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Proposi ng anmendnents to the Constitution of the State of Al aska
relating to and |imting appropriations from the Al aska
permanent fund based on an averaged percent of the fund market
val ue.
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W TNESS REG STER

M CHAEL BURNS, Executive Director

Al aska Per manent Fund Corporation

Departnent of Revenue

Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HIR 19.

ED MARTI N SR
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Cooper Landi ng, Al aska
POSI TI ON STATEMENT: Testified in opposition to HIR 19.

LAURA ACHEE, Research and Communi cations Li ai son

Al aska Per manent Fund Corporation

Juneau, Al aska

POSI TI ON STATEMENT: Ofered information regarding the percent
of market val ue (POW).

ACTI ON NARRATI VE

CHAI R BRUCE WEYHRAUCH cal |l ed the House Special Conmmttee on \Ways

and Means neeting to order at 8:38:28 AM Represent ati ves
Weyhrauch, Sanuels, WIson, and Mses were present at the call
to order. Representatives Rokeberg and G uenberg arrived as the

meeting was in progress.

HIR 19- CONST. AM PERVANENT FUND P. O M V.

8:38:41 AM

CHAI R WEYHRAUCH announced that the only order of business would
be HOUSE JO NT RESOLUTION NO. 19, Proposing anendnents to the
Constitution of the State of Alaska relating to and limting
appropriations from the Alaska permanent fund based on an
averaged percent of the fund market val ue.

M CHAEL  BURNS, Executive D rector, Al aska  Per manent Fund
Corporation (APFC), Departnent of Revenue, related that this
resolution is inportant to the APFC Board of Trustees because
they believe that a percent of market value (POW) is the best
way to nmanage the fund. He enphasized that the trustees do not
see POW as a fiscal plan, nor would POW allow the |egislature

greater access to the earnings in the fund. In fact, in nost
years POW would |ower the anount available for appropriations
conpared to the current system The trustees believe that

i npl enentation of POW and the use of permanent fund earnings
for state governnment are two entirely separate issues. The POW
is predictable and understandable by the people of Al aska versus
the current confusing and "archaic" distribution fornula.

MR, BURNS turned to the real return forrmula, which is the tota
return mnus inflation. He related that the real return formula
is used by private and public foundations, pensions funds, and
endowrents, and it's how the trustees, directors, and managers
of those organizations view their fiduciary duty and assignnent.
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As opposed to the real return fornula, Al aska uses its own
version of return and incone, which adds or subtracts any
unrealized gains or losses to the [total return] and from that

operating expenses and any appropriations are subtracted. The
aforenentioned is what's called the "accounting net incone.”
From the accounting net incone wunrealized net incone 1is

subtracted, which is the realized net incone. Fromthe realized
net incone the Anerada Hess incone is subtracted, and thus it
arrives at the statutory net incone. The statutory net incone
is the anount used in the distribution fornula. He
characterized the aforenmentioned formula as confusing, out of
dat e, and unworkabl e.

MR. BURNS recall ed that when the fund was created it was prudent
to restrict investnent authority to a bond-only strategy in its
early stages. He explained that bond portfolios only generate
income in tw ways which include, the interest or coupon incone
that is actually received and capital gains from bonds sold at
appreci ated prices. The distribution fornmula based upon the
af orenenti oned i ncone types made sense for cal cul ati ng
traditional realized net incone, however, the fund s asset
al | ocati on now i ncor por at es i nvest nent s t hat generate
significant unrealized gains as well as realized incone. He
related that the current payout methodology and method used to
protect the principal no |longer serve the fund as well as they
once did. The trustees believe that only a POW payout limted
by the sustainable yield fromthe fund can provide the necessary
protection for the future, while allowing current generations
their equitable share of fund earnings, he added. Fur t her nor e,
the trustees believe the only way to fully ensure protection of
the fund is to place this Ilimtation in the state's
constitution. He offered that the POW is sinple because no
nore than 5 percent of the average narket value of the fund
averaged over the previous five-years nmay be appropriated from
the fund, which leaves a mninum of 95 percent of the fund

protected from spending in any given year. The POW is not a
fiscal plan and with $50 oil the interest in and focus on a
fiscal plan may well be el sewhere. He indicated that this is

the opportune tine to nodernize and increase the transparency of
the fund so that it cannot only be managed in harnmony with its
distribution forrmula but also wunderstood by Al askans when
difficult decisions nust be made in the future. He urged the
committee to support this proposal because [the POW]
noder ni zes, clarifies, and offers better protection.

8:44:19 AM
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CHAIR WEYHRAUCH related that the legislature has had nmany
di scussions regarding the POW nethodology so its workings are
fairly well understood.

8:44: 47 AM

REPRESENTATI VE SAMUELS requested the aforenentioned fornulas,
and noted his agreenent wth Chair Wyhrauch regarding the
[l egislature's] know edge of the POW.

8:45: 07 AM

REPRESENTATI VE W LSON opined that the POW seens |ike "the way
to go" and she requested a copy of all the testinony.

8:45:35 AM

REPRESENTATI VE GRUENBERG provided copies of a statutory POW
proposal from a previous |egislative session, which he recalled
was drafted during a special session. This statutory anmendnent
couldn't authorize getting into the principal of the fund, he
not ed.

CHAI R VEYHRAUCH said that a statutory POW has been discussed as
an alternative to a constitutional anendnent.

REPRESENTATI VE GRUENBERG inforned the conmittee that he has
several menos from David Teal, Legislative Fiscal Analyst,
Legi sl ative Finance Division, on the subject.

8:48: 27 AM

ED MARTIN SR related his belief that there's absolutely no
conpelling reason to change the present arrangenent of earnings
payout . He urged the conmttee to |eave the permanent fund
[earnings] alone unless it's put into the constitution as it is
currently managed. He indicated that many other Al askan's share
hi s per spective. He rel at ed hi s under st andi ng t hat
approximately 99 percent of the fund is invested outside of the
state, of which a portion is realized through the dividend. He
noted his desire for nore in-state investnent and urged the
| egi slature and permanent fund investors to analyze the direct
good it offers to citizens and the state. He concl uded by
acknow edging that the [pernmanent fund] needs to be revanped,
al t hough he urged the commttee not to pass HIR 19.

8:54: 07 AM
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CHAI R VWEYHRAUCH hi ghlighted that the proposal in HIR 19 would
have go to a vote of the people, and therefore there is the
opportunity for public debate.

MR MARTIN SR said, "As it is witten, | can al nbst guarantee
you that the people are not going to buy it." He suggested that
this resolution sends the wong nessage to the citizens of
Al aska and violates their trust in the |legislature.

8:55:28 AM

REPRESENTATI VE SAMUELS rel ated that the POW stabilizes the cash
flow no matter the daily market fluctuations. He then pointed
out that this resolution doesn't address how the earnings are
used, and therefore it could all be paid out in dividends. He
opi ned that the POW keeps politicans' hands off the noney.

8:56: 44 AM

LAURA  ACHEE, Research and Conmmuni cations Liaison, Al aska
Permanent Fund Corporation, in response to Representative
Sanuels, clarified that close to $2 billion is in the earnings
reserve.

8:.56: 52 AM

REPRESENTATI VE = SAMJELS  poi nt ed out t hat currently t he
| egi slature could appropriate that $2 billion tonorrow.
However, the POW proposal [enconpassed in HIR 19] actually
limts the anmount the |egislature can appropriate and stabilizes

the cash flow, which in turn benefits the dividend. He
acknow edged the political realities of the statutory POW,
however, it doesn't address the narket fluctuation problem or
erase the |ine between the corpus and the earnings. |In fact, if
the market conpletely tanked, there would be no earnings to pay
out . Representative Sanuels concluded by noting his support of
HIR 19.

CHAI R WEYHRAUCH cl osed public testinony.

8:57:44 AM

REPRESENTATI VE GRUENBERG acknow edged that wunder current |aw
there is the possibility of receiving no dividend in the event

the stock market tanks. He opined that nost Al askans understand
the aforenentioned circunstances and further understand that
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under the current system the principal is guaranteed, which they
appreci ate.

8:59: 24 AM

REPRESENTATI VE RCOKEBERG noved and asked the consent of the
committee that the entire deliberations of the House Speci al
Commttee on Ways and Means on the POW concept of House Joint
Resolution 26 of the Twenty-Third Legislature be nade part of
the record of this resolution. He characterized House Joint
Resolution 26 of the Twenty-Third Legislature as an inportant
hi stori cal docunent on this subject.

9: 00: 00 AM

REPRESENTATI VE CGRUENBERG objected for discussion purposes, and
asked if the notion <could be anended to include "all
comm ttees."

CHAI R VEYHRAUCH proposed that the notion focus only on the House
Special Commttee on Ways and Means.

REPRESENTATI VE GRUENBERG wi t hdrew hi s obj ecti on.

CHAI R  WEYHRAUCH, upon determining there was no further
obj ection, announced that the notion was adopt ed.

9:00:41 AM

MR. BURNS, in response to Representative Rokeberg, said that the
[ Al aska Permanent Fund Corporation] uses a well-defined formula
al beit a confusing and arcane net hod.

REPRESENTATI VE ROKEBERG clarified his wunderstanding that the
formul a [makes assunptions about] the unrealized and realized
gai ns, values, and tim ng.

9:02:17 AM

M5. ACHEE added that the calculation is "well laid out,"
al though the anount of realized earnings available could vary.
The anpunt of realized earnings could be artificially changed by
the action of the trustees or by direction fromthe | egislature,
she speci fi ed.

9:02: 51 AM
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MR. BURNS, in response to Representative Rokeberg, related his
belief that a distribution fornmula based on realized incone was
| ogical when the portfolio was 100 percent bonds. However, it
doesn't "fit" with the current managenent of the fund. The fund
is managed for the total return mnus inflation, which gives the
real rate of return. The aforenentioned is the type of
accounting upon which the distribution fornula should be based
rat her than the renoval of "unrealized gains and |oses, and the
Amerada Hess" funds because it leads to confusion from the
public, he said. He highlighted that the only two pieces of the
permanent fund in the constitution are the 25 percent that "goes
in" and the protection of the principal.

9:04: 23 AM

REPRESENTATI VE ROKEBERG requested a nenorandum on the formula
used to cal culate the dividend.

MR. BURNS explained that there is a tw-step process which
includes the dividend calculation fornmula and accounting
calculation used to determ ne what is available for the dividend
f or mul a.

9: 05: 11 AM
REPRESENTATI VE ROKEBERG rel ated he would i ke both the
af orenenti oned fornul as. He related his belief that there is a

"problem with nenorializing the current statute in the
constitution. He highlighted that the statutory POW has nerit
in the sense that if the constitutional authority couldn't be
reached, it my provide a way in which the |legislature can
educate the public. However, the statutory POW is al nost
val uel ess because it doesn't protect the downside nmarket
situation in which there my be no funds for dividends or the
ear ni ngs reserve. He concluded by characterizing the POW as a
si npl e nmechani sm process that's a central nechanism for a |ong-
range fiscal plan. The legislature has the opportunity to place
the POW on the next general election ballot as a mnechanism
concept, he added.

9:07: 30 AM
REPRESENTATI VE WLSON noved to report HIR 19 out of commttee
with individual recomendations and the acconpanying fiscal

not e. There being no objection, HIR 19 was reported from the
House Special Commttee on Ways and Means.
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ADJ QURNIVENT
9:08: 19 AM

There being no further business before the commttee, the House
Special Commttee on Ways and Means neeting was adjourned at
9:08 a.m
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