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POSI TI ON STATEMENT: Provi ded concluding slides and corrections
for a PowerPoint presentation entitled, "Economc Inpacts of
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Standing Comm ttee neeting of 2/29/16.
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Fai r banks, Al aska
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Wasi |l a, Al aska
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ACTI ON NARRATI VE

3:19:41 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Committee neeting to order at [3:19] p.m Represent ati ves
A son, Josephson, Hughes, LeDoux, Colver, Tilton, and Kito were

present at the call to order.

PRESENTATI ON:  Econom ¢ | npacts of Al aska Fiscal Options -
Institute of Social and Econom ¢ Research

3:20:17 PM

CHAI R OLSON announced that the first order of business would be
a continuation of the presentation by the Institute of Social
and Econom ¢ Research, University of Al aska Anchorage.

3:21: 04 PM

GUNNAR KNAPP PhD, Director and Professor of Economics, Institute
of Social and Economc Research (ISER), University of Al aska
Anchorage (UAA), continued a PowerPoint presentation entitled,
"Econom c Inpacts of Alaska Fiscal Options Overview of Draft
Concl usions," which was first presented at the House Labor and

Commerce Standing Committee neeting of 2/29/16. Dr. Knapp
announced corrections to slides presented at the previous
meeting as follows: slide 3 corrected the share of sales tax

with fewer exclusions paid by non-residents from 7 percent to 9
percent; slide 4 <corrected the share of reduced federa
gover nnment tax obligations, after state obligations are
deducted, from 4 percent. He continued to slides 5, 6, 7, 8 and
9 relating to total inpacts of deficit reduction, how fast the
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deficit should be reduced, and how to reduce econom c inpacts.

Basically, the state has lost billions of dollars of oil revenue
and thus nust reduce its deficit, which will affect its econony.
The inpacts of deficit reduction began with earlier spending
cuts to the capital budget, which wll be felt by the
construction industry in the near future. He opined that there
will be a snoother econom c adjustnent to lower oil revenues if
significant progress is made this year. Dr. Knapp presented
slide 10 which illustrated the potential short-run inpacts of

reducing the deficit by $1 billion, $2 billion, and $3 billion
which is the scale of the actual deficit. He pointed out that
reducing the deficit by $1 billion would result in the |oss of
17, 000 j obs.

3:34:44 PM

REPRESENTATI VE JOSEPHSON recalled that the governor's fiscal
plan to fix the deficit this year conmits all resources, such as
the Constitutional Budget Reserve (CBR), and the [supplenenta
budget s] . He cautioned that using "part of a budget patch,”
doesn't work because the governor's plan relies on every
avai | abl e dol l ar in savings.

DR. KNAPP expressed his understanding that the governor's plan
has many aspects and would not conpletely close the deficit, but
woul d acconplish the "vast bulk of the heavy Ilifting toward
getting the state where, where the remaining spending would be
financed in a sustainable way."

REPRESENTATI VE JOSEPHSON provi ded an exanple of a $3.5 billion
deficit and a $2.5 billion fix that would require $1 billion
from savings, but which would derail the governor's plan because
the savings are needed to "buttress, for exanple, the earnings
reserve in a sovereign wealth nodel or to recreate the
[ suppl enental budget] which would spin off some of its own new
revenue. "

DR. KNAPP acknow edged that the governor's plan, or others that
use Al aska Permanent Fund earnings, affect how nuch the fund

will produce investnent returns in the future. As long as the
state continues to run deficits, the deficits will reduce future
ear ni ngs. He restated that the study was narrowy focused on

certain aspects of cutting spending, however, drawing from
savings would result in permanently reduced future earnings.

3:41: 29 PM
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REPRESENTATI VE KITO returned attention to slide 10 and asked
whether the $2 billion and $3 billion cuts made by reducing
wor kers are just for illustration.

DR. KNAPP sai d yes, because those cuts are not a real option.

REPRESENTATI VE COLVER asked for the indirect nmultiplier for non-
gover nnent | obs.

DR. KNAPP said the loss of jobs would be a direct loss of 60
percent of governnent workers, and an indirect loss of 40
percent of private workers. Further information can be found on
slides 35 and 36 that were presented at the neeting of 2/29/16.

REPRESENTATI VE COLVER surmised that a 2.5 nultiplier indicates a
| oss of 5,200 state and state-contracted jobs, and a total |oss
of 13,000 jobs. He then asked for the nunber of |ost jobs that
woul d be catastrophic to the state's econony.

DR. KNAPP observed that the state's econony is in a weak state
in that both the governnent and private industry must cut back

The oil, mning, and salnon industries are experiencing |ow
prices and the capital budget cuts have affected the
construction industry. Ideally, when the private sector econony

is suffering it is not a tine to reduce governnment spending.
Dr. Knapp was unsure of "a tipping point."

3:.52:28 PM
REPRESENTATI VE LEDOUX asked for clarification of slide 10.
DR.  KNAPP explained that colum five indicated spending was

reduced one-third by cutting spending, one-third by raising an
income tax, and one-third by cutting the PFD, the conbined

i mpact of all three actions would cost 10,000 jobs. In further
response to Representative LeDoux, he said the total |oss of
i ncome to Al askans would be $1.3 billion.

REPRESENTATI VE LEDOUX suggested that the percentages my be
varied and requested additional charting to show "all of those
different variables.™

DR. KNAPP noted that slide 36, which was presented at the
meeting on 2/29/16, allows nenbers to conplete additional

cal cul ations, or he could provide that infornmation. In further
response to Representative LeDoux, he said the option with the
| east effect on the econony - in the short term - is for the
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state to save less. He added that the |east effect on the tota
econony would be to cut capital spending, which has already been
done by the Ilegislature. He urged that nenbers consider all
options because the actions taken determne "the kind of state
we have."

4:00: 58 PM

REPRESENTATI VE HUGHES asked if Dr. Knapp was being paid by the
adm nistration to do this analysis, and whether |SER receives
general funds fromthe state through the UAA budget.

DR.  KNAPP responded that |SER receives general fund support
t hrough the UAA budget which covers about 40 percent of its
budget . The study was financed one-half by the Ofice of
Managenment & Budget and one-half by the Departnent of Revenue.

REPRESENTATI VE HUGHES expressed her interest in the long-term
effects on the econony and to younger Al askans fifteen to twenty
years hence; for exanple, the inpacts to the Public Enployees'

Retirement System (PERS) and the Teachers' Retirenent System
(TRS). She cautioned that inposing an inconme tax may nean fewer

jobs lost, but states with incone taxes |ose population in the
| ong-term She asked Dr. Knapp to coment on the long-term
econonmi c inpacts on the private sector and the overall econony.

4:05: 06 PM

DR. KNAPP agreed that long-term inpacts are critically
inmportant, which is the focus of the remainder of his
present ati on. He pointed out that spending cuts, incone taxes,
sales taxes, and dividend cuts all have long-term inpacts on
Al aska's econony and its society. Al askans wll be nore
affected by long-term inplications t han by short-term
i nplications, which is anal ogous to sonmeone who is sick choosing
treatnment options: what hurts |ess versus what is going to nmake
one heal t hy.

REPRESENTATI VE HUGHES said her understanding is a dollar in the
private sector has a greater multiplier effect than a dollar in
t he public sector.

DR. KNAPP said he could neither agree nor disagree without "a
cl earer understanding of what was neant."” Losing a job - public
or private - would have sane inpact on the econony; the |oss of
their tasks is a different question.
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4:10: 06 PM

REPRESENTATI VE HUGHES returned attention to slide 8 which was
presented at the neeting on 2/29/16 and asked whether Dr. Knapp
advised "that it is better to not do everything in one year and
to phase the solution.™

DR. KNAPP clarified that there are very serious negative inpacts
to not making significant progress on the deficit. Although the
econony is weak, he cautioned that the state cannot "save this
problemfor later."

REPRESENTATI VE JOSEPHSON asked whether there is an argunment for
stimulus through a capital budget, or for the state to issue
bonds for sone capital projects.

DR. KNAPP advised that if governnent finances are healthy there
is a good argument for stimulus; however, the state has so much
| ost oil noney that it cannot escape an adjustnment. There is no
guestion that it would definitely help the state's construction
industry, but the state would face the consequences. He
returned attention to slide 11 which listed the inpacts of fully
closing the deficit this year. However, slide 12 stated that
the governnent can't permanently support an econony by running
deficits, and he stressed the further negative consequences of
del ay, such as further draining of reserve funds, fewer options
and less tinme to inplenent options, and the downgrading of
Al aska's credit rating [slide 13]. Slide 14 showed additiona

negati ve consequences including rising business and household
uncertainty about future services and taxes. Furthernore, there
wi Il be less confidence in whether Al aska can achieve a solution
and remain a good place to do business and |live. These are the
consequences of not denonstrating that there is a plan for how
to get out of this situation, although the consequences cannot
be neasured precisely.

4:21: 06 PM

DR.  KNAPP continued to slide 15, noting that significant
progress includes a major reduction in the deficit, consensus on
a plan for the future, denonstrating political ability to act,
and a perception of significant progress by Al askans. Al of
the fiscal options have nmany other potential inpacts such as
indirect and longer-term inpacts, which are harder to estimate

and inportant to Alaska's future [slide 17]. | npacts of
spending cuts include increases in |ocal taxes, user fees, |oss
of federal revenues, inpacts of reduced capital budgets, and
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impacts on government and wuniversity workforce [slide 18].
Further potential effects of spending cuts were listed on slide
19. Exanples of potential inpacts of inconme taxes include
inmpacts to investnment and to wages [slide 20]. Exanpl es of
potential inpacts of sales taxes include admnistrative costs

i npacts on |ocal governnent and rural communities, and inpacts

on the wvisitor industry [slide 21]. Slide 22 listed the
potential inpacts of dividend cuts such as wages, spending, and
quality of Ilife for larger or poorer famlies. Dr.  Knapp
stressed that all of the foregoing long-term indicators are
rel evant and matter. Slide 23 listed nore long-term inpacts of
adjusting to the deficit that were not addressed by the study.
He concluded that the fiscal choices will significantly affect
Al aska's future econony and society [slide 24]. In response to
Chair Odson, he said the study is in its third or fourth
version. In further response to Chair dson, he said the study

has been nodified for corrections and to add detail s.

CHAIR OLSON has heard that the study was going to go into nore
detail on the proposed tax bills.

DR.  KNAPP apol ogi zed, saying there was a m sunderstanding.
O her issues were beyond the scope of the study.

4:31: 00 PM
The conmttee took a brief at ease.
4:31: 40 PM

REPRESENTATI VE LEDOUX questi oned whether bond ratings are based
on | egislative actions which could subsequently be repeal ed.

DR. KNAPP agreed that close |egislative votes convey a nessage;
however, the negative econom c consequences from bond rating
agenci es, Al askans, or Alaska businesses are related to
uncertainty and confidence in the legislature finding a
sol uti on.

REPRESENTATI VE LEDOUX r enar ked:
you're saying that we not only need to do
something, but we all need to do it together and if,
if it's a slim mrgin, that that’s not going to
acconplish the purposes.

DR. KNAPP responded:
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All I'mreally saying is that the, that the negative
econom ¢ consequences of delay are tied to the extent
that they <create business uncertainty and, and
busi ness, and househol d and investor uncertainty about
what will be done, and whet her sonething can be done.

DR. KNAPP provi ded exanpl es of del ays.
4:38: 24 PM

REPRESENTATI VE JOSEPHSON returned attention to slide 18 which
indicated there is a potential |oss of federal matching funds.
He surmsed that the state seeks to benefit from federal
mat ching funds for the University of Alaska budget and other
prograns, and asked, "Are we right that the four dollars from
Washi ngton, DC that gets spent in Alaska has the sane inpact
general ly speaking, as the dollar we supply?"

DR. KNAPP expl ained that the inpact on the construction industry
is the same whether the state or federal governnent pays for a

pr oj ect . Approximately one-third of the state's econony cones
from the federal governnent. He conti nued, " t he inmpact on
the econony is four tinmes as great if you cut sonething that
brings in matching funding." In further response to

Representative Josephson, Dr. Knapp said that the potential
i mpact of mgration from rural villages listed on slide 19 is
due to the closing of small schools, which could |ead to higher
social service costs in urban areas. He wurged for further
testinmony on all of the potential inpacts listed on slide 19.

4:43:39 PM

REPRESENTATI VE HUGHES stated that she is open to new
i nformati on; however, she suggested there is a bias in the study

because there were nmany nore potential inpacts listed for
spending cuts on slide 18, then for increased taxes listed on
slide 19. Representative Hughes encouraged Dr. Knapp to

reconsi der whether the information presented is truly an
obj ecti ve approach.

DR. KNAPP acknow edged Representative Hughes' statenent as fair.
There are many different kinds of spending, thus there are nany
inpacts related to spending cuts, but how an inconme tax affects
the econony "can be boiled down to one or two questions.” He
agreed to provide a better perception.
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4:46: 35 PM

HB 304- ELECTRNC TAX RETURNS; TOBACCO & E-CI GS TAX

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 304, "An Act requiring the electronic subm ssion
of a tax return or report wth the Departnent of Revenue;
relating to the taxes on cigarettes and tobacco products; taxing
el ectroni c snoking products; adding a definition of 'electronic
snoki ng product'; and providing for an effective date.”

4:46: 40 PM

CHAI R OLSON reopened public testinony on HB 304.

4:47: 30 PM

STEPHANI E CHI LTON, Omer, H gh Voltage Vapes, urged nenbers not
to support HB 304 because it would cripple her business. Her

husband previously worked in the oil field and her home and
livelihood depends on the success of her business to support her

famly of five. She has closed one shop and laid off four
enpl oyees already. The bill will cause the state to | ose incone
from the taxes that businesses are currently paying because
custonmers wl| shop online instead of supporting |ocal

busi nesses.
4:48: 49 PM

TRI STAN TALIESIN informed the commttee he began vaping seven
mont hs ago and successfully quit snoking tobacco products after

twenty-ei ght years. The bill would force him to buy products
online and if the local shop raises its prices he will not shop
| ocal |y. He votes and lives in Alaska and served in the
mlitary. M. Taliesin stressed that e-cigarettes and vaping

are a consuner-driven market as an alternative to snoking
tobacco products; |laws may cause him to spend his noney out of
state or overseas.

4:50: 35 PM

SETH PARKER said vaping saved his |life when he started in
January 2015. The bill would hurt |ocal businesses and destroy
the vaper industry in Alaska, and wll force him as a consuner

to take his noney out-of-state, even if he prefers to buy
| ocal ly.
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4:51:59 PM

JORDAN EDWARDS said he has lived in Alaska for 30 years. He
said he snoked for ten years and quit five years ago by using
vaper products. He urged the conmttee to consider the inpact
of HB 304 on small shops, |ocal consuners, and the public in
Al aska. He opined that vaping is not snoking as stated in a
recent legal case. |If a 100 percent whol esale tax takes effect,
shops will not be able to conpete and all of the shops in the
Mat anuska- Susitna area will close. M. Edwards warned that all
vapers will return to smoking or wll purchase products online,
and the first line of defense against underage vaping wll be
stopped. Currently, shops ask for identification, and kids wll
turn to online purchases by the use of prepaid credit cards.

Al'l consumers will turn to Internet purchases, resulting in |ost
jobs, lost taxes, lost in-state commerce and revenue, and the
state will suffer far greater than if a realistic tax were
chosen. He concluded, saying that during the next decade one
billion people will die worldw de from tobacco-related ill nesses

i f vaping products are denonized.
4:54: 00 PM

ELI ZABETH RI PLEY, Executive Director, Mit-Su Health Foundation

informed the commttee her organization's board of directors
strongly supports HB 304 for the follow ng reasons: i ncreased
t obacco taxes reduce youth and adult snoking rates; the proposed
tax includes e-cigarette products, which are currently outside
of Alaska's laws and tax structures. Higher taxes prevent youth
tobacco use and reduce health care costs; for exanple, in 2005,
a tax of $1 per pack in the WMatanuska-Susitna (Mt-Su) Borough
and an additional $1 per pack state tax were effective and
decreased snoking 58 percent for Mit-Su mddle schoolers, 8
per cent for traditional hi gh  school ers, 22 percent for
alternative high schoolers, and 35 percent for adults. MVs.
Ripley said these decreases were a health and economc win for
affected individuals, their famlies, and for comunities. The
foundation also supports the bill because it includes e-
cigarette products, which are perceived by adolescents to be
safer than traditional cigarettes. She said e-cigarettes are a
"groomng tool,"” which allows kids to becone addicted to tobacco
and nicotine using flavors such as bubble gum and Skittles. A
report in 2015 showed that ninth graders who use e-cigarettes
were three tinmes nore likely to switch to conbustible tobacco
products [report not provided]. She urged the conmttee to pass
HB 304 in order to protect all of Aaska's children and to
i nprove the health of the Al aska popul ati on.
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REPRESENTATI VE JOSEPHSON asked Ms. Ripley to provide the
commttee with the abovenentioned report.

4:57: 06 PM

ALI SON HALPI N stated her opposition to HB 304. Ms. Hal pin said
she is an [e-liquid] manufacturer, a vape shop manager, and a

consuner who would be affected by the proposed tax. Firstly,
she would be taxed for manufacturing [e-liquids] for sale;
secondly, her retail location would be taxed; and finally, she
woul d have to pay a higher price for products. The tax woul d

deci mate an industry which hel ps people stop snoking, as she was
able to with a personalized vaporizer, and she has hel ped others
quit smoking. The tax would push custonmers to online retailers.
Ms. Hal pin said vape shops are the first Iine of defense against
under age vapi ng. Denographics indicate the people who snoke are
i ndi viduals who suffer from depression and nental illness, are
| ow-income, and are in high-stress environnments; the bill would
renove vaping as an option for those who want to stop.

4:58: 47 PM

ERI C VARGASON said he opposes the tax because shops wll close
and force people to shop online, and consunmers will not receive
instruction on battery safety and support for quitting snoking.
Most inportantly, vape shops <check identification and shun
peopl e under the age of 19 away from vapi ng. The tax will put
peopl e out of work, close shops, and renove the opportunity for
people to quit snoking.

5:00: 32 PM

ANGELA CARROLL said she was speaki ng on behal f of nenbers of the
Snoke-Free Alternatives Trade Association. If HB 304 becones
law, the bill would tax vape products at 100 percent of
whol esale price and treat alternative products just |Iike
ci garettes. According to the Departnent of Revenue, snal

operations would be required to carry tobacco |icenses issued by
the state as if they were selling tobacco products, which they
are not. She said categorizing vape products into a tobacco tax
schene is the wong approach. Ms. Carroll described the
paperwork required by the bill, and she urged the conmttee to
review the forns. The remainder of her testimony wll be
submtted in witten form

5:02: 53 PM
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JAMES BRIGGS said he owns an e-liquid conpany called Peche
Foggi n Sauce. M. Briggs expressed his opposition to HB 304

because the proposed wholesale tax will hurt him as a consuner
and drive him out of business. The tax wll close |ocal
busi nesses and drive consuners to online sales. E-liquid
contains "pg, vg," artificial and natural flavorings, and

sonetimes nicotine. The ingredients vary in price from $30 per
gallon to $200 per gallon, and nicotine costs $300 per gallon.

The tax will double his costs and the price of his product, so
consuners will turn to online vendors, ultimately hurting state
t axes. Also, some will return to conbustible cigarettes which

contain 4,000 chem cals and known carcinogens. M. Briggs urged
the conmttee to oppose the tax.

5:04: 34 PM

CHAI R OLSON cl osed public testinony.

[ HB 304 was hel d over. ]

5:05: 25 PM

ADJ QURNIVENT

There being no further business before the commttee, the House

Labor and Commerce Standing Conmttee neeting was adjourned at
5:05 p.m

HOUSE L&C COW TTEE - 13- March 2, 2016



