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ACTI ON NARRATI VE
CHAIR RALPH SEEKINS <called the Senate Judiciary Standing

Commttee neeting to order at 8:37:25 AM Present were Senators
French, Huggins, Therriault, and Chair Seekins.

SB 128- BOROUGH | NCORPORATI ON

8:38: 00 AM
MR. DAVE STANCLI FF, staff to Senator Therriault, introduced SB
128. The adjustnment in statutory |anguage is constitutional.

8:39:39 AM

MR. STANCLI FF informed currently when a group of people propose
a boundary change, the Local Boundary Comm ssion (LBC) may or
may not consider it, but if the government proposes a boundary
change, the LBC nust consider it.

8:41: 15 AM
MR. STANCLI FF researched the intent back to the founders of the
Al aska Constitution.

8:43: 03 AM
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MR. STANCLI FF quoted from Senator Vic Fisher:
“The borough, as visualized here, is even nore than just a unit

of local governnent; it is also a unit for carrying out what
otherwise is carried out as state functions. W (indisc)
visualize that the state will force boroughs to organize since

we feel they should be set up on such a basis that there would
be enough i nducenent for each to organize.”

8.45:18 AM
MR. STANCLI FF asserted SB 128 does not restrict the ability of
the LBC to consider any |ocal change brought before it.

8:47.:09 AM

MR. STANCLI FF aired governnent should originate with the people,
and especially with regards to borough formation and boundary
changes.

8:.48: 38 AM

MR.  DARROLL HARGRAVES, chairman, Local Boundary Conmm ssion,
testified against SB 128. The nenbers of the LBC are not
interested in working fulltine to advocate anything. They
respond to petitions and legistrative nandates. It is not their
purpose to look for borough planning and form ng. The precedent
has been set in establishing boroughs and cities and should be
pr ot ect ed.

8:51:23 AM
MR. HARGRAVES continued sonme people resist borough formation.
Most of the population is in a local borough that was nandated
by the Legislature. Delegate Barry Wiite expressed optim smthat
the State of Alaska would offer incentives for borough
formati on.

8:54:13 AM

The eight boroughs of Fairbanks, Mat-Su, Anchorage, Kenali
Peni nsul a, Kodiak Island, Sitka, Juneau and Ketchikan take in
nearly 7 out of every 8 Al askan citizens.

8: 55: 38 AM

The 1972 Legislature mandated that each second-class city wth
at least 400 residents should be reclassified as a first class
city.

8:57:32 AM

VR. HARGRAVES added the LBC has <concerns that SB 128 is
unconstitutional.
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8:.58: 25 AM

SENATOR GENE THERRI AULT advised M. Hargraves there would still
be two nethods of borough formation, the difference being
el ected officials are involved in the process.

9: 00: 03 AM
CHAIR SEEKINS asked M. Hargraves to «clarify his opening
remar ks

MR. HARGRAVES explained the LBC typically does not wage
canpaigns in regards to legislative matters. The LBC does not
typically seek to organize boroughs. The LBC responds to
petitions by having hearings. In this case, the LBC opposes SB
128 as it is seen as a negative for statew de policy.

CHAI R SEEKI NS asked whether the LBC has ever initiated a borough
formati on.

MR. HARGRAVES replied no. Requests always conme to them in the
formof an initiative or a |ocal option.

9:02: 28 AM
CHAI R RALPH SEEKI NS expressed concern wth M. Hargraves use of
the words “typically” and “for the nost part.”

SENATOR GRETCHEN GUESS asked Senator Therriault the process for
when two conmunities want to form a borough and asked how SB 128
woul d contribute to the process.

SENATOR THERRI AULT said there are currently citizen groups in
the Delta Junction area who are using the Title 29 route.

SENATOR GUESS asked whether SB 128 would prohibit anyone from
form ng a borough.

SENATOR THERRI AULT answered no. The April 5'" opinion from M.
Tamara Cook says, “The bill does not prohibit the Local Boundary
Comm ssion from considering a borough corporation requested of
it by any entity if it chooses to do so.”

9:05: 04 AM
SENATOR HOLLIS FRENCH asked the option for the LBC should a
menber of the Departnment of Community & Econom c Devel opnent
(DCED) cone to them and suggest a location for borough
formati on.

SENATE JUD COW TTEE - 6- April 6, 2005



VR STANCLI FF  answered the comm ssion would have total
di scretion.

SENATOR THERRI AULT referenced a 1959 attorney general opinion
that quoted a section of statute that was repealed. “Since the
comm ssion may consider any |ocal governnment boundary or any
proposed |ocal boundary change, it exercises other powers as
prescribed by law. It shall present proposed |ocal governnent
boundaries or | ocal gover nnent boundary changes to the
Legislature during the first ten days of every session.” In
previous statute it differentiated between a |ocal boundary and
a local boundary change. No borough has ever been forned under
Title 44 as a |local boundary change. That nethodol ogy has never
been used in the State of Al aska.

9: 08: 04 AM
SENATOR CHARLIE HUGE NS asked M. Hargraves whether he was
involved in the Valdez initiative.

MR. HARGRAVES answered the LBC has not received a petition from
Val dez. Sone communities in that area have petitioned to becone
a borough.

SENATOR HUGGE NS asked for clarification that the LBC is not
currently working on anything that woul d include Val dez.

MR. HARGRAVES asserted the LBC is not currently working on
anything to do with Val dez.

9:10: 18 AM
CHAI R SEEKI NS asked whether M. Hargraves knew of any activity
regardi ng the Val dez area.

MR. HARGRAVES answered |ocal nunicipalities are always | ooking
at the expansion of boundaries but that doesn’'t becone LBC
activity. There is an old petition that was presented to the LBC
but he couldn’'t say what has been done. Nothing is in front of
the LBC today in regards to Val dez.

9:12: 17 AM

BOB HI CKS, vice chair, LBC, testified in opposition of SB 128.
Local political decisions do not usually create proper
boundari es. Boundaries should be established at the state |evel.
Article 10 Section 12 of the Al aska Constitution inplenents that
policy. It creates the LBC and it devotes three sentences to
creating the legislative review process. The last sentence
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provides for l|ocal option elections as an alternative nethod to
the |l egislative review

9:14:59 AM

MR. HI CKS continued the Al aska Suprenme Court has ruled tw ce on
this in the past and they said the Section 12 legislative review
met hod coexists with all the other processes established by |aw.
Section 12 is independent of the other processes. SB 128 anends
the present statute to say that a boundary change may not be
construed to include borough incorporation for purposes of
petitions originating from any of three |legal sources. That is
different fromthe way it was originally advertised in the press
rel eases. He wondered why SB 128 doesn’t address all boundary
changes.

9:17: 17 AM

MR HICKS nmaintained SB 128 is susceptible to two different
interpretations. One is that the LBC cannot consider a borough
i ncorporation request. CGovernnent originates with the people. SB
128 disenfranchises every political subdivision in the state
from requesting boundary incorporation. SB 128 I|imts the
borough incorporation process now only to the local option
el ection. The Al aska Suprene Court has repeatedly recognized the
constitutional policy that local political decisions do not

create proper boundaries. SB 128 wll repeal the |legislative
review nethod. SB 128 will leave all future boundaries solely to
| ocal elections. For these reasons, SB 128 wll be declared

unconsti tuti onal .

9:19: 53 AM
SENATOR FRENCH asked M. Hicks his interpretation of the word
“change” in Section 12.

9:22:41 AM

MR HCKS said creation of a borough results in a boundary
change in the sane way that the tw Al aska Suprene Court
decisions say that disillusion of a corporation results in a
boundary change under Section 12. A boundary change exists as
soon as an organi zed borough is created.

9:25: 01 AM
SENATOR QGUESS referenced Ms. Tamara Cook’s nenp, which stated
“The bill does not prohibit the LBC from considering borough

i ncorporation requested of it by any entity if it chooses to do
so.” She asked M. Stancliff whether there was anything in the
current statute that instructs the comm ssion on which petitions
to consider
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MR. STANCLIFF said the latitude constitutionally clearly rests
with the constitution to set the conditions and the standards
and the criteria. There is nothing in the Legislature that
suggests a stronger directive. He advised he has detailed emai
comuni cations from LBC staff.

9:27:32 AM

CHAI R SEEKI NS asked for copies of the communication. He held SB
128 in commttee.

CHAI R SEEKI NS announced a brief recess at 9:28:59 AM

CHAI R SEEKI NS reconvened the neeting at 9:38:14 AM

SB 130- WORKERS' COVPENSATI ON

9:38: 38 AM
V. LI NDA  HALL, di rector, Division of I nsurance (DA),
i ntroduced herself and offered to answer questi ons.

SENATOR GRETCHEN GUESS asked whether there was any reason to
believe the changes in SB 130 would result in reduced rates.

M5. HALL answered she had asked for analysis from the Nationa
Council on Conpensation and there were indications of a 5 to 7
per cent savings.

9:41:57 AM
M5. HALL commented she has taken many calls from enployers in
panic over raised insurance premuns. It is disheartening to

listen to enployers who are deciding whether they can afford to
stay in business.

9:43: 09 AM
SENATOR GUESS asked Ms. Hall to review how workers conpensation
i nsurance rates are deterni ned.

M5. HALL answered the National Council on Conpensation collects
data and is the prelimnary filer of rates in 39 states. The
data is collected fromall insurance conpanies and the aggregate
data is updated and put together along with Al aska experience by
itself. The loss cost is one conponent based on clains cost and
what the | osses cost. The average overall rate is based on the

overall costs in Alaska. They also look at trending of
antici pated changes of the various things that go into nedica
costs. Those Dbecone the filing the National Counci | on

Conpensation nakes with the Division of Insurance.
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9:46: 24 AM

M5. HALL continued the analysis is not a total science. The
second conmponent of rate naking is a loss cost nultiplier. The
DA approves that for each individual conpany. From 1999-2003,
wor kers conpensation lines for all insurers averaged in Al aska
wer e unprofitable.

9:48: 39 AM

MS. HALL hoped the 2004 rate changes would positively affect the
unprofitable market because that is a huge part of what is
driving insurance conpani es from Al aska.

SENATOR CGENE THERRI AULT said he has often heard that insurance
coqpanies are raising rates in order to conpensate for Septenber
11",

MS. HALL responded the |osses suffered on Septenber 11'" sparked
a load called a “terrorism rate”, which is done in all the
st at es.

9:50: 40 AM

M5. HALL continued Al aska historically has nore highly hazardous
occupations. Fishing vessel clains are typically filed under the
federal system under the Jones Act. In general the cost of
claime in Alaska are 50 percent higher than the national
average. Wien clains nunbers go down it nasks the fact that
i nsurance costs are going up. Medical costs in Alaska are
significantly higher than the norm The National Council on
Conmpensation estimtes the Al aska fee schedule can range from
250 percent of what nany states have capped.

9:52:40 AM

Prescription drugs have beconme a major conmponent of the cost of
clains. The work force is getting older and they take longer to
recuperate. Hospital stays are longer than they were ten years
ago.

SENATOR THERRI AULT asked Ms. Hall why she said nedical clains
never close in Al aska.

M5. HALL confirnmed that is not the norm around the country. The
medi cal benefits in Al aska are open al ways.

9:54:40 AM

MR, PAUL LISANKI, director, D vision of Wrker’s Conpensation,
Department of Labor and Workforce Devel opnent (DOLWD), expl ai ned
Al aska keeps the nedical benefits open indefinitely follow ng
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the recomendation by the National Conm ssion on State Wirker’s
Conmpensation I nsurance. They reconmended there be no limtations
on nedical benefits tied to the passage of tine.

9: 56: 32 AM
MR. LI SANKI advised the United States Departnment of Labor took
the essential recommendations of the Conm ssion and they track
year to year each state that follows the recomendations. There
is an annual publication, which he offered to submt to the
committee.

SENATOR GUESS asked Mks. Hal | whet her I nsurance conpany
i nvestments inpact the workers conpensati on.

M5. HALL said she did not know She has noticed it is nore
acceptable to an insurance conpany to have an underwiting |oss
if they are maki ng noney in market.

9:59: 01 AM
SENATOR @QUESS asked whether the definition of “reasonable rate
of return” changes with a director change.

M5. HALL answered the DA would not base rates on investnent
i ncone. They look at vari ous conponents  of i ndi vi dual
mul tiplier, which would include their |evel of profit.

SENATOR QUESS said listening to the business conmunity it seens
as if there have been dramatic changes in rates due to |oss
ratios.

M5. HALL said in actuality the rates were not only |evel but
also decreased in the md 1990s. The rate decreases were
national and they reflected a variety of practices we don't see
today. One of those is called *“schedule crediting” where
i nsurance conpanies conpeted for conpanies with good safety
records.

10: 04: 18 AM
SENATOR GUESS asked whether self-enployed conpanies were
included in the data of the National Council on Conpensati on.

MS. HALL answer ed no.

SENATOR GUESS asked whether they were included in the rate
maki ng.

MS. HALL answer ed no.
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SENATOR HOLLI'S FRENCH commented there is nothing in SB 130 that
says cost reductions to the insurance conpany nust be passed on
to small businesses, yet the D vision of Insurance seens to be
charged with making that happen. He asked M. Hall when she
could begin to see cost savings occur and then when would she be
able to issue a ruling to insurance conpani es regarding rates.

10: 06: 08 AM
M5. HALL replied the 2004 data will be filed end of July 2005
and will determne the 2006 rate. There wll be a long wait

before an effect is seen.

SENATOR FRENCH asked whether SB 130 should <contain an
accel erated rate-setting nechani sm

M5. HALL said she is not sure how that would be done. There is a
data collection process that requires tinme. There are tinelines
in statute for both a beginning and an end so that the DA is
allowed tinme to get the rates done. It is a fairly conplex
process.

10: 08: 47 AM
SENATOR FRENCH expressed concern that a |aw passed in July 2005
takes until January 2007 for the small businesses to see relief.

M5. HALL replied that is a distinct possibility.

SENATOR GUESS asked whether the problemis due to the fact there
are only large conpanies and small conpanies in Al aska, and no
medi um si zed conpanies. The large conpanies are mainly self-
i nsur ed.

MS. HALL deferred the question to M. Paul Lisanki.

MR. LI SANKI said 22 percent of enployees in Al aska are working
for an enployer who is self-insured.

10: 11: 01 AM
SENATOR GUESS comrented SB 130 proposes to phase out the second
injury fund. Future clainse wll be paid through workers

conpensati on. She asked whether that would result in an increase
in rates.

M5. HALL said the second injury fund assessnent would continue
so long as there are clains to be reinbursed. That could put the
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cost back into the system and could potentially provide for a
one percent increase.

10: 14: 29 AM

VR. LI SANKI said the Division of Wrker’'s Conpensation
internally estimates the contribution to the second injury fund
wll go down from6 percent to 5 percent.

CHAI R SEEKI NS asked Ms. Hall to comrent on i nsurance reform

M5. HALL said she has not heard talk of insurance reform She
offered to provide statistics on loss data and |oss ratios.
Al aska |ost ratios was higher than the national average from
1998-2003. She doubts that insurance conpanies are neking a
profit on workers conpensati on.

10: 16: 25 AM
CHAI R RALPH SEEKI NS asked why Al aska is higher than the national
aver age.

10: 18: 56 AM
M5. HALL said she does not have the answer. Rates |ast year were
back to 1992.

10: 20: 24 AM

M5. HALL commented California has done major reforns that appear
to be effective but they don't have the rate regulatory to
control rates.

10: 22: 00 AM

SENATOR FRENCH said it is hard to believe nedical costs were cut
by 30 percent between 1992 and 2000. There has to be sone other
reason rates are back to 1992 in the face of increasing costs.

10: 23: 33 AM
M5. HALL offered to share a 15-page analysis from the rating
organi zati on on various conponents that make up claimcosts.

SENATOR THERRI AULT commented a conbination of things |ike the
boom years in the stock market allowed insurance conpanies to
use that profit to cover |osses and i nadequate rates.

10: 26: 05 AM

CHAI R SEEKINS asked Ms. Hall whether there were structural cost
controlling changes in SB 130, which could have an effect on
prem uns.
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M5. HALL said the mgjority of SB 130 deals wth the workers
conpensati on system which is not her area of expertise.

10: 28: 30 AM

CHAIR SEEKINS asked if the <costs associated wth workers
conpensati on go down, whether that becones a part of the DA’s
rat emaki ng process.

M5. HALL answered yes.

SENATOR GUESS asked the nunber of providers Alaska has for
wor kers conpensati on

M5. HALL explained the DO lists 96 licensed to wite workers
conpensation but only five are active. Three of them have 60
percent of the market.

10: 30: 44 AM
SENATOR CHARLIE HUGE NS asked Ms. Hall to comment on controlling
I nsurance costs.

M5. HALL said the environnment was in a crisis, bordering on a
train weck. Alaska has limted markets. Alaska is in a position
where the insurance conpani es support an assigned risk pool. If
there is a deficit in the assigned risk pool that burden goes
back to insurance conpanies. |If the insurance conpanies decide
to pull out, the state would have to form a state fund or not
have mandat ory wor kers conpensati on

10: 33: 34 AM

M5. HALL referenced California where two years ago 25 percent of
the businesses were uninsured. As rates escalated businesses
opted out |eaving injured workers at huge ri sks.

10: 35: 32 AM

MR. ROD BETIT, president, Al aska State Hospital Nursing Hone
Associ ation (ASHNHA), commented on SB 130. ASHNHA is concerned
t hat SB 130 would inpose wunacceptable nedical practice
gui del i nes on physicians. ASHNHA requested to roll back to 2004
rates be replaced with a freeze at 2005 rates. ASHNHA requested
a hospital representative be included on the Review Committee.
ASHNHA requested an independent actuary do any financia
anal ysis provided to the Review Committee.

10: 38: 45 AM
CHAI R SEEKI NS advised M. Betit the commttee would consider the
advi ce of fered by ASHNHA.
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10: 42: 05 AM
CHAIR SEEKINS recessed the committee at 10:42:41 AM until 0800
Wednesday April 7, 2005.
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