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ACTI ON NARRATI VE

3:30: 31 PM

CHAIR M KE DUNLEAVY called the Senate State Affairs Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators G essel, Egan, WIlson and Chair Dunleavy.
Senator Coghill arrived during introductory coments.

SB 5-POLI TI CAL CONTRI BUTI ON LI M TS/ PROHI BI TI ON

3:31: 09 PM

SENATE STA COW TTEE - 2- February 9, 2017



CHAI R DUNLEAVY announced the consideration of SB 5. [Version O
commttee substitute (CS) was adopted 1/31/2017.]

CHAI R DUNLEAVY opened public testinmny on SB 5.

3:31: 57 PM
At ease

3:32:31 PM
CHAI R DUNLEAVY called the commttee back to order.

3:32:51 PM

ANDREE MCLEQOD, representing self, Anchorage, Al aska, testified
in support of SB 5. She opined that SB 5 will close a | oophole
in political action commttees (PACs). She said there was a
reason why the Canpaign Reform Act of 1996 was enacted to
prohi bit |obbyists fromcertain activities. She pointed out that
Article 1 in the Legislative Declaration of Lobbying finds and
declares that the operation of responsible representative
denocracy requires that the fullest opportunity be afforded to
the people to petition their government and so |obbyists have a
right to do what they do.

She set forth that the extortion schenme that has been brought up
by "Gabby's PAC' is bad and totally corrupts the process. She
pointed out that extortion is the practice of obtaining
sonet hing, especially noney, through force or threats. She said
there are high noral and ethical standards anong public servants
in the legislative branch and assuring the people's trust,
respect, and confidence is inportant. She stated that a fair and
open governnment requires legislators to conduct the public's
business in a manner that preserves the process's integrity and
avoids conflicts of interest or even appearances of conflicts of
interest. She said in order for the rules governing conduct to
be respected, the code nust be admnistered fairly and wthout
favoritism

She remarked that "heavy leaning”" on legislators by the Rules
chair has occurred and allowing it to continue is egregious. She
noted that the Rules chair controls the door of the bills that
go on the floor. She detailed that the Ethics Act says that a

| egislator rmy not, through inference or anything else,
threaten, state or inply that they take or wthhold a
| egi sl ative action including support or opposition to a bill as

a result of a person's decision to provide or not provide a
political contribution. She opined that anybody who has been a
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Rul es chair understands the nuances, but her understanding has
been that sone heavy | eaning has occurred on | obbyi sts.

M5. MCLECD summarized that corruption is going on and it has to

stop imediately. She said passing SB 5 wll <close the
| oophol es. She asked that |egislators not |eave any anbiguities
in any definitions of what a "group" is. She asserted that

leaving the current situation unchecked, dysfunction and
corruption ensues.

3:37:18 PM
CHAI R DUNLEAVY cl osed public testinmny on SB 5.

3:37:28 PM
At ease

3:38: 02 PM

CHAI R DUNLEAVY called the committee back to order. He asked
Senator Meyer, the bill's sponsor, to provide his closing
coments on SB 5.

SENATOR KEVIN MEYER, Al aska State Legislature, Juneau, Al aska,
sumari zed as foll ows:

The purpose of this legislation is to break as little
new ground as possible. W are not trying to do a

conprehensive restructuring or over haul of our
canpaign finance laws. W are not trying to prohibit
| egislators from formng PACs, they will still be able

to do that under this |egislation.

W only want to address the |oophole that cane to
everyone's attention last fall during the election
process and put sone sideboards on |egislator contro

groups; this was obviously brought to our attention in
Anchorage by the Anchorage Daily News, and the
Denocratic party took action and filed a conplaint to
APCC, and others too have voiced concern and
conplaints about this. | think all of us should be
concerned about it as well because it does kind of
taint the whole process, especially down here in
Juneau. These legislators that have PACs should
operate in line with how other elected officials are
required, ourselves. W cannot take contributions
while we are in session and we cannot take them from
| obbyi sts unl ess the | obbyist lives in our district.
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So basically, SB 5 does two things: disallows a
| obbyist's contributions, except a |obbyist can still
contribute to candidates in their hone district; and
it prevents fundraising and expenditure activity
during the |l egislative session.

3:40: 16 PM

SENATOR G ESSEL noved to report CS for SB 5, version 30-
LS0112\ O, from conmmttee wth individual recomendations and
attached fiscal note(s).

CHAI R DUNLEAVY announced that w thout objection, CSSB 5(STA)
noved out of the Senate State Affairs Standing Conmittee.

3:40: 36 PM
At ease

SJR 1- CONST AM GUARANTEE PERM FUND DI VI DEND

3:42: 05 PM
CHAI R DUNLEAVY called the commttee back to order and announced
t he consi deration of SJIR 1.

3:42: 28 PM
SENATOR BILL WELECHOASKI, Alaska State Legislature, Juneau
Al aska, sponsor of SJR 1, provided an overview of the resol ution
as foll ows:

This resolution would put a vote to the people of
Al aska asking whether to put the permanent fund
dividend (PFD) and inflation proofing into the Al aska
Constitution.

Wiy put the PFD into the Constitution? | think
fundamentally this is the only way to truly protect
the dividend and the corpus. W've heard for the |ast
year that we need to restructure the permanent fund in

order to protect the dividend; |I'm not going into the
merits of that, but I'll just say a few things about
t hat .

VWhat we've learned recently is the only way to truly
pr ot ect the dividend 1is to put it into the
constitution. | think many Al askans were shocked when
the governor cut everyone's PFD by over a thousand
dollars last year with a stroke of his pen; this veto
is the subject of a lawsuit, but the reality remains

SENATE STA COW TTEE - 5- February 9, 2017



that if the Supreme Court upholds the superior court
decision, then any future governor can veto the
permanent fund dividend down to whatever I|evel he or
she chooses.

The governor has proposed a bill known as the
Per manent Fund Protection Act, t hat bill woul d
restructure the permanent fund and pernmanently reduce
the PFD anpbunt to roughly a thousand dollars; but,
contrary to the name of the bill, there's absolutely
no protection for the dividend.

If the court accepts the governor's interpretation of
the law, the Legislature could pass the Permanent Fund
Protection Act in April of this year and the governor
could veto that anount, the prom sed anount, from a
t housand dollars down to five-hundred dollars a nonth
|ater if he chooses, or even to zero if he chooses; in
fact, under the Permanent Fund Protection Act under
the governor's interpretation of the law, any future
governor could veto the permanent fund dividend down
to whatever |evel he or she chooses, there' absolutely
no protection for the permanent fund dividend under
this bill or any other bill that's currently going
t hrough this buil ding.

Even assum ng the Suprene Court reverses the Superior
Court decision and says the governor cannot veto the
PFD, the PFD is still subject to the whim of the
Legislature and future |egislatures who can currently
| egally change the anmount of the PFD or elimnate the

PFD at any tinme, | don't think many Al askans realize
that. So the absolute only way to protect the
permanent fund dividend is to put it in the
constitution and that is what this resolution
provi des.

It's inportant to remenber that the PFD reflects
Al askans' ownership share in our oil wealth. Wile the
current value of the Al aska Permanent Fund is $56.4
billion as of yesterday, it's inportant to put this
anount into perspective. Article IX, section 15 of the
Al aska Constitution requires that at |east 25 percent
of mmneral-lease rentals, royal ties, royal ty-sale
proceeds, and federal-m neral revenue sharing paynents
and bonuses received by the state go into the
permanent fund. W have passed a statute that says 50
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percent of royalties for certain fields after a
certain year go into the permanent fund, but this is a
relatively small anount.

In the whole schene of revenue received by the state,
the anount of revenue into the permanent fund is a
very small anount, and I'll just give you sone nunbers
to reflect this:

e 100 percent of state property taxes go to the
gover nnent .

e 100 percent of corporate inconme taxes go to the
gover nnent .

e 100 percent of production taxes go to the
gover nnent .

 The state typically gets 12.5 percent ownership
share or royalty for our oil, of that 75 percent
goes to governnent.

e 3.125 percent ownership share goes to Al askans
from all of the revenue that is generated from
taxes, corporate incone taxes, severance taxes,
and royal ties.

e O the roughly $527 billion in oil that has
fl oned down the pipeline, approximately 5 percent
has gone into the Al aska Pernmanent Fund.

Much has been said about the inpact of the PFD on
i ndi viduals, businesses, and our econony, but 1'lI
mention a couple of points that | think are really
critical. According to the Institute of Social and
Economi ¢ Research-University of Alaska Anchorage's
(I'SER) recent study that they did, tens of thousands
of Al askans are renoved from poverty because of the
PFD. Alaska has the |owest inconme inequality in the
United States because of the PFD and according to | SER
the PFD creates thousands of jobs in Al aska.

Very briefly on inflation proofing, one of the people
who were very instrunental in the creation of the
per manent fund and dividend program was El mer Rasmuson
and he referred to inflation as, "That thief in the
night." Inflation proofing is responsible for a large
portion of the current value of the permanent fund. |
believe we should continue to protect the corpus by
i nflation proofing.
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There are three-essential statutes that create the
permanent fund dividend program AS 37.13.145, AS
37.13.140, and AS 43.23.025; wunder this resolution
t hese statutes are essentially put into t he
constitution to constitutionally require the PFD be
paid at its current fornmula and inflation proofing
conti nue.

3:48: 05 PM

SENATOR COGHILL rermarked that the resolution wll break new
ground in that a constitutional right is established rather than
a statutory entitlenent. He asked that Senator W el echowski
address the topic of inflation proofing the fund as well.

SENATOR W ELECHOWSKI replied that the resolution does nothing
other than what is currently being done statutorily by placing
the formula into the <constitution. He noted that the way
inflation proofing is done is rather than include the current
statutes that are lengthy, the constitutional amendnent sinply
states that the Legislature shall provide for inflation
proofing. He asserted that the Legislature would still have the
di scretion to determne what the level of inflation proofing
woul d be. He added that the earnings reserve account would be
placed into the constitution, but the Legislature would still
have the ability to use the excess revenue that is in the
ear ni ng reserve.

He provided the conmttee wth calculations that support the
affordability of a payout fromthe pernmanent fund as foll ows:

e Assunes a rate of return of 6.75 percent.
e Assunes a rate of inflation of 2.2 percent.

e $1 billion can be used per year to provide for governnent
servi ces.
e Inflation proofing is still provided for at the sane |evel.

* Earnings reserve account would actually rise slightly.

SENATOR COCHILL noted that a tension exists in the use of
earnings from the permanent fund and its inpact on what is
avai l abl e for payout. He said the tension is going to be between
the right of a dividend and what is fornulaically avail abl e.

SENATOR W ELECHOWSKI explained that the intent was to track the
constitutional provision as closely as possible to the current
statutory fornula. He detailed that a provision in section 2,
page 2, line 10, says:
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On the last day of each fiscal year, 50 percent of the
income available for distribution calculated under
this subsection, or the balance in the account,
whi chever is |ess.

SENATOR W ELECHOWSKI said the words in the provision are
actually new words and are not currently in the statute. He
specified that the wording clarifies anbiguous |anguage in the
current statute in order to say that if funds are not avail able
to provide a dividend, then available funds can only be
provided. He said fortunately there never has been a problem
with the state not being able to pay out a dividend and
inflation proof the fund.

He detailed that current projections by the Permanent Fund
Corporation are that the $57 billion fund will continue to earn
6.75 to 7.0 percent per year with the earnings reserve bal ance
growing to $10 billion or $11 billion if inflation is 2.2
percent and the governnent annually draws $1 billion. He set
forth that the projection results in maintaining a significant
"four times cushion,”™ an anmount preferred by the Permanent Fund
Corporation and the governor. He said the question becones
determ ning what the government's draw will be. He admtted that
a governnent draw that exceeds $1 billion my result in a
reducti on of the earnings reserve account.

3:55:16 PM

SENATOR COGHI LL renmarked that taking any draw from the earnings
reserve would inpact the followng year. He inquired what the
inmpact would be if there was a constitutional right to a
di vi dend.

SENATOR W ELECHOWSKI  acknow edged that any draw from the
earnings reserve will decrease the future dividends.

SENATOR COGHI LL commented that he is pondering the inpact from
establishing a constitutional right and how the change to the
earnings reserve wll be dealt with

SENATOR W ELECHOWEKI remarked that the purpose of the bill is
not to advocate using the earnings reserve, but to establish
trust with the Al askan people. He asserted that Al askans have a
fear that after restructuring the permanent fund that the

Legislature will come back for the rest in a few years. He added
that the other fear is the dividend is subject to veto and
| egi sl ative change. He set forth that constitutionally
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protecting the dividend will establish trust with the people of
Al aska.

SENATOR COGHI LL commrented that establishing a constitutional

right for an individual benefit wll be highly targeted and
wondered how the IRS will see that. He inquired what the state's
tax liability becones if the dividend is established as a

constitutional right.

SENATOR W ELECHOWABKI replied that he has consi dered what Senat or
Coghill posed. He noted that he has a legal opinion that was
provi ded by Greg Renkes, former Al aska attorney general, and the
law firm of Steptoe and Johnson. He sunmarized that the opinion
says that a constitutionally-protected dividend would not have
any inpact on the state's IRS tax-free status and added that he
has not seen an opinion that says otherw se.

3:59: 09 PM
CHAI R DUNLEAVY asked to confirm t hat SJIR 1 woul d
constitutionalize the decades-old cal cul ati ons.

SENATOR W ELECHOWBKI answer ed yes.

CHAI R DUNLEAVY conmented that there was an understandi ng that
t he decades-old calculation would be left alone and |ast year
the calculation was interrupted. He said as a result of the
interruption there is question as to whether the dividend and
the fund itself are now protected. He summarized that Senator
W el echowkski is trying to protect the dividend through
constitutionali zing.

SENATOR W ELECHOWEKI replied as foll ows:

|'ve thought about other ways that you could possibly
do it, | can't think of any other way you can "Il ock,
stock, and barrel"™ protect the dividend other than
putting it in the constitution. You can't pass a
statute because you can't bind future |egislatures
from changing it; | certainly had thought all along
that this was when they created the permanent fund
they were creating a dedicated fund which allowed for
a dedicated stream of incone which neans that the
governor couldn't veto it.

There's a Suprenme Court case we think that is directly

on point, H ckel v. Cowper, that will be decided in
some time which says this is not an appropriation,
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that the transfer of funds from the earnings reserve
account to the dividend fund is not an appropriation,
the transfer of the funds from the earning reserve
account for inflation proofing is not an
appropriation, it's what the court has previously held
and if it's not an appropriation it cannot be vetoed
by the governor. W feel pretty strongly about that,
but you never know what the court will do and this is
the only way. If you want to truly protect it, if
truly protecting the permanent fund is where the
Legislature wants to go, this is the only way that you
can do it.

CHAI R DUNLEAVY noted that for years the dividend would vary
based upon the market conditions and the dividend cal cul ation
He remarked that he cannot recall a tine when the people of
Al aska conpl ai ned about the dividend because the cal cul ati on was
just accepted. He opined that the people got upset when
governnment put their hands inside the process.

4:02: 09 PM
CHAI R DUNLEAVY opened invited testinony.

4:02: 25 PM

RI CK HALFORD, representing hinself, Chugiak, Al aska, testified
in support of SIJR 1. He disclosed that he served in the
Legi slature and was the House nmjority |eader in 1982 when the
per manent fund dividend (PFD) passed. He noted that he nade the
procedural notions and supported the PFD. He detailed the
history of the PFD as foll ows:

As soon as the Hammond adm nistration was over, the
Sheffield admnistration cane in and there becane a
ot of questions. There was an effort through the
Sheffield canpaign to repeal the dividend and Governor
Sheffield had second thoughts about that before he
instituted it, but he did start the process of
appropriating for the dividend. The only dividend that
needed to be appropriated of course was the first
di vidend because it cane from the general fund, the
permanent fund hadn't nade any noney yet and that
first dividend was $1000, or probably $2500 or $3000
at today's dollars. Following Governor Sheffield,
Governor Cooper proposed cutting the permanent fund in
hal f for an educati on endowrent and its val ue today of
course would have been about half. Then Governor
Hi ckel and Governor Knowl es both cane in with interest
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in alternative uses of the permanent fund, but they
had both made commtnents to fornmer governor Hammond
that they would put any question like that on the
bal | ot and of course Gover nor Know es did
unsuccessfully. Senator Mirkowski becane governor and
he held the citizens' neeting in Fairbanks on what to
do with the permanent fund and the question at the
time was should excess earnings of the permanent fund
be used for governnment. After a pretty lengthy set of
nmeetings with some very well-chosen people, they cane
up with a proposal for a constitutional change that

would have been putting the dividend in the
constitution as well as changing to a pernutation of a
percent of market value; but, wuntil this last year

when the dividend was severed from the fund by veto
no one had ever thought that that was even a question.

Those of us who were involved originally didn't care
if the budget showed the permanent fund anount, but we
al ways knew it was a dedication specifically provided
for by the last five or six words constitutional
amendnent that created the permanent fund which said,
"The income of the fund shall be deposited in the
general fund 'unless otherwise provided by law'"
Unli ke t he ot her dedi cati ons or t he ot her
appropriations actions you take such as tax credits
where it says "subject to appropriation,” there's
nothing in the inflation proofing or the dividend that
requires appropriation and that is the court case we
are in, but in terns of how you get there, and I

t hought Senator Coghill asked sone good questions, 1'd
be interested in responding if he wanted to repeat
t hem because | think those are real questions and |

think there are ways to deal with that, but the bottom
line is the dividend connects individual Alaskans to
the performance of their permanent fund with a sense
of pride, enmpowernment, and responsibility.

The permanent fund is unique in all the world for its
success in terns of resource-rich countries; the Wrld
Bank, top econom sts, authors and many exanples cited
as the best way that a region has dealt with short-
term resources. There were lots and |ots of opponents
to the creation of the permanent fund, it passed with
a third of the people against it, it had a lot of
political |eadership against it, and through the
entire tine it's been under attack whenever we've been

SENATE STA COW TTEE -12- February 9, 2017



short of noney; but, one of the things that is the
nost inportant, probably the nobst inportant to the
success of the fund has been the connection between
t he permanent fund dividend and the fund. It's through
the dividend that you individualize the inpact of
public choices to make it a | oan package, to nake it a
nmega- project fund, to reduce this or change that, and
authorities all the way up to the CIA's Wrld Fact
Book say that people in Al aska know nore about their
fund than anybody else in the world. Dave Rose, the
first executive director in his book, "Savings from
the Future" said, "The goal of truly pernmanent savi ngs
of resource wealth is just short of inpossible.” He
wote of vaults within vaults and said it required
| ayers of protection to block the intense tenptations
of very powerful people,” and he went on to say that
the strongest defense of all for the Al aska Pernmanent
Fund is the Al aska Permanent Fund Di vi dend.

| think you have a difficult task, but | think a
constitutional anendnent is the format to go forward
wi th any changes to this, so that you bring the public
with you and we have a solution that will [ast and not
be a source of continuous conflict. The systemis the
one thing in state governnent that is held out by
virtually everywhere el se as a great success.

4:08: 20 PM

SENATOR COCGHILL stated that establishing a constitutional right
had gotten his attention. He said the resolution would juxtapose
the first article in Alaska's constitution where the governnent
is the people versus the creation of an individual right to an
i ncome stream

MR. HALFORD replied that the creation of an individual right to
a specific formula has some difficulties in at |east raising
some tax questions. He suggested that the real inconme that is
over inflation could be divided and equally distributed between
gover nment and Alaskan «citizens. He proposed that t he
Legi slature could say that no nore may be drawn from the reserve
account for governnent operations than is equal to the anpunt
that is paid out in dividends; that does not neke the dividend
an individual entitlement. He added that if a decision is nade
not to draw anything and not to have a dividend, then the
permanent fund would increase. He stated that the key is sone
senbl ance of control is maintained. He said the incentive to
make the system work is to have equal anpbunts cone out for both
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state operations and for the dividend after inflation is taken
care of by a real-inconme standard.

SENATOR COGHI LL conmmented that M. Halford brought up sonme good
points that he will ponder. He opined the resolution enters a
constitutional area that the state has not gone before. He
asserted that having a constitutional right is very different
fromhaving a statutory entitlenent.

CHAI R DUNLEAVY remarked that his historical view is the fund was
set up to save wealth for future generations in perpetuity and
the dividend cane along a little later, but was a good idea. He
asked M. Halford if he believes the government still has a
right to a portion of the earnings.

MR. HALFORD opi ned that governnment has whatever rights it takes,
rights that are a conpact between those elected and the people.
He pointed out that the state of Al aska spent nine-tenths of the
greatest resource wealth in North Anmerican history on a very
smal | population in a very short tine period, one generation. He
said he viewed the permanent fund as a trust for the future. He
noted that huge arguments ensued on what the purpose of the
permanent fund should be, but ultimately an agreenent was made
to take the noney "off of the table"” because of the perception
of excess spendi ng.

CHAI R DUNLEAVY asked M. Halford what he thought the value of
the fund would be today if there was never a dividend.

MR. HALFORD opined that the fund would be zero if there had not
been a dividend. He asserted that the dividend was the strongest
protection for the fund.

CHAIR DUNLEAVY asked if he was surprised by the governor's
recent veto of the permanent fund divi dend.

MR. HALFORD replied that he was surprised by the governor's veto
because he thought it was inpossible. He noted that he is a
plaintiff in the pending case regarding the governor's veto. He
pointed out that there is no language in the dividend |aw that
says, "subject to appropriation.” He set forth that the dividend
is a dedication specifically allowed for in the constitutiona

anendnent that created the permanent fund. He detailed the
debat e when the dividend was enacted as foll ows:

The debate in conmttee they actually changed the
proposal and added the |anguage "unless otherw se
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provi ded by |aw' because they wanted to be able to use
permanent fund incone to dedicate to a |oan package or
to financing package for big-industrial devel opnent,
or other things, they wanted flexibility that no other
nmoney t hrough the general fund has.

CHAIR DUNLEAVY asked M. Halford if Senator Welechowski's
attenpt to constitutionalize the dividend is a concept that
addr esses unfini shed busi ness.

MR. HALFORD agreed that constitutionalizing the dividend is
unfini shed business. He admitted that a |ot has been learned in
the last forty years of what it takes to defend a system He
asserted that the dividend is a conplete system that conbines
managemnment structure, investnent rules, and inflation proofing.
He pointed out that other huge funds spend their principle at
|l ow oil prices.

CHAI R DUNLEAVY asked M. Halford what the outcone would be if
the resolution is allowed to go to the people.

4:18: 46 PM
MR. HALFORD opined that the result would depend on what the
resolution says. He predicted that people will accept a little

different fornmula if the dividend is secured constitutionally in
a way that does not endanger the tax status or anything else. He
remarked that the he would support sonething that had the
constitutional certainty and could contribute sonmething to state
government. He summari zed as foll ows:

You can't get the whole solution from one of the
sources, but you can get a big piece of it, that's why
the permanent fund has such a big reserve because it
makes nore than it wuses even if the dividend were
fully paid and inflation were fully handl ed.

4:20: 20 PM
CHAI R DUNLEAVY held SJR 1 in conmmttee for future consideration.

4:21: 07 PM

There being no further business to conme before the commttee
Chair Dunleavy adjourned the Senate State Affairs Standing
Commttee nmeeting at 4:21 p.m
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