HOUSE FI NANCE COW TTEE

April 13, 2016
8:37 a.m

8. 37:58 AM
CALL TO ORDER
Co-Chair Thonpson called the House Finance Commttee
nmeeting to order at 8:37 a.m
VEMBERS PRESENT
Representati ve Mark Neuman, Co-Chair
Representati ve Steve Thonpson, Co-Chair
Representati ve Dan Saddl er, Vice-Chair
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Representati ve
Representative
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Representati ve
Representative
Representati ve
Representati ve

VEMBERS ABSENT

None

ALSO PRESENT

Bryce Edgnon

Les Gara

Lynn Gattis
David Guttenberg
Scott Kawasaki
Cat hy Munoz
Lance Pruitt
Tamm e W1 son

Senator Cathy G essel, Sponsor; Brodie Anderson, Staff,
Representative Steve Thonpson; Kevin Anselm Director
Di vision of Banking and Securities, Departnent of Commerce,

Communi ty and Econom ¢ Devel opnent ;
Sponsor ;
LLC, Senat or

Mllett,
Consul ti ng,

Br ad
Bill

Kei t hly,
Stoltze.

Pr esi dent,

Representative Charisse

Kei t hl ey

PRESENT VI A TELECONFERENCE

Renee Wardl aw, Assistant
Law, Anchorage.

Attorney General, Departnment of

SUMVARY
HB 194 AK SECURI TI ES ACT; PENALTIES; CRT. RULES
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HB 194 was HEARD and HELD in committee for
further consideration.

HB 311 SUSTAI NABLE BUDGET REPORTI NG

HB 311 was HEARD and HELD in commttee for
further consideration.

SB 170 DNR FEES FOR GEOLOG CAL SERVI CES
CSSB 170(RES) was REPORTED out of commttee with
a "do pass" recoommendation and with one
previ ously published fiscal note: FN2 (DNR)

Co- Chair Thonpson di scussed the neeting agenda.

#sb170
CS FOR SENATE BI LL NO. 170( RES)

"An  Act authorizing the Departnent of Nat ur al
Resources, division of geological and geophysical
surveys, to collect fees for facilities, equipnent,
products, and services; relating to accounting for
certain program receipts; and providing for an
effective date."

8:38:48 AM

SENATOR CATHY d ESSEL, SPONSOR, relayed that the bill was
anot her revenue generating step for the Departnent of
Natural Resources (DNR). She relayed that the Geologic
Materials Center (GWC) functioned as the main repository
for geologic materials fromall over Al aska and was simlar
to a library; i.e., conpanies and agencies went to the GVC
to look at the rocks and determ ne mineral content or other
information regarding resource extraction. She elaborated
that the materials had been stored in conex boxes and were
degenerating. The departnent purchased a shuttered retail
building "a couple years ago" at a reduced price, |ocated
in Eagle River and converted it to the GVMC. She detailed
t hat Repsol had di scovered "prom sing materials" in the GVC
that led to their recent oil discovery in the Colville

Delta that could contain 500 mllion to 3.7 billion barrels
of oil. The bill allowed DNR to set and collect fees for
entry into the GVC and wuse of its facilities. She
referenced page 2, lines 25 through 26 of the |egislation

that was nmodified in the Senate Resources Conmmittee that
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allowed student’s free admission. She reported that the
fiscal note pointed to revenue generation through program
receipts.

Co-Chair Neuman stated that he liked the concept. He asked
about viewing areas. Senator Gessel replied that there
were many shelves of sanple cores as well as view ng roons
where cores fromcertain areas could be exam ned.

Co- Chair Thonmpson OPENED public testinony.
Co- Chair Thonmpson CLOSED public testinony.
Vi ce-Chair Saddl er discussed the fiscal note from DNR He
noted that the fiscal note (FN 2 (DNR)) included revenue

esti nat es.

8:44:37 AM

Co- Chair Neuman MOVED to REPORT CSSB 170(RES) out of
committee wth i ndi vi dual reconmendati ons and t he
acconpanyi ng fiscal note.

CSSB 170(RES) was REPORTED out of conmittee with a "do
pass" recomendation and wth one previously published
fiscal note: FN2 (DNR).

8:45: 04 AM
AT EASE

8:48: 03 AM
RECONVENED

#hb194
HOUSE BI LL NO. 194

"An Act repealing and reenacting the Al aska Securities
Act, i ncl udi ng provi si ons relating to exenpt
securities and transactions; relating to registration
of securities, firnms, and agents that offer or sell
securities and i nvest ment advi ce; relating to
adm ni strative, civil, and crim nal enf or cenent
provisions, including restitution and civil penalties
for violations; allowing certain civil penalties to be
used for an investor training fund; establishing
increased civil penalties for harm ng ol der Al askans;
retaining provisions concerning corporations organized
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under the Alaska Native Cdainms Settlenent Act;
anending Rules 4, 5, 54, 65, and 90, Al aska Rul es of
Cvil Procedure; and providing for an effective date."

8:48: 10 AM

Vice-Chair Saddler MOVED to ADOPT the proposed comittee
substitute for HB 194, Wrk Draft 29-GH1060\G (Bannister,
4/ 12/ 16). There being NO OBJECTIQON, it was so ordered.

BRODI E  ANDERSON, STAFF, REPRESENTATI VE STEVE THOVPSON,
explained the <changes in the Conmittee Substitute. He
related that the change corrected |anguage from a
conceptual anmendnent adopted in the previous conmttee to
match the intent of the anendnent. He delineated that one
correction was |ocated on page 101, line 2 and deleted the
nunber 19 that was replaced by the nunmber 18. He expl ai ned
that the nunber reflected the age of maturity. In addition,
on page 101, line 5, the words "or disappearance"” were
deleted and the words “denentia or Alzheiner's disease"
wer e insert ed.

KEVI N ANSELM DI RECTOR, DI VI SION OF BANKI NG AND SECURI TI ES,
DEPARTMENT OF COWMERCE, COVMUNI TY AND ECONOM C DEVELOPMENT,
reported that the legislation was a re-wite of the Al aska
Securities Exchange Act and nmuch of the |anguage remained
the sane. She provided a brief overview and highlighted the
changes. She outlined that the bill separated securities
statutes from the Alaska Native Cains Settlement Act
(ANCSA) related statutes to reduce confusion and inprove
the wunderstanding of both acts. The bill renoved the
securities statutes in AS 45.55 and added a new chapter,
45.56. The legislation "synthesized" the Securities Act
with other state's |laws by adopting rel evant provisions of
the Uniform Securities Act (2002) to make it easier for
busi nesses, entrepreneurs, and investors to wunderstand
their rights, responsibilities, and opportunities. She
furthered that the bill recognized and i ncorporated current
securities industry ternms and standards. The |[|egislation
opened equity crowd funding opportunities and derailed

investnment scams by increasing civil penal ti es. The
penalties could be used to provide investor, consuner, and
entrepreneuri al educat i on Vi a | egi sl ative approval

Finally, HB 194 tripled penalties for offences against
seni or citizens or vul nerable adults. She provided

background regarding the securities industry in Al aska. She
reported that by the end of 2015 the state had 1,234
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regi stered broker/dealer firns, however only one firm was
Al askan. She renmarked that Alaska had 765 investnent
advisors and only 30 firnms were "domciled" in the state
In 2015, 90,340 financial sales persons were licensed in
Al aska and | ess than 1000 were domiciled here. She observed
that the state received 6,600 securities filings each year
and nost were from out-of-state. In general, the industry
was conpliant with state | aws.

Representati ve Munoz joi ned the neeting.

Ms. Anslem continued to address the bill. She relayed that
Al aska's security industry paid approximately $13 mllion
per year in licensing and filing fees and the bill did not

affect the fees. The budget for the division was $3.5
mllion per vyear. She informed the conmmttee that the
division investigated and took enforcement action against
securities firnms, agents, and issuers, if necessary. In the
| ast four calendar years the division had taken 54 actions
agai nst securities related firns and sales persons. She
offered that nopst actions were settled through consent
agreenents, and all civil penalties went directly to the
CGeneral Fund (GF). The division took default orders against
the six cases that weren't settled. She discussed three of
the unsettled cases to enphasize the inportance of the
enforcenent actions and passage of the bill. She indicated
that the current nmaximum fine was only $25,000 per
respondent no matter how many violations were comm tted.

8:55:46 AM

Ms. Anslemread the followi ng from prepared notes:

13-1095-S, Fortune Gl & Gs, Russell Vera and R
CGerald Bailey: On February 3, 2014, the D vision
issued a Final Cease and Desist Oder that included

the MAXIMUM civil penalty  of $25, 000 agai nst
Respondents  for selling over $3.1 mllion in
unregi stered limted partnership interests in Texas

Ol and Gas ventures, mainly to Al askan investors.

14-1442-S, d obal Arena Capital Corp.: On Cctober 23,
2015, the Division issued a Final Cease and Desi st
Oder that included a civil penalty of $150,000
against dobal Arena and six of its enployees for
vi ol ati ons of t he Al aska Securities Act .
Specifically, an enployee of dobal Arena contacted an
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elderly Alaska halibut fisherman in poor health and
sold him junk bonds, although the investor believed he

was buying sonething like a CD. The investigation
reveal ed that the agents were instructed to offer and
sell the junk bonds as “safe investnents.” The
fisherman invested $27,000 in the bonds, which rapidly
| ost val ue. The firm even attenpted to sell the
investor other bonds, including one that would not
reach maturity until the investor was 119 years old.

The investnent |ost nearly $16,000. d obal Arena was
cited for deceptive and m sl eading representations and
of fering unsui t abl e securities. Currently, t he
Division can only get noney back for a defrauded
investor with an agreenent with a bad actor to pay
restitution directly to the investor. In this case,
the Division successfully negotiated with one of the
respondents to pay restitution to the investor. The
Division may be able to recover sone of the penalties
through a SIPC action since the firm is now out of
busi ness.

15- 1520- S/ 15-1520-2-S, Garden State Securities/ Garland
James: Garland Janmes, previously an agent at @ obal
Arena Capital Corp., went to work for Garden State.
He cold-called the same elderly Al askan fleeced by
Gobal and tried to sell him $82,000 of a risky
bi ot echnol ogy stock. Wen he made the call, Janes was
not registered as a broker-dealer agent in Al aska.
The Division entered into a consent agreenent wth
Garden State to withdraw its registration in Al aska
and pay a $25,000 civil penalty (maximum for failing
to supervise Janmes. The Division issued a Tenporary
Cease and Desist Order against Janes on March 21, 2016
for unregi stered activity and for offering an
unsuitabl e security to the investor, seeking a $25, 000
civil penalty.

12-85-S, Troy Stafford and Patrick WIllians: Stafford
and Wllianms formed an Alaska LLC, GS Capital and W5
Seafood. Stafford offered an Al aska resident an
opportunity to invest $40,000 in W Seafood and
enpl oynent . Stafford also stated, fal sely, t hat
anot her corporation had promsed a $10 mllion loan to
assi st the endeavors. The investor invested his noney.
The deal fell through and the investor never received
the prom sed nmanagenent role. The Division negotiated
a settlement with the respondents, requiring them to
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offer rescission to the investor, which respondents
agreed to do and prom sed to pay, even filing a notice
of rescission with the Division. Respondents never
paid the investor as pronised. The Division issued a
Cease and Desist and received a court order to enforce
it.

Ms. Anslem stressed that in regards to the last case; no
statute mandated paynent by the perpetrators to the
investor. The current version of the |egislation authorized
enforcement. She continued to read the foll ow ng:

This bill would change the maximum civil penalty per
violation to $100, 000. You can see that with the
kinds of cases we are tal king about, there would be a
wi der range of potential civil penalties. The fines
inposed for the six cases that | nentioned were
$525, 000. Under the provisions in HB 194, the

potential fines could have reached over $7,000, 000.
O  course, one never knows what can actually be

col | ect ed. Accordingly, we can’t promse revenues
with any certainty, thus the indetermnate fisca
not e.

9:01: 02 AM

Co-Chair Thonpson asked about the inportance of the
| egi slature adopting HB 194 during the current session. M.
Ansl em considered the bill critical. She explained that the
division had worked for a nunber of years to update the
securities law. She believed the legislation helped wth
revenue generation by increasing the civil penalties for
busi nesses that harm Al askans.

Vi ce-Chair Saddl er asked what specific sections or elenents
of the bill were the nost critical. Ms. Anslemreplied that
nost of the Alaska specific provisions dealt wth
exenptions from registration and carried over from the
original act. She pointed out that the state had specia
exenptions for certain fishing cooperatives, the Commerci al
Fishing and Agricultural Bank (CFAB), and some mning
exenptions. Vice-Chair Saddler asked whether there were
sections or elenents of the bill that were "nore critica
than the others.” M. Anslem answered that the enforcenent
and crowd funding provisions were critical. She thought
that the provisions that were the least critical were the
exenpt security sections: Article 1, 2, and 4, which
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remai ned very simlar to the original. She deduced that
another inportant element allowed the legislature to
allocate up to one third of the funds collected from civil
penal ties for consumer and investor education. She reveal ed
that consumer and investor education was part of the
division's mssion but currently was not funded.

9:04:51 AM

Vi ce- Chair Saddl er asked whether there were elenents of the
bill that required conformty wth federal requirenents.
Ms. Anslem replied that there were a nunber of federal
requi renents that had evolved over tinme but were already
referenced in the law. She elaborated that securities |aw
was conprised of two conponents: a federal overlay, and a
"blue sky law' that all states adm nistered. One |ayer, the
national securities |aw governed individual investors,
dealers, and financial narkets operations. She furthered
that |ocalized securities |laws were handl ed by individual
states. Alaska's laws witten in alignnment wth other
states aided business and investors, which allowed them to
cross state lines and maintain conpliance with federal and
state | aws.

Vice-Chair Saddler noted that the National Conference of
State Legislatures (NCSL) and the Council of State
Governnents issued uniform laws and recomendations. He
asked who produced and administered the Uniform Securities
Act .

RENEE WARDLAW ASSI STANT ATTORNEY GENERAL, DEPARTMENT OF
LAW ANCHORAGE (via teleconference), answered that the
Nat i onal Conference of Conm ssioners on Uniform State Laws
[al so known as the Uniform Law Conm ssion (ULC)] drafted
t he | egislation.

Representative WIson stated that she had not vetted the

bill. She referred to the provisions on crimnal
enforcement that changed "willful" violation to "know ng"
violation and asked for an explanation. Ms. Anslem
responded that the Uniform Securities Act had included the
term "Wl fully" t hat meant "intentionally." The
Legi slative Legal Services Agency attorney's requested the
change to "knowingly." She clarified that the |egal

determ nation regarding state of mnd and culpability in
crimnal law (Mens Rea) was hierarchically categorized as
intentionally, know ngly, reckl essly, and negligently.
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Knowingly was a |esser standard. Representative W]Ison
asked for wverification that the standard for crimnality
was being lowered. Ms. Anslem replied in the affirmative
She cited AS 11.81.900 as the statute that contained the
| anguage.

9:09:40 AM

Representative WI|son asked whether the division or court
proceedi ngs determ ned whether violations occurred and
di spensed penalties. M. Anslem responded that there were
three different types of actions that could be taken. She
detailed that the first action was admnistrative taken by
the Depart nent of Commerce Community and  Econom c
Devel opnent (DCCED). The second action was civil taken by
either DCCED or "a private cause of action.” The third
action was crimnal, taken by DCCED or the state. She
clarified that the departnment had not taken on a crimna

case to date and the Departnent of Law (DOL) could take
crimnal action if a case arose in a context outside of
DCCED. Representative WIson surmsed that the departnent
could find someone guilty through an adm nistrative action
and the new provisions could enact penalties up to $100, 000
in restitution. She asked whether the departnent could add
additional fines. Ms. Anslemreplied that the civil penalty
would be up to $100,000 per violation although the amount
was typically negotiated on a consent basis. She stated
t hat restitution was different. She explained that
restitution was usually a repaynent of |ost noney and that
i mposi ng both was possible. Representative WIson wondered
about the admnistrative appeal process. MVs. Ansl em
answered that an appeal was heard in the Ofice of
Adm nistrative Hearings and that decisions could be
appeal ed to Superior Court. Representative WIson contended
that she had issues wth the admnistrative hearing
process.

Co-Chair Thonpson noted that Representative Edgnon had
j oi ned the neeting.

Representative Pruitt wondered what the state could have
done differently for the elderly gentlenen in the case
agai nst Garden State Securities if the new provision in HB
194 had been enacted at the time. Ms. Anslem answered that
the state would have been able to order restitution and
fine the firmfor failure to supervise enployees. The state
woul d have been able to take action against every manager
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in the firm involved in instructing brokers to nislead
investors. The findings would have led to the anount of
culpability and the fines wuld have been adjusted
accordingly. Representative Pruitt asked whether Garden
State Securities was registered outside of Alaska. M.
Anslem replied that Garden State was a New York firm
Representative Pruitt asked how the division enforced the
| aw outside of Alaska and whether enforcenent was part of
the uniform |aw. He asked whether the |aws assisted Al aska
to pursue enforcenment outside of the state. M. Anslem
answered in the affirmative. She detailed the North
Anerican Securities Administrators Association facilitated
states working together via very strong agreenments anong
each other. She observed that often violations were not
occurring in just one state and joint investigations were
common.

9:16:42 AM

Co- Chair Neuman asked whether the bill created a board or a
commttee. Ms. Anslem replied in the negative. Co-Chair
Neuman asked whether any businesses were currently working
in Alaska that would be inpacted by the bill. M. Anslem
responded that any of the changes in the bill did not apply
to transactions that took place before the effective date
of July 1, 2016. Co-Chair Neuman thought that businesses
were not required to have an Al aska business license to
practice in Alaska. M. Anslem replied that the question
was related to the Division of Boards and Professional
Li censing (CBPL) regarding whether a specific business was
required to have a license. She commented that nost of the
firmse in Alaska did have a business license in the state.
Co-Chair Neuman referred to a "snow bird" carve out. M.
Ansl em answered that the snow bird carve out applied to
firms that had clients from another state that travelled to
Alaska and permtted the firms to carry out three
transactions wthout being separately licensed. Co-Chair
Neuman noted that via statute, noney received from court
j udgenents went into the CGeneral Fund. Ms. Anslem replied
that HB 194 woul d not change the statute.

Representative Quttenberg spoke about a letter from Sanuels
Yoelin Kantor LLP - Robert Banks dated February 1, 2016
(copy on file) that reported an issue wth variable
annuities for custonmers and brokers. He wondered why
vari able annuities were allowed to be sold in the state. He
stated that he could not find the statute AS 45.56.605 (f)
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as cited in M. Banks letter in the bill or summary of
changes (copy on file). He wondered whether the provision
was deleted. Ms. Anslemreplied in the affirmative - it had
been renmoved from the current version of the bill. She
explained that the Division of Insurance was the primry
regulator of variable annuities, which were federally
considered a security. However, states could regulate
variable annuities depending on what provisions of the
Uni form Securities Act a state adopted. Upon request by the
i nsurance industry, the division chose not to adopt federal
provisions relating to variable annuities.

9:21:25 AM

Representative CQuttenberg noted the inportance M. Banks
pl aced on the adopting the provisions. He asked how the
regul ations were "being covered" wunder the D vision of
| nsurance. Ms. Anslem responded that the D vision of
| nsurance was and always had been the sole regulator of
vari abl e annuities. Representative Quttenberg asked whet her
additional rules should be placed in the bill no matter who
the regulator was. Ms. Anslem replied in the negative. She
t hought that the issue required nore review and that the
division mght revisit the issue. Representative Cuttenberg
asked whether there was a history of problens with variable
annuities in Alaska and wondered why the provisions were
being left out of a bill dealing with conformng to
nati onal standards. He remarked that the letter reported
issues related to lack of conformty to national standards.
Ms. Anslem responded that issues around variable annuities
were different in other states depending on the strength of
its regulations. She offered that variable annuities were
regulated on a national level by the Securities Exchange

Comm ssi on ( SEC) t he successor [ Fi nanci al | ndustry
Regul atory Authority, I nc. (FI' NRA) ] to the National
Associ ation of Securities Dealers who required I|icensing.
The departnent |icensed variable annuities brokers through

both the Division of Banking and Securities and the
Division of Insurance. She inforned the commttee that the
insurance division had the sole authority to regulate
vari able annuities under Chapter 21 and provisions under
45.56 would be additional to the insurance division's
regul ations. She revealed that the decision had been nmade

between the Division of Insurance and the insurance
industry to do further study to determne how well the
state was regul ating t he annuities. Representati ve

GQuttenberg asked whether there was a problem with the sale
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of variable annuities in Alaska. M. Anslem answered that
there had been conplaints, but she did not characterize
them as a probl em

Representative Gattis asked whether there were provisions
in the legislation that were inperative to pass in the

current session. She felt the bill was imense and wanted
to be sure the committee did its due diligence but realized
there were essential "clean-up" provisions that were
necessary.
9: 25: 43 AM
Ms. Anslem replied that the bill had a nunber of hearings

through prior commttees: House Labor and Commerce and the
House Judiciary Commttee. She deened that the nost
inportant issues were enforcenent, <civil penalties and
restitution, and consuner education. She expounded that the
i ssues were about the protection of Al askans and educating
the public to protect them from "getting ripped off" and
made aware of the resources available. Representative
Gattis acknow edged that there was a lot of cleanup in the
bill that could be done and wondered where enphasis could
be placed. She wanted to know why passage of the bill "was
pressing” in the current session. M. Anslem replied that
the bill had been in process for the past 6 years in order
to bring the state in conpliance with the nbst recent act
from 2002 and enable alignment with other states. She felt
that passage of the bill was inportant for economc
development in the state. In addition, the crowd funding
provi sions represented a new opportunity for Al askans that
authorized investing up to $5000 per year on Al askan
busi nesses and start-ups. She noted that SB 126 (Small
Security O ferings) sponsored by Senator Ma Costello dealt
with the issue and was noving through the |egislature. She
remarked that the crowd funding provisions were regul ated
solely by the state.

9: 29: 45 AM

Representative Mnoz asked about the 90,000 registered
agents. She asked whether the nunber was unusually | arge
conpared to other states. M. Anslem answered that the
nunber was a |larger per capita nunber than in other states
but not the largest. She indicated that one of the |argest
draws was Al aska’s higher per capita incone and higher per
capita net worth. She believed that w thout solid
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enforcenent opportunities the state would continue to be a
target for offences. Representative Minoz asked whether
cromd funding statutes existed in current state |aw. M.
Ansl em answered in the negative. She remarked that the only
cromd funding allowed was through internet option |like Kick
Starter and the investor did not expect to get a return on
i nvestnment. However, with equity crowd funding, returns on

i nvest ment or ot her remuner ati ons wer e possi bl e.
Representative Minoz asked whether the $5000 was a
curmul ative cap. M. Anslem answered that the limt was

$5,000 per investnent. Representative Mnoz asked how
viol ations were discovered. Ms. Anslem responded that cases
were often referred to the division through federal or
state |aw enforcenent, conplaints, the Securities Exchange
Comm ssion, and from a nunber of other sources such as the
Nat i onal Association of Securities adm nistrators.

9:33: 01 AM

Vice-Chair Saddler noted that the fiscal note did not
i nclude or nention funding for consuner education. He asked
for further information. M. Anslem replied that consuner
protection was part of the departnment's mssion. She
provided the exanple of a $25,000 securities penalty
collected, which allowed for approximately $8,000 to be
deposited into an account wunder the <control of the
| egi sl ature who could appropriate the funds for consuner
education and outreach events. Vice-Chair Saddl er wondered
how nuch noney coul d possibly becone available. M. Anslem
answer ed t hat t he penal ties woul d have total ed
approximately $7,000,000 and up to one third of the funds
could have been appropriated for consuner education based
on the cases she exenplified, wunder the maximm fines
established in the bill.

Representative Pruitt asked how long the division had been

working on the bill. M. Anslem replied that work on the
bill had been in progress since 2008.
Co- Chair Thonpson recalled hearing a version of the bill in

t he House Judiciary Commttee six years earlier.

Representative Pruitt asked about restitution and how the
issue was addressed in the legislation. Ms.  Ansl em
responded that restitution needed to be paid before an
action was cl eared.
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9:37:33 AM

Representative Pruitt asked about the crowd funding
conmponent of the bill. He asked whether the bill mrrored
other states regulation or whether it was adjusted for
Al aska. Ms. Anslem answered that the crowd funding
provisions in the bill were sinpler when conpared to other
states. The crowd funding was a sinple process that hel ped
get entrepreneurs off the ground. The bill did not require
escrow but required conpiling information about the
busi ness but excluded a business prospectus requirenent due
to the small population of the state and resulting
transparency. She noted that the cost to require use of a
broker dealer was very high and not included in the
| egislation. Her goal was to ensure that the information
about the business provided to the investor was accurate.
The state was considered a "full disclosure” state but not
a "merit" state. Representative Pruitt asked if the bill
ensured crowd funding consuners that "if sonmething went
si deways they would potentially be nade whole.” M. Anslem
replied that it was related to the sanme provisions she had
al ready discussed. Representative Pruitt asked about the
nmechanism to safeguard that the new business was
legitimate. He asked what elenents were in place to ensure
oversight. Ms. Anslem answered that the elenents included;
a filing requirement that was scrutinized by securities
exam ners, background checks, and Al aska residency. She
characterized -equity crow funding as "Alaskans for
Al aska." Representative Pruitt asked how the division
executed consuner education. M. Anslem replied that the
division worked closely wth the SEC who provided
presentations and semnars as well as the Anmerican
Associ ation of Retired Persons (AARP) and acquired joint
grants through the Investor Protection Trust to produce a
series of 30 mnute programs that were broadcast through
KTOO TV on the 360 degree North Channel and reached 250, 000
viewers per year. The division participated in all kinds of
community events; small and | arge.

9:44: 00 AM

Representative WIson wondered what had been the sticking
point on the bill over the past six years to stal
adoption. Ms. Anslem answered that the bill was conpl ex and

the rewite nade the issue appear "bigger" than it was. She
noted that the ANCSA issue was intermxed with securities
and had been a real inpedinent to updating the securities
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act because nost of the securities act did not apply to
ANCSA. She believed that separating the statutes would be
beneficial to all parties. Representative WIson surm sed
that the bill sounded good, but she did not know enough
about it. Her biggest concern was related to admnistrative
hearings versus court hearings. She was concerned about
lowering the threshold for guilt. She asked whether the
i ndustry received notification and had a chance to weigh in
on the bill. M. Anslem answered in the affirmative and
pointed to the issue involving variable annuities.

Co- Chair Thonmpson OPENED public testinony.
Co- Chair Thonpson CLOSED public testinony.

Co- Chair Thonpson understood the concerns of the conmttee
based on the bill's large size. He noted that the bill had
been well vetted by two other committees. He spoke to the
fiscal notes and reported that two were zero and the other
for the Departnment of Revenue was indeterm nate but had a

m ni mal i mpact . He comunicated that the legislation
protected consumers, vulnerable individuals, and provided
for restitution anmong other Dbenefits. He asked for
di scussion regarding reporting the bill out of conmttee

due to the facts that only several days of session renai ned
and CCED thought that the bill would be adopted by the
Senat e.

9:48: 34 AM

Representative WIson appreciated the Co-Chair's coments
and the consuner protection afforded in the bill. She
understood that the bill had been vetted and she
acknowl edged that there was a conpanion bill in the other
body. However, she wanted nore tinme to answer her concerns
regar di ng lowering the crimnal t hreshol d and to

famliarize herself with all of the provisions in the bill.

Representative Gattis requested nore time to |look at the
bill in order to gain nore clarity.

Vice-Chair Saddler echoed the coments by the previous
speakers and asked for nore tine to review the | egislation.

HB 194 was HEARD and HELD in commttee for further
consi derati on.
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#hb311
HOUSE BI LL NO. 311

"An Act requiring the governor's fiscal plan to
include certain information."

9:52:22 AM

9:52: 50 AM
AT EASE

9:56: 04 AM
RECONVENED

9:56: 15 AM

REPRESENTATI VE CHARI SSE M LLETT, SPONSOR, i nt roduced
hersel f.

9:56: 25 AM

REPRESENTATI VE CHARI SSE M LLETT, SPONSOR, explained that
the bill was an additional tool to help the budgeting
process by calculating a sustainable anpunt that the state
can reasonably spend on funding government each year. The
bill would accentuate a sustainable budget plan and not
conpet e agai nst one. The | egi slation t ook into
consideration all of the budgetary nechanisns the state
already enployed to calculate a "sustainable spend.” She
believed that the bill was a "fiscal planning tool" and was
"relevant”™ to the budget crisis. She shared that she had
wor ked extensively with Dr. Scott Goldsmth, Institute of

Soci al and Econom c Research, University  of Al aska
Anchorage, (ISER) who currently retired. During the process
of crafting the bill the anpbunt of $4.5 billion was

cal cul ated as the sustainable budget amount. She felt that
by determning the state's capacity for spending each year
the bill was "generational". She believed the Dbil
conpl enment ed any fiscal pl an i mpl enent ed by t he
| egi sl ature.

9:59: 32 AM

Representative Gattis asked whether the bill would hold the
| egi sl ature accountable. She noted her frustration wth
other fiscal plans was that they did not hold the
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| egislature or future legislatures accountable to a
spending |limt and she would judge the |egislation based on
accountability.

Representative QGuttenberg voiced that he had seen simlar
| egi slation over the years. He believed that it was very
difficult in the end to develop a "one page snapshot" so
that everyone could understand and base policy around the
informati on. He thought that the approach was inportant and
beneficial and should happen every year regardless of
passage of the bill.

Representative Gara appreciated the bill. He spoke to the
requi renents nmandating the governor to issue a report
regardi ng incomng revenue excluding the net present val ue
of oil reserves and wondered why. Representative Mllett
replied that the answer would be forthcom ng through the
slide presentation on how | SER set up the cal cul ation

Vi ce-Chair Saddler voiced that he did not see anything that
precluded including future oil reserves and did not find
the word sustainable in the |egislation.

BRAD KEI THLY, PRESI DENT, KElI THLEY CONSULTI NG LLC, provided
a PowerPoint presentation titled "HB 311: Sustainable
Budget Reporting" dated April 13, 2016 (copy on file). He
relayed that he would discuss the background, objective,
and i nplementation of the legislation. He noved to slide 3:

Backgr ound
* HB 136 (28thLegi sl ature)

* Hearings on HB 136:
Apr. 5, 2013 (full Comm ttee)
Jan. 9, 2014 (Fiscal Policy Subcomittee)

 HB 311 is the sanme bil
In preparation for the 2013 testinony Dr. Goldsmith
and | prepared a work draft that inproved sone
provi si ons.

We have included that work draft here as part of
this testinony.
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M. Keithley relayed that the bill had originally been
introduced as HB 136 during the 28th |egislature. The work
draft was included in the bill's backup file and could be
adopted as a Committee Substitute. He turned to slide 4
whi ch contained a quote fromDr. Scott Goldsmth:

bj ecti ves

* Requires the Admnistration to calculate and submt
each year as part of the Decenber budget process a
| ong term sust ai nabl e budget nunber

“A spending |evel based on current financial
assets and the projected future petrol eum revenue
stream which, if adopted now, could be naintained
consistently long into the future, adjusted for
i nflati on and popul ati on grow h”

M. Keithley thought that the bill's objective to annually
calculate a | ong-term sustai nabl e budget nunmber was sinple.
He noted that the nethodol ogy was considered the "Goldsmth
approach."” He discussed the historical volatility of the
price of oil and the resulting revenue ups and downs as
well as spending highs and lows. He noved to slide 4 and
referred to the table depicting different sources of

revenue to the state in various colors. He listed the
i ncome sour ces consi der ed in t he ol dsmith nodel ;
Constitutional Budget Reserve (CBR), other taxes, current
oi | sour ces, i ncrenent al oi | revenues from new oil,

revenues from the AKLNG Project, divert earnings from the
Per manent Fund deposit, and Pernmanent Fund D vidend (PFD)
Earni ngs Reserve funds. He explained that the black line
was calculated by the nodel and depicted a steady budget
through periods of tinme when revenues were higher and
lower. He delineated that if the state saved nobney when
revenues were above the line sufficient funding would be
avai |l abl e when revenue dipped below the line. The goal of
the process was to treat all generations of Alaskans fairly
through a reliable spending stream

10: 10: 56 AM

M. Keithley addressed the goal of the bill on slide 5:

bj ecti ves
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e Goal is to provide a nunber that “looks through” the
ups and downs of the commopdity cycle and identifies a
stable, long term(i.e., “sustainable”) budget nunber

* Not a spending cap, although it could be used for that
(as | and others have advocat ed)

* Not a fiscal plan, although it could be used for that
as well (as | and others have advocat ed)

e But in the form of HB 311 a guide to the spending
levels that help ride through the ups and downs of
comodity cycl es

M. Keithley communicated that the bill was not a spending
cap or a fiscal plan. The bill nerely provided informtion
and would "institutionalize" getting a nunber before the

| egi sl ature.

10:12: 58 AM
AT EASE

10:13: 07 AM
RECONVENED

M. Keithley presented slide 6:

Oigin of the nodel

e A response to wide swings in spending levels (and
econony) based on revenue |evels

“How nuch do we need to save during a high
revenue period in order to be prepared to offset
the effect during a | ow revenue period”

M. Keithley revealed that the plans inception cane as a
guestion to Dr. Goldsmith from bankers at Northrim Bank who
asked him to develop a nethodology to determ ne what the
state would have to save today in order to have incone for
tomorrow in light of the revenue volatility the state
experiences. He noted the chart on the slide devel oped by
the Legislative Finance Division that depicted the high and
| ow revenue periods through the years. He turned to slide
7.

House Fi nance Conmmittee 19 04/ 13/16 8:37 A M



Creates focus on |ong-term outl ook
I f you assune future is always |like the present:

* At high prices, too optimstic and current spending
overshoots the mark

e But pessimsmis an equal problem — at |ow prices,
too pessimstic and policy makers pull tax/PFD |evers
t hat unnecessarily penalize the current econony

HB311 creates a tool to help focus fiscal policy on
the long-term out ook to look through high and | ow
cycles, which is critical in a coomodity based econony

10: 16: 36 AM

M. Keithley renmarked that the following slides were
directly fromISER He highlighted slide 9:

RECOGNI ZE AND MANAGE OUR PETROLEUM WEALTH ( ENDOWVENT) LI KE
A DEPLETABLE ASSET

1. How nmuch is it worth?2. How can we invest it for
maxi mum return? 3. How nuch of it can we spend
annual ly without depleting it?

M. Keithley noved to slide 10 titled “Petrol eum Wealth of
the “Owmer State.” He reported that the chart showed | SER s
calculation of the state’s wealth (Total: FY 2017 $125
billion) in the bank ($64 billion) and oil in the ground
($61 billion). He explained that oil in the ground was
defined as the estimated net present value of future
petrol eum revenue based on a three year noving average to
account for volatility in the price of oil. He addressed
slide 11 titled: "How Much Can W Spend Today: G Maxi num
Sustainable Yield." He indicated that M. Goldsmth's
approach considered the state’s fiscal assets and the net
present value of the oil assets equally and took 5 percent
of the total and subtracted 0.8 percent adjusted for
inflation and population growh, which kept the revenue
| evel per Alaskan the sanme in the future which equaled 4.2
percent. He calculated that 4.2 percent of $125 billion was
$5.2 billion mnus the PFD naintained at the full anount
($1.3 billion) and added in non-petroleum revenue ($.5
billion) and came up with the GF maxi mum sustainable yield
in FY 17 totaling $4.4 billion. He observed that the
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maxi mum sustainable yield was the nunber the state could
spend today from revenue and savings wthout adversely
inpacting the future. Wen revenues were high the nunber
adjusted for inflation and popul ation growh should renain
the same and the surplus deposited into savings. He
detailed that the savings needed to be replenished to repay
the withdrawal from savings when revenues were low and to
mai ntain spending through future periods of |ow revenues.
He reiterated that the nunber was not a spending cap.

10: 22: 33 AM

M. Keithley briefly examned slide 12 titled "Wat Should
We Sustain?" which contained a chart that portrayed the
results of maintaining a sustainable budget approach. He
summari zed that overtine nore noney would be taken out of
earnings to supplenment low oil reserves but the savings
woul d grow and be available for spending. He highlighted
slide 13: "Maxi num Sustai nable Yield: Inplenentation.”

« Manage financial assets for maximumlong termreturn

* Proactively participate in nmanagenent of petroleum in
the ground for maxi numreturn

e Establish nonitoring system to track Nest Egg val ue,
set MBY  target, and track progress t owar ds
sustainability

e Gadually transition to GF Maxi mum Sustainable Yield
| evel

M. Keithley pointed out that the third bullet point was
the only one on the slide relevant to HB 311. He noved to
slide 14:

O her perspectives

“The State is spending noney at an unsustainable rate.
If this is not checked, extreme neasures such as
diverting all Permanent Fund D vidends and and/or
instituting state taxes could becone necessary to
sustai n spending on State prograns

The State has an urgent need to develop the practice
of creating successive long-term strategic plans wth
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annual budgets based on maxi num sustainable yield of
the State’s primary assets.”
- Commonweal th North (Feb. 2013)

M. Keithley informed the commttee that The Al aska Chanber
had recommended Dr . Goldsmith’s approach to t he
| egislature. In addition, Conmmonwealth North had | ooked at
the approach in detail in February, 2013. He read the two
quotes fromthe slide. He underlined slide 15:

HB 311 was a tool to help keep Alaska fiscal policy
focused on the long-term..

10: 26: 08 AM

Representative Gattis agreed that the state needed a
sust ai nabl e budget. She stated there were others who my
di sagree and planned to "play devil's advocate" through her
questions. She wondered why the state would assune $125
billion and then exclude the mmjor saving account from the
maxi mum sustainable yield fornmula. M. Keithley answered
that it had been a deficiency in the original bill. He
expl ai ned that when drafting the bill a |long debate ensued
between Legislative Legal Services and the sponsor
regarding the language in the bill that did not capture Dr.
Goldsmth's intention. He related that the work draft for
HB 136 (Sustainable Budget) [introduced February 22, 2013]
nmore accurately reflected the approach he described.
Representative Gattis read the following: "the changes the

bill made to statute seenmed to nullify the basis of a
maxi mum  sustai nabl e yield princi pal . Your maxi mum
sustai nable yield calculation for FY 2017 was $4.4 billion

not including the dividend. She asked where the state would
"get the cash" if the approach excluded savings accounts.
M. Keithley replied that the |anguage deficiency in the
current version was incorrect and the nethodology did not
excl ude anything. He recapped that the approach drew from
savings when in a | ow revenue cycle and adds to saving in a
high revenue cycle. Representative Gattis asked why the
state would be broke in FY 2022 if the maxi mum sustai nabl e
yield plan worked. M. Keithley answered that if the plan
was used the state would not be broke in FY 22; application
woul d | ead the state to be solvent in FY 22.

Representative MIllett interjected that the bill could be

used with any of the fiscal plans that had been proposed.
She reiterated that the approach was a tool and was a
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nmechani sm for determ ning a sustainable spend. She decl ared
that the legislation was not a panacea. The bill provided
the legislature with a guide. She maintained that the
sustainable yield was nerely "an indicator of what the
state could spend based on assunptions that we use."

10: 32: 29 AM

Representative WIson asked whether the $4.4 billion nunber
included capital and operating expenses. M. Keithley
answered in the affirmative. He elaborated that the fornula
did not care what category the spending was. Representative
Wl son asked how the plan reconciled the accounting when
general fund spending was noved to "other funds." M.
Keithley responded that the tool did not delve into the
undesi gnated general fund versus designated general fund
monies; it offered a nunber that represented a "pot of
noney" avail abl e for spending.

Co- Chair Neurman remarked on the $800 million in tax credits
that the state issued to incentivize production in Cook
Inlet. He asked whether the credits were included "in the
budget."” M. Keithley answered that they were included in
the $4.4 billion; tax credits were taking nmoney out of the
treasury and depleted the state’'s revenues |ike all other
spendi ng. Co-Chair Neunman discussed the benefits of the oil
credits especially in the area of increased throughput. He
indi cated that when the credits were offered there was nore

oil in the pipeline and the price of oil was much higher.
He wondered whether the state had to spend extra dollars
now on tax credits above the $4.4 billion in order to

ensure that in the future there was nore revenue coning in
through increased input in order to mintain the $4.4

billion. He wondered how the plan would "level that out."
M. Keithley answered that the nethodology did "a very good
job of that" by projecting future oil production and
factored in the tax credits. The nodel included the

calculation of the value of what the tax incentives had
produced in the future. However, the nodel infornmed that
even with the additional future value fromthe tax credits
the spending level should still be muintained at $4.4
billion. He reiterated that the bill did not cap the
spending amount at $4.4 billion. Co-Chair Neuman stated
that in the last 3 years throughput in the pipeline had
increased 5 percent. He asked whether there was a nechani sm
that averaged out investing now for increased future
t hroughput. He stated there were $800 million in credits
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that were unexpected and he did not want to "touch" Prudhoe
Bay credits in order to maintain the viability of Al aska's
oil and gas industry. He reported that the budget was
roughly $4.3 billion or $4.4 billion in FY 17, which was
close to the sustainable nunber but the oil and gas credits
were currently "dogging" the state's budget. He wondered
whet her there was a mechanism to average the spending on
credits nowto naintain the $4.5 billion spend.

10: 39: 41 AM

M. Keithley returned to a graph on slide 7 that showed a
calculation of a long-term sustainable revenue nunber. The
green on the graph related to new oil created fromcredits
and incentives and depicted an estimate of the resulting

volume. He reiterated that even by taking the new oil into
account the calculation still brought the nunber to $4.4
billion. He deduced that spending any nore than that anount

inpaired the dollars available in the future. He suggested
that decisions about what to spend the nobney on was not
involved in the calculation. He remarked that the nunber
took into account the consequences of oil and gas tax
credits and projected out the future production |evels. Co-
Chair Neurman noted that several years ago the |egislature
used $3 billion from the Constitutional Budget Reserve
(CBR) to pay down Public Enployees' Retirenment System
(PERS) and Teachers' Retirement System (TRS) resulting in
over $1 billion less in actuarial paynents. M. Keithley
responded that it had been a bit different scenario than
oil tax credits because the paynent was used to |ower the
operating costs going forward. He stressed that the nunber
that was cal culated each year out of the nethodol ogy was
what the nunber should be. He related that in any given
year if the legislature determned that by spending nore it
woul d |ower future operating costs; the PERS/ TRS paynent
was an exanple, the judgenent to spend nore could be nade.
He believed that the sustainable nunber would provoke deep

exam nation to wunderstand the long-term inpact in a
scenari o where spending was above the sustainable nunber.
The bill would provide a | ong-term perspecti ve.

10: 43: 30 AM

Co-Chair Neuman characterized the oil tax credits as

"sonmewhat out of the budgeting cycle" that were investnents
for the future and not really part of the state's "day to
day" operating expenses. M. Keithley agreed, but felt that
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oil tax credits were different than the PERS and TRS one-
time paynment. He qualified that the oil and gas tax credits
were continuing and the sustainable nunber was the
"basel i ne" neasured against what the |egislature should
consi der spending on credits.

Vi ce-Chair Saddl er understood the maxi num sustainable yield
concept and the "caution" it provided the legislature. He

wondered what tool was actually created by the bill. He
t hought the legislation "did what the governor should do
anyway" and was puzzled that the bill l|anguage did not

address sustainability. Representative MIllett reiterated
that the |anguage in the current version was inadequate and
she recognized the flaw but introduced the legislation in
expedi ency. She shared that she had a fix and fornula that
expl ai ned how the cal cul ati on worked and remarked that the
bill did a poor job and a new Conmttee Substitute (CS)
woul d be introduced. She directed an additional remark to
Co-Chair Neuman. She agreed that the decisions regarding
PERS and TRS were beneficial, carefully weighed, wth known
fiscal inpacts. She offered that the bill did not prohibit
any future spending above the sustainable nunber and it
informed the outcone of the spending above the nunber. She
felt that the calculation was "just a nunber in time and
how it would affect” the state's budget and was nerely a
"mechani sm so that |legislatures and the admnistration
woul d be aware of spending consequences in future years.
She thought that a transitional fund for the oil and gas
credits could work in concert with the maxi num sustai nabl e
yi el d.

10:48:13 AM

Co- Chair Thonpson noted that the bill would be heard again
in commttee with a new Comm ttee Substitute.

Representative Minoz felt that the calculation was a very
i nportant tool. She asked about the intangible aspects of
the net operating |osses that were difficult to include in
a sustainable draw cal culation and wondered how they were
accounted for. M. Keithley replied that the bill
represented a big picture tool. He nentioned that future
revenue was a prediction of revenue under the current tax
regime and the net operating |osses factored into the
calculation of the net present value of the future oil
stream
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Co- Chair Thonpson OPENED public testinony.
Co- Chair Thonpson CLOSED public testinony.

HB 311 was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Thonpson addressed the foll ow ng neeting schedul e.

#
ADJ OURNVENT

10: 51: 03 AM

The neeting was adjourned at 10:51 a. m
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