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ACTI ON NARRATI VE
3:32: 07 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:32 p.m Represent ati ves Buch,
Lynn, Holnmes, T. WIlson, and O son were present at the call to
order. Representati ves Chenault and Neurman arrived as the
neeting was in progress.

HB 342- EXTEND BOARD OF REAL ESTATE APPRAI SERS

3:32: 33 PM

CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO 342, "An Act extending the term nation date of
the Board of Certified Real Estate Appraisers; and providing for
an effective date."

3:32:36 PM

M CHELLE SIKMA, Staff, Representative T. WIson, Alaska State
Legi sl ature, presented HB 342 on behalf of the prinme sponsor,
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Representative T. W | son, paraphrased from the sponsor's
statenent, inserted, as follows [original punctuation provided]:

HB 342 extend the termnation date of the Board of
Certified Real Estate Appraisers (BCREA).Per AS
08.03.010(c)(20), the board wll sunset on June 30,
2010. HB 342 extends this date by four years, to June
30, 2014.

The BCREA is conprised of a five nenber board to
establ i sh: (1) exam nati on speci fications for
certification as a real estate appraiser; (2) rules of
prof essi onal conduct to establish and maintain a high
standard of integrity in the real estate appraisal
prof ession; and (3) regul ations necessary to carry out
t he purposes of the statutes.

The conclusion of the Legislative Audit is a
reconmendation to extend the BCREA' s ternmi nation date
by four years. (Report Digest #08-20064-10).

3:34:35 PM
REPRESENTATI VE BUCH i nqui red about the fiscal note.
3:35: 01 PM

CHRI'S CURTIS, Division of Legislative Audit, Legislative Affairs
Agency, explained that the Dyvision of Legislative Audit
conducted a sunset audit review and issued a report in January
2010. The objective of the audit was to determ ne whether the
termnation date should be extended. She reviewed the
background information, including that the BCREA's authority
originated from an Act that passed the Congress in 1989, the
Financial Institutions Reform Recover, and Enforcenent Act
(FI RREA) . This federal law was intended to ensure that
federally regulated real estate transactions appraisals were
performed by real estate appraisers who net the m ninum
qualifications and were conducted in conpliance with wuniform
standards. Under the federal |aw each state could establish its
own agencies to license and certify real estate appraisers. In
1990, the legislature created the Board of Certified Real Estate
Appr ai sers ( BCREA).

M5. CURTIS stated that the audit recommended that the BCREA be

granted an extension until June 30, 2014, which is half of the
ei ght years authorized in statute. The Division of Legislative
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Audit reconmended only a four-year extension of the BCREA
instead of an eight-year extension. This recomendation is
based on the Departnent of Comrerce, Community, & Economc
Devel oprent ( DCCED) and the BCREA's failure to address
recommendations by the federal Appraisal Subcommttee (ASC).
Additionally, the D vision of Legislative Audit recomrended t hat
the DCCED should inprove the admnistrative support to the
BCREA. She remarked that the lack of adm nistrative support is
a systematic problem and is one that the commttee nay see
surface in other audits. Further, the legislative auditors
recoomended that the Ofice of the Governor inprove its
appointnments to the BCREA in a nore tinely fashion.

3:37: 05 PM

REPRESENTATI VE LYNN asked for clarification of the itens the
DCCED and the BCREA failed to address.

M5. CURTIS responded that the federal ASC review found that the
DCCED and the BCREA failed to ensure that two of the 42
certified applicants nmet the Appraiser Qualifications Board' s
mnimumtime period requirenents during which experience nust be
ear ned. Thus, two of the certified real estate appraiser
licensees were not appropriately |icensed. The federal ASC
recommended that the DCCED request additional docunentation, but
only one applicant responded. Additionally, the federal ASC
asked the departnent to downgrade the licenses, but no action
was taken to do so. She understood the ASC conducted a
subsequent review, issued additional findings, and the DCCED and
the BCREA are currently working to address any renai ning i ssues.

REPRESENTATI VE LYNN acknowl edged that the audit reduced the
extension period. He asked whether the punishnent is
commensurate wth the findings.

M5. CURTIS related that rather than wait eight years to conduct
an additional review, an audit could be held in four years to
determine whether the DCCED and BCREA are neeting the

requirenents. One result of the BCREA not neeting the federa
licensing criteria is that it could lead to federal |ending
institutions not accepting appraisals, which is fairly

substanti al, she stated.

REPRESENTATI VE LYNN asked whet her any inspections or spot checks
woul d occur.

3:39:31 PM
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M5. CURTIS related that she does not believe any oversight is
currently in place except for the federal review

REPRESENTATIVE LYNN recalled his own mlitary service and
offered his belief that surprise inspections are worthwhile, so
periodi ¢ inspections shoul d happen.

3:40: 34 PM

REPRESENTATI VE T. WLSON inquired as to whether the BCREA should
be extended for only two vyears instead of four vyears as
recommended by the auditors.

M5. CURTIS answered the decision is subjective, that the
division thought that it may take sone tinme to address the
i ssues and wanted to allow the DCCED and BCREA tinme to renedy
the problens. She said she thought four years seened prudent.

REPRESENTATIVE T. WLSON wondered whether it would take two
years to conply with the audit recomrendati ons.

MR. CURTIS responded that it could. She also noted she was
unsure it would warrant the resources necessary to conduct a
full audit.

3:41:45 PM

REPRESENTATI VE BUCH referred to the fiscal note that indicates
the licensing program is required to cover its operating costs
with licensing fees. The revenue generated by BCREA |icensing
fees is anticipated to cover the programis full operating costs.
Al though this fiscal note indicates new funds are not required
to inmplenment this bill, the fiscal note inpact is approximtely
$100, 000.

MS5. CURTIS stated that she cannot address the fiscal note, but
agreed that the BCREA nust assess fees to cover the BCREA s
adm ni strative costs.

3:42: 43 PM

REPRESENTATI VE BUCH asked how often the BCREA neets.

M5. CURTIS related that the BCREA has net 11 tines in the past 4
years.
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3:43: 00 PM

JENNI FER STRI CKLER, Chief, Professional Licensing, D vision of
Cor por at i ons, Busi ness, and Professional Li censi ng, Juneau
Ofice, Depar t ment of Commer ce, Communi ty, & Econom c
Devel opment (DCCED), explained that the fiscal note reflects the
di rect expenses, but does not include indirect expenses, which
includes the overhead of the agency. She explained that the
BCREA is not asking for a new appropriation, but is just sharing
the cost of operating the board.

3:44: 33 PM

REPRESENTATI VE BUCH asked for the reason that the fiscal note
reflects $100,000 per year. He offered his belief that the
| anguage i s confusi ng.

REPRESENTATI VE CHENAULT expl ained the fiscal note. He referred
to the funding source as Receipt Support Services (RSS). He
expl ai ned that RSS represents funds collected fromlicensees and
does not represent general fund expenditures.

3:45:49 PM

REPRESENTATI VE CHENAULT asked for the nunber of certified rea
est at e apprai sers.

V. STRICKLER answered that there are approximtely 243
| i censees. In further response to Representative Chenault, she
related that the nunber of |icensees has stayed about the sane.

3:46: 22 PM

BUTCH OLMSTEAD, Vice-Chair, Board of Certified Real Estate
Appraisers (BCREA), stated at Jlast BCREA neeting held on
February 19th, 2010, the BCREA adopted several changes to its
regul ations to respond to the audit. The BCREA gave direction
to its staff to send certified letters to applicants who had not
conplied W th t he cont i nui ng educati on requirenents.
Additionally, the BCREA accepted a surrendered license from one
of three applicants. He related that the BCREA reviewed the
Division of Legislative Audit findings and offered his belief
that the board has acconplished the audit recomrendati ons.

3:48: 24 PM

HOUSE L&C COW TTEE - 8- February 24, 2010



STEPHEN TURNER, Past President, Board of Certified Real Estate
Apprai sers (BCREA), explained that the federal Appraisal Sub-
commttee visits the board each year to review procedures.
However, the 2007 audit was a nore thorough audit than normally
conduct ed. He related that the nunber of certified real estate
appraisers is up considerably from the 2003 - 2004 period, by

about 50 additional mnenbers. Wth respect to the fiscal note
since the licenses are biennial, they are renewed every other
year. Thus, the cash flow |ooks wuneven wth sonme years

reflecting a surplus and alternate years depicting negative
figures, but that it nets out at the end of the two-year cycle.

3:49:58 PM

CHAIR COLSON, after first determining no one else wshed to
testify, closed public testinony on HB 342.

3:51:13 PM

REPRESENTATI VE LYNN di scl osed that he currently holds an Al aska
Associ ate Broker's |icense.

3:51:22 PM

REPRESENTATI VE NEUVAN noved to report HB 342 out of committee
with individual recomendations and the acconpanying fiscal
not es. There being no objection, HB 342 was reported from the
House Labor and Commrerce Standing Commttee.

The conmttee took an at-ease from3:51 to 3:55 p. m

3:55: 39 PM

HB 346- WORKERS' COVPENSATI ON ADVI SORY BOARD

3:55:50 PM

CHAI R OLSON announced that the next order of business would be
HOUSE BILL NO 346, "An  Act establishing the Wbrkers'
Conmpensation Advisory Board; and providing for an effective
date. "

3:56:19 PM

REPRESENTATI VE NEUMAN nmade a notion to adopt Anendnent 1,
| abel ed 26-LS1447\R 1, Bailey, 2/15/10, as foll ows:
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Page 1, line 1:

Del et e "Board"

I nsert " Counci |, and abolishing the Medical
Servi ces Review Conmittee”

Page 1, line 5:
Del ete "Board"
| nsert "Council™"

Page 1, line 6:
Del et e "Board"
| nsert "Council"
Del ete "board"
| nsert "council"

Page 2, line 10:
Del ete "board"
| nsert "council"

Page 2, line 13:
Del ete "board"
| nsert "council"

Page 2, line 16:
Del ete "board" both places
I nsert "council" both places

Page 2, line 17:
Del ete "board"
| nsert "council"

Page 2, line 19:
Del ete "board"
| nsert "council"

Page 2, line 20:
Del ete "board"
| nsert "council"

Page 2, following line 23:
Insert new bill sections to read:
"* Sec. 2. AS 23.30.095(j) is repealed.
* Sec. 3. AS 23.30.275, enacted by sec. 1 of this
Act, is repealed June 30, 2015.
* Sec. 4. Section 82, ch. 10, FSSLA 2005, is
repeal ed. "
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Renunber the followi ng bill sections accordingly.

Page 3, line 8:
Delete all material.

Renunber the followi ng bill section accordingly.
3:56: 55 PM
REPRESENTATI VE HOLMES obj ected for purpose of discussion.
3:57: 05 PM
KONRAD JACKSON, Staff, Representative Kurt O son, Alaska State
Legi sl ature, paraphrased from the sponsor's statenent, inserted,
as follows [original punctuation provided]:
Since the m d-1980's an informal workers' conpensation
advisory conmittee has operated in Al aska. This "Ad-

Hoc" conmttee was conprised of representatives from
organi zed labor and from the W rkers' Conpensation

Commttee of Alaska — an industry group organized to
| obby for changes to Alaska's Wrkers' Conpensation
Act . The Ad-Hoc Committee was instrunental in

effecting the huge changes made to the Act in 1988

However, since then, the conmttee has been unable to
achi eve any success in large part due to their |ack of
any statutory legitimacy. In 2005, the Ilegislature
amended AS 23.30.095 to create a Medical Services
Review Commttee to advise the conm ssioner of the
Department of Labor and Workforce Developnent in the
area of medical costs and related services in workers'
conpensation. In Novenber 2009, the Commttee issued
its final report and recommendations. One of the
recommendati ons was the establishnent by statute of a
Wor kers' Conpensation Advisory Council to advise the
commi ssioner and legislature in the area of workers'
conpensat i on.

Simlar councils have been created and operate quite
effectively in other states. These councils are
charged with recomending statutory changes to the
| egislature as well as regulations to departnents in
the area of workers' conpensation. The purpose of the
council 1s to inprove workers' conpensation systens by
drawing together representatives from all workers

conpensati on stakeholders who gather and anal yze data
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and information, discuss and debate options and nake
recommendat i ons regar di ng probl ens facing t he
ef fecti veness of workers' conpensation systens.

This bill creates a council simlar to that found in
many ot her western and m d-western states. The Counci
is conprised of 11 voting and 5 non-voting nenbers:
four voting nmenbers drawn from organized |abor, four
voting nenbers drawn from vari ous enpl oyer groups, and
three voting nenbers from the various nedical
soci eti es. Non-voting nenbers provide expertise and
are drawn from the insurance industry (2 nenbers) and
the legislature (one fromeach |egislative body).

MR. JACKSON renmarked that in the haste to have the bill drafted
the council was inadvertently named a board. Anendnent 1 would
correct that discrepancy. He referred to page 2, lines 18 - 20,
of Anmendnent 1, and noted one additional change in Sections 2 -
4, repeal the Medical Services Review Conmttee, since it is
replaced by this new council.

3:58:49 PM

REPRESENTATI VE NEUVAN asked for the purpose of the Medical
Services Review Comm ttee.

MR. JACKSON explained that in 2005, the |egislature amended AS
23.30.095 to create a Medical Services Review Commttee (NMSRC),
whose purpose was to advise the commi ssioner of the Departnent
of Labor and Workforce Devel opnent (DLWD) in the area of nedical
costs and rel ated services in workers' conpensation.

REPRESENTATI VE NEUMAN restated that the conmttee reviewed
medi cal services. Thus, if a person was injured on the job, the
MSRC woul d det erm ne whet her treatnment i s necessary.

MR JACKSON related that the MSRC does not review cases on a
case- by-case basis, but the commttee would review itens such as
the entire medi cal fee schedul e.

4:01: 21 PM

REPRESENTATIVE T. WLSON asked whether the conposition of the
board is well rounded or if it should be changed.

MR.  JACKSON explained that during the course of the MSRC
nmeetings, the Alaska State Medical Association and others
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provided input as interested parties. He offered his view that
the recomendati ons seem fairly bal anced, and although the final
conposition may not be perfect, the larger a council or a board
becomes the nore cunbersone it also becones. The proposed
Wor kers' Conpensation Advisory Council (WCAC) would be conprised
of 11 voting nenbers, which seenmed to be a reasonabl e size. A
nunber of ex-officio nmenbers can also provide input. The WCAC s
nmeetings are public so people will have an opportunity to make
comments at the regular WCAC neeti ngs.

4:02: 53 PM

CHAI R OLSON explained that it has taken four and a half years to
arrive at this point and a significant anount of work was
acconplished in the past six nonths.

4:03: 03 PM

REPRESENTATI VE LYNN referred to page 2, line 4, of HB 346 to the
two nmenbers of the legislature that would be appointed to the
WCAC. He asked whether it would be useful to have a mnority
and majority viewpoint on the WCAC, and sel ect nenbers that have
garnered the nost votes and the |east nunber of votes in the
el ection process.

MR. JACKSON answered that the MSRC recommended that the
| eadership from each body of the |egislature nake appointnents
for menbership serving on the proposed WCAC.

REPRESENTATI VE LYNN suggested again that perhaps both politica
parti es shoul d be represented.

4:04: 37 PM

REPRESENTATI VE NEUMAN recalled that typically the |eadership
from each body of the |legislature nmnakes appointnents for
nmenber ship serving on councils, boards, or task forces.
REPRESENTATI VE LYNN mai nt ai ned his concern.

MR. JACKSON agreed it is a policy call.

CHAIR COLSON recalled that the Ethics Conmittee is the only
commttee he is aware of that makes that distinction.

REPRESENTATI VE LYNN expressed interest in hearing the viewpoint
fromother commttee nenbers.
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4:06: 02 PM

REPRESENTATIVE BUCH related that if the sponsor was anenabl e,
that he woul d not oppose the change.

CHAIR OLSON remarked that he would need to consult wth the
| egislative legal drafters as to the appropriateness.

4:07:00 PM

LINDA HALL, Director, Division of Insurance, explained the
history of the advisory conmttees on workers' conpensation.
She related that the conmttee nenbers received sone letters and
the sponsor statenment also references an ad hoc commttee. The
ad hoc commttee produced nunmerous proposals for workers'
conpensation reformin the late 1980s. The past few years the
ad hoc commttee has had difficulty in reaching agreenent to
address workers' conpensation issues. Wien the MSRC net this
sumer, it tried a different approach to find ways to inprove
the workers' conpensation system particularly since it had
difficulty in reaching a good outcone. She recalled other
states have had simlar success, such as in Oegon. Wi | e
Oregon's comrittee conposition is a little different, sone of
their nenbers have advised the Alaska |legislature on their
success in working on workers' conpensation issues.

4:09:11 PM

M5. HALL said that it seened to her a body with sonme statutory
authority mght bring a different level of credibility to the
process. She offered her support for the conposition of the
proposed WCAC and for establishing this type of an advisory
counci | .

4:09:42 PM
TRENA  HEI KES, Di rector, Division of Wrkers Conpensation,

Department of Labor & Workforce Devel opnent, stated that she is
al so speaking as Chair of the Medical Services Review Conmittee

(MBRCO) . She stated the bill is nuch needed. She restated
background information, relating that HB 346 cane out of the
recommendati ons made by the MSRC I n Novenber 2009, the MSRC
submtted its final report to the Departnent of Labor &
Wor kf orce  Devel opnent ( DLVAD) . The MSRC recomendati ons

cont ai ned cost contai nnent neasures, as well as recomendi ng the
creation of the Wrkers' Conpensation Advisory Council (WCAC).
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Since the md-1980's an infornmal Wrkers' Conpensation Ad Hoc
Commttee has operated in Alaska in an advisory capacity This
"Ad Hoc" Conmttee, wthout any statutory authority, was
conprised of representatives from organized |abor and from the
Workers' Conpensation Committee of Alaska — an industry group
organi zed to | obby for changes to Al aska's Wrkers' Conpensation
Syst em Thus, out of "labor" and the WCA cane the ad-hoc
commttee, which was instrunental in effecting the huge changes
made to the Wrkers' Conpensation Act in 1988. Since then the
commttee has been unable to achieve any success in large part

due to inadequate public input. She surmised that likely
happened due to the lack of any statutory legitimcy for the Ad
Hoc Conmitt ee. The neetings were not public, generally were

hel d behind closed doors, and consequently lack public input.
During her tinme as a workers' conpensation attorney, she
assisted in nmaking proposed changes to the workers' conpensation
| aws. Al though little was acconplished, some of what surfaced
got passed into |law since |abor and industry both supported the
| egi sl ati on.

4:13:33 PM

M5. HEIKES offered her belief that at |east one admnistration
ignored the ad hoc commttee since it was not formalized in
statute. Thus, the need arose to fornmalize the MSRC I n 2005,
the legislature anmended AS 23.30.095 to create a Medical
Services Review Conmittee to advise the Departnent of Labor and
Wor kf orce Devel opnent's Conmm ssioner in the area of nedical
costs and rel ated services in workers' conpensation.

M5. HEIKES stated that this past sumrer and fall |arger issues
| ooned and the MSRC began to examine councils in ten other
Western states to view how their councils functioned and to
review their respective statutes. She reiterated Ms. Hall's
comments, that these councils were conprised of |abor and
managenent with the rest acting in an advisory capacity. They

work very effectively in "drilling down" into workers'
conpensati on i ssues and maki ng recommendat i ons to t he
| egi sl ature. She thought they were successful because once the
i ssues passed through the council, both |abor and industry put
their "stanp of approval”™ on the issues. Generally these
councils have been successful, she remarked. The proposed WCAC
is nost closely based on the Wsconsin nodel. She referred to a

letter in nenbers' packets from Frances Huntl ey-Cooper of the
I nternational Association of Industrial Accident Boards and
Comm ssions (1 Al ABC), describing how the Wsconsin node
operates. The MSRC drew from that nodel as well as from O egon,
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Washi ngt on, and Montana, conpiling recomrendations that may work

well in Al aska. The intent of the MSRC was to gather workers'
conpensation stakehol ders t oget her to analyze data and
i nformation, di scuss and debat e opti ons, and make

recomendations to transform Alaska's Wrkers' Conpensation
Systeminto a first-class system

M5. HEIKES stated that the MSRC did not want to include people
with a specific agenda since commttees conprised of single
agenda nenbers do not work well. Instead, it is desirable to
have people serve who possess a single goal of working to
i mproving the workers conpensation system healing the injured
wor ker, and returning the worker to a productive life as soon as
possible, to mnimze the inpact on their |ives.

M5. HEIKES stated that under HB 346, the proposed WCAC woul d be
conprised of 11 voting and 5 non-voting nenbers: 4 voting
nmenbers drawn from organi zed | abor, 4 voting nenbers drawn from
vari ous enployer groups, and three voting nenbers from the
various nedical societies. Non-voting nenbers would provide
expertise and were drawn from the insurance industry. In fact,
every council the MRC reviewed had industry as a non-voting
parti ci pant. One nenber from the DLWD and one from each
| egi slative body would also serve on the proposed WCAC. The
primary purpose of |egislative nmenbership would be to apprise
the legislature on matters, such as on issues being reviewed by
t he WCAC. She related the MSRB expressed concern about voting
menbers and comm ttee nenbers should have received letters to
t hat effect.

4:17:32 PM

M5. HEIKES related that of +the 10 states examned, only
enpl oyees and enployers were given a vote on the council.
Doctors were nenbers but were non-voting nenbers. This bill is
different, since the MSRB voted by a slim mgjority to give
doctors a vote. The MSRB took the view that doctors should have
a vote since workers' conpensation cones down to a "three-|egged
stool" consisting of enployers, enployees, and doctors, due to

the personal injury aspect. The MSRC expressed concern that if
doctors did not have a vote, they would just not show up, and
obtaining their perspective is inportant. She pointed out that
the insurance industry was not given a vote, although their
expert assistance wll also be required, but no other state
council gave them a vote. She said that they really "don't have
a dog in the fight." She recalled one MSRB nmenber stating that

the industry just passes the savings on to the system She
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remarked that the insurance industry also did not specifically
request a vote on the proposed WCAC. She concluded that this
bill creates a WCAC that has been needed in Al aska for sone
time, and through the proposed WCAC, the state nay be able to
garner nore public input to a degree never experienced in
Al aska. She urged nmenbers to vote in support of HB 346

4:19: 43 PM

M5. HEIKES, in response to Chair O son, said she leaves it up to
the legislature as to whether it wants a bi-partisan council.
She stated that these nenbers really serve as nessengers to the
| egislature to i nformthem of energing issues.

CHAIR OLSON remarked he is unaware of any party affiliation on
ot her boards.

M5. HEIKES agreed that the remaining seats are not exam ned by
party affiliation.

4:21:09 PM

KENTON BRI NE, Nort hwest  Regi onal Manager; Assistant Vice-
President, Property Casualty Insurance Association of America
(PCl), thanked the industry nenbers and the MSRC for their
recommendations. He stated that Al aska has the highest workers

conpensation rate in the nation, which is driven in large part
by nedical costs. In Al aska, nedical costs represent about 72
percent of workers' conpensation |osses, in conparison to the
nati onal average of 58 percent. He offered PCl's support for HB
346. He suggested the committee may wi sh to consider the nake-
up of the proposed council. The Oregon system is a little
different, he stated. The Oregon Wrkers' Conpensation System
was engaged in a major overhaul in 1990. One critical outcone
has been that enployers have seen workers' conpensati on
insurance rates decline, in wevery year except one, since
enactnent of the laws about 20 vyears ago. In conparison,
Washi ngton State has a state run nonopoly and the costs for
wor kers' conpensation and the rates paid by enployers have
i ncreased al nost every year. The state auditor predicts that
wi thout higher rates or serious benefit cuts, the fund to pay
for injured workers will go broke in tw to five years. One
feature unique to Oregon is that its advisory board, called a
Managenment Labor Advisory Conmittee (MAC), is a 10-nenber
commttee conprised of 5 representatives of organized |abor, and
5 representatives from nmanagenent or the enployers. There is no
tie-breaking vote and no other entities are allowed into the
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advi sory conmittees. It is sinmply "the two sides battling it
out." He related that the tacit agreenent by the legislature
and the governor's office is that unless a mjor piece of
legislation relating to Wrkers' Conpensation benefits or
procedures has the MAC seal of approval, the legislature wl
not pass it and the governor will not sign it.

4:25: 34 PM

MR. BRI NE conti nued. He stated that this is an inportant tool
to be certain that fairness is had in ternms of changing public
policy related to Wrkers' Conpensation clainms and benefits. He
suggested that nenbers consider bal ancing out the current makeup

of the voting nenbers of the proposed council. He said he does
not want to suggest, necessarily that insurers should have votes
on proposed council. However, he understood the rationale for

the voting and non-voting nenbers. He reviewed the 11 nenbers,
of which 4 are enployers, noting the other 7 nenbers nmay have a
different interest, which mght be to expand benefit levels to
injured workers or the anount of noney available for their care.
He offered his belief that this may not have the effect of
lowering the ever-increasing nedical costs. He offered to
provide language if the conmttee is interested in doing so.
Wth those <changes to HB 346, his organization could

whol eheartedly support the bill. Oherw se, he said, they would
have sone concerns, but would still like to see HB 346 npve
f or war d

4: 27: 56 PM

VINCE BELTRAM, President, Anerican Federation of Labor and
Congress of Industrial Organizations (AFL/CIO, stated that he
has served as one of the nenbers of the MSRC for the past six
months. He affirmed the MSRC s unani nous support to establish a

Wor ker s’ Conmpensation Advisory Council (WCAQ) , which is
relatively consistent with the proposal contained in HB 346. He
stated that creation of the proposed WCAC wll place into
statute a function that the Ad Hoc Committee has had |imted
success in performng. This proposed WCAC will resolve sone

conflicts encountered in the Ad Hoc Commttee process and will
consolidate the function of the Ad Hoc Committee and the NMSRC
It should streanline issues to have all the parties at the table
in a construct that should properly serve the two principal
interests, the injured workers and their enployers. This should
elimnate sone perceived profit notive from the process, he
st at ed. The MSRC reviewed the nodels from several other states
as Ms. Heikes nentioned, and uses one nost simlar to the
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W sconsi n nodel, which have resulted in greater efficiencies for
Wor kers' Conpensation Systens in other states by reducing costs,
inproving protection for the injured worker, and setting
policies to return workers back to their jobs nore quickly. He
agreed with the basic structure of the conposition. He rel ated
that the MSRC hel d considerabl e debate on who should have voting
rights. One nenber from the nedical care providers was adanant
about doctors having voting rights. He stated that other states
had limted their voting rights, and although he expressed sone
concern, he offered a willingness to hear the doctors make their
case, and acknow edged that doctors provide a key conmponent to
the system

4:31: 21 PM

MR. BELTRAM expressed concern with the |anguage on page 1,
lines 9 - 11, of HB 346 on the nake-up of the enployer
representatives. It is conceivable that the oil industry could
occupy all four enpl oyer positions since some general
contractors perform oil field work. He suggested anending the
| anguage to assure a nore diverse pool of enployers. He al so
woul d not object to |language that also diversified the organized
| abor pool, as well, perhaps a certain nunber of building

trades. Wiile he did not object to partisan representation, he
t hought since the legislative representatives are ex officio,

and provide an advisory role to the legislative bodies. He
strongly wurged adoption of HB 346, wth sonme «clarifying
anendnents that insure Alaska's injured workers will be treated

fairly and in the nost efficient manner.
4:33: 05 PM

REPRESENTATI VE HOLMES related that all of the nmenbers except the
| egi slators are appointed by the DLWD conm ssioner. She asked
whet her that was acceptabl e.

MR. BELTRAM recalled sone discussion by the MSRC The NMSRC
t hought the appoi ntnment process mght be less politicized than a
Governor's appoi nt nent. He recalled the MSRC agreed uniformy
that the appoi ntment net hod was adequat e.

4:34:16 PM

PATRICIA WLSON, Wrkers Conpensation Commttee of Al aska,
stated that the commttee submtted witten coments. She
offered that the WCCA does not disagree wth the counci

approach. She related that she spent tine at the MSRC neetings
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this past year and was inpressed wth their report and
recommendations. |In workers conpensation, the "players" are the
enpl oyees, the injured workers, and their enployers. Wi | e
other parties with financial interests, ranging from vocational
rehabilitation counselors, nedical providers, and attorneys,
However, she offered her belief that the interested parties
shoul d not be voting nenbers. | nstead, those with the ultinmate
interest, the enployees and enployers, should be involved since
they are directly affected. She recalled that the MSRC worked
on cost containnent issues with very difficult concepts that
requi red outside expertise and testinony. This type of format
allows for subject matter experts and the nedical conmunity
serves a valuable role. However, the voting nenbers should be
restricted to the enployers and the enployees. She suggested
that the managenent appointnments be recommended by a group that
can draw from a pool of people specifically experienced in
Wor kers' Conpensation issues, which is a fairly arcane system
wi th many nuances.

4:38:42 PM

CHAIR COLSON, after first determining no one else wshed to
testify, closed public testinony on HB 346.

REPRESENTATI VE HOLMES renoved her objection.
There being no further objection, Anendnent 1 passed.
4:39: 07 PM

The commttee took an at-ease from4:39 p.m to 4:43 p.m

4:43: 51 PM

CHAI R OLSON stated the anended bill is now before the comm ttee.
REPRESENTATIVE T. WLSON noved to report HB 346, as anended, out
of committee wth i ndi vi dual reconrmendati ons and t he
acconpanyi ng fiscal notes. There being no objection, the CSHB

346(L&C) was reported fromthe House Labor and Comrerce Standing
Conmittee.

The conmmittee took an at-ease from4:43 p.m to 4:47 p.m
4:47:10 PM

HCR 19- Al DEA REPORT ON | N- STATE FUEL STORAGE
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CHAI R OLSON announced that the final order of business would be

HOUSE CONCURRENT RESCLUTI ON NO. 19, Urging the Al aska Industri al
Devel opnent and Export Authority to present a business case to
the Alaska State Legislature that includes a nmethod for
financing, a plan to solicit proposals for a public and private
venture, and an analysis of the economic feasibility of a state-
built and privately operated fuel storage facility that would
serve the public interest by providing Al askans with a reliable
source of jet fuel, diesel, and gasoline at conpetitive prices.

4:47:14 PM

REPRESENTATI VE JAY RAMRAS, Al aska State Legislature, explained
that HCR 19 is a resolution that pertains to in state fuel

st or age. He recalled over a year ago the previous speaker
tasked him with working on a gasoline pricing report. He has
worked closely with M. Sniffen, Departnent of Law on these
i ssues. An expansion of the Port of Anchorage would provide
incentives for other refineries to operate in Alaska to create
conpetition for the production of gasoline in Al aska. At the
time, the Port of Anchorage was sinply not Ilarge enough to
accommopdate any additional fuel storage. Since that tine,
former Governor Sheffield has physically enlarged the Port of
Anchorage by filling in portions of the port wth acres of
gravel . The Port of Anchorage is now large enough to
accommodat e fuel storage. He acknow edged that a great debate

has arisen over price gouging and price regulation in Al aska.
He offered his belief that his view on this issue is simlar to
the Chair's view on this issue. This resolution supports the
concept of having AIDEA build a business case for the free
market to work, which wuld create conpetition to allow
gasoline, diesel, and jet aviation fuel to potentially conme from
Cherry Point, the largest refinery in Washington State. Thi s
refinery operates primarily using North Slope crude, refines
with natural gas, at $.08 kilowatts, which would make the cost
of fuels nore affordable to Al askan consuners. The "rack rate"
for the past 16 nonths has ranged from $.60 to $.90 cents per
gallon less than the two refineries in Al aska. The Tesoro
refinery in Nikiski produces 85 percent of Alaska's fuel and the
Flint Hlls Resources Al aska Refinery (Flint HIls) in North
Pol e produces the remaining 15 percent. Sout heast Al aska is
served by Seattle and often enjoys lower prices than the
remaining parts of the state, he stated. He recapped that this
resolution would request AIDEA prepare a business case to
determ ne whether it would warrant a third-party operator to
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assurme the risk and liability of bringing in fuel from another
refinery to serve Al askans.

REPRESENTATIVE T. WLSON asked whether this would affect Flint
Hlls and if Al DEA would be a conpetitor.

REPRESENTATI VE RAMRAS answered yes. He expressed that is the
whole point, to provide a conpetitor in the market for the
benefit of consuners across the State of Al aska that does not
come from price gouging or price regulation |egislation, which
would have a nore adverse affect on Flint Hlls than
conpetition.

4:51: 01 PM

REPRESENTATI VE NEUMAN asked whether this resolution is an
outcone of the research on price gouging, and is neant to
provi de additional information.

REPRESENTATI VE RAMRAS related that in January 2009, at the tine
the report was produced, the Port of Anchorage was not |arge
enough to accommodate the consideration of extra fuel storage.
Former Governor Sheffield has indicated that the Port of
Anchorage is ready and the term nal would be ready for bulk fue
storage before the construction could begin.

4:51:52 PM

REPRESENTATI VE RAMRAS related that the risk for anyone entering
into a transaction such as this is that if the conpetition
lowers the price for Alaskans by $.30 and Flint Hills Resources
(Flint Hlls) and Tesoro Refinery (Tesoro) lowers their prices
by $.32 that the fuel would be stranded in the storage tanks,
which is the inherent risk enbedded in the free market. He
pointed out that discussions wth Flint HIlIls and Tesoro
indicated their preference for conpetition rather than price
gouging legislation since that approach to address high fuel
costs could "run Flint Hlls out of the State of Al aska."

4:52:34 PM

JAMES HEMSATH, Deputy Director, Business Developnent, Al DEA,
presented a PowerPoint describing AIDEA's viewpoint of this
opportunity for a business project. He offered to review the
potential problem and opportunities, and address how Al DEA coul d
participate in a potential plan to address the problem [slide
2] .
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4:54:35 PM

MR. HEMSATH di scussed the regular grade retail gasoline prices
[slide 3]. He explained that the graphs on this slide outline
data obtained from the Departnent of Law (DOL) and use
Representative Ranras's report, which is updated through 2009
The top graph shows the absolute prices between Seattle and
Anchor age. The bottom graph provides the average price spread
bet ween Anchorage and Seattle. Historically the spread has been
in the $.10 per gallon range, but in the last 18 nonths rose as
high as a $1 per gallon differential. Currently the difference
is running at $.75 per gallon. Qualitatively, it is reasonable
to assune a price differential should range between $.10 to $.20
per gal | on, whi ch accomnmpdates transportation costs and
efficiencies of refineries. He concluded that $.75 to $1.00
price difference between Seattle and Anchorage may be seen as
| ess than reasonabl e.

4:56: 00 PM

MR. HEMSATH provi ded an overview of transportation |inks between
Al aska and Seattle [slide 4]. He related this small graphic
provides the transportation paths between Cherry Point in

Washi ngton State, Anchorage, the North Pole Refinery, and other
parts of Alaska to transport a variety of fuels.

4:56: 23 PM

MR. HEMSATH explained the reasons for HCR 19 [slide 5]. He
stated that this past wnter a question arose whether sufficient
jet fuel was available at the international airports, raising
t he question of whether planes could operate. He explained that
a spike arose in the cargo |load, conmbined with a |lowering of the
production rate at Flint Hlls. He recalled that UPS provided

the renmedy and fuel for Cathay Pacific to operate. He
characterized the issue as a "little bit of a squeeze" and
suggested that security issues also need to be addressed. He

related that from AIDEA' s perspective an infrastructure need
exists, that sonething is mssing in the infrastructure itself.
Sonmething is needed to alleviate the problenms and provide an
opportunity for economc devel opnent, at |l east from the
perspective of maintaining and saving jobs in Al aska. Furt her
AIDEA, in its Devel opnment Finance Program can own and operate an
asset of this nature to serve this need. However, he
acknow edged that a business case nust exist in order to do so.
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4:57:51 PM

MR. HEMSATH outlined what AIDEA nust review to develop the

busi ness case [slide 6]. He explained that by law, AIDEA is
required to have projects pay for thenselves. He related that
the proposed project would be open access, AIDEA owned, and
contractor operated. The proposed project would need to
generate sufficient revenue to pay for itself. Addi tional ly,
AIDEA would review the market and market risk, as well as

address conpetition issues. He pointed out that AlIDEA does not
want to be viewed as being in the mddle of conpetition as a
state authority, although what AIDEA "brings to the table" is

not necessarily a grant or non-business aspect. However, Al DEA
needs to ensure that it is not putting one business out of
business in order to sustain another business. Speci fically,

one of eight jobs in Anchorage relates to the airport, so
reliability of fuel is inportant. Thus, AIDEA would build for a
specific reason and a specific project.

4:59: 36 PM

REPRESENTATI VE NEUVAN asked whether AIDEA is currently involved
in projects that use a business plan that is sinmlar to the
proposed arrangenent in HCR 19.

MR. HEMSATH responded that as projects are considered by Al DEA

such as a small iron ore project currently under consideration

that each project has own node. The overriding factors Al DEA
considers are the business case, the revenue aspects, the market
for the product, and the risks in that nmarket. It is not
specifically defined in a stop-gap format, but that is the
approach that AIDEA takes when considering projects, which is
simlar to the process being used for this project.

5:00:42 PM

REPRESENTATIVE T. WLSON asked whether AIDEA is currently
involved in any plan that would conpete against the private
sector. She offered her belief that the proposed project would
specifically conpete with the private sector, such as the Flint
Hlls Refinery in North Pole.

MR. HEMSATH responded that it depends on how conpetition is
defined. Conpetition is not necessarily a definitive condition.
For exanple, AIDEA owns the road and the port that nmakes it
possible for the Red Dog Mne Facility to operate. He asked
whet her that constitutes conpetition with the private sector.
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He answered that while it does conpete with mnes in other parts
of the country, AIDEA s involvenent does not necessarily conpete
with the private sector in Al aska. He offered his belief that
Al DEA conpetes with other areas of the country or the world in
order to provide jobs in Al aska. He said that he did not
believe that AIDEA has a specific project in Alaska that is
potentially as overt a conpetitor as the proposed Port of
Anchorage expansion project, which is the reason the market
dynam c needs to be fully addressed and understood, he stated.

5:02: 03 PM

REPRESENTATIVE T. WLSON asked for the closest business plan
simlar to this proposed project.

MR. HEMSBATH answered that the closest business plan would be the
ownership at the Ketchikan Shipyard. Wil e other shipyards,
such as the ones in Kodiak and Seward provide sinlar work, sone
aspects and variations between the shipyards make them not
conpletely conpetitive with the Ketchi kan Shi pyard project.

5:02: 40 PM

MR. HEMSATH di scussed product storage of jet fuel, gasoline, and
distillate [slide 7]. He stated the various grades of gasoline,
and noted the inmportance of recognizing the processing capacity
in the state. Addi tionally, product storage includes
distillate, the ultra lowsulfur, and nunber two fuel oil. | t
is also inmportant to discuss how storage relates to the Rail belt
and what type of storage is required for Wstern Al aska, he

st at ed. The graphic depicted was taken from a 2007 report of
the Energy Information Authority, which provides an indication
of the amounts of sales of petroleum products in Al aska. He
related that two-thirds of the fuel is jet fuel, and the

distillate and notor fuel make up the other third.
5:04: 06 PM

MR. HEMSATH conpared typical crude oil yields [slide 8]. He
stated that the graphic on the right is a light crude oil,
typical of a West Texas internediate, with about 50 - 60 percent
in atnospheric distillates, 20 - 25 percent in vacuum
distillates, and 20 percent in vacuum residue or heavy ends.
Al aska currently is some place under that, but not quite at the
heavy oil level. He said, "This is where we think we are going,
with the crude slate, when we start |ooking at producing sone of
the heavier or nore viscous crudes on the North Slope, where the
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at nospheric distillates count for only 20 percent of the barrel,
and the bottonms account for as nust as 60 percent of the
barrel ." This is inmportant in terms of how the refinery
processes the oil. Flint Hlls Resources Alaska (Flint Hills)
and the two Petro Star, Inc. (Petro Star) refineries are |ight
end distillation only, so these refineries would produce their
products from only 20 percent of the barrel of heavy oil crude.
He related that their products consist of [|ight straight-run
gasoline, kerosene, jet fuel, and sone heating oil [slide 9].
Tesoro has a hydrotreater, but Flint Hlls and the Petro Star
plants do not so they cannot produce any of the |ow sul phur
di esel fuels. Tesoro has sone vacuunmtunit capacity and sone
ability to make other gasoline products, but they are also
limted, in that a full quarter of their production consist of
the heavy ends or bottonms that some refineries would destroy as
a Coker, or sell as a potential feed stock for other refineries
on the West Coast, or as bunker fuel for ships. The ability of
the refineries to produce predonm nately jet fuel changes, which
is an aspect for consideration in terns of fuel security and how
the system m ght work.

5:06: 26 PM

MR. HEMSATH descri bed the Anchorage Port Expansion Phasing Pl an
[slide 10]. He referred to the color slide and related that the
fuel storage tanks would be located in the red and yell ow area
on the far right of the facility. The yellow area has been
filled, while the red area is open water and is scheduled to be
filled this sunmer. Wiile there is space at the Port of

Anchorage, and staging space exists, sonme space is not yet
conpl eted, he stated. The Port of Anchorage would relocate its
existing fuel off-loading facility to that area, he said.

5:07:31 PM

MR. HEMSATH outlined AIDEA s action plan [slide 11]. He related
that the Market Analysis is currently being done by Econ One
Research Inc. (Econ One) and is a continuation of last year's
efforts on the pricing nmechanism which is supported by the
Depart nment of Law. From the market analysis, AIDEA will review
the mlitary capacity, long-term air cargo, and fuel supply
reliability. The AIDEA is also in the mdst of bringing on
board an engineering contract to perform a layout and cost

esti mat e. He suggested that it is inportant to assess the
storage constraints. The market analysis nmay provide a
tolerance for one mllion barrels of storage capacity, but if

there is only room for 500,000 barrels, that could change the
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busi ness case. He related that the project is not just tanks,
but also includes vapor recovery, and space for additives to
change the jet fuel for mlitary specifications. Further, the
schedul e of the proposed port expansion is also inportant. He
said he would like to say that the Al DEA would do a quick market
anal ysis and exam ne the estimates, but many other aspects wll
need to be considered to develop the business case. The
business case nodel wll examne how the project inpacts
conpetition, the ability to produce fuel, the market risks and
econoni ¢ inpact, including any new jobs that may be created.

5:09:38 PM

MR. HEMSATH described the AIDEA's mission and its relevance to
HCR 19 [slide 12]. He asked why this resolution is being
witten for AIDEA. Part of AIDEA's mission in ternms of economc
devel opnent and growth is the ability to own assets, and treat
them as a business entity with a different feel. Al DEA has a
bylaw that allows it to mnanage and operate projects as the
authority considers necessary and appropriate to serve a public
pur pose, which puts this type of project "directly in our lap.”

5:10: 26 PM

MR. HEMSATH di scussed AlIDEA' s purpose [slide 13]. The AIDEA is
also allowed, by statute, to equip, operate, and nmaintain

facilities that wll enhance the conpetitiveness of the
International Airport System specifically the Ted Stevens
International Airport [slide 20]. | ssues on that fuel supply

and fuel reliability are probably the nunber one risk to our air
cargo business in the state. Thus, these types of excerpts from
our enabling statute drive AIDEA to be part of this project
since it fits one of AIDEA s project nodes. He reiterated that
AIDEA is looking for projects that it can denonstrate are

economcally advantageous to the state, are financially
responsi bl e, and produce revenue [slide 21 - 22]. He pointed
out that AIDEA has a business case it nust neet. He related
that if the termnal project does not neet these requirenents,
that AIDEA cannot participate in the project. He related

simlar types of projects, such as the road and port at the Red
Dog m ne, the FedEx hangar in Anchorage, the Ketchi kan Shi pyard,
and the Skagway Ore Term nal. He stated that AlIDEA envisions
the Port of Anchorage fuel termnal as fitting into that node.
The project size would entail 500,000 to 1,000,000 barrels of

fuel storage capacity [slide 29]. The project would consist of
an open access project, and the product would be transferred by
pi peline, barge, and railcar. This project should enhance the
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statewi de fuel system which enconpasses storage, distribution
as well as manufacturing. He related that AIDEA woul d contract
wth an operator, and would use an open season concept for
storage commtnments. Thus, AIDEA nust be able to guarantee that
it has the business for a sufficient period of tinme to pay off
t he debt.

5:12:18 PM

MR. HEMSATH rel ated that depending on the size of the term nal
the total cost is estimated from $75 to $100 million [slide 29].
He concluded by stating that AlIDEA believes this type of project
fits its mssion and its strategic vision to be an active
partner wth Alaskans and a dynamc resource in statew de
econoni ¢ devel opnent .

5:12: 38 PM

REPRESENTATIVE T. WLSON referred to page 16 of his PowerPoint
presentation and read, "AlIDEA does not conpete with the private
sector."

MR. HEMSATH responded that she is correct.

REPRESENTATIVE T. WLSON related her wunderstanding that under
this resolution that AIDEA would conpete with the private
sector.

MR. HEMSATH agreed that it mght be considered conpeting wth
the private sector. He explained that the aspects to consider
are whether the reasons for the distorted fuel costs are due to
strictly non-conpetition reasons or whether a problem exists in
the infrastructure itself. He related that fuel prices would be
nore conpetitive if sonmeone were able to build storage capacity,
but any single individual m ght not have enough capacity to make
the project economic. The consolidator would be |ooking at
projects to bring in other storage. Whet her these prices are
due strictly to conpetition is not yet known. However, another
reason for AIDEA' s involvenment is whether this could be an issue
of security. He said, "The question is there nay be a business
case in this in jet fuel only, and has nothing to do wth
whet her we're conpeting to | ower price, but on the business case
al one. "

[ HCR 19 was hel d over].

5:14: 02 PM
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ADJ OURNVENT

There being no further business before the commttee, the House

Labor and Commerce Standing Commttee neeting was adjourned at
5:14 p.m
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