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ACTI ON NARRATI VE

TAPE 04-13, SIDE A
Nunmber 0001

CHAIR M KE HAWKER cal |l ed the House Special Conmttee on Ways and
Means neeting to order at 7:02 a.m Represent ati ves Hawker,
Samuel s, Kohring, Wyhrauch, WIson, Mses, and Oyg were present
at the call to order. Representati ves Rokeberg and G uenberg
arrived as the neeting was in progress. Representati ves Seat on
and Harris were al so present.

HB 236- EMPLOYMENT TAX FOR EDUCATI ON

Number 0150

CHAI R HAWKER announced that the first order of business would be
HOUSE BILL NO 236, "An Act inposing a tax on enploynent; and
providing for an effective date."

CHAIR HAWKER inforned the commttee of his intent to nove both
HB 236 and HB 298 out of commttee and on to the [House Finance
Comm ttee] after discussion and public testinony today.

Number 0219

REPRESENTATI VE W LSQON, sponsor of HB 236, noved to adopt the
proposed conmttee substitute (CS) for HB 236, Version 23-
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LS0921\V, Kurtz, 3/16/04, as the working docunent. There being
no objection, Version V was before the committee.

CHAI R HAWKER noted the arrival of Representative G uenberg.

REPRESENTATI VE W LSON read from the sponsor statenent for CSHB
236. For many years ... Alaska had [a school tax] that was paid
by all enployed persons in the state. She continued to read:

The noney went into the general fund and becane a
portion of the dollars |legislators earnmarked for
educat i on. However, when Alaska thought that they
were rich beyond their wldest dreans and the supply
of oil noney, of course, would never end, the school
tax was repealed, and so, this is just trying to bring
back a school tax.

This bill inposes a $100 education tax to be paid by
al | enpl oyed persons, self-enployed or regularly
enpl oyed, who earn nore than $600 in Alaska. This is
a way to assure that all persons who earn noney in
Al aska pay something for the services that they all

receive. It's a way to collect sone noney from the
18.2 percent of workers who work in this state, earn
their living here, but reside and spend it sonewhere
el se.

This bill contains a trigger. W talked about severa
different things last tine. The education tax would

be inposed only in calendar years followng the June
30 fiscal year end when the cash balance in the
Constitutional Budget Reserve Fund [CBRF] is |less than
$1.5 billion. The tax would be suspended in
subsequent cal endar years followng the June 30 fisca

end, when the cash balance of the CBRF is greater than
$2.5 billion. So, the trigger is if it falls below
$1.5 billion it goes into effect, and if noney's
comng in and we've replenished that fund, which we're
supposed to be doing, which we have not been doing up
to this point, but, when that happens, then it would
be automatically suspended until a tine would cone
when we woul d need it again.

The tax would be deposited into the state's general

fund and accounted for separately. The legislature
may then appropriate the anounts collected under this
section for education. The Departnment of Revenue
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[DOR] projects that the annual earnings from this
woul d be approximately $43 nillion.

Nunmber 0536

CHAI R HAWKER noted that there is a new fiscal note from DOR and
asked that it be distributed to the nenbers. He said the
sectional analysis provided is a nore technical analysis of the
i ndi vi dual sections of the proposed CS.

Number 0555

REPRESENTATI VE WEYHRAUCH directed a question to Representative
W son about enployees such as students who |ive outside the
state but return to work for seasonal enploynent in the sumrer,
who don't make in excess of $600 a year. He asked if they would
be taxed on earni ngs made outside the state.

REPRESENTATI VE W LSON answered that the tax would be on earnings
made in Alaska at a rate of zero percent on the first $600 they
woul d earn, 10 percent on the next thousand, and zero percent on
any other earnings. If they were nmaking $650, it would be 10
percent of that amount, which would be $65, she expl ai ned.

CHAIR HAWKER cl arified the issue in terns of nexus [the power of
a state to tax extraterritorial entities]. If the student has
nexus to Alaska, if there is an Al aska nexus to the taxpayer,
then the tax would be collected, he said.

REPRESENTATI VE W LSON added that if the student is a resident,
the tax woul d be coll ect ed.

Number 0737

CHAI R HAWKER reviewed the major changes in the bill from the
previ ous version. He stated that wages were easy to quantify
for state residents, but a nmechanism was needed to capture
earnings from sel f-enpl oynent: fishers, doctors, |awers, and
ot hers who operate as independent contractors, sole proprietors,
or subchapter-S corporations or partnerships. He explained that
after nmuch deliberation, a sinple definition of "self-enploynent
net income” was determned, which is a clearly defined termin
the Internal Revenue Code (IRC) wunder Title 26, Chapter 2,
Section 1402(a), "Net earnings from self-enploynent”. Net
earnings from sel f-enpl oynent neans "if you' ve got to fill out a
social security self-enploynment formin a federal 1040, the net
earnings from self-enploynment, which is gross incone derived by

HOUSE WM COW TTEE - 5- March 17, 2004



an individual, |ess allowable deductions, becone the taxable
line." That would include independent contractors and
partnership incone. A key point of the net earnings from self-
enpl oynent Internal Revenue Service (IRS) definition is that it
has extensive provisions that take partnership income and back
of f passive incone such as rents, royalties, and interest, he

expl ai ned. He said it was a tried and tested definition and
opined it was a good basis for capturing [incone] from self-

enpl oyed i ndividual s. He enphasized that that was the ngjor

change in [the proposed CS].

Nunber 1027

CHAI R HAWKER expl ai ned sone of the smaller changes to the bill.

The "collars" were defined at $1.5 and $2.5 billion. The
enployers will continue to be responsible for collecting from
wage- ear ni ng enpl oyees. A new section provides for a sanction

by DOR to nake enployers post a bond to assure paynent for the
wi thholding, if an enployer is not good at remtting the paynent
in a tinely fashion. The [proposed CS] indicates that self-
enpl oyed individuals nust remt individually to thensel ves. | f
any individual subject to this tax pays nore than $100 by
operation of nultiple enployers or by their own contributions,
DOR shall refund [that anobunt of overpaynent], he said. There
is a provision that requires anyone hiring a self-enployed
i ndi vi dual who has to file wth the federal gover nnent
i nformational reports, the 1099 reporting, to file copies wth

DOR for cross-checking and audit purposes. The bill clearly
indicates that the disposition is for education, which is very
tinmely, he opined. Last, definitions have been cleaned up and

referenced to specific sites of the IRC, he said.

CHAI R HAWKER noted the arrival of Representative Rokeberg.

Nunber 1244

REPRESENTATI VE W LSON expressed her appreciation for the work
done by Representative Hawker on the proposed CS, especially for

maki ng it understandable to taxpayers.

CHAI R HAWKER t hanked Representative WIson for her assistance on
the bill.

Number 1319
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REPRESENTATI VE WEYHRAUCH inquired about the "kick-in" in the
proposed CS, and wondered why it just doesn't say, "Wen it is
| ess than $2.5 billion."

REPRESENTATI VE =~ WEYHRAUCH, in reply to a request from
Representative WIson, restated his question and said it is now
witten as having a floor and a ceiling. He suggested | ust

having a fl oor.

REPRESENTATI VE WLSON replied that part of the reason is to |let
the people of the state realize that [Al aska] can reach a point
where the tax is no |onger needed, and that is a better selling
point. It also helps the legislators realize that there is sone
| eeway because the CBRF is supposed to be replenished during
good tinmes, she added.

REPRESENTATI VE  WEYHRAUCH said, "So, this is an educational
provi sion rather than a managenent provision."

REPRESENTATI VE W LSON said it is both.

CHAI R HAWKER conpared it to a thernostat regulating tenperature
in a room He said, "There is a point at which the furnace
kicks on, but there is also a zone, in there, where the heat
fluctuates before the furnace kicks off again. In this case,
it's providing a window of area there that allows for the fact
that this is a very dynamic world with a lot of other economc

variables in it." He acknow edged Representative Rokeberg's
termof art, "It's a collar on ranges subject to judgnent."
Nunber 1539

CHAI R HAWKER noted specifically that when noney is taken from
the CBRF in this state, as Representative WIson said, it is
owed back to that fund by the general fund. It is a receivable
of that fund, and that is why the |language [in the proposed CS]
very carefully chooses the words "cash balance" in the CBRF,

because the CBRF has a cash balance of $8-plus billion at all
times, nade up of a conbination of cash and receivables fromthe
general fund, he explained. "So, in this case, we are truly

tying to the cash balance in the CBRF, rather than the
accountant's val ue balance in the CBRF," he stated.

REPRESENTATI VE WEYHRAUCH asked, "Could, then, you go through a
process of selling equities to bring that cash balance up prior
to, well, to determ ne the June 30 balance, either to avoid the
tax or, alternatively, put it into an illiquidity to cash out
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from the CBRF to nake an illiquid cash balance to inpose the
tax?"

CHAI R HAWKER deferred to M. Dickinson
Number 1705

DAN DI CKINSON, Director, Tax Division, Departnment of Revenue,
said he believes that in the CBRF, nost of the noney is in cash
or cash equivalents and is held in a way such that it wll be
l'i quid. "There is a special account which is held in other
securities. To be nore precise, it could be defined as current
asset bal ance,” he expl ai ned.

CHAIR HAWKER noted that "cash and cash equivalents" is the
comonly used term

Nunmber 1800

REPRESENTATI VE ROKEBERG sai d he appreciates the statenents about
cash and cash equival ents, but opined that CBRF does have ot her
investnments and securities. He said he isn't sure that a short-
termbond is equivalent to a cash equival ent.

CHAI R HAWKER noted that idea is found in the Statenment 312 [of
t he 2003 " Conprehensi ve Annual Financial Report"” (CAFR)].

REPRESENTATI VE ROKEBERG continued to say that there is a
provision for longer-term investnents that s statutorily
enact ed. He recall ed several years ago when there was a higher
bal ance in the CBRF and DOR was directed to | ook at a portion of
the CBRF for a Ilonger-term investnent to boost the yield
somewhat. He said there could also be other securities.

CHAIR HAWKER added, "Requiring the five-year i nvest ment
hori zon. "
Number 1900

MR. DICKINSON noted that in Statenment 311, which is the
conbi ni ng bal ance sheet that includes the CBRF, the categories
that make up the assets are "cash" and "investnents," at $2
billion, and "due from other funds", at $5-plus billion. He
suggested a nore accurate way of reconciling this would be to
say "cash investnents." He made the point that the bill does
not refer to the CAFR, which does not cone out until Decenber
15. He said the |anguage Chair Hawker inserted says that the
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comm ssioner wll certify [the cash bal ance] based on the cash
bal ance that is there. He advised looking at the |atest KPMG
audit to see how those funds are characteri zed.

Nunmber 1945

REPRESENTATI VE WEYHRAUCH suggested it nmay just be semantics,
because if it is going to be inposed, it is going to be inposed
by regul ation, not by |egislation. He said that the
adm nistration is given the authority, once they know what is in
the CBRF in the calendar year, and then, in the follow ng year,
DOR follows the statutory requirenents and sends out the forns
for the education tax.

MR DICKINSON said he believes the <conditions are being
establ i shed by |egislation.

REPRESENTATI VE  WEYHRAUCH agr eed. He explained that the
| egi slature sets the policy and del egates to DOR to send out the
tax forms. He enphasi zed that the |egislature does not have to
make another legislative determnation for delegating to the
agency when the CBRF |limt goes below $1.5 billion.

MR. DI CKINSON said that is correct.

REPRESENTATI VE WEYHRAUCH nentioned that that was his idea on the
sal es tax, al so.

Nunber 2104
REPRESENTATI VE OGG r emar ked:

| kind of like this thought process you ve put in of
having two levels, one when [the cash bal ance] drops
below a certain level, the legislature nmaking that
draw knows that they are now noving to inpose a schoo
tax - "incone tax," or 10 percent of inconme - and that
the only way to nove away fromthat is to start making
those deposits to get that fund back up to $2.5
billion.

Number 2203
REPRESENTATI VE ROKEBERG t hanked the chair for his recognition of
the collar nethodol ogy, which would benefit the people in the

state if the oil prices and natural resources revenues reached a
poi nt where there would be an automatic stay of that particul ar
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t axati on. It is a policy statenent to the people that the
| egi slature recognizes that there should be tax relief when
there are other revenue sources avail abl e. He said it could be
conforting for people to know that there won't be taxes just for
t axes' sake.

Nunber 2316

REPRESENTATI VE ROKEBERG asked for clarification about the cash
bal ance definition as it relates to the statutory revisions of a
few years back, concerning the boosting of vyield. He wondered
if the broader term "current assents”, could be used.

MR. DICKINSON replied that the cash and investnents listed in
the category used in the CAFR would include both the main fund
and the "sub" fund, which has been specially designated to be
invested for a longer-term horizon and for a higher rate of

return. He said he wanted to look at the audit report issues
regardi ng cash holdings. He said, "I believe if we use cash and
i nvestnents, or maybe cash and liquid investnents, or maybe even
specifically, went off and said, investnents other than the
receivable from the general fund -- there may be a cleaner way
of doing it."

Nunber 2431

CHAI R HAWKER noted that the term "current assets” is not used in
government accounting anynore. He suggested coming up with sone
expansion of that term and making a conceptual anendnent to
have "and investnent” incorporated in the three necessary
pl aces, before the bill goes to the [House Finance Comrittee].

REPRESENTATI VE WEYHRAUCH asked if that includes cash investnent.

CHAI R HAWKER replied that it does. He said the KPMSG standal one
report of the CBRF may use a slightly different word, and he
would like to conpare the two and find a balance between the
wor ds.

Nunber 2540
REPRESENTATI VE GRUENBERG reported that HB 466 would elimnate
the sub account and if it passes, there would be noney in only

one account. He asked if Representative Hawker could reference
the noney in the account as established by statute.
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MR. DI CKINSON replied that it could be done, but care would have
to be taken because accounts in the budgeting system are not
| i ke bank accounts.

Nunmber 2636

REPRESENTATI VE SEATON said the collar nechanismis a good idea,
but he expressed concern if there was a situation where there is

$2 billion in the CBRF and, at one tinme, at that anmount, the tax
is in effect and, at another time, it is not in effect. He
sai d:
It is confusing if you' ve been below $1.5 billion, and
now you're at $2 billion in the CBRF, you're taxing
peopl e. If you, at sonme point in tine, have been
above $2.5 billion, you take the tax off, and now
you're down to $2 billion and you're not taxing
peopl e. You go to $1.8 billion -- you're not taxing
peopl e. It seens to ne that the idea of having the
trigger is a good nechanism but |'m not sure about

the confusion that you get about sonetines taxing
peopl e, and sonetines not taxing people, on the sane
anount of noney in the CBRF

Nunber 2745

MR. DI CKI NSON responded that if there was a single point instead
of a collar, it would be equally confusing. |If the CBRF hovered
around that balance, a tax in year one, no tax in year two, a
tax in year three, et cetera, in other words, if the CBRF
bounced around the trigger point, it would be nore frustrating
to people, he opined. If there is a $1-billion collar and the

CBRF stays within that collar, there won't be those Kkinds of
changes, he predicted.

CHAIR HAWKER used the thernostat exanple again to show that,
during the range in which the tenperature is declining, the
furnace is off wuntil it hits the trigger point. It comes on
until it reaches a higher point and then kicks off, so at any
given tine at the md-range of the setting, the furnace may be
on or off. He terned it a snoothing nmechanism |If there was a
single point, one penny less than the trigger point would
trigger the tax; one penny nore, and the tax would go off. He
said he found that concept harder to justify than a range in
whi ch the revenue nechani sm woul d be appli ed.

Number 2914
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REPRESENTATI VE ROKEBERG offered the wording for a potential
anmendnent which changes, on page 2, line 12, the anount of the
floor trigger to $1 billion rather than $1.5 billion. He
explained the <change <creates a lower threshold for the
inposition of the tax, which would create |l ess tax on the people
and create a greater spread between $1 billion and $2.5 billion,
which should overcone sone of the concerns raised by
Representative Seaton. He noted that the governor has spoken on
this issue, the Conference of Al askans discussed using the $1
billion trigger, and the public understands that figure better.
He said [the commttee] needs to |look at the current cash
bal ances, the cash flow, and what may be done in terns of
entering the CBRF. He suggested that [the conmittee] should
| ook at the structural fiscal gap in the $1-billion range, not
the $1.5-billion range. He remarked that this was supposed to
be the "shock absorber” for the future econony. He referred to
M. Corbus's testinony during the Conference of Al askans which
indicated that the state requires between $300 mllion and $400
mllion a year just for cash flow needs. Even if the state were
flush with noney in terns of revenue collection, there needs to
be that extra cushion because the cash flow has variable
requi renents, notw thstanding the fiscal situation, he opined.

Nunmber 3146

CHAIR HAWKER explained that the rationale behind the $1.5
billion was recognized in the governor's $1 billion-floor in the
CBRF because of the six-nonth |ag period between the neasurenent
date and the effective date of a revenue nechani sm There is
the presunption that if there is a continuing draw into the
CBRF, that draw would continue for another six nonths, so that
by the tine the revenue nechanism actually takes effect, [the
anount in the CBRF] may be substantially below the $1 billion at
the time of the draw, he explained. At any given tinme the
"checkbook float" for the state is about $0.5 billion, and the
i ncrenental anmpunt of $500 mllion would give the assurance
that, at any given time, there would be a $1-billion cushion in
t he bank, he surm sed.

REPRESENTATI VE ROKEBERG said he appreciated that information,
but nmaintained that there is a difference between $300 nillion
and $500 mllion, and a few mllion here and there starts adding
up. He asked M. Dickinson why the cash bal ance anal ysis of the
CBRF is on June 30 and not July 1. He also asked when the FY 04
budget will be reconciled to see what type of draw wll be
needed fromthe CBRF.
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Number 3400

MR. DI CKI NSON answered it is his understanding that there are no
cash transfers that occur between June 31 and July 1, and said
[the date] is purely an accounting neasure. He expl ai ned t hat
when DOR prepares the CAFR they can say, "Here, to the penny
was the draw in the CBRF." He said there is a nenorandum of
under st andi ng between the treasury and the adm nistration to set
up a cash efficiency managenent to make sure there is always
enough noney in the general fund to nake paynents. [The genera
fund] is kept within a $100 mllion to $200 mllion range, and

if it looks as if there will be cash over $200 million for over
30 days, noney from the general fund will be put back into the
CBRF. If it looks as if the amobunt will go below $100 nillion

noney is taken out of the CBRF. There is no cash difference

between June 30 and July 1, and nobody nmakes a deposit or
withdrawal on the last day of the fiscal year or the first day
of the new fiscal year, he concl uded.

REPRESENTATI VE WEYHRAUCH said, "Didn't we do that |ast year?"

MR. DI CKINSON said he believed a financial adjustnment was made
on the books.

REPRESENTATI VE ROKEBERG stated that he was nystified by M.
Di ckinson's testinony because he felt there should at |east be a
year-end date, which would be June 30, when all of the
accounting and balance sheets are reconciled to that date to
determine if any draws are needed. He said there should be a
notional amount, anyway, which is what the Al aska Pernmanent Fund
Cor poration uses, and what he calls "w ndage." He enphasi zed
that the bill needs to be very clear as to the anmount of the
trigger, and whether or not the draw for that current fiscal
year, presumably June 30, has an inpact on the balance that is
in the CBRF.

Number 3721

CHAIR HAWKER replied that June 30 was chosen because then it
does becone very enpirical and, ultimately, an audited nunber,
which would give the public the greatest assurance and
confidence that the books have been reconciled at that point in
time.

MR. DI CKI NSON responded that there are several things going on.
For everyone's convenience the tax needs to on a cal endar-year
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basis, and there needs to be, for software purposes, a five-
nonth notice period. He explained that on July 31, the [DOCR]
comm ssioner will estimate the balance that will show up five
nonths | ater. He said the noney is not segregated in different
bank accounts.

REPRESENTATI VE ROKEBERG returned to his original question
whet her the draw was attributable to June 30 or July 1. He
sai d:

It seenms to me that you're actually nmaking the
drawdowns on a cash flow basis as you identify what's

actually happening as a practical mtter. Thi s
particular legislation would have you junp another
hurdle here, in ternms of that, is all |I'm getting at.

| was wondering if the effect is if the amobunt that we
want to use as a trigger would take into effect that
current fiscal year of June 30 inpact on the draw of
the CBR [Constitutional Budget Reserve]. That' s what
|"mdriving at.

MR DICKINSON replied that he thought it would be fairly
immaterial which [date] is used, and the reason that June 30 is
used is, "Five nonths later you could say, here's the CAFR
there's the date, June 30."

REPRESENTATI VE ROKEBERG said, "If you're going to use a notiona
anount at the end of July to nake the calculation, it may not be
consistent with the report anyway, though, right? And t hat
woul d just expose your judgnent, good or poor, because it
woul dn't necessarily be consistent with the audit."

MR. DICKINSON said that was a good point. He added, "It
probably won't hit exactly on, but hope would be that it would
be very close. You'd probably have a |ot of explaining to do
about why it wasn't exactly on, especially if the difference
noved it fromone to the other."

REPRESENTATI VE ROKEBERG added, "Or you missed it by $50 or $100
mllion Iike you nmentioned."

MR. DI CKINSON added, "O if it flipped you on one side or the
other of a nmeasuring line."

CHAI R HAWKER suggested the commttee nove on if Representative
Rokeberg was finished with his comments.
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REPRESENTATI VE ROKEBERG replied that he would be offering an
anendnent soon.

Nunber 4100

REPRESENTATI VE OGG asked for clarity about how nuch tax soneone
with an incone of $650 woul d pay.

REPRESENTATI VE W LSON expl ained that $600 is cut off as if it
didn't exist, and then $601 would be taxed at 10 percent of $1,
or 10 cents, and [the tax on $650 woul d be $5].

REPRESENTATI VE OGG said that clarifies one point. He said he
appreciated the time and effort put into getting the self-
enpl oyed people into the bill. He wondered about the "coupon
clippers, dividend fol ks, or people who are just |andowners.™

Nunber 4219

MR. DI CKINSON answered, "W haven't gotten coupon clippers
unl ess they owned part of the conpany whose coupons they were
clipping through a subchapter-S-type arrangenent. That is
correct. People who are living off of pure investnent incone
woul d not qualify."

CHAI R HAWKER sai d that was by intent of the bill drafters.

MR, DICKINSON said it would just be earned incone.

REPRESENTATI VE OGG said it appears that soneone who received a
per manent fund dividend woul d be excluded, as well as people who

just receive rental incone. He asked if that was the intent of
the bill.

MR. DICKINSON replied that was the effect of the bill. He
suggested if a person forned a subchapter-S corporation to hold
rental properties, there mght be a paynent, but said

generally, for pure rental, there would not [be a tax paynent].

REPRESENTATI VE OGG asked if a dividend would be taxed if it was
a person's sole incone.

MR. DI CKINSON said it would not be taxed.
CHAI R HAWKER noted that was the intent of the bill and expl ai ned

that is why the "net earnings from self-enploynent” definition
was chosen, which keeps to earned incone as an active services-
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type incone excluding rentals from real estate, from personal
property, et cetera. The idea was not to go after the passive
retirement inconme of elderly folks, nor the bank account incone
and permanent fund incone of children. It was designed for
i ncome-generating activities in the state, he concl uded.

Nunber 4400

REPRESENTATI VE OGG renmarked that he wanted that information to
be clear on the record because he had heard earlier coments
that sone children should pay a portion of their education if
they were receiving a dividend. He said he appreciates the
clarity which shows that is not the intent [of the bill].

CHAIR HAWKER opened the neeting to public testinony. He
referred to a paragraph in the nenbers' packets from Don Rulian,
head of the Al aska Society of CPAs, which expressed M. Rulian's
confort, from an accountant's perspective, wth the [proposed
CS] version of the bill.

Nunber 4521

MARY HAKALA, Menber, Alaska Kids Count, said she is working
actively with a large network of concerned parents advocating
for increased funding for schools. She said her organization is
nonparti san, parent-initiated, based in Juneau, but a statew de
network. She reported that the menbers of the organization were
asked to consider the revenue side of the education equation and
voice their preferences to legislators. Parents want excellence

in their schools, and to reach that goal it will require even
nore than the $80 mllion-plus that s currently under
consideration by the |egislature, she opined. She said they

realize that new revenue neasures are necessary to make that a
reality in Alaska. She noted that today she was speaking as an
i ndividual, and has a concern with the $600 threshold in the
bill because of the burden it places on college kids and young
peopl e who have limted earnings in the sumer nonths.

TAPE 04-13, SIDE B

M5. HAKALA continued to say that this population would pay a
di sproportionate share of the tax. She added, as an adult, she
has no problem paying the tax, but would prefer an amendnent be
made to change the trigger point. She suggested, though she
supports the bill, that there are nore effective ways to fund
education such as revisiting the economc limt factor (ELF) to
ensure that Alaskans truly maximze their fair share of oil
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profits, enacting the percent of market value (POW) nethod to
utilize a portion of the permanent fund earnings for services
such as education, and initiating a broad-based state incone tax

that is not regressive. She thanked the commttee for their
tinme.
Nunber 4502

REPRESENTATI VE SEATON said he has heard many comments from
people who are willing to pay taxes for education, and pointed
out that the way the bill is structured now, the tax would not
be collected because there is a $1.5 billion cutoff and [the
CBRF] is above that. He asked Ms. Hakala if she thinks the
situation the state is in now would benefit from a tax for
educat i on.

M5. HAKALA said her opinion is that there nust be sone nmechani sm
put into place so that inconme begins to be generated in the near
term

Nunber 4354
ROGER GAY from Big Lake testified as foll ows:

Article 1, Section 1, of the state constitution states
that all persons have the natural right to life
| iberty, the pursuit of happiness, and the enjoynent
of the rewards of their own industry; that all persons
are equal and entitled to equal rights, opportunities,
and protection under the law, and that all persons
have corresponding obligations to the people and to
the state. HB 236 not only deprives the worker of the
enjoynent of the rewards of his own industry, but it
al so inposes an unequal obligation to the people and
to the state. Under the equal protection clause,
everyone should be subjected to the sane tax
regardl ess of their age or their source of incone. I
don't understand why you want to pick on workers,
i nstead of nonworkers, and turn them into second-cl ass
citizens.

Furthernore, this bill is obviously an attenpt to
circunvent the constitutional provision prohibiting
the dedication of funds under Article 9, Section 7.

As to this bill suspending the taxes if the OCBR
exceeds $2.5 billion, HB 236 basically ensures that
the government will never allow the CBR to exceed $2.5
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billion. The governnent has no incentive to suspend
any tax. [HB 236] is not an enploynment tax, it is an
enpl oynment penalty. Thank you.

Number 4209

REPRESENTATI VE KOHRI NG responded, "Anmen, thank you, good job
and | agree with you."

CHAI R HAWKER asked if there was any further public testinony.
Heari ng none, he announced that public testinony was closed. He
asked for consideration of amendnents.

Number 4100

REPRESENTATI VE ROKEBERG noved to adopt Conceptual Anmendnent 1,
on page 2, line 12, after the word "than", to change $1.5
billion to $1 billion.

CHAI R HAVWKER obj ect ed for purposes of discussion.

REPRESENTATI VE ROKEBERG stated that he thinks the $1-billion
anount is a nore realistic floor trigger mechanism given the
current amount in the CBRF, and given the prospective denmands
for the CBRF in the near term It also would | ower the trigger
point at which the tax would be inposed. He said he believes,
from testinony he has heard on other occasions, that the $1-
billion figure is a fair approximtion of the anmount of shock-
absorber cushion the state needs, structurally, as well as for
cash fl ow nanagenent issues.

CHAIR HAWKER asked Representative Rokeberg if he envisioned
lowering the top end of the collar or keeping it at the sane
| evel .

REPRESENTATI VE ROKEBERG replied it is fine as it is.
Number 3936

REPRESENTATI VE SAMJELS, continuing the discussion of the collar
i ssue, predicted that eventually this legislature, or a future
| egislature, will fix the funding mechanism so the CBRF is not
dependent on a cash flow. When that tinme cones, when noney is
not being drawn out of the CBRF, he suggested that the tax could
be collected for 10 to 15 years at $43 mllion a year, not
counting the conpounded interest, and yet not be needed. He
said, "If you never need it, why would you collect the tax?"
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REPRESENTATI VE ROKEBERG said it was a good point and he would
support an anendnent to |lower the anount to $2 billion.

REPRESENTATI VE SAMJUELS deferred to those who know the nunbers
better than he does.

CHAl R HAWKER asked M. Dickinson to comment.
Nunmber 3743

MR, DICKINSON replied that it would take nmany years to build up
to $1.5 billion. He said it is a judgnent call, that there are
other bills being considered that have the sanme trigger
mechanism in them and that this tax could never carry the
bur den. He said he hopes that all the "tools" would have
simlar triggers.

CHAI R HAWKER said it could be argued that this conponent, at the
current fiscal note of $40-plus mllion, would be one of those
el ements that would keep the budget bal anced and allow the state
to not have to draw from the CBRF, which is why a collar is
needed.

REPRESENTATI VE ROKEBERG enphasi zed that this particular bill is
only one of a nunber of pieces of |egislation. The primry
anount of build-up and return fromthe CBRF, if the POW were to
pass, would be from excess anounts of noney spun off from the
permanent fund, but nore inportantly, natural resource revenues
that don't have to be utilized. That would be a prinmary source
of funding for any reloading or build-up of the CBRF, he opined.
He said a collar speeds up the process and he would not object
to an anmendnent for the $2-billion anount.

Number 3540

REPRESENTATI VE SAMUELS said he did not mnd either lowering it
or keeping it and letting the [House Finance Commttee] take
care of making the triggers all the sane.

CHAI R HAWKER asked Representative Samuels if he would like to
propose an anmendnent to [ Conceptual Amendnent 1].

REPRESENTATI VE SAMUJELS replied that he did not know what the

nunbers would be and suggested that the [House Finance
Comm ttee] make all of the trigger points the sane.
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Nunber 3514

REPRESENTATI VE SEATON said he was confused because the
di scussion seens to be saying that the tax is a CBRF-refill tax,
rat her than an education tax. He characterized the comments he
has heard from constituents as being pro-education funding. He
said the tax was not quite a dedicated tax and yet was primarily
for education, but what he is hearing today is that Al aska does
not need noney for education, because there is enough noney in
the CBRF, so Alaska doesn't need the tax. He argued that to
take the anpbunt down to $1 billion neans that even if there is
| ess noney than is there today, and the CBRF is even draw ng
|l ess than $1.5 billion, the tax wouldn't be needed. He said the
design of the tax is to fund education, which people have
repeatedly said needs nore funding, so he suggested raising the
fl oor, instead.

Number 3309

REPRESENTATI VE W LSON asked what the trigger points in the other
bills were.

CHAIR HAWKER said he didn't know, and suggested follow ng
Representative Sanuels' suggestion to have the [House Finance
Committee, or House Rul es Standing Commttee] identify
consi stent paraneters.

REPRESENTATIVE WLSON said she agrees wth Representative
Seaton's comments and is not confortable with waiting [for the
amount] to get below the $1-billion anbunt, because at | east
that nmuch is needed in the CBRF for insurance for energency
expenses.

Nunber 3141

REPRESENTATI VE ROKEBERG noted that the idea is to try to devel op
confidence about taxation between the legislature and the
people. He said this bill is not an inconme tax and is intended
to generate additional revenues for the state; the fact that it
is a "soft tie" to education is, in part, to alert people to the

need for those nonies. "The fact is, there has to be a bal anced
approach in this bill, by delaying its inmpact until the noney is
really needed, rather than rushing out when the price of oil is

at $36 a barrel and start laying taxes on people," he opined
He said the legislature has to be very careful not to |ose
support fromthe public.
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Nunber 3022

CHAI R HAWKER asked if there was any further discussion of the
anendnent . He maintained his objection and requested a roll
call vote. He said the question before the comrittee is whether
to pass Conceptual Anmendnent 1, which would change on page 2,
line 12, the $1.5 billion to $1 billion.

A roll call vote was taken. Representatives Wyhrauch, Kohring,
Samuel s, Rokeberg, and Hawker voted in favor of Conceptual
Amendnent 1. Representatives (Ogg, Moses, WIson, and G uenberg
voted against it. Therefore, Conceptual Anmendnent 1 passed by a
vote of 5-4.

Number 2844

REPRESENTATI VE OGG noved to adopt Conceptual Anmendnent 2 to al so
i nclude passive incone such as rentals from real estate,
royalties, and dividends in the bill

CHAI R HAWKER obj ected for di scussion purposes.

REPRESENTATI VE OGG first declared a conflict of interest because
he is a landlord, and then opined that it is not right to |et
sone folks who nmake nobney and pay taxes to the federal
government not pay this education tax. He stated that the
intent of the bill is to have citizens of the state contribute
toward education through a school tax. He noted that sonetines
enpl oynent is passive, but that does not nmean a person is not
maki ng noney. As a landlord, he said he nmakes repairs, which is
physi cal | abor, but because it is passive incone it is not going
to be included [in the bill]. He concluded by saying, "If you
make noney in this state, and we're going to go forward wth
sonething like this, you should participate.™

Nunber 2731

CHAI R HAWKER st ated that the anendnent would be, in his opinion,
a substantial change of intent in the manner in which the bil
was drafted. He remarked, speaking as an accountant, that it
would be a fairly conplicated and difficult provision to
enfor ce. He questioned what woul d be targeted: corporate rent
payers, or individual citizens' interest earnings, or exenptions
for those over 65 years old whose only source of inconme m ght be
a rental property. He said those issues were considered, but
the focus of the bill is on people working for remnuneration.
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Nunmber 2606

REPRESENTATI VE ROKEBERG agreed that the intention of the bill is
for "1099 incones,” or those incones that are reportable. He
mentioned that there currently is no tax on rentals and that
[ Conceptual Anmendnent 2] would be a huge change in public
policy, and he argued against that change. He said that by
pursui ng [ Conceptual Amendnent 2] in this form business incone
is not being considered. If there is a business formation above
a sole proprietorship or famly partnership, there would be 1099
inconme that would be reportable under this bill, which he said
he considers to be adequate.

Nunber 2446

REPRESENTATI VE GRUENBERG spoke in favor of the anmendnent. He
said the issue is one of fairness, and argunents against the
anendnent have been fairly technical. He argued that the
concept of personal incone, as opposed to corporate incone, is
fairly well defined in the IRC, and it could be drafted to
change the definition to include personal incone. He called it

a drafting issue. "The justification that was given for
excluding this type of incone was that you don't want to tax
elderly people and children,” he said. "I"'m not sure,

constitutionally, if you can draw that distinction, or if there
is a question of denial of equal protection.™

REPRESENTATI VE CGRUENBERG enphasized it was a question of
fairness because the neans of not taxing children and the
elderly is being addressed in the bill by not taxing passive
income. He pointed out that there are elderly who work and are
getting taxed. The people who are not getting taxed are people
who don't work, and they could be people who are not elderly and
not children, so the neans that is being used is overbroad, he

opi ned. There are people who are escaping the tax who are
neither elderly nor children, such as the wealthy who do not
wor K. He said that is not fair and he supports the anendnent.

He suggested the taxing of rental property is not the issue
here, but an education tax is, and the two should not be
conf used.

Nunber 2139
REPRESENTATI VE SAMUELS asked M . Di cki nson about t he
relationship between rental property and Ilimted liability
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corporations (LLCs), and whether an LLC would be responsible for
payi ng the $100 education tax.

MR. DI CKI NSON replied:

If you have nultiple sources [of inconme] and one of
them is taxable, you'll get the $100 taken out. So,
in sonme ways, it's very hard for us to figure out who
would just have rental inconme and who wouldn't have
anyt hing el se. So, | think, in sonme senses, the
notion that folks who have nultiple sources, one of
them may qualify, the others may not, nmakes that a
very hard nunber to estimte.

REPRESENTATI VE SAMUJELS asked if it was only for the individual
He said:

If I owned a series of apartnments and a couple of

dupl exes or sonething, and ny LLC was the conpany t hat

got the rent checks, the conpany is not on the hook

for the $100, so, to nme, it is kind of a noot point,

alnost. W're not tal king about that nmany peopl e that
have not hing el se other than rental incone.

MR. DI CKI NSON suggested that federal filers could be checked to
see how many had only Schedule F incone. He guessed it would be
a fairly small nunber.

Nunber 2010

REPRESENTATI VE ROKEBERG noted that self-enployed individuals are
going to pay tax under this bill if they have an LLC because
t hey woul d have self-reporting i ncome under a 1099.

MR. DICKINSON said that was correct for LLCs that opted to be
part nershi ps.

REPRESENTATI VE ROKEBERG asked if, typically, the vast nmgjority
[of LLCs] select self-enploynment incone.

MR. DI CKI NSON said he didn't have the nunbers in front of him
REPRESENTATI VE ROKEBERG replied, "I would be surprised if 95

percent of LLCs in the state are S-corps and didn't take it as
i ndi vi dual incones."
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CHAI R HAWKER added that was the reason nost entities exist. He
noted the arrival of Representative Harris, co-chairman of the
House Fi nance Comnmitt ee.

Nunber 1700

CHAIR HAWKER strongly maintained his objection to [Conceptual
Amendment 2]. He restated the question before the committee:

Shall we adopt a Conceptual Amendnent 2, which would

be to restructure this bill, and Representative Qgg,

will call attention to the title of the bill which was
a limted tax on wages and net earnings from self-
enpl oynent, to include, in sone manner, taxing the

folks that earn incone solely from real estate
i nvest nent s.

REPRESENTATIVE OGG said his intent was to target enploynent
income that individuals, and not corporations, made. He said it
would be in the area of self-enployed individuals, and would
exclude folks who received incone from real estate. He
explained that the tax would be determ ned from federal incone
t ax.

CHAIR HAWKER clarified the anendnment: "Your anmendnment is to
restructure the bill to elimnate or change the tax base here
from wages and self-enploynment inconme, to all income earned by
i ndi vi dual s."

Nunmber 1606

REPRESENTATI VE OGG said he was not an accountant, but if that is
how it reads from adding in [other self-enploynment wages], that
is his intent.

REPRESENTATI VE GRUENBERG sai d, as he understands the anmendment,
it is to include the concept of personal incone as defined in
the IRC, which would include rental incone and other fornms of
passi ve inconme such as dividends.

REPRESENTATI VE OGG added, "And royalties."
Nunmber 1518
CHAI R HAWKER suggested that Representative Ogg's intent is to

elimnate the concept, in this bill, of having the revenue base
be wages and sel f-enploynent income, and change it to being the
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much broader concept of personal incone, the entire federal
t axabl e i ncone.

REPRESENTATI VE ROKEBERG replied, as a point of order, that the
anendnent is inappropriate because it is so far-reaching that it
alnost rewites the whole bill. He said he was not sure that
was Representative Ogg's intention

CHAI R HAWKER concurred with Representative Rokeberg's point that
the anmendnent would be a conplete rewiting of the bill, and
asked the naker of the anmendnent to reconsider it.

Nunber 1307
REPRESENTATI VE OGG restated his intent, saying it appears to him

that people who own real estate are getting by wthout paying
this tax, and spoke of his own personal experience as a

| andl or d. He opined that passive inconme - rental from real
estate, royalties, and dividend inconme - should be included. He
said those who pay federal incone tax should also pay an

educati on tax.

REPRESENTATI VE GRUENBERG responded to Representative Rokeberg's
poi nt of order. He said he believes the anendnent is in order
according to Mason's Manual. The fact that it expands the bil
is not a valid point of order, he opined.

CHAI R HAWKER asked that the anendnent be reduced to witing.

REPRESENTATIVE OGG said he would be happy to wite out his
anendnent and submt it to the chair and perhaps the [House
Fi nance Comm ttee] would take it up.

REPRESENTATI VE OGG wi t hdr ew Conceptual Anendnent 2.

CHAIR HAWKER announced that Concept ual Amendmnent 2 by
Representative Ogg is withdrawmm with the concurrence of the
obj ect or.

Nunber 1027

REPRESENTATI VE ROKEBERG responded to Representative Guenberg's
point and defended his point of order on the basis that the
anmendnent woul d have taken the head tax, or enploynent tax, and
turned it into an incone tax. "I't would be renobving the bill
fromthe conmttee and totally changing it," he said.
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Number 0940

REPRESENTATI VE WEYHRAUCH noved to adopt Conceptual Anmendnent 3,
page 2, line 11, where the words are "cash bal ance”". He said he
is not sure those words adequately cover the intent of the bill
He asked for help with additional wording.

CHAI R HAWKER objected only for discussion purposes, stating he

thought it was a good anendnent. He suggested the words "and
investnment"” be added to the three places where "cash bal ance" is
ment i oned. He suggested the bill drafters find a succinct

definition that would "capture the anount of nobney that appears
on the top line in the CAFR "

Number 0830

REPRESENTATI VE W LSON suggested those words be added to lines
11, 15, and 18 [of the proposed CS]

REPRESENTATI VE WEYHRAUCH said it was okay to add it wherever it
says "cash bal ance"” in the bill

Nunmber 0808

CHAI R HAWKER acknow edged the anendnent to the anendnment and
noted that there were no objections. He explained that the
anendnent woul d expand the words "cash bal ance” to be a nore-
enconpassi ng, technically correct description of "something that
gets us to that anmount that appears on the first line of the
CAFR. " He renoved his objection to the anmendnent. He repeated
Conceptual Anendnent 3, "which is to have in three |ocations
identified, line 11, line 15 and line 18, page 2 of the V
version of the bill, where the words 'cash bal ance' appear, have
the concept of cash and investnent incorporated into those
lines, the specific verbiage to be worked out in coordination
with DOR "

CHAIR HAWKER, hearing no further objections, announced that
Conceptual Anmendnent 3 [as anended] was adopt ed.

REPRESENTATI VE ROKEBERG said there is an intent by the commttee

and the bill to focus on education, but nothing in the title of
the bill seens to indicate that.
Nunmber 0651
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REPRESENTATI VE ROKEBERG offered Conceptual Anendnent 4, which
would add a new Section 1, short title, "Alaska Education and
Enpl oyment Tax", and then renunber accordingly.

REPRESENTATI VE GRUENBERG obj ected for purposes of discussion and
offered a friendly conceptual anendnent to also change the
wording in the title of the bill. [The title in Version V read,
"An Act inposing a |limted tax on wages and on net earnings from
sel f-enploynent; relating to the admnistration and enforcenent
of that tax; and providing for an effective date."]

REPRESENTATI VE ROKEBERG said he has no objection to that idea,
but that the amendnent was intended to be for a statutory short
title so that the people understand the intent [if it becones

| aw] .

Nunber 0523

REPRESENTATI VE = WEYHRAUCH  wonder ed i f the words "sel f-
enpl oynent”, which are contained in the title of the bill now,
woul d change to "enploynent”, or if "self-enploynent” would be

used in the proposed short title.

REPRESENTATI VE RCOKEBERG replied that "enploynent” is both
enpl oynent and self-enploynment, and he didn't think the issue
needed to be confused in the short title. "W don't want a |ong
title in the short title," he added. "We don't want ' Al aska

Sel f-Enpl oynent' in the short title."

REPRESENTATI VE WEYHRAUCH said he understands that, but that the
title says self-enpl oynent.

REPRESENTATI VE ROKEBERG replied that 1is why there 1is a
distinction between a short title and a legal, constitutional
one.

REPRESENTATI VE GRUENBERG renoved his objection to Conceptual
Amendnent 4.

REPRESENTATI VE OGG asked why it couldn't say "Al aska Education
Tax".

REPRESENTATI VE ROKEBERG replied that it was an enploynent tax
requi ring noney for education.

Number 0410
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REPRESENTATI VE OGG noved to adopt an anendnent to Amendnent 4,
to delete the word "Enploynent” and just have "Alaska Education
Tax".

CHAIR HAWKER asked Representative Rokeberg if he would accept
that as a friendly anmendnent.

REPRESENTATI VE ROKEBERG sai d he woul d.
Number 0304

CHAIR HAWKER replied that now Conceptual Anendnent 4 says to
adopt a short title, "The Al aska Education Tax", as Section 1,
and renunber accordingly.

REPRESENTATI VE ROKEBERG nentioned, "W run the risk of a truth-
in-advertising claim if we're not careful. That's the only
problem | have with that, because we have a dedicated fund for
education.”

CHAI R HAWKER asked Representative Ogg if, upon the acceptance of
his friendly amendnent, he wanted to w thdraw his objection.

REPRESENTATIVE OGG wthdrew his objection to Conceptua
Amendnent 4 [as anended] .

CHAIR HAWKER clarified that before the commttee now 1is
Conceptual Anmendnent 4, a short-title anendnent, which adds a
new Section 1 and renunbering accordingly, referring to the bill
as "The Al aska Education Tax."

CHAIR HAWKER, hearing no further objections, announced that
Conceptual Amendnent 4 [as anended] was adopt ed.

Number 0122

REPRESENTATI VE KOHRI NG addressed Representative WIson and
voiced a concern about out-of-state workers. He wused North
Sl ope workers as an exanple, and asked what benefits they are
getting from state services that would justify this tax. He
asked Representative WIlson if she had any research on this
i ssue.

REPRESENTATI VE W LSON replied, "They use our airports.”
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REPRESENTATI VE KOHRI NG responded that they are paying for that
use through the tickets they purchase.

Nunmber 0003

REPRESENTATI VE WLSON remarked that [the North Sl ope workers]
were not the only out-of-state workers. She maintained that the
workers in other parts of the state far exceed the nunbers that
work on the North Sl ope.

TAPE 04-14, SIDE A
CHAl R HAWKER added, "Use our services and extract our wealth."
Nunmber 0042

REPRESENTATI VE KOHRING replied, "You said, 'far exceed' , how
does that break out, then?"

REPRESENTATI VE W LSON said she did not have the figures in front
of her, but could get them

REPRESENTATI VE KOHRI NG requested information about how many
dollars would be generated for this tax from out-of-state
wor kers.

Nunmber 0100

CHAIR HAWKER answered Representative Kohring's question by
sayi ng, based on the nost recent Departnment of Labor & Workforce
Devel opnent i nformati on, t here are approxi matel y 70, 000
enpl oyees who are not Alaska residents per year in the state
The average salary is around $15,6000 per person, so $100 from
each of the 70,000 would be extracted for the state treasury, he
sai d.

REPRESENTATI VE KOHRI NG thanked Representative Hawker for the
i nformation.

REPRESENTATI VE ROKEBERG asked Representative Hawker if he has
di scussed this bill wth the governor's office, because he
under stands that they have an anendnment for the bill

CHAI R HAWKER said that it is not "ready for prine tine."

Nunber 0224
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REPRESENTATIVE WLSON noved to report CSHB 236, Version 23-
LS0921\V, Kurtz, 3/16/04, as anended, out of conmttee wth
i ndi vi dual recommendati ons and t he acconpanyi ng fiscal notes.

REPRESENTATI VE KOHRI NG obj ect ed.
Number 0400

A roll call vote was taken. Represent ati ves Wyhrauch, Qgg,
Moses, W/ son, Sanuels, Rokeberg, G uenberg, and Hawker voted in
favor of reporting CSHB 236, as anended, out of commttee.
Representative Kohring voted against it. Therefore, CSHB
236(WM was reported out of the House Special Conmttee on Ways
and Means by a vote of 8-1.

HB 298- DI STRI BUTI ONS OF APPRCPS FROM PERM FUND

[ Cont ai ns di scussi on of HIR 26]
Nunber 0440

CHAI R HAWKER announced that the final order of business would be
HOUSE BILL NO 298, "An Act relating to the distribution of
appropriations from the Alaska permanent fund under art. 11X
sec. 15(b), Constitution of the State of Al aska, and nmaking
conform ng anendnents; and providing for an effective date.”
[HB 298 was sponsored by House Special Committee on Ways and
Means. |

CHAIR HAWKER explained that HB 298 is a conpanion bil
supporting the POW constitutional anmendnent [HIR 26]. He said
the last tinme the bill was before the committee was during the
| ast | egislative session.

Nunmber 0456

REPRESENTATI VE WEYHRAUCH noved to adopt the proposed commttee
substitute (CS) for HB 298, Version 23-LS1075\S, Cook, 3/15/04,
as the working docunent. There being no objection, Version S
was before the commttee.

CHAI R HAWKER expl ained the changes in Version S by referring to
the sectional analysis. He explained:

[ The proposed CS] |ooks at existing statute, places

where it refers to things like the Earnings Reserve
Account or using income as a basis for the noney
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available from the permanent fund, and nodifies and
adapts that |anguage to the POW concepts of having
the value of the fund be the basis for the anount
avai l abl e for general appropriation each year.

Nunmber 0607

CHAI R HAWKER continued to explain that in Section 1 the Al aska
jury list is currently defined as comng fromthe list of people
who apply for "a distribution of Al aska Incone,” which is an
archaic term The actual Ilist is from the pernmanent fund
dividend (PFD) files, and Section 1 cleans up the |anguage, he
sai d.

CHAIR HAWKER explained that Section 2 defines the statutory
duties of the Joint Conmttee on Legislative Budget and Audit
(LB&A) . One of the previous duties was to provide investnent
policy guidance for the "inconme" from the permanent fund, which
had been previously segregated into an earnings reserve account.
Now LB&A provides investnment policy guidance for the pernmanent
fund, and the income account has been nerged into the permanent
fund itself, he said.

REPRESENTATI VE GRUENBERG announced that he is "flagging for the
commttee” Section 2 because he is going to offer an anmendnent
to Section 10, which says this Act only takes effect if the

[ POW] anmendnent to the constitution passes. He said it seens
to himthat there are sections in the proposed CS that are not
dependent wupon the passage of the [POW] anendnent. He said

Section 1 is not [dependent]. He asked if that would al so apply
to Section 2. He wondered if they were standal one sections that
coul d be passed even if the [ POW] anendnent does not pass.

Nunmber 0810

CHAI R HAWKER concurred that they could stand alone on their own
nerits.

REPRESENTATI VE GRUENBERG asked if there are any nore standal one
sections.

CHAI R HAWKER suggested wal king through the sections and keeping
that idea in mnd. He said it is an excellent observation.

CHAIR HAVWKER explained that Section 3, subsection (a) is the

nost operative section in the bill as it relates to the POW
met hod. He voiced a concern raised by nmany as POW was
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di scussed. People had asked what woul d happen if the state goes
into a period of protracted declining markets and the 5 percent
that would be nmade available under the POW nethod actually
exceeds the real rate of return for sone |long period of tine.
He noted that [Section 3(a)] addresses this issue in statute and
creates the statutory limt that "if the average 10-year real
rate of return falls below 5 percent, the anount that 1is
appropriated from the fund, which the constitutional anmendnent
states nmay be up to 5 percent, is limted to the real rate of
return that is less than 5 percent.” He called it a sidebar in
statute that grants relief.

Number 0956

REPRESENTATI VE OGG renarked that he was pleased to see [ Section
3, subsection (a)] in [the proposed CS to HB 298]. He asked, in
the worst-case scenario, what percentage, under this limtation
factor, would be renoved from the principal of the permanent
fund.

CHAIR HAWKER called on Bob Bartholomew to cone forward to
testify and hel p answer questi ons.

Number 1050

BOB BARTHOLOMVEW Chief Operating Oficer, Al aska Permanent Fund
Cor poration, Departnment of Revenue replied:

What [Section 3, subsection (a)] was intended to do
was try to |l ook at when the real rate of return, which
is the return after we retain enough incone to offset
the effects of inflation, if we don't neet what would
beconme the constitutional spending |imt of 5 percent,
if over a 10-year period we started to have a real
rate of return, this, for exanple, was 4 percent, that
the spending for that year would drop. The spendi ng
limt would drop from5 percent of the market val ue of
the fund to 4 percent.

CHAI R HAVWKER r emar ked, "To the anmount we coul d appropriate.”
MR. BARTHOLOVEW cont i nued:
To the anount that could be appropriated out of the
per manent fund. And, so, when we talk about what's

the worst-case scenario and how would that affect
eating into the corpus of the principal of the fund,
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we would just have to nmake sone estimates to say, you
know, right now there 1is approximately -- the
permanent fund is in three conponents. There's the
accounting record we make of the historical principa
contributions into the fund and special appropriations
by the legislature and inflation proofing. Today,
that's about $23 billion. Then, there's two other
conponents, currently, of the permanent fund. There's
what's called the unrealized earnings account that has

about $3.5 billion in it; then there's the realized
earnings, and that has about $1 billion in it. So,
there's three conponents, and the first two, which is
the $23 billion, the accounting principal nunmber and
the unrealized gains, which by the attorney general's
opinion is a part of principal -- those two are $26.5
billion. Then, we said we have $1 billion in the

real i zed earnings reserve.
Number 1300

Wien you look at things today, you would have $1
billion available for appropriation - it's in the
realized earnings account - and then that $3.5 billion
can go, if they sell investnents, ... into earnings.
When you do an assessnment of "when would you be eating
into the fund," some people use the $23-billion figure
and say you've got to spend down to $23 billion before
you're eating into the corpus. That neans we'd have
$4.5 billion available today. So, when you say, "G ve
me an exanple,” you would have to spend in excess of
your real incone, $4.5 [billion], before you would eat
into the corpus - what was considered originally under
the constitution as far as the original deposits of
oil and what they've earned.

| think the intent of this section is to not allow you
to eat into that, so the intent is, over a 10-year

period, if we've made enough income, we would only
spend what we've made. So, | think the intent here is
not to eat into the corpus. | could create a scenario
that says, in the short term you mght eat into it,
but | think, for nost practical purposes, this would
be the guardrails that that prevented. So, | think

for a high percentage of the options or the
probabilities of what would be the inconme of the
permnent fund noving forward, you really wouldn't be
eating into the corpus of the fund. | don't want to
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give a specific nunber, but it is possible, in the
short term if the markets went down fast enough, that
you mght spend into that original corpus, or that

original $23 billion. | do think that, wth this
provision in here, the |ikelihood of that happening is
greatly reduced. | think the worst-case scenario
woul d be fairly small, but it could happen.

Nunber 1522

REPRESENTATI VE OGG said a |lot of folks talk about a market that
keeps going down, and that is the great fear. He said he's been
in neetings where "you run the averages, we should be okay, and
you can take care of those little blips.” He said it was his
understanding that |[Section 3, subsection (a)] is in place so
that when there is a long-term slide, noney stops being drawn

off of the principal. He rem nded, "If you're in the short
term you draw into the principal and, of course, you bounce
back up." He asked how it figures in during a long period of

time, if it was in place all the tinme, or if the state has to
wait for the full 10 years of decline.

Nunber 1620

MR.  BARTHOLOVEW pointed out that it wwuld be in place
i medi ately and a 10-year average woul d be used. He pulled out
a slide as an exanple to show that if next year there is a down
mar ket and the permanent fund |oses inconme for the entire year

whi ch has happened twice in the history of the fund, that |oss
would be figured in, but it would go to a 10-year average, he

expl ai ned. The history of the financial market is extrenely
vol atile from year to year, but over the longterm it is fairly
stabl e, he suggest ed. He referred to a rolling 10-year real-

return graph to show a red, stable line at 5 percent, the target
at which the constitution will set the spending limt.

CHAI R HAVWKER i nterjected, "Real return.”

MR.  BARTHOLOVEW continued, "That's the incone after we've
accounted for inflation and retained that in the fund." He
explained that the last bullet [on the graph] shows where the
rolling 10-year period was on June 30, 2003, about 5.3 percent.
He said, next year, if that percent noved a whole percent in one
year, down to 4.3 percent, the spending limt would imrediately
dr op. There would be a 4.3 percent spending |limt under this
provi si on.

HOUSE WM COW TTEE - 34- March 17, 2004



MR. BARTHOLOVEW expl ai ned that what happened for the 12-nonth
spendi ng period endi ng Decenmber 31 [2003] is the 10-year average
was raised by 1 percent to over 6 percent. "That neans there is
currently a 5 percent spending |imt, so the permanent fund is
retaining nore than it earned, so that in the future years when
it goes down, there could be a pretty good down year before it
woul d take us below the 5 percent,"” he explained. He noted that
the effect is inmmediate, but not dramatic. Each 1 percent is
about $250 million, he concl uded.

REPRESENTATI VE OGG t hanked M. Bar t hol onew for t he
clarification.

Number 1947

REPRESENTATI VE ROKEBERG asked why five of the six years
i mredi ately preceding the fiscal year are used.

MR. BARTHOLOVEW replied that there are two neasurenents in
[ Section 3]. The neasurenent just nentioned is "when should you
spend less than 5 percent, so that's the trigger for that 10-

year average of incone. He added, "There's a second provision
in here which tells you how to calculate the market value that
you're going to base your 5 percent against.”™ That is a 5-year

average of the total mrket value of the fund, and the
i ndi vidual volatility of one year doesn't affect it as nuch when
a 5-year average is used, he explained. The clause states to go
back six years and then cone forward for five years, conputing
the average. The reason for the "l ook back"” provision is so the

| egislature will know what is available when they convene in
January. Under the current rules where a b5-year average is
used, the June 30 date, which hasn't been reached vyet, 1is

i ncluded, so when the |egislature passes the budget, they are
basing it on an estimate of how nuch incone is available, he
said. This nethod elimnates projections, he concl uded.

CHAIR HAWKER added that the language is identical to, and
confornms to, the POW proposed constitutional anendnent.

REPRESENTATI VE ROKEBERG requested spreadsheets and cal cul ations
regarding this provision, and suggested that they be part of the
bill packet. He voiced a concern about the "rate of inflation”
definition. He asked which definition is being used.

Nunber 2250
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MR. BARTHOLOVEW replied that the definition of inflation that is
used by the permanent fund is defined in statute and will have
to be added to the definitions section of the bill. He noted
that Section 9 [of the proposed CS|] where AS 37.13.145 is being
repealed is where the current definition of inflation proofing

resides and will need to be added back in. He said the finance
director of DOR has been asked to wite up a definition for the
nati onal Consumer Price Index (CPl). Since this is an Al aska

fund, people have asked why a national CPl is being used. He
responded that how the permanent fund is invested is greatly
affected by the investnments across the United States as well as
across the world. He enphasized that using a national CPlI is an
i nportant piece that DOR recommends adding into the definitions
secti on.

Number 2424

REPRESENTATI VE RCOKEBERG said he understands that the attorney
general's opinion and/or position now is that the wunrealized
portion of the permanent fund is available for appropriation.
He asked if that is correct.

MR. BARTHOLOVEW replied that it is just the opposite. The
opi nion of about a year ago regarding the original intent in the
definitions of the word "principal" and "what is available for
appropriation"” stated that it was really driven by the realized
i ncome, he expl ained. He continued:

When we have unrealized gains -- |I'll just give you an
exanpl e: if you own a share of stock in IBM vyou
bought it for $50, it's gone up to $100, and you
haven't sold it yet, you have $50 of wunrealized
income. Prior to the attorney general's opinion, that
noney was avail able for appropriation. And when they
did their research, they felt that the original intent
when the [provision of the] constitution was adopted
by the citizens in 1976 [was] that the definition of
incone was what we call realized, and that it wouldn't
be available for appropriation until you sold that.
So, their definition would be, unrealized incone is
not avail able for appropriation.

But one of the reasons we reconmmend changing from the
current system to a value-based system is the only
difference between that being available and not
available is whether the nanager that we've hired
sells that stock. So, if he sold it tonorrow, it's
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avai l able. That nunber of what's available can really
vary, and nodern accounting principles have said to
get away from that concept of realized and | ook at the
total value of the fund every year, including those
unrealized gains, and then make a determ nation of
what you want to nake available for appropriation.
Unrealized gains or losses are not available for
appropri ation.

CHAI R HAWKER enphasized that this legislation is effective if,
and only if, the POW endownent nethod is adopted, and it does
not address how the fund currently operates.

Number 2650

REPRESENTATI VE ROKEBERG asked if Chair Hawker is indicating that
the market-val ue determ nati on would nake noot the definition of
realized and unrealized [gains] when meking the cal cul ation.

MR. BARTHOLOVEW answered, "That is correct. W would now | ook
at everything based on the total value of the fund." There
woul dn't be a separate pool for principal, unrealized gains, and
realized gains, he explained. Now, all of that noney is
invested the same way, and generally accepted accounting
principles (GAAP) account for it all the same way, he said. "W
woul d be getting rid of a 25-year-old archaic statute, in going
to the nodern endownent accounting,” he added.

REPRESENTATI VE  ROKEBERG renmarked that the definition of
"avail abl e for appropriation” still has to be dealt wth.

MR. BARTHOLOVEW replied that wuld be Section 3, titled
"Appropriations fromthe fund.”" This is the section that says 5
percent is going to be spent of the 5-year average of the fund,
unl ess the realized incone for that period was not 5 percent, he
not ed.

Number 2814

CHAIR HAWKER clarified that the constitutional anmendnent, which
is a separate piece of legislation [HIR 26] that was passed out
of the House Special Commttee on Ways and Means nont hs ago, now
sitting in the House Finance Committee, potentially on its way
to the House Rules Standing Commttee, is the vehicle that
defines the 5 percent appropriation authority. That |egislation
would be a constitutional authority which states that up to 5
percent nay be appropriated annually. [ The proposed CS] before
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the commttee creates a statutory sidebar, a paraneter that
allows for tinmes where the state nay choose not to appropriate 5
percent, he said. He enphasized that the bill does not define
or make the provision for the 5 percent appropriation.

Number 2900

REPRESENTATI VE ROKEBERG sai d he understands that information but
is trying to get at the definition of "available for
appropriation".

MR. BARTHOLOVEW pointed to the first sentence in [Section 3,
subsection (a)] where it specifically says the anopunt avail able
for appropriation is determ ned under the constitution, and said
that is going to be the 5 percent Iimt, or up to 5 percent of
the value of the fund. The guardrails are where it says there
is an exception to the 5 percent spending limt if a 5 percent
real rate of return has not been earned.

REPRESENTATI VE ROKEBERG asked if the realized gains and
unrealized gains were included when calculating the rate of
return.

Number 3020

MR. BARTHOLOMEW replied, "No, going forward we would no |onger
look at it as realized versus unrealized. W would | ook at,
under GAAP, what was the total incone of the fund. So, it would
be both the cash flow incone as well as the appreciation of the
assets...."

REPRESENTATI VE ROKEBERG asked, "Wy are we going to GAAP rather
than GASB [Governnmental Accounting Standards Board] |here,
because the permanent fund acts nore or less as a private
financial institution?"

VR. BARTHOLOVEW replied that all pr of essi onal accounti ng
organi zati ons cone under GAAP, of which GASB is a subset, and
the official rules that determ ne investnent accounting cone
under GAAP.

CHAIR HAWKER replied that the capstone definition is GAAP and
GASB is a subset within it.

REPRESENTATI VE ROKEBERG said it has gotten the permanent fund

corporation in trouble before, which is why he was making it
cl ear.
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CHAI R HAWKER said, "That is why we are trying to give them the
nost sheltering unbrella in our definitions.”

Number 3159

REPRESENTATI VE WEYHRAUCH remarked that this is a very inportant
bill. He referred to it as up-front pricing because it shows
the people what the legislature plans to do if POW passes. He
enphasi zed that the bill needs to nove forward even if the
constitutional anendnent stalls, because it could be debated on
its own nerits. He said it is tied to the POW debate, but it

serves as an educational process, as well. He suggested
adopting portions of the bill even if the <constitutiona
amendnent is not adopted. He said the bill needs to be anended
in Section 10 so that Sections 3, 4, 7, and 8 only take effect
if the constitutional anmendnent passes. The other sections

shoul d be adopted notw t hstandi ng, he said.

CHAIR HAWKER noted that Representative G uenberg has expressed
those sanme concerns and has been working on a list of [the
sections] for a specific anmendnent.

Number 3327

REPRESENTATI VE CGRUENBERG addressed Representative Sanuels and
M. Barthol onew and asked, if the constitutional anmendnent does
not pass, whether they would still |ike LB& to advise
concerning the investnent policy for the entire fund. He added
he thought it was a good idea.

Number 3409

MR. BARTHOLOMEW replied that he thought the [Al aska Pernmanent
Fund Corporation] has always felt it was inportant to have a
good working relationship wth the legislature, and LB&A
provides the process for that relationship, so he said he
supports maintaining it.

REPRESENTATI VE GRUENBERG responded, "Not just the incone, but
everyt hing."

MR. BARTHOLOVEW replied, "That is correct.”
REPRESENTATI VE SAMUJELS concurred and said it is a good nmechani sm

for the [Alaska Pernmanent Fund Corporation] to get its
information to the |egislative body.
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Nunmber 3433

REPRESENTATI VE GRUENBERG said he supports a lot of the concept
of POW, but is not sure he wants it in the constitution. He
suggested proposing a statute to achieve the sane ends. He
wondered if this legislation mght be such a statute. He asked
M. Barthol omew whet her provisions in [the proposed CS] could be
effected to achi eve sone of those ends, if they are adopted even
if the <constitutional anmendnent does not pass. He asked
Representative Hawker if he should propose a conceptua
anendnent or work on a witten anendnent to be taken up at a
| at er date.

Number 3635

CHAIR HAWKER replied that it wuld be nore appropriately
i ntroduced as a standalone bill. He explained that [HB 298] is
a conpanion piece specifically for the proposed constitutional
anmendnment [ HIR 26] .

REPRESENTATI VE GRUENBERG suggested that [HB 298] could serve
that purpose and have sections that achieve a standal one
provi si on.

CHAI R HAWKER said his personal preference would be not to alter
[HB 298] to that extent.

REPRESENTATI VE GRUENBERG asked M. Bartholonew, aside from
Sections 1 and 2, if there were any other sections that could go
into effect even if the constitutional anendnent does not pass.

MR. BARTHOLOVEW answered, "Section 5 would be a section that
woul d work unrelated to POW."

REPRESENTATI VE GRUENBERG asked M. Bartholonmew to explain what
Section 5 does.

MR. BARTHOLOVEW expl ai ned:

Section 5 currently has |anguage that assunes ... that
we basically expense our entire operating budget the
first day of the fiscal year, and then we get to the
end of the year, and whatever we really didn't spend,
we add that back to incone. How that really works is,
at the end of each nonth we expense our actual
expendi t ures. It makes it clear that the source of
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revenue for the budget will be the investnents, and it
deletes the sections of the statutes that talk about
addi ng unused budget back to incone.

Nunmber 3877

REPRESENTATI VE GRUENBERG referred to the section as a
housekeepi ng section and asked if there were any other [sections
that could go into effect on their own].

MR. BARTHOLOVEW replied that Sections 7 and 8 seemto relate to
the Permanent Fund Dividend Dyvision and said he was not
famliar with those sections of the statute. He said they
seened to be related to POW so he assuned they would not be
necessary.

CHAI R HAWKER concurr ed.

REPRESENTATI VE GRUENBERG asked for clarification whet her
Sections 7 and 8 could be conditional.

MR. BARTHOLOVEW replied that they should be conditional [upon
t he passage of the constitutional anendnent].

Number 4010

REPRESENTATI VE GRUENBERG asked if the only [sections] that would
not be conditional are 1, 2, and 5.

CHAI R HAWKER sai d yes.

REPRESENTATI VE GRUENBERG asked about Section 11. He said he
thinks there would need to be a conform ng anendnment to Section
11.

CHAlI R HAWKER concurred and sai d:

We've got this dual condition here, in Sections 10 and
11, at the nonent. The entire Act is conditioned,
which is Section 10, upon the passage, and enphasi ze,
and a POW nethod approved by voters and taking
effect, which is really the ultinate condition here
Section 11 is that if those conditions precedent are

net, the actual date on which this Act shall take
effect is January 1, 2005. There would be sone
conformng |anguage that would, 1in the condition

precedent, excepting that Sections 1, 2, and 5, and

HOUSE WM COW TTEE -41- March 17, 2004



also in Section 11, indicating that Sections 1, 2, and
5 woul d take effect inmrediately.

REPRESENTATI VE GRUENBERG said he wuld offer that as an
anendnent | ater when amendnents are taken up.

Nunber 4142

REPRESENTATI VE ROKEBERG opi ned that the commttee is wasting its
time right now, because this bill is contingent on the POW s
passi ng.

REPRESENTATI VE OGG returned to Section 3 and noted that the
permanent fund is different from nost funds because 25 percent
of revenues from mneral sales, royalties, and |eases are
i ncl uded. He asked M. Bartholomew how that inpacted the 5
percent figure and the 10-year average.

Number 4313

MR. BARTHOLOVEW related that the way it is witten now, it
conpletely excludes the effect of the ongoing oil deposits
comng into the fund. He expl ai ned:

We're neasuring the investnent real rate of return
over 10 years and trying to achieve that 5 percent.
During that 10-year period we've continued to receive
oil deposits. Historically, that's probably about a 1
percent average. It's declining currently; well, it
was declining Dbecause production was declining.
Prices are high, so it's staying up near what we've

been getting over the |ast 5-8 years. It's
approximately between $200 and $400 nmillion a year
that we've been getting from ongoing oil revenues

comng into the permanent fund. Really, what you have
is the fund is also growing by the ongoing revenue
deposits, and that is not being factored in to what's
avai l abl e for appropriation. That noney cones in and

earns income, so down the line there is a benefit,
but, in the short term the fund has actually probably
gr own. Currently, we're at about a 6 percent real
rate of return for the last 10 years. I ncl udi ng oil

it's really grown by 7 percent, but currently that's
not brought into the equation.

Nunber 4435
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REPRESENTATIVE OGG requested clarification of [Section 3,
subsection (b)].

CHAIR HAWKER related that |[Section 3, subsection (b)] does
provi de statute consistent with the current statutory provision
that splits the earnings available from the permanent fund, 50
percent to the dividend fund, and 50 percent to the general
fund.

CHAIR HAWKER continued to explain [the proposed CS]. He said
the balance of the bill relates to "housekeeping"” matters such
as the market-value provision in Section 4, which provides a
statutory nmandate in accordance w th GAAP

REPRESENTATI VE GRUENBERG asked if that provision could be
effective regardless of the constitutional amendnent [passing].
He opined it had val ue i ndependent of the anmendnent.

Number 4610

MR. BARTHOLOVEW related that, currently, when the nonthly
financial statenents are done, GAAP is followed to determ ne
mar ket val ue.

CHAIR HAWKER interjected that the first sentence [of Section 4]
refers to Article I X, Section 15(b), of the [Constitution of the

State of Al aska]. This section does not currently exist, and
woul d not exist until the POW anendnent is passed, he pointed
out .

TAPE 04-14, SIDE B
Number 4630

REPRESENTATI VE GRUENBERG suggested excising the first phrase [in
Section 4] and beginning wth line 22, "the corporation shall
determ ne". He asked [M. Bartholonew] if that is current
practi ce.

MR. BARTHOLOVEW replied that it is a requirenment under GAAP and
so it is calculated, but not used in any of the statutory

formulas to determne what is available for appropriation. He
said, "It is what we do."
Nunmber 4600

REPRESENTATI VE GRUENBERG asked if there would be any value in
havi ng that |anguage in the | aw, independent of the anendnent.
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CHAIR HAWKER relayed that the current statute, which would be
deleted in this bill, provides that the fund shall be conputed
annually on the last day of the fiscal year, in accordance wth
GAAP, excluding any unrealized gains or |osses. He enphasi zed
that there could be conflicting statutes if the new section was
added w thout deleting the old one. He nentioned that AS
37.13.140, the incone section which is no |onger relevant under
a market -val ue approach to distribution, would becone archaic.

REPRESENTATI VE GRUENBERG remarked that he thought this was one
of the sections that could be kept in, regardless of the
constitutional amendnent.

CHAIR HAWKER terned the section a housekeeping neasure that
coul d work either way.

MR. BARTHOLOVEW pointed out in Section 5 that all of the
operating costs for the permanent fund for the 32 staff that are
enpl oyed, the investnent manager fees for the external equity,
and bond nanagers that cost between $45 nmillion and $50 million
a year would conme out of the 5 percent spending limt.

Number 4310

CHAI R HAWKER characteri zed that decision as being an honest way
to show the public that the fund was not being invaded behind
cl osed doors, in any way. All operating funds cone out of the 5
percent, he said.

REPRESENTATI VE GRUENBERG he asked if this dialogue is relating
to the constitutional anendment.

CHAIR HAWKER replied that Representative Guenberg is correct.
It is statutory clarification to make it very clear that there
are "no back doors."

REPRESENTATI VE GRUENBERG sai d, "Understood, and that's clear on
the record.”

Number 4232

CHAIR HAWKER related that Section 6 is a housekeeping nmatter

He explained that the permanent fund al so nanages the portfolio
of the Alaska Mental Health Trust Authority (AMHTA), and because
the archaic section, AS 37.13.140, is being deleted, a new
section is needed to take its place. He reported that Jeff
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Jessee [executive director of AWMHTA] is in full agreenent wth
this portion of the bill

REPRESENTATI VE GRUENBERG said he assuned that AS 37.14 is the
mental health trust chapter

CHAI R HAWKER said that is correct.

REPRESENTATI VE GRUENBERG asked M. Bartholomew if he thought
there was anything in that chapter now that requires the use of
GAAP, and if it could be a standal one provision.

MR. BARTHOLOVEW said, "This is simlar to the recent provision

Right now we're required to account for nental health the sane
way we account for the permanent fund. If you don't change the
permanent fund, then we wouldn't want to change the way we
account for nental health, so this one would want to be subject
to the POW. "

Nunmber 4059

CHAI R HAWKER continued to explain the sections of the proposed
CS. He said, "Section 7 is a conformng to the change from
i ncome being used and transferred to the dividend fund account,
to the noney appropriated from ergo, the anount calcul ated
under a narket-val ue approach.” Section 8 is disclosures that
are currently required by statute to be included on the stub of
a permanent fund check, again, with the |anguage conformng to a
mar ket - val ue approach, he expl ai ned.

CHAIR HAWKER noted that in Section 9, the repealors, the three
current sections of statute whose operation would conflict with
the POW operation, are very inportant. The whol e purpose of
the bill is to replace those three sections, he enphasized. He
said AS 37.13.140 defines income and net incone of the permanent
fund for the purposes of naking distributions, and he pointed
out that the bill changes to market value, not incone. AS
37.13.145 defines the disposition of the inconme of the pernmnent
fund, inflation proofing, and transfers to the dividend account,
whi ch has been superseded by Section 3 of [the proposed CS]. AS
37.13.300(c) is the nental health trust reference that becones
archaic as a result of the operation of the POW, he concl uded.

Number 3905

REPRESENTATI VE SEATON asked about Section 3, subsection (b), and
the graph on the rolling 10-year real return. He said he is
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concerned that additional noney deposited into the fund is not
counted as return. He posited that there could be high
inflationary pressure at sonme point in tinme that would greatly
influence the rate of return, and suggested that noney from oi
resources should be [considered], because the fund could be
growing well, and yet drop below the 5 percent line. He said he
doesn't think the intent [of the bill] is to look at how
particul ar investnents do, but how the fund is doing. He opined
that it would be better to include the royalty deposits and any
other deposits nmde from settlenents, et cetera, into this
cal cul ation

Number 3728

MR. BARTHOLOMEW reported that he has had many discussions with
other legislators on this topic. The question is, "Should we
have the spending limt be not only the real rate of return of
the investnents, but the growh of the fund through the mnera
or oil deposits?" He terned it a policy decision of |ooking at
the total value of the fund changing, including deposits, versus
just looking at the investnent incone.

CHAI R HAWKER said, when drafting the bill, he did not want to
consider the new noney comng in as part of the return on the
invested funds, which would allow for substantial investnent
| osses and still appear as if noney is being nmade. He said that
idea is inconsistent with the intent of the bill, which is to
give the greatest possible assurances of the continued growth of
t he fund.

REPRESENTATI VE ROKEBERG stated that it is not inconsistent with
the market value, market-to-nmarket consideration, if the cash
flow of the fund is actually staying level or growing. He said
Representative Seaton does have a point. It is a policy call,
he added.

CHAI R HAWKER sai d, "The argunent that the idea of the additiona
25 percent being deposited each year was that it should, in
fact, always be an increnment rather than sonething that we could
be using to offset investnent |osses in determining the anount
avai lable.” He agreed it is a policy call.

REPRESENTATI VE ROKEBERG added, "Particularly if you're |ooking
at the nmarket value of the whole total fund, rather than just
the discrete elenents of it."

Number 3515
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CHAI R HAWKER poi nted out the real issue, saying:

Do we wsh the fund only to grow through returns in
excess of a real rate of return of 5 percent, or do we
want to have the increnmental noney comng in each year
under the 25 percent constitutional provision to the
part of fund grow h. I think it is a good question.
Do we want to prioritize the fund growh or prioritize
our ability to access the noney in the fund?

REPRESENTATI VE ROKEBERG said the noney m ght be needed to offset
Section 3, subsection (a).

CHAI R HAWKER cal |l ed that section "conservative sidebars.”
Number 3440

REPRESENTATI VE SEATON voiced a concern that the discussion is
about POW, and then a sidebar is added to say it is not POW
it's a percent of investnent growmh. He said POW refers to the
value of the fund, which includes deposited noney. If that
noney is excluded and the sidebar is added to say the
expenditures can only be related to the 10-year rolling average
of the investnment percentage, mnus the inflation, the fund
could be growing even though it appears to be below the 5
percent limting nunber. He concluded that it seens to be
i nconsi stent.

CHAI R HAWKER cl arified that every year when the new noney is in
the fund, it becones the basis for the market value for the
follow ng year. The noney that cones in during the current year
is not ternmed "inconme of the fund" for purposes of return on
investnment until the next year when the market value 1is
measur ed, he expl ai ned.

Number 3259

KEVIN RITCH E, Executive Director, Al aska Minicipal League,
speaki ng on behalf of the Al aska Council of Mayors, thanked the
committee for its efforts and said a lot nore information is
filtering down through communities. He reported that the mayors
and | eaders of Alaska's communities are behind the devel opnent
of a conprehensive, |long-range fiscal plan. He said the
commttee should have received a letter from the conmunities
encouraging the legislature down this path. He noted that three
times as nmany groups as three nonths ago signed the letter and
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that the breadth of the groups is w dening. He nentioned the
foll ow ng groups: AARP, Association of Devel opnental Disability
Provi ders, Al aska Coal Association, League of Wnen Voters of
Al aska, and virtually every group in Wangell, which he surm sed
is a good exanple of a conmmunity that gets together and talks.

MR. RITCH E rel ated that people of the state, given sonmething to
work with, wll have very positive discussions to help solve
probl ens. He suggested letting the public know what wll get
worse if no action is taken, and what will inprove if action is
t aken. He referred to HB 236, the education tax the commttee
just noved out, and said it clearly states a way of making a
noral dedication or commtnent to what wll get better. He
encouraged the comrittee to continue to think about that.

REPRESENTATI VE OGG thanked M. Ritchie for com ng and asked for
his comments about the 50/50 split and the idea of approaching

the bill as a statutory process as opposed to a constitutional
process.
Nunber 3000

MR. RITCH E said he thinks the 50/50 split concept is what is in
nost people's mnds. He called it a "have your cake and eat it
too" situation where the permanent fund dividend, at |east for
the next two years, doesn't go down, but goes up, and then stays
stable in an anount that nost Al askans would think would be

fairly substantial. At the sane tine, it provides a very
substantial amount of noney for doing things in communities that
are very inportant, he noted. He related that [the Al aska

Muni ci pal League] does not have an opinion about the statutory-
ver sus-constitutional process.

REPRESENTATI VE OGG inquired if POW is perceived as a l[imtation
on the legislature's ability to wutilize revenues of the
per manent fund.

MR R TCHE said it seenms to him that it is both. It is
utilizing revenues not being utilized and, at the sane tineg,
placing limts on the utilization of those revenues, which, he
opined, are already there to utilize if the legislature so
chooses.

Number 2843

REPRESENTATI VE ROKEBERG said there has been sone discussion
within the conmttee, particularly by Representative Moses,
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about a community dividend program He asked for M. Ritchie's
opinion as to why the legislature should consider this idea in
light of the |ack of vote of confidence by the mayors.

MR RITCHE replied he believes that action was in regard to
solving the fiscal gap, and he suspects there are a nunber of

| egi slators, as well, who wonder if the legislature is going to
take action on that issue. He said it was not a broad-brushed
| ack of confidence, which is what got reported. He expl ai ned
the intent was to stinulate action on the fiscal plan. In terns

of the nunicipal dividend, that concept has been discussed by
many peopl e, anong them formner-CGovernor Hickel, who believe very
strongly in putting authority to rmake decisions about
comunities in the hands of people in comunities, he related.
He said the concept of community dividends is all about taking
noney that belongs to all Alaskans and allowing them to nake
deci sions on how that noney will best benefit their conmunities.

REPRESENTATI VE ROKEBERG said he assumed that the mayors in the
state were having fiscal difficulties along with everyone el se.

Number 2637

CHAI R HAWKER agreed that the vote of no confidence was broad-
brushed on the legislature and noted that that very norning the
commttee was neeting at 7:00 a.m, actively involved in
addressing [fiscal] issues.

REPRESENTATI VE WEYHRAUCH called the vote of no confidence a
"lingering eye-poke" for |egislators who have worked hard and
|l ong, and he stated his appreciation for the "old-tiners." He
said he was digressing, and he would |ike to nove this bill

CHAIR HAWKER asked M. Ritchie to take a nessage back to the
mayors and tell them that they were a bit shortsighted and
"caused us sone grave di sappointnent and, perhaps, a little |oss
in confidence in them as well."

REPRESENTATI VE ~ GRUENBERG  addr essed hi s friends in t he
| egi sl ature and asked them to work with the mayors, saying that
"we are all Alaskans, and to solve our problens, we nust work
t oget her."

Number 2330

MR R TCHE said he agrees, and the reason he is before the
commttee today is to say that the legislature is noving forward
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in the right direction and the comrunities are supportive of
those efforts. He nentioned that communication is critical and
does not always work well. He spoke about the nunber of snall
communities that have been in existence for well over a thousand
years, that now are feeling a great deal of pain. He encouraged
keepi ng communi cati on open to work together to sol ve problens.

Number 2234

REPRESENTATI VE KOHRI NG asked why those communities that have
been around for a thousand years are now in such dire need of
noney now for services, when, as recently as a generation ago,
they did fine. He said he has been [in Alaska] 41 years and
renmenbers when Alaska was a state that had good roads, good
schools, and public safety at just a fraction of the noney

avai |l abl e now. "Suddenly we have a nmmjor crisis when we're
spending far nore noney than we did, say, 35 years ago,"” he
remar ked.

MR RITCH E replied that he has thought a great deal about that
as well and thinks it is a valid question. |In the |ast 50 years
there have been amazing changes in the quality of life
t hroughout Al aska, especially rural Al aska, in terns of
decreases in infant nortality, inprovenent of education, nore
on-site health clinics, and other basic things. He said the
issue is, if those things start deteriorating now, people quite
rightfully have conme to expect that quality of life, and w thout
those things, there is a great likelihood that there's going to
be a exodus out of small comrunities. He said, "The problemis,
smal |l communities are what we think of when we think of rural

Al aska and what it stands for. From a practical standpoint,
nost of our urban communities have as nmuch as a third of their
econony based on comrerce and providing services.”" He said the

relationship anong all the comunities in Alaska is a very
i nportant part of the econony.

Nunber 1947

REPRESENTATI VE W LSON told of her experience living in a snal

town for seven years, and of the closing businesses and exodus
of people due to fewer jobs. She described the decline of the
hospital as an enployer and the chain reaction due to |ack of
j obs, and she predicted that the town could becone a ghost town.
She said these are real things that are happening to comrunities
across the state and she imagined the vote of no confidence
stemmed from high levels of frustration. She enphasi zed that
[the House Special Commttee on Ways and Means] has made a
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difference for the last two years. She repeated that there is a
|ot of frustration in the "real trenches of the real world."

CHAIR HAWKER spoke of wviability of communities and, addressing
M. Ritchie, said he knew the Al aska Minicipal League was

concerned as well. He stated the m ssion of [the House Speci al
Committee on Ways and Means], which is cost nanagenent and
efficiencies, and opined that the wviability of individua

comunities would be an inportant subset of that discussion.
Number 1712

REPRESENTATIVE OGG said he was pleased to hear that M.
Ritchie' s organi zation has "opened their eyes,"” recognizes that
this legislature has been working on, [a fiscal plan], and is
now applauding the legislature for their efforts. He asked M.
Ritchie if that is what he is hearing.

MR. RITCH E replied yes.

REPRESENTATI VE OGG thanked M. Ritchie and his organization for
their reflection and support of the legislature' s efforts.

Number 1606

CHAIR HAWKER thanked M. Ritchie, and asked if there was any
further public testinony. Hearing none, he <closed public
t esti nony.

Nunber 1552

REPRESENTATI VE ROKEBERG [Started to make a notion to adopt
Conceptual Anmendnment 1 and then withdrew it in order to consult
with M. Bartholomew about the wording about consuner price
i ndex. ]

MR. BARTHOLOMEW related that currently in AS 37.13.145(c) the
wording United States Consunmer Price Index for all wurban
consuners. He supported continuing to use that neasure.
REPRESENTATI VE GRUENBERG suggested that statute be read into the
record. He asked if M. Bartholomew was referring to AS
37.13.145(c)(1).

MR. BARTHOLOVEW sai d correct.

Number 1460
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REPRESENTATI VE ROKEBERG noved to adopt the aforenentioned
Conceptual Amendnent 1, but requested clarification of the
wor di ng.

CHAIR HAWKER clarified that Conceptual Amendnent 1 is to have

the drafters include as appropriate in this bill, AS
37.13.145(c)(2), paraphrased as appropriate, using the price
index that wll be read into the record by Representative
G uenberg.

REPRESENTATI VE GRUENBERG poi nted out that that is a statute that
is going to be repealed in [the proposed CS]

CHAI R HAVWKER sai d correct.

REPRESENTATI VE ROKEBERG said that is why it is a conceptual
amendnent and is being put back in.

Number 1350

CHAI R HAWKER objected to Conceptual Amendnent 1 for discussion
pur poses. He read, "As currently used for inflation proofing
the permanent fund is calculated using the average of the
nonthly United States Consuner Price Index for all Urban
Consuners", which he noted is called the CPI-U.

REPRESENTATI VE ROKEBERG added that he has always used the term
"or its equivalent"” in case there has ever been a change.

REPRESENTATI VE  GRUENBERG asked for clarification of t he
anmendnent. He asked if Representative Hawker is suggesting that
the entire statute not be repeal ed.

CHAI R HAVWKER par aphrased Conceptual Anendnent 1:

The anendnent before wus would be a conceptua
amendnent to have the drafters include as additional
| anguage sone place as appropriate in this Act,
| anguage that would define, in relation to rate of
inflation as appears on page 3, line 12, that that
rate of inflation, the neasure, the index for
determining that rate of inflation, be the CPI-U or
its equival ent and successor index.
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MR. BARTHOLOMEW suggested in Section 37.13.900, the definitions
section for this provision of statute, adding the definition of
inflation.

REPRESENTATI VE ROKEBERG agreed that is where the definition
should go so it would be applicable throughout the whol e body of
t he chapter.

Nunmber 1030

CHAI R HAWKER withdrew his objection to Conceptual Amendnment 1.
There bei ng no objection, Conceptual Anendnent 1 was adopt ed.

Number 1020

REPRESENTATI VE WEYHRAUCH noved to adopt Conceptual Anmendnent 2,
to say that in the conditional-effect portion of the bill,
Section 10, that only those sections that are related to POW be
i ncl uded.

CHAI R HAVWKER obj ect ed for discussion purposes.
Number 1010

REPRESENTATI VE GRUENBERG offered a friendly anendnent to nake
the notion nore detail ed.

REPRESENTATI VE WEYHRAUCH agr eed.

REPRESENTATI VE GRUENBERG expanded Conceptual Anendnent 2 to say,
Sections 1, 2, and 5 would not be subject to Section 10. He
expl ained, "So, in other words, the conditional effect would be
Sections 3, 4, 6, and 9 of this Act take effect only if an
anendnent to Article IX .... " He said that |anguage would go
on page 6, line 12, which would exenpt Sections 1, 2, and 5 from
the conditional effect. That is the first part of the
anendnent, he noted. The second part would be that there be
anot her section added, Section 12, that would give Sections 1,
2, and 5 an imedi ate effective date.

CHAI R HAWKER suggested that Sections 1, 2, and 5 would not be
conditional under either the existing Sections 10 or 11, which
woul d allow the drafters some |atitude.

REPRESENTATI VE GRUENBERG agr eed.

Number 0903
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REPRESENTATI VE OGG obj ect ed. He said the bill was crafted to
mat ch the POW and he does not want to go down this road because
it all beconmes ineffectual if the POW constitutional amendnent
does not go into effect. He said he appreciated Representative
Gruenberg's desire to address these kinds of 1ssues, but
suggested that perhaps there should be separate legislation
whi ch he woul d support.

REPRESENTATI VE GRUENBERG responded that the issue he raised
about Sections 1, 2, and 5 may not have been conpletely

considered when this bill was drafted. Those sections are good
changes in the law and whether or not the constitutional
anendnent passes, this bill does have nerit, and there is no

reason not to nove those sections forward anyway.
Nunber 0649

REPRESENTATI VE ROKEBERG agreed with Representative Ogg and said
Sections 1 and 2 are "here by convenience,” and he also
supported separate |legislation for those sections because adding
[HB 298] as a conmpanion bill to the constitutional anmendnment
coul d cause confusion to the public with extra sections to read.
He said this issue should be considered during the next hearing
of the bill

CHAI R HAWKER mai nt ai ned hi s objection.

A roll call vote was taken. Representatives Wyhrauch, Kohring,
Wl son, and Guenberg voted in favor of Conceptual Anmendnent 2.
Representatives (g, Rokeberg, and Hawker voted against it.
Representatives Mses and Sanuels were absent for the vote.
Therefore, Conceptual Amendnment 2 was adopted by a vote of 4-3.

Nunmber 0355
REPRESENTATI VE WEYHRAUCH noved to report CSHB 298, Version 23-
LS1075\'S, Cook, 3/15/04, as anended, out of commttee wth

i ndi vi dual recommendati ons and t he acconpanyi ng fiscal notes.

REPRESENTATI VE KOHRI NG obj ect ed.

Nunber 0237

A roll call vote was taken. Represent ati ves Wyhrauch, Qgg,
W | son, Rokeberg, G uenberg, and Hawker voted in favor of CSHB
298. Representative Kohring voted against it. Represent ati ves
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Mbses and Sanuels were absent for the vote. Therefore, CSHB
298(W&M was reported out of the House Special Conmttee on Ways
and Means by a vote of 6-1.

CHAIR HAWKER thanked the conmittee and the pernmanent fund
experts for their participation.

Nunber 0212
ADJ OQURNVENT
There being no further business before the commttee, the House

Special Commttee on Ways and Means neeting was adjourned at
10:14 a.m
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