


employee's faculties are impaired by a drug or other consumery .-SUR
stance on the job}

(2) the employee is iu a position in which «m impairment
would present a clear danger to the physical safety of the employee or
another person*

(3) the employer preserves an adequate sample or portion of
a sample so that the employee may conduct an independent ‘oat to
verify O refute the employer's results* and

(A) the employer provides the employee at opportunity to
rebut or explain the test results,

(b) In conducting tests permitted under this section, the em-
ployer shall limit the tests to the extent feasible so th-t only
information regarding chemical substances in the body that, or*- Likely
to affect the employee's ability no work safely is taken or recorded.

(c) In an action alleging that an employer violated cnic sec-
tion, the employer has the burden of proving that the requirements of
(a) of thiz sectiou have heen satisfied.

(d) This section, does not prevent an employer from conducting
medical screening to monitor exposure to toxic or ocher unhealthy
uubat&ncea found in the workplace or encountered in the performance of
the employeesl job duties if the employer has the express written
consent of the employees. The screenings or tests must be limited to
the specific substances expressly identified in the employee consent
for...  This section does not prevent on employer from conducting
medical screening or tests for toxic exposure Co the extent required
by low.

<g) This section does not prohibit an employer from prohibiting
the use of intoxicating substances or tobacco during work hours or
from disciplining employees for using tobacco or being under the

CSHB 283(LAC) -2-



(1) the state or a political subdivision or the state when
dealing with aircraft pilots, peace officers, or firefighters in its
employ or persons applying to be employed as aircraft pilots, peace
officers, or firefighters] or

(2) an employer a3 to aa employee operating emergency
service vehicles for the state or a political subdivision of the
state.

() A person who violates or assists in a violation of this e
section is liable to the person aggrieved for special and general
damages, together with attorney's fev.s and the costs of the action as
provided in the Alaska Kules of Court.

(h) A person who violates or proposes to violate this action
may be enjoined by a court of competent Jurisdiction. An aggr”®.ved
person, the attorney general, or a person or entity that will failly
and adequately represent the interest of the protected class may brin'
an action for injunctive relief.

CD In this section

(1)  "employer" means a person who retains by personal
services contract or employs at least one other person and includes
the state and a political subdivision of the state*

(2) “firefighter" means a person who is a regular employee
v a fire agency or organisation of the state or a political subdivi-
sion of the state and who in authorised to act under AS 18.70*

(3) "peace officer" means a person who is a regular em-—
ployee of the state or a political subdivision of the state and who
has primary responsibility for the prevention and detection of Crime -

and the enforcement of the fish and game, penal, traffic, O nighway
-3- CSHB 283(L&C)
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employee"s faculties are 1impaired by a drug or other consumed sub-—
stance on chu job;

(2) the employee 1is 1u a position 1in which an impairment
would present > clear danger to the physical safety of the employee or
another person*

(3) the employer preserves an adequace sample or portion of
a sample so that the employee may conduct an independent test to
verify or refute the employer®s results* and

4) the employer provides the employee art opportunity to
rebut or explain the test results,

(b) In conducting tests permitted under this section, the em—
ployer shall 1lir 't the tests to the extent feasible so that only
information regarding chemical substances in the body that are likely
to affect the employee ™ ability to work safely is taken or recorded.

(c) In an action alleging that an employer violated this sec—
tion, the employer has the burden of proving chat the requirements of
(a) of this section have been satisfied,

(d) This section does not prevent an employer from conducting
medical screening to monitor exposure to toxic or other unhealthy
substances found iu the workplace or encountered in the performance of
the employees ™ job duties if the employer has the express written
consent Of Che employees. The screenings or tests must, be limited to
the specific substances expressly identified in the employee consent
form, This section does not prevent an employer from conducting
medical screening or tests for toxic exposure to the extent required
by lew.

<e) This section does not prohibit an employer from prohibiting
the use of 1intoxicating substances or tobacco during work hours or
from disciplining employees for wusing tobacco or being under the

CSHB 283 (UC) -2-
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CONTINUATION of FISCAL NOTE ANALYSIS
For Bill/Resolution No. HB 283

This bill amends AS 23.10 by adding a. new section that
prohibits certain employers from testing employees for drugs or other
substances consumed by employees. This testing prohibition would also
extend to applicants for employment. The bill would permit an employer
to require a specific employee to submit to testing, if the employer had
reasonable grounds to believe the employee"s faculties are impaired by a
drug or other consumed substance on the job. The new section does not
apply to the state or a political subdivision of the state when dealing
with peace officers or firefighters in its employ, or persons applying
to be employed as peace officers.or firefighters.

The bill provides that a person who violates the new section
may be enjoined be a court of competent jurisdiction. And it further
provides that a person who violates or assists in the violation of the
section 1is liable to the aggreived person for special and general
damages, together with attorney"s fees and costs. An aggrieved person,
the attorney general, or a person or entity that will fairly and
adequately represent the interest of the protected class may bring an
action for injunctive relief. It is not anticipated that the attorney
general will often become involved in seeking injunctive relief, because
of the private right of action that the bill provides to individuals,
including an individual®s right to seek damages against violato"rs.

page 2 OF



GREATER SITKA
Chamber of Commerce, Inc.

May 7, 1987

TO:
House Labor & Commerce Committee
Alaska State Legislature

Committee Members:
Koponen

Boucher

Davidson

Ellis

Furnace

Menard

REs HB 283 -- Employee Drug Testing

FROM: Roger L. Hames, President
Greater Sitka Chamber of Commerce

The Greater Sitka Chamber of Commerce Board of Directors opposes HB 283
and urges you to drop this bil-1 frcm consideration. Due to ths excessive costs
to the employer from lost production (from physical and functional absenteeism
and premature mortality from accidents at the workplace, particularly in
industrial operations) and due to the skyrocketing costs of employee medical,
we believe the employer has r.re right to exercise prahire physical testing
which includes screening for alcohol and drug abuse. Many of the companies in
business today have contractual or moral obligations to provide employees with
rehabilitation for alcohol and drug abuse. Because of this significant cost,
both in dollars for insurance fees and lost time, we believe the employer has
the right to protect himself from these excessive costs by requiring prehire
physical testing if he so desires.

We also believe that it is an employee"s right to be assured that
individuals working alongside of him are in good health and of clear mind.

cc: Senator Dick Eliason
Representative Ben Grussendorf

POST OFFICE BOX 636 . SITKA, ALASKA 99635
(907)  747-8604



Proposed Amendment
to House Bill 283

by the Department of Labor

Amend lines 21-24 on page 2 to read:
the employees®™ job duties. The screenings or tests must be limited

to the specific substances to which the employee may be exposed.
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May 12, 1987

Rep. Dave Donley, Chair _
Members, House Labor & Commerce Committee

Re: House Bill No. 283; "An %rohibiting certain employers from
testing employees for drugs @ ther substances consumed by
employees.”

NEA-Alaska supports and encourages the Committee to act favorably on HB 283.
Protection of basic constitutional rights is essential. This legislation does so while
providing employu 5the opportunity to deal with specific circumstances under a
test of reasonableness while safe-guarding the rights of employees.

The Committee miy want to consider the construction of the title of this
legislation since it could be read to imply that "drugs or other substances are in
fact consumed by employees,” rather than possibly consumed by employees.
Thank you for your consideration of our support.

Respectfully submitted,

Robert Maimers

Executive Secretary

BM69/dl



cannot conduct random testing for the use of drugs or other substances. Policy
guidelines are outlined in Section 1 of the legislation. It also stipulates in
Section 2 that testing can only be conducted for cause and lists those various

circumstances.

The issue of drug testing in the workplace has gained nationalattention. There
is little question of the serious nature ofsubstanceabuse inthis country.
The problems of the health and safety of the public, decreased productivity, and
increased medical costs resulting from thatabuse arereal, both in the work-
place and iIn society as a whole. Balancingout theseconcerns is the concern
that employers, both public and private, conduct themselves in a business-like
manner in relationship to their employees, with full regard for the individual
and constitutional rights of those individuals. For many employers, the process
of finding an approach that is both effective and legally defensible has been
difficult without clear guidelines. Employers who have instituted drug testing
programs without considering both aspects of the issue have frequently found
themselves the object oflawsuits filed by employees who believe that their
constitutional rights toprivacy had been violated.

During the past year, the courts have been providingsome guidance as more
employers have been sued by employee groups subjected to drug testing proce-
dures. It is becoming clear that an acceptable basis for a drug testing plan is
that it be "job related” or 'for cause.'" Recent court decisions have favored
individual rights over employers®™ rights to institute drug testing carte blanche.
In the case of Murray v. Brooklyn Gas Co., 122LRRM 2057 (N.Y. Sup Ct, 1986), the
company®s decision to implement a urinalysis testing program for all of its
employees was successfully challenged. In its decision the court stated, . . .
to arbitrarily test without reason whatsoever; . . . 1is an impingement on the
rights of individuals.” However, the court further held that its ruling did not

preclude testing for cause.

In the case of Amalgamated Transit Union v. Suscy (538 Fed Rprt 2d 1264), the
Seventh Court of Appeals supported the Chicago Transit Authority®s drug and
alcohol testing plan for bus drivers who were involved in a serious accident or
who exhibited suspicious behavior. The court held that such testing does not
invade the privacy or violate the rights of these types of employees. Further-
more, the court held that even without specific situations that indicate a
reasonable suspicion, a public employer may require its employees to undergo
medical tests to determine Ffitness for work, and to discipline employees based
upon the results of the test. In this situation, "bus drivers'” can be seen to
be directly responsible for the safety of others.

The legislature may wish to clarify the definition of "peace officer" in
Sec 23.10.038(1)(2)- As currently written it may exclude positions in such
classes as Correctional Officer, Court Services Officer, and Fish and Wildlife

Enforcement Officer.



POSITION PAPER
HB 283

It is clear that drug and alcohol abuse can negatively affect an employee®s work
performance and behavior. Work and performance problems that are related to
substance abuse must be confronted and combated in the work place, but it must
be done in such a way that individual rights are protected. Again, it appears
this legislation meets these concerns and is consistent with recent court
<"icings on this matter. The Department of Administration supports HB 283.

- _ _ £ A jL 1
Diana DeSimone, Director Date
Division of Personnel
Date

Dana 9 ref ?
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BILL NO: HB 283 DATE: wMay 6,

TITLE:  *An Act prohibiting contact. Maj. Walter J. Gilmour
certain employers from Acting Director
testing employees for drugs Alaska State Troopers

or other substances..."

To protect the right of privacy and unreasonable search and seizure of
employees by employers.

This proposed legislation would protect employees from random or company-
wide testing for drugs, or other substances consumed, without just cause.
The legislation excepts peace officers, Tfirefighters, or applicants
thereof, or persons who operate emergency services vehicles.

Perhaps consideration should be given to include aircraft pilots who fall
under the jurisdiction of the state.

The Department of Public Safety is neutral on this legislation.

ARTHUR ENGbTS
Commissioner
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May 11, 1987

Representative, Dave Donley, Chairman
Labor & Commerce Committee

P.0. Box V

Juneau, Alaska 99811

RE: HB-283 An Act Prohibiting Drug Testing

Dectr Chairman Donley and Members of the Committee:

During the past twelve months, Klukwan, 1Inc. and its
subsidiaries have instituted a drug and alcohol policy
that we feel has been very successful. The spirit of
the policy is set forth in the following two
paragraphs, an excerpt from our Employee Handbook.

"To help insure a safe, healthy and productive work
environment for the employees of Klukwan, 1Inc. and its
subsidiaries, (hereinafter refer to collectively as
"Company") and others on Company property, to protect
Company property and assets, and to assure efficient
operations, the Company has adopted a Policy on drugs
and alcohol.™

"It is the Policy of the Company to maintain 1its
property and provide a working environment that is both
safe for our employees, 1including others having
business with the Company or on Company property, and
is conducive to high and productive work standards.
This policy restricts certain items and substances from
being brought on or being present on Company property,
and prohibits Company employees from having in there
systems detectable levels or identifiable traces of
certain drug or other substances."

Part of our policy is to require a drug screen
urinalysis as part of the pre-employment procedure. If
an applicant should fail the test a second test may be
taken after thirty days.

Another area that requires a drug screen test and a
blood alcohol test is if an employee is injured on the
job to the extent that medical attention 1is required or



Representative, Dave Donley, Chairman
Labor & Commerce Commitee

May 11, 1987

Page 2

in the event that an accident results in the
destruction or loss of company property.

Klukwan, 1Inc. and its subsidiaries has nearly five
hundred employees in Southeast Alaska. Our employees
have accepted the drug and alcohol Policy. The work
they perform can be hazardous and each employee 1is
entitled to the safest working conditions that can be
provided.

For over a year industry has made significant progress
to eradicate drugs from the work place. House Bill-283
is a substantial step backwards. Legislation that
prohibits drug testing will significantly impair
industries fight against illegal drugs, and makes it
more difficult to provide our employees with safe
working conditions. We ask that this proposed
legislation not be approved.

Very truly yours,

Thomas P. Blanton
Vice President,
General Counsel

TPB:ski



DRUG TESTING IN THE WORKPLACE

On September 15, 1986, President
Reagan lssued his much anticipated
executive order on the "Drug Free Fed-
wai Workplace." The order calls for the
testing of approximately 12million fed-
eral employees, the vast majority of
wrhora are not even suspected of using
Illegal drugs. Although the order has
besn widely criticized, It symbolizes a
trend toward forcing emPonees to sub-
mit to urine tests or else lost their Jobs.
Indeed, one-third of major American
companies have now instituted such
Frograms, presumably to remedy
mpahcdjob performance that.results .
from drug abuse. _ _

The. American Civil pbertiea Union
opr-"wLidlircrimInalei urine tes_tmg
becausejre belleye It Is unfal*ind .
unreasonable to force millions of Ameri-
can workers who, are,not .even suspected
of using drugs, and Wti.qsc Job perform-
ance Is satisfactory, to submit to degrad-
Ingand intrusive urine tesjt,sV on aregular!

Ff#re. R™ . som* ifr*qu«rat questions.;

posed by members of tha pubUttfoouttf

Don | employers have the right la,
cxpectjliilr employees hot to be-
highon drugs on theJob? '

mJM %SMr. =>:ver?..
;v*g fe (55

course they do”Eoiploypr*

lye the rightJ(jjexpcct their
fnployees not to be high, .or

&"~  stoned, or drunk, or sound
sw  asleep. Job performance iijthe
bottom line; if you can’t do the work','you
get fired, But urine tests don’'t measure Job
performance. Nor do ] iey measure current
impairment or intoxication. The only
thing such tests are capable of detecting are
the metabolites of various substances
Ingested some time In the past, -

LV el
i Can urine tests determine whin a

o, L& s can not cetermig
N OnBt e AR el or

"Neoiw. irugi will shew up Fi(hite”
,iheekli jifterUngestionr An

VEF A"la St

£ "M M penénce"whidﬂ

»degredingrfrin’

"clhei.
..o pd« inow up M
SAndilfirealjegalivhst™imiy'ihow
“uj'Nirtifuaha. Itiiirelyemlly.advUed

In tlio evening? What has that to do with
their fitness to work? While employers do
have the right to regulate their employees’

activities during the workday, they do not

and should not havo the right to regulate
their' employees' off-the-Job recreational
activities. Millions of executives regularly

have a drink or two at lunch, and It has"

never been deemed necessary to test them.
Why test workers for their activities on
weekends or on vacation?.*.'. » &'

[fyou donVuse drugs, you have

Jnnocent people donate' some'

thing"to hide: their privacy. Thli

%."right to be left alone™ Is, In the

a . whb.rds.of the eminent Supreme

or ¥ ™ *Cqurt*Justice..Loiiis Brandels,
\i:"the mo8t,4.om

er to
wp i

ously'supervii‘od can/ob humiliating and
m"*p’'
' Analysis of one's urine, can disclose
maty details about one’* priyate.llfe other
than dru&uij?,~.can tell a‘company
whether an employee or jo! applicant la
being treated fora heartcondl.'on, depres-
sion, epilepsy, diabetes" or ach zophrenla.
It can also, reveal whether an.employee Is

¢ lhnocent people also havi reason to be
concerned because the method of urinaly-
sis,most’commonly used in drug ..testing
(the,"EMIT kit") i} inherently‘unreliable.
.The EMIT kit gives a false positive result
at least 10 percent and possibly asmuch as
30 percent of the time, Experts understand
the test's unreliability, At a recent confer-
ence, 120 forensic, icjentisti were uked,

" "ls there anybody.who would submiturine

.for C8nnibInojd [marijuana] testing If his

, career, reputation, freedom;.or livelihood

depended dn Not a single hand went

< The BM ij test conftisei'iubstances, For’
.exaraple~dvor-the-countcf cough\ |rtedl”.
upWheroln. CertiJ{\ anH* 'mm

cjxelne;Ti,.mtny'B»

o8t,d.omprehcn”vie of rights and the
A it R BEYA KUY - Ty
Bests are .Munprec”DtM@yMion.of pri .’\deeply hared by

/vacy..In.qrd uard aigainst specimen
It %ugmn-w U W hulc?
the presence, of a,

sophisticated confirmatory tests. But such
confirmatory tests are expensive, and In
practice many employers do not use them.
Millions of people across the country risk
hot being hired, or losing their Jobs and
their reputations, based on one uncon-
firmed, unreliable test’- * \
~V 7

Still, IsnY Indiscriminate testing
the best way to catch the users?

Mfrecom™ WU ATVY mm
h may be,the-easiest way to idap-
tify drug users, butitis also fcyfar
I the mosthn-American, Thereisa
nir'M r long.trsdltlonjd the United States
# fi. .that general seucheii of Innocent
people are unfair. ThisTtradltlon fegan In
colonial America, when King George’s
»so0ldiers searched everyone Indiscrirai
nately *h.order-to uncover those frw .who
,wjere commi.ttihg offenses kgai.nsi tho
,Crhownt Theselﬂf_nera’\searches';were

I early, JIAeirui»J and®

o were a leading™cause'of thel'kevolutioh.”
"After the Kevoliitioh, and fresh from'the ¢

) ) : + eexperience of the unfairnws of Indiscriml-.'
Pwitnglg, wigeh, In the wargggfoneigdge,”. - nate searches,, thefFourth Amendment Was
even If courts-+ »passed,”. H says'that'you canno]f)etrch

everyone, innocent and guilty alike, to find
the few who are guilty. You musthave good *e
reaton to suspect a particular person
before, subjecting him or her to Intrusive
and degrading bodysearches,\ e
I Butmandatory, general drug testing pro;
grams threaten to turn these traditional
principles ‘upside down. Compulsory
blood and urine tests are bodily searches,
according to the U.S. Supremo Court. The
lower courts have alresdy struck down
mandatory testing programs In several
government workplaces aa violative of the
Fourth Amendment because they were not
based on particularized suspicion. And
although the Fourth Amendment doesn't
legally limit the power of private employ-
ers, the same principles of fairness ought
lo apply,.Thiti should be limited to those
workers who tie reasonably suspected of
,using dregs (Including alcohol) la.a way
that Impair*job pwformancel'iv.".11 V"

A Aren Y there exceptions to the
, .rule? Shouldn Y workers such as
* alrilhe pilots, who can endanger
,the liveiqf others If they aren7

Iltno flinctionlne property, be subject

(I
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Drug-testing bandwagon rolling over workers’

*jfyDON aOCKS IN *m

J A single mother working In sale*is farced
tbarmait in iront at her employer or be fired.
N&p A acfecool ku driver ii fired for failing a
Slittiae drug 4ert — evran though be passed tests
\faldta th« daybefore and the day after...; An
“1-field verier Is fired because he refused to
to a uiirudysia bo test .whether he
Inari®ailfc djjrfhgriiii two weeks off
Alwhite colJLkr,crirMdal 'released
prison Vas hjs xajitdred after a
\til shows a \?fhl’\doS_Itflve’\ because he
Sudrfed -uv wip 1«(,'Workers on a
-Anotejobiiti atislocked tna room until they
H M a wtiyeiof their rights and urinate in a
Wittle. ... Atroman must fell her employer
.iie ¥ taking brth control pills or be fired for
: Refusing to cooperate in a testing program___
conatnctioi worker with a pofect safety
. accord is flrec for refusing fo urinate in front
"It witnesjes.

; I-Thirriturtlcvnf are 'bared on actual cares
ta- aathef.fcfcre ~the Alaska Chapter of thfe
J™Mnezicsid Qv X Llbertie; Uhign. These people
in the'national;;,war on

j* Ipeople like'ypu ahi™y, me bi
irhotC. jobs me lost ancf .careers snufftd ou
<l1becaute their employers decided io get
$ie “dragwaflbandwagoo.

.In Septemter 1986, PresidentBeagah issued
ills Boscstfve order reeraiding a “drag-free]'
.<6d*ttr'Wbrk]lace. ..While t&* order xmiy ap-

Xtf~rertim “ sensitive’X federal-wcskerx
of private tnQptopetoi- have alsp
Inriir testing to their«ipls*ye«.

PC'NTS OF VIEV; FROM CJ- CCVMIMTV

Urine drug testing requires that a worker
nrinaie in & bottle — often in front of
witnesses. The urine is then sent to a laborato-
ry for testing. If the results are “positive," the
employee is fired or suspended, often’ without
an opportunity for appeal.

It is true that employers have a right not to
have employees high on drugs while they
work. But the urine tests do cot measure job
performance or current impairment. They
only reveal the existence of certain substances
Ingested at some unknown lime in the.past —
up to 30 days before, in the case of marijuana.
Employers should not have the right to
regulate their employees’ off-thc-job recre-
ational activities.

Further, few testing programs test for
alcohol, which is acknowledged to be Alaska’s
roost serious health problem — on and off the
job. Both alcohol and cigarette smoking have
greater economic costs to industry than drug
use, yet we don't see tests for them.

Many people believe only drug abusers
have something to lose frcoa urine testing, but
that's not true. The Alasfca Constitution pro-
vides Shat “the right of people to privacy is
recognized and shall not he infringed.” Inno-
cent people lose their privacy rights.

Analysis of urine can disclose many details

about one’s private life. It can repeal preg-
nancy. depression, epilepsy, or diabetes. The
preliminary urine test used for orugs will
often register a “ false positive" because oT the
ingestion of Sudafcd, Advil, decongestants,
poppyseed bagels, birth control pills etc.

A basic tenet of our system of hw is the
presumption of innocence. An employee who
must prove the absence of drugs is presumed
guilty and must prove his/her nnoccncc.
Thus, his-rigbt tc the presumption of inno-
cence is violated. Further. indis:rimioate
searches without a reasonable suspicion that
the victims use drugs on the jobs violate the
constitutional prohibition of unreasonable
searches of citizens.

Urine testing is expanding rapidly in Alas-
ka. The Alaska Railroad, school didrict con-
tractors. the federal government, oil field
companies, moving firms, consimctijn compa-
nies — they're all caught up in it. Almost all
these employers have two things in common.
First, there is no major on-thc-job drug prob-
lem. Time after time these companies have
admitted they have little or no eridenoc of
drug use affecting job preformanct. .'eccond,
all these companies apparently believe that
workers without contracts have »0 rights.
Employers — and their lawyers —say that
most workers are employed “at will” and can
be fired at any time for almost any reason.
Thus, they conclude, workers can be fired for
refusing to submit to a urine lcrt. or for
failing the te

I disagree. Workers have rights, including
the right to be left alone if they arc per-

forming their

There are all
urine testing.
end voluntary testing Will
workplace safety:. An extduli
tion campaign will work™W-'i
cigarette smoking has dnftgi*
primarily as a reiult of no
education efforts. Finally/
on-the-job alcohol abo&i&r
workplace safetyjjtbm briw,
will ever acccmp] iah.

The ACLU ana oiherii/
back. A bill has been drigBM
prohibit the use of uriiefl
condition of employment/
suspicion of on-tfrc-/

The ACLU heas:
to help with twoicases —tbe,chfield inriretY
and the bus driver. A mf
Reagan's *“drug-;
been filed in

Indiscriminate uriw;,
is unfair nnd umieOesfit
of Alaskans wbd'.art
using drugs and who
satisfactory to submitA*j....
and inaccurate drag
their jobs.

O Former state Bip. Dtat
and a boand
American Chrtf
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nl ntoxication It wm ho foejnnrc
mMaIng*uA iU cAjuiic ai g yii yl fill'
undergo » brief neurological exam for
Impairtd visual acuity or motor coor.dina*
lion before uepplug Imu the cockpli. Hu
one could object to that. But urine testing
Is simply irrelevant to the Issue of job
Impairment, and people in high risk occu-

pttlom chould k* itibjtcled to urlnoiyaU
Cm th* btuif o* anyon «)o« only W

confirm a reasonable suspicion, based on
observation, ihat a particular Individual it
Job Impatred because of drug abuse '

} ,

"KL

What abdut thethlgh economic
JK f costs to Industry of drug use?

. T id'io Institute drug testing as a
W wayioprotecttheirinvestment?-

] te _ Y

rug use are citod tojustify maw
drug testing in the workplace.-’

. s f- arelost.through low productlwty
an ’\bsBDteelsm"Some] experts question.-.
vthefe”timates “sxtxapplatlons and ptt&
JEC'[HpIU Mt haveng{§onyJ§clng data base)
,Moft"yer) the e«c*mi<f|gi}a of alcohol-'-,

isra arid heavy cigarette snjodng are Wiikr ¢

‘out.[Joubt higher,since,many .more

ﬁeople use alcohol and smote, “ut,no one

al yet)suggested tests"Osé}o erthe
r

extent, toJVtuch workers. ore drinking,or/

he economﬁ&)sts to |ndustry of -,

illions of dollars, we are told,'

fM,IW”program .in publlc Workplace*"

- ANCH 277-6112-

reort 1*hrics drac usLandereivimL® li*n=j
the UiOtl uulLDins oiogrtm of Icitinj. 3uul>

eitorts work, Since 1963, the proportion of
American® who habltualfl imoke clga-
,cites Im» gune down hum 43 percent to 32
percent hose who have studied this
decline attribute it to public education.
Certainly, it cannot be attributed to forced

talllng£>remploy*’) lanctlon*.
In * runr™tr of ighoolft, dr\sf «duai i«n

courses have succeeded in teaching teen
Egera that it Is,all n?ht to any "no" to
drugs. We cannot stop everyone from

. using drugs, but we can encourage people

to be more Intelligent and prudent in
attitudes and behavior toward drugs, jjin
as we do with alcohol and cigarettestvi '

Have any courts ruled that man-
datory urine testing of govern-
ment employees Is; a violation of

-f*C.

not.pascd on soma kind of Indl-
. Yidiuliied. smelclon for example, state
courts in hJew Yorkhave tmjck down pro*
grams, thnite'st""teachers #|nd police offl-
cers ph a random basi*I'A;foderal court In
Icrvy|s rxUed MalrLsLdrugjgcisli for all state.

>wclPA

RN . W5F
, dnig use arethe same people who arereap”J. qﬁéﬁier* andr)pOHCé em{ﬁoyeﬁﬁ‘WPre teSt?Q

Oni.fepr.ofijstr/Itteiestii®

muufactorcrs of jhe,urine test, cheflucaT -

abonitffles and grofesswnal ug ed
Corlsultants. Theif”pronouncements duyit

‘il
If.urine testlnng out, Is thtrf{

anything left that can be donex
................. e

3] e AR

rcttlon and "voluntary” rehabUIu
— don «ra the only ajprnreoe hci that
A a,wou. aearwell-
coordi nated % ublic education effort, such
as the ontl-smoking campaign, would do

W « U».UIUX«f.v

Pnnégdrug"tthg |I]Oeo ge %F@rweﬂs *Elg
JBrother’.society cene to || fe TheacLu
pirtlolpatad inall of thaoa vlotorioa,
Orlefnfi, ., fecle™Jju_dsi; ruled
that, rdindatory, urine.testing Jaf Customs
Servj tleag%entswolatedI fourth Ame F
monii't provision Igalna't unrcas.onablo
,'search end seizure and.ordered Customs to
‘discontinue-\he procedure, The Jud%
ehMAClciuoi™ilip ut|||]UyI|I# pruucdure

inrt.irt m «>*wfT«h » horn*..

An attorne for ,the Rattl)onalI tT{eae/ury

00* |n wiiicivbiuuglit tijoVaw
aun|O ?XI fthe 3eC|3|bn Waé a93|?n|ﬂcant
obstacle to the President's order Tor man-

P.3/4

But-ifJhs Constltutlon-damn "1

apply to private emF]onees /tow

can me privacy rights of private
employees beprotected?

Only by special federal or state
lawa or by union contracts. At

thli tlm* «mplop«et 0f privata
eampania* ha™a>sirkallj” no pro

A tectlon against the mandatory
drug texting program* that have now been
adopted by one-third of the Fortune 500
companies. The ACLU believes It is
grossly unfair that government workers
are protected In their right to privacy while
their counterparti in private Industry are
"*hot, Ih i numbfil* oTstale!, Including Cali-
fornia and Washington, the ACLU is
attempting fo, remedy this disparity by
using state privacy statutes—in many caaes
more far-reaching than the Fourth
Amendment—to challenge drug testing
programs In the private sector, The,ACLU
also,urges labor unions to pushjor the
s clusion ofa ban op blanket testing in col-

rights, bf nop -union employee| are

ben prolected ty(pressing for the passage

my/jfeder'aC) I @ta or local legislation.

Because of thVpfiforts.cff ihe:acLu and

lother conterne™, prganlzatlons the city,of

San Francisco,- ffor. e”arirjplo, hi*'enact™a
rm~eriaw . NMfpro”

Vifldtutty. Jrljndlscn|mna"d"te|t|n"| '5-

4'r|||s ne HHIW to» tKat nq]emnlwcr doin /g
businesg [nnan F anclncovvgamudq/gln

N *
J)clearand present

safet¥
h |mFI0_yte 8lver t"VmpIo;(/M tha
ty,"at the employer’s expense,

l Rortun
A 'tg hsye me;sam Ietestedby anUopelr—

«em$ TkLn.u.InM Q_J dilmA-iLa --

f~dall.oata halanoa

ThUj haw atrlki’
nsurmientiu ngm

bciwepn‘ah empi

' 'Tb« American Civil Libs .ties lYnion, founded iln 1920, b thenatlon'irmly orgatd|;a'tlovrfﬁo?t’r?rtgfuu-timetb dtfendtheenti™

bry.

I<






HOUSE COMMITTEE REPORT

®

Date referred: 4/22/87 FURTHER REFERRALS: Finance
DATE; 1 ZTr

The Labor & Commerce Committee has considered n 27

**An Act relating to students®"™ entitlement to unemployment compensation
credit and benefits."”

RECOMMENDS : -
[ 1 replace with C&6 {-V® Z%>~1 [ 1 the same title
[ 1 attached amendment(s) [ 1 anew title
[ ] do pass
[ ] do not pass
[ 1 no recommendation
[ 1 individual recommendations
[ 1 additional referral to the Committee
ADOPTS: C ] letter of intent

ATTACHES HEW FISCAL NOTE(S):

[ ] fiscal impact ] same as previous fiscal note
[ 1 zero fiscal note published
[ 1 zero with analysis ] same as previous zero fiscal

note published

SIGHXHG DO ?ASS5: SIGHXHG OTHER RECOMMENDAT IONS:
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STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE
Bill Version: HB 287

REQUEST: Public Date:
Revision Date: . Agency Affected: A1l
Tide: "An Act relating to student®s BRU. AU
entitlement to unemployment compensation..

Sponsor: Ulmer and Koponen ~ Components All

Reoi”uy: House Labor and Commerce

EXPENDITURES/REVENUES:  (Thousands of Dollan)

OPERATING FY 87 FY 88 FY 89 FY 90 FY 91
PERSONAL SERVICES 30..0 30.0 30.0 30.0

TRAVEL
CONTRACTUAL
SUPPLIES

ERUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 30.0 30.0 30.0 30.0

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars)

GENERAL FUND 19.8 19.8 i9.8 19.8
FEDERAL FUNDS

OTHER. 10.2 10.2 10.2 10.2
TOTAL 0 30.0 30.(¢ 30.0 30.0

POSITIONS:

FULLTIME
PART-TIME
TEMPORARY

ANALYSIS @ (Attacha separate page if necessary)

Prqmrcdby: ~Joe Sitton, Director —  Phone:

Division: Employment Security/”" U natr- 5/4/87

Approved by Commissioner: Jim SampsutLL fj~ Date:  s5/4/87

Agency: Labor

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget

FY 92
30.0

30.0

19.8

10.2
3t).o

Impacted Agency(ies) page m — of

Senate Secretary



Fiscal Note Analysis
HB 287

This bill would pay unemployment benefits to individuals who attend school
if they became unemployed while both attending school and working at least
thirty hours a week.

There would be a cost to the State if state employeesbecame unemployed
and qualified under this bill for unemployment benefits. Linder existing

law, the State reimburses the Unemployment Insurance trust fund for
benefits paid to its employees. We estimate that fifteen employees a year
would qua! fy for benefits. At an average benefit of $2,000 each, this

would equate to $30,000 a year.

Since approximately 66% of the state operating budget isgeneral funds, we
estimate that $19,800 (66% of $30,000)of general fund money would be used
while $10,200 would be other funded. Other funds 1includes Federal,
inter-agency, user fees, etc.
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Int{oduced: 4122187 5-1123A
Referred: Labor & Commerce
and Finance

IN THE HOUSE BY ULMER AND KOPONEN
HOUSE BILL NO. 287
IN Inf LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to students® entitlement to unetn-
ployment compensation credit and benefits."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section i. AS 23.20.378(c) 1is amended to read:

(c) An insured worker is disqualified for waiting-week credit or
benefits for a week of unemployment while the insured worker is pursu-
ing an academic education [ATTENDS AN ESTABLISHED SCHOOL IN A COURSE
OF STUDY PROVIDING ACADEMIC INSTRUCTION OF 10 OR MORE CREDIT HOURS PER
WEEK, OR THE EQUIVALENT]. A disqualification under this subsection
begins with the first week of academic instruction and ends with the
week immediately before the first full week in which the insured
worker 1is no longer attending classes if the insured worker certifies
that the period of nonattendance will last at least 60 days. However,
an insured worker who was working at least 30 hours a week
pursuing an academic education is not disqualified for waiting-week
credit or benefits under this subsection if the insured worker became
unemployed because the worker was laid off or the worker"s job was
eliminated. In this subsection,

(1) "pursuing an academic education® means attending an
established school in a course of study providing academic instruction
of 10 or more credit hours per week, or the equivalent;

(2) [THE TERM] "school"™ includes primary schools, secondary

schools, and institutions of higher education.

HB0287A -1- HB 287



Bill NO.  House Bill 287 uaie May 5) 1987

Title "An Act relating to student"s Contact. jCE SittOﬂ

entitlement to unemployment 465-2712
compensation credit and benefits."
Eileen Plate
465-2700

House Bill 287 provides for the payment of unemployment insurance benefits to
individuals who have been working full-time while attending school and who are
laid off from work. Under present law, a person who is taking 10 or more
credit hours of classes is not eligible for unemployment insurance benefits,
without exception.

The provisions of this bill remedy an inequity iIn the law that denies benefits
to persons who have demonstrated that school attendance does not affect their
availability for work or their ability to simultaneously work full-time and
attend school.

The Department®s understanding 1is that the intent of the existing law is to
prevent persons from voluntarily leaving their jobs and attending school to an
extent that the school attendance precludes the likelihood of their obtaining
work. Those persons who have demonstrated that school attendance does not
interfere are, therefore, unfairly penalized under the current law.

Accordingly, the Department supports the concept of House Bill 287. However,
it is projected that the liberalization of benefits proposed under the bill
will increase outlays from the Unemployment Insurance Trust Fund by approxi-
mately $225,000. Inasmuch as the Trust Fund is rapidly being depleted because
of the extensive and prolonged economic downturn in the state, and, in fact,
the fund 1is projected to be exhausted by early 1988, the Department cannot
support any proposals at this time which will result in increased Trust Fund
expenditures.

Should the Legislature pursue passage of this bill, the Department would
recommend the following amendment to it.

Amend Line 19 to read:

an insured worker who was working at least 30 hours a week during a
significant portion of the time the worker was

This amendment would clarify the extent to which a worker must have demon-
strated his/her ability to simultaneously work full-time and attend school.

The present language is not clear in this regard.

The Department®s fiscal note for state reimbursement of benefit outlays to
laid off state employees 1is attached.

POSITION PAPER/Department of Labor
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MEMORANDUM State of Alaska

TU Jim KkoDison, DATE: November 15, 1983

Commissioner
FILE NO:

TELEPHONE NO: 465-2700
FROM: Uan Kassner, SUBJECT: AS 23.20.378(c)
Hearing Utficer

Under the subject statute, any student who 1iIs attending an academic course of
instruction or IU or more credit hours per week or the equivalent is not eligible
tor Denefits. Although no concise definition of "academic instruction”™ exists, AS
23.20.520(26) defines "vocational training or retraining course"™ as not including,
“"A program of instruction for an individual, including a transfer, credit program
of instruction given at a community college, which 1is intended as credit for a
degree from an institution of higher education.” As this definition is used to
estaolish the difference Detween academic and vocational training courses, it is
reasonaDle to apply this definition as well to students who are attending academic
courses of instruction and whotall wunder the purview of AS 23.20.378(c).

Only one otner state, Washington, has a law which is remotely similar to ours.
However, tne Washington law provides for an exception. The Revised Code of Wash-
ington iRCW) 5U.20.uyb provides that an individual who is attending 12 or more
hours per week or the equivalent 1is disqualified unless that person 1is 1in
approved training within the confines of RCW 5U.20.C23 (Washington®s vocational
training provision), or demonstrates Dy a preponderance of the evidence the
person®s actual availability for work. RCW 50.20.0y5 further puts forth 4 factors
which shall be considered iIn determining a student"s availability for work.
There are 13 otner states thclh laws tcﬁontain some1 provision for disqualifying
students. UF these, 3 unequivocally deny benefits to all full-time students, 4
deny Denefits out with some equivocation, 3 deny benefits unless the base period
wages were earned while attending school Tfull-time, and 2 consider a full-time
student as not unemployed.

None of the states which have an unequivocal law denying benefits to Tfull-time
students nave any known cases which have gone to court and which have been allowed
Denefits. In addition, the Superior Court of the State of Alaska, has twice upneld
tne IU credit rule stating in one, "The legislature determined that Tfull-time
students were not “available® for work it they are attending school as full-time
students and tney are, therefore, ineligible for unemployment compensation. There
iSs no reason tor this court to upset this legislative determination.” Caruth v
State, Sup. Ct. 3dJU 3AN-81-368 Civ (12/U8/81 unrptd).

It is my opinion based on the foregoing that to allow any individual who Iis
attending school in an academic course of instruction of 10 0 more credit hours
per week or its equivalent regardless of the time or day, week, or year would be
in direct opposition to the stated law and the intent of the Alaska legislature.
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STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE

\ Bill Version:  g. 288
REQUEST: Publish Date:
Revision Date: Agency Affected: corm, i Econ. Dev.
Title: Relating to the medical malprac- Bru : Insurance
tice liability revolving loan fund.
Sponsor:  Sund Pnmponpnic =  Public Protection

Requestor..

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 87 FY 8 FT 89 FY 90 FY 91 FY 92
%EAR@/%IEALSERWCES 0.0 0.0 88 0.0 0.0 0.0
CONTRACTUAL o o o o A .
Eé%l\/EIENT n.n n.n n.n 0.0 0.0 ﬂﬁ
LAND & STRUCTURES n-n n.o 0 00 09 -
GRANTS, CLAIMS A R 0B 09 2F il
MISCELLANEOUS n.o n.o n.n n.o . 0.0 .
TOTAL OPERATING 171.0 306.0 282.0 258.0 234.0 218.8

CAPITAL 0.0 0.0 0.0 0.0 0.0 0.0

REVENUE 0.0 0.0 0.0 0.0 0.0 0.0
FUNDING: (Thousands of Dollars)

EEEIIJ\IIE&QI}IEHII\\IIDDS 171.0 306.0 282.0 258.0 234.0 210.0
OTHER §-6 0:0 R oy 39
TOTAL 171.0 306.0 282.0 258.0 234.u ALY
POSITIONS:

FULL-TIME 0.0 0.0 0.0 0.0 0.0 .0
PART-TIME

TEMPORARY

ANALYSIS :  (Attach aseparate page if necessary)

The figures above represent the total interest income on all loans made to
the Medical Indemnity Corporation of Al”"s™a to date. This is similar to
SB 235.

Prepared by: Phone  465-2515
Division : Date: May 14, 1987

Approved by Commissioner: Date:  May 14, 1987
Agency: velopment

Distribution (b]y__preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page- of
Senate Secretary

0499K51a87a~  -—-—--——-—--



STATE OF ALASKA 1987 LEGISLATIVE SESSION

FISCAL NOTE
Bill Version: HB288
REQUEST Publish Date:
Revision Date: Agency Affected: Administration
Title: An Act relating to Medical BRU: Finance

Malpractice Liability Revolving Loan Fund
Sponsor: sund.
Requestor: House Labor and Commerce

Koponen. et.ai. Components:

EXPENDITURES/REVENUES:  (Thousands .of Dollars)

Fy 87 FYy 88 Fy 89 Fy 90 Fy 91 Fy 92
OPERATING

PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0
CAPITAL 0 0 0 0 0 0
REVENUE 0 0 0 0 0 0

FUNDING:  (Thousands of Doll ars)

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0]
0 0 0 0 0 0
0 0 0 0 0 0]
0 0 0 0 0 0
0 0 0 0] 0 0
0 0 0 0] 0 0

ANALYSIS: Attach a separate page if necessary

There is no additional impact from the requirement to *separately account™ for

these funds.

The costs to separately account for all program receipt sources

is shown iIn the Fiscal Note for HB263. Without an appropriation for program
receipt accounting in general we will not be able to meet the requirements of

this bill.

Prepared By: Keith Busch Phone: 7652270
Division: Finance , N Date: May 14. 1987
Approved by Commissioner: Garrey Peska Date: May N. 1987
Agency: Department of Administration m"

Distribution (by preparer):

Legislative Finance
Legislative Sponsor

Requestor

Office of Management and Budget

Impacted Agency(ies)
Spnafp Sprrptarv

7/2KIMb51Y-067vi6



MEDICAL INDEMNITY CORPORATION OF ALASKA (MICA)

A brief history and description.
Prepared by Rep. John Sund®"s office;
Revised March 16, 1987

CREATION

MICA 1is an 1insurance company created by the Alaska Legislature
to provide professional liabilicy insurance to Alaskan
physicians and surgeons, hospitals and related health care

organizations. The company was established in response to the
lack of available malpractice insurance in the state 1in the
mid-1970s. MICA commenced business on June 28, 1976.
STRUCTURE

MICA 1is administered by a nine-member board appointed by the
governor and confirmed by the Legislature. The board consists
of four physicians, a hospital administrator, two insurance
industry professionals and two persons unrelated to the health
care and insurance industries. The board maintains a plan of
operation, which is subject to approval by the state director
of the Division of Insurance.

The Legislature deliberately set up MICA to be a free-standing
corporation with no direct political involvement in its
operations. MICA reports to the Division of Insurance in the
same manner as all 1insurance companies operating in the state.
However, unlike other insurance companies, the Division of
Insurance does have an extended relationship with MICA through
approval of the plan of operation and capitalization loans
(explained below). The Division is also invited to all MICA
board meetings, but does not vote.

MICA 1is based in Anchorage. The daily operations are managed
by the brokerage firm Marsh & MclLennan. But the MICA board 1is
moving toward self-management. MICA"s actuary is Milliman &
Robertson.

The state ruled that MICA is exempt from income taxes. That
has not, to date, been challenged by the IRS.

By statute, MICA may be terminated by the director of the
Division of Insurance if it posts written premiums for two
consecutive years of less than 35 percent of all premiums
written in the state for physiciansl medical malpractice
insurance, or posts premiums for one calendar year of less
than 20 percent of all malpractice premiums in the state. The
decision to terminate would be made by the director of
insurance following public hearings.



CAPITALIZATION

The Legislature established in the Department of Commerce and
Economic Development a medical malpractice liability revolving
loan fund to capitalize MICA. The fund is administered by the
director of insurance. The original loan was $3 million,
payable at 7 percent interest. MICA is paying interest, but
there is no due date on the principal and the state loan 1is
subordinate to all other obligations of the corporation. MICA
must make a loan repayment in the event of an underwriting
profit, but that has not happened to date. The board intends
to pay off the loan in 15 years.

In 1979, the Division of Treasury purchased the $3 million
note from Commerce and Economic Development, thereby putting
$3 million more into the fund for MICA to borrow in the
future. In late 1986, MICA requested an additional $3 million
loan to offset losses experienced in 1985 (see explanation
below). The director of insurance approved a $2 million loan
which, by statute, is payable in five years at 6 percent
interest. The fund balance is now $1 million.

FINANCIAL STATUS

Due largely to a reinsurance problem (explained below), MICA
posted a $2.14 million loss in 1985. The company used its
entire $2 million surplus built up in prior years to offset
the loss. (Hence the reason for the loan request in 1986.)
MICA"s assets totaled $10.47 million at the end of 1985 with
$6.5 million in reserve for claim payments.

REINSURANCE PROBLEM OF 1985

In late 1984, after MICA had set its policy rates for 1985,
the company faced a problem with its reinsurers which led to a
financial loss. One of the company®"s reinsurers denied
renewal of MICA®"s policy while another approximately tripled
its premium rate. Not only did the reinsurance cost increase,
the coverage diminished, leaving MICA with greater personal
risk in claim settlements. Because of the late notice on the
reinsurance rates, MICA could not reflect the increase 1in its
premium rates. Thus, 1985 posted a large loss. MICA also had
a couple of large claims in 1985 which the reinsurance did not
fully cover, adding to MICA®"s dip into its surplus. MICA
obtained better reinsurance in 1986 and for 1987, but the
company also has to recoup some of the 1985 losses. As a
result, and as a reflection of malpractice insurance 1in
general, MICA"s policy rates increased as much as 90 percent
from 1985 to 1986.



PRESENT SITUATION WITH HOSPITALS

MICA recently established a new policy requiring that all
physicians in MICA-covered hospitals carry $500,000 liability
insurance. Meeting that requirement 1is causing financial
difficulties for at least 7 of the 12 hospitals insured by
MICA in 1986:

Wrangell

Cordova

Homer

Petersburg

Seward

Sitka

Palmer

Because of the hardship to the hospitals, MICA then agreed to
establish a separate, and higher rate for those hospitals
whose physicians are not carrying at least $500,000
malpractice 1insurance.

As of this writing, MICA 1is in the process of setting the new
rates and it appears the added cost to the hospitals will be
approximately 25 percent of what the physicians® premium would
have been. (For example, if the hospital had two doctors
without insurance and their insurance would have cost $20,000
each, the added premium .cost to the hospital would be
$10,000.)

Addendum: According to MICA, most claims against hospitals
involve doctors and 85.4 percent of MICA"s pending claims
include hospitals.



MICA Premiums for Wrangell General Hospital

1985 1986 1987
MICA $17,900* $58,000%* $54,000**
Hospital Budget $1.9 mill $2.0 mill $2.0 mill
MICA % of Total Budget .94% 2.9% 2.7%

*Coverage in 1985 was $1 million maximum per occurrence and $2
million aggregate. Coverage in 1986 and 1987 dropped to
$500,000 per occurrence and $1 million aggregate.

**Wrangell Hospital®s premium rate for 1987 was first quoted
at $81,000 (in January of this year.) MICA just revised the
rate to $54,000. But that rate does not include any surcharge
for having a physician in the hospital who does not have
medical malpractice insurance. Wrangell has one physician
without coverage.
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STATE OF ALASKA

1988 LEGISLATIVE SESSION

REQUEST:

BILL VERSION:
PUBLISH DATE:

FISCAL NOTE

CSHB 299

4/30/87

Revision Date*

Agency Affected:

Revenue

Title: "An Act revising the state BRU: Income and Excise Audit Division
gaming laws."

Sponsor: Components:

Requestor: Labor and Commerce

EXPENDITURES/REVENUES: (Thousands of Dollars!

1 1 FY 88 FYy 89 1 FY 90 Fy 99 1 FY 92 1 FY 93

i OPERATING | 1 1 1 1 1

| PERSONAL SERVICES | 203.4 | 203.4 203.4 | 203.4 | 203.4

| TRAVEL i 53.3 | 53.3 53.3 | 583.3 | 53.3

| CONTRACTUAL ! 33.5 | 33.5 33.5 ] 33.5 | 33.5

| SUPPLIES | 1.4 1 1-4 1.4 1 1-4 1 1-4

| EQUIPMENT | 10.5 1 - 1 - 1 -

| LANDS & STRUCTURES | 1 1 1

| GRANTS, CLAIMS 1 1 1 1

1 MISCELLANEOUS 1 1 1 1

1 TOTAL OPERATING 1 302.1 ( 291.6 291.6 | 291.6 | 291.6

1 CAPITAL 1 1 1 i 1 1

1 REVENUE 1 1 1 1

FUNDING: (Thousands of Dollars)

| GENERAL FUND | 302.1 | 291.6 291.6 | 291.6 | 291.6

| FEDERAL FUNDS | 1 - 1 1

| OTHER | 1 - 1 1

1 TOTAL 1 1 1 1

POSITIONS:

| FULL-TIME

| PART-TIME

I TEMPORARY

ANALYSIS: {Attach a separate page iIf necessary)

Prepared By: Steven E.

Division:

Approved by Commissioner

Agency:

Distribution (by preparer):

Legislati ve Finance
Legislati ve Sponsor
Requestor

Office of Management and Budget

Impacted Agency(ies)

Income and Excise Audit Divislorvw
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Date: January 19. 1988
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CSHB 299 Analysis Prepared By: Steven E. Kettel
Income and Excise Audit

January 18, 1987

Personal Services

Position Location Annual Salary/Benefits
Investigator 111 Juneau $50.7
Clerk Typist 111 Juneau $26.4
Investigator 111 Anchorage $50.7
Revenue Auditor 111 Anchorage $50.7
Clerk Typist Il Anchorage $24.9

TOTAL $203.4
Travel
Supervisory Travel $4.1
Investigative Travel $30.7
Regulation Travel $5.0
Training Travel $5.0
Public Education Travel $8.5
TOTAL $53.3
Contractual
Four Wang PC Terminals ($3.5/ea) $14.0
New Forms, printing and typesetting $10.0
Regulations, printing and advertising $7.5
Communications $2.0
TOTAL $33.5
Supplies
Office Supplies $1*4
Equipment
Five Chairs $2.5
Five File Cabinets $3.5
Modular Offices for Five Staff $4.5

TOTAL $10.5



STATE OF ALASKA
1988 LEGISLATIVE SESSION

REQUEST.

BILL VERSION: CSHB 299 (LSC)
PUBLISH DATE:
FISCAL NOTE

Revision Date: 2/8/88

Agency Affected: Public Safety

Title: "An Act revising state gambling laws." BRU:

Sponsor: Labor and Commerce Committee

House Judiciary

Alaska State Troopers

Components: Detachments and CIB

Requestor:

EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY88
iRSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING

CAPITAL
REVENUE

FUNDING:  (Thousands of Dollars)
GENERAL FUNDS

FEDERAL FUNDS

OTHER

TOTAL

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page

FY89 FY90 FYol FY92 FY93
32.5 32.5 32.5 32.5 32.5
1.4 1.4 1.4 1.5 1.5
3.0 3.0 3.0 3.0 3.0

12.2
49.1 36.9 36.9 36.9 36.9
49.1 36.9 36.9 36.9 36.9
49.1 36.9 36.9 36.9 36.9
1 1 1 1 1

if necessary)

This fiscal note assumes that background investigations in Section (4) of the bill will be
done by the Department of Public Safety. (Continued on page 2)

Prepared by: Francis C. Allan

Phone: 269-5691

Division: Alaska State Troopers

Date: 2/8/88

Approved by Commissioner:
Agency: Public Safety
Distribution: (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)

Arthur English ~-7

f Cc
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CONTINUATION OF FISCAL NOTE ANALYSIS
For Bill/Resolution No. CSHB 299 (L&C)

The Division of Alaska State Troopers anticipates being responsible for
providing background checks on organizations and individuals who apply for
gambling permits. It Is expected that AST will receive from the applicants
applications (with funds attached to send with a Ffingerprint card to the
FBI). Assuming an estimate of 1,200 background checks per year, a
full-time Clerk 1V will be required, based upon our experience with
Security Guard Licensing. Based upon the language in section 2 of the
bill, it is assumed that program receipts from permit requests will be
available for appropriation to the Department of Revenue, and are thus not
anticipated to offset any costs to DPS. Background checks will involve
APSIN/NLETS/AAFIS checks, processing of fingerprint cards to the FBI (3-4
months delay), and filing of permit application checks. A micro computer
will be utilized to maintain data on applicants and to meet reporting
requirements needed under this bill. Equipment purchases are not
anticipated after the first year and no inflation factor is included in
future years.

Personal Services

Clerk 1V, Range 9, Step A, PFT $20,772
Overtime - 120 hours 1,917
Subtotal 22,689
Benefits 9,844
Total Personal Services $32,533
Contractual
Maintenance on computer 400
Telephone costs 1,000
Total Contractual 1,400
Supplies
Forms (Applications, licenses) 2,000
Office Supplies 750
Miscellaneous 250
Total Supplies 3,000
Equipment
Compaq computer, software, printer, etc. 9,000
Desk 691
Chair 345
Computer table 300
Side chair 184
Filing cabinets (6) 1,338
Storage cabinet 385
Total equipment 12,243
Total $49,176

Page 2 of _3



Position Title
Clerk IV

Time Status Staff Months

PFT

Type of Expenditure
1

Salary

Benefi ts

Premium Fay

Other

Total Personal Services
Travel
Contractual
Commodities
Equi pment
Other

Total Cost

Funding Source for Total Cost

Federal Receipts 1002
G.F. Match 1003
General Fund 10u4
GF Program Receipts 1005
Other

Agency

REQUEST FOR
NEW POSITION

BRU

Component

12.0
Amount
2 3
20,772
9,844
1,917
32.5
1.4
3.0
12.2
49.2
49.2

Department of Public Safety

Alaska State Troopers

Director®s Office

No. of Positions Range/Step Barg. Unit

9/A GCU
1
Locati on Election District
Anchorage 7-12
Justification

This position will be responsible for processing appli-
cations and recording all related data, including finger-
print checks, criminal history checks, to include APSIN/
NLETS/AAFIS checks, as well as answering questions from

the public and applicants. The position will be responsible
for developing and implementing regulations relating to
business. The Clerk IV must be able to fingerprint appli-
cants. This position will need to have a general book-
keeping knowledge in order to be able to handle the pro-
cessing of application fees.

Page of
Revised Date



STATE OF ALASKA k il BILL VERSION: CSHB 299 (Jud)
1988 LEGISLATIVE SESSION PUBLISH DATE: -————————————-
FISCAL NOTE
REQUEST .
Revision Date: 3/18/88 Agency Affected: Public Safety
Title: "An Act relating to games of BRU: Alaska State Troopers
chance...”
Sponsor: Labor & Commerce Committee Components: Detachments & CIB
Requestor: House Judiciary

EXPENDITURES/REVENUES:
OPERATING FYy 88
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS
TOTAL OPERATING -0-

FY 89

CAPITAL -0-

REVENUE 0.

UNDING:  (Thousands of Dollars)
GENERAL FUNDS

FEDERAL FUNDS

OTHER

TOTAL -0-

POSITIONS:
FULL-TIME 0
PART-TIME 0
TEMPORARY 0

ANALYSIS:
According to Mr.
Revenue, that department will

(Thousands o.c Dollars)

FY 90 Fy 91 Fy 92 FY 93

0]
0 0 0 0
0

(Attach a separate page if necessary)
John Hansen, Office Audit Supervisor,
be responsible for conducting the background

Department of

checks of permittees and licensees referred to in paragraph 5 of the bill,

with only occasional

Gayle A. Horetski,
Commissioner™s Office

Prepared by:
Division:

Approved by Commissioner:rH\
Agency: Public Safety v

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies)

Deputy Commissioner

assistance from the Department of Public Safety.

Phorie:
~ Date:

465-4322
3/18/88

NoNJtWlate:
N \%
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BILL NO: DATE:

C2S HB 299 i May 4, 1987

TITLE: CONTACT:

“An Act revising state Maj. Walter J. Gilmour
gambling laws.™

To legalize certain types of gambling statewide and provide procedures
for issuing permits, collecting fees and monitoring gambling activi-
ties.

This proposed legislation would Ilegalize certain types of gambling
statewide and provide procedures for obtaining permits, accessing and
collecting fees, conducting background checks and criminal history
checks on certain employees, and monitoring the activities of the
industry. The only portion of this legislation which will affect the
Department of Public Safety is the background investigations, criminal
history checks and fingerprinting of applicants, which would require a
full-time position of an additional clerical person (Clerk 1V) to
perform the above functions and maintain files on same.

The Department of Public Safety is neutral on this legislation.
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TM POUCHY . STATE CAPIIOL
JUNEAU. ALASKA 99811

907-465-3800
LEGISLATIVE AFFAIRS AGENCY

M EMORANTDUM January 12, 1988
SUBJECT: Proposed clean-up amendments to HB 299
TO: Representative Dave Donley

FROM: George Utermohlen?

Legislative Counsel

The following clean-up amendments to HB 299 are offered for
your consideration.

Page 9, line 2 following "conducted", 1insert a comma.

Page 9, line 8-9, delete "Except as provided in
AS 05.15.189, a", and insert "A™.

The deleted material refers to a section included in early
drafts of the bill, but dropped from the bill as introduced.

Page 10, line 28, following "20 percent” insert, "or more™.

GU:bb
WKB1/036 ]



5-0947Bc

Utermohle

AMENDMENT
Offered in the HOUSE

TO: HB 299

Page 17, Uline 20, following "awarded":

Insert "and state, federal, and municipal taxes paid or owed on the

income"

-1- 1/12/88



AMENDMENT

Offered in the HOUSE
T0: HB 299
Page 3, line 12, following "convicted of":

Page

Page

Page

Page

Page

Page

Insert:

", @in prison for, or on parole for

3, line 13, following "years or":

Insert:

3, lines
Delete:

Insert:

10, line

Insert:

10, line

Insert:

10, line
Delete:

Insert:

10, line

Insert:

"convicted"”

13 - 14:
"moral turpitude"”

"theft or dishonesty"”

12, following "convicted of":
", In prison for, or on parole for"”
13, following "years or":

"convicted"

13:
"moral turpitude"”

"theft or dishonesty™

16, following "convicted of":

", in prison for, or on parole for™

5-0947Bd
Utermohl

1/12/88



Page

Page

Page

Page

Page

Page

Page

Page

10, line

Insert:
10, line
Delete:
Insert:
10, line
Insert:
10, line
Insert:
10, line
Delete:
Insert:
11, line
Insert:
11, line
Insert:
11, line
Delete:

Insert:

17, following "years or":
"convicted"”

17:

"moral turpitude”

"theft or dishonesty"”

"convicted of":

20, following

" in prison for,

21, following "years or":
"convicted"”

21:

"moral turpitude"”

"theft or dishonesty"”

11 following "convicted of":

", in prison for, or on
12, following "years or":
"convicted"”

12:

"moral turpitude™

"theft or dishonesty"”

or on parole for

parole for*



5-09478Bd
Utermohle

Page 11, line 20, following "convicted of":

Insert: ", in prison for, or on parole for"

Page 11, line 21, following "years or":

Insert: "convicted"
Page 31, lines 21 - 22:

Delete: "moral turpitude"”

Insert: "theft or dishonesty"

-3- 1/12788



December 11, 1987

M EMORANDUM

To: Rep. Dave Donley
From: Ginger Eaim, Committee aide
Re: Brief for 12/11/87 hearing on
HB 299 - Charitable Gaming
* Hearing in fifth floor conference room 1:30 to 5:00
* Purpose: Take public testimony on HB 299 and markup bill

in order to prepare a committee substitute for
consideration early next session.

* Teleconference from 1:30 to 3:30 with MatSu, Juneau,
Fairbanks, Sitka, and Barrow.

* Committee packet: New Sectional Analysis (your copy

is

highlighted to show areas of controversy or language that

needs adjusted), copy of current and proposed

regulations, analysis of regulations, copy of charitable

gaming statute, copy of HB 299, copy of AG letters on
pulltabs in bars and comingling of permits, copies of

correspondence and public hearing notice.
PUBLIC HEARING ON HB 299

Open hearing (Day, Date, Time, Subject)
Members present

Tips for Testifying (in you- file)
Introduction of teleconference sites
Brief statement about HB 299:

ab~b wbiNPE

"HB 299 is a House Labor and Commerce Committee bill

designed to more efficiently regulate charitable

gaming in Alaska and to protect charitable
organizations from fraud and corruption".

"Key elements of HB 299 are: stringent reporting
and auditing requirements for operators, licensure
and regulation of operators including requirements
for bonding and insurance, raising the annual limits
on gross sales, licensure of pulltab manufacturers

and distributors, and establishing a clear audit

trail for pulltab sales."”

"HB 299 1is widely supported by operators, consumers,

and charitable gaming permit holders. It

establishes strong regulation of the gaming industry
and it will greatly enhance the opportunities for

charitable organizations to raise money through
gaming. At the same time. HB 299 will give the

Department of Revenue the tools they need to clean

up the abuses and protect the consumer™.



HOUSE LABOR AND COMMERCE COMMITTEE

ALASKA STATE LEGISLATURE PO.BOX V. JUNEAU 9911

November 20, 1987

Commissioner Hugh Malone
Department of Revenue
P.O. Box S

Juneau, Alaska 99811-0400

Dear Commissioner:

Attached is a point by point response to the proposed charita—
ble gaming regulations issued by your Department on October

15. Before reviewing them, 1°d like to lay some arguments on
the table for discussion.

I believe it is unproductive for the Department to pursue
adoption of these regulations at this time. The reason 1is
three-fold.

First, the Department cannot seem to come to grips with the
question of operators - and that is at the heart of the
problem. The choice is to either ban operators altogether, or
to recognize them under law in such a way that they are taxed,
regulated, and held accountable for their own actions.

Instead, the proposed regulations give operators some legal
recognition, but provide no mechanism for regulating thenm.
This is a middle ground position that benefits no one.

Second, the main impact of the proposed regulations is to
allow the Department to abrogate their responsibilities for
regulation and enforcement and put the entire burden on the
group least able to handle it - the charitable organizations.
This 1is neither workable or fair.

A better solution, to my way of thinking, 1is to increase the
oversight and enforcement responsibilities of the Department,
and to pay for it with increased license fees.

Finally, as reflected in your notes, statutory change is
required for any meaningful change to occur. The Legislature
is currently considering HB 299, a comprehensive re-write of
charitable gaming laws, that addresses each of the issues
raised by the proposed regulations.

It makes sense for the Department to wait to implement the new
regulations until after the Legislature has had a chance to
work HB 299 through the legislative process.



I"m aware that this 1is a bind the Department has been put in
for several years - we ask you to wait to impose new regula—
tions until we®"ve had a crack at it, you agree, then we fail
to adopt a bill by the end of the session, and we are all back
to space one.

I have a suggestion to get us out of this rut. If the Depart—
ment feels they must adopt new regulations regardless of what
the Legislature may do, make those new regulations effective
next year, after the Legislature adjourns.

That way, 1interested parties will know we have to make a
sincere and concerted effort to adopt workable legislation
next year. The benefits of playing a stalling game will be no
more and both the Legislature and the Department can get on
with the business of effectively regulating charitable gaming
in Alaska.

In closing, let me reiterate that | don"t believe the Depart—
ment should pursue new regulations until after the Legislature
has had the opportunity to adopt HB 299. IT you choose to
impose new regulations before that time, | urge you to consid-—
er the enclosed comments carefully, and to amend the proposed
regulations accordingly.

In any case, | remain committed to working closely with the
Department to assure that HB 299 becomes a measure we can all
support and so that charitable organizations can continue to
benefit from our gaming laws.

House Labor and Commerce Committee

cc: Senator Tim Kelly, Chair
Senate Labor and Commerce Committee

Sally Smith, Department of Revenue
Bob Evans, Governor®"s office
Mitch Gravo, Alaska Charitable Games Association



Comments on Proposed changes to Regulations
Governing Charitable Gaming in Alaska

By Representative Dave Donley, Chair
House Labor and Commerce Committee
November 20, 1987

Before embarking on a point by point analysis of the attached
regulations, let me make some general comments.

The proposed regulations reflect a sincere attempt on the part
of the Department to forge a workable solution on the question
of "operators". While 1 feel the regs fall far short of
effectively regulating operators, | appreciate the effort
toward compromise.

The proposed regulations recognize operators - a step in the
right direction - but leaves the entire paperwork burden,
including policing the operator, on the permittee. This flies

in the face of the fact that most charitable organizations
engage an operator because they are not able to effectively
run their own permit in the first place.

The reporting requirements proposed under these regulations
are inadequate and unworkable. The prohibitions against
co-mingling of funds and the requirement of separate bank
accounts for each permit are simply unworkable in view of
current practice and accepted accounting principles. Annual
reports and other audit requirements are too few and far
between to effectively regulate abuses in a timely manner.

Finally, the proposed regulations will not increase the amount
of license fees, nor will it impose any fees on operators. As
a result, the Department cannot generate enough income off
charitable gaming licenses to pay for enforcement of the
appropriate regulation or laws.

In short, the regulations will add a considerable paperwork
burden on the permittee and propose rather drastic changes 1in
standard operating procedures with little apparent benefit to
the pei”1ttee or the state.

That .<¢ j said, lets take the proposed regulations a section
at a i:



SECTIONS 010 THROUGH 105

Why it is necessary to require that the member-in-charge of a
trade association®s gaming permit must be a "natural person".
Is there a particular reason for this? Why 1is it desirable to
prohibit corporations from operating permits?

SECTION 107

The major problems with the proposed changes in this section
is what isn"t covered. By recognizing operators but not
providing for any oversight of their practices by the Depart—
ment, the entire burden of policing operators falls on the
permittees, who are demonstrably unable to do so.

Section 107 does not require: timely and complete reports by
the operators to either the Department or the permittees,
bonding or liability insurance by the operators, any reporting
provisions to assure that operators are paying proper wages,
unemployment taxes, and are carrying required workers®™ compen—
sation coverage.

Section 107 does not provide for an increase in license fees,
so no funds are generated to pay for investigations and
enforcement by the Department.

Section 107 requires that operators must adhere to appropriate
rules and regulations and places the gaming permit at risk of
loss if an operator or their employee breaks any of the rules.
Under this section, a violation by an operator or their
employee would cost an organization their permit, yet the
operator would not be damaged in any way, nor would there be
anything to prevent them from contracting with other organiza-—
tions. In fact, other than word of mouth, there wouldn®"t be
any way Tfor an organization to know if an operator had already
had problems.

Section 107 (@) - Again, why 1is it desirable to prohibit
corporations from being operators?

Section 107 (e) - The prohibition about an operator paying a
permittees expenses is unclear. Does this mean wages?
Supplies? Rent and utilities? Perhaps this should be spelled
out in the contract.

Section 110 (i) - In bingo parlors without video equipment,
the requirement of leaving the balls in place for five minutes
after the game would be difficult, if not impossible to meet.
IT a regular session consists of twenty games, it would
require nearly an hour and a half of waiting time.

Section 110 (j) - What happens if a winning patron has no
picture 1.D.? What happens to the prize money? Some



operators use a permit only once a month. Under the proposed
regulation, award of prizes can be delayed until the next time
the permit is used. What happens to the prize money in the
meantime?

Section 110 (1) - Can game tickets, bingo cards, pull-tabs, or
other gaming items be awarded in addition to the prize? What
does this section accomplish?

Section 110 (r) - 1 can understand why alcohol 1is not allowed
in an area where bingo is being played but why is it allowed
in an area where pull-tabs, raffle, and lottery tickets are
being sold. Is there something about bingo we should know?

Section 115 (@) - The $200,000 limit will be exceeded by many
organizations. There should be some way of reporting an
excess, with appropriate fines perhaps., but not with such
onerous punishment that permittees avoid reporting an inadver —
tent excess.

Section 125 (c) - Good. This should have been done a long
time ago.

Section 125 (e) - This section makes sense on the surface
unless you have actually observed how pull-tabs are played,
particularly at bingo halls. It is routine practice to turn
winning pull-tabs (under $10) in for more pull-tabs. This is
usually done during a break between bingo games. Requiring

each person (there may be over a 100 people playing tabs at
one time) to go to the cashier and get two or three dollars
cash, then go to another cashier to purchase pull-tabs, will
obviously discourage players.

In addition, the section requires all pull-tab winners to be
recorded on a form provided by the Department. AlIl winners?
Even one and two dollar winners? Logistically, how will a
permittee accomplish this?

Regardless of what the intent of this section is, its effect
will be to drastically reduce the number of pull-tabs pur—
chased, especially during bingo sessions.

Section 125 (g) - This section apparently intends to improve
accountability, but it won"t work and isn"t necessary.

Pull-tabs are an entirely predictable game. You know how many
pull-tabs are in a box/series, you know how much the
box/series cost the permittee, you know who much each tab
sells for, and you know how many winners there are and the
exact amount of cash prizes.

Assuming that the integrity of the series is not in question,
accountability on the part of the operator to the permittee is
easy to verify.



When pull-tabs are played in bingo parlors, there are usually

numerous types/series available. Most series will not be
played out in one evening, so a particular run will be played
out under several permits. This section attempts to stop that

practice so that one permittee doesn"t pay a disproportionate
part of the winning tickets out of a particular series.

However, proper accounting of pull-tabs should prevent such
abuse, without having to maintain separate series/runs by
permit.

This regulation presents another problen. If patrons are
playing a particular series and the big winners haven®t gone
yet, how are they going to react when the operator takes the
run off sale for days or weeks until the particular permit is
being played again?

Section 155 (a)(@@) - Why are these kinds of charitable gaming
exempt from restrictions placed on other types of gaming?

Section 160 - If this section is repealed, how will it affect
contests of skill such as archery, bowling, and pool tourna-—
ments?

Section 165 - (@) (10) - There are some legitimate questions
about whether persons with a criminal record should be allowed
to work with charitable gaming. OQur Committee, when review—

ing this question, expressed support for prohibiting anyone
having been convicted of a felony from participating within
five years of the time their sentence/parole is completed, and
a permanent prohibition for persons convicted of gambling
offenses. I"d suggest dropping the "crimes of moral turpi—
tude”™ language because, even though everyone likes to use the
phrase, no one knows exactly what it means.

Section 165 (b)) - Local operators tell us that the Munici—
pality of Anchorage doesn"t know what to do with an applica—
tion when they receive one. Is there a particular reason for

this section? Did any local government entity ask for this?
Section 170 (b) - Wonderful!

Section 180 (b) - What is the time frame for the Department
renewing a permit once the annual report has been submitted?
IfT the previous year®s permit serves as a temporary permit
from January 1 through January 31 and gaming activity has to
cease if the annual statement isn"t received by the Department
by February 15, what authority is the permittee operating
under from January 31 to February 15? What happens when the
Department is late in sending the license renewal? I under —
stand that in the past, some licenses were not received until
March or later.



Section 190 (b) - This section is at the heart of the Depart-—
ments ability to move swiftly to close down charitable gaming

operations that are violating the law. The section is fairly
severe, although probably necessary given the current situa—

tion .

However, the penalties authorized under this section are
equally applied whether there has been a consistent, blatant,
and serious violation of the law or where an inadvertent or
easily remedied error has led to suspension.

The section does not provide any additional penalty or over—
sight when a particular permit is involved in more than one
suspension.

Under Section 190 (b) the Department may suspend a permit for
reporting errors or omissions. However, even if the reporting
error was made by an operator, the charitable organization 1is
held responsible and may loose their permit as a result.

Since operators are not licensed under the proposed regula—
tions, the Department has no way to hold operators accountable
for their own actions. There will be no license fees for
operators and no additional income generated for enforcement
efforts. As a result, the Departments®™ ability to use the
powers granted under this section will be greatly impaired.

Section 190 (b) (3) contains no provision to assure that, once
the mandatory hearing is held within 30 days of suspension,
the hearing officer will submit a report in a timely manner.
Since the Commissioner cannot act, and the permit cannot be
restored without a written report by the hearing officer, it
is reasonable to require a report within a certain time frame.

Finally, the subsequent sections in the proposed regulations
that set minimum net proceeds make no provisions to accommo—
date operations that may have been closed down for a period of
time because of suspension. Once the permit is back 1in
operation, assuming the conditions that led to suspension are
corrected, there will most likely be a "slack™ time until
regular customers return on a regular basis. This will most
likely impact the operators ability to remit the required
amount to the permittee.

Section 205 (@) - Why 1is this section necessary? Has there
been a problem with the integrity of a given box/series of
pull-tabs?

Section 205 - The proposed regulations governing pull-tabs are
most striking by what they don"t do. The regulations do not
provide any mechanism to restrict or even identify in any way
who can buy, transport and sell pull-tabs in Alaska. The

regulations provide no mechanism for the Department (or anyone



else) to determine the number, type, and location of pull-tab
sales.

Without this primary information, there is no way for the
Department to subsequently track a series of pull-tabs in
order to know if the person who bought and sold them did so
legally, or whether a particular permit received fair reim—
bursement for pull-tabs sold under their license.

Section 210 (@) This section, while necessary to assure that
the charitable organization has ultimate control over the
bookkeeping, 1is going to be extremely difficult to enforce-.

As you know, the primary reason an organization engages an
operator is because they lack the volunteers who have both the
time and expertise to run a gaming operation, particularly
bingo.

Given current practice and human nature, |1 suspect this
regulation will result in much subterfuge and little change.
An operator is a business person with extensive experience in
the kind of financial reporting required by the Department.
The "member in charge” will not have anywhere near the knowl —
edge about the gaming business that the operator possesses,
and it will be the operator, not the "member in charge™ who
has the financial information to make the reports.

Therefore, the most likely scenario is that the operator will
keep and maintain the >jooks, and the "member in charge”™ will
simply rubber-stamp them. The proposed regulation will still
place the "member in charge” at the "mercy"” of the operator.

I suggest you look at an alternative - making the operator
responsible for the bookkeeping and reporting requirements to
the Department and for making regular reports to the
permittee.

This will provide the permittee and the Department with a
means to cross-check the financial reports. The permittee
will remain responsible for policing the operator and for
determining that the financial reports are fair, complete, and
accurate. The organization will maintain control over the
reporting, but will not be forced into collusion with the
operator in preparing financial reports to the Department.

This section should provide a way for a permittee to request
the Department to investigate or help them investigate when
they suspect irregularities in the way their operator is

conducting business. This will be hard to do as long as
regulations require a permit to be suspended when the operator
goes bad. It does not encourage permittees to effectively

police their operators.

Section 220 < A twenty percent limit on net proceeds may be
impossible to meet. The proposed regulations have no



provisions to cover "start up" costs, when net proceeds will
be low. What action will the Department take against the
permit if the annual report reveals that the minimum was not
met?

An annual reporting requirement is not enough. Too much time
will elapse and too much damage can be done before the Depart—
ment will have the information to take any action. Quarterly
reports would make more sense and could be easily handled with
an appropriate computer program. In addition to quarterly and
annual reports, the proposed regulations should include
provisions for monthly or even weekly reports when the Depart—
ment has reason to believe problems exist with, a particular
permittee or operator.

Section 225 (b) - This provision is certainly superior to
current regulations, but there may be circumstances where
operating expenses may exceed twenty five percent for short
periods of time. What happens to the permit in such a case?

Section 225 (¢) - What about pull-tabs being sold in bars? As
you know, many bar owners are taking a certain percentage of
the take as payment for selling the pull-tabs. Some call it
"rent” . What does the Department propose to do about this
situation? What is reasonable rent? Wages? What happens to
the permit when this section of the proposed regulations is
violated?

Section 230 (a) - Does the requirement to provide a list of
prize winners who received $100 or more include pull-tab
winners?

Section 240 (c¢) - Is it necessary to require that prizes of
$100 or more be paid by check in order to properly account for
prize money? Section 230(a) requires that winners of $100 or
more must be listed on a form provided by the Department.

Will there be information on the checks that is different fronm
the information listed on the form? If not, what useful
purpose does it serve to require payment by check?

Section 240 (d) - This section has substantial problems and
will have a severe impact on the ability of operators to
efficiently account for the finances of the permit organiza—
tions they work for.

What purpose does it serve to require permittees/operators to
deposit all proceeds into separate bank accounts for each
permit? Have you 1identified specific problems with this
practice that cannot be corrected by improving the reporting
procedures? It is common practice for businesses to deposit
all their clients funds in a single business account. Why
should operators be any different?



QM.

This section will present tremendous problems with workers”
compensation and unemployment coverage for employees. The
operator is required to carry such insurance on their employ—
ees. Under this section, however, it is unclear whether the
workers are employees of the operator or the permit organiza—
tions. This section requires permit organizations to pay the
wages of the operators employees. This is a mess! (Not to
mention that it is probably in violation of IRS regulations).

Paragraph (d) assumes a profit on the part of a particular
permit. Otherwise, how would a permittee be able to pay wages
and expenses? What happens if the permittee fails to make a
profit for a month or even two? Who pays the rent, wages and
utilities then?

When you have an operator running a dozen permits a month, how
do you pro-rate rent and utilities? Will the landlord of a
bingo parlor receive a dozen checks from a dozen separate
organizations each paying one twelfth of the rent? Our
municipal utilities company 1is going to love this one.

It appears that the intent of this paragraph is to make sure
that permittees, not operators, have ultimate control over the
finances. That 1is certainly an admirable goal but there are
better ways to accomplish it than what is proposed by these
regulations.

Section 245 - Again, my major problem with the auditing
requirements is that they will not be done in a timely manner.
Under the proposed regulations, eighteen months could pass
before a problem became apparent. Annual reports are not
sufficient for the Department to move swiftly and to meaning—
fully enforce gaming statutes. Quarterly reports, at a
minimum, should be required for large organizations or opera—
tors.

Section 245 (d) (1) requires that audits be done by a CPA.
Wh_-ile 1 have no problem with this provision, | understand chat
rural residents have expressed strong opposition to requiring
a CPA.

Section 270 (b) - What is a "particular occasion™. Does that
mean only one permit can be played in a single day? As you
know, many bingo halls play two permits a day, afternoon and
evening session. In addition, one permit may be used for
bingo while another permit is being used for pull-tabs because
a given permittee may have exceeded their limit for pull-tabs.
Is it your intention to prohibit this practice?

* * * *
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SECTIONAL ANALYSIS OF HB 299

Prepared by: Steven E. Kettel
Director, Income & Excise Audit
January 12, 1988

Section 1. ANNUAL PERMIT AND FEES.

The Department recommends that the annual permit and fees listed I1n
subparagraphs 1, 2 and 3 of this section be modified slightly to Include a
fee of $20.00 for new applicants. In paragraph (b), 1f the Intent of this
section 1s to raise funds for the administration of the program we would
recommend that the basis upon which the one and three percent be based on
adjusted gross Income, not on net proceeds. Levying a fee on net proceeds
would raise little revenue as most operations currently are not reporting
significant net proceeds.

Paragraph (c¢) requires the Department to secure information as to whether
or not a permittee has outstanding debts to a pull-tab distributor. This
section does not give us guidance as to what action the Department would
take if 1n fact there were outstanding debts to that pull-tab

distributor. We would suggest that since the relationship between the
permittee and the distributor 1s one of suDpHer to customer, and that the
Department of Revenue has no Interest 1n that transaction. This section
should be removed.

Section 2. MONEY DEPOSITED IN GENERAL FUND.

Paragraph (c). We would recommend that 1n place of 30 days 1n which to
notify the Department of a change 1n address, a in Hay nntirp. hp
Inserted. Most permittees develop a plan prior to their moving and would
know well 1n advance the date upon which they would be moving their
facility.

Section 4. REGULATIONS.

This section gives the Department broad discretion for the establishment
of rules governing gaming 1n the state. We are concerned about how very
broad this discretion 1s™ especially 1n the determination of expense Iltems
that may be deducted by a charity 1n determining the net proceeds to
devote to non-profit making activities.

Subparagraph (3) needs a change adding after the word "licenses" the
phrasp "authorized under this chaptpr”L- It needs to be made clear that
the Department will not be revoking the business licenses "inder Chapter
43, Section 70 but only those licenses that would be Issueo under the

gaming statutes.

In subparagraph (6) of this section we are concerned about the difficulty
the Department may have 1n policing the employees of the licensee.
Operators come and go, they may ha”e many employees that will work short
periods of time, and It may be very difficult for us to Insure that no



convicted felons are Involved 1n ,.mlng activities as an employee. Wi
don"t really have any recommendations here, It"s just that quite a hit of
language has been built Into the bill concerning keeping criminals out of
gaming activities, but little has been done 1n the wav ol providing
effective means for Insuring they stay out. Also, the wording wou Id allow
"a felon to direct or operate gaming activities, while on parole, or,
hypothetically while still 1n prison, so long as the five year period fiom
the date of commltlng the crime had elapsed.

In subparagraph (8), the bill gives the Department broad discretion to set
the number of activities that may be held, operated or conducted during a .
specified period. We feel that the law should be specific and not grant
this discretion to the Dgp.,.r *nt of Revenue. We rprnmmpnrl nine -h.inqo-

<dieYp<. pipr—mnni-h - 3fi_gamps ppr spring. .

Subparagraph (9) provides that the Department will specify methods of
accounting for receipts and expenses. However, no guidance 1s given as to
whether, as under current law, a permittee must run all revenue and
expenses through their own separate bank account, or whether an operator
may act as the clearinghouse for numerous permittees. Current practice we
believe has operators performing the banking function, the accounting
function for all permittees and only the net proceeds being transmitted to
the charity. Subparagraph (9) would allow the Department to either
modify, take away from the operators that responsibility or to give 1t to
them. We think It should be a matter specifically addressed 1n this
legislation. We would support operators having the banking and reporting
responsibility along with the reportl. . requirements in Section 7.

In subparagraph (10) we do not believe that the Department can mandate to
a manufacturer or a distributor licensed under this section what they do
with any funds that they may have at the time their license 1s————————-
surrendered.] We feel that subparagraph (10) should be modified to read
"In possession of a permittee or,one who possesses an operators license at
the time a permit or a license Is surrendered, revoked, or Invalidated."

Section 6. REPORTS AND FEES REQUIRED OF MUNICIPALITIES AND QUALIFIED
ORGANIZATIONS.

Paragraph (&) requires a quarterly report from permittees having gross
receipts of $25.000 or more. We recommend that this amount be raised to
$50.000 In order to eliminate unnecessary paperwork. Also, 1n paragraph
~b) we recommend that the committee consider extending the due date of the
annual report to March 15. This would give both operators and permittees
additional time In which to close their year end books and make an
accurate accounting of their gross receipts, expenses and prizes awarded
before filing. ]

Section 7. REPORTS TO DEPARTMENT BY OPERATORS.

We recommend that monthly reports not be filed with the Department by
operators. We do, however, support operators Tfiling quarterly and annual
reports. We would recommend thit the due date for the annual report by
the operator be changed to February 28.

OjMte Sr. fer tior 1o Cep-t
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Section 7. REPORTS TO PERMITTEE AND PAYMENT OF NET PROCEEDS.

L

This section presents a major departure from current law which requires
permittees tn make payments for all expenses. Recognizing that operator,
are currently paying these expenses on behalf of the permittee, we support
this departure. We do request, however, that along with this report being
made available to permittees on a monthly basis that paragraph (a) give
the permittee the express ability to request original invoice documents
and deposit slips.

Paragraph (c) of this section requires the operator to file an annual
report with each permittee by January 31. This would be the same date
under current law, 1n which the permittee 1s required to file their annual
report with the Department. We recommend that all of the reporting dates
be reviewed In the bill to give ample time to Doth permittees and
operators to file annual reports.

Section 8. GENERAL PROVISIONS RELATING TO THE FILING OF APPLICATIONS AND
REPORTS AND PAYMENT OF FEES.

While we support the granting of extensions 1n paragraph (b), we are
concerned that most larje operations will take advantage of this extension
and the Department will not be able to provide to the Legislature a
meaningful gaming report as required 1n another section of the statute.

We would also recommend that a paragraph (e) be Inserted. This section
would adopt penalty provisions for failure to timely pay on the
application or annual report and would also provide a penalty for failure
to timely file the monthly, quarterly or annual reports. As 1t now
stands, there is little incentive to file timely report: with the
Department. .

Section 9.

In paragraph (¢) we recommend inserting the word ‘“natural’™ before the word
person on line 1. The Department recommernds that all operators be
Individual persons as opposed to operating 1n corporate form.

Section 11. MEMBER IN CHARGE.

We support the member in charge concept and recommend 1n paragraph (d)
that 1t read ''The municipality or qualified organization shall designate
alternate members..."

Section 05.15.115. CONTRACTS BETWEEN PERMITTEES AND OPERATORS.

In paragraph (b) we recommend the last sentence add the phrase "and any
other Information the Department mav require.”! In paragraph-?°) we
rfronmmenri that, the permittee be responsible fnr snhmvttinn tn thp----—--
Department a copy of the contract and 1n the second sentence we recommend
that the contract be sent to us 15 davs before the activities are,
conducted* or the contract Is amended. This will give the Department ample
opportunity to Ffile Its objections or make comments concerning provisions
In the contracts.
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Section 12. OPERATOR"S LICENSE.

Paragraph (a) possibly needs a technical change 1n that vie do not find AS
05.15.189 anywhere In this draft document or existing statutes.f~Tn
paragraph (b) we recommend removal of subparagraph (3) . We wish this

eliminated because we want all operators to be natural persons. In
paragraph (c) we recommend that line 10 eliminating the phrase "a person
having a significant Interest 1n the applicant™. This phrase again refers

to one who would havesome sort of ownership Interest 1n anoperator as In
the corporate form of ownership. Along those same lines we recommend

paragraph (d) be eliminated. »

Section 05.15.128. REVOCATION OF OPERATOR®"S LICENSE.

Paragraph (@ (1), we do not understand what the definitionof "profit" 1s
to be. We believe that the term should be net proceeds.

Section 16. OPERATORS.

Subparagraph (e), line 2, page 13 we recommend Inserting after the word
“'shall’'. . _the. _Phrase, "upon r,finuest..

Section 18. PULL-TAB MANUFACTURER®"S LICENSE.

In paragraph (c) we are concerned and question the rationale for requiring
that pull-tabs be distrlbuted only from a_locatlon 1n the state Current
practice has permittees buying from pull-tab distributors located both
within and outside the state. This provision would probably create an
extra level of administrative cost to the charitable organizations. We
also support the concept that the distributor shall pay the 3% tax to the
Department. This makes sense, 1n that the Department wlil collect the tax
whether or not the pull-tabs are soldor distributed throughout the state.

Section 05.15.187. OPERATION OF PULL-TABGAMES.

ii K-
In paragraph (b), we suppr t raising the“prize limit for pull-tab games to
at least $500,000.00 and v-juld consider raising It beyond $500,000.00. We
do not understand why organizations that ure operators should be limited
to a maximum prize award of an amount less than those organizations that
do-not use operators Wp_-rj*r_nmmp-nrL rnns tQpnry in setting total prize
limits. We recommend one other restriction not found In HB 299. That
being the elimination of door prizes. Many small operations are unable to
compete with the larger bingo halls In attracting players for their games
because of the large amount of prizes being given away at the door. We
woulld suggest that these door prizes either be severely curtailed to an
amount not to exceed $500.00 In valueof merchandise to be given away 1n
any one session or an annual limit beset. In no. event should cash he -
given away as a door prize. We enthusiastically support paragraph (d)
restricting pull-tab series from being sold at more than one location
during the same day. Currently, there 1s a statewide lottery/pull-tab
operation being run by a local Glennallen permittee. The tickets resemble



1n every characteristic a pull-tab with one exception. One of the tabs
contains a chance at a $100,000.00 grand prize drawing. These
pull-tab/lottery tickets are being marketed throughout the state 1n many
business establishments at one time. Paragraph (d) would prohibit such an
operation from existing. The Department would support even stronger
language to curtail this statewide pull-tab distribution. Concerning
paragraph (g) we recommend raising the records maintenance for pull-tab
winners from $25 to $50. This will lessen the records maintenance burden

on the permittees.

Section 21.

(22) the definition of raffles and lotteries, we are
1QQk1ng- - - fQr term lottery, and raffle. JMe —
believe the two to be nearly synonymous. Also given the fact that we have
one statewide lottery at this time using a pull-tab type ticket we feel
that the definition should be a little bit more restrictive. In
subpafagrapH™(32) the® deHnlt"lo’h of "operator'™, we would Insert the word
“natural” before the word person to make 1t clear that an operator cannot

take any other form of ownership.

In subparagraph



HOUSE BILL 299
Department of Revenue
Position Statement
January, 1988

Prepared by
Steven E. Kettel, Director
Income & Excise Audit 0Olvlslon

The Department of Revenue supports the many provisions contained within HB
299 which will update the present statutes and assist the Department In Its
efforts to ensure that charities remain the beneficiary of the proceeds from
gaming activities In Alaska.

We support the following concepts 1n HB 299:

1) The requirement that pull-tab manufacturers must be licensed and file
reports with the Department, and affix labels to each sealed series of
pull-tabs.

2) The requirement that pull-tab distributors must be licensed and Tfile
reports with the Department, and pay a fee for each pull-tab series sold.

3) The requirement that operators be licensed and file reports with the
Department and with the permittee.

4) The requirement that permittees utilizing the service of licensed operators
must enter Into formal, written contract.

5 The concept that operators must report a profit and pay a minimum
percentage of the net proceeds to the permittee to retain their license.

6) The concept that operators may provide accounting and banking services for
the permittee but the permittee will remalin responsible for games conducted
on their behalf through their member In charge.

7) Restricting operators and their employees by forbidding gaming activities
from being conducted by convicted felons.

8) We support raising the annual prize award limit. Public testimony on our
gaming regulations this fall overwhelmingly supported raising the limit to
an amount even greater than that 1n this bill.

9) We support program receipts funding for enforcement activities conducted by
this agency.

Attached to this position paper are additional comments and recommended
technical changes we have for HB 299. In addition to the provisions and
concepts addressed in this bill, we would like to suggest two additional
provisions be considered.



HB 299
Position Statement

Page 2

1) A local charity 1s currently operating a statewide "lottery"”, selling a

2)

pull-tab like ticket through many different vendors. The tickets offer a
chance at an linstant payoff of from $2 to $50, or the opportunity to be
entered 1n a grand prize drawing for $100,000. This activity strains
current regulations and statutes to the breaking point and goes beyond
several time honored customs, l.e. lottery tickets are being sold outside
the permittee"s general locality and control, and pull-tabs are available
1n outlets frequented by minors. Section 17 of HB 299 at 05.15.185(d)
appears to prohibit the sale of only pull-tabs at more than one location.
The question remains, are these ™"lottery" tickets or are they pull-tabs?
We request that the bill clearly state that all pull-tabs, whether used In
the traditional manner or 1n a lottery style be prohibited from being sold
1n more than one location at a time.

Recently, pull-tabs have found their way Into bars and lounges throughout
the state. Responsibility for accounting of the gross receipts and net
proceeds have been effectively transferred to the bar owner/tender. We
recoimiend that pull-tabs only be sold on the permittee"s premises under the
controvV*and supervision of the member-1ln-charge or the operator.



PROPOSED REGULATIONS GOVERNING CHARITABLE GAMING
Section Analysis
October 1987

The following is an explanation of how the proposed regulations differ from
the regulations currently in place. This explanation is only a summary and
does not detail all minor revisions. Those interested are encouraged to
compare the proposed regulations to the current regulations and existing laws
governing charitable gaming.

Sections 010 through 105, with two exceptions, have been repealed because they
repeat definitions for qualified organizations which are in current law. The
two exceptions are sections 050, which prohibits fraternal organizations fronm
using gaming proceeds for self support and 105, which defines nonprofit trade
associations. Although section 050 has been reworded for clarity, there is no
change from the existing rules. An addition has been made to 105 clarifying
that the membership may be calculated by counting the members of the member
organizations. The member-in-charge of the trade association®"s games must be
a natural person.

Section 107. Operators. This new section proposes that permittees choosing
not to operate their own permit be required to contract with an operator, and
submit a copy of that contract to the department within 30 days of its
execution. Operators would be required to comply with the governing laws and
regulations and could not serve as the permittee®s member in charge, nor would
they be able to pay for expenses of gaming activities under the permit. That
responsibility would remain with the permittee. This section also prohibits
employees of the permittee or operator from playing the games under that
permit.

Section 110. Bingo Rules. This section revises some of the bingo rules of
play and removes language that duplicates current law. No change 1is proposed
for the number of allowed monthly sessions (9) or the number of games in a
session (35), except that only one session may be played in a 2b hour period.
Admission remains at $1.

Before each game the caller would be required to announce the type of game,
the requirements to win and the prize. Numbers called during play must be
displayed clearly or be available at any time during play and for a five
minute period at the close of the game.

Winners would be required to show a picture identification card to collect
their winnings, and payouts may be held until the next session to verify the
identification of the winners and the authenticity of the winning cards.

Prize and age limits remain the same to allow more organizations to use this
activity for fund raising, and as with the current regulations, no alcoholic
beverages are permitted in bingo halls.
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No gamin*. Items may be substituted for the cash or merchandise prize payouts,
and as with current regulations, purchases of supplies, equipment and prizes
as well as equipment or hall rental must be at current value or current retail
or rental price.

Sections 115 through 125 revise raffles, lotteries and pull tabs to set up
separate, clear rules of play primarily for pull tabs.

Section 115. Annual Prize Limit for Raffles, Lotteries, andPull Tabs. The
annual combined prize ceiling of $200,000 forraffles, lotteries and pull tabs
is retained to allow more nonprofits to participate.

New language expressly prohibits co-mingling of permits to raise the prize
limit, a practice ruled not legal under current law this year by the attorney
general®s office.

Section 120. Raffleand Lottery Rules. All changes are additions to the
current regulations. The permitteewould berequired to state on the tickets
if the winner must be present at the drawing, and must award the prize as
announced or serve notice of any change to ticket buyers andallow for a
refund.

All tickets and money must be accounted for before the drawing is held.

Section 123. Special Draw Games. All changes are housekeeping. No games are
changed.

Section 125. Pull Tab Rules. This section provides separate treatment for
pull tabs. There 1is no change in the $2 maximum charge, although a minimum
age of 19 replaces the current open age. Sales are limited to one location at

a time, but there is no restrictionon where that location may be. Bars can
participate. Prizes are limited tocash and must be recorded on a form
provided by the department. Permittees may not comingle or share pull tab

supplies with other permittees. Pull tabs purchased under one permit may be
played only under chat permit.

Section 130. Kenai River Ice Classic. If both the Kenai and Soldotna Rotary
Clubs compete for control of this classic, the application received first will
be the permittee for that year.

Section 135. Monte Carlo Rules. No change is proposed for the current Monte
Carlo regulations. Reporting requirements in current regulations under
Section 235 have been moved to this section.

Section 140. Dog Mushers®™ Contests. The language that is in the current law
has been removed, and the language that is in current regulation is retained,
so there is no change in these rules.
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Section 150. Fish Derbies. This section is deleted under 150 and reappears in
Section 155 with Classics.

Section 155. Classics and Derbies. Since the legislature has assigned all
permitted classics and derbies to specific organizations in the law, the
regulations have been rewritten to show the separation from other games of
chance. Classics and Derbies, as currently required, would renew their
permits and submit annual reports. They would also be required to send the
state copies of their rules of play. This classification of games would be
exempt from prize and expense ceilings, from the minimum profits outlined in
other regulations, and from non-applicable provisions in the permit
application process.

A disqualification provision is proposed should any organization in this
section lose its current nonprofit status.

Section 160. Contests of Skill. This section isrepealed, as it repeats
provisions in current law.

Section 165. Application for Nonprofit Gaming Permit. Although the section
number 1is new, the regulations were formerly in Section 170. Changes are
additions to the application: naming the actual location uf the gaming
activity, the name and address of the operator (if any), and the inclusion of
the operator and employees in the prohibition of involvement if there have
been prior felony or gambling related convictions.

This section also lists items to be included with the application, all of
which are currently required except evidence that a copy of the application
has been submitted to the municipality as required by law.

Current regulations allow no refund if an application is denied. We propose
dropping this language to allow for refunds.

Section 170. Issuance of Permits. This section picks up where 165 ended. As
with current regulations, a permit is issued for the calendar year. Additions
to current provisions are that the permittee must notify the department within
ten days if there is any change to the information provided on the
application, and that the commissioner will honor a municipal protest unless
the protest is "arbitrary, capricious, or unreasonable.”

Section 180. Renewal of Permits. This section requires that a current list of
25 members be included with each renewal. Permits will not be issued until
the annual financial statement for the previous year has been received.

Provisions are added to allowuse of the previous year"s permit asa temporary
permit until receipt ofthe annual financial statement or February 15,
whichever comes first.
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As with the initial application, the department proposes to allow fifteen days
for municipal protest and will honor that protest with the same conditions.

Section 190. Suspension, Revocation and Denial of Permits. The 8 provisions
in current regulations remain the same. This section adds that it 1is grounds
for suspension, revocation or denial of a permit, if a permittee fails to
notify the department of changes in information on the application within ten
days of the change.

Procedures for suspension, revocation or denial are expanded to indicate if
the commissioner 1is suspending a permit pending an investigation or hearing.

If this is the case, the permittee is required to surrender the permit and
stop all gaming. The hearing is to be conducted within thirty days unless the
permittee requests an extension or waiver. The commissioner can stay the
suspension based on a written decision of the hearing officer.

No change has been proposed for section 195 on the conduct of hearing.

Section 200. Investigation. Current regulations allow for investigations of
all permit applicants. These proposed regulations clarify the procedure to
provide for investigation at the discretion of the commissioner. The
department and law enforcement officers are to have reasonable access to all
gaming activities, and the permittee and/or operator are to cooperate and make
available the records and materials. The department may issue notices of
violation, serve subpoenae to witnesses for hearings, and "take other action
necessary to assure compliance with, and enforcement of" gaming activities.

Section 205. Pull Tab Inspection. This added section is specific to pull tab
inspections, allowing the commissioner to randomly examine a pull tab series.
If no violation is found, the department will ded ict its expenses and
reimburse the permittee for the remainder. If a violation is found, all costs
of the special inspection may be assessed to the permittee.

Section 210. Member-In-Charge. Permittees must currently name a
member-in-charge to do the bookkeeping and be present at all gaming
activities. This proposal still requires that a member-in-charge or the
alternate be responsible for books and records, but either the
member-in-charge or the operator must be at the activity. A member-in-charge

must have been a member of the organization for at least one year prior to
being named "member-in-charge™ and cannot have a personal financial interest
in the conduct of the activity.

Section 220. Minimum Net Proceeds. Current regulations have no minimum net
requirements and define net as the total gross less prizes and allowable
expenses. This section repeals those regulations and sets a minimum for net
proceeds at 20% of the adjusted annual gross receipts. Adjusted annual gross
is defined as the total gross less the total paid out in prizes. An 80%
payout in prizes would mean the minimum net would be 4% of the total gross.
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The listing of authorized and unauthorized expenses in current regulations is
repealed in favor of achieving a minimum net. References to authorized and
unauthorized expenses remain in the law and some have been included in the
bingo rules of play. (See Section 110, (p) and (q).J

Section 225. Expense Limits. This section limits expenses other than prizes
to 25% of the annual gross receipts. Rent, compensa ion, equipment and
supplies may not be paid at a percentage of the gross or of the net proceeds.
Trading the repeal of specifically authorized and unauthorized expenses for
this ceiling on expenses should free permittees to tailor wages and activities
to their particular needs.

Section 230. Annual Financial Statement. As with current law and regulation,
the permittee is required to file an annual financial statement by January
31. The annual financial statement is to show all monies generated in the
permit year and be accompanied by the statutorily required fee of 1% of the
net. Replacing the currently required copy of the IRS 1099 form is the
requirement of listing all prize winners of $100 or more.

Section 235. Time for Filing Reports. This section was all Monte Carlo
reporting. It has been relocated to Section 135.

Section 240. Method of Accounting. In addition to continuing the regulations
of a separate bank account for gaming activities (as required by law), all
prizes greater than $100 must be paid by check. Permittees or operators must
deposit all receipts, less cash prizes, into the gaming account, and all
expenses must then be paid by check with two permittee signatures. Section
250, which has been repealed, 1is incorporated into this section and requires
that records and documents be kept for three years.

Section 245. Required Audits. This new section requires the following
schedule of audits by a CPA. Audits result are due to the department by July

1 or the permit may be suspended.

If Annual Gross Receipts are

Less than $50,000 No audit is required
Between $50,000 and $200,000 A Biennial audit is required
Greater than $200,000 An Annual audit 1is required

Section 250. (Incorporated as noted in section 240.)

Section 255. Payment of Prizes. This section requires that prizes of $100 or
more be paid by check. Winners must sign a check receipt form provided by the
Department of Revenue.

Section 260. Disposition of Funds Upon Suspension or Revocation of Permit.
There are no substantive changes. Any monies remaining in an account may only
be used to pay accrued gaming expenses and with the rest going to the
dedicated purposes.
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Section 270. Display of Permit. This section clarifies that only one permit
may be played on an occasion, and that the permit in play must clearly be
identified.

Section 280. Use of Dedicated Net Proceeds. No changes have been made.

Section 290. Expenses. This section has been repealed as it repeats language
in current law.

Section 300. Violations. This section sets suspensions at a minimum of thirty
days, and provides that a violation of the law or its regulations subjects the

permittee to possible denial, suspension or revocation of the permit.

4428A
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ARTICLE 1. RULES FOR CERTAIN TYPES OF PERMITTEES
AND FOR OPERATORS

15 AAC 105.010 is repealed:
15 AAC 105.010. QUALIFIED ORGANIZATION. Repealed / /

15 AAC 105.015 is repealed:
15 AAC 105.015. MUNICIPALITY. Repealed / /

15 AAC 105.020 is repealed:

15 AAC 105.020. CIVIC OR SERVICE ORGANIZATION. Repealed
/ 7/
15 AAC 105.030 1is repealed:

15 AAC  105.030. RELIGIOUS ORGANIZATION. Repealed / /

15 AAC 105.040 1is repealed:

15 AAC  105.040. CHARITABLE ORGANIZATION. Repealed / /

15 AAC 105.050 is repealed and readopted to read:

15 AAC 105.050. FRATERNAL ORGANIZATION PROCEEDS. Proceeds
from charitable gaming conducted by a permittee fraternal organ—
ization may not be used to support the operations of the organ—
ization itself. (Eff. 9/7/60, Reg. 2; am I 1 , Reg. )

Authority: AS 05.15.060
AS 05.15.150
15 AAC 105.060 is repealed:
15 AAC  105.060. EDUCATIONAL ORGANIZATION. Repealed
11 .
15 AAC 105.070 is repealed:

15 AAC 105.070. VETERANS®™ ORGANIZATION. Repealed 7/ /

15 AAC 105.Uo00 1is repealed:



15 AAC 105.080. POLICE OR FIRE DEPARTMENT AND COMPANY.
Repealed / 7/

15 AAC 105.090 1is repealed:
15 AAC 105.090. DOG MUSHERS® ASSOCIATION. Repealed

/ /7
15 AAC 105.095 is repealed:

15 AAC 105.095. OUTBOARD MOTOR ASSOCIATION. Repealed
I

15 AAC 105.100 1is repealed:

15 AAC 105.100. FISHING DERBY ASSOCIATIONS. Repealed
Il

15 AAC 105.105 1is repealed and readopted to read:

15 AAC 105.105. NONPROFIT TRADE ASSOCIATIONS. "Non-profit
trade association,”™ as used in AS 05.15.210(19), means a quali—
fied organization whose members are merchants, craftspersons, or
business firms in a particular trade or industry organized in the
state for the promotion of the common interests of that trade or

industry. A non-profit trade association can satisfy the re—
quirement of 15 AAC 105.165(b)(3) by listing its members and mem—
bers of 1ts members if necessary and appropriate. However, a

member-in-charge of an activity conducted under a permit held by
a nonprofit trade association must be a natural ©person.
(Eff. 9/7/60, Reg. 2; am / [/ , Reg. )

Authority: AS 05.15.060
AS 05.15.130

15 AAC 105 is amended by adding a new section to read:

15 AAC 105.107. OPERATORS. (a) A permittee may contract
with a consultant to operate gaming activities authorized by a
permit. Such a consultant or "operator™ must be a natural per—
son, not a corporation. A copy of the complete executed contract
between the permittee and the operator must be submitted by the
permittee to the department within 30 days of its execution. The
term of an operator contract may not exceed the term of the an—
nual permit.

(b) An operator and employees of an operator are subject to
AS 05.15 and this chapter just as are the permittee and its mem—
bers and employees. The actions of an operator and employees of

an operator are grounds for suspension or revocation of the
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