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ACTI ON NARRATI VE

9:20:17 AM

CHAIR FRED DYSON called the joint neeting of the Senate State
Affairs Standing Commttee and the Senate Labor and Conmerce
Standing Committee to order at 9:20 a.m Present at the call to
order were Senators Dunleavy, G essel, Oson, and Dyson

State of Al aska Enpl oyee Heal th Pl ans

9:21:07 AM

CHAI R DYSON announced the first order of business to cone before
the commttees is a presentation on the State of Al aska enpl oyee
health plans. He asked Ms. Keller to introduce herself.

VALETTE KELLER, Program Coordinator* Division of CGener al
Servi ces* Depart ment of Adm nistration (DOA), i ntroduced
hersel f.

9:21:21 AM

M KE BARNHI LL, Deputy Comm ssioner, Department of Adm nistration
(DOA), delivered a presentation on active enployee health plans.
He stated that DOA is currently transitioning from Heal t hSmart
to AETNA as the third-party admnistrator of health insurance
claims for both active and retired enployees. This will go into
full effect on January 1, 2014. He discussed the statutory
requi renent and skyrocketing cost of providing health care, and
expressed concern that the trajectory of cost growmh is
unsust ai nabl e.

MR. BARNHI LL explained that the State of Al aska delivers health
care to 16,500-17,000 active fulltinme enployees through five
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different plans. He reported that the Al askaCare Health Plan is
adm nistered by the Departnent of Admnistration; it delivers
health care to approximately 6,600 enployees and their
dependents for a total covered |ife population of about 17,000
peopl e.

He reviewed the foll ow ng table:

Al askaCare Health Pl an Uni on Health Pl ans
Enpl oyees: 6, 600 Enpl oyees: 9, 900
Exenpt/ PX (Court and Leg) 2,511 | Ceneral Gov't (ASEA) 7, 760
Supervi sory 2,282 |Labor, Trades & Crafts 1, 558
Correctional Oficers 881 | Public Safety (PSEA) 497
| nl and Boat nen's Uni on 561 | Masters, Mates & Pilots 93
Confidenti al Enpl oyees 180
Mar i ne Engi neer 92
AVTEC 36
M . Edgecunbe Teachers 28
9:27:10 AM

CHAI R DYSON asked if the state contributions to the union health
plans are in addition to dues.

MR. BARNHI LL answered yes.
CHAI R DYSON i nqui red about the state contri bution.

MR. BARNHILL explained that the State of Alaska negotiates a
calculation for conmputing how nmuch it wll contribute for each
enployee in all the plans. Historically, the calculation has
been tied to the cost of the premum for the Al askaCare econony
plan and the preventive dental plan. That conbined anount
generally is the state's nonthly contribution for every enpl oyee
in the Union Health Plans, but it has been affected by
col | ective bargaining. For exanpl e, the ASEA collective
bar gai ni ng agreenent at one tinme added the cost of a |eave day
to the calculation, but DOA negotiated that out in the |ast
negoti ati ng cycl e.

The Union Health Plans deliver care to approximtely 9,900
enpl oyees and their dependents for a total covered popul ati on of
about 30, 000.

9:29: 03 AM

MR. BARNHI LL said the Al askaCare Plan Design offers three tiers
of health insurance: econony, standard, and prem um Each tier
has a different cost structure; this refers to the deductible
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and the naximum out of pocket that an enployee has to pay.
Cenerally, the higher the deductible the lower the premum wil|l
be. Coinsurance is the anmpbunt the health plan wll pay for an
al | owabl e cost once the deductible is satisfied. He reviewed the
foll owi ng table:

Active Pl an
Econony St andard Prem um
Deducti bl e $500 per son | $300 person | $300 person
$1,000 famly |$600 famly $600 famly
Coi nsur ance 70% 80% 90%
Qut of Pocket WMax/ Year
After Deductible $2, 000/ person | $1, 200/ per son | $350/ per son
Prem um Mo $1, 335 $1, 482 $2, 028
Qut of Pocket Max $0 $147 $693
Li fetime Maxi num Unlimted
Preventive Care Covered 100% wi th in-network providers
Dependent s Covered up to age 26

MR. BARNHI LL said that the current nonthly premum for the
Econonmy Plan is $1,335. That figure is wused to conpute the
benefit credit that's contributed for nedical coverage to all
State of Al aska enpl oyees. When the benefit credit is applied to
the premum zero is deducted from the pay check of an enpl oyee
who elected the econony plan. Oher features of the plan are
unlimted lifetime maxi mum preventive care that is covered at
100 percent, and coverage for dependents to age 26. The | ast
two, relatively new, features conply wth provisions of The
Affordable Care Act. Preventive Care isn't required imrediately
but DOA el ected to do so.

He explained that Al askaCare is a grandfather plan under the
Affordable Care Act and relatively little change can be nmade to
its structure without risk of losing that status. Because all
plans will eventually becone non-grandfather plans, DOA opted to
step towards that increnentally by immediately covering
preventi ve.

MR. BARNHI LL described the Econony Plan as fairly rich conpared
to simlar plans nationally, and warned that the $500 deductible
is becomng rare.

9:33:49 AM

MR. BARNHILL reviewed the Standard and Premium plans. The
deductibles were raised to $300 on July 1, but won't go into
full effect until January 1, 2014 when the plans transition from
a fiscal year to a calendar year. The Standard Plan has 80
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percent coinsurance, and the annual out-of-pocket maximm is
$1,200 per person after the deductible is net. The nonthly
premiumis $1,482, and when the $1,335 benefit credit is applied
the nonthly out of pocket expense to the enployee $147. The
Lifetime Maxinum Preventive Care, and Dependent coverage are
the sane as for the Econony Pl an.

He cautioned that this is a highly superficial snapshot of the
Al askaCare Plan that shows just sonme of its elenents. He offered
to provide a conplete conparison if any nenber was interested in
the full details.

VR. BARNHI LL reviewed the AlaskaCare Premium Plan. The
coinsurance is 90 percent, the annual out-of-pocket maxinmm is
$350 per person after the deductible is net, the nonthly prem um
is $2,028, and the nonthly out-of pocket expense to the enpl oyee
is $693. He highlighted that these plans, the Premum in
particular, are beconmng extinct in both the public and private
sphere as enployers shift costs to enployees. He opined that
Al aska is behind that curve, because it's been Dblessed wth
bountiful oil revenues.

SENATOR G ESSEL asked about in-network providers versus PPGCs.

MR. BARNHILL explained that in the Lower 48 there are nore
provi ders, nore conpetition, and nore willingness to enter into
PPO agreenents. In Alaska there are fewer providers and they're
nore resistant to entering into PPO agreenments, so there has
been | ess opportunity historically in Alaska to engage in that
f undanent al agr eement to send volume in exchange for
preferential pricing.

9:40: 33 AM
SENATOR OLSON asked if the state pays travel costs associated
with out-of-state nedical care

MR. BARNHILL replied the Al askaCare Plan pays for travel for
certain surgical procedures, but not for diagnostic procedures.

SENATOR CLSON asked for the justification.

MR. BARNHILL explained that the rationale is availability.
Hi storically, some surgical procedures aren't available in
Al aska, but nost diagnostic procedures are performed here. He
acknowl edged the concern that sone diagnostic procedures
performed in-state cost nultiples of the cost to perform the
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same procedure out-of-state. He cited the cost of a col onoscopy
as an exanpl e.

9:42: 49 AM

SENATOR OLSON asked if DOA is projecting an increase or decrease
in travel costs in five years for people going out-of-state for
| ess expensive procedures.

MR. BARNHI LL predicted that there would be a marginal increase.
He added that the hope is that the Alaska market w Il becone
nore conpetitive over time, so that the prices in Anchorage and
Seattl e beconme roughly conparabl e.

CHAI R DYSON asked himto di scuss nedevac costs.

MR. BARNHI LL explained that enmergency care is covered under the
provisions of all State of Al aska enployee policies. The costs
are extraordinarily high and can be in the high tens of
t housands of doll ars.

CHAI R DYSON asked how coi nsurance works.

MR. DARNHI LL expl ained that coinsurance is the anmount the plan
will pay, after the deductible is satisfied, on the allowable
cost of the care provided. For exanple, if the coinsurance is 80
percent and $1,000 in allowable <cost remains after the
deductible is satisfied, the plan pays $800 and the enployee
pays $200. Once the enployee reaches the annual out-of-pocket
maxi mum for the year, the plan pays any remaining costs for that
pl an year.

CHAI R DYSON commented that he always thought that coinsurance
meant that a person had doubl e coverage.

MR BARNHILL clarified that is coordination of insurance and
there are provisions for determning which insurance conpany
pays for what.

CHAI R DYSON assuned that coordination of insurance would apply
to people covered under VA health care and the Indian Health
Servi ce.

MR. BARNHILL agreed that a variety of plans are avail able and
coordi nati on provisions cover all of that.

CHAI R DYSON asked which insurance would be prine if someone is
covered under three federal plans.
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MR. BARNHI LL said he didn't know, but his understanding is that

the Indian Health Service would be the payer of |ast resort.
9:47:13 AM

SENATOR DUNLEAVY asked if providers prefer people to travel out
of state for a col onoscopy.

MR. BARNHI LL answered no, the Al askaCare Plan doesn't cover that

and he didn't the ASEA Health Trust

Pl an.

recall the specifics of

SENATOR DUNLEAVY said he asked because there are costs in

addition to the flight.
MR. BARNHILL stated that the |anguage in the Al askaCare Pl an
says the coverage for the surgical procedure, the flights and
per diem are to be equal to or less than the cost of the

procedure within Alaska. He said it's difficult to adm nister

because it's difficult to know in advance what the cost of the
procedure will be.
9:48:51 AM
MR. BARNHI LL reviewed the following ASEA Health Trust Plans,
whi ch cover about 8,000 State of Al aska enpl oyees:
Active Plan
Plan A Plan B Plan C Plan D
Eee + Fam ly Eee Only Suppl erent al | Low Option
Deducti bl e $250/ per son $250/ per son None $5, 000/ per son
$500 fanily $10, 000/ fam |y
Coi nsur ance 80% 80% 20% 100%
60% non- PPO 60% non- PPO 80% non- PPO
Qut of Pocket | $1, 000/ person | $1, 000/ person
Max/ Year after deduct after deductible None
$2, 000 non- PPO | $2, 000 non- PPO None
Prem unf Mo $1, 530 $1, 425 $1, 360 $1, 365
E' ee Qut of
Pocket / Mo $195 $90 $25 $30
Lifetime Max Unlimted Unlimted $10, 000/ year | Unlimted
Preventive |Covered at 100% with no deductible at in-network
Care provi ders and 80% non- PPO
Dependents | Covered up to age 26
Plan A is a famly coverage plan that is simlar to the
Al askaCare Standard Plan. The deductible is $250/person and
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$500/famly, and the <coinsurance is 80 percent for PPGs
(preferred provider organizations) and 60 percent for non-PPGCs.
He explained that when the state enters into a preferred

provi der organi zational agreenment with a provider, it agrees to
deliver volunme in exchange for a discount. The state secures
volune by telling enployees that they wll be reinbursed 80

percent if they stay in-network and only 60 percent if they go
out - of -network. Al askaCare has that but only for hospitals in
Anchorage. The enpl oyee nonthly out of pocket deduction is $195
versus the Al askaCare Standard Plan out of pocket deduction of
$147.

Plan B offers coverage for enployees only, and that isn't
available in AlaskaCare. He said the existence of this plan
creates some hiccups in personnel admnistration. A single
enpl oyee who is in the general governnental wunit has $90
deducted from their paycheck. Wen they are pronoted to a
supervisory position they nove into a supervisory unit under
Al askaCare. The Al askaCare Standard Plan is the nost simlar to
Plan B but an enployee who selects that plan will see their
monthly deduction increase from $90 to $147. That Ilack of
al i gnment between the plans affects enployees' wllingness to be
pronoted fromthe GGAU to the supervisory unit.

He noted that the ASEA Health Trust doesn't publish the nonthly
prem unms. He cal cul ated these estinmates by adding the $90 out of
pocket deduction and the $1,335 benefit credit that the State of
Al aska pays for each ASEA Health Trust enpl oyee.

MR. BARNHILL said there is some concern about the sustainability
of Plan B going forward because it may be taxed as a Cadillac
pl an under the Affordable Care Act. The definition of a Cadillac
plan is one where the premiunms in 2018 cost in excess of $10, 200
for a self-only plan. $1,425 tinmes 12 exceeds that threshold.
The Cadillac tax is 40 percent of the excess over the $10, 200
and it's billed to the enployer, so all plans are trying to
avoid it.

Plan C is a supplenental plan that is designed for those who
have other insurance coverage. It only provides 20 percent
coi nsurance and is capped at $10, 000 per year.

Plan D is <called a high deductible health plan, wth one

i nportant  exception. The deductible is $5,000/person and
$10,000/fam |y with 100 percent coverage thereafter.
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CHAI R DYSON asked if Plan D is associated with a health savings
account .

MR. BARNHILL said no, and that's why relatively few people el ect
Plan D. He explained that high deductible health plans started
when enployers said they couldn't sustain health insurance costs
that were increasing at 7-9 percent a year. The solution was to
shift the cost to the enployee, which creates noral problens
wi th enpl oyees. Over tinme, these high deductible plans have been
married wth health savings accounts where the enployer
contri butes sone amount up front into a savings account that the
enpl oyee can use to defray the costs that are subject to the
deducti bl e.

He highlighted that public plans began to adopt high deductible
health plans, and they were rebranded Consuner Driven Health
Plans (CDHPs). The enployer contributes about 50 percent of the
deductible. He noted that the State of Indiana has had
consi derabl e success with this.

CHAI R DYSON noted that they' re pretax dollars.

MR. BARNHI LL said the advantage of these accounts is that they
roll forward, they're portable, and the enployee can contribute
a certain anmount. Another phenonenon wth CDHPS is that
enpl oyees becone nore engaged in how much their health care is
costing, and that hel ps control price grow h.

9:58:11 AM
CHAIR DYSON asked if the state is trying to nmake information
about costs and services available to enpl oyees onli ne.

MR. BARNHILL said yes; it's a novenent nationally to increase
price transparency. The Centers for Medicaid and Medicare
Servi ces (CVB) recently disclosed pricing at hospital s
nati onw de, which hel ps create price conpetition

CHAIR DYSON asked if the cost information includes what the
discount is for those that have vol une di scounts.

MR BARNHILL replied he didn't know if the commercially
avai |l abl e tools show the charged cost or the incurred cost.

CHAIR DYSON said it's ultimately an inportant question because

the discounts for volume are |large. He questioned whether they
were as high as 30 percent.
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MR. BARNHI LL said the discount can range from 6 percent to 50
percent, so it is an inportant question.

SENATOR OLSON asked how the retiree plan conpares to the active
pl ans.

10: 02: 48 AM

MR. BARNHILL said the Al askaCare Retiree Plan covers all public
enpl oyee retirees. In addition to State of Al aska enployees it
i ncludes the 159 nunicipal entities that are nmenbers of PERS and
all 60 Teacher Retirement System (TRS) school districts. About
41,000 retirees and a total population of 65,000 are covered. It
is sonewhat different from the active plan; the deductible is
$150, it does not cover dependents to age 26, and it does not
cover preventive care. There has been pushback on those two
om ssions but DOA is reluctant to add coverage w thout an offset
to the cost structure. This will be discussed nore fully this
fall.

He suggested that a theme in the Affordable Care Act is that
i ndi viduals should pay sone reasonable amount towards health
care, and Alaska is behind the curve. \Wen people have skin in
the gane, they pay closer attention to health costs and that
hel ps to control prices.

10: 06: 32 AM
CHAIR DYSON asked if any state insurance or bargaining units
al | ow enpl oyees to opt out.

MR. BARNHILL said not Al askaCare; by statute the state has to
provide health insurance to all full tinme and part tine
enpl oyees. He offered his belief that no ASEA enployees are
allowed to conpletely opt out. In the past sonme school districts
have allowed enployees to opt out if they can denonstrate they
have ot her coverage.

10: 08: 37 AM

CHAI R DUNLEAVY referenced the benefit credit illustration on
slide 5, and asked what incentive the union health care plans
have to contain premum costs outside of relating the dollar
anount of the state benefit credit.

MR. BARNHI LL discussed slide 5, which shows historically what
has happened to the benefit «credit. In FYOl the state
contribution per enployee per nonth was $515 and in FY14 the
benefit credit is $1,389. The 7-9 percent increase that the
state pays per year is cause for concern because it's
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unsust ai nabl e, he said. He acknow edged that for the ASEA Health
Trust Plan there is no incentive to restrain the growh of the
benefit credit. Their incentive is to maxim ze the growth of the
credit in order to keep the plan fully funded and with healthy
reserves. Any nore than that would go to inproving benefits and
reduci ng deducti bles. The state and the union want all enployees
to have high quality health care, but how the costs are
structured creates sonme perverse results. That is sonething that
needs to be adjusted, he said.

10: 11: 47 AM

VR. BARNHI LL directed attention to slide 9 to discuss
utilization of services. The chart shows that one percent of any
group of nmenbers in a plan wll incur [29.3] percent of the plan
costs and five percent wll incur 50-60 percent of the plan
costs. He opined that this is the biggest issue facing the
country today, and the Affordable Care Act does not directly
change this.

This year the country will expend $2.9 trillion in health care
costs, and Al aska residents will spend $8.4 billion. Nationally
costs have been increasing 4-5 percent and the Centers for
Medi care and Medicaid Services predict that cost growh wll
rise to 6 percent with the Affordable Care Act. He reiterated
that five percent of the people in the country are incurring 50
percent of the costs. That is roughly $100,000 per year per
claimant in that category.

SENATOR DUNLEAVY asked if the costs associated with that group
are behavi or driven.

MR. BARNHI LL agreed that sone are behavior driven, but nost are
not. Some are genetic predispositions and some are just bad
| uck. For exanple, AlaskaCare currently has a spike in end stage
renal disease clainms; one nenber in the plan |ast year incurred
$2 million in clains.

10: 15: 06 AM

MR. BARNHILL reviewed a chart of wunit cost of services for
Washi ngton state versus Anchorage, and the percentage that were
Medi car e.

Procedur e WA;  %\edi care Anchor age; %wkedi care

Total Hip Arthroplasty |$5,409; 305.2% $12, 155; 685. 9%

Fragnment Ki dney Stone $2,120; 183.6% $8, 200; 710.1%

Si nus Endoscopy/ Surgery | $871; 235.4% $2, 620; 708.1%

| nject Spine L/'S (CD) $683; 312. 4% $1, 260; 576. 3%
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| Unbi | Hernia Reduce>5yr |$1,229; 232.1% [$3,385; 639.4%

He directed attention to Al askaCare goals going forward:

Provide high-quality health care at a reasonable and fiscally
sust ai nabl e cost .
e Contract with high val ue-add vendor partners.
o0 On January 1, 2014 Al askaCare will transition to
its new health care partners. AETNA has a large
Lower 48 discount provider network that provides
substantially nore value that wll help the
retiree health plan. MddaHealth is a |arge dental
network that has a substantial presence in
Al aska.
* Increase nenber engagenent.
o The State of Indiana provides a nodel for a consuner-
driven health plan (CDHP)

e Support evidence-based nedicine and pronote data-driven
deci si on maki ng.

0o A recent study suggests that a |arge percentage of
heal th care | acks a rational evidence basis.

o0 AETNA has a library of evidence-based clinical policy
bulletins for deciding whether care is evidence-based
or not. National studies show that sonme providers wll
provide care that is contraindicated. The goal is to
ensure that Al askaCare nenbers are not exposed to that
kind of care delivery.

e Collaborate with providers to transform the Al aska health
care market.
e Look for opportunities to scale.

10: 17: 40 AM

CHAIR DYSON commented on physician allegations that carriers
sonetinmes won't pay for a prescription or nedical care when it
m ght be the best alternative.

MR. BARNHI LL clarified that he wasn't suggesting that | arge,
di sruptive changes would be made on January 1, but things like
better pharmacy managenent should be explored. He noted that in
the next five years there wll be a large influx of new FDA
approved specialty drugs that are very expensive, and the state
wants to get a handl e on those.

10: 19: 59 AM
SENATOR OLSON asked for an exanple of contraindicated treatnent
that actually did harm
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MR. BARNHI LL offered to provide the national study that he
ref erenced.

MR. BARNHI LL continued to discuss the Al askaCare goals going
forward

e Collaborate with providers to transform the Al aska health
care nmarket.

o | nprove access to contracting physi ci ans and
provi ders.

o Inprove predictability and performance of contracts.

0 Address egregious charges and rates for targeted high
vol unme procedures.

o ldentify and engage delivery system partners conmtted
to designing transformative sol utions.

o Encourage deliver systeminvestnent in integrated care
deliver. The patient centered nedical home (PCVH) is a
coordinated care nodel as opposed to silo care. The
PCVH  nodel al so has i nt egrated pri ci ng. The
accountable care organization (ACO is another cost
managenment nodel that's bei ng expl ored.

CHAI R DUNLEAVY referenced the statenent that volune reduces
costs, and asked if he anticipates that entities such as

boroughs and municipalities wll want to be part of this
concept .
10: 23: 26 AM

MR. BARNHILL replied scale is extrenely inportant and fragnented
vol une inpacts everything. The Al askaCare Active Plan has about
17,000 covered lives and the four union health plans have 30, 000
sonme covered lives. Both pay a third-party admnistrator and
receive pricing scales adjusted to their volune. He said he'd
argue that pricing would be less for 47,000 covered |ives.

He noted that other state plans and retirenment plans have
achieved economes of scale by covering state, hospital, and
school district enployees. The benefits they're paying are
fractions of what Alaska is paying. A recent Kaiser Famly
Foundation survey found that the |owest cost health plan under
the exchanges is in Pennsylvania; for a 27-year-old who gets
equi valent to the Al askaCare Standard Plan, the cost per nonth
is $134. Those plans are affordable because there's scale and
conpetition in those markets. Al aska doesn't have scale and
conpetition; the State of Alaska is paying a benefit credit of
$1, 389/ nmonth, which is extraordinary on a nati onwi de spectrum
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VR. BARNHI LL said opportunities to scale wuld decrease
fragnmentation in health care delivery, provide an opportunity to
save costs, and elimnate the sonmewhat counterproductive
equation where one plan offers a certain type of coverage that
another doesn't. For exanple, the ASEA Health Trust Plan
provi des $5,000 worth of hearing aid coverage over three years,
whereas the Al askaCare Plan provides $800 worth of hearing aid
coverage over a three year period.

By conparison, the State of Texas has a statute that requires
that everyone have access to the same health plan. That neans
that the president of a state university has the exact sane
access to a health care plan as a janitor in a state hospital
He suggested that it's an interesting policy question whether
access to health care should be a product of relative advantage
at the bargaining table or a nmatter of equal access to all
public enployees. He expressed concern that in Alaska access to
health care is in sonme respects a function of bargaining
| ever age.

10: 29: 43 AM
MR. BARNHILL reviewed the things the State of Al aska is watching
regarding the delivery of health care.

 Onsite clinics. The State of Mntana and HCCMCA are
exploring this option.

e Centers of Excellence. This is a product of the volune for
di scount nedical equation with a quality conponent built
in.

* Narrow networks. This is difficult to achieve in Al aska
because of the relatively few providers.

* Reference pricing. This is also known as B schedule pricing
and is simlar to what Medicaid and Medicare does. It's a
way of doing cost managenent. He noted that the California
public enployee system is exploring this cost managenment

t ool .

e Private exchanges. Insurance carriers and actuarial firms
are developing private exchanges and encouraging private
firms and corporations to outsource all health care
adm nistration to them as a third party entity. Wl greens
and |1 BM have recently done this, and these will probably be
very popular in the future. Wether they will cone into

public places is unclear.
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e Consunerism and transparency tools. There are a variety of
tools on the market for increasing price transparency for
nmenbers so that they're infornmed consuners.

e Inpact of public plans on health care market. The state is
spending a great deal of time on this with the inportant
goal of delivering high quality health <care to al
enpl oyees at a reasonabl e and sustai nabl e cost.

10: 34: 33 AM

SENATOR G ESSEL commented that it's frustrating to be discussing
how to pay for health care when it's the lifestyle choices that
peopl e have nmade that account for nore than 70 percent of
chronic disease problens. It's also frustrating that since about
2009 there has been a Health Care Comm ssion whose main charge
is to come up with a health care plan for the state and they
don't seem to be making any headway. She said it would be
interesting to hear what the Health Care Conmi ssion is doing

but she didn't know if there was a solution to the disparity of
costs between the Pacific Northwest and Al aska because the
Al aska market is small and has little conpetition.

MR. BARNHILL agreed that solving the health care problens
probably isn't feasible, but it is feasible to work on them
responsi bly. He highlighted that the state has done a nunber of
things in the last few years to address |ifestyle choices such
as the new wel |l ness program and preventive care. He acknow edged
that these may or may not pay off.

CHAI R DYSON asked if there is an estimate of potential savings
if all public enployees are covered under the same plan.

MR. BARNHILL said no, but there would certainly be savings in
adm nistration and the volunme discount savings are a product of
negotiating ability.

CHAI R DYSON asked if there are exanples nationally of private
enpl oyers consolidating their unions to get volune discounts.

MR. BARNHI LL said he didn't have that information, but private
enpl oyers have indicated they are going to address rising costs
by going to a private exchange, shifting the cost to enpl oyees,
or stop providing health insurance altogether. He noted that the
National Council of State Legislatures (NCSL) has a health care
webpage that provides a description of the public plans in al
50 states.

10: 40: 07 AM
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CHAI R DUNLEAVY conmented that if it's not possible to get
control over the root drivers of cost, the only viable solution
is to shift cost. He asked where the resistance wll cone from
this year and next, if the state goes through the process of
shifting costs.

MR. BARNHILL replied everyone that has a share in the paynent of
medi cal costs has an interest in this. He clarified that he
isn't suggesting that cost shifting is the sole solution, but
the state is going to explore sonme nodest cost shifting as wel
as cost controls. State and |ocal governments in Al aska pay nore
than 30 percent of health care. That's alnost double the
national average and it's not sustainable. He concluded that as
enpl oyees are given nore skin in the gane they're going to help
control prices, and that's a good dynanic

CHAI R DYSON thanked M. Barnhill for the valuable, clear and
conci se presentation.

10: 45: 25 AM
CHAI R DYSON cal | ed an at - ease.

Uni ver sal Space St andards

CHAI R DYSON reconvened the neeting and wel coned M. Thayer.

10: 53: 29 AM
CURTI S THAYER, Deputy Comm ssioner, Department of Adm nistration
(DOA), stated that the presentation will cover the work that's

been done over the last 10 nonths to inplenent universal space
standards (USS) in executive branch offices. Following the
presentation there will be a tour of renovations in the Robert
B. Atwood Bui |l di ng.

MR. THAYER expl ai ned that DOA manages 17 buildings in the Public
Building Fund (PBF). This is about 1.6 mllion square feet of
office space with an annual cost to the state of approximtely

$21 mllion. The DOA also administers 255 |eases with about 4
mllion square feet of office space and an annual cost of $50
mllion. Combined this is about $70 mllion annually, and the

state decided to | ook for cost savings.

MR THAYER reviewed the real estate portfolio wunder the
Department of Administration, D vision of CGeneral Services (DGS)
managenent. He highlighted that the Linny Pacillo Parking Garage
and Ofice with 369,000 square feet, the Robert B. Atwood
Building with 338,000 square feet, the State Ofice Building &
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Parking Structure in Juneau with 287,850 square feet, and the
Ceol ogical Materials Center Building with 100,908 square feet
are the four largest buildings in the portfolio.

MR. THAYER said the cost of |ease space has been driving the
conversation in recent tines. In FYOl1 DOA nanaged about 1
mllion square feet of office lease with a total annual cost of
$21 mllion. In FY13 the total square footage had grown to 1.4
mllion, but the total annual |ease cost is alnost double at
$36.7 mllion.

MR. THAYER conpared the cost per square foot for private |ease
versus state |ease. In Juneau, the nobst expensive private |ease
is $2.86 per square foot versus the state office building which
is $2.06 per square foot. In Anchorage, the npst expensive
private lease is $3.75 per square foot versus the state owned
Atwood Building that costs $1.56 per square foot. In Nonme, the
nost expensive private |ease is $3.00 per square foot versus the
Norme State O fice Building which costs $2.50 per square foot. In
Fai rbanks, the nobst expensive private |lease is $2.63 per square
foot versus the state | ease which is $2.39 per square foot.

He said the state governnent is too large to collapse the
private leases into the state owned buildings, but the
conpari son does give perspective for securing new |eases and
additions to leases in the private market. He noted that in the
past agencies have asked for additional space, and there has
never been a rationale applied to determ ne need or what how the
space will be used. He said the 10-nonth review has uncovered
t hings that required corrective action.

10: 59: 07 AM

CHAI R DYSON asked if there are bargains in the private sector
because there's a perception that there is a surplus of class A
of fi ce space avail abl e.

MR. THAYER acknow edged that there are bargains, but nbst new
state leases are for 20 years. State |eases are very lucrative
and | andl ords generally work to maintain the rel ationship.

MR. THAYER reviewed the advantages of the new space standards.
He said that |ease cost savings wusually result in operating
budget savings. There is enhanced collaboration between teans
and better access to natural light. The new standards provide
equi table treatnment of space, including the reduction of private
offices, and the new open concept inproves air quality and
ventilation and nore balanced heating and cooling. Private
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conversation spaces and functional break roonms have been
increased. Finally, the new system furniture is ergonomcally
correct to enhance enpl oyee health and fitness.

11: 02: 49 AM
SENATOR G ESSEL asked how private conversations of a very
sensitive nature will be accomodat ed.

MR. THAYER expl ai ned that part of the analysis is a neeting with
the comm ssioner's office to find out about special needs within
t he departnent, because it's not a "one size fits all" approach.
For exanple, there are no plans currently to have universal
space standards for the Departnment of Public Safety.

MR. THAYER di scussed the neasures DOA has taken to conmunicate
wi th stakeholders. In 2011 the state hired the architectural and
interior design firmEC /Hyer to | ook at space standards, and in
2012 the CGovernor's Ofice issued a policy to agencies on new
uni versal space standards. DOA devel oped an outreach to agency
| eader shi p, adm nistrative services directors, pr ocur enent
staff, and enployees on the new standards. There have been site
visits with agency |eadership and staff at the Douglas Island
buil ding, the None State Ofice Building, The Atwood Buil ding,
the State Library, Archives and Miuseum (SLAM), and the State
Ofice Building in Juneau. There have been workshops for
procurenent and facilities staff, and tours of redesigned spaces
that are open to anybody in state governmnent.

11: 08: 16 AM
CHAI R DYSON asked if representatives from the bargaining units
are included in the process.

MR. THAYER answer ed yes.

MR. THAYER reviewed sonme of the questions that have conme up
about the new space standards.

* Noise and privacy. There is a learning curve for al
enpl oyees, but enployees are encouraged to conmunicate
respectfully, use private booths for personal phone calls,
and use headphones when needed.

e Confidential information. The clean desk policy envisions
that enployees lock up all confidential information when
they're not at their desk and log off their conputer.
Addi tionally, agencies group people according to the work
t hey do.
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e Configuring the workstation. There are several options for
agencies to pick from The option to personalize the
wor kstation is up to the departnment.

CHAI R DYSON suggested he conserve time by hitting the high
poi nts and answeri ng questi ons.

11:12: 26 AM

MR. THAYER stated that DOA |ooked at six ways to fund the
project: departnental operating funds; cost anortization within
the nmonthly | ease paynent; savings realized in the reduction of
| eased space; state line of credit at 3 percent over a 10 year
termm major building renovation capital funding; and federal
f unds.

MR. THAYER explained that the potential inpact of USS is
reviewed through a rigorous analysis and managed on a case-by-
case basis. DOA works wth affected agencies on a fiscal
analysis that |ooks for a return on the investnent in 10 years
or 20 years. The analysis includes |ooking at the mission of the
agency, public interface, needs of the enployees, parking
capacity, and current |ease terns. If there is no return on the
investnment, status quo is maintained or partial inplenmentation
i s consi der ed.

He provided an exanple where DOA/DGS estimates a 10 year overal
savings of $50 mllion within 10 years and projected 20 year
savings in excess of $156 mllion with the inplementation of
USS. Cost savings will come from nore efficient heating, cooling
and ventilation and reductions in personal appliances. He noted
a survey of the Atwood Buil ding showed al nbst 200 refrigerators
not in break rooms, 67 mcrowaves, 3 toasters, and 2 GCeorge
Foreman Gills plugged in at personal workstations.

MR. THAYER reviewed current inplenentations at the Atwood
Bui | di ng. The 4th floor started and finished wth 97
wor kstations, but the two private offices were renoved. Before
the renodel there were 75 personal appliances and after there
are 8 appliances in the café. The enployees have access to
natural light and a fully equipped café. The project fund source
was primarily federal

CHAIR DYSON said he assunes that all conm ssioners are being
noved to interior offices.

MR. THAYER replied there are exceptions.
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SENATOR CLSON questioned the federal funding.

MR. THAYER explained that this was the Ofice of Child Services
and they applied for and received a federal grant to pay for the
renodel .

SENATOR COLSON asked the total cost of the 4th floor renopdel

MR. THAYER answered that the average cost of a cubicle is about
$5,500, so the total is about $300,000. He noted that before USS
was adopted, the state spent up to $14, 000 per cubicle.

He di spl ayed before and after photos of the Atwood 4th floor and
reviewed the renodel of the 18th floor. Wrkstations from three
floors and a private |lease were consolidated to this floor.
There were 23 workstations and 19 private offices before and 43
wor kstations and 8 private offices after. The new space has two
conference roons, one file room centralized mail room and
enpl oyee telephone booths. Al 37 personal appliances were
renmoved. The project funding source was prinmarily agency funds
and they're saving $67, 000 per year.

The 7th floor of the State Ofice Building in Juneau was also
renodel ed. They elimnated 4 of the 5 private offices, increased
the size of the conference room nmade natural |ight available to
all 31 staff nmenbers, and made the custonmer service area nore
i nviting.

11: 21: 38 AM

MR. THAYER said plans for inplenentation in the near term
i nclude the Atwood Buil ding, Douglas Island Building, None State
Ofice Building, State Library, Archives and Museum and the 8th
floor of the State Ofice Building in Juneau. Plans for
i npl enentation over the long term include other Public Building
Fund buildings, state-owned office buildings, facilities wth
expiring leases, building renodels, and agency needs. The
general tineline for USS inplenentation is in excess of 10
years.

MR. THAYER expl ai ned that there would not be a tour of the Linny
Paci |l o Parking Garage today because the floor was being poured.
The cost to build out this 15, 000 square foot space is about
$290, 000 as opposed to nmore than $600,000 in the private sector.
The Permanent Fund Dividend Corporation and Child Support

Services wll occupy the space, and the Departnent of Motor
Vehicles is next door. The public wll be able to park in the
garage and do business with three state agencies, which will be
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very convenient. Enployee training spaces that are currently at
Ship Creek will be noved to the space that the PFD Corporation
and CSS vacate in the Atwood Buil di ng.

MR. THAYER discussed the scheduled update to the None State
Ofice Building. Construction is scheduled to start January 2014
and should be conplete in April 2015. The project budget is
$11.6 mllion, and it is fully funded by the legislature. The
renmodel will add two new agencies to the building for a total of
eight, a café, two conference roons, and an ADA public restroom
He noted that due to the preference of a nenber of the

| egi slature, the building will be green in color.

11:26: 47 AM

MR. THAYER reported that the legislature fully funded the $18.2
mllion Douglas Island Building update. Construction wll start
in April 2014 and is expected to be conmplete in August 2015. Two
agenci es occupied the building before and the renodel wll nake

room for a third agency. New anenities include two cafes, three
| arger conference roons and i ncreased parKking.

MR. THAYER expl ai ned that the state purchased the 101, 000 square
foot Samis Club building in July 2013 and it will beconme the new
Ceologic Materials Center. The legislature fully funded the
$24.5 million project, construction will start next nonth and
occupancy is projected in July 2014.

MR. THAYER highlighted that the "Space Standards" webpage,
wwwv. doa. al aska. gov/ dgs, is available for enployees and others to
review. It contains the Space Standards Qick Guide, Space
St andards Manual, Space Standards Analysis Report, and Space
St andar ds Frequently Asked Questions. He concluded the
presentation and gave directions for the tour.

11: 31: 21 AM

There being no further business to come before the commttees,
the joint nmeeting of the Senate State Affairs Conmttee and the
Senate Labor and Comrerce Commttee adjourned at 11:31 a.m
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