M NUTES
SENATE FI NANCE COWM TTEE
April 10, 2003
9: 00 AM

TAPES

SFC-03 # 44, Side A
SFC 03 # 44, Side B

CALL TO ORDER

Co-Chair Gary WI ken convened the neeting at approxinmately 9:00 AM
PRESENT

Senat or Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senat or Robi n Tayl or

Senator Ben Stevens

Senat or Lyman Hof f man
Senat or Donny O son

Al so Attending: SENATOR TOM WAGONER; SUSAN COX, Chief, Assi stant
Attorney Ceneral, CGvil Dvision, Departnent of Law, BRAD THOWPSON,
Director, Dvision of R sk Managenent, Departnent of Adm nistration

Attending via Tel econference: From Kenai: LARRY SEMMENS, Fi nance

Director, Cty of Kenai; From Anchorage: RANDY HOFFBECK, Petrol eum
Property Assessor, Tax Division, Departnent of Revenue

SUMVARY | NFORMATI ON

SB 136- RESI DENTI AL PROPERTY TAX EXEMPTI ON

The Comm ttee heard fromthe sponsor, the Departnment of Revenue and
the Gty of Kenai. The bill was held in Cormittee.

SB 120- CLAI MS BY STATE- EMPLOYED SEAMEN

The Conmittee heard fromthe Departnment of Law and the Depart nent
of Adm nistration. The bill was held in Commttee.

#SB136
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SENATE BI LL NO. 136
"An Act increasing an optional exclusion or exenption from
muni ci pal taxation for residential property.”

This was the first hearing for this bill in the Senate Finance
Commi ttee.
Co-Chair WIken stated this bill “raises the anobunt that a

municipality nmay exenpt residential property from taxation from
$10, 000 to $50, 000.”

SENATOR TOM WAGONER read the sponsor statenment into the record as
fol | ows.

SB 136 anends current statutes to provide for an exenption of
up to $50,000 on residential property, to give |ocal
governments flexibility in taxing decisions.

Under current law, nunicipalities nmay exenpt up to $10, 000 of
the assessed value of any single residential property. This
aut hori zation has been | aw since 1974.

Five municipalities offer this exenption:
« Bristol Bay Borough
* Kenai Peninsul a Borough
 Fairbanks North Star Borough
* North Sl ope Borough
« City of Valdez

In 2002, the voters of the Kenai Peninsula rejected an
initiative that would have restricted food itens from sal es
taxes. Argunent in opposition to the initiative was that the
sales tax was a nechanism for obtaining fees fromvisitors.
The logic of that was disputed when it was pointed out that
residents pay the sane tax.

Providing the | ocal governnents the ability to increase the
property tax exenption up to $50,000 allows the | ocal
government flexibility so they could still collect sales taxes
fromvisitors and then provide tax relief fromresidents.

Senat or Wagoner clarified that the tax exenptions would not be
i npl enented wi thout voter approval. He shared that this legislation
was offered at the request of the Kenai Peninsul a Borough.

Co-Chair Geen cited a portion of the analysis statenent in the
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Departnent of Conmmunity and Econom c¢ Devel opnent fiscal note as
fol | ows.

..That subsequent effect on state oil and gas property tax
revenue is hard to calculate, which is why the fiscal note
shows an i ndeterm nate anount..Therefore, we cannot accurately
project what effect this legislation wuld have on state
property tax revenues.

Co-Chair Green surm sed that any advantage to a borough resident
property owner would result in an equal disadvantage to the State
t hrough the | oss of revenue.

Senat or Wagoner admtted this was a possibility but assured that if
t he Kenai Peninsul a Borough were to increase the exenption with the
intent to increase the mll rate to recoup revenue |ost by that
exenption increase, he would “be the first one to cone out
publicly” in opposition of the proposal. He stressed the purpose of
this legislation is to allow a nunicipality to provide tax relief
in the event of excess revenues.

LARRY SEMMENS, Finance Director, Cty of Kenai, testified via
tel econference from Kenai in opposition to the bill on behalf of
the admnistration of the Gty. He referenced witten testinony he
had submtted [copy on file.] He added that the mayor had witten a
letter “to our del egation” [copy not provided] in opposition to the
bill at the request of the Gty Council, although the Gty Council
has not issued an official opinion on the matter, as it has not yet
had an opportunity to neet on the issue.

Co-Chair WIlken interjected that the Kenai Peninsula Borough has
adopted a resolution in support of the |egislation, although the
Cty governnent is opposed.

Senator O son clarified that the wtness' statenents reflect the
wi t ness’ opinion and do not necessarily represent the views of the
City Council, as it had not issued an opinion to date.

M. Semrens affirmed but noted the Gty Council had directed the
mayor to speak in opposition. He reiterated that the Council had
not had an opportunity to adopt a resol ution.

M. Senmens read his witten testinony into the record as foll ows.
I ncreasing the residency exenption to $50,000 is poor public
policy because it shifts the burden of support of | ocal

governnments from the majority of voters (honeowners) to a
small mnority of business owners. This will allow decisions
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to be nade by people who do not pay the bill. It will also
pronote a |ack of interest on the part of the residents and
voters; after all, soneone else wll be paying, so who cares.
W are starting to see intense interest fromthe voters in the
affairs of the State. Wiy? Because there is talk of needing
nore noney, of people having to pay for the services they get.
This is a positive devel opnent. People will have in interest
in their governnent if they have to pay for what they are
getting. Increasing the residency exenption wll pronote
apathy and it will result in a nore unequal distribution of
the bearing the burden of the cost of |ocal governnent.

The theory that businesses can pass this higher cost back to
their custoners  (honmeowners) may be true in sone
municipalities. In Kenai, this is not true. Conpetitive forces
from outside the nunicipal boundaries may nmake it inpossible
to pass increased costs to custoners. Businesses will have to
pay the higher costs fromalready shrinking profits, or choose
to |l ocate their businesses el sewhere.

In Kenai, we are experiencing a severe econom ¢ downturn due
to the closure of Knmart, poor conmercial fishing seasons and
runors of |ayoffs at Agrium The budget situation guarantees
that Kenai will not adopt the $50,000 exenption because it
woul d cost over $200,000 annually. The problem with not
adopting the exenption is that this wll provide another
reason for new housing devel opnent to be nade outside the
City. The Gty s residential developnent is already strangled
by the State’s rural | oan programthat provides |owinterest
| oans for housing outside of the City.

Wil e the exenption is voluntary for each nunicipality, it is
clear that there will be pressure to adopt the exenption when
the area’s outside the City adopt it.

| hope that you will consider the inpacts of this bill and not
pass it out of your conmttee.

Co-Chair W/ ken asked the date the $10,000 exenption amunt was
est abl i shed

Senat or WAgoner answered, 1974.

Co-Chair WIlken referenced a spreadsheet and requested an
expl anati on.

RANDY HOFFBECK, Petroleum Property Assessor, Tax D vision,
Depart ment of Revenue, testified via tel econference from Anchorage
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detailed the information contained in a spreadsheet titled
“Estimated annual Loss in State Revenues Due to Proposed | ncreased
Al l owance for Residential Exenption”. [Copy on file]

AT EASE 9:18 AM/ 9:19 AM

[Note: It was established that the Conmttee was working off a
di fferent spreadsheet and the wi tness was requested to repeat his
overvi ew once this spreadsheet was distributed.]

M. Hoffbeck listed the figures pertaining to the Kenai Peninsula
Borough, referenced as lettered colums, as follows.

Current 10K Exenption
A. Total Local Assessed Value-Prior to Residential Exenption:
$3, 990, 563, 602

B. Residential Exenpt $ @$10K (Actual - RReported): $101, 524, 300

C. Taxable Value (C = A — B): $3,889, 039, 302

D. Borough/City Wde MII Rate (TY 2000): 9.500

E. Revenue Cenerated (E = C x D/1000): $36, 945, 873

Proposed 50K Exenpti on

F. Local Assessed Value-Prior to Residential Exenption (F=A):
$3, 990, 563, 602

G Residential Exenpt $ @$50K (Estimated @00%: $507, 621, 500

H. Taxabl e Value (H=F-G: $3, 482, 940, 102

l.

Borough/Cty Wde MI| Rate Necessary for New Exenption (I
= J/H: 10.608
Revenue Generated (J = E): $36, 945, 873

Revenue Loss: 9.500 ($3, 857, 923)

(&N

M . Hoffbeck noted the estimated residential exenption anount with
a $50,000 exenption allowance was calculated by multiplying the
anount of the current exenptions clained by five. He stated this
makes the assunption that residents currently receiving a $10, 000
exenption woul d receive a $50, 000 exenpti on.

M. Hoffnman explained the adjusted mll rate was deternmi ned as the
i ncrease necessary to generate the same anobunt of revenue as
currently generated under the $10, 000 exenption program

Estimated Loss in State Revenue

K. Value of AS 43.56 Property: $660, 927, 900

L. Change in MIl Rate (L =1 - D): 1.108

M Effect on State Portion of AS 43.56 (M= K x L): $732,084

M. Hoffbeck identified AS 43.56 Property as “oil and gas
property”.
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M . Hof fbeck explained the change in mll rate as the difference
between the current mll rate and the estimated increased mll rate
instituted by the Borough to offset revenues lost due to the
i ncreased exenption. He detailed the process whereby the State
collects taxes on oil and gas property at a mll rate of 20.0, |ess
the mlls collected by the local nmunicipality. Therefore, he stated
the increased mlls collected by the Kenai Peninsula Borough woul d
result in sanme anount of decreased revenues to the State.

M. Hoffbeck qualified the amounts listed on this spreadsheet
reflect a scenario whereby the Borough increases the exenption to
t he maxi num anmount allowable and also offsets the |ost revenues
with an increased mll rate.

“Local” Effect of Increased MI| Rate
N. Val ue of non-AS 43.56 Property (N = H - K): $2,822, 015, 012
O Change in MI|l Rate (O=1L1): 1.108
P. Effect on “Local” Portion of AS 43.56 (P = N x O:
$3, 125, 839
Revenue Loss: $3, 857, 923

[Data pertaining to the remaining four nunicipalities are
cont ai ned on the spreadsheet on file.]

M. Hoffbeck qualified this information does not pertain to State
revenue, rather details the mll rate increase necessary to offset
the | ost revenues incurred if the exenption was increased. He noted
this would be collected from other property owners.

Co-Chair Wl ken asked if the “other property owners” are business
property owners as well as those residential property owners
benefiting fromthe $40, 000 additional exenption.

M. Hoffbeck affirned.

Co-Chair G een asked for a definition of “Local” as indicated on
t he spreadsheet.

M. Hof fbeck responded this indicates all taxpayers within the
Kenai Peni nsul a Borough

Senat or WAgoner commented that the figures contained in the
spreadsheet assune the Kenai Peninsula Borough would “need” to
increase the mll rate. He expressed this is not the intent of the
Bor ough, and instead Borough “would not be increasing the mll
rate”.
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Senat or WAgoner referenced information from the Kenai Peninsula
Bor ough Tax Assessor disputing the data presented by the Departnent
of Revenue [copy not provided.]

Senat or Wagoner charged that assuming that the Kenai Peninsula
Borough woul d increase the mll rate “so we can cone up with these
figures, to nme is an erroneous statenent because that is not their
intent.”

Co-Chair WIlken asked if the State nust make up the difference
bet ween the $732,084 (colum M and the revenue | oss of $3, 857, 923.

Senator Wagoner clarified the spreadsheet |ists the anpunt of
reduced revenue to the State in taxes on oil and gas properties due
to an increased mll rate inposed by the Borough. He stressed this
woul d only occur in the event the Borough increased the mll rate.

Senator Taylor asked if revenue to the State woul d be reduced under
this legislation regardless of whether the Borough mll rate is
increased and that only the anount would vary depending on the
anount of a mll rate change.

Senat or \Wagoner disagreed and asserted the State revenue would
remain the sane if the mll rate were not increased.

Senator Taylor pointed out that under existing |law the $10, 000
exenption reduces the anount of taxable property wthin the
Bor ough

Senat or Wagoner clarified the exenption does not reduce the amount
of taxable property but rather the value of the taxable property.

Senat or Wagoner remarked that the assunption is that the Borough
woul d increase the exenption to $50, 000, the maxi num al | owed under
this legislation; however he surm sed the Borough m ght increase
the exenption only to $15,000. He shared he was unsure the actual
intention of the Borough.

Senat or Tayl or expressed that a residential property owner would
advocate to the Borough to increase the exenption to the nmaxi num
amount al | owabl e.

Senat or Wagoner agreed, but said this would be the decision of the
Borough. He predicted that if this |egislation passes, considerable
di scussions on the matter woul d occur at the Borough and Mini ci pa
| evel s of governnent. One topic, he stated would be the anmpunt of
t he exenpti on.
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Co-Chair WIken announced the anount of $50,000 should be
ref erenced for discussion purposes.

Senat or Tayl or questioned how the Kenai Peninsula Borough could
resist the pressure to reduce taxes $36 mllion. He surm sed
residents would vote for the full exenption. He stated that other
tax increases would subsequently be necessary, although these
increases would not be distributed equally anong all taxpayers
because of the $50, 000 exenpti on.

Senat or Wagoner corrected the actual revenue reduction for the
Bor ough woul d be $3.8 mllion.

Co-Chair Wl ken stressed the need to better understand this issue.

Senat or Hoffman asked what is currently exenpted under existing
| aw.

Senator Wagoner replied that the exenption is available for the
primary residences of all property owners in the Borough. He noted
an application nust be submtted annually to participate in the
exenption.

Senator B. Stevens referenced the notation to the Kenai Peninsula
Borough data on the spreadsheet indicating, “Used N kiski MI| Rate
mnus the 2.3 mll levy for fire service district” and asked what
services are provided.

Senat or \Wagoner noted the services vary by service area and that he
woul d provide further information.

Senator B. Stevens noted this would affect residents in the Borough
based upon the |l ocation of their property within the Borough.

Co-Chair WIlken ordered the bill HELD in Comm ttee.

#SB120
SENATE BI LL NO. 120
"An Act relating to the state's sovereign imunity for certain
actions regarding injury, illness, or death of state-enployed

seamen and to workers' conpensation coverage for those seanen
and providing for an effective date."”

This was the first hearing for this bill in the Senate Finance
Commi ttee.
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Co-Chair W/l ken pointed out this bill was introduced by request of
the Governor and, “requires the Al aska Mari ne H ghway System ( AVHS)
crew nenbers work-related injuries or illnesses to be covered under
the State Workers’ Conpensation Act. Currently this coverage is
provi ded through the federal jurisdiction of the Jones Act.”

SUSAN COX, Chief, Assistant Attorney General, Cvil Division,
Departnment of Law testified this bill would assert the State’s
sovereign imunity in cased involving injuries, illness or death of
enpl oyees of the State who are seanen. She infornmed that, for
litigation purposes these workers are currently covered by
traditional maritime renmedi es of maintenance and care, unearned
wages as well as the Jones Act. This legislation, she stated, would
i nstead provide workers’ conpensation coverage to effectively
provide a uniform system of renmedy for State enployees who are
injured on the job.

Ms. Cox noted this would be acconplished by anmendi ng AS 09. 52. 50,
the statute that waives the State’s sovereign inmunity to be sued
in court. She told of a 1990 Al aska Suprene Court decision on State
of Al aska versus Robert Brown involving the Departnent of Public
Safety, which determned that the State’s workers’ conpensation |aw
could not be applied as the exclusive renmedy for seanen because the
State had unconditionally waived it’s imunity to be sued and was
therefore subject to federal maritine renedies in the Jones Act.
However, she pointed out this decision also ruled that if the State
desired to withdraw its consent to sue, it could do so and provide
wor kers’ conpensati on by amendnent the aforenentioned statute. She
infornmed that this approach was utilized by other states, including
Texas and North Carolina, and has been addressed at the federa

| evel as well.

Ms. Cox pointed out this legislation would not inpact privately
enpl oyed seanen, only those enpl oyed by the State.

Ms. Cox further noted this legislation would not only affect AVHS
enpl oyees, as the Departnent of Public Safety, the Departnent of
Fish and Game and ot her departnents al so enpl oy sone workers who
qualify as seanen. However, she stated that nopbst seanen enpl oyed
by the State work in the AVHS.

Ms. Cox stated that between 1983 and 1991, the AVHS ferry enpl oyees
were covered by workers’ conpensation as a result of collective
bargaining agreenments wth three wunions. She detailed the
agreenents, which provided workers’ conpensation coverage in lieu
of traditional maritine renmedies and Jones Act litigation. In 1991,
she inforned, the Al aska Suprene Court ruled that arrangenent, as a
result of collective bargaining, was not enforceable and that the
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unions could not waive their individual nenbers’ rights under
federal law. She stated that the only option to substitute workers’
conpensation for State-enployed seanen woul d therefore be through
| egi sl ati on.

Ms. Cox expected this change woul d save the State noney reporting

that currently seaman injured or ill on a vessel, regardl ess of
whether the injury or illness was caused by work, is entitled to
certain no-fault renedies. She listed these renedies as including
paynent of wages until the conclusion of the voyage wi thout
reduction to sick | eave accounts; paynment of the approxi mately $45
daily stipend, also called nmaintenance, wuntil recovery and

resunption of work; and continued paynent of maintenance to augnent
sick |l eave paynents until work is resuned. She conpared this to
wor kers’ conpensation practices whereby nost illnesses are not
covered wunless occupational diseases, concluding that this
| egi slation would result in the use of sick |eave for paynent of
wages during nost illnesses incurred by seamnen.

Ms. Cox pointed out that workers’ conpensation would treat seanen
wth injuries “nore favorably” in that workers would collect
wor kers’ conpensation insurance rather than the $45 per day
mai nt enance paynent. She reported the insurance paynents are cl oser
to the amount of the enployee’'s regular wages and no deductions
woul d be taken from the enployee’'s | eave account. Therefore, she
stated that workers’ conpensation is nore beneficial for injured
enpl oyees who do not intend to sue the State for danmages than ot her
no fault renedi es provided under maritinme | aw.

Ms. Cox qualified that the range of possible danages all owed under
the Jones Act is greater for those enpl oyees who do sue the State
for damages due to work-related injuries. However, she stressed
that the enpl oyee nust prove fault or negligence on the part of the
enployer and are subject to affirmative defenses, such as
conparative negligence. She furthered that the enployee nust hire
an attorney and pay a contingent fee. She noted that both sides in
a litigation matter incur expenses and she expected that the
absence of litigation provided in the workers’ conpensation program
woul d al so save the State noney.

Ms. Cox stated that State-enployed seanen have benefits that many
privately enployed seamen do not, including sick |eave, annua
| eave, health insurance, disability benefits, etc.

Ms. Cox concluded that the effective date of this legislation
provi des that the changes would affect new injuries or illnesses
occurring after July 1, 2003. She noted the three-year statute of
limtations for bringing clains or |awsuits under the Jones Act and
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therefore, litigation would continue for a few years.

Senat or Bunde asked the anount of clains and the cost of litigation
of the current systemversus the anticipated financial inpact of a
change to workers’ conpensation coverage.

BRAD THOWPSON, Director, Division of R sk Managenent, Departnent of
Adm ni stration, inforned that the D vision adm nisters the self-
i nsurance programfor the State agencies and operations, including
wor kers’ conpensation coverage for State enpl oyees as well as the
first $1 mllion coverage for clainms of State-enployed seanen
covered under the federal maritine |aws.

M. Thonpson directed attention to the fiscal note, which indicates
significant cost saving would occur in the future. He enphasized
that the savings anount is not specified due to the “method of
fundi ng the risk nanagenent program” He explained the programis
funded on a “cash flow basis.for the clains expected to be paid in
the next fiscal period,” noting that the outstanding clains are
“far greater than the suns that we put into the appropriation for
that next fiscal period.” He stated that were the program funded in
t he annual manner in which private insurance operates, the prem um
rates would be reduced with enactnment of this |egislation.

M. Thonpson referenced a collection of spreadsheets with an
acconpanying analysis [copies on file.] He stressed this data
reflects only clains resulting in an expense to the State from
illnesses and injuries. He detailed the analysis as follows.

An analysis of AMHS crew clains costs conpared to those
provi ded under the Al aska Wrkers Conp Act (AWCA) for all
ot her state enpl oyees.

The encl osed Excel workbook contains detail ed breakouts of the
actual incurred | oss (cost to date plus anticipated expense)
by each individual AVHS vessel for the past six fiscal years.

To objectively anal yze the AVHS enpl oyee’s injury experience
to the state’s overall enployee injury rate, both frequency
(nunber of clains) and severity (loss cost) are averaged and
conpared on a per 100 FTE (full time equival ent) basis.

Addi ti onal analysis was perfornmed between AVHS and the five
state agencies with the highest workers’ conpensation | oss
experience — to provide conparison to simlar physically
demandi ng j obs.

AVHS shows a five year average |loss rate of 41 clains per 100
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FTE' s in conparison the state overall workers’ conpensation
injury rate of 8, with the highest five agencies show ng
average | oss experience of 10 clains per 100 FTE s.

Oh a cost per 100 FTE s analysis; AMHS actual clains
experience during the last five years shows an average cost of
$197,065 conpared to the top five state agenci es averaged cost
of $64, 145 during the sanme peri od.

The nost significant difference is the award for the non-
econom ¢ danmages, not provided under workers conpensation
renedies and that life illnesses that are alleged to nmanifest
during a voyage are covered under the Jones Act.

M. Thonpson reported that this legislation would result in an
approxi mate savi ngs of $850,000 in future years.

Senat or Bunde asked whether a conparison was nade against the
period of time when the enployees were covered under workers’
conpensation insurance in accordance with the bargaining unit
agreenent s.

M . Thonpson replied that because the information is co-m ngled
with clainms submtted by other Departnent of Transportation and
Public Facilities enployees, such a conparison has not been
undert aken.

Senat or Hoffman asked why this change to workers’ conpensation
coverage was not inplenmented in the past given the predicted
significant savings.

Ms. Cox responded the matter has been considered for several years,
al though it has been “in need of a sponsor”. She furthered that
al t hough the 1990 Al aska Supreme Court decision “suggested” this
change is all owable, uncertainty over the federal constitutionality
was not settled until recently.

SFC 03 # 44, Side B 09:49 AM

Senat or Tayl or asked what information the fiscal note is based
upon. He asked whet her evidence of a savings exists and when this
savi ngs woul d be realized.

M. Thonpson referenced the spreadsheets showing a five-year

hi storical average conparison of the rate of clains and cost per
claimte of MIS enployees to other State enployees, which
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denonstrates. He qualified that the duties perfornmed by MHS
enpl oyees is different than other Departnent of Transportation and
Public Facilities enployees and the enployees of the four other
conpari son agenci es, but pointed out that Departnent of Labor and
Wor kf orce Devel opnment statistics indicate simlar nunbers of
Qccupational Safety and Health Adm nistration (OSHA) reports of
non-fatal injuries.

Senator Taylor asked if State policy requires MHS enpl oyees file
notification of injuries regardl ess of whether costs are incurred.

M. Thonpson replied that recently enacted regul ati ons require such
reporting, although this process is under inplenentation

Therefore, he noted the data does not reflect the incidents that
had no expense.

Ms. Cox added that federal and international |aw requires reporting
of all work-related injuries, in part, to accurately track safety
i ssues. She noted the higher incidences of clains for MHS enpl oyees
because illnesses and non-work related injuries are reported as
wel | .

Senat or Tayl or understood the difficulty in conparing apples to
or anges.

Ms. Cox agreed and stated that nmany incidences do not result in a
claim

Senat or Tayl or comrented on the State workers’ conpensation system
and opined that it is inadequate in protecting workers injured on
t he j ob.

Co-Chair W1l ken noted a response would cone |ater.

Co-Chair WIlken ordered the bill HELD in Comm ttee.

#
ADJ QURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 09:56 AM
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