


TABLE I
XYZ Capilal Management; Actual nnd Annualized Equity Performance Versus S&P 500 •

Category r t  Accounts: Tax-Exempt Client Portfolios * I
______ .*-*............     v  £

S ta n d a rd , ,.  
D eviation1 ’

A ctual
R e tu rn

■ : v •

17
Yrs.

>87 1.2% 10.72
5.24

14.30
11.75

19.80
18.05

15.5!
15.(X)

16.07
16.47

17.47
17.30

14.28
13.82

17.58
16.1X)

18.19
16.29

17.29
15.28

15.06
13.03

15.08 15.44 12.75 
13.90 15.55 11.88

10.78
9.88

13.25
10.42

12.25
10.65

>86 3.0% 17.99
18.67

24.62
25.04

17.15
18.45

17.44
19.46

18.87
19.87

14.89
15.33

18.59
17.62

19.16
17.75

18.15
16.45

15.51
13.84

15.48
14.73

15.84 12.91 10.79 
16.45 12.41 10.21

11.84 
10.78

12.35
11.00

’85 1.9% 31.61
31.75

16.73
18.31

17.26
19.72

19.09
20.18

14.28
24.66

18.70
17.45

19.32
17.61

18.17
16.18

15.23
13.32

15.24
14.34

15.64
16.25

12.50 10.25 ‘ 11.4 1 
11.90 9.59 10.24

1 1.99 
10.50

•84 3.0% 3.54
6.29

10.68
14.13

15.18
16.55

10.31
10.75

16.27
14.78

17.10
15.42

16.36
14 .11

13.34
11.2 1

13.55
12.55

14.17
14.31

10.91
10.25

8.64 9.99 10.70 
7.92 8.73 9.12

’83 2.8% 18.32
22.55 .

21.49
22.05

12.67
12.28

19.69
17.01

20.38
17.34

18.66
15.48

14.80
11.92

14.86
13.36

15.40
15.79

11.67
10.66

9 .11
8.07

10.55 11.27 
8.94 9.34

>82 6.8% 24.75
21.54

9.94
7.47

20.15
15.21

20.90
16.07

18.72
14 .11

14.24
10.25

14.27
12.10

15.04
14.98

10.95
9.41

8.23
6.72

9.87
7.78

10.70
8.31

’81 3.5% - 3.10
- 4.97

17.92
12.18

19.65
14.29

17.26
12.32

12.24
8.12

12.74
10.61

13.72
14.06

9.34
7.98

6.54
5.19

8.48
6.49

9.51
7.18

•80 4.4% 43.50
32.42

32.96
25.35

24.95
18.75

16.44
11.66

16.20
14.02

16.80
17.60

11.24
9.96

7.81
6.53

9.85
7.85

10.86
8.48

•79 3.1% 23.19
18.65

16.60
12.46

8.61
5.29

10.23
9.83

12.08
14.83

6.63
6.61

3.49
3.27

6.24
5.12

7.72
6.10

•78 2.4% 10.37
6.59

1.98 
- 0.53

6.22
7.04

9.47
13.90

3.59
4.36

0.53
0.91

4.02
3.31

5.93
4.63

•77

16

2.4%

2.5%

- 5.77
- 7.17
15.24
23.94

4.21
7.26

17.51
30.42

9.17
16.44
4.67
7.74

1.96
3.80

-0.19
1.64

-1.33
-0.19
4.84
4.89

2.99
2.78
7.29
6.40

5.31
4.35

XYZ CAPITAL MANAGEMENT COMPOSITE 
OF ALL CLIENTS (BOLD)

S&P 500 INDEX
75 2.9% 19.82

37.23
- 0.24

0.46
- 4.85
- 4.87

2.39
0.60

5.76
3.21 Characteristic I J n e ^

74

73

3.0%

2.7%

-16.94
-26.46
-13.45
-14.69

-15.21
-20.80

5.10
0.75

-2.83
- 9.28

9.96
5.08

2.51
-3.89

Bela = .89
Annual Alpha = +2.6% 
R2 = 90.3%

72 3.2% 27.62
19.00

23.94
16.62

71 3.1% 20.37
14.30

I h i t  perfirm anc* presentation of X Y /.C apital M anagement conforms to the sU idanis set by the financial A nalym  F tderation (slatdarcJi dated ,19 ).
In addition lo  Ibe infcm uiion presented herein, such iu n d .m li include:

1) Returns from all caah reserves a id  eiju iv jlcrls and/or bond* iucd  by Ihc manager in place o f  e ty i l i a  are included in performance calculations.
2) figure* include accom ls u/sJcr our management frum their respective inception dales, including ll«*e client* no  longer with the firm.
3) N o arlcctive period! o f performance have been U ilized. Kcaulii from all account* have been continuum  from their iocepliun to  lire present or to  the cessation o f  the client itla lion tliip  with the firm.
4 )  I b e  com  f i n i t e  calculation has been appropriately w eighted for the size o f each account.
5) Results are presented before management anJ related ctklodial feet. X YZ Capital fee tchedule i t  attached
6) Convertible lecurilici luve been included in these equity m u l t i .
7) No alteration* of composites a* presented here have occutred doe to  changes in  personnel or other reasons at any lime.
8) Thc/>— 1lj have been audited as o f  3/3/88 (statement attached).
9) Apf I  jtelylw o-lhirJs o f  all portfolios had returns espial to  the com posite "actual return* ■ * /•!«  standard devf '

10) The f .cecristic l.ine is a regression o f  manager cim posilc  pcrfom unre  versus S i  I1S M Iu irr  llte full p c rfin n .s . -lory  (17 years)
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TABLE II
. • . . , . :« rV ..

XYZ C apital M anagement Equity Account Summ ary 
C a teg o ry : T ax-E xem pt Client: P ortfo lios

Composite Assets ($000)
% Equiv. % XYZ’s Total

Year

1987

1986

1985

1984

1983

1982

1981

1980

1979

1978

1977

1976

1975

1974

1973

1972

1971

Iteg. Yr.

5,506,550 

4,456,012 

3,463,639 

3,253,627 

2,486,902 

1,840,726 

1,749,541 

1,133,875 

850,993 

645,561 

677,257 

540,736 

343,9.1 

317,764 

179,007 

78,626 

28,205

Yr. End

5,881,173

5,506,550

4,464,521

3,439,790

3,253,627

2,480,485

1,840,726

1,749,541

1,133,875

850,993

645,561

677,257

540,736

343,959

317,764

179,007

78,626

Equity 
A ssets«

Equities
Managed

# o f
Clients

100% 96% 65

100 90 62

100 92 57

100 93 55

100 91 56

100 89 52

100 90 , 51

100 91 45

100 92 42

100 90 41

100 85 42

100 87 44

100 88 43

100 90 40

100 98 33

100 98 21

100 98 14

Average 
Account 

Size ($000)

80,580

77,557

65,655

52,118

48,562

42,042

31,737

35,705

23,622

18,500

14,345

13,822

11,265

8,000

8,362

7,459

4,914

Median 
Account 

Size ($000))

40,813

28,726

38,975

25,926

20,608

20,933

19,262

26,285

12,882

11,268

7,510

7,588

6,058

4,801

6,795

1,997

927

Thi* cum penile preienU lion o f  X Y Z Capital M irugcm ent oonfarm i lo  the (lam iirda act by the Financial Analyala Fedcnilion (atandarda d ilcd  ,19  1 
In u ld iliun  m  the information prcacmed herein, auch tLjndjnl* include:

1) Al I ca ih  re te rvei and equivalent* andfor buvla need by Ihc m anager in  place o f  equilica are included in  uumpueiic prcacmalioni.
2) Figure* include acoouita under our management from their rcapcclive inception datca, including Ihtuc d icn fi no longer with llic firm.
3) N o (elective pcriud i fur preaentalion lu v e  been utilized. D a l. from all account! have been cunlinuuua frum tlieir inception to  llie pteaent o r lo  the ceuatiun  o f  the client relatioruhip w ith the firm.
4) Die cu n p o ttlc  calculation haa been appru|>rialcly wciglucd for the aizc o f cadi account.
5) Keaulta a ir  preacnlcd befure management art! related au lu d ia l feea. The average fee charged for each period appeal* in the preaentalion.
6) Convertible acvurilica have been included in I'icac equity cunpoiilca.
7) N o allcrjliona o f  com |ualtea aa prcaemcd here have occurred doc to  changea in pcraormcl or other rcatuns al any lime.
8) Ibe d i t j  have liecn audilnl a i  o f  3/3/88 (ilatem cm  m ladiedy



Table III

FAF Investment Manager Performance 
Presentation Standards Checklist

□  E. All exclusions from  per­
formance calculations and presentation 
by manager have been disclosed.

Table HI - page 1

Following is a checklist for investment man­
agers, their clients and prospects, and for con­
sultants— to assure proper conformance to 
the Financial Analyst Federation ”Perform­
ance Presentation Standards of January 12, 
1989 /

I. Performance calculations.

□  A. Performance results have 
been calculated on a time-weighted basis.

□  B. Returns combine income 
and current market valuations (thus, 
presenting so-called total returns).

□  C. Manage:* fee levels have
been disclosed along with performance 
records so that after-fee results can be 
measured.

□  D. Performance results of 
broad security classes such as equities 
or fixed income have been calculated 
with cash or substitute securities in­
cluded. If cash has been excluded in the 
calculations,returns with cash have also 
been presented, along with the state­
ment that FAF standards consider 
performance with cash as most repre- 
sentativeof managerial resultsand most 
representative for comparisons with other 
managers.

□  3. Manager has sup­
plied information on risk, volatil­
ity and/or other measures which 
allow for reasonable performance 
evaluation.

□  F. The method of linking in­
terim performance results (daily, 
monthly, quarterly) has been explained. 
(FAF standard is for monthly linking.)

O G. Balanced account perform­
ance.

□  1. M anager has as­
signed cash and substitute secu­
rities to the specific asset cate­
gory to which it belongs, thereby 
allowing a clear division of the 
performance record fo r  each asset 
managed.

□  2. If cash and substi­
tute securities are not assigned to 
a separate asset, comparisons 
should not be made against other 
managers' performance figures 
for assets where cash returns have 
been included.



□  H. Convertible securities lwve 
been consistently assigned to either equi­
ties or fixed income, and have not been 
shifted without notice being given to 
clients concurrent or prior to such shift.

O  /• Managers have provided the
indexes against which their submitted 
performance records have normally been 
compared.

□  K. If managers' assets have
been leveraged, and performance re­
turns calculated on this basis, results 
071 an all-cash (unleveraged) basis lwve 
been provided.

II. Investment manager composites of 
performance results.

□  A. Manager has submitted a
composite of all accounts maiwged for 
each period submitted; the cotnposite 
includes results from any and all ac­
counts no lo)iger clients of the firm.

□  B. If a manager Iws separate
composites, all have been submitted. A  
prospect should be able to account for 
the performance of all of the manager's 
assets managed.

□  C. Composites are not "sur­
vivors only" compilatio7is; they include 
results of all accounts ever maiwged, 
including those of clients no longer 
with the firm.

□  D. All performance results con­
tained in the composite include cash 
and substitutable securities, as per I.D. 
above.

□  E. A ll individual years and
cumulative performance results for all 
periods lwve been supplied. The com­
posite covers every year o f the past 
10 years, along with longer term re­
sults if the manager Iws been in busi­
ness this long.

□  F. Compound annualized re-
- turns lwve also been provided for all pe­

riods. *

□  G. Aclearstatementfrom man­
ager indicates tlwt 710 selectivity of ac- 
cowit results for partial periods exists.

□  IT. Composite or other data lwve
not been altered fo r reasons o f personnel 
clwnges or any other reaso7is.

□  I  Composite results are:

□  1. Weighted for the dol­
lars under ma77agement (the FAF 
standard). • *

□  2. Presented on a me­
dian (unweighted) basis (rccom- 
mended only as additional infor­
mation, not as the primary disclo­
sure).



iv- '-V *

O  J. Eta fa includes:

□  2. Number o f client re-
lationships in the composite

□  27 Assets under man­
agement for each period.

□  3.- Average and median
size of accounts in the composite 
have been presented.

□  4. Assets included in the
composite presented are showni as 
a percentage of the manager's total 
accounts which share very com­
parable investment guidelines and 
risks; and as a percentage of the 
manager's total fin d s  under man­
agement. All clients and related 
performance data for this asset 
type can be accounted for.

□  K. Fee information is clear, so
that pre- and post-fee results can be de­
termined.

□  L. Composites include typical
indexes against which manager has beat 
judged.

□  M. A lpha, Beta, Standard
Deviation of Returns and other meas­
ures o f risk, quality, variability, etc. 
within the composite for each year have 
been indicated.

N. Other information pro-□
vided:

III. Verification of performance data.

□  A. Results have beat audited
by reputable auditors.

□  B. Results are not audited, but
include statements that calculations and 
presentation of individual accounts and 
composites conform to FAF perform­
ance presentation standards.

□  C. Neither of A. or B. above.
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■ iSr ' WILLIAM M.
MERCER MEJDINGER HANSEN
incorpqumio

February 21, 1989

Mr. James R. Wilson 
Statement Investment Officer 
State of Alaska 
Department of Revenue 
Treasury Division 
P.O. Box SB 
Juneau, AK 99811

Re: PERS and TRS Financial Projections 

Dear Jim:

Enclosed you will find our actuarial projections of financial results
for both PERS and TRS for the next 15 years. As always, care should
be exercised in using these long-term financial projections.

For both PERS and TRS, we provide projections based upon four
different sets of actuarial assumptions. The first table for each
retirement system is based upon the current actuarial assumption 
which assumes an investment return rate of 9% per year and salary 
increases of 6.5% for the first five years of employment and 5.5% for 
later years of employment. Then, for each retirement system, we 
provide three additional projections. The first one assumes a 1% 
higher investment return with no change in the salary increase 
assumption; the second one assumes no change in the investment 
assumption but a 1% lower rate of salary increase assumption; the 
last one, which provides the most optimistic scenario, bases its 
projections upon a 1% higher rate of investment return with the 1% 
lower salary increase assumption.

For both PERS and TRS, there were actuarial losses during FY88.
These losses led to lower funding ratios and increases in employer 
contribution rates. There were three major deviations from actuarial 
assumptions during the year. Of greatest importance was the 
substantial increase in the monthly premiums for retiree medical 
insurance. The monthly rate is currently $250 per month per benefit 
recipient. After a few years of declining retiree medical insurance 
premiums, the rates have once again shot skyward.

There were actuarial losses from less-than-anticipated investment 
return rates during the year. Even with the three-year smoothing 
approach used on valuation assets, the dramatic drop in equity values 
on October 19, 1987 still had an affect on the total investment 
performance for the year. Based upon valuation assets, both PERS and 
TRS had investment performance rates during the year which were about 
3% less than our 9% interest assumption.

-44-
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Mr. James R. Wilson 
February 21, 1989 
Page Two

Partially dampening the affects of these two actuarial losses were 
the less-than-anticipated salary increases during the year. Both 
PERS and TRS experienced actuarial gains in this area.

The projections this year, when compared with last year's 
projections, all show slightly lower funding ratios and slightly 
higher employer contributions at all durations. More than anything 
else, this reflects the impact of the higher cost of post-retirement 
medical insurance. Also, this year's projections include additional 
employer contributions for the Retirement Incentive Program.

Summary

Despite actuarial gains from less-than-anticipated salary increases 
during FY88, actuarial losses from a dramatic rise in retiree medical 
insurance premiums, as well as less-than-anticipated investment 
performance, led to a decrease in funding ratios for both PERS and 
TRS. Nevertheless, both plans are still extremely well funded and 
are projected to remain so in the ensuring years.

Sincerely,

Robert F. Richardson, ASA, EA, MAAA 
Principal

RFR:js

-45-
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Sŝ 'V

Investment Ret urn

  — — -------Flaw Amounts Dui'lnu Followlnn 12 Months—

Total r.iunluver Employee Total Benefit Net

Salaries Cuntrib* Contrlbs Contrib4 Payments Contrlbs

— —   EndI no

Investment Asset
Earninn* Valuation

As of 

June 30

Total

Assets

1908 1,331.905
1909 1 .'475.967
1990 1.631,182
1991 1.793,142

1992 1,963,087

1993 2,150,872

1994 2,355.692
1995 2,580,089
1996 2,827,177
1997 3,093,880
1990 3,383,130
1999 3,708.810

2000 4,059,735
2001 4,447,302
2002 4,875,962

1
2003 5,345,017

CO • Surpluses

1
•

#
Deficits i

— Valuation Amounts on July 1—  
Accrued Surplus* 

Liability (Deficit)

I.34b.677 
1,402,362 
1,638.457 

1,784.918 
1,932.792 

2,136.494 

2,337.571
2,357,'/li 

2,799,971 

3,061,206 
3.349,291 

3,663,024 

4,006,144 

4,384,959 
4,e03,004 
5,261,848

1 (16,7/2)
(6,393)

2,725
8,224

11.094

14.3/8

18,121
22,370

27,206
32,675
30.039
45,786

53,591

62,343
72,158
83,169

413.556
430,535
465.022
493,1)0

522,093
554,4/6

587.967
623,480

661,138
701,071
743,415

780,318

835,932

886,422
939,962
996,736

59,004

39,519
57.697
57.715

60.979

64,410

68,040
71,855
75,870

80,095

04.542
89,218

94,136

99,307
104,740
110,445

37,885 96,059 78,902 17,987 126,0/3 1,475.967
39,723 99.242 03,548 15,694 139,521 1,631,182
30,667 96.564 811.385 0,179 153,701 1,793,142
3/.723 95,438 93,429 2,009 16B,735 1,963,887
39,897 100.8/6 98.692 2, )B3 184.802 2,150,072
42.196 106,614 104,192 2,421 202,390 2,335,6V2
44,62/ 112,667 109,943 2.722 271,675 2.580.089
•17,197 119,052 114,812 4,240 242,040 2,027,1/7
49,916 125,786 125,013 773 265,931 3,093,080
52,791 132,686 129,756 3,130 291,120 3,388,130
55.830 140,3/2 139.434 1,938 318,741 3 , 7 0 B ,810
59,124 148.342 146,321 2,021 348,904 4,059,735
62.695 156,031 151,330 5,501 382,066 4,447,302
66,402 165,789 155,044 9,944 410,716 4,8/5,962
70,497 175,237 165,210 10,019 459,035 5,345,017
74,755 185,200 172,033 12,366 503,255 5,860,658

PERCENTAGE RATIO RELATIONSHIPS OF AD0VE DATA

——————— ———— A= V. of !Salaries— — As % of Assets—
As of Fundina Employer Eir.pl oyew Total Benefi t Net Investment

June 30 Ratio Contrlbs C o n t n  bs Contrlbs Payments Contrlbs Earninqs

1988 98.8 14.277. 9. 167. 23.437. 19.087. 1.28% 9.007.
1989 99.6 13.577. 9.067. 22.63% 19.05% 1.01% 9.00%
1990 100.2 12.457. 8.327. 20.777. 19.01% 0.487. 9.00%
1991 100.5 11.707. 7.65% 19.35% 18.957. 0.11% 9.00%
1992 100.6 11. 667. 7. 63% 19.29% 10.077. 0.11% 9.00%
1993 100.7 11.627. 7.61% 19.237. 10.79% 0.11% 9.007.
1994 100.8 11.377. 7.597. 19.16% 10.707. 0.117. 9.00%
1993 100.9 11.327. 7.57% 19.09% 18.41% 0.16% 9.00%
1996 101.0 11.487. 7.557. 19.037. 18.917. 0.037. 9.007.
1997 101. 1 11.427. 7.53% 10.957. 10.517. 0. 107. 9.00%
1998 101.2 11.377. 7.51 % 18.QB7. 18.627. 0.05% 9.00%
1999 101.2 11.327. 7.507. 18.82% 10.567. 0.05% 9.007.
2000 101.3 11.267. 7. 50% 18.767. 10. 107. 0. 13% 9.00%
2001 101.4 11.20% 7.50% 18.70% 17.587. 0.21% 9.00%
2002 101.5 11.147. 7.50% 10.647. 17.587. 0. 207. 9.00%
2003 101.6 11.087. 7.507. 18.58% 17.34% 0.227. 9.00%
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Table 2
. . • ’ . • • , , 

sii.li> of Ai-yi* ins 
Financial Prelections t omitted)

I
•e*
i

Investment Return 10.007. (nominal > Salar v Increases 6.04V. (6.5/5.5 assumed)

— Valuation Amounts on July 1—

X0u.1111B(11I1111 Amounts During Following 12 Months-— ------------------- - — — - Ending

As of Total Accrued Surplus* Total Employer Emu)oywe Total Benefit Net Investment Asset
Dune 30 Assets Liability (Deficit) Salaries Contrilia Con tr ibis Contrlbs Payments Contribs Earninas Valuation

198B I.331.90S 1.348,677 (16.772) 413,556 59-004 37,885 96,8119 78,902 17,987 140,749 1,490,641

1909 1,'490,641 1,482,362 8,279 438,535 57,237 39,723 96.960 83,548 13,413 157,188 1.661,242
1990 1,661,242 1,628,457 32,785 465,022 55,090 33,667 93,757 88.3B5 5,372 174,699 1,841,313

1991 1,341,313 1,784,918 56.394 493.110 53,216 37,723 90,939 93,429 (2,490) 193,213 2,032,036

1992 2,032.036 1,952,792 79,244 §22,893 54,614 *9,897 94,511 98,692 (4,181) 213,155 2,241,009

1993 2.241,009 2 , 13t>. **94 104.515 554,476 56.000 *2,196 98.195 104,192 (5,997) 235,006 2,470,018

1994 2,470.010 2,337.3/1 132,448 587,967 57 , ..b3 4*r,.627 101,989 109.945 (7,956) 25B.954 2,721.016

1995 2,721.016 2,557.711 163,306 623,480 SB,o92 47,19/ 105,890 114,812 (8,922) 283,261 2,997,355
1996 2,997,355 2,799,7/1 197,384 661,138 59,976 49.916 109,892 125,013 (15,122) 313,966 3,296,199

1997 3,296*199 3,061.206 234,994 701,071 61,199 1)2.791 113,990 129,756 (15,766) 345,313 3,625,746
1998 3,625,746 3,349.291 276.455 743.415 62.349 55,830 118.180 138,434 (20,254) 379.691 3,9B5,182
1999 3,985,102 3,663.024 322,159 7By.318 63,406 59,124 122,530 146,321 (23,791) 417,255 4,378,646
2000 4.37B.646 4,006.144 372,501 835,932 64.351 62,695 127,046 1S1,330 (24,284) 458.544 4,812,905
2001 4,812,905 4,384.959 427,946 806,422 65,161 66,482 131,643 155,844 (24,202) 504,14b 5,292.848

2002 5.292,048 4,803,804 489,044 939,962 65,804 70.497 136,302 165,218 (28,917) 554,303 5,818,235
2003 5,818,235 5,261,048 556,3B6 996,736 66,248 74.7515 141,003 172,835 (31,831) 609,323 6,395,726

• Surpluses reduce employer contributions over S vears
• Deficits increase employer contributions over 25 years

I
<r
i

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

-As 2 of Salaries— --------------------  —  — As 2 of Assets—
As of Fundlna Employer Emplovee Total Benefit Net Investment

June 30 Ratio Contribs Contribs Contribs Payments Contrlbs Earnings

1988 98.8 14.27 V. 9.162 23.432 19.082 1.282 10.007.
1989 100.6 13.052 9.062 22.112 19.052 0.852 10.002
1990 102.0 11. B5V. 8. 322 20.162 19.012 0.312 10.002
1991 • 103.2 IO.79V 7.652 IB.442 18.952 -0.132 10.002
1992 104. 1 10.44 V. 7.632 18.072 18.872 -0.202 10.002
1993 . 104.9 10. 10*/. 7.612 17.712 18.792 -0. 267. 10.002
1994 105.7 9.76 V. 7.592 17.352 18.702 -0.317. 10.002
1995 106.4 9.41V. 7.572 16.982 18.412 -0.312 10.002
1996 107.0 9.07V. 7.552 16.622 18.912 -0. 487. 10.007.
1997 107.7 a. 7 :-:v. 7.532 16.262 18.512 -0.462 10.002
1998 108.3 8.39 V. 7.512 15.902 18.622 -0.532 10.002
1999 108.8 8.042 7.502 15.542 18.562 -0.572 10.002
2000 109.3 7.702 7.502 15.202 IB.102 -0.532 10.002
2001 109.8 7.352 7.502 14.852 17.582 -0.482 10.002
2002 110.2 7.002 7.502 14.502 17.502 -0.522 10.007.
2003 110.6 6.652 7.502 14.152 17.3*12 -0.522 10.002



 p       ; —  ■ ■■' ■■■ ■■............— “

Table 3

Statu of Alaska TRS 

Financial Pro l e c t ions (*000 omitted)

' . . .

I
cn
i

Investment Return 9.003 (nominal) Sal arv Incruases 5.047. (5.5/4.5 assumed)

— Valuation Amount* on Julv 1— 1 1 1 1 1 1 1 1 1 1 1 1 1 1 M* 0 X A mounts Durina Following 12 Months— ------------- Enrlinq

As of Total Accrued Surplus* Total Emplover Employee Total Benef i t Net Investment Asset

June 30 Assets Liability (Deficit) Salaries Contribs Contribs Contribs Pavments Contribs Eorni nns Valuat ion

1903 1,331,905 1,348,677 (16.772J 409,656 50.541 37,584 96,126 73.590 1/,536 126.055 1.475.495

1989 I’, 475, 495 1,476,121 (626) 430,303 57.181 39,090 96,272 82,889 13,383 139,373 1,628.251

1990 1,628,251 1,614,564 13,687 451,990 55.323 37,668 92,995 H7.T.43 5,653 153,391 1.787,295

1991 1,787,295 1,761,762 25,532 474.770 53,923 36,320 90,243 91,961 (1,718) 168,018 1,953,594

1992 1,953,594 1,918,539 35,056 498,699 55.872 38,051 93,922 96.757 (2,834) 183.608 2,134,368

1993 2.134,368 2,0B9,059 48,309 523,833 57,895 39,064 97,759 101,741 (3,982) 200,55B 2,330,944

1994 2.330,944 2,274,591 56,353 550.234 59,995 41,763 101,757 106,927 (5,169) 218,993 2,544,76/

1995 2.544,767 2,47o,514 68,252 577,966 62,172 43,752 105,924 111,171 (5,247) 239,099 2,778,6)9

1996 2,778,619 2,697,541 81,078 607,096 64,429 45,836 110.265 120,690 (10,425) 260.860 3,029,054

1997 3,029,054 2,934,142 94,912 637,693 66,766 48,018 114,784 124,686 (9,901) 284,437 3,303,589

1990 3,303,5B9 3,193,767 109,822 669,833 69,105 50.304 119.490 132,547 (13,057) 310.115 3,600,647

1999 3,600,647 3,474.741 125,906 703,592 71,687 52,769 124,456 139,543 (15,087) 337,962 3,923,522

2000 3,923,522 3,780,270 143,252 739,053 74.272 55,429 129,701 143,530 .(13,879) 368,303 4,278,026

2001 4,278,026 4,116,064 161,962 776,302 76,943 58,223 135,165 147,035 (11,869) 401,814 4,667,971

2002 4,667,971 4,485,809 182,162 B15,427 79,696 61,157 140,853 155.255 (14,402) 430,375 5,091,944

2003 5,091,944 4 ,BB7,949 203,995 856,525 82,531 64,239 146,771 161,618 (14,847) 478,229 5,555,326

# Surpluses reduce employer contributions over 5 vears
* Deficits increase employer contributions over 25 year's

I
CO
<r
i

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

   — As 7. of Salaries— ----— — — As 7. of Asset*--
As of Funding Emplover Employee Total Benef i t Net Investment

June 30 Ratio Contribs Contribs Contribv Payments Contribs Earnings

1988 98.8 14.297. 9.17% 23. 467. 19.18% 1.257. 9.007.

1989 100.0 13.297. 9.087. 22.377. 19.26% 0.867. 9.007.
1990 100.8 12.247. 8.337. 20.577. 19.32% 0.33% 9.007.
1991 101.4 11.367. 7.657. 19.017. 19.377. -0.097. 9.00%
1992 101.8 11.207. ‘ 7.637. 18.837. 19. 407. -0. 147. 9.007.

1993 102.2 11.057. 7.617. 18.667. 19.42% -0.18% 9.007.

1994 102.5 10.907. 7.597. 18.497. 19.437. -0.217. 9.00%
1995 102.8 10.767. 7.577. 18.337. 19.237. -0.20% 9.007.
1996 103.0 10.617. 7.557. 18. 167. 19.887. -0.367. 9.007.
1997 103.2 10.477. 7.537. 18.007. 19.55% -0.317. 9.007.
1998 103.4 10.337. 7.517. 17.847. 19.79% -0.387. 9.007.
1999 103.6 10.197. 7.507. 17.697. 19.037. -0.40% 9.007.
2000 103.8 10.057. 7.507. 17.557. 19.437. -0.347. 9.00%
2001 103.9 9.917. 7.507. 17.41% 18.947. -0.27% 9.00%
2002 104.1 9.777. 7.507. 17.277. 19.04% -0.30% 9.007.
2003 104.2 9.647. 7.507. 17.147. IB. 877. -0.28% 9.007.



Investment Return 10.00*/. (nominal) S/4.5 assumed)

— Valuati on Amounts on Julv 1— —--------— --------Flow Amounts During Following 12 tlontbs-— — ———— —— Endinq

As of Total Accrued Surpius* Total rmoloyi-i Employee Total Denef i t Net Investment. Asset

June 30 Assets Liability (Deficit) Salaries Contribs, Contribs Contribs Pavments Contribs Earnings Valuation

19BB U 331,90S 1,340.677 (16.772) 409.656 58,541 37,584 96,126 78.590 17,536 140,727 1 ,4:90,167

1989 1.490.167 1,476,121 14,046 430,303 55,722 39,090 94,812 82,889 11,923 157,064 1,659,155

1990 1,659,155 1,614,564 44,590 451.990 52,441 37,668 90.109 87,343 2,766 174,350 1,836,270

1991 1,836,270 1,761.762 74,508 474,770 49,349 36,320 85,669 91,961 (6,293) 192,494 2,022,472

1992 2,022,472 1,918.539 103,933 ■498,699 49,439 7.8,051 87,489 96,757 (9,267) 211,896 2,225,101

1993 2,225,101 2,089,059 136,042 523.833 49,421 39.864 89.284 101.741 (12,456) 233,013 2,445.657

1994 2,445,657 2,274,391 171,066 550,234 49,201 41,763 91,044 106,927 (15,803) 256,000 2.685.7V3

1995 2.685,773 2,476,514 209,259 577.9o6 49,003 43,752 92,755 111,171 (18,417) 281,085 2,940,442

1996 2,948,442 2,697,541 250,901 607,096 48,568 45,836 94,404 120,690 (26,286) 308,272 3,230,428

1997 3,230,428 2,934,142 296,286 637,693- 47,958 48,018 95,976 124,686 (28,709) 337,760 3,539.479

199B 3,539,479 3,193,767 345,711 669,833 47,154 50.304 97,458 132,547 (35,089) 369,891 3,874.781
1999 3,874,281 3,474,741 399,540 703,592 46,1vU 52,769 98,900 139,543 (40,643) 404,767 4,238,405

2000 4.238,405 3.780,270 458.135 739,053 44,86*. 55,429 100.292 143,580 (43,288) 442,868 4,677,985

2001 4,637,985 4,116,064 521,921 776,302 43,324 58,223 101,546 147,035 (45,408) 484,714 5,077,211
2002 5,077.211 4,485,809 591,402 815,427 41,475 61 ,157 102,632 155,255 (52,624) 530,476 5,555,063
2003 5,555,063 4,887,949 667,114 856.525 39.277 64,239 103,517 161,618 (58,101) 580,377 6,077,339

* Surpluses reduce employer contributions over 5 years
* Deficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of Funding Employer

— As 7. of ! 

Emplovee
Salaries—

Total Benefit

— As 7 of Assets—  

Net Investment
June 30 Ratio Contribs Contribs Contribs Payments Contribs Earnings

1988 98.8 14.297. 9. 177. 23.467 19.187. 1.257 10.007.
1987 101.0 12.957. 9.087. 22.037. 19.267. 0.767. 10.007.
1990 102.8 11.607. 8.337. 19.947. 19.327. 0.167 10.007.
1991 104.2 10.397. • 7.657. 18.047 19.377. -0.337. 10.007.
1992 105.4 9.917. 7.637. 17.547. 19.407. -0.447 10.007.
1993 106.5 9.437. 7.617. 17.047. 19.427. -0.537. 10.007.
1994 107.5 8.967. 7. S97. 16.557. 19.437. -0.627 10.007.
1995 108.4 8.487. 7.577 16.057. 19.237. -0.667 10.007
1996 109.3 8.007. 7.357. 15.557. 19.087. -0. 857. 10.007.
1997 110. 1 7.527. 7.537. 15.057 19.537. -O. 857. 10.007.
1998 110.8 7.047 7.517 14.557. 19.797 -0.957 10.007.
1999 111.5 6.567. 7.507. 14.067. 19.837. -1.007. 10.007
2000 112.1 6.077. 7.507. 13.577. 19.437. -0.987. 10.007.
2001 112.7 5.587. 7.507. 13.087. 18.947. -0. 947. 10.007
2002 113.2 5.097. 7.507. 12.597 19.047. -0.997 10.007
2003 113.6 4.597. 7.507 12.097. 18.877. - 1. 007. 10.007



I ^  J ............... Table 5 S  f i ----- !" u . ^ M r

State of Alaska PERS 

Financial Projections ('000 omitted)

Investment Return 9.00% (nominal)

— Valuation Amounts on July 1—

Salary Increases 6.04*/. (6.5/5.3 assumed)

- —  ----- — — -— Flow Amounts During Following 12 Months-— — -  Ending

As of Accrued Surplus* Total Employer Employee Total Benefit Net Investment Asset

June 30 Assets Liability (Deficit) Salaries Contribs Contrlbs Contribs Payments Contrlbs Earnings Valuation

1983 2,088,428 2,246,3B3 (158,155) 945,136 12B,539 64,553 193,092 97,839 93,233 200,702 2 , 3 B 4 ,564

1989 2 , 3 B 4 ,364 2,511,963 (127,597) 1,002,222 126,601 68,452 195,053 106,870 88,183 228,218 2,700,764

1990 2,700,764 2,801,804 (101,039) 1,062,756 123,924 72,586 196,510 116,504 80,006 257,607 3,038,378

1991 3,038,378 3,118,259 (79,881) 1,126,946 122,85B 76,970 199,829 125,BB3 73,946 2B9,0B7 3,401,411

1992 3,401,411 3,464,631 (63,221) 1,195,014 125,211 81,619 206,831 135,955 70,873 323,092 3,795,37B

1993 3,795,378 3,843,567 (48,189) 1,267,193 128,328 86,549 214,877 14B.046 66,832 359,963 4,222,172

1994 4,222,172 4,256,607 (34,435) 1,343,731 132,148 91,777 223,925 160,B09 63,116 399,936 4,685,224

1995 4,685,224 4,706,881 (21,658) 1,424,893 136,626 97,320 233,946 175,544 58,402 443,273 5, 1 06,899

1996 5,186,899 5,196,490 (9,591) 1,510,956 141,724 103,198 244,922 191,787 53,135 490,219 5,730,253

1997 5,730,253 5,728,256 1,997 1,602,218 147,698 109,431 257,130 209,342 47,788 541,081 6,319,122

1998 6,319,122 6,305,512 13,610 1,698,992 155,546 116,041 271,587 228,844 42,743 596,237 6,958,102

1999 6,958,102 6,931,281 26,820 1,801,611 163,784 123,050 286,834 247,363 39,471 656,186 7,653,738

2000 7,653,758 7,611,981 41,776 1,910,428 172,431 130,482 302,913 269,379 33,534 721,345 8,408,636

2001 8,408,636 8,349,906 58,650 2,025,810 181,505 138,363 319,869 293,243 26,625 792,030 9,227,292

2002 9,227,292 9,149,673 77,619 2,148,178 191,027 146,721 337,748 31B,446 19,302 B6B,693 10,115,290

2003 10,115,290 10,016,415 9B,B74 2,277,928 201,018 155,582 356,601 344,013 12,587 951,909 11,079,787

* Surpluses reduce employer contributions over 5 years

# Deficits increase employer contributions over 25 years

As of 

June 30

Funding

Ratio

1988 93.0

1989 94.9

1990 96.4

1991 97.4

1992 98.2

1993 98.7

1994 99.2

1995 99.5
1996 99.8

1997 100.0
1998 100.2
1999 100.4

2000 100.5

2001 100.7
2002 100.8

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

  — As '/. of Salaries-----------------   As 7. of Assets—

Employer Employue Total Benefit Net Investment

Contribs Contribs Contribs Payments Contribs Earnings

13.607. 6.837. 20.437. 10.357. 4.277. 9.007.

12.637. 6.837. 19.467. 10.667. 3.487. 9.007.

11.667. 6.837. 18.497. 10.967. 2.807. 9.007.

10.907. 6.837. 17.737. 11.177. 2.307. 9.007.

10.487. 6.837. 17.317. 11.307. 1.97% 9.007.

10. 137. 6.837. 16.967. 11.687. 1. 677. 9.007.

9.837. 6.837. 16.667. 11.977. 1. 427. 9.007.

9.597. 6.837. 16.427. i2.327. 1.197. 9 .00%

9.387. 6. 837. 16.217. 12.697. 0.987. 9.00%

9.227. 6. 837. 16.057. 13 077. 0. 797. 9.007.

9. 167. 6.837. 15.997. 13. *7% 0.657. 9.007.

9.097. 6.837. 15.927. 13. ,37. 0.547. 9.007.

9.037. 6.837. 15.867. 14.107. 0.427. 9.007.

8.967. 6.837. 15.797. 14.487. 0. 307. 9.007.

8.097. 6.837. 15.727. 14.827. 0.207. 9.007.

Io  
m  |
i



Table 6 

State of Alaska PERS 

Financial Projection* (’000 omitted)

Investment Return 10.007. (riomi n a l ) Salary Increase* 6.047. (6.575.5 assumed)

--Valuation Amount* on July 1— — - -------— -— --Flow Amounts; During Following 12 Month*— — ----— Ending

As of Accrued Surplus* Total Employer Employee Total Benefit Net (Investment Asset

June 30 Assets Liability (Deficit) Salaries Contribs Contribs Contrlbs Payments Contrlbs , Earnings Valuation

19BB 2,0BB,428 2,246,5B3 (158,155) 945,13o 128,539 64,553 193,092 97,859 95,233 224,047 2,407,708

19B9 2,407,708 2,511,963 (104,255) 1,002,222 121,095 68,452 189,547 106,870 82,677 256,943 2,747,328

1990 2,747,328 2 , B 0 1 ,004 (54,473) 1,062,756 112,941 72,586 185,527 116,504 69,024 291,921 3,108,273

1991 3,108,273 3,118,239 (9,987) 1,126,946 106,373 76,970 183,343 125.BB3 57,460 329,242 3,494,974

1992 3,494,974 3,464,631 30,343 1,195,014 107,466 81,619 189,085 135,955 53,130 369,629 3,917,733

1993 3,917,733 3,1343,567 74,166 1,267,193 110,035 86,549 196,584 14B,046 4B,539 413,789 4,380,060
1994 4,380,060 4,256,607 123,453 1,343,731 112,496 91,777 204,273 160,809 43,464 462,080 4,885,604

1995 4,885,604 4,706,881 178,722 1,424,893 114 826 97,320 212,146 175,544 36,602 514,818 5,437,024

1996 5,437,024 5,196,490 240,533 1,510,956 116,996 103,19B 220,195 191,787 28,408 572,308 6,037,739

1997 6,037,739 5,728,256 309,483 1,602,218 11B,9B0 109,431 228,411 209,342 19,070 634,916 6,691,725

199B 6,691,725 6,305,512 386,213 1,698,992 120,746 116,041 236,787 228,844 7,943 703,0:8 7,402,696

1999 7,402,696 6,931,281 471,415 1,801,611 122,260 123,050 245,310 247,363 (2,053) 7 7 7 ,iao 8,177,824

2000 8,177,824 7,611,981 565,842 1,910,428 123,485 130,482 253,967 269,379 (15,412) 857,‘.01 9,07.0,312

2001 9,020,312 B ,349,9B6 670,326 2,025,818 124,377 13B,363 262,740 293,243 (30,503) 945,608 9,935,417
2002 9,935,417 9,149,673 785,743 2,148,178 124,891 146,721 271,611 318,446 (46,834)1,040,B77 10,929,459

2003 10,929,439 10,016,413 913,044 2,277,928 124,977 155,582 280,560 344,013 (63,454)1,144,421 12,010,426

* Surpluses reduce employer contributions over 5 years

* Deficits increase employer contributions over 25 years

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of 

June 30

Funding

Ratio

1988 93.0
1989 95.8
1990 98. 1
1991 99.7
1992 100.9
1993 101.9
1994 102.9
1995 103.8
1996 104.6
1997 105.4
1998 106. 1
1999 106.8
2000 107.4
2001 108.0
2002 108.6

---------------As 7. of Sal aries— — — — — As y. Of Assets—
Employer Employee Total Benef i t Net Investment

Contribs Contribs Contribs Payments Contribs Earnings

13.607. 6.B3X 20.437. 10.357. 4.257. 10.007.
12.087. 6.837. 18.917. 10.667. 3.22r. 10.007.
10.637. 6.837. 17.467. 10.967. 2.367. lo.ooy.
9.447. 6.037. 16.277. 11.177. 1.75y. 10.007.
8.997. 6.837. 15.827. 11.387. 1.447. 10.007.
8.687. 6.E37. 15.517. 11.637. 1.177. 10.007.
8.377. 6.837. 15.207. 11.977. 0.947. 10.007.
B.067. 6.837. 14.897. 12.327. 0.717. 10.007.

7.747. 6.837. 14.577. 12.697. 0.507. 10.06%
7.437. 6.837. 14.267. 13.07 V: 0.307. 10.007.
7 . 117. 6.837. 13.947. 13.477. 0.117. 10.007.
6.79 V: 6.837. 13.627. 13.737. -0 .037. 10.007.

6.467. 6.837. 13.297. 14.107. -0.187. 10.007.

6 . 147. 6.037. 12.977. 14.487. -0.327. 10.007.
5.817. 6.1337. 12.647. 14.B27. -0 .  457. 10.007.



State of Alaska PERS 

Financial Projections ('000 omitted)

Table 7

I n v e s t m e n t  R e t u r n 9 . 0 0 %  ( n o m i n a l ) S a l a r y  I n c r e a s e s  5 . 0 4 %  ( 5 . 5 / 4 . 3  a s s u m e d )

t
vo

■

— Valuatiian Amounts i 

• Accrued

on July 1— ---—----— ----------FI,3M Amounts During 1rollowing 12 Months-— --------- Ending
As of Surplus* Total Employer Employee Total Benefit Net Investment Asset

June 30 Assets Liability (Deficit) Salaries Contribs Contrlbs Contrlbs Payments Contrlbs Earnings Valuation

198B 2,08B,42B 2,246,583 (150,155) 936,223 127,717 63,944 191,661 97,502 94,159 200,654 2,383,240
1989 2,383,240 2 , 4 9 7 ,66B (114,42B) 903,408 121,758 67,167 10B,925 106,061 82,864 227,873 2,693,977
1990 2,693,977 2,770,007 (76,030) ,032,972 115,276 70,552 185,828 115,134 70,694 256,550 3,021,221
1991 3,021,221 3,065,357 (44,136) 1 ,085,034 110,559 7 4 , 10B 184,666 123,829 60,837 2B6,BB4 3,368,942
1992 3,368,942 3,386,586 (17,645) 1 ,139,719 109,358 77,843 187,201 133,080 54,121 319,284 3,742,347

1993 3,742,347 3, ',35,B67 6,480 1 ,197,161 109,B93 81,766 191,659 144,194 47,465 354,104 4,143,915
1994 4,143,915 4,114,220 29,696 1 ,257,498 113,294 85,887 199,1B1 155,808 43,373 391,687 4,578,975
1995 4,578,975 4,524,205 54,770 1 ,320,876 116,802 90,216 207,017 169,179 37,818 432,354 5,049,148
1996 5,049,148 4,967,303 81,845 1 ,307,448 120,417 94,763 215,180 183,882 31,298 476,281 5,556,726
1997 5,556,726 5,445,658 1 1 1 ,069 1 ,457,376 124,142 99,539 223,681 199,637 24,044 523,692 6,104,462
1990 6,104,462 5,961,862 142,600 1 ,530,-827 127,977 104,556 232,532 217,073 15,460 574,820 6,694,743
1999 6,694,743 6,518,135 176,608 1 ,607,981 131,922 109,825 241,747 233,228 8,519 630,024 7,333,285
2000 7,333,285 7,, 120,015 213,270 1 ,689,023 135,978 115,360 251,338 252,553 (1,214) 689,641 8,021,712
2001 8,021,712 7,760,923 252,789 1 ,774,150 140,144 121,174 261,319 273,361 (12,043) 753,900 8,763,570
2002 8,763,570 8,468,197 295,372 1 ,863,567 144,420 127,282 271,702 295,108 (23,406) 823,160 9,563,325
2003 9,563,325 9,222,083 341,242 1 ,957,491 148,806 133,697 282,502 316,776 (34,274) 897,B8B 10,426,939

* Surpluses reduce employer contributions over 5 years

* Deficits increase employer contributions over 25 years ICM
m
i

PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

— --------— As 7. of Salaries- ---------- ----As 7. of Assets—
As of Funding Employer Employee Total Benefi t Net Investment

June 30 Ratio Contribs Contrlbs Contribs Payments Contrlbs Earnings

198B 93.0 13.647. 6.837. 20. 477. 10.417. 4.22X 9.007.
1989 95.4 12.387. 6.837. 19.217. 10.797. 3.27X 9.007.
1990 97.3 11. 167. 6.837. 17.997. 11.157. ‘.2.487. 9.007.
1991 98.6 10. 197. 6.837. 17.027. 11.417. ’• M . 9 1 X 9.007.
1992 99.5 9.607. 6.837. 16.437. 11.687. 1.537. 9.007.
1993 100.2 9. 187. 6.837. 16.017. 12.047. 1.217. 9. 007.
1994 100.7 9.017. 6.837. 15.847. 12.397. 1.007. 9.007.
1995 101.2 8.847. 6.B37. 15.677. 12.817. 0.797. 9.007.
1996 101.6 8.687. 6.837. 15.517. 13.257. 0.597. 9.007.
1997 102.0 8.577. 6.837. 15.357. 13.707. 0.417. 9.007.
1998 102.4 8.367. 6.837. 15. 197. 14. 187. 0.247. 9.007.
1999 102.7 8.207. 6.837. 15.037. 14.507. 0.127. 9.007.
2000 103.0 8.057. 6.837. 14.8B7. 14.957. -0.027. 9.007.
2001 103.3 7.907. 6.037. 14.737. 15.417. -0. 147. 9.007.
2002 103.5 7.757. 6.837. 14.587. 15.847. -0. 267. 9.007.



Table 8 
State of Alaska PERS 

Financial Projections ('000 omitted)

0
1

Investment Returni 10.007. (nominal) Salary Increases■'I - . • 3.047. <3.5/4.5 assumed)

— Valuation Amounts on July 1— -------- -------------Flow Amounts Durinq Following 12  Months-— — ------- Ending

As of Accrued Surplus* Total Employer Employee Total Benefi t Net Investment Asset

June 30 Assets Li ability (Deficit) Salaries Contrlbs Contrlbs Contribs Payments Contrlbs Earnings Valuation

1988 2,088.420 2,246,583 <158,155) 936,223 127,717 63,944 191,661 97,502 94,159 223,993 2,406,379

1989 2,406,579 2,497,668 <91,0B9) 983,408 116,253 67,167 183,420 106,061 77,359 236,539 2,740,497

1990 2,740,497 2,770,007 <29,509) 1,032,972 104,304 70,552 174,856 115,134 59,722 290,738 3,090,957

1991 3,090,957 3,065,357 25,601 1,085,034 97,758 74,108 171,865 123,829 48,036 326,932 3,465,946

1992 3,465,946 3,306,586 79,360 1,139,719 97,784 77,843 175,627 133,080 42,547 366,052 3,874,544

1993 3,874,544 3,735,867 138,678 1,197,161 97,546 81,766 179,312 144,194 3 5 , U B 408,583 4,318,246

1994 4,318,246 4,114,220 204,026 1,257,498 97,012 85,887 182,899 153,808 27,091 454,770 4,800,107

1995 4,800,107 4,524,205 275,902 1,320,876 96,149 90,216 186,364 169,199 17,163 504,869 3,322,142

1996 5,322,142 4,967,303 354,838 1,387,448 94,921 94,763 139,683 1B3,BB2 5,801 539,115 5,887,058

1997 5,887,058 5,445,658 441,400 1,457,376 93,290 99,539 192,829 199,637 (6,808) 617,801 6,498,050

1998 6,498,050 5,961,862 536,188 1,530,827 91,217 104,556 195,773 217,073 <21,300) 681,230 7 , 1 5 7 ,9B1

1999 7,157,981 6,518,135 639,846 1,607,981 88,657 109,825 198,482 233,228 <34,746) 749,851 7,873,083

2000 7,873,085 7,120,015 753,070 1,689,023 85,562 115,360 200,923 232,553 <51,630) 824, <9? 8,645,548

2001 8,645,548 7,768,923 876,625 1,774,150 81,880 121,174 203,035 273,361 <70,307) 9 0 4 ,2o7 9,479,508

2002 9,479,508 8,468,197 1,011,311 1,863,567 77,554 127,282 204,836 293,108 (90,272) 990,835 10,380,071

2003 10,3B0,07I 9 , 2 2 2 ,0B3 1,157,988 1,957,491 72,524 133,697 206,221 316,776 <110,536) 1,084,380 11,353,895

* Surpluses rediice employer contributions over 5 years

* Deficits increase employer contributions over 25 years
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PERCENTAGE RATIO RELATIONSHIPS OF ABOVE DATA

As of* 

June 3[0 
— — —

1988 *’
1989

1990

1991
1992

1993

1994

1995 
1976

1997

1998

1999 

2 p 0 0

1 •?<$»! 
2002

Fundi nq

Ratio i
I . . ' V -  \  * V,

?5-0 
• 9'6*. 4

9B.9 

100.8 
102.3

103.7

105.0

106.1 
107. 1 

1 0 B . 1 
109.0

109.8

i„bli.3
111.9

---------------As 7. of

E m p 1 oyer E m p 1oyee

...Contr i bsjtyjcd^i bs 
---------

Salarles— • --------  ----As 7. of Assets—

Total Benefit Nqt Investment^"”'-'i

Contribs Payments/T.Contrlbs Earnings

13.64'/. 

11.827. . 

lO. 107. 

9.017. 

8.587. 

0. 157. 

7.717. 

7.287. 

6.047. 

6.407. 

5.967. 

5.517.

•i a \/?‘m V77v 
4.627. 
4. 167.

6.837.
6.037.' 

'■ 6.837.

6.837.
6.037. 

6.83%

6.837.

6.037. 
6.83%

6 .037 .
6.837.

6.037. 

,-6.837,

6.837.

6.037.

r!'

> E 
Ot. 
. . 1

20. 
18. 

16. 

15. 

15. 
14. 

14. 

." 14. 

13. 

13.

-J|2-

11.
10.

477.

657.

937.

847.

417.
987.

547.

117.
677.

237.

797.

347.

907.,,

457.

997.

10: ‘417. 4.20%' . 10.007.

10.797. 3.057. ' 16 :00%
11,137. 2.03% 10.007.

11.417. 1. 477. 10.007.

11.687. 1.167. 10.007.

12.047. 0.867. 10.007.

12.397. 0.607. 10.007.

12.817. 0. 347. 10.007.

13.237. 0. 107. 10.007.

13.707. -0.117. 10.007.

14. 187. -0.317. 10.007.

14.507. -0.467. 10.007.

4-4.957,.., . ,t0 . 63*4 „ .,,,40.007.

15.417. -0.787. 10.007.

15.847. -0.917. 10.007.



1979

1__
— A
* o
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UNDER $10 MILLION 
$10 TO 550 MLUON 
OVER 550 MILLION

1980 1981 1982 1983 1984 1985 1986 1987
BARS REPRESENT THE RANGE OF RETURNS BETWEEN THE FIRST AND THIRD QUART1LE

ANNUAL MEDIAN RETURNS

1988

3 0 24.4 149
1.7 25.0 151
2.8 25.2 149

6 6 25.1 150 3.2 10.5
7.3 256 15.2 46 12.0
8.3 25.8 16.1 3.7 11.7

ANNUALIZED LINKED MEDIAN RETURNS

UNDER 5 10 MILLION 

$10 TO $50 MULJON 
OVER S50 MILLION

1 979-88 I9 S 0 -B S  1381-88 1982-88 1983-88 1984-88 1985-88 1986-88 1987-88 1988

6 8 10.5
82 120
7.6 11.7

129 13 I 12 5 140 12.3 11.8 13.2 9.4
136 137 13 0 147 13.1 127 14.1 10.5
>3.7 f V; 133 14.8 13 2 129 140 10.4
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The f o r e ig n  i n v e s t i n g  through managers i s  ana logous  to  buying s to c k  in  a 
s i n g l e  f o r e ig n  company or  a mutual fund. The book v a lu e  i s  the U .S . d o l l a r s  
used to  a c q u ir e  th e  s t o c k .  I f  th e  company or mutual fund buys or  s e l l s  some

DEPARTMENT OF REVENUE

TO:

FROM:

The Honorable Hugh Malone 
Commissioner o f  Revenue

M ilton  B. Barker M B 
Deputy Commissioner

DATE: November 1 , 1988

SUBJECT: Foreign  Equity
Investm ent  
Accounting

E n d -o f -p e r io d  v a lu a t io n  r e p o r ts  in  investm en t a c c o u n t in g  are  computed based on 
r e p o r te d  market v a lu e s  f o r  m arketable  s e c u r i t i e s .  I f  th e  in vestm en ts  and the  
d o m ic i le  o f  th e  i n v e s t o r  are  in  the  same country  (an d , t h e r e f o r e ,  denominated  
i n  th e  same c u r r e n c y ) , then  th e  books o f  account a r e  probably  kept in  the  
c o u n t r y ' s  c u r r e n c y .  However, i f  th e  in v estm en ts  are  lo c a t e d  in  another  
country  and are  denominated and traded in  a f o r e ig n  cu rren cy , then the  market 
v a l u a t i o n  a t  th e  end o f  a p e r io d  i s  denominated in  th e  f o r e ig n  currency . In 
order  t o  p r o v id e  a v a lu a t io n  rep ort  in  terms o f  th e  i n v e s t o r ' s  dom estic  
curren cy  and books o f  a c c o u n t ,  the fo r e ig n  denominated v a lu e  i s  converted  to  
d om est ic  v a lu e  by a p p ly in g  th e  momentary f o r e ig n  exchange r a te  p r e v a i l in g  a t  
th e  end o f  th e  p e r io d  between th e  dom estic  curren cy  and th e  f o r e ig n  curren cy .  
T h is  i s  an e n t i r e l y  ap p ro p r ia te  methodology f o r  v a lu a t io n  r e p o r t s ,  but i t  i s  
n o t  a p p r o p r ia te  f o r  r e p o r t in g  f o r e ig n  investm en t a c t i v i t y  or  f o r  record ing  
f o r e ig n  in v e s tm en t  t r a n s a c t io n s  on th e  i n v e s t o r ' s  d o m est ic  books o f  account.

I f  in v e s tm e n ts  are  made in  d i f f e r e n t  c o u n tr ie s  h av in g  d i f f e r e n t  c u r r e n c ie s ,  
then  p u r c h a s e s ,  s a l e s ,  g a i n s ,  l o s s e s ,  and income t r a n s a c t io n s  should not be 
c o n v e r te d  i n t o  U .S . d o l l a r  books of accou n t .  The v a lu e  i s  not f ix e d  in  terms  
o f  U .S . d o l l a r s  and w i l l  n o t  become f ix e d  u n t i l  th e  f o r e ig n  currency i s  s o ld  
and th e  p r o c e ed s  a r e  used  to  buy U .S . d o l la r s  which are  r e p a t r ia t e d .  When the  
U .S . d o l l a r s  are  r e p a t r i a t e d ,  th a t  i s  when e v e n ts  shou ld  be r ecogn ized  on th e  
U .S . d o l l a r  books o f  accou n t .

Over th e  l a s t  f i v e  years  th e  r e t ir e m e n t  funds have been i n v e s t i n g  in  f o r e ig n  
m arkets through our two c o n t r a c t  managers, C it ib a n k  and Morgan Guaranty, both  
o f  London, England. The funds' dom estic  book v a lu e s  sh ou ld  r e f l e c t  th e  amount 
o f  U .S . d o l l a r s  we advanced to  the  managers f o r  in v e stm en t  purposes and not  
f o r e i g n  t r a n s a c t io n s  which are a r b i t r a r i l y  va lu ed  a t  a presumably a p p rop r ia te  
exchange r a te  somewhere near  t h a t  p o in t  in  t im e .  By a ttem p tin g  to  co n vert  a l l  
f o r e ig n  in v e stm en t  a c t i v i t y  in to  record ab le  U .S . d o l l a r  e q u i v a le n t s ,  we are  
e s s e n t i a l l y  marking up th e  funds' book v a lu e s  to  market v a lu e s  ( a l b e i t  on a 
la g g in g  b a s i s ) .  Such a c t i o n s  d e s tr o y  the  h i s t o r i c a l  n a tu re  o f  book v a lu e  in  
k eep in g  tr a c k  o f  th e  n e t  U .S . d o l la r  amount which was in v e s t e d  in  the  
s e c u r i t i e s ,  c r e a t e s  a book v a lu e  which i s  i n c o n s i s t e n t  w ith  the o th e r  book 
v a lu e s  on th e  d o m est ic  books o f  accou n t,  and m is le a d s  u s e r s  o f  th e  d a ta .



The Honorable Hugh Malone
Page 2
November 1, 1988

o f  i t s  a s s e t s ,  i t  does  n o t  a f f e c t  book v a lu e .  I f  th e  company o r  mutual fund  
r e t a i n s  income f o r  in v e stm en t  in  th e  b u s in e s s  o r  fund or  u s e s  i t  to  buy o th e r  
a s s e t s ,  i t  does  n o t  change book v a lu e .  The o n ly  t h in g s  which c o u ld  change  
book v a lu e  would be i n v e s t i n g  more U .S . d o l la r s  to  buy more o f  th e  s t o c k  o r
s e l l i n g  some o f  th e  s t o c k  f o r  f o r e ig n  currency and then  exchanging  th e  fo r e ig n
currency f o r  U .S .  d o l l a r s .  The f a c t  th a t  th e  book v a lu e  o f  the  company’ s 
a s s e t s  are  in c r e a s i n g  or d e c r e a s in g  does n o t  change th e  book v a lu e  o f  th e
r e t ir e m e n t  f u n d s ’ in v e s tm e n t .  I t  d o e s ,  however, change th e  market v a l u e s .

Even d iv id en d  o r  i n t e r e s t  income earned in  f o r e ig n  c u r r e n c ie s  sh ou ld  n o t  be  
a s c r ib e d  a s  U .S . d o l l a r  incom e. As lon g  a s  the income remains in  f o r e ig n  
currency  in v e s t m e n ts ,  i t s  amount in  U .S . d o l l a r  terms i s  n o t  f i x e d  and v a r i e s  
w ith  each t r a n s i t o r y  change in  th e  exchange r a t e s .  I f  th e  income i s  r e m it te d  
in  U .S . d o l l a r s ,  then  i t s  amount i s  f i x e d  and then we can r e c o g n iz e  i t  as  U .S .  
d o l l a r  income on a c c o u n t in g  r e p o r t s .

A ttached i s  Chapter 16 o f  th e  M i l le r  Comprehensive GAAP Guide 1988 which  
d i s c u s s e s  FASB-52, t h e  s ta te m e n t  o f  th e  F in a n c ia l  A ccounting  Standards Board 
t h a t  e s t a b l i s h e s  g e n e r a l l y  a ccep ted  accou n t in g  p r i n c i p l e s  f o r  f o r e ig n  
o p e r a t io n s  and exchange . FASB-52 r e q u ir e s  r e c o g n i t io n  in  U .S . d o l l a r s  o f  th e  
book v a lu e  o f  th e  incom e, g a i n s ,  and l o s s e s  r e a l i z e d  in  f o r e ig n  c u r r e n c ie s  but  
n o t  co n v er ted  i n t o  U .S . d o l l a r s .

There are  s e v e r a l  a s p e c t s  o f  FASB-52 th a t  s u g g e s t  t h i s  i s  a l e s s  than  
s a t i s f a c t o r y  tre a tm e n t  o f  th e  a cco u n t in g  problem.

1 . For one t h in g ,  FASB-52 was h ig h ly  c o n t r o v e r s ia l  and was adopted by o n ly  a 
4 -3  v o t e .

2 .  S i g n i f i c a n t l y ,  any f o r e ig n  currency  exchange g a in  o r  l o s s  t h a t  r e s u l t s  
from t r a n s l a t i n g  (b u t  n o t  c o n v e r t in g )  income, g a i n s ,  and l o s s e s  r e a l i z e d  
in  f o r e ig n  c u r r e n c ie s  i n t o  U .S . d o l la r s  i s  n o t  record ed  as income on th e  
U .S . d o l l a r  books o f  a c c o u n t ,  but i s  in s t e a d  to  be p o s te d  d i r e c t l y  to  a  
s e p a r a te  component o f  sh a r e h o ld er  e q u i ty  and r e a l i z e d  a s  income o n ly  on 
p a r t i a l  or  com p lete  l i q u i d a t i o n  o f  the  f o r e ig n  in v e s tm e n t .  T h is  seems  
r a th e r  a r b i t r a r y  s in c e  n o t  o n ly  th e  g a in  or l o s s  component bu t  a l s o  th e  
o r i g i n a l  book v a lu e  o f  th e  investm en t i s  j u s t  as  much a t  r i s k  to  
f l u c t u a t i o n s  in  f o r e i g n  exchange r a t e s .

3 .  Along t h e s e  l i n e s ,  i t  i s  i n t e r e s t i n g  to  n o te  t h a t  on page 22 M i l l e r  
s u g g e s t s  t h a t  i f  i t  i s  n o t  p o s s i b l e  to  compute m ean in g fu l  exchange r a t e s  
( i n  h i s  exam p les ,  owing to  f o r e ig n  s t r i f e  o r  exchange r e s t r i c t i o n s ) ,  " i t  
i s  b e s t  to  in c lu d e  e a r n in g s  o f  a f o r e ig n  o p e r a t io n  o n ly  to  th e  e x t e n t  th a t  
cash  has been r e c e iv e d  in  u n r e s t r i c t e d  fu n d s ."  S i m i l a r l y ,  on page 24 
M il l e r  s t a t e s  " d i s c l o s u r e  o f  exchange r a te  ch a n g e s .  . . t h a t  occur  
subsequent  to  th e  b a la n ce  s h e e t  d a te  should  be d i s c l o s e d ,  i f  th e  e f f e c t s  
are  m a t e r i a l ."  Given t h a t  th e  r e t ir e m e n t  funds in v e s tm e n ts  a r e  o f  a



lo n g -te r m  nature*  th e  exchange r a t e  as  o f  th e  b a lan ce  sheet- d a te  i s  not  
m ea n in g fu l .  F r t i a l  o r  com plete  l i q u i d a t i o n s  o f  t h e s e  f o r e ig n  in v e stm en ts  
a r e  h ig h ly  in f .  eq u en t .

Perhaps th e  b a s i c  problem i s  t h a t  FASB-52 i s  o r ie n t e d  toward b u s in e s s  
a c t i v i t i e s  in  f o r e i g n  c o u n t r ie s  t h a t  g e n e r a te  l i a b i l i t i e s  in  fo r e ig n  
c u r r e n c i e s .  (The second model which FAS3-52 a d d r e sses  (page 4 ) ,  a  b u s in e s s  
which con d u cts  o p e r a t io n s  i n  U .S . d o l l a r s ,  i s  c e r t a i n l y  not  r e l e v a n t . )  The 
r e t ir e m e n t  sy stem s are  a m i s f i t  in  t h a t  they  o p e r a te  i n  f o r e ig n  c u r r e n c ie s  y e t  
a l l  t h e i r  l i a b i l i t i e s  are  i n  U .S . d o l l a r s .  In d eed , t h i s  would be tru e  o f  any 
f o r e ig n  in v e s tm e n t ,  a s  opposed to  b u s in e s s ,  a c t i v i t y .  The examples and 
language  o f  FASB-52 do n o t  e x p l i c i t l y  ad d ress  in vestm en t a c t i v i t i e s .

MBB/gb

Attachm ents
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*
0 3 -3 1 -8 9

bo
0 6 -30 -89

ANNUAL RATES OF RETURN (a)  
EXTERNALLY MANAGED EQUITIES 

ALASKA RETIREMENT FUNDS

• • " !■! ■ - ■V",r- ' ' ■ • ■ '
■

v '  '

• .i.V

06-30-88
to

06-30-89

"i

I n c e p t io n
to

0 6 -3 0 -8 9

MANAGER AND INCEPTION DATE MANAGER MANAGER M A N A G E R
R.E. E q u i t y  Managers: R Of R R of R R  Of R

A e t n a ( 0 9 -3 0 -8 0 ) N/A 4.77% (b) 6.19% (b
Hancock (0 9 -3 0 -8 0 ) N/A - 0 .4 2 (b) 3 .2 4 (b
E q u i t a b l e (1 2 -3 1 -8 0 ) 8 .6 7 8.00 8 .3 9
S e n t i n e l (0 3 -0 5 -8 4 ) N/A 6 .54 (b) 7 .0 2 (b
JM B (0 4 -1 2 -8 4 ) 3 .4 9 11 .57 8 .9 2
M o r g a n (0 6 -0 1 -8 4 ) 10 .50 9 .27 12 .0 8
K a r s t e n (1 2 -2 6 -8 4 ) N/A 4 .8 2 (b) 6 .7 4 (t

G r o u p  A v e r a g e 7.64% 7.54%

D o m e s t i c  E q u i t y  Managers:

A l g e r ( 0 6 -1 4 -8 4 ) 47.58% 1 0 . 12% 10.81%
Invesco (0 6 -1 4 -8 4 ) 33 .6 4 1 .90 1 3 .8 8
Le h m a n (0 6 -1 4 -8 4 ) 32 .0 9 18.99 17 .2 7
IDS (0 1 -1 2 -8 9 ) 37 .24 28 .21 2 8 .2 1
Loomis, say l e s ( 0 1 -1 2 -8 9 ) 31 .37 31 .31 3 1 .3 1
Miller A n d e r s o n (0 1 -1 2 -8 9 ) 26 .20 27 .74 2 7 .7 4
United C a p i t a l ( 0 1 -1 2 -8 9 ) 27 .3 5 22 .13 22 .1 3

A c t i ve  G r o u p  A v e r a g e * 32.51% 17.69% 15.06%
S t a t e  Street (0 7 -1 3 -8 8 ) 29 .2 1 17.40 17 .40
Tr e a s u r y (1 1 -0 2 -8 7 ) 1 1 .2 2 8 .56 7 .9 8

Do m e s t i c  G r o u p  A v e r a g e 32.24% 17.59% 15.15%

I n t e r n a t i o n al  E q u i t y  Managers:

C i t icorp (1 1 -0 1 -8 3 ) - 1 8 .5 9 7 .77 24 .8 3
M o r g a n  G u a r a n t y (1 1 -0 1 -8 3 ) - 7 .7 1 10.74 2 5 .5 6

G r o u D  A v e r a g e -13.27% 9.26% 25.20%

ALL EQ U IT Y  M A N AG E R A V E R AG E 14.55% 15.08%

* -  Not n e t  o f  f e e s  o f  approxim ately  .31%.
a -  Pure in t e r n a l  r a te  o f  return  w eighted  by amount and d a te  of d e p o s i t s ,  
b -  Used 0 3 -3 1 -8 9  v a lu e  because  0 6 -3 0 -8 9  was not a v a i l a b l e .

P o r t f o l i o  Management., Treasury D iv i s io n  
August 16, 1989
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a - int ern al rates of return u n d e r  simp lifyi ng as su mpt ion  of m i d - m o n t h  flo ws for fix ed income inve st men ts,  

b - Net of gains, losses, and amortiz ations.

c - cost returns f o r  fixed  i n c o m e  investments; but ma rket  r e tur ns on equ iti es.  The  r e t urn s for to tal  f un d a p p r o x i m a t e  a c t u a r y ' s  c a l c u l a t i o n  of 
returns.

P or t f o l i o  Ma n a g e m e n t ,  T r e a s u r y  D i v i s i o n  

Au gu st  18, 1989

R. E. M ort gag es 

Bonds and R e s e r v e s  (b) 

T o t a l  Fixed  Income 

Tot al Equities 

T O T A L  FO ND

F i s c a l  year 1989 Fiscal Year 1988 F i s c a l  Yea r 1987 F i s c a l  Year 1986 Fi scal  Year 1985

Fi sc a l  Y e a r  1985 

T h r o u g h  

J u n e  30, 1989

R a t e s  of Ret urn  at Rates of Retur n at R a t e s  of R e t u r n  at R a t e s  of Re t u r n  at R a t e s  of R e t u r n  at R a t e s  of R e t u r n  at

Ma rk et Cost (c) Marke t C o s t  (c) M ar k e t Cos t (c) M a r k e t C o s t  (c) M a r k e t C ost  (c) M a r k e t

11.81% 10.63% 8.60% 13. 38% 4.05% 11.74% 17.96% 13.05% 26 .6 1% 12 .07 % 16 .4 5%

15.04 9.48 7.6-7 10.43 4.87 11.61 23. 24 9.75 29 .6 5 10.14 15.18

14.72% 9.63% 7.79% 10. 98% 4.71% 11.64% 21. 67% 10.83% 28 .6 2% 10. 55% 15. 44%

14.55% -5.12% -5.12% 20. 39% 20.39% 37.80% 37.80 % 21.54% 21 .5 4% 15.08% 15.08%

14.65% 2.73% 1.93% 14.94% 10.90% 19.74% 26.59% 13.27% 26 .8 4% 12 . 1 4 % 15 -31 *

ON INT ERN ALL Y M A N A G E D  

AND O N  TH E  T O T A L  F U N D S  O F  A L A S K A  R E T I R E M E N T  FUNDS 

Fiscal Ye a r s  1 98 5 t h r o u g h  Jun e 30, 1989
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BILL VERSION: CS BB..5.81 (FIN)
PUBLISH DATE: ________________ __

-

STATE OF ALASKA 
1990 LEGISLATIVE SESSION

FISCAL NOTE
REQUEST:

Aueuieu:Revision Date:_______________________________
Title: "An Act c r e a t in e  a u n iv e r s a l  hea l t h  /  A d m in is tr a t iv e  S e r v ic e s

ca re  ta sk  fo r c e  & p r o v id in g  fo r  an e f f e c t i v e  d a te ."
Sponsor: hv the HESS Committee________
Requestor: by the House F inance Committee

fYimpntipnte - P lann ing  and Developmen t

EXPENDITURES/REVENUES; (Thousands of Dollars)
OPERATING FY 91 FY 92 FY  93 FY 94

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

105.9

87 .8

TOTAL OPERATING 179.5 140 .0

CAPITAL 0 0 0 0 0 0

REVENUE 0 0 0 0 0 0

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

179.5 140 .0

179.5 1 4 0 .0 0 0 0 0

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS : (Attach a separate page if necessary)

' See a t tach ed  assum ptions and c a l c u l a t io n  a n a l y s i s .  
No f i s c a l  impact in  FY 1990.

Preparedly: House Finance Committee_________________________
Division:* Co-Chairman Ron Larson

Phone : J l 6 5 I 372L  
Date:____________

„ Co-.Chairman Lyman Hoffman Approved by Commissioner:  ______
Agency: „________________________

D a le :

Distribution (by preparer):  
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies)



PERSONNEL 
RAIII 20 months = $ 84,740
RA II 16 months = 54,912
CTIII 18 months 39,564

Total personnel $179,216

FY 91 
$ 33,896 

24,024 
15,386 

$ 73,306

FY 92 
$ 50,844 

30,888 
24,178 

$105,910 --

TR AVEL
Task Force travel:
8 meetings, 5 members, 3 days per diem 
Evenings will be publ i c meeting & discussion 
Next dav is education/work session 
Avg. fare $400; per  diem $90; misc. ~$'30'' 
Total per meeting, per member $550 

Staff travel for research and meetings:
Total travel

FY 91 

$ 10,500

7,000
$17,500

FY 92 

17,500

9,000
$26,500

CONTRACTUAL FY 91 FY 92
Printing - ----- - — *• • — - • - • . . . ______  -0-
3 X $5,000 for expert testimony & task force 14,000 -0-
education

Advertizing (display ads) 3,500 6,500
Telephone long distance calls 350 650
Office Space -0- -0-
Employer survey (phone) . 20,000
C haracteristics survev 50,000

(phone, interview and observation)
Total contractual $87,850 $ 7,150

SUPPLIES FY 91 FY 92
Paper goods, office supplies $ 600 450
Reference books 300

Total supplies $ 900 $ 450

EQUIPMENT FY 91 FY 92
Personal Computer - 0^ _o~.

T O TA L FOR PROJECT $17 9,556 $140,010

A s s u m p t i o n s :

1. Written work of the task force in providing program descr ip t io n and 
supportive documentation will be p rovided by legislative research 
agency# including any report pr.-.nting.

2. Tele co n fe re nc in g of public m eetings will be provided at no cost
through the legislative network or other comparable arrangement.

3. Re imbursement for services of those appointed by the Governor will
be limited to travel and per diem.

4. A d v i so ry  committee members will provide fundirj for travel and other 
costs for their participation from their respective budgets.

5. Office space to be provided within existing legislative offices or 
by other dona te d arrangement.

6. C o m p u t e r  used for staff research work will be donated. page 2 of 2



(6) the cost of pro vi di n g h e a lt h care to those w h o  are u n a bl e to 

p ay is s h i ft ed  to those w h o  are taxpayers or participants in a h e a l t h

insurance plan;*

CSHB 5 8 1 (Fin)•v . $ '
■Fl

IN T H E  H OU SE  B Y  THE FINANCE COMMITTEE

:0S FOR HOUSE BILL NO. 581 (Finance)

IN THE LEGISLATURE OF THE STATE OF ALASKA
s.

SIXTEENTH L E GI SL AT UR E  - SECOND SESSION

A  BILL

For a n  A c t  entitled: " An A c t  creating the Universal Healt h Care T a s k

Force; and pr oviding for an effective date."

BE IT ENAC T ED  B Y  THE L E G I S L A T U R E  OF THE STATE OF ALASKA:

* Sec ti on  1. FINDINGS. The le gislature finds that

(1) over 50,000 residents of the state cannot afford to pay 

their m e d i c a l  bills, are not covered by a group nealt'n insurance plan, do 

no t q u a li f y for public assistance programs, and cannot afford to p ay indi­

vidu a l  h e a l t h  insurance premiums; a va s t m a j o r i t y  of the u n i n s u r e d  are 

e i th er  e mp lo y e d  or are dependents of employed state residents;

(2) m a n y  state residents w i t h  h i g h  risk, preexisting h e a l t h  

conditions are unable to o bt a in  h e a l t h  insurance and must deplete their 

p ersonal re so urces in order to obtai n care;

(3) m a n y  state residents do n ot receive certain kinds of cr it­

ical care due to exclusions in their h e a l t h  insurance policies;

(4) the h e al t h insurance coverage for m a n y  state residents does 

not cover costly illnesses or injuries causing catastrophic financial 

c onsequences to them a nd their families;

(5) due to the lack of h e a l t h  insurance coverage, m a n y  state 

residents do not ob tain ne c es sa ry  p re ve nt iv e care, and this leads to d r a­

mati c a l l y  h i g h e r  remedial care and  an additional incidence of disease and 

illness in the state;
«



go ve rn or  shall also assign one represe nt at iv e  each from 

H e a l t h  and Social Services, the di vision of insurance

CSHB 5 8 1 (Fin)
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(7) it w o u l d  enhance the ability of Al aska businesses to r emain 

c om petitive if they h a d  b et te r  access to affordable h ea lt h care coverage 

for their employees;

(8) the Governor's ,Int er im  Commiss io n on Health Care recommended
v

that "a state w o r k i n g  group should explore and develop h ea lt h insurance 

plans for m e d i c a l l y  un in s ur ed  Alaskans";

(9) every state resident should b e  guaranteed a basic level of 

h e a l t h  care r egardleTs of income and should n ot become financially d e s t i­

tute b e fo re  obtaining h ea lt h  care; access to h e a l t h  care should be u n i v e r­

sal, including those state residents w i t h  preexisting h ea lt h conditions;

(10) the issues of m e d i c a l  indigency and universal h e al th  care 

are complicated, complex issues requiring revie w b y  an authoritative group 

for a certain p e r io d of time.

* Sec. 2. PURPOSE. The purpose of the Universal Health Care Task Force 

created b y  this Act, is to

(1) design a cost-efficient p r o g r a m  that allows access to h e al th  

care, through insurance or other means, to all state residents, and that 

provides a ba si c  level of h e al th  care services;

(2) define the best strategy for implementing a universal h e alth 

care program, including c onsideration of the redistribution of existing 

funds spent on h ea l th  care in the state in order to provide for a more 

r at io na l and equitable h ealth care system.

* Sec. 3. UN IVERSAL H E AL T H CARE TASK FORCE. (a) The Universal H e al th  

Care Ta sk  Force is created in the Depart me nt  of H e al t h and Social Services.

The task force is c omposed of five individuals appointed by the governor
%

w i t h  a significant and demonstrated expertise or interest in h e a l t h  care. 

As a n o n v o t i n g  technical advisory committee to assist the task force, the

the Department of 

the division of



a p r o g r a m  of u ni v ersal h e alth coverage, in c luding 1990 census data an d  the 

study done in 1954 for the U nited States Depart me nt  of the Interior by 

Thomas Parran, titled "Alaska Health: A  Survey Report";

(3) update the i nf ormation in the "Alaska Comprehensive H e a l t h

Care Financing Study" done b y  the Battelle H u m a n  Affairs Research Center in

-3- CSHB 5 8 1 (Fin)
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retirement and benefits, and the Office of the Governor, and the presiding 

officer of each house of the legislature shall assign a m e m be r f r o m  that 

house.

(b) The members of the t a s k  force are entitled to receive p e r  diem 

and travel expenses authorized for boards and commissions u nd er  AS 39.20.- 

180.

(c) The task force shall select a chair and a vice-chair from among 

the members of the task force.

* Sec. 4. DUTIES OF THE TASK FORCE. The task force shall

(1) solicit advice and i nf ormation from h e al th  care consumer 

groups, the insurance industry, he alth care providers including the State 

Medical Association, the Alaska Psychiatric Association, the Alaska P s y c h o­

logical Association, the A la s ka  Mental H ea lt h Board, the State H e a l t h  

Association, the A l as ka  Pharmaceutical Association, the Alaska Public 

Heal th  Association, the A l as ka  Dental Association, the A la sk a  A c ad em y  of 

Physicians Assistants, the A laska N urses Association, the Unite d States 

Department of Veterans Affairs, the U n i t e d  States Department of Defense, 

the Civilian H e a l t h  and Medic a l P r o gr a m of the U n i f o r m e d  Services, public 

employee unions, representatives of the m e d i c a l l y  indigent, emergency 

services personnel, large and small businesses, the M e d i ca l Care A d v i s o r y  

Committee, the A l a s k a  Nati ve  He alth Service, actuaries, public relations 

experts, the public, and the technical a d v is or y committee created in sec. 3 

of this Act;

(2) analyze all the relevant in fo rm a t i o n  ne ce ssary to r e c o m m en d

“udin g  1990 census data an d the

Interior by



or ga nized h e a l t h  care p urchasing group 

CSHB 5 8 1 (Fin) -4-

1982;

(4) m a k e  an accurate estimate of the number of peop le  w h o  are 

u n a bl e to r e ce iv e nec e ss ar y h e a l t h  care services in the state, w h i c h  p a­

tients are g enerating unpaid' medic a l bills, w h i c h  state residents are 

u n i n s u r e d  or lack adequate insurance, w h i c h  h e a l t h  care p ro v iders are 

providii:g u nc om p e n s a t e d  care, who is paying for the cost of u n c o m p e n s a t e d  

care, and the total cost of u n c o m p e n s a t e d  care in the state;

(5) identify those h e a l t h  care services ne c es sa ry  to achi ev e  an 

acceptable m i n i m u m  level of h ea lt h care for all state residents and to 

examine those h e a l t h  care services that provide the most care for the m o s t  

peop l e at the least cost, including prevent io n services; the Orego n Basic 

H ea lt h Services Act shall be examined by the task force;

(6) recommend ways to coordinate services betwe en  no np ro fi t  

j! h e a lt h care providers, profit m ak in g health care providers, the state
Ii

15!; di vi si on  of public health, the U ni te d States D epartment of V eterans Af- 

16! fairs, the Un ited States Department of Defense, and the A laska Nati ve  

H e a l t h  Service in order to achieve a mo r e efficient and effective h e a l t h  

care d elivery system;

(7) consider possible delivery systems for a u ni ve rs al  h e a l t h  

care program, including using a single, comprehensive statewide s y s t e m  or 

changing e xisting h e a l t h  care services to y ie ld  an integrated s y s t e m  of 

h e a l t h  care coverage; options that shall be considered include

(A) expanding the use of priv at e  h e a l t h  insurance to p r o­

vi d e  coverage to the un i ns ur ed  and u n d e r i n s u r e d ;

(B) continuing or r ei nstating government programs, i n c l u d­

ing the M e d i c a i d  m e d i c al ly  needy option or the catastrophic illness

program, if private insurance is not the bes t w a y  to provide coverage;

(C) sponsoring the pooling of small employers into a single

17
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(D) m an dating coverage in the w o r k p l a c e  for employers w i t h  

a certain threshold number of employees;

(E) m a n d a t in g a m i n i m u m  b a s i c  level of h e a l t h  services to 

be included in a h e a l t h ,insurance plan, w i t h  a special emphasis on 

important preventive services and c h i l d r e n’s health  services;

(F) requiring that h e a l t h  care programs include residents 

who are unable to obtain insurance due to a h i g h  risk or a preexi st in g 

m e di ca l condition;

(G) requiring that h e a l t h  care programs include coverage

for costly medical services that h av e a catastrophic financial impact 

on patients and their families, i nc luding m a k i n g  the state the payor 

of last resort before a family becomes destitute;

(H) requiring that the U n i v e r s i t y  of A l as ka  provide he alth 

coverage for all students;

(I) combining the workers' co m pe nsation system w i t h  a 

universal h e a l t h  care program;

(J) establishing or leng th en in g the time for continuation 

or conversion of h e al th  insurance cov er ag e  after a state resident

leaves employment;

(K) using the u ne mp l o y m e n t  insurance p r o g ra m to also cover

h ea lt h care services for the unemployed;

(L) examining the abil it y of the state to self-insure under

a u n iv ersal h ea lt h care program;

(M) m a ki n g charity care a re quirement as part of the l i­

censing or certificate of n e e d  process;

(N) ha ving special pr ograms designed to ensure that c h i l­

dren have adequate h e al th  coverage, such as the child h e a lt h care 

programs e stablished in Minnesota;



yet orderly m a n n e r

p r o g r a m  including the following:

(A) the use of a payroll tax for full or parti al  financing 

of a small employer insurance poo„;

(B) a Med ic ai d w ai ve r request in g a b l o c k  grant fr om  the 

federal government to subsidize a u ni ve rs a l state program;

(C) using the permanent fund dividend p r o g ra m to finance 

coverage for some r e s i d e n t s ;

(D) using reasonable deductibles and co-payments to d i s­

courage frivolous use of he alth p r o g r a m s ;

(E) using the unemployment tax to cover the costs of i n s u r­

ance for the u ne mp lo ye d  or uninsured;

(F) a M e d ic a id  buy-i n for the m e d i c a l l y  uninsured;

(G) streamlining coverage so that families are not covered 

u nder two separate insurance programs;

(9) pursue financial support fr om  other sources, including

161] private foundations like the Robert W o o d  J o h n s o n  Foundation, for the w o r k

of the task force and for implementation of a u n i v e r s a l  h e a l t h  care p r o­

gram;

(10) coordinate w i t h  the community h e a l t h  p l a n n i n g  efforts d e s­

cribed in Senate Bill 326 of the Sixteenth A l a s k a  State Legislature;

(11) solicit actuarial data and other technical information and 

assistance from the health care insurer p r o v i di ng  coverage to the state;

(12) utilize information prov id e d b y  the He alth Care Cost C o n­

tainment T a s k  Force established by the Si x te en th  A l a s k a  State Legislature.

* Sec. 5. REPORT. The task force shall, by M a r c h  1, 1992, p r o vi de  a 

prel im in ar y report, and by June 30, 1992, p r o v i d e  a final report to the

legislature and the governor that recommends a p r o g r a m  for p r ov id in g uni-

versal h e a l t h  care, including recommendations for implementing the p r o g r a m
-

in phases in an expeditious 

CSHB 5 8 1 (Fin)
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* Sec. 6. This A c t  is r e p ea le d June 30, 1992.

* Sec. 7. This A c t  takes effect Feb r ua ry  1, 1991
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p a g e  2, line 28: a ft er  " c ar e. 11 insert "The g o v e r n o r  shall
consider, to t he g r e a te st  e xtent possible, m a k i n g  appointments 
t ha t r e p r e s e n t  a b r o a d  cross s e ct io n of Al askans i nterested in 
h e a l t h  care."



March 16,1990

Honorable Johnny Ellis 
Chairman
Health, Education and Social Services Committee 
Ala s ir  State Legislature 
P.O. box V (MS3100)
Juneau, Alaska 99811

REC'fl iviAR 191990

D ear Represen tative Ellis:

On behalf of the health care industiy in this state, I commend you and your 
colleagues for recognizing and responding to the need for a universal health 
care task force. I believe this to be the most significant piece of health 
legislation this session.

The entire issue of cost and access is impacted by the medically indigent, 
native health delivery system, veterans care, CHAMPUS, Medicare, Medicaid, 
military delivery system, the public and the private sector. There are no easy 
answers to our current dilemma, but unless we pull ALL the players into the 
game, we will never find a solution.

I have two requests that I sincerely ask you to consider. The first request is 
to consider adding health industry members to the task force. Apart from 
providing the educational expertise, I believe they would be objective and 
honest in their assessments. But most importantly, it would be helpful for 
them to participate in any final resolutions. Secondly, I have enclosed an 
overview of what many believe is the problem facing society today. I realize 
how busy you are, but I strongly urge you to read this document. Hopefully it 
summarizes the need, and possibly the direction you might consider for the Task 
Force.

Again, thank you for recognizing the urgent need for this kind of a group. You 
might suggest to Senator Kelly that his cost containment group might be best 
" “lied through this task force.

Ray Schalow 
Chairman

ALASKA ACADEMY O F PHYSICIANS ASSISTANTS •  ALASKA PHARMACEUTICAL ASSOCIATION •  ALASKA PUBLIC HEALTH ASSOCIATION 
ALASKA STATE MEDICAL ASSOCIATION •  HEALTH ASSOCIATION OF ALASKA •  ALASKA NATIVE HEALTH BOARD •  ALASKA NURSES ASSOCIATION •  ALASKA DENTAL SOCIETY

working together... caring together 
4107 Laurel Street Anchoragfe, AK 99508 (907) 562-2662 Fax 561-2063



Alaska State Medical Association
4107 Laurel Street Anchorage, Alaska 99508 (907)562-2662 (Fax)

Dr. John Kitzhaber, an Oregon physician and current president of the 
Oregon State Senate offers a clear and cogent presentation on the issue of 
uncompensated care in America. I have taken the liberty of paraphrasing 
his comments and urge you to read them thoroughly. It speaks to an issue 
that we in the health industry are just now beginning to understand, and 
it points out the need for greater dialogue between provider and 
legislator in order to address a critical social problem.

Let me begin by stating to you that unequivocally the most serious 
threat facing the health industry today is uncompensated care. If left 
unresolved, it will erode the health of our society and in turn will lead 
to an erosion of the clinical autonomy of physicians and other providers. 
It will also undermine some of the very principles on which our health 
care system has been built and will lead to increased regulation of the 
practice of medicine and probably to a government controlled health care 
delivery system.

To understand the threat and challenge it poses, we must first 
consider the evolution of our American health care system. Our health 
care system was founded on the principle of universal access, the idea 
that all Americans, regardless of their income, should have access to the 
health care system and to all the services it has to offer. We were able 
to deliver on this social objective because of our fee-for-service 
reimbursement system and the ability to cost shift. So when the poor came 
for treatment, the service was rendered and the cost was merely shifted to 
someone who could pay through an incremental increase in their bill or in 
their insurance premium.

This policy was no accident, but was the result of conscious 
decisions in both the public and private sector. In the public sector, we 
enacted Medicare and Medicaid in 1986 extending coverage to the poor and 
the elderly. At the same time, we had a rapid ejqiansion of private 
policies funded primarily through employment. This rapid growth of 
third-party insurance coverage led to the belief that health care for the 
poor in this country was free, when in fact it being subsidized primarily 
by the government and by the business community. We created what we felt 
to be an ideal health care system. It was a system with no financial 
restraints, where individuals had access to as much health care as they 
wanted or needed. Physicians could practice pure medicine, viewing their 
patients primarily from their health needs without concerning themselves 
over income. But this system also led to, and encouraged utilization. It 
led to the deeply held social belief in this country that health care is a 
right. That resulted, understandably, in a dramatic increase in
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expenditures. The amount we spent on health care grew from $75 billion in 
1980 to nearly $500 billion in 1988 and it still continues to grow. An 
more telling, is the growth of health care expenditure as a percent of the 
Gross National Product. We spent 7.4 cents on the dollar in 1970 and we 
spend about 12 cents today. If this rate continues, by the turn of thecents today, it trns rate continues, by the turn of the 
century we will be spending 20 percent of the Gross National Product on 
health care, and by about 2020, we will be spending 40 cents out of every 
dollar on health care.

This, of course, will not happen. It makes a great deal of sense in 
terms of a  social policy, but makes little sense in terms of an economic 
policy. No single set of expenditures can grow at a rate faster than the 
growth of the Gross National Product.

The prosperity we have enjoyed in the 1st 20 years has allowed us to 
absorb these rapid increases and has masked the underlying fallacy of the 
way we finance health care in this country. A  number of factors occurred 
that have brought our ideal health care system into collision with 
economic realities. New medical technologies were being developed and 
being used because there was no financial restraint on the system, and at 
a tremendous cost. Secondly, the population was aging. There has been a 
significant increase in the elderly as a percent of the population, and 
they use more health care services. They have a larger incidence of 
chronic diseases, both of which increase the financial strain on the 
system. These factors brought the people who had been traditionally 
subsidizing the cost of health care for the poor, the business community 
and the government, to a position where they had to reevaluate their 
willingness to continue to do that. The economic stagnation that we 
experienced at the beginning of this decade could no longer absorb the 
rapid increases in the cost of health care. Our annual productivity 
growth was 3% a year in the sixties and seventies, but fell to half a 
percent a year by 1979, and was actually negative in the early eighties.

Our federal budget deficit increased from about $73 to $211 billion 
in five years. We liquidated all our foreign assets and became the 
largest debtor nation in the world. The government in the first part of 
this decade recognized that they could no longer continue an open-ended 
subsidy of the cost of care for the poor without raising taxes, increasing 
the deficit or making deep cuts in other domestic programs. At the same 
time, this country entered the world market. We began recognizing that we 
were not competing just among ourselves like the auto industry once did, 
but were competing with mainland China, West Germany, Japan, etc. They 
realized that cutting costs, particularly labor-related costs, had to be 
done in order to remain competitive with cheap labor industries abroad. 
They couldn't pass the cost of health care on to their consumers and still 
remain competitive; particularly when American business has to carry the 
cost of health care on the books as necessary expense and are competing 
with countries that do not carry health care as a  cost, because they have 
nationalized health care programs.

The business community now became interested in cost containment in 
order to remain competitive. The government became interested in cost 
containment to balance the budget. The object of business and government 
was simply to reduce the exposure to the cost shift, and to reduce their 
funding and subsidy of the cost to care for the poor. The subsidy was not 
taken out of the system, it was merely shifted on to individuals and



providers. How did they do it?

In 1983, the federal government enacted the D R 'G 's, which is a 
prospective reimbursement system that shifted economic risk on to

Eroviders. They began requiring first-day hospital deductible for 
ledicare, increases in the Part B monthly Medicare premium. This shifted 

costs on to the individuals. With Medicaid, the program for the poor, 
they cut their match rate and shifted that to the states. The first thing 
the states did was cut provider reimbursement rates, so that now we get 45 
to 50 cents on the dollar for taking care of someone on welfare. That 
pushed costs and responsibility to the individuals. We have had 800,000 
women and children squeezed off Medicaid in the last ten years. That 
program, which used to cover 65 percent of the poor, now covers less than 
38 percent of the poor.

The private sector reacted exactly in the same way with an increased 
involvement in HMO's, PPO 's, and other prospective managed care plans that 
put the providers at risk. They increased co-payments and deductible for 
their employees then shifted costs on to individuals. The important thing 
to remember is that cost containment reflected absolutely no social policy 
beyond cutting costs for the government and the business community. There 
was recognition that the amount of health care that could be spent on the 
poor was limited. There was no consideration of the implications of those 
decisions on access to health care. They reduced the funding in the 
system, but didn't reduce what the public expected from the system.

Today we find ourselves in a  situation of transition. We are still 
ostensibly committed to the principle of universal access; but now the 
system is driven by economic factors, not by the social factors that drove 
it in the Sixties and Seventies. Providers are now at economic risk, and 
we are losing our ability to cost shift.

O ur ability to deliver on the concept of universal access has 
depended on cost shifting and the willingness of business and government 
to subsidize the cost of care for the poor. But what we are seeing today, 
while we are still supposedly committed to universal access, is a 
progressive shifting of the responsibility to pick up that cost. Remember 
that between 1965 and 1980 that subsidy was borne by government and 
business which spread it out over taxpayers in general. So society was 
paying for the social responsibility to have universal access in this 
country.

Because of the cost containment measures that have occurred, the 
subsidy has now been shifted to providers. Physicians have far less 
ability to absorb this shift and what formerly was subsidized care for the 
poor is now showing up as uncompensated care. As physicians reach a point 
where they can't absorb additional uncompensated care and still pay the 
bills, they push the costs on to individuals. So today, if you don't have 
insurance coverage or money, you are increasingly likely to lose access to 
the health car system - either because the provider won't take in any 
additional indigent patients, or you delay treatm ent because you are 
afraid you can't afford it.

This has changed how we finance health care in this country. Our 
health care system now has a bifurcated financing mechanism. On one side
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is the public system, which is Medicare and Medicaid; and on the other 
side is the private system which is mostly employment based policies and
some individual policies. There has always been a httle gap m between 
where some people slip through the cracks. But as long as government and 
the business community were willing to subsidize the cost of care for the 
poor, that gap has been very narrow and has really contained only 
society's truly downtrodden.

Today as those two-third party payers are trying to escape from the 
subsidy, w e've seen a reduction in government expenditures, co-payments 
and deductible in Medicare and increases for Medicaid eligibility, so 
people spill of the public side into that gap. As competition in the 
world m arket increases, we shift from a manufacturing to a service based 
economy with large numbers of low paid, non-unionized workers without 
health insurance coverage, and as premium rates continue to climb, people 
spill off the private side into that gap. Today that gap is no longer 
narrow, it has 37 to 40 million Americans in it. They are no longer just 
society's downtrodden. Seventy percent of those people are working full 
time or part time or are dependents of someone who is working. But it's 
those in that gap that are generating 75 percent of the uncompensated 
care. Why should we be concerned about this? Because there are some 
serious consequences in the shifting of responsibility to pay for the care 
of the poor, and there are some social and professional consequences that 
affect providers.

The first social consequence is an erosion in our commitment to 
universal access. Because there is a physician surplus in the country, 
and because care for the poor is no longer subsidized but is 
uncompensated, we have a very competitive, market-driven system in the 
provider community. Since market systems were not designed to foster 
social responsibility, it shouldn't be surprising that no one is competing 
for the poor. Public health clinics are closing and we are seeing patient 
dumping from hospital to hospital, physician to hospital and between 
physicians. There are treatment delays and a growing number of people in 
the gap.

That leads to the second consequence, which is a very real and 
measurable deterioration of health for a growing number of Americans. We 
have 40,000 neonatal deaths each year from the complications of low birth 
weight. Two-thirds of those mothers do not receive adequate prenatal 
care. Forty percent of the poor in America are children and only 
one-third of them are covered by Medicaid, the other two-thirds are in the 
gap and are losing acce^ »o baisic preventive services. We are seeing an 
increase in pertussis end pediatric nutritional problems. There is case 
after case of people actually dying because of lack of access to the 
system. People are dying from strokes because they couldn't get in to get 
their blood pressure medication refilled. People are dying of heart 
failure and having Mi's because of lack of routine checkups. People are 
dying of perforated ulcers because of treatment delays.

The third consequence is that we are mortgaging our own future. Remember, 
that 40 percent of the poor in this country are children, and two-thirds 
of them are in the gap. Also in that gap are tens of millions of young 
working Americans. These people constitute a large part of the shrinking 
workforce of tomorrow that we're expecting to fuel the economy and pay for



a growing retired population. How are we going to do that in the face of 
$170 billion owed to foreign governments and nearly a three trillion 
dollar national debt; a ten trillion dollars unfunded liability, the 
difference between what we expect them to make and what we are planning to 
take out of their paychecks to pay for Medicare, Social Security and 
federal pensions, most of which are automatically indexed and have no 
income eligibility requirements. What we're asking these people to do is 
be more productive than any other generation. We are asking them to do 
something that we have all refused to do, and that is recognize that 
increases in personal consumption have to be balanced with increases in 
productivity.

In the last ten years, American workers have averaged a $3200 
increase per capita in personal consumption and only $950 of that has been 
paid for by increases in what each one produces. The remaining $2200 has 
been paid for by cuts in domestic spending and investment and by foreign 
debt. We are asking this group of people to be more productive than 
anyone in the histoiy of this country, and probably take a reduction in 
their standard of living. Having asked them that, we are crippling them 
going in by denying them access to the basic health care services they 
need to be healthy, productive members of the workforce. You cannot have 
an increase in productivity unless your workforce is health and well 
educated. This is a very, very serious implication.

There are also some disturbing professional implications. The first 
is the growing problem of uncompensated care that is catching physicians 
and providers between what society expects from our health care system, 
and economic realities. When the government and the business community 
move to limit their subsidy of the cost of health care for the poor, they 
could do so without denying access to individuals, and they could do so 
without publicly or explicitly abandoning the idea of universal access, 
because they shifted that subsidy on to the providers. But when 
physicians move to limit their exposure to this for exactly the same 
reasons, they have to deny access to individuals. When a physician 
reaches a point where he or she cannot absorb any additional uncompensated 
care, they either have to reduce the number of indigent patients they see 
or reduce the services they provide to those patients. In either case, 
that means rationing. Increasingly, physicians in this country are being 
forced to become the rationing instruments for a society that refuses to 
recognize that rationing is occurring. That puts physicians in direct 
conflict not only their professional ethics, but with social expectations 
for the health care system. It casts them in a very unfavorable light as 
many people still view physicians as they were in the halcyon days of the 
1960's or 1970's, when the economy was booming and incomes were rising. 
Most physicians do not understand the relationship between cost shifting 
and subsidizing care for the poor, and they don't understand the 
implications of taking cost shifting away from providers. The thought 
that a wealthy profession would be denying access to the poor is 
unacceptable to them. It puts them in a very vulnerable position 
politically. As the problems of the poor intensify, state legislatures 
are going to begin to react and they are going to say: If physicians are 
not going to take care of the poor voluntarily, we are going to force you 
to do that. There are a lot of ways that are designed to force physicians 
to assume the responsibility for taking care of the poor, but they ignore 
the fact that society, while paying lip serve to universal access, has
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made a decision to limit the amount of money that they're going to spend 
on it. When someone convinces corporate America that a government 
sponsored health care program will put them in a better position in terms 
of competition in the world market; then we will be looking at a 
nationalized health care program. But in the short run, we are looking at 
increased regulation, reduction, and erosion in physician clinicalincreased 
autonomy.

W hat can we do about this problem? To solve this crisis in 
uncompensated care, we have got to start by accepting three very hard 
realities. The first reality is that resources are limited and that's a 
difficult reality. But it should be obvious to anybody who looks at the 
need in this country and looks at the available dollars. As we said, we 
have a national debt approaching three trillion dollars that must be 
reduced. We have a  huge defense budget that has been traditionally hard 
to pare down, and we spend $450 billion a year on Medicare, Social 
Security and other federal pensions. At the same time, we are cutting aid 
to education, we are also cutting investments in road, sewers, and 
infrastructure; and civilian research and development. All of those 
things we need to increase the productivity in this country.

No one wants their personal health care expenditures cut, but at the 
same time, we want to reduce government spending. We want good road and 
schools, safe streets, criminals behind bars, a comfortable retirement, 
police protection, fire protection, clean air, clean water; and we want to 
do all that, of course, with lower taxes and higher wages.

Obviously that doesn't work. There is a finite amount of money that 
this country can invest in health care versus the other things we also 
have to invest in. Once we come to grips with the fact that there is a 
finite health care budget in America, then we have to decide who is going 
to get the service and how much service each person is going to get.

That brings us to the second reality. The rich are always going to 
have access to more health care than the poor. That's all right if what 
the poor get is adequate and if they're all getting it. After all, one of 
the hallmarks of a capitalistic system is that goods and services are 
distributed on the basis of income, not necessarily on need or merit. We 
readily accept tb z i  in most instances. We don't expect public housing to 
look like the Ritz and we don't expect food stamps to be redeemed in very 
expensive re itaurants. But because of our system, our concept of 
universal access, we take for granted that the poor should have access to 
all the health care services that are available to the rich.

This is the only part of our system that operates on this open-ended 
economic principle. What we've done is reject a multi-tiered system based 
on income. But actually we already have that kind of a system in place. 
The rich have always been able to fly to other states and other countries 
for diagnostic and therapeutic modalities not available near home. They 
have had consultations and elective surgeries that the poor have not had 
access to. We would all agree that everyone should have a right to 
prenatal care. You may argue whether or not the public should pay for a 
face lift electively for everybody on welfare, but it becomes much more 
difficult when you are trying to balance a transplant versus prenatal 
care.



What we need is a better definition of adequate health care to 
address that question. If we know resources are limited, if we know 
people with high incomes can buy more health care than people of lower 
incomes, and if we know that society can't buy everything for everyone who 
might benefit from it, we must consciously and responsibly decide what 
level of health care everybody should get, that means the definition of 
adequate health care.
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That brings us to the last reality, the inevitability of rationing. 
This is very difficult for physicians and providers to come to terms 
with. But when you define adequate health care, you also define what's 
more than adequate. That lads to the basis for explicit rationing of 
health care. I suggest that rationing already exists in our system. We 
ration by income and transportation barriers. But more importantly, we 
ration through a lack of any policy to guide how we spend our health care 
dollars. We ration inadvertently by legislative decision. If we have a 
limited amount of money in the health care budget and you spend it on one 
thing, i t 's  not available to be spent on something else.

Consider how we are doing this today. We spend almost $2000 per 
capita on health care in America. That is more than any other country in 
the world and yet our wellness as measured by morbidity and mortality 
statistics is not significantly higher than in England, which spends half 
as much, or even Singapore which spends a fourth as much. Why is that? 
Because we have no policy to guide how we spend our health care dollars. 
We are spending huge sums on some and none on others. We spend more per 
capita tnan any country in the world, yet 37 million Americans have no 
coverage and many of them are losing access to the system. We spend three 
billion dollars a year on neonatal intensive care while we're denying 
prenatal care to hundreds of thousands. We spend $50 billion a year on 
people in the last six months of their lives, while we are closing 
pediatric clinics. That's like having someone in charge of a truck fleet 
for your corporation who adopts a policy that he won t change the oil in 
the trucks until the blocks melt. You certainly wouldn't hire that guy to 
work for you. But that's exactly how we spend health care dollars in this 
country. We don't spend it on prenatal care, we spend it on neonatal 
intensive care. We don't treat hypertension, we treat people who have 
stroked out. We are rationing by default. It's guided by no social 
policy and it's not equitable. We are wasting millions of dollars and 
thousands of lives. The reason we are rationing implicitly as opposed to 
explicitly is because we d o n 't want to come to grips with our own limits.

To solve this problem of uncompensated care with of the ominous 
implications for society and for physicians, we have to recognize that our 
health care system is indeed in flux and that we have to build a new 
system that is based on the three realities that we've just discussed: 
limited resources, acceptance of the fact that the rich will always be 
able to buy more health care than the poor, and that w e 're  going to have 
to ration. We have to recommit ourselves to universal access, but not 
universal access for everyone to everything. Universal access for 
everyone to an adequate level of health care. This will put our system 
back on a sound economic foundation, and means we are going to have a 
three tiered system of delivery in this country. We already have a 
non-defined sort of implicit multi-tiered system. But this would mean a



government sponsored tier for the poor. It would mean a tier that the 
business community funds for those who are working, and a traditional 
fee-for-service tier for those who wish to buy additional health care 
services. I t 's  at that bottom tier that we have to come to grips with 
rationing.

The government has a responsibility to pay for the poor, not for the 
elderly. The government should pay for the poor regardless of age and 
there is no reason Lee Iacocca needs Medicare. We should put an income 
eligibility requirement on it.

I t 's  the bottom tier that we have to come to grips with rationing. 
It's this tier that we have to set the socially acceptable minimum level 
of health care for this country, and how do we get there? I suspect there 
are three elements to resolving this. We must have a clear social policy 
and we need to define adequate health. Then we need a universal insurance 
system to insure that people get access to that care. The social policy 
we had in the Sixties, Seventies, and Eighties, was universal access. One 
of the reasons we are in trouble today is because we were able to cover 
everybody for almost everything. But unless you define what it is you 're  
covering people for, you still have an open-ende d system that we can't 
afford. Politically it's far more difficult to deal with the question of 
adequate health care than to design and politically adopt a position to 
deal with the universal insurance coverage question.

We must have a clear social policy because we need a framework to guide 
how we spend those health care dollars in a way that is efficient and 
equitable. We must make an attempt to recognize our limits and adopt such 
a policy. Should we discontinue funding for heart, bone marrow and liver 
transplants for people on welfare or should we take that money and extend 
it out to buy preventive and prenatal services for a  far larger group of 
people who have been in the gap? The question is not whether transplants 
have merit. The question is not whether, in the short run, we could find 
some additional money to buy a few more transplants for people on public 
assistance. The issue is, does it make more sense and is it a better use 
of public dollars if we we're going to spend more on health care to buy 
high tech services for a group of people who already had access to 
virtually everything in the private sector; or should we extend services 
to a larger number of people who currently do not have access to any 
health care whatsoever. Should universal access to adequate health care 
be the first priority for spending additional dollars?

Once we get a definition of adequate health care and array our health 
care services on a priority basis, we are changing, in a very fundamental 
way, the nature of »he rationing debate. The rationing debate 
traditionally has an individual focus. It goes like this: You have one
heart and three potential recipients. Do you give that heart to the 
17-year-old unwed mother of three on welfare or do you give it to a 
40-year-old corporate executive? This raises the kind of imponderable 
ethical and moral question that society, almost by definition, can't 
resolve on an individual basis. But when you develop a definition of 
adequate, and array your health care services in a priority order, you 
shift that debate from the individual focus to a social focus. You are no 
longer debating which service should be given or denied to which 
individual, you are debating which priority funding should be given to



each service, given the reality of limited resources. Society has made 
the decision to limit the amount of money it's spending oil health care. 
Society needs to make the decisions on how to spend that money. That 
takes physicians out of the squeeze and they can now continue to be 
patient advocates. They can continue to do everything they can possiblyp o s s ib ly

for their patients within the context of the resources that society has 
made available.

How do we get to this definition of adequate? There are really three 
steps. The first and probably the most difficult is building a 
consensus. A group of dedicated providers and health experts should break 
down every dollar spent on health care. A  list should be made of the 
number of people getting the service and the cost; the number of people 
not getting the service and the economic as well as health implications of 
not giving them that service; and the cost to extend the service to cover 
everybody in giving them that service; and then the cost to extend the 
service to cover everybody in the unmet need population. Arrange this 
list in a tentative priority order and begin presenting it at town hall 
meetings where citizens are actually getting involved in working through 
the trade-offs and choices that are necessary to set up a priority list of 
health care choices. Bring this information together and generate a final 
list that will be submitted to the legislature. Once the health care 
resources, are arrayed in that kind of a list, you ;have to integrate it 
with the budget process. You must, then, require that the funding go to 
the first item on your priority list for everyone in the population for 
whom the state has responsibility. You go down and fund the second, 
third, etc., until you run out of money.

What that does is, put accountability in the system. If our state 
legislature decided to cut $20 million out of our health care budget, it 
would not be an abstract accounting exercise. It would mean the deletion 
of very specific services for very specific individuals off the bottom of 
the priority list and then the debate becomes far more focused. If you 
want to come in and refund the transplant program, it's very clear that 
you either have to knock something else off your priority list - you have 
to make a choice, a clinical choice and a political choice between those 
two health services, or you have to rob another program, or raise more 
money.

The final point with this type of system is that, if it's done on the 
basis of sound clinical grounds, you can actually save money in the 
system. A study done in California suggested that the cost of treating a 
low birth weight infant was $28,000 up to six figures. The study 
suggested that if you provided that care to all the indigent women who 
needed it, you could save $22 million a year in your health care system. 
That's money that can be used to add services on your priority list. It 
could be used to raise provider reimbursement levels to a reasonable point 
where people are not trying to avoid dealing with that population.

What is the role of physicians in resolving this problem? The most 
significant role they plan is to come to grips with their own limits. 
They have got to recognize that health care resources in America are in 
fact limited. How can we eiqiect the public to accept the limits or expect 
state legislatures to recognize the limits if physicians are not willing 
to recognize them themselves. We are inviting all of the ominous
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consequences that uncompensated care is bringing our way. We have to do 
that as a first item and express that publicly, physicians must discuss it 
with each other and with their patients.

Secondly, professional organizations need to adopt a policy, a 
statem ent on how to expend limited health care dollars. Something that 
says the first priority is to extend the basic level of health care 
coverage, and then we can fight about the budget. But to do that, we have 
to get involved in the definition of "adequate". Physicians are really 
the only group in this country that have the qualifications to provide 
sound clinical input to the state legislature. We need to say, yes, we 
are going to have to ration health care in this country. It's 
inappropriate and unethical for physicians to do it, society needs to do 
it. If the legislature is going to ration health care, then offer a list 
of clinically wise priorities. This makes sense in terms of marginal 
costs and marginal benefits. We have to provide that input and then 
support the legislative decisions that make responsible resource 
allocation decisions. We have to do that publicly, in our community and 
at the legislative level.

Uncompensated care requires a partnership solution between public 
policy makers at the state legislative level and leadership in the medical 
community. If left unresolved, the problem of uncompensated care is going 
to result in an erosion in our social commitment to universal access, a 
deterioration of health for a growing number of Americans with very 
serious social and economic consequences. It is going to put physicians 
in conflict with their professional ethics and with what society expects 
from the health care system. This will lead to regulation, an erosion of 
clinical autonomy, and very likely a nationally controlled health care 
delivery system. We cannot accept this outcome as in the final analysis, 
physicians are patient advocates.

I hope this will assist your understanding concerning the health care 
industries dilemma and crystallize societies dilemma as well.

Sincerely,

Ray Schalow 
Executive Director
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HEALTH CARE FOR THOSE WHO CANNOT ALWAYS AFFORD 
CARE

The headlines o f  the nation’s newspapers and periodicals 
mark the absence o f  a national health care assurance policy: 
“ US Must Cure Health Care Ills;”  “ State Health Care 
Funding Criticized;”  “ Can You Afford to Get Sick?: The 
Battle O /er Health Benefits;” “ US Rations Health Care;” and 
“ Deciding WhatMedical Care the Poor Can Have: List* Are 
Drawn Up. ’’ State and federal efforts to better the health care 
system are fragmented and often work at cross purposes. The 
lack of agreement on a solution begs the unanswered ques­
tion: who is responsible?

Health care expenditures have escalated astronomically 
in the last 25 years. Health care costs consumed 5.9 percent 
of the Gross National Product (GNP) in 1965. The U.S. 
Department o f  Commerce has reported that the nation’s 
health care tab was $600 billion in 1989, or 11.5 percent of 
the GNP. Those billions, up 10 percent from 1988 total 
health care expenditures, translate into approximately $2,400 
per person. 1990 health spending is expected to reach $661 
billion. At the same time, the number o f uninsured has grown 
substantially.

Medical indigency and health insurance are top priority 
issues for the 1990 legislative sessions. Health insurance 
issues are explicitly tied to medical indigency policy. Im­
proving access to health care is o f  concern to medical 
indigency policymakers as millions o f  uninsured people 
report financial barriers to receiving needed care. Mandating 
health insurance benefits, establishing financial incentives 
for employer-paid coverage, and creating state-sponsored 
insurance plans are a few o f the key issues facing state 
lawmakers today.

INSURANCE STATUS

Recent efforts to help solve the problems o f  medical in­
digency and uncompensated cane focus on the “ insurance 
status” o f  the population. Lack of insurance leads to an 
abundance o f problems for individuals and health care pro­
viders alike. If they can’t afford to pay cash or the insurance 
deductible, the 37 million Americans without health insur­
ance must rely on the goodwill o f  hospitals, doctors, and 
other providers. Lack o f  health insurance or insufficient 
insurance coverage is not an exclusive problem o f the unem­
ployed, the elderly, or persons living in rural areas.

o A decade ago, approximately 25 million Americans under 
age 65 did not have health insurance. Today, 37 million 
Americans, approximately 16 percent o f the nation’s popu­
lation, have no health insurance coverage at all, more 
people than the combined populations o f New York, New 
Jersey, and Illinois, 

o Of the uninsured and increasingly underinsured Ameri­
cans, the majority have tics to the workplace. Twenty-three 
million “ working poor” have jobs or are dependents of 
workers.

o Almost one third o f  uninsured employees work for em­
ployers who do not offer insurance. More than one-third o f  
uninsured workers do not participate in their employer’s 
health insurance plan even i f  they are eligible. Approxi­
mately one-third o f uninsured workers do not qualify for 
their employer’s health plans.1 

o Underinsured people are those who cannot pay for their 
share o f insurance deductibles or copayments or for medi­
cal care not covered by their insurance policies. Fifty 
million Americans are covered only part o f the year, and 
millions more are covered by inadequate plans for cata­
strophic illness or accident. Nearly every health care con­
sumer has the potential o f  facing medical expenses for 
which he or she cannot pay because insurance policies gen­
erally have a cap on expenditures, 

o The uninsurable or “ high risk” population consists o f an 
estimated one to two million people with high health risks, 
such as heart disease, diabetes, or acquired immunodefi­
ciency syndrome (AIDS). Many are refused health insur­
ance coverage and others cannot afford to purchase an 
individual policy, which usually is offered for a much 
higher premium, 

o Researchers believe that the uninsurable population is 
growing and attribute the increase to the following factors: 
insurers arc adopting more restrictive health insurance 
standards due to an increasingly competitive insurance 
market; not as many employers are providing health insur­
ance benefits because of escalating costs; and advances in 
technology enable insurers to identify people who have po­
tentially costly illnesses, 

o Others presumably can pay for their care but do not. For 
example, some people who have insurance do not pay their 
deductible or copayment amount. It is unclear how many 
insured people have difficulty paying these costs.
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o Seventeen percent, representing 9.5 million women of 
child-bearing age (15 to 44), have no private or public 
health insurance.2 Researchers have concluded that 9 per­
cent of women who have private insurance have policies 
that provide inadequate coverage for maternity care.3 

o Between the ages of 15 and 44, women’s need for health 
services is substantially higher than m en’s because o f re­
productive health needs, including perinatal care and con­
traception. Furthermore, the reproductive years are the 
time period when women’s health most affects society as 
a whole, by determining the health of the next generation.

0 Burdens of inadequate and incomplete insurance coverage 
weigh heavily on minority women. A disproportionate 
burden o f illness falls on ethnic minorities, especially 
African-American women, giving rise to a greater need for 
health care.

Among the factors contributing to the growth in the un­
insured population are the following: a smaller percentage of 
poor people are covered by Medicaid, because states have 
limited eligibility over the years to help control costs; most 
new jobs in the pust 10 years are in the service sector, where 
employees are less likely to be covered by health insurance; 
and work-based dependent coverage appears to be declining. 
For this reason many state initiatives focus on expanding 
work-based insurance coverage, either by giving employers 
incentives or by requiring them to make insurance available.

1 Irene Fraser, Promoting Health Insurance in the Workplace: 
State and Local Initiatives to Increase Private Coverage 
(Chicago: American Hospital Association, 1988).
2 Kay Johnson, Director, Health Division, Children’s De­
fense Fund, quoted in Hunger Action Forum, Vol. 2, No. 8, 
August 1989.
3 Paula Bravcman, MD, et al., "Women Without Health 
Insurance: Links Between Access, Poverty, Ethnicity, and 
Health," The Western Journal of Medicine, 1988 Decem­
ber: 149: 708-11.

FINANCING INSURANCE COVERAGE

"/t major reason why so many people lack health insur­
ance is that state government regulations are increasing 
the costs o f insurance and pricing millions o f  people out 
o f the marketfor insurance. Freedom o f choice in health 
insurance means being able to buy a health insurance 
policy tailored to individual and family needs. This is a 
freedom that is rapidly vanishing from, the health insur­
ance marketplace.” .John > ’ Goodman and Gerald L. 
M usgruw . Freedom  of Choice in Health Insurance, 
National C enter for Policy Analysis

•; ' . • ' ••»■■■• ... '• •
All 50 states have mandated benefitlaws which typically 

require employers that offer group health plans to include 
specific benefits. During the past 20 years, states across the 
U.S. have imposed nearly 700 o f these mandates. This 
approach has become increasingly more controversial when 
employers are mandated to provide insurance coverage. The 
National Center for Policy Analysis estimated that in 1986, 
between 14 percent and 25 percent, or 5.2 million to 9.3 
million of the people without health insurance, had no 
insurance because state governments imposed special inter­
est regulations that mandated expensive coverage.

States are struggling with the financial realities of health 
care mandates. States are not always in  a financial position 
to respond to urgent health care needs. The vagaries of 
funding a multitude o f state programs sometimes require 
states to mandate employer-based expansions of health care 
services. Financing programs at times is simply beyond the 
capabilities o f current state budgets. However, employer- 
based mandates are not the only alternative available, a 
variety of state approaches are presented below:

o One approach to insuring the employed uninsured popula­
tion is to expand the number of employers who offer health 
benefits.

o Another approach is to develop mechanisms that enable 
employees who cannot afford their share of the premium 
for work-based insurance, especially for dependents, to 
purchase insurance at affordable rates, 

o Unemployed uninsured people also may benefit from pro­
grams that enable more workers to purchase insurance, if 
they are allowed to participate, 

o The problems facing the undcrinsured may require insur­
ance policies to provide coverage for more services, such 
as mental health benefits, mammography screenings, and 
maternity care, 

o Another approach is to exempt certain covered services 
from cost-sharing requirements.

In 1990 many states will consider these approaches as 
well as state risk pools for the one to two million Americans 
deemed uninsurable.

o At least 15 states have insurance risk share pools to help 
provide access to insurance for high risk individuals who 
otherwise would have trouble obtaining coverage, 

o The costs to risk pool participants are usually 25 to 50 
percent higher than premiums paid by persons with private 
insurance.

o Even with the high contributions paid by covered people, 
risk pool programs must be subsidized to cover their costs.

State legislatures and the federal government are con­
sidering a variety of other financing mechanisms. Alterna­
tives include using funds from general revenues, changing 
the estate and gift tax laws, increasing tobacco and alcohol 
taxes, creating tax incentives for expanding health coverage, 
enacting state risk pool arrangements, mandating benefits, 
and Medicaid expansions.

T
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physicians, nurses, and health centers); health consumers; 
business; insurers; and state organizations.

A comprehensive solution to the problem of medical 
indigence is the goal. Georgia has one of the highest infant 
mortality rates in the United States. Eighteen percent of the 
population underage 65 is uninsured, including 55 percent of 
families with income between 50 and 100 percent of the

W HOSE RESPONSIBILITY?

STATE

State governments are faced with increasing health care 
costs for the medically indigent and are underpressure to find 
more adequate and equitable means to finance health care.more adequate 
The following state examples illustrate the innovative ways 
in which states address these issues:

COLORADO

The Colorado Health Care Access Act (HB 1034) was 
introduced by Representative Carol Taylot-Little and Sena­
tor Sally Hopper in January of this year. The legislation, 
patterned after the 1989 Oregon Basic Services package, 
proposes to address the access problem in two ways: first, by 
guaranteeing basic health coverage for everyone with in­
comes under the federal poverty line and committing not to 
reduce eligibility or provider payment due to budget con­
straints; and second, by giving small employers a tax incen­
tive to provide health insurance for their employees, a 
strategy intended to help the working poor. The act would 
add as many as 170,000 Coloradans with incomes below the 
federal poverty line to the expanded Medicaid program, 
many of whom would be children. Up to 245,000 Colorado 
workers and their families in thousands of small firms also 
are expected to benefit.

Under the proposal, an independent, objective commis­
sion comprised of health care providers, consumers, and 
experts in health care financing, delivery, and ethics would 
develop a list of health care services in order of priority, 
according to the benefits and costs of each service. The 
proposal requires the commission to consult with the Joint 
Review Committee for the Medically Indigent, the Joint 
Budget Committee, and the House and Senate health com­
mittees.

Sponsors of the legislation hope to benefit business in 
three ways: by giving small employers access to low-cost 
health insurance through a state pool; by providing a tax 
credit to small employers who purchase insurance through 
the pool; and by giving all employers valuable information 
on the effectiveness and appropriateness of services priori­
tized by the commission, which employers can use in design­
ing more cost-effective benefit package®, thus helping them 
to control costs.

GEORGIA

In 1989 Representative E.M. Childers, chair of the 
House Health and Ecology Committee, authored a resolution 
in the Georgia General Assembly creating the Access to 
Health Care Commission (1989 Georgia Laws, p. 1749, HR 
162). The commission is charged with studying factors that 
limit access to health care in Georgia and making recommen­
dations concerning programs and policies to improve access 
inthcstatc. The commission is composed of 30 ~ ambers: yx 
representing the state General Assembly (health, insurance, 
and appropriations committees); health providers (hospitals

with income between 50 and 100 percent of the 
federal poverty level. O f particular concern are the following 
rural health issues: 40 percent o f the state’s population arc 
located in rural areas; 50 percent of the population aged 65 
and above are located in rural areas; and problems exist with 
the financial instability of the state’s rural hospitals.

INDIANA

Legislation enacted in 1989 (1989 Indiana Acts, P.L. 
327, SEA 385) established a Commission on State Health 
Policy. The commission is intended to improve the effective­
ness of programs financed by the state and the effectiveness 
and delivery of health care services in the state. A study and 
recommendations are to include research on access to health 
care, the cost of health care and its underlying factors, 
preventive health care, and the role of healthy lifestyles. The 
act also creates a State Health Policy Advisory Committee to 
provide information and assist the commission in the per­
formance of its duties. The commission is to submit an 
interim report to the governor and the General Assembly 
before November 1,1990, and a final report before Novem­
ber 1,1991.

The Steering Committee on Health Care for the Medi­
cally Undcrserved, a coalition of health care providers, busi­
ness, government, and consumer representatives, issued a 
report calling for state-supported demonstration projects to 
test private financing mechanisms for uninsured and under- 
insured residents. The projects are intended to help the stale 
develop an overall policy for financing the delivery of health 
care services to the working poor. The committee recom­
mended that tire state expand its Medicaid program to cover 
more women, children, and infants who cannot afford health 
care. It also recommended that the state study ways to 
develop other public programs to increase health coverage 
for the indigent.

MISSOURI

In December 1989, Representative Gail L. Chatficlo 
proposed sweeping legislation to create the Missouri Univer­
sal Health Assurance Plan (HB 1127). The sponsor empha­
sized that the intent of the legislation is to provide increased 
health care coverage to citizens who arc currently uninsured 
by restructuring the state’s financing mechanisms so that 
individuals, businesses, and providers of health care may all 
benefit. The proposed legislation would cover a range of 
options, including: mandatory employer coverage, direct 
state subsidies of individual premiums, and expansions of 
Medicaid. The basic premise behind the bill is to establish a 
Canadian style comprehensive health program with three 
gliding principles: universal access, cost containment, and 
quality assurance.
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The Canadian system mentioned above is perceived to 
have one of the best health care systems in the developed 
world. The model is best described as a single-payer public 
system providing affordable, universal coverage. Each prov­
ince has its own system, although all provinces conform to 
basic rules of universality and accessibility.

The Missouri plan is intended to replace the patchwork 
of private and public insurance with a single state insurance 
program for which everyone is eligible and within which 
every resident will have acctis to a basic package of health 
care services. The proposed plan would consolidate all of the 
money presently being paid by private companies and indi­
viduals, as well as the state, federal, and local governments 
into a single fund. Finally, the plan contains quality assur­
ance provisions for constant monitoring and improvement of 
the quality of care.

OTHER

Nearly 1.8 million residents of North Carolina either 
have no health insurance or inadequate coverage. A task 
force of the North Carolina Institute of Medicine has pro­
posed creation of a comprehensive health-benefits plan that 
would represent the minimum level of insurance coverage to 
which all citizens would have access. The plan wouldincludc 
comprehensive coverage for primary care, particularly pre­
ventive services, but would provide for only 10 days of 
inpatient care in order for the coverage to remain affordable. 
The gross cost of the plan would be $ 1.4 billion, out institute 
officials contend that the net cost would be much lower — 
about $700 million — because of savings resulting from 
reductions in cost shifting and out-of-pocket (Expenditures by 
the medically indigent

In W ashington state, a bill introduced late in 1989 
would create the Universal Health Access Prr igram, based on 
the Canadian health care system. Nearly 7C0,000 people — 
15 percent of the population -  remain uninsured and unable 
to afford health services. Representative Dennis Braddock 
hopes that a universal health system will enable the state to 
combine and streamline the various health care programs 
currently operated by the state with a price tag of $3 billion 
a year.

FEDERAL

Federal proposals also have addressed the issue of how 
to better protect uninsured, underinsured, and uninsurable 
Americans.

The Pepper Commission, created by the now-repealed 
Medicare Catastrophic Coverage Act of 1988, is currently 
formulating recommendations on how to deal with the insur­
ance crisis, curb costs, and widen access to care. Among the 
issues being discussed are the following: implementation of 
employer-paid health insurance for workers and dependents 
coupled with a new payroll tax to buy coverage for those 
lacking insurance; creation of a single government agency 
empowered to set rates for Medicaid and Medicare; and 
expansion of Medicaid. The “ play or pay”  option already

has been embraced or proposed in some states, e.g., Massa­
chusetts, Colorado, Oregon, and Washington. However, 
critics fear it would hurt small firms and trigger unemploy­
ment.

The Social Security Advisory Council, a private sector 
panel studying the system, has until July 1990 to draft a 
report, with a final report on the health care system c.re to the 
Department of Health and Human Services by January 1901. 
The Council, unlike the Pepper Commission, has no congres­
sional mandate, and no major changes or restructuring arc 
expected to be suggested.

Congress has passed several initiatives to expand Medi­
caid coverage. The current trend is to expand Medicaid 
whereby states are able to address the health care needs of 
pregnant women, infants, and children in low-incomc fami­
lies. Forty-one states have raised Medicaid income eligibil­
ity to at least the full federal poverty level. Of these, ni nc have 
increased their eligibUity levels to the maximum allowed -- 
185 percent of federal poverty.

LABOR/BUSINESS

The U.S. Chamber of Commerce, the National Associa­
tion of Manufacturers, and other business groups are pushing 
for government action. Business representatives maintain 
that they “ have done all we can do" to manage health care 
costs. Employers realize that if  they do not insure workers 
they pay dearly. They subsidize the cost of care provided to 
workers whose employers do not provide health care. The 
issue of health care costs is one o f tire most bitterly fought at 
the bargaining table, e.g, “ Baby Bell”  contract, Piliston 
Co? Company strike.

Unions have played a major role in developing em­
ployer-based health care coverage for working families. 
Until recently, such coverage provided access to care for 
most working Americans and their families. But the health 
insurance system has evolved during the pastdecadc because 
of the shifting economy. Over the years, organized labor has 
fought to protect workers from increased health care costs. 
However, only 29 percent of employers today offer 100 
percent reimbursement for health care, compared with 53 
percent just five years ago. A growing number of workers arc 
no longer provided family coverage or cannot afford high 
monthly premium contributions to insure spouses and chil­
dren. Working families are now paying more for their health 
care, if they can afford to pay for it all.

In order to control skyrocketing costs, an AFL-CIO 
grassroots campaign seeks to develop a five-point national 
health care program that would: place a cap on all health care 
expenditures, assure all Americans access to basic health care 
services, invest in technology assessment, develop guides for 
physicians to consult in treating various conditions, and 
inform consumers about cost and quality of health care 
services by making materials available to all consumers. 
Federation President Lane Kirkland has stressed that the 
AFL-CIO’s objectives are to launch a “ combined federal- 
state program that will control health care inflation, require 
all businesses to do their fair share in providing health care 
protection to employees, provide coverage for the poor and 
unemployed, effectively monitor the quality of health care,
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and eliminate unnecessary procedures,

"Re:ills.of the ]9$7 National Medical Expenditure Sur­
vey in, Hone that many employees would prefer alterna­
tive* 10 costly,, hiph-option traditional insurance, a l­
though many employers do no offer them. Furthermore, 
employees seem willing to trade some reductions in 
deductibles and copayments fo r  additional protection 
against catastrophic medical expenses. But the appeal 
o f morc traditional high-option benefits, such as first- 
dollar coverage fo r  hospital stays, will lead many em­
ployees to choose the high-option plans, no matter how 
financial incentives are changed to favor low-option 
plans andIIM O s." Pam ela Farley Short and Amy K. 
Taylor, National Center for Health Services Research.

More Americans are paying more for their own health 
costs, according to the Employee Benefit Research Institute. 
Of 1,000 Americans surveyed, about 43 percent paid higher 
monthly premiums in the last two years; another 32 percent 
paid more for deductibles; and about 40 percent paid more co­
payments and depcndcnt-coverage costs. Critics argue that 
what we do not need are programs that are little more than 
“ band-aids,”  stop-gap measures that moderate the inequi­
ties individuals now experience in the distribution and pro­
vision of medical care in our nation.

The question remains, where will responsibility lie? 
Policymakers at both the state and federal level continue to 
stmggle with these issues. Is a national legislative solution 
the answer? Some argue that only a federal solution is equi­
table. On the other hand, federal proposals are often charac­
terized as preemptive o f state authority. States are wary of 
federal interventions that strip state flexibility and displace 
stale plans to deal with the problem. Are individual state so­
lutions the answer? States are in varying degrees o f Fiscal 
health. Many contend that piecemeal state solutions will fur­
ther hamper efforts at ‘ ‘universality. ’ ’ The debate continues, 
and states retain the authority to address their own needs and 
develop service systems designed to best respond to their 
unique circumstances.

ALTERNATIVE FUNDING SOURCES FOR CARE 
O F TH E M EDICALLY INDIGENT

Medical indigency issues continue to dominate health 
care agendas across the nation. Legislators feel pressure from 
a variety o f sources to address the problem, including health 
care advocates, business leaders, physicians, and hospitals, 
most notably public hospitals. The last few years have 
witnessed a shift in public policy approaches to meeting the 
needs of the medically indigent. The goal o f presenting state 
information in ProjectNoles has been toinfoim state legislators 
of these approaches.

A variety of approaches have been proposed and imple­
mented to help solve the problem and legislators are keenly 
aware that what works for one state may not be acceptable or 
feasible in another. Proven find promising strategics states 
have us :d to control health care costs while seeking alterna­
tive revenue sources to fund care for the medically indigent 
are highlighted in the April edition of ProjedNotes.

TECH N ICA L ASSISTANCE UPDATE

The Medical Indigency Project has sponsored state tech­
nical assistance programs in Alaska, Colorado, Kansas, 
Nevada, O klahom a, South Carolina, and Wisconsin. The 
April edition of ProjectNctes recaps these programs and tracks 
legislative activity surrounding the issue of mcdicai indi­
gency in the state since the program presentation.

1989 HEALTH CARE LEG ISLATION REVIEW

For further inform ation, contact: 
Shelda L. Harden, Policy Specialist 

NCSL Health Services Program 
1050 17th Street, Suite 2100 

Denver, Colorado 80265 
(303) 623-7800

The Health Services Program is currently compiling the 
seventh in  a scries of NCSL publications summarizing 
significant health care laws passed by the 50 states, com­
monwealths, and territories in 1989. ThesectiononM  .Teal 
Indigency will be previewed in the April edition of Pro- 

| jectNotes.
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The National Conference of State 
Legislatures (NCSL) has a strong commit­
ment to assisting state legislatures with a 
variety of medical indigency issues. NCSL 
is assembling a consortium of funders to 
address the problems of medical indigency. 
The Colorado Trust and American Col­
lege of Emergency Physicians are the first 
to support the Medical Indigency Project 
NCSL received a two-year grant from the 
Colorado Trust to assist state legislators in 
developing policies on health care for the 
medically indigent. The Colorado Trust is 
a private foundation established in 1985. 
Its primary mission is to promote and 
enhance the health and well-being of all 
people, particularly the citizens of Colo­
rado, The American College of Emer­
gency Physicians strives to provide a uni­
fying direction of purpose in the field of 
emergency medicine. The college pro­
vides information regarding the practice 
of emergency medicine and encourages 
training of emergency physicians, with the 
aim of improving emergency room care.

The project conducts on-site techni­
cal assistance, publishes periodic reports, 
and maintains an information clearing­
house on innovative state programs of care 
for the medically indigent. The project 
also will produce three newsletters on is­
sues concerning the medically indigent. 
ProjectNotes is the first in a series of reports 
on access to care, financing, and the qual­
ity of health care for the medically indi­
gent.

TECHNICAL ASSISTANCE
• :  . :

Technical assistance services offer 
legislatures programs tailored specifically 
to their state’s situation. Assistance in the 
past has included special workshops, assis­
tance with drafting legislation, and special 
testimony.

A number of states have exptesscd an 
interest in technical assistance for 1989 - 
1990 on a variety of topics related to the 
issue of medical indigency. Requests for 
technical assistance come from states with 
large medically indigent populations and 
states that have experienced a recent in­
crease in this group. Stales chosen to re­
ceive technical assistance are determined 
according to state need, issue area, poten­
tial impact on the legislative process, and 
legislative interest. If your state legislature 
is interested in more information on tech­
nical assistance programs concerning is­
sues affecting the mco .ally indigent, please 
contact project staff.

PUBLICATIONS

The Medical Indigency Project has 
produced a variety of publications and other 
information resources on major medical 
indigency health policy issues. One copy 
of each publication is provided upon re­
quest at no cost to stale legislators, legisla­
tive staff, and state legislative libraries. 
Please contact NCSL’s Book Order De­
partment at the number listed in 'he FYI 
section.

INFORMATION 
CLEARINGHOUSE

The Medical Indigency Project and 
other health projects have developed an 
extensive information clearinghouse on a 
variety of health topics. The information 
clearinghouse guarantees legislators and 
legislative staff a quick, reliable, and knowl­
edgeable source of information when re­
search reports and legislation are being 
formulated. NCSL’s Health Services 
Program fields over 1,000 information 
requests a year from legislative offices, 
health departments, other health care pro­
fessionals, and the media.

Requests cover a bead range of medical 
indigency topics, including: uncompen­
sated care, Medicaid eligibility and ex­
pansion, funding sources, health insurance 
regulation, risk pools, mandated health 
benefits, and state programs for the medi­
cally indigent. The resources of the Medi­
cal Indigency Project information clear­
inghouse may be accessed by contacting 
project staff.

MEETINGS 
AND SEMINARS

NCSL’s Annual Meeting and other 
seminars and conferences provide an op­
portunity to reach a large number of inter­
ested legislators. Huuth Loues are always 
among the most important sessions at these 
meetings and draw large audiences. Infor­
mation onupcoming workshops will be in­
cluded in future editions of ProjectNotes.
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The Arizona H ea lth  Care Cost Containment System i s  now in  i t s  e ig h th  |

y e a r  as  a M edicaid d em onstra t ion  p r o j e c t ,  and changes in  the  h e a l t h  care  

in d u s tr y  prom ise to  make i t  y e t  another year  o f  c h a l l e n g e s .  AHCCCS has  

a lr e a d y  dem onstrated  th a t  i t  c o s t s  l e s s  than t r a d i t i o n a l  M edicaid in  o th er  

s t a t e s  —  an independent s tu d y  by SRI I n t e r n a t i o n a l ,  a n a t i o n a l l y  known 

r e se a r c h  o r g a n iz a t io n ,  shows a s u b s t a n t ia l  c o s t  sa v in g s  ( s e e  Page 20) — and 

th a t  th e  p a r tn e r s h ip  betw een th e  p u b l ic  and p r iv a t e  s e c t o r s  i s  w orking. {a

The program began O ct. 1 ,  1982, and i s  now s e r v in g  a lm ost 290 ,000  needy  

A rizo n a n s ,  m o st ly  m others , c h i ld r e n  and e ld e r l y  p e r s o n s .  Among t h e s e  are  

11 ,4 1 7  p eo p le  who have q u a l i f i e d  fo r  s e r v i c e s  under the  Arizona Long Term Care 

System , a major new program fo r  th e  d e v e lo p m e n ta lly  d i s a b le d ,  e ld e r l y  and |

p h y s i c a l l y  d i s a b le d  t h a t  s t a r t e d  in  January 1989. I

BACKGROUND

B efore  1982 , Arizona was the  o n ly  s t a t e  n o t  p a r t i c i p a t i n g  in  the  

f e d e r a l  M edicaid program, which began i n  th e  m id-1960s .  S in c e  1864, h e a l t h  

care  fo r  A r iz o n a ’s  low-incom e p o p u la t io n  was provided by the  c o u n t ie s  through  

county  h o s p i t a l s  and c l i n i c s ,  or through c o n tr a c te d  p r o v id e r s .

A s ta t e w id e  county  government f i s c a l  c r i s i s  in  1 9 8 0 -8 1 ,  due in  p art  to



e s c a l a t in g  h e a l t h  care  c o s t s  and a new law th a t  l im i t e d  county budget  

i n c r e a s e s ,  com pelled  th e  L e g i s la t u r e  to  propose a M edicaid d em on stra t ion  

p r o j e c t  funded by f e d e r a l ,  s t a t e  and county governments.

In  th e  s p r in g  o f  1982, AHCCCS was approved as a t h r e e -y e a r  

d em on stra t ion  p r o j e c t  (under S e c t io n  1115 o f  the S o c i a l  S e c u r i t y  A ct)  by the  

H ea lth  Care F inancing  A d m in is tr a t io n ,  th e  f e d e r a l  agency th a t  o v e r se e s  th e  

program. AHCCCS o f f i c i a l l y  began O ct. 1 ,  1982. HCFA h a s  s i n c e  g iv e n  th e  

program rep ea ted  e x te n s io n s  to  con t in u e  o p era tin g  and r e c e i v in g  f e d e r a l  funds  

as a d em on stra t ion  p r o j e c t .  In l a t e  November 1988, HCFA approved a f i v e - y e a r  

e x te n s io n  u n t i l  1993. A rizona, on the  o th er  hand, gave AHCCCS permanent 

s t a t u s  in  1987.

The g o a l  o f  th e  AHCCCS p r o j e c t  was to  deve lop  and t e s t  a new d e l iv e r y

and payment system  fo r  p rov id in g  h e a l t h  care  s e r v i c e s ,  f a c i l i t a t e  c o s t

conta inm ent,  improve p a t i e n t  a c c e s s  and, a t  the  same t im e ,  encourage q u a l i t y  

care and e f f i c i e n t  trea tm en t .

The o r i g i n a l  program d e s ig n  c a l l e d  fo r  a p r iv a t e  c o n tr a c to r  to  s e r v e  as  

the d a y - to -d a y  a d m in is t r a to r .  The a d m in is t r a t o r 's  r e s p o n s i b i l i t i e s  in c lu d ed  

enro llm en t f u n c t i o n s ,  h e a l t h  p lan  o v e r s ig h t ,  a u d it  and com pliance f u n c t io n s ,  

c la im s p r o c e s s in g ,  m ed ica l q u a l i t y  a ssu ran ce , and g r ie v a n c e  and a p p e a ls .

The program was implemented w ith  very  l i t t l e  t im e fo r  p la n n in g  and

developm ent. V i r t u a l l y  every  review  o f  the e a r ly  y e a r s  o f  AHCCCS c i t e s  an 

inadequate  amount o f  tim e fo r  p la n n in g .

During i t s  f i r s t  18 months the program was b e s e t  w ith  a number o f  

a d m in is t r a t iv e  and budgetary problems, which r e s u l t e d  w i th  th e  te r m in a t io n  o f  

the p r iv a te  a d m in is t r a t o r 's  c o n tr a c t  l e s s  than ha lfw ay  through the  term.

There was a tremendous amount o f  n e g a t iv e  p r e s s  about th e  program, r e s u l t i n g



in  a la c k  o f  c o n f id e n c e  by e l e c t e d  o f f i c i a l s ,  the  m ed ica l  community and the  

p u b lic  a t  l a r g e .

A f te r  h a v in g  r e c e iv e d  a n o t i c e  o f  c o n tr a c t  t e r m in a t io n  from th e  p r iv a te  

a d m in is tr a to r  in  March 1984 , th e  s t a t e  assumed the  a d m in is t r a t io n  o f  the  

program. A ta s k  f o r c e  was appo in ted  to  manage the  t r a n s i t i o n  from th e  p r iv a t e  

s e c t o r  to  th e  s t a t e .

W ith in  30 d a y s ,  th e  s t a t e  s u c c e s s f u l l y  took over the  o p e r a t io n .  I t  

h ir e d  150 em p loyees ,  t r a n s f e r r e d  th e  p r iv a t e  a d m in is t r a t o r ' s  computer so ftw a re  

system  to  s t a t e  com puters , and brought o n - l i n e  a new computer c e n t e r .

The AHCCCS program was m o b il iz e d  to  assume a s t r o n g ,  r e g u la to r y  

p o s i t i o n .  New c h a l l e n g e s  in c lu d ed :

—  Perform ing f i n a n c i a l  and c o n t r a c t u a l  com pliance  r e v ie w s  o f  19 

c o n tr a c t in g  h e a l t h  p la n s .

—  Q u a li ty  c o n t r o l  rev iew  o f  th e  county  e l i g i b i l i t y  s y s te m s .

—  M edical q u a l i t y - o f - c a r e  a u d i t s  o f  th e  h e a l t h  p la n s ,  some o f  the  most 

thorough m ed ica l r e v ie w s  o f  any M edicaid  program.

— I n c r e a se d  s t a f f i n g  fo r  th e  a u d i t s ,  com pliance and u t i l i z a t i o n  rev iew  

f u n c t io n s .

A f te r  the  s t a t e  assumed a d m in is t r a t io n  o f  th e  program, two h e a l t h  p lan  

c o n tr a c t s  were term in ated  due to  p lan  in s o lv e n c y  and an o th er  p lan  w ith  new 

management was s u c c e s s f u l l y  reorgan ized  under the f e d e r a l  bankruptcy  

s t a t u t e s .  AHCCCS was th e n ,  and remains to d a y ,  th e  o n ly  s ta t e w id e  prepaid  

Medicaid system  in  th e  country .



AHCCCS i s  funded by a com bination o f  s t a t e ,  county and f e d e r a l  

c o n t r i b u t i o n s .  The ch ar t  on Page 5 shows the  AHCCCS b ud gets  by revenue source  

s in c e  F i s c a l  Year 1 9 8 2 -8 3 .  B efore  FY 19 8 8 -8 9 ,  th e  p e r c en ta g e  o f  funds  

c o n tr ib u te d  by th e  s t a t e  continu ed  to  grow p a r t ly  because  o f  th e  a d d i t io n  o f  

the  C h i ld r e n 's  Care Program, which i s  100 p ercen t  s t a t e - f u n d e d .  Because the

c o u n t ie s '  c o n t r ib u t io n  i s  f ix e d  and the  f e d e r a l  governm ent's  r i s k - s h a r in g  i s
• *• «

l i m i t e d ,  th e  S t a t e  General Fund has absorbed a number o f  program c o s t  

i n c r e a s e s .  There have been in c r e a s e s  i n  the  f e d e r a l  p e r c en ta g e  over the p ast  

th r e e  y e a r s ,  which can be a t t r ib u t e d  to  two f a c t o r s .  F i r s t ,  the  AHCCCS 

A d m in is tr a t io n  h as  more a g g r e s s i v e ly  pursued more f e d e r a l  m atching funds.  

Second, more f e d e r a l  funds have become a v a i la b l e  as Congress has expanded 

f e d e r a l l y  matched e l i g i b i l i t y  under M edicaid fo r  more pregnant women and 

c h i ld r e n .

AHCCCS d i f f e r s  from t r a d i t i o n a l  M edicaid programs i n  t h a t  i t s  "match" 

o f  f e d e r a l  funds i s  in  th e  form o f  c a p i t a t io n  payments ( f i x e d  r a te s  based on 

AHCCCS p o p u la t io n  numbers) r a th e r  than b e in g  based on s e r v i c e s  rendered . The 

s t a t e  i s  c a p i t a t e d  by th e  f e d e r a l  government on a prepaid  b a s i s  per i t s  

S e c t io n  1115 w aiver  agreement fo r  th e  c a t e g o r i c a l l y  e l i g i b l e ,  and t h e r e f o r e  i t  

i s  at f i n a n c i a l  r i s k  fo r  c o n ta in in g  h e a l t h  care  c o s t s .

C a p t i t a t io n  r a t e s  were e s t a b l i s h e d  accord ing  to  a c t u a r i a l  e s t im a t e s  and 

r e p r ese n t  95 p e r c e n t  o f  the e s t im a te d  c o s t  o f  s e r v i c e s  t h a t  would have been  

provided under a i a e - f o r - s e r v i c e  arrangement. The a c t u a r i a l  s tu d y ,  conducted  

by A c tu a r ia l  R esearch  C orporation  ( c o n tr a c te d  by HCFA), was based on 

u t i l i z a t i o n  and c o s t  d a ta  o b ta in ed  from s e v e r a l  surrounding s t a t e s .  The

- 6 -



AHCCCS BUDGETS 
by f i s c a l  year

1982/83

1983/84

1984/85

1985/86

1986/87

1987/88

1988/89**

1989/90**

S t a t e

2 2 ,0 5 0

8 1 ,2 7 0

1 2 4 .621  

14 1 ,311

1 2 7 .622  

18 7 ,193  

24 5 ,2 1 6  

3 2 0 ,293

(000)

Federal

37 ,800

57 ,063

66,772

70 ,120

87 ,148

111,983

311,402

452 ,026

Other*

55 ,3 0 0

80 ,457

65 ,272

62 ,912

7 2 ,1 6 2

7 8 ,0 5 0

123 ,906

159 ,475

T ota l

115 ,150

218 ,790

256 ,664

274 ,343

287 ,132

377 ,226

680 ,524

931 ,794

* P r im a r i ly  county  funds

** I n c lu d e s  lon g  term care



amount paid  the s t a t e  has been based on the e s t im a te d  number o f  e n r o l l e e s  in  

each e l i g i b i l i t y  c a teg o ry  m u lt ip l i e d  by the r e s p e c t iv e  c a p i t a t i o n  r a t e .  

Q uarterly  adjustm ents are made f o r  the  a c tu a l  number o f  e n r o l l e e s .  Having  

e s ta b l i s h e d  the  c a p i t a t io n  r a t e ,  HCFA then pays th e  s t a t e  based  on a f e d e r a l  

matching r a te  o f  about 62 p ercen t  o f  th a t  r a t e .

The annual county  c o n t r ib u t io n s  for  th e  a c u te  care  p o r t io n  o f  th e  

program are f ix e d  by s t a t u t e  a t  50 percent o f  the l e s s e r  o f  what th e y  budgeted  

or spent on h e a l t h  care  in  FY 1980-81 which r e s u l t e d  i n  an annual  

c o n tr ib u t io n  o f  $ 6 3 ,0 7 3 ,4 7 6 .  A change was made t o  Pima C ounty's  c o n t r ib u t io n  

in  1986 based on a r e - e v a lu a t io n  o f  t h e ir  1980-81 in d ig e n t  h e a l t h  care  

expend itu res  by the  A u ditor  G eneral. The o n ly  change made t o  th e  s t a t u t o r y  

formula s in c e  th e  in c e p t io n  o f  th e  program a l s o  reduced Pima C ounty 's  

c o n tr ib u t io n .  That change to  the  county c o n t r ib u t io n  formula (p e r  Laws 1986,  

Chapter 380, S e c t io n  19) l im i t e d  the amount o f  county c o n t r i b u t i o n s  b eg in n in g  

w ith  FY 1987 to  33 p ercen t  o f  the  amount t h a t  AHCCCS expended in  t h a t  county  

for  FY 1984. That change a f f e c t e d  on ly  Pima County's  c o n t r i b u t i o n ,  which was 

reduced by $ 3 ,4 0 3 ,1 3 0  to  $ 1 2 ,7 3 7 ,2 2 4 .

The chart on Page 7 shows the h i s t o r y  o f  th e  c o u n t i e s '  annual  

c o n tr ib u t io n s  to  the acu te  care  AHCCCS program. The ch ar t  i l l u s t r a t e s  th a t  

w hile  the AHCCCS program has grown s i g n i f i c a n t l y ,  the  county  c o n t r ib u t io n  to  

acute care has a c t u a l l y  d e c r ea se d .

I t  i s  important to  n o te  th a t  the  s ta r tu p  o f  the long term care  program 

in  FY 1988-89 in c r e a s e d  th e  c o u n t ie s '  c o n t r ib u t io n  to  th e  program. The 

c o u n t ie s '  c o n t r ib u t io n  i s  to  cover  the e n t ir e  l o c a l  share  o f  the  lo n g  term 

care program c o s t s  fo r  the e ld e r l y  and the p h y s i c a l l y  d i s a b l e d .  However, as  

d iscu sse d  l a t e r ,  the c o u n t ie s '  c o n tr ib u t io n  to  lo n g  term c a re  was capped



ANNUAL COUNTRY CONTRIBUTIONS 
TO AHCCCS ACUTE CARE PROGRAM

FY 84 
FY 85 FY 86

FY 87 
FY 88 
FY 89 
FY 90

CONTRIBUTION CONTRIBUTION CONTRIBUTION

APACHE $ 262 ,476 $ 262 ,476 $ 262 ,476

COCHISE 2 ,1 6 1 ,2 0 0 2 ,1 6 1 ,2 0 0 2 ,1 6 1 ,2 0 0

COCONINO 724 ,956 724 ,956 7 2 4 ,956

GILA 1 ,3 7 9 ,2 8 0 1 ,3 7 9 ,2 8 0 1 ,3 7 9 ,2 8 0

GRAHAM 5 2 3 ,044 523 ,044 523 ,044

GREENLEE 186 ,108 186,108 186 ,106

LA PAZ 2 0 7 ,000 207 ,000 207 ,000

MARICOPA 3 2 ,9 3 3 ,0 7 6 3 2 ,9 3 3 ,0 7 6 3 2 ,9 3 3 ,0 7 6

MOHAVE 1 ,2 0 7 ,9 5 6 1 ,2 0 7 ,9 5 6 1 ,2 0 7 ,9 5 6

NAVAJO 3 0 2 ,964 302 ,964 302 ,964

PIMA 1 7 ,3 7 8 ,1 1 2 1 6 ,1 4 0 ,3 5 7 1 2 ,7 3 7 ,2 2 4

PINAL 2 ,6 4 9 ,7 5 6 2 ,6 4 9 ,7 5 6 2 ,6 4 9 ,7 5 6

SANTA CRUZ 4 7 1 ,288 471 ,288 471 ,288

YAVAPAI 1 ,3 9 3 ,2 6 0 1 ,3 9 3 ,2 6 0 1 ,3 9 3 ,2 6 0



a ccord ing  to  s t a t u t e  fo r  the  f i r s t  two y e a r s  o f  th e  program. The L e g i s la t u r e  

must now r e -a d d r e ss  the  c o u n t ie s '  funding o f  M edicaid lon g  terra c a r e .

ELIGIBILITY GROUPS

AHCCCS p r o v id e s  s e r v i c e s  to  s e v e r a l  d i f f e r e n t  groups o f  p e o p le .  These  

in c lu d e  c a t e g o r i c a l s  and the M ed ica lly  N eedy /M ed ica lly  I n d ig e n t ,  C a t e g o r ic ^ ls  

are th o se  peop le  who e n ter  AHCCCS through a program fo r  which f e d e r a l  m atching  

funds are a v a i l a b l e .  Examples are persons  who are r e c e iv in g  Aid to  F a m il ie s  

w ith  Dependant C h ildren  (through the  Department o f  Economic S e c u r i t y )  or  

Supplem ental S e c u r i t y  Income (through  th e  S o c i a l  S e c u r i t y  A d m in is t r a t io n ) .  

Other e l i g i b l e  groups th a t  are d e f in e d  by Arizona s t a t u t e  o n ly  — such as  th e  

M ed ica l ly  N eed y /M ed ica lly  In d ig e n t  who come t o  AHCCCS through the c o u n t ie s  —  

r e c e iv e  no f e d e r a l  matching funds. A ch art  showing the  income l e v e l s  fo r  each  

e l i g i b i l i t y  group can be found in  Appendix A.

E l i g i b i l i t y  groups are b r i e f l y  d e s c r ib e d  below:

1 . C a t e g o r ic a l ly  e l i g i b l e

By f e d e r a l  law , th e se  groups must be covered  by AHCCCS. A person  may 

q u a l i f y  fo r  AHCCCS b e n e f i t s  through the  Aid to  F a m il ie s  w ith  Dependent 

C hildren  (AFDC) program, through the  AFDC-related M edical A s s i s t a n c e  Only 

(MAO) group, or through the Supplem ental S e c u r i t y  Income (S S I)  program and 

S S I - r e la t e d  MAO groups. Federa l r e g u la t io n s  d e f in e  t h e s e  groups. The Arizona  

Department o f  Economic S e c u r i ty  (DES) perform s e l i g i b i l i t y  d e te r m in a t io n s  for  

AFDC-related a p p l i c a t i o n s .  The S o c ia l  S e c u r i t y  A d m in is tr a t io n ,  a f e d e r a l  

agency, performs e l i g i b l i l i t y  d e ter m in a t io n s  for th e  aged , b l in d  and d i s a b le d
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ELISABETH KERSTEN 

EKsgd

n o e  i  STREET • SUITE 6SO • SACRAMENTO CALIFORNIA 95814 • (91S) 445-172?

SF.NATE OFFICE OF RESEARCH

EhsaOtth K Kt'titn. OtKio

March 9, 1990 

Dear Friend:

Over 5 B i l l i o n  persons in California d o  n o t :  have health Insurance 
and consequently face liaited access t o  health care services.

Lack of health insurance and lack of access to health care are 
growing problems for California. Between 1979 and 1986 the 
number of persons without health insurance increased by SO 
percent. Due to current population and immigration trends, the 
number is likely in excess of 6 million today. Especially 
vulnerable ara low income working and nonworking persons, 
children, and minorities.

I
As a group, the uninsured frequently forego necessary medical 

• treatment for economic reasons; often the only route to medical 
care is via the emergency room where the costs of intervention 
are high and overcrowding problems severe.

The 1989*90 Session is likely to see a number of legislative 
proposals for expanding access to health for the uninsured.

To assist in the review of these proposals, SOR has produced the 
attached briefing paper, entitled "Expanding Access to Health 
Care for California's Uninsured Population". The report is 
designed to provide background on tne extent and nature of 
problems of lack of health insurance and uncompensated care and 
to outline options the Legislature has for responding. It is not 
designed to advocate any particular proposal or idea.

SOR welcomes your comments on the report and is available to 
provide further assistance in reviewing proposals for expanding 
access to health care. Peter Hansel is SOR's consultant on 
health care financing and health insurance issues and can be 
reached at (916) 445-1727 (ATSS 8-485-1727).
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_____ CExecutive Summary
In the  period since W or,d W ar II h ea lth  insurance has  become th e  p rim ary  m eans of 
access to h ea lth  care services for m ost Americans. C urren tly , over th ree-fourths of the 

U.S. population h a s  p riva te  h ea lth  insurance of some kind. M edicare and  M edicaid, 
public insurance program s designed to assis t elderly, disabled, and  low income persons, 
provide coverage for an  additional 8-10 percent of the  population.

H istorically, a  rela tively  sm all percentage of th e  population (10-15 percent) h a s  had  
n e ither p rivate  or public insurance coverage. G enerally, th is  residual population has 
relied on charity  care by providers and/or public h ea lth  safety  n e t p rogram s for access 
to necessary h ea lth  care and the  costs of providing th is  care have been  easily  absorbed 

by the  h ea lth  care delivery system .

Since the la te  1970s th e  num ber of persons w ithout e ith e r  p riv a te  h ea lth  in su rance  or 
eligibility for M edicaid has  risen  sharply. Between 1977 an d  1985, th e  percentage of 
Am ericans w ithou t p riva te  insurance or M edicaid or M edicare coverage increased  from 
13 to 17.6 percent, or 37 million A m ericans.1 In  C alifornia the  num ber of nonelderly 
persons w ithout e ith e r p riva te  health  insurance coverage or eligibility for M edi-Cal or 
M edicare increased  from 3.5 to 5.2 million persons betw een 1979 and  1986, a 50 p e r­

cent increase .2 G iven cu rren t population and im m igration  tren d s i t  is likely th a t  th e  

num ber of C alifornians w ithout hea lth  insurance has increased  to in  excess of 6 m illion 

persons.

The rise in  the nu m b er of un insured  Californians is p lacing severe dem ands on the 
s ta te ’s private and  public health  care delivery system , includ ing  rising  bu rdens of 
uncom pensated care and burdens on the county h ea lth  care safety  net. W ithout 
m easures to increase h ea lth  insurance availability  and  access to h ea lth  care services 

these im pacts will become increasingly severe in  fu tu re  years.

This issue b rie f exam ines the problem of the growing num ber of C alifornians w ithout 

health  insurance and  discusses options the s ta te  has for expanding  access to h ea lth  care 

for th is growing population.



The report:

Sum m arizes recen t d a ta  on the composition of the  u n in su red  population, 
recent tren d s  in  coverage, and  exam ines economic and  dem ographic changes 

th a t  are  con tribu ting  to the  rise in  the  num ber of un insured .

Exam ines im pacts associated w ith th e  grow th of the  u n in su red  population, in* 

eluding reduced access to health  care services by un insured  persons an d  declin­
ing h ea lth  s ta tu s  as a resu lt of lack of access, rap id  grow th of uncom pensated 
care expenditures of h ea lth  care providers, the  growing cost sh ift to p rivate  
payors of h ea lth  care, and  the  overburdening of th e  county h ea lth  care system , 
including grow ing backlogs for clinic, em ergency, an d  in p a tien t services.

P resen ts  a  varie ty  of options for expanding access to h e a lth  care by the  

un insu red  population, including com prehensive reform  proposals th a t  would 

change th e  m an n er in  which h ea lth  care is delivered to all persons in  th e  s ta te  
as well as  increm ental proposals ta rge ted  a t  segm ents of th e  un in su red  
population such a s  employees and  th e ir dependents. W here possible, the re ­

port references proposals adopted or being experim ented w ith  in  o th er sta tes.

In  addition, the rep o rt contains an  appexdix sum m arizing  m ajor pending  or recently  in ­

troduced proposals for expanding access to h ea lth  care services by u n in su red  persons 

including th e  H ea lth  and W elfare Agency’s proposal contained  in  its  rep o rt of the AB 

350 ta sk  force.
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Colorado's Indigent Care Progran

Background

In 1974, th e  S ta te  o f  Colorado I n i t i a t e d  a program to  fund h e a l t h  c a r e  
s e r v i c e s  to  C o lo ra d o 's  non-M edicaid poor. The program was o f f i c i a l l y  
a u th o r iz e d  by s t a t u t e  in  1983. The U n iv e r s i t y  o f  Colorado H ealth  S c ie n c e s  
Center has managed the program s in c e  J u ly  1982.

The I n d ig e n t  Care Program i s  com prised o f  f i v e  s e p a r a te  l i n e  Item  
a p p r o p r ia t io n s .  For f i s c a l  y e a r  1988-89 , the t o t a l  a p p r o p r ia t io n  o f  
$ 4 1 ,9 2 2 ,2 7 3  in c lu d e d :

Community M atern ity  Program 
Denver In d ig e n t  Care Program 
O u t-S ta te  I n d ig e n t  Care Program 
S p e c ia l t y  In d ig e n t  Care Program 
H ealth  S c ie n c e s  Center In d ig e n t  

Care Program

T ota l

$ 3 ,3 4 9 ,7 0 5  
1 6 ,0 5 9 ,4 9 6  

6 ,3 5 8 ,4 7 4  
1 ,3 8 9 ,0 7 8

1 4 ,2 6 5 ,5 2 0

$ 4 1 ,9 2 2 ,2 7 3

Providers

The O u t-S ta te  In d ig e n t  Care Program has r e c e iv e d  57 a p p l i c a t i o n s  f o r  
p a r t i c i p a t i o n  in  the 1983-89 program y e a r .  Of th e  57 p r o v id e r s ,  42 were  
h o s p i t a l s  and 15 were community c l i n i c s .  For th e  S p e c i a l t y  In d ig e n t  Care 
Program, 2 h o s p i t a l s  a p p l ie d .

P rov id ers  are  r e q u ire d ,  a t  a minimum, to  p rov id e  emergency c a r e  to  
in d ig e n t  p a t i e n t s  up to the c a p a c i t y  o f  t h e i r  p h y s i c a l ,  s t a f f ,  and f i n a n c i a l  
c a p a b i l i t i e s .

P atient E l ig ib i l i t y

The MI s t a t u t e  c l e a r l y  s t a g e s  t h a t  th e  program a s  e s t a b l i s h e d  f s  not an 
e n t i t l e m e n t  program. The m e d ic a l ly  in d ig e n t  p a t i e n t s  a c c e p t in g  s e r v i c e s  under  
t h i s  program a r e  s u b j e c t  to  l i m i t a t i o n s  and r e q u ire m en ts .

- 2 1 -

The MI s t a t u t e  e s t a b l i s h e s  th a t  Denver H ealth  and H o s p it a ls  i s  th e  
d e s ig n a te d  primary prov id er  fo r  h e a l th  ca re  fo r  Denver County r e s i d e n t s .  The 
s t a t u t e  fu r th e r  d e s ig n a te s  the H ealth  S c ie n c e s  Center as  th e  primary p r o v id e r  
for  non-Denver County r e s i d e n t s  w i th in  th e  Denver M e tr o p o l ita n  S t a t i s t i c a l  
a r e a .  The H ealth  S c ie n c e s  C enter , a d d i t i o n a l l y ,  i s  d e s ig n a te d  a s  the  
s p e c i a l t y  ca re  prov id er  where s e r v i c e s  may not be a v a i l a b l e  throughout the  
s t a t e .

By s t a t u t e ,  p r o v id e rs  must be l i c e n s e d  by th e  S t a te  Department o f  H ealth  
as a g e n e r a l  h o s p i t a l ,  a community c l i n i c ,  or  a m a te r n ity  h o s p i t a l .  H ealth  
Maintenance O r g a n iz a t io n s ,  i s s u e d  a c e r t i f i c a t e  o f  a u t h o r i t y ,  may a l s o  be 
p r o v id e rs  in  the  O u t-S ta te  and S p e c i a l t y  I n d ig e n t  Care Programs. To he 
e l i g i b l e  to  ap p ly  as a p r o v id e r ,  a p p l ic a n t  i n s t i t u t i o n s  must p rov id e  a t  l e a s t  
32 o f  t h e i r  annual c o s t s  a s  c h a r i t y  c a r e .  Open e n ro llm en t  fo r  th e  program 
o c c u r s  each  Spring p r io r  to  th e  S t a t e ' s  new f i s c a l  y e a r .



"

„  •

I t  i s  the r e s p o n s i b i l i t y  o f
e l i g i b i l i t y  undec the program and prov ide  th e  n e c e s s a r y  docum entation .
P a t ie n t s  e l i g i b l e  fo r  M edicaid do not q u a l i f y  under the MI program. Other 
th ir d  p a r ty  in su ra n ce  coverage  must be e x h a u s te d ,  p r io r  to  coverage  under the  
MI program.

To determ in e  a p a t i e n t ' s  e l i g i b i l i t y ,  each p r o v id e r  u s e s  the g u i d e l i n e s  
p u b lish ed  In the  1988-89 A b i l i t y - t o - P a y  Manual. The a b i l i t y - t o - p a y  formula  
c o n s id e r s  fa m ily  s i z e ,  income, a s s e t s ,  and l i a b i l i t i e s  to  determ ine an 
in d ig e n t  r a t i n g .

Services Covered

The s e r v i c e s  covered  vary by p rov id er  and are  e s t a b l i s h e d  as  part o f  the  
c o n tr a c tu a l  p r o c e s s .  A p r i o r i t y  i s  p laced  on emergency a c u te  care  s e r v i c e s .  
Although th e  MI s t a t u t e  has e s t a b l i s h e d  t a r g e t  p e r c e n ta g e s  fo r  u t i l i z a t i o n  o f  
i n p a t i e n t ,  o u t p a t i e n t ,  emergency and t r a n s p o r t a t io n  s e r v i c e s ,  th e se  
requirem ents  may be waived by the In d ig en t  Care Program A d m in is tr a t io n .

Provider Payment

For a l l  programs, w ith  the e x c e p t io n  o f  the Community M atern ity  Program, 
p rov id ers  a r e  paid on the  b a s i s  o f  p ercen tage  o f  c o s t s  w i th in  a p p r o p r ia t io n  
l i m i t a t i o n s .  The 1988-89 p r o je c te d  reimbursement r a te  f o r  O u t-S ta te  p r o v id e r s  
I s  29 .5 2  o f  c o s t s .

Reporting Requirements

P r o v id e r  h o s p i t a l s  and c l i n i c s  are  required  to  rep ort  p a t ie n t  and 
f i n a n c i a l  d a t a .  The i n s t r u c t io n s  on the  r e p o r t in g  requ irem en ts  are c o n ta in ed  
in  the 1988-89 Uniform Data R eporting  System Manual.

For fu r th e r  in fo r m a tio n  on th e  In d ig e n t  Care Program, c o n t a c t :

Ms. L au rie  Shroyer  
Manager, In d ig e n t  Care Program 
U n iv e r s i t y  o f  Colorado H ealth  

S c ie n c e s  Center  
4200 East 9th A v e . ,  Box A019 
Denver, Colorado 80262 
(3 0 3 )  393-2072
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SCOPE
(Shared Cost Option f o r  P r iv a te  Employers)

Purpose The purpose o f  SCOPE i s  t o  provide lo w - c o s t  nealt'n in su ra n ce  f o r  
employees o f  sm a ll  b u s i n e s s e s ,  many o f  whoa do n o t  now nave n e a l tn  
b e n e f i t s .

Sources o f  Punas The Robert Wood Johnson Foundation o f  P r in cetcr . .  l»ev
J e r se y ,  nas prov ided  grant funds under tn e  a u sp ic e s  o f  i t s  "Heaitn Care f o r  
tn e  Uninsured" Program f o r  tne  development o f  SCOPE. Tne Coicraac C rust , a 
Colorado p h i la n th r o p ic  fo u n d a t io n ,  has provided  matcr.ing funds f o r  tn e  
p r o j e c t ,  as  have The P ito n  Foundation and The H i l l  Foundation. Tne Denver 
Department o f  H ealth  and H o s p it a ls  i s  a l s o  p ro v id in g  matching supp ort  f o r  
tn e  p r o j e c t .  Tne in su ran ce  p la n ,  once deve lop ed , w i l l  be s e l f - s u p p o r t i n g .

P a r t ic ip a n t s  The SCOPE g r a n t ,  which was awarded t o  th e  Denver 
of H ealtn  and H o s p i t a l s ,  i s  e c o l l a b o r a t iv e  e f f o r t ;  trie o tn er  pa: 
e n t i t i e s  are  U n iv e r s i t y  H o s p i t a l ,  th e  Colorado B u s in e s s  Coa 
H ealth  and th e  Denver M edical S o c i e t y .

P r e v en t iv e  care w i l l  De f r e e ,  w h ile  a p n y s i c ia n ' s  o f f i c e  v i s i t  w i l l  r e c t  
a nominal copayment. I n p a t ie n t  h o s p i t a l  care  w i l l  r e q u ire  a r 

d e d u c t ib le  and c o in su ran ce  which, f o r  low-income p a t i e n t s ,  may be absc:  
by th e  S t a t e ’s  m ed ica l  in d ig e n c y  program. There w i l l  be l i m i t a t i o n s  
th e  p h y s ic ia n s  and h o s p i t a l s  whose s e r v i c e s  may be uned by p lan e n r o l l s  
The premium p r i c e  w i l l  be m odest, low er  thar. any e th e r  comprenensive nee 
pl a n  o f fe r e d  in  th e  Denver market. S p e c i f i c  in fo rm a tio n  on premium pric  
copayments and d e d u c t ib le s  and p a r t i c i p a t i n g  p r o v id e r s  w i l l  be a v a i la b le  
J u ly ,  1989.

P r o j e c t  Tasks The f i r s t  ta sk  was t o  determ ine th e  s i c e ,  com p osit ion  and 
l o c a t i o n  o f  th e  p o t e n t i a l  market f o r  low c o s t  h e a l t h  in su r a n c e ,  i. su rv ey  
o f  776 sm a ll  em ployers in  tn e  Denver m etr o p o l ita n  area was undertaken t c  
determ ine th e  e x t e n t  c f  in su ra n ce  coverage , tn e  c n a r a c t e n s t i c s  o f  
em ployees, and th e  l o c a t i o n  o f  th e  sm a ll  employer p o p u la t io n .  Tr.is has  
beer, in v a lu a b le  in  th e  p r o c e s s  c f  
p h y s ic ia n  and n o s p i t a l  p r o v id e r s .

b e n e f i t  d e s ig : p r i c i n g ,  and l o c a t i o n  c r

D e t a i l e d  b e n e f i t  d e s ig n ,  a c t u a r i a l  a n a l y s i s ,  and d e term in a tio n  c f  p r i c e s ,  
d e d u c t ib le s ,  end copayment l e v e l s  are  com p lete .

Development c f  a network o f  p a r t i c i p a t i n g  p h y s i c ia n s  and h o s p i t a l s  nas  
been comDleted.

The in su ran ce  package has been b id  t c  e x i s t i n g  in s u r e r s .  United S t a te s  
l i f e  Insurance Company i s  th e  u n d e r w r ite r .  The p lan  w i l l  be n arxeted  
tnrougr. agen ts  and c r o x er s  as w e l l  as  d i r e c t l y .

- 2 3 -
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USLIFE CARE 
S.C.O.P.E. PLAN OF BENEFITS

requires that insureds take full advantage of the convenience 
services or supplies are provided by a Participating Physician. Se

This plan 
treatment.

J cost savings which are afforded when medical 
Physician. See EXCEPTIONS below.

SCHED ULE OF BEN EFITS

Coinsurance:

Co-Paym en t

MEDICAL CARE MUST BE PROVIDED THROUGH A PARTICIPATING PHYSICIAN (S e e  Excep tions Be low )
Cash D eductib les : • $250 per person, per calendar year, (or hospital confinement in a Participating

Hospital (but not for Well Baby Care)
• $50 per person, per calendar year, for prescribed drugs obtained while not 
hospitalized
50%  of the first $5,000 of all covered charges. 100%  thereafter, EXCEPT as 
provided below.
• S I5 per visit at a physician's office or for a physician's visit at home for 
evaluations anc examinations, (but not for preventive care)

(an additional S15 co-payment will not be required if as a result of the 
visit you are referred by a participating physician to a lab or hospital for 
outpatient diagnostic tests)

after the payment of the co-payment the remaining covered charges will 
U  paid at 100%

benefits are paid as tor a sickness 
100%  of covered charges

100%  of the first S500 of covered charges before the cash deductible or co­
payment is satisfied
100%  of the covered charges for services shown on page 5

Pregnancy:
W ell Baby Care: 
(Routine Nursery Care)
A cc iden t

Preventive Care:

Maximum Benefit For Each Person 
While Insured * : • Unlimited for persons under age 70

• S50.000 for persons age 70 and over

EXCEPTIONS: Medical Care Provided By A Nonoarticipating Physician

•  Accident (In Se rv ice  A rea o r 100%  of the first S500 of covered charges
Out o f Se rv ice  A rea )

•  Hospital C on fin em en t If an insured person is admitted to a Participating Hospital by a Particioatmg
Physician, all expenses lor services provioeo by a Non-Participating Physician 
which are incurred in connection with that admission will De covered as if tney 
were provided toy a Participating Physician.

♦Limited benefits are payable for treatment of alcoholism , drug addiction and psychiatric disorders (see page 3)

PO-5-1 -25  - Page 1
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PARTICIPATING PHYSICIAN means a physician listed in the List of Participating Physicians, as periodically updated
; ' ' ■ I :■ - ; • ' ■ : .■ ! K v ,

PARTICIPATING HOSPITAL means a hospital listed in the List of Participating Hospitals, as periodically updated.

S,3les Ule pay calenoar yMr * " ,ha ,nsu,ea sa,,s"es lhe cash fleauc"0le

DEPENDENT means the employee's legal spouse, and each unmarried child who is under age 19 (or under age 25 if a full-time
student) and is supported by the employee. "Child" includes a stepchild or an adopted child.
SERVICE AREA means lhe geographical area served by all the participating physicians listed in the List ol Participating
Physicians and the List of Participating Hospitals.
FAMILY DEDUCTIBLE

In no event will the insured members of a family, in combination, have to satisfy more than 2 times the cash deductible for 
hospital confinement, shown on pag6 t.
BENEFITS FOR PERSONS ELIGIBLE FOR MEDICARE

The benefits to be paid by the group policy will be reduced by the amount of Medicare benefits to which the person is entitled.
United States Life will presume that a person is entitled to all Medicare benefits on the date he is eligible for them, even though 
he may not apoly for them on time.

For grouDS sub jec t to COBRA, this "ca rve -ou t" wording will not app ly .

PREGNANCY BENEFITS

Benefits for pregnancy, and complications of it. are provided to all insured persons on the same basis as those to be paid for a 
sicxness.
WELL BABY CARE

Charges incurred for routine nursery care of a child will be considered covered charges under the major medical benefit plan if:
• the child is born while the mother is insured, and
•  tne charges are incurred while the mother is hospitalized having been admitted or referred for admission by a participating 
physician.

CONTINUATION OF DEPENDENTS’ INSURANCE WITHOUT PREMIUM PAYMENT (SURVIVORS’ BENEFIT)
At the employee's death, the spouse may not be eligible to continue his or her medical insurance m accordance with state law, 
or he or she may choose not to do so even if they are eligible. In either case, insurance will be continued lor the spouse and 
depenaent children if they were insured for such benefits when the employee died. Premium payment is not required. 
Insurance will continue for up to 12 months, but will end on the date:
• the spouse remarries
•  t.'e child no longer qualifies as a dependent, or
• tne Employer's plan ends.

This benefit is not available to dependents who are eligible to continue their insurance under a COBRA continuation right.

Page 2
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The charges covered by the plan are those listed below. Any amount ol such charges which exceeds reasonable and customary 
cnarges will not be covered.

REASONABLE AND CUSTOMARY CHARGE means a charge not moie than the usual charge for medical treatment in the 
locality where it is received. The nature and severity of the injury or sickness involved will be taken into account.
Covered Charges Include Charges For:

• hospital room  and board , up to the hospital's highest charge  for a sem i-private room ; hospital serv ices and supp lies ; physic ian 's 
diagnosis, treatment and surgery; anesthesia and its adm inistration; private duty nursing (but not by a m em ber o f the insu red 's 
immediate fam ily o r househo ld ); p ro fessional ambulance serv ice  (up to S I 0 0 ); prescription drugs; physiotherapy ; x-ray and laD 
serv ices; artificial limbs or crutches.
• confinement in a conva lescent home, up to 50%  o f the am ount to be paid for hospita l room  and board , lim ited to 5 0  d ays fo r all 
confinements due to re lated causes.
• hospice care for the term inally ill with 6 months o r le ss  to live, including serv ices of reg istered nurses and hom e health aides, 
occupational, speech or respiratory therapy, medical soc ia l se rv ices, nutritional and fam ily unit counseling and resp ite  ca re ; for 
each 3 month period, benefits will be paid up to S 5 .00 0 . with a p e r d iem  maximum  o f S55, and up to S 5 00  fo r Dereavem ent 
support serv ices for the lam ily unit; the maximum benefit duration will be  9 months.
• home health care, including services of registered nurses and home health aides, occupational or sDeech tnerapy. medical 
social work and special meals and nutritional services: benefits will be paid up to 100 visits per calendar year.
Covered charges for treatment of alcoholism and drug addiction include:
1. charges incurred while hospitalized in a Participating Hospital for treatment, up to 4 5  days per calendar year.

2. charges incurred while not hospitalized, if made by:
• a Participating HosDital
• a facility licensed by the departm ent o f health to treat a lcoho lics/add ic ts
• a mental health facility approved as such by the departm ent o< institutions.
Benefits for item 2 will be paid up to S 5 00  per ca lendar year.

Covered charges for psychiatric treatment Include:

1. charges incurred while hospita lized in a Participating Hosp ita l, up to S 2 5 .0 0 0  for each  pe rson  while insured.

2. charges incurred while not hospita lized, if m ade by;
• a Participating Hospital
• a Participating Physician
• a com prehensive health care  service corporation
• a community mental health center o r mental health clinic app roved  by  the departm ent o f institutions.
Benefits for item 2  will be  paid up to S i .0 00  p e r calendar year.

PREAUTHORIZATION

The plan will pay the benefits described above for inpatient treatment of alcoholism , drug addiction and psychiatric treatment 
only if the insured person gets authorization from United States Life's designated utiliz?f,:-n review organization (URO ) prior to 
treatment.

LIMITED BENEFITS ARE PAYABLE FOR: -----

Dental care , treatment or su rgery , tem porom and ibu la r jo int dys functions (TM J), e ye  e xam s and cosm etic  treatment o r su rge ry .
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PRE-EXISTING CONDITION means an injury or sickness lor which a person:
•  incurred charges
» received medical treatment
• consulted a physician, or
• took prescription drugs
withm 3 months before he became insured under this plan.
No charges incurred lor a pre-existing condition will be considered covered charges under this plan until:
1. the person has not:
• incurred charges
• received medical treatment
• consulted a physician, or
• taken prescription drugs
lor such condition, or any complication of it. lor 3 continuous months, while insured:
2. the employee stays insured unoer this plan as a full-time employee lor 6 continuous months; or
3. the employee or aependent stays insured under this plan for 12 continuous months.
CHARGES NOT COVERED -
1. Charges to buy or rent:
• air conditioners
• air purifiers
• motorized transportation equipment
• escalators or elevators in private homes
• eye glass frames or lenses
• hearing aids
•  swimming pools or supplies for them
• general exercise equipment.
2. Charges incurred after a person's insurance ends, regardless of when the injury o r sickness occurred. However, major 
medical benefits may be provided as described in the BENEFITS AFTER INSURANCE ENDS provision.
3. Charges for a routine physical exam, except as provided on Page 5.
BENEFITS AFTER INSURANCE ENDS
If a person's insurance ends while he is totally disabled, benefits will be paid for covered charges if:
• they are incurred to treat the injury or sickness which caused the total disability
•  they are incurred within 12 months after insurance ends
• total disability is continuous from the day insurance ends to the day the charge is incurred, and
• the person is not covered for the total disability under another group plan.

GENERAL EXCLUSIONS FOR ALL MEDICAL CARE BENEFITS
No medical care benefits will be paid for treatment which:
• would be given free of charge if the person was not insured
• results from war or an act of war or intentional self-inflicted injury
• is lor a job-related injury or sickness for which a person is entitled to benefits from a workers' compensation or similar law.
The benefits to be paid by this plan will be coordinated with benefits to be paid by other group plans. . ■. i  .
PAYMENT FROM A THIRD PARTY
Medical benefits paid under the group policy must be returned to United States Life if the insured recovers from a third party for 
the same injury or sickness. No medical benefits will be paid under the group policy to an insured wno has receivea payment 
Irom a third party for past or future medical care as lhe result of the negligence or intentional act of a third party.
If an insured makes a claim for medical benefits under the group policy prior to receiving payment from a third party, he must 
agree to repay United States Life from any payment received from a third party to the extent of the benefits paid by Unneo 
States Life.
Repayment is required regardless of whether the payment received from the third party is the result of a legal juogment. an 
arbitration award, a compromise settlement, or any other arrangement.
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