HOUSE FI NANCE COW TTEE
January 14, 2003
1: 43 PM
TAPE HFC 04 -03, Side A

CALL TO ORDER

Co-Chair Harris called the House Finance Conmttee neeting
to order at 1:43 PM

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representative Kevin Meyer, Vice-Chair
Representative M ke Chenaul t
Representative Eric Croft

Representati ve Hugh Fate
Representative Ri chard Foster
Representative M ke Hawker

Represent ati ve Reggi e Joul e
Representative Carl Mses
Representative Bill Stoltze

VEMBERS ABSENT

None
ALSO PRESENT

Representative David GQuttenberg; Representative Dan Qgg;
Representative Harry Crawford; Representative Beverly Masek;
Represent ati ve Ral ph Sanuel s

PRESENT VI A TELECONFERENCE

None
GENERAL SUBJECT(S) :

OVERVI EW  PERCENT OF MARKET VALUE SUBCOW TTEE
HOUSE SPECI AL COWM TTEE ON WAYS AND MEANS

The followi ng overview was taken in log note format. Tapes
and handouts wll be on file wth the House Finance
Comm ttee through the 23rd Legislative Session, contact 465-
2156. After the 23rd Legislative Session they wll be
avai |l abl e through the Legislative Library at 465-3808.
LOG | SPEAKER DI SCUSSI ON

TAPE HFC 04 -03

SIDE A
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000

Co-Chair Harris

Convened the House Finance Conmmittee
neeting at 1:43 p. m

158

Vice-Chair

Meyer

Explained that Co-Chair WIIlians asked
him to head up the Percent of Market
Val ue Subcommttee (POW), at the end of
the | ast session, to discuss the concept
in different places around the state. The
Senate also has a POW subcommittee
chaired by Senator Ralph Seekins, which
met in other communities. Representative
Hawker chairs the House Special Committee
on Ways & Means, which also net in
vari ous t owns. Vi ce- Chair Meyer
introduced the nenbers of the POW
comittee and expl ai ned t hat
Representati ve Hawker repl aced
Represent ati ve Wi ttaker.

439

Vice-Chair

Meyer

expl ai ned t hat t he neet i ngs wer e
i nformati onal presentations wth the
Per manent Fund Board and were not an
attenpt to gain public support. The
public was invited and encouraged to
testify. He observed that Kenai
testifiers expressed concern that if
there were nore noney, state spending
woul d i ncrease.

531

Vice-Chair

Meyer

Encour aged consi deration of
Representative Stoltze’'s bill, to require
a spendi ng cap.

613

Vice-Chair

Meyer

El aborated on the concerns and perceived
di sadvant ages of t he POW  concept
including whether it is necessary, the
pressure to use sone of the noney as
state revenues becone tighter, and
whether it will limt the legislature’s
flexibility once it’s in the state
Consti tution.

737

Vi ce-Chair

Meyer

Mai nt ai ned that the Permanent Fund Board
is confortable with a 5% payout based on
an 8% return with 3% to protect the Fund.

bserved that concern has been expressed
that the principal wuld have to be used
for the 5% payout. Sone years the Fund
will earn up to 12% Vice-Chair Meyer

asserted he’s in agreenent with a 5%
payout and asserted that the Fund would
achi eve 8% over the long term

847

Vi ce-Chair

Meyer

Encouraged the Subcommttee to nove HIR
26 [POW legislation] when it’s heard
January 20;

947

Vi ce-Chair

Meyer

In summary, he stated that HIR 26 hel ps
ensure a good dividend, protects the Fund
and lets all Alaskans vote. There are
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m nor differences between the House and
Senat e versi ons.

1150 | Representative
Chenaul t

Expressed that it’s a subject the "“grass
roots” citizens need to |ook at rather
than assenbly or chanber of comrerce
peopl e whom he feels nmay have underlying
reasons for voting for the POW. The
| egi slature needs to get the information
out so people can nmake an infornmed
decision. He concluded that the Percent
of Market Value Board cane out with solid
i nformation.

1457 | Representative Joul e

Pointed out that this process has been
on-going for several years with efforts
to nove a neasure from the House, and
expressed his support of the process and
noted that the discussion 1is being
expanded outside the |egislature.

1705 [ Co-Chair Harris

Thanked Vice-Chair Meyer and referred to
Governor Miurkowski’'s State of the State
Address that opened up the arena of
managenent of the Permanent Fund. He
observed that if the public doesn’t want
to use the Permanent Fund to fund state
gover nnment , then Alaska’'s <choice s
limted to taxation and natural resource
devel opnment. Co-Chair Harris stressed the
extrene i nportance of this issue.

1958 | Representative Croft

Noted that currently there is absolute
protection of the Fund's principal wth
spending of its accunulated earnings.
Al t hough he agreed there is cause to nove
toward POW, he stressed that the current
formulation is a safe one because the
state can’'t spend what it hasn’'t earned:
t he danger of POW lies in spending what
hasn’t actually been earned and even
i nvadi ng the principal of the Fund, which
has never been allowed. The trade-off or
benefit is automatic inflation-proofing.

2140 | Representati ve Croft

Continued to discuss rates of return and
average inflation.

2248 | Representati ve Croft

Enphasi zed the risk is asking Al askans to
make permanent changes and stressed bei ng
clear and honest wth the people. He
guestioned how to divide the earnings.

2421 | Representati ve Croft

Per cent of Mar ket Val ue can’t be
i nnocuous and affect dividends and at the
same tine, be the cornerstone of a fiscal
plan diverting that noney to state
governnment. Representative Croft rejected
the idea that it is a choice between
taking a substanti al portion of the
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people’s dividend or facing financial
col | apse when, in fact, Alaska contains
North America s |argest deposi t of
nat ural gas.

2632 | Representative Croft |Asserted t here are significant
alternatives t hat i nvol ve resource
devel opnent rather than taxation.

2710 | Co-Chair WIIliams Noted there will be nore tinme to debate

this issue later this session.

2811 | Representative

Acknow edged that Representative Croft

Hawker raised legitimate concerns and his debate
was wel |l franed.
2912 | Vi ce-Chair Meyer Said the [PF] Board wll answer the
concerns voi ced by Representative Croft.
3015 | Representati ve Fram ng t he di scussi on in br oader
Hawker perspecti ve, Representati ve Hawker

di scussed the evolution of the House
Special Conmttee on Ways and Means
(HSCWM nenbership and its targets and
obj ectives. HSCWM started with the w dest
possi ble breadth of fiscal philosophy
with legitimte divergence of opinion
anong the nenbers.

3413 | Representative
Hawker

Di scussed the five conponents of the
commttee’s Conprehensive Fiscal Pl an
provided in a handout (copy on file.)
These are not new points and have been
brought before the body in previous
years.

3714 | Representative
Hawker

Qobser ved t he interim was spent
resear chi ng t he backgr ound of t he
Per manent Fund and neeting with elected

officials and school boar ds in
comunities i ncl udi ng Unal aska,
Fai r banks, None, Anchor age, Kenai ,

Sol dot na, Pal ner and Wasil | a.

3918 | Representative
Hawker

Continued that all neetings were open and
the neeting format included explanation
of HR 6 and the three mssions of the
Comm ttee.

4033 | Representati ve
Hawker

St at ed he di scovered a | ot of
m sunder st andi ng even anong el ected
officials about the budget deficit and
budget situation.

4234 | Representative

Referred to “Alaska’s Fiscal Tool box” in

Hawker t he handout .
4319 | Representative Explained the town neetings addressed
Hawker cutting the budget to deal with the $650

mllion deficit but said it would involve
deleting essential state services that
conprise 65% of the budget [see handout,
Budget Cuts in Perspective].

House Fi nance Committee

4 01/ 14/ 04 1: 43 PM




4514

Represent ati
Hawker

ve

Referred to the graph provided by the
Legi sl ative Finance Division. He argued
that today, on an inflation-adjusted per
capita basis, we have cut the budget to
pre-Pipeline levels. He asserted that
fiscal di scipline comes W th
consequences.

4625

Represent at i
Hawker

ve

Stated that because |less than one-third
of audiences at the conmunity nmneetings
had lived in Al aska when the Permanent
Fund was created in 1976, the neetings
needed to address the Fund’'s intent.
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4447

Represent at i
Hawker

ve

Representative Hawker read excerpts from
t he Permanent Fund “Statement in Favor of
Proposition No. 2” and concluded that we
need to ask where the state funds wl
originate when the resources of oil and
gas are depleted. The Permanent Fund
will not replace the people’ s collective
responsi bility.

4358

Represent at i
Hawker

ve

Di scussed the 5% POW payout concept,
with a 50-50 split to dividends and
publi c services.

4227

Represent at i
Hawker

ve

Quot ed from the handout , Al aska’ s
Dilemma: we only need to tax ourselves to
the extent we are unwilling to use part
of the Permanent Fund’'s earnings. Briefly
di scussed points in Governor Mirkowski’s
State of the State Address including
frugality, adopting a constitutional
spending limt, the gas pipeline project,
adopting endowrent managenent for the
Fund, the POW, and structuring general
revenue system conponents.

4044

Represent at i
Hawker

ve

Referred to a fiscal policy letter to
Representati ve Hawker, dated October 29,
2003 and signed by nunmerous enployers,
nonprofits and ot her busi ness
representatives (copy on file.)

3957

Represent at i
Hawker

ve

I ndi cat ed articles appearing in
newspapers across the state show energi ng
public consensus is in favor of these
pr oposal s.

3821

Represent at |
Hawker

ve

Asserted that the people voiced a | ack of
support for taxes.

3532

Represent at i
Hawker

ve

Stressed t hat Al askans call ed for
| egislative |eadership and solutions
during the HSCWM conmi tt ee neeti ngs.

3357

Represent at i
Hawker

ve

Expressed hope of bri dgi ng t hese
legitimate issues in the Adnm nistration
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and with the Mnority.

3236

Vi ce-Chair Meyer

Asked Representative Hawker if there were
“a central theme” people supported, such
as sales or incone tax, or use of the
Per nanent Fund ear ni ngs.

3143

Representati ve
Hawker

The neetings skipped over taxes but he
has concl uded t hat a geogr aphi c
difference exists wth small, rura
communities Jlocated off the Railbelt
adamantly opposed to sales taxes and
those on the Railbelt in favor of them
The public appears accepting of taxes as
long as the budget is reduced to the
“right level,” with divergent opinion on
what that m ght be.

2932

Vi ce-Chair Meyer

Concluded by stating that support or
opposition for sales versus incone tax
depends on where you live.

2817

ADJ OURNIVENT

House Fi nance Committee

The neeting was adjourned at 2:51 PM
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