M NUTES
SENATE FI NANCE COWM TTEE
March 31, 2004
9: 05 AM

TAPES

SFC-04 # 64, Side A
SFC 04 # 64, Side B

CALL TO ORDER

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

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

Senator Ben Stevens

Senat or Lyman Hof f man
Senat or Donny O son

Al so Attending: LI NDA HALL, Director, Division of |Insurance,
Department of Community and Econom c Devel opnent; JANET SIETZ,
Staff to Representative Norm Rokeberg; LUCKY SCHULTZ, Staff to
Senat or Dyson; BRUCE TANGEMAN, Fiscal Analyst, D vision of
Legi sl ati ve Finance; CHERYL FRASCA, Director, Ofice of Minagenent
and Budget, O fice of the Governor

Attending via Tel econference: There were no teleconference
parti ci pants.

SUMVARY | NFORMATI ON

SB 357- 1 NSURANCE

The Comm ttee heard fromthe sponsor, another |egislator, and the
Departnment of Conmunity and Econom c Devel opnent. An anendnent was
adopted and the bill was held in Conmttee.

SJR 3-CONST AM APPROPRI ATI ON SPENDI NG LIM T

The Comm ttee heard fromthe sponsor, the Division of Legislative
Fi nance, and the O fice of Mnagenent and Budget. Six amendnents
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were considered and five were adopted. The bill was held in
Committee.

SB 366- STATE SALES TAX

This bill was schedul ed but not heard. Senator B. Stevens inforned
that an updated fiscal note was received, which he would review.

#SB357

CS FOR SENATE BILL NO. 357(L&Q0)

"An Act relating to the regulation of insurance, insurance
licenses, qualifications of insurance producers, surplus
lines, fraud investigations, electronic transactions, and
conpliance with federal |aw and national standards; and
providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Committee.

Co-Chair WIlken stated this bill, sponsored by the Senate Labor and
Commerce Commttee, "is known as the insurance omibus bill and

contains nunerous to insure that State statutes are consistent with
federal |aw, nodel act standards and guidelines."

LINDA HALL, Director, Division of Insurance, Departnent of
Communi ty and Econom c Devel opnent, deferred to Senator Bunde to
i ntroduce the bill

Senator Bunde testified that the Senate Labor and Commerce
Comm ttee sponsored this bill at the request of the Mirkowski
Adm nistration. He also characterized this legislation as an
i nsurance ommibus bill and a "technical clean-up” bill that
proposes nunerous changes to Title 21 of Alaska Statutes. He
explained this bill would insure that the State is consistent with
federal |aw and the National Association of |Insurance Conm ssioners
nodel act standards and guidelines. He noted this |egislation would
update procedures and transactions wthin the D vision of
| nsur ance.

Senat or Bunde |isted six key elenments of the bill as follows.

1. provides for electronic comrunication

2. provides for changes in the reinsurance capabilities in
Al aska

3. inplements recommendations for licensing revisions as
suggested by National Association of |Insurance Comm ssioners
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4. makes changes in the liability for civil danages when
filing a report concerning fraudul ent acts

5. contains provisions that clarify that a guarantee fund
deposit is required for title insurance conpanies

6. makes changes to taxes and late penalties to be nore
consi stent with Departnment of Revenue statutes.

Senat or Bunde summarized this bill would "pronpte consistency
between Al aska and other states, should pronote nore efficient
operation.”

Anendnent #1: This anmendnment inserts a new bill section on page 2,
followwng line 11 to read as foll ows.

Sec. 2. AS 21.07.010(b) is anended to read:

(b) A contract between a participating health care
provi der and a nmanaged care entity that offers a group nanaged
care plan may not contain a provision that

(1) has as its predom nant purpose the creation of
direct financial incentives to the health care provider for
wi t hhol di ng covered health care services that are nedically
necessary; nothing in this paragraph shall be construed to
prohibit a contract between a participating health care
provi der and a nanaged care entity from containing incentives
for efficient managenent of the wutilization and cost of
covered health care services;

(2) requires the provider to contract for al
products that are currently offered or that may be offered in
the future by the managed care entity; or [AND]

(3) requires the health care provider to be
conpensated for health care services perforned at the sane
rate as the health care provider has contracted w th another
managed care entity.

New Text Underlined [ DELETED TEXT BRACKETED

Co-Chair WIken noved for adoption. He announced that this bil
woul d not be reported from Comrittee at this hearing.

Senat or Dyson relayed his wunderstanding that significant cost
shifting occurs by health care providers. He exanpled that
hospitals are unable to recover expenses incurred from surgery
procedures and subsequently charges higher anounts for other
services, which are ultimately shifted to third-party payers. He
asked if the State has a responsibility to ensure that insurers are
only paying for costs actually incurred and not for providers'
unrecover abl e debts from ot her services.
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Ms. Hall replied this is a philosophical question she was not
currently prepared to answer. She assured she would discuss the
matter with Division staff responsible for primary oversight of the
heal th insurers and undertake additional research.

Senat or Dyson conmented this would be a wi se choi ce.

Senat or Dyson renmarked on the "unfortunate” circunstances whereby
third party payers, large insurance carriers and self insured
negotiate with providers for |Iower rates, while requiring uninsured
patients to pay 100 percent. He also stated that sone patients nust
pay the cost recovery of other services offered by the provider. He
wanted to ensure that self-payers get sanme discount as third party
payers.

Ms. Hall responded that she would further discuss this matter with
Senat or Dyson.

Ms. Hall testified on the bill as foll ows.

The purpose of the bill is to make sone changes that are
required in the accreditation process that the Division of
| nsurance goes though with the National Association of
| nsurance Conmissioners. It also makes sonme changes to
correspond with sonme of the national producer |icensing
requirenents.

There's six mgjor areas of change. One, as Senat or Bunde has
pointed out is electronic comunication; the ability to allow
vari ous comunications for the services we provide to be
preformed electronically. W have financial forns that are
filed electronically and we're trying to gradually increase
the ability to communicate with our public in that manner.

Second area is late tax paynents. Currently we have sone
fairly high penalties that are mandatory for |ate paynents.
There are four sections in the bill that revise the penalties
to make them nore consistent with the Departnment of Revenue.
W al so add a new section that is up to $10,000 penalties for
willful |ate paynents of taxes.

The reinsurance piece of the bill is probably the nopst
conplex. It is the only area of the bill that |'ve received
any conments fromindustry on. There are two sections. One is
reflected in Version "H', it is a c.s. Oiginally, the bil

proposed that the Division of Insurance nust approve
reinsurance treaties that insurance conpanies entered into
Wi th reinsurance insurers. W have changed that nerely to
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require that they file their signed agreenments with us. In
sone financial exam nations, we've had difficulty getting
si gned reinsurance agreenents and we want to be sure we have
those available for our review when we're review ng our
donesti c i nsurance conpani es.

The forth area of the bill nakes sone changes in licensing to
be consistent with the Producer License Mddel Act and federa
law. We've elimnated sone training licensing; we' ve added
crop insurity licenses. W have renoved sone |anguage on
limted lines that made it nore difficult - they nade barriers
for Al askans to have |icenses. W have required that surplus
lines brokers also be licensed as producers. These |icense
agreenents don't have any particularly strong inpact on our
current group of agents but they do bring us nore into
conpliance with federal national areas.

The fifth area that 1'd like to address briefly is the surplus
lines area. There are several sections dealing with the
surplus lines and without going into a lot of technical
di scussion, | would like to point out that these are based on
a task force that net over the sumrer. W had a group of
surplus lines brokers, both from A aska and fromout of state,
cone in and work with the Division staff and each other to
stream ine the process of surplus lines. Basically a surplus
| i nes conpany is a conpany that is not under a requirenent to
file their forns and taxes. W tal ked about docunent coverage,
what types of docunents needed to be given to the consuner. W
pl aced sone additional responsibility on brokers to nmake sure
t he consumer receives notice of their responsibility. There
are certain-what we call disclosures, given in the surplus
| i nes arena, which require surplus lines brokers to make sure
the consunmer wunderstands the nature of a surplus lines
pl acenent that is not subject to formand rate filing, it also
is not covered by the guarantee association. And that is a
requi rement in current statute that we want to nmake sure stays
there and we' ve added another |ayer to that.

The last major section |I'd like to address deals wth
fraudul ent activity. Section 40 of the bill provides that a
person involved in the prevention and detection of fraudul ent
acts would not be subject to civil liability when filing a
report or furnishing information to others also involved in
prevention and detection of insurance fraud. This addition to
the current statute would allow fraud investigators from
i nsurance conpani es to comuni cate with each other. Currently,
fraud investigators from one insurance conpany can't
communicate with fraud investigators froma second insurance
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conpany W thout fear of sone kind of prosecution. They end up
doi ng that through our office. Conpany "A" comes to us, thinks
that there's fraud involved in a policy, [and] asks that we
get information from Conpany "B". We'd like to facilitate
comuni cation to help prevent fraud in insurance in Al aska.

Those are the six major areas. As | said, | won't go through
all 28 pages. | would be happy to entertain questions. But the
general overview of the entire bill is to bring A aska nore in

line with the NAIC requirenents and nodel regul ations.

Senator O son questioned, if this is "cleanup"” legislation, why it
was not submtted prior to the current guber nat ori al
adm ni strati on.

Ms. Hall clarified the bill is "cleanup” in that it is intended to
conformto national changes. She was unable to speak to actions of
the prior adm nistration, although she noted that changes to the
NAI C reinsurance |anguage were recent, as well as new areas
identified that need additional oversight. She also stated that
changes to federal regulations nust be conplied with. She inforned
that this legislation would provide "a nore stable, stronger
oversight ability."

Senat or O son asked whet her any opposition has been voiced to this
| egi sl ati on.

Ms. Hall told of the two hearings this bill received in the Senate
Labor and Commerce Committee in which no one appeared to testify
and noted the absence of any testifiers at the present hearing. She
relayed she has received two "areas" of coments, one which
resulted in the conmttee substitute and the other matter, which
she determned should remain in the legislation as it would
strengthen the Division's oversight and ability to ensure sol vency
i n reinsurance agreenments.

Senator A son clarified that industry is not in opposition to this
bill.

Ms. Hall qualified that parties have not "junped up and down" in
support of the legislation, but none have objected or testified
against it or contacted her to voice concern.

Senator (O son referenced concerns wth insurance conpanies
di scontinuing operations in Alaska and asked if any provision of
this bill would give incentive to insurance conpanies to do
busi ness in Al aska.
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Ms. Hall replied she was unaware of any. She stressed the need to
attract nore insurance conpanies to do business in Al aska.

Senat or Dyson asked the extent of insurance fraud conmtted in
Al aska. He assuned nost fraudulent activity is commtted by
provi ders rather than insurance conpani es.

Ms. Hall infornmed that the Division receives three to four new
reports of activities each nonth. She told of the fraud
i nvestigators operating within the D vision. She stated that nost
cases involve consunmers, and exanpled clains for damage to a
vehicle that occurred prior to the purchase of a policy. She
asserted that fraud affects the rates charged to ot her consuners.

Senat or Dyson asked if the Division therefore does not experience
many fraud cases involving providers.

Ms. Hall affirmed, noting that it is a small percentage.

Co-Chair Geen commented on the tineliness of this bill. She
extolled Ms. Hall's many years of experience in the insurance
industry stating she is likely the nost qualified D vision director
to serve in the position.

Co-Chair Geen told of expanded fraud investigation efforts of the
past several years at the national |evel involving a consortium of
huge corporations and the Federal Bureau of Investigations. She
predicted these efforts could inpact Al aska, although not directed
at this State.

Co-Chair WIlken objected to adoption of Anmendnent #1 for
clarification. He noted it is drafted to the original |egislation
and asked if it is applicable to the Senate Labor and Comrerce
conmittee substitute.

JANET SIETZ, Staff to Representative Norm Rokeberg, testified the
anendnent applies to the commttee substitute. She stated that the
change of "and" to "or" in the existing statutory |anguage of AS
21.07.010(b) would clarify that none of the three provisions are
al l owabl e. She noted that current |anguage could be construed to
inply that so long as all three provisions are not present, one or
two woul d be all owed.

Co-Chair Green asked the definition "participating health care
provider"” and "managed care entity" stated in the anmendnent.

Ms. Sietz exanpled that a doctor or dentist would qualify as a
provi der and stated that managed care entity would include the
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organi zation that provides vision care services to the State of
Al aska.

Co-Chair Green asked what other parties are nmanaged care entities.

Ms. Sietz replied that insurance contracts where the provider is
signing up to participate in programthat offers patients certain
benefits. This, she said, prevents the provider from being forced
by the managed care entity to accept all the products offered by
the provider. She stated this gives health care providers a choice
in what services it would provide.

Co-Chair Green asked if this relates to the preferred provider
or gani zati on (PPO) .

Senator O son asked if the language would pertain to health
managenent organi zati ons (HMVO) .

Ms. Sietz replied that no HM>s operate in Al aska.

Senator O son asked if this would change in the future and HVOs
woul d begin to operate in the State.

Ms. Sietz characterized "managed care entity” as a "termof art”
utilized in the | anguage of this bill

Co-Chair Geen asked if "managed care entity" is defined in
stat ute.

Ms. Hall relayed that as she discussed Amendnent #1 with the
Division's lead life and health actuary staff, it was agreed that
the intent was to attenpt to stipulate that the contracts woul d not
be required of providers. She noted the specific instance that
pronpted this anendnent related to a vision plan. She stressed the
D vision does not support requiring a provider to provide all
avail abl e services in order to have a contract with an insurer

Co-Chair WIlken asked if the Division supports or opposes the
amendnent .

Ms. Hall answered that the she supports the anmendnent.

Ms. Sietz cited the definition of managed care in AS 21.07.090(10)
as ".includes insurer, hospital, medical service organization

heal t h mai nt enance organi zati on, enployer or enployee health care
organi zati on, managed care contractor that operates a managed care
pl an, or a person who has a financial health care services provided
to an individual."
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Senator O son asked if any input has been received fromhealth care
providers on this anendnent, as he perceived this to offer
protection to health care providers.

Ms. Sietz replied this amendnent was submtted at the request of
sone health care providers. She referenced a letter from Dr.
Faul kner [copy not provided,] indicating that the current |anguage
i S onerous.

Senator O son wanted a nore specific exanple of organizati ons such
as the dental society, Alaska State Medical Association, nurse
practitioner group, etc.

Ms. Sietz informed that Dr. Fal kner is Executive Director of the
Al aska Optonetric Associ ation.

Co-Chair WIlken withdrew his objection to the adoption of the
amendnent and it was ADOPTED.

Co-Chair Wl ken ordered the bill HELD in Comm tt ee.
#SIR3

CS FOR SENATE JO NT RESOLUTI ON NO. 3(JUuD)

Proposi ng an anmendnent to the Constitution of the State of
Alaska relating to an appropriation limt and a spending
limt.

This was the seventh hearing for this resolution in the Senate
Fi nance Conmittee.

Senat or Dyson outlined Anendnent #5 and Amendnent #6. He expl ai ned
t hat Amendmnent #5 would repeal the appropriation limt
constitutional amendnment in four years and that |egislative action
and voter approval would be required to reenact the provisions. By
contrast, he stated that Anmendment #6 would also repeal the
| anguage adopted by this resolution, but provides that in four
years the Constitution would revert to the current |anguage
providing for an appropriation limt, which he noted is no | onger
valid, and that the existing stipulation that one-third of all
appropriations nust be for capital projects, would be reenacted.

Amendnent #5: This anmendnent del etes "Reconsideration” and inserts
"Repeal " on page 3, line 7, deletes "and applies thereafter” on
line 9, and repl aces the | anguage of Section 30(b) in Section 3 on
lines 12-17 of the conmttee substitute, Version "B". The anended
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| anguage reads as foll ows.

Sec. 3. Article XV, Constitution of the State of Alaska, is
anended by adding a new section to read:
Section 30. Application and Repeal. The 2004
anendnent relating to an appropriation limt (art. [IX
sec. 16) first applies to appropriations nade for fiscal
year 2006. The 2004 anendnent relating to deposits to the
budget reserve fund (art. 1X, sec. 17(d)) first applies
at the end of the fiscal year 2005 and applies
thereafter.
(b) Section 16 of Article I X (appropriation limt)
is repealed on July 1, 2009.

Senat or Dyson noved for adoption.

Co-Chair WIken objected to allow the Conmttee an opportunity to
comment. There were no conments and he renoved his objection.

The amendnent was ADOPTED wi t hout obj ecti on.

Anendnent #6: This amendnment del etes "Reconsideration” and inserts
"Repeal" on page 3, line 7, deletes "and applies thereafter” on
line 9, and repl aces the | anguage of Section 30(b) in Section 3 on
lines 12-17 of the commttee substitute, Version "B'. The anmended
| anguage reads as foll ows.

Sec. 3. Article XV, Constitution of the State of Alaska, is
anended by addi ng a new section to read:
Section 30. Application and Repeal. The 2004
anmendnent relating to an appropriation limt (art. [X
sec. 16) first applies to appropriations nade for fisca
year 2006. The 2004 anendnent relating to deposits to the
budget reserve fund (art. 11X, sec. 17(d)) first applies
at the end of the fiscal year 2005 and applies
t hereafter.
(b) On July 1, 2009, Section 16 of Article IX
(appropriation limt) is repealed and readopted as it
read on January 1, 2003.

Thi s anendnent was NOT OFFERED

AT EASE 9:39 AM/ 9:40 AM

Amendnent #7: This anmendnent adds "and except as provided in (d),
(e), and (f) of this section" to subsection (a) of Article IX

Section 16 of the Constitution of the State of Al aska, repeal ed and
readopted by Section 1 of the commttee substitute Version "B". The
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anended | anguage on page 1, lines 6 - 9 read as fol |l ows.

Section 16. Appropriation Limt. (a) Subject to (b) of
this section, and except as provided in (d), (e), and (f) of
this section, appropriations nmade for a current fiscal year
shall not exceed the average anount appropriated for the
earliest three of the four fiscal years i mediately precedi ng
that current fiscal year by nore than the sum of the
fol | ow ng:

Thi s anendnent al so repl aces subsection (d) with new | anguage, on
page 2, lines 23 - 29 to read as foll ows.

(d) An appropriation that exceeds the appropriation limt
under this section nmay be nade for any public purpose
identified in a declaration of energency that is issued by the
governor as prescribed by |aw.

(e) If the governor declares that an extraordinary
ci rcunstance exists, upon the affirmation vote of at |east
two-thirds of the nmenbers of each house, the |legislature may
pass an appropriation that exceeds the appropriation limt
under this section to address the extraordinary circunstance.
The declaration shall identify the specific extraordinary
ci rcunstance, specify the anount of each appropriation the
governor requests, and identify the tinme period during which
expendi tures under each appropriation will be nade.

(f) If the legislature, by law, declares that an
extraordi nary circunstance exists, upon the affirmative vote
of at least two-thirds of the nenbers of each house, the
| egi slature may pass an appropriation that exceeds the

appropriation limt wunder this section to address the
extraordinary circunstance. Notw thstanding Section 17 of
Article Il, a bill declaring an extraordinary circunstance

passed by the | egislature may not becone | aw unl ess signed by
t he governor.

Senat or Dyson noved for adoption.

Co-Chair WI ken objected for an expl anati on.

LUCKY SCHULTZ, Staff to Senator Dyson, testified that contrary to
the provisions in the original version of this resolution, this
anmendnent woul d provide a legislature to declare an extraordinary
ci rcunst ance.

Co-Chair WIlken gave an exanple of $100 mllion Medicaid
expendi tures as an extraordinary circunstance and asked the process
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to exceed the spending Iimt and appropriate funding for unusual
expenses.

M. Schultz explained that a two-thirds majority of both houses
must approve such a declaration in the form of an appropriations
bill. He noted that unlike regular |egislation, the governor mnust
either veto a declaration of extraordinary circunstances bill or
signit intolaw, as it could not becone | aw w thout gubernatori al
action.

Senator Hoffman furthered that iif the governor vetoed the
appropriation bill or utilized line-itemveto authority to reduce
expenditures, a three-quarters vote of both house woul d be required
to override the governor's action.

Co-Chair WIlken stated that the |egislation would be addressed as a
normal appropriation bill with the exception of the three-quarters,
or super mmjority, vote requirenent.

Co-Chair Geen cautioned that this legislation would create a new
"class" that woul d subsequently allow the legislature to declare an
extraordinary circunstance and is therefore "treadi ng on dangerous
ground”. She relayed five or six exanples have been posed as
situations t hat coul d be constituted as extraordi nary
ci rcunst ances. She did not consider Medicaid expenditures
extraordi nary. She was rem nded of the legislature's difficulty in
changing the definition of "disaster” in legislation considered in
a previous session. She warned against not clearly defining
"extraordi nary circunstances".

Senat or Dyson appreciated Co-Chair G een renmarks, sharing that he
has "struggled" to anticipate the situations that could arise
necessitating additional funding than stipulated by the spending
limt. He decided agai nst changing the definition of "energency",
opting instead that the governor should address disaster
declarations as currently provided. He noted this is the reason to

require a super majority legislative vote to increase
appropriations. He infornmed that the state of Connecticut has this
provision in its spending limt constitutional anendnent. He

qualified that he inadvertently gave incorrect information relating
to the systeminplenented i n Connecticut.

M. Schultz corrected comments nade at the previous hearing that
the extraordi nary circunstances provision has not been invoked in
the state of Connecticut. He stated that the governor has invoked
the provision four times when excess revenues were appropriated to
pay off debt incurred in previous years.
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Senat or Hof f man asked if extraordi nary expenses coul d be contai ned
in the normal operating budget |egislation with some sections of
the bill requiring a three-quarter vote, simlar to the current
systemin which a three-quarter vote is required for sone sections
of the operation budget |egislation to authorize appropriations
fromthe Constitutional Budget Reserve (CBR) fund.

Senat or Bunde commented that Co-Chair G een's concerns were valid.
He rem nded that the "genius" of the A aska Constitution is that it
did not stipulate specifics, but instead provided flexibility for
future legislatures. Although he opposed a "loophole”" he was
assured that the powers provided in this anendnent would be
limted, and stressed that future | egislatures should be granted as
| east as nuch confidence as current |egislatures are provided.

Co-Chair Geen wanted the Conmttee to avoid unintentionally
defining extraordinary circunstances in the various exanpl es given
during these discussions.

Co-Chair WIlken shared this concern, and questioned whether the
stipulation of a two-thirds majority vote itself could provide a
threshol d of an extraordinary circunstance.

Senat or Bunde agreed with Co-Chair Geen that the record should
reflect that the exanples used in discussions on this resolution
are not indications that the current Senate Finance Conmittee
considers themto be extraordi nary circunstances. He expl ai ned that
the use of certain exanples should not establish a precedence of
factors constituting an extraordi nary circunstance.

Senator Dyson surmsed that the provisions of an extraordinary
circunstance could be defined in statute by either the current or a
future | egislature.

Co- Chair W1 ken suggested this could be considered as a conceptua
anendnent .

Senator Dyson affirnmed this is an option, but he preferred the
Comm ttee adopt the current | anguage proposed in the anmendnent.

Co-Chair WIlken renoved his objection to the adoption of the
anmendnent and Amendnent #7 was ADOPTED.

SFC 04 # 64, Side B 09:52 AM

Anendnent #8: This anendnent adds a new subsection to Article | X,
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Section 16 (c) in Section 1 of the commttee substitute on page 2,
following line 21 to read as foll ows.

(9) of noney previously appropriated for a different
purpose or to a different recipient; and

Senat or Dyson noved for adoption.
Co-Chair W1 ken objected for discussion purposes.

Senator Dyson infornmed that this anmendnent is offered at the
request of the Murkowski Adm nistration and would clarify |anguage
relating to duplicate paynents.

BRUCE TANGEMAN, Fiscal Analyst, D vision of Legislative Finance,
testified that the current | anguage refers to interagency receipts,
and defined this as general funds appropriated to one agency and
authority to receive those funds fromthat agency is authorized to
anot her agency. He stated the intent is that these transactions
should not be counted twi ce. The anendnment, he noted, would
i ncorporate interagency receipts as well as other funding sources.

Senator Dyson characterized these transactions as al nost
i ntergovernnental transfers that therefore should not be counted
tw ce.

M . Tangeman affirned.

Co-Chair WIlken renoved his objection and the anmendnent was
ADOPTED.

Amendment #9: This anmendnent inserts "Transition" in the title of
Section 30 of Article XV of the Al aska Constitution, in Section 3
of the commttee substitute. This anmendnent al so inserts |anguage
in subsection (a) of Section 30 on page 3, line 9, followng
"thereafter”, and places the remai ning | anguage of subsection (a)
into a new subsection. The anended | anguage of Section 30, on page
3, following line 6 reads as foll ows.

Section 30. Application, Transition, and Reconsi derati on.
(a) The 2004 anendnent relating to an appropriation limt
(art. I'X, sec. 16) first applies to appropriations nmade for
fiscal year 2006 and applies thereafter. However, for purposes

of making calculations under the appropriation limt for
fiscal years 2006 through 2008 it shall be assuned that,
excluding appropriations listed under Section 16 (c) of

Article I X, the amount appropriated for
(1) fiscal year 2004 equal s $3, 300, 000, 000; and
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(2) fiscal year 2005 equal s $3, 400, 000, 000.

(b) The 2004 anendnent relating to deposits to the budget
reserve fund (art. I X sec. 17(d)) first applies at the end of
fiscal year 2005 and applies thereafter.

(c) If the 2004 anendnent relating to an appropriation
limt (art. |IX, sec. 16) is adopted, the |ieutenant governor
shall place the sane 2004 proposition for anendnent on the
bal | ot every four years. However, notw thstanding Section 1 of
Article XIll, if the voters reject the proposition, Section 16
of Article IX shall be readopted as it read on January 1,
2003, and the |ieutenant governor shall not again place the
2004 proposition on the ballot under this subsection.

Senat or Dyson noved for adoption.
Co-Chair W1 ken objected for discussion purposes.

Senator Dyson remarked this anmendnent would address "what |
i nappropriately” ternmed as "fiddling with the base nunbers in order
to get the results we wanted." He predicted that the final budget
for FY 04 and the amount approved would likely reduce the anmount of
adj ust nents necessary. He explained this anmendnent would "snooth
the curve and elimnate the flat first two or three years because
of the budget reductions that were done." He rel ayed this anendnent
is the request of the Murkowski Admnistration to allow flexibility
for the first years this spending limt is in place and to all ow
for reasonable gromh frominflation and popul ati on.

M. Schultz furthered that the other states with tax and spendi ng
limts, that have allowed "the nunber to go negative" have
experienced econom c distress. Therefore, the advice has been to
never allow the "nunbers to go negative" as it would adversely
inmpact the econony of the State. Instead, he relayed the
recommendation that in years that woul d otherwi se by "negative" the
"nunbers” should be held at the same | evel as the previous year. He
predi cted that Al aska would incur several years of |evel spending.
He referenced the graph acconpanyi ng the anendnent [copy on file]
to denonstrate this point.

Co-Chair W1l ken asked for clarification of the informati on on the
gr aph.

M. Schultz further detailed and explained the spreadsheet and
gr aph.

Senat or Hof f man under st ood from di scussi ons at the previous hearing

on this resolution that the spending limt would include a two-year
transition period.
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M. Schultz replied that the purpose of this amendnent is to adjust
the base year and is in response to a request by the Adm ni stration
citing that $50 mllion would not be sufficient.

Co-Chair WIken asked how the provisions of Amendnent #10 are
reflected in the data shown on the graph.

Senat or Hof fman recal |l ed two-year grow h as adj usted base years. He
had understood that the anobunts were "ratcheting down", although
t he anmendnent shows that anounts are the sane.

M. Schultz clarified the earlier discussion regarding the two-year
growt h period woul d be addressed in Anendnent #10. Anendnent #9 he
stated, adjusts the base year anount.

Senator Dyson appreci ated Senator Hoffnan's observation. Senator
Dyson stated that this adjustnent to the base year anount woul d
provide the Admnistration with the flexibility for "what they
believe to be reasonable budget growh". He infornmed the two
amendnments woul d acconplish the Adm nistration's goals.

Co-Chair WIlken withdrew his objection to the adoption of the
amendnent and Anmendnent #9 was ADOPTED.

Amendnent #10: This anmendnent deletes |anguage and inserts new
| anguage i n subsections (1) and (2) of Article I X, Section 16(a) in
Section 1 of the commttee substitute. Deleted |anguage is as
follows: page 1, line 10, "average annual"; line 12, "for the
second, third and fourth"; line 14, "average percentage of the
change in the average personal incone of State residents for"; |ine
15, "third, and fourth"; page 2, line 1, "average annual"; line 2,
"for the second, third, and fourth". The anmended | anguage on page
1, followng line 5 reads as follows.

(1) the percentage rate of change in the Consuner
Price Index for all wurban consuners for the Anchorage
nmetropolitan area conplied by a federal agency during the
second and third cal endar years preceding the cal endar year
during which the i mmedi ately preceding fiscal year began, but
not to exceed the percentage change in personal incone of
State residents during the second and third cal endar years
preceding the calendar year during which the imrediately
precedi ng fiscal year begins; plus

(2) the percentage rate of change in the State
popul ati on during the second and third cal endar years during
which the imedi ately preceding fiscal year began conpiled by
a State departnent.
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Senat or Dyson noved for adoption.
Co-Chair WI ken objected for discussion purposes.

Senat or Dyson expl ained this anmendnment woul d change the averagi ng
based on popul ation and inflation fromthree years to two years and
woul d provide nore rational results.

CHERYL FRASCA, Director, Ofice of Managenent and Budget, O fice of
the Governor, deferred to M. Tangeman to detail this anmendnent.

M . Tangeman explained that the bill as is currently witten would
use an average annual growh for population and inflation
calculated for three of |ast four years. This applied to the base,
he stated, gives a substantially |ower growh than expected. He
gave an exanple of population and inflation growh of four percent
each year over three years, the average would be four percent,
whi ch woul d cal culate at 1.3 percent each year applied to the base
year of FY 03 to determ ne the base anpbunt for FY 06. He stated
this would total approximately $50 million each year, which he
determned is too | ow. The proposed anendnent, he expl ai ned woul d
provide for two years cunulative growmh. He assured this would
still be added to the base year of FY 03, but would add 8 percent
growmh, or 2.6 percent, resulting in approximtely $100 nmillion
each year

Senator Hoffrman renmarked the intent of the anmendnent would be
correct provided that inflation increases each year. He cautioned
that if inflation were to decrease one year, the growth rate would
be sl ower over a two-year average than a three-year average would
al | ow.

M. Tangeman responded that as the commttee substitute is
currently drafted, the growh rate woul d be even | ower.

Senator Hof fman surm sed that growh rate would be higher utilizing
a three-year average if the rate of inflation declined during one
year.

M. Tangeman qualified that the average growth rate could be | ower,
but the average would be applied to a base year of three years ago,
so growth rate would be even lower. He stated he would research
this. He pointed out the |anguage in the bill that would not allow
a decrease in the anount of appropriated fromyear to year, which
coul d address this concern.

Co-Chair WIken requested a tineline graph to denonstrate the | ook-
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back portion.

Ms. Frasca relayed an explanation M. Tangeman provided her
earlier. This added the cunul ative average of the last two fiscal
years to the spending anount of three years ago.

Co-Chair WIken asked for an exanple assumng the plan were in
pl ace currently.

M. Tangeman, Senator Hoffman and M. Schultz determ ned that
popul ation and inflation for the years FY 02 and FY 03 would be
applied to an average of FY 01, FY 02 and FY 03 for the base year.
Senat or Hof f man asked about the stipulation of cal endar year.

M. Schultz pointed out that |anguage on page 1 line 10 the bil
pertains to the use of the fiscal year calendar to determ ne
inflation and | anguage on line 12 stipulates that popul ation data
woul d be cal cul ated using the cal endar year.

Co-Chair WI ken asked how the spending limt amount for FY 05 woul d
be cal cul at ed.

M . Tangeman replied that federal data on population and inflation
for cal endar years 2002 and 2003 woul d be added and applied to the
base year average of FY 01, FY 02 and FY 03.

Co-Chair WI ken asked how t he popul ati on changes during FY 03 woul d
be det erm ned.

M. Schultz responded that popul ation estinmates for each cal endar
year are published in July of that year

M. Tangeman informed that the Departnent of Labor and Workforce
Devel opnment provides this informtion.

Co-Chair WIken asked if an annual popul ation estimate is therefore
established then confirnmed with the US census every ten years.

Co-Chair WIlken asked if the inflation consunmer price index
utilized in the cal culations would al so be an esti nmate.

M. Schultz replied this information is provided at end of each
cal endar year for that year

Co-Chair W/I ken understood this information is del ayed.

Ms. Frasca clarified that the figures are finalized in April for
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t he previous cal endar year.

Co-Chair WI ken asked how the | egislature would we be able to begin
drafting a budget in January of each year

M. Schultz responded that the |ook-back is two years for this
reason.

Co-Chair W1 ken understood the popul ation statistics of two years
prior and the inflation rates of one-year prior would be utilized.
He asked how a budget woul d be drafted before the inflation rates
are known.

Ms. Frasca corrected her earlier statenent and listed inflation
rates are determned in February, population rates in March, and
personal income data is available in April.

M. Tangeman furthered that data is conpiled quarterly, therefore
estimates woul d be avail abl e.

Co-Chair WI ken pointed out that the admnistration is required to
conpl ete a budget proposal by Decenber 15 and that valid data woul d
not be available at that tine.

Ms. Frasca agreed. She stated that a budget would be prepared
utilizing the estimates. She noted this is currently done wth
budgets prepared using projections fromthe Departnment of Revenue
and ot her sources.

Senat or Dyson clarified that if the amendnent is adopted Co-Chair
Wlken is requesting a graph denonstrating when the data on
popul ation and inflation would be available. Senator Dyson
expressed the execution of this spending limt should be based on
the needs of Alaska, and that spending limts should serve as
gui delines rather than determning public policy. He al so stressed
t hat avail abl e revenue should not determ ne the "upper limts" of
t he budget.

M. Tangeman clarified that the information wutilized for
calculations would be "conpiled by a federal agency during the
second and third cal endar years precedi ng the cal endar year during
which the imedi ately preceding fiscal year began." Therefore, he
concluded that the appropriation |limt for FY 05 would be
determ ned using population and inflation data from FY 01 and FY
02. He stated that the data would be finalized rather than
est i mat ed.

Co-Chair Green indicated she would share information conpiled by
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staff denonstrating that this anmendnent would clarify the
provi sion.

Co- Chai r Wl ken understood this anmendnent woul d  provide
clarification.

M . Tangenan concurred.

Senat or Hof fman noted the spending limt would be partially based
on the capital appropriation of FY 05, pointing out that this
appropriation would likely be significantly |less than the average
$100 mllion general funds appropriated in previous years. He
predicted this would create a scenario in which would not allow
expenditure of available funds. He asked if capital expenditures
woul d qualify as extraordinary circunstances and if not, how such
appropriati ons woul d be made.

Senat or Bunde responded this resolution would inplenent
"si deboards" to provide guidance. He hoped that future |egislators
would view this as such, but remarked that past experience has
denonstrated that the spending limt would be the base. He pointed
out that the price of oil is currently high and that $200 mllion
woul d not need to be transferred from the Constitutional Budget
Reserve Fund to bal ance t he budget. However, he noted that others
consider the $200 nmllion to be new revenue that could be
appropriated to fund educati on.

Co-Chair WIken withdrew his objection and Anendnent #10 was
ADOPTED.

Senat or Dyson indicated that a new conmttee substitute would be
drafted to reflect the changes in the amendnents adopted at this
heari ng.

Co-Chair Wl ken recalled that Senator Bert Stedman had prepared a
sensitivity analysis on the original resolution showing the inpacts
from population and inflation changes. He suggested requesting
Senat or Stedman conduct a simlar analysis on this amended version.

Co-Chair WIken asked if conparison of this resolution and the
proposal under consideration by the House of Representatives has
been done.

Ms. Frasca replied the Ofice of Managenent and Budget is preparing
to do this. M. Gornman

Senat or Dyson infornmed that although the House of Representatives
is considering a spending limt proposal, the Senate is further
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into the process and that Representatives are observing the Senate
process.

Co-Chair WI ken expressed an interest in how bond-rating agencies
such as Standard and Poor woul d view the inpact of a constitutional
spending limt.

Co-Chair Wl ken ordered the bill HELD in Committee.

#

ADJ CQURNIVENT

Co-Chair Gary WI ken adjourned the neeting at 10:28 AM
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