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"An Act relating to the Alaska Pernmanent Fund
Corporation, the earnings of the Alaska pernmanent
fund, and the earnings reserve account; relating to
the mental health trust fund; relating to deposits
into the dividend fund; and providing for an effective
date."

REPRESENTATI VE CHARI SSE M LLETT, SPONSOR, shared her
vi ewpoi nts regarding the concept of the bill. She related
that the conpanion bill was SB 114 (Perm Fund: Earnings,
Deposits, Accounts) introduced by Senator Lesil MQiire.
She pointed to Representative M ke Hawker's point of market
value legislation [HB 224 State Planning & Budget; Perm
Fund; PFD] , Governor  \Walker's Sovereign Walth Fund
di scussion and fiscal plan legislation and her and Senator
McCuire's legislation, all dealing with restructuring the
Permanent Fund Dvidend (PFD) and declared that each
concept had nerit. She felt that the ideas were worthy and
i mportant discussions for Al askans. She acknow edged t hat
conversations concerning the Permanent Fund were sensitive.
She comended Governor Wal ker for introducing the Sovereign
Wealth Fund concept and for starting the dialogue. She
offered that the conpanion Senate bill introduced by
Senator Lesil McCGuire contained innovative ideas and
confronted the fact that the state's budget was predicted
on the price of oil and the projected pipeline flow rate.
The bill viewed Al aska's resources in a nuch different way.
She understood that the bill my not be the one chosen
through the legislative process but maintained that the
legislation furthered the dialogue and contributed to the
process. She believed that the PFD provided Al askans the
opportunity to participate in the owner state and they cane
to rely on their portion of the natural resource wealth as
part of their income. Consequently, the concept was not an
easy conversation to engage in. She shared that she thought
"a lot about what the solution would Iook |I|ike." She
reasoned that at sonme point, all of the ideas would nmake
sense to the legislature and worried nore that no plan
woul d be adopted. Her fear of doing nothing was greater
than her fear of engaging in a conversation regarding
restructuring the Permanent Fund. She had taken a tenpered
and neasured approach to all three plans introduced on the
topic in the current session.

1: 40: 29 PM
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Representative MIllett reiterated that the PFD concept was
a difficult conversation, but she believed the |egislature
was on the path to "righting the ship." She spoke to the
great opportunity in Alaska and her desire for continued
prosperity for future generations. She believed the
di al ogue was appropriate given the gravity of the current
financial situation facing the state. She stated that doing
nothing would be incredibly dangerous and thanked the
commttee for the opportunity to address the bill.

1:42:11 PM

SENATOR LESIL MCGUI RE, SPONSOR, comrended Representative
MIllett for her |leadership on the bill. She shared her
t houghts regarding the House of Representatives. She spoke
to the risk of putting the legislation forward due to the
sensitivity of the topic. She stressed that discussing a
different approach for use of the Permanent Fund brought
forth significant enotional responses from Al askans. She
spoke to the inportance of working on the issue of how the
state nmanaged its budget. She related her past experience
as a new legislator and her surprise that the "entire state
budget” was so dependent on the oil comobdity and the
direct correlation between the price of oil, anount of
t hroughput and the size of the budget. She |earned that
ot her | awrakers had consi dered the budget dependency on oil
and put forth simlar bills that were considered in the
past. She presented a PowerPoint presentation titled:
Reducing the Deficit: | nvesting Alaska's Vast Cash
Reserves. "

1: 47: 07 PM

Senator M Cuire addressed slide 2 of the |egislation:

The Per manent Fund and t he Di vi dend

* Novenber 1976-Voter Approved Constitutional Amendnent
Creating the Pernmanent Fund

e 2/21/1977-9t hLegi sl ature
Created Permanent Fund thru CSto SS to HIR 39

e -to convert a part of the depleting petroleum asset
into a permanent and sustainable financial asset-
(Gol dsmith, 2002)

e Zobel v. WIIlians (Argued: 10/ 7/ 1981, Deci ded:
6/ 14/ 1982) US Suprene Court
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HELD. The Alaska Dividend distribution plan violates
the guarantees of the Equal Protection C ause of the
14t h Amendnent

e 1982 The first Permanent Fund D vi dend
Created by a statutory overlay on the constitution
(signed into | aw 4/ 16/ 1980)

Senator MCQuire expounded that approximtely $50 billion
was currently in the Permanent Fund and no provision in HB
303 renoved the constitutional protection of the fund's
corpus. She nmentioned thoughts around why the |egislature
created the Earnings Reserve Account (ERA). She voiced that
the intent was to deliver dividends to certain Al askans.
The goal had been to reward long-term pioneering Al askans
so they would becone nore intimately connected with the
value of the fund and share in the value of its subsurface
rights. Subsequent to the Suprene Court decision, every
citizen of Alaska was subject to a mninmal residency
requi renent of two years or nore in order to receive a PFD

1:52: 33 PM

Senat or McCuire addressed slide 3:
|s there a Probl enf
A $3.5 - $4 billion deficit

e The legislature has enacted heavy spending cuts over
the last 2 years

e The state has several savings accounts, but
* W cannot wait and hope for high oil prices

e The price of inaction now could be disastrous for the
state’'s future

Senator MQ@ire believed that "it was inportant to
mani festly change the volatility of the state's dependence
on oil and structurally reflect that in statutory changes
to the Permanent Fund." She stated that contrary to popul ar
opinion the legislature recently enacted heavy budget cuts
of alnmobst $1 billion that inpacted inportant prograns. The
cuts facing the state during the current session were nuch
nore serious and would affect individual Al askans in all
areas of public services. She stressed that state savings
woul d be gone in two years.

House Fi nance Conmmittee 4 02/16/16 1:33 P. M



Senator MQuire turned to a graph titled "Al aska's Fisca
Situation This Year (FY 16)" on slide 4. She appreciated
the sinplicity the slide brought to a conplex issue. The
blue bar depicted the state's total expenditure I|evel of
$5.2 billion. The black bar represented the state's revenue
of $1.062 billion. She referred to the state's $3.6 billion
from savings shown in the red as necessary to help pay for
expenditures. She noved to slide 5:

"The Five Stages of Gief":

* Deni al

* Anger

* Bargaining
* Depression
* Acceptance

Senator MQ@iire relayed personal experience wth the
stages. She discussed the experience of each of the stages
as a legislator in relation to the state's fiscal crisis.
She highlighted slides 7 and 8 both titled "Status Quo" in
relation to the cost of inaction. On slide 7 the graph
depicted a large fiscal deficit extended out into the
future without taking action and voiced that doing nothing
was "dangerous." She addressed slide 8 and cautioned that
w thout adopting any of the proposed fiscal plans, the
graph depicted the end of the dividend program in FY 22
under the status quo. She pointed to the delineation of FY
19, FY 20, and FY 21 and conmunicated that in those fisca

years the state would spend down the Constitutional Budget
Reserve (CBR) and other funds and arrived at the point
where only the PFD ERA was left. The | egislature would have
to choose between fundi ng governnent and payi ng a divi dend.

2:01: 38 PM

Representative WIson contended that every presentation she
attended on the fiscal crisis based information on "doing
nothing." She offered that the plan of action needed to be
determined and that the legislature was aware of the
situation. Senator MQiire agreed with the statenment. She
believed that the issue may have gotten lost in the news
cycle. She noted that the House was taking the historic
step to only focus on the budget issue. She was attenpting
to provide a baseline for conparison about where the state
would be if nothing was done. She pointed out that sone
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people still believed that it was possible to receive a
dividend and not nmake a structural change and wanted to
relay the opposite nessage to the public.

Representative Edgnon pointed to slide 5. He shared that he
had al so been using the sane talking points in his office.
He believed nost |egislators vacillated between depression
and acceptance; whereas, constituents vacillated between
denial and anger. He felt that legislators were tasked with
"bridging the gap" and help constituents understand the
i ssue. He applauded the sponsors for comng forward with
t he | egi sl ation.

Representative Gara believed that Senator MQ@ire's views
on doing nothing were "fair." He stated that if the state
did not also raise revenues the deficit would not be
solved. He stressed that it was necessary to consider every
opti on. He understood the frustrations regarding the
publics' lack of know edge of the $1 billion in budget cuts
that were already enacted and felt that action was
i nperative

2:06:22 PM

Senator McCGuire turned to slide 9 also titled "Status Quo."
She relayed that she would begin using the term "status
guo"” as opposed to "doing nothing," which she felt was
"vernacularly charged.” She pointed to the bar chart
showi ng the CBR and Ceneral Fund (GF) revenues in blue and
the ERA in green, both equaled about $7 billion each. She
explained that both of the funds were available for
spending by the legislature without a constitutional vote.
The CBR required a three-quarters vote and the ERA required
a sinple magjority vote. If the status quo continued, by FY
18 the CBR would be drained and the legislature arrived at
the point of deciding whether to issue a PFD or fund
gover nnent .

2:09: 22 PM

Senator McCGuire addressed slide 10:

A Path Forward

We need a plan to address the problem
In crafting this plan | had these principles in m nd:
The sol ution needed to:
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. Retain a dividend
. Reduce the volatility in the state budget
. To clearly expose the size and cost of governnment
-so that downward pressure would ensure that
Al askans could begin an honest assessnent of
needs vs. wants
4. Be enduring to allow maxi mum use of our wealth
over generations so that benefits and burdens are
shared
5. Be Sinple and Easy to inplenent

WN -

Senator MQ@iire announced that the bill was conpletely
created by her and her staff, wth assistance from
econom sts, reviews of previous simlar |egislation, the
Legi slative Finance Division (LFD), and specifically David
Teal, Director, LFD. She stressed that "no outside group
that is not elected created this plan."” She spoke of the
various elenments she focused on when fornulating the fiscal
plan. She felt that it was inperative that a plan retained
a dividend and her bill offered the only plan that
guaranteed a $1, 000 dividend. She believed it was inportant
to retain the dividend because the program was created by
the ninth Al askan legislature to "hand out dividend checks
to share the wealth of our subsurface rights that are non-
renewabl e resources with Al askans.” and to connect the
public to the Permanent Fund and its value. In addition,
she remarked on the economc disparity between rural and
urban Al aska and noted that the "dividend had been factored
in as people's incone," which affected people's |ivelihood.
She related personal experience regarding receiving her
first permanent fund dividend check and her famly's
decision to save the checks for each sibling's future. She
shared her father's feelings about the creation of the PFD.
He believed the decision to pay dividends was the worst
thing that had ever happened to the state because of the
dependency it would create. However, she strongly believed
t he dividend program nust be mai ntai ned.

2:16: 34 PM

Senator McQuire continued to address slide 10. She decl ared
that a plan had to address reducing the volatility in the
state's budget. She delineated that commobdities by its
nature were volatile and value was <created through
"perception" and that oil cartels like GO Producing and
Exporting Countries (OPEC) played a role in driving the
price of oil. She stated that planning a state's budget
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based on a commodity price was a "terrible way" to bal ance
a budget. She revealed that the bill was not a conplete
solution; it dealt with one part of the state's |argest
asset but did not define the adequate size of governnent.
She believed that point 4 on the slide was the nost
inportant of all of her stated principles. She reasoned
that in order to keep building the state and preserve
weal th over generations the ERA should be taken off the
table and shared into the future instead of being spent
She warned that if the legislature did not adopt the
legislation or sonething simlar the principle in item 4
was not attainable. She shared that she voted for a POW
bill as part of a bipartisan coalition in the House in
2004, which the Senate failed to adopt and that if adopted,
the state would be financially stable today and the PFD
woul d have been relatively unaffected. She read the quote
on the slide by Albert Einstein, "If | had one hour to
solve a problem | would spend 55 minutes thinking about
t he problem and 5 m nutes thinking about the solution.”

2:20: 05 PM

Represent ati ve Kawasaki thanked the sponsors for presenting
the bill. He addressed Senator MCQuire's comment that no
one else was responsible for the legislation. He referenced
a talking points meno on SB 114 distributed by Ben Sparks
on behalf of the Anmerican Federation of Labor and Congress
of | ndustri al Organi zations (AFL-CIO  president Vince
Beltrami and General Conmunications |Incorporated (GCl)
President Ron Duncan and wondered why it was available [in
t he backup packet for SB 114 - available on BASIS]. Senator
McGQuire explained that she had introduced the |egislation
the past April prior to interim to allow a dialogue to
develop around SB 114. During the interim the Governor
assenbled a 35 nenber panel of Al askans to address the
fiscal crisis. She was contacted by M. Duncan |ast August
and relayed that he had been a constituent years ago. After
finding her bill in a packet of fiscal options distributed
by the governor, M. Duncan requested neeting with the
Senator and offered his assistance. She wei ghed whether to
enlist his help launching a public relations canpaign
pronoting the |egislation. She could not renmenber a single
maj or issue in Alaska that was not decided w thout private
sector groups weighing in. She thought it would be helpfu

to hear from a diverse group of Alaskans and suggested
picking a politically neutral woman to |lead a group. She
continued that in the neantinme, GCI and AFL-CIO forned a
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group to pronote the idea of solving the deficit and
exam ned all of the fiscal plans.

2:25:27 PM

Senator MQ@iire continued that the talking points were
widely distributed by the group as part of their
educational canpaign and she was not associated in its
aut horshi p. She was not sure how the docunent received its
title listing the specific nanes. She suggested that nany
private entities typically wighed in and wanted to
i nfluence the dialogue on |egislation. She enphasized that
“the bill was honme grown." She welconed that the group
pronoted di al ogue and di ssem nated information about SB 114
and the other fiscal plan bills.

Representative Kawasaki thought that the title created
perception that SB 114 and HB 303 was their bill. He
understood that many | obbyists were being hired regarding
the issue. He wanted the public to understand that his vote
woul d not be influenced by a | obbyist.

Representative Mllett declared that a bill that she
sponsored or supported "rose to the top” on the merits of
the bill and she wanted to have her statement on the

record. She restated that she sponsored HB 303 solely on
the bill's merit.

Senator McGuire shared that her staffer Jesse Logan worked
arduously with her on the bill and was a resource for any
| egi sl ator with questions.

2:31: 50 PM

Representative Gattis voiced that she renmined undecided,
but she appreciated the conversation. She thought that
"everything should be on the table." She |ooked forward to
heari ng nore about the bill.

Vi ce- Chai r Saddl er appreciated the passion and the sol ution
Senator McGQuire was offering and for placing the issue in
"context." He requested nore details about the |egislation.
Senator McCGuire briefly nmentioned slide 11

What HB303 1S NOT
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It is NOT

*A Raid on the Pernmanent Fund
OThe Pernmanent Fund cannot be touched w thout a
constitutional anendnent
(HB 303 would only draw funds from the Earnings
Reserve Account

*A way for Governnment to increase the Budget

A Dividend Killer

Senator McCGuire briefly addressed slide 12:
What HB303 IS
It IS

*A way to connect Alaskans directly to their share of
t he Natural Resources

*Away to protect your dividend into the future
*Wthout a structural change, the dividend will go
away in a few short years

*A way to ensure that services you enjoy continue to
be provi ded

*Police (public Safety)

*Firefighters

* Roads

* Educati on

*Heal th and Human Servi ces

*The Marine Hi ghway

* Parks and Recreation

*Fish and Gane managenent

Senator McQuire voiced that the slide enphasized that every
Al askan depended on governnment in some way. She highlighted
slide 13 titled "Inpacts of Selected Options for Reducing
the Deficit by $100 mllion Job Loss" authored by Gunnar
Knapp, Director, University of Al aska Anchorage's Institute
of Social and Econom ¢ Research (ISER) for the publication,
Al aska Business Monthly 2016. She summarized that the graph
depicted that every job had a value associated with it and
job | oss inpacted the econony.

Vice-Chair Saddler pointed to slide 13 and endorsed the
information on the graph as the best netric to neasure the
inpacts from the various deficit reducing options and
encour aged everyone to read the article.
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2:34:09 PM

Senator McQuire agreed with Vice-Chair Saddl er. She skipped
slide 14. She underlined slide 15:

HB 303 Spending Limtations? Volatility in Commodity Prices

*The Legislature could consider sone of the follow ng
to reduce volatility:

o Language that says “FY(x) appropriation cannot
exceed 110% or 120% of previous years draw -
can pick a nunber.

o POW could be a range of % depending on

returns, oil tax revenue, cash flow needs,
capital project outlays, etc...
o i.e.—POW could equal 2% 8% to fill the budget

deficit, “whichever is |ess”

e Can create an overall spending cap

Senator MQ@ire related that she welconed ideas and
anmendnents regarding a spending limt and felt one was
necessary.

Senator McGQuire noved to slide 16
A $3.5-4Billion Deficit-volatility in Commodity Prices

We have seen this before for decades
Ol Price x Volune = State Budget

Thi s has been Vol atil e and Unst abl e

W have been saved in the past by rebounding oi
prices
What is different today is:
We no | onger have the vol une
(oil would need to be over $108bbl to bal ance the
budget)

Einstein said “W cannot solve our problens with the
same | evel of thinking that created them’

Senator M Quire skipped slide 17. She turned to slide 18

that depicted 2 graphs that were a mxture of a variety of
graphs that illustrated the actual price of oil and the
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forecasted price of oil for Wst Texas Internediary (WI)
and Brent oil prices. She reported that the graphs
denonstrated that predictions were “always wong” and the
difficulty in forecasting comodity prices.

2: 37: 44 PM

Senator McGuire briefly noved to slide 19 which portrayed
another graph showing the actual price of crude oil
provi ded by t he Uni ted St at es Ener gy | nf or mati on
Adm ni stration (USEIA).

Co-Chair Neuman asked what the oil price the bill was
predi cated on was. Senator MQuire replied that the price
of oil was an "amalgamation" of approximately $30 per
barrel. She stated that she could consider a nodel based on
$50 per barrel . She explained that there was a
“probabilistic" method and an "actualistic" method to
enploy in the calculation and she chose the actualistic
way. A nodel of the plan devel oped by a private group nade
cal cul ations based on different variables. Co-Chair Neuman
asked what nunbers the presentation was based on.

JESSE LOGAN, STAFF, SENATOR LESIL MCGUIRE, replied that the
nodels in the slide deck were produced by LFD based on
Depart ment of Revenue (DOR), Revenue Source book dat a.

Co-Chair Neurman asked whether the DOR data was $50 per
barrel . Senator MQ@ire deferred to M. Logan. She
clarified that when she began nodeling for the bill the
price of oil slid from $52 to $30. She added that the
governor enployed a probabilistic nodel and she chose to
use the actual based on the Revenue Source book.

M. Logan expounded that the governor's nodel enployed the
probabilistic economc nodel that provided a range of
probable outconmes and a variable percentage on the
i kelihood of the outcone happening. He stated that the
bill enployed the "determnistic" nodel used by LFD for
budgeti ng purposes. Utimtely, the nunbers in the nodel
presented at the end of the slide deck were derived from
the Revenue Source Book. Co-Chair Neuman wanted to know
what value for the price was used because the price was
directly connected to the evaluation of the "effects of the
budget deficit" enployed in the bill's nodel. Senator
McGQuire stated that the nodel had been a "noving
conversation” and when in conparison to other fiscal plan
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legislation a simlar price should be used to get "the ful
i npact” of each plan.

2:41:34 PM

Senat or McQuire skipped slide 20. She addressed slide 21:
A $3.5-4Billion Deficit

*QG | Price Projections have been inaccurate

*ls the International al Mar ket fundanmental | y
di fferent now?
* Per haps

e Should we bet on oil prices to save us in the future?
*A better question:
Shoul d we bet our future on oil prices?

Senator M Quire skipped slide 22. She turned to slide 23
which contained a graph depicting,"” Hi stori cal and
Projected End-of-Year Balances of State Reserve Funds -
(excl udi ng Permanent Fund)." She detailed that in 2008 and
2009 the price of oil was up to $147 per barrel under
Al aska’s Cl ear and Equitable Share (ACES). The cream col ors
on top of the blue bars depicted deposits into the
Statutory Budget Reserve Fund (SBR). She pointed out that
the state had saved noney but in 2015 began spending CBR
funds. She pointed to slide 24 titled "How W Are Spendi ng
$5.2 billion in FY 16." The chart depicted spending by
departnment and she noted that the tw [|argest budgets
bel onged to the Departnent of Health and Social Services
(DHSS) and Departnent of Education and Early Devel opnment
(DEED). She voiced that even if the legislature cut every
single governnent job and service provided by both

departnments there would still be a deficit. She exam ned
slide 25 titled "Potential New Revenue From Sustainable
Al aska Plan." She reported that the graph's nunbers were

based on the governor's probabilistic nodel and on his tax
rates whi ch showed generating $457 million in revenue and a
remaining deficit of $3.6 billion. She ascertained fromthe
slide that revenue generating devices did not generate
enough revenue to <close the deficit, which was why
Per manent Fund restructuring was necessary.

2:44: 18 PM

Senator McGuire addressed slide 26:

House Fi nance Conmmittee 13 02/16/16 1:33 P. M



W cannot close the gap with cuts or new broad-based
revenue ALONE.

A sound fiscal solution will necessarily involve using
t he Permanent Fund.

Senator MGQuire briefly addressed the graph on slide 27
titled "FY 16 Agency Share of Total Agency Operations and
the Appropriation for Permanent Fund D vidends." She
indicated that the single |argest budget item was paying
out the PFD dividends from the ERA. She pointed out that
the fund was inflation proofed by approximately $1 billion
and the total for FY 16 was $2.4 billion. She addressed
slide 28 which conmpared HB 303 with the governor’s bill.
Slide 28:

SB 128 (APFPA) vs HB 303 Key El ements

* Royalties go to Dividend under both plans
o PFPA = 50% of Royalties (~$1,000 dividend and
falling)
o0 HB303= 74.5% of Royalties (nearly 50% Hi gher
Di vi dend)
e $1,000 m ni mum
* PFPA plan noves CBR and G| tax revenue into Earnings
Reserve Account
o There are possible legal issues regarding the CBR
sweep
* PFPA plan is NOT a POW
o Targets a set nunber ($3.3B) for withdrawal and
spendi ng
o This is telling the legislature you have *“Xx”
amount to spend every year
» Does not adjust to market returns and actual earning
of the ERA

* HB303 does not change oil tax revenue (still straight
to GF)

e AFPA is designed as an annuity-looks 25 years into the
future: Foresight

 POW is based on actual values-Looks 5 years into the
past: Hi ndsi ght

2:48: 30 PM

Senator McCGQuire delineated that the governor's plan set a
dol l ar anmount target based on 25 years into the future of
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actuarial evidence. She enphasized that a POW plan was
based on actual values, which she strongly favored. She
coomented that POW was a tested nethod of nmanaging a
corpus of noney allowing a certain amount of earnings to
spin off as usable funds and kept the corpus viable into
the future. She noved to slide 30 titled “Current Cash
Fl ow which she considered the "plunbing"” of the plan. She
addressed the current cash flow chart on slide 30. She
explained that .05 percent of the royalties went to a
Public School Trust Fund, roughly 30 percent were deposited
into the Permanent Fund Principal and approximately 69.5
percent was noved into the GF. She noted the representation
of the CBR that was outside of the G- and used in deficit
spending needed a three-quarter vote to access the funds.
She identified slide 31 titled "HB 303 Change 1. Royalty
Percentage.” She revealed that the legislation proposed
changing the royalty percentages. She referenced slide 32
titled "HB 303 Change 2. Add POW Payout." She el aborated
that 25 percent was deposited into the Permanent Fund
principal and 74.5 percent was deposited into the G- and 5
percent of the total was deposited into the G-. She skipped
slide 33. She noved to slide 34 titled "HB 303 Change 4.
Di vidend Source and Calculation.” She elucidated that the
25 percent deposit into the Permanent Fund principal was
permanent and designed to grow the fund. However the bill
included a new way to pay out the dividend. She offered
that currently the ERA payed out dividend checks. HB 303
created a new dividend fund utilizing 75 percent of the
royalty stream The earnings from the principal of the
Per manent Fund were distributed into the ERA and 5 percent
of the POW draw was deposited into the G-. The GF renuai ned
the sanme. She enphasized that the "major shift" was the
creation of a new dividend fund using 75 percent of the
prior year's royalties to pay the dividend.

2:53:43 PM

Senator McCGuire revi ewed slide 35:
HB 303: The SWAP-Rents and Royal ties

sCurrently,
*30% of all Royalties and Rents from
*GO |, Gas and Federal M ning revenue
*Deposited into the Permanent Fund cor pus
*0.5%to School Trust Fund
*69. 5% deposited to General Fund
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Senator McQ@uire read slide 36:
HB 303: Rents and Royalties to Dividend

*74.5% of all R&R woul d be deposited into the Dividend
Fund

*No Permanent Fund Earni ngs woul d be used for Dividend
*SB 114: puts a floor (guarantee) of $1,000 Dividends

Senator M@uire warned that nmaintaining a $1000 dividend
m ght involve a policy decision regarding wthdraw ng funds
from savi ngs depending on the price of oil.

Senator Mc@uire underlined slide 37:

HB 303: PF Reserve Earnings Account and the General Fund

* The exchange for R&R to Dividend Fund:
e 5% of the total value of the Permanent Fund (Corpus +
ERA)
Wt hdrawn from ERA Deposited into General Fund

e This is often called a Percent of Market Value (POW)
concept
e Returns on PF investnents average nore than 5%
o Thus you inflation proof the PF plus the 25%
R&R deposi t
The PF continues to grow

Senator McQ@uire infornmed the conmttee that the net effect
of the ERA withdraw was roughly $2 billion. She indicated
that currently the Senate State Affairs Conmttee was
di scussing SB 114 and the wunresolved issues regarded a
spending cap, inflation proofing, and whether or not to
hold a constitutional vote. She illum nated slide 38:

HB 303: PF Reserve Earnings Account and the General Fund
I nflation Proofing?

Callan’s Est. Return on Pernmanent Fund | nvestnents = 6.9%
POW Draw = 5%
To the Earnings Reserve Account = 1.9%

To the Corpus of the Permanent Fund = 25% of Royalties
Total Royalties $961M * 25% $240M
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Senator McQuire indicated that the only way to nmaintain a
heal t hy Per manent Fund corpus was by inflation proofing the
fund. She relayed that Angela Rodell, Executive Director,
Al aska Pernmanent Fund Corporation reported that over the
life of the fund the legislature "injected an additiona
$16 billion to inflation proof the corpus of the fund." She
announced that the yearly budget line item of between $703
mllion to $1 billion to inflation proof the fund was "in
effect, a direct injection of new capital into the corpus."”
She noted that roughly 80 percent of all of the funds’
assets self-inflation proof.

2:57:43 PM

Co-Chair Thonpson turned the gavel over to Vice-Chair
Saddl er .

Representative Gara pointed to slide 34. He spoke to the
ERA. He stated that the current ERA bal ance was
approximately $7 billion and wondered how the POW approach
would work in a "sub-par year." He stated that a $2.5
billion yearly wthdrawal nmay or nmay not deplete the
earnings reserve. He wondered about the chances of "bad
mar ket returns" enptying out the reserve naking the $2.5
billion unavailable for spending. Senator MQiire replied
that the bill was a conversation starter and the nechani sns
could be altered. She encouraged the conmttee to invite
Angel a Rodell, to speak to the issue before the commttee
due to her fact based historical perspective. She answered
that the 5 percent POW draw could be changed in a nunber
of ways. She elucidated that changes could be a different
exact percentage or range of percentages. She highlighted
one possibility that was a POW of 5 percent over the past
5 years. She stated the approach was nore stable. Another
option was to hold an election to open up the principal.
She relayed that Director Rodell offered the suggestion so
in a bad year noney would be withdrawn from the principal

She offered that in an underperform ng year under the bil

funds were drawn from the CBR She warned that if the
| egislature waited two years to act the CBR would be enpty
and only the ERA funds renmined, which left "a nmuch nore
narrow set of circunstances"” to operate under. She pointed
to revenue generation or oil tax credit adjustnents as
options. She agreed that the 5 percent POW was an average
that may recoup $3 or $4 billion in high years and $1.2
billion in |ow years and that considering outcones and the
"full construct” was necessary. She recommended the POW of
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5 percent over the past 5 years as a relatively stable
appr oach.

3:03:18 PM

Representati ve Pruitt appr eci at ed t he Senator's
presentation. He relayed Comm ssioner Hoffbeck's, Randall
Hof f beck, Comm ssi oner, Depar t ment of Revenue (DOR)
coorments regarding the difficulty to maintain the $1,000
di vidend under her plan. He asked for the Senator's
t houghts. Senator MGQuire responded that she had spoken
with Comm ssioner Hof f beck. She nentioned that t he
governor's plan was entirely different. The governor's
approach enbraced a variety of neasures under a high degree
of certainty to fill the budget deficit. H's plan needed
the formula to equal roughly $2.5 billion and addressed
volatility by decreasing or not paying out a dividend in
favor of a guaranteed anount for governnment spending. She
expl ained that her bill proposed to change the fundanental
structure of the fund to provide "nore stability."” She
reiterated that governnent jobs had value and governnent
services had value and elimnating volatility signaled
stability to the "tight nexus... between the public and
private sectors.” She believed that was the reason for the
interest from the private sector groups in adoption of a
fiscal plan. She discussed the policy decision HB 303
i nduced regarding using noney from savings to guarantee a
$1, 000 di vi dend.

3:07:29 PM

Representati ve Kawasaki asked how structurally sound the
plan would be going forward especially in the 5 year
average scenario. He stated that in 9 out of 30 years the
earnings reserve yields were negative. Senator MQ@ire
responded that she would provide a slide to the conmttee
that contained the data on the ERA percentages and the
yields over the years and agreed wth Representative
Kawasaki regarding the variable returns for the ERA. She
explained that "some volatility was contained in a POW
approach.”™ She thought the plan was still "light vyears
ahead" when conpared to current budgeting. She did not know
the exact anount the POW returns would generate. She
reiterated that it would be helpful to have M. Rodell

offer a factual perspective regarding the Permanent Fund

She recomended discussions involving all of the possible
opti ons.
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M. Logan added that when averaging the |last five years of
ERA returns the real draw was roughly 3.87 to 4.81 percent
depending on the range of wvolatility and with targeted
returns at 6.9 percent and real returns at 5 percent the
actual draw was less than what the ERA was earning. He
agreed wth Representative Kawasaki's point. Representative
Kawasaki remarked that 2010 netted poor returns for the ERA
and the state was barely able to pay out dividend checks.

Senator McQuire returned to slide 23 and pointed out that
in 2010 because oil had been so high, under ACES the state
was doing quite well and had put $1.2 billion in its
statutory savings account. She felt that it was "so
di sconnected there were absurdities in both ways."

3:12: 39 PM

Representative Kawasaki clarified that the targeted draw
from the ERA was between $2.7 billion and $4.1 billion,

Senator McCGuire answered in the affirmative. Representative
Kawasaki relayed that the governor's bill proposed a
statutory draw and he believed sone people may favor the
nore stable approach. He thought the draw proposed in HB
303 was nore volatile and wondered why the governor's
approach was "not a better way to go." Senator MQ@ire
replied that the governor's plan had a different
phi | osophi cal approach. She declared that she "was happy
with the solution" [in HB 303]. However, she did not
beli eve she was nore right than anyone else. If through the
del i berative process, the legislature decided the annuity
based direct paynent nodel was the best option, she would
support it. She furthered that her goal was to address the
| ar gest singular budget issue, which she felt was the PF.

She agreed that the POW was a little nore volatile but
thought that it offered nuch nore budget stability. The
approach was recognized over decades of review and use
globally, and nmintained a structure that was defined and
upheld in state statute. She discussed the possible |ega

contests with restructuring established state accounts. She
reiterated that she favored the POW approach and |iked the
idea of creating a dividend directly from royalties to
connect Al askans to its resource. She shared her disconfort
with some el enents of the governor's plan.

3:17: 34 PM

House Fi nance Conmmittee 19 02/16/16 1:33 P. M



Vice-Chair Saddler appreciated the overall context the
sponsors had provided. He observed that the plan did not
i ncorporate an allowance for capital projects. He noted the
POW nodel included inflation proofing and a 25 percent
deposit from royalties into the corpus of the Pernmanent
Fund. He asked whether the proposal "over inflation proofed
the nodel." Senator McQuire responded that the constitution
mandated a mninum of 25 percent of the royalties. She
contended that the state had been over inflation proofing
the fund. She believed that the anount acted as a saf eguard
in |lean years and did not feel growing the corpus was over
inflation proofi ng. Vi ce- Chair Saddl er stat ed t hat
currently permanent fund dividends were predicated on the
stock market. He asked what effect attaching dividends to
royalties would have on the psyche of Al askans. Senator
McGuire replied that she had skipped over a couple of
slides on the topic due to the neeting's tinefranme. She
believed great things would happen. She elaborated that
what ever side of the debate a person was on regarding a
repeal of SB 21 (Gl And Gas Production Tax) [CHAPTER 10
SLA 13 - Enacted 05/21/2013], she discovered that nost
peopl e did not understand that oil was the single source of
revenue for state spending. She voiced that Al aska was a
resource based state and that restructuring would connect
the public to the resource and spark nore education and
involvenent in the process. She felt that nore public
awar eness of the relationship between the federal and state
government woul d al so occur.

3:24: 33 PM

Representative Gara understood that at the price of
approximately $42 per barrel the Permanent Fund was
automatically inflation pr oof ed. He request ed nor e
testinmony regarding inflation proofing the fund.

Vice-Chair Saddler stated that he questioned whether |ong-
terminflation proofing was the nobst inportant issue facing
the state. Senator MQ@ire stated that the conversation
regar di ng HB 303 "pul | ed t oget her al | t ypes of
conversations for the public to hear.” She related to both
sides of the argunent. She reiterated sone facts regarding
inflation proofing the fund. She referred to slide 27 that
included the depiction of the permanent fund deposit as a
budget item which was the |argest budget item She thought
that over inflation proofing was "a very real question."”
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Representati ve MIllett st at ed t hat t he neeting' s
conversation solidified her view that changes were
necessary. She acknow edged that the fiscal gap was not
remedi ed through cuts and revenue generation alone. She
agreed that the public was not aware of the anpbunt the
budget was already cut and of how nmuch was saved over the
years. She voiced that the discussion would be Ilong and
arduous and she was open to new i deas.

3:29:41 PM

Representative Gara asked whether statutory change was
required for altering the way the fund was inflation
proofed. Senator MQ@ire answered that "enough |aw makers
believed that a statutory change" was necessary because of
the continued deposit into the fund each year. She rem nded
the commttee that fornmer Representative Rokeburg attenpted
to change inflation proofing in 2005. She believed
statutory change was necessary. She encouraged nenbers to
mai ntain statutory oversight of the fund. She opposed the
i dea of a constitutional vote.

Representative Gara noted that he did not suggest not

inflation proofing the fund.”

Vi ce- Chair Saddl er discussed the schedule for the foll ow ng
day.

#
ADJ OURNVENT

3:32:51 PM

The neeting was adjourned at 3:32 p. m
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