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CALL TO ORDER

Co-Chair Gary WI ken convened the neeting at approxinmately 1:36 PM
PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice-Chair
Senator Ben Stevens
Senator Fred Dyson
Senat or Donny O son

Al so Attending: SENATOR RALPH SEEKINS; SENATOR BERT STEDVAN,
SENATOR GARY STEVENS; SENATOR TOM WAGONER;, and SENATOR JOHN COADERY

Attending via Tel econference: Statew de Public Testinony occurred
in the order reflected in the m nutes.

SUMVARY | NFORMVATI ON

CONFERENCE OF ALASKANS RESCLUTI ONS
PUBLI C TESTI MONY

The Commttee heard Statew de testinony regardi ng the Conference of
Al askans' resolutions. The Conmttee took no action.

#

CONFERENCE OF ALASKANS RESCLUTI ONS
PUBLI C TESTI MONY

As adopted by the Conference of Al askans Feb. 12, 2004
A RESOLUTI ON
Expressing the sense of the conference that the state should
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maintain a prudent balance in the constitutional budget
reserve fund.
BE | T RESOLVED BY THE CONFERENCE OF ALASKANS:

WHEREAS the constitutional budget reserve fund was
establ i shed by an anendnent to the Al aska Constitution after a
vote of the people held at the 1990 general election;

WHEREAS the constitutional budget reserve not only
provides a contingency fund for the operations of the State of
Al aska, it is also an integral conponent of naintaining the
state's credit rating and that of the local comunities
t hroughout the state; and

WHEREAS the state relies on the balance of the
constitutional budget reserve fund to neet its financial needs
fromtinme to tine.

NOW THEREFORE LET IT BE RESOLVED that the state should
maintain a prudent balance in the constitutional budget
reserve fund.

As adopted by the Conference of Al askans Feb. 12, 2004

A RESOLUTI ON
Expressing the sense of the conference whether wuse of
distributions fromthe Al aska Permanent Fund should be |limted
to five percent of the market value of the fund (POW) as the
Per manent Fund trustees have proposed.
BE | T RESOLVED BY THE CONFERENCE OF ALASKANS:

WHEREAS the Conference of Alaskans believes that a
Per manent Fund dividend should be annually distributed to
Al askans;

VWHEREAS t he percent of nmarket value (POW) distribution
formula would limt the anmount that can be annually w t hdrawn
fromthe A aska Permanent Fund to no nore than five percent of
the market val ue of the fund (POW);

VWHEREAS the board of trustees of the Al aska Permanent
Fund believes that the Permanent Fund is not adequately
protected for the future;

VWHEREAS t he percent of narket value (POW) distribution
formula is expected to maintain the purchasing power of the
entire Permanent Fund by retaining in the fund enough of the
increase in value to protect against inflation; and

VWHEREAS t he percent of market value distribution fornula
is expected to allow future generations to benefit equally
fromthe Al aska Per manent Fund.

NOW THEREFORE LET | T BE RESOLVED: The Legi sl ature
shoul d pass a resol ution proposing a constitutional
anmendnent addressing percent of market value (POW), as
recommended by the Permanent Fund trustees and present it to
the voters for ratification at the 2004 general el ection
t hat woul d change the nethod of distributing anounts from
the Al aska permanent fund so that distributions are |imted
to five percent of the nmarket value (POW) of the fund.
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As adopted by the Conference of Al askans Feb. 12, 2004

A RESOLUTI ON
Expressi ng the sense of the conference that distributions from
the Al aska Permanent Fund for permanent fund dividends be
dedi cated in the constitution and that distributions fromthe
Al aska Permanent Fund for other public purposes should be
determ ned annually by the | egislature.
BE | T RESOCLVED BY THE CONFERENCE OF ALASKANS:

VWHEREAS t he Al aska Permanent Fund was established as an
exception to the dedicated fund prohibition so that enough
revenue coul d be segregated and protected to provide a source
of noney to benefit present and future generations of
Al askans;

VWHEREAS dedi cation of a part of the distributions from
the Al aska Pernmanent Fund provides a predictable and stable
nmeans to finance the permanent fund dividend for the
foreseeabl e future;

NOW THEREFORE LET I T BE RESOLVED. The Legi sl ature should
pass a resolution proposing a constitutional anmendnment and
present it to the voters for ratification at the 2004 genera
el ection that would protect the permanent fund dividend and
ensure that the dividend would continue to be paid to state
resi dents.

As adopted by the Conference of Al askans Feb. 12, 2004

A RESOLUTI ON
Expressing the sense of the conference that a part of the
incone of the Alaska permanent fund should be wused for
essential state services, such as education, public protection
and ot her necessary public services.
BE | T RESOCLVED BY THE CONFERENCE OF ALASKANS:

VWHEREAS t he earnings of the Al aska Pernmanent Fund exceed
t he amount of revenue realized by the state fromoil and gas
taxation and royal ties;

WHEREAS the fiscal crisis facing Alaska is a clear and
present danger to the adequate provision of necessary public
servi ces;

WHEREAS Al aska nust not inpose self-inflicted harm and

WHEREAS Al aska’s state spending is inadequate to neet
current needs for public education, public protection, and
many ot her necessary state services; and

VWHEREAS t he conference believes that after the dividend
is protected a permanent fund dividend distributed, and any
remai ning funds available for distribution are wused for

essential governnent services, additional revenues wll be
needed to fully fund and protect those essential governnent
servi ces.

NOW THEREFORE LET |IT BE RESOLVED: A portion of the
distribution of the percent of nmarket value (POW) of the
Al aska Permanent Fund should be used for essential state
services, such as education, public protection and other
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necessary state services. However this recommendation is
subject to the foll ow ng conditions:

(1) Dividends mnust be paid out first from the anount
available under the percent of mar ket value (POW)
di stribution nethod, as recomrended by the board of trustees
of the Al aska Permanent Fund, with the renmainder available to
fund essential state services; and

(2) The governor and legislature nust take action to
bal ance the state’s revenues and expenditures, including but
not limted to consideration of a personal incone tax, other
br oad- based taxes and other alternative sources of incone.

This was the first public testinony hearing conducted by the
Comm ttee regardi ng the Conference of Al askans Resol utions.

Co-Chair W I ken noted that the purpose of today's neeting is to
entertain public testinony regarding the Conference of Al askans
Resol uti ons and other fiscal planning issues. Testinmony woul d be
limted to five-mnute increments until otherw se noted.

ROBERT PRUNELLA, City Manager, City of Wangell, testified via
tel econference from Wangell to encourage the Legislature to
continue their serious efforts to develop a State fiscal plan. The
City Council and city residents ask that the Legislature address
community requests regarding State revenue sharing. The Gty has an
appr oxi mat e $600, 000 revenue deficit this year and received ninim
State revenue. To address the City's deficit, reductions in Cty
services such as fire and police services, would be required. He
favored utilizing some of the Permanent Fund earnings with sone
portion of that being designated for nunicipalities; and the
i npl enentation of an incone tax as well as a Mnicipal dividend
program There is no support for a State sales tax. Wiile there is
a local school bond proposition package on an upcom ng comunity
ballot, were it adopted, it's funding would be questionable as the
city has no noney to support capital projects.

Senat or Bunde encouraged M. Prunella to recogni ze and di scuss with
community nenbers the fact that any noney the State m ght generate
to support comunity revenue sharing or a dividend would be
acquired from State residents.

M. Prunella acknow edged this fact, but noted that the source of
the nmoney would be a factor. Due to the fact that the City
currently has a 12-m || property tax and a seven-percent sales tax,
it would be inpossible to increase the local tax base in the
econom cal ly depressed comunity.

M. Prunella stated that while there is support for using sone of
the Permanent Fund earnings to support nunicipalities, it could
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reduce the anount of individuals' Permanent Fund D vidend (PFD)
checks. The receipt of a PFD is not an entitlenent. The econony of
the State nust be turned around. Such things as education funding
reductions are forcing young people to | eave the State.

STAN STEPHENS, Stan Stephens WIldlife and dacier Cruises,
testified via tel econference fromVal dez and urged that a long-term
fiscal plan be developed that would encourage economc
diversification in the State as opposed to continuing the
dependence on one industry. The reconmendati ons of the Conference
of Al askans shoul d be considered. Wiile sone say that the State is
not experiencing a fiscal crisis, he opined that "if survival is
not a crisis then that is probably true." He urged Legislators to
consider the future of the State as a whole rather than limting
their viewto their district.

Co-Chair WI ken acknow edged M. Stephens as one of the Conference
of Al askans' 55 del egat es.

RI CH KRONBERG, President, NEA-Al aska, testified in Juneau and
shared that NEA-Al aska supports the devel opnent of a |ong range
fiscal plan as well as to acknow edge the efforts to address short-
term K-12 education funding. The differences between the House of
Representatives and the Senate regarding school funding issues
shoul d be resolved, as there is a need to alleviate the pressure
being placed on school districts throughout the State. State
residents woul d support the devel opnent of a fiscal plan that would
provide a long-term fiscal fix and provide adequate funding for
school s. NEA- ALASKA has no formal position on which nethodol ogy
should be utilized to address the State's fiscal gap. "W stand
ready to support any plan that would end the annual traunma that
school s and school districts"” have experienced for nore than a
decade as a result of State funding support "that has not kept pace
with the cost of neeting those needs.”

Senat or Hof fman asked the testifier to define short-term funding.
M. Kronberg responded that short-term funding would be that
specified for the next school year. He reviewed NEA-Al aska's
fundi ng request for the next fiscal year.

Senat or Bunde asked the definition of |ong-term funding.

M. Kronberg clarified that a long-term plan would be one that
woul d get education funding to the point where the standards for
student education could be net.

Senat or Bunde asked whether this mght require five or ten years.
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M. Kronberg expressed that since it took the education system a
while to get to the point it is, it wuld take a while to get to
the required | evel.

ROGER CREMO, a resident of Anchorage, appeared in Juneau before the
Commttee and read his testinony regarding SJR 18-CONST. AM PF
APPROPS/ | NFLATI ON- PROOFI NG as fol | ows.

Presentation to Senate Finance Conmttee on CSSJR 18 (3/17/04)

You're considering the POW nethod of takeout for the
Per manent Fund. Before you deci de whether it's any good, take
a hard look at the constitutional provision you would be
putting it into. And, by the way, | prefer the POW nethod to
the one we've got now.

Unlike a statute, which is relatively transitory, a
constitutional provision can be on the books forever. It
should be near perfect - a product of sound analysis, wse
deci sion and excellent drafting. But the track record of our
constitutional anendnents, in the fiscal area, isn't very
good.

Besi des Section 15, there have been two anendnents of Article
9 since it was witten in 1955. Section 16, which limts
appropriations, ignored the first rule of organization - that
authority nust be commensurate with duty. Your duty is to do
that which in your judgnent will pronote the welfare of the
people of this state. The anendnent to Section 16 limts your
ability to discharge that duty. Fortunately, the provision is
otherwi se so flawed that it has never come into play.

The other anendnent, Section 17, established the Budget
Reserve Fund, which has facilitated, if not pronoted, deficit
spending in nost of the years since 1990. And, its voting
requi renents have resulted in end-of-session arrangenents
that, over the years, have added hundreds of mllions of
dollars to that deficit spending.

That | eaved Section 15, which established an endowent - the
Al aska Permanent Fund. Typical of docunents that create
endownents, the section has three conponents. One determ nes
what noney goes into the fund. Another deals wth the
i nvestnment of the noney. And the third determ nes how nuch
noney is to be taken out for spending.

Twenty-five percent of royalties is supposed to go into the
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fund. But Section 15 doesn't nail down that requirement. It
can be circunvented by agreeing to the reduction of royalties
whil e increasing the production tax. That can, over a period,
divert billions of dollars to the General Fund. O course,
such a tactic wouldn't even be considered unless fiscal
pressures were conpelling.

The only thing that Section 15 requires with respect to
investnent is that the fund's principal "can be used only for
t hose i ncone-produci ng i nvestnments specifically designated by
|l aw as eligible for permanent fund investnents." That neans
stocks that regularly pay dividends and, of course, bonds.
But the Alaska Permanent Fund Corporation probably has
invested billions in stocks that don't regularly pay
di vi dends.

This is not to say that the Permanent Fund Corporation doesn't
do a good job investing. It has ably managed the state's
capital. But it has been forced to liberally construe an
i nadequat e constitutional provision.

Co-Chair WIlken thanked M. Crenp for his coments and asked
whet her he m ght be available for further discussion follow ng the
public testinony.

M. Crenp commented that he woul d be avail abl e.

Co-Chair W1l ken introduced Jessica Crier from Fairbanks and Sarah
[l ast name unknown} as guest pages.

DR. DQUG STARK, Menber, Honer City Council, testified via
tel econference from Homer and noted that the Homer City Counci
recently adopted two resolutions: one in support of the devel opnent
of a State fiscal plan this year and the other in support of a
muni ci pal dividend program Honer woul d experience a budge deficit
in excess of $450,000 this year. He personally supports the
Per cent - of - Mar ket - Val ue program (POW) although he is concerned
that, were it to go to a Statew de ballot, it would be defeated due
"to msinformation." A defeat of the POW by the citizens m ght
then be interpreted by the Legislature that citizens would not
support wutilizing Permanent Fund earnings to support the budget. He
personal |y supported using Permanent Fund earnings to support the
PFD and inflation proofing of the Fund "in the normal manner" and
the use of the renmainder of the earnings to fund State operations
and provi de nuni ci pal assistance. He al so supported increased gas
and tobacco taxes.

JOHN VELSKO, concerned citizen, testified via tel econference from
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Honmer and urged the Committee to support the POW plan and
muni ci pal revenue sharing with incorporated conmunities. He would
support having a snmaller PFD if it were offset by | owered property
and sal es taxes. He does not support an incone tax. Last year's PFD
did not offset expenses incurred by increased user fees and ot her
taxes such as property taxes. He urged that the "free ride"
currently provided to unincorporated conmunities cease, as all

peopl e should contribute. The POW would be a step in the right
direction. He noted that when oil prices rise above $30 per barre

the economc |imt factor (ELF) should be cancelled. He also
recall ed that when the Permanent Fund was bei ng established, it was
understood that it would provide a Rainy Day Fund.

JOHN DAVID REAGAN testified via teleconference from Fairbanks in
support of a State incone tax. He voiced disbelief that "the npst
normal customary nethod of taxation in Anerica in the 20th Century”
is not being considered even though it has w despread support.
There was an incone tax in the State in the 1970s and the
Legi sl ature's refusal to reinstitute an income tax isS
i nconprehensi ble. He stated that efforts to utilize the earnings of
the Permanent Fund wi thout an inconme tax being also utilized would
not be supported. State resources, such as the PFD, bel ong equally
to all Alaskans. The PFD has a significant inpact on |owincone
famlies and communities. Republicans are attenpting to shift the
tax burden to | owinconme people and "the rich get richer." There
shoul d be a progressive inconme tax.

ANDY HARRI NGTON testified via tel econference from Fairbanks and
poi nted out that there has been a shift in the dialogue in that the
peopl e who once stated that the Permanent Fund earnings should
never be touched or that taxes should never be inposed are now
tal king about a combination of things. He urged that a noderate
approach be adopted: noderate spending controls, noderate use of
t he Permanent Fund earnings, and noderate taxes. It is inportant to
note that the Conference of Al askans not only answered the four
guestions they were charged with, but that they also urged that
consideration be provided to other options including the
i npl ementation of an income tax. Noting Governor Frank Mirkowski's
recent testinony regarding the negative affect of alcohol on the
State, he voiced support for the inplenentation of a "sin" tax on
such things as al cohol and tobacco. He supported the POW program
was reluctant on Constitutionalizing the Permanent Fund Divi dend,
approved of using the earnings of the Permanent Fund, and approved
of maintaining a prudent balance in the Constitutional Budget
Reserve (CBR).

CARL EVERTSBUSCH, Presi dent, Key Coalition, testified via
tel econference from Anchorage on behalf of the State's
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devel opnental |y di sabled and their support groups. Their nunbers
are continuing to grow. Funding of essential services has been
limted due to the |ack of revenue. Community-based services are
essential services; therefore the Key Coalition is in support of a
| ong range fiscal plan that includes reasonabl e spending, the use
of the earnings of the Permanent Fund, and the inplenentation of a
broad based and fair tax. In a recent conversation with sone | ow
i ncome people, it was expressed that they were willing to receive a
| ower PFD and pay a sales tax if that would be required in order
for the State to support essential services.

KATHY FI TZGERALD testified via teleconference from Anchorage on
behalf of her famly and, in particular, her disabled daughter
regardi ng the value of providing a quality comunity to everyone.
This woul d include education, recreation, job opportunities, and
other things that are inportant to our quality of life. She voiced
support of a broad-based incone tax and the POW. She would al so
support the reinstatenent of the school tax and other taxes to
support essential services that are required for the devel opnent al
di sabl ed and comunities that need funding.

BOB VEI NSTEIN, Mayor, City and Borough of Ketchikan, testified via
tel econference from Ketchi kan and voiced that, as one of the 55
appoi ntees of the Conference of Al askans he is supportive of the
recommendations that were adopted at the Conference. "Use of a
portion of the excess incone or excess percentage of market val ue”
of the Permanent Fund "would not, under certain circunstances be
sufficient” to fill the current or projected fiscal gap. Under
POW, excess earnings could be "a mjor support for essential
services,"” but additional revenues would be required. Therefore, he
urged Commttee Menbers to recognize that POW would be one
conponent of a plan to neet the State's long-termfiscal needs. It
should also be recognized that the high oil prices being
experienced today woul d not be sustained and that, were a plan in
pl ace, residents "would be assured that critical services would
continue without interruption.”

ROSS SCHAEFFER, Mayor, Northwest Arctic Borough, testified via
t el econference from Kot zebue and urged that a long termfiscal plan
be adopted that would utilize sonme of the earnings of the Permanent
Fund to pay for public services while maintaining and growi ng the
i ndi vi dual PFD program under the POW managenent system He al so
supports the sharing of State revenue through an equitable
muni ci pal dividend program a |ow incone tax, an education tax and
ot her taxes. He does not support a Statew de sales tax. He voiced
support for an [unspecified] education bill that is being presented
by the House of Representatives. Communities are struggling and
that revenue sharing is needed. The elimnation of the Longevity
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Bonus program has created additional problens in that senior
citizens are unable to pay utility bills and other expenses. Fifty
percent of the municipal governnents in the State woul d be unabl e
to provide sufficient public services within the next years. They
have had to reduce staffing, have raised property and ot her taxes,
and resorted to other nmeasures to address their budget problens.
Muni ci pal assistance is necessary.

SANDY SHOULDERS, Resident of Tal keetna and Representative, Parent
Teacher Association (PTA), testified in Juneau that a long-term
fiscal plan is essential and is |long overdue. One of the PTA' s
positions on education funding is that it nust be stable funding.
Trauma to teachers, schools, and students is the result of annual
budget "scranbles"” in regards to staffing, supplies, and other
i nportant school conponents. She is "too old" to continue to deal
with this "rollercoaster ride." She wurged the Conmttee to
stabilize the State's fiscal program not only for education, but
al so for the good of the State in general.

Co-Chair WIlken asked regarding the new Tal keetna elenentary
school .

Ms. Shoul ders responded that it is a vast inprovenent over the
"abom nabl e" ot her school. She acknow edged the efforts of Co-Chair
G een, l|local parents, and others who worded hard to make the schoo
areality.

Senat or Dyson opined that the goal of stabilizing the State's
fiscal situation is difficult due to the fact that the State is so
dependent on the price of oil, which fluctuates dramatically. The
two options available to reduce this dependency and provide
stability would be to either raise taxes to provide a steady incone
streamw th which to support State governnent or to reduce spendi ng
to a level that could be supported by oil revenues. People would
not desire to have services reduced or to have taxes increased to a
hi gh |l evel. He asked what nethod Ms. Shoul ders woul d reconmend.

Ms. Shoul ders responded that personally, she would support
utilization of the earnings of the Permanent Fund, as that was the
reason it was initially established. She agreed that the
fluctuating price of oil is an on-going issue, and therefore to
continue to fund State governnent on that basis is ludicrous. Wile
acknow edging that there are people who could not afford not to
receive their annual PFD, she would forgo her PFD if it were so
required. In addition, people who pay nothing to support State
government shoul d be paying in some nanner

Senat or Dyson asked whether she would support using all of the
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Per manent Fund earnings to support State governnment to fill that
gap.

Ms. Shoul ders stated that while she would resign her PFD check she
coul d not answer for others.

Senator Bunde pointed out that in regards to stable education
funding, State support for education has consistently increased,
not decreased, during the tinme he has been involved in the
Legi sl ature. Therefore, the anount of noney that was nost recently
budgeted for education would be the base for the next fiscal year

Ms. Shoul ders voiced the hope that as Legislators develop a fiscal
pl an, appropriate fundi ng sources would be identified.

Senat or Bunde responded that the source would be the sane as it has
been. The State either "robs Peter to pay Paul" or a new revenue
source is identified. Judging fromletters to the editor of the
[unspeci fied] newspaper, he |acked the confidence that nuch new
revenue woul d be generated fromthe community of Tal keet na.

Ms. Shoul ders responded that there are other opinions aside from
those printed in the newspaper.

MARY HAKALA, Parent of three school age children and Coordi nator,
Al aska Kids Count, testified in Juneau that the nonpartisan parent
organi zati on supports schools and children by volunteering and
advocating for increased school funding. Wile the current $85
mllion school budget is appreciated, it is inadequate to neet
needs. She understood that new revenue sources would be required to
support the desired level of excellence. Noting that the
organi zation has urged parents to speak up regarding their
i ndi vidual funding recomendations to support of education, she
stated that she personally is asking that Legislators revisit ELF
to insure that the State is maximzing its yield by receiving its
fair share of oil profits, especially when oil prices are el evated;
woul d support the enactnent of POW,; the utilization of "a portion
of the Permanent Fund earnings to support critical services such as
education," and the enactnent of a broad based incone tax. She
urged the Conmittee to make education a top priority, as schools
need Legislatures "to tackle the thorny issue of the revenue side
of the equation.™

Senat or Hof f man asked whet her the testifier would support an incone
tax or a sales tax.

Ms. Hakal a responded that a sales tax woul d be devastating to those
organi zed boroughs that have existing sales tax prograns. Sone
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utilize their sales tax proceeds to support |ocal education needs.

Co- Chair W1 ken acknow edged the val ue of good vol unteers, such as
Ms. Hakal a, to organi zations.

SFC-04 # 46, Side B 02:21 PM

REVEREND RI CHARD OLSQON, Parent, testified via tel econference from
Honer to speak on behalf of those people to whom the PFD is of
tremendous inportance, especially those people who live in Rural
Al aska. A PFD check to people who earn nore that $100,000 annual |y
is incidental. He opined that the 55 Al askan del egates who were
appoi nted by Governor Frank Murkowski to the Conference of Al askans
represent rich people as proven by their reluctance to support an
income tax while supporting efforts to reduce PFD levels. He
prof essed that a graduated incone tax, beginning at a m ninm
annual inconme of $50,000 should be considered, especially as this
tax would capture noney from those people who nove to the State,
earn big noney, and then nove away w thout contributing anything to
the State. Al other states have incone taxes, so why not should
Al aska. He argued that the PFD should be |eft alone as people
depend on it. He also spoke against a State sales tax, but
supported the re-inplenentation of a school tax. Inplenent a
graduated income tax, and tax tourists before changing the PFD
program He al so suggested that the Permanent Fund investnents be
conducted in a different nmanner.

Senat or Bunde commented that nunerous states do not have an incone
tax. The Conmm ssioner of the Departnent of Revenue recently
testified that those states that depend on revenues generated from
i ncone taxes, rather than a sales tax, to support state governnent
are experiencing econom c downturns. He also addressed the nyth
regarding the substantial anobunt of noney that |eaves the State
because of non-resident workers. 90-percent of the wages earned in
the State are earned by Al askans. The average sal ary earned by the
remai ni ng ten-percent non-residents is $13,000 and therefore woul d
not be remtting any incone tax were a graduated incone tax program
in place.

Co-Chair G een asked whether there is a bill being proposed that
woul d elimnate the PFD as referenced by the testifier.

Co-Chair Wl ken asked the testifier whether his comments were neant

to indicate that there is legislation being presented to elimnate
t he PFD program
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Reverend d son responded that while there is no bill being proposed
to elimnate the PFD, the POW would renpove some of the excess
earnings. He professed that the entirety of the excess earnings
should be distributed to Al askans. An incone tax should be the
first consideration.

MARY GRI SWOLD, testified via tel econference from Honer and voi ced
support for a conbination of SIJIR 32 and a conmittee substitute for
SIJR 18 that would establish a POW program established at a five-
percent market val ue payout of the Pernmanent Fund w th 80-percent
of that anount being allocated to pay PFDs. This would serve to
preserve the Pernmanent Fund through inflation proofing, as only the
principal is currently inflation-proofed by an annual appropriation

authorized by the Legislature, "subject to available funds.” In
addition, the POW program "would prevent the erosion" of the
Fund's value by" limting spending "in tinmes of plenty."” The

proposed payout nmethod would also conply with general accounting
princi pals, which are appropriate to the current diversified fund
structure consisting of stocks, bonds, and real estate. The current
payout nmethod is no longer valid as the Fund is no |onger solely
i nvested in incone produci ng bonds. The POW shoul d remain sinple
and conparable to the current dividend system in order to gain
voter approval. Wiile not generally accepting of dedicating
appropriation |anguage into the State's Constitution, the POW
met hod woul d be worthy of consideration. It is inperative that this
i ssue be addressed in order to allow the State to address its
fiscal dilenma. She reiterated that after inflation proofing, the
remai ning portion of the five-percent of the earnings as specified
in the POW pl an, should be divvied out at an 80/ 20 percent payout,
with 80 percent of the payout being dedicated to the dividend
program and 20 percent being dedicated to support essential
government services. This performance nodel would also be a nore
trusted nodel that one based on projections and short-term | ook-
backs.

TABER REHBAUM testified via tel econference from Fai rbanks on behal f
of herself and voiced support for the Conference of Al askans
resol ution regarding the Constitutional Budget Reserve (CBR). She
noted that the question evoked by this resolution is where would
the funding come fromwth which to stabilize the CBR She also
spoke in support of the POW while pondering whether the voters
woul d approve it because it is a confusing issue and voters m ght
ascertain that it would be an attack on the Dividend rather than
actually preserving it. She suggested that in order to gain
acceptance, after the PFDs are paid this year, the remaining
earni ngs should be used to bal ance the budget and to build up the
CBR This mght further clarify how the POW woul d work. She noted
that the last phase in the CBR resolution is worthy of nentioning

SFC- 04 (13) 03/ 18/ 04



as it reads, "Wuereas Al aska nust not inpose self-inflicted harm"™
This phrase could be understood that State funding of essential
servi ces should not be reduced to a point where harmwoul d result
rather than finding ways to increase revenue. An incone tax should
be considered as one of the areas from which revenue could be
generated. People are willing to pay their way and a graduated
i ncone tax would be a good option. Addressing the fiscal gap, and
particul arly addressing the need to adequately fund education, is
| ong overdue.

DWGHT MORRIS testified via teleconference from Fairbanks and
voiced his support for the Resolutions of the Conference of
Al askans. He voiced that the earnings of the Pernanent Fund al one
woul d not be sufficient to bal ance the budget this year. He al so
supported an incone tax, but not a sales tax, as it would pronote
I nternet purchases that would drive noney out of the State. It
woul d be disastrous to communities that already have |ocal sales
taxes. He urged the Conmttee to balance the State budget and
establish a tax plan, an incone tax plan, and a budget plan. He
war ned that w thout a budget plan, the State would face a crisis
simlar to that currently being faced by educati on.

Senat or Bunde clarified that he would also desire "to fix the roof
before it rains rather than have it rain on our parade
financially." However, he avowed that the inpression that the
earni ngs of the Permanent Fund would be insufficient to address the
State's fiscal gap is inaccurate as between $600 mllion and one

point two billion dollars in earnings have annually been realized
in the last few years. Therefore, due to the fact that this year's
fiscal gap is projected to be approximately $500 mllion, the

earni ngs would be sufficient. Were a POW plan in affect, according
to the Department of Revenue, there would be enough earnings to
provi de both a dividend and close this year's fiscal gap. O her
year's ability in this regard woul d depend on that year's financi al
mar ket .

JERRY MCCUTCHEON testified via teleconference from Anchorage and
asked what the State woul d depend on for inconme in the future when
there were only 100, 000, 250,000 or 500,000 barrels of oil being
produced, were it to dip into its Permanent Fund earni ngs now.
Actions today will affect tonmorrow. The Permanent Fund's $28.6
billion went to $21.3 billion during the nost recent financial
mar ket downturn before it turned around. Were the State to have
invested for a nodest rate of return, the balance would currently

be $31.5 billion. Wiile the Permanent Fund value has returned to
$28 billion, it has lost one-third of its purchasing power.
Therefore, it is really only worth about $19 billion today. Wen

conpared to gold, it's value is even | ess. Those nmanagi ng the Fund
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are "asleep at the switch." Alaska's oil taxes are based on an $18
per barrel price and the fornula provides oil conpanies | ess noney
when the price is less than ten dollars per barrel. There is no
consideration to the tax in regards to when the price exceeds $18.
OPEC has raised its barrel taxes several tinmes to keep in line with
current conditions and is today based on a $36 dollar a barrel
price. Every dollar per barrel increase over $18 equates to $365
mllion in revenue, of which the oil conpanies receives $300
mllion and the State receives $65 mllion. "A real poor split."
When oil prices increase from $18 to $33 per barrel, the oi

conpany receives $5.5 billion in un-taxed revenue and the State
recei ves $950 nillion. Wen the price is $36, the total revenue is
$6.5 billion: oil conpanies would receive $5.4 billion "to go play
el sewhere in the world and have a good tine and prospect” and the
State would receive $1.1 billion. Elsewhere in the world, "those
nunbers woul d be reversed.” W need to do sonething about this.

ERI C WOHLFORTH testified via tel econference from Anchorage and on
behal f of hinself and fell ow convener, Arliss Sturgelewski, it was
an honor to participate in the Conference of A askans. In his view,
changes should be made increnentally rather than to be inpl enented
within a one-year tinefrane. In addition, it would be acceptable to
further an adequate plan and anend it as needed rather than to
delay action due to the position that an ideol ogically perfect plan
nmust be devel oped. The Conference of Al askans actions proceeded
with that understanding and view in mnd. The del egates adopted
what could be referred to as a "conprehensive solution.” He
declared that the POW should be specifically considered and
adopted as "a separate stand-al one” nethodol ogy through which to
provi de a payoff fromthe Permanent Fund. He urged that, "the plan
be adopted because it is an efficient and effective way of giving
the Legi sl ature a nmaxi num percent age each year of anounts that can
be spend each year from the Pernmanent Fund." He supported the
notion that "an increnental plan is better than none; |ooking at
the proposition of spending this year sone anounts of Pernanent
Fund earnings through Legislative action;" and that, were it to be
l egally allowed and approved by a vote of the people, that the
noni es that could be spent fromthe Permanent Fund be utilized and
prioritized to support education. This would be the first step in
developing an ultinmate fiscal plan. He does not support the
Conf er ence of Al askans' Resol ution in suppor t of
Constitutionalizing the Permanent Fund Dividend. He stressed that
i nadequate funding of education is a mjor issue that "wll
substantially detract from the future of the State.” If we are
| ooki ng for advanci ng econom ¢ devel opnent, support of education at
the local and university level would be required. He al so supported
the inplenentation of broad based taxes such as tobacco and al cohol
t axes.
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Co-Chair WI ken thanked M. Whlforth for his service to the State.

AL JUDSON, testified in Juneau and voiced that the issue of
education funding is the nost inportant issue facing the State. In
addition, he questioned the continuance of the tax breaks that are
afforded to oil conpanies. Appropriate taxation would provide
needed revenue to the State. [NOTE: The quality of the recording of
this testinmony was substandard and therefore the testinony was
difficult to understand.]

Senat or Stednman responded to a coment by M. Judson by stating
that the forthcom ng nove of the Marine H ghway System operations
staff to Ketchikan from Juneau woul d enable the children of the
affected famlies to receive a qualify of education equal to or
exceeding that provided in the Gty and Borough of Juneau. The nove
would also be in the best interest of the State, as it would
enhance the econony of the Ketchikan region and save the State
noney.

KEVIN RITCH E, Executive Director, Alaska Minicipal League,
testified in Juneau that the League supports the POW programas it
coul d adequately provide PFD funding, inflation proofing, and noney
to support State government. In addition, the League and the
Conference of Mayors woul d support furthering concepts that would
provi de education funding, the devel opnent of a rnunicipal dividend
program and ot her public service prograns fromthe earnings of the
Per manent Fund. There is also support for a mnimal State incone
tax and ot her taxes; however, he rem nded that sales taxes are one
of the primary revenue sources for many |ocal governnment entities,
especially those small comunities that have no property tax base.
Testinony in support of developing a long-termfiscal plan has been
noted, as the current situation is alarmng to many people
including the developnentally disabled, senior citizens, and
essential service providers. In the 2002 election, when the State
tax cap issue was on the ballot, two out of three voters supported
mai nt ai ni ng exi sting taxes as they recogni ze the val ue of what they
support.

Senat or Dyson expressed delight that the League is now in support
of Legislators' abilities to address the State's fiscal gap as
opposed to their earlier position of "no confidence."

M KE NAVARRE forner Legislator and forner Mayor, Kenai Peninsula
Borough, testified via teleconference from Kenai and voiced that,
while he was originally anbival ent about it, he is honored to have
been one of the 55 participants in the Conference of Al askans. The
Conference served to generate a |ot of discussion and a focus on
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the issues. "That, in and of itself, is trenendous." He voiced
appreciation for the efforts of the Legislature to address the
i ssues, and he urged them "to get on with it." He opposed any
reduction of residents' PFDs, opposed using any of the earnings of
t he Permanent Fund to support State governnent, opposed an incone
tax and a State sales tax, opposed increasing taxes on the oil
i ndustry, opposed an increase in notor fuel taxes, but understood
that all or sone conbination of these would be necessary. He urged
that the POW "with no attachnents" be put before the citizenry for
a vote, as it is an absolute no-brainer. Acknow edging that there
is support for tying the POW to such things as a Permanent Fund
di vidend guarantee or a spending Iimt would guarantee its failure
as the issue is "confusing enough”" as a stand al one proposal
Rat her than all owi ng access to the earnings of the Pernmanent Fund,
the POW really would limt the Legislature's ability to get into
the Fund. Inflation proofing of the Fund as the first course of
action nmakes "absolute sense."” He urged the Commttee to support
this program as, in his opinion, those in opposition to the POW
are "just wong."

M. Navarre voiced support for being able to access the earnings of
the Permanent Fund and the inplenentation of an incone tax. As a
former participant in the Conference of Mayors, he had begged the
Legislature in 1999, wthout success, to include mayors and the
Muni ci pal League in the process of devel oping a fiscal plan.

SFC-04 # 47, Side A 03:06 PM

M. Navarre concluded that the POW should be the first step in
devel oping a State fiscal plan and that once the public understands
it, it would be enbraced and supported. One of the real tragedies
inthis State has been the undermning of the institution of State
gover nment branches. The public does not understand the responsible
job that the Legislature has conducted in regards to the Pernanent
Fund. Two-thirds of the Fund bal ance is the result of Legislative
action that deposited discretionary funding into it. The public
shoul d congratul ate the Legislature for their actions regarding the
Fund. Wil e acknow edgi ng that the earnings of the Permanent Fund
should be accessed, he declared that the PFD program should
continue, "as it is an econom c engine"” in the State. He rem nded
that while subsurface mneral rights are the property of the State
of Alaska, this is not the case in other states whose citizens
utilize their assets and contribute to their state's econony. The
State of Alaska utilizes the PFD program to contribute to the
econony. He stated that the Resolution regarding the Constitutional
guarantee for the CBR was the hardest vote for himto nake at the
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Conference as he could appreciate argunents on both sides of the
i ssue..the higher the anount is set, the nore he disagrees with it.

MARIE LAVIGNE testified via teleconference from Anchorage to
encourage the Legislature to consider a diversification of neasures
t hrough which to address the State's funding crisis. The goal would
be to insure that essential public services are continued. Even
t hough there is a focus on M ssions and Measures, the budget being
proposed for FY 05 would be harnful to Al askans, particularly in
the health care area. OQther conponents that would be negatively
i npacted would be nunicipal funding, education, public safety,
seni or services, alcohol assessnent prograns, and nental health
care. Continuing oil revenue as the primary source of State revenue
would only result in nore severe budget reductions. Things such as
the POW, a tourismtax, an increase in the tobacco and al coho

tax, an incone tax, and others should be considered to generate
revenue for the State. The Legislature nust take a | eadership role
in the effort to develop a long-term fiscal plan.

RON COMN testified via tel econference fromAnchorage to urge, as a
| ong-term care onbudsman, for increasing rather than reduced
support for senior citizen services. He expressed that services
could be increased w thout increasing funding were prograns re-
evaluated for the long-term It nust be acknow edged that the State
IS experiencing a growmh in its senior citizen popul ation as well
as its special needs population. As a citizen who is interested in
mai nt ai ni ng essential services, he would be willing to have the PFD
program altered, would pay an income tax, would not support a sales
tax, but would be willing to nmake sacrifices. Nowis the tine to
take sone personal action to help the State. He voiced disnmay at
hearing that people mght |eave the State to get their children a
better education. Wile oil and other natural resources are
inportant to the State, children, seniors, and other citizens are
al so inportant resources. He urged the Comrittee to address the
i ssue of bal anci ng the budget.

CLEM TI LLI ON, Forner Legislator, testified via teleconference from
an offnet site in Halibut Cove and noted that when he was a nmenber
of the Legislature he was the only person who voted against
repealing the State's incone tax. Wiile he would support a sales
tax or an incone tax, he preferred a sales tax that would be
contributed in its entirety back to the conmmunity from whence it
was collected to insure every area of the State would contribute. A
small incone tax |levy would be acceptable were it based on a
person's federal inconme tax anmount. Wile he supported the POW
proposal, he warned that it mght not be approved were it a stand-
al one i ssue. He suggested that up to five percent of the earnings
be distributed as a PFD and that each recipient's check be subject
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to a specified tax wthholding percentage. This would provide
sufficient revenue to the State.

PAM LABCLLE, President, Al aska State Chanber of Commerce, testified
in Juneau, that the Chanber supports the POW proposal. The
chal l enge of addressing the State's fiscal inbalance is daunting,
however, by utilizing a variety of different revenue sources, a
sound fiscal plan could be devel oped. The Chanber urges that a
prioritization list be followed. First, a budget discipline with
reasonabl e spending controls should be developed as were new
revenue generated without this control it could conprom se the
effort. A portion of the Permanent Fund earnings should be
all ocated to support governnent services and provide for the PFD.
As a last resort, inplenentation of a broad-based statew de tax
coul d be considered. However, she warned that a tax could harmthe
conpetitiveness of Al aska businesses over tine. She urged the
Commttee to address the budget this year.

Senat or Dyson asked whet her the Chanber woul d support an increase
in the business tax.

Ms. LaBol |l e responded that the Chanber woul d support a broad based
tax rather than targeted taxation, as the citizens of the State
shoul d support services.

Senat or Dyson stated that a definitive analysis of the downside of
any new tax should be reviewed. A tax increase in California
actually resulted in a net decrease in revenue as peopl e noved out
of the state in order to avoid the taxes. He asked whether there
are any tools avail abl e through which the effects of how a tax on a
specific group could be gauged.

Ms. LaBolle stated that the Council on State Taxation has recently
conducted a fifty-state study on the affects of business taxes in
each state. The Internet address is ww. statetaxation.com

Co-Chair WIlken noted that testinony would now be limted to three
mnutes in order to conpete testinony before the tel econference
network termnates at 4:00 PM

JEANNETT GRASTO, Menber, Al aska Mental Health Board, testified via
tel econference from Fai rbanks and urged the Legislature to devel op
a long termfiscal plan now rather than waiting until the situation
is nore desperate and State services are further curtailed. She
woul d rather pay a tax than w tness sone vul nerabl e individuals
bei ng negatively affected by service reductions. Reductions have
negatively inpacted proven |ong-term prograns such as the Mental
Heal th Board and parent support services. She supported continuance
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of the PFD program as many people depend on it and it contributes
to the State econony.

SUSAN STITHAM testified via teleconference from Fairbanks and
poi nted out that education funding is the absolute responsibility
of the State. It is also an economc engine as it attracts business
to a community and enhances the quality of life. There is also a
noral obligation to the next generation. Funding reductions that
have occurred have "whittled away funding until there is no nore
fat left and we are down to the marrow. " Fundi ng reductions have a
negative affect each year on children. Reduced opportunities and
increased class sizes is shortsighted and wll short change
education. She urged that legislation to increase the foundation
formul a fundi ng be supported.

Ms. Stitham voiced support for the continuation of the PFD and for
broad based taxes such as an incone tax. She, like M. Tillion

woul d have voted agai nst the discontinuation of the State's incone
tax. Sal es taxes should be a |l ocal issue. The results of a recent
AARP survey on taxation indicated, "that half of all Al askans fee

that the cost of human services should be shared between the
i ndi vidual and the State governnent." That is an astonishing fact
in that half of Al askans think the services should be free. Sone of
t hese people pay practically nothing to support State services.

ROSELYNN CACY, Director, Adult Learning Center, University of
Al aska Anchorage, testified via tel econference from Anchorage and
urged the Legislature to continue K-12 and University funding. She
noted that the Adult Learning Center plays a role in furthering
educational opportunities for those Al askans who do not hold a high
school diplonma. She voiced appreciation for the $300, 000 general
fund allocation that was conbined with grant nonies to fund the
Center. Investing in education is a true investnent.

JEFFREY TODD BROMN testified via tel econference from Anchorage in
opposition to using the earnings of the Pernmanent Fund to support
State governnent as the Fund belongs to the people. Wile other
states wutilize tax revenues to pay their debt, Alaska' s oi
revenues shoul d be viewed as a taxation nethodol ogy that supports
Al aska's debt. There would be no fiscal problemwere oil conpanies
charged the appropriate taxation rate on oil production. ELF should
al so be re-evaluated. It nakes him "wonder" why the Legislature
does not address this issue.

JUDY TOLBERT, Retired Teacher, testified via teleconference from
Fai rbanks to note that since retirement, she has been active in the
University and has assisted in local classroons. She is appalled
that the small er classroom sizes, one-on-one student assi stance,

SFC- 04 (20) 03/ 18/ 04



and teacher training achievenents that have been acconplished woul d
be underm ned by the proposed budget reductions. She woul d support
an incone tax. People are spoiled by the services that are provided
inthis State and should be willing to contribute to support them

EDDY BURKE, Chairman, Al askans Just Say No Committee, testified via
t el econference from Anchorage in opposition to POW, as it would be
a raid on the Permanent Fund Dividend. This type of proposal has
been defeated before. Qther options that could be consi dered would
be consolidating such things as the Al aska I ndustrial Devel opnent
and Export Authority (AIDEA) and the Al aska Housi ng Corporation;
tourismtaxation; and re-evaluation of ELF. There is reluctance on
the part of the Legislature and Governor Frank Murkowski to further
these options. He stated that the Al askans Just Say No Conmittee
has devel oped a formthat would allow those citizens who wish to
donate their PFDs to the State to do so. The mmjority of the
testifiers today are those who are "in the take trough." These
mayors, city council people, PTA people, chanber of conmerce
menbers, and others just want nore noney for their prograns.
Ei ghty-three percent of Al askans, or the average citizen, are not
speaki ng today. Wre they to testify, they would be saying "no",
that rather than there being a fiscal crisis, "there is an
all ocation problemt. The spending gap is being reduced. The
Denocratic Party should let the Republican Party "run off the
cliff" and be renenbered as the political party "that raided the
Dividend or inplenented the largest tax increase in Alaska's
hi story" ...a sales tax.

SOREN WUERTH, Treasurer, Al askans Just Say No Commttee, testified
via tel econference from Anchorage and stated that soneone told him
that his organization's goal of protecting the Permanent Fund woul d
| ead to an economi c train weck. However, he countered that if it
would take a train weck to clear the rails of irresponsible
| eadership, let it happen. Qur PFD "train has a big engine" and is
norally and socially responsible. G| and tourismindustries take
noney out of the State, but the Permanent Fund is an econom c
engine that brings noney into the State as the people's noney is
circulated within the State. The PFD is noney from our natura

resources and, as such, is the people's portfolio. W are all

sharehol ders on this train and "Legislators are worried that the
PFD train will cone hurling down the track toward the framework of
government” and w thout outside special interests would run the
show, contrary to the situation in which Legislators want to run
the showwith full control. The Pernmanent Fund stands in the way of
how the Legislative |eadership wants to run the show. "Let the
train weak cone.” 83-percent of the citizens in the State "wish to
preserve the Permanent Fund far into the distant future" and the
m sl eadi ng propaganda distributed by the Legislature would not
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wor k.

GEORGE VAKALES, Chair, Board of Directors, Anchorage Chanber of
Commerce, testified via teleconference from Anchorage that the
Chanmber supports the developnent of a fiscal plan that would
i ncl ude budget discipline, the use of Permanent Fund earni ngs, and
the "institution of a broad-based tax."

Co-Chair W/ ken asked whether M. Vakal es woul d consider a sal es
tax a broad-based tax.

M. Vakal es affirned that he woul d.

Senat or Hof f man asked whet her the Chanber would prefer an incone
tax to a sal es tax.

M. Vakales stated that the Chanber has not taken a position on
this issue. It would best be determ ned by public opinion and the
Legi sl ature.

FRANCI NE HARBOUR testified via tel econference from Anchorage and
stated that she is a "consunmer of nmental health services" and that
rather than being characterized as a person who just wants nore
services, she is sinply concerned about |iving. She shared sone of
the negative affects that have occurred fromreductions in nental
health services. The services that are being provided help keep
peopl e alive. She asked the Conmttee to develop a fiscal plan that
woul d provi de adequate funding of services for vul nerabl e Al askans,
including the elderly, the young, and especially the one-in-four
Al askans who suffer frommental health issues.

SFC-04 # 47, Side B 03:51 PM

CLAUDI A CRISS testified in Juneau and urged that a fiscal plan be
devel oped that would support health services, nental health
servi ces, and education. A broad-based tax woul d support necessary
services. In addition, consideration should be given to increasing
the tax levy on oil conpanies so that when oil prices increase, the
State woul d receive nore revenue. Efforts should al so be exerted to
diversify the econony, expand the State's Pacific R m business
rel ationships, and attract nore industry in order to provide nore
job opportunities for our youth. This would encourage them to
remain in the State.

BRAD FLUETSCH, Charter Financial Analyst, testified in Juneau and
expressed that to further the focus of these hearings, whichis to
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develop a fiscal plan facing the State, a framework or process nust
be identified. Were the State his client, he would first determ ne
the goals and objectives to include such things as what |evel of
education, nmental health, and public safety were desired. Quality
of life and standards of living could be equated to dollars. Wat
budget | evel would be sufficient? The next step would be to review
and identify sources of income in the future with realistic levels
and tinmeframes. Revenue sources currently include the CBR, taxes,
oil revenues, the Permanent Fund, resource revenue, federal
governnent and others. The next step would be to review the budget
including State assets, their projected growh rate, and the rate
of inflation. Once all this information 1is conpiled, a
determ nation could be nmade as to whether the budget goals would be
achi evable. Wre it not, adjustnments could be nmade and plotted into
the future, to include asset risk tolerance and liquidity needs.

M. Fluetsch inforned that he does not support POW as the Fund
consists of noney that has been acquired by utilizing consumabl e
resources. Were POW inplenmented, a |ow payout of approximtely
three-point-five percent and a [indiscernible] and volatile mnina
bal ance shoul d be identified. The current systemis currently the
vehicle of choice to protect famly assets from the governnent,
spendt hrift descendants, and financial scans. He supported the use
of trusts.

Co-Chair Wl ken asked M. Crenp to continue the testinony he had
begun earlier in the neeting.

M. Crenp reiterated his support for the POW proposal. He also
stated that, to date, the State has not done too well in the fisca
area Wth its Constitutional anmendnments. He continued his conments
as foll ow.

Incidentally, the "incone-producing” requirenment expressly
applies to principal. Section 15 is silent with respect to the
i nvest ment of accunul ated i ncone.

Another thing. Section 15 lacks a prohibition against
investnment in the obligations, properties and enterprises of
the state. How coul d the Permanent Fund Corporation resist a
request froma fiscally strapped | egislature and governor that
the fund buy back and | ease back a governnent buil ding or buy
state bonds that brought no bids frominvestnent bankers?

The greatest fault, however, of Section 15 is that it doesn't
require that all of the oil noney go into the Permanent Fund.

Endowrents have two nmain purposed. One is to perpetuate the
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flow of noney to an operating entity, such as a university, a
foundation or a governnent. The other is to stabilize the flow
of noney to the operating entity.

The Al aska Permanent Fund provides a good exanple of an
endownent with the first-nmentioned purpose - perpetuation
Revenue from the fund' s investnents continues to flow after
the natural resource is exhausted.

A university's endowrent provi des an exanpl e of an endownent
with the other purpose - stabilization of incone. Walthy
alumi die and | eave | arge anounts of noney to the university.
The flow of that noney to the university is irregular. It
could be nore than a mllion dollars a year for a period of
several years. Then, for another period, it could fall off to
much less than that. If that noney were treated as incone, the
fluctuations woul dn't be easy to manage.

In the case of the state, the oil revenue is extrenely
volatile. Yet the state isn't using its endowrent to stabilize
that revenue. Only 15-20% of the oil noney goes to the
Permanent Fund. Wth the rest going into the General Fund, the
state has been fiscally unstable for years.

But the state can stabilize the flow of that oil nobney by
routing it through the Permanent Fund. Inconme produced by
i nvestment woul d be nmuch nore sustainable than the oil noney
itself.

There is a proposed constitutional anendnent, not on your
plate, that would put all of the oil noney into the Pernmanent
Fund and cure the other defects of Section 15 as well. It
woul d provide you with a new and sinple systemfor funding the
gover nnent .

[NOTEE M. Crenp's proposed amendnment and transitional |anguage
regardi ng the Al aska Permanent Fund read as fol |l ows.

ARTI CLE | X; SECTION 15 - ALASKA PERVANENT FUND

(a) The nmoney derived by the state (A) fromthe disposition of
mnerals and |land by the state or the United States and (B)
from taxation of (1) production, transportation and
reservation of mnerals, (2) property used in exploring for,
producing and transporting mnerals and (3) inconme from
production and transportation of mnerals shall constitute the
Al aska Permanent Fund.

(b) Money in the fund shall be invested and reinvested, for
income and capital gains, in accordance with restrictions,
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prescribed by |law, that enphasize preservation of the fund's
assets. No investnent shall be nade in the obligations,
properties and enterprises of the state.

(c) No noney, or other asset, shall be renoved fromthe fund
except, in order to provide the state wth revenue, a
noncumul ati ve anount of noney that in a fiscal year does not
exceed 4. 30 percent of the average market value of the fund's
net assets at the end of each of the six full cal endar years
i mredi ately preceding that fiscal year. The revenue shall not
be dedicated to any special purpose.

ARTI CLE XV, SECTION 30 - ALASKA PERVMANENT FUND ( TRANSI TI ON)
(a) The percentage prescribed in Article IX, Section 15,
anended in 2004, for determ ning the anount of nobney that can
be renoved from the Al aska Pernmanent Fund, shall not apply
until fiscal year 2016. the applicable percentage shall be
9.36 percent in fiscal year 2006 and, in each internedi ate
fiscal year, 0.9257 tinmes the percentage in the imrediately
precedi ng fiscal year.

(b) The assets of the Al aska Permanent Fund prior to the
effective date of the anmendnent of Article I X Section 15, in
2004, are assets of the fund after the anendnent.

(c) The amendnent of Article I X, Section 15 in 2004 and this
section shall be effective July 1, 2005.

M. Crenp continued his comments.

The revenue from the fund, supplenented with revenue from
conventional sources in whatever anount you consi der adequate,
would go into the General Fund. It would fund government in an
orderly fashion

The constitutional provision wuldn't dictate to you how t he
revenue is to be spent. You would allocate it to al
governnmental services, including the one we call dividends,
according to the priority you assign them

M. Creno discussed his proposed anendnent as foll ows.

At the start of a ten-year transition the rate of w thdrawal
for the Permanent Fund, which woul d use the POW net hod, woul d
be high enough to provide revenue that, when conmbines with
conventional revenue, would fund spending at the current
|l evel. During the transition the rate would decrease
gradually. At the end of transition it wuld be at a
sust ai nabl e | evel .

There is al so a proposed constitutional amendnment, not on your
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pl ate, of Section 17 of Article 9.

[ NOTE: M. Crenp's proposed anendnent regardi ng the Budget Reserve
Fund and an acconpanying anmendnent that would provide the
transitional |anguage read as follows.]

ARTI CLE I X, SECTION 17 - BUDGET RESERVE FUND

(a) The noney deposited into it in accordance with (c)
constitutes the Budget Reserve Fund.

(b) Money in the fund shall be invested and reinvested, for
i ncone, in accordance with restrictions, prescribed by |aw,
that enphasize the liquidity and preservation of the fund's
assets. No investnent shall be nmade in obligations,
properties, and enterprises of the state.

(c) The anmount by which noney actually available for
appropriation in a fiscal year exceeds, or is less than, the
anount appropriated for that year shall, correspondingly, be
deposited into or withdrawn fromthe fund.

(d) Money in any anmount may be appropriated directly fromthe
fund for neeting natural disasters.

ARTI CLE XV, SECTION 31 - BUDGET RESERVE FUND ( TRANSI TI ON)

(a) The assets and liabilities of the budget reserve fund
(Article I X, Section 17) that are in excess of three hundred
mllion dollars in value, if any, shall be transferred to the
Al aska Permanent Fund (Article 11X, Section 15) on the
effective date of this section

(b) The assets of the Budget Reserve Fund prior to the
effective date of the anmendnent of Article I X Section 17, in
2004, except those assets transferred to the Al aska Permanent
Fund in accordance with (a), are assets of the fund after the
anendnent .

(c) This section shall be effective July 1, 2005.

M. Crenp's testinony continued.

That section created the Budget Reserve Fund. It would
transfer the bul k of the assets of that fund to the Permanent
Fund. The anount retained would be used for funding actua
deficits and, incidentally, neeting natural disasters. Thus,
it could not be used to bridge projected fiscal gaps. And it
would not be wused for inter-fund "borrow ng". Revenue
anticipation financing would be available for that.

|'ve told you what | think is wong with Section 15 of Article
9 of our constitution. And I've told you what | think should
be done about it. But |I'mnot naive enough to suggest that you
do it now.
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| am suggesting, however, that you refrain from maki ng any
changes in Section 15 until the tinme comes that it can be done
right.

The people aren't in the nood to touch Section 15 except with
respect to dividends. But that nood could change if you nount
a massive canpaign to tell them the unspun FACTS about the
state's fiscal condition

Co-Chair W1l ken thanked M. Crenp for the efforts exerted in the
devel opnment of his remarks.

Senat or Dyson al so voi ced appreciation for M. CGeno's comments. He
voi ced concern that the Legislator might |ook back in fifteen or
ei ghteen years and wish that they had paid attention to what M.
Crembo had recommended. He was disappointed that the public
officials who had supported M. Crenp's remarks were viciously
attacked the next election cycle by sone "dem gods" and def eat ed.
The acquisition was that followwng M. Crenp's counsel was a raid
on the dividend. This was a very unfortunate distortion of what he
considered M. Crenb to be saying. Furthernore, he recalled a
conversation in which it was di scussed that were sone of the budget
restraints proposed by M. Creno adopted, the Pernmanent Fund m ght
be valued at an $80 billion to $100 billion level. M. Creno
commented that, were his recommendations followed, the endowrent
fund m ght have approached simlar magnitude.

M. Crenp agreed that, according to cal cul ati ons he had conducted
in the mddle 1990s, had his proposal been adopted when North Sl ope
oil began to flow into the Alaska Pipeline the Fund "was
approaching $100 billion dollars."” He wondered what it would be
today were these calculation conducted. Five-percent of $100
billion is a |lot of noney.

Senat or Dyson agr eed.

Senat or Bunde thanked M. Crenp. He stated that currently, oil pays
approximately 70 to 80-percent of the State's operating expenses
and other taxes contribute 20 to 30-percent. Wre M. Creno's
proposal enacted with the Fund's current bal ance, 70 to 80-percent
of the State's funding woul d be generated fromtaxes and 20 to 30-
percent would be derived fromthe earnings of the Permanent Fund.
He asked whether this would be an unfair interpretation of the
scenari o.

M. Crenp stated that this is incorrect. Going forward, a 9.36
percent w thdrawal of noney from the Fund would be required to
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support a flat General Fund State budget. In the year 2006, a
relatively small anount of conventional funding would be required
to be conbined with the Fund anobunt. He stated that he could
provi de a spreadsheet depicting the formula.

Senat or Bunde understood that the 9.36 percent wthdrawal of funds
woul d be a tenporary |evel, as withdrawal of that anount of noney
coul d not be sust ai ned.

M. Creno concurred. He reiterated that his anendment woul d provide
for a ten-year transition period in which the 9.36 percent

wi t hdrawal woul d, over tine, lower to four-percent. "The rub is
that during that time, as the fiscal gap grows, the dividends
grow." In the beginning, there would be a substantial affect on the

di vidends, but, over tinme, their anount would increase. He
suggested that the dividend program be considered a separate
program The | egislature would need to nmake that determ nation.

Senat or Bunde stated that he is inundated with comments from peopl e
stating that they want their PFD to conti nue untouched.

M. Ceno stated that upon cross-exam nation, these positions would
change.

Senat or Bunde stated that over-tine the funding generated fromthe
Permanent Fund to support State governnment would increase to
approxi mat el y 50-percent.

M. Crenp stated that the proposal does not dictate how t he noney
woul d be expended. It is only a funding mechani sm

Senat or Bunde stated that were only four-percent of the earnings
avail able, rather than the five-percent payout that would be
avai |l abl e through POW, the anmount woul d equate to approximtely
$600 million.

M. Creno stated that in ten years, the anmunt would be
substantially nore.

Senat or Bunde asked for further discussion regarding the faults
with the POW proposal as earlier referenced by M. Creno.

M. Creno stated that rather than utilizing a five-year average, a
six or seven year cycle would be nore in line with investnent
cycles. In addition, the proposed five-percent payout nust jive
with the investnent objective, and a public endowrent, wunlike
private endowrents, "has to preserve the Fund." There is no
i nvestnment objective currently required in Section 15. He
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understood that the target should conservatively be 7.5 percent. A
three-percent rate of inflation factor would therefore, provide a
4.5 percent "real rate of return.” That is the extent of the
Per manent Fund Corporation's reasoning in regard to the POW
proposal . However, the real rate of return does not equate to the
rate of withdrawal, as it nust be lower than the real rate of
return. He stated that a study has been done that reflects that any
fund that withdraws five percent "would eventually erode.” He
reviewed the calculation formula for rates of w thdrawal.

M. Crenp stated that other fault in the proposal would be that a
fiscal year rather than a cal endar year should be utilized as the
cal endar year termnates just prior to the Legislature' s convening.
Al so missing fromthe current proposed Section 15 | anguage is the
distinction between cunulative and non-cunulative in that five
percent be derived froma four-percent withdrawal one year and si x-
percent the next year.

Co-Chair Wl ken thanked M. Crenp and other testifiers for their
partici pation.

RECESS 04: 15 PM/ 08:30 PM

[ NOTE: Due to technical difficulties, the adjournment of this
nmeeting was not recorded.]

#
ADJ CURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 8:30 PM
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