M NUTES
SENATE FI NANCE COW TTEE
March 22, 2004
9: 05 AM

TAPES

SFC-04 # 53, Side A

CALL TO ORDER

Co-Chair Gary WI ken convened the nmeeting at approxinmately 9:05 AM
PRESENT

Senator Lyda Green, Co-Chair
Senator Gary W1 ken, Co-Chair
Senator Fred Dyson

Senator Ben Stevens

Senat or Lyman Hof f man
Senat or Donny O son

Senat or Con Bunde, Vice-Chair

Al so Attendi ng: SENATOR GARY STEVENS; SENATOR TOM WAGONER; SENATOR
ALAN AUSTERMAN, Fisheries Policy Adviser, Ofice of the Governor;
DI ANE BARRANS, Executive Director, Post secondary Educati on
Comm ssi on, Departnent of Education and Early Devel opnent; LI NDA
HALL, Director, D vision of |Insurance, Department of Comunity and
Econom c Devel opnent

Attendi ng via Tel econference: From Anchorage: JOE DUBLER, Director
of Finance, Alaska Housing Finance Corporation, Departnent of
Revenue; BRI AN BUTCHER, Legi sl ative Liaison, Al aska Housing Fi nance
Cor poration, Departnent of Revenue

SUMVARY | NFORMVATI ON

SB 273- ASM BOARD/ SEAFOCD TAXES & ASSESSMENTS

The Committee heard from the bill's sponsor, and reported a
commttee substitute from Commttee.

SB 277- STUDENT LOAN PROGRAMS

The Conmmttee heard from the Departnent of Education and Early
Devel opnent, adopted a conmittee substitute, and reported the bill
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from Comm ttee.
SB 276- ALASKA | NSURANCE GUARANTY ASSQOCI ATI ON

The Comm ttee heard fromthe Departnent of Conmunity and Econom c
Devel opnent, adopted a conmittee substitute, and reported the bil
fromCommittee.

SB 279- AHFC WATER & SEVEER BONDS

The Commttee heard fromthe A aska Housi ng Fi nance Corporation and
reported the bill from Commttee.

SB 274- HOUSI NG PROGRAMS

The bill reported from Conm ttee.

HB 233-1 NCREASE EDUCATI ON FUNDI NG

The bill was schedul ed but not heard.
SB 35- APPROPRI ATI ONS:  K-12, UN VERSI TY
The bill was schedul ed but not heard.
SB273

SENATE BI LL NO. 273

"An Act relating to the Al aska Seafood Marketing Institute,
t he seaf ood marketi ng assessnent, the seafood marketing tax,
and the seafood product tax; and providing for an effective
date."

This was the second hearing for this bill in the Senate Finance
Conmittee.

Co-Chair WIken explained that this bill would reduce the size of
the Al aska Seafood Marketing Institute (ASM) Board of Directors
fromthe current 25 nenbers to nine nenbers. He pointed out that
the Finance Committee conmttee substitute, Version 23-LS1366\E,
which is before the Commttee, would al so authorize two additional
Seaf ood Marketing assessnent rates. He stated that the bill was
held in Conmttee to allow further review by Menbers Senator
Hof f man and Senator O son.

SENATOR GARY STEVENS, the bill's sponsor, infornmed that the bil
woul d address two issues, as it would change the size of the Board
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and the ASM funding structure. He acknow edged Senator B.
Stevens's and the Salnon Task Force's efforts in devel oping the
bill. He referred the nenbers to the "Current Tax Structure”
handout [copy on file] that portrays four funding options pertinent
to this legislation. He noted that the first colum depicts the
current Tax Structure, which is conprised of 25 nmenbers; the Sal non
Mar keting Tax on the fishernmen; the Processors assessed anount; and
the Federal Funds from Fisheries amount for a projected FY 04
Budget total of $6,474, 284.

Senator G Stevens noted that this legislation would provide
processors three funding/Board Menber options: the first would
specify a .5% assessnent of processors, would elimnate the Sal non
Mar keting Tax on fishernmen, and would reduce the Board nenber
nunbers to seven for a total projected budget of $7 mllion; the
second woul d not approve the .5% assessnment of processors, would
desi gnate nine Board nenbers, and woul d continue the sal non tax on
fishermen for a projected total of $6,575,000; and the third option
woul d reduce the Board to seven nenbers and would provide the
processors the ability to elimnate the processors assessnent, and
woul d be estimated to be a total budget of $3,575,000. He noted
that the third option already exists in regulations, and, if
approved, would indicate displeasure with "the job that AMSI is
doing.”" Al option totals, he noted, include anticipated federal
funding of $2 mllion.

Senator G Stevens noted that the nunbers on the handout differ
from the nunbers in the Departnent of Revenue's March 12, 2004
fiscal note, as the fiscal note does not separate the fishernen and
processors tax assessnents.

Co-Chair WIken noted, for the record, that the packets contain a
poem [copy on file] titled the "Twel ve Days of ASM".

Co-Chair Geen noved to report the Version "E' conmttee substitute
from Commttee with individual recomendati ons and acconpanyi ng
fiscal notes.

There being no objections, CS SB 273 (FIN) was REPORTED from
Committee with zero fiscal note #4, dated March 24, 2004, fromthe
Division of Elections, Ofice of the Lt. Governor and a new zero
fiscal note, dated March 12, 2004 fromthe Departnent of Revenue.

SB277
CS FOR SENATE BILL NO 277(HES)

"An Act relating to the Al aska Comm ssion on Postsecondary
Education; relating to the Al aska Student Loan Corporation;
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relating to bonds of the corporation; relating to |oan and
grant progranms of the conmission; relating to an exenption
fromthe State Procurenent Code regarding certain contracts of
t he comm ssion or corporation; nmaking conform ng changes; and
providing for an effective date."

[ NOTE: This bill was previously reported from Conm ttee; however,
was returned in order to allow the Conmttee to address and clarify
i ssues that arose during the bill's hearing on the Senate fl oor.]

This was the third hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair WIlken explained that this legislation would allow the
St udent Loan Corporation to issue bonds and utilize the proceeds
for purposes other than funding student |oans. Continuing, he noted
that the bill would also create a nmechanism through which the
Corporation could return noney to the State.

Co-Chair WIken explained that while the bill had previously
reported from Comrittee, the decision was nade to return the bil
to the Commttee in order to "properly" address the three technical
issues that were raised during the bill's Senate Floor session
heari ng.

Co-Chair Green noved to adopt conmttee substitute, Version 23-
GS2003\ Q as the working docunent.

Co-Chair WI ken objected for purposes of discussion. He noted that
the three technical issues addressed in this commttee substitute
are | ocated on pages three, five, and seven.

DI ANE BARRANS, Executive Director, Post secondary Educati on
Conm ssi on, Department of Education and Early Devel opnent expl ai ned
that the Version "Q conmmttee substitute contains technical
corrections and «clarifications. The first ~correction, she
conmuni cated, would alter the repeal er | anguage in Section 31, page
twelve, |ine 29, that <corresponds to the grant program AS
14.43. 500, that was elimnated. She clarified that this technical
correction would replace references to the elimnated Statute, AS
14.43.500, with AS 14.43.420 on page three, lines five and sixteen;
on page ten, lines ten, twelve, fourteen and 31; on page 11, lines
27 and 29; and on page 12, lines three and 29. This, she noted
woul d clarify that that grant provision is term nated.

Ms. Barrans noted that the other two changes correct Statute
references relating to the Admnistrative Lien Authority by
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elimnating |anguage referring to AS 14.43.149 in Sec. 9, Sec.
14.42.151 on page five and in Sec. 9, Sec 14.43.154 on page seven.
She noted that the Comm ssion agrees with the Legislative Lega
Division's opinion that retaining the AS 14.43.149 reference in
t hose sections woul d have been "confusing."

Co-Chair W1 ken renoved his objection, and Version "Q' was adopted
as the worki ng docunent.

Co-Chair Green noved to report the Version "Q committee substitute
from Commttee with individual recomendati ons and acconpanyi ng
fiscal notes.

Senat or Hof f man asked whet her this |egislation would jeopardi ze the
continuation of the Student Loan Program

Ms. Barrans responded that it would not.

There being no objection, CS SB 277(FIN) was REPORTED from
Committee with $120,000 fiscal note #5 from the Departnent of

Education and Early Devel opnent; zero fiscal note #2 from the
Department of Comrunity and Economi c Devel opnent; and zero fiscal

note #1 fromthe Departnent of Adm nistration.

#sb276

CS FOR SENATE BILL NO. 276(L&0)

"An Act relating to the Al aska Insurance Quaranty Associ ati on;
relating to the powers of the Al aska Industrial Devel opnent
and Export Authority concerning the association; and providing
for an effective date."

This was the second hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair WIlken stated that this legislation would increase the
Al aska | nsurance Guaranty Association's ability to pay Wrkman's
Conpensation clains. He noted that the | egislation had been held in
Commttee to address funding issues, and he rem nded that CS SB
276(L&C) version of the bill specifies that earnings from the
Al aska Permanent Fund woul d be a fundi ng source.

Co-Chair Geen noved to adopt conmttee substitute, Version 23-
GS2105\ Q as the working docunent.

Co-Chair W1 ken objected for further clarification. He stated that
the spreadsheet titled "Alaska Insurance Guaranty Association
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Wrker's Conpensation Account, Cash Flow Projection as of
12/ 31/ 2003, " provided by the Departnent of Comunity and Econom c
Devel opnment, further explains the bill's funding nechanism In
addition, he noted that the Version "Q commttee substitute
el i m nates | anguage specifying that the Earnings Reserve Account
woul d be the funding source for the program

LI NDA HALL, Director, Division of Insurance, Departnment of
Community and Econom c Devel opnent, noted that the Version "Q@
commttee substitute "is identical" to the L& version of the bil
"Wth the exception that it does renoves self-insurers fromthe
assessment process."” This change, she continued, would result in an
assessnent process that would increase the assessnents in those
accounts that have "an insolvency®” such as the Wrkers'
Conpensati on (WC) account. She noted that the aforenentioned chart
reflects cash flow projections based on the current two percent
assessnent and the projections were the assessnent |evy increased
to four percent. She specified that the WA account assessnents as
wel |l as the other accounts within the Quaranty Fund are depicted on
t he spreadsheet.

Ms. Hall pointed out that the Auto Fund Assessnent woul d increase
.19 percent in calendar year 2004. She exanpled that on a $600
autonobile premium this would translate to a $1.24 increase, which
she declared, "is not a huge anount of noney." She stated that this
| ow percentage increase was possi ble because there the Fund had a
positive cash bal ance at the beginning of cal endar year 2004.

Ms. Hall commented that for the full cal endar year 2005, the four
percent assessnent rate on the WC account would equate to a .47
percent increase. She also noted that for the full cal endar year
2005, a $600 autonobile premiumw th the .19 percent increase woul d
equate to an additional $3.06. She voiced that these m ninum
increases would assist the Association in getting out of its
deficit situation

Ms. Hall noted that the WC rate would reduce to 3.37 percent in
cal endar year 2006, and to 2.48 percent in cal endar year 2007, and
the O her Funds assessnents woul d be el i m nated begi nning in 2006.

Senat or Bunde asked whether the assessnment rate increase would
apply to other insurance prem uns such as homeowners i nsurance.

Ms. Hall affirmed that it woul d.
Senator Bunde asked whether the D vision of |Insurance has

cal cul ated the cost to each Al askan were the excess earnings from
t he Permanent Fund reserve account used to fund the program as
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specified in the L& version of the bill

Co-Chair WIken noted that the cost mght be approximately two
dol | ars.

Co-Chair Geen asked for clarification that while the four percent
assessnent would apply to the WC fund, the .19 percent assessnent
woul d be applicable to all other funds.

Ms. Hall concurred.

Co- Chair Green asked whet her the fundi ng nmechani sm bei ng proposed
woul d have m nimal inpact on the public and other entities.

Ms. Hall responded that this | egislation would affect "the broadest
base” of the insured marketplace and woul d, she continued, have
"mnimal inpact on the paying public while raising a substanti al
anount of noney,"” even with the elimnation of the assessnment on
the self-insured entities. She noted that the .19 percent
assessnent on such things as autonobil e, honmeowner, and conmerci al
property is small because they present a nmuch | arger prem um base
that the WC base. This larger base, she noted, generates nore
noney, "by far,"” than the four percent assessnent increase on WC
prem uns.

Senat or Bunde surm sed, therefore, that the people who would
directly benefit fromthis legislation would be in the mnority and
t he peopl e who woul d have no direct benefit fromit would pay the
majority of the assessnents.

Ms. Hall stated that the people who would benefit from this
| egi slation are those "who pay the smaller amounts of premum" She
noted that currently, the anpbunt assessed fromthe WC base, which
is less than half the size of the other prem um bases, is $4.3
mllion.

Co-Chair G een asked whether this legislation would enable the
Division to be better situated "to respond, react, and predict”
future clains in order to prevent a reoccurrence of this sort of
financial situation.

Ms. Hall voiced optimsmthat this |legislation would address the
situation. She also noted that separate legislation is being
brought forward that proposes to require deposits from insurance
conpanies "to provide an additional pocket of noney" with which to
address insolvency issues. She noted that the magnitude of this
i nsolvency "has depleted the resources of the CQGuaranty
Associ ation."
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Co-Chair WI ken renoved his objection.

There being no further objection, Version "Q was ADOPTED as the
wor ki ng docunent .

Co-Chair WI ken referenced an Associ ated Buil ders and Contractors,
Inc. letter, dated March 1, 2004 and addressed to Senator Bunde
[copy on file] that spoke to their concern regarding a previous
change in the WC rate that had occurred mdyear, in July, to the
dismay of those in the construction industry. This timng, he
continued had negatively inpacted the industry because previously
bid projects had not factored in the new rate. Therefore, he
requested confirmation that the rate increases proposed in this
| egi sl ati on woul d not occur m dyear.

Ms. Hall clarified that the increases in question pertained "to
i ncreases in benefits which had an i nmedi ate affect on rates.” She
agreed that, "it was very unfortunate that that occurred mdterm"™
Continuing, she clarified that Guaranty Fund assessnents are
annual |y assessed at the renewal of a policy and therefore, she
stressed, would not be done mdterm She qualified that while the
Departnent historically inplenents rate increases on January first,
they would not apply to an individual policy until that policy
renews. She stressed that this would be the procedure with these
assessnents.

Co-Chair WI ken surm sed therefore, that there would be no m dyear
surpri ses.

Co-Chair Geen noved to report the bill from Commttee wth
i ndi vi dual recommendati ons and acconpanyi ng fiscal notes.

Senat or Bunde objected. He expressed that to assess businesses
further at this tinme would be unfortunate, and he specifically
stated that it would be unfortunate to assess peopl e who buy ot her
types of insurance policies. He preferred that this |egislation be
financed via other avenues such as by the excess earnings of the
Per manent Fund, as that would not, he opined, negatively inpact
Al askans.

Senator O son echoed Senator Bunde's concern. He stated that
nunmer ous busi nesses have contacted him to voice opposition to
increases in their WC assessnment "due to the downturn in their
fundi ng sources ranging fromthe State to the business climate in
rural Al aska now." He shared the desire that other funding sources
be identified.
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Co-Chair Green voiced concern about the fact that other prem uns,
such as autonobile and honeowner prem uns would be increased.
Therefore, she asked Ms. Hall to explain how the Guaranty Fund
functions overall, and howthis legislation, as a solution to the
situation, "is not off the mark in solving this tenporary problem?"”

Ms. Hall stated that "the concept of the Guaranty Fund in Al aska",
as in every other state, "is to provide a safety net to protect
policy holders and claimants in the case of a solvent insurer." She
stressed therefore, that the theory is to institute a series of
assessnents, which would provide funds in case of an insolvency.
She noted that simlar to Alaska's current two percent assessnent,
the majority of states have limtations on their assessnent, She
shared that, whereas Alaska's Fund is conprised of three accounts
with varying rates of assessnent percentages, 18 other states have
a single account within their guaranty association. She noted that
Al aska, being a small State with a small premum base, is
challenged in its endeavor to develop a CGuaranty Association to
address energencies "with the small anount of premuns that it has
to deal with."

Ms. Hall specified that the WC account, the Auto Account and the
O her Account conprise the three accounts of the Guaranty
Associ ation. She stated that the O her Account enconpasses such
things as honeowners, comerci al property, and comrerci al
liability. She stated that currently, there is a one half of a one
percent assessnent on such things as honeowners and boat owners,
due, "primarily" to the insolvency of a nedical nalpractice
insurer. She declared that assessing entities to provide sufficient
funds for the situation relating to this legislation is basically
the sanme as assessing a honeowner for a nedical malpractice
i nsurer.

Ms. Hall, in addressing Senator O son's coments, also voiced
concern regarding the increases in business WC prem uns. However,
she noted that the proposed increase is small in conparison to
previ ous adjustnents. In addition, she stated that t he
af orenmenti oned conpani on bill would propose neasures to reduce the
WC premuns as she agreed that snmall businesses are being over-
burdened with an average assessnent of 22 percent.

Co-Chair W/I ken voi ced agreenent.
Senat or O son questioned whether the State is addressing nmeasures
to get self-insured enployers to contribute to the GQuaranty

Associ ation as, he declared, currently the WC "burden" is placed on
smal | busi nesses.
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Ms. Hall clarified that the Guaranty Fund does not protect self-
i nsured enployers, and, therefore, she continued, were they to
becone insolvent, their enployees would receive no benefits from
the Fund. She noted that the 24 self- insurers in the State nust
provi de financial guarantees and neet other eligibility criteria
establ i shed by the D vision of Wrrkers' Conpensation in order to be
self-insured. She noted that the original proposal did include them
in the assessnent base; however, she continued, "there was a
substantial amount of sentinment that because they were not
protected by that that they should not be forced to contribute.”

Senat or A son understood that the Guaranty Fund does not protect
the self-insured enpl oyers. However, he asked whet her inclusion of
themin an assessnent mght still be a consideration.

Ms. Hall responded no.

Co-Chair Green interjected that the Division of Insurance is not
responsi ble for nor does not oversee joint insurance arrangenents
or self-insurers.

Ms. Hall comunicated that while the Division of |Insurance could
conduct financial exam nations and suspend an "adm tted insurance
conpany' s" certificate to operate, it has no oversight ability in
regards to joint insurance arrangenents or self-insurers even were
the Division to receive financial information that they were "in
di stress. ™

A roll call was taken on the notion to report the bill from
Conmittee.

I N FAVOR: Senat or Dyson, Senator Hoffnan, Senator B. Stevens, Co-
Chair Green, and Co-Chair WI ken

OPPOSED: Senat or Bunde and Senator O son

The notion PASSED (5-2)

The notion to report the bill from Conm ttee PASSED.

CS SB 276 (FIN was REPORTED from Conmmittee with a zero fisca
note, dated March 23, 2004 fromthe Departnent of Adm nistration,
and two zero fiscal notes, dated March 24, 2004 fromthe Depart nment
of Conmmunity and Econom c Devel opnent.

#sb279

CS FOR SENATE BILL NO 279(STA)
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"An Act authorizing and relating to the issuance of bonds by
the Al aska Housing Finance Corporation for safe and clean
wat er and hygi eni c sewage di sposal facility capital projects
and other capital projects; providing for the repaynent of the
bonds and bond costs; relating to the dividend paid to the
state by the Al aska Housi ng Fi nance Corporation; and providing
for an effective date."

This was the second hearing for this bill in the Senate Finance
Commi ttee.

Co-Chair WIken explained that this |egislation would authorize the
Al aska Housi ng Finance Corporation to issue bonds in the anmount of
$25 mllion to fund capital projects; primarily village safe water
projects. He noted that an anendnent to increase the bond
aut hori zation by $20 mllion was adopted during the first hearing
of the bill. He stated that the bill is acconpani ed by Depart nent
of Revenue fiscal note dated March 9, 2004.

Co-Chair WIken asked for a further explanation of the new March 9,
2004 Department of Revenue fiscal note as it is double the original
fiscal note, rather than being increased "pro rata" wth the
adoption of the anendnent that increased the bond authority from
$25 mllion to $45 mllion.

JOE DUBLER, Director of Finance, Al aska Housing Finance
Cor poration, Departnment of Revenue, testified via teleconference
from Anchorage to explain that the fiscal note, dated February 9,
2004 was based on interest rates that were in effect when the
program was bei ng devel oped. Continui ng he expressed that while the
current interest rate is approximately 3.34 percent, this new
fiscal note is "conservatively" calculated using an approxinmate
five percent interest rate in order to nore accurately reflect the
ceiling level of anticipated debt service.

Senat or Bunde asked whether this |egislation addresses concerns
that were raised in a Legislative Budget and Audit report [copy not
provi ded] regarding the proper use of funds for village safe water
and wast ewat er prograns.

Senat or Dyson responded that these [unspecified] issues have been
addressed. He continued that assurance has been provided that the
i ssue in gquestion was "an anonaly and proper steps are being taken
that it would never happen again."

Co-Chair WIlken noted that, "this is nore than a one year process."
Conti nui ng, he asked for further information as to how AHFC woul d
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nonitor issues raised in the audit.

BRI AN BUTCHER, Legislative Liaison, Alaska Housing Finance
Cor poration, Departnment of Revenue, testified via teleconference
from Anchorage and expl ained that the decision as to where the bond
proceeds as wel|l as decisions regarding the AHFC di vi dend woul d be
addressed by the Ofice of Managenent and Budget as they are
responsi ble for the oversight of the projects in that "they nake
the decision as to where our noney is spent."”

Co-Chair Green noved to report SB 279, Version "D' from Conmttee
wi th individual recomrendati ons and acconpanyi ng fiscal note.

There being no objection, the bill was REPORTED from Comm tt ee.

[ NOTE: The action of reporting this bill from Conmttee was
readdressed follow ng the action on SB 274.]

#sh274

SENATE BI LL NO. 274

"An Act relating to the housing assistance |loan fund in the
Al aska Housing Finance Corporation; creating the housing
assi stance | oan program repealing |oans for teacher housing
and providing for loans for multi-famly housing; nmaking
conform ng anendnents; and providing for an effective date."

This was the second hearing for this bill in the Senate Finance
Conmittee.
Co-Chair WIlken stated that this bill would replace the AHFC

Housi ng Assistance Loan Fund with the Housing Assistance Loan
Program and woul d repeal the Rural Teacher Housi ng Loan Program and
replace it with the Rural Miulti-Famly Loan Program

Co-Chair Geen noved to report SB 274 from Commttee wth
i ndi vi dual recommendati ons and acconpanyi ng zero fiscal note.

Co- Chair W/I ken obj ect ed.
AT EASE 9:44 AM/ 9:45 AM
Co-Chair W/I ken renoved his objection.

There being no further objection, SB 274 was REPORTED from
Committee with zero fiscal note #1 fromthe Departnent of Revenue.
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AT EASE 9:46 AM/ 9:46 AM
#sb279

CS FOR SENATE BILL NO. 279( STA)

"An Act authorizing and relating to the issuance of bonds by
the Al aska Housing Finance Corporation for safe and clean
wat er and hygi eni c sewage di sposal facility capital projects
and other capital projects; providing for the repaynent of the
bonds and bond costs; relating to the dividend paid to the
state by the A aska Housi ng Fi nance Corporation; and providing
for an effective date.”

[NOTE: In order to correct this neeting's earlier Commttee action
on this bill, it was again brought before the Commttee.]

Co-Chair WIlken asked that the nmotion to report the bill from
Commttee be rescinded, as an anendnent that had been adopted
shoul d have been reflected in the notion.

Co-Chair Geen offered a notion to RECIND her noti on to REPORT the
bill fromCommttee.

There being no objection, the notion to report the bill from
Comm ttee was RESCI NDED.

Co-Chair Green noved to report the Version "D' committee substitute
for SB 279, as anended, from Commttee wth individual
reconmendat i ons and acconpanyi ng fiscal notes.

There being no objection, CS SB 279 (FIN was REPORTED from
Commttee with a new zero fiscal note, dated March 9, 2004, from
t he Departnent of Revenue.

#
ADJ QURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 09:48 AM
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