M NUTES
SENATE FI NANCE COWM TTEE
February 27, 2004
9:06 AM

TAPES

SFC-04 # 23, Side A
SFC 04 # 23, Side B

CALL TO ORDER

Co-Chair Gary WI ken convened the neeting at approxinmately 9:06 AM
PRESENT

Senat or Lyda Green, Co-Chair
Senator Gary W/ ken, Co-Chair
Senat or Con Bunde, Vice Chair
Senator Ben Stevens

Senat or Lyman Hof f man

Senat or Donny d son

Al so Attending: DOUG LETCH, Staff to Senator Gary Stevens;
JACQUELI NE TUPQU, staff to Co-Chair Geen; CHRI'S ROBINSQN,
Executive Director, Special Education Service Agency; PAT DAVI DSON,
Director, Division of Legislative Audit; LINDA HALL, Director,
Division of Insurance, Departnent of Comunity and Econom c
Devel opnent; PAUL F. LISANKIE, Director, Division of Wrkers
Conpensati on, Departnent of Labor and Workforce Devel opnent;

Attending via Tel econference: From of fnet sites: DOUG GRI FFI N,
Director, Al coholic Beverage Control Board, Department of Revenue;
M KE BARRY, Chair, Board of Directors, Alaska Industrial
Devel opnent and Export Authority, Departnent of Community and
Econom ¢ Devel opnent; CRAI G NORDTVEDT, Al aska I nsurance Cuarantee
Associ ation; From Anchorage: DUANE GJI LEY, Finance O ficer, Special
Educati on Servi ce Agency;

SUMVARY | NFORMATI ON

SB 194- LI QUOR DELI VERED TO HOTELS/ CRUI SE SHI PS
The Conmttee heard from the sponsor, the Alcoholic Beverage

Control Board, and an industry representative. The bill was held in
Commi ttee.
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SB 289- EXTENDI NG THE SPECI AL ED SERVI CE AGENCY

The Conmittee heard fromthe sponsor, the Division of Legislative
Audit and the Special Education Service Agency. The bill was
reported from Committee.

SB 276- ALASKA | NSURANCE GUARANTY ASSOCI ATI ON

The Conmittee heard fromthe Departnment of Conmunity and Econom c

Devel opnent, the Alaska Industrial Devel opnent and Export
Authority, the Al aska Insurance Guarantee Association and the
Departnent of Labor and Workforce Devel opnent. The bill was held in
Conmittee.

#SB194

SENATE BILL NO 194
"An Act authorizing delivery of up to two bottles of distilled
spirits to a cruise ship passenger or hotel guest."”

This was the first hearing for this bill in the Senate Finance
Conmittee.
Co-Chair WIlken stated this bill, sponsored by Senator Gary

Stevens, "allows a |licensed, packaged store in Al aska to deliver up
to two bottles of distilled spirits in a gift basket to a hote
guest or cruise ship passenger.”

DOUG LETCH, Staff to Senator Gary Stevens, read the sponsor
statenent into the record as foll ows.

SB 194, "An Act authorizing delivery of up to two bottles of
distilled spirits to a cruise ship passenger or hotel guest”,
is a straightforward bill that brings distilled spirits on par
with wne or chanpagne. Current Al aska |liquor laws allow a
package store to deliver not nore than two bottles of w ne or
chanpagne in a gift basket with a floral arrangenent to a
crui se ship passenger or a hotel guest. Wien this statutory
change was made, distilled spirits were inadvertently omtted
fromthe bill.

SB 194 corrects this om ssion by allow ng a package store to
deliver not nore than two bottles of distilled spirits in a
gift basket with a floral arrangenent to a cruise ship
passenger or a hotel guest.
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Senator Hoffman asked about the initial legislation that
i nadvertently overl ooked the inclusion of distilled spirits.

DOUG CRIFFIN, Director, Al coholic Beverage Control Boar d,
Departnment of Revenue, testified via tel econference froman offnet
site that the initial statute was enacted in 1999. He recalled that
Senator Torgerson sponsored this bill at the request of an
entrepreneur in Seward who wanted to provide this service, although
no provision to do so existed. M. Giffin noted only one permt
has been issued to date and was issued to the Seward busi ness. He
enphasi zed that the Board was conscious of the need to contro
access to alcohol and prevent w despread delivery and to avoid
situations such as taxicabs "shuttling" alcohol to parties, etc.

Senat or Hof f man noted the sponsor expressed that this was provision
was inadvertently omtted and asked if the witness shared this
observati on.

M. Giffin was unsure, noting the original |egislation was drafted
at the direction of Senator Torgerson and the issue of distilled
spirits never arose.

Senator O son wanted assurance that this was an inadvertent
om ssion rather than purposeful.

BERVAN OBALDI A, Still Spirits, testified via tel econference froman
offnet location that the intent is to allow passengers of cruise
ships to purchase alcohol in the event such products were not
readily available at their hone |location to share wwth famly and
friends.

Co-Chair Green asked how beer is related to this statute.

M. Letch responded that beer is not considered a distilled spirit.

Co-Chair W I ken suggested that this could therefore be another
uni nt ended om ssi on.

M. Letch commented that he had given the matter consideration as
wel | .

Co-Chair Wl ken asked if bill should be held in Commttee to all ow
for and amendnent

M. Letch indicated this would be acceptabl e.

Amendnent #1: This anmendnent inserts a new bill section on page 1,
line 4 to read as foll ows.
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Section 1. This Act shall be known as the Gary Stevens two-
pack act of 2004."

Senat or O son noved for adoption
Senator O son W THDREW t he anendnent.
Co-Chair Wl ken asked if M. Giffin wuld be wlling to work with
t he sponsor to address the inclusion of provisions for beer in the
| egi sl ati on.
M. Giffin affirmed he woul d.
Co-Chair W/l ken ordered the bill HELD in Commi ttee.
#SB289
SENATE BI LL NO 289

"An Act extending the termnation date of the special
education service agency; and providing for an effective

date."
This was the first hearing for this bill in the Senate Finance
Conmittee.
Co-Chair WIlken stated this bill, sponsored by Co-Chair G een,

"extends the termnation date of the Special Education Service
Agency (SESA) until June of 2013, an additional nine years."

JACQUELI NE TUPQU, staff to Co-Chair Geen, testified as foll ows.

The Al aska Legi sl ature had established the Special Education
Service Agency in '86. And the purpose of it was to help
schools and infant |earning prograns that had children with
severe disabilities where they had no |ocal expertise to
provide that for them They meke it possible for those
districts that either a low or renote attendance or, for
instance if you were in a school district that had one blind
child, or one disabled child. It enables those students to
receive those services in their community. Those students
woul d ot herwi se have to |eave their famlies and communities
and go into costly residential treatnent prograns, which woul d
be at a huge cost to the State. So as intended by the
Legi sl ature, t hey del i ver student - specific services
specifically to small school districts, but they have |lots of
prograns that are available statew de, such as workshops,
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courses, library, newsletter, and a website, that all schools
have avail able to them

W recognize at this time that the availability of the
personnel that have specialization in student disabilities has
really decreased. At the sane time, the incidences of students
that have these severe disabilities has really increased,
causing a lot of problens in different states.

W have this bill before you that wll extend the SESA
education service agency for another nine years until June 30,
2013.

CHRI S ROBI NSON, Executive Director, Special Education Service
Agency, testified that he was available to respond to questions.

PAT DAVIDSON, Director, Division of Legislative Audit testified to
the report published Decenber 18, 2003 auditing the Agency [copy on
file]. She relayed that during the course of conducting this audit
the Division found that alnost all school districts gave statenents
in support of SESA operations and the continuation of the Agency,
as well as requests for increased funding of the Agency. She stated
that based on the findings of the audit, the D vision issued a
recommendation to extend the term nation date for four years to the
year 2008.

Ms. Davidson spoke to recommendations included in the report,
nostly to address efficiency issues; primarily a recomendation to
expand the use of tel econferencing "between the SESA expertise and
the school districts". She noted this would result not only in cost
savi ngs, but would al so provide nore services to school districts,
a request expressed by the districts. She suggested that through
the utilization of teleconferencing services, the Agency woul d have
i ncreased contact with school districts. She predicted that over
the next four to six years, the Agency woul d substantially change
its delivery of services, which could be assessed at the tinme the
recommended four-year extension neared conpletion.

Ms. Davidson characterized efficiency issues identified in the
audit as "mnor", including a reconmendati on that managers pursue
t he availability of t he "e- gover nnent di scount” for
t el econmuni cati ons expenses. She said the report also encourages
SESA to stress its status as a State agency rather than a not-for-
profit organization in securing |lower prices with vendors as well
as in filing paperwork with the federal Internal Revenue Service.

Ms. Davidson said the Audit found that representatives of the
Department of Education and Early Devel opnment and the Governor's
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Council on Disabilities and Special Education were not attending
SESA neetings. She stressed this is a crucial elenment of State
oversi ght of SESAs operations.

Senat or A son asked what specific changes were necessary to nmeasure
the delivery of services.

Ms. Davidson replied that pilot prograns nust be inplenented to
start delivering those services. She explained that specialists
were helping onsite instructors and teachers.

Senator O son asked if the current activities are ineffective.

Ms. Davi dson corrected they are very effective; however the audit
suggests that the contact could be increased. She noted the
avai lability of video conferencing equipnent currently used for
t el enedi ci ne.

Senator O son noted the |egislation provides a nine-year extension
and asked the consequences of the | onger extension.

Ms. Davi dson gave two reasons for a shorter extension. She admtted
that the existence of a federally mandated programis an ar gunent
for a |l onger extension, although a four-year extension allows the
| egislature to review SESA operations. She qualified that the
| onger extension could be granted and the | egislature coul d request
periodic audits in addition to the automati c audits conducted when
an entity reaches conpletion of its current term She stated,
however, that statutory changes to prograns are usually offered in
conjunction with extensions under the theory that |egislation would
pass easier to avoid sun-setting the entity.

Co-Chair Green noted she was troubled by the anount of tine taken
and required of SESA to receive extensions. She remarked that a
ni ne-year extension would provide the organization stability in the
know edge that it would conti nue.

Co-Chair WIlken asked if other entities have been given nine-year
ext ensi ons.

Ms. Davi dson responded that the previous extension of SESA was ten
years.

Co-Chair WIken shared that he was intrigued by Conm ssioner
Sanpson's assertion that SESA was unable to conclude that video
conferenci ng woul d becone "the nornf at this tine, given the over
80 sites with this capacity.
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Ms. Davidson relayed that it would require a substantial change in
the method in which SESA delivers services. She furthered that
wi thout "history" in the process, the Conmm ssioner was unwilling to
"recogni ze that as the new normfor service delivery w thout nore
experi ence. "

DUANE GUI LEY, Finance Oficer, Special Education Service Agency,
testified via tel econference from Anchorage that he was avail abl e
to answer questions.

M . Robi nson expressed that an extension of only four years woul d
have a negative inpact on recruitnent of staff. He told of the
several specialists vacancies, with up to six nore anticipated,
based on the average tenure of 9.8 years. He detailed his 20 years
in this field and 14 years recruiting specialists for SERA He
informed of the national shortage of qualified specialists,
cautioning, "it is not a seller's market". He remarked on the
difficulty in convincing specialists to relocate to Al aska wi t hout
certainty that the programwoul d continue. He indicated that if the
agency were understaffed, financial consequences woul d occur.

M . Robi nson al so pointed out that other recommendati ons contai ned
in the audit appear to be long termand in conflict with a short-
term sunset date on the Agency.

Co-Chair WIlken asked the witness to address the reluctance to
commt to a videoconference process.

M. Robi nson responded that only a mnority of schools in the State
has vi deoconference capability. He speculated that focus on
utilizing these could result in an uneven distribution of services.
He al so rem nded that nmany efforts to inplenent a videoconferencing
system have been unsuccessful and stressed that SESAs capacity to
utilize the systens relies on "end user capacity". He was uncertain
whet her schools in sonme villages could conply. He qualified,
however, that the Board of SESA has indicated intent to utilize
t el econferenci ng systens, especially for training purposes. He was
skeptical that videoconferencing could ever replace all onsite
visits. He explained the need for the specialists to understand not
only the student, but also the environnent surroundi ng the student.

M . Robi nson spoke to the benefits of allow ng students to remain
in their hones and attend their local schools, rather than be
noved, as is done in other states.

Co-Chair WIlken pointed out that the first videoconferencing

systens were installed ten years prior, and agreed that many were
di sappointed in its performance. However, he noted that the
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original technology did not involve fiber optic cables, as are
currently available and significantly inproved perfornmance.

Co-Chair WIken noted a spreadsheet titled, "SESA Qutreach Methods
by School District" [copy on file] that |isted each school district
and asked iif any of +the sites have been identified for
vi deoconf er enci ng prograns.

M. Robinson answered yes and referenced a spreadsheet titled,
"Student-Specific Consultations Caseload Count, FY 2004 2nd
Quarter” [copy on file]. He told of a conpetitive grant awarded to
SESA to devel op an Al aska Auti sm Resource Center. He stressed that
this contract was "highly technology intensive" and specifically
proposed the use of videoconferencing to maxi m ze an "under-funded
contract given the State need for information and assistance in
autism" He told of contracts wth General Comunications
I ncorporated (GCl) to inplenent videoconferencing services in the
Bering Strait, Chugiak, Lower Kuskokwi m Lower Yukon, Northwest
Arctic, and Sout hwest Region school districts.

Co-Chair WIken knew of a demand for autism spectrum disorders
services in Fairbanks, although no services were available. He
expressed intent to discuss the matter further at a | ater date.

M . Robinson inforned that the Center is a resource to Fairbanks
and ot her conmunities. He told of the high attendance at a recent
t wo- day course and seven conferences.

Co-Chair WIken asked whether the Legislature should nandate
attendance of Departnment of Education and Early Devel opnent and
Governor's  Counci | on Disabilities and Speci al Educati on
representatives at SESA board neeti ngs.

M . Robinson detailed the collaboration and working rel ationship
bet ween SESA, the Departnent and the Council. He attributed the
| ack of attendance to the nmultiple conpeting responsibilities and
high turnover rates of the particular staff. He surm sed that
because SESA functions successfully, it is not a "problemarea” and
therefore not of concern for the Departnent or the Council.

Co-Chair WI ken agai n asked whet her attendance shoul d be nandatory.
M. Robi nson responded it should not, noting that "the point has
been nade" and that both agencies were represented at the SESA
nmeeting held in February. He predicted the board woul d becone nore
assertive in its response to any future nonattendance.

Co-Chair Geen offered a notion to report the bill from Conmmttee
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with individual recommendati ons and acconpanyi ng fiscal note.

There was no objection and SB 289 MOVED from Commttee with zero
fiscal note #1 from the Department of Education and Early
Devel opnent .

#SB276

SENATE BI LL NO. 276

"An Act relating to the Al aska Insurance Quaranty Associ ati on;
relating to joint insurance arrangenents and assessnents to
the association; relating to the powers of the Al aska
I ndustrial Devel opnent and Export Authority concerning the
associ ation; and providing for an effective date.™

And

CS FOR SENATE BILL NO. 276(L&C)

"An Act relating to the A aska | nsurance Quaranty Associ ation;
relating to the powers of the Al aska Industrial Devel opnment
and Export Authority concerning the association; and providing
for an effective date.”

This was the first hearing for this bill in the Senate Finance
Commi ttee.
Co-Chair Wl ken stated this bill "increases the Al aska | nsurance

GQuarantee Association's ability to pay workmans' conp clains of
i nsures that becone insolvent."

Co-Chair WIlken noted bill would not be passed out of Conmttee at
this hearing. He announced the original version of the bill would
be discussed first, followed by discussions of the changes proposed
in the Senate Labor and Commerce conmttee substitute.

Co-Chair WIlken directed attention to a spreadsheet titled, "A aska
| nsurance Guarantee Association, Wrkers' Conpensation Account,
Cash Fl ow Projection as of 12/31/2003" [copy on file] prepared by
the Division of Insurance.

LI NDA HALL, Director, Division of Insurance, Departnent of
Communi ty and Econom c Devel opnent, testified as foll ows.

| would like to give a brief explanation of the situation that
has caused the need for sone form of funding nechanism to
clear the deficit in the Alaska Insurance QGuarantee
Associ ati on.
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The Al aska | nsurance Guarantee Association is fornmed under
statutes. Its nenbers are insurance conpanies who wite
property casualty business in Alaska. The purpose of the
Association is to mnimze financial loss to the claimnts or
policyhol ders when there is an insolvency of an insurance
carrier. Assessnents are done by the guarantee association to
provide funds to pay the clainms of insolvent insurers. The
guar antee fund does not have noney set aside to do that; it's
called a "post |oss assessnment”. So there's no noney-they
don't bank noney in case there's an insolvency. They do
assessnments after they receive clainms from an insolvent
I nNsurance conpany.

In July of 2003, Freenont Indemity was decl ared insol vent by
the Los Angel es Superior Court and while they had not actively
witten workers' conpensation for alnost three years, our
original clains were estimted to have |ong-term payouts of
approxi mately $60 mllion. Wen Freenont originally stopped -
their certificate was pulled in Alaska - they had
approximately 27 percent of the Alaska narketplace. The
magni t ude of that Freenont insolvency far surpassed any prior
i nsol vency and exceeded the resources of the Association,
which is the creation then of the cash flow deficit.

| nsol vencies are not new in Alaska in the insurance industry.
There have been insolvencies for 20 years. Currently today,
there are three other i nsol vent i nsurance workers

conpensation carriers in the Guarantee fund. Nationally there
have been 46 insolvencies over the |ast three years, so this
is not a unique Alaska problem | would also submt to you
that as of February 12, we had another insolvency of an
i nsurance conpany. They in fact had not witten business here
actively since 1991, so this is 13 years old [and] adds
another $1.6 mllion to clains that need to be handled in the
Guar ant ee Associ ati on.

Wien there are insufficient funds in the Association, the
current statute allows for the pro rating of clains paynents.
In August, as the director of the Division of Insurance, |
received a formal letter from the Guarantee Association
i ndicating since they were not anticipating having sufficient
nonies to pay clainms in full, they would be pro rating
paynments to injured workers. Everyone involved felt that that
is a very objectionable solution and an objecti onabl e acti on.
But when there was no noney, there was no noney. It woul d mean
that injured workers would receive less than their - sonme pro
rated anount of their weekly wage paynents; nedical providers
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woul d be paid a portion of their bill. As of February 2 of
this year, there are 598 open clains in the GQuarantee
Associ ation fromthe four insolvent carriers. So we're dealing
wi th a substantial number of injured workers.

The other piece to that however, the workers' conpensation
obligation is that of the enployer, who generally satisfies
that obligation with the purchase of a workers' conpensation
policy. Wien the carrier becones insolvent, the clains are
transferred to the Guarantee fund of the State. Wen the
GQuarantee fund has no funds to continue to pay clains, the
obligation for those benefits will fall back to the enpl oyers.
These are enpl oyers who, in good faith, purchased a workers

conpensation policy to neet their obligation. They now are
going to be faced with an additional, unanticipated costs-the
cost of those workers' conpensation benefits. Again, as of
February 2 of this year, we have 380 Al askan enpl oyers who are
exposed to this potential financial obligation.

| believe on the second page of the handout |'ve provided you,
there's a chart giving you sone idea of the magnitude of those
clainms. CGenerally, we find nost businesses in A aska - not al
by any neans - are snmall enployers. The prospect of a small
enpl oyer receiving back benefits totaling $100,000 for an
injured worker, it's fairly daunting.

The pro ration of clains was averted by a couple [of] |oans
the Guarantee fund received. [The] California Ofice of the
Li qui dator provided a $5 million loan: $4.5 mllion fromthe
estate of Freenont [and] $.5 million fromthe estate of Paul a
| nsurance, another insolvent carrier. In Decenber, [the State
of ] Pennsylvania provided $2.6 nmillion as a distribution of
assets fromthe Reliance estate. Between assessnents that are
currently allowed under statute and | oan proposals, we did
have enough noney that we have not, to date, had to pro rate
clainms or stop paying themtotally.

Senate Bill 276 - and you've asked ne to speak, M. Chairnan,
to the original bill, which |l will do - the goal was to find a
fundi ng nechanismto avert the disastrous outcone to injured
wor kers and enployers. W attenpted to find a nethod of
securing a streamof funds w thout requesting a bailout of the
industry by the State. Wth the fiscal issues being faced by
Al aska, we |ooked for something other than general fund
revenues to fill this gap.

The phil osophy behind the original bill was that all enpl oyees
and enployers across the state are involved in workers’
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conpensation regardl ess of how that obligation is net; whether
its through insurance, whether its through self insured, or
whet her its through other funding nechani sns. The proposal in
this bill spread the cost of the funding across the entire
wor kers' conpensati on environnent.

There is no question a proposed solutions are not popular. As
first consideration, | don't know anybody who steps up and
says, "oh, let nme pay." But we do have a painful problem and
inthe long run and in the short run | thing the solutions are
painful. The Guarantee fund is a safety net. Not only the
Al aska Legislature has adopted this safety net, but every
other state in the country has adopted as public policy the
creation of a guarantee fund whose goal is to protect
claimants and policy holders. The nmechanism to provide that
safety net is the assessnent capability.

As a general overview of the Guarantee fund, | would like to
poi nt out one aspect of it that will becone clearer as | talk
about specific bill proposals. There are three accounts in the
Guarantee fund. One is workers' conpensation, one is auto and
one is labeled "other". "Qther" includes everything except, of
course, work conp and auto. Each separate account is assessed
when there is an insolvency of a carrier witing that |ine of
busi ness. As an exanple, when Reliance was decl ared i nsol vent
about two and one half vyears ago, they wote workers’
conpensation, they wote general liability, so two accounts
wer e assessed for those |ines of business.

SB 276 proposes three things. One is an increase and a change
in the nethods of assessnent. The first piece of that woul d be
to increase the current two percent cap to four percent in the
account where there is a shortage of funds to pay clains. In
this particular case that would be the workers' conpensation
fund. If that did not produce sufficient nonies to pay clains,
the other two accounts could also then be assessed up to a
maxi mum of two percent. These provisions expand the current
statutory provisions for assessnents. Taking this approach
however, is not unique in other states and is not unique in
Al aska.

SFC 04 # 23, Side B 09:54 AM

Ms. Hall continued as foll ows.

Any insol vency shoul d mean any i nsol vency coul d be spread over
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all lines of property casualty business. Today in Al aska, we
have the "other" account, and I'mgoing to call it a bucket,
because it's an easier term Today currently, we have a [one-
hal f] percent assessnent in that other account. That neans
every policy - your honeowners policy, general liability,
boats, commercial property, anything that's not work conp and
auto - that is with an admtted insurer, is being assessed
today a half a percent to cover the cover the insolvency -
primarily the insolvency of a nedical mal practice insurer.

So | would submt to you that it's very unpopul ar to discuss
sonebody's auto policy for the insolvency of a workers’
conpensati on conpany. W do that today. Your honmeowners'
policy is being assessed for an insolvency of a [nedica
mal practice insurance] carrier. So it's not sonething that is
particul arly unusual even under our statute today.

The second piece of the assessment process in the original
bill proposes to assess other entities that are not
traditionally assessed. This is probably even nore
controversial than the first provision. It is to assess the
self-insures and the JI As [Joint Insurance Arrangenent]. These
entities do not receive the benefits of the Guarantee fund. W
have consi dered bringing theminto the Guarantee fund. W have
| ooked at other states who have sel f-insured CGuarantee Funds.
The latter has not been particularly successful; there are no
legs to enforce paynent into those funds. It's also ny
personal point of view - we have no oversight ability in the
D vision of Insurance of those entities. Wth a traditional
i nsurance conpany, if we see signs of financial distress, we
can stop them from doing business here. W can pull their
certificate of authority. We can't do that with a self-insured
or the JIAs. So it's sonmething that | think is appropriate to
bring them under the Guarantee Fund statute. | realize they
did not create this situation; they are not part of the
Guar ant ee Fund.

What we | ooked at was finding the broadest possible base to
make this assessnent to nmake it not as cunbersone to anybody.
The traditional theory of insurance is to spread the risk.

Senator Hoffman interjected to ask the anpbunt the self-insured
woul d be assessed under the original |egislation.

Ms. Hall listed the total funds for the self insured, including the
State, and the JI As woul d have been approximately $1 mllion.

Senat or Hof f man asked t he assessnment percentage.
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Ms. Hall answered two percent of the cost of all clainms as reported
to the Departnent of Labor and Workforce Devel opnent. She noted
t hat because these entities do not have policies they do not pay
prem uns.

Senator Bunde noted that the three insurance accounts (workers'
conpensation, auto and other) would be assessed and asked the
percentage of the contribution would be assessed to the workers

conpensati on account.

Ms. Hall responded that the workers' conpensations account is the
smallest by a significant margin. She stated the workers

conpensati on account currently generates approximately $4.2 mllion
based on a two percent assessnent. She conpared this to the auto
and other accounts, which are "nore closely aligned in total
prem um vol ume" and woul d each generate approxi mately $7.5 mllion.

Senat or Bunde commented that the beneficiaries of this proposa
woul d pay the smal |l est anobunt, and those who are not beneficiaries
woul d pay the | argest anmount. He agreed that the broadest possible
base nust be utilized for a successful resolution.

Ms. Hall continued with her testinony as follows.

Generally, 1've been asked, "is this fair" in speaking to the
self-insured and JIAs. Qur point was to spread the cost as
equally as possible and at this point we have an ugly
situation. I'mnot sure if fairness enters the equation at
this point. Is it fair for an injured worker to have at | east
a mnimum a termnation of benefits? Is it fair for an
enpl oyer to get back a $100,000 clain®? |Is the whol e concept of
the Guarantee Fund fair? |I'm not sure any of it's fair. |

think there has to be a safety net. | think there has to be a
policy.
The | ast conponent of the bill would, as a final safety net,

propose to allow AIDEA [Alaska Industrial Devel opnent and
Export Authority] to provide guarantees for the Association to
obtain | oans to neet their cash requirenents.

The CGuarantee Fund currently under statute has authority to
borrow but they're not a viable commercial |oan prospect. They
have no assets. The only assets they have are a stream of
future assessnents, which in current estinmates are probably
needed until about 2008. There was a substantial anount of
wor k done exploring other options, frombonds to | oans. Wen
you approach a comrercial lender to talk about a loan to
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sonebody who's know ngly not going to have any noney to start
paying it back until 2008, they don't get a very positive
response.

At any rate, the third part of this would be to allow AIDEA to
do a guarantee of | oan, which would ultinmately be paid back
Maxi mum pri nci pl e bal ance out standi ng at any one tine would be
$30 million.

W worked with sone financial experts to find the nopst
econom cal, efficient way to provide access to noney to pay
claims. | believe you indicated, Senator WIken, that M ke
Barry is on the phone. M. Barry is the chair of AIDEA and he
has worked with me very diligently to help me understand the
intricacies of the financial world and to find ways to provide
f undi ng.

My close typically, which won't be today, is that this bil
contains some painful, expensive and very unpopul ar
provisions. | don't think the provisions are nearly as painful
as the consequences of no action. | would urge you to focus on
the overall need to find a funding nechani smand to consi der
what will happen if we take no action.

Senat or Bunde reiterated conversation that occurred in the Senate
Labor and Commerce Commttee, in which it was determ ned that a
"perfect storni caused the current crisis. He asked the witness to
address the potential for another situation in which the Guarantee
Fund woul d be unabl e to absorb insol venci es.

Co-Chair WIken also asked the wtness to reference the
af orenenti oned table and explain howit relates to the future.

Ms. Hall informed that nedical conpensation clains remain open
indefinitely. She qualified that settlenents typically address
portions of workers' conpensation benefits, although the nedical
provisions remain open. She noted the spreadsheet provides
estimates of incom ng assessnents according to current statutory
requi rements and "outgoes" for the clains that are currently in the
Quar antee Fund. She stated these figures are based on reserves "to
the best of the ability of the people who work with clains reserves
and actuarial analysis.” She pointed out that the figures are
subject to changes as clains are settled and as injured workers
heal and return to work. She furthered that the data on the
spreadsheet reflects the projections of the anount required
incomng and outgoing clainms for a calendar year. She said the
informati on assunes an increase in paynents, which al so indicates
an increase in assessnents as prem uns increase.
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Ms. Hall then remarked that the current crisis was "precipitated by
the magnitude of the Freenont insolvency" i.e. the market share
held by that conpany." She noted that other insolvencies have
occurred that the Guarantee Fund has been able to sustain over a
nunber of years. She inforned that only three insurance conpanies
have a market share near the significance of that Freenont
I ndermity had when it becane insolvent. She had no reason to
surm se that any of the current carriers have financial distress
and that they are stable, solvent conpanies. She therefore did not
antici pate another situation, but would not guarantee that it would
never again occur.

Senator Hoffrman referenced the wi tness' earlier coments about
notification of the necessity of pro rating benefit paynents. He
asked if the paynents were actually pro rated and if so, why.

Ms. Hall answered that pro rating did not occur and agai n indicated
the loans and distributions from solvent states, which provided
adequat e funding to pay those clains. However, she warned that the
GQuar antee Fund woul d run out of noney.

Senat or Hof f ran asked whet her it was envisioned in August 2003 that
t he Guarantee Fund woul d be depl et ed.

Ms. Hall replied that the nanagers of the Guarantee Fund
antici pated such and subsequently notified her. She again told of
efforts of the Association and the Division to secure funding to
ensure that the pro ration of clains did not occur. She clarified
that statute allows for the pro ration of clainms if the Guarantee
Fund becones depleted or is predicted to do so. She noted that the
Fund had sufficient funds to pay clains through the year 2003 and
into a portion of 2004.

Senat or Hof fman noted that statute allows for the pro ration of
funds and asked why pro rationing did not occur.

Ms. Hall responded that sufficient funding becane avail abl e shortly
after notification of the shortage from the Association. She
stressed that no state has ever prorated workers' conpensation
claims and that other states assisted in ensuring this would not
occur in Al aska.

Senat or Hof f man wondered why the witness was testifying that the
paynments must be pro rated, when they were in fact not pro rated.

Ms. Hall replied that statute does not mandate that pro rationing
occur, but rather allows it to occur. In this instance, she stated,
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assi stance was received fromother states and the pro rationi ng was
not necessary.

Co-Chair WIlken returned to the spreadsheet and asked if the
current assessnent rate were increased fromtw percent to four
percent if the figures would be doubl ed.

Ms. Hall affirned.

Co-Chair WIken asked if the Fund wuld still be short
approximately $20 mllion if the assessnent percentage were
increased fromtw to four percent.

Ms. Hall answered that the Guarantee Fund woul d have a cunul ative
deficit in the year 2008 of $20, which woul d be the maxi nrum anount.
At this point, she stated the trend would reverse and the
assessnent inconme woul d exceed the "outgo".

Co-Chair WI ken requested an updated chart to denonstrate a four
percent assessnent, as well as another colum to indicate the
i nclusion of self-insures and the JI As. He added anot her funding
source as an assessnent on the "other" insurance account and
requested data reflecting this source also be included for
conpari son

Senat or Bunde noted the witness testified that the Guarantee Fund
woul d be depleted and he surm sed this would occur "nmuch sooner
than later”, likely in April 2004.

Ms. Hall relayed updated information indicates the Fund woul d have
sufficient nonies until June 2004.

Senator O son spoke of the overall affect of this situation on
smal | busi nesses. He warned that if too much pressure were pl aced
on small business to contribute to the Guarantee Fund in the form
of increasing the two percent assessnent to four percent, and the
assessnment of self-insures, small busi nesses woul d becone insol vent
as well.

Ms. Hall shared this concern. She inforned that as of January 1,
2004, the Division approved a "very needed" rate increase in
wor kers' conpensation that added an additional two percent to each
premumthat applied even to small businesses. She told of separate
| egi slation that would reformthe workers' conpensation programto
reduce costs. She stated this issue was addressed separately
because of the inportance of acquiring funding in a tinmely manner.

Senat or O son asked if consideration had been given to exenpting
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smal | er busi nesses.

Co-Chair WI ken shared that the workers' conpensation prem um for
hi s busi ness rose 23 percent this year.

Co-Chair Green asked if increases to the auto and ot her insurance
account groups would be "passed on" to consuners.

Ms. Hall answered the costs woul d be passed along to consuners and
noted this practice is allowed in statute.

Co-Chair Geen pointed out that this proposal would not only
i ncrease costs to small busi nesses but homeowners, vehicle owners,
etc., as well.

Ms. Hall affirned.

Senat or Bunde asked what portion of the funding would be generated
from self-insured entities, such as nunicipalities and school
districts.

Ms. Hall replied that an assessnent on the total group would be
approximately $1 mllion.

M KE BARRY, Chair, Board of Directors, Alaska Industria
Devel opnent and Export Authority, Departnent of Community and
Econom ¢ Devel opnent, testified via tel econference from an of f net
| ocation that AIDEA supports this bill as well as the other
| egislation to reformthe workers' conpensation program He pointed
out that SB 276 would resolve the tenporary funding crisis,
al t hough the other legislation is necessary to avoid future crises.

CRAI G NCRDTVEDT, Al aska I nsurance Guarantee Association, testified
via teleconference from an offnet site that the Association
considers pro rationing of benefits as a |last option. He rel ayed
that the Association has not reconmended inplenentation of pro
rationing for the current year only because it has been advised
that the Legislature is investigating additional funding. However,
he warned that the Association nust consider pro rationing on an
annual basis anytine the Quarantee Fund has inadequate funds to pay
clainms for the entire year.

Senat or Bunde understood the concept of pro rata paynent of
benefits to injured workers. He al so perceived another situation in
whi ch an enpl oyer inadvertently breeches its obligation to provide
benefits to injured workers and could be sued for paynent by an
i njured worker who has received pro rata paynents.
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Ms. Hall deferred to M. Lisankie.

PAUL F. LISANKIE, Director, D vision of W rkers Conpensation,
Department of Labor and Workforce Devel opnent, informed that the
Wor kers' Conpensation Act provides that enployers are required to
provi de insurance. He surm sed the issue would becone whether an
enpl oyer who purchased workers' conpensation insurance would be
recogni zed as conplying with its obligation in good faith. He
preferred that a judgnment would be nmade that there was no failure
to provide insurance.

Senat or Bunde noted injured workers currently are prohibited from
suing their enployers wunder the provisions of the workers
conpensations |laws. He asked if in an instance of pro rata paynent
of benefits as the result of the insurer's insolvency whether
| awsuits woul d be permtted.

M. Lisankie commented that in the United States nmany opportunities
exist for filing lawsuits.

Co-Chair Geen asked if funds were "infused" to the Guarantee Fund
system whether the problem would be solved or if an ongoing need
for assessnent changes woul d remain.

Ms. Hall responded that the system nust be changed to ensure this
situation does not reoccur in the future.

Co-Chair Geen asked if the calculations provided in the backup
material provide for the repaynent of the |oans nade by other
states to Al aska. She wanted to know whet her repaynent is expected
or if the funds were grants or settlenents.

Ms. Hall replied that the funds received from the State of
Pennsyl vania were an "early distribution of assets"” and repaynent
is not necessary. She furthered that the funds received fromthe
State of California are intended for repaynent. She expl ai ned the
di stribution of assets remaining in the Freenont Indemity estate,
of which Al aska would be entitled to a portion. She clarified that
the assets are not "dollar for dollar,” otherwi se the carrier would
not be insol vent.

Co-Chair Geen asked if the federal governnent operates a fund
conparable to the State CGuarantee Fund. She recalled instances of
major |ife insurance carriers becomng insolvent and other carriers
"stepped in".

Ms. Hall was unaware of such a federal program She noted the State
operates two separate guarantee funds: the fund in question, which
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is a property casualty fund, and another l|ife health guarantee
fund. She stated that each state operates two such funds. She told
of a national association, but qualified it does not provide
funding. She qualified that the matter has been discussed on
nati onal and regional |evels.

Co-Chair Geen clarified the life health assessnment would not be
included in the proposed solution to the workers' conpensation
si tuation.

Ms. Hall affirned.

Senat or Bunde spoke to prevention of a simlar situation in the
future noting a provision in this bill would allow the fund to
receive a loan fromthe Al aska Industrial Devel opnent and Export
Authority (AIDEA). He furthered that the other |egislation would
realize cost savings beneficial to both injured workers and
enpl oyers.

Co-Chair WI ken requested an updated chart showi ng the information
he earlier described relating to a four percent assessnent and
assessnments to JIAs and self-insured entities, to be used for
conpari son

Ms. Hall indicated she would provide this.

Senator O son asked if self-insured pertains to self-enployed small
business owners who are not required to purchase workers
conpensation i nsurance for thensel ves.

Ms. Hall answered no and defined self-insured as "conpani es who
apply to the Department of Labor and Wbrkforce Devel opnment for
exenption and they have to neet certain financial criteria to do
that."

Co-Chair WI ken asked for an explanation of the changes contai ned
in the Senate Labor and Commerce committee substitute.

Senat or Bunde renarked the changes are based on the prem se applied
to insurance, that the risk paynents nust be spread over a |arge
group of people. He relayed that during Senate Labor and Comrerce
Conmittee hearings, he listed attentively as the director explained
the problem with the Guarantee Fund and outlined the need to
i nclude other participants in the solution. He learned that if the
auto and other accounts were assessed, the costs woul d be passed to
consuners. He relayed intent to "cut out the mddle man. W could
make life less stressful for those who are trying to do business in
Al aska to avoid what | had heard nentioned earlier from Senator
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A son that businesses being driven into bankruptcy because they
can't afford their insurance paynents". Therefore, he decided to
spread the expense to all Al askans, who are potential recipients of
the benefits of the Guarantee Fund, through the use of the excess
earnings of the permanent fund. He infornmed that the excess
earnings are already used to pay dividends, admnistrative costs,
inflation proofing of the fund, and to pay hold harnless
provi si ons.

Co-Chair Wl ken noted the commttee substitute al so renpves the
assessnent of self-insured entities and Jl As.

Senat or Bunde opi ned that because these entities are receiving no
direct benefit fromthe Quarantee Fund, they should no be required
to contri bute.

Senat or Bunde added that the committee substitute retains the
ability to access AIDEA |oans in the event of another insolvency
crisis.

Co-Chair WI ken asked whether this |egislation should be held to

await action on the other bill reform ng the workers' conpensation
program
Senat or Bunde answered this bill, SB 276, should not be held and

that a solution should tinely. He noted the other |egislation
proposes significant changes to the current systemand may require
addi ti onal consideration.

Co-Chair Green asked if a supplenental appropriation would be
required for FY 04.

Ms. Hall responded that the original version of SB 276 includes a
fiscal note for FY 04 suppl enental funding.

Senat or Bunde referenced the letter of intent adopted by the Senate
Labor and Commerce Conmttee that indicates paynents are not
required all at once.

Co- Chair W/I ken announced this bill would receive anot her hearing
after the foll ow ng week.

Senat or Bunde asked the witness if the Senate Labor and Commerce
commttee substitute were so substantially different that it would
not solve the problem

Ms. Hall answered it is not so different and that it would sol ve
t he probl em
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Co-Chair Wl ken ordered the bill HELD in Committee.

#
ADJ QURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 10: 35 AM
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