HOUSE FI NANCE COW TTEE
April 6, 2011
1:42 p. m

1:42: 31 PM

CALL TO ORDER

Co- Chair Thomas called the House Finance Commttee neeting
to order at 1:42 p.m

VEMBERS PRESENT

Representative Bill Stoltze, Co-Chair
Representative Bill Thomas Jr., Co-Chair
Representati ve Anna Faircl ough, Vice-Chair
Representative Ma Costello
Representative M ke Doogan

Representati ve Bryce Edgnon
Representative Les Gara

Representative David Cuttenberg
Representative M ke Hawker (Alternate)
Represent ati ve Reggi e Joul e
Representative Tanme W/ son

VEMBERS ABSENT

None

ALSO PRESENT

Representative Alan Austerman; Shirley Gfford, Director,
Al cohol Beverage Control Boar d, Department of Public
Safety; Sue Stancliff, Special Assistant, Ofice of the
Comm ssioner, Departnment of Public Safety; Wn Menefee,
Acting Director, Dyvision of Mning, Land and Wter,

Department of Natural Resources; Linda Hall, Director,
Division of Insurance, Departnent of Commerce, Conmunity
and Econom c Devel opnent; Representative Kurt a son,
Sponsor .

PRESENT VI A TELECONFERENCE

Dal e Fox, President & CEO Al aska Cabaret, Hot el ,
Rest aur ant and Retailers Association (Al aska CHARR),
Anchorage; Belen Cook, Menber, Al cohol Beverage Control
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Board of Directors, Cordova; Elizabeth Ripley, Executive
Director, WMat-Su Health Foundation, and Chair, Mat-Su
Subst ance Abuse Prevention Coal i tion; den Br ady,
President, Silver @ulch Brewing, and Menber, CHARR, Jerry
McCut cheon, Anchorage; Bonnie Wl dstad, North Pole; Richard
Bouhan, Executive Director, National Association of Surplus
Lines Ofices, Ltd. (NAPSLO, M ssouri.

SUMVARY
HB 125 ALCOHOLI C BEVERAGE CONTROL BOARD

HB 125 was HEARD and HELD in Committee for
further consideration.

HB 146 LAND TRANSFER FROM STATE AND ALASKA RR

CSHB 146(FIN) was REPORTED out of Conmittee with
a "do pass" recommendation and wth previously
publ i shed fiscal notes: FN1L (CED); FN2 (DNR).

HB 164 | NSURANCE: HEALTH CARE & OTHER
CSHB 164(FIN) was REPORTED out of Conmittee with
a "no reconrmendati on" and w th attached

previ ously published fiscal note: FN1 (CED).

#hb125
HOUSE BI LL NO. 125

"An Act noving the Alcoholic Beverage Control Board to
the Departnment of Comrerce, Comunity, and Econonic
Devel opnent and relating to duties of that departnent;
and providing for an effective date."

1:42: 44 PM

Vice-chair Fairclough <continued wth public testinony
related to HB 125.

DALE FOX, PRESI DENT & CEQ, ALASKA  CABARET, HOTEL,
RESTAURANT AND RETAILERS ASSOCI ATION (ALASKA CHARR),
ANCHORAGE (via tel econference), continued his testinony. He
commented that for many vyears significant cooperation
existed between local police, State Troopers and the
Al coholic Beverage Control (ABC) Board. He believed that
cooperation between agencies was necessary to enforce Title
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4 statutes appropriately. A board relocation would not
substantially affect enforcenent. He referred to the
docunent, "ABC Board Audit Review Subconmttee of the
Legi sl ative Budget and Audit Conmittee" (copy on file). The
subcomm ttee concluded that the legislation would not
significantly restrict or change t he enf or cenent
responsibilities of the ABC or the Departnment of Public
Safety (DPS).

M. Fox concurred with the audit review. He infornmed the
commttee that the board's enforcenent positions required a
background in enforcenment. Currently, two forner police
chiefs and a fornmer state trooper held seats. G ant noney
for conpliance checks nmust solely be used for that purpose.
He expected enforcenent efforts to remain robust. He opined
that the Departnment of Commerce, Comunity and Econom c
Devel opnent (DCCED) was better suited to help businesses
with the licensing process through education, training and
support. He admtted that there were wunderage drinking
problens. He asserted that youth did not obtain alcohol
from licensees. Alaska was the best in the nation at
refusing service to mnors at |icensed prem ses.

1:46: 35 PM

M. Fox did not expect any adverse effects from the
| egi sl ati on.

BELEN COCK, MEMBER, ABC BOARD OF DI RECTORS, CCORDOVA (via
tel econference), testified in opposition to HB 125. She
shared positive experiences related to the board. During a
board neeting in None a restaurant owner thanked the board
for providing conpliance checks and took pride in passing
her establishment's i nspecti on. She relayed further
positive experiences. Comrunity nmenbers in Kotzebu voiced
that the ABC was very accessible and supportive regarding
local licensing and enforcenent issues. Comunity nenbers
in Cordova and other parts of the state shared concerns
about noving the board out of DPS. The residents feared
under age drinking woul d i ncrease.

1:51: 14 PM

Ms. Cook declared that board inspections are not "sting
operations.” She urged the use of "conpliance checks" in
di scussi ons.
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Representative Gara stated concerns about the effective
pl acenent of the ABC. He queried the practical problens of
a nove to DCCED. Ms. Cook worried that noving the board to
DCCED could result in slower and less efficient board
operations. Representative Gara asked for specifics. M.
Cook could not provide anything nore concrete.

ELI ZABETH RI PLEY, EXECUTI VE DI RECTOR, MAT-SU  HEALTH
FOUNDATI ON, AND CHAIR, MAT-SU SUBSTANCE ABUSE PREVENTI ON
COALITION (via teleconference), testified against HB 125.
She spoke in support of strong ABC enforcenent. She
announced that the coalition's mssion was the prevention
and reduction of youth substance abuse. She explained the
three objectives of the coalition:

« Data driven strategies and deci sion making
» Coordinating conunity response to al cohol abuse
» Strive to be a leader in the state on the issue

Ms. Ripley relayed that the coalition sought to address
substance abuse at the local Ievel through changing
community culture to support healthy famlies via sound
public policy. She related "alarm ngly" high statistics of
teen alcohol use in the Mat-Su attributed to a coalition
survey; 68 percent of eleventh grade students had used
al cohol. Youth risk behavior survey data for Al aska
determ ned that 77 percent of seniors had used al cohol. She
opi ned that alcohol use had becone a rite of passage for
teens. Mat-Su teens reported that alcohol was readily
avai l abl e to them

1: 56: 35 PM

Ms. Ripley furthered that the nbst prevalent access to
al cohol for youth took place in the home. She offered that
7 percent of teen access cane from |licensed establishments
that did not check identification. According to the ABC
website, 15 percent of establishnment conpliance checks
fail ed. The non-conpliant establishments becane portals to
access. She alleged that the legislation was devel oped to
curtail enforcement. Conpliance checks were a proven
strategy to reduce youth access and consunpti on.

Ms. Ripley declared that noving the board to DCCED woul d
underm ne enforcenent. She enphasized that the coalition
advocated for increased and nore uniform enforcement. The
coalition stood in strong opposition to HB 125.
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Represent ati ve Hawker asked for evidence that HB 125 would
curtail enforcenent. M. Ripley acknow edged her statenent
was fear-based. She attributed her belief to testinony from
Legi sl ative Budget and Audit Conmmttee (BUD) hearings and
surm sed that dimnished enforcenent was the notivation for
the bill.

Representative Hawker did not believe her statenment or
conclusion was accurate. M. R pley admtted that her
remar ks were founded on industry pushing hard for the bill.

2:00: 08 PM

Representative Joule wondered whether Ms. Ripley had heard
earlier testinmony fromindustry nmenber Bob Wnn endorsing a
"three-legged stool"” approach. He relayed that M. Wnn
felt enforcement was at a mininum He advocated i ncreased
enforcement with the additional |icensing and comrerce
support. M. Ripley answered that she had heard the
t esti nony.

GLEN BRADY, PRESIDENT, SILVER GULCH BREW NG AND MEMBER,
CHARR (via tel econference), spoke in support of HB 125. He
referred to earlier testinony that spoke to the negative
consequences of ABC relocation in other states. He offered
that Alaska was nore proactive than other states. Al aska
was only one of six states with mandatory alcohol server
trai ni ng.

M. Brady characterized a productive relationship between
ABC and industry that addressed irresponsible retailers. He
desired a nore collaborative relationship. He reiterated
that he did not support dimnished enforcenent efforts. The
Iicensing and econom c devel opnent aspect of the industry
was adequately recognized. He thought the |egislation would
help nove the industry forward wth education and
responsi bl e busi ness practi ces.

2:04:17 PM

Representative WIson asked what the positive effects of
switching the ABC Board to DCCED were. M. Brady discerned
that board relocation would positively alter the nature of
t he relationship W th i ndustry and allow for a
col | aborative and open di al ogue to address the issues.
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JERRY MCCUTCHEON, ANCHORAGE (via teleconference), spoke
agai nst the |egislation. He opined that weakeni ng
enf or cenent could Jlead to corruption and selective
enforcenent. He likened the situation to the adage, "Don't
fix it if it isn't broke.” He speculated that mandatory
identification checks were on the way and industry feared
that would nean |ess business. Industry could gain by not
havi ng enforcenent function properly.

2:08:35 PM

M. McCut cheon concluded that HB 125 was about non-
enf or cenent .

SH RLEY d FFORD, DI RECTOR, ALCOHOL BEVERAGE CONTROL BQOARD,
DEPARTMENT OF PUBLIC  SAFETY, addr essed t he audi t
recommendations by the D vision of Legislative Audit. She
reported that the board developed and wote policies and
procedures. New fee, revenue, and reconciliation procedures
were inplenented. New nmanuals for fee, revenue, and
reconciliation and licensing were distributed for key
positions in the agency. She inforned the conmttee that
the board developed a strategic enforcenment plan that
involved an inspection tracking form to ensure regular
i nspecti ons.

2:12:36 PM

Ms. G fford expounded that the conpliance check program was
a significant piece of the strategic enforcenment plan.
Under the plan the state was divided into eight regions
with separate goals. She added that FY 11 was the first
year all of the goals were nmet. The board would perform
conpliance checks once each year per establishnment. She
furthered that the board inplenmented other inprovenents.
She created a check-list for board neetings. She inproved
board neeting notification. Meeting notices and public
testimony were posted on the board s website. She enhanced
quality control measur es. She established recording
conpliance checks to ensure professional behavior by the
ABC i nvesti gat or.

2:17:02 PM

V5. Gfford referred to age assessnent. The board
researched and wote a conpliance and procedure nanual. She
studi ed procedures of 26 other states and incorporated the
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best practices into Al aska's conpliance check program For
exanple, one particular state enployed a panel of judges

teachers, and citizens to approve the participants invol ved
in age assessnment. She inplenented a simlar procedure and
believed the process was fair and objective to the
i ndustry.

Vi ce-chair Fairclough noted that Ms. Gfford was speaking
to HB 206 [Extend Al coholic Beverage Control Board] and HB
125. She asked for Ms. Gfford' s position on HB 125. M.
Gfford felt her testinony was relevant. She wanted to
illustrate ABC s efforts to achieve an objective and fair
agency that cooperated wth industry. The board was
coonmitted to the sane level of professionalism in any
depart ment they resided.

Ms. Gfford addressed the issue of access to |aw
enf orcenent . She inforned that t he Boar d has two
i nvestigators (Juneau and Fairbanks) housed wth the Al aska
State Troopers. The investigators travel with the troopers
to renpte areas. She worried that contact would be lost if
t he agency was noved.

2:21:44 PM

Ms. Gfford stated concerns about private menbership cl ubs.
She explained that private clubs were |icensees and had to
show conpliance wth state statute and regulations. She
recommended private clubs exenption from conpliance checks;
i ndustry protested. She related problens gaining entry into
private clubs for conpliance checks and requested nagnetic
key or identification cards for random entry. She noted
i nstances of cooperation with clubs that provided magnetic
cards to the ABC. The clubs were 76 percent conpliant
conpared to other establishments 85 percent conpliance
rate. She wondered how provisions in CS HB 125(L&C) would
affect private club conpliance checks.

Representative Hawker asked how the board would operate
differently if relocated to DCCED

2:26: 47 PM

Ms. Gfford did not anticipate a change. Representative
Hawker referred to concerns outlined in public testinony.
He asked whether relocation would curtail the board's

House Fi nance Conmmittee 7 04/06/11 1:42 P. M



enforcenent activities. M. Gfford responded that she
intended to carry out enforcenent.

Representati ve Hawker asked if she felt coerced to curtail
enforcement. Ms. G fford responded in the negative.

Representative Hawker cited the collaboration with state
troopers and asked whether change to DCCED woul d adversely
affect those relationships. Ms. Gfford worried that
physical renmoval from DPS could result in enforcenent
del ays. The nove could jeopardize the board's ability to
communi cate and share proprietary information wth the
troopers on a daily basis.

2:29:20 PM

Representative Hawker offered that the legislation would
relocate the ABC Board to DCCED from an admnistrative
standpoint. He asked if she thought the I|egislation would
prohi bit the ABC investigators from being housed with state
t roopers. MVs. Gfford answered that she did not.
Representati ve Hawker suggested that the commttee request
an affirmation from DPS that it would not abandon or
conpromise its relationship with ABC s investigative and
enf orcenment personnel .

Representative Edgnon requested clarification of industry
conpliance statistics. Ms. Gfford answered that the 85
percent success rate was based on conpliance checks
conducted. She felt it was a fair representation of the
i ndustry.

Representative Edgnon asked what relocation to DPS would
entail for the board. Ms. Gfford reported that she did not
di scuss the logistics of the nove with DPS. She noted that
the conm ssioner of DPS offered assurance that the board
could remain in its current office for the near future.

Representative Doogan asked for «clarification on the
neani ngs of "age assessnment,"” “"conpliance check," and
"sting." Ms. G fford explained how age assessnent was done.
The board chose candi dates between the ages of 18 to 20.5
years of age to pose as underage buyers. The board
determnes if the "buyer" |ooked their age. She defined
that a conpliance check was the attenpt of the underage
buyer to purchase alcohol in an establishnment. Sting was
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the slang termnology the industry liked to wuse for
conpl i ance check.

2:34:28 PM

Representative Gara recapped that the board's physical
rel ocation could create inefficient, untinmely comrunication
bet ween the troopers and the board. Ms. G fford agreed.

Vice-chair Fairclough clarified that M. Gfford stated
that the conmm ssioner of DPS assured that ABC could renain
in its present office. She asked whether that was accurate.
Ms. Gfford answered in the affirmative. She added that
there was uncertainty about future rel ocation.

Representative Gara requested a commtnment from DPS that
the board could stay in its present |location and maintain a
close relationship with the troopers. He asked whether she
had other concerns. M. dGfford replied that physical
| ocation was only one aspect of being a part of DPS. There
were additional benefits to the board s identification with
t he agency.

Co-Chair Stoltze contended that the board considered itself
an enforcenment agency rather than a regulatory agency. The
i ndustry was nostly conpliant and not a crimnal class. He
did not want to dimnish the state's enforcenent of illegal
activities, but endorsed a focus on regul ation.

2:38: 43 PM

Co-Chair Stoltze continued to discuss conpliance and club
licenses. He believed that an ABC industry board nenber
pressed for conpliance checks for clubs because they are
conpetitors wth business establishnents. He related
concerns about the way industry directed the board's
treatment of mlitary organizations, VFW Halls, El ks, and
other fraternal organizations. He expressed dissatisfaction
with the industry for its conpetitive treatnent of clubs

but he was al so unhappy with the way DPS treated industry.
He divulged that he was torn on the issue. He advocated for
strong regulation, but felt the industry was policed and
not treated as a regulated form of comrerce. Ms. G fford
did not believe that the board' s approach was to single out
and go after private clubs. The board reasoned that cl ubs
should be included if other |I|icensees were subject to
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conpliance checks. Co-Chair Stoltze wondered whether the
board had been directed by an industry nmenber of the board.

2:43:25 PM

Ms. Gfford refuted the claim that the board conspired
against private clubs. She reiterated that she initially
excluded clubs from conpliance checks because of the
difficulty to gain entry by ABC investigators. She
reexam ned the policy and included clubs for conpliance
checks. Private clubs were licensees and subject to the
same | aws and regul ati on.

Vice-chair Fairclough referred to testinony from a police
officer in Fairbanks who believed private clubs should not
be subject to conpliance checks.

Representative WIlson was alarned to learn that the state
was enpl oyi ng underage adults to perform conpliance checks.
Ms. Gfford replied that using older people would defeat
the purpose of the inspection, since no illegal act
occurred. The participants understood the purpose of the
program The activity was covered by statute. The underage
enpl oyee was supervised by Ilaw enforcenent or ABC
i nvestigators.

2:47:47 PM

Representative Costello wondered about the mssion of the
ABC Board. Ms. Gfford replied that the board's m ssion was
to protect the safety of communities through enforcenent of
statute. Representative Costello referred to testinony by
Bob Wnn, who had discussed the three |egged stool concept
of regulation. She asked whether the board devoted tine to
ot her areas besides enforcenent. Ms. G fford explained that
the ABC admi nistered enforcement and |icensing. Licensing
was a huge responsibility for the board. Two board
exam ners and a licensing supervisor worked with |icensees
on a daily basis. She added that |icensing consuned nore of
its time than enforcenent.

Representative Edgnon wondered whether the board worked
with the D vision of Occupational Licensing. Ms. Gfford
replied that ABC did their Ilicensing in-house. The board
worked with the Departnent of Environnental Conservation
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(DEC), the Departnent of Revenue (DOR), and |ocal governing
bodi es.

Representati ve Edgnon wonder ed whet her i nformation
technology services and ABC s statew de database were
provided by DPS. Ms. Gfford responded that the database
was provided by the agency.

2:50: 57 PM

Vi ce-chair Fairclough CLOSED public testinony.

Vi ce-chair Fairclough requested that DPS address the issue
of housing the ABC Board if the |egislation was adopt ed.

SUE STANCLI FF, SPECI AL ASSI STANT, OFFI CE OF THE
COW SSI ONER, DEPARTMENT OF PUBLIC SAFETY, shared that
there was nuch discussion within the departnment but no
deci si on was nade.

2:54: 03 PM

Representative Gara remarked that the governor's office did
not have a position on the bill. He asked if ABC relocation
woul d affect enforcenment. M. Stancliff stated that the
governor welconmed the public debate and did not endorse a
position. She reported that DPS shared the concerns rel ated
to board relocation. The departnent was commtted to do
whatever it took to make enforcement work if relocation
occurred. Alcohol issues were a serious problem in the
state. She referred to coments made by Comm ssioner
Masters that the department's single focus was "public
policy protecting the public's best interest.and safety.”
The departnent's concern was that noving the agency would
be contrary to the express recommendations of two studies:
The Al aska Plan to Reduce and Prevent Underage Drinking and
the Alaska Strategic Safety Plan. Both plans were devel oped
wi th extensive public input.

Representative Joule asked whether DPS intended to reach
out to ABC in the wevent of physical relocation. M.
Stancliff responded that the departnment did not intend to
abandon the board. The department would include the board's
enforcenment personnel in strategic planning. The departnent
would not include Ms. Gfford in the departnent's interna
directors neetings. She characterized the departnent's fear
as, "Qut of sight, out of mnd." She reiterated that
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Comm ssioner Masters would do everything possible; his
overall goal was public safety.

2:59:01 PM

Representative Joul e asked whether staying connected to ABC
i ncl uded reaching across departnental lines for neetings to
continue. Ms. Stancliff answered in the affirmative.

HB 125 was HEARD and HELD in commttee for further
consi derati on.

2:59:32 PM
AT EASE

3:07:29 PM
RECONVENED

#hb146
HOUSE BI LL NO. 146

"An Act authorizing the transfer of land from the
State of Al aska and the Al aska Railroad Corporation to
property owners along the Eielson Spur Line; and
providing for an effective date."

3:07:34 PM

Vi ce-chair Fairclough MOVED to ADOPT CS Wrk Draft CSHB 146
(FIN 27-LS0505\1 (4/5/11 Kane) as a working docunent
before the commttee.

Co-Chair Stoltze QIBECTED for di scussion

REPRESENTATI VE TAMW W LSON, SPONSOR spoke to the title
change in the CS. She remarked that the title of the House
Resources Committee version was very specific. The
| egi sl ation was thoroughly vetted and di scussed between all
parties and their attorneys before it was drafted. House

Bill 146 was a culmnation of seven years of negotiation
and hard work between involved parties. She shared that her
consti tuent, Bonnie Wlstad was instrunental in the
process.

Representative WIson explained that HB 146 restored a
reversionary property right taken away from property owners
along the Eielson Spur. In 2003, Congress repealed
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reversionary sections of the Al aska Railroad Transfer Act
(ARTA) at the request of the Alaska Railroad Corporation
(ARC) to address title issues. |In the process, the
| andowner's reversionary rights were repealed. The bil
restored ownership of their property after the easenent was
no |onger wused. She stressed that the legislation only
restored a right that was taken away and does not grant
anyone speci al privileges beyond the original rights
established in ARTA. In addition, all affected parties
agreed on the bill.

3:11:18 PM

Representative W/Ison believed that the issue was sinple.
The property owners granted the railroad easenents to
enable railroad expansion. Subsequent |y, the federal
governnent changed the |aw She enphasized that the
| egislation restored property owner's rights. She confirned
that the bill would not affect the mlitary.

BONNI E WOLDSTAD, NORTH POLE (via tel econference), recapped
that HB 146 reinstated the original ARTA provisions
(Sections 1208-1209) that provided a nechanism to revert
property ownership back to the |landowers iif the ARC
abandons use of the property.

Co-Chair Stoltze reported that ARC retained many easenents

in hi s district. He expressed di sappoi nt nent t hat
| egislation was required for the railroad to "do the right
thing." Representative WIson assured that the attorneys
from all parties approved the |anguage in the bill. She
cautioned that the CS title change could conplicate passage
of the bill. Co-Chair Stoltze read the new title, "An Act

relating to the Al aska Railroad Corporation; and providing
for an effective date."” He maintained that the substance of
the bill did not change. He remamined conmtted to fixing
t he probl em

3:16: 00 PM

Co-Chair Stoltze asked whether the new CS would ensure
resolution of the issue between ARC and the | andowners.

WYN MENEFEE, ACTING DI RECTOR, DIVISION OF M N NG LAND AND

WATER, DEPARTMENT OF NATURAL RESQURCES, responded that the
change woul d not affect the outcone.
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Representative Gara asked if the |andowers received
conpensation in exchange for ARC easenent. Representative
Wl son answered that conpensation was not part of the
reversionary agreenent.

Co-Chair Stoltze closed public testinony.

Vi ce-chair Fairclough MOVED to report CSHB 146(FIN) out of
Comm ttee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes. There being NO OBJECTION, it was
so ordered.

CSHB 146(FIN) was REPORTED out of Conmittee with a "do
pass"” recomendation and with previously published fiscal
notes: FN1, CED; FN2, DNR

#hb164
HOUSE BILL NO. 164

"An Act relating to insurance; relating to health care
i nsurance, exenption of certain insurers, reporting,
notice, and record-keeping requirenments for insurers,

bi ogr aphi cal af fidavits, qualifications of alien
insurers assum ng ceded insurance, risk-based capita
for insurers, insurance holding conpanies, |icensing,
federal requirenents for nonadmtted insurers, surplus
lines insurance, i nsurance fraud, life insurance
policies and annuity contracts, rate filings by health
care insurers, long-term care insurance, autonobile
service corporations, guaranty fund deposits of a
title insurer, j oi nt title plants, del i nquency

proceedi ngs, fraternal benefit societies, nultiple
enpl oyer welfare arrangenents, hospital and nedical
service cor por ati ons, and heal t h mai nt enance
organi zations; and providing for an effective date."

3:19:18 PM

LI NDA HALL, DI RECTOR, DI VISION OF | NSURANCE, DEPARTMENT OF
COMWERCE, COVMUNI TY AND ECONOM C DEVELOPMENT, addressed two
areas of major concern related to HB 164. She identified
page 50, Section 79, of the legislation. She explained that
Section 79 intended to act as a disincentive for enployers
to drop their group health coverage. She read Section (a),
lines 6-7, "an insurer may not issue an individual health
care insurance policy to an enployee of an enployer."” She
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related that a group plan nust adhere to specific statutory
requi renents that pr ot ect consuners. Guarantee issue
i nsurance coverage for the small group nmarket (2 to 50
enpl oyees) provided that an insurer could not deny coverage
to small enployers. She furthered that Section (b) allowed
for two exceptions. An enployee and insurer nay provide an
i ndi vidual health insurance policy with enployer funds if
t he enpl oyee was eligible as defined by statute. She |isted
eligible enployees: part-tine, tenporary, and seasonal
enpl oyees not eligible for a group plan. The second
exception exenpted enployers that did not provide health
i nsurance coverage and had not within the last six nonths.
She el abor at ed t hat i ndi vi dual coverage was nor e
restrictive than group coverage. For exanpl e, t he
i ndi vi dual market excluded maternity coverage; small group
pl ans provided it. The Division of Insurance opted to help
people denied coverage due to existing conditions in
Section 79. Enpl oyees forced to purchase individual
policies due to a dropped group plan would be underwritten
for deniable health <conditions. The section would not
protect the other enployees that nust wait six nonths or
nore for other health coverage.

3:23:32 PM

Vice-chair Fairclough referred to testifiers concerns that
Section 79 would severely limt enployer's flexibility. Her
interpretion was that the enployee received the penalty in
the event an enployer can only provide individual coverage,
not the enployer. The enployee was left at risk. She felt
the policy decision was |eft open for debate.

3:28:17 PM

Ms. Hall directed attention to Section 46 (line 16, page
27) t related to surplus |ines.

REPRESENTATI VE KURT OLSON, SPONSOR, spoke in support of
Section 46. He explained that the National Conference of
| nsurance Legislators (NCO L) proposed nodel |egislation, a
national tax and collection authority that relinquished the
authority fromstates Division of Insurance.

He reported a conflict of interest as a nenber of the

Executive Commttee of NCOL and nenber of the Interstate
| nsurance Product Review Commttee (11 PRC)
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Representative O son declared that he was in whol ehearted
support of Section 46. He believed that the NCOL nodel
| egi slation was hastily crafted and not fully devel oped. He
believed that Section 46 was thoughtfully fashioned by the
division and confornmed to the federal mandate. He noted
that 20 other states proposed legislation simlar to
Section 46. The Alaska Surplus Lines Association was the
main opposition to Section 46. He concluded that the
di vision had the existing structure and experience to carry
out the provisions of Section 46. Passage wll save the
state noney and |l ead to faster inplenentation.

Vi ce-chair Fai rcl ough understood that existing state
statute granted the division tax-collecting authority. The
provi sions of Section 46 would enable Al aska to benefit if
particul ar [insurance] products were sold.

Representative Gara read page 28, lines 3-4, Section 46:
"The tax paid by the insurer under this section is in lieu
of all insurer taxes." He wondered how the section

i nfluenced the amount of tax the state could collect from
i nsurance conpanies. M. Hall replied that HB 164 did not
change the anobunt of taxes owed. The bill defined the
surplus lines tax rate. The only change conbined a 2.7
percent tax and a 1 percent stanping fee to a single 3.7
percent tax.

3:33: 03 PM

Representative Gara asked for an explanation of surplus
lines. Ms. Hall explained that surplus lines were a type of
insurance witten differently than admtted insurance.
Admitted insurers nust file authorizations for form and
rate approval. A class of "other" insurers underwote nore
difficult lines of insurance such as earthquake or sone
marine coverage. They did not file forns and rates for
approval. The taxes were paid by surplus lines brokers as
opposed to the actual insurance conpany.

Ms. Hall elaborated that Section 46 introduced a new "hone
state" concept based on changes in the federal [|aw that
preenpted state statutes from the type of tax collection.
The state currently collected premum taxes only on the
portion of a nmulti-state surplus line insurance policy with
a risk located in the state of Alaska. In conpliance wth
the new federal law, the state would collect 100 percent of
the tax debt if Al aska was declared the hone state of the
nmul ti-state business owner.
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Vi ce-chair Fairclough asked how many insurers sell multi-
state surplus lines. Ms. Hall identified approximtely 900
surplus lines brokers; 100 were residents of Al aska. Vice-
chair Fairclough asked whether the state stood to benefit
from Section 49 if an Alaskan surplus |ines broker sold
their product in another state. M. Hall replied that it
did not matter where the insurer selling a product was
| ocated; what mattered was the location of the insured
property. Vice-chair Fairclough asked how Al aska would
benefit fromthe statute change. Ms. Hall inforned that the
provi sion enabled the state to continue to collect taxes on
surplus lines risk. She contended that the division could
not collect taxes on nultiple state risks, estimted at
$500 thousand, if the state failed to conform to the new
federal mandate.

3:37:58 PM

Representative Gara referred to Section 64 of the bill. He
inferred that |long-term care insurance could not deny
coverage for a pre-existing condition. He noted the change
in the definition of "pre-existing". He asked whether the
statute nmade it easier or harder to deny coverage. M. Hall
responded that "the intent was to take away the
subj ectivity of an ordinary prudent person and instead to
rely on nedical advice or treatnment as opposed to the
opi nion of an ordinary prudent person.”

Representative Gara asked whether HB 164 nade it harder or
nore expensive to procure insurance or reduced coverage.
Ms. Hall answered in the negative.

Representative WIson asked whether HB 164 was witten in
response to changes in federal law. M. Hall responded that
only Section 46 (the section on surplus lines) was included
due to federal |law. She elaborated that the |egislation was
influenced by the National Associ ation of | nsur ance
Comm ssioners (NAIQ), | oosely described as a trade
association of all the insurance regulators in the country.
The Association attenpted to inplenent sel f-i nposed
uniformty of insurance laws. The division was accredited
by NAIC and nany of the changes in HB 164 were included to
mai ntain accreditation standards. She noted that all 50
states were accredited, which ensured financial oversight
of insurance conpani es.
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3:41: 42 PM

Representative WIson asked if a state board of insurance
existed. Ms. Hall replied in the negative.

RI CHARD BOUHAN, EXECUTI VE DI RECTOR, NATI ONAL ASSOCI ATI ON OF
PROFESSI ONAL SURPLUS LI NES OFFI CES, LTD. (NAPSLO, M SSOURI
(via teleconference), spoke in opposition to the surplus
lines and tax collection provisions in HB 164. He alleged
that the legislation would not conform to the new federal
law. The legislation required the establishment of an
allocation formula for surplus lines tax collection. The
formula proposed by NAIC in their "non-admtted insurance
mul ti-state agreenment” was burdensone to brokers and did
not sinplify the tax paynent process as nandated by federal
law. He opposed paying taxes to a clearinghouse that
allowed states to distribute revenue from taxes collected
on multi-state surplus lines risk policies. He felt that
the tax rates established wunder the structure did not
conply with federal regulations. He added that only 5 to 15
percent of surplus lines were nmulti-state. He was uncertain
that any state would gain revenue by entering into a nulti-
state conpact.

Vi ce-chair Fairclough asked the witness if he had contacted
any Al askan insurers on the issue. M. Bouhan answered t hat
he contacted insurance conpanies and brokers dealing in
Al aska.

Vi ce-chair Fairclough CLOSED public testinony.

Representative WIson MOVED to report CS HB 164 (L&C) 27-
LS0444/B out of Commttee with individual recomendations
and t he acconpanying fiscal note.

3:50: 27 PM
AT EASE

3:51: 04 PM
RECONVENED

Representative WIson W THDREW her noti on.
Representative WIlson MOVED to Adopt CS HB 164 (FIN) (27-

LS0444\1, Bailey, 4/1/11) as a working docunent before the
comittee.
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Vice-chair Fairclough OBJECTED for discussion on the
di fference between the versions.

Ms. Hall reported that the CS reflected mnor corrections
or formatting changes and did not contain any substantive
changes. She listed the revisions. She referenced page 38,
line 13, the addition of three words "the sum of." She
identified that page 62, line 13, corrected a repealer. She
concluded that on line 15, page 62, the nunber 14 repl aced
13 as the correct nunber.

Vi ce-chair Fairclough REMOVED her OBJECTI ON. There bei ng NO
further OBJECTION, it was so ordered.

Representative WIlson MOVED to report CSHB 164(FIN) out of
Comm ttee wth i ndi vi dual recommendat i ons and t he
acconpanying fiscal note. There being NO OBJECTION, it was
so order ed.

CSHB 164(FIN) was REPORTED out of Conmttee with a "no
recommendation” and wth attached previously published
fiscal note: FN1, CED.

3:54: 06 PM

#
ADJ OURNVENT

The neeting was adjourned at 3:54 PM
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