HOUSE FI NANCE COW TTEE
January 29, 2003
1:27 P.M

TAPE HFC 03 - 4, Side A
TAPE HFC 03 - 4, Side B

CALL TO ORDER

Co-Chair Harris called the House Finance Conmttee neeting
to order at 1:27 P.M

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representative Kevin Meyer, Vice-Chair
Representative Eric Croft
Representative Ri chard Foster
Representati ve M ke Hawker

Represent ati ve Reggi e Joul e
Representative Carl Mses
Representative Gary Stevens
Representative Bill Stoltze
Representative Ji m Wit aker

VEMBERS ABSENT

None
ALSO PRESENT

Senat or Ral ph Seekins; WIIiam Corbus, Conm ssioner,
Depart ment of Revenue; Hans Roeterink, Executive Director,
Al aska Sci ence and Technol ogy Foundati on, Anchor age.

PRESENT VI A TELECONFERENCE

None
GENERAL SUBJECT(S) :

APPQO NTMENT:
W liam Corbus, Conmi ssioner,
Depart ment of Revenue

FY04 State Revenue Forecast - Departnent of Revenue
AGENCY OVERVI EV\&:
Depart ment of Revenue

Al aska Sci ence & Technol ogy Foundati on,
Department of Comrunity & Econom c Devel opnent
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The follow ng overview was taken in log note format.
handout s
Comm ttee through the 23rd Legislative Session,
23rd Legislative

and

2156.

will be

After the

Tapes
House Fi nance
cont act 465-
they wll be

file with the

Sessi on

avai l abl e through the Legislative Library at 465-3808.

LOG

SPEAKER

DI SCUSSI ON

TAPE HFC 03 - 4, SIDE A

000

Co-Chair Harris

Convened t he House Finance Conmittee
neeting at 1:27 PPM A roll call was
taken and all nenbers were present.

122

Co-Chair Harris

Ref erenced the sub-commttee nenber |i st.

Appoi nt ment Di scussion of WIIiam Corbus
Comm ssi oner for Departnent of Revenue

226

Co-Chair Harris

In accordance with AS 39. 05. 020, the

Fi nance Commttee reviewed the
qualifications of WIIiam Corbus,
Governor' s appoi ntee and recomends t hat
the name be forwarded to a joint session
for consideration.

301

W LLI AM CORBUS
COW SSI ONER
DEPARTMENT OF
REVENUE

Stated that he was honored that the
Governor had recomended himfor the
position of Comm ssioner of the
Departnent of Revenue.

420

Comm ssi oner Cor bus

Provi ded background i nformation on his
personal history and investnent banki ng.
Comm ssi oner Corbus noved to Juneau in
1970. Prior to that, he worked on Wl
Street for four years. He added that he
had spent 32 years in the electric
utility managenent with Al aska Electric
Li ght & Power Conpany. He referenced the
nunber of bank boards that he served on
and added that he had served on Governor
Know es H ghway Gas Pi peline.

Addi tionally, he noted that he has been
active on State, civic and charitable
activities and held position on several
boards and conm ssi ons.

625

Co-Chair Harris

bserved situations statew de regarding
fiscal concerns of the State.

649

Conmm ssi oner Cor bus

Comment ed that he was new on the job and
di d not have specific recomendati ons.
He noted that he agreed with the
Governor's suggestion regarding the oi
and gas devel opnent and assured that
woul d be an area of focus.

721

Co-Chair WIIliams

Asked what the State could do to iIncrease
revenues in order to address fiscal gap
concerns.

819

Conmm ssi oner Cor bus

Reiterated that the Governor has

mentioned oil. He observed that later in
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his testinony, he would reviewthe
revenue forecast. The petrol eumindustry
nmust to be encouraged to keep up their

| evel of investnment. He stated that he
woul d di scuss what coul d encourage those
conpani es to nmake investnents to sustain
production. At present time, he had no
speci fics.

920

Representati ve
Hawker

Observed that Conm ssioner Corbus had an
ext ensi ve background on public utilities
adm ni strati on and banki ng. He requested
a broader el aboration regarding his
qualifications to act as Conm ssi oner of
t he Departnent of Revenue.

959

Conmm ssi oner Cor bus

Replied that he has been follow ng the
State of Alaska s financial situation for
many years. He advised that his
experience on the Al aska Pensi on Board,
State Fiscal Policy Council and other
commi ssions. He acknow edged that as far
as | eading the Departnent of Revenue, it
woul d be a form dabl e task. He added that
he had filled | eadership positions

t hroughout his life. He noted the
qualifications of his staff.

1148

Representati ve
Hawker

Asked for an expansion on the roll that
t he Departnent of Revenue would take in
the future as part of the new

Admi ni strati on.

1204

Conmm ssi oner Cor bus

Responded that the m ssion of the
Depart ment of Revenue was to coll ect
noney for the State and then invest it.
Conm ssi oner Corbus noted that he was
nore concerned with increasing the

col l ections, which would increase
revenues.

1250

Representati ve
Stoltze

stressed that Comm ssioner Corbus was
very qualified for the position of
Comm ssi oner of Departnent of Revenue.
He requested for a brief discussion on
any foreseeabl e changes to the Pernanent
Fund.

1328

Comm ssi oner Cor bus

Comrent ed that the Pernmanent Fund had not
had a neeting since the Adm nistration
cane into office. Comm ssioner Corbus
noted that he did know many of the Board
of Trustees and agreed with the

al |l ocati on approach taken in the past.

1435

Representati ve
Stoltze

I nqui red about Conm ssi oner Corbus’
opi ni on on the endownent.

1440

Comm ssi oner Cor bus

Replied at this tine, he did not.

1503

Representative Croft

Acknow edged that Conmm ssioner Corbus was
gualified. He addressed the State's
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current fiscal issues. He asked how | ong
| onger the State would have with its
current spending fromthe Capital Budget
Reserve (CBR)

1603

Conmm ssi oner Cor bus

Responded that the only information that
he had was the Fall revenue forecast as
prepared by the previous Adm nistration.
Based on those projections, the CBR was
be exhausted by June, 2005.

1705

Representative Croft

Asked how can the State encourage new
noney out of the oil industry, when the
State is on a "3-year" fiscal crash
cour se.

1740

Conmm ssi oner Cor bus

Responded that he did not have an answer
to that at present tine. He comented
that it is being worked on at this tine.

1801

Representati ve Croft

Questioned that response.

1817

Representati ve
Fost er

Commended Conmi ssi oner Corbus on his
resune and experience. He thanked M.
Corbus for his wllingness to take the
position with the Adm nistration.

1850

Co-Chair Harris

Stated that Conmm ssioner Corbus woul d be
confirmed by the House Finance Committee
for the position of Comm ssioner of the
Departnent of Revenue.

OVERVI EW DEPARTMENT OF REVENUE

1928

Vi ce- Chair Meyer

Called the Commttee back to order and
noted that Co-Chair WIIlians and Co-Chair
Harris woul d be absent for the renmai nder
of the nmeeting and that he would be the
Chair.

1957

Comm ssi oner Cor bus

Noted that the m ssion of the Departnent
was to collect State funds and i nvest
them Stated that there are seven
divisions within the Departnent of
Revenue. He |isted each of those
di vi si ons:
e Adm nistrative Services
e Treasury
e Child Support Enforcenent Division
( CSED)
e Permanent Fund Divi sion
« State Bond Conm tteel/ Al aska
Muni ci pal Bond Conm ttee
e Tax Division
» Al cohol Beverage Control Board (ABC

2053

Comm ssi oner Cor bus

Stated that there are approxi mately 450
full time enployees working for the
Department. There is an overall budget
of approximately $70 mllion dollars.
Most of that noney is a nanagenent fee
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for the Permanent Fund and the Pensi on
Fund. $12.5 mllion cones from General
fund appropriations.

2113 | Conm ssi oner Cor bus

Listed the other entities within the
Depart ment of Revenue for adm nistrative
pur poses are:

 Permanent Fund Corporation

Al aska Housi ng Fi nance Cor poration
( AHFC)

« Mental Health Lands Trust

2132 | Conm ssi oner Cor bus

Added that one of the inportant roles of
the Departnent was to prepare the sem -
annual revenue source book.

2205 | Conm ssi oner Cor bus

Expl ained that the Tax Division is broken
into 9 groups with 88 enpl oyees. The
groups are:

e property tax

e o0il property taxes

* econom c research

* appeal s

e Audit | group

e Audit 2 group

e Gam ng group

e Adm nistrative support
e Information technol ogy
e (Qperations

and gas tax revenues anmount to $945

2241 | Comm ssi oner Cor bus

al

mllion dollars for FYO2.

Chil d Support Enforcenent D vision (CSED)
- mssion to establish paternity,
determ ne nonthly child support anount,

i ssuing w thhol ding orders, collecting
and di spersing paynents, and

i nvestigating cases of non conpliance.

2332 | Conmmi ssi oner Cor bus

Hi storical records indicate good progress
in handling conplaints over the years.

2356 | Conmmi ssi oner Cor bus

Addr essed the Permanent Fund Di vi dend
Division. There are 59 pernanent

enpl oyees and 34 seasonal enpl oyees. He
noted the Division is making progress

wi th people filing applications on-Iline.

2449 | Conm ssi oner Cor bus

Ref erenced the Treasury Division, which
consists of the investnent staff, cash
managenment group and the controllers
group. The Division is responsible for
managi ng $16 billion dollars. About $10
billion dollars of that anmpbunt is the
defined benefit plan for the Al aska State
| nvest ment Pensi on Board. Approximately
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$2 billion dollars is for the defined
contributions of the State. The general

funds included to about $1 billion
dollars. The Constitutional Budget
Reserve fund totals about $2 billion

dollars and there is various group funds
bringing the total to about $16 billion
dollars. The Conm ssi oner of Depart nent
of Revenue has fiduciary responsibility
for a portion of that noney. The other
$12 billion dollars, the ASPIB has the
fiduciary responsibility for. The
Depart ment of Revenue follows a defined
process for the investnent funds. The

i nvestment options are inportant. He
added that outside consultants are used
to build market assunptions and establish
an asset allocation mx, which follows a
mat hemat i cal nodel | ooking at the overal
return of the fund versus the risks
associated with it. The performance of
the fund is nmeasured through these
benchmar ks.

2752 | Conm ssi oner Corbus

Comment ed that CSED and PFD touch nore
Al askans personally than the ot her
di vi si ons.

2819 | Conm ssi oner Cor bus

He spoke to the Bond Commttee. That
Commttee is responsible for selling the
State’s general obligation bonds and

adm nisters the State's debt. The Al aska
Muni ci pal Bond Bank hel ps conmunities to
settl e tax-exenpt bonds.

2913 | Conm ssi oner Cor bus

Spoke to the Al cohol Control Board (ABC)
Board. He noted that the Departnent does
not have nuch responsibility for that
board. The Governor appoints that board
with staggered ternms. The Depart nent
does not have nuch responsibility for
that Board. They are responsible for
enforcing the State’ s |iquor |aws.
Conmi ssi oner Corbus noted that he had
been the Chairman of the Governor's
transition team He added that the
Department is “well-run” with many

dedi cat ed enpl oyees.

3030 | Comm ssi oner Cor bus

Concl uded that he | ooked forward to
wor king with the Legi sl ature.

3046 | Vice-Chair Myer

Referenced the oil price forecast sunmary
contained in the packet. (Copy on
File).

3109 | Comm ssi oner Cor bus

Not ed that he woul d highlight that
handout | ater when he di scussed the
revenues forecast.
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3135

Representati ve
Stoltze

Asked if there was serious consideration
novi ng Post Secondary Education out of
Departnent of Revenue.

3136

Conmm ssi oner Cor bus

Replied that he had not heard that

di scussed. He noted that the Departnent
manages those funds for them however,
they are the ones that neke the

i nvest nent deci si ons.

3158

Representati ve
Stoltze

Ref erenced CSED noting that the sunset

| egi sl ati on was coni ng up.

Representative Stoltze asked if there was
a change i n phil osophy between the

adm ni strations.

3125

Conmm ssi oner Cor bus

Responded that | egislation would be
i ntroduced to address the sunset.
not know about the details of the
phi | osophi cal issues.

Did

3241

Representati ve
Stoltze

Regardi ng CSED, he asked if PFD s were a
big portion of that collection.

3300

Comm ssi oner Cor bus

Expl ai ned that he had seen graphs
indicating that collections increase at
the tinme of the distribution of the PFD.

3325

Representati ve
Stoltze

Asked about noving CSED i nto anot her
depart nent because of periodic
enforcenent issues. He asked if there
had been any active consideration
regardi ng that concern

3359

Comm ssi oner Cor bus

Replied that issue had been brought to
the attention of the Departnent and that
no deci sion had been nmade. He noted that
he had not heard of the possibility of a
transfer to another departnent.

3433

Vi ce-Chair Meyer

Thought that there are not enough ABC
i nspectors. He asked if there would be
new nenbers added to that Board.

3459

Conmm ssi oner Cor bus

Replied that he did not know what was in
next year's budget. He offered to get
back to the Conmittee regarding that
concern.

DOR FORECAST PRI CE FOR ANS CRUDE A L

3612

Conmm ssi oner Cor bus

Not ed that the forecast docunent had been
prepared by the previous Adm nistration.
(Copy on File). The forecast is prepared
sem - annual | y.

3703

Conmm ssi oner Cor bus

D scussed that the Departnment does
actively consult nmenbers of the Industry
and ot her departnents regarding the
proposed nunbers. He added that within
t he Departnent of Revenue, the tax

Di vision plays a very inportant role.

3739

Comm ssi oner Cor bus

Noted that the Fall forecast this year
took a nore optimstic out | ook at the
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price of oil than the previous forecasts.
For many years prior to this forecast,

t he Departnent of Revenue was | ooki ng at

| ong run, the price being between $17.50
- $18.50 range. That had been the average
since 1986 through 2002. 1In the Fal
forecast, that was sw tched and now | ooks
back over a shorter time period, 53
nonths. That placed oil at $22 dollars a
barrel. He stressed that was a
significant change. It was concl uded
that OPEC had a handle on controlling the
mar ket managenent. Prior to that, the
feeling was that the discipline was not
there. OPEC has been responsible for the
success for the past nunber of years. He
hi ghl i ghted t he process

4040

Conmm ssi oner Cor bus

Conti nued, transportation costs are
estimated around $5 - $5.50 dollars per
barrel, which includes the tariff on the
taps, oil pipeline. The price is then
predi cted and the gross revenue is
determ ned. He added that there are four
types of taxes are collected:

e property taxes

* severance taxes

e royalty taxes

e corporate incone taxes

4148

Conmm ssi oner Cor bus

Addr essed production. The estimted oil
in the ground is about 63 billion
barrels. To date, 14 billion barrels has
been taken out of the ground and shi pped
out. It is estimated that by 2010, there
will be another 8.5 billion barrels wll
be recovered. That will require

i nvestnent by the oil conpani es.

4302

Conmm ssi oner Cor bus

Ref erenced Page 12, Table 1 in the
handout. (Copy on File). The chart
provi des the projected ANS Production
from di scovered producing fields in the
mllions of barrels.

4423

Representati ve Croft

Inquired if there would really be 8
billion gallons by 2010.

4444

Comm ssi oner Cor bus

| ndi cated that was a m stake and t hat
nunber is the anount that they ultimtely
expect to recover.

4506

Comm ssi oner Cor bus

Stated that it is expected that there
will be 1 mllion barrels per day until
2007. In 2008, there will be other oi
comng in fromPt. Thonpson. By the year
2010, 27% of the production wll conme
from new sources that have been
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di scovered and are not currently
produci ng. New di scoveries could be nmade
and will add to production until after
2010.

4604

Conmm ssi oner Cor bus

Addressed oil price. He stated that the
price is reflected by the supply and the
demand, which affect the industry. He
noted that included in the packet, is a
one- page sheet of the forecast for three
years. (Copy on File).

TAPE HFC 03 - 4, Side B

4635

Conmm ssi oner Cor bus

Pointed out how in the fall of 2002, the
out|l ook for the price of oil has junped.

4614

Cormm ssi oner Cor bus

Addressed how the State of Alaska is
currently doing with the price of oil.
Because of the strike in Venezuela, the
price has been cut adding the prospect of
war with Irag. |In the forecast for FYO0S,
it is estimated that the average price is
up $1.25 per barrel. That is good news
for the State Treasury.

4444

Comm ssi oner Cor bus

Commented that the basic concern is the
unrestricted revenues. Referenced Page
49 of the forecast.

4344

Comm ssi oner Cor bus

Referred to Page 49, which illustrates
the unrestricted and restricted costs of
oil. Page 51, addresses the unrestricted
oil revenues. The projected revenues
from 2003, of $1.468 billion trailing off
to $1.20 by 2010.

4237

Representati ve Croft

Questioned why NPRA was restricted. He
referenced Page 49 - The use of
"unrestricted" and "restricted". He
questioned if the projected forecast had
ever been right.

4156

Comm ssi oner Cor bus

Acknow edged the question but did not
know t he answer but woul d get back to the
Comm ttee regardi ng that concern.

4109

Conmm ssi oner Cor bus

Mentioned that other revenue source for
the State conme from corporate incone
taxes, and a nyriad of other taxes such
as estate tax, alcohol tax, and earning
i nvest nent.

4000

Representati ve
Stoltze

Asked about the al cohol tax. He asked
how |l ong until it actually “kicks in”.

3936

Conmm ssi oner Cor bus

Comment ed that he did not know but woul d
get back to the Commttee regarding that
concern. He referenced the non-oi
revenues sunmmarized on Pages 3 & 32 of

t he Forecast.

3905

Vi ce-Chair Meyer

Observed that the estinmate of oil revenue
is decreasing, while NPRA production is
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i ncreasing. He noted that the price of

oil would have to be at $40 dollars per
barrel to bal ance the budget gap. The
forecast does not indicate anything close
to that.

3732

Conmm ssi oner Cor bus

Enphasi zed the need for new devel opnent
intime for the devel opnent to cone to
fruition. The estinmates do not include
new producti on.

3623

Representati ve
VWi t aker

Questioned i f Conm ssioner Corbus did
accepted the nethodol ogy and assunpti ons
used by the previous Adm nistration. He
suggested that the current baseline was
unaccept abl e.

3548

Conmm ssi oner Cor bus

Stated that he did agree with the

previ ous Adm ni stration's assunptions,
however, enphasi zed that the new teamis
j ust begi nning their process.

3504

Representati ve Joul e

Questioned the overall health of the
Teacher and Public Retirenment System
(PERS & TERS).

3409

Comm ssi oner Cor bus

Replied that he had not attended any
board neetings of that contingency but
acknow edged that there are sone general
concerns because of the cuts to the stock
mar ket .

3337

Representati ve Croft

Asked if Al aska National WIldlife Refuge
(ANVWR) could save the State if it cane on
line “tonmorrow . Wuld it produce
enough, before the State runs out of
noney.

3313

Comm ssi oner Cor bus

Comrent ed that ANVWR was not included in
the 2010 projection. He stated that he
woul d get back to the Conmttee regarding
that concern. Testinony concl uded.

Al aska Sci ence and Technol ogy Foundati on

3201

HANS ROETERI NK,
EXECUTI VE DI RECTOR,
ALASKA SCI ENCE AND
TECHNOLOGY

FOUNDATI ON ( ASTF)

Provi ded nenbers with an information
packet regardi ng Al aska Sci ence and
Technol ogy Foundati on (ASTF). (Copy on
File). He provided a brief personal

hi st ory.

2919

M. Roeterink

Not ed that ASTF was funded in 1988 wth
the goal to establish a foundation and
econon ¢ base to grow the econony and as
a counterpoint against the erosion of
oil. There are three el enents that nust
be in place for growh

* Education

e Partners

* Projects/technol ogy/ know edge

2702

M . Roeterink

Observed that Al aska Manuf act ures'
Associ ati on (AK/ MA), one of their
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partners, has a mi ssion to enhance the
fisheries.

2556

M . Roeterink

Stressed the need to create an
environment that would allow growth for
the future. In order to nove forward, the
State should pick areas that the State is
good at and use new t echnol ogy, and

t el ecommuni cati ons to enhance grow h.

2319

M. Roeterink

bserved that |unber grading, SciFish and
Al aska FreshCut, an Anchorage conpany,
have benefited fromthat approach.

2153

M . Roeterink

Addr essed how ASTF can hel p grow

i ndustry, through an efficient, clear

process. M. Roeterink presented the

Committee with a list of projects that
ASTF has participated in. He expl ai ned
that the intent is to concentrate with
fewer projects with nore direction and
noni t ori ng.

1913

M . Roeterink

Spoke to funding. He observed that the
Board approved 5% of the market val ue
concept to limt distributions, to
protect a snooth distribution of nonies
by ASTF in the future. He referred to
University funding by ASTF. He observed
that $2.3 mllion dollars had been
appropriated to the University. He
suggested that other sources be found in
order to continue that funding.

1527

Representati ve
Stoltze

Asked for nore information regarding
Uni versity funding.

1439

M. Roeterink

Explained that a $2 mllion dollar
appropriation to the University does not
all ow ASTF direction as to how the
funding and how it woul d be spent.
Research is key to noving forward.

1326

Representati ve Croft

Asked if ASTF was prohibited fromtaking
an equity position.

1305

M. Roeterink

Responded that they are prohibited.

1255

Representati ve
St evens

Spoke in support of AK/ MA. He thought
that was within the Departnent of
Communi ty and Econom ¢ Devel opnent

Di vi si on.

1222

M. Roeterink

Expl ai ned that AK/MA was started by ASTF
and then “spun off”. He noted that the
ASTF share of the funding has decreased
from50%to 20% percent as the percentage
of their other funds has increased.

1023

Representati ve
Hawker

Questioned if ASTF grants require a
repaynment.

957

M . Roeterink

Grantees nust repay 1.5 percent if that
agency renains in the State. They pay
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three tines that amount if they |eave the
St at e.

928

Representati ve
Hawker

He noted that the overhead rate is
approximately 20 percent. He asked if
comunity investnent should be nore or
| ess aggr essi ve.

841

M. Roeterink

Expl ained that core needs require 4 - 5
staff nmenbers. He noted that ASTF could
adm ni ster nore noney, if it were

avai lable, with their current staff. He
stressed that the State needs growth
outside of oil.

650

Representati ve
Hawker

Sunmmari zed that M. Roeterink felt that
ASTF is operating efficiently. He asked
t he outstanding commtnent for match
noney by partners.

607

M . Roeterink

Estimat ed the outstanding comm tnents
total about $2 million dollars, |eaving
approximately $1 to $1.2 million left for
i nvestnment this year. The funds are part
of the Permanent Fund.

521

Representati ve
Wi t aker

Asked the total long-termliability for
ASTF, currently allocated to prograns.

441

M. Roeterink

Did not know t he exact anpunt but
esti mated between $3 - $5 million
dollars. There are sone |long-term
comm tnents that have been made.

419

Representati ve
St evens

Asked for nore informati on on the success
of the surim industry.

400

M. Roeterink

Noted that the surim grantee has been
successful and is selling $70 to $80
mllion dollars of product per year. It
is a very successful endeavor.

360

ADJ OURNVENT

The neeting was adjourned at 3:14 P. M
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