HOUSE FI NANCE CQOWM TTEE
March 22, 2004
1:42 P. M

TAPE HFC 04 — 62, Side A
TAPE HFC 04 - 62, Side B
TAPE HFC 04 - 63, Side A
TAPE HFC 04 - 63, Side B

CALL TO ORDER

Co-Chair WIllians called the House Finance Comm ttee neeting
to order at 1:42 P.M

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Bill WIIlians, Co-Chair
Representative Kevin Meyer, Vice-Chair
Representative M ke Chenaul t
Representative Eric Croft
Representative Hugh Fate
Representative Richard Foster
Representati ve M ke Hawker

Representati ve Reggi e Joul e
Representative Carl Moses
Representative Bill Stoltze

MEMBERS ABSENT

None
ALSO PRESENT

Bob Barthol omew, Chief Operating Oficer, Al aska Permanent
Fund Corporation, Departnment of Revenue; Bruce Tangeman,
Fi scal Analyst, Legislative Finance D vision; Cheryl Frasca,
Director, D vision of Managenent & Budget, Ofice of the
Governor; Pete Ecklund, Staff to Representative WIIians;
Tom Wight, Staff to Representative Harris; Kim Garnero,
Director, Division O Finance, Departnent O Adm nistration;
Sue Stancliff, Staff to Representative Pete Kott; Tanmara
Cook, Director, Legislative Legal and Research Services; M.
Bill Sherrill, Transportation & Infrastructure Conmttee,
U.S. Congress.

PRESENT VI A TELECONFERENCE

Billie Jo Han, Wasill a
SUMVARY

HB 494 An Act relating to the disbursenent of noney by
the state, including enploynent conpensation,
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unenpl oynent paynment s, and per manent fund
di vidends, and to bank investnents and deposits by
the state; and providing for an effective date.

CSHB 494(FIN) was REPORTED out of Conmittee with a
"do pass" recommendation and seven new fiscal
i mpact notes.

HIR 26 Proposi ng anendnents to the Constitution of the
State of Alaska relating to and Ilimting
appropriations from and inflation proofing the
Al aska permanent fund by establishing a percent of
mar ket val ue spending limt.

HIR 26 was heard and HELD in Committee for further
consi der ati on.

HB 298 An Act relating to t he di stribution of
appropriations from the Alaska permanent fund
under art. |X, sec. 15(b), Constitution of the
State of Al aska, and maki ng conform ng anmendnents
and providing for an effective date.

HB 298 was heard and HELD in Committee for further
consi derati on.

HIR 9 Proposi ng anendnents to the Constitution of the
State of Alaska relating to an appropriation limt
and a spending limt

HIR 9 was heard and HELD in Commttee for further
consi der ati on.

HB 236 An Act inposing a tax on enploynent; and providing
for an effective date.

HB 236 was heard and HELD in Committee for further
consi derati on.

#HB494
HOUSE BI LL NO._ 494

An Act relating to the disbursenment of noney by the
state, including enploynent conpensation, unenploynent
paynents, and permanent fund dividends, and to bank
investnments and deposits by the state; and providing
for an effective date.

Co-Chair Harris MOVED to ADOPT Wrk Draft Version Q of HB

494 dated 3-17-04. Co-Chair WIIlianms OBJECTED for purposes
of di scussion.

M5. SUE STANCLIFF, STAFF TO REPRESENTATIVE PETE KOIT,
expl ai ned the changes in Version Q She noted that there
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was discussion during the last hearing of the provision in
Section 19 that required the departnents to do electronic
di sbursenents. This version nmekes it optional and suggests
that the departnents use el ectronic di sbursement. The change
in Section 14 relates to stale dating and uncl ai med property
and it was recommended by the Departnent of Adm nistration

Ms. Stancliff continued, Version Q deletes the section that
repealed the word “warrant” and inserts “warrant” because
warrants woul d be issued and should be kept in statute. The
Al aska Railroad recommended the |ast change. She expl ai ned
that the Railroad is not required to do electronic
di sbursenents because it is exenpt under current statutes,
so the work draft renmpoved the Railroad to avoi d changi ng two
other parts of the bill.

Co-Chair Harris noted that every year at budget tine the
Legi sl ature takes up the stale dated warrants, and he asked
if the bill addresses that issue. M. Stancliff deferred to
t he Departnent of Adm nistration.

M5. KIM GARNERO, DI RECTOR, DIVISION OF FI NANCE, DEPARTMENT
OF ADM NI STRATION, stated that |ast year the Legislature
amended Title 37.05.180 that affects stale dated warrants.
She explained that starting |last year the warrants becane
part of wunclainmed property. The unclainmed property program
hol ds the nmoney until the claimhas cone forward instead of
letting it |apse into the General Fund and waiting to get a
new appropriation in the stale date process. She said that
it works well, and that there wouldn't be further stale
dated warrant |egislation.

Ms. Garnero also noted that |last year the Legislature
anended the m scellaneous clains portion that is the two-
year-old bills. She said that these currently only cone
before the Legislature if they are large and the agency
couldn’t pay for themout of the current budget.

Representative Foster MWED to report CSHB 494 out of
Conmittee with i ndi vi dual reconmendat i ons and t he
acconpanying fiscal notes. There being NO OBJECTION, it was
so ordered.

CSHB 494(FIN) was REPORTED out of Committee with a "do pass”
recommendati on and seven new fiscal inpact notes.

#HIR26
HOUSE JO NT_RESOLUTI ON NO. 26

Proposi ng anendnents to the Constitution of the State
of Alaska relating to and Iimting appropriations from
and inflation proofing the Al aska permanent fund by
establishing a percent of market value spending limt.
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Co-Chair Harris MOVED to ADOPT Work Draft Version U of HIR
26 dated 3/19/04. There being NO OBJECTION, it was so
or der ed.

PETE ECKLUND, STAFF TO REPRESENTATIVE WLLIAMS, expl ained
the incorporation of Representative Stoltze' s Anmendnent #1
in Version U He said that it sinply shortened and anended
the title of the resolution.

In response to a question by Co-Chair WIllians, M. Ecklund
commented that Amendnment #2 is not in Version U

Co-Chair WIIlianms announced that he would nove HIR 26 to the
bottom of the agenda until Representative Stoltze arrived to
address it.

#HB298
HOUSE BI LL NO._ 298

An Act relating to the distribution of appropriations
from the Al aska permanent fund under art. [X sec.
15(b), Constitution of the State of Al aska, and making
conform ng anendments; and providing for an effective
dat e.

Co-Chair Harris MOVED to ADOPT Wrk Draft Version V for HB
298 dated 3/19/04. There being NO OBJECTION, it was so
order ed.

MR. PETER ECKLUND, STAFF TO REPRESENTATIVE W LLI AMS,
expl ained the changes by conparing Version V wth the
previ ous version, House Special Commttee on Ways & Means

Version U. In Version U, on page 3, lines 5 and 8, the word
“average” was changed to “annualized,” at the request of the
Per manent Fund Corporation. On page 3, line 6, “10 cal endar

years” was changed to “10 fiscal years” to match the other
cal cul ati ons based on fiscal years.

On page 3, line 21, after the word “inflation” the renai nder
of that subsection (1) and (2) is deleted after the words
“for a specific fiscal year by,” The new |anguage was
inserted in Version V, page 3, lines 20- 26 was a change

requested by the Permanent Fund Corporati on.

MR BOB BARTHOLOVEW CH EF OPERATI NG OFFI CER, ALASKA
PERVANENT FUND CORPORATION (PFC), DEPARTMENT OF REVENUE
expl ai ned the change in Version V starts on line 24 of page
3. The PFC has recommended a sinpler way to cal culate the
annual inflation rate, using the Consunmer Price Index (CPl).
The Corporation has always used the CPlI, and woul d now | ook
at the change in one 12-nonth period instead of from nonth
to nonth. It is a technical sinplification.
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M. Ecklund addressed Representative Croft’s questions from
the | ast hearing on the bill, referring to page 3, lines 17-
18 of the Ways & Means Version U. The |anguage states, “50
percent may be appropriated to the general fund” and “50
percent may be appropriated to the dividend fund”. The new
Version V states: “not nore than 50% may be appropriated to
the general fund” and “not nore than 50% nmay be appropri ated
to the dividend fund.” He explained it was in response to
guestions of whether “nmay be appropriated,” nmeant that 60%
or 40% could be appropriated. The new | anguage sets nore of
an upper cap. The way it is witten allows future
| egislatures to decide a cap of zero to 50% on either the
general fund or the dividend.

M. Ecklund referred to page 3, line 14, Wrk Draft V
subsection (b), “The legislature nmay appropriate from the
fund for each fiscal year the anobunt for costs of the
corporation associated with operating and investing the
fund.” The current costs of operating the Fund are between
$45 and $50 million annually. Those operating costs would
be taken off the top, and then 50% would be distributed to
di vi dends, and 50% to the Ceneral Fund.

M. Ecklund referred to page 3, line 22, subsection (d)
noting that the previous version was silent on when the
transfer of nmoney would occur fromthe Permanent Fund to the
di vidend fund and the General Fund. The new | anguage states
that the transfer would occur “wthin 14 days after the
effective date of the appropriation.”

M. Ecklund referred to a change in Version V on page 4,
Sec. 5, which now states, “The operating budget of the
corporation shall be included in the state's operating
budget under AS 37.07 (Executive Budget Act).” He said the
Corporation is agreeable to the |anguage change.

Representative Chenault asked if the Corporation has any
problemw th the change to 14 days.

M. Bart hol omew comrent ed on t he timng of t he
di stributions. The dividend distribution historically ranges
froma $500 million to $1 billion lunp sum distribution
that is needed within the first week of October. It is a
policy call if the noney resides in the General Fund or the
Per manent Fund for that period. It has been transferred in
July, so this change is in line with how the Corporation
handl ed the dividend this year. The new | anguage providing
an allocation for state services would require discussion on
whether to pay a lunp sum at the beginning of the fisca

year, or on a quarterly or nonthly basis. He said that when
there is a steady cash flow, it is easier for the Fund to
plan to do a recurring paynent rather than a lunp sum A
| ump sumrequires determ ning how many securities to sell or
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how to raise the cash. However, M. Barthol onew said that
the Fund could neke it work as witten for a $1.2 billion
transfer on that date. He asked the commttee to consider
approaching the state services portion from a cash flow
standpoint with either a quarterly or nonthly distribution.
He said it would work as witten

In response to a question by Co-Chair Harris, M. Ecklund
expl ai ned that |anguage was renoved from Section 10 of the
previous Version U, and confirmed it now provides one
effective date of January 1, 2005 if voters approve the
constitutional amendnent.

Co-Chair Harris MOVED to anend Amendment #1 by adding the
words “not nore than” before (1) and (2) to incorporate the
change in Version V. Co-Chair WIIians OBJECTED

Co-Chair Harris explained that his Arendment #1 woul d change
t he 50-50 allocations to the General Fund to not nore than a
40% appropriation to public education, and not nore than a
60% appropriation to the dividend. He said that his
reasoning is to ensure that the public would accept the
measure, and woul d understand that the Legislature wouldn’'t
take any nore of the dividend noney than is necessary for
the operation of the public education portion of general

gover nnment . He remarked that education is the nost highly
supported service by the public. He submtted the anendnent
hoping that it wuld help to pass the bill and the

constitutional anendnent.
The anendment to Anendnent #1 reads:
Page 3, lines 19-20:

Delete all material and insert:

“(1) not nore than 40 percent may be appropriated for
publ i c educati on;

(2) not nore than 60 percent may be appropriated to
t he dividend fund”

Vi ce-Chair Meyer commented that the 60-40 split is closer to
what the “Conference of 55" had recomended. He agreed that
40% is appropriate for public education, but expressed
concern that 50% could al so be appropriated for education in
the 50-50 split. He thought that 50% would get the
Legi sl ature closer to the ampunt needed for education. He
t hought the discussion would center on the 40-60 split or
50-50 split. He indicated that he’s inclined to | eave it at
50-50 but would agree to change public education to 50% in
(1) of Amendnent #1.

Representative Hawker agreed wth Vice-Chair Meyer’ s

thinking. He drew attention to the new fiscal note fromthe
Departnment of Revenue, dated 3/22/04 at 12:30 pm The
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analysis gives current proj ections of appropriations
avai l abl e to the Legislature’ s discretion under the adoption
of the 5% POW in a constitutional amendnent. He noted that
in FY 2006, the 50-50 split breaks out Public Services and
Per Capita Dividend at $641 nillion each. It clinbs to
about $800 nillion each in FY 2011. Conbining the two
figures totals about $1.2 billion in FY 06 and $1.6 billion
in FY 11. Looking at imredi ate need, the proposed anmendnent
woul d i ncrease the amount appropriated by 10% from 50% to
60% for an approximate additional $120 nmllion into
dividends and away from public services, and perhaps
educati on.

Representati ve Hawker discussed the attenpt to increase
education funding by about $90 million a year for all future
years, asking where it will come from He doubted that the
current $30 per barrel oil price would be sustained. As that
price declines, he said the state would have to “scratch” to
nmeet the recurring budget requirements. He voiced reluctance
to designate that extra 10% or $120 mllion to dividends
when it is needed for schools. He noted that the schools
need an additional $30 million to $40 mllion above the $90
mllion each year. He calculated that $120 million in a per
capita dividend for 600,000 residents has a net effect of
$200 each. He noted that public testinony this year
predom nantly asked the Legislature to pay for schools first
and expressed support for using sone of the state wealth for
state prograns. He was not inclined to support the
amendnent .

Representative Croft spoke against Anmendnent #1 for
different reasons. He said that it would amend a statute
and it doesn't matter what those two sections are because
they give a false perception to the public as long as the
words “may be appropriated” are used. It's a statenent that
t hese percentages could be used for public education or
di vidends or for anything, and different nunbers could al so
be used. The | anguage doesn’t put any substantive
restrictions on what the Legislature can and cannot do.
Different percentages wouldn’'t guarantee the result, or
restrict the power of appropriation. He doubted that the
amendnent rmakes the difference the sponsor intended, and
said that it gives a fal se inpression.

Co-Chair WIIlians asked how the change from 50% to 40% for
state services, amobunting to about a $200 million reduction,
woul d affect the cash flow for payout.

CHERYL FRASCA, DI RECTOR, DI VISION OF MANAGEMENT & BUDGET,
OFFI CE OF THE GOVERNCR replied that she perceived the issue
to be the anount of shortfall over the next 5 to 6 years

She said if the assunption is flat spending, it averages
bet ween $700 and $800 mllion in each of the next 5 or 6
fiscal years based on the fall forecast. The pending
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increase in K-12 funding raises it by another $85 mllion
She said that 50% helps a lot in filling the gap, and 40%
hel ps “not quite as nuch.”

Co-Chair Harris agreed with Ms. Frasca if the intention is

to fill the gap only with Permanent Fund earnings. He
argued that 40% plus other revenues fromthe gas line or an
i ncome tax woul d achi eve the goal. The budget could easily

be bal anced on 100% of the earnings of the Fund. M. Frasca
responded that is correct but she said that she “based it on
what has been passed so far.”

Co-Chair WIllianms agreed with Representative Croft that the
split can be “dressed,” but he observed that spending on
education is a selling point for the public. He expressed
that the state can’t afford a “wish list” of a gas line, an
income tax or high oil prices with a fiscal gap of $600-700
mllion a year. He said, the Permanent Fund is a rainy day
fund, and “It’s raining out there, and I don’'t want to get
wet.” He spoke for taking care of state services, and said
that he strongly opposed the anendnent.

Co-Chair Harris questioned adding “shall” rather than “my”
and asked if it would cause a | egal problem

M5. TAMARA COCK, DI RECTOR, LEG SLATIVE LEGAL AND RESEARCH
SERVI CES, expl ained that fundamentally it wouldn’t matter in
the context of the two provisions. The |ead-in |anguage is
mandatory, which states “appropriations for a specific
fiscal year are limted as follows.” Wth the insertion of
t he | anguage, “not nore than,” some discretion is built in,
whet her “shall” or “may” is used. The |anguage says the
Legislature can go up to a certain percentage for a certain
purpose. In any case, statutorily the Legislature cannot
dedi cate revenue. Ms. Cook said, fromthat point of view, it
may be that this provision would not be enforceable,
depending on the form of the constitutional anmendnent when
it’s adopted. She hastened to remnd the comrittee that the
current allocation in AS 37.13.145 repealed in this bill is
al so not enforceable as a dedication. She expressed that it
has been very potent in explaining the behavior of the
Legislature with respect to the use of Permanent Fund
incone. To that extent, she concluded, there is no reason to
suspect that the new provision 143 [Sec. 37.13.143] would
have | ess political force.

Co-Chair WIllianms asked for clarification that currently the
Legi sl ature may use the Permanent Fund in any way it w shes.
Ms. Cook affirnmed, saying that the Legislature is restricted
to the use of the Fund incone, but there is currently no
restriction in the Constitution regarding how that incone
can be used. The Legislature statutorily has elected to
distribute it under a forrmula providing for dividends and
inflation proofing. She said it has mathematically resulted
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over the years in an accunul ati on of additional noney in the
earni ngs reserve account. She noted that that statute also
could not be enforced as a dedication, and it has been
adhered to by the Legislature because of the public policy
decision it nakes every year.

Co-Chair WIllians asked if the Legislature has ever used any
part of the Permanent Fund earnings for state services. M.
Cook thought that once or twice snmall anobunts from the
earnings reserve or incone account were used to reinburse
[itigation expenditures of the Departnent of Law when it was
at fault in litigation. She said there m ght have been other
i sol ated instances involving very small anounts.

Represent ati ve Hawker noted that over the |last 8 years since
1996, the Legislature has appropriated over $238 mllion
from Pernmanent Fund ear ni ngs for ot her pur poses.
Appropriations to the Departnment of Corrections through
provisions in statute allow taking dividends fromfelons to
use for the departnment’s operations. Supplenental social
service benefits are paid to recipients who also receive
di vidends. The Legislature has also funded admnistrative
costs of the Departnents of Revenue, Public Safety, and Law.

In response to a question by Representative Stoltze,
Representative Hawker affirnmed that it 1is noney already
appropriated for dividends that has been redirected.

Ms. Cook agreed that Representative Hawker is correct. She
cited AS 37.13.145, the distribution systemthat puts a set
formula anount into the dividend fund. She clarified that
in the dividend fund statutes, +the Legislature also
identified sone appropriations that are taken out of the
dividend fund, not for the distribution, but for the
pur poses Representative Hawker has itemzed. It is part of
t he di vi dend program

Co-Chair Harris comented that constitutionally, 25% of oi
royalties go into the Permanent Fund automatically, so it
was felt that 25% or nore can toward the operations of oil
and gas to hel p perpetuate and build up the Fund.

Co-Chair WIllianms noted that the Legislature hasn’t used the
Per manent Fund earni ngs since enactnent. Ms. Cook agreed
that it is fundanentally true. As the earnings have
accunul ated, the Legislature has swept the additional
earnings back into the principal of the Permanent Fund
t hrough a special act of appropriation.

Co-Chair WIllians comented that if this nmeasure passed
right now, it would be difficult to change the nunbers up or
down. He recommended that the Legislature can always pay
nore to the dividend distribution, but it can’t |ower the
di vi dend anount .
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A roll call vote was taken on the notion to adopt the
amendnent to Anendnent #1.

I N FAVOR: Chenault, Foster, Harris

OPPCSED: Stoltze, Croft, Fate, Hawker, Joule, Meyer, Mbses,
WIlians

The MOTI ON FAI LED (3-8). Anmendnent #1 was not adopted

Vice-Chair Meyer agreed with Co-Chair Harris in dedicating
noney to education in statute. He proposed a conceptual

Amendnent #2 using the 50-50 split that would state, “50%
may be appropriated for public education.”

Anrendment #2 reads:
Page 3, line 19:

(1) not nore than 50 percent nay be appropriated for
publ i ¢ educati on;

Amendnent #2 was adopted w t hout objection.

HB 298 was heard and HELD in Commttee for further
consi derati on.

#HIR9
HOUSE JO NT_RESOLUTION NO._ 9

Proposi ng amendnments to the Constitution of the State
of Alaska relating to an appropriation limt and a
spending limt.

Co-Chair Harris MOVED to ADOPT Wrk Draft 23-LS0435, Version
Z dated 3/19/04. There being NO OBJECTION, it was so
order ed.

MR. PETER ECKLUND, STAFF TO CO-CHAIR WLLIAMS, explained
that line 7 in Section 16, woul d change the average to three
of four fiscal years from an average of two of four fisca
years in the previous version. He said that it is an
attenpt to snoboth out the starting point between fiscal
years, which M. Tangeman could explain, and he noted the
chart (copy on file) showing it in visual format.

MR. BRUCE TANGEMAN, FISCAL ANALYST, LEG SLATIVE FI NANCE
DI VISION stated that the previous version included one base
year two years prior in order to get an accurate base year.
He explained that it was because |ast year, or our current
FY 04, does not yet include supplenental appropriations.
The problem was that it could allow a stair-step of the
appropriation: if the Legislature doesn't appropriate the
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full limt one year, but does the followng year, there
woul d be a gap causing a stair step in future years.

TAPE HFC 04 - 62, SIDE B

M. Tangeman continued stating that the change snoothes out
the | ow years when less than the full Iimt is appropriated.

M. Ecklund continued discussing the changes in Wrk Draft
Version Z. The change to Section 16(b) on page 1, line 16,
woul d provide that if a future Legislature desired to exceed
the spending limt, it could do so by two nethods.
Exceeding by 2% woul d require a 2/3 vote of both houses, and
exceeding by a further 2% for a total of 4% would require
a ¥avote of both houses.

M. Ecklund explained that the change on page 2, line 7, in
the last part of (b) states that any exceeding of the limt
must be done in a separate appropriation bill. A future
Legi slature wishing to exceed the spending |imt by, or up
to, 2% or 4% would have to introduce separate |egislation
and get a 2/3 vote for 2% and a % vote for 4% i ncreases.

Representative Croft questioned whether the change on page 1
woul d recreate the supplenental problemin the new draft by
using the earliest 3 of the 4 preceding fiscal years. M.
Tangeman clarified that FY 04 would be skipped, and FY 01,
FY 02 and FY 03 woul d be averaged.

Representative Croft asked how the “anti-log rolling”
section would work if the operating and capital budgets both
passed but exceed the |imt by 4% and which of the two
woul d require the 2/3 vote. He asked if it would be simlar
to the Constitutional Budget Reserve speci al vot e
provisions. M. Ecklund replied, with a limt that used the
prior three fiscal years averaged and adjusted for half of
t he population and the inconme increase, that would be the
l[imt for the operating and capital budgets. To exceed that
l[imt- to go over 3.5% for capital or operating spending, a
separate piece of legislation would have to be introduced
and voted on.

Representative Croft continued discussing a hypothetical
situation and reiterated his question of which appropriation
woul d stand al one. M. Ecklund clarified through exanple
that if the cap were $3.5 million, the operating and capital
budgets could not exceed it. As the budgets were devel oped,
if it appeared that they would exceed the cap, itens would
be pulled and put in a separate piece of legislation. The
intent was to highlight and separate the exceeding of the
l[imt instead of burying it in the operating and capital
budgets requiring a | ot of successive votes. The intent was
to make it | ess confusing.
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Representative Croft questioned how it would work in
practical effect, if the budgets run up to the cap in every
fiscal year. He said that a separate appropriation mght be
needed each year to assure the gap in the operating budget
woul d be fill ed. M. Ecklund replied that it is hard to
anticipate future events, but the concept is based on a hard
limt that can’t be exceeded. The intent is to build in a
safety valve to highlight what the percentage exceeding the
limt is, and to conduct separate votes on separate pieces
of | egislation.

Co-Chair WIllians comented that he and Representatives
Stoltze and Hawker, and M. Ecklund worked with Ms. Frasca
to draft the changes.

M. Ecklund continued discussing the changes. On page 2,
line 21, the debt service of GCeneral Cbligation (GO Bonds
was added to the exenptions fromthe limt. On page 3, line
1, (12) the new |anguage mirrors that in statute, in order
to include an exception such as the Kodiak Launch Facility.
He explained this is intended not to penalize the Facility
for getting nore business incone. In Section 30 on page 3,
the | anguage stating the ballot proposition would cone up
again in 2010 wasn’'t changed. He explained that a “yes”
vote neans the voter wants to keep the spending limt, and a
“no” vote neans the voter rejects it.

Representative Hawker comented that the base indexing is
the average annual percentage rate change for state
popul ati on and personal incone. One factor that is not in
the index is the inflation factor or Consumer Price |ndex
(CPI). He asked the sponsor’s and conmttee’s thoughts on
whether the CPI ought to be in the base indexing. He
referred to a chart by Legislative Finance (copy on file)
whi ch shows that population and incone projected from the
base year of 1996 is a higher nunber than conbining
popul ati on and the CPI

Representative Stoltze offered that his original intent was
not to have any indexing at all. He agreed to use the
Governor’s O fice formula of personal incone. He was open
to hearing the conmttee s thoughts.

Representati ve Hawker MOVED t o ADOPT Anendnent #1. Co-Chair
W lianms OBJECTED for purposes of discussion.

Anrendment #1 reads:
Page 2, line 12:

Del ete “of Al aska permanent fund incone”
Insert “fromthe Al aska permanent fund”
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Representati ve Hawker explained that the amendnent involves
an addition to the exenptions not subject to the spending
l[imt. The Permanent Fund noney dedicated to dividends
should be exenpted. On page 2, Iline 12, the |anguage
reflects the current statute in which dividends are paid
from Per manent Fund incone, and Amendnent #1 woul d nake the
| anguage nore enconpassing: to appropriations from the
Per manent Fund for paynents of dividends. He believed that
t he | anguage woul d accommobdate either a POW or the current
statute, depending on what the public decides.

Representative Stoltze asked if the spending limt would
allow for noney to cone out of the Permanent Fund principa
by the nature of this |anguage. He asked for guidance from
| egal counsel

Ms. Cook did not think it would create the concern that

Representative Stoltze articul ated. She did not see
subsection (c) as granting authority to nake any particul ar
type of appropriation. It sinply states that an
appropriation would not be counted toward the spending
[imt. She said that the extent of the power of the
Legislature to nmake an appropriation will be handl ed under

the constitutional provision for the Permanent Fund in
Section 15, whether it is anmended or not. M. Cook pointed
out that if it is not anmended, and HIR 9 were to pass,
obvi ously any appropriation fromthe Fund would have to be
from incone. She continued, if it is anended, and HIR 9
were to pass, obviously there would be no distinction
between inconme and principal, but any appropriation nmde
would be subject to a limt based on Percent of Market
Val ue.

Representative Stoltze expressed that if HIR 9 were to pass,
the legislative record would be very inportant. He asked Ms.
Cook to provide her comments as a legal opinion to the
commttee. Ms. Cook replied that she woul d.

There being NO further OBJECTI ON, Amendment #1 was adopt ed.
Co- Chair WIlians MOVED to adopt Amendnent #2.
Representative Stoltze OBJECTED for the purposes of
di scussi on.

Amendnent #2 reads:

Page 3, line 7, followng “Section 30.”
I nsert “Contingent Effect and Effective Date;”

Page 3, line 7:

Del ete “(a) The”

Insert “(a) The 2004 anendnent relating to an
appropriation limt (art. IX, sec. 16) takes effect only if
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a 2004 anendnent relating to and limting appropriations
fromthe Al aska permanent fund based on an averaged percent
of the fund market value (art. 11X, sec. 15) is approved by

the voters and takes effect. |If the 2004 anendnent rel ating
to an appropriation limt (art. 11X sec. 16) under this
subsection takes effect, it takes effect on the effective
date of the 2004 anendnent relating to and limting
appropriations from the Al aska permanent fund based on an
averaged percent of the fund market value (art. [X, sec
15) .
(b) If the”

Page 3, line 8, following “(art. 11X sec. 16)":
Insert “takes effect under (a) of this section
it”

Page 3, line 10:

Delete “(b) Notw thstanding Section 1 of Article
X"

Insert “(c) If it takes effect under
(a) of this section,”

Page 3, follow ng line 15:
Insert “(d) To the extent this section conflicts
with Section 1 of Article XIIl, this section prevails.”

Co-Chair WIlians explained that Anmendnent #2 basically
states that if the POW doesn't pass, this neasure doesn’t
pass.

Representative Joule comented that it would be asking the
voters to approve two constitutional anmendnents, Dbut
Amendnent #2 would link one to the other. He questioned what
woul d happen if the voters chose only one, and he asked if
their votes don’t count.

Vice-Chair Meyer agreed wth Representative Joule. He
suggested that the spending limt should nove forward
because if sone new sources of revenue were passed, the
Legi sl ature would want to guarantee a limt to spending. If
the voters were to approve HIR 9, that is also what they
woul d want, regardl ess of passage of the POW. He objected
to the anmendnent.

Representative Hawker agreed that the spending limt
amendnent would stand on its own nerits. The real inpetus
for the sponsorship of HIR 9 was to avail of sone of the
Per manent Fund earnings for general governnent so that the
public would have confidence that future |egislatures would
not spend the noney frivolously. He stated that HIR 9 was
originally brought forth as part of a fiscal I|egislation
package, and he felt that there is strong nerit to having
them |inked. Representative Hawker said that he didn't feel
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this disrespects the individual voter who mght adamantly

prefer one to the other. He has listened to the counsel
from the Mnority Leadership who require a conprehensive
fiscal package that wll wrk for future years. He

concl uded that he supports Amendnent #2.

Representative Stoltze expressed that passage of the POW
will require building the trust of the voters. He did not
think that tying HHR 9 with the POW woul d build that public
confidence. He thought that both nmeasures should prevail or
fall on their own nerits. He did not want to | ose votes on
his neasure. He stated that he did not support Amendnment #2
al t hough he respected the notivations of its sponsor.

Representative Croft comented that it prohibits the
di vidend protection as a spending cap. He thought that a
| ogi cal approach would be to spend no nore noney than is
avai |l abl e and not touch the revenue source, which is the
type of limt that individuals inpose on thenselves. He
voi ced concern with the proposed approach while conmending
the process presented by Representative Stoltze. He said
t hat Amendnent #2 precludes the people from choosing the

alternative form of spending cap. He stated that if the
public rejects dividend protection, they don't get a
spending cap, and the public will get neither if they vote

down the POW

Representative Croft pointed out the tenor in Amendnment #2
is that the Legislature can be trusted to nmanage the
Per manent Fund, but it cannot be trusted on spending in
future years. He expressed concern that the POW and the
spending cap should not be tied together. He felt that
constitutional anmendments nust be done thoughtfully and
carefully because they remain in effect for a long tine. He
worried that it is inappropriate to say, “if you don't |et
us take half your dividend, we won't prom se to be good with
your noney.”

Co-Chair WIllianms commented that he has heard talk that the
only way he would support the POW is if a spending cap was
put on it. He stated he has been, and renmains, opposed to a
spending cap because he believes it goes against the
Constitution to give wup the Legislature’s right to
appropriate. He expressed concern that the way the bill is
currently witten, a 2% increase requires 27 votes, and a %
vote on 4% would put the Legislature in the sanme position
that it's in at the end of session with the 3% vote [CBR].

He expressed that he does not distrust the el ectorate and he
supports the anendnent,

A roll call vote was taken on the notion to adopt Amendnent
#2.

IN FAVOR. Fate, Foster, Hawker, WIIlians
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OPPCSED: Chenault, Croft, Joule, Meyer, Mses, Stoltze,
Harris

The MOTI ON FAI LED (4-7). Anmendnent #2 was not adopted

HIR 9 was heard and HELD in Commttee for further
consi der ati on.

#HB236
HOUSE BI LL NO._ 236

An Act inposing a tax on enploynment; and providing for
an effective date.

Co-Chair Harris MOVED to ADOPT Wrk Draft 23-LS0921, Version
X dated 3/19/04. There being NO OBJECTION, it was so
or der ed.

Representative Hawker announced that Representative W]/ son
was unable to attend the hearing and that M. Ecklund would
expl ain the changes in the proposed committee substitute.

MR. PETER ECKLUND, STAFF TO REPRESENTATIVE WLLI AMS, noted
that Version X deletes from Version W the lines 13-28 on
page 2, subsection (d). He explained that this deletes two
triggers: one where the tax would go into effect if the CBR
is less than $1 billion, and the other where the trigger
goes of f when the CBR goes higher than $2.5 billion.

M. Ecklund noted a change addi ng new | anguage requested by
the Departnent of Revenue on page 2, lines 30-31. It states
“The Departnment of Revenue may, if it will result in cost
savings for the state in the admnistration of the tax, for
enployers in the admnistration of the tax, or for both.”
M. Ecklund explained that the Department of Labor receives
federal funds with restrictions on how the nonies can be
used, and the departnment wanted to ensure that the
Legislature would not require it to cooperate in ways that
didn't make sense.

Representati ve Hawker expressed t hat t he sponsor
Representative WIlson, is in concurrence with the proposed
changes.

Representative Croft asked what difference the word “may”
makes when the departnent can do whatever it wants. M.
Ecklund affirmed that the Departnment of Revenue asked for
the |anguage. Representative Croft also questioned the
meani ng of the words, “or for both.”

Representative Croft asked why the trigger was renoved from

Versi on X He noted that the billion dollar mninmm anmount
in the Constitutional Budget Reserve has been inportant in
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the discussions of both Gover nor Mur kowski and the
Conf erence of 55.

Co-Chair WIlliams replied that this would generate $42
mllion a year, and to start up a process and then stop it
woul d cost nore. The people of the state are asking for this
type of tax.

Representative Croft MOVED to ADOPT Anmendnent #1. Co-Chair
Harri s OBJECTED.

Representative Croft explained that his office talked to the
Nat i onal Conference of State Legislatures (NCSL) about every
state’s incone tax structure. He noted that 35 states have
sone kind of incone tax that is graduated, but none have
graduated it downward, or charged a higher percentage for
poorer people. These 35 states adopted the concept that
weal t hi er people should pay a higher percentage of their
income on an incone tax. |If each person was taxed $100, as
you go up in incone level, it becones a smaller and snmaller
percentage of that incone. If a person is extrenely wealthy,
It is a mniscule percentage of that incone. He is not
proposi ng any substantive anendnents to the bill but feels
It should be titled correctly. He said it should be known
as the only regressive incone tax in the nation.

Representative Hawker stated that this bill is known as a
head tax, and he asked the sponsor of the anendnent to
consi der changing his proposed | anguage to “W’ve Al Got a
Stake in the Future of Al aska Act.” He said that’'s the
point of this bill. It is not designed as a conprehensive
I ncome tax, but as an ante up for participating in the
bounty of Al aska.

Co-Chair Harris asked Representative Croft when the state
passed a school tax and if it was $10 per year for everyone
regardl ess of income level. Representative Croft affirned
that it was $10 for everyone. Co-Chair Harris asked if he
thought this is different. Representative Croft said that
at the tinme, there was a progressive incone tax included, so
this is an alternative mninmm

Co-Chair WIlliams comented that he had suggested a $100
school tax last year when this was introduced.

Representative Croft commented on “class responsibility.”
He felt that there is nothing fundanentally unfair about the
i dea  of upper i ncomes paying proportionately nore.
Conservatives make the argunent for a flat tax. He noted
that only regressive ideas are on the table--proposals that
woul d take from the poorest nenbers of society. He said
that this title is at |east honest about what this bill
does. He didn't want this neasure to be a “trick” for some
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| ater tax. He thought that this is the only regressive tax
in the nation and it deserves further discussion.

Co-Chair Harris agreed that there’s no doubt that the bill
Is based on people who earn incone. He discussed current
user fees and taxes, noting that poor people pay the sane
anount as do rich people. Everyone benefits from education

he expressed concern that the Legislature can’'t nmandate that
this will go to education, just as it can’t dedicate the
Per manent Fund to education. It can be called an education
fund but Co-Chair Harris said that it doesn’'t guarantee it
wi |l be appropriated to education. 1It’s a user fee.

Representati ve Hawker commented that the characterization of
this as a regressive device intrigued him He pointed out
that the bill was crafted to create a huge exenption for
fol ks who have no jobs and exist purely by subsistence or
public welfare or retirenent incone. The State is |ooking at
a basis to generate earnings to support public institutions,
and in this case, the base is the people who are worKking.

TAPE HFC 04 - 63, Side A

Representative Hawker continued, in aggregate it is a
substantial contribution to education. It seens a reasonable
approach and |ooks at value for wvalue. It asks working

people to give a small amount back to the state.

A roll call vote was taken on the notion to adopt Amendnent
#1.

I N FAVOR. Croft
OPPCSED: Fate, Foster, Hawker, Joule, Meyer, Mses, Stoltze,
Chenault, WIllians, Harris

The MOTI ON FAI LED (1-10). Amendnent #1 was not adopted.

Vi ce-Chair Meyer said he would not nmake an anendnent w t hout
the bill sponsor being present. He noted on page 5, line 6
where it says, “the legislature mnmy appropriate the
estimated anounts to be collected and separately accounted
for” under this section for education. He appreciated that
this would go to education. The Legislature has talked
about inflation proofing education for sone time, and he
spoke in favor of a source of noney to inflation-proof the
Foundati on For nul a. He said he would |ike to change the
word “may” to “shall” because it is a little stronger, even
t hough noney can’t be dedicated. He would wait to discuss
it wth the sponsor

Di scussion ensued regarding whether the [|anguage change
woul d carry any wei ght.
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Vice-Chair Meyer stated his understanding that there would
be | egal concerns in charging out-of-state workers tw ce the
anount charged to in-state workers, or $200.

Representative Stoltze introduced M. Bill Sherrill, who
works for the Transportation & Infrastructure Conmttee in
the U S. Congress.

BILLIE JO HANSEN, REPRESENTING SELF, VIA TELECONFERENCE,
WASI LLA, voiced opposition to the bill because she felt that
it would penalize the retired person who noves off of soci al
security to work part-tinme to make ends neet. She thought it
woul d al so penalize notivated youth in the workforce who may
work only one day a week for eight hours. She felt there
are other ways to do this, and it is not appropriate to cal
it an education tax. She suggested calling it a work permt
tax and setting it on a percentage rate of incone for the
year. She would rather give $100 to a school for her son’'s
education than to the General Fund when it’s not
specifically appropriated to education.

HB 236 was heard and HELD in Committee for further
consi derati on.

#HIR26
HOUSE JO NT_RESOLUTI ON NO. 26

Proposi ng amendnents to the Constitution of the
State of Alaska relating to and Ilimting
appropriations from and inflation proofing the
Al aska permanent fund by establishing a percent of
mar ket val ue spending limt.

Co-Chair WIIlianms again brought HIR 26 before the conmttee
to discuss Wrk Draft Version U that was adopted earlier in
t he neeting. He noted that Amendment #1 by Representative
Stoltze was adopted and incorporated into Version U

Representative Stoltze MOED to ADOPT Amendnent  #2.
Represent ati ve Hawker OBJECTED.

Representative Stoltze explained the anendnent reflects his
concern about protecting the principal frominvasion in the
event a POW is inplenented in the Constitution. He had the
amendnent drafted after listening to testinmony from the
Mental Health Trust and Permanent Fund Corporation staff.

Amendnent #2 reads:
Page 2, line 3:

Delete “five”
| nsert “four”
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In response to a guestion by Co- Chair Harris,
Representative Stoltze explained that the anendnent changes
the percentage, on line 2, page 3 of the new version. It
proposes to make it 4% of the val ue.

Representative Hawker agreed wth the intent of the
anmendnent to ensure protection of the value of the Pernmanent
Fund over tine. The issue has been given a great deal of
techni cal analysis and consideration, but he was personally
convinced that 5% woul d protect Fund over tinme. He di scussed
the ten-year rolling real rate of return for the Pernmanent
Fund and why 5% is appropriate. He rem nded the commttee
of statutory enabling |anguage in HB 298 that provides that
if the 10-year real rate of return drops below 5% the
Legislature would be limted to that | ower nunber for draws.
He concluded that there is a conpelling argunent to keep it
at 5% He noted that the constitutional amendnent states
“up to 5% He could not support Amendnment #2.

Vi ce-Chair Meyer commented that in the community neetings on
POW, people <constantly returned to the 5% He is
confortable with 5% and up to the 5% He expressed that
adequat e safeguards are already in place.

Representative Croft commented that 4% is a nore prudent
nunber. He supported erring on the side of caution and
conserving nore for Al aska s children and grandchildren. He
said 5% is defensible, but “on the outer edge of what nost
endowrent s take.”

Co-Chair Harris expressed support for Amendnment #2.

Co-Chair WIllians stated that he objected to Amendment #2
for the reasons that Vice-Chair Myer and Representative
Croft expressed. After working on the Percent of Market
Val ue for the past six years, he believes that 5%is a good
and proven payout. He would vote against the anendnent.

Aroll call vote was taken on the notion.

IN FAVOR: Joule, Stoltze, Chenault, Croft, Harris
OPPOSED: Fate, Foster, Hawker, Meyer, WIIlians

Representati ve Moses was absent.
The MOTI ON FAI LED (5-5) and Anendnent #2 was not adopted

Co-Chair Harris MOWED to ADOPT Amendnent #3. Co-Chair
W lians OBJECTED for purposes of discussion.

TOM VWRI GHT, STAFF TO REPRESENTATI VE HARRI S, expl ai ned t hat
Amendnent #3 woul d establish an earnings reserve account to
ensure that the corpus of the Fund would not be touched and
woul d be a separate entity. Language was inserted on page
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2, beginning on line 4, to provide a nmechanismwithin this
amendnent to appropriate funds for the operation of the
Per manent Fund Corporation. There is al so | anguage providi ng
to distribute a program of dividend paynments for state
residents and public education after paying the costs of
operation. Conform ng |anguage on page 2, subsection (b),
l[ine 19, provides that after the effective date, the costs
up to June 30, 2004 prior to the passage of this anmendnent
wi |l be appropri ated.

Co-Chair Harris asked if this constitutional |anguage
protecting the corpus of the Fund provides that if the
earnings are less than 5% the payout would be |less than 5%
for the first five of six fiscal years. M. Wight

af firnmed.

Amendnent #3 reads:

23-LS1006\ V
Cook
3/ 22/ 04

CS FOR HOUSE JO NT RESOLUTION NO. 26( )
IN THE LEG SLATURE OF THE STATE OF ALASKA

TWENTY- THI RD LEQ SLATURE - SECOND SESSI ON
BY

O fered:
Ref err ed:

Sponsor (s): HOUSE RULES COMM TTEE BY REQUEST OF THE LEG SLATI VE BUDGET AND
AUDI T COW TTEE

A RESOLUTI ON

Proposi ng anmendnents to the Constitution of the State of
Al aska relating to the Al aska permanent fund, establishing
the earnings reserve account, and permtting distribution
fromthe account only for permanent fund dividends, costs of
adm ni stering the permanent fund, and public educati on.

BE | T RESOLVED BY THE LEG SLATURE OF THE STATE OF ALASKA:

* Section 1. Article 1X, sec. 15, Congtitution of the State of Alaska, is
amended to read:

Section 15. Alaska Permanent Fund. (@) At least twenty-five per cent
of al minera lease rentals, royalties, royalty sale proceeds, federa minera
revenue sharing payments and bonuses received by the State shall be placed in a
permanent fund, the principal of which shall be used only for those income-
producing investments specifically designated by law as eligible for permanent
fund investments. The earnings reserve account is established as a separate
account in the fund. All income from the permanent fund shall be deposited in
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the earnings reserve account as soon as it is received. Appropriations may
only be made from the earnings reserve account as provided in (b) of this
section [GENERAL FUND UNLESS OTHERWISE PROVIDED BY LAW].
* Sec. 2. Article IX, sec. 15, Constitution of the State of Alaska, is amended by adding
anew subsection to read:

(b) Appropriations from the earnings reserve account for afiscal year may
not exceed five percent of the average of the market values of the fund on June 30
for the first five of the six fiscal years immediately preceding that fiscal year.
Appropriations from the earnings reserve account may be made only for the
following purposes:

(1) costs of administering the permanent fund,;
(2) aprogram of dividend payments for State residents established
by law together with costs of administering that program; and
(3) public education.
* Sec. 3. Article XV, Constitution of the State of Alaska, is amended by adding a
new section to read:

Section 30. Trangtion. (@) On the effective date of the 2004
amendments relating to the Alaska permanent fund (art. IX, sec. 15), the
unencumbered, unappropriated balance of the earnings reserve account
established under AS37.13.145(a) is added to the earnings reserve account
established in the Alaska permanent fund.

(b) Section 15(b) of Article IX first applies to appropriations for fiscal
year 2006. Appropriations from the permanent fund for fiscal year 2005 are
subject to Section 15 of Article IX asthat section read on June 30, 2004.

* Sec. 4. The amendments proposed by this resolution shall be placed before the
voters of the state at the next general election in conformity with art. XIII, sec. 1,
Constitution of the State of Alaska, and the election laws of the state.

Representative Croft asked if the |anguage on page 2, |lines
9-10 protects the current dividend structure in law. M.
Wight clarified that it states a program of dividend
paynents for state residents, and it doesn’'t prescribe a
percentage or an anount. In response to a question by
Representative Croft, M. Wight said it would apply to the
current statute.

Representative Croft asked if the Legislature could change
the current statute on the dividend program under this
| anguage. M. Wight pointed out that the Legislature
al ways has the authority to change the dividend program

Co-Chair Harris explained that Amendnent #3 woul d establish
in the Constitution three things that the Legi slature can do
with the earnings of the Pernmanent Fund: pay the costs of
adm nistering the Fund, pay the dividend, and appropriate
for public education. It doesn't give percentages.
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Representative Croft comented that the anmendnment | anguage
| ooks like a dividend protection but it could be anything
est abl i shed by | aw.

Co-Chair Harris observed that the Legislature could spend
all the earnings of the Permanent Fund if it so chose, but
this amendnent provides sonme snmall protection to the
di vi dend.

Co-Chair WIllianms asked if Amendnent #3 changes everything
and gives a new direction to HIR 26. Co-Chair Harris replied
that it’s not a conplete change, but it is a lot nore
specific.

Co-Chair WIllians requested that the commttee not vote on
Amendnent #3 at this time in order to have tinme to review it
before the next hearing.

Representative Hawker asked Co-Chair Harris to consider
di vidi ng Arendnent #3 into the two distinct issues enbodi ed
in Section 1 and Section 2 of the anendnent.

Representative Joule commented that there is currently an
earnings reserve account and he asked how this would be
different. M. Wight pointed out the only difference is
that this amendnent states there is a separate earnings
reserve account and places it in the Constitution.

Representative Fate MOVED to ADOPT Anendnent #4. Co- Chai r
W lianms OBJECTED for purposes of discussion.

Representative Fate expressed concern over the ability of
the Legislature to fulfill its prime  purpose  of
appropriating noney. He expressed that any percentage is
subject to a warranted change, and the ten-year rolling
average has been well researched. He said he is one of the
few nmenbers who can recall the G eat Depression that |asted
12 years, with double-digit inflation. He reiterated that
the prinme responsibility of the Legislature 1is to
appropriate, and if it can't, its function has been eroded.

Representative Fate explained that Amendnent #4 changes siXx
words. On line 2, instead of saying a percentage of 5% it
codifies in the Constitution that there will be a percentage
determ ned by | aw.

Amendnent #4 reads:

*Sec.2. Article IX, sec. 15, Constitution of the State of
Al aska, is anmended by adding a 01 new subsection to read:

02(b) Appropriations fromthe permanent fund for a fiscal year shall be
03 a percentage of[on nmay not exceed five percent of] the average of the
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04 market values of the fund on June 30 for the first five of the six
fiscal years
05 immedi ately preceding that fiscal year as deternmine[d] by |aw.

MR BOB BARTHOLOVEW CHI EF OPERATING OFFI CER, ALASKA
PERVANENT FUND CORPORATI ON, DEPARTMENT OF REVENUE, conpared
Amendnent #4 to Work Draft U. The proposed work draft puts a
spending limt on the Permanent Fund equal to the Board of
Trustees’ recomendation of no nore than 5%  The proposed
anendnent mai ntains the concept of basing appropriations on
mar ket value, but states that the spending limt would be
put into statute instead of the Constitution, on an annual
basi s.

Representative Croft noted previous discussions of the limt
of 5% which would allow |ower appropriations but not

hi gher . Thi s anmendnent would allow higher appropriations.
The trade-off for POW is the spending limt discipline of
5% in good years in order to reserve for the bad. He

expressed concern that in a year when oil prices and the
mar ket are up, the inclination to ignore an incone tax or
oil tax and the pressure to spend up to 6% or 7% m ght be
irresistible. This anendnent gets rid of the needed
di sci pli ne.

Representative Hawker agreed with Representative Croft and
expressed concern that Amendmnent #4 clearly allows
overspending in the good years. He pointed out that it
violates three of the five reasons the Permanent Fund
Cor poration argues for Percent of Market Val ue: maintaining
t he purchasi ng power of the Fund, preventing overspending in
good years, and meki ng payout anounts nore stable from year
to year. He observed that the purpose of the POW set
percentage is to stabilize the anount of appropriation from
the Fund and gi ve absol ute guarantee of the |ong-term val ue
of the Fund. He respectfully did not concur wth the
amendment .

Representative Fate informed the commttee that his
anmendnent was drafted in concurrence with the spending limt

bill [HIR 9] before the Commttee. For him it does not
come down to a short, or even a 25-year term consideration
of the growh of corpus of the Fund. In his view, although

he agreed with the concept of the neasure, passage of HIR 26
would erode the prerogative and responsibility to
appropriate by the Legislature. It is not his concern
whet her the Fund even grows, but putting fromzero to 5% in
the Constitution establishes an appropriation. He introduced
t he amendnent because of the basic question of the functions
and responsibilities of the Legislature, not in order to
allow 7% or 8%in the future.

Co-Chair Harris asked if the fiscal note for $700 thousand
dated 3-16-04 is still in effect with the bill. M.
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Bart hol omew affirnmed, and explained that there are two
additions to the FY 05 budget that the Board of Trustees and
Permanent Fund staff is requesting. Once the Legislature
adopts the constitutional amendnent, the Corporation would
fall under the restrictions of the Alaska Public Ofices
Comm ssion (APOC) on the authority to advocate. The requests
in the operating budget are for additional authority to
educat e and advocate for Percent of Market Value; and if the
Legi slature supported that request, to be able use radio,
television and print nedia to carry out those functions.

A roll call vote was taken on the notion to adopt Amendnent
#4.

I N FAVOR: Foster, Fate
OPPCSED: Hawker, Joule, Meyer, Stoltze, Chenault, Croft,
WIllianms, Harris

Representati ve Moses was absent.
The MOTI ON to adopt Amendnment #4 FAILED (2-8).

Representative Croft questioned if the Fund woul d educate in
a non-parti san manner or advocate for POW. He asked how it
woul d be found in a fiscal note. M. Barthol onew stated that
in talking with the APOC, the definitions of education and
advocacy are unclear. He said that if there were specific
lines to draw, the PFC would work with I egal counsel on the
authority to conply, as well as the authority |anguage. He
noted that if the |anguage in the operating budget did not
pass, the PFC couldn’t spend the $700 t housand.

Co-Chair Harris thought that it would be a “slap in the
face” to the public for the Permanent Fund Corporation,
which is entrusted with the dividend to advocate for POW
He questioned using $700 thousand dollars of the Pernmanent
Fund on advocacy when another entity could assune that role.
M. Barthol onew agreed that it would be the preferred way.
He explained that the *“feed-back” from the public on the
Percent of Market Value approach indicates that a broad
segnent of the public does not understand it. The public is
educated through mass nedia. The Permanent Fund needs the
authority to speak publicly. To reach the public, you nust
go after them he said

Co-Chair Harris voiced concern that the Just Say No canpaign
gets the nessage out to many Al askans who nmay not be
educated on the issue but are hearing the nmessage. He asked
if people would be “turned off” by the use of $700 thousand
of Permanent Fund noney to tell Al askans what they need to
do. He asked if that had been consi dered.

M. Barthol onew replied that even as the request was witten
up, the Board discussed a negative public reaction.
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M. Barthol omew continued discussing the use of state noney
for advocating for the POW, expressing that the Board of
Trustees believes there is the obligation to educate and
that the benefits outweigh the risks.

Vice-Chair Meyer pointed out that $300 thousand is in the
Suppl enental Budget and asked if the $700 thousand is
additional. M. Bartholonmew addressed the $1.4 mnillion
advocacy, pointing out that the anmount could be determ ned
by canpai gn paraneters. Costs would be split between FY 04-
FY 05, with $900 thousand in FY 05 and $700 thousand derived
fromthe fiscal note. He said that $200 thousand woul d cone
from other parts of the budget. He expressed that the Board
was very sensitive to the potential negative reaction and it
urged the Corporation not to proceed wthout |egislative
gui dance.

Vice-Chair Meyer asked if there would be other than public
sources of funding available if there were only General Fund
noney. M. Barthol omew answered that the Corporation had not
pur sued ot her sources, and private groups had not contacted
it. The Board would not seek private funding, and as a
public entity, it wouldn’'t want to have “strings attached.”

Vice-Chair Meyer noted that there are opposing groups
rai sing private noney. He suggested a grassroots effort to
be a “Just Say Yes” group, but he acknow edged that it would
be a chal | enge.

Representative Hawker referred to the fiscal note. He
t hought that the opposition groups would not be held to the
same standard of truthfulness and inpartiality of the
Per manent Fund Corporation, and he comented that it is easy
to tell people what they want to hear. He voiced concern
over the Legislature’s |leadership role and responsibility,
and said that if the Legislature lacks faith in its own
convictions on the POW being the right thing to do, an
i nappropriate nessage could be sent to the public. He
expressed that the dialogue before the public should be
obj ective, factual and truthful.

Representative Stoltze felt that there is no legitimte
reason to use governnent noney and it would erode public
confi dence. He recommended looking at it from a strategy
point of view, and he lauded all the effort that has been
expended.

Co-Chair WIllians noted that he agreed with the Permanent
Fund Corporation’s approach. He stressed that this is an
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inmportant issue for the State of Alaska, and the public
needs to nmake an infornmed decision.

Co-Chair WIllians stated that HIR 26 would be HELD in

Committee for further consideration.
#

ADJ OURNVENT

The neeting was adjourned at 4:15 P. M
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