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3:30: 38 PM

CHAIR M KE DUNLEAVY called the Senate State Affairs Standing
Commttee neeting to order at 3:30 p.m Present at the call to
order were Senators WIson, G essel, Egan, and Chair Dunl eavy.

PRESENTATI ON:  ALASKA' S ECONOWY BY DR RALPH TOMSEND, | NSTI TUTE
OF SOCI AL & ECONOM C RESEARCH

3:31:41 PM
CHAI R DUNLEAVY announced the presentation on Al aska's econony by
Dr. Townsend.

3:32: 25 PM

DR. RALPH TOMSEND, Director and Professor of Econom cs,
Institute of Social and Econonmic Research (ISER), University of
Al aska- Anchorage, Anchorage, Al aska, revealed that he has been
in public education for 30 years. He asserted that one of the
great features of public higher education's mssion is providing
research and public outreach that also serves the broader
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comunity. He set forth that |ISER perforns its role in
conducting and getting research out for the benefit of Al askans.
He thanked President Johnson and Chancellor Chace for their
roles in supporting | SER s work on Al aska's econony and budget.

DR. TOWSEND addressed an exclainmer that his presentation does
not represent the university's policy or any institution at the
university. He added that he has only been in Al aska for five
nonths and adm tted that he does not have the breadth of Al askan
experience that his predecessor, Gunnar Knapp, had with his 20
years at ISER He asserted that he does have a long record of
participating in public policy originally in the state of Mine
where he served for 25 years as well as 3 years wth the
gover nnment of New Zeal and.

3:35:15 PM

He explained that the intent of his presentation is to provide a
very high |evel context on taxation issues due to budget cuts.
He added that he would touch quickly on a variety of issues that
arise, particularly with taxation as well as decisions on public
spending levels. He explained that his intent is to set a
context of wunderstanding that addresses the business conmunity's
and civic organi zations' requests for a long-term plan about the
state's budget.

He reviewed page 2 of his |ISER presentation, "Al aska' s Budget
Context" as follows:

e FY2017 budget gap: $3.0 billion.

e Approxi mate maxi mrum  sust ai nabl e flow from
permanent fund (including the earnings reserve
(ER) and the constitutional budget reserve
(CBR)): (4.5 percent x $60 billion = $2.7 billion
generated/ $300 million gap.)

Long-run gap:
e $1000 permanent fund dividend (PFD): $300 mllion
+ $700 million = $1 billion gap.
e $2000 PFD: $300 nmillion + $1.4 billion + $1.7
billion gap.

He pointed out that even though the state's FY2017 budget gap
that was covered by the CBR was nearly $3 billion, Alaska is
fortunate in having a large savings account in the form of the
per manent fund plus associated funds including the ER and CBR
that total is nearly $60 billion. He said if the question is
asked as to how nuch noney could be used fromthe $60 billion on
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a sustainable basis, noney nmanagers have indicated that the
state could afford to take out 4 to 5 percent that would |eave
the principle in real terns untouched. He specified the he has
chosen 4.5 percent that equates to generating $2.7 billion,
leaving a gap of $300 million not covered. He noted that the
permanent fund and ER are also used to pay the PFD;, that is also
a demand on the state's budget. A $1,000 PFD costs $700 million,
bringing the total gap to $1 billion; a $2,000 PFD would add
another $700 mllion, bringing the gap to $1.7 billion.

3:38: 50 PM
DR. TOMSEND addressed page 3, "Alaska's Budget Context, Plus"
as foll ows:

* Ol and gas tax credits.

e Capital plan.

* Health care cost uncertainty.
e Unfunded liabilities.

He detailed that there are denmands in the budget beyond
what is represented in the 2017 budget: the outstanding
liabilities in future oil and gas tax credits; a long run
capital budget of $100 million is probably not sufficient
to sustain the state's infrastructure; strong inflationary
pressures in health care costs; and unfunded liabilities
Wi th respect to pensions. He summarized that the nunbers he
shared on page 2 were a little on the optim stic side.

He addressed page 4, "The econom c context: wage and sal ary
enploynment." He noted that the 2016 and 2017 projections
are based on analysis from three econom sts: Dan Robi nson

Chief of Research and Analysis, Al aska Departnent of Labor
and Workforce Devel oprment; Jonathan King, Vice President
and Senior Econom st, Northern Economcs; and Mouhcine
GQuettabi, Assistant Professor of Econom cs, | SER. He
detailed as foll ows:

e 2016: Al aska |ost 7500 j obs.
e 2017 I SER forecast: |ose another 7500 jobs.

e 2018: Wth no further changes to state budget, further
2500 j obs | ost.

e 2019 and after: return to 2010 job levels and stay
flat with no economic drivers to recover |ost jobs.

DR. TOMSEND explained that the three econom sts where
unani nous that Alaska will be down approxinmately 7,500 jobs
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in 2016; the job |osses are wage and salary enploynent,
addi ng self-enploynment increases the forecast. He added
that all three econom sts forecasted that the state wll
| ose another 7,500 in 2017.

He detailed that |SER forecasted 2,500 jobs lost in FY2018.
He summarized that 2019 and after will stay flat because
there is nothing outside that is going to drive the econony
to recover the lost jobs for the peak the state had in 2010
and 2011. He said the national econony is recovering and
the state is benefiting, nost notably from tourism
however, the exterior drivers from the recovering econony
are not enough to help Alaska Ilift itself back. He
summarized that there is no clear path in the state's
future for a strong recovery.

3:42: 28 PM
He addressed page 5, "ISER estimates of effects per $100
mllion change" on three types of changes as foll ows:

» Taxes: 450 to 800 jobs | ost.
e Dividend cut: 550 to 900 jobs | ost.
 Budget cut: 1000 to 1250 jobs | ost.

He detailed that a $100 million tax increase would cause a
loss to the state's econony of 450 to 800 jobs because $100
mllion in spending would be renoved fromthe econony, |ess
woul d be spent and fewer jobs would be generated across the
econony. A dividend cut would result in slightly nore job
| osses because tax increases would inpact wealthier people
who do not spend all of their income; however, dividend
cuts cone directly from spending. He asserted that a budget
cut is largely to reduce jobs directly through the
reduction in state enpl oynent.

3:45: 06 PM
CHAI R DUNLEAVY asked Dr. Townsend to elaborate on the
projected job cuts from a $100 nmillion change associated

with taxes, dividend cut and budget cut.

DR. TOWSEND specified that if the state is to close the
budget gap on the order of $1 billion, the result wll
cause job losses in the order of 5,000 to 12,500. He
summari zed that the forecasted job |osses neans that the
downturn would continue for at least two nore years. He set
forth that the risk is a prolonged downturn could cause
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ot her negative consequences such as the inpact on the
housi ng mar ket s.

3:47: 09 PM

SENATOR EGAN asked Dr. Townsend to verify that his
forecasts conbine both public and private sector jobs. He
i nqui red how Dr. Townsend cal cul at ed sal ari es.

DR. TOMNSEND expl ai ned that the forecasts were expressed in
the ternms of job | osses and not incone | osses.

SENATOR EGAN asked that Dr. Townsend address projected
i ncone | oss.

DR. TOMSEND explained that state-level data is different
from national data. He specified that economsts tend to
focus on the Departnent of Labor's jobs data. He conceded
that a job in the construction industry is not the sanme as
a job in the retail sector. He explained that the reduction
in Alaska's jobs is tied to denographic trends where
mgration out of the state occurs with job |osses. He said
projections indicate that the state will see some net out-
mgration if job | osses continue.

CHAIR DUNLEAVY noted that Dr. Townsend expressed his
concern that losing 1,000 to 1,250 jobs over the next year
or two could be problematic. He asked what would occur if
the job | osses were spread out over the next five years.

3:49:35 PM

DR. TOMNSEND replied that Al aska does have sone choices and
noted page 6, "Wy a multi-year plan? 1. Both risk and
opportunity.” as foll ows:

* Being forced into a large one or two-year adjustnent
will seriously harm the econony. The busi ness
community has talked about a nulti-year plan rather
than a one or two-year plan that could exasperate
Al aska's current recession.

* Change is inevitable, but Alaska's savings allow a
mul ti-year adjustment. Alaska is fortunate due to its
| arge savings accounts that provide choices that other
states in the Lower 48 did not have in 2007 and 2008.
Sonme states had "rainy day" funds at 10 percent of
their budgets, Alaska's "rainy day" fund is 3 years.
Al aska's CBR has one year left for the 2016 budget
but the savings do allow a nulti-year adjustnment and
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that is why the business conmunity is saying the state
needs to have a plan that sees a multi-year path with
respect for spending and revenues.

CHAI R DUNLEAVY asked that Dr. Townsend address the short
term md-term and long-term effects of the three types of
possi bl e changes: taxes, dividend cut, and budget cut.

3:51:45 PM
DR. TOMSEND replied by addressing page 7, "Wy a nulti-
year plan? 2. Business inpacts are inevitable and will not

be uniform" as foll ows:

e Both further spending cuts and additional revenues
seem unavoi dable, the nunbers are just too high to
close with any one strategy.

 Different cuts and taxes wll affect businesses
differently.
He addressed page 8, "Exanples of business effects.” as
fol | ows:

e Sales tax inpact frominternet conpetition. Businesses
t hat face severe internet conpetition will be
di sproportionally concerned about a sal es tax.

e PFD cut and inpact on the rural cash econony.

e Businesses that rely on PFD spending are going to be
concer ned.

e Higher property taxes from education cost shift to
| ocal governnent: capital investnents face higher
t axes/| ower returns. Busi nesses considering |arge
infrastructure investnment in a conmunity may be
concerned about return on investnment due to higher
property taxes.

* No capital budget: professional services. Businesses
with a whole range of services that may have to
downsi ze due to no capital budget, such as: design
services, and environnental assessnent.

* Health care cuts: substantial cuts to the health-care
sector would have a strong inpact on the only part of
the econony that has really been growi ng over the past
several years.

He asserted that he is not arguing for any of the possible

changes; however, whatever changes the Legislature nakes
are |ikely to have disproportionally inpacts on sone
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busi ness sectors. He said businesses want to figure out
what the inpacts are, particularly when people are naking
10 or 20-year investnments. He said businesses may hold off
on investing until the inmpact fromthe effects are known.

3:54: 27 PM
CHAI R DUNLEAVY remarked that the analysis addresses the
evaporation of billions of dollars of wealth. Alaska in

trying to adjust to the new reality can either downsize to
what ever degree or bring in new revenue.

SENATOR G ESSEL questioned the sales tax inpact on non-
i nternet businesses by noting that she has been charged a
sal es tax when shopping online. She pointed out that job
| osses will result in famlies noving, ergo |ess students
shoul d decrease the cost of education. She remarked that
Dr. Townsend's premse is based on governnent being the
sole factor that affects the economy. She noted that as oil
prices have fallen, so have support services for that
industry, making it nore economc in some cases to nake
devel opnents go forward.

DR. TOMSEND replied that his analysis does not say that
the public sector is the only determnant. He noted that
t here have been very large shifts in both the oil and gas
i ndustry, but also in state governnment; that has caused a
noderate recession that is not as serious as what the Lower
48 faced. He asserted that governnent is not the only
driver, but government is an inportant driver in sone
sectors, particularly in health care. He set forth that
busi ness pl anni ng deci si ons depend on knowi ng what is going
on in the broader environnent for firms that are directly
and less directly dependent on the governnent. He
reiterated that the business community has called for a
mul ti-year plan due to its planning decision process.

3:56: 57 PM

He addressed page 9, "Tax policy 101, Broad and low " He
noted that Chair Dunl eavy requested a broad overview on the
impact of various taxes that results from changes of
taxes, introduction of new taxes, changes in how taxes are
| evied, and changes in spending. He set forth that ideally,
one uses broad-based taxes at l|low rates; for exanple, a
broad-based sales tax at 2 percent wll have |ess
distortion on the econony than a 4-percent tax on a nuch
narrower base that raises the same anount of noney.
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DR. TOMSEND pointed out that an unfortunate exanple of a
non- br oad- based tax is the federal inconme tax. He explained
that the marginal federal inconme tax is 33 percent, but the
high tax level is needed due to a |large percentage of both
the capital earnings and salary earnings being exenpt from
taxation because of various ways the tax code has been
structured. He noted that there have been <calls to
substantially broaden the federal inconme tax and reduce the
tax rate at the sanme tine. He reiterated that Dbroad-and-I|ow
is a strongly preferable tax policy.

3:58: 39 PM

He addressed page 10, "Econom c consequences of taxes" and
expl ained that taxes effect the econony in other ways. He
set forth that the cost of a tax to an econony is nore than
the amount of noney that goes to the governnment. He noted
three issues and added that issue-two and issue-three are
t he nost significant:

e 1. Admnistrative and conpliance costs; for exanple,
cost of running a tax agency, business cost for
col l ecting taxes, and conpliance cost.

e 2. People will spend noney to avoid taxes.

3. People shift their economc activities based on
taxes; for exanple, the preferable treatnment of real
estate both on favorable depreciation rules wth
respect to rental properties, and the deductibility of
home interest and property taxes. |If sonebody is
investing in real estate because it is profitable to
accept a 3 percent return when 6 percent could have
been earned soneplace else, that 3 percent is a |oss
to the econony. People shift their economc activity
by shifting nore productive to | ess productive uses.

CHAI R DUNLEAVY asked if Alaska's geographic isolation acts as a
nmodifier to the three tax issues previously noted; for exanple,
Al aska does not have neighboring states that inpact crossing
state lines for enploynment or shopping.

4:02: 30 PM

DR. TOMNSEND replied that sonme of the distortions in the Lower
48 differ in A aska. He pointed out that residents of New
Hanpshire cross the state |line to buy cheaper alcohol. He said
there are advantages to being a single entity. He noted that
Al aska can take steps that encourages people to invest in one
type of investnment versus another; for exanple, an incone tax.
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CHAI R DUNLEAVY asked to address how Alaska's situation nmay
nodi fy behaviors related to cutting and the PFD

DR. TOANSEND agreed and said consideration nust be given to the
details of individual taxes, spending, and where the state was
at .

4:04: 22 PM
He addressed page 11, "Tax Policy 102: Equity and efficiency are
often in conflict in tax policy." He said there are inherent

conflicts between the goal of having an equitable tax system
that has people pay who can nost afford to pay and the
ef ficiency consequences. He reiterated that broader tax bases
are desirable wth respect to avoiding distortions on the
econony; however, broader tax bases often nean there is |ess
ability to effect who it is that actually pays the tax.

He addressed page 12, "Regressive vs. Progressive" regarding
equity as foll ows:

* Regressive: percent of inconme paid in tax falls as incone
increases. Note, total tax paid may still increase as
income increases. A l|lower-inconme person may pay a higher
percentage of their incone on a sales tax than a person
that earns nore noney due to the ability to save npbney and
buy things that are not subject to the sales tax. A higher
i ncome person pays nore sales tax, but regressive taxation
i s neasured by percentage.

* Progressive: percent of inconme paid in tax increases as
i ncone increases.

4:06: 22 PM

CHAI R DUNLEAVY asked Dr. Townsend to address how behavior wll
differ in Al aska regarding incone tax, sales tax, and property
t ax.

DR. TOMSEND addressed page 13, "Alaska's current taxes-I"
versus ot her states as foll ows:

e Corporate inconme tax: 9.4 percent naxinmum anong the 4
hi ghest in the country, but 10 states are at 8.5 percent to

10 percent.

» Local property taxes: 10-12 average "mll rate;" slightly
above m ddl e of the pack.

* No vehicle property tax; |ike 25 other states.

 Fuel tax $0.1225/gallon; lowest in the country.
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* No personal inconme tax; like six other states, tw tax
di vidends and interest, not wages and sal ari es.

4:08: 07 PM
CHAI R DUNLEAVY asked if Al aska's |and ownership inpacts property
tax mll rates; for exanple, lands held in trust, lands held by

t he federal government, etc.

DR. TOMNSEND answered that Al aska's |and ownership inpacts how
much noney is collected by the |ocal property tax. He summarized
that Alaska is slightly above average in terms of its
col |l ecti ons.

He addressed page 14, "Alaska's current taxes-11," sal es-and-use
taxes as foll ows:

* No state sales tax; like four other states, all four states
collect lodging tax and nost a neals tax. All states do
i npose a broad sal es-and- use t ax.

e Local sales taxes to 7.5 percent. Local roons tax to 12
percent; 38 states have | ocal sal es taxes.

« Alaska inposes a 10-percent car rental tax; second highest
with 5 other states.

CHAI R DUNLEAVY asked to clarify that Alaska is in the upper
quarter of corporate taxes.

DR. TOANSEND replied that Alaska is in the upper 20 percent.

CHAI R DUNLEAVY asked to confirm that Alaska is on the upper end
for car-rental tax.

DR. TOANSEND answered yes.

CHAI R DUNLEAVY asked to verify that Alaska is in the upper end
of property tax.

DR. TOMNSEND answered no. He specified that Alaska is a little
above average, between the 50 to 65-percent range. He noted that
New Hanpshire is on the high range at 20 to 40 mlls

4:11:56 PM
He addressed page 15, "Sales Tax Effects" as foll ows:

* Conpetition from internet sales. People are able to go
online and buy from out-of-state and not pay a sal es tax.
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* Mderately regressive.

* Exenptions, especially food, reduce "regressivity" at the
cost of collecting | ess revenue.

e Federal income deductibility for item zers; however, nost
peopl e paying a sales tax do not item ze.

DR. TOMWSEND sunmarized that Alaska's sales taxes are paid in
part by visitors. He added that Al aska has the uni que probl em of
introducing a sales tax when the state already has |ocal sales
taxes in place.

CHAI R DUNLEAVY noted that other states have local and state
sal es taxes.

DR. TOMSEND answered correct, but pointed out that states
typically introduce statew de-sales taxes prior to |ocal taxes.

4:14: 01 PM

SENATOR EGAN pointed out that since Alaska' s statehood, the
prerogative has always been that sales taxes are left to
muni ci palities and that is why there is no state-sal es tax.

DR. TOMSEND agreed with Senator Egan and noted that
muni ci palities that do not have a local sales tax will probably
have hi gher property taxes.

He addressed page 16, "lnconme Tax effects" as follows:

e Rates can be progressive.

e Differential treatnment of different income can be quite
di stortionary; exanple, capital gains.

* Deductions and credits can be quite distortionary; exanple,
home interest. Cunulative of the substantial effects can
destroy the econony and affect the |ong-run performance of
t he econony.

e Can influence retirenment decisions on the state |evel.

* Federal tax deduction for item zers. Most people who pay a
federal incone tax item ze.

» States do tax the in-state earnings of nonresidents.

4:16: 15 PM

He addressed page 17, "Coordinating with Federal Tax" to pay
state income tax. He said there is no question that using the
federal tax definitions reduces a state's adm nistrative costs.
He detail ed as foll ows:
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 Only one state uses Federal taxes paid as base.
« Different income/tax bases from Federal incone:

- Total incone, line 22 of Form 1040.

- Adjusted gross incone, |ine 37.

- Adjusted gross incone with further adjustnents.
- Taxabl e incone, |ine 43.

- Tax/alternative mninmumtax, |ines 44/45.

- Tax after credits, |ine 56.

DR. TOMSEND noted that frequent proposals in Al aska would
express the taxes paid in the state as a percentage of federal
taxes. He remarked that using a percentage of federal taxes was
great in the past, but nbst states have conme up with their own
processes for adjustnents, deductions, and the tax rates.

He detailed that there are several different figures that the
state could take fromthe Form 1040 as the basis for calcul ating
the state tax. He specified that line 22 of Form 1040 is the sum
of one's incone and line 37 is adjusted gross incone. He noted
that nost states wuse adjusted gross inconme, but further
adjustnments are nade. He informed that inconme after deductions

is indicated on line 43 in the Form 1040, lines 44 and 45 show
the alternate rate calculation, and line 56 shows the tax after
credits. He pointed out that <credits have becone very

significant for the average taxpayer wth child credits and
tuition credits.

4:19:11 PM

He set forth that if the goal of the state is to start from a
system at sone percentage of the federal tax base, witing that
into statute would not be difficult. He pointed out that the
reason why states have noved to using their own definitions of
deduction adjustnents and the rates are twofold: conplications
with part-year residents and changes to the federal policy. He
noted an exanple of a change to the federal policy occurred 20
years ago where the federal governnent declared a 10-percent tax
credit, a state using the federal definition of taxes would see
its revenues go down by 10 percent and a state that sinply used
the federal definition of taxable inconme would have been |eft
i ntact. Sudden changes in the federal-tax code have a
destabilizing effect on state budgets and that has led to only
one state using the federal taxes paid as the place to start.

DR. TOMSEND addressed page 18, "Property Tax effects" as
fol | ows:
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e Argunents over progressivel/regressive because half of the
property taxes are paid by industrial and business
custoners; who actually pays those taxes matters.

 Differentially affects those on fixed incone.

e "Circuit breaker"” provision reduces regressivity on incone
or age-based residents.

« Can create "tax conpetition” for industry.
Federal tax deductibility for item zers.

4:21:56 PM

He detailed that property taxes historically in the U S. have
been the primary funding source for |ocal education; that has
changed so that nobst states contribute substantial equalization
anounts to fund local K-12 education because the variation in
property-tax bases to support education vary w dely.

He addressed page 19, "Permanent Fund Dividend cuts" as foll ows:

« PFD is a very progressive program where |ower-incone
famlies receive a higher-incone percentage from the
subsi dy.

e Cutting the PFD has a strongly regressive effect.

4:23:54 PM
CHAI R DUNLEAVY remarked that sone Al askans do not consider the
PFD a subsi dy.

DR. TOANSEND recanted "subsidy" for "paynent." He exclainmed that
he did not intentionally use "subsidy" to describe the PFD
paynent .

CHAI R DUNLEAVY specified that individuals receive a "dividend."

DR. TOANNSEND continued that the PFD is taxable so the dividend
results in the federal governnent paying part of it through
itemzers. He noted that there is a conplicated issue that
because state taxes are only deductible by item zers, whether
the income tax and the dividend is linked through a credit in
some way woul d make a difference for non-item zers.

He addressed page 20, "Spending cut effects" as follows:

* Inpacts depend upon what you cut.

e Details matter, such as inpact on prograns such as
Medi cai d, what the state spends and the anmount the federa
governnent is providing. Details can be conplicated where

SENATE STATE AFFAI RS COWM TTEE- 14- January 24, 2017



in the short run there is a small effect, but in the |onger
run there is a cunul ative effect.

e Education cuts will alnopst certainly increase |ocal taxes.
e Oher cuts will shift costs; exanple, universities.
e Long run goal is to fund services whose value to Al askans

exceeds their cost, e.g., court system crimnal justice
system child protection services, etc.

DR. TOMSEND summarized that Alaskans ultinmately nust decide
what values they get from their services and what services
should be funded. He specified that in the long run, services
provide things that nmake Alaska a better place to live. He
asserted that the short run matters and noted that Al askans need

to be worried about the effects spending cuts will have on the
state's econony because no one wants a serious recession,
however, in the long run the goal is to make decisions on

services from state and | ocal governnent when spending cuts are
consi der ed.

4:25:45 PM
CHAI R DUNLEAVY asked why Dr. Townsend said education cuts "will"
rai se property taxes rather than "coul d" raise property taxes.

DR. TOMNSEND specified that he said "alnbst certainly"” because
of what happened in the Lower 48 during the nost recent
recession. He noted that a nunmber of |egislatures cut education
support and the result shifted costs onto |ocal taxpayers and
st udent s.

CHAI R DUNLEAVY pointed out that Alaska has the "Unorganized
Bor ough" that does not have a tax base where there is no |oca
contribution that results in 100 percent contribution from the
state, resulting in no ability to inpose or increase a tax.

DR. TOMSEND answered correct and noted that a problem for
communities in the Unorganized Borough versus comunities that
can raise taxes and the change will have differential inpacts on
t he student educational system

4:29:15 PM

He addressed page 21, "ISER estimates of effects per $100
mllion change in state budget"” and inpact in the short run as
fol |l ows:

» Taxes: 450 to 800 jobs.
e Dividend cut: 550 to 900 jobs.
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* Budget cut: 1000 to 1250 j obs.

DR. TOMNSEND said there are going to be different budget nodels
and | ooking at the sane nunbers going ahead is inportant.

He remarked that there is increasing recognition that the state
is not going to get out of its situation in a year or two and
consideration for inflation nust be taken into account:

e Inflation needs to be treated identically in revenues,
expenditures, and in earnings fromthe permanent fund for a
realistic picture.

e Al can be in "nomnal" terns, using the sanme nmeasures and
expect ations about inflation.

Al can be in "real" terns, which is the sanme as "today's
dollars.” Econom sts typically use "real" calculations. The
same answer results either by using "today's dollars” or by
inflating everything by the sane nunbers.

He sunmarized that inportant questions to ask when dealing with
a budget is how inflation is being dealt with and is it being
done consi stently.

4:33: 25 PM

He referenced a question from a previous committee where he was
asked if Alaska's current recession could be considered the
"Great Recession." He said the answer that was given by the
econonmi sts was, "No, at least not yet." He detailed that the
housi ng mar ket has been surprisingly stable in Al aska. He opined
that w thout wupsetting people, sone mght be saying that the
state could be heading into the beginning of Alaska s "G eat
Recession” if the wong things are done; for exanple, a sudden
decline in the econony causes the housing market to coll apse due
to out-mgration; that mght lead to a cunulative effect that's
greater than spreading the effects out.

He opined that the U S. econony averted another "G eat
Depression” in 2007-2009 due to aggressive nonetary and
budgetary response by the federal governnment. He renarked that
the "Great Recession,” [2007-2009], dragged on because agreenent
could not be reached about which of the various solutions to
continue the recovery was acceptable; to sonme extent, the
econony ended up being held hostage due to different ideol ogies.

He said he urges Alaskans to look for solutions that wll get
the state through the challenging times wthout the Kkinds of
severe inpacts that acconpanied the "Geat Recession” in the
Lower 48.

SENATE STATE AFFAI RS COWM TTEE- 16- January 24, 2017



4:35:49 PM

CHAI R DUNLEAVY pointed out that Dr. Townsend spoke about the
"Great Recession" in the Lower 48, asserting that $5 trillion to
$10 trillion was put on the backs of future Anericans as a
result of the stimulus actions taken. He remarked that Alaska is
currently trying to grapple with how to deal with a state
econony that has lost billions of dollars. He said the state has
historically hoped for an oil price rebound because Al aska had
t he production; however, nost people now feel that hope is not a
very good strategy while the state goes through its savings.

He asked that Dr. Townsend specifically address the short-term
md-term and [ong-term inpacts of the available tools the state
has: reductions, various revenue enhancenents, pernmanent fund
restructuring, and taxes. He noted that there is a belief that
going down the road of taxes would result in taxes not being
repealed again. He inquired if Dr. Townsend' s definition of
"short term is one year or five years. He pointed out that
econom ¢ nodeling for the inpact from a 1200-job cut would vary
if done in one year versus spread over five years.

4:39: 02 PM

DR. TOMSEND replied that Alaska needs to grapple with Chair
Dunl eavy's question as it decides a plan. He conceded that
econonm c nodels are nuch better at predicting the short term
than the long term He renmarked that asking the nodels to nake

exact predictions ten years out wll provide guidance; however,
none of them are going to give an answer that says, "This is the
right answer.” He remarked that there is an elenent of using

judgenent to address what kinds of uncertainty to deal with or
to learn with.

He set forth that the short term is where econonm sts can see

that 2017 is going to look |ike 2016, 2018 will still see sone
job losses from the previous changes; the econony after that
will likely stop losing jobs, unfortunately the nodel does not
see anything on the outside that's going to pull the state out.
He specified that tourism will not pull the state out because
it's not big enough to replace the inpact oil had on Al aska's
econony. He expressed that there will be a lot of things that

change in the future, perhaps in the next few nonths with the
current admnistration. He added that there is a lot of
uncertainty with what mght happen with health care. He said
people in Alaska are saying that a favorable regulatory
environment wll provide opportunities for expanded natural
resource exploitation that could potentially provide a force to
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i ncrease the econony. He pointed out that the state budget has

some built-in concerns that tend to pull in the opposite
direction; again, the state is spending nothing on capital,
roads and infrastructure will have to be replaced at sone point.

He added that the state has unfunded liabilities and uniquely
Al askan dynam cs with health care.

4:42:16 PM

DR. TOMNSEND asserted that thinking about a five-year plan woul d
be wise as to how the state wants to distribute the changes. He
conceded that when he talks about a five-year plan, he is
realistically saying that the state needs to be adjusting for
the next decade because cuts may require reconsideration;
exanple, many states in the Lower 48 reduced support for higher
education that resulted in higher student debt. He explained
that states in the Lower 48 have admitted that they did not
understand why a particular service was inportant. He set forth
that addressing a need for a service also requires finding a way
to raise or cut revenues elsewhere. He summarized that a five-
year plan is a realistic planning scenario for the state's
overall blueprint with respect to nmanagi ng: new revenue sources,
the permanent fund and the funds it is capable of generating,
PFD, and spendi ng.

4:44: 26 PM

SENATOR G ESSEL questioned an earlier statenment by Dr. Townsend
regarding the approximte mnmaximum sustainable flow from the
permanent fund. She pointed out that the Legislature can access
the ER and CBR, but not the permanent fund.

DR. TOMSEND replied that his statenent addresses what the state
can do under the current constitution versus Al aska' s econom c
realities. He asserted that a wuniversity would nmanage its
endowrent differently. He asked if the state is wlling to
accept greater budgetary variability and planning difficulty by
continuing with the current nmechanism He set forth that
Al aska's |arge and val uabl e savings account can be used to help
the state through the difficult tinmes; however, putting boxes on
how the state can use its savings account will make it harder.

4:47: 06 PM
CHAIR DUNLEAVY pointed out that Dr. Townsend continues to
enphasi ze five years.

DR. TOMSEND set forth that the elements of |ong-term planning

necessitates Alaska to figure out what it is going to do wth
the permanent fund, the associated funds, and the PFD;, that's
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going to put a definition on the scope and size of the rest of
the problem He voiced that Alaska faces a very different
environment than it got used to for the last 30 years and hard
choices need to be made on where to draw the line. He asserted
that saying certain choices cannot be included will nake it
harder to find solutions that mnimze the real cost for
Al askans. He renarked:

We don't want Al askans being unenpl oyed unnecessarily
if there's a way for us to manage this. W don't want
people feeling that they have to leave the state
because of short-run econom c downturns, we would |ike
to have it be successful in the |ong run.

He specified that his calculations sinply specify the anount of
noney that the state has and how it can use it in a sustainable
way. He asserted that |ooking at the variable ER year-to-year is
going to nake it harder to plan. He asked that Al aska conpare
itself to the typical state of 2007-2008 where typical budget
reserves were 10 to 40 percent of annual spending. He pointed
out that Alaska's budget percentage to annual spending is
several hundred percent with reserves that provide several years
for a "soft | anding."

4:49: 33 PM

SENATOR G ESSEL addressed Dr. Townsend's "quantitative" data
regarding projected job |osses from taxes, dividend cuts or
budget cuts. She renmarked that she takes Dr. Townsend's
guantitative data with a grain-of-salt due to "qualitative"
soci al issues that exist. She asserted that the PFD draws people
to Alaska who wutilize a high anmount of state services and
gover nment - dependent individuals would not nove to Alaska if
there was no PFD;, that would affect budget demands for health
and soci al services.

DR. TOMNSEND replied that he has not seen any research on the
i mpact of the PFD. He noted that a person nust be in the state
for a year to qualify. He revealed that migration data shows
that the nunber of people noving out of Alaska is approximtely
equal to the net increase, births over deaths. He conceded that
a good bit of the mgration out is highly skilled and higher-
i ncone individuals who are nore nobile.

4:52: 33 PM
CHAI R DUNLEAVY pointed out that Dr. Townsend wll be invited
back to specifically address "behavioral inpact.” He opined that
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Dr. Townsend has witten possible newspaper headlines for the
next two days:

1. Townsend says, "Great Recession unavoi dable."
2. Townsend says, "Reducing the size of the budget wll cause
catastrophic job loss.™

He remarked that having Dr. Townsend return wll, nost
inportantly, allow the commttee to talk about the behaviors in
nore detail. He pointed out that Dr. Townsend highlighted where
the state is at, but explained that the commttee needs
addi ti onal engagenent; for exanple, what happens if the PFD is
elimnated. He noted that Senator G essel addressed the PFD
attracting people to nove to the state and pointed out that a
person nust reside in the state for a mninum of one year to
qualify for the PFD, but one day to qualify for welfare. He
detailed that a person can be in Alaska for one day and say that
they intend to stay and start to apply for welfare prograns
that, many say, are nmuch nore expensive to the state in many
respects. He set forth that his previous exanple shows why it is
difficult to get everyone on the same page, but the conmttee
needs to dig a little deeper on behavi ors.

DR. TOMNSEND jocosely asked if he could disavow his conment on
Al aska's "Great Recession.”

CHAI R DUNLEAVY facetiously pointed out that sone newspaper wll
pick up on Dr. Townsends' statenent that a five-year plan m ght
| essen the inpacts.

4:55: 06 PM
At ease.
4:56:19 PM
SB 1- APPROP: 2016 PFD SUPPLEMENTAL PAYNMENT
SB 2-2016 PFD SUPPLEMENTAL PAYMENT
4:56: 20 PM

CHAI R DUNLEAVY called the commttee back to order. He announced
the consideration of SB 1 and SB 2. He explained that SB 1 is a
bill that he introduced in the fall of 2016. He detailed that SB
2 is the enabling portion to SB 1.

He noted that the 2016 Legislature passed an appropriation bill
that was to fully fund the entire PFD. He detailed that half of
the PFD was vetoed by the governor, approxinmately $700 nmllion

He specified that the governor said his veto was an effort to
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help with the state's fiscal situation. He revealed that the
approximate $700 million from the veto resides in the earnings
reserve and not in the general fund.

CHAI R DUNLEAVY contended that the dividend is a very unique
issue that is not seen in other states or countries. He opined
that Al askans believe the PFD is a way of receiving a royalty
from the state of Alaska due to the Statehood Act and a
subsequent constitution that has the state owning the resources
in a socialized manner. He explained that the nethod of paying a
di vidend from the permanent fund allows all Al askans to partake
in the state's mneral rights. He specified that the bill sinply
restores the second half of the PFD that was vetoed by the
governor. He asserted that the belief is the PFD is a decades-
old tradition or right.

He stated that he believes restoring the second half of the PFD
is the right thing to do due to the current econony's condition
as well as coments from his constituents who noted that their

di vidend was planned to be used for fuel oil, college, nedica
bills, vehicles, etc. He opined that there are different ways to
deal with the ongoing fiscal issue and the bill addresses a need

to fix the 2016 PFD and allow the Legislature to nove on to
bi gger and nore inportant issues in ternms of fixing the fisca
I Ssues.

4:59: 13 PM

G NA RI TACCO, Staff, Senator Dunleavy, Al aska State Legislature,
Juneau, Al aska, provided an overview of SB 1 and SB 2 as
fol |l ows:

There are two bills because one is an appropriation
bill, which is SB 1, SB 2 is the directive bill and
both are required in order to issue check imrediately
before the next payout in October. SB 1 gives the
appropriation anpunt and then SB 2 directs the
Department of Revenue to actually go ahead and nake
t hose checks avail abl e.

5:00: 02 PM
At ease.

5:00: 12 PM
CHAI R DUNLEAVY called the commttee back to order. He announced
that there is a commttee substitute (CS) for SB 1.

5:00: 21 PM
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SENATOR d ESSEL noved that the conmttee adopt the CS for SB 1,
version: 30-LS0042\D.

5: 00: 36 PM
CHAI R DUNLEAVY obj ected for discussion purposes.

M5. RI TACO provided an overview of the CS as foll ows:

The sectional change wth Section 1 changes the anount
appropriated from $660,350,000, which was just an
estimate at the tine that we had the bill drafted, to
reflect the statutory cal culated anmount vetoed by the
governor which is $683, 234, 813.

CHAI R DUNLEAVY asked to verify that there were no ot her changes.
M5. RITACCO replied that there were no other changes.

5:01:19 PM
At ease.

5:01:31 PM

CHAI R DUNLEAVY called the conmttee back to order. He announced
that he renoved his objection to the CS for SB 1. He declared
that the CS for SB 1 is adopted. He asked that M. Ritaco
provi de a sectional analysis.

5:01: 48 PM
M5. RI TACO provided a sectional analysis as foll ows:

SB 1, Section 1: restores approximately $1,032 to
every Al askan.

SB 1, Section 2: makes SB 1 contingent on SB 2; the
reason for this is that if you don't nmake that
contingent on each other, you could have the
appropriation pass and it wll just sit there until
the next payout goes, which wuld be in 2017

therefore it actually would be in addition to 2017's
paynent rather than a supplenental to the 2016
payment .

SB 2 is the directive, Section 1: the comm ssioner of

the Departnment of Revenue is directed to nake the
paynment i mmedi ately.
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SB 2, Section 2: contingent on SB 1 passing, so if SB
1 does not pass, SB 2 does not go into effect.

W put an effective date of May 1, 2017 to give tine
for the Departnent of Revenue to actually make the
checks and send them out wth FY2017's funds rather
t han FY2018.

M5. RI TACO summarized that SB 1 and SB 2 are interconnected and
are contingent on one anot her.

5:03:11 PM

CHAI R DUNLEAVY announced that [SB 1 and SB 2] are held in
commttee. He remnded the commttee that public testinmony wll
be held at an upcoming comrittee nmeeting and the intent is to
nove the two bills the foll ow ng week.

5:04: 35 PM

There being no further business to cone before the conmttee,
Chair Dunleavy adjourned the Senate State Affairs Commttee at
5:04 p.m
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