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Senator McQuire

Al aska State Legislature

Juneau, Al aska

PCOSI TI ON STATEMENT: Addressed the dividends from royalties plan
in SB 114.

ACTI ON NARRATI VE

9:01: 05 AM

CHAIR BILL STOLTZE called the Senate State Affairs Standing
Commttee neeting to order at 9:01 a.m Present at the call to
order were Senators Wel echowski, Coghill, Huggins, MQire, and
Chair Stoltze

SB 114- PERM FUND: EARNI NGS, DEPOSI TS, ACCOUNTS

9:01: 43 AM
CHAI R STOLTZE announced the consideration of SB 114 and noted
the sponsor substitute. He said the bill is not necessarily

Senator McQuire's plan, but the legislation incorporates a | ot
of ideas from other folks as another option for addressing the
state's fiscal crisis. He asked that Senator MQuire provide the
conmmttee with an overview of SB 114.

SENATOR MCGU RE said her hope is SB 114 is the Senate's
presentation. She detailed that she started |ooking at ways to
stabilize the way Alaska's budget was put together in January
2015. She said the Alaska budget process was a volatile ride
because the state was alnost conpletely dependent on one
commodity. She said she started working with Senator Kelly and
floated ideas with other people to put together a series of
principles that led to SB 114.

She set forth that SB 114 was a placeholder for the Senate to
begin a conversation about the state's fiscal gap. She asserted
that her intent was not to sell the commttee nenbers a
particul ar idea, but to address why she believes the principles
in SB 114 are sound and why they were chosen over other
pri nci pl es.

9:04:10 AM

She explained the history of the Al aska Permanent Fund as
fol |l ows:
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In  Novenber 1976, there was a voter approved
constitutional anmendnent creating the Permanent Fund
In February 1977, the 9th Alaska Legislature created
it officially through a commttee substitute to HIR
39.

SENATOR MCGUI RE detailed that a statutory overlay created the
Per manent Fund Dividend (PFD) in 1982, an inportant piece for
the commttee and public to understand. She pointed out that
people often refer to the Permanent Fund and the PFD
i nterchangeably. She enphasized that the Permanent Fund itself
was created constitutionally and SB 114 does not nake changes to
the fund's constitutionally protected corpus. She detailed that
the 12th Legislature proceeded in 1982 with a statutory overlay
and created the Earnings Reserve Account (ERA) to inflation
proof the Permanent Fund and pay out dividends. She enphasized
that SB 114 proposes to change statute and not the constitution.
She opined that the statutory overlay was a reflection of the
values that one legislature does not bind another. She
sumari zed as foll ows:

Here we sit in 2016 and the question is whether it is
appropriate or not for us to consider that the ERA
doesn't just pay out a dividend, that we may in fact
need to redistribute the way that those paynents go to
stabilize governnent.

9: 06: 38 AM

CHAIR STOLTZE noted that Senator MGQ@uire skipped over the
Suprene Court ruling on Zobel v. WIlians. He pointed out that
the "Zobel ruling" addressed the dividend s residency paraneters
and not its constitutionality.

SENATOR MCGQUI RE conti nued as foll ows:

You have the constitution, you have the corpus that's
created and a whole series of statenents about why
that was created. You have the statutory overlay of
the Legislature at that tinme, a lot of dialog about
why it was decided that the ERA would create a
di vidend; but also, understanding that the first
decision to payout a dividend was based on a notion of
rewarding longtine pioneers in the state, those that
have been here many years.

9:07: 39 AM
She detailed Zobel v. WIllians as foll ows:
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There was a gentleman with the l|ast nanme "Zobel" who
presented a court challenge that went all the way up
to the Suprenme Court of Alaska; it was decided June 14
of 1982 that said that the plan as the Legislature had
conceived of it violated the equal protection clause
by creating a residency requirenent that was too |ong.
So the rest is history after 1982, the dividend was
paid out to every man, worman and child that had |ived
in the state for nore than two years, and that's an
inmportant part of the history of it, just to
understand that the original creators in the
Legislature didn't envision that it would be paid out
the way that it ultimtely was paid out as a result of
" Zobel . "

9: 08: 30 AM
SENATOR MCGAUI RE continued to address the creation of the PFD as
foll ows:

Just to think for a second as you are envi sioning what
it would have been like to be in that Legislature that
created it. In the year 1982 there were 1.6 mllion
barrels a day chugging through the Trans-Al aska
Pipeline, rising all the way as we know in 1989 to 2.1
mllion barrels a day and adjusted for today's dollars
the price per barrel was $77. So that's just sonething
else to keep in mnd when the Legislature decided to
create the ERA with a mission of only paying dividends
to Al askans, t hat we were doing very well
financially.

She addressed the state's $3.5 billion to $4 billion deficit as
foll ows:

There's a deficit, we know that, and there's a
di fference between what we have said we wll pay out
in operational costs. W cut the capital budget | ast
year, alnost entirely, except for "matches," and the
public has kind of mssed out on that. So I would |ike
to enphasize again and again that we have enacted
heavy spending cuts over the last two years. W have
several accounts, but revenue nodels show that if oi

prices do not rebound, those savings wll be gone
within about two years. My opinion is we can't wait
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and hope for high oil prices and the price of inaction
coul d be disastrous for the state's future.

SENATOR MCQUI RE addressed Al aska's FY16 situation as foll ows:

| don't disagree with many of ny colleagues that
perhaps $5.2 billion is too high, but what | wll say
is that everything we've |ooked at in our office shows
t hat unl ess you fundanental | y restructure t he
government in core ways that beyond about a billion
nore, you're going to start getting into very serious
opportunity costs for federal natches and a great
percentage of capital that's infused into the private
sector as well as jobs, governnent |jobs thenselves
whi ch al so contribute to the econony.

She detail ed how the state was paying for FY16 as foll ows:

« $3.608 billion from savings.
e $531 million from"other revenues."
e $1.062 billion fromoil revenues.

She renmarked that the state's spending nodel was upside down and
asked how a household would feel if the ngjority of its expenses
were paid from savings and other revenues. She opined that
Al aska has both a spending problem and a revenue problem due to
its dependence on a single commodity to balance the state budget
that is conbined with Iow oil volune and prices.

9:11: 30 AM
She said she reflected on Alaska's problem by addressing the
"Five Stages of Gief" when drawing up SB 114:

Deni al
Anger
Bar gai ni ng
Depr essi on
Accept ance

OkowbdE

She noted that the conmittee recently had a presentation by
Bradford Keithley where sone cuts were recommended, but the
basic proposition was to wait for oil to get back to $80 a
barrel. She comented as foll ows:

So that brings you to the "bargai ning" part again and

| kind of went through that exercise nentally and
t hought maybe we really don't have to stabilize the
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volatility of this compbdity and we don't have to
t hi nk about restructuring the Permanent Fund, and then
| went all the way back through the "stages of grief”
t o acceptance.

9:12: 28 AM

SENATOR MCGUIRE said the Senate State Affairs Committee was
tasked with looking at the relationship between the public, the
constitution, things <created by the <constitution and the
statutory overlays that cone from the |egislatures. She
addressed the "status quo" from the cost of doing nothing and
referred to a chart that addressed "Unrestricted General Funds
(UGF) Revenue and Budget" from FY16-FY25. She pointed out that
the chart showed a consistent fiscal gap of approximtely $3
billion between revenue and the budget from FY16 through FY25.

She addressed a "status quo" chart and its inpact on the
di vi dend check as foll ows:

In this case you can see that if we do nothing, by
about FY21, unless a mracle happened which would be
about $109 a barrel with the volume we have today, the
di vidend program will likely end and the choice wll
be harder earlier. In FY19 that's going to be the
place where all $7 billion that is left in the
Constitutional Budget Reserve (CBR) and the GCeneral
Fund wi Il have been conpletely used up because you can
see with only $1 billion roughly in revenues and a
little nore in other revenues, you need about $3.5
billion a year to bal ance the current budget.

She set forth that the question for the commttee was whether
the Earnings Reserve Account (ERA) was to continue to be used
exclusively to payout a dividend or for stabilizing the
government. She asserted that waiting was not a good option
because the Legislature would run out of choices that allow for
bei ng nore ninble. She detailed as foll ows:

You will have used up all of the $7 billion that's
ready on hand in your GCeneral Fund and then with a
three-quarters vote in your CBR, your savings, and
then you will be with your back up against the wall
facing that inevitable question that we could face
today a little calmer and a little nore rationally.

9:15: 03 AM
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SENATOR MCGUI RE addressed the state's budget reserves, absent of

new revenues as foll ows:

The price of oil-per-barrel tinmes the

volunme is

roughly $1 billion. Unless sonmething dramatic changes,
what we have left, besides the corpus that's
constitutionally protected, is roughly $14 billion and

you divide them roughly in half between the ERA and a

conbi nati on of the CBR and the CGeneral Fund.

She summarized that if nothing is done, the CBR will gradually

go down and ultinmately a decision will have to

be made in FY18

whether to sinply use the ERA to payout dividends or as another

way of stabilizing the governnent.

9:16: 09 AM
She revealed that she applied five principles when crafting SB
114:

1. Retain a dividend.

2. Reduce the volatility in the state budget.

3. Cearly expose the size and cost of governnent.

4. Endure to allow maxinum use of the state's wealth over

generati ons.
5. Sinple and easy to inpl enent.

She addressed "retaining a dividend" in SB 114 as foll ows:

There are other solutions out there that

utilize a

Percent age of Market Value (POW) approach that do not
guarantee a dividend. | think the dividend has becone

a part of Aaska's culture; | think it

has done

exactly what it was intended to do to connect the
people to the fund in a way that has allowed for its
protection and | also think that there is an economc

role. Bradford Keithley talked about it,

ot hers have

tal ked about it, rural Al askans depend on it, those in
| oner-income |evels depend on it and certainly there's

commercial value to it circulating.

She addressed "the volatility in the state budget"” as foll ows:

This was actually the nobst inportant to ne. Wen |
came into the Legislature, | was absolutely shocked in
my first budget cycle to realize that the way that we

budgeted was to be presented with a fall

and spring

forecast telling us roughly what the value of this
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single comodity would be. | said in ny office, "At
least it's not pork bellies,”™ but it may as well be.
Commodities are volatile, as we know they are val ued
not just by facts, but by perceptions in world markets
far away from us and the fact that we would sinply
say, "We'Ill decide what we can spend based on that
single value,” | think is not appropriate.

SENATOR MCGUI RE addressed the principle to "clearly expose the
si ze and cost of governnent" as foll ows:

So that downward pressure would ensure that Al askans
could begin an honest assessnent of needs versus
wants, also another inportant principle in ny bill.
There are other bills out there that use simlar
principles, but were designed to give it a dollar
anmount to serve.

So we agree that $5.1 or $5.2 billion is the cost and
size of governnent, this bill does not do that on
purpose; it purports to change the way we distribute
the earnings of the Permanent Fund and to guarantee a
dividend for the people, but it's only designed to
bring in about half of our problem so roughly $2
billion. My hope is that future legislatures wll
continue a conversation about what Alaskans really
want and need.

| think we all know this in our own famlies that you
have tinmes of surplus where you add on to your hone,
you buy extra things for your children, you have
things you mght really enjoy, and honestly if the
famly sat down they would probably be sad to give
them up, an extra playhouse or extra tutoring in a
musi cal instrunment or sonething like this, but when it
cones down to it, if that famly has to contract,
they're going to go back to the basics, they are going
to nake sure there's food in the refrigerator and it's
going to be mlk and bread and your basics first, and
then the rest cones on top of it; Al askans are going
to have to have that conversation, what are the
stapl es and what are the extras.

She explained "the principle for the bill to be enduring"” as
fol |l ows:
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It should be enduring to allow nmaxi num use of our
weal th over generations so that benefits and burdens

are shared and this is another reason that | think
acting now is inportant. Arguably we have acted too
|ate. The POW bill that | voted for when I was a

freshman 16 years ago would have stabilized governnment
already and affected the dividend four times to the
tune of about $50, we wouldn't be sitting here today
facing this problem and we wuld have had nore
choices, but if we wait now beyond today, you'll have
fewer and fewer choices and the net effect of that is
that it disproportionally inpacts in a negative way
t he future generati ons, our grandchi | dren and
children, and I don't think that is fair.

SENATOR MCGUI RE summrarized that the fifth principle should be
that the bill is sinple and easy to inpl enent.

9:20: 28 AM
She explained "what SB 114 is not" as foll ows:

It's not a raid on the Pernmanent Fund. The Permanent
Fund cannot be touched wthout a constitutiona
anendnent by the people and it remains that way in
this bill. SB 114 would only draw funds fromthe ERA

It's also not a way for the governnent to increase the
budget, this is a really inportant point. | think that
the public is right to be skeptical about us |ooking
at changing the way the Permanent Fund is distributed
if our only goal is to bloat government and to put
nore capital projects in that they may or nay not

agree with; | think that is a very fair point, mny
people in this state believe that the governnent is
too | arge.

Finally, it's not a dividend killer, this is the only
plan | see that w Il guarantee one. |I'm anxious to
continue the conversation with this commttee, but
there are three bills right now out there that propose
a couple of different nethods, mne is the only one

that | think guarantees a dividend. If you wait unti
you are at that place where you are |looking at
touching the corpus, | don't believe a dividend
survi ves.

She detailed "what SB 114 is" as foll ows:
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SB 114 is a way to connect Al askans to their share of
natural resources, it's a way to protect your dividend
into the future. Wthout a structural change, the
dividend will go away in a few short years, | predict;
it is a way to ensure that services you enjoy can
continue to be provided.

As much as | have talked about cutting the budget, |
think it's inportant to understand and appreciate here
in the State Affairs Conmttee that we all benefit
from a certain size of governnent; that's been a
tenant of any civilization, particularly those that
have denocracy at hand that we don't have to stand out
in our driveway with our guns every norning and sort
of guard our property. W have police, public safety,
firefighters, we have people who provide public
education and even if you don't partake in it, even if
your children are educated privately, | think we can
all agree that we would |ike our general population to
be educated, so public education is a good thing. The

Marine Hi ghway for those that l|ive here, that's a
lifeline. Parks and recreation has becone an
interesting point, when you |ook at ny generation and
younger, in their top five reasons that they will nove
and can nove now, they can quite literally work froma
conputer and they can teleport. Wiy wll t hey

relocate? Parks and recreation are in the top five, so
are schools, they want places they can raise a famly
and enjoy a good quality of life. Fish and gane
managenent, | don't have to say a lot there, you know
this coomittee cares a | ot about that.

9:23:30 AM

SENATOR MCGUI RE addressed a graph by Gunnar Knapp regarding the
i mpacts of selected options for reducing the deficit by $100
mllion. She asserted that the inpacts from cuts should be
consi dered when talking about the size of Alaska' s governnent.
She pointed out that the largest single item of things paid out
was the PFD, $2.4 billion. She remarked that Bradford Keithley
tal ked about the inmpact of the PFD and everyone was aware of
that. She summarized that reducing the deficit inpacts state and
private sector jobs.

CHAIR STOLTZE asked if Gunnar Knapp was speaking for the

University of Alaska Anchorage Institute of Social and Econom c
Research (1 SER).
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SENATOR MCGUI RE answered that she believed so. She detailed that
M. Knapp's report was gleaned for the Al aska Business Mnthly
magazi ne. She conceded that M. Knapp should be asked to verify
his report's affiliation.

9:25:31 AM

She addressed spending I|imtations and comodity price
volatility. She asserted that without oil tax's revenue flow ng
t hrough the ERA, available general funds will continue to sw ng
with comodity prices. She said sone volatility wll remin
unless limtations are put into place and there are many
opti ons.

She reveal ed that she purposely left places open in SB 114 for
the commttee to fundanentally focus on a spending cap. She
admtted that nmany Al askans are skeptical about spending if the
oi | prices go up or if production increases where the
Legi sl ature sinply goes back to spending exactly what revenue is
brought in. She suggested that |anguage could be added that
says, "In fiscal year "X " the appropriation cannot exceed 120
percent of the previous year's draw." She noted that SB 114 is
pegged in at a POW of 5 percent, but the reality is the
Per manent Fund earni ngs have been nore like 6.5 to 6.8 percent.
She suggested that the POW could be a range between 3 and 8
percent, depending on returns, oil tax revenue, cash flow needs,
capital project outlays, etc. She continued that a POW range
woul d give sone flexibility to provide sone downward pressure
She sunmarized that a final option would be to create an overal
spendi ng cap.

9:28:12 AM

CHAI R STOLTZE called attention to a spending cap and noted that
the Legislature has had very little success, going back to a cap
approved by the voters in 1982. He pointed out that the CBR
started out as a spending limt by Senator Faiks that evolved
into the CBR Fund as a conprom se. He suggested that a revenue
cap be considered where |limtations are placed on what can be
drawn. He opined that the public can grasp a spending limt nore
than revenue limt, but a revenue limt m ght be a
consi der ati on.

SENATOR MCGUIRE agreed with Chair Stoltze and thanked him for
his suggestion. She noted that she has enlisted input from
different individuals. She remarked that she liked her first
i dea better as being nore of an appropriation limt.
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SENATOR MCGQUI RE addressed the state's $3.5-$4 billion deficit
due to comodity price volatility. She said there is one
equation for Alaskans to burn in their mnd is that the story of
Al aska i s:

Ol Price x Volunme = State Budget.

She reviewed the state's history that is tied to volatile and
unstable oil prices. She asserted that the difference today was
| ower-volume oil production. She said current production was
hovering around 500,000 barrels a day, resulting in $108 per
barrel to bal ance the budget. She pointed out that world events
have inpacted oil: China's economc contraction, the shale
revolution fromfracking, and OPEC s reduced power.

9:32:29 AM
SENATOR HUGGE NS poi nted out that Al aska cannot control the price
of oil, but the state can control volunme. He asserted that the

state has to keep "w ldcatters" operating and exploring on the
North Sl ope to address future revenue.

SENATOR MCGQUI RE opined that the state's budget planning lies
bet ween knee-jerk and 30-year planning. She renarked that
| onger-term planning would help the state avoid being in a
crisis-driven reactionary node. She noted a quote from Al bert
Ei nstein, "W cannot solve our problens with the same |evel of
t hi nking that created them™

9: 35: 08 AM

She called attention to 2016 oil-pricing forecast graphs from
the Econom st Intelligence Unit (EIU), The Wrld Bank, and the
US. Energy Information Adm nistration. She said predicting
future oil prices is difficult and noted that all three
organi zati ons' forecasts were inaccurate. She set forth that the
guestion is should the state bet its future on oil prices.

9: 38: 08 AM

She conceded that the public has a trust issue where they are
bei ng asked to consider a fundanental statutorial restructuring
of the Permanent Fund. She remarked that accusations have been
made that the Legislature never saves and al ways uses the noney.
She referenced a graph that showed end-of-year bal ances of State
Reserve Funds, excluding the Permanent Fund, for the increased
bal ances in the Statutory Budget Reserve Fund and the CBR Fund,
specifically from 2008 to 2014. She reiterated that depending
exclusively on a volatile comopdity was not smart, but noted
that even though the Legislature saved noney during high oil
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prices, savings ultinmately did not save the state. She asserted
that a fundanmental structural problem needs to be addressed in
the future.

9:40: 28 AM

SENATOR MCGUIRE referenced a chart that showed how the
Legi slature was spending $5.2 billion in FY16. She pointed out
that the paynment for the PFD checks was the state's |argest
expense, followed by the Departnent of Education and Early
Devel opnent, and the Departnment of Health and Social Services
(HSS); the two departnents make up between 50 and 60 percent of
the state's budget. She explained the inpacts on cutting the
budget as foll ows:

W talk about this all of the time, we say if we are
going to get below $5.2 billion, we all understand
that the cuts and restructuring are going to have to
come in part from those two areas. So it's going to
have to be a fundanental change in the way that we pay
out through the foundation fornula, dollars, or it's
going to be in how many schools we fund; that
conversation is taking place, it's going to have to be
in Medicaid and whether or not a lot of the pre-
screening and extras that have be added |egislatively
on top of the federal mandate from Medicaid. Are we
going to continue to provide those or not? Those are
hard conversations, things Ilike colorectal cancer
screening and nmamograns for poor people, those are
hard conversations and that's the only way you're
going to get to a big budget cut.

She expl ai ned the need to address changes outside of budget cuts
as foll ows:

The last point on this slide that is inportant to
understand why | canme forward with a restructure of
t he payout on the corpus of the Permanent Fund is to
show that you can't get there with cuts alone. You
could literally cut every dollar in HSS and every
dollar in Education, every job, and you still would
not fix the budget deficit and that's an inportant
thing to think about. Yes, we should restructure. Yes,
we shoul d consider cuts, but you cannot get there by
cuts al one.

9:42: 41 AM
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SENATOR MCGUI RE addressed potential new revenue from the

governor's "Sustainable Al aska Pl an" as foll ows:

The next slide shows that you can't get
That is why

revenues and ot her-revenues alone either

you come back to the point of the Pernanent
not that any |egislator goes there |ightly,

there by

Fund, it's
it's that

you have to go there, the math doesn't make sense any
other way. So this slide shows you the potential new
revenue from the governor's "Sustainable Al aska Plan,"”

this is literally the nodeling of every

revenue that

he has put in there and so you see the incone tax as
he has it nodel ed, Governor Walker, is $200 mllion.
Qur office and David Teal and others have estimated it

woul d be approximately $50 mllion to put

a plan in

pl ace, a system admi nistering an incone tax because we
don't have one right now. So you can argue about those
nunbers, you can even increase the anmount of the
income tax up to its nost illogical cap and you are
still only going to get about $400 million from that.
The oil and gas revenue proposal that he has is $100

mllion; tobacco, alcohol, notor fuel tax,

can just see how snmall these things are

| nmean you

Then in the

purple you see the deficit [$3.6 billion]. So just

conpare them the visual is absolutely

conpel |'i ng,

there's just no way to get there with revenues al one.

9:44: 08 AM

CHAIR STOLTZE noted that the administration has not presented
what an appropriate level is for a sustainable budget. He
remarked that the adm nistration has naintained that enough has
been cut. He asked how Senator MG@uire's plan addresses budget

spendi ng and cuts.

SENATOR MCGUI RE replied as foll ows:

To be very clear, ny plan is predicated on the fact
that the size and cost of governnent is too |large; so
that's the first prem se and because of that, mne is

not a whole plan, it doesn't purport

to equal a

nunber, only purports to deal with the one piece of
the puzzle that has to be dealt with which is the
single largest asset we have in the Permanent Fund
corpus. The premse behind it is that wth nmy plan
you'll bring in approximately $2 billion and that wll
put you on a glide path that wll stabilize the

volatile commodity that we have and
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government into the future, but it still |eaves open
the conversation for restructuring the size and cost
of governnent which has to occur, but it forces that.
The governor's plan, respectively, does not because if
you adopt that plan today, you would agree and assune

that $5.3 billion is the appropriate size and cost of
government and | feel in doing that, quite frankly,
the governor knows that; | oppose that plan because |

think the Legislature and the public need this
conversation to happen, they have to have it happen,
so this is only nmeant to stabilize one part of it
because on the one hand, as Senator Huggins said, we
need to go sonmewhere between knee-jerk and 30-year, it
is irresponsible to just let it conpletely go to the
wire, that would al so encourage the sane conversation

but with fewer choices.

So ny bill does not currently contain a revenue-
restraint neasure and | would like this conmttee to
put its prints on it that way, and it also does not
contain any other revenue raising device; there's no
income tax, no al cohol taxes, nothing else is in this.
So that would have to be a conversation upstairs on
the "fifth floor" [Senate Finance] about whether they
would like to incorporate SB 114 as part of another
package, but respectively | think this is the best
pl an, the best way to deal with the Permanent Fund.

9:47: 07 AM

SENATOR HUGE NS agreed wth  Senator McGuire that t he
conversation on tailoring the budget to a sustainable |[evel
shoul d have happened yesterday, but needs to happen today or
tomorrow. He remarked that both parties in the Legislature need
to be part of the conversation to bring forward whatever
packages there are for the state's budget. He asserted that
Al askans are angry that the Legislature is spending their noney
on | obbying themto take sone of their noney in taxes. He opined
that on the other hand, Al askans understand that the Legislature
has to do sonething. He commended Senator MQ@ire for her
presentation on a hard conversation that Al askans can hopeful ly
get their arns around.

SENATOR MCGQUI RE anal ogi zed that SB 114 is liken to addressing a
tooth infection during its early stages. She remarked that
continuing to live in denial, the first state of grief, is
easi er.
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9:49:16 AM

SENATOR MCGUI RE reiterated that the budget gap cannot be cl osed
with cuts alone or wth broad-based revenue alone. She said the
reality is a sound fiscal solution will necessarily involve the
Per manent Fund.

She reiterated that if the PFD was considered spending, the PFD
is the largest single FY16 budget item even excluding inflation
proofing. She specified that the PFD was $1.4 billion in FY16,
approximately $2.4 billion wth inflation proofing. She
addressed a chart that showed the disparity between departnents
when conpared to the expenditures for the PFD, Departnent of
Education [$1.302 billion], and the Departnent of Health and
Soci al Services [$1.165 billion].

9:51:40 AM

She said her intent is to conpare the governor's plan [SB 128]
and SB 114. She asserted that her office had worked with the
| egislative-finance people as well as the admnistration to
share nunbers and data. She revealed that royalties go to
di vi dends under both plans. She asserted that preserving the
dividend was inportant to her, but also understanding that the
state could not continue financially paying out the dividend as
it had. She disclosed that previous discussions with Al askans
had shown to her that nost people did not realize how dependent
the state is on oil. She pointed out that early presentations in
the commttee noted that Alaska was the npbst hydrocarbon-
dependent denobcracy on the planet, no other state depends on one
source of revenue.

She expl ained her process in creating the dividend plan in SB
114 as foll ows:

| decided that when we restructured it, we should pay
a dividend out based on royalties, so if the state
does well, we do well. If the oil industry does well,
you do well. It's a partnership and that is the
partnership that exists today, but let's "call a spade
a spade,” let's get Alaskans in the business of
creating a healthy econony, one that is conpetitive
for both oil and gas, in the future by the way. This
is an exciting thing, | think, when you think about
the potential for revenue that will come in from the
gas line from nonetizing North Slope gas; but the
governor took this nodel, he liked it, he agreed wth
it, we nmet on it many tinmes, the only difference there
is he takes 50 percent, he does a 50-50 split and in
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mne | do an exact swap. So in ny bill the dividend

woul d be larger, because it will be 74.5 percent of
the royalties, in the governor's it will only be 50
percent. My bill also guarantees a $1,000 dividend no

matter what.

9:55: 37 AM

SENATOR MCGUI RE specified that the governor's plan noves the CBR
and oil tax revenue into the ERA. She noted that the conmttee
has discussed the potential legal issues with the governor's

pl an and expl ai ned as foll ows:

There are clearly potential l|egal issues with this,
there's just no question about it, they are up front
about it, they understand it, but | don't think they
are resolved and | have a deep concern about it. So |
feel SB 114 is superior in the sense we are keeping
every exactly where it is, in state law. The CBR is
what it is, it remains, it is subject to a three-
quarters vote, it is available for us to use after
this restructuring to use as we need it. The ERA stays
exactly where it is statutorily, even though the
payout changes, and those are inportant prem ses.

She disclosed that SB 128 sets a target spending nunber where SB

114 uses a POW approach. She detailed as foll ows:

The next is the governor's plan is not a POW, it sets
a target nunber instead of $3.3 billion for w thdrawal
and spending; this is telling the Legislature you have
"X" ampunt to spend every year and doesn't adjust for
mar ket returns and actual earnings of the ERA, this is
a huge point right now for this commttee to think

about. The reason that | believe ny bill or sonething
like it is superior is because a POW approach is a
tried-and-true nmethod of an endowrent, it has worked
in every major institution, every nmmjor capita

i nvestment conpany, every governnment besides ours,
frankly, that has a sovereign-wealth fund uses a POW
So that's inportant for wus as |awmkers and it's
important for the public because we are not taking a
risk on sonething new and it's also inportant because
a POW gives you hindsight, you can | ook back over the
past five years and know exactly what happened.

She reiterated that predicting oil prices was difficult.

She

asserted that the governor's plan is projecting as an annuity
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pl an. She set forth that the state should not be doing a 30-year
pl an based on "a hope and a prayer."

9:58: 12 AM
SENATOR MCGUI RE conti nued as foll ows:

SB 114 does not change oil-tax revenue, it still goes
right to the General Fund as | nentioned. The Cenera
Fund stays, CBR stays, ERA stays, and all of the
acconpanying AG A opinions, Suprene Court opinions,
and statutes affecting those remain |[egal and
provabl e.

She summari zed as foll ows:

The governor's plan is designed as an annuity, it's
going to look 25 years into the future which relies on
foresight. |1 |I|ike to have foresight, but | don't
al ways have it exactly and | think we can see in the
energy market that many don't. POW is based on actua
values, so it is hindsight and we often say that
hi ndsi ght is 20/20 for a reason

9:59: 00 AM

She addressed a chart that showed the state's current cash flow
and payouts from royalties. She pointed out that the royalty
percentage going to the seldom addressed Public School Trust
Fund would remain in SB 114 [0.5 percent]. She added that the
necessity of a three-quarters vote to access the CBR renmins as
well. She pointed out that the three-quarters vote for the CBR
often causes a problem when the mnority party often finds
political power to try and |leverage things they care deeply
about. She noted that a three-quarters vote to access the CBR
was required for the first time in a decade during last year's
sessi on.

CHAI R STOLTZE addressed the previous year's CBR vote and noted
that a nenber of the House mnority has said the Legislature
would remain in session until My or June unless their proposed
budget increases were agreed to.

10: 03: 06 AM

SENATOR MCGUI RE responded that she specifically prem ssed
"mnority" and "mmjority" so that |egislators could have an
honest conversation w thout people thinking it was pejorative
She conceded that a mnority party is going to use the tools
they have to advance causes they believe in, but a potential
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conundrum of a potential increase could occur when the exact
opposite is needed for the budget. She pointed out that the
reason she brought up the CBR is that people do not like the
idea that the CBR would be elimnated in the governor's plan, in
addition to possible constitutional problens.

SENATOR MCGUI RE expl ai ned that a change from SB 114 woul d be the
addition of a POW payout fromthe ERA to the Ceneral Fund. She
specified that the corpus of the Permanent Fund is not being
touched because the fund is constitutionally protected. She
explained that the narrowWy passed |egislative decision that
created the dividend woul d be changed. She specified that SB 115
currently pays a 5 percent POW draw that goes directly into the
Ceneral Fund. She added that production taxes and |ess-volatile
revenues would continue to go into the General Fund as well. She
reiterated that the CBR remains as a cushion if needed.

10: 04: 56 AM
She stated that the next change from SB 114 renoves inflation
proofing. She specified as foll ows:

Inflation proofing, again, everybody quibbles about
the nunbers, call it $1 billion a year, roughly, we
spend inflation-proofing the Permanent Fund. W do it
because of a statutory requirement and that is $1
billion right there. The reason we are doing it is
because the POW approach, by definition, inflation
proofs, that's why it is wused; that's why that
particular nodel is used by endowrents because it
mai ntains and protects your corpus so that it grows
into the future, allowing for sonme revenue to spinoff.

CHAIR STOLTZE noted that the inflation-proofing concept was
proposed by the late Elnmer Rasnussen. He revealed that M.
Rasmussen said, "Inflation is like the thief in the night that
robs the value.™

SENATOR MCQUIRE remarked that the priority for the conmttee
should be to address the revenue cap or the size of governnent
cap.

10: 06: 36 AM

She explained that another change from SB 114 addresses the
di vi dend source and cal cul ation. She specified that SB 114 takes
74.5 percent of the previous year's royalties on all production.
She pointed out that new "wldcatting"” discoveries would be
included and noted that a new 4-billion barrel potential field
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was currently producing 100,000 barrels a day. She noted that a
new change to Alaska's Clear and Equitable Share (ACES) oil tax
regime makes the state nore conpetitive with other oil-producing
states and countries should another oil-production spike occur.

10: 08: 45 AM

SENATOR W ELECHOWSKI described a scenario where the Pernanent
Fund was $50 billion with a 5 percent POW draw of $2.5 billion
He asked if a 5 percent drawwas a little bit on the high end.

SENATOR MCGUI RE responded that her office had debated the POW
draw percentage. She said one of her preferred methods woul d be
to insert a 3 to 8 percent POW range in the bill. She noted
that historical returns for the Permanent Fund have been about
6.8 percent. He pointed out that Representative Hawker's bill
was al so a POW at approxi mately 4 percent.

SENATOR W ELECHOWSBKI readdressed his 5-percent draw scenario of
$2.5 billion and inquired if an additional 3 or 4 percent draw
woul d occur to cover the dividend in addition to inflation
proofi ng.

SENATOR MCGUI RE responded that there would be no inflation
proofi ng.

SENATOR W ELECHOWBKI asked if a 5 percent POW wth a dividend
that equaled last year's $1.4 billion draw was sustainable. He
remarked that a 3 or 4 percent total draw would be nore
sust ai nabl e.

10: 10: 58 AM

SENATOR MCGUI RE replied that the POW percentage can be altered
and noted that an upside and downside exists for each way. She
reiterated that a POW range was probably the nost appropriate
by giving Alaska the nost flexibility for stabilization. She
continued as foll ows:

As far as the dividend payout, there are also sone
conversations that we can have about that. Right now I
have it guaranteed to payout $1,000. You're correct,
in times where the commodity price of oil is |ower
there will be a need potentially to pull in revenue
and that depletes then the overall anmount going into
governnent stabilization. So that's a question for the
commttee, do they want to maintain that floor or not?
The other question is, do they want this programto go
into effect this year or wait?
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10: 12: 20 AM

JESSE LOGAN, Staff, Senator MQ@uire, Al aska State Legislature,
Juneau, Al aska, pointed out that the PFD paynent in SB 114 is
paid out only fromroyalties. He detailed that an additional $1
billion or $1.5 billion would not be renoved fromthe ERA

SENATOR MCCGUI RE concurred with M. Logan as foll ows:

The old way of paying out $1.4 billion plus roughly $1
billion at $2.4 billion is gone conpletely under this
bill, so that no |onger happens. | assunmed what you
were saying is that because we guaranteed a $1, 000
dividend that at 74.5 percent if you canme in below
$1, 000, you would have to pull a little bit to make up
the difference on that. Again, at $50 oil, you're at
about $1,700 dividend, so it noves depending on the
price per barrel; but just to be clear on the record,
the statutory-overlay of $1.4 billion and $1 billion
for inflation proofing is gone.

10: 13: 35 AM

SENATOR COGHI LL asked Senator MCGuire to verify that royalties
woul d make up the bulk of the dividend and then based on the
floor, the remainder would be paid out of the 5 percent that
goes into the General Fund.

SENATOR MCGQUI RE answer ed correct.

CHAIR STOLTZE noted that SB 114 would be addressed at the next
meeting with the inclusion of an evening session to hear the
initial coments from the public as was done on the governor's
bill. He specified that the two bills were separate issues wth
separate testinony.

SENATOR MCGUI RE commended the Senate for getting out of the gate
right away to look at either a revenue raising device,
restructuring, or a way at getting at the fiscal gap.

10: 15: 29 AM

She set forth that SB 114 was a swap between the dividend and
the Rents and Royalties (R&R). She said currently, 30 percent of
the R&R was deposited into the Permanent Fund and 69.5 percent
was deposited to the General Fund. She specified that a swap
woul d occur under SB 114 where 74.5 percent of all R&R woul d be
deposited into the Dividend Fund. She noted that the governor's
bill, with respect to the Permanent Fund part, does a 50/ 50 swap
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rather than an even swap. She pointed out that the R&R deposit
into the Dividend Fund would include all existing |leases to
date, but all future leases as well, including "wldcatting"
finds and future m ning devel oprment.

SENATOR MCGQUIRE said the dividend change from SB 114 gets
Al askans to start wunderstanding that a dividend check was a
product of teamwrk for the state's shared subsurface rights.
She pointed out that Chairman Stoltze had remarked in a previous
commttee neeting about the premse of Alaska' s owner-state
where individuals give up the chance to have private investnent
interest. She noted that a lot of Oklahoma and Texas famlies
for generations have private-direct royalty interest whereas
Al askans share in the R&R She conceded that Al aska's econony
can be nore diversified, but in the near term what the state
has is in its land. She summarized that under SB 114, no
Per manent Fund earnings would be used for the dividend and a
$1,000 floor would be set for the dividend as well.

10:17: 41 AM

She expl ained that in exchange for the R&R to the Dividend Fund,
5 percent of the total value of the Permanent Fund, [Corpus +
ERA], would be withdrawn from the ERA and deposited into the
General Fund. She noted that the returns on the Permanent Fund
i nvestnments have historically averaged nore than 5 percent and
added that the POW concept plus the 25 percent R&R will
i nflation-proof the Permanent Fund.

10:19: 12 AM

VR. LOGAN detailed that the Permanent Fund investnents'
hi storical returns have been sonmewhere between 6.7 to 6.9
percent. He specified that if a POW draw is 5 percent, then the
remaining 1.9 percent would go to the ERA as inflation proofing.
He added that 25 percent of the R&R would go to the Permanent

Fund "corpus,” as constitutionally required, to grow and
inflation proof the fund. He added that the semantics of
addressing "inflation proofing” and or "growing" the fund is

nomencl ature that requires additional discussion.

SENATOR MCGUI RE summari zed that the extra revenue from the 25
percent from R&R arguably inflation proofs the Permanent Fund

She reiterated that the POW concept, as done in education
endownents, also inflation proofs the Permanent Fund as wel | .

She referenced a graph that addressed the "Statutory Net |ncone

of the Permanent Fund" from 2011 to 2015 and noted that the
annual average was $2.6 billion.
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10: 21: 35 AM

SENATOR MCQUI RE sai d another decision point for the commttee is
to address two scenarios for the 2016 dividend: |eave the
di vidend harnml ess or begin the new nethodology from SB 114. She
noted that the sponsor substitute for SB 114 holds the 2016
harm ess, or "status quo." She pointed out that the Permanent
Fund Corporation has already put the noney aside for on Cctober
di vi dend payout.

She detailed the first scenario, holding the dividend harnl ess
as follows:

If we hold the dividend harmess, keep it in status
quo, the dividend as we know will be nore than $2,000
to every man, woman and child that qualifies, neeting
the residency requirenent. The total payout, about
$1.4 billion. The POW is |eaving you netting about a
$1.2693 billion net increase to the CGeneral Fund. So
that would cut the deficit by one third.

She detailed the second scenario, immediately enacting the new
formula from SB 114 as foll ows:

We pay the dividend out according to this new formula
and the dividend would be $1,023.74 and the amount of
the POW that goes to the General Fund would be $1.958
billion, so that cuts the deficit in half.

10: 23: 49 AM
SENATOR COGHI LL asked what would occur if the dividend would
rest totally on the R&R

SENATOR MCGQUIRE replied that the second scenario would occur.
She pointed out that SB 114 is based on an actual average nobde

while the governor's plan is entirely based on a probabilistic
forecast nodel. She asserted that if SB 114 was adopted, a
$1,023.74 dividend would still be a big dividend. She noted that
previous testinony had shown that dividends above and bel ow
$1, 000 over the historical course of the PFD was nearly 50/ 50.

SENATOR COGHILL asked if SB 114 and SB 128 essentially shifts
risk to the dividend while saving the governnent.

10: 26: 32 AM
SENATOR MCGQUIRE replied that the easy answer was Yyes, but
asserted that sone volatility remains on both sides under SB 114
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because the state's nmain bread-w nner, crude oil, is still a
commodity that is traded on many markets while being effected by
gl obal decisions. She conceded that volatility to the governnent
woul d be reduced, but noted that the dividend would have a
$1,000 floor with an upside that benefits Alaskans at the high
end too. She noted that dividends could be as high as $3, 000.

10: 27: 49 AM

SENATOR COGHI LL commented that SB 114 was a fundanental shift of
tying the dividend to a renewable-fund that is based on the
royalty value of oil. He opined that the upside is everybody
will focus on Alaska' s production rather than watching how a
mar ket ebbs and flows in New York. He continued as foll ows:

The risk that is so volatile really is in, not just
our royalties, but it was also in the tax base on the
severance tax that we put in, huge part of that,
because that's what's gone right now.

SENATOR MCGUIRE agreed wth Senator Coghill's wvolatility
assessnment. She pointed out that had the |egislature not changed
the broken system of ACES, today the state would be trying to
find an additional $420 mllion.

She continued to address SB 114 versus SB 128 as foll ows:

The other point that I want to nake is that mne [SB
114] is a hybrid. If you think about the governor's
plan is the nost risk that you could have, it's the
nost volatile. What we do in mne is it's true that we
are asking Alaskans to partner with us in creating
nore opportunities for production and as a prem se of
that, the dividend will be primarily based on R&R;
however, it's a hybrid because we are endowing their
dividend by saying it will be $1,000 no matter what
and so it wll protect on the low end, but we are
gi ving themthe opportunity on the high end.

She addressed the role of governnent pertaining to the dividend
as follows:

Right now we are sitting in a scenario that | don't
t hink any conpany or any household would do which is
that we are about to pay, as we just did, another
$2,000 dividend to every man, wonman, and child while
the state is on paper in bankruptcy and | just
encourage us to think about that. The Pernmanent Fund
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di vidend check is a value that we appreciate and it is
inmportant, but it's not the only thing that is
i nportant and even Republicans can say that because we
know as | pointed out in those other slides that
government spending, and especially in a state of only
735,000 people, is directly intertwined to the private
sector and that's part of the reason that the private
sector has gotten so involved in this is that they've
got capital outlay "A" and capital outlay "B," and
they are saying, "W're not going to invest in capital
outlay "A" if we don't have confidence that you guys
are going to stabilize the governnent, at |east at the
basic.” Again, this only goes halfway there, and so
you can and should nmake cuts in restructuring on top
of it, but we have to have public safety, we have to
have roads, they have to be nmintained, we have to
have sone |level of public education, that's going to
cost sonething, and then on top of that, there is that
intersection between the private sector and the public
we talk about. W have already gone from a Triple-A
bond rating to a Double-A bond rating and what that
neans materially is $100 million nmore every time we
borrow $1 billion and if it goes further, that's even
nore interest we pay out; but nore inportantly, it's
the signal to the private sector because now the banks
are looking at this and this is what happened in the
"80s and why it happened so much quicker in Al aska
because we are such a small polis, we talk to each
ot her, then your housing prices start to erode. So |
just want us to consider that the dividend itself as a
payout is an inportant thing and yes we should
consider it and this bill protects it, but it's not
t he only thing.

10: 32: 20 AM

SENATOR HUGA NS pointed out that SB 114 woul d payout a dividend
of $1,023 in 2016 whereas the governor said SB 128 would have a
$1,000 dividend the first year with a "falling" dividend after
t hat .

SENATOR MCGUI RE responded to Senator Huggins' statenent as
fol |l ows:

This is a very inportant part about SB 114 and the

difference from the governor. Wen | proposed the
swap, | gave the entire wupside benefit of the 75
percent to the people of Alaska, his bill cuts it in
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half and in nmy opinion, marginalizes the opportunity
for Al askans to have a higher dividend, because as you

have run it every tine in commttee, you will do the
nunbers and you can see that it's 50 percent of what
mne wll be. So this year there was a political
conpromise to say that it will be $1,000 this year,

but there's no nechanism in the governor's plan to
ensure $1,000 or nore in the future and so it wll
literally be 50 percent of the royalties and if you
run some of the nunmbers in the probabilistic scenarios
at $30 oil, you're at about a $350 dividend this next
year, so it's a major difference between the two bill.

10: 34: 26 AM
CHAI R STOLTZE announced that SB 114 will be back before the
commi ttee next week.

10: 38: 57 AM

There being no further business to cone before the conmttee,
Chair Stoltze adjourned the Senate State Affairs Commttee at
10: 38 a. m
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