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. State of Alaska 

2016 Legislative Session 

Fiscal Note 
Bill Version: 

Fiscal Note Number: 

() Publish Date: 

HB 303 

Identifier: HB303-DOC-PHC-03-23-16 

Title: PERM FUND: EARNINGS, DEPOSITS, 

ACCOUNTS 

Department: Department of Corrections 

Appropriation: Health and Rehabilitation Services 

Allocation: Physical Health Care 

Sponsor: MILLETT 0MB Component Number: 2952 

Requester: (H) FINANCE 

Expenditures/Revenues 
Note: Amounts do not include inflation unless otherwise noted below. (Thousands of Dollars) 

Included in 
FY2017 Governor's 

Appropriation FY2017 Out-Year Cost Estimates 

OPERATING EXPENDITURES 
Personal Services 
Travel 
Services 
Commodities 
Capital Outlay 
Grants & Benefits 
Miscellaneous 
Total Operating 

Fund Source (Operating Only) 
1004 Gen Fund 
1171 PFD Crim 
Total 

Positions I Full-time 
Part-time 
Temporary 

I Change in Revenues 

Requested Request 
FY 2017 FY 2017 

8,117.4 

12,119.5 

0.0 20,236.9 

20,236.9 
0.0 20,236.9 

FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 
8,117.4 8,117.4 8,117.4 8,117.4 8,117.4 

12,119.5 12,119.5 12,119.5 12,119.5 12,119.5 

20,236.9 20,236.9 20,236.9 20,236.9 20,236.9 

11,200.3 11,200.3 11,200.3 11,127.2 10,510.7 
9,036.6 9,036.6 9,036.6 9,109.7 9,726.2 

20,236.9 20,236.9 20,236.9 20,236.9 20,236.9 

Estimated SUPPLEMENTAL (FY2016) cost: 0.0 (separate supplemental appropriation required} 
(discuss reasons and fund source(s) in analysis section) 

Estimated CAPITAL (FY2017) cost: 0.0 (separate capital appropriation required} 
(discuss reasons and fund source(s) in analysis section) 

ASSOCIATED REGULATIONS 
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? 
If yes, by what date are the regulations to be adopted , amended or repealed? 

Why this fiscal note differs from previous version: 

· Prepared By: 

Division : 

April Wilkerson Phone: 
-A--'d-m-in-i-st-ra-ti-ve_S_e_rv_i_ce_s ___ D_e_p-art_m_e_n_t_of_C_o_rr_e_ct-io_n_s ___________ Date: 

Approved By: Dean Williams Date: 

Agency: Department of Corrections 

Printed 4/6/2016 Page 1 of 2 

(907)465-3460 

03/23/2016 05:00 PM 

03/23/16 

Control Code: utlNG 



FISCAL NOTE ANALYSIS 

STATE OF ALASKA BILL NO. HB 303 

2016 LEGISLATIVE SESSION 

Analysis 

Passage of this legislation will change the way permanent fund dividends are calculated having an impact on the amount 
of Permanent Fund Dividend criminal funds allocated to the Department of Corrections Physical Health Care component. 

The Department of Corrections Physical Health Care component receives permanent fund dividend criminal funds which 
are based on a fluctuating annual PFD amount and the number of persons deemed ineligible during the appropriate year. 
The amount of PFD Criminal Funds appropriated to corrections for FY2017 was $20,236,900.00 based on the CY2015 
annual PFD amount of $2,072 .00 and an estimated 10,448 individuals deemed inel igible under AS 43 .23 .00S(d). 

Based on the Office of Management and Budget projections and using the same number of individuals identified as 
ineligible, this legislation would adjust the amount of PFD Criminal Funds available for allocation to the department 
requiring fund source changes as follows : 

FY2018 reduce PFD Criminal Funds ($11,200.3) / increase General Funds $11,200.3 

FY2019 continue PFD Criminal Fund reduction of ($11,200.3) / continue increased General Funds of $11,200.3 

FY2020 continue PFD Criminal Fund reduction of ($11,200.3) / continue increased General Funds of $11,200.3 

FY2021 increase PFD Criminal Funds $73.1 for a continued change of ($11,127.2) PFD Criminal Funds/ and reduce General 
Funds by ($73.1) for a coninued General Fund adjustment of $11,127.2 

FY2022 increase PFD Criminal Funds $616.4 for a continued change of ($10,510.7) / and reduce General Funds by ($616.4) 
for a continued change of $10,510.7 General Funds 

(Revised 9/9/15 OMB/LFD) Page 2 of 2 
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2/21/1977- 9't Legislature .. 
Created Permaaent Fund thr'u CS to SS 

' ', 
-to convert a part of '!!(.f epleting petro 
financial asset- (Goldsm 

Zobel v. Williams (Argued: 10/7/1981, Dec· 
HELD: The Alaska Dividend distribi.Jtionp1an violates 

Protection Clause of the 14th Amendment 

1982 The first Permanent Fund Dividend 
Created by a statutory overlay on the constitution (signed i 

Permanent Fund 

stainable 

emeGourt 
rantees of the Equal 
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• The legislature has enc§ 
years 

• The state has several savings accounts, but 
Revenue models show that if oil prices d0 riot reb 
be gone in about 2 years 

• We cannot wait and hope for high oil prices 

er the last 2 

• The price of inaction now could be disastrous fJ. e state's future 3 
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Alaska's Fiscal Situation Thi.s Year (FY16) 

• . From our savings 

• Other revenues 

• Oil revenues 
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' ' ', 
Status OU 

UG:F 1Re¥enuel Budaiet 
1($ millions) 

$6,JJOO, ,,----.---.--~----- -..-----.-----,-----,----y----, 

FiScal GaJ Remains 

Revemue 

$1 

~ ---------'---------------------'-------------------
:00 1' !!;, 
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hec'k 
"" ' 
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The cHoice will be mad~ to fun<II Dividemd OR Deficit - ..__ 

$2 

' ', 
~ .+-- Endlof the 

Divi~end Prei>gram 

Status Quo 
1 

$t 

• 

$0 
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Statu, Quo $
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When the CBR is gone 
The ERA will be required 

When the ERA is gone .... 

What do we draw from then? 
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A P.ath Forward 
' f 

We need a plan to address the problem 
" 

\ 

In crafting thil plan I had these princ 
The solution neetied to: 

1) Retain a divi~ -
2) Reduce the volatility in 

\\If I had one hour to solve a problem, I would 
spend 55 minutes thinking about the problem 
and 5 minutes thinking about the solution. 11 

- Albert Einstein 

3) To clearly expose the size an~ ~Clllffl" gov 
- so that downward pressure would ensure thallllllllrskans could begin an 
honest assessment of needs vs. wants 

4) Be enduring to allow maximum use of our wealth ~ enerations so that 
benefits and burdens are shared 

5) Be Simple and Easy to implement 
10 



What.'HB303 IS NOT 
t 

.. 
It is NOT \ 

\ 
. '" 

• A Raid on the' l?errnan·ent ·F"t:Jnd 

~ The Permanent 

amendment 

~ HB 303 would only drawfunds:from the Earn, 

• A way for Government to increase the s·udget 

• A Dividend Killer 

stitutio:nal 

Reserve Account 

11 



Wha"lHB303IS 
' t 

It IS I, 

• A way 1-4?. connect Alaskans dire ct ..... ~ 

• A way to ~~ otect you at dividen 
• Withou't, a structural chan·ge 

', . 

years ~ 

• A way to ensure tna 
-~ 

• Police (public Safety)·· 
• Firefighters 
• Roads 
• Education 
• Health and Human Services 
• The Marine Highway 
• Pa rks and Recreation 
• Fish and Game management 12 
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HB303 Spending l. 
" Volatility ir\ Com-mo 

ll 

\ 

• Without ell Tax Revenue flowin 
.. 

~ Available'G~ E:ral Funds wi 
~ Some volatili 

Unless limitations are put' irLP.,lac 

There are many options 

odit y p-rice 

14 
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HB303 Spendi,ng ·Litnit 
Volatility ir\ 'Com mo 

• The Leiii"slature could tonsi€1e 
\ • 

' ' > Languaget 

previous years dra 

> POMV could be a ra·n·ge· of ~o 

flow needs, capital proje·e::t '.o'.ut:lii_ys; etc ... 

> i.e.-POMV could equal 2%-8% to.fill the bud 

is less" 

> Can create an overall spending cap 

olatility: 

10% o"r .120% of 

, oil tax-reven·cre, cash 

eficit, nwhi.e::,hever 

15 



A $3.5-4Billion Deficit-,.vbl ... 
Commodity Prices1 

We tiive seen this before 
\ 

This has been Volatile and lJnstael 

We have been saved in the 

What is different today is: 

We no longer have the volume 

(oi l would need to be over s108bbl to balance the budge 

Einstein said 11We cannot solve our problems with the same level of thin 16 



A $3.5-4Billion Defic 
Some thin·g-s....w .. 

(oi l WO 

,..., 
~ 

Wh.en? 

Einstein said "We cannot solve our problems with the same level of thin --- "hat created them. 11 17 



EIU Economic and Commodity Forecast; December 2015 
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Nom]n.i;1,I US Ooll.ars 
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Balanced Budget 
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Real Petroleum Prices: Crude Oil 
Cas.e: Refer,ence case 

2013 $/b 

150 

Balanced Budget in 2029? _ - ---~ I --­' - -
100 ~ . 

\ 
\ 
\ ,,--
\ , , 

----.,,,,.-

50 ··-----------------

• 
S30.89 WTI 
S34.06 Brent 
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Source: U.S. Energy Information Administration 20 
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The 
"' Legisla1,vre 

did a GR W:AT 
~ 

job saving't 
during high b~l 
Prices 

But 

Savings have 
Been 
depleted 

I 

I 

I 

18 

16 

14 

Historical and Projected End-of-Year Balances of State Reserve Funds 
(excluding the Perm~nent Fund) 

i 12 

• Statutory 
Budget 
Reserve Fund 0 

-0 

o 10 
(/) 
C 
0 

~ 8 • Constitutional 
Budget 
Reserve Fund 6 

4 +------< 

2 

0 --.--, 
I.O <D t- co 0) C) ..... N (") -st" I.O <D t- co 0) 
C) C) C) C) C) ..... ..... ..... ..... ..... ..... ..... ..- ..... ..... 
C) C) C) C) C) 0 0 0 0 0 0 0 0 0 0 
N N N N N N N N N N N N N .... ..... 
Source for end-of-year fund balances through 2015 is Legislative Finance Division. Projections beginning 2016 assume 
drawdown of CBRF by future deficits resu lting from general fund spending of $5.2 billion and DOR ·Fall 2015 revenue 
projections. 

• 2008-09: Record high oil prices under, 
• 2013: Low price and low volume- beg 
• 2018: We cannot pay our bills with sav 
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How.we are 
spertding 
$ s. 2• bi 11 ion 
in FY 

There are stHl"'G\Jts 
we can make 

~ 

But the low-
hanging fruit may 
be gone 
These outlays do 
not capture 
program receipts 
or federal matches 
• Which would 

be vulnerable 
with deep cuts 

-- - -- ·- -- --------

General Fund Budget, FY16 ($ millions) 

iii:i Capital budget 

Debt Service 

State Assistance to Retirement 

...._ 
Oil tax credits _ 

Military & Veterans' Affairs t 
Environmental Conservation -

Governor 

Labor & Workforce Dev 

Commerce, Community & Econ Dev 

Revenue 

Law 

Fish and Game 

Natural Resources 

Legislature 

Administration 

Judiciary 

Public Safety 

Transportation 

Corrections 

University of Alaska 

Health & Social Services 

Edu cation & Early Dev 

0 200 

1.302 

400 600 800 1,000 
--- --·-

1,200 1,400 
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I' . 

. SB 128 (APfi'A) v~ B 3 
~ , Key 

• Royaltifs. go to Dividend under both plans 
• PFPA ~ 50% of Royalties (-$11 000 div1· 
• HB3of. i74.5% of Royalties (near, 

• $110~ minimum \ 
• PFPA plan mot es CBR and Oil tax rev1 ... 

• There are poss~~ .. legal issues rega 

• PFPA plan is NOT a POMV __ 
• Targets a set number ($3.38) fo_r wi!'ftll"al an 

• This is telling the legislatufe,j,ou have 11x 11 amou 
• Does not adjust to market returns. .a.tlrl actvaf. ~arning o 

• HB303 does not change oil tax revenue (still straight to·GF) 

• AFPA is designed as an annuity- looks 25years into the future: 
• POMV is based on actual values- Looks 5 years into"the pa-st: 

nd every year 
ERA 

28 
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T·:he 
4 basic Changes 
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., 
Current iCash~_Flow 

.... . f 
f ' 

Royalties 

" 

30% 

Inflation ~ J lnve~ment 
Proofing . ,.,I Earnings 

•~an 

% of 5-year 
Average 

Production 
Tax 

\ 
..... 

' 

Less 
Volatile 
Revenue 

' Draws as 

' , Necessary to 
', Fill Deficits 

30 



" . 
' " 

Inflation 
Proofing 

' HB 303Change 1. i oy~l\y_ ~etceritaQe 
f 

Royalties 

.. 

30o/ol 25% 

" 

Investment 
Earnings 

% of 5-year 
Average 

Production 
Tax 

\ 
It'­

' 

Less 
Volatile 
Revenue 

' Draws as 

' , Necessary to 
' Fill Deficits 
' 

31 
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' ' 

Inflation 
Proofing 

HB 303Change 2./ ~dd}~£ll\llV~Payo1:1t 

Royalties 

\ 

25% 

f 

% of 5-year 
Average 

Production 
Tax 

5%POMV 
Draw 

\ 
It­

' 

Less 
Volatile 
Revenue 

' Draws as 

' , Necessary to 
', Fill Deficits 

32 



.._ HB 303Change 3. Re1 ov~rltl~l~ti:oif1Ptopfing 
' ' ' 

Inflation 
Proofina 

Royalties 

' 

25% 

f 

% of 5-year 
Average 

Production 
Tax 

\ 

Draw 

Less 
Volatile 
Revenue 

I 
.... 
' ' Draws as 

' , Necessary to 
', Fill Deficits 

33 



HB 303Change 4. DivideJ:id S-pvrc.-e. ancl~Calcu.lation 
~ . 
f ' 

74.5% of 
Previous 

Year's 
Royalties 

,. 

( 

25% 
74.5% 

% of s year 

B 
A' • .<eranP 

Production 
Tax 

5%POMV 
Draw 

\ 
Less 

Volatile 
Revenue 

I 
.... 
' ' Draws as 

' , Necessary to 
', Fill Deficits 

34 



HB -=1_03: The SWAP- alt'ie:s 
~ 

• Curre~ly, ' 
• 30% of,~11 Royalties and 

• Oil, Gn..1ncLFederal Mi 
l 

• Deposite 

-
• 0.5% to School Trust Fun·d 

• 69.5% deposited to General Fund 

35 



.. 
HB ~03: Rents an,d ividend 

'I 

\ 

• 74.5%,of all R&R wowld 
~ 

• No Permanent Fu 

• SB 114: puts a floor (guarantee) of s:1.,000 

36 
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HB,go3: PF Rese,rve 
th·e Ge 

" 
\ 

\, 
• The exchange fbr .R·&R to Dividen 

~5% of the total \IWl~a.of the·'Per 
Withdrawn from ERA 
Deposited into General Fund, _ 

unt·:a.n·d 

• This is often called a Percent of MarketV·alue (P~ V) concept 
• Returns on PF investments average more than 5% 

~Thus you inflation proof the PF plus the 25% R 
The PF continues to grow 

37 



HB 303: PF Rese,rve ~arfliI:lQs"-AC~aunt and 
t", the Genera.I Fund 

ri• 

\ ~ l~flati~~ Proofing? 
\ ... 

.. 
... 

~' 
Calla n's Est. Retumcon-Permanerat' Fwn~d l1n·vestment~:·'= .6.9% 

POMV Dr~w ;::: 5% 
To the E~rriiih gs .R.ese"tye Ac~o·u,nt = 1.9% 

To the Corpus of the Permanent Fund= 25% of-Royalties 

Total Royalties s96·1M * ~5%= s240M 

38 
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HB 303:Toe 
t 

\ 

\, 
', 

"' 

Currently the bill holds tfie 

This effects the amount of the POMV draw to the g 

40 



HB 303: Trie 
' t 

" 

, ... 
~ 

• Dividend= 
• POMV= 

• This cuts the Deficit by ID 

,40·5 BM!llij:on) 
tJeneral F:und: 

41 



t 

" 
\ 

• Oct 20:1}6~The .Ro 

• Dividend= 

• POMV= 

"' 

$1,82 

s1,958.4 B·i'l~ta 

• This Cuts the Deficit in half 

eneral F·und 

42 



• 

HB 303Dividernd a 
• cenar10 1 

• 
\ 

" ~ 

• 
• Dividend= s2,ooo .. -~ 

- ,.,. 

• POMV= s1,269.3.:B.i.lli.o.n. 

• This Cuts the Deficit by 1/3 

Difference·: S·700Millio: 

43 
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HB 303: 
UGF Revenu,e/ Budget 

1·s mini:ons)1 

t 

sa.ooo -------

$1.000 I _ 11----+------t---1 

$6.000 I Ii.IC l.,. • I • • I • ; • • I • ---1 

$5,,000 I I * 1 • •-t I • I • ; · - • 
2

1
241 

$4.000 I I • I -.-----11---+------1------4 

$3..000 II'----+- - • - 1---~---1 

,,_, ' ~ I I 

l __ l __ l ==-----:;,:~--;~--;;;_L, -;;;-_J_-;;-- ;;:;-~~!. I I $0 

Sl.ClOO 

fY1'i. RU A'18 A"19 i:v10 FV11 fY.2.2 f\'ll i:'1'14 A'l!:. 

~ ~ -
Scenario 1 

Dividend held harmless 

$"..000 

;!,G..,000 -,, ,= 

$5,tl!l(I, 
~ -

$4.000 

:$!.000 

$2,.(m 

r 

J ' 
' :$1,.QOO 

$0 
A'11'l f\' J:. 

UG.F Revenue/ :Budget 
1($ mlllfons.) 

-- ~ -~ I ~ - - = 

... ... 
~ ' - ---. = 

-
""" """ 
- - ..... 
..,, _, -

J! A'19• FrlO M:l A'22 Frl3 M4, ffl!i 

.....-0u:lgat ~ IHI 
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HB 303: 0 
f 

' 
Dividend Check ,mvldendCheck 

$.1,§00 :$2,500 ··--~--.----r----.-----,------,------r--r--

$J.cm 1-•*'" I -~ j ~ ~ I I I I I $2.000 

Status Quo 

$,1,.§00 11----'----4llll.-- -!----.,__----4, _ _ -4-__ -!--__ .,___---4 __ ---; $1,.f,Ol} l,---+---l---1----,1-----'1;-1-- - -1-----+----f----

$1,,000 1--~,B-30~ • I l i - -11 

Scena riio 1 

s1.ooo, t .--11- - -1-- 1:l.~.LJ.;;S---• ::"I!!' 

Sdenarib 2 

$500 1--+---t--~f--+--+--t-1---t---r--r----i ~ .. 

~~· ·· ·· ·· ·· ·· ·· ·· ·· ·· ... ,. ,. , ...... ,. , 
F\'17' fYlill FYt!!I F'l'20 FYU FYE F\'14 ms 

Scenario 1 

Dividend held harmless 
46 



HB 303: 
f 

Budget Reserves 
$1~ I 1 )lll,000 

$:t,oMIO! -t-----t----t-----l----+---+ ---~----11-----------l 114.000 ·-

su.ooo, ,_ L-i-.-+--l---t--1----i-------, ,12,000 

'$:J.Q.Om u,_ __ .J__ __ l-----1----1------1-------4 lHJ,JaOO! ·-

$aooo, - ---l----il---+---~-----1 $8.001) 

~ ·- -+---b---l--------l $1GJJOO 

~ ·- -r---+--------1 s,c,ooo •-

$l,OOIII ,- --...--. $2.(IOO 

SOI $0 
F\'1~ FY1'1 A'l8 A'191 A'lOI IFYl:I: FYll A'23 A'l4 A'2S 

-~ . CllR ilQtA 

Scenario 1 

Dividend held harmless 

ID~ ~.t111ret1n...,_,.n.,._ 
Ul,l"'15J ~ l 1W'lia-JI 

a SD11. a alft flatA 

47 
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HB )03: 

ll 
s 

(Dividend held harml;ess,a, 2016) 
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"' ' 
SB 114: ~ 10 

~cenari 
UGF Revenue/ Budg,et 

($ mHlio·ns), 
$11.mO ---~- ~ -------- - - ----~ 

$1.0IO I _ I 11---1 

sa.mo1 I r, • I • • 1• :• • l • I 

$ ,OOO I I • l C · - :- • • I • ; • • 1=--i 
$4.000 l - --1---- -+-------1-- - ---1•---!------1-----< 

$3,000 
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H 303: The overa,1 
• llas the Dividend direct 

• ri rrently strucl ured :t_o pa 
• PrOt ~cts the Dividend'for 

" 

• Reduces the d 
• This will extend the 

• Gives the legislature "Glide p·ath" .(breath in 
• Additional budget cuts 
• New sources of revenue 

· • Reduces the deficit between 1/3 and ½ depen 
formula (scenario 1 vs scenario 2) 

ian 

om) to cor-1s"icler 
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HB 303: The over 
.. 

\ 

ownward .pressure on t 
', 

' 

• Reduces the volatility in the. budget -• Stability 

• A POMV is a proven model and considered "Best Practice many .. ful'.ld managers 
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H,B 303: Final Tho 
.. 

\ 

• Alaska·l ~s always be.en,a 
com mod it}! volatility) 

• BUT, we1'ctir,~~e to ~ 

• We are in Chapter 3·8, of AL: 
• How do we want .the next thapters to 

dueto 
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