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03/17/17 2: 47 P. M



HB 115 was HEARD and HELD in committee for
further consideration.

SB 30 APPROVAL: ROYALTY O L SALE TO PETRO STAR

2:47: 08 PM

Co- Chair Foster addressed the neeting agenda. He noted that
Representative Mark Neuman was sitting in as an alternate
for Representative Thonpson.

#sb30
SENATE BILL NO. 30

"An Act approving and ratifying the sale of royalty
oil by the State of Alaska to Petro Star Inc.; and
providing for an effective date."

2:48: 04 PM

Representative WIson questioned the fiscal note. She
wonder ed about the non-UG- (Other) fund source of $1.945. 4
mllion.

ED KI NG SPECI AL ASSI STANT TO THE COW SSI ONER, DEPARTMENT
OF NATURAL RESOURCES, identified three funds [royalty
distribution]: the general fund, Permanent Fund, and the
Public School Trust Fund.

Co-Chair Foster noted there were no anmendnents to the bill.
Vice-Chair Gara addressed the fi scal note from the
Departnment of Natural Resources, FN 2 (DNR). The fiscal
note had zero expenditures and brought in revenues totaling
$3.852.2 mllion in FY 18.

2:50:22 PM

M. King clarified that the initial fiscal note FN 1 (DNR)
had contai ned an error.

Co-Chair Seaton MOVED to REPORT SB 30 out of commttee with

i ndi vidual recommendations and the acconpanying fiscal
note. There being NO OBJECTION, it was so ordered.
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SB 30 was REPORTED out of conmmittee with a "do pass"”
recommendation and wth one previously published fiscal
i npact note: FN2 DNR

2:51: 26 PM
AT EASE

2:52: 14 PM
RECONVENED

#hb115
HOUSE BI LL NO. 115

"An Act relating to the permanent fund dividend;
relating to the appropriation of certain amounts of
t he earnings reserve account; relating to the taxation
of income of individuals; relating to a paynent
agai nst the individual income tax from the pernanent
fund dividend disbursenment; repealing tax credits
applied against the tax on individuals wunder the
Alaska Net Incone Tax Act; and providing for an
effective date.”

2:52:21 PM

N AVENDVENTS

2:52: 57 PM
AT EASE

2:53: 38 PM
RECONVENED

Representative WIson W THDREW Anendnent 16, 30-LS0125\E. 23
(Nauman, 3/12/17) (copy on file) and Amendnent 17, 30-
LSO0125\ E. 22 (Nauman, 3/10/17).

Representative WIlson MOVED to ADOPT Anendnent 18, 30-
LS0125\ E. 39 (Nauman, 3/17/17).

Page 1, line 5, follow ng “Act;”:

2 lInsert *“authorizing an advisory vote to approve
| egislative action that appropriates noney from the
earnings reserve account for a purpose other than a
paynent of a permanent fund dividend;”

Page 10, followi ng |ine 24:
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Insert a new bill section to read:
Sec. 16. The uncodified |aw of the State of Al aska is
anended by adding a new section to read:

ADVI SORY VOTE. At the next primary election to be held
in substantial conpliance with the election |aws of
the state, including absentee voting and the
preparation, publication, and mailing of an election
panphl et under AS 15.58, the |ieutenant governor shal

pl ace before the qualified voters of the state a
guestion advisory to the legislature and the governor.
The election panphlet for the special election nust

conply wth AS 15.58.020(a) (6), including the
requirenent that it contain statenents that advocate
vot er approval or rejection of the question.

Notwi t hstanding AS 15.80.005 and other laws relating
to preparation of the ballot proposition, the question
shal | appear on the ballot in the follow ng form

QUESTI ON

Should the legislature appropriate noney from the
permanent fund earnings for a purpose other than a
paynent of a permanent fund dividend?

Yes [ ] No [ ]”
Renunber the followi ng bill sections accordingly.

Page 10, |ine 29:
Del ete “15, and 16~
| nsert “and 15 - 17"

Page 10, line 3l:
Delete “see. 177
| nsert “sec. 18"

Representati ve G enn OBJECTED for discussion

Representative WIson spoke to the amendnent. She expl ai ned
that the anendnent <called for an advisory vote. She
referenced a nenorandum from Legislative Legal Services
dated March 17, 2017 related to advi sory votes.

2:54: 40 PM
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Co-Chair Seaton noted the |anguage, at the next primary
el ection" and indicated that the next primary election was
schedul ed in August of the followng year [2018]. He asked
whether that was the anendnment sponsor's intention.
Representative WIlson replied in the affirmative. She felt
that the tax discussion was "conplex" and did not want to
"rush."” She added that if |egislation was passed, the del ay
allowed tinme to access whether it was working.

Co-Chair Seaton spoke in opposition to the anmendment. He
felt that the inpending vote would delay the "imredi acy of
t he discussion and the devel opnent of the bills." He voiced
that a referendum procedure was available if the public
di sapproved of the approach chosen by the legislature. He
t hought that the vote lead to a "blind trail” and did not
allow the legislature to address the issue and nove forward
with a plan.

Representative Neuman supported the anmendnent and all uded
to public sentinment towards the Permanent Fund Dividend
(PFD). He stated that there were nmany diverse views on how
the Permanent Fund should be used. He believed that the
advi sory vote "was a good idea" and that "the public should
have the chance to decide.” He indicated that the fate of
the legislation Co-Chair Seaton referred to was uncertain.
He reported that according to the Departnent of Revenue the
state had over $15 billion in reserves; $10.6 billion in
the Earning Reserves Account (ERA) and $4.5 billion in the
Constitutional Budget Reserves (CBR). He noted that the
deficits were running $3 billion. He did not support using
the Permanent Fund to fund governnent while the reserves
wer e high

2:59: 04 PM

Representative Cuttenberg testified in opposition to the
anendnent. He shared his concerns regarding the issue. He
spoke to the prior and current process of attenpting to
address the problem through creation of an endowrent to
create a revenue stream while reserves dw ndl ed each year a
plan was not adopted. He stated that the anendnent was
merely an advisory vote and relayed that the public m ght
introduce their own referendumresulting in two neasures on
the ballot posing the same question. He thought public
opinion was diverse and that an advisory vote was not
hel pful especially one and half years away. He believed
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that it was inperative for the legislature to take
i medi at e action.

Representative Pruitt believed there would be an advisory
vote whether it was proposed by the legislature or put
forward in a referendum He supported the anendnent. He
enphasi zed his strong support for an advisory vote. He
determ ned that public disapproval of actions taken by the
| egislature would nore "carefully” guide the policy. He
believed that many politicians had created a m nd set over
30 years that the Permanent Fund would never be used to
fund governnent. He believed that the anendnent allowed
public participation and as a result "kept the |egislature
on track no matter" what action was taken.

3:03:43 PM

Representative Tilton spoke in favor of the anendnent. She
recounted that the conmttee had heard discussions about
timng. She related that prior |egislatures had discussed
an advisory vote on the matter. She w shed that the vote
had already taken place and wanted the public to have a
voi ce on the issue.

Vice-Chair Gara was opposed to the amendnent. He discussed
that part of the legislature's job was to ensure it "did
not fool the public." He remarked that the roughly $9
billion in the Permanent Fund Earni ngs Reserve Account was
referred to as savings. He noted that at the end of the
current fiscal year the state's savings bal ance would be $3

billion I ower and depleted in the following fiscal year. He
rem nded the conmittee that the balance started at $17
billion. There ultinmately would not be sufficient noney to

pay a dividend if ERA funds were expended |ike savings -
even with the inplenentation of "radical budget cuts.” He
wanted to work together to determine a way to protect the
di vi dend.

3:06: 10 PM

Representative WIson provided closing comments on the
anendnent. She believed it was a good thing the vote would
not happen imediately. She did not view the vote as
sl owi ng down or stopping anything. She wanted the public to
be nore engaged. An advisory vote would open a dial ogue
with the public. She stated the vote would force
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| egislators "to have a specific conversation with their

constituents."”

3:09:26 PM

Representative G enn MAI NTAI NED hi s OBJECTI O\
Aroll call vote was taken on the noti on.

IN FAVOR: Pruitt, Neuman, Tilton, WI son
OPPCOSED:

The MOTI ON FAI LED (4/7).

3:10: 04 PM

Representative WIlson MWED to ADOPT Anendnent 19,
LS0125\E. 38 (Nauman, 3/17/17).

Page 1, line 5, followng “Act;”:

30-

Insert “authorizing an advisory vote on |egislative

action that inposes an incone tax;”

Page 10, followi ng line 24:
Insert a new bill section to read:

Sec. 16. The uncodified |law of the State of Al aska is

anended by adding a new section to read:

ADVI SCRY VOTE. At the next primary election to be held
in substantial conpliance with the election |aws of

the state, including absentee voting and

t he

preparation, publication, and mailing of an election
panphl et under AS 15.58, the |ieutenant governor shal

pl ace before the qualified voters of the state a
guestion advisory to the legislature and the governor.
The election panmphlet for the special election nust

conply wth AS 15.58.020(a) (6), i ncl udi ng

t he

requirenent that it contain statements that advocate
vot er appr oval or rejection of t he guesti on.
Not wi t hstanding AS 15.80.005 and other laws relating
to preparation of the ballot proposition, the question

shal | appear on the ballot in the follow ng form

QUESTI ON
Should the legislature appropriate noney from

t he

permanent fund earnings for a purpose other than a

paynment of a pernmanent fund dividend?
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Yes [ ] No [ ]”
Renunber the followi ng bill sections accordingly.

Page 10, |ine 29:
Del ete “15, and 16~
| nsert “and 15 - 17"

Page 10, line 3l:
Delete “see. 177
| nsert “sec. 18"

Co- Chair Seaton OBJECTED for discussion.

Representative WIlson spoke to the amendnent. She conmented
that the anmendnment called for an advisory vote on
| egi sl ative action that inposed an incone tax.

Representative Quttenberg opposed the anendnment. He voiced
that his constituents wanted himto act and he did not want
to second guess the decision by seeking an advisory vote.
He supported the public's use of the referendum process to
regi ster disapproval of actions taken by the |egislature.

3:11: 41 PM

Representative Neunman supported the amendnent. He related
that his constituents rated an inconme tax as their |east
favorable way to fund governnent. He favored an advisory
vote. He felt that an incone tax took noney out of the
econony at a tinme when a recession was inpendi ng.

Co-Chair Seaton was opposed to the amendnent. He did not
believe it was very useful to offer generic |anguage on the
ballot that would result in a "generalized opinion." He
communi cated that an incone tax could be constructed in
many ways and specific details wuld generate a nore
informed response. He believed the ballot nmeasur e
incentivized delay and interfered with forward novenent on
use of an incone tax to solve the fiscal problens.

Representative Pruitt did not believe the structure of an
income tax mattered to the public. He opined that the
public had a fundanental reaction and the discussion was
"psychol ogical.” He declared that the vote would reveal
that "the people did not want an incone tax." He believed
the legislature would find "the overwhelmng mjority" of
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voters opposed to an incone tax. He did not think that a
vote del ayed action taken on the budget. He was not afraid
of hearing from"the people”" in an advisory vote. He wanted
to speak for the people he represented and voiced that the
"best" polling was the results fromcitizens voting.

3:17: 32 PM

Representative Kawasaki relayed that in 2015 the Rasnuson
Foundation perforned a poll that included questions
regarding an incone tax. The poll had asked the public

whet her they supported an incone tax. A large nmjority
di sapproved unless the tax only applied to individuals in
the over $100,000 inconme group. He deduced that the
structure of an inconme tax would affect the outcone of an
advi sory vote.

Vice-Chair Gara spoke in opposition to the amendnment. He
believed that the amendnents "prevented |egislators from
leveling with the public.” He related that an inconme tax or
permanent fund restructuring (no dividend distribution)
al one would not solve the fiscal problem He declared that
he had wanted a larger dividend than the anmount Al askans
received the prior year. He stated that the budget deficit
was so |arge the concept was beyond conprehension for nmany.

He voiced that the issue "was not a political thing." He
reiterated that single fixes like a sales tax or "radica

cuts" to the budget did not solve the fiscal problem The
state woul d run out of savings soon.

Representative Neuman asked that the discussion renmain
focused on the anmendnent.

Co-Chair Foster requested that Vice-Chair Gara restrain his
conment s.

Vice-Chair Gara did not support putting part of a fisca
plan to a public vote. He thought the advisory vote would
mslead the public. He <characterized the issue as a
"massive" math problem that would lead to a 10-year
recession.

3:22: 01 PM

Representative WI1son provided concluding coments on the
anendnent. She did not know "when it had beconme a crine to
ask the public what they wanted."” She felt that she engaged
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in honest discourse with her constituents. She stated that
taxing a person's income was ‘“"specific" and was a
significant and inportant issue. She welconed the public's
opi nion on the matter.

3:24: 31 PM

Co- Chair Seat on MAI NTAI NED hi s OBJECTI ON

Aroll call vote was taken on the notion.

IN FAVOR. Pruitt, Neunman, Tilton, Thonpson

OPPCSED: Otiz, Gara, Genn, CGuttenberg, Kawasaki, Foster,
Seat on

The MOTI ON FAI LED (4/7).

3:25: 07 PM

Representative Pruitt MOVED to ADOPT Anendnent 12, 30-
LS0125\E. 27 (Nauman, 3/10/17) (copy on file):

Page 1, line 1, follow ng “dividends;’:

Insert ‘relating to the nmanagenent of the budget
reserve fund;”

Page 1, following line 9:

Insert a new bill section to read:

“Sec. 2. AS 37.10.430(c) is anended to read:

(c) A special subaccount is established in the budget
reserve fund (art. IX sec. 17. Constitution of the
State of Alaska). Mney in the subaccount shall be
invested to vyield higher returns than mght be
feasible to obtain with other noney in the budget
reserve fund. [IN ESTABLISHING OR MODIFYING THE
| N\VESTMENT POLI CY

11 FOR THE SUBACCOUNT |IN THE CONSTI TUTI ONAL BUDGET
RESERVE FUND, THE COWMM SSI ONER OF REVENUE SHALL ASSUVE
THAT THOSE FUNDS W LL NOT BE NEEDED FOR AT LEAST FI VE
YEARS.] Incone earned on noney in the subaccount shall
be retained in the subaccount by the departnent.”

Page 10, |ine 18:
Delete “sec. 117
| nsert “sec. 12"

Page 10, |ine 19:
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Delete “sec. 117
| nsert “sec. 12”7

Page 10, |ine27:
Delete *secs. 2 - 9” in both places
I nsert “secs. 3 - 10” in both places

Page 10, |ine 29:
Delete “Sections 1 - 9, 15, and 16"
| nsert “Sections 1, 3 - 10, 16, and 17"

Page 10, line3l:
Delete “sec. 177
| nsert “sec. 18"

Co- Chair Seat on OBJECTED

Representative Pruitt spoke to the amendnent. He related
that CBR funds were conservatively nmanaged under a five-
year |imt based on a potential need for liquidity. He
indicated that two years prior Conm ssioner Hoffbeck
(Departnent of Revenue) noved CBR funds to an account that
was nanaged nore conservatively so that the funds were
readily available for expenditure. However, the account was
"maki ng | ess noney." The anendnent allowed funds not deened
necessary in the short termto be managed nore aggressively
in the hopes of gaining higher earnings. In addition, the
funds nust remain in a type of account that kept the funds
readily avail abl e for expenditure.

3:28: 35 PM

Co- Chair Seaton thought the anmendnment seened |ogical, but
he wanted to see how it worked wthin the revenue
restructuring act.

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE

answered that the anmendnent worked within the framework of
the restructuring act in two distinct ways. He explained
that by allowing greater flexibility in the way the funds
were invested increased the return on investnent. Secondly,

the Permanent Fund restructuring conponent required a draw
from the Ear ni ngs Reserve  Account ( ERA) but t he
adm nistration did not want the Alaska Permanent Fund
Corporation (APFC) to change its investnent practices. The
draw required "cash nanagenent on the treasury side" and
the CBR played a critical role. The flexibility within the
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CBR allowed a structure to becone a "cash managenent
vehicle,” ensuring liquidity needs. He reiterated that the
CBR would be a critical tool in the restructuring process
for cash nmanagenent, but the anendnent allowed for "greater
returns” as well.

Vice-Chair Gara favored the provision. He asked for
verification that the anmendnent nade no sense if a revenue
plan was not adopted. He noted that current spending from
the CBR necessitated short-term |ow interest investnents.
Comm ssi oner Hof fbeck answered in the affirmati ve. He added
that w thout restructuring, the CBR funds were needed
within two years and would be kept "liquid and secure.” He
restated that if no restructuring occurred, the CBR woul d
be gone in two years. Vice-Chair Gara asked whether 1 or 2
percent interest was expected on short term investnents
versus 8 or 9 percent on long term investnents.
Comm ssi oner Hof f beck answered that the earnings were about
2 percent. Vice-Chair Gara supported the anendnent. He
stated that the CBR could only be invested in the |ong-term
if the legislature found ways to increase revenues and not
deplete the fund. Conmm ssioner Hoffbeck replied in the
affirmative.

3:33: 06 PM

Representative Neuman asked for verification that the
| egislature had the ability to use the ERA to fund

gover nment . Comm ssi oner Hof f beck responded in t he
affirmative. Representative Neuman asked whether the
balance of the ERA was approximately $10 billion.
Comm ssi oner Hof f beck agr eed W th t he st at enent .

Representati ve Neuman deduced that between the bal ance of
the CBR, which totaled approximately $4.6 billion and the
ERA conbined the state would not run out of reserves in two
years. Conm ssioner Hoffbeck answered that the question
pertained exclusively to the CBR Representative Neunman
asked whether the anendnent changed the investnent and
managenent rules governing the CBR  Comm ssioner Hoffbeck
answered that the subaccount and the main account woul d be
invested differently fromthe other. The main account would
be secure and liquid because it was assuned that it would
be used sonetine within a five-year period. The subaccount
woul d be invested nore aggressively for a longer term
Representative Neuman asked if the noney was "locked up in
a subaccount™ the fund would not be expendabl e.
Conmi ssi oner Hof fbeck answered CBR funds would not be
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placed in a subaccount if he determ ned the noney would be
needed within five years. He added that the idea behind
elimnating the five-year requirenent but maintain a

subaccount allowed for a nore "progressive" investnent
policy; having three-year, four-year, five-year and over
i nvestnments, opposed to a hard 5-year line for keeping
nmoney |iquid. Representative Neuman wondered how the

adm nistration wuld know the state's future financial
needs. He spoke to the crash in oil prices that had caused
the current recession. Comm ssioner Hoffbeck answered that

the five-year provision was not a five-year "l|lockup"” of
funds but nore of a mndset on the amount of risk the state
was willing to accept. The subaccount could be invested in

a higher risk portfolio with high or Iow swings but could
be and index fund that was accessi bl e anyti ne.

3:38: 02 PM

Representati ve Neuman asked whether DOR would have to pay
penalties if the funds were used "earlier." Conmm ssioner
Hof f beck answered in the negative. Representative Neunman
thought that the legislature adopted a statute that
mandated CBR managenment by APFC. Conmi ssioner Hoffbeck
answered that it was contained in the Permanent Fund
Protection Act [SB 26 Approp Limt & Per Fund: Dividend;
Earni ngs]. Representative Neunman suggested APFC nanagenent
of the CBR as another option. He reiterated that the
| egi sl ature should allow the APFC to nmanage the fund. He
noted that the APFC recently hired nore fund managers whil e
DOR lost positions. Comm ssioner Hoffbeck answered that
currently the APFC did not have the sanme cash managenent
structure as DOR He explained that the departnent managed
$400 million worth of funds nonthly that was structured to
allow funds to mature and becone avail abl e when necessary.
The APFC managed one fund. He indicated that noving the CBR
to the Permanent Fund was inefficient since DOR maintai ned
all the other accounts' nanagenent and treasury functions.
He informed the commttee that DOR s staff was perfectly
capabl e of managi ng the noney and had outperforned the APFC
22 years out of the last 30 years. He sunmmarized that the
APFC "had a different investnment nandate. He shared that
Angel a Rodell, Executive Director, Alaska Permanent Fund
Corporation had testified that she would invest the CBR in
a simlar manner as DOR The departnent perforned a study
recently that showed a simlar outcone whether DOR or APFC
managed the CBR He concluded that cash nmanagenent was the
treasury's duty so CBR nmanagenent should remain with DOR
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3:41:56 PM

Representative Neuman asked for verification that the
anmendnent woul d not change the investnent "sideboards" that
governed how the departnent managed the CBR  Conmm ssioner
Hof f beck replied that the anendnent provided increased
flexibility versus the "hard Iline" of five years.
Representative Neuman thought it was probably a good
anendnent. He related that he had received information
regarding a proposed bond sale from the prior year. He
offered that if the $3.4 billion bonds sale proceeded the
state would have lost $278 mllion. Conm ssioner Hoffbeck
responded that the Pension bligation Bonds (POB) would
have been sold the previous fall when the market was | ow.
He indicated that the POB sale would have been the | owest
in history; the "all in" rate was in the 3.5 to 3.7 percent
range on twenty-year notes. He noted that the stock market
returns since then were over 14 percent. The bonds would
have been sold at the end of a downturn and the start of an
upturn in the stock market. He believed an opportunity had
been m ssed. The state would have needed to make 3.6 or 3.7
percent return on the investments over twenty years to
break even. He determ ned that the proposed sale was "as
close to a safe large-scale investnent that [the state]
possi bly could have had." The |ost opportunity had afforded
a very | ow cost of debt.

3:44: 59 PM

Representative WIlson wanted to understand the anendnent.
She asked for verification that the amendnent allowed DOR
to increase the investnent opportunity 1in the CBR
Comm ssi oner Hoffbeck replied in the affirmative.

Representative Otiz asked whether a potential downside
exi sted. Comm ssioner Hoffbeck answered that DOR was
mandated to follow the prudent investnment rule and would
bal ance risk and reward. He felt that the five-year rule
| ocked up funds and investing was currently "too safe.”

Co-Chair Seaton WTHDREW his OBJECTION. There being NO
OBJECTION, it was so ordered.

Representative Pruitt MOVED to ADOPT Anendnent 13, 30-
LS0125\E. 25 (Nauman, 3/10/17) (copy on file):
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Page 2, line 9:
Del ete “a new subsecti on”
| nsert “new subsections”

Page 2, follow ng line 18:

I nsert a new subsection to read:

‘“(c) In accordance wth AS 37.13.145(b) (1), and
subject to appropriation, 33 percent of the anount
avai lable for distribution under (b) of this section
shall be reserved for dividends. The remainder of the
amount calculated to be available for distribution
under (b) of this section shall be reduced by the
di fference between the anount cal cul ated under (1) of
this subsection and the amount wunder (2) of this
subsection if the amount calculated under (1) of this
subsection exceeds the anobunt under (2) of this
subsecti on:

(1) the total anpbunt of oil and gas production taxes
under AS 43.55.011 - 43.55.180, mneral |ease rentals,
royalties, royalty sale proceeds, net profit shares
under AS 38.05.180(f) and (g), and federal mneral
revenue sharing paynents and bonuses received by the
state frommneral |eases that are deposited into

the general fund in the current fiscal year; (2) the
sum of $1, 200, 000, 000. "

Vi ce-Chair Gara OBJECTED.

3:47: 03 PM
AT EASE

3:52:53 PM
RECONVENED

Representative Pruitt addressed Amendnent 12 related to the
Per manent Fund draw limt. He pointed to a chart from the
Legi slative Finance Division showing two charts [the chart
on the left was titled "UG Revenue w thout Payout Limt"
and the chart on the right was titled "UG Revenue wth
Payout Limt" dated 3/15/17 (copy on file)]. He reported
that the anendnent contained a "nechanisn that ensured
fund growh and dividend growh over tinme. The draw on the
Per manent Fund for governnent expenditures was limted as
ot her revenues increased. He favored the amendnent because
he felt that governnent spending would easily increase as
revenue increased and pointed to historical spending
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patterns to illustrate his point. In addition, he thought
that a draw limt protected the funds growh for the
future. He believed Comm ssioner Hoffbeck was supportive of
t he neasure. He asked Conmmi ssioner Hoffbeck to address the
i ssue.

3:56:17 PM

BRANDON BREFCZYNSKI, STAFF, REPRESENTATIVE STEVE THOVPSON

pointed to a handout distributed by Representative
Thonpson's office that <contained a table addressing a
scenario under HB 115 without the draw limt and with the
draw |imt (copy on file) using information from DOR He
explained that the first row on the chart showed that the
nmedi an beginning of the vyear fund balance for FY 18
(including the FY 17 draw) was $54 billion wi thout the draw
[imt and $54 billion with the draw linmt. The second |ine
depicted the nmedian FY 2041 end of year balance at $91
billion ($54 billion real) nominal amount without the draw
l[imt and $109 billion nom nal anount ($64 billion real)
anount with the draw limt. He pointed out that the third
row contained the nedian FY 2041 net payout to the genera

fund as $2.8 billion ($1.7 billion real) nomnal anount
without the draw limt and $3.3 billion nominal anount
($1.9 billion real) ambunt with the draw limt. The |ast

line portrayed the median FY 2041 dividend per person as
$1, 837 nom nal armount [$1,077 real] without the draw limt
and $2,130 nonminal anmnount [$1,248 real] wth the draw
[imt. He noted that the dividend was calculated at one-
third of the Point of Market Value (POW). He believed that
the dividend anpbunt was consistent wth an adopted
amendnent by Vice-Chair Gara that ensured a $1250 divi dend.

3:59: 54 PM

Representative Kawasaki asked for verification that the
nodel was built to 2041. Comm ssioner Hoffbeck answered in
the affirmative. Representative Kawasaki thought the nunber
seened arbitrary and was far in the future. He requested
"nore near-ternm nodeling.

Vice-Chair Gara surmsed that by 2041 there was a roughly
$500 mllion difference. He deduced that to acconplish the
increase the state had to flat-line the budget between $75
and $105 price per barrel of oil. He did not understand how
to conpare current figures to 2041 "by flat |ining
revenue." Comm ssioner Hoffbeck replied that the inpact of
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flat lining revenue was shown in the differences in the
bal ances wunder a fixed draw. The fixed draw was what
created the additional revenue in the Pernmanent Fund.

Vice-Chair Gara knew that every circunstance could not be
included on a chart. However, for the next five to ten
years f unds wer e necessary for school s, deferred
mai nt enance, and road construction. He wondered if ol
prices reached $75/bbl. or $80/bbl., whether there would be
funds for energy projects in rural areas, school funding
etc. The data on the table did not address the questions,
it nerely showed the anount of noney available in the
Permanent Fund. M. Brefczynski replied that wth nore
nmoney in the fund there would be nore noney for schools and
ot her gover nirent expendi t ur es, whi ch provi ded
sustainability and grew the fund.

Vice-Chair Gara countered that it was only nore noney for
schools if conbined revenues were factored in. The chart
showed nore noney only for the portion of revenue that was
derived from the ERA. Conm ssioner Hoffbeck replied in the
affirmative. He comunicated that enploying Pernmanent Fund
earnings was never intended to be the sole plan. Oher
revenues were intended to also be available to fund
governnent. He reported that the chart was devel oped out of
the fear that spending would "hyperinflate” in high oil
price years. He specified that if the [imt was in place it
was necessary to "ratchet down" the draw in all years and
currently less noney would be available to fund services.
Vice-Chair Gara relayed that the current debate included a
permanent fund restructure only plan. He referred to the
LFD nodel

[ Secretary Note: the nodel was interactive.]

ALEXEI PAI NTER, ANALYST, LEG SLATI VE FINANCE DI VI SI ON
replied the chart's data included the incone tax provisions
in HB 115. He was able to renove the income tax portion
from the nodel. He added that in a response to previous
committee questions the nodel included the inpacts for each
year from FY 18 through FY 26. He nodel ed | ower production
and higher budget figures. He explained that wthout the
income tax or draw limt the budget was not bal anced unti

$85/bbl. of oil. He noted that with the draw linmt the
budget was not balanced until a price of $105/bbl. in FY
18. He showed a simlar situation under HB 115 w thout the
income tax extending out through the years where a deficit
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persisted. He added that with the income tax "the budget
line approximately nmet the flat spot on the expenditure
l[imt in the following years." Production was declining
resulting in less revenue, but the POW was | arger, grow ng
at roughly the rate of inflation.

Vice-Chair Gara asked what the nodel would | ook |ike under
HB 115 without the incone tax in 2024 and wondered how | ong
woul d the deficit |ast.

4:08:18 PM

M. Painter nodel ed one graph under the Senate plan and one
graph depicting Vice-Chair Gara's request and did not
verbally explain the results.

Representati ve Neuman referred to t he chart from
Representative Thonpson's office and asked whether an
addi tional $200 nmillion was available for state expenditure
in 24 years. M. Brefczynski answered in the affirmative
and explained that according to the nodel nore noney woul d
be available for state spending and dividends. He
reiterated that nore noney retained in the Permanent Fund
grew the fund. He specified that the POW draw was based on
a five-year average of the fund.

Representative Neuman asked whether $1.2 billion was the
draw Ilimt. Conm ssioner Hoffbeck responded that $1.2
billion was the amount of oil and gas tax revenue that

triggered a reduction in the Permanent Fund draw, dollar
for dollar. He clarified that the oil and gas tax royalties

activated the draw |limt. Representative Neuman asked
whet her the POW was the amount reserved for the dividend
di stri bution. Conmi ssi oner Hof f beck answer ed in t he

negative. He clarified that the POW was the anount of the
total draw for governnent services and the dividend. The
draw limt reduced the amount for governnent services but
not the anopunt for the dividend. Representative Neunman asked
whet her there was an additional nechanism that added nore
nmoney to the dividends.

4:12: 25 PM

Comm ssioner Hoffbeck replied that as the fund' s value
grew, the 5 percent or 5.25 percent value grew. The nore
nmoney in the fund the larger the dividend.
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Representative Neuman pointed to the LFD chart on the
screen. He noted that the bottomline on the graph depicted
the state still running over a $1 billion deficit in 24
years. M. Painter clarified that the slide showed a
scenario without the incone tax, with the inconme tax the
deficit disappeared when the price of oil rose to $75/bbl.

Representative Otiz asked whether DOR included a rate of
inflation for the figures through 2041. Comm ssi oner
Hof f beck answered that the inflation rate was factored in
at 2.25 percent. Representative Otiz asked whether a
higher inflation rate inpacted the nodel. Conmm ssioner
Hof fbeck replied in the affirmative. He concluded that
hi gher 1investnent returns acconpanying the high rate of
inflation would balance out the effect on the budget.
Representative Otiz understood the deficit scenario
wi thout an inconme tax. He wondered what the "opportunity
cost” of an extended deficit was. Conmm ssioner Hoffbeck
ascertained that the other savings would be expended first
| eavi ng unplanned draws from the ERA. Representative Otiz
asked whet her other revenue was necessary under a scenario
with an extended deficit. Conm ssioner Hoffbeck answered
that the assunption was revenue or budget cuts were
necessary. He added that the Permanent Fund al one was not
sufficient to resolve the entire issue.

Co-Chair Seaton asked M. Painter to adjust the LFD chart
on the screen. He requested that a reduction of fifty cents
on the dollar was nodeled. Co-Chair Seaton reported that
the results increased revenue at $90/bbl. of oil at a nore
rapid rate, but the deficit increased.

Representative WIson requested nore information about the
changes to the Excel chart and how they related to the
amendment .

Representative Pruitt explained that the sum of $1.2
billion sum was found under subsection (c) (2) [line 19] on
page 1 of the anmendnent and Co-Chair Seaton's scenario
changed the $1.2 billion to $1.5 billion on line 19. He
cited subsection (c) on lines 9 through 13 of the anendnent
and read the followng {line identifiers included]:

..The remainder of the anobunt calculated to be
avai lable for distribution under (b) of this section
shall be reduced by the difference between the anount
cal cul ated under (1) of this subsection and the anount
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under (2) of this subsection if the anount calcul ated
under (1) of this subsection exceeds the anpbunt under
(2) of this subsection:

Representative Pruitt referred to the sum from the
calculation in subsection (1) of subsection (c) [the tota
anount of oil and gas production tax] and that sum was
reduced $1.00 per every dollar beyond the specified anmount
of revenue in (2) (c), $1.2 billion [from oil and gas
production tax]. In Co-Chair Seaton's scenario the dollar
for dollar was reduced to a corresponding fifty-cent
reducti on.

4:19: 52 PM

Co-Chair Seaton continued with his questions about the LFD
chart. He asked what the charts would | ook |ike over tine.

Representative Neuman saw that the UG- budget slowy
i ncreased. He asked whether the increase was related to the
2.5 percent rate of inflation. M. Painter answered that
the nodel assuned a flat operating budget for the next two
years subsequently increasing with inflation. He indicated
that debt service was not increasing with inflation due to
the pause in school debt rei mbur senent, but state
retirement increased. The entire budget did not grow with
the rate of inflation but did increase close to the
inflation rate under the nodel

Co-Chair Seaton requested that he take the $1.5 billion
revenue limt input to $2 billion. He reported that kicked
in at $95/bbl. of oil. He asked M. Painter to return to
the 50 cents on the dollar scenario. He nentioned the
change would provide greater security for elimnating
budget deficits and nmaking up capital projects. He asked
whet her the changes he nmade were unadvi sable. Conm ssioner
Hof f beck responded that he could provide further nodeling
but deduced that the change mght require a "lower base
draw to avoid increasing the failure rate. Co-Chair Seaton
indicated that his scenario |ooked favorable and requested
that he provide additional nodeling. Comm ssioner Hoffbeck
agreed to provide the information.

Representative Pruitt interjected that the nodels indicated
the potential for failure and the potential to erode the
Permanent Fund. He related that the nodel included the
different plans. He noted that with a full fiscal plan in
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2041 the likelihood of failure was only 1.43 percent wth
the draw limt. Wthout the draw limt, the likelihood of
failure was 8.6 percent. The legislature could nanipul ate
the Permanent Fund to achieve many desired results. He
voi ced that a decision was needed on what the main goal of
the fund was. He requested that the additional nodeling
include how the failure rate changed. He enphasized that
the failure rate of the ERA was very inportant.
Comm ssi oner Hoffbeck responded that sone of the other
things to be considered was if the draw |limt was set at a
hi gher threshold and the dollar for dollar scenario was
reduced the inpact would affect the four tinmes draw because
reserves would grow slower and inflation proofing would be
inpacted. In addition, volatility increased.

Representative Genn asked whether the scenario produced
nore for gover nnment spendi ng. Comm ssi oner Hof f beck
responded that if the draw limt was renoved, revenue
increased in certain years. The revenue spikes could
increase overall spending and threaten sustainability as
revenue dropped again.

4:30:59 PM

M. Brefczynski interjected that if the threshold was
raised and lowered to fifty cents on the dollar, the real
value of the Permanent Fund woul d decrease. He noted that
HB 115 reduced the royalty contributions to the fund and
elimnated the statutory inflation proofing relying on the
four times rule to grow He deduced that w thout the four
times rule triggering because the ERA expenditure increased
it was also less likely to inflation proof. He concluded
that raising the threshold and |owering the offset to fifty
cents on the dollar would result in a smaller Pernmanent
Fund, smaller POW, and a smaller dividend.

4:32:43 PM

Vice-Chair Gara comented that all the npbdeling was
academc if the Senate's plan w thout additional revenue
was adopted. He requested M. Painter nodel the Senate
pl an.

Representative WIson contended that nodeling other bills

and going off topic of the amendnent was confusing. She
want ed to understand how t he anendnent worked with HB 115.
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4:34:14 PM
AT EASE

4:34:44 PM
RECONVENED

Co- Chair Foster would all ow the digression.

Vice-Chair Gara wanted to recognize that currently there
was a difference of opinion in the |egislature. He wondered
how a draw imt would inpact a plan that only restructured
the permanent fund. He asked for a nodel of a pernmanent
fund only plan. He asked for the projected nunbers in 2024.
Vice-Chair Gara asked whether the state retained a deficit
until $95/bbl. with the draw limt. M. Painter responded
that he was correct. Vice-Chair Gara asked if the CBR
bal ance would last until 2024 under a permanent fund only
plan. M. Painter comented that under HB 115 wi thout an
income tax the CBR lasted through FY 26. Vice-Chair Gara
did not want to consider the anmendnent until a fiscal plan
was adopted. He believed the provision kept the state in
austerity w thout increased revenue.

Representative Neuman cited the 50 <cents per dollar
scenario. He wondered what "volatile cash" [volatile
revenue] was. M. Painter explained that the revenue that
fell under the limt was the production tax and
unrestricted general fund royalties and did not include
ot her revenue sources. Representative Neuman interpreted
that without the Iimt there was nore revenue in general.
M. Painter responded that the POW payout would be reduced
under the limt under high oil prices and the funds would
remain in the ERA

M. Brefczynski interjected that besides price, production
would also influence the draw. Representative Neunan was
aware of the statenent.

Representati ve Neuman observed that in future years the
POW payout wth the limt disappeared. He asked for
clarification. M. Painter responded that the nodel only
portrayed FY 18. He delineated that the graph represented
that as oil price increased a smaller POW draw was
necessary; in the scenario it was fifty cents on the
dollar. He commented that with every additional dollar of
volatile revenue the POW draw was reduced by fifty cents.
He sunmarized that within FY 18 the dollar for dollar
provi sion substituted one type of revenue for another; the
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hi gher oil revenue for POW funds. Representative Neuman
asked whether the dividend check would also increase at a
greater rate. M. Painter replied that would not be the
case for FY 18. However, leaving nore noney in the fund
woul d eventually increase the dividend anpbunt based on a
five year average.

Co-Chair Foster reviewed the agenda for the follow ng
meet i ng.

HB 115 was HEARD and HELD in committee for further
consi derati on.

Co-Chair Foster addressed the schedule for the follow ng
neeti ng.

#
ADJ OURNVENT

4:43: 01 PM

The neeting was adjourned at 4:43 p. m
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