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HB 57 was HEARD and HELD in commttee for further
consi derati on.

HB 59 APPROP: MENTAL HEALTH BUDGET

HB 59 was HEARD and HELD in committee for further
consi derati on.

Co- Chair Foster addressed the neeting agenda. He indicated
the commttee would be taking up |anguage anendnents in
fund capitalizations, fund transfers, state assistance to
retirements, and special appropriations.

#hb57
#hb59
HOUSE BI LL NO. 57

"An Act making appropriations for the operating and
| oan program expenses of state governnment and for

certain progr ans; capitali zing funds; anmendi ng
appropri ations; repeal i ng appropri ations; maki ng
suppl emrental appropriations and reappropriations, and
maki ng appropriations wunder art. [IX, sec. 17(c),

Constitution of the State of Alaska, from the
constitutional budget reserve fund; and providing for
an effective date.™

HOUSE BI LL NO. 59

"An Act meking appropriations for the operating and
capi tal expenses of t he state's i nt egrated
conprehensi ve nental health program and providing for
an effective date."

1: 36: 45 PM

ANON- AGENCY: FUND CAPI TALI ZATI ON AMENDMENTS

1: 36: 45 PM

Co- Chair Seaton MOVED to ADOPT L HFND 1 (copy on file):

Fund Capitalization (no approps out)
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Ol and Gas Tax Credit Fund FND 1 - Reduce deposit to
the Gl and Gas Tax Credit Fund by 50% (from $74
mllion to $37 mllion)

O fered by Representative Seaton
See 30- GH1855J. 12, \Wall ace, 1-31-17.
This anends sec. 21(f) in HB 57, version J.

Due to budget constraints, the Governor's requested
deposit of an estimated $74 nmillion wunrestricted
general fund is reduced by 50%to $37 mllion.

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).

Representative WIson understood there was a fornula that
determ ned the anobunt going into the fund.

Co- Chair Seaton responded there was a current fornul a.

Representative WIson asked how nuch would be deposited
into the fund if the formula were used.

Co-Chair Seaton responded that if the formula were correct
t he anbunt would be $74 mllion.

Representative WIson asked about the arrival of the
formula. She wondered if the formula was in statute. If so,
she queried whether the state had not abided by the statute
in previous tines.

Co-Chair Seaton responded that it renoved an anount equa

to 15 percent of all revenue from taxes levied by AS
43.55.011 that was not required to be deposited in the
Constitutional Budget Reserve (CBR). He also referred to
the Alaska Constitution, Article 9, Section 17a. The
constitution contained "estimated to be" |anguage. A fixed
amount of $37 mllion was appropriated presently.

Representative WIlson did not feel |ike her question was
answered. She indicated that there was a statute that had a
formula that determ ned an anount per barrel that went into
the fund. The legislature had instituted tax credits that
woul d benefit the state with royalty oil. A fund was
established to pay out tax credits. She did not want to
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have a debate on the anmount. However, it appeared to her
t hat the anmendnent woul d break statute.

Co-Chair Seaton responded that funds appropriated were
subject to appropriation by the |egislature. He suggested
havi ng soneone from the Legislative Finance D vision (LFD)
provi de additional information.

Representative WIson agreed. She was already aware that
the legislature could use all funds. She asked if there was
currently statute in place designating what went into the
fund. If the answer was affirmative, she wanted to know if
there had been another tine the l|legislature decided not to
follow statute having to do with the fund.

1:41: 02 PM

ALEXEI PAI NTER, FI SCAL  ANALYST, LEG SLATI VE  FI NANCE
DI VISION, responded that statute AS 43.55.028 set out the
calculation. The legislature had not always followed the
statute. He reported that for several years the |egislature
appropriated the anount necessary to pay all the credits
that were redeened in a particular year. In sone years, the
anount was |l ess than the statutory deposit.

Representati ve W | son remar ked t hat al t hough t he
| egislature did not put as much into the fund as specified
in statute, the state net its obligations. Therefore, the
state woul d have had noney in the fund unused. \Wereas, the
| egi sl ature would have unpaid credits outstanding, if the
proposed anmendnent was adopted. She wondered what the
bal ance would be if the state only paid $37 mllion towards
out standing tax credits.

M. Painter thought it was about $800 million. However, he
woul d have to get the exact anmount |ater.

Representative WIlson noted that the state's tax credit
obligations <could be paid off. She noted the Higher
Education Fund and the Power Cost Equalization Fund. She
di sagreed with the state being in debt to such an extent.
Conpani es had done what the state had asked them to do. In
the previous few years, the state had indicated that it did
not have to pay its obligations according to statute. She
thought it was a hard reality. Currently, the state was not
going pay its obligations because it was short noney. She
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relayed that if the state noved all its funds into the
general fund the bal ance would be nmore than $1 billion. She
was not including the Permanent Fund corpus or earnings.
She did not agree with having a debt obligation, having the
nmoney to pay for it, but wanting to use the noney for
sonet hi ng el se. She was di sappoi nt ed.

1:44:35 PM

Co-Chair Seaton clarified that the state did not have a
debt and the paynments were not specifically owed. The state
was required to issue a certificate based on a credit
anount that could be witten off against future production
tax liability. There was an additional provision that if
the state had the noney, it could buy back credits wth
cash subject to an appropriation. The item being discussed
was the amount the |legislature would appropriate for paying
credits. The credits were not a debt to the state and no
interest was owed on them He continued that it was a
secondary nethod of redeemng tax credits. The state was
not obligated to fund them at any certain tinme. The
obligation was truly satisfied by issuing a credit, which
coul d be used against future production taxes. He spoke to
having done things in the past when the state had excess
noney. Past |egislatures had established a fund to make
deposits and paynents. The obligation of the current
| egislature was to appropriate funds in the best interest
of the state. The anendnent was offered with a 50 percent

reduction to the armount. It equaled the 50 percent
reduction t he | egi sl ature vot ed on regar di ng
muni ci palities' bond debt reinbursenent. It was very

difficult to tell the school districts that the state was
only going to provide 50 percent of the bond debt
rei nbursenent. He noted that the state would be providing
100 percent of the amount to the 028 fund. The reductions
wer e equi val ent .

1: 47: 15 PM

Representative Neuman objected to the anmendnent. He
cormented that a portion of the credits pertained to the
Cook Inlet Recovery Act. The program was effective due to
the resulting information about having 12 years of known
reserves in Cook Inlet. The credits assisted conpanies in
finding additional oil. He reported that the formula was
based on the anmount of oil coming down the pipeline and oil
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prices. One conponent gave the proportion due in statute
He recalled that last year the legislature used $430
mllion left over fromthe FY 15 budget. The state received
$500 mllion of appropriation authority to pull from the
CBR for oil and gas related issues. The state thought it
was headed into sone gas pipeline discussions and was aware
that the oil and gas tax credits existed. In the spring at
the Legislative Information Ofice in Anchorage, the
commttee knew there would not be tinme to address the
credits issue. Menbers wanted to nake sure that the state
had the noney that would be due. The committee used $430
mllion out of $500 million; the rest went to the oil and
gas fund ($57 mllion) for the gas pipeline and other
related issues. He continued that the $430 mllion was
vetoed by Governor Walker in the prior year, which brought
up the total debt on the credits to over $1 billion. He
believed the anpbunt of outstanding tax credits was a debt
owed by the State of Alaska. He was adamantly opposed to
the amendnent. He believed the state was in its current
fiscal situation because the governnent's primary source of
revenue cane from oil. He spoke to the necessity of
di versifying the econony. He believed the business climte
of Al aska was due to regulations. He thought certain policy
deci sions discouraged investnents, such as the one being
di scussed. He thought it was inportant to send the nessage
that Alaska was open for business. He believed it was
inmportant for the state to stand behind its obligations. He
opined that the state breaking its agreenents with investor
conpanies did not help create jobs in the state. He
reiterated his strong opposition to the anmendnent.

1: 51: 09 PM

Vice-Chair Gara comented that the anendnent raised the
bi gger issue of who should get in line and the state having
the ability to fund the things it needed to fund. He
respected the previous speaker's comments that the state
should fund oil and gas tax credits. He wondered if oil
conpani es should cone before children or seniors in need
Until there was a fiscal plan in place, people would have
to get in line. It was unusual for the state to ask the oi

and gas industry to get in line. He suggested that al nost
everything was being cut. He thought that if the tax credit
system paid out nore than the state received in production
taxes, there would be a problem If the state was going to
start funding things, including oil and gas tax credits
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that were owed, the state needed to cone up with a fisca
pl an. He was concerned about how long the recession would
| ast.

Co- Chair Foster acknowl edged Representative Saddler in the
audi ence.

Representative Thonpson viewed the anendnent as job
killing. He expressed his concerns about stifling
investnments to get oil in the line. The tax credits were
given out to incentivize investnent. He recognized that the
tax credits were a large investnent, but the returns would
be worth it in the future. He did not favor the anendnent.

1:54: 41 PM

Representative WIson remarked that the fornula was a
little different. It was put together when the incentives
went out to the conmpanies. The |egislature was not asking
for nore undesignated general funds (UGF), which had been
done in the past. During the rough patches, conpanies had
cone back to the state in the prior year asking the state
to make good on its prom ses. The state's response was that
there was a fornmula in statute and to expect anything over
the formula was the fault of the conpanies. The noney was
used to incentivize further investnent. She enphasized that
oil investment was the reason the state had the services it
had. She was concerned that the |egislature was not going
to follow statute. The majority of what Alaska had was
because people believed in the State of Al aska.

Representative Wl son MAI NTAI NED her OBJECTI ON.

Aroll call vote was taken on the notion.

I N FAVOR: Gar a, Gut t enber g, Kawasaki , Otiz, Foster,
Seat on.

OPPCSED: Thonpson, Tilton, WIson, G enn, Newman

The MOTI ON PASSED (6/5).

Amendnent L H FND 1 was ADOPTED

1: 58: 22 PM

Co- Chair Seaton MOVED to ADOPT L H FND 2 (copy on file):
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Fund Capitalization (no approps out)

Regi onal Educati on Attendance Area School Fund 1222

L H FND 2 - Reduce deposit into the REAA Fund from
$40.64 million to $23.58 nmillion

O fered by Representative Seaton
See 30- GH1855J. 27, \Wallace, 2-7-17.

The deposit into the REAA Fund is reduced by 42% from
$40,640.0 to $23,579.4, the sane percentage reduction
that is proposed for the school debt reinbursenent
program

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).

Representative WIlson did not believe it was the sane.
Al though the percentage was the sane, the inpact to the
districts was different. She elaborated that what had been
passed earlier caused boroughs to have to pay nore noney to
fulfill the obligations of the communities. She wanted to
clarify that with a 42 percent reduction certain upgrades
woul d not be net. However, district comunities would not
i ncur additional obligations. She asked if she was correct.

Co-Chair Seaton responded in the affirmative. The Regi ona
Educati onal Attendance Area (REAA) funds were state funds.

The fornmula was  set to balance the school debt
rei nbursenent with the REAA fund deposit, which would allow
the conpletion of the next school on the list - Shishnmaref.

The renovation and addition cost were estimated at a little
over $16 nillion and would |eave approximately $4 nmillion
in the fund.

Representative WIson asked how many students were enrolled
in the school and about any upgrades that would not be
conpl eted w thout the noney being avail abl e.

Co-Chair Seaton did not have the details on the school.
There was a list of schools, Shishmaref being at the top
There was noney in the account to conplete the project with
$4 million left in the fund.
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Representative WIlson MOVED to ADOPT Anmendnent to Amendmnent
L H FND 2 changi ng the anount to $40, 640, 000.

Vi ce-Chair Gara OBJECTED for discussion.

Representative WIson argued that the nobney was not going
to be paid back. In Fairbanks, a bond was passed in the
previ ous year. The community was payi ng back 100 percent of
the noney. The state would be paying 100 percent of the
project. She did not believe it was a fair conparison. She
supposed that if the legislature was not going to allow the
districts to bond then no one else should be allowed to
recei ve a percent age.

Co-Chair Seaton asked LFD to cone to the table.

2:03: 52 PM

DAVI D  TEAL, DI RECTOR, LEG SLATI VE FI NANCE DI VI SI ON
expl ained that the anendnent was essentially a conformng
anendnent. The statutes required a certain amount of noney
(determned with a long and conplicated fornula) to be
deposited into the REAA Fund. The fornmula included the
anount of debt service reinbursenment that was paid to
muni ci palities. He continued that it would be very
difficult to reduce the ambunt to zero because the case was
affected not only by the statutory guidelines but was al so
associated with the Kasayulie case. The case stated that
Al aska would build five rural schools and would contribute
to the REAA fund in accordance with what the |egislature
chose to pay for debt service. The amount was determ ned by
the reduction and debt service. He could not say, for
certain, that the state would be sued if it reduced the
anount to zero, but the lawsuit could be reopened.

Vice-Chair Gara asked if he was correct that the state's
funding of rural schools was based on the state's funding
of school debt reinbursenent.

M. Teal responded affirnmatively.

Vice-Chair Gara clarified that by passing the previous
anendnent, the state would deposit $17 mllion less into
t he REAA Fund.

M. Teal responded that he was correct.
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Vice-Chair Gara asked about the ramfications of a full
reduction. He understood the effects of a $23 mllion
reduction. He wanted to know the consequences of a $40
mllion reduction.

M. Teal explained that it was not to fund anything in
particular. It was a fund for the construction of rura
school s and was done to keep parody between urban and rural
school construction. The urban schools received the debt
service reinbursenent, whereas, rural schools had no
ability to issue debt. Therefore, the state paid the full
cost of ~construction of rural schools. He noted three
schools were in line for funding. The anount would provide
sufficient funding for one of the school and portions of a
second school. The following year's funding would continue
to fund the schools currently in line. The state had no way
of knowi ng what additional schools would be placed on the
list in the future.

Co-Chair Foster relayed that Shishmaref was eligible to
receive $16.5 mllion. The second school on the list was in
the Lower Kuskokwim area eligible for $44 mllion, and the
third on the list was another school in the Lower Kuskokwi m
area for $31 nmillion. There were approxinmately 15 schools
on the Ilist.

2:08: 29 PM

Vi ce-Chair Gara opposed the anendnent. He relayed that when
he noved to Alaska he believed he was noving to a great
place. He was aware that there had been people in Al aska
10,000 years prior. In many of the comunities, there was
not nmuch of a tax base or a way to build and nmaintain
school s. Under the state constitution, Al aska had a unified
school system and an obligation to all schools. He opposed
taking nmore nmoney away from school districts where there
was very little tax base to help wurban school districts
wth a larger tax base. He opposed the anendnent to
elimnate $23.5 m|lion.

Representative WIson indicated she would be wthdraw ng
her anmendnment to the amendnment. However, she asked about
the inpact of the sunset clause on the anmount of noney
goi ng towards schools. She thought M. Teal was saying that
the statute was based on debt Ilevel. She wondered if it
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would go down to zero if the state decided not to fund the
debt level for municipalities all together.

M. Teal responded that it would, but it would take about
15 years. He el aborated that school debt was usually issued
for a 20-year period. There was a b5-year noratorium in
pl ace, but the state continued to nmke deposits into the
REAA Fund. The Regional Educational Attendance Area Fund
was not based on the urban school that was built in a
certain year. Rather, it was based on the anount of debt
service being reinbursed. The debt services paynent woul d
continue over 15 years.

Representative WIson enphasized that it would take 20
years or 30 years to reach zero. It was based on the debt
rather than when a school was built. She remarked that it
was interesting that the commttee was tal king about not
breaking statute when it had broken it previously during
t he neeting.

Representative WIson W THDREW her AMENDMENT to Amendnent L
H FND 2.

Vice-Chair Gara asked if the anmendnent could be roll ed.

2:12:21 PM
AT EASE

2:14:29 PM
RECONVENED

Co- Chair Foster brought the nmeeting to order.

Representative WIson W THDREW her OBJECTI ON

Vice-Chair Gara OBJECTED. He suggested that the anmendnent
m ght be appropriate; he had not seen it in the online
system He mght revisit it later.

Vi ce-Chair Gara W THDREW hi s OBJECTI ON.

There bei ng NO OBJECTI ON Anendnment L H FND 2 was ADOPTED

2:15: 35 PM
AT EASE
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2:16:26 PM
RECONVENED

ANON- AGENCY: FUND TRANSFER ANMENDMENTS

2:16: 26 PM

Co-Chair Foster indicated the commttee would be addressing
the fund transfer anendnent packet.

Co-Chair Seaton MOVED to ADOPT L H XFR 1 (copy on file):

OpSys DGF Transfers (non-add)

G vil Legal Services Fund
H XFR 1 - FY18 capitalization of the GCvil Lega
Servi ces Fund

O fered by Representative Seaton
See 30- GH1855J. 42, Wallace, 2-16-17.

This anends sec. 22 in HB 57, version J, by
adding a new subsection to capitalize the G vi
Legal Services Fund with an anount equal to 50%
of punitive damges deposited into the general
fund during FY17 (per AS 09.17.020(j).

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).

Representative Neuman asked if there was a reason for the
anmendnent .

Co-Chair Seaton responded that an amount was to be
transferred to capitalize the Cvil Legal Services Fund.
Oten the funds were variable and every few years needed to
be pulled forward. He furthered that when the conmttee
took up the supplenental bill he anticipated an anendnent
to capitalize the fund with the FY 14 to FY 16 punitive
damages awards in the anount of approxi mately $10, 000.

Representati ve Neuman asked whet her t he fund was
underutilized or there were draws on the fund that exceeded
its bal ance.

Co-Chair Seaton asked LFD to cone forward.
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M. Teal relayed that the action did not have to be carried
out. It was a fund created ten years prior by Senator
McGQuire. No money was put into the fund until FY 12. A
Civil penalties per AS 09.17.020(j) from FY 08 through FY
11 were scooped into the fund in FY 12. He noted another
provi sion that took FY 13 through FY 17 noney and deposited
it into the fund. The anmount of noney was 50 percent of
punitive damges ranging from zero to a few thousand
dollars per year. It had not been viewed as necessary to
i npl ement every year. However, it was sonething that could
or should go in statute each year. He explained that the
nmoney went from the general fund into the Gvil Legal
Services Fund, which then nmade grants for |owincone |egal
services civil cases.

Representative Neuman wondered if there was a need for
addi tional funds in the account.

M. Teal answered that a grant of $1,000 would not
necessarily nmake a lot of difference. However, to soneone
t hat needed | egal services, it could make a big difference.
He did not want to say anything definitively.

2:21: 43 PM

Representative WIson asked if Legal Services was funded
t hrough a general fund appropriation.

M. Teal responded that the state funded Legal Services
from the Ofice of the public Defender to the Ofice of
Publ i c Advocacy in many ways. The amendnent was a different
proposal: It was a way to take punitive damages and issue
grants to an entity that offered legal services to |ow
i ncome people. He could not recall the nanme of the entity.
He continued that they were typically awarded the grant.
There were at | east three ways Legal Services was funded.

Representative WIson comented that another fund would be
started because the state did not have enough. The genera
fund noney would be taken away from sonewhere else. She
t hought the state had enough funds. She suggested that if
the state wanted to fund the grants or the entity the state
should just fund it rather than creating another fund. She
was not in favor of starting another fund.
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M. Teal clarified that the amendnment was not creating a
new fund, as the fund was created several years prior. It
was the appropriation follow ng the fundi ng nechani sm

Vi ce-Chair Gara guaranteed there would not be a huge anount
of nmoney going into Al aska Legal Services. The state used
to fund Al aska Legal Services, civil legal services for
people in abusive relationships and other civil cases. The
state used to support Al aska Legal Services Corporation
substantially. It barely supported it anynore. There had
been attenpts in the past to put 50 percent of punitive
damages into a state fund that would go to Legal Services.
However, when |awers settle cases to avoid the 50 percent
rule, they settled the cases stating that all the danages
were conpensatory rather than punitive damges. As a
result, there was no noney to go to Legal Services and
other entities. He supposed there would have to be a way to
fund Legal Services.

Representati ve W I son MAI NTAI NED her OBJECTI ON.
Aroll call vote was taken on the notion.

IN FAVOR. Gara, Grenn, Guttenberg, Otiz, Seaton, Foster
OPPCSED: Tilton, WIson Neuman, Thonpson

The MOTI ON PASSED (6/4).
Amendment L H XFR 1 was ADOPTED

2:26: 09 PM

Co-Chair Seaton MOVED to ADOPT L H XFR 2 (copy on file):

OpSys DGF Transfers (non-add)

O | and Hazardous Substance Rel ease Prevention Account
H XFR 2 - Amend year and anmount of surcharge deposited
into the oil and haz. waste prevention account

O fered by Representative Seaton
See 30- GH188J55, Wallace, 2-18-17.

This is a Governor's anendnent to sec. 22(c)(3) to
base the deposit into the oil and hazardous waste
prevention account in the oil and hazardous waste
prevention and response fund from the surcharge |evied
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under AS 43.40.005 on actual <collections instead of
prospective esti nates.

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).

Representative WIson suggested not transferring the noney
at present and utilizing it for UG-, since the anendnent
reflected general funds and the state was short of noney.
It was her wunderstanding that the fund was doing quite
well, and it was not necessary to fulfill its mission at
the current tine.

Co-Chair Seaton infornmed nenbers that the anmobunt was going
to actual collections instead of prospective estimtes. It
reflected a realistic dollar deposit Instead of an
esti mat e.

Representative WIson remarked that the legislature could
keep the nmoney if it wanted to. She understood the paynent
was an exact anount. The noney could be put towards schools
or other prograns. The |egislature was not obligated to put
the noney into the fund. She asked if she was accurate.

Co- Chair Seaton relayed that the surcharge was a per dollar
surcharge with a designated deposit into the fund. He
t hought LFD could give further clarification.

Representative WIlson did not need to hear from LFD. She
argued that the amendnent was no different from the
previ ous fund discussed for tax credits. She suggested that
during the current neeting the conmmttee had already
established that the legislature could do anything it
wanted with state noney. She reported that $400,000 could
be used for an attorney discussed by Representative G enn

She continued that the noney could go towards other
prograns where TVEP funding was no |onger available. She
understood the noney was collected based on clean-up fees.
She continued to provide exanples of noney set aside in
funds. She thought it would be better to put the noney
towards the state's deficit.

2: 30: 13 PM

House Fi nance Conmmittee 15 02/ 28/ 17 1:35 P. M



Representati ve Neuman wanted to hear from LFD. He asked who
the beneficiary was of the $400,000. He wondered if the
money went to the Departnent of Environnental Conservation
(DEC). He thought the noney was funded with 1 cent or 2
cents collected on every barrel of oil. He was confused
about the fund source.

M. Painter answered that the noney went to the spill
response fund, which funded the division of the sane nane
within DEC. The fund was solely funded by the surcharge on
oil until 2 years prior when the |egislature passed a bil
that placed a 95-cent tax on notor fuels. The anendnent
helped to create a tine lag so that there would be
certainty in the anmpbunt. The fund went to the Spill
Prevention and Response Division in DEC

Representati ve Neuman believed the answer was yes that the
funds went to DEC.

Representati ve Kawasaki was unclear why it |ooked like i
was UGF. He thought that if the funds were neant for spi
preventi on and response they should be designated as DGF

t
|

M. Painter relayed that, by the constitution, taxes were
UG. In other words, the noney cane in as UG- and then
deposited into a fund, which then was spent as DGF

Representative WIson MAI NTAINED her OBJECTI ON. She thought
t he $400, 000 coul d be spent el sewhere.

Aroll call vote was taken on the notion.

IN FAVOR. Gara, Grenn, Quttenberg, Kawasaki, Foster, Seaton
OPPOSED: W/l son, Otiz, Neuman, Thonpson, Tilton

The MOTI ON PASSED ( 6/ 5).

2:33:27 PM
AT EASE

2:45:40 PM
RECONVENED

ANON- AGENCY: STATE RETI REMENT PAYMENTS AMENDVENTS

2:45: 40 PM
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Co-Chair Seaton MOVED to ADOPT L H SAR 1 and L H SAR 2
(copies on file):

PERS St ate Assi stance

Al O her PERS

HSAR 1 - Elimnate use of the Al aska

H gher  Education [Investnent Fund for retirenent
assistance and replace it with UG

O fered by Representative Seaton
See 30- GH1855J. 15, Wl lace, 1-31-17.

The use of the Al aska Hi gher Education |nvestnent Fund
in the FY17 budget for retirenent assistance was
expected to be a one-tine item This anendnent
elimnates the use of the Al aska Hi gher Education
| nvest nent Fund and replaces it wth UG for
retirenment assistance in FY18.

TRS St ate Assi stance

School District TRS

H SAR 2 - Elimnate use of the Al aska

H gher  Education [Investnent Fund for retirenent
assi stance and replace it with UG

O fered by Representative Seaton
See 30- HGL855J. 16, \Wallace, 1-31-17

The use of the Al aska Hi gher Education |nvestnent Fund
in the FY17 budget for retirenent assistance was
expected to be a one-tine item This anendnent
elimnates the use of the Alaska Hi gher Education
| nvest nent Fund and replaces it wth UG for
retirenment assistance in FY18.

Representative Wl son OBJECTED for discussion.

Co-Chair Seaton read the anendnents (see above). He
indicated that the first anendnent affected PERS and
repl aced $37,852,900 appropriated from the Al aska Hi gher
Education Investnment Fund. The second affected TRS and
repl aced $20, 434,100 appropriated from the Al aska Hi gher
Educati on Fund.
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Representati ve Neuman asked if there was an objection
Co- Chair Foster confirmed there was an objection.

Representative WIson asked how much was currently in the
fund. She also inquired about how nmuch noney was made in
i nterest.

Co- Chair Seaton responded that the total UGF appropriation
was $111, 757, 000.

Representative WIson asked if she was correct in saying
that there was $111, 757,000 million in the H gher Education
Fund prior to the anendnent.

Co-Chair Seat on request ed t hat LFD respond to
Representative Wl son's question.

M. Teal informed the committee that the FY 17 ending
bal ance was $349 mlli on.

Representative WIson asked if the amount took into account
what was used in the Departnment of Education and Early
Devel opnent (DEED). The legislature used funds to replace
general funds.

M. Teal answered that he had provided the FY 17 ending
bal ance. The FY 18 appropriations from the fund included
about $12 mllion for scholarships; $6 mllion for grants;
$6 mnmllion for nuseuns, libraries, OA prograns, and
various other prograns; and $58 mllion for the current
appropriation being discussed [PERS/ TRS State Assistance]
for a total of about $82 million.

Representative WIson wondered about an interest anount
made in the previous year. She noted that the fund had
$400, 000, 000 before the | egislature dipped into the fund.

M. Teal relayed that interest earnings on the fund were a
little less than $3 million in FY 16. In FY 17, they were
expected to be about $23 million. Interests varied. He
added that the interest earnings for FY 18 was projected to
be about $19 nmillion.

2:51: 04 PM
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Representati ve W | son wonder ed about t he i nt erest
projections if the budget passed in its current form She
asked about the basis of the projection. M. Teal answered
that the starting balance for FY 18 was about $350 million.
At the end of FY 18 the bal ance woul d be approxi mately $286

mllion - an anticipated $82 mllion of expenditures
including the $58 million and about $19 million in interest
ear ni ngs.

Vi ce- Chai r Gar a asked whet her t he nunbers wer e
approximately the sane as the anount appropriated out of
t he Hi gher Education Fund to pay for the retirenment debt in
FY 17.

M. Teal responded that they were not the sane. He
explained that in FY 17 the state paid approximtely $90
mllion. In the previous year, the noney used was based on
projections provided by the state's actuaries. It was
determ ned that the FY 18 contributions would fall by about
$90 mlIlion which was the reason it was presented as a one-

time use of noney. In FY 18, the legislature planned to
return to wusing general fund nonies. The projections
changed. The state did not get a reduction of $90 mllion
as the legislature had been told. In June, just a few
nmonths after the projection was received, the valuation
cane out showing that the reduction was about $30 nillion
rather than $90 million. Therefore, about $60 million

remai ned in the budget from the H gher Education Fund. The
appropriation was expected to be a one-tine appropriation

Under the circunstances, with several parties trying to cut
t he budget, there was an unexpected $60 million increase in
UGF spending. The governor turned in the budget indicating
he did not want to absorb the reduction, instead he
suggested continuing to use the Hi gher Education Fund in FY
18. He thought the chairman stated that the |egislature
needed to true-up the circunstance even though it could not
continue this course in the future. It was better to true
it up presently. However, he thought it was up to the
chairman to explain the situation

Vice-Chair Gara supported the anendnent. He remarked that
for some things the |egislature was using UGF, and for sone
expenditures that were normally UG- it was using DG-. He
thought it would be best to conbine all general fund
spending to conpare FY 17 to FY 18. In his view, it would
keep people from making false conparisons between budget
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years. He opined that the expenditures should go back to
UGF. In the neantine, he thought the I|egislature should be
conparing all general expenditures, whether UG- or DGF,
fromone year to the next. He thought it would be closer to
t ransparent budgeti ng.

2:55:56 PM

Representative Neuman asked about the year-end balance in
t he previous year.

M. Teal responded, "About $350 million."

Representative Neuman wondered how the fund perforned in
the current year.

M. Teal replied that in FY 17 he expected about $23
mllion in investment returns.

Representative Neuman remarked that the fund containing
$360 mllion was performing well and had produced an
additional $23 million. The state had $19 mllion from the
$11 mllion requested for the H gher Education Fund. He
t hought it would be better to use funds from sone of the

funds that perfornmed well. He wondered why the state would
take noney out of the CBR when it had funds that were
performng well, mneeting their constitutional obligations

with funds left over. He thought it would be prudent to
increase the balance of the funds with the |eftover funds
or use them to pay the state's debts instead of borrow ng
additional noney from the CBR He thought it nmade nore
sense. The fund had been doing okay, as it could hold its
own and added to revenue that could be put towards state
services. He nentioned the tinme value of the dollar. He
provi ded a hypot hetical scenario about re-roofing his hone.

2:58:26 PM

Representative Otiz asked when and why the fund was
started.

M. Teal responded that the fund was a priority of Governor
Sean Parnell. He had worked on the legislation for severa
years with it eventually passing in 2014 or 2015. The fund
was a $400 million endownrent established to pay for grants
and schol arships for Al aska high school graduates to attend
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universities. The fund was expected to produce |arger
payouts than it had. He reported that a $30 nmillion or $40
mllion return was expected per year. The fund had only
produced about a $20 mllion in payouts annually. The $400
mllion balance was nore than required to mnmake the grant
and scholarship paynents. He suggested that if the
| egislature was to fund retirement funding in the current
year it would drop the balance to about $280 million, which
was sufficient to spin off investnent revenue of about $18

mllion per year; roughly equal to the grants and
schol arshi ps conbi ned. However, the |legislature was also
using about $6 mllion per year from the fund to pay for
ot her educati onal itens. He reiterated that if the

| egislature was to use the fund in the current year, grants
and schol arshi ps could be funded on an endowrent basis. He

reported that there was a small negative cash flow
expected. He suggested that the |egislature could reduce $6
mllion or backfill it with UG. The program could fund

itself if the ~conmttee accepted the anmendnent. The
governor submtted the budget using these funds. However
the governor's Ofice of Managenent and Budget (OVB) was
clear that it would have to be the |ast year for using the
f undi ng, as there would not be investnent returns
sufficient to pay for even the scholarships and grants if
t he ambunt was used in FY 19.

Co- Chai r Seaton added that the Alaska Performance
Schol arship Fund was one of the basic initiatives to give a
draw through mddle school and high school to have Kkids
t ake hi gher education classes and nore math classes. It was
one of the few very successful prograns that had changed
student behavior in high schools across the state. He
expressed his concern about continuing to deplete the fund
for non-designated uses and sending the nessage to students
that there mght not be funds available in 4 or 5 years. He
t hought it was inportant for students to understand that
the legislature was fully conmtted to making sure there
were scholarships available to students who took certain

actions and performed well. He relayed that t he
schol arships could be used for certification progranms in
wor kf orce devel opnent. He thought the fund was very

valuable to maintain long-term and did not want to send the
wrong nessage to students. He wanted to keep UG draws
down, so the budget |ooked better. He thought the paynent
for the retirenment fund should conme from UGF rather than
the education fund, as it would be nore truthful in the
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budgeting process. By wusing UG funds to pay retirenent
obligations a strong Alaska Performance Schol arship Fund
woul d be mai ntai ned as wel | .

3:04:48 PM

Representative Neuman asked if the Hi gher Education Fund
was used to fund anything other than higher education. He
specifically asked if it had been used to fund Online with
Li braries (OA).

Co-Chair Seaton replied that there were a few other
education prograns paid for wth the fund but not for
funding PERS and TRS or anything that was a general
gover nnent expense.

Representative Neuman thought he heard an affirmative
response from the Co-Chair. He asked Co-Chair Seaton if he
was saying it was okay to use the Hi gher Education Fund to
fund OAL and other grant progranms in the anount of $6
mllion but not okay to use excess funds to reduce the UG-
draw. He asked if he heard incorrectly.

Representative Otiz referred to his Jlast years of
teaching. He renenbered the AK Performance Schol arship Fund
being a powerful program for his students. He supported the
amendment .

Representative Wl son MAI NTAI NED her OBJECTI ON.

Representative Neuman clarified that nenbers would be
voting on both anmendnents.

Co- Chair Foster responded in the positive.

Aroll call vote was taken on the noti on.

IN FAVOR. Grenn, Guttenberg, Kawasaki, Otiz, Gara, Seaton,
Fost er

OPPCSED:  Neuman, Tilton, WI son

The MOTI ON PASSED (7/3).

Amendment L H SAR 1 and Anmendnent L H SAR 2 were ADOPTED

3:08: 28 PM
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Co- Chair Seaton MOVED to ADOPT L H SAR 3 (copy on file):

Unl i censed Vessel Personnel Annuity Retirenent Plan
H SAR 3 - Reduce estimated cost for the Unlicensed
Vessel Personnel Annuity Retirenment Pl an

O fered by Representative Seaton
See 30- GH1855J.19, wall ace, 1-31-17.

This new |anguage reduces the $25.0 cost to an
estimate of zero. The Departnent of Admnistration,
Division of Retirement and Benefits is searching for
eligible participants.

Representati ve Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).

Representative WIson asked about having to search for
soneone.

Co-Chair Seaton responded that state had been depositing
$25,000 into a retirement fund account. Currently, no one
was still eligible for the benefit. It was a retirenent
pl an that woul d be taken to zero.

Representative Wl son asked how nuch was in the fund.

Co-Chair Seaton answered that there was zero in the fund
presently. The amendnment would put $25,000 in the fund in
case sonmeone was found eligible.

Representative WIlson asked if it was a subtraction rather
than an addition. She wanted to verify that nothing was in
t he fund.

Co-Chair Foster invited LFD to the table.

M. Teal informed the committee that it was a very snall
retirement pr ogr am whi ch functi oned like mlitary
retirement. There was no balance in the fund. Rather,
benefits were paid when due. The governor requested $25, 000
be placed in the fund in case the admnistration found
soneone eligible for the small paynent. The anendnent
clarified that the noney did not need to be appropriated.
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If the administration found an eligible party, the funds
woul d be available. He continued that the $25,6000 that was
appropriated did not need to be appropriated. The anendnment
reversed the appropriation.

Representative WIson W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON Anendnent L H SAR 3 was ADOPTED.

3:12:32 PM
AT EASE

3:15:43 PM
RECONVENED

ANON- AGENCY: SPECI AL APPROPRI ATI ONS AVENDMENTS

3:15:43 PM

Co-Chair Foster indicated the commttee would be addressing
t he speci al appropriations anendnent packet.

Co- Chair Seaton MOVED to ADOPT L H SAP 1 (copy on file):

Language Amendnents
L HSAP 1 - Add intent |anguage regarding suppl enenta
requests

O fered by Representative Seaton
See 30-GH1855J.1, \Wallace, 1-30-17.
This anends sec. 4 in HB57, version J.

The anmendnent expands the section title (from "cost of
job reclassifications") and restores typical intent
| anguage relating to suppl enental budget requests.

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).

Representative Neuman asked why the anmendnent was
necessary.

M. Teal answered that the commttee did not have to offer
the anendment. He elaborated that the anendnent contained
intent |anguage that had been in the budget for several
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years. It conveyed to the executive branch what the
| egislature expected the admnistration to spend. The
| egi slature did not expect the admnistration to conme back
with a supplenental request unless there were truly
unf oreseen circunstances. It was intent |anguage and
unenforceable. It directed the adm nistration to manage the
noney appropriated by the |egislature.

Representative WIson W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON Anendnent H SAP 1 was ADOPTED.

3:18:12 PM

Co- Chair Seaton MOVED to ADOPT H SAP 2 (copy on file):

Language Anmendnents

L HSAP 2 - The FY18 AHFC Dividend (net of debt issued
on behalf of the State) is deposited into the Cenera
Fund

O fered by Representative Seaton

See 30- GH1855J.2, Wallace, 1-30-17.

This anmendnent changes the lead-in |anguage of sec.
6(b) and (c) in HB 57, version J.

The anmendnent effectively deactivates the AHFC
di vidend fund code (1139, which is classified as UGF)
so the net dividend is spent as UG (code 1004). There
is no inpact on UG spending and no loss of
i nformati on caused by this anmendnent.

Representative Wl son OBJECTED for discussion.
Co-Chair Seaton read the amendnent (see above).

Representati ve Kawasaki read the related text. He asked LFD
if any information would be |ost.

M. Teal responded that the bill stated the anmpunt of the
dividend. The state had records of the dividends paid by
Al aska Housing Finance Corporation (AHFC) and Al aska
| ndustrial Devel opnent and Export Authority (AIDEA). He
continued that the amount of noney that was spent was
somewhat confusing because, in the case of AHFC, they
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retai ned sone of their dividend for debt they had issued on
behalf of the state. The remaining funds were typically
spent in the capital budget with the dividend codes noted.
There was also a provision that |ooped back around that
stated whatever was not spent in the capital budget went
sonewhere else. He explained that a dividend code was not
necessary because it was a UG- code. It made no difference
whi ch code was used because they were both in the UG
group. There was no loss of information. Al that would
likely happen would be that the capital budget would use
t he UGF code rather than the AFHC or Al DEA dividend code.

Representative Wl son WTHDREW hi s OBJECTI ON
There bei ng NO OBJECTI ON Anendnent L H SAP 2 was ADOPTED.

3:21:40 PM

Co-Chair Seaton MOVED to ADOPT H SAP 3 (copy on file):

Language Anmendnents
L HSAP 3 - The FY18 AIDEA Dividend is increased and
is deposited into the General Fund

O fered by Representative Seaton
See 30- GH1855J56, Wl lace, 2-20-17.
This anends sec. 8 in HB 57, version J.

This amendnent increases the estimted anmount of the
Al DEA dividend from $9.5 nmllion to $12,883,000 and
al so deactivates the AIDEA dividend fund code (1140,
which is classified as UG) so the dividend is spent
as UG- (code 1004). There is no inpact on UG spending
and no loss of information caused by this anmendnent.

Representati ve Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent description.

Representative Neuman asked if the AIDEA Board decided the
amount of the dividend.

Co- Chair Seaton redirected the question to LFD.

M. Teal responded that they did. He relayed that the AHFC
board, the AIDEA board, and the student |oan board all paid
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di vidends in 2018. The AIDEA and AHFC boards determni ned the
anount based on a statutory formula tied to profit. The
di vidend changed substantially from vyear-to-year. The
di vidends had been relatively low in recent years. There
was a tine when the AHFC dividend was $100 nillion.
Presently, it was less than $20 mnmllion. The boards
determ ned the dividend anounts.

Representati ve Neuman wondered about the discrepancy in the
payout nunbers for Al DEA.

M. Teal responded that there was a governor's anendment
truing up the anmount. The anendnent did not set the
dividend in anyway. It sinply stated that whatever dividend
Al DEA decl ared woul d be deposited straight into the general
fund. It would then be spent as code 1004, the generic UG-
code, instead of the code for dividends, which did not need
to be tracked.

Representative Neuman did not have a problem with the fund
code. He thought he had heard two different answers about
the board deciding how nmuch noney they could afford after
expenses. He wondered if the board determ ned the anount

was $9.5 mllion or $12.8 mllion.

M. Teal was unsure the reason for the governor's
anmendnent. The board decided that the dividend was $12.8
mllion. There was a bill in which AIDEA had requested a

change in the way they conputed their dividends. There was
a zero-inpact fiscal note associated with it. A statue
change was required to change the way it was cal cul ated. He
suggested Representative Neuman direct the question to Pat
Pitney from OVB.

3:26:21 PM

Representative Neuman thought if there was |egislation, the
anendnent woul d have to specify that it was subject to the
passing of legislation. He did not see such |anguage. He
asked if the anendnent was an increase or whether it was
addressing authority pending a piece of |egislation.

M. Teal reported that it was not |egislation. No
| egislation was needed. The appropriation bill sinply
stated that whatever dividend was declared by AlIDEA woul d
be deposited into the general fund. It was an estinated
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anount. Technically, it did not matter if the anmount was
$9.5 mllion or $12.8 nmllion. E ther anpunt would be
deposited. The anmendnent tried to get the right anmount of
noney in the estimate. The anmount was just an estimate.

Representati ve Neuman asked for clarification. He relayed,
"This is an estimate on the appropriation authority based
on the dividend that is approved by Al DEA s board."
Representative Wl son W THDREW her OBJECTI ON.

There bei ng NO OBJECTI ON Anendnent H SAP 3 was ADOPTED.

3:28: 07 PM

Co-Chair Seaton MOVED to ADOPT H SAP 4 (copy on file):
Language Anmendnents
L H SAP 4 - Appropriations involving the Pernmanent
Fund, the ERA, the PEF, the Dividend Fund and the
general fund

O fered by Representative Seaton
See 30-GH1855J70, Wall ace, 2-21-17.

See supporting docunentation offering an explanation
of appropriations related to the permanent fund

Representative Wl son OBJECTED for discussion.

Co-Chair Seaton read the anendnent (see above). He invited
M. Teal to wal k through the anmendnent.

Representative WIson thought the anendnent was really a

bill. She thought nobst of the anendnent was already in a
bill. She queried the reason it was being included in the
budget .

Co-Chair Seaton responded that the |anguage corresponded
with the bill currently in finance. The budget bill was
proceeding at its own speed and the other bill was

proceeding at its own speed. The commttee would proceed
with both.

Representative WIson asked if it was like the notor fuel
surcharge in that the legislature would be putting
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something in the budget anticipating that a bill would
pass.

Co-Chair Seaton answered that the conmittee was putting
direction |lines of where deposits were made.

3:30: 01 PM

Representative WIson wondered whether the |anguage would
change in the budget bill if any other related bills did
not pass.

Co- Chair Seaton asked her to repeat her question.

Representative WIson asked if the amendnent would be
i npacted if the anmendnent passed and the bill did not.

Co- Chair Seaton responded, "No."

M. Teal directed the <conmttee's attention to the
supporting docunents for ASAP 4, page 1 of 5. The docunent
provided an explanation of the anendnent, which had seven
parts. He pointed out a "typo" on page 2, line 1. The
amount shown was $1.69 nmillion and should have been $1.69
billion. Another typo on page 1, line 2 was $2.41 nmillion
and should have been $2.41 billion. He also pointed to the
amount $1.62 million listed under Part 5, which should have
been $1.62 billion. He suggested |ooking at the Legal
Services version of the anendnent on page 4 or 5. He
advised nenbers to follow the ~chart that began the
explanation. He pointed to Part 1 of the amendnent, which
reduced the royalty paynents that currently went into the
Permanent Fund - 25 percent mninmum mandated by the
constitution. There was a law that put in another 25
percent of royalties from new fields (fields put into
production after 1980) into the Permanent Fund. Currently
t he amount was about $55 mllion per year. The 25 percent
comng from the legacy fields was about $244 nmillion per
year. The anmendnent would |eave noney in the general fund
rather than placing it in the Pernmanent fund in the anount
of $55 million in the current year. The amount would go up
to about $70 million based on the revenue projection over
the following 6 years. The second part of the anendnent
replaced the $55 mllion that would stay in the general
fund with annual inflation proofing from the earnings
reserve account (ERA). The inflation proofing calculation
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was .25 percent of the average 5-year balance. It anounted
to about $120 million in the current year. He pointed to
page 3 of the anendnent, which showed a chart that provided
t he average bal ance of the Permanent Fund, an expl anation
of the conputations, and the actual anended anounts. He
expl ained that when he stated $1.69 billion, the actual
carried out to nore decimal places. He added that in Part 1
and 2, the principal of the Permanent Fund got nore
inflation proofing than it did presently.

3:35:23 PM

Representative WIlson asked about inflation proofing in the
past 5 years. She asked if the anmpunt was |ower than $120
mllion for inflation proofing.

M. Teal responded, "Typically not." He el aborated that the
full inflation proofing, based on the Consuner Price |ndex
(CPI') and the current balance had been, on occasion, about
$900 million. The legislature did not inflation proof in FY
16 or FY 17. There was no CPlI based inflation proofing in

the bill for FY 18. The anendnent was the inflation
proofing for FY 18. He reported that the bill in front of
menbers had additional inflation proofing that would

unlikely take effect in FY 19. It would cone |ater.

Representative WIson suggested that when M. Teal stated
it was nore than the l|egislature had been doing, it was
because they had been doing nothing. She asked if it would
go back to 5 years and the dividend. Part of it was
inflation proofing. She suggested that the nethodol ogy
generating $120 million was very different than the one set
at approximately $900 nmillion.

M. Teal responded, "Absolutely.” He elaborated that in the
past the Permanent Fund was fully inflation proofed. Sone
people thought it had been over-inflation proofed. The
current CPlI or anticipated inflation rate was about 2.25
percent. The anendnent wused .25 percent or one-eighth
i nflation proofing.

M. Teal explained that Part 3 was an FY 17 deposit to the
Public Education Fund. The anmount was determ ned by taking
the balances between FY 11 and FY 15, a b5.25 percent
payout, and reducing that anount by the dividends that were
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paid out leaving a $1.69 billion to $1.7 billion deposit.
In the governor's bill, that noney would go to the genera
fund. In the current bill, the anbunt would go to the
Publ i ¢ Educati on Fund.

Representative WIson asked to confirm both were general
fund nonies, whether deposited into the general fund or the
Publ i ¢ Educati on Fund.

M. Teal replied, "That's correct.” He noted that by
putting it in the Public Education Fund Part 4 would be
allowed. Part 4 deleted the FY 18 deposit of about $1.25
billion that, in the governor's bill, flowed into the
Public Education Fund to fund K-12 in FY 18. The
| egi sl ature would not need to do so because there would be

$1.7 billion in the account sufficient to fund pupi
transportation and the foundation formula for FY 18. There
woul d be a bal ance of about $400 million in the fund.

M. Teal discussed the FY 18 payout in Part 5, which was
based on a b5-year average. A payout of 5 percent would
provide $1.6 billion from the ERA to the general fund. He
rel ayed that the state's deficit was roughly $2.9 billion
Between the payout of $1.6 billion and $1.3 billion not
placed into the Public Education Fund, the FY 18 deficit
would be elimnated. It also depended on oil prices, and
additions to and subtractions from the budget. The state
woul d be cl ose to bal ancing the budget in FY 18.

3:40:35 PM

Representative WI son asked for clarification. She
suggested that the state would be taking a $1.6 billion
payout. She wondered if a second anount would be taken from
t he ERA.

M. Teal replied in the affirmative. He detailed that the
| egislature would be taking a payout for FY 17. The
governor inplenmented a portion of the bill that did not
pass in the previous year by vetoing dividends. He then
came back in the FY 18 bill and effectively inplenented the
other mmjor piece of the prior year's Permanent Fund
Protection Act, which was to pay noney out in FY 17. It did
not happen. Presently, the governor was inplenenting it in
his budget with a supplenental payout. He recapped that
there was a FY 17 payout of $1.7 billion and an FY 18
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payout of $1.6 billion. The FY 18 payout went to the
general fund rather than the Public Education Fund.

Representative WIson spoke to the $1.6 billion that would
go to the Public Education Fund. She surmised that the
| egislature was forward fundi ng education. She asked if the
second $1.6 would go into the general fund.

M. Teal replied in the affirmative.

Representative WIson believed that the state had $3.2
billion comng out of the ERA She asked if she was
correct.

M. Teal answered in the affirmtive.

Representative WIson asked about the inmpact of $3.2

billion being taken out of the ERA. She thought it was a
substantial anount of noney to take out in one year.

3:43: 20 PM

Representative Thonpson was trying to determne the
nunbers. According to his addition, it |ooked like there
would be a $4.2 billion draw from the ERA in the current

year. He wondered if he was accurate.

M. Teal answered that inflation proofing was not
considered a draw - it was a transfer within a fund. The
payout fromthe ERA was $1.7 billion plus $1.6 billion. The
di vidend was another $790 million. Adding all the itens
equal ed over $4 billion. The amunt that would go to the
general fund would be $3.3 billion. It depended on what to
i ncl ude or exclude fromthe cal cul ation.

Co-Chair Seaton clarified that the $1.7 was a draw in FY 17
and deposited in the education fund. It was not a draw in
FY 18. He asked if he was correct.

M. Teal replied in the affirmative.
Representative Neuman did not know how to |ook at the
anmendnent , besi des observing the —changes were very

substantive. He had not heard anything about the use of the
ERA to fund any of the itens yet. He believed the amendnent
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represented a huge policy change. He asked about a draw on
t he CBR

M. Teal replied that it depended on oil prices and what
actions the legislature decided to take on the budget. He
reviewed the rough estimates. He relayed a deficit of $2.9
billion being filled with a $1.6 billion payout and a
deletion of $1.3 billion FY 18 would lead to a bal anced
budget. A bal anced budget would not require a CBR draw or a
super majority vote associated with it.

Representative Neunan thought that avoiding the discussion
mght be a big reason for the anmendnent. He heard the
commttee talking about clarity in the budget. He
guaranteed the public did not know anything about the
amendnent. He did not support the process. He thought that
there would be a funding source already allocated. He did
not believe it was good policy.

3:48: 08 PM

Representative Otiz asked if the inpact of the $1.7
billion for FY 17 | essened the draw for FY 18 to bel ow the
$4 billion mark.

M. Teal replied, "That's correct."”

Vice-Chair Gara asked about remaining funds in the CBR and
Statutory Budget Reserve (SBR). He inquired what would be
left in savings at the end of FY 18 if the state paid for
its projected deficit out of the SBR and the CBR

M. Teal replied there wuld be $2.5 billion or so
remai ning at the end of FY 18, which could possibly get the
state through FY 19 at which time the CBR woul d be gone.

Vice-Chair Gara asked if the savings accounts would be
enpty by FY 19.

M. Teal replied the CBR would be enpty. The Statutory
Budget Reserve balance would depend on oil prices and the
budget. The anount was about $300 million. It would provide
some headroom in terns of budget deficits. The
Constitutional Budget Reserve and Statutory Budget Reserve
were referred to as the reserve accounts. The earnings
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reserve account was not a true reserve account but was far
| arger at $10 billion.

Vice-Chair Gara wondered what would be left at the end of
FY 19 if the legislature funded the budget with those two
savi ngs accounts.

M. Teal answered that he did not recall the nunber
specifically. The balance would depend on which bill was
used - whether the legislature drew fromthe ERA or the CBR
to fill the deficit. He suggested that there was about $10
billion in earnings reserves that continually replenished
itself by about $3 billion annually. It was difficult to
provide a figure w thout |ooking at his nodel.

Vice-Chair Gara asked that assumng the state continued
just drawi ng [ Representative WIlson interjected].

Representative WIlson called for a point of order. She
t hought the discussion was goi ng way beyond t he anendnent.

Vice-Chair Gara responded that he was trying to figure out
the inpacts of drawing on the CBR and the SBR as the
| egi sl ature had done w thout the anmendnent [ Representative
Wl son interrupted Vice-Chair Gara].

Representative WIson countered the conversation was about
the current anmendnent and its effects on the budget.

Vice-Chair Gara believed he was entitled to understand what
woul d happen if the commttee did not adopt the anmendnent
and spent fromthe remaini ng budget reserves.

3:52:48 PM
AT EASE

3:53:15 PM
RECONVENED

Vice-Chair Gara restated his question to M. Teal. He
suggested that if the state continued to fund its budget by
using the CBR and SBR the state would have about $2.7
billion left at the end of the following fiscal vyear
[ Representative WIlson interjected].

Representative WIlson requested an "At Ease."
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3:53:40 PM
AT EASE

3:54:16 PM
RECONVENED

Vice-Chair Gara commented that the state would be out of
savings in tw years if the legislature did not nake a
change the way it did things.

Co- Chai r Seat on referred to a question posed by
Representative Neuman about the structure of the bill and
the distribution. He pointed out that the governor had the
exact structure in his version of the budget. There was a
5.25 percent draw to be deposited directly into the genera
fund. One of the problens was that the governor did not
subtract the dividends paid in 2017. The anendnent had a
draw of 5.25 percent and subtracted the actual dividend
paynent that was nmade which provided $1.7 billion into the
Public Education Fund. Although depositing $1.7 Billion
into the Public Education Fund, a general fund account, the
reduction made in the anendnent was sounder than double
pul ling the amount of the dividend for FY 17 fromthe ERA

Representati ve Thonpson wanted to return to the subject of
inflation proofing. He was unconfortable with the inflation
proofing percentage of 2.5 percent. In reviewng the 2014
actual value of the Permanent Fund conpared to its value in
2016 after not having inflation proofed for two years, it
had gone from $45 billion down to $44.4 billion. He
furthered that 2.5 percent was not an adequate amount for
inflation proofing. He thought it made the Permanent Fund
into a sem-permanent fund. He enphasized that the
| egislature would be cheating Alaska's children in the
future. He wanted to ensure the growh of the fund. The
value would not grow without inflation proofing the fund

Inflation would otherwise eat up the fund' s spendable
value. He referred to legislators with children. He was
concerned for his son's future. He highlighted the
importance of keeping up wth inflation by properly
inflation proofing the Permanent Fund to maintain its
growh. Currently, the legislature was taking noney out of
the ERA, which would potentially decrease future dividends.
The legislature was taking $4.2 billion out of the ERA
presently and would reduce the Percent of Market Value
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(POW) in the future. He asked M. Teal to address his
st at enent s.

M. Teal responded that inflation proofing sinply
transferred noney from the ERA to the principle. He
continued that the Permanent Fund's [Corporation’s] view of
safety was having the noney in the principle of the fund.
The job of the board was to protect the fund. M. Teal's
job was different. He was trying to protect the treasury,
which to himnmeant that it was not a bad idea to |eave the
nmoney in the ERA. If the noney was in the corpus of the
fund, it could not be spent. He was concerned the ERA woul d
be gone, the payout to the general fund would not be
avai | abl e because it was in the corpus, and there would be
no other reserves available. He would rather see the funds
left in the ERA. The corpus and the ERA made up the
Permanent Fund. He indicated that whether an actua
inflation proofing transfer was nmade mattered in the
political sense and spending-wise. It was a matter of
deci ding whether the noney should be in the principle of
the fund and wunavailable for spending, or available by
having it in the ERA as a safety to the treasury. It was a
political and phil osophical question.

4:00:47 PM

Representati ve Neuman asked if the ERA was available to use
for expenditures. M. Teal responded in the affirmative. He
specified that a sinple majority vote of the |egislature
was necessary.

Representative Neunan asked if there was about $10.5
billion in reserves. M. Teal replied, "That's correct."

Representative Neuman asked if there was $3.5 billion in
the CBR M. Teal responded positively.

Representative Neunman suggested that there was over $14

billion in reserves presently between the CBR and the ERA
He opined that the state was not in crisis, as its deficits
were running $3 billion and the legislature had the ability

to use the ERA for appropriations. He suggested that the
anendnent made significant changes to how the state funded
its budget. He thought it was inaccurate to say that the
state would run out of noney in the follow ng year because
it did not have noney in reserves. The legislature knew
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that the ERA could be spent. He <continued that the
conplexity of the anmendnment and the fund source changes,
wi thout the opportunity to weigh in on the process, would
cause a huge backlash. He suggested that it was a ploy to
make it so the Majority would not have to negotiate with
the Mnority in the House. He adamantly opposed the
amendment .

Co-Chair Seaton relayed that the conmmttee had already had
several presentations including econonic presentations,
fiscal anal ysi s, POW calculation presentations, and
several others. He was sorry Representative Neunman had not
been present for the presentations. However, he felt that
the issues had been broadly discussed in the conmttee. The
anendnent cane after public testinmobny on issues involving
POW distributions. It was not as if the commttee had not
been dealing with the issue fromthe start of session. The
anmendnent was strictly in the budgetary context not in a
separate ongoing law. If the anmendnent was adopted, the
public would have an opportunity to coment on the
following Thursday, Fri day, and  Saturday. Al t he
supporting docunents could be found online. He did not want
the statenent |eft hanging that the issue had not been
di scussed in commttee.

4:05: 33 PM

M. Teal explained item 6, paynent of dividends, on the
supporting docunentation. In the appropriation bill, it did
not nention precisely how the anobunt was conputed but was
based on market value and a percentage payout. Instead, it
was a generic $794 million appropriated to dividends, which

corresponded to the 30 percent split of a 5 percent POW
payout .

Co-Chair Seaton clarified that it was 33 percent. M. Tea
agreed. In the appropriation bill, it stated $794 nillion
was appropriated for dividends fromthe ERA to the dividend
f und.

M. Teal continued that in Part 7 it stated that it was
del eted, unlike the governor's bill that appropriated sone
royalty proceeds to the dividend. The dividends would be
conprised of only the appropriations from the ERA to the
di vi dend fund.
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Vice-Chair Gara asked if it was accurate that instead of
| ast year's dividend in the anount of $1020, the current
provision would allow for a dividend of about $1150. M.
Teal replied in the affirmative.

Representative WIson wanted to bring M. Rodell to the
tabl e for questions regarding the inpacts of a draw

4:07:50 PM

ANGELA RODELL, EXECUTIVE DI RECTOR, ALASKA PERMANENT FUND
CORPORATI ON, responded that $120 million going fromthe ERA
to the corpus only required an accounting entry. There were
no changes to the investnent strategy regarding that
portion. She continued that about $4.09 billion would be
drawn. The Permanent Fund Corporation (PFC) had the
capacity to create the liquidity and to nmake the
adjustnments for that type of draw. The corporation would
not adjust any of its long-term investnent strategies. The
corporation would start to plan for liquidity. The
corporation would work with the Department of Revenue (DOR)
and the Division of Finance wthin the Departnent of
Adm nistration (DOA) as to the timng of when the full
$4.09 million would be needed. Generally, there was a cash
managenent plan in place as to how it would roll out. It
was unlikely that one check on July 1st would be needed. It
was nore |ikely there would be a series of transfers to the
state general fund for cash purposes, which would allow the
corporation to manage the liquidity nore effectively.

Representative WIson asked if the state would take $1.6
billion out and place it into the Public Education Fund.
She asked if it would be done imediately. M. Rodell
responded that it was possible that the reinbursenent for
FY 17, $1.7 billion, would be done first, which would not
be a problem It would be simlar to when PFC nmade a
dividend transfer. The transfer to the dividend fund was
made in August. The corporation started planning it out in
conjunction with DOR as to how it would take place. She
continued that the following $1.6 billion for UG for FY 18
m ght have nore flexibility wth a longer period to
transfer the funds.

Representative WI|son asked which fund nmade nore noney: the
ERA or the CBR M. Rodell explained that the CBR was
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restricted on the type and duration of investnments. The
Ear ni ngs Reserve Account had a higher return than the CBR

Representative WIlson was aware that the $120.7 mllion for
inflation proofing was just a fund source change except
that it protected the fund in the long run unless the
reali zed earnings canme out depleting the fund. She wondered
about the inmpact of lowering the anmount from over $900
mllion to $120 million.

Ms. Rodell responded that it would not have the sane inpact
as if the statutory forrmula for inflation proofing was
being funded in its entirety. She clarified that the 2016
amount that was zeroed out was estimated to be about $900
mllion based on an inflation rate of 2.25 percent. The
actual inflation rate and the amount that would have gone
in, had the | anguage and appropriation remai ned, would have
been $47 mllion because inflation was flat. Currently, for
FY 17 the inflation-proofing amount would be just over $450
mllion. The rate was at about 1.6 percent to 1.7 percent.
Hi storically, inflation noved around from high inflation to
low inflation. She thought the $120 nillion recognized that
the statutory fornmula was still in place and that there was
at | east some appropriation towards the fornul a.

Representative WIlson cormented that it was a huge thing to
expect people to understand. She suggested that the
commttee would be hearing 2-minute testinonies from the
public on Thursday, Friday, and Saturday on the entirety of

the bill including the current amendnent. The anendnent
woul d take $1.7 billion from the ERA and put it into the
Public Education Fund and another $1.6 billion would be

placed into the general fund. She thought another $400
woul d be wi thdraw but was unclear of its use. The anmendnent
would also set the dividend at $1150 for 1 year taking a
total of $4 mllion out of the fund. There had been a
simlar piece of legislation introduced a couple of years
prior. However, she renmenbered a group of people opposing
the legislation wanting to put the issue to a vote of the
people. She was trying to figure out what had changed in
two years. She also did not understand why the |egislature
woul d take from the highest earning pool of funds. She
suggested taking out only what was needed. She did not see
what revenue would be lost by transferring noney into a
fund that did not nmake as much noney. There was no way she
could support the bill. It was not fair to the public. She
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hoped that people were taking good notes. She asked if any
of the other bills would be needed if the transfer was
made. The only difference she could see was the anendnent
woul d only apply for one year. She thought the ERA would be
pl aced in jeopardy.

4:18:18 PM

Co-Chair Seaton referred to the $794 mllion for dividends
for FY 18. He wondered when the funds were transferred from
the corporation. M. Rodell responded that the dividend
requirenent was typically noved in August in advance of
Sept enber. The payout came out of the dividend fund in the
first week of October.

Co-Chair Seaton asked if she would anticipate any changes
with the adoption of the anmendnent. Ms. Rodell indicated it
woul d not change.

Representative Thonpson asked Co-Chair Seaton about the
removal of the draw limt. He squired how volatility of
revenues would be addressed if the state suddenly were to
bring in large oil revenues. He asked if the annual draw on
the ERA would be reduced. Co-Chair Seaton stated that the
amendnent only applied to FY 17 and FY 18. He expl ained
that the draw of $1.7 billion applied to FY 17. The other
draw would apply to FY 18. The first would be drawn in FY
17 and the second would be drawn in FY 18 rather than one
draw at one tine.

M. Teal wanted to address concerns about cash flow He
explained that $1.7 billion would be paid from the ERA on
June 30, 2017. In August, the dividends would be paid out
fromthe ERA. During the year, the other $1.6 billion would
be borrowed from the CBR on a short-term basis throughout
the vyear. The Permanent Fund Corporation would nake
paynents throughout the year to repay noney to the CBR He
clarified that the CBR would be used to ensure that PF
i nvestment decisions were affected. He suggested that if a
draw was taken all at once in FY 18 the PFC night be forced
to sell investnents at an inopportune tinme. It provided PFC
a full year to repay $1.6 billion

M. Teal addressed Representative Thonpson's question about
the volatility of oil revenue. The current bill was an
appropriation. However, the bill affecting the PF had a
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revenue limt that would reduce the draw. Such |anguage
could be added to the appropriation bill. It was not added
to keep things as sinple as possible. Under HB 115 there
mght not be a $1.6 billion payout in FY 18 if oil prices
were over $70 per barrel - the POW draw woul d be reduced.

Representative Tilton was very concerned with the ability
of the public to understand the anmendnent. She was aware
that the anendnment was posted on Basis on the previous day
and that there was an opportunity for people to look at it.
The commttee had had the opportunity to | ook at nodeling.
Even with that opportunity, she thought the anmendnent was
very involved and difficult to follow. She was not
confortabl e supporting it.

4:24: 20 PM

Representative Neuman remarked that he was uncertain about
the legality of the intent |anguage. The anmendnment woul d be
setting the value of the PFD using a POW. He wondered if
substantive changes could be added that was essentially a
pi ece of legislation as an anendnent in a budget bill. He
wanted to see a legal opinion on the issue. He suggested
that several nmenbers had asked about the process.

Co-Chair Foster thought the commttee mght need to talk
with Legislative Legal Services.

M. Teal referred to page 4 of the supporting docunents,
whi ch was the Legislative Legal Services anendnment that had
been prepared. It did not nention the term POW, count
years, or indicate a percent. Instead, it stated that the
sum of "X' was appropriated. It did not change substantive
I aw.

Representative Neuman read from page 1 of the supporting
docunent s:

Part 2 of this anmendnent adds a new subsection that
appropriates $120.27 mllion (.25% of the average
five-year market value of the permanent fund) fromthe
earnings reserve account to inflation proof the
per manent f und. In terns  of i nflation-proofing
permanent fund principal, this annual appropriation
nore than offsets the inpact of redirecting royalty
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revenue from the permanent fund to the general fund as
is done in part 1 of this anendnent.

Representative Neurman did not feel he had received an
answer to his question. M. Teal responded that there was
an explanation included in the description of how the

nunber was derived. The bill did not nention 5.25 percent
and .25 percent. It only stated that the sum of $120.27
billion was appropriated from the ERA to the principle.

There was no nention of how the ampbunt was cal cul ated. He
clarified that the information regarding the POW, the rate
that was applied, and how the market value was conputed was
only information, not part of the appropriation bill.

Representative Neunman interjected that in the explanation
of the amendnent it clearly stated the intent of the
amendnent .

Co- Chair Foster suggested that the alternative would be to
get soneone from Legislative Legal Services to respond. He
conveyed that Megan Wl |l ace woul d be online shortly.

4:28:42 PM
AT EASE

4:43: 55 PM
RECONVENED

Co-Chair Foster indicated that Meagan Wallace was online
from Legi slative Legal to answer questions.

MEGAN WALLACE, ATTORNEY, LEQ SLATIVE LEGAL SERVICES (via
tel econference), asked that the question be repeated.

Representative Neuman restated his question concerning the
legality of the substantive changes in the anendnment. M.
WAl | ace responded that the proposed appropriation in the
anendnent (J.7) fromthe ERA to the various funds including
the Public Education Fund, the general fund, and the
di vidend fund, did not present a consignnent clause issue,
in in her opinion. She continued to explain that the ERA
was al ways available for appropriation by the |egislature.
She relayed that from the Hickel vs. Cooper case the
Suprene Court stated that the ERA was available for
appropriation to the legislature. There were substantive
provisions in Title 37 and Title 37.13, which stated that
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the ERA was to be used for specific purposes. The state's
prohi bition against dedicated funds neant that essentially
those substantive provisions were always subject to
appropri ation. Ther ef or e, if the legislature or the
commttee decided they wanted to transfer the funds outside
of the ERA to the other funds nentioned, as long as it was
for a public purpose, there was no |egal prohibition from
the legislature doing so. She reiterated that in her
opi nion, the anmendnent did not prevent a consignnent clause
i ssue.

4:47:35 PM

Representati ve Neuman asked about forward funding education
by an additional year. M. Wallace reported having forward
funded education in prior years from the general fund or
ot her funds. The noney in the Public Education Fund did not
| apse. The substantive provision governing the Public
Education Fund dictated how the funds could be spent. She
did not see any legal issue wth depositing the noney from
the ERA into the Public Education Fund so long as it was
spent in accordance with the provisions in AS. 14.17. 300.

Representative Neuman was unfamliar with the provisions in
statute. Ms. Wallace clarified she had referenced the
statute that governs the Public Education Fund which
dictated that the noney in the Public Education Fund was to

be spent on state aide for public school s and
transportation.

Representati ve W1 son MAI NTAI NED her OBJECTI ON.

Aroll call vote was taken on the notion.

I N FAVOR. Quttenberg, Kawasaki, Otiz, Gara, Genn, Foster,
Seat on

OPPCSED:  Neuman, Thonpson, Tilton, WIson

The MOTI ON PASSED (7/4).

Amendnent L H SAP 4 was ADOPTED

4:50: 06 PM

Co-Chair Seaton MOVED to ADOPT L H SAP 5:
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Language Anmendnents

L HSAP 5 - Increase the anobunt that may be scooped
from lapsing balances to the Goup Health and Life
Benefit Fund

O fered by Representative Seaton
See 30- GH1855J.21, Wllace, 1-31-17.
This anends sec. 9(d) in HB 57, version J.

The Governor's budget requested up to a $5 nillion
unobligated balance in the Goup Health and Life
Benefits Fund after scooping |apsing appropriations at
the end of FY18.

This amendnment increases the potential unobligated
bal ance to $10 nmillion. The CGovernor requested an FY17
deposit of $20 mllion. The legislature appropriated
$7.5 mllion. The fund pays health claim costs for
state enployees and has a balance that is low by
hi storical standards.

The fund pays about $130 mllion in clainms annually.
Thi s anendnent provi des roughly one nonth of reserves.

Usi ng | apsing balances to fill the fund avoids genera
fund appropriations and stabilizes contribution rates.

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).

Representati ve Neuman understood the state did not have
enough funding to cover the sane itemin the previous year.
He thought there were left over funds. He wondered if he
was accur at e.

Co-Chair Seaton deferred to OVB.

PAT PITNEY, DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFICE OF THE GOVERNOR, reported that in the previous year
the adm nistration had requested a $15 nillion anmendment to
cover FY 17 because the reserve balance was |ow. The
adm nistration had presented its request in 2 ways. The
first was a cash deposit into the reserve fund or funding
for a rate increase. Half of it was funded in the reserve
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fund. The other half, the general fund portion, was not
funded. In May of the prior year, the admnistration had
communi cated that wi t hout the remaining funding it
anticipated a supplenental request. Subsequent |y, it
submtted a supplenental request for FY 17 because the |ow
reserve balance in the health fund. In conjunction with the
rate increase and the supplenental request, they would
allow the adm nistration to backfill the reserve. It would
also allow the departnent to noderate any future increases
by using a | apse bal ance.

Representative Neuman recalled the discussion from the
previous year. He reported that there had been an increase
in the cost of insurance. Sone nenbers thought that the
increase in insurance costs should be passed on to the
i nsurance recipients rather than the state. The increase to
the reserve fund would be wused to cover the costs of
increases to health insurance for state enployees rather
than passing on the costs. M. Pitney noted that the
admnistration was also passing on sone of the costs to
enpl oyees. It would be increasing in FY 17 and FY 18.

Representative Neuman thought the answer was a "Yes" to
subsidizing increased paynents. MVs. Pitney responded,
n Yes . n

Representati ve Neuman asked how fair it was to appropriate
the additional noney. He opined that everyone should have
to share in the burden. He recalled conversations with DOA
about wunion contracts being held to zero increases for the
followng 3 years. Last year the departnent had commtted
to reducing the <cost to the state. Presently, the
| egi slature was being asked to put general fund dollars
back in to cover insurance costs. He opposed the anmendnent.

Representati ve Wl son MAI NTAI NED her OBJECTI ON

A roll call vote was taken on the notion.

I N FAVOR: Kawasaki, Otiz, Gara, Genn, Quttenberg, Seaton,
Fost er

OPPOSED: Neuman, Thonpson, Tilton, W] son

The MOTI ON PASSED (7/4).

Amendment L H SAP 5 was ADOPTED
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4:57:26 PM

Co-Chair Seaton MOVED to ADOPT L H SAP 6:

Language Anmendnents

L HSAP 6 - FY17 |apse balance to be used in FY18 to
elimnate backlog in DHSS, public assistance field
services

O fered by Representative Seaton
See 30- GH1855J68, Wl lace, 2-20-17.

This anmendnent appropriates to the Departnent of
Heal th and Social Services up to $500,000 of any FY17
lapsing funds for wuse in FY18 in the D vision of
Public Assistance, Public Assistance Field Services to
elimnate the backlog in eligibility determ nations.

Representative Wl son OBJECTED for discussion.

Co-Chair Seaton read the anmendnment (see above). He further
explained that in FY 16 the Division of Public Assistance
was cut by $1.1 mllion in UG. It was a conbination of
reduced funding and positions, which elimnated the ability
to fund overtinme. An increased caseload had resulted in
Public Assistance experiencing a significant backlog in
eligibility determ nations. Al though the office was able to
keep up with new cases, it was struggling to address the
backl og. The one-time funding would be mtched wth
approxi mately $500 thousand in federal funds and woul d hel p
wi th addressing the backlog. There was sufficient federa
recei pt authority in the existing budget.

Representative WIson asked how many vacancies there were
in the division.

Co-Chair Seaton deferred to Vice-Chair Gara.

Vice-Chair Gara responded that the amendnent cane out of
the Health and Social Services Finance Subcommittee. The
division planned on using overtinme. If overtine did not
cover the need, part-time workers would be used but would
not be retained for nore than 1 year. There was a nmjor
backl og of food stanp applicants and other public benefit
applicants. If a person qualified for food stanps, which
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were fully federally funded, it took a nmonth or nore for
those who qualified to receive an interview. An application
approval took additional time. The conmmttee saw the
timeline as a problem for famlies that were living on the
edge. A way to try to fix the issue w thout increasing the
budget was the anmendnent. It stated that if the traditional
amount of noney |apsed at the end of the year, up to $500
t housand could be used as a one-tinme increnent. The
departnment believed that it only needed a one-tine
appropriation to get through the backl og.

5:01: 20 PM

Representative W/Ison asked how many vacancies existed in
the division. Vice-Chair Gara responded that the departnent
testified that they did not have the funding to add nore
positions and could not clear the backl og.

Representative WI|son asked how many PCN s were open in the
division. Vice-Chair Gara responded they did not have any
funded vacanci es at present.

Representative WIson asked how often recipients had to
renew their application. Vice-Chair Gara replied that the
eligibility staff tended to work on nore than one kind of
public benefit. For instance, those folks who applied for
food stanps also applied for other benefits. He was
uncertain of the rules for each of the benefit prograns in
ternms of recipients having to prove eligibility.

Representative WIlson was aware that for sonme prograns the
state had a tedious nethod for recipients to prove that
their income had not changed. She remarked that the
anendnent would add to the budget. She was concerned wth
anot her backlog occurring based on the inefficiencies of
the system She knew of several people that had been
affected by the backlog. She would not be supporting the
anmendnent wi t hout knowi ng how t he backl og canme to be.

Representative Neunman asked where the |apse in funds cane
from Vice-Chair Gara answered that the amendnent did not
change or increase the FY 18 budget. If there were |apsing
funds within DHSS and only in the non-Medicaid portion at
the end of FY 17, they would be able to use up to $500, 000.

5:05: 33 PM
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Representati ve Neunman asked where the |apse in funds cane
from He asked what noney was |eft unspent. Vice-Chair Gara
was unsure if there would be any lapsing funds by the end
of FY 17 (June 30, 2017). If there were lapsing funds, up
to $500.000 could be used to reduce the backlog for people
who were qualified for food stanmps and other benefits,
rat her than the noney going back into the general fund.

Representati ve Neuman wondered which appropriations would
unlikely be spent. He remarked that the conmm ssioner could
nove the funds around. He wanted to hear from the
depart nment. He suggested that it was possible the
departnment would intentionally not spend certain funds so
that they could be nobved to OCS. He was confused. Vice-
Chair Gara thought Representative Neunan had a good
guestion. He did not think the departnent would take the
action wthout |egislative approval. They would not nove
noney over from FY 17 to FY 18 w thout |egislative approval
to spend it in the followng fiscal year. Certainly, within
one fiscal year a departnent could nove funds around. |If
there were no |eft-over funds, the anmendnment would have no
effect.

Representative Neuman wanted to have a report of any
unspent funds in each departnment.

5:09: 28 PM

Representative Tilton believed the departnent divisions had
testified they were all in need of funding. She reported
there were excess funds of $3.6 million in Adult Public

Assi stance that was noved over to OCS. She thought the
divisions would have identified funds that could be noved
around. The conm ssioner had the ability to nove funds
around with certain guidelines in place. Sonme of the
reasons for the backlog was because of people not being
able to conme to their appointnments due to their work
obligations or because of a lack of childcare. Therefore,
t he backlog was not entirely because of a |ack of staffing
but because of commtnents nade by the people requesting
t he funds.

Representative Genn asked for clarification regarding a
federal match. Vice-Chair Gara responded that many of the
benefits qualified for a federal match. The departnent
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estimated that the funds would bring in about $530 nillion
in federal matching dollars. He confirmed that there was
enough recei pt authority in the budget for that anount.
Representati ve Wl son MAI NTAI NED her OBJECTI ON.

Aroll call vote was taken on the notion.

IN FAVOR Otiz, Gara, Genn, Cuttenberg, Kawasaki, Foster,
Seat on

OPPOSED: Neuman, Thonpson, Tilton, WIson

The MOTI ON PASSED (7/4).

Amendrment L H SAP 6 was ADOPTED.

5:12: 17 PM

Co-Chair Seaton MOVED to ADOPT L H SAP 7, L H SAP 8, and L
H SAP 9:

Language Amendnents
L H SAP 7 - Reduce appropriation to the Crine Victim
Conpensati on Fund by $400.0

O fered by Representative Seaton
See 30- GH1855J. 47, Wallace, 2-15-17.

This anends sec. 21(p) by reducing the capitalization
of the crine victim conmpensation fund from $1,422.5 to
$1,022.5 with the PFD Crinme funds.

Anot her amendnent wll reduce wunrestricted general
funds in the Departnent of Corrections by $400.0 and
i ncrease the PFD Crine funds by $400. 0.

Anot her anendnent w Il decrease the authorization of
the Violent Crinme Conpensation Board in the Departnent
of Adm nistration by $400.0 from the crinme victim
conpensati on fund.

Language Anmendnents

L H SAP 8 - Reduce appropriation fromthe Crime Victim
Conpensation Fund to $1,022.5

O fered by Representative Seaton
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PF felon funds (code 1171) are typically appropriated
to the CVCF. Wth the reduction in FY17 PFD anount
the anount of PF felon funds was reduced by
approximately 50% A | anguage anendnent reduces the
deposit to the CVCF by approximately 30%-from
$1,422.5 to $1,022.5. This anendnent reduces the
appropriation from the CVCF to the Board by a
correspondi ng anount.

Language Anmendnents

L HSAP 9 - Reduce use of UG in DOC and replace with
PF Crime Fund

O fered by Representative Seaton

Anot her amendnment reduces the $1,422.5 PFD Crine
deposit into the crime victim conpensation fund by
$400. 0.

Thi s anendnent reduces the use of unrestricted general
funds in the Departnent of Corrections and increases
t he appropriation of PFD Crinme by that same $400. 0.

Representative Wl son OBJECTED for discussion.

Co- Chair Seaton explained that the anmendnments were |inked.
He read the anendnents.

Representative W/Ison asked about the $400 thousand being
taken out of L H SAP 7 and L H SAP 8. She wondered if the
funds were not available because of the cut to the
di vi dend.

Co-Chair Seaton invited M. Teal to respond.

M. Teal explained that it was not that the funds were not
avai l abl e. The funds avail able through the PFD Fel on Funds
- dividends that would have otherwi se gone to felons - was
reduced by 50 percent because the dividend was reduced 50
percent. There was nmuch | ess noney avail able. The noney was
typically split between the Departnent of Corrections (DOC)
and the Crinme Victim Conpensation Fund (CVCF). Rather than
giving them both a 50 percent reduction in PFD crimnal
funding, the chairman wanted to reduce the CVCF by about 30
percent instead of 50 percent and have DOC absorb the rest.
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Representative WIson asked about the $400 thousand
decrenent in both anendnents. M. Teal replied that the PFD
crimnal funds were deposited into the CVCF. It was created
in such a way because the noney did not |apse. The npney
was then appropriated from the CVCF to the board, which
made grant awards to victins of crinmes. Less noney would be
placed into the fund and |ess noney would be transferred
fromthe fund over to DOA. He suggested that by depositing
| ess noney (%$400,000) into the fund it nade the noney
avai l able to DOC, offsetting UG-

5:16: 55 PM

Representative W]Ison suggested that Anmendnent L H SAP 9
refl ected another $400,000 transfer where general fund
noney was being replaced wth noney fromthe PF Fel on Fund.
She wondered if the extra $400,000 was avail abl e because of
the subtractions taken from the other two organizations,
which allowed the other $400,000 to be transferred for
general funds. M. Teal responded, "Through the chair,
that's correct.”

Representative Neuman asked if all three anendnents would
be voted on together in one vote. Co-Chair Foster stated
that they would be voted on as they were noved by the maker
of the notion.

Representati ve Neuman wondered if it was because the sane
$400,000 was affected. He asked if when the governor
reduced the anmount of the PFD it automatically reduced the
anount going into the conpensation fund. He remarked that
the inmates' dividend was al ready reduced.

Co-Chair Seaton responded that the |inked deposits were
conpensation for the reduction. He invited M. Teal to
coment .

M. Teal added that there was no automatic reduction. There
was $1.4 mllion appropriated in FY 17. The anmount was
about the sane in FY 16. However, there was no automatic
reduction for them as they had to be adjusted nmanually
each year. That is the purpose of the anmendnent.

Representative Wl son W THDREW her OBJECTI ON.
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Representative Neuman OBJECTED. He thought if there was
$400,000 left, it should be used to reduce the budget
overal | .

Aroll call vote was taken on the notion.

I N FAVOR: Thonpson, WIson, Gara, Genn, Guttenberg, Otiz,
Seat on, Foster

OPPOSED: Neuman, Tilton

The MOTI ON PASSED ( 8/ 2).

Represent ati ve Kawasaki was absent fromthe vote.

Amendments L H SAP 7, L H SAP 8 and L H SAP 9 were
ADOPTED

5:20: 03 PM

Co-Chair Seaton MOVED to ADOPT L H SAP 10:

Language Amendnents

L H SAP 10 - Renove reference to the Al aska Aerospace
Corporation from the Federal and Qher Receipts
section

O fered by Representative Seaton
See 30- GH1855J. 22, \Wallace, 1-31-17.

This amends sec. 20(a) in HB 57, version J, by
deleting the reference to the receipts of the Al aska
Aer ospace Cor por ati on because t he | anguage is
redundant. Sec. 5 in HB 57, version J, appropriates
unanticipated federal and other corporate receipts
directly to the Corporation.

Representative Wl son OBJECTED for discussion.

Co- Chair Seaton read the amendnent (see above).

Representative Wl son W THDREW her OBJECTI ON

There bei ng NO OBJECTI ON, Amendrent L H SAP 10 was ADOCPTED.

5:20: 57 PM
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Co-Chair Seaton MOVED to ADOPT L H SAP 11:

Language Anmendnents
H SAP 11 - Reverse Governor's Unall ocated Reduction
for Merit Freeze Legislation

O fered by Representative Seaton

This anendnment reverses an unallocated reduction
submtted as a placehol der for savings associated with
| egislation regarding an Executive Branch Exenpt and
Partially Exenpt Pay Freeze. The projected savings
shoul d be reflected in a fiscal note.

This anendnent directs Legislative Finance Division to
reverse the entire unallocated appropriation as
submtted by the Governor's Ofice.

$1,817.9 TOTAL

$1, 005. 2 UG-

$157. 0 DGF

$612. 4 O her

$43. 3 Fed

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).

Representative Wl son asked why the anendnent was different
from ot her amendnents that were attached to other pieces of
| egislation. Co-Chair Seaton explained that the amendnent
reversed an unal | ocat ed reduction submtted as a
pl acehol der. She was free to disagree with the anendnent.
Di sregardi ng other anendnents, the anmendnent stood on its
own.

Representative Wl son requested an "at ease.”

5:22:58 PM
AT EASE

5:24:58 PM
RECONVENED

Representative WI|son wanted to make sure she understood
t he amendnent. She wondered exactly what the anmendnent did.
Co- Chair Seaton responded that the anendnent was asking LFD
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to reverse the unallocated appropriations as subnmitted. It
was unallocated and was in a bill comng before the
commttee. It would reverse the appropriations because he
did not |ike them where they were.

Representative WIson W THDREW her OBJECTI ON

There bei ng NO OBJECTI ON, Amendnent L H SAP 11 was ADCPTED.

5:26:19 PM

Co-Chair Seaton MOVED to ADOPT L H SAP 12:

Language Anmendnents

L H SAP 12 - Contingency related to HB 60, Mdtor Fue
Taxes

O fered by Representative Seaton

See 30- GH1855J. 48, \Wallace, 2-17-17.

The Governor's budget redirects $64.8 nillion of notor
fuel tax receipts from the unrestricted general fund
(UGF) to the new Transportation M ntenance Fund that
would be created by the passage of HB 60. HB 60
reclassifies nmotor fuel tax receipts as designated
general funds (DGF) and appropriations from the fund
woul d be DG- as wel | .

Simlarly, HB 60 would reclassify $4.5 mllion of
Avi ation Fuel Tax receipts as DG

If HB 60 is not enacted into law, this anmendnent
changes the DG appropriations of notor fuel and
aviation fuel tax receipts to UG code 1004.

Wthout this anmendnent, failure to adopt HB 60 would
| eave DOT&PF with $70 million of appropriations froma
fund source that does not exist.

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).
Vice-Chair Gara commented that Representative WIson used a

new phrase that he liked that he hoped to use also, which
was, "I take ny objection back."
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Representati ve Wl son W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON, Amendrent L H SAP 12 was ADOCPTED.

5:28: 06 PM

Co-Chair Seaton MOVED to ADOPT L H SAP 13:

Language Anmendnents
H SAP 13 - Technical and vocational education program
(TVEP) fundi ng contingency

O fered by Representative Seaton
See 30- GH1855J50, Wall ace, 2-18-17.

The TVEP funding distribution formula expires June 30,
2017. The Governor's FY18 budget contains TVEP
funding. This anendnent makes that budgeted TVEP

funding contingent upon passage  of | egi sl ation
extending the distribution fornmula beyond June 30,
2017.

Representative Wl son OBJECTED for discussion.
Co- Chair Seaton read the amendnent (see above).
Representative W/l son asked if all the corrections that had

been nmade to the TVEP funding was in anticipation of what
woul d be going into the fund. She thought the anendnent was

saying that it would not matter if the bill did not pass.
She suggested that the figures would not change but if
there were not a bill, the anmounts would be zeroed. She

asked if she was correct. Co-Chair Seaton responded in the
affirmative.

Representative Neuman asked why the anendnment was needed

Co- Chai r Seaton responded that there were anounts
t hroughout the budget. He wanted to nake sure, that if the
bill did not pass a contingency would be in place to
reverse them

Representative Neuman further queried about the TVEP
funding and a sunset clause. Co-Chair Seaton explained that
the legislature had to authorize the spending, which was
aut hori zed in t he bill. | f t he bill sunsetted,
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authorization would not continue. The anmendnent provided
contingency |anguage renoving the amounts if the bill did
not pass.

Representative Neuman wanted to make sure that point was
very cl ear.

Representati ve Wl son W THDREW her OBJECTI ON
There bei ng NO OBJECTI ON, Amendnent L H SAP 13 was ADOCPTED.

5:31: 33 PM

Co-Chair Seaton MOVED to ADOPT L H SAP 14 and L H SAP 15:

Language Amendnents
L H SAP 14 - Add bargaining units to Salary and
Benefits section 8 in HB 59

O fered by Representative Seaton See 30-GH1856D1,
Wl | ace, 2-20-17

The CGovernor submitted the amendnent to add the nanes
of seven bargaining units to the listing in section 8
of the Mental Health budget bill.

Language Anmendnents
L H SAP 15 - Add bargaining units to the Salary and
Benefits section 24 in HB 57

O fered by Representative Seaton
See 30- GH1855J51, Wall ace, 2-18-17.

This anends section 24, Salary and Benefits, in HB 57
by adding the nanes of seven bargaining units as
requested by the Governor.

Representative Wl son OBJECTED for discussion.

Co-Chair Seaton read the amendnents.

Representative WIson asked if the groups were out for the

current year. If so, she wondered if the state anticipated

bringing the contracts back during the current session for
conpari son pur poses.

House Fi nance Conmmittee 56 02/ 28/ 17 1:35 P. M



Co-Chair Seaton asked Ms. Pitney to come forward with a
response.

Ms. Pitney requested that the question be restated.

Co- Chair Seaton responded that the commttee was review ng
Amendnent L H SAP 14 and Anendnent L H SAP 15 on page 6.

Representative WIson referred to page 6 that listed all
the bargaining units. She asked if M. Pitney anticipated
the negotiations to be done while the legislature was in
session. If so, she wondered if she would bring them back
to the legislature to conpare them to the previous year's
negotiations. Ms. Pitney replied that the ones added in the
amendnent were only those where negotiations were
conpleted. If there were additional units that conpleted
negotiations prior to the end of session the information
woul d be brought to the legislature. O herw se, they would
not be added to the | anguage.

Vice-Chair Gara asked how the bargaining contracts agreed
upon after the end of session were funded. M. Pitney
replied, "Through the suppl emental process."”
Representati ve Wl son W THDREW her OBJECTI ON

There bei ng NO OBJECTI ON, Anmendnents L H SAP 14 and L H SAP
15 were ADOPTED

5:34:57 PM

Co- Chair Seaton MOVED to ADOPT L H SAP 16
Language Anmendnents
L H SAP 16 - Renpbve CBR section related to filling the
FY18 budget deficit

Ofered by Representative Seaton See 30-GH1855J41,
wal | ace, 2-15-17

This deletes sec. 27(b) which would fund the FY18
deficit fromthe CBR

Representati ve Wl son OBJECTED for discussion.

Co- Chair Seaton read the amendnent (see above).
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Representative WIson was disappointed that the CBR was the
fund that was being proposed to fill the budget gap. She
believed that in the present day the comrittee had taken
its nost valuable asset and noved it into accounts that
woul d not be making much noney. She thought the notive
behind the anendnent had to do with avoiding a CBR vote
She thought the action sent a strong nessage to the public
that the legislature was maintaining or enlarging the size
of government rather than reducing it. She would be
mai nt ai ni ng her obj ecti on.

Representative Neuman asked if the option to fund the
budget with the CBR was off the table.

Co-Chair Seaton deferred to LFD

5:37: 08 PM

M. Teal would not say the anmendnent was taking the option
of using the CBR off the table. There would be other
opportunities to put the language back in either in the
Senate or in the capital bill. The anmendnent took the
option out of the operating bill in the House.

Representati ve Neurman clarified t hat he heard an
affirmati ve response. It was his inpression that everything
was on the table. He supposed that the anendnent was taking
the use of the CBR off the table. He suspected that the
reason for doing so was to keep the House mnority from
having the ability to negotiate on the budget. He asked
what he was m ssing.

Co-Chair Seaton thought the point Representative Neuman
m ssed was that with the anendnents adopted and the plan
going forward the budget was fully funded. Therefore, a CBR
was not needed.

Representati ve Neuman thought it was a heck of a statenent
to make at the current point in the process. He was |eft
wi thout words as to why things would be handled in such a
way. He thought the legislature was a long way from a
bal anced budget. He thought all options as to how to fund
state governnment should stay on the table. He adamantly
opposed the anendnent.
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Representative Tilton was deeply disappointed in the
process. She conmented that her constituents and others had
not had the opportunity to have a voice on the budget. She
believed that the public felt there wuld be nore
transparency and that their voices would be heard. She did
not believe there was transparency in the process and
strongly objected to the anmendnent.

Co-Chair Seaton thought the process had been the nost
transparent process he had seen. Every anendnent that had
been put forward to change the governor's budget had been
brought forward as an anendnent and voted on by the full
House Finance Conmittee. The public would see the budget as
it was proposed and would have an opportunity to comment.
I f menbers of the public decided to comment and did not
want the state to have a balanced budget requiring a CBR
vote, the legislature would have the option to put it back
in during the second round of anmendnents. He reiterated
that every anendnent was put forward and voted up or down
in the House Finance Conmttee. He noted that all the
subconm ttee neetings were broadcast and recorded on web
television. He could not quite understand how someone coul d
argue that the process was not transparent.

5:42:49 PM
Representative WIson assumed that the SBR was still in
play. She asked about all the available accounts. She

i ndicated that the budget was not bal anced because it was
being paid for, in part, wth savings. Co-Chair Seaton
responded that the CBR woul d need a three-quarter vote.

Representative WIson wondered if taking the CBR off the
tabl e had any inpact because w thout having a three-quarter
vote on a specific amount, it would not have been used
anyway. Co-Chair Seaton responded in the affirmative.

Vice-Chair Gara commented that a few years prior the state
had roughly $17 billion in savings. Through the previous
year, the legislature had spent nost of it. By the end of
the current fiscal year, if the legislature kept using the
savi ngs account, the balance would be $2.7 billion. The
remai nder of savings would be gone by the subtenant year.
He did not want to be at the point where the |egislature
was rearranging the chairs on the Titanic. He supposed the
| egislature could decide to keep spending out of the
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savi ngs account until it was gone. He al so pointed out that
he did not know how the new subconmttee and finance
process would work. He thought it was worth a try because
the ol d net hod had not worked.

Representative Neuman called for a point of order asking
that the anendnent be discussed. Vice-Chair Gara expl ai ned
that he was addressing a point that had been nmade.

Co-Chair Foster asked Vice-Chair Gara to address the
amendnent. Vice-Chair Gara comented that the process had
been the nost transparent that he had been through.

Representative WIlson conmmented that the state was draining
its savings. She MAI NTAI NED her OBJECTI O\

Aroll call vote was taken on the notion.

IN FAVOR. Gara, Grenn, Quttenberg, Otiz, Foster, Seaton
OPPCSED: Thonpson, Tilton, WIson, Neunman

The MOTI ON PASSED (6/4).

Represent ati ve Kawasaki was absent fromthe vote.

Amendnent L H SAP 16 was ADOPTED.

Co-Chair Seaton reported that Legislative Legal Services
and LFD would be preparing the new commttee substitutes
for HB 57 and HB 59.

Co-Chair Foster MOVED to give Legislative Legal Services
and the Legislative Finance Division the ability to make
conform ng and technical corrections to HB 57.

There being NO OBJECTIQON, it was so ordered.

Co-Chair Foster MOWED to give Legislative Legal Services
and the Legislative Finance Division the ability to make
conform ng and technical corrections to HB 59.

There being NO OBJECTION, it was so ordered.

Co-Chair Foster reviewed the agenda for the foll ow ng day.

#
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ADJ OURNVENT

5:49: 06 PM

The neeting was adjourned at 5:49 p.m
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