HOUSE FI NANCE COWM TTEE
March 25, 2004
1: 50 P. M

TAPE HFC 04 — 67, Side A
TAPE HFC 04 - 67, Side B
TAPE HFC 04 - 68, Side A

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 1:50 P. M

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

Pete Ecklund, Staff, Representative Bill WIIlianms; Bob
Bart hol omew, Chief Operating Oficer, A aska Permanent Fund
Corporation, Departnment of Revenue; Robert D. Storer,
Executive Director, Al aska Permanent Fund Corporation

Departnent of Revenue; Tamara Cook, Director, Legislative
Legal and Research Services, Legislative Affairs Agency; Joe
Bal ash, Staff, Senator Gene Therri ault

PRESENT VI A TELECONFERENCE

Mke WIIians, Tax Division, Depart nent of Revenue,
Anchor age

SUMVARY

HB 236 An Act i1nposing a tax on enploynent; and providing
for an effective date.
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CS HB 236 (FIN) was reported out of Commttee with
“indi vidual recommendations” and with a new fi scal
not e by t he Depar t ment of Revenue and
i ndeterm nate note #1 by the Departnment of Labor &
Wor kf orce Devel opnent.

HB 298 An Act relating to t he di stribution of
appropriations from the Alaska permanent fund
under art. 1X, sec. 15(b), Constitution of the
State of Al aska, and maki ng conform ng anendnents;
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 derati on.

HIR 26 Proposi ng anendnents to the Constitution of the
State of Alaska relating to and I|imting
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 derati on.

SB 291 An  Act extending the transition period for
activities involving unstanped cigarettes; and
providing for an effective date.

SB 291 was reported out of Conmttee wth a “do
pass” recommendation and with fiscal note #1 by
t he Departnent of Revenue.

#SB291
SENATE BILL NO._ 291

An Act extending the transition period for activities
i nvol ving unstanped cigarettes; and providing for an
effective date.

Vice Chair Myer comented that his questions had been
answered on the bill. He MOVED to report SB 291 out of
Committee wth individual recommendations and wth the
acconpanying fiscal note. There being NO OBJECTION, it was
so ordered.
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SB 291 was reported out of Commttee wth a “do pass”
recommendation and with fiscal note #1 by the Departnent of
Revenue.

#HIR26
HOUSE JO NT RESOLUTI ON NO. 26

Proposi ng anendnents to the Constitution of the State
of Alaska relating to and limting appropriations from
and inflation proofing the Al aska permanent fund by
establishing a percent of market value spending limt.

Co-Chair WIllianms introduced Amendnent #3, #23-LS1006\V,
Cook, 3/22/04. (Copy on File). He noted that the anendnent
woul d conpl etely change the bill. Hs intent was to take
testinony on Anendnent #3 and take no action at this
meet i ng.

Representati ve Hawker MOVED to DI VIDE the question proposed
in Anmendnent #3, pointing out there are two distinct
consi derations proposed in the anendnent.

Co-Chair WIllians reiterated that no official action would
be taken on Anendnent #3 at this tine.

ROBERT D. STORER, EXECUTIVE DI RECTOR, ALASKA PERVANENT FUND
CORPORATI ON, DEPARTMENT OF REVENUE, acknow edged that there
are two conponents to the anendnent. He offered to address
the first conponent, which would in effect nenorialize the
principal in the Alaska Constitution by identifying the
Ear ni ngs Reserve Account.

M. Storer provided a “history |esson” on how the Board cane
to the conclusion that a Percent of Mrket Value (POW)
Wi t hout principal would be a better approach. There is no
guestion that the Board recognizes the nerit and woul d not
be opposed to the proposed anmendnent, which puts principa

into the Constitution. Three years ago when identified, the
Board did opt to leave the principal in the Constitution

He enphasized that the key is the 5% spending limt.
Principal puts a floor on what mght be appropriated.
Followi ng a |l engthy discussion with the Permanent Fund Board
of Trustees, discussing the nerits of continuing principa

versus the 5% limtation, the Board concluded that having
t he percentage of market val ue payout with 5% the principal
woul d be their preferred approach. The Board believes that
the 5% does nenorialize inflation proofing in the
Constitution and would not need a floor. It recognizes that
on sone occasions, there wll be up and down markets, but
over the long term the purchasing power of the fund would
be mai nt ai ned. He noted that there is conpanion |anguage,
whi ch gives the Legislature direction of when they would be
novi ng bel ow the 5% real rate of return
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M. Storer continued, if that |anguage was nai ntai ned, there
is a limted chance that there could be a snmall or no pay

out at all, in a bear market. That could potentially limt
how much is available for payout. At this time, there is a
cushion in the fund. The principal is about $23 billion
dollars and the Permanent Fund is approximately $27 billion

dollars. As the market progress and the appreciation fund
grows significantly greater than this concept of principal
then that woul d becone | ess of an issue because the cushion
woul d becone greater over tine. He observed that including
the principal, wll give decision makers a little nore
latitude in terns of the pay out, no nore than 5% in the
down nmarkets. Al so, by paying out the 5% in down & high
markets, will treat all generations equally.

M. Storer concluded, it is inportant to note, but not as it
applies to the proposed statute, there are proposals that
would nenorialize the dividend in the Constitution at a

fixed rate. If the Legislature is contenplating putting
princi pal back into the Permanent Fund that would create a
limt on how much could be paid out. |If there is a proposal

for a fixed payout, there would then be conpeting fornul as.
He commented that could be worked with, however, it should
be evaluated with ot her proposals.

BOB BARTHOLOVEW CHI EF OPERATI NG OFFI CER, ALASKA PERMANENT
FUND CORPORATI ON, DEPARTMENT OF REVENUE, added, that he did
not have anything additional to add to the concept of
leaving in the principal and the protection of the
pri nci pal . He observed that another <change that the
anendnent proposes is to Section 2, where it actually
provi des for the dividend and public education as two of the
uses for the noney fromthe Permanent Fund. That was not in
t he previous version.

Co- Chai r Harris clarified that Section 1 basically
establishes an Earnings Reserve Account in the corpus and
under the unbrella of the Constitution. It also establishes
the fact that the only pot of nobney that can be used under
constitutional protection is the Earnings Reserve Account.
The second section then would establish in Constitution:

. The 5%
. A di vidend, and

. Allows the use of that 5% for public education and
the adm ni stration process.

Co-Chair Harris added that if the public was asking for sone

sort of protection for a dividend, the anmendnent would
provide that and protects it from going into the principa
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of the fund. He knew that was the public’s highest
priorities.

M. Storer agreed that there is interest in those subjects.
He pointed out that it would also nenorialize the concept of
the dividend. The public definitely understands the concept
of principal protection, which he thought was a good thing.
He urged nenbers to keep in mnd the concept of the worse
case scenario and that the anmendnent nenorializes the
concept of the dividend but does not say that a dividend
woul d not be paid, but if the market value was eroded, the
fl oor would disappear. He enphasized that the | anguage
creates both a discipline and a floor. There is a |limted
chance that there could be a small or no dividend.

M. Barthol omew added that wunder the Board of Trustees
proposal, they nerged principal and Earnings Reserve into
one account. From the adm nistrative perspective, part of
the benefit fromthat action would be only the records from
the generally accepted accounting principals would tell the
Legislature the size of the fund and the market value tines
5% Into the future, the Permanent Fund Corporation would
continue to report as they are at this tine. There are two
sets of accounting records used, the generally accepted
accounting principal and the accounting for the realized
i ncone. He assuned that was a difficult piece to
understand. The existing process wll remain in place. The
protection of principal is out-weighing sone of the other
benefits.

Co-Chair WIllians agreed that it is difficult to understand
t hese concepts. He asked if the proposed |egislation would

put that |anguage into the Constitution. M. Barthol onew
acknow edged that it would and that the principal is
included in the Constitution at this tine. Co- Chai r

Wl lians questioned why the Legislature would want to pl ace
that | anguage into the Constitution.

JOE BALASH, STAFF, SENATOR CENE THERRI AULT, presented a
hi story on the proposal, which dates back to 2001. At that
tinme, Senator Therriault was Chairman of the Legislative
Budget and Audit (LBA) Commttee, which has oversight of the
Per manent Fund, and was responsible for introducing the
first proposal by the Trustees to swtch to the percent of
mar ket val ue (POW) nethodol ogy. Then Senate President
Hal ford rewarded Senator Therriault for that introduction by
referring it to his Conmttee in Senate State Affairs.
During the next fourteen nonths, public hearings were held
statewi de. During subsequent and current |egislatures have
spent much of the interimtaking public testinony on current
POW | anguage. The concept of principal keeps com ng around
to “haunt” the notion of POW and why it is not the public’s
first choice as a way to preserve the fund. In order to
preserve the notion of principal, the rest of the fund nust
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be accounted for in some manner. By doing so, the decision
was to create an Earni ngs Reserve Account simlar to what is
around today. He added that realized versus unrealized
i ncome has not been distinguished in the bill

Co-Chair WIllians recommended that Senator Therriault be
present at the next schedul ed neeting for Mnday, Mrch 29"
at 9 am M. Balash indicated that he could arrange that.

Representati ve Hawker asked if the anendnent was attenpting
to create two buckets of noney within the Permanent Fund.

M. Barthol omew responded that there have been nmany |ega

di scussions over how many buckets of noney there are.

Currently, the Permanent Fund is accounted for in three
separate pools. The pri nci pal pool, the unrealized
earnings, and the realized earnings. Language on Line 13,

of the proposed anendnent addresses depositing earnings into
the reserve. He understood that | anguage woul d require them
to continue as presently done and account for the Permnent
Fund in the three buckets. The spending is driven by what
is available in the realized earnings account.

Representati ve Hawker inquired why new | anguage was needed
to acconplish sonething already being done. M. Barthol onew
stated that the constitutional anendnent does achieve the 5%
spending limt, which is the nost significant action being
taken by wusing the 5% spending limt, which protects
purchasi ng power into the future. However, the nanner in
which it is accounted for will change.

Represent ati ve Hawker voiced his confusion regardi ng placing
the 5% 1imt into constitutional |anguage. M. Barthol onew
reiterated that it was in original bill. He explained that
on Line 10, leaves the word “principal” in the Constitution
and requires that the principal not be spent. M. Storer
added that it was true that the 5%limt existed before. It
is consistent with the Permanent Fund’ s objective, putting a
limt on how much could be appropriated at any given tine.
The anendnent creates a floor, and if the value of the fund
falls below that floor, no noney could be used bel ow the
principal floor. Over tine, as the profits of the fund grow
and the difference between the value of the fund and the
princi pal become wder and wder, then the point of
princi pal becones |ess inportant because the cushi on becones
greater.

Represent ati ve Hawker understood that the 5% does not change
and would only apply to a portion of the noney in the fund.
M. Storer replied that the 5% limt would apply to the
entire fund. The definition of how nmuch could be used

woul d be 5% of the 5-year noving average of the entire fund.
The next step would be how much woul d be avail abl e above the
floor, which is the second nessage clarifying if there are
sufficient funds in order to reach the 5% requirenent in
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excess of that floor. If not, then they cannot take nore
than the fl oor.

Represent ati ve Hawker thought that the policy call would be
the 5% of the entire value of the fund but only neking a
portion available to draw the 5% He believed that |anguage
was i nconsistent. M. Barthol omew agreed. Representative
Hawker questioned limting the source of that fund. M.
Storer advised there are ways to provide insight when the
fund does not earn the 5% He pointed out that the
Per manent Fund has been working with a nunber of elected
officials, who could evaluate whether or not to use the
entire 5% or instead nmake | ess of a policy decision.

Representati ve Hawker thought if there was inadequate noney
in the bucket, then nothing could be drawn. He questi oned
if that would be the sane effect as using the “sidebar”.
M. Barthol omew explained that if the sidebars or guardrails
were placed into statute, there would always be the option
of the Legislature to not follow them If the extra
protection were placed into the Constitution, there would
never be the option of not followng it.

Representati ve Hawker suggested that was an “all or none”
attitude. M. Bartholonew attenpted to clarify, noting that
had been the debate the Board went through when making their
deci si on. As the Constitution is witten today, there are
mar ket scenarios, where there can be short-term declines in
the financial markets, which reduce the value of the
earni ngs reserve. If that scenario was to repeat itself,
when there is a principal limtation, which is hard and
fast, there is a line or value of the Permanent Fund t hat
can not be spent below, and is howit currently is and woul d
continue with the anendnent. He reiterated that there is a
hard and fast Iline, which the Legislature cannot spend
bel ow. When the Trustees evaluated whether to renove
princi pal or not, they recommended that the benefits nust be
evaluated from having a predictable, sustainable pay out
from the Permanent Fund versus the risk taken by renoving
the principal protection and saying that there are near turn
down markets, spending down into the Pernmanent Fund with the
intention that it would be paid back in the future good
years. That was the discussion. From the sponsor of the
amendnent and what the public wants, the Board is
confortable using the word principal. The experience of the
Permanent Fund is that wth time to educate and work with
the public, the public then tends to support the concept of
a sustai nabl e and predictabl e payout.

Representative Hawker understood that the anendnent was a
trade off and woul d provide sone inherent predictability and
stability to the previous version of the bill for
preservation of the notion of principal. He comented that
the word “notion” troubled him and that he did not think
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that the State really wanted to trade predictability and
sustainability for such a vague thought.

Co-Chair Harris stressed that the reality is that the
amendnent would protect a value of the principal set at a
certain period of tine when it is voted on. That val ue
could never be taken away. Any earnings of the Permanent

Fund above and beyond that tine would be deposited into the
second account called the Earnings Reserve Account. Today,

that account is not protected at all. Under the anendnent,

it would be entirely protected under the Constitution. The
Ear ni ngs Reserve Account is the only pot of noney that the
5% could be taken from If there were a down market for a
considerable period of tinme, it would not prohibit taking 5%
of the fund. However, if the Earnings Reserve Account was
depleted, then no nore could be drawn from the Pernmanent

Fund, as it would be constitutionally protected as the
principal. He enphasized that there is no “notion” involved
at all in the proposed | anguage and enphasi zed that there is
absol ute value protected. He asked M. Storer if that was a
correct interpretation. M. Storer responded that the only
distinction would be when that point is hit, and then the
citizens of Alaska would have to vote.

Co-Chair Harris pointed out that they would only have to
vote on the constitutional question, which would require
two-thirds of both Bodies’s in order to place the question
before the voters.

Co-Chair Harris noted that twd concerns were Dbeing
addr essed. One is the constitutional protection of the
corpus or principal value at a certain point. The Pernmanent
Fund will have to determ ne whatever that nunber is at that
point in time. Any anount above and beyond that is Earnings
Reserve Account noney. M. Barthol onew indicated that the
question needing to be answered is how to address the
State’s on-going receipt of oil deposits. The Per manent
Fund understands that the principal would have to grow from
the on-going oil deposits; however, all the earnings of the
fund would be what is placed into the Earnings Reserve
Account .

Co-Chair Harris pointed out that that the Constitution
already clarifies that 25% goes into the principal of the
fund. That value is what is created by the investnents and
woul d becone part of the Earnings Reserve Account. That is
the pot of noney that is constitutionally protected by the
5% M. Storer stated that there is approximately $4.7
billion dollars of realized and unrealized noney in the
account at this tine.

Co-Chair Harris added that the Legislature still nust

determne how nmuch of that 5% conmes out of the Earnings
Reserve Account that could be used for dividends, general
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operations of the departnents and education. M. Storer
agr eed. Co-Chair Harris added that the Legislature could
adopt 100% for dividends and could be changed at any period
in time by the Legislature if they wanted to face public
scrutiny. He noted that the public is concerned about the
erosion of the principal. They need assurance that the
principal is not going away. The only way that they wll
get that assurance is if it is constitutionally protected.
Under the proposed anendnent, the Legislature would have no
power, only the public would have that authority. \V/ g
Storer agreed.

Vice Chair Meyer asked the highest and | owest anount earned

by the fund over the past twenty-five years. M. Storer
stated that in March 2000, the principal was between $19 &
$20 billion dollars and now the principal is $23 billion

dol | ars. M. Barthol onew responded that there is a return
that the fund has earned under the generally accepted
accounting principals. It is inportant to consider what the
fund has earned under the realized earnings approach.

Vice Chair Meyer thought that 8% had been the average over
t hat peri od. M. Storer commented that the fund has been
through a substantial bull market for about fifteen years.
The real rate of return for nineteen years is 6.9% and is
not sustainable. In the last ten years, there has been both
bull markets and a severe down market. Over that period of
time, the fund earned a return of 7.8% with inflation at
2.5% which makes a 5.3%real rate of return

Vice Chair Meyer understood Co-Chair Harris’ concerns of
eroding into the principal, however, pointed out that it had
gone up to 5% Wth inclusion of the proposed safeguards,
it would not go up to the full 5% G ven the POW concept,
it is anticipated that during the next 50 to 100 years, the
average earnings would be 8 M. Storer interjected that a
5% real rate of return could be anticipated. That is how
the 5% has been determ ned on what shoul d be appropri at ed.

Vice Chair Meyer asked if the Pernmanent Fund supports the

anmendnent . M. Storer responded that historically, the
Per manent Fund supported the constitutional anendnment wth
principal remaining in. After a long study, it was

determ ned that there could be a better way to approach it.
The Board has concluded that the percentage of market val ue
pay out, as it now stands, is the recommended way, and wl |
allow the Legislature to determ ne whether or not it is in
the best interest to sustain the full 5% pay out or |ess
depending on the market. At no time, has the Permanent Fund
clainmed that leaving the principal in would be inherently
bad. That approach is considered to be second best and is
vi abl e.
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Representative Hawker commented on the statenent regarding

the principal in as being the second best approach. He
asked if that was a decision nade from a financial policy
point of view or a political perspective. M. Storer

responded that he hoped it was a decision nade from his
financial hat perspective so as to insure the long-term
viability. Discipline nmust be created to provide a cushion
for both the good and bad tines, which has been consi stent
for the Permanent Fund. They do recogni ze the inportance of
the principal to the citizens of Al aska.

Representative Hawker heard that the bill as originally
presented was the first best approach, however, the
Legi sl ature wears a nore political hat first. The political
debate is one of preserving the notion of the principal. He
recommended exploring how to manage it, while continuing to
acconplish distribution of the wealth to all Al askans. He
asked if the Permanent Fund considered using the old three-
colunmm trust account system

TAPE HFC 04 - 67, Side B

Representative Hawker continued, that system consists of

three columms, principal, earnings and expenses. The
realized earnings would be shifted between the three
col ums. He acknow edged that the nethods of accounting

have evol ved and changed. He pointed out that the fund has
gone from the notion of principal to an accounting standard
that neasures funds by value instead of principal. M.
Bart hol omew expl ai ned that in 1997, the accounting standards
that oversee all generally accepted accounting principals
require the Permanent Fund to mark all of its assets to
current daily price to guarantee knowing if value was being
gained or lost. At the end of each nonth, a report is nade
available to the Legislature fromthe Pernmanent Fund.

Representative Hawker knew that accounting changes have

evol ved during the 1990’s. In 1997, pronouncenents nandated
to take a new approach to the fund. He asked if that was
the basis of the first best value based approach. He
t hought that the second best approach appears to be nore
outdated and does not reflect these flucuations. \V/ g
Bart hol omew agr eed. He added that wunder the concept of
principal, the Permanent Fund wll npmaintain two sets of
accounting records. That is what is done today. That
nmet hodol ogy would have gone away wunder a pure narket
appr oach. Representati ve Hawker commented that would put

t he burden back on the Legislature.

Co-Chair Wllians stated that HIR 26 would be HELD in
Conmittee.
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#HB298
HOUSE BILL 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 nmaking
conform ng anmendnents; and providing for an effective
dat e.

Representative Hawker explained that HB 298 was the
conpanion legislation to HIR 26. He requested that the bill
be HELD in Commttee until the final form of HIR 26 was
det er m ned.

Co-Chair WIllians stated that HIR 26 would be HELD in
Commttee for further consideration.

#HIR9
HOUSE JO NT RESOLUTI ON NO. 9

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

Co-Chair Harris MOWED to ADOPT work draft #23-LS0435\E,
Cook, 3/25/04, as the version of the legislation before the
Comm ttee. There being NO OBJECTION, it was adopt ed.

PETE ECKLUND, STAFF, REPRESENTATI VE BI LL W LLI AMS, expl ai ned
the changes nmade to the work draft. Page 2, Line 19,
i ncor porates Anmendnent #1, passed at a previous hearing.
Page 2, Line 23, the previous version had the appropriation
going to the Constitutional Budget Reserve (CBR) and being
exenpt, whereas, the current version places it in a reserve
fund established by law. M. Ecklund pointed out that there
is alegislative obligation to repay $5.5 billion dollars to
the Constitutional Budget Reserve (CBR), and cannot be
satisfied through direct appropriations but rather through

sweeps. If the Legislature chooses to appropriate that
anount at this tinme, it will not go to satisfying the debt
obl i gati on. New | anguage would be in place for a future

date at which tine the legislature would repay the CBR
There are on-going revenue surpluses to the State and any
appropriations to the CBR would not be subject to an
appropriation limt.

Co-Chair Harris asked if it was constitutional, not be able
to place noney fromthe general fund back into the CBR M.
Eckl und responded that an appropriation to the CBR woul d not

count as a repaynent of that obligation. If the noney was
left in the CBR and was swept, that would count toward the
debt . Co-Chair Harris inquired why it would not count

toward repaynment. M. Ecklund explained that was the manner
in which the constitutional provision had been constructed.
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TAVARA  COCK, DI RECTOR, LEA SLATIVE LEGAL AND RESEARCH
SERVI CES, LEQ SLATI VE AFFAI RS AGENCY, advised that Section
17, Article 9, establishes the anount available should be
deposited into the general reserve fund. Subsection (D)
contains that sweep |anguage. If an appropriation is nade
from the Budget Reserve Fund, until the anount appropriated
is repaid, the anobunt in the general fund available for
appropriation at the end of each fiscal year, shall be
deposited into the General Reserve Fund. She noted the
| anguage used: “Until the anount is repaid”. It does
stipulate that the repaynent cones from a separate
appropriation or whether the source of noney comng into the
sweep may be construed as a grow ng Budget Reserve Fund

None of Section 17 was drafted in contenplation that there
woul d be appropriations into the Budget Reserve Fund nor
does that section specifically prohibit appropriations into
t hat fund.

Ms. Cook advised that the question 1is whether the
appropriation is considered to be a repaynent or sinply a
deci sion made by the Legislature to add nore noney to the
Budget Reserve Fund. The repaynent structure suggests that
a Court mght find that the repaynent occurs through a
sweep. There is no obligation to repay it and becones
automati c. If nmoney is appropriated out, then noney flows
back in as it is avail able.

Co-Chair WIlIlianms understood that is why there is a reverse
sweep.

Co-Chair Harris pointed out the information indicates it
woul d be until the anpbunt was repaid, but does not indicate
how. If the amount is repaid and satisfied, then the
Legislature would not have to do a sweep. Ms. Cook
responded that was plausible but she did not know if the
Court woul d accept that.

Co-Chair Harris questioned the point made by M. Cook that
the Legislature would not be allowed to replenish the CBR
with general funds. Ms. Cook replied that the Legislature
certainly would be allowed to if there were general funds
sitting there. There is no question that anything left in
the general fund on the last day of the fiscal year, could
be swept. The legal question is, if the Legislature does
appropriate it, wwuld the Court find that to be an
i ndependent task that the Legislature did to grow the fund,
but not elimnating the obligation under Section “D'. She
agreed that could be a possible argunent.

Co-Chair Harris asked what would happen if the Legislature
pl aced |anguage into the budget to appropriate a certain
anount of noney to the Constitutional Budget Reserve to
satisfy the terns and conditions in the constitutional
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| anguage under Section 17(D). That is the intent of the
Legi sl ature. M. Cook thought that would be a good argunent
to put before the Court. |If you could clearly indicate that
it is the intent of the Legislature to satisfy the 17(D)
requi renent, it would nake a good case.

Co-Chair Harris presented a hypothetical situation in which
the State had a natural gas pipeline and the anmount of noney
comng into the State coffers was nore than enough to
satisfy the needs of the governnent and then that noney was
placed into a savings or placed into the CBR to cover the
anount taken out over the years. That could satisfy the
terms that the Constitution requires to sweep and the CBR
could be repaid. M. Cook noted that she would be inclined
to agree because she would assunme that the Legislature also
has the power to nmake the choice to make the appropriation
to the CBR or to hold that fund, saying that it is not going
to elimnate the sweeping obligation of the general funds.
It could create a clear expression of legislative intent, in
the particul ar appropriation act.

Representative Stoltze referenced Page 2, Section 19, asking

the inplications of that |anguage in the anmendnent. V5.
Cook acknow edged t he concerns regar di ng duel i ng
constitutional provisions. She suspected that the Court
would not construe it that way. If there were no POW

anmendnent, and Section 15 kept the sane |anguage, the Court
woul d find that section to be clear, only incone avail able.
The enactnent of the proposed |anguage could not convince
the Court that the Legislature could appropriate from the
Per manent Fund for di vidends for anything other than the
i ncome.

Representative Stoltze requested Ms. Cook to research that
further. He noted that he did not have the sane confidence
in the five nmenbers of the Suprene Court. He thought that
the decisions may be different than what was conceived in
1990. Ms. Cook concurred that the Suprenme Court has many
facets that change rapidly. She did not ever want to attenpt
to second-guess how they would face any problenms. Wth the
current |anguage, the principal could only be used for
i nvestnment and the inconme shall be put in the general fund
unl ess provided otherw se by |aw The Legislature has in
fact, elected to provide that the inconme of the Permnent
Fund go into a separate account |ocated in the Pernanent

Fund. However, the Legislature could provide by statute
that the income go to an account that is not in the
Per manent Fund, which would only take a statute change. |If

confronted with that |anguage, an appropriation from the
Per manent Fund provides paynent of the dividends to State
resi dents. At that point, you could not appropriate from
t he Permanent Fund because it does not permt that. If the
Legi slature appropriated from the (general fund, that
appropriation mght not be exenpt under that exenption and
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the limt mght not apply. The problemis the fact that it
m ght undo the spending imt itself.

Representative Stoltze cautioned that future |egislatures
could play chicken with the courts with regards to the use
of the permanent fund earnings. Ms. Cook understood that
Representative Stoltze feared that the | anguage m ght allow
an appropriation from the principal of the Permanent Fund.
She did not think a Court would reach that decision. A
Court mght find that an appropriation from the Permnent
Fund froma different source is not exenpt fromthe spending
limt. M. Cook did not see that the Court would find that
if an appropriation occurred, the purposes of the spending
limt would have any authority to actually mnake the
appropriation. That is not what the |anguage does. The
| anguage only says how to cal cul ate an anount avail able for
an expenditure for a succeeding fiscal year. The worst case
scenario that could occur is that the State would elect to
set up sone program of Permanent Fund paynents funded from a
different source and be included within the spending limt
cal cul ati on.

Representative Stoltze MOVED conceptual Amendnent #3 to Page
2, Line 19, deleting “fromthe” and inserting “of”, to read:
“An appropriation of the Al aska permanent fund for paynents
of per manent fund di vi dends to State residents.”
Represent ati ve Hawker OBJECTED.

In response to a question by Representative Hawker, M. Cook
advised that nost likely, a Court would still find it
subject to exclusion if noved to a POW. If it could be
denonstrated particularly to a specific year that the POW
formula actually invaded sonme of the principal, then soneone
m ght be able to present a case to the Court.

Representati ve Hawker spoke agai nst t he anendnent ,
suggesting that it was nore generic verbiage that
enconpassed to wi de of possible |atitudes.

M. Ecklund offered alternative |anguage: Page 2, Line 19,
deleting: “Fromthe Al aska Permanent Fund”. Representative
Stol tze W THDREW Anendnent #3.

Vice Chair Meyer MOVED to ADOPT new Amendnent #3: Page 2,
Line 19, deleting “from the Al aska Permanent Fund”. There
bei ng NO OBJECTI ON, the new Anendnment #3 was adopt ed.

M. Ecklund spoke to the next change in the work draft, Page
3, Line 10, Subparagraph (13), adding an exenption to the
limt. That |anguage woul d describe the reverse sweep, and
woul d not count against the appropriation limt. He asked
Representati ve Hawker to descri be the change nade to Page 1.
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Representati ve Hawker referenced the graph “CS HIR 9 (FIN)
Spending Limt; Base Year of 3 prior year average and 3 year
floating average for variables”. (Copy on File). He
di scussed the basis for the accommodation of the spending
limt and how nmuch spendi ng i ncrease showed being all owed on
an annual basis.

Representati ve Hawker stated that in the previous version of
the bill, the index was created from a conbi nati on of what
the average rate of change is in the State' s popul ati on and
personal incone. The personal inconme |ine has risen
substantially, which has pulled up the spending |evel I|ine,
if the spending Iimt was based on the cost of l|iving and
popul ati on increase. The commttee substitute adopts the
base spending inflator, the average rate in the growh of
the population and the consuner price index and would
provide a slower growth curve. He enphasized the inportance
of the personal incone line, inflation and that the proposed
limt recognizes the inportance of that information. The
work draft proposes to use the base inflation factor; the
average population and the consunmer price index (CPl).
However, the manner in which the |language is witten nakes
it limted to the percent of change in personal incone.

Representative Croft suggested that wuld be the nost
restrictive approach that could be taken. Representative
Hawker replied that under the econom c conditions that have
existed in the past few years, it would not result in the
| owest i ncrenent. He had extracted that nethodol ogy from
the legislative exchange council’s recomendation for
st andar di zed | anguage.

Representative Croft countered, it indicates that the
| anguage was used because we have a tax system that 1is
generally based on a personal incone and we would not want
spending to go up higher than that. Alaska is not based on

that, but instead based on oil. It wll be based on
sonething totally independent from personal incone in the
future. He reiterated that other states have radically

different fiscal systens.

Representative Hawker stressed that there is a need to | ook

to other sources of revenue in the future. Interest is to
provi de the greatest assurance and possible protection with
a practiced spending limt. The intent is to not let the

governnment grow faster than the personal incone does.

In response to Representative Croft’s query, Representative
Hawker expl ained that you would need to average the rate of
change in the Consuner Price Index (CPlI) and the rate of
change in popul ation.

Representative Croft comented that the reason to tie the
spending limt to personal incone is that it would limt the
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anount taken from statew de residents. He agreed that there
must be sonme |imt in running governnment services. He did
not think it would limt, cap, stop or defer any tax, any
use of Permanent Fund earnings or any change in the dividend

structure. It caps what governnent can do. He enphasi zed
that he would rather |imt the gromh of governnent by how
much is taken from his pocket. Governnment is limted in

what it can spend, but not in taxation, which limts the
anount that can be put into schools and ot her services.

Representative Hawker asked if Representative Croft’s
concern is the surrender of taxation. He stressed that the
intent is to maintain a growh rate without tying the hands
of future legislatures fromappropriation or taxation.

Representative Croft interjected that the hands of future
| egi slatures are not tied on taxation, but they should be.
I nstead, we are binding the hands of future legislatures to
appropriate for schools and public safety. He stressed that
the wong things woul d be protected.

Represent ati ve Hawker shared Representative Croft’s concern.
He voiced concern that there is no way to know the future.
He stressed that nothing should be done to restrict the
future and noted that a forced renewal by the people would
force a review of these issues.

HIR 9 was HEARD and HELD in Commttee for further
consi derati on.
TAPE HFC 04 - 68, Side A

#HB236
HOUSE BILL NO._ 236

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

Represent ati ve Hawker recommended that the bill was ready to
nove to the House Rules Conmittee.

Co-Chair Harris asked the amunt of noney a person would
have to earn before they were assessed the $100 dollar tax.
Representative Hawker replied $600 dollars. Co-Chair Harris
voi ced concern that a person would have to pay $100 dollars

out of $600 dollars earned. He thought that was a
substantial anmount for a person to have to pay with such a
smal | i ncone. He recommended that the earned anobunt be

rai sed, having a dramatic effect on soneone earning only
$600 dol | ars.

Represent ati ve Hawker advised that at $600 dollars, the tax
woul d be zero; at $610 dollars, the tax would be $1 doll ar.
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After that, it would be a 10% increnental increase on the
next $1,000 dollars earned. An aggregate earnings of $1, 600
dollars, the tax is zero for the rest of the individual’s
ear ni ngs. He clarified that in order to pay $100 doll ars,
t he person woul d have had to nake $1, 600 doll ars.

Di scussi on conti nued bet ween Co- Chair Harris and
Representati ve Hawker . Co- Chair Harris asked if
Representati ve Hawker would support raising the anpunt to
$1000 dollars. Representative Hawker replied that they had
di scussed that with the sponsor of the bill and that $600
dollars was agreed upon, and that it is the federal |evel
for recording of self-enploynent earnings. He stated it was
not the substantive issue of the bill. Co-Chair Harris
pointed out that the enployer would have to deduct the
anount fromthe person’s check.

Co-Chair Harris MOVED to increase the anmpbunt from $600 to
$1000 dollars. Co-Chair WIIlians OBJECTED.

Vice Chair Meyer voiced concern with the amount of overhead
costs needed to generate such a small anmount. He questioned
how much the change woul d i npact the total anobunt generated.

M KE W LLI AMS, (TESFITIED VI A TELECONFERENCE), TAX DI VI SI QN,
DEPARTMENT OF REVENUE, ANCHORAGE, advised that the revenue
woul d remai n constant whether it comes in at $600 or $1000
dollars because it is a flat tax. The tax would generate
approximately $43 nmillion dollars.

Co-Chair Harris asked at $1000 dollars, wuld the Tax

Division still need to hire 13 full tinme and 10 part tinme
enpl oyees to adm nister the program M. WIllians replied
t hey woul d. Regardl ess of the anpunt, the admnistrative

structure would renain the same.

Co-Chair Harris maintained his notion on the anendment in
order that |ow paid workers would be able to keep all their
noney.

Representative Croft synpathized with the intent of the

anmendnent . He pointed out that the anmendnment would only
hel p those people earning between $600 and $1000 dollars a
year . He did not think that it would be hel ping anyone

except unless there income was very low. He stated that he
was nost concerned with the person meking $12,000 doll ars.
Representative Croft elaborated that the effort would not
have much of an effect on the real people who will be hurt
by the bill

Aroll call vote was taken on the notion.

I N FAVOR: Stoltze, Joule, Meyer, Harris
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OPPCOSED: Chenaul t, Croft, Fost er, Hawker , Mbses,
WIIlians

Representative Fate was not present for the vote
The MOTI ON FAI LED (4-6).

Vice Chair Meyer inquired how the person who has multiple
j obs woul d be handl ed. Representative Hawker responded that
the duty to collect is inposed upon the enployer until the
enpl oyee can denonstrate to that enployer that they had the
full amount withheld fromtheir wages for that year. There
could be sinultaneous nultiple enployers or sequential
mul tiple enployers. Conplete |atitude has been given that
as soon as an enployee can denonstrate that they have paid
the $100 dollars, they would have no nore withheld. He
added that there is a provision that in any case that an
enpl oyee should overpay the $100 dollars, they could apply
for a refund at the end of the year for that overpaynent.

Vice Chair Meyer voiced concern with that, pointing out that
many people have nmultiple jobs throughout the year. There
will be an extra burden placed on the enployees to
contribute and for them to keep track of that anount. He
thought that the bill would create extra work, burden and
bur eaucracy on the enpl oyee.

Co-Chair WIllians remnisced that he had worked for three

enpl oyers when the last education tax was in place. He
stressed how difficult that had been not receiving the
overpaid anmount until the end of the year. |f he knew that

if he could track of the anmount as proposed in this
| egi sl ati on, he would have done that.

Vice Chair Meyer worried that many of these workers will not
keep track of the amount they have paid in.

Co-Chair Harris asked if it would take the same nunber of
enpl oyees to inplenment a full-blown graduated incone tax.
M. WIllianms said it would require a |larger nunber of staff
for the inconme tax, with a full tinme staff of 80 people
The anount generated woul d depend on the particular bill in
pl ace. Under Governor Knowl es’ version, the anount
generated would have been approximately $350 nmillion
dol | ars.

Representative Foster commented on the jobs that he had when
he was sixteen years old and the inplications of paying that
tax had on him

Representative Foster MOVED to report CS HB 236 (FIN) out of
Committee wth individual recommendations and wth the
acconpanying fiscal notes. There being NO OBJECTION, it was
so ordered.
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CS HB 236 (FIN was reported out of Conmttee wth
“individual recomendations” and with a new fiscal note by
the Departnment of Revenue and indeterminate note #1 by the
Depart ment of Labor & Workforce Devel opnent.

#

ADJ QURNVENT

The neeting was adjourned at 3:47 P. M
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