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VEMBERS PRESENT

Senat or Randy Phillips, Chair
Senat or Loren Leman
Senator Bettye Davis

VEMBERS ABSENT

Senat or Al an Aust er nman
Senat or John Tor gerson

COW TTEE CALENDAR

SENATE BI LL NO. 138

"An Act relating to the business of insurance, including changes to
the insurance code to inplenent federal financial services reforns
for the business of insurance and to authorize the director of
i nsurance to review crimnal backgrounds for individuals applying
to engage in the business of insurance; anending Rule 402, Al aska
Rul es of Evidence; and providing for an effective date."

MOVED CSSB 138 (L&C) OUT OF COWM TTEE

CS FOR HOUSE BILL NO 81(FIN)

"An Act extending the termnation date of the Board of Dental
Exam ners; relating to the Board of Dental Exam ners and regul ation
of the practice of dentistry; and relating to dental hygienists and
dental assistants.”

MOVED CSHB 81 (FIN) OUT OF COW TTEE
SENATE BI LL NO. 165
"An Act inposing a tax on enploynment; and providing for an
effective date."

MOVED SB 165 OUT OF COW TTEE
SENATE BI LL NO. 170
"An Act relating to wage and hour protections for enpl oyees of the
Al aska Railroad Corporation.”

MOVED CSSB 170 (L&C) OUT OF COW TTEE
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SENATE BI LL NO 168
"An Act relating to loans nmade by the comrercial fishing |oan
program"”

HEARD AND HELD

PREVI QUS COW TTEE ACTI ON

SB 138 - See Labor and Commerce m nutes dated 3/20/01 and 4/10/01.
HB 81 - No previous action to consider.
SB 165 - No previous action to consider.
SB 170 - No previous action to consider.

SB 168 - No previous action to consider.
W TNESS REG STER

M. Bob Lohr, Director

Di vi sion of |nsurance

Departnent of Community and Econom c Devel opnent
3601 C Street, Ste. 1324

Anchorage AK 99503

PCSI TI ON STATEMENT: Comrented on SB 138.

M. John George

Anerican Council of Life |nsurance

Nat i onal Associ ati on of | ndependent Insurers
3328 Fritz Cove Rd.

Juneau AK 99801

PCSI TI ON STATEMENT: Comrent ed on SB 138.

M. Steve Conn, Executive Director

Al aska Public Interest Research G oup (AKPIRG

P. O Box 101093

Anchorage AK 99503

PCSI TI ON STATEMENT: Comment ed on SB 138 and opposed Opt out policy.

Ms. Suzanne Hancock

Staff to Senator Al an Austernan

State Capitol Bldg.

Juneau AK 99811

POSI TI ON STATEMENT: Commented on SB 138.

Representati ve Hugh Fate
State Capitol BIdg.
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Juneau AK 99811
POSI TI ON STATEMENT: Sponsor of HB 81.

M. Sean Riley

Staff to Senator Al an Austernan

State Capitol Bldg.

Juneau AK 99811

POSI TI ON STATEMENT: Commented on SB 165.

M. Mke MIIigan

12056 Gara Dr.

Kodi ak AK 99615

PCOSI TI ON STATEMENT: Supported SB 165.

M. Richard Wl berts

310 Mapl e Ave.

Kodi ak AK 99615

PCOSI TI ON STATEMENT: Opposed SB 165.

M . Ben Ardi nger

1323 M1 Bay Rd.

Kodi ak AK 99615

POSI TI ON STATEMENT: Supported SB 165.

Mayor Gabriell e Ledoux

Kodi ak | sl and Borough

219 M1l Bay Rd.

Kodi ak AK 99615

POSI TI ON STATEMENT: Supported SB 165.

M. Gegory P. Razo

Kodi ak | sl and Borough Assenbly

P. 0. Box 4186

Kodi ak AK 99615

POSI TI ON STATEMENT: Supported SB 165.

Ms. Marilyn Davidson

Kodi ak | sl and Borough

P. O Box 8903

Kodi ak AK 99615

POSI TI ON STATEMENT: Supported SB 165.

M. David Jones, Director

Di vi sion of Finance for the Kodi ak School
Kodi ak | sl and Borough

P. 0. Box 8635

Kodi ak AK 99615

POSI TI ON STATEMENT: Supported SB 165.

Ms. Pat Branson
Kodi ak | sl and Borough Assenbly
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P. O Box 3888
Kodi ak AK 99615
PCSI TI ON STATEMENT: Supported SB 165.

M. Mke WIIlians

Departnent of Revenue

PO Box 110400

Juneau, AK 99811-0400

POSI TI ON STATEMENT: Conment ed on SB 165.

M. Kevin Ritchie

Al aska Muni ci pal League

217 2nd Street

Juneau AK 99801

PCSI TI ON STATEMENT: Comrent ed on SB 165.

M. Carl Rose, Executive D rector

Al aska Associ ati on of School Boards
Juneau AK 99801

POSI TI ON STATEMENT: Supported SB 165.

Ms. Wendy W ndskoog

Director of External Affairs

Al aska Rai |l road Corporation (ARRC)
P. O Box 107500

Anchorage AK 99510

POSI TI ON STATEMENT: Supported SB 170.

M. Kevin Bergsgood, Loconotive Engi neer

Al aska Railroad Corporation

State Legislative Director, United Transportation Union
P. 0. Box 107500

Anchorage AK 99510

POSI TI ON STATEMENT: Supported SB 170.

M. Ed Crane, CEO

Al aska Commerci al Fishing and Agricul ture Bank
2550 Denali St. #1201

Anchorage AK 99503

POSI TI ON STATEMENT: Supported SB 168.

M. Geg Wnegar, Director

Di vision of |Investnents

Depart ment of Comrerce and Econom ¢ Devel opnent
P. O Box 34159

Juneau AK 99803

POSI TI ON STATEMENT: Opposed SB 168.

ACTI ON NARRATI VE
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TAPE 01-17, SIDE A
Nunber 001
#SB138

SB 138- | NSURANCE CODE ANMENDIVENTS
CHAl RMAN RANDY PHILLIPS called the Senate Labor & Connerce
Commttee neeting to order at 1:37 pm and announced SB 138 to be up
for consideration.

SENATOR LEMAN noved to adopt the commttee substitute to SB 138,
Ford 4/6/01/F. There were no objections and it was so ordered.

MR BOB LOHR, Director, Division of Insurance, said he was
avai |l abl e to answer questions.

CHAI RVAN PHI LLIPS asked if he saw any deficiency other than the
public policy question of opt in/out in the F version.

MR. LCOHR answered no, other than that one issue, the rest of the
i ssues were addressed quite nicely.

MR, JOHN GEORGE, Anerican Council of Life Insurers and Nationa
Associ ation of Independent Insurers, said the redraft of the bil
was fine and all his clients would support it.

MR STEVE CONN, Executive Director, Al aska Public Interest Research
G oup, said the concern of consuner organizations over the opt
infout policy is that it flows fromthe fact that the G amm Leach-
Bliley Act did away with the walls established during the

depression days between the financial institutions, |ike the
br okerage houses, insurance conpanies, small |oan conpanies and
banks. "It allows themto nmerge."

Wth that mnmerger conmes the opportunity for these
financial institutions to share inportant and privil eged
information and, to be quite blunt, nmany of them desire
to do so. That is to take good custoners to the bank and
share them with their owm or a third party who is an
i nsurance conpany and vice versa. So, the consuner who
gives information for one discrete purpose may find that
informati on being shared all over. O course, here in
Al aska with our constitutional right to privacy, we have
a particular and long standing interest in privacy of
i nformation.

Many of the institutions suggest that opt out is
satisfactory, but the reality of that is very much
sonething different. Many of us have received the
docunents stuffed within statenments from banks and ot her
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conpanies |lately, because nost of this is beginning at
the federal level. It is hard as the devil to find the
i nformati on necessary to figure out when and how and on
what basis to opt out. Mst people just see this as
anot her envelope stuffer and pitch it out. This lay
opi nion has now been underscored by an academ c study.
Mar k Hochei ser, PhD. has conducted a study and subjected
many of these notices to the various readability
standards that have been w dely established and has found
out that nmobst of these docunents according to the reading
scores are virtually unreadable. To nost, especially
people with English as a second | anguage and the el derly,
have a difficult tinme reading them The easiest way to
deal with this, and the way that certainly conports well
Wi th our own concern for privacy in this state and to
make use of the opportunity granted at the federal |evel
for each state to make this choice, is to have
i ndi viduals opt in and not opt out. That is to say, if
the banks think it's in your best interest or the
i nsurance conpany to share this information with soneone
in its corporate famly or wth soneone beyond its
corporate famly, let it reach out to the consuner and
offer the opportunity and let that consuner deliberate
and agree to opt in on the sharing of information.
Unl ess, as one |obbyist for an insurance conpany said
anot her day, we believe privacy is dead, in which case we
have not hing to di scuss about this. W're sort of tilting

at wwndmlls. | encourage the commttee to pass forward a
bill that makes opt in and not opt out the choice,
because at the end of the day, opt out is no choice,
what soever.

MR. GEORGE responded:

There's two inportant points. One is that the federa
governnment has already regulated financial institutions
that are regulated under the federal governnment under
G amm Leach-Bliley. So certain institutions already have
the opt out provision. By changing that standard for
i nsurance conpani es, you are now creating a different set
of rules for insurance conpanies to play than the
nati onal banks, the stock brokerages, and others. So
automatically, the insurance conpanies are placed at a
di sadvantage. W can't change the federal standard for
those federally regulated institutions. W can only dea
with the state.
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W believe that there are certain advantages to the
sharing of information, not only from the financial
institution side, but from the consuner side. For
instance, rather than an institution mailing a nass
mailing to everyone in Anerica, they can target markets
of people who are nore likely interested in their
product. As the prior witness stated, we all get a |ot of
junk mail and we toss it, because it's totally unrel ated
to us, but once in a while you find sonething that's
really hits your target. Sonething you are interested in
If we could focus nore of these mailings on things you
are interested in, | think that's an advantage to the
consuner. It does inprove conpetition anong the pl ayers
if they can get access to the information and, therefore,
target the consunmers. It creates sone efficiencies and
t hose can be passed on as cost savings. It's certainly
cheaper to mail to a target group than to everybody in
Anerica. Lastly, the standard that is going to be set
across the country for insurance conpanies is going to be

opt out. I"'mconfident that will be the case. Al aska wil |
be different. That, therefore, nmakes it nore expensive
for insurance conpanies to operate for that limted

purpose in the state of Al aska and, therefore, my not
provi de the opportunities to people in Al aska to avai
t hensel ves of these new and creative products.

MR. GOERCGE said that the efficiencies technology has brought to
this industry will be lost and the cost will be passed on to the
consuner. "W have done studies and consuners are nore protective
of their time than their privacy on these types of issues.”

SENATOR DAVI S noved to delete all materials on page 25, line 31 -
page 26, line 10 (the opt out provision).

M5. SUZANNE HANCOCK, Staff to Al an Austernman, explained that the
anmendnent gives people the opportunity to opt in, if they choose,
but does not put the onus on the individual to seek out a way of
renmovi ng thensel ves fromthese |ists.

CHAI RVANT PHI LLIPS called for the vote. SENATCRS LEMAN and PHI LLI PS
voted nay; SENATOR DAVIS voted yeah; and the notion failed by a
vote of 2 to 1.

SENATOR LEMAN noved to pass CSSB 138 (L& C) from conmittee with
i ndi vi dual reconmendations. There were no objections and it was so
or der ed.

#

#HB81
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HB 81- DENTI STS/ DENTAL HYQ ENI STS & ASSI STANTS

CHAI RVAN PHI LLI PS announced HB 81 to be up for consideration

REPRESENTATI VE FATE, sponsor of HB 81, said the letter of intent
was patterned after the letter that acconpani ed the extension of
the Medical Board and their effort to raise their assessnent to
$25,000. He said there was an attachnent that explained the
expenses.

SENATOR DAVI S noved to adopt the letter of intent. There were no
objections and it was so ordered.

SENATOR LEMAN noved to pass CSHB 81 (FIN) with acconpanying fisca
note and the acconpanying letter of intent wth individual
reconmendati ons. There were no objections and it was so ordered.
#

#SB165
SB 165- EDUCATI ON TAX ON EMPLOYMENT

CHAI RVAN PHI LLI PS announced SB 165 to be up for consideration
MR. SEAN RILED, Staff to Senator Austernman, said:

The purpose of this bill would be to generate revenue
that woul d be geared towards education. There would be
$100 per person taken out in two consecutive pay checks
per year for anyone that is working in the state of
Al aska. This would also incorporate all the people that
are from out-of-state, generating quite a bit of
addi tional inconme that would go into the general fund.

The reason this bill is here is to generate nore incone
for education. The |egislature has given our schools a
cl ear nmessage - that they want our schools to continue to
get and set high standards for our students. This will be
facilitated through a conpetency exam To be able to
i npl enent this program we need to give our educators the
tools with which they can inplenment that program

| do fully agree that you don't take noney and throw it
at a problem and hope that it wll go away, but | do
believe that the noney that the school tax bill wll
generate would offer the tools wth which to inplenent
that program and also to help sonme of the education
prograns we presently have.

MR. RI LEY conti nued:
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Children are our future. | think it's inportant to
remenber that we need to fund these areas. As President
Ham [ ton [UAA] said many tinmes before the |egislature,
"W don't want to see a brain drain going to the Lower
48. W want to keep our people here and by providi ng good
educational prograns and good infrastructure, we can do
that. Sone day, those sane children that we wll be
educating here and giving the best education to will be
passing bills for taking care of us when we becone ol der
peopl e and passing good |egislation. By show ng good
support in that regard at this early stage would be
hel pi ng the state and hel pi ng oursel ves at the sane tine.

Whenever anyone cones before the legislature to pass
| egi sl ation, the second question everyone asks is, "How
are we going to fund this?"

Hi storically, we've already had this tax in place. It's
nothing new to us. It's sonething we've worked wth
before and can continue to work with. One of the good
aspects about this tax is that it goes after sone of the
peopl e who cone up here and reap the harvest of the
resources and the infrastructure of A aska and take their
noney down south where they end up paying state incone
tax. Since we have no state inconme tax and we have no
state tax, the only way we're generating noney to offset
our deficit budget is fromthe CBR and unless we want to
drain that conpletely, we need to take steps in that
regard to start instituting a way to start paying for
sonme of these progranms. This would be a small step in
that regard to nmake plans for Alaska's future.

Number 1900

SENATOR LEMAN corrected M. Riley's assertion that we have no state
incone tax. He said we have a state income tax, but not a state
personal income tax or a state sales tax. "For instance, on fuel,
that is a tax that's applied generally throughout the state with a
few exceptions.

MR. RILEY thanked himfor the correction and added that the point
he was trying to nmake is that Alaska is very unique in that they
are generating noney for their budget from places other than the
peopl e t hensel ves.

SENATOR LEMAN said that since the tax of $100 per head is due on
t hose enpl oyed and those self enployed by February 1, he assuned
that a self enpl oyed person on a form supplied by the Departnent of
Revenue would submt $100 before February 1 and fulfill that
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requi renent, but what if the self enployed person does not earn
i ncone before February 1?

MR. RILEY replied that the nechanism for that would be that the
tax, itself, is not due until the following year after you had
al ready worked through that one year.

MR MKE MLLIGAN, Kodiak, supported SB 165. He thought the
greatest problemfacing Al aska nowis that we have devel oped into a
culture of give-ne. "W expect a check fromthe governnent. W have
to begin now reducing the rate of deficit spending.”

M. MIligan said that we need to put nore noney into education and
the question is howto pay for it and this bill begins to deal with
t he probl em

MR. RI CHARD WALBERTS, Kodi ak, said he is for public education, but
opposed SB 165. He can't support it, because it's an unfair tax,
especially to lowinconme people. He thought that schools receive
nore than enough noney to teach basic academ cs.

MR. BEN ARDI NGER, Kodiak businessman, said he serves on the
Commttee for Better Education and supports SB 165. They are
striving to get the nusic program reinstated at the elenentary
| evel and they need the noney. He said the people he talks to are
all for it, but they want to make sure it goes for education.

MAYOR GABRI ELLE LEDQUX, Kodiak Island Borough, said the Kodiak
Assenbly supports this bill and has passed a resol ution stating so.
She supports this bill personally. "Qur schools are having
difficulty. They are having difficulty with mai ntenance. They are
having difficulty with |large classroons. We're close to the cap;
ot her school districts are already there."

She realizes this is a regressive tax, but said, "At sonme point, we
have to figure there is no such thing as a free lunch. This is our
first step to a long-range fiscal plan and that's why | support
it."

MR. GREG RAZO, Kodi ak Island Borough Assenbly, said he ran with a
comm tnent to education as part of his platform He said the |oca
community is interested in quality schools, but they are having a
hard time achieving that when they have over 10 years of |ack of
inflation proofing for education funding fromthe state. He said:

W have heard recently with the tax cap initiative how
concerned people around the state are at the increasing
burden of |ocal property tax. That burden is going to do
not hi ng but continue unless we receive assistance from
both the state and federal governnent.
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MR. RAZO said the citizens of Alaska are ready to see a new
approach to state funding.

M5. MARI LY DAVI DSON, Kodi ak, supported SB 165. The | ocal schoo

district support high quality education and those efforts are being
inpaired by the fiscal restraints that are the result of a
shrinki ng budget. "W need to fund, not the mninmmnecessary for
education, but a high quality education for all Al askan students so
they can be conpetitive in whatever avenue the choose as they
finish their standard school career..

MR. DAVID JONES, Director of Finance, Kodiak School D strict, said
he is also a parent and a non-tax payer in Kodi ak. He has addressed
the legislature a nunber of tines expressing the need for noney to
provi de an adequate education. As a parent in Kodiak, he pays a
property tax and a 6 percent sales tax. In Cctober, the state sends
his famly a permanent fund dividend. He is willing to pay for the
services he receives fromthe governnent.

MS. PAT BRANSON, Kodiak Island Assenbly, said that she has no
children, but believes the schools are tenples of learning and, "It
is nost inportant that we provide the proper amount of funding in a
di verse manner for quality education throughout the state.”

Property owners are the ones who bear the burden of school funding
and if the legislature doesn't |ook for other sources of |ong-range
funding, their local government wll have to continue raising
property taxes, Ms. Branson said.

Number 2300

MR MKE WLLIAMS, Departnment of Revenue, said he would answer
guesti ons.

SENATOR LEMAN asked if wouldn't nake sense for people to pay the
anount out of the Permanent Fund portion so that it wouldn't be
t axabl e, because the | anguage now has them paying taxes on their
full dividend, plus paying another $100.

MR. WLLIAVS replied that there is sone concern on the nethod of
reducing a PFD because there would be tax inplications on a
personal level. "You would have a proposed statute that would
propose a tax and, if you have used the PFD to offset that act, it
could be considered to be debt relief. That debt relief in itself
woul d be taxable to the individual."

SENATOR LEMAN asked if it could be designed in a way that it would
avoid that? He thought it mght be possible to "grab that noney
before it enters the dividend distribution streamand that woul d be
the offset."”
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TAPE 01-17, SIDE B

CHAl RMAN PHI LLIPS said the fiscal note |looked like it was about
$700, 000, "which raises sone flags."

MR. WLLIAMS responded that he would have to research Senator
Leman' s questi on.

MR KEVIN RITCH E, Al aska Mini ci pal League, said they do not have a
position on this bill, but their top priority is a |ong-range
financial plan for the state of Al aska and their second priority is
fundi ng education. "This is obviously one option that could be
considered in terns of devel oping a | ong-range financial plan. And
of course, the plan my conme together increnentally. So we
encourage you to keep noving such bills forward and at sone point
consider them Just to let you know that Al askans United Agai nst
the Cap, a group of 90 partner organi zations that worked to defeat
the tax cap, will be working in various communities to tal k about
the various options for creating a |ong-range financial plan for
the state.”

SENATOR LEMAN encour aged hi mand his organi zation to cone up with
sone suggestions on howto do it and work within the organi zati ons,
because he was convinced this would be "grass routes |ed" rather
than nore top down.

SENATOR DAVI S said she appreciated his testinony and a |ot of
t hi ngs woul d have to happen when they begin to tal k about a | ong-
range plan and if they don't happen at the legislature, they are
going to have to cone through grass routes efforts. She plans to,
"Take it to the public.”

She asked himto keep the legislature informed about what they are
doi ng.

MR. CARL ROSE, Executive Director, Association of Al aska Schoo

Boards, supported SB 165. He said they know revenues have been
reduced and that essential services have costs attached. "W have a
wi ndow of four to five years to fashion sone kind of plan that will
project us into the future successfully. Qur other option is to

sl am head-long into the wall in four years.”
He said that it will entail talk about revenue streans |ike this
bill and perhaps and sal es tax, personal incone tax or sonme kind of

i nvestnment for the purpose of generating revenue.

MR. RILEY said he had been in commttee neetings before where this
commttee's chairman recognized the need for long-term fiscal
pl anning and this was an opportunity to take the first step in that
di rection.
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SENATOR LEMAN said he was concerned about the fiscal note, but
would ook at it in the Finance Commtt ee.

SENATOR DAVI S noved to pass SB 165 fromcommttee with individua
reconmendati ons. There were no objections and it was so ordered.
#

#SB170
SB 170- RAI LROAD EMPLOYEE SALARI ES AND WAGES

CHAI RVAN PHI LLI PS announced SB 170 to be up for consideration

MS5. VEENDY W NDSKOOG, Director of External Affairs, A aska Railroad
Cor poration, said:

SB 170 acconplishes two very inportant objectives for the
Al aska Railroad and its enpl oyees. It woul d be anendi ng
our statute, AS 42 to do two things - clarify that the
Al aska Railroad falls under the Al aska Wage and Hour Act
and also it would allow the nenbers of the United
Transportation Union and rmanagenent the flexibility to
negoti ate an agreenent that would all ow the UTU enpl oyees
to be paid on a salary basis rather than on an hourly
basi s.

"Il give you a little bit of background. When we began
negoti ati ons several nonths ago with the UTU Union, we
di scovered that there was a real question whether the
Al aska Railroad falls under the Al aska Wage and Hour Act.
This was a little disconcerting to us, because we are
exenpt from the Fair Labor Standards Act, which is the
f eder al | aw governing mninmum wage and overtine
protection for enpl oyees.

The Railroad has al ways operated as though we are under
the Al aska Wage and Hour Act and we woul d definitely Iike
to see this clarified through our statute that we have
that protection for our enployees.

That's the first part of the bill. The second part of the
bill deals with sone flexibility in our negotiations with
the UTU Uni on. The exenption for UTU nmenbers provi ded by
the bill would not |eave the UTU nmenbers unprotected with
regard to overtine and wage issues, because they are
protected by the Hours of Service Act. That Act prevents
excessive or unreasonable work hours by limting the
nunber of hours these enpl oyees can work to twel ve hours
a day and after that have to take sone tine off. They do
have that protection.
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The other thing I would like to nmention is why this bil
benefits both |abor and nanagenent at the Al aska
Railroad. The UTU nenbers would benefit from the
exenption by having their pension plan enhanced. In
exchange, the Railroad managenent would be allowed
eventually to operate trains with a two-person crew
rather than a three-person crew. This is where the
industry is going in the Lower 48 with railroads. Wth
sone of the technical upgrades we are doing to the
Rai |l road, we would be eventually able to operate with
t wo- person crews. W get there through attrition, not by
| ayi ng off jobs now, but as people retire, we would nove
in that direction...

M5. WNDSKOOG said they have letters of support from several
uni ons, both public and private. They have a verbal conmtnent from
the AFL-CIO in support of the bill. However, she said they would
li ke to change the effective date to i medi ate.

MR KEVI N BERGSGOOD, Loconotive Engi neer, Al aska Railroad Corp. and
State Legislative Director, United Transportation Union, said they
support SB 170.

SENATOR DAVI S nmade a conceptual anmendnent to add section 3 that
woul d make an imedi ate effective date. There were no objections
and it was so ordered.

SENATOR DAVIS noved to pass CSSB 170 (L& C) from conmittee with
i ndi vi dual recomendations. There were no objections and it was so
or der ed.

#

#SB168
SB 168- COVMERCI AL _FI SHI NG LOAN PROGRAM

CHAI RVAN PHI LLI PS announced SB 168 to be up for consideration

MR. ED CRANE, CEO, Al aska Conmercial Fishing and Agricul ture Bank
said they requested this |egislation and appreciate having it under
consideration. He said there were a nunber of factors over tine
that led up to themintroducing this bill. Five years ago when the
Division of Legislative Audit took a limted | ook at CFAB and the
D vision of Investnents' Revolving Conmercial Fishing Loan Fund,
t hey recommended that a process be expl ored by which CFAB woul d end
up with essentially taking over the functions of the Division's
Fund. He cited various practices and policies and nade the
observation that over the previous five years, borrowers (on the
surface) appeared nuch better with CFAB than they had with the
Di vi sion of |nvestnents.
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MR. CRANE explained that CFAB is a private institution structured
as a cooperative, responsible to the Board of Directors, who are
responsible to the borrowing owners. "W have the burden of
operating as efficiently and as effectively as possible. That
provi des benefits to our borrow ng nenbers. Over the past 10 years
for every $100 of interest we have collected fromthose borrow ng
menbers, we have returned $13.50 in cash to them There is another
$4.80 set aside in funds, which will soon be paid to them also."

He said that this bill provides that for nost of the various kinds
of fishing |loans made by the Division there will be a step inserted
saying the applicant nust first be declined by CFAB before the
Division can entertain their application. The exception is a
section b loan (page 2, line 7), which covers |oans the Division
makes to areas where there is either econom c depression or a
limtation on enploynment opportunities and a historic dependence on
commerci al fishing. CFAB thinks those | oans are very inportant for
the state to do, but which as a private | ender, they wouldn't. It
woul d not be appropriate for themto attenpt it. He said:

SB 168 holds substantial benefits for many resident
fishermen and will not result in denial of financing to
anyone. It does not affect those elenents of the
Conmer ci al Fi shing Loan Act, which are directed toward a
resi dent who cannot qualify for conventional financing.
However, there is potential over tine, for a significant
reduction in wutilization of the Comrercial Fishing
Revol ving Loan Fund and for increnental transfers tot the
General Fund.

Finally, SB 168 renoves direct and subsi dized conpetition
by the state and pronotes the services of a successfully
privatized institution.

MR. CRANE expl ai ned that CFAB was created in 1979 - 1980 when the
state put $32 mllion of state nobney at risk to create it. "That
noney has since been returned to the state.”

Over it's 2l1-year history, CFAB has made several hundreds of
mllions of loans to residents. That's a pretty good return of the
state's investnent. CFAB is a private institution, paying taxes;
they are totally self-sufficient. He found it hard to believe there
is any justification for the state to be continuing on a subsidized
basis to conpete with CFAB in the sane markets.

SENATOR LEMAN asked why there was the specific reference of

protection for CFAB instead of just saying "and whose applications
for identical financing has been declined by private |enders.”
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He asked if there are others in the busi ness CFAB conpetes with and
they don't mnd conpeting with, and if there was a particular
reason.

MR. CRANE replied that they asked for the bill and wanted to see
their nane there. He added:

Wen | was first with CFAB, the Revolving Loan Fund
Statute provided al nost exactly what they are saying,
that nost |oans could not be nade unless the applicant
had been declined by two other institutions. At that
time, the Division of Investnents and CFAB had a very
wor kabl e arrangenent for exchanging applications to be
sure that when we did decline sonmeone, they wanted us to
pass on his application to the Division. W could do
that. That was changed. | don't recall why, but if you
| ook on page 3, lines 1 - 3, which has to do wth | oans
for quota shares, when that part of the statute was
created, it said the Division could nmake | oans for quota
shares to borrowers who, anong other things, are not
eligible for financing from other recognized conmerci al
| ending institutions. That's been in place for four or
five years.

Qur perception, to the best of our know edge, that's been
ignored by the Division of Investnments, even though there
has been nunerous discussions with them As a matter of
fact, we were specifically told in witing that what we
do, we look at the applications and if it |looks to us
like we wouldn't do it, we would go ahead and nake the

loan. |I'm offended by that. That's ny answer to your
gquestion. If it said other financial institutions, |
woul dn't have any problemwth that. | would say this,

that CFAB is the only private institution that has the
statutory authority to take a lien on a limted entry
permt. For 80 percent or nore of the applications, it
woul d be CFAB.

SENATOR LEMAN said he traditionally tried to defend conpetition.
"As long as we have it, | would just as soon enable it to take
pl ace. | have no problemw th sort of putting an extra hurdle on
the departnent, because | really don't think the state ought to be
conpeting in areas that are handl ed capably by those in private
industry. And this is an exanple.."

MR. CRANE commented that section 2 (page 4, line 12) caused sone
confusi on. He expl ai ned:
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A year ago, when the | egislature passed a tax |oan bil
for the Revolving Commercial Fishing Loan Fund, the
deci sion was nmade in sonme Senate Commttee in HB 238, to
limt the life of that tax |l oan programto two years and
rat her than use what seens to be the nore conventional
sunset | anguage, there was enacted a del ayed anendnent.
Under that delayed anendnent, which becones effective
August 1, 2002, the tax program goes away. This section 2
refers to that del ayed anmendnent. That del ayed anendnent
is reflected in section 3, Chapter 127 of the acts of
2000. Al section 2 is doing, assumng this bill passes,
it says that when that del ayed anendnent cones back into
effect, it wll have the new | anguage included in SB 168
in that delayed anmendnent. | hope that's clear.

CHAI RVAN PHI LLI PS asked if he supported it.
MR. CRANE said he does.
Nunber 800

MR. GREG WNEGAR, Director, Dvision of Investnents, said his
agency admi nisters the Commercial Fund that would be affected by
this bill. He said:

The Fund was created in 1972 and has been a nmmjor
financi ng nmechanism for harvesters in the state since
that tinme. The purpose of the programis to create or
mai ntain our predomnantly resident fishery. The fund is
totally self-sufficient; there has been no general fund
noney goi ng there since FY 1985. As of June 30, we have
made a total of $341 million dollars in |loans to about
5,400 different borrowers. The nmgjority of the |oans we
make under this programare ones that typically would not
be nmade by the private sector. W've referred nunerous
applicants to private sector |enders on a daily basis and
if the applicant is unable to get financing from the
private sector, then we consider themunder this program

One of the concerns we do have, which was nentioned by
Senator Leman, is that this program would conpletely
elimnate all of our applicants' private sector choices
ot her than just one | ender, CFAB. As far as the nunber of
permt loans we're involved with, it's roughly 50 - 55
percent of the portfolio are permt related. The other
types of loans we do are | oans for vessels, gear, quota
shares, and other fisheries related activity.
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As far as other sections of the program are concerned,
there is sone overlap with the private sector, especially
under section (a), which is primarily for limted entry
permts. By statute, CFAB and the state are the only two
| enders that can secure loans with the limted entry
permt.

Currently, applicants can choose whi ch programthey w sh
to participate in. This legislation would require that
they all go through CFAB first. This concerns us for two
reasons. A substantial nunber of our section (a)
borrowers would not qualify for a CFAB | oan and so the
extra tine and effort necessary for themto obtain a | oan
woul d i ncrease substantially because of that. Also, the
overall strength of the fund woul d be affected, because
CFAB basically would pick and choose and take the
stronger |oans. W currently use those loans to help
bal ance the portfolio which is nostly made up of |oans
that woul dn't be nade by the private sector.

W also have problens wth the changes it makes to
section 10. This section allows existing |oan fund
borrowers to lower their interest rates through an
internal refinancing program W have a very strean i ned
process for themto do this. If the interest rates go
down, our existing borrowers with a basic one-page
application can lower the rate. This bill would prevent
borrowers from taking advantage of the streaniined
program because they would have to turn around and go
through an entirely new application process through CFAB.

The final concern we have is nore technical in nature. It
relates to the word "identical" on page 1, line 12; page
3, line 2; and page 4, lines 1 and 8. The concern we have
here is that our interest rates in terns are set by
statute and regulation and they are not connected with
CFAB's rates and terns in any way. Because they aren't
related, it may be very difficult for our applicants to
meet the identical financing requirenment. That concl udes
ny testinony, M. Chairman. W do oppose this bill. W
feel it wll limt Alaskan harvesters' ability to use
this | oan fund.

SENATOR DAVI S asked if he had any further problens in the section
if "identical" were deleted.

MR. W NEGAR replied that they have problens with the concept, but

al so one of the concerns they have is with the term "identical",
because it may make it al nost inpossible for soneone to qualify.

SENATE L& C COWM TTEE - 18- April 12, 2001



"We are concerned that Iimting section (a) borrowers to only CFAB
as an alternative is not something we would support. W don't
believe that's in the best interests of our borrowers. W are also
concerned about the effect that would have on the | oan fund. Those
stronger | oans hel p balance the risk of the portfolio.”

Number 400

CHAI RVAN PHI LLI PS asked what other industry does the Departnent
make | oans to that have private | oans avail abl e.

MR. WNEGAR replied that they have a couple of small business
progr ans.

CHAI RVAN PHI LLIPS said his point is that the Departnent is supposed
to pronote commerce within the state and other than the fishing
i ndustry, there's no other industries that have the private and
state sectors conpeting for a pool of potential borrowers.

MR. WNEGAR replied that to sone extent that's true, but the
| argest portion of their borrowers would not qualify for private
sector financing. He said they used to have a m ning program

CHAI RMAN PHI LLI PS asked what his default rate was, the nunber of
| oans taken, etc.

MR. W NEGAR replied:

As of March 31, we put out a statistics report. W had
1,801 accounts on the books that are owned by the Fund.
The total outstanding bal ance is $80, 464, 000; the average
| oan anmount was $44, 700. The delinquency rate is based on
nunber of loans and is 18.3% and they have 2.9%/ oans in
defaul t.

CHAI RVAN PHI LLI PS asked himto define "default" and "delinquent."

MR. W NEGAR responded that "default” is in litigation. Delinquent
is 60 days or nore past due.

CHAI RVAN PHI LLI PS asked if 60 days is delinquent, how far do they
go before going to court.

MR WNEGAR replied that it varies depending on the situation. "Qur
phil osophy is to work with borrowers as best we can. Foreclosure is
a real last resort for us."

CHAI RVAN PHI LLI PS asked how nuch tinme the average default is.

MR. WNEGAR replied that they have a nunber of fol ks who are going
t hrough an extension process and they show up as delinquent.
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MR. W NEGAR said he didn't have an average nunber of days before
they issue a final demand, but he would look into it.

CHAI RVAN PHI LLI PS said he intended to nove this bill next Tuesday
or Thursday and asked everyone to cone forward with their comments
before then.

SENATOR LEMAN said he wanted to see an anendnent drafted that woul d
incorporate "other financial institutions” for the commttee to
| ook at.

CHAI RVAN PHI LLIPS thanked the conmttee for its patience and
adj ourned the neeting at 2:15 pm
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