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WELFARE REFORM - AFDC to ATAP

Fd] 97 “Pre-ATAP” Welfare Reform Changes to AFDC

e« Minor Teen Parents
e Shelter Costs in Benefit Calculation

e Penalty for Asset Transfer

July 1997 ATAP Implementation

60 Month Time Limit

*  Work or Work Activities Before 25th Month
e Self-Sufficiency Plans for AH Families

* Applicant Work Search

+ Benefit Reductions for 2-Parent Families

» Disqualification for Job Quit or Refusal
 No Benefits for Convicted Drug Felons

* Increased Earned Income Disregards

* Vehicle Value Limit Raised

« 100-Hour Rule Eliminated

» Diversion

e Strong Paternity/Child Support Cooperation Requirements



WELFARE REFORM AFDC TO ATAP

Regulation Timeline - July 1, 1997 Implementation

Feb. 14 First Draft to Dept, of Law
Feb. 28 Finalize Regulations

Mar. 5 Distribute for Public Comment
Mar. 17-21 Public Hearings

Apr. 1-8 Incorporate Public Comments
Apr. 9 Final to Dept, of Law

Apr. 30 Regulations Adopted, Signed by Lt. Gov.



The Welfare-to-Work Challenge

Whatthe Laws Require Relative to Work

¢ Five Year Limit on Benefits
Both state and federal law limit recipients to a total of 60 months of benefits

> Two year Work Requirement Limit
Both state and federal law require that non-exempt recipients be in a work
activity within 24 months of receiving benefits

¢ Work Participation Requirements
Federal law requires that the state meet work participation requirements as

follows:
Fiscal Year ALL FAMILIES TWO-PARENTFAMILIES
97 25% 75%
98 30% 75%
99 35% 90%
00 40% 90%
01 45% 90%
Thereafter 50 % 90%

Note: Failure to m&st federal participation rates results in a penalty to the
state. Five percent per year ($3.2 million) up to 21% ($13 million). States are
required to make up the difference.



FYs. Mandiated Work Reguirements

Average Monthly ATAP Caseload

Excluded Cases
Child Only Cases
Exempt Families

Total Cases Subject to Work Reqs.

Two Parent Families
One Parent Families

FY93 Federal Welfare Reform Mandatory
Participation Rates

Two Parent Participation Rate
All Families Participation Rate

Two Parent Cases to Meet Rates
Single Parent Cases to Meet Rates
Total Cases tto Meat All Families Rate

Active Cases Served to Meet All

Families Rate
(Based on 75% of active cases meeting

work requirements.)

FYO98

12,744

1,000

1.115

10,629

1,960
8,669

75%
30%

1,470
1.719
3,189

4,252



Allowable Work Activities

STATELAW

EMPLOYMENT ACTIVITIES

¢ Subsidized and unsubsidized work
¢ On-the-Job training

WORK EXPERIENCE ACTIVITIES

¢ Job sampling
¢ Community work services
JOB PREPARATION ACTIVITIES

¢ Job readiness assessments

¢ Job search requirements
EDUCATION AND TRAINING
ACTIVITIES

¢ Education and vocational training

* & & o o

FEDERAL LA W

Unsubsidized Employment
Subsidized private sector employment
Subsidized public sector employment
On-the-Job training

Provision of child care services to an
individual who is participating in a
community service program

Work experiencel
Community service programs

Job search and job readiness assistance2

Vocational educational training
Job skills directly related to
employment4

Education directly related tc
employment

Education directly related to

employment5 (in the case ofa recipient w'io
has not received a high school diploma or
certificate of high school equivalent)

Satisfactory attendance at a secondary
school of course of study leading to a

G E D5 (in the case of a recipient who lias not
completed secondary school)
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Inportart Fodndtes

“public sector work experience which counts only if private sector employment is not available

limited to 6 weeks and no more than 4 may be consecutive
3may not exceed 12 months for any individual, no more than 20% may be in voc ed in any month

4this activity does not count for the first 20 hours per week of participation for single parent
families or the first 30 hours of participation for 2-parent families

Sthis activity does not count for the first 20 hours per week of participation for single parent
families or the first 30 hours of participation for 2-parent families unless the parent is under 20

years of age and a head of household

Exemptions to Work Requirements

¢ Families without an adult head of household (child only cases)

¢ Unmarried teens under 18 without a high school diploma or GED (they are
required to be in school or pursuing a GED)

¢ Single custodial parents with a child less than one year

Additional exemptions providedfor in state law (SB 98)

¢ Parent or caretaker providing home care for a disabled child or relative

requiring 24 hour care
¢ Parent or caretaker who establishes an inability to participate for medical

reasons as supported by a medical professional
¢ Ifthe participation would pose unreasonable hardships on the family

Hours ofParticipation

ALL FAMILIES TWO-PARENTFAMILIES
Fiscal Year = Weekly Average Fiscal Year Weekly Average
97 20 hours 97 and Thereafter 35 hours
98 20 hours
99 25 hours

Thereafter 30 hours
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WORK FIRST PHILOSOPHY

Source: Manpower Demonstration Research Corporation: Work First Guide

¢ The bestway to succeed in the labor market is to join it.

¢ Work habits and skills are developed on the job rather than in the classroom.
¢ Anyjob is agoodjob and can be a stepping stone to a betterjob.

. The goal is to move people from welfare to work as quickly as possible.

¢ Job search is a central activity.

¢ The labor market is used as the testofjob readiness.

¢ Job Clubs are used extensively.

¢ For those unable to find ajob right away additional activities are geared to move

participants to work as quickly as possible, e.g., education, training, counseling,
community work service.

. These activities are short term, closely monitored and immediately followed by

additional job search.

Source: NGA forum: Work First: 1t’s Not Just About Welfare -Cleveland Nov 20-21, 1996

. The effectiveness of services to job seekers can be improved significantly if the

service delivery system is more closely linked to local economies and the real needs

ofemployers.
¢ Work is an employability development tool, notjust the desired end result of
employmjnt and training policies.

. Employment services and job training are tightly connected to local labor markets.

. Training is work based and driven by employer requirements.
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DPA’s Philosophy Toward Work

At DPA we believe,
Work....

Welfare...

Our clients... ...

Our job...........

..i1s always better than welfare

..offers the best avenue to escape poverty

..does not adequately support families

..should only be a short-term means of

support

are all capable ofmaking strides toward

self-sufficiency

..are an essential partin developing their

plans for self-sufficiency

.<..are accountable for their progress tow ard

their goals

.i...should be treated with dignity and respect

that honors their differences

is focused on helping as many families as

possible become self-sufficient

..is to provide the supportto help clients

each their goals

..requires that we be mindful ofour

responsibility to the citizens of Alaska

..involves collaborating with clients, staff,

partners and the community to ensure our

clients’ success

..is to make work a better option than

welfare
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Client Service Delivery
Revised Work Flow

ATAP
Applicants

Orientation to
Work First
Program

Eligibilit
Determinat%/on

Diversion

\/
Self Sufficiency
Plan Begins

Up-Front Work
Search

Intensive Services

Safety Net
L Services

Referral to
Other Agency

g

Self
L Sufficiency
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CONTRACTING MODEL

(Developed in Oregon)

< District state welfare offices have strong local autonomy and
collaborate with local community organizations

<A prime contractor works in direct partnership with the state in each of
their 15 districts.

# The state and prime contractor jointly share responsibility for meeting
certain performance targets.

< The prime contractor must be able to demonstrate collaborative
planning at the local level showing support from potential
subcontractors and other agencies that participated in the planning

DrOCESS.

< Prime and subcontractors must describe what additional measurable
direct and in-kind services and other resources they can contribute to

helping achieve program objectives.

# There must be a plan for a broad-based local advisory committee that
will review program performance and identify operational and other
Issues that will Improve services to clients.



ONE STOP SITES

We have established or will be moving forward with the creation of one-stop facilities
at several locations:

Mat-Su: DPA, ES, Voc Rehab, CSED (March 97) and JTPA/ABE later

Ketchikan: DPA, ES, Voc Rehab, ABE. Recently completed remodel,
integrated phone system.

Fairbanks: DPA, ES and CSED Reconfiguration plans include Fairbanks
Private Industiy Council and DCRA/JTPA.

Kenai/Soldotna: DPA, ES, JTPA, ABE, CSED, and an out-stationed Public
Health nurse.. Bids have gone out to house all these agencies in one facility.

Anchorage: Preliminary discussions have taken place regarding long term
planning of one or more one-stop facilities. Partners yet to be determined.

Bethel: DPA, JTPA ,AHFC, outstation ES, Voc Rehab and ABE
Eagle River: ES provides an out-station space for DPA, DVR, JTPA
Homer: DPA, ES, AHFC, CSED outstation

Sitka: DPA and ES currently in separate facilities. Developing plans for
colocation, including out-stationing for ABE and UAS.



Reinvestments in Welfare Reform

A $6.6 Million Decrease
4 $6.6 Million Increase

Decreased Costs Support
of Welfare Serf\Jnces
¢/ ﬁmﬂ Reinvestments
f Child Care
mSmk $2.5 Million
Wmmm 469 Served
M Welfare to Work *
%3.4 I\/illcl)on
2250 Served
JOB HSBBSSSS;‘TfﬁV\fB‘rj”gggggV\IgH\gggggBM Chll d
Training " Care

* Represents new recipients who must enter work activities in FY98.

Reinvestm ents in W elfare Reform -C hari



4

4

4

Reinvestments in W elfare Reform

(Reallocation of ATAP Savings to Welfare to Work Activity)

State Federal Total

Child Care 1722.3 818.8 2541.1

With thousands ofadditional recipients moving intojobs or work
activities, there isa much greater needfor child care services.

Work First 1724.5 1724.5 3449.0

New Welfare-to-Work services need to be delivered. Community
contracting, contractservices and supportive services.

Computer System 261.1 261.1 522.2

Increased PC network support.
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DIVISION OF
CHILD SUPPORT

ENFORCEMENT
DEPARTMENT OF REVENUE

WELFARE REFORM
IMPLEMENTA TION

Child Support Components
in SBYS



"OCCUPATIONAL AND DRIVER’S

LICENSE - REVOCATION, SUSPENSION,
NON-ISSUANCE OR NON-RENEWAL

Original Obligors ldentified 13,857
Obligors (after exclusion) 9,300
Obligors who live in Alaska 6,450 *

Number of Payment Plans o1

Total Monthly Payments

from Plans $22,850
December Collections

Attributed to Program $190,000+

Licensing Triage Team Offers
Assistance: Modification, Default
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Arrears, Payment Plan or Hardship

"»DEFAULT ARREARS PROGRAM

/ Potential Reduction of $300,000
- $600,000 in Arrears

/ Status of Program:

¢ Default Team has recently
completed training

¢ Licensing Team is referring
cases so that arrears are
adjusted before licensing action

taken

¢ Default Team has manually
Identified thousands of cases



and adjustments begin
February 1.

N INTEREST RATE REDUCTION

/ Reduced interest rate on arrears
from 12% to 6% on cases with
Alaskan child support orders



New Child Support Provisions
In Federal Welfare Reform

New Hire Employer Reporting

[ All Employers must report new
hires

/[ 15,000+ employers must report to
CSED - rather than current 300
employers who now report

State and Federal Case Registry

/  Must match registry with New Hire
data

/  Must provide data to Federal Case



Registry - by mainframe link

Expedited Processes

[ Quarterly data matches with
financial institutions in state

/[ Must disburse payments in 2
business days rather than current

15 days

/  Must process income withholding
orders within 2 business days
rather than current 15 days

/|  Employers must forward funds
within 7 days rather than current 10

days



/

/

Penalties for failure to respond to
administrative subpoenas

Increased access to utility and
cable records

Other Provisions

/

Rights of parties and privacy
safeguards expanded

Social security numbers required
for numerous licenses and
certificates

Additional options for state on the
frequency and reasons for review



and adjustment of orders

Licensing law must include
recreational licenses

Reporting of individuals with
arrears over $5,000 for feds to
deny, revoke or limit passports

Decreased time lines In Iinterstate
cases and tougher restrictions

Increased locate opportunities -
requiring more public and private
entities to cooperate with CSED



On August 22, 1996 President Clinton signed into law P.L. 104-193, The Personal Responsibility
and Work Opportunity Act of 1996. This law has a substantial impact on immigrant eligibility for
public assistance and medical assistance benefits. The table below compares the benefits to be

received by legal aliens under current law and proposed legislation

V Program

Food Stamps

Supplemental Security Income

Medicaid

Alaska Temporary Assistance
Program (ATAP)

Adult Public Assistance

Current Law

Most legal aliens no longer
eligible

Most legal aliens no longer
eligible

Most legal aliens barred form
Medicaid coverage regardless
of entry date into country.

Legal aliens eligible for
benefits regardless of date of
entry; legal alien benefits all
general funds.

All legal aliens continue
program eligibility.

proposed Change

No change; Fed only program

No change; Fed only program

Legal aliens receiving
Medicaid as of 8/22/96
grandfathered; legal aliens
arriving after 8/22/96 barred
for 5 years.

Legal aliens receiving benefits
as of 8/22/96 grandfathered;
legal aliens arriving after
8/22/96 barred for 5 years.

Continue federal/state funding.

Grandfathered eligibility to
only those legal aliens in
country as of 8/22/96 - legal
aliens arriving after 8/22/96
barred for 5 years
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FY 97 Budgeted Expenditures
(Legal Immigrants)

Program General Fund Total
Food Stamps $0.0 $812.3
Medicaid $2,585.7 $5,171.3
AFDC/ATAP $1,349.7 $2,699.4
APA $3,123.9 $3,123.9
Totals $7,059.3 $11,806.9

Individual Impacts on Legal Immigrants

Benefits for Blind/Disabled/E derly

Before Federal After Federal Under Proposed
Legislation Legislation State Legislation
(current state law) Date of Arrival Date of Arrival

before 8/22/96 after 8/2.2/96

FS $70 $0 $0 $0
SSlI $484 $0 $0 $0
APA $362 $362 $362 $0
Medicaid Yes No Yes No

Benefits for Children & Fami ies

Before After Federal Under Proposed
Federal Legislation State Legislation
Legislation
(current state Date of Arrival Date of Arrival
law*) before 8/22/96 after 8/22/96

FS $70 $0 $0 $0
AFDC/ATAP $825 $825 $825 $0
Medicaid Yes No Yes No

*Under current state law, benefits paid to aliens under the ATAP program are all general funds.
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Public Assistance Data on Statewide Immigrant Population

(for Immigrants on Public Assistance Only)
as ofJanuary 1, 1997

Programs
Program ATAP ATAP/ APA APA/ FS FS/  GRA/ MED Only Total
Type Only FS Only FS Only MED GRM
Uof 167 651 639 162 154 69 7 256 2,105
Persons
Heritage
Pacific Other/
Heritage Asian  Black Hispanic Islander White Unknown Total
Uof 1,069 44 429 119 360 84 2,105
Persons
Time on Assistance SSI Status:
Less than 5 Years 461 SSI Recipient 669
More than 5 years 644 Non-SSI Recipient 1436
Total 2,105 Total 2,105
Alien status: Sex:
Currertly Sponsored: 81 Mnie: 784
Non-sponsored: 2,024 Female: 1,321
Total 2,105 Total 2,105
Age: Type '"Mecipient:
Under Age 18: 439 Chil' .on & Families 1,304
18-64: 1,025 Aged & Disabled 801
Over Age 64: 641 Total 2,105
Total 2,105

Community of Residence:

Anchorage 1,414
Kodiak 160
Mat-Su 134
Fairbanks 106
Southeast 99
Other 192

Total 2,105



Creation of the Child Care Development Fund (CCDF)

Consolidates four child care programs into one. The Title I\VV-A child care programs,
including JOBS Child Care, Transitional Child Care, and At-Risk Child Care
programs are merged with the Child Care Development Block Grant (CCDBG).

Three Funding Streams

¢ Mandatory funds (100% federal dollars) equal to the federal payments in FY
95 for the JOBS Child Care, Transitional Child Care and At-Risk programs.

¢ Matching funds To access these funds, States must spend mandatory funds and
maintain 100% of the State’s share of expenditures in FY 95 (MOE), Matching
funds must be matched at the FY 95 Medicaid Program matching rate. Unused
matching funds will be redistributed to other states.

¢ Discretionary funds (100% federal dollars) are subject to Congressional
appropriation.

Quality Activity Set-Aside

¢ At least 47" of CCDF funding must be used on activities to improve the quality and
availability of child care.

Administrative Cap

%
¢ No more than 5% ofthe CCDF may be used for administrative costs.

Use for Certain Populations
. Families receiving public assistance.
0  Families attempting through work activities to transition off public assistance.

¢  Families who are at risk of becoming dependent on such assistance programs.

4  Other low-income working families below 85% of the median income.
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MEMORANDUM STATE OF ALASKA

Department of Commerce &
Economic Development
Division of Measurement Standards
To: Boyd Brown£eld, Deputy Commisioncr Date: January 23, 19m
DOT&PF

Telephone: 907-345-7750

Fax: 907-345-6835

Subject: Support for

Executive Order 98
File No.:

The Division of Measurement Standards curren_tl?g consists of the sections of Weights &
Measures, the State’s Metrology Lab, Over/Weight and Over/Size Permits, Weigh Station
Operations, the Air Carriers Compliance Program, and administrative support services that
together consist of 45 permanent full time and seven permanent Bart—tlme employees. They
perform the statutory mandated services that are essential for public protection and for
maintenance of a healthy econome/ by protecting the motoring public through the control of
oversize/overweight vehicles and foads on the highway system; by providing an assurance of
financial responsibility of all intra3tata air carriers that cany passengers or freight for hire; by
inspecting and testing commercial welghln? and measurln%.dewces used in the marfcet place to
determine the cost of goods or services sold; and by providing an assurance that commodities
purchased contain the net content advertised on the appropriate label.

on July 1,1982, the Division of Measurement Standards was created within the Department of
Commerce & Economic Development (DCED). At that time, the Alaska State legislature
transferred responsibility of oversize and overweight permits, and the operation of all State
weigh stations from the Department of Public Safety to this newly formed Division within DCED.

For over a decade the Division of Measurement Standards has consistently faced an under
funding problem for its commercial vehicle enforcement program. Itis the Division's belief that
by combining commercial vehicle safety inspections, secondary size and Welﬁht enforcement
and insurance verification with the Division of Measurement Standards ﬁ[vv_hl_c currently operates
the fixed weigh stations, and Issues oversize and overwelﬁht permits), efficiencies would be
gained in the administration of a combined program and the unification of the three fragmented

departments (DOT&PF, DPS, DC&ED).



01/23/97

A committee, Alaska Commercial Truck Transportation Advisory committee (ACTTAC), was
formed consisting of members of the Federal Highway Administration, Alaska Commercial Truck
Enforcement, Trucking Industry, Teamsters and occasSionally local government officials to
address commercial vehide enforcement issues durlnqhmonthly meet!n%s. The committee
members took an active role In attempting to improve the hours of weigh station operations,
improve the number of commerdal vehide safety inspections, and secondary size and weight
(portable) enforcement The committee felt itwould improve the performance of the program If It
was consolidated and ?Iaced under the control of DOT, reporting to the Deputy Commissioner

as it Is a State wide enforcement program.

[tis also the belief of the Alaska Trucking Assoaation, the Alaska Teamsters, the Federal
Highway Administration, and the affected State officials that merging and placing the newly
combined commercial vehide enforcement program under one a?ency would strengthen efforts
to obtain funding for operating the program at an acceptable level that meets the needs of all

enforcement agendes and industry.

The management and staff of the Division of Measurement Standards is very supportive of DMS
merging with DOT&PF. We feel the merger Is also essential if we are expected to maintain an
effective commercial vehide enforcement program tfat Is in compliance with the Federal
Highway Administration; addresses the growing neei >of regulating commercial vehides in the
State of Alaska; Protects the motoring public, the infra structure, and ourfederal-ard highway

funds.

cc. William L. Hensley, Commissioner



M EM ORANDUM State of A laska

TO: The Honorable Tony Knowles DATS- August 21, 1996

Governor

THRU: James R. Aye TILE SO
TELEPHONE SO: 465-6973
TEXT TELEPHONE: 465-3652
TAXNUVBER: 586-8365

FROM: Joseph L. Perkins, P.Ey
Commissioner, DOT&P

and: William L. Hensley/™ |

Commissioner D SUBJECT: Commercial Vehicle

Program

and: Ronald L. Ott
Commissioner*BrS

Decision Memorandum

Under the existing state governmental structure, issues pertaining to the
regulation, administration, safety and enforcement of Alaska's Commercial
Vehicle Program are being accomplished, in part, by three separate departments.
It is the intent of this decision memorandum to seek approval to place all
relevant funcdons of the Commercial Vehicle Program under the responsibility of
the Department of Transportation and Public Facilities (DOT&PF).

DOT&PF, through its Division of Engineering and Operations, presently issues
regulations relating to overweight and oversize vehicles.

The Department of Commerce and Economic Development (DCED), through its
Division of Measurement Standards, presently issues overweight and oversize
permits (based on DOT&PF regulations) specifying routes and conditions under
which such vehicles move on the state highway system. They operate the
state’s ten fixed weigh stations. The state Weights and Measures program is

also a part of and will remain with this division.

The Department of Public Safety (DPS), through its Commercial Vehicle Safety

program presently provides the safety and secondary size and weight
enforcement, as well as the overall law enforcement authority essential for the

success of the program.



The Commercial Vehicle program is of paramount importance to the
preservation ofour highway systems and the safety of our traveling public.
Because of its present fragmented nature, the program does not lend itself to
good management and effective utilization of resources. There are three
relatively small units, each functioning under separate departments with no
common convergence of senior management. The results are predictably a
program bordering on minimum effecuveness and constantly faced with federal
sanctions which could ultimately affect Federal Highway Administradon

(FHWA) financial support.

With the consolidation of all functions under one department, the entire
program will elevate the organization to a higher, more visible status under one
major division. This will provide singular lines of communication,
responsibility and will clearly bring more effective direction to the entire
program. The consolidation will improve efficiency and result in an increased
levei of customer service. In addition, the state's highways will benefit due to
maximizing enforcement of misuse by oversize and overweight vehicles. DPS
will continue to retain responsibility for vehicle safety and will continue this
important program as an activity of the State Troopers.

This proposed change affects the DOT&PF, DPS and DCED as noted above.
The present staffing and funding requirements will not change and will be
transferred to DOT&PF with one noted exception. Two trooper positions will
remain as DPS employees but will be assigned and under the operational
control of the new division. The transfer of personnel will include 5 positions
from the DPS (not including the assignment of the two trooper positions) and

52 positions from the DCED for a total of 57 positions transferred.

The transfer will not require additional funding. The combined FY 1997
funding projection includes $1.8 million of state general funds, $1.3 million in

program receipts and $339 thousand in federal funding.

DOT&PF is the most logical Department to supervise the combined
organization. DOT&PF is ultimately responsible for providing and maintaining
safe, well designed state and federal highway systems. The program also most
directly affects DOT&PF as an ineffective program could ultimately jeopardize
up to 10% of federal funding through federal sanctions. A proposed
organizational chart and a combined division functional organization are

included as attachments 1and 2, respectively.

The Alaska Trucking Association and Teamsters Local 959 have been contacted
informally and have agreed to support this proposal.



If this decision memorandum is approved, formal public meecings will be held.
The expected outcome is an Executive Order detailing the statutory changes
necessary for the consolidation to be issued the first day of the 1997 Legislative
Session, with an effective dated of July 1, 1997. During the public meeting
process several issues are likely to arise.

1. Aquestion of the appropriate level of operation and funding of this
program. The FHWA feels the program is presently operating barely
above acceptable levels. There will be a mutual interest within the
FHWA and the trucking industry to increase the number of hours for
weigh station operations and increase the number of safety
inspectors.

2. Aquestion regarding the current amount of revenue being collected
from the trucking industry and how it is being used. About $900,000
is collected annually in overweight/oversize permit fees. The DPS,
through its Commercial Vehicle Registrations, collects about $3.0
million from heavy vehicles weighing 12,000 pounds or more. There
is a need to match current revenues and costs with program needs.

3. There is legislative direction for the program to pay for itself.
Presently, $1.6 million is collected through fees while the program
cost is $3.1 million. This does not include the estimated $3.0
million collected by the DPS. The redistribution of these revenues
back into the Commercial Vehicle program to make up current deficits

may well be an issue.

There is no immediate need for special press coverage from the Governor's
Office. There may be such a requirement after the public process is completed.

Request your approval of this concept and approval to conduct public meetings
concerning this proposal.

Attachments

cc:  Annalee McConnell, Director, Office of Management and Budget
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Executive Order 98
Transferring certain functions from DCED and DPS to DOT&PF
Prepared by DOT&PF

Under the existing state government structure, issues pertaining to the regulation,
administration, safety and enforcement of Alaska's Commercial Vehicle Program are
being accomplished, in part, by three separate departments. Executive Order 98
proposes to place all relevant functions of the program under the responsibility of

the Department of Transportation and Public Facilities (DOT&PF).
DOT&PF currently issues regulations relating to overweight and oversize vehicles.

The Department of Commerce and Economic Development (DCED) currently issues
overweight and oversize permits in compliance with regulations adopted by
DOT&PF through the Division of Measurement Standards.

DCED also operates the state's ten fixed weigh stations.

The Department of Public Safety (DPS) currently provides safety and secondary size
and weight enforcement through its Commercial Vehicle Safety Program.

DPS also provides overall law enforcement authority for the Commercial Vehicle

Safety Program.
The Commercial Vehicle Program is essential to the preservation of the state's
highway system and the safety of the traveling public. Because of the fragmented
structure of the current program, the administration believes that a consolidation of
the three components which compose the Commercial Vehicle Program will result
in increased efficiency from the standpoint of highway users. The consolidation
will also result in an increase in internal efficiency.

The proposed change will affect DOT&PF, DPS and DCED as indicated above. All

of the above agencies have played a vital role in consolidating all of these related
functions under one agency (DOT&PF).

The department also held a public hearing which was attended by ail affected
agencies as well as officials representing the trucking industry.

Staffing and funding requirements will not change, and will be transferred to
DOT&PF with the exception of two state trooper positions which will remain with
DPS but will function within the new division.

Five positions will be transferred from DPS, and fifty-two positions will be
transferred from DCED.

Because DOT&PF is ultimately responsible for the maintenance and condition of the
state's roadway's it is the most logical location for the consolidated division.

The transfer will not require additional funding. However, changes to departmental

budgets will be required once the executive order is implemented.



ALASKA TRUCKING ASSOCIATION, INC.

3443 Minnesoia Drive * Anchorage, Alaska 99503 « PHONE (907) 276-1149 < FAX (907) 274-1946

January 23, 1997

To: Members of the 20th Legislature

The Alaska Trucking Association, a 38 year old trade association with 300
member companies geographically distributed throughout Alaska, strongly
urges your support of Executive Order No. 98.

The consolidation of agencies who have major responsibilities towards truck
operators will improve Alaska’s transportation systems efficiency and safety.

It will allow for a better understanding of Federal Funding Requirements and
slow the need for increased spending on the truck related matters.

Thank you for your support. Please vote to approve Executive Order 98.

Sincerely,

Frank J. Dillon
Executive Director



Nolice of Public Meeting

Alaska's Commercial Vehicle Program is being administrated by three separate
departments within the Executive Branch of State Government. The Departments
are seeking comments from the public on a proposal to consolidate all the functions
under one department. The public is invited to a meeting scheduled for
Wednesday, November 6, 1996, from 4 to 8 PM in the Main Conference Room, 4111
Aviation Drive .Anchorage, Alaska. Department representatives will be at the
meeting to solicit comments and exchange ideas with the public. It is hoped that the

meeting will assist the departments in preparing for the consolidation effort.

The Department of Transportation and Public Facilities, through its Division of
Engineering and Operations, issues regulations relating to overweight and oversize

vehicles.
The Department of Commerce and Economic Development, through its Division of

Measurement Standards, issues overweight and oversize permits (based on DOT &
PF regulations). They also operate the state's ten fixed weigh stations.

The Department of Public Safety, through its Commercial Vehicle Safety program
provides the safety, secondary size, and weight enforcement.

The intent of the consolidation action would be to place all the relevant functions of
the Commercial Vehicle Program under the responsibility of the Department of

Transportation and Public Facilities

Besides the meeting, the public is also encouraged to submit written comments to
Deputy Commissioner, Boyd Brownfield, P.E., Department of Transportation and
Public Facilities, 3132 Channel Drive, Juneau, Alaska 99801-7879, telephone (907)

465-3900.

If you are a person with a disability who may need a special accommodation to
participate in this process, please contact the Department at (907) 465-3900.

Boyd Browfield, P.E., Deputy Commissioner



Tony Knowles PO. Box 110001
GOVERNOR Juneau. Alulta 99611-0001
(907) 465-1500
Fax (907) 405-3532

State of Alaska
OFFICE OF THE GOVERNOR

JL'NEAU

January 13, 1997

The Honorable Gail Phillips
Speaker of the House
Alaska State Legislature
State Capitol

Juneau, AK 99801-1182

Dear Speaker Phillips:

The state of Alaska has various responsibilities in managing its highway system, some of
which require compliance with federal standards in order to ensure highway funding. But
current oversight of these numerous responsibilities rests between three departments.

This makes no sense. Combining all functions of highway management within the
Department of Transportation and Public Facilities (DOTPF) is simply good, efficient

government.

This Executive Order 98 transfers commercial highway-related functions from the
Department of Commerce and Economic Development (DCED) and Department of
Public Safety (DPS) to the DOTPF. Ironically, the DOTPF already is responsible for
adopting vehicle size and weight standards, but the DCED enforces those standards
through its Division of Weights and Measures. That division will be transferred to the
DOTPF, thereby consolidating the entire size and weight standards program.

Another area of confusion concerns the financial responsibility programs for air carriers
and commercial motor vehicles. They’re currently split between the DCED and the DPS
for no obvious organizational reason. Executive Order 98 transfers all these programs to
the DOTPF. The air carrier function comes with the Division of Weights and Measures;
the commercial motor vehicle safety program will be transferred from the DPS to the
DOTPF, becoming an integral part of the new division.



The Honorable Gail Phillips
January 13, 1997
Page 2

Executive Order 98, along with the other executive order | am offering to you today
(Executive Order 99) to transfer functions of the Division of Motor Vehicles from the
DPS to the Department of Administration, is part of my Administration’s continuing
effort to deliver services to the public in the most efficient and cost-effective way

possible.

Sincerely,

Governor



ALASKA TRUCKING ASSOCIATION, INC.

3443 Minnesota Drive ¢ Anchorage, Alaska 99503 . PHONE (907) 276-1149 . FAX (907) 274-1946

January 23, 1997

To: Members of the 20th Legislature

The Alaska Trucking Association, a 38 year old trade association with 300
member companies geographically distributed throughout Alaska, strongly
urges your support of Executive Order No. 98.

The consolidation of agencies who have major responsibilities towards truck
operators will improve Alaska’s transportation systems efficiency nnd safety.

Jt will allow for a better understanding of Federal Funding Requirements and
slow the need for increased spending on the truck related matters.

Thank you for your support. Please vote to approve Executive Order 98.

Sincerely,

Frank J. Dillon
Executive Director
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ALASKA TRUCKING ASSOCIATION, INC.

3443 Minnesota Drive « Anchorage, Alaska 99503 « PHONE (907) 276-1149 « FAX (807) 274-1946

January 24, J997

To: Members of the 20th Alaska Legislature

Please vote to support Executive Order 99. Members of the Alaska Trucking
Association believe that this change will result in more service oriented and
customer oriented motor vehicle licensing. The function itself is more
administrative not law enforcement in the policing 9ense. We believe this is
a good move that will improve service to both commercial vehicle operators
and the motoring public.

Thank you lor your attention on this matter and your support.

Sincerely,

J, Dillon
Executive Director
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Alaska Department of Revenue
Income and Excise Audit Division

Cigarette and Tobacco Tax
CSHB 1 (FIN)

February 27, 1997

Page 2 of5

DRAFT BILL ANALYSIS

Section 1 changes the amount the licensee can deduct for expenses from one percent of
the total tax due to four-tenths of one percent. Also increases the School Fund portion of
the cigarette tax rate by $1.00 per pack of 20; from 2.5 mills per cigarette ($.05 per pack)
to 52.5 mills per cigarette ($1.05 per pack) through FY 2000. Combining this rate with
the 12 mills per cigarette ($.24 per pack) levied under AS 43.50.190, which goes to the
General Fund, the total tax rale on a pack of cigarettes would increase from $.29 to $1.29.
After June 30, 2000 the School Fund portion increases to 64.5 mills per cigarette ($1.29
per pack) so the total tax rate on a pack of cigarettes increases from $1.29 to $1.53
through FY 2003. After June 30, 2003 the School Fund portion increases to 76.5 mills
per cigarette ($1.53 per pack) so the total tax rate on a pack of cigarettes increases from
$1.53 to $1.77 through FY 2006. After June 30, 2006 the school fund portion increases to
88.5 mills ($1.77) plus an additional 12 mills ($.24) during each succeeding three-year

period.

Section 2 This section only takes effect if section 1 of this act is ruled unconstitutional
(see section 10). If so, the statute would be amended back to how it was prior to the bill

passage.

Section 3 directs the Department of Revenue to give public notice of changes in cigarette
tax rates under AS 43.50.090 at the time these tax rates are changed.

Section 4 This section only takes effect if section 1 is ruled unconstitutional (see section
10). If so, this section increases the General Fund portion of the cigarette tax rate by
$1.00 per pack of 20; from 12 mills per cigarette ($.24 per pack) to 62 mills per cigarette
($1.24 per pack) through FY 2000. Combining this rate with the 2.5 mills per cigarette
($.05 per pack) levied under AS 43.50.090, which is dedicated to the School Fund, the
total tax rate on a pack of cigarettes would increase from $.29 to $1.29. After June 30,
2000 the General Fund portion increases to 74 mills per cigarette ($1.48 per pack) so the
total tax rate on a pack of cigarettes increases from $1.29 to $1.53 through FY 2003.
After June 30, 2003 the General Fund portion increases to 86 mills per cigarette ($1.72
per pack) so the total tax rate on a pack of cigarettes increases from $1.53 to $1.77
through FY 2006. After June 30, 2006 the General Fund portion increases to 86 mills
($1.96) plus an additional 12 mills ($.24) during each succeeding three-year period.



Alaska Department of Revenue
Income and Exctie Audit Division

Cigarette and Tobacco Tax
CSHB 1(FIN)

February 27, 1997

Page 30f5

Section 5 This section only takes effect if section one is ruled to be unconstitutional (see
section 10). If so, this section directs the Department of Revenue to give public notice of
changes in cigarette tax rates under AS 43.50.190 at the time these tax rates are changed.

Section 6 increases the tobacco products tax rate from 25% to 100% of the wholesale
price of the tobacco products.

Section 7 creates a new section under AS 43.50 (AS 43.50.365) to increase the tobacco
product tax rate applied to the wholesale price by the Anchorage CPI on July 1 of each
even numbered year. The starting point of the index is January 1, 1998.

Section 8 changes the amount that the tobacco products licensee can retain to cover
expenses from one percent of the tax due to four-tenths of one percent.

Section 9 This section only takes effect if section 1is ruled unconstitutional (see section
11). If so, this section repeals the public notice provision for changes in the cigarette tax
rates under AS 43.50.090 that were made in section 3 of this bill.

Section 10 provides for sections 2, 4, 5 and 9 of this Act only taking effect if dedication of
the proceeds of the cigarette tax to the School Fund is found to be unconstitutional.

Section 11 establishes that if section 1is found unconstitutional and sections 2 and 4 of
this act take effect then revenue derived under section 1 (prior to it being found
unconstitutional) that exceeds the original 2.5 mills will be credited to the tax levied under
AS 43.50.190 (a) as amended by section 4 of this Act.

Section 12 establishes an effective date of October 1, 1997 for sections 1, 3, 6, 7 and 8 of
this Act.

Section 13 establishes an effective date for sections 2, 4, 5and 9 of which ever of the
following comes later: (1) when a court enters a final judgement that the amendment
under section 1 of this act is unconstitutional or (2) when the time for appeal has expired
or upon entiy of a final order on the appeal that section 1 is unconstitutional.



Alaska Department of Revenue
Income and Excise Audit Division

Cigarette and Tobacco Tax
CSHB 1(FIN)

February 27, 1997

Page 4 of 5

OPERATING EXPENDITURES
Department of Revenue is requesting operating funds to cover 14 the costs of a Revenue

Auditor 111 position. With such a large increase in taxes due the state (increase from $17
to $50 million annually), the department anticipates increased taxpayer noncompliance.

With significantly higher levels of tax, it is possible that taxpayers will look for loopholes
or other methods of tax avoidance. This position will be responsible for ensuring that all
taxpayers are identified and that taxpayers are filing and paying the proper amount of tax.
The projected annual salary costs for the 14 portion of this position comes to $30.0.

The department is also requesting one time FY 98 funding of $5.0 for contractual funds to
cover costs of public notice of rate increases, forms revisions and postage, and $4.0 for
equipment ($3.5 for computer costs and $.5 for office equipment). The recurring costs
will be $2.5 to cover travel, contractual and supplies, except for FY 01 where an addition
$.3 will be necessary to cover public notice of the tax rate increase.

REVENUE COLLECTED

The attached spreadsheet details revenue projections from rate increases in this bill.



Cigarette and Tobacco Tax
CSHB 1 (FIN)

February 27,1997
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] Income and Excise Audit Division
Projected Revenue Increeses framChange In Tabacoo Tax Rates

% “Tmmram mm'mm

ol
e
(147,708)
$36,70,30

(10,083,937) *

$26,696,372
$26,696,372

(1,090,715)

$2,486,666
$2,486,666

$40,366,691

$29,181,939 *

0.m
42,93&393

$55,390,527
(221,562)
$55,168,965
(15,125,905)
$40,043,060

$40,043,060

0.m
$5,387,473

100%

$5,387,473
(2350)
$5,365,923

(1,636,073)

$3,729,860
$3,729,860

$60,634,888

$43,772,910

QH

42,938,393
$55,390,527
(221,562)
$55,168,965
(15,125,905)
$40,043,060

$40,043,060

0.m

$5,387,473

100%
$5,387,473

(2.550)
$5,365,923
(1,636,073)

$3,729,860
$3,729,860

$60,634,888

$43,772,91u

*Note: The bill's effective date results In the tax increase covering 8 months In FY 98.

draft prepared by brett fried

-130H
40,567,562

$62,068,369
(248,273)
$61,820,096
(15,125,905)

$46,694,191
$46,694,191

m(H

$5,314,097
106%
$5,632,943

(253

$5,610,411

(1,636,073)

$3,974,338
$3,974,338

$67,701,312

$60,668,629

IMPSIHHO9B m m sm

o.m
40,587,562

$62,068,370
(248,273)
$61,820,096
(15,125.905)
$46,694,191

$46,694,191

0.m

$5,314,097

106%
$5,632,943

(225%)
$5,610,411

(1.636,073)

$3,974,338
$3,974,338

$67,701,313

$50,668,630

o.m
40,567,562

$62,068,370
(248,273)
$61,820,096
(15,125,905)

$46,694,191
$46,694,191

-10MH

$5,240,722

112%
$5,869,609

(234M)
$5,846,130
(1,636,073)

$4,210,067
$4,210,067

$67,937,978

$10,904,249

/m

38,249,415
$67,701,465
(270,806)
$67,430,659
(15,125,905)
$62,394,764

$62,304,764

0.m

$5,240,722

112%
$5,869,609

(23479
$5,846,130
(1,636,073)

$4,210,067
$4,210,067

$73,671,073

$66,614,811
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i CS FOR HOUSE BILL NO. 1(FIN)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - FIRST SESSION

BY THE HOUSE FINANCE COMMITTEE
i<

11 Offered:

i Referred:

j| Spoa«:cr(s): REPRESENTATIVES BJNDE, Ivan, Croft, Porter, Hudson, Green

il A BELL
]
FOR AN ACT ENTITLED

j
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"An Act relating to taxes on cigarettes and tobacco products; and providing for »

an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 43.50.090(a) is amended to read:

(@ There is levied an excise tax [OF TWO AND ONE-HALF MILLS] on each

cigarette imported or acquired in the state. Each licensee shall, at the time of filing

the return required by AS 43.50.080, pay to the department the excise for the calendar

month covered by the return, deducting four-tenths of one percent of the total tax due,

which the licensee shall retain to cover the expense of accounting and filing returns.

]

Cigarettes upon which the excise is imposed are not again subject to the excise when

acquired by another person. The excise tax is levied at the following rates:

(1) on and after the effective date of this bill section and through

.Tune 30, 2000 - 52 1/2 mills:

(2) after June 30. 2000. and through June 30. 2003 - 64 1/2 mills; 1

« CV™ I(FIN)
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1 (3) after June 30. 2003. and through .June 30. 2006 - 76 1/2 milk:

2 and

3 (4) after June 30. 2006 - 76 1/2 mills plus an additional 12 mills

4 during each succeeding three-vear period, the increase to be effective on the first

5 day of the succeeding thrce-vear period.

6 * Sec. 2. AS 43.50.090(a) is amended to read:

7 (@) There is levied an excise tax of two and one-half mills on each cigarette

8 imported or acquired in the state. Each licensee shall, at the time of filing the return

9 required by AS 43.50.080, pay to the department the excise for the calendar month
10 covered by the return, deducting four-tenths of one percent of the total tax due, which
11 the licensee shall retain to cover the expense of accounting and filing returns. !
12 Cigarettes upon which the excise is imposed are not again subject to the excise when |
13 acquired by another person. [THE EXCISE TAX IS LEVIED AT THE FOLLOWING
14 RATES: i
15 (1) ON AND AFTER THE EFFECTIVE DATE OF THIS BILL j
16 SECTION AND THROUGH JUNE 30, 2000 - 32 12 MILLS;

17 (2) AFTER JUNE 30, 2000, .AND THROUGH JUNE 30, 2003 - 64 1/2 |
18 MILLS; j
19 (3) AFTER JUNE 30, 2003, AND THROUGH JUNE 30, 2006 - 76 1/2 |
20 MILLS; AND
21 (4) AFTER JUNE 30, 2006 - 76 1/2 MILLS PLUS AN ADDITIONAL
22 12 MILLS DURING EACH SUCCEEDING THREE-YEAR PERIOD, THE
23 | INCREASE TO BE EFFECTIVE ON THE FIRST DAY OF THE SUCCEEDING :
24 I THREE-YEAR PERIOD.]

25 * Sec. 3. AS 43.50.090 is amended by adding a new subsection to read: j
26 | (d) At the time of a change in the amount of tax under (a) of this section, the :
27 department shall give public nouce of the change.The department shall also provide !
28 | notification of the change to all persons licensed under this chapter. |
29 i * Sec. 4. AS 43.50.190(a) is amended to read:

30 (@ Qn [THERE IS LEVIED AN EXCISE TAX OF 12 MILLS ON] each
3. cigarette imported or acquired in this state, there is levied an excise tax at the

CSHB 1(FIN) -2-
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following rates:
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m_gn_and.after.the effective date of this bill section and through

.Tune 30. 2000 - 62 mills:

(2) after June 30. 2000. and through June 30. 2003 - 74 miills:

(3) after June 30. 2003. and through June 30. 2006 * 86 mills: and

(4) after June 30. 2006 * 86 mills plus an additional 12 mills during

each succeeding three-vear period, the increase to be effective on the first dav of

the succeeding three-vear period.

* Sec. 5. AS 43.50.190 is amended by adding a new subsection to read:

(c) At the time of a change in the amount of tax under (a) of this section, the \

department shall give public notice of the change. The department shall also provide

notification of the change to all persons licensed under this chaptei.

* Sec. 6. AS 43.50.300 is amended to read:

Sec. 43.50.300. Excise tax levied. An excise tax is levied on tobacco products

in the state at the rate of 100 [25] percent of the wholesale price of the tobacco

products. The tax is levied when a person

() brings, or causes to be brought, a tobacco product into the state

from outside the state for sale;

(2) makes, manufactures, or fabricates a tobacco product in the state

for sale in the state; or

(3) ships or transports a tobacco product to a retailer in the state for

sale by the retailer.

* Sec. 7.AS 43.50.300 is amended by adding new subsections to read:

(b) The amount in (a) of this section changes, as provided in (b) - (d) of this

section, according to and to the extent of changes in the Consumer Price Index for all

urban consumers for the Anchorage Metropolitan Area compiled by the Bureau of

Labor Statistics, United States Department of Labor. The index for January of 1998

is the reference base index.

(c) The amount changes on July 1 of each even-numbered year in an amount

equal to the percentage of change, calculated to the nearest whole percentage point,

between the index for January of that year and the most recent index used to change

_3-
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the amount in (a) of this section. However, the amount does not change if the amount
required by (b) - (d) of this section is that currently in effect as a result of earlier

application of (b) - (d) of this section. |

(d) If the index is revised, the percentage of change is calculated on the basis S

of the revised index. If a revision of the index changes the reference base index, a
revised reference base index is determined by multiplying the reference base index
applicable by the rebasing factor furnished by the Bureau of Labor Statistics, United
States Department of Labor. If the index is superseded, the index referred to in (b) - |
(d) of this section is the one representer' by the Bureau of Labor Statistics as reflecting

| most accurately changes in the purchasing power of the dollar for Alaska consumers.

}j (e) At the time of a change in the amount of the tax under this section, the
department shall promptly give public notice of the change. The department shall also
provide notification of a change to all persons licensed under this chapter.

* Sec. 8. AS 43.50.330(b) is amended to read:

1 (b) The licensee shall remit with the return the tax due under AS 43.50.300 jl
for the month covered by the return, after deducting four-tenths of one percent of the

i tax due, which the licensee shall retain to cover the expense of accounting and filing j

the return. !
( * Sec.9. AS 43.50.090(d), added by sec. 3 of this Act, isrepealed.
* Sec.10. CONDITIONAL EFFECT OF CERTAIN SECTIONS. Sections 2, 4, 5, 8, and
19 of this Act take effect only if
1) a court enters a final judgment that the amendment made to

j AS43.50.090(a) by sec. | of this Act changing the rate of taxation on cigarettes violates the

; prohibition set out in art. IX, sec.7, Constitution of the State of Alaska, against dedication of

Ijthe proceeds of % state tax or license; and !

? (2) eitherthe time for appeal of that judgment expires or, if an appeal is taken,

J thecourt enters a final order on appeal that AS 43.50.090(a), as amended by sec. 1 of this

Act, violates art. 1X, sec. 7, Constitution of the State of Alaska.
¢ Sec. 11. CONDITIONAL RETROACTIVITY OF CERTAIN PROVISIONS. If secs. 2
and 4 of this Act take effect under sec. 10 of this Act, then the amendments to

AS 43.50.090(a) and 43.50.190(a) made by secs. 2 and 4 of this Act are retroactive to October

CSHB 1(FIN)
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1, 1997, and the revenue derived from the levy of mills per cigarette of the tax levied under
AS 43.50.090(a), as amended by sec. 1 of this Act, for cigarettes sold after October 1, 1997,
that exceeds two and one-half mills shall be credited to the tax levied under AS 43.50.190(a),
as amended by sec. 4 of this Act. !
* Sec. 12. Sections 1, 3, 6, 7, and 8 cf this Act take effect October 1, 1997.
¥ Sec. 13. If secs. 2, 4, 5, and 9 of this Act take effect under sec. 10 of this Act, they take
| effect on the later of (1) the date a court enters a final judgment that the amendment made to 1
AS 43.50.090(a) by sec. 1 of this Act changing the rate of taxation on cigarettes violates the
prohibition set out in art. EX sec. 7, Constitution of the State of Alaska, against dedication of
the proceeds of a state tax or license, and (2) the expiration of any time for appeal of that l
,ﬂudgment, or, if an appeal is taken, upon entry of a final order on the appeal that
AS 43.50.090(a), as amended by sec. 1 of this Act, violates art. 1X, sec. 7, Constitution of the
State of Alaska. The attorney general shall promptly notify the lieutenant governor and the
. revisor of statutes of a judgment described in this section.
i

J
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Anchorage Restaurant and Beverage Association

CHARR
Alaska Cabaret, Hotel, Restaurant and Retailers Association

3400 Spenard Rd.f Suite 9 (907) 274-8133 or 1-800-478-2427
Anohorage, AK 99503 FAX (907) 274-8640

TO: Mr. Larry Myers
State of Alaska, Department of Revenue
FROM: Mary Beth Whitehurst
CHARR
COVER PLUS iI&PAGES DATE: 2/14/97

COMMENTS:
Hard copy to follow by regular mail.



ESTIMATED REVENUE EFFECTS OF A
PROFUSED $1 PER PACKAGE INCREASE
IN THE CIGARETTE TAX RATE IN ALASKA

Prepared for:

The Alaska Cabaret, Hotel, Restaurant and Retail association

Prepared by:
Barents Groupllc

ofKPMG Peat warwick JULP
Washington, D.C.

February 11,1957

RKCEIMD ABCH SO TSt 0546 01.2ti t5B0 01150



CORRECTION

THE FOLLOWING DOCUMENT(S)
HAVE BEEN REFILMED TO
ASSURE LEGIBILITY ORPAGINATION

Gortrd MaofilmSavices

mﬁiﬂm



ARBA
Anchorage Restaurant and Beverage Association

CHARR
Alaska Cabaret, Hotel, Restaurant and Retailers Association
3400 Spenard Rd., Suite 9 (907) 274-8133 or 1-800-478-2427
Anohorage, AK 99503 FAX (907) 274-8640

TO: Mr. Larry Myers
State of Alaska, Department of Revenue

FROM: Mary Beth Whitehurst
CHARR
COVER PLUS JULPAGES DATE: 2/14/97

COMMENTS:
Hard copy to follow by regular- mail.



ANCHDOR ID :9072696644 FEB 14*97 15:53 No0.010 P.03

tSfCdi&a CaGraict, cHotd, SfI'n A, linil Sillit 9 - fffCf
cfyituuuoit & czRctodCoxi ctfuoal U ivli (%‘(‘-Y QJE' -Srm?i?r‘r’]{ 'rﬂ aff /iAo

February 14, 1997

Mr. Larry Meyor*

State 0 f Alaska, Department o f Revenue
Income and Excise Audit Division

550 West 7th Avenue, Suite 560
Anohorage, AK 99501-3556

Denr Mr. Meyers,

Please find enclosed the updated "Estimated Revenue Effects ofd Proposed $1 Per
Package Inorease In the Cigarette Tax Rate in Alaska," originally prepared by Barents
Group LLC, in December 1995.

| hope this upduu) reﬁort will clarify any questions raised from the first report. However,
please note, that the changes do not affect the resultB ofthe original analysis.

Sincerely,

Mnry Beth Whitehurst
Interim Director, CHARR
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PREFACE

Barents Group LLC of KPMO Peat Mwwjck LLP was asked by the Alaska, Cabaret,
Hotel, Restaurant and Retail Association to reexamine a proposal by the Governor Tony
Kjoowlo* to increase the Stale cigarette tax by $1 per package from $0.29 to $1.29 storting
in fiscal year 1998. This report updates our previous report, Thu Estimated Revenue
Effects ofv Proposed $i Increase In the Cigarette Tax Raie in Alaska, dated December
11, 1995. This report which describes our findings, has an Executive Summary, four
parts, and a technical appendix. Part 1 is an introduction, Part 2 describee the
methodology used to evaluate the. Department of Revenue’s analysis, Psut 3 describes our
results, and Part 4 provides our conclusion*.
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EXECUTIVE SUMMARY

Biuems Group LLC of KPMQ Peat Mnrwick 1..U* was asked by the Alaska Ctbaret,
Hotel, Restaurant, and Retail Association to reexamine a proposal by Governor Tony
Knowles to Increase the State cigarette tax by Si per package from 50,29 to $1.29 starting
in fiscal year 1998, The Alaska Department of Revenue estimates that thia proposal will
increase olpnrottc tax revenue* by $36,5 million in fiscal year 1998 and by $40.1 million
annually for the period 1999 to 2003 (and bayond).

KIPMG Barents found thortoomings In the Department of Revenue’s estimating
procedures that lead to an overstatement of the net revenue impact of the proposal. Based
upon our review of the extensive academic literature on thi3 issue, the Department of
Revenue assumed an unrealislicaliy low mponalvertoss of cigarette consumers to
changes in the price of cigarettes. The Department of Revoaue also did not oonslder the
tendency for consumer responsiveness to Increase with time.

In summery, KFMQ Barents found that the Department of Revenue overstated potential
revenue gains of the proposed tnx increase by over $5 million (16 percent) in FY 1998
and by $16 million (63 percent) in FY 2003. The tax would also increase the bootlegging
of cigarettes in Alaska iu connection with military installations, Indian reservations, or
other nontaxed alternatives. Finally, as a result of declining cigarette demand, the State
Increase would reduce local tax collections in Anchorage, Juneau, and Fairbanks by a
total of $12 million over the six year period.

lu addition w raising loss revenue than anticipated, the proposed tax increase will also be
""ulte regressive by raising taxes equal to a much greater share of income of those With the
lowest incomes than it docs of thosa with higher Incomes, Further, the tax increase will
cause relative prices to change throughout the State’s economy as a result of chwiget in o
the quantity Of cigarettes consumed. That is, as smokers change their spending on
cigarette* there will be corresponding changes in their non-cigarette consumption. These
changes in demand will lead to price effects that will have consequences for Bmoker* and

non-smokers alike.

01.7*. me 0«32
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2. INTRODUCTION

Alaska Governor Tony Knowles has proposed a $1 per package increase in the Slate
cigarette tax beginning in fiscal year 1998, Governor Knowles has stated that the reason
for this tux increase is to deter young people from smoking, and although he hopes the tax
will not raise any money, any revenue raisod will flow to the General Fund Education
Account and the Dedicated School Fund. The Alaska Department of Revenue estimates
that total cigarette excise taxes will increase to $51.7 million in FY 1998 and $55.2

million thereafter.

A 345 percent increase in the State cigarette tax from $0.29 to $1.29 will have a number
of unintended effects in the State. These effects Include: (1) raising less money than the
Department of Revenue is estimating; (2) a loss in revenue to mittfor municipal
governments; (3) increased illegal activity because of the bootlegging of tax-free
cigarettes from jurisdictions not covered by the state’s taxing authority, military bases for
example; (4) deterioration Inthe distribution of income due to the regressive nature of the
lax; and (5) as smokers change their consumption of cigarettes in response to the tax
change, relative prices of other goods wiU change impacting not only smokers, but non-

smokers as wall.

¢ The Department of Revenue estimates that a Si per package Increase in the cigarette
tax will raise an additional $37 million in FY 1998 and $40 million per year during
tire period FY 1999 titrough FY 2003.1 These estimates, however, are bated upon
assumptions that overstate the revenue potential of the ta-: with the result that the tax
increase will raise less money than is estimated.

¢ The Department of Revenue assumes a “demand elasticity” much lower than reported
in most peer reviewed, professional journals. The scientific evidence suggests that
following the proposed tax Increase, taxable cigarette sales, and hence tobacco tax
revenues, would faJ) much more than the Department of Revonue estimates.

¢ The Department of Revenue ignores long-run factors specific to Alaska that are likely
to further erode potential tax revenue gains. Tax-free cigarette sales at military
installations ore likely to rise substantially, through legitimate soles and through
bootlegging, if the proposed tax increase becomes law. Even under the existing tax

regime, an approximately 9 percent share of cigarette sales in the State occurs through
military buses.

¢ In addition to the impact on State tax collections, we also find that the proposed tax
increase will directly reduce the tax collections of Anchorage”™ Fairbanks, and Juneau.

1 he Governor™ proporai it tsilmated to raise S44 million annually by taxing elgarettii and other tobacco
produett. Our analysis focuses only on the ciforMte tax. These estimates ore consistent with the estimate*
used In th* Governor's State of the Budget Address which wu delivered on January Id, JPP7.

* r.
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Tills reduction will result from the tax-induced decline in demand for oigfucttcs that
are subject to local taxation in these jurisdictions.

¢ (merest in the distributional coosequenoes of taxes has historically been a major
concern in tax policy debate*. The conoem is particularly acute for lower-Incomc
taxpayers, for whom even relatively small dollar Increases in tax burden can require
disproportionately large sacrifices. The 345*percent increase in cljarett? will
represent a much larger percentage of Income for lower income residents than fbr
woaiihier residents. This will adversely affect the distribution of income within th«
State and make the tax system more regressive.

¢ finally as cigarette taxes increase and the consumption of cigarettes falls, smokers will
change their purchases ot vther goods and services. These changes in demand will
cause relative prices to shift in ways that increase the cost of some items and reduce
the cost of others. That is, as smokers change their purchasing patterns, both smokers
and non-smokers will be affected by the proposed cigarette tax increase,

In summary, wc find that the Department of Revenue overstates potential revenue gains
of the proposed tax increase by 17 percent in FY 1998 and by FY 2003, overstates
potential revenue gains by 66 percent In addiu'on, the decline in local tax revenues
collected by Anchorage, Juneau, and Fairbanks, which the Department of Revenue does
not discuss, will I»0 approximately $2 million per year. Indeed, revenues may be even
lower due to increased bootlegging. Also, the tax increase will fall most heavily on the
lower-income portion of the State's population. Finally, as smokers change their
consumption patterns, relative price changes will affect smokers and non-smokers alike.
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2. METHODOLOGY

The central s'olatlotiship in this study is the demand for taxable cigarettes. This
relationship explains how cigarette consumers react to changes in the price of a pack of
cigarettes. This relationship also describes how changing consumer preferences affect
demand. Finally, the demand for taxable cigarettes is affected by inflation when fixed,
per-unit taxes are not indexed to the price level, as they are net in all states. This Section
bciofly discusses each of these considerations. The Technical Appendix explains these
factors in greater detail.

A demand elasticity describes how responsive consumers are to a change in price. Ifa
large percentage increase in the price of cigarettes is followed by a larger percentage
decline in the consumption of cigarettes, then economists say that the demand for
cigarettes is ""price elastic.” that is, very responsive to a price change. There have been
many studies of cigarette demand, dating back to at least 1933\ Among those, some
carry more Influence than other*, especially those articles that appear in peer reviewed
professional journals. Among the peer reviewed articles cited in this report, the average
demand elasticity is .0.619; the average long-run demand elasticity Is -1.0334 We
assume that the Department of Revenue used an implied demand elasticity of -0.4*, which
is at the low end of the astimate range of ail the peer reviewed publications.6 Moreover,
elasticities tend to increase over time, as consumers learn to adjust to price changes. The
Department of Revenue ignores this effect

As a simple example, assume the average retail price of cigarettes Is $2 per pack.7 A Sl
per pack tax increase will raise the price by SO percent, A prico elasticity of -0.4, as
assumed by the Department of Revenue, implies an 19 percent drop in consumption; i.e.,
the percent decline in demand is equal to *04 multiplied by the percent increase in price.
On the other hand, a short-run elasticity of -0.619 implies a 29-percent drop in demand,
ond a long-run elasticity of -1.033 implies a 49-perc«nt drop u? demand. This drop in
demand for taxed cigarettes affects not only the revenues from the proposed $1 per pack
tax increase, but also reduces the number of packs on which the current $0.29 tax per
pack tax is collected. Such differences in estimating future consumption indicate that the
Department of Revenue has overstated potential tax collections.

ThU is she eliitlolty of demand for cigarettes. See Technical Appendix.
* See References. .
*See Appendix Table AO for full 1ift of elasticities.
1KPW3 Barents uses reel ((.*., inflation attuned) prices In animating the revenue impact of the proposed
tut InweftM. A* aretuli, the implied price eleiticlty uud by the Department of Revenue It -0.427.

The Department of Revenue does not explicitly Identify its elasticity; Itovwver, It can be inferred from
their dan, See Technical Appendix.
TIn performing our analysis ws used S2.J4, the price as of No ir 1996 provided by the Tobacco
Institute. We use $2 par pack In the examples to simplify the presentation.
1The Department of Revenue assumes a one-time 18.5 percent decline In demand,

RECEIVED rRQWL ioi .8 054« 01,jr.1966 011*4
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2. METHODOLOGY

The central relationship in this study is the demand for taxable cigarettes. This
relationship explains how cigarette consumers react to changes in the price of a pack of
cigarettes. This relationship also describes how changing consumer preferences affect
demand. Finally, the demand for taxable cigarettes Is affected by inflation when fixed,
per-unit taxes are not indexed to the price level, as they arc not in all states. This section
briefly discusses each of these considerations. The Technical Appendix explains these
factors in greater detail.

A demend elasticity describes how responsive consumers are to a change in price. Ifa
large percentage increase in the price of cigarettes is followed by a larger percentage
decline in the consumption of cigarettes, then economists say that the demand for
cigarettes is ""price elastic."" that is, very responsive to a price change. There have been
many studies of cigarette demand, dating back to at least 19333 Among those, seme
carry more influence than others, especially those articles that a. “ear in peer reviewed
professional journals. Among the peer reviewed articles cited In *iiis report, the average
demand elasticity is *0.619; the average long-run demand elasticity is -1.0334 We
assume that the Department of Revenue used an implied demand elasticity of -0.45 which
la at the low end of the estimate range of all the peer reviewed publications.4 Moreover,
elasticities tend to increase over lime, as consumers.leam to adjust to price changes. The
Department of Revenue Ignores this effect.

As a simple example, assume the average retail price of cigarettes is $2 per pack.7 A Si
per pack tax increase will raise the price by 50 percent. A price elasticity of *0.4, as
assumed by the Department of Revenue, implies an 19 percent d™op in consumption; i.e.,
the percent decline in demand is equal to -v.4 multiplied by the percent increase in price.
On the other hand, a short-run elasticity of -0./j]9 implies a 29-perccni drop in damand,
and a long-run elasticity of -1.033 Implies a 49-percent drop Id demand. This drop In
demand for taxed cigarettes affects not only the revenues from the proposed $1 per pack
tax Increase, but also reduces the number of packs on which the current $0.29 tax per
pack tax is collected. Such differences in estimating fiiture consumption indicate that the
Department of Revenue has overstated potential tax collections.

*ThI* i*the elntlplty of demand for cigarettes. See Technical Appendix.

*See References.

4 See Appendix Table A*J for ft:" lift of elasticities.

5 KRMO Bnrsnw uses real (i.e., !.iflation equated) price* In animating the revenue impact of the promoted
tax Increase. As a result, tha Implied price elasticity used by the Department of Revenue Is *0.427.

* The Department of Rovenue does not explicitly Identify Its elasticity; however, I, can be inferred from
their data, See Technical Appendix.

TIn performing our enalysli we used $2.14, the price as of November 1996 provided by the Tobacco
Institute. Wo use S2 per pack Inthe examples to simplify the presentation.

1The Department of Revenue asstimas a one-time 18..1 percent decline In demand.
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3. RESULTS

The most relevant numbers for the State to consider in budget forecasting are current (or
“nominal”) dollar estimates. That is, how much money is expected to flow into the State
treasury as a result of a given fiscal policy option. To be consistent with actual
coliections, such estimates must take into account expooced price inflation. KPMO
Barents prepared its celibates in nominal dollars to be consistent with the Alaska
Department of Revenue end to provide the most relevant analysis.

Table 1
Estimated Tax Collections Under a $1 per Pack Increase

KF~f'9984;171999 " taoo.;:VEhooi#e«:fy2002- '®003

_ CXfittUr..
KPMG Barents
estimate 31.4 31.9 29.3 26.7 24.2 24.6
Department of
Revenue’s estimate 36.5 40.1 40.1 40.1 40.1 40.1
Department of
Raven"'"’s
overstatement 51 8.2 10.8 134 15.9 15.5
Percentage
overestimate 16.4% 25.6% 36.8% 50.1% 65.9% 63.1%
Local revenue loss
not estimated by
Department of
Revenue 14 16 18 2.0 2.3 2.3

The KPMC Barents estimate shows the likely change in cigarette tax revenue resulting
from the $1 per pack increase in the State tobacco tax.5 Table 1 shows the tax increase
beginning in FY 1998, which implies a net revenue gain of $31.4 million. The revenue
gain ir.”eases slightly in PY 1999 due to lags in tax collections and then decreases until

by FY 2003, the additional tax revenue Is only $24.6 million above the amount that
otherwise would havo been oollectod, Table 1also shows the amount and the percentage
by which the Department of Revenue’s calculations exceed the &PMQ Barents estimate,

*All valusi sra in nofflinsl dollars. That li, they ore net Inflation adjusted.
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In FY 1998, the Department of Revenue overestimate) tax revenues by S5.1 million (16
percent over the KPMG Barents estimate); by FY 2003, the Department of Revenue

exceeds the KPMG Barents forecast by $15.5 million (63 percent over the KPMG
Barents estimate). Figure 1shows both sets of estimates in nominal dollars.

Figure 1
Comparison of KPMG Barents1Revenue Estimates
with Department of Revenue's Estimates
198 199 2000 201 3002 200

fcKPMG Baiafttf tillmflic nDepwiment of Ktvtnm CBlmme

Appendix Table A-1 shows in detail how we prepared the estimates and the methodology
Is provided In tho Technical Appendix.

Local Tax Effects

The proposed $1 tax increase will impair the revenue collection efforts of Alaska's three
largest municipal governments: Anchorage, Fairbanks, and Juneau.

Table 2 shows the local tax effects, The annual decline in collections ranges between Sl
and 52 million with about 87 percent of the impact occurring in Anchorage, Over the six
year period, Anchorage collections will decline by atotal of $10 million, Fairbanks will
lose Just over $1 million, and Juneau will lose S287,000. Collections for those three
municipal governments will decline by atotal of $11.5 million over the six year period.



