HOUSE FI NANCE COW TTEE
February 12, 2008
1: 55 P. M

CALL TO ORDER

Co-Chair

Meyer called the House Finance Conmmittee neeting to

order at 1:55:19 PM

MVEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representative Les Gara

Representati ve M ke Hawker
Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas Jr.

MEMBERS ABSENT

Representative John Harris

ALSO PRESENT

Representative Ralph  Sanuels; David Teal, Di rector,
Legi sl ati ve Finance Division

TESTI FI ED VI A TELECONFERENCE

Tamar a
SUMVARY

#HB347
HB 347

HIR 28

Cook, Director, Legislative Legal and Research
Ser vi ces,

Juneau

An Act relating to the regional cruise ship inpact
fund; and establishing the Regional Cruise Ship
| npact Fund Advisory Commttee and prescribing its
duti es.

HB 347 was SCHEDULED but not HEARD

Proposi ng an anmendnent to the Constitution of the
State of Alaska relating to the production tax
revenue fund, dedicating a portion of the
petrol eum production tax to the fund, and limting
appropriations fromthe fund.
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HIR 28 was HEARD & HELD in Commttee for further
consi derati on.

1: 56: 19 PM
#HIR28
HOUSE JO NT RESOLUTI ON NO. 28

Proposi ng an anendnent to the Constitution of the State
of Alaska relating to the production tax revenue fund,
dedi cating a portion of the petrol eum production tax to
the fund, and limting appropriations fromthe fund.

REPRESENTATI VE RALPH SAMUELS, SPONSOR, comment ed that saving
surplus cash that Alaska is receiving from the high oi
prices is the nost inportant consideration |egislators can
di scuss this session. HIR 28 would put before the voters,
the opportunity to save a large portion of that noney, while
mai ntaining the ability to provide for essential governnent
services such as education, transportation and public
safety. The bill gives the voters the opportunity to create
an endowrent established as a separate fund in the State
treasury and providing a cash flow mechanism into
perpetuity.

If the idea is supported by a mgjority of voters, all of the
“wndfall profits” or the noney gained as a result of the
progressivity feature of Alaska' s severance tax - AS
43.55.011(g), would be deposited into an endownrent fund.
The fund would then spin off 4.5% of its total value into
the GCeneral Fund, which could be wused for government
servi ces. The endownent concept is widely accepted as the
nmet hodol ogy for | arge scal e endowents ranging fromthe Ford
Foundation to Yale University. There will be a time when
the State needs the progressivity noney & dollars
constitutionally mandated would go into the account, setting
up a pay-out nechani sm of about 5% and providing a steady
cash flow fromthe account. There would only be one pot of
noney i nvested over tinme and which, hopefully woul d generate
about 8% profit, while paying out about 5%

Representative Sanuels urged that the Commttee think |ong-
term which is inperative for the economc health of the
State. Passage of HIJR 28 would put the issue of the
constitutional amendnent before the people of Al aska, which
mandat es that those funds go into the account until January
1, 2015. After that, it becones legislative prerogative
whether to put noney into the account. The | egislation
provides for an approximate six year w ndow in which, the
nmoney woul d be constitutionally placed into the fund. The
cash flow provides for generations to cone and would
constitutionally protect the “seed-corn”
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Representati ve Sanuels spoke to the cash flow payout that
woul d happen in five years. He referenced the handout
provided by the Legislative Finance Division (LFD)
indicating the revenue flow “HIJR28-Setting up a Production
Tax Revenue Fund and POW Payouts”. (Copy on File). 1In the
first five years, the amount wuld automatically be
reinvested. The assunption is, for that period, there would
sustain a cash flow to pay for the State’s finances, which
woul d provide an opportune tinme to build up the fund. The
cash fl ow nmechani smwoul d spin-off the noney as indicated in
colum 1 of the handout. A cash flow would exist into
perpetuity. He clainmed that HIR 28 was the best |ong-term
savings plan on the table. If the funds were placed into
the Constitutional Budget Reserve (CBR), eventually, when
needed, it would be politically easier to spend than
attenpting to address revenue sources. He urged that a |ong
term mechani sm be put in place.

2:01: 45 PM

Representative Sanuels addressed the 5% payout, patterned
after the Permanent Fund Dividend (PFD). He requested that
t he departnents address payout considerations. The original
recommendation was 4.5% the House Judiciary Conmttee
raised that anmount to 5% The 5% is standard for a
constitutional mandate and having no pay-out the first five
years.

2: 02: 57 PM

Vice-Chair Stoltze asked if the Mental Health Trust had been
used as a pay-out type nodel. Representati ve Sanuels
responded that he had chosen 4.5% because back-up
information stipulates that overtine, a 5% pay-out could
deteriorate the strength of the fund. He recommended a pay-
out between the 4% - 5% range; he believed that 4% woul d be
safer. He recommended a five-year rolling average so that
the Legislature could determine the cash flow into the
General Fund.

2:04: 17 PM

Representative Sanuels opposed tying-up how the cash flow
works and renoving the decision nmaking power from the
Legi sl ature.

2: 05: 07 PM

Co-Chair Meyer discussed consolidating the State’'s many
savi ngs accounts into one. He noted sub accounts contai ned
in the Alaska Housing Finance Corporation (AHFC), the
Capital Budget Reserve (CBR) and the Capital Inconme Fund

too mention a few He asked if HIR 28 intended to allow
consol ation of other saving funds. Representative Sanuel s
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advi sed that the Legislature could choose to appropriate any
noney they saw fit into the fund. The Constitution states
that the windfall profits, associated with the progressive
feature of the tax system would have to be placed into the
fund for 5 years, as mandated. The Legislature could also
choose to appropriate other nonies into the fund.

Representative Sanuels supported taking the CBR dollars,
changi ng the |anguage and the payout nethod. The tine to
make that change would be over the next several years, when
funds are not needed. There are various nechanisns to do
t hat . He enphasized that the nore the fund is capitalized
now, the stronger the cash flow would be when the funds are
t apped.

2: 07: 33 PM

Representative Nel son nmentioned discussions in the Senate on
t he nunber of |egislators needed to sign off for use of the
CBR and changing the anbunt from3%to 2/3. She asked if HIR
28 intended to recommend nunbers needed to tap the fund.
Representative Sanuels advised that if the payout was
changed, the dollars would go into the General Fund and
there would be no percentage vote. The noney would
automatically conme into the General Fund. The payout nethod
woul d be structurally changed in the proposed |egislation.

2:09: 17 PM

Co- Chair Meyer asked what departnent would rmanage the fund.
Representative Samuel s replied the Departnent of Revenue and
t hat the managenent fees would conme out of the earnings.

Representative Nel son asked if the fund would be inflation
proofed. Representative Sanuels explained, overtine, it is
assuned that it would rmake 8% spending 5% and
automatically inflation proofed.

Representative Gara asked if the proposed |egislation would
change the % vote on the CBR Representati ve Sanuels
expl ained that the original version of the bill established
a sub-account in the CBR, people worried about having two
different funds. The fund proposed woul d be conpletely new
He nmaintained that noney would be saved. The manner in
which the bill is structured has nothing to do with the CBR
It would be a new account and w ndfall profits would be
placed into it; the CBR would be left al one.

2:11:54 PM

Vice-Chair Stoltze pointed out that by a % vote, the
Legislature could decide to put the CBR into the proposed
account. Representative Sanuels replied that coul d happen

however, realized it could turn into a political issue.
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Vi ce-Chair Stoltze appreci at ed t he i nnovative  work
acconplished with the endowrent. Representative Sanuels
advised as it is currently witten, the noney would go to
the Departnment of Revenue to invest. He did not believe an
enabling statute was needed for the nanagenent. During a
| oner payout, the fund could be safer from inflation.
Federal statutes require that charitable foundations spin-

off 5% of the noney. Vice-Chair Stoltze understood that
inflation proofing was part of the fornula, which nakes it
work and is inherent in the plan. Representative Sanuel s
af firnmed.

2:14:20 PM

Representative Crawford indicated his excitenment, however
anticipated problens with the approach in attenpting to
conbine the proposal with the CBR Representati ve Sanuel s
agr eed.

Representative Crawford supported the concept of a State
savi ngs account. He favored having a mgjority vote rather
than the % vote. He anticipated in future years, the anount
saved would be used; he did not want it to be an automatic
wi t hdr awal .

Representative Sanuels explained that initially, [|anguage
was included to require the vote. That |anguage was renoved
during the commttee process; he questioned if that could
create a political problem The intent of the bill is to
create cash flow The dollars could be reappropriated back
into the fund itself. He hoped to avoid the political
consequences on budget issues. He reiterated that the
savi ngs account is neant for a |ong-termcash fl ow.

2:17: 08 PM

Representative Crawmford wanted to see a debate, addressing
the sinple majority vote; he hoped that party politics would
not get in the way.

Representative Joule recalled that the first attenpt to
address the situation was in 1976 with the creation of the
Per manent Fund. In 1990, another attenpt was made, creating
the Constitutional Budget Reserve (CBR). He observed the
creative ways the Legislature has found to “park” dollars.
He noted he was divided on the issue, which does not address
t he uni ntended consequences. He anticipated it could create
a steady-stream funding, but didn't think that possible.

2:21: 15 PM

Representative Sanuels agreed wth coments nade by
Representative Joule, however, pointed out that if the
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proposal is inplenented, the options are to place noney into
the CBR and then eventually spend it. He nmaintained that in
fifteen years, the noney would be available, yet the cash
fl ow nmechanism would not be to the State. The politica
downside by taking action brings the day closer to the
di scussi on of when the revenue sources dwi ndle. He observed
that the proposed nethodology is used around the world for
creation of endowrents. Representative Joule hoped that the
results could be attai ned.

Representative Gara asked the intended fornula for the out-

years, when the State does not know the price of oil, the
surplus or deficit. He inquired if there was access to that
i nformation. Representati ve Sanuel s observed t he
information from LFD indicates the initial deposit of
approximately $1.5 billion dollars. After that, the

projected price & production forecast decreases from 400
mllion to 200 mllion in August 2015. |If the price of oi
drops, the nunbers will decline as the progressive anounts
dr op. He did not foresee many problens in the next five
years. He suggested that either the Departnent of Revenue
or the LFD address the nunbers.

Representative Gara requested the figures of the projected
budget deficit and/or the surplus over the next few years.
Representative Sanuels offered to provide those nunbers at
t he next neeting.

2:26: 17 PM

Representati ve Hawker commented that if HB 125 is passed, it
requires that each year, the Administration present a 10-
year projection. He worried about the “hostage negotiation”
currently happening on the Senate side.

Representative Hawker discussed the anendnent sunset.
Representative Sanuels explained that as production
declines, it is likely the State will need the w nd-fall
profit. He hoped that for the next five years, dollars wll
be placed into that savings account. After that tine, it is
not be inperative the noney is used; it then becones a
| egi sl ative prerogative to determ ne the use.

Representative Hawker noted for the record, he was not
confortable wth that interpretation. Representative
Sanmuels stated that eventually, there wll be a 7.2%
production decline and unless the price goes up nore than 7%
a year, revenue will drop

2:29: 04 PM

Vice-Chair Stoltze wondered if a 2/3 majority vote could be
achieved, adding that the proposed |anguage would do no
damage, yet would provide nore public confidence.

House Fi nance Conmmittee 6 02/12/08 1:55 P. M



Representative Sanuels asked if Vice-Chair Stoltze was
proposing that for tapping into the cash-fl ow noney. Vice-
Chair Stoltze thought the process was sinple.

Representative Sanuel s agreed the |anguage had been witten
appropriately placing the dollars into the General Fund.
What ever the verbiage regarding the cash-flow, the point is,

the nore conplicated it is, the worse it can becone. He
mai ntained that the Legislature is the appropriating body
and shoul d decide how those funds are placed. It is solely

a cash-flow nechanism the nore conplicated it gets, the
| ess desirable it beconmes. Right now, the proposal is only
for an endowent. He agreed with the assessnent recommended
by Vice-Chair Stoltze to keep it sinple.

2:32: 19 PM

Representati ve Thomas questi oned why the change was proposed
to come before the voters. Representative Sanuel s indicated
concern on how to access the funds if it was not a vote by
the people. He thought that creating a statutory fund coul d
make it easier to access.

In response to coments nmade by Vice-Chair Stoltze
Representative Sanuels explained that the principle of the
Per manent Fund exists because the Legislature chooses to
pl ace noney into the corpus. He encouraged nenbers to think
| ong-term He thought that the proposal could equalize
State revenue overtine.

2:34: 24 PM

Representative Kelly agreed there are interesting elenents
to the bill; however, anticipated criticismfromthe voters
that the legislation was an attenpt to access the Earnings
Reserve Account. He asked the unintended consequences.

2:36: 23 PM

Representative Sanuels responded that was “purely a
political” question. He reiterated that passage of the bill
is the right thing to do. When addressing the Pernmanent
Fund, we are addressing people’ s dividends; whereas, HIR 28
only addresses State governnent noney. He mai ntai ned that
the correct thing to do is to set up an endowrent. If the
bill fails by the vote of the people, then there is no harm
done; however, if the Legislature can get it inplenented, it
sends a good nessage to the public that there is a cash flow
mechani sm t hat works.

Representative Kelly agreed wth conmments made by

Representative Sanmuels. He recommended that the |egislation
tiein wth the other 10-year proposed plans. He noted that
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HIR 5 provides a spending control on the revenue stream He
was encouraged by the work done by Representative Sanuel s.

Representative Joule asked if the bill would be noved at the
nmeet i ng. Co-Chair Meyer said no. Representative Joule
noted the FY2015 anticipated balance of $100 mllion
dol | ars. He asked to see where dollars are currently

“parked” in the system and how it could be better built
upon.

2:40: 51 PM

Representative Sanuels advised that LFD had provided a
spread sheet indicating a roll of 100% the first day of the
CBR. In 2015, it would spin-off $155 mllion dollars; when
restructuring the CBR with a payout nethodology, $340
mllion dollars will be spent. He thought that would be the
same spin-off that a 4% sales tax statew de woul d generate.
He did not know of any State accounts with a $4.5 billion
dol | ar bal ance anmpunt.

Representative Joul e acknow edged that the State currently,
does put dollars away. A percentage of the oil revenues are
put into the Permanent Fund. Every year, the value of that
noney is protected at 3% As the fund grows, the percentage
gets bigger. The value of the fund is protected. He
enphasi zed the State will be saving and that is good.

2:44.08 PM

Co-Chair Meyer recalled that the revenue sharing bill SB 72,
requires 6% of the progressivity. There could be
conplications if that bill passes from the House Finance

Committee on 2/ 14/08.

Representative Gara nentioned the |egendary battles over
passage of the CBR and getting the % vote. Spending noney
on one end and then placing it into savings, it could still
be there in the CBR There will be a fight over getting the
Y, vot e. He did not inmagine the proposed bill would change
spendi ng patterns.

Representative Sanuels responded that passage of the bill

would “speed up the day that there wll be discussion”
regarding where the revenue cones from Ref erencing the
chart, in the first year not counting the dollars placed

into the CBR, the State would receive $123 nillion dollars;
in 2034, there could be up to $500 nmillion dollars in that
account. If the dollars only go into the CBR there wll be
a fight and the noney will be spent and the $500 nillion
will not spin off. He argued that HIJR 28 proposes a better
plan for the long-term however, it mght be nore painful to
achi eve that goal
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Representative Gara referenced the handout and that under
t he proposed legislation, $20 mllion dollars would be taken
out of the General Fund and placed into the Petrol eum Tax
Fund (PTF). If that year is an even year, in the proposed
bill, there could be a $400 mllion dollar deficit, which
would require the Legislature to go to the CBR to acquire
the funds required for the PTF.

2:48: 23 PM

Representative Sanuels affirned that in the transition year
there could be some problens. He recommended placing the
entire CBR into that fund & phasing it in. He acknow edged
that there are different ways to look at it and that each
way has a trade-off.

TAMARA COCOK, (TESTIFIED VIA TELECONFERENCE), DI RECTOR,
LEGQ SLATI VE LEGAL AND RESEARCH SERVI CES, JUNEAU, offered to
answer questions of the Commttee.

2:49: 55 PM

Representative Crawmford believed that taking the dollars off
the table and saving them for future spending is a good
pl an, which saves for the future. He hoped to see the CBR

turned into an endowrent. He noted approval for the
pr oposal .

Representative Kelly agreed that there would be nore funds
avai l able to place up-front. He recommended that as nuch
noney as possible be placed into the fund during the high
years. He suggested that the expenditure colum be

reconstructed so that if not spent, it could be reinvested.

Representative Sanuels agreed it could be reinvested, but
woul d be decided by the Legislature. The fear is that
maki ng a separate vote to appropriate, problens could occur
breaking the savings account. In drafting the bill,
Representative Sanuels had attenpted to avoid politics and
urged that the State let the noney work for itself.

2:53: 33 PM

Representative Kelly favored placing the CBR into the fund,
including with a ten year plan to inprove the State’'s
savi ngs.

Representative Sanuels noted that he had intended to speak
with each of the nenbers, however, timng issues made it
i npossible. He wanted to understand the Conmittee nenber’s
confort-level with including the CBR into the proposal. He
request ed anendnment recommendati ons be nmade for the proposed
bill.
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2:55:18 PM

PUBLI C TESTI MONY CLOSED

Co-Chair Meyer noted that there could be future testinony on
changes made but only by invitation.

2:55:54 PM

Representative Gara worried about establishing a formula for
the constitution based on only the known dollars for the
next few years. The noney tinme-line, consideration should
be made including future the gas and oil taxes wth
i nflation. He asked if $2 billion dollars this year could
be placed into the fund and not now worries about the out-
years.

Representati ve Samuel s t hought that scenario would depend on
how much is placed in each year. Placing the $4 billion
dollars currently in the CBR and adding another $4 million
during the next few years, could work with not tying it to
the Constitution. He worried that future |egislatures m ght

not appropriate the noney into that fund. The politica
benefit is to have the dollars available, creating a mddle
gr ound. There will always be a fear of the price of oil

staying high and production dramatically dropping, which
would be the worse case scenario and the Constitution
requiring that the funds be placed in.

2:59: 25 PM

Representative Gara referenced the LFD estimate, including
the nunbers between now and 2015. He asked what those
totals would total in today's dollars. He proposed that al
those funds be estimated for the year and factoring in the
time-value, not creating a fornula for the Constitution.
Representati ve Samuel s agreed that mathematically that could
roughly achi eve the sanme pl ace.

Vice-Chair Stoltze recalled a previous year process. He
addressed the issue of the CBR, placing it into the
Constitution so that the public can decide if the existing
system is better or not than what is being proposed.
Representative Sanuels did not object to including the five
year consideration. |If the entire CBR is not phased out in
the first year, he thought it would be nute. Vi ce-Chair
Stoltze believed he and Representative Sanuels were on the
sane page.

3:02: 24 PM

Representative Crawford |ooked forward to seeing the
benefits of the proposed action and hoped that the next
generation could also experience those benefits. He
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recommended that the CBR be included plus 50% of the State’s
surplus dollars over what was spent |ast year & including
inflation. He reiterated support for the |egislation.

Representative Kelly <confirmed that the bill captures
production tax on oil and gas with any progressivity piece.
Representative Sanuels replied, in the original |egislation,
the exact sight was quoted regarding tax collected; the
House Judiciary Commttee did not approve of a statutory
inclusion reference in a constitutional anmendnment, so hence,
it includes only the description. The constitutional
i nperative ends in five years.

Representative Kelly noted that presently, it is handled on
the barrel of oil equivalent (BOE) and asked if that would

be continued. He thought it could flow well into the
future. Representative Sanuels believed it could stop the
flowin. In the net profit system anything above the base

rate would go into it.

3: 05: 50 PM

Representative Thomas nentioned his personal retirenent
account and the discipline needed for mnaking the deposit
into those accounts. He maintained that any investing
requires flexibility.

Representative Kelly advised that no young person who has
put noney away for retirenment ends up criticizing the person
who nmade the reconmendati on

3:08: 56 PM

Representative Gara asked when the Commttee could
anticipate hearing testinmony fromthe LFD and t he Depart nment
of Revenue.

Co- Chair Meyer stated that HIR 28 would be HELD in Conm ttee
for further consideration.
#

ADJ OURNVENT

The neeting was adjourned at 3:09 P. M

House Fi nance Conmmittee 11 02/12/08 1:55 P. M



