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CSSB 6( JUD)
| NDUSTRI AL HEMP PRODUCTI ON

CSSB 6(JUD) was HEARD and HELD in commttee for
further consideration.

PRESENTATI ONS: THE ECONOWY AND FI SCAL POLI CY OVERVI EW

DAVI D TEAL, DI RECTOR, LEGQ SLATI VE FI NANCE DI VI SI ON
CARL DAVI S, | NSTI TUTE OF TAXATI ON AND ECONOM C PQLI CY

Co- Chair Seaton reviewed the neeting agenda.

ANPRESENTATI ONS:  THE ECONOWY AND FI SCAL POLI CY OVERVI EW

1: 35: 49 PM

Co-Chair Seaton acknow edged Representatives Bryce Edgnon
and Dan Saddler in the audience. He relayed that SB 26, HB
115, and HB 111 had al ways been envisioned by the House as
a conprehensive fiscal plan, which was the reason SB 26 and
HB 115 had initially been conbined. He stated that cuts had
as much or nore of an inpact on the econony than taxes. He
furthered that presentations from Institute of Social and
Economic Research (ISER) and Northern Economics had
denonstrated that fact. The goal was to have an Al aska t hat
people wanted to live in, with stable services, strong
education, and functioning facilities. He explained there
were different ways to balance a budget, both plans under
consideration would get the state away from an imedi ate
crisis, but they had different visions of policy changes

He read froma statenent:

The House Majority coalition believes that to help
protect the econonmy and not further deepen the
recession we are currently in, we need to provide
certainty by elimnating volatility in state budgets

protect key services that are essential to Al askans
and their business, and have a nobdest capital budget
that addresses our deferred mai ntenance and keeps the
construction industry engaged. W want to understand
the nodel assunptions and the levers that are policy
choices and the assunptions that we cannot control
that we need to be aware of.

1: 38: 02 PM
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DAVID TEAL, Dl RECTOR, LEG SLATI VE FINANCE DI VI SI ON
addressed a presentation titled "HCS SB 26/HB 115/HB 111
Fiscal Plan" dated May 1, 2017 (copy on file). He detailed
that the <co-chairs had asked the Legislative Finance
Division (LFD) to talk to the commttee about the House
version of a fiscal plan. The plan included HCS SB 26
[related to the Permanent Fund], HB 115 related to incone
tax/education tax, and HB 111 that dealt wth oil tax
credit reform and other oil tax issues. In the House
version all of the itens had been rolled into SB 26. He
intended to address the entire package as SB 26 for
sinplicity. He stated the bill touched every Al askan, not
just because it inpacted the Permanent Fund Dividend (PFD),
but because it inpacted the way government would be funded
and the levels of service that government could provide. He
intended to address why a fiscal plan was needed and
whet her the House version of SB 26 offered a solution to
the fiscal problem

M. Teal turned to slide 2 titled "Budget Reductions Since
FY13." A bar chart on the slide denonstrated the fiscal
problem facing the state. The black horizontal |Iline
represented revenue, which had declined substantially from
its $7 billion peak [in FY 13] to less than $2 billion at
present. During the same period the state's expenditures
had fallen from $7.8 billion to $4.4 billion. He specified
that the traditional revenue source - oil - used to be
sufficient to cover the state's expenditures, but since FY
13 it had not been. The state faced a $2.5 billion deficit
in FY 18. He furthered that in the past the state had been
able to absorb deficits of that size, but it was the sixth
consecutive year of deficits.

1: 40: 33 PM

M. Teal turned to slide 3 and addressed a chart titled
"End- of - Year Budget Reserve Bal ances, FYO7-FY18." The chart
showed that the state's reserves (Statutory Budget Reserve
(SBR) and Constitutional Budget Reserve (CBR)) had gone
from a peak of slightly over $16 billion [in FY 13] to
about $2.5 billion at present. There was one year's worth
of reserves left after FY 18. The outlook was for
continuing deficits. For LFD, anything the |egislature may
do in the face of continuing deficits with no reserves, was
specul ation. He explained that the nodel broke under those
conditions. The presentation | ooked at scenarios that had a
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budget that could be funded. He pointed out that the CBR
served not only as a shock absorber for budget deficits
but as a cash flow mnagenent tool. The Ofice of
Managenent and Budget (OWVB) said that even during years of
a surplus, there was typically a significant anount of
nmoney flowing out at the beginning of a year before noney
flowed in; OVB believed the state needed a cash bal ance of
about $2.5 billion in the CBR in order to neet cash
managenent needs. He elaborated the scenario neant
borrowing in the short-term from the CBR and paying back
t he amount during the year.

Representative Genn asked M. Teal to repeat the $2.5
billion deficit information.

M. Teal explained that even in the best of tinmes, the
| egislature had to use CBR draws that were repaid during
the year the noney had been drawn. He detailed that the
state's revenue did not appear on July 1 [the beginning of
the fiscal year], but there were significant cash outlays
early in the year. The legislature had al ways used the CBR
as a source for cash managenent, which did not include the
shock absorber inpact.

1: 43: 33 PM

Representative WIson thought the conmttee had been told
there was $4 billion in the CBR at an earlier hearing.

M. Teal answered by pointing to a note including
assunptions used on slide 3. He detailed the information on
the slide assuned traditional withdrawals from the CBR in
FY 17 and FY 18. In FY 17 there had been over $4 billion in
the CBR The slide indicated $2.2 billion at the end of FY
18 assumng the entire deficit was drawn fromthe CBR

Representative WIson asked for verification that currently
there was $4 billion in the CBR M. Teal answered it was
about $4.5 billion.

Vi ce-Chair Gara asked about the ram fications of going to a
$2 billion CBR instead of a $4.2 billion CBR

M. Teal replied that $2 billion may be sufficient for cash
managenent needs, but the legislature may be put in the
position of issuing revenue anticipation notes. It was not
sonmething the state had done in the past, but every year

House Fi nance Conmmittee 4 05/01/17 1:34 P. M



t he budget contained an appropriation for that purpose, so
it was possible the state would issue revenue anticipation
notes for the same kind of thing. The notes had to be paid
during the year - it was short-term borrowing in
antici pati on of revenue.

Vi ce-Chair Gara woul d personally be nore confortable with a

savings account over $4 billion. He asked if it would be
wiser to maintain over $4 billion in the CBR

M. Teal replied that in his opinion $5 billion was better
than $4 billion; however, that was only his opinion. He
rem nded the commttee that when there was $4 billion or $5
billion cash in the CBR, the state still owed the CBR its
full balance. It had been up to about $13 billion

therefore, if the balance was down to $2 billion, the state

owed $11 billion to the CBR as specified by the
constitution. The chart indicated the cash bal ance, not the
accounti ng bal ance of $13 billion.

1: 47: 53 PM

Representati ve Otiz asked when t he draw  woul d
traditionally take place to bring the fund down to $2.2
billion.

M. Teal answered there was no particular date - it was a
year-end balance. He detailed that typically there were
| arge outflows, especially for K-12, early in the year. The
noney was provided to school districts, which depleted the

bal ance. Any tinme there was a deficit, it cost the state
"Xx" mllion dollars per day in losses. The |osses
accunul ated and the projected balance at year end was $2.2
billion. He guessed the draw woul d be June 30.

Representative Guttenberg referred to the topic of where
the |owest point the CBR cash balance should be. He was
concerned about M. Teal's statenent that it could be kept
at $2 billion or less. He asked about the cost of revenue
anticipation notes. He asked for detail.

M. Teal replied it was a better question for the
Department of Revenue (DOR). He added it would be a higher
interest rate than the state would | ose fromthe CBR, which
was slightly under 3 percent. There would also be cost to
issuing the notes. He summarized that it would be nore
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expensive to issue notes than it was to borrow from the
CBR.

Co-Chair Seaton spoke to the «constitutional provision
related to borrowng fromthe CBR (he pointed to slide 3).
He noted the CBR had been $13 billion and at present the
bal ance was $2.2 billion. He asked if there was a
designated tinmeframe for the repaynent of funds.

M. Teal answered there was no associated tinefranme. Any
time the state had a liability to the CBR at the end of
the year the GCeneral Fund and other accounts were swept
into the CBR for repaynent. Until the CBR was repaid, any
unspent general funds would be swept into the CBR There
was typically a provision referred to as a reverse sweep
that put the noney back into the accounts it had conme from

1:51: 49 PM

M. Teal turned to slide 4 titled "Wiat Does a Solution
Look Like?" The slide contained nunerous questions related
to the neaning of healthy reserves. He explained he could
not specify what healthy reserves | ooked |ike and could not
tell the legislature what to do. He questioned whether
healthy reserves neant the $2.5 billion mnimm the
| egi slature wanted for cash flow purposes. Alternatively

he questioned whether it mneant growing and stabilizing
reserves and working to get back to a $16 billion bal ance.
There were a nunmber of ways to look at the issue and the
answer would be different for everyone. Sonme may nerely
want a sustainable and balanced budget and may not
particularly care how the solution |ooked. He had heard
that sentinent from nenbers of the public. However, to
others the path forward was just as inportant as the
destination. He continued that those questions brought up
guestions about how big dividends would be, the anmount of
government that was desired, how much residents would have
to pay out of their pocket for the governnment, and how
actions would inpact the econonmy. He stated that all of the
guestions had major policy inplications and he could not
tell the commttee the answers to any of the questions.

M. Teal continued to address slide 4 and stated that the
poi nts overl apped sone. He had seen point 1 [1. Healthy
Reserve Bal ances?] as a direct response to the problem of
vani shing reserves and points 2 [2. A Sustainabl e Budget ?]
and 3 [3. A Healthier Econony?] as a better way to
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enphasi ze the paths rather than the destination alone. He
asked how fast the balanced budget should be obtained if
that was the goal. He questioned whether the budget should
be balanced inmediately or whether a glide path was
acceptable or even preferable to sone. He reasoned that the
budget could be balanced at any level as long as the state
had the revenue to support that |evel of expenditures.
Merely saying the goal was a balanced budget did not
provide answers towards reaching the goal. He addressed
point 3 and believed everyone was aimng at a healthier
econony; however, he questioned whether an incone tax would
hurt or help the goal. The traditional view was that an
income tax took noney out of the econony and therefore
slowed it down or hurt it. However, it could also be argued
that a state tax went right back into the econony. The way
the tax in Al aska would probably work was it would add $1
for every $0.80 renoved from the economy. He noted that
$0.20 of the income tax would cone from nonresidents.
Choosing the path involved nunerous policy decisions and
sonme of those were addressed by SB 26.

1:55: 47 PM

M. Teal advanced to slide 5 titled "Wat Does HCS SB 26
Do?" The nost significant policy change under HCS SB 26 was
a payout from the [Permanent Fund] Earnings Reserve Account
(ERA) to the General Fund. The payout that 5.25 percent for
a couple of years and dropped to 5 percent further out,
greatly reduced volatility in the state's revenue stream
He el aborated that the reduction in volatility made sense
when recogni zing that the payout was as |large as or |arger
than the state's traditional oil revenue source. He
furthered that the payout would reduce the deficit by about
$1.7 billion to $2 billion per year.

M. Teal addressed the second provision in HCS SB 26 that
woul d nean a payout from the ERA for dividends. Under the
bill the payout was 33 percent, which gave annual dividends
of about $1,250 in the beginning. He furthered that under
the baseline assunptions the dividends were expected to
increase towards $1,400 per year. He noted that some nay
wonder how the dividend anount inpacted the problem of
vani shing reserves. He detailed that the relationship was
fairly straight forward. As dividends increase it cost nore
nmoney. Since there was a 5.25 percent total payout, nore
nmoney to dividends nmeant |ess noney to the General Fund
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Less noney to the General Fund neant deficits would
i ncrease and reserves woul d decli ne.

M. Teal addressed the payout (revenue) Ilimt provision
included in the bill (slide 5). He explained that the
revenue |imt kicked in only at revenues above any

scenarios facing the state. He elaborated that it did not
mean the limt was ineffective; it was designed to work
only when revenue was unexpectedly high. He had not
i ncl uded nodeling those scenarios, because too much revenue
woul d not be seen as a problem The bill would also divert
sonme royalties fromthe Pernmanent Fund to the General Fund.
He specified that the constitution mandated 25 percent of
royalties to go to the Permanent Fund. Statutes nmandated an
additional 25 percent from new fields. The additional 25
percent was diverted to the General Fund under SB 26.
Lastly, the bill contained conditional links to a broad-
based tax and to oil tax/credit reform

M. Teal turned to slide 6 titled "Baseline HCS SB 26." The
slide showed screenshots, which fell wunder the baseline
assunptions; the assunptions were an OVB growh forecast -
of about $1 billion between FY 17 and FY 26. He furthered
that the budget forecast was flat for FY 19 and grew about
2.5 percent per year after FY 20. The OVB forecast included
retirenment assi stance at the nost recent acut ari al
val uati on dated June 2016. The spring revenue forecast had
been used for price and a "P10" production forecast had
been used. He knew the conmttee had some issues with DOR s
production forecast and LFD believed that wusing the P10
forecast addressed the issue of the 12 percent decline. He
el aborated it provided a revenue nunber that was very
simlar to the nunber released by DOR late the previous
week. He stated that unfortunately the information included
a nunber at a particular price, which was insufficient to
update the LFD nodel. He hoped to build the forecast into
the nodel later in the week once DOR had provided the
nunbers.

2:01: 09 PM

M. Teal <continued that the nodel wused 6.95 percent
Per manent Fund investnent returns. He cautioned that the
nodel showed projections only; the future was uncertain and
LFD expected legislators to understand that their policy
deci sions have to address the uncertainty inherent in any
nodel and in the future in general. The base scenario used
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fairly stable earnings and oil prices despite the fact that

both items would nost likely be volatile. He enphasized
that the precision was not high and LFD believed the nodel
was wWithin a couple hundred mllion dollars for FY 18 and

hopefully within $1 billion by 2026. He noted that the
| egi sl ature would not witness the limt being exercised and
he cautioned that the plans should always be stress tested
to see what woul d occur under |ess favorable assunptions.

M. Teal addressed takeaways from the chart on slide 6.
First, the Permanent Fund reached $70 billion, which was
about 105 percent of the FY 17 real value. The Pernmanent
Fund was protected, dividends began at about $1,250 and
increased to about $1,400 under the baseline assunptions.
The CBR was not enpty as had been inplied on slide 3 that
showed reserves of about $2.5 billion remaining in FY 18.
He expounded that one nore year of a $2.5 billion deficit
woul d have enptied the CBR The bill did not have that
effect - the decline was nore gradual. He noted that the
gradual decline was not a conplete solution and would
require comng back in a few years to |ook at reductions or
revenue enhancenents. The second screenshot on slide 6
showed increasing the capital budget from $180 nmillion to
$250 mllion. The committee substitute (HCS SB 26) also
added the House version of the income tax (HB 115) and the
House version of the oil tax bill (HB 111). Under those
assunptions the CBR began to grow, deficits were elimnated
and surpluses were projected in the early 2020s.

2:04: 33 PM

Representative Quttenberg urged the co-chairs to reach out
IT Commttee and Legislative Council and volunteer the
House Finance Conmittee to access technology that would
allow the nenbers to read everything on the charts. He
t hought it would be beneficial.

Vice-Chair Gara referred to slide 6 and asked about the
capi tal budget assunption. M. Teal replied $480 mlli on.

Vice-Chair Gara did not imagine getting back to capital
budgets of the past. He detailed that the construction
industry had comunicated that the constrained capital
budget had been part of the reason for the constrained job
market. He believed sone capital budgets had been in the
$600 million to $800 million range over the ten years prior
to 2014. He surmsed that on the one hand the budgets
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seened much larger than the state could currently afford

He gathered that a $300 million capital budget or closer to
those of past years wuld mke +the state's savings
di sappear nmuch nore quickly if the plan only used Pernmanent
Fund earni ngs.

M. Teal answered that three slides had not been included
because they did not relate directly to SB 26, but a few
slides had been included on capital budget, deferred
mai nt enance, and other. He deferred to a colleague for
detail.

ROB CARPENTER,  ANALYST, LEG SLATIVE FINANCE DI VISION

confirmed that any increase to the capital budget would
drain reserves quicker. He provided a chart titled "UGF
Capital Budget vs ANS Average $/bbl" (copy not on file)
that showed the unrestricted general fund (UG capital
budget from FY 00 to FY 18. The chart included the size of
the capital budget and the price of oil. He relayed that
between FY 00 and FY 17 capital budget average was $600
mllion. From FY 00 to FY 05 the average had been about
$160 mllion. He elaborated that during the "boom years"
t he average had been about $1 billion. He did not know what
the "sweet spot” was in terns of the capital budget size

The $180 million in the LFD nodel was based on an educated
assunption the state would need roughly $50 mllion per
year for deferred maintenance (based on OWB' s projection
for $70 mllion to $90 million for deferred maintenance in
its 10-year plan, including schools) for state facilities
and another $30 mllion for deferred maintenance for
schools, $80 million in federal matching funds (which had
averaged about $60 nillion annually) for highways and
aviation, $10 nmillion for grants, and $10 million for other
state capital. He noted that there was plenty of demand for
capital funding and the funding amount was up to the
| egi sl ature.

2:10: 23 PM

Representative Otiz spoke to the decline in the capital
budget and projections it would remain relatively flat in
the future. He asked if there was a way to estimate what
the long-term costs of deferred maintenance would be if the
capi tal budget was not addressed in a nore robust way.

M. Car pent er referenced a chart titled "Deferred
Mai nt enance by Agency (mllions)" (copy not on file) that
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showed the actual deferred mai ntenance backl og since FY 12.
The backlog had started at $2.3 billion and had declined to
about $1.6 billion as of January 2017. The decline was a
result of an initiative inplenented by the governor and the
| egislature - beginning in FY 11, $100 million per year had
gone towards addressing deferred maintenance. The paynents
had a significant inpact on the backlog. He el aborated that
as mai ntenance continued to be deferred the costs would
I ncrease. He detailed that buildings fell into nore
disrepair as tine went on and there was an inflation factor
on the general building materials and cost of |abor.

Co-Chair Seaton noted it would be possible to put in sone
of the variables when the commttee viewed the LFD nodel.

Representative WIson spoke to M. Teal's nention of
utilizing SB 26 alone w thout other pieces. She wondered if
the LFD nodeling included Senate conponents such as cuts of
$750 mllion in the next three years. She stated she was
fairly certain "they" were not looking at a $1 billion
increase between "then and 2026." She also nentioned
| egislation the Senate put in place like a Medicaid bill,
crime bill, and an education package that was forthcom ng.

M. Teal answered that LFD was using the same baseline
scenario for the House and Senate, including the sane
earni ngs assunptions, forecast, and expenditure. The Senate
had requested a reduction in expenditures as part of its
plan. Wereas a House comittee chair had elected to
increase the capital budget from $180 nillion to $250
mllion as part of the House plan. He explained that the
LFD nodel would allow a conparison of a Senate scenario to
t he House scenario. The nodel could al so denobnstrate what a
reduction to the budget would look like in the House and
Senat e ver si ons.

2:13:51 PM

Representative WIson spoke to the inportance of including
all conponents of a piece of legislation when view ng the
LFD nodel

Co-Chair Seaton clarified that slides with the title SB 26
House [HCS SB 26] indicated it was the bill version that
passed the House. Likewse, if the slide title showed
Senate, it was the Senate's base version.
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M. Teal noted that the chart was titled "Baseline HCS SB
26."

Representative WIson underscored that the slides' titles
did not reflect what had been stated during the neeting

She explained that there had been discussion about what it
would look like if the Senate bill alone was passed. She
asked for clarification. She wondered if that statenent
meant they were talking about the House version of SB 26
wi t hout ot her added conponents. She wanted the public to be
clear on what bill version and conponents the committee was
tal ki ng about .

Co-Chair Seaton clarified that the top of the slides
indicated what bill version the scenario was addressing
(e.g. HCS SB 26).

M. Teal clarified that there were nmany assunptions driving
the LFD nodel - sonme could not be controlled such as oil
prices and Pernmanent Fund earnings. There were other things
that could be controlled, including the size of the capital
and operating budgets. Policy choices pertained to the
controllable wvariables and the nodel's stress test
pertained to uncontrollable variables. He furthered that
the coomittee may want to see what the nodel |ooked like if
there were |ower Pernmanent Fund earnings or a |ower price
or production forecast. He explained that the scenarios in
the nodel were driven by the assunption - there was no
guarantee any of the nodel's projections would occur. He
referred to a scenario that showed declining reserves. He
provi ded exanples where the change from one scenario to
anot her was the addition of about $200 mllion per year in
incone tax and about $100 million in capital budget. Wen
the expenditures were added, there were also taxes added to
pay for the expenditures. He reiterated that there was no
guarantee the nodel's projections would conme to fruition

The actual scenario could be worse or better.

2:19: 14 PM

Representative GQuttenberg noted that the commttee had seen
a slide pertaining to SB 26 conpared with the baseline
House version of the bill. Another slide included SB 26
with the other two House bills added in. He believed sone
of the concerns were about whether conparisons were appl es-
t o- oranges or ot her.
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Co-Chair Seaton clarified that the Senate version was not
bei ng di scussed. The commttee was addressing two versions
- a baseline of HCS SB 26 wi thout taxes built in and a HCS
SB 26 with a $250 mllion capital budget and HB 115 and HB
111, which were tied to the House's version of SB 26. Any
slides |abeled House pertained to all of the fundanental s
of the House bill and if the slide had Senate it pertained
to the Senate version with its cuts and ot her.

Representative Thonpson remarked that into the future it
appeared the state would be nore and nore dependent on the
ERA. He found it worrisome that the |egislature had not
inflation proofed the Permanent Fund principal in the past
two years and the royalties that went into the principal
had been reduced by 50 percent. He enphasized that the nore
the principal could be grown, the nore noney there would
be. He furthered that the legislature was contenplating
changing the draw limt from $1.2 billion dollar-for-dollar
to $1.4 billion $0.80, plus inflation proofing. He stated
that they would never reach a draw limt under that type of
scenario. He stressed the inportance of growing the
principal of the Permanent Fund because it would be needed
for the state's functioning into the future unless there
were sone |arge unforeseen changes. He was al so concerned
how t he proposals may hurt PFDs.

2:22:53 PM

M. Teal answered that the concern was valid. To address
those types of concerns he reconmended | ooking at the nodel
with a lower interest rate on the Permanent Fund and to
change the inflation proofing assunptions for the Pernmanent
Fund. A higher fund bal ance nmeant higher PFDs and a higher
payout to the GCeneral Fund - the higher the payout the
better the state would be in terns of the deficit. He
detailed that everything was related, which was the
reasoning for using a nodel to generate graphs. He hoped
everyone understood the relationships. He offered to sit
down individually with nmenbers if they did not understand
what went into the nodel and what the inpact of changes
woul d be.

Co-Chair Seaton asked M. Teal to address the nodel. He
rem nded nenbers that HB 111 was the House version and if
it appeared in the nodel it did not reflect changes nade in
the Senate. He noted that nenbers all recognized there were
two different ways to balance the budget and that both
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pl ans would nove the state away fromthe deficit crisis. He
requested to look at price scenarios at the top of the
nmodel [shown on a dynam c Excel spreadsheet]. He expl ai ned
the scenario used the spring forecast and went to $88 in
the final year on the chart. He requested to |ook at a nore
conservative price range of $50 to $70 and asked what it
did to the plan.

2:25: 47 PM

ALEXEI PAI NTER, ANALYST, LEG SLATI VE FINANCE DI VI SI ON
referred to the nodel and denonstrated the price
di fference. He expl ained conmponents of the nodel shown on a
projector screen. The P60 scenario was slightly nore
conservative than the spring forecast and started out $4
| ower and was $9 | ower by FY 26.

Representative Wl son asked if the nodel was showing a 7 to
9 percent decrease in oil. Aternatively, because an uptick
in production had occurred in the past tw years, she
wondered if the nodel showed a flat rate. She asked how
many barrels of oil they were tal king about.

M. Painter answered that the LFD nodel used the P10
forecast, which was the Departnent of Natural Resources’
(DNR) high forecast. He pointed out there was a 9 percent
decrease in the first year and sonewhat snaller decreases
in future years. He detailed that DOR had recently rel eased
an alternate revenue forecast using a 4 percent decline

curve - it was not built into the nodel, but was listed for
reference. He furthered that the change really only made a
difference in the first few years - by FY 22 it was close

to the P10 curve. In FY 18 the forecast would be about $70
mllion nore in revenue.

Co-Chair Seaton spoke to the stress test looking at oil
prices going to $70 in the outer years and noted it did not
substantially change the | ook of things. He asked if there
were any changes that were not obvious. He asked where the
bal anced budget woul d occur.

2:28: 15 PM

M. Painter replied roughly FY 24 or FY 25 depending on the
nodel ' s accur acy.
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Co- Chair Seaton observed "before that we're at 95 percent
by FY 23, is that right?"

M. Painter returned to the spring forecast and pointed to
the difference in several years of when the deficit would
be cl osed.

Co- Chair Seaton asked what happened if the capital budget
was increased to $360 million (double the $180 in the nodel
at present). He surmi sed that under the scenario the budget
woul d still be balanced in FY 24 and it would be 97 percent
bal anced in FY 22 and the CBR would still be growing. He
asked about the growth in the Permanent Fund under the
scenario. He stated the Permanent Fund was 105 percent its
current value. He asked if the 105 percent nmeant the fund
was growing with inflation and had increased nore than
i nflation.

2: 30: 23 PM

M. Painter replied in the affirmative.

Co-Chair Seaton clarified that 100 percent neant the fund
had kept up with inflation and 105 percent neant it had
exceeded inflation. The Permanent Fund would be 5 percent
greater than it would be in FY 26 if it had just grown with
inflation.

M. Painter answered in the affirmati ve.

Co- Chair Seaton asked if other nenbers had questions on the
scenario. He addressed a statutory repaynent of the oil tax
credit and discussed production tax received by the state.
He asked about a faster repaynent of the credits and asked
for an explanation of |evel.

M. Painter explained that the scenario took the current

and expected earned balance of the tax credits - with HB
111 (House version) there would be very little earned in
future years. It was primarily the existing balance and

spread the paynments over the next nine years so there would
be a level anmount of about $150 mllion per year (up from
$70 mllion or so under the statutory calculation), which
woul d | eave no outstanding tax credits to be purchased in
FY 26.
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Co-Chair Seaton asked for verification that all of the tax
credits would have been repaid by FY 26. M. Painter
answered in the affirnmati ve.

Co- Chair Seaton asked what the budget |ooked |ike and for
verification that the 95 percent neant the state would
anticipate that revenues received were 95 percent equal to
paynent s.

M. Painter believed it represented the anmount of the
current deficit. [If nothing was done it would be zero
percent, but it filled up as various policy changes were
added.

2:33:45 PM

Co- Chai r Seaton referred to FY 25 and asked for
verification there would be $52 mllion surplus at that
time. He surmsed they were talking about rounding errors
in the fornula because he believed M. Painter had stated
there was a gap of about $100 million or so in the earlier
years.

M. Painter answered that by FY 26 the nodel was not
accurate within $100 million. He detailed that the price of
oil may be significantly different and production may be
significantly different - by that time the nodel was |ucky
to be within $1 billion.

Vice-Chair Gara wanted to see the Senate plan of the $1, 000
dividend and no other revenue. He wanted to see a jobs
program He elaborated that the state had |ost 7,000 jobs
in the past year. He did not see how an "only Pernmanent
Fund plan" woul d do that.

Co-Chair Seaton agreed, but wanted to get through the
stress test on the House plan first. He noted that even

with a $360 million capital budget, if the discussion was
about a jobs program it was twice as nuch as a $180
mllion projected capital budget. The House plan also

included a $1,200 dividend conpared to a $1,000 dividend.
The conparisons would have to be shown sequentially instead
of side-by-side.

Representative WIlson asked for clarification on the budget
portion. She asked if the nodel showed the actual budgets
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passed in FY 16, the budgeted nunbers for FY 17, and the
House nunbers for FY 18.

M. Painter agreed that the FY 16 and FY 17 nunbers were
the current adopted nunbers wth the addition of the
governor's proposed supplenental budget for FY 17. The
baseline OVB 10-year plan scenario was used for FY 18 and
beyond (roughly the governor's budget). The House budget
was cl ose and there was not a significant difference.

Representative WIson surmsed that the FY 16 nunbers were
actuals. She asked for verification that the FY 17 figures
were actual plus the proposed supplenental. She wondered
why the nodel was not using the current House budget versus
t he governor's budget for all of the itens.

M. Painter replied there was no House baseline beyond FY
18. He was not sure how different the nunmber ended up
bei ng.

Co- Chair Seaton stated $7 nillion.

M. Painter stated they could add the $7 nmillion in, but it
woul d not be seen on the chart.

2:37:44 PM

Representative WIson assuned that the bunp up shown in FY
19 was OVMB's projection for the budget.

M. Painter answered that the primary reason was due to the
increase in retirenment assistance. He elaborated that LFD
had recently received information from consultants show ng
that state assistance for retirenent would increase from
the current nunber of $134 million to $353 nmillion. Agency
operations were actually slightly lower in the OVB 10-year
pl an.

Representative WIson wanted to hear the reason for the
large bunp [in retirenment costs].

Co-Chair Seaton replied that the commttee could |ook at
actuarial analysis at sone point; he did not believe the
comm ttee would have the ability to change them

Representative WIson countered that the conmttee needed
to understand the increase.
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Co-Chair Seaton returned to the nodel and asked about a
stress test in terns of Per manent Fund returns. He
requested to Ileave the |evel anount of tax credit
repaynments and the capital budget.

M. Painter addressed an Excel tab that used the actual
Per manent Fund investnent returns from the period of FY 07
through FY 15, which included the great recession years
where there had been a large drop and then subsequent
recoveries. The other scenario was for the same years in
reverse. He explained that the actual nean investnent
return over the period had been 6.5 percent, which was not
very different. He explained that the sequencing of returns
made a | arge difference.

2:40: 43 PM

Co-Chair Seaton noted that in the scenario even though they
were |ooking at the last nine years' return rates, the
nodel indicated the CBR would increase slightly and nopney
woul d be retained in the ERA at the end of each year. He
asked if there would be about $500 mllion to $1 billion in
t he reserve under the scenario.

M. Painter replied that it was roughly $1 billion in FY
23, which was the | owest year.

Representative Quttenberg asked what the nobdel was using
for production and price of oil. M. Painter responded they
were using the P10 production forecast and the spring
forecast for price.

Representative Quttenberg asked for verification the itens
were built into the assunptions. M. Painter agreed. He
noted those itenms were not varied in the current scenario.
The only item being altered was the Permanent Fund returns.

Co-Chair Seaton observed that the dividend had been
decreasing slightly in the graph due to a substantial
correction and loss in the Permanent Fund. He asked for the
reason and if it was related to losses in the fund in FY
09.

M. Painter replied that in FY 09 the Permanent Fund | oss

had been mnus 18 percent. The information showed the
i npact of the loss carried through the average.
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Vice-Chair Gara asked to conpare the difference between the
capital budget from |last couple of years, the nodel, and
t he average.

2:43: 43 PM

M. Carpenter answered that the capital budget had been $96
mllion the preceding year and the governor's current
proposed budget was $115 million.

Vice-Chair Gara restated the second part of his question

He noted the nodel assuned a capital budget of $360
mllion. He asked for the average capital budget over the
past 10 years.

M. Carpenter agreed that the nodel showed a capital budget
of $360 mllion. He detailed that chart he had shown
earlier in the neeting had shown a $600 nmillion average
fromFY 00 to FY 17.

Vice-Chair Gara did not see the ability to afford a $600
mllion capital budget. He wanted to see sone growth in
construction jobs. He spoke to the $360 mllion capital
budget under the plan. He asked if CBR earnings were
growing or remained flat.

M. Carpenter pointed to an Excel scenario that assunmed a
dire financial nmarket - in the scenario the CBR bal ance was
still maintained and the ERA was recovering and grow ng.

Vice-Chair Gara asked to view the best forecast projection.
He surm sed the state could afford to increase the capita
budget slightly while maintaining a growing CBR bal ance
under the average forecast.

M. Carpenter answered in the affirmative. He specified
that the scenario on the screen included a capital budget
of $360 mllion per year. He pointed to the upturn in the
CBR and growth in the ERA

Co-Chair Seaton pointed to the reserves growh of about
$700 mllion to $800 mllion per year between FY 25 and FY
26.

2:46: 52 PM
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M. Teal rem nded the nenbers inflation proofing had been
built into the bill. Any tinme the ERA bal ance was nore than
four times the amount of the payout, there was a transfer
fromthe ERA to the corpus of the fund. He continued that
it kept the ERA bal ance at roughly four tines the payout so
it appeared that reserves were flat. He detailed it
actually indicated that the corpus of the fund was grow ng,
which would be reflected on the Permanent Fund graph. He
pointed to an Excel chart and noted the fund grew to $70

billion. He noted that under any scenario at a 6.95 percent
payout - the bill specified that was what it would | ook
like. When reverting to the stress test, it indicated the

Per manent Fund would fall substantially and then recover.

Vice-Chair Gara believed it was necessary to see a return
of construction jobs to help reverse the recession. He
asked if a $360 mllion capital budget, which was | ower
than average but higher than the preceding year, seened
i ke a responsible ambunt. He noted that the capital budget
had not yet been witten.

M. Carpenter replied that it was a policy call.

2:49:17 PM

Co- Chair Seaton asked to see the nodel pertaining to SB 26.

M. Painter conplied and noted the Excel nodel showed SB 26
with no other changes other than $185 nmillion in budget
cuts. He noted the Senate's operating budget was $185
mllion |ower than the governor's budget (but not bel ow FY
17 - the baseline for the nodel was the governor's proposed
budget) .

Co-Chair Seaton asked to see the bottom left graph on the
screen. He referred to a $300 million deficit in FY 26
indicated on the screen. He noted the bill included a
$1,000 dividend ($1,000 was also the dividend floor). He
requested a stress test on the price at P60. He stated if
the price was running in the $50 to $79 range the CBR was
continuing to decline and there would be a deficit of
approximately $485 nmillion in FY 26. He asked to see a $360
mllion capital budget.

M. Painter asked if Co-Chair Seaton wanted the scenario to
mai ntai n the P60.
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Co-Chair Seaton answered in the affirnmative. He observed
that the CBR would alnost disappear in FY 26 if the
specific scenari o was nai nt ai ned.

2:52:49 PM

Representative Otiz spoke to a scenario that included
approximately $180 mllion in budget cuts. He asked if the
reductions continued out in the nodel to the projected $750
[m1llion] over the next three years.

M. Painter answered in the negative. He offered to include
larger cuts in the scenario if desired. The scenario had
started with cuts of $185 million.

Representative Otiz asked for verification that the $185
mllion in cuts was assuned year after year in the nodel.
M. Painter clarified that the nodel included a shifting of
the OMB |ine down by $185 nmillion on a one-tinme basis.

Vice-Chair Gara referred to a bar chart in the nodel that
assuned the Senate's education and university cuts, but it
did not assume ever returning the funds to those
all ocations. He surmsed the chart assuned the cuts would
take place in the current budget and would be maintained
into the future. He asked for the accuracy of his
st at enent s.

M. Painter replied that the OVB baseline scenario had a
flat operating budget for FY 18 through FY 20 and grew at
2.5 percent (slightly nore than inflation), neaning there
could be sonme increase. The OVB plan did not distinguish
bet ween the various parts of agency operations.

Co-Chair Seaton asked to return to the spring forecast. He
asked about the $185 mllion that included cuts, which
woul d require a supplenental of slightly over $20 mllion.
He asked to reduce the cuts to $150 million. He observed
the CBR was declining in the scenario and the deficit was
$424 mllion in FY 26. He requested a stress test on the
data. He observed that with the reverse the ERA was used up

for two years and the CBR was still declining.
2:56: 25 PM
Representative WIson asked to return to the $180 mllion

capital budget in the nodel. She did not believe the Senate
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was proposing to take $180 mllion off of the proposed
increase, but taking $180 mllion off of the actual budget
in the current year. She clarified there were bills that
had been passed by the legislature related to Medicaid,
crime, and education reform She did not believe it was
possible to specify the funds would conme from a specific
area. She asked for verification there was no way the chart
could include anything different than a 9 percent decrease
related to oil.

M. Painter replied that LFD did not have the additional
data from DOR, but the hope was to receive the data by the
end of the week.

Representative WIlson pointed to the data and surmsed it
was DOR s actual spring forecast. She wondered what
happened with the scenari o.

M. Pai nt er asked for clarification. He asked if
Representative WIson wanted the nodel to use a cut of $185
mllion.

Representative WIlson asked if $185 million was the current
cut in the governor's proposed capital budget.

M. Teal answered there was another way to show the
information. He explained that instead of shifting the
entire curve parallel, it could be changed to grow at a
rate lower than 2.5 percent. He rem nded the commttee that
it was a policy decision and any nunber desired could be
used. For exanple, if the legislature believed the budget
could be held flat it could put a flat budget in or sone
growh rate that was |l ess than inflation

Representative WIlson clarified she was only trying to
understand the Senate's plan. She thought it was inportant
to understand whether there would be a $485 million deficit
by FY 24. She asked if the governor had included the $180
mllion in his proposed capital budget.

M. Teal answered that the Senate had asked LFD to include
the $185 million decrenent as its baseline.

Representative WIson asked how far out the deficit would
continue wunder the scenarios currently presented. She
remarked it would be helpful to have personal conputers to
view the information presented on the screens.
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Co-Chair Seaton replied that the scenarios naintained the
deficit through FY 26 - the deficit in FY 26 was slightly
over $200 mllion. He requested a change to the statutory
[oil credit] payout to a higher |evel payout in the current
scenario. He noted the commttee had seen stress tests on
both projects, but LFD could only help so far because the
remai nder was based on policy calls (e.g. whether the
| egislature wanted to see cuts and job cuts or other). He
remar ked that the scenario included the Senate's 5 percent
education cut. He stated the cut could be characterized in
numer ous ways including a cut to the Al aska Pioneer's Hones
or other places in the Departnent of Health and Soci al
Services. Alternatively, there was the House's version of
the budget that increased funds to take care of a robust
econony.

3:02: 47 PM

Vice-Chair Gara saw the [Senate's] plan as a "people |eave
Al aska plan." He asked how fast the CBR would disappear in
the Senate's plan if its $70 mllion education cut and
university cut was restored and the construction jobs
budget was increased to $360 mllion.

M. Painter asked for clarification on the cut Vice-Chair
Gara wanted to see in the nodel

Vice-Chair Gara stated the Senate's education cut of $70
mllion for K-12 and university cut of roughly $21 million
were restored. He repeated including a $360 nmillion capital
budget. He did not believe the plan would work.

M. Painter answered that he had been presenting the |eve
tax credit paynents. He nentioned returning the nodel to
the statutory paynent.

3:04:47 PM
AT EASE

3:11: 27 PM
RECONVENED

CARL DAVIS, [INSTITUTE ON TAXATION AND ECONOM C PQOLICY
(I TEP), WASHI NGTON D.C. (via teleconference), provided a
Power Poi nt presentation titled " Conpari ng t he
Distributional Inpact of Revenue Options in Al aska" dated
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May 1, 2017 (copy on file). He referred to a presentation
overview on slide 1, which pertained to a study |ITEP had
released the prior week using its mcrosinmulation tax nodel
to evaluate the distributional consequences of different
revenue options for Al aska:

e The I TEP M crosi nmul ati on Model

* Five Revenue Options in Al aska
Personal | ncone Tax
Per manent Fund Di vidend (PFD) reduction
Sal es Tax
Payrol | Tax
o Payroll Tax + Investnment |Inconme Tax
 Conparisons Across Options
* Additional Tax Incidence Research

e (Questions?

O o0oo0o

M. Davis explained that the options considered had been
conpared across famlies. He noved to slide 2 and provided
an introduction to | TEP:

The Institute on Taxation and Economic Policy (ITEP)
is a nonprofit, non-partisan research organization

that works on federal, state, and local tax policy
issues. ITEP's mssion is to ensure that elected
officials, the nedia, and the general public have
access to accurate, tinmely, and straightforward

information that allows them to understand the effects
of current and proposed tax policies.

M. Davis turned to slide 3 titled "I TEP Mddel Background.™
He detailed that the nodel was the conmpany's primary tool
it used to do its work, which a team of econom sts kept up
to date. He provided detail fromthe slide:

e Built in 1994-1996, but still evolving in 2017
* Designed to:
0 Predict the distributional effect of proposed tax
changes on taxpayers at different incone |evels
o Predict the revenue gain (loss) from proposed tax
changes
o Estinmate the inpact of current state and | ocal
taxes in all 50 states
0 Measure the interaction between state and federa
t ax changes
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* Enmploys the same technology used by the US Treasury,
Congr essi onal Joi nt Comm ttee on Taxation
Congr essi onal Budget Ofice, and some state
departnments of revenue (e.g. TX, M\, Mg)

e Consists of four basic nodul es: personal incone tax,
property tax, consunption tax, and business tax

M. Davis elaborated on slide 3. He explained that many
state departnments had simlar nodel s. For  exanpl e,
M nnesota had a robust nodel that was used frequently. He
noted that Col orado had recently begun using simlar nodels
as well. He relayed that the nodel allowed ITEP to estimte
the inmpact of nmany types of taxes [listed on slide]. He
noted that the conpany did not typically consider severance
or oil taxes and royalties.

3:15: 58 PM

M. Davis turned to slide 4 titled "ITEP Mdel Data
Sources.” The nodel's foundation was tax return data
reported by the IRS [Internal Revenue Service], which was
hel pful for analytical purposes because there was data on
capi tal gai ns, di vi dends, i nterest, sal ari es, wages,

busi ness income, farmng, unenploynent, social security,

and other. He detailed that IRS data was supplenmented wth
census data, the Joint Commttee on Tax, the Congressiona

Budget O fice, state specific data sources, and other.

Conpiling the information created a profile of the tax
payi ng population in order to have records representing | ow
i ncome households, mddle income households, and high
income  househol ds. He explained it was called a
m crosi nul ati on nodel because it started from the ground up
- it began wth the individual tax payer and a tax
calculation was applied. The nodel could be run based on
taxpayers in a specific state or nat i onwi de. The
cal cul ations were sumred up into tables he would show | ater
in the presentation.

3:18:12 PM

M. Davis advanced to slide 5 titled "Research Design"

* Five revenue options, each raising $500 MIlion per
year
0 Revenue armount ($500m chosen only to allow for
conpari sons.
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o Options are not nutually exclusive. In the real
worl d, the discussion centers around striking the
right balance, not picking the “best” single
opti on.

e Distributional inpact on Alaska residents, grouped by
each tax unit’s income |evel. For exanple:

0 Lowest 20 percent = Total income bel ow $25, 000

o Mddle 20 percent = Total inconme between $40, 000
and $73, 000

o Fourth 20 percent = Total inconme between $73, 000
and $115, 000

o Top 5 percent = Total income above $228, 000

= Average inconme for this group = $502,000 per
year

* Non-resident inpact is considered
o Mbre revenue from non-residents neans |ower
paynents required from Al askans.

M. Davis expounded on slide 5. He underscored that the
$500 million figure had only been used as an exanple. He
noted that just because the nodel |ooked at options one at
atime, it was not an effort to encourage anyone to pick a
favorite and run with it. He was aware the conversation was
about striking the appropriate balance and about putting
together a fiscal package. He explained that his references
to low incone famlies included the bottom quintile in
Al aska [indicated on slide 5].

M. Davis noved to slide 6 that showed a chart pertaining
to personal incone tax simlar to HB 115 (rates reduced by
27.75 percent to conform to $500 nmillion target). He
specified that because the exanple ained for a $500 nmillion
conmparison point, it was necessary to scale back the tax
rates in order to hit the target. The exanple was
progressive throughout the inconme distribution. Mny |ow
income famlies would be exenpt from an inconme tax (ones
that were not would pay relatively small anmounts) and in
the mddle, things like the zero percent bracket and the
$4, 000 personal exenption benefitted mddle income famlies
significantly - sone mddle incone famlies would pay under
1 percent of their income. The inconme tax would top out at
about 2.8 percent for high income earners. The statutory
rate I TEP nodeled for the tax was just over 5 percent at
the top, but in practice very few famlies would pay
anything close to that anobunt due to the graduated rate
structure and benefit of the lower rates on early dollars
and i ncone.
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3:22: 00 PM

M. Davis noved to a chart on slide 7 related to a
reduction of Permanent Fund Dividends by $784 per person,
whi ch woul d raise the sanme anount - the action should raise
about $500 million in savings overall. The slide showed a
starkly different distributional effect, with a very high
i npact at the lowest income level. The $784 represented a
| arger fraction of a |low incone househol d' s budget conpared
to high inconme earning households. He pointed out that the
bars on the chart were quite a bit higher than those in the
chart related to personal incone taxes. He detailed that
there was |less incone at the bottom overall, therefore the
7.2 percent inpact at the bottom would not raise nearly the
same amount that 7.2 percent of incone at the top would
raise.

M. Davis advanced to a chart on slide 8 related to a sales
tax of 3 percent on nobst goods and services (exenpt were
groceries, health care, shelter, child care). He discussed
that even though the current debate was |largely focused on
i ncone taxes, PFDs, gasoline tax, |ITEP wanted to |ook at
sonme other broad-based taxes as well. He discussed that
sales taxes were generally regressive for a variety of
reasons, even when exenptions for basic necessities were
offered. He specified it was partly because every state
wth a sales tax ended up taxing a significant share of
busi ness purchases - it was clear that sales taxes paid by
businesses ultimately were passed to consuners. He
furthered that even when a state tried to exenpt basic
necessities such as groceries and shelter, if itens used by
a grocery store were taxed, the costs were passed on to
CONSUIErs.

M. Davis noved to slide 9 and addressed a payroll tax of
2.43 percent on salaries, wages, and self-enpl oynent incone
(the 2.43 percent was estimated by ITEP to generate $500
mllion per year). He detailed the tax was relatively flat
across the incone distribution because it was a flat rate.
The tax trailed off at the top because high inconme famlies
tended to earn a significant share of their income from
i nvestments, which would be exenpt under a payroll tax.

3:25: 09 PM
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M. Davis referred to an income option of a payroll tax of
2.1 percent on salaries, wages, and self-enploynent paired
with a [6 percent] tax on investnent inconme on slide 10.
The idea was to renmedy how a standal one payroll tax would
exenpt investnment incone. He concluded it would result in a
nore proportional distribution throughout. He noved to
slide 11 and addressed the inpact the bottom 20 percent of
Al askans woul d experience under different revenue options.
He pointed to the 7.2 percent inpact froma PFD cut and the

0.1 percent inpact from a personal incone tax (nmany
famlies would be entirely exenpt). He added that payrol
and sales taxes fell in between the two [percentage wi se].

M. Davis turned to slide 11 and spoke to the inpact on
m ddle 20 percent of Alaskans. He pointed to the 2.5
percent inpact from a PFD cut and the 0.7 percent inpact
from a personal income tax - he noted the difference was
about threefold and was fairly substantial .

3:26: 54 PM

M. Davis turned to slide 12 and addressed inpacts on
upper-mddle incone Al askans. No matter the option, the
i npact tended to be fairly consistent. An inconme tax would
amount to about 1.2 percent of incone for an upper mddle
income tax payer and a PFD cut would be sonewhat |arger at
1.6 percent of incone. He noted it had to be considered on
a case-by-case basis and it would depend heavily on famly
size. He detailed that for an upper middle income Al askan
with a famly of four or five a PFD cut would be nuch nore
significant than a personal incone tax. Also, a single
taxpayer nmay actually pay |ess under a personal inconme tax
t han t hrough a PFD reducti on.

M. Davis to slide 13 and spoke to the inpact on the top 5
percent of Al askans (inconme over $228,000). He detailed
that the group tended to have l|arger incones and woul d pay
hi gher incone tax. He noved to slide 14 that included other
resources he encouraged commttee nenbers to review

* @nnar Knapp, Mitthew Berman, and Mouhcine Cuettab
(1 SER)
o “Short-Run Economic Inpacts of Alaska Fisca
Options” (March 2016)
* Berman, Mtthew and Random Reaney (| SER)
o “Effect of Alaska Fiscal Options on Children and
Fam | i es” (February 2017)
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* M nnesota Departnent of Revenue
0 “2017 Tax Incidence Study” (March 2017)

» Texas Conptroller of Public Accounts
0 “Tax Exenptions & Tax Incidence” (February 2017)

* Col orado Departnent of Revenue
o “Tax Profile & Expenditure Report, 2016” (January
2017)

M. Davis remarked that he did not believe any of the
findings shown in the presentation should be trenmendously
controversial. He noved to slide 15 and spoke about
research econonists at |SER had done over the past year or
so. An |ISER chart indicated that econom sts had reached
very simlar conclusions in regard to incone taxes, sales
taxes, and PFD reductions. He noted that the PFD was a
unique feature in Al aska; therefore there was no
conparative data from other states. He continued that nmany
state governnents had studies on existing inconme and sales
taxes. For exanple, Mnnesota had a very detailed tax
report that showed how the inpacts varied. He nentioned
ot her states such as Texas and Col orado. He pointed to the
gold bar on the chart that indicated a reduction in the PFD
- it showed a representing a large fraction of incone for
low income famlies. The red lines [flat rate incone tax
and progressive incone tax] were the |owest inpact for |ow
incone famlies. The chart reflected that incone taxes
woul d generally be lower per dollar (ISER s study used a
$100 mllion annual inpact instead of the $500 nillion
inmpact). He elaborated that the incone tax lines in red
were below the PFD line in gold; the income tax was
generally cheaper for mddle inconme and sone upper incone
famlies (the inpact depended on famly size).

3:30: 54 PM

M . Davis relayed the full study was |ocated at
WWw. i tep. org.

Vice-Chair Gara spoke to payroll taxes. He asked if a
partnership distribution at the end of a year would be
captured by a payroll tax.

M. Davis answered that a distribution should be captured.
He detailed that the bulk of payroll tax revenue would cone
from wages and salaries, but it was necessary to include
sone anount of self-enploynent and business incone under
the tax because if there were |arge discrepancies between
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the tax treatnent of wages and salaries versus business
income, it created opportunities for tax avoidance. The
scenario had occurred in the past, especially nost recently
in states |i ke Kansas.

Vice-Chair Gara asked whether it would be possible for
hi gher income business owners to get around a payroll tax
by payi ng bonuses or shares to a sharehol der.

M. Davis answered there had to be sone policing of the
distinction. He noted the topic was not his area of
expertise. The line between different categories of incone
coul d often be somewhat fuzzy.

3:33:18 PM

Representative Quttenberg spoke to distribution inpacts on
revenue options. He asked about other locations that had a
tax increase or decrease and noted there was typically an
existing sales tax or incone tax. Alaska did not have
either. He asked how that changed the dynamics of the
situation facing Al aska.

M. Davis replied that it created a sonewhat |arger margin
of uncertainty in forecasting the revenue inpact of
different options. He explained that when states wth
exi sting taxes were seeking to do revenue projections they
began with what they had already collected under the
specific tax; it allowed the state's to deternmine how
t hings had changed since the collections had conme in. He
relayed that revenue forecasting tended to inprove over

time. Revenue estinates were likely to be the |east
accurate at the point when a new tax was established. Over
time many types of taxes - including sales and inconme taxes
- tended to becone nore conplicated. It was possible to

think through a relatively sinple tax carefully when it was
bei ng established. For exanple, many sales taxes were set
up close to 100 years ago when the econony |ooked very
different - many personal services were not taxed, but the
service sector had grown enornously over the past few
decades. He cited stream ng video, Airbnb.com and other
itens that were relatively new He referred to historica

m stakes that could |imt the effectiveness of existing
t axes.
3:36: 28 PM
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Representative Quttenberg spoke to the study of sales tax.
He asked if there had been a study on how the
i npl enentation of a sales tax inpacted the anount of
internet sales the |ocal econony.

M . Davi s asked for clarification. He asked i f
Representative CQuttenberg was referring to the inability
for states to tax sales coming into the state from outside
the state.

Representative GQuttenberg replied that he was interested in
a general basis answer.

M. Davis spoke to the conplexity of a sales tax - it had
been extrenmely slow going to see the reality of state sales
tax laws catch up with changes in the econony. He cited e-
comerce as an exanple. In the last two nonths the nation's

| argest electronic retailer - Anmazon.com - had begun
collecting sales tax in every state, but only on direct
sales. There were still a large nunber of sales Amazon

facilitated on behalf of third-party smaller sellers where
sal es tax was not being collected. There were large gaps in
state sales tax enforcenment pertaining to e-retail. There
were a small nunber of states that taxed personal services.
Many states arguably overtaxed the purchases by businesses.
He concluded there was currently no ideal sales tax at the
state level - they all had fairly fundanmental structural
pr obl ens.

3:38: 50 PM

Representative Otiz asked if a receipts tax was nost
simlar to a sales tax or other. He asked if it would have
nore or less inpact than a sales tax across the board.

M. Davis replied that the concept was currently under
di scussion in states such as Louisiana and Oregon. Receipts
taxes were often viewed as business taxes and were
sonetinmes viewed as being interchangeable wth corporate
incone tax. He continued that literature showed a tax on
corporate profits - due to the cost structure - would tend
to be passed through to corporation sharehol ders. Wereas,
a gross receipts tax was much nore likely to be passed
through to consuners due to the way it inpacted business
cost structures. In general, receipts taxes tended to | ook
much like sales taxes in their overall distribution - they
often generated |arge anobunts of revenue at relatively |ow
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rates because they tended to be prone to tax pyram ding. He
explained that the sane purchase was taxed nany tines
t hroughout the production stream - even though it may have
been taxed at a low rate each tinme, it could ultimtely
anmount to fairly high effective tax rates. He detailed it
lead to fairness problenms across businesses because
busi nesses that tended to be vertically integrated were
able to avoid paying the gross receipts tax, whereas
busi nesses relying on sales and purchases found thensel ves
subj ect to the tax.

3:41:14 PM

Representative Pruitt asked if |[ITEP did any economc
nodel i ng.

M . Davis responded that the data <contained static
di stributional estinmates. He detailed that |ITEP did not do
dynam c econom c nodeling. The literature on the inpact of
state level taxes on state economes tended to show fairly
smal | effects. He continued that sone studies were not even
able to determne the direction of the effect. For exanple,
if an increase to a gas tax lead to significantly nore
revenue available for construction and the creation of
construction jobs. Teasing out the economc effect of state
| evel tax changes was very chall enging. They had found that
the study was rarely done at the state |evel because it
tended to be nore speculative and a nore long-term
phenonenon. He furthered that when states were trying to
bal ance their budgets on a one or tw-year cycle, the
effects would generally not show up in that short anmount of
time.

Representative Pruitt noted that the |SER presentation had
included the consideration of nonresidents. He believed
that in the past ISER had told the comm ttee about specific
nmet hods of taxation that would bring nore from nonresidents
than others. He wondered if ITEP had identified a category
that woul d have a |l arger inpact fromoutside of the state.

M. Davis answered that the nodeling did include
nonresi dent inpacts, but the information did not show up
visibly in the tables. He noted that in the presentation
the sales tax bars were quite a bit | ower because the sales
taxes raised a nuch nore significant anmount of revenue from
nonresi dents than the PFD reduction would. He did not have
the data on hand, but he believed in the |ITEP nodel the
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sales tax was one of the nore effective neasures at
generating revenue from outside the state. The incone tax
woul d generate a smaller share directly from nonresident
workers, but it would tend to generate the largest tax cuts
for wealthier Alaskans in the formof a wite-off for state
and local taxes at the federal level. The PFD was shown as
the least effective option in terns of nonresident revenue
generati on.

3:44:57 PM

Representative WIson asked why the top 20 percent of
earners had been split into three categories.

M. Davis answered that the nethod was used because a very
| arge fraction of incone was held by the top 20 percent [of
earners]; therefore, it was valuable to do a nore fine
grai ned analysis. He elaborated that the top 20 percent in
Al aska included everyone from a couple with two inconmes of
$60,000 to a family earning up to $10 nillion per year. He
explained that the two famlies were clearly in very
different financial circunstances and | TEP believed it was
valuable to break out the groups. He referred to the
Appendi x A on page 15 of the study [titled "Conparing the
Distributional Inpact of Revenue Options in Al aska" dated
April 2017 (copy on file)] that included a columm with the
i nformati on.

Representative WIson asked for «clarification on the
docunent. M. Davis replied that the information was in
Appendi x A of the | TEP study.

Co-Chair Seaton noted the docunment was in nenbers' backup
mat eri al .

Representative WIson wondered how famly size was factored
in across the inconme board.

M. Davis responded that he did not believe the |ITEP
distributional charts as the only tool that should be used
in evaluating the distributional inpact of the options. He
believed there was also significant value in supplenenting
the w der analyses with nore fine grain representative
t axpayer analysis. He believed Co-Chair Seaton's staff may
have prepared sone of the information |ooking at specific
taxpayers. He explained it allowed the creation of a
hypot het i cal of a single nother earning $30,000 to
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determ ne what she would owe under the income tax and how
the PFD cut would inpact her. He referenced an |SER study
conducted by Matthew Berman and Random Reaney in February
[2017] titled "The Effect of Al aska State Fiscal Options on
Children and Famlies." The study broke the information
dowmn by famly type. He believed the research was
interesting and hel pful.

Representative WIson discussed that sonme nunicipalities in
Al aska charged property taxes, sonme had sales taxes or
sal es taxes only, and other areas had neither. She wondered
how to take the ITEP information and apply it across the
state that contained areas with different tax |evels.

3:49: 50 PM

M. Davis replied that it was a very inportant question,
especially in Al aska where the variation could be w de. The
| TEP information included a statew de average of how a 3
percent sales tax would inpact famlies at different
levels, but if the clothing or car repairs or any other
taxabl e service or good was nore expensive, the sales tax

would be nore expensive as well. He relayed that
unfortunately, ITEP did not have local-level data in its
nodel ; it did not have a uni que value-add in the area.

Representative W Ison appreciated the breakdown, but she
surmsed that in reality, the data would not really show
the true effects of adding any of the taxes into Al aska due
to the vastly different communities and taxes throughout
the state.

M. Davis answered that of the options the organization had
exam ned, the sales tax had varied the nost by locality due
to the difference in prices. Under the inconme tax, every
Al askan would be subject to the sane incone tax pools
regardless of their location. It nmay be that certain
localities had a higher concentration of |ow incone
famlies and were finding that the bottom 80 percent of the
i ncome distribution would pay | ess under an inconme tax than
a PFD reduction. He added that certain |ow incone areas in
Al aska may actually be higher than that. He explained that
if there were very few high inconme taxpayers in a given
locality, there may be very few people that would be nore
inpacted by an incone tax than they would be by a PFD
reduction. The overall chart used a statew de average, but
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by locality it would depend on the price of goods and
services and on the |l evels of incone.

Co- Chair Seaton thanked M. Davis for his presentation. He
poi nted out that the Juneau Enpire had recently published
the average salary of every district in the state per
capita. He noted that the average salary in a given
community was not available or it had not been nade
avai | abl e.

3:53:31 PM

Representative WIlson stated it was possible to go by
incone in each district; however, it was necessary to |ook
at other existing tax obligations in each community and at
other things |ike the cost of goods and ot her.

#sb6
CS FOR SENATE BILL NO 6(JUD)

"An Act relating to the regulation and production of
industrial henp; relating to industrial henp pilot
programs; providing that industrial hemp 1is not
included in the definition of 'marijuana’; and
clarifying that adding industrial henp to food does
not create an adulterated food product."”

3:55: 00 PM

SENATOR SHELLEY HUGHES, SPONSCR, relayed that the preceding
year, former Senator Johnny Ellis had introduced a bill

about henp. She recalled receiving a phone call from a
farmer who had been very interested in the bill. The bil
had been introduced at the tail end of the previous

session; therefore, she had conmtted to introducing a bill
in the current session. She noted that when she had
initially introduced the bill it had been quite short - it
had been sinply to renove henp from the nmarijuana
definition section in statute and place it under the
Division of Agriculture defined as an agricultural product.
The current bill was slightly different in order to be in
conpliance with federal |law. She was still confident that
the Division of Agriculture and individuals interested in
farm ng henp were confortable with the bill

Senat or Hughes relayed that she had worked on a nunber of
policies to help bring the state into the 21st century in
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terms of technology and other. She remarked that the state
had basically gone silent on the topic for a nunber of
years and it was now going back to catch up. She continued
that in the 1600s, henp had been a stable crop in the
United States. She elaborated that the sails of European
ships traveling to America had been nmade of henp.
Additionally, sone early drafts of the Declaration of
| ndependence had been drafted on henp paper and covered
wagon canvas had been nade of henp. In 1937 the product had
been made illegal nationwi de; therefore there had been
l[ittle usage until the product had been redefined at the
federal level by the 2014 Farm Bill [the Agricultural Act
of 2014]. She elaborated that 30 states had passed
legislation - there were 17 states that were conducting a
pilot act. There were tens of thousands of products that
could be made from henp.

Senat or Hughes continued that a neat plant in Palnmer was
currently being privatized. She el aborated that henp was a
nutritional forage for livestock - in order to nake the
meat plant work, the farmers needed to grow their |ivestock
herds. Henp grew easily in Alaska, it was nutritious, and
was good for the soils. She had heard from others
t hroughout the state interested in using the product. She
referred to a person interested in using henp for building
i nsul ati on and anot her person using henp to nmake soaps and
body products. She highlighted that the sponsor statenent
in menbers' packets was printed on henp paper

Senat or Hughes explained that SB 6 defined henp as cannabis
with a THC content of 0.3 percent. She shared that 1
percent was the threshold of intoxication. Wen growers
were trying to produce marijuana they ainmed for 20 to 30

percent THC. The bill would also define henp as an
agricultural product and would renove it from controlled
substances statutes. She furthered that the bill would

create a pilot program which was part of the federal
requirenent, and would allow registrants to participate.
The Division of Agriculture would have the regulatory
authority and would create a fee structure to have the

program be self-sustaining. The bill also renoved CBD oils.
She noted her staff and others were available to speak to
the bill. She remarked that her office had been working

with an attorney at Henp Law LLC who had worked across
states and hel ped her office understand |egal requirenents
in terms of conpliance with federal |aw. She thanked the
commttee for its time and noted the next day was Al aska
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Agriculture Day. She believed henp was an economc
opportunity the state should pronote.

4:02:11 PM

Representative Quttenberg was supportive of the bill, but
he had concern with the conflict between henp and pot in
outdoor growing fields. He nentioned pollen as an issue. He
t hought there needed to be an understanding about the two
crops. He wondered if the Division of Agriculture or the
bill sponsor had been approached about the issue.

Senat or Hughes deferred to her staff for detail.

BUDDY WHI TT, STAFF, SENATOR SHELLEY HUGHES, relayed that
the sponsor's office had been approached with the concern

He directed attention to page 3, lines 4 through 7 of the
bill and explained that the provision had been added to
address the <concern - it fell under the Division of

Agriculture's responsibility to adopt regulations related
to industrial henp. The provision stated the division was
required to establish isolation distances for t he
production of industrial henp. The reason a specific
di stance had not been identified was to give the division
the leniency to decide what the distance should be. The
sponsor's office had determined it would be better for the
division to establish the distance through regulation
rather than the legislature including a distance in statute
that may not be workable or ideal. He deferred to the
departnment for further detail.

4:04: 48 PM

Representative GQuttenberg stated it was his inpression
there were a limted nunber of outdoor facilities and
farmers - nost were located in controlled greenhouses. He

shared that he had been asked to visit a garden that had a
strain growi ng outside. He surm sed the issue may not apply
to greenhouses or inside commercial growers.

ROB CARTER, AGRONOM ST, PLANT MATERI ALS CENTER, DI VI SION OF
AGRI CULTURE, DEPARTIMENT OF NATURAL RESOURCES (via
t el econf erence), referred to isolation distances and
rel ayed they were a m nimum separation required between two
or nore varieties of the sane species. The -current
di scussion pertained to cannabis sativa industrial henp and
cannabis sativa recreational marijuana. The purpose of the
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i sol ation distance was to keep seeds pure in the production

process. Addi tionally, in the —case of recreational
marijuana, the purpose was to keep female crops from being
seed-free in order to have a viable product to sell. The

i sol ation distances were set for a nmultitude of other crops
(e.g. alfalfa, barley, oats, wheat, and other) that net the
federal certified seed standards; the distances were set in
accordance with docunented global scientific research. He
spoke specifically to the bill and relayed that the
Division of Agriculture would conduct its due diligence to
ensure it had explored other opportunity from Col orado,
Mani t oba, Saskatchewan, Canada, and the European Union
(that had been growing industrial henp for a significant
anount of tinme), to nmake sure the isolation distances were
set in order to prevent a henp crop from inpeding the
production of a recreational crop.

4:07:37 PM

Representative GQuttenberg understood that Colorado was
considering 5 or 10 mles and he recognized the federal
governnment had probably done no research on the specific
t opi c. He asked about the paraneters set by other
jurisdictions.

M. Carter answered that Colorado had started | ooking at
the aforenentioned ideals [5 to 10 mles between two
simlar species]. The Division of Agriculture |ooked at the
issue from the purity standards of setting seed tolerance
i sol ation di st ances. Col or ado had est abl i shed its
recommendation for its isolation distances required for
cannabis production. He detailed that it depended on the
type, which was unique to this crop. There were dioecious
and nonoecious types and hybrids that were all female -
each one had a different i solation distance. The
recommended isolation distance in Colorado for the highest
quality and nost pure was called the foundation or
registered seed, was 16,150 feet. He furthered that
di stances were set regionally based on wnd patterns
because cannabis sativa is highly wind pollinated and al so
pollinated by insect. Isolation distances in Canada were
anywhere between 1 neter and 5,000 neters. He believed
there would need to be regional isolation distances for
Alaska and he believed there would need to be strong
communi cation wth registered and recognized commercial
growers through the marijuana control board in order for
the division to identify where the outdoor recreational
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cannabis was being produced in order to give everyone the
right to produce crops.

4:10: 05 PM

Representative Genn referred to fiscal note OVB Conponent
2204 t hat ment i oned t he di vi si on anti ci pat ed t he
registration of possibly 25 farnms in the first year. He
asked if regulations would prohibit soneone from grow ng
recreational marijuana and industrial henp.

M. Wiitt answered there was no provision in the bill that
woul d preclude soneone from growi ng both; however, it would
be highly risky for a person to do both in terns of
ensuring the viability of the conmercial marijuana.

Representative Kawasaki asked when states started to
| egalize the manufacturing and grow ng of henp.

Senat or Hughes answered that the |law had been changed by
the federal Farm Bill in 2014. She deferred to her staff
for further detail.

M. Witt replied there were a few of states that started
their process before federal law had allowed it. He could
not speak about each state, but he relayed that when the
cart was put before the horse, states were having to nake
sone changes to fit federal guidelines. He referenced the
2014 Farm Bill and a 2016 omibus bill, which had all owed
transportation of industrial henp across state |lines. There
was also the USDA Statenment of Principles [on Industrial
Henp], which had been published in 2016 and specified how
the USDA would treat the product. There were a nunber of
states that had put the effort in prior to the release of
federal guidelines. He offered to follow up with nore
detail on the tineline.

Representati ve Kawasaki relayed there had been six states
prior to 2006 that had passed laws including California.
The Industrial Henp Act had passed in 2009. He asked why it
had taken Alaska so long to get to the point it was
considering industrial henp farmng. He believed Al aska
woul d be the 33rd or 34th state to take on the activity.

Senat or Hughes responded that although sone states began

early, there had been sone colonies that started early -
she relayed that George Washi ngton, Thomas Jefferson, and
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John Adans had all grown henp. She relayed that she would
probably have worked on the issue earlier if it had been
brought to her attention earlier.

4:14: 27 PM
Representative Kawasaki recalled that as a forner
counci | person, the council [Fairbanks City Council] had

introduced a resolution supporting industrial henp around
2006. He supported the bill and thought it would be a boon
for the agricultural and scientific community in Al aska.

Representative Thonpson relayed that he had tried to get
sonething simlar to the bill going in 2011. He had spoken
with the University of Alaska Fairbanks Agriculture
Departnment. He provided further detail about the past
effort to do an experinmental grow with the comunity's 24-
hours of sunlight to see how the product would do in
Northern Al aska. The goal had also been to check the oil
and fiber content. The effort had ceased because it had not
been possible to obtain the seeds at that tine. He was gl ad
to see the bill and believed henp was a possible cash crop
t hat coul d be an econom ¢ boon for Al aska.

CSSB 6(JUD) was HEARD and HELD in commttee for further
consi derati on.

Co- Chair Foster addressed the agenda for the foll ow ng day.

#
ADJ QURNVENT

4:16: 26 PM

The neeting was adjourned at 4:16 p. m
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