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Exhibit 4
A l a s k a  E m p l o y m e n t  R a t e  a n d  T o t a l  E a r n i n g s  in  t h e 1 2  M o n t h s
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Source AJ.isKa Oeporlifijr* c1 Labor und 'Atx KJt3rr.fi DovM.:<rrrm, Resow ch artel Ar.aJys»5 Sod«on

EMPLOYMENT AND EARNINGS

Employment and earnings outcomes are measured using Alaska wage record information 
provided by employers on a quarterly basis for ail wage and salary worrers in the state.
Because some workers may be employed out of state, these figures should be viewed as 
conservative measures of the employment and earnings of program participants

Because STEP participants generally have a good work history at the time of enrollment, the 
pre-training and pcst-training performance comparisons may not look as dramatic as those for 
other training programs. In FY06, in post-training employment was identical to the 12 months 
prior to entering the program (1,6*19). The post training employment rate in the year following 
exit for FY06 participants was over 94%,

One measure of STEP'S success is the wage recovery, or the ability of STEP participants who 
finish the program to earn wages comparable to oi higher than those earned before entering 
STEP. Total and median earnings increased dramatically when comparing the year prior to 
training with the year following exit from the program. Total Alaska wage and salary earnings 
for FY06 participants in the year following exit from the program were approximately S71.3 
million (see Exhibit 4), an increase of over 35% over the comparable pre-training period while 
median total earnings increased by 47.3%.

Average earnings per worker in the year following exit were 543,217 versus $40,674 in FY05. 
The increase in pre-tra,ning to post-training earnings occurred despite nr overall increase in 
employment Once again, construction had by far the most employment with natural resources, 
mining, and agriculture second and trade, transportation and utilities third. Only one industry 
sector with over 30 training participants had an employment percentage change in double digits 
(health care and social assistance - 18.2%). All other industry sectors had post-training 
employment percentage changes in single digits In FY06, the industries with large increases in

STEP Annual Report 2006 Participants
Page 7



a v e r a g e  a n n u a l  e a r n i n g s  i n c l u d e d  l e i s u r e  a n d  h o s p i t a l i t y ;  n a t u r a l  r e s o u r c e s ,  m i n i n g ,  a n d  
a g r i c u l t u r e ;  p r o f e s s i o n a l  a n d  b u s i n e s s  s e r v i c e s ,  a n d  h e a l t h  c a r e  a n d  s o c i a l  a s s i s t a n c e .

P E R F O R M A N C E  V A R I E S  B Y  T Y P E  O F  P A R T I C I P A N T

A p p r o x i m a t e l y  5 3 %  o f  S T E P  p a r t i c i p a n t s  w e r e  e l i g i b l e  f o r  t h e  p r o g r a m  d u e  t o  u n e m p l o y m e n t  a t  
t i m e  o f  r e g i s t r a t i o n  a n d  e v e r  3 6 %  o f  t h o s e  u n e m p l o y e d  h a d  a c t u a l l y  e x h a u s t e d  t h e i r  
u n e m p l o y m e n t  b e n e f i t s  b y  t h e  t i m e  t h e y  h a d  r e g i s t e r e d  T h e  r e m a i n d e r  o f  p a r t i c i p a n t s  w e r e  
e l i g i b l e  f o r  t h e  p r o g r a m  b e c a u s e  o f  p o t e n t i a l  r e d u c t i o n s  i n  f o r c e ,  c h a n g i n g  j o b  s k i l l  r e q u i r e m e n t s ,  
e l i m i n a t i o n  o f  j o b ,  d e p e n d e n c e  o n  s e a s o n a l  w o r k ,  l o w  p a y ,  a n d / o r  u n d e r e m p l o y m e n t  ( s e e  
E x h i b i t  5 ) .

T h e  g r e a t e s t  p e r c e n t a g e  i m p r o v e m e n t  i n  a v e r a g e  a n d  t o t a l  e a r n i n g s ,  i n  t h e  y e a r  a f t e r  e x i t  f r o m  
S T E P  w h e n  c o m p a r e d  w i t h  e a r n i n g s  i n  t h e  y e a r  p r i o r  t o  e n r o l l m e n t ,  w a s  f o r  t h o s e  p a r t i c i p a n t s  
t h a t  h a d  e x h a u s t e d  t h e i r  u n e m p l o y m e n t  b e n e f i t s .  T h i s  i s  n o t  s u r p r i s i n g  g i v e n  t h a t  p a r t i c i p a n t s  
w i t h  a  l o n g e r  s p e l l  o f  p r e - t r a i n i n g  u n e m p l o y m e n t  w o u l d  h a v e  f e w e r  e a r n i n g s  p r i o r  t o  e n r o l l m e n t  
a n d  w o u l d  s h o w  t h e  g r e a t e s t  p o s t - t r a i n i n g  i m p r o v e m e n t .

B y  f ar ,  t h e  h i g h e s t  a v e r a g e  p o s t - t r a i n i n g  e a r n i n g s  w e r e  r e c e i v e d  b y  p a r t i c i p a n t s  t h a t  l o s t  t h e i r  
j o b s  d u e  t o  R e d u c t i o n  i n  F o r c e  ( $ 6 6 , 2 4 7 ) .  T h e  R e d u c t i o n  i n  F o r c e  c a t e g o r y  w a s  t h e  s e c o n d  
s m a l l e s t  w i t h  o n l y  3 0  p a r t i c i p a n t s .  T h e  s m a l l e s t  c a t e g o r y  o f  p a r t i c i p a n t s  w a s  o f  t h o s e  w h o  h a d  
t h e i r  j o b s  e l i m i n a t e d  ( 1 9 ) .  T h i s  g r o u p  h a d  t h e  s e c o n d  h i g h e s t  a v e r a g e  w a g e  f o l l o w i n g  t r a i n i n g  
( $ 4 8 , 9 2 4 ) ,  f o l l o w e d  c l o s e l y  b y  t h e  g r o u p  w i t h  t h e  h i g h e s t  e a r n i n g s  l a s t  y e a r  -  t h o s e  w h o  f a c e d  a  
c h a n g e  i n  t h e i r  j o b  s k i l l s  ( $ 4 7 , 6 2 1 ) .

Exhibit 5
E m p l o y m e n t  a n d  E a r n i n g s  o f  E x i t i n g  S T E P  P a r t i c i p a n t s  i n  F Y 0 6  

F o u r  Q u a r t e r s  B e f o r e  a n d  A f t e r  S T E P  T r a i n i n g  b y  P r o g r a m  E l i g i b i l i t y  C r i t e r i a

Number of 
P a rt ic ip an ts

N um be r
Emp loyed E a rn ing s  in Dolla rs

%
Change

In
EarningsBefore After Before After

All Exiting P a r t ic ip an ts 1 , 7 4 7 1 , 6 4 9 1 , 6 4 9 S 5 2 . 7 3 6 . 5 8 5 $ 7 1 , 2 6 4 , 5 3 2 3 5 . 1

Unemployed 9 2 7 8 7 5 8 7 7 2 7 , 9 0 5 , 3 2 3 3 8 . 5 8 2 , 8 8 3 3 8 . 3

E x h a u s t e d  U I  b e n e f i t s 3 3 7 2 9 5 3 1 5 7 . 6 0 0 , 1 8 5 1 2 , 7 0 4 , 0 9 2 6 2 . 9

R e c e i v i n a  U I  b e n e f i t s 5 9 0 5 8 0 5 6 2 2 0 . 1 0 5 . 1 3 8 2 5 . 8 7 8 , 7 9 1 2 8 . 7

E m p l o y e d 1 6 0 1 5 6 1 5 6 5 . 9 6 1 , 6 1 6 7 , 9 7 3 , 9 0 4 3 3  8

C h a n g e  i n  p b  sk i l l s 1 1 1 1 0 9 1 1 0 3 , 9 6 5 , 4 6 3 5 , 2 3 8 , 3 3 6 3 2 . 1
R e d u c t i o n  in w o r k e r s  b y  
e m p l o y e r  ( R I F ) 3 0 2 8 2 8 1 . 3 8 5 . 8 0 2 1 , 8 5 4 , 9 2 9 3 3 . 9

E l i m i n a t i o n  o f  j o b 1 9 1 9 1 8 6 1 0 , 3 5 1 8 8 0 , 6 3 9 4 4 . 3
Other-Inc lud ing s e a s o n a l ,  
low paid, u n d e rem p lo y ed . 6 6 0 6 1 8 6 1 6 1 8 . 8 6 9 , 6 4 6 2 4 , 7 0 7 , 7 4 5 3 0  9
Source A laska Departm ent of Labor and Worttlorce Deve lopment, R e se a rch  nno Analysis Section
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E M P L O Y M E N T  A N D  E A R N I N G S  B Y  D E M O G R A P H I C  C H A R A C T E R I S T I C

Just under 52% of FY06 exiting STEP participants were age 34 and younger The highest 
percentage average and total annual earnings gains were achieved by these younger workers 
(69.1% for participants under 25 years and 38.1% for 25-34), while the highest average 
earnings were obtained by those workers in the 45 to 54 age group. These experienced workers 
earned an average of $48,773 in the year following exit.

The lowest employment rate following exit was for black participants with 86.2%. The other 
racial groups all had post-training employment rates of at least 92.3%, with Asians (100%) and 
Hispanics (98.4%) leading. The highest post-training average annual earnings were achieved 
by White participants ($47,104). Hispanics had the second highest post-training average 
earnings ($41,183). Other groups were between $36,200 and $40,500 with the exception of 
Alaska Natives, who had average earnings of $33,060. Despite having the lowest average 
post-training earnings, Alaska Natives still had an increase of about $6,600 from FY05.

More than 82% of exiting STEP participants in FY06 was male. Males and females had an 
almost identical post-training employment rate (94.5% versus 93.8%), but females showed 
greater total and average earnings percentage gains when comparing the pre-training versus 
post-training four quarter period. Males earned an average of almost 52% more than females in 
the post-training period— males earned $45,924 versus $30,262 tor females

E xh ib it  6

F Y 0 6  E x i t in g  S T E P  P a r t i c i p a n t s  B y  A g e  a n d  G e n d e r

Female 
17 4%

Under 25 years 
24 7%

Over 54 years 
7.0%

45 tc 54 yeais 
19 9%

25 to 34 years 
27.2%

35 to 44 years 
21 1%

Male
32.6%

S n ir c o  A l t s t a  D e p d ' t t f i !  o l  L i b m  a n d  V U x K n c e  D < v . U \ r m .  R t  -  c h  . n J A r . ' J f n  S e c t r x i
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Exhibit 7
E m p l o y m e n t  a n d  E a r n i n g s  o f  E x i t i n g  

F o u r  Q u a r t e r s  B e f o r e  a n d  A 1

r

S T E P  P a r t i c i p a n t s  i n  F Y 0 6  

t e r  S T E P  T r a i n i n g

D e m o g r a p h i c
C h a r a c t e r i s t i c

N u m b e r  o f  
P a r t i c i p a n t s

N u m b e r
E m p l o y e d E a r n i n g s

%
C h a n g e

i n
E a r n i n g sB e f o r e A f t e r B e f o r e A f t e r

B y  A g e  G r o u p
Under 25 years 432 406 410 59 .1 54 ,249 515 .4 7 8 .0 5 5 69 .1
25 to 34 years 476 449 452 513 .848 .87 3 5 1 9 ,1 29 .5 5 4 38.1
35 lo  44 years 369 350 345 512 ,686 ,47 6 51 0 .2 3 4 ,3 6 5 28 .0
45 lo  54 years 347 331 330 513 ,098 ,41 2 5 1 6 .0 9 5 .2 2 0 22 .9
Over 54 years 123 113 111 53 ,9 48 ,576 5 4 ,3 2 7 ,3 3 7 9 .6
By Race*
While 1 ,233 1 ,170 1 .1GB 541 ,770 ,30 8 S5 fi.0 1 7 .379 31 .7
Black 58 48 50 S1 .223 .820 S1.832.66G 49  7
Hispanic 61 59 60 51 ,642 .212 5 2 ,4 7 0 .9 8 0 50 5
Asian 31 30 31 5B73.E04 S i . 2 4 7 .0 9 7 42  7
Hawaiian 13 13 12 5288 ,045 5-185,419 68  5
American Indian 72 69 67 S2 .051 .967 $> .426 ,635 18 3
A laska Native 44 5 418 418 59 .2 62 .205 513 ,819 ,33 1 49  2
By G ender
Male 1 .443 1,366 1.364 547 .0 73 ,5 1 6 50 .2 ,639 ,860 33 1
Female 304 283 235 S5 .663 .070 .‘ iB.624.G71 52 3
By Req ion
Anchorage/Mat-Su 1 ,228 1 .172 1,164 540 ,7 77 ,1 1 2 $ :.4 .6 6 5 ,0 9 5 3« 1
A laska Statewide 519 477 485 511 ,959 .47 4 516 .5 9 9 .4 3 7 35 1
’ N ote : Participants may report m ore than one race.
S ou rce : A laska Department o f Labor and W orkforce Development. R esearch  and Analysis Section

E M P L O Y M E N T  A N D  E A R N I N G S  B Y  P L A C E  O F  R E S I D E N C E

STEP participants come from all areas of the state and a wide variety of backgrounds, with 
virtually all STEP participants being Alaska residents as measured by PFD recipient status. 
Looking at performance by borough or census area, all but Aleutians East, Haines, and North 
Slope boroughs had post-training earnings gains. Anchorage and Fairbanks North Star 
boroughs had the largest number of participants and earnings gains were around average for 
the state. However, the areas with the highest percentage improvement in earnings (and more 
than 20 participants) included the Nome Census Area (52%), Juneau Borough (48.1%), and the 
Yukon-Koyukuk Census Area with 45.6%. The areas with the lowest post-training employment 
rates (and 20 or more participants) were Nome (85%), Kodiak Island (90.7%) and Southeast 
Fairbanks at 92,2%.
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Exhibit 8
Em ploym ent and Earnings o f  STEP Part ic ipan ts  in FY06 Four Q ua rte rs  B e fo re  and  A fte r

STEP by Place o f Residence

P lace o f R esid ence
N um ber o f 

Pa rtic ip an ts
Em p loym en t
P re -T ra in ing

Em p loym ent
Post-T ra in ing

Pre -T ra in ing
Earn ings

P os t-T ra in in g
E a rn in g s

%  C hange  
in E a rn in g s

Total 1 ,747 1 ,649 1,649 $ 5 2 ,7 3 6 ,5 8 5 $71 ,2 6 4 ,5 3 1 35 .1%
Aleutians Easl 5 5 5 N/D N/D -9 .1%
Aleutians W esl 2 2 2 N/D N/D 57 7%
Anchoraqe 419 390 396 $12 ,701 6 5 8 $17 ,4 4 3 ,3 5 1 .37  3%
Bethel 40 37 38 $ 6 6 6 ,2 6 5 $ 8 5 5  314 2 9 .9%
Bustol Bay 8 B 7 $14 0 ,8 8 9 3 2 2 5  7 49 6 0 .2%
Denali 9 9 9 $ 2 5 0 ,4 3 7 $ 4 4 8  388 79 0%
Dillingham 10 10 10 $77 ,6 1 7 S132  296 70 4%
Fairbanks North Star 4 1 3 394 392 $12 ,830 ,51 1 $17  1 33 .9 82 32 5%
Haines 4 4 *3 N/D N/D -17 2%.
Juneau 95 90 92 $ 3 ,1 9 1 ,3 8 9 $4 7 2 7 .4 8 4 48  1%
Kenai Peninsula 91 83 87 S2 .924 .B 02 $ 4 ,0 5 3 ,4 9 3 38 6%
Ketchikan Gateway 97 94 90 $ 3 ,0 2 3 ,1 7 9 $ 3 ,1 3 6 ,0 3 8 3 7%
Kodiak Island 43 42 39 $ 1 ,9 5 7 ,7 3 3 $ 2 ,3 9 1 ,0 8 0 22 1%,
Lake and Peninsula 19 16 18 $2 0 7 ,7 1 8 $59$ .034 183 4%
Mat-Su 217 210 207 $ 8 ,4 14 ,241 S1 1 .3 9 1 .4 3 9 25 5%
Nome 20 19 17 $ 2 7 3 ,2 4 7 $ 4 1 5 ,2 5 0 52 0%
North Slope 7 7 7 $ 1 8 3 ,2 8 5 $ 1 5 3  617 -16 2%
Northwest Arctic 4 3 4 N/D N/D 2 4 3 .1%
POW -Oule r Ketchikan 17 13 13 $ 3 0 2 ,5 8 8 $ 4 4 9 ,4 1 8 48  5° 5
Sitka 15 14 15 S3 16 139 5 4 1 8 .7 7 4 32 5%
Skaqway-Hoonah-Anqoon 6 6 5 $96 ,301 322 1 .7 2 1 130 .2%
Southeast Fairbanks 51 47 47 $ 1 ,4 7 3 ,7 5 5 S2 .0 4 2 .6 21 33 1%
Valdez-Cordova 32 32 30 $9 2 6 ,9 0 5 3 1 .2 1 3 .5 0 7 31 5%
W ade Hampton 45 A "i 43 $7 2 7 ,5 0 7 5 9 3 3 .8 2 6 29 .0%
Wranqell-Pelersburcj 14 14 14 $ 3 0 5 ,6 0 2 3 5 9 3 .4 7 2 92 2%
Yakutat 1 1 1 N/D N/D 21 1%
Yukon-Kovukuk 58 52 55 S I 212 .301 31 764  895 45 6%
Unknown 5 4 0 N/D N/D ■100 0%
N/D = Non disclosable data N/D data are included in the total
S ou rc e : A laska Department o f Labor and W ork fo rce  Development. Research  and Analysis Section

EMPLOYMENT AND EARNINGS BY INDUSTRY OF POST TRAINING EM PLO YM EN T

F i f t y - t h r e e  p e r c e n t  o f  S T E P  p a r t i c i p a n t s  e m p l o y e d  i n  t h e  y e a r  f o l l o w i n g  e x i t  f r o m  t h e  p r o g r a m  
w e r e  e m p l o y e d  i n  t h e  c o n s t r u c t i o n  i n d u s t r y .  O t h e r  m a j o r  e m p l o y i n g  i n d u s t r i e s  i n c l u d e d  n a t u r a l  
r e s o u r c e s ,  m i n i n g ,  a n d  a g r i c u l t u r e  a n d  a l s o  t r a d e ,  t r a n s p o r t a t i o n ,  a n d  u t i l i t i e s .  A l m o s t  6 0 %  o f  a l l  
e a r n i n g s  r e c e i v e d  b y  S T E P  p a r t i c i p a n t s  i n  t h e  y e a r  f o l l o w i n g  e x i t  f r o m  t h e  p r o g r a m  w e r e  
c o n s t r u c t i o n  i n d u s t r y  e a r n i n g s .

T h e  p e r c e n t a g e  i n c r e a s e  i n  t o t a l  e a r n i n g s  a f t e r  t r a i n i n g  v a r i e d  s i g n i f i c a n t l y  b y  i n d u s t r y  o f  p o s t ­
t r a i n i n g  e m p l o y e r .  W o r k e r s  t h a t  a c h i e v e d  t h e  h i g h e s t  p e r c e n t a g e  i n c r e a s e  i n  t o t a l  e a r n i n g s  o v e r
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the pre-training period were employed in leisure and hospitaliiy (106.8%), nalural resources, 
mining, and agriculture (80.4%), and health care and social assistance (80.2%V Highest 
average post-training earnings were obtained by participants working in the information; 
educational services' and natural resources, mining, and agriculture industries.

Exhibit 9
E m p l o y m e n t  a n d  E a r n i n g s  o f  E x i t i n g  S T E P  P a r t i c i p a n t s  i n  F Y 0 6  F o u r  Q u a r t e r s  B e f o r e  a n d  

A f t e r  S T E P  T r a i n i n g  b y  M a j o r  I n d u s t r y  o f  P o s t - T r a i n i n g  E m p l o y m e n t

Industry of Employment After Exit
Exiting

Participants

Number Employed Earnings
%  Change 
in EarninqsBefore Afler Before A fler

Total 1 ,747 1 ,649 1 ,649 $ 52 ,7 36 ,5 8 5 $ 7 1 ,2 6 4 ,5 3 2 35 1
Nalural Resources. Mining, and Agriculture 13S 129 138 $ 4 ,1 38 ,016 5 7 ,4 6 4 ,7 0 3 80 4
Construction 874 848 874 $ 30 ,9 53 ,9 7 5 S 4 2 .6 3 4 .0 0 9 3 7 .7
Manufacturing 65 64 65 $2 ,7 01 ,6 7 8 $ 2 ,5 5 6 ,6 9 1 -5 4
Trade. Transportation and Utilities 127 120 127 $3 ,SOB.708 $ 5 ,2 5 9 ,0 5 3 45  7
Information 36 36 36 $ 1 ,8 71 ,6 6 6 $ 2 ,3 3 3 ,3 9 6 - 2 4 .7
F I R E 20 20 20 $392 ,924 $ 5 2 6 ,8 3 2 34.1
Professional and Business Services 60 58 60 5 1 .6 6 3 .6 4 5 $ 2 ,6 6 3 ,2 0 2 60 .1
Educational Services 5 4 5 N/D N/D 3 1 .7
Health Care and Social Assistance. 39 33 39 $534 ,861 S1 1 4 4 ,0 6 0 80  2
Leisure and Hospitality 22 20 22 528 2 ,8 5 5 $ 5 8 4 ,8 6 0 106 .8
O ther Services 72 71 72 S I , 3 5 8 ,714- $ 1 ,7 8 8 ,7 2 0 3 1 .6
Local Government 60 75 80 S I .4 1 6 ,2 8 8 5 2 ,2 6 1 ,9 9 9 59  7
State Government 17 16 17 S 439 .453 $ 6 0 3 ,3 8 2 37 .3
Unknown 192 155 94 $3 ,0 46 ,4 3 6 $ 1 ,1 4 4 ,2 3 1 -62 4
1/Excludes fish harvesting workers
N/D = Non-disclosable dala. N/D data are included in the total
S ou rc e : Alaska Department of Labor 3nd W orkforce Development. Research and Analysis Section.

E M P L O Y M E N T  A N D  E A R N I N G S  B Y  T R A I N I N G  V E N D O R

Training expenditure data for the largest STEP training vendors were matched with the 
employment and earnings of the FY06 exiting STEP participants that received their training 
services. The largest providers of training services were construction apprentice relatea training 
programs. Overall, these programs had very high post-training employment rates.

Specifically, Alaska Operating Engineers and the Alaska Laborers Training Trust had the most 
participants (441 and 364, respectively) There were 21 vendors with at least 10 participants in 
FY06 Out of those, AK Roofers & Waterproofers, Local 190 (30%), Delta Mine Training Center 
(22 2%), and University of Alaska Fairbanks -  Bristol Bay Campus (18.2%) were the STEP 
vendors that had the greatest increases in percentage of those employed between pre-training 
and post-training. In addition, six vendors experienced no change between pre- and post­
training employment and seven venders had decreases.

Only three vendors showed a decrease in pre- and post-training total earnings of their 
participants, with the University of Alaska Anchorage Campus having the greatest drop at 
19.4%. On the other hand, four vendors had Liple-digit increases between pre- and post-
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training total earnings. Alaska Works Partnership, Inc. and the University of Alaska Fairbanks -  
Bristol Bay Campus each had over 160% increase in total earnings, So while employment 
increases were not a major benefit of training, increases in earnings were.

Exhibit 10
Em ploym ent and Earn ings o f  E x it ing  STEP Part ic ipan ts  in FY0S 

Four Quarters B e fo re  and A f te r  STEP T ra in ing  by STEP T ra in in g  V en d o r

Vendor
Number o f 

Participants 
Served

Number Employed 
B e fo re  and After 

STEP
%  Change in 
Employment

Earnings 12 Months Be fo re  
and After ST E P

%
Change

in
EarningsBefore After Before Alter

A laska Operalinq Enqineers 441 429 424 •1.2% 52 0 ,2 5 5 ,1 7 9 5 2 7 .7 9 1 .8 7 6 3 7 .2%
Alaska Laborers Training Trust 364 346 341 -1 .4% 51 0 .2 9 9 .5 2 5 5 1 3 ,2 8 4 ,2 9 9 2 9  0%
IBEW  AK Joint Electrician Apprentice 
Traininq 132 131 131 0 .0% 54 ,2 7 2 .0 5 3 $ 5 ,1 7 2 ,1 1 4 21 1%
Alaska W orks Partnersmp Inc (AWP) 123 109 118 0 3% 51 .7 1 4 ,7 1 6 5 4 ,4 6 7 ,6 6 9 1 60 .5%
Fairbanks Carpenter Training Center 119 112 111 -0 .9% 54 .3 3 6 .3 9 7 5 4 ,3 2 4 .7 3 2 -0 .3%
U o f A Southeast Ketchikan Campus 65 82 78 -4 9% S2 .6 7 9 .2 1 4 52 .6 1 0 .0 5 2 -2 6%
Rural AK Community Action Program 
(RURALCAP) 56 54 56 3 7 % 5 9 5 0 ,86E S I . 178 ,058 23 .9%
Southern A laska Carpenters Training 
Center 42 35 37 5 .7% 56 6 9 .6 0 9 3 1 ,4 9 2 .4 4 6 71 6%
A laska Trowel T rades 34 33 32 -3 0% S550.0D2 S 57 1 .8 37 4 0%
Delta Mine Traininq Center 33 27 33 22 2% S670 .668 S I . 5 2 1 .6 2 9 126 9%
Northern Industrial Traininq LLC NIT 32 30 29 -3 .3% 560 5 .9 5 6 5 9 5 7 ,2 2 9 59 .6%
ASRC  Enerqy Services 30 30 30 0 .0% $1 ,0 35 ,5 41 5 1 .6 3 4 .0 8 2 62  6%
Yuut Elitnaurviat Peop le  Learning Center 26 25 25 0 .0% 5 4 8 5 .6 7 6 5 5 5 8 ,8 7 9 15 .1%
Center For Employment Education CEE 21 20 20 0 .0% 544 8 .3 2 6 5 7 0 6 ,5 7 9 57 .6%
Piledrivers Local 2 520 18 17 17 0 0% $40 8 ,6 5 0 5615 ,631 50 6%
Southwest A laska Vocational & Ed 
C en le r 14 14 13 -7 .1% 570 ,8 2 0 5 1 5 3 .5 1 9 116 8%
U o f A Fairbanks - Bristol Bay Campus 14 11 13 18 2% 5 17 5 .8 7 8 5 46 0 ,3 3 3 161 .7%
AK R oo fe rs  & W ater p roofers Local 190 13 10 13 30 0° o 5 2 0 0 .0 3 2 528 9 ,8 3 4 4 4 .9%
U o f A Anchoraqe Campus 12 9 10 11 1% 529 4 ,7 5 3 5 2 3 7 ,4 3 6 -19 4%
AVTEC AK Vocational Tech Education 
Center 10 9 10 11 .1% 515 1 .0 3 8 5 18 4 ,967 22 5%
Career Academy Inc 10 9 9 0 0% 5119 ,2 1 4 5176 .971 46  4%
Note : Participants may have been provided services by m ore than one vendor.
S o u rc e : A laska Department o l Labor and W orkforce Deve lopm ent. Research  and Analysis Section

UNEMPLOYMENT INSURANCE AND STEP

A major goal of STEP is to reduce unemployment and the number, duration and recidivism rate 
of unemployment insurance claims in Alaska. Though there was an increase in the number of 
new unemployment insurance claims, in general, there was a significant decline in the amount 
of benefits paid to FY06 claimants exiting STEP when comparing the 12 months prior to STEP 
enrollment with the 12 months following exit from the program, amounting to 16.3% or 
$362,516. This decline in unemployment insurance payments is less than the goal of a <40% 
reduction.
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AWIB also asked that no more than 45% of STEP participants with an active unemployment 
insurance claim at enrollment file an unemployment insurance claim in the 12 months following 
exit from STEP. While close, the actual percentage still exceeded the goal. Over 47% of FY06 
exiting STEP participants filed an unemployment insurance claim in the twelve months following 
exit from the program.
Another AWIB goal is to reouce the duration of claims as measured by the exhaustion rate of 
those STEP participants that are receiving unemployment insurance. AWIB asked that no more 
than 55% of STEP participants exhaust their benefits. A claimant that exhausts their benefits 
has used up the maximum payments that they were allowed, and therefore has not been 
successful in quickly obtaining employment. While higher than last year, STEP fared better 
than the goal with this measure, with 30.0% (compared to 20.9%) of those receiving 
unemployment insurance benefits at the time of STEP registration using up those benefits to 
exhaustion.

Exhibit 11
FY06 STEP E x it ing  Part ic ipan ts  

U ne m p loym en t Insu rance  C la im s Before and A f te r  STEP

All Terminated Participants 12 Months Before 12 Months After
Total New UI Claim 791 832

Total Benefits Paid $2,229,237 $1,866,721
Total Weeks Claimed 10,049 3.268
Exhausted Claims 237 143

Total Benefits Paid $964,317 S559.838
Total Weeks Paid 4,501 2,649
Early Intervention Claimant 183 99
Total Benefits Paid $454,516 S216.731
Total Weeks Paid 2,049 899
Source: Alaska Department of Labor and Workforce Development, Research and Analysis 
Section

With early intervention, there was a dramatic reduction in unemployment insurance weeks and 
benefits paid. Unemployment insurance claimants provided STEP services within five weeks of 
an initial claim are defined as early intervention claimants. These STEP participants that 
received services early in iheir unemployment insurance cycle showed the largest percentage 
reduction in benefits paid when comparing the pre-training and post-training period.

In addition to the positive Unemployment Insurance Trust Fund impact of a reduction in 
unemployment insurance benefits, taxes are paid into the Trust Fund for workers by the 
employers and workers themselves. For calendar year 2006', workers' wages are taxable up to 
$28,700 per year. Most STEP participants were either unemployed or likely to be unemployed 
at the time of enrollment. STEP program participants working after exit from the program 
earned about $71.3.million in UI taxable wages subject to an average combined employer- 
employee UI tax rate of 2.94%.
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C U STO M ER  SATISFACTION IS HIGH

STEP clients are surveyed after exit from STEP as to their overall satisfaction with the program. 
The overall customer satisfaction with STEP is very high, with over 35% of a large sample of 
FYOC exiting STEP participants giving the program a perfect "10" in a follow-up customer 
satisfaction survey. Over 95% of respondents gave the program a score cf "5" or greater on a 
10-point scale for this same overall satisfaction measure. Survey respondents gave the 
program similar high marks for having met their expectations and comparing favorably to what 
they perceived as the "ideal" set of services.

R e p o r t e d  C u s t o m e r  S a t i s
E x h ib i t  12

f a c t i o n  o f  S a m p l e  o f  S T E P  F Y 0 6  E x i t i n g  P a r t i c i p a n t s

S c a l e O v e r a l l  S a t i s f a c t i o n
D i d  P r o g r a m  M e e t  Y o u r  

E x p e c t a t i o n s ?

H o w  w e l l  d i d  t h e  s e r v i c e s  y o u  
r e c e i v e d  c o m p a r e  w i t h  t h e  

i d e a l  s e t  o f  s e r v i c e s ?
R e s p o n d e n t s P e r c e n t R e s p o n d e n t s P e r c e n t R e s p o n d e n t s P e r c e n t

L o w = 1 1 0 1 . 5 1 7 2 . 5 1 4 2 . 1
2 3 0 . 4 9 1 . 3 6 0 . 9
3 1 1 1 . 6 9 1 . 3 1 1 1 . 6
4 6 0 . 9 1 3 1 . 9 1 1 1 . 6
5 4 3 6 . 3 7 3 1 0 . 8 6 8 1 0 . 0
6 3 3 4 . 8 3 6 5 . 3 4 2 6 . 2
7 5 9 8 . 6 9 4 1 3 . 9 8 1 1 1 . 9
8 1 6 2 2 3 . 7 1 7 0 2 5 . 1 1 4 4 2 1 . 1
9 1 1 6 1 7 . 0 9 9 1 4 . 6 7 6 1 1 . 2

H i g h  1 0 2 4 0 3 5 . 1 1 5 8 2 3 . 3 2 2 8 3 3 . 5
Total 6 8 3 1 0 0 . 0 6 7 8 1 0 0 . 0 6 8 1 1 0 0 . 0
Sou rce : A laska Department of Labor and W orkforce Development, R esearch  and Analysis Section
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DEPARTMENT OF LABOR AND WORKFORCE DEVELOFMEN1

OFFICE OF THE C O M M ISSIO N ER

P. O. Box 111149 
Juneau, A K  99811-1149

PHON E :  (907)465-2700 

FAX: (907) 465-2784

Sarah Palin, Governor

J anua ry  24,2008

T h e  H o n o r a b le  Joe T h om a s  
A la sk a  S tate Sena te  
State C a p it o l ,  R o om  510 
Juneau , A K  99801-1182

D ea r S ena to r'T hom as :

T h e  S tate T r a in in g  a n d  E m p lo y m e n t  P ro g ram  (STEP) a u th o r iz e d  b y  A la s k a  S tatute
23.15.620 is  a d m in is te r e d  b y  th e  A la sk a  D e p a r tm e n t  o f L a b o r  a n d  W o rk fo rce  
D e v e lo p m e n t  T h e  D e p a r tm e n t  w o u ld  l ik e  to p r o v id e  y o u  w it h  a d d it io n a l in fo rm a t io n  
r e g a rd in g  th is  im p o r ta n t  p ro g ra m .

ST EP  w a s  e s ta b lis h e d  as a p i lo t  p ro g ram  in  1989 to in c re a s e  t r a in in g  o p p o r tu n it ie s  
f o i . v laskans a ffected  b y  f lu c tu a t io n s  in  the  e c o n om y  o r b y  te c h n o lo g ic a l ch a n g e s  in  the 
w o rk p la c e . S in c e  its in c e p t io n  th e  p ro g ram  has b e e n  re a u th o r iz e d  b y  the le g is la tu r e  s ix  
t im es . H o u s e  B i l l  226 w o u ld  e x te n d  th is  e x trem e ly  su ccess fu l p ro g ram , b u t I  b e l ie v e  its 
success w a r ra n ts  it  b e in g  m a d e  p e rm a n e n t  (or a t le a s t its e x te n s io n  fo r a n o th e r te n  years 
th ro u g h  c o m p le t io n  o f  the A la s k a  gas lin e) .

T h e  ta rge t p o p u la t io n  fo r the  ST EP  se rv ice s  is a d u lt s  w h o  m a y  be u n e m p lo y e d  o r 
u n d e r e m p lo y e d  a n d  w h o  h a v e  w o rk e d  in  a jo b  co v e re d  b y  U n e m p lo y m e n t  In s u ra n c e . T h e  
S T EP  serves w o rk e rs  th a t a re  A la s k a  re s id en ts , h a v e  a g o o d  w o r k  h is to ry  a n d  a g o o d  
p r o b a b il it y  fo r success in  th e  t r a in in g  a n d  u lt im a te ly  the w o rk fo rc e .

T h e  S T EP  has c o n t in u a l ly  p ro v e n  its e lf  to be o n e  o f  th e  m o s t su ccess fu l e m p lo y m e n t  
a n d  tr a in in g  p ro g ram s  in  th e  state a n d  b y  la rg e r c o m p a r is o n  w it h  fe d e ra lly  f u n d e d  
t ia in in g  p ro g ram s  in  th e  N a t io n .

S T EP  se rv ice s  are p r o v id e d  to the  p u b l ic  th ro u g h  tw o  m a in  m e th o d s . F irs t , the 
D e p a r tm e n t  m akes S T EP  fu n d s  a v a ila b le  th r o u g h  the A la s k a  Job C e n te r  N e tw o rk . T h e re  
are c u r r e n t ly  23 jo b  cen ters th r o u g h o u t  the  state w h e r e  e l ig ib le  in d iv id u a ls  c a n  re c e iv e  
t r a in in g  a n d  e m p lo y m e n t  re la te d  se rv ice s  t h io u g h  S T EP . In  state f is ca l y e a r  2007, the 
D e p a r tm e n t p r o v id e d  $1,119,611 o f STEP  se rv ice s  th r o u g h  th e  jo b  centers .



T h e  D e p a r tm e n t  a lso p r o v id e s  g rants to o rg a n iz a t io n s  tha t are c a p a b le  o f p r o v id in g  
t r a in in g  a n d  re la te d  se rv ices  to S T EP  e l ig ib le  p e rsons . A n n u a l ly , the D e p a r tm e n t 
p u b lis h e s  R equests for G ra n t A p p lic a t io n s  tha t d e ta il the sp e c if ic  re q u irem en ts  o f STEP  
a n d  th e  D e p a r tm en t's  p r io r it ie s  fo r f u n d in g . T h e  R eques t fo r G ra n t  A p p lic a t io n s  is  a 
c o m p e t it iv e  process a n d  t y p ic a lly  resu lts  in  g ra n t a p p lic a t io n s  w it h  to ta l requests 
s u b s ta n t ia lly  e x c e e d in g  the a v a ila b le  fu n d s .

T h e  r e s p o n s iv e  STEP  g ra n t a p p lic a t io n s  are r e v ie w e d  a n d  assessed b y  a n  
in d e p e n d e n t  te am  o f q u a lif ie d  a n d  k n o w le d g e a b le  in d iv id u a ls .  T h e  r e v ie w  team s u s u a lly  
in c lu d e  a m em b e r  o f the  A la sk a  W o rk fo rc e  In v e s tm e n t  B oard  a n d  o th e r k n o w le d g e a b le  
rep resen ta t ive s  f rom  the p r iv a te  sector. E a c h  re s p o n s iv e  a p p lic a t io n  is assessed a n d  
e v a lu a te d  a c c o rd in g  to p u b lis h e d  c r ite r ia  a n d  h o w  w e l l  the a p p lic a t io n  m eets the  p u rp o s e s  
o f the STEP . F in a l ly , w it h  g u id a n c e  from  the  r e v ie w  team  a n d  m y  staff, as C o m m is s io n e r  
o f  L a b o r a n d  W o rk fo rc e  D e v e lo p m e n t , I  m ak e  the f in a l d e c is io n s  o n  th e  S T EP  c o m p e t it iv e  
aw a rd s .

T h e re  are o cca s io ns  in  w h ic h  the  c o m m is s io n e r  m ay  m ake  a n  a w a rd  u s in g  
d is c r e t io n  i f  i t  is th e  best in te re s t o f the  state in  m e e t in g  o u r sta tu to ry  m is s io n  to tra in  a 
p re p a re d  w o rk fo rc e  a n d  m ee t in d u s t r y  d em a n d . F o r e x am p le , n e w  a p p lic a n ts  o r those  n o t 
f a m il ia r  w it h  the  S T EP  o c c a s io n a lly  a re  a w a rd e d  g ran ts  a t tire d is c r e t io n  o f  the 
D e p a r tm e n t  R e c e n t ly  the D e p a r tm e n t  exerc ised  its  a u th o r ity  a n d  d ire c te d  tha t a t r a in in g  
g ra n t to tra in  s p e c ia lty  te ch n ic ia n s  be  n e g o t ia te d  w it h  a sea food p ro ce s s in g  c o m p a n y  
d e s p ite  a r e v ie w  c om m it te e  n o t r e c o m m e n d in g  a n  aw a rd . T h e  a d m in is t r a t io n  re c o g n iz e d  
t h a t$55 m i l l io n  h a d  b e e n  in v e s te d  b y  the  state in  r e v it a l iz in g  the  f is h in g  in d u s t r y  a n d  tha t 
th e  a p p lic a n t  h a d  s u bm itte d  a requ es t fo r fo re ig n  la b o r  w o rk e r c e r t if ic a t io n  b e cause  o f  a 
la c k  o f  q u a l if ie d  A la sk ans . By f u n d in g  th is  t r a in in g , the  D e p a r tm e n t s u p p o r te d  th e  state's 
in v e s tm e n t  in  the sea food  in d u s tr y , m it ig a te d  the  n e e d  to h ir e  fo re ig n  w o rk e rs , a n d  
f u lf i l le d  lire  p u rp o s e  o f  the STEP , w h ic h  is to in c re a se  t r a in in g  o p p o r tu n it ie s  to the  state's 
w o rk e rs  to p ro te c t a g a in s t f lu c tu a t io n s  in  the  e c o n o m y  a n d  to p re p a re  fo r te c h n o lo g ic a l 
c h a ng e s  in  th e  w o rk p la c e .

T h is  is a c o m p e t it iv e  process, a n d  w e  are u s u a lly  u n a b le  to m ak e  aw a rd s  to a ll 
a p p lic a n ts  d u e  to l im it e d  fu n d s , a n d  u s u a lly  n o t  fo r the tota l a m o u n t  reques ted  fo r 
su ccess fu l a p p lic a n ts . I n  o th e r in s tan ces , g ra n t a p p lic a t io n s  are n o t a w a rd e d  d u e  to 
in e l ig ib le  p ro jec t a c t iv it ie s , in a d e q u a te  g r a n t a p p lic a t io n s , o r the in a b i l i t y  o f a n  a p p lic a n t  
to m e e t the  D e p a r tm en t's  d u e  d i l ig e n c e  re q u irem e n ts . D e p a r tm e n t sta ff w o rk s  w it h  
u n su cce s s fu l a p p lic a n ts  to e ith e r  im p r o v e  th e ir  a p p lic a t io n s  fo r fu tu re  s o lic ita t io n s  o r  to 
a ttem p t to id e n t if y  o th e r f u n d in g  sou rces  tha t m a y  be m o re  a p p ro p r ia te  fo r th e  p ro p o s e d  
p ro je c t

T he H o n o rab le  Joe T hom as
Jan u ary  24, 2008
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D u r in g  state f is ca l y ea rs  2006 a n d  2007, the D e p a r tm e n t m a d e  $6 m i l l io n  a v a ila b le  
fo r aw a rd  a n d  re c e iv e d  77 STEP  g ra n t a p p lic a t io n s  tha t reques ted  f u n d in g  to ta lin g  $16.4 
m i l l io n .  N in e t e e n  o f these a p p lic a t io n s  w e re  from  u n io n  t r a in in g  o rg a n iz a t io n s  re q u e s t in g  
$4.2 m i l l io n .  T h e  r e m a in in g  58 a p p lic a t io n s  w e re  from  o th e r o rg a n iz a t io n s  re q u e s t in g  
$12.2 m i l l io n  i n  S T EP  f u n d in g . I n  those  tw o  years, the D e p a r tm e n t  e x p e n d e d  $5.6 m i l l io n  
to 42 d if fe r e n t  e n t it ie s  th a t s e rve d  2,899 in d iv id u a ls  o f w h ic h  682 o r 23.5 p e rc e n t w e re  from  
ru ra l c o m m u n it ie s . O f  th is  a m o u n t , $3.4 m i l l io n  w as  p r o v id e d  th r o u g h  18 g ra n ts  to u n io n  
t r a in in g  o rg a n iz a t io n s  a n d  $2.2 m i l l io n  w as  p r o v id e d  th r o u g h  24 grants to o th e r 
o rg a n iz a t io n s . T h e  u n io n  t r a in in g  o rg a n iz a t io n s  c o n tr ib u te d  $7.6 m i l l io n  in  g o o d s  o r 
se rv ices  to th e  g ran ts w h i le  the o th e r o rg a n iz a t io n s  p r o v id e d  g ran tee  c o n t r ib u t io n s  
to ta lin g  $1.4 m i l l io n .  T h e  u n io n  t r a in in g  o rg a n iz a t io n s  tr a in e d  2,257 in d iv id u a ls  a t an  
a ve ra g e  cos t p e r  p a r t ic ip a n t  to th e  S T EP  o f $1,519 a n d  the  o th e r o rg a n iz a t io n s  tra in e d  641 
in d iv id u a ls  a t a n  a ve ra g e  cos t p e r  p a r t ic ip a n t  to the S T EP  o f $3,434.

W it h in  th e  la s t y ea r , the D e p a r tm e n t  u n d e r to o k  a c t io n s  to m ak e  im p ro v em e n ts  in  
U ie a d m in is t r a t io n  o f  the  S T EP . A s  a c o n t in u a t io n  o f th is  e ffo rt, I  am  a p p o in t in g  a STEP  
T ask  Fo rce  to r e v ie w  a n d  assess the D e p a r tm en t's  a d m in is t r a t io n  o f  ST EP  a n d  to m ake  
re c om m e n d a t io n s  o n  areas fo r im p r o v e m e n t  T h e  ST EP  T a sk  Fo rce  w i l l  be le d  b y  D e p u ty  
C o m m is s io n e r  D a v id  S to n e  a n d  D ir e c to r  o f B us iness P a rtn e rs h ip s  C o r in e  G e ld h o f  a n d  w i l l  
in c lu d e  p r im a r i ly  re p re s en ta t iv e s  from  th e  p r iv a te  sector.

H is t o r ic a lly  th e  S T EP  has b e e n  e s ta b lis h ed  a n d  re a u th o r iz e d  as a p i lo t  p ro g ram  a n d  
is  s c h e d u le d  to s u n s e t o n  J une  30, 2008 (en c lo sed  is  the  le g is la t iv e  h is to ry  fo r STEP ). T h is  
state p ro g ram  has s e rve d  o v e r  23,000 A la sk a n s  s in ce  its in c e p t io n  in  1989. A d d it io n a l ly ,  
S T EP  has c o n s is te n t ly  b e e n  the  jo b  t r a in in g  p ro g ram  in  the  state w it h  the  h ig h e s t  le v e l o f 
success. F o r e x am p le , in  f is c a l y ea r 2006, 94 p e rcen t o f the  STEP  p a r t ic ip a n ts  w e re  
e m p lo y e d  d u r in g  the 12 m o n th s  f o l lo w in g  th e ir  t ra in in g .

W it h  c o n s tru c t io n  o f  the A la sk a  g a s lin e  o n  the h o r iz o n , in c r e a s in g  n o n r e s id e n t  
e m p lo y m e n t  in  A la sk a , a n d  the a g in g  o f  o u r  w o rk fo rce , c o n t in u a t io n  o f the  S T E P  a nd  
t r a in in g  A la s k a n s  fo r A la ska 's  s k il le d  jo b s  is m o re  im p o r ta n t  to d ay  th a n  e v e r  be fo re .

P lease le t  m e  k n o w  i f  the D e p a r tm e n t  ca n  p r o v id e  y o u  w it h  a n y  a d d it io n a l 
in fo rm a t io n  re g a rd in g  STEP .

T he H o n o rab le  Joe T h o m as
January  24, 2008
Page 3
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SB 191
C hapter 95 - SLA 89
Establishm ent of tw o-year pilot project program

SB 188 am  
C hapter 1 7 -S L A  91
Extended p ilo t p rogram  to June 30,1993 

SB 57
C hapter 17 - SLA 93
Extended p ilo t p rogram  to June 30,1996 

SB 22.9
C hapter 116 - SLA 96
Extended p rog ram  tw o years (June 30,1998); raised m axim um  w eekly U nem ploym en t Insurance 
(UI) benefit am ount; changed coord inating  entity from  Alaska Job T raining C ouncil to A laska 
H um an Resource Investm ent Council AHRIC); im posed  a 20 percent cap on  adm in istra tive  
overhead

HCS CSSB 334(PIN) am  H 
C hapter 85 - SLA 98
Extended p rog ram  to June 30, 2002; established adm in istration  of AHRIC (m em bersh ip , m eetings 
and  per diem , com m ittees, assessm ent and  evaluation criteria, adm in istrative costs, council funding 
m echanism , etc).

SB 252
C hapter 8 6 -S L A  02
Extended p ro g ram  to June 30, 2004; realigned statu te  to A laska W orkforce Investm en t Board 
(AWIB) from  AHRIC; fu rther changed  m em bership, # of yearly m eetings; m ade  changes in 
response to s ta te 's  au d it of program ; established yearly  perform ance rep o rt to leg islature , etc.

HB 559 am
C hapter 86 - SLA 04
Extended p ro g ram  to June 30, 2008

HB 226
CS HB 226 (FIN)
Extends p ro g ram  to June 30, 2009 (one-year only), requires a  review  of the p ro g ram  an d  published 
report to the legislature.

Legislative History of the State Training and Employment Program (STEP)
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L e a d e r s h i p
f o r  t h e  F u t u r e

or0

A sso c ia te d  B u ild e rs  
and  C on tra c to rs , Inc.

February 20th, 2008

Senator Lyman Hoffman 
Senator Bert Stedman 
Co-Chairmen 
Senate Finance

Dear Senators Hoffman and Stedman:

As you consider HB 226 in your committee, please be aware of the following 
information in regard to the State Training and Employment Program (STEP).

The current version of the bill requires the department of labor to conduct a review of 
the STEP program and report back to the legislature by June 30, 2008. Extending the life of the 
program prior to that review and report should not be considered without a close look at what 
has happened with the program in the last 10 months, since the review and report requirement 
was added to the legislation.

The Request for Grant Applications (RGA) issued by the department of labor and dated 
May 8, 2007, contains what appear to be some serious problems. For instance, under the 
Scope of Services it states:

The department is allocating STEP grant funds for the following services. Industry 
Specific Training. Industry specific training is for industries that need trained workers by 
industry... This includes union and non-union journeyman training and apprenticeships...

Though it appears that STEP funds may, in some cases, be used for apprenticeship 
training, it is very clear that a journeyman does not fit within that definition. Workers who are 
qualified to be classified as journeymen are already well trained and working in some of the 
highest paying jobs in Alaska. While they sometimes have to receive training to keep 
certifications current, STEP funds should never be used for this type of training when we have



s o  m a n y  o t h e r  A l a s k a n  w h o  d o  n o t  e a r n  a n y w h e r e  n e a r  t h e  a v e r a g e  a n n u a l  w a g e  i n  A l a s k a  
b e c a u s e  t h e y  d o  n o t  h a v e  t h e  t r a i n i n g  n e c e s s a r y  t o  g e t  j o b s  t h a t  p a y  t h e s e  t y p e s  o f  w a g e s .

F u r t h e r  t h e  D u e  D i l i g e n c e  s e c t i o n  o f  t h e  R G A  s t a t e s :

D u e  D i l i g e n c e  S t a n d a r d s :  I n  o r d e r  t o  b e  c o n s i d e r e d  f o r  a  g r a n t  a w a r d  p u r s u a n t  t o  t h i s  
r e q u e s t ,  a l l  a p p l i c a n t s  m u s t . . .  5 .  N o t  b e  i n  v i o l a t i o n  or have matters pending with t h e  
D e p a r t m e n t s '  O c c u p a t i o n a l  H e a l t h  a n d  S a f e t y ,  W o r k e r s  C o m p e n s a t i o n ,  W a g e  a n d  H o u r ,  a n d  
U n e m p l o y m e n t  I n s u r a n c e  R e q u i r e m e n t s  . . .

W h i l e  t h o s e  w h o  h a v e  b e e n  f o u n d  t o  b e  i n  v i o l a t i o n  o f  t h e  r e f e r e n c e d  s t a t u t e s  s h o u l d  b e  
d i s q u a l i f i e d  f r o m  r e c e i v i n g  g r a n t s ,  i t is  i n a p p r o p r i a t e  a n d  l i k e l y  i l l e g a l  t o  d i s q u a l i f y  a n  a p p l i c a n t  
w h o  h a s  a  m a t t e r  p e n d i n g  w i t h  t h e  r e f e r e n c e d  d e p a r t m e n t s .  T h i s  s e e m s  t o  b e  a n  a t t e m p t  t o  
d e b a r  a n  a p p l i c a n t  f r o m  a  S T E P  g r a n t  i n  s u c h  a  w a y  t h i s  is i n  d i r e c t  c o n f l i c t  w i t h  t h e  d e b a r m e n t  
p r o v i s i o n s  o f  t h e  A l a s k a  P r o c u r e m e n t  C o d e .

I n  a d d i t i o n ,  t h e  O w n e r s h i p  o f  G r a n t  A p p l i c a t i o n s  s e c t i o n  is  a  d i r e c t  v i o l a t i o n  o f  t h e  
P u b l i c  R e c o r d s  A c t .  A  p u b l i c  e n t i t y  l i k e  t h e  D e p a r t m e n t  o f  L a b o r  a n d  W o r k f o r c e  D e v e l o p m e n t  
c a n n o t  g i v e  o u t  p u b l i c  m o n e y  t a k e n  f r o m  a  p u b l i c  t r u s t  f u n d  a n d  r e f u s e  t o  d i s c l o s e  t h e  
a p p l i c a t i o n s  a n d  d o c u m e n t s  r e l a t e d  t o  t h e  r e v i e w  a n d  g r a n t  p r o c e s s .  W h i l e  t h e r e  m i g h t  b e  
s o m e  l i m i t e d  s e c t i o n  o f  a  g r a n t  t h a t  a n  a p p l i c a n t  c o u l d  a r g u e  i s  p r o p r i e t a r y ,  it is t o t a l l y  
i n a p p r o p r i a t e  t o  g i v e  a p p l i c a n t s  t h e  i m p r e s s i o n  t h a t  t h e  e n t i r e t y  o f  t h e  a p p l i c a t i o n  a n d  
a t t a c h m e n t s  c a n  b e  d e e m  p r o p r i e t a r y  a n d  n o t  a c c e s s i b l e  t o  t h e  p u b l i c .

F i n a l l y ,  t h e  m o s t  r e c e n t  R G A  b r o u g h t  u p  t w o  n e w  i s s u e s  t h a t  m u s t  b e  a d d r e s s e d .  T o  
b e g i n  w i t h ,  t h e  R G A  i n d i c a t e d  t h a t  g r a n t s  w o u l d  b e  d e n i e d  b a s e d  o n  l a y o u t  a n d  t y p o g r a p h i c a l  
i s s u e s ,  r a t h e r  t h a n  m e r i t .  T h i s  r e s u l t e d  i n  a  l a r g e  n u m b e r  o f  g r a n t s  b e i n g  d e n i e d .  T h e  o u t c r y  
f r o m  t h o s e  a p p l i c a n t s  w h o  w e r e  d e n i e d  r e q u i r e d  t h e  d e p a r t m e n t  t o  r e c o n s i d e r  t h o s e  g r a n t s ,  
t h u s  d e l a y i n g  t h e  r e l e a s e  o f  g r a n t s  b y  s e v e r a l  m o n t h s .  T h a t  i n  t u r n  l e d  t o  a  r e d u c e d  a m o u n t  o f  
t i m e  f o r  a w a r d e e s  t o  u s e  t h e  g r a n t  f u n d s  a n d  c o m p l e t e  t h e i r  t r a i n i n g .  A t  l e a s t  o n e  e n t i t y  
r e j e c t e d  t h e  g r a n t  t h e y  w e r e  a w a r d e d  d u e  t o  t h e s e  c o n s t r a i n t s .  I n  a d d i t i o n ,  t h e  R G A  i n d i c a t e d  
t h a t  t h e  d e p a r t m e n t  r e s e r v e d  t h e  r i g h t  t o  " r e n e w "  g r a n t s  a t  t h e i r  d i s c r e t i o n ,  w i t h o u t  a  
c o m p e t i t i v e  p r o p o s a l  p r o c e s s .  T h i s  d o e s  n o t  b o d e  w e l l  f o r  a n y o n e ,  g i v e n  t h e  h i s t o r y  o f  t h i s  
p r o g r a m .

Thank You for Your Consideration-

R e b e c c a  L o g a n  
P r e s i d e n t  
A B C  A l a s k a



■1

7 1W )

5 M m ^ _   _______  2 /?z/<?&
...X&EvJ iZ>H7 &BM8P#*JZ rcu^-H^ i/ĵ n4~ fhn^h kht̂  cf.p̂ ĉMiŝ ip
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• I am an apprentice electrician in the Federal registered Alaska Joint Electrical _  
Apprenticeship & Training Trust Fm*'V ,r> J

• I have a home here in Juneau anaawmiiy^itna'young son who recently went through 
bone marrow transplants to M hf * i»4ife, and thto has left us with
financial burdens wh*ch ***■

• I recently attended the first of my 5 seven week classroom training sessions in 
Anchorage from October 29 through December 20, 2007.

• Due to some administrative problems between our training programs’ grant submittal 
and the Dept, of Labor my class was not able to receive any help from STEP,

• I understand from others that have attended school in Anchorage from our area that 
those moneys have helped them immensely whija^having to maintain two households

• I’rTTTToLtookingfora-handest-just6ome-hetp;<wdurge you pass House Bill 226 and 
extend the STEP program so that I, my family, and others might get that help

Thank You.

- 2 \ W \5

Robert Cesar
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The FINANCE Committee considered:

1IOUSE BILL NO. 228 W ORKERS' COMP. MEDICAL TREATMENT FEES

"An Act relating to fees for certain medical treatm ent and service under the Alaska W orkers' Compensation 
Act; and providing for an effective date."
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F I S C A L  N O T E

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): 4/13/2007 
Title An act relating to fees for medical treatment
_____________ under the Alaska Workers’ Compensation Act

Fiscal Note Number:
Bill Version:
(H) Publish Date:

Dept. Affected: 
'RDU

1
CSHB 228(L&C)
4/16/07

Administration
Risk Management

Component Risk Management
Sponsor
Requester

Representative Kelly
House Labor and Commerce

Expenditures/Revenues

_  Component No. 

(Thousands of Dollars)

71

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Seivices 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

CAPITAL EXPENDITURES |
ICHANGE IN REVENUES ( ) | | 1 1
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Menlal Health
Other (Specify Type-Do not abbreviate)

TOTAL 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

Estimato of any curront yoar (FY2007) cost:
Mark this box (X) if funding for this bill Is includod
POSITIONS

0 . 0

r's FY 2008 budget propcn tho Govorno >sal:

Full-time
Part-time
Temporary
ANALYSIS: ( A t t a c h  a  s c p a r a l o  p a g o  i f n o c o s s a r y )

This bill extends tho current medical fee schedule from 8/1/2007 to 3/31/2009 with a new adjustment based 
on tho Anchorage area Consumer Price Index medical care component.

Risk Management administers the self insurance program providing workers' compensation protection for all 
Stato employees. Futuro Risk Management's workers' compensation assessments to Stato agencies will 
reflect costs incurred as premiums charged each agency are developed from actual claims expanses 
incurred.

Without this now indexed feo schedule tho curront schedule sunsets. Thureforo this agoncy anticipates a 
z e r o  fiscal impact. ______________________________
Prepared by: J. Brad Thompson. Director
Division Risk Management________

Phono 465-5723

Approved by Kevin Brooks. Deputy Commissioner
Agoncy Department of Administration_____

Date/Timo 4/13/2007 2:00 p.m.
Dato 4/13/2007

• I .'it. 'I .'.Mil. Pago 1 u( 1



F I S C A L  N O T E

Revision Date/Time (Note if correction):_______________________Department: Labor and Workforce Development
Title: Workers' Comp. Medical Treatment Fees RDU: Workers' Compensation__________
________________________________________________________ Component: Workers' Compensation__________
Sponsor: Representative Kelly___________________________________________________________________
Requester. House Labor and Commerce_________________Component Number: 344

Expend itu res /Revenues_________________________________(Thousands of Dollars)______________________

STATE OF ALASKA Fiscal Note: 2
2007 LEGISLATIVE SESSION Bill Version: CSHB 228(L&C)

(H) Publish Date: 4/16/07

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

|CAPITAL EXPENDITURES | | |
|CHANGE IN REVENUES ( ) | | 1
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Prcgram Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

Estimate of any current year (FY2007) cost: Nono
Mark this box (X) If funding for this bill Is Included in tho Governor's FY 2008 budget proposal:
POSITIONS
Full-time
Part-time
Temporary

.

ANALYSIS: ( A t t a c h  a  s e p a r a t e  p a g e  i f  n e c e s s a r y )

There is no anticipated fiscal impact to the department as a result of this legislation,

Prepared by: Paul F. Llsanklo, Director_______________________________ Phono 465-6059______
Division: Workors' Compensation__________________________________Date/Time 4/12/07 4:23 PM
Approved by: Click Bishop, Commissioner____________________  Dato 4/12/2007
Agency: Department of Labor and Workforco Development______

•«• • i uttCCievVllj Page 1 of 1



A l a s k a  S t a t e  L e g i s l a t u r e

Juneau Fairbanks

Toll Free 866-465-4976

Juneau. AK 99801-1182 
Phone(907)465-4976 
Fax (907)465-3883

State Capitol I3ldg., Rm. 513

Member
House Finance Committee 

Legislative Budget & Audit

1292 Sadler Way, Ste 323 
Fairbanks, A K 99701 
Phone (907) 452-6084 

Fax (907) 452-6096

R e p re s e n ta t iv e  M ik e  K elly
House District 7

Sponsor Statement 
HB 228

In 2005 the Alaska Legislature passed SB 130 which was a rework of the 
Workers Compensation statutes. As part of this rework, medical payments were 
frozen at the 2004 fee schedule so that a review could be done of the underlying 
reasons for premium increases. This review was to be jointly done by a special 
Workers Compensation Legislative Taskforce in concert with the Department of 
Labor & Workforce Development Medical Review Committee. Two important 
tasks of the committee were to look at program design problems and to study the 
underlying reasons for medical cost increases experienced in the program. 
Following this, the taskforce was to develop recommendations to moderate 
program increases in the future. As part of the conditions of the medical rate 
freeze, the Taskforce was to have completed their review by February of 2006 
and the rate freeze would sunset in August of 2007 (to be replaced by a new fee 
schedule).

The Taskforce did not complete its report by February of last year and we are 
facing the sunset of the medical rate freeze in August of this year. There is not 
yet a plan for the post rate freeze sunset period and that is why this legislation 
was introduced.

Under HB 228, the medical rate freeze would be extended two years to allow 
time for recommendations to be developed. It implements an annual rate 
increase based on the CPI index. This extension of the freeze should allow time 
for the insurance companies to compile and submit their analysis and 
recommendations after reviewing care costs for injured workers so that the 
Legislature can address the underlying reasons for premium increases.

25-LS0773\K Puge I 4/17/2007



Alaska Timber Insurance Exchange 
Workers' Compensation Medical Cost Concerns 

March 2, 2007

Introduction:

Employers in Alaska have experienced significant increases to their workers' 
compensation premiums over the last several years. The Oregon Workers' 
Compensation Premium Rate Ranking released in January 2007 by the State o f ’ 
Oregon Department of Consumer and Business Services reports that./ij&ska.'ha's • 
the highest workers' compensation premium rates in the United States. This 
report was based upon premium rates in effect during 2006.

Workers' compensation rates in Alaska decreased for 2007 but it is anticipated 
that this will be short lived since the cost of providing medical care for injured 
workers is expected to escalate significantly when the use of the current workers' 
compensation medical fee schedule is discontinued in August 2007. -

This paper outlines the history of workers’ compensation medical fee schedules 
in Alaska; it then addresses why there should be concern about not having a 
workers’ compensation medical fee schedule after August 2007 and then offers a 
solution to this problem.

Background:

In 1988 the Alaska Legislature passed Seriate Bill 322 (SB 322). SB 322 
contained changes to the Alaska Workers' Compensation Act that were designed 
to reduce workers' compensation costs for Alaskan employers. One provision of 
SB 322 required that the Alaska Workers' Compensation Board (AWCB) adopt 
usual, customary and reasonable workers’ compensation medical fee schedules 
at least once each year.

The AWCB, through regulation, specified that workers' compensation medical 
expenses were to be paid at the 90lh percentile of the usual, customary and 
reasonable fees. Each year a new medical fee schedule was created with 
updated fees (usually higher) and any new medical procedure codes that might 
have been created during the past year.

Senate  BN 130 (SB 130), which b ecam e law in A ugust 2005, repealed  and 
replaced the existing m edical fee language found in A iaska S ta tu te  23.30.095(f). 
AS 23.23 .30 ,097(a)( 1), the rep lacem ent stat jte , specified that the fee schedule 
to be used  to determ ine am oun ts  paid for medical fees  and  serv ices would be  the 
fee schedu le  specified by Ihe AWCB in its published bulletin d a ted  D ecem ber 1, 
2004.



Section 75 of SB 130 repeals the medical fee schedule replacement language, 
AS 23.30.097(a)(1), in August 2007.

Essentially, the amount paid to medical providers for procedures listed in the 
medical fee schedule are “frozen" from August 2005 to August 2007.

The Reason For Concern:

In August 2007 when the medical fee schedule statute sunsets, there will be no 
cap on the amount that can be charged to workers' compensation insurers and 
self-insured employers, including the State of Alaska, for the medical services 
provided for workers’ compensation claimants.

Recent medical bills received by ATIE indicate that a significant increase in 
medical care costs is expected if no cap exists on the amount paid for medical 
services. The following table illustrates this:

Fee
Billed Schedule Increase

Procedure Amount Amount Amount %

Office Visit Moderate to High Severity 25 Minutes S 306 S 184 $ 122 66%
Emergency Dept Visit Moderate Severity 345 212 133 63%
Laminotomy with decompression, 1 interspace lumbar 1.682 1,345 337 25%
Office Visit Moderate to High Severity 25 Minutes 278 184 94 51%

Another concern is that the expected increase in medical care costs due to not 
having a workers' compensation medical fee schedule was not included in the 
2007 workers' compensation loss cost (rate) filing with the Alaska Division of 
Insurance. If the average medical costs that ATIE is required to pay increase by 
20% in August 2007, the rates being charged for workers' compensation 
insurance by ATIE and other workers' compensation insurers should be 
approximately 11% higher than they currently are to compensate for this 
increase.

Poss ible Solution:

In an Informal Opinion regarding SB 130 dated July 13. 2005. the State of 
Alaska, Department of Law staled in footnote 91. "Even if subsec. (a)(1) is 
repealed, the general power of Ihe board to regulate medical charges, contained 
in AS 23.30.097(a), authorizes the board to adopt regulations setting fees lower 
than those allowed by AS 23.30.097(a)(2) or (3).''



AS 23.30.097(a) states, “All fees and other charges for medical treatment or 
service are subject to regulation by the board consistent with this section."

The AWCB, with its statutory authority to enact regulations addressing fees for 
medical treatment, should exercise its power and enact regulations to replace the 
expiring medical fee schedule as quickly as possible/

For further information or questions regarding the above please contact either 
Michael Hinchen or Pamla Scott at 907-225-9451.



A l a s k a  S t a t e  L e g i s l a t u r e

Fairbanks 
1292 Sadler Way, Stc323 

Fairbanks, AK 99701 
Phone (907) 452-6084 

Fax (907) 452-6096

Member
House Finance Committee 

Legislative Budget & Audit

R e p r e s e n ta t iv e  M ik e  K e lly
House District 7 

M E M O R A N D U M

D A T E : A p ril 10, 2007

T O : R ep resen ta tiv e  M ike K elly

F R O M : D crclc M ille r

R E : S ectional A nalysis fo r H B  228
(V ersion No. 25-LS0773\E)

A  sectional sum m ary o f  a bill should not be  considered an authoritative interpretation o f  
the bill. The bill itse lf  is the best statem ent o f  its contents. I f  you would like an 
interpretation o f  the bill as it m ay apply to a particular set o f  circumstances, please 
advise.

Section 1. Specifies that fees and other charges for m edical treatm ent or service provided 
before August 1 ,2007  do not exceed the fees in the fee schedule specified by the 
W orkers’ Com pensation Board in its published bulletin dated Decem ber 1, 2004. 
Specifics that fees and other charges for m edical treatm ent or service provided after 
A ugust 1 ,2007, bu t before M arch 3 1 ,2009  is the percentage change between 2004 and 
2006 in the m edical care com ponent o f  the Consum er Price Index for the A nchorage 
m etropolitan area.

Section 2. Repeals AS 23.30.097(a)(1), specifying fees and other charges for medical 
treatment o r service m ay not exceed the fees in the fee schedule specified by the 
W orkers’ Com pensation Board in its published bulletin dated Decem ber 1, 2004.

Section  3. A llow s the D epartm ent o f  Labor and W orkforce Development to adopt 
regulations necessary  to im plem ent this act.

Section 4. Section 3 o f  this act takes effect im m ediately.

Section 5. Section I and 2 o f  this act take effect July 31, 2007.

Juneau
State Capitol Bldg., Rm. 513 
Juneau, AK 99801-1182 
Phone (907) 465-4976 
Fax (907) 465-3883 
Toll Free 866-465-4976

25-LS0773NH Page 1 4/10/2007



A SH N H A  Position on CSIIB 228 - W orker Com pensa tion  Act D ealing  w ith  Fees to Providers 
P repared  by: Rod Betil, President/CEO // April 13,2007
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W ho Does ASHNHA Represent?
The Alaska State H ospita l and Nursing Home Association membership includes 24 acute 
care hospitals, 2 behavioral health Facilities, 6 assisted living Facilities (Alaska Pioneer Homes), 
and 5 Free-standing nursing Facilities, Nine oF our 24 acute care hospitals also provide nursing 
home services. We believe ASHNHA's rich composition oF private, Federal, state, and tribal 
health care Facilities provides a balanced viewpoint on important health care policy matters. 
ASHNHA's membership authorized the position expressed in this testimony.

ASHNHA STRONGLY SUPPORTS CSHB 228:
ASHNHA members' strong support For CSHB 228 stems From their unique dual role as both 

3 providers and employers within their communities. Alaska's employers will experience a major
I  increase in workers compensation premiums unless action is taken to modify and extend the
j  provider rate Freeze implemented under SB 130 during the 2005 legislative session. Legislation
[ is needed because the Administration had indicated they cannot extend this Freeze by
: administrative regulation.

:  In 2005, ASHNHA agreed to compromise legislation that Froze medical payments For two years
pending review oF the underlying reasons For premium increases, including both medical costs 

'tj and general program design problems. This review was to be done jointly by a special Worker's
C Compensation Legislative TaskForce working in concert with the Department oF Labor &
" Workforce Development's Medical Review Committee.

The rate Freeze enacted by SB 130 is scheduled For sunset in 2007 yet the Legislative Taskforce 
ft did not complete its work beFore its authority expired earlier this year, in part because the
Jj medical cost analysis has not been provided by insurers. Allowing the rate Freeze to sunset
- without adopting well thought out permanent reForm to take its place will lead to severe

financial losses by workers compensation insurers and ultimately significant increases in 
ij employer premiums. This will impact small and medium employers most dramatically as most

large employers are self-insured.

Passage of CSHB228 will extend the sunset date For the rate Freeze along with a modest fee 
adjustment based on the medical CPI to give time for comprehensive reForm recommendations 

~A to be developed and presented to the Legislature.

 ̂ ASHNHA members urge your support of CSHB 228 and passage From this Committee.

This Testimony is on Behalf o f the Follow ing Alaska Healt h Care Facilities
Alaska Regional Hospital, Alaska Native Medical Center, Alaska Pioneer Home System, Ba rtle tt 
Regional Hospital, Bassett Army Community Hospital, Central Peninsula General Hospital, Cordova 
Community Medical Center, Denali Center Nursing Home, Fairbanks Memorial Hospital, Heritage 
Place Nursing Home, Kanakanak General Hospital, Ketchikan General Hospita l, Maniilaq Health 
Center, Mary Conrad Center, Mat-Su Regional Hospital, Mt. Edgecunibc Hospita l SEARHC, Norton 
Sound Regional Hospital, Petersburg Medical Center, Providence Alaska Medical Center, 
Providence Extended Care Center, Providence Kodiak Island Medical Center, Providence Seward 
Medical & Care Center, Providence Valdez Medical Center, Sitka Community Hospita l, South 
Peninsula Hospital, St. Elias Specia lty Hospital, USAF 3"1 Medical Group- Elmendorf, W rangell 
Medical Center, Yukon Kuskokw lm  Delta Regional Hospital, Alaska Psychiatric In s titu te , North 
S tar Behavioral Health System, W ild flow e r Court Nursing Home.

Alaska State Hospital & Nursing Home Association: 426 Main St., Juneau, AK 99001: (902) 5110-1290 I



March 30, 2007

The Honorable Mike Kelly 
House of Representatives 
Alaska State Legislature 
State Capitol
Juneau, Alaska 99801-1182 

Dear Representative Kelly:

The Alaska Municipal League Joint Insurance Association (AMLJIA) supports House Bill 228.

The AMLJIA is a not-for-profit self-insurance pool for approximately 152 cities, boroughs and school 
districts organized under AS 21.76. Member local government entities self-insure for the first $500,000 
of each workers’ compensation loss and purchase reinsurance to statutory limits.

By its design, the pool is considered an efficient risk-financing mechanism because there is no pressure 
to generate shareholder profit. Rates are calculated to cover expected losses, loss development from 
prior years, any incurred but not reported losses, the cost of reinsurance and administrative overhead 
(claims handling, etc.).

As you are obviously aware, when the Alaska State Legislature passed the workers' compensation 
reform package in 2005, medical costs were frozen at 2004 rates until August of 2007. As August 
approaches and the session has reached its half-way point, I have become increasingly concerned 
about the thawing of the 2004 rate freeze. Although I'm not a legal scholar, it appears to me that this 
important issue can only be resolved by a legislative action this session.

Shortly after the passage of S8130, the Medical Services Review Committee was resurrected to advise 
the Alaska Workers’ Compensation Board and the Department of Labor in matters involving the 
appropriateness, necessity, and cost of medical and related services under the Alaska Workers' 
Compensation Act. I was appointed to this committee along with eight others. Throughout 2005, Ihe 
committee met to formulate recommendations specifically surrounding this issue. The report was 
provided to the legislative task force chaired by then Senator Seekins. I felt there were several good 
recommendations in the report. The report is available from the Division of Workers' Compensation 
and I encourage you to review it during the interim as we forge ahead to solve Alaska's Workers' 
Compensation problems.

While I lack sufficient knowledge to recommend what adjustment is appropriate, it does seem fair to me 
to provide for some inflationary protection for the providers.

Thank you for addressing this critical issue. Please let me know if I can be of further help.

Sincerely,

Kevin Smith 
Executive Director

PRO i ECr
u,n ,u  oi«i,c ALASKA M U N  It : I  [’AI I l A tilJl-'
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Alaska Physicians & Surgeons, In c .
4120 Laurel Street, Suite 206 

Anchorage, Alaska 99508 
Phone: 907-561-7705 Fax: 907-561-7704 

Website: www.apsdoctors.org

Board o f Directors 
J o h n  D u d d y , M D  
M ic h a e l N o r m a n , M D  
J o h n  M u e s , M D  
J o h n  D e K e y s e r , M D  
M J / tim  L u c h t , M O  
G e o r g e s . R h y n e e r , M D  
S u s a n  D ie t z , M D

R ic h a r d  N e u b a u e r , M D  
P a u l S t e e r , M D

R o t a n d  G o v r e r , M D  
H e d r ic  H a n s o n , M O  
L y n n  H o m b e in , M D  
L e la n d  J o n e s , M D

B o a rd  o f  D irecto rs

April 13, 2007

The Honorable Representative Mike Kelly 
State Capita! Building 
Juneau Alaska 99801

Re: HB228

Dear Representative Kelly,

Alaska Physicians & Surgeons recognizes that the Workers Compensation system in Alaska has been in 
need of a comprehensive fix for several years, and in 2005 agreed that a freeze In provider rates was the 
best short term solution to allow for further study of the system's may problems. The rate freeze is set to 
expire this summer. Given the lack of progress in finding a long term solution, my board of directors feels 
that an additional extension of the rate freeze with a cost of living adjustment Is a better short term 
solution than letting the system suffer the potential effects of no fee schedule at all. Therefore we are in 
support of HB228, as the only viable solution in the short run.

If the physician community's participation In formulating a permanent fix is to occur, the insurance 
industry's 3 year lack of production of data, identifying the cost drivers In the Workers Compensation 
system, must somehow be addressed in the next year.

Mike Haugen, JD, MBA

Email; <ikphys^.aUiskg net Website: w'.vw.o/KiJocton tirg

http://www.apsdoctors.org


central peninsula hospital(̂ heritage place
April 6, 2007

Rep. Kurt O lson , C ha ir
H ouse Labor and Com m erce Committee
A laska State Legislature
State Capital (MS 3100)
Juneau, Ak. 99801-1182

Re: HB 228— W orker’s Compensation

Dear Kurt:

I am writing today to ask for your assistance concerning HB 228, “An Act relating to fees 
for certain m edical treatm ent and service under the Alaska W orker’s Compensation Act; 
and providing for an effective date.” I see that Labor and Comm erce is the first 
com m ittee o f  referral.

I ’m pleased that this legislation has been introduced by Rep. Kelly. It is m y 
understanding that without the passage o f  this legislation the Dept, o f  Labor does not 
have adequate direction with respect to the fee structure for medical providers under the 
w orker’s com pensation program ir. Alaska,

A s you are aware, I was appointed to serve on the M edical Review Com m ittee within the 
Div. o f  W orker’s Com pensation in 2004. Although authorized by regulation, Labor did 
not have a com m ittee in place when the adm inistration and legislature were considering 
changes to the Alaska Statutes on W orker’s Compensation. Our com m ittee met several 
times in 2004-5 to address the questions raised by the W orker’s Com pensation Taskforce 
with respect to the medical component o f the program. The com m ittee made 
recom m endations to the Taskforce. Unfortunately, the taskforce was not able to 
com plete it’s work.

As well, our com m ittee has not met for more than a ycur. it had been our intent to 
exam ine the underlying questions with the increases in Ihe cost o f  medical care under 
w orker’s com pensation. We had made important progress in engaging the W orker’s 
Com pensation Insurers in methodology to obtain information about the specifics o f  
where expenses have changed. The committee had discussed requesting o f  the taskforce 
and the legislature funding to com plete an analysis o f  the data provided by the Insurers.



I believe the legislation is a good first step, but it does not resolve the underlying
questions that the legislature and administration had posed during their work in 2004-5. 
The legislation would certainly be strengthened if language was added that required the 
medical advisory committee to complete its work and provide an analysis o f  the reasons 
for the medical cost increases over the past several years.

Thank you for the opportunity to provide input on this important legislation. I hope it 
receives favorable consideration in this year’s legislature. Without it, there may l'kely be 
more problems with the program.

CPH-HP

Ryan Smith, CEO-CPH-HP 
Mr. Rod Betit, President, ASHNHA
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.A laska  State Medical Association
4107 Laurel Street • Anchorage, Alaska 99508 • (907) 562-0304 • (907) 561-2063 (fax)

April 13,2007

Honorable Kurt Olson 
State Capitol, Room 408
Juneau, AK 99801 Transmitted by Fax: 907-4(55-3835

RE: HB228 -  Workers Compensation Fee Schedule 

Dear Representative Olson:

The Alaska State Medical Association (ASMA) represents physicians statewide and is primarily 
concerned with the health o f all Alaskans.

First, ASMA must state that these comments pertaining to HB228 represent what its leadership’s 
best guess is as to the reaction o f its members, ASMA is not and can not be a “union” binding its 
individual members to anything.

ASMA has been involved with the efforts to examine the workers compensation system and to 
work towards appropriate and meaningful change. ASMA is represented on the Medical Services 
Review Committee (MSRC) and was represented on the Workers Compensation Task Force. All 
along the physician community has held that good data is necessary to conduct a meaningful 
review and study o f the medical care component o f the workers compensation system. ASMA 
believes that all stakeholders in the system agreed to that necessity. This request for data began in 
the Fall o f 2004.

SB 130 was enacted in 2005 which provided for a “ freeze” in the payment schedule for all medical 
carc providers at the schedule set on December 1, 2004. (It is ASMA’s understanding that this fee 
schedule was established using claims data with the most recent data coming from 2003). The 
“freeze” ends on August 1,2007.

It is ASMA’s contention that its members acceded to this “freeze” on the belief that meaningful 
data would be provided in time to conduct a thorough review before its expiration. The data was 
to include claims data for a period o f 5 years -  first broken down by provider type (e.g. hospital, 
physician, physical therapist, chiropractor, etc); and secondarily broken down by CPT code for the 
physician claims. Finally, a “data call" was instituted by the State Division o f Insurance in early 
December, 2006, The data was to be collected by the National Council on Compensation 
Insurance (IS'CCI) and provided in June 2007. ASMA recently learned tha' this data will not be 
provided until late 2007. ASMA expects that this circumstance will not be favorably viewed by 
its members.

It must be pointed out that it is ASMA’s understanding that physicians do not have a different fee 
schedule for injured workers than for other patients. Their practice overhead expenses continue to 
increase just like any other employ* • yet they have gone along with the “freeze”.
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ASMA expects that the increase in the payment schedule proposed in HB228 will be appreciated 
by the physician community. But, again that schedule is set for 20 months (8/1/07 -  3/31/09). 
ASMA believes that its membership will skeptically view this new freeze. An amendment to tie 
in the provision of meaningful data could oe expected to ameliorate some o f the building 
skepticism. One possibility would be to mandate the yearly reporting of data to the MSRC along 
with a clear mandate for the Department o f Labor to establish the appropriate fee schedules by 
regulation to be effective on a calendar year basis.

The system used prior to the current freeze set the fee schedule on a “Usual, Customary, and 
Reasonable” basis using the 90* percentile as the cut-off point. It is ASMA’s understanding that 
this was based on workers compensation claims data. The new approaches seem to be moving 
toward a govemmentally set fee. ASMA expects that many of its members will find this 
objectionable. One only needs to look to the access to carc problems involving Medicare 
beneficiaries and the federal workers compensation system.

ASMA urges you to not take action that will adversely impact an injured worker’s access to care.

Sincerely,

( By: Roland Gower, MD, President 
For: The Alaska State Medical Association

l
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ANALYSIS OF THE SUNSET OF THE ALASKA PHYSICIAN FEE SCHEDULE
EFFECTIVE AUGUST 1, 2007

NCCI estimates that the August 1, 2007 sunset of tho Alaska physician fee schedule, as 
currently provided in AS 23.30.097(a), will result In an overall workers compensation 
system cost Increase In Alaska of between +4.5% and +5.8%.

S u m m a r y

T h e  c u r r e n t  w o r k e r s  c o m p e n s a t i o n  m e d i c a l  f e e  s c h e d u l e  i n  A l a s k a  b e c a m e  e f f e c t i v e  D e c e m b e r  
1 ,  2 0 0 4 .  T h i s  f e e  s c h e d u l e  b a s e d  t h e  m a x i m u m  a l l o w a b l e  r e i m b u r s e m e n t s  ( M A R s )  o n  t h e  9 0 " ’ 
p e r c e n t i l e  o f  u s u a l ,  c u s t o m a r y  a n d  r e a s o n a b l e  f e e s  f or  s i m i l a r  s e r v i c e s  a s  r e p o r t e d  to  I n g e n i x  at 
t h e  t i m e  t h e  f e e  s c h e d u l e  w a s  e s t a b l i s h e d .  S e n a t e  B i l l  1 3 0 ,  e n a c t e d  i n  2 0 0 5 ,  f r o z e  t h e  m e d i c a l  
f e e  s c h e d u l e  at  t h e  D e c e m b e r  2 0 0 4  l e v e l s  u n t i l  A u g u s t  1 ,  2 0 0 7 ,  a f t er  w h i c h  t i m e  t h e  f e e  
s c h e d u l e  w o u l d  s u n s e t .

Actuarial Analysis

T h e  m e t h o d o l o g y  u s e d  t o  p r i c e  t h e  s u n s e t  o f  t h e  p h y s i c i a n  f e e  s c h e d u l e  i s  a s  f o l l o w s :

C h a r g e s  for  v a r i o u s  m e d i c a l  p r o c e d u r e s  u n d e r  t h e  p h y s i c i a n  f e e  s c h e d u l e  w e r e  o b t a i n e d  f r o m  
m e d i c a l  t r a n s a c t i o n  d a t a .  T h e s e  c h a r g e s  w e r e  a d j u s t e d  to  r e f l e ct  c h a n g e s  f r o m  p a s t  p r i c e  l e v e l s  
t o  t h e  p r i c e  l e v e l s  p r o j e c t e d  to  b e  i n  e f f e c t  o n c e  I h e  f e e  s c h e d u l e  s u n s e t s  o n  A u g u s t  1 ,  2 0 0 7 .  
T r e n d  f a c t o r s  u s e d  f o r  t h e  p r o j e c t i o n s  w e r e  b a s e d  o n  t h e  U . S .  a n d  W e s t e r n  r e g i o n  p r o f e s s i o n a l  
c o m p o n e n t s  o f  t h e  m e d i c a l  c o n s u m e r  p r i c e  i n d e x  ( M C P I ) ,  a l o n g  w i t h  t h e  U . S .  a n d  A n c h o r a g e  
M C P I  ( a l l  m e d i c a l  c o m p o n e n t s )  f o r  t h e  p e r i o d  2 0 0 4 - 2 0 0 6 ,  s h o w n  i n  t h e  f o l l o w i n g  t a b l e :
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Y e a r

U . S t  M C P T  
( P r o f .

C o m p o n e n t )  C h a n g e

*
( P r o f .

C o m p o n e n t )  C h a n g e C o m p o n e n t s )  C h a n g e

'  A n c h o r

( A l S f c a l  
' C o m p o n e n t s ) ’ C h a n g ' d ' '

2 0 0 3 2 6 1 . 1 6 2 . 9 % 2 4 5 . 1 7 3 . 3 % 2 9 7 . 0 8 4 . 0 % N / A  N / A
2 0 0 4 2 7 1 . 4 8 4 . 0 % 2 5 5 . 5 2 4 . 2 % 3 1 0 . 1 3 4 . 4 % N / A  N / A
2 0 0 5 2 8 1 . 7 0 3 . 8 % 2 6 4 . 6 5 3 . 6 % N / A N / A 3 4 4 . 2 0  N / A
2 0 0 6 2 3 9 . 3 3 2 . 7 % 2 7 1 . 5 4 2 . 6 % N / A N / A 3 5 6 . 1 0  3 . 5 %

Source.* Economy.com: N / A  =  N' j t  A v a i l a b l e

B a s e d  o n  t h e  c h a n g e s  to t h e  a b o v e  i n d i c e s ,  a n n u a l  t r e n d  f a c t o r s  o f  » - 2 . 5 %  t o  * 4 . 5 %  w e r e  
a p p l i e d  l o  m e d i c a l  t r a n s a c t i o n  d a t a  for p h y s i c i a n  s e r v i c e s  p e r f o r m e d  i n  2 0 0 3 - 2 0 0 4  l o  p r o j e c t  t h e  
p r i c e  l e v e l s  t h a t  w o u l d  b o  i n  e f f e c t  a f t er  t h e  f e e  s c h o d u l o  s u n s e t s .  T h o  l e s s e r  o f  t h o  p r o j e c t e d  
c h a r g e  a n d  t h e  c u r r e n t  m a x i m u m  a l l o w a b l e  f e e  w a s  u s e d  to  d o t e r m i n e  t h o  c u r r e n t  c o s t  l o v e l  for 
e a c h  p r o c e d u r e .

T o t a l  c u r r e n t  p h y s i c i a n  c o s t s  w o r e  c a l c u l a t e d  b y  m u l t i p l y i n g  t h e  c u r r e n t  c o s t  l o v e l  for e a c h  
p r o c e d u r e ,  a s  d e t e r m i n e d  a b o v e ,  b y  t h o  f r e q u e n c y  for t h at  p r o c e d u r e .  T o t a l  c u r r e n t  p h y s i c i a n  
c o s t s  a r e  t h o  s u m  o f  t h o s e  c o s t s  f o r  a l l  p r o c e d u r e s .
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S im ila r ly ,  th e  o v e ra l l p h y s ic ia n  c h a rg e s  a f te r  th e  s c h e d u le  s u n s e ts  is  th e  p ro d u c t  o f  th e  a v e ra g e  

c h a rg e  fo r  e a c h  p ro c e d u re  a d ju s te d  to  th e  c o s t  le v e ls  e s t im a te d  to  b e  in  e f fe c t  o n  A u g u s t  1, 

2 0 0 7  (u s in g  t re n d s  d e s c r ib e d  a b o v e )  m u lt ip l ie d  b y  th e  f re q u e n c y  fo r  th a t  p ro c e d u re .  E s t im a te d  
to ta l p h y s ic ia n  c o s ts  a f te r  th e  s c h e d u le  s u n s e ts  a re  th e  s u m  o f  th e s e  p ro je c te d  c o s ts  fo r  a ll 
p ro c e d u re s .  O u r  m e th o d o lo g y  d o e s  n o t  c o n te m p la te  a d d it io n a l c h a n g e s  in  b i l l in g  p ra c t ic e s  ( i.e .  

c h a n g e  in  u t i l iz a t io n )  th a t  m a y  a c c o m p a n y  th e  fe e  s c h e d u le  s u n s e t.

T h e  e s t im a te d  im p a c t  o n  p h y s ic ia n  c o s ts  w a s  d e te rm in e d  to  b e  a n  in c re a s e  o f  b e tw e e n  + 9 .7 %  

a n d  + 1 2 .5 % . T h is  w a s  c a lc u la te d  a s  th e  ra t io  o f  th e  to ta l p ro je c te d  c o s ts  o f  p ro c e d u re s  a f te r  th e  

fe e  s c h e d u le  s u n s e ts  to  th e  to ta l p ro je c te d  c o s ts  o f  p ro c e d u re s  u n d e r  th e  c u r re n t  ( 1 2 /1 /2 0 0 4 )  

fe e  s c h e d u le .

T h is  im p a c t  w a s  th e n  m u lt ip l ie d  b y  th e  e s t im a te d  ra t io  o f  p h y s ic ia n  c o s ts  to  m e d ic a l c o s ts  in  

A la s k a  ( 6 6 .4 % )  lo  y ie ld  a n  in c re a s e  o n  m e d ic a l c o s ts  o f  b e tw e e n  + 6 .4 %  a n d  + 8 .3 % . T h e  im p a c t  
o n  m e d ic a l c o s ts  w a s  th e n  m u lt ip l ie d  b y  th e  p ro je c te d  ra t io  o f  m e d ic a l c o s ts  to  to ta l b e n e f i t  c o s ts  
in  A ..  ' a  ( 7 0 .2 % )  « ,  /  I •or'  o v e ra l l in c re a s e  o f  b e tw e e n  + 4 .5 %  a n d  + 5 .8 % .

T h e  re s u lts  a r e  s u m m a r iz e d  in  th e  ta b le  b e lo w :

. . a v . . . - ; ■ : •  ■ • ■ ■ Im p a c t

( 1 ) Im p a c t  o n  P h y s ic ia n  C o s ts + 9 .7 %  to  + 1 2 .5 %

(2 ) P h y s ic ia n  C o s ts  a s  %  o f  M e d ic a l C o s ts  in  A la s k a 6 6 .4 %

(3) Im p a c t  o n  M e d ic a l C o s ts  =  (1 )  x  (2 ) + 6 .4 %  to  + 8 .3 %

(4) M e d ic a l C o s ts  a s  %  o f  T o ta l S y s te m  C o s ts  in  A la s k a 7 0 .2 %

(5 )
Im p a c t  o n  O v e r a l l  W o r k e r s  C o m p e n s a t io n  S y s te m  C o s ts  in  A la s k a

= (3) x (4) .
+ 4 .5 %  to  + 5 .8 %

P a g o  2  o f 2
P re p a re d  4 /C /2007

@ C o p y rig h t 2 0 0 7  N a tio n a l C o un c il on  C o m p e n s a tio n  In su ra n ce , Inc. A ll R igh ts  R e se rve d
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M e a s u r in g  P r ic e  C h a n g e  fo r  M e d ic a l C a re  in th e  C P I

M e d ic a l  c a r e  is  o n e  o f  e ig h t  m a jo r  g r o u p s  in  th e  C o n s u m e r  P r ic e  I n d e x  ( C P I ) .  T h e r e  a r e  tw o  

m e d ic a l  c a r e  g r o u p s ,  m e d ic a l  c a r e  c o m m o d i t ie s  (M C C )  a n d  m e d ic a l  c a r e  s e r v ic e s  ( M C S ) ,  

e a c h  c o n t a in in g  s e v e r a l  i t e m  c a t e g o r ie s  ( s t r a t a ) .  T h is  f a c t  s h e e t  f o c u s e s  o n  t h e  f o u r  

m e d ic a l  c a r e  c a t e g o r ie s — p r e s c r ip t io n  d r u g s ,  p r o fe s s io n a l  s e r v ic e s ,  h o s p i t a l  s e r v ic e s  a n d  

h e a l t h  in s u r a n c e — t h a t  g e n e r a t e  th e  m o s t  q u e s t io n s  a n d  c o n c e r n s .

M C S , t h e  la r g e r  c o m p o n e n t  o f  m e d ic a l  c a r e  in  s a m p le  s iz e  a n d  e x p e n d i t u r e  le v e ls ,  is  

o r g a n iz e d  in t o  t h r e e  e x p e n d i t u r e  c a t e g o r ie s  ( E C ) :

■ p r o fe s s io n a l  s e r v ic e s ;

■ h o s p i ta l  a n d  r e la t e d  s e r v ic e s ;  a n d

■ h e a l t h  in s u r a n c e .

M C C , th e  o t h e r  m a jo r  c o m p o n e n t  o f  m e d ic a l  c a r e ,  in c lu d e s :

■ p r e s c r ip t io n  d r u g s  a n d  m e d ic a l  s u p p l ie s ;  a n d

■ n o n p r e s c r ip t io n  d r u g s  a n d  m e d ic a l  s u p p l ie s .

T a b ic  1 g iv e s  th e  s p e c i f ic  d e f in i t i o n s  f o r  a l l  p u b l is h e d  c a t e g o r ie s  o f  t h e  m e d ic a l  c a r e  g r o u p ,  

a lo n g  w i t h  e a c h  c a t e g o r y 's  r e la t iv e  im p o r t a n c e  ( s e e  b e lo w )  a n d  t h e  n u m b e r  o f  q u o t e s ,  o r  

s a m p le d  p r ic e s ,  In  t h e  c u r r e n t  C P I s a m p le .

T a b l e  1 .  D e f i n i t i o n s  o f  p u b l i s h e d  m e d i c a l  c a r e  i n d e x e s ,  t h e  n u m b e r  o f  u n i q u e  p r i c e  

o b s e r v a t i o n s  ( q u o t e s ) ,  a n d  r e l a t i v e  i m p o r t a n c e  a s  o f  D e c e m b e r  2 0 0 5 .

I t e m D e f i n i t i o n
N u m b e r

o f

q u o t e s

R e l a t i v e

i m p o r t a n c e

( p e r c e n t )

M e d ic a l  c a r e
M e d ic a l  c a r e  c o m m o d i t ie s  a n d  

m e d ic a l  c a r e  s e r v ic e s .
/ , 2 0 5 6 .2 8 1

M e d ic a l  c a r e  

c o m m o d i t ie s

P r e s c r ip t io n  d r u g s ,  n o n p r e s c r ip t io n  

o v e r - t h e - c o u n t e r - d r u g s ,  a n d  o t h e r  

m e d ic a l  e q u ip m e n t  a n d  s u p p l ie s .

2 , 6 0 6 1 .4 4 6

P r e s c r ip t io n  d r u g s
A l l  d r u g s  d is p e n s e d  b y  p r e s c r ip t io n .  

M a i l  o r d e r  o u t le t s  a r e  in c lu d e d .  P r ic e s  

r e p o r t e d  r e p r e s e n t  t r a n s a c t io n  p r ic e s

1 ,2 2 2 1 .0 1 8

hHp:/Av\vw.l)ls.gov/cpi/cpifact4.htin 4/0/ 2007
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b e t w e e n  t h e  p h a r m a c y ,  p a t ie n t ,  a r id  

t h i r d  p a r t y  p a y e r ,  i f  a p p l ic a b le . 1

N o n p r e s c r ip t io n  

d r u g s  a n d  m e d ic a l  

I s u p p l ie s

A l l  n o n p r e s c r ip t io n  m e d ic in e s ,  

v i t a m in s ,  d r e s s in g s ,  e q u ip m e n t ,  a n d  

s u p p l ie s .

1 ,3 8 * 1 .4 2 8

1 I n t e r n a l  a n d  

| r e s p i r a t o r y  o v e r -  

I t h e - c o u n t e r  d r u g s

N o n p r e s c r ip t io n  m e d ic in e s  t a k e n  b y  

s w a l lo w in g ,  in h a l in g ,  a n d  a s  

s u p p o s i t o r ie s  a n d  e n e m a s  ( i . e .  

a s p i r in ,  c o u g h  m e d ic in e ,  a n d  

v i t a m in s ) .

8 8 ? .2 9 4

N o n p r e s c r ip t io n  

m e d ic a l  e q u ip m e n t  

a n d  s u p p l ie s

N o n p r e s c r ip t io n  m e d ic in e s  a n d  

d r e s s in g s  u s e d  e x t e r n a l l y ,  

c o n t r a c e p t i v e s ,  a n d  s u p p o r t i v e  a n d  

c o n v a le s c e n t  m e d ic a l  e q u ip m e n t  ( i . e .  
a d h e s iv e  s t r ip s ,  h e a t in g  p a d s ,  a t h le t ic  

s u p p o r t e r s ,  a n d  w h e e lc h a i r s ) .

4 9 5
■1 3 5

| M e d ic a l c a r e  s e r v ic e s

P r o fe s s io n a l m e d ic a l  s e r v ic e s ,  h o s p i ta l  

s e r v ic e s ,  n u r s in g  h o m e  s e r v ic e s ,  a n d  

1 h e a l t h  in s u r a n c e  im p u t a t io n .

4 , 5 9 9 4 . 8 3 4

P r o fe s s io n a l  s e r v ic e s

P h y s ic ia n s ,  d e n t is t s ,  e y e  c a r e  

p r o v id e r s ,  a n d  o t h e r  m e d ic a l  
[ p r o f e s s io n a ls .

2 , 4 4 5 I 2 .8 1 7

P h y s ic ia n s '  

{ s e r v ic e s

S e r v ic e s  b y  m e d ic a l  p h y s ic ia n s  in  

p r i v a t e  p r a c t ic e ,  in c lu d in g  o s t e o p a th s ,  

w h ic h  a r e  b i l le d  b y  t h e  p h y s ic ia n .  

I n c lu d e s  h o u s e ,  o f f ic e ,  c l in ic ,  a n d  

h o s p i t a l  v is i t s .  ( E x c lu d e s  

o p h t h a lm o lo g is t s .  S e e  E y e g la s s e s  a n d  

e y e  c a r e . )

6 4 7 1 .6 1 6

D e n ta l  s e r v ic e s

S e r v ic e s  p e r f o r m e d  b y  d e n t is t s ,  o r a l  

o r  m a x i l lo f a c ia l  s u r g e o n s ,  

o r t h o d o n t i s t s ,  p e r io d o n t i s t s ,  o r  o t h e r  

d e n t a l  s p e c ia l is t s  in  g r o u p  o r  

in d iv id u a l  p r a c t i c e .  T r e a t m e n t  m a y  b e  

p r o v id e d  in  t h e  o f f ic e  o r  h o s p i t a l .  1

7 6 3 .7 2 1

E y e g la s s e s  a n d  j 

e y e  c a r e
n

1 l (

S e r v ic e s  p r o v id e d  b y  o p t ic ia n s ,  

o p t o m e t r is t s ,  a n d  o p h t h a lm o lo g is t s .  
I n c lu d e s  e y e  e x a m s ,  d is p e n s in g  o f  

e y e g la s s e s  a n d  c o n t a c t  le n s e s ,  o f f ic e  

v is i t s ,  a n d  s u r g ic a l  p r o c e d u r e s  in  th e  

o f f ic e  o r  h o s p i t a l .  |

682 .225

I 1
1 Services by other h 
j m e d ic a l  c 

p r o fe s s io n a ls  u

1 r

S e rv ic e s  p e r f o r m e d  b y  o t h e r  
j r o f e s s io n a ls  s u c h  a s  p s y c h o lo g is t s ,  | 

h i r o p r a c t o r s ,  p h y s ic a l  t h e r a p is t s ,  j 

jo d ia t r i s t s ,  s o c ia l  w o r k e r s ,  a n d  n u r s e  

> r a c t i t io n e r s  in  o r  o u t  o f  t h e  o f f ic e .  |

353 .255

c
H o s p i t a l  a n d  r e la t e d  ~ 

I s e r v ic e s  I

I |a

le r v ic e s  p r o v id e d  to  in p a t ie n t s  a n d  

u t p a t ie n t s .  I n c lu d e s  e m e r g e n c y  i 

o o m  v is i t s ,  n u r s in g  h o m e  c a r e  a n d  | 

d u l t  d a y  c a r e .  I n c lu d e s  t r a n s a c t io n  |

2,154 1.630
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p r ic e s  o n ly .

H o s p i t a l  s e r v ic e s

S e r v ic e s  p r o v id e d  t o  p a t ie n t s  d u r in g  

v is i t s  to  h o s p i t a ls ,  a m b u la t o r y  

s u r g ic a l  c e n t e r s ,  o r  o t h e r  s im i la r  

s e t t in g s .

1 ,6 2 8 1 .5 4 2

I n p a t i e n t *  

h o s p i t a l  s e r v ic e s

S e r v ic e s  f o r  in p a t ie n t s .  I n c lu d e s  a 
m ix t u r e  o f  i t e m iz e d  s e r v ic e s ,  D R G -  

b a s e d  s e r v ic e s ,  p e r  d ie m s ,  p a c k a g e s ,  

o r  o t h e r  b u n d le d  s e r v ic e s .

N /A N /A

O u t p a t i e n t *  

h o s p i t a l  s e r v ic e s

S e r v ic e s  p r o v id e d  to  p a t ie n t s  

c la s s i f ie d  a s  o u t p a t ie n t s  in  h o s p i ta ls ,  

f r e e  s t a n d in g  s e r v ic e s  f a c i l i t ie s ,  
a m b u la t o r y  s u r g e r y ,  a n d  u r g e n t  c a r e  

c e n t e r s .

N /A N /A

N u r s in g  h o m e  a n d  

a d u l t  d a y  c a r e  

s e r v ic e s

C h a r g e s  f o r  r e s id e n t ia l  c a r e  a t  n u r s in g  

h o m e s ,  n u r s in g  h o m e  u n i t s  o f  
r e t i r e m e n t  h o m e s ,  a n d  c o n v a le s c e n t  

o r  r e s t  h o m e s .  A ls o  in c lu d e s  n o n -  

r e s id e n t ia l  a d u l t  d a y  c a r e ,  a  n e w e r  
t e r n  w i t h  f e w  p r ic e  o b s e r v a t io n s  a t  

t h is  t im e .

5 2 6 .0 8 9

H e a lth  I n s u r a n c e

I n d i r e c t  a p p r o a c h  b a s e a  o n  r e t a in e d  

e a r n in g s  m e t h o d .  S e e  h e a l th  

n s u r a n c e  s e c t io n .

N /A .3 8 6

N / A :  D a ta  n o t  a d e q u a te  f o r  p u b l ic a t io n .

*  S u b s t r a t u m  in d e x .

A l t h o u g h  m e d ic a l  in s u r a n c e  p r e m iu m s  a r e  a n  im p o r t a n t  p a r t  o f  c o n s u m e r s '  m e d ic a l  

s p e n d in g ,  t h e  d i r e c t  p r i c in g  o f  h e a l t h  in s u r a n c e  p o l ic ie s  is  n o t  in c lu d e d  in  t h e  C P I.  A s  

e x p la in e d  b e lo w ,  B L S  r e a s s ig n s  m o s t  o f  t h is  s p e n d in g  t o  t h e  o t h e r  m e d ic a l  c a t e g o r ie s  ( s u c h  

a s  H o s p i t a ls )  t h a t  a r e  p a id  f o r  b y  in s u r a n c e .  T h e  e x t r e m e  d i f f i c u l t y  d is t in g u is h in g  c h a n g e s  

in  in s u r a n c e  q u a l i t y  f r o m  c h a n g e s  in  i t s  p r ic e  f o r c e s  t h e  C P I t o  u s e  t h is  in d i r e c t  m e t h o d .

G e n e r a l  I n f o r m a t i o n  o n  C P I  M e d ic a l  C a r e

T h e  C P I m e a s u r e s  in f l a t io n  a t  t h e  r e t a i l  le v e l ,  a n d  r e f le c t s  t h e  a v e r a g e  p r ic e  c h a n g e  o v e r  

t im e  f o r  a  c o n s t a n t  q u a l i t y ,  c o n s t a n t  q u a n t i t y  m a r k e t  b a s k e t  o f  g o o d s  a n d  s e r v ic e s .  I n  m o s t  

c a s e s  i t  a p p r o x im a t e s  w h a t  h o u s e h o ld s  s p e n d  o u t - o f - p o c k e t  a n  g o o d s  a n d  s e r v ic e s  u s e d  f o r  

d a y - t o - d a y  l i v in g .  T h e r e f o r e ,  m e d ic a l  c a r e  in d e x e s  a r e  l im i t e d  to  i t e m s  w i t h  a n  o u t - o f -  

p o c k e t  e x p e n d i t u r e ,  a l t h o u g h  in  th e  c a s e  o f  m e d ic a l  c a r e  th e  t e r m  o u t - o f - p o c k e t  in c lu d e s  

a n y  h e a l th  in s u r a n c e  p r e m iu m  a m o u n t s  t h a t  a r e  d e d u c te d  f r o m  e m p lo y e e  p a y c h e c k s .

T h e  C o n s u m e r  E x p e n d i t u r e  S u r v e y  (C E )  c o l le c t s  a n n u a l  c o n s u m e r  s p e n d in g  f o r  e a c h  C P I 

c a t e g o r y ;  t h is  p r o v id e s  t h e  b a s is  f o r  t h e  i t e m  c a t e g o r y  w e ig h t s .  B L S  r e p la c e s  th e s e  w e ig h t s  

e v e r y  t w o  y e a r s  w i t h  o n e s  b a s e d  o n  m o r e  r e c e n t  C o n s u m e r  E x p e n d i t u r e  S u r v e y s .  T o  o b ta in  
t h e  c a t e g o r y  w e ig h t s ,  B L S  c o m b in e s  e x p e n d i t u r e s  f r o m  t h e  C E 's  f o r  t w o  y e a r s  a n d  u p d a te s  

t h e m  f o r  p r ic e  c h a n g e  t o  th e  D e c e m b e r  b e fo r e  t h e i r  f i r s t  u s e  in  th e  C P I.  F o r  e x a m p le ,  th e  

e x p e n d i t u r e s  r e p o r t e d  o n  C E 's  f o r  2 0 0 1  a n d  2 0 0 2  u p d a ^ d  t o  D e c e m b e r  2 0 0 3  b e c a m e  th e  

b a s ic  w e ig h t s  f o r  u s e  In  t h e  C P I f r o m  J a n u a r y  200 -1  t h r o u q h  D e c e m b e r  2 0 0 5 .  E v e r y  m o n th ,  

t o  c o m p u t e  t h a t  m o n t h 's  in d e x ,  B L S  u p d a te s  t h e  b a s e  w e ig h t s  f o r  p r ic e  c h a n g e  f r o m  th e

hUp://\v\vw.bls.gov/cpi/cpifact4.htm 4/9/2007
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p r e v io u s  m o n t h .  E v e r y  y e a r ,  t h e  B L S  p u b l is h e s  r e la t iv e  im p o r t a n c e s  f o r  t h e  p r e v io u s  

D e c e m b e r ;  t h e s e  a r e  b a s e  w e ig h t s  u p d a te d  f o r  p r ic e  c h a n g e  a n d  e x p r e s s e d  a s  a 

p e r c e n ta g e  o f  t o t a l  w e ig h t .  W e ig h t s  f o r  c o m p o n e n t s  w i t h  g r e a t e r  t h a n  a v e r a g e  p r ic e  

c h a n g e  w i l l  In c r e a s e  m o r e  t h a n  t h o s e  w i t h  s m a l le r  t h a n  a v e r a g e  p r ic e  c h a n g e .  A s  a r e s u l t ,  

t h e  c h a n g e  in  a c o m p o n e n t 's  r e la t iv e  im p o r t a n c e  f r o m  o n e  D e c e m b e r  t o  t h e  n e x t  r e f le c ts  

i t s  p r ic e  c h a n g e  r e la t i v e  t o  t h a t  o f  a l l  o t h e r  c a t e g o r ie s  a s  w e l l  a s  e v e r y  t w o  y e a r s ,  th e  

b ie n n ia l  w e ig h t  r e p la c e m e n t .

F o r  t h e  m e d ic a l  c a r e  c a t e g o r ie s  t h e  C E  c o l le c t s  in f o r m a t io n  o n  h o u s e h o ld  o u t - o f - p o c k e t  

e x p e n s e s .  T h e s e  m a y  in c lu d e  d a t a  s u c h  a s  h e a l th c a r e  s e r v ic e s  r e c e iv e d ,  w h o  r e c e iv e d  i t ,  

t h e  a m o u n t  o f  p a y m e n t  m a d e ,  a n d  in s u r a n c e  r e im b u r s e m e n ts  r e c e iv e d .  M e d ic a l  c a r e  

e x p e n d i t u r e s  e l ig ib le  f o r  t h e  C P I  in c lu d e  o u t - o f - p o c k e t  e x p e n s e s  p a id  b y  t h e  c o n s u m e r .  

T h e s e  in c lu d e  fe e s  ( n o t  r e c o u p e d  t h r o u g h  h e a l th  in s u r a n c e )  t h a t  c o n s u m e r s  p a id  d i r e c t ly  to  

r e t a i l  o u t le t s  f o r  m e d ic a l  g o o d s  a n d  t o  d o c t o r s  a n d  o t h e r  m e d ic a l  p r o v id e r s  f o r  m e d ic a l  
s e r v ic e s ,  a s  w e l l  a s  h e a l t h  in s u r a n c e  p r e m iu m s  t h a t  c o n s u m e r s  p a id  ( in c lu d in g  M e d ic a re  

P a r t  B ) .  T o  a r r i v e  a t  t h e  c o n s u m e r  o u t - o f - p o c k e t  m e d ic a l  e x p e n s e ,  t h e  C E  n e t s  o u t  d i r e c t  
in s u r a n c e  r e im b u r s e m e n t s  to  t h e  c o n s u m e r  f r o m  th e  t o t a l  a m o u n t s  p a id  b y  t h e  c o n s u m e r .

S in c e  m e d ic a l  c a r e  o n ly  in c lu d e s  c o n s u m e r s '  o u t - o f - p o c k e t  e x p e n d i t u r e s  ( a n d  e x c lu d e s  

e m p lo y e r  p r o v id e d  h e a l t h  c a r e ) ,  i t s  s h a r e  in  t h e  C P I is  s m a l le r  t h a n  i t s  s h a r e  o f  g r o s s  

d o m e s t ic  p r o d u c t  ( G D P )  a n d  o t h e r  n a t io n a l  a c c o u n ts  m e a s u r e s .

M e d i c a l  C a r e  O u t l e t  a n d  I t e m  S e l e c t i o n

T h r o u g h o u t  t h e  y e a r ,  t h e  B u r e a u  c o n d u c ts  h o u s e h o ld  P o in t - o f - P u r c h a s e  s u r v e y s  (P O P S ) in  

t h e  C P I p r i c in g  a r e a s .  T h e  P O P S  p r o v id e s  th e  s a m p l in g  f r a m e  o f  o u t le t s  o r  r e t a i l  b u s in e s s e s  
f o r  m o s t  C P I i t e m  c a t e g o r ie s  in c lu d in g  th o s e  in  th e  m e d ic a l  c a r e  in d e x e s .  B L S  s e le c t s  th e  

o u t l e t  s a m p le  f o r  e a c h  i t e m  c a t e g o r y  in  e a c h  p r ic in g  a r e a  u s in g  p r o b a b i l i t y  p r o p o r t io n a l  to  

t h e  r e p o r t e d  e x p e n d i t u r e .  A p p r o x im a t e ly  o n e  q u a r t e r  o f  t h e  o u t le t s  " r o t a t e "  a n n u a l l y  s o  

t h a t  o v e r  a  f o u r  y e a r  p e r io d  t h e  e n t i r e  o u t le t  s a m p le  is  r e s e le c te d .  T h is  k e e p s  t h e  s a m p le  

u p  t o  d a t e  a n d  r e p le n is h e s  o u t le t s  lo s t  t o  r e fu s a ls  a n d  g o in g  o u t - o f - b u s in e s s .  B L S  s e n d s  its  

f ie l d  s t a f f  t o  t h e  s e le c t e d  o u t le t s  to  s e le c t  a  s a m p le  o f  i t e m s  t h a t  t h e  o u t l e t  s e l ls  in  e a c h  

a s s ig n e d  c a t e g o r y ;  t h u s ,  t h e  i t e m  s a m p le  r o t a t e s  o v e r  th e  f o u r  y e a r  p e r io d .  T h e  f ie ld  s t a f f  

u s e s  p r o b a b i l i t y  p r o p o r t i o n a l  t o  r e p o r t e d  o u t le t  s a le s  f o r  s a m p l in g  g o o d s  a n d  s e r v ic e s  

p r ic e d  in  t h e  C P I.  D u r in g  t h e  in i t i a l  v i s i t  t o  a  b u s in e s s ,  th e  f ie ld  s t a f f  v e r i f i e s  t h a t  th e  o u t le t  
c a r r ie s  t h e  i t e m  c a t e g o r y  t o  b e  p r ic e d ,  p r o c e e d s  to  s e le c t  a  s m a l l  s a m p le  o f  i t e m s  in  th e  

c a t e g o r y  b a s e d  o n  t h e  o u t l e t ' s  e s t im a t e d  o r  a c tu a l  r e v e n u e ,  a n d  r e c o r d s  a l l  p r ic e -  
d e t e r m in in g  f e a t u r e s  f o r  t h e  s e le c te d  i t e m s .  S o m e  m e d ic a l  c a r e  I te m s ,  s u c h  a s  p r e s c r ip t io n  

d r u g s  o r  h o s p i t a l  s e r v ic e s ,  r e q u i r e  s p e c ia l  s a m p l in g  p r o c e d u r e s  to  r e d u c e  t h e  b u r d e n  o n  th e  
o u t le t s '  r e s p o n d e n t s .  A d d i t io n a l ly ,  s p e c i f ic  I te m s ,  s u c h  a s  p r e s c r ip t io n  d r u g s ,  a r e  r e ­

s a m p le d  m o r e  f r e q u e n t l y  d u e  t o  f r e q u e n t  in n o v a t io n  a n d  n e w  p r o d u c t  in t r o d u c t i o n .

P r e s c r i p t i o n  D r u g s

T h e  p r e s c r ip t io n  d r u g s  in d e x  is  c o m p r is e d  o f  d r u g s  o n e  m a y  p u r c h a s e  b y  p r e s c r ip t io n  a t  a 

r e t a i l ,  m a i l  o r d e r  o r  I n t e r n e t  p h a r m a c y .  H o w e v e r ,  p r e s c r ip t io n  d r u g s  t h a t  a r e  p r im a r i l y  

c o n s u m e d  a n d  p a id  f o r  a s  p a r t  o f  h o s p i t a l  v is i t s  a r e  n o t  in c lu d e d  in  t h is  s a m p le .

I t e m  s a m p l in g  : T h is  in d e x  e m p lo y s  a  s t r e a m l in e d  s a m p l in g  m e t h o d .  A t  e a c h  o f  th e  

p h a r m a c ie s  s e le c te d ,  t h e  B L S  f ie ld  s t a f f  s e le c ts  a  s p e c i f ic  I te m  f o r  e a c h  o f  t h e  a s s ig n e d  

n u m b e r  o f  i t e m s  t o  b e  p r ic e d .  T o  d o  t h is ,  t h e  f ie ld  s t a f f  o b t a in s  a  l i s t  o f  t h e  la s t  2 0  

p r e s c r ip t io n s  d is p e n s e d .  T h is  " l a s t  2 0  l i s t "  s e r v e s  e s  a p r o x y  f o r  a l l  t h e  p r e s c r ip t io n  d r u g s  

d is p e n s e d  a t  t h a t  p h a r m a c y ,  a n d  a  p r ic e  is  o b t a in e d  f o r  e a c h  p r e s c r ip t io n  o n  t h e  l i s t .  T h o
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p r ic e  in c lu d e s  b o t h  p a t i e n t  a n d  In s u r a n c e  c o n t r i b u t i o n s  t o  t h e  p h a r m a c y ,  a n d  t h e  s u m  o f  a l l  

2 0  p r ic e s  m a k e s  u p  t o t a l  s p e n d in g  ( b y  t h e  c o n s u m e r  a t  t h is  p h a r m a c y ) .  T h u s ,  e a c h  p r ic e  

r e p r e s e n t s  a n  o b s e r v e d  s h a r e  o f  t o t a l  s p e n d in g ,  a n d  t h e  p r o b a b i l i t y  o f  a n y  o n e  p r e s c r ip t io n  
b e in g  s e le c t e d  is  p r o p o r t i o n a l  t o  i t s  s h a r e  in  t o t a l  s p e n d in g .  T h e  m o r e  f r e q u e n t l y  a  c e r t a in  

d r u g  s h o w s  u p  in  t h e  " l a s t  2 0  l i s t "  a n d  t h e  m o r e  e x p e n s iv e  i t  is ,  t h e  m o r e  l i k e ly  i t  is  t o  b e  

s e le c te d  f o r  t h e  in d e x .  T h is  i t e m  s e le c t io n  p r o c e d u r e  is  d o n e  f o r  e v e r y  o u t l e t  w h e n  i t  is  

i n i t ia t e d  f o r  p r i c in g .  I n  a d d i t i o n ,  in  e a c h  o u t l e t  p r e s c r ip t io n  d r u g s  a r e  r e - s a m p le d  a f t e r  tw o  

y e a r s  t o  c a p t u r e  c u r r e n t  c r  s u m e r  p u r c h a s e  b e h a v io r s  a n d  b r in g  n e w  g o o d s  a n d  s e r v ic e s  

in t o  t h e  m e d ic a l  c a r e  in d e x .

S p e c ia l  p r i c i n g  p r o c e d u r e s  f o r  p r e s c r ip t io n  d r u g s :

D r u g s  lo s in g  p a t e n t  p r o t e c t io n : \ N h e n  a  b r a n d - n a m e  d r u g  in  t h e  s a m p le  lo s e s  i t s  p a t e n t  

p r o t e c t io n ,  g e n e r ic  v e r s io n s  o f  t h e  d r u g  r e c e iv e  a  o n e - t im e  c h a n c e  to  r e p la c e  t h e  o r ig in a l ,  

b r a n d - n a m e  d r u g  e v e n  i f  t h e  s a m p le  p h a r m a c y  c o n t in u e s  t o  s e l l  t h e  b r a n d  n a m e  d r u g .  S ix  

m o n th s  a f t e r  a  d r u g  in  t h e  s a m p le  lo s e s  p a t e n t  p r o t e c t io n ,  C P I f ie ld  s t a f f  s e le c t s  a m o n g  a l l 

d r u g s  ( in c lu d in g  t h e  o r i g in a l )  t h a t  th e  F o o d  a n d  D r u g  A d m in is t r a t i o n  d e e m s  t o  b e  

t h e r a p e u t i c a l l y - e q u iv a le n t .  D e la y in g  th e  r e s e le c t io n  f o r  s ix  m o n t h s  a l lo w s  e m e r g in g  g e n e r ic  

d r u g s  a n  o p p o r t u n i t y  t o  g a in  m a r k e t  s h a r e .  T h e  c h a n c e  o f  d r u g  s e le c t io n  is  p r o p o r t io n a l  to  

th e  n u m b e r  o f  p r e s c r ip t io n s  s o ld  f o r  e a c h  v e r s io n  o f  t h e  d r u g  o v e r  t h e  p r e v io u s  3  m o n th s .

I f  a  g e n e r ic  is  s e le c t e d ,  t h e  C P I t r e a t s  a n y  p d e e  d i f f e r e n c e  b e t w e e n  th e  o r ig in a l  d r u g  a n d  
i t s  s e le c te d  s u b s t i t u t e  a s  a  p r ic e  c h a n g e ,  a n d  r e f le c t s  t h is  c h a n g e  in  th e  in d e x  in  t h e  m o n th  

w h e n  t h e  p r o c e d u r e  w a s  p e r f o r m e d .

W h e n  p r e s c r ip t io n  d r u g s  b e c o m e  a v a i la b le  o v e r - t h e - c o u n t e r  ( O T C ) ,  t h e  C P I c o n t in u e s  to  

p r ic e  t h e m  in  t h e  p r e s c r ip t io n  d r u g  a n d  m e d ic a l  s u p p l ie s  in d e x  u n t i l  t h e y  r o t a t e  o u t  u n d e r  
n o r m a l  r o t a t io n  p r o c e d u r e s .  T h e y  a r e  n o t  t r a n s f e r r e d  t o  t h e  n o n - p r e s c r ip t i o n  d r u g s  a n d  

m e d ic a l  s u p p l ie s  in d e x .  T h e  o b s e r v a t io n s  r e m a in  Ir i t h e  p r e s c r ip t io n  d r u g  s a m p le ,  a n d  a n y  

p r ic e  c h a n g e  is  r e f le c t e d  in  t h e  p r e s c r ip t io n  d r u g  a n d  m e d ic a l  s u p p l ie s  in d e x .  S im i la r l y ,  i f  

a n y  o v e r - t h e - c o u n t e r  d r u g s  w e r e  to  c h a n g e  s o  t h e y  r e q u i r e d  p r e s c r ip t io n s ,  t h e y  w o u ld  

r e m a in  in  t h e  n o n - p r e s c r ip t i o n  d r u g s  a n d  m e d ic a l  s u p p l ie s  in d e x  u n t i l  t h e  n e x t  r o t a t io n  a n d  
a n y  r e s u l t in g  p r i c e  c h a n g e  w o u ld  o c c u r  in  t h a t  in d e x .

P r o f e s s i o n a l  S e r v i c e s

T h e  p r o f e s s io n a l  s e r v ic e s  in d e x  c o v e r s  s e r v ic e s  t h a t  a r e  p e r f o r m e d  a n d  b i l le d  b y  p r i v a t e -  

p r a c t ic e  m e d ic a l  d o c t o r s ,  d e n t is t s ,  e y e  c a r e  p r o v id e r s ,  a n d  o t h e r  m e d ic a l  p r o v id e r s .  

P h y s ic ia n s ' a n d  d e n t a l  s e r v ic e s  h a v e  m o s t  o f  t h e  w e ig h t  f o r  t h is  c a t e g o r y .  B e lo w  is  a n  

e x a m p le  o f  I n i t i a t in g  p h y s ic ia n s '  s e r v ic e s ,  b u t  t h e  m e t h o d o lo g y  a p p l ie s  t o  a l l  p r o v id e r s  in  

t h is  E C .

I t e m  s a m p l in g :  A t  t h e  i n i t i a l  v i s i t  C P I f ie ld  s t a f f  e s t a b l is h e s  t h e  p r a c t i t i o n e r 's  s p e c ia l t y ,  

d is a g g r e g a t e s  t o  a n  a p p r o p r ia t e  s e r v ic e ,  a n d  d e s c r ib e s  t h e  c h a r a c t e r i s t i c s  o f  t h e  s e le c te d  

v is i t  a n d  a n y  r e la t e d  p r o c e d u r e s  o n  a  C P I - s p e c i f ic  c h e c k l is t .  C u r r e n t  P r o c e d u r a l  

T e r m in o lo g y  (C P T )  c o d e s  a r e  c o l le c t e d  to  h e lp  d e s c r ib e  t h e  i t e m  a c c u r a t e ly .  U n le s s  th e  

s e le c te d  c o m b in a t io n  o f  s e r v ic e s  c h a n g e s  o r  t h e  C P T  c o d e  is  m o d i f ie d ,  th e  i t e m  d e s c r ip t io n s  

r e m a in  f ix e d  f o r  p r i c in g .  T h e  p h y s ic ia n s '  s e r v ic e s  in d e x  in c lu d e s  c o n s u m e r  o u t - o f - p o c k e t  

p a y m e n ts ,  M e d ic a r e  B  p a y m e n t s ,  a r id  in s u r a n c e  r e im b u r s e m e n t s .  T h e  t o t a l  fe e  r e p o r t e d  lo r  

e a c h  p r ic e d  s e r v ic e  r e f le c t s  t h e  a m o u n t  th e  p h y s ic ia n  e x p e c t s  to  r e c e iv e  f r o m  t h e  p a t ie n t  

a n d / o r  in s u r a n c e  c a r r ie r .

H o s p i t a l  S e r v i c e s
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T h e r e  is  a  g r o w in g  c o n s e n s u s  t h a t  t h e  m o s t  a p p r o p r ia t e  w a y  t o  m e a s u r e  h o s p i t a l  s e r v ic e s  

is  b y  t r a c k in g  t r e a t m e n t  o u t c o m e s  r a t h e r  t h a n  m e d ic a l  in p u t s  c o n s u m e d .  F r o m  t h is  v a n t a g e  

p o in t ,  a  d a y  s p e n t  o c c u p y in g  a  h o s p i t a l  r o o m  a n d  t h e  t im e  In  a n  o p e r a t in g  r o o m  a r e  n o t  

s e p a r a t e  c o n s u m e r  s e r v ic e s ,  b u t  in d iv id u a l  c o m p o n e n t s  o f  o n e  h o s p i t a l  v i s i t  w h ic h  m a y  b e  

a l l  o r  p a r t  o f  a m e d ic a l  t r e a t m e n t .  T h e  c u r r e n t  C P I m e t h o d  f o l lo w s  m e d ic a l  t r e a t m e n t s ,  a  

m e t h o d  t h a t  l ie s  b e tw e e n  t h e  o ld  m e d ic a l - in p u t s  m e t h o d  a n d  t h e  id e a l  m e d ic a l - o u t c o m e s  

m e t h o d .  M e a s u r in g  t h e  v a lu e  o f  d i f f e r e n t  t r e a t m e n t  o u t c o m e s  is  t h e  s u b je c t  o f  r e s e a r c h  in  

t h e  in d u s t r y ,  b u t  n o t  y e t  a  f e a s ib le  m e t h o d o lo g y  f o r  th e  C P I m e d ic a l  c a r e  I n d e x e s .

I t e m  s a m p l in g :  H o s p i t a l  s e r v ic e s  in c lu d e  in p a t i e n t  a n d  o u t p a t ie n t  s e r v ic e s .  T h e  p . i g  u n i t  

is  t h e  h o s p i t a l  v i s i t ,  d e f in e d  b y  a  d a te  o f  a d m is s io n ,  a  d a t e  o f  d is c h a r g e  a s  d o c u m e n t e d  o n  

a  h o s p i t a l  b i l l ,  a n d  t h e  s p e c i f ic  d ia g n o s is  o r  m e d ic a l  c o n d i t i o n .  A t  t h e  i n i t i a l  v i s i t  C P I f ie ld  

s t a f f  w o r k s  w i t h  t h e  r e s p o n d e n t  t o  s e le c t  a  h o s p i t a l  b i l l  b a s e d  o n  r e v e n u e s  g e n e r a t e d  b y  

e l ig ib le  p a y e r s  ( i . e .  p r i v a t e l y  in s u r e d  a n d  u n in s u r e d  p a t ie n t s ) .  T h e n ,  t h e  f ie ld  s t a f f  

d e s c r ib e s  t h e  i t e m  in  t e r m s  o f  t h e  b u n d le  o f  g o o d s  a n d  s e r v ic e s  c o n s u m e d  d u r in g  t h a t  v is i t ,  

o r  t h e  p h y s ic a l  ( o r  m e n t a l )  s t a t e  r e q u i r e d  f o r  th e  p a t ie n t  to  b e  d is c h a r g e d  f r o m  th e  

h o s p i t a l .  B i l ls  u s e d  f o r  th e  C P I a r e  s a n i t iz e d  o f  p a t ie n t - i d e n t i f y in g  c h a r a c t e r i s t i c s  a n d  d o  n o t  

c o n t r a v e n e  th e  H e a l t h  I n s u r a n c e  P o r t a b i l i t y  a n d  A c c o u n t a b i l i t y  A c t  o f  1 9 9 6  ( H IP P A )  

c o n f i d e n t i a l i t y  m a n d a te s .

T h e  o b je c t i v e  o f  s a m p l in g  f o r  t h e  h o s p i t a l  s t r a t u m  is  to  id e n t i f y  a s p e c i f ic  e l ig ib le  p a y e r  to  

f o l l o w  o v e r  t im e .  T h e  s a m p l in g  is  b a s e d  o n  h o s p i t a l  r e v e n u e .  T h e  i t e m s  a r e  d is t in g u is h e d  

b y  t h e i r  r e a s o n ( s )  f o r  a d m is s io n  to  t h e  h o s p i t a l  ( i . e .  h e a r t  a t t a c k ,  e m e r g e n c y  v is i t ,  

s c h e d u le d  s u r g e r y ,  c h r o n ic  i l ln e s s ,  d ia g n o s t ic s ,  e t c . ) ,  a n d  a s s o c ia te d  p r im a r y  d ia g n o s is  

t y p e .  T h e y  a r e  f u r t h e r  b r o k e n  d o w n  b y  t h e  in s u r e r s '  r e im b u r s e m e n t  a r r a n g e m e n t s  in  th e  

c o n t r a c t  ( i . e .  i t e m iz e d  c h a r g e s ,  d ia g n o s is  r e la t e d  g r o u p - D R G ,  c a s e  r a t e ,  p e r  d ie m ,  e t c . )  a n d  

t h e  p a t ie n t s '  e x p e c t e d  p a y m e n ts  ( i f  a n y ) .

T h e  g o a l  o f  t h e  h o s p i t a l  s e r v ic e s  in d e x  is  t o  f o l l o w  th e  t r a n s a c t io n  p r ic e s  o f  s e le c te d  
s e r v ic e s  o v e r  t im e  w h i le  k e e p in g  p r i c e - d e t e r m in in g  c h a r a c t e r i s t i c s  c o n s t a n t .  T h e  

t r a n s a c t io n  p r ic e  is  t h e  r e im b u r s e m e n t  r e c e iv e d  b y  t h e  p r o v id e r  f r o m  a l l  e l ig ib le  s o u r c e s ;  i t  
is  t h e  a m o u n t  p a id  b y  th e  in s u r a n c e  c a r r i e r  ( i f  a p p l ic a b le )  a n d / o r  p a t ie n t 's  o u t - o f - p o c k e t  

p a y m e n t s .  W ith  t h e  e x c e p t io n s  o f  f e e - f o r - s e r v ic e  a n d  fe e  s c h e d u le ,  e a c h  t y p e  o f  

r e im b u r s e m e n t  r e i ie c t s  a  lu m p  s u m  p a y m e n t  b a s e d  o n  t h e  d ia g n o s is ,  t h e  t y p e  o f  p r o c e d u r e  

p e r f o r m e d ,  o r  a  f l a t  fe e  p e r  u n i t  o f  s e r v ic e .  O n ly  q u o t e s  w i t h  p a y e r - b a s e d  t r a n s a c t io n  p r ic e s  

a r e  e l ig ib le  f o r  In c lu s io n  in  t h e  p r ic e d  s a m p le  o f  h o s p i t a l  s e r v ic e s .

H e a l t h  I n s u r a n c e

T h e  C P I d o e s  n o t  p u b l is h  a h e a l t h  in s u r a n c e  in d e x ,  a l t h o u g h  B L S  is  t e s t in g  i t s  f e a s ib i l i t y  

w i t h  a n  e x p e r im e n t a l  in d e x .  T h e  w e ig h t s  in  t h e  C P I d o  n o t  in c lu d e  e m p lo y e r - p a id  h e a l th  

in s u r a n c e  p r e m iu m s  o r  t a x - f u n d e d  h e a l t h  c a r e  s u c h  a s  M e d ic a r e  P a r t  A  a n d  M e d ic a id .  

C u r r e n t l y ,  t h e  in d e x  e m p lo y s  a n  in d i r e c t  m e t h o d  f o r  m e a s u r in g  p r ic e  c h a n g e s  f o r  h e a l th  

in s u r a n c e  p r e m iu m s .  U n d e r  t h is  I n d i r e c t  m e t h o d ,  ' l i e  m e d ic a l  c a r e  in d e x  w i l l  n o t  b e  

a f f e c t e d  b y  c h a n g e s  in  p o l ic y  c h a r a c t e r i s t i c s ,  s u c h  a s  m o d i f ic a t io n s  to  p o l ic y  b e n e f i t s  a n d  

u t i l i z a t io n  c h a n g e s .  T h e  a p p r o a c h  im p l i c i t l y  a s s u m e s  t h a t  t h e  le v e l  o f  s e r v ic e  f r o m  

in d iv id u a l  c a r r ie r s  is  s t r i c t l y  a  f u n c t io n  o f  b e n e f i t s  p a id .  W h i le  o t h e r  c o m p o n e n t s  m a y  a f f e c t  

t h e  in d e x ,  s u c h  o s  m o r e  c o n v e n ie n t  c la im s  h a n d l in g  n r  a  2 4 - h o u r  n u r s e  l in e ,  t h e i r  e f f e c t s  

a r e  p r o b a b ly  s m a l l .  T h is  in d i r e c t  a p p r o a c h  f a c t o r s  m e d ic a l  in s u r a n c e  p r e m iu m s  in t o  tw o  

p a r t s :

« C h a n g e s  in  t h e  p r ic e s  o f  m e d ic a l  c a r e  i t e m s  c o v e r e d  b y  h e a l t h  in s u r a n c e  p o l ic ie s  

■ C h a n g e s  in  th e  c o s t  o f  a d m in is t e r in g  p o l ic ie s ,  m a in t a in in g  r e s e r v e s  a n d ,  a s  a p p r o p r ia t e ,  

p r o f i t s .
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M o s t  e x p e n d i t u r e  f o r  h e a l t h  in s u r a n c e  g o e s  t o  th e  f i r s t  i t e m  a b o v e ,  a n d  r e f le c t s  in s u r e r s '  

p a y m e n t s  f o r  m e d ic a l  t r e a t m e n t s .  T h e  C P I a l lo c a te s  t h is  p o r t i o n  t o  t h e  in d e x e s  t h a t  

a c c o u n t  f o r  m e d ic a l  c a r e  i t e m s  ( i . e .  p h y s ic ia n s '  s e r v ic e s ) .  T h u s ,  t h e  w e ig h t s  f o r  m o s t  o f  

M C S  In d e x e s  r e f le c t  o u t - o f - p o c k e t  e x p e n d i t u r e s  p lu s  a l lo c a t e d  h e a l t h  in s u r a n c e  b e n e f i t  

p a y m e n t s .  ( I t  is  f o r  t h is  r e a s o n  t h a t  p r o v id e r 's  r e im b u r s e m e n t s  f r o m  in s u r a n c e  c o m p a n ie s  

a r e  v a l id  p r ic e s  f o r  t h e  C P I 's  M C S  In d e x e s . )

T h e  p r ic e  c h a n g e  t h a t  t h e  C P I u s e s  f o r  t h e  r e m a in in g  w e ig h t ,  c h a n g e s  in  t h e  r e t a in e d  
e a r n in g s  o f  h e a l t h  in s u r a n c e  c a r r i e r s  ( t h e  s e c o n d  i t e m  a b o v e ) ,  is  t h e  p r o d u c t  o f  tw o  

r e la t iv e s  o f  c h a n g e :

■ T h e  c h a n g e  in  t h e  r e t a in e d  e a r n in g s  r a t io ,  a n d

h T h e  c h a n g e  in  t h e  c o s t  o f  m e d ic a l  i t e m s  f r o m  e ls e w h e r e  in  C P I m e d ic a l  c a r e .

R e ta in e d  e a r n in g s  r a t io s  a r e  c a lc u la t e d  b a s e d  o n  d a ta  o b t a in e d  f r o m  v a r io u s  in d u s t r y  

s o u r c e s .  B L S  a c q u i r e s  c a le n d a r  y e a r  d a ta  o n  p r e m iu m  in c o m e ,  b e n e f i t s  p a y m e n t s ,  a n d  

r e t a in e d  e a r n in g s  f r o m  n a t io n a l  n o n - p r o f i t  h e a l th  in s u r a n c e  c a r r i e r s  a n d  f r o m  B e s ts  

I n s u r a n c e  f o r  c o m m e r c ia l  c a r r ie r s .  T h e  r e la t iv e  o f  c h a n g e  is  c a lc u la t e d  b y  d iv id in g  th e  

p r e v io u s  y e a r 's  r a t io  b y  t h e  c u r r e n t  y e a r 's  r a t io .  T h e  r e la t iv e  o f  c h a n g e  is  t h e n  c o n v e r t e d  t o  

a  m o n t h ly  r e la t i v e  ( b y  t a k in g  i t s  t w e l f t h  r o o t ) ,  a n d  t h e s e  c h a n g e s  a r e  u s e d  m o n t h ly  to  

r e f le c t  r e t e n t io n  m a r g in s .  1 T h e  s e c o n d  r e la t iv e  r e f le c t s  p r ic e  c h a n g e  f o r  t h e  e i g h t  m e d ic a l  

c a r e  i t e m s  w h o s e  b a s ic  w e ig h t  in c lu d e s  a l lo c a t e d  h e a l t h  in s u r a n c e  p r e m iu m s .

C h a l le n g e s  t o  p r ic in g  h e a l t h  in s u r a n c e  T h e  c u r r e n t  in d i r e c t  m e t h o d  f o r  m e a s u r in g  h e a l th  

In s u r a n c e  p r e m iu m  c h a n g e s  d o e s  n o t  m im ic  t h e  w a y  c o n s u m e r s  p a y  f o r  h e a l t h  c a r e  a n d  i t  
f o r c e s  t h e  m e d ic a l  c a r e  in d e x e s  t o  m e a s u r e  c h a n g e s  in  w h a t  m e d ic a l  c a r e  p r o v id e r s  r e c e iv e  

f r o m  in s u r a n c e  c o m p a n ie s  r a t h e r  t h a n  w h a t  c o n s u m e r s  p a y  f o r  t h e  m e d ic a l  i t e m s  o u t  o f  

p o c k e t .  A  d i r e c t  m e a s u r e  t h a t  w o u ld  h a v e  a n  in d e x  f o r  h e a l t h  in s u r a n c e  p r e m iu m s  a lo n g  

w i t h  o u t - o f - p o c k e t  in d e x e s  f o r  t h e  v a r io u s  m e d ic a l  i t e m s  w o u ld  b e  a n  id e a l  w a y  t o  m e a s u r e  
m e d ic a l  c a r e  p r ic e  c h a n g e — p r o v id e d  t h a t  B L S  c o u ld  p r o d u c e  a n  a c c u r a t e  c o n s t a n t - q u a l i t y  

I n d e x  f o r  h e a l t h  p r e m iu m s .  A  1 9 8 4 - 8 5  t e s t  o f  t h e  f e a s ib i l i t y  o f  d i r e c t l y  p r ic in g  h e a l th  

in s u r a n c e  p o l ic ie s  s h o w e d  t h a t  t h e r e  w e r e  m a jo r  b a r r ie r s  t o  o b t a in in g  d a t a  o n  c h a n g e s  in  

q u a l i t y  v a r ia b le s  s u c h  p o l ic y  b e n e f i t s  a n d  u t i l i z a t io n  ( t h e  n u m b e r  o f  c la im s  p e r  in s u r e d ) .  

C o n s e q u e n t ly ,  B L S  w a s  u n a b le  t o  p r o d u c e  c o n s is t e n t  c o n s t a n t - q u a l i t y  p r e m iu m s  f o r  h e a l t h  

in s u r a n c e  p o l ic ie s  f o r  u s e  a s  C P I p r ic e s .  B L S  p la n s  f u r t h e r  r e s e a r c h  t o  f in d  m o r e  

a p p r o p r ia t e  w a y s  t o  p r i c e  t h i s  in d e x  a n d  c u r r e n t l y  th e  C P I is  a g a in  r e - t e s t in g  t h e  d i r e c t  

p r ic in g  o f  h e a l t h  in s u r a n c e .

F u r t h e r  I n f o r m a t io n  m a y  b e  o b t a in e d  f r o m  th e  O f f ic e  o f  P r ic e s  a n d  L iv in g  C o n d i t io n s ,

B u r e a u  o f  L a b o r  S t a t is t i c s ,  2  M a s s a c h u s e t t s  A v e n u e ,  N E . ,  R o o m  3 6 1 5 ,  W a s h in g to n ,  D C , 

2 0 2 1 2 ,  o r  b y  c a l l in g  ( 2 0 2 )  6 9 1 - 6 9 8 5 .

M a t e r ia l  In  t h is  s u m m a r y  is  in  t h e  p u b l ic  d o m a in  a n d ,  w i t h  a p p r o p r ia t e  c r e d i t ,  m a y  b e  

r e p r o d u c e d  w i t h o u t  p e r m is s io n .  T h is  I n f o r m a t io n  Is a v a i la b le  t o  s e n s o r y - im p a i r e d  

i n d iv id u a ls  u p o n  r e q u e s t .  V o ic e  p h o n e :  ( 2 0 2 )  6 9 1  5 2 0 0 ;  F e d e r a l R e la y  S e r v ic e :  1 8 0 0 - 8 7 7  

8 3 3 9

( 1 )  A  h y p o t h e t i c a l  e x a m p le  o f  t h e  c a lc u la t io n  o f  th e  c h a n g e  in  r e t a in e d  e a r n in g s  f o r  

c o m m e r c ia l  c a r r ie r s :

http://www.bls.gov/cpi/cpifnct4.htni 4/9/2007
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Y e a r  I n c o m e  B e n e f i t  R e t e n t i o n  R e t e n t i o n - b e n e f i t  r a t i o

1 $ 1 0 0 , 0 0 0  $ 9 4 , 0 0 0  $ 6 , 0 0 0 . 0 6 3 8 3 0

2  $ 1 0 8 , 0 0 0  $ 1 0 0 , 0 0 0  $ 8 , 0 0 0 . 0 8 0 0 0 0

Y e a r  2  a d ju s t m e n t  f o r  c h a n g e  in  r e t e n t io n s :

a .  Y e a r  2  r a t io  /  Y e a r  2  r a t io  =  . 0 8 0 0 0 0  /  . 0 6 3 8 3 0  =  1 . 2 5 3 3 2 9  r e la t i v e  o f  c h a n g e ,  o r  

2 5 . 3 3  p e r c e n t ,  w h ic h  is  t h e  a n n u a l  in c r e a s e  in  t h e  r e t e n t io n  to  b e n e f i t s  r a t io .

b . S p r e a d in g  t h is  a n n u a l  c h a n g e  e q u a l ly  o v e r  1 2  m o n t h s  is  d o n e  a s  f o l l o w s :  t a k e  t h e  

1 2 t h  r o o t  o f  t h e  1 2  m o n t h  c h a n g e  o f  1 . 2 5 3 3 2 9 ,  w h ic h  e q u a ls  1 . 0 1 8 9 9 5  o r  1 .9  

p e r c e n t  p e r  m o n t h .

L a s t  M o d i f i e d  D a t e :  M a r c h  1, 2 0 0 7

'a) Back_to_Jop www.dol.gov
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H o w  D o e s  th e  P r o d u c e r  P r ic e  In d e x  D i f fe r  f r o m  th e  
C o n s u m e r  P r ic e  In d e x ?

I t  is  o f t e n  a s s u m e d  t h a t  t h e  d i r e c t io n  a n d  m a g n i t u d e  o f  p r ic e  c h a n g e  in  t h e  P r o d u c e r  P r ic e  

I n d e x  (P P I )  f o r  f in is h e d  g o o d s  a n t ic ip a t e s  a  s im i la r  c h a n g e  in  t h e  C o n s u m e r  P r ic e  In d e x  
( C P I )  f o r  a l l  i t e m s .  W h e n  t h is  a s s u m e d  r e la t io n s h ip  is  c o n t r a d ic t e d  b y  t h e  a c t u a l  

m o v e m e n t s  o f  t h e  t w o  s e r ie s ,  a s  i t  o f t e n  is ,  m a n y  d a ta  u s e r s  a s k  w h y  t h e  P P I a n d  C P I s h o w  

d i f f e r e n t  p r ic e  m o v e m e n t s .

T h e  a n s w e r  is  t h a t  c o n c e p tu a l  a n d  d e f in i t i o n a l  d i f f e r e n c e s  b e t w e e n  t h e  P P I a n d  C P I— 

d i f f e r e n c e s  w h ic h  a r e  c o n s is t e n t  w i t h  th e  u s e s  o f  t h e  t w o  m e a s u r e s — c o n t r i b u t e  t o  th e  

d i f f e r e n c e s  in  t h e i r  p r ic e  m o v e m e n t s .  A  p r im a r y  u s e  o f  t h e  P P I is  t o  d e f la t e  r e v e n u e  

s t r e a m s  in  o r d e r  t o  m e a s u r e  r e a l  g r o w t h  In  o u t p u t .  A  p r im a r y  u s e  o f  t h e  C P I is  to  a d ju s t  

in c o m e  a n d  e x p e n d i t u r e  s t r e a m s  f o r  c h a n g e s  in  th e  c o s t  o f  l i v in g .  T h e  d i f f e r e n t  u s e s  c a u s e  

d e f in i t i o n a l  d i f f e r e n c e s  t h a t  c a n  b e  c a t e g o r iz e d  in to  t w o  c r i t i c a l  a r e a s :  ( 1 )  t h e  c o m p o s i t io n  

o f  t h e  s e t  o f  c o m m o d i t ie s  a n d  s e r v ic e s  t h e y  in c lu d e  a n d  ( 2 )  t h e  t y p e s  o f  p r ic e s  c o l le c te d  f o r  

t h e s e  i t e m s .

C o m p o s i t i o n a l  d i f f e r e n c e s

T h e  P r o d u c e r  P r ic e  I n d e x  f o r  F in is h e d  G o o d s  t r a c k s  t h e  a v e r a g e  c h a n g e  in  p r ic e s  o v e r  t im e  

o f  d o m e s t ic a l ly  p r o d u c e d  a n d  c o n s u m e d  c o m m o d i t ie s .  T h e  in d e x  is  c o m p r is e d  o f  p r ic e s  f o r  

b o t h  c o n s u m e r  g o o d s  a n d  c a p i t a l  e q u ip m e n t ,  b u t  e x c lu d e s  p r ic e s  f o r  s e r v ic e s .  W e ig h ts  f o r  

t h e  f in is h e d  g o o d s  P P I a r e  c u r r e n t l y  b a s e d  o n  t h e  v a lu e  o f  s h ip m e n t s  o f  p r o d u c t s  a s  

r e p o r t e d  b y  p r o d u c e r s  f o r  t h e  1 9 9 7  e c o n o m ic  c e n s u s .

T h e  A l l  I t e m s  C P I m e a s u r e s  t h e  a v e r a g e  c h a n g e  in  p r ic e s  o v e r  t im e  o f  g o o d s  a n d  s e r v ic e s  

p u r c h a s e d  f o r  p e r s o n a l  c o n s u m p t io n  b y  u r b a n  U .S .  h o u s e h o ld s ,  r e g a r d le s s  o f  t h e  i t e m 's  

c o u n t r y  o f  o r i g in .  T h is  in d e x  is  c o m p r is e d  s o le ly  o f  p r ic e s  f o r  c o n s u m e r  g o o d s ,  t h u s  i t  

e x c lu d e s  p r ic e s  f o r  c a p i t a l  e q u ip m e n t .  I n  a d d i t io n ,  C P I w e ig h t s  c o r r e s p o n d  t o  t h e  C o n s u m e r  

E x p e n d i t u r e  S u r v e y  ( c u r r e n t l y  f o r  t h e  y e a r s  2 0 0 1 - 2 0 0 2 ) .

D i f f e r e n c e s  i n  t h e  t y p e  a n d  t i m i n g  o f  p r i c e s  c o l l e c t e d

S a le s  a n d  e x c is e  t a x e s .  T h e  p r ic e  c o l le c te d  f o r  a n  i t e m  in c lu d e d  in  t h e  P P I is  t h e  r e v e n u e  

r e c e iv e d  b y  i t s  p r o d u c e r .  S a le s  a n d  e x c is e  t a x e s  a r e  n o t  in c lu d e d  in  t h e  p r o d u c e r  p r ic e  

b e c a u s e  t h e y  d o  n o t  r e p r e s e n t  r e v e n u e  lo  th e  p r o d u c e r .  T h e  p r ic e  c o l le c t e d  f o r  a n  i t e m  
In c lu d e d  in  t h e  C P I is  t h e  o u t - o f - p o c k e t  e x p e n d i t u r e  b y  a c o n s u m e r  f o r  t h e  i t e m .  S a le s  a n d  

e x c is e  t a x e s  a r e  I n c lu d e d  In  t h e  p r ic e  b e c a u s e  t h e y  a r e  n e c e s s a r y  e x p e n d i t u r e s  b y  th e
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c o n s u m e r  f o r  t h e  i t e m .  A s  a c o n s e q u e n c e ,  c h a n g e s  in  t h e  t a x  r a t e s  o n  c ig a r e t t e s  o r  

a lc o h o l ic  b e v e r a g e s ,  f o r  e x a m p le ,  c a n  c a u s e  t h e  C P I to  m o v e  r e la t iv e  t o  t h e  P P I.

D is t r i b u t io n  c o s t s .  T h e  p r ic e  ( r e v e n u e )  r e c e iv e d  b y  a  p r o d u c e r  f o r  a  p a r t i c u la r  p r o d u c t  m a y  

d i f f e r  f r o m  t h e  p r ic e  p a id  b y  a  c o n s u m e r  f o r  t h a t  s a m e  p r o d u c t  f o r  im p o r t a n t  r e a s o n s  

b e s id e s  t a x e s .  T h e  p r o d u c t  in  q u e s t io n ,  s u c h  a s  fo o d  o r  a p p a r e l ,  m a y  h a v e  f o l lo w e d  a 

d i s t r i b u t i o n  p a t h  f r o m  p r o d u c e r  t h r o u g h  w h o le s a le r  a n d  r e t a i le r  b e f o r e  i t s  f in a l  s a le  to  th e  

c o n s u m e r .  I n  t h is  c a s e ,  th e  p r ic e  p a id  b y  t h e  c o n s u m e r  f o r  t h e  p r o d u c t  l i k e ly  r e f le c t s  

i n t e r m e d ia t e  m a r k u p s  to  c o v e r  th e  c o s ts  o f  s h ip p in g  i t  f r o m  o n e  p a r t y  t o  a n o t h e r ,  a s  w e l l  

a s  t h e  c o s t s  o f  d o in g  b u s in e s s  b y  b o th  th e  w h o le s a le r  a n d  r e t a i le r .

T im in g  o f  c o l le c t io n .  A n o t h e r  p o s s ib le  s o u r c e  f o r  d is c r e p a n c ie s  in  p r ic e  m o v e m e n t s  b e tw e e n  

t h e  P P I a n d  C P I is  t h e  d i f f e r e n c e  in  t h e  t im in g  o f  d a ta  c o l le c t io n  in  t h e  t w o  p r o g r a m s .  T h e  

P P I u s e s  p r i m a r i l y  a  m a i l  s u r v e y ,  w h ic h  is  s e n t  to  r e s p o n d e n t s  o n  a  m o n t h ly  b a s is .  I n  

c o n t r a s t ,  t h e  C P I c o l le c t s  p r ic e  q u o te s  b y  t e le p h o n e  o r  p e r s o n a l  v is i t s  b y  B L S  

r e p r e s e n t a t iv e s .  B e c a u s e  r e s p o n d e n ts  s o m e t im e s  d o  n o t  r e t u r n  P P I s u r v e y  f o r m s  o n  a 

t im e ly  b a s is ,  in d e x e s  a r e  r o u t i n e ly  s u b je c t  t o  r e v is io n  4  m o n th s  a f t e r  o r ig in a l  p u b l ic a t io n  to  
r e f le c t  la te  r e p o r t s  a n d  p r ic e  c o r r e c t io n s .  O n c e  r e v is e d ,  P P I in d e x e s  a r e  c o n s id e r e d  f in a l .  

W h e n  P P I in d e x e s  a r e  f i r s t  r e le a s e d ,  t h e y  a r e  t y p ic a l ly  b a s e d  o n  a  s u b s t a n t ia l  p o r t i o n  o f  th e  
t o t a l  n u m b e r  o f  p r ic e s  t h a t  w i l l  e v e n t u a l ly  b e  r e c e iv e d  f r o m  r e s p o n d e n t s ;  h e n c e ,  

s u b s e q u e n t  r e v is io n s  a r e  n o r m a l l y  m in o r .  T h e  C P I,  o n  t h e  o t h e r  h a n d ,  d o e s  n o t  r o u t i n e ly  

r e v is e  in d e x e s .

T h e  P P I t a r g e t s  t h e  p r ic e  o f  g o o d s  o n  a  s p e c i f ic  d a t e ,  t h e  T u e s d a y  o f  t h e  w e e k  c o n t a in in g  

t h e  1 3 t h  o f  t h e  m o n t h .  C P I p r ic e s  a r e  t y p ic a l ly  c o l le c te d  t h r o u g h o u t  t h e  f i r s t  1 8  w o r k in g  

d a y s  o f  e a c h  m o n t h .  I f  a  p a r t i c u la r  e v e n t  o r  p r ic in g  d e c is io n  o c c u r r e d  la te  in  t h e  m o n t h ,  i t  

is  p o s s ib le  t h a t  i t  w o u ld  b e  r e f le c te d  in  th e  C P I p r i o r  t o  t h e  P P I.

P r ic e s  f o r  s o m e  p r o d u c t  a n d  s e r v ic e  c a te g o r ie s  in  th e  C P I a r e  c o l le c t e d  e v e r y  o t h e r  m o n th .  

B e c a u s e  o f  t h i s  " b i - m o n t h l y "  p r ic e  c o l le c t io n ,  t h e  C P I r e f le c t s  t h e  p r ic e  m o v e m e n t  f o r  s o m e  

i t e m s  o v e r  a  2 - m o n t h  p e r io d .  I n  t h e  P P I, a l l  p r ic e  q u o t a t io n s  a r e  c o l le c t e d  m o n t h ly .

I n  a d d i t i o n ,  d i f f e r e n t  m e t h o d s  m a y  b e  e m p lo y e d  f o r  t h e  in t r o d u c t i o n  o f  n e w  m o d e ls  o f  

p r ic e d  g o o d s .  I n  t h e  P P I,  a  n e w  m o d e l  is  p r ic e d  w h e n  t h e  p r o d u c e r  s t o p s  s e l l in g  t h e  

p r e v io u s  m o d e l .  M o s t  i t e m s  in  t h e  C P I a r e  p r ic e d  a t  t h e  o u t l e t  u n t i l  t h e y  a r e  n o  lo n g e r  

a v a i la b le  f o r  s a le ,  a l t h o u g h  f o r  s o m e  i t e m s ,  s u c h  a s  n e w  c a r s  a n d  t r u c k s ,  t h e  n e w  m o d e l  is  

f i r s t  p r ic e d  w h e n  i t  o u t - s e l l s  t h e  p r e v io u s  m o d e l .  T h e r e f o r e ,  in  s o m e  c a s e s ,  a  n e w  m o d e l 

m ig h t  b e  p r ic e d  in  t h e  P P I w e l l  b e fo r e  i t  s h o w s  u p  in  t h e  C P I.  F o r  e x a m p le ,  In  t h e  P P I m o s t  

n e w  p a s s e n g e r  c a r s  a r e  in t r o d u c e d  in  O c to b e r ;  f o r  t h e  C P I,  n e w  m o d e ls  a r e  in t r o d u c e d  o v e r  

a  lo n g e r  p e r io d  ( 4  Lo 6  m o n th s  b e g in n in g  in  S e p t e m b e r ) ,  a s  d e a le r s  c lo s e  o u t  o ld  in v e n t o r y  
a n d  b e g in  s e l l in g  t h e  n e w e r  m o d e ls .

' ‘ P a s s  t h r o u g h "  o f  p r i c e  c h a n g e  f r o m  t h e  P P I  t o  t h e  C P I

S o m e  a s s u m e  t h a t  a  p r ic e  c h a n g e  r e c o r d e d  in  a  p a r t i c u la r  c o m p o n e n t  o f  t h e  P P I w i l l  

e v e n t u a l ly  a n d  d i r e c t l y  b e  s e e n  in  t h e  s a m e  o r  m o s t  s im i la r  c o m p o n e n t  o f  t h e  C P I.  I n  

r e a l i t y ,  i t  is  d i f f i c u l t  t o  p r o je c t  w h e t h e r ,  a n d  to  w h a t  e x t e n t ,  a n  in c r e a s e  in  t h e  P P I w i l l  

“ p a s s  t h r o u g h "  to  t h e  C P I.  F o r  e x a m p le ,  a n  in c r e a s e  In  t h e  p r ic e  p a id  t o  a  p r o d u c e r  f o r  a  

g o o d  m a y  n o t  b e  p a s s e d  o n  b y  a  r e t a i le r  i f  c o n d i t io n s  in  t h e  r e t a i l  m a r k e t  p r e c lu d e  s u c h  a n  

a c t io n .  A l t e r n a t i v e ly ,  t h e  r e t a i le r  m a y  in c r e a s e  t h e  s e l l in g  p r ic e  f o r  t h e  g o o d  In  q u e s t io n ,  

b u t  n o t  b y  t h e  f u l l  e x t e n t  o f  t h e  in c r e a s e  in  t h e  p r ic e  p a id  t o  th e  p r o d u c e r .

F o r  a  m o r e  d e t a i l e d  d is c u s s io n  o f  p r ic e  p a s s  t h r o u g h  r e la t in g  to  t h e  P P I a n d  C P I s t a g e  o f

litlp://ww\v.hls.gov/ppi/ppicpippi.htm 4/17/2007
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S u m m a r y

T h e  c o n c e p tu a l  a n d  d e f in i t i o n a l  d i s t in c t io n s  o f  t h e  P P I a n d  C P I a r e  c o n s is t e n t  w i t h  t h e  u s e s  

o f  t h e s e  t w o  m a jo r  e c o n o m ic  in d ic a t o r s .  T h e  P P I is  u s e d  t o  d e f la t e  r e v e n u e  to  m e a s u r e  r e a l 

g r o w t h  in  o u t p u t  a n d  t h e  C P I is  u s e d  to  a d ju s t  in c o m e  a n d  e x p e n d i t u r e s  f o r  c h a n g e s  in  t h e  

c o s t  o f  l i v in g .  I n  b r ie f ,  t h e  C P I in c lu d e s  s e r v ic e s ,  im p o r t s ,  a n d  s a le s  t a x e s ,  w h e r e a s  t h e  P P I 

e x c lu d e s  t h e m .  D is t r i b u t io n  c o s ts  a r e  in c lu d e d  in  th e  C P I b u t  n o t  in  t h e  P P I. F in a l ly ,  t h e  PP I 

in c lu d e s  c a p i t a l  e q u ip m e n t  a n d  th e  C P I d o e s  n o t .

L a s t  M o d i f i e d  D a t e :  M a r c h  1 8 ,  2 0 0 4

a) Back to Top www.dol.gov

Frequently Asked Questions | Freedom of Information Act | Customer Survey 
Privacy P« Security Statement I Linking and Copyright Information I Accessibility

U.S. Bureau of Labor S tatistics
Producer Price Index 
Suite 3840
2 Massachusetts Ave., NE 
Washington, DC 20212-0001

URL: h ttp ://w w w .b ls .g o v /P P I
Phone: (202) 691-7705 

Fax: (202) 691-7754 
PPI data questions: ppi-info@bls.gov 

Do you have a Technical (w eb) question!''
Do you have O ther com m ents?

http://www.bls.gov/ppi/ppiepippi.htm 4/17/2007

http://www.bls.qov/opub/mlr/2002/ll/artlfull.pdf
http://www.dol.gov
http://www.bls.gov/PPI
mailto:ppi-info@bls.gov
http://www.bls.gov/ppi/ppiepippi.htm
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- A j a s k a  S t a t e  M e d i c a l  A s s o c i a t i o n

4107 Launei Street • Anchorage, Alaska 99508 • (907) 562-0304 • (907) 561-2063 (fax)

April 24,2007

Honorable Kevin Meyer, Co-chair, House Finance Committee 
Honorable Mike Chenault, Co-chair, House Finance Committee 
State Capitol, Room 515 
Juneau, AK 99801-1182

RE: CSHB228 -  Workers Compensation Fee Schedule 

Dear Representatives Chenault and Meyer:

The Alaska State Medical Association (ASMA) represents physicians statewide and is primarily concerned with 
the health of all Alaskans.

Attached is a copy of the written testimony provided to the House Labor and Commerce Committee. ASMA 
realizes that the critical clement at this point in time is to enact legislation that will define a new payment 
schedule for medical services because of the current schedule being eliminated on August 1,2007. As such 
ASMA supports the passage of CS HB228. Furthermore, ASMA commends Representative Kelly for 
introducing H8228 and seeing it through the process.

The requested data regarding the medical payments under the workers compensation system is necessary to 
appropriately evaluate and work towards any warranted changes. The cost, in general terms, is the result of 
multiplying the price (charge) for a service times the number of the times that services is provided. This data 
obviously is important to evaluate the price aspect but Is absolutely necessary when evaluating die utilization 
element (i.e. the number of times a service is provided). It is critical that evaluations of the utilization element 
be done by those most familiar wi'h what the appropriate standard of care is for that service. ASMA and its 
members have and will continue to volunteer to assist in such evaluation for the services provided by

ASMA only requests one clarification be made. That clarification is relative to CS MB228, page 2, line 2. The 
adjustment basis is defined as the "medical carc component" of the CPI. The clarification is whether that refers 
lo the component identified on the U.S. Department of Labor, Bureau of Labor statistics website as the "U.S. 
Medical Core. 1982-84 -  100-CUUR0000SAM” orthe"U.S. Medical Care Services, 1982-84 = 100-CUUR 
0000SAM2”. It is ASMA’s understanding that tho "U.S. Medical Care" component contains prescription and 
non-prescription drugs and prescription and non-prescription medical equipment which arc not elements 
aficctcd by the change made in the payment schedule under CS HB228. ASMA views such clarification as 
"editorial" and would support the Committee’s and Representative Kelly's determination as to the most 
appropriate index.

ASMA asks you to expeditiously address and pass CS HB228

physicians.

Sincerely,

By: Roland Gower, MD, President 
For: The Alaska State Medical Association



HB 228 

House F inance  

A p r i l  25, 2007 

Div is ion  o f  Insurance

I. BILL PURPOSE

A. PROBLEM

1. 2005 Workers’ Compensation Reform Bill

a. Limited medical service fee schedule to that adopted by the 
Work Comp Board on December 1, 2004

b. Freeze repealed effective August 1, 2007

2. Effect -  On August 1. 2007 there will be no limitation on 
medical fees which will likely result in medical costs escalating

B. SOLUTION

1. Some legislation to re-establish maximum allowable 
reimbursements

2. Bill -  Provides for a cap adjusted for inflation for provider lees

II. COST

A. SYSTEM (ATTACHMENT 1 & 2)

1. Medical

2. Indemnity

B. PREMIUM

1. Loss Cost

a, I listorical System Cost

b. Trending

2. Expense Individual Carrier Component



III. RATE HISTORY

A. NATIONAL RANKING

1. 2004 Oregon Study (ATTACHMENT 3)

2. 2006 Oregon Study (ATTACHMENT 4)

B. ALASKA RATES (ATTACHMENTS)

IV. IMPACT (ATTACHMENT 6)

A. WITHOUT CAP

1. NCCI estimate

2. No certainty or stability or ability to predict

3. Costs continue to grow

B. WITH CAP

1. NCCI estimate

2. EM PI 1ASIS -  NOT mean no rate increase or decrease -  just one 
component of rate making
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W o r k e r s  C o m p e n s a t i o n  L o s s e s

All C la im s —NCC I S ta tes

2005p

2 0 0 5 p :  P re l im in a ry  b a s e d  o n  d a ta  v a lu e d  as  o f  1 2 /3 1 /0 5  
1 9 8 5 , 1 9 9 5 : B a s e d  o n  d a ta  th r o u g h  1 2 /3 1 /0 4 ,  d e v e lo p e d  to  u l t im a te  
B a se d  o n  th e  s ta te s  w h e re  N C C I p ro v id e s  ra te m a k in g  s e rv ic e s  
E x c lu d e s  th e  e f fe c ts  o f  d e d u c t ib le  p o lic ie s

6 4 Copyright 2000 National Council on Compensation Insurance, Inc. All Rights Reserved,
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W o r k e r s  C o m p e n s a t i o n  L o s s e s  
i n  A l a s k a

All C la im s—Alaska
2 0 0 5 p

1 9 9 5

1985

Indemnity  

5 9 %

Indemnity 

42%

31%  

I n d e m n i t y

2 0 0 5 p :  P re l im in a ry  b a s e d  o n  d a ta  v a lu e * 1 s  o f  1 2 /3 1 /0 5  

1 9 8 5 , 1 9 9 5 : B a s e d  o n  d a ta  th ro u g h  1 2 /3 1 /0 4 ,  d e v e lo p e d  to  u l t im a te  

B a s e d  o n  th e  s ta te s  w h e re  NC CI p ro v id e s  r a te m a k ln g  s e rv ic e s  

E x c lu d e s  th e  e f fe c ts  o f  d e d u c t ib le  p o lic ie s  6 5 ■'i Copyright 2006 National Council on Compensation Insurance, Inc. All Rights Reserved,



O r c r c - o ^
T a b le  2. W o r k e r s ' c o m p e n s a t io n  p r e m iu m  ra te  r a n k in g  __________  O

# 3  -  V

RanWnn '
2002- -r j y p . , .* •  y , ; %  

R anking ^  /■> S ta te  • '-n In d e o & k t * ' ’
••.'•H ,': . :%&>■ H v  
• vr E ffective D o ts  4

1 1 Calif omla 6.06 January 1. 2004
2 15 Alaska 4.39 January 1, 2004
3 2 Florida 4.20 October 1,2003
4 3 Hawaii 3.73 January 1, 2004
5 14 Ohio 3.59 July 1.2003
6 16 Kentucky 3.46 September 1, 2003
7 4 Delaware 3.44 December 1,2003
8 10 Montana 3,41 July 1,2003
9 7 Louisiana 3.37 January 1, 2004

10 17 District of Columbia 3.26 November 1, 2003
11 13 Connecticut 3.23 January 1, 2004
12 18 New Hampshire 3.19 Jttnusry 1, 2004
13 8 Maine 3.06 January 1, 2004
14 5 Texas 3.06 January 1, 2003
IS 19 Oklahoma 3.07 2/1/02 State Fund, 1/1/04 private
16 6 Rhode Island 3.01 November 1 , 1996
17 25 Vermont 2.99 April 1,2003
18 9 New York 2.97 December 1, 2003
19 12 Alabama 2.88 March 1, 2004
20 23 Pennsylvania 2.82 April 1,2003
21 22 Minnesota 2 74 January 1, 2004
22 26 Missouri 2.67 January 1, 2004
23 20 Illinois 2.65 January 1, 2004
24 24 Wfest Virginia 2.64 July 1,2003
25 29 Tennessee 2.62 March 1,2003
26 11 Nevada 2.58 January 1, 2004
27 36 New Mexico 2.56 January 1, 2004
28 36 Wyoming 2.43 January 1,2004
29 31 New Jersey 2.36 January 1, 2004
30 30 Michigan 2.34 January 1,2004
31 21 Colorado 2.33 January 1, 2004
32 34 North Carolina 2.32 August 29,2003
33 32 Wisconsin 2.27 October 1. 2003
34 27 Idaho 2 2 5 January 1,2004
35 45 Washington 2 2 0 January 1, 2004
30 33 Mississippi 2.19 March 1,2003
37 28 Georgia 2.14 November 1, 2001
38 39 Nebraska 2.10 February 1, 2003
39 42 South Carolina 2.08 January 1, 2004
40 40 Maryland 2.06 January 1,2004
41 48 South Dakota 2.05 July 1,2003
42 U OREOON 2 M January 1,2004
43 43 Iowa 1.91 January 1, 2004
44 41 Kansas 1.81 January 1, 2004
45 37 Massachusetts 1.70 September 1.2003
46 44 Utah 1.63 December 1,2003
47 49 Virginia 1.57 Apr* 1,2003
48 47 Arkansas 1.57 July 1,2001
49 48 Arizona 1.49 October 1,2003
50 50 Indiana 1 24 January 1.2004
51 51 North Dakota 1 06 July 1 2003

8mod on updated Information, tha 2002 ranking ha* b**n ravtaad alnca K vv*a originally published.
Although u n  ilatet may appaar lo hava ff>a l ir a  indfi rala, the ranking It Da tod on CJk-Uafcor* pnor lo loondmg 
10 Two deomal placat The inoti ratal reflect approprlala edyialmentl tor in# cDaractantbCa oI eech mdmdual itate'i 
rawtoaf marker. Rales vary by tlatt/kcation and mrnrar in aacft itata. Actual coal lo on amptoyar can ba adjusted by the 
r toyw a aararlanca ralmg. pramum d’tcourt. retroipectlve ratng. and orrldanda
F. iployara ca t roduca tfialr workers’ companaatlon ritaa through accident prevention, aafaty training, and by 
halplng Ir̂ ura 1 wortari rat urn to wort,

In com p liance  w iih  ihe A m ericans w ith  D isab ilitie s  A c t (A D A ) ,  this pu b lica tio n  

is ava ilab le  in a lte rna tive  form ats. Please ca ll (503) 3 7 8 ~ J I0 0 (V /T T Y ) .

The information in this re /x iri is in the public domain and may h r reprinted 
without permission. Visit the DCBS Web site, http dm-ww.cbs.state.oeus.

To ret etve electronic notification o f  new publications, see the Information Management WebBoanl. 
http :ltwww.cbs.stateMeMSlimd/noiiif\:himl.

Information Manayrmrnl Divnuai 
350 Wmtf St NE. Room J00 
PO. Hot l-UflO 
Salem, OR 9 /300 0405 
(50.3) 378 8254

http://www.cbs.stateMeMSlimd/noiiif/:himl


T a b le  2. W o rk e rs ' c o m p e n s a t io n  p re m iu m  ra te  ra n k in g

2003 /
Ranking

2004
Ranking i'e tri,. state

Index
Rate

Percent of 
study, median

,
Effective Date

1 2 Alaska 5.00 201% January 1,2006
2 1 California 4.13 166% January 1, 2006
3 7 Delaware 3.01 156% December 1,2005
4 6 Kontucky 3.78 152% October 1, 2005
5 I 8 Montana 3.69 149% July 1. 2005
6 i 3 Florida 3.32 134% January 1, 2006
7 I , 7 Vermont 3.24 130% April 1,2005
8 13 Maine 3.21 129% January 1, 2006
9 19 Alabama 3.17 128% March 1.2005
10 18 New York 3.15 127% October 1, 2005
11 9 Louisiana 3.10 125% September 1, 2005
12 5 Ohio 3.00 121% July 1,2005
13 15 Oklahoma 2.96 119% 2/1/06 Stale Fund. 7/1/05 Private
14 1 11 Connecticut 2.90 117% January 1, 2006
15 ' 4 Hawaii 2.89 116% January 1. 2008
16 ! 10 District of Columbia 2.86 115% November 1. 2005
17 14 Texas 2.84 114% January 1,2006
18 20 Pennsylvania 2.80 113% Apnl 1.2005
19 12 New Hampshire 2.75 111% January 1.2006
20 23 Illinois 2 69 108% January 1, 2006
21 21 Minnesota 2.69 108% January 1, 2006
22 16 Rhode Island 2.68 108% January 1. 2006
23 29 New Jersey 2.52 102% January 1, 2006
24 22 Missouri 2.50 101% January 1, 2006
25 39 South Carolina 2.50 101% July 1,2004
26 25 Tennessee 2.40 100% July 1.2005
27 27 New Mexico 2.41 97% January 1. 2006
28 28 Wyoming 2.40 96% January 1. 2006

29 31 Colorado 2.40 96% January 1. 2006
30 26 Nevada 2.36 95% January 1, 2005
31 36 Mississippi 2.29 92% March 1,2005
32 34 Idaho 229 92% January 1. 2006
33 28 Nebraska 225 91% February 1, 2005
34 24 West Virginia 2 20 86% January 1, 2006
35 33 Wisconsin 2.18 e8% October 1. 2005
36 35 Washington 2 17 88% January 1. 2000
37 32 North Carolina 2.17 87% Apnl 1. 2005
38 46 Utah 2 06 83% Docember 1. 2005
39 30 Michigan 2.05 62% January 1. 2006
40 40 Maryland 2.03 82% January 1, 2006
41 37 Georgia 2.02 82% July 1,2003
42 42 OREGON 1.97 79% January 1, 2006
43 44 Kansas 1.84 74% January 1, 2006
44 ! 41 South Dakota t 83 74% July 1.2005
45 43 Iowa 1.75 71% January 1,2000
46 49 Arizona 1 73 70% October 1, 2005
47 45 Massachusetts 1.70 68% September 1,2003
46 1 48 Arkansas 1 59 64% July 1,2005
49 47 Virginia 1 52 61% November 1.2005
50 , 50 ndiana 1 24 50% January 1, 2006
51 I 51 North Dakota 1.10 44% July 1. 2005

Although tomo itate* may topvtr lo fwvo the tame «»!«• nils Ills ranking it li.uixl on calculation* prior lo rounding lo two doa> 
m«| pijcsi the indei fata* faded appropruls adjustment* lor the cn.vad«ntlci of need individual ilele't rsnduel market Kuto* 
very by dettifiuibon and inturer in aacn tlala Actual cost to an employer can be adjuitsd by die employer * aipananca rating, 
premium discount, retroipacdve rating, end drvidends
Employer* can reduce dunr worker*' com()on*ation lain through accident prevention, safety training, end by helping mjurod 
worker* return to work

In com pliance w ith  the Americans w ith  D isabilities A c t (A D A ), this publication 
is available in alternative formats Please call (503) 378-4 IO O (V /T T Y ).

The inform ation in this report is in the pub lic  domain and may be reprinted  
without permission lis a  the I H ’HS ITeh site, up ■■ i. . . 11

To siyn up fa r  electronic notification o f  new publication), see the Inform ation Management home pa ye.
im p  n i u i A* Win. nr u* oud
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Historical Workers Comp Rate C hanges in Alaska

Total Change Effect of Law

Dote Premium Due to and other Cumulative

Level Change Experience changes Change

8/1/1959 6.0% 0854 1.241 1.060

12/1/1960 -1.3% 0.986 1.001 1.046

12/31/1961 6.2% 1.062 1.000 1.111

12/31/1962 -0.4% 0.993 1.003 1.106

12/31/1963 -5.4% 0.946 1.000 1.047

10/1/1964 15.1% 1.096 1.050 1.204

9/1/1965 -0.3% 0.997 1.000 1.201

10/1/1966 -11.8% 0.670 1.014 1.059

11/1/1967 -3.1% 0.969 1.000 1,027

1/1/1969 7.2% 1.049 1.022 1.101

11/1/1969 1.6% 1.061 0.958 1.119

10/1/1970 5.4% 0.966 1.067 1.179

4/1/1972 -5.2% 0948 1.000 1.116

6/1 S/1972 15.6% 1.000 1.158 1.295

3/1/1973 -3,1% 0.969 1.000 1.254

6/1/1974 34.2% 1.207 1.112 1.684

6/1/1975 40.3% 1.109 1.320 2.464

11/1/1976 3.7% 0.918 1.130 2.556

2/1/1977 06% 1.000 1.060 2.709

9/1/1977 -18 6% 1.000 0.814 2.205

3/1/1978 -3.6% 1.040 0.927 2.127

6/1/1978 -0.8% 1.000 0992 2.110

10/1/1978 13.1% 1.131 1.000 2.386

12/1/1979 1.8% 0985 1.034 2 430

4/1'1980 -5.9% 1 000 0.941 2287

1/1/1981 9.8% 1.100 0.998 2.510

1/1/1982 4.5% 1.034 1.011 2.624

1/1/1983 -4 6% 0954 1.000 2.503

1/1/19'.r4 -8.0% 0.893 1.030 2.303

7/1/1984 5 0% 1.000 1 050 2.418

1/1/1985 0.1% 1.001 1.000 2.420

5/1/1985 7.3% 1.000 1.073 2.597

3/1/1986 0.0% 1.000 1.000 2.597

1/1/1987 14.3% 1.143 1 000 2.968

1/1/1988 25.1% 1.251 1 000 3.713

7/1/1988 -5.7% 1 000 0 943 3.501

1/1/1989 0 0% 1.000 1 000 3 501

1/1/1990 -4.1% 0 959 1.000 3 358

1/1/1991 -6.2% 0 983 1 000 3 301

1/1/1992 -3.2% 0 968 1.000 3.195

1/1/1993 •8 5% 0915 1 000 2 924

1/1/1994 2 4% 1 024 1 000 2.994

1/1/1995 26% 1 026 1 000 3072

1/1/1990 -7.1% 0929 1 000 2 853

1/1/1997 -10 3% 0 897 1 000 2 560

1/1/1998 •83% 0917 1 000 2 347

1/1/1999 •85% 0915 1 000 2 148

1/1/2000 0 0% 1.000 1 000 2.148

7/1/2000 7 9% 1 000 1 079 2 317

1/1/2001 0 0% 1 000 1 000 2.317

1/1/2902 10 2% 1.100 1 002 2 554

1/1/2003 3 5% 1 035 1 000 2 643

1/1/2004 21 2% 1 212 1 000 3 204

1/1/2005 120% 1.120 1 000 3 588

1/1/2006 70% 1 070 1 000 3 839

1/1/2007 ■ 10 5% 0 895 1 000 3 436

Cumulative Change 1 565 2 452

‘ In 1999 NCCI began filing loaa costa lor Ihe voluntary market
"N C C I Implemenled a new melhodology for determining Ihe assigned risk oxponse load 
‘ "Includes chango in melhodology for maritime classes
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A N A L Y S IS  O F  T H E  C H A N G E S  T O  T H E  A L A S K A  P H Y S IC IA N  F E E  S C H E D U L E  

P R O P O S E D  IN  C S H B  2 2 8  ( L & C ) ,  A S  A M E N D E D , T O  B E  E F F E C T IV E  A U G U S T  1, 2 0 0 7

N C C I  e s t im a te s  th a t  th e  c h a n g e s  t o  th e  p h y s ic ia n  fe e  s c h e d u le  p r o p o s e d  in  H o u s e  B i l l  

( H B )  2 2 8 , a s  a m e n d e d ,  w i l l  r e s u l t  In  a n  o v e r a l l  w o r k e r s  c o m p e n s a t io n  s y s t e m  c o s t  
I n c r e a s e  in  A la s k a  o f  b e tw e e n  + 0 ,8 %  a n d  + 1 .3 %  ($ 3 .7  M  t o  $ 6 .0  M ).

I f  th e re  is  n o  c h a n g e  to  th e  c u r re n t  la w , th e  e x is t in g  p h y s ic ia n  fe e  s c h e d u le  w ill s u n s e t  o n  
A u g u s t  1, 2 0 0 7 , w ith  n o  re p la c e m e n t.  N C C I e s t im a te s  th a t  th e  im p a c t  o f  th e  fe e  s c h e d u le  

s u n s e t t in g ,  w ith  n o  re p la c e m e n t  s c h e d u le ,  w o u ld  re s u lt  in  a rt o v e ra l l w o rk e rs  c o m p e n s a t io n  
s y s te m  c o s t  in c re a s e  in  A la s k a  o f  b e tw e e n  + 4 .5 %  a n d  + 5 .8 % .

B a c k g r o u n d

T h e  c u r re n t  w o rk e rs  c o m p e n s a t io n  m e d ic a l fe e  s c h e d u le  in  A la s k a  b e c a m e  e f fe c t iv e  D e c e m b e r  

1 , 2 0 0 4 . T h is  fe e  s c h e d u le  w a s  b a s e d  o n  th e  9 0 lh p e rc e n t i le  o f  u s u a l,  c u s to m a ry  a n d  re a s o n a b le  
f e e s  fo r  s im i la r  s e rv ic e s  a s  re p o r te d  to  In g e n ix  a t th e  t im e  th e  fe e  s c h e d u le  w a s  e s ta b lis h e d .  

S e n a te  B il l 1 3 0 , e n a c te d  in  2 0 0 5 , f ro z e  th e  m e d ic a l fe e  s c h e d u le  a t  th e  D e c e m b e r  2 0 0 4  le v e ls  
u n t i l  A u g u s t  1, 2 0 0 7 .

A la s k a  H B  2 2 8 , a s  a m e n d e d ,  p ro p o s e d  to  b e  e f fe c t iv e  A u g u s t  1, 2 0 0 7 , in c re a s e s  th e  m a x im u m  
a l lo w a b le  re im b u rs e m e n ts  (M A R s )  f ro m  th e  D e c e m b e r  1, 2 0 0 4  p h y s ic ia n  fe e  s c h e d u le  b y  th e  

c h a n g e  in  th e  m e d ic a l c a re  c o m p o n e n t  o f  th e  U .S . C o n s u m e r  P r ic e  In d e x  fo r  a l l u rb a n  
c o n s u m e r s  fro m  2 0 0 4  to  2 0 0 6 . T h is  p ro p o s e d  fe e  s c h e d u le  w o u ld  a p p ly  to  s e rv ic e s  p ro v id e d  o n  
o r  a f te r  A u g u s t  1, 2 0 0 7  b u t  b e fo re  M a rc h  3 1 , 2 0 0 9 .

A c t u a r ia l  A n a ly s is

T h e  m e lh o d o lo g y  u s e d  to  e s t im a te  th e  c o s t  im p a c ts  d u e  to  th e  c h a n g e s  p ro p o s e d  in  H B  2 2 8 , a s  
a m e n d e d ,  is  a s  fo llo w s :

C h a r g e s  fo r  v a r io u s  m e d ic a l p ro c e d u re s  u n d e r  th e  p h y s ic ia n  fe e  s c h e d u le  w e re  o b ta in e d  f ro m  
m e d ic a l t r a n s a c t io n  d a ta . T h e s e  c h a rg e s  w e re  a c ju s te d  to  re f le c t  c h a n g e s  f ro m  p a s t  p r ic e  le v e ls  

to  th e  p r ic e  le v e ls  p ro je c te d  to  b e  in  e f fe c t  o n  A u g u s t  1, 2 0 0 7 . T re n d  fa c to rs  u s e d  fo r  th e  
p r o je c t io n s  w e re  b a s e d  o n  th e  U .S . a n d  W e s te rn  re g io n  p ro fe s s io n a l c o m p o n e n ts  o f  th e  m e d ic a l 
c o n s u m e r  p r ic e  in d e x  (M C P I) ,  a lo n g  w ith  th e  U  S  a n d  A n c h o ra g e  M C P I (a l l m e d ic a l 

c o m p o n e n ts )  fo r  th e  p e r io d  2 0 0 4 -2 0 0 6 ,  s h o w n  in  th e  fo llo w in g  ta b le :

4. .,yi . ,y
. c.. ■
U.S. MCPI 

(Prof.
Component) Change

Western
Region
MCPI

n (Pr°f- > Componon)

V * 1 m -j 1 *fYt ■

Change

U.S. MCPI 
(All Medical

Components) Change

■------ . vil
Anchorage

(All MejJiĉ l • m y 
.Components) Ghamra*

2003 261.16 2.9% 245.17 3.3% 297.08 4.0% N/A N/A
2004 271.43 4 0% 255.52 4.2% 310.13 4.4% N/A N/A
2005 281.70 3.8% 264.65 3.6% 323.20 4.2% 344.20 N/A
2006 289.33 2.7% 271.54 2.6% 336.20 4.0% 356.10 3.5%

S o u rc e : E c o n o m y  c o m : N /A  = N o t A v a ila b le

P ago 1 o l 2
P re p a re d  4 /1G /2007

©  C o p y rig h t 2 0 07  N a tio n a l C o un c il on  C o rn p u n sa lio n  Insu rance , Inc. A ll R iy h ls  R oso rvud .
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B a s e d  o n  th e  c h a n g e s  in  th e  a b o v e  in d ic e s ,  a n n u a l t re n d  fa c to rs  in  th e  ra n g e  o f  + 2 .5 %  to  + 4 .5 %  

w e r e  a p p lie d  to  m e d ic a l t ra n s a c t io n  d a ta  fo r  p h y s ic ia n  s e rv ic e s  p e r fo rm e d  in  2 0 0 3 -2 0 0 4  to  
p r o je c t  th e  p r ic e  le v e ls  th a t w o u ld  b e  in  e f fe c t  o n  A u g u s t  1, 2 0 0 7 . T h e  le s s e r  o f  th e  p ro je c te d  

c h a r g e  a n d  th e  c u r re n t  m a x im u m  a l lo w a b le  fe e  w a s  u s e d  to  d e te r m in e  th e  c u r re n t  c o s t  le v e l fo r  

e a c h  p ro c e d u re .  S im ila r ly ,  th e  le s s e r  o f  th e  p ro je c te d  c h a rg e  a n d  th e  p ro p o s e d  m a x im u m  
a l lo w a b le  fe e  w a s  u s e d  to  d e te r m in e  th e  p ro p o s e d  c o s t  le v e l fo r  e a c h  p ro c e d u re .  T h e  p ro p o s e d  

m a x im u m  a l lo w a b le  fe e s  w e re  d e te rm in e d  b y  in c re a s in g  th e  c u r re n t  m a x im u m  a l lo w a b le  fe e s  b y  

th e  c h a n g e  in  th e  U .S . M C P I f ro m  2 0 0 4  to  2 0 0 6  o f  8 .4 %  (=  3 3 6 .2 0  /  3 1 0 .1 3  -  1 ).

T h e  e s t im a te d  im p a c t  o n  p h y s ic ia n  c o s ts  w a s  d e te rm in e d  to  b e  a n  in c re a s e  o f  b e tw e e n  + 1 .8 %  
a n d  + 2 .9 % . T h is  w a s  c a lc u la te d  a s  th e  ra t io  o f  th e  to ta l p ro je c te d  c o s ts  o f  p ro c e d u re s  u n d e r  th e  

p r o p o s e d  fe e  s c h e d u le  to  th e  to ta l p ro je c te d  c o s ts  o f  p ro c e d u re s  u n d e r  th e  c u r re n t  fe e  

s c h e d u le .

T h is  im p a c t  w a s  th e n  m u lt ip l ie d  b y  th e  e s t im a te d  ra t io  o f  p h y s ic ia n  c o s ts  to  m e d ic a l c o s ts  in  
A la s k a  (6 6 .4 % )  to  y ie ld  a n  in c re a s e  o n  m e d ic a l c o s ts  o f  b e tw e e n  + 1 .2 %  a n d  + 1 .9 % . T h e  im p a c t 
o n  m e d ic a l c o s ts  w a s  th e n  m u lt ip l ie d  b y  th e  p ro je c te d  ra t io  o f  m e d ic a l c o s ts  to  to ta l b e n e f i t  c o s ts  

in  A la s k a  (7 0 .2 % )  to  y ie ld  a n  o v e ra l l in c re a s e  o f  b e tw e e n  + 0 .8 %  a n d  + 1 .3 % .

T h e  re s u lts  a re  s u m m a r iz e d  in  th e  ta b le  b e lo w :

. . .  • '• * ' ------- . • *-. i i i m m M ’ n

(1 ) Im p a c t  o n  P h y s ic ia n  C o s ts + 1 .8 %  to  + 2 .9 %

(2 ) P h y s ic ia n  C o s ts  a s  %  o f  M e d ic a l C o s ts  in  A la s k a 6 6 .4 %

(3 ) Im p a c t o n  M e d ic a l C o s ts  =  (1 )  x  (2 ) + 1 .2 %  t o + 1 .9 %

(4 ) M e d ic a l C o s ts  a s  %  o f  T o ta l S y s te m  C o s ts  in  A la s k a 7 0 .2 %

(5 )

Im p a c t  o n  O v e r a l l  W o r k e r s  C o m p e n s a t io n  S y s te m  C o s ts  In  A la s k a ,  

b a s e d  o n  8 .4 %  In c r e a s e  to  c u r r e n t  1 2 /1 /2 0 0 4  p h y s ic ia n  fe e  s c h e d u le  

=  (3 ) x  (4 ) _______

+ 0 .8 %  t o + 1 .3 %

P ag e  2  o f 2

<2> C o p y rig h t 2 0 0 7  N a tio n a l C o u n c il on  C o m p e n s a tio n  Insu ra nce , Inc. A ll R ig h ts  R o so rvo d .
Proparod 4/16/2007
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Representative Mike Kelly 
State Capital Room 513 
Juneau, Alaska 99801

Representative Kelley,

The Alaska State Chamber oI’commerce strongly supports HB 228, 
temporarily capping medical costs for worker’s compensation. The Alaska 
State Chamber of Commerce has been working towards lowering the costs 
associated with worker’s compensation insurance for many years. The 
current cap on medical costs enacted when workers compensation reforms 
were adopted in 2005 was a stop-gap measure. The cap will sunset this fall. 
The 2005 cap was put into effect as a temporary measure in lieu of 
fundamental changes addressing the system's cost drivers. Until fundamental 
changes occur, passage of MB 22S is paramount to controlling costs.

Medical costs are Ihe largest cost driver in the Alaska workers compensation 
system. Substantive reforms are needed to get at the quality of medical 
utilization and other factors such as frequency, severity of accidents and costs 
associated with particular accidents. When SB 130 passed in 2005, two 
committees were appointed, the Workers Compensation Legislative 
Taskforce and the Department of Labor and Workforce Development 
Medical Review Committee. Two important tasks of the committees were to 
look at program design problems and to study underlying reasons for medical 
cost increases. The committees were to develop recommendations to ease rate 
increases going forward. The committees were to have completed their work 
by February of 2006 and the medical rate freeze would sunset in August of 
2007, replaced with a newly recommend rate fee.

The Taskforce has not completed their work anti submitted it to the 
legislature for further review. T he task force ended via a sunset provision in 
the 2005 legislation. The task force did not submit a HB 228 would extend 
the medical rate freeze until March 2009. It includes an annual rate increase 
based on the Consumer Price Index. The extension will allow time for the 
committee to complete its data gathering and analysis and develop their 
recommendations. 1 his will allow sufficient time lor the Legislature to 
address the underlying reasons for premium increases.

The medical review committee is in effect within the Dept of Labor. Hie 
committee is still waiting for research and data compilation associated with 
the worker’s compensation system. The committee is expected to meet 
sometime later in the summer and work towards substantive 
recommendations and reform after reviewing the data. Until the committee 
meets and makes recommendations to the legislature, substantive changes to 
the worker’s compensation system cannot occur. Therefore it is of great 
importance to all businesses that costs associated with worker’s 
compensation insurance be controlled through passage of IIB 228.

April 24, 2007



In a recent study, Alaska’s employers are paying the highest premium rales 
the nation- more than twice the national median rate. Without substantive 
reforms, Alaska businesses will continue to struggle to meet the high-costs 
associated with worker’s compensation insurance. HB 228, may oniy be a 
stop-gap measure, without it Alaska’s employers may be forced to lay off 
employees or close their doors altogether.

We are hopeful the legislature can move this bill quickly through the 
legislative process.

Sincerely,

W
President/CEO
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Date Referred to Committee: March 29, 2007 

Date of Committee Action:

The FINANCE Committee considered:

( 1 1 ) FURTHER REFERRALS:

IIB 229

HOUSE BILL NO. 229 KENAI GASIFICATION PROJECT; RAILROAD BOND
"A n  A c t au thoriz ing  the A laska R ailroad C orpora tion  to partic ipa te  in a pro ject consisting o f the acquis ition, construction, im provem ent, 
maintenance, equipping, o r operation o f real and personal property , inc lud ing  fac ilities nnd equipm ent, fo r  the Kcnai gasification pro ject, 
au tho riz ing  the corpora tion  to issue bonds to finance a ll o r a po rtion  o f the pro ject, and iden tify ing  these as bonds fo r an essential pub lic  
and governm ental purpose; and p rov id ing  fo r an effective dnte."

Recommends it be replaced with 
For Senate Bills with new title: [

[ ] attach amendments 
[ ] add new referral to 
[ ] Letter of Intent____

] IICS or [ J CS for__________
] Technical Title [ J New Title: HCR_

J L J
Same Title New Title

Committee
Committee

List of
Abbrev
for
Depts.:
ADM
CED
COR
CRT
EED
DEC
DKG
GOV
HSS
LWF
LAW
LEG
MVA
DNR
DPS
REV
DOT
UA

N E W  FISCAL NOTES
‘ Assigned by C h ie f C lerk’s O ffice

L is t bv l)cpt(s): *F N # Fiscal Indct. Zero

( L e t s

PREVIO U S  FISCAL NOTES
L is t by Dcpt(s): vm Fiscal Indct. Zero

Signing with recommendations 
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F I S C A L  N O T E

R e v is io n  D a te /T im e  (N o te  i f  co rre c tio n ):______________________ Dept Affected:___________ Commerce_____________
Title Kenai Gasification Project; Railroad Bond_________ RDU ____________________________________
________________________________________________________________ Com ponent A laska Railroad Corporation_________
Sponsor Chenault________________________________________ ____________________________________
Requester House Finance__________________________________ Com ponent No. ____________

E x p e n d itu re s /R e v e n u e s _____________________________________ (T h o u s a n d s  o f  D o lla rs )________________________

STATE OF ALASKA Fiscal Note Number: hb229-cqm-arrc-03-30 07
2007 LEGISLATIVE SESSION Bill Version: HB 229___________

() Publish Date: _______________

Note: Am ounts do not include inflation unless otherwise noted below.
O PERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & C laim s 
M iscellaneous

T O T A L  O PERATING 0.0 0.0 0.0 0.0 0.0 0.0

C A P ITA L EXPENDITURES

CHANGE IN REVENUES ( ) [

FUND SOURCE_________________________________________________ (Thousands o f Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 G F/Program  Receipts 
1037 G F/M untal Health
O ther (Specify Type--Do not abbreviate)

T O TA L 0.0 0.0 0.0 0.0 0.0 0.0

E stim ate  o f  an y  c u rro n t yea r (FY2007) co s t: 0 0
M ark th is  b o x  (X) i f  fu n d in g  fo r  th is  b ill is  in c lu d e d  in tho  G ove rn o r's  FY 2008 b u d g e t p ro p o sa l: 

POSITIONS ______ ___________________________________
Full-time
Part-time
Temporary

ANA LY SIS : (Attach a soparato pago if  necessary)

T h is  le g is la t io n  a u th o r iz e s  th e  A la s k a  R a ilro a d  C o rp o ra tio n  (A R R C ) to issu e  u p  to  $ 2 ,6 0 0 ,0 0 0 ,0 0 0  in  tax- 
e x e m p t b o n d s  to  f in a n c e  a  p o rtio n  o f the  A g riu m  K e n a i G a s ific a tio n  P ro je c t w h ic h  in c lu d e s  fa c ilit ie s  and 

e q u ip m e n t fo r  the  tra n s p o rta t io n  o f A la s k a  coa l; an d  fa c ilit ;es  an d  e q u ip m e n t fo r  coa l g a s if ic a tio n  an d  
e le c tr ic a l p o w e r  g e n e ra tio n  a d ja c e n t to the  A g r iu m  fe rt iliz e r p la n t lo ca te d  in K e n a i.

L o w e r-c o s t d e b t fo r  th e  P ro je c t w ill e n h a n c e  the  P ro je c t's  e c o n o m ic s , in c re a s in g  its  fe a s ib ility . P a ym e n t o f 

d e b t s e rv ic e  a llo c a b le  to  fa c ilit ie s  an d  e q u ip m e n t th a t w o u ld  no* be  o w n e d  b y  A R R C  w o u ld  bo  p ro v id e d  
th ro u g h  a lo n g  te rm  c o n tra c t o r  o th e r a g re e m e n t b e tw e e n  A R R C  a n a  the  P ro je c t's  o w n e r o r  o p e ra to r.

Prepared by: W ondy Lindskooq, Assistant Vice President, Corporate A ffa irs Phono 907 2G5.2498
Division A laska Railroad Corporation_____________________________________Dale/T im o 3/30/07 6:32 PM

Approved by: Emil Nolli, Commissioner________________________  Datu 3/30/2007____
Agency Comniorco. Community, and Economic Development________
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FISCAL NOTE

A N A L Y S IS  C O N T IN U A T IO N

STATE OF ALASKA BILL NO. HB 229
2007 LEGISLATIVE SESSION

P a y m e n t o f d e b t se rv ice  fo r  ro llin g  s tock , lo c o m o tiv e s , track , fa c ilit ie s  a n d  o th e r  in fra s tru c tu re  o w n e d  by 

A R R C  w o u ld  be  pa id  fo r  by  A R R C  fun ds . P e r A S  4 2 .4 0 .6 9 0 , in n o  e v e n t w ill the  g e n e ra l c re d it o f  th e  S ia te  

o f A la s k a  be  p le d g e d  fo r th e  re p a y m e n t o f th e se  b o nd s .

A R R C  is  a  p u b lic  c o rp o ra tio n  s u p p o rte d  b y  re v e n u e s  g e n e ra te d  th ro u g h  its  fre ig h t, p a s s e n g e r an d  rea l 
e s ta te  se rv ic e s . B e ca u se  A R R C  d o e s  no t re c e iv e  s ta te  fu n d in g  fo r o p e ra tio n s  o r c a p ita l im p ro v e m e n ts  and  
is  o p e ra te d  as  an  in d e p e n d e n t s ta te -o w n e d  e n te ip r is e , th is  le g is la tio n  w o u ld  n o t c re a te  a fisca l im p a c t fo r 

th e  S ta le .

Page 2 of 2
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A M E N D M E N T

OFFERED IN THE HOUSE BY REPRESENTATIVE GARA

3

4

5

6

7

8 

9

10

11

12

13

14

TO: HB 229

Page 4, line 4, following "this Act,":

Insert "and compliance with the requirement of (b) of this section,"

Page 4, following line 23:

Insert a new' subsection to read:

"(b) The Alaska Railroad Corporation may not issue bonds under the authorization 

and approval set out in this section unless the Department of Environmental Conservation 

certifies that the coal gasification and electrical power generation facility will be designed and 

operated in a manner that does not release more carbon dioxide into the atmosphere, per 

megawatt of power produced, than the average carbon dioxide released per megawatt during 

calendar year 2006 by the Beluga natural gas power plant, located on the western coast of 

Cook Inlet."

Relettcr the follow ing subsections accordingly.

L •I-
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C O M M I T T E E  V O T E  S H E E T
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MEMBER Favor Oppose
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GARA

HAW KER

- dtDULE

KELLY \ y

NELSON

STOLTZE

CHENAULT

MEYER x /

Yea

Nay



M A T A N U S K A -S U S IT N A  B O R O U G H
B o ro u g h  M an a g e r

350 East Dahlia Avenue • Palmer, AK 99645 
Phone (907) 745-9688 * Fax (907) 745-9669 

jduffy@inatsugov.us

April 13, £007

Representative Bill Stoltzc 
Alaska Sdite Legislature 
State Ca;n:ol, Rm 501 
Juneau, /|K 99801-1182

Dear Rep -csentativc Stoltzc,

Please accept these comments on behalf of the Matanuska-Susitna Borough (Borough) regarding 
House B̂ il 229, Kenai Gasification Project -  Railroad Bonds. The Borough supports the 
proposed*Kenai Gasification Project and believes its economic feasibility is enhanced through 
the utilization of Port MacKcnzie.

Port MacKcnzie will provide significant, long lasting benefits for the proposed Kenai 
Gasificat on project, as well as the stato. Port MacKcnzie has a deep draft dock that docs not 
need ann lal dredging and can already serve the world’s largest ships (Panamax and Cape Class 
vessels). The Port’s upland 8,940 acres and 1,300 tideland acres provides sufficient space for 
bulk rcsc arce storage, transport, and processing like no other port in Alaska, It also has the 
advantag i of not shoehoming facilities into existing confined spaces. 'Phis ability eliminates 
potcntiallland use and transport conflicts that other ports may have. The planned three mile oval 
rail looj. ([■rill allow trains to load or unload without breaking up into smaller units or having to 
turn aroii ad •

A rail cx ension will be required to access Port MacKcnzie. This can be accomplished and meet 
the Kent I Gasification project schedule. Constructing a rail extension to Port MacKcnzie will 
significa itly assist the Agrium-Kenfti Gasification project, expand employment and the 
availabil ty of high paying jobs statewide, increase the state’s industrial tax base, increase natural 
rcsoiu-ccjdcvclopment, and support natural gas pipeline construction and supply.

Over a JO year period, it is estimated that a rail extension to Port MacKcnzie will save $257 
million i r freight costs, as compared to the Port of Anchorage.

In additi )ii to supporting the Kenai Gasification project, utilizing Port MacKcnzie makes 
possible sovcral new resource development projects to develop in Ulterior and Southcentral 
Alaska, flicsc orojccts include strategic minerals such as molybdenum, copper, zinc, and lead,

*

'd K m z m u  'oh m Honoyoa ns-ivw iu i c i o  m
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limestone 
using Por

The use o

excavation and additional coal export, as well as refined fuel products. Moreover, 
MacKcnzie creates the opportunity to establish a new industry, cement manufacturing.

'Port MacKcnzie to support the Agrium Gasification project creates numerous state­
wide benefits. At the same time, using Port MacKcnzie will also eliminate potential conflicting 
land use controversies that are likely at the Port of Anchorage-Govemment Hill site. Port 
MacKcnzie will also eliminate costly rail operations caused by the need to “break up" trains in 
order to access the Port of Anchorage.

Moreover, moving a 100 plus rail car on the established tracks through the already-congested 
Wasilla-ti -Anchorage corridor will cause serious auto/rail conflicts along the numerous at-grade 
rail crossiigs in the Borough. The 100-car train will compound the congestion headaches and 
reduce sa cty on busy Borough roads, in particular at the Knik-Goose Bay Road and Parks 
Highway intersection, which is in the fastest growing area of the state. Congestion further erodes 
any oppo trinity for commuter rail service between the Borough and Anchorage.

. . .The conss uction of the rail line will generate over S350 million in direct, indirect and induced 
cconomid output, and over 3,000 jobs (1,700- 1,900 direct rail line construction jobs). The 
operatioiyof the new rail line is estimated to generate at least $2.7 million in wages per year, and 
between f0 and 35 long term jobs. Associated development projects facilitated and encouraged 
by the rail line are estimated to generate at least $56 million in annual economic output.

We can construct the rail line to meet the Agrium schedule to begin operations, as is noted 
below:

• P c-Dcsign and Hnvironmental 2007-2009 
2008-2009 

nstruction 2009-2011 
cration 2011-2012

Design 
C 3
Cp

Clearly, *ort MacKcnzie provides a significantly more reliable and lower risk alternative than 
the Port Of Ancbaragc. Thank you very much for the opportunity to comment on this important 
state-wicje economic development project.

Sincorel

John Du 
Borougl

‘fy
Manuger

£c *j I Q tm u m L  'on xyj Homo IIS 1W NJ 11:10 1H:I £OO2-0l-JjtW



Alaska State Legislature
State C a p ito l, R o om  505 
Juneau, A K  9980 1 -11 82  
Phone: 46 5 -3 779  
Fax: 465 -2833  
T o ll Free (800) 469-3779

1*15 M a in  Street L o op  
Second F lo o r 

K ena i, A laska  99611 
Phone: 907-283-7223 

Tax: 907-283-718*1

R e p r e s e n t a t i v e  M i k e  C h e n a u l t  

S p o n s o r  S t a t e m e n t  

M B  2 2 9

Title: "An Act authorizing the Alaska Railroad Corporation to participate in a project consisting oi' 
the acquisition, construction, improvement, maintenance, equipping, or operation of real and 
personal property, including facilities and equipment, for the Kenai gasification project, authorizing 
Ihe corporation to issue bonds to finance all or a portion of the project, and identifying these as 
bonds for an essential public and governmental purpose; and providing for an effective date."

Agrium U.S. Inc. currently owns and operates an ammonia and urea complex in Kenai, 
which is in danger of being permanently shut down due to a lack of adequate natural gas 
feedstock. Such a closing would have a harmful effect on the state through loss of jobs 
and tax base. The Agrium Kenai Gasification Project (the ‘‘Project") addresses this issue 
by bringing coal from Mealy to Ken-. where low emission coal gasification and 
electricity generation plants woi.!u be constructed, allowing Agrium to continue to 
operate its fertilizer plants at optimal capacity.

Mouse Bill 229 w ill authorize the Alaska Railroad Corporation (ARRC) to issue up to 
$2,600,000,000 in tax-exempt bonds to finance a portion ol’ the Project which includes:

• facilities and equipment for the transportation of coal from I Icaly to Kenai; and
• facilities and equipment for coal gasification and electrical power generation 

adjacent to the Agrium fertilizer plant located in Kenai.

Lower-cost debt for the Project will enhance the Project's economics, increasing its 
feasibility. Payment of debt service allocable to facilities and equipment that would not 
be owned by ARRC would be provided through a long term contract or other agreement 
between ARRC and the Project's owner or operator. Payment of debt service for rolling 
stock, locomotives, track, facilities and other infrastructure owned by ARRC would be 
paid for by ARRC funds. Per AS 12.40.690, in no event will the general credit of the 
State of Alaska be pledged for the repayment of these bonds.

ARRC is uniquely suited to participate ;n the Project by virtue of its ability to issue tax- 
exempt debt as authorized by the federal Alaska Railroad Transfer Act. A viable Project 
could mean significant incremental revenues to ARRC through movement of up to an 
additional 3 million metric tons of coal annually. 'I he Project will also generate 
competitively priced surplus electricity for the regional power grid, generate excess 
carbon dioxide that could he used to enhance oil recovery from the wells in Cook Inlet 
and continue to supply Alaska businesses and organizations with fertilizer.

ARRC will have the flexibility to issue the bunds in a single issuance or in several 
issuances. The ARRC Board of Directors is requited to approve each bond issuance.



Adopted: M arch 9, 2007

Resolution No. 2007-09 Relating to an Authorization for the
Corporation to Take Necessary arid 
Appropriate Steps to Prepare for the 
Issuance of Bonds to Finance all or a 
portion of the Agrium Kenai Gasification 
Project

W H ER EA S , the Alaska Railroad Corporation ("ARRC”) is a public corporation and 
instrumentality of the State of Alaska ("State”), organized and established pursuant to the 
Alaska Railroad Corporation Act ("Act"), whose mission includes providing transportation 
for freight and passengers and promoting the development of the State's land and natural 
resources and the long-term economic growth of the State; and

W H ER EA S , Agrium, Inc.’s (“Agrium”) urea and ammonia plants in North Kenai are 
in danger of being permanently shut down due to a lack of adequate natural gas feedstock 
in the area; and

W H ER EA S , closure of the Agrium plants would result in a loss of a significant 
number of high paying jobs and tax base for the Kenai Peninsula as well as tax revenue to 
the State of Maska (“State"); and

W H ER EA S , Agrium's Kenai Gasification Project will bring low-sulfur coal from 
Healy to North Kenai where a low emission coal gasification plant and electricity generation 
plant will be built on land adjacent to Agrium's existing urea and ammonia plants; and

W H ER EA S , producing gas from coal will provide Agrium with an alternative 
feedstock to natural gas which is in short supply in Southcentral Alaska and will allow 
Agrium to continue to operate its urea and ammonia plants for tho foreseeable future; and

W H ER EA S , the Agrium Kenai Gasification Project will also generate competitively 
priced eloctricity for the regional power grid and excess carbon dioxide that cculd be used 
to enhance oil recovery from tho wells in Cook Inlet; and

W H ER EA S , ARRC desires to participate in Agrium's Kenai Gasification Project, 
which consists of tho acquisition, construction, improvement, maintenance, oquipp'ng, and 
operation of real and personal property including facilities and equipment for tho 
transportation of coal from Healy to North Kenai and for facilities and equipment for coal 
gasification and electrical power generation adjacent to tho Agrium fertilizer plants in North 
Kenai, and to finance all or a portion thereof through tho issuance of its bonds (tho 
“Project"); and

- 1 -



WHEREAS, the Project furthers the purposes of both the State and ARRC by 
creating a new market for the State’s coal reserves at Healy that will be transported by rail, 
thus generating new revenue for ARRC and for the State and providing employment 
opportunities for residents of the State; and

WHEREAS, ARRC desires to issue one or more series of bonds or notes in an 
aggregate principal amount not to exceed $2,600,000,000 (collectively, the "Bonds’’), in 
order to finance all of a portion of the Project; and

WHEREAS, ARRC desires to authorize its Chief Executive Officer, Chief Financial 
Officer, General Counsel, Bond Counsel, Financial Advisors, Architects, Engineers and any 
other officer or official of the ARRC (collectively, the “Authorized Persons”) to take certain 
preliminary actions with respect to the Project and the issuance of the Bonds; and

WHEREAS, in accordance with Section 42.40.285 of the Act, ARRC desires to 
request approval and authority from the legislature of the State for ARRC to issue the 
Bonds and enter into leases or other agreements in connection with the Project; and

WHEREAS, ARRC intends to be reimbursed (i) for expenditures for the Project paid 
not more than 60 days prior to the date of this Resolution, (ii) for expenditures pertaining to 
costs of issuance, (iii) for expenditures that do not exceed the lesser of $100,000 or 5% of 
the portion of the proceeds of the issue used to finance the Project, or (iv) for expenditures 
that do not exceed 20% of the portion of the aggregate issue price of the Bonds used to 
finance the Project which constitute preliminary expenditures within the meaning of Treas. 
Reg. § 1.150-2(f)(2) of the Internal Revenue Code of 1986, as amended ("Code"); and

WHEREAS, ARRC intends that this Resolution be determined to be, among other 
things, a declaration of official intent under Treas. Reg. §1.150-2 promulgated under the 
Code.

NOW, THEREFORE, tho ARRC Board of Directors does resolve as follows:

Section 1. A uthoriza tion  to Take Actions in Preparation for the Issuance of the 
Bonds. ARRC hereby authorizes the Authorized Persons to perform such acts on behalf 
of ARRC as shall be necessary and appropriate lo prepare for tho issuance of Ihe Bonds in 
one or more series in a maximum aggregate principal amount not to exceed 
$2,600,000,000, including, but not limited to: (a) requesting approval and authority from the 
legislature of tho State for tho issuance of the Bonds; (b) obtaining a ruling or rulings from 
the IRS with respect to tho applicability of certain provisions of tho Code to ARRC;
(c) selecting ono or more investment banking firms to sorvo as underwriter(s) for the Bonds 
(such solection lo bo mado in accordance with tho rules, regulations and procedures of, 
ARRC); (d) obtaining ratings for tho Bonds and credit enhancement for the Bonds, if 
doomod necessary or appropriate; and (e) performing such other tasks and taking such 
other actions necessary to structure tho terms of tho Bonds and to prepare documents

-2 -



relating to the authorization, issuance and sale of the Bonds, including appropriate 
disclosure documents to be used in connection with the offering of the Bonds.

Section 2. Declaration of O ffic ia l Intent. ARRC hereby declares its intent:

(a) that the issuance of the Bonds by ARRC be in an amount reasonably 
expected not to exceed $2,600,000,000 in aggregate principal amount for the Project; and

(b) that ARRC be reimbursed from the proceeds of the Bonds (i) for expenditures 
paid for the Project not more than 60 days prior to the date of this Resolution; (ii) for 
expenditures pertaining to costs of issuance; (iii) for expenditures that do not exceed the 
lesser of $100,000 or 5% of the proceeds of the issue; or (iv) for expenditures that do not 
exceed 20% of the aggregate issue price of the bonds which constitute preliminary 
expenditures within the meaning of Treas. Reg. § 1.150-2(f)(2); and

(c) that this Resoiu‘ion be determined to be a declaration of official intent 
under Treas. Reg. § 1.150-2 promulgated under the Code; and

(d) that the issuance of the Bonds occur not later than 18 months after the latest 
of (i) the date on which the earliest expenditure subject to Treas. Reg. § 1.150-2 is paid, 
(ii) the date on which the property is placed in sen/ice or abandoned, but in no event more 
than three years after the earliest expenditure is paid, or (iii) the date otherwise permitted 
by the Code or Treasury Regulations promulgated thereunder; and

(e) that ARRC is making this Declaration of Official Intent while reserving the 
right at all times to assert that it is not subject to the provisions of Section 150 of the Code 
by virtue of Section 1207(a)(6)(A) of the Alaska Railroad Transfer Act and Section 
149(c)(2)(C) of the Code.

Section 3. R atifica tion of P rior Actions. All actions heretofore undertaken by the 
Authorized Persons in connection with the Project and the Bonds are hereby ratified, 
confirmed and approved.

Section 4. P re lim inary Resolution. This Resolution is the authorization by ARRC to 
take tho necessary and appropriate steps to prepare for the issuance of the Bonds. Final 
authorization of tho issuance and sale of the Bonds shall be by subsequent resolution or 
resolutions of ARRC.

Section 5. Severability. In the event that any ono or more of Iho provisions contained in 
this Resolution shall for any reason by held to be invalid, illegal or unenforceable in any 
respect, such invalidity, illegality or unenforceability shall not affect any other provision of 
this Resolution, and this Resolution shall bo construed and enforced as if such invalid, 
illegal or unenforceable provision had never been contained horoin or therein.
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Section 6. Repealer. All resolutions or parts thereof to the extent inconsistent herewith 
are hereby repealed, rescinded, canceled and annulled.

Section 7. G overning Law. The laws of the State shall govern the construction and 
interpretation of this Resolution.

Section 8. E ffective Date. This Resolution shall take effect immediately upon adoption 
this 9th day of March, 2007.
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We strongly support the Willow to Port MacKcnzie rail extension. We are seriously concerned about 
increased rail traffic through downtown Wasilla. Greater Wasilla has an active and passionate group of 
community leaders and residents that envision our area as the community of Alaska’s future in business, 
the arts and economic growth. Higher rail traffic would split the community and destroy efforts to reach 
these goals. Kink- Fairvicw is one of the fastest growing areas in the borough. An historic and 
ecologically diverse area with residents, that value the grand scenery and Alaskan experience that is found 
here, make Knik-Fairview unacceptable for a rail line. The rail spur from Willow to Port MacKcnzie 
provides the best option for both borough residents and Port MacKcnzie industries.

W e  s u p p o r t  Ih e  fo llo w in g  re s o lu tio n :
R E S O L U T IO N  O F  T H E  G R E A T E R  W A S IL L A  C H A M B E R  O F  C O M M E R C E  S U P P O R T IN G
T H E  E X T E N S IO N  O F  T H E  S O U T H C E N T R A L  R A IL R O A D  L IN E  F R O M  W IL L O W  T O  P O R T  M A C K E N Z IE .

W h e re a s , a  b u lk  n a tu ra l re s o u rc e  d e v e lo p m e n t a n d  e x p o rt  is  im p o rta n t to  th e  e c o n o m y  o f th e  F a irb a n k s  
N o rth  S ta r  B o ro u g h , th e  D e n a li B o ro u g h  a n d  the  M a ta n u s k a  S u s itn a  B o ro u g h  a n d  th e  s ta te  o f A la s k a  a n d  W h e re a s .

W h e re a s , th e  s h ip m e n t o f In te r io r  C o a l, T im b e r, L im e s to n e , O il a n d  G a s  a n d  o th e r  b u lk  c o m m o d it ie s  w ill 
b e c o m e  le s s  c o s tly .

W h e re a s , P o rt M a c K e n z ie  w ith  its  8 9 4 0  a c re s  o f in d u s tr ia l d e v e lo p m e n t la n d s  a n d  d e e p  d ra ft d o c k  is a 
d e v e lo p in g  p o r t w ith  p o te n tia l fo r  b u lk  n a tu ra l re s o u rc e s  tra n s p o rt a n d
W h e re a s , P o rt M a c K e n z ie  is  2 6  m ile s  c lo s e r  to  T id e  W a te r  th a n  A n c h o ra g e , 8 9  m ile s  c lo s e r  th a n  W h it t ie r  a n d  147 
m ile s  c lo s e r  th a n  S e w a rd .
W h e re a s , P o rt M a c K e n z ie  is c a p a b le  o f h a n d lin g  p a n a m a x  a n d  c a p e  s iz e  v e s s e ls  a n d
W h e re a s , a  s h o r te r  d is ta n c e  to  tid e  w a te r  w ill m a k e  re s o u rc e  d e v e lo p m e n t in In te r io r  a n d  S o u th -c e n tra l A la s k a  m o ro  
e c o n o m ic a l b y  lo w e r in g  t ra n s p o rt  c o s t
W h e re a s , th e  ra il e x te n s io n  p ro v id e s  a  m o ro  e ff ic ie n t s y s te m  fo r tra n s p o rt in g  c o a i to  t id e w a te r  a n d  th u s  w ill like ly  
m a k e  th e  A g r iu m  K e n a i p ro je c t m o re  fe a s ib le , w h ic h  w ill b e n e fit  th e  K e n a i B o ro u g h  a s  w e ll a s  th e  re s t o f A la s k a . 
W h e re a s , th e  e c o n o m ic  a c t iv ity  w ill c o n tr ib u te  to  Ih e  M a ta n u s k a  S u s itn a  B o ro u g h  e c o n o m y , ta x  b a s e  a n d  
e m p lo y m e n t,
N o w  th e re fo re , b e  it re s o lv e d  th a l th e  G re a te r  W a s illa  C h a m b e r o f C o m m e rc e  s tro n g ly  s u p p o r ts  th e  S o u th -c e n tru ' 
A la s k a  R a il L in e  E x te n s io n  fro m  W illo w  to  P o rt M a c K e n z ie  a n d  re c o m m e n d s  12 m illio n  in  fu n d  fo r  th e  E n v iro n m e n ta l 
S tud y .

Dear Legislators,

[jnda Limning 6- (Shades (jrisfiam(plant Manager-/\lutiic} Manufacturing (_orp, J’t. Mackenzie 
Plant)
9710 Gala Roadfmilo 13 KGB) 
Wasilia, AK 99654 
Homo 907-357-9366 
Cell 907-641-2453

-I/I.V2007
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F irst d iscovo red  in  1792, ga s  m ade from  coa l p ro v id ed  m os t o f the fue l ga s  used 
in U .S ho m es  an d  bus in esses  until the  1940s w h e n  na tu ra l g a s  becam e 
in c rea s ing ly  ava ilab le . M od em  gas ifica tion  tech n o lo g y  e ffW e n tly  turns coa l in to  a 
co m b us tib le  ga s  tha t can  be c leaned  o f v irtua lly  a ll po llu l in t-fo rm ing  im purities.

G as ifica tion  is esse n tia lly  the con tro lled , bu t in co m p le te  com b us tio n  o f carbon. It 
can be  ap p lie d  to  m any fee ds tocks  inc lud ing  coo l, b io m a ss  a n d  heavy  oil. T he  
K ena i G as ifica tion  P ro jec t is  exam in ing  the  u tilisa tion  o f coa l to p rov ide  the 
requ ired  feeds tock .

In the  p ro c e s s , co a l is  fed  in to  a g a s if io r  un it w h e re  it is  p a rtly  o x id is e d  us ing  
p u ie  u x y g e n  to  fo rm  a  m ix tu re  o f c a rb o n  m o n o x id e  a n d  h y d ro g e n , co m m o n ly  
c a lle d  s y n g a s  b e c a u s e  it ca n  bo s y n th e s iz e d  in to  m a n y  fo rm s.

M o s t o f  tho  s y n g a s  w o u ld  b o  fu rth e r re fin e d  In to  p u re  h y d ro g e n  us in g  Iho 
s a m e  c a rb o n  m o n o x id e  sh ift re a c tio n  A g r iu m  u s e s  in  the  p ro d u c tio n  o f 
a m m o n ia  fro m  n a tu ra l ga s . W a te r is u se d  to c o n v e rt th o  c a rb o n  m on ox ide  
in to  c a rb o n  d io x id e  w h ile  p ro d u c in g  e v e n  m o re  h y d ro g e n . T h o  h y d ro g e n  is 
u se d  to  m u ko  a m m o n ia  a n d  tho  c a rb n n  d io x id e  is  re a c te d  w ith  a m m o n ia  lo  
m a ke  u re a .

T h e  p ro je c t w o u ld  re q u ire  a n e w  c o a l-f ire d  p o w e r p la n t tha t c o u ld  a ls o  su p p ly  
s u rp lu s  p o w e r to  tho  R a ilb o lt p o w e r g rid , H o m e r E le c tr ic  A s s o c ia tio n  is Iho 
p ro je c t p a r tn o r  tak in g  Ihe  lo ad  o n  p o w e r an d  s u p p ly  issu e s .

A g riu m  is p u rs u in g  an  e n v iro n m e n ta lly  fr ie n d 1.- te c h n o lo g y  tha t 
co u ld  ad d  d e c a d e s  to the  life  o f its  K e n a i N itro g e n  O pe ra tion s , 
s u p p o rt h u n d re d s  o f  w e ll-p a y in g  jo b s , p re s e rv e  a  m a jo r la x  base  
a n d  p ro v id e  a  n e w  sou rce  o f c o m p e tit iv e ly  p r ic e d  pow er.

T h e  K e n a i G a s ific a tio n  P ro je c t w o u ld  d e v e lo p  a  w o r ld -c la s s , lo w -e m iss io n  
coa l g a s if ic a tio n  fa c ility  tha t w o u ld  p ro v id e  A la s k a 's  la rg e s t va lu e -a d d e d  
b u s in e s s  Ihe  fe e d s to c k  re q u ire d  to o p e ra te  o v e r the  lo n g -te rm . T h e  K ena i 
fe r tiliz e r p la n t s u s p e n d e d  m a n u fa c tu r in g  d u rin g  th e  2 0 0 6 -2 0 0 7  w in te r  sea son  
d u e  to  a s h o rta g e  o f n a tu ra l g a s  an d  h a s  o p e ra te d  b e lo w  ca p a c ity  in recen t 
y e a rs  as it s o u g h t n e w  g a s  su p p ly  c o n lra c ls  in  an  in c re a s in g ly  t ig h t m a rke t 
c o m p lic a te d  b y  e s c a la tin g  p rices .

h o w  it w o rk s



T h e  C o m p o n e n t s

A ll c o m p o n e n ts  o f th is  p ro je c t u til iz e  ex is tin g , p ro ve n  te c h n o lo g y  in a u n iq u e  
c o n fig u ra tio n  to  p ro d u c e  m u ltip le  b e n e fits  to  A la s k a  an d  the  K en a i P e n in su la .

The Next Step____________________________________

A g riu m  b e g a n  in v e s tig a tin g  c o a l g a s if ic a tio n  d u rin g  tho  w in te r o f 2004  a n d  is 
c u rre n tly  u n d e rta k in g  its  P h a s e  tw o  a n a ly s is , w h ic h  in c lud es  a d o la ilc d  
fe a s ib ility  re v ie w  a n d  p ro je c t p e rm ittin g . If tho  d e c is io n  is m a d e  to g o  fo rw a rd , 
tho  fa c ility  c o u ld  b e  o p e ra tio n a l b y  2011.

C o a l -  W ith  a need  o f  a p p ro x im a te ly  th ree  m illion  m e tric  tons o f  coa l each  year, 
the p ro jec t is eva lu a ting  coa l su p p lie s  a long  w ith  transporta tion  op tions.

A ir  S e p a ra t io n  U n it  -  T h is  u n it p ro c e s s e s  a ir  d ire c tly  from  th e  a tm o s p h e re  to 
g e n e ra te  o x y g e n  fo r th e  g a s if ie r  a n d  th e  n itro g e n  u se d  in the  fe rtiliz e r p ro ce ss .

G a s if ie r  -  C o a l is d r ie d , p u lv e r iz e d  a n d  re a c te d  w ith  pu re  oxyg e n  to  fo rm  
s y n g a s . T h e  ga s  is re a c te d  w ith  w a te r  to  s h ift the  c a rb o n  m o n o x id e  in to  c a rb o n  
d io x id e  (O O 2 ) an d  h y d ro g e n . T h e  C O 2 is  re m o ve d , a lon g  w ith  s u lfu r an d  o lh e r  
im p u r it ie s . snd the  p u re  h y d ro g e n  is  s h ip p e d  to  the  fe rti'iz e r p lan t.

P o w e r  P la n t  -  C o n s is ts  o l o a l- f ire d  g e n e ra tio n  w ith  s la te  o f the  a rt e m is s io n s  
c o n tro l te c h n o lo g y .T h e  p o w t:, w ill s u p p ly  s te a m  a n d  e le c tr ic ity  to the  o th e r 
p ro je c t c o m p o n e n ts  a n d  a d d itio n a l e le c tr ic ity  fo r sa le  in to  the  grid .

F e r t i l iz e r  P la n t  -  A t ca p a c ity , th e  fa c ility  ca n  p ro d u c e  m ore  than  1.5 m illio n  
m e tr ic  to n ' o f a n h y d ro u s  a m m o n ia  a n d  u re a  e a ch  year. C h a n g in g  the  fe e d s to c k  
w ill re q u ire  re la tiv e ly  m in o r  m o d ific a tio n s .

A g r ir i u m

IKKHNAlV
GASIFICATION

I Iomcr Itlcctric 
Association, Inc.

A I mI m ii  VM' * <

For moro lnforn\atl6n, ploaso contact:
Buslnoss Load 
Tim G. Johnson

Phono: (907) 776-3117 
Email: tg johnso@ agrium  com

Govcrnmont & Public Rotations 
Lisa Parkor

Phono: (907) 776-3275 
Email. lparKor@agrlum.com
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Summary of

A l a s k a n  D i r e c t  
E c o n o m i c  I m p a c t s
" B y  A la s k a  e c o n o m ic  s ta n d a rd s ,  th e  A g r iu m  o p e ra t io n  is  
e x c e p t io n a l f o r  i t s  c o m b in a t io n  o f  h ig h  p a y  le v e ls ,  a m o u n t  a n d  
c o n c e n tr a t io n  o f  e x p e n d itu re s  In  th e  lo c a l  a re a , a n d  th e  d e g re e  o f  
v a lu e  a d d e d  m a n u fa c tu r in g  th a t  o c c u r s  in  A la s k a  p r i o r  to  e x p o r t .  
T he  r e s u l t  is  a  h ig h  m u l t ip l ie r  im p a c t . "

■ M c D o w e ll G roup , O c to b e r  2 0 0 2

A  re c e n t s tu d y  c o m p le te d  b y  tho  M c D o w e ll G ro u p  in A p ril 2 0 04  
id e n tifie d  the  fo llo w in g  d ire c t im p a c ts  o f A g r iu m ’s K e n a i N itro g e n  
O p e ra t io n s :
/Agrium spent $101 million in Alaska in 2003 
. $77 million in purchases of goods and services from 3L-» 

Alaskan businesses 
/S22.0 million in direct payroll; including benefits, 

expenditures are $29.5 million 
/$2.2  million in taxes and lease payments 
/  $195,000 in charitable donations to 43 non-profit 

organizations and groups

Summary o f

A l a s k a n  I n d i r e c t  
E c o n o m i c  B e n e f i t s
F o r  e v e ry  o n e  th o u s a n d  c u b ic  fe e t o f  C o o k  In le t n a tu ra l g a s  u s e d  b y  
A g r iu m  fo r  fe e d s to c k  a n d  p o w e r  g e n e ra tio n , $9 .35  in  to ta l e c o n o m ic  
o u tp u t  Is  g e n e ra te d .

» Agrium employees have 244 school ago dependents or 
about 2.5 percent of the Central Peninsula student 
enrollment
Agrium’s total direct, Indirect, and Induced payroll impacts 
support 7.0 percent of the total Kenai Peninsula payroll 

/Agrium total direct, indirect, and induced employment 
accounts for 4.0 percent of the total employment on tho 
Kenai Peninsula

„ ium L  
Peninsula’s

average employment

Kenai

an
l

230 people

/Agrium accounts for an
additional.  • . ,  „

goods and services provided 
' 320 Kenai Peninsula■ i . • .

/Agrium donations to local j 
school and youth activities 
accounted for •' of 

m/company's charitable 
donations 

KfWieXiUi •• i i
/Agrium’s Kenai Nitrogen 

Operations Is tho . ' j
, nitrogen production

complex In the U.S.A.
f  / J .  f  • • y f y S f ' i i ' ’  • - '*  v j .  -  . v v v t* .

/Agrium’s Kenai Nitrogen 
Operations accounts for 
about of North
A ■ ' ' !A 1 AtAmenca’s nitrogen production

Ji'' i i u  r/ In 2003, Agrium’s Kenai 
Nitrogen Operations 
exported 1.2 million tons of/.V ■*. . . . . . .

/Agrium’s Kenai Nitrogon . .. 
Operations is ono of Alaska’s



C o a l  c o u l d  

r e p l a c e  g a s
Agrium looks at coal gasification 

to supply Kenai fertilizer plant.
T he Kenai plant hasbccn turning natural gas into urea 

for fertilizer for almost 40 years, but its future may well 
depend on the. economics of turning coal into gas into

urea.
It’s called the Kenai Blue Sky Project, and Agrium U.S. 

Inc. and its partners are spending several million dollars to 
see if it will work. If it does, it could mean a much brighter 
future for the Kenai plant, for its workers and community, 
and, as a bonus, a new supply of electricity for Southcentral 
Alaska.

As the ready supply of Cook Inlet natural gas has dwin­
dled, and as new gas fields carty a much higher price tag, 
the Agrium plant has had lo curtail ammonia and urea pro­
duction in recent yearn. No gas lo feed (he plant, no product 
coming out. The plant suspended operations this winter 
and Is expected lo restart about March 1, but even then it 
will run at much less than full capacity for lack of sufficient 
gas. Agrium's contracts with gas suppliers expire Oct. 31, 
2007, putting next year's operations —and a lot of jobs — in 
jeopardy,

I lather Hum wait for tut uncertain North Slope gas line, 
and possible spur line into .Southcentral, and i alhcr than 
staking its future on new Cook Inlet gas discoveries at af­
fordable prices, Agrium is studying tin: option of buying coal

from the Unibclli mine 
at Ileal}', 200 miles north 
of Anchorage. One plan 
is to move the coal by 
train to Anchorage, then 
barge it to Kenai, though 
other train and barge 

"• routes are possible

OUR VIEW III addition, ’Wailing the coal into
. - , gas is the fun pari.

the COUl-Jiircil coal and pure oxygen
plant would supply would go into the healed 
f . . . / gasifier unit and, in a

electricity to the simplified explanation,
Southcentral power would come the. . 1 nitrogen, hydrogen and

IP'ia. carbon dioxide gases *
  ...------------------  needed to produce urea

and ammonia. The car­
bon dioxide would be u welcome byproduct in Cook Inlet, 
where il can be reinjected into underground reservoirs to 
push out more oil. It’s called "enhanced oil recovery" and 
it's a great way to pump moro oil while keeping carbon diox­
ide out of the atmosphere.

In addition to producing gas feedstock for Die fertilizer 
plant and providing for enhanced oil recovery, the coal-fired 
power plant at Kenai Blue Sky would have a lot of surplus 
electricity it could feed into the Southcentral power grid.

Agrium is evaluating proposals from diffei cut coal gasifi­
cation equipment makers and anticipates selecting a com­
pany in January to handle environmental permitting for the 
project, which will he formidable.

Meanwhile, it is working with Usibelli tu determine 
whether there arc adequate coal reserves to supply llluc 
Sky for several decades. If it goes ahead, Blue Sky would 
consume up to 3 million metric tons of coal a year, almost 
twice what Usibelli mines for its existing customers.

Although Agrium had considered using coal front the 
Beluga field across Cook Inlet from its plant, the company 
decided it made more sense to buy coal from an existing 
mine rather than to try opening a new pit.

Agrium and its partners have put n lot of thought — and 
money — into Blue Sky. The. Phase 1 feasibility study, at ?3 
million, was all company money. Phase 2, preliminary en­
gineering and permitting, is estimated at 522 million, with 
$2 million from the federally funded Denali Commission, 33 
million from tho stale, and the balance of $15 million from 
Agrium and other partners.

The current schedule calls for Agrium's board to make 
a decision in the summer of 2008 on Phase 3, detailed en­
gineering and design, estimated at $!()() million. Phase 4, 
construction, would rim from spring20051 to the end of 2011, 
at a cost of $2 billion.

Blue .Sky is a costly undertaking but, thankfully, Agrium 
is taking the chance.

BOTTOM UNfli A hopeful itanto lor a needed project.







A L A S K A  S T A T E  L E G I S L A T U R E
S e n a t e  F i n a n c e  C o m m i t t e e

S ta te  C a p ito l,  R o o m  516 

J u n e a u , A K  99801-1182  

(907) 4 6 5 -3 8 7 3  -  P h o n e  

(907) 46 5 -3 9 2 2  - F ax

S e n a to r B e rt S te d m a n , C o -C h a ir S e n a to r  L y m a n  I Io f fm a n ,  C o -C h a ir

S ta te  C a p ito l,  R o o m  518 

J u n e a u , A K  99 801-1182  

P h o n e  - (9 0 7 )4 6 5 - 4453

F ax  -  (9 0 7 )4 6 5 -4 5 2 3
Senator, Bcrt.Stedninn/'ilogis.stnte.ak.us

O f f ic ia l  B us ine ss

May 10, 2007 

To
Milos Baker, Staff to Senator Stedman
Tim Grussendorf, Staff to Senator Lyman Hoffman'  J

From
Mindy Rowland, Senate Finance Committee Secretary 

HB 229-KENAi GASIFICATION PROJECT; RAILROAD BOND

The Committee reported this bill from Committee with a conceptual amendment, which 
was incorporated into a final Senate Finance Committee Substitute, 25-LS0737\E. The 
CS was transmitted to the Senate Secretary. Upon further review, Senator Stedman 
deemed additional clarification of the amendment in the language of the bill was 
necessary. A new final CS, 25-LS0737\M, was prepared, exchanged for the earlier final 
and transmitted to the Senate Secretary. A copy of this version is attached for your 
information and records.



25-LS0737\M

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIFTH LEGISLATURE - FIRST SESSION

BY TIIE SENATE FINANCE COMMITTEE

Offered:
Referred:

sponsors): REPRESENTATIVES CHENAULT, Foster 

SENATORS Wagoner, Green, Huggins, Stevens, Tlicrrinult

A BILL 

FOR AN ACT ENTITLED 

'An Acl authorizing Ihe Alaska Railroad Corporation to participate in a project 

onsisting of the acquisition, construction, improvement, maintenance, equipping, or 

pcratiun of real and personal property, including facilities and equipment, for the 

lenui gasification project and I’ort MacKenzie rail link, authorizing Ihe corporation to 

;.stic honds to iluance all or a portion of the project, and identifying these as bonds for 

n essential public and governmental purpose; and providing for an effective dale."

E IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section I. The uncodified law of the Stale of Alaska is amended by adding a new section 

■ read:

LEGISLATIVE FINDINGS, INTENT. AND STATEMENT OF PURPOSE, (a) The 

gislaturc finds that

(1) Agrium's urea and ammonia plants in the northern Kenai Peninsula are in 

mger of being permanently shut down because of a lack of adequate natural gas feedstock in

SEN ATE CS FOR HOUSE BILL NO. 229(FIN)

-I- SC’S IIII 229(FIN>
Now T a x t  U r .d o r  l i n e d  I D E L E T E D  T E X T  O K A C K K T K O ]



25-LS0737\M

1

2

3

4

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

20 

21 

22

23

24

25

26

27

28 

2‘>

30

31

(2) closure of the Agrium plants will result in a loss of a significant number of 

high paying jobs and tax base for the northern Kenai Peninsula as well as tax revenue to the 

state;

(3) Agrium's Kenai gasification project will bring low-sulfur coal from Mealy 

to North Kenai where a low-emission coal gasification plant and electrical generation plant 

will be built on land adjacent to Agrium's existing urea and ammonia plants;

(4) producing gas from coal will provide Agrium with an alternative feedstock 

to natural gas, which is in short supply in Southcentral Alaska, and will allow Agrium to 

continue to operate its urea and ammonia plants for the foreseeable future;

(5) the Kenai gasification project will also generate competitively priced 

electricity for the regional power grid and excess carbon dioxide that could be used to 

enhance oil recovery from the wells in Cook Inlet;

(6) the Alaska Railroad Corporation is uniquely suited to serve essential 

functions of the state by providing, among other things, rail transportation of coal and other 

freight and by financing all ora portion of the Kenai gasification project;

(7) the Kenai gasification project furthers the purposes of both the slate and 

the Alaska Railroad Corporation by creating a new market for the state's coal reserves at 

Mealy, which will be transported by rail from Healy to Port MacKcnzie and by barge to the 

northern Kenai Peninsula, creating revenue for the Alaska Railroad Cotporation and for the 

state and providing employment opportunities for residents ol the state;

(8) these results arc essential purposes of the state, and the achievement of 

these purposes is critical to die health and welfare of die state.

(b) The purpose of this Act is to clarify the statutory functions and powers of die 

Alaska Railroad Corporation by expressly including the power to participate in the Kenai 

gasification project and to finance all or a portion of the project with bonds as described in 

this Act.

(e) It is the intent of die legislature that

(I) this Act he construed broadly to permit the Alaska Railroad Corporation 

the greatest flexibility to accomplish the purposes described in (b) of tiiis section within the 

limitations set out in this Act; and

the area;
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