ALASKA STATE LEQ SLATURE
SENATE LABOR & COMVERCE COW TTEE
April 28, 2001
9:35 a. m

MVEMBERS PRESENT

Senat or Randy Phillips, Chair
Senat or Al an Aust er man
Senator Loren Leman

Senat or John Tor ger son
Senator Bettye Davis

VEMBERS ABSENT
Al Menbers Present
COW TTEE CALENDAR

SENATE BI LL NO. 202

"An Act relating to the enploynent of persons 14 years of age or
ol der and under 21 years of age on |icensed prem ses, including
hotels, restaurants, or eating places; relating to possession,
control, or consunption of alcoholic beverages by a person under 21
years of age; and relating to hours of work of mnors under 16
years of age."

SCHEDULED BUT NOT HEARD
SENATE BI LL NO. 189
"An Act relating to notor vehicles; and providing for an effective
date."

HEARD AND HELD
SENATE BI LL NO. 151
"An Act relating to the Bristol Bay Sal non C assic; and providing
for an effective date.”

MOVED SB 151 OUT OF COW TTEE
HOUSE BILL NO 212
"An Act relating to an enployer's liability for providi ng workers'
conpensati on coverage. "

HEARD AND HELD
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SENATE BI LL NO. 132
"An Act relating to m ninum wages."

HEARD AND HELD
SENATE BILL NO 46
"An Act relating to increasing the m nimum hourly wage under the
Al aska Wage and Hour Act; and providing for an effective date.”
HEARD AND HELD
CS FOR HOUSE BI LL NO. 186(L&C)
"An Act relating to a nunicipal enhanced 911 surcharge on wrel ess
t el ephones. "

MOVED CSHB 186 (L&C) OUT OF COWM TTEE

PREVI QUS COW TTEE ACTI ON

SB 189 - See Labor and Conmerce m nutes dated 4/19/01.
SB 151 - No previous action to consider.
HB 212 - No previous action to consider.
SB 132 - No previous action to consider.

SB 46 - No previous action to consider.

HB 186 - See Community and Regi onal Affairs m nutes dated
4/ 27/ 01.

W TNESS REG STER

M. Steve DeVries, Assistant Attorney Ceneral
1031 Wi4th St.

Anchorage AK 99501

POSI TI ON STATEMENT:  Conment ed on SB 189.

Ms. Luanne Pel agi u, Executive Director

Bristol Bay Native Corporation Education Foundati on ( BBNCEF)
P. O. Box 202243

Anchorage AK 99520

PCSI TI ON STATEMENT: Supported SB 151.

M. Frank HIl, President

Bristol Bay Native Corporation Education Foundati on
12321 Audubon GCircle

SENATE L& C COWM TTEE - 2- April 28, 2001



Anchorage AK 99516
POSI TI ON STATEMENT: Supported SB 151.

M. Paul Gossi, Drector
Di vision of Wirker's Conpensati on
Departnent of Labor & Wbrkforce
Devel opnent
PO Box 21149
Juneau, AK 99802-1149
POSI TI ON STATEMENT: Comrented on SB 151.

M. Al WIson, Chairperson

Al aska St ate Honebuil ders Associ ation
No address provi ded.

POSI TI ON STATEMENT: Comment ed on HB 212.

M. Charlie MIIer

Al aska Nati onal | nsurance Co.

P. O Box 102286

Anchorage AK 99510

PCSI TI ON STATEMENT: Comrented on HB 212.

Ms. Sheila Gardener, Staff

Senat or Bettye Davis

State Capitol BIdg.

Juneau AK 99811

PCSI TI ON STATEMENT: Commented on SB 132.

Comm ssi oner Ed Fl anagan

Depart ment of Labor and Workf orce Devel opnment
PO Box 21149

Juneau, AK 99802-1149

PCOSI TI ON STATEMENT:  Supported SB 46.

M. John Brown, President

Fai r banks Central Labor Counci

819 1st Avenue

Fai r banks AK 99701

POSI TI ON STATEMENT: Supported SB 46.

M. Steven Josw ak

Uni ted Food and Conmmercial Wrkers Local 1496
59 College Rd., Suite 201

Fai r banks AK 99709

POSI TI ON STATEMENT: Supported SB 46.

M. Jim Sanpson

1000 Bennett Road

Fai r banks AK 99709

POSI TI ON STATEMENT: Supported SB 46.
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M. Don Ethridge

AFL-ClI O

710 W 9th St.

Juneau AK 99803

POSI TI ON STATEMENT: Supported SB 46 and SB 132.

M. Marvin Jones, President

Hot el and Restaurant Enpl oyees Uni on Local 878
530 E 4th Ave.

Anchorage AK 99501

POSI TI ON STATEMENT: Supported SB 46 and SB 132.

M. Jim Cal houn

10905 Kam shak Bay G rcle

Anchorage AK 99515

POSI TI ON STATEMENT:  Supported SB 46 and SB 132.

Ms. Tora Gerrick, Secretary/Treasurer

Hot el and Restaurant Enpl oyees Union Local 878
530 E 4th

Anchorage AK 99501

POSI TI ON STATEMENT: Supported SB 46 and SB 132.

M . Jack Anmoun, President

Al aska Restaurant and Beverage Associ ation
627 W3rd Ave.

Anchorage AK 99501

POSI TI ON STATEMENT: Opposed SB 46 and SB 132.

M. Al onzo Patterson

Anmeri can Bapti st Church

3727 Wlliam St.

Anchor age AK 99508

POSI TI ON STATEMENT:  Supported SB 46 and SB 132.

M. Mee Son Chong

7000 Chad St.

Anchorage AK 99508

POSI TI ON STATEMENT:  Supported SB 46 and SB 132.

M. Mano Fry, President

AFL-Cl O

2501 Conmercial Dr.

Anchorage AK 99501

POSI TI ON STATEMENT: Supported SB 46.

Ms. Fay Gavin

2121 WS8th

Anchor age AK 99517

POSI TI ON STATEMENT: Supported opposed tip credits.
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M. Ray Lacey

1473 W25, #23

Anchorage AK 99503

PCOSI TI ON STATEMENT: Supported SB 46 and SB 132.

Ms. Sue Bail ey

4205 Garfield

Anchorage AK 99503

POSI TI ON STATEMENT: Supported SB 132.

Ms. Angel a Lipton, Director

Depart ment of Justice

Cat holic Archdi ocese of Anchorage
No address provided

POSI TI ON STATEMENT: Supported SB 46.

Ms. Mary Jo Audecte

Sher at on Hotel Server

No address provi ded

Anchor age AK

POSI TI ON STATEMENT: Supported SB 46.

Ms. Lucy Vincent

Sher at on Hot el Worker

No address provi ded

Anchor age AK

POSI TI ON STATEMENT: Supported SB 46.

M. Darrel Tseu

| nl andboat nen's Union of the Pacific
3017 dinton Dr., #201

Juneau AK 99801

POSI TI ON STATEMENT: Supported SB 46.

Ms. Caren Robi nson

Al aska Wonen's Lobby

P. O Box 33702

Juneau AK 99803

POSI TI ON STATEMENT: Supported SB 46 and SB 132.

Ms. Berit Eriksson

| nl andboat nen' s Uni on

3017 dinton Dr., #201

Juneau AK 99801

POSI TI ON STATEMENT: Supported SB 46.

Ms. Pam LaBol | e, President
St at e Chanber of Commerce
217 Second Street, #201
Juneau AK 99801
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POSI TI ON STATEMENT: Conment ed on m ni num wage i ssues.

M. Jim Nordlund, Director
Di vi sion of Public Assistance
Department of Health &
Soci al Services
PO Box 110601
Juneau, AK 99801-0601
POSI TI ON STATEMENT: Supported SB 132 and SB 46.

ACTI ON NARRATI VE

TAPE 01-22, SIDE A
Nunber 001
#SB189
SB 189- MOTOR VEHI CLE SALES AND DEALERS

CHAl RVAN RANDY PHILLIPS called the Senate Labor & Commerce
Commttee neeting to order at 9:35 a.m and announced that the
sponsor of SB 202 asked himto hold the bill and that the commttee
woul d take up SB 189 for consideration.

MR. STEVE DEVRIES, Assistant Attorney Ceneral, said the House was
currently working on the House version wth dealers and
manuf acturers and he hoped a conprom se could be nade. He thought
this version was the one that could realistically nmeet the concerns
of the Departnent of Law.

There were no questions fromthe commttee.

CHAI RVAN PHI LLI PS announced they would hold SB 189 for a further
heari ng.

#

#SB151
SB 151- BRI STOL BAY SALMON CLASSI C

CHAI RVAN PHI LLI PS announced SB 151 to be up for consideration

MR TIM GRUSSENDORF, Staff to Senator Hoffman, said SB 151 adds the
Bristol Bay Native Corporation Education Foundation (BBNCEF) to an
existing law, which authorizes salnon classics and allows the
Foundation to rai se noney for schol arshi ps.

M5. LUANNE PELAG U, Executive Director, BBNCEF, supported SB 151.
She said they currently do fund raising and that it would provide
addi tional opportunities for fund raising and revenue for their
schol arshi p program
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MR. FRANK HI LL, President, BBNCEF, supported SB 151 and said the
primary purpose of the bill was to allow themto have other options
for fundraising to devel op the Foundati on.

SENATOR TORGERSON noved to pass SB 151 from conmittee wth
i ndi vi dual recommendations with the acconpanying fiscal note. There
were no objections and it was so ordered.

#

#HB212
HB 212- WORKERS' COVP: CONTRACTORS & SUBCONTRACTOR

CHAI RVAN PHI LLI PS announced HB 212 to be up for consideration

REPRESENTATI VE LI SA MJRKOABKI, sponsor, explained that statutes
don't require sole proprietors to have worker's conpensation
i nsurance and this has caused probl ens when the Wrker's Conp Board
makes a determnation that an enployee or sole proprietor is

construed to be an enployee of the general contractor. "As a
consequence, there are assessnents to the general for the worker's
conpensation insurance, it causes uncertainty in the bidding
process..!

She said this issue has been a problemfor quite sonme tine and that
a state wide task force had been set up to look intoit. HB 212 is
the result of that conpromse. It requires that sole proprietor
entities maintain worker's conp insurance, which wll add an
i ncreased cost to that sole proprietor

SENATOR AUSTERMAN asked how "sol e proprietor™” is defined.

REPRESENTATI VE MJURKOWSKI replied that it is defined as an
i ndi vidual or an entity that is working for hinself. They are an
i ndependent contractor. This has been part of the problem

SENATOR AUSTERMAN asked if there was any discussion about a sole
proprietor who had no enpl oyees.

REPRESENTATI VE MJURKOABKI replied that he would be required to have
wor ker's conp cover age.

SENATOR AUSTERMAN sai d he understood that a sole proprietor could
have 40 enpl oyees.

REPRESENTATI VE MURKOABKI responded that was correct and that a sole
proprietor business is owned by the individual.
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SENATOR AUSTERMAN asked if there was discussion about making a sole
proprietor with no enpl oyees exenpt fromthis requirenent.

REPRESENTATI VE MJRKWOSKI replied that they didn't have that
di scussion in conm ttee.

SENATOR LEMAN said if this represents a conprom se, what were the
ot her proposals. He thought it seenmed to be an aggressive nove into
an area where they hadn't gone.

MR, PAUL GROSSI, Director, Dvision of W rker's Conpensation,
clarified that this only deals with subcontractors. It isn't for
all sole proprietors. "A sole proprietor by definition has no
enpl oyees. "

He said this bill just deals with a narrow focus when you have a
subcontractor situation. The problemis when you try to determ ne
if that person is an enployee or truly a subcontractor. "That's a
pretty gray area - especially if the contractor has an actual
enpl oyee doing basically the same work."

MR. GRCSSI said the problemis that there is risk out there. He
said they don't have that many clains, but insurance conpanies
audit a contractor and tell the state they should have covered a
person because they could be construed as an enployee. The
i nsurance conpany, then, backcharges for premum This is after the
contract has already been |let and the funds can't be recovered. He
said that all this does is recognize that there is a risk and
allows for it to be covered through contracts and things |ike that.

He expl ained that the conprom se cane in when they decided howto
do a waiver. You really can't get rid of all risk. A person could
sign a waiver and still cone in and say they were required to do it
by the contractor. They could go to the courts even if they
couldn't go to the board.

SENATOR LEMAN asked if this covered all subcontract rel ationships
in all professions.

MR, GROSSI replied that it would. He said their primry problens
have cone from home buil ders and construction

SENATOR LEMAN asked why they didn't limt it to the professions
where they had probl ens.

MR GROSSI responded that the risks would be out there for anybody.

Basically it was easier to see the relationship when using a
contractor/subcontractor standard. For instance, if a honeowner

SENATE L& C COWM TTEE - 8- April 28, 2001



contracted to have their house painted, the board would never rule
that is a subcontractor situation. Basically the homeowner is just
a consuner. That would be true in nbst contract situations.

SENATOR LEMAN sai d that nost nedical doctors and dentists are set
up as their own professional corporations or sole proprietorships.
He wanted to know if this reached into those areas.

MR GROSSI answered that he didn't think nost of those situations
wer e subcontractors.

SENATOR LEMAN asked about situations where they contract wth
soneone to fill a spot and it's not done on an enpl oyee basis. That
person operates independently and nmakes i ndependent judgnents. They
are under sone master clinic like the Al aska Native Tribal Health
Consortium

SENATOR AUSTERMAN said he couldn't imagine that this insurance
woul d be cheap.

MR. GROSSI responded that this wouldn't cover a honeowner
purchasi ng a carpet and having it put into their hones. He said an
exanple of a carpet and vinyl installer premum was $1,467 per
year.

REPRESENTATI VE MJRKOABKI reaffirmed that there would be nothing in
the bill that woul d specifically exenpt the nedical conmunity.

MR. AL WLSQN, Chairperson, Al aska State Honebuil ders Associ ation
said their problens arise when their audits are done at the end of
the year. He explained if his cabinet maker sends his crew out to
install the cabinets, they are required to be covered with worker's
conpensation. Wen the sole proprietor is on his job site, he
wanted to know i f he was an enpl oyee since his policy doesn't cover
him "It ends up on ny policy and nore inportantly at the end of
the year, ny insurance carrier conmes back and picks those guys out
and get to pay the premum on them. W are not whol eheartedly
behind this, but it takes care of the problens."

MR. WLSON said his fram ng subcontractors pay $2,500 per year
This is an insurance policy that if they were to buy it
i ndependently as health insurance, it would cost thema m ni num of
twice as nuch and it would only cover themwhen they' re not on the
job. Another benefit of the policy is that if it's in place
regardl ess of what clains cone out of enpl oyees or subcontractors,
that's the end of it right there. It doesn't work its way up the
chai n.
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SENATOR LEMAN said he thought the coverage he described only
covered work related injuries and did not extend to a health
pr obl em out si de of worKk.

MR WLSON said that was correct.
Number 1600

REPRESENTATI VE OGAN said he got into governnment because he was
frustrated with all the things governnment inposes on small business
people. He recently slipped on sone ice and broke his leg and if he
was | ess than an honorabl e person, he m ght have put in a worker's
conpensation claim A |lot of sole proprietors don't have health
i nsurance and he thought they needed to consider the potential for
fraudul ent clains. This bill would create a whole | ot of outlaws,
because a | ot people sinply won't get the insurance. He offered to
work with the sponsors.

MR CHARLIE M LLER, Al aska National |nsurance Conpany, said the two
ways to handle this are to clarify in statute sonehow that no
matter what the cause, a sole proprietor who has taken advant age of
this exenption for the requirenment of worker's conpensation
i nsurance, never has coverage. That is a very difficult thing to
craft in statute and isn't good public policy. If a subcontractor
is forced by an unscrupul ous contractor to declare sole proprietor
status to get work and then work only on that job using their tools
under the other job conditions that are set up for an enpl oyee,
there should be coverage for him "The task force cane to the
conclusion that the only way to handle this is to come up with a
requi renment of coverage.."

He explained that the audits need to be flexible so the anmobunt of
prem um changes if the job is longer or shorter than originally
estimated. If an wunscrupulous proprietor decides to file a
fraudul ent claim that noney conmes out of people's pockets.

The only way we could cone up, as a task force, wth
sonmet hing that was fair to everyone was to dictate, take
the anbiguity out of it, the unpredictability out of it,
and dictate coverage. The coverage available to sole
proprietors is very limted in the market. It's often
i npossible to get it. That is why the State of Al aska set
up an assigned risk pool. So that anyone that can't get
coverage is assigned to a carrier that wites worker's
conpensation in the State of Al aska and they get a policy
that is basically subsidized. They are all put into a
pool for economes of scale and are assigned to a
carrier. The admnistrative carrier takes care of the
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prem um does the clains nmanagenent if there is an injury
on the job and it's handl ed that way.

They are not paying the sane rate as a regul ar enpl oyer
either - because they pay a m nimum prem umthat has been
establ i shed at $20,000. So, as a contractor, if you pay
soneone $100, 000 at the carpenter rate, you pay for the
entire $100,000 formula. As a sole proprietor, at
$20, 100, your payroll stops and everything you are paid
after that is taken out of the equation. So, you only pay
an insurance premumas if you were paid $20,000 for the
entire year, no matter how much you work. So, if an
enpl oyer hires soneone to do the exact same work, they
pay the rate at the full payroll, which nmay be five tinmes
as nmuch. So, the sole proprietors are not providing a
wi ndfall to insurance carriers and they' re not |o0sing any
kind of conpetitive edge. Al they're doing is being
asked to be responsible as everyone else is and not
sl ough their costs off on other participants in this
whol e project.

So, we spent a lot of tinme trying to figure out a way to
make it an option for sole proprietors, but the only
thing you can do that is to put additional risk on the
general contractor and their carriers. W don't think
that's fair. If the legislature can find a way to do so
and relieve everyone else fromthis unpredictable risk

we would be glad to entertain it. But a lot of people
spent a lot of tinme trying to do that and they couldn't.
This is the best possible solution in our opinion for
everyone involved including the sole proprietor.

CHAI RVAN PHI LLI PS t hanked himfor his testinony and said he woul d
hold the bill for further work.
#

#SB46
#SB132
SB  46-1 NCREASE M NIl MUM HOURLY WAGE

SB 132-M NI MUM WAGE

CHAI RVMAN PHI LLI PS announced they woul d take up Senator Davis' bil
first, SB 132.

MS. SHEI LA GARDNER, Staff to Senator Davis, explained that SB 132
seeks to raise Alaska's mninmm wage, currently $5.65 per hour.
Washi ngton, Oregon and California all have m ni nrum wages that are
set higher than Alaska's. Wile Alaska' s m ninumwage has risen in
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terns of actual dollars, it has failed to keep up with the rate of
inflation. Over tine, this has dramatically hurt Al aska's working
poor. "CSSB 132, while not inflation proofing A aska's m ni num wage
will require that enployers pay enployees at a rate of not |ess
than $6.90 an hour or $1 an hour nore than the prevailing federal
m ni mum wage. By making this change, Al askans currently working at
the mnimum wage will have a chance at mnmeking |ivable wages.

She said further:

Why increase Al aska's mni mumwage? In 1999, Al aska had
approximately 47,000 nen, wonen and children living on
m ni rum wage incones. The nmyth is that mninmum wage
earners are nostly teenagers who work to earn pocket
noney. Yet, according to statistics rel eased by Al aska's
Department of Labor, nobst mninum wage earners are
adults. In 1996, U S. Labor Secretary, Robert Rice,
remarked the vast majority of tinme the majority of us are
content to allow the market to dictate who should get
what and how nuch. Capitalism works best when it is
unfettered, but there are tinmes and there are conditions
when we insist on mninum standards of fairness. Al aska
can and should do nore to help our fellow Al askans |ive
with respect and dignity by helping themattain a | evel
of econom c i ndependence. Raising the mni num wage w | |
hel p achi eve the goal. | would respectfully ask for your
support of SB 132.

COWM SSI ONER ED FLANNI GAN, Department of Labor and Wbrkforce
Devel opnent, said this is an inportant issue that should be acted
upon by the legislature. He said when the CGovernor first raised
this issue, there was a gratifying consensus that sonethi ng needed
to be done and 106 days later, they are "al nbst stuck on go."

He said further that Senator Davis's staff had covered the |arger
i ssues, but he wanted to nention a couple of particulars:

Anybody working at the mninmum wage in the State of
Al aska, and there are people that do this, working at a
| evel that would keep that at poverty even with a
substantial raise. This is not right and we hope we can
address, through the legislation, getting our m ninmm
wage nore on track to represent sone basic standard of
sustainable living for folks that are in the | ow incone
br acket s.

W have sone survey data from 1998 that approximtely

14,000 workers or 5.5 % of wage and sal ary enpl oynment in
this state received hourly wages under $6.75. W have
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ranges and that's the best we could do as far as how
particul ar between $5.65 and $6.74. That was in a fourth
quarter, so those nunbers would presumably be higher
during the seasonal sunmer quarter. There has been a | ot
said and | would certainly be avail able...

COW SSI ON FLANAGAN sai d the nmain reason the bill has been held up
is opposition fromprimarily the restaurant industry over the issue
of atip credit which was before the legislature a couple of years
ago. He said:

It is true that a majority of states have a tip credit.
There are few, if any states on the west coast, Al aska
has never had it. Governor Know es, who speaks with sone
authority with 30 years of neeting the payroll and
enploying people in the food service industry is
adamant |y opposed to a tip credit and feels that it's not
a proper thing to include in any | egislation and ask your
consi deration...

He said the Governor's bill proposes a tie to the consuner price
i ndex to keep the wages fromfalling. "R ght now the only indexing
is a tie to the federal mninmm wage. W're 50 cents over the
federal. That was set in 1959 when the federal m nimumwage was $1.
So, we had a 50 percent differential for Al aska and now we're down
to less than a 10 percent differential."

Number 2300

MR JOHN BROMN, President, Fairbanks Central Labor Council, said he
supported SB 46. "Many people who cone to work every day and work
hard deserve a living wage. It's the right thing to do. At the
current mnimum wage, that's just not happening. This is a |evel
wage. It doesn't make any business any | ess conpetitive. Everyone
conmes up together.™

TAPE 01-22, SIDE B

MR. BROM urged the commttee to pass the bill containing indexing
to the consunmer price index, which would hopefully keep them from
having to address this again. He supported the Governor's bill, but
said that SB 132 woul d be better than nothing.

MR. STEVE JOSW AK, United Food and Comrerci al Workers Local 1496,

said he supported the Governor's bill, SB 46. "There are a |ot
peopl e out there who are working, not just kids who are making
m ni rum wage, but adults. | think the Governor's bill is the way to

go tied in with the CPlI.lt's been too long to see any raises of
m ni rum wage. |If we could have the CPl in there, we don't have to
cone back to the table and do this every five or six years.."
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MR JI M SAMPSQN, Fairbanks resident, supported any novenent by the
Al aska legislature to increase the mninmm wage for Al aska's
workers. He said he is one of three sponsors on a petition that was
recently certified and they plan on being successful in collecting
28,000 signatures to put it on the ballot in the Novenber general
election. He said their initiative mrrors the Governor's
| egi sl ati on that would increase the mni numwage to $7.15 an hour
and index it every year thereafter. "The only difference is that we
have one small change. Currently, Al aska |aw says that our m ni num
wage will be 50 cents over federal mninmm wage. Qur petition pegs
that at $1 over m ni num wage.."

MR. DON ETHRIDGE, AFL-CI O said they al so support increases to the
m ni mum wage. Their preference is the indexing nethod, but he said,
"We'l|l take what we can get at this tine."

MR. MARVIN JONES, President, Hotel and Restaurant Enpl oyees Uni on
Local 878, opposed a tip credit for A askans. He personally knows a
| arge nunber of enployees who work two or three jobs in order
maintain a decent life. Atip credit would Iessen the quality of
life for all Al askans.

MR JI M CALHOUN sai d he worked at the Sheraton Anchorage Hotel as a
ti pped enpl oyee and supported the no tip credit |anguage in SB 46
and SB 132. He said, "As a tipped enployee in the Anchorage, | have

two children and one on the way. | work two jobs to allow ny famly
tolive a lower mddle class life style. | speak for many people in
t he Anchorage area when | say that we will fight passionately any

attenpt to institute a tip credit or a two tier m ninumwage system
for tipped enpl oyees."

M5. TORA GERRICK, Secretary/Treasurer, Hotel and Restaurant
Enpl oyees Uni on Local 878, supported the no tip credit |anguage in
both of the bills. They prefer SB 46 and are supporting the
petition effort. "I want to inplore the Senate and House
representatives, as well as the CGovernor, to please not punish
wor ki ng people fromdoing a good job via a tip credit.”

MR. JACK AMOUN, owner of Marx Brothers Café, said he is also
Presi dent of the Al aska Restaurant and Beverage Association. They
are strongly opposed to both increases in the mninmm wage. He
testified:

Wiile on the surface raising the starting wage nay seem
like a sinple thing to do, the effects of a mandated wage
hi ke are far nore conplex especially in regards to the
restaurant industry..l think it is inportant that we
di spel the m sconceptions about who the m ninmum wage
earners are in restaurants and we should | ook at how it
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affects the two segnents of our industry, both in table
service restaurants and in quick service or fast food

operations. In table service restaurants, the only
m ni mum wage workers are, in fact, our tip enployees who
do receive a major portion of their wages in tips. 1've

described the tips as wages because to the federal
government and IRS tips are, in fact, wages and are
treated as such for w thhol ding as payroll taxes.

Enpl oyees are required to report all tips received and
enployers are required to insure conpliance. W are
subject to audits and there have been cases where
enpl oyers have been held liable for unreported tips and
assessed fines and penalties by the IRS. In ny
restaurant, tipped inconme reported by ny servers averages
between $13 - $25 per hour... Red Robin and Appl ebee's
servers averaged $12 - $20 per hour in tipped incone. Qur
host esses and busboys are all paid above m ni num wage
with prevailing wages for di shwashers and prep cooks from
$7 - $12 per hour. The federal government recogni zes how
tip inconme works and all ows enployers to apply a portion
of that to offset mninmm wage requirenents. The tip
credit is currently law in 43 states. Al aska is one of
only seven states with no tip credit.

As witten, both of these bills would force enployers to
give raises to our nost highly conpensated enpl oyees and
the effect of this is often a freeze in the back of the
house wages. Qur kitchen staff often bears the brunt of
this.

The increase in |abor costs cannot be nade up in sales
and price increases. After the |ast wage hike, La Mex in
Anchorage was forced to limt its health insurance for
its enployees and Red Robin elimnated paid vacations.
Qperations are often forced to freeze wages paid to
kitchen staff.

Rest aurants operate on slimprofit margins. According to
a National Restaurant Association industry operations
survey, net returns for successful restaurants average
between 5 - 8 percent of gross revenues. The restaurants
are |l abor intensive and table costs run between 25 - 30
percent of gross.

The quick service segnent of the industry provides the

first job for over 60 percent of Anerica' s teenagers.
These first tine enployees enter the workplace wth

SENATE L& C COWM TTEE -15- April 28, 2001



little or no skills. Training costs are high. In fact,
studies done by the National Restaurant Association
reveal that the mgjority of mninmumwage earners are in
fact teenagers with a household income in excess of
$50, 000 per year. Enployees do not stay at this starting
wage for |long. Again, the federal governnent recogni zes
the role restaurants play in starting young people in the
wor kf orce by providing a training wage.

Federal statutes allow enployers to pay new enpl oyees
under 18 a | ower than m ni nrum wage for the first 90 days
of enploynent. Alaska has a training wage, but the
requi renents are so restrictive that it's not feasible
for enployers to take advantage of it.

Anot her inpact on the fast food industry and restaurants
in general has to do with sal ari ed managenent personnel
Under Al aska labor law, if we have a nmanagenent personne
on salary that has to do front |ine enployee tasks for 20
percent or greater of their tinme, they are paid two and
hal f tinmes the m nimum wage. Currently, these salaries
are in the $29,000 per year range. That would force
i ncreases to the $34,000 per year. | don't know anot her
industry that is paying people close to $30,000 where
t hey are consi dered m ni mum wage enpl oyees.

In summation, an increase in the starting wage will hit
restaurants hard. W'll be forced to raise wages for
enpl oyees currently earning between $15 - $20 per hour.
Qui ck service restaurants will have a tough tine being
able to give young persons a start. | encourage you to
oppose both of these bills. Thank you very nuch and I'd
be happy to answer questions.

SENATOR DAVI S said that he nentioned he had di shwashers maki ng $10
- $12 an hour and asked if they were full-tinme enpl oyees or part-
time and what kind of benefits did he provide if they were full-
tinme.

MR AMOUN responded that sonetines they are full-tine and sonetines
part-time. They offer a group health insurance plan that enpl oyees
can elect to participate in. Due to rising health insurance costs
and increased | abor costs, they can no | onger cover at 100% so it
requires a contribution on the part of the enployee. They also
of fer a one-week paid vacation after anyone has been with themfor
one year.

SENATOR DAVIS asked if nost of the people he enployees at that
| evel are part-tine.
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MR AMOUN answered that it varies. He has a snall operation. He has
a full-time prep cook, a full-tinme dishwasher and a part-tine
di shwasher.

SENATOR DAVIS said it is true that many teenagers cone into these
jobs, but in Anchorage |ately, she sees nore seniors work in sone
of the fast food restaurants than young people. She asked if he had
t hat problem

MR. AMOUN replied that was not a problem for him but he thought
this was an inportant bill. He said he could have other operators
cone forward |ike Larry Baker from Burger King, Jay Southerland who
owns Wendy's and a former MDonal ds owner.

MR ALONZO PATERSON sai d he represents the American Baptist Church

the Alaska Right to Leadership Conference and other groups that
deal with |lowincone wage earners across the State of Al aska. He
supported the mninum wage increase, because of a nunber of
reasons. H's church's constituents run the gamut in terns of incone
wage earners. Many of themare | owinconme wage earners and border-
line survivors. Many people who are returning to society from
correction are forced to return to crinme because the incone is so
| ow they are unable to survive.

He said his church is at the entrance of a |owincone community
where they live and work with many people. He said they see nany
peopl e who have to see people trying to survive each day. He said
further:

| think they are being used or mani pul ated by the society
because they are allowed to be deprived of an adequate
income. Wiile | recognize that this increase wll not
satisfy all of the needs of ny constituents, it will go
far to help in alleviating much of the burden.

If you ook at the rental costs, the full costs and ot her
costs in our society today, this kind of incone set
provokes, in ny opinion, crimnal behavior for survival
or cheating or nmany other devious nmeans that sustain the
prisoners. Again, many inmates who cone out are unable to
live, as people who know they have been in the
institution use them because they are able to get away
with it. Qur church is one of the work stations for the
Departnent of Corrections and nany of those persons who
are comng out of [indisc.], we do try to help themin
getting jobs and work experience.

W also work a lot with the Brother Francis Shelter where
many of these people end up at the bottom of the rung and
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again they becone a breeding ground for all kinds of
behavior that is consistent with the efforts to try to
survive.

| believe that raising the mnimmwage will relieve the
burden first of all on Al aska housing, particularly
Section 8 housing where many of these people who |live at
the cutting edge of poverty and deprivation will have a
chance to at |east get mninmum housing rather than
| ooking to the state to provide housing.

| also believe that the passing of this legislation wll
| oner, sonewhat, the crine rate. That may be optim stic
on ny part, but | just believe that if people can get an
adequat e incone, they are able to get better housing and
have a better living and be | ess tenpted to go back into
crime.

Finally, | believe that the raising of this m ni num wage
woul d give famlies nore pride in thensel ves because they
do not have to live as beggars of our society and they
will have the opportunity to hold their heads up, buy
adequate cloths for their children, adequate food for
nouri shnment and will at |least be able to live with their
nei ghbors w thout having to drop their heads. | fully
support this bill

CHAI RVAN PHI LLI PS asked if he |liked one bill better than the other
or just liked the concept.

MR. PATTERSON replied that he canme to support SB 132, but at a
mnimum he fully supported SB 46.

M5. MEE SON CHUNG said he is a housekeeper. He used to have two
jobs, but now he is older and has one. Wen he sees peopl e worKking
in restaurants, he knows they cannot survive like that. He thought
t hey needed to raise the m ni mum

MR. MANO FRY, President, AFL-CIO asked Dr. Patterson if he would
help themwi th their petition initative to get enough signatures to
get the issue on the ballot in 2002. He then thanked the conmttee
for hearing this bill and strongly supported the effort to raise
the m ninumwage. "It's critically inportant to this state.”

He said that in SB 46 the Governor nentions at the current |evel,

if a single parent of a famly of three works full-tinme at the
current m ni num wage, they're at 66% of poverty |evel.
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Under the sane scenario, if it increases his rate of pay
to $7.15 an hour, it would take that same person up to a
bit bel ow 84% of the poverty level, still well under the
poverty level for a person working full-time. It's not
like we're trying to shoot for the noon. The CGovernor's
effort is a two-step process as i s Senator Davis'...

MR. FRY said their petition effort is simlar to what they did in
1999 when their signature nunbers fell short of qualifying for the
ballot. They have mrrored the governor's effort of pegging the
m ni nrum wage at $7.15 an hour. The bi ggest difference between the
governor's bill and Senator Davis' bill is that his is indexed to
t he consuner price index after the second raise.

MR. FRY expl ai ned:

Those enpl oyees that receive tips, the nore the tipped
enpl oyees earn, the better off the owners have to be. And
if the tipped enpl oyees are naki ng $50 an hour, it can't
mean anyt hing but good for the owner, because it neans
that people are being taken care of and you're being able
to reward those that nmean the nost to your establishnent
in not just bringing in additional business, but having
repeat business. It boggles ny mnd not paying tipped
enpl oyees at | east a m ni mum wage...

MS. GARDENER clarified that a CS had been offered on SB 132 and
those were the statistics she quoted in her presentation.

SENATOR DAVI S said that she appreciated M. Fry's testinony and she
al so supported the governor's bill. Her bill was supposed to be 50
cents above the federal level, which hasn't been raised in a |ong
time ('60s). This has made our state one of the |owest paying
states in the Northwest.

MS. FAY GAVIN said that she works at the Sheraton in Anchorage and
wanted to go on the record as opposing any tip credit in any bill,
but she agrees wwth a living wage. "I do not agree with a m ni num
wage, because a m ni mum wage keeps people in poverty."

Nunber 960

MR. RAY LACEY said he works at the West Coast International Hotel
as a porter and said, "I'm adamantly opposed to the tip credit.
|"ve seen too nany waiters and waitresses actually |oose noney
wor ki ng an ei ght-hour shift."

CHAI RVAN PHI LLI PS asked if he supported the concept of the bills.

MR LACEY said he does.
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MS. SUE BAI LEY said she works at the Hotel Captain Cook and is a
menber of Local 878 and she fully supported the governor's bill.
She adamantly opposed any introduction of a tip credit. It's not
right to let the custoners pay for the wage. "W're tipped because
of good service!"

M5. ANGELA LIPTON, Director, Departnent of Justice, Catholic
Archdi ocese of Anchorage, said, "There is a concern that both bills
maintain famlies at a poverty level, particularly now that we work
so diligently to nove famlies fromwelfare to work. It's hardly
fair to then maintain those famlies in poverty."

However, Ms. Lipton said that SB 46 seened to be the nore | ong-term
sol ution.

By indexing the wage to the consunmer price index
enpl oyees have the security of knowing they needn't
depend on politics of the day to maintain a decent wage
and it also allows businesses to project their |abor
costs in nodest increnents. We feel that enploynent is
the first Iine of defense agai nst poverty, but makes no
sense at all if workers are mnaintained bel ow the poverty
| evel. | encourage you to act on behalf of |owincone
wor kers and support SB 46. Thank you.

M5. MARY JO AUDECTE said she is a part-tinme server at the Sheraton
Hotel and has worked in a state that has a tip credit. She said,
"It is very disheartening to work in that situation. | am very
supportive of the governor's mnimumwage bill and very opposed to
the tip credit.”

MS. LUCY VI NCENT said she works for the Anchorage Sheraton Hot el
and supported SB 46 and opposed the tip credit.

MR, DARRELL TSEU, I nl andboatnen's Union, supported SB 46. He said:

In a past life, | also worked just above m ni num wage
with a wwife and a child. | had about 45 cents nore than
m ni rum wage. Unfortunately, that wage did not support ny
famly. | was on rent subsidy and food stanps and it was
really enbarrassing for me as a Republican to be in that
position...

He said that his philosophy is that an enployee is not a liability
to a business; he's a resource. As a food and beverage nanager of a
hotel, he realized that it costs the conpany noney every tinme it
| oses an enpl oyee. "Whenever you pay soneone a | ower wage, they're
al ways going to be seeking a higher wage.."
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He said it takes up nore of his tine to train soneone new and
setting up their accounts, etc. He talked with state officials and
found that the average nmarine enpl oyee costs the state about $3, 000
to train in keep in enploynent.

CHAI RVAN PHI LLI PS asked hi m how he cane to testify today.

MR. TSEU replied that he is interested in both the governor's and
Senator Davis' bills. "Because | have experienced it nyself at
first hand, it is inportant for ne."

MS. CAREN ROBI NSON, Al aska Wnen's Lobby, supported both SB 46 and
SB 132. She said the nost inportant thing fromtheir standpoint is:

The single nother who, either through donestic violence,
divorce, or death in the famly is back into the
wor kforce and | don't think any of us should be under any
notion that even at the rate we're raising this that it's
going to bring wonen and children in this state out of
poverty.

She said that as an owner of three snmall businesses, she never paid
her staff just the m ni mumwage. She understands that any kind of
i ncrease adds to the cost of doing business, but she has seen that
she spends a lot of tinme and energy on retraining and recruiting
and starting all over again. "I can see how keepi ng soneone happy
in the workforce really nakes a difference in keeping your costs
down. "

M5. BERI T ERI KSSON, | nl andboatnmen's Union, said that previously she
worked as a waitress for nany years and worked in a state with tip
credit. She is very much in favor of the governor's bill and
opposed tip credits.

Working under a tip credit system | was working seven
days a week, split shifts and hardly nmaki ng ends neet.
Not everyone works in a high-ticket restaurant. Mbst
peopl e work in your average everyday restaurant and it's
very hard to make ends neet under those circunstances.

M5. PAM LABCOLLE, President, Al aska State Chanber of Commerce, said
that she did a survey of the nenbership on this issue and
di scovered of the respondents that only six percent of them pay the
m ni rum wage for a starting wage; 69 percent pay $8 an hour or nore
for starting enpl oyees.

So, this was not as critical an issue to themas it is to
sone other organizations with a different Kkind of
nmenber shi p. They were surveyed on the governor's bill and
were evenly split; one-third felt that we shoul d increase
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the m ni num wage to $6. 40 next year, 32 percent said no
we shouldn't and 28 percent were undecided. As far as
raising it to $7.15 the next year, 49 percent did not
agree with that...

M5. LABOLLE said that the State Chanber does not |ike the idea of
tying things to an index. They feel that the |egislature should
make those decisions wth input fromthe public based on conditions
of the day. They would |like that to continue.

MR JIM NORDLUND, Director, Division of Public Assistance,
supported both bills. He said:

As you know, Al aska has gone through a remarkable
transformation in welfare services in the past six years.
Based on the [aw that was passed in 1996 under the banner
of welfare reform we replaced the old AFDC programw th
the Al aska Tenporary Assistance Program (ATAP) and in
doing that we ended the entitlenment to cash assistance
benefits for poor people. W require themto go to work
and we added a provision in |law that nmade work pay. The
result of that over the past six years has been quite
remar kabl e. We have seen the casel oad cone down by 42
percent; we've saved mllions of dollars in benefits that
woul d have ot herwi se been paid out to recipients. W have
shown over the years that we can effectively nove people
into the workforce and it is our hope to continue to do
that and to help people stay off of welfare...

TAPE 01-23, SIDE A

He said that this is still 36 percent bel ow the poverty level. M.
Fry's used last year's figures, he was using this years'. Their
fiscal note is based on Senator Davis' legislation, but they figure
there are about 300 ATAP recipients that earn between $5.65 - $6. 40
an hour. That would nean a savings in welfare benefits of about
$376, 000 per year. The governor's bill has savings in the fifth and
si xth years approaching $1 mllion. He said they would prefer the

governor's inflator, but they support Senator Davis' bill if it
woul d pass without the inflator.
#

CHAI RMAN PHI LLI PS announced a recess at 11:10 am
HB186
HB 186-911 SURCHARGE ON W RELESS TELEPHONES

CHAI RVMAN PHI LLI PS called the neeting back to order at 2:06 pm and
announced HB 186 to be up for consideration. A notion was nade to
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pass HB 186 fromcommttee with individual recomendations. There

were no objections and it was so ordered.
#

CHAI RVAN PHI LLI PS adj ourned the neeting at 2:06 pm
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