SENATE FI NANCE COWM TTEE
March 10, 2017
9:08 a. m

9:08:17 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance
nmeeting to order at 9:08 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

Jerry Burnett, Deputy Comm ssioner, Treasury

Conmittee

Di vi si on,

Department of Revenue; Randall Hoffbeck, Comm ssioner,

Depart ment of Revenue; Senator Bert Stedman.

SUMVARY

SB 21 PERVANENT FUND: | NCOVE; POW,; DI VI DENDS
SB 21 was SCHEDULED but not HEARD.

SB 26 PERM FUND: DEPGCSI TS; DI VI DEND; EARNI NGS

CSSB 26 (FIN) was REPORTED out of committee with

a "do pass" recomendation and wth
fiscal i1inpact notes from Departnent of

two new
Revenue,

and one new fiscal inmpact note from Departnent of
Corrections; and three previous published zero

fiscal notes: FN1 (ADM, FNM (REV),
(ADV) .

and FN5



SB 70 APPROP. LI M T/ BUDGET PROCESS/ PERM FUND
SB 70 was SCHEDULED but not HEARD

#sb26
SENATE BI LL NO. 26

"An  Act relating to the Al aska Permanent Fund
Corporation, the wearnings of +the Al aska pernanent
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."

9: 09: 48 AM

Vi ce-Chair Bishop |ooked at FN 1, which was a zero fisca
note from the Departnment of Admnistration (DOA). He
highlighted FN 2 from the Departnent of Corrections (DOC)

whi ch had fiscal inpact.

9:11: 32 AM

JERRY BURNETT, DEPUTY COWM SSIONER, TREASURY DI VISION
DEPARTMENT OF REVENUE, addressed FN 3, which was drafted by
the Tax Division in the Departnent of Revenue (DOR). He
expl ai ned that the note showed the change from undesi gnated
general fund (UGF) to non-UGF, because of the 5.25 percent
draw, and the reduction in the funding going to the
principal of the permanent fund due to the change of 50
percent to the constitutional 25 percent. He delineated the
changes in revenue over the next three-year period. He
stated that the note would need to be updated for FY 21,
22, and 23, because of the changes in the conmttee
substitute (CS)

9:13: 00 AM

Vi ce-Chair Bishop addressed FN 4, which was zero from the
Departnent of Revenue (DOR). He continued to FN 5, a zero
fiscal note from DOA

9:13: 56 AM

M. Burnett offered an analysis of FN 6, prepared by DOR
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This legislation would nodify how dividends are
calculated and funded. The annual Permanent Fund
Dividend to eligible Al askans would be funded by
appropriation from the General Fund, instead of by
appropriation from the Earnings Reserve. Therefore, a
portion of the additional General Fund revenue woul d
be used to pay annual dividends. The appropriation for
di vidends would be based on a conbination of 20% of
the transfer from the Permanent Fund to the GCeneral
Fund, plus 20% of the value of mneral royalties
received during the year. Over the tine horizon of
this fiscal note, the expected appropriation for
di vidends wunder the stated assunptions would range
from$706 million to $844 million annually.

Co-Chair MacKi nnon solicited anendment from the commttee;
no anmendnents were offered.

9:15:30 AM

Senat or Dunl eavy offered  his understanding  of t he
| egi sl ation. He understood that 25 percent of the
percentage of market value (POW) would be used to pay
di vidends to Al askans.

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
agr eed.

9:16: 15 AM

Senat or Dunl eavy wondered why the word, "transfer" had been
changed to "appropriation.”

9:16: 29 AM

Co-Chair MacKinnon replied that the change constituted a
techni cal amendnment for consistency in state statute. She
added that the change woul d not change the authority of the
governor to veto the bill.

9:16:43 AM

Senat or Dunl eavy surmised that it did not change the nature
of the dividend or its relationship with the pernmanent
f und.

Co- Chai r MacKi nnon agr eed.
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9:16: 57 AM

Senat or Dunl eavy surm sed that under the bill the dividend
woul d be $1000, for the next three years.

Comm ssi oner Hoffbeck replied in the affirmative.

9:17:10 AM

Senator Dunl eavy surm sed that the bill would be a statute,
which would not constitutionally protect the earnings
reserve  of the fund from exploitation by future
| egi sl at ures.

Comm ssi oner Hoffbeck replied in the affirmative. He added
that the legislation would put a structure around the use
of the earning reserved that would prevent an overdraw, but
t hat t he | egi slature would retain t he power of
appropriation.

9:18: 09 AM

Senat or Dunleavy noted that there was a mechanism in the
bill for when oil revenue grew enough to mtigate a draw on
t he permanent fund. He said that theoretically, there could
be so nmuch oil revenue that there would be no draw on the
per manent fund.

Comm ssi oner Hof fbeck responded in the affirmative.

9:18: 37 AM

Senator Dunleavy asked whether a =zero draw from the
per manent fund would bring the dividend to zero.

Comm ssioner Hoffbeck replied that the dividend was
calculated on the nmaxinmum draw, which neant that the
reduction in the amount used on governnent services would
not affect the size of the dividend.

9:19: 00 AM

Senat or Dunl eavy understood that there could be a zero draw
for government spending, but dividends would still be
I ssued.

Conmi ssi oner Hof f beck agreed.
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9:19:10 AM

Senator O son wondered how nuch the dividend anpunt could
be in the future as oil revenues i ncreased.

Comm ssioner Hoffbeck replied that the first three years
woul d be $1000, and as oil revenue increased and tripped
the provision that reduced the size of the draw for
governnment services, the size of the dividend would
i ncrease.

9:20: 15 AM

Co-Chair Hoffman spoke to Page 3, section 7, of the bill.
He wonder ed whet her the draw anmobunt was too high.

Commi ssi oner Hoffbeck stated that extensive nodeling had
been done to determine what the nmaxi mum draw could be,
which still protecting the corpus of the fund and assuring
its growth at a rate of inflation over tine. He said that
the 5.25 percent had been determned a confortable limt
over tinme. He noted that in three years the draw woul d drop
to 5 percent; additionally, the percentage would be
periodically reviewed and adjusted as necessary.

9:22: 09 AM

Co- Chair Hof fman queried how the departnent would approach
the legislature if the draw were to be deened too high in
t he future.

Comm ssioner Hoffbeck replied the intent was to put in
place a system for use of the earnings reserve in a
sust ai nabl e fashion. He said that the departnent would cone
to the legislature, if necessary, wth suggestions to nake
the draw sustainable. He stressed that the idea was that
t he permanent fund should be nultigenerational, which nmeant
that it had to grow with inflation.

9:23: 28 AM

Co- Chair Hoffman asked whet her any nodeling had reflected a
failure of the fund.

Comm ssioner Hoffbeck replied that the nodeling under the
| egislation had a |l ess than 1 percent failure rate.
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9:23: 52 AM

Co- Chair MacKi nnon asked whether it would be up to the
| egi sl ature to appropriate t he f unds after t he
adm ni stration cal cul ated the draw.
Comm ssi oner Hof fbeck replied yes.

Co- Chair MacKi nnon asserted that the legislature would be
prudent with any transfers.

Comm ssi oner Hof f beck hoped that was the assunption.

9:24: 21 AM

Co- Chair MacKi nnon she wondered whether the anount could be
an "up to" anount because the legislature would need to
make the transfer each year.

Commi ssioner Hoffbeck replied in the affirmative. He felt
that the bill listed the maxi num that should be drawn, but
that drawing | ess was certainly an option.

9:25:27 AM

Senat or O son expressed concern for the possible actions of
future legislatures and the potential lack of political
W ll to decrease the draw if necessary.

Comm ssi oner Hoffbeck replied that the best way to address
the concern was to reflect on the history of the earnings
reserve. He said that the earnings reserve had al ways been
avai l able for appropriation, and for over 30 years the
| egi slature had followed the statues that dictate the use
of the earnings reserve for dividends and inflation
pr oof i ng.

9:26:16 AM

Senator von |Imhof renmarked that generating returns nore
than 5.25 percent put pressure on the pernmanent fund, which
was difficult in down markets. She stressed that the tine
value of noney would make a difference over tinme. She
t hought that 5.25 percent was high, and relayed that she
woul d be nore confortable with 4.75 percent. She spoke to
Section 7(c). She wunderstood that the inflation proofing
mechani sm would allow nore noney to go back into the fund
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over tine, but she questioned whether the practice kept the
state dependent on oil. She felt that the spending cap
provision in the bill wuld keep the operating budget in
check, and if oil revenue did increase the state would be
able to wutilize the growh for <capital for deferred
mai nt enance, PERS and TRS, and ot her governnent expenses.

Conmi ssioner Hoffbeck replied that the primary reason for
the dollar for dollar reduction once $1.2 billion in oil
and gas tax and royalty revenue was realized was to renove
volatility out of revenue available for governnent
expenditures. He added that by beginning to turn the use of
the earnings reserve off when it was no |onger necessary to
fund governnment services would prevent the issue of "super
heati ng" governnent expenditures. He explained that the
section prioritized where noney was spent at a tinme of
excess revenue.

9:29: 50 AM

Senator von Inmhof felt that the provision inside the bil
with a spending cap helped stave any super heating
expendi t ur es.

9:30:19 AM

Senator Dunl eavy asserted that the decades old |egislative
practice of not wusing the earnings reserve to pay for
government had ended in 2017. He noted that the house was
currently vetting legislation that would use billions of
earnings reserve dollars. He felt that the status quo woul d
work for the next few years, and he expressed concerns for
the protection of the earnings reserve. He |lanmented that
the people of Alaska were at the nercy of the decisions of
the legislature. He concluded that the only thing that
would protect Alaskans from the |legislature was the
Constitution.

9:32:47 AM

Co-Chair Hoffman cited Page 11 of the presentation

"Per manent Fund Protection Act, Mnday, March 6, 2017"(copy
on file). He felt that it would behoove the comm ssioner to
address specific protections of the fund.

Comm ssioner Hoffbeck replied that the people of Al aska
viewed the fund as a nultigeneration fund that needed
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protection, and that the dividend needed protection as
well. He relayed that the plan was structured with the
intention that the fund would grow with the rate of
inflation, or greater, so that the buying power of the
permanent fund woul d not be reduced over tine. He said that
the dividend had to be preserved, even if it neant a
smal l er dividend that |asted into perpetuity.

9: 36: 04 AM

Co- Chair Hof fman thought that if action was not taken soon
the dividend would disappear entirely. He believed that
inaction by the legislature, such as not passing SB 26,
could put the dividend in jeopardy.

9:36: 31 AM

Senat or Dunl eavy wondered why the dividend woul d di sappear
if the legislature failed to act soon.

Comm ssi oner Hof fbeck explained that the constitutional
budget reserve (CBR) would eventually run out, at which
time the earnings reserve would be tapped. As the state
spent down the earnings reserve, the noney that paid for
di vidends would be used for government services. He said
that once it got to the point where the state paid
di vidends, or paid bills, bills would need to be paid and
t he di vidend woul d not be distri buted.

9:37:58 AM

Senator Dunleavy appreciated the explanation. He warned
that the dividend could di sappear because of the actions of
the current legislature. He suggested that it would be
easier to use the earnings reserve than to inpose an incone
tax on Al aska residents.

Comm ssi oner Hof f beck expounded that when facing a billion-
dollar deficit there were 3 options: raise a billion
dollars in new revenue through taxes, cut a billion dollars
from governnent spending, or take a billion dollars out of

savings. He agreed that the easiest solution was to use
savi ngs. He added that |ack of structure around the use of
the earnings reserve was the biggest threat to the
durability of the earnings reserve because of depletion due
to unpl anned draws.
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9:38:40 AM

Senat or Dunl eavy wondered whether the people of the state
supported the | egislation.

Comm ssioner Hoffbeck replied that the public had been
supportive of the |egislation.

9:39:47 AM

Senator Dunl eavy asked if the admnistration would support
a public vote on using the earnings reserve.

Comm ssi oner Hof fbeck responded that the legislature was in
the best position of the proper use of the earnings reserve
to balance the state's fiscal situation. He thought that a
public vote against could create nore controversy.

9:41:11 AM

Senat or Dunl eavy understood that the adm nistration did not
support a public vote on the matter.

Conmmi ssi oner Hof fbeck believed that the decision needed to
be made pronptly by the | egislature.

9:41: 29 AM

Senat or von | nmhof appreciated that the administration had
worked to inform the public on the use of the earnings
reserve for governnent spending. She expressed concern over
the future of the earnings reserve if draws were needed
again in the future. She thought that the best way to
preserve the fund, and avoid additional appropriations,
while allowing the fund to grow over tinme, would be to
consolidate the fund into one |arge fund. She felt that one
| arge and appropriately mnaged endowrent would allow the
state to maxim ze return on investnent and ensure inflation
proofi ng.

Comm ssi oner Hoffbeck replied that although the permanent
fund had a distinction between the principal and the
earnings reserve, it was managed as one large fund. He
furthered that there was no distinction between the way
those pieces of the fund were invested. He admtted that
the earnings reserve piece of the bill entirely and go
straight POW, 5.25 percent of the full value of the fund,
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whi ch had been considered by the administration. He said
that there was concern that doing that could |essen the
security of the earnings reserve. He believed that an
i nvestment construct could be set up within the departnent
to use the CBR as a liquidity bank to pay bills throughout
the year. He furthered that as the fund realized gains, the
annul transfer could be made; as long as the CBR was paid
back by the state within the fiscal year DOR would be
within the statutory authority of using the CBR

9:46: 57 AM

Senator O son asked whether there was a concern that the
earnings reserve wuld be the only resource that would be
used for filling the deficit gap, rather than also
consi dering a broad-based tax.

Comm ssi oner Hof fbeck responded that the governor felt that
a conprehensive plan was necessary in order to reach a
viable fiscal solution. He asserted that the governor
preferred a revenue solution to fully closing the fiscal

gap.
9:48: 40 AM

Senator O son |lamented that a conprehensive plan had not
been presented to the senate, and that the best plan
offered so far was SB 26

Conmi ssi oner Hoffbeck said that many ideas were currently
under discussion, and that it would be prenmature to say
that SB 26 was the final solution. He stated that the
adm nistration was working under the presunption that a
conprehensive fiscal plan would be crafted by the
| egi sl ature.

9:49:51 AM

Co- Chair MacKinnon relayed that the public was educating
itself on Alaska's budgetary issues. She said that the
state had been fortunate over the past 30 years to have
only one source of volatile revenue that had naintained
services across the state. She spoke of the declining oi

production, and price, in relation to the state budget
crisis. She hoped that the decline would be reversed, but
until then savings were being spent rather than generating

revenue. She said that people in her conmmunity were

Senat e Fi nance Comm ttee 10 03/10/17 9:08 A M



"shouting for reductions in governnent." She expounded on
the financial troubles the state currently faced. She
offered a summary of budget cuts nade over the past few
years. She worried about the state being downgraded in its
credit rating. She worried about increased property taxes
in her district. She relayed that she had heard that one of
every three dollars spent in |ocal governnent cane fromthe
state. She remnded the commttee that state services
i ncl uded roads and airports.

9:55:19 AM

Co- Chair MacKinnon adanmantly disagreed that taxes could
help to close the fiscal gap. She stressed that SB 26 woul d
close the gap, while mintaining downward pressure to cut
the budget and right-size the governnment for the people of
Al aska. She | anmented that urban areas were contributing too
much, and that rural Al aska was not contributing what they
shoul d, toward education; the l|largest cost driver for the
state of Al aska.

9: 56: 38 AM

Co-Chair Hoffman MOVED to REPORT CSSB 26 (FIN wth
i ndi vidual recommendations and the acconpanying fiscal
not es.

9:57:17 AM

Senat or Dunl eavy OBJECTED for discussion.

9:57:24 AM

Senat or Dunl eavy agreed that taxes would be the "death of
Al aska's future.” He opined the high cost of living in the
state. He expounded on the evils of taxes. He did not
support the legislation, and offered a brief history of
di vidend paynents. He recalled past actions by the
commttee. He asserted that if the legislature did not cap
t he operating budget, there would be no tax base inmagi nabl e
that would catch the projected expenditures. He believed
that the bill was one conponent of a |ager discussion that
needed to occur.

10: 04: 52 AM

Senat or Dunl eavy continued to highlight his concerns.
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Senat or Dunl eavy REMOVED hi s OBJECTI ON.

10: 05: 27 AM

Co- Chair MacKi nnon OBJECTED for di scussi on.

10: 05: 34 AM

Co-Chair Hoffman offered comments on the |egislation and
the state's current fiscal climte. He supported the
| egi sl ation.

10: 07: 34 AM

Vice-Chair Bishop remarked that he wanted to protect the
dividend. He felt that there was sone continuity and
consi stency with ensuring a $1000 di vi dend.

10: 08: 36 AM

Senator M cciche argued that the senate was not trying to
raid the permanent fund. He denanded protection for the
permanent fund and for a perpetual dividend program He
I i kened using the earnings reserve to the use of a college
savings account. He contended that the state was not
nmeeting the constitutional requirenents for public safety
in the state. He asserted that the bill was necessary to
fund state governnent wi thout cutting essential services.

10: 15: 07 AM

Senator O son remnded the commttee that experts had
testified in the past that even cutting government spendi ng
by 100 percent would not solve the state's budget woes. He

10:17: 44 AM

Senat or Dunl eavy spoke to the conplexity of naking budget
cuts. He spoke of ways that state dollars had been spent in
the past that nmay not have been particularly prudent. He
t hought that the focus of the legislature should be to
protect the rights and properties of Al askans.

Co- Chair MacKi nnon REMOVED her OBJECTION. There being NO
OBJECTION, it was so ordered.
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CSSB 26 (FIN) was REPORTED out of commttee with a "do
pass"” recommendation and with two new fiscal inpact notes
from Departnent of Revenue, and one new fiscal inpact note
from Departnment of Corrections; and three previous
publ i shed zero fiscal notes: FN1 (ADM), FN4 (REV), and FN5

(ADM .

10: 19: 40 AM
AT EASE

10: 20: 51 AM
RECONVENED

#sb21
SENATE BI LL NO. 21

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

SB 21 was SCHEDULED but not HEARD

#sb70
SENATE BILL NO. 70

"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 SCHEDULED but not HEARD
#

ADJ QURNVENT
10: 21: 05 AM

The neeting was adjourned at 10:21 a.m
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