HOUSE FI NANCE COW TTEE
May 3, 2017
1:36 p.m

1: 36: 21 PM

CALL TO ORDER

Co-Chair Foster called the House Finance Commttee neeting
to order at 1:36 p.m

VEMBERS PRESENT

Representati ve Neal Foster, Co-Chair
Representati ve Paul Seaton, Co-Chair
Representative Les Gara, Vice-Chair
Representative Jason G enn
Representative David Guttenberg
Representative Scott Kawasaki
Representative Dan Otiz
Representative Lance Pruitt
Representative Steve Thonpson
Representative Cathy Tilton
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

Joey Crum Pr esi dent, Al aska  Truckers Associ ati on,

President and CEQ, Northern Industri al Tr ai ni ng; Joe
Schi erhorn, President and Chief Operating Oficer, Northrim
Bank; Angi e Newby, Honmer Realty; Vince Beltram, President,

Al aska Anerican Federation of Labor/ Congress of Industri al

Organi zations (AFL-CI O ; M ke Navarre, Mayor , Kenai

Peni nsul a Borough; Senator Shelley Hughes, Sponsor; Janey
Hovenden, Director, D vision of Corporations, Business and
Prof essional Licensing, Department of Comerce, Conmunity
and Econom c Devel opnent; Buddy Witt, Staff, Senator

Shel | ey Hughes; Representative Bryce Edgnon; Representative
Loui se Stutes; Representative Adam Wol; Representative
Chris Tuck; Representative Geran Tarr; Representative Zach
Fansl er; Representative Gabrielle LeDoux.
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PRESENT VI A TELECONFERENCE

Dr. Thomas Felix, Director, Mdical Research, Angen Inc.
SUVIVARY
SB 32 PRESCRI PTI ONS FOR Bl OLOd CAL PRODUCTS

SB 32 was HEARD and HELD in commttee for further
consi derati on.

PRESENTATI ONS: THE ECONOW AND FI SCAL POLI CY OVERVI EW
ALASKA TRUCKERS ASSOCI ATI ON
NORTHRI M BANK AND ALASKA BANKERS ASSCOCI ATl ON
ALASKA AMERI CAN FEDERATI ON OF LABOR/ CONGRESS OF
| NDUSTRI AL ORGANI ZATI ONS ( AFL-Cl O
KENAI PENI NSULA BOROUGH

Co-Chair Foster reviewed the neeting agenda.

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

1:37:49 PM

Co- Chair Seaton spoke about the intent to hear an outside
perspective about what was currently taking place in the
state's econony.

1: 39: 01 PM

JOEY CRUM PRESI DENT, ALASKA TRUCKERS ASSCOCI ATI ON,
PRESI DENT AND CEO, NORTHERN | NDUSTRI AL TRAINING read from
prepared remarKks:

Good afternoon Co-Chairs Foster and Seaton and nenbers
of the Commttee. | am Joey Crum President and CEO of
Northern Industrial Training and this year | am the
President of the Al aska Trucking Association. Thank
you for being invited to testify today.

Founded in 1958, The Al aska Trucking Association or
ATA represents roughly 200-nenber conpanies spanning
the entire state. Qur nenbers include not only
trucking conpani es, but container shippers, t he
railroad, fuel barges and nuch nore. From Ketchi kan to
Barrow if you got it, one of our nenber conpanies
brought it.
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In terns of enploynent, in 2015, the trucking industry
in Alaska provided 13, 700 jobs or 1 out of 19 in the
state. Total trucking industry wages paid in Alaska in
2015 exceeded $800 million, with an average annual
trucking industry salary of $56, 283.

As far as a Small Business Enphasis, as of April 2015,
there were 2,710 trucking conpanies |ocated in Al aska,
nmost of them small, locally owned businesses. These
conpanies are served by a wde range of supporting
busi nesses both | arge and snal |

We transport essential products; trucks transported 60
percent of total manufactured tonnage in the state in
2012 or 17,647 tons per day. 94.3 percent of Al aska
communi ties depend exclusively on trucks to nove their
goods.

As an Industry 1In 2014, the trucking industry in

Al aska paid approximately $69 million in federal and
state roadway taxes. The industry paid 51 percent of
all taxes owed by Alaska notorists, despite trucks

representing only 11 percent of vehicle mles travel ed
in the state.

| ndi vi dual Conpani es pay taxes, as of January 2016, a
typical five-axle tractor-semtrailer conbination paid
$1,783 in state highway wuser fees and taxes in
addition to $8,906 in federal user fees and taxes.
These taxes were over and above the typical taxes paid
by busi nesses in Al aska.

Qur menber conpanies literally touch all of Al aska
giving us a unique perspective and a firsthand account
as to the effects of a down econony, which is very
clearly what we are experienci ng now.

Business in 2014 and part of 2015 was good,
particularly on the North Slope. But then the slow
down began and in 2016 ATA nenber conpani es were down
nearly 40 percent over 2014.

The following chart wll denonstrate the nunbers
received from AK DOT Wigh in Mtion device (Scales)
in Fox just outside of Fairbanks. This data is for
| arge Commercial Mtor Vehicle i.e. trucks not pick-
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ups or vans and reflects the nunber of |oads headed
north on the Dalton highway toward Prudhoe Bay.

As you can see, the nunbers are kind of staggering
when you have them represented in front of you. Were
the year-over-year difference of 9,984 |oads fewer in
2016 than in 2015.

Co-Chair Foster noted that sone conmttee nenbers did not
have the docunment M. Crum was referencing. He relayed that
t he docunent was being copied for the commttee at present.

1:42: 58 PM
AT EASE

1:47: 29 PM
RECONVENED

M. Crum referenced a docunent he had provided to the
commttee dated May 1, 2017 (copy on file). He pointed to a
table on page 2 and relayed that the data had been
collected by the scale house in Fox outside of Fairbanks
going north on the Dalton H ghway. He clarified that he had
been referencing the year-over-year conparison between 2015
and 2016 that showed 9,984 fewer |oads went north on the
Dalton Hi ghway in 2016 conpared to 2015. The 2017 data had
been received 1.5 days earlier and indicated that the
nunmber of |oads was down 19 percent in 2017 conpared to
first quarter 2016. He read from page 2 the docunent:

The data clearly illustrates that we experienced a
preci pitous drop in the nunber of |oads and therefore
work occurring on the North Slope. A decline this
dramatic is felt by all of our nmenber conpanies across
the entire state.

M. Crum turned to page 3 that referenced a survey of 10
Al aska Trucking Association notor carriers, which began to
show the depth and inpact of the downturn in Alaska's
econony. He explained of the 10 nenbers surveyed, the
| onest drop between 2014 and 2016 was 15 percent and the
hi ghest drop was 60 percent. The fewest nunber of enployees
laid off during the timeframe was 16 and the highest was
800. The right colum included quotes from the conpanies
about their outlook on the Alaskan econony and the future
of their businesses. He read fromthe docunent:

House Fi nance Conmmittee 4 05/03/17 1:36 P. M



As you can see, our outlook is not good. I'd like to
point out that too often when people hear of layoffs
as a result of reduced oil activity they associate
those layoffs with ConocoPhillips, BP or Exxonhbbil
and somehow dismss them or think of them as a
| ocal i zed probl em

The fact is that our current situation affects many
nmore than just Fortune 500 conpanies. Every one of us
that get up in the norning with the desire to go to
work are affected, and work is getting harder and
harder to cone by. The trucking industry directly
enpl oys or supports not only truck drivers, but pilot
car drivers, engi neers, wel ders, mechani cs, fuel
delivery services, aviation, marine, truck dealers,
| ogi stical support and the list goes on and on. Those
are the people we have been forced to lay off.

The notor carriers don't see nuch happening soon. CQur
hope for the future relies on increased activity in
the oil patch and an inproved econony that will result
from increased throughput and jobs. The oil patch is
very inportant to our industry. It is critical that
the budget issues be resolved w thout crushing our
natural resource extraction industries or the people
and conpani es that it enpl oys.

The Senate Resources Commttee nmade changes to HB 111,
the oil tax bill. The version passed by the House
significantly raised taxes on the industry when it is
trying to prevent further layoffs and bring new oil
reserves into production during a time of |ow oi

prices. Qur goal should be to put nore oil in the
pi peline, which the existing tax system does, because
t hat means nor e revenues, j obs and econoni ¢

opportunities for our state and its residents. The
Senate version of HB 111 elimnates cash credits in a
way that retains incentives for new production. It
does not nmake many significant tax changes to the SB
21 basic tax structure as did both House versions.

The ATA supports the Senate version of HB 111 dealing
with oil taxes. W believe that it achieves the policy
goal set by Governor Wal ker and his admnistration to
elimnate r ef undabl e cash credits, wi t hout
conprom sing Alaska's conpetiveness to attract future
investnment. The Senate version of HB 111, through
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nodi fications  of the oil tax credits program
significantly limts future financial exposure for the
State of Alaska while retaining inportant elenents of
the current oil tax framework that enhanced Al aska's
conpetitive position in attracting future investnent
to grow oil production, increase throughput in TAPS
and strengthen the econony. ATA strongly supports the
Senate Version of HB 111.

1: 52: 43 PM

M. Crum concl uded his prepared remarks:

In closing, ATA like nost Al askans have felt the
devastating effects of a decline in the oil industry.
It has inpacted every decision we nmake from the kind
of coffee we use to the nunber and experience |evel of
enploys we hire. W believe that passing the Senate

version of HB 111, wll significantly inprove our
econom ¢ outl ook. As business nanagers and owners, we
know the i mportance of a sound and stabl e

econom c/fiscal policy. W operate our conpanies wth
long term visions and plan according to the policy
that the legislature sets. Qur hundreds of nenbers and
t housands of enployees and their famlies want an
opportunity to work, and to have a purpose. W urge
you to give our conpanies the stability they need to
function by passing the Senate version of HB 111

Thank you for your attention.

1: 53: 43 PM

Co-Chair Foster recognized Representatives Bryce Edgnon and
Loui se Stutes in the audience.

Representati ve Thonpson asked about t he t rucki ng
association's stance on the notor fuel tax.

M. Crum replied that as part of ATA's 2017 legislative
priorities, it had been willing to support an increase in
the motor fuel tax if it was a part of a conprehensive
fiscal plan and as long as the noney would be considered a
user fee that would go towards hi ghway mai nt enance.

Vice-Chair Gara asked if ATA had a position about whether
there should be a stable fiscal plan outside of oil. He

House Fi nance Conmmittee 6 05/03/17 1:36 P. M



cited a broad-based tax or sone use of Permanent Fund
earni ngs as exanpl es.

M. Crum answered wth the organization's priorities.
First, the ATA believed action was critical in the current
year. He spoke to the inportance of inplenmenting a plan
putting steps in place to get to a solution. The
organi zation wanted to see a series of annual reductions in
state spending. Once the reductions had been nmade, the ATA
wanted to see the devel opment of a bal anced, durable, |ong-
termfiscal plan for use of the Permanent Fund earnings and
taxes if required. The organization did not want the
| egislature to destroy the state's resource industries by
unconpetitive taxes and regul ati ons.

Vice-Chair Gara asked if ATA benefitted from construction
outside of the oil patch. Alternatively, he asked if the

oil patch was the big driver for jobs in the trucking
i ndustry.

1:56: 23 PM

M. Crum answered that the trucking industry worked
wherever work occurred in the state. The industry
benefitted from construction, but oil was the |[argest

driver for menber conpanies.

Vice-Chair Gara remarked that with the downturn in oi
prices and the growing budget deficit, the state's
construction budget had gone from an average of $600
mllion per year to less than $100 nmillion in the |ast
couple of years. He asked if raising revenue to have a
construction budget mattered to nenbers.

M. Crum answered in the affirmative. He elaborated that
the ATA had long supported matching funds for federal
dollars to achieve the maximum benefit for the national
hi ghway system The organization believed raising revenue
needed to be part of a fiscal plan that included cuts.

Vice-Chair Gara asked M. Crum to consider the econony
outside the North Slope. He spoke to the difference in the
House and Senate versions of HB 111. The House version
allowed tax credits that accunulate to about $600 million
over the next 10 years. Wuereas, the Senate version allowed
oil tax credits with interest that grew to $1.7 billion
over the next 10 years. He noted the Senate's version would
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have an inpact on what the state could invest in other
sectors such as construction. He wondered if ATA had | ooked
at the provisions to determ ne which would work better.

M. Crum responded that the organization believed the
priorities should be increasing investnent and jobs and
providing people to work and provide for thenselves. The
organi zati on supported the Senate version of HB 111

Vice-Chair Gara asked if he had looked at the credit
portions closely. He reiterated his previous question about
the cost differences between the House and Senate versions
of HB 111.

M. Crum answered that the association had conpared the
bill versions when it made the decision to support the
Senate version

1: 59: 52 PM

Vi ce-Chair Gara asked for verification that they had | ooked
at the tax credit portions. M. Crum answered that the
entire bill had been consi dered.

Vice-Chair Gara stated that the House version included a
profits-based tax, so conpanies would only pay the state
when profitable. The Senate version reduced the revenue the
state received below what it received under current |aw. He
asked for verification the ATA was anenable to the
provi si on.

M. Crum replied that the association believed the Senate
version gave the best opportunity to increase investnent
and | obs.

Representative Genn referred to page 3 of the docunent
provided by M. Crumthat listed the top 10 notor carriers
that lost jobs - the total exceeded 1,000. He spoke to the
North Slope and job loss. He asked if the nonmentum
continued, how easy it would be for the industry to replace
the lost jobs. He wondered if the jobs would be filled by
Al askans qui ckly.

M. Crum responded that the ATA had received the invitation
to testify to the commttee late in the previous week. He
clarified that the list did not include the 10 top nenbers,
but the 10 nenbers who had responded to the survey first.
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He acknowl edged that it would be difficult to replace
skilled workers if they began |eaving the state; however,
the ATA was seeing an increase in activity for out of state
carriers to hire A askans. Sone of the conpanies were
rotating the drivers to the Lower 48 for work and back hone
for their "R&R" tinme. He stated that on a limted basis, if
sonmeone had an opportunity to work and live at hone, those
woul d be easy to replace. He enphasi zed that Al aska had the
resources in-state to scale up the workforce quickly.

2:02: 39 PM

Representative Grenn asked if there were training
opportunities for the workers. M. Crum answered that as
the president and CEO of Northern Industrial Training he
coul d say unequivocally "yes."

Representative WIson asked if the association would be in
favor of taking noney from the North Slope to place into
ot her j obs.

M. Crum answered that the association would have an issue
wi th taking noney fromjust one industry.

Representative WIson asked about M. Crum s perspective on
the econony from his perspective as the head of the
Northern Industrial Training organization.

M. Crum answered that the training school was run
differently in sone ways - it did not offer a trenmendous
nunber of training unless there were available jobs for
those skills. As a result, enrollnment had decreased in the
past couple of years. The school believed that giving false
hope by training people for a job that no |onger existed
was very destructive. The types of currently avail able jobs
seened to deal nmore with attrition - Al aska had an aging
wor kf orce, which did benefit new individuals getting into
an industry because regardl ess of the econony, people would
retire.

2:05:13 PM

Representative WIson summarized her understanding of M.
Crumis testinony. She referred to individuals who had | ost
trucking jobs due to the downturn on the North Slope. She
referenced M. Crunmlis testinony about scaling up the
wor kforce quickly and asked for wverification that the
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i ndi viduals nost l|ikely would be out of work until the jobs
grew in the industry.

M. Crum answered in the affirmative. He elaborated that
the individuals would either be out of work or would have
to take an opportunity. He specified that his agency had
placed 47 drivers with an out-of-state conpany that was
rotating themto the Lower 48 to drive and hone for their
R&R.

Representative WIson asked about other training schools
the organi zation conpeted with that had substantial state
funding. She asked whether the conpetitors only trained
peopl e for existing jobs.

M. Crum replied there were many trainings offered in
fields that did not have jobs avail abl e.

Co-Chair Seaton referred to page 3 of the docunent provided
by M. Crum where several trucking conpanies stated they
expected further declines and needed projects. He furthered
that M. Crum had testified that he believed the state
should retract the econony with further cuts. He referenced
the proposed $185 million in cuts as an exanple. He was
trying to reconcile how the ATA supported additional cuts
and contraction in the econony, but also supported a | arger
capi tal budget to provide new projects.

M. Crum responded that one of the ATA's priorities was to
| ook at areas where services could be offered at a |ower
cost. One of the opportunities was privatization. He
organi zation was not to point the state into a recession,
but to create the sanme anobunt of services for a |ower
expense, which ATA believed was possi bl e.

Co-Chair Seaton asked M. Crum to send in specifics on how
the economcs would work. He did not believe taking $185
mllion out of the econony would not result in new projects
going forward. He opined that it would result in a |onger
recession. He was happy to look at a proposal for how to
expand the econony instead of doing a |arger capital budget
as proposed by the House.

2: 09: 00 PM
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M. Crum replied in the affirmative. The organization
believed quality services could be provided through the
private sector.

Representative GQuttenberg recognized the problem with never
endi ng maj or mai ntenance on the Dalton H ghway. He wondered
if the organization had discussed the nmjor naintenance
probl ems on Al aska's roads.

M. Crum answered that the organization had discussed the
issue related to the Dalton Hi ghway at |ength. He noted
that an executive director referred to the highway as "the
road to the bank." Maintenance al ong the highway was one of
the organization's |legislative priorities.

Vice-Chair Gara referred to M. Crunms testinony that the
organi zation wanted to see nore cuts before there was a
fiscal plan. He asked for detail. He relayed that the
| egi slature had been trying to find cuts and had cut $3.4
billion from the budget since 2013. He continued that the

House and the governor had found roughly $80 mllion in
cuts. The Senate was proposing an additional $70 million
cut to education and $21 mllion to the University. He

asked if those were the kind of cuts the organization was
| ooking for. He asked if the organization had a preference
on cuts.

M. Crum responded that cuts the ATA was asking for were
areas where cheaper and potentially private sector
solutions were available to provide the services. The
fiscal cuts were part of the overall fiscal plan.

Representative WIson highlighted that there had been other
cuts proposed by the House Mnority that had not related to
the University or education.

2:12: 01 PM

JOE SCH ERHORN, PRESIDENT AND CH EF OPERATING OFFI CER
NORTHRI M BANK, t hanked conmittee menbers for t he
opportunity to speak wth them about the econony and
inportant issues facing the state. He shared that the past
and present bank chairman had testified to various
| egislative commttees in recent years about a long-term
fiscal plan for the state. The former chairman, Marc
Langl and, had devoted the better part of his 50 years in
banking in Alaska to the subject at hand. The current
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chai rman Joe Beedle had al so devoted a significant anount
of time to the topic. He personally had spoken to nunerous
forums - the bank had nost recently provided economc
summit  neetings in Fairbanks, Anchorage, and Juneau; the
summit included discussion on the econony and the need for
a long-termfiscal plan.

M. Schierhorn explained that the topic was inportant to
the bank given it was proud to be 100 percent Al askan. He
shared that he had grown up in Alaska and had worked for
the bank for the past 26 years. He relayed that the bank's
success was linked to the health of the state's econony.
The bank was a publicly traded institution, SEC registered
on the Nasdaq. The bank spent a significant anount of tine
speaking to its investors - approxinately 65 percent of the
bank was owned by institutional investors (i.e. nutual and
other investnment funds) - and discussed the econony at
| ength. The investors had expressed concern about the |ong-
term viability of the Al aska econony. The issue inpacted
custoners in a significant way - it was a topic of
di scussion alnost daily with everyone he net with. He noted
t hat various customers were inpacted in various ways.

M. Schierhorn conmunicated that the bank had consistently
advocated for a balanced approach to the issue. The bank
supported a fiscal plan reliant on continued efforts by the
| egislature to reduce the cost of governnent, use of a
portion of the Permanent Fund earnings, and broad-based
taxes. The bank believed all three areas needed to be
addressed in the long-term plan for the state to have a
secure future for its custonmers. He continued that recently
econonm c activity was down. The primary indicator of the
bank's volume was I|oans. He detailed that [|oans were
currently down for the first time in recent nenory; |oans
had been down slightly the previous year and were down
again in the first quarter. The bank nunbers were public
and were published quarterly. Loans were one indicator of
the status of economic activity in Alaska. He detailed
there was less building taking place on a commercial basis
- nore projects had been conpleted and not near as nany had
been started. The bank's structure included 14 branches
across the state including Fairbanks, Anchorage, WMat- Su,
Juneau, Ketchikan, and Sitka. Through its wholly owned
subsidiary, Residential Mrtgage, it had another 14 offices
t hroughout the state. He relayed that loan volune at its
nortgage subsidiary was down substantially over the
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previ ous year. The bank covered a broad spectrum of the
econony.

2:17:42 PM

M. Schierhorn continued to address the commttee. He
specified that custoners were inpacted in different ways
due to the overall decrease in the econony. Custonmers who
were nore dependent on the North Slope oil industry, had
seen revenue decreases of 30-plus percent over the | ast
year. Customers in the nedical profession and tourism
i ndustry had not seen conparabl e decreases - in sone cases
their revenues were up slightly over the previous year. The
enpl oynment nunbers were up for the healthcare industry, and
the tourism industry remained strong. The construction
i ndustry was down significantly. He shared that residentia

activity varied from nmarket to market, but year over year
prices were fairly consistent. Residential construction
activity had decreased over the |ast several years. The
bank remained cautiously optimstic about the state's | ong-
term prospects given recent discoveries on the North Sl ope
and the prospect of future developnent. However, the
overarching concern from the business comunity was the
viability of its econony, the possibility of having to
continually deal wth deficits at a state level, and
failing to address the long-term needs of the state in the
process.

M. Schierhorn enphasized the inportance of a long-term
fiscal plan that addressed the state's issues, paid for its

current obligations, and kept its natural resour ces
industry (oil in particular) viable and conpetitive on an
international basis. He continued that if it was not done
the oil i ndustry would not have incentive to nake

investnments that were critical to nove the econony forward.

2:20:41 PM

Representative WIlson referred to M. Schierhorn's comments
about the positive nature of discoveries on the North
Sl ope. She asked how the House's version of HB 111 could
inpact the discoveries and projects going forward into
producti on.

M. Schierhorn answered that he was not well versed in the

specifics of the bill. He believed it was critical to have
policies in place to encourage future developnent. He
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opined that wi thout the policies, the econony's critical
driver would go away. There was a prospect of very large
di scoveries that could produce additional enploynent and
revenues to the state in the formof royalty and production
taxes. He supported consistency in the approach to the
i ndustry. He wondered how the oil industry could nake | ong-
term investnent decisions if the state continued to change
its tax policies.

Co-Chair Seaton discussed that there were a couple of
different nodels, one nodel was to nmmintain structural
deficits going forward (about $500 million per year would
be renmoved from savings and capital budgets would be smal

- enough to maintain federal matching funds) or instituting
a broad-based tax that would allow for |larger capital
budgets and not pulling noney out of the econony. He asked
whet her one of the nodels fit under the banking industry's
i deol ogy.

M . Schierhorn returned to his statenent about the
necessity for a long-term fiscal plan that addressed the
issue facing the state. The bank felt that the plan needed
to contain three conponents: continual efforts to reduce
the cost of governnent, the wuse of a portion of the
Per manent Fund earni ngs, and broad-based taxes. He believed
a solution was needed to have cash flow to pay for
obligations and to prevent a deficit going forward. He
continued it was incunbent on "us" to continue to find
efficiencies in government and to decrease the overal
cost. He referred to the previous testinony fromthe Al aska
Trucki ng Association. He continued that "you're talking
about" taking noney out of the econony. He suggested there
may be ways to provide services to governnent that saved
government noney and transferred noney from a governnent
worker to a non-governnment worker instead of taking noney
out of the -econony. He wunderscored the necessity of
developing a plan to ensure obligations were fully paid
going forward. He noted that the state did not have
substantial savings any longer. He remarked that the state
was getting dangerously close to the point where it would
not have much maneuverabl e room because it was about out of
savings. He reiterated the support of the use of a portion
of the Permanent Fund earni ngs.

2:25: 53 PM

House Fi nance Conmmittee 14 05/03/17 1:36 P. M



Co- Chair Seaton discussed that a cut of $185 mllion would
mean renoving noney from the econony and not investing it.
He continued that if the noney was spent on supplying the
services the government spend would not be reduced. He
stated that if the noney was cut but noney was used from a
different source, it would not be a cut. He asked for
clarification.

M. Schierhorn replied that they were arguing at the margin
in terms of cost savings. He continued that the state was
trying to arrive at a sustainable |evel of spending given
its resources. He commended the legislature for trying to
do that. The bank believed the efforts to increase
governnent efficiency continued to need attention. The bank
al so believed additional sources of revenue were necessary
to cover government expenses, primarily through Permanent
Fund earnings, a broad-based tax, and continued efforts to
cut the cost of governnment where possible. He did not
recomrend a specific figure in ternms of the amount to cut.

Co- Chair Foster recognized Representative Adam Wol in the
audi ence.

2:28:23 PM

Representative Genn referred to residential |oans and
construction that M. Schierhorn had testified had renai ned
stabl e conpared to other construction | oans. He asked about
t he takeaway.

M. Schierhorn answered that the housing prices were
relatively stable across the various markets. The vol unme of
nortgage originations was down substantially in its
subsidiary Residential Mortgage and through overal

nortgage originations in the state. The third conponent was
the financing for residential construction itself. He
relayed that the bank's builders were down a bit in their
residential construction building activity year-over-year.

2:30:26 PM

Representative Quttenberg addressed new hone construction
and originations and the state running at a deficit and
running with a stable econony. He stated that an entity
providing loans for heavy equipnent or construction
operations gave a |onger perspective on where the industry
t hought it was going. He asked how a continued structura
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state deficit would inpact a stable econony at present and
into the future.

M. Schi erhorn answered that the bank was seeing
significantly f ewer | ong-term projects. As | ar ger
commercial real estate construction projects had been
conpl eted, there had been nmuch |ess replacenent activity.
CGeneral building activity it was down substantially in
maj or markets. Projects, by industries requiring |long-term
i nvestnment for equipnment (e.g. road construction businesses
and others) reliant on state and federal funds, were down
in general. There would be an increase in activity related
to mlitary construction of F35s in the Fairbanks area. He
continued that projects in the greater Anchorage area had
been affected. He addressed a scenario where state funding
financed obligations conpletely and savings were not used.
He spoke to the need for sufficient funds for governnent
operating costs and an adequate capital budget. Industries
relying on capital funding from state governnment were down
significantly and had been i npacted.

2:34: 08 PM

Representative GQuttenberg had nmet wth CEGCs who were
concerned about the state's econony. He shared that the
individuals had expressed that there was currently
hesitancy towards investing in the state's econony. He
wondered i f the banking and business conmmunities that there
was a sense waiting for the state to "get its act
t oget her."

M. Schierhorn believed it was a constant topic of
conversation and it was wtnessed in the actions of the
busi ness community. Businesses were hesitant to nake | ong-
term commtnents when the frontline news comng out of
Juneau was consistently negative. It was inpinging the
devel opnment plans of numerous businesses going forward; it
was a source of great concern.

2:35:51 PM

Vice-Chair Gara relayed that the state's average capital
construction budget over the past ten years had been about
$600 mllion. The past few years had been a "bare bones"
capital budget, which only included nmatching funds for
federal noney. He wondered if a full revenue plan that
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would allow for Jlarger capital budgets would have a
positive inpact on an econony fighting recession.

M. Schierhorn answered that the bank had witten on the
subject nost recently in an Alaska Business Mnthly
article. The bank believed that enacting a long-term fiscal
plan with all three conponents (he had previously |isted)
could have sonme negative short-term effects, but positive
| ong-term effects. He elaborated that negative short-term
effects would include people adjusting to less noney in
some form (e.g. from a decreased dividend or a tax
increase). However, in the long-term providing a sense
that the state was addressing its needs and balancing its
own budget, would give confidence to the business conmunity
and foster nore investnent.

Vice-Chair Gara stated that the dividend had been about
$1,000 the previous fall and the Senate's plan was for a
$1,000 dividend in the coming fall. A plan by the House
could bring the dividend up to $1,250, which would add
about $170 mllion into the econony. He asked if raising
the dividend to $1,250 would have a positive inmpact on the
econony.

M. Schierhorn answered that if the issue was considered in
isolation it would have a positive inpact on the econony;
however, he believed it was necessary to | ook at everything
together. He questioned whether increasing the dividend
neant taking away from sonmeone el se or another industry to
bal ance the budget. Utinmately the issue rested upon the
ability to have a long-term sustainable, and bal anced
[fiscal] plan. He reiterated that an increased dividend
woul d be positive if it did not renove noney from another
sector. He concluded that a bal anced approach was needed.

2:39: 25 PM

Vice-Chair Gara stated that some of the individuals opposed
to the fiscal plan counted Permanent Fund earnings as
savings and viewed using the reserve as a viable option to
solve the state's fiscal problens. He was concerned that
spending down the earnings reserve would jeopardize the
di vidend and the noney that could be spun off for a payout.
He asked if the bank had concern about nerely spending the
reserve versus comng up with a payout fornula.
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M. Schierhorn responded that the bank had been consi stent
with its nessage about the inportance of addressing the
issue at present. He shared that a delay put the state in
further danger by decreasing the cushion. He addressed the
| egi sl ature's discussion about wusing a portion of the
Permanent Fund earnings as a percent of market value
(POW). He stated the markets would go up and down going
forward. He stated that it was dangerous for Alaska if
savings were used and the state's ability to cushion the
effects of down markets was elim nated.

Vice-Chair Gara discussed that sone individuals proposed
significant cuts to education and continued cuts into the
future. He had heard from friends, nei ghbors, and
constituents that they would close their businesses and
| eave the state if there was no long-term commtnent to
public schools. He wondered if the bank believed continued
cuts to school funding may have a negative inpact on
busi nesses.

2:41: 44 PM

M . Schierhorn replied that fundanentally a viable,
vi brant, and responsive education system was critical to
the state's long-term future. He shared that he had three
sons in the school system and he had personally benefitted
from a good education in the Fairbanks School District. He
had not had any conversations wth businesses that were
considering |leaving because of cuts to education. He
believed in the inportance of education. The bank had
strong partnerships wth K-12 schools and the University
system the bank had benefitted as an institution from
Uni versity system graduates. He furthered that the bank
intended to maintain and support its long-termrelationship
with the University.

Representative Pruitt asked how many nenbers were on the
bank's board of directors. M. Schierhorn answered that
there were twel ve.

Representative Pruitt asked if the nenbers always agreed.
M. Schierhorn responded that the bank prided itself on
having a diverse board with varying backgrounds, skills,
and opinions. The bank encouraged board nenbers and
enpl oyees to bring in their own viewpoints. The bank felt
that through a <concerted effort and open and honest
di scourse the best solution was achieved on a long-term
basis. Once a decision was nmade, the bank noved forward as
a unified organization.
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2:44: 57 PM

Representative Pruitt surmsed it was appropriate to say
that all twelve nenbers did not get 100 percent of what
t hey wanted on every issue.

M. Schierhorn answered that |ike any organization there
was conprom se invol ved.

Representative Pruitt remarked on the diverse group of
| egi sl ators. He believed that sonme legislators were
confident that one direction going forward was the only
viable option. He asked if M. Schierhorn believed
| egi slators should come to a conprom se where nenbers got
80 percent of what they wanted versus waiting until next
year with a hope of getting 100 percent.

M. Schierhorn replied that taking action at present was
critical to address the long-term fiscal plan for the
state; it involved all three conmponents he had spoken to

The bank was encouraged that the |egislature had nade
significant progress on all three fronts. The bank wanted
the legislature to get 100 percent of the way there in the
current year. He furthered that if 100 percent was not
acconpl i shed, the bank would be supportive if the majority
of a balanced fiscal plan was achieved. The bank wanted a
full fiscal plan and it believed the |egislature had the
ability to acconplish the goal; it believed the state and
busi ness conmmunity woul d be best served by a conprehensive,
conpl ete, bal anced sol uti on goi ng forward.

Representative Pruitt asked if M. Schierhorn feared 70 to
80 percent of a solution versus zero.

M. Schierhorn answered it was critical to avoid using nore
of the state's savings. The legislature's ability as a body
to enact a solution that achieved 75 to 80 percent of the
goal would help avoid using the state's renmi ning savings.
He believed it would be positive. However, the bank
supported a conprehensive, all inclusive plan. He conti nued
that 75 or 80 percent would be significant progress, but
ultimately the industry wanted 100 percent.

2:48: 36 PM
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Representative Pruitt thought there was a significant
anount of agreement with both sides [in the |egislature].
H s biggest concern was that no fiscal plan would be
achi eved because of the "add-ons" that sone |egislators
wer e concerned about.

2:49: 26 PM

ANG E NEVBY, HOMER REALTY, shared her intent to provide
detail about the current real estate market. She was happy
to follow M. Shierhorn's testinony because she coul d speak
to some of the cautious optimsm he had expressed for the
long-term She reported that the Kenai Peninsula was
experiencing a vibrant and robust real estate narket, which
was surprising in sone ways given the overall state
econony. The region was benefitting fromlow interest rates
(and the concern of buyers that the low rates may go away)
and the return of the Lower 48 investor due to financial
and economc recovery in the Lower 48. an optimstic
outlook in the real estate nmarket presently. She relayed
that the Kenai Peninsula was a bit of an anomaly and had
al ways been independent of the Fairbanks and Anchorage
markets. She reported very Ilimted low inventory. She
thought a portion of the trend could be attributed to
peopl e purchasing second hones in the region. Additionally,
there had been an increase in residential construction
after a hiatus of about seven or eight years; the increase
was a direct result of declining inventory. She continued
that there had been sellers who had lost their job on the
North Slope or in other oil related industries, but instead
of facing foreclosure, the hones had sold by buyers ready
to absorb the inventory. She relayed that foreclosures were
m ni mal .

Ms. Newby continued that at the upper end of the market
there were nore sophisticated buyers, particularly Al askan
buyers, who were concerned about the overall state economny.
The peninsula had seen nunerous professional relocations
due to the South Peninsula and Central Peninsula Hospitals
aggressively expanding and recruiting new positions in
health-related industries. A strong real estate market
provides for a strong property tax base, which acted as the
base for local governnent spending. The real estate
industry was only as strong as the overall vibrancy of the
state. She encouraged the devel opnent of a long-term fiscal
plan to maintain the vitality. Her |ocal and broader-based
clients saw that buyers and sellers understood sonething
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needed to happen on the revenue side of the state budget.
Nunerous people had expressed to her that they were
prepared to take a larger role in supporting governnent
such as via an incone tax. Individuals she had spoken wth
were open to an incone tax because it was one way to
capture the out-of-state residents who work in all segnents
of Al aska's econony. She cited fishernen conmng in fromthe
Lower 48 to work as an exanple. Qut-of-state workers took
all their noney hone; Al aska was one of the few states
wi t hout an incone tax.

Ms. Newby relayed that the peninsula had good success with
| ocal sales tax. She suggested reconsidering a statew de
sales tax that could be tailored to individual purchasers
of larger goods (e.g. items exceeding $1,000 or $2,500).
She explained that it would tap into the large trading
center in Anchorage where nmany people went for |arger
purchases. That particular sales tax revenue had left the
peninsula and was not inpacting the state either. She
t hanked the commttee for its time and hoped her report had
been good news.

2:55:32 PM

Representative WIson nentioned hearing about layoffs in
the private sector prior to layoffs taking place in the
government sector. She wondered if sonme of the real estate
activity taking place in the peninsula was due to a private
sector rebound that could be taking place earlier because
t hey had seen the downturn sooner.

Ms. Newby answered that she had been in the private sector
business in Al aska since 1983. She recalled the state
budget being cut down to nothing in the late 1980s. She
believed there had been an opportunity for businesses in
the private sector to retool thenselves and to think nore
conservatively. She stated that the region was fortunate

because it benefitted from fisheries, tourism and
government [jobs]. There was concern in the community about
drastic state cutbacks especially in education. She

el aborated that the University's Kachemak Bay canpus was
inportant to the community. The comunity was also
concerned about a lack of funding for state parks that
could result in a |loss of ecotourism

2:57: 03 PM
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Representative CQuttenberg appreciated the wunique set of
factors Ms. Newby brought forward. He |isted second hones,
outside recovery noney, the healthcare industry, and other
itens nmentioned by Ms. Newby as contributing to the real
estate market.

Ms. Newby appreciated the hard work of the |egislature.

2:58: 07 PM

VINCE BELTRAM, PRESIDENT, ALASKA AMERI CAN FEDERATI ON OF
LABOR/ CONGRESS OF | NDUSTRI AL ORGANI ZATI ONS (AFL-CI O, read
from prepared remarks:

The AFL-CIO is the state's |argest |abor organization,
representing sonmewhere in the neighborhood of 52,000
menbers currently. Just a year and a half ago that
nunber was a little north of 55,000. So, in that sane
tinmeframe the state has |ost about 9,000 jobs - about
one-third of those cane out of our ranks - fairly
evenly split between public sector and private sector
workers in nearly every field imaginable around the
state. We're currently suffering through the highest
unenpl oynent rate in the country and the highest that
we've had in at least two full decades in the state
As you know all too well, we have an approximately $3
billion budget deficit. The AFL-CI O has been invol ved
in an effort over the past year and a half called the
Al aska's Future Coalition. I'm not here representing
the coalition; however, I'd like to read the mssion
statenent of that group which includes Alaska's
| ar gest businesses, Native corporations, unions, and
former elected officials fromboth parties:

The mssion of Alaska's future is to support the
devel opnent of a stable and sustainable fiscal
plan that will allow the Al aska econony to grow
and thrive. Use of Permanent Fund earnings
starting this year is the cornerstone of a fisca
plan that will significantly reduce the deficit,
support essential public services, and naintain a
sustainable dividend and a healthy Permanent
Fund. This plan nust also include specific
policies allowng for responsible budget cuts and
new revenue generation, and lead to a fully
bal anced budget. A resolution of Alaska' s fisca
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uncertainty wll Jlead to new jobs, increased
i nvestnment, and a grow ng econony.

While |I'm not speaking on behalf of that group, this
m ssion statenent enbodies what the AFL-Cl O supports.
| commend the House of Representatives in debating and
passing bills this session that neet all of those
criteria. OF course, one inportant point of contention
is if enough has been cut, and where anywhere in the
nei ghbor hood of having a right-sized budget. Several
| egi sl ators have said they have trouble rationalizing
new revenues when they don't think enough has been
cut. | read in Bradner's Legislative D gest a couple
of days ago, where Brian Fetcher, OVB policy analyst
attenpted to grapple wth the size of Alaska's
government. He canme up wth figures that considered
state-only spending and | anded on a nunber that stated
we're approximately 7 percent higher than the U S.
average. H's conclusion after considering inflation,
popul ation growth, and the special circunstances, the
size and cost of Alaska's state government is not
di sproportionate to other states, nor has it changed
significantly since before oil began to flow

Some of you may recall that | ran for state Senate in
this nost recent election. My opponent stated over and
over on the canpaign trail that the |egislature had
cut 40 percent of the state budget over the past
couple of years back to 2006 levels. Continual cuts
won't cause prosperity, but instead, puts us on a path
of anemc growh and unnecessary uncertainty. | would
offer that we're in the neighborhood of a right-sized
governnment budget at this point. O course, this is
w thout a decent capital budget to speak of. On that
note, we have lots of nenbers in the building trades
who have left their famlies behind to work outside
until work picks up in Al aska.

3:02: 21 PM

M. Beltram continued with prepared remarks:

I'd like to nove on to addressing conponents of a
conprehensive fiscal plan and just how to neet the
needs of an approximate $5  billion budget. W
absolutely need, in our opinion, to diversify our
revenue stream G| has been great for Alaska's
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econony and |I'm hopeful it wll <continue to be.
However, to be reliant on just one volatile revenue
stream is no way to pursue a sustainable plan and it
has created an environnent where many of our citizens
don't believe they have any obligation to personally
contribute to support the governnent services they
receive. |'ve actually never seen anything quite I|ike
it. I noved to Alaska 29 years ago from a state just
i ke nost others that has both a state incone tax and
a state sales tax. Wen it comes to taxation Al askans
enjoy the |owest individual tax burden of any citizens
in any state. Only six other states have no incone
tax. Only four other states have no state sales tax.
Only one state in the entire United States has
neither, and that's us of course. W also happen to
have the Ilowest gasoline tax of any state in the
country.

O course, sone chinme in that we have extraordinarily
hi gh property taxes and | don't think that's exactly
the case. According to the Tax Foundation, Alaska's
property taxes on average as a percent of home val ues
ranks as 23rd highest - right about in the mddle of
the pack. For over 30 years Al askans haven't been
asked to chip in to support their state governnent.
The only state citizens in the entire US. who
haven't. On top of that, for the sanme period of tine,
the state has cut every man, woman, and child a check
in the neighborhood of $1,000 a year. Not only have we
paid zero state taxes we've essentially had a net
negative contribution to state finances. W've been
extrenely | ucky.

Thanks to the oil that has been punped out of our oi

fields, we haven't had to pay one thin dine to the
state treasury except for the |owest gasoline tax in
the entire country. Every other time in our short

state history when we've had fiscal challenges Iike
this we've been saved by rebounding oil prices. But
nearly every econonmc analyst out there that |1've

heard from is saying that's not going to happen this
time. But even if oil were to rebound significantly,
it shouldn't be sonething that 1is the prinmary
conponent of fiscal planning because basing an econony
primarily on one volatile comobdity is not sound
fiscal planning. That's not to say that the oi

i ndustry should be let off the hook. There are sone
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serious unsustainable provisions in our current oil
tax policy, but I'm confident that the House and the
Senate can find sone sensible conprom se.

I'"'m not going to take a position on that because
anongst our nenbership we are split - we have fol ks on
both sides of the debate and | need to respect those
boundaries. But, | do applaud the House's effort to
offer up a conplete plan. A plan that is forward
| ooking that will take Alaska away from this volatile,
unpredictable roller coaster that has worked only due
to luck. A balanced, diverse plan is predictable and
responsible, it will allow the credit rating agencies
to restore our previously gold standard credit rating,
and it won' t be dependent on a fluctuating,
unpredi ctable comodity. Inplenenting a broad-based
revenue such as a progressive incone tax, doesn't mnake
us socialist. People who argue that we are slipping
into a socialist state while they happily cash their
annual governnment distribution of wealth don't seemto
grasp the irony. In fact, the reddest of the red
states besides Texas and Wonng have both state
incone taxes and state sales taxes. O course, no one
wants to or should pay nore taxes than is reasonable.
To those who argue that it's ridiculous to continue to
give us a governnment check while looking to taxes are
not acknow edging the $2.7 billion in incone earned by
nonresi dents |ast year who get no PFD. So instituting
an income tax while distributing a $1,250 or higher
dividend is a way to reinburse Al askans for the taxes
paid. To ne it makes conpl ete sense.

To those who fear Alaskans wll leave if a broad-based
tax such as an incone tax is passed, which |I've heard,
| have one sinple question: where are you going to go?
Very few wealthy folks may |eave, but where exactly
will the average citizen go to be |ess burdened by
taxes. If SB 26 passes, if HB 115 passes, if HB 60
(the motor fuel tax) passes, we wll still be the
| onest taxed citizens in the entire country. Now you
may say that's not true - nmaybe Womng will be a
little lower or naybe New Hanpshire, or naybe the
Dakot as somewhere. However, the average famly of four

in Alaska wll receive $5,000 in Permanent Fund
Di vi dends.
3:07:10 PM
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M.

Beltram continued to read prepared remarks:

However, the average famly of four in Alaska wll
receive $5,000 in Permanent Fund D vidends. Those
other states won't. So if you factor that into the

equation, average Al askans wll still be taking |ess
out of their pockets than any other citizens in any
other state and yet we still have the nost expensive
state in which to deliver services. But all in all, it
will still be a better deal to live in Al aska than
anywhere else in the U S Renenber those building
trades workers | nentioned who are traveling to other
states to ook for work. You know where they're going?
To states like California, Oegon, Mntana, sone in

the Mdwest, npbst are headed to places that have
hi gher personal taxes. Wy are they going there?
Because that's where the work is. They'll cone back to
Alaska if the work is here. W need a sustainable
econony to do it.

Continuing to push towards a budget with a structura

deficit foretells nore Al askans losing their jobs.

We've already lost over 9,000 jobs in the past year
and a half. How many nore jobs do we have to |ose? A
budget plan that calls for another $750 mllion in
cuts and leaves us with an ongoing structural deficit
is sinply a recipe for nore job loss in all sectors
and its conpletely antithetical to an econonic
recovery. So what kind of Alaska do you want to |eave
for your children and your grandchildren? | know what
| want or what we want. W want a plan that takes into
consideration the needs of our senior citizens, not
one that |eaves them on the margins. W want a plan
t hat considers the needs of our children and
adequately prepares them for careers here in Al aska. A
plan that doesn't force our kids to go to college or
trade schools outside because we've gutted our
University and vocational schools. W want a plan that
has enough resources to keep our citizens safe and our
roads plowed. W want a plan that helps to grow our
econony, not one that causes a mass exodus. W want
good jobs with decent benefits that support famlies.

Personally, what | want, | want to go fly fishing, al
of the tine. In a few years, with nmy w fe, daughters,
grandkids, and friends, wthout wondering if | could
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have done nore or nore inportantly, if you could have

done nore. | hear from opponents of a conprehensive
fiscal plan that it's too nmuch to try and tackle al
at once. No, it isn't. It's certainly not a hard math

problem The solutions are right in front of you. I
do, however, know the politics of it are hard. But
that's exactly why you were elected. | always renenber
a somewhat crotchety old electrical contractor that |
had to deal with when | was a brand-new busi ness agent
for the IBEWnearly 20 years ago. He has since passed,
but his sons continue to run one of the |argest, nost
successful electrical contractors in the state. W
used to fight and argue, usually respectfully, nostly.
W were always on the opposite side of the negotiating
tabl e, but both of us cared deeply about the success
of the electrical industry. He used to always tell ne
this one phrase: "Just do the right thing kid and
things will work out fine." Now, | appreciate the
sonet i nes-t hankl ess job you've all signed up to do and
| know you have the best interest of the state in mnd
and | know it's not easy. So, just do the right thing,
and do it now. W can't afford to wait. And in the

end, you'll be able to say that you were the ones that
finally fixed the state and put us on a sustainable
path to economc prosperity and Al askans wll thank

you. Thank you for |istening.

3:10: 37 PM

Co-Chair Foster recognized Representatives Chris Tuck,
Geran Tarr, and Zach Fansler in the audi ence.

Representative GQuttenberg referred to comments that a whole
solution could not be inplenented in the current year. He
opined that if a solution was broken up into taking action
in a few years, the practicality of it becomng a reality
was slim He stated that nostly everything on the table at
present would have been a special session several years
earlier. The legislature had been dealing with the topic
for a long time. He asked for M. Beltram's perspective
about whet her anything would be acconplished if action was
put off until the follow ng year.

M. Beltrami answered it was déja vu all over again. He
di scussed the situation had occurred in the previous year
as well. He stated that the previous year the solution had
been to take $3.5 billion out of savings. He feared doing

House Fi nance Conmmittee 27 05/03/17 1:36 P. M



the same thing again in the current year and explained that
it would inpact the ability to inplenment a responsible,
bal anced fiscal plan. He did not believe they should kick
the can down the road. He continued that the excuse the
preceding year had been that it was an election year. He
surmsed it would be the sanme excuse in the com ng year. He
underscored that the tools were available, and the timng
was right. He stressed it was not a math problem it was a
political problem He supported tackling the situation at
present, which would restore the state's credit rating and
put noney back and jobs back into the econony.

3:13: 06 PM

Representative Genn spoke to M. Beltram's testinony
about the loss of 3,000 jobs in the past year, probably
split between private and public sectors. He asked if it
had also been split between different industries and
menber shi p groups.

M. Beltram replied the organization had nunerous nenbers
in the oil industry, individuals working in the building
trades construction outside of the oil field, and other
individuals in retail and private sector businesses, and
the lion's share of public enployees. He relayed that the
organi zati on had | ost menbership across the board.

Vice-Chair Gara shared a story about fishing and M.
Beltram . He stated that people canme before the |egislature
and discussed things that were nobst inportant to their
given industry. He referred to M. Beltram's conmments
about wanting a state where children and seniors are
protected. He asked why, as a union representative, M.
Beltram was testifying to that desire.

M. Beltram answered that many of the union's nenbers were
retired and had worked hard for the state or the private
sector. He continued that the individuals were on a fixed
income once they retired. He specified that the individuals
were put into the nmargins if there were prograns that
inmpacted seniors. He relayed that education was the
future's wor kf or ce; i f t he educati on system (for
traditional careers or building trades) was underfunded it
harmed the future of the state.

3:16: 00 PM
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Vice-Chair Gara noted there had only been a bare bones
construction budget. He detailed that the state was about
$1 billion behind on mintenance at the University and
another $1 billion behind on nmaintenance of state
buildings. He asked what a nore reasonable, vibrant
construction budget would nmean for union nenbers and the
econony.

M. Beltram answered it was the crux of the matter for
nost building trades individuals. He stated that capital
budgets had been $2 billion or nore a few years earlier and
they were around $100 million to $200 nmillion at present.
He stated that if it was not for sone of the federal
construction dollars on bases and other |ocations, it would
be a "death nail" to many buil ding trades nenbers.

Vice-Chair Gara noted that he would never be in favor of
the Knik Arm Bridge or Susitna Dam projects or other, but
he asked what kind of projects a better construction budget
would lead to for union nenbers. He added that the state
could not afford a $2 billion capital budget.

M. Beltram replied that when it <cane to deferred
mai nt enance the state was $1.6 billion behind as of January
[2017]. Infrastructure in the state was potentially falling

apart and there were insufficient funds to get to it. He
noted that the capital budget under discussion was $50
mllion or so for deferred maintenance. He believed that a
budget of that anmount would never address the backl og,
infrastructure would continue to fall apart, and union
menbers would not have opportunities to work. The union
i ked building projects. He shared that from the beginning
of his career wuntil present there had hardly ever been
menbers out of work. There were currently nenbers | eaving
the state to find jobs. He concluded that a reasonably
sized capital budget was essential for the Ilivelihoods of
menbers.

3:18: 39 PM

Vice-Chair Gara referred to various proposed fiscal plans.
He spoke to a plan that included a small incone tax, oil
tax and credit reform and a $1,250 dividend. He stated
that the plan did not cut schools, the University, or
senior and children services. There was one option that was
a partial plan, left a remaining deficit, and cut those
items. He stated that M. Beltram had testified in support
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of the first option. He wondered why and noted it may cost
sonme nmoney for the union's nenbers - |arger dividend, but
an i nconme tax.

M. Beltram answered that there had been a free ride for a
long time. He stated that no one wanted to take nore noney
out of their pocket, but he would prefer to have a job and
pay sone taxes, than have no job at all. Currently, the
austerity-type approach did not do anything to encourage a
thriving econony.

Representative WIlson referred to a statenment by M.
Beltram about the PFD. She asked if union nenbers really
believed that the dividend was a governnent check. Her
constituents believed it was a resources devel opnent check
for their share of the state's oil.

M. Beltram replied that when he received the PFD it was
fromthe State of Al aska.

Representative WIson countered there had to be a way to
pay the PFD. She believed "we trade that for our subsurface
rights to our properties,” so everyone received a share -
the governnent took its share first. She believed it was
different than a governnment share - an agreement had been
made for it. She spoke to her concern related to education
and University cuts. She stated that Al aska spent nore on
education than nost other states and had sone of the worst
results. She asked what the issue would be with revanping
the education system versus only putting nore noney into
the system

M. Beltram answered that he was not an expert in the
educati on budget, although he could speculate. The state
had greater challenges to delivering education in Al aska
than anywhere in the country. The state had 585,000 square
mles to cover, rural Al askan vil | ages, and a
constitutional requirenent for the state to provide
education. He believed it was difficult to be conpetitive
on a per capita basis with states that were smaller and
easier to get around. Everyone wanted better outcones. He
shared that as the fornmer director of the Al aska Joint
El ectrical Apprenticeship (IBEWs apprenticeship progran),
the program had al ways had qualified applicants who had all
been Alaska high school graduates. He had put three
daughters through the Anchorage School District who were
smart and had received a good education. He enphasized that
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the state could never stop working towards inproving the
education system

Representative WIson thought the state's responsibility
was nore than financial. She believed it was also the
education level for all the state's students. She noted
t hat soneone had brought up the University and decreases.
She asked if in times of decreased funding whether
busi nesses ever becane nore innovative and able to change
the way they operate, resulting in a positive outcone.

M. Beltram answered he was sure it was possible. However
he shared that his wife was a CPA working as an adjunct
professor at the University because the wuniversity could
not afford to keep nore professors around. He continued
that it was increasingly common for professors to be laid
off and adjuncts were hired. The quality of education at
the University would not result in nore innovative
approaches if funds continued to be cut.

3:23:40 PM

Representative WIlson did not know why the University was
cutting professor positions when it had a bl oated statew de
system with high-costs. She stressed the need to be
conpetitive. She referenced M. Beltram's testinony about
individuals noving to other states because of jobs. She
commented on taxes being related to the issue. She asked
for verification that the overall incone and the cost of
food, gas, and other things were also factored into a
person's decision to nove to another state. She surm sed
that the tax level in a state was not the only thing a
person considered when contenplating a nove to that
| ocati on.

M. Beltram agreed that it came into play. However, when
the state had a $3 billion deficit and the ability to solve
the problem easily except for politics and jobs were drying
up, it was not that individuals were going to places wth
better tax treatnents, it was that people were going to
pl aces with higher taxes.

Representative Wl son remarked that the state paid the nost
in gasoline, heal t hcar e, educati on, and financially
overall. She believed that politically the state needed to
talk about revanping its systenms and not nerely adding
noney because it did not solve the problem
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Representative GQuttenberg stated that the union had nenbers
on the University canpus including United Academ cs,
support staff, and other groups. He asked what M. Beltram
was hearing from the groups regarding the state of the
Uni versity.

M. Beltram answered there was significant disappointnent
or fear of wuncertainty regarding the future. He believed
there was significant anxiety anmong nmenbers that were still
enpl oyed. He specified that prograns were being cut |left
and right. He stated that the nbod on canmpus was not good
and it did not lend itself to higher norale.

Vice-Chair Gara stated that he would love to be able to
magi cal |y achieve better education with fewer professors.
He noted that it was no longer possible to obtain a
chemi stry degree in Anchorage. He remarked that nunerous
progranms had been elimnated in the University and he did
not consider them efficiencies. He remarked that the
University was the biggest job training institute in the
state. He asked in recent years with funding cuts if any
uni on nmenbers had reported that the University was becom ng
a nore attractive place to go.

M. Beltram replied in the negative.

3:27:35 PM

M KE NAVARRE, MAYOR, KENAI PEN NSULA BOROUGH, spoke about
the Al aska Municipal League (AM.) and what it would like to
see as a plan. He was currently on the executive conmttee
of the Conference of Myors and had served as president
twce in the past. He was also a current nenber of AM.. He
shared that the |eague had passed priorities for a fisca
pl an including a conprehensive approach that should include
responsi bl e budget cuts, oil tax reform broad-based taxes,
and use of Permanent Fund earnings. He stated there was no
consensus within AML about the appropriate broad-based tax,
but he believed the majority realized a progressive incone
tax worked better for nmunicipalities, sinply because nany
muni ci palities already used sales taxes as a way of funding
| ocal budgets. Wiile a broad-based sales tax at the state
| evel may work, AML wanted to know what it |ooked |ike and
the inmpact it would have. He noted there were 100 or so
different sales tax jurisdictions in the state. The |eague
wanted a conprehensive plan because experiencing budget
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cuts annually w thout knowi ng what the cuts would be, nade
it very difficult for nmunicipalities to plan.

M. Navarre relayed that the previous evening his
adm nistration had introduced the budget to the Kenai
Peni nsul a Borough. The borough was |ooking at increasing
sone taxes. He stressed there had been cuts at the |oca
| evel . The general governnment admnistrative portion of the
budget had decreased in the past two years because of the
elimnation of sone positions in capital projects. Fewer
proj ect managers were needed, therefore, two departnents
had been comnbi ned. He continued that solid waste facilities
had been closed for one day per week to try to effect sone
changes where increases had been seen. The increases were
driving the borough's overall budget - just like at the
state level wth education - education was the biggest
expenditure and responsibility.

M. Navarre addressed struggles at the local Ilevel. He
appreciated being invited to present to the House Finance
Commttee on a couple of occasions because when he had been
a mayor in the 1990s the Conference of Myors had asked to
be engaged in the discussion. He stressed that | ocal
government officials could help the |egislature convey the
nmessage. He detailed that |ocal mayors were closer to the
popul ation daily and were wlling to help. The Kenai
Peni nsul a Borough had seen a reduction in revenue sharing
of about $2 million over the past four or so years, which
was equivalent to about $250,000 in taxes. Additionally,
due to a contracting econony, the community was seeing its
sal es tax revenue decline; the revenue had declined by over
2 percent in the first two quarters, which could be as nuch
as $3 nmillion on an annual basis.

3:32:45 PM

M. Navarre continued to address how cuts were inpacting
bor oughs. He discussed that the Departnent of Public Safety
(DPS) had closed the G rdwood trooper station. He explained
that the Kenai Peninsula Borough had a dispatch center that
di spatched on behalf of the troopers. He detailed that the
closure of the Grdwod station neant the troopers in
Seward or Soldotna responded to public safety events in
different comunities. For exanple, there had been a
donestic violence call to the Kenai dispatch center from
G rdwod and the dispatchers had to remain on the phone
line for nmore than two hours to get the response from
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Sol dotna (the trooper in Seward had been off duty). The
Kenai Borough was very concerned about what woul d happen in
the com ng sumrer on the roadway. Troopers intended to have
federal noney used for traffic enforcenment, but they would
not have other troopers responding in that area. He
explained it was concerning because there was only one
hi ghway between the Kenai Peninsula and the rest of Al aska.
There had been a couple of events in the last nonth that
i nvol ved active shooters on the highway.

M. Navarre continued to discuss the inpacts the borough
had seen on public safety - it was a statew de concern. He
stressed the inportance of healthcare and education. He
knew sonme reform in Medicaid was needed, but he was
cautious about cuts to the program in part due to the
50/50 federal match for every state dollar spent. He
appreciated the focus on the overall econony and believed
it was critically inportant. He renmarked that the economc
indicators inpacting the state were happening at the Kena

Peninsula level as well. For exanple, the borough had a
couple of hospital projects - it had bid one of the
projects and had an engineering team that had inforned the
borough it could not add on contract adm nistration to the
contract because the firm had laid off sone of its
engi neers. The borough was currently searching to find sone
assi stance overseeing the project. H's primary concern was
what the econonmy would |ook like. He acknow edged that
economes are resilient and vibrant, but fragile. He
explained that the last time the state had gone through a
simlar downturn it had sone of the sanme conponents. He
shared that he had been elected to the legislature in 1984
and recalled serving right when the price of oil had
dropped from $26 per barrel to $9 per barrel.

3:36: 30 PM

M. Navarre continued that the econony and state budgets
had been snmaller at the time, but the loss of revenue had
i npacted the state. The first thing that happened was a cut
to the state capital budget while industry was cutting its
enpl oynment and contracting work. He detailed that industry
had cut jobs due to |lower cash flow and because the North
Sl ope had been ramped up to full production and there was
not rmuch additional investnment to be nade; it had been
alnost a perfect storm He shared that his business had
| ost 50 percent in sone of its stores. He detailed there
had been nunerous hone foreclosures and other because the
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funding had been turned off. He spoke to things that had
pulled the state out of recession at the end of the 1980s.
The price of oil had ticked back up, which helped fromthe
state standpoint. Additionally, there had been a nassive
injection of spending into the econony in 1989; it had been
an environnental disaster, but an econom c saving grace for
the state. Several billions of dollars had been injected
into the econony in a very short tineframe, which hel ped
pul | Al aska's econony out.

M. Navarre highlighted where to go fromthe current point.
He believed the paradigm had shifted in oil and gas. He
specified that oil and gas conpetition was not only com ng
from overseas, but from the Lower 48 where there were
massive fields. He stated that a person could blane the
conpanies for not investing in Al aska; however, the
conpani es had a fiduciary responsibility to their
shareholders to get the best return on investnent. He
underscored that the state had to be able to conpete. He
argued in favor of a stable oil tax policy because
conpani es needed to be able to nmke investnment and get a
return for the long-term

M. Navarre discussed the disconnect between governnent
services and the cost of the services. At the local |evel
taxes were paid, but at the state |evel Al aska had been

living off its natural resources, primarily oil. He
addressed why he believed a conprehensive plan for | ocal
governments was inmportant. He explained that | ocal

governnents did not know where the next cut would be. He
guestioned whether additional cost shifting would occur
because of Public Enployees' Retirenment System (PERS) and
Teachers' Retirenment System (TRS). He questioned whether
reductions in education would occur. Mst of the education
budget went to people - teachers and support staff. He
stressed that when education was cut, people's jobs were
cut. He elucidated that when cuts were made to education in
a contracting econony, t he econoni ¢ downt urn was
exacerbated. He believed a partial plan changed the dynamc
of the debate. He thought it may be possible for the
| egislature to inplenent part of the plan in the current
year, but he stressed the inportance of identifying the
remai nder of the conponents, so everyone would be aware of
them He stated that if the legislature only passed SB 26
or some simlar rendition wwth the percent of market val ue
(POW) it would get part of the way there. He opined there
was no responsible economc plan that worked wthout
earnings of the Permanent Fund. He noted he had taken grief
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from some of his constituents over the belief, but he did
not believe there was a plan that would work wthout it
Budget cuts was another option the legislature had tried to
focus on - he comented on the different opinions and
per spectives on what could be cut or should be cut.

3:41:10 PM

M. Navarre asked what would happen in the follow ng year
if only a partial plan was inplenented in the current year.
He stated that the debate would change, and the option
woul d be down to budget cuts, potentially going after nore
of the PFD, or inplenmenting broad-based taxes. He believed
it would change the debate the followng year. It would
nmean |osing one of the elenments in the debate because the
| egislature would have taken a big piece of it off the
tabl e, which was fine. However, if it was budget cuts, nany
| ocal governnments (those with tax bases in particular)
could absorb addi ti onal cuts. He el abor at ed t hat
muni ci palities would have to accept the consequences or
raise taxes at the local level. He furthered that it could
be done, but it would take tinme. Minicipalities were not
all situated simlarly - some had sales taxes, property
taxes (or a conbination of the tw), fish taxes, or tax
caps. He stressed that the response by municipalities could
not be done quickly, which was the reason a |ong-term plan
was necessary. He referred to conversation in the
| egi sl ature about reducing education funding. He stated it
was fine if the legislature was planning to cut education
if it could owmn up to the consequences and comruni cate what
the cuts would be. He believed people were willing to pay
for education. He recalled when he was a child that his
nmot her had al ways argued about the cost of education with a
good friend/teacher. He did not believe the debate over the
cost of education would end in the current year.

M. Navarre stated that there was no perfect plan. Watever
happened in the current year would be nodified over tine.
He believed a plan premised on the rising price of oil was
not sufficient. He observed that currently all pressure on
oil and gas was downward pressure. He had read articles in
the past couple of days specifying that the price of oil
was dropping and that conpliance wth quotas for Gl
Produci ng and Exporting Countries (OPEC) had gone from 95
percent to the wupper 70s, which nmeant that they were
cheating. Wien there was cheating it increased the glut on
t he market and drove down prices.
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3:44:22 PM

M. Navarre did not think the differences [of opinion] in
the legislature were that great. He noted that sonetinmes
peopl e polarized one another or issues. He did not believe
| egislators were that far apart. He believed everyone in
the Ilegislature wanted a strong Alaskan econony and
everyone supported education. He reasoned there were
differences of opinion about the |evel of support, but
everyone ultimtely supported education. He believed sone
of the differences at present were being driven by
politics. There were sonme individuals who would never
support any tax and others believed there were no nore
reductions to be nade in the budget. He opined that
establishing a plan that nmaintained sonme reserves, |eft
opportunity to inject spending into the econonmy in the
future. He reasoned that an econom c contraction could not
be avoided, but if the situation was handled well, a ful
bl own economc crisis could be avoided. He hoped a budget
crisis would not be turned into an econom c crisis.

M. Navarre stressed that the |ast econom c downturn in the
1980s had been very bad, which he believed could be
avoi ded. He thought deferred maintenance should Dbe
addressed prior to the construction of any new buil dings.
He remarked that every tinme the state got sone nobney it
built new facilities and continued to defer maintenance on
other facilities. Local governnments would also be inpacted
by the school bond debt reinmbursenent program that had been
changed because of a comm tnent that |ocal governnents were
adding to the state budget. He shared that the last tine
the Kenai Peninsula Borough had done a bond issue it had
been alnost $20 million ($18.5 mllion had been for roof
repairs and replacenent for energy efficiency savings). The
community received 70 percent reinbursement from the state.
The other bond issue had been for a turf field - two had
been funded by capital grants and the conmunity had bonded
for the third.

3:48: 22 PM

Vice-Chair Gara stated that the legislature was either
going to do a fiscal plan or not. He was not willing to get
reelected by telling people the state could get away wth
no fiscal plan and that everything would be okay. He
believed that would result in a deep recession. He spoke
about the concept of a partial fiscal plan. For exanple
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only cutting the dividend to $1, 000 and doi ng nothing el se.
He stated a partial plan would not solve the deficit -
there would still be pressure to cut schools. He did not
foresee solving the entire budget gap the conming year as it
was an election year. He reasoned that action taken in 2019
would nmean it could probably not be inplenented until 2020
or 2021. He asked if there was concern that the problem
woul d not be solved for years if the can was kicked down
t he road.

M. Navarre replied in the affirmative. He reasoned that a
plan could include sone trigger points. He stated there was
substantial talk about additional budget cuts and the price
of oil going up. He questioned what would occur if those
things did not happen. He recalled his legislative
experi ence where statements had been made that if one party
agreed to do sonething one year, the other party would
agree to doing sonmething else in the next year. He renmarked
that it did not really work that way. He elaborated that
"what ever happened |ast year, happened last vyear"; it
changed the dynam c of the debate.

Vice-Chair Gara stated he could claimthat cutting hundreds
of mllions of dollars from the budget would not have an
i npact on the econony. However, he knew and had read the
studi es showing that major budget cuts did have an inpact
on the econony. He asked how further |arge cuts (such as a
proposal to cut another $200 nmillion per year) would inpact
the econony. He asked if it would support a stable econony
or woul d cause the econony to continue to contract.

M. Navarre answered that the econony would continue to
contract if that was done. He shared that his conmpany had
sold sone property and had sone cash it would be willing to
invest. He stated it was not currently a good environnment
for investnent because there was way too nuch uncertainty
in the state at present due to the lack of a plan. There
was no certainty for the oil and gas industry, private
investnment, or for funding and passthrough funding for
| ocal governments. The wuncertainty was already putting a
danper on investnment. He conpared the situation to a
snowball rolling downhill - it would pick up nonmentum and
woul d be unstoppable when it becane |arge enough. He had
shared the concern with the shareholders of his conpany.
The conpany was preserving cash because he believed it
woul d be needed. He reiterated his earlier testinony that
the conpany had gone through 50 percent loss of sales in
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the 1980s. He was cautiously optimstic it wuld not
happen, but it was a concern. He concluded there was
significant anxiety over the economc outlook - all the
i ndicators were going the wong way except for healthcare,
which was dependent on a strong econony. He believed
heal t hcare woul d eventually turn as well.

3:53: 33 PM

Co-Chair Seaton provided a scenario where the |egislature
was | ooking at 5 percent cuts to education, $20 mllion to
the University, and $40 million to the Departnment of Health
and Social Services with a $500 nmillion deficit the
followng year. He asked if there was sone other place
where simlar cuts could be achieved or if the same itens
woul d continue to be cut.

M. Navarre answered that education and health and socia

services used nost of the budget resources and both were
critically inportant. He believed that at sone point the
state would return to a stable econony and spending. In the
short-term wth education «cuts, <children currently in
school were the ones who would be negatively inpacted. He
furthered that those children did not get to nmake the tine
up. He shared that he had been recently speaking to a young
man who was thinking about starting a famly and had
graduated five years earlier. The individual had said that
five years earlier, many graduates of Nikiski H gh School
had the opportunity to go to work in the oil and gas
i ndustry or a support industry due to an aging workforce

The individual had been concerned and was asking for
assurance there would be opportunity for his famly in
Al aska. He had told the individual yes, because he believed
in the long-term the state would get through the problem
but short-termthere would be struggle.

Representative Genn referred to M. Navarre's testinony
about a reduction in revenue sharing, decreasing sales tax
revenue, and inpacts to public safety. M. Navarre had al so
di scussed speaking to various groups about the imedi ate
need for a fiscal plan. He asked about the public's
reaction.

M. Navarre replied it had been favorably received and many
peopl e had stated they had not considered the issue in that
way previously. In ternms of econonm c devel opnent, there was
a state cost (for things like public safety and education)
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for every person who noved to Al aska. Part of the problem
was that disconnect in the past two generations.

3:57:20 PM

Representative Genn provided a scenario where a conpany
offering 5,000 jobs noved into the Kenai region. He
surmsed it would be a benefit to the Kenai region, but the
cost to the state woul d be a negative inpact.

M. Navarre answered in the affirmative. He relayed that he
had been consistent with that perspective since he had
chaired the commttee in 1991 and 1992. The state could not
afford econom c developnent in Alaska - it was a net |oss
to the state - unless it was in oil and gas.

Representative WIson asked whether developnent of newy
di scovered oil projects would positively inpact Kenai.

M. Navarre answered that oil and gas devel opnent started
on the Kenai Peninsula and had given Congress confidence
that Al aska could pay sone of the cost to provide services
to residents. There was significant oil and gas industry
based on the peninsula that provided services to the North
Sl ope. There were many residents in Kenai who worked on the
sl ope and many service conpanies working in Cook Inlet and
on the sl ope.

Representative WIson thought it appeared that getting HB
111 correct would be very inportant to Kenai for
devel opnent to conti nue.

M. Navarre replied in the affirmative. He believed there
woul d continue to be and should be oil and gas investnent
in Alaska. He believed a stable tax policy was necessary,
but he also believed the state needed a fair share. He
recognized the realities of trying to ensure the state
could encourage the investnent it needed to get production
in place and receive royalty revenues and production taxes.

Representative W/Ison imagi ned Kenai would benefit as nmuch
as Fairbanks. She remarked that the Jlast tinme the
| egi slature had gotten oil taxes wong, it had devastated
Fai r banks. However, when the |egislature had gotten oi
taxes right, it had been a turnaround for Fairbanks.

4:00:19 PM
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Co-Chair Foster recognized Representative Gbrielle LeDoux
in the audience.

#sb32
SENATE BI LL NO. 32

"An Act relating to biological products; relating to
the practice of pharmacy; relating to the Board of
Pharmacy; and providing for an effective date.”

4:01: 01 PM

SENATOR SHELLEY HUGHES, SPONSOR, asked for direction on the
bill presentation.

Co-Chair Foster answered that a brief overview would
suffice.

Senat or Hughes conplied. She explained that the bill would
update statutes to allow pharnmacists to substitute a new
category of nedicines called interchangeable biologic
products. The nedicines were life-changing for people with
debilitating diseases and could nmake the difference between
bei ng bed-ridden or up and functional. The drugs were not
the sane as generics. She detailed that a biologic is nade
from a living cell and is a conplicated nolecul ar
structure. Wereas, a generic drug copies a recipe. She
furthered that a biosimlar or interchangeabl e biologic was
trying to replicate a conplex cell and the itenms would not
be identical. The bill maintained the physician's control -
if the doctor did not want a substitution they could wite
"di spense as witten (DAW." If the doctor wanted to know
whet her an interchangeable was available, they could ask
the pharmacist to call if it was available. A pharnaci st
could do the substitution if it was not witten on the
script pad, but they would be required to comrunicate the
substitution to the physician. The bill also required the
pharmaci st to receive the patient's consent prior to making
a substitution.

Representative WIlson asked if the bill pertained to
conmpound prescriptions.

Senator Hughes replied in the negative. She stated there

wer e entrepreneurs, smal | conpani es, and | ar ge
phar maceuti cal conpanies who were currently working to make
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nore affordable biologic products as biosimlars and to
raise them to the standard where there would be no
different clinical reaction for the patient. She relayed
that 33 states had passed simlar legislation and 7 others
had pending legislation. The states had done analysis and
had determ ned there should be sone savings to Medicaid
budgets because biol ogics were expensive. |nterchangeabl e
biosimlars should help the budget. She did not want to
make a cl ai m about what the savings may be, but sone states
had done so. She continued that the Centers for Medicare
and Medicaid Services (CM) believed interchangeable
bi osim |l ars should bring down the cost for Medicaid.

Representative WIlson referred to the fiscal note that

included the following language: "in addition this bill
requires the Board of Pharmacy to post and nmaintain a link
to the US Food and Drug Admnistration's list of

currently approved interchangeable biological products on
the board's website." She asked if the board already had to
post nedications and how nuch the bill woul d cost
phar maci es.

4:06:49 PM

Senator Hughes answered that pharmacists could choose
whether to carry interchangeabl e biological products. Most
pharmaci sts had automated systens to contact physicians.
She did not know whether there was a current link to post
nmedi cations. She thought it was a sinple thing. She
believed the fiscal note was related to the requirenment for
the board to send sonething out by nmail to pharnacists
around the state. She thought the l|legislature my want to
consi der why the information was not being sent
el ectronically.

Representative WIson explained that her question was not
related to the fiscal note because the state did not
normally care about the cost for the private sector - it
only cared about the cost to the state. She asked for
foll ow up on whether there would be a cost to pharnacies or
whether it was sonething the pharmacies already did. She
asked about the fiscal note and the legal costs to anend
the regulation and printing and postage in the first year.
She noted the funding source was receipt services. She
asked if all business |icenses would pay. She wondered why
it was a receipt service "for this area.” She reasoned
bill's goal was to make things easier for Al askans. She
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wondered if the Board of Pharmacy would be solely
responsi ble for paying or whether all corporate |icensing
woul d pay a portion for the witing of regul ations.

Senator Hughes replied that she would follow up. She
reiterated that pharmacists could choose whether to carry
i nt erchangeabl e bi ol ogi cal products. She specified that not
all pharmaci sts would carry the products that were highly
specialized. She deferred to the departnent for further
detail .

JANEY  HOVENDEN, Dl RECTCR, DIVISION OF CORPORATI ONS
BUSINESS AND  PROFESSI ONAL LI CENSI NG, DEPARTMENT  OF
COMVERCE, COVMUNI TY AND ECONOM C DEVELOPMENT, answered that
they were receipt supported services and the pharnacy
program would pay through licensing fees. She could not
i magi ne the cost inpacting every licensee. It was a nom nal
one-time cost to do the regul ation project.

4:09: 44 PM

Representative WIson asked if pharmacists had asked for
the bill. She surmsed it appeared to be an inprovenent
over what could be given to Al askans. She was trying to
determ ne why the fiscal note would not conme out of genera
funds versus being charged back to the pharmacist. She
stated the situation was unique - typically itens were nore
closely related to the board when they were paid for by the
board. She observed that the bill was different because it
was trying to do sonething positive for Al askans by making
medi cation nore affordable and did not necessarily fal
under the board's responsibility.

Ms. Hovenden replied that the changes would inpact the
statutes of the pharmacy program the Board of Pharnacy
menbers woul d help design the regulations to inplenent the
| egi sl ati on.

Representative Kawasaki asked for verification that a
biosimlar was not identical to another product. He asked
for t he di fference bet ween a bi osim | ar and an
i nt er changeabl e.

Senat or Hughes answered that a generic is a duplicate of a
medi ci ne made of various chemcals and ingredients - there
was no requirenent to communicate between the pharnaci st
and the doctor. A conplicated biologic called a biosimlar
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was made from living cells (e.g. Insulin and Humra).
Conpani es were trying to develop a product that would have
the sanme clinical inpact. The conpanies were using the sane
basic thing, but because they were using living cells the
product would never be 100 percent i denti cal . The
i nterchangeable biosimlar or interchangeable biologic
product was the gold standard of the biosimlar. She
detailed that the FDA would test and approve the product as
i nt erchangeabl e because if admnistered to a patient, the
patient would have to have the sanme clinical results
whether they were taking the original biologic, were
alternating between the original biologic and the
i nt erchangeable, or were only taking the interchangeabl e.
There would be no difference in the clinical results. She
continued that biosimlars wuld not all fit within the
i nterchangeable category. She clarified that the doctor
woul d have to specify on a script when a biosimlar was not
categorized as interchangeable. It was a new category that
woul d be sonmewhat |ike a generic, but not identical (it
would be clinically simlar, but the genetic makeup would
be different).

Representati ve Kawasaki shared that he took fish oil for

chol est er ol for triglycerides. He detail ed t hat
prescription fish oils were ten tines the price of non-
prescription fish oils. He asked if a fish oil was

considered biosim | ar.

DR. THOVAS FELI X, DI RECTOR, MEDI CAL RESEARCH, AMGZEN | NC.
(via tel econference), conmunicated that he had worked wth
the coalition of organi zations to present coalition
| anguage included in the bill. He replied that a fish oi
was not considered a biosimlar product. A biosimlar was
sonething that took a very specific regulatory pathway for
approval by the FDA to try to create and reference an
existing biologic. A fish oil was not as closely regul ated
as a biologic and another fish oil from a different
manuf acturer would not be considered a biosimlar. It was
necessary to take the 351(k) pathway to be considered a
bi osim | ar.

Representative Kawasaki asked if fish oil woul d  be
considered a biosimlar product if it was regulated as
ot her specific drugs.

M. Felix believed the question was whether fish oil would
be considered a biologic because it was derived fromliving
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tissues. He relayed that it could be considered a biologic
in a very technical definition, but for regulatory purposes
it was not considered |ike or governed |ike biologics would
be. However, in a technical term because it was derived
fromliving tissues or living cells, it was possible to say
that it was a derivative of a biologic entity.

Representative Kawasaki asked for verification that the
point was for a biosimlar to mmc the exact sane thing
t hat an interchangeabl e woul d do.

M. Felix replied it was inportant to understand why a new
industry had been  built around the devel opnent of
biosimlars. He explained that biologic drugs had been on
the nmarket for over 40-plus vyears and intellectual
properties around |ong-existing biologics were comng off
patent. He furthered that biosimlars or versions of the
ol der products conmng off patent were intended to create
conpetition to |ower healthcare costs and the analog was
generics. Biosimlars were comng to the market to do what
generics have done, but wth a different scientific
framewor k and expectation financially.

Representati ve Kawasaki relayed that the bill packet
included a letter of opposition fromthe Board of Pharnacy.
He thought the board may support a bill Iike the one under

consi deration. He asked for coment.

Senat or Hughes answered that there were sone pharmacists in
support of the bill. She explained that pharmacists woul d
prefer having the ability to substitute [drugs] w thout
maki ng the comruni cation. Physicians would probably prefer
total control and that substitutions could not be made. She
detailed that because of the ability for physicians to
specify "dispense as witten" they ultimtely had full
control. She furthered that the change the bill would
i mpl enent would be best for the patient in terms of
affordability. The extra step was comruni cation - sonething
pharmacists did not have to do wth generics. Her
under standi ng was that the pharnacies - the nunmber would be
relatively |ow because there were a Ilimted nunber of
i ndi viduals with applicable diseases - would probably have
the automated system set wup, neaning it would not be
burdensone. She relayed that the State Medical Association,
Al aska State Hospital and Nursing Hone Association
(ASHNHA), the Al aska Commission on Aging, and the Al aska
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Cancer Action Network were all in support of the
| egi sl ati on.

Senat or Hughes corrected her earlier exanple of biosimlar
drugs and clarified she had been referring to the drug
Humra for rheumatoid arthritis. She shared an exanple of a
Vi etnam veteran from Wasilla named Cajun Bob. She detailed
he had been featured in Life or Tine Magazine in the 1960s.
He had been bed-ridden, and the use of a biologic drug had
given hima new lease on life. She stressed the inportance
of the drugs for Alaskans with debilitating diseases. She
di scussed that sometines the effectiveness of a nedication
wore off for an individual, nmaking it necessary to swtch
to a new nedicine. The goal was to ensure individuals would
have i medi ate access to all options.

4:20:15 PM

Representative Kawasaki referred to a letter of opposition
from the Al aska Rheumatology Alliance in the packet. He
added that nenbers' packets were very conprehensive wth
| etters of support.

Senator Hughes replied that her office had worked with the
group and it had been helpful for them to learn that they
could specify to dispense as witten and maintain control.

Represent ati ve Kawasaki provided a scenario of the receipt
of a prescription. He thought in the past he had been asked
by the pharmacist whether he wanted the cheaper generic
prescription. He asked how it would work with a biosimlar.

Senat or Hughes answered that the physician would prescribe
the biologic. Wen the patient went to the pharmacy to pick
up the prescription the pharmaci st would notice there was
an interchangeabl e and would ask the patient if they wanted
t he interchangeable. She noted that the interchangeabl e was
the FDA approved gold standard. If the patient selected the
i nt erchangeabl e, the pharmaci st would be required to inform
the physician wthin three business days that the
substitution had been made. She stated that wth nost
pharmacies the information would be instantaneously
communi cated as the nedicine was processed and provided to
t he patient.

BUDDY WHI TT, STAFF, SENATOR SHELLEY HUGHES, referred to an
earlier question by Representative WIson and wanted to
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ensure he understood the question. He noted she had been
speaking about links to the FDA's list. He thought he had
heard her ask if the pharmacist had to post links. He
clarified that the Board of Pharmacy had to post the |ink
to the FDA website with a list of all the interchangeable
bi ol ogi cal products approved by the FDA. The bill did not
require individual pharmacists to provide the information.

4:22:42 PM

Representative Otiz asked how long the term biosimlar had
exi st ed.

Senat or Hughes deferred the question to Dr. Felix.

M. Felix responded that the term biosimlar had existed
since the early 2000s when Europe had been first
consi dering devel opnment and existence of a pathway forward
for biosimlars. The issue had arisen because their
i ntellectual properties wer e expiring [ audi o
i ndeci pher abl e] .

Representative Otiz surmsed that the novenent towards
biosimlars was based on simlar notivations of novenent
towards generics, which had probably taken place in the
1970s or 1980s. He believed the notivation was about trying
to provide nedications that were equally as effective at a
| ower price.

Senator Hughes replied in the affirmative. The intent was
to increase access and affordability.

Representative Otiz referred to a letter of opposition
from the Board of Pharmacy dated March 6, 2017. He asked
for verification that the group was still in opposition to
the bill.

Senator Hughes replied that the board had not submitted a
letter of support, but individual pharmacists and a
nati onal pharnmacy association had vocalized support for the
bill. The individuals understood the inportance of access
to the nedicines. She stated that the Board of Pharnacy
retained its position.

4:25:12 PM
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Representative QGuttenberg believed the biosimlars were a
good thing. He referred to letter from the Board of
Pharmacy. He believed one of the problenms was related to
who was paying the bill and who had the burden of
fulfilling the legislative requirenents for reporting by
doctors and pharmaci es. He thought the issue of paynent may
mean | arge-scal e pharmaci es woul d be supportive, but snal 1-
scal e pharmacists may feel burdened. He referred to the
|ast few lines of the letter - the board believed the bil

woul d create an unintended barrier to access. The letter
al so stat ed t here wer e currently no avai |l abl e
i nterchangeabl e biosimlar nmedications on the market. The
board did not see the need for |legislation regarding
biosimlars, but wanted the legislation to follow the BPC
Act of 2009 [Biologics Price Conpetition and Innovation
Act] and its intent of increasing access to nedication. He

asked if any changes had happened in the bill regarding
some of the board's position on the bill. He did not know
what the BPCI Act was. He asked for detail about the act
and about the bill's conflict with the act.

Senat or Hughes deferred the question to Dr. Felix.

M. Felix replied that the BPCI Act allowed the FDA to
create regul atory pathways for approval for biosimlars and
i nt erchangeabl e bi ol ogi ¢ products. The act had been passed
in March 2010 as part of the Affordable Care Act (ACA); it
was one of the few portions of the ACA with bipartisan
support. He believed the nost inportant recent devel opnent
was t hat, at t he begi nni ng of t he year, t he
i nterchangeability designation finally had a draft gui dance
rel eased by the FDA. The guidance provided transparency to
the community in terns of what was required to obtain
i nt erchangeability. He spoke to the inportance of
understanding that for conpanies that were not devel oping
biosimlars or interchangeables, the area had previously
not been clear. However, for developers of biosimlars or
i nt erchangeabl es, the FDA had been transparent in terns of
providing direction for the devel opnent of clinical trials
and data requirenments. There had been conpanies that had
conpleted clinical trials that nay satisfy the requirenents
for an i nterchangeability desi gnati on. Addi tionally,
conpani es had announced starting clinical trials to pursue
an interchangeability designation. He stated that sonetines
there was a description that the only reason the
| egislation was needed was to ensure the facilitation of
i nterchangeability and that substitutions could be nade by
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pharmaci sts. In general, the comunity was not aware of
what biosimlars were as conpared to generics. He shared
that five biosimlars had been approved to date [audio
i ndeci pherable]. He noted they were awaiting an approval of
an interchangeable in the future. People typically thought
of biosimlars as generics - nost generics wer e
substitutable - but biosimlars were not substitutable.
Another reason to pass legislation was to clearly
communi cate how to use the products when they were approved
under different designations.

Co- Chair Foster passed the gavel to Vice-Chair Gara.

Vice-Chair Gara remarked that some of Dr. Felix's testinony
had been difficult to hear.

M. Felix apologized and reiterated his previous remarks

He restated his previous testinony related to the creation
of the BPCI Act and draft guidance released by the FDA in
January on the path to obtaining the interchangeability
designation. He explained that were conpanies that had
conpleted trials to try to achieve an interchangeability
designation. Wwen they would be approved was currently
unknown. Conpanies had also announced they would be
i nterchangeability trials to pursue the designation. He
underscored the inportance of the legislation because it
would facilitate substitution of an interchangeable by a
phar maci st.

4:32:18 PM

M. Felix reiterated that the legislation «clearly
comuni cated how to use biosimlars and interchangeabl es
when they were approved under different designations. The
five biosimlars approved to date were only biosimlars and
did not have the FDA designation that would allow
substitution by a pharmacist. He explained that the
products were very different than how generics were viewed.
If the community was uneducated and began to think of
biosimlars as approved and i mediately used their closest
anal og, which was generic approval, the comunity may think
the biosimlars were substitutable unless clear ternms of
use were in place. He stated that every aspect of
heal thcare was trying to increase conmmunication between
menbers of the healthcare team The bill would allow
transparency for a prescriber to know what was ultimately
di spensed to the patient for the prescriber to be on top of
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their care. If there was any change in a patient's response
to a nedication the prescriber would know exactly what
medi cation the patient was on.

Representative Quttenberg spoke to who was paying the bill.
He observed that Dr. Felix had not stated whether any of
the products were approved by the FDA. He referred to Dr.
Felix's testinony about «clarity and transparency. He
wondered why the decision would not be handled in the
doctor's office instead of at the pharmacy. He continued
that patients were often in a hurry at the pharnmacy and
were anenable to whatever was given to them Alternatively,
he thought it made sense to have the physician tel
patients what they would receive. He referred to Dr.
Felix's earlier testinobny that nmany practitioners and
people were not up on the issue. He thought the doctor's
office was the best place to do prescribing. He continued
that the doctor could specify for a pharmacist to only
prescribe a prescription as witten.

M. Felix answered that biologics were distributed through
either a nedical benefit (admnistered by a healthcare
prof essional) or were self-adm nistered (pharnacy benefit).
The legislation pertained to biologics that were self-
adm ni stered. The nedications would not be dispensed in a
physician's office. Oten the pharnmacist would be the first
to becone aware, especially when an interchangeable was
approved in the marketplace. He explained that nedical
benefit biologics were typically admnistered by a
heal thcare professional in a clinic, hospital, or office
setting. Wereas self-admnistered biologics neant a
patient self-injected the nedication. The physician or
their delegate would not be directly admnistering the
product to the patient. The nethod of facilitation of
substitution by a pharmacist had worked well for generics
and had worked to | ower cost and facilitate access.

4:38:02 PM

Senat or Hughes referenced Representative (Quttenberg's
comments about the letter from the Board of Pharnmacy. She
agreed there were not any [interchangeabl es] on the market;
the products were in the testing phases. There had been a
projection that the products could be out within a nonth to
a year. The primary issue was that they did not want to
wait an extra year to provide the products (if they becane
avai l able) to Al askans suffering from diseases such as

House Fi nance Conmmittee 50 05/03/17 1:36 P. M



lupus, multiple sclerosis, and rheumatoid arthritis. She
reiterated her earlier testinony that pharnmacists did not
have to carry the products. She relayed that if the
comuni cation requirement was not included, it would be bad

for patients - patients wanted the substitution listed in
their nedical records; doctors needed the information
because they were not 100 percent identical |ike a generic.

Representative Wl son asked who had requested the bill.

Senator Hughes replied it had been a conbination of patient
groups and conpani es devel opi ng the products. The conpanies
were spending mllions on product developnent; if statutes
were not set up, patients would not have access to the
products. The individuals suffering, who had tried a
bi ol ogi c, wanted continued access.

Representative WIlson stated it had been her understanding
that a pharnmaci st would have to call the physician prior to
giving the product to a patient; however, that was not the
case. She summarized that there was discussion between the
phar maci st and the patient, the patient made the
determ nation, and the doctor may not know what happened
for three days. She was unconfortable with that process.
She referred to a letter in nenbers' packets from a
physi ci an specifying their practice would be in harms way
because they were not notified right away. She requested to
hear from the Board of Pharmacy at a future hearing. She
remarked that the bill would charge pharmacists and they
had not asked for it. She asked for additional information
at a future hearing.

Senat or Hughes reiterated that the State Medi cal
Association supported the bill. She explained that a
physi cian could retain control by specifying a prescription
was to be dispensed as witten. She added that the products
were FDA approved and clinical results would be no
different than the original reference product.

Representative W/ son understood, but she surmsed it could
constitute a significant medical change. She wanted to be
very careful. She surmsed there could be a change from
what the physician wanted. She wanted to ensure all parties
were involved, not only groups or outside entities.

4:42:45 PM
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M. Wiitt pointed to Section 4 of the bill that specified a
pharmaci st who substituted a biologic in conpliance wth
the section did not incur any greater liability than woul d
be incurred in filling the original prescription. The
section also specified the dispense as witten provision.

Representative WIlson noted that her concern was wth
Section 5 related to the three-day tinmefrane a pharnmaci st
had to comrunicate a prescription to a physician. She was
concerned about the liability to the physician. She was
certain that if a person had side effects it would be the
physi ci an who was accountable. She stated that prescribing
was a physician's duty. She was concerned that the Board of
Pharmacy would have to pay for sonething it was not in
favor of. She had not understood earlier that the pharnacy
would be telling a physician what prescription was
di spensed wi t hout obtaining approval fromthe physician.

Senat or Hughes noted that the process for nedication to be
approved by the FDA was incredibly rigorous. She furthered
that if a nedication was categorized as interchangeable,
there was a high assurance |evel, which was the reason for
the State Medical Association's support of the bill.

Representative WIlson <clarified her concern was that
pharmaci sts were not doctors. She stated that a patient
could receive a doctor prescription, but then go to a
phar macy and get sonething that was slightly different. She
was concerned that the doctor would not know for up to
three days what prescription had been dispensed. She spoke
to the liability to the physician. She believed the bill
woul d allow a nedi cal decision to be made by the pharmaci st
and patient. She had initially believed the doctor would
know about the prescription before it had been di spensed.

Senator Hughes answered that the types of pharmacies that
woul d be handling the expensive medication would nore than
likely have instantaneous notification to the physician.
She reasoned that the FDA's rigorous process had been
trusted with great success and savi ngs.

SB 32 was HEARD and HELD in commttee for further
consi derati on.

Co-Chair Foster addressed the schedule for the follow ng
day.
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ADJ OURNIVENT

4:46: 30 PM

The neeting was adjourned at 4:46 p. m
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