontinental flights are taking place
because of the fuel capacity of the larger planes
and thus some of Alaska’s international airports
are being bypassed. This is why concessioners
operating in Anchorage have been in the process
of scaling back operations. On the positive side,
however, air cargo has increased dramatically
due to increased business operations by Japan,
the Soviet Union, China, and Korea and United
Parcel Service and Federal Express activities.
The revenue picture in this area is expected to
improve, even without potential adjustments in
the tax structure designed to increase revenue.

Highway and marine fuel tax revenues
are not expected to change in the future given the
existing tax structure. The highway fuel tax will
appear to fluctuate somewhat due to the fact that
under current regulations, refunds for ail fuel
types are deducted from the highway fuel ac-

count. The wide fluctuations in aviation re-
funds will continue to affect what is recorded
as highway fuel tax.

Fish Taxes

The total preliminary tax take in fisher-
iesincluding salmon, shell fish, halibut, ground-
fish, and herring for FY 91 as it affects the
jurisdictional waters of Alaska indicates $31.4
million compared to $25.1 million in FY 90.

The situation in FY 92 relative to the
fishing industry is expected, at this point in
time, to be mixed with the overall value and
thus tax take is down compared to FY 91.

Pounds of salmon caught has increased
significantly this calendar year but prices have
dropped dramatically resulting in a total pre-
liminary value of $325 to $350 million com-
pared to almost $550 million last year. This
also adversely affects expected monies takenin
by the Salmon Enhancement Account and dis-
tributed to the six aquaculture associations
around the state.

The preliminary 1991 figures for shell
fish indicate a large C. opilio catch but a drop
in prices. The situation to date for all species
of shell fishis a slightincrease in over all value.
The numbers for King Crab are not in yet and
will not be available until after the season atthe
end of the year at which time the biologists will
make assessments relative to future catch.

The total value for ground fish is ex-
pected to remain fairly constant which would
approximate $400 million. The value of hali-

I
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but has increased slightly to $90 million com-
pared to last year and the total herring value is
down slightly to $27 million.

The reasons for an expected outlook of
total lower value and related lower taxes in FY
02 is the large build up of inventories for some
species such as salmon and tanner crab and
attendant lower prices.

The fishing industry is one that is sub-
ject to all types of vagaries that are economic,
meteorological, and biological in nature and so
assessments and reevaluations that ultimately
affects future revenues are in a constant state of
flux.

Intergovernmental Receipts

Federal Shared Revenues, which con-
sist of several categories, amounted to almost
$13 million in FY 91 but will drop precipi-
tously in the next two to three years. Thisisdue
primarily to the fact that the U.S. Forest Service
(USES) previously deducted monies which
were then directly allocated to organized bor-
oughs, but the USES has now notified the state
that additional monies will be deducted and
sent to unorganized boroughs as well (Chapter
37, SLA 1991). The monies are intended to
support roads and schools affected by national
forest activities. The amount taken in next
year, which the general fund will receive, should
approximate $7 million.

Section 8(g) funds are the result of a
negotiated settlement between the state and
federal governments several years ago with a
specific payment schedule laid out over the

next few years. The revenue figure increased
from $2 million in FY 91 and will be $4.7
million annually for the period FY 92 through
FY 96 at which time the numbers will again be
adjusted upward.

Investment Earnings

The projections are based on projected out
going expenditures on the one hand and incom-
ing revenue on the other hand with an assess-
ment of yield on instruments and length of
maturity for those funds invested by the Trea-
sury Division. The amount brought in during
FY 91 amounted to a little over $122 million.

Methodology

The Department of Revenue uses a
wide variety of models and techniques to fore-
cast petroleum severance taxes and royalties
and the other non-petroleum sources. The
main petroleum forecasting model is a market-
ing and production simulation model which
projects severance tax and royalties on a com-
pany-by-company, field-by-field basis through
the year 2050. This model can be run on either
a scenario or iterative basis and was initially
developed in 1978.

We have also developed an electronic
spreadsheet model called Shortcut, which ag-
gregates the information used in the simulation
model. Policy makers and other interested
individuals can use Shortcut to perform sensi-
tivity analysis, which asks"What if...?". This
model can be obtained by contacting the De-
partment of Revenue.
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Low Scenario

SUMMARY: The Low Scenario assumes a stagnant global economy with reduced oil
consumption from recent levels. A rapid resumption of production from Iraq and a
rebuilt Kuwait create a market share struggle within OPEC which keeps downward
pressure on oil prices.

The Scenario assumptions are as follows:

1. Economic growth averages 1.0% in 1992 and 1.5% 1993. The economic recovery in the
U.S., sluggish in 1992, gains momentum in 1993 while the restructuring of the economies of
Eastern Europe and the USSR act as a fiscal drag on the global economy.

2. Oil consumption remains unchanged in 1992 and falls 0.5% in 1993 as a result of both the
global economic slowdown and as additonal taxes are levied on oil consumption to raise
revenue and encourage conservation.

3. Non-OPEC production increases by 1.5% in both 1992 and 1993 as a result of prior and
continuing investments in the developing countries.

4. Oil production decline is arrested in the USSR in 1992 and increases by 0.5 million
barrels/day in 1993 as a result of a massive infusion of western technology and capital
investment.

5. The implied call on OPEC under this scenario, assuming normal inventory fluctuations, is
23.5 million barrels/day in 1992 and 22.2 in 1993.

6. OPEC struggles with the issue of market share for its members as the embargo on Iraq is
lifted and Kuwaiti production is back on line by early 1992.

1
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Table 15 Low Scenario
Global Oil Market Assumptions
TOTAL OPEC OPEC TOTAL GLOBAL
GLOBAL OIL CRUDE OL NGL/COND. NON-OPEC STOCK
CONSUMPTION ~ PRODUCTION PRODUCTION PRODUCTION CHANGE

1991

Q1 67.9 23.0 2.0 41.5 -14
Q2 65.8 224 2.0 40.6 -0.8
Q3 64.9 23.6 2.0 40.5 1.5
Q4 66.8 24.6 2.0 40.1 0.1
1992

Q1 68.7 234 2.0 40.8 -2.6
Q2 64.5 231 20 40.6 1.2
Q3 64.7 23.6 20 40.6 L5
Q4 67.5 24.0 2.0 41.3 -0.1
1993

Q1 68.4 22.1 20 41.7 -2.6
Q2 64.1 21.8 2.0 41.5 1.2
Q3 64.4 22.3 2.0 41.6 1.5
Q4 67.2 227 2.0 423 -0.1
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Mid Scenario

SUMMARY: Iraq oil exports cre not a factor in 1992 while Kuwait production
begins to approach 1.0 million barrels/day by late 1992. Modest oil consumption
growth exerts some slight pressure on available oil supplies with mildly increasing
prices.

The Scenario assumptions are as follows:

1. Economic growth worldwide averages 2.0% in 1992 and 2.5% in 1993 as the recent global
slowdown begins to turn around.

2. Oil consumption is projected to grow at 1.3% in 1992 and 1.5% in 1993.

3. Non-OPEC production is projected to remain at 1991 levels in both 1992 and 1993 as past
and ongoing investment result in production increases just great enough to offset the deple-
tion of existing fields.

4. Oil production in the USSR declines by 0.3 million barrels/day in 1992 and 0.7 million
barrels/day in 1993 due to unarrested production declines stemming from economic chaos
within the country.

5. The implied call on OPEC under this scenario, assuming normal inventory fluctuations, is
24.8 million barrels/day in 1992 and 25.8 million barrels/day in 1993.

6. Oil exports from Iraq remain very low in 1992 and both Kuwait and Iraq are back up to
1.0 million barrels/day by 1993. Projected consumption growth allows Saudi Arabia to
produce at high levels without risking a glutted market. Prices drift up over the time period.
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Table 17 Mid Scenario

Global Oil Market Assumptions

TOTAL OPEC OPEC TOTAL GLOBAL
GLOBAL OIL CRUDE OIL NGL/COND. NON-OPEC STOX
CONSUMPTION PRODUCTION PRODUCTION PRODUCTION CHANGE
1991
Q1 67.9 23.0 2.0 41.5 -14
Q2 65.8 224 2.0 40.6 -0.8
Q3 64.9 23.6 2.0 40.5 1.5
Q4 66.8 24.6 2.0 40.1 -0.1
1992
Q1 69.6 247 2.0 403 -2.6
Q2 65.3 244 2.0 40.1 1.2
Q3 65.5 24.9 2.0 40.2 1.5
Q4 68.4 254 2.0 40.9 -0.1
1993
Q1 70.7 25.8 2.0 40.3 -2.6
Q2 66.3 254 2.0 40.1 1.2
Q3 66.5 259 2.0 40.2 1.5
Q4 69.4 264 2.0 40.9 -0.1
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High Scenario

SUMMARY: The Iragi embargo remains in place while the rebuilding of Kuwait takes
Ienger than expected. Global oil consumption picks up as the global recovery kicks in.

The Scenario assumptions are as follows:
1. Economic growth worldwide averages 3.5% in 1992 and 1993.

2. Oil consumption is projected to increase by 2.5% in 1992 and 1993. This rapid increase in
oil consumption reflects vigorous world economic growth.

3. Non-OPEC production is projected to decrease 1.0% in 1992 and 0.5% in 1993 as new
investment in oil development fails to offset the depletion of existing fields.

4. Continuing chaos in the USSR results in production falling by 0.7 million barrels/day in
both 1992 and 1993.

5. The implied call on OPEC under this scenario is 26.3 million barrels/day in 1992 and 28.9
million barrels/day in 1993.

6. Oil production from Iraq and Kuwait is phased into the growing oil market.
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Table 19 High Scenario

Global Oil Market Assumptions
TOTAL OPBC OPEC TOTAL GLOBAL
GLOBAL OIL CRUDE OIL NGL/COND. NON-OPEC STOX
CONSUMPTION ~ PRODUCTION PRODUCTION PRODUCTION CHANGE
1991
Q1 67.9 23.0 2.0 41.5 -1.4
Q2 65.8 224 2.0 40.6 -0.8
Q3 64.9 23.6 2.0~ 40.5 1.5
Q4 66.8 24.6 20 ‘ 40.1 0.1
1992
Q1 70.5 26.2 2.0 39.6 -2.6
Q2 66.1 259 2.0 394 1.2
Q3 66.3 26.3 2.0 39.5 1.5
Q4 69.2 26.9 20 40.2 -0.1
1693
Q1 72.2 28.8 20 38.8 -2.6
Q2 67.7 28.4 2.0 38.6 1.2
Q3 68.0 28.9 20 38.6 1.5
Q4 70.9 29.5 2.0 393 -0.1
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Table 20

Actuals JUN
JuL
AUG
SEP
OoCT
NOV
DEC
JAN
FEB
MAR
APR
MAY
JUN
JOL
AUG
SEP

Projected OCT
NOV
DEC
JAN
FEB
MAR
APR
MAY
QTR1
QTR2
QTR3
QTR4
QTR1
QTR2
QTR3
QTR4

Production
MorvYR

90

91

92

FY93
FY93
FY93
FY93
FY9%4
FY9%4
FY94
FY94

Expected and Historical Crude Qil Prices

For Alaska North Siope Crude and OPEC Marker

ANS at
Wellhead

7.94

9.72
16.50
24.19
2541
22.35
18.54
14.28
11.12
10.93
11.89
11.69
11.23
11.71
11.89
12.03
10.77
10.77
10.93
10.77
10.77
10.77

9.94

9.94

9.40

9.91
10.51
10.02
10.12
10.64
10.89
11.01

($/barrel)
Low Scenario

ANS at
West Coast

13.20
15.55
2597
32.16
31.52
28.79
24.02
20.57
15.74
17.02
17.56
16.69
16.36
17.26
17.18
17.31
16.18
16.18
16.18
15.97
15.97
15.97
15.15
15.15
14.64
15.15
15.41
14.96
14.94
15.47
15.73
15.93

ANS at
Gulf Coast

13.68
16.03
26.40
32.54
32.06
29.64
25.01
21.20
16.08
17.71
18.16
18.01
17.58
18.30
18.49
19.05
16.91
16.91
16.91
16.69
16.69
16.99
15.82
15.82
15.27
15.80
16.08
15.60
15.61
16.16
16.50
16.66

Saudi Lt
Ras Tanura

13.32
14.81
24.13
30.10
32,13
28.95
24.19
21.63
15.94
15.65
16.39
16.59
16.13
16.99
17.33
18.28
16.97
16.97
16.97
16.75
16.75
16.75
15.89
15.89
1532
15.85
16.13
15.65
15.63
16.17
16.46
16.62

;
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Table 21 Expected and Historical Crude Oil Prices
For Alaska North Siope Crude and OPEC Marker
($/barrel)
Mid Scenario
Production - ANS at ANS at ANS at Saudi Lt
MorvYR Wellhead West Coast Gulf Coast Ras Tanura
Actuals JUN 90 7.94 13.20 13.68 13.32
JUL 9.72 15.55 16.03 14.81
AUG 16.50 25.97 26.40 24.13
SEP 24.19 32.16 32.54 30.10
OCT 25.41 31.52 32.06 32.13
NOV 22.35 28.79 - 29.64 28.95
DEC 18.54 24.02 25.01 24.19
JAN 91 14.28 20.57 21.20 21.63
FEB 11.12 15.74 16.08 15.94
MAR 10.93 17.02 17.71 15.65
APR 11.89 17.56 18.16 16.39
MAY 11.69 16.69 18.01 16.59
JUN 11.23 16.36 17.58 16.13
JUL 11.71 17.26 18.30 16.99
AUG 11.89 17.18 18.49 17.33
SEP 13.01 17.31 19.05 18.28
Projected OCT 13.32 18.68 19.52 18.58
NOV 13.31 18.68 19.52 18.58
DEC 13.47 18.68 19.52 18.58
JAN 92 13.81 18.96 19.81 18.86
FEB 13.80 18.96 19.81 18.86
MAR 13.80 18.96 19.81 18.86
APR 12.93 18.10 18.91 18.00
MAY 12.93 18.10 18.91 18.00
QTRI1 FY93 13.03 18.23 19.02 18.10
QTR2 FY93 13.67 18.87 19.68 18.73
QTR3 FY93 14.38 19.30 20.13 19.16
QTR4 FY93 13.79 18.75 19.55 18.61
QTR1 FY9%4 14.06 18.92 19.73 18.78
QTR2 FY%4 14.69 19.58 20.40 19.42
QTR3 FY9%4 14.33 19.28 20.07 19.10
QTR4 FY94 14.53 19.52 20.31 19.34
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Table 22 Expected and Historical Crude Oil Prices
For Alaska North Slope Crude and OPEC Marker
($/barrel)
High Scenario
Production ANS at ANS at ANS at Saudi Lt
Mon/YR Wellhead West Coast Gulf Coast Ras Tanura
Actuals  JUN 90 7.94 13.20 13.68 13.32
JUL 9.72 15.55 16.03 14.81
AUG 16.50 25.97 26.40 24.13
SEP 24.19 32.16 32.54 30.10
OCT 2541 31.52 32.06 32.13
NOV 22.35 28.79 29.64 28.95
DEC 18.54 24.02 25.01 24.19
JAN 91 14.28 20.57 21.20 21.63
FEB 11.12 15.74 16.08 15.94
MAR 10.93 17.02 17.71 15.65
APR 11.89 17.56 18.16 16.39
MAY 11.69 16.69 18.01 16.59
JUN 11.23 16.36 17.58 16.13
JUL 11.71 17.26 18.30 16.99
AUG 11.89 17.18 18.49 17.33
SEP 14.00 17.31 19.05 18.28
Projected OCT 15.01 20.34 21.31 19.23
NOV 15.01 20.34 21.31 19.23
DEC 15.17 20.34 21.31 19.23
JAN 92 15.17 20.28 21.25 19.18
FEB 15.16 20.28 21.25 19.18
MAR 15.16 20.28 21.25 19.18
APR 15.49 20.58 21.60 19.49
MAY 15.49 20.58 21.60 19.49
QTR1 FY93 15.71 20.87 21.84 19.71
QTR2 FY93 16.75 21.91 22.93 20.69
QTR3 FY93 17.64 22.62 23.67 21.36
QTR4 FY93 16.89 21.93 22.95 20.71
QTR1 FY% 17.08 22.04 23.06 20.81
QTR2 FY% 17.74 22.76 23.80 21.48
QTR3 FY% 21.42 26.51 27.70 25.00
QTR4 FY%4 21.82 26.96 28.18 25.43
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REVENUE FORECAST: LONG-TERM OUTLOOK
(FY 1995-2015)

This section focuses on the long term from FY1995 through FY2015. This section
provides revenue projections for this period, and also sets out the assumptions behind those
projecticns for the Low, Mid, and High Scenarios.

The assumptions for inflation rate, Alaska oil production, the TAPS tariff, and the
average Lower 438 price for Alaska North Slope (ANS) crude oil follow. The graphs on page
35 show the revenue projections for the three Scenarios from FY1981 through FY2015 in both
nominal and reai dollar terms.

The following tables are then provided:

1. Detailed revenue projections for each category of revenues.

2. Petroleum production revenues by type and area of the state.

3. The expected and historical prices from FY91 - 2015 for ANS Wellhead and
Saudi Light.

4. Simulated production by field.
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