HOUSE FI NANCE COW TTEE
FOURTH SPECI AL SESSI ON
Novenber 9, 2017
1: 05 p. m

1: 05: 44 PM

CALL TO ORDER

Co-Chair Foster called the House Finance Committee neeting
to order at 1:05 p. m

VEMBERS PRESENT

Representati ve Neal Foster, Co-Chair
Represent ati ve Paul Seaton, Co-Chair
Representative Les Gara, Vice-Chair
Representative Jason G enn
Representative David Quttenberg
Representative Scott Kawasaki
Representative Dan Otiz
Representative Lance Pruitt
Representative Steve Thonpson
Representative Cathy Tilton
Representative Tanm e WI son

VEMBERS ABSENT

None

ALSO PRESENT

David Teal, D rector, Legislative Finance D vision; Kelly

Cunni ngham Anal yst Legi sl ative Fi nance Di vi si on;
Representative Paul Seat on, Presenter; Representative
Loui se Stutes; Representative Sam Kito Il11; Representative

Geran Tarr; Representative Dan Saddl er.
SUMVARY

PRESENTATI ON: ALASKA'S FISCAL FUTURE BY DAVID TEAL,
Dl RECTOR, LEG SLATI VE FI NANCE DI VI SI ON

PRESENTATI ON:  POTENTI AL SAVI NG FROM REDUCI NG HEALTHCARE
| NFLATI ON BY REPRESENTATI VE PAUL SEATON
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Co- Chair Foster reviewed the neeting agenda.

APRESENTATI ON:  ALASKA'S FISCAL FUTURE BY DAVID TEAL,
DI RECTOR, LEG SLATI VE FI NANCE DI VI SI ON

1: 06: 39 PM

DAVI D  TEAL, DI RECTCR, LEA SLATIVE FINANCE DI VISION
introduced his PowerPoint Presentation: "Alaska' s Fiscal
Future"™ (copy on file). He indicated that the nodel he was
presenting was not strictly related to SB 26 which was not
on the [special session] call. He clarified that it would
denonstrate the inpacts of the legislation on the call. The
nmodel was designed to indicate the anmount needed in tax
revenue.

1: 07: 48 PM

M. Teal began with slide 2: "Wat has changed since |ast
year ?":

A |l ot has changed since you saw the fiscal nodel near
the end of |ast session,
1. DOR updated the revenue forecast (beginning of

speci al session),

2. Foll owed soon after by OW's update of its 10-
year expenditure plan, and

3. Last week, the Permanent Fund released their
revised its earnings projections.

Since revenue, expenditures and earnings are three
maj or drivers in the fiscal nodel, you may wonder how
the revisions affect the projections.

Because it doesn’t do nuch good to | ook at projections
unl ess you know what you want the output to show, I
want to spend a nonent discussing what to ook for in
any scenario. Essentially, that is just a way of
aski ng what conditions nake a plan a success.

1: 08: 14 PM

M. Teal discussed slide 3: "Defining Success (Governor’s
CGoal s) . "
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Defining success is an individual choice, but it is
useful to review the Governor’s goal s:

1. Deficits don’t have to be elimnated inmediately,
but they nust fade away before the projection period
ends

2. No unpl anned draws fromthe ERA (anot her way of
saying the CBR [Constitutional Budget Reserve] is
not depleted, since we assune that deficits are
filled fromthe ERA when the CBR i s depl et ed)

3. PF stays ahead of inflation
4. PFDs of at |east $1,000
Setting individual goals will help deternm ne whether a

pl an works and, nore inportantly, indicate how a plan
can be nodified to make it work better.

Co-Chair Foster relayed that Representative Louise Stutes
had j oi ned the neeting.

1:11: 20 PM

Representative Thonpson spoke to bullet 3 (slide 3) and
noted that the legislature had not inflation-proofed the
corpus of the Permanent Fund (PF) for two years and was now
considering putting only 25 percent rather than 50 percent
of royalties into the corpus of the account. He wondered
what M. Teal's thoughts were regardi ng the approach.

M. Teal agreed and stated that inflation-proofing was
defined as noving noney from the earnings reserve account
(ERA) into the corpus. For sonme people that was inportant,
as the corpus could not be spent and therefore its value
was protected. Others believed that it was not recomrended
to nove noney to an account where it becanme untouchable. He
believed it was not a clear case. He opined that the PF
should be inflation-proofed to sone degree. Wether or not
all the noney needed to be placed in the corpus was anot her
guesti on.

M. Teal <continued to slide 4: "Fiscal Mdel CQutput:

Conpari ng Revenue and Expenditures in FY 18 and FY 19
Versions." He read from prepared notes:
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Revenue is fromthe DOR October 2017 forecast,
1. and is generally slightly |lower than the 4

percent decline scenario we used | ast year.

a. Listened to discussion in SFC and el sewhere
and concl uded that several |egislators
believe the fall forecast shows an increase
in revenue.

b. That is true; the DOR presentation to this
conmittee on Cctober 30 showed a cumul ative
increase of nearly $1 billion in revenue
fromFY 19 thru FY 27 (conpared to the 4
percent decline scenario)

i. But nearly half of that gain was in FY
27, which was not in the projection
period of l|ast year’s nodel.

ii. The FY 19 thru FY 26 revenue gain in
DOR' s slide was $529 million.

iii. but the DOR spring forecast excluded
about $65 mllion annually from
i nsurance prem um taxes. DOR corrected
that in the fall forecast. $65 nmillion
times 8 years is $520 mllion. i.e.:
the gain in the revenue forecast is
attributable to a technical correction,
not to an increase in oil revenue.

iv. The nodel included the prenm umrevenue
| ast year (and continues to showit).

2. Bottom line: the nodel -to-nodel cumul ative
decrease fromthe spring forecast is about $54
mllion. That anmount is only about $7 mllion
annual ly, which isn’'t going to be visible in the
nodel .

3. Note the change in revenue: down in early years,
and then switches to positives in the out years.

Expendi t ures
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1: 20:

1. Slide 4 also shows that projected expenditures
are up a cunulative $934 mllion fromthe spring
nodel run

2. Revenue and Expenditures conbine to nmake up the
deficit; you can see how the deficit increased by
nearly $1 billion between nodel versions. Mre in
early years, less as tax credits are paid off.
(note that positive nunbers indicate a |arger
deficit)

3. The conclusion is that the fiscal situation has
deteriorated under the new revenue forecast and
spendi ng plan. Although the situation nmakes it
nore difficult to neet fiscal goals than it was
| ast year, the change is not |arge enough to
affect policy direction. Many peopl e conparing
nodel output fromlast year to this year would
not notice a difference in the graphs.

20 PM

M.
i nvol

Teal continued, stating that the third revision
ved PF Earni ngs:

Comm ssioner Fisher explained to you that Callan
[investnment advisors to the state] had reconmended
that the PF use a lower rate of return than the 6.95
percent used |ast year. W since received the Sept 30
projections from the PF, which uses an anticipated
return of 6.5 percent. As wth the DOR revenue
forecast and the OVB spending plan, the nodel uses the
PF earnings projection as the base case.

You nmay be tenpted to overstate the inpact of this
change--0.5 percent on $60 billion neans reduced
earnings of $300 million. But FY 17 was a very good
year for the PF and the nodel now incorporates the
hi gher fund bal ances that resulted from those strong
returns.

Beginning with a balance of $52.8 billion at the end
of FY 16, a 6.95 percent rate of return |ess dividends
would have left a FY17 balance of $55.6 billion.
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However, the reported bal ance at the end of FY 17

is $59.8 [billion], an increase of $4.2 billion over
the expected anobunt. A 6.5 percent return on that
extra bal ance generates $270 million. So earnings are

down $30 million annually rather than $300 mllion.

And renenber, the rate of return affects the bal ance—
and the payout—+n the long term but the payout is 5
percent of the balance, and is a noving average that

takes a while to phase in. The updated nodel shows

payouts to governnent that are identical in FY 19,

grow to be $26 mllion higher in FY 23, then begin to
fade and go negative after FY 26 as the effect of the
reduced earnings rate overpowers the effect of the
hi gher begi nni ng bal ance.

So, the inpact of the changes in PF projections is
very small during the projection period. It is up a
cunul ative $116 mllion, which effectively offsets the
$54 mllion decline in revenue.

The biggest inpact of the |ower projected earnings
rate is that it is nore difficult for the PF to keep
pace with inflation if you choose a 5 percent payout
rate. That may or may not be one of the goals you set
for yourself.

Co- Chair Foster acknow edged Representative Sam Kito |1l in
t he audi ence[sw][DpP2].

1: 24: 31 PM

Representative Otiz asked about the downgrade from 6.9
percent to 6.5 percent and whether it reflected a
consi derabl e correction in the market.

M. Teal responded that Al aska Permanent Fund Corporation
(APFC) was not setting variable rates. The corporati on was
saying that the balance would average out to a steady 6.5
percent average, or half a point lower than the previous
year's projections.

1:25:50 PM

Representative WIson asked if the fact that assets had
been liquified would mnmean that conpanies would see a
percentage drop since they had not invested.
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M. Teal responded that if it were not invested, those
conpanies would not earn the 6.5 percent. It was
conplicated. He nmentioned an article by Brad Keithley [O |
and Gas consultant and journalist] which tal ked about the
increase in statutory earnings. He agreed that if noney is
pull ed out of the market to make payouts, then there would
be a lower return. Angela Rodell [CEO Al aska Permanent
Fund Corporation] had testified before the commttee that
APFC could handle the payout wthout any reduction in
return.

1: 27: 24 PM

Representative WIson renenbered asking the question to
APFC when they had appeared before the commttee. She
expressed concern about the draw and whether the drop in
percentage would have occurred had the nobney not been
wi t hdrawn or whether it was due to a change in the market.

M. Teal replied that Callan's response had to do with a
10-year expectation. He suggested that it did not have nuch
to do with the potential double draw of the previous year.

1: 28: 32 PM

Co- Chair Seaton thought an explanation of the article by
M. Keithley would be helpful. He asked M. Teal to explain
it briefly.

M. Teal replied that the article reported that statutory
net earnings were up by a $1.5 billion in the current year
and would be up in future years. He noted that there was
sonme confusion as to why revenue would be much higher if
the earnings rate were reduced. He explained that M.
Keithley was exam ning statutory net earnings which are an
accounting construct and regarded only the realized
earnings and not the total earnings. The |arge gain was due
to the APFC s sale of investnents in anticipation of the
doubl e draw. Although the double draw did not occur, the
mar kets were up and the sal e produced gains, which appeared
as realized earnings.

M. Teal «clarified that realized earnings were only
i nportant when considering the statutory fornmula for paying
dividends. Fifty percent of statutory net earnings go to
di vidends. The fornmula would say that dividends were going
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up, which would be true but in a percent of narket value
(POW) payout wth a split going towards dividends,
statutory earnings are no longer relevant. It would nean
dividends did not go up. He remarked that there was
di scussion of the state being able to afford higher
di vidends, but this did not take into account the sizeable
deficit in the state treasury. The l|argest inpact of the PF
expected earnings reduction was its ability to keep pace
with inflation. He illustrated that 6.5 percent mnus 2.25
percent, which is the rate of inflation, gave real earning
of 4.25 percent. There was a current payout of 4.7 percent,
which meant that the state was trying to pay out 4.7
percent when the state was only earning 4.25 percent,
making it difficult to keep ahead of inflation.

1: 34:18 PM

M. Teal explained slide 5. "No POW Payout":

Shows a “no POW payout” scenario. Can also refer to
the scenario as “status quo” or “no plan”. Watever
you choose to call it, it is worth spending a few
m nut es expl ai ni ng sone underlyi ng assunpti ons:

1. Expenditures
a. OMB Expenditure Plan is reflected in the lines

in upper left graph (with w o dividends).

b. The FY 19 holes are already built into the OVB
pl an, so no correction is necessary.

c. The nodel adds $50 million per year for
suppl enental s, which are excluded fromthe OVB
pl an.

d. The plan is ainmed at maintaining the FY18 | evel
of service, so

i . agency operations grow with inflation,
assuned to be 2.25 percent annually, and

ii. debt, retirement, and ot her statew de
itens are based on best avail abl e
information, including a $35 nmillion
reduction in retirenent assistance for FY
19.
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e. Note grow h--dotted line (W o dividends) goes
from$4.4 billion to $5.6 billion

f. Capital was steady at $180 million | ast year,
now starts at $225 mllion plus inflation

g. &G credits are up about $100 mllion per year
in early years, but are gone after FY 25-see
the slight dip

h. Currul ative increase in expenditures fromprior
nodel is over $900 million (thru FY 26) or
about $120 million per year

Revenue nunbers are straight from the DOR Cctober
forecast, and the PF projections—both the rate of 6.5
percent and the increased balance—are also reflected
in the base scenario. As you know, you can change
expenditure growmh and many other assunptions if you
choose to do so.

The no payout scenario shows results very simlar to
t hose of | ast year:

1. CBR depleted in FY 19

2. Continued deficits, often in excess of $3 billion
annual |y

3. W assune that deficits are filled with unpl anned
draws fromthe ERA,

4. Unpl anned draws deplete the ERA

5. high dividends and unpl anned draws of $2.8
billion to $3 billion reduce the value of the PF—
not just real value, PF as a whole shows a
decl i ning bal ance (of course, all ERA)

6. The inportant point here is: Wien the ERA is gone
(about ten years from now), dividends and/or
government no | onger get the noney they were
accust onmed to.

Co- Chair Foster acknow edged Representative Geran Tarr in
t he audi ence.

1:39: 21 PM

House Fi nance Conmmittee 9 11/09/17 1:05 P. M



Co-Chair Seaton spoke to goals. He wanted to ensure that
the system worked in a real-wrld scenario, and asked M.
Teal to apply a stress test to the nodel.

M. Teal replied that it was not exactly a stress test. He
relayed that 2008 and 2009 had been bad years for
investors. He explained that when running nodels, the nost
recent ten years of earnings could be used which allowed
for sone volatility in the earnings. Due to the two bad
years of 2008 and 2009, the ERA would cone close to
vani shing. He continued that no ERA neant no payout and no
di vidend. He surm sed sone who would say a dividend payout
must occur and that begged the question of how the state
woul d fund governnment without a CBR or an ERA, neaning the
state would be forced to take huge cuts in a fiscal year.
In a no-POW payout scenario, [He pointed to the |ower
| eft-hand corner of the chart where it read "Continued
deficits"] the CBR would be depleted in FY 19, and there
would be continued deficits from $2.7 billion to $2.8
billion reaching $3 billion annually, |eading to unplanned
ERA draws. M. Teal pointed to red bars in the slide and
indicated that the state would continue to pay statutory
di vi dends. Hi gh dividends conmbined with unstructured draws
cause the actual balance of the PFD to decline. His
comments pertained only to the ERA,  as the value of the
corpus cannot decline. The ERA would lose not just rea
value [adjusted for inflation] but actual val ue.

Co-Chair Foster recognized Representative Dan Saddler in
t he audi ence.

1:44:16 PM

M. Teal enphasized that when the ERA was gone - around
2028 - then the dividends and/or government would no |onger
get the noney they were accustoned to getting. He addressed
slide 6: "POW Payout":

Slide 6 shows a projection under the Senate version of
SB26- - pl anned payout of 5.25 percent in FY 19 and FY
20, and 5 percent thereafter, with 25 percent of the
payout going to dividends. | want to avoid calling the
scenario the Senate plan—+t uses the new OVB 10-year
expenditure plan instead of reflecting the Senate’'s
i nt ended spendi ng pat h.

1. Deficits are filled by FY 27 (Goal 1 net)
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2. Al though the life of the CBR is extended, it is
depl eted by FY 23

3. So we have sone unplanned draws from the ERA
(Goal 2 not net)
4. PF does not keep pace with inflation—o surprise,

if inflation takes away 2.25 points of your 6.5
percent earnings, the real return is about 4.25
percent. A 5 percent nomnal payout (4.7 percent
ef fective payout) is not sustainable. (Goal 3 not net)
5. PFDs are $1000 and growing with payout (CGoal 4
nmet )

| am not saying the Senate plan fails to work.
Al though this output shows unplanned draws from the
ERA and a PF that fails to keep pace with inflation,
remenber that this is not the Senate plan; it 1is
sinply the Senate version of SB26. The revenue |imt
is disabled—+t restricts the payout even when there is
a deficit, which sinply replaces planned draws wth
unpl anned draws. That doesn’t make any sense.

Note that the ERA grows despite the unplanned draws
and that the unplanned draws end as deficits begin to
shrink (and turn into a surplus in FY 27). That
indicates that the scenario is close to neeting all
four goals. For exanple, reducing expenditure growth
to half the rate of inflation produces a scenario that
meets all four of the Governor’s goals.

That is the end of the slide deck. Al together, the
three wupdates nmake it nore difficult to find a
solution to our fiscal problem

1. Revenue is down
2. Expendi tures are up
3. PF Earnings are down (but that does not translate

to |ower payouts for dividends and governnment during
the projection period thanks to a higher starting
bal ance) .

A tougher situation is not good news, but | think you
can see that updates to the three primary drivers have
not changed the story the nodel tells.

That statenent applies to the House and Governor’s

proposals as well. Hi gher expendi t ur es—+ncl udi ng
di vidends—+n the House proposal require about $700
mllion in additional revenue to neet all four goals.
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The Governor’s new proposal—+ay want to call it the
conprom se pr oposal to differentiate from the
Governor’s original bill—eccupies the mddle ground:
it uses the sane expenditure plan (OvB) and dividends
as the Senate version of SB26 (so about $400 million
per year |ower expenditures than the House), and uses
an enploynent tax that generates about $320 mllion
annual ly to neet the goals.

There may be sone di sagreenent on the assunptions used
to generate scenarios, but the nechanics of the node

are sound. That said, the nobdel does not persuade
people to address the fiscal issue from the revenue
side or the expenditures side. It is not intended to
do that. Choosing a fiscal path for Alaska is not a
nmerely a calculation issue; it is a highly charged
phi | osophi cal debate.

From our perspective, there are several conpeting
views on what is right for Alaska. Al parties are
trying to put Alaska on the right fiscal path; they
just disagree on what that path |looks like. The
differences may not be easy to resolve, but there is a
common denominator in all three plans. It is virtually
inpossible to neet the four goals wthout wusing
earnings of the PF. Unfortunately, we have now reached
the point that a sustainable POW payout is not
sufficient to fill proj ect ed deficits wi t hout
I ncreasi ng revenue or constraini ng expenditures.

You are not here to discuss SB26, but the nodel is
ready to help you evaluate the need for, and the
i npact of, changes to policy or assunptions. Although
that often works better in small informal groups, |
have the nodel here and we can run through any changes
you wi sh to see.

Potenti al scenari os:

1. SB26 at half inflation (311,477)

2. House (House26, OMVB+125, HB115) (254, 364)
3. Conprom se (SB26 at OVB, with tax (257, 369)

1:52: 53 PM

Co-Chair Seaton referenced a plan that would take half the
inflation rate. The scenario neant that every agency would
need to nake a 1.25 percent cut in services it provided
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each year. Every agency would have to cut to make up for
inflation. He asked for confirmation.

M. Teal replied that it was correct but worse than what he
had described. It would be true if everything increased at
the rate of inflation. He relayed that when there were
Medi caid costs and other healthcare costs increasing, the
noney that would otherwise go to agencies would be
absorbed. He enphasized that as healthcare costs grew, |ess
headroom would be available for agencies. The agencies
woul d not get noney at half the rate of inflation but m ght
end up wth reductions. The attenpt was to bend the
expenditure curve downward. Medicaid was a program that ate
a large portion of the budget. He thought it would be
interesting to look at other healthcare costs, such as
muni ci pal enpl oyees, state enployees, retirees, and schoo

districts. He reported that the Legislative Finance
Division (LFD) decided to | ook at how fast healthcare costs
were increasing. He enphasized that the presentation to
foll ow was not proposing a way to reduce healthcare costs,
but to look at the growth in them and how inportant it
woul d be to focus on reducing them

1: 56: 58 PM

Representative Otiz remarked that the capital budget
scenarios were enbedded in the current nodel. He asked for
an expl anati on.

M. Teal answered that it was, starting at $225 mllion in
[FY]19 and growng at 2.5 percent annually fromthere.

Representati ve Kawasaki spoke to the capital budget and
deferred maintenance. He remarked that during the recent
20-year | ookback it had energed that in the previous 20
years the state had been unable to confront the issue of
deferred nmintenance. He stated they were talking about
having a capital budget that was the smallest it had been
in decades. He asked whether M. Teal agreed that the
budget gap was under st at ed.

M. Teal answered that deferred maintenance was a huge
probl em facing the state that was not going away. He stated

addressing it required a long-term approach - it would not
be fixed in 5 years to 10 years. He thought it would take
$100 mllion to $200 mllion per year to nmake a dent in the

deferred mai ntenance backl og. He continued that the problem
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was one body was |looking at constraining expenditures,
whereas the House plan effectively said that it did not
like that wvision of the future and preferred higher
di vidends. The difference between the House and Senate
versions was about $175 mllion per year. Adding another
$125 nmillion to the capital budget equated to an additional
$400 million in expenditures. In order to afford that
additional $400 mllion in expenditures, additional revenue
was required. The solution needed to be additional taxes;
it was the House plan and it worked. The surpluses would
mean that by the end of the period the PFD kept pace wth
inflation and there would be no wunplanned draws. The
governor's plan also worked and used the OVB expenditure
plan including the <capital budget and would fill the
mssing $300 million with enploynment taxes. He concluded
that the problem was that there were multiple paths to
success.

2:01: 58 PM

Represent ati ve Kawasaki stated his concern was the existing
deferred maintenance. There had been capital budgets that
had averaged $500 to $600 mllion General Fund and as nuch
as $2 billion to catch up with things that had been left to
deteriorate. He underlined that a capital budget of $220
mllion which encunbers the federal nmatch was only "duct
tape repair". He expressed concern that the fiscal gap was
bei ng greatly under st at ed.

2: 03: 09 PM

KELLY CUNNI NGHAM  ANALYST, LEG SLATIVE FINANCE DI VI SI ON,

shared that LFD had been |ooking at the increase of
enpl oyer healthcare contributions for Al askaCare and G&U
[ General CGovernnent Unit]. She addressed graph 1 titled
"Annual Health Insurance Enployer Contribution Rates per
Enpl oyee” dated Novenber 9, 2017 (copy on file). She
outlined that four groups had been exam ned anobng active
enpl oyees: active enpl oyees whose health insurance is paid
for with UG such as Al askaCare, University of Al aska, GGU

and the Hay Goup study from FY 12 along with studies from
the healthcare authority were extrapolated out for school

districts.

Representative (Quttenberg asked if the division had

conpared the actual benefits in the prograns to determ ne
how conparabl e the prograns were
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Ms. Cunningham replied that they had only |ooked at what
the enployer contributions were paying and not what the
enpl oyee premuns were and did not factor in the plans.
What was shown was strictly what was comng out of the
treasury.

Representative GQuttenberg suggested that the growth rate of
all benefits was different. He wondered if an analysis had
been done on what the plans included and their respective
grom h rates. He spoke about individual choices of where to
focus the noney or benefit.

2:07: 13 PM

M. Teal answered that an analysis had partially been done.
The healthcare study tal ked about whether the prem um was
worth what participants received. The state healthcare
pl ans were what one would expect; higher premuns neant a
better plan. He added there were nore than 100 healthcare
pl ans for state enployees. The school districts' plans were
unrelated - sone had low premuns and good benefits and
ot hers had higher prem uns w thout conparable benefits. He
believed the admnistration wuld cone forward wth
something in this area. He relayed that LFD had not been
| ooking at the premum versus benefit or at the enployee
portion. He pointed to graph 1 and noted that the
University's growh rate was substantially |ower because it
shared costs with enployees, who paid 18 percent of their
premuns. It seenmed to work out that when sharing costs
with enployees, the enployees spent |less as they were
sharing the co-pay. M. Teal suggested that if the total
expenditure curve were to be nmde to bend downward,
heal thcare was an area to do so in. He clarified that the
graph was not offering solutions, only denobnstrating the
need to sl ow the expenditures.

2:11: 01 PM

Representative Kawasaki menti oned having talked about
| owering healthcare costs for ten years and having a
wel | ness plan wthout nmuch effect. He wondered about the
grow h curve of private health insurance.

Ms. Cunni ngham responded that she believed the prem uns had
gone up 7 percent since the previous year.
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M. Teal interjected t hat it was a conplicated
circunstance. There were federal subsidies of health
insurance. He furthered that LFD had not |ooked at the
growh in the private sector healthcare costs but at
Medi caid and had been surprised to discover that the growh
rate for healthcare costs for enployees was 50 percent
hi gher than the growth rate for Medicaid. He concluded that
it was cheaper to have enployees on Medicaid than on state
I nsur ance.

Representative Kawasaki asked if state retirees were
included in the red Iine [on graph 1] show ng Al askaCare.

Ms. Cunni ngham responded in the negative. The graph only
reflected active enpl oyees.

Represent ati ve Kawasaki asked what private enployers were
payi ng and whether their rates were al so increasing.

Ms. Cunni ngham responded that she did not have the answer
but woul d provide the information |ater.

2:14: 03 PM
Representative WI|son asked whether the green |Iline
[University] in the graph was only |ower because the

enpl oyer paid | ess than the enpl oyee.

Ms. Cunni ngham responded affirmatively but added that the
University had sinply contained costs better in the
preceding ten years. She added that they had started higher
and had been covering 85 percent of healthcare costs and
were currently covering 82 percent. The University had a
tiered system so that enployees could enroll or opt out,
and spouses and dependents were not necessarily included

maki ng the plan nore conplicated. Oher state plans covered
entire famlies and were nanaged differently.

2:15: 29 PM

Representative WIlson remarked that Medicaid capped what a
provi der received but was fairly certain the state did not
do so with state insurance. She asked whether this was part
of the di screpancy.

M. Teal responded that it was certainly an issue. He
stated that the state coverage was not w thout restrictions
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but applied what was "usual and custonmary." The enployee
would be billed, and the state would not be paying nore
t han what was "usual and customary" rates, which were still
approximately three tines the allowable anobunt wth
Medi cai d.

Representative WIson asked whether the state could not
make the sane type of agreenment with providers since it was
sel f-insured.

M. Teal responded that Representative WIson's statenent
mrrored what the studies on healthcare had concluded. One
study found that about $60 million per year could be saved
in the retiree healthcare drug program alone. Under that
plan, retirees would receive the sanme benefits, the federal
recei pts would cover the anobunt, and the state would not be
forced to use general funds. Another reconmendation was to
form a healthcare authority. The plan involved a |large
group instead of the nore than 100 plans currently in
place, to allow for nore negotiating power. H's intent was
to say that healthcare costs were increasing beyond the
pace of inflation. He suggested finding out what the
University was doing would be helpful. He thought there
would be a trenendous admnistrative savings in the
multimllions.

2:20: 20 PM

Representative WIson hoped the University would assist.
She spoke of a tinme when people flew to Seattle, shopped,
stayed in a nice hotel, received treatnent and still saved
noney. She suggested that if someone could have surgery in
Seattle for $1,000 conpared to $4,000 in Al aska, soneone
woul d be paying for it. She thought it was tinme for the
| egislature to take sone sort of action. She surmsed a
heal thcare authority could aid in establishing a cap on
spendi ng.

2:22: 10 PM

Representative GQGuttenberg thought there were two ways to
reduce costs in the current system The first was to reduce
benefits and the other was to transfer the cost to soneone
el se, such as the exanple of the wuniversity healthcare
system descri bed previously. The state had an 80-percentile
rule, in which it paid 80 percent of what was "usual and
customary.” He underlined that there was no accountability
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as to how the full anpbunt was billed, and each clinic could
charge what it wanted. He noted that the prescription drug
managers, which had started out as a good cause, was
turning into a profit center. It cane down to who the
premum was paid to, and everyone along the billing path
was taking a cut. The state would become the processor of
the paperwork. It was nuch nore conplicated than in the
chart. He suggested getting control of nedical costs. He
noted that fewer people had nedical insurance and costs
were going up. He thought all the conmttee was talking
about was how nuch the state paid for rather than quality
of care.

2:26: 21 PM

Representati ve Kawasaki referred to graph 1. He asked about
negoti ati ons.

Ms. Cunni ngham stated that the University did not
negoti at e.

Representative Kawasaki asked about the other groups and
whet her they did negoti ate.

Ms. Cunni ngham i ndi cated that nost of the groups, including
Al askaCare, had said costs should remain flat but had not
received information from the G3U. She expected it to cone
down a little bit.

2:27:59 PM

Ms. Cunni ngham noved to slide 2 of her handout. She thought
the slide was self-explanatory.

M. Teal noted that the state was now spendi ng about $400
mllion per year on healthcare costs. The costs would go
from $400 million to $600 million over the subsequent six
years if current trends continued. He reiterated that LFD
was not proposing a solution. He noted that it was not a
special session topic; however, in the nodel, if the
expenditures could be reduced, the deficit would be
reduced, as did the need for taxes. If the deficit could be
reduced it would reduce the need for a tax.

2: 30: 20 PM
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Co- Chair Seaton appreciated the discussion. He noted that
in one of the nodels showed a 2.25 percent inflation rate
and asked whether it was reasonable to provide the 2018
| evel of services. He thought it did not.

M. Teal thought the Co-Chair's remark was a good
transition to Co-Chair Seaton's presentation.

2:32: 25 PM
AT EASE

2:39:27 PM
RECONVENED

APRESENTATI O\ POTENTI AL SAVING FROM REDUCI NG HEALTHCARE
| NFLATI ON BY REPRESENTATI VE PAUL SEATON

2:39:39 PM

REPRESENTATI VE  PAUL  SEATON, PRESENTER, i ntroduced the
Power Poi nt Presentation: "Potential Savings from Reducing
Heal t hcare Inflation" (copy on file). He explained that the
presentation was |ooking at avoidable future costs the
state would incur if it did not take certain preventative
neasures. He remnded the commttee of SB 74 [29th
Legislative Session] calling for a healthcare authority
study. In August 2017, Foster and Associates [Mark A
Foster & Associates (MAFA)] included the following in the
st udy:

"Al aska public enployee health plan annual inflation 8
percent to 12 percent 2014 - 2016 continues to exceed
US. growmh rate of 5 percent to 6 percent 2014-2016."

Co-Chair Seaton continued that the healthcare inflation
woul d absorb all the noney froma 2.25 inflation adjustnent
to the state's future budgets. He reported that the Al aska
Retirement Managenent Board (ARMB) 8.8 percent was applied
to the FY 17 pre-Medicare [nmedical clainms cost to get the
FY 17 nedical clainms cost] (source: PERS Actuari al
Val uation as of June 30, 2016, excerpt on file). He noted
that the nunber was slightly different from the LFD figure
because it had focused on the portion paid by the State of
Al aska. He remarked that the projection included deflation
(e.g. FY 51 showed the nunmber at 4.4 percent). He expl ained
that a simlar situation had occurred in FY 04 pertaining
to the state retirement system The actuary had projected
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growh of 5.25 percent, with a decline to 2 percent after
FY 06 going forward. He detailed that the growh of 5
percent had not been sustai nabl e because at a certain point
it would consune the entire budget. In recent years there
had been growh of approximately 8 percent, which was
consumng the budget; the state had not been able to
control the growh. The goal of the current presentation
was to consider ways to avoid sone of the costs by changing
the inflation.

Co-Chair Seaton referenced slide 1 of the presentation
showi ng an epi deniology bulletin from Novenber 2016 rel ated
to rickets and healthcare in Al aska.

(Bve] 2: 44: 18 PM

Representative WIson noted that the Healthcare Authority
spoke about nore power wth larger groups. She asked
whet her creating that group, such a school districts, would
involve witing statute.

Co-Chair Seaton responded that the Healthcare Authority
made a | ot of sense. However, conmbining the entities would
need to involve leaving Medicaid out of it. He did not
recommend conbi ning Medicaid. He thought there would be a
significant anmount of benefits, but it would have to becone
part of the statute. He thought offering incentives to
school districts and other entities was a better approach

|f they did not choose a uniformed plan, the entities could
pay nore. He was concerned that the legislature may not
have a mandate to require adherence to a pl an.

2:47: 07 PM

Representative WIson asked if there was a fornula where
the state contributed a given anount per person for schoo
districts or unions. She wondered if it was a contractua
arrangenent . She wondered if the costs dramatically
exceeded those paid by other states.

Co- Chai r Seaton replied that the individual school
districts and the other entities made those arrangenents

whet her through negotiations or other systenms. He was not
aware of any fornula. He indicated that within a school
district there was sonething like a silver, gold, and
platinum plan. The Ilegislature would have to |ook at
sonet hing that would gain the required efficiencies.
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Representative WIson noted that she hoped the state could
afford future costs. She pointed to school districts which
were given a grant. She thought nbst grant noney went to
t eachers and suppli es.

2:49: 46 PM

Co-Chair Seaton turned to slide 2: "Blood Levels of Marine
Foods Marker and Vitamin D in Prenatal Al aska Native
Wnen." He pointed to the top of the slide that showed the
high markers for traditional foods such as marine nanmal s
and fish. The chart below in the 1960s and 1970s the
vitamin D blood | evels were between 40 and 65 in the Native
popul ation pre-childbirth. By the 1980s, changing the diet
lead to vitamn D levels becomng very depressed. Rickets
rates appeared at 4 to 5 tinmes the national average. He
spoke of the skin exposure to the sun and 90 percent of
vitamin D being absorbed. He brought the issue up to show
that it was a problemin Al aska, the only Arctic state.

2:53: 05 PM

Co-Chair Seaton advanced to slide 3: "Potential Future Cost
Savi ngs for Al aska"

Estimated Health Care Cost Savings for Canada of
Raising Vitamn D | evel s above 40 ng/m :
$12.5 billion or $344 per person year
Al aska Popul ation: 741, 800
Al aska Potential Cost Savings $255, 179, 200
Data source: Estimated economic benefit of
i ncreasing 25-hydroxyvitamin D concentrations of
Canadi ans to or above 100 nnol/L. Grant et al.
Jour nal of Dermato- Endocri nol ogy. 2016

Representative Otiz asked why the costs in Canada were
hal f those of Al aska.

Co-Chair Seaton responded that Canada had a national
heal thcare system He noted that primary care was nuch nore
avai l abl e than in Al aska. Canada focused on primary care.

Representative Otiz asked if primary care was another term
for preventative care.
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Co-Chair Seaton replied that with a national healthcare
systemit was easier to get a standard of care.

2:56:21 PM

Co-Chair Seaton discussed slide 4: "Mjor Healthcare Cost
Drivers.” He noted that there was a new study, not included
i n menber packets.

« 57 percent of total healthcare expenditures in North
Anerica in 2010 was di abetes-rel ated

e Diabetes cost estimated to grow 34 percent between
2010 and 2030

A neta-analysis review of 24 random zed control
trials showed that vitamin D supplenentation can
significantly inprove glycemc contro

e A mninmum 4000 U daily dose to bring vitamn D
levels to >40 ng/mM was recommended to inprove
gl ycem ¢ measures in type 2 diabetic patients

[ Sour ce] The Ef f ect of | mpr oved Serum  25-
Hydroxyvitamin D Status on dycemc Control in
D abetic Patients: A Meta-Analysis. M rhossei ni et
al. Journal of dinical Endocrinology & Metabolism

Sept enber 2017

2:59: 03 PM

Co-Chair Seaton scrolled to the next study which confirned
the benefits of Vitamin D on slide 5 "Type 2 D abetes
| nci dence in Grassroot sHeal t h (N=4, 933) and NHANES
(N=4,078) Cohorts." The study conpared to National Health
and Nutrition Exam nation Survey (NHANES) studies conducted
every three years, which included about 4,000 people. The
NHANES study showed a vitamn D level of 22 ng/m and that
approximately 9.3 out of 1,000 individuals got diabetes.
The G assrootsHealth study aimed at increasing vitamn D
levels to 41 ng/mM. He pointed to a 2.0 unadjusted anount
on the left of the graph, which represented the actual
nunber of individuals who had been di agnosed with diabetes.
Studies adjusted for "cofounders” such as snoking or a
hi gher body mass index (associated with type 2 diabetes).
After adjusting for the cofounders there was a 60 percent
reduction in the new cases of type 2 diabetes due to
increasing the vitamn D |level above 40 ng/m . He rem nded
the commttee that 57 percent of the total healthcare
spending in North Anerica was related to di abetes.
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Co-Chair Seaton reviewed the study on slide 6: "Health Care
Cost Avoidance - Exanple: Reduction in Opioid Use." He
i ndi cated that when people cane in for palliative care they
had less than six nonths to live and were given whatever
they needed to relieve pain. He reported that a couple of
years back the study had considered a correlation wth
opioid use. The study had found that people wth higher
vitamn D levels used |less opioids. He provided details on
the study. He discussed the negative repercussions of
opi oid abuse on quality of life.

Co- Chair Seaton clarified he was bringing up the issue
because opioid abuse was driving mnuch of the nedical,
correctional, and other costs in Al aska. He referenced the
lack in ways to address opioid addiction. He shared that an
additional study would begin shortly and would take two
years to conplete. He was supportive of educating the
public that there may be sonething they could do on their
own to conbat opioid consunption. He referenced a handout
showing six recent studies [on vitamin D and pain relief]
(copy on file). He noted that the last study had to do with
chronic back pain. He gave additional detail on the study
showing that individuals wth chronic back pain had
experienced significant decreases in pain when taking
vitamn D. He noted that |ow back pain was a prinmary
di sability inpacting the workforce.

Co-Chair Seaton noved to slide 7: "What do we know about
Vitam n D?":

D3 is nore effective than D2
e Daily is better than weekly or nonthly

« Monthly, quarterly, or annually is generally
i neffective

e Studies suggest 40 — 60 ng/m is where disease risk
reduction occurs

e Over-the-counter supplenents available for |ess than
$16 per person a year

3:07:50 PM

Representative Quttenberg thought that after age 55 people
were advised to take |owdose aspirin which is covered
under healthcare insurance. He asked if vitamn D was
covered in a simlar manner.
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Co-Chair Seaton reported that the Native health system
covered vitamn D testing and that the state of Al aska has
agreed to pay the cost of testing for vitamn D

Representative GQuttenberg asked whether the vitamn D
itself was covered.

Co-Chair Seaton replied that he had just been at a box
store that sold vitamin D in 50001U for a year's supply for
$16.49. He noted that health fairs offered the vitamn D
for free. Doctor offices did not supply the vitamn for
free.

3:10: 09 PM

Representative Thonpson had been talking with a state
enpl oyee and had found out that their vitamin D was
extrenely low. They had been issued a prescription by their
physician and it had been covered through state insurance.

Representative Seaton posed the question of how to get
Alaska to work towards the goal of taking sonething that
would contribute to avoiding costs. He wanted to see
Al askans return to getting vitamns through diet. He
recounted his upbringing in southern California when
children were sent outside to make sure to get in the sun
and play outside. He nentioned canpaigns that had led to a
rise in consunption of folic acid in pregnant woren.

3:15:15 PM

Representative WIson asked if it was possible for a
representative of Medicaid to present a spreadsheet to have
a better understanding why things were so different from
the current state insurance system She asked if anyone
knew whether the state received its Medicaid certification
of conpliance with the federal government. She expressed
concern that the state may be in violation.

Co- Chair Seaton thought there had been testinony that the
report would be ready at the end of the year. He added that
once that was conpleted the 75 percent reinbursenment rate
for adm nistration would recomence once certification was
conpl et e.
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Representative Kawasaki confirnmed that he had heard from
the Legislative Budget and Audit Committee and confirned
that the report would be comng out in Decenber. He asked
if there was a way to distribute vitamn D on a voluntary
basis to state-owned facilities such as pioneer honmes and
jails.

3:20:17 PM

Co-Chair Seaton responded DOC was currently adm nistering
vitamin D to seniors and inmates on a voluntary basis.
There was a study that showed that there was a drop in
frequency of bone breakage.

Representative Kawasaki thought the state could provide
vitamin Dto inmates on a voluntary basis.

Co-Chair Seaton answered in the affirmati ve.
Co- Chair Foster reviewed the neeting cal endar.

#
ADJ OURNVENT

3:25:42 PM

The neeting was adjourned at 3:25 p. m
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