M NUTES
SENATE FI NANCE COWM TTEE
1st Speci al Session
June 22, 2004
3:08 PM

TAPES

SFC-04 1stSS #1, Side A
SFC-04 1stSS #1, Side B
SFC-04 1stSS #2, Side A

CALL TO ORDER

Co-Chair Gary WI ken convened the neeting at approxinmately 3:08 PM
PRESENT

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

Senat or Lyman Hof f man
Senat or Donny O son

Senator Ben Stevens

Al so Attendi ng: GOVERNOR FRANK MURKOWSKI; SENATOR GARY STEVENS;
SENATOR BERT STEDVAN;, SENATOR RALPH SEEKI NS; SENATOR JOHNNY ELLI S;
CHERYL FRASCA, Director, Ofice of Managenent and Budget, O fice of
t he Governor; BOB STORER Executive Drector, A aska Pernmanent Fund
Cor poration; WLLIAM CORBUS, Conm ssioner, Departnent of Revenue;
JEFF OTTESEN, Director, D vision of Program Devel opnent, Depart nent
of Transportation and Public Facilities

Attending via Tel econference: From an offnet Site: PAT PITNEY,
Director of Budget Developnent and Institutional Planning,
University of Al aska

SUMVARY | NFORVATI ON

SJR101- CONST. AM PERM FUND P. O M V.

The Committee heard testinony fromthe Ofice of Managenent and
Budget, the Departnent of Revenue, and the Al aska Permanent Fund
Corporation. The bill was held in Commttee.

SJR102- CONST. AM PERM FUND P. O. M V. ; D VI DENDS
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The Committee heard testinony fromthe Ofice of Managenent and
Budget, the Departnent of Revenue, and the Al aska Permanent Fund
Corporation. The bill was held in Commttee.

SJR103- CONST AM APPROPRIATION LIM T

The Committee heard testinony fromthe Ofice of Managenent and
Budget, the Departnent of Revenue, and the Al aska Permanent Fund
Corporation. The bill was held in Commttee.

SB1003- DI STRI BUTI ONS OF APPROPS FROM PERM FUND

The Committee heard testinony fromthe Ofice of Managenent and
Budget, the Departnent of Revenue, and the Al aska Permanent Fund
Corporation. The bill was held in Commttee.

SB1004- G O BONDS FOR UNI VERSI TY PRQIECTS

The Committee heard testinony fromthe Ofice of Managenent and
Budget, the Departnent of Revenue, and the University of Al aska.
The bill was held in Conmttee.

SB1005- G O BONDS FOR SURFACE TRANS. PRQJECTS

The Committee heard testinony fromthe Ofice of Managenent and
Budget, the Departnent of Revenue, and the Departnent of
Transportation and Public Facilities. The bill was held in
Commi ttee.

#sjr101
#sjr102
#sjr103
#sb1003
#sb1004
#sb1005

SENATE JO NT RESOLUTI ON NO. 101

Proposi ng anendnents to the Constitution of the State of
Al aska relating to and Iimting appropriations fromthe Al aska
per manent fund based on an averaged percent of the fund market
val ue.

SENATE JO NT RESOLUTI ON NO. 102

Proposi ng anmendnments to the Constitution of the State of
Al aska relating to and limting appropriations fromthe A aska
per manent fund based on an averaged percent of the fund narket
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value and relating to permanent fund dividend paynents.

SENATE JO NT RESOLUTI ON NO. 103
Proposi ng anendnents to the Constitution of the State of
Al aska relating to an appropriation limt.

SENATE BI LL NO. 1003

"An Act relating to the inconme of and appropriations fromthe
Al aska permanent fund under art. |X sec. 15(b), Constitution
of the State of Al aska, and nmaking conform ng anmendnents;
relating to permanent fund dividend paynents of at |east
$1,000; relating to the determ nation of net incone of the
mental health trust fund; and providing for an effective
date."

SENATE BI LL NO. 1004

"An Act providing for and relating to the issuance of general
obligation bonds for the purpose of paying the cost of design,
construction, and major maintenance of facilities at the
University of Al aska; and providing for an effective date."”

SENATE BILL NO 1005

"An Act providing for and relating to the issuance of general
obl i gati on bonds for the purpose of paying the cost of state
surface transportation projects; and providing for an
effective date.”

This was the first hearing for these bills in the Senate Finance
Conmittee.

GOVERNOR FRANK MURKOWBKI stressed that this special session was
necessary in order to further efforts to resolve the State's fiscal
dilemma. Wiile there are differing opinions about how to address
the State's fiscal crisis, it could be agreed upon that Al askans
are looking for and expect a solution from the Legislature. He
recounted that today's Anchorage Daily News newspaper contains an
editorial titled "Let’'s see sone action” as well as an
advertisenent fromthe Conference of Al askans urging consideration
be given to their reconmendations regarding how to renedy the
fiscal situation

Governor Murkowski stated that one of the "paranount” issues of
this deliberation would be the decision regardi ng whether or not to
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authorize that no nore than five-percent of the value of the
Per manent Fund coul d be spent in support of State governnent. Wre
this Percent of Mrket Value (POW) proposal supported, the next
deci sion would entail how that process should be inplenented. The
State has been dealing with its fiscal situation for nore than a
decade. He urged that a bipartisan solution be devel oped.

Gover nor Murkowski stated that the convening of the Conference of
Al askans this year was a different approach to addressing the
State's fiscal dilema. The Conference Del egates recogni zed that
there is a problem and devel oped recommendati ons through which to
address the fiscal issue. In addition, the Legislature |istened to
presentations from national bond rating agencies that portrayed
that the State's "bond rating is in jeopardy.” The Comm ttee woul d
be discussing, today, bond proposals anmounting to $76 mllion
dollars for transportation enhancenents as well as approximtely
$36 mllion in University of Al aska bond authorizations.

Governor Miurkowski reiterated that the State's citizens want a
resolution to the State's fiscal dilema. In addition to the $410
increase that the Legislature authorized for the Student Foundation
Fundi ng Fornula this year, additional nonies would be required to
appropriately fund education. The Constitutional Budget Reserve
(CBR), the Permanent Fund's Earnings Reserve Account (ERA) and
ot her fundi ng sources could be utilized to support education. He
rem nded the Committee of his support for establishing a m ninmum
CBR bal ance in order to address cash flow needs and to recognize
that the price of crude oil "would eventually go down." 1In
addition, he cautioned that State communities, especially Rural
communities, would also require assistance, particularly for
expenses such as fuel. He provided a detail sheet titled "Exanples
of conmmunity dividend distribution:” [copy on file] that depicts
t he various conmponents of the allocation distributions proposed in
SJR 102. This proposal would allocate approximately $70 mllion to
comunities by distributing, for exanple, $25,000 to each smal
community plus $87 per resident. Large comunities such as
Anchorage would receive $24 mllion and Fairbanks would receive
seven mllion dollars.

Governor Miurkowski stated that this Special Session was called
because the Legislature did not develop a fiscal solution during
the Twenty-Third Al aska State Legislature. The Conference of
Al askans adopted recommendations. The House of Representatives
adopted a Percent of Market Value (POW) proposal and the Senate
di d not.

Governor Murkowski stated that his Adm nistration has devel oped
| egi sl ation that woul d neet the needs of nobst Al askans: The terns
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proposed in SB 1003 are sinple; the State's citizens nust be
assured that they would receive a dividend. The proposal would
guarantee a m ni mrum Di vi dend of $1,000 or 50-percent of the five
percent of the value of the Permanent Fund (PF), whichever is
greater. The dividend would grow with the PF over tine. He noted
t hat when the gas pipeline and ot her resource devel opnents cone to
fruition, the State would not require noney fromthe PF. However,
this "bridge" would be required until those supplenental revenue
sources becone avail able. Forty-five percent of the fifty-percent
bal ance of the five percent of the value of the PF would be used to
support education and five-percent of the anmount would provide
di vidends to | ocal governnents.

Governor Murkowski al so stated that a Constitutional Spending Limt
must be inplemented in order to limt or reduce governnent
spending. In 18 nonths, State spending was reduced $245 mllion,
and, even thought the education budget was increased $88 nillion
this year, the overall FY 05 budget only increased by $17 mllion.
State government staffing positions have been reduced by
approximately 400 positions. He thanked the Legislators for their
efforts in reducing the rate of State governnent growth

Governor Murkowski stated that efforts nust be nade over the next
decade to increase oil production, construct a gas line, extent the
Alaska Railroad |ines, open new mnes, grow the econony, and
devel op new revenue streans. This is the tine frane designated in
SB 1003: the plan would be enacted for 10 years and then term nate.
The di vi dend conponent woul d not be enshrined in the Constitution
and would termnate at the end of ten years. The proposal woul d be
accommodat ed by "noderni zing the Fund as an endowrent and spendi ng
a limted anmount of its incone."” This would guarantee dividends,
guarantee fundi ng for education, and guarantee assi stance for |oca
governnments. Through noderni zing the Fund' s nmanagenent and spendi ng
five-percent of its inconme, the Fund would continue to grow. The
Fund earned $4.1 billion dollars the previous year. This 50/45/5
percent split proposal would cost approximately $1.3 billion.

Governor Miurkowski declared that a long-term fiscal plan would
assist the State in increasing job opportunities and woul d assure
t he business community that the State is a good place to invest. It
woul d continue the State's excellent credit rating, and thereby
allow for bonds to be available at good interest rates to support
State projects.

CGovernor Murkowski urged the Legislators to address these proposals
and allow the State's citizens to vote on them The alternate
choice would be to raise revenue or deplete the Earnings Reserve
Account after the CBR were depleted. Let the public vote on these
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i ssues and nmake the decision. Polls reflect that 71-percent of
Al askans feel they have the right to vote on whether or not to
utilize Permanent Fund earnings. 59-percent of those polled would
support a mini num $1, 000 Di vi dend.

Governor Murkowski remarked that the Adm nistration's proposals are
"just a plan" that was drafted to address Al askans' concerns. They
could be altered. He urged that through conprom se, the issues
could be resolved. In addition to the fiscal proposals he
highlighted, there is also a proposal through which to address
wor kers' conpensation issues that would reduce expenses to snall
busi nesses and a proposal to increase the tobacco tax in order to
address health issues.

Gover nor Mur kowski concl uded his renmarks.

Senat or Dyson expressed concern with the proposal to utilize the
princi pal of the Permanent Fund even were a ten-year provision
included. In addition, the funding priorities specified in the
proposal appear to place nore inportance on the specified
conponents and his concern is that funding for such things as | aw
enforcement, which is not an identified conponent, would be
j eopar di zed.

CGover nor Mur kowski acknow edged the concern, but pointed out that,
the protection of the PFD is paranount to the public's "prevailing
attitude." Education is their second highest priority. Public
heal th and safety are anong the top five public concerns. He noted
that the nunber of Al aska State Troopers has increased and attenpts
have been made to further health care concerns such as prescriptive
nmedi cati on expenses. The proposal before the Commttee would all ow
for the anount of the PFD to be decl ared each year based on a five-
year average of the value of the Fund. The proposal woul d guarantee
that the Dividend woul d be paid as supported by the citizens. The
process woul d be re-evaluated at the end of the ten-year period.
This is an effort to address the public's position in this regard.
He enphasized that rather than abandoning this issue were this
proposal unacceptable, Legislators could approach it differently.
He urged themto address it.

Senat or Dyson addressed the comment that, were a spending plan not
adopted, the choices would be to either utilize the CBR and the ERA
or increase taxation. However, a third option, which would be a
further reduction in State spendi ng, was not addressed. Therefore,
he asked what efforts are being taken by the Admnistration, and in
particular the Departnment of Health and Social Services, to
streamine operations and further contain spending. Further
reductions in State spending are his top priority. He pointed out
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that the fact that the FY 05 overall budget is only $17 mllion
nore than FY 04, even with the $88 mllion increase for education,
signifies the efforts nade by the Legislature to reduce spendi ng.
Further cooperation with the Adm nistration in this regard would be
beneficial. He opined that even were the Adm nistration's Spending
Limt, POW, and the 50/45/5 proposal s adopted, wi thout an increase
in revenues through taxation, funding fromthe CBR and eventual |y
the ERA woul d be required next year. A "disservice" would continue
to be provided to education, as, in order to adequately fund it
were the price of oil to decline, funding from the CBR would be
required. In conclusion, he asked whether further reductions to
State governnent would be required in order to address the State's
fiscal situation

Governor Murkowski stated that he would wel cone recommendati ons
fromthe Legislature in this regard.

Senat or Bunde asked the Governor's response were the Legislature to
address these proposals in a Statutory manner rather than to
further them via a statew de ball ot proposal process. He warned
that a vote of the people mght preclude the Legislature from
utilizing Permanent Fund earnings for an extensive period of tine
rather than allowing themto use it.

Gover nor Murkowski expressed that he is aware that the Legislature
has this authority. That right would not be chall enged. However, he
communi cated the belief that a vote of the people should be all owed
when a change in the Permanent Fund is being proposed.

Co-Chair WI ken thanked the Governor for his comments.

Co-Chair WI ken announced that Ms. Frasca woul d be presenting brief
overviews on the bills.

CHERYL FRASCA, Director, Ofice of Budget and Managenent, Ofice of
the Governor, stated that SIJR 101 mirrors the HIR 26- CONST. AM
PERVANENT FUND P.O MV legislation that passed the House of
Representatives at the end of the second session of the Twenty-
Third Al aska State Legislature. It proposes that five percent of
t he val ue of the Permanent Fund coul d be appropri at ed.

Ms. Frasca stated that SIR 102 is the Constitutional distribution
| egi slation that would specify that fifty-percent of the five-
percent of Fund Value POW proposal allotnment would support a
m ni mrum $1, 000 PFD and the fifty-percent bal ance of that all otnment
woul d be divvied up with 45-percent going to support education and
five-percent going to support |local comunities.
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Ms. Frasca stated that SB 1003 would mrror SIJR 102 with the
exception being that the provisions would be enacted Statutorily
rather than Constitutionally. This approach woul d address Senat or
Bunde and Senator Dyson's concerns.

Ms. Frasca stated that the |level of the Permanent Fund, as it is
currently fornulated, could be very volatile in the future. Wre
SJR 102 enacted, the PFD anmount declared in October 2005 woul d be
$1,000. At status quo, there is a 24-percent chance that it would
be at that level. This would be further addressed in forthcom ng
testinmony fromthe Permanent Fund Corporation Executive D rector,
Robert Storer.

Ms. Frasca stated that the 45-percent to education proposal would
assist in addressing future Public Enployee Retirenment System
(PERS) and Teacher Retirenent System (TRS) obligation expenses to
school districts. The FY 05 obligation is projected to anount to
$39 million with another $130 million projected for the follow ng
three years. This would be a chall enge. The 45-percent to education
proposal would provide a solid funding base through which to
support the K-12 student foundation funding formula and the
Uni versity of Alaska. In FY 05, $970 m|llion would be provided to
support the K-12 fornula and the University.

Ms. Frasca stated that the five-percent to | ocal governnents would
provi de funding to State conmunities. She referenced a Depart nent
of Community and Econom c¢ Devel opnent handout, titled "Exanples of
comunity dividend distribution" [copy on file] that depicts
various community allocations, but noted that the Legislature would
have the final determnation in this allocation. In addition to the
chal l enge of funding fuel expenses, local comunities nust also
provide an estimated $22 mllion in PERS expenses in FY 05 and $61
mllion over the followi ng three years.

Ms. Frasca clarified that while SIJR 102 contains a ten-year
Constitutional term nation date, SB 1003 does not, as changes in
Statute could be nmade by a majority vote.

In response to a question from Senator Bunde, M. Frasca stated
that were SJR 102 enacted, its provisions would termnate in ten
years. The Legislature at that tinme could introduce a new proposa
or ask voters to re-ratify the existing proposal.

Ms. Frasca inforned that SIJR 103 proposes a Constitutional Spending
Limt this mrrors the legislation adopted by the Senate Finance
Comm ttee this past Session.

Ms. Frasca stated that SB 1005 is a $77 mllion Transportati on Bond

SFC- 04 (8) 06/ 22/ 04



package that addresses congestion issues, primarily in Anchorage.
O her projects that would be addressed by this bond package are
| ocated in Fairbanks, the WMit-Su valley, the Yukon-Kuskokw m
transportation corridor, and other areas.

Ms. Frasca explained that SB 1004 woul d provi de approxi mately $39
mllion for the University of Al aska system St atew de.

Ms. Frasca stated that these two bond packages woul d not transpire
were a fiscal plan not authorized as the goal is to not to further
burden the State's bond rating.

Co-Chair W/ ken announced that the bills would now be discussed
i ndi vi dual |y.

[ NOTE: Co-Chair G een chaired this portion of the neeting.]
#sjrl101

SENATE JO NT RESOLUTI ON NO. 101

Proposi ng anendnents to the Constitution of the State of
Al aska relating to and Iimting appropriations fromthe Al aska
per manent fund based on an averaged percent of the fund market
val ue.

W LLI AM CORBUS, Commi ssioner, Departnment of Revenue, reviewed five
reasons that support the adoption of the POW proposal: 1) "it
woul d provide a nore reliable revenue streamfor the future," were
oi | conpanies and others to not nake the necessary investnents in
the States' resources that woul d generate the projected next decade
of revenues; 2) it would allow the issuance of State debt needed to
satisfy capital needs, including transportation and educati on needs
as exanpled by the bond packages in SB 1004 and SB 1005; 3) "it
woul d provide a steady reliable dividend streanf for residents; 4)
it would be a "nuch better managenent tool" than that currently in
pl ace through which the Permanent Fund Corporation coul d nmanage the
Fund; and 5) it would provide a spending |imt on the Permanent
Fund. There is approximtely four billion dollars in the Fund "now
that is theoretically avail able" for Legislative appropriation.

Comm ssioner Corbus reiterated the Governor's request that the
State's budgetary deficit be addressed now. Regardless of the
favorable oil prices currently being realized, POW woul d provide a
solution to the problem until other new revenue sources cone to
fruition.

BOB STORER, Executive Director, Al aska Pernmanent Fund Corporation
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stated that POW woul d be a Fund nmanagenent change that woul d al |l ow
that no nore than five-percent of the five-year average of the
value of the Fund to be utilized to support State governnent. The
status quo fornmula is volatile. The Pernmanent Fund Board of
Trustees has enphasized that POW is a nmanagenent tool. One
guestion asked of the Board regards how the Dividend would be
affected by the POW proposal. Two levels of information are
produced by the Board in this regard: the nbost conmonly viewed is
the linear nodel which does not consider market volatility and
sinply projects five-percent of the Fund's value into the future,
wth steady growh. This nodel could be quickly and easily
produced. The second nodel considers market volatility. There is
internal debate as to whether to include market volatility with
ot her PFD projections including: population estinmtes; the size of
the Fund; the extrapolations; and the real rate of return. He
provided a chart titled "Volatility in change in FY 10 per person
di vidend projection over tine" [copy on file] that was devel oped
enconpassing the volatility factor. It reflects that, in a matter
of nmonths, the per capita dividend anount could change "very
quickly,” as the result of "the enornous influence" of short-term
mar ket perfor mance.

SFC-04 1st SS #1, Side B

M. Storer concluded that this nust be considered "when eval uating
what the nunbers would look like as we nove forward.” In the
future, "the disparity would becone ever greater from quarter to
gquarter, nmonth to nonth" based on stock market fluctuations.

Co-Chair Green asked for further explanation of the graph

M. Storer replied that the FY 10 dividend projection graph, which
was based on three-nonth increnental extrapol ations of actual stock
mar ket fluctuations from Septenber 1999 through June 2004, reflects
how t hese market fluctuations would influence the dividend anount.

Senat or Bunde stated that a nore pessimstic view of the future is
devel oped upon observing the FY10 Dividend projection graph.

Senat or Bunde questioned how the Legislature's decision not to
utilize the four billion dollars in the ERA could have a negative
affect on the State's bond nmarket rating, as is "runored."”

Conmmi ssi oner Corbus commented that the Standard & Poors Credit

Rating Agency had, during a previous presentation to the Commttee,
comuni cat ed that the devel opnment of a plan and a net hodol ogy for
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stabilizing the Fund, such as the POW proposal, woul d neet desired
criteria. Leaving the noney in the Permanent Fund in the status of
being potentially available to the Legislature for appropriation
woul d not suffice.

Senat or Bunde asked whet her an actual expenditure of that noney,
regardl ess of any nethodol ogy bei ng devel oped, would satisfy the
bond market's concern, as he pointed out that POW does not specify
how t he funds shoul d be di spersed.

Conm ssi oner Corbus responded that rather than questioning the fact
that the funds are available, they are concerned, for credit
pur poses, whether they are "politically accessible."

Senat or Bunde understood therefore that the expenditure of

approximately $40 mllion of Fund noney for such things as hol d-
harm ess and the processing of the Permanent Fund D vidend
applications wuld not be recognized as an "indication of

accessibility.”

Commi ssi oner Corbus responded that the basis of the concern is the
ability to access the Fund to help balance the State's budget's
difference in spending and revenue.

Senator O son noted that, as depicted on the chart, the Fund
appeared to stabilize after Septenber 11, 2001.

M. Storer responded that the financial narket began to rally after
Sept enber 2001. The quarterly returns since that point have
stabilized.

Senat or Hof f man observed that under the status quo dividend system
each Alaskan is projected to receive a total of $16,440 in PFDs for
the FY 05 - FY 15 period, as reflected in the Departnent of
Revenue' s spreadsheet that is attached to fiscal note #2, dated
June 19, 2004. However, the projections indicate that the POW
proposal payouts for that sane period woul d be approxi mately $4, 000
| ess. The POW proposal m ght be nore palatable to voters were the
payouts aligned. Therefore, he calculated that were SIR 102 altered
to reflect a 60-percent payout for D vidends, 35-percent for State
services, and five-percent for |ocal governnents, it mght be nore
acceptabl e to Al askans.

Commi ssioner Corbus stated that the Admi nistration would wel conme
alternative proposals in order to further these efforts.

Co-Chair W/I ken pointed out that a CBR draw m ght not be required
in FY 04. Had the POW proposal been in place, an additional $1.3
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billion would have been nade avail abl e, but woul d not have required
to fund the budget.

Conmi ssi oner Corbus replied that many changes incl udi ng increasing
needs and decreasing revenues are forecast for the future. He
clarified that only half of the $1.3 billion would have been
available for the State's operati ng expenses.

Co-Chair WIken noted that it is inportant to realize "the
mechani cs” associated with the adoption of the POW program Wre
the FY 05 budget based on $32 per barrel oil prices, a budget
deficit of $387 mllion dollar was projected. However, due to the
fact that the price of oil has increased to $35 per barrel, no
budget deficit is forecast. Wre the POW plan inplenented, the
State woul d receive five-percent of the value of the Permanent Fund
whet her it was needed or not.

Conmmi ssioner Corbus remnded that, in addition to the POW
proposal, there is also a spending Iimt proposal.

Co-Chair WIken acknowl edged and clarified that his question
relates to the scenario absent a spending limt.

Comm ssi oner Corbus expressed that Co-Chair WIken's scenario,
| ooking forward, is based upon there being status quo expenditures.
This woul d not be the case.

M. Storer pointed out that the Pernmanent Fund Board of Trustees

interpretation of the POW plan is that it would specify alimt of
"no nore" than five-percent of the value of the Fund. This
currently would allow for "up to" $1.3 billion dollars being
avai |l abl e for appropriation. "X percent” of that anount, whether it
is fifty-percent or sixty-percent, would be dedicated to neet the
Di vidend obligation. The usage of the bal ance woul d be determ ned
by the Legislature who mght decide not to appropriate it and
thereby allow it to remain in the Fund. The other side of the
equation is that once people get used to spending that noney, it
woul d become habitual. Three options could include: leaving it in
the Fund; noving it to the CBR, or noving it to the General Fund.

Co-Chair WI ken sunmari zed that the Legislature could either spend
it or nove it to the General Fund, leave it in the Fund, or nove it
to the CBR

Co-Chair WI ken understood that noney left in the Pernmanent Fund
could not be used as a credit in another fiscal year.

M. Storer affirnmed. It would be considered as a specia
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contribution to the Fund that woul d be conpounded and earn noney
for the Fund. He reiterated that "the essence of POW" is that no
nore than five-percent of the Fund' s bal ance coul d be appropri at ed.

Senat or Hof f man understood that the average earnings of POW are
projected to be eight-percent with three-percent of that to offset
inflation. He asked for clarification of previous POW testinony in
which it was stated that in sonme years the earnings mght be |ess
t han ei ght percent.

M. Storer expressed that during the devel opnent of the POW pl an
several different scenarios were discussed, with some including a
Statutory guideline utilizing a ten-year noving rate of return
earnings average. He reiterated that different |anguage could be
crafted.

Co- Chair Green understood fromthe Standard & Poors' presentation
that "their primary objective" was that the State of Al aska devel op
a "sustai nabl e new source of revenue" such as an inconme tax or a
sales tax. This was paranount to being able to access the ERA

[ NOTE: Co-Chair WI ken assuned chair of the neeting.]

Ms. Frasca noted that the volatility of the stock market's affect
on the PFD, as explained earlier by M. Storer, supports Senator
Hof f man's concern relating to fluctuating earnings anounts and how
t hey woul d influence the anount of the PFD. She stressed that while
the status quo projection for FY 05 through FY 15 m ght be for
$16,000 in total dividends, this is a projection and m ght not be
real i zed.

Senat or Hof frman referenced the status quo Dividend projection as
depicted in the spreadsheet acconpanying fiscal note #2. The
problemis that voters understand that, were they to not approve
POW, Legislators would not elimnate the PFD. A re-eval uation of
t he POW di vi dend program percentage mght be required to win voter
approval. He reiterated his suggestion that 60-percent of the
earnings rather than 50-percent be the basis for the PFD.

M. Storer responded that, while he could not speak to the
percentage level as that is a policy decision, two conponents
shoul d be considered in the nonetary projections; one being the
volatility of the financial market and the other being "current
Statutes that contenplate |ess than a five-percent payoff." Wre
nore than five-percent allocated, the size of the Fund woul d be
reduced. A smaller Fund would reduce the anount available for
future PFD all ocati ons.
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Senat or Hof f man poi nted out that the aforenentioned chart depicts
t hat under POW the projected Fund val ue woul d be approxi mately $37
billion in FY 15. The current system wth its higher dividends,
woul d have a bal ance that exceeds the projected POW bal ance by
eight mllion dollars.

Ms. Frasca commented that, in regard to the $1.3 billion that would
be available were the POW plan inplenented, this is the reason
that the Adm nistration regards the spending limt |egislation, SIR
103, as part of the packet. These are not stand al one issues but
are rather parts of a package. She pointed out that even though the
Legislature currently has the ability to appropriate the noney in
the ERA, it does not nean that they do. Therefore, were there a
bal anced budget, the fact that the Legislature could access noney
t hrough the POW, would not require that it be spent. Including the
spending limt legislation with the POW proposal would assure
Al askans that "government would not grow at the expense of the
Per manent Fund earni ngs."

Co-Chair WIken referenced the sheet titled, "Exanples of commnity
di vidend distribution" that was provided by the Governor; which
depicts that the community dividend being proposed woul d provide
the Fairbanks North Slope Borough $4.6 million and the Cty of
Fai rbanks $2.6 million. He understood that rather than this being
new noney, it would be a fund source change.

Ms. Frasca clarified that this would be new funding. It would serve
to offset funding that was once available in the form of such
things as revenue sharing and municipal sharing progranms. This
sheet depicts a hypothetical nmethodology developed by the
Departnent of Community and Econom c Devel opnent. She stated that
each wunincorporated community would receive $25,000, each city
woul d receive $50,000, and each borough would receive $250, 000.
Addi ti onal per resident allowances would al so be provided.

Senat or Hof f man asked whet her | anguage shoul d be incorporated into
the ballot nmeasure to specify that were either the POW or the
spending limt proposal defeated, neither woul d be enacted.

Ms. Frasca stated that such | anguage could be incorporated. This
had been consi dered.

Co-Chair WIlken stated that the discussion "blended together”
information relating to both SIR 101 and SJR 102.

Senator B. Stevens declared that, while he appreciates the
di scussions, no new i nformati on has been presented.
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#sjr102

SENATE JO NT RESOLUTI ON NO. 102

Proposi ng anendnents to the Constitution of the State of
Al aska relating to and limting appropriations fromthe
Al aska pernmanent fund based on an averaged percent of the
fund market value and relating to permanent fund dividend
payment s.

Ms. Frasca stated that this proposal is a new approach in that it
woul d incorporate into the State's Constitution an appropriation
di stribution plan.

Senator Hof fman asked the reason a ten-year termnation date
pertaining to the Permanent Fund D vidend was incorporated into the
proposal. He argued that elimnating that term nation clause m ght
make the proposal nore acceptable to voters.

Comm ssioner Corbus responded that it is included to address
concern about enshrining the Dividend in the Constitution. This
woul d provi de an opportunity to review the decision in ten years.

Ms. Frasca noted that projections indicate that new resource
revenues would be realized in approximately ten years. Therefore
the ten-year tinefrane would provide a tenporary bridge until that
time. It would allow an opportunity to re-evaluate the State's
finances in ten years.

Senator Hoffrman stated that it mght be nore advantageous to
specify now that the Permanent Fund Dividend woul d be permnent
rather than allowing this issue to becone a political issue in ten
years.

Senat or Bunde commented, "or the reverse is that we wll opt to
enshrine any entitlement and it'll be permanent."”

Senat or Hof fman stated that no one would canpaign to |ower the
percent allotted to the Permanent Fund Di vi dend program

Senator Bunde countered that this would be avoided were the
Di vi dend not enshrined in the Constitution.

Senator B. Stevens opined that the times of canpaigning "on the
D vidend are over."

#sjr103
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SENATE JO NT RESOLUTI ON NO. 103
Proposi ng anmendnments to the Constitution of the State of
Al aska relating to an appropriation limt.

Co-Chair WIlken stated that this legislation would repeal and
replace the existing appropriation limt in the Constitution wth a
spending limt that would establish a noving three-year average as
the base for the application of the limt. This legislation would
termnate on July 1, 2009.

Ms. Frasca comented that this proposal mrrors the comittee
substitute for HIR 9 that was adopted by the Senate Finance
Commttee. That conmttee substitute incorporated three new
anmendnents into the bill. The House accepted two of those: the no-
rat chet down cl ause and the exenption provided to the receipts of
the University of Al aska.

Senator B. Stevens recounted the Conmttee and Senate fl oor action
on the bill. This resulting Senate Finance bill essentially failed
passage three tines in the Senate.

Ms. Frasca interjected that it failed two rather than three tines.

Co-Chair W1 ken understood that the Commttee had passed an anended
House version of the bill

Senat or Dyson commented that insufficient tine has been nade
available to review the material. Language in this bill appears to
differ from the version reported out of the Senate Finance
Commttee as SJR 103 does not specify which of the two Iimting
factors depicted in Section 1, Subsection 16(a)(1)(B) on line 14,
page one or in Section 1, Subsection 16(a)(2) on page two, line two
shoul d be used in the calculation. The desire was that the |esser
of either Section 1, Subsection 16 (b) or (c) be utilized.

Ms. Frasca responded that this would be reviewed with the bill's
drafter, as the understanding was that the bill reflects that
desire.

Senat or Dyson voi ced support for the | anguage that was adopted by
the Senate Finance Conmttee. He asked for confirmation that such
things as the exenption of the University's bookstore receipts were
i ncorporated into SJR 103.

Ms. Frasca assured that the University exenptions were provided in

the bill as reflected on Section 1, Subsection 16(d)(11) on page
three, line twelve.
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Senat or Dyson acknow edged.

Senat or Dyson asked for assurances that the exceptions approved by
the Senate Finance Conmttee were, in their entirety, included in
SJR 103.

Ms. Frasca assured that while drafting clarifications were
conducted, the intent of the |anguage in SIJR 103 should mrror that
of the Senate Finance Committee bill that reported from Commttee.
This would be further verified with the drafter. Language
pertaining to the drafting of |anguage for clarification purposes
is specified in Section 1, Subsection 16 (e) on page three, line 22
of the bill

#sb1003

SENATE BI LL NO. 1003

"An Act relating to the incone of and appropriations fromthe
Al aska permanent fund under art. |X, sec. 15(b), Constitution
of the State of Al aska, and neking conform ng anendnents

relating to permanent fund dividend paynents of at |east
$1,000; relating to the determ nation of net income of the
mental health trust fund; and providing for an effective
date."

Co-Chair WIlken stated that this legislation would serve to
all ocate the dollars available for appropriation fromthe Al aska
Per manent Fund, were the POW anendnent adopt ed.

Ms. Frasca stated that this legislation would Statutorily provide
for the distribution of the earnings under the POW payout. It
woul d specify that 50-percent of the payout woul d be dedicated for
Di vi dends, 45-percent would provide for State services, and five-
percent woul d be allocated to nunicipal dividends. Statutory rather
than Constitutional | anguage woul d be enacted by this bill

#sb1004
SENATE BI LL NO. 1004
"An Act providing for and relating to the issuance of general
obligation bonds for the purpose of paying the cost of design,

construction, and major nmaintenance of facilities at the
University of Al aska; and providing for an effective date."

Co-Chair Wl ken stated that this bill would authorize the issuance
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of general obligation (GO bonds to finance capital i nprovenent
projects for the University of Al aska. $38,904,000 would be
provided to address the University's nost critical needs.

Ms. Frasca stated that the $39 billion GO bond package would
address projects identified by the University. The caveat is that
were no fiscal plan adopted, these funds would be nullified.

Senat or Bunde asked for a better definition of what would qualify
as a fiscal plan.

Ms. Frasca stated that |anguage in this regard is located in the
bill in Section 10, page four beginning on line 26. The reason the
i ssuance of the GO bonds is tied to the fiscal plan is to prevent
any further burden from negatively affecting the State's bond
rating.

Sec. 10. Sections 1-7 of this Act take effect on the date that
the |ieutenant governor certifies to the revisor of statutes
t hat

(1) a majority of the qualified voters of the state who
vote on the question at the 2004 general el ection
affirmatively voted in favor of the 2004 anendnents to the
Constitution of the State of Alaska relating to and limting
appropriations from the Al aska permanent fund based on an
average percent of the fund market val ue; and

(2) the issuance of bonds authorized by this Act is
ratifies by a majority of the qualified voters of the state
who vote on the question at the 2004 general election.

Senat or Bunde understood therefore that the "Pure POW" and the
spending limt nust be approved in order for these GO bonds to be
al | owed.
Ms. Frasca clarified that, while voters nust approve POW and the
use of the earnings, the approval of a spending limt would not be
required.

Senat or Bunde asked whether |anguage in Section 10 regarding
"limting appropriations” would refer to a spending limt.

Ms. Frasca clarified that the | anguage pertains to appropriations
fromthe Permanent Fund.

Senat or Bunde understood therefore that were the POW adopted, the
Uni versity bond package could go forward.

Ms. Frasca stated that this is howit is envisioned. The Depart nent
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of Revenue would be able to answer the concern as to whether the
adoption of the POW wthout a spending |imt would affect the
State's bond rating.

Conmm ssi oner Cor bus understood, fromthe Standard &Poors testinony,
that the adoption of a "POW" program woul d be satisfactory.

Senat or Hof f man asked the reason that K-12 school constructi on was
not included in this proposal.

Ms. Frasca understood that this |egislation specifically concerns
funding for the University of A aska as K-12 school construction is
addressed through the school debt retirenment program Approxi mately
$80 million was provided to that programin FY 04. In addition, a
K-12 school bond package was approved a dew years prior and sone of
those projects are underway today. Therefore, at this tinme, a
smal | er package specifically to address University needs is being
pr oposed.

Co-Chair WI ken asked for an overview of the University projects
identified beginning on page two, beginning on |ine twelve through
line thirteen on page three; specifically whether the projects
woul d be new, woul d be upgrades, or would conplete a project.

Ms. Frasca stated that this information would be provided.

PAT PITNEY, Director of Budget Developnment and Institutional
Pl anning, University of Al aska testified via tel econference froman
offnet site, and noted that the first project |isted, the Anchorage
canpus's Integrated Science Facility construction would be
considered as being inits first phase.

Co-Chair W1 ken asked that descriptive information for the 13
proj ects be provided.

Ms. Pitney stated that this information would be provided.

The bill was HELD in Conmittee.

SFC- 04 1stSS #2, Side A 4:43 PM
#SB1005
SENATE BI LL NO. 1005
"An Act providing for and relating to the issuance of general

obligation bonds for the purpose of paying the cost of state
surface transportation projects; and providing for an
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effecti ve date.”

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

Co-Chair WIlken stated that this |legislation would authorize the
i ssuance of GO bonds to fund surface transportation capital
i mprovenent projects amounting to $76, 700, 000.

Ms. Frasca stated that the descriptions of the projects are
included in the bill packet. The benefits of these projects
i ncl ude: alleviating congestion, safety issues; resource
devel opment relationship projects; and supplenenting existing
funding that was generated by a year 2002 GO bond package. In
addition, the bill would provide funding for a programin which the
State would wupgrade a road wthin a comunity wth the
understanding that the community would, going forward, assune
responsibility for it.

Senator Bunde noted that problens currently exist in the
Muni ci pality of Anchorage in that there are State roads within the
Muni cipality. The Minicipality does not maintain those roads.

JEFF OTTESEN, Director, D vision of Program Devel opnent, Depart nent
of Transportation and Public Facilities explained that |anguage in
this bond package would clarify that, were the State to construct a
road within a nmunicipality, the ownership and obligation of the
road woul d belong to the nmunicipality.

Senat or Bunde asked whet her, upon conpletion of the intersection
upgrade at the Lake Otis and Tudor Roads, which are State roads,
t hose roads woul d becone the responsibility of the Miunicipality of
Anchor age.

M. Otesen clarified that the language is specific to new
construction rather than upgrades. Therefore, these roads woul d not
be affected.

Senat or Hof fman asked regarding Item #9 in the package, which is
the Al eknagi k-Wod River Bridge Design. This project has been
di scussed for at |least ten years. He understood that the planning
and design of the project had been conpleted but that right of way
i ssues have devel oped.

M. Otesen stated that, being funding dependent, project work has

been sporadic. The Environnental |npact Study (EI'S) has recently
been conpleted. The next phase would be to conplete the final
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design. Wiile the authority to expend federal dollars had been
previ ously approved, that funding had not nmaterialized. This area
has a tragic safety record, including several drownings that
occurred when people attenpted to cross the river, and is on the
Governor's priority list.

Senat or Bunde asked how the three Anchorage projects were chosen,
specifically whether citizens were involved in the process. He
noted that due to the fact that the projects are State roads, the
federal Anchorage Metropolitan Transportation Study (AVATS) was not
a factor.

M. Otesen responded that while no direct citizen involvenent
occurred, the projects are high priorities of both the State and
the Minicipality as the Mdtown area is a very congested
bottl eneck. Conpletion of these projects would significantly
al l eviate congestion in that area.

Senator Bunde understood therefore that the State and the
Muni ci pality nade the decision

M. Otesen affirned.

Senat or Hoffrman asked regarding Item #12, the Yukon-Kuskokw m
Ri vers Transportation Corridors EI'S & Design project.

M. Otesen stated that this project for allow for the continuation
of a transportation corridor in the Donlin Creek M ne area. Federa
and State bond funding provided prior funding. This project would
enhance resource devel opnent in the area; specially coal deposits.

Senator Hoffrman asked for further information regarding the
| ocation of this project.

M. Otesen explained the area is near St. Mary's in the Kuskokw m
Ri ver drai nage.

Co-Chair W Il ken asked the Departnment to provide an explanation
regardi ng each of the projects and whether the funding would be
regarded as the begi nning, the continuation, or the conpletion of
t he project.

Senat or Bunde spoke to the Admi nistration's position that a | ong-
range fiscal plan nust be devel oped before any further bond
i ndebt edness could occur. He asked whether this position is
specific to this Special Session.

Ms. Frasca stated that this reflects the Governor's position in
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regards to any further GO debt to the State. It is not specific to
this Special Session.

Senator B. Stevens asked whet her the CGovernor has possession of the
operating and capital budgets at this tine.

Ms. Frasca did not think so, but wuld verify this. The
Adm ni stration has been requesting information from Legislators
regardi ng SB 283- APPROP: CAPI TAL/ SUPPLEMENTAL/ REAPPROP/ CBR i n or der
toreviewit for public record.

In response to a question from Co-Chair G een, Ms. Frasca expl ai ned
that the information being requested is in regard to any additions
to the bill, for such things as |ocal district projects.

Co-Chair Green stated that in the ten years that she has been
involved in the Legislature, she has not experienced such a request
fromthe Adm nistration.

Co-Chair WI ken understood that the request regards "legislative
add-ons."

Ms. Frasca stated that this request would be simlar to information
requested by the Co-chairs regardi ng projects.

Senator B. Stevens asked whether the outcone of this Special
Sessi on woul d have any wei ght on the Governor's decision pertaining
to legislation that passed the Legislature during the Second
Session of the Twenty-Third Legi sl ature.

Ms. Frasca responded that the Governor could nore appropriately
respond to that question.

Co-Chair Wl ken ordered the bill HELD in Committee.
#

ADJ QURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 04:56 PM
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