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Page 2 of2R even u e/E xp en d itu resOperating expenditures and revenues w ill vary from state to state depending on many factors including the number and type o f  gam es, size o f  m axim um  p ay o ff, p a y o ff percentage, state and local regulations, size o f  population, geography, population density, propensity to gam ble, personal disposable income and history o f  gam ing. For exam ple, according to L a  F le u r  s 2003 World Lottery A lm anac, net incom e (total sales -  prizes - expenses) to lotteries (excluding electronic gam ing) varies between $8 per person in South Dakota and M ontana to $140 per person in M assachusetts.
Even i f  it was possible to know the exact games that the A lask a State Lottery Corporation w ould choose, it would still be very difficult to estimate the operating expenses and revenue because o f  how hard it is to adjust for difference in dem ographic and socioeconom ic characteristics. How ever, without know ing what type and number o f  games w ill be chosen, it is impossible to obtain any useful estimates.
Because South Dakota is the state closest to Alaska in total personal incom e ($20._ vs. $20.7 billion) and very close to Alaska in population (761,063 vs. 643,786) it may represent the best proxy for gam bling revenues in A laska. In F Y  2002 the net incom e to South Dakota from lottery games and instant tickets was $6.3 m illion. T his includes powerball (the most popular multi-state game), cash lotto (South D akota's in-state lottery game) and instant tickets and other lottery games, but does not include electronic gam ing m achines. I f  we adjust for the number o f  potential players in A laska then our after-prize income estimate would be $10 m illion. I f  we then adjust expenses using the average annual pay differential from the Bureau o f  Labor Statistics then the total expense estimate for A lask a would be $8.7 m illion. The A lask a  lottery would then only generate an estimated net incom e o f  $1.3 m illion. In addition, a lottery will have an effect on charitable gam ing. This is particularly true o f  instant tickets that are very sim ilar to pull-tabs. In fiscal year 2002 the state received $2.5 m illion from fees and taxes levied on the charitable gam ing industry. W e expect that a lottery (particularly i f  it included instant tickets) w ould reduce this amount.

O f  course there are states with higher per person lottery sales and it is possible that A laska would be closer to the median powerball or instant ticket per person sales. U sing the medians, the estimated net income to A lask a from instant tickets ($7.0 m illion) and powerball ($3.0 m illion) would then be closer to $10 m illion a year. T his estimate is probably high because it is skewed upwards by those states that attract cross-border traffic and does not account for higher costs in A laska.



Alaska Synod of the Evangelical Lutheran Church in America
R E S O L U T I O N  T O  2003 A L A S K A  S Y N O D  A S S E M B L Y

A  resolution con cernin g: A  com m itm ent to oppose the leg alizatio n  o f  gam bling in the State  o f  A la sk a  as a solution to the state's fiscal problem s.Whereas, as b u :lget d eficits  loom  over the governing o f  the State o f  A la sk a ; andWhereas, expansion o f  leg a lized  gam b lin g , in clu d in g  lotteries and video poker, have b een  proposed as a w ay to help  solve A la s k a ’ s fiscal p roblem s; andWhereas, proponents o f  g a m b lin g  w ill prom ote it as a  volu n tary activity  that does not u n fairly  im pact people, and w ill generate great am ounts o f  m oney for the state; andWhereas, studies have show n that costs to society s ig n ific a n tly  e x ceed  revenues generated; andWhereas, the 1995 E v a n g e lica l Lutheran C h u rch  in A m e r ic a  published study guide on the im pacts o f  g a m b lin g  on the com m unity and the poor have show n that poor people spend a m uch larger proportion o f  their incom e on the lottery than do those in other in co m e  brackets; andWhereas, the F in al R ep o rt o f  the N ational G a m b lin g  Im p a ct Stud y C o m m issio n  o f  1999 fo u n d  that g a m b lin g  add iction  increases su icid e , d ivo rce , h om elessness, dom estic abuse an d  n eglect; as w ell as increasing a  so ciety ’ s costs -  in c lu d in g  jo b  loss, unem ploym ent an d  w elfare b enefits, p oor p h ysical and m ental health; andWhereas, le g a lize d  g a m b lin g  seem s to violate  our strong com m itm ent to progressive taxatio n  -  the idea that those w ho are better able to pay sh o u ld  bear a greater portion o f  p u b lic  burdens; now , therefore be itResolved, T hat the A la sk a  Sy n o d  o f  the Evangel""! Lu th eran  C h u rch  in A m erica , m e e tin g  in assem b ly  in Fairbanks on M a y  3 ,2 0 0 3 , expresses its opposition to efforts to e x p a n d  leg a lized  gam b lin g in the State o f  A la sk a , as a solu tio n  to the state’ s fiscal problem s.Passed by a unanimous vote May 3,2002. R e v . K a re n  So n ray , Secretary /
V fr.SK A Sv,y„
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March 12, 1997: "Gambling in Oregon"”, Report o f the Independent Study 
Committee formally affiliated with the City Club of Portland.

Executive Summary:

Oregon is addicted to gambling.

In less than two decades, the state has gone from being one where gambling 
activity was mostly illegal, to one where the level of gambling rivals that of 
Nevada. Revenue from state-sponsored gambling, once an incidental source of 
funds, is now second only to the income tax as a discretionary source o f 
revenue for this state.

The presence of gambling in our state is not new, but the existence o f a virtual 
state monopoly is relatively recent wrinkle in gambling's history in Oregon.

The purpose of the Lottery, as stated clearly in the original initiative, is to 
generate revenue in a manner that "is commensurate with the public good." 
What has never been make clear is what is the State's interpretation of that 
mandate as it relates to overall public policy. This lack responsibility on the 
part of our elected officials has led to a host of associated problems; these 
problems are only compounded by the massive amount of revenues generated 
by the Lottery. Such problems include:

The presence of the state in actively promoting gambling, which presents a 
clear conflict of interest with respect to the role of the State in protecting the 
social, moral and material welfare of its citizens. The State should instead 
confine itself to a regulatoiy role in relation to gambling, with the 
understanding that any other involvement on the part of the State threatens to 
devolve into a classic case o f 'the ends justifying-the means.'

Oregon's increasing dependence on video poker revenues specifically, which 
statistics show to be by far the most addictive form of gambling currently legal 
in Oregon. A majority o f state programs are already hostage to video poker 
revenues for their ongoing funding, and are therefore subject to a source of 
revenue which is prone to fluctuation from year to year, rendering precise 
budget forecastinr impossible.

The seemingly "painless" money raised by state-sponsored gambling, which 
has allowed the Legislature to conveniently duck tire greater issues surroundinghttp://www. dweezil. org/~dweezil/no66/thoughts-on-state-sponsored-gambling. htm 9/3/03
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me need to examine other sources of funding for the State; it cannot be only 
coincidence that the passage of both Measure 5 and Measure 47 have brought 
calls for an expansion o f gambling products in Oregon..

A marked increase in gambling addiction and related problems with no clear 
mandate to treat, let alone prevent, such tragedies. National research indicates 
that as many as 5% of our citizens are at risk of becoming gambling addicts, 
with all the attendant problems of increasing rates of embezzlement and other 
white collar crimes, as welf as job losses and resulting family dysfunction and 
disintegration.

February 23, 1997: "Curbing a gambling habit", The Oregonian.

As we've said before, this growing reliance on state gambling to pay for key 
state services — education, for example -- is irresponsible because it is a 
regressive tax on the gullible and because it invites the growth of the gambling 
industry in Oregon which is not the kind of economic development that will 
make Oregon a better place to live.

"It's ironic that the legislators who absolutely don't want to raise taxes on the 
people don't define this (gambling) as a tax ...I don't want to reach a point in 
this state where the need for more gambling drives social policy. " Governor 
John Kitzhaber

http://www.dweezil.org/~dweezil/no66/thoughts-on-state-sponsored-gambIing.htm 9/3703
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Oregon Case Study

Relying on gambling revenue is not without its consequences for a state-consider Oregon. Ir 
1991, the Oregon Legislature authorized the Oregon Lottery Commission to operate a state- 
run electronic gambling system with video lottery and draw poker machines throughout the 
state. The system was available-to establishments that sell alcohol by the drink. In 1992, the 
Oregon Lottery started collecting revenue from the video lottery and draw poker machines.

In 1997, after a state task force noted its concerns about the social impact of gambling 
addiction, Oregon Governor John Kitzhaber issued a new policy framework to balance the 
state's use of gambling revenue with the "the puolic good."

The following are highlights of Governor Kitzhaber's revised gambling policy after just five 
years of experience with a system similar to one being considered by some legislators in 
Washington.

Governor Kitzhaber’s Findings
• The legalization of video poker terminals resulted in greater dependence in the 

restaurant and bar business on video poker revenue.
• There are three categories of gambling "addiction" or dependency in Oregon:

1. Gambling addiction among individuals.
2. Dependence on lottery proceeds by certain retailer establishments.
3. Dependence on lottery proceeds by the State of Oregon itself.

• It is not commensurate with the oublic good to increase addiction or dependency in 
any of these three categories.

Governor Kitzhaber's Recommendations
• Reduce gambling addiction among Oregonians by increasing funding for identificatioi 

outreach, treatment and other measures.
• Reduce the dependence of retail establishments on lottery proceeds by tightening 

retailer commission regulations.
• Reduce the dependence of the State of Oregon on lottery proceeds with new laws to 

limit the use and expenditure of gambling revenue.
• Halt the expansion of the Oregon Lottery by prohibiting video line games and 

imposing a freeze on the number of lottery machines until the accompanying 
recommendations have been addressed,

®  Download this information

PO Box 4882, Seattle, WA 98194 • info@wctsr.orQ • (206) 729-2166 
©  2002 The Washington Coalition for Tribal Self-Reliance. All Rights Reserved. 

Development by Morse BestTnnovation: Original art design by David Montgomery

Home | About the Coalition | 
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COMPASS: Points of view from the commwuty

By THE REV. MICHAEL KEYS
As budget ilellcils lobm o\er.)itnenu 

itnil o ilier purls of Alaska, many are seek­
ing easy solutions lo difficult problems. A 
series of regressive and Hat lax solutions
— a first paycheck “ head” tax, the elimina­
tion of Ihe longevity bonus or the reduction 
of Hie Permanent Fluid dividend — have 
been proposed, which target the working 
poor in ways llutl show justice; fairness and 
ability to pay have been abandoned. With 
reduced federal and slate services because 
of program cuts, the working poor are be­
ing hit by a “perfect storm” of economic ■ 
disaster.

Now gambling is proposed as an easy 
way to solve Alaska's problems. Gambling 
promoters will parade the statistics show­
ing how much money lotteries and video 
poker will generate for the stale. "This is 
a voluntary activity," they will proclaim,
"lltei cl'ore no one is unfairly impacted."
Yet, w ill we honestly evaluate the true 
costs lo Alaska and Ihe poor?

As a pastor, 1 have sal with many fami­
lies devastated by the consequences of 
“ playing" video poker, pull tabs and lotter­
ies. One study of gamblers in Iowa showed . 
lhal the rate of compulsive gambling rose 
from 1.7 percent in 19119 (before casinos 
were introduced) to 5.<1 percent of the adult 
population in 1995 (after several years of 
casino operation).

In 1995, the Evangelical Lutheran 
Church in America published a study guide 
on the impacts of gambling on Hie com­
munity and the poor (www.elca.org/dcs/ 
gamhling.hlml): "As studies have shown
— including those conducted by lotteries 
themselves — poor people spend a much 
larger proportion of their income on Hie 
lottery than do those in middle- or upper- 
income brackets. In tact, recent studies 
suggest that the poor spend more on the

I  challenge o u r representatives and the 
gove rn o r to  no t he seduced into easy 

solutions. D o  no t le t A laska  prom ote values 
w hich co n tra d ic t that which has made Alaska  

s tro n g — virtues o f  th rift, ha rd  work and  
responsibility., -•

lottery in absolute, not merely propor­
tional, terms. If  we conduct stale lotteries 
principally because they raise public funds, 
then lotteries seem to vin ito our strong 
commitment lo progressive taxation — the 
idea lhat those who a re !; I ter able lo pay 
should bear a greater per' ion of public .. 
burdens. A l the very leai - Ihe costs of our 
common projects should not fall dispropor­
tionately on the poor.”

Those who argue for gambling are not 
honest about who is largt oil. Lottery 
advertisers target Ihe poor, preying on a 
sense of economic hopelessness, claiming 
lo offer a real chance of financial success, 
promising lo lake you from “your street to 
easy street." The odds for winning in stale- 
sponsored gambling ai e often overstated 
by Hie promoters; lotteries generally pay 
out around 50 percent of the amount wa­
gered. The ELCA study reports:

“ Billboards and radio commercials fo­
cus on lower-laconic areas and markets, 
while ad campaigns and new games are 
limed to coincide with the release of gov­
ernment benefit checks. Lotteries are sold 
the same way as any other product: iden­
tify likely consumers, then stimulate their 
desire."

When Attorney General John Ashcroft 
served in the U.S. Senate, ne commented 
that communities enibrace gambling

because they’re inlying into a lie, a quielc- 
lix mentality that results in bankruptcy,

, higher crime and personal destruction. 
Bishop William Morris of Nashville-United 
Methodist Church commented:

“There is no other way to say it. A lot­
tery is an immoral means (lint balances 
our stall, budget on the backs of the poor,
... The clutrch has no choice but to be in­
volved. ... We believe gambling is a menace 
to society. We believe governments need to 
seek sources of funding lhal offer balanced, 
long term solutions.”

Public officials should look at Ihe wide 
range of concerns expressed by national 
religious leaders and denominations 
concerning stale-sponsored gambling. I 
challenge our representatives and the gov­
ernor to not be seduced into easy solutions. 
Do not let Alaska promote values that con­
tradict those lhat have made Alaska strong 
— virtues of thrill, hard work and respon­
sibility. Public officials need lo be held 
accountable for (he fiscal gap and the dcci 
sions about taxation. When the common 
good is aL stake, the community should 
fund il. Regressive nr fiat taxes arc not the 
solution, nor is promoting gambling: Real 
solutions require real leadership.HI ihe Itcv. Michael F. Keys Is (lie paster ill Central Lutheran Chinch In Ancliorago.

http://www.elca.org/dcs/


Legislative Hearing Gambling Testimony Rev.. Dennis B. Hoi way October 1, 20Goi
My name is Dennis Holway. I am a United Methodist Superintendent and come to you on behalf of our Bishop, The Rev. Edward Paup, of the Portland Episcopal area, which includes the state of Alaska.I want to submit a copy of an anti gambling petition that was passed by a unanimous vote at our statewide gathering this past June. It is a strong statement that shares much in common with the host of other mainline denominations that are opposing statewide gambling.In addition I want to share a perspective on what I see as a potentially unhealthy pattern for dealing with the needs of those who will become victimized by statewide gambling and are thus forced to turn to and often become dependent upon state services.As a person of faith I see our denomination's anti gambling stance a first step of compassion. One can easily make a case against gambling from the standpoint of ethics and even morality but I see our anti gambling stance as one of compassion.Legislators are obviously looking for potential income for a dwindling state revenue. Gambling will provide additional revenue if these bills are passed, BUT at what price?It is a realit) that legalized gambling will have a downside, particularly among the poor who can least afford it. Those who suffer from addiction to gambling will eventually come back to the state for aid . . .  for themselves and for their families.There is a price to pay.But the state won't have the funds to adequately deal with such individuals so the state will "out source" them and their needs to the faith based communities and our services and programs because we are a people of compassion and we cannot turn our backs on the needs of fellow human beings.I see the beginning of a de-humanizing cycle that can be stopped right here and now. To speak out against these .wo pieces of gambling legislation are the first steps of compassion . . .  for all of us!I ask that the Senate Labor and Commerce Committee consider standing with the faith, community in opposition to these two pieces of potential legislation.



P E T IT IO N  A PP R O V E D  BY T H E  2003 A L A SK A  M ISS IO N A R Y  C O N F E R E N C E ,M A Y  30 -  JU N E  2, 2003RESISITIN G  FUTURE EFFORTS TO L E G A L IZ E  EXPANDED G A M B LIN G  INA L A S K A
W H E R E A S , the Social Principles o f  The United Methodist Church say, "Gambling is a menace to society, deadly to the best interests o f  moral, social, economic and spiritual life, and destructive or good government" (^|163G, page 115 o f  the Book o f D iscipline); andW H E R E A S , The Social Principles o f  The United Methodist Church also call upon us to "promote standards and personal lifestyles that would make unnecessary and undesir ble the resort to commercial gambling - as a recreation, as an escape, or as a means o f  producing public revenue or funds for support o f  charities or Government” (1163G, page 115 o f  the Book o f D iscipline); andW H E R E A S , the Final Report o f  he National Gam bling Impact Study Commission - completed in 1999 recommends "...that states should not authorize any further convenience gambling operations and should cease and roll back existing operations" and "that jurisdictions considering the introduction o f  new forms o f  gambling or the significant expansion o f  existing gambling operations should sponsor comprehensive gambling impact statements"; andW H E R E A S , the Commission further recommends "that students should be warned o f  the dangers o f  gambling, beginning at the elementary level and continuing through college; and,W H E R E A S , the Commission found that gambling addiction increases suicide, divorce, homelessness, domestic abuse and neglect; as well as increasing a society's costs - including job loss, unemployment and welfare benefits, poor physical and mental health;T H E R E F O R E , the Alaska Missionary Conference o f  The United Methodist Church takes this strong stand in opposition to all legislative efforts to legalize electronic gaming machines (slot machines), a state lottery, or any other form o f  gambling in the hope o f  raising revenues and thereby placing the State o f  Alaska in the position o f  promoting gambling and its social costs; and F U R T H E R M O R E , we encourage all United Methodist and other faith communities in Alaska to provide educational opportunities for all age groups on the nature and hazards o f  legalized commercial gambling; andF U R T H E R M O R E , we encourage the Alaska Christian Conference and other faith groups in Alaska - as well as professional, business and political organizations - to join in a cooperative effort to resist future efforts to legalize expanded gambling in Alaska; andF U R T H E R M O R E , we request that copies o f  this resolution be mailed to the Governor and all members o f  the Alaska State Legislature, as well as other appropriate leaders in Alaska.



N A TIO N A L G A M B L IN G  IM PA C T  STUDY C O M M IS S IO N  - C H A R T E R

AuthorityCongress authorized The National Gambling Impact Study Commission ("the Commission") on June 3, 1996 by Public Law 104-169. The Commission is subject to the standards and requirements o f the Federal Advisory Committee Act (FACA), as amended, with respect to meetings, hearings, and availability of Commission records, and other matters.Purpose and FunctionThe implementing statute for the Commission establishes i' as an independent commission, which is not under the auspices o f any executive agency, nor specifically controlled by the legislative or judicial branches o f government.The Commission must conduct a comprehensive legal and factual study of the social and economic impacts o f gambling on (1) federal, state, local, and Native American tribal governments; and (2) communities and social institutions including the individuals, families, and businesses which compose them. At a minimum, the study should include the following:1. A  review o f existing government policies and practices regarding legalizing and prohibiting gambling, including the costs o f such policies and practices;2. An assessment o f the relationship between gambling and levels of crime, including existing enforcement and regulatory practices that address such relationship;3. An assessment of pathological or problem gambling, including its impact on individuals, families, businesses, social institutions, and the economy;4. An assessment o f gambling's impact on individuals, families, businesses, social institutions, and the economy generally, including advertising's role in promoting gambling and gambling's impact on depressed economic r eas;5. An assessment of the extent to which gambling provides revenue to State, local, and Native American tribal governments and the extent to which possible alternative revenue sources may exist for such governments; and6. An assessment o f the interstate and international effects o f electronic gambling, including the use of interactive technologies and the Internet.The Commission must comprehensively report its findings and conclusions, together with its recommendations, if  any, to the President o f the United States, the United States Congress, the State Governors, and Native American tribal governments no later than two years after the date o f its first meeting. The report shall include summaries o f the material the Commission relied on in preparing the report including summaries of reports made by the Advisory Commission on Intergovernmental Relations and the National Research Council.Structure and MeetingsThe Commission consists o f nine members appointed for the life o f the Commission. The President of the United States, the Majority Leader of the Senate, and the Speaker of the House o f Representatives each appoints three members to the Commission. These individuals are to consult among themselves, to the extent possible, to achieve a fair and equitable representation o f the various points of view regarding those issues that the Commission will study.Congress has authorized such sums as needed for the Commission to carry out its purposes and has to date appropriated four million dollars. Such funds are to remain available until expended.The President, the Majority Leader o f the Senate, and the Speaker o f the House shall jointly designate the Commission's Chairman, who has the authority to call the initial and all subsequent meetings. Five Commissioners shall constitute a quorum to conduct official business, but the Commission may establish a lesser quorum to conduct hearings.The Chairman has the authority to appoint and terminate an Executive Director and other such personnel necessary for the Commission to perform its duties. The appointment and termination o f the Executive Director shall be subject to confirmation by a majority of the Commission's members. The Chairman also has the authority to utilize detailed government employees without reimbursement and to procure temporary and intermittent services. The Commission shall have the power (1) to conduct hearings as it deems advisable to execute its duties; (2) to issue subpoenas to compel production of information from anywhere in the United States; (3) to issue subpoenas to compel oral or written explanations of materials obtained by subpoena; and (4) to secure information directly from any Federal department or agency.Dated and Filed: June 15, 1997, Kay C . James, Chairman, National Gambling Impact Study Com.
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A la sk a  S y n o d  o f  th e  E v a n g e lic a l L u th e r a n  C h u rc h  in A m erica

RESO LUT IO N  TO 2003 A l A SK A  SYN O D  A S SEM B LY

A  resolution concerning: A  commitment to oppose the legalization o f gambling in the 
State o f A laska as a solution to the state's fiscal problems.

W hereas, as budget deficits loom over the governing o f  the State o f  A laska; and

W hereas, expansion o f  legalized gambling, including lotteries and video poker, have 
been proposed as a way to help solve A laska ’ s fiscal problems; and

W hereas, proponents o f  gambling will promote it as a voluntary activity that does not 
unfairly impact people, and w ill generate great amounts o f  money for the state; and

W hereas, studies have shown that costs to society significantly exceed revenues 
generated; and

W hereas, the 1995 Evangelical Lutheran Church in America published study guide on 
the impacts o f  gambling on the community and the poor have shown that poor people 
spend a much larger proportion o f their income on the lottery than do those in other 
income brackets; and

W hereas, the Final Report o f  the National Gambling Impact Study Commission o f 1999 
found that gambling addiction increases suicide, divorce, homelessness, domestic abuse 
and negiect; as well as increasing a society’ s costs -  including job  loss, unemployment 
and welfare benefits, poor physical and mental health; and

W hereas, legalized gambling seems to violate our strong commitment to progressive 
taxation -  the idea that those who are better able to pay should bear a greater portion o f 
public burdens; now, therefore be it

Resolved , That the A laska Synod o f the EvangNh Lutheran Church in America, 
meeting in assembly in Fairbanks on May 3, 2003, expresses its opposition to efforts to 
expand legalized gambling in the State o f  A  ska, as a solution to the state’ s fiscal 
problems.

Passed by a unanimous vote M ay  3, 2003.



J Some thoughts on State sponsored gambling Page 1 of 2

V O T E  N O  O N  M E A S U R E  6 6

March 12, 1997: "Gambling in Oregon", Report of the Independent Study Committee formally affiliated with the City Club of Portland.Executive Summary:Oregon is addicted to gambling.In less than two decades, the state has gone ffom being one where gambling activity was mostly illegal, to one where the level of gambling rivals that of Nevada. Revenue from state-sponsored gambling, once an incidental source o f funds, is now second only to the income tax as a discretionary source o f revenue for this state.The presence of gambling in our state is not new, but the existence of a virtual state monopoly is relatively recent wrinkle in gambling's history in Oregon.The purpose of the Lottery, as stated clearly in the original initiative, is to generate revenue in a manner that "is commensurate with the public good." What has never been make clear is what is the State's interpretation o f that mandate as it relates to overall public policy. This lack responsibility on the part o f our elected officials has led to a host of associated problems; these problems are only compounded by the massive amount of revenues generated by the Lottery. Such problems include:The presence of the state in actively promoting gambling, which presents a clear* conflict of interest with respect to the role o f the State in protecting the social, moral and material welfare o f its citizens. The State should instead confine itself to a regulatory role in relation to gambling, with the understanding diat any other involvement on the part o f the State threatens to devolve into a classic case of'the ends justifying the means.'Oregon's increasing dependence on video poker revenues specifically, which statistics show to be by far the most addictive form of gambling currently legal in Oregon. A majority o f state programs are already hostage to video poker revenues for their ongoing funding, and are therefore subject to a source of revenue which is prone to fluctuation from year to year, rendering precise budget forecasting impossible.The seemingly "painless" money raised by state-sponsored gambling, which has allowed the Legislature to conveniently duck the greater issues surrounding
http://www.dweezil.org/~dweezil/no66/thoughts-on-state-sponsored-gambling.htm 9/3/03
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the need to examine other sources of funding for the State; it cannot be only 
coincidence that the passage of both Measure 5 and Measure 47 have brought 
calls for an expansion o f gambling products in Oregon..

A marked increase in gambling addiction and related problems with no clear 
mandate to treat, let alone prevent, such tragedies. National research indicates 
that as many as 5% of our citizens are at risk of becoming gambling addicts, 
with all die attendant problems of increasing rates of embezzlement and other 
white collar crimes, as well as job losses and resulting family dysfunction and 
disintegration.

Februaiy 23, 1997: "Curbing a gambling habit", The Oregonian.

As we've said before, this growing reliance on state gambling to pay for key 
state services -- education, for example -- is irresponsible because it is a 
regressive tax on the gullible and because it invites the growth of the gambling 
industry in Oregon which is not the kind of economic development that will 
make Oregon a better place to live.

"It's ironic that the legislators who absolutely don't want to raise taxes on the 
people don't define this (gambling) as a tax ...I don't want to reach a point in 
this state where the need for more gambling drives social policy. " Governor 
John Kitzhaber

http://www.dweezil.org/~dweezil/no66/thoughts-on-state-sponsored-gambling.htm 9/3/03

http://www.dweezil.org/~dweezil/no66/thoughts-on-state-sponsored-gambling.htm


Washington Coalition for Tribal Self-Reliance - Oregon Case Study Page 1 of 1

Home | About the Coalition | Tribal Governments & Gaming | Current Gambling | Expansion Proposals | FAQ | Editorials &

Related Topics: Oregon Case Study
En terta inm en t Industry  
C oa lit ion  Proposa l

E le c tron ic  G am ing -Curren t 
a n d  Proposed

C ard  R o om  and  R estau ran t 
R e v en u e s

Im p a c ts  of Fxpanded 
G am b lin g

O r e g o n  C a se  S tudy

C o s t  to  O th er  Bu s in e sse s

Relying on gambling revenue is not without its consequences for a state-consider Oregon. Ir 
1991, the Oregon Legislature authorized the Oregon Lottery Commission to operate a state- 
run electronic gambling system with video lottery and draw poker machines throughout the 
state. The system was available to establishments that sell alcohol by the drink. In 1992, the 
Oregon Lottery started collecting revenue from the video lottery and draw poker machines.

In 1997, after a state task force noted its concerns about the social impact of gambling 
addiction, Oregon Governor John Kitzhaber issued a new policy framework to balance the 
state's use of gambling revenue with the "the pm>l». good."

The following are highlights of Governor Kitzhaber's revised gambling policy after just five ' 
years of experience with a system similar to one being considered by some legislators in 
Washington.

Governor Kitzhaber's Findings
• The legalization of video poker terminals resulted in greater dependence in the 

restaurant and bar business on video poker revenue.
• There are *hree categories of gambling "addiction" or dependency in Oregon:

1. Ga nbling addiction among individuals.
2. Dependence on lottery proceeds by certain retailer establishments.
3. Dependence on lottery proceeds by the State of Oregon itself.

• It is not commensurate with the public good to increase addiction or dependency in 
any of these three categories.

Governor Kitzhaber's Recommendations
• Reduce gambling addiction among Oregonians by increasing funding for idenbficatioi 

outreach, treatment and other measures.
• Reduce the dependence of retail establishments on lottery proceeds by tightening 

retailer commission regulations.
• Reduce the dependence of the State of Oregon on lottery proceeds with new laws to 

limit the use and expenditure of gambling revenue.
• Halt the expansion of the Oregon Lottery by prohibiting video line games and 

imposing a freeze on the number of lottery machines until the accompanying 
recommendations have been addressed.

© Download this information

PO Box 4882, Seattle, WA 98194. infotawctsr.org .  (206) 729-2166 
©  2002 The Washington Coalition for Tribal Self-Relance. All Rights Reserved. 
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COR/iPASSs Points of view from the community

By THE REV. MICHAEL KEYS
As budget deficits lo&tn over Juneau 

and other parts of Alaska, many are seek­
ing easy solutions lo difficult problems. A 
series of regressive and flat lax solutions 
— a first paycheck “head" tax, the elimina­
tion of the longevity bonus or the reduction 
of the Permanent Fluid dividend— have 
been proposed, which target the working - 
poor in ways that show justice; fairness and 
ability lo pay have been abandoned. With 
reduced federal and state services because 
of program cuts, the working poor are be­
ing hit by a “perfect storm" of economic • 
disaster.

Now gambling is proposed as an easy 
way to solve Alaska’s problems. Gambling 
promoters w ill parade the statistics show­
ing how much money lotteries and video 
poker will generate for the state. “ This is 
a voluntary activity," they will proclaim,
“ tliei ufore no one is unfairly impacted.”
Yet, will we honestly evaluate the true 
costs lo Alaska and the poor?

As a pastor, I have sat w itli many fami­
lies devastated by the consequences of 
“playing” video polcer, pull-tabs and lotter­
ies. One study of gamblers in Iowa showed . 
that the rate of compulsive gambling rose 
from 1.7 percent in 19119 (before casinos 
were introduced) to 5.4 percent of the adull 
population in 1995 (after several years of 
casino operation).

In 1995, the Evangelical Lutheran 
Church in America published a study guide 
on the impacts of gambling on the com­
munity and the poor (www.elca.org/dcs/ 
gambling.html): "As studies have shown 
— including those conducted by lotteries 
themselves — poor people spend a much 
larger proportion ol their income on the 
lottery than do those in middle- or upper- 
income brackets. In fact, recent studies 
suggest that the poor spend more on the

1 challenge our representatives and the 
governor to not be seduced into easy 

solutions. Do not let Alaska promote values 
which contradict that which has made Alaska 

strong — virtues o f thrift, hard work and 
responsibility..

lottery in absolute, not merely propor­
tional, terms. If  we conduct stale lotteries 
principally because they raise public funds, 
then lotteries seem to vio *lc our strong 
commitment to progress :e taxation — the 
idea that those who are b Iter able to pay 
should hear a greater pec ion of public . 
burdens. At the very leas-. the costs of our 
common projects should not fall dispropor­
tionately on the poor.”

Those who argue for gambling ar not 
honest about who is largi ad. Lottery 
advertisers target the poor, preying on a 
sense of economic hopelessness, claiming 
to offer a real chance of financial success, 
promising lo lake you from “your street to 
easy street." The odds for winning in stale- 
sponsored gambling are often overstated 
by the promoters; lotteries generally pay 
out around 50 percent of the amount wa­
gered. The ELCA study reports:

“ Billboa :1s and radio commercials fo­
cus on lower-income areas and markets, 
while ad campaigns and new games are 
timed,to coincide with the release of gov­
ernment benefit checks. Lotteries are sold 
the same way as any other product: iden­
tify likely consumers, then stimulate their 
desire.”

When Attorney General John Ashcroft 
served in the U.S. Senate, ie commented 
that communities einbrac gambling

because they’re buying into a lie, a quick- 
fix mentality lhat results in bankruptcy,

, higher crime and personal destruction. 
Bishop William Morris of Nashville-United 
Methodist Church commented:

"There is no other way to say it. A lot­
tery is an immoral means Hint balances 
our slate budget on the hacks of the poor.
.. . The church has no choice but lo be in­
volved. ... We believe gambling is a menace 
to society. We believe governments need to 
seek sources of funding lhal offer balanced, 
long-term solutions.”
. Public officials should look at the wide 
range of concerns expressed by national 
religious leaders and denominations 
concerning stale-sponsored gambling. I 
challenge our representatives and the gov­
ernor to not be seduced into easy solutions. 
Do not let Alaska promote values llia t con­
tradict those lhat have made Alaska strong 
— virtues of thrift, hard work and respon­
sibility. Public officials need lo be held 
accountable for the fiscal gap and the deci­
sions about taxation. When the common 
gpOd is al stake, the community should 
fund it. Regressive or flat taxes are not the 
solution, nor is promoting gambling: Real 
solutions require real leadership.IU Ilia Rev. Michael F. Keys Is the pastor u( Central Lutheran Chinch In Andinrago.
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Independent Insurance Agents & Brokers
W o rk e rs ' C om pen sa tio n  -  A  B ro k e rs ' P e rspe c tive

Lori K. Wing, CIC, CRM PresidentIndependent Insurance Agents and Brokers, Inc. PO Box 112908 Anchorage, AK 99511-2908

A  Brokers' PerspectiveWho do we work for -
V Employers (Our Clients)Who do we work with -
>/ Employees (Claimants)Insurers (Suppliers)

1



W C  and Em ployersStatutory -  Employers are required to provide WC for their employees.Contractually -  Many employers are required to provide WC, regardless if they are sole proprietors or not, to fulfill their contractual obligations. Most contracts provide that the WC insurer may not subrogate back against the owner of the project, property, etc.
j r . m s k a — ---

W ho is providing the Workers' 
Compensation policies?

VThere are an estimated 400+ insurers that are filed 
to write Property and Casualty insurance in Alaska. 

S Of those 400+ insurers approximately 100 are filed 
to write Workers' Compensation, 

v' O f those 100 approximately 15 currently write 
Workers' Compensation policies in Alaska, 

v' O f those 15 approximately 8 actually write Workers' 
Compensation policies in Alaska for employers not 
associated with a multi-state, national or 
international corporation or association.

S O f those 8 approximately 4 write in rural areas of 
Alaska.

■>



W C  M arket Share -  In 2002Al.ni..* National Insurance Company 41.1%Commerce and Industry 10.3%liltcny Mutual f iie Insurance Company 6.27%f.n;!o P.'c.iic Insurance Gunpany 5.92%liberty Northwest Insurance Corp. 4.69%Employers ot Wausau 3.96%Republic Indemnity Company tti America 2.59%Zurich American Insurance Company 1.72%Alaska Timber Insurance Exchange 1.64%Sale Famr fire and Casually Company 1.52%American Interstate Insurance Company 1.47%Ace Fire Underwriters Insurance Company 1.31%American Horne Assurance Company 1.20%Umialik Insurance Company 1.16%lumbermen's Mutual Casually Company 1.09%Insurance Canpany of North America .96%libeny MiCuoJ Insurance Company .97%Tokio Marine and Fire Insurance Company .83%Sentry Insurance .82%North American Specialty Insurance .78%Total ! 90.29%

W C  M arket Share -  In 2002Alaska National Insurance Company 588.457.000Commerce and Industry 522.166.000libcrtyMuiii.il Fire Insurance Company 513.485.000Eagle P.H-ific Insurance Company 512.729.000liberty Northwest Insurance Corp. SI0.090.000fmployers ot Wausau 58.514.000Republic Indemnity Company ol America 55.576.000Zurich American Insurance Company SJ.699.000Alaska Timber Insurance Exchange 53.522.000Sate Farm Fire awl Casually Canpany 53.266.000American Interstate* Insurance Company 53.155.000Ace Fire Urdetwliters Insurance Canpany 57.814.000American llane Assurance Company 52.573.000Umialik Insurance Canpany 52.492.000lumtiermen's \t«jnal Casualty Company 52.1J8.000Insurance Company or Nortii America 52.105.000liberty Mutual Insurance Company 52.086.000Tokro Marine ami 1 ire Insurance Company 51.785.000Sentry Insurance 51.758.000North American Specially Insurance 51. (>86.000| Total Si 94.296.000



W h y  so few  insurers?
Regardless of what type of Property and Casualty 
insurance an insurer may write, they are looking to:

S Meet minimum premium thresholds within the 
region (or state);

S Price competitively yet make a profit; and 
•/ Cost effectively provide services to their insureds 

(i.e. claim administration and loss control).

Most insurers do not feel they can accomplish this in Alaska.

/ItASXA—-v

Why so few insurers writing WC?Combined Loss Ratios -  The sum of two ratios, one calculated by dividing incurred losses plus loss adjustment expenses by earned premiums and the other calculated by dividing all other expenses by written premiums.Used in both insurance and reinsurance, a combined ratio below 100% is indicative of an underwriting profit.



Historical Alaska WC 
Combined Loss Ratios
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How, Why and What HappenedSoft Market -
Since the early 1990s the insurance industry has been in a 
"Soft Market" and it became too soft.

S We forgot what we paid in the 1980s.
^ W e  forgot what we paid in the 1990s.

Based on the now known losses, insurers were under 
pricing their product. They were hoping to be 
competitive (write new business and retain existing 
business) and make up the under pricing with the return 
on their investments.



A n d  then ca m e  2001
The w orst year ever to r the Property and Casualty 
insurance industry.

S $7.9 b illio n  net loss after taxes -  2001; as 
com pared to 

^ $ 2 0 .6  b illio n  in net incom e -  2000.

Events -  Sep tem b er 11, 2001
$11 billion 
$10 billion 
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$500 million
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Aviation Liability 
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Other Events and Inadequate Reserves

v'Enron
^W orldCom
^K-Mart
''''Tropical Storm Allison
^T obacco  
S Asbestos

S Adelphia 
S Global Crossing 
y  ImClone 
^Seattle Quake 
v' Pharmaceuticals 
S Decline on Investment 

Income

A ll had an impact on the cost o f  reinsurance purchased by the insurers.

A d d  it all u p .........
Under p ric ing  o f prem ium s -  credits to 
insureds.

+ Rising m edical and indem n ity  costs.
+ Catastrophic events im pacting the reinsurance 

market.
+ D ecline  in investm ent incom e.

$  AlASKA--—"



H istoric Property Rates
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H istoric Property Prem ium s
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H i s t o r i c  C a s u a l t y  P r e m i u m s

1987 1989 1991 1993 1995 1997 1999 2001

Cost of Workers' Compensation
Generally speaking, Workers' Compensation premium is 
the largest single cost in an insurance program.

S  Premium is developed off of actual payroll.
S  Each job classification is assigned a Loss Cost.
S  Subject to an Experience Modification Factor (credit 

or debit) which is based on the individual 
employer's loss record.

S  May be subject to other rating factors (credit or 
debit).

v' May be written as a guaranteed cost program or as a 
loss sensitive program. - ■»



What makes up Loss Costs?

Loss Costs -  The actual or expected cost to an insurer of 
Indemnity Payments (all compensable benefits as allowed 
by statute) and allocated loss adjustment expenses.

S  Loss Costs do not include overhead costs or profit 
loadings.

S  Historical loss costs reflect only the costs and 
allocated loss adjustment expenses associated with 
past claims.

S  Prospective loss costs are estimates of future loss 
costs, which are derived by trending and developing 
historical loss costs.

I n s u r e r s  a n d  L o s s  C o s t s
Each insu re r then adds to the adv iso ry  Loss Costs 
the ir expenses , in c lud ing  re insu rance , and profit . 

S  Loss Cost Multiplier Filings (LCMFs) are filed with 
the SOA by the individual insurers.
This final figure (Loss Cost + Loss Cost Multiplier) is 
what employers w ill refer to as their "rate" per $100 
of payroll, 

v' LCMFs may range from 1.1 to 1.7 +.

*£ MASKA---- ■%



P r e d i c t i n g  L o s s  C o s t s
As an industry, we have done a fairly good job of 
communicating to the our clients and the public the 
impact of the rising cost of medical treatment.

v  A cco rd ing  to  the A g e n cy  fo r H ea lth  Care P o licy  and  Research 
m edica l costs have co n tin u e d  to  increase an average o f 5%  to 
7% each year s ince 1991.

We have addressed the im pact this has had on the a b ility  
for employers and employees to purchase health benefits 
(medical insurance) bu t not the im pact it has on W orkers' 
Compensation -  w h ich  is subject to the same increases.

W h a t  a r e  W C  I n d e m n i t y  P a y m e n t s ?
W hat constitu tes In d e m n ity  Payments to o r on beha lf o f an in ju red  
em ployee:

v  M ed ica l Care -  W h ic h  can be m on ito red  but is u n lim ite d  if  
necessary (inc ludes do c to r 's  visits, surgery, prescrip tions, 
physical therapy, etc).;

V  Lost W ages -  Based on the h is to rica l earnings o f the in ju red  
em ployee;

v ' Im pa irm ent Rating -  Based on the severity o f the in ju ry ;
S  R ehabilita tion  -  T ra in in g  program  p rov ided  to  in ju red  

em p loyee  that a llo w s  h im /h e r to  return to  the w o rk  fo rce  in a 
new  pos ition ; and

v  Death Benefits.

0 l̂ IASKA~-~-



H i s t o r i c a l  L o o k  a t  A d v i s o r y  L o s s  C o s t s
Class Ccxle 1*99 7-00 1*01 1*02 103 1040810 .37 .50 .56 .43 .48 .6788.12 .52 .84 .84 .65 .61 .910040 3.75 5.30 5.30 3.44 2.89 4.457J80 3.44 5.34 5.34 4.55 4.46 5.608742 .49 .61 .61 .51 .54 .647520 2.61 3.85 3.85 3.69 3.76 4.285551 12.29 18.74 18.74 18.58 23.60 24.41

SKA-sx"

WC Premium Computation 1999Class Code Classification Estimated Annual Payroll 1C Per$100 Estimated Annual Premium8810 Clerical Office Employees 5̂.468.128 $47 52S.7008832 Physician and Clerical S4.245.910 $.66 $28.-238833 Hospital - Professional fmp. $7.217.467 S1.96 $141,4629040 Hospital - All Other fmp. S2.318.934 $4.75 $110,1497380 Drivers. Chauffeurs $3S."55 $4.36 $1,5598742 Salespersons. Collectors $167,327 $.62 $1,0377520 Waterworks Operations $23,172 S3.3I $7678810 Voluntary Compensation $5,000 $5,000'iulHotal $10 481.693 $313,968Increased limits - Fmployors liab. $10,352Subtotal $324,050Experience Modification Factor .90 $12,962Estimated Premium Discount •$31,109TRIA 0Alaska Maritime 0Alaska Insurance Guaranty Assoc. .2 $5,735Total Premium $292,472



WC Premium Computation 2000Class Code Classification Estimated Annual Payroll 1C Per$100 Estimated Annual Premium8810 Clerical Office Employees $5,408,128 S.S9 $32,2628832 Physician and Clerical $4,245,910 $.'»0 $38.2138833 Hospital - Professional Emp. $7,217,407 $2.32 $167,4459040 Ho>pital - All Other Emp. $2,318,934 $5.66 $131,2527380 Drivers. Chauffeurs $35,755 $5.70 $1,0888742 Salef|X*r<ons. Collectors $167,327 $.65 $9507S20 Waterworks Operations $23,172 $4.10 $7678810 Voluntary- Compensation $5.(100 $5,000Subtotal $19,481,093 5378.248Increased limits - Imniosm liah. 3.3% $12,482Subtotal $390,730Experience Modification Factor .96 $15,629Estinuted Premium Discount $37,510TRIA 0Alaska Maritime 0Alaska Insurance Guaranty Assoc. ■» $6,887Total Premium $351,235•*

WC Premium Computation 2002Class Code Classification Estimated Annual Payroll 1C Per $100 tstimatcd Annual PremiumH810 Clerical Office Employees $5,468,128 $0 68 $37,1838832 PhyMdjn and Clerical $4,245,910 $1.02 $4 3J088833 Hospital - Professional Emp. $7,217,467 $2.34 $168,8899040 1 lospital - All Other Emp. $2,318,934 $5.40 $125,2227380 Drisers. Chauneurv $35,755 $7.14 $2,5538742 Salespersons. Colhvtors $167,327 $.80 $1,3397520 Waterworks Operations $23.172 $5.79 $1,3428810 Voluntary Coni|)ensation $ 5.000 $5,000Subtotal $l{».4Hl.r*93 $384.8 36tnoe.ncU 1 units - fmploic's 1 iab. 3 3% $12,700Subtotal $397,535Experience Mollification 1 actor .96 •S 15.901estimated Premium Dniount $.18,163TRIA S6.624Alaska Mjritime $135Alaska Insurance Gii ir.mty Assoc. 2 $7,005total Premium $357.21.1/lUWi-



WC Premium Computation 2003Class Code Classification Estimated Annual Payroll LC Per 5100 Estimated Annual Premium0810 Clerical Office Employees 55,460.128 50.83 S45.3858832 Physician and Clerical $4,245,910 51.05 S44.5828033 Hospital - Professional Emp. S7.217.467 52.86 5206.42090-10 Hospial - All Other Emp. 52,318.934 54.97 5115.2517380 Drivers. Chauffeurs 535.755 57.67 52.7428742 SalcstJersons, Collectors 5167.327 5.93 51.5567520 Waterworks Operations S23.172 56.47 51.4998810 Voluntary Compensation 55.000 S5.000Subtotal 519.481.693 S422.4J6Increased limits - Employers liab. 3.3% 13.940Subtotal 5436.376Experience Modification Factor .96 •517.455Estimated Premium Discount •541.892TRIA 56.624Alaska Maritime $133Alaska Insurance Guaranty Assoc. .2 57.676Total Premium S391.462

WC Premium Computation 2004Class Code Classification Estimated Annual Payroll 1C Per 5100 Estimated Annual Premium8810 Clerical Otlice Employees 55.468,128 51.16 563.4308832 Physician and Clerical 54.245.910 51.57 S66.6618833 Hospital - Professional Emp. 57.217,467 53.43 5247.5599040 Hospital - All Other Emp. S2.318.934 57.70 SI 78.5587380 Drivers, Chauffeurs 535.755 59.69 S3.4658742 Salespersons. Collectors 5167,327 51.10 51.8417520 Waterworks Operations 523.172 S7.40 51.7158810 Voluntary Compensation 55.000 55.000Subtotal 519.481.693 5568.228Increased limits - Employers l.ab. 33% 523.479Subtotal 5563.500Experience Modification Factor .96 •523.479Fstimatcd Premium Discount •556.349TRIA S6.624Alaska Maritime 5133Alaska Insurance Guaranty Assoc. 510,278Total Premium 5524,186



B u t  i n  A l a s k a  -  w e  h a v e  o u ro w n  i s s u e s  t o  c o n t e n d  w i t h
S  The cost of medical treatment is high -  particularly 

when medivacs are involved.
S  Indemnity benefits are higher than in other states.
S  Employees are permitted to chose their own physician 

and, in some cases, type of treatment.
v'The Board is viewed as bias towards the employee.
S  Lack of insurers which does not provide for any market 

competition -  unhealthy marketplace.
S  Employers do not feel that they have any rights under 

the statutes as respects compensability of claims.
S  Others......................

C o n t i n u i n g  t o  i n c r e a s e  L o s s  C o s t s  a n d  L o s s  C o s t  M u l t i p l i e r s  i s  n o t  t h e  l o n g  t e r m  s o l u t i o n .



W h a t  w i l l  m a k e  a  h e a l t h y  m a r k e t p l a c e ?
'A A dequa te  Loss Costs and Loss Cost M u ltip lie rs  that w il l  a ttract 

o the r insurers (at least keep the ones w e  have) to  A laska yet not 
a llo w  fo r credits that w il l  je o p a rd ize  the  m arketp lace.

A  A  fin a n c ia lly  stable association (A laska Insurance G uaranty 
Association) w ith  the a b ility  to  adequa te ly  assess fo r the  needed 
fu n d in g  yet p ro v id e  benefits to in ju re d  em ployees on b e h a if o f the 
em ployers in the  event o f an insurer inso lvency.

■A A  system that a llow s  fo r the  e m p lo ye r to  meet the  statu tory 
requ irem ents ye t rem ain co m p e titive  w ith in  h is /her industry.

^  A  system that a llow s  fo r the e m p lo ye r a n d /o r insurer to  negotia te  

preferred p ro v id e r agreem ents and d ire c t m ed ica l treatm ent w hen  
it is not d isadvantageous to  the em p loyee .

'A A  system that a llow s  fo r the em p loye r, insurer and the em p loyee  

to  to  d ispute  fra u d u le n t c la im s o r fraudu len t c la im  practices.

I n d u s t r y  R e a c t i o n
v 'The o n ly  m echan ism  w e  have a v a i la b le  to us 

is to increase the Loss C ost and the Loss Cost 
M u lt ip lie rs . 

v 'W e  have not had the ab il ity , w e  have not 
had the suppo rt  to  tack le  the issue fo r  w ha t it 
is.

We need your support in implementing viable solutions that will create a healthy 
competitive marketplace that supports the employers and the insurers while 

addressing the needs o f the injured employees.

*•* * *%
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Protecting W orkers’ Compensation Insurance and Alaska Businesses

In the 2004 Legislative Session Governor Frank H. Murkowski will introduce two bills to help address a national 
crisis that has affected workers’ compensation insurance in Alaska. The aim of the bills is to protect Alaskan 
workers and Alaskan businesses.

What is workers’ compensation insurance and why is it required by the state?
Workers' compensation insurance was put into place to assure speedy payment of medical bills and lost 
wages in case of an on-the-job injury. In addition, workers’ compensation insurance is considered to be an 
"exclusive remedy" -  meaning the employee gives up the right to file a lawsuit against the employer and in 
return an employee gets lost wages and medical treatment without having to prove fault. Every state requires 
this type of insurance because it is in the best interest of both workers and employers.

Why is there a problem with workers’ compensation insurance in Alaska?
'n July 2003, the Alaska Insurance Guaranty Association learned that California-based Fremont Indemnity 
Company was declared insolvent by the Los Angeles Superior Court and was put into liquidation. Fremont 
became one of 41 insurance carriers in California that have either gone into insolvency or voluntarily pulled out 
of the California market to avoid insolvency after deregulation of the market in 1995. Fremont was a significant 
writer of workers’ compensation insurance in Alaska prior to 2001, when the Alaska Division of Insurance 
suspended its authority to write insurance coverage. Even though the company had not actively written 
insurance policies for more than two years, when the company was declared insolvent there were more than 
$60 million in claims and claims reserves still outstanding.

How did the Fremont failure impact Alaska?
The Alaska Insurance Guaranty Association is an association formed under Alaska statute whose members 
are insurance companies with approval to write both property and casualty insurance in Alaska. The 
association’s purpose is to "minimize financial loss to claimants or policyholders because of the insolvency of 
an insurer." The association pays the claims of insurance companies that are put into liquidation by insurance 
regulators through assessments. The law places a cap of two percent (2%) on the amount each company is 
assessed for premiums it writes each year. Currently, the assessment on workers compensation premiums 
generates about $4.2 million each year. But because the Fremont insolvency surpassed the magnitude of any 
prior insurance insolvency in Alaska’s history, it exceeded the resources of the Association and created a 
substantial deficit. Alaska law allows the Alaska Insurance Guaranty Association to pro-rate the amount it pays 
on claims based on the funds available. But to do so would place a financial burden on workers who filed 
compensation claims and would also place a burden on businesses that paid for insurance in good faith, 
thinking their workers would be covered only to find they are themselves responsible for the claims or even 
worse threats of large lawsuits.

How can the state help workers and businesses?
The Murkowski administration has proposed a four-part approach to help both workers and businesses in this 
unfortunate situation. The administration’s bills include the following provisions: funding measures that will help 
the Association continue to pay workers’ compensation claims; reforms to statutory deposit requirements that 
should provide an additional source of claims payments in the future; granting authority to the Department of

F'rotecting W orkers Compensation Insurance and Alaska Business
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Labor to meaningfully sanction employers that refuse to buy workers compensation insurance; and 
restructuring the Workers Compensation Board in a way that will bring quick, fair and consistent resolution of 
claims. These changes to current law should benefit employers and employees alike.

Was the state to blame for the failure of the insurance company?
No. Unfortunately, in the last three years there have been 43 property and casualty insurance company 
insolvencies in the United States. The higher cost of claims has been cited as one reason these companies 
have failed. Three other workers’ compensation insurance companies serving Alaska besides Fremont -  Paula 
Insurance of California, and Reliance and Legion Insurance Companies from Pennsylvania- also failed in this 
same time frame. However, the administration recognizes that the state must take steps to protect workers and 
businesses in the future.

Why did the state approve the rate increases businesses must pay for workers’ compensation 
insurance?
Once every year the rates for workers’ compensation insurance are reviewed by a national organization called 
the National Council on Compensation Insurance. The National Council looks at both historical data on the 
cost of compensation claims and looks at "trending data" to project forward losses. Since 1988, the last time 
there was a significant rise in costs to employers, there were actually nine years when the state had rate 
decreases, two years when rates were flat, and five years when rates were increased. State statutes give the 
state the authority to approve or modify the rates set by the National Council on Compensation Insurance and 
require that rates be "neither inadequate, excessive, or unfairly discriminatory." The state does its own analysis 
of information to insure the rates charged meet the statutory standards. Because of escalating medical costs, 
the cost of claims has significantly increased and the rates charged did not keep pace, leading to the tough 
decision to approve the increase in workers' compensation rates charged to employers an average of 21.2 
percent. Of the 580 classes of employees, 30 will receive rate decreases while17 classifications will experience 
rate increases over 50%. While the administration recognized this would have a significant impact on 
employers, it would have been irresponsible not to allow insurers to increase rates charged based on the 
consequences to employers and workers of not having a favorable insurance climate in Alaska.

Why would not raising rates have been irresponsible?
If the rates charged to Alaskan businesses are not adequate, many insurance companies might refuse to do 
business in Alaska. Since the law requires workers compensation insurance, failure to have a state climate that 
attracts a number of insurers actually puts workers and especially small businesses at greater risk. In addition 
to rate decreases in the mid-1990s, the decade also saw significant price-cutting by insurers in order to attract 
business. Fremont was one of the major companies that cut prices, a factor leading to its insolvency.

By raising rates are you putting the burden for insurance company problems on local businesses?
That is exactly why the Murkowski administration is proposing two bills to address workers compensation 
insurance problems in Alaska. The administration believes that additional legislation is important because it 
isn’t fair to just increase costs to employers. The system needs other modifications to make the workers 
compensation insurance system work better, and eventually to be able to decrease insurance costs. Besides a 
proposal to use various methods of funding Guarantee Association costs, the changes proposed include:
■ Change the cost of living allowance for out-of-state workers to keep them on parity with in-state workers, 

thereby decreasing the cost of insurance;
■ Increase statutory deposits required from insurance companies;
■ Modify and streamline the appeals process to protect the rights of injured workers and their employers.
■ Mandate that workers compensation assigned risk pool be self-funding.

Do the Murkowski administration proposed changes go far enough?
The administration believes that the changes it has proposed to the Legislature address both the short term 
and the long-term problems of Alaskan workers and businesses The goal of its proposed legislation is to 
address the immediate need to continue to pay claims without having to pro-rate benefits to injured workers or 
assess employers for the costs and to improve the workers compensation environment in Alaska in order to 
mitigate problems of this magnitude from occurring in the future.

Protecting W orkers Compensation Insurance ana A laska Business
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The Alaska Division of Insurance has prepared this 
guide to help Alaskan employers understand some of 
the basics of workers’ compensation insurance.

Alaska laws require that most employers provide 
workers’ compensation benefits for their employees in 
case of injury or death on the job. These benefits 
include payment of all medical expenses (nurses' and 

doctors' fees, hospital charges, medicine, transportation to nearest 
medical facilities, burial expenses, and death benefits) and compensation 
for lost wages. The weekly rate for compensation for disability or death is 
determined by the state legislature and written in statute. This section of 
the law is administered by the Division of Workers' Compensation in the 
Department of Labor. Questions requiring an explanation of benefit 
amounts, payments, or other claims related issues should be addressed to 
the Division of Workers’ Compensation.

Employers m a y  comply with the law' to provide workers' compensation 
benefits either by purchasing workers' compensation insurance from an 
insurance company authorized to provide this coverage in Alaska or by 
furnishing the Division of Workers' Compensation with proof of the 
employer’s ability to pay the required benefits directly to the injured 
worker. The Division of Insurance regulates the insurance companies 
authorized to provide workers’ compensation insurance in Alaska.

This booklet explains how' insurance companies determine the premium 
charge for a workers’ compensation insurance policy, and it provides 
information to assist in settling disputes between the employer and the 
insurance company over the amount of the premium. Questions regarding 
the costs of your insurance policy or actions by your insurance company 
should be addressed to the Division of Insurance.

This booklet does not provide information on determining whether or not 
an employer needs to provide workers' compensation coverage, nor does 
it provide help for filing claims or resolving disputed claims. Requests for 
exemptions for corporate officers and other questions regarding coverage 
requirements, benefits and claim settlement should be addressed to the 
Division of Workers’ Compensation.

The Division of Workers' Compensation m a y  be contacted at:

P.O. Box 25512 
Juneau. A K  99802-5512 
(907) 465-2790
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In tro d u c t io n

Risk Sharing
Insurance is the shar­
ing or transferring of 
risk or uncertainty of 
financial loss. W h e n  
an employer purchases 
workers’ ci mpensation 
insurance, the e m­
ployer transfers the 

risk that one of his or her employees 
will become injured on the job to an 
insurance company who is willing to 
assume this unknown risk for a fee, 
called the premium. This benefits both 
the employer and the employee. The 
employer exchanges an unknown risk 

and possibility of large medical ex­
penses for a known premium amount.

The employee knows that in case of on- 
the-job injury, the employee’s expenses 
will be paid for by the insurance 
company.

M a n y  employers m a y  never have to use 
the workers’ compensation insurance 
that state law requires them to pur­
chase. This does not mean that only 
those employers whose employees are 
injured benefit from the mandatory 
insurance requirement. Employers who 
have good safety records also benefit 
since the possibility of large financial 
loss is eliminated. A  single, large claim 
has the potential to financially ruin a 
small business. W h e n  an employee 

receives workers’ compensation benefits, 
the employer is protected from lawsuits 
relating to injuries occurring in the 
workplace.

Workers’ Compensation Rating Guide 2



T h e  B u s i n e s s  I s  C l a s s i f i e d
The single most impor­
tant factor which deter­
mines an employer's 
workers' compensation 
premium is the classifi­
cation assigned to the 
employer. There are 
approximately 800 

different classifications listed in the 
National Council on Compensation Insur­
ance, Inc. (NCCI) Scopes of Basic M a n u a l ^ l  
Classifications, a publication which 
provides detailed descriptions of each 
classification. A  copy of this manual m a y  
be purchased from the National Council 
on Compensation Insurance, Inc., Prod­
ucts and Services, 750 Park of Commerce 
Drive. Boca Raton, Florida 33487, (800) 

622-4123,

The workers’ compensation classifica­

tion system is designed to group e m­
ployers with similar risk characteristics. 
Each classification should be as homog­

enous as possible, and at the same time 
be large enough to provide reliable 
indications of future losses. For this 

reason, the workers’ compensation 
classification system is based on the 
business of the employer, not the indi­

vidual employees within the business.
A n  employer is assigned to the classifi­
cation that best describes the normal 
business conducted by that employer.

There are several reasons for assigning 
classifications by business rather than 
by individual occupations within the 

business.

1. Although the individual employee 
receives the benefits of the work­
ers' compensation insurance, it is 
the business which purchases the

insurance and, therefore, the 
business is the insured.

2. The employer is responsible for 
all workers’ compensation benefit 
payments, regardless of fault. By 

law, it is the employer who is 
liable for all costs, so employees 
are classified by the business of 
the employer rather than by their 
individual duties.

3. Classifying the business rather 
than the individual employees 
helps to promote safety. Safety 
programs sponsored by an indus­
try or trade association m a y  
lower the number of accidents 
occurring among employers in 
that industry. W h e n  the safety 
records of employers in a classifi­
cation improve, the rates for the 
classification tend to go down. If 
these same employers were to be 
spread out among several differ­

ent classifications based on indi­
vidual occupations within the 
business, the improved safety 

record of the industry m a y  be 
diluted by the experience of 
employers in other industry 
groups w h o  do not use the safety 

program.

4. Similar types of business have 
similar exposure to occupational 
injury. Since sharing of risk is the 
underlying premise for insurance 
coverage, grouping employers by 
type of business rather than indi­
vidual employee occupations 
provides a means of predicting the 
cost to insure that type of busi­
ness. If classification was done by 
individual duties, comparison of 
the risk by industry would not be 
possible.
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S t a n d a r d  E x c e p t i o n sI

There are a few 
occupations which are 

common to ma n y  
types of businesses 
for which special 
classifications have 
been established. 
These special classifi­

cations are: Clerical Office Employees; 
Clerical Telecommuter Employees; 
Drafting Employees; Drivers, Chauf­
feurs and their Helpers; and Salesper­
sons, Collectors or Messengers —  Out­
side employees who fit into these cat­
egories are classified by occupation 
rather than by the type of business in 
which they are employed.

G e n e r a l  E x c l u s i o n s
There are a few occu­
pations which are so 
unusual that they are 
not assigned the 
classification of the 
business in which they 
are employed. The 

occupations which are excluded from 
the classification assigned to the busi­
ness are: Aircraft Operation; N e w  Con­
struction or Alterations By the 
Insured's Employees; Stevedoring; 
Sawmill Operations; and Employer- 
Operated Day Care Service.

A s s i g n i n g  C l a s s i f i c a t i o n s
Each classification 

includes all of the 
occupations found in 
a business. The clas­
sification which best 
describes the busi­
ness of the employer 
is the classification 

assigned to the business. The exceptions

are those occupations which are listed 
above, either as standard exceptions or 
as general exclusions.

For example, a business which pro­
vides guides for hunting or fishing 
trips is assigned to Class 9094. Sup­
pose this business employs three 
guides. One of the guides is also 
employed as a pilot to transport 
guests and the other two guides also 
have cooking and housekeeping duties. 
A  fourth employee is a clerical 
worker. The guide w h o  is the pilot is 
not rated in Class 9094, since his or 
her occupation is one of the general 
exclusions. The pilot is assigned to 
Class 7422, Aircraft or Helicopter 
Operation. The clerical worker is one 
of the standard exception classifica­
tions and is assigned to Class 8810, 
Clerical Office Employees. The re­
maining two guides, are assigned to 
the business class code 9094, Outdoor 
Guide Services.

Another example is a restaurant which 

has ten employees: two cooks, one busboy, 
three waiters or waitresses, a maitre d’, a 
bookkeeper, a manager, and a musician to 
entertain its customers. The bookkeeper 
is assigned to Class 8810. Clerical Office 
Employees. All the remaining employees 
are assigned to Class 9079, Restaurant.

D e t e r m i n i n g  t h e  P r e m i u m
After the business has 
been assigned to the 
correct classification, 
the insurance company 
will calculate the 
estimated premium to 
be charged for the 

policy. The estimated premium is deter­
mined by multiplying the anticipated 
annual payroll of the business by the rate 
for the classification to which the busi­
ness is assigned.

Workers’ Compensation Rating Guide 4



Premium Discount

Policies with larger 
premiums do not re­

quire the same per­
centage of the pre­
m i u m  to be allocated 
to insurer expenses, 

such as policy acquisi­
tion and other administrative costs to 
place the policy on the insurer’s books. 
To recognize the non-proportional na­
ture of these expenses, insurers apply a 
discount to policies generating premium 
over a specified size. This is analogous 
to discounts given to purchasers of 
large quantities of manufactured goods 
where the price per item is less for 
multiple items than if only one item is 
purchased. Generally, a policy develop­
ing a total premium of over $10,000 is 
eligible for premium discounts, although 
the eligibility level m a y  vary by insurer.

Minimum Premium

The premium an 
insurance company 
charges for a workers' 
compensation policy 
must be sufficient to 
cover the costs associ­
ated with issuing the 
policy as well as costs 

associated with the transfer of risk from 
the employer to the insurance company. 
The m i n i m u m  amount of premium needed 
to cover these costs varies by classifica­
tion. If the premium calculated by multi­
plying the total annual payroll (in hun­
dreds) by the classification rate does not 
produce this m i n i m u m  amount, the 
employer will be charged the classifica­
tion m i n i m u m  premium rather than the 
calculated premium. Such situations 
frequently arise when a business employs 
seasonal or part-time employees.

Suppose a jewelry store is operated as 

a sole proprietorship and the sole 
proprietor has not elected to be subject 
to the workers’ compensation law. The 
sole proprietor employs a part-time 
sales clerk whose salary is $5,000. The 
1998 premium for the jewelry store, 
class code 8013, would be $5,000 -s- 100 x 
.78 = $39. The m i n i m u m  premium for 
class 8013, Store: Jewelry, was $150. 
Since the calculated premium is less 
than the m i n i m u m  premium, the policy 
m i n i m u m  premium of $150 will be 
charged to the sole proprietor.

The rates used by most insurance compa­
nies in Alaska are developed by the N a­
tional Council on Compensation Insurance, 
Inc. (NCCI). A n  explanation of the method­
ology used by N C C I  to develop rates is 
found on page 16-18 of this booklet.

Payroll

The premium that is 
charged to each e m ­
ployer must be based 
upon that employer's 
exposure to loss. For 
workers’ compensation 
insurance this exposure 

is measured by payroll. Payroll does not 
provide a perfect measure between 
exposure to loss and the appropriate 

premium charge, but it has several 
advantages over other possible m e a­
sures. First, payroll information is 
available for all employees, and employ­
ers can use the records they normally 
keep for their business operations to 
determine their payroll. No additional 
record keeping needs to be done. Sec­
ond, since payroll adjusts to the costs of 
living and doing business, any inflation­
ary changes to the costs of providing 
workers’ compensation benefits are 
adjusted for in payroll levels, lessening

5 Workers’ Compensation Rating Guide



the need for rate increases. Third, 
payroll is related to the benefit amount 
received by injured workers, since one 
of the benefits of workers' compensation 
insurance is a weekly income payment, 
the amount of which is related to the 
injured employee's pay rate.

Policy Audits
The premium calcu­
lated for a workers’ 
compensation policy 
when the policy is 
purchased is an 

estimated premium, 
since it is based on 
estimated payroll 

amounts. The insurer requests actual 
payroll figures every year in order to 
determine if any adjustments to the 
estimated premium need to be made.
The policy provides for auditing during 
the policy period and up to three years 

after the policy period ends.

Corrections^ to 
Classification Assignm ents

Occasionally a 
business is assigned 

to the wrong classi­
fication. This incor­
rect assignment m a y  
be discovered dur­

ing the policy term or upon audit of the 
policy. If the correction results in a 
lower premium, the decrease will be 
applied to the policy retroactively. If 
the correction results in an increase in 
premium, the increase will be applied 
to the policy according to the following 
schedule as found in the N C C I  Rating 
Manual.

W h e n  the insurer determines a cor­
rected classification is needed:

a. during the first 120 days of a 

policy term, the additional pre­
m i u m  is applied retroactively to 
the entire policy period,

b. after the first 120 days but before 
the last 90 days of a policy term, 
the additional premium is applied 
pro rata from the date the insurer 
discovers the cause for the 
change,

c. during the last 90 days of the 
policy term, the correct classifica­
tion and additional premium will 
be applied only to the renewal 

policy.

If a change in classification is due to 
changes in the insured’s operations, the 
new classification will be applied pro 
rata from the date of change in the 
insured's operations. If a change in 
classification is needed because of an 
omission or misrepresentation by the 

insured or agent, the new classification 
will be applied retroactively.

How to Solve 
Classification Disputes

An employer has the 
right to appeal any 
classification assign­
ment and premium 
amount sent to him or 
her by the insurer.

The first step would be to try to resolve 
the disputed classification with the 
insurance company. One of the functions 
of NCCI, as the rating organization for 
workers' compensation insurance, is to 
attempt to resolve classification disputes 
if possible. A n  N C C I  Customer Service 
Consultant m a y  be contacted at 1-800- 
622-4206. Written requests for N C C I  
arbitration m a y  be addressed to:
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Workers’ Compensation Classifica­
tion
and Appeals Consultant 

National Council on Compensation 
Insurance, Inc.

Oswego Towne Square

Nine Monroe Parkway. Suite 140
Lake Oswego, O R  97035

If N C C I  is unable to resolve the dis­
pute, the insured m a y  appeal to the 
Alaska Review and Advisory Committee 
(R&A Committee). Currently, the R & A  
Committee has ten members. T w o  are 
producers (insurance agents or brokers), 
three are private employers, and five 
are representatives of insurance compa­
nies writing workers' compensation 
insurance in Alaska. N C C I  acts as the 
secretary for the Committee and has no 
vote. A n  appeal to the R & A  Committee 
m a y  be made by requesting a hearing. 
These hearings are held in Anchorage 
every three to four months. Written 

requests for a hearing should include 
the nature of the dispute and should be 
addressed to:

Alaska Review and Advisory Committee 
National Council on 

Compensation Insurance, Inc.
Oswego Towne Square
Nine Monroe Parkway, Suite 140
Lake Oswego, O R  97035

State of Alaska
Division of Insurance
P.O. Box 110805
Juneau, A K  99811-0805

W h e n  appearing before the R & A  C o m­
mittee, your agent or broker m a y  ac­
company you. You m a y  also have an 
attorney if you wish. Copies of any 
documents that support your grievance 
should be made available to each com­
mittee member. After the hearing, the 
Committee will notify you of its deci­
sion within 30 days.

If the R & A  Committee decision is not 
satisfactory, the employer m a y  appeal 
to the Division of Insurance. The reason 
for the appeal and a request for a 
hearing must be sent to the division 
within 30 days after notification of the 
R & A  Committee decision. A  hearing 
officer will be assigned to hear the 
grievance. After the hearing, an order 
will be prepared for the director to 
adopt or refuse. If this still does not 

satisfactorily resolve the dispute, the 
appeal m a y  be pursued through the 
courts.

The employer does not need to pay the 
disputed premium until the dispute is 
resolved. However, if it is determined 
that the assigned classification is correct, 

the employer must pay the disputed 

premium in full.

A  copy of the request should be sent to:
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S o le  P ro p rie to rs  and  C o rp o rate  O ffice rs

Under Alaskan laws, a person who oper­

ates a business as a sole proprietor or a 
member of a partnership is not required 
to obtain workers' compensation coverage 

for himself or herself. However, a sole 
proprietor or me m b e r  of a partnership 
m a y  elect to be covered by the workers' 

compensation law. If this election is 
made, the sole proprietor or member of a 
partnership has the same status as any of 
his or her employees under the business’ 
workers' compensation insurance policy.

Executive officers of a corporation are 

considered to be employees of the corpo­
ration for purposes of the workers’ com­
pensation laws. However, an executive 
officer m a y  elect to be excluded from 
coverage under the corporation’s workers'

compensation policy, provided the officer 

has received an Executive Officer Waiver 
from the Alaska Department of Labor. 
Division of Workers’ Compensation. 
Payroll for all executive officers will be 
included in determining the policy pre­
m i u m  if the corporation has not been 
granted a waiver.

Members of limited liability companies 
are treated in the same manner as m e m ­
bers of a partnership for the purposes of 

workers' compensation coverage.

Any questions or requests for additional 
information should be addressed to the 
Division of Workers’ Compensation. 
Contact information can be found on 

Page 1.

-tWorkers’ Compensation Rating Guide 8



What is Experience Rating?
After the classifica­

tion is assigned and 
the premium is 
calculated using the 
rate per $100 of 
payroll times the 
payroll divided by 
100, m a n y  insureds 
are eligible for expe­

rience rating. Experience rating is a 
procedure which uses each individual 
employer's own loss experience to 
recognize differences between the e m ­
ployer and the average risk in the class. 
If an employer has better experience 
than the average, the employer receives 
a premium credit. If an employer has 
worse experience than the average, a 
premium debit is applied. The benefits 
of experience rating are 1) that it pro­
vides an incentive for loss prevention 
and implementation of safety programs 
by the employer and 2) that the pre­
m i u m  for each insured reflects the 
individual insured's experience and 
should be a better indication of the 
costs of future losses than the average 
rate for the classification.

Since experience rating is based on past 
losses, three years of loss history are 
generally used to calculate the experi­
ence modification. An  average annual 
premium of $2,500 over the past three 
years is needed to be eligible for expe­
rience rating. If three years of experi­
ence are not available, an insured may 
still qualify for experience rating de­
pending upon the size of the insured.

The appropriate debit or credit modifi­
cation is calculated during the term of

the current policy to apply to the 
renewal policy; therefore, the experi­

ence period is the three years ending 
one year prior to the effective date of 
the modification. For example, if an 

experience modification is to become 
effective on January 1, 1999, the expe­
rience period consists of policies effec­
tive on January 1, 1995, January 1, 
1996, and January 1, 1997. Data or 
losses under the policy effective on 
January 1, 1998, are not yet available 
when tlie 1999 modification is being 
calculated.

The National Council on Compensation 
Insurance, Inc. calculates the experi­
ence modification for each employer. 
The modification applies for one year 
and will be used by any insurer which 
insures the business. A n  employer may 
receive a copy of his or her experience 
rating worksheet by requesting a copy 
from NCCI. Your producer and insur­
ance company have access to this 
worksheet. Other entities will be al­

lowed access to the experience rating 
worksheet only at the employer’s op­
tion. This option m a y  be exercised by 
providing N C C I  a letter of authority 
written on the employer's letterhead 
and signed by an owner or officer of 
the company.How Experience Rating Works

Two factors are con­
sidered in determining 
whether an experience 
modification is needed 
and what the amount 
of the modification 
should be. The first 

factor is called the accident frequency. 
The frequency is a measure of how 
m a n y  accidents an employer has had
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during the experience period. The 
second factor is called the accident 
severity. The severity measures the 
cost of any accidents that have oc­
curred.

The more important of these two 
factors is the accident frequency. For 
example, suppose there are two e m­
ployers of comparable size in the same 
industry and one employer has one 
injured employee with a loss of 
$75,000 and the other employer has 10 
injured employees, each claim equal to 
$5,000. Which employer is more likely 
to have claims in the future? The 
employer with several claims. While 
there is no guarantee that the second 
employer's claims will always be small, 

there is a higher probability that 
another accident will be experienced 
by the second employer than by the 
first employer.

Even though the accident frequency is 
a better indication of future losses, 
experience rating does not ignore the 
cost of those losses. The costs of each

claim are divided into two parts. The 
first $5,000 of each claim are called 
primary losses; the remaining cost of 
the claim is called the excess loss. All 
of the primary loss is used to calculate 
the experience modification, but only a 
percentage of the excess loss is used.
A n  employer m a y  have no losses for 
m a n y  years and then experience a 
single large loss. By using only a per­
centage of the excess loss, the increase 
in the experience modification is tem­
pered. The percentage of excess loss is 
determined by the size of the 
employer's payroll.

Example

The employer whose loss for one in­
jured employee is $75,000 will have only 
$5,000 in primary losses. The remaining 
$70,000 are excess. The employer with 
10 injured employers, each claim equal 
to $5,000, will have $50,000 in primary 
losses and no excess losses. The second 
employer will receive a larger debit 
than the first, even though the first 
employer’s total losses are higher than 
the second employer’s.

: T .V:'T ;•. ' ■ •*-. :.V  v;: ■
S a f e t y  P ro g ra m  D is c o u n ts <. i • s' . ‘ j>
Alaska law requires that all insurers 
providing workers' compensation insur­
ance establish and make available to all its 
insureds a workplace safety rate reduction 

program. Ask your insurer what you need 

to do to be eligible for these premium 

credits.

Workers’ Compensation Rating Guide 10



Employers who are 
required by law to 
have workers’ compen­
sation insurance may 
find themselves unable 
to purchase coverage 

from an insurance 
company. A n  insurance 

company has the right to determine 
that a particular occupation is too risky 
and decide not to insure employers 
engaged in that occupation. A n  insurer 
m a y  also specialize by writing employ­
ers that develop a large amount of 
premium. Different insurers accept 
different types of risks. W h e n  one 
insurer is unwilling to insure a particu­
lar business, another insurer m a y  find 
the business to be acceptable.

If an employer is unable to find an 
insurance company willing to provide 
him or her with workers' compensation 
coverage, the coverage may be obtained 
through the Alaska Workers’ Compensa­

tion Assigned Risk Pool. Your producer 
(agent or broker) can help you apply for 
coverage through the Pool. All insur­
ance written through the Pool uses the 
classifications, rates, and rating plans 
promulgated by the NCCI. Alaska Stat­
utes allow a surcharge to be applied to

the premium when insurance coverage 
is purchased through the Pool. The 
surcharge amount is 2 5 %  of the pre­
m i u m  developed at N C C I  rates; but the 
first $3,000 of premium is exempt from 
the surcharge. A  policy whose premium 
is $2,500 in the voluntary market also 
has a premium of $2,500 in the Pool. A  
policy whose premium would be $7,000 
in the voluntary market m a y  be pur­
chased for $8,000 in the Pool. The 
surcharge of $1,000 is calculated as 
follows:

Total premium in voluntary market:$7,000
Premium exempt from surcharge:$3,000
Premium subject to surcharge:$7,000 - $3,000 = $4,000

Amount of surcharge:$4,000 x .25 = $1,000
Total premium in the pool:$7,000 + $1,000 = $8,000

Premium discounts are not available on 
policies written in the Assigned Risk 
Pool.

w m  ■ % m u m m  
In s ta llm e n t  P a y m e n ts■ ■■’ * ■.1 *. • ‘ • \ - v’.* ' . • ' ■ ■

Alaska Statutes 
require insurers to 
offer installment 
payment plans if the 
annual policy pre­
mi u m  exceeds $2,000.

These installment payment plans are 
implemented at the request of the 
insured. Ask your producer or insurer 
about the options available from your 
insurance company.
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R a te s  o r L o s s  C o s ts  - W h o  M a k e s  T h em

D e f i n i t i o n s
A  rate is the amount per $100 of payroll 
that is needed to cover losses and expenses. 
The premium is the charge for the insur­
ance. which is calculated by multiplying the 
rate times the employer’s payroll divided 
by 100. For example, the 1998 rate for 

Clerical Office Employees (class code 8810) 
is $.54 per hundred dollars of payroll. A  
business consisting of one clerical worker 
with a payroll of $30,000 will pay a pre­
m i u m  of $162.00 for one year of workers' 
compensation coverage for that clerical 
worker. The premium is calculated as 
follows. The payroll is divided by 100. The 
result is 30000 -s- 100 = 300. Then the rate is 

multiplied by 300 to calculate the pre­
mium, or 300 x .54 = $162.00.

A  rating organization is an entity licensed 
by the Division of Insurance for the pur­
pose of aggregating data from multiple 

insurance companies. This aggregate data 
is then used as the basis for developing 
rates that will be used by insurers who are 
members of the rating organization.D i v i s i o n  o f  I n s u r a n c e

The Division of Insurance 
licenses organizations 
called rating organiza­
tions. that provide data 
collection and 
ratemaking services to 
insurers writing insur­

ance in Alaska. The Division of Insur­
ance has regulatory oversight of these 
services. The purpose of this oversight 
is to allow premiums that cover the cost 
of providing insurance coverage while 
avoiding unreasonable profits by insur­

ers. This oversight is carried out under 
provisions in Alaska's laws that state 
rates shall not be excessive, inadequate, 
or unfairly discriminatory.

Rates developed by a rating organization 
must be submitted to the Division of 
Insurance and are reviewed to determine 
if they comply with the law. Historical 
data, along with assumptions about future 
loss conditions, are provided by the rating 
organization, and insurance companies 
provide expense data to support the 
proposed rates. The Division of Insurance 
does not set the rates used by insurance 
companies.

N a t io n a l  C o u n c i l  o n  C o m p e n s a t io n  I n s u r a n c e , I n c .
Most insurance 

companies in Alaska 
(as well as in 37 
other states) provide 

workers' compensa­
tion insurance at the 

rates which are 
based upon loss costs determined by the 
National Council on Compensation Insur­
ance, Inc. (NCCI). N C C I  is a rating orga­
nization. As a rating organization, N C C I  
collects statistics from alj insurance 
companies writing workers’ compensation 
insurance, combines the data and uses the 
aggregate data to develop appropriate 
loss costs. Loss costs developed using 
large quantities of data will more accu­
rately reflect the costs of providing the 
insurance coverage than loss costs devel­
oped by an individual company. Aggre­
gate data also helps prevent large swings 
in rates from year to year.1998 a n d  1999 C h a n g e s
In 1998 and 1999 several changes took 
place in the way the premium for workers’ 

compensation policies is determined.
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The major change is that the workers’ 
compensation rating organization, the 
National Council on Compensation Insur­
ance, Inc. (NCCI), will develop loss costs 
rather than rates.

Every rate consists of two parts; one part 
is the amount needed to pay for losses 
such as medical expenses and lost wages, 
the other part is the amount needed to 
pay the operating costs of the insurance 
company such as salaries, rent, heat, 
lights, and profit. W h e n  a rating organi­
zation develops rates, the operating cost 
portion of the rate is an average expense 
amount calculated using data from all 
insurance companies. This average 
amount is added to the amount needed to 
cover losses. For a loss cost rating sys­
tem, the rating organization calculates 
only the loss portion of the rate. Each 
insurance company calculates its own 
expense needs and adds its own expense 
amount to the rating organization loss 
amount. Under either a rate system or 
loss cost system, the rate consists of a 
portion to cover losses and a portion to 
cover expenses. The difference is only in 
who determines the expense amount, the 
rating organization or the insurer. If the 
rating organization determines the ex­
penses, the expense portion is the same 
for all insurers; if the insurer determines 
the expenses, the expense portion will 

vary by insurer.

\ W h e n  a rating organization develops only 
loss costs, each insurer must develop its 
own expenses and submit a filing to the 
Division of Insurance to have the expense 
loading approved before the insurer can 
use it. For 1998, the Division of Insurance 
requested the rating organization to 

develop and file both rates and loss costs. 

This would give insurers time to adjust to 
the new filing requirements. Insurers 
were able to develop and submit their 
expense filings, called loss cost adjust­
ment filings, any time during 1998. For 
1999, only loss costs would be available 
for use by insurers writing voluntary

business. The Assigned Risk Pool will 
continue to use rates developed by NCCI.

The following example using data from 
the 1998 N C C I  rate and loss cost filings 
for Class Code 2710, Sawmill, should help 
explain the differences under the two 

rating systems.

George, of George’s Sawmill, decides to 
contact three insurance companies before 
purchasing his workers’ compensation 

policy. One of the insurers elected to use 
the NC C I  rates and the other two elected 
to use the loss cost rating system.

Rates
Using expense data collected from all 
insurance companies, N C C I  determined 
that on average 26.5% of the rate was 
used for insurer expenses. The average 
benefit cost, or loss cost, per $100 of 
payroll was determined to be $8.75. The 
N C C I  rate was calculated as follows:

1998 NCCI 
rate

$11.90 =

benefit
amount

$8.75 -h expense
amount

$3.15

In other words, if George were to pur­
chase workers' compensation insurance 
from A B C  Insurance Company which 
elected to use the 1998 N C C I  rates, 

George's Sawmill would pay a rate of 
$11.90 per hundred dollars of payroll for 
its workers' compensation policy.

Loss Costs
Any insurer who converted to the loss 
cost system in 1998 would use the benefit 
amount of $8.75 determined by NCCI, but 
not the expense amount.

K L M  Insurance Company, who elected to 
use the 1998 loss cost rating system, 
determined that its expense needs were 

only 24% of the rate, or $2,76.

1998 K L M  
rate

$11.51

benefit
amount

$8.75

expense 
+ amount

+ $2.76
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The third insurer, XYZ Insurance Com­pany, who also elected to use the 1998 loss cost rating system, determined that its expense needs were 30% of the rate, or $3.75.1998 XYZ benefit expense rate “  amount + amount$12.50 = $8.75 + $3.75The following table summarizes the rates used by the three insurers.
I n s u r e r B e n e f itA m o u n t E x p e n s eA m o u n t T o t a lA B C 8.75 3.15 11.90K L M 8.75 2.76 11.51X Y Z 8.75 3.75 12.50

In selecting which insurer George wants to purchase his workers' compensation policy from, price alone should not be the basis for making his decision. Other considerations include the quality of service provided by the producer and insurer, the speed at which claims are settled, and the reputation and financial condition of the insurer.

S c h e d u le R a t in g  '■' -"j' . There are some work­place characteristics of individual businesses that are not reflected in the class rates or the experience rating plan because they cannot be objectively quantified.In order to recognize these characteristics, insurers use judg­mental credits and debits to adjust the premium charged for a policy. Some examples of the types of characteristics that are considered are:Adequacy of first aid equipment and suppliesFirst aid trained personnel Cleanliness of the workplace • Written job safety proceduresSupervisor training of new employees Activities that are unusual for the type of business or industry

Each insurer develops its own schedule rating plan which consists of the charac­teristics to be considered and the amount of the credit or debit for each characteris­tic. Each insurer also establishes its own criteria to determine which insureds are eligible for schedule rating. One insurer may decide to apply schedule rating only to insureds that are eligible for experi­ence rating, while another insurer nitty decide to apply its schedule rating plan to all insureds. Every schedule rating plan must be filed with and approved by the Division of Insurance before it can be used.What is the effect o f a loss cost system on schedule ratin g?The characteristics used to determine a schedule credit or debit will not change
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based upon whether an insurer uses the rate system or the loss cost system. For example, if an employer receives a credit for having medical facilities on site under the rate system, a credit would still be given when the insurer converts to the loss cost system. However, because the expenses included in rates may vary from one insurer to another, the size of the debit or credit cannot be used as the sole means of determining which insurer will quote the lower premium policy.Suppose George's Sawmill is eligible for schedule rating from all three insurance companies that George contacted. ABC Insurance Company offers a 5% medical facilities credit, KLM Insurance Company offers a 3% credit and XYZ Insurance Company offers a 10% credit. George should not assume that XYZ Insurance Company has the lowest premium simply because they will give him the largest
s c h e d u l e  c r e d i t .

I n s u r e r R a t e C r e d i t
D i s c o u n t e d

R a t e

A B C $11.90 5% $11.31
K L M $11.51 3% $11.16
X Y Z $12.50 10% $11.25

In spite of giving the smallest percentage schedule credit, KLM Insurance Company has the smallest rate and hence will have the lowest premium policy.What is  the effect o f a  loss cost system on experience m odifications?The calculation of the experience modifi­cation will not be affected by the imple­mentation of a loss cost system. An experience modification greater than one indicates an employer has worse loss experience than the average employer in the class, while an experience modifica­tion less than one indicates an employer has better than average loss experience. This will be true whether the insurer uses a rate system or a loss cost system as its rating structure.
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Selecting an accurate loss cost is not an easy task. Much of the difficulty lies in the fact that a price for workers’ compen­sation coverage must be determined before the costs of the coverage are known. The question that needs to be answered is "Will the premium collected cover the losses and expenses that are expected to occur from all policies issued during the year, no matter how far into the future benefits will be paid to employ­ees injured during the year?"NCCI uses the following procedure to answer this question.
A d e q u a c y  o f  P r e m i u m  L e v e lFirst, NCCI determines the required overall change in the statewide premium level. To do this, NCCI collects data showing the total pre­mium for all employers in Alaska for a given year, and the amount paid out as ben­efits during the year—both indemnity payments (weekly compensation for lost wages) and medical payments. Since NCCI is estimating future costs, the historical experience is adjusted for inflation. If the amount needed for benefits is greater than the total pre­mium that would be collected if loss costs remain unchanged, the overall premium level needs to be increased. If the amount needed for benefits is less than the total premium that would be collected if loss costs remain unchanged, then the premium level needs to be decreased.

Exam pleG athering H isto rical D ataThe following example is taken from the 1999 NCCI loss cost filing. Based on data collected from policies issued in 1996 and using the loss costs in effect in 1998, NCCI estimated that $121,000,000 will be collected in premiums from all workers’ compensation policies written in Alaska in 1999. In 1996, indemnity benefits were $51,000,000 and medical benefits were $61,000,000.A d ju s tin g  F o r In fla tio nIndemnity benefits were estimated to decrease 3.5% per year. Since indemnity benefits are tied to salary level, the changing Alaskan employment market is likely responsible for this decreasing trend. Service industry and tourism related jobs are becoming a larger portion of the workforce while higher paying jobs in timber and oil industries are declining.Medical benefits were estimated to decrease 0.1% per year considering both inflation and other factors affecting the costs of medical treatment. These other factors include 1) any changes in the number of claims being filed by injured employees, and 2) any changes in the length of time injured employees receive benefits.Since 1996 experience is used to esti­mate 1999 costs, the changes due to inflation must be calculated for three years. The total decrease over three years for indemnity benefits is (1 -  .035)-1 = .899 or -  10.1% and for medical benefits the decrease is (1 -  .001)3 = .997 or -  0.3%.
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Therefore, indemnity benefits for 1999 are expected to be.899 x $51,000,000 = $45,850,000 and 1999 medical benefits are expected to be.997 x $61,000,000 = $60,800,000.The total estimated benefits to be paid in 1999 are$45,850,000 + $60,850,000 = $106,650,000.F in a l Loss Cost LevelNCCI calculates the overall premium adequacy based upon three years of historical experience. Each year’s indica­tion is computed separately. The final indication is an average of the indicated changes for three years. The 1999 loss cost filing used indications from 1994, 1995, and 1996.Data from 1997 and 1998 is not available to NCCI when they begin work on the 1999 loss costs. Any policy written toward the end of 1997 will not expire until me end of 1998. The most recent data avail­able to NCCI is always from policies written three years prior to the year the new loss costs become effective.L o s s  C o s t  L e v e l  C h a n g eAfter the required over­all loss cost level is determined, any loss cost changes necessary to produce the appropriate amount of premium are calculated. If it has been determined that the loss cost level needs to be adjusted, the loss cost for each classification is individu­ally changed. The loss cost for every classification is not increased or de­creased by the same amount. Two steps are used to calculate the loss cost level change by classification.

Each classification is grouped into one of six Industry Groups. These groups are: Manufacturing, Contracting, Office and Clerical, Goods and Services, Mis­cellaneous, and Oil and Gas. The loss cost level change for the Industry Group as a whole is calculated. For example, the data used to calculate the 1999 loss costs showed that employers in the Office and Clerical Industry Group, on the average, had worse experience than all employers from all Industry Groups combined. Therefore, the Office and Clerical Industry Group received an 8% decrease in premium level, which is a smaller decrease than the overall state­wide decrease of 8.5%.C lassificatio n  Ind icationsThe second step in calculating the loss cost change for each classification dis­tributes the Industry Group change to each class in that Industry Group. To do this, payroll information from all Alas­kan employers along with the benefits paid out to injured Alaskan employees for the last five years are grouped by classification. An average benefit cost per $100 of payroll is calculated. For example, the Manufacturing Group,Class 2710, consists of the experience of Sawmills. The five year total payroll is $34,400,000 and total benefits paid out over five years are $2,700,000. The average benefit cost per $100 of payroll is found by dividing the benefits paid by the total payroll and multiplying this result by 100, or

In d u s try  G roup  In d ic a tio n s

$ 2,700.000 $ 34,400,000 x 100 = $7.84

This says that if every employer in Class 2710 pays $7.84 for every $100 of payroll, enough money should be collected from employers in Class 2710 to pay the medi­cal and indemnity benefits of any injured employee who works in a Sawmill.
17 Workers’ Compensation insurance Consumer Guide



How good is this average benefit cost per $100 of payroll in evaluating the correct r ue level? The answer to this varies for each classification depending upon the v'olumo of experience in that class. Classifications which have many employers and large amounts of pay­roll will produce rates which can be relied upon, whereas classifications with only a few employers and small amounts of payroll may produce loss costs which are not valid indications of future loss.When there is not enough Alaskan experience to produce valid loss costs, the Alaska indication is averaged with a national indication. This national loss cost indication is calculated in the same way as the Alaskan loss costs, the only difference being total payroll and benefits paid are aggregate amounts from employers countrywide, not just Alaskan employers.Within each Industry Group, some classifications may have loss cost increases and some may have loss cost decreases. However, the rate level for the Industry Group as a whole must equal the average loss cost level change found in the first step of the loss cost level change procedure.Final Rates Assigned Risk PoolFor policies written in the Assigned Risk Pool. NCCI calculates rates (rather than loss costs). To pro­duce the final rate for each classification, the indicated aver­age benefit cost determined above is

Adequacy of Benefit Cost P e r $100 combined with an amount to cover the business operating costs of the insurance company. Over the last few years, ap­proximately 26% of the total premium collected is designated as the provision for overhead expenses, leaving 74% of the premium to be used for benefit pay­ments.For a Sawmill operation assigned to Class 2710, the final 1999 assigned risk rate consists of $7.84 to pay the medical and indemnity benefits plus the expense amount of $3.12, for a total rate of $10.96.Voluntary MarketFor policies written in the voluntary market, each insurer adds its own com­pany expense provision to the NCCI loss costs. Individual insurer expense per­centages range from 5% to 35% of the rate, with an average of 20%. The final rate varies by insurer. For a sawmill operation assigned to Class 2710, the 1999 rate would range from $8.35 to $12.00.While the range of expense percentages appears to be large, many of the insurers with lower expenses are specialized companies or companies with a particular market niche. Different insurers accept different types of business, so the actual range of rates available to an employer may not be as broad as the different expense amounts indicate.
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O th e r  P u b lic a t io n s

The Alaska Division of Insurance has several other publications designed to help educate the insurance- buying public. All publications listed below are available by contacting the Division in either the Juneau or An­chorage office.Alaska Division of Insurance P.O. Box 110805,Juneau, Alaska 99811-0805 (907) 465-2515and3601 C Street, Suite 1324, Anchorage, Alaska 99503-5948 (907) 269-79001. The Insurance Consumer Guide is designed to provide the consumer with a general over­view helpful for anyone wishing to purchase auto insurance, homeowners insurance, life insur­ance, or health insurance. It is also designed to help consumers better understand their insurance rights. It explains some of the insurance basics that will be useful in determining what types of coverage may be needed peri­odically. This brochure is distrib­uted to consumers as a newspa­per supplement with the most recent version printed in June 1994.2. The Homeowners Insurance R ating Exam ples booklet ex­plains homeowners coverage and compares the rates from various companies.

3. The Private Passenger Auto Insurance Rating Examplesbooklet explains auto insurance coverage and compares the rates from various companies.4. The Annual Insurance Reportis published every year and costs $25 per copy. This report is a summary of all the insurance business written in the state, premium taxes collected, license statistics, consumer complaints, and disciplinary actions.5. A Guide to Health Insurance for People with M edicareprovides information about Medi­care, the different types of pri­vate health insurance that can be used to fill gaps in Medicare coverage, and tips on shopping for private health insurance to supplement Medicare.6. The Consum er’s Guide to Long-Term Care Insurancediscusses the cost of long-term care, kinds and types of coverage available, what kinds of limits there are, and what types of questions you should ask before buying this coverage.7. The M edicare Supplement Insurance Rating Examplesbooklet explains the different types of medicare supplement insurance and compares the rates from various companies.
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SU B -C O M M IT T E E  R E P O R T  T OSEN ATE L A B O R  AND C O M M E R C E  C O M M IT T E ER E:“ C H A R IT A B L E  G A M IN G ”
B A C K G R O U N DDuring the 2003 session of the Alaska State Legislature, the Senate Labor and Commerce Committee considered and debated Senate Bill No. 102 -  “ An Act increasing the amount of revenue received by the State from charitable gaming activities; and providing for an effective date.”During public hearings on SB 102, a number of witnesses referred to pull-tab gambling as “charitable gaming” and warned of dire consequences to the “charities” if the State raised taxes on pull-tab gaming. As a result, the question was raised regarding the definition of a “charity” and then, regarding which “charities” are permitted to participate in Alaska’s so called “charitable gaming” activities.Further testimony revealed that some permittees operate pull-tab operations in communities hundreds of miles from their home bases (i.e., a Juneau charity may operate in Anchorage or Fairbanks). This information gave rise to the question of whether or not authorized participants should be limited by statute to operate within a fixed geographical proximity to the community in which they are based.To address these matters, Chairman Bunde appointed committee members Senator Seekins and Senator French to a sub-committee of two to examine the “charitable gaming” question and to report to the full committee early in the 2004 session. The sub-committee conducted three teleconferenced public hearings during the interim in which the primary discussion and testimony revolved around the issues of P A R T IC IP A T IO N  and P R O X IM IT Y .PA R T ICIPA T IO NThe most current data regarding gaming group operations is the 2002 Annual Report of Gaming Group Operations published by the State of Alaska Department of Revenue, Tax Division, Gaming

Sub-Committee Report to Senate Labor and Commerce Committee Re: Charitable Gaming - January 27, 2004
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Group. That Department of Revenue report is available on the internet at: www.tax.state.ak.us. A copy is attached hereto.The following is a quote from Page 2 of the 2002 Gaming Group report: In general, gambling is illegal in Alaska. However, the legislature created an exception for what is commonly, though somewhat inaccurately, referred to as “Charitable Gaming.” The use of the word “charity” is really a misnomer. An organization does not have to have any charitable purpose in order to have a gaming permit. The Department may only issue a permit to a municipality or qualified organization, and charities represent only one of the fifteen “qualified organizations" eligible to game in Alaska.In 2002, there were more than 1,200 permittees licensed through the Department of Revenue. A review of a list of permittees provided to the sub-committee by the Department of Revenue (a copy is attached hereto) reveals that this universe is divided into the following groups:1. charitable organizations:2. civic or service organizations;3. dog mushing associations;4. educational organizations;5. police or fire departments and company;6. fraternal organizations;7. labor organizations;
8. municipalities;9. non-profit trade associations;10. native villages;11. political organizations;12. religious organizations; and13. veteran organizations.AS 05.15.690 provides the following statutory definitions:“Charitable organization” means an organization, not for pecuniary profit, that is operated for the relief of poverty, distress, or other condition of public concern in the state. (In 2002, this category
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included licensees such as the American Red Cross, Catholic Community Service, and the West High Alumni Association.)“Civic or service organization" means any branch or lodge or chapter of a national or state organization that is a civic or service organization, not for pecuniary profit, and authorized by its written constitution, charter, or articles of incorporation, or bylaws to engage in a fraternal, civic, or service purpose in the state. (In 2002, this category included licensees such as the Greater Haines Chamber of Commerce, the Lions Clubs of various locations, and the Anchorage Hockey Association.)“Dog mushers’ association” means a civic, service, or charitable organization in the state, not for pecuniary profit, formed exclusively to promote interest in the breeding and training of dog teams for work or recreational and racing purposes, but does not include an organization formed or operated for gaming or gambling purposes. (In 2002, this category included licensees such as the Yukon Quest International, Ltd., the Alaska Sled Dog Racing Association, and the Iditarod Trail Association.)“Educational organization" means a civic, service, or charitable organization in the state, not for pecuniary profit, whose primary purpose is educational in nature and designed to develop the capabilities of individuals by instruction. (In 2002, this category included licensees such as the Juneau Golf Club, the Southeast Alaska State Fair, and the Nome Public Schools.)“Police or fire department and company” means a civic, service or charitable organization in the state, not for pecuniary profit, consisting of members of a police department or fire company established by the state or a political subdivision of the state. (In 2002, this category included licensees such as the Alaska Peace Officers Association, the Petersburg Volunteer Fire Department, and the Alaska Fire Chiefs Association.)“Fraternal organization” means a civic, service, or charitable organization in the state, except a college and high school fraternity, not for pecuniary profit, that is a branch or lodge or chapter, of a national or state organization and exists for the common business, brotherhood, or other interest of its members.(In 2002, this category included licensees such as Elks Lodges in various locations, the Alaska Native Brotherhood Camps in various locations and Knights of Columbus Councils.)
Sub-Committee Report to Senate Labor and Commerce Committee Re: Charitable Gaming - January 27, 2004
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“Labor organization” means an organization, not for pecuniary profit, constituted wholly or partly to bargain collectively or deal with employers, including the state and its political subdivisions, concerning grievances, terms, or conditions of employment or other mutual aid or protection in connection with employees. (In 2002, this category included licensees such as the Fairbanks Central Labor Council, the National Education Association-Alaska Pace, and various local unions across the state.)Municipalities is undefined. (In 2002, this category included licensees such as the City of Teller, the City of North Pole, and the City of Savoonga Fund Raising.)“Non-profit trade associations” is undefined. (In 2002, this category included licensees such as the Alaska Chiropractic Association, the Alaska State Homebuilders Association, and the Alaska Cabaret Hotel Restaurant Retailers Association.)“Native villages” is undefined. (In 2002, this category included licensees such as the Native Village of Point Hope, the Bristol Bay Native Association, and the Cook Inlet Tribal Council.)“Political organization” means an organization or club organized under or formally affiliated with a political party as defined in AS15.60.010. (In 2002, this category included licensees such as the the Alaska Democratic Party, the League of Women Voters of Alaska, and the Alaskan Independence Party.)“Religious organization” means an organization, church, body of communicants, or group, not for pecuniary profit, gathered in common membership for mutual support and edification in piety, worship, and religious observances, or a society, not for pecuniary profit, of individuals united for religious purposes at a definite place and that is recognized as a religious organization under the federal income tax laws and the selective service law. (In 2002, this category included licensees such as the Sacred Heart Parish, Salvation Ministries, and Congregation Beth Shaolom.)“ Veterans organization” means a civic, service, or charitable organization in the state, or a branch or lodge or chapter of a national or state organization in the state, not for pecuniary profit, the membership of which consists of individuals who were members of the armed services or forces of the United States or
Sub-Committee Report to Senate Labor and Commerce Committee Re: Charitable Gaming - January 27, 2004
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persons who served in the Alaska Territorial Guard. (In 2002, this category included licensees such as American Legion Posts in various locations, Veterans of Foreign Wars Posts in various locations, and the Alaska National Guard Enlisted Association.)
NOTE: The specific organizations listed above are provided for demonstration purposes only.The sub-committee does not recommend that the statutory exception allowing “Charitable Gaming” be changed. However, the sub-committee does recommend the full committee review the list of permitted gaming groups for the purpose of considering changes that would assure that pull-tab licensees fulfill some charitable purpose. For example, the sub-committee recommends that the full committee examine whether or not participants such as municipalities, political organizations, chambers of commerce or native villages should be beneficiaries of pull-tab income from Alaska’s “charitable gaming” exception. However, because of the not-for-profit status of the currently qualified organizations, the sub-committee recommends that raffle licenses continue to be granted to all the current gaming groups.
PROXIMITYAs stated above, during the 2003 full Committee hearings, it became evident that some permittees domiciled in one community operate their pull-tab licenses in other communities. Hence, so- called “charitable gaming” revenue from pull-tab gambling in some communities did not benefit those communities at all.Rather, that revenue went to organizations in communities sometimes hundreds of miles distant. This led to the question of whether or not the legislature should institute a geographic proximity limit for the operation of pull-tab licenses.The sub-committee found that there are a number of reasons pull­tab permittees operate in distant locations. For example:• some organizations (i.e., the American Red Cross) have a state-wide presence and mission;• some rural permittees do not have a very large population base and have found it more profitable to operate in urban locations;• some operators conduct gaming activities for multiple permittees in multiple communities. Because games for
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each permittee are played in each location, revenue travels from community to community;• some communities charge sales tax on pull-tab sales and permittees have found they can net more by operating in communities that do not have a sales tax; and• some communities are saturated with pull-tab operations and there was entry opportunity in some other community.The sub-committee did not reach a unified recommendation regarding specific action to address this proximity question. However, the members agree this matter begs for continued discussion in the full committee and would benefit from further public testimony before a final decision is reached.
OTHER CONSIDERATIONSIn the course of the sub-committee hearings there was testimony regarding other elements of the “charitable gaming” industry. It became clear that many permittees depend on gambling revenue as either “ a” or “ the” major source of their revenue. Therefore, they fear that any change in the gaming structure would have devastating effects on their operations.Operators testified that they operated on small margins and that changes could easily put them out of business.Gerry Richards, a CPA from Fairbanks whose company, Richards, Johnson and Granberry, audits several gaming operations, provided testimony to the sub-committee that presented several suggestions for simplifying and or clarifying gaming statutes. For example, Mr. Richards suggested that the Legislature allow licensed operators to pool gaming activities of all their permittees. Pooling is currently allowed for Multiple Beneficiary Permittees and, if extended to operators, would result in operators spreading the sales between more permittees, which would result in a more even flow of the net proceeds throughout the year. A copy of Mr. Richard’s testimony is attached hereto.

SUMMARYGaming in Alaska is big business. In calendar year 2002, the total amount gamed by the public exceeded $358,000,000. After prizes were paid out, approximately $85,000,000 was available for
Sub-Committee Report to Senate Labor and Commerce Committee Re: Charitable Gaming - January 27,2004
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gaming expenses and net proceeds to benefit municipalities and qualified organizations.1As more and more municipalities and qualified organizations turn to gambling as a revenue source, the pie is sliced thinner and thinner. That competition makes it harder and harder for small organizations to effectively compete for any share at all.It is time for the Alaska Legislature to examine the “charitable gaming” exception to the general gambling prohibition. This sub­committee recommends the legislature start by examining and re­defining whether or not municipalities, political organizations and certain other currently qualified organizations, should be permitted to operate pull-tab operations. Additionally, the sub-committee recommends that the legislature consider a geographic proximity limitation that would keep “charitable gaming" revenue in the community where the proceeds are generated.

1 See Department of Revenue Annual Report of Gaming Group Operations.
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2 0 0 2This annual report provides an overview o f the games o f chance and skill program administered by the Tax Division's Gaming Group, and contains summaries oj all reports o f permittees and operators pursuant to AS 05.15.090.This report also explains the organizational structure of the Gaming Group within the Tax Division.The information covers calendar year 2002
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Executive Summary

Introduction

Under Alaska law, municipalities arJ qualified non-profit organizations may conduct certain 
gaming activities. The purpose of these activities is to derive public benefit in the form of 
money for the organizations and revenues for the state. The Tax Division is responsible 
for ensuring that the appropriate level of public benefit is derived for the organizations and 
the state.

To ensure that the appropriate level of public benefit is derived, the division does the 
following: 1) issues permits to municipalities and qualified organizations; 2) licenses all 
operators, distributors and manufacturers; 3) collects fees and taxes; 4) audits various 
permittees and licensees; 5) inspects gaming locations; and 6) investigates complaints.

This report summarizes gaming financial activity for 2002, as reported by permittees and 
operators and filed as of July 30, 2003. Gaming in Alaska has many variations in the types 
of gaming businesses and nonprofit organizations which conduct gaming activities. Below 
are key terms used throughout this report.

• A permittee is a municipality or a qualified organization that holds a valid permit to 
conduct gaming activities.

• A vendor is a business that holds a qualifying beverage dispensary or package store 
license that sells pull-tabs on behalf of a permittee.

• A multiple-beneficiarv permit (MBP) allows two to six municipalities or qualified 
organizations or a combination of two to six municipalities and qualified organizations to 
conduct joint gaming activities.

• An operator is a person, a municipality or qualified organization that has obtained a 
license and posted a bond to conduct gaming activities on behalf of a permittee.

• A distributor is a business located in the state that is licensed to distribute pull-tabs to 
permittees and to operators conducting gaming on behalf of permittees. The distributor 
must collect and submit a tax to the state equal to three percent of the gross receipts less 
prizes, on each series of pull-tabs sold.

• A manufacturer is a business that is licensed to sell pull-tabs in the state. A 
manufacturer may only sell pull-tabs to a licensed distributor located in the state.

In reviewing the financial information presented in this report, it is important to be aware of 
the various classifications and to interpret the information accordingly.

For comparison purposes, 2001 financial data are included on certain schedules in this 
report.

Tax D iv is io n 2002 G am in jj A nnua l Report I



Executive  Sum m ary

Gaming Overview

Gaming in Alaska is big business. In calendar year 2002, the total amount gamed by the public 
exceeded $358,000,000. After prizes were paid out, approximately $85,000,000 was available for 
gaming expenses and net proceeds to benefit municipalities and qualified organizations.

In general, gambling is illegal in Alaska. However, the legislature created an exception for what is 
commonly, though somewhat inaccurately, referred to as “Charitable Gaming". The use of the word 
"charity" is really a misnomer. An organization does not have to have any charitable purpose in order 
to have a gaming permit. The Department may only issue a permit to a municipality or qualified 
organization, and charities represent only one of the fifteen kinds of "qualified organizations” eligible to 
game in Alaska.

The authority to conduct gaming activity is contingent upon the dedication of the net proceeds of the 
gaming activity for specific purposes. Only reasonable and necessary expenses may be incurred or 
paid in connection with a gaming activity. The gaming statutes provide for caps on expenses, not to 
exceed 70% of adjusted gross income from pull-tab activity and 90% of adjusted gross income from 
gaming activities other than pull-tabs.

The organization board members are responsible to ensure that the gaming activity follows the 
gaming statutes and regulations. Organizations that participate in gaming have a legal duty to ensure 
that all gaming proceeds go toward intended uses and are not used to pay unnecessary expenses. 
Board members have a fiduciary responsibility for this, as was spelled out in Botelho v. Griffin, 25 P3d 
at 693: “By requiring a portion of the money spent on charitable gaming to benefit the public generally. 
Alaska's gaming laws create the effective equivalent of a charitable trust.”

The Department of Revenue has the responsibility to oversee gaming laws. The Gaming Group within 
the Tax Division handles administration and enforcement duties. Through its staff of seven, the Group 
oversees approximately 1,200 organizations involved in gaming. The Group issues licenses and 
permits, collects filing fees and taxes, and conducts audits to enforce the statutes and regulations for 
collection of fees and taxes and distribution of net proceeds.

The 2002 Current Events and Regulatory Actions section of this report describes the Division's 
enforcement actions. These enforcement actions came primarily from public inquiries and complaints.

Tax D iv is io n 2002 G am ing  Annua l Report 2
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Executive  Sum m nrv

2002 Gaming Industry Facts and Trends  . .        . : ... ...................
The Division presents data in this report based upon permittee and operator annual reports filed 
as of July 30, 2003. The reader should noie the following:

•  Gross receipts include the dollar value of play-backs (winning pull-tabs which the player has 
returned to the seller in exchange for additional pull-tabs in lieu of receiving the prize in cash).

• Adjusted gross income means gross receipts less prizes awarded and federal and municipal taxes paid 
on gross receipts. Adjusted gross income is the amount available to pay gaming expenses and make 
distributions of net proceeds.

• Net proceeds means adjusted gross income less gaming expenses. Gaming expenses include the 3% 
pull-tab tax, permit fees, and the 1% additional fee on permittee gaming profits.

• The Division based the 2002 calendar year permitee data on 1,171 annual financial statements filed as of 
July 30, 2003. There are 77 annual reports outstanding and the Division excluded two erroneous or 
incomplete reports.

•  The division issued 14 MBP permits in 2001 and 2002. All MBPs filed their reports.

•  The division issued 26 operator licenses in 2001 and 27 in 2002. All Operators filed their reports.

•  Fees and taxes co'lected by the division: FY-03 FY-02

3% Tax on Pull-Tabs: $2,115,146 $2,045,124
1% Additional Fee on Permittees' Gaming Profits: 341,561 325,218
Perm't and License Fees: 128,800 141,863

$ 2,585,507 $2,512,205

• Distributors reported $2,007,000 of pull-tab tax paid for calendar year 2002.
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Division Concerns and Focus

Alaska’s gaming laws limit the amount of expenses that may be incurred under a gaming permit to 
ensure that permit holders receive at least a minimum financial benefit from their gaming 
activities. Beginning in 1998, the Division's focus has been on compliance with the expense 
limitations and minimum profit distributions.

The Division, with the assistance of the Department of Law, has committed substantial resources 
to bring into compliance the activities of Multiple-Beneficiary Permit holders (MBPs). The first step 
in this process was to ensure that MBPs complied with minimum distribution requirements. In 
1997, MBPs failed to meet their statutorily required payment distributions by $850,000.
The Division increased compliance on payment so that there were no MBP deficits in 2001.

The second step in the process focused on ensuring that MBPs not only met the minimum 
distributions, but also adhered to statutory expense limitations. With the increased enforcement, 
one MBP ceased operations and two others agreed to suspend operations for one year due to 
non-compliance in 1999.

MBP activities in 2001 and 2002 appeared to meet the statutory expense limitations and minimum 
profit distributions, with one exception in each year. In 2001, an MBP did not meet the expense 
limitations. As a condition to retaining its permit, the MBP agreed to dedicate a percentage of its 
net proceeds for two years to the Alaska Children’s Trust. In 2002, an MBP failed to meet its 
expense limitations and minimum payment distributions. The MBP voluntarily closed its business in 
November, 2003.

Regulations effective January 1, 2003, formalize the parameters under which MBPs can conduct 
gaming and require quarterly payment of net proceeds to the members.

The Division remains concerned about the amount of proceeds received by some organizations. 
The Division will continue to focus on excessive rents, comnensation, and fees charged 
for running or managing gaming operations.

In 2001, the Division proposed regulations and held public hearings to address various issues 
including unlicensed operators, conflicts of interest, methods of accounting, capital contributions, 
loans and gifts, and rules for MBPs. The public hearings revealed concern with the process and 
confusion with the proposed regulations. As a result, the Division adopted a negotiated rule making 
process to deal with the issues.
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S U B -C O M M IT T E E  R E P O R T  T OSEN ATE L A B O R  AND C O M M E R C E  C O M M IT T E ER E :“ C H A R IT A B L E  G A M IN G ”
B A C K G R O U N DDuring the 2003 session of the Alaska State Legislature, the Senate Labor and Commerce Committee considered and debated Senate Bill No. 102 -  “ An Act increasing the amount of revenue received by the State from charitable gaming activities; and providing for an effective date.”During public hearings on SB 102, a number of witnesses referred to pull-tab gambling as “charitable gaming” and warned of dire consequences to the “charities” if the State raised taxes on pull-tab gaming. As a result, the. question was raised regarding the definition of a “charity” and then, regarding which “charities" are permitted to participate in Alaska’s so called “charitable gaming” activities.Further testimony revealed that some permittees operate pull-tab operations in communities hundreds of miles from their home bases (i.e., a Juneau charity may operate in Anchorage or Fairbanks). This information gave rise to the question of whether or not authorized participants should be limited by statute to operate within a fixed geographical proximity to the community in which they are based.To address these matters, Chairman Bunde appointed committee members Senator Seekins and Senator French to a sub-committee of two to examine the “charitable gaming" question and to report to the full committee early in the 2004 session. The sub-committee conducted three teleconferenced public hearings during the interim in which the primary discussion and testimony revolved around the issues of P A R T IC IP A T IO N  and P R O X IM IT Y .P A R T IC IPA T IO NThe most current data regarding gaming group operations is the 2002 Annual Report of Gaming Group Operations published by the State of Alaska Department of Revenue, Tax Division, Gaming
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Group. That Department of Revenue report is available on the internet at: www.tax.state.ak.us. A copy is attached hereto.The following is a quote from Page 2 of the 2002 Gaming Group report: In general, gambling is illegal in Alaska. However, the legislature created an exception for what is commonly, though somewhat inaccurately, referred to as “Charitable Gaming.” The use of the word “charity” is really a misnomer. An organization does not have to have any charitable purpose in order to have a gaming permit. The Department may only issue a permit to a municipality or qualified organization, and charities represent only one of the fifteen “qualified organizations" eligible to game in Alaska.In 2002, there were more than 1,200 permittees licensed through the Department of Revenue. A review of a list of permittees provided to the sub-committee by the Department of Revenue (a copy is attached hereto) reveals that this universe is divided into the following groups:1. charitable organizations;2. civic or service organizations;3. dog mushing associations;4. educational organizations;5. police or fire departments and company;6. fraternal organizations;7. labor organizations;8. municipalities;9. non-profit trade associations;10. native villages;11. political organizations;12. religious organizations; and13. veteran organizations.AS 05.15.690 provides the following statutory definitions:“Charitable organization” means an organization, not for pecuniary profit, that is operated for the relief of poverty, distress, or other condition of public concern in the state. (In 2002, this category
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