M NUTES
SENATE FI NANCE COWM TTEE
May 7, 2007
9:09 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9:09: 25 AM

PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice Chair
Senator Kim Elton

Senat or Donny O son

Senat or Joe Thomas

Senat or Fred Dyson

Al so Attending: SENATOR TOM WAGONER; SENATOR BETTYE DAVI S; MARY
JACKSQN, Staff to Senator Tom Wagoner; TOM OBERMEYER, Staff to
Senator Bettye Davis; JANET CLARKE, Assistant Conm ssioner,
Department of Health and Social Services; WALTER MAJORCS,
Executive Director, Juneau Youth Services, President, Al aska
Associ ation of Homes for Children, and Vice President, Al aska
Behavioral Health Association, testified in Juneau, in support
of this legislation;

Attending via Teleconference: From offnet |locations: JUDY
BRADY, Executive Director, Alaska G| and Gas Association; JOHN
| VERSON, Director, Tax Division, Departnent of Revenue; CLOVER
SIMON, Chief Executive Oficer, Planned Parenthood of Al aska;

LEONARD FANCHER, |ifelong Al askan, representing M ghty Bikes;

MARK DAVIS, Director, Dvision of Banking and Securities,

Depart ment of Commerce, Conmunity and Econonic Devel opnent; From
Anchorage: DAVID ALEXANDER MD, Retired Pediatrician; JAN CE
TONER, Executive Director, Anerican Acadeny of Pediatrics,

Al aska Chapter; SARA JACKSON, Board Menber, Anchorage Faith in
Action Congregations Together, and human services professional;

SANDRA  CASTLE; ANGELA LI STON, Anchorage Faith in Action
Congr egati ons Toget her.

SUMVARY | NFORVATI ON
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SB 168- PASSENGER VESSEL TAX CREDI T
The bill was reported from Commi ttee.
SB 80-O L & GAS PRODUCTI ON TAX: EXPENDI TURES

The Committee heard from the sponsor, the Departnment of Revenue
and i ndustry representatives. The bill was held in Commttee.

SB 27-MEDI CAL ASSI STANCE ELI G BI LI TY

The Conmittee heard from the sponsor, the Departnent of Health
and Social Services, a faith based organization, pediatric
health care providers and advocates for pediatric health care
The bill was held in Commttee.

SB 116- UNI FORM MONEY SERVI CES ACT

The Commttee heard from the sponsor and the Departnent of
Commerce, Community and Econom c¢ Devel opnent. The bill was held
in Commttee.

#SB168
9:10: 17 AM

SENATE BILL NO 168

"An Act providing a credit for the paynent of certain
muni ci pal passenger taxes or fees against the excise tax on
travel aboard commercial passenger vessels; and providing
for an effective date.”

This was the second hearing for this bill in the Senate Finance
Conmi ttee.
9:10: 35 AM
Co-Chair Stedman asked if menbers had additional questions on
this legislation. It was established that there were no further

gquesti ons.

9:10: 43 AM
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Senator Elton offered a notion to report the bill from Committee
wi th individual recomrendati ons and acconpanyi ng fiscal note.

W thout objection SB 168 was REPORTED from Committee with a new
fiscal note dated 5/4/07 from the Departnment of Revenue in an
i ndet ermi nat e anount.

#SB80
9:11: 08 AM

CS FOR SENATE BILL NO 80(RES)

"An Act relating to allowable |ease expenditures for the
purpose of determ ning the production tax value of oil and
gas for the purposes of the oil and gas production tax; and
providing for an effective date."

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

Co-Chair Stednman announced action would not be taken on the bill
at this hearing.

9:11: 47 AM

SENATOR TOM WAGONER, sponsor of the bill, introduced hinself and
a menber of his staff.

9:12:13 AM

MARY JACKSON, Staff to Senator Tom Wagoner, testified that this
bill would prohibit oil and gas producers from deducting, from
the net tax calculation of the Petroleum Profits Tax (PPT), any
costs incurred as a result of inproper naintenance or |ack of
mai nt enance by the producer. By stipulating this in statutes,
the Departnent of Revenue would be allowed to develop
regul ations to inplenent the provisions.

Ms. Jackson explained that Section 1 of the bill would amend AS
43.55.165(e), providing for exclusions from | ease expenditures,
by adding a new subparagraph (19) on page 3, lines 19 through
30. This subparagraph "set out who's responsible for determning
i nproper nmaintenance." Currently, the comm ssioner of the
Departnent of Revenue in consultation with the comm ssioners of
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t he Departnent of Environnental Conservation and the Alaska Ol
and Gas Conservation Comm ssion (AOGCC), had the responsibility.
This bill would provide that the comm ssioner of the Departnent
of Revenue would make determ nations in consultation with the
comm ssioner of the Departnment of Natural Resources and the
"newly formed" Petroleum System Integrity Ofice (PSIO wthin
the Departnent of Nat ur al Resour ces. The PSIO was not
specifically named in the provision in the event the title of
the office was changed; instead a description of the Ofice's
pur pose was provi ded.

Ms. Jackson acknow edged the possible duplicity of requiring
consultation with both the Departnent of Natural Resources
comm ssioner and PSIO However inclusion of both woul d
denonstrate legislative intent that the PSIO was "charged with
overseeing the pipeline systens in the state of Al aska."

9:14: 43 AM

Ms. Jackson infornmed that the existing statute utilized the term
"standard practices of the industry® and would be changed to
"good oil field practice", a term that was "recognized" by the
i ndustry.

Ms. Jackson reported that the "affected agencies" supported all
the anendnents adopted in the Senate Resources Conmittee
substitute. Sone were proposed by the departnents.

9:15:15 AM

Ms. Jackson pointed out that the commttee substitute deleted
the |l anguage of (19)(B) fromthe existing statute, which Senator
Wagoner woul d speak to.

9:15: 32 AM

Ms. Jackson stated that Section 2 of the bill provided that the
changes made in Section 1 would have a retroactive applicability
date for oil and gas produced after March 31, 2006. This was the
effective date of the original statute.

9:16: 12 AM

Senator \Wagoner objected to the Senate Resources Conmittee
substitute because of the deletion of unallowable expenses
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described in AS43.55.165(e)(19)(B) from the original version of
the bill and which read as foll ows.

(B) incurred to mintain the operational
capability of facilities or equipnment shut down
because of inproper rmaintenance of property or
equi pnent

Senator Wagoner infornmed that this |anguage was deleted by an
anendnent offered in the Senate Resources Commttee by a vote of
five yeas, two nays. The argunent enployed in this effort was
t he same argunent presented by Senator Ben Stevens to the Senate
Special Committee on Natural Gas Devel opnent during the specia
| egi sl ative session held in August 2006 pertaining to the PPT.
Senat or Wagoner "found that connection to be at |east curious in
t he sight of the ongoing investigation of PPT."

Senat or Wagoner read further from a prepared statenment as
fol | ows.

| was not a supporter of the net system | worked very hard
to keep the net system at a higher level than it came in
at. | did finally vote for the net system but | prefer the
gross system at all tinmes. And | still at this tine prefer
a gross system | think we're starting to see sone of the

reasons why a gross systemis |ess controversial.

| resign nyself to the net system and nade numerous
attenpts to anmend that system Those attenpts were
successful except for one instance and that was done at
this table and that's why we're here at this table now. The
one anendnent that failed is the bill before you today. It
failed by a vote of five yeas, seven nays. Cbviously, had
it not failed we wouldn't be here discussing it today.

More inportantly, all those concerns now connected with the

bill, the retroactive inplenentation, the |ack of standards
or regulations of the Departnent of Revenue, which would
have followed the passage of the anendnent, all those

concerns would be nonexistent. But they are existence and
how to inplenment this provision to put a tourniquet on the
potential revenue bleed from deductions is at issue.

9:18:40 AM

Senator Huggins comented that the anmendnent Senator Wagoner
referred to was brought to him as chair of the Senate Resources
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Comm ttee by John Norman, Chair, AOGCC. M. Nornman pointed out
the advantages and disadvantages of "what it represented". A
policy call was necessary to determne whether to provide "an
incentive to Kkeep a facility operating when it could be
dangerous.” M. Nornman analogized an aircraft that required
mai nt enance yet continued to fly.

9: 20: 03 AM

Senator \Wagoner affirnmed the account of M. Norman's testinony
before the Senate Resources Committee was correct. However, not
nmenti oned was that Kevin Banks of the Departnment of Natural
Resources was avail able but not provided an opportunity to speak
to the anendnent. Additionally, John Iverson was available but
not provided an opportunity to testify to the amendnment. These
two people would be involved in the drafting of the regulations
to inplement this legislation and they disagreed wth M.
Nor man's sunmary of the bill

Senat or WAgoner opined, "Let's face it, John Norman through the
Ol and Gas Conservation Comm ssion, he's a brilliant man and
everything else, but his responsibility stops at the well head."
By contrast, the Departnment of Natural Resources and the
Department of Revenue had responsibility for actions from the
point of the wellhead to transfer to an oil freighter for
shi prent out of the state.

9:21: 38 AM
JUDY BRADY, Executive Director, Alaska G| and Gas Associ ation

testified via teleconference from an offnet |ocation about the
trade association that represented oil and gas producers in the

st at e. This bill reflected a topic of di scussion and
"controversy" and she appreciated the <co-chair's stated
objective to hold the bill in Commttee at this tine. Al

parties nust avoid "a reaction that ends in a bad bill."

Ms. Brady rem nded that the anmendment offered during the August
2006 special session by Senator Wagoner was done so after the
closure of BP' s operations on the North Slope due to |eakage in
the oil transit line. However the question of the definitions of
"properly maintained" and "dimnished capacity” remained, as
well as identification of the appropriate party qualified to
make such determnations. She detailed the considerations,
including whether an auditor would nake determ nations and
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whet her an event such as an oil spill nust occur before the
determ nation could be made. She remarked "If so, it's already
t aken care of."

Ms. Brady surmsed that the original anendnent was defeated due
to an understanding at the time that "the concerns of inproper
mai nt enance were already taken care of" through "other pieces of
the Act". The Association continued to hold this opinion. Pedro
Van Meurs who served as an oil and gas consultant to the fornmer
Mur kowski Admi ni stration, suggested as an alternative "to trying
to look at every single incidence of capital expenditure, a
t hree-cent deduction that would act as a proxy for decisions on
every single capital expenditure.”

Ms. Brady continued as foll ows.

Expenditures related to actual l|eaks or incidents are
al ready taken care of. You cannot deduct those. So what
you're tal king about here in this bill is having an auditor

have to nmake the decision on every single capita
expenditure for every time there is a shut down, taking a
| ook to see if that was related to inproper maintenance.

That sinply is not done anywhere. It's not done anywhere in
the world; it's not done between operators on a field. Al
of the min concerns that |legislators had are already
incorporated in the Act. Lease expenditures would not
include costs arising from fraud, wllful msconduct or
gross negl i gence.

Lease expenditures - costs incurred for containnent,
control, cleanup or renoval in connection wth any
unpermtted rel ease of oil or hazardous substance woul d not
be included in the | ease expenditures.

There seens to be a conversation here going on in the
background that |egislators at the tine were not paying
attention to what happened at Prudhoe Bay [and] were not
concerned that the State's interests were being protected.
Not only were the State's interests being protected by the
| egislators at the tine, Governor Miurkowski at the tine and
the director of DEC put 120 hour notification of fund

access to the response account for $8 mllion for a study
for the Departnment of Law and DEC to take a l|ook at the
State's interests in the spill. That study is still

ongoing. We found out about it just recently when we
realized that the $50 nmillion response fund and the "470
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fund" was open again for the one-cent per barrel noney from
Prudhoe Bay.

Let nme read you what the State is looking at right now
This is an ongoing study going on right now, | would
suggest, M. Chairman that perhaps the people from Law and
DEC could conme in and talk about where they are. "The
purpose of this was to investigate the nmaintenance
corrosi on managenent practices and to recover all State
costs and | ost revenues including fines and penalties.”

They asked for the $8 million because they tal ked about the
anount of work that was going to be required to go through
all of the investigations, to hire engi neer conpanies to do
all of the things that were going to be required for them
And they said that "the State has incurred costs for
response oversight mtigation assessnent repair replacenent
of corroded pipeline. Mor eover the State incurred
substantial losses in revenue from royalty, severance tax
and corporate income tax from the loss of crude oi
production as a result."”

So if anybody is inplying or believes that |egislators and
people in DEC and Departnent of Law |ast year were not
paying attention to the State's interests, they're wong
with respect, because the State was taking all the actions
you would expect the State to take to make sure its
interests were covered.

The reason that this anmendnent |ast year was voted down was
because the people - because there was a good show ng that
in fact all of the concerns that were expressed in this
anmendnent were already taken care of, and as a matter of
fact the |anguage in the anendment was unworkable. .when
this bill was introduced again this year, both DEC, DNR
AOGCC, all wote letters saying that the |anguage was not
wor kabl e. Sone changes have been made now to try to nove it

in a direction that it is workable, but you ve still got a
coupl e of issues.

One is that .. there is no incident that kicks off an
investigation or kicks of a red flag to the auditor. It's

going to have to be every capital expense. That's going to
be a huge issue.

The other thing I'm hoping that you will have tinme to do is
have someone from Departnment of Revenue talk to you who is
famliar wth the audit process; soneone who knows the
audit process. It's at |east a three-year process.
Comm ssi oner John Norman when he was talking earlier about
how difficult this is going to be to inplenent, was saying
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if an auditor red flags a cost, and they're going to have
to ook at every one of them it's going to be three years
before you know - before the conpany knows, what costs are
approved and what costs aren't approved. By that tine, the
likelihood is you're going to be in either court or in sone
kind of admnistrative action and we are going to be in
exactly the sane situation that we were with the gross
production tax because it was not thought out at the very
begi nning and we ended up with billions of dollars in tax
revenues in dispute.

Once that happens, neither the conpanies nor the State
could nmake a nove to resolve the issues because everybody
was afraid of influencing or |osing noney on both sides.

| think there was a commtnent made when PPT passed, that
this not happen again - that the regulations would be
clear; that there would be a process that worked for
ever ybody, because everybody was concerned about the
process, that we would not get into this backed up billion
dollar tax unbreakable dead end again. |1t nakes for
terrible relationships between the State and the conpanies
and influences everything that happens because its right

there, like this black cloud in the background.

W have expressed some other |legal concerns with this and |
will with your perm ssion not take your tinme now. | wll
send you a copy of our testinony. The main points are
t hese.

W believe the State is already protected. W believe that
this bill is going to affect Cook Inlet as well as it wll
affect the whole state. It wll affect every capita
expenditure. It adds a convoluted process that has not

happened in any other taxing jurisdiction as far as we know
in the world.

The two things | would hope you would do is talk to
Department of Law and DEC about how their investigation is
going to make sure you are <confortable the State's
interests are covered; to go over again the first 18
exclusions in the bill to reconfirm to yourself that you
believe that the State's interests are protected. And to
have a discussion of the audit process so you can see
what's going to happen automatically with this Kkind of
hang-up with every capital expenditure that is requested.
What this does of course is make it alnost inpossible for
the PPT tax system to work. And if that was the intent,
it's very successful intent.
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Co- Chair Stedman requested the witness sumari ze her testinony.
Ms. Brady continued.

The hope now woul d be again that Departnent of Law and DEC
cone in and talk about the $8 nillion of study they're
undertaking as well as the audit process. Qur hope is that
the legislature wll come to the conclusion that the
State's rights and interests are protected.

9:34: 13 AM

JOHN |IVERSON, Director, Tax Division, Departnent of Revenue,
testified via tel econference froman offnet |ocation.

9: 34: 38 AM

Co-Chair Stednan requested M. Iverson speak to the fiscal
not es.

9:34: 46 AM

M. Ilverson stated that the Departnent of Revenue fiscal note

reflected that the Departnent did not know what the actual
fiscal inpact of this |egislation would be. A petrol eum engi neer
was currently contracted by the Departnent to provide expertise
on oil and gas industry practices. Passage of this |egislation
would likely require that a second engineer be contracted to

assist in determnations of proper rmaintenance and other
matters.
M. lverson, addressing the issue of auditing, inforned that

each capital expenditure would not be audited. Rather a
"sanpl i ng" nethod woul d be enpl oyed.

9:38: 20 AM

Senator Thonas identified the inpetuous of this provision as the
oil spill that occurred the previous summer as a result of
corrosion. He understood that tax filings nmade by BP indicate
that the conpany intended to "wite off" the costs to repair the
syst em

9:39: 02 AM
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M. lverson referenced a nedia report published February 16,
2007 by the Anchorage Daily News that indicated that BP would
seek tax relief for pipeline repairs. He could not provide
details of taxpayer returns because the information was
statutorily confidential.

9:39:42 AM

Co-Chair Stedman asked the date the Departnent would have the
ability to inform the Committee of the clained deductions,
i ncluding those that were rejected.

9:40: 17 AM

M. lverson estimated the information could either be available
in one year's time or tw year's tinme. The process in
establishing an audit system of the PPT required recruitnent and
training of auditors. The nornmal audit process would |ast one
year once the system was operational .

9:40: 53 AM

Senator Thomas asked if the tax returns were filed for a 12
nmont h cal endar year peri od.

9:41: 02 AM
M. lverson affirned.
9:41: 14 AM

Co-Chair Stednan established no additional testimony was
forthcom ng and that nenbers had no further questions.

Co-Chair Stedman ordered the bill HELD in Commttee.

AT EASE 9:41:28 AM/ 9:42:51 AM

#SB27
9:42: 58 AM

CS FOR SENATE BILL NO 27(HES)
"An Act relating to eligibility requirements for nedical
assistance for certain children, pregnant wonen, disabled

SFC- 07 (11) 05/ 07/ 07



persons, and persons in nedical or internediate care
facilities; and providing for an effective date."

This was the first hearing for this bill in the Senate Finance
Conmittee.
Co-Chair Stednman announced intent to hear bill but not take

action on it at this tine.

9:43: 28 AM

TOM OBERMEYER, Staff to Senator Bettye Davis, sponsor of the
bill, presented the bill, reading the followng statement into

t he record.

This was an Act relating to nedical assistance for certain

chil dren, pregnant wormen and persons in nedical or
imediate care facilities, and providing for an effective
dat e.

The focus of this bill initially is the Denali KidCare

portion of the State's children's health insurance program
that is sponsored throughout all 50 states.

In Al aska there are an estimated 18,000 uni nsured chil dren,

or about nine percent of the children under age 18 and
under. Private health <care coverage for children has
declined over 30 percent in the last ten years. It is
estimated that children with a nedical need are five tines
as likely that are uninsured as to not to have a regular
doctor as those insured children and four tinmes nore likely
to use energency roons at a nuch hi gher cost.

The eligibility rates in Al aska dropped dramatically for
children after the formula was changed in 2003. The
eligibility rates had been frozen in 2003 at the federa

poverty levels at that tinme, which was a fixed dollar
amount. It was reduced from 200 percent to 175 percent and
under Senate Bill 27, eligibility for persons under 19
would increase to 200 percent of the poverty level and
requires others who qualify and can afford to nmake
contributions toward that coverage.

Wthout Senate Bill 27, it's estimated that our eligibility
rate in, since it was a fixed dollar amount in 2003 and now
floating with the federal poverty guidelines, as all the
other states, that our eligibility rate would drop to 154
percent and it may drop below 150 percent, at which point
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Alaska will loose inmediately 3 million in federal funding
and the State has already had 2,553 children drop off of
this program

There were 7,600 children covered by this program as of
Decenber of 2006. W've lost over 30 percent of them
already due to this fixed guideline and these children are
going to also incur greater health coverage later on. So
you essentially have a transfer costs here to other
el ements of governnent as they require additional health
care coverage later on for failure to help them when
they' re children.

So nothing has really changed on this other than the fact
that there have been other bills addressed regarding
simlar subjects. W do have people from the departnent
here that m ght assist with sone of the dollar amounts, but
| nmust note for the record, that the children provide the
| east costly types covered under this type of program It's
an estimted at about $1,700 per child conpared to many
t housands for severely disabled and elderly and health care
facilities and so forth.

The nunbers that canme across from other bills can be
addressed by the State, but it may be as little as $783, 000
out of the federal fund. Federal share again at an enhanced
share rate of 70 percent, which is a bargain in anyone's
anal ysis would be a total Denali KidCare cost of maybe two
mllion six or seven hundred thousand dol | ars.

9:47: 33 AM

SENATOR BETTYE DAVIS spoke to the need of this |egislation and
the many people dependant upon the legislature to address the

Denali KidCare program during this session. This bill included a
conponent that would "alleviate sonme of the problens that we
will have if we don't inplenment this." She indicated a figure
[ not specified] related to the bill, as well as another figure

[ not specified] of 175. |If passage were dependant upon the | ower
figure, she would agree to it "because that would be better than
not hi ng".

9:48: 35 AM
Senator Dyson directed attention to AS 47.17.020(b)(6) anended
by Section 1 on page 2, lines 15 through 19. This subparagraph

related to "persons in a nedical or internediate care facility"
and anended the inconme qualification to "not exceed 300 percent
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of the supplenmental security income benefit". The existing
statute specified the income qualification as not exceeding
$1,656 a month. He asked the current dollar anount of 300
percent of supplenmental security incone.

9:49: 23 AM

M. Qberneyer deferred to the Departnent of Health and Soci al
Ser vi ces. He noted that seven other states utilized a
qualification of 300 percent or nore and that 39 states provided
services for those whose incone did not exceed 200 percent of
the supplenent security benefit. Existing Al aska statute fixed
the incone anobunt at "the very |owest |evel was sonething |ike
$1,635 per nmonth". This anpbunt had been established utilizing
the federal poverty guideline as a base. The change from a fi xed
income anmpunt to a percentage of the supplenental security
benefit was intended to elimnate the need for each state to
annually amend its statute to reflect the current federal
gui del i ne | evel .

9:50:49 AM

Senat or Dyson comrented that the legislature "had always faced
pressure to put escalator clauses” into its budget. Although
this was a sinple nmethod, it concerned him as it enbedded these
cl auses into the operating budget. A discussion on this practice
shoul d be held. He also wanted to know the actual dollar anount
calculated for this bill for conparison purposes.

9:51:47 AM

Co- Chair Stednan agreed with Senator Dyson's concern and advi sed
that this issue should be nonitored.

9:52: 07 AM

Co-Chair Stedman requested information regarding the fiscal
not es acconpanying this bill.

9:52:22 AM

JANET CLARKE, Assistant Comm ssioner, Departnent of Health and
Social Services, testified to a table titled, "SB 27 Sunmary"
that outlined the costs to inplenent this legislation [copy on
file]. The provision Senator Dyson questioned was not included

SFC- 07 (14) 05/ 07/ 07



in other legislation addressing the Denali KidCare program Four
years ago, eligibility for the program was codified at 175
percent of the federal poverty level and the incone anmunt to
qualify for care in an internmediate care facility was codified
in statute. The population served by the latter program
qualified for nursing hone <care or had a disability as
determ ned by the federal Social Security Adm nistration, was a
different population than that served by the Denali KidCare
program and was nore expensi ve.

9:54: 55 AM

Ms. Carke pointed out that because of the addition of the
change to the nursing honme and internediate care facility

program the fiscal notes for this bill were significantly
hi gher than the fiscal notes acconpanying the other bills. This
bill would "unfreeze" the eligibility requirenents for both
pr ogr amns.

Ms. O arke explained that SB 27 would unfreeze the eligibility
requi renent for the Denali KidCare program at 200 percent of the
federal poverty |evel and unfreeze the "special population group
at 300 percent as well."

Ms. Clarke noted the fiscal note estimtes did not include
adm ni strative costs.

Ms. C arke overviewed the aforenentioned table, which provided
an enrollnment summary of children, pregnant wonen and the
"special inconme group”. The fiscal notes reflect that in 2008 an
additional 2,553 children, 436 pregnant wonen and 106 specia
income individuals would be eligible for the Medicaid services.
Expenditures to serve the additional children would be
$3, 905, 000, expenditures to serve the additional pregnant wonen
woul d be $1,401,000, and expenditures to serve the additional
special incone individuals would be $6,103,000. These anounts
total $11.4 mllion, not including adm nistrative costs.

Ms. O arke reenphasized that the mpjority of the cost of this
| egislation would be the additional participants eligible
t hrough the special incone group. Nursing hone care and services
for those with disabilities are the nost costly.

9:57: 03 AM
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Ms. Clarke stated that the total cost to inplenent the
| egi sl ation before the Commttee would be $4.6 nillion.

9:57:23 AM

Senator Elton asked if the ratio of federal funds to general
fund matching funds was the same for services for pregnant wonen
and children and services for the special inconme group.

9:57:50 AM

Ms. O arke answered that the State did not receive an "enhanced
rate” for services provided to the special income group. The
regul ar Medicaid rate was currently 57.58 percent.

9: 58: 06 AM

Senator Elton clarified that a higher percentage of general fund
mat ching funds was required for services to the special incone
group than was required for services to pregnant wonen and
chi | dren.

9:58: 24 AM

Ms. Carke affirmed and pointed out that the spreadsheet
denonstrated the "nel ding"” of the different rates.

9:58: 37 AM

Senator A son, in reviewng the annual costs of services to the
speci al incone group, noted that the cost increases between 2008
and 2013 would only be $3 million. He asked the validity of the
proj ections.

9:59: 00 AM

Ms. Clarke told of a study conducted by the Lewin G oup and
rel eased the previous year that devel oped a Medicaid forecasting
nodel to estimate future Medicaid costs. The report predicted
that the special incone population would remain "fairly flat"
for approximately eight years after which it "really takes off".
The cost estimtes for the years listed on the spreadsheet
reflected that period of flat popul ation grow h.

9:59: 37 AM
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CLOVER SIMON, Chief Executive Oficer, Planned Parenthood of
Al aska, testified via teleconference from an offnet |ocation
that she also was a social worker wth approximately eight
years' experience working with low income wonen and children
She read her testinony into the record as foll ows.

| support the increase in eligibility for Denali KidCare to

the 200 percent of the federal poverty level. Providing
health care early in a woman's pregnancy inproves the
heal th outconmes for both the woman and the child. | really
feel it should be a priority in Alaska to have the
heal thiest children that we can

| urge the nmenbers to consider this increase. | understand
the nmenbers' concern regarding fiscal escalators in the
budget. However, | want to rem nd you that spending noney
now saves noney in the long run for the managenent of
chronic preventable ill nesses.

10: 00: 31 AM

LEONARD FANCHER, |ifelong Al askan, representing M ghty Bikes,
testified via teleconference from an offnet location in favor of
the bill. For weight years he has volunteered for a youth
recreation program teaching children to ride bicycles. The
program encouraged children to get physical exercise "off the
couch away from T.V. and video ganes.” It was inportant that
kids stay physically active and to have the best access to
health care possible so they could renmain healthy. Approxinmately
18,000 children were currently not covered by health insurance.
These children were from working famlies whose enployers did
not provide insurance. The federal governnent was wlling to
contribute 70 percent of the cost to provide insurance for these
children. Wth the State contribution of 30 percent, this was a
"bargain" and the State could "well afford" the expense.

10: 02: 05 AM

DAVID ALEXANDER MD, Retired Pediatrician, testified via
tel econference from Anchorage, about the w de support of the
Denal i KidCare program and this legislation. He recently
attended a gathering of Anchorage Faith in Action Congregations
Together - the AFACT, along with approximtely 200 others. The
attendees were all in favor of inproving health care coverage

He read the followng testinony into the record.

SFC- 07 (17) 05/ 07/ 07



There is absolutely no question that routine health care
provi des better health and therefore better |living both for
kids and for adults. Poor health neans you mss work or
school or else you just mss-perform

Since 2003 when Denali KidCare was cut back, nost of these
cut out [from the progran] could not afford buying health
care. So many of them did not get routine care. They m ssed
a lot nore school and if needed, went to an energency room

and because the federal governnent says ERs nust be wlling
to give free care if needed, so Al aska energency roons are
now having sonme $90 mllion of wunpaid energency room

charges. So the rest of us therefore have to pay a |ot nore
to cover those unpaid fees.

There is no question that the State Legislature did save
some noney - obviously the rest of wus lost noney. In
addition, since the federal governnent pays 70 percent of
the charges under each state's CH P, children health
i nsurance program that mneant the State lost a couple
mllion dollars in federal support.

It is also very inportant to realize 35 to 40 percent of
noney that goes to insurance conpanies goes to their
overhead expenses, while only five to eight percent of
noney that goes to governnent health coverage goes into the
mai nt enance  of those prograns. Therefore governnent
progranms provide about 50 percent nore actual health
coverage than insurance conpanies do with the sane anount
of fundi ng.

So supporting these new proposals will inprove health care
for the kids; inprove their ability to attend school and
actually greatly decrease the health expenses of the whol e
St at e.

10: 04: 34 AM

JANICE TOWER, Executive Director, Anmeri can Acadeny of
Pediatrics, Al aska Chapter, testified via teleconference from
Anchorage about the organization's long term goal of insuring
all children in Alaska. The Al aska chapter currently consisted
of 87 pediatricians |ocated throughout the state. She understood
the Commttee's tine constraints and the necessity to nake
inmportant priority decisions. Children should be considered the
hi ghest priority.
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Ms. Tower reported that 39 other states provide coverage for
children living at up to 200 percent of the federal poverty
| evel. Alaska was ranked "in the bottom five". The states of
Montana and South Carolina covered children at 150 percent of
the federal poverty level. Only North Dakota and South Dakota
provi ded coverage to a lower rate of 140 percent of the federa
poverty level; however, that coverage was not "artificially
restricted". Wth the "poverty percentage reduction”, the
coverage provided in Al aska had decreased to 154 percent of the
federal poverty |evel.

Ms. Tower stated that the states of California, Connecticut,
Maryl and, Massachusetts, M ssouri and Vernont provided coverage
for participants with up to 300 percent of the federal poverty
| evel . New Hanpshire provided coverage for children living up to
400 percent of the federal poverty level. Illinois provided
"unlimted coverage" with a "program buy-in" to allow sone |eve
of coverage to all children at an affordable rate.

Ms. Tower disapproved of the coverage provided by the state of
Alaska in conparison to other states. Significant revenue
sources existed for the State from natural resources, tourism
and ot her activities.

10: 07: 28 AM

SARA  JACKSON, Board Menber, Anchorage Faith in Action
Congr egations Toget her, and "human services professional”,
testified Vi a t el econference from Anchorage t hat t he
organi zati on was conprised of 15 |ocal churches "concerned about
this issue". She told of her famly's experience in which her
granddaught er received "inconsistent and inadequate" health care
al though her nother worked full tinme. Her  granddaughter
experienced conplex nedical conditions and during nost crises

the famly incurred significant medical debt and had to rely on
the "mercy of a kind doctor.”™ The famly "celebrated" the
creation of Denali KidCare and the granddaughter qualified for
services under the incone provision of |less than 200 percent of
the federal poverty level. She was able to receive dental
preventative care, an eye exam nation and other needed services.
Two years later, however, she was "dropped” from the program
because her nother earned $100 per nonth over the allowable
i ncome anount. Ongoi ng counseling and other nedical care was no
| onger available. As a child of the working mddle class, the
granddaughter was part of a significant population that was
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"medically neglected.” M. Jackson spoke to the hesitancies and
del ays of parents in seeking nedical care for their children.
This coul d exacerbate sinple nedical conditions.

10: 10: 51 AM

SANDRA CASTLE testified via teleconference from Anchorage that
she had previously received health care through the Denal
Ki dCare program under the 150 percent of federal poverty |evel
i ncome provision. However, she was "cut" and was no |onger able
to continue her counseling treatnment or receive care from a
pedi atric endocri nol ogi st for her di abet es. To receive
treatment, she had to go to an energency room Children in the
state of Alaska need health care whether or not their parents
have funding to pay for it.

10: 11: 56 AM

ANGELA LI STON, Anchorage Faith in Action Congregations Toget her,
testified via tel econference from Anchorage that over 200 people
recently gathered in a local church to speak about Denal

KidCare. Many famly nenbers shared "one horror story after
anot her" about caring for their children's health needs since
the reduction to the Denali KidCare program four years prior.
These famly nenbers were enployed and therefore could not be
present to testify at this hearing. They represented every
ethnic group, 15 faith communities and all social econonmc
groups. Additionally, religious leaders in the state, including
Catholic bishops, Presbyterian mnisters, a Russian Othodox
bi shop and Lutheran bishops, had joined the AFACT organization
in supporting an increase to the Denali KidCare program
Recently AFACT met wth US Senator Lisa Mirkowski and were
assured that she and US Senator Ted Stevens were seeking an S
CH P reauthorization to allow states the "broadest possible

| atitude". If that Jlatitude were granted, it would be
unfortunate if Alaska did not take advantage of it. Coverage
should be extended at least to those children living at 200

percent of the federal poverty |evel.

10: 13: 38 AM

WALTER MAJORCS, Executive Director, Juneau Youth Services,
President, Al aska Association of Homes for Children, and Vice
President, Al aska Behavioral Health Association, testified in
Juneau, in support of this legislation. He spoke to the inpact

SFC- 07 (20) 05/ 07/ 07



of Denali KidCare on children's behavioral health services,
specifically for children with severe nental health problens as
well as children with substance abuse problens. Juneau Youth
Services (JYS) serves approximately 700 of these children each
year.

M. Mjoros informed that Denali KidCare was the primary funding
source for children's behavioral health services in Al aska,
providing 75 to 80 percent. Effective inplenentation of the
Bring the Kids Hone initiative was inpossible without a viable
funding source. A dimnished funding source results in fewer
children able to access care in the state and subsequently nore
children transferred to receive treatnment in residential
psychiatric facilities in the Lower 48. The nunber of children
eligible for services through JYS had declined from 75 percent
to 69 percent. This trend is simlar statew de. Al aska was
ranked the third lowest "eligibility threshold" at 154 percent
of the federal poverty level. Additionally fewer children were
covered by private health care insurance. All Al askan children
shoul d have access to health care services and the State should
"invest early"” in children's health to prevent serious problens
from devel opi ng.

10:16:18 AM

Senator Davis considered this legislation one of the nost
inmportant bills under consideration this |egislative session.
She advised the Conmttee to "do the right thing", to debate the
issue and report the bill from Conmttee. She would not dictate
the exact percentage of the federal poverty level to be adopted
for income eligibility, but stressed it should not be |ess than
175 percent.

10:17: 35 AM

Senator O son requested coment on the inclusion of the specia
i ncome group.

10: 18: 06 AM

Senator Davis adnmitted extension of services to those in this
group living at 300 percent of the federal poverty |evel would
triple the cost to inplement this legislation, but stated it was
an inportant issue that nust be addressed. However, if extension
of the Denali KidCare program were dependant upon the deletion
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of the provision to accomnmpdate the special incone group, she
woul d not oppose the change.

The bill was HELD in Comm tt ee.

#SB116
10:18: 32 AM

CS FOR SENATE BILL NO 116(L&C)

"An Act relating to the Uniform Mney Services Act, to
noney transm ssion services, and to currency exchange
services; and providing for an effective date.”

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

Co-Chair Stedman announced intent to not take action on this
| egi slation at this hearing.

10: 18: 52 AM

Senator Elton noved for adoption of CS SB 116, 25-LS0508\Q, as a
wor ki ng docunent .

There was no objection and CS SB 116, Version "O' was ADOPTED as
a wor ki ng docunent.

10: 19: 16 AM

Senator Elton, sponsor of the bill, stated that it would "ensure
the safety and soundness in financial institutions that are used
by Al askans who don't use banks." These financial institutions

are "the noney transferors”. This bill would also address "two
of the industries that pose a risk for noney |aundering: noney
transm ssion and currency exchange." Mney transm ssion also

poses a risk for terrorist financing. Transm ssion of noney
wthout a license in states that require a license is a federa
felony offense. Alaska is one state that currently did not
require such a license.

Senator Elton explained that this legislation was based on a

nodel legislation adopted in other states with one "mgjor"
exception. The nodel I|egislation also proposed |icensing "check
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cashers". This bill did not include such provisions, as this
activity did not pose a risk for noney |aundering or terrorist
fi nanci ng.

Senator Elton furthered that this bill wuld ensure |aw
enforcement coordination to ensure that these businesses were
"not abused by people who avoid banks because they don't want
the scrutiny of bank examners."” Consuners would be protected
t hrough the provisions of this bill relating to "bonding and net
worth requirenents”. This bill would require a listing of all
fees and ternms on the receipt supplied to the customer, as well
as on-site posting of a notification to consumers of agencies
avai lable to assist in the event the custoner has "problens with
t he business.™

10: 21: 11 AM

Senator Elton pointed out that this bill would be "revenue
neutral" to the State. The fiscal note indicated the cost to
i npl ement the |egislation would be $80,000. As required of other
regul at ed busi nesses, the businesses affected by this bill would
pay a license fee. The Departnent of Comrerce, Conmmunity and
Econom ¢ Devel opnment estimated that 40 businesses practiced
nmoney transferring in Alaska and that "the regulation and
i nvestigation conponent” for the Departnment would require a fee
of $2, 000.

Senator Elton reported that despite the significant amount of
the license fee, the affected businesses seek the regul ati on and
the "safety” that would be assured through |icensing. Licensing
woul d protect |egitinmate businesses and woul d make operations of
non | egitimte businesses nore difficult.

10: 21: 58 AM

Senator Elton disclosed that this legislation was requested by
the industry. In consideration of this bill by Senate comittees
and its conpanion bill by House of Representatives conmttees,
it had the received endorsenent and support of Wlls Fargo, a
| arge noney transmitter as well as that of small "store front”

noney transmitters, many of which operate in cruise ship port
towns. The Departnent of Commerce, Community and Economc
Devel opnent and consuner advocates, including the Al aska Bankers
Associ ation, supported this bill.
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10: 22: 47 AM

Senator Elton remarked that this legislation was the first
attenpt to regulate the noney transfer industry.

Senat or Elton concluded his presentation of the bill,
reiterating that an individual involved in the industry
requested it. The nore his staff reviewed the matter, the nore
it was understood that consunmers nmust be protected and that this
| egi sl ati on woul d assist in honeland security efforts.

10: 23: 57 AM

Co-Chair Stedman asked about any opposition to this bill in
addition to noney | aunderers.

10: 24: 08 AM

Senator Elton reported that no opposition had been voiced to
either this bill or its conpanion bill. He attributed this as a
"testament” to staff coordination with the industry and al
affected parties. He repeated that the Alaska Bankers

Association, large and snall businesses and consumer interests
supported the bills.

10: 24: 51 AM

Co-Chair Stedman requested Senator Elton speak to the fiscal
not e.

10: 24: 55 AM

Senator Elton explained that as required of other regulated
busi nesses, the costs of regulating the currency exchange and
noney transfer businesses would be borne by the industry. The
Departnment estimated the annual cost to inplement the program
woul d be $80,000 and that each business would pay an annual fee
of $2,000. Although this would be a higher license fee than nost
ot her Dbusinesses paid, the affected businesses support this
program

10: 25: 53 AM

MARK DAVIS, Director, Dvision of Banking and Securities,
Departnent of Commerce, Community and Econom c Devel opnent,
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testified via teleconference from an offnet |ocation in support
of the bill. The revenues collected from the fees would be
utilized to regulate the businesses and for investigations. The
$2,000 licensee fee was calculated based on the 37 businesses
currently registered with the "federal financial crinme center”;
however, addi ti onal busi nesses could be practicing noney
transfers or currency exchange activities.

M. Davis infornmed that wupon inplenentation of a regulatory
program for some industries, nore licenses were applied for than
had been estimated. This was |ikely because sonme businesses had
been "reluctant™ to practice in an unregul ated industry.

10: 27: 12 AM

Senat or Thomas asked exanpl es of businesses that practiced noney
transfers.

10: 27: 30 AM

M. Davis gave as exanples, Mney Gam and Wstern Union. He
also told of a small business that operated in the election
district represented by Senator Elton. WMst businesses were
affiliated with a large conpany such as Wstern Union. This
| egislation would allow the smaller conpanies to "work through”
the larger affiliates, which would result in "less regulatory
burden” in the industry.

10: 28: 09 AM

Senator Thonmas asked iif all banks were considered noney
transferors.

10: 28: 17 AM

M. Davis responded that banks would be exenpt from the
provisions of this Ilegislation. Consunmers could have funds
transferred from one bank to another. This bill would address
busi ness conducted by those consuners that did not utilize
banks, such as cruise ship crew nmenbers.

10: 28: 46 AM

Co-Chair Stedman asked if security broker dealers would also be
excluded fromthe provisions of this bill.
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10: 28: 54 AM

M. Davis answered in the affirmative, explaining that these
deal ers provided noney services and were regul ated through other
licensing prograns. Money transferors and currency exchange
provi ders were regulated in 47 states.

10: 29: 28 AM

Senator O son asked if the inplenentation of this regulatory
program could interrupt fund transfers intended for college
students and for other legitimate purposes.

10: 30: 03 AM

Senator Elton responded that no provision of this bill should
del ay access to funds.

10: 30: 38 AM

M. Davis agreed. This legislation wuld not change the
i ndustry, rather it would require the businesses to be |licensed

and conply wth federal reporting procedures. However, a
busi ness already licensed in another state would not be required
to secure an additional Ilicense. This would avoid causing a

"regul atory burden" for large conpanies. Additionally, this bill
would provide for "a tinely transmssion of the consuner
rights”, which did not currently exist.

10: 31: 19 AM

Senator O son asked if charges had been filed or should have
been filed against a party attenpting to |aunder noney through
such a busi ness.

10: 31: 45 AM

M. Davis was unaware of any violation in this state, although
failures in transmtting noney had occurred. The US Congress and
f eder al | aw enforcenent agencies urged states to adopt
regul atory progranms to conply with the federal Bank Secrecy Act.

10: 32: 17 AM
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Co-Chair Stedman ordered the bill HELD in Committee.

#
ADJ OURNIVENT

Co-Chair Bert Stednman adjourned the neeting at 10: 32: 44 AM
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