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COWM TTEE CALENDAR

SENATE BILL NO 72
"An Act relating to caregivers of patients after release or
departure froma hospital; and providing for an effective date."

- MOVED CSSB 72(L&C) OUT OF COMM TTEE

SENATE BILL NO 141

"An Act relating to possession of an electronic snoking device,
e-liquid or e-liquid product, vapor product, or alternative
tobacco product by a mnor and to selling or giving an
el ectronic snoking device, e-liquid or e-liquid product, vapor
product, or alternative tobacco product to a mnor."

- MOVED CSSB 141(L&C) OUT OF COWMM TTEE

SENATE BI LL NO 127

"An Act relating to actions by insurers based on credit history
or insurance score; and providing for an exception to
consideration by an insurer of <credit history or insurance
score."”

- HEARD & HELD
SENATE BI LL NO. 149
"An Act relating to the dividends from the Alaska |ndustrial

Devel opnent and Export Authority; relating to the neaning of
" mar k-t o- mar ket fair val ue,’ ' net i ncone, ' ' proj ect or

SENATE L&C COW TTEE -1- February 25, 2016



devel opnent,' and 'unrestricted net incone' for purposes of the
Al aska I ndustri al Devel opnent and Export Aut hori ty; and
providing for an effective date."

- HEARD & HELD

SENATE BILL NO. 152

"An Act relating to a noney services business; relating to
transmtting value that substitutes for noney; relating to
licensing requirements and registration through the Nationw de
Mul tistate Licensing System and Registry; relating to surety
bondi ng requirenments; authorizing certain licensees to contract
to use subdel egates for reloading funds onto stored-val ue cards;
relating to record retention, reporting requirenents, and
enforcenment provisions; relating to exenptions; relating to
noney services Internet activities; relating to definitions
regar di ng t he transmtting val ue, currency, and noney
transm ssi on business activities; and providing for an effective
date."

- BILL HEARI NG CANCELED

SENATE BI LL NO. 118

"An Act relating to surveys required to be subnmtted to the
Departnment of Natural Resources; relating to peer review by the
State Board of Registration for Architects, Engineers, and Land
Surveyors of required surveys submtted to the Departnent of
Nat ural Resources; and providing for an effective date."

- BILL HEARI NG CANCELED
PREVI QUS COW TTEE ACTI ON
BILL: SB 72

SHORT TITLE: DESI GNATED CAREG VERS FOR PATI ENTS
SPONSOR(s): SENATOR(s) G ESSEL

03/ 11/ 15 (S) READ THE FI RST TIME - REFERRALS

03/ 11/ 15 (S) HSS, L&C

04/ 10/ 15 (S) HSS AT 1:30 PM BUTROVI CH 205

04/ 10/ 15 (S) Heard & Hel d

04/ 10/ 15 (S) M NUTE( HSS)

02/ 01/ 16 (S) HSS AT 1:30 PM BUTROVI CH 205

02/ 01/ 16 (S) Moved CSSB 72(HSS) Qut of Committee
02/ 01/ 16 (S) M NUTE( HSS)

02/ 03/ 16 (S) HSS RPT CS 2DP 2NR NEW TI TLE

02/ 03/ 16 (S) DP: G ESSEL, STOLTZE
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02/ 03/ 16 (S) NR: STEDMAN, ELLI'S

02/ 23/ 16 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
02/ 23/ 16 (S) Heard & Hel d

02/ 23/ 16 (S) M NUTE( L&C)

02/ 25/ 16 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
BILL: SB 141

SHORT TI TLE: E-CI GS: SALE TO AND POSSESSI ON BY M NOR
SPONSOR(s): SENATOR(s) STEVENS

01/ 19/ 16 (S) READ THE FI RST TIME - REFERRALS
01/ 19/ 16 (S) L&C, JUD

02/ 04/ 16 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
02/ 04/ 16 (S) Heard & Hel d

02/ 04/ 16 (S) M NUTE( L&C)

02/ 18/ 16 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
02/ 18/ 16 (S) Heard & Hel d

02/ 18/ 16 (S) M NUTE( L&C)

02/ 25/ 16 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
BILL: SB 127

SHORT TITLE: | NSURER S USE OF CREDI T H STORY/ SCORES
SPONSOR(s): SENATOR(s) HUGG NS

01/19/ 16 (S READ THE FI RST TI ME - REFERRALS
01/ 19/ 16 (S) STA, L&C

02/ 11/ 16 (S) STA AT 9: 00 AM BUTROVI CH 205

02/ 11/ 16 (S) Heard & Hel d

02/ 11/ 16 (S) M NUTE( STA)

02/ 16/ 16 (S) STA AT 9: 00 AM BUTROVI CH 205

02/ 16/ 16 (S Moved SB 127 Qut of Committee
02/ 16/ 16 (S) M NUTE( STA)

02/ 17/ 16 (9 STA RPT 4DP 1AM

02/ 17/ 16 (S DP: STOLTZE, COGHI LL, HUGE NS, MCGU RE
02/ 17/ 16 (S) AM W ELECHOWSKI

02/ 25/ 16 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)
BILL: SB 149

SHORT TI TLE: Al DEA: DI VI DEND TO STATE; | NCOVE; VALUATI ON
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

01/ 21/ 16 (S) READ THE FI RST TIME - REFERRALS
01/ 21/ 16 (S) L&C, FIN
02/ 25/ 16 (S) L&C AT 1:30 PM BELTZ 105 (TSBI dg)

W TNESS REG STER
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JANE CONWAY, St aff

Senator Cathy G essel

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Provi ded an explanation of changes for SB
72.

TIM LAMKI N, Staff

Senator Gary Stevens

Al aska State Legislature

Juneau, Al aska

PCSI TI ON  STATEMENT: Provided a sectional analysis for the
conmittee substitute for SB 141.

SENATOR CHARLI E HUGGE NS

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT:  Sponsor of SB 127.

LAUREN RASMUSSEN, St af f

Senator Charlie Huggi ns

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Provi ded an overview of SB 127 on behalf
of the sponsor.

LORI W NG HEI ER, Director

Di vi sion of Insurance

Depart ment of Comrerce, Conmunity and Economi c Devel opnent
Anchor age, Al aska

PCOSI TI ON STATEMENT: Answered questions related to SB 127.

KRI STI E BABCOCK, Agent

State Farm | nsurance

Kenai, Al aska

PCOSI TI ON STATEMENT: Testified in support of SB 127.

GARY STRANNI GAN
Safeco and Liberty Mitual |nsurance
PCSI TI ON STATEMENT: Testified in support of SB 127.

MARK CHOATE, representing hinself
Juneau, Al aska
POSI TI ON STATEMENT: Testified on SB 127.

DANI EL LYNCH, representing hinself
Kenai, Al aska
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PCSI TI ON STATEMENT: Testified in support of SB 127.

TI M MAUDSLEY, President

Al aska USA | nsurance Brokers

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of SB 127.

ARMAND FELI Cl ANO

Property Casualty Insurers Association of Anmerica
California

PCOSI TI ON STATEMENT: Testified in support of SB 127.

Cl NDA SM TH

Gei co I nsurance Conpany

Mar yl and

PCSI TI ON STATEMENT:  Stated support for SB 127.

JEFFERY Kl NSEY

State Farm | nsurance

Bl oom ngton, Illinois

POSI TI ON STATEMENT: Testified in support of SB 127.

GENE THERRI AULT, Policy Director

Al aska I ndustrial Devel opnent and Export Authority (Al DEA)
Anchor age, Al aska

POSI TI ON STATEMENT: I ntroduced SB 149.

M CHAEL LAMB, Chief Financial Oficer

Al aska | ndustrial Devel oprent and Export Authority (Al DEA)
Anchor age, Al aska

POSI TI ON STATEMENT: Delivered a PowerPoint relating to SB 149.

ACTI ON NARRATI VE

1:31: 58 PM

CHAIR M A COSTELLO call ed the Senate Labor and Comrerce Standing
Commttee neeting to order at 1:31 p.m Present at the call to
order were Senators Gessel, Stevens, and Chair Costello.
Senat or Meyer arrived during the introductory remarks.

SB 72- DESI GNATED CAREG VERS FOR PATI ENTS

1:32:32 PM

CHAI R COSTELLO announced the consideration of SB 72. She noted
that public testinony was closed on 2/23/16, and asked for a
notion to adopt the work draft commttee substitute (CS).
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1:32: 53 PM
SENATOR G ESSEL noved to adopt the work draft CS for SB 72,
| abel ed 29-LS0047\L, as the working docunent.

1:33: 07 PM
CHAI R COSTELLO obj ected for an expl anation

1:33:24 PM

JANE CONVAY, Staff, Senator Cathy G essel, said these changes
were nmade working in conjunction wth the Alaska Nurses
Association and the Alaska State Hospital and Nursing Hone
Association (ASHNHA). She read from the following prepared
expl anations of changes: [Original punctuation provided.]

1. Deletes the word “lay” in these places:
Page 1, line 8, 11, 14
Page 2, line 1, 3, 7, 18

Expl anation: Elimnates use of term “lay caregiver” as
a defined term (which we’'ve deleting from the
definitions) and uses the term we're using which is
“desi gnat ed caregiver.”

2. On page 1, line 9:
Delete “in the patient’s hone”
Insert “in a private residence”

Expl anation: Patients nmay not always receive aftercare
in their honme, but perhaps in a sibling’s or child s
hone.

3. On page 2, lines 8-9:
After “patient”, delete “.”,
insert “,” and the follow ng new | anguage:
“including professional followup as specified
in the discharge plan.”

Expl anation: The purpose of the addition is to
explicitly acknowl edge that often follow up wll be
required by the patient’s primary care provider or a
speci ali zed care provider.

4. Page 2, line 29 deletes “an instruction contractor”
and adds
“ a person who contracts with the hospital to provide
instruction to a designated caregiver”
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5. Page 3, line 7 deletes “individual” and inserts
“patient”

6. On page 3, line 16 deletes the word “lay” and adds
"in a private residence” after the word “patient”

Expl anation: This clarifies that the caregiving wll
not be occurring in a healthcare facility.

7. Page 3, line 22-24 Adds the definition of “private
resi dence”:

“private residence does not include a rehabilitative
facility, a hospital, a nursing hone, an assisted
living facility, a group honme or another |icensed
health care facility.”

8. On page 3, lines 20-21 of version F
Del ete the definition of “lay caregiver”

Expl anation: Keeping this in as a definition 1is
confusing and redundant with definition of “designated
lay caregiver” in this same section. There’'s no need
to define the term

1:37:32 PM
SENATOR STEVENS asked if the bill defines the training the
hospital will provide to caregivers.

M5. CONVAY replied there was a specific list initially, but this
version directs hospitals to wite their own policies using best
practice methods. This gives hospitals nore latitude to wite
their policies and provide training that is pertinent to a
patient's particul ar needs.

SENATOR STEVENS said he’'d like nore specific direction regarding
what the hospital is being asked to do.

SENATOR G ESSEL said the Centers for Medicaid and Medicare
Services already have checklists that hospitals use for
di scharge planning so the very specific list in the initial bill

rai sed concern. Most  hospitals already provide discharge
training and this bill is intended to ensure that all hospitals
do that.

1:40: 01 PM
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CHAI R COSTELLO rempoved her objection and version L was before
the conmittee. Finding no further questions, she solicited a
not i on.

1:40: 12 PM

SENATOR G ESSEL noved to report the CS for SB 72, |abeled 29-
LS0047\L, from conmttee wth individual recommendations and
attached fiscal note(s).

1:40: 25 PM
CHAI R COSTELLO announced that w thout objection, CSSB 72(L&C) is
reported fromthe Senate Labor and Commerce Standing Comm ttee.

1: 40: 28 PM
At ease

SB 141-E-Cl GS: SALE TO AND POSSESSI ON BY M NOR

1:41:42 PM

CHAIR COSTELLO reconvened the neeting and announced the
consideration of SB 141. She noted that public testinony was
closed on 2/18/16, and asked for a notion to adopt the work
draft committee substitute (CS)

1:42: 07 PM
SENATOR G ESSEL noved to adopt the work draft CS for SB 141,
| abel ed 29-LS1258\ P, as the working docunent.

CHAI R COSTELLO obj ected for discussion purposes.

1:42: 38 PM

TIM LAWI N, Staff, Senat or Gary Stevens, Al aska State
Legi sl ature, sponsor of SB 141, reminded the conmttee that this
bill is about protecting Alaska's youth and it treats e-
cigarettes and all their conponents the same as tobacco. Simlar
to tobacco, vendors would be required to get a business |icense
endorsenent to sell electronic snoking products of any kind. The
requirenents relating to vending nmachines, si ghage, and
penalties for violating the statutes also would be the sane as
for tobacco. The definition for electronic snoking product is
consolidated to keep any | oophole from being exploited regarding
what these products really are.

He di splayed a short video to illustrate the possible dangers of
t hese products.
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MR. LAMKIN provided the follow ng sectional analysis for version

P

Section 1: AS 11.76.105(a) Adds to existing |aw
that, as wth prohibiting mnors from possessing
cigarettes or tobacco, to also prohibit possession of
el ectronic cigarettes and any conponent thereof.

Section 2: AS 11.76.107(a) Adds to existing |aw
that, as wth tobacco product vending machines,
vendi ng machines dispensing electronic cigarette or
ni coti ne products nust al so be supervi sed.

Section 3: AS 11.76.109(a) Adds to existing law that a
m nor may not sell tobacco or nicotine products, nor
sell electronic cigarettes, or any related conponent
t her eof .

Section 4: AS 11.76.109(b) Provides an exception for
persons to sell or give E-cigarettes to a mnor,
provided the mnor is using an e-cigarette for an
approved nedical purpose, such as snoking cessation,
and is provided by a parent or prescribed by a doctor.

Section b5: AS 11.76.109(f) adds a new subsection
that is consistent wth existing law regarding
pl acenent of vending nmachines dispensing tobacco
products; that the sanme requirenents are applied to
vendi ng nmachi nes dispensing E-cigarette or nicotine
products.

Section 6: AS 11.81.900(b) Makes new definition for
“el ectroni c snoking product,” sumrarized as foll ows:
(67) a device designed to aerosolize and inhale
ni coti ne, a synthetic of nicotine, or other a
potentially hazardous substance that “nmay have an
adverse effect” on the person inhaling it.

Section 7. AS 43.50.105(b) is anmended for conformty,

changi ng “tobacco” endorsenment to “business |icense”
endorsenent, for purposes of shipping or transport of
cigarettes. It also sets up conformty for the
followwng Section 8 of the bill, relating to a

required business |icense endorsenent for selling E-
cigarette or nicotine products.
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Section 8: AS 43.70.075(a) amends existing |aw
requiring a special business license endorsenent in
order to lawfully sell tobacco products, by including
the sane licensing requirements for lawfully selling
E-cigarette or nicotine products.

Section 9: AS 43.70.075(d) anmends existing |aw
relating to selling tobacco to mnors, by adding the

sane penalty provisions, including graduated fines,
for selling E-cigarette or nicotine products to
m nors.

Section 10: AS 43.70.075(f) anmends existing |aw
requiring signage when selling tobacco products, to
also require signage for selling E-cigarette or
ni cotine products. The signage nust read “The sale of
el ectronic snoking products or products containing
nicotine to a person under the age of 19 wthout a
prescription is illegal.”

Section 11: AS 43.70.07(i) anends existing enforcenent
provisions that, as with tobacco sales, to allow the
State to seize a vendors’ business |icense endorsenent
and E-cigarette or nicotine products in the event of
such products being sold to m nors.

Section 12: AS 43.70.075(1) is amended for conformty
that, as wth tobacco sales, to allow one business
license endorsenent to serve as an unbrella if a
vendor has multiple locations they are selling E-
cigarette or nicotine products, and to shut down only
the offending vending nmachine or outlet location in
the event of a violation.

Sections 13 through Sections 18: AS 43.70.075(m), (r),
(t), (v), (w, and (x) are anended for conformty
that, as with tobacco sales, to allow an evidentiary

and admnistrative hearing, appeal process, and
penalties in the event of violations of these
st at ut es, involving the sale of E-cigarette or

ni coti ne products to m nors.

Section 19: AS 43.70.075(y) is added for consistency,
linking the definitions of “electronic  snoking
products,” and distinguishing between traditional
cigarette (tobacco) products and other nodern nicotine
alternatives.
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Section 20: AS 43.70.105(b) is amended for conformty
that, as with tobacco products, a vendor nust have the
appropriate business license endorsenent in order to
awfully sell E-cigarette or nicotine products.

Section 21: AS 44.29.092 is anended for conformty
that, as with tobacco sales, providing the Dept. of
Health and Social Services the authority to issue
citations for violating state law regarding mnors
buying, selling or possessing E-cigarette or nicotine
products.

Section 22: |Is the applicability and effective date,
applying to offenses commtted only after t he
effective date of the bill, which would be 90 days
after the bill is enacted.

CHAIR COSTELLO noted the individuals available to answer
gquesti ons.

1:53: 29 PM
CHAI R COSTELLO renmpoved her objection and version P was before
the conmittee.

1:53:37 PM

SENATOR G ESSEL noved to report the CS for SB 141, | abeled 29-
LS1258\P, from commttee wth individual recomendations and
attached fiscal note(s).

1: 53: 52 PM
CHAI R COSTELLO announced that wi thout objection, CSSB 141(L&C)
is reported from the Senate Labor and Commerce Standing
Commi ttee.

1: 53: 55 PM
At ease

SB 127-1NSURER S USE COF CREDI T HI STORY/ SCORES

1:55:25 PM
CHAIR COSTELLO reconvened the neeting and announced the
consi deration of SB 127. She noted this is the first hearing.

1:56: 00 PM
SENATOR CHARLIE HUGGE NS, Al aska State Legislature sponsor of SB
127, said the bill relates to renewing insurance for an auto or
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home nortgage. He explained that Alaska is the only state that

allows credit scoring to be used when the initial insurance
policy is witten, but not upon renewal. SB 127 very sinply
allows credit scoring to be used on renewal, which is nore

conveni ent for the policyhol der.

1:57: 50 PM

LAUREN RASMJSSEN, Staff, Senator Charlie Huggins, provided an
overview of SB 127 on behalf of the sponsor, speaking to the
fol | ow ng sponsor statenent.

When Al askans apply for personal auto and honmeowners
i nsurance, there are several variables of which
conpanies take into consideration to assess risk.
Factors such as nmotor vehicle record, good student
di scount, marital status, age, and credit history are
al l owabl e by statue; however, when an Al askan consuner
considers renewing a policy with the same conpany, the
business is not allowed to use credit history. Under
current I aw, i nsurers nmust strip out credit
information after two years and nmay only include it
with request fromthe policy holder.

By not being able to include credit when it benefits
consuners, increases in renewal rates can often be
significant, causing unnecessary market disruption and
consuner conplaints. This occurrence |eads consuners
to seek new insurance conpanies which neans they may
not secure the benefits of being a long-term policy
hol der. Senate Bill 127 would allow for insurance
conpanies to include credit history at the tinme of
policy renewal .

The passage of Senate Bill 127 would also require
insurers to nake exceptions to a consuner’s rate when
the consuner’s credit 1is unfavorably inpacted by
extraordinary life circunstances. This applies to the

time of policy inception and policy renewal. An
extraordinary life circunstance clause is a safeguard
for CONSUNers. Unf or eseen ci rcunst ances i ncl ude

i ncidents such as death of an inmmediate fam |y nenber,
mlitary deploynment, suffering a catastrophic event,
and divorce.

2:01: 13 PM

LORI WNG HEIER, Director, D vision of Insurance, Departnent of
Commerce, Community and Econom c Devel opnent (DCCED), Anchorage,
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Al aska, described credit scoring as an enotional topic and said
this Dbill is witten to be neutral and that is the
adm nistration’s position on it.

She confirmed that Alaska is the only state that renoves the use
of credit scoring to effect a discount or |ower insurance rate
upon renewal . A policyhol der can, however, receive a discount by
applying for one through their insurance agent or conpany
representative. Because sone people may suffer from the use of

credit scoring, the bill is witten so that it cannot i npact
someone who mght have a lesser credit score than as if credit
scoring were not used at all. She noted that provision was added
when the bill was redrafted | ast year.

M5. WNG HEIER reported that the division receives conplaints
from consunmers whose renewed honeowner or auto policy had
increased as nmuch as 70 percent. Their option is to find a new
agent or broker. The consunmer got into this situation because
they either didn't understand that for renewals credit scoring
is not automatically allowed in the underwiting practice or
they didn't agree with the use of credit scoring and didn't
conplete the form

She clarified that credit scoring is not based on incone, but
how the consunmer uses credit and how tinmely they pay their
bills. She said there is a statistical correlation between a
credit score and the nunber of clains a person is likely to
have, and that provides an underwiting guideline.

SENATOR G ESSEL asked if a consumer could pay the higher prem um
one year and sign the form to use credit scoring for the next
renewal .

M5. WNG HEIER said the consuner would probably be better off
| ooking for a new insurance conpany to get started back on using
a credit score in their portfolio.

2:06: 01 PM
CHAI R COSTELLO opened public testinony.

2:06: 10 PM

KRI STI E BABCOCK, State Farm Agent, Kenai, Alaska, testified in
support of SB 127. She described the inpact of the current |aw
on her custoners and why SB 127 offers a solution. Current |aw
allows the agent to use certain credit conponents in the
original rate, but after two years those characteristics are
stripped out. The result is a significant increase in the
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premum unless the agent is able to get the policyholder's
witten permssion to use their credit. If the custoner doesn't
sign the form in tinme for the annual renewal, existing |aw
prohibits the use of credit for subsequent renewals on that
policy. She shared the experiences of several custoners that are
all paying nore than they shoul d.

SB 127 will alleviate the dramatic swing in rates; elimnate the
frustration and cunbersone process of getting a nmanual waiver
signed at each renewal; and allow consuners to shop wth

confidence, knowing that there is stability in the rating
factors.

2:11: 40 PM
SENATOR STEVENS asked how soneone is affected if their credit
rate fluctuates.

M5. BABCOCK explained that the policy will be witten based on
the consunmer's credit at the time. If their credit has inproved
when the policy is due for renewal they may see a better
premum |If their credit doesn't inprove or worsens, they nay
want to do nore shoppi ng.

2:12:52 PM

GARY STRANNI GAN, Safeco and Liberty Mitual Insurance, testified
in support of SB 127. He shared Safeco's experience conformng
to the current statute. He related that the cost to program
software to conply with the current statute was $1.25 mllion.
That becones a barrier to entry in the broader narketplace given
the size of the market.

2:14: 32 PM

MARK CHOATE, representing hinself, Juneau, Al aska, testified on
SB 127. He questioned why credit scoring should be used for
sonmething that is nmandatory. He further questioned why, after
two years of proven use, the policyholder's credit score has
anything to do with the risk the insurance conmpany is taking in
terms of their driving or maintaining their hone.

He clainmed that the insurance conpanies are creating a false
paradigm to create the situation. They factor in credit scores
on buying the policies and then pull that out of the algorithm
for renewal, but they don't consider anything else. Wat they
should do is reweight other factors, he said.
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He suggested the Division of Insurance should |ook at the
al gorithm because there's no reason that two years of driving
hi story shouldn't be the basis for calculating the prem um

2:18: 24 PM

DANI EL LYNCH, representing hinself, Kenai, Al aska, testified in
support of SB 127. He is conpletely opposed to using credit
scores to determne insurance rates at any tinme. He shared his
personal story of having no credit score. Through choice he has
had no credit cards or loans for 40 years. He maintains his old
vehicle and is a good driver, yet his auto rates go up every
renewal. He wurged the commttee to go old school and base
i nsurance rates on driving history, vehicle value, and distance
driven, not a credit rating.

2:21:25 PM

TIM MAUDSLEY, Pr esi dent, Al aska USA Insurance Brokers,
Anchorage, Al aska, testified in support of SB 127. He said the
change enbodied in SB 127 will provide consuners with a fair and
accurate rate on insurance renewals and elimnate the confusion
due to policy cancellations and the burden of changing carriers
to maintain insurance and rate discounts. He opined that this
legislation wll Iikely open the door for nore insurance
carriers to conme to Alaska. This neans |ower premuns for
consuners.

2:23:20 PM

ARVAND FELI CI ANO, Property Casualty Insurers Association of
Anerica, California, testified in support of SB 127. This
legislation will allow consunmers to receive the full benefit of
credit scoring. He suggested the conmmttee |ook at what has
happened in Arkansas since it started allowing credit scoring.
Over 40 percent of policyholders have seen their prem uns
decrease. The nunber of policyholders that have seen their
prem uns increase has held steady at about 14 percent. A good
nunber of policyhol ders have been unaffected since 2011

2.24:.54 PM
CINDA SMTH, Geico, Mryland, echoed previous testinony and
stated support for SB 127.

2:25.: 44 PM

JEFFERY KINSEY, State Farm Insurance, Bloom ngton, |Illinois,
testified in support of SB 127. He said State Farminsures 1 in
4 autos in Alaska and 1 in 3 hones. He leads a team of
predictive nodelers that develop insurance risk scores using
credit-related information. Their analysis and other studies
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show that certain credit-related variables are highly predictive
of future insurance losses. Using this information benefits
consuners but neither adds to nor reduces an insurer's profit.
Because it is such a proven effective tool, credit information
is allowed in 47 states including Al aska.

He clarified that the «credit information that insurance
conpanies use is not a FICO score. Those were developed to
estimate a person's ability to repay debt. An insurance risk
score uses credit related variables that have been shown to be
predictive of future insurance |losses. He further clarified that
current Alaska law requires all insurance conpanies to consider
t he absence of credit history as rate neutral.

MR. KINSEY said nany |owincome policyholders benefit from the
use of credit-related information initially, but based on
current Alaska law they are not allowed to continue to enjoy
those benefits after two years with a conpany. Approximtely 60
percent of State Farm personal auto and honmeowners policyhol ders
entering their third year of coverage would receive a rate
increase if their credit information is stripped out at renewal .

State Farm supports SB 127 because it will lead to a healthier
i nsurance market and increase the affordability of insurance for
Al askans, he said.

2:29:12 PM
CHAI R COSTELLO asked if he heard M. Lynch’s testinony.

MR. KINSEY sai d yes.

CHAI R COSTELLO asked if current |law all ows the absence of credit
history to be considered rate neutral .

MR. KINSEY said that's correct; existing law requires insurers
to treat the lack of credit history as rate neutral.

CHAI R COSTELLO asked for clarification that a person's credit is
considered when the initial policy is witten, but upon renewal
it's absent fromthe anal ysis.

VR. KINSEY <confirmed that wthout the waiver, I nsurance
conpanies are required to strip out any credit variables that
were used as new business. He recalled that requirenent was the
result of a court case.
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SENATOR STEVENS asked for help understanding risk and credit
score in the context of insurance.

MR. KINSEY explained that a credit score is oftentines geared

toward banki ng and whether or not an individual will repay debt,
whereas an insurance risk score is geared toward insurance and
the likelihood an individual will file a future claim

CHAI R COSTELLO asked him to put that into an email and send it
to her office.

MR. KI NSEY agr eed.

SENATOR STEVENS asked if he's saying that a poor credit rating
is predictive of a future insurance claim

MR, KINSEY said the credit score itself isn't predictive of
future | osses, but individual elenments froma credit report are
predictive of future |osses.

SENATOR STEVENS asked what elenents are predictive of future
| osses.

MR. KINSEY said they vary by conpany but generally fall into
four broad categories: performance on credit obligations, credit
seeki ng behavior, consuner's use of credit such as outstanding
bal ance to available credit, and length of the credit history.

2:34:47 PM
At ease

2:35:22 PM
CHAI R COSTELLO reconvened the neeting and asked Ms. W ng-Heier
if she had any comment on the testinony today.

M5. WNG HEIER said the comments have all been valid including
those from M. Lynch

SENATOR MEYER asked if it matters to the division that the bil
has no effective date. He would prefer it becane effective
i mredi ately.

M5. WNG HEIER said it nakes no difference to the division

SENATOR MEYER asked about the process for an insurance conpany
to consider a consuner's extraordinary |ife circunstances.
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M5. W NG HEI ER said the onus would be on the consunmer to explain
to the insurer why their credit score was i npact ed.

2:38: 25 PM
SENATOR MEYER asked if this covers nmore than auto and home
i nsurance policies. He nentioned his wife's | ost dianond ring.

M5. WNGHEIER replied this is for all personal Ilines, not
coormercial. It wuld be auto, home, and could extend to
wat ercraft, equi pnent artwork, the loss described, and
unbrel | as.

SENATOR MEYER asked about discrimnation. He noted that his
i nsurance increased when his daughter started driving.

M5. WNG HEI ER said insurers are not allowed to discrimnate and
their research has found it has not been a factor in credit
scori ng.

2:40: 36 PM
CHAIR COSTELLO closed public testinony and held SB 127 in
conmittee.

SB 149- Al DEA: DI VI DEND TO STATE; | NCOVE; VALUATI ON

2:40: 56 PM
CHAI R COSTELLO announced the consideration of SB 149. She noted
that this is the first hearing.

2:41: 32 PM
GENE THERRI AULT, Policy Director, Al aska Industrial Devel opnent
and Export Authority (AIDEA), introduced hinself.

2:41:51 PM
At ease

2:42:26 PM
CHAI R COSTELLO reconvened the neeting.

MR. THERRI AULT directed attention to the word “excluding"” on
page 2, lines 3 and 21, of the bill to help explain the
presentation. The exclusions were added by the legislature in
recognition that certain things needed to be excluded from the
determ nation of available net incone in order to calculate the
di vidend AIDEA pays the state. Sone new accounting rules are
becom ng problematic and AIDEA would like the legislature to
consider adding things to the exclusion. He said M. Lanb wll
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have exanples of the new rules, the inpact they are having on
t he dividend, and the proposed sol ution.

He said the PowerPoint would cover the dividend: history (which
he | ust summari zed), goal , statutory | anguage, and two
accounting problens they are working to sol ve.

He displayed a chart showi ng the AlIDEA dividends that have been
paid starting in FY1997 since AIDEA was capitalized wth a
little nore than $300 million. Since then, AlIDEA has repaid just
under $380 million. The bill is intended to bring a little nore
predictability to that income stream going forward. He turned
t he di scussion over to M. Lanb.

2:46: 33 PM

M CHAEL LAMB, Chi ef Fi nanci al Oficer, Al aska I ndustrial
Devel opnent and Export Authority (AIDEA), explained that the
state receives an annual dividend based on AIDEA s operations
and SB 149 seeks to mmke that dividend nore stable and
predi ctable. This has becone an issue because accounting rules
have changed since the statute was witten. This matters because
the dividend is based on the statutorily defined net incone
which is based on the financial audit. As the audit numnbers
change, the statutory net incone nunber changes which changes
t he divi dend.

Three types of transactions affect the financial statenents that
affect the dividend. The first type are entries from "real
transactions" that occurred. Exanples are booking what was paid
for an asset, revenue that is generated, payroll that is paid,
taxes paid, and what cash was received and why. There isn't a
problemw th this type of transactions.

The second type of transactions are entries from "estimtes and
al l ocations."” Exanples are booking depreciation and anortization
expenses which recogni zes and records that an asset used up sone
of its estinmated useful |ife over the period of operations.
There isn't a problemwith this type of transactions.

The third type of transactions are entries from "market val ue
adjustnments.” These are entries related to transactions that did
not happen, but the statute requires themto be recorded for the
audit as though they did occur. [The statute requires conpliance
with GASB (Generally Accepted Auditing Standards) and GAAP
(Cenerally Accepted Auditing Principles).] He clarified that
mar ket val ue adjustnents have a purpose for an audit or to read
a financial statement, but it's a policy decision as to whether
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they should be used to conpute the dividend or excluded I|ike
ot her things.

2:50: 34 PM
MR. LAMB summari zed the pertinent |anguage in the existing Sec.
44.88.088 relating to the paynent of the dividend:

The authority shall adopt a policy for paynent of a
dividend to the state each year. The anount of which
may not be less than 25 percent nor nore than 50
percent of the net income for the base fiscal year.
The neaning of "net incone"” is the change in net
position, or the equivalent term under GAAP as set out
in the audited financial statenents of the authority

for t he base fiscal year, excl udi ng anount s
attributable to intergovernnental transfers, capita
contri butions, grants, or i mpai r ment | osses on

devel opnent projects financed under AS 44.88.172.

2:50: 42 PM
CHAIR COSTELLO asked why “market value adjustnent” doesn’'t
appear in the bill.

MR. LAMB replied it's part of the proposed new | anguage.

He displayed a <chart to illustrate how the dividend is
calculated. It is based on the statutorily defined "net incone,"
whi ch cones fromthe audited financial statements that the board
approves. Those board-approved audited statements nust include
applicable "market value" and/or "wite-down/loss" entries. GAAP
requires those entries and that all applicable GASB statenents
are inpl ement ed.

SB 149 would nodify the existing excluded |anguage such that
"net income”™ would not include any narket value adjustnents
and/ or state or federal wite-down activity when cal culating the
di vi dend.

2:53:01 PM
CHAI R COSTELLO asked how the dividend would have been affected
if this change had been in statute in previous years.

MR. LAMB said he would point that out later in the presentation.

MR. THERRI AULT clarified that AIDEA will continue to follow all
GAAP and GASB rules to get the audited financial statenent.

SENATE L&C COWM TTEE - 20- February 25, 2016



AlEDA is asking the legislature to back out market value
adj ustnments only for the purpose of cal culating the dividend.

MR. LAMB added that the question is whether or not the
conponents that now make up the audit are appropriate for the
cal cul ation of the dividend.

2:54: 37 PM

MR. LAMB restated the problens that arises when market value
adjustnments are factored into calculating the dividend. Entries
that did not happen are booked as though they did. This causes
AIDEA' s net income to swing, which also causes the dividend to
the state to swing. Wwen the swings are nmaterial it nmakes a
material difference in the size of the dividend. It's a problem
for AIDEA when it has to pay a dividend based on cash it hasn't
actually earned, and a problem for the state when AlIDEA pays a
di vi dend based on unrealized | osses, not the cash it earned.

He drew an analogy to an individual taxpayer who has to use
mar ket val ue adjustnents in their tax return. The individual had
W2 earnings of $100,000, interest and dividend income of
$7,500, and a permanent fund dividend of $1,500 for total income
of $109,000. If the taxpayer's incone calculation had to include
hypot hetical unrealized GASB 31, 68, 72, and 75 market value
adj ustnments, the total income would be $169,000. That figure
presunes the taxpayer sold the assets when in fact he did not.
He noted that while the analogy shows nore incone than was
actually earned, it could just as easily go the other direction.

MR. LAMB displayed a chart showng 25 years of AIDEA's audited
net incone pre-GASB 31 market value adjusting entries. He noted
that the year-to-year changes are not large. The next chart
superinposes net inconme calculations after GASB 31 nmark-to-
mar ket adjustnents started in 1997. I ncluding unrealized
revenues and |losses results in dramatic swings in net incone
from year to year. This causes the dividend to swing just as
dramatically. He pointed to the nunber of tinmes that Al EDA has
paid a dividend based on unrealized incone. For exanple, in 2010
the dividend was based on nearly $20 nmillion in wunrealized
i ncome. Assuming a 50 percent dividend, AIDEA would have paid

$10 mllion nore in dividends than it actually earned. The
situation reversed in 2013 when AIDEA paid a dividend based on
about $20 mllion in unrealized |osses. The cost to the state

was $10 million less in the dividend.

3:03:34 PM
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CHAI R COSTELLO asked how he would describe the public policy
val ue of the bill.

MR. LAMB said tying the dividend to the cash that AIDEA actually
earned from its operations provides nuch nore stability and
predictability for both Al DEA and the state.

SENATOR MEYER asked if it's safe to say that this change doesn’'t
necessarily mean the state will get nore of a dividend or |ess
of a dividend.

MR. LAMB said we could be better off in sone instances and not
i n ot hers.

3:08: 44 PM

MR. LAMB said the bill also seeks to fix the potential for a
dividend penalty. Wwen the value of a project has been
determined to have been permanently reduced, GAAP requires an
adjusting entry to be booked to reduce and/or renove sone or all
of the value of the asset or project from AlDEA s bal ance sheet.
The resulting entry reduces net incone, which either reduces the
di vidend or stacks the dividend Al DEA pays due to the adjusting
entry reducing value. The dividend penalty for an adjusting
entry could be 25 percent to 50 percent. He discussed a
hypot heti cal exanpl e.

If the state funded a project with $8.8 million and it were to
go away, the $25.3 mllion in net income that the dividend would
have been based on would be reduced by $8.8 mllion so the net

incone would be $16.5 mllion. The $8.8 mllion has no val ue and
the dividend is reduced by 50 percent or $4.4 mllion. He
di splayed a visual to discuss the sane exanple. AlIDEA believes
this should be fixed, he said.

3:14: 27 PM

He reviewed the new statutory |anguage proposed in SB 149. The
| anguage on page 1, lines 10-11, would fix the first problem
and the |anguage on page 2, lines 5-8, wuld fix the second
pr obl em

3:16: 06 PM

MR. THERRI AU summarized that the bill adds to the excluded

items, acconmpbdates the new GASB rules, and ensures that
projects that are witten off won't drag the dividend down. The
policy of the bill is to add predictability to the dividend.
Referring to Senator Meyer's question, he said these changes
will snpboth the inpact to the dividend.

SENATE L&C COW TTEE -22- February 25, 2016



CHAI R COSTELLO asked what precipitated the bill

MR. LAMB said part of it was that the board wanted the ability
to explain why the dividend had shrunk to the |egislature. Al so,
as he becane nore famliar wth the statutory |anguage he
realized it needed to be fixed. The third reason is that new
GASB rules are comng and there is a conpoundi ng effect.

3:21: 33 PM
CHAI R COSTELLO held SB 149 in conmttee.

3:21:57 PM

CHAI R COSTELLO recessed the Senate Labor and Commerce Standing
Commttee. [The neeting adjourned at 6:00 p.m when the next
schedul ed neeting was convened. ]
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