HOUSE FI NANCE COW TTEE
April 15, 2005
1:46 p. m

CALL TO ORDER

Co- Chair Meyer called the House Finance Conmittee neeting to
order at 1:46:45 PM

MVEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Eric Croft

Representati ve Ri chard Foster
Representati ve M ke Hawker
Representative Jim Hol m

Representative Mke Kelly
Representative Carl Moses
Representative Bruce Weyhrauch

MEMBERS ABSENT

Representati ve Reggi e Joul e

ALSO PRESENT

M ke Pawl owski, Staff, Representative Myer; Sally Saddler,
Legi sl ative Liaison, Ofice of the Conm ssioner, Departnent
of Commerce, Community and Economi c Devel opnent; Linda Hall,
Di vi sion of Insurance, Departnment of Comerce, Conmmunity and
Econom c Devel opnent; Suzanne Cunningham Staff, Co-Chair
Meyer; Jerry Burnett, Legislative Liaison, Departnent of
Revenue; Steve Porter, Deputy Conm ssioner, Departnent of
Revenue; Wayne Stevens, President, Al aska State Chanber of
Commerce; Kristin Ryan, Director, Division of Environnental
Health, Departnment of Environmental Conservation; Joel
G | bertson, Conmm ssioner, Departnent of Health & Social
Services; Tom Brice, Council of Laborers 942 & 341, Local
71

PRESENT VI A TELECONFERENCE

Dan Di cki nson, Director, Tax Division, Department  of
Revenue, Anchor age; Chris Kennedy, Assistant Attorney

General, Departnent of Law, Connie Marshall, Small Business
Advocat e, Ofice of Advocacy, us Smal | Busi ness
Adm ni stration

SUVMVARY

HB 71 "An  Act relating to a credit for certain

expl oration expenses agai nst oi | and gas
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HB 33

HB 147

properties production taxes on oil and gas
produced from a |ease or property in the state;
relating to the deadline for certain exploration
expenditures used as credits against production
tax on oil and gas produced from a |ease or
property in the Al aska Peninsula conpetitive oi
and gas area wide |lease sale area after July 1,
2004; and providing for an effective date."

CSHB 71 (FIN) was REPORTED out of Committee with a
“do pass” recomendation and wth a zero fisca
i npact note by the Departnent of Revenue and with
a new indetermnate fiscal inpact note by the
Depart ment of Natural Resources.

"An Act relating to the effect of regulations on
smal | businesses; and providing for an effective
date."

CSHB 33 (FIN) was REPORTED out of Committee with a
“no recomendation” recommendation and wth the
fol |l ow ng new fiscal i mpact not es: an
indeterminate note by the Departnent of Law, a
zero note prepared by the House Finance Conmttee
for the Departnent of Environnental Conservation

a fiscal note by the Departnment of Conmerce,
Community and Econom c Devel opnent, a zero note
prepared by the House Finance Committee for the
Department of Health and Social Services, and zero
note by the Departnent of Labor and Workforce
Devel opnent .

"An Act relating to the regulation of insurance,
i nsurance |icensing, surplus [|ines, i nsurer
deposi ts, not or vehi cl e service contracts,
guaranteed autonobile protection products, health
di scount plans, third-party admnistrators, self-
funded multiple enployer welfare arrangenents, and
sel f-funded governnental plans; and providing for
an effective date."

CSHB 147 (FIN) was REPORTED out of Conmittee with
a “no recommendation” recomendation and with a
zero fiscal inpact note by the Departnent of
Commer ce, Community and Econom c Devel opnent .

1:47: 29 PM

HOUSE BILL NO. 71

"An Act relating to a credit for certain exploration
expenses against oil and gas properties production
taxes on oil and gas produced from a | ease or property

in

the state; relating to the deadline for certain
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exploration expenditures wused as «credits against
production tax on oil and gas produced from a | ease or
property in the Al aska Peninsula conpetitive oil and
gas area wide |ease sale area after July 1, 2004; and
providing for an effective date."

SUZANNE CUNNI NGHAM STAFF, CO CHAIR MEYER, expl ai ned that
the new CS, version P addresses concerns about the ability
to potentially collect 80 percent of incentives. The new CS
clarifies incentives in Section 1, page 1, where it
di scusses 20 percent of the total exploration expenditures
that qualify only under (c) of this section. Subpar agr aph
(2) deals wth 20 percent of the total exploration
expenditures that qualify only under (d) of this section

Subparagraph (3) addressed 40 percent of the tota

exploration expenditures that qualify under both (c) and
(d) of this section.

Co-Chair Chenault MOVED to adopt the work draft to HB 71,
version 24-CGH1040\P, Chenoweth, 4/15/05. There being NO
OBJECTION, it was so ordered.

1: 49: 31 PM

Ms. Cunni ngham continued to explain that subparagraph (4)
deals with 40 percent of the total exploration expenditures
that qualify only under (e) of this section and pertain to
seism c exploration. This prohibits layering and reaching
80 percent. The new CS also incorporates the Cook Inlet
area for work perfornmed on or after July 1, 2005, and before
July 1, 2010. The House Resources version of the bill added
Nenana Basin, and there was discussion about adding the
Healy and Red Dog areas. Areas south of 68 degrees, 15
mnutes are eligible for incentives for exploration and
production, which takes the North Slope and ANWR off the
t abl e.

Co-Chair Meyer clarified that it includes the Red Dog area.
1: 51: 37 PM

STEVE PORTER, DEPUTY COW SSI ONER, DEPARTMENT OF REVENUE,
addressed principles of the tax credit. Tax credits |ook at
reservoirs that need assistance. For those that are not
getting good exploration in a particular area, but there are
decent prospects, an incentive may be appropriate. That
decision should happen in the Departnent of Natura
Resources. Once that discussion occurs, then the Departnent
of Revenue determ nes the |level of incentive to provide. It
is designed to benefit the taxpayer. There is currently a
di scussion as to whether or not to incentivize new areas in
the North Sl ope. He suggested working with the Departnent
of Revenue to decide, and he encouraged exploration there.
He also suggested that the commttee get an exploration
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manager to tell them what kind of benefit those incentives
are to exploration prograns.

1:54: 58 PM

Co- Chair Meyer expressed confusion because HB 71 was the
governor’s bill and it dealt with the Bristol Bay area. Now
ot her areas have been added. From a policy standpoint the
commttee wants to encourage exploration and production. He
rel ated that he does not know what areas to add to the bill
and has to rely on the departnent and the governor’'s office
for advice.

M. Porter responded that from Departnent of Revenue’'s point
of wview, the expansion is a policy call based on
conversations with the Departnent of Natural Resources. He
agreed if incentives are needed, then it is fine to go ahead
wi th the expansion

1: 56: 58 PM

JERRY BURNETT, LEQ SLATIVE LI Al SON, DEPARTMENT OF REVENUE,
clarified that Section 8 in the new CS says that provisions
of this section do not apply to taxes applicable under this
chapter, attributable to production from oil and gas
produced from an oil and gas |ease, or gas produced from a
gas only lease, located north of 68 degrees, 15 m nutes,
North latitude, or on the ANNR He asked if the intent for
this section is to take away credit imediately, or if the
credit is nmeant to be for exploration or production. This a
maj or change in how the tax incentive worKks.

Co-Chair Chenault replied that it is not the intent to take
away fromany tax credit currently available. The intent is
to provide for «credit in a specific area.

1: 59: 08 PM

Ms. Cunningham said that is correct. The intent is not to
adversely inpact areas that would have incentives expire in
2007. It is to extend the areas south of 68 degrees, 15
m nutes, to 2010. She suggested that a conceptual anmendnment
woul d be in order

2: 00: 05 PM

DAN DI CKI NSQN, DI RECTOR, TAX DI VI SI QN, DEPARTMENT OF
REVENUE, ANCHORAGE, (via teleconference) said the point
raised is correct. It will not apply to north of 68
degrees. He agreed that a conceptual anmendnent is in order.
He asked if the discussion is about exploration or
production in this area.

2:01: 19 PM
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Representative Croft requested <clarification from M.
D ckinson regarding Section 8. He inquired if anything
North of 68 degrees, 15 mnutes expires in 2007. M.
D ckinson replied yes and suggested that there needn't be
any limtation on exploration. The only way the credit can
be nodified is by selling to someone who does not pay
production tax. He stressed focusing on exploration.

Co-Chair Meyer asked how it inpacts the production side.
M. Dickinson replied that it does not need to inpact the
production side. He explained that the credit could be
t aken by someone who has production tax and is producing, or
by someone who is not producing or |lacks sufficient
production tax. There is no intent to restrict the market
for selling the credit.

2: 04: 26 PM

Co-Chair Meyer noted that the conmttee would return to
Section 8 to nmake the necessary anendnents.

Co-Chair Chenault infornmed the commttee about provisions in
the new CS for Cook Inlet oil and gas credit. The dates for
the Cook Inlet Basin incentive credits would be extended
from 2003 until 2010. It provides |anguage that allows
exploration wells in the Cook Inlet to be within the 3-mle
[imt, subject to review and approval by the conm ssioner
That would provide a 20 percent credit. It provides
| anguage that decreases the 25-mle boundary limt to 10
m | es, which also provides a 20 percent credit.

2: 06: 15 PM

M. Dickinson added that there is a $20 million limt for
the amount of credits granted in the Cook Inlet under these
rul es.

Co- Chair Meyer set HB 71 asi de.

Representative Kelly asked how requirenents in Cook Inlet
were | essened. Co-Chair Chenault responded that the 3-mle
limt is one area that the conm ssioner would | ook at, and
the 10-mle limt would be statutory.

2: 08: 38 PM

HOUSE BILL NO. 33

"An Act relating to the effect of regulations on snal
busi nesses; and providing for an effective date."

Co-Chair Meyer gave a brief history of the bill. In 1980
Congress passed the Regulatory Flexibility Act (RFA), which
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mandated that agencies consider the inpact of their
regul ations on small businesses. Based on the success of
that federal program the Ofice of Advocacy has drafted
| egislation for states to follow. Over 37 states have found
success wWith this program This bill would require state
regul atory agencies to consider the inpact of regulation on
smal | busi nesses and have the freedomto exam ne alternative
nmet hods. More expense woul d not be added to the agenci es.

2:11: 00 PM

M KE PAW.OABKI, STAFF, CO- CHAIR MEYER, referred to a flow
chart “Steps in the Regul ati on Adoption Process Under HB 33"
(copy on file.) He proceeded to informthe conmttee about
the various steps that would be taken under this bill to
change the regulatory process. He related the history of
regul ation, including checks and bal ances.

Co-Chair Meyer noted that nost of the other 37 states did
not need a fiscal inpact note attached to their |egislation.
M. Paw owski concurred. He described the office of the
smal | busi ness advocate.

2:16: 30 PM

Co-Chair Meyer asked if Amendnent 1 would zero out all
fiscal notes. M. Pawl owski replied that it woul d.

2:16: 57 PM

CONNI E  MARSHALL, SMALL BUSI NESS ADVOCACY, uU. S SMVALL
BUSI NESS ADM NI STRATI ON, (via teleconference) read portions
fromher witten testinony:

As the Regional Advocate for Region X, nmy job is to be
the direct link between state and |ocal governnents,
smal | business groups and snall business owners and
enpl oyees and the Ofice of Advocacy, based in
Washi ngton, DC. My chief concern is to help identify
regul atory concerns of small business by nonitoring the
i npact of federal and state policies at the grassroots
level. It is ny goal to see that prograns and policies
that encourage fair regulatory treatnment of smal
busi ness are devel oped and i nplenented to ensure future
grow h and prosperity. This is why | amtestifying in
support of proposed |egislation, which will strengthen
smal | business regulatory flexibility in Al aska.

The O fice of Advocacy enforces the Regulatory
Flexibility Act (RFA) on the federal level in order to
| essen the regulatory burden on small business. Mor e
than 93 percent of businesses in every state are snal

busi nesses. As you may know, small businesses wth
less than 20 enployees spend $6,975 each year per

House Fi nance Conmmittee 6 04/ 15/ 05 1:46 P. M



enpl oyee to conply with federal regulations—that is 60
percent nore per enployee than large firns with nore
t han 500 enpl oyees spend. And that is just the cost of
federal regulations. Smal | busi ness owners al so have
to shoul der the cost of state regul ations.

Under the RFA, Advocacy has shown tine and again that
regul ations can be reduced and the econony inproved
wi t hout sacrificing such i nport ant goal s as
environmental quality, travel safety, and workplace
safety. By working with federal agencies to inplenent
the RFA, in 2004 the Ofice of Advocacy saved small
busi nesses nationwide over $17 billion in foregone
regul atory costs that can now be used to create jobs

buy equi pnment and expand access to health care for
mllions of Aneri cans, or sinply mai ntai n
conpetitiveness in the marketpl ace.

Wiile sonme states have state regulatory flexibility
| egislation that mnmandates state agencies to perform
econonmi ¢ inpact analysis before they regulate, many do
not . For that reason, in Decenber of 2002 the Ofice
of Advocacy drafted nodel legislation patterned after
the federal Regulatory Flexibility Act and presented it
in areport titled, Small Business Friendly Regul ation:
Model Legi sl ation, which can be found on our website at
www. sba. gov. advo.

There are five critical elenents contained in the

Regul atory Flexibility Act nodel bill. Successf ul
state-level regulatory flexibility laws should have:
(1) a small business definition that includes nost

smal | busi nesses, (2) a requirement that state agencies
perform an economc inpact analysis before they
regulate, (3) a requirenent that state agencies
consider |ess burdensone alternatives that still neet
regul atory goals, (4) judicial review so that the |aw
has teeth, and (5) a provision for state governnent to

periodically review all its regulations. To be
effective, there should be few, if any exenptions from
the [|aw Even the best regulatory flexibility
initiative has little value if the mpjority of state
agencies are exenpted fromit. In order for regulatory

flexibility to work, there is a need for the Governor’s
| eadership, trained and educated state agencies that
understand their responsibilities, and the continued
i nvol venent of the small business community.

During this time of tight state budgets, you may be
wondering how nuch it costs a state to inplenent
regul atory flexibility for small business. The answer
is that inplenenting a regulatory flexibility system
can be done at little to no additional cost to the
state. Let ne share information fromthree states that
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have recently inplenmented regulatory flexibility
provi si ons.

In North Dakota, agencies were granted no additiona

funds to carry out their duties under the new RFA
| egislation. The state legislative review committee is
responsible for reviewing the regulations that their
state agencies, using econom c inpact analysis, have
determined mght be overly Dburdensone to snall

busi ness. So other than additional regulations for the
commttee to review, North Dakota has sinply absorbed
the new duties into their already existing system

Simlarly, in Colorado, agencies were granted no
additional funds to carry out their duties under the
new RFA | egislation. The Ofice of Policy Research and
Regul at ory Review in Col orado’ s Depar t ment of
Regul atory Agencies was given responsibility for
i npl ementing the new law. To neet the new obligations,
they shifted personnel in their office and dedicated
part of an IT person to inplenent their e-rul emaking
notification system Like North Dakota, Col orado
sinply absorbed the new responsibilities into their
current structure.

In Gkl ahoma, the fiscal note estimated that it would
cost $ 75,000 per year to support the Small Business
Regul atory Review Conmittee in the Departnent of
Commerce and to inplenment the regulatory flexibility
I aw. Since inplenentation began in 2002, the
Department of Commerce has not exceeded the $ 75,000
budget. Expenditures have been for printing marketing
materials, travel conpensation for the review commttee
menber s and conpensati on for t he committee
coordinator’s tine.

The benefits of inplenenting a regulatory flexibility
system truly outweigh the costs. Let ne give you an
exanple of how regulatory flexibility works from a
state that has had an active regulatory flexibility
program for nearly ten years. In Cctober 2004, New
York State adopted an energency regulation to prevent
prescription fraud by requiring the use of an official
State prescription formfor all prescribing done in New
York. The official prescription forns utilize security
features that will curtail alterations and forgeries
that divert drugs to black market sale to unsuspecting
patients and cost New York’'s Medicaid program and
private insurers tens of mllions of dollars annually
in fraudul ent clains.

Under New York's State Admi nistrative Procedure Act and

an Executive Oder signed by Governor Pataki, the
Department of Health was required to perform a
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regulatory flexibility analysis for small business
( RFASB) . It was found that the proposed regulation
woul d affect small businesses such as practitioners,
pharmaci sts, retail pharmacies, hospitals and nursing
hones.

Therefore, in drafting the regulation, the Departnent
of Health net with and considered comments from the
affected small businesses. By consulting with small
busi ness throughout the rule witing process, the New
York Department of Health was able to craft a
regul ation that net its goals w thout unduly burdening
smal | entities. For exanple, the regulation includes
the followng flexibilities for small business:

» Establishes a grant adm nistered by the Departnent of
Health to defray costs for software adjustnents faced
by phar nmaci es;

 Elimnates the official prescription fee for
practitioners and institutions; and

 Allows practitioners, pharmacists, retail pharnacies,
hospitals and nursing hones 18 nonths to transition
to the new prescription formsystem

As a result of the Serialized Oficial New York State
Prescription Form regulation, private insurers and the
Medi caid program are expected to save mllions of
dollars by reducing fraudulent prescription clains
while at the same tinme benefiting the state, its
citizens, and private insurers.

Since Decenber of 2002, ny fellow Regional Advocates
and | have been working with state |egislators across
the country to make regulatory flexibility for snal

business a legislative priority. In 2003, twelve
states introduced regulatory flexibility |egislation.
Governors in North Dakota and Colorado signed
regulatory flexibility legislation into law, while
Massachusetts Governor Mtt Rommey and West Virginia
Governor Bob Wse signed Executive Orders to inplenent

regul atory flexibility. I'n 2004, 17 states
(California, Connecticut, Georgia, Idaho, Illinois,
Kansas, Kentucky, M ssouri, Nebraska, New Jersey,
Pennsyl vania, Rhode Island, South Carolina, South
Dakot a, Tennessee, Washi ngt on, and W sconsi n)

i ntroduced regulatory flexibility |legislation and seven
states have signed it into |law (Connecticut, Kentucky,
M ssouri, Rhode Island, South Carolina, South Dakota
and W sconsin).

To date in 2005 eighteen states have introduced
regulatory flexibility legislation (Al aska, Al abams,
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Hawai i, Indiana, lowa, M ssissippi, Mssouri, Montana,
New Jersey, New Mexico, North Carolina, OGChio, Oregon

Pennsyl vani a, Tennessee, Ut ah, Vi rginia, and
Washi ngt on). Virginia Governor Mark Warner and New
Mexico Governor Bill Ri chardson recently signed

regulatory flexibility legislation into law. Also this
year, Arkansas Governor M ke Huckabee signed an
Executive Order to inplenment regulatory flexibility.

One of the many reasons, | believe, this legislation
has been so successful over the last two years is
because policy makers across the country are realizing
t hat regulatory flexibility is as an economc
devel opnment tool. There are over 23.7 mllion small
busi nesses in the United States and they are the job
creators: small firns create between 60 and 80 percent
of the net new jobs in our econony.

There is no question that small Dbusiness is the
backbone of the econony here in Alaska just as it is
t hroughout the country. According to the federal

definition of small business (500 enployees or |ess),
96.9 percent (15,485) of Alaska’'s enployers are
considered small and enpl oy over 59.6 percent (127,757)
of Al aska’s non-farm sector enpl oyees.

Sonetinmes, because of their size, the aggregate
inmportance of small businesses to the econony is
over | ooked. Because of this, it is very easy to fai
to notice the negative inpact of regulatory activities
on them The intent of HB 33 is to require regulatory
agencies to consider small businesses when regul ations
are developed and particularly to consider whether
there are alternative regulatory solutions that do not
unduly burden small business but still acconplish the
agency goal . Gving small enployers a voice early in
the process is a key to reducing the negative inpact of
regul ations on small businesses, increasing the |evel
of regul atory conpliance and passing on cost savings to
state econom es.

This legislation is good for small business in Al aska
and the Ofice of Advocacy comends you for bringing
House Bill 33 forward.

2:23: 39 PM

WAYNE STEVENS, PRESI DENT, ALASKA STATE CHAMBER OF COMVERCE
testified in support of HB 33. He asked the legislature to
create and maintain an efficient, expedient regulatory
environment, which is supportive of business investnent and
devel opnment, and encour ages busi nesses to | ocate and grow in
Al aska. He spoke in favor of having an effective oversight
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mechanism sinplified regulations, and a reduction in
adm ni strative costs.

2:24: 59 PM

KRI STIN RYAN, DI RECTOR, DIVISION OF ENVI RONMENTAL HEALTH,
DEPARTMENT OF ENVI RONMENTAL CONSERVATI ON, suggested that the
fiscal note for the departnment be zeroed out.

Representative Kelly requested that exceptions to the | aw be
addr essed.

2:27:18 PM

M. Pawl owski replied that the bill has gone through a |ong
process. He shared sone of the reasons for going to a
l[imted application. Sone troubling issues were raised.

Questions about the Natural Resources sector and allocation
deci sions by the Boards of Fish and Gane were taken off the
tabl e.

Representative Kelly asked, of the 37 states, how nmany did

t he sane thing. M. Paw owski replied that several did
especially those wth heavy resource developnent. He
referred to a mp showing the states that have adopted
regulatory flexibility (copy on file.) It varies anong
states, but nobst have exceptions. He offered to provide
nore details.

2:30: 08 PM

Representative Kelly asked if this bill captures “90

percent”. Co-Chair Meyer replied yes.
2:30:31 PM

Co- Chair Meyer MOVED to ADOPT Anendnent 1:

Page 1, |
Delete "(
I nsert "(

Page 2, |
Delete "(
I nsert "(

Page 2, line 4:
Del ete "The econonic effect”

Page 2, line 5:

Del ete "statenent nust provide"

Insert "(c) The econom c effect statenent required by
(a) of this section nmust provide, if available from
i nformati on gat hered under (b) of this section,”
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Page 2, |
Delete "(
I nsert "(

Page 2, |
Delete "(
I nsert "(
Delete "(
| nsert

Page 3, |
Delete "(
I nsert "(

Page 3, |
Delete "(
I nsert "(

Page 3, line 15:
Delete "or"

Page 3, line 18:
Delete "."

| nsert “;
Page 3, I

follow ng |line 18:
I nsert the

(o]
ol l owi ng new materi al :
"(6) that address standards, requirenents, or
conditions for reinbursenent by the designated state
agency for services to be rendered on behalf of the
designated state agency, that address amounts or rates
of that reinbursenment, or that adjust those anmounts or
rates to contain costs wthin the anount of
appropriations fromthe legislature for a state fiscal
year; or

(7) that establish standards, requirenents,
or conditions for the eligibility of an individual for
assistance under AS 18 or AS 47, or that establish
standards for determ ning the anount of assistance that
an eligible personis entitled to receive."

Page 3, line 19:
Delete "(g)"
I nsert "(h)"
Page 3, line 24:
Delete "(h)"
I nsert "(i)"

Co- Chair Chenault OBJECTED

Pawl owski noted that nost of the amendnent is conform ng

| anguage. The primary purpose of the anendnent is a
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clarification in Section 1 of the proposed legislation. It
brings the economc effect statement out of subsection (b)
to subsection (c), a clarification which gives the agencies
better direction. The second major change is on page 3,
following Iline 18. This addresses Health and Social
Services regul ati on such as rei nbursenent, cost containnent,
and eligibility standards. He explained that this section
clarifies that cost reinbursenment is off the table.

2:33: 24 PM

CHRI S KENNEDY, ASSI STANT ATTORNEY GENERAL, DEPARTMENT OF
LAW (via teleconference) explained that he does not have
nore to add to the discussion of Anendnent 1. The sol ution
is satisfactory to everyone concerned. He offered to answer
guesti ons.

2:34: 30 PM

Representative Croft related that the first part of the
amendnent nmakes a lot of sense by not requiring businesses
to seek extra, independent analysis. He spoke of a concern
on the second page of the anendnment regarding reinbursenent
rates for services provided by small businesses. The effect
on small businesses by the Departnent of Health and Socia
Services is so pervasive that it would take too nuch tine to
consi der. It goes from being a burden to defining the
busi ness. He opined that it seenms to be vital and should
not be shied away from

Co-Chair Meyer noted that this was discussed with the
Comm ssi oner.

2:37: 08 PM

Representative Hawker related that the Comm ssioner was in
agreement wth the anendnent. He referred to Representative
Croft’s comment and opined that there is a differentiation
between a small, private business and outsourcing a
necessary state service. He spoke in strong support of the
amendnent .

2:39:01 PM

M. Paw owski added that regulations have to be drafted to
achi eve cost containnent. Policy calls need to consider
whether this is an effective use of state resources and
whether there is a benefit to the private sector. The

application to this froma public policy statenent is that
consi deration needs to be done at the finance |evel during
the approval of the budget, and perhaps not in the
i npl enentation of the regulations. It happens at the
regulatory review commttee level and during finance
conmi ttee neetings.
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Representative Croft related that when Departnent of Health
and Soci al Services establishes a new Medicaid rate, if that

rate is lowered, it is viewed as cost contai nnment. I f by
lowering that rate, nore services are provided to nore
people, it is viewed as a benefit. \Wat is not adequately

considered is the effect on the people trying to provide the
servi ces. This needs to be looked in terns of inpacts on
smal | busi nesses and alternative nmeans sought.

2:43: 23 PM

Co-Chair Meyer said the argunent is that it should be done
when the budget is set, rather than by regul ation.

M. Paw owski offered a point of clarification about cost
containment and reinbursenent in eligibility regulation
exenptions. He referred to the Departnment of Health and
Social Services proposed regulations to Title VII, which
govern the conduct of small business.

Representative Croft comented that it does not make sense
to not discuss how daily rates affect small businesses. Co-
Chair Meyer argued that the daily rate is set up by the
budget process rather than by regul ation.

2:45: 49 PM

JOEL G LBERTSON, COWM SSI ONER, DEPARTMENT OF HEALTH & SOCI AL
SERVICES, related that the departnment has concerns about

regul ations causing reductions to prograns. He gave an
exanple of a Medicaid program appropriation reduction of
servi ces. The concern is if there are delays in
i npl ementing regulations because every day of delay costs
the state. The departnent requested Amendnent 1 to deal
with reinbursenent regulations. O her regulations would

remai n under this |egislation

2:49: 13 PM

Representative Croft inquired about rate reductions and
changes in the nethods of reinbursenents to |essen the
effects on providers. Conmi ssioner G | bertson responded
that it is a continuous bal ancing act regarding that issue.
He offered the Medicaid program as an exanple. Federal |aw
does not allow for different paynent policies.

2:52: 13 PM

M. Pawl owski added that if benefits and costs are reduced
on the “govern the conduct side”, the anount required for
rei nbursenent goes down. He inplied that there is still a
benefit to the business by addressing other regul ations that
are not exenpt.
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Co- Chair Chenault W THDREW hi s OBJECTI ON
There being NO OBJECTI ON, Anendnent 1 was adopt ed.
2:53:32 PM

Co-Chair Meyer MOVED to ADOPT Conceptual Amendnent 2:

Page 1, lines 1-2 [Delete all material]

Page 1, line 1 — Insert:

“An Act relating to requiring notification to the
Depar t ment of Commer ce, Community and  Econom c

Devel opnent, economc effect statenents, regulatory
flexibility analyses; a private cause of action
relating to the required economc effect statements or
regulatory flexibility analyses; and providing for an
effective date.”

Co- Chair Chenault OBJECTED for discussion purposes.

Co-Chair Chenault w thdrew his OBJECTION to adopt Concept ual
Amendnent 2. There being NO OBJECTI ON, Conceptual Anmendnent
2 was adopt ed.

2:55: 20 PM

ay BELL, ASSI STANT COW SSI ONER, OFFI CE OF THE
COW SSI ONER, DEPARTMENT OF LABOR AND WORKFORCE DEVELCOPMENT,
reported that he is relieved at the relative |ack of burden
to the departnent. He noted that the departnment would
review this legislation and is not bound by a positive
fiscal note.

2:56: 12 PM

Co-Chair Meyer noted Departnment of Health and Soci al
Services is ok with a new zero fiscal note. The Depart nent
of Environnental Conservation agrees with a new zero fiscal

not e. The Departnment of Law has an indeterm nate fiscal
not e. The Departnent of Labor and Workforce Devel opnent
will have a zero fiscal note. Department of Commer ce,

Communi ty and Econom ¢ Devel opnment would |ike assistance in
devel oping a new fiscal note.

2:58:01 PM

Representati ve Weyhrauch asked if boards and commi ssions are
subject to this bill. M. Paw owski replied that boards and
comm ssions confirmed by the legislature are subject to a
public confirmation process, and are nade up of
representatives fromthe industry that are already aware of
the needs of the industry. When a board or comm ssions

promul gates a regulation, the costs of that process are
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borne by fees, which are returned to small businesses.
Representative Weyhrauch asked if that applies to Fish and

Gane. M. Paw owski replied that was a separate issue
regardi ng energency allocations. Representative Weyhrauch
asked what happens if the agency does not conply with this
statute. M. Paw owski said that the judicial review was
di scussed in the House Judiciary Committee. He expl ai ned
the history of the judicial review

3:00:44 PM

Representati ve Weyhrauch related a problem he has with the
bill. Representati ve Wyhrauch expressed his concerns
regardi ng federal regulations and small businesses having no
power to affect regul ation. M. Pawl owski agreed that was
a valid concern. He explained that the agency would

consider public commentary and the review commttee could
di scuss the regul ation.

3:02:26 PM

Representative Foster MOVED to report CSHB 33 out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanying revised fiscal not es. There being NO

OBJECTION, it was so ordered.

CSHB 33 (FIN) was REPORTED out of Commttee with a “no
recomendati on” recommendation and with the follow ng new
fiscal inpact notes: an indeterm nate note by the Departnent
of Law, a zero note prepared by the House Finance Conmttee
for the Departnent of Environnental Conservation, a fisca

note by the Departnent of Comrerce, Community and Econom c
Devel opnent, a zero note prepared by the House Finance
Commttee for the Departnent of Health and Social Services,
and zero note by the Department of Labor and Workforce
Devel opnent .

3:03: 09 PM

HOUSE BI LL NO. 147

"An Act relating to the regulation of insurance,
insurance licensing, surplus lines, insurer deposits,
not or vehicle service contracts, guaranteed autonobile
protection products, health discount plans, third-party
adm nistrators, self-funded nultiple enployer welfare
arrangenments, and self-funded governnental plans; and
providing for an effective date."

LI NDA HALL, DI VISION OF | NSURANCE, DEPARTMENT OF COWUN TY
AND ECONOM C DEVELOPMENT, related that HB 147 proposes
statutory changes that would nake the regulation of
i nsurance nore efficient for the division, nore uniformfor
i ndustry, and provide protection to consuners. The first
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area of change is statutory changes in the |licensing area of
i ndi vi dual agents and brokers. The proposed changes are to
streamine the licensing process and to conformto nationa
st andar ds.

Ms. Hall explained that the second area of change deals wth
surplus lines insurance, insurers who do not file to operate
in Al aska. A couple sections deal with insurance conpany
deposits: one renoves the ability to use safety deposit
boxes, one permts the director to transfer and insure
deposit to the guarantee fund if that is assigned through

i nsol vency procedures. Several sections deal wth a
coommodity called Help D scount Plans, which 1look 1like
i nsurance but are not. From 2000-2002, nationally, over
200,000 of these plans were sold, which resulted in $252
mllion worth of wunpaid clains. The bill seeks specific

authority to regul ate these di scount plans.

Ms. Hall related that there are a nunber of sections that
deal with third-party adm nistrators, soneone who provides
adm ni strative services for health insurance plans. There
is language dealing with an owner-contractor insurance
program witten for |arge construction projects. Sone of
the rules would be codified in statute in this bill.

3:10: 07 PM

Ms. Hall noted that in Section 26, standards for ratemnaking
in health insurance |ines have been added. She spoke to
discrimnation and financial statenents. She offered to

answer questions fromthe commttee.

3:10: 52 PM

Representati ve Hawker suggested that this is an “esoteric”
bill.

3:11: 34 PM

Co- Chair Meyer MOVED to ADOPT Anendnent 1:

Page 15, line 25, follow ng "whether":
Del ete "an"

Page 15, |ine 26:

Delete "insurer"
| nsert ","

Co- Chair Chenault OBJECTED for discussion purposes.
Ms. Hall stated that the anendnent provides technical

changes and would require the use of a licensed third-party
adm ni strator.
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Co- Chair Chenault W THDREW hi s OBJECTI ON adopt Anmendnent 1
There being NO OBJECTI ON, Anendnent 1 was adopt ed.
3:12:42 PM

Co- Chair Meyer MOVED to ADOPT Anendnent 2:

Page 11, lines 28 - 29:

Delete "a self-funded nmultiple enployer welfare
arrangenment regul ated under AS 21. 85"

Insert "any person issued or required to obtain a
certificate of authority under this title to transact
life insurance, annuities, and health insurance or to
provi de coverage for the cost of nedical care"

Page 17, line 2, following "annuities,"
Del ete "or"

Page 17, lines 2 - b5:

Delete "offered or provided by an insurer, or in
connection with coverage offered or provided by a self-
funded nultiple enployer welfare arrangenent requl ated
under AS 21.85 or the Conprehensive Health |nsurance
Associ ation created under AS 21.55"

Insert ", or the provision of coverage for the cost of
nmedi cal care"

Co- Chair Chenault OBJECTED.

Representati ve Weyhrauch suggested in Amendnent 1, on page
15, line 25, to delete *“and”. Ms. Hall clarified that
Representati ve Weyhrauch was referring to Arendnent 3.

Ms. Hall stated that Amendnent 2 is a restatement of Section
3 in the current CS, version G which was put in error in
Chapter 12. She said it was a technical anendnent because
of an incorrect placenent of the |anguage. Co- Chair Meyer
poi nted out that Ms. Hall was referring to Arendnent 3.

Co-Chair Meyer clarified that the conmttee was talKking
about page 11, lines 28-29. Ms. Hall noted that |anguage
was renoved on page 11 and new | anguage was inserted.

Co- Chair Chenault W THDREW his OBJECTI ON. There being NO
further OBJECTI ON, Anmendnment 2 was adopt ed.

3:15:45 PM

Co- Chair Meyer MOVED to ADOPT Anendnent 3:

Page 2, line 8, through page 3, line 21:

House Fi nance Conmmittee 18 04/ 15/ 05 1:46 P. M



Delete all material .
Renunber the follow ng bill sections accordingly.

Page 14, followi ng |ine 31:

Insert a new bill section to read:

"* Sec. 22. AS 21.36 is anended by adding a new
section to read:

Sec. 21.36.065. Limtation on owner controlled
and contractor controlled insurance progranms. (a) An
owner controlled insurance program or a contractor
controlled insurance program is subject to both
AS 21.39 and AS 21.42, nust be approved by the
director, and shall be allowed only for a mjor
construction project. Owner controlled and contractor
controlled insurance programs are limted to property
insurance as defined in AS 21.12.060 and casualty
i nsurance as defined in AS 21.12.070.

(b) In this section, an owner controlled or
contractor controlled insured program does not include

(1) builder's risk or course of construction
i nsurance;

(2) insurance relating to the transportation
of cargo or other property;

3 i nsurance covering one or nor e
affiliates, subsidiaries, partners, or joint venture
partners of a person; or

(4) insurance policies endorsed to name one
or nore persons as additional insureds.

(c) In this section,

(1) “contractor"” mneans a person who neets
the definition of "contractor” in AS 08.18.171 and who
undertakes the performance of a construction project
for a project owner, its agent, or its representative;

(2) "contractor controlled i nsurance
program' means an insurance program where one oOr nore
insurance policies are procured on behalf of a
contractor, its agent, or its representative, by its
i nsurance producer, as defined in AS 21.27.900, for the
purpose of insuring the contractor and one or nore of
t he foll ow ng:

(A) the project owner;
(B) a subcontractor;
(C© an architect;

(D) an engineer; or

(E) a person performng professional
servi ces;
(3) “maj or construction project” neans the
process  of constructing a structure, bui | di ng,

facility, or roadway or mmjor renovation of nore than
50 percent of an existing structure, bui | di ng,
facility, or roadway having a contract cost of nore
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t han $50, 000, 000 of a definite termat a geographically
defined project site;

(4) "owner controlled insurance progran
nmeans an insurance program where one or nore insurance
policies are procured on behalf of a project owner, its
agent, or its representative, by its insurance
producer, as defined in AS 21.27.900, for the purpose
of insuring the project owner and one or nore of the

f ol | owi ng:
(A) the contractor
(B) a subcontractor
(© an architect;
(D) an engineer; or
(E) a person performng professional
servi ces;
(5) "project owner" nmeans a person who, in

the course of the person's business, engages the
service of a contractor for the purpose of working on a
construction project;

(6) "subcontractor" nmeans a person to whom a
contractor sublets all or part of a contractor's
initial undertaking."

Renunber the follow ng bill sections accordingly.
Page 15, |ine 25:

Del ete "AS 21.12. 140"

I nsert "AS 21. 36. 065"

Page 15, |ine 29:

Del ete "AS 21.12. 140"

I nsert "AS 21. 36. 065"

Page 17, |ine 26:

Del ete "22"
| nsert "21"
Page 17, |ine 28:
Del ete "22"
| nsert "21"

Page 17, |ine 29:
Del ete "22"
| nsert "21"
Co- Chair Chenault OBJECTED for discussion purposes.

3:16: 33 PM

TOM BRI CE, COUNCI L OF LABORERS 942 & 341, LOCAL 71, reported
that the unions have been tracking the |egislation. He
stated that there was not an objection to the (L&) version.
He indicated that there could be concerns with Arendnent #2.
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Representative Wyhrauch asked if M. Brice has seen the
amendnents. M. Brice said he had

Representative Weyhrauch asked if the portion of Anmendnent
2, lines 5-6, regarding the cost of nedical care, affects
the nedical trust admnistered by the union. M. Brice
t hought that question would be better directed to Ms. Hall.
He wondered if “to provide coverage for the cost of nedica
care” is incorporated under individuals that are required to
receive a certificate of authority to participate, or
whether that is a separate section. If it is a separate
section, that is redefining the public health trust.

Ms. Hall agreed with M. Brice's statenent that the pieces
that are controversial regarding the health trust should be
renmoved. She added that there is no intent to require a
person to obtain a certificate of authority. It was
directed to sel f-funded mul tiple enpl oyer wel f are
arrangenments, which are currently required to have a
certificate of authority.

3:19:58 PM
Ms. Hal | addressed Anmendnent 3, which Ilimts owner
controlled insurance prograns. She related that these
prograns woul d not change within the current bill, but nove
to AS 21.36. She offered to answer questions from the
conmi ttee.

Representative Hawker referenced to Section 24, “except as
provided in AS 21.12.140, an insurer, whether an authorized
or unauthorized insurer my not underwite an owner
controlled insurance program or contractor controlled
i nsurance program” He requested clarification. Ms. Hall
responded that these prograns are designed for nmjor
construction projects. It is not something that does not
al ready occur. Currently, the rules and definitions are in
the Worker’s Conpensati on manual s. It is not a change in
how t hese prograns are used, but it is a prohibition against
expanding them into things other than |arge construction
projects. Typically, these do not happen.

Co-Chair Chenault W THDREW his OBJECTI ON. There being NO
further OBJECTI ON, Anmendnment 3 was adopt ed.

Representative Foster MWWED to report CSHB 147 out of
Commttee wth individual recommendations and wth the
acconpanying fiscal note. There being NO OBJECTION, it was
so order ed.

CSHB 147 (FIN) was REPORTED out of Commttee with a “no
recomendati on” recomendation and with a zero fiscal inpact
note by the Departnent of Comrerce, Community and Econom c
Devel opnent .
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3:24: 28 PM

HOUSE BILL NO. 71

"An Act relating to a credit for certain exploration
expenses against oil and gas properties production
taxes on oil and gas produced from a | ease or property
in the state; relating to the deadline for certain
exploration expenditures wused as «credits against
production tax on oil and gas produced from a | ease or
property in the Al aska Peninsula conpetitive oil and
gas area wide |ease sale area after July 1, 2004; and
providing for an effective date."

SUZANNE CUNNI NGHAM STAFF, REPRESENTATI VE KEVI N MEYER, noted
that two amendnents have been drafted to HB 71. Anendnent 1
is to page 2, Lines 13-17.

Co- Chair Meyer MOVED to ADOPT Anendnent 1:

Page 2, lines 13-17

Delete Al WMaterial

| nsert New Materi al

(b) To qualify for the production tax credit under (a)
of this section, an exploration expenditure nust be
incurred for work performed on or after July 1, 2003,
and before July 1, 2007, except that an exploration
expenditure, in whole or in part, south of 68 degrees,
15 mnutes, North latitude nust be incurred for work
performed before July 1, 2010, and except that an
expl oration expenditure for a Cook Inlet prospect nust
be incurred for work performed on or after July 1,
2005, and before July 1, 2010, and

Page 6, line 12

Fol l owi ng: “do not apply to”

Del et e: “taxes applicabl e under this chapt er
attributable to production from oil and gas produced
froman oil and gas |lease, or to gas produced from a
gas only lease, located north of 68 degrees, 15
m nutes, North latitude or on”

Represent ati ve Hawker OBJECTED.

Ms. Cunni ngham expl ai ned the two parts of Amendnent 1.
Co-Chair Meyer inquired about the reference to 68 degrees,
15 m nutes. Ms. Cunningham clarified that it is south of
t he Brooks Range.

3:27:28 PM
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Represent ati ve Hawker questioned the wordi ng on page 6, line
12 “the provisions of this section do not apply to”. MVs.
Cunni ngham clarified that the |anguage is correct.

Co-Chair Chenault referenced lines 13-17 on page 2, the new
| anguage in Amendnment 1. He voiced concerned that the added
| anguage would allow credits for work from 2003
retroactively. He questioned if that would change the
legislation from the 25-mle to the 10-mle, and also
possibly wthin the 3-mle, with the conmm ssioner’s
approval. He enphasized that it was not the original intent
for work already performed to be included.

3:30: 08 PM

Ms. Cunningham replied that there would need to be an
exenption for Cook Inlet for July 1, 2005 to 2010.

DAN DI CKI NSQN, DI RECTOR, TAX DI VI SI QN, DEPARTMENT OF
REVENUE, ANCHORAGE, (via teleconference) spoke to the
proposed change. The current |anguage existing on page 2,
after the 2010 date, should be there. The new | anguage
should only change |ines 13-15. Ms. Cunni ngham responded
that on line 15, 2010 should be del eted because the current
program goes until 2007

M. Dickinson explained that if the amendnent were used to
replace all the |anguage, through and including 2010, then
the clause that starts with “except” would acconplish the
i ntent.

Representative Croft asked what would happen on page 6 if

the provisions do not apply. He suggested elimnating
Section 8. M. Cunninghamreplied that the rewite on page
6, wuld not apply to AN Representative Croft
acknow edged hi s m st ake.

3:34:16 PM

Co- Chair Chenaul t restated the potential concept ual
amendnent. Representative Kelly noted that the term nation

dat e woul d change.

3:35: 00 PM

Co- Chair Chenault MOVED to ADOPT a Conceptual Amendnent to
Amrendnent 1 that adds back the I|anguage that expiration
expenditures for Cook Inlet prospect nust be incurred for
work performed on or after July 1, 2005, and before July 1,
2010.

Representative Hawker WTHDREW his OBJECTION to adopt

Amendnent 1, as anmended. There being no further OBJECTI ON,
Amendnent 1 was adopt ed.
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3:35:54 PM

Co- Chair Meyer MOVED to ADOPT Anendnent 2:

Page 2, lines 1, 3, and 9
Fol  ow ng: “under”

Del ete” [(b) AND|

I nsert: (b) and

Page 2, line 7
Fol | ow ng: “under”
I nsert: (b),

Represent ati ve Hawker OBJECTED for di scussion purposes.

Ms. Cunni ngham explained that the amendnent reinserts
subsections (b) and (c) and clarifies that in order to get
the credit, a conpany has to nmeet the qualifications under
(b) which sets out the tinmefranes that exploration work
occurs and (c), which is the 3-mle limt.

Representative Croft noted that it is not the 40/80 issue
it is a timng issue. Ms. Cunningham replied that is
correct. She elaborated on the tinefrane.

3:38:21 PM

Representative Hawker WTHDREW his OBJECTION to adopt
Arendnent 2. There being NO OBJECTION, Anendnent 2 was
adopt ed.

3:39:13 PM

Representative Kelly asked for an opinion from Departnent of
Revenue.

3:39:40 PM

JERRY BURNETT, LEG SLATIVE LI Al SON, DEPARTMENT OF REVENUE,
stated that the bill preserves the intent of the statute.

Co-Chair Meyer declared a potential conflict of interest.
Representatives Kelly and Hawker objected.

3:41: 25 PM

Representati ve Hawker also declared a conflict of interest.
Representative Kelly object ed.

3:42: 05 PM

Representative Foster MOWED to report CSHB 71 out of
Conmittee with i ndi vi dual reconmendat i ons and t he
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acconpanyi ng fiscal notes. There being NO OBJECTION, it was
so ordered.

CSHB 71 (FIN) was REPORTED out of Conmittee with a “do pass”
recommendation and with a zero fiscal inpact note by the
Department of Revenue and with a new indetermnate fisca
i npact note by the Departnent of Natural Resources.

3:44:19 PM

ADJ OURNVENT

The neeting was adjourned at 3:44 PM
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