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TAPE 04-4, SIDE A
"#SB273

SB 273- ASM BOARD/ SEAFOOD TAXES & ASSESSMENTS

CHAIR CON BUNDE called the Senate Labor and Commerce Standing
Commttee neeting to order at 1:30 p.m Present were Senators
Seekins, French and Chair Bunde. Senator Davis was excused.
Senator Stevens arrived at 1:31 p.m The first order of business
to conme before the conmttee was SB 273.
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SENATOR GARY STEVENS, sponsor of SB 273, said the Joint
Legi sl ative Sal non Task Force had worked on this bill and it had
al so been discussed in his marketing subcommttee. He conmented:

Very quickly it was apparent to all of wus that the
Al aska Seafood Marketing Institute (ASM) is the focus
of marketing for Al aska seafood. It’s a very inportant
elenent in the industry and whatever we do to it, we
didn't want to damage it any nore than it has been.
But because of the loss of funding, primrily through
sal non, the |oss of the value of salnon as well as the
volunme, that has had an inpact on ASM. So we | ooked
at the bottomline. W realized that ASM - | believe
and the committee believed, as well as the task force
- that we need to keep around $7 mllion conming into
ASM annually - plus assuming another $2 mllion wll
conme in from the federal funding, as well - in order
to allow ASM to do the job it is supposed to do -
which is to market seafood products from Al aska. They
are the generic marketer and do a very inportant job.

SENATOR STEVENS said one of the nost contentious elenents in SB
273 is the reduction in the size of the board from 25 nenbers to
nine. H's own experience on large nenbership boards and
observations at ASM’'s twce-yearly neetings illustrate how
difficult it is for 25 nenbers to nmake deci sions and nove ahead.
Nine is not a nmagic nunber, but he could defend nine nenbers as
bei ng efficient and the nunber could al ways be increased.

Second, ASM needs to bring in $7.3 mllion annually to function
properly. Currently, salnmon fishernen have a 1 percent tax.
Knowing the industry is in crisis, he argued to the salnon
fishernmen that it should be reduced to .5 percent; but alnost to
a person, they supported nmarketing and didn’'t want to reduce
their tax.

SENATOR STEVENS recapped that SB 273 changes the board from 25
to nine menbers, keeps the 1 percent salnon tax, establishes the
.3 of 1 percent processors’ tax as nandatory instead of
voluntary and levies a new tax on all other seafood products

The 1 percent salnon tax brings in $1.672 mllion, the
processors’ tax would bring in $3.112 million and all other
species would bring in $2.610 mllion. He advised the conmttee
to keep an eye on the bottom |line and not reduce taxes bel ow $7
mllion. ASM’s current $4.5 mllion budget is less than it
needs to do an adequate job.

SENATE L& C COWM TTEE - 5- February 3, 2004



CHAI R BUNDE asked Senator Stevens to expand on the controversy
surroundi ng the size of the board.

SENATOR STEVENS el aborated that there are many elenents in the
fishing industry, all wanting to know how they are represented
If all were represented, the board would have 125 peopl e instead
of 25.

You have to assune that a board of nine or whatever
the nunber mght be...that the governor appoints and
we approve, would really be looking at the whole

industry.... | think you have to have a board that
represents the whole state and when they’ re appointed
realize they are statesnmen, in a way, and not just

representing their own particular interests...

He suggested the best solution for getting the board down to
nine nenbers, and one that he has already talked over with the
adm nistration, is for the governor to ask for all the current
menbers to resign and then establish an entirely new board.

CHAI R BUNDE rem nded the committee that ASM’'s constitutionality
had been an issue in the past and asked if there had been
di scussi on about SB 273’s constitutionality.

SENATOR STEVENS said he hadn’t heard anything about that issue.

SENATOR SEEKINS asked if the board nenbers were appointed or
nom nated by the governor for |egislative approval.

SENATOR STEVENS replied that board nenbers are appointed by the
governor.

CHAIR BUNDE added that the board nenbers are not confirned by
the Legislature.

SENATOR SEEKINS said he didn't know why the word “nom nee” on
page 1, line 14, is used if the nom nee wasn’t subject to sone
sort of approval. He then surmised it was because the
nom nations were mnade by people other than the governor. He
asked why salnon is taxed at 1 percent and all other seafood
products are taxed at only .3 of 1 percent.

SENATOR STEVENS replied that the current tax structure taxes

salnon at 1 percent because salnon fishernen are aware of the
i nportance of marketing and see no reason to reduce it.
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SENATOR SEEKINS asked if he had received any feedback from the
“others” who were going to have a nandatory tax.

SENATOR STEVENS replied that one of the responses was:

You know, [|’ve never put noney into ASM, so | can't
conplain about what ASM is doing and actually I
wouldn’t mnd it if sone of ny taxes went to ASM,
because then | would have expectations of what ASM
does with that noney and | could have sone demands on
how t hat noney is spent.

O her responses from various processing firms and fishernen
i ndi cated they don’t want any new t axes.

SENATOR SEEKINS reflected that the salnon industry is nore
di stressed than the rest, yet they [salnon fishernen] are paying
the nost. He asked if other segnents of the industry need the
mar keting support as well or is this assessnent neant to be
industry’s contribution to the salnon marketing effort.

SENATOR STEVENS clarified that even though fishernmen of other
speci es have not been taxed, the processors of those species
have. He estimated that twi ce as much noney would be comng to
ASM from the processors than from salnon fishernen and al nost
hal f again as nmuch fromfishernmen of other species.

1:47 p. m

SENATOR HOLLI S FRENCH asked Senator Stevens to el aborate on the
elimnation of the geographic distribution requirenment for board
nmenbers.

SENATOR STEVENS replied that other fishing organizations in the
state, like the North Pacific Fisheries Mnagenent Council
( NPFMC) , operate wth fairly smal | boar ds and don’ t
geographically divide up the state for their board nenbership.
By dividing the state (geographically, the board could
conceivably end up with all salnon fishernen on it instead of
other parts of the industry being represented. “If you really
try to be totally representational by gear type, by fisheries,
by geographical area, that way |eads to insanity.”

SENATOR FRENCH surm sed that another danger mght be having a

ni ne- menber board whose nenbers are all from the Lower Cook
Inl et and asked what in the bill would keep that from happening.
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SENATOR STEVENS replied that that responsibility is on the
shoul ders of the governor who does the appointing.

MR. RAY RIUTTA, Executive Director, Al aska Seafood Marketing
Institute (ASM, said ASM supports SB 273 and thanked everyone
for their efforts to help identify the problens it is facing. He
related how ASM has becone extrenely dependent on federal
grants and how the value of [wild] salnon has decreased while
the world markets have been flooded with farnmed sal non. Fundi ng
that cones fromthe industry to ASM has decreased in proportion
to that decrease in value. Federal grants have been taking up
that slack for a nunber of years, but one grant for $1 million
ends this year and won't be repeated. Another grant for $2
mllion is carrying ASM through this year and partially into
next year, but its continuance beyond that is in question.

MR. RIUTTA projected that ASM would receive $2 mllion to $3
mllion in federal grants to fund its market access program
(export program overseas) and very little other noney to support
donestic marketing operations. He said the board figures ASM
needs a $10 nmillion to $11 mllion annual budget. ASM is not
asking for an increased budget, but a stable budget that doesn’t
fluctuate wildly with the swings of the fisheries market. Wth
the estimated $2 nmillion in federal funds, it needs $7 mllion
to $8 mllion of additional baseline funding. The white fish
industry is having the sane problens as the salnon industry did
10 years ago. Part of the across-the-board assessnent is to help
address that problem

SENATOR SEEKINS asked if the red neat scare had any effect on
demand for seafood.

MR. RIUITA replied that it is too early to measure, but people
are increasingly noving from red neat to seafood. The
mar ket pl ace for seafood has great opportunities in the nonths
ahead.

MR. BRENT PAINE, Executive Director, United Catcher Boats (UCB),
Anchorage, said they had been in existence for 11 years and are
primarily based in Seattle. They represent nost of the catcher
vessels that fish for Pollock and cod and half their vessels
fish for crab in the Bering Sea. There are 63 nenber vessels
from the roughly 112 catcher boats that fish the Bering Sea for
poll ock and cod and the 300 vessels that fish for crab. UCB is
primarily involved with fisheries at the federal |evel and |ess
at the state level, since National Mrine Fisheries Service is
the primary manager of their fishery.
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UCB strongly opposes increased taxation on their fleet for
mar keting services by ASM for ground fish at this tine. He
informed them that the pollock fleet in the Bering Sea harvests
roughly 600,000 netric tons of pollock a year and they would be
responsi ble for paying alnost half of the increased taxation or
alnost $1 mllion.

Menbers’ concerns include not knowing what the noney would be
used for and that it wuld address problens in the salnon
i ndustry, not in the white ground fish industry. They don’t Ilike
filling in the gap to solve the falling revenues of salnon
fishermen. Marketing of their products is done at a private
| evel through the producers of the final product made from the
fish that they catch

MR. PAINE bewailed the fact that this nmeasure is taxation
W t hout representati on because nost of the Bering Sea fishernen
are not Al askan residents. Further, shrinking the size of the
board doesn’'t allow for representation of all fisheries that are
bei ng t axed.

MR. PAINE pointed out that the UCB is nade up of fishernen and
not marketing experts and he felt that the board needed to be
made wup of professional narketing people, not necessarily
fi shermen or processors.

SENATOR SEEKI NS asked himto repeat what percentage of his fleet
is Al aska owned.

MR. PAINE replied that the fleet that fishes in the Bering Sea
i s probably about 95 percent non- Al askan.

2:00 p.m

M5. DONNA PARKER, F/V Sea Storm said she and her husband fish
for pollock and cod and also owmn a gillnetter in Southeast
Al aska. She is the former fisheries liaison with ASM and hel ped
draft the original |egislation.

She suggested naking all the assessnents in SB 273 voluntary and
felt that the duties of the board should be expanded to all
seaf oods on a species by species basis. Finally, |anguage in SB
273 proposes to tax the boat, the permt, the quota and all the
deck hands and she favored an assessnment on the vessel only
because:
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Having been a fisherman for many years in Kodiak, |
know how it filters down to the back deck. These costs
are taken off of the top, so we would pay for it at
that point — on the expenses of the boat, then taken
off the top in terns of expenses for the quota and by
the time it got down to us who are on the back deck,
we already would have paid for two or three tines. So,
| think that [|anguage should be anended to be a
specific assessnent to the vessel.

CHAI R BUNDE responded that Senator Stevens was naking notes of
her concerns for further discussion.

MR. BRUCE SCHACTLER, Marketing Chairman, United Fishernen of
Alaska, said he is also president of the United Salnon
Associ ation. He felt the tax proposal was fair and had heard the
white fish industry vigorously asking for nobney to begin
addressing the marketing problens they foresee in their
i ndustry. Wiile he supported a smaller board, M. Schactler felt
that the issue should be dealt with in separate |egislation,
because it wasn’'t connected to taxation at all.

CHAI R BUNDE thanked everyone for their testinony and asked
Senat or Stevens to notify him when he was ready to hear the bil
agai n.

SENATOR STEVENS thanked ASM nenbers for their input and
reiterated that the real goal is to establish stable long-term
funding so that ASM can continue to operate into the future.

#

" #HB305
HB 305- UNEMPLOYMENT COVPENSATI ON BENEFI TS

CHAI R CON BUNDE announced HB 305 to be up for consideration.
2:13 p.m

REPRESENTATI VE TOM ANDERSQN, sponsor of HB 305, said it provides
an 8.2 percent increase in the nmaxi mum weekly unenpl oynent
benefit anmount. The increase would be phased in a three-year
period and mninmzes inpact to enployers and enpl oyees. Al aska
currently ranks 47'" in the nation with a maxi num benefit of
$248. Al aska would rank 28" if the benefit was fully increased
to $308 in 2006. He renmnded the conmittee nenbers that this
woul d not take effect for several years. In 2005, the maxinmum
benefit for base period wages exceeding $26,750 wll increase
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and in 2006, the maxi num weekly benefit amount will increase for
Al askan’ s whose base period wages exceed $29, 750. In 2007, wages
will be $32,750.

REPRESENTATI VE ANDERSON concluded by saying that unenpl oynent
i nsurance pronotes economc stability and creates a bal ance for
t hose who are not working.

CHAIR BUNDE rem nded the commttee that the business community
was being inpacted wth increased workers’ conpensati on
assessnents, as well.

TAPE 04-3, SIDE B

CHAI R BUNDE asked where Alaska stands anong other states in
terms of qualification for benefits.

REPRESENTATI VE ANDERSON deferred to the conm ssi oner.

COW SSI ONER GREG O CLARAY, Departnent of Labor and Wbrkforce
Devel opnent, said Governor Miurkowski recently |aunched his
Al aska hire program that pressures enployers to neet and exceed
the 90 percent Alaskan hire rule and the inportance of the
unenpl oynent benefits are often overl ooked. He further apprised
the conmttee that:

Over $150 nmillion went on the street in unenploynent
benefits that stayed within Al aska s boundaries. That
kept skilled workers here that could afford to remain

in Alaska at those rates. | think it’'s inportant to
remenber we haven’t had an increase in several years
and this particular bill does push out the negative

inmpact or the rate increases sone two years from the
effective date of the new benefits....

CHAI R BUNDE asked if it was possible for sonmeone to draw Al aska
unenpl oynment benefits in another state.

COW SSIONER O CLARAY  deferred to Bill Kr aner, Chi ef
Unenpl oynent | nsurance Program

MR, BILL KRAMER, Chief, Unenploynent |nsurance Program replied
that Alaska is part of the National Interstate Benefit
Agreenment. He explained that a client who has an unenpl oynent
cl ai m based on wages he earned while working in A aska may nove
about the country and continue to draw benefits based on wages
he earned while he was in Al aska.
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CHAI R BUNDE asked if he knew how many people do that.

MR. KRAMER replied that about 17 percent of the benefits
annually go to interstate clients.

CHAIR BUNDE asked where Al aska ranked anong other states for
eligibility for the unenpl oynent insurance program

MR. KRAMER replied that the departnent tracks the recipient rate
and that Al aska ranks within the top 20 percent.

SENATOR SEEKINS asked if someone files for unenploynent in a
state other than Al aska, are they paid at the Al aska rate.

MVR. KRAMER replied that claimte are based on Alaska's
unenpl oynent insurance |aw and an individual would be paid based
on the wages earned while in Al aska.

CHAI R BUNDE commented: “So, it logically follows that if we're
47'" they night want to nove to someplace that was a little
hi gher on the scale than that.”

SENATOR SEEKI NS asked the commissioner if the zero fiscal note
is still accurate.

COMWM SSI ONER O CLARAY replied that the fiscal note is still
zero. He added that the State of Washington ranks second in the
United States for its maxi num weekly benefit.

What usually occurs when an Al askan worker in the
construction trades, as an exanple, noved or relocated
in the Washington area, they would choose to return to
work in order to get at this [Washington state’ s]
benefit rather than ours. That’'s the concern that |
have in ternms of the construction workers — is that we
are losing valuable trained workforce — that end up
staying south when our construction season starts. And
so, it’s going to lead to a shortage at sonme point
anong our trained journeynen. W' re already |ooking at
a 20 percent replacenent factor in our journeynen
construction workers over the next five years...

SENATOR SEEKI NS sought to clarify whether the change in rate
woul d have a fiscal effect on enployees of the State of Al aska.
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COW SSIONER O CLARAY replied that was correct, but the rate
i ncrease woul d happen in 2006.

CHAI R BUNDE added that enployers would feel the full inpact in
2010 and that enployees would be inpacted with a 0.4 percent
I ncrease.

COWMWM SSI ONER O CLARAY replied that was correct, but 0.4 percent
IS not a mmjor increase.

SENATOR SEEKINS said the state would be inpacted fiscally in
2006. He explained that in the previous session this bill had a
significant fiscal note and now the fiscal note for the sane
bill is zero. He pondered:

In ny mnd, | was just trying to figure out, if the
State of Alaska were anticipating no one from state
enpl oynent drawi ng unenploynent, then | understand
that it could have a zero fiscal inpact. [|’m not
trying to be argunentative, but just trying to qualify
it. | see zeros across the board all the way through
2009, but yet | see an increase in the rate. Is the
State of Al aska exenpt fromthat rate increase or does
the state participate in that rate increase and,
therefore, result in a fiscal note? That’'s the only
thing I amtrying to determ ne.

MR. KRAMER replied that Senator Seekins’ thinking is accurate.

The State of Al aska pays dollar for dollar for any
benefits that are paid out on their forner enployees

behal f. So, starting in, depending on when this bill
is effective, if it’'s effective next January 2005, as
the departnent pays out unenploynent benefits to
i ndi vidual s whose clainms are based on their wages from

the State of Al aska, the State of Alaska wll receive
a bill — dollar for dollar — for any benefits that we
pay out. So, there will be sone increase in the cost
of their benefits, because we wll be paying out a

hi gher benefit anmount for them

SENATOR SEEKI NS wondered if the fiscal note should be revised
for accuracy and clarity.

CHAIR BUNDE noted that the bill’s sponsor was taking note of

that question. He asked the next person to testify, Don
Et heri dge.
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MR. DON ETHERI DGE, Alaska Federal of Labor - Congress of
| ndustrial Organizations (AFL-CI O, supported HB 305 sayi ng:

This is our third year trying to get something noved
through to hel p the unenpl oyed of our state to be able
to remai n here.

He related how a |aborer who just transferred to Alaska from
Washi ngton State was getting ready to nove back there because he
can survive nmuch better on Washi ngton unenpl oynent paynents when
he is out of work. “Half nmy list is talking about noving to
Washi ngton and starting to go to work, now.”

MR. ETHERI DGE urged the conmttee to nove an inmmedi ate effective
date rather than January 2005, but said he could live with HB
305 the way it is if it is allowed to nove out of conmttee now.

SENATOR SEEKINS asked M. Etheridge to comment on the huge
disparity in the construction trades’ wages in the State of
Al aska versus the State of Washi ngton, because:

At one tinme, the incentive was for people to remain in
t he workforce because of the disproportionately higher
wage rate that they received up here. Is that still
t here?

MR. ETHERI DGE replied that wages are not as disproportionate as
they used to be and sone areas of the country have wages that
are higher than Alaska’s. He reiterated that:

We are conparable with the state of Wshi ngton on nost
of our construction trades.... There is not a big
incentive for themto stay here anynore when they can
go down there and make al nost as much an hour on the
paycheck and benefits and then draw a lot nobre on
unenpl oynent when they aren’t working.

He pointed out that tax rates are the major difference.

M5. PAM LABCLLE, President, Al aska State Chanber of Comrerce

said qualifications and benefits of the unenploynent insurance
program have historically been confusing. Few states provide a
benefit for dependents and Al aska does. Nearly half of the
claims in Alaska include a dependent benefit and the extra $72
per week puts Alaska in the mddle of the pack; the increase
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would put Alaska in the top 10 percent. Further, she said the
i ncrease woul d cost enployers $8 mllion.

M5. LABOLLE said in the past the Chanber of Conmmerce has
supported the first year increase and half of the second
increase in the past. She painted the enployers’ big picture by
pointing out that the mninmm wage increased |ast year and a
significant workers’ conpensation increase started just this
nont h, an average increase of 21 percent.

M5. LABOLLE agreed that the Departnent of Labor would have a
zero fiscal note, because it just admnisters the program but
felt strongly that the state [as an enployer] should provide a
fiscal note. She infornmed the commttee that Washington State is
overhauling its [unenploynent] tax structure because conpanies,
| i ke Boeing, are leaving in part or considering |eaving totally.
Al aska, on the other hand, is trying to create a business
friendly climate.

MS. LABOLLE stated that the unenploynent insurance program was
created for people who becone unenployed through no fault of
their own. Forty-six states provide for a conplete denial of
benefits for the duration of a claimnt’s unenploynment until he
gets another job, earns a certain level of wages and applies
again. O the other four states, Alaska' s policy is the nost
| i beral .

SENATOR SEEKI NS asked her to briefly comment on last year’s task
force on this issue.

M5. LABOLLE responded that the Al aska State Chanber of Conmerce
was asked to join a working group |ast year, but because of
various scheduling problens, didn't make any of the three
nmeetings. It was not because of unw llingness to attend.

SENATOR FRENCH asked if other states have a separate dependent
provision |ike Al aska’s.

MS. LABOLLE replied that Al aska pays $24 per dependent child up
to three children and is one of twelve states that do that
About 44 percent of claimants in 1999 or 2000 received dependent
benefits.

SENATOR FRENCH commented that he had just entertained his 15-

year old son over the weekend in Juneau and, “Twenty-four
dollars woul d barely get you through the first pizza party.”
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CHAIR BUNDE set HB 305 aside and encouraged the sponsor
consider the enforcenent issues and to try to find mddle ground
bet ween | abor and the chanber.

#

"#SB276

SB 276- ALASKA | NSURANCE GUARANTY ASSOCI ATl ON

CHAI R CON BUNDE announced SB 276 to be up for consideration.

VMS. LINDA HALL, Director, Division of |Insurance, recapped:

The Al aska Insurance Guaranty Association (AIGA) is
formed under Alaska statute — the purpose is to
mnimze fi nanci al | oss to pol i cyhol ders and
clai mants. Assessnents are made through that guaranty
association to pay the clainms of insolvent insurers.
In July 2003, Frenont Insurance was declared insol vent
by the Los Angeles Superior Court and even though they
had actively witten business for approximately two
and a half years, they left $60 mllion in clains and
outstanding clains reserves. \Wen they were an active
insurer in our state, they insured 27 percent of our
wor kers’ conpensation premium The nagnitude of this
i nsolvency far surpassed any prior insolvency and
dramatically exceeds the resources of the association.

There are actually three other insolvent insurance
conpanies in the Guaranty Fund right now Those are
Rel iance, Paula and Legion. So, the problem we have
was created with the massive insolvency of Frenont,
but we're still dealing with four insolvent workers

conpensati on insurers.

| am asked regularly for the causes, what happened

how did it get here, and they becone very technical. |
woul d put forth that generally there are many factors
that cause insolvencies in insurance conpanies - poor
managenment is high on that Iist, lack of adequate
reserving for future clains, and there are allegations
that they have lower inconme due to price discounting.
In the case of Frenont, we saw a rapid growth that was
unabl e to be sustained. There have been no allegations
of fraudul ent behavior, msappropriation of funds -
the types of things we read about in sonme of the |arge
national funds. | would throw that out.

to
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Wen there are insufficient funds in the GQuaranty
Association to pay clains, statute allows for the
prorating of paynents to claimnts. That has a great
i npact on the beneficiaries of the paynents from the
Guaranty Fund. That prorating today, | just checked
statistically yesterday, as of 2/4/04, there are still
open clains of 580 injured workers being handl ed by
the Guaranty Associ ation. There were originally
approxi mately 700 Frenont clains; approximately 200 of
those have been settled and finalized, but we still
have al nost 600 injured workers whose clains are being

handl ed.

When a claimis prorated, that injured worker will get
a prorated anmount of their weekly wage paynent; they
will get a prorated anobunt to pay for nedical
benefits. So, the worker will suffer wth the result
of t hat pro-ration. Utimtely, t he wor ker s

conpensation obligation is an obligation of the
enployer. If there are insufficient funds to pay the

claims  of the injured workers, t hat statutory
obligation will revert to the enployer. So, we have
currently — and | checked these statistics yesterday,
also — we have currently, clainms of 380 enployers

bei ng handl ed by the Guaranty Association. So, we have
a potential inpact of 380 enployers who purchase a
wor kers’ conpensation policy in good faith, who now
will get that obligation back. | think that has the
potential for a pretty dramatic inmpact on sonme of our
smal | businesses that are certainly not prepared for
that kind of unanticipated financial cause.

CHAI R BUNDE asked if receiving only a prorated benefit could be
viewed as a breach of contract [because workers’ conpensation
| aw says an injured worker can’'t sue his enployer] and allow the
i njured worked actionabl e cause agai nst his enpl oyer.

M5. HALL deferred the liability question to M. Lisankie and
continued to brief the conmttee:

W are in very uncharted territory. Not only has that
never occurred here, to the best of our research
ability, it has never occurred any place in the
country. So, procedurally, we're really aren't sure
what would happen. In Iikelihood, those injured
wor kers would apply first to the workers’ conpensation
board to enforce that statutory obligation. So, in
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that process we would have sone forms of litigation
whet her it was through the Wrkers’ Conpensation Board
or through the courts for the enployer to take back
that responsibility for paynents.

CHAIR BUNDE said the commttee would |ike expanded information
on what the liability would likely be if the Legislature chose
not to take any action [going to pro-ration].

M5. HALL informed the commttee that for the nonth of January,

the division received a $2.1 nillion clains paynment and that is
the size of the obligation for that nonth. The paynents get
smaller as they are projected out in tine, because of

settlements and workers going back to work. The nagnitude of the
problems is estimated to reach its maxinum [nore than $20
mllion] in 2008. That is the obligation that would go back to
enpl oyers, however it is prorated.

2:50 p.m

M5. HALL said the goal of SB 276 is, “To find a nethod of
securing a stream of funds wthout a bail out of the
i ndustry....”

SB 276 attenpts to wutilize the traditional philosophy of
i nsurance, which is to spread the risk across a |arge nunber of
people and to spread the cost of the current crisis across a
| arge popul ation. This is not a popul ar proposal, because no one
wants to pay nore.

M5. HALL likened the Guaranty Fund to a safety net to protect
policyholders and claimants in the event of a insolvency. It has

covered insolvencies for 20 years and works well in other
states. She said the policy question the Legislature nust decide
is, “Do we want to have that safety net in place for the

protection of our claimants and our policyhol ders?”

The @uaranty Fund has three accounts: workers’ conpensation,
autonobil e and “others” and SB 276 changes how assessnents are
done.

The first piece of the funding proposal wll be to
deal wth the assessnents as they stand today.
Currently, there is a statutory cap of 2 percent of
assessnents nade on the line of business — work conp,
auto or other and we’'re proposing that that |ine of
business cap be increased to 4 percent. That
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generates, obviously, double the 2 percent cap. Ri ght

now we generate $4.2 mllion; wth our 2 percent
assessnment it would obviously double. That is a
projection. W have $2.4 mllion — | just nentioned in
January the expenditures were $2.1 million. So, we're

only generating at best with that four nonths worth of
paynments of cl ai ns.

The second piece of the assessnent would be to allow
assessing the other two wunaffected funds up to a
maxi mnum of 2 percent. These two provisions expand the
current statutory assessnent base just for the cost of
the whole crisis. Neither increasing the assessnent to
pay for the |oss of others nor assessing the accounts
involved is a popular solution. The Guaranty Fund,
again, functions as a safety net and the premse is
that the cost of the safety net is spread across the
i nsured popul ati on.

M5. HALL explained that the proposed approach, although it’s
controversial, is not unique to this state [18 other states have
one guaranty fund within their property casualty account] and
that Al aska already has a .5 percent assessnment for honmeowners,
commercial property, boat and whatever because of the insolvency
of one insurance conpany [primarily] that wote nedical
mal practi ce.

The second piece of SB 276 is the assessnent of other entities
that are not currently part of the assessnent pool, which
includes self-insureds and joint insurance arrangenents. The
division has considered either bringing them into the fund or
starting a separate guaranty fund for self-insureds. However,
that idea has been tried in other states, but hasn't worked
because there is no “hamrer” to collect assessnents.

M5. HALL infornmed the conmittee that her division has oversight
of traditional insurance conpanies, but not for any of the
entities she is proposing to assess. That neans if she concl uded
that a financial statenent wasn't stable, she couldn’'t stop the
conpany fromcontinuing to do business.

Therefore, | don't think it’s fair to put themin this
GQuaranty Associ ati on. I do recognize that these
entities did not create the crisis but, again, the
general philosophy of this whole proposal [is] to
spread the cost of risk to the Dbroadest possible
popul ati on.
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has been asked if doing that is fair and her response has
that it may not be fair, but she didn't know if it was fair
the injured worker to suffer a loss of benefits or for a

busi ness enployer to get the cost of the claim back.
nued to expl ain:

The third conponent of this legislation is the ability
to allow [the] Al aska Industrial Devel opnment & Export
Aut hority (AIDEA) to provide guarantees for the
Guaranty Association to obtain |oans. The Guaranty
Association by statute currently has the ability to
borrow, but they are not really a viable conmmercial
| oan prospect. They don’'t have any assets. Their only
asset is the stream of assessnents that by the current
cash flow projections is going to be used up until
2010. So, we’'ve got six where that would not be
available to pay back loans. So on its own, they are
not a commercial viable prospect. Legislation does cap
t he maxi num outstanding principal balance at any one
time at $30 mllion.

W' ve worked with financial experts to find the nost
efficient cost effective manner of finding funds and
this seenmed to be the best route as we’ve |ooked at
that. W have explored various options wth comerci al
| enders, with other states — insurance conpani es have
been willing to step forward and talk about naking
| oans to the Guaranty Association. As we eval uated the
cost of all of those — and cost is of concern, because
that repaynment cost wll still be part of the
assessnent process, this seened to be the nobst viable
of all those options....

In <closing...SB 276 contains painful, expensi ve
unpopul ar provisions. | do not believe, however, that
the provisions are as painful as doing nothing. |
think that the outcomes of doing nothing and all ow ng
prorating and allowing injured workers wthout
inmedi ate access to their paynents they have been
getting every two weeks, to have enployers potentially
out of business because they cannot afford this
obligation is nore painful - nore painful to the
econormy.

| would urge you to focus on the overall major issue
at hand. If we allow ourselves to get sidetracked by

She
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each of the individual conponents of the bill, we have
groups that oppose this piece, but not this piece, |
don’t think we’re going to find a solution...

M5. HALL said in the six nonths since this problem was brought
to her attention, she has not found any other viable solutions
brought to her, but she is wlling to talk about anything that
woul d wor k.

CHAIR BUNDE noted that she had spread the assessnent over the
wi dest possi ble base of enployers only and asked if spreading it
over the general public had been considered.

M5. HALL replied no and she wasn’t sure of how that would be
acconplished. She tried to keep the assessnment wthin the
i ndustry.

3:05 p.m

SENATOR SEEKI NS asked why insurance for health and |ife have
separate guaranty associ ati ons.

MS. HALL replied that those are separate funds in every state.

SENATOR SEEKI NS asked how nmuch noney the State of Alaska has in
t he separate guaranty accounts.

M5. HALL replied that they don't keep cash in the accounts and
don’t assess until there is a |loss [post-|oss assessnent].

SENATOR SEEKINS asked if that neant they would start being
assessed now.

M5. HALL replied that the maxi mum 2 percent assessnents started
in August 2003 as soon as this problem becane known. The 2004
[for the whole year] assessnent was nmade in January. This is the
only way prorating was averted.

SENATOR SEEKI NS asked if the assessnent included honeowners and
aut o.

M5. HALL replied no, only a workers’ conpensation account can be
assessed.

TAPE 04-4, SIDE A
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SENATOR SEEKI NS asked what cash reserves Al DEA has and what the
rate of returnis, if they are invested.

M5. HALL answered that Al DEA doesn’t nmke | oans.

CHAI R BUNDE asked the commttee to hold their questions so that
people on-line could testify. He noted that this bill would be
heard agai n.

SENATOR FRENCH asked if there was a sunset provision, assum ng
this bill is adopted and sol ves the crisis.

M5. HALL replied that she has considered a sunset provision, but
she wanted to make sure that the nechanism they use solves not
only the current crisis, but provides sufficient ability to
handl e anot her crisis down the road.

SENATOR FRENCH conment ed:

Maybe it’s ny background as a prosecutor, but when |
see a $60 million hole in the ground that really
devel oped before your watch began, ny approach m ght
be to throw sonebody in the hole, if 1’m being asked
to fill it.

He wanted to see sone reassessnent of the decisions that were
made that got the state into this ness.

M5. HALL added that one of the division’s major focuses is an
analysis of the situation. She said that Al aska veered higher
than the national average for a couple of years in the
di scounting area, but was lower in a nunber of years. The
state’s loss ratios have tracked in nmany ways, although for the
|l ast three years it has significantly outpaced national |oss
averages. Put together with rates and discounting, there has
been an overall effect.

M5. HALL said she neets quarterly with regulators around the
country and discusses things like solvency regulations. Al aska
defers to the state of domcile of an insurer for the oversight
of every insurance conpany that does business in Al aska annually
but today, the division is nmuch nore aware of the conbined
i npact of discounting, reserving practices and the rate nmaking
process.

CHAI R BUNDE said he joined Senator French in asking her for an
expanded suggestion for a sol ution.
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MR. KEVIN SM TH, Executive Director, Al aska Minicipal League -
Joint Insurance Association (AM.-JIA), said the JIA is a self
i nsurance program for 140 Al askan cities, boroughs and school
districts that would ordinarily be considered too small to self
insure on their own, but as a group are able to take a self
insured retention in workers’ conpensation of $300,000 and
pur chase excess insurance above that.

AML- JI A pays an actuary to calculate the estimated |osses in the
self-insured retention layer. The estinate is a best guess
figure and, if the guess is too low, the JIA already has a
mechani smto assess its own nenbership to cone up with the cash
The AML-JIA is not entitled to and does not expect or need
access to the Al aska Guaranty Fund.

MR SMTH said he estinmated that $1 million of the proposed
assessnment would conme fromthe self-insured enployers - $317, 000
from the State of Alaska and about $500,000 from |oca

governnents and school districts. About $90,000 would come from
the AML-JI A and be due in this fiscal year with no prior notice.

He said the AM.-JI A does not have the funds that an insurance
organi zati on, which shows profits to stockhol ders, does.

AML-JIA's goal is to run on a narrow margin. It would have to
ask for additional nonies from local governnents that are
already struggling with retirement issues, the increasing cost
of health insurance, dimnishing revenue sharing and nunicipa
assi stance and increased costs in workers’ conpensation.

MR SMTH said he did not think asking for a user fee from
peopl e who can’t use the fund is good public policy.

Is it fair? No, it's not fair. It's not even right.
Essentially, this noney would have to conme from the
cl assroons; this mnmney would cone from police
departnents; this noney would cone from snow renoval
budgets and | would ask that we elimnate the self-
insureds and the joint insurance arrangenents from the
bill.

SENATOR SEEKINS said that npbst entities in the AM. have the
ability to raise taxes locally.

MR SMTH replied that is theoretically correct and that is why

joint insurance arrangenents are restricted to public entities
only [and not entities |ike tribes, for exanple].
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SENATOR SEEKI NS reasoned that if those enployers had to share in
this unexpected burden along with the private sector, they would
have a nechanismto recover those | osses.

MR SMTH replied that would depend on the size of the
comunity. Sonme communities, |ike Koyuk, would have to figure
out how to survive.

SENATOR SEEKINS asked if those sanme entities were asking the
non- publi ¢ enpl oyees of the State of Alaska to jointly help them
address the PERS and TRS short ages.

MR SMTH replied that was beyond his scope to coment on.

SENATOR GARY STEVENS asked where a school district that was at
its cap already could get funds.

MR. SM TH responded that he is not a school finance expert, but
in that case, it would seemthat securing those funds woul d have
to be taken fromthe classroom

CHAI R BUNDE t hanked him for his testinony.

MR. JEFF BUSH, Deputy Director, Alaska Public Entity Insurance
(APEl), said he represents 27 Rural Education Attendance Areas
(REAAs) and school districts and 12 municipalities. Based on
Nati onal Council on Conpensation Insurance (NCCI) estinates,
| ocal governnent workers’ conp premuns could go up 22 - 32
percent. The proposal in SB 276 tal ks essentially about a tax on
top of that prem umincrease.

MR. BUSH enphasized the fact that school districts don't have
the power to tax, meking it difficult to conme up with extra
noney. “So, it would, in fact, cone out of the classroom and
many of our school districts around the state are struggling
right now....”

He added that nmany municipalities don’t have powers of taxation,
because they are in the unorgani zed borough.

MR. BUSH said APEI would be charged approxinmately $32,000 this
year if SB 276 passes. He joined M. Smith in saying that
assessing APEl is not fair because it does not participate in
the [CGuaranty Fund] program and their local funding would go to
subsidizing the program He asked the conmmttee to delete
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sections of the bill that apply to joint insurance arrangenents
and sel f-insureds.

MR MKE KLAWTTER, Director, R sk Mnagenent, Anchorage School
District, said SB 276 would cost the school district $127,000 in
unexpected and wunfunded assessnents or about 2.5 teaching
positions. He pointed out that the district could not use the
[ Guaranty] fund in any way.

CHAIR BUNDE thanked M. Klawitter for his testinony and said he

would hold the bill for further work. There being no further
business to cone before the commttee, he adjourned the neeting
at 3:27 p.m

#
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