ALASKA STATE LEG SLATURE
SENATE JUDI CI ARY COW TTEE
May 6, 2002
1:54 p. m

MVEMBERS PRESENT

Senat or Robin Taylor, Chair
Senat or Dave Donl ey, Vice Chair
Senat or CGene Therri ault

Senat or Johnny Ellis

MEMBERS ABSENT
Senat or John Cowdery
COMWM TTEE CALENDAR

CS FOR HOUSE BI LL NO. 330(FIN) am
"An Act relating to providing alcoholic beverages to a person
under 21 years of age."

MOVED SCS CSHB 330(JUD) OUT OF COW TTEE

CS FOR HOUSE BILL NO 304(2d RLS) am

"An Act relating to the education fund and the infrastructure and

econom ¢ devel opnent fund, to the market value of the permanent

fund, to distribution of the incone of the permanent fund, and to

the determ nation of net incone of the nental health trust fund."
HEARD AND HELD

PREVI QUS SENATE COWM TTEE ACTI ON

HB 330 — No previous action to record.

HB 304 — No previous action to record.

W TNESS REG STER

Represent ati ve Nor m Rokeber g

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT:  Expl ai ned the contents of HB 330
Ms. Anne Car peneti

Assi stant Attorney General

Depart ment of Law
PO Box 110300

SENATE JUD COW TTEE -1- May 6, 2002



Juneau, AK 99811-0300
POSI TI ON  STATEMENT: Answered questions about HB 330 and
suggest ed an anendnent

Marti G eason

MADD

No address provi ded

PCOSI TI ON STATEMENT:  Supports HB 330

Representative Bill Hudson

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Expl ai ned the contents of HB 304

Ms. Linda Reynol ds
No address provided
POSI TI ON STATEMENT: Opposed to HB 304
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TAPE 02-26, SIDE A
Number 001

CHAI RVAN ROBIN TAYLOR called the Senate Judiciary Conmttee
neeting to order at 1:54 p.m Senators Donley, Therriault and
Chair Taylor were present. The first matter to cone before the
commttee was HB 330.

#HB330
HB 330- PROVI DI NG ALCOHOL TO M NORS/ BREWPUB LI C.

REPRESENTATI VE NORM ROKEBERG, sponsor of HB 330, told nenbers
that on July 9, 2001, police officer Justin Wllam and three
others were killed when Robert Esper crossed the nedian of the
@ enn Highway and collided with Oficer Wllanms patrol car.
Esper was suspected of driving while intoxicated with a bl ood
al cohol level of .091. Representative Rokeberg stated:

Wil e investigating the events leading up to the tragic
and deadly accident, police discovered that Esper and
hi s underage friends had been drinking at a party where
al cohol was furnished by two adults. Both nen pl eaded
guilty to furnishing alcohol to mnors and were
sentenced on February 20'" of this year. Currently
furni shing alcohol to a mnor is a class A m sdeneanor,
subject to no nore than one year in prison and a fine
of not nore than $5, 000.
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What HB 330 does, quite sinply, is increase the penalty
for an adult who furnishes the alcohol to a class C
felony, but only in those cases where the m nor goes on
to negligently cause the death and or serious physical
injury of another while acting under the influence of
al cohol .

M. Chairman, on the House floor one of ny coll eagues
added on lines 12 and 13 the words ‘operating notorized
equi pnent, firearns, or watercraft’ to further tighten
the inplenmentation of this particular bill. In your
deliberations today | ask that you look at the words
‘notorized equi pnent’ and perhaps substitute ‘notorized
vehi cl e because conceptually - because there is no
definition for ‘notorized equipnent’ in state statute.
That concludes ny testinony, M. Chairman. |’d be happy
to answer any questions.

CHAI RVAN TAYLOR took public testinony.

M5. ANNE CARPENETI, Assistant Attorney General, Departnent of Law
(DAL), said that DOL has supported HB 330 all along but the term
“notorized equipnent” is not defined in statute. Al aska statute
does contain a definition of “notor vehicle” that could be cross
referenced to AS 28.40.100; and definitions of “firearni and
“watercraft” that could be cross referenced to Title 11. She
t hought the cross references would nmake the bill clearer.

CHAl RMAN TAYLOR asked if the cross-references should also be
noted within the body of the | anguage.

M5. CARPENETI said that adding to the definitions in Section (2)
(A) and (B) would work better.

CHAI RVAN TAYLOR asked Ms. Carpeneti to draft an amendnent wth
t he changes she suggest ed.

M5. CARPENETI agreed to do so.

M5. MARTI GREASON, representing Mthers Against Drunk Driving
(MADD), thanked Representative Rokeberg for introducing HB 330
and said that national research, as well as anecdotal self-
reporting at an Anchorage mddle school, show that when young
peopl e choose to drink, they frequently start around the age of
12. Al have had the assistance of an adult to obtain al cohol

Al cohol is involved in too many deaths and injuries of young
peopl e. MADD believes that adults who provide al cohol to underage
persons who, while under the influence, cause injury or death
must be held to a higher standard of responsibility and
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cul pability. MADD supports HB 330 to acconplish that objective.

M5. CATHIE MAURO told nenbers that she |lost her 14 year-old
daughter in the July 9 accident. She first started getting
support for making this action a felony in August by contacting
her legislators and MADD. Wth their support, HB 330 has gotten
this far. She expressed concern about sonme of the |anguage
changes made during the conmttee process. She originally wanted
adults who furnish alcohol to children to not only be accountable
for the children’s actions while inpaired by the alcohol, but
al so accountable for the lives of the children they provide the
al cohol to. She said if one renoves the car from the July 9
scenario, the children could have died from al cohol poisoning or
hypot herm a. She noted that many things can happen when chil dren
are inpaired by alcohol. She suggested that fine-tuning HB 330
could save many |lives. She asked that conmttee nenbers not wait
until they experience a simlar tragedy before doing nore to
deter adults from furnishing alcohol to children

CHAl RMAN TAYLOR noted the arrival of Senator Ellis.

REPRESENTATI VE ROKEBERG repeated that the House floor anmendnent
added the words “operating notorized equipnment, firearns, or
watercraft” on lines 12 and 13. He noted the intent of the floor
anmendnent was to narrow the scope of the bill

SENATOR DONLEY asked for a synopsis of the floor debate on the
anendnent .

REPRESENTATI VE ROKEBERG sai d, in his opinion, the only reason for
the debate was that his colleagues were feeling guilty about
their own experiences in |ife. He believes they didn't wish to
raise culpability to the level of a felony if an assault occurred
that resulted in an injury and death. He said he personally
di sagreed but | ost the debate.

SENATOR DONLEY asked if this bill wll hold the adult who
provi des the alcohol responsible and charges the adult with a
cl ass C fel ony.

REPRESENTATI VE ROKEBERG said that is correct. He added one part
of the issue is furnishing alcohol wthin a famly. Under
existing statute, a parent can give a child alcohol and a
majority spouse can give a mnority spouse alcohol. The issue
becones one of hosting and di scussions on the House floor and in
House comm ttees centered around presunmed liabilities if a mnor
secretly took alcohol. He said that is not what this bill covers
and, because the standard is crimnal negligence, there is no
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mens rea for intent if a mnor steals al cohol at one’s hone.

SENATOR DONLEY asked what the interrelationship is between this
felony and the existing statutes that allow a parent to furnish a
child with alcohol. He asked, “Are we only crimnalizing the
activity when it's — are we accelerating the crimnal fine for
only the activity that is currently a crimnal activity or are we
al so creating sone sort of crimnal penalty when the providing of
the alcohol is actually legal under existing statute but then
there’s a subsequent serious physical injury or death?”

REPRESENTATI VE ROKEBERG replied, “No. Al we’'re doing here under

the original bill before they put the notorized craft and stuff
in was to create an aggravator if there was serious injury or
deat h. That is all we’' re doing, basically creating an

aggravator.” He repeated the House floor anmendnent narrowed the
scope.

CHAI RVAN TAYLOR suggested that the choices being offered are
either to delete the House floor anmendnent or clarify it by
deleting “notor equipnent” and inserting the words “notor
vehicles,” which is defined in statute, and then providing for
addi tional clean-up |anguage, including statutory references to
“firearms” and “watercraft.”

SENATOR THERRI AULT asked Representative Rokeberg to recount the
di scussion on “notorized equi pnment” versus “notorized vehicle.”

REPRESENTATI VE ROKEBERG sai d sone wordsm thing was done to nake
sure that ATVs and snownobil es were included.

SENATOR THERRI AULT noted that those vehicles will not be included
in the definition of “notor vehicle.”

MS. CARPENETI told nenbers if the bill cross references AS
28.40. 100, snow machines will be included.

SENATOR DONLEY said that he tends to agree that the original
| anguage is better because he can think of sone scenarios
involving activities other than operating notorized equipnent,
firearns or watercraft that this bill should apply to.

CHAI RVAN TAYLOR agreed. He suggested anendi ng CSHB 330( FI N)am by
deleting the words “operating notorized equipnent, firearns or
wat ercraft” on page 1, lines 12 and 13.

SENATOR DONLEY asked Chairman Tayl or his opinion of retaining the
word “acting” throughout the bill as that word was added by the

SENATE JUD COW TTEE - 5- May 6, 2002



House Fi nance Commi tt ee.

CHAI RMVAN TAYLOR questi oned whet her anythi ng substantive was added
to the bill by inserting the word “acting.”

REPRESENTATI VE ROKEBERG explained that the word “acting” was
i ncluded by the legal drafter to make the provisions symetrical .

MS. CARPENETI said it was actually included by the House Finance
Comm ttee at her suggestion. The commttee wanted to clarify that
t he person was acting under the influence of the al cohol that was
illegally furnished. She was not sure its addition actually
clarifies the causal rel ationship.

CHAI RMAN TAYLOR maintained that it does clarify that the adult
can only be involved if the mnor was under the influence of the
al cohol i c beverage received in violation of this section.

SENATOR DONLEY asked Ms. Carpeneti if she could recomend ot her
| anguage.

M5. CARPENETI said she would recomrend using the House Judiciary
Comm ttee | anguage.

CHAI RVAN TAYLOR nai ntai ned that Amendnent 1 would return the bil
to the House Judiciary Conmttee version. He then noted that
w t hout further discussion or objection, Anmendnent 1 was adopt ed.

There being no further discussion, SENATOR DONLEY noved SCS CSHB
330(JUD) from conmittee with individual recomendations and its
acconpanyi ng fiscal notes.

CHAI RMAN TAYLOR announced that w thout objection, SCS CSHB 330
(JUD) noved fromcomittee.

#

2:15 p.m

The comm ttee took up HB 304.

#HB304
HB 304- PERM FUND | NCOVE/ DI VI DENDS/ FUNDS

REPRESENTATI VE BI LL HUDSON, sponsor of HB 304, inforned nenbers
that HB 304 is one of several bills that the House has been
working on over the last year to try to create revenue on a
recurring basis to fill the fiscal gap. HB 304 adopts the
recommendation from the Permanent Fund Corporation’s board of
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trustees. The board suggested the distribution of the earnings of
t he permanent fund change from an average of annual incone to a
percent of market value (POW). The legislation creates the
mar ket val ue concept in the distribution schenme and identifies,
in statute, the distribution on a 50-50 split wth 50 percent
deposited into the dividend fund and 50 percent deposited into a
new education fund in the general fund. The House Finance
Comm ttee anended the bill to create a second fund, terned the
infrastructure and econom c devel opnent fund, wth 20 percent
deposited in it and 30 percent deposited in the education fund.

The bill was anended on the House floor so that the full 50
percent will go directly into the education fund. He explai ned
that the distribution of funds will not begin until FY 2004 so to
begin to fill the fiscal gap in 2003, the bill calls for a

transfer at the end of FY 2002 of $300 million or the bal ance of
the earnings reserve account, whichever is less, to the genera
fund.

REPRESENTATI VE HUDSON said if one |ooks at these changes |ong
term the first significant draw from the earnings of the
per manent fund woul d occur in 2003: $300 million to offset a $798
mllion deficit. The House has gone further and introduced other
| egi slation; HB 304 is just one piece of a larger plan. He noted
that concern was expressed anong House nenbers about using a
straight 5 percent. The possibility of using 7, 6, and then 5
percent was discussed but those two scaled down nodels were
dropped in favor of the Permanent Fund Corporation board' s
proposal of 5 percent. He noted the adoption of the 5 percent
automatically inflation proofs the market value of the fund
predicated on annual earnings of 7.95 percent. The board
recommended that the 5 percent payout would allow the fund to
continue to grow and provide for dividends.

REPRESENTATI VE HUDSON referred to a chart in nenbers’ packets and
said it was put together to present all elenents discussed by the
House to address the fiscal gap. The third line from the bottom
shows the effective inflation proofing rate, which anounts to a
little less than 3 percent. He said HB 304:

e protects the corpus of the permanent fund,

e grows the earnings reserve account from $2.7 billion this
year to $9.4 billion in 2010;
e increases the market value from$24.6 to $32.9 billion; and

e provides for a dividend that is not capped but subject to
grow according to the annual earnings of the permanent fund.

REPRESENTATI VE HUDSON added that npdels indicate that by 2010,
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the dividend will be alive and healthy and the contribution by
FYO4 will be about $633 mllion to offset the deficit and $633
mllion to distribute to dividends. According to the nodels,
di vidends will not drop bel ow $1, 000.

REPRESENTATIVE HUDSON said HB 304 is revolutionary and

controversial . The proponents of this  Dbill believe that
continuing to fill the fiscal gap by drawing from the
constitutional budget reserve fund wll exhaust it by 2005,

| eaving the next |egislature and governor with no place to go
except the earnings reserve of the permanent fund. That wll
predi cate the beginning of the end of the dividend program He
of fered to answer questi ons.

CHAl RMAN TAYLOR asked how much the permanent fund earned | ast
year.

REPRESENTATI VE HUDSON sai d the permanent fund actually | ost noney
over the last couple of years. He deferred to M. Kelly for a
detail ed answer.

CHAI RVAN TAYLOR asked if HB 304 is predicated on a draw of 5
percent of the market value so that 15 percent woul d be drawn out
over a three-year period even though the earnings during that
sanme time period could be negative.

REPRESENTATI VE HUDSON said it would be averaged over five years,
as it is now, but that Chairman Taylor is correct.

CHAI RVAN TAYLOR said it would be even worse if the inconme was
averaged instead of basing it on actual incone. He stated:

If you ve had two or three good years - or four good
years as we’'ve had just recently — we had four very
good years, then we had a bad year, two bad ones |
guess. |If you average that over five, you' re going to
indicate a market value of the fund that’s inflated
above what [the] actual value of the fund is and when
you take your 5 percent back as against the fund,
you're actually taking nore than 5 percent out of the
corpus - aren’'t you - because it has to cone from sone
pl ace?

REPRESENTATI VE HUDSON said, according to |aw, noney cannot be
taken out of the corpus except to invest. Al of the draws would
cone out of the earnings reserve account.

CHAI RMAN TAYLOR said that in using the average, the earnings
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reserve account would be exhausted within a couple of years. He
asked if it contains about $3 billion now.

REPRESENTATI VE HUDSON said it has $3 billion plus and is
anticipated to grow. The 5 percent pay-out was the reconmended
pattern given to House Finance Committee nenbers by the Permnent
Fund trustees. They said all of the major trusts are better off
to set up a fixed draw on an annual basis, subject to automatic
inflation proofing. He said he doesn't think it matters much
whet her the annual net earned interest or the 5 percent of market
val ue (POW) pay-out nmethod is used. According to the experts,
using the POW is the best way to provide for the nobst stable
draw. The bill requires the paynent to be prorated down if |ess
noney is in the earnings reserve account so that no draw can be
made fromthe principle of the permanent fund.

CHAI RVAN TAYLOR argued that the proration would result in a
| esseni ng of inconme back to the state for general fund purposes.

REPRESENTATI VE HUDSON said that is true.

CHAl RMAN TAYLOR asserted that would nean there would not be
enough noney to run governnent.

REPRESENTATI VE HUDSON said the bill is not designed to run the
governnment; it is designed to draw a portion of what is necessary
to run the governnent. He said an inconme tax would bring in
anot her $250 mllion. He stated:

W're sinply trying to have a bal anced draw across from
a nunber of different sources - payroll and everybody

who has a dividend will pay sonething into governnent
with this whole instance here....” He said he knows
this approach is controversial because it wll, if it

passes, distribute half of the 5 percent payout into
dividends and half into governnent to offset the
deficit.

CHAI RVAN TAYLOR asked about inflation proofing.

REPRESENTATI VE HUDSON said inflation proofing is automatically
retained within the fund by virtue of limting the payout to no
nore than 5 percent.

CHAI RVAN TAYLOR said that assunes a 7.9 percent return. He noted
there is no inflation proofing this year.

REPRESENTATI VE HUDSON disagreed and said, “W would not
distribute it, we retainit. We only distribute 5 percent.”
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CHAI RVAN TAYLOR said it would be retained in the earn
account where it would be avail able for appropriation.

ngs reserve
He poi nted

out that the inflation-proofing anmount has been deposited into

the corpus of the fund.

REPRESENTATI VE HUDSON expl ai ned:

Vell it’s inflation-proofed the entire fund because
we’'ve set it up now on a market value concept. W now
consider — | think we always have anyway - that the

corpus of the fund, the realized gains and the
unrealized gains, are all a part of the permanent fund.
By setting up the POW — you're right in this respect
Robin, we are, according to this draft, essentially
maintaining the inflation-proofing in the earnings
reserve account and, in years past, we have by
statutory action on an annual basis, transferred the

noney directly into the corpus of the permanent fund
and that’s why we’'ve seen the — you know we’'ve got
about $5.5 billion into the corpus of the pernmanent

fund that is there on the basis of |egislative action

over the last 20 years. W have transferred

inflation noney into the corpus, in addition |

t hat
m ght

add, to other noney that has stacked up after dividends
were paid according to the forrmula that we have in

existing law and periodically over the years -

and |

think we’ve got another $4.5 billion that is into the
corpus of the fund by virtue of those actions. So we’ ve
had the automatic distributions according to the

constitutional fornmula and the action by those

of us

who have been around here for the last 20 sone odd

years of putting in the inflation proofing in the
corpus of the fund and additional contributions
periodically when the earnings reserve account got up
to as nmuch as $8 or $9 billion.

Now what we’'ll have if we adopt this neasure is that
we’'ll have the, by virtue of the 5 percent payout,
we’'ll have the balance of - let’s say they make 8
percent or 7.9 percent - the balance of that annual
earnings wll be maintained in the earnings reserve
account. That is a difference and you hit upon it right
off the bat. In ny original HB 335, | had those nonies

automatically being transferred over to the corpus of
the fund, as we do at the present tine. Over the
hearing of this bill, and this has conme through the
Finance Committee and other areas there obviously,
ot her people felt that it should just sinply be stacked
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into the earnings reserve of the permanent fund. So
that’s where you see the earnings reserve rising from
$2.7 to $9 billion, but you also see the corpus of the
fund rising from $21 billion to about $23.5 billion,
roughly speaking. So, you have a lesser growh but
there’s nothing in here that precludes, you know, us
fromhere on out, as that account gets, say, well above
where we need to have [indisc.] assurance for stability
of transferring $1 billion as we always have. Because
we're doi ng this statutorily i nst ead of
constitutionally, everything we have been doing in the
past we can continue to do in this legislation so...

CHAI RVAN TAYLOR said the sad part is that the | egislature has not
al ways nade the transfers. He put the |ast anendnent on to the
budget bill to convey the excess earnings that were retained in
the wundistributed incone account of the permanent fund about
three or four years ago and the House refused. He stated:

As a consequence, we’ ve not shi pped anot her one over to
you guys ‘cause we figured you' d just turn it down
again. That's the only reason you' ve got the amount of
noney to play with sitting in the undistributed incone
account that you ve got right now Rick Halford did it
for many years. | put the last two on nyself. The first
one succeeded and the second one was failed by the
House so that people could retain what they hoped woul d
be a larger anount of noney within the undistributed
i ncone account that they could then access with 21
votes because people wanted to spend it on governnent
and | felt it ought to go back into the fund. Because
that had been the previous attitude and policy around
here that we put noney back into the corpus of the
fund, where it wasn't available on a sinple mgjority
vote, and by so doing, you're correct. W’ ve grown the
fund by over $8 billion. I'm very proud that we did
that. Had we left it in an undistributed i nconme account
where you' re proposing to keep all of it now, including
the “inflation proofing’ of the fund - you never have a
time when inflation proofing goes back to the fund, do
you?

REPRESENTATI VE HUDSON said it is a sinple matter of leaving it
the way it is, which was the will of the House. H's interest was
to put it all back in the corpus of the pernmanent fund.

CHAI RVAN TAYLOR said what was to be used to inflation proof the

fund wll now sit in an account that’'s available for
appropriation by the legislature. He then asked if a shorter-term
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investnment regime is required for those funds.

REPRESENTATI VE HUDSON said not necessarily. He believed the
return would be nore stable if it is maintained in the corpus of
the permanent fund. He deferred to M. Kelly for a detailed
expl anati on.

CHAI RMAN TAYLOR said that by placing the five year averaged
earnings into a constitutional budget reserve account, it would
be invested on a nmuch shorter termbasis and it is not avail able
for long term equity investnent because it is available for
appropriation at any tine by the legislature and easy access is
necessary. He stated that further dimnishes the earning capacity
of those nonies, especially when there is a down cycle in both
bonds and long terminterest issues.

SENATOR THERRI AULT said he is glad the 6 and 7 percent provision
was renoved from the bill because he feels very protective of
inflation proofing the fund. He then asked why Representative
Hudson why he chose to go with this nechanism instead of the
mechani sm suggested by the trustees. He said it is his
under st andi ng that when the |egislature proposes a constitutional
anmendnent, the public is suspicious of conplex issues with regard
to the Constitution.

REPRESENTATI VE HUDSON said as the bill worked its way through the
House, nenbers preferred naking the statutory changes that are a
mrror image of what the Permanent Fund board suggested doing
constitutionally. House nenbers were a |little nervous about
noving forward with a constitutional anmendnent this year.

SENATOR THERRI AULT asked if Section 11 repeals the existing
statutory inflation proofing mechani sm

REPRESENTATI VE HUDSON said it does.

SENATOR THERRI AULT expressed concern that if the legislature
adopts the nethodology in HB 304, inflation proofing wll be
repealed. |If a future legislature nekes sonme other statutory
change, there is no guarantee that inflation proofing wll be put
back into the statutes.

REPRESENTATI VE HUDSON said the limtation of the distribution of
income to the 5 percent payout is the nmechanism that nost |arge
trust funds use in order to guarantee that inflation proofing is
mai nt ai ned. He said:

If you feel wunconfortable with having the inflation
proof accrue to the earnings reserve account, which |
[indisc.] is far nore accessible — it’s not accessible
at all if it goes into the corpus of the fund. So
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that’s the question and on ny side | was not able to
essentially get this anendnment in by bill. M origina
bill had all of the inflation proofing essentially
distributed to the corpus of the permanent fund so
that’s the choice of the deliberative process.

SENATOR THERRI AULT asked if the education and infrastructure
funds will be sub-funds of the general fund.

REPRESENTATIVE HUDSON said they are indicated funds, not
dedi cat ed funds.

TAPE 02-26, SIDE B

2:41 p.m

REPRESENTATI VE HUDSON said in regard to Chairnman Taylor’s concern
about inflation proofing, the current situation, as he
understands it, is that in the earnings reserve account, the

unrealized gains are the inflated value of the stock that is
mai ntained in the corpus of the permanent fund. Therefore, if a
stock increases by $10 nmillion in value over a year, that $10
mllion is maintained in the unrealized gains of the pernmanent
fund. He said if one |ooks at the earnings reserve account, the
realized gains were funds that were invested so that they could
be accessed easily and deposited in the general fund. So, other
than the fact that inflation proofing is not deposited into the
corpus of the permanent fund automatically, the bill contains the
suggestions by the Permanent Fund trustees. He believes it wll
sustain, maintain and actually grow the pernmanent fund divi dends
over time and its purpose is to split the incone.

CHAI RVAN TAYLOR expressed concern that Representative Hudson has
estimated a growh rate of 7.5 percent and that all schedul es
into the future are based on that. The hard noney of 5 percent is
taken based on whatever the market value of the fund is at a
given nonent in time. Market value neans unrealized gains, which
does not becone noney in one’s pocket until the stock is actually
sold. He said he can imagine that a real disaster would have
occurred if this system was in place two years ago because the
mar ket val ue of the permanent fund's stock was nuch higher than
it is now and the high nunmber would have been used as an
estimate.

REPRESENTATI VE HUDSON replied the average of the four previous
years and the current year woul d be used for the estinate.

CHAI RMAN TAYLOR said he is suggesting that HB 304 uses an
automatic take of 5 percent and, if calculated today, would be
based upon an average that had $28 billion in val ue several years
ago and $22 billion in value today. He noted the $6 billion | oss
is not reflected because it has been averaged in. He noted the 5
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percent will be drawn on an average of $24 billion. And, the
inconme left over after 5 percent will be used to inflation proof
the fund, but that amount will be zero because the fund had zero
i ncome. He stated:

Then we’re going to say that we're going to inflation
proof the fund based on the extra inconme left over
after 5 percent. This year there was zero incone. So,
as there was zero incone, there’'s zero that goes into
i nflati on proofing because the only inflation proofing,
it appears from your formula, is that noney l|eft over
that is inconme after the 5 percent draw has been nmade.
That is then inflation proofing - that inflation
proofing not going back into the fund but instead goes
into the sanme bucket that you re going to draw the next
five years — or the next year’s 5 percent out of no
matter what the market does. This thing doesn’t have
anything to do with market anynore. It doesn’'t have

anything to do wth inconme anynore. Al it has to do
with is an annual draw of 5 percent out of a bucket
over here that we’'ve now - we wused to call it

undi stri buted income account and constitutional budget
reserve and now you’'re going to nove that fund into the
constitutional budget reserve account which requires
three-quarter vote to access. That’'s why your friends
were so willing to vote for it.

REPRESENTATI VE HUDSON cl arified that nothing from HB 304 will be
going into the CBR

CHAI RVAN TAYLOR said it will then be accessible by 21 votes in
t he House.

REPRESENTATI VE HUDSON replied, “Absolutely.” He then clarified
that 50 percent of the 5 percent payout will be distributed to
the permanent fund dividend account, and 50 percent to the other
account, or the amount that is in the earnings reserve account,
whi chever is |ess. He responded:

Robin, it’s really, | think at any rate, the sane as we
have at the present tine except we're using a percent
of market value for even distribution of the incone as
opposed to an average of the annual earnings over the

| ast five years so — that’s what they re doing now,
they’'re taking 21 percent of the five-year average and
they’re distributing that to — by law. You can | ook

back and see the statutes. W distribute 50 percent of
that to the permanent fund and then we use the CPlI and
all that type of stuff and we distribute the inflation
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proofing into the corpus of the permanent fund. As |
said, that’s your argunment with ny legislation as you
have it before you now. And then we take the bal ance of
it and it just sinply is invested into the earnings
reserve account. That’s why the earnings reserve
account got all the way up to $8 billion at one point
in time and then we had boom boom she dropped down
with those terrible tw vyears there. This wll
establish it on a prorated basis. If it falls below it
wi |l never get bel ow whatever’s in the earnings reserve
of the permanent fund. | really urge you to take a good
hard look at this and call sonme of these financial
experts in here because what we’'ve tried to do is to
listen to the experts and figure out how can we best
protect the fund and, at the sane tinme, fairly and
equitably distribute the incone.

CHAI RVAN TAYLOR repeated his concern about using an automatic 5
percent that is not dependent upon any incone coming into the
fund. He said that he realizes that over tinme that m ght work for
maj or trust funds, but he is very frightened of an inflationary
situation during the Carter presidency with 18 percent inflation
coupled with a 5 percent draw whether or not the narket perforned
well. He then noted the commttee would have to recess to attend
a mpjority caucus and that he would continue the hearing on
Wednesday. He then asked Ms. Reynolds to testify before the
conmittee recessed.

V5. LI NDA REYNOLDS said she shares Chairman Taylor’s concern and
that HB 304 is a way to use the permanent fund for governnent
expenses. She asked what is to stop the legislature fromusing 5
percent this year but a higher percent over the years. She noted
t hat Al aska state governnent spends $48,000 for a famly of four
now. The public has asked that governnment spending be controlled
and that private sector growh of natural resources be opened up
to generate revenues. She said the |egislature does not seem to
be addressing private sector jobs in the state. Instead, the
state is going toward a socialistic systemin which it wll take
the wealth of Alaska to fund governnent. She said that history
shows that socialismis not the answer. She enphasized the need
for responsi ble econonm c devel opnent of renewabl e resources. She
noted that using the permanent fund dividend to fund governnent
services will be taking noney fromthe poor.

CHAI RVAN TAYLOR thanked Ms. Reynol ds. He announced that HB 304
woul d be heard again on Wednesday, at which time M. Kelly woul d
testify.

SENATOR DONLEY asked for information from the Permanent Fund
Board of Trustees on the true national average for the foundation
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payout s.

There being no further business to cone before the commttee,
CHAI RVAN TAYLOR adj ourned the neeting at 2:58 p.m
#
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