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CS FOR SENATE BILL NO. 104(JUD)

"An Act relating to the crines of unsworn falsification in the
first and second degrees and false information or report;
requiring the establishnment of a permanent fund dividend fraud
investigation unit in the Departnent of Revenue; and providing
for an effective date."

- MOVED CSSB 104(JUD) QUT OF COW TTEE

HOUSE BI LL NO 238

"An Act relating to contribution rates for enployers and nenbers
in the defined benefit plans of the teachers' retirenment system
and the public enployees' retirement system and to the ad-hoc
post-retirenment pension adjustnent in the teachers' retirenent
system requiring insurance plans provided to nenbers of the
teachers' retirenment system the judicial retirement system the
public enployees' retirenent system and the fornmer elected
public officials retirenent system to provide a list of
preferred drugs; relating to defined contribution plans for
menbers of the teachers' retirenment system and the public
enpl oyees' retirement system and providing for an effective
date. ™

- HEARD AND HELD

HOUSE BI LL NO. 177

HOUSE STA COW TTEE -1- April 5, 2005



"An Act relating to enployee and enployer contributions to the
teachers' retirenment system and the public enployees' retirenent
system and providing for an effective date.™

- SCHEDULED BUT NOT HEARD

HOUSE BI LL NO 191

"An Act relating to defined contribution systens for nenbers of
the teachers' retirenment system and the public enployees’
retirement system and providing for an effective date.”

- SCHEDULED BUT NOT HEARD
PREVI QUS COW TTEE ACTI ON
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SPONSCR(s) : STATE AFFAI RS
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04/ 05/ 05 (H STA AT 8:00 AM CAPI TOL 106

W TNESS REG STER

SENATOR RALPH SEEKI NS

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Presented SB 104 as sponsor.

SHARON BARTON, Director

Per manent Fund Di vi dend Divi si on

Departnent of Revenue

Juneau, Al aska

POSI TI ON STATEMENT: Testified on behalf of the division during
the hearing on SB 104.

DANI EL J. BOONE, Investigator 111

Per manent Fund D vi dend Di vi sion

Depart ment of Revenue

Juneau, Al aska

POSI TI ON STATEMENT: Testified on behalf of the division during
the hearing on SB 104.

MELANI E M LLHORN, Director

Heal th Benefits Section

Division of Retirenent & Benefits

Department of Adm nistration

Juneau, Al aska

POSI TI ON  STATEMENT: On behalf of the division, presented a
proposed nedical program prepared by Mercer Human Resource
Consul ting, during the hearing on HB 238.

BRAD LAWSON

Mercer Human Resource Consul ting
Seattl e, Washington
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POSI TI ON  STATEMENT: Testified as a representative of Mercer
Human Resource Consulting, on behalf of the Dvision of
Retirement & Benefits, during the hearing on HB 238.

KATHY LEA, Retirement Manager

Division of Retirenent & Benefits

Departnent of Adm nistration

Juneau, Al aska

POSI TI ON  STATEMENT: Answered questions from the commttee
during the hearing on HB 238.

ACTI ON NARRATI VE

CHAIR PAUL SEATON called the House State Affairs Standing

Commttee neeting to order at 8:02:48 AM Represent ati ves
El kins, Lynn, Gardner, and Seaton were present at the call to
order. Representatives Ranras and Guenberg arrived as the

meeting was in progress.

SB 104- PERVANENT FUND DI VI DEND FRAUD

[ Cont ai ns di scussion of HB 127.]
8:03:12 AM

CHAI R SEATON announced that the first order of business was CS
FOR SENATE BILL NO 104(JUD), "An Act relating to the crines of
unsworn falsification in the first and second degrees and false
information or report; requiring the establishnment of a
permanent fund dividend fraud investigation unit in the
Departnent of Revenue; and providing for an effective date."

8:03: 32 AM

SENATOR RALPH SEEKINS, Alaska State Legislature, presented SB
104 as sponsor. He said the bill wuld strengthen the
Department of Revenue's ability to investigate fraud associ ated
with making false applications for the Al aska permanent fund
di vi dends ( PFDs). Under the proposed bill, the subm ssion of a
fraudul ent PFD application would beconme a Cass C felony. He
reported that in 2004, the Departnent of Revenue exam ned over
1,600 fraud tips and audited over 1,700 PFD applications
suspected of being fraudulent, which resulted in $1.4 mllion in
denied or assessed dividends. Furthernore, there were three
federal indictnents and one conviction for crinmes involving PFD
fraud.
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SENATOR SEEKINS said currently, under state |aw, Al aska cannot
prosecute for fraud, but the federal governnent can. Senat or
Seekins revealed that the nost comon fraud offense involves
persons who forge the signature of another on the PFD
application or related docunents with the intent of receiving a
dividend to which they are not entitled. He noted that the bil
is not intended to capture cases, for exanple, where husbands
and wives sign for each other; the provision of SB 104 would
apply in cases where the individual is attenpting to steal from
anot her person or fromthe state.

8:05:26 AM

SENATOR SEEKI NS di scussed categories of offenses. He reiterated
that the bill would nake unsworn falsification, as it relates to
a person naking an application for a permanent fund dividend, a
violation in the first degree punishable as a C ass C fel ony.

8. 06: 51 AM

SENATOR SEEKINS said he introduced the bill because he thinks
"we all" know people who are trying to tap into the PFD
illegally. The bill would codify 1in statute a fraud
investigation unit within the departnent. He anticipated that
by having the unit in statute, it wll be possible to access the

national crinme conputer system in order to find people who may
be trying to hide.

8:07:35 AM

SENATOR SEEKINS, in response to a question from Representative
Lynn, said the current fraud unit does not have the necessary
statutory authority to be able to [access the national crine
conput er systen] and would have to "apply to do so."

8. 08: 02 AM

REPRESENTATI VE GARDNER noted that the House just passed HB 127,
which will allow Peace Corps Volunteers to receive the PFD. One
of the provisions of the bill reduced the fine for fraudul ent
clains from $5,000 to $3,000. She offered her understanding
that "it had to do with our ability to actually collect on
that." She observed that SB 104 "addresses that in a nuch nore

severe way."

8:08:49 AM
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SENATOR SEEKI NS responded that it is a stronger way. He said he
appl auds any effort to collect; however, in this case, "it's not
a collection issue; it's a felony."

8:09: 07 AM

CHAIR SEATON clarified that the idea behind lowering the fine
[in HB 127] was not to |l essen the inpact, but to nmake it so that
it was worth enforcing, because at the higher anobunt a public
of fender had to be provided, which was not always cost effective
for the state. He added that lowering the fine also nmade
prosecution nore likely.

8:10: 20 AM

SENATOR SEEKINS said the intention of the bill is to be able to
go after the nost serious offenders. He said a warning would be
clearly printed on the application. He stated, "A felony

conviction has a whole ot nore ramfications than a m sdeneanor
conviction."

8:.10: 47 AM

REPRESENTATI VE ELKI NS asked for an exanple major fraud.

8:11: 04 AM

SENATOR SEEKINS deferred to the Pernmanent Fund D vidend
Di vi sion.

8:11:19 AM

SHARON BARTON, Director, Permanent Fund D vidend Division

Department of Revenue, testifying on behalf of the division,
stated that the PFD programis particularly vulnerable to fraud.
She said there are 635,000 applications "to shove through the
pipe in just a few nonths of considerations.” She noted that
the division began "beefing up" its investigations of fraud two
years ago, and last year the |egislature authorized subpoena

powers for the division, which has helped substantially wth
audits.

8:13: 05 AM

DANIEL J. BOONE, Investigator 111, Permanent Fund D vidend
Di vision, Departnent of Revenue, testifying on behalf of the

HOUSE STA COW TTEE - 6- April 5, 2005



division, stated that the division is encouraging the public to

file online applications, use an electronic signature - for
those who have "been in the system"™ and receive a direct
deposi t. When everything is done electronically, he said, it
makes it difficult to identify soneone who has noved out of the
state. He reported that the division is currently working on
new technology that wll help in identifying outside "IP"
[Internet Protocol] addresses in order to tell if the person is

actually in the state. The focus, he indicated, is to work to
find the individuals who are "going after one PFD after another,
year after year " He offered exanples.

8:16: 24 AM

MR. BOONE said the current fine is not a deterrent. The
subpoena power is a help. He stated that approximtely 64
percent of the fraud cases are related to dealing wth
individuals out of the state. He offered nore exanples. He
said, "There is no forgery, per se - ... as far as a [PFD
application - that puts teeth in anything." He said the sane

applies to crimnal inpersonation. He said, "Wth the [attorney
generals (AGs)] and everything that they're under, it's really
been difficult ... for themto take a Cass A m sdeneanor versus
a felony case.”

8:18:10 AM

CHAI R SEATON noted that the commttee is currently considering
another bill which would allow the use of a power of attorney to
submt the [PFD] application. He said, "Under a power of
attorney you can't really tell sonebody's intent to return to
Al aska and, therefore, ... basically the intent to return to
Al aska provision is nade void by the use of a power of
attorney." He asked if the wunsworn falsifications being

di scussed under SB 104 often relate to the intent to return to
Al aska, or if that is a totally separate issue.

8:19:12 AM

MR. BOONE answered that that's a totally separate issue. He
said he deals wth individuals who have deliberately and
recklessly disregarded nmaterial facts pertaining to their
eligibility or the eligibility of others for whom they are
applying. He offered exanples. He said, "The ... way we pursue
our cases crimnally ... [is] definitely nore cut and dry than
inintent, which is a lot of grey area ...."
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8:20:10 AM

REPRESENTATI VE GRUENBERG stated his concerned about a possible
constitutional <challenge on the basis of equal protection
regarding setting up "this particular type of fraud as a
felony.” He stated his strong support of the bill and expl ai ned
that he wants to protect it against such a challenge. He asked,
"Is there specific legislative history explaining why this is a
felony and other types of wunsworn falsification for simlar
types of benefits are only O ass A m sdeneanors?”

8.22:00 AM
SHARON BARTON reconmended aski ng that question of Chris Poag.
8:22:16 AM

REPRESENTATI VE GRUENBERG di rected attention to page 4, [lines 4-
5], which read:

(2) on a form bearing notice, authorized by
|l aw, that false statenments made in it are punishable.

REPRESENTATI VE GRUENBERG asked if the |anguage would be changed
so that it would apply to all PFD applications and would be
"puni shabl e as unsworn falsification in the first degree." He
expl ai ned, "Because an argunent could be made if you don't that
it would only be [a] m sdeneanor. ™

8:23:10 AM

MS. BARTON said that the division has not drafted that |anguage
but would certainly take it under advi senent.

8:.23:25 AM

CHAIR SEATON noted that the bill would be heard by the House
Judiciary Standing Conmittee; therefore, he said he would |ike
nost of those [kinds of questions] asked at that tine.

8:23:40 AM

REPRESENTATI VE GRUENBERG asked if the attorney general would
testify.

8:23: 57 AM
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CHAI R SEATON answer ed yes.

8:24:01 AM

REPRESENTATI VE GRUENBERG recommended inserting sone findings in
the bill. He talked about the federal inplications and
nmentioned the unlawful flight to avoid prosecution (UFAP). He

asked Ms. Barton if one of her intentions was to be able to "get
federal assistance in the enforcenent of this."

8:25:37 AM

M5. BARTON said nost of the cases have not "flown before they've
perpetrated the crine,” but rather have noved out of state
first. In response to a question from Representative Gardner

she sai d t he division's approach general ly has been
conservative; it inposed fines just this year and the five-year

forfeiture for the first tine only a year ago. She said the
di vision proceeded carefully with the first cases to determne
where it was appropriate to apply the civil penalties. She

said, "Now that we are looking at a Cass C felony, we wll
certainly consult with our good [attorney general (AG] support
before we ... proceed wth any ... action.” She offered further
detail s.

8:27:23 AM

REPRESENTATIVE LYNN noved to report CSSB 104(JUD) out of
commttee with individual recomendations and the acconpanying
fiscal notes.

8:27:55 AM

REPRESENTATI VE ELKINS interjected that he has first-hand
know edge of fraud regarding dividends and there is a surprising
anount of noney involved. He offered exanpl es.

8:28:43 AM
CHAIR SEATON stated that, there being no objections, CSSB
104(JUD) noved out of the House State Affairs Standing

Commi ttee.

HB 238- PUBLI C EMPLOYEE/ TEACHER RETI REMENT

8:29: 04 AM
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CHAI R SEATON announced that the next order of business was HOUSE
BILL NO 238, "An Act relating to contribution rates for
enployers and nenbers in the defined benefit plans of the
teachers' retirenment system and the public enployees' retirenent
system and to the ad-hoc post-retirenment pension adjustnment in
the teachers’ retirement system requiring insurance plans
provided to nenbers of the teachers' retirenent system the
judicial retirement system the public enployees' retirenent
system and the former elected public officials retirenent
systemto provide a list of preferred drugs; relating to defined
contribution plans for nenbers of the teachers' retirenent
system and the public enployees’ retirement system and
providing for an effective date."

CHAIR SEATON clarified that the commttee wuld hear a
presentation of the tier task force regarding the nedica
portion of HB 238.

8:30: 23 AM

MELANI E M LLHORN, Director, Health Benefits Section, Division of
Retirement & Benefits, Department of Admnistration, on behalf
of the division, presented a proposed nedical program prepared
by Mercer Human Resource Consulting ("Mercer"). She said the
material was worked on extensively by the tier proposa

commttee for a nunber of nonths. She told the commttee that
Mercer engaged in a great deal of analysis by asking Aetna - the
state's third party admnistrator - to provide the actual clains
experience, from which Mercer analyzed the cost to the system
and redesi gned those costs going forward with a new tier nedical

pl an desi gn. A survey was sent out to "all enployers,” and
those enployers enphasized the inportance of the nedica

conponent of the retirenent benefits package.

M5. M LLHORN noted sone key elenents from the feedback of the
enpl oyers. She specified that she would be referring to
presentation material dated Novenber 19, 2004, that was provided
to the full Public Enployees' Retirenent System (PERS) and
Teachers' Retirement System (TRS) Boards; that nmaterial is found
in the survey information [included in the commttee packet].

M5. MLLHORN listed sonme of the key elenents as follows: One,
menbers should bear a greater share of the cost of nedical
benefits; two, nenbers should have to retire from the systemin
order to be eligible for nedical benefits; and three, system
benefits should favor |onger service nenbers. Regardi ng the
third element in the list, she explained that the criteria for
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medi cal coverage can be satisfied after an enpl oyee vests and is
age eligible. For the current Tier 1, that would nean after
five years and at age b55. In contrast, the proposed nedical
pl an design would recognize the years of service of the nenber
and would provide a greater benefit based on "greater years of
service."

8:34:15 AM

M5. M LLHORN continued with the list as follows: Four, enployer
contributions should be predictable and stable; five, health
care inflation risk should not be borne solely by enployers;
six, benefits nust take the form of new tiers; and seven, the
annual cost of benefits should not be designed to exceed current
systens' normal cost rates. In response to a question from
Chair Seaton, she confirmed that nunber seven neans that the
medi cal conponent should not exceed the current medica

conponent .

8:35: 59 AM

M5. MLLHORN turned to a Power Point presentation, [hard copy
included in the commttee packet, entitled, "State of Al aska
PERS & TRS Proposed Medical Program House State Affairs" and
dated April 2, 2005]. She directed attention to Slide 2, which
lists the key features of the proposed post-retirenent nedical
program as follows [original punctuation provided with sone
formatti ng changed]:

Menbers mnust retire directly from the System to be
eligible

System sponsored health plan with varying |evels of
subsidy or cost to nenbers

Early retirees get "access only" prior to normnal
retirement eligibility

Defined dollar benefit from nornal retirenment to
Medi care eligibility (currently age 65)

Defined health benefit after Medicare eligibility,
simlar to the current program with the foll ow ng key
exceptions:

Met hod of coordination with Medicare

Retired nmenbers share in the cost through prem um
contributions
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M5. M LLHORN explained that "access only" nmeans that the nenber
can apply [prior to normal retirenent eligibility], but would
have to pay 100 percent of the nedical prem umcosts in order to
recei ve the nedical coverage.

8:.38:32 AM

M5. MLLHORN directed attention to Slide 3, which shows the
system sponsored health care plan under the proposed bill. She
explained that the slide conpares nedical, prescription drug,
and dental, vision, and audio costs wunder the current and
proposed "alternative" plans. She said other states' nedical
pl ans were studied in order to "conpare and contrast.” Al aska's

medical plan costs are one of the primary drivers for the
retirement systens' underfunded status; however, the studies
done show that Alaska' s nedical plan benefits are rich conpared
to other [states'] nedical plans. She offered sonme exanples.

M5. MLLHORN turned to Slide 4, which shows eligibility criteria
of the proposed nedical program and read as follows [origihna
punctuation provided with sonme formatti ng changes]:

Normal retirenment eligibility for nmedical benefits
will be defined as the earlier of

(1) age 60 with 10 years of service

(2) 25 years of service (30 years for PERS
"others" retirees).

Di sabl ed participants will be eligible

Term nated vested participants are not eligible. A
menber nust retire directly from active service in
order to receive coverage

M5. M LLHORN explained that the 25 years of service pertains to
police, firefighters, and teachers, and the 30 years pertains to
all other PERS enployees who retire. She opined that an
important feature of the plan design is that term nated vested
partici pants would not be eligible. Currently, the D vision of
Retirenment & Benefits covers 54,000 nenbers and its clainms cost
for 2004 was $225 nmillion. She said:

If you just look at the parties that are eligible for
our nedical plan right now and you project into the
future, and you expect that all of those

i ndi vi dual s wil | receive a benefit, there's
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approxi mately 90,000 nenbers and the dependent ratio
is 1.9. So, if you were to look into the future to do
sone projections, you would be able to see that there

would be a population if there's sonme ... vested
nenbers here who wll receive that benefit. But
there's also nenbers who have to satisfy sone

additional service in order to be eligible. But you

could be easily looking at a population in the future
of 180, 000 nenbers.

8:43:. 18 AM

M5. MLLHORN directed attention to Slide 5, which shows details
of early retirenent under the proposed nedical program Slide 5
read as follows [original punctuation provided wth sone
formatti ng changed]:

Early retirees who have not reached normal retirenent

eligibility
Recei ve "access only" plan
WIlI not be eligible for subsidized retiree

heal t h pl an costs
Pay 100% of the pre-Medicare eligible (currently
pre-age 65) per nenber per year (PMPY) claimcosts

Dependent spouses of early retirees will pay 100% of
the appropriate pre-Medicare or Medicare eligible PWY
cl ai m cost

M5. MLLHORN explained that "access only" neans that [the

retiree] would pay the full premum to receive coverage. She
said it's inmportant to note that that is still a very good
benefit. She explained that there are a |ot of people who may

| eave their enploynment or have breaks in their health insurance,
and having access to health care can be cost prohibitive.

8:.44: 36 AM
M5. M LLHORN highlighted the key points of Slide 6, which shows
normal retirenent to Medicare eligibility as follows [original
punctuation provided with sonme formatti ng changed]:

Menbers who retire directly from the Systens will be

eligible for a "defined dollar" benefit upon reaching
eligibility for normal retirenent
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Fi xed dollar subsidy toward system sponsored health
cover age

Access to system sponsored retiree nedical plan as
outlined above

Subsi dy amount is based on I ength of service

Subsi dy anount i ndexed each year by healthcare
inflation up to a maxi num of 5 percent

8:46: 05 AM

M5. MLLHORN, in response to a question from Chair Seaton,
referred back to Slide 4 and explained that there are two ways a
person can be eligible for nedical benefits: one is to be age
60 with 10 years; or tw is to be of any age as long as the
retiree has 25 years of service for police, firefighters, and
teachers or 30 years of service in PERS.

8:46: 48 AM

M5. M LLHORN returned to discussion of Slide 6. She said, "The
enpl oyers wanted to build in recognition for long service, and
this medical plan does that."

8:48:49 AM

M5. MLLHORN turned to Slide 7, the second conponent addressing
normal retirenment to Medicare eligibility, which read as foll ows
[original punctuation provided with sonme formatti ng changed]:

Upon becom ng eligible for Medicare, such nenbers wll
becone eligible for the "defined health"” benefit

Pre- Medi care dependent spouse is eligible for the sane
subsidy as retiree

Medi care eligible dependent spouse is eligible for the
Medicare eligible benefit level, wth contribution
per cent age based on retiree |l ength of service

M5. M LLHORN conti nued:
If you | ook at those segnents for a nenber, it's pre-

65 and post-65. And the post-65 portion is a defined
health benefit, and that includes that the nenbers
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will make a contribution based ... on their years of
servi ce. But | think we all recognize that the cost
to the system pre-65, is much higher. What the
research and anal ysis has shown through the tier study
is that 75 percent of our nedical cost are attributed
to and can be allocated to pre-65 nenbers, and 25
percent of those costs are allocated to post-65
menbers, because there is a coordination with Mdicare
that occurs on the post-65 period of a nenber's health
care coverage. And that cost s quite a bit
different, because Medicare's primary and the Al aska
Care plan is secondary. So, the costs are reduced to
25 percent for that segnent.

8:49: 56 AM
CHAI R SEATON queri ed:

Al though we have higher expenses currently

projected in the pre-65 - those five years ... -
that's a defined dollar anmount. And yet, on the post
Medicare eligibility we're talking about defined
benefit anount. And though we're identifying 25

percent, if Medicare eligibility changes, if Medicare
rei mbursenent rates change, we could be |ooking at an
unfunded liability on the post-65 or post-Mdicare
eligibility that we don't have ... control over
whereas with the defined dollar contribution on the
pre-Medicare eligibility, haven't we contained that
growt h, especially with the 5 percent escal ated?

8:50: 50 AM
M5. M LLHORN responded as foll ows:

The prem um anount - when there's not a coordination
with Medicare we bear all of those costs. So, right
now, when you |look at the existing clainms cost and you
| ook at the prem um anounts that we established for
that, 75 percent of the costs are allocated there.
There could be sonme changes in Mdicare that would
change the post-65 cost and could increase those costs
to the system depending on those changes - Medicare
reformin 2006, for exanple.

8:51: 52 AM
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CHAI R SEATON stated that the intent of going through this whole
process is to get the state "out of the prospect of having
unfunded liabilities.” He offered his understanding that M.
MIlhorn is saying, "It's really not a defined dollar
contribution; it's a defined percentage of an unfixed premum™
He stated concern that "we're back to a defined benefit post-
65." He said at some point in tinme it wll be necessary to get
clarification regarding "what we're calling a defined dollar
anount when I'mnot sure it's defined."

8:52:44 AM

BRAD LAWSON, Mercer Human Resource Consulting, offered to
address Chair Seaton's concerns. He said there's a lot of risk
and volatility associated wth the defined benefit plan,
primarily driven by fluctuations in interest rates. He said
"the nedical side of the current benefit” not only has that
interest rate volatility and risk, but also has a "trend
volatility and risk.” He explained that the latter is the risk
that the nedical benefits wll grow at a greater or even |esser
rate than has been presuned in projections. He explained that a
defined dollar approach is a defined benefit conponent because
it does have the sane interest rate risk. He said, "So, what we
have done by having a fixed escalator of 5 percent, we' ve
elimnated ... what we would call the trend risk, or the health
inflation risk. So, in one sense we have contained that
conponent of the risk; that health inflation risk then is being
borne by the retiree versus by the systemat that point."

8:54:33 AM

CHAIR SEATON said he thinks there is still a question anong
commttee nmenbers regarding "why we're calling it defined dollar
anount ahead of pre-65 when actually what we've got is a
percentage of premum...."

8:54:43 AM
MR. LAWSON expl ai ned as foll ows:
The defined dollar termnology comes from the fact

that, while we start with a prem um base, that base
actually does not grow as a prem um would, or a health

cost would. It grows in a defined nmanner of 5 percent
or |ess. And in our current environment, it's
unlikely that health inflation will be less than the 5
per cent. So, we can actually go forward maybe 10
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years and, based on a nenber's years of service, we
can have a very accurate picture or a defined anount
that the system wll be contributing towards their
heal th cost. So, even if health inflation was 15 or
20 percent - heaven forbid - ... in 10 years we could
still predict or define the amount of prem um dollars
that the state would be subsidizing that individual.
And that's why we call that a defined dollar approach

8:55:48 AM
CHAI R SEATQN, regarding post-Medicare eligibility, asked:

If ... Medicare nelts down and the rates increase
significantly, or their contribution rates or their
paynent rates decrease, are we - wth the plan as
suggested - looking at a defined benefit unfettered
above that in ... post-Mdicare eligibility?

8:56: 31 AM

MR. LAWSON proffered that in an extrene scenario in which
Medicare fails and provides no benefits, health costs would
increase substantially because the system would then be
responsible for providing the nedical benefits for which
Medi care had previously paid. He added, "Probably an unfunded
liability woul d be generated fromthat scenario.”

8:57:19 AM

M5. MLLHORN requested that M. Lawson continue wth her
presentation because she had to leave to give another
present ati on.

8:57:41 AM

MR. LAWSEON revisited Slide 7.

8:59: 50 AM

MR. LAWSON directed attention to Slide 8, the third conponent
addressing nornmal retirement to Medicare eligibility, which read
as follows [original punctuation provided with sonme formatting

changed] :

Apply percentages to the applicable subsidy base to
arrive at the appropriate subsidy anount.
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Defined Dollar Subsidy Base Annual PWMY for fiscal

year 2004:
Pre Medicare $5, 962*
Subsi dy Percent age
Service (yrs) Subsi dy %
10-14 30%
15-19 45%
20- 24 60%
25- 29 75%
30+ 90%

Menber contributions are determ ned by subtracting the
annual subsidy anmount from the annual clainms cost for
a given year

*Equi valent to FY2004 pre-Medicare projected claim
cost.

MR. LAWSON said it's inportant to note that the subsidy base of
$5,962 will grow only at 5 percent; it wll not grow as actual
clainms costs grow. He explained, "If clains costs are going to
grow at 10 or 15 percent, and the subsidy base only grows at 5
percent, the retirees wll be responsible for a larger and
| arger portion of their health care expenses."”

9:02: 27 AM

CHAI R SEATON said the grouping of service years in five-year
increments concerns him because that may raise issues such as
an enpl oyee quitting earlier because the next junp up in subsidy
doesn't happen soon enough or working |onger than desired to get
to the next |evel. He noted that HB 238 would increase the
subsidy by 3 percent a year from 30 percent to a nmaxi num of 90
percent and asked M. Lawson if he perceives any problem wth
t hat pl an.

9:03: 28 AM

MR. LAWSON responded that there are two considerations in going
to that valid approach. The first <consideration is an
adm ni strative one: the nore details that are inserted, the
nore admnistratively challenging it wll Dbe. The second
consi deration he described as foll ows:
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As you ... add a 3 percent subsidy for sonebody wth
11 years and add another 3 for someone with 12 years,
you are increasing the overall subsidy that's provided
to retirees in the system And | think that's
probably not a huge inpact, but it will increase the
cost sonewhat from the nunbers we've presented here
today and the nunbers that were |ooked at in the tier
redesi gn project.

MR. LAWSBON added that he does not think there is anything that
woul d "stop or hinder you from going to an approach of 3 percent
per year of service."

9:05:15 AM

MR. LAWSON referred to Slide 9, which highlights the aspect of
the proposed nedical program after Medicare eligibility as
follows J[original punctuation provided wth sonme formatting
changed] :

Defined health benefit simlar to current program

Retirees who were previously eligible for 100% subsi dy
of retiree health plan costs will now participate in
the prem um cost.

Contri butions are per covered individual

Pre- Medi care dependent spouses are eligible to receive
a defined dollar subsidy wth percentage based on
retiree length of service

Medi care eligible dependent spouses are eligible to
receive the sane defined health benefits as the
retiree and pay the same contributions

MR.  LAWSBON, regarding contributions, explained that a person
paying for two participants will pay twice as nmuch as soneone
paying for a single person. Regar di ng dependents, he said the
intent is to recognize the fact that "if there is a pre-Mdicare
spouse, they're going to have a |lot higher clainms cost than that
Medicare eligible retiree and they ... wll receive benefits
under the ... defined dollar conponent until they reach Medicare
eligibility age.™

CHAI R SEATON asked if the "5 percent escalator” has "gone away."
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MR. LAWSON answered that's right.

9:07:19 AM

MR. LAWSON noved on to Slide 10, which shows information
regarding contributions after Medicare eligibility as follows

[original punctuation provided with sonme formatting changed]:

Contri bution Base PMPY for fiscal year 2004:
Medi care Eligible $2, 667

Contribution Percentage
Service (yrs) Contribution%

10-14 30%
15-19 25%
20- 24 20%
25-29 15%
30+ 10%

Apply percentages to the contribution base to arrive
at the applicable contribution anpunt

MR. LAWBON stated, "To ne it's very striking that even though
these individuals are, on average, quite a few years ol der

than those individuals in the pre-Medicare group, their clains

costs are still well under half of that pre-Medicare group.”

CHAI R SEATON added that that's because Medicare "picks up the
primary health care.™ In response to a remark from Chair
Seaton, he reiterated that the intent is to have each individual
covered under the program to be paying a contribution anmount -
even those who are participants of the program but not nenbers
[ such as spouses or dependents]. He added, "W do not want to
penalize those individuals who are only covering thenselves to
be subsidi zing those individuals who cover nultiple dependents.”
He continued as foll ows:

Wile we have not elimnated the trend risk and
volatility as we have with the ... defined dollar
conponent, retirees wll still be sharing in that
trend conponent to the anmount of the percentage that
they're paying. So, an individual with 10-14 years of
service wll be absorbing essentially 30 percent of
that trend risk. So, in here we neet the objective of
the redesign of sharing that trend risk sonewhat wth
t hose retirees.
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Here it was also felt that, due to the lower claim
volune, ... about 25 percent, it was desired to give
retirees a larger benefit in this category and to
maybe offer a little bit nore subsidy in the Medicare
el igible stages of retirenent.

9:10: 26 AM

CHAI R SEATON asked if a 5 percent escalator could be applied in
this category.

9:10: 40 AM
MR. LAWSON replied that it could be applied. He continued:
The thinking here was that they actually wanted to

provi de additional subsidy to those Medicare eligible
i ndi vi dual s; the thought being that the second

conponent - going from normal retirenent to Medicare
eligibility - was going to kind of provide a bridge
into an area that -- you know, if an individual

retires before Medicare eligibility, it's often very
difficult for themto find coverage. And that was the

access issue that ... [Ms. MIlhorn] was referring to.
And if they do find coverage it's often very
expensi ve. So, the individuals here have the

opportunity, no mnmatter when they retire, to have
guaranteed access to that health coverage with no
penalty for their own particular health status, as
they would if they went out and bought insurance on an
i ndi vi dual basis.

The second conponent was designed to provide nore
of a bridge; ... if an individual chose to retire
before their Medicare eligibility, we would offer them
access and offer them some subsidy, but not a
particularly |large subsidy. The <ceiling for the
Medicare eligible individual was that there was a
desire to provide an additional benefit or to provide

additional levels of subsidy there and not tie
that to a fixed dollar approach

MR. LAWSON, regarding the fixed dollar approach, stated that as

the years project into the future, retirees will be covering a
| arger and |arger percentage of the premum costs due to the
fact that the premum cost is growing at a larger rate - the
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trend rate at 10-15 percent - versus the subsidy base which
woul d only grow at 5 percent.

MR. LAWBON i ndicated that Mercer ran some scenarios wth a fixed
dol | ar approach for Medicare eligible individuals and the fina
recommendation of the tier commttee was to nerge a defined
benefit and defined dol |l ar approach.

9:13: 18 AM

CHAIR SEATON asked if it was estimated that a 5 percent
escalator would actually Iimt the amount that would be paid by
the system or if, after Medicare eligibility, the 5 percent
woul d not be reached.

9:13: 50 AM

MR. LAWBON answered that [the 5 percent] would be reached and
would result in an elimnation of dollars paid by the system
He said there was a feeling that the nedical conponent was being
cut so nmuch and the cost of that program was being reduced
substantially, and there was not a desire to reduce it further.

9:15: 03 AM

MR. LAWBON directed attention to Slide 11, which shows the types
of Medicare integration, wth the headings of "Traditional,"
"Exclusion,”™ and "Maintenance of Benefits" - three wdely
accepted nethods of coordination of benefits. He explained that
coordi nation of benefits is a process of integrating a planned
benefit package with the benefits that Medicare w il pay. The
process is used to determine how much the plan sponsor and plan

participants will pay and how nuch will be paid by Medicare.
All three nethods are designed to ensure that at no point is
nore than 100 percent of the clains cost paid. M. Lawson

provi ded exanples of the three plans, which Slide 11 defines as
follows J[original punctuation provided wth sonme formatting
changed] :

Traditional - Calculates what the plan would have paid
as sole provider and adds what Medi care pays. If the
total is nore than 100% of the bill, the plan pays

only enough to total 100% The retiree often pays no
deducti bl e or coi nsurance.

Exclusion - Determnes the total expenses covered
under the plan, reduces them by Medicare benefits and
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then applies the deductibles, coinsurance and other
plan limts.

Mai ntenance of Benefits - Calculates the plan's
paynent as if there were no Medi care coverage, applies
t he deducti bl es, coinsurance and other plan limts and
pays the renmaining anobunt mnus what Medicare pays.
Al so call [sic] Carve-Qut.

9:21: 13 AM

REPRESENTATI VE  GRUENBERG st at ed, "This | ooks like it's
fantastically nore expensive for the retiree than what we' ve had
before, isn't it?"

9:21:14 AM

MR. LAWSON stated his belief that "this was the sane cost share
design prior to ... 2000 or 2001." He said he thinks the system
went from a Mintenance of Benefits to a Traditional approach
about 3-5 years ago.

9:21: 57 AM

M5. MLLHORN said Kathy Lea, [Retirenent Manager, Division of
Retirement & Benefits] confirns that is correct.

MR. LAWSON said he does not have the background on why it was
changed. However, he said it's clear there's an inpact from
going froma pre-Mdicare status where the individual would have
paid $300 and would have been used to the cost sharing el enent
to a Medicare eligible status when all of a sudden the cost
sharing is elimnated. He said, "It really renoves them from
feeling the pain of their healthcare cost."

9:23: 00 AM

REPRESENTATI VE GRUENBERG offered his understanding that "all
these people at the time they were paying this were getting
| ongevity bonuses."

M5. MLLHORN interjected, "Some of them..."

9:23:29 AM

MR. LAWSON stated that another inportant consideration is that
there is an out of pocket maxi num for these charges; therefore,
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the charges would not be indefinite. He offered an exanple,
referring back to Slide 3. He said there was a desire to keep
cost sharing consistent from when retirees were in a pre-
Medi care status to when they went to a Medi care status.

9: 25: 06 AM

REPRESENTATI VE GRUENBERG asked Ms. Lea to confirm how many years
ago the change [from using the nai ntenance of benefits nethod to
using the traditional nethod] took place.

9: 25: 23 AM

KATHY LEA, Retirenent Manager, Division of Retirement &
Benefits, Departnent of Adm nistration, on behalf of the
division, stated her belief that that change took place in
approxi mately 2000. She explained the reason for the change is
that the funds appeared well funded at the tine and the retirees
were notifying both the division and the boards that wth
increasing Medicare costs, they weren't getting anything for
their Medicare prem um

9:26: 34 AM

REPRESENTATI VE GRUENBERG asked, "If we went to this plan now,
how would that negatively affect these people vis a vis back
then when they still had their |ongevity bonus?"

9:26: 53 AM

M5. LEA responded that some of the nenbers were receiving a
| ongevity bonus and have not since received it; therefore,
returning back to [the maintenance of benefits nethod] would
increase their out of pocket share up to the out of pocket
limt.

9:27: 09 AM

CHAIR SEATON asked if it is known what proportion of the
retirees were or were not receiving a |ongevity bonus.

9:.27:52 AM
M5. LEA replied that there are a portion of nenbers who were

receiving the longevity bonus, but the division is not aware of
how many. She said it's still inportant to note that "there is
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still the health reinbursenent arrangenment portion of the health
pl an that woul d be payi ng deductibles and premiuns as well."

9:28: 18 AM

CHAIR SEATON asked for those nunbers to be given to the
committee.

9:29: 03 AM
MR. LAWBON continued on to Slide 12, which shows the normal cost
rates for Alternative 2 as follows [original punct uati on

provi ded with sone formatti ng changed]:

"Normal cost" rates for Alternative 2 are expected to
be as foll ows:

Nor mal Cost Rates

TRS PERS
Medi cal normal cost rate 3. 75% 3. 5%
Defined contribution rate 13. 5% 11. 5%
HRA contribution rate 1.5% 1. 0%
G oss normal cost rate 18. 75% 16. 0%
Menber contribution rate (10.0% (8.0%
Enpl oyer nornal cost rate 8. 75% 8. 0%

MR. LAWSON noted that, in conparison, [the nedical nornal cost
rate] prior to program changes previously discussed, those costs
were 9.07 percent and 8.68 percent. He said there is already,
even with the health benefit portion there is significant
savings to the systemw th this program

9:30:49 AM
M5. MLLHORN clarified that those nunbers - 9.07 percent and
8.68 percent - reflect the normal cost rate right now for PERS

and TRS, respectively.

9:33: 19 AM
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MR. LAWBON indicated that Slide 13 is [the title page for] the
next section regarding Heal th Rei mbursenent accounts (HRAs), and
Slide 14 is [the first of four slides] overview ng HRAs, which
read as follows [original punctuation provided wth sone
formatti ng changed]:

Arrangenent that:

Is solely enployer paid

Rei nbur ses enpl oyees for nedi cal expenses

Provides reinbursenents up to a maxi num doll ar
anount for a defined coverage period

Unused funds are carried forward to the next coverage
peri od

Usual Iy, but not required to be, associated wi th high-
deductible health plans or consunmer directed health
pl ans

I ncl udes aspects of FSAs

Al so known as
Heal t h Rei mbur senment Arrangenents
Defined contribution health care plans

MR. LAWSON said it's inportant to note that [the HRAs] were
sonmething that was discussed later during the tier redesign
process; therefore, it did not have the opportunity to be
flushed out in detail and discussed in as nuch depth as sone of
the ot her conponents of the nmedical program He offered further
details.

9:35:34 AM

MR. LAWSON turned to Slide 15, the second of four slides
covering the overview of HRAs, which read as follows [origina
punctuation provided with sonme formatti ng changed]:

Fundi ng
Enpl oyer only
Enpl oyer sets own limts

Eligibility

Current and former enployees (including retired
enpl oyees), spouses and dependents

COBRA participants

Dependent nedi cal expenses on death of enpl oyee
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MR LAWSON, in response to a request from Chair Seaton

explained that [the Conprehensive Omibus Budget Reform Act
(COBRA)] allows for individuals to retain their health care
coverage for 18-36 nonths for a fee. Enployers can charge those
individuals up to 102 percent of the current active nedical
cost.

9:37:25 AM

MR. LAWSON directed attention to slide 16, the third of four
slides covering HRAs, which read as follows [origina
punctuation provided with sonme formatti ng changed]:

Benefits
Rei mbur senents for nedical expenses as defined in
| RC section 213(d)
No IRS Iimt on reinbursenents
Enpl oyee responsi bl e for substantiating expenses
Cannot use for over-the-counter drugs
Cannot have any right to receive cash benefit

[In Slide 16, IRC stands for Internal Revenue code and IRS
stands for Internal Revenue Service. ]

9: 38: 36 AM

MR. LAWSON noved on to Slide 17, the fourth of four slides
covering HRAs, which read as follows [original punctuation
provi ded with sone formatti ng changed]:

Pl an desi gn

Pl an sponsor dictates plan design
Contri buti on anount
Cover ed expenses
Term nati on provisions

Tax Treat nent
Requi rements  for exclusion from enployee/retiree
i ncone:
Enpl oyer funding only - no enpl oyee contributions
Only reinbursed for qualified nmedical expenses
Subject to non-discrimnation rules wunder |IRS code
section 105(h)

MR. LAWSON said he thinks the thene is flexibility.
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CHAI R SEATON asked M. Lawson to explain to the conmttee the
i nplications of the non-discrimnation rule.

9: 39: 28 AM

MR. LAWSON responded that that's not his area of expertise.
Notwi t hstanding that, he proffered that that would be the case
where, for exanple, a high-salaried individual would not be
permtted to receive a substantially larger contribution than a
| ower sal aried individual.

CHAI R SEATON said he has discussed this issue with Ms. MIIlhorn
and asked her to speak to it.

9:41: 08 AM
MS5. M LLHORN st at ed:

In my discussion with [Chair] Seaton, | needed to
provide a little bit of background about the HRA and
how the anounts were arrived at, because | think it is
confusing if you were not there and worked through
t hat process. And 1'm not sure that the presentation
material really lends itself to a clear understanding
about the 1 percent portion. Because the 1 percent
portion that is the cost to enployer for HRA is really
derived by looking at a systemw de average salary
anount in order to nmke that conputation, and that
goes back to the nondiscrimnatory |anguage to ensure

that an individual that s less conpensated as
conpared to an individual who would have a higher
| evel of conpensation would - under an health
rei mbur senent arrangenent - receive the sane |evel of
benefit. So, the 1 percent portion - the cost to the
enpl oyer - the projections were to look at a system

wi de average of $35,000 and make a conputation of a
systemw de average salary in order to determ ne what
that benefit amount is for all nenbers.

9:42: 06 AM

MR. LAWSBON added, "The other issue that we ran into by doing a
percentage of an individual salary is that very closely I|inked
that contribution amount to that account to the enployee's
personal salary." He explained that, for tax purposes, there
can be no direct or indirect funding related to an enpl oyee's
per sonal conpensation.™
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9:42: 53 AM
CHAI R SEATON of fered an exanple for clarification.
9:44:. 53 AM

M5. M LLHORN concurred with Chair Seaton's exanple.

9:45:10 AM

MR. LAWSON said, "I think each year the intent was to determ ne
an average salary for the system as a whole and ... to apply
that 1 or 1.5 percent to that average salary, ... thereby

becom ng a fixed dollar anount."”

9:45: 18 AM

CHAI R SEATON expl ai ned that that fixed dollar amount will not be
seen in "any of the materials" but "we need to renenber that
because it's going to affect different enployees differently."

9:45: 31 AM

M5. MLLHORN, in response to a question from Chair Seaton, said
there are approximately 155 PERS enpl oyers.

9:45: 50 AM

CHAI R SEATON observed that if the calculation was based on the
average wages of the 155 PERS enpl oyers then there wouldn't be

discrimnation within that enployer pool. Usi ng system w de
averages would get rid of the discrepancy between higher wage
and | ower wage enployers. He asked if a system of averages

would qualify under the new program and not fall under the
nondi scrim natory provision in the I RS code.

9:46: 04 AM

M5. MLLHORN said M. Lawson was asked to nmake a determ nation
"if that would create a discrimnation kind of issue for us."
She sai d because the division manages the system as a whol e, she
would like to have that question answered definitively. She
said it could be argued that by treating one enployer within the
whol e system differently for benefit calculation purposes may
cause a problem She said there is nerit to Chair Seaton's
asking his question; however, she would like to hear response
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from the experts "to get sone confidence that 1it's not
probl ematic."

9:47: 56 AM

CHAI R SEATON clarified that $500 dollars in the charts doesn't
mean that "at one percent of their salary you were limted at

$500. " Instead it nmeans "$500 is growh over tinme." He
expl ained, "If the average salary gets up to $60,000, it would
still be limted to $500 in the future. He said it's confusing
to figure this out based on the |limted data available. He

asked Ms. MIlhorn if what he said is a fair representation

9:.48: 32 AM

M5. MLLHORN replied that she believes that's accurate. She
said there's also additional information avail able. She
described the presentation given today as a "broad brush." She

suggested to M. Lawson that it would be beneficial if he would
provide the commttee nenbers with projected benefit anounts
that would be available to nenbers who retired under the system
under the HRA, because she said she thinks "this feature is a
very key feature; it provides a very powerful vehicle for
menbers to start thinking about health care costs for thenselves

M5. MLLHORN said she thinks everyone recognizes that health
care costs are a national issue, "and this is one vehicle that
is thought to be very powerful for the individual on a tax-
deferred basis to plan for those expenditures in the future, and
then to nake sone corresponding decisions about that." The
current plan doesn't neke an enployee have to think about
medi cal expenses, because they are sinply provided. She added

"And by providing a vehicle that accunul ates assets, it triggers
you to be cognizant of those assets and nmake sone key deci sions
based on that.” She offered an exanple wherein a person would
have the opportunity to choose whether it was nore economcal to
have a surgical procedure done in Juneau, or in Anchorage. She
cont i nued:

This is that type of vehicle that |ooks at consuner-
driven health care for the future. And it's asking
menbers to share in those costs, recognizing that 40
percent of the accrued liabilities for our underfunded
status is nedical cost for PERS, 28 [percent] for TRS
This particular nedical plan goes a long way toward
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addressing nedical costs in the future, and stil
provi des a very solid benefit to the nmenbers.

9:51:40 AM

CHAIR SEATON stated that the primary purpose is to have a
benefit that will attract and naintain enployees. He said a
huge portion of the unfunded liability cones from the current
health care system and nust be fixed. He described that his
experience in private health care plans is: "doubling the
deducti bl e alnobst halves the premum™ He suggested that it

m ght be better to have a slightly higher deductible, even if
the amount of the health care reinbursenent has to increased.
He speculated that having that higher deductible would save
noney over time because the base contribution into the prem um
anount woul d be | ess.

9:53: 05 AM

VB. MLLHORN said that is an area 1in which M. Lawson
speci ali zes exclusively. Notw thstanding that, she offered:

In benchmarking with sonme of the other pension systens
that were |ooked at, including two enployers in the
State of Alaska, it appears that that deductible kind
of aligns itself when you conpare across those various
di fferent benchmarks.

9:53:47 AM

CHAI R SEATON clarified that he is not neaning to say he wants to
reduce a benefit, but he just wants to know if a lot of noney
could be saved in the system by having a higher deductible
coupled with a higher contribution into the health care
rei nbursenent account, which would offset that amount for
i ndi vi dual enpl oyees.

9:54:16 AM

MR. LAWSBON recollected that when [Mercer] went through its
desi gn-processing phase, it arrived at "the $250." He noted
that a few years ago that was the benchmark for cost sharing.
He said there were deductible |evel proposals of $500 and $350,
and during the process those levels were felt to be too high.
He said the deductible "definitely can get you sonme mleage,"
but sonetines it needs to be increased "nore than you m ght
intuitively expect” in order to get substantial savings. He
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nmentioned the effect of catastrophic clainms. He noted the other
el enent of the deductible, particularly in the State of Al aska's
case, is the inability to increase it in future years. He said

many plan sponsors that Mercer has worked with wll, every
couple of years, increase the deductible by $50-$100 in order to
keep pace wth inflation. He explained, "Wen you have a

constant deductible, but you have a growing health care cost,

the value of that constant deductible tends to erode over
tinme. And so, if we |ook back 10 years ago or 15 years ago, a
$200 or $250 deductible would nean a |l ot nore back then than it
does today."

MR. LAWSON said one challenge is the "nondi mnuation of the
benefits." He said that protected status of the benefits is
probably the largest factor preventing the inplenentation of
such a strategy where a cost share can be changed over tinme as
costs change. When faced with that kind of restraint, he
advi sed, the next best place to try to establish a cost sharing
is by a percent of prem um By establishing a constant percent
of premum contribution to save on costs, as costs continue to
grow, so will the contributions. He said, "So, we kind of felt
that it was better to focus on the contribution aspect of it
because that was a percentage of the cost and could grow with
time."

9:57:54 AM

CHAI R SEATON said he would like Aetna or soneone to supply the
committee with a spreadsheet regarding that issue. He said,
"We're building in a new tier on these, so we're not talking
about dimnishing past accrued benefits. So, is there any
reason why we can't build in whatever that deductible is and
have it change at a fixed 5 percent rate?"

9: 58: 36 AM

MR. LAWSON responded that he thinks that would be outstanding.
He said that was explored a little bit, and he said he thinks
the [PERS/ TRS] Board's attorney was of the opinion that that was
"dangerous” or "uncertain" territory, which could provide
grounds for chall enge based on past case history.

9:59: 03 AM

CHAI R SEATON said, "Well, | ... guess |I'mjust having a problem
figuring out how we can say that we're going to have [a] prem um
escalating at 5 percent and say that that's ... not going to be

HOUSE STA COW TTEE -32- April 5, 2005



subject to the sane challenge as the deductible escalating at a
maxi num of 5 percent. | nean, it seens that we have the sane
exact thing. W're building a new tier; if everybody knows the
benefit when they cone in and the benefit is this escalating at
5 percent, ... there's no question of changing the deal, because
t hey know t he deal when they cone in."

[ HB 238 was heard and hel d. ]

10: 00: 11 AM

CHAI R SEATON made commi tt ee announcenents.
ADJ OQURNIVENT

There being no further business before the commttee, the House
State Affairs Standing Commttee neeting was adjourned at
10: 01: 44 AM
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