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Representati ve Tom Anderson, Chair
Representative Carl Gatto, Vice Chair
Represent ati ve Nancy Dahl strom
Representative Bob Lynn
Represent ati ve Nor man Rokeberg
Representative Harry Crawford
Representative David CGuttenberg
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Al l nmenbers present
COW TTEE CALENDAR

HOUSE BI LL NO. 1001

"An Act relating to taxes on cigarettes and tobacco products, to
tax stanps on cigarettes, to forfeiture of cigarettes and of
property used in the manufacture, transportation, possession, or
sale of unstanped cigarettes, to accounting for and use of part
of the proceeds of the additional cigarette tax, and to |icenses
and licensees under the Cigarette Tax Act; relating to unfair
cigarette sales; and providing for an effective date."”

- MOVED HB 1001 OUT OF COW TTEE

HOUSE BI LL NO. 1002

"An  Act providing for a special deposi t for workers'
conpensation insurers; relating to assigned risk pools and
wor kers' conpensation insurers; relating to the board of
governors of the Al aska Insurance Guaranty Association; stating
the intent of the legislature, and setting out Ilimtations,
concerning the interpretation, construction, and inplenentation
of workers' conpensation laws; relating to restructuring the
Al aska workers' conpensation systenm elimnating the Al aska
Wor kers' Conpensation Board; establishing a division of workers'
conpensation wthin the Departnent of Labor and Wbrkforce
Devel opnent and assigning certain Al aska Wrkers' Conpensation
Board functions to the division and the Departnent of Labor and
Wor kf orce Devel opnent; establishing a W irkers' Conpensation
Appeal s Conmi ssion; assigning certain functions of the Al aska
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Workers' Conpensation Board to the Wrkers' Conpensation Appeal s
Commi ssion and the office of admnistrative hearings; relating
to agreenments that discharge workers' conpensation liability;
providing for admnistrative |law judges in workers' conpensation
proceedi ngs; relating to workers' conpensation awards; relating
to an enployer's failure to insure and keep insured or provide
security; providing for appeals from conpensation orders;
relating to workers' conpensation proceedings; providing for
suprene court jurisdiction of appeals from the Wrkers'
Conpensati on Appeals Comm ssion; providing for a maxi num anount
for the <cost-of-living adjustnment for workers' conpensation
benefits; providing for admnistrative penalties for enployers
uni nsur ed or wi t hout adequat e security for wor ker s’
conpensation; relating to fraudulent acts or false or m sl eading
statenments in worker's conpensation; and providing for an
effective date.”

- FAILED TO MOVE HB 1002 QUT OF COW TTEE
PREVI QUS COW TTEE ACTI ON
Bl LL: HB1001

SHORT TI TLE: TOBACCO TAX; LI CENSI NG PENALTI ES
SPONSCR(S): RULES BY REQUEST OF THE GOVERNOR

06/ 22/ 04 (H READ THE FIRST TIME - REFERRALS
06/ 22/ 04 (H) L&C, FIN

06/ 23/ 04 (H) L&C AT 11:15 AM CAPI TOL 120

06/ 23/ 04 (H) FIN AT 1:30 PM HOUSE FI NANCE 519

Bl LL: HB1002
SHORT TI TLE: | NSURANCE & WORKERS' COVPENSATI ON SYSTEM
SPONSCR(S): RULES BY REQUEST OF THE GOVERNOR

06/ 22/ 04 (H READ THE FIRST TIME - REFERRALS
06/ 22/ 04 (H) L&C
06/ 23/ 04 (H) L&C AT 11:15 AM CAPI TOL 120

W TNESS REG STER

JOHANNA BALES, Excise Audit Manager
Tax Division

Departnent of Revenue

Anchor age, Al aska

POSI TI ON STATEMENT: Presented HB 1001.

PAT LUBY, Advocacy Director
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AARP - Al aska

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified in support of the tobacco tax
nmeasur e.

KATTARYNA STI LES

Al askans for Tobacco Free Kids

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 1001.

JENNI FER APP

Anerican Heart Associ ation

(No address provi ded)

POSI TI ON STATEMENT: Testified in support of HB 1001.

CAROL EDWARDS, Oncol ogy Nurse;

Menber, Board of Directors

Al aska Nurses Associ ation

Juneau, Al aska

POSI TI ON STATEMENT: Testified in support of HB 1001.

DOUG WOOLI VER, Admi ni strative Attorney

Al aska Court System

Anchor age, Al aska

POSI TI ON STATEMENT: Testified that the Al aska Court System is
neutral on HB 1002.

GREG O CLARAY, Conm ssioner

Depart ment of Labor & Workforce Devel opment (DLWD)
Juneau, Al aska

PCSI TI ON STATEMENT: Di scussed HB 1002.

LI NDA HALL, Director

Di vision of |nsurance

Departnent of Community & Econom c Devel opnent ( DCED)

Anchor age, Al aska

POSI TI ON  STATEMENT: During discussion of HB 1002, answered
guesti ons.

MARTI N PI HL, Chairnman

Al aska Ti nber | nsurance Exchange

Ket chi kan, Al aska

POSI TI ON STATEMENT: Testified in support of HB 1002 and offered
anmendnent s.

LORI WNG President
Al aska | ndependent | nsurance Agents & Brokers
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Anchor age, Al aska
POSI TI ON STATEMENT:  Expressed hope that HB 1002 woul d be passed
out of commttee.

LON TROTTER, Director

Ri sk Managenent

Arctic Sl ope Regional Corporation

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 1002.

BARBARA W LLI AVS

Al aska I njured Workers Al liance (A WY

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in opposition to HB 1002.

KEVI N DOUGHERTY

Al aska State District Council of Laborers

Eagl e River, Al aska

POSI TI ON STATEMENT: During discussion of HB 1002, discussed
wor kers' conpensati on.

ACTI ON NARRATI VE

TAPE 04-55, SIDE A
Number 0001

CHAI R TOM ANDERSON cal | ed the House Labor and Conmerce Standing
Commttee neeting to order at 12:00 p.m Represent ati ves
Ander son, Gatt o, Dahl strom Lynn, Rokeber g, Crawford, and
GQuttenberg were present at the call to order.

HB1001- TOBACCO TAX; LI CENSI NG PENALTIES

CHAI R ANDERSON announced that the first order of business would
be HOUSE BILL NO 1001, "An Act relating to taxes on cigarettes
and tobacco products, to tax stanps on cigarettes, to forfeiture
of ~cigarettes and of property wused in the manufacture,
transportation, possession, or sale of unstanped cigarettes, to
accounting for and use of part of the proceeds of the additional
cigarette tax, and to licenses and |icensees under the Cigarette
Tax Act; relating to unfair cigarette sales; and providing for
an effective date."

Number 0079

JOHANNA BALES, Excise Audit Mnager, Tax Division, Departnment of
Revenue, explained that HB 1001 is basically the House Labor and
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Comrerce Standing Commttee version [CSHB 538(L&C)] adopted by
this conmttee at the end of |ast session plus one additional
provision that was proposed by Senator Bunde to the Senate's
conpani on | egislation. Ms. Bales explained that HB 1001
outlines the intent by the legislature to provide funding for
tobacco control prograns and directs the legislature to deposit
8.9 percent of the cigarette tax proceeds, approximtely $4

mllion each year, to the tobacco use, education, and cessation
fund. Furthernore, this legislation allows individuals to
personally transport up to 400 cigarettes w thout incurring any
cigarette tax. The aforenentioned conforns with federal |aw.

This | egislation changes the threshold froma class C felony for
[the theft of] 1,000 or nore cigarettes to 5,000 or nore
cigarettes, which was an anendnent discussed in the House
Special Commttee on Ways and Means. Rai sing the threshold
makes it consistent with the threshold for class C felony theft,
which requires a value of $500. Under HB 1001, the tax due on
5,000 cigarettes would be $500. Furthernore, this legislation
increases the tax on cigarettes by $1 per pack per 20
cigarettes. There is no phase-in. This legislation also
increases the tax on other tobacco products form 75 percent to
100 percent of the whol esale cost. This legislation levies a
tax on individuals who inport other tobacco products for
personal consunpti on. The aforenentioned was the anmendnent
of fered by Senator Bunde, and the amendnent is supported by the
in-state distributors and retailers who have systematically | ost
business to out-of-state conpanies. The Departnent of Revenue
bel i eves the aforenentioned provision is inportant, she rel ated.

M5. BALES highlighted that the legislation still contains the
provision allowing licensees wth a physical location in the
state and a good paynent record for the last five year with the
Department of Revenue to reduce their bonding requirenent when
the tax rate increases. Therefore, the additional bonding won't
becone a burden. Moreover, the legislation allows the state to
seize assets and includes forfeiture and seizure provisions.
Ms. Bales noted that HB 1001 includes all of the anmendnents
adopted by the House Special Conmttee on WAays and Means. Those
anendnents from the original legislation require that the
sei zure provisions only apply to class C felony violations. She
further explained that this legislation nakes changes to the
Unfair C garette Sales Act. This legislation requires that a
floor stock tax be paid in six sequential nonthly paynents
beginning with the effective date of the legislation, which is
Sept enber 1, 2004.

Nunmber 0497
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M5. BALE, in response to Representative Gatto, explained that
the OIP [other tobacco products] anendnent requires those who
i nport other tobacco products besides cigarettes, for persona

consunption, to obtain a license for a $25 fee. The
aforenentioned fee is required of those who inport cigarettes
for personal consunption. She noted that now there are
manuf acturers making "machine-made cigars,” which neet the

definition of a cigar and thus aren't taxed as a cigarette.
However, these "nmachine-nade <cigars" are advertised as a
substitute for cigarettes and are significantly |ess expensive.
She noted that cigarette-making kits are also prevalent and are

a cheap alternative that avoids taxes. Wthout the OIP
anendnent, people can utilize cheap substitutes w thout any
price increase. She enphasized that the in-state retailers

support the OIP amendnent because their business has been
i npacted w t hout such an amendnent.

REPRESENTATI VE GATTO inquired as to when a cigarette isn't a
cigarette. He posed a situation in which there is only 20
percent tobacco in a single cigarette, and asked if the tax
would only [apply] to the 20 percent tobacco product. Wuld it
still be considered a cigarette, he asked.

MS. BALES specified that Al aska |law, federal |aw, and nost other
states define cigarettes as tobacco, regardless of the anount,
rolled in paper. Therefore, the distinction with cigars is that

they are rolled in tobacco |eaf. Wth regard to there being
only a percentage of tobacco in the product, the tax would be
assessed regardless of the percentage of tobacco. Ms. Bales

specified that any product containing tobacco is taxed and if
it's tobacco wapped in paper, it's taxed as a cigarette.

Number 0823

REPRESENTATI VE CRAWORD requested review of the bonding
requi renents.

M5. BALES explained that currently before a distributor or a
| icensee can purchase tax stanps from the departnent, that
distributor or licensee has to post a bond when the taxes are
paid on a deferred basis. If the taxes are paid in cash, no
bond is necessary. The bond amounts to 200 percent of the
distributor's or licensee's nonthly purchases, which covers
their outstanding tax liability until the first paynment is nmade.
The provision in HB 1001 allows the distributor or |icensee to
only pay 100 percent. Basically, the state will float a one-
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nonth credit if cigarette tax stanps are purchased on a deferred
paynent basis. She highlighted that this option would only be

available to those licensees with a physical presence in the
state and with a good paynent history of at |east five years
with the Departnent of Revenue. Such an option relieves the
bonding requirenents on the licensee and/or distributor for

which the bond cost in this industry is fairly high. Those
wi thout a physical presence in the state or a good paynent
hi story must purchase cigarette tax stanps with cash or a bond
in the amobunt of 200 percent nust be posted. She specified that
an out-of-state licensee, regardless of his or her paynent
hi story, would have to post a bond in the anmount of 200 percent.

REPRESENTATI VE ROKEBERG asked if the provisions in HB 1001 are
consistent wwth HCS CSSB 368(FIN).

M5. BALES clarified that HB 1001 is CSHB 538(L&C) plus the
anmendnent Senator Bunde nade to SB 368. Therefore, all of the
anmendnents offered within this commttee and the House Speci al
Comm ttee on Ways and Means to [HB 538] are included in HB 1001.
In further response to Representative Rokeberg, M. Bales
related her belief that the bonding provisions in HCS CSSB
368(FIN) are simlar to those in [CSHB 538(L&C)].

Number 1070

PAT LUBY, Advocacy Director, AARP - Alaska, noted the dedication
of the World War Il Menorial and the celebration of the sixtieth
anni versary of D Day. He noted that at that tine no one
connected snoking with cancer and respiratory di sease. Although
many were lost in Wrld War 11, many nore were |lost after the

war, sinply because of snoking. M. Luby highlighted that AARP
menbers are grandparents and if increasing the tax keeps any
grandchil dren from snoking, AARP is in favor of it. He stressed
that AARP is entirely in support of the tobacco tax neasure. He
referred to the governor's transmttal letter during the regular
session, which clearly states that a higher tobacco tax wll
hel p prevent youth from beginning to snoke while also helping
current snokers stop. The governor's transmttal letter is of
concern in regard to the data that suggests Al aska Natives,
particularly Al aska Native high school youth, snoke at a nuch
hi gher rate than the non-Native popul ation. Therefore, M. Luby
strongly recommended that sone of the new revenue comng to
state governnment from the tax increase be wused to target
cessation efforts for Native snokers, particularly Native youth.
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MR LUBY infornmed the commttee that in March 2004 there was a
report fromthe Medicare trustees who indicated that health care
costs for Medicare were much higher than expected. He pointed
out that Medicare would be in a better financial state if many
of the current retirees hadn't been snokers earlier in their
lives. Therefore, M. Luby opined that increasing the tobacco
tax in Alaska would produce an inmediate beneficial health
consequence as well as long-term beneficial consequences for the
financial situation of Medicare and Medicaid. M. Luby recalled
Senator Bunde's statenment |ast week that a $1.00 increase wll
result in "sticker shock” and youth and adults deciding not to
snoke because of the cost. Although the House Finance Commttee
reconmended a phased approach, AARP believes it should be an
i mredi ate increase. In conclusion, M. Luby recomrended the
comm ttee support HB 1001.

Number 1234

REPRESENTATIVE LYNN inquired as to the percent decrease one
woul d expect as the result of a $1.00 tax.

MR. LUBY deferred to the departnent.

REPRESENTATIVE LYNN inquired as to the point at which an
increase in the tax would reach di m nishing returns.

MR. LUBY reiterated the "sticker shock™ notion. He related that
research throughout the world has proven that the best way to
stop people fromsnoking is to nmake it too expensive to start or
conti nue.

REPRESENTATI VE LYNN surm sed that this is taxing behavior.

REPRESENTATI VE RCOKEBERG pointed out that the last time the
| egi sl ature rai sed tobacco taxes it did so by $.71. He asked if
M. Luby believes that $.60 would create "sticker shock."

MR LUBY said that a $1.00 is noticeable, and he opined will be
nost helpful in keeping youth from starting to snopke. In
response to Chair Anderson, M. Luby confirned that AARP
supports any [tobacco] tax and the higher, the better.

Number 1345
KATTARYNA STILES, Al askans for Tobacco Free Kids (ATFK), began

by explaining that ATFK is a coalition of the Alaska Native
Health Board (ANHB), the Anerican Heart Association, the
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American Cancer Society, and the Anmerican Lung Association of
Al aska. She related that ATFK supports HB 1001, which is first

and forenost a health issue. By raising the tobacco tax by
$1.00, nearly 3,000 lives of youth will be saved and over 9,000
youth will never start snoking. Wth regard to the rate of

price increase in accordance with the reduction in snoking, M.
Stiles related that studies show nationwi de that for every 10
percent increase there is about a 6.5 percent decrease in the
nunmber of youth who snoke. Since the tobacco tax was | ast
rai sed, there was a 50 percent reduction in youth snoking. Wth
this proposed increase, she anticipated a 15 percent reduction

Ms. Stiles encouraged the committee to pass a $1.00 increase in
the tobacco tax in order to obtain the maxi mum inpact on the
health of today's youth. She related her data supporting the
notion that increasing the tobacco tax is a health issue.

Number 1546

REPRESENTATI VE GATTO surm sed that one would want youth to be
tobacco free in order to be healthier. However, there are
plenty of ways to have healthier youth, such as [elimnating]
drugs, alcohol, abuse, and obesity. He asked if M. Stiles is
i nvolved in any groups addressing the aforenenti oned areas.

MS. STILES specified that her work is only related to tobacco
use, although the organizations she represents do perform work
in those areas nmentioned. The collected coalition is working on
t obacco because it is the nunmber one killer of Al askans. In
further response to Representative Gatto, M. Stiles said that
it's legal to snoke at age 19.

REPRESENTATI VE GATTO surm sed then that if snoking under age 19
is illegal, then there should be better enforcenent rather than
t axi ng.

M5. STILES said that she believes the state's enforcenent
efforts have been successful and inproving. However, youth
continue to obtain cigarettes.

Nunmber 1633

REPRESENTATI VE ROKEBERG inquired as to whether [M. Stile's]
organi zation was involved wth the Ketchikan Daily News
advertisenment this spring, which |obbied Representative WIIians
to release legislation fromthe House Finance Commttee.

HOUSE L& C COW TTEE - 9- June 23, 2004



M5. STILES said that "our organizations" were involved wth a
list of signatures from within the Ketchikan area. In further
response to Representative Rokeberg, M. Stiles confirmed that
no funds for that advertisenent cane from Al aska's Tobacco
Cessation and Education Fund. She specified that ANHB doesn''t
receive any funds fromthe state. She explained that the Al aska
Tobacco Control Alliance is an organization in which everyone

involved in tobacco control across the state is involved. The
Al aska Tobacco Control Alliance doesn't have a formal governance
structure and isn't a 501(c)(3). However, she noted that
i ndi vidual organizations that are part of the Al aska Tobacco
Control Alliance do hire | obbyists. "No state funds through
tobacco cessation and education funds are wused for those
| obbyi sts,"” she said.

Nunber 1730

JENNI FER APP, Anerican Heart Association, related that the
Anerican Heart Association strongly supports the proposed $1.00
per pack cigarette tax as well as the 33 percent increase in tax
on other tobacco products. She informed the commttee that
snoking is the nunber one preventable cause of cardiovascul ar
di sease in Alaska. Furthernore, smoking is the |eading cause of
preventable death in the state. Currently, snoking is
responsi ble for one of every five deaths in Al aska. Ms. App
expressed concern with statenents from the House | eadership that
the House nmay adjourn w thout voting on this inportant public

heal t h neasure. This would be a disappointnent because 67
percent of Al askans support the $1.00 per pack increase as do 70
percent of registered Republicans. Ms. App related that the

American Heart Association doesn't accept state funding and none
of the groups in ATFK use any state funding for |obbying
pur poses. The Master Settlenment Agreenment (MSA) funds aren't
used by any of the organizations for |obbying activities. I n
response to earlier comments regarding a point of dimnishing
returns, M. App said that no state has reached a point of
dimnishing returns in relation to the anount of the tax. In
fact, with New Jersey's tax of $2.05 and Rhode Island' s proposed
$2.45 tax there has been no dimnishing returns. Ther ef or e,
nati onwi de statistics don't indicate that a $2.00 tax would
result in dimnishing returns. However, she did agree that
there may be a point of dimnishing returns. Ms. App concl uded
by reiterating the Anmerican Heart Association's strong support
of HB 1001, which is an excellent public health neasure.
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CHAI R ANDERSON rem nded Ms. App of the efforts the commttee
took on this topic during the regular session and highlighted
the fact that the commttee is hearing HB 1001.

Nunmber 1879

REPRESENTATI VE  GUTTENBERG commented that notives  of t he
cessation groups are clear and what he considered to be a fairly
hi gh cal ling. Representati ve Guttenberg noted his appreciation
for the work of the cessation groups.

MS. APP thanked the commttee for hearing the legislation and
for the action the commttee took on the legislation during the
regul ar session. She acknowl edged this commttee's conmtnent
to this inportant issue. She clarified that [her comrents
directed toward the |eadership] were nerely to relate the need
for HB 1001 to have a vote on the floor.

Number 1952

CAROL EDWARDS, Oncology MNurse; Menber, Board of Directors,
Al aska Nurses Association, related that she has taken care of
many who have died from cancer-related tobacco illness. MVs.
Edwards related that the Board of Directors of the Al aska Nurses
Association strongly supports the $1.00 immediate increase in
the tobacco tax. She noted that she was recently appointed to
the state's workforce in order to devel op a conprehensive cancer
plan for Al aska. As the chair of the prevention and early
detection commttee, she has read nmany statistics on tobacco and
cancer. One of the issues that the commttee has brought
forward is the need for the tobacco tax to cover the costs of
tobacco-related illnesses in Al aska. To acconplish the
aforenentioned would require a $6.00 per pack tax. She
expressed concern that a graduated tax would never be able to
cone close to covering the costs of tobacco-related illnesses in
Al aska. Ms. Edwards urged the commttee to think of the Ilives
t hat woul d be saved.

REPRESENTATI VE GATTO recalled the testinony that one in five
dies of tobacco-related illnesses. He asked if there is a way
to verify the nunber of tobacco-rel ated deat hs.

M5. EDWARDS related her belief that if there is a malignhancy
present, she believes the death is listed under that registry.
Whet her the death would be listed under other related diseases,
she said she didn't know.
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REPRESENTATI VE GATTO asked if the cause of death is |listed under
each [registry under which it fits].

M5. EDWARDS said that she wasn't sure, although she believes the
cause of death listed is the primary cause at the tinme of death.
She suggested checking with a coroner, indicating that it my
vary with the physician or coroner.

Nunber 2152
REPRESENTATI VE LYNN asked if snoking is an addiction.

M5. EDWARDS replied yes. In further response to Representative
Lynn, Ms. Edwards related her belief that an addiction can be
stopped wth taxes. She related her own experience in which she
quit snoking once it becanme too expensive. Furt her nore,
statistics illustrate that taxes do decrease snoking.

CHAI R ANDERSON cl osed public testinony.
Number 2198

REPRESENTATI VE ROKEBERG noved to adopt CSHB 1001 [HCS CSSB
368(FIN), Version 23-GS2116\W as the working docunent.

CHAI R ANDERSON obj ected for di scussion purposes.

REPRESENTATI VE ROKEBERG pointed out that CSHB 1001 is the
| egi sl ation that noved out of the Finance Conmttees in May. He
noted that the conmittee packet should include a side-by-side
conpari son between HB 1001 and CSHB 1001 [HCS CSSB 368(FIN),
Version W. He nentioned the need to anmend CSHB 1001 in order
to change the effective date.

M5. BALES pointed out that in CSHB 1001 [HCS CSSB 368(FIN)]
there is not an increase in the tax on other tobacco products,
and therefore the tax on other tobacco products would stay at 75
percent of the whol esale cost. Furthernore, CSHB 1001 [ HCS CSSB
368(FIN)] doesn't include the anmendnent to tax individua

i nportation of other tobacco products, which is included in HB
1001.

REPRESENTATI VE ROKEBERG highlighted that CSHB 1001 [HCS CSSB
368(FIN] had a provision, AS 43.50.200, "Nonparticipating
manuf acturers equity excise tax", which was deleted in HB 1001
He inquired as to why that was del et ed.
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MS. BALES expl ained that CSHB 1001 [HCS CSSB 368(FIN)] placed an
addi tional $.25 per package tax on cigarettes nmanufactured by
manuf acturers that didn't sign the Master Settlenment Agreenent.

TAPE 04-55, SIDE B

M5. BALES related that less than .5 percent of nonparticipating
manuf acturers (NPM product is in the state. She said she
wasn't sure how helpful this additional tax would be, although
it's estimated that perhaps there would be an additional
$36, 000- $40, 000 in tax revenue by inposing this additional $.25
per pack tax on NPM product. It would cost an additional
$2,000-$3,000 per year to have a different tax stanp
manufactured to sell to retailers or distributors who sell NPM
pr oduct . The aforenmentioned coupled with concerns over the
constitutionality of this additional tax is why it wasn't
i ncluded in HB 1001.

Number 2319

REPRESENTATI VE ROKEBERG noted that NPM product in the national

mar ket place is a large and grow ng area. The reasoni ng behind
including the additional tax is the anticipation that the NPM
segnent of the market wll be expanding quite rapidly because
t hese conpanies don't have to pay the MSA surcharge.

MS. BALES agreed that nonparticipating manufacturers don't have
to pay the MSA surcharge, but pointed out that they nust put a
simlar anmount in an escrow fund in the state each year.
Therefore, an additional $.25 per pack tax as well as requiring
an escrow account is where the concern over the constitutional

chal | enge stens. In response to Chair Anderson, M. Bales
hi ghl i ghted that under CSHB 1001 [HCS CSSB 368(FIN)] the tax is
phased in such that this year the tax would be $.60 and in two
years an additional $.20 would be added and in another year
there would be an additional $.20 increase bringing the tota

tax to $1.00 per pack in fiscal year 2007. Under CSHB 1001 [ HCS
CSSB 368(FIN)] there is no increase in the tax on other tobacco
products and no provision for taxing individuals who bring other
t obacco products into the state for personal consunption.

REPRESENTATI VE ROKEBERG pointed out that [HB 1001] includes a

provision allowing the departnent to imrediately adopt
regul ati ons, which he suggested would be good to include in CSHB
1001. He also nentioned that there are transitional tax

provisions for the floor stock in HB 1001.
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M5. BALES confirmed that under HB 1001 there would be a floor
stock tax in order to alleviate the anobunt of stock piling that
distributors and retailers could do at the old rate. Under CSHB
1001, there is no floor stock tax and thus any retailer and
distributor could stock pile cigarettes and basically delay the
effective date of any revenue increases. She infornmed the
committee that in 1997 there was no floor stock tax on the
effective date of the increase and several of the retailers
increased the price immediately. The aforenentioned resulted in
the state revenue going into the pockets of retailers and
distributors. She highlighted that the Departnent of Revenue is
charged wth protecting state revenues, which will be protected
with a floor stock tax.

CHAIR ANDERSON recalled that under HB 1001, the Departnent of
Public Safety (DPS) enforces this while under CSHB 1001 the
state woul d provi de enforcenent.

MS. BALES said that is a mnor change by which it says the DPS
is responsible to post notice of seized property rather than the
Departnent of Law.

Nunber 2104

REPRESENTATI VE ROKEBERG referred to AS 43.53.050, an indirect
court rule anmendnent. He asked if that provision was included
due to the phased approach.

M5. BALES explained that when the tax rate increased in 1997,
the entire increase was placed into the school tax fund, which
is a dedicated fund. However, session law at the tinme specified
that if there was ever a constitutional challenge to placing
that increase in the school tax fund, the [AS 43.53.050]
provisions would apply and the entire tax increase would be
pl aced into the general fund. The CSHB 1001 [ HCS CSSB 368(FI N)]
changed the session |law of 1997 to reflect the new tax increase
rates. In further response to Representative Rokeberg, the
| anguage wasn't included in HB 1001 because there hasn't been a
challenge in seven years and the [governor/departnent] doesn't
believe there will be a challenge to the 1997 i ncrease. She
poi nted out that under HB 1001 the entire amount of the increase
woul d be placed in the general fund. M. Bales pointed out that
CSHB 1001 [HCS CssB 368(FIN] includes [HB 468] regarding
tobacco appeals bonds in its entirety. The | anguage referring
to tobacco appeals bonds specifies that if a tobacco conpany is
sued for harm that its product has caused, the court can't
require the conpany to post nore than $100 nmillion bond to
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appeal . The aforenentioned canme about after court cases in
Florida and IIl1linois. In fact, in Illinois there was a $12
billion judgnent against the tobacco industry, which appealed
and thus was concerned about posting the bond.

CHAI R ANDERSON i nterjected that such | anguage woul d pl ace Al aska
in the group of about a third of the states that have the sane
range or |ower than that proposed in CSHB 1001.

MR. BALES acknow edged that sonme are concerned that by limting
the anount of appeal bonds in one industry, other industries
m ght want to be i ncl uded.

CHAI R ANDERSON r enoved hi s objection.
Number 1946

REPRESENTATI VE CRAWORD obj ected for purposes of discussion. He
related that he didn't |Iike +the appeals bond provision
Representative Crawford said that he wants to see the
| egi slation nove out of conmttee today and if CSHB 1001 is
what's forwarded, he would vote to do so although he disagrees
with it.

A roll call vote was taken. Representatives Lynn, Rokeberg, and
Anderson voted in favor of adopting CSHB 1001 [HCS CSSB
368(FIN]. Representatives Crawford, GQGuttenberg, Gatto, and
Dahl strom voted against it. Therefore, CSHB 1001 failed to be
adopted by a vote of 3-4 and thus HB 1001 is before the
conmittee.

Nunber 1843

REPRESENTATI VE ROKEBERG nenti oned that he had an anmendnent which
woul d prohibit a nunicipal governnent or borough from |evying
further taxes on tobacco, and therefore the state would be |eft
as the sole taxing source. Represent ati ve Rokeberg suggested
that there should be sone discussion regarding whether another
governnmental agency/entity could inpose a tax in addition to the
state tax. He noted that Juneau, Fairbanks, and Anchorage have
additional taxes on to tobacco products, which would result in
tax rates within the state.

The conmittee took an at-ease from1:05 p.m to 1:01 p. m

CHAI R ANDERSON noted that the commttee was receiving a third
fiscal note from the Departnent of Health and Social Services.
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He noted that Representative Rokeberg has decided to wthhold
hi s anmendnent .

Nunber 1765

REPRESENTATI VE CRAWFORD noved to report HB 1001 out of commttee
with individual recomendations and the acconpanying fiscal
not es.

REPRESENTATI VE LYNN obj ect ed.

A roll call vote was taken. Representatives Rokeberg, Crawford,
GQuttenberg, Gatto, Dahlstrom and Anderson voted in favor of
reporting HB 1001 from the House Labor and Comrerce Standing
Comm ttee. Representative Lynn voted against it. Therefore, HB
1001 was reported out of the House Labor and Commerce Standing
Commttee by a vote of 6-1.

The conmittee took an at-ease from1:05 p.m to 1:14 p. m

HB1002- | NSURANCE & WORKERS' COVPENSATI ON SYSTEM

CHAI R ANDERSON announced that the final order of business would
be HOUSE BILL NO 1002, "An Act providing for a special deposit
for workers' conpensation insurers; relating to assigned risk
pools and workers' conpensation insurers; relating to the board
of governors of the Alaska Insurance Guaranty Association;
stating the intent of the legislature, and setting out
limtations, concerning the interpretation, construction, and
i npl enentation of workers' conpensation laws; relating to
restructuring t he Al aska wor ker s’ conpensati on system
elimnating the Al aska Wrkers' Conpensation Board; establishing
a division of workers' conpensation within the Departnent of
Labor and Wbrkforce Devel opnent and assigning certain Al aska
Wor kers' Conpensation Board functions to the division and the
Department of Labor and Workforce Devel opnent; establishing a
Wor kers'  Conpensation Appeals Conm ssion; assigning certain
functions of the Alaska W rkers' Conpensation Board to the
Workers' Conpensation Appeals Commssion and the office of
adm nistrative hearings; relating to agreenents that discharge
wor kers' conpensation liability; providing for admnistrative
law judges in workers' conpensation proceedings; relating to
wor kers' conpensation awards; relating to an enployer's failure
to insure and keep insured or provide security; providing for
appeal s from conpensation orders; relating to workers

conpensati on pr oceedi ngs; provi di ng for suprene court
jurisdiction of appeals from the Wrkers' Conpensation Appeals
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Comm ssion; providing for a maxinmum anount for the cost-of-
living adjustment for workers' conpensation benefits; providing
for adm nistrative penalties for enployers uninsured or wthout
adequate security for workers' conpensati on; relating to
fraudulent acts or false or msleading statenments in worker's
conpensation; and providing for an effective date."

Nunmber 1685

DOUG WOOLI VER, Adm nistrative Attorney, Alaska Court System
related that his testinony on this matter during the regular
session would stand, which is that the Al aska Court System is
neutral .

Number 1609

GREG O CLARAY, Conmi ssioner, Departnment of Labor & Wbrkforce
Devel opnent (DLWD), explained that HB 1002 attenpts to enpower
the lay board concept of the Al aska W rkers' Conpensation
Comm ssi on. He further explained that unlike SB 311, HB 1002
substitutes admnistrative |law judges for the nultiple panels.

The admi nistrative law judges will hear the initial controverted
claims without the three-person panel. If the matter 1is
appealed, the claim wll go before the three-nenber panel

conprised of the professional attorney who is a professional
expert on workers' conpensation as well as two nenbers of the
four-menber |ay group. The structure is for a comm ssion of
five in which tw nenbers are designated from enployee
representatives and two from enpl oyer representatives. One of
each of the two representatives will sit on the three-person
panel to adjudicate appeals from the admnistrative |aw judge
deci si on. If the parties aren't in agreenent, they can appeal
to the Suprenme Court.

COM SSI ONER O CLARAY noted that HB 1002 also includes
authorities for addressing workers' conpensation fraud. He
mentioned that there are other small tweaks in the |egislation.
Comm ssioner O Claray highlighted that during the |ast several
nonths, there have been discussions wth representatives of
organi zed | abor. The departnent hasn't been able to reach
agreenent on all of [organized |abor's] concerns. He related
his understanding that organized |abor believes that this
wor kers' conpensation issue should be addressed in the interim

when there isn't a tinme crunch. However, the admnistration
will continue to pursue this issue because he predicted that at
sone point the state will face a mpjor issue wth workers'

conpensation. The nmatter should be addressed sooner rather than
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later in order to avoid a situation in which the real costs have
to be addressed. "This admnistration is not interested in
depriving injured workers of the paynments and conpensation they
deserve under the law, " he enphasi zed.

Nunber 1379

REPRESENTATI VE DAHLSTROM referred to a chart entitled, "Current
NCClI Voluntary Market Approved Rate/lLoss Cost Changes”. She
poi nted out that Nevada, which has one of the highest growth
rates in the country, has a decline of 12.3 percent [in workers'
conpensation]. She inquired as to the reason for that.

COWM SSI ONER O CLARAY specified that this chart was prepared by
NCCl in order to show what happened as of |last year in regard to
rat es. If this chart was prepared in 1988 or 1989, it woul d' ve
shown a decline for Al aska.

Number 1282

LINDA HALL, Director, Division of Insurance, Departnent of
Community & Econom ¢ Devel opnent (DCED), informed the commttee
that the chart only reflects the rates of 39 states because only
39 states use NCCI as their rate nodeling organization. She
noted that Nevada has been reviewed and it was discovered that
there were sone anomalies that wll have no inpact on what
Alaska will do because they were changes that the state could
i ncor por at e. As workers' conpensation reforns are enacted,
changes in rates are occurring.

REPRESENTATI VE GUTTENBERG pointed out that this legislation

basically deals with restructuring the appeals process. He
asked if there has been any review of restructuring the [point
at which] clains are denied. "I's there any way that clains

coul d be accepted and not denied that would significantly reduce
t he nunber of appeals that go forward,” he asked.

COWM SSI ONER O CLARAY remnded the comrmittee that out of the
approximately 25,000 clains that are filed, about 100 nove into
the controverted area. O those 100 appeals, sone 30 or so go
to the superior court under the current system The current
systemin place is a no fault system and therefore the question
is regarding "where do we get the disputes?" He indicated [that

the problem is that attorneys beconme invol ved. I f an enpl oyer
dealt with an enployee through workers' conpensation, many of
the litigation costs would be elimnated, he opined. However,

because it's such a conplicated body of law, both sides need to
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be represented by |[egal counsel at sone point. The
af orenentioned is why the change to nake a swifter decision [and
sinpler process] is being nade. The delay in reaching judgnent
wth these cases create difficult times for enployees. Thi s
| egislation attenpts to review the litigation costs in order to
avoid cutting benefits or costs of nedical reinbursenent for the
services provided to injured workers.

Nunber 1010

REPRESENTATI VE GUTTENBERG recalled working on a workers
conpensation case in which the claim denial of a welder wth

heavy netal poisoning was a considerable [probleny. He then
turned to Section 12 of HB 1002, which defines two nenbers [ of
the conm ssion] as representative enployees. How wi Il that be

defi ned, he asked.

COMM SSI ONER O CLARAY interpreted this provision to nean that
the enployee representatives would have to be individuals who
have spent the nmmjority of their time representing enployees.
In fact, he opined,

these individuals should currently represent enployees. In
further response to Representative @ittenberg, Comm ssioner
O Claray opined that it would have to be soneone from organized
| abor .

Nunber 0885

REPRESENTATI VE CRAWORD recalled his own experience as an
injured worker when the insurance carrier did all it could to
stall the process to the point at which he would accept whatever
settlenment was offered. Representative Crawford said that he

didn't know how reducing the nunber of panels hearing these
cases woul d actually expedite the process.

COWM SSI ONER O CLARAY explained that wunder the current system
the logistics of setting up hearings is difficult and often just

two people wll hear the case, the hearing officer and a
representative from managenent or |abor. However, wunder this
proposed legislation the admnistrative judges wll primrily
work on these cases and won't have to deal with the | ogistics of
the cases. Therefore, he opined that the system would be
reactive and nore ninble in terns of tine. The appell ate group
will be restricted to 90 days to nake a deci sion.

Nunmber 0748
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REPRESENTATI VE ROKEBERG renarked that in the global framework of
the cost of wor ker s’ conpensation the focus on the
"l awyeri zation" of workers' conpensation in order to avoid
inpacts to benefits of workers is only a portion of the total
Al t hough Representative Rokeberg noted his agreenment with the
goal of not inpacting the enployee in regard to the services
delivered to the enpl oyee, he questioned how everything couldn't
be reviewed in order to work down the premum costs by
controlling the costs of the benefits.

COW SSI ONER O CLARAY answered that initially the entire
spectrum was revi ewed. However, the admnistration felt that it
didn't want to be seen as attacking injured enployees. He
related that out of the $210 mllion spent in 2002, alnpst $131
mllion went to nedical providers, which is a little over 50
percent of the entire cost of workers' conpensation in 2002.

Just under $80 nmillion went into the pockets of injured workers
for wage replacenment or other benefits and $11 mllion went to
litigation costs. If this legislation doesn't pass, he opined
that [the adm nistration] will be forced to look at the entire
spectrum and it'll be harder because of the potential problem of
i ncreasi ng rates. He further opined that wthout passage of
this legislation, he will have to review how to admnister the

programin order to decrease costs.

REPRESENTATI VE GUTTENBERG returned to t he mat t er of
adm nistrative |l aw judges to whom this |egislation provides much
power. He pointed out the |anguage on page 38, line 15-18. He
asked if admnistrative |aw judges are responsible for any type
of judicial review or qualifications beyond three years of
experience wth workers' conpensati on.

COWM SSI ONER O CLARAY answered, "I don't see anything other than
their qualification requirenments here. | think the suggestion
earlier on the [SB] 311 comm ssion was that they cone through
the judicial council, in ternms of appointnments instead of the
governor appointing them There's clearly a constitutional
problem there with the judicial council under the separation of
powers under the constitution.” He related that the current

wor kers' conpensation hearing officers who are admtted to the
bar will be in these positions.

Number 0311
MARTI N Pl HL, Chai r man, Al aska Ti nber | nsurance Exchange,

informed the conmmttee that the Al aska Tinber |nsurance Exchange
was formed in 1980 as a reciprocal owned by its policyhol ders.
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He noted that the organization has specialized in |ogging and
hi gher risk insurance. The Al aska Ti nber Insurance Exchange has
been successful in pronoting work place safety because the
conpanies get close to their insurance program Over the | ast
10 years the aforenentioned has resulted in a return of profit
as a dividend to the policyholder, which has been 67 percent of

the prem um returned. However, |ast year the organization's
profit was w ped out by assessnents against the organization
that occur as a result of the assigned risk pool. Over the |ast

seven years, the assigned risk pool has experienced |osses in
the amount of $60 million, of which $2.9 nillion is the Al aska

Ti mber | nsurance Exchange's portion. "W can't continue to
absorb these assessnents; our own solvency will be at stake," he
st at ed.

MR PIHL pointed out that the |osses continue into 2004 and
there have been increases in rates. Frankly, the aforenentioned
is the result of m smanagenent of the system and |ack of control
by the Division of Insurance. However, he enphasized that one
shouldn't blame the current director because the situation has
devel oped over a nunber of vyears. "A former director of
i nsurance suppressed rates, there's just no doubt about it and
it's led to this crisis in the assigned risk pool," he remarked.
Furthernore, heavy discounts by insurance conpanies led to
i nsol vencies that are assessed back to the surviving insurance
conpani es. He related that rates have been so inadequate that
i nsurance conpanies are forced to turn down applications and
send them to the assigned risk pool, which has grown by three-
fol d. Wth regard to the 21 percent rate increase, M. Pihl
urged the commttee to view it in perspective because the rates
today are back to about the 1993 level in spite of years of
i ncreases in costs.

TAPE 04-56, SIDE A

MR. PIHL noted his appreciation of some of the changes, such as
the |l ost cost devel opnent system provided by HB 540. The steps
of collateralizing assigned risk pool loss reserves and a
mandate that the assigned risk pool be managed to at |east break
even on a three-year basis were in HB 357 until stripped out on

the |l ast day of session. The aforenentioned will cost the state
mllions. He urged the conmttee to do collateralization, which
other states require. By not collateralizing, the state is
accepting a third or fourth nortgage position. M. Pihl

highlighted that the itens [stripped from HB 357] are included
in HB 1002, which he appreciated. However, he suggested the
"quota share fix." He remnded the commttee that |ast year the
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i nsol vency of Freenont cost everyone a |ot of noney because
under current rules the cost of insolvency is assessed back to

survi ving conpani es. He opined that when an insolvency occurs,
that conpany's assigned risk pool |osses should travel as part
of its bankruptcy to the guaranty fund. He noted that the

i nsolvent conmpany's own direct witing reserves go to the
guaranty fund, although that's not the case for the assigned
ri sk pool | osses. In several discussions with the director of
the Division of Insurance, she seens to agree that the
aforenentioned is unfair. However, she doesn't seeminclined to
do anything about it. Therefore, M. Pihl related that he has
anendnent | anguage on the aforenentioned natter. M. Pihl
concluded by noting that the Al aska Tinber Insurance Exchange
supports the changes [included in HB 1002].

MR. PIHL, in response to Representative Rokeberg, explained that
the Al aska Tinber Insurance Exchange is a reciprocal insurance
conpany that's owned by the policyholders, who put up capital
and deposit prem uns. In return, any profit is distributed in
the form of a dividend. M. Pihl confirmed that the Al aska
Ti mber 1 nsurance Exchange falls under all the regulations of the
state as woul d anot her insurance underwiter.

Number 0432

LORI WNG President, Alaska |ndependent |Insurance Agents &
Br okers, i nf ormed t he comittee t hat col l ectively t he
association represents enployers from Ketchikan to Barrow and
the clients of the organization are governnental entities,

privately held and publicly traded corporations, limted
liability conmpanies (LLC), and joint ventures. Furthernore, the
enpl oyers are for profit and not-for-profit, large and small.

Over the past few years these enployers have experienced
significant increased cost in the workers' conpensation program
However, these increases don't correspond to any increase in
wor kpl ace hazard or change in the types of reported injuries or

di seases. In fact, enployers have successfully reduced the
frequency of work place injuries by alnost 40 percent since
1990. Still, workers' conpensation costs have risen faster than
medi cal inflation. In the past year alone, the rates in Al aska
have changed dramati cally. For instance, clerical rates are up
40 percent this year and hospital enployee rates are up 54
percent. She highlighted that sonetines these increases occur

during jobs that are already bid or are in progress. Therefore,
there's no way for the contractor to recover these additional
costs. She reviewed various conpanies in which the [workers'
conpensati on] rates have increased. Al though one can't
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guarantee this legislation would result in a decrease in rates,

one can guarantee that wthout it rates wll continue to
i ncrease. The increase in workers' conpensation [rates]
nationmde 1is a problem She highlighted that workers'
conpensation is not a negotiated benefit. M. Wng concluded by

expressing hope that HB 1002 will be passed out of conmttee.

LON TROITER, Director, Risk Managenent, Arctic Slope Regional
Corporation, testified in support of HB 1002 as a first step in
stream i ning the workers' conpensati on process.

Nunber 0740

BARBARA WLLIAMS, Alaska Injured W rkers Alliance (AIW)
explained that AIWA represents union and non-union nenbers
al i ke. She related that AIWA doesn't support HB 1002 because
five new positions total are created to perform all of the work
of 19 designees in the court system The aforenentioned |eaves
| abor and nanagenment out of the hearing process and places them
in the appellate process, although their expertise is dealing
with workers rather than judicial processes. Therefore, the
cost of appeals is driven up to 60 [percent] rather than 30 and
there's no anticipated cap. She suggested that injured workers
are going to have to do nore litigation to receive benefits.
She noted that in nobst cases, the injured worker is going
through litigation wthout assistance from an attorney.
Furt her nore, there's no education program or cont i nui ng
education charges for those being placed [on the comm ssion].

M5. WLLIAMS highlighted that the fiscal note specifies that the
costs for this legislation exceed $1.2 mllion and the figures
don't quite add up. She remnded the conmttee that M.
Johnson, a representative for the state risk nanager, related
that the [division] anticipates eventually capping the costs but
savings can't be insured through adm nistrative figures. V5.
Wllians informed the conmittee that she's in a unique position
because she is one of the few workers in the state who has had
her insurance conpany fined for deliberately not paying bills 22
consecutive tines. "There's no adequate oversight of the
i nsurance process, the self-insured enployers are grossly
unregul ated,” she related. Shuffling these benefit progranms and
rearranging the admnistrative and adjudicative process is a
di sturbance to injured workers, industry, |abor, and managenent.
She highlighted that the attorneys for injured workers are $.50

on the dollar, which is the lowest paid in the nation. If the
process is changed and conplicated, there's no incentive for
injured workers' attorneys to work for injured workers.
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However, there is no review of capping the defense costs,
al t hough $702,000 of the guaranty fund has been used for the
cost of defense of the insurance conpanies. M. WIIlianms opined
that HB 1002 isn't going to help injured workers at all. I n
fact the legislation doesn't address many itens, such as injured
workers with catastrophic injuries who are stuck in the system
for 10 years plus before their clains are litigated.

Nunber 0914

KEVIN DOUGHERTY, Alaska State District Council of Laborers,
began by saying that there's no question that workers

conpensation is inportant for injured workers, wdows, and
surviving famlies. Wor ker s’ conpensation is also very
inportant to enployers and insurance conpanies. Over the past
24 years, work has been done with the aforenentioned comrunities
in order to develop a fair bal ance. He turned to the issue of

wor ker safety, which this |legislation doesn't address. He
mentioned incentives for worker safety and deterring poor safety
records through experience nodification, et cetera. \V/ g

Dougherty remarked that the increase in rates has nothing to do
with the Al aska Workers' Conpensation Board, which has wonderful
busi ness and | abor representatives. He said the problemreally
begins with Freenont and the other 41 insurers that have gone
bankr upt . Therefore, the aforenmentioned needs to be regul ated
and st opped. In response to Chair Anderson, M. Dougherty
agreed to work on this matter in the interim

CHAI R ANDERSON cl osed public testinony.
Nunber 1156

REPRESENTATI VE CRAWFORD noved to report HB 1002 out of commttee
with individual recomendations and the acconpanying fiscal
not es.

REPRESENTATI VE DAHLSTROM obj ect ed.

A roll call vote was taken. Representati ve Rokeberg voted in
favor of reporting HB 1002 from the House Labor and Comrerce
Standing Committee. Representatives Dahlstrom Lynn, Crawford,
GQuttenberg, Gatto, and Anderson voted against it. Therefore, HB
1002 failed to be reported out of the House Labor and Commerce
Standing Conmttee by a vote of 1-6.

ADJ CQURNMENT
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There being no further business before the commttee, the House
Labor and Commerce Standing Conmittee neeting was adjourned at
2:05 p.m
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