M NUTES
SENATE FI NANCE COWM TTEE
April 28, 2003
9: 04 AM

TAPES

SFC-03 # 66, Side A
SFC 03 # 66, Side B

CALL TO ORDER

Co-Chair Gary WI ken convened the nmeeting at approxinmately 9:04 AM
PRESENT

Senator Gary W/ ken, Co-Chair
Senat or Lyda Green, Co-Chair
Senat or Con Bunde, Vice Chair
Senator Ben Stevens

Senat or Donny d son

Senat or Lyman Hof f man

Senat or Robi n Tayl or

Also Attendi ng: REPRESENTATIVE NORM ROKEBERG KEVIN RI TCHI E,
Executive Director, Al aska Minicipal League;, JOS GOVAARS, Staff to
Representative Jim Hol m

Attendi ng via Tel econference: Froman offnet site: MARK BENDERSKY,
G oups Project Admnistrator, Alaska Science & Technol ogy
Foundati on, Departnent of Community and Econom c Devel opnent; From
Kenai: ED MARTIN, LENORE JONES; LAURIE CHURCHILL; PETRIA
FALKENBERG, LI NDA HORDEMAN, SUSAN d BSON;, JAMES PRICE; From
Anchor age: CHUCK LOGSDON, Chief Petrol eum Econom st, Tax Divi sion,
Departnent of Revenue

SUMVARY | NFORMVATI ON

SB 173- SCI ENCE & TECH FOUNDATI QN BI DCO' | NT. TRADE

The Commttee heard from the Departnment of Law and reported the
bill from Commttee.

HB 11- DEPOSI TS TO THE PERVANENT FUND

The Conmttee heard from the bill’s sponsor, the Departnent of
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Revenue, and took public testinony. The bill was held in Commttee.

HB 59- CLEANUP OF | LLEGAL DRUG SI TES

The Committee heard from the bill’s sponsor and adopted one
anendnent. The bill was held in Commttee.
#sbl1l73

SENATE BILL NO. 173

"An Act repealing statutes pertaining to the Al aska Science
and Technol ogy Foundation and transferring noney in the
foundation's endowrent; repealing statutes relating to the
Bl DCO assi stance program repealing statutes pertaining to the
international trade and business endownent and transferring
noney in the international trade and business endownent;
transferring oversight adm nistration of outstanding Al aska
Sci ence and Technol ogy Foundation |oans and grants to the
Al aska I ndustri al Devel opnent and  Export Aut hority;
establishing an Alaska BIDCO assistance program to be
adm nistered by the Departnent of Community and Econom c
Devel opnent; nmaki ng conform ng anendnents; and providing for
an effective date."

This was the second hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair WIken asked for information regarding Al aska Statutes
(AS) 37.17.500 — 37.17.690 that are repeatedly referenced in the
| egi sl ati on.

MARK BENDERSKY, G oups Project Admnistrator, Al aska Science &
Technol ogy Foundation, Departnment of Conmunity and Econom c
Devel opment Anchorage testified via tel econference from an of f net
site and explained that these statutes provide for the
establishment of an Al aska BIDCO assistance program within the
Department of Community and Economi c Devel opnent. He stated that
this program would mrror the program currently operated by the
Al aska Science & Technol ogy Foundati on (ASTF).

Co-chair W/I ken asked how the program woul d functi on.
M. Bendersky specified that this programwould allowthe State to
provi de | oans to new BI DCO conpanies, simlar to “a high-risk bank

t hat does not take deposits but does do high risk financing on the
debt side or on the equity side.”
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Co-Chair Geen noved to report the bill from Commttee wth
acconpanyi ng fiscal notes and individual reconmendations.

There being no objections, SB 173 was REPORTED from Commttee with
a new $75,500 fiscal note, dated April 8, 2003 from the Al aska
| ndustrial Devel opnent & Export Authority, Departnent of Conmunity
and Econom c Devel opnent and previous fiscal note #1 from the
Al aska Sci ence & Technol ogy Foundati on, Departnent of Conmunity and
Econom c Devel opnent.

#hbl1l

HOUSE BI LL NO. 11

"An Act relating to deposits to the Al aska permanent fund from
m neral |ease rentals, royalties, royalty sal e proceeds, net

profit shares under AS 38.05.180(f) and (g), federal m neral

revenue sharing paynents received by the state from m neral

| eases, and bonuses received by the state frommneral | eases,

and limting deposits from those sources to the 25 percent

required under art. IX, sec. 15, Constitution of the State of

Al aska; and providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Commi ttee.

Co-chair WIlken informed that this legislation would provide
royalty contribution revenue to the A aska Pernmanent Fund at the 25
percent |level as specified in the State’s Constitution.

REPRESENTATI VE NORM ROKEBERG, the bill’s sponsor, infornmed that in
1981, the Legislature increased the royalty contribution anount
fromall new natural devel opnent | eases fromthe 25 percent |eve

specified in the State’s Constitution to a 50 percent contribution
| evel . He stated that this action “has afforded the Permanent Fund
significant revenue and growh opportunities for the past 22
years;” however, he continued, the State s general fund budgetary
needs and fiscal gap situation nandate that the |evel of revenue
dedicated to the Permanent Fund be returned to the original 25
percent requirenent in order to reallocate the additional funds
into the general fund. He stated that production |evels have been
stabilized due to new fields being developed to replace the
production decline from Prudhoe Bay. However, he stressed that |ow
per barrel prices are causing the State to experience “a cash flow
problem” He stated that this legislation would provide a
“pai nl ess” renedy as opposed to inplenentation of a State sales
tax, inconme tax, or an increase in the notor fuel tax.
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Representative Rokeberg stressed that this action would have
m nimal affect on the Permanent Fund, and he shared that only one
third of the $1,540 FY 02 Pernmanent Fund Dividend (PFD) check, or
$532, resulted from the oil revenue contribution and that the
bal ance of the check was generated by “actions of the Legislature”
via speci al appropriations and inflation proofing neasures.

Representative Rokeberg opined that a recently approved
Muni cipality of Anchorage Assenbly resolution in support of this
| egi slation indicates that the citizens of the State “are begi nning
to understand that this is a solid non-partisan way to attack the
fiscal dilemm” facing the State.

Senat or Bunde conmented that he supports this legislation as “you
can’t cut your way to prosperity; you can't save yourself into
prosperity.”

ED MARTIN, SR testified via tel econference from Kenai and stressed
that the State nust control expenses in order not to exceed its
i ncone. He referenced the 1999 special statew de el ection in which
83 percent of Al askan voters indicated they do not wish to have the
Per manent Fund system altered, and he urged elected officials to
honor that vote to mamintain voter trust.

Senat or Bunde noted that, due to budget restraints, the Kenai
Peni nsul a Borough is considering reducing school funding, and he
asked whether M. Martin would support receipt of additional State
funding to assist in alleviating the Borough' s budget situation.

M. Martin voiced that changes to the Permanent Fund shoul d not be
conducted without a vote of the people. He enphasized that the
State should cut or reduce funding to prograns to acconplish the
goal of living within its neans.

Senat or Bunde therefore “assuned” that the testifier would approve
of further State funding reductions to the Kenai school funding.

M. Martin responded that when managing the State’s budget, al
aspects of school funding, on a statew de basis, should be
consi dered including such things as school adm nistration salaries.
He reiterated that the State nust work within its budget.

LENORE JONES testified via teleconference from Kenai to voice
concern that the Permanent Fund program m ght be changed wi thout a
vote of the people. She urged the Commttee to oppose this
| egi sl ati on, and she suggested that a state lottery or incone tax
be considered to raise State revenue.

SFC- 03 (4) 04/ 28/ 03



LAURI E CHURCHI LL, Board Secretary, Alaska Voters O ganization,
testified via tel econference fromKenai and read the O gani zation’'s
Resol ution 2003-11 [copy on file] that rem nded | egi slators that,
in a 1999 advisory vote, 83 percent of Al askan voters opted agai nst
usi ng Permanent Fund earnings to bal ance the State budget. However,
she continued, Governor Frank Murkowski and |egislators are now
consi dering policies that would do just that “in direct opposition”
to that vote and to recent election prom ses “to defend and protect
the Permanent Fund.” She stressed that this legislation s
acconpanyi ng fiscal notes understate the | oss of potential revenue
to the Permanent Fund, and she noted the current trend of declining
oi | production, but increasing governnent spending.

PETRI A FALKENBERG testified via teleconference from Kenai and
characterized this legislation “as highway robbery of the Permanent
Fund.” She rem nded Menbers of canpaign pronises and the 1999 vote
that specified that the Legislature should not “touch the Pernanent
Fund without a vote of the people.” She questioned the nunber of
voters who support this bill

Senat or Bunde responded that the majority of the people in his
di strict support using Permanent Fund earnings to bal ance the State
budget rather than a State tax. He additionally noted that the
people in his district recognize that in three years the
Constitutional Budget Reserve (CBR) woul d be non-existent and the
people of the State would be faced with either “substanti al
personal taxes or with using the earnings of the Permanent Fund.”

LI NDA HORDEMAN testified via teleconference from Kenai and
excl aimed, “the 13 percent of the population lives in his [Senator
Bunde] district that opposed the [1999] vote..now we know where they
live.” She addressed the Kenai School District funding shortfalls
by noting that the area is experiencing a decrease in student
enrollment and that the school district is contenplating the
closure and consolidation of school facilities. However, she
guestioned the District’s wi sdom of opening up a school to use as
an admnistration office as, she exclained, this “is not
responsi bl e spendi ng and budgeting.” She questioned why teachers
are not being better paid or classroons being better equipped
because, she attested, the “noney is there; we just don't know why
you guys can't get it in the right place.”

Ms. Hordenman continued that Legislators have clainmed for a decade
that “the sky is falling” and that Permanent Fund revenues nust be
accessed to bal ance budget shortfalls. She voiced that the State
must nake “serious cutbacks” in State offices as the private sector
has been forced to do. She opined that it is the private sector
that stinulates the econony and that the Pernmanent Fund divi dend

SFC- 03 (5) 04/ 28/ 03



paynments provide noney that supports the private sector. She
| i kened taking the Permanent Fund noney, which she declared is “for
the people,” away from the people “to a Soviet Union type
governnment .”

Senat or Bunde interjected that giving noney to people “for not

doi ng anything” is nore “socialistic” than comrunistic.

Senator Taylor stated that there is a lot of socialismin the
country as, he noted, nunerous states, as well as the federa
governnment, take from people according “to their ability to pay”
and give to people according to their needs.

SUSAN G BSON testified via tel econference from Kenai and chal | enged
Senat or Bunde’s comment regarding “getting free noney for nothing.”
She clarified that the Permanent Fund was created to replace what
t he people have | ost due to not being able to claimmneral rights
on their land. She qualified that Alaska is the only state that
does not allow people to purchase property and retain the m neral
rights to that property.

Senator Bunde affirnmed that this is correct.

Ms. G bson urged the Committee to oppose this legislation and
instead to support other legislation, in particular HIR 3, as “it
is past tine to redefine the economc reality” of the State.it is
not revenue shortfall, but instead is spending excess.for the past
ten years.” She urged the Legislature “to live in the here and now
and “nmake real and neani ngful budget cuts” as private citizens are
forced to do.

JAMES PRICE testified via tel econference from Kenai and urged the
Commttee to oppose this legislation. He rem nded the Commttee
that the 83 percent vote agai nst using Permanent Fund earnings to
bal ance the State’s budget “was clearly an indication that the
people do not favor this sort of legislation.” He “respectfully
di sagreed with Senator Bunde’s” coments that his district would
support using the Permanent Fund to balance the budget and
suggested that another advisory vote be conducted to determ ne
citizen positions. He advised that the State’'s budget should be
reviewed for the long-term and that budget cuts should be
i npl enented, as the current budget is unsustainable. He attested
that were the Pernmanent Fund earnings used now to offset budget
shortfalls “without trinmng dowmn State spending” the State woul d
face the sane dilemma again in a few years. He urged for a
responsi bl e approach to the budget be undertaken; however, he
advi sed that education, transportation, and public safety should be
pr ot ect ed.
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Senat or Bunde specified that while 83 percent of the voters who
voted in the 1999 advisory election opposed using Pernmanent Fund
earnings to bal ance the budget, he noted that only 20 percent of
regi stered voters voted in that election. He voiced that it “would
be interesting” to put that question to the people again, and he
commented that a higher voter turnout would be wel cone.

Senat or Bunde referenced information [copy not provided] supplied
by Co-chair WIken that indicates that the federal governnent
contributes approxinmately 36 percent of the State’'s total annual
operating budget as pass-through funding to state agencies, and he
professed that, were this funding elimnated, the State’'s fiscal
gap woul d not be affected “by one dollar.” However, he stated that
it mght inpact citizen prograns. He asserted that 15 percent of
the total general fund spending supports the Permanent Fund
program and he declared that when people insist that the State
reduce spending, they should be aware that the Permanent Fund
di vidend programis a substantial expense.

Co-Chair Wlken clarified that the Permanent Fund program accounts
for 15 percent of the total State budget and that general fund
spendi ng accounts for approximately 30 percent of the State’ s total
budget. Therefore, he asserted that the Permanent Fund program
equates to one-half of general fund spending.

Senator Taylor declared that this information is very informative,
as he had not realized “the magnitude” of the Permanent Fund
program He questioned whether the nunbers include inflation-
proofing funding in addition to the dividend and the cost of
adm ni stering the program

Co-chair WIken commented that in FY 04, the Permanent Fund program

budget is expected to be approximately one billion dollars.
Therefore, he expounded that the Pernmanent Fund program expense
woul d account for approximately half of the total $2.2 billion

general fund spending in FY 04, and that these figures, conbined
with projected federal funding, would account for approximtely 80
percent of the total State FY 04 budget. He infornmed that the
remai ning 20 percent is noney that the Legislature “has no contro

over” as it has been previously obligated.

Senator Bunde reiterated that when the citizens request the
Legislature to reduce spending, their request “should be very
specific” because a large portion of the State’s spendi ng supports
t he Permanent Fund di vi dend program

KEVIN RI TCH E, Executive Director, Al aska Muinicipal League (AM.),

SFC- 03 (7) 04/ 28/ 03



conveyed that sixteen nunicipal officials, representing AWM’Ss
Legislative Conmttee and Board of Directors, recently met “and had
a very sobering discussion with the Director of the Ofice of
Managenent and Budget (OWVB)” regarding the State’s and communities’
“grave fiscal situation.” He distributed an Al aska Mini ci pal League
| etter and acconpanying resolution [copies on file], dated Apri
25, 2003, and addressed to Governor Frank Murkowski that specify
that AM. supports the proposed statutory change in HB 11. He stated
that, “the Board was noved by the fact” that the State’'s voters
approved the 25 percent contribution level in 1976.

Represent ati ve Rokeberg asked the current price of Al aska North
Sl ope (ANS) crude oil.

CHUCK LOGSDQN, Chief Petrol eum Econom st, Tax Division, Departnent
of Revenue, testified via tel econference from Anchorage and replied
that ANS crude oil is currently selling for $23.50 per barrel.

Represent ati ve Rokeberg asked whether current prices and production
| evel s woul d equate to approximately a $65 million shortfall in
general fund availability.

M. Logsdon responded that it woul d.

Co-Chair W I ken asked the production level factored in this
shortfall.

M. Logsdon responded that this reflects the current |evel of
production, which is slightly less than one mllion barrels a day.

Represent ati ve Rokeberg infornmed that due to the current price of
the oil, the State has |ost approximtely one mllion dollars in
the | ast week. He continued that because of the volatility in the
mar ket, the Organi zation of Petrol eum Exporting Countries (OPEC)
has schedul ed an energency neeting to try to stabilize the market.
He stated that were the nmarket to stabilize and production to
remai n constant, ANS prices mght neet the State’'s spring revenue
forecast.

M. Logsdon affirmed and specified that the State based its FY 04
revenue forecast projections on the price of $25, which is in the
m ddl e of the OPEC target price range. However, he predicted that,
in the long run, the price per barrel would neet OPEC s | ow target
range; therefore, he infornmed that the State has based its |ong
range projection at $22 per barrel.

Senat or Bunde asked the price that ANS would need “to sell for to
bal ance the budget at the current |evel of spending.”
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M. Logsdon answered that the price would need to be $38 a barrel
to bal ance the FY 04 budget.

Senat or Bunde asked the |ikelihood of achieving that price.
M. Logsdon replied that ANS oil has never averaged that price.

Representati ve Rokeberg noted that it would be difficult to
increase State revenue this year because of cash flow problens;
however, he remarked that this |egislation would provide a certain
anount of noney to assist the Legislature in neeting its
obligations. He stressed that this legislation is not necessarily
“a spending bill,” and he supported keeping general fund
expendi tures bel ow FY 03 | evel s.

Representative Rokeberg opined that there is no relationship
between this bill and the 1999 vote, and he argued that the concept
of saying that this |legislation has been to the polls and rejected
by the wvoters is false. He declared that the House of
Representatives has two tinmes previously approved simlar
| egislation and that the legislators who voted for it were re-
el ected. He stated that were the issue appropriately presented to
the voters, it “would be favorable received.” He furthered that
this legislation would reduce pressure to inplenent taxes or to
alter the Permanent Fund program

Representati ve Rokeberg aired that while “its true that Congress
granted subsurface mneral rights to the State of Alaska,” he
contended that this was done to reduce the State’s dependence on
the federal governnment rather than to establish the Permanent Fund
program “to redistribute noney to the citizens because of the |o0ss”
of the mneral rights.

Co-Chair Geen respectfully disagreed. She voiced that the
Per manent Fund program was specifically created to conpensate
| andowners from being prohibited fromowning the mneral rights to
their land. She noted that, with the exception of Al aska and
Hawai i, every other state in the union allows the | andowner to own
mneral rights to their |and.

Represent ati ve Rokeberg voiced that while he is not disagreeing
with Co-chair Geen’s analysis, he is disagreeing that this is the
basis for the establishnment of the Pernmanent Fund.

Senat or Tayl or communi cated that public testinony indicates, “this
bill is perceived as a raid on the Permanent Fund.”
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Represent ati ve Rokeberg responded that for a small anmount of people
who do not wunderstand the history and the nature of the
est abl i shnent of the Permanent Fund program or the nonetary fisca
crisis that the State is in, this is correct.

Senat or Tayl or expressed that the focus of today’s public testinony
has “enotionally” centered on the Permanent Fund program and the
issue of mneral rights rather than focusing on the revenue stream
that this legislation would contribute to the State. However, he
voi ced opposition to the legislation “for those very sane reasons,”
and he supported the noney continuing to be deposited “into the
Per manent Fund until the people decide what to do.”

Senator O son, referencing the Departnent of Revenue comuni qué
titled “HB 11 dividend projections,” dated January 29, 2003 [copy
on file], from Deputy Director, Larry Persily, to the sponsor’s
staff, stating that Al askans are concerned about the affect this
| egi sl ati on woul d have on the Pernmanent Fund divi dend payouts.

SFC 03 # 66, Side B 09:52 AM

Representati ve Rokeberg responded that HB 11 would result in
relatively m nor changes to the Pernmanent Fund dividend anounts. He
stated that until the year 2010, the status quo level and the
anount paid under the guidelines of HB 11 would be identical. He
continued that following that timefranme, mnor reductions would
occur as exanpled by a ten-dollar reduction in 2010.

Senator (O son ascertained, therefore, that “there would be
relatively no change.”

Senat or Bunde voiced the public’s concern that, were a cash flow
i ncrease of approximately $50 mllion to result fromthe passage of
this |l egislation, the governnent m ght increase spending equal to
that anmobunt. He asked how the Legislature could assure the public
that this would not occur, and that the noney “would be used to
address the State's deficit rather than supporting new prograns.”

Represent ati ve Rokeberg responded that a reduction in the FY 04
operating budget expense below this anpbunt woul d denonstrate the
intent of this action. He further suggested that plausible
explanations and information supporting expenditures should be
provided to the public. He reiterated that this | egislation would
| essen the pressure on the Legislature to enact taxes or to alter
t he Permanent Fund dividend program He also reiterated that the
public nust becone aware of the State’'s serious fiscal dilemm,
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whi ch includes such progranms as pension fund obligations.

Senator Bunde opined that the Legislature nust appropriate |ess
noney, and he asked whether the House of Representatives has
adopted an FY 04 operating budget bill that reduces spending.

Representati ve Rokeberg noted that while Governor Mirkowski’s
proposed FY 04 budget reflects an increase in general fund noney,
that increase would be offset by the enactnent of legislation to
reduce ot her spending.

Senat or Bunde surm sed, therefore, that the answer to the question
as to whether the House reduced spending is “no.”

Senat or Tayl or expressed that the |low voter turnout in the 1989
advi sory vote was | ess than representative; therefore, he suggested
that the question as to whether the anount of revenue flowing into
t he Permanent Fund account should be reduced fromthe current 50
percent statutory level to the Constitutionally mandated 25 percent
| evel should be put to the people.

Represent ati ve Rokeberg responded that the House considered an
amendnent to do just that, and that he had spoken in opposition to
it, as, he stated, “it was Legislative action” that increased the
allocation and “that it is the right and responsibility of the
Legislators to act to either repeal or adjust its own |legislation.”
To do otherwise, he attested, would mnimze the Legislators’
constitutional rights and duties to act on behalf of the people.
He asserted that this would set a precedence that any difficult
deci si on shoul d be voted on by the people.

Co-Chair WIken asked the sponsor to verify that the nunbers
specified in the aforementioned January 29'" communi qué are correct
as, he informed, he supports this |legislation and woul d be using
those nunbers in its defense.

Representati ve Rokeberg clarified that the Departnent of Revenue
fiscal note #1 reflects that m nor reductions in the Permanent Fund
di vi dends woul d begin in 2005.

Co-chair WIlken stated that the affect of this legislation on
Per manent Fund dividend is of concern to the public, and he noted
that the information contained in fiscal note #1 would be useful in
garnering support for the bill

Co-Chair Wlken clarified that this legislation would align the

Legislature’s action with the Constitution. He suggested that in
order to protect the Permanent Fund and benefit the general fund
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t he Legi sl ature shoul d determ ne how 1980 federal |aw changes m ght
affect other royalty level adjustnments that the State has under
consi deration, specifically royalty | ease percentages involving the
Nat i onal Petrol eum Reserve-Al aska (NPR-A).

Co-chair Wl ken ordered the bill HELD in Comrttee.
#hb59
CS FOR HOUSE BILL NO 59(FIN) am
"An Act relating to the evaluation and cl eanup of sites where

certain controlled substances may have been nanufactured or
stored; and providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Commi ttee.
Co-Chair W1 ken explained that this bill addresses basic standards

and requirenents for the clean up of nethanphetam ne (neth) |abs
and specifies that property owners nust be responsible for the
cleanup and that, until the cleanup is conpleted, the property
could not be transferred, |eased, or sold.

JOS GOVAARS, Staff to Representative JimHolm affirmed that this
| egi sl ation establishes standards for the clean up of illegal drug
sites. He shared that during the past several years, nore than 90
drug sites have been discovered in such places as cabins, trucks,
apartnents, and nobile hones. He stated that the chemcals used in
the illegal drug process have been |linked to cancer and present a
health risk to future inhabitants of the prem ses. He comruni cat ed
that the Departnent of Environnental Conservation would notify the
property owner as to the proper testing, sanpling and cleanup
procedures for a site.

AT EASE 10: 05 AM/ 10:06 AM

AMENDMENT #1: This anmendnment deletes “of the entryway” foll ow ng
the word “posting” on page 3, line 10.

Additionally, the amendnent inserts new | anguage into the bill on
page 3, line 13, following the word “property.” The | anguage bei ng
inserted, reads as follows.

For purposes of posting of the notice to the occupants and
users of the property required by this subsection, the posting
shal |l be made, for property that is

(1) asingle famly dwelling, at the main entryway
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of the property; and

(2) other than a single famly dwelling and for hotel,
notel, public inn, or simlar place of public acconmodation
that provides |odging, at the door of the unit that is the
site that constitutes the illegal drug manufacturing site.

Senator Tayl or noved for adoption of Anmendnent #1. He explained
that the bill’s sponsors support this anmendnent. He stated that the
amendnent nodifies the bill to specify that, were a neth |ab
di scovered in a nmulti-unit building, only the affected unit would
be quarantined or noticed for cleanup purposes.

There bei ng no objection, Amendnent #1 was ADOPTED.

Co-chair Wl ken ordered the bill HELD in Comm tt ee.
#

ADJ CURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 10: 08 AM
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