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Legidlative Fiscal Analyst's Overview of the Governor's FY2023 Request

Executive Summary

As required by law, the Governor released his FY23 budget proposal to the public and tharkegislat
December 15, 2021. The Legislative Finance Division prepared this Overview of tamGty 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 Govesperisling and
revenue plans. It does not discuss the merits of budget plans; it focuses on outlinirogltiséuegtion
and presenting the budget in a way that provides simple, clear information to the legislatur

The first chapters in this publication primarily refer to Unrestricted GéRremnds (UGF) — State funds
with no restrictions on use — because the fiscal deficit is limited to this fundeségrency narratives in
this publication cover changes in all fund sources. The first chapters also grimsarfigures in the
millions of dollars, with the decimal indicating hundreds of thousands. Agency narratneraltyeuse
figures in the thousands of dollars, with the decimal indicating hundreds.

Rising oil prices and strong investment performance have improved Alaskal sitigation

significantly, yet a structural gap remains between Alaska’s ongoing revenue and expsndhe
Governor’s FY23 budget submission narrows the gap to a few hundred million dollars per year, down
from $2 billion a year ago. Still, his 10-year plan calls for deficits through FY29, which wediililol

by drawing from the Constitutional Budget Reserve.

In FY23, the Governor’s budget fills a projected $348.4 million deficit by spending $375.4 million of
federal funds from the American Rescue Plan to replace lost revenueudieimtiudget reductions due
to retirement savings (thanks in part to Senate Bill 55, a Governor’s bill that pagggd) and by
utilizing federal dollars for the Alaska Marine Highway System. That is balamateby increases to
Medicaid, the Department of Public Safety, and several other statewide items
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Legidlative Fiscal Analyst's Overview of the Governor's FY2023 Request

Alaska’s Overall Fiscal Situation
An End to the Deficit Streak? Not Quite

Alaska has a Constitutional mandate to balance its budget each year, so somedubhevaske can

run deficits. The answer is that when we talk about “deficits” we are talking algayt between current
revenue and expenditures. That gap can then be met with transfers from savings acobuss the
Constitutional Budget Reserve (CBR) and Statutory Budget Reserve (SBR), v¢hilth irea balanced
budget in accordance with the Constitution. When we refer to “deficits,” we readly pre-transfer
deficits. The post-transfer deficit in the fiscal summary incorporatestefdficg draws from savings
and is not a good measure of the State’s fiscal health.

Imagine you are balancing your personal checkbook. If you had to draw from your savings account to
pay your bills, you would rightly conclude that you are spending more than you are taking in. That is
what the pre-transfer deficit shows. If you had a month where you knew you would come up short so
you transfer $600 from your savings account, but then you end up with $100 of that left over, you woul
still say you spent $500 from savings. The same goes for the State: just because werdraamwe
needed from our savings does not mean that we have a surplus. The proper comparison is ongoing
revenue to ongoing expenses, which is the pre-transfer deficit.

From FY13 through FY21, Alaska had nine straight
years of budget deficits, and it appeared that FY22 ($ millions)
would be the tenth straight year. When the legislatur —— -

: : : Pre-Transfer Deficit with Spring
wrapped up its FY22 budget in September with the Forecas (571.8
passage of House Bill 3003, our fiscal summary Post-TFansfer Surplus with Spring :
showed a $571.8 million pre-transfer deficit, filled witheracac 74.2
a transfer from the SBR and with revenue replacem

FY22 Bottom Line before Supplementals

funding f he federal Ameri R Plan A Fall Forecast Revenue Incre 1,0006
uArIIQILrE r%n tl ?t N eratt me:clcan elscuE tgn (;t Adjusted Pr-Transfer Surplt 4288
( ). This left a post-transfer surplus, but base "Adjusted Po-Transfer Surplt 1,0748

the pre-transfer figure, the State was still running a
deficit. Higher oil prices have now changed the situation, however: the DepartmeveniuR’'s 2021
Fall Revenue Forecast increased the UGF revenue projection for FY22 by about $1 billitwe ove
Spring forecast. That leaves us with a pre-transfer surplus of $428.8 million and rmpsfst-tsurplus
of $1,074.8 million.

FY22 with Governor's Supplementals If the legislature does not make any more
($ millions) appropriations for FY22, the Fall Forecast would
Governor's Supplement 930.7| indicate that FY22 would be the first year with a

Pre-Transfer Deficit After Supy (501.€) balanced budget since FY12. The Governor’s
December 15 budget includes $930.7 million of
supplementals, spending nearly all the projected
revenue increase. If these supplementals are adopted, that would push FY22 backito Bheefiund
transfers from the SBR and ARPA Revenue Replacement would then fill this, dedficing a post-
transfer surplus.

Pos-Transfer Surplus After Sup 144.2
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The Governor’s FY23 budget once again proposes a pre-transfer deficit to be ile¥RIA Revenue
Replacement. The Governor’s budget has a pre-transfer deficit of $348.4 million. The Gtwemnor
uses $375.4 million of ARPA revenue replacement to close the deficit, leading to a $261Y poat-

transfer surplus. However, it is important to emphasize thatFy23 Bottom Line with Governor’s
the pre-transfer number is a better reflection of the Statg'’s Budget ($ millions)

fiscal position: the Governor’s budget spends every dollaPre-Transfer Defici (348.4
of remaining funds available for revenue replacement, s| Fund Transfers (mostly ARPA

that maneuver will not be available in FY24. Indeed, the| revenuereplacemer) (375.1
Governor’s 10-year plan shows deficits in FY24-FY29 | Pos-Transfer Surplt 26.7

despite holding spending growth below inflation.

Forecasting Volatile Revenue

While Alaska’s fiscal picture is much improved from a year ago, it is fairkevasther the current
higher oil prices will last. Alaska’s unique mix of volatile revenue from petrolaathinvestments
makes predicting future revenue more difficult than in any other state. Investremieerojections
come from the State’s investment advisor, Callan and Associates. Oil rguepations are developed
by the Department of Revenue (DOR), with assistance from the Departmentil FRResources on the
oil production forecast. Oil prices are the most impactful variable in foregastroleum revenues, and
DOR has changed its methodology in recent years to improve accuracy and tragsparenc

Up until the past several years, DOR had used essentially the same oil paastingemethodology for
decades. Under this methodology, known as “Modified Delphi,” DOR held a seminar Wwehdtiers
from within State government, the legislature, and academia that featusedtpt®ns on the oil and
gas industry from subject matter experts. At the conclusion of the seminar, daspgrdarwould
provide their own best prediction of future oil prices and DOR aggregated these predictjensrate
the forecast. The “Modified Delphi” approach was used through the Fall 2018 forecast.

The principal drawback of this approach is that there was a significant gagibetmeen the
forecasting session and the forecast release: in a typical year, the fogesassion was held in October
and the results were released in December. In several years (most notably2B&4-forecast and Fall
2018 forecast), oil prices changed significantly between the session and the feteeae, and the
Department of Revenue was forced to issue a forecast that deviated fresultseaf the session.
Another drawback is that the forecast process was not transparent: only DOR kadatiee

individual predictions, and outsiders could not replicate the forecast’s resultl,Elaapite engaging
stakeholders it did was not a consensus-building process, merely the aggregation of individual
predictions from whoever happened to attend the seminar.

In 2019, the Department of Revenue analyzed the results of the forecastiagssasdicompared them
to several alternative methodologies. They found that an approach utilizing oil futukes dza
performed as well as or better than the actual forecasting methodology whekesingrtransparency by
using publicly available data. Under this methodology, DOR used an average of futureopBecent
oil (the international benchmark for waterborne crude oil, which trades veryyclasie Alaska North
Slope prices) over the five most recent trading days before the forecaslizedinadhe futures data are
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used through the following fiscal year, then prices are held flat in inflation-adjustesifta further
years.

This methodology had the advantage of transparency: LFD and other observers could match the
methodology and arrive at the same number, ensuring that there was no political irdluémee
forecast. This methodology was used through the Spring 2021 Revenue Sources Book.

In the fall of 2021, DOR again analyzed different forecasting methodologies, and founditratdben
methodology was not as accurate as an approach that utilized futures for as maay geaes/ailable.
For the Fall 2021 forecast, DOR switched to this new methodology. (At the time DORegrépaFall
2021 forecast, Brent futures were only available through FY29, so FY30-FY31 grow the FY29 future
price with inflation.) It's worth noting that the Fall 2021 price forecast is fogmtly below what their
prior methodology would have generated.

The futures-based methodology has two major advantages: first, it is transpdréeedrom political
bias. Second, it uses a market-based approach that aggregates the wisdone gfrauprgf investors
and is therefore likely to be as accurate a forecast can be. The primaryddoisrikat futures prices are
affected by factors such as physical storage costs and buyers’ money being tied up its ¢batrac
could otherwise be put to alternative productive uses — the futures market is not trligrexe oi
prediction market. While no methodology will be perfect, the Legislative Financsi@iwiews the
extension in futures market usage as an improvement in the forecasting methodology ahe ldaias t
driven process that led to the change.

How Should the Legislature Handle Volatile Revenue?

DOR'’s oil price forecasting methodology is sound, but that does not mean that the forkcastevi
true — in DOR’s test, this method still had significant forecasting errors. Bedrest-informed oll
traders are not omniscient and cannot foresee technological breakthroughs, extrasbke the
COVID-19 pandemic, or geopolitical developments. When the oil market is unsettled dnstendy
changing events (such as the emergence of the Omicron variant in December 202 saalnor
futures often change by several dollars per day. For example, the futures pri€easrober 5, 2021
would indicate an FY23 average price of $67.14, while the futures price three dayslatbindicate
an FY23 price of $72.55. This $5.41 difference is worth nearly $322 million in oil revenue in FY23 —
enough to drastically change Alaska’s fiscal situation. In the actual fgr&€@R smooths this in their
forecast by averaging the futures market over five days, but the end result isatik vol

How can policymakers handle this volatility? Historically, Alaska has etllizur large budget reserves
to smooth volatility from year to year — a $300 million budget gap could be filled from the
Constitutional or Statutory budget reserves, or a windfall could help refill thoseegs€oday,
reserves have shrunk (the CBR had about $1 billion at the start of FY22 and the SBR etad )iapid
the legislature failed to muster the supermajority votes to access the CBRZrafyway. This means
that in 2022 the legislature has fewer options to handle volatility than in years past.

Without CBR access, there is no backstop if oil revenue underperforms projectiarisjsadni
significant risk. The Governor’s budget shows a $26.7 million post-transfer surplus, breptiesents
less than $0.50 variation in the price of oil. If oil revenue dips, the next legislature woeihk:fy
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difficult choices in the supplemental budget next year: cut spending mid-year, ovdrdraarhings
Reserve, or raid a smaller savings account?

This legislature should consider writing a budget that will be resilient in thefatkrevenue
volatility. That could mean accessing the CBR (or another account) as a backstop, \@sus gears.
Or it could mean establishing a larger buffer than $27 million.

More broadly, Alaska has suffered from fiscal uncertainty since the 2014 oil pribe whash has had
both political and economic consequences. Establishing a stable fiscal plarkisfasttad importance
for the stability of the State. Yet volatility makes this task harder: des$icriak and grow with
investment performance and oil price fluctuations, so even agreeing on the sizprobtem has
proven to be a monumental task.

The Percent of Market Value (POMV) draw from the Permanent Fund is an ex@mrageccessful
approach to managing volatility. Under the law passed in 2018, the amount drawn from the Permanent
Fund each year is based on a lagged five-year average of the fund’s value. Thigwrasitble

revenue stream despite volatile investment income. Good return years positealyuafire draws, but

only gradually. Likewise, the impact of a poor return year on the draw is gradual, allb@ing t

legislature time to react. If Alaska spent all the income each year, our budgétflwouwlate wildly

from year to year: for example, in FY20 investment income totaled $1.6 billion, while2ih Ebtaled

$19.4 billion. Instead, the legislature appropriated the roughly $3 billion POMV draw each year
providing a stable baseline source for revenue.

Alaska already smooths petroleum revenue somewhat by diverting a portion of oil rogdhies t
Permanent Fund and settlements to the Constitutional Budget Reserve, but oungepetinieum
revenue is a continuing source of volatility. Any fiscal plan that the legislature addpteed to be
robust at a variety of oil prices.
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Alaska’s Fiscal Situation in FY23 and the Governor’s Budget Proposal

Budget Baselines

Strong investment performance in FY21 and higher oil prices lead to an improved fiscal autlook f

FY23. The POMV draw from the Permanent Fund is s
to increase by $291.3 million compared to FY22.
Overall, UGF revenue is forecast to be $809.7 million
higher than the Spring revenue forecast. Yet a
substantial gap remains between revenue and
expenditures if current statutes are followed for the
Permanent Fund Dividend (PFD) and other formula
items. The State’s fiscal picture only appears rosy if

those laws continue to be ignored in the budget proce

(or if they are changed).

The Legislative Finance Division has two budget

baselines for FY23: one reflecting current policy and

other reflecting current law. Both baselines assume th

agency operations budgets match the FY23 Adjusted

Base, which is the FY22 budget with one-time spendi

removed and contractual obligations adé&ath

"“"FY23 Current Policy and Current Law
Scenarios($ millions)
UGF Revenue | 5,937.8 5,937.8
Current | Current
Policy Law

Agency Operations 3,853/5 3,853.5
Statewide ltems 3496 5175
Capital Budget 242.9 2429
Budget before 4,446.0f 4,613.9
PFD

he

&FD 739.0 2,764.4
Total Spending 5,185.0 7,378.3

ng

Surplus/(Deficit) |  752.8] (1,440.5)

assume a capital budget equal to the FY22 capital budget. The difference isdheerntef statewide
items: in the current policy scenario, we assume that items will be funded agetteein FY22, while
the current law scenario assumes that they will be funded in accordance witirgfarmulas.

The largest item that this affects is the PFD. In FY22, the legislature ajped739.0 million,

enough to pay a PFD of $1,114 per person. The statutory calculation for FY22, based on a five-year

Statewide Items Detail($ millions)

Current | Current

Policy Law

School Debt Reimbursemd 17.1 63.9
Other Debt Servic 92.4 92.4
State Retirement Payme 129.6 129.6
REAA Fund Capitalizatic 16.4 32.7
Community Assistané - -
Oil and Gas Tax Cred 94.3 199.0
Statewide Items Total 349.6 517.5

1 Plus $15.1 million from the School Fund (DGF)
2 The $30 million statutory deposit may be fully eoed from the PCE Fund based on AS 29.60.850. fiewe the
maximum $90 million fund balance and full $30 naifii distribution, an additional $21.2 million deposbuld be needed.

3 The one exception is the K-12 formula; for thenit both scenarios use the FY23 projected formmleuats rather than the
Adjusted Base figure, which represents the FY22Zbtetl amount.

average of Permanent Fund earnings, would have
cost $2.5 billion and paid out an estimated

$3,870 per recipient. In FY23, the statutory
amount is projected to grow to nearly $2.8

billion, paying out an estimated $4,200 per
person. This $2 billion difference between the
Current Policy and Current Law scenarios dwarfs
all other items.

Due to vetoes by the Governor and the failure of
the Constitutional Budget Reserve vote, several
other statewide items were left partially funded

Overview
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in FY22. The CBR vote failure caused oil tax credits to be funded at $54 million out of thergtatut

$114 million (about 47%) and school debt reimbursement to be funded at $4.1 million UGF (plus $30.8
million DGF, so it was 42% funded overall). The Governor vetoed all UGF funding for Community
Assistance ($17.2 million) and half of the funding for the Regional Educational Attendesece A

(REAA) Fund capitalization. Other statewide items were funded to thait@talevel. These funding

levels are the baseline for the Current Policy scenario, adjusted for thedtal23st. The Current Law
scenario assumes all these items are fully funded.

For agency operations, the baseline is for a -
decrease of $65.8 million below the Fy22 | 9€McY OPS Cha”g(gsn:';ﬁirgn? 22 to Fy23 Baseline
budget. This decrease is primarily due to the Retiremer Investment Perforr;lan (29.7
effects of Senate Bill 55, which was passed iT Sg 55 Fund Source Chan (14.73
the 2021 session. This legislation shifted K-12 Projection Chanq (18.7
retirement payments for the State of Alaska &Scontractual Adjustmer 13.6
an employer from a statewide item to agency| Removal of On-Time Item: (17.8
budgets, allowing other fund sources to Other Changge 1.6
contribute to this cost beyond UGF. In FY23, | Total Change from FY22 to FY23 Baseling (65.8)

this helps the budget in two ways: strong

investment performance reduced the amount of payments needed (a savings of $29.7 ngkinayin a
budgets), and a continued effort to charge more non-UGF fund source shifted part of éneagdsbm
UGF (a savings of $14.7 million UGF). Combined, these two changes result in SB 55 reducing UGF
costs in agency operations by $44.5 million in FY23 compared to FY22 (the $29.7 million savings
would have been achieved in statewide items in the absence of SB 55, however). Otherintiadges
contractual adjustments, removal of one-time items, and rate adjustments.

Under the Current Policy scenario, there would be an estimated surplus of $752.8 milliothevhile
Current Law scenario would have an estimated deficit of $1.4 billion.

Governor’'s FY23 Budget Proposal
Overall View

The Governor's UGF Governor’s FY23 Budget Compared to Baselineg millions)
budget totals $6.2 billion Current | Current Gov to | Gov to
in expenditures against Policy | Law Governor | CP CL
$5.9 billion of revenue, | Agency Operatior | 3,853.5| 3,853.5| 3,933.6 80.1 80.1
leaving a deficit of Statewide lterr 349.6 517.5 517.5| 167.9 -
$348.4 million. The Capital Budge 242.9 242.9 154.7| (88.2 (88.2
Governor proposes to fill Budget before 4,446.0, 4,613.9 4,605.8| 159.8 (8.1)
this deficit by utilizing | PFD
$375.4 million of one-
time use federal money PFC 739.0| 2,764.4 1,680.3] 941.3] (1,084.1
from the American Total Spending 5,185.0] 7,378.3 6,286.1| 1,101.1| (1,092.2)
Rescue Plan Act —
(ARPA). Surplus/(Deficit) | 752.8] (1,440.5)] (348.4)
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ARPA provided Alaska with just over $1 billion to spend over three years on pandemicrnelathar
related purposes from the Coronavirus State and Local Fiscal Recovery Fund (¢SDAR&Bf the
allowable uses is to replace revenue lost due to the pandemic. Due to low oil pri¢esdarcgear

2020, Alaska is eligible to use the entire amount to replace lost revenue. The FY22 buti§@b0se
million for revenue replacement and $252.8 million for other purposes. The Governor’'s FY23 budget
proposes using $375.4 million for revenue replacement and $136.4 million on other purposes, which
will exhaust these funds.

The Governor’s FY23 budget proposal overall falls near the midpoint of the two badeliagsncy
operations, the Governor proposes increases of $80.1 million over the LFD baseline, or $138 milli
above the FY22 budget. The Governor is proposing to fund all statewide items at the satatpspl|

that portion of his proposal matches the Current Law baseline. His capital budget is iigg Deatow

last year’s level. The PFD appropriation is equal to 50% of the POMV draw, which althns w

legislation proposed by the Governor. That is $1.7 billion, estimated to pay out a PFD of about $2,500
per recipient.

Agency Operations

The Governor’s FY23 budget is $80.1 million above the LFD baseline — a 2.1% increase that i
essentially in line with inflation (the State’s investment advisor, CallarAaadciates, has a 2%
inflation assumption).

The agency narratives of this publication include details on the Governor’s proposeddbaaggncy
budgets. Iltems that stand out include an increase of $45.5 million to Medicaid, multiphesésdrethe
Department of Public Safety, and a reduction of $60.4 million UGF by funding the Alaska Marine
Highway System with federal infrastructure dollars rather than State funds.

Another significant item is the Governor’s handling of the CBR sweep. In the FY22 bydigettoe
legislature repeatedly failed to achieve the supermajority vote neededrsertheesweep. The

Governor also changed his interpretation of the sweep’s mechanics, partiaflyange to a Superior
Court ruling. See Page 18 of LFD’s FY22 Summary of Appropriations for more details on these
changes. In FY23, the Governor is not requesting a reverse sweep in his budget, and quststd re

fund source changes necessary to avoid programmatic impacts due to the sweepntlssede

changes, going from Designated General Funds to UGF, increase the UGF budget by a total of $33.6
million.

Statewide Items

The Governor funds statewide items at their statutory levels. This includestitat he had previously
vetoed, such as School Debt Reimbursement, the REAA Fund capitalization, and the Cgmmunit
Assistance Fund capitalization. More details on these items can be found in taenQgudget
Language section of this publication.

“4n the budget, revenue replacement appears aslaransfer of federal ARPA funds into the genéwatl (using fund code
1269) and then the funds are spent in agencie&Gasreplacement on normal government activities@isiode 1271). The
use of code 1271 allows the State to affirm tofélakeral government that the funds were used fgitddi purposes but has

no impact on agency operations. In FY24, the usk2@f. will be replaced by typical UGF in the AdpctBase.
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One item of note is the State’s additional contribution to retirement. Histgrstadng investment
performance in FY21 caused the State’s annual contribution amount to go down sigpitidantl
PERS, the actuarial rate in FY22 was 30.11%, which fell to 27.63% due to the FY21 investment
performance. This caused a reduction in State assistance by about $61.5 million compé2ed Thé
Alaska Retirement Management (ARM) Board then decided not to fund the past sestifor health

care, which is

funded at greater than a 100% level after the
FY21 performance. This reduced the rate to

24.79% for PERS, dropping State costs by
another $55.1 million in the additional

contribution (plus $34.2 million for the State as

an employer, which is captured in the SB 55
adjustments in Agency Operations). In total, thi
policy shift by the ARM Board reduced
contributions by $71.0 million UGF.

The ARM Board chairman specified that this w

a one-year change only and would be revisited
for FY24, so that savings may not persist in

future years. In LFD’s long-term projections, th
is treated as a one-time savings in FY23 only.

Capital Budget

The Governor’s FY23 capital budget totals

$154.7 million UGF, $88.2 million below the enacted FY22 capital budget. However, the Governor also

Retirement Savings from FY22 to FY23
($ millions)

State as an Employer (SB All

55) UGF| Funds

Investment Performan (13.9) (29.8)

Zero Funding of Health Ce (15.9)| (34.2)
SFund Source Chanc (14.7) -

Total Reduction (44.5)| (64.0)
bAdditional State All

Contributions UGF Funds

Investment Performan (61.5) (61.5)
sZero Funding of Health Ce (55.1)| (55.1)

Total Reduction (116.6)] (116.6)

Overall Reductions | (161.1)| (180.6)

requests $93.0 million UGF of capital supplementals between the fast-tlaakdboibgular
supplementals, plus a $308.6 million General Obligation bond bill with additional projects.

The Governor’s capital budget does not yet integrate the federal Infrastine®sament and Jobs Act,
which may increase both available federal funds and the required matching funds. Fortaisrerde
the capital budget, see the Capital Budget Overview section of this publication.
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Long-Term Outlook

LFD Baseline Projections

The Legislative Finance Division’s fiscal model uses a baseline that ginevesirrent budget with
inflation — essentially, it reflects the Current Law budget assumption extendeti®wext decade.
This allows policy proposals to stand out against a neutral baseline. The baselires&9unflation
for agency operations and assumes statewide items follow anticipated sc(eatthess debt
projections).

Based on the LFD baseline and a statutory PFD, Alaska would face deficits rangirapfvut $1.0-1.5
billion over the next decade, which would rapidly deplete the CBR and require draws froR¥he E
above the POMV:

LFD Baseline($ millions)
FY23 FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31
Revenue 5,937.Y 6,064.5| 6,228.0| 6,326.6| 6,501.3| 6,562.4| 6,536.9| 6,652.9| 6,806.4
Budget 4,655.9 4,748.01 4,774.8) 4,673.5| 4,736.5| 4,834.7| 4,927.6| 5,026.2| 5,121.2

PFD 2,764.3 2,636.7| 2,831.3] 3,048.5| 2,755.8/ 2,706.6| 2,712.6| 2,713.9| 2,713.2
Pre- (1,482.5)| (1,320.1)| (1,378.1)| (1,395.3)] (991.0)| (978.9)| (1,103.3)| (1,087.2)| (1,028.0)
Transfer
Deficit

LFD Baseline ($millions)
8,000.0

7,000.0

6,000.0 [ 4 .

5,000.0
4,000.0
3,000.0
2,000.0
1,000.0
FY22 FY23 FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31
(1,000.0)
B Baseline Traditional Revenue — mmmmm POMV Revenue === New Revenue/Adjustments
—— CBR/SBR Draw s Unplanned ERA Draw = ARPA Revenue Replacement
e eBudget before PFD e Budget with PFD

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

The Governor’s 10-Year Plan makes several policy changes compared to LFDiseb&sefar the
most impactful is changing the PFD formula from 50% of the average Statutonyddetd of the
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Permanent Fund (the current statute) to 50% of the POMV draw (often refeasth®“50/50 plan”).
For a cleaner comparison, the next two figures show the LFD baseline wi@/8teplan:

LFD Baseline with 50/50 PFD plar($ millions)
FY23| FY24| FY25] FY26| FY27| FY28| FY29] FY30| FY31
Revenue 5,937.76,064.5| 6,237.4| 6,358.9] 6,567.9| 6,675.8/ 6,706.3| 6,877.8] 7,082.2
Budget 4,655.94,747.5| 4,774.5 4,672.3| 4,735.3] 4,833.6| 4,926.5| 5,025.1| 5,127.8
PFD 1,680.3 1,800.0| 1,903.8| 2,009.4| 2,126.8| 2,167.5| 2,204.6| 2,237.5| 2,266.3
Pre- (398.5)| (483.0)| (440.9) (322.9)| (294.3)| (325.3)| (424.8)| (384.8)] (311.8)
Transfer
Deficit
LFD Baseline with 50/50 PFD Plan ($millions)
8,000.0
7,000.0
6,000.0
5,000.0 - -
4,000.0
3,000.0
2,000.0
1,000.0
Fy22  Fv23  Fy24  Fy25  FY26  FY27  FY28  FY29  FY30  Fval
(1,000.0)

== POMV Revenue
mmmm Unplanned ERA Draw

B Baseline Traditional Revenue
—= CBR/SBR Draw
e eoBudget before PFD

=== New Revenue/Adjustments
mmmm ARPA Revenue Replacement
e Budget with PFD

Without other changes, this would have deficits of approximately $300-500 million per year faxth
decade. The Governor’'s 10-Year Plan does propose several additional policy changes:

* Agency operations are held flat in FY24, then grow at 1.5% for all items except Medical, w
grows at 1% (this works out to about 1.4% growth overall);

* Beginning in FY24, School Debt Reimbursement is funded at 50%, and the REAA Fund
capitalization is reduced to a flat $17.5 million;

* PERS and TRS health care contributions are not funded (see the “Statewalallsmmssion
earlier in the Overview for more details on this item);

* The capital budget is held flat with no inflationary growth, but a General Obligation Baredlis
in FY23 increases debt service by $22.8 million in FY24 and beyond,;
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» Supplementals and lapse are assumed to cancel out (LFD estimates $50 mikibn of
supplementals); and
» The Governor uses $375.4 million of ARPA revenue replacement in FY23 to close the deficit.

The combined effect of these changes is to a budget that begins about $200 million belowitteeibasel
FY24 and is more than $400 million below by FY31 due to the compounding effect of inflation:

Comparison of LFD Baseline to the Governor’s 10-Year Plaf$ millions)

FY23| FY24| FY25| FY26| FY27| FY28| FY29| FY30| FY31
Baseline 4,655.94,747.5| 4,774.5| 4,672.3| 4,735.3| 4,833.6| 4,926.5| 5,025.1| 5,127.8
Governor | 4,606.24,540.0| 4,554.7| 4,440.0| 4,473.2| 4,535.0| 4,594.3| 4,656.8| 4,711.9
Difference | (49.7)| (207.5)| (219.8) (232.3) 262.1)| (298.6)| (332.2)| (368.3)| (415.9)

The result of these changes is that the Governor’s 10-Year Plan has a srfieitdrate FY23-FY30
than the LFD baseline, with a balanced budget in FY31:

Governor's 10-Year Plan in LFD Model ($ millions)

FY23 FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31
Revenue 5,937.7 6,064.5| 6,237.4| 6,358.9| 6,571.3| 6,685.9| 6,726.0| 6,910.7| 7,132.6
Budget 4,605.9 4,543.7| 4,558.1| 4,440.4| 4,475.5| 4,542.4| 4,604.4| 4,669.1| 4,735.7
PFD 1,680.3 1,800.0| 1,903.8| 2,009.4| 2,128.6| 2,172.5| 2,214.5| 2,254.0| 2,291.4
Pre- (348.5)| (279.2)| (224.5)| (90.9)| (32.7)| (29.1)| (92.9)| (12.4) 105.4
Transfer
Deficit

Governor's 10-Year Plan in LFD Model ($millions)
8,000.0
7,000.0
6,000.0
5,000.0
4,000.0
3,000.0
2,000.0

1,000.0

FY22 FY23 FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31
(1,000.0)

B Baseline Traditional Revenue — mmmm POMV Revenue === New Revenue/Adjustments
—— CBR/SBR Draw mmmmm Unplanned ERA Draw = ARPA Revenue Replacement
e eBudget before PFD e Budget with PFD
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This result closely matches the Governor’'s own projections in the 10-Year Riaonlyi very minor
differences due to rounding and slightly different projections of some statewite Kais
demonstrates that the numbers within the Governor’s plan are technically soundegcstatiie can
debate it on its merits rather than the math.
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