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ACTI ON NARRATI VE

TAPE 01-22, SIDE A
Number 001

CHAl RMAN GENE THERRI AULT call ed the Senate State Affairs Conmttee
neeting to order at 3:40 p.m Present were Senators Davis, Phillips
and Chairman Therriaul t.

The first order of business was SJR 27.

#SJR 27
SJR 27- NATI ONAL GUARD ARMORY | N JUNEAU

JESSIE KIEHL, staff for Senator Elton, extended the Senator's
regrets for mssing the neeting. The resolution expresses the
| egi sl ature's support to the federal governnent for the new
Nati onal Guard Arnmory facility in Juneau. The current arnory must
nove because it sits on Al aska Mental Health Trust |and and they
plan to redevel op the property. The guard proposes working with the
Uni versity of Al aska Southeast (UAS) on a joint facility that wll
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neet many recreational needs for the university and the guard's
needs for a nustering and training facility. It would be cost
efficient to have a joint facility.

The federal reviewng and scoring process for this and other
simlar projects begins soon. Although this project stands an
excel  ent chance for approval, an expression of |egislative support
woul d i nprove its chances.

CHAI RMVAN THERRI AULT said the |ast paragraph of the sponsor
statenent tal ks about a 1998 | egislative appropriation. He asked
whet her any federal funds have been received.

MR. KEIHL was not sure whether any federal funds had been received
but there was a state appropriation of about $1.6 mllion, a
portion of which was spent and another portion allocated upon
initial site design and preparation.

CHAl RVAN THERRI AULT asked when the state appropriation occurred and
whet her the 1998 appropriation was fromthe general fund.

MR, KEIHL said he discussed the $1.6 nmillion appropriation with
Carol Carroll fromthe Departnment of Mlitary and Veterans Affairs
and Departnent of Natural Resources and N ko Bus from the
Departnent of Natural Resources.

CHAI RVAN THERRI AULT questioned the need for the resolution since
nonet ary support had al ready been given: Was it needed before the
federal process could begin? He also wanted to know what type of
expense coul d be expected, what the bl ending of funds woul d be for
a joint project and whether this project would obligate the next
year's capital budget for future appropriations.

MR. KEIHL said a representative of the university was present and
could add to his answer. In response to the first question, he said
the resolution is not a precursor to or essential for the federal
review of the request for a new arnory in Juneau. It does however,
provi de an expression of the state's interest and support and woul d
be hel pful in ranking the project.

KEI TH GERKIN, Director of Facilities for the University of Al aska
Sout heast, enphasi zed their support of the resolution and project.
Bot h agenci es have been | ooking for solutions to their independent
facility needs. In the last year, they have tal ked about a joint
project and have conpleted 35 percent of the design work for a
facility that would be situated on university property. This is an
efficient use of resources because the buildings are very expensive
to build and operate and they will get nore building by comnbining
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resources than by building individual facilities. The university's
share to build the facility will be $5.3 nillion and that anount is
inits statewi de capital multiyear plan. Previously there have been
both federal and state general fund appropriations for design work
for the Alaska National CGuard's portion. This resolution is an
effort to get the priority for the construction noney from the
federal governnent.

CHAI RMAN THERRI AULT asked if this would then obligate the state to
produce the $5.3 mllion general fund noney.

MR. GERKIN said it would and he thought there was additional match
of federal dollars for the National Guard portion. Soneone from
Mlitary and Veteran's Affairs would be in a better position to
tal k about the federal nonies.

CHAI RVAN THERRI AULT asked what specific facilities the university
was | ooki ng at.

MR. GERKIN responded they are lacking indoor intramural or
organi zed sporting facilities. Recreational facilities are expected
as a part of normal student |life and UAS has been trying to fulfil

the need for the last 15 years. The current plan is to expand the
National Quard's drill hall to the size of a gymnasium There woul d
be | ockers, showers and exercise roons and a running track that
woul d be used by both user groups. Several classroons in the
facility are in the National Guard plan. Student service areas are
pl anned that woul d be used to assenble for activities and dances.

In the event of a disaster or National Guard priority, the
uni versity woul d suspend its use tenporarily. Both agencies know it
takes accommodation to share the facility but they believe they
will be getting nore than if they build individually so the
i nconveni ences are wor kabl e.

SENATOR PHI LLI PS asked whether it would include an ice rink.

MR, CGERKIN said it would not. In the early 1980s that was in the
pl an but they have scal ed back their proposed recreational facility
consi derably over the years.

CHAI RVAN THERRI AULT asked for specifics of the cost and source of
funds if the project is 35 percent designed.

MR. GERKIN replied the National Guard had a total design in hand
when they approached the university about a joint facility. The
university and the National CGuard made a few nodifications to the
design to include specific university needs. Costs associated with
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pl anning for the nodifications were shared. The university paid
one-third of the design nodifications and that canme to about
$55, 000.

CHAI RVAN THERRI AULT apol ogi zed for not having had the opportunity
to express his questions directly to Senator Elton so the
i nformati on woul d be avail abl e for the hearing. Nonethel ess, he was
not ready to act on the resolution until he had a full accounting
and clearly understood past appropriations and the potential for
future obligations.

SENATOR DAVI S said she could understand wanting nore information
but since this was just a resolution and didn't obligate any noney,
she asked why couldn't the information be given later. After all,
the |l egislative session was about to end.

CHAI RVAN THERRI AULT asked whether this was tinme sensitive due to
the process going on with the federal governnent.

MR KEIHL replied it would need to pass this year to have an i npact
on the ranking process.

CHAI RVAN THERRI AULT said he was willing to nove it fromcommttee
but he would Iike to see the accounting before he, Senator Pearce
and Senator Phillips saw it as nenbers of the rules commttee.

MR. KEIHL said they would be happy to provide the information.

Senat or Pearce joined the neeting and Chairman Therriault gave her
a recap.

CHAl RMAN THERRI AULT asked for anmendnents. There were none.
He asked for the pleasure of the conmttee.

SENATOR DAVI S noved SJR 27 and zero fiscal note fromcommittee with
i ndi vidual recommendations and a request that the information be
provided to the next committee. There were no objections.

#

#HIR 27
HIR 27- WA | ALASKA- USSR LEND- LEASE MONUMENTS

LEONA OBRITZ, staff to Representative Chenault, explained the
resol ution supports the erection of bronze cast nonunents that wll
be placed in Fairbanks first, and then in Russia and Canada to
commenorate the events that occurred during the Wrld VWar 11 |end-
| ease program
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The Federal Lend-Lease Act was enacted during Wrld War |1 by
President Franklin Delano Roosevelt to establish collaboration
between the U S. and the USSR agai nst Germany and its allies. Under
the program nearly 8,000 aircraft, hauling tons of material and
supplies, were flown nearly 9,000 mles fromGeat Falls, Mntana
across Canada to Al aska and then to the Union of Soviet Sociali st
Republics. Many Al askans worked with Soviet citizens during this
time and it is intended that this project will contribute to the
further understanding of Russian/ Anrerican relations and provi de new
insights into that period of tine. The |Ilend-lease program
denonstrated that two nations could conpromse their views,
cultural values and principals enough to achieve a common nutual |y
benefici al goal.

CHAl RMAN THERRI AULT said he found some areas in the resolution
where the wording was problematic. On page 1, line 14, he asked
whet her there was any particul ar reason for nam ng Ladd Fiel d.

M5. OBRITZ said it was for historical value. That was the nane of
t he Fairbanks base at that tine.

CHAI RVAN THERRI AULT thought it mght be nore concise to omt
specific base nanes and sinply list the cities.

On page 2, lines 5-7, he disagreed that the United States
conprom sed its views, values and principals.

M5. OBRITZ was certain Representative Chenault wouldn't object to
omtting reference to conprom sed views, values and principals.

CHAI RVMAN THERRI AULT t hought there was tine to hold the |egislation
until the next neeting so work could be done to change the
| anguage.

SENATOR PEARCE asked where the Al aska Si beria Research Center was
| ocat ed.

M5. OBRITZ responded it is in Juneau. M. Dolitsky is a professor
at the University of Al aska Southeast (UAS) and the research center
office is in downtown Juneau.

She said Senators Mirkowski and Stevens are very supportive of the
resolution and about $400,000 should be forthcomng for the
proj ect.

SENATOR PHILLIPS asked if Professor Dolitsky is a Wrld War 11
vet er an.
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MS5. OBRITZ said his father is.

SENATOR PHI LLI PS asked whether mlitary organi zati ons have witten
in support of the project.

M5. OBRITZ thought they had but none of the letters were in the
committee packets.

She said the conmttee substitute (CS) added President Bush and the
Prime Mnister of Canada to the list of those who would receive
copies of the resolution.

CHAI RVAN THERRI AULT said the areas that need | anguage changes are
still in the CS so he asked Ms. Qoritz to let Representative
Chenault know they would hear the resolution again at the next
nmeet i ng.

SENATOR PEARCE asked if the Al aska-Siberia Research Center is
conposed of just one person.

M5. OBRITZ said no, at the back of the packets there should be a
list of menbers who are supporting the project. For exanple, forner
Representative John Binkley is a nmenber in support of the project,
particularly since his father was a participant. Representative
Foster said he grew up in Fairbanks and both his parents were
involved in the program

SENATOR PEARCE coul dn't see why funds should be funnel ed through
the research center to build the nonunents.

M5. OBRITZ said there was no state funding at this tine.

SENATOR PEARCE said she was referring to | anguage on page 2, lines
16-17, that says funds would pass through a non-profit research
center.

CHAl RVAN THERRI AULT asked Ms. (britz if she understood the question
of why the noney is routed that way. He noted his assunption that
the non-profit agency put the proposal together and went directly
to Congress and they are sinply asking for an expression of
| egi sl ative support.

MS. OBRI TZ nodded.

CHAl RVAN THERRI AULT said the resolution would be held in commttee
and heard again at the next neeting.

SENATE STA COW TTEE -7- April 26, 2001



M5. OBRITZ said she would also gather the information on the
mlitary groups.
#

#SJR 13
SJR 13- CONST. AM PERVANENT FUND

CLARK GRUENI NG Al aska Permanent Fund Board of Trustees Chair, gave
the follow ng testinony in support of SJR 13.

For the last five years, the board of trustees has discussed a
notion referred to as a pay out of market value, the endowrent
nodel and what could be done to strengthen inflation proofing. The
current inflation proofing was passed into statute in 1982 and
i npl enented in 1983.

There is no investnent that can be identified as principal in the
Per manent Fund, it's a notional concept and it is a figure that
does not fluctuate with the market. MR GRUEN NG sai d,

It is sinmply the anmount of oil revenues that are nmandated
by the constitution plus, what | would call, voluntary
either additional contributions under the formula that
takes it out of our mneral wealth or by the statute
itself that calls for an appropriation and voluntary
addi ti onal appropriations. Those vol unt ary
appropriations, both inflation proofing and additi onal
appropriations to principal, have totaled a little over
$13 billion.

We are now approaching a tine in which the fund nmay be asked to do
nore than it is now so you nust be clear on the priorities. The
trustees feel strongly that the fund is permanent and an inflation-
proofing proposal that establishes it in the constitution using the
endownent nodel that has a payout |limt is the nost effective way
to inflation-proof the entire fund.

It's a sinple concept but it raises many questions about the inpact
it may have on statutes. The trustees believe the anendnent itself
requires no statutory change. This does not nmandate a payout; it is
a payout limt.

CHAI RVAN THERRI AULT sai d they had received a neno from Tamara Cook,
Director of Legislative Legal & Research Services, with a nunber of
guestions. If they weren't answered during the course of the
presentation they woul d address them afterwards.

JIM KELLY, Director of Communications for the A aska Per manent Fund
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Corporation gave the foll ow ng power point presentation.

SJR 13 acconplishes inflation proofing by limting the annual
payout of fund income to no nore than 5 percent of the fund' s five-
year average market value. They think it acconplishes three things:

1. It protects the purchasing power of the entire fund.

2. It provides the nmaxi num anmount of sustainable incone to
benefit the current and future generations.

3. It mnimzes fluctuations in annual payouts.

If the | egislature approves SIJR 13, the general public approves it
in the general election of Novenber 2002 and it goes into effect in
February 2003. Over tine, the fund will have retained everything
it needs to be protected against inflation while the rest of the
i ncome would be available for the legislature to use.

The benefits

1. SJR 13 provides constitutional protection, which is different
than the existing inflation proofing and therefore enhanced.
Al t hough the I egislature has done very well during the last 18
years, this is better because it's in the constitution and
ensures that it will go on if things change in the future.

2. It maximzes the total anount of fund i ncone which can be paid
out in the future and does so in a way that bal ances the
fund's benefits fairly between current and future generations.

3. It increases the |likelihood that both the fund' s principal and
income wWill continue to growin perpetuity in both nom nal and
real, inflation-adjusted dollars. The purchasing power of the
princi pal and the noney available to spend will go up.

4. The 5 percent |imt is actually higher than the anount that is
being paid out now for dividends. |f the dividend program
continues as it is now, but with the 5 percent |limt, there
woul d be about $175- $300 nillion of additional nobney that
coul d be spent on a sustainable basis and that woul d grow over
tinme as the fund grew.

5. The market val ue payout is one that institutions simlar to
the Permanent Fund use and have used for nany years and
conforms nore to generally accepted accounting principals
(GAAP) than what is currently used. This is because generally
accepted accounting principals have changed and the statutes
haven't.
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6. Legislators will know how nmuch noney is available from the
Per manent Fund every January.

The anal ysi s

Principal and inflation-proofing.

Under SJR 13, both the Fund's principal and the earnings reserve
account would be inflation-proofed by constitutional nandate. In
addition, there would be two constitutional limts on Permanent
Fund spending: (1) principal would continue to be unavail able for
appropriation; and (2) appropriations from the earnings reserve
account in the future would be limted to no nore than 5 percent of
the fund's average market value for the past five years. This woul d
provide full inflation-proofing averaged over |ong periods of tine.
Accordingly, statutory inflation-proofing transfers to principal
woul d no | onger be necessary.

Ear ni ngs reserve.

Thi s proposal enhances the earnings reserve by allow ng inflation-
proofing to accunulate with the constitutional protection against
it being spent by a subsequent l|egislature. It allows noney to
continue to accurulate in the earnings reserve account which would
provide a cushion if there are several poor years in a row. At the
beginning of this year the earnings reserve account had $6.5

billion and it fell to under $4 billion because of the narket
decline. In 2003, the fund's five-year average nmarket value is
projected at $28 billion, which would limt the maxi mum payout t hat
year to no nore than $1.4 billion

5 percent payout.

The 5 percent Iimt is chosen for three reasons: (1) 5 percent is
on the high end of sustainable payout rate that still maintains the
fund's real value; (2) 5 percent allows greater distributions over
time than a hi gher payout; and (3) 5 percent is what the majority
of endownents pay out; e.g., 85 percent of all public endowrent
funds pay out 5 percent or |less, and the nedian payout of
endowrents, according to a 1999 G eenwi ch Associates study, is 4.9
percent .

Side B

Fi ve-year averagi ng.

Under SJR 13, the annual payout nmay not exceed 5 percent of the
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fund' s market val ue averaged over the prior five years, including
the fiscal year just ended. This nethodol ogy is chosen to danpen
volatility and is consistent with the existing statutory five-year
averagi ng provision for conputation of the annual dividend.

20- year perspective.

Under SIJR 13, if the full 5 percent of the fund' s five-year average

mar ket val ue was paid out, the fund would earn $57 billion of total
i nvestment return over the next 20 years, $28 billion of which
woul d be earmarked for dividends and $20 billion to inflation-
proofing, leaving $9 billion in residual income available for

appropriation. The ending market value of the fund in 2020 woul d be
$51 billion.

Di vi dends.

This proposal does not affect the existing dividend program It
shoul d be noted, however, that any future public policy decision to
use an additional portion of fund incone for any purpose wl
affect the dividend, as will market volatility, but under SJR 13,
t hese inpacts would either be equal or dimnished conpared to the
status quo.

Resi dual inconme avail abl e for appropriation.

Except in the case of extraordinarily good financial markets, the 5
percent limt set by SIJR 13 is above what is required to pay
di vidends per current law, |eaving a residual anmount avail able for
appropriation. If the entire 5 percent was paid out, the residual
amount is expected to range from $175-$300 nmillion per year in a
nmedi an case, growi ng over tinme as the Fund grows. Because of the
mechani cs of the existing statutory dividend formula, however, if
the dividend is extraordinarily high in any one year, the anount of
the residual could be reduced to zero.

MR. GRUENING said there is a sincere desire to have a full
di scussi on about the |egislation. The concept of a pernmanent fund
had been around many years before the ninth | egislature acted and
they took two years to discuss and review it. He commented,

If the 22nd legislature passed this, this would be the
nost significant addition to our constitution since the
permanent fund original anmendnent. | can't think of
anything that would | eave a greater |egacy for the people
of Al aska than this; but that's sonething that they have
to be convinced of.
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This not only requires a tw-thirds vote of each body, it also
requires a majority vote. The political effort and review that
needs to be expended is perhaps greater than with the original
anmendnent. Although the concept is sinple, it is not an easy
decision even though the inpact would be profound and deeply
appreci ated by Al askans.

SENATOR PHI LLI PS asked whether there was an expectation that the
| egi sl ati on would be noved this session and if it passed through
both bodies would the corporation and trustees be in charge of
educating the public.

MR KELLY said they were selling the idea now and woul d continue to
sell it as long as it has a chance of passage.

SENATOR PHI LLI PS asked whet her they would be taking credit for the
pl an rather than giving that credit to the |egislature.

MR. GRUENI NG responded it is their plan but the | egislature would
have to take a two-thirds ownership in the plan at sone point.

SENATOR PHI LLI PS pointed out that in 1976 there was a | egislative
proposal to formthe permanent fund, and this tinme the concept is
comng from the Alaska Permanent Fund Corporation and Al aska
Per manent Fund Board of Trustees, not the legislature. It should be
clear that it is their idea and the legislature is sinply giving
them the opportunity to defend it. "If it goes sour, | don't want
to hear it was ny teamthat did this."

MR KELLY said they like this proposal, and they have been studying
it intensively for the last five years and discussing it for nuch
| onger than that. O course there may be unintended and unknown
consequences but the board is unaninously and strongly in support
of the proposal.

CHAl RMAN THERRI AULT said he has had a nunber of discussions wth
both presenters and he wanted to briefly touch on them so they
woul d be a matter of record.

First, Tamara Cook, the Director of Legislative Legal and Research
Services, noted that in drafting the resolution there were a nunber
of exceptions to standard drafting procedures with regard to the
title, the contents and the way information is shown.

The title says the resolution is relating to inflation-proofing the
permanent fund and it does not really do that. It does not nake
appropriations to the permanent fund. In fact, testinony today was
that statutes that nmake a yearly appropriation mght not be

SENATE STA COW TTEE -12- April 26, 2001



advi sabl e to conti nue.

There was sonme confusion about whether or not a copy of the
menor andum from Ms. Cook was sent to M. Guening or M. Kelly.

MR. KELLY said inflation-proofing does not appear in current
statutes. The proposal will provide for the effects of inflation in
a statutory fornula. It provides for the effects of inflation by
limting the payout to 5 percent. Over the next 75 years they
believe the fund will earn 8.25 percent and inflation will average
3l 25 percent.

CHAI RVAN THERRI AULT renmarked that individuals with a know edge of
"how this works"” know that there is a conputation done on a yearly
basis on the consuner price index (CPl) then an appropriation is
made to offset that erosion. He was not sure whether they proposed
that statute stay in place and the conputation and appropriation
continue to be made to the principal on a yearly basis or whether
they want to ensure a healthier buffer in the earnings reserve
i nst ead.

MR. GRUENI NG responded that is a |egislative decision. Currently
there is not a 5 percent payout. The only payout that is taking
place is for the dividend. That may change at some poi nt and when
it does, there will be statutes that deal with that change. The
priority in the statutes now is the dividend and inflation-
proofing. The trustees have taken no position on not inflation-
proofing under the statute. As long as no nore than 5 percent is
paid out, you are inflation-proofing the entire fund including the
earnings reserve and principal. This proposal could be passed now
and the current statutes could stay unchanged. However, at the
poi nt at which other payouts are designed, if they stay within the
5 percent there is no need to additionally pay it into principal

because you would be reducing the earnings reserve. This is a
war ni ng given when there are plans to appropriate noney fromthe
earnings reserve to principal. There was a House bill that
deposited $250 mllion. There was a desire by sonme to deposit nore.
The board's analysis is that would have created a situation in
whi ch the dividend woul d have been affected. The sanme applies if
this anendnment was in place; the board would give their projections
of what would happen as a result of any action including
appropriating a large sum out of the fund to the constitutiona

budget reserve. That entire amount is available for appropriation,
not just the realized portion. Once the anmendnent is in place they
want to be clear that this would no |longer be an option. Just 5
percent of the market value would be available. Wth this in mnd,
they haven't taken an official position on that and they aren't
likely to do so. It's a |egislative decision.
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CHAI RVAN THERRI AULT noted that the trustees have been advised to
stay clear of policy decisions so he understands the reluctance to
take a stand. However, this would trigger a nunber of consequences
that the legislature would have to deal wth.

MR. KELLY responded the |egislature wouldn't have to deal wth
consequences any nore if this was passed than they do today.
Not hi ng has changed except the anount of noney that may be renoved
fromthe fund.

MR. GRUENI NG said what will really trigger events are external to
the fund. For instance, what will be done if the constitutiona
budget reserve is near exhaustion? Wiat will be done to reorder the
priorities to deal with this? This will need to be addressed
regardl ess of passage of the legislation. The proposal does not
drive this situation - it's already there. Because the trustees
want the permanent fund to be permanent, this proposal should be in
pl ace.

SENATOR PHI LLIPS noted they said it would not affect the dividend
but wondered whet her there m ght not be sone circunstances where it
woul d be affected.

MR. KELLY said if there is the 5 percent payout and the dividend
formula is left in place there is one circunmstance in which the
dividend would be affected. If there are a nunber of
extraordinarily good years such as we just experienced, there is a
limt on how high the dividend can grow. However, analysis shows
that, at that point, the dividend would be between $3,000 and
$4, 000 per person. If people were getting that size dividend there
probably won't be conpl aints because there was the 5 percent limt.

SENATOR PHI LLI PS pointed out there were | ots peopl e that envisioned
$4, 000 di vi dends.

MR. KELLY said this doesn't mean you can't have $4, 000 di vi dends.
This gives the assurance there will be dividends that grow over
time as long as the fund grows.

MR. GRUENI NG said this goes to the question of inner-generational
equity and generations are addressed in the statutes. The nmaxi num
sustainable yield of a fisheries stock is a workabl e anal ogy even
t hough the investnent field is nore predictable than the scientific
predictions of fisheries stocks. If you take six percent of the
stock rather than five percent, you can get nore fish for awhile.
However, over the long termyou'll pay for this in the outer years.
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The permanent fund w il take care of everyone now and our children
and grandchildren so we're | ooking at other generations. If we | ook
beyond our i mredi ate needs to our children and grandchildren this
will look like a good idea. Even if your only support for the fund
is the fact that it gives a dividend, this nakes sense. It's not
tied to a fiscal plan but to the idea you can get the maximm
distributions over tine by limting the payout to a reasonable
| evel .

CHAI RVAN THERRI AULT sai d,

The question about the 5 percent limting the size of the
dividend is the product of the fact that if you have a 5
percent nmaxi mum payout and you have a separate
calculation that is the 5 year rolling average of the
realized earnings, you mght have one that obligates you
or conputes nore noney than you have noney to pay.

MR. KELLY said that is correct.
MR. GRUENI NG agreed but said that is a very rare situation.

MR, KELLY said it is not only rare, it only happens on the top end
not the bottom end.

CHAI RVAN THERRI AULT conmented that principal was not included in
the wording on page 1, line 9 & 10 that says, "Al incone fromthe
permanent fund shall be deposited in the pernmanent fund.” He noted
they don't want it in the principal.

MR KELLY said that is correct. They define permanent fund as it is
by statute, which is the principal and the earnings reserve
account .

For 20 years they have said there are two parts to the permanent
fund. There is the principal and there is the incone. Principal is
defined as (1) oil revenues, (2) inflation-proofing and (3) special
appropriations. Everything else is earnings reserve account and
avail abl e for appropriation.

CHAI RVAN THERRI AULT asked about the possibility of principal
erosion if 5 percent of the value was withdrawn on a yearly basis
and there was a consecutive nunber of flat or negative years. Page
1, line 8 of the resolution says, "principal of which shall be used
only for those incone-producing investnents" while another part of
the constitution says you may have a draw of up to 5 percent of the
val ue. There could be situations in which those two are in conflict
and in drawing up to 5 percent there could be an erosion of the
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principal. He was not sure the |language on line 8 is strong enough
to prevent the erosion of principal value. O course, the |onger
noney is put into the earnings reserve portion of the pernmanent
fund the less potential there would be for erosion of principal.
I ndi vi dual Al askans m ght |look at this as a departure from what
they are accustoned to.

MR. GRUENI NG responded that they have di scussed this question and
it is critical to the pronmotion of the proposal that they intend to
have no repeal or inpairnment of the prohibition that exists now
Principal nmay not be spent. If there were any way to nmake this
clearer than it is now then he would be in favor of the change.
They don't want to | ose any protection and they haven't changed the
wor di ng. The di scussion of whether there is a conflict tends to
come up in groups of attorneys and if enough attorneys work on
witing the amendnent there is a great possibility that nost people
won't be able to understand what has been witten. They would |ike
to keep it as sinple and straightforward as possible but if there
is doubt about their clear intention they would be open to changi ng
the wording. They did not touch the word principal, it stil
exi sts.

CHAI RMAN THERRI AULT said the percentage that is dedicated by the
constitution, the 25 percent and any deposits made into principal
by the legislature to this point, including inflation-proofing and
any future oil revenues. It would include inflation-proofing if we
kept the statute that did the conputation and the deposits but not
inflation-proofing if it was just the retention of earnings.

MR. KELLY said he understands it the way they do. For the record,
there are two limts: the first limt that cannot be breached is
you cannot invade principal; and second, you cannot payout nore
than 5 percent of the market value. If there was a conflict between
the two limts, there would be less nobney to pay out and the
princi pal would still be protected.

MR. GRUENI NG sai d he doesn't believe they have received a copy of
the nmeno by Tamara Cook. He may have seen a copy in Chairman
Therriault's office but they don't have a copy in their files.

CHAI RVAN THERRI AULT said they woul d nake sure a copy was sent. He
noted there was sone tension between | egislative counsel, pernmanent
fund counsel and the drafters.

MR. GRUENING replied it was in a different area.
CHAI RVAN THERRI AULT agreed and added style was al so questioned. He

wanted to work toward ensuring that principal would still be
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protected even in the unlikely situation there is a conflict
between the allowable 5 percent draw and where that noney could
come from He didn't know whet her there was so nuch discussion in
t he House that they deemed it unworkabl e.

MR. GRUENI NG said they didn't see the two as in conflict but they
woul d be happy to | ook at the neno.

CHAl RVAN THERRI AULT said the neno al so pointed out the difficulties
i nvol ved for the anmendnent to "spring into effect in the mddle of
a fiscal year" and she [ Ms. Cook] suggested adding a July 1, 2003
effective date. "Oherwise, for part of the year the |egislature
will be able to appropriate fund inconme, while at the end of the
sane year it wll have access to an anount based on market val ue of
the fund."

MR. KELLY said he had thought of that as well. The voters would
approve this in Novenber and it would go into effect 90 days | ater,
which would be sone tinme in February. The legislature neets in
January and the constitutional anendnent won't be in effect. Until
that nonment, everything in the earnings reserve account could be
Wi t hdr awn.

CHAI RVAN THERRI AULT said there is a real potential problem wth
that. If the earnings reserve, which is the cushion that is
depended upon, is either transferred into principal or transferred
into the constitutional budget reserve before the effective date
for the new | anguage, there would be a very real problem because
there m ght be no earnings reserve to provide the cushion to keep
from i nvadi ng principal.

MR. KELLY said the problemis not with the nethodol ogy because it
continues to work. The problemis if you choose to do that you wl|
have put yourself at significant risk. If you did that, you would
have to be content living with the earnings for that year even if
t hey were negati ve.

CHAI RVAN THERRI AULT said that's if the |anguage on page 1, line 8
super cedes the | anguage about the 5 percent draw. Ot herw se, that
potential conflict between the 5 percent allowabl e draw and whet her
that can invade principal will be heightened because the cushion
m ght not be there anynore.

MR. GRUENI NG sai d that exists now regardl ess of whether or not the
anendnent becones part of the constitution. It's theoretically
possi bl e but hopefully won't ever occur.

CHAI RVAN THERRI AULT said he would like this proposal to be
considered at the same tinme as the resol ution sponsored by Senat or
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Wward that deals with the permanent fund. The resolution is
currently in the finance commttee and unlikely to nove out this
session. He would like to hear from commttee nenbers about the
i ssues and questions that have been rai sed before they reconsider
the resolution as a comm ttee.

#

The neeting was adjourned at 5:05 p. m

SENATE STA COW TTEE - 18- April 26, 2001



