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C

Executive Summary

As required by law, the Governor released his FY25 budget proposal to the public and the
legislature on December 14, 2023. The Legislative Finance Division prepared this Overview of
the Governor’s Budget and “Subcommittee Books” for each agency in accordance with AS
24.20.211-.231.

The Overview provides a starting point for legislative consideration of the Governor’s proposed
budget and revenue plan. It does not necessarily discuss the merits of budget plans, but focuses
on outlining the fiscal situation and presenting the budget in a way that provides objective
information to the legislature.

The first chapters in this publication primarily refer to Unrestricted General Funds (UGF). These
are the state revenues with no constitutional or statutory restrictions on their use. The statewide
fiscal surplus or deficit is calculated using this fund source group. Later in the publication,
individual agency narratives account for significant changes in all fund sources. The first
chapters also primarily use figures in the millions of dollars, with the decimal indicating
hundreds of thousands, while agency narratives generally use figures in the thousands of dollars,
with the decimal indicating hundreds.

Despite oil price and investment market volatility, the State’s long-term fiscal situation is much
the same as it has been for a decade: there is a gap between the statutory spending and revenue

( structures at expected oil prices and financial market projections. The Enacted budget in FY24
left a surplus of several hundred million dollars, but the Governor’s FY25 budget relies on nearly
a billion-dollar draw from savings.

‘Overview [Executive Summary] 5
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Alaska’s Overall Fiscal Situation

Alaska’s general fund is still heavily reliant on oil revenue; though it is no longer the largest source of
UGF revenue, it is the most volatile. In Fiscal Year 2025 (FY25), the Department of Revenue (DOR)
projects that petroleum will account for 33 percent of Alaska’s UGF revenue. As always, oil prices
remain unpredictable, and Alaska’s fiscal health appears to change as rapidly as oil prices fluctuate.
Despite this short-term volatility, the long-term fiscal situation has not changed significantly; the past
five revenue forecasts have shown a narrow band of prices, with $10 or less separating the high and low
forecasts for FY27 and beyond. As would be expected, the Unrestricted General Fund (UGF) revenue
forecasts have also presented in a narrow band: just $523 million separates the lowest and highest
forecasts for FY27 and FY28.

Oil Price Forecast Comparison, Fall UGF Revenue Forecast Comparison,
2021 through Fall 2023 Fall 2021 through Fall 2023
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Despite a relatively stable revenue forecast in the past several years, the State’s fiscal situation is
unsettled. Alaska still has a structural budget deficit: if all spending statutes are followed, the State
would have a substantial budget deficit at expected long-term revenue. This has led to a widespread
perception that Alaska is in the midst of an ongoing fiscal crisis.

Since SB 26 authorized the Percent of Market Value (POMV) transfer from the Permanent Fund to the

general fund beginning in FY 19, the State’s fiscal stability has increased substantially. The FY19, 20, 21
and 23 budgets had deficits, the FY22 and 24 budgets had surpluses. The Constitutional Budget Reserve
(CBR) and Statutory Budget Reserve (SBR), the State’s main reserve funds, had a combined balance of

about $2.75 billion at the start of FY 19 and is estimated to have a balance of about $2.74 billion at the
end of FY23,

Overview [Introduction] 7
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The difference between the structural deficit and the actual history of relatively balanced budgets is that

r expenditure statutes are not required to be followed in the appropriations process; most notably, the
legislature has not adhered to the Permanent Fund Dividend (PFD) statute since FY 16. PFD payments
and capital budgets have fluctuated with available revenue. This ad-hoc fiscal policy has stabilized the
State’s reserve funds, but leaves uncertainty from year to year. A durable solution to the structural
deficit would allow for more meaningful fiscal planning.

UGF Budget & Revenue, FY19-FY25 Governor's Budget
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Fall 2023 Revenue Forecast Shows Shifting Alaska Oil Production Landscape
The DOR Fall 2023 Revenue Sources Book’s topline revenue numbers are similar to past forecasts, but
underneath the surface there are significant changes in Alaska’s oil production. Qil prices for FY24 and
FY25 are up significantly from the Spring 2023 forecast, but revenue increased less than a price
sensitivity table would indicate. This is because oil production decreased overall, while tax-deductible
lease expenditures and transportation costs increased.

The most visible reason for this change is the progress of the Willow field, which was mired in lawsuits
when the Spring forecast was produced but has since been given the green light to begin development.
DOR employs a risking methodology for their forecast that reduces the impact of a potential project
based on how likely it is to occur. While it is still not definite that production will occur, ConocoPhillips
publicly announced a $700 million development investment for FY24 that is very certain at this point.
The result is an increase in lease expenditures in FY24 and beyond, and a projected increase in
production starting in FY29. In the short term, this means less revenue for the State because those lease

C
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Legislative Fiscal Analyst's Overview of the Governor's FY2025 Request

expenditures reduce production taxes, but in the long term, increased production should increase
revenue to the State. !

The forecast also shows significant production
changes in several units: increases in the Prudhoe
Bay and Kuparuk satellite fields, and decreases at
the main Prudhoe Bay and Kuparuk fields, as well
as Greater Mooses Tooth and Point Thomson.

North Slope Lease Expenditure Forecast
Comparison. Fall 2022 to Fall 2023
{(millions of dollars)

8.000

: _ _ 7.000
Production from different geographical areas 6.000

impacts revenue differently because of land 5.000
ownership (the State receives the most royalty 4.000
revenue from production on State lands) and 3.000
because new fields are eligible for a Gross Value ~ 2.000
Reduction (GVR) for their first three to seven I -00(;
rs;‘w

—

years of production. The GVR reduces production
taxes by excluding 20 percent or 30 percent of
gross value from tax calculations (although it also
limits the per-barrel tax credit to a maximum of mFall 2022 = Fall 2023

$5 instead of $8 for non-GVR production). The

Fall 2023 forecast shows lower production from North Slope Production Forecast
non-GVR fields for most of the forecast window, Comparison. Fall 2022 o Fall 2023
but higher production from GVR-eligible fields in (thounds of barrels per day)
FY25 and beyond. 650

J:'J m\ 1

ARy
*‘*q‘*f‘“&&&

<< <

Altogether, the Fall 2023 revenue forecast marks 600
a significant shift of production to new fields and 5,
away from legacy fields. The increase in the price
forecast is largely cancelled out in the near term S00
by the shift to GVR-eligible production, but it 450
means that ]awmakers may need to reframe their
expectations as to what oil prices are needed to
sustain State spending. For example, the FY24
Enacted budget had an estimated $293.2 million
surplus based on the Spring forecast. It also had a ——Fall 2022 =—=Fall 2023

provision that split the first $636.45 million of

UGF revenue received above the Spring forecast 50/50 between an energy relief payment (to be paid
with the FY25 PFD) and the CBR. At the time, LFD estimated that the energy relief payment would
kick in above $73 per barre]l and max out (at about $500 per person) at $83 per barrel. With the updated
revenue forecast, those trigger points have shifted to $78 and $90, respectively.

1 vb‘ j,'\i-" i /b PR :\ 1’\3? W 0; *.'\ 1"'\ f:b

! See the Department of Revenue’s Willow Project Fiscal Analysis from April 2023 for more details about how this project
could impact the State’s finances: hups:/ax.alaska.gov/programs/documentviewer/viewer.aspx 77321 f
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¢ Building the FY25 Budget

FY?25 Adjusted Base

The FY25 budget represents a set of changes from the Adjusted
Base, which the Legislative Finance Division establishes using
the FY24 Enacted budget less one-time appropriations, plus
current statewide policy decisions (such as salary adjustments)
needed to maintain services at a status quo level.

The FY24 budget included $165.9 million of one-time items
that were backed out in the FY25 Adjusted Base. The largest of
these was a one-time additional appropriation to schools for
$87.4 million, to be distributed according to the K-12 formula.
Several other items (particularly in the Department of Education
and Early Development) were requested by the Governor as
permanent items in FY24 but were made one-time items by the
legislature.

Salary adjustments in the FY25 Adjusted Base include PERS
rate adjustments and health insurance adjustments for most State
employees and Cost of Living Adjustments (COLAS) for
members of six bargaining units. The COLAs are not automatic

( and must be approved by the legislature through the budget to
take effect, but are in the Adjusted Base because they do not
represent a service level change and cannot be taken
individually.

The FY25 Adjusted Base includes $97.0 million in total salary
adjustments, of which $44.5 million are funded with UGF. There
are three bargaining units currently negotiating for FY25 that

may be included in future Governor’s

amendments: the Supervisory Unit, the Alaska

Correctional Officers Association, and the

Labor, Trades and Crafts Unit. (Note that there

are already salary adjustments in the budget for

the Alaska Correctional Officers Association.

That funding reflects a Letter of Agreement

from FY24 that gave them a 2 percent increase
that was not authorized in the FY24 budget.)

Item Amount
Public Defender (1,900.0)
Tourism Marketing (2,500.0)
AGDC (3,086.1)
ASMI (5,000.0)
K-12 Foundation (87,443.0)
Other Education Items (17,258.8)
Child Care Benefits (7,500.0)
Public Assistance (9,569.9)
Statehood Defense (5,000.0)
CDVSA (3,000.0)
AMHS Backstop (10,000.0)
Other Items (13,064.3)
Total (165,322.1)
Salary Adjustment
Type UGF
PERS/JRS Rates 11,036.0
Health Insurance 5,713.2
PSEA COLA 3% 2,548.4
ACOA COLA 2%
(FY24) 2,351.5
GGU COLA 5% 16,157.3
CEA COLA 5% 184.4
AVTECA COLA 2.5% 30.8
TEAME COLA 2% 3.8
UA 2.5% 6,130.6
Misc. Adjustments 325.0
Total 44,481.0
Formula UGF | All Funds
K-12 Foundation (30,090.3) | (27,242.1)
K-12 Pupil Transportation (1,973.8) | (1,973.8)
School Debt Reimbursement (9,2001.7) | (9,650.5)
Other Debt Service {234.6) 15,7694
State Contributions to
Retirement 45,99(.2 45,990.2
REAA Fund Capitalization {919.0) (919.0)
Total Adjusted Base
Formula Adjustments 35708 | 21,9742

Additionally, changes to formula programs are also addressed in the Adjusted Base so that policy

changes are more clearly distinguished from formula-driven changes in the Governor’s Budget. For the

K-12 Formula, while Basic Need is increased by $0.8 million (a $3.0 million increase due to Pre-K
L funding in the Alaska Reads Act and a $2.2 million decrease due to the student count), the State’s share
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Legislative Fiscal Analyst's Overview of the Governor's FY2025 Request

of funding is down by $27.2 million because of increases to the required local contribution ($12.2
million) and deductible federal impact aid ($15.8 million). Retirement contributions are up due primarily
to higher PERS and TRS past service costs based on June 30, 2022, valuations. School debt
reimbursement continues to decline due to the ongoing (FY 16 - FY26) moratorium on new debt.

Governor’s FY25 Budget Proposal

The Governor’s FY25 budget proposal appears to be a work in progress that will develop through the
amendment process. The budget as presented contains no reductions and only a few significant
increases, yet significant gaps exist where future increases are likely.

1. Education - in FY24, the legislature appropriated $175.9 million outside the foundation formula
for school districts, but the Governor vetoed that in half to $87.4 million. The Governor did not
put forward a proposal to increase the education formula or additional outside the formula
funding, but some amount is likely to be approved, at least matching the amount from FY24.
There is also a pending issue with the federal disparity test that could cause State costs to
increase by $89.1 million.

2. Medicaid - the Governor’s budget does not contain an increase to Medicaid funding, but the
Department of Health stated that the projection will be trued up in a future amendment.
Preliminary projections indicate the need for an additional $22.6 million of UGF.

3. Senior Benefits - the Senior Benefits program will sunset on June 30, 2024 without legislative
action. The Governor did not include funding for the program in his budget, deferring it to a
fiscal note (which aligns with past legislative practice). However, this means that the final budget
will likely be $20.8 million higher in UGF with that reincorporated.

4. Alaska Energy Authority Electrical Grid Grant - the Alaska Energy Authority (AEA) received a
$206.5 million federal grant to upgrade the Alaska Railbelt electrical grid, but it requires equal
matching funds. The funds may be spread over several years, but securing the grant will require a
significant investment of general funds. AEA is considering multiple funding options, but the
need this legislative session is likely to be $30.0 - $35.0 million.

5. Alaska Marine Highway — the Governor’s budget request does not change funding levels or
sources from the Calendar Year (CY) 24 Enacted budget, but it does not include any backstop
funding if federal funding is insufficient. If a similar amount of federal grants are awarded in
CY25 as the State expects in CY24, there will be a $38.0 million shortfall in the CY25 budget.

6. Ongoing Employee Bargaining Negotiations — three unions (Alaska Correctional Officers
Association, Alaska Public Employees Association Supervisory Unit, and Labor, Trades and
Crafts) are currently negotiating new contracts to begin in FY25. Collectively, these units cover
about 4,800 State employees. In addition, AS 39.27.011(m) indicates that the legislature shall
increase the salary schedule for partially-exempt employees to match future increases for the
supervisory unit. Legislation would be needed to modify the salary schedule set out in statute.
This could potentially affect an additional 2,800 employees if exempt employees are included.

Collectively, these items could increase the UGF budget by hundreds of millions of dollars by the time it
leaves the legislature.

‘Overview N [Introduction] 11
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The Governor’s budget has a projected deficit of $982.3 million based on the Fall revenue forecast,
which is filled from a combination of the Statutory Budget Reserve and the Constitutional Budget
Reserve,

Agency Operations

The Governor’s F_Y25 budget Governor’s FY25 Budget Compared to Adjusted Base

for agency operations is $94.9 Adjusted

million above the Adjusted Base Covernor Comparison

Base. This is a 2.3 percent Fall Revenue

increase, above the out-year Forecast 6,308.4 6,308.4

assumption in the Governor’s

10-year plan but below LFD’s | Agency Operations 4,216.7| 4,311.6 94.9 2.3%

2.5 percent inflation Statewide Items 3514 365.0 13.6 3.9%

assump[i()n_ Capital Budget 360.2 305.2 (55.0) | -15.3%
Perm. Fund Dividend 9143 | 2,303.7 1,389.4 | 152.0%

The Agency Narratives section | Total Budget 542.5| 17,2854 1,4429 | 24.7%

of this publication includes

details on the Governor’s Pre-Transfer

proposed changes to agency Surplus/(Deficit) 465.8 (977.0)

budgets. Overall, the Governor’s budget proposes relatively few major changes to agency budgets. The
Departments of Corrections, Education and Early Development, and Public Safety have the largest
increases above Adjusted Base, while the Department of Health is the only agency with a UGF decrease
from Adjusted Base.

Statewide Items

‘The Governor funds statewide items to their statutory levels, including the PFD, which is estimated to be
$2.3 billion, paying about $3,600 per recipient. The increase over the Adjusted Base (25 percent of the
POMYV draw from the Permanent Fund) is about $1.4 billion; additionally, the FY24 energy relief
deposit would be paid out in FY25 although the funds would be deposited at the end of FY24. That
amount is estimated to be $110.6 million, adding about $175 per person to the FY25 PFD.

Another item of note is the Community Assistance program. The Governor vetoed a $30.0 million UGF
deposit into the fund in FY24 but is proposing a $30.0 million deposit in FY25 (of which $27.8 million
is from the PCE Fund and $2.2 million is UGF). Without a supplemental appropriation, the FY25
payments to local governments would be $20.0 million (one-third of the balance at the end of FY24).
With the $30.0 million deposit in FY25, the FY26 payments would equal $23.3 million.

More discussion of statewide items can be found in the Operating Language section of this publication.

Capital Budget

The Governor’s FY25 capital budget request totals $305.2 million of UGF, down from $359.8 million in
the FY24 budget. Half of the UGF in the Governor’s capital budget is used for federal match. For more
details on the capital budget, see the Capital Budget Overview section of this publication.

Overview
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Long-Term Fiscal Outlook

LFD Baseline Fiscal Projections

For the long-term baseline scenario, the Legislative Finance Division’s fiscal model reflects current
statutes and expenditures growing with inflation. It uses the FY25 Adjusted Base, growing with inflation
of 2.5 percent per year (including in FY25), with all statewide items (including the Permanent Fund
Dividend) funded at their statutory level. Any policy or statutory changes can therefore be compared to
this neutral baseline to see their effect on the fiscal situation.

LFD Baseline | FY25 |[FY26 |FY27 |FY28 |FY29 |FY30 |FY31 |FY32 |FY33
Agency

Operations 4,322.1 | 4,430.2 | 4,540.9 | 4,654.4 | 4,770.8 | 4,890.1 | 5,012.3 | 5,137.6 | 5,266.1
Statewide

Items 365.0 | 388.2| 403.1 | 4257 4327 | 4425| 4449 | 4584| 4714
Capital

Budget 368.8| 378.0| 3875] 3972 407.1| 4173| 427.7| 438.4| 4493
Supplementals 50.0 50.0 50.0 50.0 50.0 50.0 50.0 50.0 50.0
PFDs 2,283.3 [ 2,469.4 | 2,158.9 [ 2,220.8 | 2,507.6 | 2,680.3 | 2,727.6 | 2,763.4 | 2,787.8
Total Budget | 7,389.2 | 7,715.8 | 7,540.3 | 7,748.0 | 8,168.1 | 8,480.2 | 8,662.5 | 8,847.8 | 9,024.7

Surplus/(Deficit) FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33

($millions) 339 (1,081) (1,388) (1,012) (1,134) (1,522) (1,813) (1,910) (1,880) (1,871)
UGF Budget/Revenue [$millions) Budget Reserves
10,000 FY-Ending Balance {(Smillions)
9,000 I 12,500
8,000
10,000
7,000 !
6,000
8,000
5,000 i
4,000
6,000
3,000
2,000
4,000
1,000
& 000
FY2s4  FY25  Fy26  FY27  FY28  FY29 Y30 FY31  Fyiz  Eyus =
I Baceline Traditional Revenue B POMY Revenue
223 New Revenue/Adjust ments = CBR/SBR Draw 0 . . T
W Unplanned ERA Drow —rund Transfers FY24 FY25 FY26 Y27 FY28 FY29 FY30 FY31 FY32 FY
== Budget before #FD e Byudget with PFD B CBR/SBR M Realized ERA

FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33
Effective POMV Draw Rate 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%

PFD/Person $1,312 $3,654 $3,731 $3,241 $3,333 $3,772 $4,042 $4,140 $4,243 $4,352

Overview . Z’Intrc;adét;'on] 13



-

C

Legislative Fiscal Analyst's Overview of the Governor's FY2025 Request

LFD’s baseline projection shows a deficit of $1.1 billion in FY25, increasing to a peak of over $1.9
billion in FY31. This baseline does not include any deficit-filling draws from the ERA and leaves a
$500.0 million balance in the CBR for cashflow; the gap between the revenue bars on the graph on the
left and the budget line represents an unfilled deficit.

If deficits are filled from the ERA, deficits would increase from the baseline scenario due to

compounding effects, and by FY33, there would not be sufficient funds in the ERA to fill the entire
deficit.

Surplus/(Deficit) FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY3t FY32 FY33

($millions) 339 (1,081) (1,388) (1,012) (1,134) (1,524) (1,820) (1,928) (1,914) (1,928)
UGF Budget/Revenue {Smillions) Budget Reserves
10,000 FY-Ending Balance (Smillions}
3,000 12,000
8,000
S0 10,000
56,000
8,000
5,000
4,000
b, 000
3,000
2,000
4,000
1,000
0 000
FY24 Fr25 Fr2c FY27 FYIs FY29 FY30 FYi1 Fraz Y &5 Err
W Baseline Traditional Revenue 0 PO MY Revenue
= New Revenue/Adjustments 7= CBR/SBR Draw 0 F 5 FU6 FY27 £Y28 FO9 FY0 FY 35 Fya3
I Unplanned ERA Draw I Fund Transfers weh Rt ¥ 2 ek R v
wms  Budget before PFD 5110 get with PFD DCBR/SBR Realized ERA

FY24 FY25 FY26 FY27 FY28 FV29 FY30 FY31 FY32 FY33
Effective POMV Draw Rate 5.00% 5.00% 5.00% 5.00% 5.77% 6.38% 6.85% 7.17% 7.26% 7.21%

PFD/Person $1,312 $3,654 $3,731 $3,241 $3,333 $3,765 $4,017 $4,079 $4,127 $4,156

These models demonstrate that there is a continued structural budget deficit. The legislature could
choose to fill this deficit from any combination of spending reductions (including Permanent Fund
Dividends, as it has done in recent years) and new revenue.

Comparison of Governor’s 10-Year Plan to LFD Baseline

The Governor is required by AS 37.07.020(b) to “submit a fiscal plan with estimates of significant
sources and uses of funds for the succeeding 10 fiscal years.” The plan “must balance sources and uses
of funds held while providing for essential state services and protecting the economic stability of the
state,” among other requirements.

The 10-Year Plan submitted by the Governor on December 14, 2023, does not comply with this
statutory requirement: the CBR is drawn below zero in FY27 and down to negative $10.6 billion at the
end of the 10-year window in FY34.
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The Governor’s 10-Year Plan does make two policy changes compared to LFD’s modeling baseline:
agency operations and the capital budget grow at 1.5 percent per year instead of with inflation. Second,
Community Assistance is not funded with UGF, while LFD projects that an average of $13.6 million of
UGF would be needed in combination with PCE funds to make the statutory $30.0 million annual
deposits.

The Governor’s 10-Year Plan also has three non-policy choice assumption differences from LFD’s
modeling. The Governor assumes zero supplemental appropriations (net of any lapsing appropriations),
while LFD assumes $50 million per year based on historical averages. The Governor also assumes that
no new school debt will be authorized even after the program resumes in 2025, while LFD assumes that
$7.8 million per year of new debt will be added annually based on historical averages. This assumption
also influences the REAA Fund deposit, which changes proportionally to school debt payments. Finally,
the Fall 2023 Revenue Sources Book uses draft numbers from the Alaska Permanent Fund Corporation
that do not match their current projections; LFD uses figures from the November 2023 History and
Projections Report, which show higher POMV draws than the Governor’s 10-Year Plan.

Comparison of Governor’s 10-Year Plan Budget Figures to LFD Baseline

FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33
Baseline 5,105.9 | 5,246.4 | 5,381.5 | 5,527.3 | 5,660.5 | 5,799.8 | 5,934.9 | 6,084.4 | 6,236.8
Governor | 4981.8 | 5,054.7 | 5,135.4 | 5,216.7 | 5,279.0 | 5,347.8 | 5,409.1 | 5,492.1 | 5,553.1
Difference | (124.1) | (191.7) | (246.0) | (310.6) | (381.5) | (452.0) | (525.8) | (592.2) | (683.7)

Governor's 10-Year Plan Compared to LFD Baseline
6.500.0
6.000.0
5.500.0
5.000.0
1.500.0
4.000.0 |
3.500.0
3.000.0
FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33

® Agency Ops Baseline m Agency Ops Governor @ Statewide Baseline

Statewide Governor  ® Capital Baseline Capital Governor

This model shows the policy proposals in the Governor’s 10-Year Plan (the lower growth rates and
partial funding of Community Assistance) in LFD’s model, without any deficit-filling draws that would
draw the CBR below zero. Despite the assumption differences, the policy choices in the Governor’s 10-
Year Plan result in a similar outcome in LFD’s model as in the plan itself: persistent deficits and a
depleted CBR in FY27. This model shows unfilled deficits of $1.0 billion in FY25 increasing to over
$1.5 billion in FY31.
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Surplus/(Deficit) FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33

( {$millions) 339  (1,007) (1,250) (823) (893) {1,227) (1,463) (1,503) (1,413) (1,341)
UGF Budget/Revenue ($millions) Budget Reserves
10,000 FY-Ending Balance (Smillions}
oo 12,000
8,000
S m 10,000
6,000
1 8,000
5,000
4,000
6,000
3.000
2,000
4,000
1,000
e 2,000
P24 FY75 FY26 Y27 FY28 Fv29 FY30 FY31 FY32 FY33 ’
R Bascline Traditional Revenue B POMY Revenue I 2 ] ] n n " B
B New Revenue/Adjustments =2 CBR/SBR Draw a A T = . . i,
. Unplanned ERA Draw S Fund Transfers A AR [AEs ez et () (e AR F
== Budget before PFD e Budget with PFD B CBR/SBR @ Realized ERA

FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33
Effective POMV Draw Rate 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00% 5.00%
PFD/Person $1,312 $3,654 $3,731 $3,241 $3,333 $3,772 $4,042 $4,140 $4,243 $4,352

The Governor’s 10-Year Plan shows continued draws on the CBR even after the balance goes negative.
If the deficits are made up from the ERA instead, the compounding effect of those overdraws would
result in larger deficits.

Surplus/(Deficit) FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33

($millions) 339  (1,007) (1,250) (823) (893) (1,228) (1,467} {1,514} (1,436) (1,382}
UGF Budget/Revenue {$millions} Budget Reserves
10,000 FY-Ending Balance ($millions}
9,000 12,000
£.000
10,000
7,000
6,000
8,000
5,000
4,000
6,000
3,000
2,000
4,000
1.000
N 2,000
FY2a FY25 FY26 Fy2 F¥28 YRS FY30 FY31 F¥32 Fi 33 -
I £ oseline Traditional Revenue BN POMV Revenue I
B rlew Revenue/Adjustments =2 CBR/SER Draw L ) - - -
B Unplanned CRA Draw B Fund Transfers Fy24 TY25 fY26 FY27 FY28 FY2Z9 Y30 FY31 32 33
wmm  Budge! before PFD - Eydget with PFD O CBR/SBR @ Realized ERA

FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31 FY32 FY33
Effective POMV Draw Rate 5.00% 5.00% 5.00% 5.00% 5.25% 6.08% 6.48% 6.74% 6.76% 6.64%
L PFD/Person $1,312 $3,654 $3,731 $3,241 $3,333 $3,769 $4,029 $4,101 $4,164 $4,214

16 fIntroduction] . " Overview



Legislative Fiscal Analyst's Overview of the Governor's FY2025 Request

Constitutional and Statutory Appropriation Limits

Alaska has two appropriation limits: a limit in Article IX, Section 16 of the Alaska Constitution, and
another in AS 37.05.540(b). Both limits factor in changes in inflation and population that can only be
estimated ahead of time, so these figures may change when actual inflation and population changes are
known.

The constitutional limit is binding, but the statutory limit can be (and has been) exceeded through the
appropriations process.

Expenditures Subject to the Limits
Article IX, Section 16 and AS 37.05.540(b) both set out exclusions from the limit that are both sources
of money and uses of money. Excluded sources are:

e Proceeds of revenue bonds

* Money held in trust for a specific purpose (this includes all federal funding and most “Other”
funds)

e Corporate revenues
Excluded purposes are:

e Permanent Fund Dividends

* General obligation and revenue bond interest
e Appropriations to the Permanent Fund

e Appropriations to meet a state of disaster

Calculating the Constitutional — 12.0

Limit 10.0

The constitutional appropriation limit is 2.0 Comlilu_lionul

equal to $2.5 billion times the ' Appropriation Limit

cumulative change in population and 6.0

inflation sinc‘e J'uly 1, 1981. Based on 4.0 Appropriations
the way the limit has been calculated by Subject to the
the executive branch in the Annual 2.0 Lirmit

Comprehensive Financial Report

(ACFR), we estimate that in FY24 the T 22 LRERsTT oL Qo2
hmltw.lll b‘e$ll.2bll]ionand1mFY25 E “E E E E E E E i i i E E E 9
the limit will be $11.5 billion.” This is S.'

[

based on actual changes in inflation and

? This ACFR calculates the adjustment for inflation and population by multiplying the two factors together; an alternative
approach would be to add the changes together (the Anchorage tax cap is worded identically to the State limit but is
calculaled in this way, for example). Under this alternative calculation, the limit would be $8.3 billion in FY24 and $8.5
billion in FY25,
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population through FY23, a 2.5% inflation assumption, and the Department of Labor’s population
r growth assumption.

The enacted FY24 budget subject to the limit was $5.8 billion, $5.4 billion below the estimated
appropriation limit. The Governor’s proposed FY25 budget subject to the limit is $5.5 billion, $6.0
billion below the estimated appropriation limit,

Calculating the Statutory Limit

While the constitutional limit applies to

expenditures for a fiscal year, the statutory Statutory Appropriation Limit - AS
limit applies to appropriations made in a 37.05.540 (b)
fiscal year, regardless of what year they $£10.0

were effective (essentially, it compares $8.0
appropriations from one session to the $6.0
next). Appropriations in a fiscal year may $4.0
not exceed the appropriations made in a $:;U I I

previous fiscal year by more than 5% plus

the change in inflation and population. ..\Q {!\Q <@" {@{(1@ ’i‘\ Q.J\\ﬂ’_:‘..g\:.b ..\\q Q.O» <£"“
Appropriations made in FY23 subject to the
limit were $5,817.3 million. Based on the
same inflation and population assumptions

( used for the constitutional limit, that would

allow for appropriations of $6,610.2 million in FY24,

s Appropriations {(Subject to Limit)

= Statutory Appropriation Limit

The Governor’s proposed budget subject to the limit totals $5,565.9 million, but that does not yet
include supplemental appropriations (which are due on the 15" legistative day) or amendments. This
means that $1,044.3 million remains under the statutory appropriation limit.

C
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Revenue Requirements of the State

AS 24.20.231(2) provides that the Legislative Finance Division analyze the revenue requirements of the
State. As the above sections indicate, Alaska still faces a structural budget deficit, and increasing
revenue is one option to close that deficit. The following section provides a brief analysis along with
potential revenue sources and any issues therein.

New Revenue Options

To introduce additional revenue, the State could increase existing taxes or impose new ones. Alaska is
the only state without a statewide broad-based tax, so existing taxes are primarily resource-based taxes
Or excise taxes on certain consumer items such as motor fuels, alcohol, and tobacco. Increasing existing
taxes may cause Alaska to have higher rates than other states, but increases could bring in revenue
quickly with minimal administrative costs. New taxes would take longer to set up and would require
additional administrative costs. However, significant revenue could be generated with new broad-based
taxes.

The following options are reflective of common practice in other states, and do not constitute a policy
recommendation. Equity, economic impacts, efficiency, and other considerations are not presented here
but should be addressed if the legislature chooses to explore revenue options.

Modify Existing Taxes

Oil and Gas Production Tax

Alaska’s oil and gas production tax is projected to bring in $642.4 million in FY25. Qil prices are highly
variable, and the production tax’s complex structure adds further volatility. The tax features a two-tiered
structure, with a net tax and an alternative gross tax “floor.” Proposals aimed at only one component
may not impact revenue at all price levels. For instance, DOR estimates that capping the per-taxable
barrel credit at $5 would increase revenue by roughly $450 million at $80/barrel but would have no
revenue impact at $40/barrel. Past proposals to increase this tax have included raising the tax “floor”
from 4% of gross revenue to 5% or higher; eliminating the per-taxable barrel credit; or more complex
changes proposed in Ballot Measure 1, which failed to pass in 2020.

The revenue impact of production tax changes is highly dependent on oil prices. At low oil prices,
increasing the minimum tax would have a positive revenue impact but modifying the per-taxable barrel
credit would have no impact. At higher prices, the reverse is true. The legislature should be mindful of
this impact when assembling a fiscal plan to ensure that the plan can survive lower oil prices.

Corporate Income Tax

The petroleum and non-petroleum corporate income taxes are projected to bring in a combined $460.0
million in FY25. Alaska’s 9.4% top marginal rate is the fourth highest in the nation. Alaska is one of
two states with a corporate income tax but no individual income tax (along with Florida), which results
in C-Corporations paying taxes but S-Corporations not paying taxes (as their income flows through to
the owners and personal income is not taxed). The Department of Revenue (DOR) estimates that taxing
S-Corporations at the same rates as C-Corporations would raise $131 million in the first full year
administered. Another potential change would be to decouple Alaska’s tax code from the federal code,
which would eliminate unanticipated shifts in revenue due to changes in federal tax law (such as
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provisions in the federal CARES Act which allowed taxpayers to carryback losses against past tax
liabilities).

Other Resource Taxes

Alaska’s Mining License Tax is estimated to bring in $29.1 million in FY25. The Fisheries Business and
Fishery Resource Landing taxes are estimated to bring in $23.3 million in UGF revenue and an
additional $25.0 million that is shared with municipal governments. National comparisons for these
taxes are difficult.

Excise Taxes
Alaska imposes excise taxes on several consumer goods. The largest of these are:

* Tobacco taxes: Estimated FY25 revenue is $47.3 million, of which $32.2 million is UGF and
$15.1 million is DGF. Alaska’s cigarette tax of $2 per pack ranks 19th nationwide. The tax on
other tobacco products is 75% of the wholesale price, which ranks 8th nationwide.

¢ Alcoholic beverage tax: $42.6 million, split equally between UGF and DGF. Alaska’s tax is
designed to tax all alcoholic beverages equally on a per-drink basis. The $12.80 per gallon tax on
liquor ranks 9th nationwide. The $2.50 per gallon tax on wine and $1.07 per gallon tax on beer
are both second highest in the country.

¢ Motor fuel tax: $33.5 million, all DGF. Alaska’s $0.08 per gallon tax on highway fuel ranks 50th
nationwide. Tripling Alaska’s tax to the national median of $0.24 would bring in an additional
$66 million.

® Marijuana taxes: $27.7 million, of which $6.9 million is UGF and $20.8 million is DGF. Alaska

(_ taxes $50/ounce for flowers, $15/ounce for stems and leaves, and $25/ounce for immature
flowers/buds. National comparisons are challenging because many states have a mix of per-
ounce and excise taxes. Twenty-four states either have in place or are implementing permitting
and taxation of recreational marijuana.

New Taxes

Income Tax

Income is taxed in 41 states (not including New Hampshire or Washington, which only tax income from
specific sources). Of these, 30 have progressive income taxes, and the remaining 11 have flat taxes.
Alaska had an income tax from statehood until 1980, when it was repealed. At the time of its repeal,
Alaska’s income tax brackets ranged from 3% to 14.5% and brought in $117 million in FY79. Adjusted
for inflation and population, that is the equivalent of about $700 million in 2022.

DOR estimates an individual income tax levied at 10% of federal income tax liability would generate
$350 million in the first full year administered. Using federal income tax liability would be consistent
with Alaska’s existing corporate income tax. However, most other states levy individual income taxes
based on federal Adjusted Gross Income (AGI). LFD estimates an individual income tax based on 3% of
AGl, with no exemptions or deductions, would generate roughty $1 billion in the first full year
administered.

C
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Sales Tax

Statewide sales taxes exist in 45 states, while four states have no state or local sales tax. Alaska is the
only state that has no statewide sales tax but allows for the collection of local sales taxes. Of the 45
states with a statewide sales tax, 37 have additional municipal sales taxes. In Alaska, sales taxes may be
levied at the city or borough level. As of 2022, 107 of Alaska’s 129 taxing municipalities imposed sales
taxes, at rates ranging from 1% to 7%.

DOR estimates a broad-based 4% sales tax including all services and business to business exempting
only prescription drugs, medical equipment, and business-to-business purchases to resale, would
generate $1.28 billion in the first full year administered. DOR estimates that a 4% sales tax styled on
Wyoming’s sales and use tax would generate $619 million in the first full year administered. This tax
would exempt groceries, prescription medicine, medical equipment, and some business-to-business sales
and services.

Property Tax

All 50 states have property taxes that are applied by either state or local governments. Alaska has a
statewide property tax for oil and gas property, but other property is taxed only at the municipal level.
Fifteen of Alaska’s nineteen boroughs levy personal property taxes. Additionally, nine cities located
outside of boroughs levy a property tax. Some boroughs rely very heavily on property tax revenue, and
Alaska’s average property tax burden ranks 21st nationwide despite not being universally applied.

Alaska could impose a statewide property tax that excludes oil and gas property. Implementing such a
tax would be administratively challenging because property values would have to be determined in any
area of the state that does not already have a property tax. Unlike most states, Alaska does not require
that real estate sale prices be reported publicly to ensure accurate assessments, although some
municipalities do.

DOR estimates that a tax on all in-state property of 0.1% (10 mills) of assessed value would generate
$117.5 million in the first full year administered.

Paxroll Tax or Head Tax

Alaska had a $10 per worker “head tax” to pay for a portion of the education budget until its repeal in
1980. Such taxes are a flat amount per person rather than a percentage of income. No other state
currently imposes a head tax.

Several pieces of legislation have proposed graduated head taxes or other payroll taxes. Such taxes could
build on the existing payroll tax administered for workers’ compensation so they could be implemented
with fewer additional resources. However, these taxes would have a narrower base than an income tax
because they exclude dividend and investment income, so their revenue-raising potential is more
limited.

DOR estimates a $30 payroll tax on all resident and nonresident workers in Alaska would generate
$13.5 million in the first full year administered. DOR estimated the initial implementation cost to be $11
million, with an additional $0.8 million in annual administration costs.
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5: FY 24 Mid-Year Status Report



Department of Commerce, Community and Economic Development
FY24 Midyear Status Report

l:: Ap::::;::it‘::n / Description F:ﬂosuon:rf:e LFD Questions
1 |Banking and Increased Legal |$481.0 Has the Examiner 4 position been hired? If so, when? Is the plan still
Securities / Costs and GF/Prgm {DGF) [that this position will lead a smail enforcement team? It was
Banking and Financial 1 PFT Position |mentioned that multiple cases have been identified historically, but
Securities Examiner 4 (08- have not been referred to the Department of Law due to staffing
#071) for resources. Does this increment and new position provide the

Investigations

and Enforcement

resources necessary to investigate and enforce a challenging and
growing financial industry?

Agency Response

The Financial Examiner 4 was recruited for and filled, but recently became vacant and is currently in active recruitment. This

position supervises two Investigator positions.

This position provides additional staff support to advance necessary enforcement actions. The division's enforcement
actions increased 60% from calendar year 2020 to calendar year 2022, and the volume of activity is not anticipated to
decline. This position will allow the division to continue efforts to decrease backlogs and initiate enforcement activities as
necessary to protect Alaskans from financial crimes.

2 |Community and |Grant Funding to $125.0 Gen When was this grant agreement signed and the funding distributed?
Regional Affairs / |Palmer Fund (UGF) Was it distributed in a lump sum? Was the grant agreement solely for
Community and  |Emergency Food |IncOTI food supplies or were there other expenditures allowed?

Regional Affairs |and Services Inc.

Agency Response

The grant agreement for $125,000 was fully executed on September 6, 2023. This is a cost-reimbursable grant based on
quarterly financial and progress reports documenting eligible expenditures, and as of January 15, 2024, $24,000 has been
disbursed. The objective of the project is to improve capacity to collect, store, and distribute food by upgrading the current
operational processes at the Palmer Food Bank. Funding may also be used for: purchasing equipment including a larger
walk-in freezer, Connex storage unit, a cargo vehicle, and facility utilities.

3 [Corporations, Add Licensing $1,545.0 Rept |Which positions and how many have been filled? What were their
Business and Supervisor, Sves {DGF) hiring dates?

Professional Admin Assistants |12 PFT
Licensing / (7), & Licensing |Positions

Corporations, Examiners (4) to

Business and Address

Professional Increases in

Licensing Professional
Licensing

Agency Response
The Records and Licensing Supervisor position for the State Medical Board licensing team was filled 10/30/2023. All other
positions have been have been created and are in active recruitment.

Legislative Finance Divition 1of4



Department of Commerce, Community and Economic Development

FY24 Midyear Status Report
ltem| Appropriation / L Amount / R
Descript FD
No. Allocation el Fund Source Ui
4 |Corporations, Funding for Big |5160.0 Is this position filled and when was the hire date?
Business and Game Board GF/Prgm (DGF)
Professional Executive 1 PFT Position
Licensing / Director IncOTI

Corporations,
Business and
Professional
Licensing

Agency Response

This position has not yet been filled.

Tourism
Marketing /
Tourism
Marketing

Tourism
Marketing Grant
to the Alaska
Travel Industry
Association
(ATIA)

$2,500.0 Gen
Fund {UGF)
IncOT\

Please provide details on how this funding has been utilized to date
and if it will be fully expended by fiscal year end.

Agency Response

This one-year operating grant runs from July 1, 2023-June 30, 2024. This is a cost-reimbursable grant based on monthly

financial and progress reports documenting eligible expenditures. To date, funding has been used towards data

management, website development and management, advertising, public relations, 2024 Vacation Planner, travel trade

and international efforts, personnel and fringe, and administration. As of the November 30, 2023, status report,
$815,156.25 has been disbursed. This grant is expected to be fully expended by the end of the fiscal year.

The objectives of the grant include,
«Promote large scale awareness of Alaska's diverse experiences both statewide and year-round to potential visitors.
«Enhance and strengthen Alaska's destination brand both domestically and internationally.

«Establish Alaska as an innovative leader in the travel and tourism industry.
«Continued focus on cultural and substantial integration in all brand efforts.

eGenerate high-quality leads and requests for trip-planning information.
+Monitor and generate reporting mechanisms to measure effectiveness and efficiency of the program.

Alaska Oil and Gas
Conservation
Commission /
Alaska Qil and Gas
Conservation
Commission

(SB 48) CARBON
OFFSET
PROGRAM ON
STATE LAND

Fiscal Note

$908.0 Gen
Fund {UGF)
2 PFT Positions

filled? If so, when?

Have the Senior Carbon Engineer and Carbon Assistant positions been

Agency Response

Both positions are in active recruitment. The Alaska Oil and Gas Conservation Commission is optimistic that both positions

will be filled in spring 2024,

Legistative Finance Diviaion
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Department of Commerce, Community and Economic Development
FY24 Midyear Status Report

Iltem | Appropriation / e Amount / .
t LF
No. Allocation Description Fund Source D Questions
7 |Alaska Gasline Support Ongoing [$3,086.1 Gen |Is this funding projected to be fully utilized in FY24? Will any be
Development Operations of the|Fund (UGF) available for carry-forward into FY25?
Corporation / Alaska Gasline  |IncOTI

Alaska Gasline
Development
Corporation

Development
Corporation

Agency Response

This funding is anticipated to be fully expended in FY24.

Alaska Gasline
Development
Corporation /
Alaska Gasline
Development
Corporation

Language Sec
72{v) & (w) HB39
-GA 4/18- Fed
Receipts and
State Match to
the Alaska
Liquefied Natural
Gas Project Fund

Total: $6,500.0

$4,000.0 Fed
Repts (Fed)
$2,500.0
GF/Match
(UGF)

Has the grant from the Department of Energy's National Energy
Technology Lab been secured? Please provide an update on progress.

Agency Response

The Alaska Gasline Development Corporation {AGDC) has worked with the U.5. Department of Energy to verify grant terms
and finalize eligibility. AGDC anticipates receipt of the award in spring 2024.

Alaska Energy
Authority / Alaska
Energy Authority
Power Cost
Equalization

Power Cost
Equalization
Technician
Support and
Administrative
Cost Increases

$233.9 PCE
Endow {DGF)

Has this position been filled? |f so, when and have they been
successful assisting communities with the PCE program?

Agency Response

This position was filled on August 8, 2023. This position has provided the needed support to ensure timely Power Cost
Equalization (PCE) payments. Since this position was hired, the Alaska Energy Authority has made all PCE payments to
communities within 30 days. This position has also supported ongoing PCE program administration and audit functions.

10

Alaska Seafood
Marketing
Institute / Alaska
Seafood
Marketing
Institute

General Fund
Participation in
Seafood
Marketing

$5,000.0 Gen
Fund (UGF)
IncOTI

Explain how this funding is being used in FY24 and why it is
unnecessary in FY25? What is unique about FY24 to require the UGF?
will it be fully expended in FY24?

Legialative Fimance Division
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Department of Commerce, Community and Economic Development

FY24 Midyear Status Report
item| Appropriation / . Amount / .
D LF t
No. Allocation escription Fund Source D Questions
Agency Response

Starting in 2023 and continuing into 2024, the Alaska Seafood industry is experiencing a significant imbalance between
supply and demand for nearly all Alaska species that has placed undue stress on Alaska’s seafood industry. Market
distortions, inflation, a strong U.S. dollar, and the loss of global markets due to unfair trade competition, notably from
Russia and China, have created market turbulence. Experts warn that these market conditions have thrust the Alaska
seafood industry into an economic squeeze, echoing challenges not witnessed for decades.

As of 1/18/24, ASMi is has spent $2.76 million and encumbered $2.1 million of this funding, and will expend the entirety of
the funds in FY24. The primary focus for this funding has been the U.S. Domestic market on the following species and
products: sockeye, keta and pink salmon, surimi, and sablefish. The ASMI Board identified these key species as requiring
additional near-term focus due to volume and value challenges experienced by Alaska’s fishermen and processing
community. This funding has allowed ASMI to increase nationwide store and foodservice penetration, heightened digital
coupon promotions, and create brand partnerships that would not be achieved without additional funding.

Additionally, ASMI has expanded international promotions in Japan and Europe and supported marketing activities to
diversify Alaska seafood exports from the Chinese market. ASMI marketing activities were expanded in Southeast Asia and
Latin America in EY24. ASMi also conducted a trade mission to Morrocco in FY24 as North Africa and the Middle East have
been identified as a new market for Alaska seafood exports with great potential.

Legistative Fimance Deivision 40ofd
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Legislative Fiscal Analyst's Overview of the Governor's FY2025 Request

2024 Legislature - Operating Budget
Appropriation Summary - FY25 Governor Structure

‘umbers and Language
Jencies: DCCED

m [21 [3 4 (51 [51 - [3] (5] - (4]
Appropriation 24Enroll 24Auth 24MgtP1n AdjBase Gov 24MgtPIn to__ Gov AdjBase to__ Gov
Commarce, Communily & Econ Dav
Executive Administration §.643.4 8.643.4 8.643.4 8.707.3 0,425.3 1.781.9 20.6 % 1,718.0 19.7 &
Banking and Secunties 4,934.0 4.,834.0 4,934.0 5.095.5 5,095.5 161.5 3.3% 0.0
Communily and Regional Affairs 12,537.2 140,060 .% 140,060.9 12,969.5 17.457.0 -122.603.9 -B7.5 % 4,487.5 Mol
Reverue Sharing 22,728.2 2z,728.2 22,728.2 22,728.2 22,7282 0.0 0.0
Corp, Bus & Prof Licensing 18,527.7 19,233.3 19,233.3 15,581.9 19,761.9 528.6 2.7% 180.0 0.9%
Economic Development 0.0 705.5 705.5 0.0 0.0 -705.5 -100.0 % 0.0
Invesiments 5.628.5 5,628.5 5,628.5 5.792.6 5.792.6 164.1 2.9% 0.0
Tourism Marketing 5.000.0 2,500.0 2.500.0 0.0 0.0 -2,500.0 -100.0 % 0.0
Insurance Operalions G,248.6 9,248.6 G,248.6 8.,480.3 6,580.3 331.7 3.6% 1,100.0 13.0 %
AK Qil & Gas Conservation Comm 8.543.3 9,451.3 G,451.3 9.562.5 §,712.5 261.2 2.8% 150.0 1.6 %
Alcohol and Marijuana Conlrol 4,530.1 4,530.1 4,530.1 4,449 6 4,449.6 -80.5  -1.8% 0.0
AK Gasline Development Corp 6,172.2 6,172.2 6.172.2 3.086.1 3,086.1 -3,086.1  -50.0 % 0.0
Alaska Energy Authority 58,120.7 58,120.7 58,120.7 67.316.6 60,541.8 2,421.1 4.2 % 3,225.2 5.6 %
AIDEA 18.745.2 18,745.2 18,745.2 19,027 .3 20,244.5 1,499.3 8.0% 1,217.2 6.4%
Alaska Seafood Markating Inst 26.739.4 28,329.0 28,329.0 21,800.0 21,800.0 -6.529.0 -23.0 % 0.0
Regutatory Commission of AK 10,225.2 10,225.2 i.225.2 10,498.0 16,498.0 212.8 2.7% 0.0
DCCED Stale Facilities Renl 1,359.4 1,359.4 1,359.4 1,359.4 1,358.4 0.0 0.0
Agency Total 222,083.1 350,615.5 350,615.5 210,454.8 222,532.7 -128,082.8 -36.5% 12.077.9 5.7%
( wride Totat 222,083.1 350,615.5 350,615.5 210,454.8 222,532.7 -128,082.8 -36.51% 12,077.9 £.7%
Funding Summary
Urvestncled General (UGF} 22.712.8 21.160.2 21.160.2 i0,775.9 10.960.4 10,159.8 -48.2 % 184.5 1.7 %
Designated General {DGF) 111,023.0 111,549.2 111.545.2 111,745.2 112.953.2 1,404.0 1.3% 1.208.0 1.1%
Other State Funds {Other} 56.,856.9 56.856.9 56,856.5 56,342,1 63.027.5 6.170.6 109 % 6,685.4 11.9 %
Federal Receipts (Fed) 31,480.4 161,049.2 161.045.2 31,591.6 35,591.6 125.457.6  -77.9 % 40000 12.7 %
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Legislative Fiscal Analyst's Overview of the Governor's FY2025 Request

Department of Commerce, Community and Economic Development
FY2025 - Summary of Significant Budget Issues

(3 thousands)

Narrative report for significant items in the Governor's FY25 operating budget.

Item

Appropriation /
Allocation

Description

Amount / Fund
Source

Comment

Executive
Administration /
Alaska Broadband
|Office

Continued Implementation

of Federal Broadband
Grants

$1,406.0 CIP
Rcpts (Other)
1 PFT Position

Efforts continue to implement elements of the federal
Broadband, Equity, Access and Deployment (BEAD)
program. Multiple increments of federal funding via
the capital budget {CIP Receipts) are added to
continue standing up operations. These include:

- $300.0 for a Project Coordinator and targeted
contractual support;

- $120.0 to fund a Research Analyst position in
Community and Regional Affairs for project support
including geographic information system (GIS)
mapping and program analysis.

Additionally, to meet the federal requirement for
streamlined permitting, funding is added to pay for
dedicated permitting positions in other agencies.
These include:

-$246.0 for two right-of-way permit positions in the
Department of Transportation and Public Facilities;
-$740.0 for muitiple other positions in relevant
agencies to work with the Office of Project
Management and Permitting (OPMP) to manage
permitting and land activities.

| Community and
Regional Affairs /
|Community and
Regional Affairs

Provide Support to Alaskan
Food Banks and Pantries to
Promote Food Security

Supplemental

$3,000.0 Gen Fund
(UGF)

The grant program details for this funding are still
under consideration, but the goal would be to provide
funding to a broad group of food providers. The
number of projected grantees is not yet known. In
FY23, $1.682 million was distributed to food banks
across Alaska through the Department of Health
(DOH). When determining an amount for the FY24
Supplemental, OMB worked with DCCED and DOH
to set a higher amount based on an anticipated
increased need. The new funds will be disiributed via a
grant program and will include, food banks, food
pantries, and other entities that distribute food.

Community and
Regional Affairs /
Serve Alaska

Federal Receipt Authority
for Extended Federal Grants

$4,000.0 Fed Repts
(Fed)

Serve Alaska works in partnership with the
Corporation for National and Community Service
bringing Americorps programs to Alaska. Increased
federal receipt authority is desired to manage grant
funding staggered over multiple years and to pursue
additional federal grants.

With this increment Serve Alaska would have $5.9
million of authority for FY25 with projected federal

grant revenue near $5.8 million.
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Legislative Fiscal Analyst's Overview of the Governor's FY2025 Request

Department of Commerce, Community and Economic Development
FY2025 - Summary of Significant Budget Issues

($ thousands)

Narrative report for significant items in the Governor's FY25 operating budget,

Business and
Professional
Licensing

Item | Appropriation / Description Amount / Fund Comment
Allocation Source
4  |Corporations, Restore Big Game $160.0 Rept Sves  |Due to frequent violations and investigations relating
Business and Commercial Services Board [(DGF) to big game guiding in Alaska, the legislature created
Professional Executive Administrator 1 PFT Position  |an executive director position to oversee the Big Game
Licensing / Board in an attempt to gain some control over the
Corporations, issues. The funding was added on a one-time basis in

FY24 and this increment would add it to the base
budget moving forward.

The fund source used for FY24 was GF/Program
Receipts which are generated from business licensing
and corporation filing receipts. The proposal for FY25
uses Receipt Supported Services revenue which is
generated from professional licensing and the more
appropriate fund source.

Tourism Marketing|
/ Tourism
Marketing

Reverse One-Time
Increment of Tourism
Marketing Grant to the
Alaska Travel Industry
Association (ATIA)

($2,500.0) Gen
Fund (UGF)

Tourism marketing has received funding in both the
operating and capital budgets over the years. The
Alaska Travel Industry Association (ATIA) is the
usual recipient of the funding and uses it in creating
and distributing the Alaska Vacation Planner,
managing the TravelAlaska website, and collecting
and analyzing visitor statistics.

Prior to FY 17, funding was appropriated each year in
the operating budget. In FY18, it was moved to the
capital budget as a grant to ATIA where it has
appeared intermittently since.

For FY24, the governor proposed an amount in the
capital budget following the precedent of recent years.
During session, however, the legislature deemed the
money necessary to the operations of ATIA and
moved the appropriation to the operating budget as a
one-time increment (IncOTI).

The Governor's FY25 budget again places the grant
back in the capital budget and this OTI transaction is
highlighted here to show that money is proposed for
tourism marketing, but not in the FY235 operating

budget.

C
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Legislative Fiscal Analyst's Overview of the Governor's FY2025 Request

Department of Commerce, Community and Economic Development
FY2025 - Summary of Significant Budget Issues

{$ thousands)

Narrative report for significant items in the Governor's FY25 operating budget.

Ttem

Appropriation /
Allocation

Description

Amount / Fund
Source

Comment

6

Alaska Gasline
Development
Corporation /
Alaska Gasline
Development
Corporation

Reverse General Fund for

Alaska Gasline

Development Corporation
Annual Operating Costs

[($3,086.1) Gen
Fund (UGF)

The Governor's FY24 budget included a fund source
change from the AK-LNG Fund to Unrestricted
General Funds (UGF). AGDC operations have
historically been funded from the balance of the AK-
LNG Fund which has been capitalized multiple times
over the years. The fund balance was projected to go
negative in FY24 without an infusion of capital.
Instead the Governor chose to fund operations with a
UGF base budget adjustment - deleting use of the AK-
LNG Fund and substituting it with UGF. This would
have effectively created an ongoing operating funding
amount for AGDC.

Later in session, the Governor requested an
amendment to include $4 million of federal receipts
with $2.5 million UGF state match to capitalize the
AK-LNG Fund. As aresult of the fund capitalization
amendment, the legislature created a One-Time
Increment of $3.1 million UGF while maintaining the
$3.1 million expenditure authority from the AK-LNG
Fund.

In the FY25 proposal, the $3.1 million UGF OTI is
removed in the Adjusted Base and is being replaced
with a fund capitalization of the same amount in the
language section (section 31(u)) to the AK-LNG fund.
This action coupled with the base budget expenditure
authority from the AK-LNG Fund (Fund Code 1235)
would give AGDC a flat operating budget of $3.1
million for FY25.

Alaska Energy
Authority / Alaska
Energy Authority
Rural Energy
Assistance

Infrastructure Investment
and Jobs Act (L1JA) Staff
Support (FY25-FY29)

$1,249.5 CIP
Repts (Other)
IneT

This temporary increment adds seven positions and
associated expenditure authority to the operating
budget funded by federal I1JA receipts received in the
FY24 capital budget. A corresponding transaction is
included in the Alaska Industrial Development and
Export Authority (AIDEA) to reflect the personal
services costs as all AEA employees are housed within
AIDEA. AEA reimburses AIDEA for payroll costs
through inter-agency receipts.

The following positions are added:
-Two Full-time Project Managers, located in
Anchorage

-Senior Contracting Officer, located in Anchorage

Overview

[Commerce] 115



Legisiative Fiscal Analyst's Overview of the Governor's FY2025 Request

Department of Commerce, Community and Economic Development
FY2025 - Summary of Significant Budget Issues
( ($ thousands)

Narrative report for significant items in the Governor's FY25 operating budget.

Item | Appropriation/ Description Amount / Fund Comment
Allocation Source
7 JAlaska Energy Infrastructure Investment  |$1,249.5 CIP (continued)
Authority / Alaska fand Jobs Act (I1JA) Staff  |Rcpts (Other) -Grant Accountant, located in Anchorage
Energy Authority |Support (FY25-FY29) IncT -Accounting Technician, located in Anchorage
Rural Energy -Engagement and Communications Specialist, located
Assistance in Anchorage

-Administrative Assistant, located in Anchorage

The positions will provide support to the below FY24
capital projects:

-Statewide Grid Resilience and Reliability

-Electric Vehicle Charging Equipment

-New Energy Auditor Training

-State Energy Program

8 JAlaska Seafood Reverse One-Time ($5,000.0) Gen Last session, the Governor put forth a one-time FY24
Marketing Institute |Increment of General Fund |Fund (UGF) Increment of $5 million UGF for the Alaska Seafood
/ Alaska Seafood |Participation in Seafood Marketing Institute (ASMI), which was approved by
Marketing Institute [Marketing the legislature. ASMI had not received UGF since

FY 18 and had primarily relied on the Alaska Seafood

Marketing Assessment (AS 16.51.120) and

( competitive federal grant funding. For FY235, this one-
time funding is removed and no amount of additional

state funding is included.

With the ASMI budget, however, is recurring
language that allows for seafood assessment revenue
carry-forward. The revenue carry-forward for FY24 is
$15.8 million with projections of approximately $16.2
million into FY25. This would be more than
sufficient funding for ASMI to have a flat FY25
budget without further state funding assistance.

C
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7: Intent Responses



ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division of Legislative Finance
P.O. Box 113200

Juneau, AK 99811-3200

(907) 465-3795

FAX (907) 465-1327

MEMORANDUM

DATE: January 24, 2024

TO: Senator Lyman Hoffman, Senate Finance Co-Chair
Senator Donald Olson, Senate Finance Co-Chair
Senator Bert Stedman, Senate Finance Co-Chair
Representative Bryce Edgmon, House Finance Co-Chair
Representative Neal Foster, House Finance Co-Chair
Representative DeLena Johnson, House Finance Co-Chair
Representative Benjamin Carpenter, Legislative Budget & Audit Chair

FROM: Alexei Painter W A/

Director of Legislative Finance Division

SUBJECT: Agency Responses to FY24 Legislative Intent Language -

This memorandum restates FY24 legislative intent (italics) for each agency and provides agency
responses to our request for status reports. Responses indicating non-compliance, partial
compliance, and indeterminate compliance have been identified using bold font and yellow
highlighting.

This memo also includes follow-up on legislative intent from the FY23 budget for which
compliance could not yet be determined when we sent the FY23 memo. Next year’s memo will
follow up on pending FY24 items.



DEPARTMENT OF COMMERCE, COMMUNITY, AND ECONOMIC DEVELOPMENT

4. Community and Regional Affairs / Community and Regional Affairs
Operating/Capital Budget (SCS CSHB 39(FIN) am S)

It is the intent of the legislature that the appropriation made to Community and Regional Affairs
includes an amount to Palmer Emergency Food and Services Inc. (HD 25) as a grant under AS
37.05.316.

The Division of Community and Regional Affairs (DCRA) issued a grant to Palmer Emergency
Food and Services, Inc. in the amount of $125,000.00. DCRA submitted the award letter on July
18, 2023, and executed their 24-DO-007 Grant Agreement on September 6, 2023,
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Department of Commerce, Community, and Economic Development

State of Alaska
FY2025 Governor’s Operating Budget

Department of Commerce, Community, and Economic
Development

FY2025 Governor Released December 14, 2023
Department of Commerce, Community, and Economic Development Page 1




Department of Commerce, Community, and Economic Development

Department of Commerce, Community, and Economic Development

Mission

Promote a healthy economy, strong communities, and protect consumers in Alaska. Alaska Statute (AS) 44.33.020

Core Services UGF DGF Other Fed Total PFT PPT NP % GF
{in priority order)
1{ Economic Growth 9.069.8 13,851.8 25,467.7 8,125.7 56,515.0 135.6 0.0 3.2| 17.3%
2| Sustainable Energy 4,766.4 51,113.1 21,349.2 1,221.6 78,450.3 75.3 0.0 4.3 42.1%
3| Strong Communities 6,727.9 588.5 74824 151,415.2 166.214.0 65.0 0.0 19| 55%
4| Consumer Protection 596.1 45,965.8 2,557.6 286.7 49,436.2 281.1 0.0 46| 35.1%
FY2024 Management Plan 21,160.2] 111,548.2 56,856.9| 161,049.2| 350,615.5 557.0 0.0 14.0

Measures by Core Service
(Additional performance information is available on the web at https:/fomb.alaska.goviresults.)

1. Economic Growth
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Department of Commerce, Community, and Economic Development

2. Sustainable Energy

Q Electricity Generation from Renewable Energy Rescurces
35 0%

32 5%
30 0%
27 5%
250%
22 5%
200%

2012 2013 2013 2015 2016 2047 2018 2019 2020 2021 2022
Calendar Year

3. Strong Communities
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Department of Commerce, Community, and Economic Development

4, Consumer Protection
( Parcentage of Insurance Investigations and Consumer
Services Complaints Complated Number of Current Business & Professional Licanseas
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Major Department Accomplishments in 2023

» Alaska Broadband Office successfully submitted applications and was awarded planning funds under both the
Digital Equity Planning and Broadband Equity, Access, and Development {BEAD) programs managed by the
National Telecommunications and Information Administration (NTIA). Total planning funds awarded in FY2023
were $5,567,800. In FY2025, awarded funds exceed $1 billion.

» Alaska Seafood Marketing Institute (ASMI) executed custom promotions including social media, point of sale
materials, product demonstrations, and merchandizing in over 36,000 U.S. retail stores and e-commerce
platforms, in addition to partnering with over 18,000 foodservice establishments in FY2023 to include Alaska
Seafood. ASMI expanded its ecommerce footprint to target top nationwide retailers like Kroger, Walmart and
Whole Foods Markets with online banners, digital advertisements, imagery, influencer posts, blogs, and
shoppable recipes.

¢ Alcohol and Marijuana Control Office (AMCQO) met all objectives of the Title 4 Rewrite on the time schedule
required by the legislation. The Alcoholic Beverage Control Board rewrote all regulations to accomplish this aim
and remove administrative overreach. Effective September 18, 2023, AMCO launched its new online licensing
system AK-ACCIS. It continues to prepare the industry for a new regulatory structure of endorsements applying to
alcoholic beverage licensees.

» Alaska Oil and Gas Conservation Commission (AOGCC) continued to permit and regulate oil and gas drilling to
prevent waste, protect correlative rights, improve ultimate recovery, and protect underground freshwater.
Notably, the commission completed over a year-long investigation into ConocoPhillips Alaska Inc.'s gas release,
experienced while drilling the WD-03 well on their CD1 pad. After holding a hearing on the findings, AOGCC
issued an enforcement action with a corresponding fine.

« Corporations, Business and Professional Licensing continues to process an increased volume of licenses. The
division continues to add online, self-serve options for applicants and licensees. All renewal applications are

L available online. The division is continually increasing the number of programs that have their initial applications

online; nearly 70 of the division's more than 300 applications for licenses, certificates, and endorsements are
online,

FY2025 Governor Released December 14, 2023
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Department of Commerce, Community, and Economic Development

» Alaska Industrial Development and Export Authority (AIDEA) in FY2023, paid the State a dividend of $6.5 million
and declared a $17.9 million dividend for FY2024. As one of the largest investors in the State of Alaska, AIDEA
( has generated positive statutory net income every year since AIDEA began paying a dividend with 1997's budget

process. Inclusive of this dividend, since 1997, AIDEA has declared, in aggregate more than $464 million in
dividends.

» Division of Community and Regional Affairs (DCRA) assisted 245 communities throughout Alaska. The DCRA
provided urgent assistance 41 times to avoid disruption to essential public services. This resulted in 62 fuel loans
to communities ineligible for bank loans and coordination of fuel deliveries to avoid critical shortages. Local
Government Assistance staff provided support and assistance to rural Alaskan communities in many areas,
including ensuring they submitted applications and paperwork to receive Community Assistance Program funds,
Internal Revenue Services (IRS) delinquency issues, creating and tracking annual budgets, workers’
compensation insurance issues. Additionally, they support disaster response and recovery following Typhoon
Merbok and spring breakup flooding, training newly hired municipal and tribal staff, support running municipal and
tribal elections, and much more.

= The Division of Investments provided patient capital to stimulate business development, job creation, and resident
ownership through direct state loan origination on 162 loans and pre-qualifications totaling $31.7 million across
nine revolving loan funds.

» The Regulatory Commission of Alaska certified the first Electric reliability organization (ERO) application by the
Railbelt Reliability Council (RRC) in Alaska’s history by action of Order E-22-001(12) on September 23, 2022.
This order capped an almost eight-year process that stands as an example of the exhaustive effort and
cooperation between the commission and legislature to bolster future Alaska Railbelt Interconnected Electric
Energy Transmission Network planning and reliability. Additionally, the Commission reviewed and returned the
RRC’s initial set of rules and began the process of reviewing the RRC's initial Tariff. The RRC is well on its way to
full operations to support the Railbelt Grid.

» The Alaska Energy Authority and the Railbelt utilities have bonded $166 million for Bradley Lake Hydroelectric
Project (Bradley Lake} Required Project Work. These enhancements will reduce line losses, increase capacity,
and improve the delivery of power from Bradley Lake to railbelt consumers. These projects will be the initial phase
of some of the most significant improvements to the Railbelt electrical grid in Alaska’s history. Funding for the
projects comes from payments by the five railbelt utilities above those required to retire the Bradley Lake project

( bonds. The total cost of upgrades are estimated in the hundreds of millions.

» Banking and Securities collected $22.43 million in assessments, fees, and penalties in FY2023; of which $18.6
million was contributed to the general fund.

» Insurance Operations applied $120 million in federal pass-through funds under the 1332 waiver to reinsure the
individual insurance market. The program covers the cost of high-cost health conditions of Alaskans.

« Administrative Services identified office locations with sub-par bandwidth that limited staff productivity and public
participation, and initiated physical and network upgrades to modernize internet access for impacted agencies.

* Alaska Gasline Development Corporation engaged Goldman Sachs to raise $151 million in private equity to
advance the project through Front End Engineering (FEED) prior to making Final Investment Decision, and to
fine-tune the Confidential Investment Memorandum to provide information on the Alaska Liquefied Natural Gas
(LNG) Project and the commercial offer to potential investments.

Key Department Challenges

» Efficiently licensing and regulating the rapidly growing number of professionals and businesses operating in the
state;

» Providing energy infrastructure and services at a reasonable cost to Alaska communities;

» Providing coordinated support to Alaska’s communities to maximize federal funding to expand broadband access
across Alaska.

Significant Changes in Results to be Delivered in FY2025

» Continuing establishment of the Alaska Broadband Office to increase broadband infrastructure throughout
Alaska.

e Continuing evaluation of regulatory requirements for licensing programs across the Department of Commerce,
Community, and Economic Development to reduce unnecessary regulations and bureaucracy, and to improve

k efficiency.
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Contact Information

Administrative

Commissioner: Julie Sande Services Director: Hannah Lager
Phone: {907)465-2500 Phone: (907) 465-5533
E-mail: julie.sande@alaska.gov E-mail: hannah.lager@alaska.gov
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