HOUSE FI NANCE COVM TTEE
June 23, 2004
3:43 P. M

TAPE HFC 04 - 1, Side A
TAPE HFC 04 - 1, Side B

CALL TO ORDER

Co-Chair WIllianms called the House Finance Commttee neeting
to order at 3:43 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

Represent ati ve Et han Ber kowi t z, Representati ve Ni ck
St epovi ch; Cheryl Frasca, Director, D vision of Managenent &
Budget, Ofice of the Governor; Robert D. Storer, Executive
Director, Al aska Permanent Fund Corporation, Departnment of
Revenue;

PRESENT VI A TELECONFERENCE

There were no tel econference testifiers.
SUMVARY

HIR 101 Proposi ng anendnents to the Constitution of the
State of Alaska relating to and Ilimting
appropriations from the Alaska permanent fund
based on an averaged percent of the fund market
val ue.

HIR 101 was reported out of Conmttee with a “no

recommendation” and a fiscal inpact note by the
O fice of Lieutenant CGovernor.
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HIR 102 Proposi ng anendnents to the Constitution of the
State of Alaska relating to and Ilimting
appropriations from the Alaska permanent fund
based on an averaged percent of the fund market
value and relating to permanent fund dividend
paynent s.

HIR 102 was REPORTED out of Conmmittee with a "do
not pass" recommendation and with a zero fiscal
note by the Departnent of Revenue and a fiscal
inpact note by the Ofice of the Lieutenant
Gover nor.

HIR 103 Proposi ng anendnents to the Constitution of the
State of Alaska relating to an appropriation
limt.

HIR 103 was reported out of Conmmttee with a “no
recommendation” and a fiscal inpact note by the
O fice of the Lieutenant Governor.

HB 1003 An Act relating to t he i ncome of and
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;
relating to permanent fund dividend paynents of at
| east $1,000; relating to the determ nati on of net
incone of the nental health trust fund; and
providing for an effective date.

HB 1003 was REPORTED out of Conmittee with a "do
not pass" recomendation and with a zero fiscal
note by the Departnent of Revenue.

#hj r101

HOUSE JO NT RESOLUTION NO 101

Proposi ng anendnents to the Constitution of the State
of Alaska relating to and limting appropriations from
the Al aska permanent fund based on an averaged percent
of the fund market val ue.

Co-Chair WIllians noted that the identical |egislation
[ HHR26] had conme before the Conmmttee during the regular
session and asked if nenbers would like to ask questions. No
questions were asked.

Representative Foster MOWED to report HIR 101 out of
Committee wth individual recommendations and wth the
acconpanyi ng fiscal note.

There being NO OBJECTION, it was so ordered.
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HIR 101 was reported out of Commttee wth a “no

recoomendation” and a fiscal inpact note by the Lt.
Governor’s Ofice.
#hj r 103

HOUSE JO NT _RESCOLUTI ON NO. 103

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

Co-Chair WIllians noted that the identical |egislation
[HIRO] had conme before the Commttee during the regular
session and asked if nenbers would like to ask questions. No
questions were asked.

Representative Foster MWED to report HIR 103 out of
Committee wth individual recommendations and wth the
acconpanyi ng fiscal note.

Representative Croft OBJECTED. He felt that a spending limt
woul d be a major m stake. He spoke in support of a tax cap.
“The best spending cap is not letting governnent get into
the dividend.” He observed that future growh could
necessitate additional state spending and concluded that it
woul d be inappropriate to constraint future |egislatures.

Representative Stoltze spoke in support of the |egislation.
A roll call vote was taken on the notion.

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

Co-Chair Harris and Myses were absent fromthe vote.
The MOTI ON PASSED ( 6-3).

HIR 103 was reported out of Commttee with a “no
recommendation” and a fiscal inpact note by the Ofice of
t he Li eutenant Governor.

#hj r 102

HOUSE JO NT RESOLUTI ON NO 102

Proposi ng anendnents to the Constitution of the State
of Alaska relating to and limting appropriations from
the Al aska permanent fund based on an averaged percent
of the fund market value and relating to permanent fund
di vi dend paynents.

Representative Foster MOWED to report HIR 102 out of
Committee wth individual recommendations and wth the
acconpanying fiscal notes. There was objection for purpose
of di scussi on.
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CHERYL FRASCA, DI RECTOR, DI VISION OF MANAGEMENT & BUDGET,
OFFICE OF THE GOVERNCOR, explained the bill, which would
provide a constitutional distribution of 5 Percent of the
Mar ket Val ue (POW) of the Permanent Fund: 50% to dividends,
45% t o education and 5% as a community dividend. There would
be a ten-year sunset provision. Ms. Frasca noted, “it would
be up to a legislature a decade from now to decide what it
wanted to bring back to the voters.”

Representative Stoltze stated that he had a problem putting
a sunset provision into the Alaska Constitution. He felt
that it would erode public confidence and pointed out that
any Conmittee Chair could “obliterate” all the plans and
protections [provided under the legislation] through the
| egi sl ative process.

Representative Joule MOVED to ADOPT a conceptual amendnent
changing the distribution to: 60% to dividends, 32.5% to
state functions, and 7.5% to municipalities. Co- Chair
W1 lians OBJECTED.

Co-Chair WIlliams referred to the constitutional approach
and noted that it would take two years to inplenent due to
voting requirenent.

In response to a question by Representative Croft, M.
Frasca clarified that the legislation was drafted with a
sunset. A future legislature would have to place on the
ball ot either the same proposal or a new proposal. “The idea
was, is that, when we |ook forward over a decade, in ten
years we don’t know what Al aska is going to be like.” Future
revenues are anticipated from resource developnent. The
Adm nistration felt it was inportant to give a future
| egi slature the latitude to determne what is the best fit
for the circunstances at that time. A ratification approach
woul d only allow the continuation of the process that was in
pl ace in 2004.

Representative Croft concluded that the entire conmmttee
process would have to [be repeated] in 2014 [under the
constitutional approach].

Represent ati ve Hawker pointed out that the ballot initiative
to establish the Permanent Fund stressed that the Fund woul d
be used to establish stable state funding when oil and gas
revenues were gone. He observed that the proposal would take
50% of these funds off the table for dividends.

Ms. Frasca responded that the creation of the dividend
expanded the use of the Fund. The interpretation that a use
of the Fund should be for dividends is supported by the
statutory actions of the |legislature. The |egislation would
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put into the Constitution what has becone practice in terns
of dividends and educati on.

Representative Hawker questioned if the Adm nistration was
confortable in placing dividends as the top priority of
state funding.

Ms. Frasca noted that the Admnistration is confortable with
the use of funds for dividends and education. The 5 percent
payout for nunicipalities establishes a new program

REPRESENTATI VE ETHAN BERKOW TZ questioned if anyone had
| ooked at increasing the 25 percent [deposit into the Fund]
frommneral |eases to 50 to 100 percent.

ROBERT D. STORER, EXECUTIVE DI RECTOR, ALASKA PERVMANENT FUND
CORPORATI ON, DEPARTMENT OF REVENUE, stated that he could
provide the information, but speculated that the Fund size
and incone fromthe Fund woul d increase.

In response to a question by Representative Berkow tz, M.
Frasca was not aware of any proposals by the Adm nistration
to increase the deposit anmount [from mneral |eases]. She
questioned if the suggestion by Representative Berkowtz
would be for all revenues to go into the Permanent Fund

Representative Berkowitz stated that he wanted to consider a
change and asked for additional information, which M.
Storer prom sed to provide.

Representative Joule reiterated his conceptual amendnent for
distribution of a 5 percent POW: 60 personal dividend, 35.2
percent to state spending, and 7.5 for municipalities.

Representati ve Hawker stated that he would be in favor of an
increased municipal dividend with a 50 percent dividend
payout .

Representative Joule noted that constituents seemto favor a
distribution of 60 percent to dividends. He spoke in support
of the anmendnent.

Vi ce-Chair Meyer spoke in support of a 50 percent dividend
and a 10 percent nunici pal dividend.

Representative Croft spoke in support of the anmendnent. He
noted that a third of the payout would be upwards of $425
mllion dollars [for state spending]. Comunities would
receive approximately $105 nmillion dollars, which is close
to the anmpbunt paid by the nunicipal assistance program
bef ore reducti ons.

A roll call vote was taken on the notion by Representative
Joul e to change the distribution anmounts.
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IN FAVOR: Croft, Foster, Joule, Mses, Stotlze
OPPCSED: Fate, Hawker, Meyer, Chenault, WIIlians

Co-Chair Harris was absent fromthe vote.
The MOTI ON FAI LED (5-5).

Representative Foster MOWED to report HIR 102 out of
Commttee with the acconpanying fiscal notes. Representative
Fate OBJECTED. He spoke against eroding the power of the
| egi sl ature.

Vice-Chair Myer stressed the inportance of the POW
approach. He felt that it nerited further debate on the
House Fl oor.

Representative Stoltze and Representative Hawker agreed with
the remarks of Vice-Chair Myer.

Representative Joule noted that the public needs to be
convinced of the inportance of the POW.

REPRESENTATI VE NI CK STEPOVI CH poi nted out that the public is
wary of the way the | egislature spends its noney.

A roll call vote was taken on the nmotion to nove the bill
from Comm ttee.

I N FAVOR: Foster, Hawker, Joule, Meyer, Stoltze, WIIlians
OPPCSED: Fate, Chenault, Croft, Moses

Co-Chair Harris was absent fromthe vote.
The MOTI ON PASSED (6-4).

HIR 102 was REPORTED out of Committee with a "do not pass”
recommendation and with a zero fiscal note by the Departnent
of Revenue and a fiscal inpact note by the Ofice of the
Li eut enant Gover nor.

#hb1003

HOUSE Bl LL NO. 1003

An Act relating to the income of and appropriations
from the Al aska permanent fund under art. 11X sec.
15(b), Constitution of the State of Al aska, and nmaking
conformng anendnents; relating to permanent fund
di vidend paynents of at |east $1,000; relating to the
determ nation of net inconme of the nmental health trust
fund; and providing for an effective date.

CHERYL FRASCA, DI RECTOR, DIVISION OF MANAGEMENT & BUDGET,

OFFI CE OF THE GOVERNOR, observed that the |egislation would
provide for a dividend that is equal to 50% of the annual
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POW inconme or a $1,000 dollar dividend, whichever is
greater.

ROBERT D. STORER, EXECUTI VE DI RECTOR, ALASKA PERVANENT FUND
CORPORATI ON, DEPARTMENT OF REVENUE, explained that the
incone from the Anmerada Hess settlenment nay not be
distributed as a dividend under current law. Incone fromthe
settlenment can only go into the principal of the Fund. These
funds are a conponent within the Fund, which has continued
to grow. The |egislation would change this status and all ow
the funds to be considered in the calculation of dividends.
In response to a question by Representative Croft, M.
Storer felt that the change could be nade within the limts
of the settlenent. He did not have a legal opinion to
substantiate this opinion [M. Storer later notes that the
| egi sl ati on woul d not include this change.]

Representati ve Hawker corrected the previous statenents by
M. Storer and pointed out that |anguage in the original
version (HB 298) nmde the incone avail able. He observed that
HB 1003 would hold the status quo and the incone would not
be avail able for distribution.

M. Storer acknow edged that the distinction would remain
the sanme as under current statute.

Representative Joule MOVED to ADOPT conceptual Anmendnent #1
for the distribution: 7.5 percent for nmunicipalities, 32.5
percent to public education and 60 percent to dividends.

Co-Chair WIIlianms OBJECTED.

Representati ve Hawker suggested that the anmendnent would
place dividends at a higher priority to education.
Representative Joul e di sagreed and pointed out that there is

a formula for education, regardless of the funding source.
The anendnent is a switch in the fund source.

Representative Hawker asked if Representative Joule would
support a reduction of the dividend payout to 50%
Representative Joul e did not support the change.

Aroll call vote was taken on the notion.

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

Co-Chair Harris was absent fromthe vote.
The MOTI ON FAI LED (5-5).
Representative Chenault asked what would happen if the

Per manent Fund did not have a market gain in a period of
tinme.
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Ms. Frasca pointed to page 3, line 26: if funds were
insufficient to neet the $1,000 [dividend] mininum the
ot her percentages would be reduced accordingly with the
anticipation that the legislature would back fill to fully
fund the 45 and 5 percent payouts |[to education and
muni ci palities.]

M. Storer explained that the POW approach allows a 5
percent payout with any distribution. Under the proposal a
$1,000 dividend would be given priority; as long as 5
percent of the average of the Fund equal to $1,000 [tines
the nunber of dividend recipients] 1is available, the
di vidend would be paid. The Fund size would have to average
around $14 billion to [pay a $1,000 dividend]. He observed
that during the past three year’s bear market the Fund went
from $28 billion to $21 billion, which still allowed for
inflation proofing and full funding of the dividend.
Statistically there is a small possibility [that the Fund
would drop below the level needed to fund a $1,000
di vidend]. There would have to be an extrenely severe bear
mar ket in the stock market.

Ms. Frasca pointed out that the |egislation would provide a
statutory change. The |l egislature would have the latitude to
anmend the statute.

In response to a question by Vice-Chair Meyer, M. Frasca
reiterated that the $1,000 m ni num provision was added by
the Governor and was not in the version passed by the House
[ HB 298] .

TAPE HFC 04 - 1, Side B

Representative Foster MOWED to report HB 1003 out of
Commttee wth the acconpanying fiscal note. There being NO
OBJECTION, it was so ordered.

HB 1003 was REPORTED out of Committee with a "do not pass”
recommendation and with a zero fiscal note by the Departnent
of Revenue.

#

ADJ QURNVENT

The neeting was adjourned at 4:32 PM
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