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file). He highlighted that the legislature would be
di scussing several versions of fiscal plans during the
current session; the conmttee had heard the first plan the
previ ous week. He noted that sonme of the bills, plans, and
provi si ons were fairly conpl ex. He explained the
presentation did not focus on a particular plan or bill.
The presentation stemmed from a conversation with Co-Chair
Seaton about the difficulty of conparing one plan wth
others. He had concluded that a presentation of one bil
after another may not be the best route to consensus, at
| east not without a framework to help legislators determ ne
t he advantages and di sadvant ages of various provisions. The
framework in the presentati on addressed four questions.

Co-Chair Seaton noted Representative Genn had joined the
nmeeti ng.

1:36: 41 PM

M. Teal noved to slide 2 and stated that answering a few
guestions could help get to a basic fiscal plan/bill.
However, there were also options to consider if the
| egi slature wanted a nore conprehensive plan. He conpared
the situation to knowng that a truck would be better for
hauling wood than a [Toyota] Prius. The challenge was
trying to figure out what the truck should |ook Iike. He
stated that the decision was difficult, but whether a truck
was needed at all may be the start of the discussion. From
that point it would be necessary to decide on the type of
truck. He stated there were vastly different trucks on the
mar ket and sonme of the fiscal plans could be different. He
urged the commttee to focus on the basics and to not get
bogged down in optional add-ons in a plan.

Co-Chair Seaton remarked that Representative Pruitt had
joined the neeting and recognized Representative Dan
Saddl er in the audience.

1: 38: 22 PM

M. Teal noved to slide 3 and addressed: "1) Do you want to
use earnings of the Permanent Fund to hel p Bal ance Al aska's
Budget ?" He referred to a presentation by the Departnent of
Revenue (DOR) the previous week that had addressed the
structural budget deficit that had been going on for a
nunber of years. The presentation had also conveyed that
t he revenue forecast showed continued deficits. He believed
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conmittee menbers understood how bad the situation was, but
that they also understood there were tools available to
address the problem The tools included budget cuts, taxes,
use of investnent earnings of the Pernmanent Fund, or using
reserves. Legislators also knew that reserves had been used
and cuts had been nmade. At present, reserves were declining
rapidly and neither cuts nor taxes would fill the deficits.
He stated that there was no tool out there that could fil
nore than about one-third of the existing deficit and use
of [Pernmanent Fund] earnings was capable of filling half or
nore of the deficit. He detailed that the use of earnings
woul d have far |ess econonic inpact than either cuts or
taxes. He el aborated that cuts and taxes renpved noney from
the econony, whereas Permanent Fund earnings were not
currently in the econony; therefore, using earnings did not
take anything away from the existing econom c structure. He
noted that the remainder of the presentation would not be
very useful if someone was not interested in using
Permanent Fund earnings. The presentation assuned the
| egi sl ature had chosen to use earnings.

1: 40: 26 PM

M. Teal turned to slide 4 and addressed: "Do you want
transfers to the general fund to be based on earnings
directly or on a POW (percent of nmarket value of the
Per manent Fund) payout?" He di scussed consi derations rel ated
to the question. First, governnments and econom es were not
very good at dealing with volatile revenue. He asked the
committee to imagine the government deciding that because
there were no Permanent Fund Dividends (PFD) one year it
woul d shut down the entire [PFD] division, but the foll ow ng
year there were dividends again. He reasoned that restarting
the division would not be an easy process. He relayed that
government functioned nuch better with stability. Second,
earnings are volatile and can be negative. The state had
done what it could to renove volatility fromearnings with a
five-year noving average (like the process used for PFDs).
However, dividends had remai ned volatile - ranging from $700
to $2,200 per year

M. Teal addressed the third point on slide 4 - the bal ance
of a fund is nore stable than the stream of investnent
earnings on the same fund and that POW offers greater
stability than earnings. Unfortunately, adopting POW woul d
change the existing method of calculating dividends. He
el aborated that there was nothing wong with a POW payout
method - it was the nost comon nethod used for endowrents
wor | dw de. However, the Permanent Fund had used earnings for
a nunber of years and he believed there were a nunber of
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peopl e who were not | ooking forward to changing the process.
It was nore a matter of facing change rather than facing
sonet hing that was a di sadvantage. He did not believe it was
a di sadvant age.

1:42: 46 PM

M. Teal spoke to slide 5 titled "Payout to the GCeneral
Fund under a Plan Sending 50 percent of Realized Earnings
to the General Fund (Assum ng Earnings Repeat the Most
Recent 9 Years)." He noted that the presentation included a
couple of graphs to denonstrate how volatility can differ
[slides 5 and 6]. The graph on slide 6 showed the use of 50
percent of realized earnings going to the General Fund
(GF). He relayed that nodels the comrmittee nay have seen
presented showed a steady earnings of approximately 6.95

percent. Wien a constant earnings rate was assumed,
anything related to those earnings was also constant.
However, in the real world, 6.95 percent was not earned

annual ly. The graph showed repeating the past nine years of
actual earnings and show ng what the payout for dividends
or G would have been. The graph wused 50 percent of
realized earnings to the G- and 50 percent to earnings. He
addressed the volatility of using earnings and pointed to

junps shown where there was a gain of $1 billion. If the
graph began with later years and went backwards, there
woul d be reductions of $1 billion in a year. He observed it

was not a great way to run governnent.

1:44: 24 PM

M. Teal advanced to slide 6 and addressed "Payout to the
General Fund under a Plan Sending a Percent of Mrket Val ue
to the General Fund (Assum ng Earnings Repeat the Most
Recent 9 Years." The graph indicated that all volatility
was not elimnated, but a plan using POW was much |ess
vol atile than using earnings. He did not believe there were
any statistical argunents that needed to be nade about
measuring volatility.

M. Teal turned to slide 7 and addressed the follow ng
guestion: "Assuming POW is selected, what is an appropriate
payout rate?" He noved to a chart on slide 8 that showed the
POW payout at various payout rates to the G-. The chart
assumed a $50 billion fund earning 6.95 percent - it
depicted the Permanent Fund at present and projected its
earnings into the future. The chart showed payout rates of
4, 4.5, 4.75, 5, and 6 percent. He pointed out that the
| oner the payout rate, the |lower the payout at present. He
continued that "as you go through this" the payout was snal
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and the fund remained |larger, which resulted in |larger and
| ar ger payouts. Over a period of 40 years a 4 percent payout
woul d be greater than a higher percentage payout. Wereas,
the higher percentage payout would nean |arger paynents
earlier on. He continued that the payout rate was not as
inmportant as many people seenmed to think. A 5.25 percent
payout had been | ooked at the previous year, which DOR had
expressed was very aggressive. He agreed wth that
assessnent. However, based on nore recent nodeling, DOR had
specified it was possible to make it with a 5.25 percent
payout. He communicated that the nunber did not have to be
that high. He reiterated that a | ower payout rate would pay
| ess at present, but nore in the |ong-term (beyond 20 years

time). He encouraged the legislature to just pick sonething
- anywhere between 4.25 and 5.25 percent would work. The
goal was to find a good bal ance between high payout and a
safe payout. He relayed that if a 7 percent payout was used
it would start at about $3.5 billion per year, but it would
decline over the years because it exceeded the fund's
earning rate of 6.95 percent. The rate was inportant, but
rates of 4.5, 4.75, and 5.25 percent were just a bal ance and
it could be argued that none of them would make or break a
pl an.

1:48: 09 PM

Vice-Chair Gara asked for detail on what M. Teal neant
that selecting the nunbers between 4.25 and 5.25 percent
woul d not meke or break a plan.

M. Teal referred to slide 8 and explained that the rates
were nominal. He detailed that a 4 percent payout would

give a $2 mllion [billion], whereas a 5 percent payout
woul d armount to about $2.5 [billion] at present. He rel ayed
it was about $100 to $150 million per year for each quarter
point added on. |If a slightly lower payout rate was

selected there would be | ess G-, which neant there would be
nmore pressure to cut the budget or nore pressure to find
some other way to fill the remaining gap. There was nothi ng
specifying there had to be a constant rate. The |egislature
could pick a rate of 5.25 percent for FY 18 and FY 19 and
could reduce the rate to 5 percent for two years and to
4.75 percent after that. The situation was flexible.

Vice-Chair Gara referred to M. Teal's statenent that there
was a current budget <crisis. He asked if it would be
rational to use a rate of 5.25 percent with a reduction to
5 percent | ater on.
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M. Teal answered that the approach was rational. He
continued that the legislature nay determne that a 5
percent payout did not generate the desired anount in the
far-term He explained that it was about present versus
future. It was easy to say "let's worry about nore about
the present"” because the future was in the far distance. He
agreed that picking a high rate at present and phasing it
into a lower rate over tinme was a rational approach

Representative Otiz spoke to the positives and negatives
of the different rates. He asked if M. Teal had |ooked at
exi sting savings accounts and their ability to sustain a
spendi ng | evel (assumi ng a budget gap renmi ned) |ong enough
to get to a point when higher payout rates occurred in the
future.

1:51: 51 PM

M. Teal replied in the affirmative. He relayed that the
graph on slide 8 was designed to show that a nultitude of
payout rates would probably all work. The question was
whet her there was nore concern about present or future. To
vi ew how the payout rates worked they needed to be included
in a nmodel to show how they would work with reserves. He
shared that a 4.75 percent rate starting at present would
extend reserves and theoretically solved the fiscal problem
(or nost of it). A 5. 25 percent rate for a few years would
not substantially alter reserve bal ances because they noney
woul d be paid out and reserves would be burned. He stated
that if less was paid out at present it would maintain
reserves, but $125 nillion connected to each additional
guarter poi nt in payout did not I mpact reserves
substantially. He stated that $125 million seened like a
significant anount of noney, but the nodel was not that
precise. What the actual returns, cuts, and revenue
nmeasures would be in the future were unknown quantities. He
rel ayed that anything above a payout rate of 4.75 percent
would extend the |ife of reserves. At rates below 4.75
percent, the payout was not quite enough for governnent to
maintain its current |evel of expenditures.

1: 54: 08 PM

Representative WIson asked if l|egislation was needed to
swwtch to a POW. She wondered if the percentage could be
| ooked at annually because the future price of oil and
other revenues were not yet known. She wondered if the
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percentage had to go into statute or if it could be
specified in the budget.

M. Teal answered that the percentage did not have to be in
statute. He detailed that in the governor's proposed budget
he had included an appropriation for POW. The |anguage
specified transferring 5.25 percent of the [Pernmanent
Fund's] market value into G-. He added that a POW bill had
not passed the previous year, but the governor's budget
request included a provision to transfer the nobney as
calculated in FY 17 to G-.

Representative Guttenberg spoke to variable interest rates
and renoving the question from the political "whim chart
from one year to the next. He asked what mechanisnms had
been used in other places to lock a plan in place other
than the will of the |egislative body and the annual budget
process.

M. Teal responded that sone sovereign wealth funds nmay
have the ability to decide those things (e.g. the
government in Saudi Arabia was basically famly run), but
for the State of Alaska the choices were constitution,
statute, or appropriation |anguage. He stated that the
action could be taken through an appropriation bill and
statute provided guidelines and sone direction to future
| egi sl atures. Sonme people may say it was a better way to
act because that guideline was often followed by the
| egi sl ature. However, he wunderscored that it was just
statute, which could not bind future legislatures or limt
the legislature's power of appropriation. He enphasized
that a plan in statute was nothing nore than a guideline.
If the legislature wanted the solution to be sonething that
took away the legislature's annual discretion, it would
require a constitutional amendnent.

Representative QGuttenberg believed that historically the
| egislature has a record of what it had done with nopney
avai lable for appropriations and the public did not care
about the past, but as the legislature started touching it
[the Permanent Fund], the legislature would never get its
hands out. He believed a framework and rules for the
| egi sl ature's action were necessary.

1:58: 21 PM
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M. Teal addressed slide 9 "How Mich Should go to
D vidends?" He stated that the issue was not sonething that
nost endownents had to deal with - a sovereign wealth fund
woul d pay out to the governnent. He continued that deciding
how rmuch should go to dividends was not nerely a political
choi ce. He detailed that higher dividends translated
directly into the need for sone conbination of additional
revenue, additional budget reductions, or l|arger draws from
reserves. He noved to slide 10 and addressed the inpact of

di vidends on the ability to fill the deficit with a POW
payout. He credited Allen Mtchell who had devel oped GCl's
nodel - the information in the current presentation had

been nodified to include POW. He discussed what changing
di vidends would nmean to a $48 nillion five-year average. He
rel ayed that a $1,000 PFD woul d cost $675 mllion per year,
| eaving a payout of $1.850 billion to G- and about $820
mllion of deficit remaining. The remaining deficit would
need to be filled with spending cuts, new revenue, or
reserves.

M. Teal continued to address slide 10 and provided an

exanple showing increased dividends - higher dividends
would nean a |ower payout, which would nean a |arger
remaining deficit to fill wth additional cuts, new

revenue, Or reserves.

2:01:34 PM

M. Teal continued to manipulate the chart on slide 10 and
reduced the dividend to $257 per Alaskan - rmuch | ower
di vidend cost neant that nuch nore of the payout would go
to G, leaving the state with a nuch snaller renaining
deficit. The key point was it did not really matter whether
the dividends went through the GF or were paid directly
from the earnings reserve account (ERA). As soon as the ERA
was used to nmke transfers to the G- dividends conpeted
with the transfer and other expenditures. He dispelled the
belief that the conpetition had to do with the ERA being

reclassified as unrestricted general fund (UGF). He
explained that it was sinply the fact that a portion of the
ERA woul d be used to fill a portion of the state's deficit.
The greater the portion filled with the ERA, the less the
state would have to fill with other sources.

Representati ve W son t hought everyt hi ng was in

conpetition. She named the higher education fund, the Power
Cost Equalization Fund, and other funds as exanples. She
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expounded that different things were inportant to different
people. She surmsed that at the end of the day everything
was conpeting to fill the budget gap. The question was
whet her residents - by way of use of PFDs - filled the gap
solely or whether the legislature |ooked outside to
tourists or outside workers comng in. She the bigger
political question was who would pay to fill the gap.

M. Teal agreed that every expenditure conpeted wth
anot her. For exanple, K-12 conpeted with Medicaid under
that line of reasoning. It was inportant to understand that
di vidends were paid directly from the ERA, they were not
counted as revenue or expenditures in the budget. D vidends
were below the line and did not currently conpete wth
anything else - they came from a different fund source,
whi ch was used for nothing else. He explained that as soon
as the ERA was used to put noney into the G, if there was
a payout of $2.5 billion, it could all be placed in G- or
nore and nore could be put to dividends. The nore noney
all ocated to dividends, the less there would be to pay for
other things including education and Medicaid. It really
woul d change the world "as we know it" if noney from the
ERA was transferred to G-

2: 05: 55 PM

Representative W/Ison understood where M. Teal was com ng
from but she did not believe Al askans felt quite the sane
way because they felt that their dividends had been cut the
previous year to fund governnment - although that had been a
m sconception. She asked where the discussion was about
what dividends did for the econony - how dividends boosted
the econony when many other things were getting cut. She
asked when the topic becane part of the discussion. She
considered how cuts to dividends nmay result in sone
individuals ending up on public assistance or Medicaid.
Addi tionally, she wondered how sonme private businesses that
had becone dependent on certain noney conmng their
di rection, would be inpact ed.

M. Teal believed the discussions had to occur when
considering how nuch would go to dividends. He posed the
guestion of the anount of noney the |egislature wanted to
go to the people versus the anpbunt of services they wanted
to go to the people. He did not think there would be too
many people who would answer the question in the sanme way
and legislators certainly had varying opinions about the
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topic. He stated it was a discussion that |Ilegislators
needed to have to determine the level of dividends and
therefore the level of transfers to the G- and services. He
could not answer the question for the legislature and he
believed legislators would all have different answers.
There were a range of dividends, which would inpact the
range of transfers and the |level of governnment the
| egi sl ature wanted or could support. He underscored that
the commttee needed to answer that question prior to
passing a bill.

Vice-Chair Gara spoke about Iliberal and conservative
friends who supported an incone tax. He understood that an
income tax alone could bring in $500 mllion to $700
million, but it would not solve the deficit. Qher friends
supported a sales tax, which would bring in between $400
mllion to $700 million depending on the tax. Qher friends
supported cutting the dividend, which could bring in
between $1 billion to $1.8 billion. He stressed that none
of the items would solve the deficit on their own due to
its size.

M. Teal answered that with $2.7 billion to $3 billion
budget deficit none of the itens alone would solve the

problem Sone conbination of the itenms could fill the
deficit; it was up to the legislature to debate how nuch
needed to be done. For exanple, it was wup to the

| egislature to decide if the solution could be a basic plan
that took noney from the ERA and if it would allow the
state to get by without an income tax or nassive cuts. He
stated the nodel would answer the questions and would al so
show what things would look like if an inconme tax or cuts
were added in. He noted that the purpose of the
presentation to put a framework for analyzing sonme of the
big decisions on trying to get a bill that addressed POW.
not the entire fiscal problem He added that it would not
be enough to decide that the POW was the |argest conponent
available to fill the gap. The legislature would still need
to answer other questions to turn it into a useful tool.

2:11: 05 PM

Co-Chair Seaton believed there were a couple of different
gquestions. He spoke to dividends conpeting wth other
allocations. He looked at slide 10 and referred to the
split between what payout would go to the dividend and what
would go G-. He stated that under a governor's bill, the
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distribution all went to GF and then a distribution was
made from there - neaning itenms would directly conpete
within allocations (e.g. PFD, education, public safety,
transportation, and other). He addressed the current payout
met hod where funds went from the ERA to pay dividends,
whi ch was separate from the anobunt deposited into G- for
al l ocations. He asked M. Teal to address the issue.

M. Teal believed it was part of sonething he had not
articulated well during a prior overview presentation to
the commttee. He addressed Co-Chair Seaton's question
about what would happen if the dividends were not run
through the G-. He provided a scenario of a payout of $2.5
billion with $700 million spent on PFDs, which left $1.838

billion. He explained that it would not nake any difference
whet her the full $2.5 billion went into G- and the
designated anpbunt was spent on dividends. In either

scenario the remainder for use on other programs would be
$1.838 billion. He elaborated that if the noney for
dividends did not flow through the G-, the G- would not
show the noney as revenue or expenditures. The decision was
about whether the l|egislature wanted dividends to be "on
budget” (a change from the current nethod) or below the
line ("off-budget”). He stated there was no difference
bet ween the options.

Co-Chair Seaton agreed that the nunber and final outcone
did not make a difference; however, politically when
devel oping a UGF budget a different calculation had to take
pl ace around the conmttee table (regarding the allocation
of funds to different prograns such as the PFD and
education). He explained that if all of the noney went into
GF, the legislature would reallocate the funds and may or
may not follow the established distribution nodel. He
furthered that statute could not force the legislature to
act in a certain way. He continued that the political
guestion would be up for debate annually when the process
involved determning how to allocate UG- spending. He
contrasted the nethod with keeping the dividend outside of
the GF as a separate nechanism - politically it was nuch
nore stable. He comunicated that it had been the case in
the past - the legislature had the ability to take fromthe
ERA, but it had not done that; however, dividends were paid
fromthe ERA annually. He believed one of the questions the
comm ttee needed to answer was how stable or how insul ated
it wanted the Permanent Fund payout formula to be.
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2:16:35 PM

M. Teal agreed it was a political discussion, but
mat hematically it was the sane result. He surmsed that
maybe it should be the sane both politically and
mat hematically because the result was the sane. However,
math is not sonething that people necessarily grasp. He
reasoned that some people may want the dividend paid from
the ERA because it had always been done that way and it
woul d assuage the concern that the noney may be spent on
other things if it went through the General Fund. The truth
was, it was about what the legislature set up in statute

and assumng the legislature followed the guidelines - for
exanple if the legislature set the dividend total at $687
mllion or $1,000 per person - it would not nake any

di fference where the noney cane from Mathematically it did
not matter, but he acknowl edged that the issue nmy be
something the conmttee wanted to di scuss.

M. Teal continued to address slide 10. He switched to a
tab in Excel that was not included in the presentation. He
rel ayed that he had included revenue limt first because
the topic had received significant debate the previous
year. He noted that the governor considered the revenue
l[imt as a very inportant part of the legislation. He
pointed to a chart titled "UG Revenue wthout Payout
Limt" and explained it should reflect oil prices, but
there was a technical glitch in the chart. He detailed that
the information showed a single year wth varying oi
prices. The information reflected non-volatile (non-oil)
revenue; it was fairly flat and did increase as prices
rose, but it was not hugely variable. The green in the
chart represented the POW payout - a fixed nunber. He
stated that the oil noney depended on the price of oil: at
| ow prices there was | ower revenue and a deficit.

2:20: 35 PM
AT EASE

2:21:46 PM
RECONVENED

M. Teal continued to address slide 10 (charts that were
not included in the presentation). He continued to address
the chart related to UG Revenue w thout Payout Limt. He
stated that as oil prices rise, oil revenue rose, and the
deficit shrank. At oil prices of around $80 per barrel the
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deficits went away and a surplus was generated. The
governor believed that would not take place, and had
included a revenue limt in the bill to ensure the state
did not end up with a surplus while still getting the POW
payout. He noved to a graph on the right titled "UGF
Revenue with Payout Limt." The |limt specified that as oi
prices rise, the state would | ose $1.00 of POW payout for
every $1.00 of oil revenue. He pointed to a graph show ng
when oil revenue reached $1.2 billion at about $75/barrel
the POW payout would start phasing out, which resulted in
a flat revenue line (shown in black on the charts) between
approxi mately $75 and $105 per barrel. At sone point the
POW payout went to zero and surplus revenue resulted, but
the surplus revenue was |ower because the POW payout was
not bei ng used.

M. Teal stated that wunfortunately, even at the limt,
there could be a deficit. He noted that the deficit would
go away in later years at higher oil prices. He stated that
"It seens odd that you would have that." Sone people may be
happy that the revenue |imt would continue to exert
pressure on the budget; the state would need to hold the
budget down in order to elimnate deficits. He remarked
that the previous year sonme people had characterized the
revenue limt as a clever way of encouraging inconme taxes
or another broad-based tax, because only oil revenue was
subject to the revenue limt; if a broad-based tax was
i npl emrented, there would be nore noney to spend. He stated
it was sonething the |egislature could debate. He discussed
that the revenue Iimt did not have to be flat (dollar for
dollar). He referred to a limt that was |ess severe that
woul d not keep revenue flat. For exanple, a limt of $0.50
on the $1.00 would not get flat and would extend POW
payouts way out at higher oil prices. The scenario would
continue a snoother curve and would elimnate deficits
earlier. Another option was to raise the revenue limt,
which would elimnate deficits earlier. The governor's bill
included a revenue limt. He recognized that it may not be
the limt desired by the legislature. For instance, the
[imt did not have to be fixed over tine. He stated that
the governor had a $1.2 billion trigger that he did not
want to increase with inflation. He detailed that Vice-
Chair Gara had argued at the time that it was not an
acceptable limt and there had to be sonme room for
expansion. He acknow edged the validity of the argunment,
but he rem nded the conmrittee that the flat portion was not
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a tine series. He continued that over time the limt would
not be flat because the POW payout increased over tine.

2:27:38 PM

M. Teal stated the point was that the choice of the |imt
was based on the selected payout rate. A |lower payout rate
would result in |lower POW paynents and larger deficits;
therefore, the legislature nay determne a higher trigger
value (above $1.2 billion) would be necessary. He added
that it also depended on how nuch pressure the |egislature
wanted to nmaintain to reduce the budget. He continued that
if the trigger was set too high, the revenue Iimt would
beconme ineffective, but if it was set too low, there would
be deficits in the future. Al of the itens could be
debated by the | egislature.

M. Teal discussed a spending limt as opposed to a revenue

limt. He stated that a spending |imt could be very
simlar to a revenue limt. He continued that it depended
on whether the legislature expected a spending limt to

inpact the budget annually. He detailed that it was
possible to set a spending limt with that inpact, but it
was essentially what the revenue |imt did. The spending
[imt could kick after the revenue |limt had exerted all of
its possible inpact. At very high oil prices, the revenue
l[imt, still provided surplus revenue, which was where the
spending limt could kick in. The spending limt should be
designed to address wi ndfall revenue - very high oil prices
that were unexpected. The conplications in setting a limt
were severe - it would be necessary to decide what fund
group the legislature wanted covered. Sone people would
support only covering UG because that was where the
deficit resided. Wiile others wuld argue that only
limting UG still allowed switching UG into other fund
categories. He agreed that it had happened in the past. The
| egi slature could designate that it wanted to include all
funds in the revenue limt. He noted that if the Permanent
Fund did very well and managenent fees increased by $50
million - it would nean the legislature would have to find
$50 mllion to cut from sonmewhere else. Therefore, perhaps
the legislature may decide to limt only UG and desi gnated
general funds (DG&G), and to exclude other [funds]. He
expl ai ned that the same issue would arise. For exanple, the

University my raise tuition by $100 mllion - the
| egislature would have to find $100 nillion in cuts
somewhere else Dbecause it was Ilimting too nuch. He
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concluded that the situation nay seem to pronote only
limting UG-, but it would nean |legislators could be faced
wi th considering whether they could prevent the |egislature
from what sone people referred to as "shell ganmes." He
countered that it was not really a shell gane. He detailed
that the legislature could not nove noney from UGF to DGF
Wi thout passing a law to do it. He explained that
designated funds, were by definition, sonething designated
by the legislature for a specific use. For exanple, it was
not possible to just reclassify $500 million worth of noney
and call it DGF instead of UGF

M. Teal addressed cunulative limts versus annual |imts,
which was also conplex. The legislature would have to
determine what to do with tax credits. He elaborated that
it was fine as long as the legislature elected to pay
mnimum tax credits, but if the legislature ever wanted to
pay nore than the mninumin tax credits and the limt was
tight, it would be bunmping the Iimt. Any |arge expenditure
such as a gasline or large capital projects could do that.
He el aborated that there were also |egal i ssues.
Specifically, the legislature could not limt the power of
the legislature to appropriate noney other than by
constitution. Therefore, arguably a spending limt nmnust be
constitutional in order to be fully effective. H's advice
on spending limts was to tal k about them but he suggested
putting themin a different bill due to the conplexity of
the topic that he believed the legislature may want to
avoi d in deciding on POW provi si ons.

2:33: 32 PM

M. Teal turned to a graph on slide 15 titled: Budget
Hi story/ Revenue Projections with POW, Revenue Limt, and
Exi sting Spending Limt "Forecast GOl Price Scenario." He
explained that the black line represented the existing
constitutional spending limt. The dark green represented
the total UGF revenue and future revenue forecast. The blue
bars represented expenditures. He pointed out that the
state had never bunped up against the limt; it had cone
close. Based on his recollection, he had never known the
state was that close to the limt. He elaborated that "we
sinply had stopped calculating the limt because we'd been
so far below it - that didn't really think that we were
perhaps approaching that |imt as close as we were."
Regardl ess, the expenditures were currently far below the
limt and if there was a flat budget the constitutional
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[imt "just runs away." The graph did not show any limt
the state was hitting because the limt was so far above
expenditures. He stated it was even with a POW payout. He
pointed to a dashed line on the graph and explained that
oil revenue never reached the $1.2 billion revenue limt.
Under DOR oil forecast projections, the state would not hit
the revenue |imt, the POW would not be limted, and the
revenue plus POW got nowhere near the limt. The graph
al so showed that a flat budget near $5 billion would nean
deficits woul d be declining because the POW was decli ning.

2:35:40 PM

M. Teal turned to slide 16 titled: Budget History/ Revenue
Projections with POW, Revenue Limt, and Existing Spending
Limt "Higher Gl Price Scenario." The graph showed higher
revenue |ike the 2007 through 2013 period. The orange line
represented the <constitutional spending limt wth an
adjustnment factor of one-half inflation and one-half
popul ation. He rephrased that inflation and population
adj ustments would be half of their current total, resulting
in alimt that would have kicked in during those periods.
The limt would kick in again if a nuch snaller spike was
repeated at present. In FY 18 there was regular revenue
(shown in dark green) plus the POW (shown in |ight green),
as they passed the dashed black line ($1.2 billion revenue
l[imt) the POW would go away. At very high oil prices
there would be no POW at all; there would be a peak that
may hit the spending |limt. The graph was a sanple only and
did not represent a projection. He furthered that the graph
showed that a revenue Ilimt would reduce the revenue
avai lable for spending and did not inpact the peaks as
much. Wereas, a spending limt was really designed to cut
off the windfall revenue. He noted that it could becone
conplicated by |legal and other matters.

2:38: 02 PM

M. Teal noved to slide 17 titled "Surplus Buckets." He
recommended leaving a spending limt out, but if a limt
was included he much preferred a limt specifying what
could be done with surplus noney, not sinply that nothing
could be done with it. He explained that if no uses were
specified, the surplus noney would be swept into the
Constitutional Budget Reserve (CBR)
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M. Teal noved on to slide 18 and addressed planned use of
excess revenues. There were many possibilities, but the
chart denonstrated a cascading scenario of where surplus
revenue nmy (go. For exanpl e, repaying sonme CBR, an
increased capital budget for deferred naintenance, and
other. The order of the buckets shown on the slide was
sonmething that may enter discussions on a spending limt.
He advanced to slide 19 and discussed inflation proofing

There was currently annual inflation proofing on the
Per manent Fund that was based on the Consuner Price |ndex
(CPI). Under a POW system there would be no mathematica

reason to nove noney from the ERA to the principal of the
fund. However, politically the legislature my prefer to
occasionally have noney going into the fund principal
because it was |ocked up (in the ERA it could be accessed).
He continued that mathematically speaking, the ERA was
invested with the fund corpus, it earned the sane nobney,
and it was included in the payout. He underscored that to
the workings of POW it nade no difference whether noney
was in the ERA or in the corpus. There was a "4 tines"
method in HB 61 that transferred noney when the bal ance was
sufficiently large. Aternatively, it would be possible to
nmake appropriations from the ERA to principal as the
| egi sl ature chose.

2:40:27 PM

M. Teal directed attention to slide 20 and rel ayed that HB
61 al so changed the flow of royalties. Currently 25 percent
of royalties was dedicated by constitution to the principal
of the Permanent Fund. By |law there was an additional 25
percent on new wells (wells in production since 1979),
which was roughly $50 nmillion, rising to $60 million as
prices increased. He relayed that the revenue was currently
going to the Permanent Fund - it could be redirected to the
General Fund. However, if the funds were redirected, it
woul d reduce the value of the Permanent Fund and the
payout. He explained that the choice was fairly sinple. He
continued that HB 61 also included sone royalties going
into the dividend, in response to sone people's belief that
royalties reflected an ownership share and therefore,
should be counted as part of the dividend. He stated that
the provision would not make nuch difference - royalties
made dividends nore volatile, but if the |egislature chose
a POW with a constant share going to dividends, dividends
woul d | ose nmuch of their volatility. In other words, there
were other ways to adjust the dividend; it was not
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necessary to put royalties there at all. He rem nded the
committee that once the legislature used the ERA for the
CGener al Fund, higher dividends neant I|ess noney for
gover nnent operati ons.

M. Teal nmade concluding remarks. He relayed that if the
| egi sl ature decided on a basic plan, it may be unable to
fill the deficit in the near future and probably in the
longer term (the next six to seven years at least). He
suggested other, nore conprehensive things the |egislature
may want to be consider like an income tax. He noted that
it depended on how conprehensive the |egislature wanted the
plan to be. He stated that if the aim was for the sinplest
POW possible, inconme tax was a conplicated topic that the
| egislature may want to put in a separate bill.
Al ternatively, the commttee may decide to fully address
fiscal planning and nmake inconme tax a part of the bill.

Co-Chair Seaton believed M. Teal had covered the subject
well related to basic decisions that needed to be nmade by
the | egislature.

2:44:29 PM
AT EASE

2:44:42 PM
RECONVENED

Co-Chair Seaton addressed the schedule for the follow ng
day.

#
ADJ OURNVENT

2:45:13 PM

The neeting was adjourned at 2:45 p. m
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