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SENATE BI LL NO. 311

"An  Act providing for a special deposi t for workers'
conpensation insurers; relating to the board of governors of the
Al aska Insurance Guaranty Association; relating to covered
wor kers' conpensation clainms paid by the Al aska |nsurance
GQuaranty Association; stating the intent of the |egislature, and
setting out limtations, concer ni ng t he i nterpretation,
construction, and inplenmentation of workers' conpensation |aws;
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Juneau, AK 99802-1149
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ACTI ON NARRATI VE
TAPE 04-7, SIDE A

"#SB291
SB 291- UNSTAMPED ClI GARETTES

CHAIR CON BUNDE called the Senate Labor and Commerce Standing
Commttee neeting to order at 1:31 p.m Present were Senators
St evens, French and Chair Bunde. The first order of business to
cone before the conmttee was SB 291

M5. JOHANNA BALES, Auditor, Departnent of Revenue (DOR),
explained that |ast session a bill passed requiring a tax stanp
(showing tax had been paid) on all packs of cigarettes. A
transition period of 90 days was allowed during which any
product brought into the state prior to January 1 could be sold
until March 31 wthout having that stanp. However, after the
bill was signed into law, the nmjor manufacturers changed their
returned goods policy. Formerly, full credit was given for all
returned cigarettes no matter what the reason, but now none are
bei ng taken back. Oiginally, the departnment had assuned that 90
days was a sufficient transition tine, but wth the
manuf acturers’ new return policy, distributors need nore. SB 291
extends the transition period fromMrch 31 to June 30, 2004.

The Departnment of Revenue supports this bill, but would not

extend the period for affixing stanps on cigarettes that were
not in the state prior to January 1, 2004.

SENATE L& C COWM TTEE -4- February 10, 2004



SENATOR GARY STEVENS asked if she was sure the additional 90
days woul d be enough to sell all the cigarettes.

M5. BALES replied that 90 days should be sufficient as the
normal shelf time for cigarettes is four to six nonths. DOR is
also working wth the manufacturers to get all of the
distributors’ products stanped as qui ckly as possi bl e.

SENATOR FRENCH asked what prevents a nerchandi ser from getting a
stanp on the cigarettes he has in stock now.

M5. BALES said the problemis one of duplicate taxation because
the statute says the departnent nust sell the stanp and the
excise tax [on in-stock cigarettes] was already paid through
return filings. They researched other ways of providing stanps
with the Department of Law, but found that stanps couldn’t be
gi ven away.

MR. M KE ELERDI NG owner, Northern Sales Distribution Co., said
he had submtted witten testinony in support of SB 291.

SENATOR STEVENS noved to pass SB 291 from committee wth
i ndi vi dual recomrendations and attached fiscal note. Senators
Stevens, French and Bunde voted yes and SB 291 passed from
comittee.

#

"#SB311
SB 311-1 NSURANCE & WORKERS' COVPENSATI ON SYSTEM

CHAI R CON BUNDE announced SB 311 to be up for consideration.

M5. LINDA HALL, Director, Division of Insurance, Departnent of
Labor and Workforce Devel opnent (DOLWD), said SB 311 deals with
wor kers’ conpensation and that she wanted to give the commttee
sonme background first.

| have discussed on multiple occasions with nost of
you the financial crisis in the Guaranty Association
for which we are also hearing proposed solutions in SB
276. There is additional concern with the lack of a
heal t hy workers’ conpensation environnent in Al aska.
Many of you, | think all of you here, heard the
overview of this problem at the Joint House and Senate
Labor and Commerce Conmttee neeting a couple of weeks
ago.

SENATE L& C COWM TTEE - 5- February 10, 2004



| would like to outline the nmajor problens that we're
encountering in that environnent. One of those
problenms is a lack of profitability in our workers’
conpensation nmarket. Between 1997 and 2002, |osses in
the workers’ conpensation |line of business ranged from
99.9 percent to a high of 154 percent. At its high,
this nmeant that insurance conpanies are paying $1.54
for every dollar in workers’ conpensation prem um they
collect. I1t’s an wunacceptable [|oss anount. Al aska
averaged 123.7 percent in |osses per dollar of prem um
collected versus a national average of 118.8 percent
in that sanme tinme period. Qur carriers are losing, in
Al aska, approximately 5 percent nore than even the
nati onal aver age.

The second problem we're encountering that leads to
increases in premum are the cost of nedical benefits.
The cost of medi cal benefits has i ncreased
dramatically; the cost of prescription drugs has
increased dramatically. W have seen double digit
increases in these costs and while | think nost of us
tend to accept the correlation between the rising cost
of health care and the rising cost of health insurance
prem uns, we generally tend not to nake that
correlation with workers’ conpensation prem um Those
pressures caused by increasing nedical costs have the
sane effect on workers’ conpensation that they do on
health insurance. That’'s a substantial i ncrease.
Frequency of <claims has decreased over the past
several years, which is a good sign. It neans we have
saf er workpl aces, fewer injured workers.

That decline in the nunber of clains has tended to
mask the increase in the cost of individual clains,
which now has resulted in, what | wll term problem
three to address, which are premum rate increases.
Effective January 1 of this year, we saw an average
rate increase of 21.2 percent. As the cost of clains
has increased, the actuarial analysis of historical
claims data and projections on the cost of future
claims indicated the need for a substantial rate
increase, which was approved by the Division of
I nsurance. That rate change ranged from a 15 percent
decrease to a 57 percent increase. Wile the average

is 21.2, | think it’s inportant to | ook at the span of
these rate changes. W had 30 classifications out of
about 400 - we had a rate decrease - we have 17
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classifications whose rate increases exceed 50
percent. So, when we tal k about what prem um increases
are, what <cost <clains are generating in premum
i ncreases, we need to keep those kinds of increases in
m nd. The current cash deficit in the Guaranty Fund
has already resulted in a 2 percent assessnent in the
wor kers’ conpensation policies.

Proposed legislation in SB 276 would increase that
further. So, the conbination of the rate changes and
the assessnents are naking workers’ conpensati on
extrenely expensive for enployers. The first probleml
think we need to ook at in our work conp environnment
is the Assigned Risk pool. 1’ve talked about this
briefly and I wll keep that brief again, but | do
want to nention it. The Assigned Ri sk pool is a factor
in the increasingly unattractive Al askan market pl ace.

Workers’ conpensation is mandatory in Alaska. So, if
an enployer is wunable to obtain coverage in the
voluntary narket, they can obtain coverage in the
Assigned Risk pool. So, there's always a place for an
enpl oyer to obtain coverage. Today, approximately 17
percent of our workers’ conpensation premum is in
that Assigned Risk pool. That Assigned Ri sk pool,
however, is also |osing noney. Wen the cost of the
clainms in the Assigned Ri sk pool exceeds the prem um
dollars that are collected, that difference is charged
to the insurance conpanies who wite insurance in the
state. Currently, Alaska has the largest charge to
i nsurance conpanies for their Assigned R sk pool of
any state in the country. That has ranged over the
| ast six years from four to six percent. Wat that
represents is an off-the-top <charge to insurance
conpanies for every dollar they wite going in. They
are now going to pay anywhere from a four to six
percent charge for funding the Assigned Ri sk pool.

Overall we have a workers’ conpensation environnent
that has becone very expensive for enployers and very
unattractive to workers’ conpensation insurers. As
t hese issues becane apparent over the |ast nunber of
nont hs, staff from the Division of Insurance, fromthe
Department of Labor, from the Departnent of Law and
the Adm nistration have net and struggled to find ways
to overcone these challenges. W cannot continue to
nmerely increase workers’ conpensation premuns for
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enpl oyers. W nust | ook to ways to stem the increasing
cost of benefits to workers. W’ ve |ooked at many
options over these past nonths. W’ve |ooked at costs
of medical care; we' ve talked about provider fees;
we’ ve tal ked about definition of conpensability, value
of the whole man, reenploynent prograns. \Wat we wl|
submt to you today in SB 311 makes no changes to any
benefit levels. It does, however, propose a change in
the workers’ conpensation system that we feel wll
bring nore efficiency, consistency and predictability
to the process.

W need a healthy workers’ conpensation narketplace.
W need a stable environnent that is sustainable, that

wi || encourage current conpanies to do business in our
stat e, attract new nmarkets. W need workers’
conpensati on i nsurance t hat IS avai l abl e and

affordable to enployers so they <can continue to
devel op jobs and we can have econom c devel opnent in
our state.

This environnment depends on four factors: adequate
[indisc.], a self-funded Assigned Ri sk pool, a sound

regul atory envi ronnent and a vi abl e wor ker s

conpensation system This bill before you is fairly
unique as it is cross-departnental. W tried to find
solutions together for these issues. There is
certainly a very close tie between insurance and
wor kers’ conpensation. | wll address the insurance
pieces of this bill and Director Lisankie wll address
the workers’ conpensation pieces of the bill and,
again, we don’t intend to read you all 58 pages
t oday. ...

CHAIR BUNDE i ndicated that he would schedule a hearing for this
bill again next week.

M5. HALL expl ained the insurance section of the bill as follows:
There are really six sections of this bill that deal
with insurance. It begins with — I’m going to begin

with section 2. Section 1 is an intent; section 2 has
Department of Labor; but, section 3 and 4 go together.
This is one of the things we’'re |ooking at to have
nore financial stake for Alaska policyholders in
Al aska. This adds an increase in the deposit required
of insurance conpanies who wite workers’ conpensation
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in Alaska. This special deposit, as it’'s called in the
bill, wil | be for the protection of Alaskas
pol i cyhol ders, Al askan injured workers. It would go to
the Guaranty Fund should there be an insol vency.

Section 4 goes with that. It nmakes the Guaranty Fund
the first priority over other delinquency proceedi ngs.
So, that noney would specifically go back into the
GQuaranty Fund. Statutory requirenments today, which
woul d be doubled by this, are a mninumof $1 mllion.
So, we would have an additional amount of noney from
the insurance conpany who might |ater becone insolvent
to go to the Guaranty Fund.

Section 5 is dealing wth the change 1in the
conposition in the board of governors of the Guaranty
Association. Currently, it 1is a nine-nenber board:
seven insurance conpanies and two public nenbers. On
the actual current board today we only have one public
menber | appointed in Novenber. As we’ve gone through
the problens wth the CGuaranty Association, the
i nsurance conpany representatives have been inval uable
board nenbers. Their advice, their obvious famliarity
with the workers’ conpensation system wth insurance,

has been very very beneficial. However, it appears
that in the situation we face, there are a nunber of
stakeholders in the Guaranty Fund. In the instance

case where the workers may have an interruption of
benefits, enployers who may get those obligations
back, it was ny intent to expand that board not by
nunber, but by representation to gi ve t hose
stakeholders a seat at the table as these decisions
are bei ng nmade.

Section 6 is called the net worth. ..

CHAIR BUNDE interrupted to ask which nenber represents
| i censees.

M5. HALL replied the insurance agent nenber (who works with the
i nsurance conpani es and enpl oyers). They are called licensees in
Al aska statute. She continued:

Section 6 provides for what’'s called a net worth
exclusion. This provision would exclude from coverage
under the Guaranty Association if the net worth of the
insured exceeds $25 million. Thirty-two other states
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around the country have this type of provision today.
It may range froma $10 mllion net worth exclusion up
to $50. This is a nore nmddle of the road, the one
nost common around the country. The purpose here is to
provi de sone type of cap on the costs of clains in the
fund. It does. An enployer whose net worth would
exceed the $25 million would not receive the benefit
of the Guaranty Fund for their clains.

In the situation we face today in the Quaranty Fund,
when all of the Frenont clains, all 700 of them were
transferred to the Guaranty Association in July, those
clains are sent back to the state of residence of the
injured worker by statute. As we sent clains back out
to states, several of those were returned to Alaska to
the Al aska Guaranty Fund by states that had this sane

type of provision. So, it would really bring our
GQuaranty Fund nore on parity with those of nobst other
st ates.

CHAI R BUNDE asked her to list a couple of Al askan firns that
woul d have a net worth of nore than $25 mllion.

M5. HALL said she knows of one, but didn’t want to put the nanme
in a public record.

CHAIR BUNDE said the comittee would probably want sone
specifics as they go al ong.

M5. HALL said that was possible and conti nued:

Section 105, | addressed in ny introduction purposely
— the assigned risk pool — and the need to nake that
self-funding. It’s a major conponent in our fragile
i nsurance environnent. This section repeals the 25
percent.. ..

Policies in the assigned risk pool today have a cap of
25 percent difference between the rates in the
traditional mnmarketplace and the assigned risk pool.
That also has an exclusion for policies under $3,000
in premum As I’ve indicated earlier, | think it’s
critically inportant that the assigned risk pool be
self-funding. The losses in that pool have been even

nore excessive than what we’'re seeing 1in the
traditional marketplace. The cap right now is |ower
than that in many states. W see sone states - the
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hi ghest cap |’ve seen is 65 percent and | can’'t give
you the state nanme. But we see a w de range of caps
there, obviously. So we don't overly burden those
enpl oyers who have their policies witten in the
assigned risk pool - when the burden of that assigned
risk pool starts to affect our whole marketplace, |
think we really desperately need to reassess that
phi | osophy.

Approxi mately 6,000 of the 8,800 policies in the
assigned risk pool have premuns under $3,000. 1’ve
| ooked at that cutoff; 1’ve |ooked at 5,000. Eighty-
three percent of the policies in the pool have
prem uns under $5,000. Generally, in the under $3, 000
[group], the average premium is $864. These snal
enpl oyers are just as likely to have clains as |arger
enpl oyers and those clains can be just as costly as
the claim of a larger enployer. Cainms have costs
based on the nature of the injury. At an average
premium of $864, a single claim will offset hundreds
of those small policies. That’s the biggest reason
today that the pool has been unprofitable. Wen you
have those very small polices and they' re not paying
the surcharge, even, that the smaller, but higher
premum policies are, we don’'t have a self-funding
mechani sm here. As | described in the introduction,
the financial burden on insurance conpanies from this
mechani sm where they are charged anywhere from 4 to 6
percent has nmde Alaska a very unattractive market.
It’s that fragile balance where we try to do consuner
protection, but we need a healthy conpetitive
mar ket pl ace to do that and | think we need to | ook at
these factors that are affecting that.

CHAI R BUNDE said, “My section 105 repeals that 25 percent cap.”

M5. HALL replied that was correct, but there would be no cap and
rates would still go through the filing process wth the
Di vi sion of Insurance.

CHAI R BUNDE asked her if this proposal was sonething like the
assigned risk auto pool where a young nman’'s premum is
substantially higher than an older male's premum - the
reasoning being that the older male should not have to pay
hi gher insurance rates because the younger nale would have nore
cl ai ns.
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IVS.
i nsurance cover ages,

HALL replied that was right. They are both nandatory

sure to obtain that coverage.

CHAI R BUNDE asked i f

ri sk pool .

M5. HALL replied no and that concluded her testinony.

CHAI R BUNDE asked Director

2:00 p.m

Li sanki e to address the comm ttee.

so there is a place where consuners can be

there was a cap on the autonotive assigned

MR. PAUL LISANKIE, Director, D vision of Wrkers’ Conpensation
Department of Labor and W rkforce Devel opnent (DOLVD),
there is one change to the benefits that are payable under
Workers’ Conpensation Act. He expl ai ned:

VR.

Section 86 deals with cost of living adjustnments to
wor kers’ conpensation benefits. Currently, if someone
noves, iIf soneone resides, outside the State of

Al aska, the division contracts with a conpany that
determ nes the cost of living in various parts of the
United States. Right now, if they are in an area of
the country where the cost of living is less than — |
think we’re keyed to Anchorage — then the conpensation
rate woul d be adjusted down. If, on the other hand, if
they live in any other part of the country where the
cost of living actually exceeds that in Anchorage,
their benefits would be adjusted upwards. That’s under
the current act. Wat Section 86 would do is that it
would cap any upward adjustnents at the anount that
could be paid to sonmeone who resided in Al aska. So

essentially what it would do is that no one would get
paid nore conpensation than soneone who is an Al askan
by dint of the fact that they noved outside. That's a
subtle change, but it is the one change that | am
aware of to the actual benefits.

M. Chairman, vyou alluded to the rather [|engthy

section-by-section analysis, which | have found
hel pful and hope the committee does, as well. | didn't
prepare it; | don't want to take credit for it. Oher

peopl e spent a lot of time putting it together.

sai d

t he

LI SANKIE summarized saying that because the Wrkers’
Conmpensation Act is quite lengthy and the board is responsible
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or involved in alnost all aspects of the system this
| egislation contains a large nunber of what are essentially
conform ng anendnent s

He explained that the division director gets additional powers
that the position doesn’'t have now, in part, because nothing in
the current act identifies the position of director. This bill
establishes that position and puts the incunbent in the overal
posture of adm nistrating the workers’ conpensation system

One of the nost inportant changes and a powerful too

that would be available to the director surrounds the
area of wuninsured enployers. As the comrttee is no
doubt aware, there [are] a significant nunber of
uni nsured enployers in the State of Al aska who do not,
for whatever reason, conform to the |egal requirenent
that they nake sure they insure for their enployees

wor kers’ conpensation benefits. The division currently
has a zero tolerance policy. W do attenpt to
investigate and when we identify soneone who appears
to be an uninsured enployer, we take steps to further
that investigation. In the appropriate instances, we
file an accusation against them and require them to
appear and prove whether or not they have the
i nsurance that we believe they do not have.

CHAI R BUNDE asked if sonme enployers also claim that they don't
have to have insurance.

MR. LISANKIE replied that is correct. He explained further, if
an enployer is in violation of a statute, a stop order is
i ssued. Typically, the enployer either proves that enployees no
| onger work for them and, therefore, there’s nothing to stop or
t hey acquire the necessary insurance.

What SB 311 provides is an inportant civil penalty provision
saying that even if an enployer brings his insurance current, he
woul d face a penalty of up to $100 per day, per enployee, for
the period of time they operated wi thout the required insurance.

Lack of insurance places the health and financial health of
enpl oyees in jeopardy, because neither their nedical benefits
nor their time |oss benefits are typically going to be paid.
Lack of insurance also gives those enployers an unfair advantage
over other enployers who follow the |aw
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MR, LISANKIE said this bill also provides a change in the way
di sputed workers’ conpensation clains are resolved in a couple
of ways. Currently, the board resolves disputed clains. It has
been growng continually from a single panel of three
individuals since its inception in 1959 to seven panels. Each
one consists of nenbers appointed by the governor representing
industry and labor and then the panel 1is chaired by the
commi ssioner of the DOLMD or their representative. Now there are
14 panel nenbers, plus the comm ssioner and the last tinme a
comm ssioner had tine to chair a panel was nmany years ago.
Typically, a workers’ conpensation hearing officer takes his
pl ace.

Panels are entitled to act based on a quorum so it’s possible
to have a decision made by any two of the three. This neans that
now workers’ conpensation hearing officers are functioning as
the multiple representatives of the DOLWD conm ssioner. |ndustry
and | abor representatives don't always sit together on the sane
panel and over 300 potential conbinations of deciders are
possi bl e. Consequently, the current system is kind of weighted
agai nst consistency sinply by the fact that there are so nany
different panels that are each entitled to weigh in with their
own opi ni ons about obl i gati ons, rights and | egal
interpretations. Different panels can nake different decisions
on the sane issues and, “They are legally entitled to do it as
far as | know. They are not doing anything wong.”

If an individual knows there have been two different decisions,
he has no way of getting the question resolved. Each individua
can appeal to the Superior Court, but the problem with that, as

far as consistency goes, is that the court’s opinion is not
viewed by the board to be binding other than for that i ndividual
deci si on. “The current structure IS wei ght ed agai nst

predictability or consistency by its very nature. It has nothing
to do with the intentions of the people that are serving.”

MR. LI SANKI E explained that this bill addresses that concern by
replacing the workers’ conpensation board in tw ways: first,
| anguage in section 11 establishes a workers’ conpensation
appeals comm ssion. This commssion wuld fill the appellate
role that is currently filled by the Superior Court judges. The
initial hearing role of the workers’ conpensation board 1is
replaced (in section 59) by a group of conmssion hearing
of ficers, who would be hired by the comm ssion. They would hear
the initial dispute and issue a witten ruling akin to what the
wor kers’ conpensation board does now (the initial decision). |If
the parties were unhappy with the results of that decision,
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their right of appeal would be to the workers’ conpensation
appeals commssion. It would not go directly to the court
system The conmi ssion would be made up of three attorneys who
are appoi nted by the governor and subject to confirmation.

TAPE 04-7, SIDE B
2:20 p.m

MR. LI SANKIE continued to explain that the conmm ssioners would
be required to have experience in practicing law within the
State of Al aska and have other requirenents, as well. Their sole
function would be to resolve workers’ conpensation disputes at
the initial appellate level by rendering a witten decision,
which would have full force and effect as precedent on other
people not involved in the individual appeal. The decisions
woul d be published so they could be researched by others, who
woul d know in advance whether a decision could rule in the
present case. The Alaska Suprenme Court wll continue to be the
final stop.

MR, LISANKIE said the Council of State Governnments, a non
partisan, non profit organization, has fostering excellence in
state governnents as one of its goals and in 1965 it came up
with a draft workers’ conpensation and rehabilitation law. He
expl ai ned:

That |aw was done with the advice and guidance of an
advisory conmttee. The advisory conmmttee that
originally cane up with it was chaired by Professor
Arthur Larson of Duke Law School. The |ate Professor
Larson, at that tinme, was recognized as the kind of

pr eem nent expert in t he field of wor ker s
conpensation. Even followng his death, his nulti-
volume treatise is still consulted by all of us who do

wor kers’ conpensation in the United States and is
frequently cited by our Suprene Court and by anybody
who 1is trying to interpret workers conpensation
matters.

Since 1965, there has been a suggested workers’
conpensation and rehabilitation law which has in it
this framework that is being proposed of having the
initial disputes handled by a hearing officer who has
to be admtted to law and practice law in the state —
and then have the appeals taken to either an appeals
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board, an appeal conm ssion, an appeals tribunal,
what ever you call it.

The only change that they made was in around 1970,
when t he f eder al gover nnment was passi ng t he
Cccupational Safety and Health Act. They established a
national conmssion on state workers’ conpensation
| aws, which Congress tasked with exam ning the |aws of
the various states and comng up wth suggestions -
kind of a state of the art or wunion, | guess. They
rendered a report around about 1972 that had about 84
specific recommendations for what they deenmed a nodern
wor kers’ conpensation program But, as the Council of
State Governnents points out in their publications,
the comm ssion’s recomendati ons were never put into
anything that could be adopted as a statute. So, what

the Council of State Governments did in around or
about 1974  was t hey revisited their ori gi nal
reconmended act; they changed it, as | say, strictly

to provide |anguage that would permt a state to
follow the recommendati ons of the national conmm ssion
if it wished to do so and they called it their revised
wor kers’ conpensation and rehabilitation law. That |aw
was essentially the framework for this proposal as far
as having hearing officers be the first deciders and
then having appeals taken to, in this case, what we
have call ed a wor ker s’ conpensati on appeal s
commi ssi on.

SENATOR FRENCH asked what the length of a term would be for an
appeal s conmm ssi oner.

MR. LISANKIE replied that SB 311 proposes four-year terns, which
is in the range of other Al askan boards and comm ssions.

SENATOR FRENCH asked if an individual could be reappointed and
if there was a limt to the tinme one could serve.

MR. LISANKIE replied that conm ssioners are not limted to one
term but there is a limtation on consecutive terns for being
the chair and the bill distinguishes one of the three nenbers as
the chair.

SENATOR FRENCH asked if the comm ssion would sit essentially as
a court of appeals over the decision made by hearing officers.

MR, LISANKIE replied that is correct.
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SENATOR FRENCH asked if their decisions would have the
precedential effect of being binding on the comm ssioners.

MR. LI SANKI E answered that was correct.

SENATOR FRENCH asked if the conm ssioners would, then, be a set
of judges that would never go before the public for confirmation
- the way judges do now.

MR LISANKIE replied that they would be confirned by the
Legislature, but they would not be judges. The statute that
applies to judges would not apply directly to them

SENATOR FRENCH said the court of appeals hears hundreds of
crimnal cases per year and issues, naybe, 20 decisions that are
sort of precedential.

MR. LI SANKI E said that was correct.

SENATOR FRENCH said he is trying to figure out why SB 311
contenpl ates giving an appointed board nore |egal authority than
the court of appeal s has.

CHAIR BUNDE interjected that there was sonme concern as to
whet her this bill should have a Judiciary hearing and naybe that
shoul d be part of the discussion.

SENATOR FRENCH strongly agreed.

SENATOR STEVENS said it seened that making the board nore
professional would lead to fewer appeals on the surface, but the
cost would be much higher [for the comm ssioners’ salaries] and
he asked himto explain the zero fiscal note.

MR LISANKIE replied that DOMD didn’t provide a zero fiscal
not e.

CHAIR BUNDE clarified that there are several fiscal notes and a
Fi nance referral.

SENATOR STEVENS wanted a brief explanation of the cost.
MR, LISANKIE replied that there would certainly be a cost.
Currently, the workers’ conpensation board is nmade up of

vol unteer nenbers of the public who serve at considerable cost
to their owmn lives and receive a $50 per day stipend, whether
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they need it or not. To replace that systemwth three full-tine
conmi ssioners and staff would have a cost associated with it.

SENATOR FRENCH asked if this bill reclassifies hearing officers
or does anything different with the way they are enployed or
retai ned by the state.

MR  LISANKIE replied yes; the hearing officers would be
partially exenpt.

SENATOR FRENCH asked him to explain what the difference would
be.

MR. LISANKIE replied that the hearing officers right now are
menbers of the general governnent wunit and are hired through
that system The conmm ssion would be hiring partially exenpt
hearing officers, a different system

SENATOR FRENCH asked if the conmm ssioners would be non-union
nmenbers.

MR LISANKIE replied that he didn't know if partially exenpt
hearing officers are union nenbers or not.

SENATOR FRENCH said that he worked partially exenpt for the
Departnent of Law as a crimnal prosecutor and wasn’'t part of a
union. Partially exenpt nmeans that one serves at the pleasure of
the district attorney or the governor.

MR. LISANKIE said he didn't know enough to nmake a definitive
stat enent .

SENATOR FRENCH said he [M. Lisankie] was the person presenting
the bill and asked if it was his wunderstanding that the
adm ni stration envisions union or non-union hearing officers.

MR LISANKIE replied that his wunderstanding is that the
partially exenpt hearing officers would not be expected to be
menbers of a union.

MR. CHANCY CROFT, Anchorage attorney, said he thought this was a
very inportant bill and he hoped it received a lot of scrutiny.
Wiile he admred and respected Ms. Hall and M. Lisankie, he
t hought a nmj or problem exi sted and expl ai ned:

| was often accused by Senator Zeigler in ny days in
the Legislature of doing unprovoked good and | think
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doing away with the workers’ conpensation board and
instituting a system of hearing officers dismsses the
public and it would be very bad policy. I would I|ike
to spend sonme time talking about it and | would be
glad to cone next week to do that.

CHAI R BUNDE set SB 311 aside until next week.
#

"#SB276
SB 276- ALASKA | NSURANCE GUARANTY ASSOCI ATl ON

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

SENATOR GARY STEVENS noved to adopt CSSB 276(L&C), version 23-
GS2105\ H.

SENATOR FRENCH obj ected for purposes of discussion.

CHAI R BUNDE recapped that, from the insurance point of view M.
Hall had told the commttee about the necessity for spreading
the premium as wi de as possible, even requiring people who do
not directly benefit from the Guaranty Fund to contribute. The
proposed CS renpves any additional assessnment and has a letter
of intent suggesting that the shortfall be made up from excess
earnings of the Permanent Fund. It 1is the intent of the
Legislature to spread the appropriations to the Wrkers’
Conmpensati on program over the course of five years to cover the
projected shortfalls: $5,800,000 for 2004 and $8,800,000 in
2005. This year’s fiscal note is for $8,890, 700.

SENATOR FRENCH continued his objection stating that he shared
their desire to solve this problem but the general fund and,
ultimately, the Constitutional Budget Reserve (CBR) would pay
for the shortfall.

CHAI R BUNDE responded that going to the general fund seened nore
| ogi cal than dunning people who can't directly benefit. He said,
“I't may be also an illustration of a personal philosophy about
how t hose nonies in the earnings reserve really ought to be used
for.”

SENATOR STEVENS said he has heard from nany communities that are
self insured in joint insurance arrangenents who would be very
seriously affected by paying additional premuns and he
appreci ated their being taken out of the m x.
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M5. HALL commented that for philosophical reasons, she had
presented him with alternatives that didn't draw on state
noni es.

These are unpopul ar; they are controversial and | hear
from those sanme people that Senator Stevens refers to.

That to me is a public policy call that | think I
would prefer not to comment on.... | want to have a
piece in our legislation to make sure we never go back
where we are. | don’t want the letter again that says
we're goi ng to prorate wor ker s’ conpensati on
claims.... | would like to keep the ability, at |east

of the Alaska Industrial Devel opnent & Export
Authority (AIDEA) to guarantee a |oan should we ever
get in a situation again if there were changes to the
bill.

CHAI R BUNDE said he woul d be happy to put the reference to Al DEA
back into the bill

SENATOR FRENCH said he maintains his objection to the proposa
al t hough he understands the chair’s intention.

CHAIR BUNDE said, because two nenbers of the comrmittee were
m ssing, he would like to wait until next Tuesday to pass the
bill out, but wanted to vote on the adoption of the CS

Senators Stevens and Bunde voted yea; Senator French voted nay
and CSSB 276(L&C) was adopt ed.

CHAIR BUNDE said that he would hold the letter of intent until
next week, as well.
#

"#SB273
SB 273- ASM BOARD/ SEAFOCOD TAXES & ASSESSMENTS

CHAI R CON BUNDE announced SB 273 to be up for consideration. He
asked Senator Stevens if he wanted to make additional comments
on his bill

SENATOR GARY STEVENS responded that the goal was to find an
adequate way to fund ASM in the future, realizing there had
been substantial reductions to its funding because of reduced
salnon price and catch. SB 273 is an attenpt to see the funding
continue for the good work that ASM does in marketing Al aska
seaf ood products.
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A guestion was rai sed about whether the seafood nmarketing tax is
unconstitutional and Senator Stevens referenced a letter dated
February 4, 2004, from George Uternohle, Legislative Legal and
Research Services, which basically answers no.

The second question raised is what ASM wuld do with the
addi tional $2,610,000 in revenue from the proposed .3 percent
tax on non-salnon species. He wanted Laura Flemng, ASM
representative to address that.

M5. LAURA FLEM NG Director, Public Relations, Al aska Seafood
Mar keting Institute (ASM), said she was asked to answer several
guestions and would begin with the shortest answer. The .3
percent tax on other species, if it were enacted, would restore
ASM’s funding to where it was three years ago and that would
allow them to restore their prograns to what they were three
years ago and put an additional enphasis on whitefish and
shell fish varieties. The current board has nany representatives
of whitefish interests, both harvesters and processors. Very few
processors confine thenselves to one species and processing
whitefish varieties has been very lucrative, keeping a lot of
conpani es, which have fornerly processed salnon, on their feet.
She sai d:

Whitefish varieties include pollock, sole, black cod
and halibut and are an integrated part of all ASM’s
marketing activities. They are part of the Al aska
seaf ood basket of products that are associated wth
the brand. We |everage that brand equity in the US

and overseas. The overseas market is probably of the
greatest interest to the pollock industry. W are
paying for nost of the activities in those markets
with federal dollars, because our federal export
activities are paid for through an agricultura

service. W provide year-round assistance to the
surim industry and to the pollock industry in those
key overseas markets. W have market representatives
in those overseas markets. W do pronpotions that
retail and do food service with restaurants.

A lot of the surim processing and so on involves our
educating the trade about availability and superiority
of our products - that nmeans the people who take the
raw product and turn it into wde varieties of
products that you see in their magazines. | just
brought along an exanple [indicates panphlet].... The
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French and Germans use huge anmpunts of surim . The
market in France has grown three tinmes in ten years.
It’s tripled in 10 years. So, it’s a huge part of it.

CHAI R BUNDE asked what role ASM has had.

M5. FLEM NG replied that ASM has had trade sem nars for the big
inmporters and exhibits at the European Seafood Exposition, the
bi ggest seafood tradeshow in the world, where $70 nmillion worth
of business was done last year. A lot of that business was
whitefish. Al so, she noted the shrinking of Atlantic cod stocks
has opened up big opportunities for Alaska and ASM. Pacific cod
and pollock are being used in place of Atlantic cod, until
farm ng operations ranp up.

ASM organi zes pronotions for food service suppliers that use
Al aska seafood to make their products and then brand it Al askan
in their catalogues. They also do prompotions in Spain and
Portugal where fish fillet sandwi ches are a huge grow h market.

M5. FLEM NG said she is not surprised that sone pollock
fishermen don’t know about ASM’'s efforts, because even though
they sell fish at the dock, they don’t sell the processed
product. Sonetines the product is used just as a val ue-added
i ngredi ent and ASM al so pronotes those.

ASM helps the Genuine Alaska Pollock Producers, a trade
organi zation, in setting up exhibits in the US and Europe.
Menbership in that organization has a |lot of crossover with the
whitefish conmttee of ASM. She noted a newspaper wth a
circulation of 8 mllion readers that had an article in it about
the benefits of adding fishing to the diet. About 60 percent of
seafood in the US. is consuned in restaurants and ASM does a
lot of pronmotions with restaurants and Sysco, a food service
di stribution conpany. For instance, there are 56 Al aska seafood
itens in Sysco’'s food catal ogue; of those itens, a big portion
are made with Al aska whitefish varieties. “So, about 60 percent
of our pronmotions with those Syscos of the world are wth
pol l ock and cod.”

CHAI R BUNDE asked her for rough nunbers on the tinme, effort and
noney ASM puts into salnon conpared to whitefish and other
seaf ood.

M5. FLEM NG replied:
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W always do all-species marketing for alnost all of
our pronotions. Some mght be specifically benefiting
hal i but or cod or salnon, but we always bring a whole
basket of products to the table. So, it's a little
tricky to split out exactly the dollars, but | would
say...in the past, it has been about half and half,
but now the balance is shifting and the amount of
noney from salnon is less. So, the whitefish industry
has been asking us to denonstrate that we are giving
them their fair share. W have on several occasions
tried to break out for them what we are doing for
whitefish. So far, they have always been satisfied -
all the people on our board and on our commttees have
been satisfied with the results we are obtaining,
especially since we |everage every industry dollar and
| everage a | ot of value out of it....

CHAIR BUNDE asked if she is saying that if the whitefish
industry is paying for a larger portion of their funds, ASM
woul d provide them an equal effort.

M5. FLEM NG replied that so far industry has been satisfied with
ASM’'s pronotion of the species. She pointed out that the ASM
chai rman of the board fishes for whitefish and the board is the
entity that tells staff what to do.

CHAIR BUNDE said this would be a good tinme to bring M. Stinson
in to the conversation.

MR, JAY STINSON, Chair, ASM, added that the apparent needs of
various industries create a different dynamc from year to year
and there is no hard and fixed nunber for what ASM’s pronotions
do every year. Its all ocation efforts revolve around
equitability within the industry and where the noney is comng
from Currently, the board has 25 nenbers, but counting ex-
officios, there is a total industry representation of 80
menbers.

CHAI R BUNDE asked M. Stinson if he favors SB 273.

MR. STINSON replied that the board has |ong-term concerns about
stable funding for ASM and supports that portion of the bill.
However, it supports a board of 15 nenbers, not the nine in the
proposed |anguage. He rationalized that part of ASM'’'s charter
is to represent the interests of the fishing organizations as
well as to mamintain a certain fiscal responsibility and a
certain tension needs to be nmaintained.
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SENATOR STEVENS countered that whatever the size of the board,
representation of the whole industry is always a concern. He
asked M. Stinson to comment on how non-salnon fishernmen and
processors are currently represented on the standing commttees.

MR. STINSON replied that there are seven standing comm ttees.
3:07 p. m
TAPE 04-8, SIDE A

MR.  STINSON continued saying that there is a Canned Sal non
Commttee, a Salnmon Marketing Committee, an Export Pronotions
Conmttee, a Seafood Technical Committee, a Shellfish Commttee
and a Wiitefish Commttee. The commttees have approxi mately 90
i ndividuals representing the various aspects of the seafood
industry. Current by-laws say the board has to have 12 nenbers
that are involved in commercial fishing and nothing prevents the
gover nor from i ncl udi ng whi tefish harvesters in hi s
appoi ntnents. Any segnent that wants to be involved is nore than
wel conme to come to the table. “Basically, we try to naintain an
equi table representation, both by region and by species, in the
entire Al aska fishing industry.”

CHAI R BUNDE asked Senator Stevens to respond to a communi qué
from a gillnetting association about its concerns wth the
hat chery cost recovery tax.

SENATOR STEVENS said a letter from the United Southeast Al aska
Gllnetters is supportive of the 1 percent salnon tax, but
opposes applying it to the hatchery cost recovery program
because of double taxation — an issue that should be discussed
further.

CHAI R BUNDE encouraged him to address that issue as the bil
noves through the process. He closed public testinony.

SENATOR STEVENS recapped that they had heard from M. Flemng
what ASM would do wth additional revenue and noted at the |ast
board neeting Executive Director Ruta indicated that whitefish
was al so facing problens in the future with fish farmng. So, it
was inmportant to know what ASM intended to do about that issue.

Figures from the Commercial Fisheries Entry Comm ssion (CFEQC

show that of the 6,848 non-sal non permt holders, 22 percent are
non-resident. The National Mrine Fisheries Service (NWS)
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report on federally licensed fisheries indicates 20 percent out-
of - st at e addresses.

SENATOR STEVENS said the issue of the future of whitefish
farmng had not been discussed by M. Flenming, but ASM is
prepared to deal with it.

CHAI R BUNDE qui pped that he assuned ASM would not advocate for
it.

SENATOR STEVENS agreed and added that he felt he could defend a
ni ne- menber board since nost boards work best with a smaller
nunber and this measure maintains and enhances funding to ASM
at previous levels. Wth that, he noved to pass SB 273 from
commttee wth individual recomendations and the attached
fiscal note.

Senator Stevens, French and Bunde voted yea; and SB 273 noved
fromcomittee.
#

CHAI R BUNDE adj ourned the nmeeting at 3:25 p.m
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