SENATE FI NANCE COWM TTEE
March 8, 2017
9:04 a. m

9:04:29 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:04 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senat or Anna MacKi nnon, Co-Chair
Senator Cick Bishop, Vice-Chair
Senat or M ke Dunl eavy

Senator Peter M cciche

Senat or Donny O son

Senat or Nat asha von | mhof

VEMBERS ABSENT

None

ALSO PRESENT

Rob Car pent er, Fi scal Anal yst Legi sl ative Fi nance
Di vision; Al exei Pai nt er, Fi scal  Anal yst, Legi sl ative
Fi nance Division; Senator Bert Stednman.

SUMVARY

SB 21 PERMANENT FUND: | NCOVE; POW: DI VI DENDS
SB 21 was HEARD and HELD in commttee for further
consi derati on.

SB 26 PERM FUND: DEPCSI TS; DI VI DEND; EARNI NGS
SB 26 was HEARD and HELD in conmittee for further
consi derati on.

SB 70 APPRCP. LI M T/ BUDGET PROCESS/ PERM FUND

SB 70 was HEARD and HELD in conmmittee for further
consi derati on.



#sb21
#sb26
#sb70

SENATE BILL NO. 21

"An Act relating to appropriations from the incone of
the Al aska permanent fund; relating to the calcul ation
of permanent fund dividends; and providing for an
effective date."

SB 21 was HEARD and HELD in commttee for further
consi derati on.

SENATE BILL NO. 26

"An Act relating to the Alaska Pernmanent Fund
Corporation, the earnings of +the Alaska pernmanent
fund, and the earnings reserve account; relating to
the nmental health trust fund; relating to deposits
into the dividend fund; relating to the cal cul ation of
permanent fund dividends; relating to wunrestricted
state revenue available for appropriation; and
providing for an effective date."

SB 26 was HEARD and HELD in commttee for further
consi derati on.

SENATE BILL NO. 70

9: 05:

"An Act relating to an appropriation limt; relating
to the budget responsibilities of the governor
relating to the Al aska permanent fund, the earnings of
the Al aska permanent fund, and the earnings reserve
account; relating to the nental health trust fund;
relating to deposits into the dividend fund; relating
to the calculation and paynent of permanent fund
di vidends; and providing for an effective date."

SB 70 was HEARD and HELD in commttee for further
consi derati on.

43 AM
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ROB  CARPENTER, FI SCAL  ANALYST, LEG SLATI VE  FI NANCE
D VISION, (LFD) introduced hinself.

ALEXEI PAI NTER, FI SCAL  ANALYST, LEGQ SLATI VE  FI NANCE
DI VISION, introduced hinself.

9:05:51 AM

M. Carpenter discussed the docunent titled, "Model OQutput
Conmparison by Bill" (copy on file). He pointed out to the
commttee that the docunent laid out the status quo, SB 21,
SB 26, and SB 70 scenarios. He that the Ofice of Budget
and Managenent 10-year plan had been added into the
assunptions on the page. He rem nded the commttee that the
slide was only one picture, with different assunptions than
in previous nodel runs. He stated that the only bill that
contained an FY 17 percentage of nmarket value (POW) draw
was SB 26, because of the inmmediate effective date. He
stated that SB 70 had an effective date of July 1, 2018,
and the division had not assumed an FY 17 draw for the
nodel . He relayed that the Alaska Pernmanent Fund
Corporation's (APFC) realized gains of 90 percent had been
used in the nodel because it provided a nore realistic
scenario for the status quo; nore returns would be realized
to pay for governnent.

9:07:47 AM

M. Carpenter noted that the wunrestricted general fund
revenue (UGF), UGF budget, and the fiscal deficit before
POW remained identical for all scenarios, wth $1.6
billion if revenue in FY16. He noted that the nodel gave
nunbers for FY 18 and FY 26, with SB 26 and SB 70
reflecting a reduction in royalty revenue going to the
permanent fund and an additional $50 mllion to $70 million
deposited into the general fund. He stated that the UGF
budget assuned $4.3 billion in FY 18, and $4.9 billion in
FY 26, as related to the OB 10-year plan growh
expectations. He furthered that this would provide a fiscal
deficit in FY 18 of $2.7 billion and $2.9 billion in the
out years, and was slightly different in SB 26 and SB 70,
due to the royalty change to the general fund. He continued
that lines 7 thorough 9 conpared the POW and the split
bet ween dividends and governnent. He relayed that SB 21
offered 4.5 percent with a 50/50 split with 2.25 percent
being the mnimm going to the permanent fund dividend. He
stated that SB 26 offered an 80/20 split with the caveat
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that an additional 20 percent from UG- royalties went to
the permanent fund dividend. He related that SB 70 was
currently 75/25 split between the governnent and the
di vi dend, respectively.

9:10: 04 AM

M. Painter noted that in FY 18, both SB 26 and SB 70 had
m ni mum dol | ar anmount di vi dends of $1000; while the fornula
showed a 75/25 percent split, the dividend would be $1000 -
hi gher than 25 percent.

9:10: 35 AM

M. Carpenter relayed that the only change between SB 26
and SB 70 regarding POW was the decrease to 5 percent; the
state would see 3 years a 5.25 percent and then drop wo 5
percent in the out years. Lines 11 through 13 offered the
dividend dollar appropriation amount, which was $1.5
billion in FY 18, and $1.9 billion by FY 26, under the
status quo. Under SB 21 the dividend appropriation would be
$1.082 billion in FY 18, rising to $1.4 billion in FY 26.
Under both SB 26 and SB 70, there would be $700 million and
$800 million appropriated, respectively. He noted that the
next |line showed the anobunt going to governnent (line 12).
He shared that under the status quo nothing would go to
government in FY 18, but the assunption had been nade that
the deficit fromthe ERA would need to be filled in FY 26,
totaling $2.7 billion. He said that SB 21 would assune a
50/50 split because of the need for noney to pay for
gover nnent .

M. Carpenter continued to discuss the nodel output
conparison by bill using the follow ng notes/assunptions:
OVMB 10-year plan for operating budget; FY 17 POW draw for
SB 26 only (other bills effective July 1, 2017); APFC s 90
percent realized gains.

9:14:52 AM
AT EASE

9:22:39 AM
RECONVENED

9:22:47 AM

Senator Dunleavy queried the assunptions enbedded in the
nodel . He assuned that the nodel was based on the OWB 10-
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year revenue forecast, and wondered whether there were
assunmed reductions reflected in the nodel.

M. Painter replied that the assunption was based on the
DOR Fall 2018 Revenue Forecast, with adjustnents. He stated
that the first adjustnent was the higher percentage of
royalties going to the general fund under SB 26 and SB 70.
He said that the second assunption was in the budget
baseline that reflected the statutory mninmm of tax
credits being paid out each year, one inpact of which would
be that nore of them would be used against tax liability.
He said that the budget that the division was assum ng used
OWB' s 10-year plan for the operating budget, which had
smal | reductions over the next 3 years, and then grew with
inflation at 2.5 percent. He furthered that OWB s 10-year
plan assuned that the state would begin bonding for the
capital budget, which was conplicated, so the division had
assuned a flat capital budget of $180 mllion per year
begi nning in FY 109.

9:24:31 AM

Senat or Dunleavy understood that the nunbers were for
nodel i ng purposes only, and that the senate had not adopted
the OVB 10-year projections.

Co- Chai r MacKi nnon replied in the affirmative, and
explained that the division was attenpting to provide an
apples to apples conparison of the three bills before the
commttee and the status quo.

9:24:52 AM

M. Carpenter explained that one of the reasons that the
di vision used the OVB 10-year plan was that the last tine
they presented nodel output there had been feedback that
grow h should be built in. He said that a flat budget had
been assumed wunder the scenarios because of natura
inflationary pressures. He noted that there was pressure
for a decreasing budget. He stressed that the nodel was no
nore realistic than any other projections, but was another
poi nt of view.

9: 25: 44 AM
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Senat or Dunl eavy assumed that the nethodol ogy the division
used for the overall permanent fund calculation was
different fromwhat the corporation itself used.

M. Painter replied that for this nodel the nethodol ogy was
nearly identical. He added that nore conservative nunbers
for realized earnings had been used in other nodeling, but
this version was very simlar.

9:26:27 AM

Senator M cciche wondered why 2.5 percent had been used
i nstead of 2.25 percent.

M. Painter replied that OMB had used 2.5 percent. He noted
that the Governor's budget assumed the adoption of a notor
fuel tax increase, and the division nodel did not because
the bill was not currently in commttee.

9:27:32 AM

Senator M cciche understood that the conparisons were all
appl es to appl es except for the POW draw for SB 26.

M. Painter agreed.

9:27:58 AM

Senator Dunleavy queried the projected deficit in FY 26,
under each scenari o.

M. Carpenter directed commttee attention to Line 5 of the
nodel output conparison. The line reflected the fiscal
deficit before POW under each scenari o.

9:29:47 AM
AT EASE

9:31:49 AM
RECONVENED

9:31:57 AM

M. Painter |ooked at Line 21, which offered figures for
the CBR bal ance at the end of the year under each scenario.
He noted that the CBR would be gone by FY 26 under the
status quo and SB 21. SB 26 and SB 70 differed, SB 26
offering the higher balances in FY 18 and FY 26. He
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continued to the ERA end of the year bal ance, which offered
simlarities between SB 26 and SB 70; however, SB 26
provi ded t he hi gher bal ances.

9:37:43 AM
AT EASE

9:41: 54 AM
RECONVENED

9:42:14 AM

M. Painter |ooked at Line 26, which reflected the
princi pal of the permanent fund. Under the status quo there
was inflation proofing that was tied to the actua

inflation value going from the ERA to the principal, in
addition to 30 percent royalties. He said that the
principal would grow from $46.5 billion to $60 billion
under the status quo. He stated that SB 21 did not have
inflation proofing built in going from the ERA to the
principal, so the only visible growh was in unrealized
gains and the growmh in royalties. He relayed that under SB
26 and SB 70, the inflation proofing nechani sm would be the
4X dr aw.

Co-Chair MacKi nnon encouraged the nenbers to provide
anmendnents to the | egislation.

SB 21 was HEARD and HELD in conmmittee for further
consi derati on.

SB 26 was HEARD and HELD in conmmittee for further
consi derati on.

SB 70 was HEARD and HELD in conmmittee for further
consi derati on.

#
ADJ QURNVENT
9:44:27 AM

The neeting was adjourned at 9:44 a. m
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