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1. Executive Summary

Thegoaloftne®! t Falt {dF4GS [S3IAatl GddzNBEQa . AOF YSNI €
reviewkeyhistorical and legdlctsabout the Alaska Permanent Funtbs earningsand

permanent fund dividens review fiscal modelsn the permanent fund, dividend, and the

state budget and, providepolicy recommendations to the legislature on the future use of the
earnings of the Alaska Permanent Fund.

Members first met on June 12, 2019. At their second meeting the next day, they fdhmesd
teamsto studythe pros and cons of paying out three differesites opermanent fund
dividends: one based on the current statutory formyi@notherthat reflectedthe $1,600
checls Alaskangeceivedin 2018; andpne that resulted from surplus funds left over after
balancing the state budget with traditional revenuasd an amount of permanent fund
earnings limited by th&enate Bill 2@ercent of market valuéaw approved bylegislatorsn
2018.

Asthe threeteamsworked on their assignmentmemberswere addressedhy GovernoMike
Dunleavy andheard a history on Juneé9bf permanent fund and dividend law®n June 28, the
executive director of thé\laska Permanent Fund Corporatidetailed the mission and history
of the fund as well as the roles and responsibilities of the trustees who managett.
afternoon, the working group reviewed fiscal models presented bydinector of the Alaska
Division of Legislative Finanaed comnissionerof the Alaska Department of Revenue.

On July 8, about two weeks afteeing tasked with researching and analyzing fiscal impacts of
three different sizes of dividendssamspresented their worko the full working group.

The sixth andinal meeting of 2019 took place on October 7. A legislative fiscal analyst

presented permanent fund, dividend, and budget models based on requests from working

group members! f 42 dzy @SAf SR 4 GKS YSSGAy3a 6SNB GKS
www.pfalaska.organd a permanent fund dividend interactive moth@lsed on the~iscal Year

2020 budgeto allow members of the public to see how figures they choose for oil prices and
dividends affect the state budget and the size of the defAll these models and other

documents presented at working group meetings may be foairttie website above.

The working group recommends that legislatarsl members of the publi@view this body of
work ¢ especially theeports by the thredeamsand the fiscal scenarios provided by budget
officials. While agreement on the size of a dividend stdlybe difficult to attain, members

agree thatthe permanent fund must be protected from inflation so that future generations of
Alaskans may benefitdm it. A majority of members agree thase of permanent fund
earningdor state services and dividendsust stay withindraw limits established by a structure
like the percent of market valuaw enacted in 2018.
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2. Creation of theWorking Group

The 3% Alaska State Legislature created the Bicameral Permanent Fund Working Group on
Wdzy S mMnI HamgpZ ySIENI GKS SyR 2F GKS &SI NDa FAN
House Concurrent Resolution 101

The measure called on eight legislatqr®ur from the Senate, four from the Hougdo review
the use of Alaska Permanent Fund earnings and make recommendations on how to use these
funds in the future.

Theeightmember groups made up ofawmakers from across the state, from both major
parties, and includes members from House and Senate majorities and minorities. They are:

Senator Click Bishop;RirbanksCoChair
Representative Jennifer JohnstonARchora@, CoChair
Senator Shelley HughesPRImer

Senator Donny Olson-Golovin

Senator Bert Stedman;Htka

Representative Jonathan Kreiemkins, ESitka
Representative Kelly Merrick;Eagle River
Representative Adam Wool;Eairbanks

= =4 4 -4 -8 98 -5 -1

Creation of the wdking group came while the legislature was still working on the Fiscal Year
2020 budget.

The June 10 passage of HCR 101, to create the working group, occurred on the same day that
the first Fiscal Year 2020 operating budget measdrejse Bill 39got final approval in the

Senate, after passing the House the day before. That legislation did not provide funding for
Permanent Fundividends. The first capital budget measugenate Bill 19also did noinclude

PFD fundingvhen it won final passage a few days later on June 13.

Funding for dividends as well as final legislative action in 2019 on the operating budget, capital
budget, and authorization to use thenstitutional budget reserveamethe following month,
during a second special session, on July 29, with passagf »90Jland SB 2002
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3. A BriefHistory of the Alaska Permanent Fund and Dividend

AlaskaStatehood andMineral Rights

When Alaska achieved statehood1959,it was with the understanding that we would be able
to operate much of our state government using natural resource revenues. There was
considerable skepticism in Washingtdd.Cthat Alaska, with a sall population and economic
base, could support itself without ongoing federal funding provided to the Territory. This, in
large part, is why Alaska was grantedhastorically unique land selection aofore than100
million federal acres at statehood. Ndtlg, mineral rights to this land were to be retained by
the state.This provision was not controversial at the time and was based in part on federal
minerakleasing reform from 1920. However, combined with the relatively small amount of
land in private hads, it provides context to the belief held bgmeAlaskans that revenue from
resources on state land is an individual right. This is seen as compensaithgntsfor the loss
of comparabldand rightsheld bythose in other states such d&xas rancher The tension
betweenthe beliefthat funds derived from mineral rights are a source of revenue for
governmentandthe view thatstate land rightsarea commonly held asset of Alasisa
underpins much of the current debate over the dividend and other ptiatmises of fund
earnings.

Prudhoe Bay and the Bonus Boom

Because the state directly ownsore than 100 million acres t¢dnd, it means the state itself is
the leasing entity for minerals development, and the state itself collect$ they R2 ¢ y S NBA Q
royalty from that development. The 1968 Prudhoe Bay discovery on a portion of the central
b2NIK {f2LS GKIFId KIFIR 06SSy aaStSOGSRé¢ oe@

0KS
022Y (KIFIGd KIFIra RSTAYSR GKS fFrad pn @SIFENB 27

a
It

Soon after this discovery, a major state lease sale made the nearby aeeaitgble Famously,

the state receivednorethanb pnn YAf t A2y Ay ao2ydza O0ARAE AY |
In contrast, the unrestricted revenue received during the diiscal Yeal970 was less than

$165 million, with the largest items being $36 million in Cook Inlet royalties and production

taxes, $38 million in personal and corporate income taxes, and $10 million in motor fuel taxes.

At the time, Alaska was subsii#ally undeveloped withunmet needs throughout the statelhe

state budget roughly doubled in the early 1970s, and the $900 million was more or less
depleted by about 1975A substantial portion of the budget increase was for municipal

revenue sharinghat reducedocal tax burdens butid not producemuch in the way of

tangible new construction. That led many, as described by Governor Hammond, to feel that this
AYAGALET gAYRTFIEE KIR 0SSy aGaof2poy dé

1Because of delays in permitting the Trans Alaska Pipeline system, first production from the North Slope was not until mid

1977. To fund ongoing state operations during the 187t 7 LISNA 2RI (KS &aidlr 4SS LI aasSR I GSYLR
undeveloped oil reources in the ground, which was then refunded to producers as a credit against oil and gas production taxes

once production began.
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Creating theAlaska PermanenFund

Memories ofspending most of the $900 million oil windfalere still fresh during the 1976
legislative debate on creation of tiidaskaPermanent Fundandthe desirewas strongo save
for the future.The final language, with 3&ercentof royalties andelated landowner interests
going into the fund corpus, was a compromi€overnor Hammond initially proposed
depositing ® percent ofboth royalties ad production taxes.

Although the initial purpose of the fund was not specified, it was clear thabthad intent

was to turn finite and shorterm resource wealth into infinite financial wealth. As Governor
Hammond described it, he wanted to turn oil wells pumping for a limited period into money
wells pumping for eternity. The growing pot of money wolb&lequivalent to a retirement plan
for the state that continued t@eneraterevenuefor the general fund long after the oil fields
were exhausted.

The language proposdyy the legislaturend approvedby votersin 1976 wasa new provision
added tothe Alska Constitutionhat becameArticle IX, Sectiof5:

At least twentyfive percent of all mineral lease rentals, royalties, royalty sale proceeds,
federal mineral revenue sharing payments and bonuses received by the State shall be
placed in gpermanent fund the principal of which shall be used only for those income
producing investments specifically designated by law as eligible for permanent fund
investments. All income from the permanent fund shall be deposited in the general fund
unless othewise provided by law.

Notably, neither the constitutiomor the explanatory summary provided to voters contained
any mention of a dividendynly that the earnings would be used by th&te. One initial hope
for the dividend progranwhen it was introdued several years latewas tomakeAlaskas
feel vestedn the management of the fund and thereby protect it from unnecessary and
premature withdrawal.

The fund began receiving deposits in 1977 based on the constitutional formula. Several
additional depaits were made by the legislature in the early years as funds were available.
Interestingly, one of the first extra deposits to the fund, in 1981, was $900 million to
symbolically replace the 1969 bonus bid payment.

¢ KS G2GKSN A & Sphrade®tkeAL %76 ¢onstitdiondl ameddmenequired
subsequent legislative actido clarify how fund earningsouldbe used Initially,they were
annually deposited into the general fund as described in the constitution. Latgs|ation
established the dividend progragroughly half of earnings went to dividends, the corpus
received an annual transfer for inflatigeroofing, and the earnigs reserve account was
created to hold the remaining amoureforeFiscal Yea2019, thepermanent fundwas not
used for general government outside of limited expenses specifically related to collecting,
distributing, and litigating fund earnings.
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Struggle to Create theAlaska Permanent FunBividend
As part of his initial proposal, Governor Hammond proposed a formula in which half the
earnings would be distributed to Alaskans, not as a cash dividend but as shares of a commonly

26YSR AYyQOSaak§ficithFdg RERGLEE RADARSYRAD | IR D2
planpassed, it would have provided for far smaller initial payments to individuals. For example,
AT GKS AYyAGALE dakKlI NS¢ SIENYSR o0& | LISNE2Y 41 &

0KS 4L 0®HETheR gnR R @dashdiivideri2l &vould be based on the earnings of that
$500¢ or about $25 per yeamssuming typical real returns. This would have grown over time
as the individual shares accumulated from year to year.

Instead, he legislature in 198@uthorized the initial dividend program amdeated theAlaska

t SNYIFYySyid CdzyR / 2NLERNIXGA2y (2 YIyl3S §KS TFdzyR
with each resident earning a share for each year they had been in Alaska since statehood. This

was the plan that was successfully challengedahbel v. Williamd)ased on the idea that

longerterm residentswould benefit unequally from the oil wealtim response to that court

case the legislaturein 1982passed anew formulain which Alaskans receiveth equal share,

based on thepreviousfive yearsof fund earningsThis statutory formula has remaindargely

unchanged since thed

The initial 1982 dividend distribution was exactly $1,000, representing roughly what would
have been the three years of dividends that would have been received ir1198Dbut had
been delayed by th&obellawsuit. The 1983 dividend, based on the statyttormula, was
$386, and the amount did not exceed $1,000 again until 1996.

Statutory Dividend Formula

The current dividend formula is intended to distribute half of this NJY | vy S yearnirgsinaR Q &
the annual dividend. More precisely, the dividend calculation is basexdatatory net income

which equals actual (accounting) net income less unrealized gains and less earnings on the
GAmerada Hegs LJ2 NIi Ap2rianenffundHat®annot be spent on dividends.

Statutorynet incomeis reported by the Alaska Permanent Fund Corporation. The statutory
dividend formula for Bcal YeaR020 is based on 2dercentof the total fund earnings for fiscal
years 2015 through 2019 which w@%7.9billion. This numbemultiplied by21 percentis $3.77
billion, andhalf of this amount is $1.885 billion. This figure is the basis fostrmalleda F dzf
statutory dividendé Basel on the final number of eligible recipients for 2019, this would result
in a dividend of about $2,911.

Proposals to Us®ermanentFund Earnings
There have been various proposals to psemanent fundearnings for state services. During
the 1985-1988crash in oil pricegherewas little ability to do so. The fund was worth less than

222NB LINBOA&aSteszr GKS awm: 2F GKS LI ad TAGS eSIENRa y3 AyoO02vYSe
60K HyZ {[! ycO® ¢KS 2NARIAYlIEf mMdpyH tC5 F2N¥dzZ | OFfftSR FT2NJ
about 5% less (20/21) than the current formula.
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$10 billion in those years, and it would have bémpossible tausea substantial portion oit to
pay for thestate budgetwithout depletingli K S  Walng.R Q &

Gontinuing deficits driven by low oil prices throughout the 1990s and early 2000s were
routinely filled using the Constitutional Budget Reserve Furitth, support fromathree-
guarter<yote of boththe House and tb Senate Asspending depletedhis fund and money
wasprojected to run outyarious legislators floatedroposalgo use earnings to support state
operations. Famously, the first advisory voteare of them in 1999, received only 17 percent
of votes cabk

The first Percent of Market ValyPOMV) planvas aconstitutional amendmentHouse Joint
Resolution 15proposed by the Legislative Budget and Audit Committee in 2001 by request of
the Alaska Permanent Fund Corporation. It would have allowed no thare5percentof the
five-yearaverage fund value to be appropriated and was silent on the issue of the dividand.
support of their proposal, theorporationpublished a 2002 trustee paper detailing the

concept. GovernoFrankMurkowski in 2004 called the Conference of Alaskans, at which he
hoped to build support for a similar POMV structufdne conference was inconclusive, and no
statutory or constitutionathanges were passed.

Eventually, oil prices recovered and then boomed. State petroleum revenue hit record levels in
the 20082013 period, eliminating budget fears and enabling the legislature to repay the $5.5
billion that had been cumulatively borrowetbin the constitutional budget reserveArmed

with those and additional savings, the debate was forestalled for another decade or more.

Oil Price Crash anReduced Dividends, 2018018

Starting n late 2014, oil prices rapidly declined from about $100lparel to a low of $26 in

early 2016. Unrestricted oil revenue declined lypgercentbetween kscal Year2012 and

2017. The state went from an era of multibillidiollar budget surpluses to even larger deficits

that persisted even aftesignificantbudgd reductions. These deficits were initially filled by
drawing down reservesom accounts includinthe Statutory Budget Reserve, the previously
forward-funded Public Education Fund, and the Constitutional Budget Reserve Fund which was
reduced to about $2. billion by the end ofiBcal Yea2019.

Governor Walker proposed several revisions to permanent fund formulas that vaauizl
allowed for use of earnings, as well as a variety of new revenue measures. After the 2016
session, when none of these had passed andstate was facing continuing large deficits, he
vetoed roughly half of the PFD appropriation in the2BY7 budget. This wasdtoric, the first
time since 1982 that the dividend formula had not been followed sktitedintent at the time
gla G2 RNl g FGOGSyaAz2y (2 GKS &aSNRAR2dzaySaa 27
followed this precedent and appropriated letsgn the statutory formula during the 2017 and
2018 sessions.

3 Structurally, the 2001 language was nearly identical to JRroposed by the House State Affairs committee in 2019.
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The initial 2016 veto was challenged in court, based upon the statutory language that said the
corporationa & K I £ f ¢ { érogritof éarNihgd dalSulation to the dividend fund (AS
37.13.145(b)). The Alaska Supreme Court)Vielechowski v. Stateoncluded that this
aGraddzi2N® 1 y3dzr3S RAR y20 &adzZLJSNBSRS GKS f S3A
andf S 3 A affeédonftiNg®t@he amount of various appropriations. The babthis decision

was the Alask&bnstitution, which has a strong prohibition against dedicated funds. The

constitutional requirement to deposét least 25ercentof mineral royalties into the

permanent fund is a specific exception to this. Essentidib/sipremecourt said that any

exception to the dedicated funds clause must be interpreted as narrowly as possible.

Passage oféhate Bill 26 ir2018

After three years of debate, the legislature pasSshate Bill 2éh 2018that enacted &POMV
formulabased on the average fund value over the first five of the six preceding fiscal years. The
theory behind this sustainable draw is that the expected average annual fund earnings, less
expected inflation, could be drawn from tipermanent fundindefinitely without reducing its

real (inflationadjusted) value. In recent yeafsnd managers have assumed annual average
earningswould be roughly 6.9ercentto 7 percentand inflation would be about Bercent

Because of the expectation that thiend will increase in value in most years, the S025cent

draw figure (5percentbeginning in F2022) will typically result in a smaller percentage of the
OdzZNNBy i &SI NDa | QB8odzetting édsdr wzd peehtriAddiionRlINIising

0KS aLINB@A2dza FAGS 2F aAE¢é YSGK2R Fftz2zga (KS
the expected draw amount will be each legislative session during their annual budgeting

process. The annual draw for 2020 is $2.933 hbion, and the draw for F2021 will be very

close to $3.090 billion.

SB26 conformed with the idea that any plan to use fund earnings must be-hdesd and
sustainable. However, the version of 3Bthat ultimately passed into law was missing several
additional components (rules) that had been in earlier versions of the bill. These items had
passed both the House and Senate but were removed from the final version logriference
committee. The most important of these were:

1) A defined split of the anral draw between thepart funding government servicesnd
the portion fundingpermanent fund dividendsThe House proposed ®@&rcentof the
draw amount go to dividends, the Senate proposeg@kent and the actual FX019
budget passed with a $1,600 dieind that represented about 3@ercentof the draw.
These changes would have replaced the current dividend formula
2) Provisions by which the annual draw would be redude@dl K I & & S| NQa 2Af | YR
revenues surpased a target amount. Thigould have servetiwo purposes. First, it
would have preventedhflatingthe state budgeto unsustainable spending levels during
a temporary period of high oil priceSecond,in yearswhenoil pricesare high, the
annual drawwouldo S f S&daa GKIy (KS ¥Fdzlfo SANI v@lldli2ENE LIS
allowfor a slightly higher sustainable draw percentage during other years
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3) Amechanism by which surplus fundsuld beswept into thepermanent fundprincipal
gKSY Y2NB (K loyh offegpdihd adnSdl didivEaredn thearnings reserve
account

Importantly, theundistributedportions of the 2016 and 2017 dividends were not spent on state
services. Those funds, totaling about $1.5 billion, remain iretiraings reserve accouahd

have continued to earn returns. This contrasts with the 2018 divideatiwas paid in the

context of the ®MVdraw that passed that year. The legislature divided the $2.7 billion
appropriation, with $1.0 billion paying the $1,600 individual dividend #re remaining $1.7
billion going to the general fundin 2019, he legislatue divided upthe $2.9 billion draw, with
nearly $1.1 billion fo$1,606individual dividends ancthore than$1.8 billionfor state services.

Earnings vsMarket Value

There is a potential conflict between two statutes. The historic dividend is based on the
GAYyO2YS @At o6ftS F2NJ RA &G Npeicdniohtideyivieyeary ! { oT @
SEFNYyAy3a 221001 ® ¢KAA O2y i NI NIGELIANH LKINIK HKBA Fyi
added by SB6 in AS 37.13.140(b), which is the 5@@%centof the fiveyear market value

lookback (reduced to percentfor FY2022). The historic dividend formula is pércentof the
GAYO2YS | @I At | HperAS F7ANB(R. AV deveisionsadisB that passed the

House and Senate included langugigéer removed in conference commitegthat would have

overwritten the old formula with a newnebased on a percentage of the POMV. Because

these sections did not survive ihe final version, the two different language versions remain in

statute.

Part of the current debate derives from the mathematical tension between the historic
dividend formula, which is based on relatively volatile fund earnings, and the POMV
appropriatian, which is based on the much more stable fund value. Today, following multiple
years of strong market performance, the dividend calculation would absorb rotigbithirds

of the entire POMV draw: the difference betwetre $2.933 billion POMV draw and the
$1.885bhillion statutory dividend leavesl$048 hllion for governmenservices.

However, the statutory dividend calculation is highly vulnerable to a major marketatimme

Although thestatutory formula dividend calculation has been trending upwards, this is the

result of a historically unusual &@ear bull market. Notably, the 2013 PFD of $900 more than

doubled to $1,884 in 2014. This is entirely the result of the-2H08 stock market crash falling
offthefive@ S+ NJ f 2210l O1 adlAf dé ¢KIFIG aFYS YIFEN]SO S¢
declining to $1,305 in 2009.

Now that the POMV has become law, this volatility adds a new concern for the state. An

essential prpose of switching to a valdegased POMV draw is to limit the draws on the fund to

protect its valuefor future generations and provide a predictable revenue stream for state
government. So long as the volatile earniiigsed dividend remains place the general fund
LRNOA2Y 2F (G0KS RN} g Aa Sldzftte @2tFGAtS ol asSR
calculation.
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billion per year. Howeveg change in earnings has a much more dramatic impact on the

dividend calculation thait does on the POMV draw calculation. It is important to look at

results at different levels of fund performance.

For example, it is useful to contemplate what happériand earnings fail to meet the forecast.
Consider thiscenario what happens if instead afarning$4 billion, the fund merely breaks
eveninFM nHnK LY (GKA&a &aOSYyIFINAR2I Fff &dzoaSldsSya &S

This $4 billion lost from the fute value of the fund shows up as a small decrease téthM\V
about $40 million in F2022 and $200 million in D26 and beyond. However, that same $4
billion loss would have a much more immediate and dramatic impact on the dividend formula:
$425 million per year, reducing the next five individual dividendsbge than$600 each.
Additionally, since the POMV impact is smaller than the dividend impacgeheral fund

portion of the annual draw would increase more than$300 million per yeafor several

years. In other words, in current lafunds available for budgetingach yeaiare greater when

the permanent fundperforms poorly.

Because ofhe tension between two statutes dividend based on fund earnings introduces

volatility that could reduce the effectiveness of the POMV, as it makes it much harder to project

the funds available for a given budgetcyeleS 31 NRf Sda 2F 2y SQa FSStAy3
of the dividend, this is an issue that should be discusard resolved

BicameraPermanent FundlVorking Grougreport Page 10



4. Working GroupMeeting Synopses

What follows are synopses of the six meeting20190f the Bicameral Permanent Fund
Working Group. See the appendix for minutes of each hearing.

Meeting Onec June 12, 2019

Topic Organizational meeting.
Presenters None. Members discuss tasks and organizational structure.
Presentations None. House Concurrent Resolution 101 provided as backup document.

The first meeting of the Bicameral Permané&nind Working Group began at 9:8Mn. on June

12, 2019in the Senate Finance Committee Room of the Alaska State Capitol. All members were
present. The purpose of the meeting was to introduce staff assigned to the working group,
outline the organizationlestructure, and describe tasks the working group had been authorized

to perform. Upon completion of this business by tteechairs, individual members were given

the opportunity to make any opening statements. Representative Wool, Senator Stedman,
Senator Hughesaind Representative Kreid®omkins gave brief remarks about their personal
perspectives on the permanent fund dividend. Following the opening statem€niShair

Bishop adjourned the meeting at 9:30m.

Meeting Two¢ June 13, 2019

Topic Creation of thredeamsto analyze three PFD scenarios.

Presenters None. Members discuss perspective on permanent fund and dividend.
Presentations None. Documents on 1999 permanent fund advisory vote provided as
background information.

The second mdang of the Bicameral Permanent Fund Working Group began aten3®n

June 13, 2019n the Senate Finance Committee Room of the Alaska State Capitol. All members
were presentCoChairJohnston began the meeting by discussing protocol and establishing
some ground rules for meetings. The purpose of this meeting was to give each member an
opportunity to outline their expectations and deliverables for the working group. Each member
described in greater detail their personal perspective ongbemanent fundand the dividend
program and how that perspective could be relevant to potentiaha@etbles for the working

group. Following that dialog;o-ChairJohnston announced the intention of tlee-chairsto

appoint three separatéeeamsof two members each to research and analyze different

permanent fund dividend scenarios and report back tofieworking group with their

conclusions. Senator Hughes and Representative KFeiskins were assigned a $3,000

dividend; Senator Olson and Representative Wool were assigned a $1,600 dividend; and
Senator Stedman and Representative Merrick were asdigiisurplug dividend meaning

whatever remains after the current budget is balanced using whatever draw necessary from the
Permanent Fund Earnings ReseAczount Specifically, thteeamswere asked to research and
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analyze the economic and social impadte fund sourcesand the opportunity costs or gains

for each dividend scenario. Finalyg-ChairJohnston announced the intention of the-chairs

to begin working on a thorough review of the history of the Permanent Fund and the dividend
program to bepresented at the next meetingcoChairJohnston adjourned the meeting at
10:08a.m.

Meeting Threec June 19, 2019

Topic History of permanent fund and dividend laws.

Presenters Governor Mike Dunleavy; Cori Mills & Bill Milks, Alaska Department of Law; Anne
Weske, Alaska Permanent Fund Dividend Division; Emily Nauman & Linda Bruce, Alaska
Legislative Legal Services

Presentations History of the Permanent Fund and tRayment of Dividends; Permanent Fund
Law

The third meeting of the Bicameral Permanent Fund Working Group began ata®u0tnh

June 19, 2019n the Anchorage LegislatiBailding All members were present€oChair

Bishop opened the meeting by introdag Governor Dunleavy and inviting him to address the
group. Governor Dunleavy stressed the importance of the permanent fund dividend program to
the residents of Alaska and wished the group luck in its work. He reiterated his position that the
state shouldcontinue to follow the law as it pertains to the statutory calculation for the
RAAGNROdzIA2Y 2F RAGARSYRAa POWSalute pasdiy the 00 Qa 02
Legislature. He encouraged the group to review the history of the permanent fund dividend
program and consult notable Alaskans who were involved it its creation. Finally, he urged the
Legislature to engage Alaskans through a public vote to reach fipalifye question of the
permanent fund dividend.

Following theg2z @S NY 2 ND & 2 LIOpGheiBishopcontinBed thé dtder of business

by announcing the presentation documents that have been distributed and then invited
representatives from the Deptament of Law to begin the first presentation on the history of

the permanent fund This presentation covered the statehood act, the 16@6stitutional
FYSYRYSyGs !fl &a1F Q& ¥FANEIIZohdsadd (The Pgpartmeéndnf R RA O A
[ I 6 Q& LiaNBnd Be vierbalim transcript are attached in tappendiy.

After the Department of Law concluded its presentati@mChairBishop invited thalirector of

the Permanent Fund Dividend Division in the Department of Revenue to provide testimony on

the mechanics of the permanent fund dividend program. @hector covered the statutes

dictating the eligibility, application process, garnishments, distribution, and deadlines for the
permanent fund dividend program. (Tlid NB O 2 N2 & LINE a Styhidrandchpeafe I y R
attached in theappendiy.

Representatives from the Department of Law followed with an historical analysis of the various

court cases and legal challenges involving the permanent fund dividend program going back to
its creation.Preserters began by outlining the contents of their presentation which entailed a
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thorough review of the Permanent Fund statutes, the calculation and eligibility requirements of
the permanent fund dividend program and the history of all pertinent statutes. $latiyie
[ SAFE {SNBAOSAQ LINBaSyuldAazy | yappenddS OGSNDBIF GAY

After a brief lunch break, the gavel was passe@tChairJohnston who directed Legislative

Legal Services to continue their presentation as the last iterthe agenda. Upon conclusion of
that presentation, the Department of Law and the Department of Revenue were invited back to
provide any closing commentS§oChairJohnston adjourned the meeting at 3:p0n.

Meeting Fourc June 28, 2019

Topic Alaska Permanent Fund Corporation history and mission; three PFD scenarios; state
budget and revenues

Presenters Angela Rodell, Alaska Permanent Fund Corporation; David Teal, Alaska Division of
Legislative Finance; Bruce Tangeman, Alaska Departmertvehte

Presentations Untitled presentations byAlaska Permanent Fund Corporation, Alaska Division

of Legislative Financand Alaska Department of Revenue

CoChair Johnston calledhé fourth meeting of the Bicameral Permanent Fund Working Group
to orderat 10:07 am. on June28, 2019 in the Anchorage LegislatiBuilding All members
were present except fo€oChairClick Bishopwhowas excusedand Senator Bert Stedman.

Angela Rodell, ecutive director of the Alaska Permanent Fund Corporation, provided a
presentation on the history and mission of the Alaska Permanent Fund, starting with voter
approval of an amendment to create the fund in the state constitutio976 andegislative
approvalto create the corporation in statute in 1988he then outlined how investment
strategies have changed over time, from more cautious strategies of yesteryear limited to
things such asertificates of deposito more diversified portfolios of todayfstocks, bonds,

real estate, and private equitie$he permanent fund, she notetkceived its initial deposit in
1977 of $734,000 in oil revenudy June 30, 2019, the fund was expected to be worth nearly
$66.1 billion.

David Teal, director of the Adka Division of Legislative Finance, presented three budget
scenarios based on three different permanent fund dividends: one based on statute valued at
nearly $3,000 per qualified Alaskan; another equal to the $1,600 divittexidesidents

received in 208; and, the last based on revenues available after funding government services.
Heoutlined various scenariggcludingone that showed thaif the statewere to spendb4.4

billion in unrestricted general fundthere would bea surplus of $800 milliog enough to pay

out a dividend of $1,178 per Alaskan. If, on the other hand, state spemdisgearly $3.3

billion, there would be more than $1.9 billion to use for a dividend of $2p@#ftesident
Tealdemonstratedthat payirg a statutory dividend while maintaining state spending at current
levelsg while allowing for growth in inflatiorg would result in the depletion of permanent fund
earnings in about ten years. Using similar budget assumptions, permanent fund earnings woul
grow slowlywhile paying out an annual dividend of $1,600 and more significantly while
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providingdividends based on surplus revenugthe amount available after funding
government services.

Bruce Tangeman, commissioner of the Alaska Department ofnfReypresented revenue
modelsto explain how permanent fund earnings had grown to $19 billion. In fiscal years 2017,
2018, and2019 more than $4.7 billion would have been paid out in dividends based on the
current statutory formula, bubnly $2.4 billionwasappropriatedg leaving an amount of $2.3
billion that was not distributed. By not paying dutl statutory dividends over those three
years,the permanent fund earned $389 million in interest.

Tangeman said there are many ways to addresdifioal issues that the state faces. Cutting

dividends, he noted, is the most regressive option. A fiscal crisis, he said, may not exist because

2F LINBYAAAYy3 2Af RS Sopenndie®yf dziAy2 yISIRF &K Ga aSNIY
to solve atemporl® LINRPOf SY GAGK I LISNXYIFYySyld az2fdziizy dé
information before makigdrastic changesCoChair Johnston adjourned the meeting at 4:12

p.m.

Meeting Fivec July 8, 2019

Topic Presentations by working group teams on three BE&harios.

Presenters Sen. Shelley Hughes & Rep. Jonathan Kfeiskins; Sen. Donny Olson & Rep.
Adam Wool; Sen. Bert Stedman & Rep. Kelly Merrick.

Presentations Sen. Hughes & Rep. Krelgamkinsg Statutory $3,000 PFD; Sen Olson & Rep.
Wool¢ $1,600 PB; Sen. Stedman & Rep. MerrgBurplus PFD.

CoChair Bishop callednhé fifth meeting of the Bicameral Permanent Fund Working Grioup
orderat 9:04a.m. on July 8 2019 in the Senate Finance Committee Room of the Alaska State
Capitol All members wer@resent except for Senator Olson. Three working group teams
presented their work on the fiscal impacts of having three different sizes of permanent fund
dividends: one based on the current statutory formula; another that reflected the $1,600
checks residets received in 2018; and, one based on surplus funds left over after balancing the
state budget with traditional revenues and an amount of permanent fund earnings limited by
the current law that was enacted in 2010\8/orking group team reportsre in thisreport ina p @

2 2NJ] Ay 3 DNERdzL) ¢ S kCHair Bishépradiolniesl yhé raedting at 251 a.m.

Meeting Sixc October 7, 2019

Topic Models and scenarios on permanent fund earnings and the budget

Presenters Alexei Painter, Alaska DivisionL@&gislative Finance

Presentations Permanent Fund Working Group: Models and Scenarios; Permanent Fund
Dividend Interactive Model

CoChair Bishop calledhé sixthmeeting of the Bicameral Permanent Fund Working Grioup
orderat 9:59a.m. on October 7 2019, in the Anchorage LegislatiBuilding. All members were
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present except for Senator Olson.-Chair Bishop announced that the working group has a
website,www.pfalaska.orgthat has videos, presentationsprkinggroup team reports, fiscal
models,minutes, and other documents from each meeting.

Members heard from Alexei Painter, fiscal analyst with the Alaska Division of Legislative

Finance, who presented various models and scenarios on permaneneéunahgs and the

state budget. He alsonveileda permanent fund dividend interactive model based on Bigcal

Year2020 budget to allow members of the public to see how figures they choose for oil prices

and dividends affect the state budgetandthe #z& (G KS RSTAOAGP® C2NJ Y2 NB
2 2NJ Ay 3 DNERCoLHaieB&S ddjduinéd the meeting at 11.40 a.m.
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5. Working GroupTeamAssignments

On June 13, 2019, theo-chairs assigned white paper reports to pairs of workgroup members
that would discuss paying three different PFD amouite partners and assignments were as
follows:

Working Group Teams PFED Amount
Senator Hughes & Representative Krdissnkins Statutory PFD (Statutory Net Income)
Senator Olson & Representative Wool $1600 PFD (Fixed amount)

Senator Stedman & Representative Merrick  Surplus/netdividend (POMV)
Each report was to consider:

Fund sources available for the assigned dividend amount

Potential budget consequencesadgsigned dividend amount

Economic impacts of assigned dividend amount

Social impacts of assigned dividend amount

Opportunity costs and/or gains associated with the assigned dividend amount
Assigned dividend amount compared to historic dividend payouts
Sugainability of assigned dividend amourpnsideringcurrent budget needs

= =4 =4 48 -8 -4 -9

On July 8, the teams presented their work. What follows are papers on:

1 The Statutory $3,000 PRIy Sen. Hughes & Rep. Krelssnkins (Links to appendices
from their work are in theappendix of this report. Their appendices also are available at
www.pfalaska.ory

The $1,600 PFbBy Sen. Olson & Rep. Wool

The Surplus PFBy Sen. Stedman & Rep. Merrick

= =

BicameraPermanent FundlVorking Grougreport Page 16


http://www.pfalaska.org/

Statutory Permanent Fund Dividend
By Senator Shelley Hughes d@epresentative Jonathan Kreiemkins
duly 7, 2019

Economic Impacts of Statutor$3,000Dividend

Il OO2NRAY3 (G2 +y LyadAaadziS 2F {20Ruht yR 90

Economic Impacts of Alaska FidtdlJi A 2 y & ¢ -6/ stipplyirig thé rBultipliér L
accounting effects due to dollars in the hands of citizens versus goverrfragnansfer
of $1.9 billion from the Earnings Reserve to the Permanent Fund Dividend (PFD)
program could result in the followmn

0 Between $2.47 and $2.83 billion in total Alaska additional income

o Positive impacts to 10,602 and 16,948 total jobs in Alaska

0 Between 36,000 and 45,000 Alaskan incomes raised above poverty level

9EFYAYAYI 1 fF A1l Q& FAaskfaniliesIdf allthe opfionsKoli & A Y LI

revenue generationHFD cut, sales tax, fledte income tax, property tax, graduated

incometaxty t C5 Odzia | NB daoe& 7T N iKSandBenniyf A Sad

option of those listed born solely byate residents.
(Economic impacts of $3,000 PFD analyzed independent of other budget decisions.)

Social Impacts of Statutor$3,000Dividend
Employment It is estimated that a $1,000 increase in the amount of the PFD per person
GAYONBLBBAaAlI OKBAGE 2F SyYLiz28YSyid o0& wmoy
in hours worked by 0.9 hours per week among worf&y. extrapolation$3,000would
increase the probability of employment by Alaskan males by 5.4% and the reduction in
the workplace of waen by 2.7% fewer hours. (Some women may choose to take on
tasks outsidef the workplacevhen PFD provides some income.)

LJS N.

ConsumptiotY ahy | @SNIF IASS (KS YI NBduyabldgoddiNabtlLIS y a A
2F GKS tC5 Aa Hp OS$Yuadivelariwvodidres@tin@Rs0 pee £ | NJp

dividend spent on nomurable goods, or $480 million total.
Povertt @¢KS tC5 LINPGARSa |y AyOo2YS Ff22N)

by R

AYLRNIFyd O2ydNR O dzi A 2 Kagording to the itedddpartYid v I § A y 3

2000 roughly 12.4% of rural Alaskan Natives were lifted out of poverty due to the PFD.

4Gunnar Knapp, Matthew Berman, & Mouhcine Guettabi, SRamt Economic Impacts of Alagkiscal Option$NSTITUTE OF
SociAL ANBCONOMIGRESEARGHAL [IF9 (Table IHB) (Mar. 30, 2016). [Appendix A] (On File with Office of Senator Shelley Hughes)
5Matthew Berman & Random Reaméyow Much Might Closing the State Budget Gap Cost Alaskdi¢s#Riesearch
Summary No. 83, at 1 (Feb. 2017). [Appendix C]

6 Mouhcine Guettabi, What Do We Know About the Effects of the Alaska Permanent Fund Dividenu@TE @CIAL AND
EconoMmIdRESEARGHL 2 (May 20, 2019) (citing Bibler, A., M. Guettabi, &Rdimer, Shorterm Labor Responses to
Unconditional Cash Transfers (2019) (working paper)). [Appendix E]

71d. at 7 (citing Kueng, L., Excess Sensitivity oflH@gime Consumers, Quarterly Journal of

Economics 133 (4), at 169351 (2018)). [Appendix E]

81d.at 7 (citing Berman, MResource Rents, Universal Basic Income, and Poverty Among Alaska's

Indigenous People¥VoRLIDEVELOPMENIO6, 161172 (2018)). [Appendix E]
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Crime A study examining criminal reports and the PFD distribution from 2000 to 2016
indicates a 10% increase in substance abuse incidents and aed3éask in property
crimes in the four weeks following PFD distributfon.

Context of Historical Dividend Payments

The average dividend payment since the inception of the PFD program, adjusted for inflation, is
$1,700°The largest dividend Alaskans re@al, adjusted for inflation, was $2,864 in 2080.

The smallest, adjusted for inflation, was $801in 18822 g | I YY2Y RQ&A 2NAIA Y |
PFDpased on 21 yearsf state residency, wasgp to $1,050 in 1980 dollars which is $3,264 in
2019dollars; the first PFD paid under the statutory formula in 1983 was $386, or $978 in 2019

dollars.

Statutory PFD unde€urrent FY 2020 Budget
Distribution of $3000PFD and FY2020 Budget Consequences
5.25%POMV revenue (drawn from ERA): $28Bon'3
Amount required for PFDs, if funded at statutory $3,08@t $1.94 billioA*
o POMV remaining: $990 million
Unrestricted revenue (derived primarily from oil): $2.30 biltfon
o Total funds available: $3.29 billion
Amount needed fooperating and capital budgets, absent any vetoes and assuming
capital budget fund source changes occur: $4.65 biffion
o Additional funds needed to fill budget gap: $1.36 billion

Options to Fill FY 2020 Budget Gap
1.$460million (approximate) in budget redtions through gubernatorial vetoes, assuming no
override
2. Availablefund sources’ (assuming funds are not swept into the CBR)
Constitutional Budget Reserve (CBR): $2,268.5 million
Statutory Budget Reserve (SBR): $172.4 million
Alaska HigheEducation Investment Fund: $340.7 million
Community Assistance Fund $90 million
Power Cost Equalization Endowment (PCE): $989.4 million

91d. at 8 citingWatson, B., M. Guettabi, and M. Reimeniversal Cash and CripEvIEW OF

EconoMICS ANBrATISTICACCEPTE(2019)). [Appendix E]

10 Seel egislative Research Services, Alaska Permanent Fund Dividend Amounts Adjusted for Inflation to 2018 Dollars (June

2019). [Appendix F]

111d. [Appendix F]

121d. [Appendix F]

13 SeeDepartment of Revenue, Tax Division, Spring 2019 Revenue Forecast, afilé. \{@h Office of Senator Shelley Hughes)

14 Seel_egislative Finance Division, LFD Fiscal Model, Full Statutog/PEENNB Yy i C, vn . dzZR3ISGx 4 LI 3S H
F2NJ t C54860 oO0WdzyS HpZ HAMPO P ! LIISYRAE [ 8

15 SeeDepartment of Revenue, Tax Division, Spring 2019 Revenue Forecast, at 7 (reflectibprestaicted Revenue of

$5,237 million and Alaska Permanent Fund Investment revenue of $2,933 million, for a difference of $2,203 million). (On File

with Office of Senator Shelley Hughes)

16 Seel_egislative Finance Division, LFD Fiscal Model, Full StaRffx,/ dzZNNBy i C, wn . dzZR3ISGx 4 LI 3S H
(June 25, 2019). [Appendix L]

17 Account balances confirmed by Legislative Finance Division on 6/27/18lld@ith Office of Senator Shelley Hughes)
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Alaska Housing Capital Corporation Fund: $0.2 million
Alaska Capital Income Fund: $11 million
Permanent Fund Earninges$erve Account (ERA): $19 billion*

3. Revenues (the PFD Working Groufaathors disagree on the advisability of revenues at this
time)
Only existing revenue sources can be increased in FY2020

*Additional Draw from ERA:

The PFD Working Grogp-authors agree thatirawing an unsustainable amount (in excess of
pOPHPT: thax0 FNBY (GKS t SN¥laliiediadedagtitn®@d 9 w! A a
Increasing the draw from $2.93 billion td .85 billion would equal a B% POMYV draw which is

2.325% above the 5.25% allowed under AS 37.13.140 (b), which is already on the outer bounds

of sustainably managing the Permanent Fund.

PLEASE NOTE: In addition to presenting the-shramtfinancials above for a full $3,000
statutory PFD based on the cemt budget, the following shoiterm financials are included in
the Appendix:
1. Shortterm financials for a full statutory PFD based dA¥al (Barnhill) rightsized
budget[Appendix G]
2. Shortterm financials for a 50/50 POMV PFD based on current FY20 {Aggendix H]
3. Shortterm financials for a 50/50 POMV PFD based on a FY21 (Barnhil§ingtit
budget[Appendix I]

Sustainability of Statutory PFD FY 2021 and Beyond
Without exceedinghe POMV draw? the legislature should makeise decisions on other fiscal
options like additional budgetductions or sensible revenue measutés.

PLEASE NOTE: The following are included in the Appendix

1. Longterm projections for fulktatutory PFD based on current FY20 bud@ppendix L]

2. Longterm projections for full statutory PFD based on FY21 (Barnhill}sightl budget
[Appendix M]

3. Longterm projections for 50/50 POMV PFD based on current FY20 bfmstndix
N]

4. Longterm projections for 50/50 POMV PFD based on FY21 (BarnhilPsiiggut budget
[Appendix O]

18 As of 2018, AS 37.13.140(b) limits the amount withdrawn from the Earnings Reserve to the POMV, which is 5.25% for three
FA&AOFIT @SINBR (KSY pomx:r GKSNBFFISNE LINPGARAYIAY a¢KS& O2YO0AYSR
transferto the dividend fund)] and an appropriation under (e) of this section [(establishing maximum amount that may be

transferred to the general fund)] may not exceed the amount available for appropriation ##l&7.13.140(b) [(establishing

GKS thax0o8d¢

19 Seel egislative Finance, LFD Fiscal Model, Full Statutorg EBent FY20 Budget, at page 2 (June 25, 2019). [Appendix L]
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Potential RevenueSources

The PFD Working Group-aathorsdisagree on the advisability of rewue at this time, and
have diverging opinions on the need, timing, and type of options most suitabllee future,if
the budget is not reduced and/or oil revenues drop for a sustained pettedegislaturemay
wish to explore the following:

O«

Diverting the oil and gas property tax plus the raw fish tax from municipalities (as
proposed by the governor this year) for $450 million

A 3% sales tax for $48@illion

2% flat income tax of adjusted gross income for $500 million

$1/gallon added to motor fudlx for $500 million

Eliminating the $8 pebarrel oil tax credit for $1.2 billion

Aprogressivencome taxfor $700 million

An expanded tax base through economic diversification

O¢ O¢ O¢ O¢ O¢ O«

Closing Remarks

The PFD provides social and economic benefits to Alaskargarly Alaskan families. While
the PFD Working Group -@uthors disagree about theetimpact of a $3,000 PFD in

conjunction with a budget that has been substantially reduced, thawtbors agree that,
considered on its owrthe full statutory PFvould increaséAlaskanS§incomeand reduce

poverty. Due to the assurance of the annual paymgnine of the most significant impacts of

the PFDs tha Alaskan shareholdetsave beerwatchdogs over the Permanent Fuftl.

The budget gap can be reasonably closed, pertisigh ad INF YR O2 MWlaNR YA &4 S X €
combination of budget reductions andcreasedevenue. The PFD Working Groupazghors
agree that the PFD issue must be resolved so that the Permanent Fund is truly protected and
the 5.25% draw is not exceeded.

Thefive-yearimpassan the legislature over the amount of the annual dividend is Iprge
attributed to three philosophical perspective$l) the budget itself is unsustainable and needs
to be reduced to exist within the current level of revenues thereby allowing payment of a
statutory PFD; (2) the size of the PFD is unsustainable and enakhged in order to fund
servicesand (3) Alaska needs to enact more revenue to pay a statutory PFD famnd to
services

20 Governor Hammond, urging passage of PFD legislation as an ongoing program, explained that the idea some had of a one
time-onlybeneh i aR2Sa&a y20KAy3a (G2 ONBFIGS || O2yadAiitdsSyode ogKAOK gAfft

a

GR2Sa&a y2GKAy3 (G2 NBO23yAT S GKIFIG 2Af 6SIHEGK Aa 2dz2NJ OKAf RNBy Qa
Governor, Letterto AIRF Ya X |1 2dza8S CAYylFyOS /2YYAGGSS / KFEANXYEY 6! LIND M3 Mp)

contributions into the investment account and to protect against its invasion by politicians by creatititaat ring of
dividend recipientssho would resistang dzOK  dza+ 3S A F A G F FFS O DaArERKSTRNIG. RBsHARS Y Ra ¢ ¢
OLRCHNATIONSL6, 2d Ed. (2011) (emphasis added). {ienwith Office of Senator Shelley Hughes)
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Based on a review of historic documents dating back to 1975, below are key points considered
in establishment of the PEbwhich legislators today should bear in mind.

Only 1% of Alaska land is available for private individual ownership.

Subsurface rights became jointly owned at statehood.

Annual PFD payouts cause Alaskan shareholders to be watchdogs, protecting the fund
and ensuring its growth.

PFD dollars distributed to Alaskan shareholders benefit Alaskans equitably.

The co-authors of this $3,000 PFD white paper believe that in order to achieve a lasting
agreemenonaPFDd A NJ y R O # ddri®sYofak three viepoints must beconsidered
to achieve a sustainable budgétidget reductionsrevenuemeasuresanda PFdgovernment
split that does not overdaw the Permanent Fund and that is fair and agreeable not only to
legislators but to the people of Alask&/hile the coauthors do not concur on how to weight
each of these three elements, both agree thiats necessary teettle the PFD matter so it is not
a recurring legislative battle each year.

Very special thanks to Buddy Whitt, Chief of Staff to Senator Hughes, for preliminary draft concepts related to social

and economic impacts, for preparation of shtetm financial reference sheets, and &ppendix assembly

assistance; to Kevin McGowaegislative Aide to Representative Krelgsnkins, for preliminary draft concepts

related to budget consequencasd final editing to Ken Alper, Legislative Aide to Representative Chris Tuck, for

FY2020 financial data as well as information on potentia¢nele sourcesp Sonja Kawasaki, Chief of Staff to

Senator Wielechowski, for preparation of letegm financial reference sheets and inflation chart, for editing,

historic research, and all citation/reference wotlcknowledgments to Legislative Finanbept. of Revenue, Office

2F alylr3asSySyid g . dzR3ISGEZ yR [S3IAaftlGABS 5ANBOG2NRA hTF,

21 Seepolicy statementssupranotes 34, 35, & 37. The plan foretfPermanent Fund Dividend program was foremost rooted in

iKS O2yaidaddzirazylf LINAYyOALX S GKIG ' allQa yI {dzNIries. NBa2dz2NDSa
G¢KS fSaAAEFGdINE aKltf LINE O rxdR&rvdichNallingtdral d=burdesibelongirg 2oythE StReS. S £ 2 LIY
® ® F2NJ GKS YI EAYdAAsoBNSTE NXidp 2F LG ES JLISALI ol & | YY2YR 2y 0S8 &
the onlyway to meet our constitutional mandate to manage matural resources for the maximum benefit of all the people

gla G2 3INIyYydE SIOK OAGATSY |y 26ySNEKALI aKIFINB Ay !flFallQa NBa
G KSANI YI EAYdzY oS yDBaEEANG DEEVIEWIESSONIFARIYREHNYTIRNELS, 2d Ed. (2011). (On File with Office of

Senator Shelley Hughes)
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Alaska with a $1,600 dividend

By Senator Donny Olson and Representative Adam Wool
July 8, 2019

Introduction:

The Alaska Permanent Fund Corporation (APFC, or APF) began disbursing dividends in 1982.
Since that time the Permanent Fund has become a fixture in Alaska society. This Working Group
has convened because points of view differ greatly on what the fututeeoPermanent Fund

aK2dzf R £221 ftA1S® wS3AFNRfSaa 2F 2ySQa aidlyos
the way Alaskans perceive the role of their government over the years since its establishment.
Notably, Alaska does not have any kind of a brbaded tax, such as an income or sales tax as a
source of revenue, and the Permanent Fund is the only fund of its kind that delivers dividend

LI @YSyiGa RANBOGfe (2 AGa OAGAT Syad ¢KS t SNXYIyY
needsbased program tanject cash into the hands of leimcome families, nor was it created

with a percentage of overall income as a parameter, it was created as a way to keep citizens

more involved in the workings of the Permanent Fund and to incentivize them to prevent the
government from reckless spending down of the fund that is meant to provide for generations

to come.

Economic impacts:

I mdopyn LI LISN Lldzof AaKSR o0& !'!1Qa LyadAaddzisS 27
Alaska Permanent Fund Dividend Program: Bcgrih O 9 F¥FSOGa FyR tdzotfAO ! {
many positive economic impacts of the Permanent Fund Dividend (PFD) program and described
general support among Alaskans for the program. The report finds that {mgeme

households are more greatly impacted ttwe dividend program than higher income

households. Adjusted for inflation, the average payout of the dividend has been about $1100

since its inception. Actual payment amounts range from about $300 in the beginning to a high

of just over $2000 in 2015. @amount of $1600 was the amount paid out in 2018 and is higher

than the average of the dividend payment amount over the last 10 years. Although there are
certainly positive economic impacts of putting $1.5B into the economy there are also negative
outcomes. Anecdotally, we know in recent times many more purchases are done online and go

to companies headquartered outside of Alaska, so the money often does not stay in Alaska to

help local businesses. Even purchases of airline tickets ansgtbexpurchasebave little

effect on the local economy.

Social impacts:

As a sovereign wealth fund the Alaska Permanent Fund is something of an anomaly, being the

only one to disperse dividends. This has created a unique perspective about the purpose of the

fund amongAlaskan residents, which has been noted by Angela L. Cummine of The University

of Oxford. In a research article published in Basic Income Studies, Volume 6, issue 1
Gh@SNO2YAYy3d 5AFARSYR {{SLIWAOAAYY 2Keé (KS 2 2NJI
BasD Ly O2YS 5AOARSYR&A&XE ISYSNIf adzLJ2 NI 2F dzy A«
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runs irrespective of whether the State of Alaska is in surplus or deficit. Also, Universal Income
programs are generally neetimsed so that they help those that needthey 02 YS | YR R2 Yy Q
2dzi0 G2 SOSNE YIys ¢62YFYy IyR OKAfR a (GKS tC5

Every year, at least 25% of mineral resource royalties must be put into the corpus or principal of
the Permanent Fund, regardless of whether Alaska can balance its budget. Duera) gears

over the past decade, the APF has grown while the state budget of Alaska has faced deficits.
Despite a deficit in 2000, the Legislature appropriated an extra $250 million for the Permanent
Fund principal from the earnings reserve. From the N@iae perspective, such an

arrangement means the APF is not achieving its purpose of being a savings fund. The savings
are built on a fiscal illusion of surplus where the obligation to pay dividends becomes
detrimental to the longterm financial health oftie state. The Legislature becomes constrained,
a4 GKS RAGARSYR 06802YS8Sa Iy SELISOGSR 02YLRySyil
poll by Dittman Research Corp. found that 64% of Alaskans believed that they were entitled to
their dividend, even if Akka has a budget deficit (Lewis, 2004, RO &1

Middle ground can be found in this debate; there are options to provide funding for adequate
state services such as K12 education, public safety, infrastructure, Alaska Marine Highway
System, and Pioneer Homes, and still provide funding for a reasonabtajrable Permanent
Fund dividend program to disburse checks to eligible Alaskans to spend as they desire.

Funding sources:

What funding sources are needed to get to a $1600 PFD? With the operating budget that the

House and Senate passed to the Govertiwere exists a $600 million surplus, which would

Ffft26 FT2NJ I bPmnnn tC5d ¢2 NBIFIOK bmcnnI 6SQR Y
Where available funding sources are to get the needed $400 million?

Permanent Fund earnings reserve account
General Fund

CBR

Instituting a school head tax

Abolishment of oil tax credits

Instituting Income Tax

ook wihE

Given the above sources, it seems the CBR is the only one that can be achieved. Tapping into
the earnings reserve goes against SB26 and also will overdraw the fund and put it at risk.
Tapping into the general fund will cut programs beyond a reasonablé kmg type of tax

increase is very difficult politically and likely will be vetoed by the Governor.

Opportunity cost or gains with that level of dividend:

Il bmXcnn R2ffFN RAGARSYR Aa | yS3z2G4AF 4GSR | Y2dz
equation. It matches the dividend disbursed in 2018. It is obtainable without making cuts to

adF3dS 2LISNrGA2ya 0SOlFdzaS 6S R2y QG F2NBasSS KI @
our current revenue/budget situation.
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New equation proposal from RepNool:

If an equation is needed for a $1600 PFD | may have something that strikes a good compromise.
HB132 is a bill I introduced that would use oil revenue for the basis of the PFD and not use the
earnings of the fund itself. This would allow the PBRluctuate as the price and production of

oil does and would only allow large checks to be paid out as long as large revenue was coming
into the state from the resources that we export. This would prevent the state from being
obligated to pay a large PRiDthe event that oil revenue is low, similar to the situation we are

in now.

| understand that many people are reluctant to make such a large change in how we calculate

the PFD and feel that the PFD should be more of a guaranteed disbursement regafdlass
NE&2dz2NOS NBEGSydzSe® ¢KAa FyagSNAR (GKS ljdSaidrazyy
32Sa G2 TSNRBKeéd {2YS g2dzd R FyasSNI y2 |yR Ay
appropriate. HB132 uses the value of 40% of oil revenue, which wooktgfe a PFD of about

bmnnann olaSR 2y (GKAA &@SIFNRa 2Af NBGBSydsSo

If people feel that a PFD check should be disbursed even if oil revenue is zero then | suggest the
GHNYHn tfly®déd ¢KS wnYun LIXIY @2dAZ R dzaS | @I f dz
020K O2yGNROGdzGiS G2 GKS tC5 OKSO|l® ¢KS thax RN
as volatile as oil revenue and would provide a guaranteed base for the PFD. The oil component
g2dzZ R FRR (2 GKS thaz+ L32NIA?2YtnRshedbriiRgithatd 2y K2
year. People equate the PFD to oil revenue and creating a more substantial link to oil and

possibly gas production is a good way to keep the public involved. The 20:20 plan would yield a
$1600 PFD using current revenue and POMV salue
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A Surplus Permanent Fund Dividend for 2019
By Senator Bert Stedman and Representative Kelly Merrick
July 8, 2019

Introduction

28 gSNB (la1SR 6AlGK lylrfelTaya GKS AvYLI Oda 27
permanent funddividend amount calculated annually after appropriations have been made for
GKS ySEG FTAa0Ff &SINDa 2LISNI GAYy3I FyR OFLAGHT
an annual dividend would also be guided by statutory principles in SB 26 (20483. ikt

spent in the earnings reserve continue to be invested. This approach makes appropriations for
state government the highest priority in budgeting.

In this brief analysis, we have attempted to avoid a general discussion on the Permanent Fund
5A0ARSYRY YR F20dza 2y GKS 2dzi02YSa F2NJ I Gadz
future impacts were this policy to be set in statute.

A Surplus Didend

Unlike our colleagues in the working group, our proposal did not come with a specified dollar
FY2dzyd F2NJ I RAGARSYR® LT (KA& LIRftAOE gSNB f 2
change depending on the volatility of the oil and gas industry pinavides revenue to the

state, annual appropriation amounts by the Legislature, and vetoes by the Governor.

Effects on the dividend year currently under discussion are highlighted by several scenarios and
estimates from Legislative Finance, based ondatiégdxpenditures. Legislative Finance
SaldAYFGSa GKS LINBaSyid aadzsNlJX dzaé | Y2dzyd G NP dz
FAYLFE OFLAGIEE o0dzRISG FdzyRAYy3AZ (GKS dadzNLI dzaé &
$2,9772, with a 50/50 POMV modelstimated at $2,220. Other possible dividend numbers

could result, based on revenue, appropriation levels, and vetoes.

Fund Source, Budget consequences, and Sustainability

The Legislature has authority over all fund sources, including the permanenEamihgs
Reserve Account, the Constitutional Budget Reserve and the General Fund. Under the given
scenario, the fund source for the dividend would be the General Fund and would use the
amount of funds available after appropriations for the FY 20 operatnthcapital budgets, use

of the statutory POMV draw, and other revenues.

. S0l dzaS GKS |Y2dzyd 2F (GKS GadzNLlJ dza RADARSYRE
and capital expenses, there are no budgetary consequences. Funds expended on dividends

come after all other budget considerations have been funded, thus there is no effect on agency
0dzRISTad ¢KAA YIF1Sa || GadzNlJ) dza RAGARSYRE |y S

22\\/e left off discussion of this dividend amount in our study, as the impacts and consequences e$a0t#adividend are
under consideration by our colleagues from 8itind Palmer.
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were to be adopted moving forward, as only funds not otherwisedu®r state agency
spending would be distributed to Alaskans as a dividend.

Economic impacts

The economic impact of the Permanent Fund Dividend comes from a personal choice to save,
invest, or spend by every Alaskan. The private sector is where ecomalueis created, as

mentioned by Ed King in the House Finance Committee. There is no question that the dividend

is an important source of disposable income for many Alaskans. A recent report on the
SO2y2YAO STFFTSOUa 2F I ye Rk PDREBYHS presentatiogn dow Qa  a 2
the Senate Finance Committee are attached. This report indicates the dividend has a limited,
short-lived impact on employment and shows an increase for purchases of goods and services
between 22 and 24 cents for everyitlend dollar during the three months post distribution.

| 26 SOGSNE YAyYy3 902y2YA0a alLISOdzZ dSa dGdKFd aY2NB
lfFrallrQa SO2yz2yvye G Fttdé 1S aLISOdzZ I 1Sa (KL
usedforvacag y a > 3ISia alLISyd 2yt AyST LI e&a FSRSNIt dGl

S
R

Social impacts
Please see the report by Dr. Guettabi mentioned above. How Alaskans choose to spend their

RAGARSYRa FyR GKS a20Alf STFTSOGa s2eportidides & a LISy
detail that the dividend does have an impact on crime, and while property crime rates decrease
FNRPdzyR GKS GAYS 2F (GKS Ll eéz2dzi FyR R2y Qi @I Nk
substance abuse related crimes does vary with the sfizhe PFD. We can surmise, then, that

the lower end of the surplus PFD spectrum would result in a lower uptick in the substance

abuse crime rate than the amounts under consideration by our colleagues in the working

group. His report also indicates thidte PFD may have a positive impact on birth weight and

childhood obesity, poverty reduction, particularly for rural Alaska Natives and the elderly, but
worsens income inequality (possibly because higheome individuals can afford to save the

PFD).

Opportunity costs and/or gains

a4 GKS dadzNlJ dza RAQGARSYRé R2Sa 02YS RANBOGT @
opportunity gain is the retention and investment earnings on the difference between a surplus
dividend and a statutory dividend paymenbi the ERA. Retained earnings would remain

invested and generate additional earnings at an average rate of 8.9% a year. This decreases
current economic activity but sustains and grows the balance of the earnings reserve for future
investment and use.

Interms of opportunity loss, higher permanent fund dividends result in higher dollar amounts
leaving the state as federal taxes. Federal taxes will be deducted, however, from any dividend
amount, regardless of size.

Historic Comparison
Legislative Financeal estimated the average dividend payout over the last 36 years, given
inflation, at roughly $1,660. This leaves the low end of the surplus spectrum near the inflation
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adjusted amounts for the early 1980s PFDs. The largest possibility would be the highest
dividend ever distributetf.

Conclusion

134 YSYOGA2ySR Ay 2dzNJ AYiNRRdAzZOGA2Y S (KS & a&dzNLIX dz
funding state government and saving funds to generate future returns than providing currently

eligible Alaskans and Alaskan families with a full statutorily cakailditvidend.

In addition to the conclusions about the dividend itself, further research may be warranted in
NBflFGA2ya G2 GKS AYLI OG 2F GKS RAGARSYR 2y I f
expenditure.

23 \While lower than the $2,390 statutory 2017 dividend, the amount distributed for that year was $1,100.
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6. Working GroupModels

OnOctober 72019,the Permanent Funding Working Group met to disadditionalscenarios
related to the use opermanent fund earningsexamining specifically the effect on state
budgets, the size gfermanent fund dividendsand the longerm sustainabity of the fund.
Before the meeting, theo-chairs gave members the opportunity to request certain scenarios,
allowing theAlaskaDivision of Legislative Finance the opportunity to prepare for the meeting.
During the meeting members asked questions and @altkl models were created as a result
of the dialogueThis report includes the models discussed.

The following assumptions were made to ensure that the outputs of all models were
consistent:

T

= =

Budget assumptions were based on thecal YeaR020 enacted budget growing with

inflation and statewide items followed established projections

A $50 million placeholder was included for supplemental appropriations

Oil revenue was based on the ZX20 AlaskaDepartment of Revenue Spring Revenue

Forecast of 66 per barrel, although some scenarios did contemplate different oil prices
I & SR 2 ya conbultantltoyf@ Alaska Permanent Fund Corporatjmojections,

the model assumes 7 percent growth of thermanent fund

No inflation proofing was includeai the next four years due to the $4 billion transfer

in FY2020

The model variables discusseubstduring the hearing were the size of tévidend the size of
deficits under various scenarios, and whether gemanent fundvalue kept up with the pace
of inflation. These are the variables that are referenced most in this report.

BicameraPermanent FundlVorking Grougreport Page28



50% of Statutory Net Income (Current Law):
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Theworking grouphearing began by reviewing a scenario in which a dividend is paid based on
current law and the POMYV structure that was created with the passage of SB 26 is maintained.

The current dividend formula pays an approximately $3,000 dividend rising to abo@0$3,5
This scenario creates a deficit of about $1.5 billi§d.7 billion, which results in the need for
either new revenue sources, cuts to government spending or unplanned drawg&omanent
fund earningsThe model assumes that unplanned draws freemmanent fund earningwill be
used to fill the deficit, resulting in eventual dividend reductions of about $2X00 starting in
FY 26The unplanned draws also result in the overall value ofpienanent funderoding due

to inflation.
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25% ofStatutory Net Income:
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The 25percentof statutory net income scenario illustrates a dividend reduction gp&@ent
from the current statutory formula, which equates to approximately $1,3@&s of the POMV
draw goes to pay a dividend, so the deBaitre smaller (roughly $500 million a ye&tdwever,
absent other policy decisions, there will be a need for unplanned drawsgeymanent fund

earningsstarting in FY 2Due to the unplanned draws being delayed and less significant than

the previous senario, the overall value of theermanent fundslightly increases beyond the
value inflation.Theconstitutional budget reservis depleted in FY 27.
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50% of Percent of Market Value:
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The dividend under this scenario would be half of the PQ@IéW resulting in a dividend of
about $2,350The remaining deficit would be about $1 billigkbsent additional policy

decisions that could impact the size of the deficit, under this scenario unplanned ERA draws are

necessary starting in FY 2%e additonal draws orpermanent fund earningsesult in the
overall value of thggermanent fundnot keeping pace with inflation.
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25% of Percent of Market Value:
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This scenario creates a dividend of about $1,100 rising to about $1,300 over tenTyears.
budget under this scenario is nearly balanced anddbestitutional budget reserveaintains
the amount necessary to continue its cash flow responsibilities and its balance remains
essentially the samé&he value of thpermanent fundkeeps up with the ratef inflation and
GKS aitrisSQa 20SNIff 0dzRISG NBaSNBSa O2dz R INP
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33% of Percent of Market Value:
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Under this scenario the dividend would be about $1,500 growing to about $1,750 in FY 27.
There are continuing deficits of $400 millitm$500 million if there are no other policy
decisions made to further reduce the deficithe deficits under this scenario can mostly be
managed by theonstitutional budget reseryénowever, it will be compkely depleted by FY
28.Unless it is used to supplaobnstitutional budget reservepending in an unplanned
manner, the value of thpermanent fundkeeps up with the pace of inflation under this

scenario.
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20% of Percent of Market Value, 20% of Qivenue:

This scenario results in a dividend of about $1,300 immediately, which gradually increases
overtime.Similar to the 2%ercentof POMV approach, theonstitutional budget reserveould

FAfE GKAA A0Syl NA2Qa RS Ben@rihadeito rédiice e imget 8ri K S NJ LI
increase revenueThelLJS NJY |y S yvélue kedgys BEwith the pace of inflation and

unplanned draws opermanent fund earningare not necessary to balance the budget.
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