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9:00: 48 AM

CHAIR BILL STO.TZE called the Senate State Affairs Standing
Commttee neeting to order at 9:00 a.m Present at the call to
order were Senators Wel echowski, Huggins, MGire, Coghill, and
Chair Stoltze.

SB 128- PERM FUND: DEPGCSI TS; Dl VI DEND; EARNI NGS

9:01: 28 AM
CHAI R STOLTZE announced the consideration of SB 128. He detail ed
t hat SB 128 IS t he governor's initiative regar di ng

appropriations from the Pernmanent Fund earnings and dividend to
address the state's fiscal crisis.

9:03:11 AM
At ease.

9:04: 23 AM
CHAI R STOLTZE called the commttee back to order.

9:04: 30 AM

CRAIG W RICHARDS, Attorney Ceneral, Alaska Departnent of Law,
Juneau, Al aska, announced that the administration's presentation
focuses on the theory of sovereign wealth funds (SW) and how
Al aska's SWF woul d operate within the SW system as well as its
advant ages and di sadvantages relative to other SWFs.

CHAIR STOLTZE asked Attorney Ceneral R chards to lay out his
vision of SB 128 in order to assist the public as nuch as the
conmi ttee nenbers.

ATTORNEY GENERAL RICHARDS explained that SB 128 does the
f ol | owi ng:
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1. Creates a way for Alaska to transition from a budget that
is 90 percent based on oil revenues to a budget based on

fi nanci al assets. SB 128 places the royalties and
production taxes that the state receives every year into
the Permanent Fund and draws $3.3 billion. The goal is to

provide a long term stable source of financial revenues to
the state on an annuity basis.

2. Changes the way the Permanent Fund dividend is calcul ated
so that rather than having dividends based on the Pernmanent
Fund's stock market returns and earnings, dividends would
reflect the financial health of the state by rmaking
di vi dends based upon royal ti es.

9:06: 18 AM
CHAIR STOLTZE asked Attorney Ceneral Richards to provide the
commttee with the M. Rietveld s background.

ATTORNEY GENERAL RICHARDS explained that M. R etveld and his
team has a consulting and academ c background in advising oi
dependent nation-state and provincial <clients on SWs. He
detailed that SWFs allow oil-dependent states to transition away
from budgets that are based on boombust oil-price cycles. He
revealed that M. R etveld and his team recently advised Saudi
Arabia on transitioning to a rule-based SW. He said the
adm nistration deternmined that designing an efficient and
sust ai nabl e SWF using the Permanent Fund required the assistance
from M. R etveld, one of the world s forenbst experts on
desi gning rul e-based franeworks around a SW. He stated that the
hope is M. R etveld can pass his know edge on to the conmttee
as wel | .

CHAI R STOLTZE thanked Attorney General Richards on behalf of the
public. He addressed M. Rietveld and asked if he was an
enpl oyee or graduate.

9: 09: 53 AM

MALAN RI ETVELD, Fellow, Center for International Devel opnent at
Harvard Kennedy School, Canbridge, MA, explained that he is a
"fellow' at the Harvard Kennedy School, which nmeans he is an
unpaid researcher. He noted that he worked with a particular
team at the Harvard Kennedy School <called the Center for
| nternational Devel opnent, a team that does a lot of work with
resource rich, resour ce- dependent countries, st at es, and
provinces around the world. He noted that the Center for
I nternational Devel opnent consists of people with a lot of
practical experience, including forner finance mnisters of oil-
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rich countries. He revealed that he has been studying SWs for
nore than a decade, has worked on a couple of edited vol unes
publ i shed by university presses, and has witten a nunber of SW
reports.

9:11: 09 AM
SENATOR W ELECHOWSKI asked that M. Rietveld discuss his
backgr ound.

MR. RIETVELD detailed that he was an econom cs graduate and
recently finalized his PhD on the topic of SWs. He noted that
he worked in asset management within the investnent nanagenent
i ndustry for four years. He added that although he was currently
a Harvard Fellow, he also consulted with governnments on SWF
i ssues, especially big ones in the Mddle East. He reveal ed that
he has worked with U S. states on permanent funds, SWs in Latin
Anmerica, and a whole bunch of countries looking to introduce
legislation to create SWs. He sunmarized that SWs are his
particular area of expertise within the field of econom cs, but
he also | ooks nore generally at issues around the managenent of
resource revenues.

CHAI R STOLTZE qui pped that M. Rietveld s PhD dissertation m ght
be "How | fixed Al aska's econony."

MR. RIETVELD replied that he was not sure if he had all of the
solutions, but Alaska's circunstances were very interesting from
a conparative perspective. He set forth that Al aska has a nunber
of conparative strengths and an interesting case with a lot of
best-practice ingredients that wll help 1in transitioning
towards a system that helps the state cope with some tough
envi ronment s.

9:12:51 AM
He detailed the growmh of new SWrs as fol |l ows:

The nunber of SWFs has really proliferated,
particularly since the 2000s, driven, | think, in
|arge part from the resources boom both in ternms of
prices and in terns of new producers, globally. Sone
SWs have certainly grown in nunber and they have
grown very significantly in the size of assets under
managenment of the existing funds as well. One of the
big drivers has been the commodity-revenue boom since
roughly 2003. In sonme case there are SWs that don't
manage natural resource revenues per se, but other
ki nds of governnent surpluses whether it is proceeds
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from a privatization or other appropriated fiscal
surpluses; but, the overwhelmng majority of SWs are
funded by resource revenues and that's what al nost all
of ny remarks today will pertain to.

Just as we are tal king about definitions and concepts,
| think it is inportant, this whole issue of
"sovereign." O course Alaska is not sovereign, but |
use the term "sovereign wealth fund" and nost people
in literature would use "sovereign wealth fund" to
describe state funds and provincial funds |ike the
Canadi an province of Alberta Heritage Fund, the Al aska
Per manent Fund, the Wom ng Pernmanent Fund and ot her
sub-national funds owned and managed by sub-national
jurisdictions. So | don't want the use of the word
"sovereign" in the title to be msleading. I
definitely, for the purposes of this discussion,
certainly include the Permanent Fund in that category
of definitions of SWFs.

9:14:52 AM
MR. RIETVELD addressed three-SW categories as foll ows:

In the first instance for resource-rich countries
there is "stabilization funds;" these are essentially
highly liquid buffer-funds the intention of which is
not to grow the asset base, but rather to be able to
draw on the assets when you need to in a very short
term manner and those rules mght be rule-based or
di scretionary. | certainly have a preference for a
rul e-based system but the defining characteristic of
them relative to the other funds is that they are
largely sitting on fixed inconme and cash securities
and it's not controversial when they are drawn upon
heavily in tines like this and the idea is to restore
themin boom peri ods.

The second category that | would identify is what |
would call "savings funds,” these are also often
called "future generations funds" and here the asset
allocation is very different. The fund's portfolio is
orientated towards growmh and a decent anmpunt of risk
exposure in order to generate high returns that funds
some kind of earmarked liability in the future. So the
Australian SW, the New Zealand SW or such funds,
they have a target date of 2030 and 2035 | believe
respectively, and the idea is that their funds are
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supposed to just grow, they have no liabilities to
them and the governnent wants to grow this pot of
nmoney to help neet an anticipated pension liability a
decade and a half, two decades down the road. So the
defining characteristic there is that these funds
don't have a draw conmponent to them

The overwhelmng mgjority of funds however are what |
would call "investnent inconme funds," of which the
North American permanent fund is a prinme exanple. The
asset allocation is relatively risk exposed and the
idea is to grow the corpus of the fund and certainly
to protect the corpus of the fund from drawdowns and
in the case of North Anerican permanent funds 1is
normal ly enbedded in the constitution as it is here,
which is a very positive and inportant institutiona

characteristic which [1'1l] cone to later in the
presentation of things that | |ike about the Al askan
scenario. But these funds the defining characteristic
is that they do have an annual draw and best practice
is to have a fixed-amount draw based on what you think
is a sustainable return for the fund in real terns so
that grows the capital of the fund through inflation

or sone notion of a percentage of market value, or a
target return or observed past return. But in broad
strokes the point is these funds, while the capital is
there for current and future generations, their
defining characteristic is they provide a stream of
financial incone in the form of financial returns to
help fund governnents and they are particularly
popul ar in resource-based countries and jurisdictions
as a way to offset dependence on commodity revenues.

9:17:59 AM
MR. RIETVELD noted that SWs were very established and addressed
the gromh of new SWrs as fol |l ows:

The oldest SWFs in ny definition is the Texas Specia
School s Fund, now called the Texas Permanent Schools
Fund, which was created in 1850 in Texas as part of
the process that led to Texas' statehood from federal -
land grants and there's a related Texas fund that
funds the wuniversity system they are the ol dest
funds. But what 1'd like to draw attention to is the
proliferation of funds since the 2000s and this is
just the nunber of funds, not the assets they nanage,
just a nunber of new funds created in these decades
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and it's quite striking that the growh period of the
past 15 years has been significant. The other
significant growh period was the late 1970s with the
commodity-price boom then and the start of new
production as it was in the State of Al aska.

9:19: 08 AM
MR. RIETVELD addressed the context of nmjor-global trends as
fol |l ows:

Having defined and sort of categorized very broadly
the SWF world, I'd like to talk about the broad trends
that | observe studying SWs and certainly working
with them fairly hands-on. If | have one overarching
nmessage, particularly for the resource based SWFs,
it's that the attention now is on the fiscal franmework
around SWs. Wiat do | nean by that? | nean that in
the past the focus was perhaps on sinply the creation
of the funds, the legislative process, or otherwise if
it's nmore of an autocratic system of how do you
establish this fund, how do you create this fund that
carves out revenues and resources out of the budget,
and that was the enphasis and that was the struggle
and the process that had to go through.

Gven that SWs are now fairly well known and wi dely
regarded as state-of-the-art in ternms of how to nanage
resource revenues, the enphasis is now noving nore
towards how do we inprove upon on our rules that |ead
to how noney flows into these funds and in the case of
i nvestnent-income funds and stabilization funds, how

the noney flows out in a rule-based way, in a
predictable way, and in a transparent and fair way.
That's the shift and | can say that particularly in

resource-based countries, every single country in the
world is going through this and every single state and
province that is resource-dependent or resource-rich
and has a SW is going through this. Everybody is
going through it in a different way given their
different legal context, ©political context, their
existing institutional infrastructure; but, Alaska is
by no neans alone in this and in many ways | think at
the vanguard in taking appropriate and early action to
try and adjust to the newrealities.

9:21: 08 AM
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MR. RIETVELD stated that he identifies the three-distinct SW
stages as: SW 1.0, SW 2.0, and SW 3.0. He described the SWF
stages as foll ows:

The past decade has been a period of SW 2.0 and |
think we are transitioning to SWF 3.0. SW 1.0 was the
very-early stage in which the very-early adopters of
the SW nodel energed as | nentioned: Texas in the
1850s, followed by New Mexico. Then in the 1970s a
whol e bunch of M ddle Eastern countries: Saudi Arabia,
Kuwait, Abu Dhabi, a little bit later Qatar; Al berta,
and Al aska. Here the enphasis was on creating these
funds, it was very nmuch dom nated by resource-rich
countries and the investnent nodel was very sinple.
The overriding purpose was to cut out a share of
revenues from the budget process and park it
sonewhere. Consequently the investnent nobdels were
very sinple, it was largely deposited in bonds and
cash securities wthout a huge amount of attention
paid to the portfolio and the characteristics of the
portfolio itself.

SW 2.0 enmerged at the turn of the century where we
saw, as | have already nentioned, significant growth
in the nunber of funds, significant growh in the size
of assets nanaged by these funds, driven by commodity
revenues in the case of Asian countries, driven by
trade surpluses and privatizations. The funds also
grew, not just by their funding sources, but also by
fairly healthy financial returns over this period
since the Asian financial crisis in 1998 to 2014. Wth
the exception of the collapse of Lehnan Brothers, it
was a period of high and fairly steady financial
returns which al so buoyed the size of these funds.

9:23:11 AM
He addressed the SW nodel going nainstream as foll ows:

The inportant thing to understand about this period is
that it really led to the idea of a SW nodel going
fairly mainstream so it now sits in the Internationa

Monetary Fund's recommendations of best practices for
any resource-rich country to have a SW-, to transform
its resource wealth and resource incone into sone form
of financial wealth. This is absolutely standard
practice and at the IMF it's one of the first things
they nention when they go visit any resource-rich
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country that reports to them it also led to the
creation of sonmething called the International Forum
of Sovereign Walth Funds, of which the Pernmanent Fund
is a nenber; they neet annually and it includes
roughly 40 of the world's largest funds. Very few
funds now are not participating in that forum they do
a bunch of things, nost inportant of which they have
come up with a set of 24 principles and practices for
t he governance and managenent of these funds. There's
no doubt in nmy mnd that the Al aska Permanent Fund is
sort of best-in-class anong this group. | have very
little doubt that the Permanent Fund woul d adhere to
all 24 principles stated in the International Forums
princi pl es of best practices.

The other point of the International Forumis that it
is a platform for SWs to neet, to exchange ideas
around the managenent of their portfolios, to exchange
i deas around the fiscal frameworks around them and
it's a way for the comunity to engage wth each
other, so Alaska's participation in this is |I'm sure
very beneficial and shoul d be encouraged.

The final aspect of this era that has proceeded where
we are today is that in earlier stages, SWs tended to
be fairly politically controversial and tended to be
prone to raids on their capital in tough tines, now
that's less of an issue if your capital and corpus is
constitutionally protected; but, in this nbst recent
period I think some of those political pressures have
been reduced worldwide as people understand the
i nportance of these funds in nmanagi ng nmedi um and | ong
termfiscal affairs.

9:25: 25 AM

CHAIR STOLTZE noted that M. Rietveld referenced "political
conprom se” and "political pressure” when explaining SWs. He
asked what he neant by the two terns.

MR. RI ETVELD expl ai ned that an exanple of "political conprom se"
woul d be when Wom ng raised taxes in 1976 on oil, gas and coa
conpani es. He specified that Wom ng's conpronm se occurred when
the added revenue was used to establish its permanent fund in
order to benefit future generations rather than just cashing-in
on a short-term conmmodity price-spike. He explained that he
referenced "political pressure” when SWs where formed during
boom periods that ultimately broke down in bust-periods due to
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political pressure. He noted that political pressure is not an
issue for Alaska's Permanent Fund due to its strong |egal
f oundati ons.

CHAI R STOLTZE conmmented that he was glad to hear that Al aska was
immune fromthe political pressure that M. Ri etveld expl ai ned.

9:28:22 AM
MR. RIETVELD expl ained the end of SW 2.0 as foll ows:

SWF 2.0 cane to an end when commodity prices coll apsed
towards the end of 2014 and we all know about the
steady and devastating collapse in global-o0il prices
in particular since then. For some SW skeptics |
i mgi ne the question is now really whether SWs and
particularly the growh that we saw since the md-
2000s in SWs will be sort of a historic-blip on the
radar whether sonme of these funds will in the first
i nstance be drawn down upon and the second instance
whet her they will actually be growi ng as was expected
a few years ago when oil prices were still high; for
me, that is not really called into question, | think
t he degree of consensus around the inportance of SWs,
the many incidences right now, well designed SWs are
hel pi ng resour ce- dependent countries cope S
significant and sufficient evidence for the SW nodels
appeal to remain intact. But what | do think is that
the current era is about adjusting to the fiscal
realities of SWFs.

He explained SW 3.0 and the adjustnent to the newfiscal
realities as foll ows:

SW 2.0 was a period of rising-commodity prices, SW
3.0 will be about coping with |lower comobdity prices.
For resource-rich countries and what a |ot of the rest
of my presentation is all about is the need now to

introduce what we academcally call "cyclically
robust™ or "counter cyclical fiscal franmewrks" and
that's just a nouth full for saying we want fiscal

frameworks that allow us to accumulate assets in the
SWF in good tines and we want sensible, sustainable
policies for drawing on SW assets and incone in the
tough times so that you have a policy that takes care
as much for the boomperiod of the cycle as it does
for the bust-period of the cycle. Many rules that we
see in place right now only do one-half of the story,
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they only take care of saving sonme portion of the
boom so the enphasis is now on that second half of
the equation. As you go through that, the two major
concerns is how do you avoid the depletion of assets

and 1'Il say again, wunless it is constitutionally
protected, you have less reason | think to worry about
t hat .

9: 30: 54 AM

CHAIR STOLTZE stated that he appreciated M. Rietveld' s
parenthetic remarks pertaining to Alaska's constitutional
protection. He said the constitutional protection was an issue
for the conmttee to discuss. He opined that the constitutiona
protection appeared to be a stronger threshold than any.

MR. R ETVELD answered correct. He said the constitutiona
protection of capital is anong the nost firm and robust for
SWFs, a strong and very positive feature.

MR. RIETVELD addressed the effect from the "ebbing tide" of
commodity prices as foll ows:

| think big-picture what is also enmerging fromthe SW
| andscape as we deal with |ower-commobdity prices is
that this "ebbing tide" has revealed that sone
countries have been swimiing essentially naked as the
ebbing tide sonetimes does; their policies, while
appropriate for the boomperiod, are not necessarily
right and robust to the tough tinmes. So we are finding
out which structures and which systens are equipped to
handl e the boom and the bust and which ones are nore
for the boom

9:32:24 AM
He addressed SW 3.0 and the world's adjustnent to new fiscal
realities by identifying three groupings as foll ows:

There is one group of countries and jurisdictions that
are really hurting right now, group A and they are
the group that never managed to save at all or save
enough of the resource-boom of the past decade and a
half, and they are really approaching "basket case"
status right now Venezuela is the npbst obvious
exanple, N geria and sonme other countries are in the
sanme boat .
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The second group of countries did nanage to accumul ate
sonme anount of assets, you could argue about whether
it was sufficient, whether they saved enough, but what
they are going through right now is drawing down on
their assets very heavily. Russia has drawn down on
some $150 billion, it's hard to know exactly because
as you can inmagine, the Russian systemis not the nopst
transparent one in the world, but they have drawn down
on a huge ampunt of assets. Saudi Arabia |ikew se has
drawn down on $150 billion to $200 billion in assets
since we wote our Harvard Report.

The third group of countries are the proactive ones
who in the first instance saved a good anount of nobney
in the previous boom and are now |looking at if their
spending policies and their wthdrawal policies are

appropriate and sustainable. | would put Abu Dhabi,
Norway and Chili in that group with great certainty,
Kuwait nost |ikely, and Saudi Arabia if they were to

foll ow our recommendati ons.

9:34:35 AM
MR. RIETVELD referred to a graph which plotted Alaska's fisca
dependence on oil and break-even price relative to other

countries and states, and detailed as foll ows:

|"ve sinply gone and said based on the share of oil
revenue to the budget just prior to the slunp, how
much does oil account for total governnent revenue and
on that netric? Alaska finds itself with a bunch of
countries you would regard as petro-states: Abu Dhabi
Kuwait, Qatar; they are dependent of around 90
percent, of course that share drops when comodity
prices drop, but in good tinmes we are talking about
governments that fund thenselves for at Ileast 90
percent on oil revenues.

He plotted the price of oil needed to balance budgets that
prevail ed before prices collapsed and addressed results as
foll ows:

Alaska finds itself in rather unconfortable territory
to the extent that you needed $110 a barrel to
mai ntain the |evel of spending that proceeded before
the price drop. Wiat is striking to nme is that Al aska
finds itself on these two neasures in the same
territory as Saudi Arabia, which by itself is not good
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news. There's a group of countries in the Mddl e East
that |'ve plotted there: Kuwait, Qatar and Abu Dhabi

that while having the sane degree of fiscal dependence
on oil as Al aska does, is able to balance the budget
with nuch lower oil prices and the sinple reason for
that is they have SWs that can provide a stable
source of incone to supplenment and offset the drop in
oil prices. What |'ve basically indicated there is
that in ny assessnment, if Alaska was to inplenent the
SW nodel to the full extent, you would be in that
group and conceivably be slightly better off than that
group for reasons I'Il come to in a second. You could
probably balance the budget with a $40 to $45 oil
price if you nmade sensible and sustainable use of your
financial assets. The other group of countries,
provinces, and states that can balance their budgets

at lower oil prices includes Womng, Alberta, and
Norway; the advantage that these countries have is
that they are way |ess dependent on oil, so for these

countries oil accounts for roughly 30 to 45 percent of
government revenues, so that's the other way out of
this.

If you want to be able to adjust to a world of | ower
oil prices and balance the books, you either nove
towards a systemin which you inplenent the SW nodel
draw on the financial assets that you have accumul ated
in a rul e-based sustainable manner, or you find other
sources of revenue as Norway does, oil accounts for
roughly a third of revenue and Norway has incredibly
hi gh personal -i ncone taxes and corporate taxes.

MR. RIETVELD summuari zed that outside of the oil sector, Al aska
does not have the econom c and taxable base to cover the kind of
holes it sees in its fiscal franmework

9: 38: 43 AM
He explained the economes of Alberta and Australia relating to
oi | dependency as foll ows:

Their discovery of oil essentially cane on when they
had really diversified industrial economes and |arge
t axpayer pools that they could draw on so oil for them
was a top-up on top of other established existing tax
base, it's much harder if your econony is still
largely oil dependent to introduce other forns of
revenue creation.
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CHAIR STOLTZE noted that South Korea has two conpanies that
account for 33 percent of the country's gross donestic product
and Alaska is at 90 percent for oil. He asked if any other
province or sovereignty that has anywhere near Al aska's 90
per cent .

MR. REI TVELD answered that in terns of oil dependence, Al aska is
right up there anongst the nost oil dependent. He opined that
the only places that are conparable are the Mddle Eastern
states. He specified that there is no doubt that Alaska is in
t he highest category of oil dependence worldw de where it's hard
to imagi ne a greater share of oil accounting for revenue than it
does in Alaska. He stated that he could have nentioned Venezuel a
and Nigeria, but Alaska is incredibly reliant on oil revenues
based on its current infrastructure. He summarized that based
upon the netrics of oil dependency and the oil price needed to
bal ance the books under the status quo, the news was not good
for Al aska.

SENATOR MCGUI RE pointed out that Venezuela, N geria and Russia
were not included on M. Rietveld s oil dependency graph. She
surm sed that the exclusion was due to the countries not saving
enough or depl etion.

MR. RIETVELD pointed out that the countries noted on his graph
had sone form of SW. He said Venezuela did not fit on the graph
because the country required $350 per barrel pricing.

9:42:43 AM
He stated that there was better news on the way for Al aska. He
exam ned SW assets that were relative to budgets and noted the
f ol | owi ng:

| f you consider also just the size of SW assets, it's
easy to |l ook around the world and | ook at Norway with
its $820 billion fund, Abu Dhabi with its $775 billion
fund, and Saudi Arabia with $600 billion, and think
that these funds sort of dwarf Al aska, and certainly
in purely absolute terms, Alaska's Pernmanent Fund is

considerably smaller. But | think the nore pertinent
point here is that what | do in the next slide is
scale that same pool of capital held in the SWs and
scale it relative to budget and what | find there is

that Alaska is the richest country in the world based
on SW assets; that is, Alaska's SW assets and
accunul ated financial assets relative to its budget is
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the highest in the world and |'ve quantified that
saying there is roughly 11 times the budget coverage
in accunul ated financial assets and Norway, which is a

best-case exanple of how to nmnage SWs in
peopl e's books, isn't anyway near that, in fact,

alnmost half of that, they've got about 6 tines
coverage of their annual budget in the form of their

financi al weal th.

There's no doubt to me that while there are problens
for Al aska based on commodity dependence, based on the

kind of oil prices you need to bal ance the budget,

big weapon in your arsenal is your financial wealth
which is a direct consequence of your constitution,

it's a direct consequence of prudence on part of

| egislatures in terns of making sure that the fund
inflation-proof, historically it's a testanent to the
good managenent of the Al aska Permanent Fund over
time, a whole bunch of factors. But the good news
at | east you have the ingredients to a solution which

many ot her countries don't have or at |east don't
to the extent that Al aska has here.

9:45: 14 AM

MR. RIETVELD addressed a sustainable draw as a percentage of

budget as fol |l ows:

A simlar sort of chart to the previous one is just to
say if we were to apply a very standard, very
uncontroversial idea of drawing 4.5 percent annually

from those assets, so this is not | think in
entirety, the proposal on the table, but just

quantify the financial wealth. If you were to draw 4.5
percent per annum on that wealth, what percentage of

the budget woul d that draw cover? Al aska

approaching 50 percent of the draw being able to be
covered by what is a sustainable draw on those assets
that woul d not jeopardize the real purchasing power
the Permanent Fund's capital; again, Norway is in a

position where just slightly nore than a quarter
t heir budget can be covered by a sustai nabl e draw

CHAIR STOLTZE asked M. Rietveld's if the 4.5-percent

hypot hesi s takes inflation-proofing into consideration.

MR. Rl ETVELD answered as foll ows:

dr aw
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The 4 percent idea is something that sort of emnerges

from t he fi nanci al pl anni ng literature for
individuals, it's something that energes from the
university endownent literature, and the idea is that
with the kind of portfolio you have in a SW, or a
uni versity endownrent, or a diversified financial
portfolio, the return wll exceed 4.5 percent by
enough to offset inflationary pressures. So the

nom nal return, taking inflation into account, would
be sonething like 6.5 to 7.5 percent, so that if you
draw 4.5 percent, you're essentially making sure that
you are not eroding the purchasi ng power.

CHAIR STOLTZE asked M. Rietveld to clarify that the mechanics
of the fund will replace the nechanics of actual appropriations
to inflation-proofing. He pointed out that the fund s nechanics
will be a pivotal point for a | ot of nenbers.

MR. RIETVELD replied that he was addressing a notional concept
rather than the fund's nmechanics and would get to the dynam cs
of the fund later in his presentation.

CHAI R STOLTZE remarked that there was anbiguity about inflation-
proofing and the commttee would cone back to the topic later in
the presentation.

9:47:59 AM
MR. RIETVELD addressed Al askan strengths and weaknesses rel ative
to other <countries, states and provinces by Ilisting four

categories as foll ows:

The first set of criteria pertains to the fiscal
story, the second set of issues pertains to the
potential to raise non-oil revenues, the third is
about the outlook for resource production in the
jurisdiction, and the fourth set of questions pertain
to the managenent and governance of the entity and
structure that manages the SW asset.

| think based on the size of savings, given what |'ve
just shown you in terns of the size of Alaska's
savings relative to the budget, this is a huge
positive. On any netric that | can cone up wth,
Al aska is, scaled to its fiscal need, the richest SWF
inthe world. So that's a huge positive.

SENATE STA COW TTEE -16- January 26, 2016



What | think is nore concerning here is whether the
existing infrastructure gives sufficient access to

accessible financial buffers. | know you have the
infrastructure here, you have funds that are intended
to be drawn upon in tough tinmes, | think the concern

there is whether those are big enough to help you
through a protracted period of tinme absent sonme other
changes. Wiere some other countries have provision
funds in their stabilization funds or other budget
buffer funds that will provide five to ten years of
fiscal coverage, here in Alaska it is nmuch shorter. |
think sonething needs to be done in that respect to
i ncrease the anmpbunt and sonething can be done in that
respect to increase the anmpunt of accessible fiscal
buffers at the state's disposal. As |'ve already
mentioned, just purely on fiscal dependence, it's a
big negative for mne, Al aska does have a nuch |ower
recourse to non-oil revenues through taxation, etc.

The fourth thing is the existence of a savings rule

here, it is a constitutionally provisioned and 25
percent of mneral royalties 1is constitutionally
required. |1 know that the historical tradition has

been to increase that to 30 percent, effectively
that's a huge positive, a lot of countries don't even
have t hat .

9:50: 27 AM
CHAIR STOLTZE asked M. Rietveld why he only showed a "one
checkmar k" approval for Al aska's "existence of saving rule.”

MR. Rl ETVELD answered as foll ows:

The question for me is whether you shouldn't
essentially be saving nore, particularly if you are
transitioning to a SW nodel in which the state's
ultimate source of wealth and financing is its
financial assets rather than oil wealth, whether there
shoul dn't be nore noney and whether that rule should
be adjusted to allow for nore noney to flow into the

SW. | do regard it as a positive that the rule
exists, | think there's some scope for inproving the
rul e.

Finally, so that sort of speaks to ny second point
about the appropriateness of the fiscal rule. In ny
preanble | was talking about «cyclically adjusted
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policies, policies that are as good for the upside as
they are for the downside. | think that's on the
fiscal-rule side where the bulk of the adjustnent is
required. There is action that needs to be taken that
the rule is appropriate as nuch for tough tines as
they are for good tines.

9:51:31 AM
MR. RIETVELD addressed |ong-term and near-term non-oil revenue
as foll ows:

| put question marks around the two issues around the
prospects for raising non-oil revenues, both |ong-term
and near-term |1'm leaning towards the negative side
on the near-term front, | don't think there's that
much you can do to plug the magnitude of the fiscal
hole by non-oil revenues, particularly in the short-

term In the long-term 1 imagine there's potential for
it given the very |ow base, but |I'm not sure about it.
So | haven't taken a definitive view on it and put

t hem as question marks.

In ternms of the long-termviability and profile of all
production, |I'm sinply going here on the nodel you
have all received that the state is working with, the
assunption there is of gradual decline in ol

production, whereas a lot countries |I'm |ooking at
quite the opposite, they are |ooking at boom ng
production off a very low base. In Alaska it's
probably the case that you need to confront the
reality of declining production. | didn't make it
t hree-negatives because | do believe they are al

prospects, perhaps in a different price environnent,
perhaps in a different set of circunstances there wll
be nore production com ng on stream

My third set of categories pertains to the managenent
of the funds thenselves, in this case the Al aska
Permanent Fund. | take it as an absolute strength of
your system that the Alaska Permanent Fund is a well-
managed entity that it is independent. Through public
and political pressures, the Alberta Heritage Fund,
whi ch nost of you are famliar with, suffered greatly
in the 1980s from being wused as basically an
instrument through which to provide subsidies to
i nvest in uneconom cally-unfeasible projects in their
province. That's not really under discussion at all in
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the case of the Permanent Fund and it's nmanaged by an

arms- | engt h, i ndependent authority t hat has
denonstrated clear conpetence over a long period of
time.

Second, I would say that the Permanent Fund' s
investnment style, its asset allocation, what it's

investing in, is appropriate and nmakes sense in terns
of what is expected of it; that again, sounds obvious
but it's sonething else that many other funds are
struggling with, they have investnment incone funds and
savings funds that are still sitting 70 to 80 percent
on bonds because of the inability to diversify the
portfolio for a nunmber of reasons. That's not the case

in Alaska, you have, | think, a very sensible asset
allocation for the fund relative to what you want it
to do.

My only concern around the Permanent Fund is
particularly pertinent looking forward if Alaska is
going to transition towards a state that funds itself
t hrough financial inconme rather than purely oil incone
is whether there is support for the Permanent Fund to
really grasp the nickel of what that inplies. If this
is the transition that Al aska is meking, you need to
be able to devote nobre resources to that organization
to do a nunber of things, nost pertinently | think to
potentially manage noney in-house which econom zes on
fees paid to third-party asset managers which are
quite considerable for the Permanent Fund and it's a
| ogi cal consequence of the fact that the Pernanent
Fund currently finds it hard to build up its staff and
internal team

9:54: 47 AM

SENATOR W ELECHOWEKI asked M. Rietveld why he gave two-positive
checknmarks rather than three to the Permanent Fund's i nvestnent
style, what risk level should the Permanent Fund take, and how
the risk level would inpact the rate of return

MR. Rl ETVELD answered as foll ows:

The only reason why | wouldn't give three "ticks" on
investment style is it's sort of nore an operation
issue. Wth ne with the Permanent Fund, the fact that
under the appropriate set of circunstances the fund
and the corporation could probably econom ze on fees
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to third-party nanagers, particularly in private
mar kets rather than public markets. So | think if that
transition was successfully made, | would give it
three "ticks.” | think if this transition occurs, that
pl aces Alaska in a position of funding itself through
financial wealth and financial incone. That is where
the bulk of the action needs to happen in ternms of
what the Permanent Fund does and it requires. | have
to be very clear about this, it requires political and
public support for the Permanent Fund to becone truly
a worl d-class, in-house investnment manager.

So, SWs around the world, the large and very
successful Canadi an public pension funds have no issue
around having very significant internal teams, sure it
costs you to hire those people, it costs noney to
build that internal infrastructure, but over the |ong-
run you certainly economze on paying third-party
asset manager fees and it also changes the way you do
things like real-estate investnent. Instead of going
to sone Wall Street firm and investing in their real-
estate fund or <creating sonme kind of real-estate
i nvest ment platform run by some bul ge- br acket
i nvestnment bank, you are able to initiate the deal
flow yourself and find assets that you want to invest
in. So it's a mnd shift and |I think it's one that
woul d serve Alaska very well if you are able to
achi eve that.

9:57: 06 AM
CHAIR STOLTZE pointed out that the commttee intends to bring
forward Ms. Angela Rodell, the Al aska Permanent Fund's executive

director, to address the conmttee at a future neeting. He said
the commttee would address M. Retveld remarks wth M.
Rodel | .

SENATOR W ELECHOWSKI recounted that the historical rate of
return average for the Permanent Fund was around 6 percent. He
asked M. Rietveld if he envisioned the investnent's |evel of
risk changing in a SW

MR. RIETVELD answered that he envisioned the fund' s broad and
bal anced asset allocation strategy to nore or |less be the sane.
He remarked that the Permanent Fund was in line wth best
practices for simlar investors such as wuniversity endownents
and ot her permanent funds.
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SENATOR W ELECHOWEKI asked what rate of return should be
expected from Alaska’'s SW in order to have a sustainable rate
of draw.

MR. RIETVELD answered that the fund's rate of return and draw
are directly related to each other. He explained that the fund's
return has to be realistic to what the draw is going to be. He
specified that a 6.5 to 7.5 percent rate of return would be
realistic and appropriate based upon the fund' s proposed draw, a
rate that had been achieved historically by the Pernmanent Fund.

9:59: 24 AM

CHAI R STOLTZE opined that the adm nistration had been focusing
nmore on the Permanent Fund's harvesting rather than on its
sustainability.

SENATOR HUGGE NS pointed that the Permanent Fund has been good at
operating independently and Kkeeping an eye on Alaskan's
i nvest ment . He added that the state's other independent
corporations should also be recognized as well for acting as a
"check." He set forth that the country was based on i ndependence
and Alaska would be wise to make sure that independence is
celebrated by each of the entities that the state has devel oped,
not only for the Pernmanent Fund.

10: 02: 07 AM
MR. RIETVELD addressed the key aspects for a sustainable SW
nodel as foll ows:

What | would like to do now is draw down a little bit
into the critical elenents of if you nmake this
transition to what | call the sustainable, rule-based
SWF nodel. What do you need to do? Wiat is the check
list of critical things that need to be achi eved? Just
to be clear, what | nean by this sustainable, rule-
based SW nodel in broad strokes is that you're
transitioning away from relying on commodity revenues
directly, but you are rather transferring it over to a
SWF and drawing down on the earnings and financial
resources of the SW

He explained what the resource-based SWs are really about as
fol | ows:

VWhat are resource-based, comodity-based SWs really

about? | think it all really comes down to a quote by
the father of econonmics, the father of free narket
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thinking, Adam Snmith, who described in his case

mning, but he mght as well been talking about
comodities nor e general ly as "t he nost
di sadvant ageous lottery in the world,” it is a lottery

if you are dependent on commodity revenues. Qur hunman
ability to forecast comvodity prices has tine and
agai n been proved to be very limted. Commodity prices
act in a conpletely unpredictable way and putting all
of your eggs in that basket is a particularly risky
proposi tion.

So that's really what SWs in a very big picture is
about, it is about renoving that degree of uncertainty
and dependence on commodities. The first thing they do
is they save and in doing so they transforma volatile
and depleting asset and incone stream into sonething
that can be held into perpetuity, in the case of a
permanent fund, and that's a very inportant point. If
you set up the permanent fund in the right way, and |
don't think any of the proposals under consideration
here woul d jeopardi ze that, that financial wealth wll
outlive oil wealth if you nmake sure that you are not
unsustainably drawing on the fund. Once the |ast
barrel of oil has come out of the ground, you'll still
have the Permanent Fund, that's a very significant
poi nt to renenber.

The second point is that they provided a degree of
macr oeconom ¢ and fiscal stabilization. The thing here
is you are trying to, through the use of the funds and
sust ai nabl e dr aws on t he fund, decoupl e t he
government's spending cycle from the resource-revenue
cycle and the resource-price cycle. In Alaska since
1976, essentially, governnment spending and capital
spendi ng has tracked the oil price and oil revenue as
it has done in many resource-rich countries prior to
the establishnent of the SW nodel. So you are trying
to break that cycle, the decoupling of spending from
coomodity revenues. You can never get rid of the
i nherent wvolatility, it's not like you're going to
hide it under soneplace where no one is going to see
it and it's going to reside in your SWs. But
believe and proponents of the SW nodel believe that
that is a better place to place the volatility rather
than in the budget. The budget effects all Al askans,
it effects property prices, it effects corporations
planning and investnment cycles, and it effects
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househol ds' planning and savings cycles. |If fiscal
policy coul d contribute t owar ds stability and
aneliorating the volatility of the Al askan econony,
that woul d be a significant achi evenent.

10: 05: 42 AM

SENATOR MCGUIRE asked if there were other funds Ilike the
"Al berta nodel"” that addressed volatility by diverting nonies
when commodity prices hit trigger-prices. She noted that she had
proposed trigger-pricing over a decade ago.

MR. RIETVELD answered yes and specified that the funds Senator
McGQuire described were called the reference-price nodel. He
expl ai ned as foll ows:

You set a price for oil, if oil exceeds that
reference-price, you save equivalent percentage of
revenues, if it is under that price you are able to
draw on it; that is that version of the rule-based
policy. That system has sone problens, the one is how
do you decide which oil price to base it on; that
could become incredibly controversial. 1 think two
years ago we probably would have felt confortable
saying the price should be $100 a barrel, now we see
oil prices just touched $26, we probably don't feel
confortable with $100. So there is this risk that you
woul d constantly be chasing-your-tail in adjusting the
reference-price, unl ess you have sonme very
sophi sticated process for establishing that reference-
price, that's ny main concern with that nodel, but it
is used and it is enployed by sonme countries.

10: 07: 11 AM
He addressed the prevention of waste and bad investnents as
fol | ows:

Finally, the point of these resource-based SWs is to
avoid really wasteful spending on the boomside.
Economes all have a Ilimted capacity to absorb
capital in boomtinmes, it leads to poor investnents
and it leads to msallocation of capital to very often
unsustainably rising real estate prices, particularly
in things that cannot be easily traded tend to really
rise. There's a real prevalence of "white elephants,”
that is large scale investnent projects wth poor
econon ¢ performance and rational .
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CHAIR STOLTZE asked if a $65 billion gas Iline would be
considered a "white el ephant.™

MR. RIETVELD replied no cooment. He addressed oil-to-equities as
fol |l ows:

So just to think through sone of the other underling
logic of the SW nodel, the Norwegians, whose nodel |
woul dn't necessarily advocate in its entirety for
Alaska for the sinple reason that Alaska is nore
fiscally dependent on oil than Norway is, but sone of
the logic applies. The Norwegi ans describe what they
are doing as turning oil-to-equities and they believe
that financial assets have historically had a nuch
better risk-adjusted return than oil and also that if
you think about it in a truly risk-adjusted sense, the
risk of hol di ng oi | doesn't conpensat e you
sufficiently for the return that you get and if you
t hi nk about standard financial theory, the kind of
risk you observe from oil would demand nuch higher
returns.

He referenced a graph showing rate of returns since the start of
"The Great Depression” in 1928 for stocks, oil, noney markets,
and bonds as foll ows:

Stocks have essentially massively outperformed noney
markets and bonds, but also oil. Ol has exhibited
stock-like levels of volatility for bond-like |evels
of returns. So at least historically, the financial

case for turning oil into financial wealth has been
very strong, it's even nore conpelling if you think
about the total wealth of Al aska. You have wealth
under the ground and you have wealth in financial

wealth and if you think about the balance between
those two you still wll have a significant anmount of
your current and future wealth in oil, even if you
adopt the SW nodel. So it's just another reason to

as nuch as you can, break the consolidation of your
wealth in the form of oil wealth and try and grow
financial wealth.

10: 09: 52 AM
He addressed the reasons to have a rul e-based SW as foll ows:

| mentioned on a few occasions that the franmework
should be rule-based and | think that is easily said,
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but is worth reflecting for a nonent on the attractive
feature of a rule. As with all rules in the domain of
econom ¢ policynmaking, the ultimte idea here is to
constrain discretion. Wy is that inportant for oil-
based economes? In oil-based economes subject to
significant boons and busts, | find that nenories tend
to be quite short and for all of the pain Alaska is
going through right now fiscally wth low oil prices
and economically, when oil prices recover it's very
easy to forget that and continue on your nerry way. |If
you have a rul e-based policy, that essentially forces
you to save in good times, it makes it sort of nore
reasonable and nore sustainable to draw on assets in
tough ti nes.

CHAI R STOLTZE asked how rul es are enforced.

MR. RIETVELD answered that the state has a nunber of |egal
options at its disposal. He stated that the npbst obvious way was
to introduce a law that had significant |egislative oversight
wi th public disclosure of what the plan was.

CHAI R STOLTZE pointed out to Attorney Ceneral Richards that M.
Ri etvel d reconmended | egi sl ative oversight.

MR. RI ETVELD conti nued to address a rul e-based SW as foll ows:

| think the second reason for having a rule is the
previously nentioned human inability to really
forecast where oil prices are going to go. If you have
a rule and a franework that doesn't require you to
formul ate a budget based on your expectation of oil
prices, but rather allows you to form a budget based
an assessnent of your financial wealth, you are
basically expecting a lot Iless and you are not
expecting the inpossible from people who wite the
budget to come up with a forecast of oil prices.

10: 11: 57 AM

CHAIR STOLTZE asked M. R etveld to verify that he had
previously noted that the nobst enforceable rule was a
constitutional amendnent.

MR RI ETVELD answered correct.

SENATOR MCGQUI RE recounted the foll ow ng:
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Just on this point to remind the conmttee, we banded
together to pass a piece of legislation that created a
conpetitive oil-review conmttee that's nade up of
nmenbers of the public and nmenbers of the legislature
and it's a conpetitiveness-board based on Alberta's
nodel with an idea that it is our bread-and-butter and
we should have nore focus on how we nanage our
conpetitiveness as a state and it seens |like this is a
pl ace where that could conme in, having sonebody, that
group, their task is to be |ooking at how conpetitive
we are wth respect to other jurisdictions, but
certainly assessing what the price of oil is based on
a forecast and things | think would be sonething.

MR. RIETVELD divulged that the International Forum of Sovereign
Wealth Funds codified an encouragenent for clear conmunication
and transparency around what the rules are. He set forth what
the benefits of rules are as foll ows:

Hel ps manage expectations and it helps ensure the
credibility of medium and | ong-range fiscal policy and

that's a general truth, but | think it has sonme
specific applications. For exanpl e, the rating
agencies wll have, I t hi nk, reason to take
significant confidence in a plan that is sustainable,
rul e-based and clearly comunicated; it wll help
underline the credibility and stability of Alaska's
fiscal future if you could communicate a plan Iike
this to the rating agencies; it will help businesses

in Al aska break the perception that Al aska is a boom
bust econony and encourage |long-term investnent in the
state; it will help the public's households plan their
financial affairs; it wll leave their honme prices,
which is where the majority of their equity and wealth
resides, less vulnerable to wild swings based on the
whins of energy prices. So | think that's all very
i nport ant and enhancing the predictability and
stability of fiscal policy through this rul e-based SW
framework is one of its nost attractive features.

10: 14: 21 AM

CHAI R STOLTZE remarked that he liked the nost enforceable rules.
He said a politician he admred, the |late Everett Dirksen, said
he was "a man of unbending principles" and his first and
forenost principle was "flexibility." He asserted that he wanted
to make sure that a SW does not becone politically flexible and
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noted that the best way to create a $20 billion permanent fund
was to start with a $50 billion one.

10: 15: 00 AM
MR. RIETVELD addressed the changing nature of fiscal rules as
fol |l ows:

| want to pay a little bit of attention now to how
rules are changing, so it's not as if there aren't
rules in place around the world right now. There is a
rule in place in Al aska, a savings rule, but I'd |ike
to talk a little bit about how under this SW 3.0

this adjusting to new fiscal realities where the
action is in terns of the changes that are happening
and need to happen. Essentially what | think is in
place now in the overwhelmng majority of cases is a
rul e-of -thunb nmeasure for savings, that is how |l would
describe what Alaska has right now You have 25
per cent required in the constitution that has
effectively been 30 percent of savings; let ne be
clear, having that is better than not having it. The
guestion is can you inprove upon it and add a spendi ng
conponent to it, add a sensible policy that integrates
your savings decisions with your spending decisions?
That's really what it's all about.

In terms of those rule-of-thunb neasures, | think
there's three in principle. The first one is a fixed
percentage savings, that's what you have in Al aska,
that's what frankly the majority of countries have.
The second one is a deviation from sone novi ng-average
so that you save when revenues exceed some noving
average of let's say the past four years and maybe you
draw down on assets when they are below the noving-
average. The third exanple is the one that Senator
McCGuire nentioned is the reference-price approach
where you set a price in the budget and you say we're
going to fornulate a budget based on a $75 per barre
price for oil for exanple, and if prices end up
exceeding that we save that equivalent anount. As |
menti oned, these are not terrible rules to have, they
are better than not having rules, but they do have
probl ens, particularly with respect to the |ast one as
| nmentioned. How do you determne what's the right
price? How do you ensure that that process of
reference-price setting is not backward |ooking and if
it's going to be forward | ooki ng? How do you cope with
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i nherent unpredictability of oil prices and how do you
make sure that the process does not beconme highly
politicized?

10: 17: 07 AM
SENATOR MCGQUI RE comment ed as fol |l ows:

Just on that point, you're right, but consider that
this state has been relying on a spring and fall
forecast every year, which is never right, wthout any
trigger at all. So the volatility of what we have is
so imense that just ratcheting it back a bit, even if
we are slightly wong on the trigger at |east puts us
in a place of a bit nore predictability.

SENATOR W ELECHOWNBKI asked if nmost SWs have an inflation-
proofing conponent.

MR. RIETVELD answered that inflation-proofing was a critical
elenment and the best countries did it. He pointed out that
Al aska's proposed draw-down rate is below its nomnal return and
that sort of ensures inflation-proofing because it is through a
di rect nechanism where noney needs to be transferred based on
sonme cal cul ation of what inflation was in previous periods.

SENATOR W ELECHOWNSKI asked if the governor's plan had an
i nflation-proofing conponent.

MR. RIETVELD answered yes. He detailed that the plan's draw was
prudent relative to the expected return of the fund.

CHAI R STOLTZE renarked that one of the rules he did not see was
how to avoid getting back into the sanme spending scenario. He
asked if a provision should be included that acts as a de facto
spending limt that reduces the anount of noney on the table
when revenue streanms are pretty good.

10: 19: 15 AM
MR. RIETVELD replied as foll ows:

The way | understand the governor's plan is that wll
happen because the spending rule is based on a fixed
anount draw so that if good tinmes return, the fixed
anmount of spending will remain the fixed anobunt to
spend and the increnental additional revenue wll go
to the fund. So spending mght be able to rise in the
future, but it won't respond immediately through the
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budget process, it wll |ead to growmh in the
Per manent Fund and higher spending for future
gener ati ons.

CHAI R STOLTZE commented that the Comm ssioner of Revenue and the
Attorney General wll be asked to address inflation-proofing and
spendi ng rul es nore in depth. He remarked that t he
adm ni stration has to, nost inportantly, convince the public.

MR. RIETVELD replied that he agreed. He specified that he was
addressing the conmttee to paint-the-broad-picture, but details
were inportant to review as well. He stated that he could not
say that he liked the details of the governor's plan, but
remarked that the plan fits wth international best practices.

SENATOR W ELECHOWBKI asked if any SWs existed that spinoff
dividends for its citizens and inquired if dividends were a good
i dea.

MR. RIETVELD addressed the first question and answered no. He
specified that the dividend was a particular feature of the
Al askan situation and remarked that he did not take particularly
strong views on whether the dividend was a good thing or a bad
thing. He commented that the dividend was a liability that the
governnment knows it needs to fund and it needs to think about
what the dividend' s appropriate |level was. He set forth that the
SW was a big-picture plan for enduring the fiscal future for
the state to the extent that it helps pay for the dividend in
the future. He <conceded that dividends night create sone
opportunities and hindrances in ternms of advancing |egislation

but dividends should not wundermne the transition to the SW
nodel .

CHAIR STOLTZE pointed out that M. R etveld showed that the
Permanent Fund's diversified portfolio was far nore reliable
than a commodity and the plan switches the dividend paynent from
the nore dependable market-based diversified fund to the
vagaries of oil.

10: 22: 49 AM
MR. RIETVELD addressed the Saudi Arabian report as foll ows:

| wanted to discuss it here because | think it
underlines the danger of not having a rule-based
system in place, it's a very different country to the
US and it's a very different set up to the Al askan
set up, | think fortunately in your case, but there
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are a nunber of inportant |essons that | think we can

draw on in doing this. | hope that at the end of these
slides, nobody should think that if this proposal is
the Saudi Report that | or anyone else is advocating

t hat Al aska does what Saudi Arabia does, it's nore the
avoi dance of the Saudi Arabian Pl an.

MR. RIETVELD provided details of the Saudi Arabian report as
fol |l ows:

The basic economcs of Saudi Arabia is that it is the
world's largest oil producer, it has sort of been
chall enged now by Russia and the U S., but on sone
metrics it's the largest and certainly one of the
| argest-o0il producers, it has decades if not centuries
of remaining oil reserves under the ground, which in
general has the |owest-margi nal cost of extraction, so
their oil wealth is not really in question. At the
time we finished witing this report in Septenber
2014, they had $850 billion in accumulated financial
assets, so you mght ook at those things and say what
on earth could be wong with this country, they have
oi | beyond their wldest dreans and they have
financial wealth; but in fact, there are quite a
nunber of things wong with the Saudi Arabian econony.
The overarching one is that their policies for
accurul ating and spending assets was entirely ad hoc
rather than rul e-based, rather than sustainable and
rather than appropriately counter-cyclical. In a
nutshell, they didn't save enough in the good tines
and they were drawing too heavily in the bad tines.

10: 24: 55 AM
He addressed the lessons for Alaska from the Saudi Arabian
report and referenced the estimated-oil price required to

bal ance 2015 budgets in various countries as foll ows:

This is one estinmate of the kind of oil price they
need to bal ance the budget [$106 per barrel], and they
are essentially in a different |league from the Ilikes
of Norway [$40 per barrel], Abu Dhabi [$55 per
barrel], and Kuwait [$54 per barrel]; they need
roughly twice as high oil price to balance the books
conpared to those other states who have i nplenented
the SWF nodel nore fully and nore appropriately.
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MR. RIETVELD pointed out that Saudi Arabia' s aging population
m ght require oil prices in excess of $300 a barrel wunder its
current spending path to balance its books by 2030.

He addressed Saudi Arabia's budgeted versus actual governnent
spendi ng as foll ows:

Anot her m stake that they have nmade is to consistently
i ncrease the budget in line with rising oil prices and
t hey have nore overspending of the budget in the past
decade and a half consistently by roughly 20 percent,
which is just directly neaning they are not saving
enough noney.

He addressed a chart that showed Saudi Arabia's cyclicality in
capital spending since 1980. He noted a very close correlation
to oil prices and detailed as follows:

W can see they track each other historically. The
first thing to give in the Saudi fiscal setup when oi
prices collapse is to cut capital spending, that
exacerbates the inherent boom bust cycle of the Saudi
econony and | believe has done the sane in Al aska and
a nunber of ot her resource-rich countries and
resour ce-dependent countries, that's «certainly not
exceptional .

10: 26: 44 AM
He addressed a set of investnent policies recommended to Saud
Arabia as follows:

Have them manage their wealth institutionally nmuch
nore |ike Alaska does, through an i ndependent
investnment authority with clear expectations in terns
of financial returns, people know what targets they
have to hit and it's governed in a way that with the
particularities of their political set up is
essentially arns-length. W call for themto establish
a clear demarcation of what is their investnment incone
fund, what is their buffer fund, and we really stress
the inportance of inplenmenting a rule-based fiscal
f ramewor k.

He stated that he has three-key takeaway nessages for Al aska as
fol |l ows:
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The first nessage is Alaska is not alone in this
response to the oil-price slunp; that said, | think
Al aska is better placed than al nost any place that |
have been to with respect to the magnitude of previous
savings. You have that very, very significant string
in your bow to draw on and that is frankly not the
case for many other countries that are going through
the kind of pain that Al aska is.

My second and third takeaways pertain to the |ogic of
the SWF nodel. The SW nodel in the first instance is
about dealing with the volatility of the budget and
it's about transferring that wvolatility out of the
budget, out of spending, out of capital spending and
into the level of the SW, that's very inportant. The
SWF nodel is a neans through which to stabilize the
Al askan budget and to break your historic boom bust
type link to comodity prices.

The third thing I want to |leave you with around the
SW nodel is that it is part of the transition of the
Al askan-state funding itself, no longer as it has in
the past through oil revenues, but through its
financial wealth and relying on investnment incone on
the wealth rather than revenues from oil production to
fund governnent. | go back to the first point, you're
not alone, but you are in a stronger position. You' ve
laid the foundations to nmake this transition and under
the right set of rule-based policies, Alaska has no
reason to think that it doesn't have a stable and
sustai nable fiscal future.

10: 29: 34 AM

SENATOR W ELECHOWSBKI asked that if dividends are a high priority
for Al askans, wouldn't tying dividends to the stock narket be
safer than to oil prices. He pointed out that oil prices greatly
fluctuate and are projected to continue to decline.

MR. RI ETVELD answered yes and pointed out that there are various
ways for the state to fornulate its dividend policy. He
expl ai ned the advantage of the governor's proposal as follows:

The advantage of the proposal as | see it is that it
allows in good tinmes for the Al askan citizens to
benefit from increased oil revenues, if they are to
return, but at the sanme tinme allowing the fund to
grow, so it sort of is equitable in terms of Al aska's
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underlying economc wealth and fortunes tying in part
to the Alaskan citizen and in part to the stability of
the fiscal framework. So | think the current proposa
has the features, | think others are worthy of
consi deration too.

SENATOR W ELECHOWBKI asked M. R etveld to verify that the
proposed plan prioritizes government spending over dividends to
Al askans because the governnent receives a nore stable flow.

MR. RI ETVELD answered yes. He specified as foll ows:

| think the rules sort of balances the benefits of
potential higher future-commodity prices to citizens
and to the budget. | think there is a tradeoff there,
but | think dramatically cutting governnent spending
in the future has an inpact on Al askans' househol ds
and individuals too through, for exanple, their house
prices. If you have a 20 to 30 percent drop in your
house prices due to a period of protracted |ow oi
prices; that is a nuch nore significant inpact on your
househol d bal ance-sheet and net wealth.

10: 31: 34 AM
CHAIR STOLTZE pointed out the confusion with the plan because
the bill is called "The Dividend Protection Act."

SENATOR W ELECHOWSKI asked if M. R etveld would be okay wth
the plan being flipped where dividends are tied to the stock
mar ket and the governnent expenditures are tied to the price of
oi | and production.

MR RI ETVELD answered as foll ows:

| would rather not have governnment spending tied to
the stock market, but | think the SW nodel is a way
to filter the volatility of the stock market. | do
think it's worthy of consideration of other ways of
t hi nking about the dividend. As | said, the way |
think about the dividend, and not to get into the
details of exactly how it is structured, | think the
SW nodel, to the extent that it helps ensure fisca
sustainability in the future of Al aska, feeds into the
ability to continue paying the dividend, which m ght
ot herw se be under threat under whatever circunstances
are proposed, particularly the status quo.
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10: 32: 34 AM
SENATOR HUGA NS asked M. Rietveld to verify that Saudi Arabia
was bondi ng their debt.

MR. RI ETVELD expl ai ned as foll ows:

What they have essentially done in the first instance
is to cut capital spending and the second instance to
draw on their accunul ated financial assets to the tune
of $150 billion to $200 billion since Decenber 2014.
They have gone to the local bond market and a Saudi -
riyal bond of $37 billion and there's talk of them
going to the international bond market to raise a
dollar bond. So that's the spectrum of things they are
needing to do, all of which are different ways of
essentially drawing down on savings that they had
previously comm tted.

SENATOR HUGGE NS pointed out that the U S. has a horrible track
record with $18 trillion in debt and that some people in Al aska
have advocated that the state use bonding to take on debt and
have sonmebody pay for it in the future. He asked if the state
shoul d consi der taking on debt during its transition period.

MR. RIETVELD replied that Al aska has the financial resources not
to have to be in a situation where its recourse is to the debt
mar kets and burning future generations. He remarked that the
state has the resources in-hand to avoid issuing debt. He
pointed out that Alaska's high-credit rating would be under
serious threat if the state were to issue debt if the status quo
prevailed in the fiscal framework, which would make the debt
nore costly for future generations.

SENATOR HUGEA NS stated that M. R etveld s presentation was
meani ngf ul and he was hopeful that the average Al askan got a | ot
out of it.

10: 35: 11 AM

SENATOR MCGUIRE remarked that a SW could be created that
i ncl uded dividends being paid out. She said the thinking about
attaching a dividend to the royalty itself was to create a
revenue-source connection with Alaskans as well as providing an
opportunity to experience some highs. She remarked that putting
the dividend within a SW would by definition limt the
di vidend. She opined that what good was paying dividends if
rating agencies said the state was down-the-tubes, businesses
relying on ratings were no |longer investing and creating new
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jobs, the public loses its hope and belief, and housing prices
start to go, a scenario that occurred in the 1980s. She asserted
that | awrakers were not sitting around finding a way to keep
funding government, but were trying to find ways to keep the
state economically stable in a way that provides basic services
and keeps the econony alive so that the private sector continues
to invest.

CHAIR STOLTZE reiterated that the admnistration focused the
di scussion on the dividend by calling the bill the "D vidend
Protection Act."

SENATOR MCGUI RE opined that the bill was called the "D vidend
Protection Act" because the dividend would go away if nothing
was done.

CHAIR STOLTZE asked Attorney General Richards to address M.
Rietveld' s presentation, primarily on the deferred questions to
the admnistration relating to inflation-proofing and the
di vi dend.

10: 38: 58 AM

ATTORNEY GENERAL RI CHARDS expl ai ned that the governor's proposal
does inflation-proof the assets by defining sustainability and
assessing risk for the fund' s draw.

CHAIR STOLTZE replied that the conmttee |ooked forward to the
admnistration's elaboration on its plan for the fund. He
poi nted out that the Pernmanent Fund belonged to the people and
not the governnent. He stated that addressing the governor's
bill is an Al askan debate and the conmmttee woul d wel cone public
testinmony at a future hearing.

10:42: 10 AM

SENATOR COGHILL comented that M. Rietveld s presentation
focused on sovereign wealth and the "sovereigns" are the people
of Alaska. He asserted that with the way Al aska cane into
stat ehood, private individuals' subsurface rights were barred
and the state's sovereign wealth is a way to balance and share
royalty rights. He said a discussion about sovereign wealth has
to include sharing royalty rights with Al askans.

He remarked that SB 128 is a nmatter of balancing risk and
reward. He said the bill stabilizes the function of inconme to
the governnment, but the Dbenefit to Alaskans as dividend
recipients would be destabilized. He said stabilizing the
governnent's econony is a real benefit, but the dividend
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destabilization's inpact on the private econony has to be taken
into consideration as well.

10: 44: 56 AM

CHAIR STOLTZE announced that the commttee would spend
additional time on the fiscal issues and hold SB 128 in
commttee until the commttee also heard SB 114. He added that

public testinony as well as constitutional issues would also be
addressed to facilitate a thorough and public-vetting process.

10: 46: 56 AM

ATTORNEY GENERAL RICHARDS announced that he and Comm ssioner
Hof f beck from the Departnent of Revenue were presenting the
bill's framework at the next conmttee neeting.

CHAI R STOLTZE remarked to Attorney General Richards that probing
gquestions on behalf of commttee nenbers' constituents may be
asked at the next neeting.

[ SB 128 was held in commttee.]

10: 47: 46 AM

There being no further business to cone before the commttee,
Chair Stoltze adjourned the Senate State Affairs Conmmttee at
10:47 a. m
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