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ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal | ed the House Special Conmittee on Ways
and Means neeting to order at 8:29:37 AM Represent ati ves
Seaton and G uenberg were present at the call to order
Representatives Rokeberg, Sanuels, and WIlson arrived as the
meeting was in progress.

HB 52- LONG RANGE FI SCAL PLAN

CHAI R VEYHRAUCH announced that the first order of business would
be HOUSE BILL NO. 52 "An Act relating to adoption and revision
of a conprehensive long-range fiscal plan for the State of
Al aska."

8:31:35 AM

REPRESENTATI VE GRUENBERG relayed that he and Representative
Harris, originally introduced HB 52 during the Twenty-Third
| egislature and in its previous incarnation it was House Bill
493. The first section of HB 52, contains |egislative findings
t hat indicate the areas for which the legislature is
responsi bl e, such as: public health and welfare, public
education, developnent of natural resources, public safety,
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public facilities, and environnmental protection. In order to
carry out these responsibilities the |egislature nust budget a
reasonabl e |evel of expenditures to finance the operations of
state governnent. There is often a significant disparity
bet ween the revenue sources used and the expenditures necessary
to maintain a reasonable |evel of state services, he noted. He
related that revenue sources fluctuate and Al aska needs
stability. For several years, the |egislature has addressed the
disparity by drawi ng against the balance in the constitutional
budget reserve fund (CBR), which has been declining to a |evel
that requires the devel opnent of a sound fiscal plan. The |ong-

range conprehensive fiscal plan will encourage the discipline
necessary to ensure the budget renmains balanced and properly
pl anned, which will stabilize the state's econony.

REPRESENTATI VE CGRUENBERG said that he was "surprised” that no
statute existed requiring the state to adopt and nmintain a
stable long-term fiscal plan. This legislation would require
the legislature to adopt and annually revise a conprehensive
| ong-range fiscal plan to bal ance state revenue and expenditures
for the current and succeeding four years. The plan, he
expl ai ned, nmust set out projected revenue available and
anticipated expenditures for the operation of state governnent
for each fiscal year. For each fiscal year of projected
expenditures that exceed projected revenue, the plan nust
i nclude proposals to achieve the follow ng: balance the budget,
encourage real economc growmh and stability, inprove the high
quality of Ilife, develop natural resources, provide education,
maintain public health and safety, and ensure that state
government provi des services as efficiently as practical, while,
reducing state expenditures where possible. Furthernore, the
| egi sl ature nmust: protect the principal of the permanent fund in
accordance with the constitutional nandate, use the earnings of
the fund to provide for inflation-proofing, maintain a strong
dividend program and repay the legislature's legal flexibility
to determine the appropriate use of the remaining earnings of

the fund. The legislature nust examne and plan for ways to
raise the necessary revenue for the operation of state
government while maintaining a stable tax environnent. The plan

must contain provisions to maintain the integrity of the CBR
which was established under the constitution to ensure that a
prudent mnimal balance in the fund remains available to provide
fundi ng for energencies.

8:37:02 AM
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REPRESENTATI VE GRUENBERG, in response to Representative Seaton,
related that the expenditures of the state have never surpassed
t he revenue sources of the state.

8:37:46 AM

REPRESENTATI VE GRUENBERG in response to Representative WIson,
said that HB 52 directs the legislature to consider all the
revenue sources of the state, such as: the permanent fund, the
permanent fund dividend, the CBR, the ERA [Earnings Reserve

Account], and the enactnment of taxes. How the |egislature
appropriates those funds is under its jurisdiction, he
hi ghl i ght ed.

8:39: 06 AM

KEVIN RITICHE, Executive Drector, Alaska Minicipal League
(AML), relayed that the AML and its menbers support the proposal

for a long-range fiscal pl an. He related that many
muni ci palities have a five-year plan to bal ance the budget. He
said, "The only thing nore dangerous than planning, is not
pl anni ng. "

8:39: 59 AM

MR RITCH E, in response to Chair Wyhrauch, related that many
municipalities, |like Juneau, try to "l ook ahead five years.™
8:40: 08 AM

MR RITCHE in response to Chair Wyhrauch, said he could not
answer whether any ordinance or statute used the term "l ong-
range fiscal plan.” He explained that the Cty and Borough of
Juneau had a five-year fiscal plan, but it was not called a
"l ong-range fiscal plan” in the ordinance.

8:40: 36 AM

REPRESENTATI VE ROKEBERG noted that, although he could not recal
the exact statute, in his research for balancing the budget he
found a statuary requirenent existed for a |long-range
proj ecti on.

8:40: 52 AM

REPRESENTATI VE W LSON commented that she has received nunerous
emails and letters from statew de muni cipalities and
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organi zati ons "begging" the legislature to propose a long term
fiscal plan, simlar to the proposal of HB 52.

8:.41:29 AM

REPRESENTATI VE ROKEBERG said that the legislature needs to adopt
a long-range fiscal plan and not just a bill that talks about
it. He expressed concern that the bill would deflect from the

urgency to adopt such a plan.
8:41:41 AM

CHAI R WEYHRAUCH related that a bill is nmerely "fluff" conpared
to the substance.

8:41:53 AM

TADD OVENS, Executive Director, Resource Devel opnent Council for
Al aska, Inc., said the council has been concerned about the
state structural fiscal inbalance for over a decade. Although

the council's board has yet to take a formal position on HB 52,
the council is "anxious to work with the |egislature on any and
all ideas to nove the state closer to a long range fiscal plan,”
he said. This year's budget surplus offers the |egislature the
opportunity to rmake "tough decisions” regarding fiscal
responsibility over the long term he noted.

8:43: 33 AM

CHAI R WEYHRAUCH noted that M. Ownens' position mrrors that of
t he "Chanber, AARP, and many other [institutions]."

8:43:40 AM

MR. OWNENS, in response to Representative Seaton, relayed that
the council's [opinion that] the state is not in a situation
where there is no revenue or revenue options to cover the
expenditures, rather it's an allocation issue. The counci l
believes that particular steps should be taken to address the
| ong-term fiscal inbalance, such as: budget discipline, uses for
the permanent fund earnings for something other than dividends
alone, a constitutional anendnent for percent of narket value
(POW), and, if necessary, the institution of a statew de tax.

8:46: 28 AM
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MR. ONEN, in response to Representative Rokeberg, said that the

council is westling with a |ong-range conprehensive fiscal plan
versus making increnental inprovenents to the status quo when
possi bl e. However the council is wlling to work on any idea

that would "drive the state forward," he rel at ed.
8:48: 17 AM

REPRESENTATI VE CGRUENBERG clarified that HB 52 is not an
alternative to an actual fiscal plan because both are necessary
in order for the state to plan ahead.

8:48:48 AM

MR. OVNENS related that the council wants what is best for the
state, and if the conbined efforts of both HB 52 and a [I ong-
range] fiscal plan perpetuate that process, then the counci
supports both actions.

8:49: 15 AM

CHAIR WEYHRAUCH stated that the aforenentioned issues are
i nportant to consider when attenpting to resolve the fiscal gap.

HB 143- POLI CY ON GENERAL FUND REVENUE SHORTFALL

8:49: 53 AM

CHAI R WVEYHRAUCH announced that the next order of business would
be HOUSE BILL NO 143 "An Act relating to the policy of the
state regarding the source of funding used to cover a shortfal
in general fund revenue."

CHAI R WVEYHRAUCH said that HB 143 is intended as a conpani on bil
to SB 88, which establishes that if there were a budget
shortfall, the policy of the legislature would be to fill that
shortfall wusing the earnings from the ERA and the CBR The
public should be aware of the state's fiscal deficit and the two
funds that can be accessed, he noted.

8:51:25 AM
ROB CARPENTER, Fiscal Analyst, Legislative Finance Division,
provi ded a Power point presentation on the effects of HB 143. He

said that the bill is essentially the sane as SB 88, but it was
reworded and deals with tax issues. The first slide illustrated
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that HB 143 would be appropriated equally from the CBR and the
ERA, if there were a shortfall in the general fund.

8:52: 29 AM

MR. CARPENTER presented the slide entitled, "Wiy? \here's the
probl en?", that detailed that the fiscal gap of the state budget
resides in general fund revenue and appropriations, which is
roughly one-third of the budget. Al t hough nost don't i nclude
the permanent fund in the budget, it is a mgjor conponent of
appropriations for dividends and inflation-proofing, he said.

8:53:26 AM

MR. CARPENTER, in response to Chair Wyhrauch, reiterated that
the mpjority of the noney used from the permanent fund reserve,
to operate the capital budget, is for the appropriations of the
di vidend, which is about $1 billion per year, and inflation
proofing the principle of the permanent fund.

8:54: 07 AM

MR. CARPENTER, in response to Chair Wyhrauch, said that other
state governnment uses for the permanent fund ERA include the
following: the Departnment of Health and Social Services' hold
harm ess program and both the Departnent of Revenue and the
Department of Natural Resources for supplenenting their budgets
for the [work these departnments do with] royalty deposits to the
per manent fund.

8: 55: 36 AM

MR. CARPENTER, in response to Chair Wyhrauch, said that after
all the appropriations, inflation proofing, and the permanent
fund dividend, the unused anmount in the ERA for the fiscal year
(FY) 2005 totals about $2.1 billion. In further response to
Chair Weyhrauch, M. Carpenter said the ERA's $2.1 billion could
be utilized by a majority vote of the legislature otherw se the
$2.1 billion will be invested in the asset allocation of the
per manent fund.

8:56:11 AM

MR. CARPENTER, in response to Chair Wyhrauch, relayed that the
$2.1 billion is "alnost the sane amount” as the state's
operating budget. In FY 2005, not including supplenentals, the

state and capital operating budget was $2.3 billion, he added.

HOUSE WM COW TTEE -7- February 18, 2005



8:56: 59 AM

REPRESENTATI VE ROKEBERG pointed out that, "In October of 2002
the earnings reserve had a negative bal ance, and had the market
not returned, there would not have been sufficient noney to pay
t he dividend."

REPRESENTATIVE WLSON recalled that the ERA had a negative
bal ance two different tines.

8:57:39 AM

MR. CARPENTER, in response to Representative WIson, agreed to
provide the committee with details about the ERA the CBR, and
budget reports detailing expenditures. He added that the Al aska
Per manent Fund Corporation provides nonthly financial reports
that detail the anmpbunt of the principal of the fund as well as
t he ERA

8:58: 05 AM

REPRESENTATI VE WEYHRAUCH relayed that a joint neeting of the
Senate and House Finance Conmttees' neeting on February 17,
2005, gave the historical review and future prognosis of the
ERA.

8:58:15 AM

MR. CARPENTER presented the slide entitled, "...Wat's the
probl en?", which shows the two problens the state faces with the
general fund (GF) revenue. [ Those problens] are the volatility
of the GF and declining projections of the G- in the future.

8:59: 06 AM

CHAI R WEYHRAUCH surm sed that the difference between the white
bars and the maroon background, on the graph, represents the gap
between inconme and expenditures. If HB 143 becane l|law, the
mechani sm for having the maroon line neet the top of the white
bar would be to split the difference between the CBR and the
ERA. The darker blue field on the right-hand side of the graph
is assunptions based on a gas pipeline, the devel opnent of the
Arctic National WIdlife Refuge (ANWR), and other resource
devel opnent .
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MR. CARPENTER agreed with Chair Wyhrauch's understandi ng of the
chart.

8:59: 50 AM

MR. CARPENTER, in response to Representative Seaton, clarified
that the maroon baseline represents the current revenue received
fromoil fields and taxes, but the figure does not include the
earnings fromthe pernmanent fund.

9:00: 31 AM

MR. CARPENTER, in response to Chair Wyhrauch, said that the
green dianonds in the FY 06 bar represented FY 05, due to
technical difficulties with the conputer program

9:01: 26 AM

MVR. CARPENTER, in response to Representative G uenberg,
acknow edged that the 2 percent state spending increase was an
assunption necessary to estimte the future budget needs, but in
no neans relates to actuality.

9:02: 00 AM

MR. CARPENTER related that it was necessary to choose an
assunption and the 2 percent assunption rate was chosen based on

the inflation rate of 2 percent or 2.6 percent. However, for
FYO6 and FY07, a baseline figure from 2005, which was about $2.3
billion, was added to the Teachers' Retirenent System (TRS) and

Public Enployees' Retirenent System (PERS) wunfunded liability
for the following 2 years, and he "threw it at two percent," he
expl ai ned.

9: 02: 38 AM

REPRESENTATI VE ROKEBERG poi nted out that |ast year the commttee
projections were "leading the pack” with its future projections.

9:03: 15 AM

REPRESENTATI VE GRUENBERG pointed out that the rows to the left
of the green dianonds are actual figures and the rows to the
right of the green dianonds are projections. He said "And so we
don't see, in fact, that the budget has gone up at a 2 percent
rate. We've seen it affected and that has been effected by what
the legislature itself has done .... "
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9:04: 02 AM
MR. CARPENTER replied, "You could say that."
9:04: 14 AM

REPRESENTATI VE GRUENBERG added "Not entirely, because we're
governed by how nuch noney we have and what our needs are, but
my point is that we are, to sone extent, the masters of our own
fate .... "

9:04: 23 AM

REPRESENTATI VE SAMUJELS asked what would be the policy of HB 143
if the CBR is unable to cover its portion. He asked, "Can you
go to the earnings reserve, or are you inplying that you have to
go to a new tax?"

9:04: 42 AM

CHAI R VEYHRAUCH sai d that structurally the bill does not address
whet her the CBR cannot cover its portion.

9:04:51 AM

REPRESENTATI VE SAMUJELS asked if "Before the enactnment of a new
tax," inplies that sonething like a tobacco tax could not be
considered as a revenue neasure. Could it even be discussed if
no noney i s needed, he al so asked.

9:05:19 AM

CHAI R VEYHRAUCH added that the aforenentioned question should be
addressed as part of the bill deliberation.

9:05: 25 AM

REPRESENTATI VE W LSON asked if the term "Before the enactnent of
any new tax," refers to a new tax devel opnent or to the addition
of a current tax.

CHAIR WEYHRAUCH reiterated that question should be addressed as
part of the bill deliberation.

REPRESENTATI VE WLSON commented that the graph fluctuates over
the years due to the state not keeping up wth inflation.
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Therefore, she indicated that that state needs to adjust to keep
up with the status quo.

9: 06: 27 AM

REPRESENTATI VE ROKEBERG comented that the budget went down due
to a lack of revenue and there were extreme amounts of
shortfalls of up to $1 billion per year.

9:06: 47 AM

REPRESENTATI VE SEATON added that the decline should also be
attributed to the policies nmade by the |egislature. He
highlighted the policy decisions about whether to raise the
budget or to streanline governnent.

9:08: 29 AM

MR. CARPENTER presented the graph entitled, "...and things can
change quickly", which details the proposed general fund budget
for FY 06. The graph assunes the governor's proposed budget

plus $117.5 mllion for the FY 06 PERS and TRS costs. The graph
assunes the average price of oil needed to "break even" for the
G- and where the fiscal gap or surplus would be depending on
those oil prices. At $2.6 billion, the oil prices can "break
even" at $42 per barrel. H gher prices would cause a surplus
and |l ower prices would cause a fiscal gap, he noted.

9: 09: 39 AM

MR. CARPENTER, in response to Chair Wyhrauch, said that the
graph was for the upcom ng FY 06.

9: 09: 56 AM

MR. CARPENTER, in response to Representative Guenberg, related
that the bottom of the graph should be |abeled price per barre
of oil. For further clarification, he added that the bottom of
the graph was the average price throughout FY 06.

9:10: 26 AM

MR. CARPENTER, in response to Representative WIson, confirned
that the graph shows that the oil price will have to remain at
$42 per barrel for an entire year in order to prevent a deficit
or a surplus. The projections also assune the governor's

budget, he added.
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9:10: 54 AM

MR. CARPENTER, in response to Representative WIson, said that
the price of oil yesterday was around $41 to $42 per barrel.

9:11: 06 AM

REPRESENTATI VE WEYHRAUCH asked why the blue field [referring to
the sanme graph] |labeled "Unrestricted General Fund Revenue,”
shows a dimnishing line towards the left.

MR. CARPENTER explained that the blue field dinmnishes because
if the state were to average $25 per barrel for the year, there
would be $1.6 billion in revenue, which would be roughly $1
billion less than the expenditures.

9:12: 03 AM

REPRESENTATI VE GRUENBERG inquired as to the "statistically
projected" price of oil for FY 06.

MR. CARPENTER replied that the Departnent of Revenue establishes
the revenue projections, which estimates $32 to $35 per barrel
[in FY 06]. In further response to Representative G uenberg, M.
Carpenter said that he has never seen a standard deviation chart
with the price of oil projections for an entire year.

9:13: 24 AM

REPRESENTATI VE ROKEBERG poi nted out that sensitivity charts are
avai |l abl e through the Departnent of Revenue.

9:13: 41 AM

MR. CARPENTER for clarification purposes asked Representative
G uenberg if he was interested in the volatility of oil prices.

REPRESENTATI VE GRUENBERG cl arified that he was interested in the
statistical assunptions for figuring what the probabilities are

that the state will have the Departnent of Revenue's assuned
average oil price.

9:14: 07 AM

REPRESENTATI VE ROKEBERG commented that the Departnent of Revenue
does not do sensitivity charts for the aforenentioned data, but
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it does the correlation charts between the budget and the price
of oil.

9:14: 36 AM

REPRESENTATI VE SEATON commented that the aforenenti oned data was
presented to the conmttee during a previous neeting regarding
the percentage of time and the accuracy of oil projections by
the state and the other entities that project oil prices.

9:15:23 AM

MR. CARPENTER presented the slide entitled, "...and they have",
which details that the CBR has been used to fill the fiscal gap
8 out of 12 years. Furthernore, approximately $5.5 billion has
been withdrawn to bal ance the budget. The state has deposited
$5.6 billion into the CBR and earned $1.6 billion in interest,
he rel at ed.

9:16: 02 AM

CHAIR WEYHRAUCH clarified that $5.6 billion has been deposited
back into the CBR by the oil settlenent nonies. Thus, the noney
deposited is independent of the legislature because it 1is
i ndependent of any appropriations out of the CBR

9:16: 38 AM

MR. CARPENTER related his belief that the $5.6 billion seens to
be $1 billion off because he recalled the liability of the CBR
to be $6.5 billion.

9:16:46 AM

MR. CARPENTER, in response to Chair Wyhrauch, said that the
deposits into the CBR have been ongoi ng since 1999.

9:16: 56 AM

MR CARPENTER presented the next slide entitled, "...for
exanpl e", which shows the CBR balances and the draws incurred.
The maroon colums represent the continuing balance, the blue
colums represent the actual draw to bal ance the budget, and the
green line is an average draw. In FY 99, the state borrowed
over $1 billion, he noted.
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CHAIR VWEYHRAUCH comrented that the green line shows a steady
| evel average draw.

MR. CARPENTER added that the price value is a stabilized average
as opposed to a rolling average.

9:18: 01 AM

REPRESENTATI VE GRUENBERG pointed out that the green "average"
draw is an arithnmetic nean draw rather than a nedi an. He asked
what the nedi an draw woul d be.

MR. CARPENTER responded that he did not have the answer to that
guesti on.

9:18: 33 AM

MR. CARPENTER presented the slide entitled, "Potential Future
Gl and Gas Revenue.™ The light blue area shows the baseline
general fund revenue on decline, the |ine above it shows the
general fund budget increasing, and the areas to the far right
are resource devel opnent projections. He said that the problem
years will occur from 2006 to 2013. The assunptions of a 2
percent growh are calculated in these projections, he added.

9:19:46 AM

REPRESENTATIVE WLSON commented that this graph shows that
unless the legislature is willing to take action soon, in the
next couple of years, it will not be fun to be a | egislator.

9:20: 11 AM

REPRESENTATI VE ROKEBERG added that was the case in 1989 and
2001, when the legislature was drawing down $800 million to $1
billion per year from the CBR because the price of oil had
pl ummet ed.

9:20: 25 AM

MR. CARPENTER, in response to Representative Seaton, said that
the price of oil, calculated in the general fund revenue
projections, is provided by the Departnent of Revenue. The |ong
term projection is $22 per barrel, and there is a three year
horizon of what the price is going to be, and then it goes to a
five-year average.
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9:21: 11 AM

MR. CARPENTER, in response to Representative Seaton, relayed
that production is an issue because it is in decline, so the
price would probably have to increase to coincide with the
grow h in the budget.

9:21:46 AM

REPRESENTATI VE SEATON commented that it is inportant for the
commttee to know the different scenarios of the wunderlying
assunptions that cause a fiscal gap.

9:22:13 AM

MR. CARPENTER, in response to Chair Wyhrauch, said that the
projection of 2 percent cones from the Finance Division, the
projections of $22 per barrel and the green field |abeled, "Gas
Pi peline” both come fromthe Departnent of Revenue.

9:22:30 AM

MR. CARPENTER presented the slide entitled, "Several Pots of
Money. " The slide details the wvarious options and funds
available to deal wth the fiscal gap. The options are as

follows: reducing state spending, wusing the permanent fund
earnings, and creating an inconme tax, a corporate incone tax,
and a sal es tax.

9:23: 20 AM

CHAI R WEYHRAUCH comrented that the sales tax assumes that it
coul d generate $200 to $300 million.

MR. CARPENTER, in response to Chair Wyhrauch, said that the
corporate tax is a potential tax and the figures |abeled, "Oher
Revenues"” and "CBR, " are in existence.

9:23:50 AM

REPRESENTATI VE ROKEBERG inquired as to the source of the
figures, because they are inconsistent with sonme of the previous
studi es done by the commttee.

9:24: 15 AM
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MR. CARPENTER rel ated that the projections are assuned at the 1
percent |evel by the Departnent of Revenue.

REPRESENTATI VE ROKEBERG added that the projections are at the
hi gh ranges fromthe past forecasts.

9:24: 41 AM

CHAI R WEYHRAUCH added that the commttee will have to revisit
that informati on at anot her date.

MR. CARPENTER commented that the projections were provided as
exanpl es and general ranges of the types of revenue that the
state coul d produce.

CHAI R WEYHRAUCH related that the chart nerely intends to show
the ways to fill the gap, the margin between revenues and
expenses, [but] may not provide the exact figures.

9:25: 22 AM
REPRESENTATI VE ROKEBERG sai d:

That is exactly the point because these are nax sized
figures: income tax, corporate tax, [and] sales taxes

the high side here shows $1 billion .... The
| egislature, as a matter of policy, could choose to
i npl enent the maxi num anount of taxation as a burden
to the public and we still only conme up with sonething
around $1 billion, and our general revenue is $2.3
[billion] going to $2.6 [billion] over night. Some
thing that people need to be aware of [isS] even if we

taxed ourselves to death we still couldn't pay our
bills ... The question in Alaska is can we afford
our sel ves.

9:26: 01 AM

CHAIR WEYHRAUCH reiterated for clarification purposes that the
af orenenti oned sentinent relates that Alaska has a structural
probl em

REPRESENTATI VE ROKEBERG said that the state can't balance the
budget on other conditions alone, and the key elenent is the
resource revenue.

9:26:17 AM
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REPRESENTATI VE WEYHRAUCH opi ned that the state would either have
to have "sone serious revenue source" or there would have to be
a fundanmental change nmade to the current system of governnent.

9:26: 28 AM
REPRESENTATI VE ROKEBERG agr eed.
9:26: 37 AM

REPRESENTATI VE GRUENBERG comment ed t hat t he proj ection
assunptions for Alaska show the production of oil in decline.
He asked if there was simlar analysis on the Mddle East's oi
producti on.

MR. CARPENTER said he is unable to answer that question.
9:27:38 AM

REPRESENTATI VE W LSON pointed out that the legislature has to
"be careful,” because if it were to enact any of the options
presented before the commttee, it could be taking $1 billion
out of the econony.

9:28: 19 AM

CHAI R WEYHRAUCH relayed that Alaska has a structural problem
between its expenditures and its earnings.

9:28: 45 AM

MR. CARPENTER presented the slide entitled, "...why not just the
CBR?", which shows the current $2.1 mllion remaining and the
projected 2 percent growh in the general fund appropriations.
According to these projections, the state could be out of noney
by 2009, he said.

9:29:17 AM

CHAI R WVEYHRAUCH cl arified that based on this chart the CBR funds
woul d run out by 2009.

MR. CARPENTER added that the chart includes general fund revenue
projections that are currently nmaintained at $43 per barrel.
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CHAIR VWEYHRAUCH reiterated, for clarification purposes that this
chart does not account for the earnings reserve of the permanent
fund.

9:29: 52 AM

MR. CARPENTER, in response to Representative Seaton, clarified
that the chart is based on actual revenue projections by the
Department of Revenue and the current long term forecast for the
oil price at $25.50.

9: 30: 45 AM

CHAIR WEYHRAUCH asked if the gas pipeline chart shows a
realistic clinmb in revenue.

9:31:15 AM

REPRESENTATI VE SAMUELS relayed that it takes a lot of gas to
fill a pipeline, approximately $100 mllion worth of gas. He
said that he is unable to tell if the graph is detailing an
expansi on. He asked from where the 2011 gas pipeline noney

proj ections were outlined.
9:31:57 AM

REPRESENTATI VE ROKEBERG opined that the graph's sloping curve
could be a result of the provisions of the Stranded Gas Act. He
said "And what we, |[the legislature] wuld be voting on,
assumng there would be sone start-up, front-Iloaded concessions
there to [give incentive to] the developnent, because we
understand ... when they turn on the pipe there is going to be a
pretty big dunp. That [sloping curve] could also reflect the
decrease in North American prices.”

9:32:42 AM

CHAI R WEYHRAUCH said that the public needs to understand this
slide shows that if the legislature remains inactive, and it
uses the CBR, the state wll still be out of noney. He said,
"Every year ... the line noves out on the constitutional budget
reserve sinply because their bacon's been saved by oil taxes or
sonething else, because the projections on the conplete draw
down is zero of the constitutional budget reserve [has] always
been based on sone sort of static scenario.”

9:33:21 AM
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MR. CARPENTER, in response to Representative Seaton, replied
that the graph did not incorporate the general fund revenue from
the admnistrative order on the economc limt factor (ELF) in
Prudhoe Bay. Therefore, for FY 06 there is an additional $150

billion of general fund revenues not incorporated into the
gr aph.
9:34: 34 AM

CHAIR WEYHRAUCH added that the effect of the ELF, or an
adm ni strative change to the ELF and production, is all unknown
because we are currently in a "rhetorical phase."

9:34:49 AM

MR. CARPENTER presented the slide entitled, "Potential Future
Ol and Gas Revenue." The slide depicts what would happen if
the legislature was to draw 50 percent fromthe ERA, in addition
to filling the fiscal gap with 50 percent from the ERA, and 50
percent from the CBR Theoretically, the aforenentioned
assunptions extend the life of the CBR and fill the fiscal gap

conpl etely, he added. A mgjority vote is all that is required
to access the ERA.

9:36: 16 AM

REPRESENTATI VE GRUENBERG asked if a nmajority vote would be 21 in
the House and 19 in the Senate.

CHAIR WEYHRAUCH clarified that a majority vote would be 21 in
the House and 11 in the Senate.

9: 36: 33 AM

MR. CARPENTER presented the next slide entitled, "PF financial
projections say...". The chart is from the Permanent Fund
Corporation's website showing the nonthly financial projections
on realized and wunrealized earnings. The Permanent Fund
Corporation projections are based on where it plans to be in the
future and what occurred in the past, he added.

9:37: 04 AM

REPRESENTATI VE ROKEBERG asked if the neeting with Callan and
Associ ates indicated any provisions in the projected returns.
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CHAI R WVEYHRAUCH recalled that the Callan and Associ ates neeting
only reiterated what it has said in the past.

9:37: 39 AM

MR. CARPENTER presented the slide entitled, "How much less is ny
PFD if the Legislature draws $250 M from the ERA each year?".
The slide is a grid chart, showing the fiscal gap range in the
| eft colum, and the next columm shows the ERA draw in mllions,
He noted that the ERA is to be filled by half the anmount of the
fiscal gap. The large part of the graph shows the fiscal years

ahead if the legislature enacts the draws from the ERA For
exanple, the chart shows that iif in year five [after the
enactnent] there was a $250 million draw to bal ance the budget,

then there would be a $30 additional difference in the permanent
fund divi dend check.

9:39: 32 AM

MR. CARPENTER, in response to Representative WIson, related
that the grid chart takes into account the growh of the
per manent fund.

9:39:48 AM

MR. CARPENTER, in response to Representative Sanuels, said that
these projections are based only on the current statute for the
di vidend and not on the POW.

9:40: 05 AM

REPRESENTATI VE W LSON requested a simlar grid chart that would
show t he effects of POW.

9:40: 20 AM

REPRESENTATI VE ROKEBERG related that the grid chart would have
to include other assunptions because the POW al one would not
change the projections. The POW is a nmanagenent tool, but it
does not allocate, he added.

9:40: 46 AM
REPRESENTATI VE SEATON related that the conmttee would like a
chart of the projected dividend amunts as well as the

i nfl uences on the dividend, because under the proposed scenario
the dividends would be grow ng. He reiterated that five years
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after enactnent of HB 143, the dividend would be a $30 | ess than
if the legislature did nothing.

9:41: 21 AM

CHAI R WEYHRAUCH added that it is one issue to take $30 off of
| ast year's dividend which was $919, but to take $30 off of
$1,340, it puts it in different terns.

9:41: 38 AM

REPRESENTATI VE ROKEBERG added that "The assunption about 'how
many' is already in the other colum. You can see the projected
di vidend anount here, you just have to divide it by what the
estimate of recipients is."

9:41: 59 AM
MR. CARPENTER presented the slide entitled, "...how does this
conpare to status quo?". The chart shows that if the

| egislature pulled $250 mllion each year, the status quo
projected, with no draw and the dividend [appropriations] of
$250 mllion. Therefore, by FY 15 the ERA would have $110
mllion | eft per check.

9:42: 52 AM

REPRESENTATI VE WEYHRAUCH conmented that the issue is becomng a
"political wll issue and not a noney issue."

9:43: 05 AM

MR. CARPENTER presented the final slide, which depicts the
declining balance of the CBR The yellow line represents the
CBR bal ance not shared to fill the fiscal gap, and the red line
represents the CBR bal ance shared. The maroon colums are the
declining general fund revenue and the purple colums are the
i ncreasi ng general fund budget.

9:43: 35 AM

REPRESENTATI VE ROKEBERG conmented that nmany graphs show no CBR
draw and just the ERA

9:43: 47 AM
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MR. CARPENTER pointed out that "$250 million is one-quarter of
one-thirtieth of the earnings power of the permanent fund, so 25

percent of 3 percent .... If you think about that in a five year
averagi ng change in the dividend ... it is reasonable, to ne."
9:44: 36 AM

REPRESENTATI VE ROKEBERG said that not w thstanding the |owering
inpact on the CBR it still exhausts itself by FY 12. He
commented that the legislature needs to address: why the state
should maintain a budget reserve, what should be the given
anount, its relationship to general fund spending, and how the
resources are allocated. The different approach addressed in
this legislation [HB 143] does not solve the long term problem
and actually takes away "cash managenent and shock absorber
tools,"” he said.

9:45: 26 AM
REPRESENTATI VE SAMUELS sai d:

Whatever we do to fix this problem having the | east

i mpact on the econony, and if you cut budget ... $1
billion ... that noney ... gets spent here, so it's
going to have an inpact of the econony .... As nuch

as people say, if you have a sales tax it's going to
cone fromthe tourists or an income tax is going from
the out-of-state workers, the reality is broad based
taxes they're going to get paid by Al askans, and that
noney then cones out of the econony. And if you strip
away the politics - which is why POW made so nmnuch

sense last year - it's new noney, and you're not
hurting the econony drastically. And the problemwth
just waiting for the earnings ... if you do that and

you don't nmmke vyour 7 percent, or if the nmarket
conpletely tanks and there are no earnings, then there
we are. And that is what POW, the whole point of it,
was to stabilize the cash flow, and have as little
i npact on the econony as possible .... If you strip
away the politics, shane on us if we don't fix the
probl em sonmehow. And the second thing that has not
come up in this, or anything else, is the inpact of
the federal dollars on our econony, and it could all

cone together at one tinme .... You never can tell when
political parties swtch and the federal influence
will continue to drop, and that will have an inpact on
our econony .... [G 1] production is going down
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so if you just strip away the politics, the problemis
certainly fixable ....

9:47: 50 AM

REPRESENTATI VE GRUENBERG added that the federal prograns seemto
bring in noney until the program gets going, and then the noney
st ops.

9:48: 05 AM

REPRESENTATI VE SEATON added that everyone is welcone to the
House State Affairs Standing Conmittee neeting that will address
PERS and TRS on February 19, 2005, from 9:00 a.m wuntil 12:00
a. m

ADJ QURNVENT
There being no further business before the commttee, the House

Special Commttee on WAays and Means neeting was adjourned at
9:48: 33 AM
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