SENATE FI NANCE COWM TTEE
April 15, 2010
9:08 a. m

9:08:17 AM

CALL TO ORDER

Co-Chair Stedman called the Senate Finance Commttee
nmeeting to order at 9:08 a.m

VEMBERS PRESENT

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

Senat or Denni s Egan

Senat or Donny O son

Senat or Joe Thomas

VEMBERS ABSENT

None

ALSO PRESENT

Senator Lesil MQ@ire, Sponsor; Mke Pawl owski, Staff,
Senator Lesil MGQuire; Senator Thomas WAagoner, Sponsor; Pat
Gal vi n, Conmi ssi oner, Depar t ment of Revenue; Senat or
Charisse MIlett, Sponsor; Ted Leonard, Executive D rector,
Al aska I ndustrial Devel opment and Export Authority (AlDEA);
Conrad Jackson, Staff, Representative Kurt O son, Sponsor;
Sue McLean, Director, Crimnal D vision, Departnent of Law,
Linda Hall, Director, Division of Insurance, Departnent of
Commer ce, Conmmuni ty and Econom c Devel opnent ; Don
Et heridge, Alaska State AFL/CI G Fred Brown, Executive
Di rector, Health Care Cost Managenent Corporation of
Al aska; Representative Bill Stoltz, Sponsor; John Binkley,
Chai rman, Al aska Railroad Corporation

PRESENT VI A TELECONFERENCE

Carri Lockhart, Marathon Q1l; Mark Stearns, Al aska Wod
Mol di ng, Anchorage; Peter MacSey, Steel Fab, Anchorage;
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Mead Treadwell, Anchorage; Tom Favero, Fairbanks;
Reeves, Fairbanks

SUMVARY

SB 309 GAS EXPLORATI ON\ DEVELOPMENT TAX CREDI T

SB 309 was heard and HELD in Comittee
further consideration.

John

for

HB 365 FI SH PROCESSOR FEES, LI CENSES, RECORDS
HB 365 was heard and HELD in Commttee for
further consideration.

HB 90 Al DEA: BONDI NG TAXATI ON RECORDS
HB 90 was heard and HELD in Conmittee for further
consi derati on.

HB 314 WORKERS' COMPENSATI ON
HB 314 was heard and HELD in Committee for
further consideration.

HB 357 AK RAI LROAD CORP. LAND SALES
HB 357 was heard and HELD in Commttee for
further consideration.

HB 424 G O BONDS: EDUC. / LI BRARY/ RESEARCH FACI L.
HB 424 was schedul ed but not heard.

HB 369 | N- STATE PI PELI NE/ MANACGER/ TEAM
HB 369 schedul ed but not heard.

HCR 22 ALASKA NORTHERN WATERS TASK FORCE
HCR 22 was schedul ed but not heard.

9:09:33 AM

#sb309

SENATE BILL NO. 309
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"An Act anmending and extending the exploration and
devel opnment incentive tax credit under the Al aska Net
I ncone Tax Act for operators and working interest
owners directly engaged in the exploration for and
devel opment of gas from a |lease or property in the
state; providing for an effective date by anending the
effective date for sec. 2, ch. 61, SLA 2003; and
providing for an effective date."

Co-Chair Stednman noted this was the first hearing of the
bill. He said that anendnments woul d be al |l owed today.

9:12:12 AM

SENATOR LESIL MCGU RE, SPONSOR, explained that SB 309 has
beconme an anal gamation of a variety of bills designed to
incentivize oil and gas exploration efforts, both in Cook

Inlet and in Prudhoe Bay. The first part of the bill deals
wi th Southcentral Alaska which is suffering from a decline
in drilling and exploration activities in the Cook Inlet
area. Research indicates that by 2013, at the current
drilling rate, there is a very real possibility that Liquid
Natural Gas would need to be inported from Indonesia. The
goal is to increase drilling activity in the area, which is

uni que and has many chal | enges.

Senator MQ@iire addressed the first part of the bill.
During the interim time was spent talking with Cook Inlet
explorers in an attenpt to develop incentives. The bill
anends and extends the exploration and devel opnent
incentive tax credits that were originally enacted in 2003
under the Alaska Net Incone Tax Act. The current bill, SB
309 changes the 10 percent anmount to 25 percent of a credit
against state income tax liability. The 50 percent
[imtation on the anmount of credits allowed to be taken in
a single year was elimnated in SB 309. Now, 100 percent of
all qualified credits for exploration and devel opnent can
be taken in a single year.

9:14:35 AM

Senator McQuire explained that the second part of the bil
woul d extend the sunset date of the investnent tax credit
from January 1, 2013, to January 1, 2020, allowing the
conmpani es to make | onger-term busi ness deci si ons.
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Senator MQ@ire related that another part of the bil
addresses infield drilling vs. new pockets of drilling in
Prudhoe Bay. The bill would allow infield drilling to occur
and credits taken for that, as well.

Co-Chair Stedman asked for an explanation of infield

drilling. Senator MGuire explained that under the original
I egislation, drilling had to be done outside of an existing
well. Infield drilling is done near an existing, proven
wel | reserve. Previ ousl vy, hi gh risk ar eas wer e
i ncentivized; however , this bill allows for infield
drilling, as well. The state is willing to take a risk to

nmove into higher risk activities.

9:17: 03 AM

Senator MGQuire highlighted the second part of the bill
called the "Stanpeder Provision", provisions added by
Senat or Wagner. The main idea is to bring a jack-up rig
(Section 11) into Cook Inlet. The provision would provide
credits for the first, second, and third drillings. It
woul d nean a state investnent of between $24 nillion to $54
mllion. She terned it high risk activity.

Senator McCGuire inforned the conmittee about the fixes to
Al aska's Clear and Equitable Share (ACES) production tax
included in the bill. Small conmpanies are asking for a
reduction in the progressivity rate, the allowance of
capital credits to be taken in one year, and the ability to
access the oil and gas tax credit fund. Senator MQire
pointed out that there are nobre conpanies using the tax
credits than originally was envisioned.

Senator MQ@ire stated support for the tw proposed
amendnent s.

9:20: 13 AM

M KE PAW.OWSKI, STAFF, SENATOR LESIL MCGU RE, reported on
t he sectional analysis:

Section 1 anends AS 43.20.043 (a) by increasing the gas
exploration and devel opnent tax credit to 25% on
qualifies capital expenditures and annual costs
from 10% for investnments made after Decenber 31,
20009.
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Section 2 anends AS 43.20.043 (b) to conformto the changes
made in section 1.
9:21:14 AM

Section 3 anends AS 43.20.043 (c) to repeal the 50% cap on
the application of the gas exploration and
devel opnment tax credit against the Alaska Net
| ncone Tax.

Co-Chair Stedman asked for clarification of the tax
litability. M. Pawl owski said it was the corporate incone
tax liability.

Section 4 amends AS 43.20.043 (e) to ensure that the val ue
of a credit under AS 43.20.043 is passed through
to consunmers in a rate base submtted to a
regul atory agency.

Section 5 anends AS 43.20.043 (g) to clarify that if a
taxpayer elects to take a credit wunder AS
43. 20. 043 the taxpayer may not also claim a tax
credit or royalty nodification under other
identified sections of Al aska |aw.

Section 6 amends AS 43.20.043 (i)(1) to allow a taxpayer to
claima credit under AS 43.20.043 for devel opnent
in an existing field and for an expenditure that
does not lead to production. Section 6 also
clarifies that topping plants, treatment or
liquefied natural gas and other manufacturing
pl ants are not qualified expenditures.

9:23: 46 AM

Section 7 anends AS 43.20.043 to clarify that a credit
under AS 43.20.043 may be taken in the year in
whi ch the expenditure is made or cost is accrued,
or in the follow ng tax year.

Section 8 amends AS 43.55.023 (a) to allow a tax credit
taken against a capital investnent under ACES to
be realized in the year in which the credit is
accrued.

Co-Chair Stedman asked if the credit applies statew de or

just to Cook Inlet. M. Paw owski said it applied statew de
under ACES. Al previous sections apply to Cook Inlet.
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Section 9 amends AS 43.55.023 (d) to conform to the change
in section 8.

Section 10 anmends AS 43.55.025 (a) to create a special
tiered exploration tax credit of 80, 90 or 100
percent of total exploration expenditures.

Section 11 anends AS 43.55.025 by adding a new subsection
(m to clarify t hat t he speci al credit
established in section 10 is for the first three
unaffiliated wells drilled into the pre-Tertiary

strata in Cook Inlet using a jack-up drill rig.
Also caps credits; lesser of 100% credit or $25
million, lesser of 90% credit or $22.5 mllion;

| esser of 80% credit or $20.0 mllion. Only one
credit per person, may not include cost to
construct or nmanufacture a jack-up rig and rust
be for work perfornmed after June 30, 2010. | f
exploration results in sustained production of
oil or gas, 50 percent of credit received shall
be repaid. Taxpayer obtaining credit in this
section may not claim credit under AS 43.55.023
or another provision in this section for the sane
exploration expenditure. Provides definitions for
“jack-up rig”, “reservoir” and “sust ai ned
production”.

9:26: 37 AM

M. Paw owski explained that Section 12 is |anguage that
extends the sunset date.

Section 13 anends the uncodified law related to the carry
forward of «credits accrued under AS 43.20.043
beyond the sunset date of the credit.

Section 14 repeals AS 43.55.028 (e) (2) and (e) (3) which
requires a small producer accessing the oil and
gas t ax credit fund to make addi ti onal
expenditures within 24 nonths of claimng the
credit.

Section 15 extends the sunset of the tax credit under AS
43.20.043 to 2020 from 2013.

Section 16 adds an i nmmedi ate effective date.
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9:28:18 AM

Co- Chair Stedman asked for a definition of jack-up rig and
t he stanpede concept.

SENATOR THOVAS WAGONER, SPONSOR, related the history of
units in Cook Inlet which have nmade it nore appealing to
use jack-up rigs. He stated that alnobst every place drilled
contains gas. He recalled that during the Murkowski era the
use of jack-up rigs was proposed to incentivize Cook Inlet.
This bill allows for the drilling of three wells off shore
usi ng jack-up rigs.

Senat or WAgoner explained that a jack-up rig is used for

drilling in shallow or deep water. O the three wells
listed in the bill, the first would be incentivized at 100
percent of drilling costs up to $25 mllion, the second

well would be at 90 percent up to $22.5 nillion, and the
third well would be at 80 percent up to $20 million. If a
conpany hits a conmmercially sized deposit, then once it
goes into production, over the next 10 years, the state
woul d receive 50 percent of the credits back. He predicted
that the state woul d nake noney fromthis provision.

9:33:01 AM

Senator Wagoner related that there are currently two or
three small independent conpanies set to take advantage of
t he provi sion.

Co-Chair Stedman asked if one entity could qualify for all
three incentives. Senator Wagoner said it had to be three
di fferent conpanies wth three different wel | s. In
addition, going below the pre-Tertiary level should give
the state new, val uabl e geol ogi cal information.

9:34:40 AM

Senator Thomas asked if the tax credits are consistent
t hroughout the bill. Senator Wagoner replied that under the
stanpede provision information is available to the state.
Senator McGQuire clarified that as the bill sits now, there
is no requirenent of disclosure of broader provisions to
DNR, such as inconme tax relief. The conpanies reported that
they would not take the credit if forced to share that
data. If the incone tax relief is taken, the conpany does
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not qualify for other exploration and devel opnent credits
which are nmuch nore valuable. Conpanies are required to
provi de data, except for when it is related to incone tax
relief.

Senat or WAgoner added that there are "corner shooters”. |If
drilling data is nmade avail able, conpeting conpani es woul d
take advantage of the proximty to wells on land |eases
W th corners.

Senator Thomas thought that a data-collecting aspect could
be added | ater.

9: 38: 38 AM

Co- Chair Stedman requested that Conm ssioner Galvin explain
the bill's conponents.

PAT GALVIN, COW SSI ONER, DEPARTMENT OF REVENUE, suggested
the bill be broken down into three segnents. The first
segnent would be targeted credits for gas exploration
everywhere south of the North Slope. This section of the

bill provides an alternative to wusing production tax
credits in the form of a corporate incone tax credit - 25
percent of expenditures for gas exploration. It also

enhances an existing program by increasing it from 10
percent to 25 percent.

Comm ssioner Galvin explained that the second area deals
with jack-up rigs, an area DNR has focused on for years.
There is an economc hurtle to overcone to get these in
pl ace. He opined that they woul d be used by many conpani es.
The bill provides for a creative way to attract conpanies
to explore and drill new wells.

Comm ssioner Galvin related that the third category
enhances the overall production tax system capital credits
allowed the first year and the elimnation of the
requirenent to nmake additional investnents in order to
qualify for a state pur chase of capital credit
certificates. Existing conpanies take advantage of these
conpani es; however, new conpanies don't know if they
qualify for full value. The bill elimnates a barrier and
al l ows conpani es to purchase certificates.

9:43: 50 AM
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Co-Chair Stedman recalled past dialogue about splitting
credits or postponing them He requested information about
why the credits are allowed to be taken in one year.

Conmi ssioner Galvin explained the reasoning behind that
provision. It would enhance the value of the credits. It
woul d be an econonmic driver for the conpanies and not have
a large inpact on the state. From an admnistrative
viewpoint, it is less cunbersone to give the credit at one
time.

Co-Chair Stedman asked if that reason overrides the issue
of predictability to the state. Comm ssioner Galvin
appreciated the question. He said that during the 50/50
di scussion there was nerit to spreading the credits over
two years. It was discovered that the information-sharing
part has proven to be nore val uabl e.

Co-Chair Stedman asked about the timng of the change to
one year. Comm ssioner Galvin explained that the bill is
currently witten so that the changes take effect
i medi ately, which is problematic. He thought an anmendnent
would clean up the effective date and nmake the two
provi sions retroactive to January 1, 2010.

9:48: 01 AM

Co-Chair Stedman noted two fiscal notes, one zero fiscal
note from the Departnent of Natural Resources, and one
indeterminate fiscal note fromthe Departnment of Revenue.

Senat or Huggi ns MOVED t o ADOPT New Anmendnent 1:

Page 1, line 4, following “in the state;”:
Insert “relating to interest on certain underpaynents
or overpaynents for the oil and gas production tax;”

Page 1, line 7, follow ng “basin;”:

Insert “relating to the use of the oil and gas tax
credit fund to pur chase certain t ax credit
certificates;”

Page 5, following line 21, insert a new section that
reads: *Sec. 8. AS 43.55.020 is anended by adding a
new subsection to read:

(1) Notw thstanding any contrary provision of AS
43.05.225 or (g) or (h) of this section, if the anount
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of a tax paynent, including an installment paynent,
due under (a)(1) — (4) of this section is affected by
the retroactive application of a regulation adopted
under this chapter, the departnment shall deternine
whet her the retroactive application of the regulation
caused an underpaynent or an overpaynent of the anount
due and adjust the interest due on the affected
paynent as foll ows:

(1)if an underpaynent of the anopunt due occurred,
the departnent shall waive interest that would
ot herwi se accrue for the underpaynent before the first
day of the second nonth following the nonth in which
the regul ati on becane effective, if

(A the depart ment det erm nes t hat t he
producer’s underpaynent resulted because the
regul ation was not in effect when the paynent
was due; and

(B) the producer denonstrates that it nmade a
good faith estimate of its tax obligation in
light of the regulations then in effect when
t he paynent was due and paid the estinate tax;

(2)if an overpaynent of the anount due
occurred and the departnent determnes that the
producer’s overpaynment resulted because the regul ation
was not in effect when the paynent was due, the
obligation for a refund for the overpaynent does not
begin to accrue interest earlier than the follow ng,
as applicabl e:
(A) except as otherw se provided under (B) of
this paragraph, the first day of the second
month following the nonth in which the
regul ati on becanme effective;
(B)90 days after an anended statenent under
AS 43.55.030(a) and an application to
request a refund of production tax paid is
filed, if the overpaynent was for a period
for which an anended statement under AS
43.55.030(a) was required to be filed before
the regul ati on becane effective.

Renunber accordingly.
Page 9, following line 11, insert new sections that
read:

*Sec. 15. The uncodified law of the State of Alaska is
anended by adding a new section to read:
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TRANSI TI ON:  APPLI CABI LITY OF SEC. 8 OF THIS ACT
Section 8 of this Act applies to taxes, including
instal l ment paynments of estimated tax, due on or after
January 1, 2006.

*Sec. 16. The uncodified |aw of the State of Alaska is
anended by adding a new section to read:

RETROACTIVITY OF SECS. 8-10 OF TH S ACT. (a)
Section 8 of this Act is retroactive to January 1,
2006.

(b) Sections 9 and 10 of this Act are retroactive
to January 1, 2010.

*Sec. 17. The uncodified |aw of the State of Alaska is
anended by adding a new section to read:

RETROACTIVITY OF REGULATI ONS. Not wi t hst andi ng
any contrary provision of AS 44.62. 240, if the
Department of Revenue expressly designates in the
regulation that the regulation applies retroactively
to a specific date, a regulation adopted by the
Department of Revenue to inplenent, interpret, make
specific, or otherwise carry out secs. 8, 9, or 10 of
this Act applies retroactively to that date.

*Sec. 18. Section 13 of this Act takes effect July 1,
2010.

Renunber accordi ngly.

Page 9, line 12, followi ng “Sec. 15.~

Del ete “This”
I nsert “Except as provided in sec. 18 of this
Act, this”

Renunber accordingly
Co- Chair St edman OBJECTED.

Senator Huggins stated that the amendnent represents fair
play and prevents unintended consequences from both
over paynment and under paynent scenari os fromthe taxpayers.

Comm ssioner Galvin explained that the anendnment is
designed to clarify that when there are regulations
requiring retroactivity, the tax penalty would not acquire
interest on the underpaynent. The department currently has
di scretion to waive penalties, but not interest.

Co-Chair Stednan asked for a synopsis of the interest rate.
Conmi ssioner Galvin explained that the interest rate is a
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formula; the higher of either 11 percent or 5 percent above
the treasury rate.

Co-Chair Stedman asked how often it is conpounded.
Conmi ssioner Galvin said quarterly.

Co-Chair Stedman informed the public about a concern the
amendnment addresses.

9:51: 58 AM

Comm ssioner Galvin referred to the bottom of page 2 and
onto page 3, which clarifies the effective dates of the
various sections of the bill.

Co-Chair Stednman W THDREW his OBJECTION. There being NO
OBJECTION, it was so ordered.

Senat or Thomas W THDREW Anendnent 2.

AT- EASE 9:52: 53 AM
RECONVENED 9:54:10 AM

Co-Chair Stednman turned to the public testinony portion of
t he hearing.

9:54:41 AM

CARRI L OCKHART, MARATHON AL, (via teleconference),
testified in support of the |legislation. She comented
about the need for on-going, long-term exploration in Cook
Inlet. She spoke about wuncertainties in the market. She
stressed that in order to qualify for the investnent tax
credit, Marathon Q| has to nmake capital investnents, which
wi || add sone val ue back to the state.

9:58:13 AM

Senat or Wagoner stated that the bill was good for Al aska.

SB 309 was heard and HELD in Commttee for further
consi derati on.

AT- EASE 9:59:18 AM
RECONVENED 10: 00: 08 AM

Senat e Finance Committee 12 04/ 15/ 10 9:08 A M



Co-Chair Hoffman brought the neeting back to order. He
noted it was the first hearing of HB 365; however, the
conpanion bill, SB 255, was heard on April 9.

#hb365
HOUSE BI LL NO. 365

"An Act relating to sharing records regarding fish
purchased by fish processors wth certain federa
agencies, to requirenents to obtain and nmmintain a
fisheries business |license, and to paynent of industry
fees required of fish processors; and providing for an
effective date.”

SENATOR CHARI SSE M LLETT, SPONSOR, explained that the bill
enabl es processors to provide fish tickets to the Nationa
Marine Fisheries so the self-inposed comrercial fisheries

tax can attain a %$21 mllion loan from the federa
gover nnent . She not ed t hat t he processors wer e
unconfortable with the ampbunt of $21 mllion. She referred
to a Letter of Intent in the bill that addresses the

understanding that the permt level would not fall below
260 permts. She talked positively about the buy-back
mechani sm and thought it would be a tenplate for other
fisheries.

10: 02: 52 AM

Senator O son asked how many total permts there were.
Senator MIllett thought there were 380. Total permts
fished |ast year were 212. The total bought back |ast year
was 35. She thought there were 140 | atent permts currently
not being fished. Senator O son asked how many pernmits were
from out of state. Senator MIllet said there were 193 non-
resident permts and 99 of those were fished | ast year.

Co-Chair Hoffman asked if there was a provision to freeze
the value of the permts so that as nore permts are bought
the remaining do not escalate in cost. Senator Mllett
replied that the bill did not contain that provision. The
Letter of Intent addresses that potential problem

Senator Thomas asked if there was a requirenent to use a
permt wth any regularity, or if it could sit unused.
Senator MIllett said that permts were not required to be
used on a regular basis. Senator Thomas pointed out that
there used to be consistently 415 permts; now there are
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380. He inquired what happened to those 35 pernmits. Senator
MIllett reported that the fisheries bought back and retired
35 permts.

Co-Chair Hoffrman noted two zero fiscal notes, one from the
Department of Revenue and one from the Departnent of Fish
and Gane, and a Letter of Intent.

HB 365 was heard and HELD in Commttee for further
consi derati on.

10: 07: 32 AM

#hb90
CS FOR HOUSE BILL NO. 90(FI N)

"An  Act relating to bondi ng [imtations and
confidentiality of records and information of the
Al aska Industrial Devel opnent and Export Authority;
relating to nunicipal taxation of interests in certain
property of the Alaska Industrial Developnment and
Export Authority; providing for an effective date by
anending the effective date of sec. 3, ch. 117, SLA
2000, as anmended by sec. 2, ch. 74, SLA 2003, and by
sec. 3, <ch. 67, SLA 2008, and providing for an
effective date."

Co-Chair Hoffman noted it was the first hearing on the
bill.

TED  LEONARD, EXECUTI VE DI RECTCR, ALASKA | NDUSTRI AL
DEVELOPMENT AND EXPORT AUTHORITY (AIDEA), sunmarized the
bill. He related that the first goal of the bill is to
renove refunding bonds from AIDEA's bond cap. Refunding
bonds retire old debt with new debt, with nore favorable
terms. He used the refunding of nortgages as an exanple.
Ref unding bonds does not affect agency liability. The
second part of the bill would reinstate AIDEA' s authority
to issue bonds that existed before the July 1, 2000 sunset.
It would require AIDEA to receive |egislative approval for
any bond over $10 mllion that is issued to finance a
devel opnment project. He pointed out that AlIDEA bonds do not
incur a liability for the state.

10:10: 24 AM
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M. Leonard shared how AIDEA is expanding its role in |oan
participation prograns and in how devel opnent projects are
done. Having the sane bond debt process that was previously
in place would allow for nore flexibility to fund | oans at
t he best rate.

M. Leonard shared the inportance of the passage of SB 269,
which allows AIDEA to have recovery zone bond allocation.
In order for small businesses to participate, especially in
rural areas, AIDEA needs to have a new program that could
pool small projects in order to i ssue one bond.

10:11: 43 AM

M. Leonard addressed another provision in HB 90 that
clarifies which records and information AIDEA would keep

confidential. Section 7, the part the House Finance
Committee added |ast year that would extend the DMIS tax
exenption, would have a gap due to the bill crossing fiscal

years. He understood that HB 10 would take care of that
problem He concluded that the passage of HB 90, in
conjunction with SB 269 and HB 10, would provide a
stronger, nore effective toolbox for AIDEA to assist
busi nesses with attaining access to long-term capital, and
to nove forward with its strategic plan.

Co-Chair Hoffrman noted a zero fiscal note from the
Depart ment of Commer ce, Comuni ty, and Econom ¢
Devel opnent .

HB 90 was heard and HELD in Commttee for further
consi der ati on.

10: 14: 04 AM

#hb314
CS FOR HOUSE BILL NO. 314(FI N

"An Act relating to fees and charges for nedical
treatment or services, civil damages, and penalties as
they relate to workers' conpensation; and providing
for an effective date.”

CONRAD JACKSON, STAFF, REPRESENTATIVE KURT OLSCON, SPONSCR

explained that the bill relates to nedical treatnent,
service fees, and penalties as they relate to Wrkers
Conpensati on. Last year, the bill moved through the
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| egislature to extend the current fee schedul e cap another
year and to add a CPI nodifier to the schedule. The current
cap will expire on Decenber 31, 2010. The extension was
done to give the Medical Services Review Conmittee a little
nore tine to neet and plan a new schedule. Currently, the
fee schedule lacks up-to-date nedical codes. At the
conclusion of the Medical Services Review Commttee's
nmeeting, a recomendation to revise the fee schedule was
made.

M. Jackson explained that Section 1 outlines the basis of
the new schedule, which wll include services such as
energency transportation, nedical supplies, and injections.
Sections 2 and 3 clarify the crimnal and civil prosecution
and penalties for Wrkers' Conpensation fraud.

10:16: 34 AM

Senat or Thonas voi ced concerns about t he Wor ker s’
Conmpensation systemas it pertains to fraud. He thought the
focus was on the injured worker. M. Jackson deferred to
others to address crimnal | aw concerns.

SUE MCLEAN, DI RECTOR, CRI M NAL DI VI SI ON, DEPARTMENT OF LAW
clarified that HB 314 is not an expansion into crimnal
law, but rather a clarification of crimnal |aw She
referred to page 3, line 1, "is civilly liable to a person
adversely affected by the conduct, is gqguilty of theft by
deception”. She stated that the proposed change separates
the civil liability, which is now in Section C,  from the
crimnal liability. It sinply says that a person nmay be
prosecuted under AS 11. It specifically addresses Senator
Thomas's question. Broadening the statute ensures that
fraudul ent conduct by other than the enployee is dealt
with.

10: 21: 15 AM

Senat or Thonmas was still concerned about prosecuting for
fraud under Workers' Conpensation. M. MLean spoke of the
difficulty of prosecuting when the statute provides
ot herw se.

Senator Thomas asked if this was the sinplest way to
approach the issue. Ms. MlLean did not know of any other
statute that addressed the issue.

10: 24: 14 AM
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Senator O son inquired if nedical providers are affected by
the expansion in the bill. M. Jackson said there had been
a nunber of contacts from the nedical community, which is
why subsection (D) of Section 1 includes suggestions from
the nedical community. It is not the intention of the bil
tolimt services to injured workers.

Senator O son asked if the nedical comunity is satisfied
with the bill. M. Jackson said they were.

Co-Chair Hoffman noted a fiscal note for $75,000 in
Wrkers' Safety Account Funds to cover the cost of
produci ng a Wrkers' Conpensation nedical fee schedule from
the Departnent of Labor and Wrkforce Devel opnment and a
zero fiscal note fromthe Departnent of Law

LI NDA HALL, DI RECTOR, DI VISION OF | NSURANCE, DEPARTMENT OF
COMVERCE, COVMUNITY AND ECONOM C DEVELOPMENT, spoke in

support of the bill, but voiced concern about the nedica
fee schedule that expires on Decenber 31, 2010. She
referred to charts in the bill packet that show that

nedi cal expenses and premuns in Alaska are significantly
higher in the W rkers' Conpensation arena. She nuintained
that the fee schedule will not solve the problem but would
hel p. She responded to Senator O son's question about the
i nvol venent of the nedical community, who now are in
agreenent with the fee schedule. She testified in support
of the bill.

10: 28: 29 AM

DON ETHERI DGE, ALASKA STATE AFL/CIO, spoke in support of
the legislation. He stated that his concerns about fraud
i ssues and nedi cal coverage have been assuaged.

FRED BROWN, EXECUTIVE DI RECTOR, HEALTH CARE COST MANAGEMENT
CORPORATI ON OF ALASKA, reported that he was a Wrkers'
Conmpensation hearing officer for 25 years. He voiced a
concern simlar to Senator Thomas's, when a case is
reaching a settlenent and the insurance conpany is put in a
position of wusing the crimnal code to use leverage to
drive down the value of the settlenent. The consequence is
a reduction in the value of the claim but also a reduction
to the health trust funds. In the settlenent phase there is
often a desire by the parties to waive future nedical
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benefits, and in that case the health benefit funds are put
in a position of picking up costs.

M. Brown concluded with a suggestion to sinplify the
system by omtting Section 2 (b) in HB 314.

HB 314 was heard and HELD in Commttee for further
consi derati on.

10: 34: 28 AM

#hb357
CS FOR HOUSE BILL NO. 357(FI N

"An Act relating to the sale of Iland owned by the
Alaska Railroad that is not necessary for railroad
pur poses. "

REPRESENTATI VE BILL STOLTZ, SPONSOR, explained the reason

behind needing the legislation. The bill allows the
railroad to sell property to current |easeholders. He
referred to witten testinony in the nenbers' packets. He
stressed that since the bill was brought forth there has
been nore openness on the railroad's part toward selling of
|l and. The railroad president has indicated a willingness to

do business. The |ease holding proceeds would be replaced
t he earnings of any land that nay be sol d.

10: 38: 05 AM

Representative Stoltz spoke of respect for the railroad. He
suggested that the state needs a better relationship wth
the railroad. He concluded that this legislation is one
smal | piece of that effort.

10:40: 01 AM
Senator Thomas  brought up the definition of "non-
essential™, noting that about 50 percent of the railroad's

income is from | eased property. He spoke of issues in his
district regarding the release of property. He questioned
various exanples of what mght be considered non-essenti al
appl i cati ons.

Representative Stoltz did not have a definition of
essential. He said the relationship is based on good faith
and trust. He suggested that the bill opens the door to
econom ¢ devel opnent. He did not want to inply that the 350
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| ease holders should expect their leases turned into
avai l abl e property. Instead, the legislation should allow
t he business comunities and small comunities to have an
opportunity to engage in a discussion of |ease sal es.

10:43:10 AM

Co-Chair Hoffrman asked if this bill requires the railroad
to follow the Executive Budget Act. Representative Stoltz
t hought that the issue was worthy of future discussion.

Senator O son asked if the sponsor was opposed to an
anendnent that would include the Executive Budget Act.
Representative Stoltz thought debate on issues was good.

Co- Chair Stednman comrented on the negative process of high
jacking bills by one conmttee over the other. Co-Chair
Stoltze added that he respects the conmttee process.

10:45: 13 AM

Senator O son inquired about lack of good faith in past
di sagreenents wth the railroad. Representative Stoltz

replied that the bill does not address that concern.

Senator O son asked if the sales nentioned in the bill are
those that were in previous disputes. Representative Stoltz
stated that the bill is advisory and does not intend to

i nvol ve on-goi ng di sput es.

10: 47: 03 AM

Co-Chair Stedman noted a zero fiscal note from the
Departnent of Commerce, Comrunity, and Econom c Devel opnent
and a Letter of Intent.

JOHN Bl NKLEY, CHAI RVAN, ALASKA RAI LRCAD CORPORATI ON
explained that the lease of Ilands carries the railroad
through the low financial points. He recalled the history
of when the state purchased the railroad from the federa
government in 1985, the legislature chose to keep the rea
estate hol dings, about 35,000 acres, to provide incone for
the people of Alaska. He stressed that the legislation is
for the people who own the railroad. He enphasi zed that the
bill allows the railroad to sell land to | easeholders after
bringing it before the legislature. He thanked the sponsor
for the legislation because it has spotlighted an aspect of
the railroad, the |easehol ders.
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10: 51: 00 AM

Co-Chair Stedman asked if M. Binkley supports the bill.
M. Binkley reported being neutral on the bill. Co-Chair
Stedman requested that M. Binkley submt any suggested
changes to his office.

MARK  STEARNS, ALASKA WOOD  MOLDI NG ANCHORAGE (via
tel econference), testified in support of the bill. He said
he was a | easehol der and he thought the railroad should be
able to spend the proceeds of the land sales. He thought
the legislation would benefit both the |easeholders and the
railroad.

10: 53: 31 AM

PETER MACSEY, STEEL FAB, ANCHORAGE (via teleconference),
related the tax structure on his property, |lease held |and
for sixty years. He pointed out that he pays property tax
for his leased land, as if he owned it. He listed four
bills, HB 171, HB 173, SB 142, and SB 165 that authorize
transfer of railroad |land. He observed that when it's in
public interest, it's no big deal; when it's in private
interest, it's a big deal.

Co-Chair Stednan stated that a lot of the conmunities
around the state charge property tax for land that is
| eased.

MEAD TREADWELL, ANCHORAGE (via teleconference), as a
| easehol der, thanked the sponsor for the legislation. He
t hought his property was non-essential to the railroad and
he expressed appreciation for a process to buy it. He
agreed with M. Binkley that real estate revenues are
inportant to the railroad.

10: 57: 14 AM

TOM FAVERO, FAIRBANKS (via teleconference), spoke as a
| easehol der in support of the bill.

JOHN REEVES, FAI RBANKS (via tel econference), spoke in favor
of the legislation so that he <could own and nake
i nprovenents to his property.

HB 357 was heard and HELD in Committee for further
consi derati on.
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#hb424
CS FOR HOUSE BILL NO 424(FIN) am

"An Act providing for and relating to the issuance of
general obligation bonds for the purpose of paying the
cost of design and construction of |ibrary, education

and educational research facilities; and providing for
an effective date."

HB 424 was schedul ed but not heard.

#hb369
CS FOR HOUSE BILL NO 369(FIN) am

"An Act relating to an in-state natural gas pipeline,
the office of in-state gasline project manager, and
the Joint In-State Gasline Devel opnment Team requiring
t he developnent of an in-state natural gas pipeline
plan, to be delivered to the legislature by July 1,
2011, that provides for a gasline that is operationa
by Decenber 31, 2015; directing the Joint In-State
Gasline Devel opnent Team to assunme responsibilities
under sec. 19, ch. 14, SLA 2009; requiring expedited
review and action by state agencies or entities
relating to the in-state natural gas pipeline project;
and providing for an effective date.”

HB 369 was schedul ed but not heard.

t#her 22
CS FOR HOUSE CONCURRENT RESOLUTI ON NO. 22(FI N)

Establishing and relating to the Alaska Northern
Waters Task Force

HCR 22 was schedul ed but not heard.

#
ADJ OURNVENT

The neeting was adjourned at 11:01 AM

Senat e Finance Committee 21 04/ 15/ 10 9:08 A M



