HOUSE FI NANCE COW TTEE
January 20, 2004
2:31 PM
TAPE HFC 04-7, Side A

CALL TO ORDER

Co-Chair Harris called the House Finance Conmttee neeting
to order at 2:31 PM

VEMBERS PRESENT

Representative John Harris, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representative Kevin Meyer, Vice-Chair
Representative M ke Chenaul t
Representative Eric Croft

Representati ve Hugh Fate
Representative Ri chard Foster
Representati ve M ke Hawker
Representative Bill Stoltze

VEMBERS ABSENT

Representative Carl Mses
Represent ati ve Reggi e Joul e

ALSO PRESENT

Linda Hall, Director, Division of Insurance, Departnent of
Community & Econom c Devel opnent; Paul Lisankie, Director,
Division of W rkers Conpensation, Departnent of Labor &
Wor kf orce Devel opnent; Edward Fisher, Deputy Conm ssioner,
Depart ment of Labor; Al aska Housi ng Fi nance Corporation; Dan
Fauske, Executive Director, Al aska Housi ng Fi nance
Corporation, Departnent of Revenue; Di ane Barrans, Executive
Oficer, Al aska Student Loan Corporation, Al aska Conmi ssion
on Postsecondary Education, Departnent of Education; Sheila
King, Finance Oficer, Postsecondary Educati on Comm ssion.

PRESENT VI A TELECONFERENCE

None

GENERAL SUBJECT(S) :

OVERVI EW WORKERS COVPENSATI ON/ | NCREASED COSTS/
SALARY ADJUSTMENTS

BONDI NG
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ALASKA HOUSI NG FI NANCE CORPORATI ON ( AHFC)
ALASKA STUDENT LOAN CORPORATI ON

The follow ng overview was taken in |log note format. Tapes
and handouts wll be on file wth the House Finance
Comm ttee through the 23rd Legislative Session, contact 465-
2156. After the 23rd Legislative Session they wll be
avai l abl e through the Legislative Library at 465-3808.

LOG | SPEAKER DI SCUSSI ON
TAPE HFC 04- 07
SIDE A
000 Co-Chair Harris Convened the House Finance Conmmttee

neeting at 2:31 p. m

WORKERS COVMPENSATI ON

0012 | LI NDA HALL, Di scussed the insurance narketplace, the
DI RECTOR, assigned risk market, profitability of
Dl VI SI ON OF i nsurance conpanies, the rate increases
I NSURANCE, receiving publicity, and the current
DEPARTMENT OF prices in Alaska’s guaranty associ ations.
COVWUNI TY & ECONOM C
DEVEL OPMVENT

226 | Ms. Hall Stated the assigned risk plan has been

| osing noney for about four years. The
expenses becone a mgjor burden to
busi nesses.

305 | Ms. Hall Di scussed the expense and |loss ratios
range and the Alaska loss ratio for a
Si x-year peri od.

428 Ms. Hall Reviewed rate increases since 1988 and
stated the cost of clains has gone up.

531 Ms. Hall D scussed the nunber of clains, and the
cost of i ndi vi dual clains and rate
increases that affect enployers across
the state. Pointed to crisis in

i nsurance guaranty association forned
under statute as a safety net to mnimze
fi nanci al | oss to cl ai mant s or
pol i cyhol ders because of the insolvency
of the insurer. Noted that the costs are
passed on. Described the Frenont
| ndemmi ty Conpany insolvency. Ofered to
provide a cash fl ow nodel

743 | Ms. Hall Tal ked  about three other i nsol vent
i nsurance carriers whose clains are being
handl ed t hrough the guaranty associ ati on.
Stated that the clains affect about 700
injured workers and approximtely 400
enpl oyers.

828 Ms. Hall Di scussed t he prorating of claim
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paynents, “an unacceptable solution for
everyone involved.” Expl ai ned that
i njured workers receive | ower weekly wage
checks and partial paynment for nedical
expenses.

913 | Ms. Hall Explained that when a carrier becones
insolvent, clains are transferred to the
guaranty fund of the state, or to the
enpl oyer. This additional, unanticipated
cost could force small conpanies out of
busi ness.

1006 | Ms. Hall Conti nued discussing the Al aska Guaranty
Fund and the potential for prorating
clainms, which was averted through 2003
and for the next few nonths.

1100 | Ms. Hall Enphasi zed need for a stabl e environnent
to attract new narkets, and for a
solution to the funding crisis.

1128 | Co-Chair Harris Asked about forthcomng legislation from
the Adm nistration

1148 | Ms. Hal | Descri bed proposed sources of funding
involving additional assessnents and a
guaranty of | oans. Stated that new
legislation will include streamining the
appeal s processes.

1309 | Ms. Hall Conti nued answering questions relating to
the first substantial rate increase since
1988, the assunptions that go into rate-
maki ng, and |osses in the operation of
t he insurance industry.

1546 | Vi ce-Chair Meyer Asked if insurance conpanies prefer |unp
sum paynents rather than paying for job
rehabilitation of clainmnts.

1604 | PAUL LI SANKI E, Ofered to research the question and

DI RECTOR, DI VI SI ON provi de a response.
OF WORKERS

COVPENSATI ON

DEPARTMVENT OF LABOR

& WORKFORCE

DEVEL OPMVENT

1713 | Vice-Chair Meyer Expressed concern that an insurance
conpany mght prefer a lunp sum paynent
that wouldn’t help train the worker to
reenter the workforce.

1757 | Co-Chair WIIlians Asked the cost to the state to cover the
| 0ss.

1815 | Ms. Hal | Responded that it wll not be a general
fund request in the bills to be
i ntroduced this week.

1859 | Ms. Hall Conti nued to answer questions posed by
the nenbers of the Conmittee.

3151 | Representative Croft |Asked, in relation to the data presented
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from 1997, how nuch loss is attributable
to stock market performance versus
i nadequate prem um | evel s.

3241

Ms. Hal l

Replied that historically and in the md-
1990s there was an ability by insurance
conpanies to offset underwiting |osses
with investnent incone.

2252

ALASKA HOUSI NG FI NANCE CORPORATI ON ( AHFQ)

3508

DAN FAUSKE,

EXECUTI VE DI RECTOR,
ALASKA HOUSI NG

FI NANCE CORPCORATI ON,
DEPARTMENT OF
REVENUE

Ref erenced AHFC s bonding authority and
capacity to generate noney. Expl ai ned
that the State has proposed [in SB 279]
that AHFC issue tw additional bond
series to fund state capital projects
totaling $45 mllion. In the housing
| oan fund, $480 million are not currently
| everaged with debt, and the equity in
that fund wll be transferred to the
general account. The AHFC made a proposal
to long-termbond for $25 million at |ow
interest rates for the Village Safe Water
Program There is potential use of AHFC
general obligation for an additional $20
mllion, increasing the total conmtnent
to $45 million.

3749

M . Fauske

Cont i nued, t he t hree maj or rating
agencies were agreeable to the $20
mllion proposal but not wth going
further until the State cones to terns
with its current fiscal si tuation.
Stated that he believes the State can
maintain its credit rating.

3900

M . Fauske

Continued discussing the proposal to
repl ace the bonds with $45 nmillion in 10-
year serial bonds. M. Fauske referred to
HB 256 [Passed in 2003] that arrived at a
formul a-driven dividend plan that led to
the AHFC being upgraded. He asserted
that AHFC would want to protect that and
its core mssion in the housing market
across the state.

3952

M . Fauske

Expl ai ned that the nature of t he
revolving loan fund program will remain
the same and should be nade bondable.
The size of the program has grown and now
represents $19-20 mllion of net incone
to the corporation. The Corporation nust
be able to sell bonds to assist in its
liquidity position froma working capital
position. For AHFC to function, it nust
have significant working capital to buy
the loans as they conme in and then
recycle them with |oan proceeds as it
goes to narket.
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4039

M . Fauske

Conti nued, AHFC is currently doing well
but it is now even nore inportant to have
an informative debate on SB 279, which
will assist AHFC in generating these
addi ti onal noni es.

4107

Representati ve
Hawker

Questioned why the rating agencies were
hesitant to provide good ratings for the
$45 mllion package in light of AHFC s
$278 mllion unrestricted net asset
bal ance as of June 30, 2003.

4253

M . Fauske

Replied that it is due to the rating
agencies’ concerns that for years AHFC
has been paying out nore than it earns,
as well as the length of debt service in
conjunction with net incone.

4327

M . Fauske

Further explained that the fund equity
bal ance that has been nmaintained at $1.7-
1.8 billion is a key nunber exanm ned by
the rating agencies. If the nunber falls,
the rating agency takes necessary steps.

4356

JOE DUBLER, DI RECTOR
OF FI NANCE, ALASKA
HOUSI NG FI NANCE
CORPCORATI ON

Pointed out that different schedules in
the financial statenents have bond issues
that rely solely on AHFC s genera

obl i gati ons wi t hout specific assets
pl edged to them The fund deficits that
reside in those funds would have to be
made up by the general account of the
revolving fund. After backing all those
out, the result is the $103 nillion
dividend for FY 04 and a bal ance of $100
mllion in unrestricted noney. The AHFC
nortgage loan activity in FY 03 was
nearly $1 billion. In FY 05, another $100
mllion will go out from the Corporation
Wi t hout returning. The rate agencies
project outward when cash flows out from
the Corporation instead of strictly
| ooki ng at present bal ances.

4523

Representati ve Croft

Regarding the two bonding proposals, he
asked how nmuch would be incurred in
annual obligation for the $45 nillion
bond and how much the dividend would be
reduced.

4602

M . Dubl er

Replied that the debt service is
approximately $5.5 nmillion on a 10-year
bond.

4631

Representati ve Croft

Asked about the other proposal
bui | di ngs and mai nt enance.

i nvol vi ng

4640

M . Fauske

Replied that from the perspective of
AHFC, purchasing a working asset is a
vi abl e busi ness.

TAPE HFC 04-07, Side B

4606

M . Fauske

Expl ai ned that significant capital would
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be raised for mai nt enance on the
bui | di ngs. Spoke to the purchase of the
At wood Bui | di ng.

4543 | Representative Croft | Comented that he had understood that the
State had purchased the Atwood Buil ding
to save paying rent while, in fact, AHFC
collects rent on the building.

4509 | Representative Croft |Asked if, in effect, these bonds involve
sonme noney obligation now, and future
paynents over the next 10-20 years. M.
Fauske affirned.

4433 [ Co-Chair Harris Asked if there is anything 1in the
Governor’s proposal [SB 279] involving
AHFC that they would prefer not to do in
terns of their portfolio.

4417 | M. Fauske Replied that AHFC did not want to go
beyond $45 nilli on.

4332 | M. Fauske Continued that AHFC has $1  billion
dollars of variable rate debt. The AHFC
is now at a point that nakes proceeding
further potentially detrinental.

4238 | M. Fauske Commented on naking progress in solving
t he i ssues of debt.

4201 [ Co-Chair Harris Referred to the anticipated $103 mllion
dollar dividend this year and asked the
ampount that would be available in
unrestricted general funds.

4141 | M. Fauske Replied that of the $103 mllion, $50
mllion wll go to debt service. GCeneral
Obl i gati on Bonds were sold, |eaving $53
mllion of which $20-25 mllion went to
the Village Safe Water Program wth
another $18-20 mllion in AHFC matching
noney for federal dollars.

POSTSECONDARY EDUCATI ON:  ASLC
3941 | DI ANE BARRANS, Stated that over the past ten years, the
EXECUTI VE OFFI CER, Legislature has played a key role in
ALASKA STUDENT LQAN |i nprovi ng t he Al aska St udent Loan
CORPORATI ON,; Corporation’s (ASLC) financial health.
EXECUTI VE DI RECTOR,
ALASKA COW SSI ON ON | Di scussed conmitnments of the Corporation
POSTSECONDARY and optim zi ng assets.
EDUCATI ON,
DEPARTMENT OF Di scussed Capital Project Revenue Bonds.
EDUCATI ON
Ref erred to handout , “Return of
Contributed Assets to State,” (copy on
file.)

3606 | Ms. Barrans Explained a new master trust indenture,
the 2002 indenture, in “Recent Managenent
Enhancenents,” (copy on file.)
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3353

Ms. Barrans

Referred to two bar charts, “Cunulative
State Contributions to ASLC,” and “ASLC
Fund Equity by Fiscal Year,” (copies on
file.) Expl ained that these illustrate
that between 1988-1992 ASLC received
assets and cash just over $306 mllion
and will return sone of the contributed
capital to the State when the Corporation
can do so without inpairing its ability
to offer lowinterest |oans.

3237

Representative Croft

Asked about the $260 mllion seed fund to
ASLC, and questioned if there were also
i nfusions of general fund dollars during
the period 1988-1992.

3214

Ms. Barrans

Confirmed t hat t hr ough 1992, an
additional $47 mllion in ~cash was
provided. Stated that $260 mllion in
| oan assets were transferred at the tine
t he Corporation was created.

3152

Representative Croft

Asked if $307 mllion can be returned to
the State over tinme, or if the $260
mllion are secured assets for student
| oans.

3139

Ms. Barrans

Stated that ASLC intends to return
approxi mately $250-260 nmillion over the
next three years, including $75 mllion
intended for capital projects in FY O05.
D scussed the continuation of annual
di vi dends, and the restructuring of
underlying assets in 1994,

3038

Ms. Barrans

Di scussed federal guaranteed |oans and
paynment to ASLC of a special subsidy by
the federal governnent as a | ender.

2932

Representati ve Croft

Responded to Representati ve Croft’s
coment regarding a better fiscal outl ook
due to sever al factors i ncl udi ng
elimnation of student |oan forgiveness,
better collection including garnishing
Per manent Fund dividends, and federal
subsidies. M. Barrans agreed and

al so noted the low rate issuing bonds in
the market in the |ast few years.

2850

Representati ve Croft

Asked if ASLC i s under undue pressure.

2828

Ms. Barrans

Responded that ASLC feels assured it can
continue to offer an attractive education
| oan package and al so return these assets
to the State.

2817

Ms. Barrans

D scussed the return of $260 m | lion over
the next three years and the annual
di vi dend.

2720

Representati ve

Asked how t he $306 mllion in
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Hawk er

contributions were included and reported
in ASLC financial statenents.

2627 | SHEI LA KING FINANCE | Explained that net equity is on the
OFFI CER, ALASKA bal ance sheet as net assets, and ASLC is
STUDENT LOAN wrapped in with other prograns. Ofered
CORPORATI ON, to provide financial statenents.
POSTSECONDARY
EDUCATI ON COWM SSI ON

2544 | Representative Request ed the 2003 annual report.

Hawker
2456 | Ms. Barrans Expl ained that ASLC created a new
consol i dat ed | oan program all ow ng
borrowers at 8-9%to consolidate at |ower
interest, and the Corporation used assets
through those prograns to issue and
| everage bonds.
2339 | ADJOURNVENT The neeting was adjourned at 3:43 PM
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