M NUTES
SENATE FI NANCE COW TTEE
March 16, 2004
9: 07 AM

TAPES

SFC-04 # 40, Side A
SFC 04 # 40, Side B
SFC 04 # 41, Side A

CALL TO ORDER

Co-Chair Gary WI ken convened the nmeeting at approxinmately 9:07 AM
PRESENT

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

Senat or Lyman Hof f man
Senat or Donny O son

Al so Attendi ng: SENATOR JOHN COADERY; SENATOR KI M ELTON; SENATOR
HOLLI S FRENCH; SENATOR SCOTT OGAN; SENATOR RALPH SEEKI NS; SENATOR
BERT STEDMAN;, SENATOR GARY STEVENS; SENATOR TOM WAGONER;
REPRESENTATI VE PEGGY WLSON, MARK STOPHA, Staff to Senator
Geor gi anna Lincoln; MARK GNADT, Staff to Representative Eric Coft;

Attending via Tel econference: There were no teleconference
partici pants.

SUMVARY | NFORMVATI ON

HB 233- 1 NCREASE EDUCATI ON FUNDI NG

The Committee heard from the sponsor and the bill was held in
Commi ttee.

SJR 19- CONST. AM PERVANENT FUND | NCOMVE

The Committee heard from the sponsor and fielded questions from
visiting Senators. The bill was held in Cormittee.

SJR 32- CONST AM  PERM FUND | NCOVE FOR DI VI DENDS
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The Committee heard from the sponsor and fiel ded questions from
visiting Senators. The bill was held in Commttee.

SIJR 24- CONST AM GUARANTEE PERM FUND DI VI DEND

The Committee heard from the sponsor and the bill was held in
Committee.

#hb233

CS FOR HOUSE BI LL NO. 233(EDU) am

"An Act increasing the base student allocation used in the
formula for state funding of public education; and providing
for an effective date."

This was the first hearing for this bill in the Senate Finance
Commi ttee.
Co-Chair WIlken stated this bill, sponsored by Representative
W son, "increases the student dollar by $419 to $4,588 per
student."

REPRESENTATI VE PEGGY WLSON, read the sponsor statenent into the
record as follows.

School districts all over the state are budget trimmng to
cope with inflationary factors including but not limted to
greatly increased insurance costs. The |egislature supports
the concept of "No Child Left [Behind] Act" and it is
inperative that increased funds be allocated in order to
i nplement this act and assure that no child is left behind. In
addition greatly increased costs of PERS/ TERS were |argely
unforeseen and if additional dollars are not added to cover

these increased costs that will cause direct cuts to the
cl assroom
Public education is charged wth assumng (greater

responsibility at the sane tine they face a reduction in the
pur chasi ng power of the student dollar. Al aska cannot conti nue
to ask its school districts to neet all these additional
responsibilities wth insufficient dol | ars; therefore
additional funding is a necessity.

Provi ding additional funding for K-12 education early in the

session woul d be trenmendously hel pful to school districts. It
woul d keep many school districts fromhaving to hand out pink
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slips, which cause unnecessary anxiety in schools across the

st ate.
The substantial increase of $419 to the base student
allocation in CS House Bill 233 as anended woul d bring needed

hel p to our local schools districts at this very chall engi ng
time. This would assist them in neeting and hopefully
exceedi ng the public's expectations and demands. The tinme to
act is now and | ask your support of CS HB 233 as anended
which will raise the base student allocation to $4, 588.

Co-Chair WIlken noted a drafting error in the commttee substitute
passed by the House of Representatives, in which the current base
student allocation should read $4, 169, rather than $4,010. He also
informed that fiscal note #2 is incorrect and the Departnent of
Education and Early Devel opnment would submit an updated fi scal
not e.

Representative Wlson clarified that $4,010 was the base student
al l ocation amount the previous year when this bill was first
i ntroduced.

Co-Chair Wl ken ordered the bill HELD in Comm tt ee.
#sjrl19

CS FOR SENATE JO NT RESOLUTI ON NO. 19(JUD)
Proposi ng amendnments to the Constitution of the State of
Al aska relating to the Al aska pernmanent fund.

This was the first hearing for this resolution in the Senate
Fi nance Commi ttee.

Co-Chair WIlken stated this resolution, "places the current nethod
to calculate the PFD dividend in the Constitution. In addition, the
constitution amendnent requires a majority vote by Al askans before
the Permanent Fund earnings reserve nay be appropriated by the
| egislature. This is a constitutional anendnent that nust be placed
in front of the voters in Novenber of 2004."

MARK STOPHA, Staff to Senator Ceorgianna Lincoln, informed that
Senator Lincoln is out of town and he read testinony into the
record as follows.

SJR 19 before you contains three elenents. It puts the
Permanent Fund Dividend into the Constitution. It puts
inflation proofing of the Permanent Fund into the
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Constitution, and it creates a special account for the
remai ni ng earni ngs reserve of the Permanent Fund, rather than
depositing those earnings into the general fund as we do now.
Those earnings will be available for use by the |egislature,
but only by a vote of Al askan voters.

This bill does not change the current structure of the
dividend program It <continues to payout dividends and
inflation proofs the Permanent Fund in that order, as we do
now, but places these processes in the Constitution. The bil
woul d never use the principal of the Permanent Fund to pay out
di vi dends or pay for other governnment services.

Subsection (a) of Section 3 was added in the Senate Judiciary
Comm ttee. Senator Lincoln did not concur with that anendnent.
The vast majority of our constituents are in favor of putting
the Permanent Fund Dividend into the Constitution period. W
believe the Judiciary Commttee anendnent of an unknown
spending Iimt as part of this bill is a separate issue and
shoul d be addressed in separate |egislation.

Finally, subsection (b) and (c) of Section 3 ensures that if
the bill were to make the Permanent Fund taxable by the IRS if
di vi dends becone part of the Constitution, then the anendnent
woul d be suspended and repeal ed. Attorney General Renkes has
provi ded an opinion that he does not believe that the bill
woul d make the Permanent Fund taxable. Section 3 provides a
provision to rescind the amendnent if it does.

As you can see fromthis stack of e-mails in front of nme that
has been sent to all legislators for the nost part, the bil
is supported by voters fromall corners of the State. The bil
is easy for the public to understand because it naintains the
status quo regarding how t he Permanent Fund D vidends are paid
out. Cuarantees paynent of Permanent Fund Dividends as a
priority and protects the earnings reserve from|legislative
spending by requiring a vote of the people.

Co-Chair WI ken questioned the claimmade in the sponsor statenent
that permanent fund dividends represent one-eighth of Al aska's
econony. He therefore calculated the econony of Alaska at $8
billion, but had understood the anpbunt to be approxinmtely $40
billion.

MARK GNADT, staff to Representative Eric Croft, was unsure where
this figure was derived.

Co-Chair Green acknow edged her comments were premature, recalling
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the conversation from the previous neeting indicating that the
Permanent Fund is currently being over inflation proofed and asked
if this resolution contains a provision in the event that a
determ nation is made that investnents are self-inflation proofing,
the inflation proofing provision could be "rel axed".

M. Stopha responded that the Permanent Fund would be inflation
proofed in the sanme manner as currently provided for in statute,
except this resolution would place the provisions in the
Consti tution.

Co-Chair Geen asked if the language in Section 1 on page 1, lines
10 - 12, inserting new |language into Article I X sec. 15 Al aska
Per manent Fund, reflect this. This |language, following "A'l incone
from the permanent fund shall be deposited in the." reads
".earnings reserve account and distributed as provided for under AS
37.13. 140, 37.13.145, and AS 43.23.025, as those statutes read on
July 1, 2002."

M. Gradt affirned and explained this is standard nethod of
determning inflation proofing fromthe prior year.

Co-Chair Green asked if changes were namde in current statutes
whet her changes woul d autonmatically be nmade to this anendnent.

Co- Chair WI ken answered yes.

SENATOR RALPH SEEKI NS asked if the witnesses were aware of the Bess
versus U mer case.

M. Gradt was aware of this litigation.

Senat or Seekins asked if the sponsor had procured a | egal analysis
regardi ng whether or not this resolution would be defined as an
amendnent or a revision to the Constitution.

M. Gradt did not have an official legal opinion to address this
resolution specifically. He indicated that other |egal opinions
pertain to a "potential Bess v. U ner probleni; however, he stated
t hese opi nions recommend | anguage to conply the resolution with the
anmendnent criteria.

Senator Seekins asked if wtnesses were concerned that a
constitutional anmendnment establishing a percentage of the annual
budget that would be allocated to the Permanent Fund and t hereby
renoving this authority from the legislature would constitute a
revision to the Constitution.
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M. Ghadt replied that no such formal analysis of this had been
conduct ed.

Senat or Seeki ns expressed concern that any constitutional anendment
that renoves significant discretion from the legislature nmay
constitute a revision rather than an anmendnent.

Senat or Bunde spoke to the proposal presented by Governor Jay
Hanmond, referred to as "the Hammond Plan", and a related |ega
opi nion that determnes the proposal to Iikely be unconstitutional
because it proposes major revisions to the Al aska Constitution
Senat or Bunde was unsure whether this pertains to the resolution
before the Conmttee, but recommended a | egal opinion be procured
on this resolution before proceeding.

Senat or Bunde remarked that the framers of the Al aska Constitution
"l earned fromthe m stakes" of other state constitutions and chose
to not allow dedicated funds in Alaska's Constitution. He pointed
out this resolution would dedicate funds and asked if the sponsor
has considered the potential situation of required dividend
paynments in the event of inadequate funding for public safety,
education, or other governnent services.

M. Stopha replied that funding for those purposes would continue
to be available, however would require a vote of the people to
aut hori ze such expenditures fromthe Permanent Fund.

Senat or Bunde clarified that each year in drafting the budget an
el ection would be required to authorize specific expenditures from
t he Permanent Fund.

M. Stopha affirnmed and noted the voting structure for these
appropriations could be negotiated as to whether they were specific
appropriations, "blanket" appropriations, or "forward funding,"
etc.

Senator Hoffman reported he has heard nmuch on the topic of
dedi cated funds and concluded that the State has turned a non-
renewabl e resource, oil, into a renewable resource i.e. the
Per manent Fund, and that the Constitution allows the Legislature to
all ocate resources. He therefore questioned whether this resol ution
woul d be dedi cation of funds or rather, an allocation of resources.

SENATOR HOLLIS FRENCH asked about public reaction to this
resolution since it was introduced.

M. Stopha qualified he has only worked for Senator Lincoln for one
year, but relayed Senator Lincoln's claimthat no other bill she
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has sponsored has received this nmuch attention during her tenure in
the legislature. He told of the inportance of dividends to famlies
in the Yukon Kuskokwi m census area, where these paynents conprise
18 percent of annual famly incone.

M. Gnhadt added that constituents of Representative Croft are al so
very supportive of this proposal.

Senat or Bunde asked if this resolution would not change the nethod
i n which dividends are cal cul at ed.

M. Stopha affirned.

Senat or Bunde noted testinony provided at the previous hearing
warning that if the dividend calculation were unchanged, the
di vi dend anount woul d be very low or zero in sone years. He asked
if the sponsor has relayed this to constituents.

M. Stopha responded that the "spirit" of this resolution is
constitutional protection of the Permanent Fund Divi dend.

Senat or Hoffrman asked if public feedback on this resolution has
been primarily related to constitutional protection of the dividend
program inflation proofing, or other provisions.

M. Stopha replied that Permanent Fund Dividends has been the
primary concern

Senator Hof frman asked if a large margin of expressed interest has
been related to the dividends.

M. Stopha answered yes.

M. Ghadt added that Representative Ooft's office has had the sane
experience. He noted that residents are accustoned to the current
system and how it affects their dividend paynents.

Senat or O son addressed Senator Bunde's comments regarding public
understanding of the Percent of Market Value (POW) approach to
managing the Permanent Fund. Senator QO son reported that
constituents are largely in favor of retaining the current system
despite understanding that POW would stabilize the anmounts of
di vi dend paynents. He conveyed these residents are "wary" of the
POW managenent et hod.

Co-Chair Geen recalled that she introduced |legislation in 1997

t hat woul d have acconplished simlar goals but in a different way.
She learned from these efforts that to "get to the end of the
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race", actions nust be taken to provide assurance to the public.
She opi ned that |egislatures have been "very honorabl e stewards” of
the earnings reserve fund and have "faithfully put forward the
di vidend programto the greatest extent every year" as well has had
"great expectations of the investnent boards" and Fund nanagers.
She reiterated that the public nmust be provided assurance that the
di vidend program would continue, although she was unsure of the
proper procedure to attain this. She was unsure she supported al
el ements of this resolution, but recognized it as an option.

Senat or Hof f man concluded the dilemma is that three-quarters of the
nmenbers of the |egislature nust approve any changes to the dividend
program after which, Al askan voters nust then approve those
changes. He heard "overwhel m ng" support for a constitutional
guarantee of dividend paynents. He also noted that the nenbership
of the Conference of Al askans did not nake recommendations as to
what anmounts should be allocated for dividends and governnent
spending. He reiterated that the Conmttee nust address, and
subsequently reach an agreenent that could receive support from
both the full Senate and the House of Representatives.

Senat or Dyson paraphrased Senator B. Stevens comments made at the
Conference of Alaskans that guaranteeing the dividend in the
Constitution would "tie the hands of legislators” in the future in
the event of a fiscal crisis in which inadequate funds were
ot herwi se avail able for education, public safety or other critical
needs. Senator Dyson warned this would be a difficult situation and
he asserted that future |egislature should not be subjected to this
possibility. He quoted Carl Marx, "The and once they've tasted it
they will be insatiable until they have drained it." Senator Dyson
cautioned the Conmttee to be wary of this.

Senat or Bunde asserted the reason |legislators are not el ected at-
| arge for the entire State is because they represent different
constituencies. He reported that his constituency is of the opinion
that the dividend program has "norphed® from an opportunity to
recei ve extra noney for thenselves, into an entitlenent. He deened
this a serious matter and did not support an enshrinenent of the
dividend in the Constitution and stated that residents in his
el ection district do not support this either. He told of findings
of a poll conducted by Dttrman Research, in which a question was
posed as to whether the dividend should be guaranteed in the
Constitution. He infornmed that the results of this poll show an
equal division anong respondents. He comented this could be
considered contentious, but disputed that a Constitutional
enshrinenent is widely supported statew de.

SENATOR BERT STEDVAN comment ed that sonme aspects of this resolution
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m ght seem "attractive" but do not fit well into the entire
"nosai c". He asked what consideration the sponsor has given to the
effect a constitutional guarantee of dividends would have in the
event of an imediate need to respond to a disaster, or in
addressing the current fiscal dilema.

M. Stopha pointed out the earnings reserve account would renain.
He understood the concerns that a vote of the people would be
required before dividend funds could be expended even if an
i medi ate need were present, such as in the event of a disaster. He
enphasi zed this resolution is intended to be a part of a | ong-range
fiscal plan and he relayed Senator Lincoln's assertion that the al
options shoul d be consi dered and that the permanent fund shoul d not
be singled out.

Senat or Stedman gave a historical perspective noting that since its
i nception, the legislature has had the authority to appropriate
funds fromthe earnings reserve account; rather than doing this, he
noted the legislature has deposited $7.1 billion nore into the
Per manent Fund than required.

M. Ghadt agreed the legislature has a "fairly good history" of
depositing nonies into the Pernmanent Fund. However, he cautioned
agai nst relying upon past actions to reflect future decision-
making. He furthered that the past actions were primrily taken
during years with high oil prices and a strong econony. He assured
this resolution would not elimnate the ability to appropriate
funds fromthe earnings reserve account, but rather stipul ates that
the State currently garners 75 percent of oil revenues for the
general fund and the renaining revenues are "the people's noney".
He furthered this resolution would require voter approval before
the remaining 25 percent of oil revenues could be spent for
gover nnment services.

Senat or Bunde chal | enged characterization that the |legislators are
"running off to Vegas" to spend oil revenues unscrupul ously, and
countered that nmuch of the noney is spent in rural areas in which
residents do not contribute to education or public safety.

Senat or O son commented that nuch of the oil revenues are expended
in rural Alaska just as much of the resources cane from rural
Al aska.

Senat or Hof fman pointed out that Alaska is the only state with a
permanent fund situation and subsequent perceived "problens” wth
deciding how to utilize those funds. He disagreed that this
resolution would "tie our hands", arguing that this is the
"peopl es’ noney" and if "they want to tie our hands," voters had
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that right. He also surmsed that this resolution could also fai
and therefore the voters would not inpose these restrictions on the
| egi slature. He remarked this would not be known unless the
guestion is placed in the ballot.

Co-Chair Wl ken ordered the bill HELD in Committee.
AT EASE 9:45 AM/ 9:46 AM
#sjr32

CS FOR SENATE JO NT RESOLUTI ON NO. 32(JUD)

Proposi ng anendnents to the Constitution of the State of
Al aska relating to appropriations from the Al aska pernanent
fund to be used for a program of dividends for all state
residents and providing a conditional effect and effective
date for the anendnent.

This was the first hearing for this resolution in the Senate
Fi nance Comm ttee.

Co-Chair Wlken stated this resolution, "constitutionally
guarantees that 80 percent of the revenue streamfromthe Pernmanent
Fund under a percent of market value approach would go to the
Per manent Fund Dividend. This constitutional anendnent wll take
place only if the POW anendnent passes the legislature and is
approved by the voters. This constitutional anmendnent nust be
pl aced before the voters Novenber of 2004."

SENATOR KIM ELTON characterized hinmself as not a sponsor of this
resolution as nmuch as he is a carrier. He then characterized this
resolution as an "if '"a' then 'b'" stipulation. He explained that
if a constitutional anmendnent were adopted to inplenent a Percent
of Market Value (POW) procedure, this resolution would provide for
a division of the revenue fromthe POW approach.

Senator Elton relayed this resolution is a nexus of the Conference
of Al askans' recomendation that if POW were adopted in the Al aska
Constitution, the Constitution should al so be anended to guarantee
Per manent Fund di vi dends. He stated this resolution is one nethod
to acconplish this. He detailed that POW woul d provide a "revenue
streant’ of approximately five-percent the anount of the corpus of
the Fund. O that anount, he stated 80 percent would be
appropriated to the dividend and 20 percent for governnent
operations. He calculated that the current market value of the Fund
woul d provi de approximately $280 million for governnent services of
the approximate $1.4 million POW. He cited observations from
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Per manent Fund Corporation representatives that review ng past
performance provides insight into predicting future performance. He
| i sted various other divisions between 65 percent for dividends and
35 percent for governnment services, and 76 percent for dividends
and 24 percent for governnent services. He acknow edged the
difficulty in accurately predicting the future in that the certain
mar ket performances and asset allocation decisions nust be assuned.
He predicated this resolution based on cal culations how a POW
woul d have affected the Permanent Fund if inplenented since 1990.

Senator Elton also pointed out this approach would not prioritize
di vidend paynents above inflation proofing, explaining the
assunption that POW provides inflation proofing because only five-
percent is withdrawn fromthe Fund.

Senator Elton agreed with Senator Hoffman's comments that also
reflect the "notion" of the Conference of Al askans that the State
has transformed a "pool of natural resources” into a "pool of
noney" that continues to grow Senator Elton asserted that a
significant portion of the corpus of the Permanent Fund is a direct
result of prudent actions of past legislatures in inflation-
proofing the Fund.

Senator Elton opposed the commttee substitute adopted by the
Senate Judiciary Commttee because it was contingent upon
| egi sl ative and voter approval of a constitutional spending limt,
which he stated has not been finalized. He recommended agai nst
including a spending |imt in a proposal to constitutionally
guar ant ee the Permanent Fund D vi dend program as such action could
be considered a revision rather than an anmendnent to the
Constitution.

Senator Elton then addressed the matter of whether this resolution
woul d be a revision of the Constitution. He surm sed that naking
such a determnation is inappropriate at the commttee | evel

Senat or Bunde was pl eased to note that the sponsor pointed out the
income from the Permanent Fund, which he calculated has
"outdi stanced the inconme to the State" generated from devel opnent
of oil resources. Senator Bunde remarked that a POW is intended to
stabilize the earnings of the Permanent Fund and the nethod in
whi ch those earnings are cal cul ated. He understood the amounts of
t he di vidend woul d subsequently becone stable rather than fluctuate
as it has in the past. By extension, he stated that the 20 percent
used to fund State services would al so be stabilized. He listed the
budget deficit for the current year at $500 mllion, of which
approxi mately one half could be offset wth the aforenenti oned 20-
per cent. However he warned that the deficit would continue to
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i ncrease and that this scenario would not adjust for inflation.

SFC 04 # 40, Side B 09:55 AM

Senat or Bunde asked whether the sponsor had considered how the
remai ni ng gover nnent expenses in excess of those covered by the 20
percent of POW funds woul d be addressed.

Senator Elton qualified that the State is fortunate this year
because the price of oil is currently over $36 per barrel, and the
$500 million deficit amount is a conservative estimate. In the
future, he expected the gap between revenues and expenditures woul d
be significantly higher. He did not consider this resolution to be
a conplete fiscal solution, but rather as a conponent of a broader
fiscal plan. He clarified he did not intend to suggest that
additional efforts to address governnent funding should be ignored.

Senat or Bunde agreed that depending on the price of oil, the
deficit could be approxinmately $1 billion and that "draconi an"
taxes and budget reductions could be necessary to offset the
bal ance. He asked whether, in the current year, the entire deficit
would be equal to fifty-percent of the five percent earnings
avai l abl e for appropriation under the POW net hod.

Senator Elton replied that an equal division of the total POW

earnings of $1.4 billion would provide approxi mately $700 mllion,
an anount that would be adequate to cover the projected deficit.
However, he cautioned that if the deficit increased to $1 billion,

t he earnings woul d not be sufficient.

SENATOR GARY STEVENS expressed he is a "great fan" of the Al aska
Constitution and was "loathe" to anend it too readily. He asked how
the sponsor determined this issue nerits such an anendnent, given
that the framers at the Constitutional Convention deternmined to
| eave the details to the Legislature to resolve.

Senator Elton replied that the Constitution has provided Al askans
with significant latitude. He stated this resolution would provide
further definition as to how t he Permanent Fund woul d be managed.
He reiterated it would not be inplenented unless a constitutional
anmendnent relating to POW was approved.

Senat or Hof fman conmented that the Constitution was very general;
however specific changes have been nmade to benefit few people, such
as the limted entry provision that benefited few fishers. He
asserted this resolution would benefit every Al askan.
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Senat or Seekins asked if the sponsor had obtained a | egal opinion
advi sing whether this resolution conforns to the ruling in Bess
versus Ul ner

Senator Elton inforned he had and descri bed the opinion from Tam
Cook of the Division of Legal and Research Services advising that
the matter is "indetermnate"” and could be determ ned by a court to
be a constitutional revision or amendnent.

Senator Seekins clarified that currently all income generated from
the Permanent Fund is deposited into the State general fund, and
subject to discretionary appropriation by the |egislature. He
understood this resolution would provide that appropriation would
no longer be discretionary and instead 80 percent would be
distributed as dividends and only the remaining funds would be
di scretionary.

Senator Elton affirmed, noting these provisions are currently
statutory and this resolution wuld codify them in the
Constitution. He encouraged the Commttee, as it considers all
approaches, to consider that all Alaskans nust endorse this
constitutional amendnent.

Senat or Seekins asked if the sponsor woul d therefore not "have any
problemthat the first dollar that would have to be spent for any
reason in any particular year regardless of the financial condition
of the state of Al aska would be to pay the dividend."

Senator Elton corrected that the "first dollar”™ would be
appropriated to inflation proof the Permanent Fund. The rem nder,
he affirmed woul d be allocated 20 percent for government services
and 80 percent for the dividend.

Senat or Seekins clarified, "we would inflation proof our savings
account no matter what our other requirenents were for State incone
to neet the needs of the State of Al aska. The second dollar then
would be for a dividend. Then we could worry about the rest of
State needs after that."

Senator Elton countered he would not characterize the process in
this way. | saw no "difference" between the funding avail able for
the dividend and that for State services; both would be guaranteed
in the Constitution.

Senat or Hof fman stated the Fund would first be inflation-proofed,

"then governnent gets a crack at it and then the people get a crack
at it." He noted the ratio of funds allocated for dividends and for
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governnment services coul d be changed.

Senat or Bunde asserted that the "ultimte recipient” of governnent
spending is the people, that governnent services are provided for
t he people, and therefore 100 percent of the earnings would benefit
t he peopl e.

Senat or Bunde asked Senator Seekins as Chair of the Senate
Judiciary Commttee, if the issue of whether these proposals are
amendnents or revisions to the Constitution could be resolved
before the process of an election and court chall enges.

Senat or Seekins shared his research into the matter of dedicating
incone in the Constitution fromthe Permanent Fund to the dividend
program He learned that if the legislature were to pass a
resolution to anmend the Constitution in this manner, the issue
woul d be challenged in court before the election was held on the
subsequent ballot initiative. He knew of no other nmethod to obtain
a court ruling on whether such a change would be deened an
anendnent or a revision.

Senat or Seekins warned that such change to the Constitution would
be the first instance in which funds were allocated directly to
i ndividuals. He explained that historically, revenues from the
Per manent Fund have been deposited into the State general fund then
appropriated for dividends. He remarked this change woul d subvert
the legislative appropriation authority and would therefore likely
be considered a revision to the Constitution. He noted the State
Suprenme Court would rmake the ultimate decision on the matter.

Senator Elton relayed his understanding that a court decision would
not be rendered until after a ballot initiative passed in a
statew de el ection.

Co-Chair Green studied the calculations of the dividend paynents
provided in a POW process and the inpact on the dividends if a
percent age of the avail abl e anmount were appropriated for governnent
services. She anticipated a "bidding war" could ensue in effort to
establish support for certain percentage anounts.

Senator Elton interpreted the graph provided by the Al aska
Per manent Fund Corporation, titled "Conparison of dividend payout
met hods; Historical and forecasted data" [copy on file], to
indicate that if this resolution had been enacted between 1990 and
the current year, the division would be "about 76 / 24". He
qualified that the nethod of managi ng and i nvesting the assets of
the Fund have changed. He stated that under this approach, any
asset allocation decision or market behavior changes could distort
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future earnings. He cited testinony given by representatives of the
Corporation that to replicate future "dividend behavi or” under the
current nethod, an allocation of 60 or 65 percent to dividends
woul d be likely.

Senat or Hof f man suggested that instead of entering a "bidding war",
the legislature should present options to voters listing the
inmpacts that allocating different percentages for governnent
services wuld have on the dividend. He cautioned against
practicing "one-ups-man-ship." He asserted that the State has
devel oped its oil reserves, a nonrenewabl e resource, and allocating
the proceeds to all Al askan residents. He conmented that whether or
not these residents remain in Alaska in 25 years, they would stil
recei ve sonme benefits of the resources. He doubted any recipients
of the dividend were "buying a golden condo", but opined that
individuals are better able to spend these funds than the
gover nnent .

Senat or Bunde relayed a comment nade during the Conference of
Al askans that the U S. Congress has been "generous” to Al aska and
is are "not unaware" of "what we do up here". He noted that over
one-half of the State's annual $10 billion budget is conprised of
federal funding and that Al aska receives $7 for every $1 paid to
the federal governnent. He hoped this practice would continue, but
warned it is contingent wupon the perceptions of nenbers of
Congress. |If Al askans vote to constitutionally "lock up" noney and
dedicate its use for personal expenditures, and yet expect the
federal governnent to fund basic services, he predicted Congress
could reconsider its appropriations to the State.

Senator Stedman cal culated that a division of 60 percent and 40
percent of POW revenue was nore realistic. He reiterated his
nosai ¢ anal ogy and the inpact of each conponent on the conplete
State fiscal situation, specifically the "doors" this proposal
could "close" to other funding sources, such as fromthe federal
gover nnent .

Senator Elton remarked that it is difficult to predict the future.
He ascertai ned Al askans do not consider the Permanent Fund to be a
"shock absorber™ for deficit funding. He recalled Governor
Mur kowski's statenment that the "cushion" is the Constitutiona

Budget Reserve fund and that a balance of at least $1 billion
should be retained in that fund. Senator Elton agreed with the
Governor on this point and furthered that the Permanent Fund shoul d
be managed in the sanme manner as other State resources.

SENATOR HOLLIS FRENCH enphasized the proposed constitutional
anendnment is the focus and characterized it as "highly principled"
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and "highly pragmatic". He expounded that the discussion represents
a "classic Anmerican struggle" between "power and |iberty,"” of
whet her noney shoul d be appropriated to governnent or individuals.
He furthered that the issue is pragmatic in that if a portion of
earnings from the Permanent Fund are to be used for governnent
services, a proposal for this nust be crafted that would receive
public approval. He predicted that a proposal to adopt a POW
met hod woul d not receive public approval w thout this resol ution.
He remarked upon the Conference of Al askans conclusion that to
receive public approval for POW, an "iron clad guarantee" of
conti nued dividend paynents woul d be required.

Senator Elton appreciated the comments. He agreed the matter is a
conflux of policy and phil osophy but stressed that politics is al so
an issue. He surmsed that the public needs assurance that
di vi dends woul d be guaranteed if POW were enacted and he stated
this resolution is the result of this need.

Senat or Hof f man asked about the division of three to five percent
POW between inflation proofing and allocation for dividends and
governnent. He asked whet her the sponsor had considered that five-
percent could be too high.

Senator Elton stated that in constructing this resolution, he
di vorced hinself fromthat question and rather addressed all ocation
of the inconme "streant. He enphasized that any di scussion of POW
must include discussion on the appropriate annual anobunt to
wi thdraw from the Permanent Fund. He qualified that different
entities reached different conclusions of the appropriate anount.
Exanpl ed that the wi thdrawal amount fromthe Harvard Endowrent is
deci ded annual |y based on the perfornmance of that fund. He pointed
out that other endownent funds are managed differently than the
Al aska Permanent Fund. He stressed that this Conmmttee as well as
the Senate should scrutinize the percentage anount. He relayed a
suggesti on made at the Conference of Al askans that five-percent is
appropriate and woul d not inpact the corpus of the Fund over tine.
What ever deci sion on the POW anount, he stressed would not affect
this "tag-al ong" Constitutional amendnent, because it is predicated
on the annual revenue.

Co-Chair WIlken ordered the bill HELD in Conmm ttee.
#sjr24
CS FOR SENATE JO NT RESOLUTI ON NO. 24(JUD)
Proposi ng amendnents to the Constitution of the State of

Al aska to guarantee the pernmanent fund dividend, establishing
the earnings reserve account, and relating to the Al aska
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permanent fund; and providing for an effective date.

This was the first hearing for this resolution in the Senate
Fi nance Commi ttee.

Co-Chair WIlken stated this resolution "requires incone earned from
t he Permanent Fund to be deposited into a constitutionally created
earni ngs reserve account. Fifty-percent of the inconme available for
distribution shall be transferred fromthe earnings reserve account
and used as paynents to State residents as a dividend. This Senate
joint resolution takes effect only if voters approve a spending
limt anmendnent."”

SENATOR SCOIT OGAN, sponsor, proposed this resolution to "enshrine"
the existing Permanent Fund dividend program into the Al aska
Constitution, as it has been successful for nmany years. He opined,
"Nothing [is] broke[n]; we don't need to fix it." and that usually
governnent "fixes things until they are broken." He stressed that
the | egislature has exercised discipline in depositing significant
portions of the earnings of the Permanent Fund into the corpus of
the Fund. He predicted that Al askans would have no confidence in
the legislature until the dividend program is protected in the
Constitution.

Senat or Ogan shared the inpetus of this proposal resulted from
di scussions in the Mat-Su Valley relating to subsurface rights. He
remarked that the State of Alaska has those rights, that the
"peopl e" own those resources and as trustees, the |egislature has
the obligation to manage those resources to the benefit of all
Al askans. He stated the Pernmanent Fund operates with the sane
phi | osophy. He expounded further on subsurface rights and
| andowner s before Statehood.

Senator Qgan then spoke to a spending limt, which he opined should
be carefully considered. He suggested that making adoption of a
constitutional anendnent contingent upon passage of another
anmendnent could be considered a revision to the Constitution. He
reconmended obtaining a | egal opinion on the matter.

Senator QOgan referenced an article published in the Anchorage Daily
News related to operating the State governnent |ike a business. He
asserted this could be done. He noted that oil conpanies decide to
reduce operations when prices fluctuate, making these decisions
"behind closed doors,” and that "unfortunately"” the legislature
does not have this "luxury". Ther ef or e, he stressed a
constitutional spending limt nust be enacted, the dividend program
nmust be enshrined in the Constitution, and the State governnent
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should be "run like a business”". Only then, he surm sed, would
people be wlling to consider using excess earnings of the
Per manent Fund for governnment services.

Senat or Bunde understood the sponsor's comment that subsurface
rights are held in trust for all residents of Al aska, regardl ess of
the |l ocation of the resource.

Senator QOgan affirnmed and cited Al aska Constitution Article 8
Section 3, regarding conmon use.

Senat or Bunde al so understood the sponsor supported a change of the
"purpose of the dividend" to provide conpensation for |oss of
subsurface rights. Senator Bunde had understood the dividend was
originally instituted to provide ownership of the corpus of the
Fund so residents would support the continuation of the Fund in
exchange for receipt of a portion of the interest earned.

Senat or QOgan countered that the purpose has not changed. He stated
that 25 percent of the royalties generated from subsurface rights
are deposited into the Permanent Fund, which is a reflection that
t he noney "cones froma conmonly owned resource”. He shared that he
has becone aware that as the reality for sonme property owners that
they do not own subsurface rights is understood, the necessity to
ensure that all residents receive a portion of subsurface royalty
i s hei ght ened.

Senat or Bunde concl uded that the sponsor attests that the dividend
woul d constitute conpensation for |ack of personal ownership of
subsurface rights.

Senat or Bunde next referred to the sponsor's testinony that the
| egi sl ature has been "good stewards"” of the Permanent Fund by not
appropriating significant anmpbunts of the earnings and instead
depositing it into the corpus of the Fund. However, Senator Bunde
pointed out that currently $35 million is expended annually for
hol d harml ess provi sions and ot her purposes.

Senat or Bunde remarked that the dividend anobunt could have been
"zero" in 2003 and "lower this year."™ He recalled testinony
attesting that the dividend conprises up to 30 percent of household
income for some residents and that | oss of dividends could result
in 30 percent lower inconme in some regions of the State. He
predicted this would have a significant inpact on the State's
wel fare system He remarked that some residents indicate
understanding of this possibility, but continue to support the
current system of managing the Fund. He warned of serious
consequences that could occur in years of |ow or no dividends.
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Senat or Ogan responded that the public accepts that dividend
anounts i ncrease and decrease dependi ng upon the perfornmance of the
Fund. He noted that the Permanent Fund Corporation has advocated
for a POW managenent nethod for several years and that such a
system coul d be inplenented at a | ater date. However, he stressed
that the existing systemis sufficient at this tine.

Senat or QOgan conti nued commenti ng about governnent spendi ng and of
the difficulties in reducing the budget. He concluded the only way
to "get rid of cancer is to cut off the blood supply" and asserted
this must be done with governnment as well.

Senat or Bunde commented recalled that funding was added to the
di vidend program due to public demand. He predicted that if the
exi sting system continues, areas of the State that rely on
di vi dends woul d suffer and subsequently the burden would be pl aced
on the State. He warned that this could result in substantial
increase in State spending.

Senator O son addressed Senator (Ogan's assertion that the State
government shoul d be operated |i ke a business.
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Senator O son cautioned against operating the State in the sane
manner as the now bankrupt Enron Corporation was operated, in which
managenment is suspected of illegal activities that defrauded
shar ehol ders and enpl oyees.

Senat or Bunde restated his concern about the inpact sanctifying
dividends in the Constitution would have on other states and their
congressional delegations in appropriating federal funding for
Al aska if the State reserves its earnings for individuals and not
for governnent services.

Senator QOgan pointed out that the resolution was anended by the
Senate Judiciary Commttee to add a provision to repeal the
Constitutional anendnent if a final determ nation is nade by the
U.S. Internal Revenue Service that utilizing the Permanent Fund in
this manner woul d cause the Fund to be taxable.

Co-Chair Wl ken ordered the resolution HELD in Conmm tt ee.

#
ADJ CQURNIVENT

SFC- 03 (19) 03/ 16/ 04



Co-Chair Gary WI ken adjourned the neeting at 10:45 AM
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