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REPRESENTATI VE BETH KERTTULA

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Testified as the sponsor of HIR 32.
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ACTI ON NARRATI VE

TAPE 04-10, SIDE A
Number 0001

CHAI R TOM ANDERSON cal | ed the House Labor and Conmerce Standing
Commttee neeting to order at 3:19 p.m Represent ati ves
Anderson, Gatto, Dahlstrom and Lynn were present at the call to
or der.

HB 403- ALASKA | NSURANCE GUARANTY ASSOCI ATI ON

[ Cont ai ns di scussi on of HB 450]

CHAI R ANDERSON announced that the first order of business would
be HOUSE BILL NO 403, "An Act relating to the Al aska Insurance
GQuaranty Association; relating to joint insurance arrangenents
and assessnents to the association; relating to the powers of
the Alaska Industrial Devel opnent and  Export Aut hority
concerning the association; and providing for an effective
date. ™ [HB 403 was sponsored by the House Rules Standing
Comm ttee by request of the governor.]

Nunber 0183
LI NDA HALL, Director, Division of Insurance, Departnent of Labor
and Workforce Devel opnent, presented HB 403. She noted that

nost of the House Labor and Comrerce Standing Commttee had
| istened to an overview on HB 403 that had been done for a joint
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nmeeting of the House Labor and Commerce Standing Commttee and
t he Senate Labor and Commerce Standing Conmittee.

M5. HALL explained the need for this bill. The Al aska
[ nsurance] Guaranty Association is forned under statute; its
menbers are all the insurance conpanies who wite business in
Al aska. Its purpose is to mnimze financial loss to
policyholders and claimnts, which it does through a series of
assessnents to pay for the clains from insolvent insurance
conpani es.

M5. HALL noted that in July 2003, Frenont Indemity Conpany
("Frenont") was declared insolvent by the Los Angeles superior

court. Wiile it hadn't actively witten business for nore than
two years, its insolvency left a long-term payout estimted at
$60 mllion in clains and clainms reserves. When Frenont quit

actively witing business and its certificate was withdrawn, it
had approximately 27 percent of the workers' conpensation
mar ket .

M5. HALL said the magnitude of this insolvency far surpasses any
prior insolvency, and exceeds the resources of the guaranty

associ ation. Three other workers' conpensation conpani es have
claims in the guaranty fund. Ms. Hall noted a multitude of
causes for insolvencies including poor reserving practices; poor
managenent; discounting prices; or, in the case of Frenont,

apparent excessive growh w thout funds.

M5. HALL expl ained that when there are insufficient funds in the
guaranty association, Al aska Statute allows for prorating of

paynments. In August, she received a formal letter from the
guaranty association indicating its intent to begin prorating
claims paynents to injured workers under the workers'

conpensati on system She renmarked that obviously this is an
unacceptable alternative for everybody involved; it would nean
injured workers receive only a certain percentage of their
weekly wages, and only a certain percentage of their nedical
benefits woul d be paid.

Number 0358

M5. HALL reported that as of February 2, the nobst recent date
for which she had statistics, there were 598 open clains in the
guaranty association for all four conpanies. The other side of
that coin is the workers' conpensation obligation, an obligation
of the enployer that typically is satisfied through the purchase
of an insurance policy; when the conpany witing the insurance
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policy becones insolvent, the responsibility for clains paynment
passes to the guaranty associ ation. If it cannot, in turn, pay
those clainms, that responsibility for the benefits of the
wor kers' conpensation systemreverts to the enpl oyer.

M5. HALL, wusing the sane February 2 date, said 380 enployers
have between 1 and 21 claimants in the guaranty fund. So the
benefit paynments for workers' conpensation would go back to the
enpl oyers, who in good faith had purchased an insurance policy
that is no longer there. Noting the difficulty of this
unantici pated financial obligation for small enployers, she
pointed out that sonme of the clains are expensive: a couple are
in the mllions of dollars, and approximately 100 reserve
[clains] are for nore than $100, 000. She surmsed that nost
smal|l enployers around the state aren't prepared to take that
ki nd of financial obligation back.

Nunber 0446

M5. HALL continued, saying the potential of prorating clainms has
been averted since August, when one of the mandatory assessnents
was done and a 2 percent statutory cap [was placed] on that
assessnent. In addition, a $5-mllion |oan was received from a
| i qui dat or in California, based on anti ci pat ed asset
distributions down the road; at the end of Decenber, $2.6
mllion was received from the State of Pennsylvania, an asset
distribution from Alliance Insurance; and in January the
guaranty association did its 2004 assessnent. "So, we have been
able to generate funds sufficient to avert prorating clains,”
she remarked.

Nunber 0481

M5. HALL specified that the goal in HB 403 is to find a funding
mechanism to avert the disastrous outcone to both injured
wor kers and [enployers] wthout requesting a bailout of the
industry by the state. Noting that the basic philosophy of
insurance is to spread the risk over a large nunber of people,
she said she'd tried to "spread the pain' to the |argest

possi bl e popul ati on. She remarked, "There's no question that
these proposed solutions are not popul ar. At first
consideration, | don't know anybody who's wllingly going to
stand up and volunteer to pay. The problem is painful; the
solutions are going to be equally painful.” Calling the
guaranty fund a safety net, she said, over tine, that

| egislatures in all states have adopted as public policy the
guaranty fund nechanism wth the goal of protecting clainmants
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and policyhol ders. "And the way we do that 1is through
assessnents,"” she added.

Nunmber 0575

M5. HALL explained that currently the guaranty fund has three
separate accounts that can be assessed for insolvencies in each
i ne: wor kers' conpensation; auto insurance; and "other," for
all other lines. She said there are "three series of proposals
inthis bill" and specified:

The first is a change in the nethod of assessing and

in the anmounts of assessing. The bill proposes to
increase the current 2 percent to 4 percent, in the
account in which the insolvency occurs. In the
specific case we're dealing with, that would increase
the assessnment cap ... to 4 percent fromthe current 2
percent. If this does not produce sufficient noney,
then the other two accounts would be assessed at 2
percent .

These two provisions to expand current statutory
provisions are an attenpt, again, to spread the cost

of resolving the funding crisis. Nei t her i ncreasing
the assessnent anmount to pay for others nor assessing
the other accounts is very popular. The guaranty

fund, again, functions as a safety net, and we're
trying to find a way to spread the cost and keep a
funding streamin the safety net.

M5. HALL said this approach is not unique; 18 states across the
country have a single account in their guaranty fund, which
neans if there's an insolvency in any type of business, all of
the lines of business would be assessed for that insolvency.
She conti nued:

W also have, today, in Alaska, in the other account,

the sanme philosophy being treated. W have an
assessnment of 0.5 percent being done on all other
policy lines. That neans honeowners, comrerci al
property, conmerci al liability, boats - anything
except auto and [workers' conpensation] - is being
assessed at 0.5 percent to cover the insolvency of a
carrier who wote nedical malpractice. So you can

anticipate, at sonme point, seeing your own homeowner's
policy being assessed for a [nedical nalpractice]
failure. That's the prem se for assessing the other
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two |ines. I think we are already doing that, and
while it's not popular to contenplate assessing your
honeowner's or your auto for the insolvency of a
[ wor kers' conpensation] conpany, we do that currently
in other I|ines.

Nunmber 0736

M5. HALL said the second piece of the bill is an assessnent of
other entities. Thus HB 403 proposes to assess other entities
that aren't traditionally assessed: the self-insureds and the
joint insurance arrangenents. She expl ai ned:

Again, this is a highly controversial provision.
These entities do not receive the benefits of the

guaranty associ ati on. W' ve considered bringing them
into the guaranty association or, alternatively,
formng a guaranty association for self-insureds. The
| atter has been tried in other st at es, very
unsuccessful ly. There is no real nethod to force
paynent .

There's no oversight ability within the D vision of

Insurance for any of these entities. Wth a
traditional insurer, we have the capability of

having them stop doing business when they are
financially inpaired. W have no such corresponding
ability W th sel f-insureds or j oi nt i nsurance
arrangenents. Ther ef or e, we don't think it's

appropriate for them to be part of the guaranty
associ ation.

W recogni ze these entities did not create the current
crisis, but the philosophy behind the entire proposal
is to spread the cost across the broadest possible

span, and to include all entities. The bill does
provide for deferral of proposed assessnents, should
t he enpl oyer or t he JIA s [joint i nsurance
arrangenment's] ability to fulfill their contractual

obl i gations be in jeopardy.
Number 0830
M5. HALL said every enployer and enployee in the state is
involved in workers' conpensation; this spreads the costs across

all of those. Saying she isn't sure, at this point, that
fairness enters the equation, she explained:
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Is it fair to have an injured worker not have a source
to receive their benefits? Is it fair to have a smal

enpl oyer not be able to have their insurance conpany
pay for their clains, to get those obligations back?
Is the whole idea of a guaranty fund fair? It's
really a public policy that was determ ned sone tine
ago, and this is an expansion of that public policy.

But | know ... it is ... very unpopular.
Number 0873
M5. HALL explained that the final conponent of the bill is a

proposal to allow Alaska Industrial Developnment and Export
Aut hority (AIDEA) to guarantee |oans for the association to neet

cash flow requirenents. Currently, under statute, the guaranty
association is authorized to borrow noney; although it has
attenpted to do that, it isn't a viable comercial |[|oan
prospect, since its only asset is this stream of assessnents
that, by current estimates, wll be taken up paying clains
through 2010. Thus its ability to get a commercial |oan w thout
sone kind of guaranty behind it has been negligible. "W have

had sone insurance conpanies step up and make sone proposals to
start |ooking at the process,”™ M. Hall noted. She added:

In devel oping this particular piece of the proposal, |
worked with AIDEA, and | worked with their chair. W
have | ooked at various sources of nonies, |ooking for
the nost efficient, cost-effective way to generate a
stream of funds into the guaranty association. ...
This was the best thing we canme up wth through
consultation wth financial experts.

Number 0930

M5. HALL closed by saying HB 403 contains painful, expensive
unpopul ar provisions; however, they aren't as painful as doing
not hing and allowing prorating to occur. The guaranty fund w ||
probably run out of noney by the end April, at which point
claims will substantially be prorated. She told nenbers:

| would urge you to focus on the overall issue at
hand. If we allow ourselves to get sidetracked by
each group who opposes a particular piece, we are not
going to find a solution. Many peopl e, many groups -
from the board of the guaranty association, insurance
conpanies, Division of Insurance staff, financial
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consultants, [to] regulators from other states - have
all looked at these issues, trying to find the best
way, the best viable option. W' ve explored | oans,
we' ve expl ored bonds, we've explored anything we could
think of, in nearly the six nonths since this incident
was really brought to our attention.

More often than | would like, | have sonebody cone and
tell me, "We're going to oppose this bill." | don't
get any concrete reasons for opposing it. | don't get
any viable alternatives. | think we're all willing to

| ook at anything that would resolve this funding
crisis. The proposal in HB 403 spreads the cost over
t he broadest possible base, so that no one entity is
overly burdened. I would urge your support for the
bill and for the overall public policy concept of
having a viable safety net in place for Alaskan
consuners and for heal thy businesses.

Nunber 1044

REPRESENTATI VE LYNN requested confirmation t hat Al askan
homeowners' insurance premuns could go up to help nake up for
the collapse of the California insurance conpany. He also asked
t he amount that prem unms woul d increase.

M5. HALL affirmed that Representative Lynn understood the policy
and gave exanples: current auto insurance that costs $500 woul d
be $10 [nore], and a honeowner's premum of $800 would be
2 percent of that $800, or $16 [nore].

REPRESENTATI VE GATTO asked how this bill would affect an
enpl oyer, for exanple, and if the workers' conpensation rates
woul d be affected.

Nunmber 1155

M5. HALL replied that the rates would not [be affected], but
added a caveat: the rates charged for workers' conpensation are
based on the cost of clains, actuarial studies that determ ne
hi storical costs of claim and projected costs of clains going
forward; currently, enployers are being assessed 2 percent,
while HB 403 would change that rate to 4 percent. In further
response, she said proration isn't yet occurring, but is the
next alternative if +the guaranty fund runs out of noney.
Ms. Hall reported that the current projection would be to pay
roughly 30 percent of each claim "As that noney runs out, in
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the end of April, then they would go to zero paynent," she
expl ai ned. She remarked:

W will certainly have policyhol ders who are concerned
about paying for this, ... enployers whose costs wll
go up. On the other hand, | have enployers who are
very anxious to see this bill pass because they could

have a very substantial financial obligation returned
to them The self-insureds and the joint insurance
arrangenents are opposed to paying the 2 percent of
their clainms' cost because they do not participate in
t he guaranty fund.

REPRESENTATI VE GATTO asked for <clarification on the fiscal
notes, specifically, nunber five.

M5. HALL explained that operating expenditures increase in
proportion to the estimted increase in the cost of clains. For
self-insureds, the projection is based on 2 percent of their
antici pated cl ai ns. She pointed out that self-insureds include
the State of Al aska.

Nunber 1343

REPRESENTATI VE LYNN asked what was being done to mnimze the
factors that caused this problem He al so asked when the State
of Al aska becane aware that this problem existed.

M5. HALL responded, "W have |ooked diligently at financial
oversight as a primary responsibility of the Division of
| nsur ance. W do deference to the state of domcile of the
i nsurance conpany." She said there have been insolvencies for
at least 20 years, and suggested the magnitude of this problem
was partially caused by Frenont's market share. She added, "W
only have one other insurance conpany with that type of market

share. They are a local conpany, domiciled in Al aska, very
stable, very financially stable, very well run. | don't
anticipate an insolvency of this magnitude, but | would think we
will have insolvencies in the future." As to when the state

becane aware of the problem she expl ai ned:

In the year 2000, it's ny understanding that the State
of California took oversight responsibilities for

Fremont. Their certificate of authority was w thdrawn
in March of 2001, so they could no |onger operate.
From March of 2001 through June of 2003 ... they

continued under the oversight of their regulator to
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pay clains; they could not wite new business, but
they would pay clains. There were still assets; there
are still assets there. But in July they were
declared insolvent when it was determned officially
that they did not have sufficient assets to cover
their outstanding liabilities. So it's a long-term
process.

Number 1500

JEFF BUSH, Deputy Director, Alaska Public Entity Insurance
(APEl), stated, "W are one of those entities that's opposed to
the legislation, or at least to particular parts of the
| egislation.” He explained that APElI is an insurance pool that
provi des property, casualty, and workers' conpensation insurance
for school districts in Alaska and sonme nunicipalities as well
He said the legislature essentially authorized APEI to cone into
exi stence. Formerly known as ASIC [Alaska Schools |Insurance
Conmpany], it was to offer a market to school districts for
i nsurance because they were coming to the |legislature for
assistance and it was deened to be in the best interests of the
state, the school districts, and |ocal governments to allow them
to create a self-insurance pool.

MR. BUSH reported that for nost of the 15 or nore years,
property insurance has been a big focus. He said this program
has been quite successful and has saved the state a great deal
of noney over the years. For exanple, APElI paid over $40
mllion in clains during the 1990s for schools that had
significant property |osses; those are the kinds of liabilities
that previously would have fallen back on the state. Not i ng
that the pools and self-insureds don't participate in the
guaranty associ ation, he told nenbers:

VWhat this bill is doing, at least in terns of those
provisions that are falling on to the pools and the
self-insureds, is that they are requiring the self-

insureds, ... or the local governnents in our case,
to subsidize poor business practices by insurance
conpani es that otherwi se ... have now gone insolvent."
Number 1606
MR. BUSH suggested this anmpbunts to a tax, "in our case, a tax on
| ocal governnents." He explained:
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It's going to be a tax that's going to add to the cost
of their workers' conpensation insurance directly -
whatever the anmount is paid to the guaranty fund is
going to be charged back on the |ocal school districts
and mnunicipalities that we insure, and it has to be
collected fromthem

I'"'m sure you have already heard sone of the
presentations that have been in the legislature and in
press reports about what's happening to workers'
conpensation insurance right now. ... The estimtes
right now are that | ocal gover nnent wor ker s

[ conpensation] rates are going to rise between 22 and
32 percent this year already. So, this is ... a
potential add-on on top of that.

MR. BUSH addressed specific financial aspects. He offered his
understanding that the current 2 percent assessnent on workers

conpensation anmounts to about $4.2 mllion, collected annually,
to the guaranty fund; that would double under this |egislation

Thus there'd be $8.4 mnmllion <comng in from workers'
conpensation carriers. He expressed uncertainty as to how nuch
woul d be collected under the second provision of the bill, which
allows an assessnent against honmeowners', auto, and other
i nsurance conpanies to cover these |osses; however, he said he
understood it would be a |arge anount that could be brought in,
as much as $15 mllion annually. "That's about $19 mllion new
dollars, potentially, wunder this piece of |legislation, even
w t hout the self-insureds," he remarked.

MR. BUSH referred to the last part of the bill and related his
understanding that about $1 nmllion cones out of "the self-
insureds and its governnents, of which two-thirds of that anount

is local governnment noney." He added, "The biggest piece, by
far, is the state, and we've heard coments about the fisca
note; it's essentially a tax, a subsidy ... by local governnents

and by the state governnent, of these private insurance
conpani es. "

Number 1729

MR. BUSH tol d nenbers:
It is our view that ... those provisions of the bill
are unnecessary and are bad public policy. They are

unnecessary because, as | said, we're probably no nore
than 5 percent of the total pot, when you' re done, of
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noney, represented by the assessnent on public
entities and self-insureds. W're the only ... one
represented here who's being asked to pay who's not
getting any benefits from the program W are not,
out there, as protected by the guaranty fund.

| think it's bad public policy to ... tax |I|ocal
gover nment s t hat are al ready struggling quite
severely. And | know that you all have had a |ot of

nmedia lately about the inpacts that are going on
at the | ocal | evel , of school districts and
muni ci palities, right now, across the state.

So, | just sinply would ask that you consider dropping

us. To do so, it is quite sinple. ... Sections 1, 4,
5, and 6 of the bill apply to the self-insureds and
the ... pools, the joint insurance arrangenents. You
can sinply delete those four sections of the bill.
You will still have 95 percent of the noney, and the
solution is still there. That still will result in a
solution to the problem ... although you nay not be

able to collect enough directly into the guaranty fund
in one year.

I don't honestly believe that the $1-mlliion
difference that the public entities make wll make up
that difference, one way or another. But if you don't
collect enough ... in an annual basis, the bill, as

poi nted out, has the other provision which allows for
borrowing of nmoney in the short run to deal with the
big years, which, of course, are the early years
because we're dealing with the runoff of Frenont.

Nunmber 1853

PAUL LISANKIE, Director, Dvision of Wrkers' Conpensation,
Department of Labor and Workforce Developnent, inforned the
commttee that his division is in support of HB 403. He said
it's the responsibility of the division to ensure a snooth
transition, should proration becone a reality. He expressed
concern about the brief turnaround tinme between enpl oyers' being
notified of proration and the division's efforts to coordinate
and ensure that paynments can picked up by the enployers.
Workers' conpensation benefits are paid on a two-week schedul e,
and nedical benefits are paid within a 30-day tinmeframe, he
noted. Expressing another concern, M. Lisankie said:
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| am not entirely sure that every injured worker that

Director Hall is talking about having an open claim
has an enployer that's still in business. [If they are
still in business, then you presuppose that they have

enough funds and resources to pick up whatever
liability it is that the fanous letter is going to
acquaint them wth. | guess what |I'm trying to
underscore is the practicalities, not so nmuch just the
liabilities, but the practicalities of what happens
the day that these enployers find out that, first,
their i nsurance failed, and now the guaranty
associ ation had fail ed.

CHAI R ANDERSON requested M. Lisankie to explain how workers'
conpensati on operates and how this bill would affect it.

MR. LISANKIE replied that an enployer has a legal obligation to
guarantee the paynent of workers' conpensation benefits to its

covered enpl oyees. VWiile sonme enployees are exenpt from
coverage of the Act, it <covers virtually every enployee in
Al aska. I f an enployer has the wherew thal and chooses to nake

the decision to self-insure, it nust obtain a certificate from
the division that indicates it has adequate resources and can
handle its own cl ai ns.

Nunber 2034

MR. LISANKIE said he believes there are only 24 such enployers
currently in the state; all other enployers deal wth the |ega
liabilities inmposed on them by the state, by getting a policy
t hrough an insurance conpany and paying prem uns. He expl ai ned
that as long as they do that, they have a reasonabl e expectation
of having conplied with the |aw He remarked, "It's kind of a
transparent process for them - they have hired an expert to do
that job for them"

MR. LI SANKI E expressed strong concern about the consequences to
his division if the state notifies enployers that they are
directly responsible for conpensation paynents to their
enployees if the insurance conpanies have failed and the
guaranty fund has run out of funds. |If this were to happen, the
short tinmeframe for transition would be especially difficult.
He said:

| was gratified to hear that Director Hall has |ess

than 600 clients and |ess than 400 enployers. I
add them toget her because |I'm anticipating that when a
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letter like that goes out, ... I'mgoing to get 1,000

phone calls, frankly. W are staffed to resolve
conplaints and disputes and the |ike by people that
really have disputes to be resolved. ... W are not

anxious to have a lot of people who don't have any
di spute, as far as they know, suddenly having to nake
recourse to the division to try and work through how
this proration is going to be taking place.

Nunber 2101

REPRESENTATI VE GATTO asked: Does workers' conpensation normally
pay about 80 percent of an enployee's salary to an injured
enpl oyee? |s proration at the 80 percent level as well? If the
enpl oyer goes out of business, who pays the injured enpl oyee?

MR. LI SANKI E expl ained that workers' conpensation usually pays
about 80 percent of an enployee's salary. The proration rate
woul d affect the anmount of conpensation the person is going to
get from the guaranty association. He said it is a concern on
the part of the division that the business stay in business and
have the funds to do so.

Nunber 2180
CARL ROSE, Executive Director, Association of Alaska School
Boards, expressed a desire to associate hinself wth the

comments of Jeff Bush. He presented an overview

Back in 1986, when nmany or our school districts were
having difficulty getting insurance, the school board

association <created the Alaska School | nsur ance
Conmpany, which was the predecessor to APEIl. At the
timte we were ... being assessed $1.25 per $100 in

val ue, an excessive anount.

The state didn't see their way clear to assist the
school districts that were having such difficulty, so
we got together in a pool, put together enough nopney
to capitalize the conpany, to ensure the interests and
the investnment of the state, mainly in property. By
the year '92, we had driven the price down to 41 cents
per $100, a trenmendous savings to school districts.
And then the |osses cane, because in insurance, it's

not a matter of when the |osses cone - they will cone.
From the years '92 through '96 we experienced over
$36 mllion in ... | osses. In fact, we had
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experienced one the first year we opened, in '86, and
that was in Shagel uk, when it burned down.

Nunber 2245

MR. ROSE continued, saying this insurance conpany was created to
try to create "dollars in the classroom"” Noting that this has
saved the state nore than $36 nillion, he added, "W're asking
to be exenpted fromthis bill for many of the reasons you have
already heard.” He added, "It's inportant for us to ensure that

the dollars that we do get, through the foundation fornula and
through federal funding, remain in the school districts to do
what we are all charged with doing."

MR. ROSE characterized the issue as one of fairness. Sel f -
i nsured school districts aren't covered by the guaranty
association and yet the state wants to assess them He asked
for an exenption, since school districts have been diligent in
provi ding savings for thenselves and have contributed to the
state by protecting the state's interests wth regard to
capital

CHAIR ANDERSON asked if M. Rose agreed wth renoval of
Sections 1, 4, 5, and 6.

MR. RCSE i ndi cat ed agreenent by repeating those sections.

Nunber 2370

REPRESENTATI VE GATTO asked M. Rose, "If, indeed, you did get
stuck, and had to pay this noney, then each school district
woul d have to pay?" He also asked where they would find the

nmoney to pay.

MR. ROSE replied that those who were insured would have to pay
and, he imagined, would cone back to [the legislature] for
noney.

REPRESENTATI VE GATTO commented that the noney m ght cone out of
t he cl assroom budgets.

MR. ROSE agr eed.

TAPE 04-10, SIDE B
Number 2335
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JOHN GEORGE, Lobbyist for Property Casualty Insurers Association
of America, explained that about 700 insurance conpani es make up
this association and wite roughly 50 percent of all of
insurance in Alaska. He testified:

W, too, feel that this bill is unfair to us and our
pol i cyhol ders. But as Linda Hall so eloquently
expressed, ... this bill is unfair to everyone. Al l
of us would agree that a solution has to cone about;
we got to fix it. W can't go to prorating the

claims, and none of wus cheerfully want to put our
noney in there.

Part of the problem that ... brought this to the
forefront is there aren't many insurance conpanies
writing workers' conpensation insurance - there aren't
many conpanies witing homeowners, there aren't many
conpanies witing auto, there aren't many conpanies
writing construction equipnment, you nane it. W' re
burdened with that for a nunber of reasons, part of
which is we're a snmall state, relatively small prem um
volune. It's a difficult place to do busi ness because
you have to have infrastructure here, and prem um j ust
doesn't support a lot of infrastructure. They use
i ndependent adjustors; they don't have quite as nuch
control. Qur legal systemis different than ... sone.
Qur regulatory clinmate ... cones and goes.

W can bail out the fund, we can throw noney at it,
but have we fixed the problen? And we see that as
getting nore conpanies, getting a good regulatory
climate, and comng up wth ... sone refornms in
wor kers' conp and sone ot her |ines of insurance.

Nunber 2200

MR, GEORGE referred to HB 450, just introduced, and said the two
are inextricably linked; he suggested that the |egislature not
pass one without the other. "I think we really do need sone of
those reforns,”" he added. M. Ceorge pointed out that if the
state wanted to spread the responsibility to everyone, it could
turn to the permanent fund to let everyone pay for the problem
He listed other solutions: turn to the general fund, put a
surcharge on workers' conpensation, or spread the obligation
anong other lines of insurance. He said:
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Real ly, what you are doing is passing a tax. Everyone
who has insurance of sone sort wll be paying
additional to do this. So, | know it's really
unpopul ar to say, "W're going to pass an incone tax,"
and you'd have to stand and take heat for that, but

it's really easy to say, "Oh, we'll just have the
i nsurance conpanies chart this, and we don't get
blanmed for it - the insurance conpany gets blaned for

it."

My clients are very concerned that when they send out

the bill and it has that 2 percent surcharge on it,
the phone is going to start ringing and people are
going to say, "Wll, wait a mnute - 1'd better shop

nmy insurance, see if | can get a deal sonewhere else.”
So it [will] cause great disruption and di sl ocation.

MR. GEORGE encouraged the conmttee to |eave the door open for
other solutions if this bill is passed. He pointed out that
proration of workers' conpensation clains or suspension of
paynments for these clainms would hurt auto and other |ines of
i nsurance coverage, and would be a m stake. He opined that
changes need to be nmade in the regulatory system

Number 2116

MR. GEORGE, in response to Chair Anderson, said:

The insurance conpanies wll pass this on to the
consuner. This is not sonething that we're going to
take out of profits, if any. But it's sonething that
gets added right on. Your premum is $600; vyour

surcharge is a separate listing on there. But peopl e
are going to first of all go back to the insurance
agent, and he's going to be the first guy that gets

it, and then they're going to go to the conpany. It
will certainly cause sone disruption. The question
is, "ls it fair that you pay your auto and your
honeowner's and other insurance that you pay, for the
wor kers' conp?" The answer is no. ... It isn't fair
to anybody to have to pay this, other than Frenont.
... As a matter of policy, we ... feel that it should
not be spread anong ... the other funds.
Nunmber 2054
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KEVI N SM TH, Al aska Muni ci pal League Joi nt | nsur ance
Associ ation, said his comments were closely tied to those of
M. Bush and M. Rose, and that in the interest of tinme he would
speak later with the chair.

Nunber 2034

M KE KLAWTTER, Director of Ri sk Mnagenent, Anchorage School
District, Minicipality of Anchorage, echoed the testinony of

M. Bush and M. Rose. He informed nenbers that additional
assessnments would result in losing 2.5 teacher positions in the
Anchorage School District. He agreed that self-insureds receive

no benefit fromthe guaranty fund.

CHAI R ANDERSON requested confirmation that the 2.5 teacher
positions is the amount of salary that would be diverted to pay
this tax. He also asked whether M. Kl awitter agreed wth
M. Bush about the sections of HB 403 that shoul d be del eted.

MR. KLAWTTER clarified that vyes, in terns of teacher's
salaries, that's what they'd be paying extra, each year, as a
result of HB 403. The sections of the bill he recomended

deleting were 1, 3, and 6, which apply to self-insureds.
Nunber 1947

ROBERT LOHR, O fice of WMnagenent and Budget, Muinicipality of
Anchorage, testified that he endorsed what M. Bush said, and
believed it was essential to delete the sections that deal wth
self-insureds and joint insurance arrangenents. He added that
if the bill was adopted as the division presented it, wth those
del etions, proration would be unnecessary. He said he supported
the rest of the bill, since it would ensure that the guaranty
fund had adequate noney to neet its obligation to provide the
safety net for private insurance conpanies.

MR. LOHR said HB 403 as it currently stands isn't fair and isn't
good public policy, but with the sections deleted that involve
self-insureds, the nmunicipality does support the bill. Not i ng
that he'd done a quick survey that norning to find out how ot her
states approach this question, he said of the 12 states he was
able to contact, none assesses enployers who are self-insured

He added, "They all recognize that distinction. VWiile they do
hit private insurance conpanies, they do not assess self-
i nsureds." M. Lohr suggested if the division has additiona

information on all the states available, that would be useful

He al so recommended gathering | egal opinions regardi ng assessing
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self-insureds and options papers that mght provide further
sol uti ons.

Nunber 1738

CHARLES M LLER, Lobbyist for Alaska National |nsurance Conpany
(ANIC) and Anerican International Goup, Inc. (AIG, noted that
he represents two private carriers that underwite workers

conpensation in Al aska. Responding to Representative Lynn's
guestion on how to avoid this problem in the future, he
expressed concern wth protecting the system from future

failures. M. Mller said nost insurers weren't involved in
this failure; nost are responsible, and policyholders had
conducted thensel ves appropriately and are protected. Voi ci ng

concern that adding 2 percent onto his custoners' costs is
unfair, M. MIller said the rest of the insurance industry
shouldn't be singled out, since no conduct on their part
deserved this reaction. Agreeing there is a dilemma in the
public policy sense, he enphasized that a solution is necessary
and should be arrived at soon.

Number 1599

MR. M LLER concl uded by conmenting on the appropriateness of the
surcharge being sent to the policyhol ders. The insurance
conpani es would not pay the surcharge thenselves, but he noted
it is their responsibility to come up with the noney within the

45-day tinme limt. He explained that this noney is taken out of
excess reserves that would not then be available to wite new
busi ness. This would affect the insurance conpany's returns.
In addition, he explained that there would be admnistrative
costs resulting from this |egislation. Finally, he said, the
mar ket has caused profit loss for insurance conpanies for the
| ast five or six years. He said he feels insurance conpanies

pay their share, as do their policyhol ders.

CHAI R ANDERSON announced that public testinony would be Kkept
open and that HB 403 woul d be hel d over.

HB 356- EXTEND ALCOHOL DELI VERY SI TE SUNSET

Nunmber 1538

CHAI R ANDERSON announced that the next order of business would
be HOUSE BILL NO 356, "An Act relating to operation of
al coholic beverage delivery sites; and providing for an
effective date."
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Number 1501

REPRESENTATI VE REGE E JOULE, Al aska State Legislature, sponsor
explained that HB 356 just extends the sunset date [for
AS 04.11.494] from July 1, 2004, to July 1, 2008. The original
| egi sl ation provides communities with the option of nonitoring
the inflow of alcohol into their communities through a locally
operated distribution center. To date, Barrow is the only
comunity that has opted to utilize this option, but has found
it helpful in controlling al cohol consunption and bootlegging in
the area. Representative Joule said he believes it is inportant
to extend the sunset date to give comunities nore options to
deal with problens at the l|ocal |evel. In reply to a question
from Chair Anderson, he expl ai ned:

When a conmunity exercises the local-option |aw and
goes to a "danp" status, people can bring in alcohol
to those conmunities, but they cannot legally sel

al cohol in those communities. There are sone
communities that have a real battle between whether to
go dry or to go wet, or ... sonmewhere in between. In

a danp community and in the comunity of Barrow, in
particular, this distribution center is the happy
medi um

This is where both sides of a very contentious issue
have cone to the m ddle and have agreed. For al coho

that's being freighted in, for baggage that's marked,
everybody ... does check through the distribution
center, pays their little fee. There's a limt on how
much al cohol that they can bring into the community in

a nmonth. ... Currently, in the conmmunity of Barrow
where it is being exercised, there are 1,713 permts.
.. So, it is being utilized. Not all of them are
active, mnd you, but ... that nmany people have

applied for permts.

CHAI R ANDERSON asked: If someone lives in Barrow and wants to
drink alcohol, does that person get a permt and bring in
| iquor, or are there bars?

REPRESENTATI VE JOULE replied that there are no bars in Barrow
and that all Iliquor cones through the distribution center and
then into hones. In response to questions from Representatives
Dahl strom and Gatto, he said it can be transported and given as
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a gift. He also said he imagined it could be traded. He said
it cannot be legally produced.

Nunber 1320

REPRESENTATI VE DAHLSTROM noved to report HB 356 out of conmttee
with individual recomendations and the acconpanying fiscal
notes. There being no objection, HB 356 was reported out of the
House Labor and Commerce Standi ng Commttee.

HIR 32- LABELI NG OF SALMON FOOD PRODUCTS

CHAI R ANDERSON announced that the final order of business would
be HOUSE JO NT RESOLUTION NO 32, Relating to the |abeling of
salnron and sal non food products. [Before the comittee was
CSHIR 32(FSH). ]

Nunber 1288

REPRESENTATI VE BETH KERTTULA, Al aska State Legislature, sponsor
of HIR 32, expressed appreciation to the commttee and turned
testi nony over to her aide.

Number 1270

AURCRA HAUKE, Staff to Representative Beth Kerttula, introduced
HIR 32, saying it supports the tinely labeling of fish because
peopl e have the right to know what's in fish, where it's from
and how it's raised. She remarked, "W all know that wld
salnon and other fish taste better and it's better for you.
Lately, nmore and nore Anericans have been catching on to this.
And because fish is just such an inportant part of our econony,
we need to take advantage of this awareness and support
| abel i ng. "

REPRESENTATI VE GATTO asked if this resolution would help
fi shermen demand a hi gher price.

M5. HAWK replied that she believed so, although not directly.
REPRESENTATI VE GATTO comment ed:
|'"ve tried to nmake this argunent a hundred tinmes: we
have a Tinex and we have a Rolex. W are selling our
Rolexes at Tinex prices because we're trying to

conpete on price. W've got this anazing product that
is only available -- if you want to sell an Al askan
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wld salnon, you can't substitute it. I'"'m trying to
find sonme sort of a way to say we can charge 10 tines
nore than a farnmed fish for this fish

Number 1164

REPRESENTATI VE DAHLSTROM  cosponsor, comented that it is
inmportant to provide accurate information to consuners who are
increasingly better educated about diet. She said, "I think
this is a great bill and support it 100 percent."

REPRESENTATI VE LYNN, cosponsor, asked why wld salnon taste so
much better and are better nutritionally.

REPRESENTATI VE KERTTULA offered her belief that the primry
reason is what wild fish eat - wild food.

Number 0995

MARK VI NSEL, Executive Director, United Fishernmen of Al aska
(UFA), testified that UFA supports HIR 32, specifically,
country-of-origin and farmed-versus-wild |abeling for seafood in
all product forns. He advocated for the bill to nove quickly,
saying the U S. Departnment of Agriculture deadline for comrents
on the proposed rule - which includes Ilabeling of wld and
farmed, and country of origin, in all product fornms - 1is
February 27. Wth regard to the different taste of wild fish

he shared his belief that it's partly from diet and not being
subjected to chem cals, but also because it's "free-range" and
thus the quality of the tissue is better because of increased
exerci se.

REPRESENTATI VE GATTO asked if there was any definition of
"letter size" attached to the labeling requirenents in this
resol ution.

MR. VINSEL replied that he believed it was addressed in the
proposed rul e.

REPRESENTATI VE GATTO told of a pig he once bought that tasted
like fish because it had been fed fish. He |ikened this to the
case of farned sal non

[A notion to report the bill from commttee was nade but then

removed at the request of the chair in order to adopt
CSHIR 32(FSH) . ]
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REPRESENTATI VE DAHLSTROM noved to adopt CSHIJR 32(FSH), |abeled
23-LS1508\1. [No objection was stated.]

Nunmber 0788

REPRESENTATI VE DAHLSTROM noved to report CSHIR 32(FSH) out of
commttee with individual recomendations and the acconpanying
fiscal notes. There being no objection, CSHIR 32(FSH) was
reported fromthe House Labor and Conmerce Standing Commttee.

ADJ QURNVENT
There being no further business before the commttee, the House

Labor and Commerce Standing Conmittee neeting was adjourned at
4:43 p. m
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