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CHAIR HOLLIS FRENCH <called the Senate Judiciary Standing
Commttee neeting to order at 1:43:00 PM Present at the call to
order were Senators French, Welechowski, and MGCuire. Senators
Therriault and Huggins arrived shortly thereafter.

HB 286- | MPERSONATI NG A PUBLI C SERVANT

1:43: 14 PM

CHAI R FRENCH announced the consideration of HB 286. He w thdrew
anendnent 25-LS1169\A. 1 that was pending from the previous
hearing, and asked for a notion to adopt Version \C conmttee
substitute (CS)

1:43: 43 PM
SENATOR MGU RE nmoved to adopt Senate CS for HB 286, 25-
LS1169\ C, Luckhaupt, as the working docunent.

CHAIR FRENCH explained that the CS incorporates the wthdrawn
amendnent nore snoothly. He continued to say that the crinme of
i npersonated a public servant in the first degree is what
happens when soneone violates the underlying statute by
“pretending to be peace officer and purports to exercise the
authority of a peace officer in relation to another person.”
Previ ous discussion focused on whether the underlying statute
should be fixed, but his viewis that it’s been on the books for
some time and the bill sponsor intended to focus on making it a
felony to inpersonate a police officer given the huge authority
t hose individual s have.

SENATOR McGU RE suggested, on line 11, saying “pretends to be a
public servant and purports to exercise the authority of a
public servant.” She then asked if the drafter saw a problem
with the phrase “does any act.”

CHAIR FRENCH replied he hasn't indicated that the underlying
statute needs to be fixed. In response to a question he rel ayed
that this is the last conmttee of referral.

SENATOR W ELECHOABKI reviewed the difference between Sec

11.56.827(a) that says, “pretending to be peace officer and
purports to exercise the authority of a peace officer in
relation to another person.” and AS 11.56.830(a), that says
“pretends to be a public servant...

CHAIR FRENCH said that all police officers are public servants

so a peace officer could violate the B m sdeneanor by doing any
act in that capacity - perhaps by carrying a badge, but not by
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exercising the authority. If you're not a police officer, you
probably shouldn't carry a police badge in your wallet, he said.

SENATOR McGUI RE observed that with respect to the n sdeneanor,
t he br oader definition of public servant i ncor por at es
| egislators. In the previous commttee she gave the exanple of a
staff nmenber trying to inpress a girlfriend by wusing a
legislator's stationary. Under the "any act" |anguage, it's
suddenly a crine, she said.

CHAI R FRENCH responded that it's been that way for 20 years and
he's not aware that any charges have been filed for that
of fense. He has the sanme unease, but he's cone to believe that
for a B m sdeneanor, only the nost egregious violations wll be
char ged.

SENATOR Mc@QUJI RE suggested replicating the C felony |anguage for
the lesser offense to nmake it clear that the person has to
purport to exercise authority [of a public servant in relation
to anot her person], as opposed to “any act.”

SENATOR W ELECHOWSKI found that reasonable and asked if the
sponsor di sagrees.

CHAI R FRENCH said he believes that the sponsor cares about the C
fel ony, not the B m sdeneanor.

SENATOR W ELECHOWSKI said he agrees with Senator McGQuire on that
poi nt .

1:48: 02 PM
CHAIR FRENCH asked Senator MGQuire to restate the proposed
| anguage for a conceptual anendnent.

SENATOR McGUI RE said the conceptual anmendnent is to nmake Section
2 the msdeneanor offense that applies to the broader public
servant category consistent wth the peace officer felony
| anguage by deleting the phrase "any act”™ on line 11, and
inserting the phrase, “purports to exercise the authority of a
public servant in relation to another person.”

CHAI R FRENCH said Section 2 would then read as foll ows:
(a) A person conmts the crine of inpersonating a

public servant in the second degree if the person
pretends to be a public servant and purports to

SENATE JUD COW TTEE - 5- April 4, 2008



exercise the authority of a public servant in relation
t o anot her person.

CHAI R FRENCH found no objection, and announced that Anmendnent 1
is adopted. Finding no further commttee discussion, he asked
for a notion.

SENATOR McGU RE notioned to report the CS for HB 286, 25-
LS1169\ C, as amended, from comittee W th i ndi vi dual
recommendati ons and attached fiscal note(s).

CHAI R FRENCH announced that w thout objection SCS HB 286(JUD) is
nmoved fromthe Senate Judiciary Commttee.

CSHIR 28( FI N) - CONST. AM BUDCET RES. FUNDY O L& GAS TAX

1:49: 25 PM
CHAI R FRENCH announced the consideration of HIR 28. [Before the
comm ttee was CSHIR 28(FIN). ]

REPRESENTATI VE SAMJELS, Co- Sponsor of HIR 28, explained that HIR
28 establishes an endownent-type fund out of the Constitutiona

Budget Reserve (CBR) with a 5 percent payout to automatically
flow into the general fund. Then the |egislature each year woul d
have the prerogative to spend the payout as it saw fit.
Initially the bill did not incorporate the CBR, the original

draft had a separate constitutionally created fund that for five
years would receive all the progressive feature of ACES |[the
petrol eum tax]. He decided on that for three reasons: because he
wanted the public to understand that endowrents aren't evil,
because it would be an opportunity to save noney, and because it
woul d provide a separate cash-flow nechanism into state coffers
that wasn't associated with the price of a comodity.

1:52:11 PM

The House Finance Committee broadened the scope and instead of a
new fund decided on wusing the constitutional budget reserve
(CBR). Doing that would make the endowent a nore effective
cash-fl ow nechani sm by applying the concept of front-Ioading. He
described his 401k with Pen Air and said that every dollar you
put in during the first years makes a real difference. After it
gets built up where noney can be spent from the fund, the noney
you put in is less relevant because the noney that’s already in
the fund is working for you. The thinking is that "while we've
got noney, you want to put as much noney [as possible] into this
endownent so that it actually beconmes a real-life cash flow, " he
sai d.
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REPRESENTATI VE SAMIJELS relayed that at the end of the session
the CBR is expected to be $6-7 billion. He added that for
purposes of an easy-math exanple, suppose the CBR has $10
billion. At a 5 percent payout rate the cash-flow nechanism
going into the general fund would be about $500 million a year.
Phi | osophically the CBR was created so that as the price of oil
rises and falls, massive state governnent budget cuts aren’'t
i nevitable. The trade-off with HIR 28 is that governnment would
not have the ability to access that $10 billion in order to
bal ance the budget. If production or the price of oil drops the
pai nful but healthy debate on spending caps and revenue sources
wi || happen sooner than it would had the $10 billion been |eft
open to governnent spending. The reason for doing this is that
as the budget continues to increase and production continues to
decrease, the longer you wait to have the debate on state fiscal
pl anni ng, the nore draconian the answers wll be.

1: 56: 59 PM

REPRESENTATI VE SAMJELS enphasized that if the $10 billion is
al ready gone, the problem is worse: there would be no cushion,
there would be no $500 nillion cash flow, the budget would be

hi gher, and production would have dropped. “I think the
di scussion is inevitable, and it is healthier for the conmunity
to have it sooner rather than later,” he said. Decisions are

better nade when it’'s not a crisis situation.

1:58: 52 PM

REPRESENTATI VE SAMJELS said alnost all nenbers have questioned
what to do if there’s a short terminterruption in the revenue
stream from Prudhoe Bay, and there are a couple of answers to
that. At one point the House Finance Conmittee discussed a 5-
year phase-in of the 3/4 vote noney and the endowrent noney to
provi de sone sort of cash-flow nmechanismto accommbdate a short-
term needs. But when the Senate put $1 billion into the
statutory budget reserve in the supplenental bill, he decided
that is a better nechanism for short-term cash needs. That way
the legislature the followi ng year could debate whether to put
nmore noney into the endowrent or into the statutory budget
reserve

REPRESENTATI VE SAMJELS said that in the current version, the
sweep provision goes away so that gets rid of the sweep and
reverse sweep that has beconme the normal course of business.
That wasn’'t the intent; the intent was to have a 3/4 vote to
access the noney for emergencies. Under HIR 28, everything would
go imediately into the general fund and every year each
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| egi slature would choose whether to put the nobney in the
endownent, in the statutory budget reserve, spend it, or |eave
it in the general fund. Wiat you do get to do is take current
revenue and endow it so that the noney is not gone when the next
generation of Alaskans and the next generation of the
| egislature conmes along. Needs don’t disappear and everybody
gets a little bit throughout time. Nobody gets to spend all of
this non-renewabl e resource, everybody gets a piece. The concern
about the need for short-term cash can be alleviated by saving
some noney in a short-termcash-need statutory budget reserve
type fund, he said. You can save as nuch noney as you want in
the short-term fund — tapped in by majority — but his problem

with that is that if it’s available it will be spent and then it
won't be available. “It will be an energency as defined by the
| egislature.” In general that’'s what the bill is about

practically and phil osophically, he said.

2:02: 31 PM

REPRESENTATI VE SAMJELS said M. Teal wuld walk through an
interactive nodel to point out various scenarios wth general
fund growth and production decline. He net with the Departnent
of Revenue (DOR) and they had two ideas for amendnents. One
addresses a bond rating issue related to locking up a large
anount of cash. The other anendnment is a work in progress. It
deals with keeping the ability for DOR to use a line of credit
wi thout ending up with a fund that’s totally invested for short-
termcredit-1line needs.

2:04: 04 PM

REPRESENTATI VE DOOGAN, Co- Sponsor of HIR 28, asked the conmttee
to think about two things as it considers this |egislation.
First, is that although $500 mllion doesn't look I|ike nuch
noney right now, it |ooks pretty good weighed against the $300
mllion the state would get if the personal incone tax were
reinstated under roughly the same ternms as when it was abolished
back in 1980. He next drew attention to three salient facts
about the state’s financial picture: first is the rate of oil
production, second is the value of a barrel of oil, and the
third is the growh in the operating budget. He believes that
over the last five years the gromh in the operating budget

annual i zes to about 10 percent a year. If it’s conpounded, the
growh is 67 percent, making it clear that continued |Iarge
growh in the operating budget will nake it the largest single

factor. There’'s been discussion abut this as a spending limt,
he said, and insofar as it works that way he agrees, but yo-yo
budgeting never really |ooked very good to him looking at it

SENATE JUD COW TTEE - 8- April 4, 2008



fromthe outside and it probably didn't |ook any better | ooking
fromthe inside. Think about those two things, he said.

2: 06: 52 PM

REPRESENTATI VE SAMJELS added using figures from the statew de
sales tax debate that went on in 2002 and 2003, the estimated
$500 mllion cash flow stream would be akin to a five percent
st at ew de sal es tax.

2:07:35 PM

CHAIR FRENCH noted that it’'s been a long tine since the
| egislature last put noney in the corpus of the permanent fund,
and he believes the reason that it’s not being considered nowis
because the noney is then out of reach.

REPRESENTATI VE DOOGAN responded that the difficulty with the
permanent fund is that to use the earnings you have to solve al
the political problenms associated with the permanent fund
si mul taneously. You have to do sonething about the dividend and
you have to convince the voters that the tradeoff is worth it.
Several years ago the idea of capping the dividend didn't go
anywher e because the groundwork hadn’t been done. So if you want
to talk about that, you' re talking about a several year process
to work out the terns to present the idea clearly and often
enough so that people whose job is not to pay attention to these
t hi ngs understand what you're trying to do.

2:10:10 PM

REPRESENTATI VE SAMUELS said he believes that from one-third to
one-half of the noney in the permanent fund cones from deposits
that weren’'t constitutionally nmandated. |[If the |egislature
hadn't put that noney away it wuld have been spent, the
permanent fund would be snaller, and there would be Iless
resource to draw on going forward toward that inevitable fiscal
pl anni ng debate. In the long term the earnings of the permanent
fund, cutting budgets, and sone broad-based tax will all play a
role in the debate. But with a $40 billion permanent fund the
decisions are easier and the road is |l ess rocky, he said.

2:11: 23 PM
SENATOR THERRI AULT j oi ned the neeting.

CHAI R FRENCH questioned why the legislature this year isn't a
good counter argunment to his position. It’'s spending a |ot but
it’s saving a lot, too. “At sone level isn't that a check on a
| egi slature run wil d?”
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REPRESENTATI VE SAMJELS responded that five vyears ago the
| egislature spent $2.5 billion from the general fund and this
year it wll spend $4.1 to $4.4 billion. The legislature is
doing a good job of saving noney, but part of that is because
there is so nmuch noney right now Wen M. Teal does sone
nmodel ing, you'll see sone interesting nunbers on what could
conti nue, he said.

2:13:30 PM

SENATOR McGUI RE drew an anal ogy between the permanent fund and
having two $20,000 certificates of deposit (CD) versus one
$40,000 CD. She believes it would be nore efficient and provide
a better payout to pool the assets, but sonmething else cones
into play with the permanent fund. In her first year in the
| egi sl ature she learned that there is a phil osophical difference
of opinion on what to do with noney that’'s perceived to be
“governnent noney” and noney that’'s perceived to be “citizen
noney.” The noney we’'re talking about in this legislation is
percei ved as governnent noney while the noney in the permanent
fund is perceived as citizen noney. OQther people don't believe
there’s a lot of difference and the noney that’s generated from

oil wealth is invested into roads and schools to benefit
everyone. But because of that difference in perception, you
never get around the practical, political, and philosophical

problem of trying to conmbine those two savings accounts, she
sai d.

2:15:40 PM

SENATOR McGUI RE said that the advantages of doing sonething Iike
this is that it renoves the guesswork about whether or not a
future legislature will be fiscally prudent, and it provides the
advant age of havi ng an endowrent.

CHAI R FRENCH asked the sponsor his view on creating a statutory
budget reserve to do the sane thing.

REPRESENTATI VE SAMIJELS replied he believes that if it were in
statute it would still be easier to go after the corpus than to
have the debate. The 3/4 vote was neant to make it difficult to
access noney fromthe CBR but it became a way of doi ng business.
It was easier to get the vote than to have the debate. Doing
this in statute isn't the way to go because the legislature wll
al ways hedge to the middle and take the easier path. Under HIR
28 you get your five percent payout and the $10 billion wll
| ast for the long term

2:19: 33 PM
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REPRESENTATI VE DOOGAN added that it’'s difficult to figure out
the idea of a denocratic governnment having savings. The nodel is
set up so that the legislature can decide how much to spend and
then set the tax rates for that year. Then the next year it
starts over from zero. The difference is that this state is a
resource owner in addition to being a sovereign so it has other
revenue that conmes in. Resource revenues vary, SO sonetines
there are surpluses and sonmetines there are deficits so you have
to think about what it really nmeans to save noney in a realistic
sense of the word. The nore he thinks about it the nore he's
come to conclude that it isn't really saving unless there's sone
sort of barrier to overcone in order to spend the noney. The 3/4
vote for accessing noney in the CBR seens |like a barrier, but
he’s told that the legislature has always found a way around it
SO you can question whether that is |long-term savings. But the
nmore difficult it is to access the surplus revenue, the nore
likely it is that the noney really is saved. In tinmes of high
revenue you want to save noney as best you can otherwise it’l|
be used and that will be the end of the discussion. The point
is, he said, is that it’s an odd sort of circunstances for a
denocratic governnment to have excess revenue.

2:21:55 PM
SENATOR HUGGE NS j oi ned the neeti ng.

SENATOR McGUI RE comment ed on di scussions she’s had about being a
resource- based econony with a highly volatile income stream that
isnt set up in the traditional denocratic way. That's what
makes this sort of constitutional provision so necessary; it’'s
about elimnating volatility in the best way you can.

She suggested the sponsors consider a fallback position of
i npl enenting an endowrent approach in the statutory budget
reserve. She believes that legislators would conme up wth al
sorts of reasons and excuses to use the noney so it wouldn’t
happen. That’s the problem wth statutory as opposed to
constitutional fixes, they re very anendabl e.

2:25: 08 PM

SENATOR THERRI AULT pointed out that wth respect to the
statenent about the statutory budget reserve, it doesn’t bind a
future legislature. Constitutions are things that limt the
powers of branches of government. Money that was parked in the
statutory budget reserve has a different nane and may be earning
a different return, but really it’'s just the general fund. The
Sci ence and Technology Fund is a good exanple of creating an
endowrent. That was general fund noney with a different nane and
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when the tine cane it was spent just |ike general fund noney. A
smal | constituency advocated to protect it, but finally
succunbed to the demand for dollars that year. He agrees wth
t he coment s Representati ve Doogan made on denocratic
governnents taxing at a level to support services, and that
being a resource-based state is a different mechanism He
recall ed heated debates with a former senator about changing the
oil tax to nore than it took to operate the government for that
year and whether that would have an adverse affect on the
econony. My view, he said, was that the constitution doesn’t say
to sell the resource for |less than market value sinply because
the noney isn’'t needed that particular year. Because of high
commodity prices we have a surplus now, and it’s intriguing to
|l ook at a creative nechanism to carry sonme of that forward. “I
understand some of the criticisnms and concerns, but |’ m thankfu

that you're having the hearing today so that we can look at it,
play with nodeling a little bit and see how it mght work,” he
sai d.

CHAI R FRENCH opened public testinony.

2:28: 00 PM

JASON BRUNEY, Executive Director, Resource Devel opnent Council
(RDC), stated support for HIR 28. RDC is a statewide private
econonm ¢ devel opnent organi zation whose mission is to grow the
Al aska econony through responsible resource devel opnent. It has
a diverse nenbership including all the basic Al aska industries
as well as construction conpani es, |abor organizations, regional
Native corporations, local conmunities and nmany industry-support
firms. For over a decade RDC s nunber one l|legislative priority
has been the developnent of a conprehensive, responsible, and
| ong-range fiscal plan. Al aska residents are fortunate to get an
annual permanent fund dividend and not pay federal incone taxes,
yet he knows for a fact that conpanies that invest in the state
are worried that their taxes will be increased in order to pay
for state services. HIR 28 provides an avenue to pay for those
services wthout burdening industry. The increased revenue
generated from the recent higher tax on the oil industry should
be saved for a rainy day. Just about one third the oil flows
through the Trans Al aska Pipeline System (TAPS) today conpared
to the late *80s, but prices are high so nowis the tine to nake
a concerted effort to save the excess. HIR 28 does that and the
sponsors are to be commended. However, RDC does not support
institutionalizing progressivity in the constitution. RDC is on
record supporting reconsideration of the gigantic tax increases
of the last several years, but as that is unlikely it supports
the state doing everything in its power to save the excess
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nmoney. Coupled wth the hopeful passage of HB 125, this
constitutional anmendnent will go a long way in helping the state
to achieve a responsible fiscal plan. RDC has |ong supported a
percent of market value use of the permanent fund and as this
has yet to happen, it is very supportive of creating this new
endownent and the subsequent five percent annual usage for state
servi ces.

2:31:33 PM

ARLI SS STURGELEWSKI, representing herself, stated support for
HIR 28. She congratulated legislators for doing a good job this
session on the issue of predictability and said the issue of
sustainability needs nore work. Passing the bill calling for the
ten-year financial outlook was good, but the percent of narket
value on the permanent fund is mssing. Passing HIR 28 wll
allow the fund to be invested nore with market conditions. *“I
congratul ate you for what you' ve done, | hope you'll pass this
| egislation and realize that you have worked toward that issue
that we’ve all been yammering for, which is a fiscal plan,” she
sai d.

2:35:27 PM

WAYNE STEVENS, President and CEO, Alaska State Chanber of
Commerce (ASCC) stated support for HIR 28. He said that ASCC has
long urged the legislature to adopt a conprehensive fiscal
policy and recognizes that the first problemis to have a common
definition of fiscal policy. Wile ASCC recognizes that no
| egislature can bind another, the policy should reflect |ong
term sustainability. HIR 28 is an excellent start in that
process, he said.

2:36: 30 PM
DAVID TEAL, Legislative Fiscal Analyst, Legislative Finance
Division, showed a nodel of several different oil price

scenarios. The spring forecast uses the revenue nodel devel oped
for the Novenber session. It takes each price and tells the
revenue that’s generated. It shows that the surcharge revenue
ki cks in somewhere around $60 and increases rapidly beyond that
price. He said that we used to talk about $100 plus under the

gross tax and as oil production fell, we fell from producing
$120 million for each dollar change in price down to |ast year
it approached $60 million for each dollar change. Wth the tax
change, that’'s closer to $100 mllion per dollar change unti

the progressivity surcharge kicks in. Right now, at a price of
$100, you’'re talking about each dollar change in the price of
oil generating about $200 mllion in additional revenue. You
have a substantial gain plus you get noney from royalties and
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the base tax, but the surcharge is large at current prices and
that’s what is being deposited into the CBR to start the
proposed endownent. That’'s on top of the current bal ance, which
is on the order of $6 billion, $7 billion, or $8 billion
depending on how nuch is spent in this budget cycle. The fixed
deposits were 3.6 plus the 400 plus the billion, but anything
that isn't spent will be swept into the CBR The nunber the
sponsors are using is plus or mnus a couple billion dollars and
that’s what it is.

CHAI R FRENCH said the anbunt will be settled on June 30.

2:39:56 PM
MR, TEAL said yes; in 08 and’09 the noney that isn't spent
somewhere else will go to the CBR

Turning back to the nodel, he said you can select the production
decline, but that’'s not a driver in this nodel because it uses
the actual spring production forecast until after 2020 and then
you get the decline that you specify. He said there’s been a | ot
of talk about a six percent annual rate of decline, but out ten
years we're still at 90 percent of current production, he said.
So in ten years a ten percent decline is a long way from a six
percent annual rate of decline. He said he discounts that
because the interesting part of the nodel is the early years and
not the later years. That’'s because you either have enough noney
to make it go, or it'’s failed by then. Wat the nodel does is
take price and production and it figures out how nuch total
revenue was and how nmuch was due to a surcharge and then it
adjusts it downward by production. Then it adds non oil revenue,
whi ch he fixed at approxi mately current val ue.

2:41: 46 PM
CHAI R FRENCH asked what the non oil revenue is.

MR. TEAL explained that oil revenue is property tax, corporate
petrol eum i ncone tax and non oil revenue is everything else. He
continued to say that when you look at the CBR, with a current

bal ance of about $3 billion, basically it could have a bal ance
of $6 billion to $7 billion at the end of '08. As the sponsors
said, what happens is that it takes the oil surcharge and
contributes that. So at any price of oil, it takes the

surcharge, subtracts it from the revenue stream and puts it in
the CBR instead. It also adds the payout to the revenue stream
The payout starts fairly small because it takes the five-year
average and five years ago that was about $2 billion. But it
quickly rises as the five-year average brings in the |arger
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nunbers. So the payout should be somewhere on the order of $500
mllion per year as the sponsors discussed, starting in 2013 to
2015. Then it continues to rise assumng that the CBR continues
to grow because of the surcharge. That, of course, depends on
the oil revenue forecast. You can then |ook at the surplus
deficit calculations. That is sinply taking available revenue
plus the payout to get total revenue. Then you |look at
expenditures, which is a key variable. He showed expenditures
growi ng four percent annually and said that growh rate is the
big argunent along with what oil is going to do. That determ nes
whet her the proposal works or not.

2:44:09 PM
CHAI R FRENCH asked what happens if the general fund grows at ten
percent a year.

MR. TEAL said he’d show that next. Returning to the nodel, he
said it shows a surplus and in the early years it’s due to high
oil prices so you end up with not sinply a CBR bal ance that
approaches $20 billion, but reserves outside the CBR are also
substantial, approaching $20 mllion by 2020. He restated that
that’ s based on the spring oil forecast.

2:45: 30 PM

Responding to the request, he suggested first |ooking at the
current situation; under the fall oil forecast it shows that the
CBR built up a little and you’ve soon overspent. That’s with $45
oil and we know we need oil at $60 or nobre to support the
current level of the budget so it should be no surprise, he
said, that you re looking at sone very large deficits. He showed
the sane thing under the current oil forecast.

2:46: 41 PM

MR. TEAL showed that under the base assunptions of four percent
growh in expenditures and the spring forecast, there was a
surplus out wuntil the md 2020s. But if you increase the
expenditure growh to ten percent, you hit deficits by 2013 and
are conpletely out of control with an unsustai nabl e budget. The
point is that you just can’t do it because you can’'t spend noney
you don’'t have, he said.

He acknowl edged that there's a big argunent over the growh rate
and if it’'s four percent. That’s what the governor hopes to hold
it to, and that's one reason he used it. He then showed the
percent of general fund surplus after operating is spent on
capital and said you mght want to conpare that to the operating
budget growth. He |ooked at operating budget growh and the
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surplus in a given year and highlighted that in recent years the
growt h has sonetines exceeded 20 percent and in others it’s down
around 15 percent, but in those years the surplus is also |arge.
| don’t think it’'s a coincidence, he said. He then showed a
nunber of years when there was virtually no growh in the
operating budget and that’s because there wasn’'t any noney That,
too, was not a coincident. Wwen there were deficits or no
surplus revenue, there was no grow h, he said.

2:49:16 PM
CHAI R FRENCH observed that one of the points that the sponsors
are nmaking is that a surpluses spur governnent growh. “The

upward pressure is just too great for all of us to withstand. If
there’s no noney, we can resist upward growth because we don’'t
have the ability to print noney. But with the surplus floating
around the building, there’'s just too nmany yeses conpared to the
no's as far as each individual project cones forward it all
nmakes sense. W like it, we spend noney on it.” He asked if
that’s a truism

MR. TEAL replied that's what history indicates. Wen you have
nmoney, the budget grows and it doesn’'t when there is no noney.
He said he doubts that growh wll continue at 20 percent
because when you look at the cause of those recent 20 percent
gromh rates, the growth is nmuch less than the nunbers would
i ndicate unless you think about where the npbney was spent. In
recent years $450 million was put into the retirement system -
that’s annual. That was a big chunk of noney but we're now
stabilized so you had to accept it as a large chunk of npney
spent and next year it won't be spent.

CHAI R FRENCH added that you could spend $450 nmillion each of the
next ten years on retiring the PERS/TRS liability, but it
doesn’t represent growth because it's the same $450 mllion.

MR TEAL said it’'s the sane with the $200 million or so in the
tax credits under the new production tax.

CHAI R FRENCH commented that he likes this argunent because it
will help himdefend what the |egislature did when he returns to
his district.

MR. TEAL said the 20 percent growh isn’t something he expects
to continue, but when you |ook at the history you see that when
you have a surplus, the operating budget grows. As Senator
MGU RE said, it’s wunattainable because once it’s in the
operating budget it’s difficult to get it out.
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2:51: 27 PM

SENATOR THERRI AULT observed that it's a good thing that
substantial anounts of noney will be swept into savings, but
it’s not necessarily good if it masks the unsustainable growth
in governnental spending that’s going along with the surplus.

MR. TEAL explained that what he did in conputing the growh is
to subtract savings from spending. Now you see a FY09 operating
budget of $5.2 billion, but it’'s talked about as a $4.2 billion
operating budget because $1 billion is savings. But if you | ook
at the bill and at the operating system and at the reports, you
see a $5.2 billion budget because a savings appropriation isn't
differentiated from a spending appropriation. It’s sinply an
appropriation and that’s what is counted. For that reason he
manual |y renoved savings from the recent years before taking
t hese nunbers. He agreed with Senator Therriault that it doesn’'t
matter what you save, what matters is what you spend because you
will spend what you re saving at some point in the future unless
oil prices stay where they are.

CHAI R FRENCH said another possibility is to create a permanent
fund that can't be touched.

SENATOR McGUI RE commented that there was a simlar debate years
ago on Garvey Bonds. It’s borrowing from the future and over
stinmulating particular sectors of the econony.

2:54:21 PM

MR. TEAL showed a bar graph indicating the percent of the
surplus spent on capital. Wen there are zeros, it neans there
was no surplus to spend. It shows that the current |evel of
spending the surplus on capital projects is high relative to
these years but historically this year’s capital spending is not
out of line with past surpluses. In the ‘80s 50 percent of the
surplus was spent on capital budget. The Senate proposal was 18
percent of the surplus being spent on capital and there was nore
than that spent in 06 and 07, which were also big surplus
years.

He then showed that 10 percent growh is not sustainable. Using
the DOR forecast and with 10 percent growh, shows a decline

from over $20 billion to breaking the system in about 2020 and
$100 billion cunul ative deficits further out.
2:56: 15 PM
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SENATOR W ELECHOWSKI asked what oil production decline he's
anti ci pati ng.

MR. TEAL replied it’s a two percent decline beyond 2020, using
the spring forecast; sone years it's even and sone years it’'s
up. M. Andrews m ght provide an explanation, but the
assunptions are that there is a reduction in major fields and
that new fields are coming on line. That hasn't happened, he
said; these are just projections. He continued to show different
proj ections and said that when you have a surplus, in theory you
hang on to it. But the graphs on percent of surplus spent on
capital and operating tell you that if the noney is held in the
general fund it will likely be spent. You can choose to put the
nmoney into the endowrent, but it doesn’t flow in automatically
Ii ke the surcharge revenue. He said that he would argue that at
high oil prices this system isn't going to work unless
additional noney is contributed to the endownrent.

At nmediumto low oil prices there may be nothing to contribute

but contributing no nore than what’'s required wll still result
in a large and balance and there wll still be a payout that
grows to $1 billion a year. Putting nore nmoney in will result in

a |larger payout, but that’s a |legislative choice.

3:00:17 PM
SENATOR W ELECHOWBKI asked if the projections include additiona
revenue froma gas pipeline.

MR. TEAL sai d no.

SENATOR W ELECHOWBKI said he anticipates a gas pipeline in 15-20
years and wonders if this is the best policy to take to get the
state’s fiscal house in order to get through those years unti
gas cones in.

CHAIR FRENCH asked M. Teal to nodel a 5 percent production
decline fromthis year forward.

3:03: 35 PM

MR. TEAL said the nodel indicates that the reserve balance is
gone in 2020 with a 4 percent expenditure growmh and a
producti on decli ne.

SENATOR W ELECHOWSBKI questioned where the noney would conme from

to support schools, roads and other things if in four years the
price of oil drops to $40 and the surplus is out of reach.
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3:05:16 PM
REPRESENTATI VE SAMUELS replied you' d either cut the budget or
rai se the noney sonewhere el se.

SENATOR W ELECHOWSKI added that sonmeone might try to take it out
of the permanent fund.

REPRESENTATI VE SAMJELS said there would be debates on: the
per manent funds earnings, a state incone tax, a sales tax, |arge
budget cuts, and small budget cuts. It comes down to raising
nore noney versus cutting the budget.

CHAI R FRENCH sai d sone people might argue to turn the permanent
fund into an endowrent.

REPRESENTATI VE SAMUELS responded that he's voted for that
several tines.

SENATOR W ELECHOASKI  conmented that he’'d rather spend the
billions of dollars in savings than either a tax increase or
t aki ng noney fromthe pernmanent fund.

REPRESENTATI VE SAMJELS said the problemwth that is that as you
try and prop things up the budget will continue to increase and
production to decline. He reiterated that the debate is
i nevitable, but the longer you wait, the wider the gap and the
nore draconian the answers will be. It’d be easy to get to a day
when you can’t get enough revenue or cut the budget enough
wi t hout having a real shock to the econony |ike happened back in
the md ‘80s. Anytime you renove a |lot of noney fromthe econony
it’s a shock

3:08: 33 PM
SENATOR W ELECHOWBKI said that if oil drops to $30 a barrel
there will be shock to the econony regardl ess of anything el se.

Al so, he said, there’s nothing to prevent the legislature from
doing this even if this doesn't pass.

SENATOR McGQUIRE said she, too, doesn’'t I|ike the generational
shift of liability and responsibility as opposed to providing a
cushion for the years ahead.

REPRESENTATI VE DOOGAN comrented that the gas pipeline will never
pay |ike Prudhoe Bay, so the idea that everything wll be okay
once gas flows isn't correct. In particular it won't work |ike
that if the operating budget continues to increase. M. Teal
made a very salient point that was glossed over, and that is
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that the non oil revenue is $700 mllion. If you add the
expected gas revenue to that $700 million, you can't even afford
the budget today let alone one that’s been run up another 4
percent a year. Wen he | ooks at the nunbers he doesn’t see the
challenge as bridging until gas flows because that doesn't get
you where you want to go. It’'s nore a matter of figuring out
what to do with the remains of an incredibly valuable resource
to make sure there is benefit for people today and for those who
are in fourth grade now. This is an inportant discussion and he
supports this approach because you can have the best hopes for
the gas pipeline, but the odds that gas will be worth as nuch as
oil are low W have to be realistic about what we can do once
the gas pipeline is running, if we can get it built, he said.

3:12:28 PM

BRI AN ANDREWS, Deputy Conmm ssioner, Departnent of Revenue (DOR),
referred to the sponsor’s comments about saving to a retirenent
account when you' re young, and relayed that Al bert Einstein once
descri bed conmpounded earnings as the nost powerful force in the
universe. Turning to the bill, he said that DOR has two concerns
with HIR 28. The first relates to locking up the corpus of what
HIR 28 is trying to do. This blocks access for paynment of debt
service for the state’s bonds. Currently the annual debt service
on the state’'s general obligation bonds, the certificates of
participation, and the state’s sponsored |eases anounts to about
$70 mllion per year. Those can obviously be handled in the
budget, but if there’s an event in the future and those dollars
were |ocked up, the rating agencies would take a dim view of
that. The state just got a rating increase and, at the very
| east, he’d Iike to maintain that.

MR. ANDREWS said the second concern relates to the liquidity
factor that the constitutional budget reserve fund provides to
the general fund. He directed attention to several graphs
showing the various cash flow requirenments from the CBR since
FY94. Al though there wasn't a need to draw on the CBR the [ ast
three years, there was need in prior years. He explained that
from an earnings/loss standpoint when structuring an endowrent
you want to keep 5 to 10 percent allocated to short-term
investments or cash equivalents. He would suggest that rather
than lending that noney to the U S. treasury, the endowrent
should have the capability to lend that noney to the state
treasury. That would help with cash flow needs and wouldn’t

i mpact the overall earnings of the endowrent. On $6 billion a 5
percent allocation to cash equivalents would be $300 mllion and
10 percent would be $600 nmillion. That would cover the genera

fund cash needs in nost years, he said.
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3:17: 03 PM
CHAI R FRENCH asked what the CBR has been earning in the |ast few
years.

MR. ANDREWS expl ained that the CBR has two conponents. The nmj or
conponent is in very liquid short-term investnment profile with
earnings that are 4 to 5 percent or a noney market equivalent.
The sub account within the CBR is invested in donmestic stocks
and | onger term donestic fixed-incone securities. In FYO7 those
earnings were 14 to 15 percent. He agreed with Chair French that
that noney is captured within the CBR and doesn’t m grate.

SENATOR W ELECHOWSKI asked how they decide what goes into the
sub account.

MR. ANDREWS explained that for the nost part the viewpoint is
that the CBR is there for liquidity and safety of principal,
which is why it’s invested for the short term

3:18: 37 PM
SENATOR Mc@UJ RE asked how nmuch is in the sub account versus the
nore |iquid conponent.

MR ANDREWS replied there's currently about $300 billion in the
constitutional budget reserve fund; $600 mllion is in the sub
account and the remainder is in the liquid portion.

CHAI R FRENCH asked what |aw prevents putting the 4 to 5 percent
noney into the 15 percent noney.

MR. ANDREWS replied it’s at the call of the comm ssioner of
revenue. He added that there is intent language in the
suppl enental bill to place the majority of the contribution into
t he sub account.

CHAI R FRENCH asked for a sinple description of how much is in
t he permanent fund, the earnings reserve, the CBR, the education
fund, the capital account to build the pipeline, and the various
ot her pots of noney that are being held by the state governnent.
MR. ANDREWS agreed to provide that rather extensive |ist.

CHAI R FRENCH held HIR 28 in comm ttee.

There being no further business to conme before the commttee
Chair French adjourned the neeting at 3:21:00 PM
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