


(7)
*xOUSE COMMITTEE R E P G .,r

Date Referred: March 25, 1992 

Date o f  Committee Action:

The JUDICIARY Committee considered:

FURTHER REFERRALS:

C O

U->1

HB 348

HOUSE BILL NO. 348 GROUP HEALTH & LIFE INS: STATE EMPLOYEES

"An Act relating to the provision o f group life and health insurance for state employees by means o f  
self-insurance; and to payment o f  administrative costs o f providing group health and life insurance for state
employees."

RECOMMENDATIONS: r  \  f 1 the same title
be replaced with (^ T /^ A F fA -1  £ S ) __________________ a new title

[ J have attached amendments(s)

0 4  do pass

[ ] do not pass

[ ] no recommendations

[ ] individual recommendauons

[ ] additional referral to th e _________________________________________ Committee

ADOPTS: letter o f Intent

ATTACHES NEW FISCAL NOTE(s): 

[ ] fiscal im pact____________________

(DepO

f ] zero fiscal note

APPROVES PREVIOUS:

[ ] fiscal n ote(s)_______

(Dept/Due)

" M -zero fiscal note(s) fifths



I

FISCAL NOTE

STATE OF ALASK A  
1992 LEGISLATIVE SESSION

March 18.1992Revision Date:_____
Ti tie: An Act relating to the provision of group life and 

Health insurance by means of self-insurance

Sponsor, House Rules Committee
Requestor House State Affairs Committee

, .1

' ■" 1 ■
Department Affected: Administration 
BRU: Retirement and Benefits_____

Component: Retirement and Benefits
i,

COMPONENT SERIAL NO. 64

■ 'M r '"  '

■ Bi l l  n o . c s h b 3 48(S A ) § ? |  •

■ W :. '• - ' U -  i i i f f
w  . ■ 4  m .

; * J t w

Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY93 FY 94 FY95 FY96 EY 97 FY 98
PERSONAL SERVICES 0 0 0 . o 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 . . . . 0 0 0
LAND & STRUCTURES 0 0 tt§s§l##il 0 0 0
GRANTS. CLAIMS 0 0 c 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 .  - -

REVENUE 
FUND SOURCE:

0 0 0
1

0 0 0

FUNDING: (Thousands of dollars)
GENERAL FUND 0 0 0 n 0 0
FEDERAL FUNDS 0 0 0 0 . - n 0
OTHER 
FUND SOURCE 0 0 0 0 0 0

(t o t a l 0 0 0 0 0 0

POSITIONS
FULL-TIME- 0 0 0 0 0
PART-TIME: 0 ■ o 0 0 ......... .....
TEMPORARY: 0 0 0 0 0 0

Estimate of current year impact: none
ANALYSIS: (attach a separate page if necessary.) This bill would authorize the Department of Administration to 
utilize self-insurance in addition to the competitive bid process for insurance carriers. Self-insurance could then be 
undertaken assuming that savings or other advantages could be demonstrated.

Prepared By: Gary Bader
Division: Retirement an

Phone: 4654470
Date: _MarchJ.6i_l.992-

Approved by Commissioner: Nancv Bear Usera
Agency: Department of Administration

Pate; ?  A -i
Department of Administration

Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB & Impacted Agency(ies). 
Rev 10/90 Page 1 of 1



- STATE OF ALASKA 
1992 LEGISLATIVE SESSIO N

FISCAL NOTE No.__
 ̂ Bill Version: HB 348 

(H) Publish Date: Z -2 6 -9 T

Revision Date:_____________________________________
Title: An Act relatino to orouo life and health insurance for State
employees by means of self-insurance.____________________
Sponsor: Rules Committee_____________________________

Depa^ment Affected: Administration 
BRU: Risk Management
Component: Risk Management

Requestor: Governor COMPONENT SERIAL NO. JL..I 1
Expenditures/Revenues: (Thousands of Dollars)

OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 - o 0 0 0 0
MISCELLANEOUS o 0 0 0 0 0
TOTAL OPERATING o 0 0 0 0 0

CAPITAL

REVENUE
FUND SOURCE: 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)
GENERAL FUND o 0 0 0 0 0
FEDERAL FUNDS o 0 0 0 0 0
OTHER
FUND SOURCE: 0 0 0 0 0 0
TOTAL 0 0 0 0 0 0

POSITIONS:
FULL-TIME 1 o | o 0 0 0 0
PART-TIME o 0 0 0 0 0
TEMPORARY o 0 0 0 0 0

Estimate of current year impact: 0_
ANALYSIS: (Attach a separate page if necessary.) 

See attached.

Prepared by: Donald J. HitsncocK___________________________  Phone: *65-2180
Division: Risk Management  ̂ Date: /»>• n  •*? /

.Approved by Commissioner Nancv Bear Usera '■ 1 r u  /  /
Aoencv: Administration ---------------------------W ------------------- Date: /  / o  7  

/  /
Distnbuuon (by preoarer): Leg. Fin., Legislative Sponsor. Eeouestor, OMB/DBR. Gov. Legis. Of:., & Impacted Agency(ies).

Rev 10/07/91 Page_t_ of ^
M/fH-WOiaXPn

COMMITTEE COPY
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CONTINUATION OF FISCAL NOTE ANALYSIS  
House Bill No. 348

This bill is enabling legislation to allow the State to se lf  insure state em ployee medical and/or 
life insurance benefits. It is anticipated that any possible increased state administrative costs 
for such a program should be more than offset through increased income from cash flow  and 
other cost savings. In ether words a self insurance program would be implemented only if
cost .sayings-.is.p.Q$sibig,

Potential benefits o f  a se lf insurance program would be elimination o f  certain insurance 
company charges; positive control o f  the insurance program which might include use o f  
employee incentives to reduce costs; and increased competition from bidder? for 
administration and/or aggregate loss (excess) insurance policies.

The present medical benefits program for active state em ployees costs the State approximately 
$65,000,000. a year therefore cash flow  and interest earnings may become an important fiscal 
consideration.

Possible problems due to a catastrophic increase in claims costs for any one year may be 
controlled through purchase o f  aggregate loss policies to pay excess costs either on an 
individual claim basis or in the aggregate.

Passage o f  this enabling legislation is fundamental to making ail options available to the State 
in the administration and implementation o f 1  cost effective group health and life benefits plan 
for its em ployees.

COMMITTEE COPY



CSHB 348(State Affairs) 
Sectional Analysis

April 14, 1992

"An Act relating to the provision of group life and health insurance
for state employees by means of self-insurance; and to payment of
administrative costs of providing group health and life insurance for
state employees."

Section 1. Current law requires DOA to obtain health coverage from
an insurance company or HMO licensed in Alaska.

The proposed language extends the "licensed in Alaska" 
requirement to the procurement of excess loss insurance and includes hospital
or medical service corporations in the carriers eligible to provide group
health tc the the state. Excess loss insurance is commonly used in self- 
insurance s ituations.

S ec tion  2. Current law requires the State to request bids from Alaska
licensed insurance carriers for health coverage at least every five years and
that the carrier with the lowest responsible bid shall be the winning bidder.

The proposed l a n f a g c  would mandate the same five year 
bid cycle and "licensed in Alaska" requirement for excess loss coverage and 
benefit claims administration. Amending language would also include hospital 
and medical service corporations as a carrier eligible to receive bids.

Sec tion  3. Current law requires the health insurance benefits to be
provided by insurance companies as outlined in Section 2.

The proposed language authorizes DOA to self-insure 
health insurance benefits as an alternative to using insurance companies.
The language also requires that any excess loss coverage be procured the same
as health insurance.

Section 4. Current law establishes the group health and life benefits
fund as a special account in the general fund to provide carrier insured health 
and life coverage. Current language describes what money the fund shall 
consist of and requires the commissioner of administration to maintain 
accounts and records for the fund. Inasmuch as payment of premium has 
been made directly to insurance carriers, this fund has not been used.
However, it would be necessary under a self-insurance arrangement.

Proposed language would expand the purposes of the fund
to include self-insurance arrangements.

Section 5. Current law requires the commissioner to obtain an
actuarial determination of the estimated cost of the insured coverages and to 
set the contribution rate to the fund for both employer and employee. The



current language further requires that premiums and claims for carrier 
insured benefits be paid with money in this fund.

The proposed language broadens the kinds of payments 
that can be made from the fund to include self-insurance arrangements. The
proposed language would also allow administrative costs of the health program 
to be paid from the fund.

S ec t ion  6. Current law allows the Slate to receive reimbursement of
its administrative expenses from insurance carriers.

The proposed language would allow the department to also 
contract with a third party administrator or a hospital or medical service 
corporation to pay claims and payments. A third party administrator is
normally used in a self-insurance situation.

Sec tion  7. Current law allows the commissioner to have the surplus of
the fund or some part of it invested by the commissioner of revenue.

The proposed language would allow administrative costs to 
be included in the makeup of the fund when determining whether a surplus
existed. This fund would become more relevant if the State were to implement
s e l f - i n s u r a n c e .



FISCAL NO TE _ IfjW'1
. BILL N O . HB 348

STATE OF ALASK A  
1992 LEGISLATIVE SESSIO N

Revirion Date:.________________________  Department Affected: Administration
Title: An Act relating to the provision of group life and BRU: Retirement k  Benefit?------------

Component: Retirement ic Benefits
health insurance for state employees by means of 
self-insurance

Sponsor___
Requestor Governor

House Rules Committee.

Expenditures/Revenues: (Thousands of Dollars)

COMPONENT SERIAL NO. fi4_

OPERATING FY 93 FY 94 FY95 . FY 96 FY 97 FY93
PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 0 _____________  0. . .  . 0
EOUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE 
FUND SOURCE:

0 0 0 0 0 0 j

.-JNDING: (Thousands of dollars)
GENERAL FUND 0 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0 0
OTHER 
FUND SOURCE 0 0 0 0 0 0
TOTAL 0 0 0 0 0 0

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

Estimate of current vear impact: None
ANALYSIS: (attach a separate page if necessary.) This bill would authorize the Department of Administration to 
utilize self funding for health insurance in addition to the competitive bid process for insurance carriers. Self - 
insurance could then be undertaken assum ing^at savings or other advantages could be demonstrated._____________
P r e p a r e d  Bv: G a r v  Bader '
D iv isio n :________R e ti r e m e n t a n d  B e n e fits   \

Approved bv Commissioner Nancv Bear Usera 
Agency:_______Department of Ad ministration i-\ ‘ |‘ V *

Phone: 465-H70
Date-

Date:
/

/ L ?  / z

7
Distribution (by preparer): Legislative Finance, Legislative Sponsor, Requestor, OMB U Impacted Agency(ies). 
Rev 10/90 * Page 1 of 1
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STATE OF ALASKA
1992 LEGISLATIVE SESSION

yff'f. ’.'POT
BILL NO. HB 348

Revision Date:__________________________________
Title: An Act relatino to orouo life and health insurance for State
employees bv means of self-insurance.___________________
Sponsor: Rules Committee____________________________

Department Affected: Administration 
BRU: Risk Management
Component: Risk Management

Requestor Governor COMPONENT SERIAL NO.

Expenditures/Revenues: (Thousands ol Dollars)
OPERATING FY 93 FY 94 FY 95 FY 96 FY 97 FY 98

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

CAPITAL 0 0 0 0 0 0

REVENUE
FUND SOURCE: 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)
GENERAL FUND 0 0 0 0 0 0
FEDERAL FUNDS 0 0 0 0 0 0
OTHER
FUND SOURCE: 0 0 0 0 0 o !
TOTAL 0 0 0 0 0 0

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

Estimate of current year impact: J)_____________
ANALYSIS: (Attach a separate page if necessary.)

See atached.

Prepared by: Donald J. Hitchcock______________   Phone: 465-2180
Division: Risk Manaoement I Date: £ > • / /  •? /

Approved by Commissioner Nancv Hear Usera i ■ n *  / f
Agency: Administration I i i r ________ Date: /  Z s  -> /*?■»—i V, • /  /
Distribution (by preparer): Leg. Fin., legislative Sponsor, Requestor, OMB/DBR. Gov. Legis. Ofc.. & Impacted Agency(ies).

Rev 10/07/91 Page 1 of
in/fKOUMtexPn



CONTINUATION OF FISCAL NOTE ANALYSIS 
House Bill No. 348

This bill is enabling legislation to allow the State to self insure state em ployee medical and/or 
life insurance benefits. It is anticipated that any possible increased state administrative costs 
for such a program should be more than offset through increased income from cash flow  and 
other cost savings. In other words a self insurance program would be implemented only if  
cost savings is possible*

Potential benefits o f  a self insurance program would be elimination o f certain insurance 
company charges; positive control o f  the insurance program which might include use o f  
employee incentives to reduce costs; and increased competition from bidders for 
administration and/or aggregate loss (excess) insurance policies.

The present medical benefits program for active state employees costs the State approximately 
$65,000,000. a year therefore cash flow  and interest earnings may become an important fiscal 
consideration.

Possible problems due to a catastrophic increase in claims costs for any one year may be 
controlled through purchase o f aggregate loss policies to pay excess costs either on an 
individual claim basis or in the aggregate.

Passage o f  this enabling legislation is fundamental to making all options available to the State 
in the administration and implementation o f a cost effective group health and life benefits plan 
for its employees.
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Dale Referred: February 26, 1992 FURTHER REFERRALS: Judiciary

Dale o f Committee Action: ^  / ^ 3 /V Z —

The STATE AITAIRS Committee considered:

H O U S E  F I L L  NO.  348

1-1B 348

G R O U P  H E A L T H  & L IF E  INS: S T A T E  E M P L O Y E E S

"A n  Act re la t ing  to the provis ion o f  g roup life and health insurance for slate e m p l o y e e s  by m e a n s  o f  
sel f - insurance:  and to paym en t  o f  admin is t ra t ive  cos ts  o f  providing  g roup  health and life insurance  for state 
em ployees ."

RECOMMENDATIONS: 
be replaced w ith _______
[ ] have attached amendments(s)

] do pass 

[ ] do not pass 

[ ] no recommendations 

[ ] individual recommendations 

[ ] additional referral to th e ____

[ ) the same title 
-ipd a new title

Committee

.ADOPTS: letter o f Intent

ATTACHES NEW FISCAL NOTE(s):

[ ] fiscal im pact____________________________
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[ ] fiscal note(s)_______

(Dept D ue)
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WALTER J. HICKEL, GOVERNOR

DEPARTMENT OF ADMINISTRATION P.O. BOX 110200 
JUNEAU. fl'ASKA 99811-0200 
PHONE: (907) 465-2200
FAX: (907) 465-2135OFFICE OF THE COMMISSIONER

March 20, 1992

The Honorable Gene Kubina 
Chairman, House State Affairs 
Alaska State Legislature 
State Capitol 
Juneau, A.K 99801-1182

Dear Representative Kubina:

During the State Affairs Committee's consideration of HB 348, 
the department was asked to provide a compilation of the 
various risk exposures of the State and how these risks were 
insured.

Enclosed is a general listing of insurance coverages 
administered by the State. The amount of self-insurance on 
each of these areas, if any, is indicated.

I appreciate the committee's interest, and if additional 
clarification or information is needed, please let me know.

NBU/nl
Enclosure
cc: Paul Fuhs

Legislative Liaison 
Office of the Governor

C2-B9LH



S T A T E  O F  A L A S K A

FY 92 Insurance Program

C o v e r a g e Amount of 
Self-Insurance
Per Occurrence

Limit of 
Insurance Coverage

PROPERTY (all risk) 

(EARTHQUAKE & FLOOD)

BOILER & MACHINERY

LIABILITY - Per occurrence 
(including general 
liability, auto, professional 
liability, medical malpractice, 
directors & officers, etc.)

LIABILITY SIR AGGREGATE

FOREIGN LIABILITY

WORKERS’ COMPENSATION

MARINE LIABILITY 
Marine Vessels

FERRY DOCKS

AVIATION LIABILITY 
Airports 
Aircraft 
National Guard

MULTI-LINE AGGREGATE 
(Property & Marine) 
(Aviation)

EMPLOYEE FIDELITY BOND

FOUR DAM POOL (AEA)

SBS Employee Life Insurance 

SBS Acc. Death & Dismemberment

51.000.000

51.000.000 minimum 
or 2%

S10.000

5 5 .000 .000

5 1 0 .0 0 0 .0 0 0  

NONE

Full self insurance

5 1 .0 0 0 .0 0 0
51.000.000

S250 .000

5 2 5 0 .0 0 0
52 5 0 .0 0 0
52 5 0 .0 0 0

51.000.000 SIR
51.500.000 SIR

525 0 .0 0 0

510.000.000 
except quake & flo^d 
2%  - values at locutions

None

None

5 1 0 0 .0 0 0 .0 0 0

5 1 0 0 .0 0 0 .0 0 0

51 0 .0 0 0 .0 0 0

5 1 0 0 .0 0 0 .0 0 0  
(excludes discrim., 
pollution, asbestos, 
punitive, etc.)

5100.000.000

51.000.000 

None

5 2 0 0 .0 0 0 .0 0 0  
Specified values

Staled values
55.000.000 Limit

5 5 0 0 .0 0 0 .0 0 0
5 5 0 0 .0 0 0 .0 0 0
5 5 0 0 .0 0 0 .0 0 0

5 5 .000 .0 0 0
5 3 0 0 .0 0 0 .0 0 0

5 2 0 .0 0 0 .0 0 0

5 5 0 .000 .000

$ 4 8 ,0 0 0 /o ccu rrcn cc  

S 100,0 0 0 /o ccu r rcn c c
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page 2

C o v e r a g e Amount of 
Self-Insurance 
Per Occurrence

Limit of 
Insurance Coverage

SBS Disability None Varies with salary

Basic Employee Life Insurance None S 2 0 0 0 /o c cu rrcn cc

Basic Employee Acc. D & D None SSOOO/occurrcncc

Optional Employee Life None S 6 0 ,0 0 0 /o ccu rrcn cc

Optional Employee Acc. D & D None S 1 2 0 ,0 0 0 /o cc u rrcn c c

Employee Travel Accident None S 100,0 0 0 /o ccu r rcn c e

Employee Health Insurance None S 2 5 0 ,0 0 0 /h fe t im e

SBS Health Insurance II None S 2 5 0 .0 0 0 / l i f e t im e

SBS Health Insurance I None Sl.OOO.OOO/lifctimc



MEMORANDUM

TC: Honorable John Andrews
Commissioner
Department of Administration

• CATS. 

riuE :io. 

T'L NO. 

SUBJECT

/ /
C/,< i f

•7 
&'v—-—*——— /-*-■ * /■— —-r '

Virginia 3. Ragle •’./ 
Assistant Attorney General 
Governmental Affairs-Juneau

State of Alaska
Department cf La,w

March 16, 1939

6 6 3 - 0 9 - 0 2 3 0

6 6 5 - 3 6 0 0

Authority for self- 
insurance and cafete: 
0 Ian

You have asked whether the Department of Administration 
(the department) has authority to provide group health insurance 
coverage for state employees by self-insuring or through cafeter­
ia plan policies. There is r.o clear statutory authority for the 
department to provide the coverage bv self-insuring. We recom­
mend chat legislation be introduced, or that a pending bill be 
amended, to establish authority for self-insurance, if the de­
partment chooses to pursue chat mechod of providing group health, 
coverage. We conclude that the department currently has author­
ity to obtain a policy that provides insurance coverage through a 
‘cafeteria plan. However, depending upon how the cafeteria plan 
is implemented, regulatory and statutory changes may be required.

group

!. Self-insurance
The department is authorised bv AS 39.30.090 to provide 

Insurance tor employees. Qnuer that statute, the deoarr-
menc may ODtain a policy or policies oc group insurance tor state 
employees, retirees, and employees of other participating govern­
mental units. The statute secs out the kinds of coverage chat 
may be provided in a policy, the persons who must be covered by a 
policy (unless exempt undar regulations), and the manner in which
Che department must*obtain the colicv from insurance carriers.• • *

The statute neither specifically prohibits nor specifi­
cally autnorizes provision or group health coverage through self- 
insurance. However, the statute includes maneatery language such 
as, "The Department of Administration shall"ootaar. tr.e insurance 
uoLicv from anv insurer authorized to transact business in the
state anc_______  aiso reouirps that an opportunity to bid to provide
the insurance benefits, be cade available to insurance carriers ac 

v rive vears. . These provisions mcicace chat toe leg-leasc everv rive vears 
is lacure contemplated

These previsions mcicace chat tne 
that Liaoilltv for croup coverage for state

employees would be insured under policies oocamec from insurance 
companies. with races established cocoecitively.

D EPT. OF LAW



Kon. John Andrews, Commissioner March 14, 1989
Department of Administration ' Pace *2
663-89-0230

AS 39.30.095 requires the commissioner of adminisrra- 
Cion to establish a group health and life benerits fund. The 
language of AS 39.30.095 dees not clearly authorize self-insur­
ance. Although this statute provides chat the department shall 
pay premiums and claims from the fund, the department is required 
to make the payments in accordance with insurance policies in 
effect under AS 39.35.090 and under the Supplemental Benefits 
System (SBS).

Legislative history does not shed much light on the 
purpose of AS 39.30.095. (.ve have traced the origin of chat sec­
tion to "housekeeping" legislation requested by the department 
in 1980. Dept, of Law file no. J-77-054-81. The department 
explained that the fund would

eliminate the advantage the insurance company now 
has to the interest earned from the funds it holds.
The language is permissive rather than mandatory; 
the state could still allow the insurance company 
to hold the funds. [1/]

The section-bv-section analyses that accompanied the bills in 
which the provisions of AS 39.30.095 appeared during the 1981 and 
1982 legislative sessions (HB 121, SB 121, and SB 827) explained 
that the section was

included at the urging of the State's benefits 
consultants.' The existence of a fund will provide 
the flexibility needed to negotiate for and pro­
cure more favorable terms from -insurance compa­
nies. Our consultants inform us that such added 
flexibility has led to substantial savings in och­
er systems.

The private consultants have advised us that it was their inten­
tion that in recommending establishment of the fund, m  addition 
~co earning interest on the fund, the state would gain the flexi­
bility to self-insure. The consultants' initial recommendation 
of languaee for the section tnclucec specific reference to self- 
insurance . However. no suer, soecitic rererence was included in 
ar.v draft of the bills that we have found. Furthermore, the sec­
tion was not explained to the legislature as having the effect of 
'authorising self-insurance. In testimony to legislative commit­
tees, representatives of the division of retirement and benefits

1/ October 30, 1930 memorandum from Director of Administrative 
Services Crondahl to Commissioner Hudson.



Hon. John Andrews, Commissioner March 14, 1989
Department of Administration Pare 23
663-89-0230

included the section with provisions of the bills that were char­
acterized as "strictly housekeeping." 2/

Because the statutes provide for provision of group 
health coverage through policies obtained from insurance compa­
nies ana there is no specific authorization for provision of 
group health coverage d v  self-insurance, or even an indication 
that the legislature ever considered self-insurance as an option, 
we recommend that legislation be pursued to provide specific au­
thority for alternatives to conventional insured plans, such as 
self-insurance. We note that last year the Washington legisla­
ture passed legislation, known as the Washington State Health 
Care Reform Act of 1988, which includes specific authority for 
self-insurance of state employee health benefits. A copy of the 
Washington statutes, RCW A1.05, is enclosed.

II. Cafeteria plan

There are no provisions in AS 39.30.090 that prescribe 
the level of health insurance coverage that must be provided in 
the policy or policies obtained by the department, the amount of 
deductable that a policy may require covered individuals to pay, 
or the manner in which premiums to insurance companies must be 
paid. The department has broad authority ro determine the terms 
and structure of the insurance policies it obtains. 3/ Provision 
of health insurance coverage under a "cafeteria plan" qualified 
under 26 U.S.C. 125 would be within the scope of that authority, . 
and would not conflict -with any provision of AS 39-.30.090. 4/

2/ March 18, 1982 testimony of Director Paul Arnoldt on SB 827 
to Senate State Affairs Committee; May 12, 1982 testimony of Dep­
uty Director Ken Humphreys on SB 121 to House Health, Education, 
and Social Services Committee.

3/ Of course, some issues regarding employee health benefits are 
subject to collective bargaining under the Public Employment Re­
lations Act, AS 23.40.070 -- 23.40.260. See 1978 Op. Att'y Gen. 
No. 3 (Jan. 23); 1988 Inf. Op. Att'y Gen. (Jan. 1; 366-356-83).

4/ The advantage of such a plan is that, if any of the benefit 
options offered by the plan require payment of part of the pre­
mium by the employee, the employee's part of the premium could be 
paid by a voluntary reduction of pretax wages-, which would reduce 
the employee's federal income taxes. Nothing in AS 39.30.090 
precludes the department from offering insurance options that 
require employees to contribute to premiums.



Hon. John Andrews, Commissioner March 14, 1989
Dep.artmenc of Administration Page ?4
663-89-0230

Depending upon how che department chooses to implement 
the .cafeteria plan, regulatory^»and statutory changes may be 
needed. ’For example, since AS > ^ 3 0 .  090 requires the group pol­
icy to cover state employees, their spouses, and their dependent 
children unless exempt under regulation, if the plan allows an 
employee to elect individual or family coverage, a regulation 
must be adopted to permit exemption of coverage for family mem­
bers upon election by the employee.

Some mention has been made of a plan that would allow 
employees to choose between receipt from the state of cash or of 
various levels of health insurance coverage. Cash received by 
employees from the state under the plan would constitute taxable 
income under the Internal Revenue Code. If this kind of provi­
sion is included in a cafeteria plan chosen by the department, 
statutory changes may be needed to clarify that cash' received 
under the plan does not constitute "compensation" for purposes of 
determining employees' contributions to the state's retirement 
systems or SBS or determining the amount of employees 1 retirement 
benefits. Legislative authorization may also be needed to allow 
cash to be paid under the cafeteria plan to state employees who 
are subject to the state pay plan under AS 39.27.

Please let us know if we can provide further advice in 
this matter.

VBR/pig 
Enc.
cc: Sally Smith, Director

Division of Retirement and Benefits 
Department of Administration




